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	ASSESSMENT 4

1. (i) Fraud Risk Factors: These are material fraud indicators that Auditors and Forensic Accountants find it difficult to detect in the course of their audit and investigation or executing their professional duties.  These are factors that give rise to suspicions to material misstatements of financial statements due to asset misappropriation, cash embezzlement, skimming, etc.  
According to Statement of Auditing Standards (SAS) 99, there are three (3) main fraud risk factors that affect an entity and these are;

a. Management Characteristics: These are features that reflect management’s abilities, styles and attitude, including the internal controls and the financial reporting processes that motivate management to carry out financial statement reporting fraud.  This is normally exhibited by management in a way of involving itself in setting accounting policies and financial estimates for the company, being responsible for achieving aggressive financial targets, creating tension between the external auditors and senior management, a history of violation and high management or Board member turnover.

b. Industry Characteristics: These are the economic, regulatory and legal environment in which the business entity operates. These are both stable and volatile features such as financial regulations, increased competition, market saturation and the adoption of more accounting policies by the company in order to keep up with the industry competition.

c. Operating and Financial Stability Features: These are the fraud risk factors that affect the operating nature if the business entity. These include the Going Concern Status as in International Standards on Auditing (ISA 570), the complexity of an entity’s financial transactions, the locations where transactions are originated and recorded and where disbursements are made.  It does not overlook the geographic location of the company’s operating activities, profitability and its general financial conditions.
(ii)  Some of the control mechanisms that could be adopted against corruption include but not limited to the following:
a. Assessing the areas that are most vulnerable to fraud
b. By means of segregating employees and their duties i.e. frequent rotation of employees in different vendor assignments.
c. Enhancing transparency and integrity in the bidding process involved in procurement of asset.
d. Enforcing a strong policy on the total disclosure of conflict of interests, receipts of gifts relating to transactions.
e. Using private fax machines requiring bids to be submitted to named individuals other than those soliciting the bids in order to prevent fraudsters informing their partners about lower bidding competitors.
f. Establishing a hotline to enable vendors to complain should they be approached by someone seeking to bribe them.
g. Appointing, training and retraining experienced officers to supervise the affairs of the officers involved in the bidding process, their relationship with buyers and suppliers as well as industry to firm management policies on corruption and its signals.

(iii) Analytic Procedures: These are the procedures used in the audit of financial statements to determine the rate, trend and the performance of a company in a particular industry to its competitors within the same industry. The main benefits of using Analytic Procedures in an audit process are:
a. Preliminary or Primary Benefit: Analytic Procedures when used in an audit process primarily helps to provide insight into the company and detects high risk areas during the audit.  This also helps to determine the nature and timing of the audit work through the use of an audit program and the extent of which these audit procedures would be evaluated.

b. Through the use of Substantive Analytic Procedure, the auditor is able to evaluate the account balances in the financial statements and also serves as audit evidence obtained in order to assessing the general performance of a company and the ability to remain a going concern.


c. Analytic Procedures are used to carry out Final Assessment of Financial Statements and assess whether or not the audit conclusions drawn are correct.  This is done using the final analytic procedure technique. At this stage, audit working papers are reviewed by the audit senior in the team and agreements are reached on issues with the audit client.

d. The other benefits are indicating errors in Financial statements: if analytic procedures are carefully used, it detects discrepancies between a company’s actual performance and expected performance hence revealing any accounting errors, irregularities and fraud in the financial statements.


e. Analytic Procedures helps to identify unexpected relationship in a company’s financial statements with that of its competitors in the same industry through the use of ratio analysis.



(iv) According to the Fraud Triangle, three (3) main components must be present concurrently to drive a person to commit fraud in varying degrees.  These conditions are: (a) Pressure/Incentive (b) Opportunity (c) Rationalization / Justification of attitude to committing fraud.  
A fraudster is highly motivated to commit more fraud when his or her actions are easily justifiable and some of the rationalizations include: 
a. Personal circumstances, moral, organizational, professional and ethical values and behaviors that are not clearly defined and are not well communicated to employees.
b. Management does not take supervision of internal controls and discipline seriously
c. The company overlooked my hard work and promoted someone else instead so I deserve this.
d. Job insecurity originating from downsizing, a negative environment at work and limited promotion prospects.
e. Senior management’s attitude to prevent fraud and their reaction to fraudulent activities and its repercussions.
f. How the organization is structured i.e. individual employees psychology, reporting lines and the relationship between the employees and the company.
g. A budget or forecast that is not ‘SMART’ thus a budget or forecast that is not Specific, Measurable, and Attainable and cannot be actualized, not being Realistic and not Time-bound.
h. Attempts by management to justify questionable accounting practices and disclosure policies.
i. When a month’s fictitious accounting entry can be reversed by a counter entry next month; therefore it is exactly not fraud.
j. Unhealthy relationship between the company and its auditors which may include bullying by the management, lack of access to data and unrealistic time constraints.

