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 ANSWERS 


1.
I. FACTORS ON WHICH FRAUD RISKS DEPENDS.

  There are two types of factors on which fraud risk assessment depend which are corporate environment and the internal factors.
    Under the corporate environment, the forensic account or an auditor must obtain a sufficient understanding of the entity and its environment, including its internal control, to assess the risk of material misstatement of the financial statements whether they are due to errors or fraud, and to design the nature, timing, and extent of further procedures.
     Another risk to consider is that of economy. Most of people tend to take advantage of stealing either in bad or good times. A very good example is one which happened in Zambia when the late president Mr. Levy Patrick Mwanawasa was seriously sick and later died. One of the ministers took advantage and stole K2, 000,000 that’s about $317,490 cash and buried it on his farm. The intelligence units were aware and that how they recovered the money and took the case to court. 
     However, under internal factors there are two items namely, monitoring activities and inadequate controls. 
     Monitoring. Monitoring of the internal control system may include internal audits, testing of procedures, follow up on errors and reaction to perceived deficiencies. If it is clear that there are shortcomings in the system, the system will need to be altered. Both design and implementation are critical. It is not enough to assess risk and design a system of controls to mitigate those risks the system must also be properly implemented. A system that is well designed but improperly implemented is probably as ineffective as a fully implemented system that was not properly designed. 
   Control Activities. Once risk has been assessed, institute policies and procedures that mitigate those risks. A system of internal controls must be designed specifically to address the greatest areas of risk, whether the risk is the occurrence of fraud or error. Control activities that mitigate risk include segregation of duties, safeguarding of assets and policies related to information processing. Unfortunately, leaders and management often accomplish the first three steps and then fail to follow through on the two elements listed below. Once the control environment has been established, risk has been assessed and control activities have been designed and implemented, there must be follow up in the form of monitoring and information and communications.


II. MAIN CONCEPTS OF RISK ASSESSMENT.
The main fundamental concepts of risk assessment are:
· The probability (the chance an event will occur) and
· The Impact (the magnitude of the event if at all it occurs).

III. INTERNAL FACTORS TO BE CONSIDERED FOR FRAUD RISK ASSESSMENT.

There are a good number of internal factors that increase the probability of fraud, embezzlement and theft. However, these factors include the inadequate management controls or monitoring activities such as the following:
· Failure to give advice to someone and take necessary administrative action when the performance levels or even personal behavior falls below acceptable standard or he or she violates the entity principles and guidelines. 
· Failure to create an honest culture.
· Failure to articulate and communicate standard of performance and personal conduct.
· Inadequate company or entity policies with respect to sanctions for legal, ethical and security breaches e.g. frauds and white collar crimes.
· Inadequate orientation and training on legal, ethical, fraud and security issues.
· Unclear job roles, duties, responsibilities and areas of accountability.
· Lack of timely or periodic audits, inspections and follow-up to ensure compliance with the entity goals, priorities, policies, procedures and governmental regulations: in short lack of accountability over key positions of trust.

IV. INTRINSIC RISK.

Intrinsic Risk is the potential of losing something of value e.g. the original investment that belongs to the essential nature of a thing occurring as a natural part of something. Risk does not mean volatility; risk means potential losing of money or anything that can result in making a decision. This also happens in entities when a certain business fails to deliver the operating performance embodied in the price an investor paid to acquire it. This is called an intrinsic risk and it is measured by explicitly estimating the probability of the value driver that underlie a market price fail to deliver the implied free cash flow stream.





V. THE TERM ‘RESIDUAL RISK’

Residual risk is defined as a risk that remains after all efforts have been made to mitigate or eliminate risks associated with a business process or investment. After a risk assessment, a residual risk may be known but not completely controllable, or it may not be known. In either case, the residual risk is assumed by whoever owns the investment or the business process or it is the risk that remains after controls are taken into account (the net risk or risk after controls). 

2. FRAUD RISK ASSESSMENT CHECK LIST

FRAUD CHECK LIST
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	STATEMENT
	YES
	NO
	N/A
	COMMENT

	
CORRUPTION

· Are there effective communication or extension programs to raise awareness of the company’s corruption control policy?
· Does the company policy require more than one person to sign on cheques, payment vouchers etc?
· Are corruption control policies existing, when was the last time they were reviewed?
· If there is no overall corruption control policy, is the company planning to put some in place?
· Is there a committee set up to deal with the awarding of the contracts or may be the awarding is done by an individual?
· Does the company’s code of conduct relate to corruption control program?
· What punishments or fines are in place to deal with anyone found wanting?
· Where does a public interest disclosure fit into the company’s corruption control program?
· Are there proactive measures put in place to help reduce the risk of corruption occurring in the first place?
· Does the company have the measures designed to uncover incidences of corruption when they occur?
· Are there measures designed to take corrective action and remedy the harm caused by corruption?

ANTIFRAUD CONTROL ACTIVITIES

· Are antifraud control activities for the company perfectly designed and operating effectively?
· Does the company consider security controls like information technology controls and limited access to accounting systems?
· Does the company have controls that restrain the misappropriation of the company assets that could result in the material misstatement for financial statement?
· Are the antifraud programs put in place effectively in reducing instances of fraud?

MONITORING ACTIVITIES

· Does the company monitor the programs and policies, if so how often?
· Does the company employees have the knowledge and experience and do they receive periodic and adequate trainings with regard to fraud?
· Does the management consider the possibility of fraud in its day-to-day operations?
· Are monitoring and assessment activities designed and operating effectively?
· Does the company audit committee have oversight of monitoring activities?
· Is the internal audit activity adequate enough for the size of the company and its operations?
· Are the findings and weaknesses identified during

CONTROL ENVIRONMENT

· Does the company have a well published code of ethics/conduct?
a)	Is the Code of Conduct disseminated to all employees at time of hire?

b)	Is there at least annual refresher training on the code of conduct for every employee?

c)	Is there a method of determining that employees understand the contents of the code of conduct?

· Does the management require employees to clearly confirm that they fully understand the ethics and accept and agree to follow it?
· Does the company code comply with all applicable rules and regulations?

INFORMATION AND COMMUNICATION

· Does the company listen to the employees’ views from the suggestion box or hotlines regarding fraud?
· Does the management assess the design and operating effectiveness of information and communication?
· Does the management give back the feedback to the employees in an acceptable manner?
· Does the management have procedures to disseminate and collect information regarding antifraud programs and controls, fraud risks, allegations of fraud and other concerns?
· Is the information on the company’s ethics and management’s commitment to antifraud and controls clearly communicated to all the employees?
· Are these procedures and activities operating effectives?
· Are communication channels in place to advise the staff of the company’s approach to risk management?
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