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	ASSESSMENT # 9                                                                              Total Marks: 30 

Fraud Risk Assessment 

1. Give short answers for the following questions: (20) 
i. Outline the factors on which fraud risk assessment depends.
Factors can be considered on many levels, including entity, people (behavioural), divisions, geographies, products or services, accounting or business processes, controls, or computerized systems. Typically, factors are considered first on an entity level, as the probability of fraud, theft, or embezzlement in any work environment is a product of the personality of the executive and employees, the working conditions, the effectiveness of internal controls, and the level of honesty therein (the organizational culture or environment). However the process begins, different perspectives should be included and/or examined in the risk assessment process, including how entity management incorporates risk management best practices.

Many factors influence how at-risk an organization is to fraud. Some of the main factors are:
· The nature of its business
· The environment in which it operates
· The effectiveness of its internal controls
· The ethics and values of the company and its employees  

The nature of its business
The types of risks an organization faces are directly connected to the nature of the business in which it is engaged, because the inherent fraud risk faced by hospitals are vastly  different  from those faced by banks, or by construction companies. 
The operating environment 
The environment in which the organization operated has a direct impact on its vulnerability  to fraud. Construction business have a very different risk profile than Internet business. Local business have different risk profile than those that operates in the international arena. 
The effectiveness of its internal controls 
A good system of internal controls , with the right balance  of preventive and detective controls, can greatly  reduce an organization's vulnerability to fraud. Although  no system of internal controls  can fully eliminate the risk of fraud, well designed and effective internal controls can deter the average fraudster by reducing the opportunity to commit the fraud and increasing the perception of detection. 
The ethics and values of the company and its employees  
It is difficult to have a company made up of individuals whose ethics and values are fully aligned whit those of the organization, but any significant gaps in alignment can increase an organization's fraud risk  

ii. What are the main concepts about risk assessment? 
Effective fraud risk assessment is dependent on knowledge of fraud concepts (the fraud triangle, red flags, fraud schemes, and accounting information systems), all considered in the applicable fraud environment (entity, time frame, effectiveness of current internal controls, etc.). While the term risk assessment may imply a periodic, point-in-time exercise, true risk management requires a continuous ongoing process. 

The fundamental concepts of risk assessment are probability (the chance an event will occur) and impact (the magnitude of the event if it occurs). However simple those concepts are, measuring and applying them is difficult. What factors should be considered? What tools can aid in assessing risks? How can risks be precisely measured?

iii. What are the internal factors that should be considered for fraud risk assessment? 
Internal factors that enhance the probability of fraud, theft, and embezzlement include inadequate management controls or monitoring activities such as the following:
(i) Failure to create an honest culture;
(ii) Failure to articulate and communicate minimum standards of performance and personal conduct;
(iii)  Inadequate orientation and training on legal, ethical, fraud, and security issues;
(iv) Inadequate company policies with respect to sanctions for legal, ethical, and security breaches; especially for frauds and white-collar crimes;
(v) Failure to counsel and take administrative action when performance level or personal behaviour falls below acceptable standards, or violates entity principles and guidelines;
(vi) Ambiguity in job roles, duties, responsibilities, and areas of accountability;
(vii)  Lack of timely 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 over key positions of trust.

iv. What is ‘inherent risk’?
Some level of uncertainty and risk exists in any financial statement audit. For example, there may be uncertainty about the competence of management and the accounting staff, about the effectiveness of internal controls, about the quality of evidence, and so on. These uncertainties or risks are commonly classified as inherent risks, control risks, or detection risks.

