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1- Short answers:-
I. Explain the term ‘fraud risk factors’.
Fraud risk factors can be classified into three main groups; management characteristics, industry characteristics and operating characteristics. 
· Management characteristics represent management’s motivations, abilities, company’s internal control and the reporting system. All of these features enable management to carry out and operate financial reporting system.
· Industry characteristics are regulations, principals, policies and ethics issued by the industry regulators, such as financial services authority (FSA) to keep up a company with the industry.
· Operating characteristics include nature of the business and its geographic sources of revenue and other operating activities and conditions.
However, forensic accountant should also consider fraud risk factors related to asset misappropriation. These are susceptibility of assets to misappropriation and adequacy of controls. 
Susceptibility of assets to misappropriation means some assets are under risk of stolen or misappropriation more than some other assets. Adequacy of controls, on the other hand, is the design, implementation and monitoring of the entity’s control mechanism and its ability to detect and prevent fraudulent schemes and misappropriation of assets.
II. What control mechanisms could be adopted against corruption?
Corruption is a contemporary phenomenon which many countries, international organizations as well as private corporates suffer from. However, some control mechanism can be used to avoid corruption scheme. The three main pillars to prevent corruption are transparency, integrity and disclosure. These three pillars are applied in bidding and disclosing conflict of interest.    
In addition, some other controls procedures are also useful in preventing corruption. These include, but not limited to, frequent rotation of employees through different vendor assignments and establishing hotline to enable vendors to complain should they be approached by someone seeking to bribe them.  
III.  Outline the main benefits of using analytic procedures in audit process.
Then main benefits of using analytic procedures in audit process are:-
· Evaluating whether the company is able to persist in foreseeable future or not. This can be done by assessing the general performance and compare this performance with its competitors.
· Discovering errors and irregularities in financial statements via apparent discrepancies between the actual and expected performance. 
· Deciding whether detailed audit testing is necessary or not. According to the results of analytical procedures regarding the existence of irregularities and inconsistencies, an auditor can decide that additional substantive tests is needed or not.   
IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?
Common rationalizations for a fraudster which tempt him to commit fraud are:- 
· The potential small fraud will benefit the overall position of the company and the impact will not be a material harm.

· While I deserve a reward due to my great achievement, the company ignored this hard work and, instead, promoted someone else.
· I have been ignored by the company for longer time and it may fire me, so the prospected fraud event may benefit me and add some compensation that the company have eliminated. 
· Risk-taking is more rewarding than playing it safe.
· Missing Money will be for temporary and the entity will substitute more money in next few days. 
· All the recorded fictitious transactions for this month can be reversed next month and by this, the company will not bear any loss. 
· Sufficient supervision of internal controls will not be taken by management seriously.
· Management itself is involved in uncertain transactions.
V. Outline the important points to be considered when evaluating fraud risk factors.
The auditor should consider the following points when evaluating fraud risk factors:-
· Assessment of the incentives and pressures that may make an organization more vulnerable to fraud.
· Determining the degree of pressures and incentives to commit fraud.
· Understanding the environment in which the business operates, the business entity’s structure and culture, and its internal controls. 
· Understanding of the presence and effectiveness of mitigating factors that reduce the risk of fraud.
· Adequate understanding of the business entity’s relationship with its suppliers, customers and business partners.
· Possibility of manipulation or of someone overriding the internal control system.
· Evaluating risk factors of fraud is a cumulative process.
· Ensure that the information gathered by the audit team is being shared regularly. 
VI. Analytic procedures are used throughout the audit process for three primary purposes. What are they?
There are three fundamental purposes for analytic procedures:-
· Preliminary analytic procedures which are used to outline the risk areas that auditors should focus on and, accordingly, determine the nature, timing, and extent of audit procedures. 
· Substantive analytic procedures which are used in the evaluation of account balances and in gathering audit sample and the overall audit evidence. 
· Final assessment of financial statements that evaluate whether the audit conclusions about the accounts are correct or not. 
2- ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss.
Circumstances are conditions and situations that enable fraudsters to commit fraud impunity and easily. These circumstances are called risk factors which if they are available, any staff, either senior or junior, is able to exploit such circumstances or risk factors to create an opportunity to deceive. 
The most vigorous risk factor that contribute to creating an opportunity to commit fraud by staff is ineffective internal control system. The ability of management to bypass internal controls lead to generate opportunities to execute fraud. Weak internal control procedures also provide opportunity to fraud. These include lack of supervision, poor employee screening, weak accounting and physical controls, infrequent reconciliations and lack of segregation of duties and accounting personnel. Effective internal control system should consider the value and demand of assets and their convertibility and movability.  
[bookmark: _GoBack]Other risk factors that provides an inherent opportunity to fraudsters are nature and size of a business. For example, the number and types of transactions and some kinds of balances and accounts may be more vulnerable to manipulation or falsification than others. Similarly, certain organizational structures and assets are more prone to fraud than others. 
In addition, the policy which a business adopts to interact with its customers and suppliers, and its position in the market provide an opportunity to commit fraud. For example, if a business dictates its terms and dominates the market, it may be prone to inappropriate transactions. 
On the other hand, estimates and judgments lead to rising opportunities to implement fraud by organizations’ members. Estimates are usually used by management to determine income and expenditure levels and the value of assets and liabilities. One example of the judgments is earnings management via adopting accounting standards that smooth income rather than reveal real picture of income which is consistent with market or sector fluctuations.   
In sum, while circumstances represent risk factors which produce opportunities to perpetrate fraud by management and the overall staff in the organization, adopting comprehensive and efficient internal control system is a key element to avoid and, thus, eliminate those risk factors.
3- SAS 99 suggests that key sources for the identification of fraud risk factors are inquiries of management’ in this context which type of questions an auditor should ask the management? 
According to SAS 99 (Statement on Auditing Standards ), carrying out inquiries with management and others is considered a main source of identification of fraud risk factors. These inquiries should be required from the executive management, internal audit team, audit committee, and those inside the organization who are directly involved with operational duties. Inquiries to management are related to some important aspects, such as types of fraud risks, internal control mechanisms and reporting, management awareness, and ethics and morals. The following schedule shows some questions and their classifications that the auditor should ask management and find out their answers:   
	Inquiry classification
	Questions

