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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. 
	ANSWER TO THE QUESTIONS:
1.(i) Fraud is an intentional act that results in a material misstatement in financial statement that are subject to an audit. Fraud generally occurs when following three conditions are present: 
a. management and employees have an incentive or are under pressure
b. circumstances exist that provide an opportunity for fraud to be perpetrated
c. individuals involved are able to rationalize committing a fraudulent act 
From these situation we find three major fraud risk factors like:
a. Incentive/Pressure Factors : 
i) Financial stability or profitability is threatened by economic, industry, or entity operating conditions, such as high degree of market saturation, declining margin, rapid changes in technology, product obsolescence, decline of customer demand etc.
ii) Excessive pressure exists for management to meet the requirements or expectation of third parties due to over expectation of investors, need to obtain additional debt or equity financing etc.
iii) Information available indicates that management or the board of director’s personal financial situation threatened by the entity’s financial performance arising from significant financial interest in the entity, significant portions of their compensation like bonus, stock option etc.  
b. Opportunity Factors: The nature of the industry or the entity’s operations provides opportunities to engage in fraudulent financial reporting that can arise from the following :
i. Significant related-party transactions not in the ordinary course of business
ii. Strong financial presence or ability to dominate a certain industry sector
iii. Significant, unusual, or highly complex transaction at  year end
iv. Significant bank accounts or subsidiary or branch operation in tax haven jurisdiction etc.  
c. Attitudes/ Rationalization Factors: Risk factors reflective of attitudes/ rationalizations by board members, management, or employees that allow them to engage in and/or justify fraudulent financial reporting may not be susceptible to observation by the auditor. Nevertheless, the auditor who becomes aware of the existence of such information should consider it in identifying the risks of material misstatement arising from fraudulent financial reporting. Examples: 
i. Insufficient communication, implementation, support, or enforcement of the entity’s values or ethical standards by management.
ii. Known history of violations of securities laws and other laws and regulations
iii. Excessive interest by management in maintaining or increasing the entity’s stock price or earned trend. 





      
1.(ii) Organisation should have policies and procedures to maintain effective contril mechanism against fraud and corruption related with financial statement, financial reporting process, choice of financial reporting policies, internal audit functions, compliance of legal, regulatory and corporate governance requirements as well as related with day to day activities of the organisation. 
Following control mechanism should be present in orgainsation as adequate and effective manner:
1. Risk assessment process to determine materiality and level of risk of corruption.
2. Establishment of adequate and effective control environment like:
· Code of conduct, approving body, dissemination and instruction, principles and values covered body in charge of investigating breaches and proposing corrective and disciplinary action.
· Existence of proper channel, for the reporting to the authority of any irregularities of a financial and accounting nature, as well as breaches of the code of conduct and malpractice within the organization, stating whether reports made through this channel are confidential
· Training and refresher courses for personnel involved in preparing and reviewing financial information, accounting rules, auditing, internal control and risk management.
3. Ensure proper control activities like:
· Procedure for reviewing and authorizing the financial information, estimates, evaluations and projections
· Internal control policies and procedures for IT systems including secure access, control of changes, system operation, continuity and segregation of duties
4. Information and communication related with charge of operations, and manual of financial policies and regulatory update.
5. Finally monitoring by senior management body, audit committee and board of director. These team will state whether the entity has an action plan to correct or mitigate the weakness found.








1.(iii) Analytical procedures are  evaluation of financial information through analysis of plausible relationship among both financial and non financial data. These procedures also encompass such investigation of indentified fluctuations or relationships that are inconsistent with other relevant information or that differ from expected values by a significant amount.  

Analytical procedures are commonly used in following reason:
· To assist in planning the nature, timing and extent of other investigation procedures
·  As a substantive test to obtain evidence about particular ascertain related to account balances or classes of transactions, and
·  As an overall review of the financial information in the final review stage of investigation
Analytical procedures are powerful tool for increasing efficiency of investigator by using calculation of trend and ration analysis, understanding the client’s business and involvement in the event properly. 

Followings are main advantages of analytical procedures:
a. It can be applied at all stage of the investigation to inquire into the absolute amounts to be reflected in the report and with relationship with the suspected person
b. These procedures are a good test for the overall reasonableness of an amount. They can be applied on a universal basis, and they can be broken down into their individual elements.
c. Analytical procedures help the investigator to make comparisons on a regular basis, taking prior year into consideration and providing the investigator with better understanding about the fact of business.    






1.(iv) The fraud triangle is framework design to explain the reasoning behind a worker’s decision to commit workplace fraud. The three stages, categorized by the effect on the individual, can be summarized as pressure, opportunity and rationalization. 
Rationalization is one of the important elements of fraud triangle. Employee may rationalize fraud behavior by determining that committing fraud is okay for variety of reasons.  For those who are generally dishonest, it’s probably easier to rationalize fraud. 
Followings are some common rationalizations of a fraudster:  
· “The company owes me”
· “I’m borrowing the money and I will pay it back”
· “They done me wrong” : some event, such as being passed over for a promotion, leads the employee to feel that taking home company asset in his right
· “There’s no other way to manage my problems”: The employee belives hell lose everything dear to him, including his home and family, unless he steals the money. 
· “ I’m not hunting anyone”
·  “We’ll fix the books after this difficult time passes”
· “ If I can’t meet my obligations, people will know and I will be humiliated”
  






1.(v) The vulnerability that an organization faces from individuals capable of combining all tree elements of fraud triangle is fraud risk. Fraud risk come from source both internal and external to the organization. 

