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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. 
	1. Short Questions:

1. Give short answers for the following questions

i. Explain the term ‘fraud risk factors.’
Fraud risk factors refers to the presence of circumstances that could lead to incentive or pressure, or an exiting opportunity to commit fraud.  There are three main areas of fraud risk factors:

Management:  various factors, such as financial goals, a weak board of directors, high management and other staff turnover, no, or poorly conducted audit function etc could give rise to opportunity for fraud as internal controls, management style and financial reporting are all at risk.

Industry:  aspects such as the regulatory environment in which the company operates could affect the likelihood of fraud being possible.  Accounting policies, level of competition and financial regulations are a few industry characteristics that apply to fraud risk factors.

Operating and financial stability:  the way in which financial transactions are recorded, as well as the complexity of transactions, need to be examined, in conjunction with the financial stability of the company and the pressure on the business to make profit or raise capital.  Asset misappropriation could be a risk here and internal controls need to be identified. 

ii. What control mechanisms could be adopted against corruption?

The following controls could be implemented in order to try to prevent corruption:

· Ensure transparency during any procurement bidding process 
· A fair and reasonable amount of time should be allowed for bids to be submitted – if too short a time is allowed, this could indicate an attempt to prevent some vendors from submitting quotes
· The terms and conditions of bidding documents should not in any way restrict competition
· Allocate different vendor assignments to different employees on an ongoing basis (rotation)
· Quotations should be submitted to individuals other than those who requested the bids – this will prevent sharing any information in terms of lower quotes that might come in
· Suppliers should safely be able to report any attempted fraud to the customer
· Disclosure of gifts received, conflicts of interest etc should be a strongly enforced policy
· Allow auditors to examine spending trends and to question the purchase of unnecessary goods or the purchase of goods needed at inflated costs
· Excessive inventory write-offs should be questioned, as these might be to allow the purchase of further goods that are not needed
· The practice of using the same vendor for the bulk of orders placed should not be permitted
· Costs of materials should be analysed on a regular basis
· Purchases that seem out of the ordinary for the type of business activity should be examined
· If there is any suspicion of fraud, spending habits and lifestyles of buyers should be looked into
· Any staff member who is not in procurement should not be permitted to be involved in purchasing activities


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

Using analytical procedures in an audit provides benefits such as being cost-effective, time saving and assisting with being effective at identifying accounts that might contain misstatements or irregular transactions.

Time taken in determining areas of risk and the resultant audit strategy can be reduced using analytical methods.

Only reliable data is used, increasing the accuracy of final results.

Analytical procedures can be applied at all stages of the audit to examine the relationships between financial data and amounts processed. Any discrepancies between the company’s actual and expected performances, may indicate accounting errors and irregularities.  Reasonableness of amounts processed can also be determined.

Analytical procedures help the auditor to make comparisons such as 

· between historical and current data 
· the performance of the business against other business in the same industry
· financial performance and operational data (no of employees, size of premises) 
· different departments within the business
· budgeted amounts vs actual amounts - the lack of any inconsistency between budgeted and actual results could indicate no irregularities are to be found and detailed audit testing is not required as the overall performance is accurately reflected in the financial statements.

These comparisons provide the auditor with a better understanding of both the business as a whole and of the individual accounts.  Comparing historical and current data, and performance of other businesses in the same environment help to assess the company’s ability to continue to operate as a going concern. 

iv. What are the common rationalisations for a fraudster, which tempt him to commit fraud? 

