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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. 
	1i.   Explain the term ‘fraud risk factors.’

The term fraud risk factors consider factors such as management characteristics, industry characteristics, operating characteristics and financial stability, susceptibility of assets to misappropriation and adequacy of controls which makes it more likely that fraud is occurring in the organization or there is a higher chance of it occurring in the organization. Fraud risk factors also provide an indication of the incentive, pressure and opportunity to commit fraud.

1ii What control mechanisms could be adopted against corruption?

Control mechanisms that could be adopted against corruption include the following:
· Transparency and integrity in the bidding process involved in asset procurement.
· Frequent rotation of employees through different vendor assignments.
· Using private fax machines and requiring the bids to be submitted to named individuals other than those soliciting the bids in order to prevent fraudsters informing their partners about lower bidding competitors.
· Establishing a hotline 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.
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· Corrupt schemes usually result in victim companies having to overpay for goods and services. Auditors might examine expenditure trends and analyze reasons for the increase in a declining trend, the purchase of unneeded items, or the purchase of necessary items at increased prices. Trending the company’s assets may reveal the purchase of unnecessary assets and inventory. For example, the discovery of excess inventory write-offs may indicate an attempt to make space for more purchases.

1iii. Outline the main benefits of using analytical procedures in an audit process.
According to Sensiba San Filipo LLP (2018), ‘Analytical procedures can make audits more efficient and effective. First, they can help during the planning and review stages of the audit. But analytics can have an even bigger impact when used to supplement substantive testing during fieldwork.’ 

Benefits of using analytical procedures during an audit process include:
· Assessing the company’s ability to remain a going concern.
· Indicating errors in financial statements.
· Implications for detailed audit testing and procedures.
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1iv. What are the common rationalizations for a fraudster, which tempt him to commit fraud?

“Rationalization... enables people to maintain their code of ethics and avoid guilt or self-condemnation.” (Alan Morantz 2011).

Common rationalizations which tempt a fraudster to commit fraud include but not limited to the below:
· The company will make more money in the next financial quarter and no one will ever 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.
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· The people who have been rewarded with promotions have disregarded the means of achieving objectives and have focused only on the attainment of organizational 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.


1v. Outline the important points to be considered when evaluating fraud risk factors.

Important points for evaluating fraud risk factors are:
· 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 behavior 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?
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· 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?

1vi. Analytical procedures are used throughout the audit process for three primary purposes. What are they?
 
Three primary purposes are listed below for the use of analytical procedures.

a. Preliminary Analytic Procedures - Procedures which help in providing 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.

b. Substantive Analytic Procedures - Procedures used in the evaluation of account balances and in obtaining audit evidence.

c. Final Analytic Procedures - Procedures which carry out a final assessment of financial statements and assess whether audit conclusions are correct or not.


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


Management may elect to use its governing authority as a perfect opportunity to override existing internal controls even if those controls have proven to be effective in order to manipulate accounting/financial records and commit fraud. This single act of management bypassing existing internal controls to commit fraud is termed as ‘Management Override’ according to ISA 24015 on fraud. The stability of the organization and the complexity of its structure create opportunities for management or other staff to commit fraud. Organizations with less stability are more prone to fraud. Also, the complexity of the organizational structure may pose a serious challenge by creating
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 bottlenecks as to how activities are monitored in the organization. In this way, when activities are left untended the ultimate result is the occurrence of fraudulent activities in the organization. Another factor that usually occasion the opportunities for management and other staff to commit fraud is the nature of the industry, kind of transactions and the form and manner in which records and accounts are maintained. Poor record keeping is a precursor to fraud most especially when the books of accounts are not properly maintained, and the resultant balances unrealistic and unreliable. Another causative element to the opportunities for fraud to occur is the absence of adequate supervision. Evidence abound that in organizations where there exists poor supervision, staff will take advantage of every passing opportunity to personally benefit themselves at the vast expense of the organization. Segregation of duties and the absence thereof is a strong recipe for the occurrence of fraudulent activities. In organizations where the roles and functions of staff are not well defined, and one person is tasked with doing the job of two (2) or more persons, the propensity to commit undetected fraud is reasonable high. For illustrative purposes, imagine a staff being entrusted with the task of receiving cash and at the same time clothed with the responsibility of depositing said cash.  It goes without saying that the opportunities created as a result of the lack of segregation of duties will greatly increase the chances of this staff to commit undetected fraud for a long period of time.  

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 management the following questions:

· 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?
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· 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 behavior 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

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

The type of evidence the expert would have gathered for his report could be based upon substantive techniques, analytical procedures, CAAT and interviews. As this case borders on suspicions surrounding the acquisition of properties with no supporting matching income, the expert would have considered in his evidence gathering the following:
a. Asset Classification- procedure to determine which asset(s) the man had prior to becoming a cleaner with the factory, the methodology employed by him in acquiring the asset and the current value of asset.
b. Asset Valuation-analytical procedure to establish the current value as of acquisition, beneficiary if any to the asset and the ownership.
c. Life Style Analysis- Carrying out substantive investigation into the man’s projected future active earnings from employment, passive earnings from investments including projected investment appreciation of the asset.
Richard Toker Kpangbai Jr.
25752
Assessment # 4
PAGE 7

d. Credibility and Admissibility-Gathering through interviews with the man and other witnesses that evidence provided by the man on property acquisition is credible, reliable and can be admitted into evidence.
e.  Dissipation and Fraudulent Conveyance- Gathering reasonable assurance through detailed analytical procedures that all property acquisitions made by the man were conducted legitimately with adequate consideration and devoid of any form of fraudulent conveyances.

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

Documents that could helped the expert in gathering evidence 
a. Tax Returns
b. Personal financial statements
c. Loan applications with commercial banks
d. Bank & Credit card Statements
e. Police records 
f. Sworn affidavits from sellers of these properties
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