[image: image1.jpg]Based on the reading of only the *Brief Description of Operations and Management obtained
during general information gathering” list all possible fraud risk factors included in that
section. Do not refer to, or base your answer, on the accompanying financial statemens and
related notes and management explanations. For each factor also indicate the probability of it
driving the management to commit fraud (The number of spaces given is not indicative of the
actual number of factors present in the case above).

1. There is high pressure for management to meet the requirements and expectations—High
Probability

2. Things such as promotions, compensations, and other rewards may be inconsistent with
expectations — Medium Probability

3, Duties may not be segregated and monitored in a satisfactory method. — High Probability

4, Management may not provide adequate oversight for employees overseeing assists. — Medium
Probability

5. Management themselves may not be monitored adequately — Medium Probability

6.

8.

9. Please classify the above recognized factors as either “pressures/incentives,” or
“opportunities,”, Please put the serial number of each driver under their respective headings




[image: image2.jpg]Pressures/Incentives

1. Excessive pressure on 4. Management has inadequate
managemneg! (o meet oversight of employees
requirements and expectations responsible for company assets

2. Pomotions, compensation, and | 5. Inadequate oversight of
other rewards that are not ‘management > for example
consistant with company ‘management may only have
expectations and requirements one person overseeing them

3. Segregation of duties is
inadequate





[image: image3.jpg]Please indicate any potential material misstatements noted during the reading of the
financial statements and brainstorming session. You may refer o the case information,
perform calculations, and make assumptions, if necessary. Feel free to refer to the case booklet at
any time while completing this task. Additionally, the calculations provided in the common sized
balance sheet, income statement and cash flow statements have been recalculated and are
accurate. (The number of spaces given is not indicative of the actual number of instances of
‘material misstatements).

‘How and where you believe the client’s financial statements might be susceptible to
material misstatement?

1. Other Operating Charges: Income Statement
‘There is a fluctuation in accounts through the years: $185 € $85 € $480. There is a no
explanation given there needs to be more information.

2. Equity Income — net: Income Statement
‘There is a significant change in this account over the years: $102 ¢ $680 & $621. There
is ano explanation given there needs to be more information.

3. Cash and Cash Equivalents: Balance Sheet
‘There s a large difference between the account amounts from $2440 € $4701. There is a
1o explanation given there needs to be more information.

4. Other Intangible Assets: Balance Sheet
There is a large difference between the account amounts 1667 & $826. There is a no
explanation given there needs to be more information.

5. Net Charges (0 Costs and Expenses: Trade Accounts Receivable
‘The changes in account amounts is concerning: $2 € $17 €528, There is a no
explanation given there needs to be more information.

6. Interest Costs: Trade Accounts Receivable
$115 million is not thoroughly explained.

7. Matrities of Long Term Debt

Year Maturities of
Long-Term Deb (in millions)
2007 $33

2008 $175

2009 $436

2010 $54

2011 $522

“There are large changes in amounts over the years. More explanation is needed as to0
why.





[image: image4.jpg]8. Accrued Streamlining Costs: Accounts Payables and Accruals
‘There s a significant change in account amounts from $47 € $18. There is ano
‘explanation given there needs to be more information.

9. Lawsuit: Accounts Payables and Accruals
$165 million is set aside for this. The company believes that they will win the case but
there i evidence that they have lost similar cases. There should be more explanation as to
why they believe they will win.

10, Acquisitions and Investments, Principally Trademarks and Bottling Companies:
Investing Activities

‘There is a large change in account amounts from ($901) & ($63) € (5267). There is a no

explanation given there needs to be more information.

T1. Proceeds from Disposals of Other Investments: Investing Activities
“There is a fluctuation in account amount $647 ¢ $33 € S161. There needs to be more
explanations

12, Issuances of Debt: Financing Activities
Fluctations in account amounts of $617 € $178 € $303

13, Praceeds from Disposals of Property, Plant and Equipment: Statement of Cash
Flows: Investing Activities

‘There is a large fluctuation in account amounts from $112 € $88 € $341. There is a no

explanation given there needs to be more information.

14, Gains on Sales of Assets, Including Botling Interests: Statement of Cash Flows:
Operating Activities

There is a large fluctuation in account amounts ($303) € ($9)€- (520, There needs to be

‘more explanation for the changes, even though there was fires and donations this is not

thoroughly explained.





