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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. 
	Please insert your completed assignment ( in word format)  here:
1. Give short answers for the following questions:
i. Explain the term ‘fraud risk factors.’

Fraud risk factors means the factors or conditions or events that lead to a fraud in an organization. Fraud risk factors encompasses the entire process of categorizing the risk factors, identifying and evaluating risk factors, and evolving risk mitigating strategies. According to SAS (Statement of Auditing Standards) 99, the three main categories of fraud risk factors are management characteristics, industry characteristics, and operating characteristics (including financial stability).

ii. What control mechanisms could be adopted against corruption?

Control measures are usually focussed on deterrence of corruption rather than detection because it is very difficult to detect corruption. Hence, control mechanisms are designed to minimize the risk of corruption. Following control mechanisms could be adopted against corruption:
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a. Assess the vulnerable areas of corruption.
b. Regular rotation of employees employed in vulnerable areas of operations.
c. Trend analysis of expenses and assets.
d. Implementing good policies on total disclosure of conflicts of interest, receipt of gifts from clients, receipt of services from clients not related to business. Proper segregation of duties and responsibilities amongst staff in order to avoid conflicts of interest.
e. Having a hotline to report instances of corruption.
f. Maintaining confidentiality of the person reporting corruption.
g. Having transparent bidding process of asset procurement.
h. Using dedicated communication tools for receiving bids by employees other than those who call for bids thereby checking conflict of interest.

iii. Outline the main benefits of using analytic procedures in an audit process.

The main advantages of using analytic procedures in an audit process are:
a. Helps to assess whether the company will remain a Going Concern.
b. Identifying errors in financial statements.
c. Implications for detailed audit testing and procedures.
d. Help in identifying unexpected relationships.
e. Comparisons of present data with historical data from previous accounting periods.
f. Comparisons of actual data with budgeted figures and forecasts.
g. Comparisons of financial data with industry data, peer company data, and operational data.
h. Comparisons of different segments of the company.

iv. What are the common rationalisations for a fraudster, which tempt him to commit fraud?
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The most common rationalizations given by a fraudster are as follows:
a. “I am only borrowing money. I will give it back when my financial situation improves”.
b. Lack of ethics – “Management isn’t honest. So why should I be?”
c. “Management promoted someone else ignoring my hard work”.
d. “The company is not paying me enough and I can make up for the lost pay thru fraud”.
e. “Little fraud is no fraud if it is committed in the overall interest of the company”
f. “Management is inherently corrupt. Therefore even I can be corrupt”.
g. “Management is not interested in implementing controls and discipline. Therefore I can commit fraud”.
h. “No one will ever notice if I steal small amounts of money”.
i. “Fictitious accounting entries can be passed and reversed later, which is not actually fraud and does not result in a loss to company”.

v. Outline the important points to be considered when evaluating fraud risk factors.

Important points to be considered when evaluating fraud risk factors are as follows:
a. Understanding the environment in which the business operates.
b. Understanding the business entity’s organizational structure.
c. Understanding the internal controls implemented by the company.
d. Understanding the presence and effectiveness of mitigating factors that reduce the risk of fraud.
e. Understanding of the business entity’s relationship with its suppliers, customers, and other business partners.
f. Understanding of the normal functions of a business entity particularly related to suspicious and unusual transactions, ambiguous financial ratios, and inadequate explanations by the 
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management.

vi. Analytic procedures are used throughout the audit process for three primary purposes.What are they?

The three primary purposes of analytic procedures that are used throughout the audit process are:
a. Preliminary analytic procedures help in providing an insight of the organization and determining the scope of audit.
b. Functional or substantive analytic procedures help in evaluating account balances and obtaining audit evidence.
c. Concluding or final analytic procedures help in final assessment of financial statements and to assess whether audit conclusions are correct or otherwise.


2. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’.  Discuss.

There may be business compulsions for the management or other staff to commit fraud. Compulsions include but not limited to achieving sales targets, meeting the expectations of banks, analysts, and stock markets. Opportunities mostly arise during the end of a quarter or financial period where the management feels that they are lagging behind the forecasts or budgeted figures and therefore inflate sales or revenue figures. Management may exert undue pressure on their employees to achieve unrealistic targets. Overall poor performance of the company or the possibility of bankruptcy may lead to window dressing of financial statements by the management. Inability to fulfil debt obligation is also one of the reason that may lead to fraud. Poor relationship of the employees with the management leads to fraud.

Above are some of the circumstances that may exist that create opportunities for management and other staff to commit fraud. 
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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 should an auditor ask the management?

The auditor should ask the following questions to the management:
a. Whether the management is aware of any suspected financial misstatement or asset misappropriation that might have resulted in material misstatement in the company’s financial statements?
b. Whether the management is aware of any fraud irrespective of materiality?
c. Whether the management received any reports of alleged fraud from any of their ex-employees, customers, suppliers, analysts et al?
d. Has there been any request made to the management to alter or withhold information, and to make fictitious transactions and accounting entries?
e. What are the management’s view of ethics and business moral and whether the same has been communicated to everybody in the organizations? Whether the management’s behaviour is consistent with these views?
f. What are the risks of fraud according to the management?
g. Whether the management has identified vulnerable areas of fraud and the reasons behind doing so?
h. How are various operating locations and other business segments monitored and whether any segment is particularly vulnerable to fraud?
i. What are the internal control mechanisms that the management has evolved and how these are being monitored?
j. Did the audit committee receive any report from the management regarding the internal control environment in the company?

Case Study:
i. What type of evidence do you think the expert would have gathered for his report?
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[bookmark: _GoBack]The forensic expert would have gathered the evidence of source of income when the first property was purchased. Sale and purchase agreements and property title deeds of the subsequent properties purchased and sold and the income generated out of such transactions by the man in question.

ii. Which documents could have helped the forensic expert in gathering evidence?
Documents like bank statements consisting of financial transactions, receipts, and property title deeds could have helped the forensic expert in gathering evidence. The forensic expert would have also conducted site visit of the properties in order to support the evidence gathered and gain first-hand knowledge of the properties acquired by the man in question.
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