Assessing the degree of risk present and identifying the areas of highest risk are critical initial steps in detecting financial statement fraud. The auditor specifically evaluates fraud risk factors when assessing the degree of risk and as noted in previous chapters, approaches this risk assessment with a high level of professional scepticism, setting aside any prior beliefs about management’s integrity. Knowing the circumstances that can increase the likelihood of fraud, as well as other risk factors, should aid in this assessment.
The team should determine what the inherent risk is for this fraud scheme for this entity or business process. The assessment could be a probability (1 to 100 percent) or simply low, medium, or high risk. A number of factors can be considered here, some of which are industry, strategy, market volatility, and organizational structure.
 
v. Define the term ‘residual risk’. 
Residual risk is the threat that remains after all efforts to identify and eliminate risk have been made. A simple mathematical function of subtracting the level of control mitigation 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 of two responses: no action, as the remaining risk is accepted, or action to mitigate or remediate through additional prevention or detection procedures (even potentially including the purchase of insurance). The response taken should be documented and tracked over time, in part to determine the entity’s abilities to measure and manage risks.
Response to residual fraud risk in companies should be balanced. Management's objective should be to implement effective anti-fraud controls, the benefits of which exceed their cost. Often, this involves a combination of manual and automated  fraud prevention and detection techniques that enable the organization to monitor for indicators of fraud within scope of its risk tolerance. 


2. Prepare a fraud - risk assessment check list for any business of your choice. (10)
Risk Assessment check list - manufacturing company 
	1. Fraud risk category -Employee 
	Yes
	No
	N/A

	Are employees provided formal written job descriptions?
	
	
	

	Are employees provided with an organizational chart that shows lines of responsibilities?
	
	
	

	Does the company have written fraud policies and procedures?
	
	
	

	Is there a formal policy covering approval authority for financial transactions, such as purchasing or travel?
	
	
	

	Does the company have an ethics statement?
	
	
	

	Does senior management exhibit and encourage ethical behaviour?
	
	
	

	Are fraud incidents promptly and thoroughly investigated?
	
	
	

	Does the company maintain a record of fraud incidents?
	
	
	

	Does the company conduct pre-employment background checks?
	
	
	

	Does the company have an internal audit function?
	
	
	

	Is compliance with internal controls audited periodically?
	
	
	

	Are the duties related to authorization, custody of assets, and recording or reporting of transactions segregated?
	
	
	

	Do employees feel they are treated and compensated fairly?
	
	
	

	Do any employees have large personal debts or credit problems?
	
	
	

	Do any employees appear to be spending far more than they are earning?
	
	
	

	Do any employees gamble excessively?
	
	
	

	Do any employees use alcohol or drugs excessively?
	
	
	

	Do any employees have a close association with vendors or competitors?
	
	
	

	Are employees required to take annual vacations?
	
	
	

	Do any employees have outside business interests that might conflict with their duties at the company?
	
	
	

	Is the company experiencing high employee turnover?
	
	
	

	Comments:




	2. Fraud risk category -Management
	Yes
	No
	N/A

	Is the board of directors composed of mainly officers of the company or related individuals?
	
	
	

	Is there and independent audit committee?
	
	
	

	Has there been high turnover of managers and members of the board of directors?
	
	
	

	Have an unusually high number of key employees left the company recently?
	
	
	

	Is the company involved in any litigation?
	
	
	

	Does the company have offshore activities or bank accounts?
	
	
	

	Do any of the senior managers have offshore bank accounts or business interests?
	
	
	

	Are any key employees experiencing financial pressures, such as debts, gambling, medical bills, or divorce?
	
	
	

	Do any key employees appear to be living beyond their means?
	
	
	

	Do any key employees have civil judgments or bankruptcies on record?
	
	
	

	Do any key employees have a criminal conviction?
	
	
	

	Do one or two key employees appear to dominate the company?
	
	
	

	Do any key employees have friends or relatives reporting directly to them?
	
	
	

	Do any of the key employees appear to have a close association with a vendor?
	
	
	

	Do any key employees have outside business interests that might conflict with their duties at the company?
	
	
	

	Do any key employees own a portion of any company that does business with this company?
	
	
	

	Has any key employee failed to take vacation?
	
	
	

	Do any key employees have a significant amount of their net worth invested in the company?
	
	
	

	Does the company have unusually high debts?
	
	
	

	Is key employee compensation primarily based on company performance?
	
	
	

	Is there an incentive to use inappropriate means to minimize earnings for tax reasons?
	
	
	

	Does the organization have sufficient credit?
	
	
	

	Is the organization under pressure to report favourable earnings?
	
