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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. 
	Q1
Explain the term ‘fraud risk factors.’ 
Fraud Risk factors are the three risks based on Management, Industry and Operating characteristics. It relates to the how management attitude to fraud controls, if they are open to proper reporting and control processes. It also relates to the type of industry the business is in, is it heavily regulated or is in a ‘cut-throat’ industry. Finally it is about how the nature of the business and how it operates such as what jurisdiction it is in and if the business is full of complexity. 

What control mechanisms could be adopted against corruption? 
Control mechanisms to prevent corruption are based on deterrence. It is a way to ensure staff can’t place their self-interest ahead of the business’s interest (Breon, 2013, p. 205). 
Some example of control mechanisms are;
Rotating staff in sensitive areas such as vendor assignments
Creating a hotline where attempts at bribery can be reported
Having a transparent bidding process for asset procurement. 
Having and enforcing a disclosure policy on conflicts of interest, receipt of gifts etc. 
Have bids submitted to someone other than the person who has solicited bids.

Outline the main benefits of using analytic procedures in an audit process. 
The main benefits of using analytical procedures in an audit process are that they help identify the health of a business, the accuracy of their records and their business practices.   The auditor uses analytical procedures to compare the actual date presented with the data that they expect from a business (McLaughlin, 2017).

What are the common rationalisations for a fraudster, which tempt him to commit fraud? 
The common rationalisations of a fraudster fall under 6 major headings:
denying responsibility – eg Someone told me to do this
denying an injury  -  e.g. I was only borrowing the money.
denying a victim – eg The company I work for is unethical and they do worse thinks to other people. 
condemning the condemners -  EG doubting the veracity of the auditors claims. 
appealing to higher loyalties -  Such as ties to family, e.g. I needed to steal to feed my family.
claiming entitlement – believing that they are deserving of the proceeds of fraud e.g. I have done so much unpaid work for this company (Fox, 2017)
A proactive approach to reduce these rationalisations is for the company to be very clear about the audit process. 

Outline the important points to be considered when evaluating fraud risk factors 
Points that need to be considered when evaluating risk factors are:
The business context - business size, structure and culture and internal controls. 
The presence of mitigating factors - such as internal auditing processes, a strong ethical framework and fair remuneration. 
Analytic procedures are used throughout the audit process for three primary purposes.
What are they? 
The three analytical procedures for the analytical process are;
Preliminary analytical process
Substantive analytical process 
Final analytical process. 

2 ‘Circumstances may exist that create opportunities for management or other staff to commit
fraud’. Discuss

There are multiple circumstances that create opportunities for staff and management to commit fraud.  These circumstances could be: 
• Looming bankruptcy.
• Strong performance goals.
• Pressure on the company to retain its stock exchange listing and debt rating.
• Company having large debts it can’t service or an upcoming merger where it needs books to look good. 
• The financial problems of the staff member or management.  
• Staff unhappiness, resentment or disloyalty. 
It is important that management try to reduce the opportunity or risk taking behaviour of those that might commit fraud. When upper management create effective risk management and reports this will result in stronger controls and understanding of the business risk appetite for the lower level employees (Breon, 2013, p. 205).

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?

The auditor should ask questions from the management that relate to the business operation and the fraud and risk controls that are present. These can be a Yes/No questions checking that they actual rick controls are followed. This will give the financial auditor a basis to confirm the details of their investigation, identify were the process has fallen over or identify culpability. This helps identify people who may be telling lies to the auditors (Hall, 2001). 

CASE STUDY

What type of evidence do you think the expert would have gathered for his report?
The expert would have gathered evidence that would show the true financial position of the person that could be compared to decaled income and assets. The expert may have used an interview by the person to establish how he declared his financial position and compared that to all official reports. A further important factor is to view the standard of living the person enjoys and how that relates to his genuine income.  
ii. Which documents could have helped the forensic expert in gathering evidence?
Documents that could have helped the expert are financial records such as bank records, mortgage records and tax records.  Further documents that could be gathered are land title records and employment records. The banking details of close associates would also assist the expert ensure that assets had not been placed in the any other person’s name. 
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