(v) Risk Factors cannot be identified and evaluated without the company taking into consideration the following;
a. Understanding thoroughly the business and its environment in which it operates, the entity’s organizational hierarchy and culture and its internal controls
b. How to understand the risk factors and mitigating them through efficient and effective resources such as understanding the presence of the risk factors and accepting it, avoiding the risk, transferring it or reducing it to the barest minimum.
c. Identification of unusual and suspicious transactions, ambiguous financial ratios and questionable explanations by management so that an in-depth analysis could be made into the normal functions of the business entity and the industry as a whole.
d. Another important factor to consider is being more vigilant on someone from the management team overriding the system thereby manipulating it to suit them in order to take advantage.
e. Considering the fact that risk identification and its evaluation is a process, the audit team must plan their audit in the sense that at every stage when a risk is identified, it would be mitigated in accordance with the audit firm’s laid down policies and rules.

(vi)  Analytic Procedures used in the audit process hope to achieve three (3) main purposes      and these are: 
a. Primary/Preliminary Purpose: providing insight into the entity and identifying high risk areas in order to draw an effective and efficient audit program.

b. Functional / Substantive Purpose: Detail analysis and evaluation of account balances in obtaining concrete audit evidence.


c. Concluding/Final Objective: Carrying out a final assessment if the financial statements and assesses whether or not audit conclusions are correct or subject to be reviewed.


(2)  Fraud in itself cannot be committed unless some circumstances exist to drive its occurrence.  According to the fraud triangle, pressure/incentive, opportunity and rationalization must be met concurrently to say a fraud indeed has occurred. 
Opportunities are therefore the favorable circumstances that provide people with the ability and chance for advancement. This means that when chances for advancements are clear with impunity, the likelihood of someone committing fraud is high.  When such circumstances are conducive, fraud is easily justified if committed.  Some of the circumstances creating opportunities include but not limited to:
a. Weak or ineffective controls, poor segregation of duties, and lack of supervision

b. The nature and size of a business provide an inborn opportunity for fraudsters, considering the number and types of transactions, the kind of balances, and accounts may be vulnerable to manipulation and or falsification.


c. The nature of the industry and its business, transactions and the manner in which a business interacts with its customers and suppliers and its market position. For example, if the business entity is in the monopolistic market, it may be prone to inappropriate transactions.

d. Management on the other hand when given too much of trust by Those Charged with Governance, will always work and create the systems to help them defraud the company. This is due to the theory of asymmetry of information where management knows more than the shareholders hence taking advantage of the weakness in the control environment to defraud the entity.
It is a non deniable fact that employees be given the opportunities to express their skills and talents on any given field in an organization, helping them to develop and maintain their expertise gaining both firm-wide and industry advantage yet their freedom must in a way be monitored and limited in accordance with industry and firm-wide laid down procedures, rules and regulations in order not to create a conducive atmosphere to commit fraud.
Finally, in order to control the circumstances giving rise to the opportunities for employees to commit fraud, the level of supervision of senior management must be increased, through the use of comprehensive reporting, stabilizing the organizational structure and managing its complexity to be simple and clear. Effective and efficient internal and environmental controls must be established and well monitored. Personnel must be trained and educated on the company’s clear cut policies on fraud.


(3) According to SAS 99, management means the following people;
(i) Management 
(ii) The Internal audit team
(iii) The audit committee
(iv) And those inside the organization who are directly involved with the operational duties.
The type of questions an auditor should ask management are some of the following:
a.  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?
b. Is the management aware of any perpetrated or alleged fraud regardless of materiality?
c. Did the management receive any letters or other communications by ex-employees, analysts, etc, alleging fraudulent activity?
d. What are the risks of fraud in the organization according to the management?
e.  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?
f.  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?
g.  What are the management’s views on ethics and business morals and how are these views communicated to employees?
h. Is the management’s behavior consistent with these views?
i.  How the company’s operating locations and other business segments monitored? Are there certain segments that are more prone to fraud?
j.  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.
k. 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?
l. To the audit committee; what is their evaluation of fraud risk and how does the committee rate and assess the management’s efforts to prevent fraud?
m. How do the internal auditors view fraud risk
n. Do internal auditors know of any instances where fraud has occurred or do they suspect fraud anywhere?
o. How has the management reacted to the findings of the internal audit and has this reaction been satisfactory?

CASE STUDY
(i) The type of evidence the expert would have gathered for his report might be :
a. The legal documentation agreement relating to the purchase and sale of the other properties

b. A tax clearance certificate from the Tax Authorities indicating how capital gain and properties taxes have been paid on those properties


c. Bank and credit card transaction statements to identify how funds were raised

d. Confirmation letters from both the buyers and sellers of the man’s properties

e. He might have inherited properties from  his family member(s) and or friend(s)

f. Does he work overtime regularly and on part time basis to earn additional income since he is only a cleaner?
(ii)
· Bank and credit/visa card(s) transaction statements to check the movement of cash.

· List of properties acquired and sold including their cost of acquisition.


· List of buying and selling companies. 

· Receipts of sales and purchases of properties.


· Monthly payslips of the suspect under investigation.

· Legal documentations relating to the purchases and sales of the properties 
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