	
	

	Does the company depend heavily on only a limited number of products or customers?
	
	
	

	Has the company experienced difficulty in collecting receivables?
	
	
	

	Has the company recently expanded rapidly into new business or product lines?
	
	
	

	Has the company experienced a reduction in sales volume?
	
	
	

	Does the company have strong competitors that are outperforming?
	
	
	

	Is the company under pressure to sell or merge with another company?
	
	
	

	Is there excessive pressure to increase the company’s stock price?
	
	
	

	Has the company recently experienced large operating or investment losses?
	
	
	

	Does the organization have sufficient working capital?
	
	
	

	Comments:




	3. Fraud risk category - Physical Controls 
	Yes
	No
	N/A

	Does the organization conduct pre-employment background checks to identify previous dishonest or unethical behaviour?
	
	
	

	Are there policies and procedures that address dishonest or unethical behaviour?
	
	
	

	Does management support the ethics and anti-fraud policies?
	
	
	

	Does the organization educate employees about the importance of ethics and anti-fraud programs?
	
	
	

	Does the organization provide an anonymous way to report suspected violations of the ethics and anti-fraud policies?
	
	
	

	Does the organization restrict access to areas containing sensitive documents (such as invoices, receipts, journals, ledgers, and checks) and maintain a system for providing an audit trail of access?
	
	
	

	Does the organization restrict access to computer systems with sensitive documents (such as accounting software, inventory, and payroll) and create a system to provide an audit trail of access?
	
	
	

	Does the organization restrict access to computer systems with sensitive documents (such as accounting software, inventory, and payroll) and create a system to provide an audit trail of access?
	
	
	

	Does the organization restrict access to areas with high value assets, such as shipping, receiving, storerooms, and cash?
	
	
	

	Does the organization recording equipment to monitor entries, exits, areas with sensitive or high value assets, and sales areas?
	
	
	

	Does the organization conduct random, unannounced audits of inventory, cash, expense, purchasing, billing, and other accounts by internal or external auditors?
	
	
	

	Does the organization use professional loss prevention or security personnel to monitor physical controls?
	
	
	

	Does the organization promptly investigate incidents of suspected or reported fraud?
	
	
	

	Comments:




	4. Fraud risk category –Inventory and equipment
	Yes
	No
	N/A

	Has a recent inventory of company equipment, listing serial numbers and descriptions, been completed?
	
	
	

	Does the company assign an individual from outside of the department to conduct the department’s inventory?
	
	
	

	Are unexplained entries to the inventory records examined for source documentation?
	
	
	

	Is the company experiencing sizeable inventory increases without comparable sales increases?
	
	
	

	Are analytical reviews of beginning inventory, sales, cost of goods sold, and ending inventory conducted periodically to look for unexplained differences?
	
	
	

	Is there an unusual volume of inventory adjustments, write-offs, or disposals?
	
	
	

	Does the organization have written inventory instructions and orders?
	
	
	

	Does someone independent of the purchasing, receiving, and warehousing functions physically count the inventory?
	
	
	

	Are pre-numbered inventory tags used?
	
	
	

	Are the inventory tags controlled and accounted for?
	
	
	

	Do the inventory procedures prevent double counting?
	
	
	

	Are inventory counts subject to independent recounts?
	
	
	

	Is the inventory reasonably identifiable for proper classification in the accounting system, such as description, condition, or stage of completion?
	
	
	

	Are differences between physical counts and inventory records investigated before inventory records are adjusted?
	
	
	

	Is scrap inventoried and is scrap disposal accounted for?
	
	
	

	Are the following duties segregated: requisition of inventory, receiving of inventory, disbursements of inventory, writing off of inventory as scrap, and receipt of proceeds from the sale of scrap inventory?
	
	
	

	Is a receiving report prepared for all purchased goods?
	
	
	

	Are copies of receiving reports sent directly to the purchasing and accounting departments?
	
	
	

	Is the receiving department provided with a copy of the purchase order on all items to be received?
	
	
	

	Are partial shipments annotated on purchase orders or attached as separate sheets?
	
