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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. 
	Assessment 4
Q.1: Give short answers for the following questions:
i) Fraud Risk Factors means the risks in businesses due to which the business is susceptible to fraud. The risk factors mainly fall into three categories:- 
· Management characteristics
These are frauds factors which relate to on the management’s motivation to carry out frauds by influencing accounting principles, financial estimates, setting unachievable targets etc
· Industry characteristics
This relates to the industry in which the business operates. The factors which increase the risk of fraud are new financial regulations, increased competition, market saturation, adoption of accounting principles in window dressing the financials.
· Operating Characteristics
These include the non transparency in the financials, the location where the major cash based transactions are made, the operating profit of the company, its cash flow & stability

ii) There is no fool proof mechanism or controls which can claim to entirely eliminate the occurrence of fraud but there can be controls placed in the main systems like operational system, financial systems etc of the company to minimise the occurrence of fraud and its early detections .Some of the controls are :-
· Drafting a company policy of ethics which will clearly state the code of ethics and the consequences of non adherence to them
· Segregate responsibilities among the staff to ensure no one person should carry out a single function from the start to the end without a counter check by another staff.
· Have a close watch on receivables to avoid lapping .
· Ensure each and every document goes through a internal check process which may seems unnecessary but will go a long way in keeping a check on any fraudulent tendencies & intentions
 iii) Analytical procedures in audit process mainly serve three purposes:-
· Primary procedures which provide insight into the system of the company and highlights area which are fraud prone and warrant detailed audit checking
· Functional procedures look in the audit evidences & the balances in the accounting systems, here the areas which shown up are lack in controls, detailed audit techniques and testing can be applied.
· After the previous two procedures finally finishing up procedures are applied to assess the financial statements & the audit conclusions arrived at. At this stage conclusion are made whether the company is a going concern, whether the variance in the actual & budgeted financial figures indicate accounting error of irregularities.

 iv) There many rationalization of the person committing fraud but the most tough to  
 ascertain are the ones which combine the psychology of the fraudsters with various 
 factors prevalent in the environment which gives a perfect setting to commit the fraud. 
 Personal factors are 
· lack of job security, 
· no motivation or morale boosters to employees, 
· no appreciation in terms of promotion of financial benefits to employees putting in extra effort in their jobs
While business based factors are 
· lack of communication of code of ethics
· failure by the management to punish fraudster in the past
· Unrealistic budgets & targets
· Management adopts questionable accounting  and disclosure policies
· No transparent relationship of the management with its Auditors.
Most common rationalization the employee makes is
· I have been working sincerely for long but never appreciated
· Company makes good money so I take some for myself and give it back later
· Company may fire me so I need to make something on the side.

v) The points to be considered while evaluating risk factors are mainly
· Nature of the business the company is in.
· The environment in which the company operates
· The internal controls placed by the company & its effectiveness
· The ethics and values of the company and the standard of ethics which it expects from its employees.
· The size of the company- as occurrence of fraud by employees in small organization is less but the active involvement of management leads to manipulating of the polices 
vi)  Analytical procedures are very essential part of an Audit process and using these procedures help in carrying out the audit. There are various purposes of carrying these analytical procedures and these purposes can be classified as primary and secondary procedures
The primary purposes are mainly 
1. Risk assessment- to focus on higher risk areas so as to ascertain the nature, timing & depth of audit procedures.
2. Substantive testing – to ascertain or obtain audit evidence to substantiate accuracy or to identify material misstatement as a substitute for detailed testing
3. Overall Conclusion – to help assess the propriety of audit findings or observations obtained during the audit and evaluate the Final report based on these observations

Q2. Various circumstances provide opportunities to the management & employees to commit fraudulent activities. As generally incentives or bonus are given based on individual or section or division performance, in case of poor performance coupled with high target setting will steer some employees to the path of fraud to show wrong results. Other factors or circumstances which motivates a fraud may be
1. Poor financial situation of Company leading to possibility of bankruptcy 
2. High expectation of investors & lenders
3. High expectation of top level management to achieve unrealistic goals
4. Pressure to retain the stock exchange listing /debt rating
5. Pressure to meet debt obligation failure of which leading to mergers or acquisitions
6. Low morale among employees exposing the company to possibility of misappropriation of assets
7. Poor internal controls in the company leaving many gaps in which fraud can be committed and be undetected 

Q3.  According to SAS 99 (Statement on Auditing Standards), carrying out enquires with the management and other, analytical procedures, evaluation of fraud risk and information-gathering lead to the identification of fraud risk factors.
Here the term “Management and other” all the employees of the organization irrespective of the level of management they belong to, members of the Internal & statutory Audit team, and all the consultants involved in the operational duties of the company in any capacity.

The few of the enquiries to be made by the auditor to the above mentioned categories of persons are follows:-
1. What are the management’s standards on ethics and business morals and are these standards communicated to employees?
2. Does the management’s behaviour comply with these standards set by them
3. What are the possibilities of occurrence of & the areas most susceptible to risks of fraud in the organization according to the management?
4. Once the areas are identified, what steps or 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?
5. How are the company’s operating or POS locations and other business segments monitored?
6. 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?
7. Were the Auditors duly informed about the susceptible areas & the controls placed to deter any attempts of fraud?
8. Has the management received any intimation from any employees about any fraudulent activities being carried out and what was the action taken?
9. Is the management aware of any perpetrated or alleged fraud regardless of materiality or misrepresentation or non disclosure of material changes in the financial statements?
10. Has the management at any point receive any suggestion from anyone to conceal facts or to make fictitious transactions to window dress the financials? 


 Case Study
i. The evidence collected by the expert for his report would be 
a. That he must have saved a tidy sum from his salary to start creating his equity
b. He must have purchased small holdings with his savings or must have made a down payment with his savings
c. He would have got an offer and sold off the property making a small profits
d. Gradually he must have increased his equity with these small transactions
e. With profits he would have kept aside some living expenses for himself and family 
f. The expert would have assessed the period of time over which the equity increased and when the person could move to bigger and higher value transactions and make more profits
ii. The documents collected to support the above evidence would have been
a. Bank statements & all correspondence related to bank transactions made
b. All purchases & sales deeds of the property purchased & sold by the man duly attested by the land department.
c. The supporting of any work done on the properties to increase the sale value of the properties
d. All the expenses made by the family, at least the major ones to identify the source of income to support these expenditures.
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