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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	
QUESTION 1

i) These are components which determine the probability of fraud occurring in an organization. These components are classified under management characteristics, industry characteristics and operating characteristics.

· Industry characteristics: This refers to the environment in which the business provides it good and services to customers.

· Management characteristics: These are factors which give managers the motivation to commit fraud.

· Operating characteristics: This refers to the way the business carries out its operations in terms of financial reporting and processing of transactions.







ii) 
· Strengthening law enforcement and regulatory response to corruption. This involves enhance the relevant authorities ability to investigate, prosecute and disrupt those who engage in corruption through ensuring the agencies are better coordinated and that effective legal powers are in place.

· Ensuring that effective legal powers are available. This can be achieved through working with professional regulators to improve compliance.

· Tackling illicit financial flows connected to corruption and return stolen assets.                                                                                                                                                                              This involves focusing on tackling the laundering of corrupt funds and return stolen assets wherever possible.

iii) Analytical review procedures should be used during the planning, testing and review stage of the audit, to isolate account areas which merit further investigation or trends which seem unusual. Procedures will include ratio analysis, exception reporting and reporting and comparison with industry and competitor standards. The auditor will consider current and historical data and trends. The reconciliation of purchases, sales and inventory by volume and quantity can be a useful technique.

The review forms part of the basis for the auditor’s conclusion on the financial statements as well as useful and time saving information to assist in the planning and conduct of future audits.



iv) 

Some people may be able to rationalize fraudulent actions as:

Necessity – especially when done for the business

Harmlessness – because the victim is large enough to absorb the impact.

Justification – because ‘the victim deserved it’ or because I was mistreated.

                   
v) 

Nature of the business it is in 

· This involves the way the business performs its operations, and the manner in which records and accounts are maintained.

The environment in which it operates 

· This encompasses the competitors the business faces, location, interaction with customers and suppliers as well as its market share.

The effectiveness of its internal controls
· No system of internal controls can fully eliminate the risk of fraud, but well-designed and effective internal controls can deter the average fraudster by reducing the opportunity to commit the fraud and increasing the perception of detection. With the right balance of preventive and detective controls, a good system of internal controls can greatly reduce an organization’s vulnerability to fraud.

               
     vi)  

· To assist auditor in understanding the business and how it operates. One would take into consideration factors such as the organizational structure, financial reporting policies, procedures and regulations.

· To identify any changes in the business over time, and the impact on operations. This may include assessing fluctuations in profit margins and their cause as well as labor turnover as an example.
· To identify any potential risk areas, and plan relevant procedures to address these areas. Risks may include weaknesses in internal control systems which may lead to fraud.











QUESTION 2

Weak and ineffective control systems

The presence of internal control in organization aims to protect the assets of an organization. However if there are no internal controls in an organization or if there are weak, any unauthorized user can have access to confidential information or perform illegal transactions without consent. Internal control measures may be strong passwords for authorized users to access different modules.

Poor duty division

Segregation of duties helps employees have responsibility in carrying prescribed sufficient workload and accounting for such. It also prevents carrying out the whole tasks on their own in other words having control over everything. Carrying out all tasks by an individual or management puts them in a conjunctive position to commit fraud because nobody is then able to cross check the duty performed as to whether it was done accordingly.

Lack of supervision

Supervision refers to the overseeing and monitoring done by a superior or someone of authority towards a subordinate or individual of lesser power as to whether they are performing duties and exercising their responsibilities accordingly. Unsupervised duties may lead to internal control being overridden by management which may translate into fraud. Supervision limits potential chances for fraud to occur.

Nature of business

Management under small scale businesses is more likely to commit fraud than in large scale business. This is true in a scenario where in instances where there is no documentation of operations and transactions. In some other small scale businesses they don’t have the financial muscle to have strong internal control or even internal auditors. This may be a deficiency to which management would be more likely to capitalize on.

Infrequent reconciliations

Reconciliations are there to identify whether money was being used for intended purpose which is reflected through achieving a common balance in the gains and expenditure. Infrequent reconciliations may lead to management diverting funds for personal use without being detected. This may cause a financial loss to the organization. 