	
	

	Are overage, shortage, and damage reports completed and sent to the purchasing and accounting departments?
	
	
	

	Are quantities of materials received counted and compared to purchase orders?
	
	
	

	Is there a written policy allowing management to inspect all desks, file cabinets, and other containers on company property?
	
	
	

	Is there an equipment removal authorization policy requiring written management approval to remove any company equipment from the company premises?
	
	
	

	Is there a policy requiring the inspection of packages, boxes, and other containers before they leave the company premises?
	
	
	

	Is the removal of trash and trash receptacles periodically monitored?
	
	
	

	Are the shipping and receiving areas adequately supervised to prevent theft?
	
	
	

	Are high value items stored in secure or continuously monitored areas?
	
	
	

	Is the shipping function separate from the purchasing and inventory functions?
	
	
	

	Are shipping documents pre-numbered and accounted for?
	
	
	

	Are shipping orders matched with sales orders and contracts?
	
	
	

	Are shipments of goods required to have authorized sales orders and contracts prior to shipping?
	
	
	

	Are shipping documents forwarded directly to the accounting department for recording inventory reduction and cost of sales?
	
	
	

	Comments:




	5. Fraud risk category – Purchasing
	Yes
	No
	N/A

	Does the organization have a purchasing department?
	
	
	

	Is the purchasing department independent of the accounting, receiving, and shipping departments?
	
	
	

	Do purchase requisitions require management approval?
	
	
	

	Do purchase orders specify a description of items, quantities, prices and dates?
	
	
	

	Are purchase order forms pre-numbered and accounted for?
	
	
	

	Does the company maintain a master vendor file?
	
	
	

	Are competitive bids required for all purchases?
	
	
	

	Does the receiving department prepare receiving reports for all items received?
	
	
	

	Does the receiving department maintain a log of all items received?
	
	
	

	Are copies of receiving reports furnished to the accounting and purchasing departments?
	
	
	

	Are purchasing and receiving functions separate from invoice processing, accounts payable, and general ledger functions?
	
	
	

	Are vendor invoices, receiving reports, and purchase orders matched before the related liability is recorded?
	
	
	

	Are purchase orders recorded in a purchase register or voucher register before being processed through cash disbursements?
	
	
	

	Are procedures adequate to ensure that merchandise purchased for direct delivery to the customer is promptly billed to the customer and recorded as both a receivable and a payable?
	
	
	

	Are records of goods returned to vendors matched to vendor credit memos?
	
	
	

	Is the accounts payable ledger or voucher register reconciled monthly to the general ledger controls accounts?
	
	
	

	Do write-offs of accounts payable debit balances require approval of a designated manager?
	
	
	

	Is the master vendor file periodically reviewed for unusual vendors and addresses?
	
	
	

	Are vendor purchases analyzed for abnormal levels?
	
	
	

	Are control methods in place to check for duplicate invoices and purchase order numbers?
	
	
	

	Are credit card statements reviewed monthly for irregularities?
	
	
	

	Are vendors with post office box addresses verified?
	
	
	

	Are voucher payments reviewed regularly for proper documentation?
	
	
	

	Is access to the accounts payable sub ledger and the general ledger restricted? Does access create an audit trail?
	
	
	

	Comments:




	6. Fraud risk category – Cash and Cash Register
	Yes
	No
	N/A

	Are cash register tape totals reconciled to the amount in the cash drawer?
	
	
	

	Is an employee other than the cash register worker responsible for preparing register count sheets and agreeing them to register totals?
	
	
	

	Is access to registers or the cash box closely monitored? Are access codes kept secure?
	
	
	

	Are customer complaints regarding short change or improper posting handled by someone other than the employee who receives the cash?
	
	
	

	Are register workers properly supervised?
	
	
	

	Are cameras and digital recorders used to monitor register areas?
	
	
	

	Is each receivable transaction reviewed for legitimacy and supporting documentation?
	
	
	

	Is an independent listing of cash receipts prepared before the receipts are submitted to the cashier or accounts receivable bookkeeper?
	
