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AGA Examination 3: Governmental Financial Management and Control

(GFMC) 2 5& GFMC R B & (Q11-Q16):

HE#11
Forensic accounting includes performance of all of the following tasks EXCEPT

¢ A auditing accounting records to prove or disprove fraud.
¢ B. interviewing all related parties to fraud.

e (. preventing fraud.

e D. serving as an expert witness.

IEf#: C

TR

What Is Forensic Accounting?

* Forensic accountinginvolves investigating financial records to detect fraud, gather evidence, and support legal proceedings. It
focuses on identifying and responding to fraud rather than proactively preventing it.

Tasks Performed in Forensic Accounting:

* Auditing accounting records (Option A):Forensic accountants review records to uncover irregularities or fraud.

* Interviewing related parties (Option C):They conduct interviews to gather information and evidence.

* Serving as an expert witness (Option D):Forensic accountants often testify in court to explain their findings.

Why Prevention Is Not Part of Forensic Accounting;

* Preventing fraud is typically the responsibility ofinternal controls, management, and auditors, not forensic accountants. Forensic
accounting is reactive, addressing fraud that has already occurred.

References and Documents:

* GAO Forensic Auditing Standards:Highlights the role of forensic accounting in nvestigating, not preventing, fraud.

* AICPA Forensic and Valuation Services Practice Aid:Focuses on investigative and litigation support tasks performed by forensic
accountants.
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HF #12
A state transfers cagh to a broker and the broker transfers securities to the state, promising to repay the cash plus interest in

exchange for the return of the same securities. This transaction is an example of

e A areverse repurchase agreement.
¢ B. an arbitrage agreement.

¢ (. amutual buy-sell agreement.

e D. arepurchase agreement.

IEf#: D

TR

* Definition of a Repurchase Agreement (Repo):A repurchase agreement is a short-term financial transaction where one party sells
securities to another with an agreement to repurchase them at a later date for a specified price, which includes interest. It functions as
a secured loan.

* Transaction Description:

* The state transfers cash to a broker.

* The broker provides securities as collateral and agrees to repay the cash plus interest in exchange for the return of the same
securities. This arrangement matches the definition of arepurchase agreement.

* Explanation of Answer Choices:

* A. Arbitrage agreement: Arbitrage involves exploiting price differences in markets, unrelated to this transaction.

* B. Repurchase agreement: Correct, as it fits the definition.

* C. Mutual buy-sell agreement: This involves agreements to buy and sell assets, unrelated to this financial transaction.

* D. Reverse repurchase agreement: Incorrect, as the state would be the borrower, not the lender, in a reverse repo.

U).S. Department of the Treasury,Guide to Federal Investments.
Financial Accounting Standards Board (FASB),Accounting for Repurchase Agreements.

B #13
Which of the following is an example of an internal control weakness?

A. The accounting department has one clerk prepare vendor payments and another clerk reconcile bank accounts.

B. The contract department staff awards contracts and maintains a database for vendor information.

C. The budget departiment staff'is responsible for preparing the budget and for reporting on budget cost variances.

D. Management policy allows project managers to oversee controls of companies in which they have a material interest.

IEf#: D

fiR .-

* Definition of Internal Control Weakness:Internal control weaknesses occur when controls fail to prevent or detect errors, fraud, or
conflicts of interest. Allowing project managers to oversee companies in which they have a material interest introduces aconflict of
nterest, undermining internal controls.

* Explanation of Answer Choices:

* A. The contract department staff awards contracts and maintains a database for vendor information: While not ideal, this does not
automatically signal a critical control weakness.

* B. Management policy allows project managers to oversee controls of companies in which they have a material interest: Correct.
This represents a serious conflict of interest and lack of mdependence.

* C. The budget department staff'is responsible for preparing the budget and for reporting on budget cost variances: This may
indicate concentration of duties but is less severe than a direct conflict of interest.

* D. The accounting department has one clerk prepare vendor payments and another clerk reconcile bank accounts: This
demonstrates good segregation of duties, not a weakness.

COSO, Internal Control - Integrated Framework.
GAO,Standards for Internal Control in the Federal Government (Green Book).

B #14

Performance measures that report the results of providing goods or services are known as



A. output measures.

B. outcome measures.
C. workload measures.
D. activity measures.

EfE: A

R -

* Definition of Output Measures:

* Output measures trackthe results of providing goods or services, such as the number of iterns produced or services delivered.
* These measures focus onquantityrather than quality or outcomes.

* Explanation of Answer Choices:

* A. Activity measures: Incorrect. Activity measures refer to inputs or processes, not results.

* B. Outcome measures: Incorrect. Outcome measures assess the impact or effectiveness of a program, not the quantity of
goods/services provided.

* C. Output measures: Correct. Output measures focus on results (e.g., number of services delivered).

* D. Workload measures: Incorrect. Workload measures assess the volume of work performed but do not necessarily report on the
results.

GASB,Performance Measurement Concepts.
GAO,Performance Auditing Standards and Guidance.

HE #15
Management's ability to monitor for financial control weakness is most compromised if

A. collusion is present.

B. theft has occurred.

C. financial data is inaccurate.

D. performance data is inaccurate.

IEf#E: A

R -

* Collusion as a Threat to Monitoring;

* Collusion occurs when two or more individuals work together to circumvent internal controls.

* Even with strong controls in place, collusion can undermine monitoring because it allows individuals to bypass controls without
detection.

* Explanation of Answer Choices:

* A. Theft has occurred: Incorrect. While theft is a problem, it is often detected if controls and monitoring are finctioning properly.
* B. Financial data is inaccurate: Incorrect. Inaccurate financial data can compromise decision- making, but strong monitoring can
help detect and correct errors.

* C. Performance data is inaccurate: Incorrect. While inaccurate performance data is problematic, it does not directly compromise
the monitoring of financial control weaknesses.

* D. Collusion is present: Correct. Collusion is the most significant threat because it undermines the effectiveness of internal controls
and makes monitoring ineffective.

GAO,Standards for Internal Control in the Federal Government (Green Book).
Association of Certified Fraud Examiners (ACFE),Fraud Risk Management Framework.
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