QUESTION 3

Inquiries made to management by auditors

Inquiries are made to management by auditors in order to derive their opinion about fraud and how best it can be addressed. This is important in the sense that fraud can be uncovered through the information received in response to the inquiries being made. It also makes an auditor to analyze the views of different individuals and discover reasons and ways which contributed to the overriding of control measures. In light of the above the following are some of the questions an auditor can ask management.

1) Whether management has sufficient knowledge of fraud or any leading to fraud likely to affect the organization?

The auditor may ask auditors if they have any knowledge of fraud which may affect the entity. Evidence can be derived from past experience, fluctuations in class of transactions as well as interaction with third parties, former employees etc. In light of the above the auditor can assess if there is any motive for committing fraud based on the information obtained.

2) What forms of internal control are in existence in order to safeguard against fraud in the form of detection, prevention?   

The auditor must seek whether the organization has internal controls in place which can safeguard against fraud and if so to what extent. Weak internal controls means that they can easily be overridden hence provides an incentive for fraudsters to capitalize on. The auditor may also ask management on how they monitor their controls Having assessed the internal controls the auditor can provide an opinion with regards to on how the internal controls can be improved to prevent reoccurrence of fraud.














3) What form of communication does management utilize to inform subordinates and other employees about ethical values, morals and business practices?

The auditor may assess whether and how management communicates to employees its perceptions regarding business practices and ethical behavior. 
Organizations which don’t emphasize the importance of work ethics towards employees in their daily routines are more vulnerable to fraud. Therefore it is important for management to educate employees and provide proper communication channels so that they make informed choices when confronted with challenges which may lead to fraud when not dealt with appropriately.

4) How are the duties allocated and level of authorities distributed?     

The auditor may seek information from management regarding the organization structure stipulating duty allocation and the level of responsibility and authority in various divisions, department as well as how they monitored by supervisors. This will give the auditor the idea who is more likely to commit fraud looking at the above mentioned criteria’s. The auditor in this case can also give an opinion if there is need to further divide or rotate duties as an example as a way of minimizing fraud.  

5) Does the entity have an internal audit function in existence?

In this case the auditor can ask the internal auditor about his/ her opinion regarding the probability or chances of fraud occurring in the entity, what measures they have undertaken to identify or detect fraud during the course of the year and also stipulate their level of effectiveness and efficiency in fraud detection. 

CASE STUDY

i) Health status

The man was arrested for being an alleged drug dealer. The forensic expert would have to demand a medical report from the doctors to observe whether the cleaner has a history with drugs and whether any substances can be detected on his system. It may also be necessary to observe the premises of the cleaner to observe whether any form of drugs can be found.          





                         Assets owned by cleaner

Apart from the property, the forensic expert can analyze whether the cleaner owns other form of assets which may generate some income for example inherited businesses from parents, relatives etc. This may be evidence supporting the lifestyle portrayed by the cleaner.

         
               ii) Letter of employment

One of the documents that the forensic expert is the letter of employment. The letter of employment is a binding document between the employer and employee in terms of the agreements they have reached. One of the agreements reached deals with the remuneration agreed upon between the two parties which are stated in the letter. The remuneration will give the forensic expert an idea of the man purchasing powers as a cleaner.

Bank statements

Bank statements will reflect incoming and outgoing transactions in the cleaner’s bank account. The forensic expert can detect whether the transactions are from authorized sources and can be supported with documents. Bank statements reflect whether money is coming from known source of income.

Lease agreements  

Lease agreement will reflect as to whether the cleaner is the rightful owner of the different properties. It will also show that the properties are recognized by land allocation or governing authorities and a source of evidence which gives assurance to potential tenants willing to enter into an agreement with the landlord in this case being the cleaner. This is possible if for example the cleaner is renting out his property to clients.

Tax documents 

It may also be possible that some of the cleaner’s properties are companies which are well established and generate some of income. They may be taxed on an annual basis depending on the profits generated. The forensic expert can look at for example tax clearance forms and so forth to see the earnings and establish whether they are adequate to support the lifestyle of the cleaner. 
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