Rationalization of fraudulent activities can stem from not only the psychology of the individual, but also from the culture within a company and relationships between employees and management.  Typical types of justification include the following:

· Belief that the company will not miss the stolen funds, as it is making money and doing well enough not to ‘’need’’ the money
· Any irregular entries can be easily reversed in the new month, so strictly speaking, no fraud has taken place
· The perception that senior management condones this sort of behaviour due to the relaxed attitude towards internal control policies and discipline
· Management is involved in irregular processing in order to meet financial targets – and they get away with it
· In order to be promoted, achieving organisational goals is a priority over the means by which these goals are attained i.e. methods do not necessarily have to be based on ethics
· Risk taking seems to be rewarded
· If no harm is being done if fraudulent activities are used to improve the overall standing of the company, then it is acceptable 
· The feeling that an increase in salary has been overlooked but that it is overdue and deserved
· Feeling underpaid for the effort put in and/or feeling insecure in a job allows one to feel justified in taking money from the business
· ‘’Borrowing’’ money from the company is okay, as it will be paid back

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

Context plays an important role in the evaluation of fraud risk factors, as understanding the industry and environment in which the business operates, the structure and culture of the business and the internal controls in place assist in knowing what sorts of financial data should be the norm and what sorts of risks could be prevalent.

Types of assets kept on site (cash, items of significant value that are easily movable), number of employees in decision making positions, relationships between employees, relationships between employees and suppliers or customers and financial goals of the business and management are all points to consider when evaluating the risk of fraud.

Insight into measures in place to prevent and lessen the risk of fraud is also needed. Mitigating factors such as audit committees, management committees, and segregation of duties will be more developed in larger companies than in smaller businesses, but more owner management in smaller businesses could replace the role and effect of these interventions.

By evaluating and understanding normal business functions and the industry and economic area in which a business trades, irregular accounting entries, abnormal financial ratios and inefficient management style can be easily identified. The relationships a business has with suppliers and customers, business partners, investors and any other relevant stakeholders are also important factors to evaluate.

Consideration of the fact that internal controls are not foolproof and can be overridden or circumvented by management should also be taken into account

Auditors need to be aware that evaluation of risk factors is an ongoing process and that each stage of the audit – planning and assessment; discussions/interviews with employees; audit tests - requires identifying possible risk areas and being alert to any financial misstatement

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

During the initial stage of the audit, risk assessment via preliminary analytic procedures can be put in place and an understanding of the business and the industry in which it operates can be obtained.  This insight assists in determining areas of risk within the business, which in turn helps the auditor to establish an audit strategy and programme i.e. nature, timing and extent of audit procedures.

Obtaining audit evidence and evaluating account balances via substantive analytic procedures can be more effective and efficient than traditional, manual audit testing methods.  These analytical procedures are used to identify misstatements and discrepancies in account balances.  Any discrepancies between budgeted and actual performance could lead to uncovering accounting errors or irregularities.

During the final analytic procedures an overall review of the financial statements is performed and a final analytical assessment as to whether or not the auditor’s findings are in line with his understanding of the business. Assessing financial performance in general and pre-empting any potential difficulties allows the auditor to assess if the company will continue to operate as a going concern.  
2. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss

In order for fraud to take place, one of the factors that needs to be present is opportunity. Without certain conditions that exist within a company, fraud would be less likely or possible; but if these conditions do exist and give rise to opportunity a person intending to commit fraud will use the opportunity.

Factors such as a control environment that is not effective, could allow employees to ignore or circumvent controls that are in place, or allow management to override these controls and perform irregular transactions.

If there is poor segregation of duties and if accounting staff is inefficient and if no systems are in place to ensure ethical accounting practices, staff could take advantage of this uncontrolled environment and find it easy to take part in criminal behaviour. 

If a business processes a large number of transactions on a regular basis, or processes entries that can be easily manipulated, opportunity for falsification of accounting records could be prevalent.

[bookmark: _GoBack]The nature of the business, the industry it operates in and its relationship with customers and suppliers could also create opportunity for fraud to take place. E.g. if staff managing procurement favours one supplier, or if an attempt to meet sales targets leads sales staff to perhaps commit bribery in order to win orders.  In addition to this, if the business is dominant in the market, inappropriate transactions might become the norm, as no consequence for this type of behaviour exists.

Lack of accountability and also of supervision, of general as well as management staff, leaves a gap in which opportunity can be taken to take part in fraudulent behaviour either undetected, or without fear of discovery and/or disciplinary action.

