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1. Give short answers for the following questions:     (15 marks)    
                                
I. Outline the factors on which fraud risk assessment depends.
Some of the factors on which fraud risk assessment depends are as follows:
· The nature of the business 
The types of risks an organization faces are directly connected to the nature of the business in which it is engaged. For example the inherent fraud risks faced by hospital and medical practices are vastly different from those faced by banks and financial institutions.
· The operating environment
The environment in which the organization operates has a direct impact on its vulnerability to fraud. Brick – and – mortar business have very different risk profile than internet business
· The ethics and values of the company and the people within it.
It is extremely difficult, if not impossible, to have a company made up of individual whose ethics and values are fully aligned with those of the organization. Any gap alignment can significantly increase an organization’s fraud risk. An organization that is clear and consistent about its ethics, values, and expectations will reduce the potential fraudster’s ability to rationalize his actions.
· The effectiveness of internal controls within the business processes
A good system of internal controls, with the right balance of preventive and detective controls, can greatly reduce an organization’s vulnerability to fraud

II. What are the main concepts of risk assessment?
· Fraud risk assessment is a process aimed at proactively identifying and addressing an organization’s vulnerability to both internal and external fraud. In the simplest terms, the concept of a fraud risk assessment is to help an organization recognize what makes it most vulnerable to fraud. Through a fraud risk assessment, the organization is able to identify where fraud mostly likely to occur, also enabling proactive measures to be considered and implemented reduce the chance that it could happen


III. What are the internal factors that should be considered for fraud risk assessment?

Among the internal factors that should be considered for fraud risk assessment are follows:
· Inadequate legal, ethical, fraud detention and security training.
· Failure to provide counsel or take action against unsatisfactory levels of performance or questionable personal behavior that violates organizational principles.
· Absence of company policy regarding sanctions for financial crime and breach of security.
· When there is lack of clarity in job roles, accountability, duties and responsibilities.
· Irregular audits, inspections and follow-throughs to monitor compliance with organizational goals, policies, procedures, priorities and government regulations due to which there is a general lack of accountability in the key positions.
	
IV. What is “inherent risk”?
· This is the risks that are present before management actions. Also inherent risk is the likelihood that an account (e.g inventory) or class of transactions (e.g., cash disbursements) is materially misstated before considering the effects of internal controls. Inherent risk is a business’s susceptibility to fraud, errors and other problems, assuming that appropriate controls are not in place.
V. Define the term “residual risk”.
· The risks that remain after management actions are described as residual risks.
2. Prepare a fraud risk assessment check list for any business of your choice


· The following Table shows Fraud risk assessment check list for MACKY COMPANY LTD
	Identified Fraud Risks and Scheme
	Likelihood
	Significance
	People and /or Department
	Existing Anti – Fraud Controls
	Control Effectiveness
	Residual risks
	Fraud risk Response

	Financial Reporting
	
	
	
	
	
	
	

	Recording receipt in incorrect period
	
	
	
	
	
	
	

	Improper coding of bills
	
	
	
	
	
	
	

	Misclassification of Balances
	
	
	
	
	
	
	

	Misappropriation of assets such as Checks/ Cash
	
	
	
	
	
	
	

	Fictitious Vendor
	
	
	
	
	
	
	

	Inflated invoice submitted by vendor
	
	
	
	
	
	
	


	Unauthorized Payroll Adjustment
	
	
	
	
	
	
	

	Theft by employees
	
	
	
	
	
	
	

	Theft by other people
	
	
	
	
	
	
	

	Kickbacks/ Conflicts of Interest
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