	
	

	Does a person independent of the cash receipts and accounts receivable functions compare entries to the cash receipts journals with the bank deposit slips and bank deposit statements?
	
	
	

	Are the cash receipts, cash counts, bank deposits, deposit receipt reconciliations, bank reconciliations, posting of deposits, and cash disbursements duties segregated?
	
	
	

	Does an employee other than the cashier or accounts receivable bookkeeper make the daily bank deposit?
	
	
	

	Is job or assignment rotation mandatory for employees who handle cash receipts and accounting duties?
	
	
	

	Are vacations mandatory for employees who handle cash receipts and accounting duties?
	
	
	

	Are surprise cash counts conducted?
	
	
	

	Are journal entries made to the cash accounts reviewed and analyzed on a regular basis?
	
	
	

	Does the company use a point of sale (POS) system?
	
	
	

	Does the POS system track perpetual inventory?
	
	
	

	Does the POS system track exceptions, such as voids, refunds, no sales, overages, and shortages?
	
	
	

	Are register exception reports reviewed on a regular basis?
	
	
	

	Are all employees, except for managers, prohibited from making changes to the POS system?
	
	
	

	Is access to the accounts receivable sub ledger and the general ledger restricted to authorized employees? Does access leave an audit trail?
	
	
	

	Are refunds, voids, and discounts evaluated on a routine basis to identify patterns of activity among employees, departments, shifts, merchandise, etc.?
	
	
	

	Is there a sign posted at the register asking the customer to request and examine a sales receipt?
	
	
	

	Are cash disbursements recorded on a pre-numbered form and reconciled daily?
	
	
	

	Do the cash disbursement forms have an explanation section or code?
	
	
	

	Are customers that are involved in voided sales and refunds randomly contacted to verify the accuracy of the transaction?
	
	
	

	Is access to the necessary control keys for refunds and voids restricted to supervisors?
	
	
	

	Do void or refund transactions have to be approved by a supervisor and documented?
	
	
	

	Is documentation of void and refund transactions maintained on file?
	
	
	

	Is missing or altered register tape thoroughly investigated?
	
	
	

	Are gaps in the register tape investigated?
	
	
	

	Are multiple voids or refunds for amounts just under any review limit investigated?
	
	
	

	Is an employee other than the register worker responsible for preparing register count sheet and comparing them to register totals?
	
	
	

	Are customer complaints regarding payment errors thoroughly investigated?
	
	
	

	Does each cashier have a separate access code to the register?
	
	
	

	Does each cashier have a separate cash drawer?
	
	
	

	Is an over and short log kept for each person and/or register? 
	
	
	

	Are over and short incidents thoroughly investigated and monitored?
	
	
	

	Are all “no sale” receipts accounted for and attached to a daily cashier’s report?
	
	
	

	Is access to the register area restricted to authorized employees and supervisors?
	
	
	

	Are all cashiers periodically integrity shopped?
	
	
	

	Comments:




	7. Fraud risk category –Payroll
	Yes
	No
	N/A

	Is the employee payroll list reviewed periodically for duplicate or missing Social Security numbers?
	
	
	

	Are personnel records maintained independently of payroll and timekeeping functions?
	
	
	

	Are references checked on all new hires?
	
	
	

	Are sick leave, vacations, and holidays reviewed for compliance with company policy?
	
	
	

	Are appropriate forms completed and signed by the employee to authorize payroll deductions and withholding exemptions?
	
	
	

	Is payroll periodically compared with personnel records for terminations?
	
	
	

	Are payroll checks pre-numbered and issued in sequential order?
	
	
	

	Is the payroll bank account reconciled by an employee who is not involved in preparing payroll checks, does not sign the checks, and does not handle payroll distribution?
	
	
	

	Are payroll registers reconciled to general ledger control accounts?
	
	
	

	Are cancelled payroll checks examined for alterations and endorsements?
	
	
	

	Is access restricted to payroll check stock and signature stamps?
	
	
	

	Are payroll withholdings for taxes, insurance, etc. examined to determine if any employees are not having these items deducted from their pay checks?
	
