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	1.  Give short answers for the following questions:
I. Outline the factors on which fraud risk assessment depend.
It should be noted that effective fraud risk assessment depends entirely on the knowledge of fraud, including 
· The fraud triangle 
· Fraud schemes

· Red flags, and 
· Accounting information systems. 
These fraud concepts are measured in the relevant fraud environment, comprising the entity, efficacy of existing internal controls, time frame, etc. While true risk management is a continuous and on-going process, the term risk assessment implies a periodic and timely exercise. The contents obtained from the perspective of the entity are applicable to externally conducted fraud investigations and other external audiences. 
Fraud schemes that are more likely to occur should be considered in risk assessment in order to conduct the antifraud program. Prevention and detection measures are more effective if they address the fraud schemes most likely to be committed. 
In financial statement frauds, the executives of the entity are the most likely fraudsters and thus, these individuals should be included in the risk assessment. In case of asset misappropriation, an employee in a trusted position is likely to be the culprit. 
A unique characteristic of corruption schemes is that even though an employee or executive of the entity is most likely involved, somebody outside the entity is also working in collaboration with them.
II. What are the main concepts of risk assessment?
The essential concepts of risk assessment are 
· The probability of the occurrence of the event and 
· The impact or magnitude of the event if it occurs.
 In spite of the simplicity of these concepts, their measurement and application is difficult. What factors should be considered? What tools can help in assessing risks? How can risks be measured accurately?
Factors can be measured on many levels, including entity, people (behavioral), divisions, geographies, accounting or business processes, controls, products or services, or computerized systems. Usually the factors considered on an entity level determine the probability of fraud, theft, or misappropriation, and are a product of elements such as the personality of the executive and employees, the working conditions, the effectiveness of internal controls, and the level of honesty of the organizational environment. 
Different perspectives should be examined or included in the risk assessment process. Additionally, the process should include the techniques by which the management integrates risk management best practices.
III. What are the internal factors that should be considered for fraud risk assessment?
Internal factors, such as inadequate management controls or monitoring activities, increase the possibility of fraud, theft, and embezzlement. Insufficient controls include:
· Failure to create an honest organizational culture.
· Failure to define and communicate minimum acceptable standards of personal conduct and performance.4
· Insufficient orientation and training on ethics, fraud, legal matters, and security issues.

· Failure to deliver guidance and take administrative action when performance level or personal behavior falls below acceptable standards, or violates the entity principles and guidelines.

· Inadequate company policies with respect to sanctions for legal, ethical, and security violations; especially for frauds and white-collar crimes.

· Lack of well-timed or periodic audits, inspections, and follow-through to ensure compliance with entity goals, priorities, policies, procedures, and governmental regulations; generally speaking, a lack of accountability in important positions of trust.

· Uncertainty in job related duties, responsibilities, and areas of liability.

Risk Assessment
IV. What is ‘inherent risk’?

Inherent risk is the risk of a material misstatement in the financial statements arising due to error or omission as a result of factors other than the failure of controls. Inherent risk is generally considered to be higher where a high degree of judgment and estimation is involved or where transactions of the entity are highly complex.

The inherent risk that the fraud scheme carries for the entity or business process should be determined by the team. The assessment could be a probability (1 to 100%) or level, simply specifying low, average, or high risk. A number of aspects can be considered here, such as market instability, industry, strategy and organizational structure.
(The question is about intrinsic risk. Is it intrinsic risk or inherent risk. I assume that it is inherent risk and hence the above answer).

V. Define the term ‘residual risk’.
The mathematical operation in which the level of control modification is subtracted from the inherent risk will leave the residual risk. Again, it would take the form of whatever was chosen for inherent risk. Residual risk will inevitably require one out of these two responses:
· No action – when the remaining risk is accepted.

· Action – to remediate or mitigate through additional detection or prevention procedures.
The response taken by the organization should be documented and monitored over time to establish its abilities in measuring and managing risks.
2. Prepare a fraud risk assessment check list for any business of your choice.
Following is the check list for fraud risk assessment suitable for an organization.
Item No

Identifying potential risk factors for misstatements arising from fraudulent financial reporting
Comments and

observations – e.g., the likelihood and severity of the risk
Work Paper

reference to identified risk
Control(s) identified to

mitigate the identified risk
Conclusions as to the  relative

residual exposure after

application of the identified

control(s)
1
Are there circumstances that might foster the temptation to engage in fraudulent financial reporting? 

Possible factors include:

• A significant portion of  Management’s compensation results from bonuses, stock options, or other incentives, the value of which is contingent upon the entity achieving unduly aggressive targets for operating results, financial position, or cash flow.

• The company will be unable to consummate a

Significant pending transaction, such as a business combination or contract award, if poor financial results are reported.

• A management practice of committing to analysts,

creditors, and other third parties to achieve what

appear to be unduly aggressive or clearly unrealistic forecasts.

• The company’s profitability is below industry standards or analyst expectations, and there is significant pressure to report improved results.

• The company is experiencing a poor or deteriorating financial position, and  management has personally guaranteed significant debt.

• There are threats of imminent bankruptcy,

foreclosure, or a hostile takeover.

• There is uncertainty as to the status of the company’s significant business contracts, licenses, patents or other intellectual property.

• The company is especially vulnerable to changes in interest rates, energy costs, or other commodities that fluctuate in price.

• The company will need to report adverse financial

results as a result of a  significant recent  transaction, such as a merger or acquisition.
2

Is there an unusual amount of interest in maintaining or increasing the entity’s stock price or earnings trend? On the other hand, is there an unusual amount of interest in minimizing reported earnings for tax-motivated reasons? If

Either situation is a possibility, consider if the company is using unusually aggressive accounting practices.
3

What is senior management’s attitude regarding internal

control and the financial reporting process? Examples of potentially inappropriate behaviors include:

• An ineffective means of communicating and

supporting the entity’s values or ethics, or communication  of inappropriate values or ethics.

• Management failing to correct known internal control deficiencies on a timely basis.

• Management setting unduly aggressive  financial targets and expectations for operating personnel.
4
Are there enough accounting and financial or information technology staff to meet the company’s requirements? Is the existing staff effective, and do they have appropriate training and skills?
5
Has any new computer hardware or software been installed recently? More sophisticated systems may not be fully understood by all parties, allowing some individuals to conceal

inappropriate activities.
6
How does the company’s financial and operational

performance compare with industry norms? Is the company undergoing unusually rapid growth in income or profitability?
7
Are there positive relationships between the company and its outside advisors, such as bankers or legal counsel?
Identifying potential risk factors for misappropriation of assets
1

Are there assets that would be easy to convert to personal use?

Examples include:

• Large amounts of cash on hand or processed.

• Inventory or fixed-asset items that are physically small, individually possess a high value, and bear little or no permanent ownership identification.

• Easily convertible assets, such as bearer bonds, diamonds, or computer chips.
2
Does the company operate in an industry where there is a high potential for customers to attempt to defraud or steal from the company?
3
How much oversight of operations is in place, specially at remote locations?
4
What are the applicant screening procedures for employees who will have access to assets that are susceptible to misappropriation?
5
Are there adequate record-keeping, as well as good physical safeguards, over assets susceptible to misappropriation, such as

cash, investments, inventory, or fixed assets?
6

Is there effective oversight of the procedures applied to monitor easily convertible assets and of the skills and integrity of the employees in these areas?

7

Does the company segregate duties or independently check

assets that are subject to misappropriation?

8

What kinds of systems are in place to authorize and approve transactions (for example, in purchasing)?
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