Nature of the business, the environment in which it operates, the effectiveness of its internal controls and the ethics and values of the organization and its employee should be consider at evaluation of fraud risk.     

Process aimed at proactively identifying and addressing an organization’s vulnerabilities to fraud risk. The objective of a fraud risk assessment is to help an organization identify what makes its most vulnerable to fraud. 

As per idea about fraud triangle, at the time of evaluating fraud risk factors following points need to be consider:
· Management or employees have an incentive or are under pressure
· Circumstances exist that provide an opportunity for fraud to be prepared
· Individuals involved are able to rationalize committing a fraudulent act.
In addition of above these, investigator need to consider following issues:
· Consideration of the risk of omitted, incomplete or incorrect disclosures 
· Presumption of fraud risk involving improper revenue recognition
· Consideration of risk of management override of control
· Complexity of transactions
· Significant transaction with related parties
· Whether the risk involves significant unusual transactions









1.(vi) Analytical procedures are very important tools for gathering evidence from an audit. For following three purpose analytical procedures of audit commonly use:   

1. Preliminary Analytical Procedure: 
Used to assist the auditor to better understand the business and to plan the nature, timing and extent of audit procedures. They consist of evaluation of both financial and nonfinancial information. The main objectives of preliminary analytical procedures are :
-to understand the client’s business and transactions and
-to identify financial statements that likely to contain errors    

2. Substantive Analytical Procedure: 
Substantive procedures used to obtain evidence about particular assertion related to account balances or classes of transaction. 

3. Final Analytical Procedure:
These procedures are carry out by auditor for assessing the final statements and to assess the audit conclusion are correct or not as well as audit conclusion properly supported by audit evidence. The main objectives of final analytical procedures are :
-provide the auditor with a final, overall evaluation of the relationship among financial statements balance
- test transaction to concerning account balance that have not been investigated due to outside of audit scope or not so material
-gather evidence related with account balance that have not yet been investigated etc. 
 








2. The opportunity to commit fraud is possible when staff, employees as well as have access to assets and information that allows them to both commit and conceal fraudulent activities. An opportunity is likely to occur when there are weaknesses in the internal control framework or when a person abuses a position of trust. 

Followings are some situations where opportunities will exist to commit fraud by management and staff:
A. Access to organization’s systems:

· Employees are given access to records and valuables in the ordinary course of their jobs, that access allows people to commit fraud. 
· Managers have become responsible for a wider range of employees and functions. This has led to more access for them, as well as more control over functional areas of companies.

B. Cash receipting system:

· Cash is accepted at a decentralized location with few employees and little oversight
· Personnel collecting cash have the ability to adjust the amount of a payment due in a subsidiary system
· Adequate supporting documentation or reconciliations are not required to accompany bank deposits

C. Unauthorized vendor payments

· Vendors are easily created in the system by various employees or departments without supervision.
· New vendors are not reviewed to identify duplicate names or addresses.
· Procurement card policies are weak or not enforced.
· Purchases are not thoroughly reviewed by appropriate independent personnel.

3. Unauthorized payroll disbursements

· Employees are easily created in the system without proper approval.
· New employees are not reviewed to identify duplicate names or addresses.
· Reconciliations between payroll reports and actual disbursements are not performed.
· Journal entries are not adequately reviewed by appropriate independent personnel.

4. Forgery/alteration of checks

· Bank accounts are maintained and reconciled at a decentralized location with few employees and little oversight.
· Checks are pre-signed by an authorized signer.
· Signature stamps/plates are accessible to various employees.
· Check sequences are not accounted for from one check run to the next.
· Journal entries are not adequately reviewed by appropriate independent personnel.









3. Statement on Auditing Standard No. 99: Consideration of Fraud in a Financial Statement Audit, commonly abbreviated as SAS 99, is a auditing statement issued by Auditing Standard Board of the American Institute of Certified Public Accountants (AICPA) and it’s a recommended reading for Certified Forensic Auditors worldwide.  

In this standard, properly describes and classifies three risk factors related to fraud i.e. incentive/pressure to perpetrate a fraud, opportunity to carry out the fraud and attitude/ability to rationalize the fraudulent action those we have studied as fraud triangle.    

In paragraph 20 to 27 of this standard, we get details idea about making inquiries of management and others about risk of fraud and these are as follows:
· Whether management has knowledge of any fraud or suspected fraud affecting the entity
· Whether management is aware of allegations of fraud or suspected fraud affecting the entity, for example, received in communications from employees, former employees, analysts, regulators, short sellers, or others
· Management's understanding about the risks of fraud in the entity, including any specific fraud risks the entity has identified or account balances or classes of transactions for which a risk of fraud may be likely to exist
· Programs and controls the entity has established to mitigate specific fraud risks the entity has identified, or that otherwise help to prevent, deter, and detect fraud, and how management monitors those programs and controls.
· For an entity with multiple locations, (a) the nature and extent of monitoring of operating locations or business segments, and (b) whether there are particular operating locations or business segments for which a risk of fraud may be more likely to exist
· Whether and how management communicates to employees its views on business practices and ethical behavior

The inquiries of management also should include whether management has reported to those charged with governance on how the entity's internal control serves to prevent, deter, or detect material misstatements due to fraud.

Case Study
i. Followings documents need to be gathered:
-Audited financials 
-Audited statement of asset and liabilities
ii. Following documents could help the expert:
-Bank statement and analysis cash flows of this earnings and expenditures
- Income tax return filed in last few years under consideration
- Salary statements and emplacement agreement
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