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[bookmark: _GoBack]1. Give Short Answers for the following questions

i. Explain the Term ‘Fraud Risk Factors’

Fraud Risk factors are conditions or events that will indicate an incentive or pressure to commit fraud or provide the opportunity to commit fraud. The fraud triangle states that ‘pressure’, ‘opportunity’ and ‘rationalisation’ must be present to enable fraud to be committed. According to the SAS 99 the three main categories of Fraud Risk Factors are ‘Management Characteristics’, ‘industry characteristics’, and ‘operating characteristics’.

ii. What control mechanisms could be adopted against corruption?
In order to reduce the risk or fraud within a company there are a number mechanisms that could be put in place, some of which are:
· Uses a system of check and balances to ensure no one person has control over all parts of finances and accounts
· Reconcile business bank accounts every month
· Restrict the use of business credit cards and verify all charges made to credit cards or accounts to ensure they were business related.
· Provide board or directors oversight of business operations and management
· Limit access to petty cash funds
· Ensure any proven cases of fraud within the company are taken serious so management and employees know it is taken seriously.
· 

iii. Outline the main benefits of using analytical procedures in an audit process.
The benefits of analytical testing during the audit process include;
· Assessing the company’s ability to remain a going concern: assessing the general financial performance, performance relative to competitors, any future problems it may face.
· Indicating errors in financial statements: if discrepancies actual and expected performances, this may indicate accounting errors or irregularities.
· Implications for detailed audit testing and procedures: If no irregularities are revealed through analytical procedures, this may mean there is no need for more detailed testing as actual and expected performances are fairly reflected. If irregularities are revealed however this may indicate that further detailed testing is needed.


iv. What are the common rationalisations for fraudster, which could tempt him to commit fraud?
Some common rationales for commit fraud include but is not limited to:
· The company will make more money the next quarter and no-one will notice the missing money.
· This month’s fictitious accounting entry can be reversed by a counter entry next month; therefore it is not exactly fraud. The company will not incur a loss.
· Management does not take supervision of internal controls and discipline seriously
· Management itself is involved in dubious transactions in order to and maintains aggressive accounting policies
· The people who have been rewarded with promotions have disregarded the means of achieving objectives and have focused only on attainment of organisational goals.
· Risk taking is more rewarding than playing it safe
· If a little fraud helps the overall position of the company without doing any material harm, then it is justified.
· The company overlooked my hard work and promoted someone else, so I deserve this.
· The company does not pay me enough and may fire me soon, so my fraud may make up for the benefits that the company is eliminating.

v. Outline the important points to be considered when evaluating fraud risk factors.
When evaluating fraud risk factors it is important to have a thorough understanding of the context such as the environment in which the business operates, the business entity’s structure and culture and its internal controls. A small business for example is likely to have less sophisticated o trolls than a larger company due to less segregation of accounting etc. It is also important to have an understanding of the presence and effectiveness of mitigating factors that reduce the risk of fraud.

vi. Analytical procedures are used throughout the audit process for the three primary purposes. What are they?
The three purposes of using analytically procedures are; Primary, Functional and Concluding.
· Preliminary analytical procedures help provide an insight into the company and point out high-risk areas in order that 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 and in obtaining audit evidence.
· Final analytic procedures carry out a final assessment of financial statements and assess whether audit conclusions are correct or not


1. ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss
One of the three components that make up the fraud triangle is ‘Opportunity’. For a fraudster to commit fraud there has to be an opportunity and the belief that fraud could be committed without being caught and/or punished. People inclined to commit fraud still need an opportunity and even people who aren’t likely to commit fraud could be tempted to commit fraud under the right circumstances if opportunity is there. Factors such as the size of the business, number and types of transactions, the kinds of balances and accounts may be vulnerable to manipulation or fraud. Some of the risk factors that can provide the circumstances for an individual to have the opportunity to commit fraud include:
· The nature of the industry and the business, the kind of business transactions, and the manner in which records and accounts are maintained.
· The way in which the business interacts with its customers and suppliers, and its position in the market. For example, if a business dictates its terms and dominates the market, it may be prone to inappropriate transactions.
· The extent of deliberation and judgement that goes into determining income and expenditure levels and the valuation of assets and liabilities.
· The level of supervision of senior management by independent entities, such as external audit teams, supervisory boards and non-executive directors.
· The stability of the organisation and the complexity of its structure.
· The organisation’s control environment, I.e its effective internal controls, effective accounting systems, information technology and efficient accounting personnel.

The extent of managements role in internal control systems and their ability to bypass control can also determine the fraud opportunities. Weak internal controls intended to protect assets, such as lack of supervision, poor employee screening, weak accounting and physical controls, infrequent reconciliations and lack of segregation of duties all contribute to creating a high risk of misappropriation of assets.

1. SAS 99 suggest key sources for the identification of Fraud Risk factors are inquiries of management, in this context which type of questions should you ask the management?
During an investigation SAS 99 (Statement on Auditing Standards) states that carrying out inquiries into management and others along with analytical procedures, evaluation of fraud risk and information-gathering lead to the identification of fraud risk factors.

‘Management and others’ include executive management, internal audit team, audit committee, and those inside the organisation who are directly involved with operational duties. Some of the most important questions might ask during the course of an inquiry are:
· Is the management aware of any alleged, suspected or perpetrated financial misstatements or asset misappropriation that might have resulted in material misstatement in the organisation’s financial statements?
· Is the management aware of any perpetrated or alleged fraud regardless or 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 organisation 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 have the management put in place to mitigate the risk of specific fraud or deter fraud in general? How are these programmes monitored and supervised?
· What are the managements views on ethics and business morals and how are these views communicated to employees?
· Is the managements 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 information entries?


Case Study

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

For this investigation into the financial affairs of the man accused of potentially funding his property purchases through illegal means the investigator would have wanted to view all records of income to adjudge if the balance (income compared to expenses) would allow the man to have purchased the first & then following properties. The official mortgage/house purchasing documents would also be required to get accurate figures for the purchase.

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

The documents which would have helped would be all correspondence with the mortgage lenders & bank so full details on the purchases. To then assess the affordability & income the investigator would want to see documents such as payslips from any employments, loans, credit cards, overdrafts, inheritance and any other legitimate methods of income along with complete bank records.
This should enable the investigator to come to a conclusion as to whether the man could have legitimately saved enough money to have made the first purchase & from there the properties after this.
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