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	1.
I. Explain the term ‘fraud risk factors’
Three main risk factors exist, these are:
Administration Risk – Internal reporting procedures and management appetite for fraudulent activities.
Industry Risk – The environment in which the business functions / market conditions etc.
Functional Risk – Geographic locations and environmental areas in which the business operates.
II. What control mechanisms could be adopted against corruption?
Control measures in place in areas such as purchasing / buying function; rotation of staff within this role in order for alliances not to be formed.  Whistleblowing procedures put in place and clear ethical guidelines on anti-corruption.
III. Outline the main benefits of using analytic procedures in audit process
Analytical procedures benefit the audit process by giving useful data to assist the forensic accountant by way of highlighting trends that may give rise to unusual patterns.  Benchmarking against companies within similar industries to highlight anomalies.  Variation in budgets and forecasts etc.
IV. What are the common rationalizations for a fraudster which tempt him to commit fraud?
Justification – I’m only borrowing 
Lack of ethics – Management isn’t honest; why should I be.  I’ve earned it.
V. Outline the important points to be considered when evaluation fraud risk factors.
The evaluation of fraud risk factors is a growing process that lasts throughout the audit and may be updated according to new information gained through discussion with management and employees.
VI. Analytic procedures are used throughout the audit process for three primary purposes.  What are they?
Primary – develop knowledge about the company.
Functional – evaluation of account balances.
Concluding – overall assessment of the financial statements in comparison with the analytical data derived from the entire audit.

2. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss.
In terms of opportunity, fraud is more likely in companies where there are weak internal control systems and poor security.  Little fear of exposure and detection and non-existent policies on ethical behaviour will make people who otherwise might not commit fraud, motivated to do so.
Opportunity is created when existing controls can be circumnavigated or manipulated or when they simply do not exist.  When fixed assets, stock and cash are made easily accessible or when there is inadequate security, no segregation of duties, little authorisation and poor management.
Poor communication between management and staff, along with rapid turnover of employees, antiquated accounting systems, poor physical controls and non-existent training are also huge opportunity givers for fraudulent activities.
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 an auditor should ask management?
Has there been any communication regarding fraud from employees or former employees?
Does management have any knowledge or suspicions of any fraud?
What is the perception of risk within the business?
Is there any area of the business which is deemed to be more at risk?
What control systems have the management put in place and how are these controls monitored?
Is there any kind of ethical guidelines communicated to the business from management?
Is there clear segregation of duties within risk environments?
Are the IT systems, software and procedures up to date and secure?

Case Study:
1. What type of evidence do you think the expert would have gathered for his report?
Evidence gathered would include bank statements, mortgage documents, lease agreements, rental statements and land registry documentation / title deeds.  Photographs of properties and locations on maps.
2. Which documents could have helped the forensic expert in gathering evidence?
Invoices / evidence of any refurbishment works undertaken.  Loan/ bridging agreements, letters and e mails.  Interviews with buyers / sellers / tenants of the properties.
Analysis of house prices and change in same in the specific areas where property in situ, buying and selling prices obtained by the man and the profits made.  Evidence of cash arising from the profits and cash reinvested in other properties, evidenced by deposits paid etc.
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