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Q.1: Short Questions:
I.
Fraud risk factors are events or conditions that exist, such as the absence of controls, ineffective controls, inadequate segregation of duties, the ability of management to override controls and the lack of supervision, that indicate incentives and/or pressures to perpetrate fraud, opportunities to carry out the fraud, or attitudes and/or rationalizations to justify a fraudulent action. Fraud risk factors do not necessarily indicate the existence of fraud but they are often are present in circumstances where fraud exists. (AU316.31)
II.
Some of the control mechanisms that could be adopted against corruption are:
· Frequent rotation of employees through different vendor assignments;
· Transparency and integrity in the bidding process involved in asset procurement;

· Enforcing a strong policy on the total disclosure of conflicts of interest and receipts of gifts;

· Use of private fax machines to submit bids to named individuals other than those soliciting the bids;

· Establish a hotline to enable vendors to complain should they be approach by anyone seeking to bribe them.

III.
The main benefits of using analytic procedures in audit process are:

·  To assess the company’s ability to remain a going concern,

· To aid in indicating errors in financial statements,

· To assist in the implications for further detailed audit testing and procedures
IV. 
Some of the common rationalizations for a fraudster which tempt him to commit fraud are:

· Managers and/or company treat them badly so they deserve it,

· Perceptions of being underpaid,

· Everyone else is doing it, why not me?

· The company is corrupt and so deserves it,

· It won’t hurt anyone,

· It’s a small sum which won’t be missed, just borrowing it.

V. 
The important points to be considered when evaluating fraud risk factors are:

· the industry and  economic environment in which the business operates, 

· the business entity’s structure and culture,

· the business internal controls,

· understand the business entity’s relationship with its suppliers, customers and business partners,

· Understand the presence and effectiveness of mitigating factors that reduce the risk of fraud.

VI.
The three primary purposes for which analytical procedure is used are:

· Preliminary analytical procedures are used to assist the auditor to obtain an understanding of the business and its environment to help assess the risk of material misstatement in order to determine the nature, extent and timing of audit procedures.

· Substantive analytical procedures are used to obtain evidential matter about particular assertions related to account balances or classes of transactions.

· Final analytical procedures are carried out as an overall review of the financial information in the final review stage of an audit.

Q2.  
Circumstances that may exist to create opportunities for management or other staff to commit fraud include conditions like the absence of controls, ineffective controls, inadequate segregation of duties, the ability of management to override controls and the lack of supervision. These circumstances provide opportunity for fraud to be perpetrated by management or other staff as they are tempted from the pressures place on them from both internal and external factors. Sometimes the fraud is committed in collusion with other employees or management may either direct employees to perpetrate fraud or solicit their help in carrying it out. Management, too, may override controls that seemed to be working effectively and therefore use their position to manipulate and conceal the fraud. In committing fraud, these individuals somehow seem to possess traits that allow them to knowingly and intentionally commit dishonest acts. In committing these dishonest acts, these individuals rationalize the reasons why they seek to commit fraud. Because conditions exist to create opportunities people who are not generally dishonest may also be tempted.

Q3.  
The type of questions an auditor should ask the management regarding identification of fraud risk factors includes:

· Does management has knowledge of any fraud or suspected fraud affecting the entity regardless of materiality?

· Is management aware of any allegations of fraud or suspected fraud affecting the entity?

· Did management receive any communications from any former or current employees, analysts, regulators or short sellers alleging fraudulent activity?

· What is management understanding about the risks of fraud including any specific fraud risks identified or account balances or classes of transactions for which a risk of fraud may likely to exist?

· What programs and controls has management put in place to mitigate specific fraud risks identified, or otherwise help to prevent, deter, and detect fraud and how management monitors those programs and controls?

· What are management’s views on business practices and ethical behaviour and how are these views communicated to employees? And is management’s behaviour consistent with these views?

· For companies with multiple locations, how are these locations monitored and is there any location that is more prone to fraud?
Reference: Wells, J. T. (2006) Principles of fraud Examination
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Case Study

1. I think the type of evidence the expert would have gathered:

a. ownership of the properties acquired by the man

b. transfer of title of properties from previous owners to the man

c. sale of one property by the man and purchase of another property by the man

d. mortgage agreements between the man and bank 

e. tenancy agreements between the man and tenants

f. property tax payments made by the man

g. the man’s banking transactions showing deposits, withdrawal, and transfer of money in the sale and purchase of the properties as well as his work pay cheque
h. if repairs were done to these properties, there would be receipts from purchase of supplies to repair the properties

i. income and expenditure sources from the man’s tax returns 
2. The documents that could have helped the forensic expert in gathering evidence:

a. Pay cheque stubs

b. Credit history reports

c. Land registry checks

d. Tax returns

e. Title deed & bill of sale

f. Land tax transfer declarations

g. Loan note

h. Mortgage agreement

i. Bank statement

j. Buyer/seller settlement statement

k. Affidavit of title or seller’s affidavit
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