	Types of risks of fraud
	What are the risks of fraud in the organization according to the management?

	
	What specific areas, transactions or accounts has the management pointed out as being vulnerable to fraud and what are the reasons behind this fraud risk?

	Internal control mechanisms and reporting
	What programs or internal control mechanisms has the management put in place to mitigate the risk of specific fraud or to deter fraud in general? How are these programs and controls monitored and supervised?

	
	How are the company’s operating locations and other business segments monitored? Are there certain segments that are more prone to fraud?

	
	Did the audit committee or any other authority receive a report from the management regarding the entity’s control environment? This report would include information on how the company’s internal controls deter fraud, risk assessment procedures, communication and information systems and monitoring activities.

	Management awareness
	Is the management aware of any alleged, suspected or perpetrated financial misstatement or asset misappropriation that might have resulted in material misstatement in the organization’s financial statements?

	
	Is the management aware of any perpetrated or alleged fraud regardless of materiality?

	
	Did the management receive any letters or other communications by ex-employees, analysts, etc., alleging fraudulent activity?

	
	Has there been any request to the management or anyone else in the company to alter or withhold information, and to make fictitious transactions or accounting entries?

	Ethics and morals
	What are the management’s views on ethics and business morals and how are these views communicated to employees?

	
	Is the management’s behaviour consistent with these views?


Case Study
A man was on remand in prison having been charged with drug dealing. No drugs were ever found and the evidence against him was simply that he owned a number of properties but worked as a cleaner in a local factory. The implication was that the property purchases could only have been funded from the proceeds of crime. The man denied this. A forensic expert was instructed to review the man’s financial affairs and explain how the man funded his lifestyle.
The expert made a detailed review of the man and his family’s financial affairs, starting at the time he bought his first property. The records explained the sources of all the funds used to buy the properties. It showed how the man had used equity created through the legitimate purchase and sale of other properties to create his portfolio and support his family’s lifestyle. The Court accepted this fraud investigations report in its entirety and the man was released from remand without charge.
What type of evidence do you think the expert would have gathered for his report?
The expert relied basically on external sources of evidence. He/she gathered evidence from external sources to detect the financial affairs of the accused man and his family and, thus, to determine whether the suspected man is innocent or not. The external sources of information include statements from financial markets, shares depository entities, banks as well as properties authority (i.e. government municipality). The expert obtained shares portfolio statements, bank statements and ownership certificates of properties. These type of documents disclose information about how many shares the accused man and his family had owned and how much amount had in his accounts before he purchased his first property. The documents also reveal information about how the equities and properties under the accused man and his family’s name had been used in funding the new properties. 
There are several positive features of this type of evidence. The external source of evidence is always independent and unbiased. All documents and certificates issued about the suspected man and his family’s financial and non-financial information are objective, impartial, relevant and reliable. They provide the expert with sufficient information to determine whether the suspected man is innocent or not.    
According to this kind of evidence, the expert discovered that the man had sold his own old legitimate equities and some other properties and used the fund to purchase some new properties and manage his family’s lifestyle, although his low class job is a cleaner in a local factory.  
Which documents could have helped the forensic expert in gathering evidence?
The forensic expert was instructed by court to investigate the case. The instruction letter is a main document that enables the expert to communicate with other entities and gives the expert a power of authority to obtain all necessary information. The content of this instruction letter include detailed tasks that the expert has been obliged to achieve.
Other important document which could help the forensic expert in gathering evidence is the suspected man’s identification document, such as national identification card which gives information about a full name of the man and some other personal information. By using the personal data of the accused man, the expert is able to gather the needed information about financial affairs of the accused man and his family.            
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