	
	

	Is the employee payroll list reviewed periodically for duplicate or missing home addresses and telephone numbers?
	
	
	

	Is the account information for automatically deposited payroll checks reviewed periodically for duplicate entries?
	
	
	

	Is an employee separate from the payroll department assigned to distribute payroll?
	
	
	

	Are new employees required to furnish proof of immigration status?
	
	
	

	Does any change to an employee’s salary require more than one level of management approval?
	
	
	

	Does overtime have to be authorized by a supervisor?
	
	
	

	Do supervisors verify and sign timecards for each pay period?
	
	
	

	Are commission expenses compared to sales figures to verify amounts?
	
	
	

	Does someone separate from the sales department calculate sales commissions?
	
	
	

	Comments:




	8. Fraud risk category- Expense
	Yes
	No
	N/A

	Are the expenses accounts reviewed and analyzed periodically using historical comparisons or comparisons with budgeted amounts?
	
	
	

	Do employee expense reimbursement claims receive a detailed review before payment is made?
	
	
	

	Are employees required to submit detailed expense reports?
	
	
	

	Is a limit placed on expenses such as hotels, meals, and entertainment?
	
	
	

	Are receipts required for all expenses to be reimbursed?
	
	
	

	Are supervisors required to review and approve all expense reimbursement requests?
	
	
	

	Is there a random authentication of expense receipts and expenses claimed?
	
	
	

	Comments:




	9. Fraud risk category –Corruption
	Yes
	No
	N/A

	Is there a company policy that addresses the receipt of gifts, discounts, and services offered by a supplier or customer?
	
	
	

	Is there an established bidding policy?
	
	
	

	Are purchases reviewed to detect out of line costs?
	
	
	

	Are purchases reviewed to identify favored vendors?
	
	
	

	Are purchases reviewed to identify excessive amounts?
	
	
	

	Are pre-bid solicitation documents reviewed for any restrictions on competition?
	
	
	

	Are bid solicitation packages numbered and controlled? 
	
	
	

	Is communication between bidders and purchasing employees restricted?
	
	
	

	Are the bids received kept confidential?
	
	
	

	Are bidders’ qualifications verified?
	
	
	

	Are contracts awarded based on predetermined criteria?
	
	
	

	Are purchasing account assignments rotated?
	
	
	

	Are vendors surveyed periodically regarding company purchasing practices?
	
	
	

	Comments:





	10. Fraud risk category – Conflicts of Interest
	Yes
	No
	N/A

	Are there periodic comparisons of vendor information with employee information, such as addresses and telephone numbers?
	
	
	

	Are vendors who employ former company employees under increased scrutiny?
	
	
	

	Does the organization have a reporting procedure for personnel to report their concerns about vendors receiving favored treatment?
	
	
	

	Are employees required to complete an annual disclosure document that includes business ownership, income, and investment information?
	
	
	

	Does the organization require vendors to sign an agreement allowing vendor audits?
	
	
	

	Are vendor audits conducted by someone independent of the purchase, sales, billing, and receiving departments?
	
	
	

	Comments:




	11. Fraud risk category- Financial Reports
	Yes
	No
	N/A

	Are the organization’s accounting records in proper form?
	
	
	

	Does the organization employ an adequate number of accounting employees?
	
	
	

	Does the organization have an effective internal audit staff?
	
	
	

	Are proper internal controls established and maintained?
	
	
	

	Does the organization embrace the concept of internal controls?
	
	
	

	Are senior managers visible in their support of internal controls?
	
	
	

	Are the organization’s financial goals and objectives realistic?
	
	
	

	Does the organization consistently achieve its financial goals and objectives?
	
	
	

	Is the organization’s reported financial performance stable or increasing?
	
	
	

	Does the company have stable relationships with its banks?
	
	
	

	Are there unrealistic changes or increases in financial statement account balances?
	
	
	

	Are the account balances realistic given the nature, age, and size of the company?
	
	
	

	Do actual physical assets exist in the amounts and values indicated on the financial statements?
	
	
	

	Have there been significant changes in the nature of the organization’s revenues or expenses?
	