A further area of opportunity for both staff and management involves the nature of assets held.  If easily moveable, then misappropriation becomes a high risk and the easier it is to perhaps sell (demand), the more the risk of fraud being possible.

In essence, the more relaxed a business is about controls, supervision, disciplinary action, accounting processes (e.g. segregation of duties, reconciliations) etc, the easier it is for staff at all levels to identify areas of opportunity to commit fraud.


3. SAS 99 suggests that key sources for the identification of fraud risk factors are inquiries of Management,’ in this context which types of questions should an auditor ask the management?

As an overall view of information to be gathered, SAS 99 requires auditors to ask management questions that will determine their awareness and understanding of fraud. Answers given by management, will determine if the auditor needs to 'educate' management about fraud and the types of controls needed in order to prevent and detect fraud. 

In order to find out if management is aware of any fraud that has taken place, or of the possibility that opportunity might exist for this type of behaviour, the following questions should be asked:

· If any of the management staff is aware of any financial misstatement or asset misappropriation
· If any of the management staff is aware of any fraud or alleged fraud, regardless of value
· What management’s perception of materiality is (and how it might differ from that auditor’s definition)
· If accounting practices have changed and if there are any transactions that will significantly affect the financial statements
· If management is keeping up to date with accounting and financial reporting requirements
· If there were any systems implemented that could affect how accounting transactions are processed
· If they are aware of any financial or legal difficulties the company might be facing
· If any communication from ex-employees or any other party revealing fraudulent activities has been received by anyone in the management team
· If management is aware of the risks of fraud and if they understand the consequences if fraud is committed
· If they have identified any areas within the business in general, or specifically in the area of accounting that could create opportunity for fraud and if they understand the reasons the risk is present
· What the organisation’s policies and procedures are to deter conflicts of interest and criminal acts; have controls been put in place and how are they monitored
· If management has the resources to assess the effectiveness of controls that might be in place and if there is a policy in place for reporting any control inadequacies or irregular/fraudulent activity
· If departments or divisions within the business that are more susceptible to fraud have been identified, and if so, how are they being monitored
· If a report detailing the company’s control environment has been issued and made available to the audit committee (how internal controls deter fraud; any risk assessment processes that are in place; communication and information systems information; how monitoring is implemented)
· If anyone in management has been approached, or if management is aware of any other employee having been approached with requests to alter accounting transactions or enter fictitious transactions
· What the perspective is from management on morals and ethics in the business environment
· If the morals and ethics held by management are communicated to employees
· If management practices its views on morals and ethics


Case Study 

A man was on remand in prison having been charged with drug dealing. No drugs were ever found and the evidence against him was simply that he owned a number of properties but worked as a cleaner in a local factory. The implication was that the property purchases could only have been funded from the proceeds of
crime. The man denied this. A forensic expert was instructed to review the man’s financial affairs and explain how the man funded his lifestyle.

The expert made a detailed review of the man and his family’s financial affairs, starting at the time he bought his first property. The records explained the sources of all the funds used to buy the properties. It showed how the man had used equity created through the legitimate purchase and sale of other properties to create his
portfolio and support his family’s lifestyle. The court accepted this fraud investigation report in its entirety and the man was released from remand without charge.

i. What type of evidence do you think the expert would have gathered for his report?

The investigator would have gathered evidence of the financial affairs of the accused and of his family and used that to compare his financial situation with his lifestyle.  Evidence from interviews with friends, family and colleagues could also have been gathered to determine the man’s character and perhaps even types of behaviour he leans towards.

ii. Which documents could have helped the forensic expert in gathering evidence?

Documents such as bank statements, property purchase agreements – both when he bought properties and when he sold properties, would have been used to show evidence of funds into and out of his account/s.  The source of funds would have been able to be determined by examination of these documents; by tracing the value at which properties were bought vs the value at which they were sold, the use of equity to grow wealth could be followed and his lifestyle explained.




Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Michelle Cholwich
	Date
	08/02/2019




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




