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Introduction to Forensic Accounting 
Assessment 3

Question 1

I. Fraud risk factors are linked to the Fraud Triangle (incentive/pressure, rationalisation and attitude and opportunity) and are generally present for fraud to occur.  The three main categories of fraud risk factors related to financial reporting (PCAOB 2019a) are;

· Management Characteristics – relate to management’s abilities, style and attitude, the company’s internal controls, and the financial reporting process.  For example; the management’s motivation to carry out financial reporting fraud, their increased involvement in setting accounting principles and financial estimates, strained relationship between external auditors and senior management, a history of violations, high turnover of senior management or board member, etc.  

· Industry Characteristics – are the economic and regulatory aspects of the environment in which the business operates.  They include new requirements that can impair the financial stability, increased competition or market saturation, declining industry and the adoption of more aggressive accounting policies by the company in order to keep up with the industry.

· Operating Characteristics and financial stability – this includes the nature and complexity of the business, its transactions and the financial condition and profitability of the business.  These include but not limited, vulnerability to changes in interest rates, poor financial position and inability to generate cash flow operations, etc. 


The two categories of fraud risk factors relating to asset misappropriation are;

· Susceptibility of assets to misappropriation – is the extent to which a business’s assets are at risk of theft or becoming the target of fraud.  For example; inventory characteristics (size, value, and demand), easily convertible assets (diamonds, computer chips, etc.), large amounts of cash and the characteristics of fixed assets (size, marketability etc.). 

· Adequacy of controls – the lack of controls in place to detect and prevent fraudulent schemes and misappropriation of assets.  For example; lack of management oversight, segregation of duties or independent checks, physical safeguards, etc. 
	

II. The internal control mechanisms that can be adopted to deter against corruption are;

· Having a transparent bidding process in place for procurement
· Rotation of employees 
· Process for submitting bids to named individuals (other than those requesting the bid) in order to prevent collusion between fraudsters and their partners. 
· Establishing a complaint process to enable vendors to complain should they be approached by someone seeking to bribe them.
· Enforcing a strong policy on the total disclosure of conflicts of interest, receipt of gifts, etc.
· Robust checks on expenditure trends and analysis of any discrepancies to see whether businesses are purchasing unneeded items, or the purchase of necessary items at increased prices.  

  

Question 2

Analytic procedures are used throughout the audit process for three primary purposes (ACCA, 2019a), these are;

· Preliminary analytic review which are performed to help provide an insight into the company, its environment and to point out high-risk areas in order that the nature, timing and extent of audit procedures might be determined accordingly.

· Substantive analytic procedures are used in the evaluation of account balances and in obtaining audit evidence.

· Final analytic review is a final assessment of financial statements and to assess whether audit conclusions are consistent.

Analytical procedures during an audit are important as described above, but they have added benefits, they can assess the company’s ability to remain a going concern, and they can indicate errors in financial statements and they show the implications for detailed audit testing and procedures.  These procedures can also draw the following comparisons;

· Current company data versus historical data 
· Actual company data versus budgeted amounts and forecasts
· [bookmark: _GoBack]Financial data of the company versus the industry’s data / data from a comparable company
· Company financial data versus its operational data i.e. production levels, the number of employees, area in square feet, etc.
· Data regarding one segment of the company versus those from another segment
· Actual data of the company versus expected results determined by the auditor.
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