	
	

	Do one or a few large transactions account for a significant portion of any account balance or amount?
	
	
	

	Are there significant transactions that occur near the end of a period that positively impact results of operations, especially transactions that are unusual or highly complex?
	
	
	

	Are financial results fairly consistent across periods?
	
	
	

	Is there an inability to generate cash flows from operations while experiencing earnings growth?
	
	
	

	Is there significant pressure to obtain additional capital necessary to stay competitive?
	
	
	

	Are reported assets, liabilities, revenues or expenses based on significant estimates that involve unusually subjective judgments or uncertainties?
	
	
	

	Are reported assets, liabilities, revenues, or expenses based on significant estimates that are subject to potential significant change in the near term in a manner that may have a financially disruptive effect on the organization?
	
	
	

	Is the company experiencing unusually rapid growth or profitability, especially when compared with that of other companies in the same industry?
	
	
	

	Is the organization highly vulnerable to changes in interest rates?
	
	
	

	Are the unrealistically aggressive sales or profitability incentive programs?
	
	
	

	Is there a threat of imminent bankruptcy, foreclosure, or hostile takeover?
	
	
	

	Is there a high possibility of adverse consequences on significant pending transactions, such as business combinations or contract awards, if poor financial results are reported?
	
	
	

	Is there a poor deteriorating financial position when management has personally guaranteed significant debts of the entity?
	
	
	

	Does the firm continuously operate on a crisis basis or without a careful budgeting and planning process?
	
	
	

	Does the organization have difficulty collecting receivables or have other cash flow problems?
	
	
	

	Is the organization dependent on one or two key products or services, especially products or services that can become quickly obsolete?
	
	
	

	Do the footnotes contain information about complex issues?
	
	
	

	Are there adequate disclosures in the financial of footnotes?
	
	
	

	Comments:




	12. Fraud risk schemes- Skimming 
	Yes
	No
	N/A

	Is there periodic analytical review of sales accounts using vertical, horizontal, and ratio analysis?
	
	
	

	Is there periodic review of the inventory and receiving records using statistical sampling?
	
	
	

	Is there periodic review of the inventory and receiving records using trend analysis?
	
	
	

	Is there periodic review of the inventory and receiving records using physical inventory counts?
	
	
	

	Is there periodic review of the inventory and receiving records using verification of shipping and requisition documents?
	
	
	

	Is there periodic review of inventory accounts for write-offs?
	
	
	

	Is there periodic review of accounts receivable and allowance for uncollectible accounts to look for write-offs of accounts receivables?
	
	
	

	Is there periodic review of cash accounts for irregular entries?
	
	
	

	Is the company mail opened by someone other than bookkeepers, cashiers, or other accounting employees who make journal entries?
	
	
	

	Do vouchers for credit and sales receipts contain serial numbers?
	
	
	

	Is the accounts receivable bookkeeper restricted from preparing the bank deposit?
	
	
	

	Is the accounts receivable bookkeeper restricted from collecting cash from customers?
	
	
	

	Is the accounts receivable bookkeeper restricted from access to the cash receipts?
	
	
	

	Is the cashier restricted from accessing accounts receivable records?
	
	
	

	Is the cashier restricted from accessing bank and customer statements?
	
	
	

	Is each of the following responsibilities assigned to a separate employee: general ledger entries, cash receipt entries, and accounts receivable billing?
	
	
	

	Does the employee who opens incoming checks place restrictive endorsements on all checks received?
	
	
	

	Does the person who opens the mail prepare a list of all checks and cash received?
	
	
	

	Does the person who opens the mail deliver all checks and cash to the person responsible for the daily bank deposit?
	
	
	

	Does any employee perform an independent verification of the bank deposit ticket to the remittance list generated by the employee who opened the mail?
	
	
	

	Does the company use a lockbox service for cash receipts?
	
	
	

	Are there pre-numbered cash receipts for cash sales?
	
	
	

	Are employees who handle cash bonded?
	
	
	

	Is the person who handles customer complaints independent of the cashier or accounts receivable function?
	
	
	

	Comments:
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