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Q1.

i.
Fraud risk factors are those factors that trigger fraud and are areas of great risk. They are those characteristics that are susceptible and can be easily turn into potential fraudulent schemes. These factors can be classified into firstly the management characteristics, these include management style, attitude and abilities of operating the company.
Secondly there are the characteristics of the industry the business is operating in. In order to keep with the industry, the company will face increased competition, new and aggressive policies.
Lastly, there are the operating characteristics, i.e. the nature of the business and its day to day operations and transactions.
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ii.
Corruption can be hardly detected as they are usually concealed by legal transactions but can be deterred with the use of strong internal control mechanisms. Such control mechanism will include:
· Policy to ensure that total disclosure of conflicts of interest, receipt of gifts regarding transactions with vendor.
· A hotline for complaint in case of bribery.
· Rotation of employees that are involved in the purchase and payment to the vendor.
· Transparency in the bidding process for procurement.
· Segregation of duties when approving contracts and issuing invoices

iii.
· Analytical procedures can help in giving an insight of the business and for the auditors to plan their audit accordingly.
· Analytical procedures can help in analyzing trends and relationships thus for the auditors to scrutinize any irregularities.
· Analytical procedures help to gather audit evidence for the auditors to support their conclusions.
· Analytical procedures can assess the ability of a company as a going concern.
iv.
Some common rationalizations are:
· Why I am the only one to be blamed, when everyone else is doing the same
· The company is too big to notice my petty theft.
· The company has not given me a promotion though all my hard work, so I deserve this.
· Why can’t I if my superiors are doing the same fraud.
· Management doesn’t take supervision seriously and we can get away with it 
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easily.
· The reward of committing fraud is much greater than the punishment receive from it.
v.
· It is important to determine the significance of risk factors through a complete understanding of how the business operates the company’s structure and culture.
· Review the adequacy of the internal control systems, though regardless of how effective it can be, there is always a possibility of overriding it.
· Redirecting their procedures if necessary when new information has been obtained.
· Sharing of information during audit committees, so as to constantly reevaluating the fraud risk.

vi.
Analytic Procedures are used preliminary to gain an insight of the business so as to determine the nature, timing and extent of audit procedures.
Secondly substantive analytic procedures are used for evaluation and gathering of audit evidence.
Lastly, final analytic procedures are used to confirm whether audit conclusions are correct or not.

2.
One component of the fraud triangle comprises of an opportunity to commit fraud. An unethical and dishonest person always needs an opportunity or favorable circumstance to execute his plan. 
These circumstances vary from the size of the organization, the number of transactions, the complexity of its structure and its control environment. These opportunities are created due to weak and ineffective control mechanism, where those controls should have detected and prevented fraud activities. Lack of 
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supervision of those internal controls system makes it easier for fraudsters to commit fraud.
With lack of segregation of duties, collusion among employees leads to additional opportunities. Management among themselves may collude and override controls; it becomes more difficult to detect fraud.  
Sometimes even a person who is generally not dishonest may get tempted to commit fraud due to these circumstances. These circumstances depend on the management’s ability, on how serious it takes unethical behavior and the control mechanism. The management should take appropriate measures in response to fraud thus decreasing or eliminating fraud opportunities.
However opportunity is only a component of the fraud triangle, there is also incentives and pressure, where an individual in order to satisfy his personal needs, may act illegally. 
Finally to complete the ‘trio’”, there is rationalization in which it is the way an individual thinks of his behavior. A strong ethical person may have the circumstance favorable to commit fraud but will not commit fraud due to its ethical values. This explains that it needs to have all three factors present in order to commit fraud.  

3.
Risk factors are identified through an understanding of the company’s activities, its control environment, its structure and its relationship with its stakeholders. Inquiries with management form part of the understanding on how the business operates and its relating fraud risk factors,
Fraud involves fraudulent financial reporting which materially misstate the financial statement of the company. Queries of the auditors therefore should be on the possibilities of any falsification of records and how records are being kept and managed.
There is also the misappropriation of assets which involves theft of assets or fraudulent expenditures. Auditors should inquire with management of any alleged or 
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suspected fraud regarding assets. The auditors should ask management of the high risk areas of fraud and the reasons why they believe so.
Auditors should also find out on the control mechanisms set by the management and the relative measures that are being taken to mitigate those fraud risks. There is also the monitoring and supervision of those control mechanism which are undertaken by the management.
Audit committees are also part of the management team; therefore there should be enquiries on how the audit committee evaluates risk, the measures in place to prevent and detect fraud and how they assess management’s effort to prevent fraud.

Case Study
i.
The expert should inspect the several properties of the said man, all the properties that were bought and sold from the beginning so as to confirm their existence as well as to have an estimated value of the properties.
The expert should have the confirmation from external parties for e.g from a real estate agent where the man completed the properties deals, from an independent property evaluator of the properties and confirmations from individuals that sold and bought properties from the man.
Documentations and records that confirm deals from the properties were actually made, documents regarding registration of properties
Inquiries to the suspected man regarding his lifestyles, social and family background. This helps to determine the character of the person and its ethical background and whether he could be involved in such drug dealings.

ii.
Documents that will be required is firstly all the sale and purchase deeds agreement 
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[bookmark: _GoBack]between the buyers and sellers of the properties involved. Along with the deeds a registration note will be required from the Registrar confirming that all properties acquired are in the name of the suspected man.
Another document is an independent report from a property evaluator which will confirm the real values of the sold/bought property. These values will thus confirm the equity left that the suspected man had used for the repurchase of other properties.
Confirmation letters could also be used to support evidence. Those letters could be sent to different buyers and sellers of properties that once dealt with the suspected man. These letters can confirm such agreements as well as the value agreed on that specific deal.
Bank statements of the suspected man could be used to agree with the deposits made from the sale of properties and of any amount disbursed for the purchase of other properties. The amount deposited may agree with the independent evaluator report thus strong evidence.
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