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1.i – Explain the term ‘fraud risk factors.’
Fraud risk factors refer to events or conditions which when present increases the probability of a fraud occurring.  According to the Statement on Auditing Standards (SAS), there are three main categories of risk factors, as follows;
1. Management characteristics – This refers to management involvement in setting and subsequently circumventing internal controls.
2. Industry characteristics – This refers to the economic and legal factors that affect the entire industry at large. 
3. Operating characteristics and financial stability – This refers to the organizational culture and the complexity of its financial reporting systems.
1.ii – What control mechanisms could be adopted against corruption?
Corruption refers to the display of dishonest or unethical behavior by an individual usually entrusted with significant power and decision-making for their own advantage. It is difficult to detect corruption and therefore internal controls are usually focused on deterrence. Some examples are as follows;
· Establishing a whistle-blowing system so that individuals can report any tip-offs anonymously thereby preserving their identity.
· Having a robust corporate code of ethics which must be signed-off by each staff member.
· Rotating of staff in portfolios that are deemed more easily corruptible.
1.iii – Outline the main benefits of using analytic procedures in an audit process.
Analytical procedures are intended to assist an auditor with understanding the client's business, and also with determining potential risk areas prior to finalizing their audit procedures. Four main benefits of using such procedures are as follows;
· They help provide a deeper understanding of the client’s business thereby assisting the auditor in defining his work procedures based on areas considered to be of high risk.
· They form part of the audit work papers and can be used as evidence of proper testing and due diligence.
· They highlight potential errors based on variances detected from information presented by management.
· They help determine the appropriate sample size for substantive testing based on the number of discrepancies discovered from the outset. 
1.iv – What are the common rationalizations for a fraudster, which tempt him to commit fraud?
Fraudsters often need to create a proper reason to justify their actions. This puts them in a place of solace where they feel as if their actions are warranted, and even legal. Some common rationalizations are as follows;
· I am under paid. This is due to me.
· Everybody does it.
· Management does not care about me, or my efforts.
· My targets are much too high. Everyone knows that they are not attainable within the current rules.
· My job is under threat. I should take what I can before I am released.
· I have been unfairly overlooked for a promotion. This is due to me.
· I work harder than most. I deserve something extra.

1.v – Outline the important points to be considered when evaluating fraud risk factors.
Fraud risk factors are often assessed/ evaluated in alignment with the three components of Cressey’s fraud triangle, as follows;
· Incentive and pressure – It is important to evaluate the incentives and pressures in play within an organization for e.g., pressure to meet high targets or pressure to pay debts etc. 
· Rationalization and attitude – This emanates directly from two factors, firstly the organizational culture, and secondly the mental and behavioral characteristics of individuals working for the company. The risk factors for this category are not tangible and therefore it is very difficult to quantify. 
· Opportunity – If the internal control systems are weak or non-existent, then individuals are provided with easy opportunities to commit fraud.
1.vi – Analytic procedures are used throughout the audit process for three primary purposes. What are they?
The three primary purposes for using analytic procedures throughout an audit are as follows;
1. Preliminary (planning of the Audit) – At this stage these procedures are used to improve the auditor’s knowledge of the client thereby enabling them to identify certain audit risks.
2. Substantive – The degree to which substantive test are used at this stage depends on the level of assurance required in realizing a specific audit objective.
3. Final (review of the audit results) – Analytic procedures at this stage assists the auditor in evaluating conclusions made regarding certain general ledger balances and in assessing the overall presentation of the financial statements. 
2. – ‘Circumstances may exist that create opportunities for management or other staff to commit fraud’. Discuss

People’s behaviors and actions are driven by different factors inclusive of their particular circumstances. There are indeed numerous circumstances that can help create opportunities to commit fraud, as follows;
1. A weak internal control environment – This would lead to few functional preventive or detective controls which makes it easier to perpetrate fraud, and also to not be caught. Individuals within the system who are aware of the lack of appropriate controls may use the opportunity to take advantage of such a situation.
2. A poor organizational culture with weak corporate values and ethics increases the opportunity for fraud to take place as individuals follow the pattern that exists within the organization.
3. Personal pressure to pay debts. This can lead to committing fraud to gain funds rather than losing a home or vehicle etc.
4. Unrealistic targets – This may lead to fraud taking place, especially if performance bonuses and other forms of compensation are tied to the realization of set targets. Results are likely to be skewed or fabricated in such an environment.
5. A feeling of being overlooked or taken for granted – Individuals may feel as though they have been unfairly bypassed for promotions or increases in compensation which may lead them to commit fraud with the rationalization that they are only taking what is due to them, or what is “fair”.
6. Senior Management may possess the ability to override controls. This circumstance may lead them to abuse the privilege for personal gain.
7. Smaller institutions usually have lesser controls as there is less staff for supervision, and individuals also usually have to complete tasks that ideally should be segregated. This circumstance may lead to breaches taking place as it is easier to conceal one’s actions without having to collude with someone else.
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?
According to SAS 99, the auditors are required to request from management information on any frauds perpetrated during the financial year, as well as their view on the internal control environment as it relates to the identification of fraud.
Some key questions that can be asked by the auditors during this exercise are as follows;
• Are you aware of any purported, suspected or actual cases of fraud within the organization?
• Are you satisfied with the internal controls designed to identify and deter fraudulent activity?
• What areas of the business do you believe are exposed to the highest fraud risk exposure?
• Is there a defined whistle-blower system to facilitate tip-offs? Is it effective?
• Define your organization’s culture, and value systems?
• Is there an existing corporate code of ethics? Is it adhered to?
• Is there a functional Audit Oversight Committee? What is their role and function?
Case study
i. What type of evidence do you think the expert would have gathered for his report?
There are three primary types of evidence, namely;
1. Demonstrative
2. Testimonial
3. Physical
While conducting his/her investigation the forensic expert would primarily have collated various forms of demonstrative evidence in the form of documents that would prove purchase and sales of various properties over time, as well as photographs and videos of properties owned or sold by the defendant. Additionally he/she would provide details of their own analyses using the information gathered.
He/ she would also have pulled together some testimonial evidence via statements from the defendant about the sources of his income, as well as from other individuals who would have engaged in business transactions with him concerning the purchase or sale of his properties.
[bookmark: _GoBack]Very little physical evidence would have been gathered as the properties would be best depicted via photographs and videos, however if cash proceeds are available from the sale of various properties, that would be a form of physical evidence.
ii. Which documents could have helped the forensic expert in gathering evidence?
Concerning the case study, the forensic expert would have gathered numerous pieces of documentary evidence which would have subsequently proven the defendant’s innocence, as follows;
· A chronological listing of the dates of the purchases and sales of each of the defendant’s properties as extracted from official documents.
· Copies of all official mortgage agreements in the name of the defendant
· Copies of all official purchase agreements for real estate purchased by the defendant
· Copies of all official sales agreements for properties sold by the defendant
· Any receipts and invoices for properties bought or sold by the defendant.
· An analysis of all monies received for properties sold compared to monies paid for properties bought by the defendant
· Signed statements from purchasers of the defendants properties
· Copies of the defendants tax returns
· Copies of the defendants bank statements, with appropriate reconciliations
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