1. Give short answers for the following questions: (12) 

i. Explain the term ‘fraud risk factors.’ 

A fraud risk factor is made up of management risks, industry characteristic risks and operating characteristics. This can be summed up by having either management who are intent on corrupt practices or who are too lazy to watch staff, also the stringency of the company in its practices for preventing fraud and it's financial position and complexity of operations.

ii. What control mechanisms could be adopted against corruption? 

Frequently rotate employees around operations
Use private fax machines through various channels 
Establish a complaint line for use against bribery
Enforce a policy on disclosure of a conflict of interest


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

They help to provide an insight into the company and easily point out high risk areas. They can then help evaluate account balances and obtain evidence. They finally can be used to verify that your findings are correct or not after an audit.

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

That the bosses do it anyway so why not them.
That they are underpaid and undervalued.
That no one will notice a bit missing.
That the company makes enough that it doesn't matter.

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

You must consider the environment in which the company operates, the businesses structure and culture as well as its internal controls. You should also identify the policies and procedures that are in place to limit the risk of fraud.

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

This question was already covered in part 1. iii but the extra reasons that analytic procedures are used are for assessing the company's ability to continue as a going concern, highlighting company irregularities in their accounting and finally it could show that all the auditing process would not be worthwhile as the accounts appear to match with all estimates and expectations.





2. Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss (5)
There could be several factors which allow for an environment of corruption or opportunistic fraud. If the management are lazy the employees will feel more relaxed in their ability to garner some extra funds, this may start with simple things like printing personal things from company computers and then lead on to more extreme issues. If the directors don't have in place mitigating factors such as regular spot checks and external auditors this can lead to greater opportunity for the staff to commit fraud or embezzlement. 
If a company have people who can self-certify, they then create motivation and opportunity as well as the ability to commit fraud without fear of repercussions. This can then encourage people who may otherwise have not been inclined to criminal ways, to commit fraud or similar. 
Alternatively, if there are certain pressures put on staff and management to hit targets and maintain certain levels of income, this can then put greater pressure on them to change numbers or to go out with the law to keep their jobs.


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 should an auditor ask the management (5)


Is the management aware of any alleged, suspected or perpetrated financial misstatement or asset misappropriation that might have resulted in material misstatement in the organization’s financial statements?
Is the management aware of any perpetrated or alleged fraud regardless of materiality?
Did the management receive any letters or other communications by ex-employees, analysts, etc, alleging fraudulent activity?
What are the risks of fraud in the organization according to the management?
What specific areas, transactions or accounts has the management pointed out as being vulnerable to fraud and what are the reasons behind this fraud risk?
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?
What are the management’s views on ethics and business morals and how are these views communicated to employees?
Is the management’s behaviour consistent with these views?
How are the company’s operating locations and other business segments monitored? Are there certain segments that are more prone to fraud?
Did the audit committee or any other authority receive a report from the management regarding the entity’s control environment? This report would include information on how the company’s internal controls deter fraud, risk assessment procedures, communication and information systems and monitoring activities.
Has there been any request to the management or anyone else in the company to alter or withhold information, and to make fictitious transactions or accounting entries?
 Case Study    (8) 
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 many 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? 
ii. Which documents could have helped the forensic expert in gathering evidence?

Receipts for property purchased
Housing prices at the time of purchase for each property 
Housing prices at the time of sale for each property
Receipts for all monies spent on items for renovation of houses
Bank statements
Income tax statements
Copies of signed contracts 
Transaction records stored in his computer 
Sales journals and registers, which have recorded dates of the transactions 
Purchase order dates. If the purchase order was dated after the period end, it would be hard to explain the falsified dates on invoices and delivery documents 
Dated correspondence concerning negotiations and the actual transaction
Emails and texts from his phone
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