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	Assessment 4

I. "Fraud risk factors"  are events or conditions that indicate incentives or pressures to perpetrate fraud, opportunities to carry out fraud, or attitudes and rationalisations to justify a fraudulent action.  The three categories of fraud risk factors relating to fraudulent financial reporting  are management characteristics, industry characteristics, and operating characteristics.(SAS 99)

II. The control; mechanisms that could be adopted,  as discussed in Golden et al,   to prevent fraud are:

· Segregation of duties of staff in purchasing

· Transparency in any bidding process for procurements

· Reviewing accounting estimates for biases

· Evaluating and analysing unusual transactions

· Initiate a code of conduct 

· Establish an ethics hotline

· Enforcing a strong ethical and moral culture within the company

· Rotation of employees 

· Ensure employees take annual leave

III. The main benefits of analytical procedures is that they help in providing an insight into the company and highlight high risk areas, they give excellent indications as to the company's  financial health and to its immediate future. They can  pinpoint errors and irregularities as well as indentifying unexpected relationships.

A basic premise underlying the application of analytical procedures is that plausible relationships among data may reasonably be expected to exist and continue in the absence of known conditions to the contrary. Particular conditions that can cause variations in these relationships include, for example, specific unusual transactions or events, accounting changes, business changes, random fluctuations, or misstatements (Doshi, 2015). For example, a decrease in accounts receivable turnover accompanied by an increased inventory turnover could suggest the possibility of omitted credit purchases.

IV. There are several rationalisations that are common to fraudsters and are repeated over and over by those who are caught committing occupational fraud (Acfe.com, 2015). They include:
· “I was only borrowing. I was going to pay everything back.”

· “I only did it because of unusual circumstances. Normally, I’d never have taken  the money.”

· “I did it to provide for my family (pay bills, keep up the mortgage, etc.).” 

· “My employer had been cheating me/treating me unfairly. I only did it to get even.” 

· “My employer is dishonest. The company rips off its customers, so it deserves to be ripped off.” 

· “I had to have the money. I only did it out of necessity.”

· “Everybody does it.” 

· “After all I’ve done for the company, I was entitled to it.”
V. The important points when evaluating fraud risk factors,  are that there is a thorough understanding of the entity and the environment in which it operates, along with an understanding of the businesses structure and culture. Internal controls and  any existence and efficiency of useful factors that reduce the risk of fraud are also important. 

VI. The three analytical procedures and their purpose are:

· Preliminary analytical procedures

These help in providing an understanding of the company and assist in highlighting risk areas.

· Substantive analytical procedures

These are used in evaluation of accounts and obtaining audit evidence.

· Final analytical procedures


This is the final assessment of the financial statements and determines if 
the audit conclusions are correct or not.

2.  There are instances when opportunities present themselves and even those without any previous dishonest behavior may be tempted to commit fraud. Ultimately it is the opportunity to commit the fraudulent behavior that is the major factor of the fraud being committed, along with the belief that the fraud will be undetected. The lack of effective controls, poor supervision, a culture that is lacking in ethics and morals, and unclear lines of demarcation with regard to duties are also mitigating factors. 

Opportunities may also be inherent in the nature size, or structure of the business 

( Golden , 2006). Certain organisations are less transparent, and certain types of assets are certainly more prone to misappropriation.

Where there are internal controls that enable management to override or ignore existing controls, there will always be the opportunity of misstatement  or the misappropriation of assets.

3. According to SAS 99 the questions that an auditor should be asking of management  are :

· Does management have any knowledge of fraud or suspected fraud affecting the entity?

· Are there any allegation of fraud or suspected fraud affecting the entity?

· Managements understanding about the risks of fraud in the entity.

· Programs and controls instigated to mitigate fraud, and how these are monitored and supervised?

· What is the culture of ethics and morals in the entity, and how are these views communicated to the employees?

· If the entity operates over several locations, how are these locations monitored? Are any particular locations more prone to fraud?

· Are there reports available detailing entity's control environment? 

· Has there been any requests to anyone in the entity to alter or withhold information or to make fictitious transactions or accounting entries?

Case Study.

1. The first type of evidence that the expert would have gathered is any financial records,  statements, books and records, and supporting documents. In many cases, these provide the level of fraud and  the motivations of the parties under review.

The second tool used by fraud examiners or financial forensic professionals is the interview, which is the process of obtaining relevant information about the matter from those with knowledge of it. In this case the interview would have provided excellent information with which to support his claims.  The third tool that must be used in fraud examinations or financial forensic engagements is observation. Fraud examiners or financial forensic professionals are often placed in a position where they must observe behaviour, search for displays of wealth, and, in some instances, observe specific offenses. Again, this would have provided good supporting evidence for the accused.

2. The documents that would have helped the forensic expert are:

I. The financial records. Bank statements would show if there was any "unearned" income being deposited. Tax returns should provide details of all the income derived from employment or investment.

II. Loan applications. These should reveal the suspects financial situation in an uncomplicated form. More often than not, people tend to exaggerate their assets in these instances, which may raise credibility issues, or conversely prove the suspect to be a truthful and sincere person. 

III. Mortgage documentation regarding the purchase and sale relating to the property portfolio, and agreements by lenders would also be available, which would show the level of equity and how the purchase of properties was funded. 

IV. Receipts for work carried out on the properties would  probably also be available, presuming the properties were purchased and refurbished before being on sold at a profit.
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