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Question 1
a) Explain the key issue the article raises about the effectiveness of audits. 
The article raises the issue of negligence, the big four firms have given big multinational firms a clean audit although they have clearly breached and have fraud in their reports. Certainly, the media is not highlighting these, not because they are of least importance, it has just become part of the “routine”. In order for the big four firms to remain in the market, they have traded off legal requirements for audits, and emphasised on their clients. 
b) Explain what the article suggests as a solution.  
The solution provided by Joshua Ronen, states “financial statements insurance”, the firms would buy coverage to protect the shareholders against losses from accounting errors, and the insurers would hire auditors to assess the odds. This proposal balances the value of both the auditors and shareholders. The insurer would offer bonus for identifying fraud. The middle-man between the audit firm and the company being audited, helps in avoiding the trade-offs. Each party would achieve its objective successfully. However, so far no insurer has offered such a coverage. 
c) Do you think the COSO framework could be a solution? Why or why not? Justify your answer. 
The COSO framework is said to be an “effective internal control system”. It comprises of five components. 
1. Control environment 
· Commitment to competence 
· Board of Directors and Audit Committee
· Organisational structure 
· Human Resources Policies and Procedures
2. Risk assessment 
· Company-wide objectives 
· Process level objectives 
· Risk identification and Analysis
· Managing Change 
3. Control activities 
· Policies and procedures 
· Security 
· Application change management 
· Business Continuity/ Backups 
· Outsourcing
4. Information and Communication 
· Effectiveness of communication 
· Quality of information 
5. Monitoring 
· Ongoing monitoring
· Separate Evaluations 
· Reporting Deficiencies
The COSO framework is ineffective because it does not seek to identify the impact the external environment has on the business. It focuses mainly on the internal factors such as internal systems and culture. It insulates itself from external stakeholder opinion as this framework does not give room for external stakeholders to voice their objectives. Most of the risks are caused due to the mismatch between stakeholders’ and their contradicting objectives. It works theoretically, when put in practice, although the companies are able to identify the risks, in most cases over-estimate the risks. Therefore, they are not able to cope with individual risks that arise in the day to day operations of the business. Organizations are not able to realistically model the effectiveness of their control. 

Question 2
One of the categories of control procedures in Separation (or segregation) of Duties. Explain how a company could be the victim of fraud (even if ideal segregation of duties is enforced) AND recommend one way to control for that situation. 
Separation of duties is the concept of having more than one person to complete a task. By sharing of more than one individual in one single task it is expected that it would prevent fraud and error. However, companies still fall into fraud despite of implementing various internal control. It is likely that once the organisation implements the control it does not enforce it or monitor it on a regular basis. The internal control is poorly designed meaning they do not have a proper structure that needs to be followed, having two people to complete the task is vague. Regardless of the number of internal control systems, if the system is circumvented by dishonest employees, they will find ways to victimise the company with fraud. A solution to this could be that the organisation implements the segregation of duties and implements it, reviews it every month and rosters employees on a rolling system. Where each employee does not remain in the same role for more than a month, this doesn’t leave room for employees to break the control system. 
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