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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.

For high grades use examples and illustrations where appropriate. 
	Assessment 9.

I. The factors on which a fraud risk assessment depends are, according to Pcaobus.org,. 2015:

Obtaining an Understanding of the Company and Its Environment should be sought to understand the events, conditions, and company activities that might reasonably be expected to have a significant effect on the risks of material misstatement. Obtaining an understanding of the company includes understanding:


The company's organizational structure and management personnel.


The sources of funding of the company's operations and investment activities, 
including the company's capital structure, noncapital funding (e.g., 
subordinated debt or dependencies on supplier financing), and other debt 
instruments;


The company's significant investments, including equity method investments, 
joint ventures, and variable interest entities;


The company's operating characteristics, including its size and complexity.


Relevant industry, regulatory, and other external factors.


The nature of the company;


The company's selection and application of accounting principles, including 
related disclosures;


The company's objectives and strategies and those related business risks that 
might reasonably be expected to result in risks of material misstatement; and


The company's measurement and analysis of its financial performance.


Obtaining an understanding of the company should evaluate whether 
significant changes in the company from prior periods, including changes in its 
internal control over financial reporting, affect the risks of material 
misstatement.

II.  Risk assessments are conducted to assess the negative influences and potential losses related to a prospective goal or decision  either quantitatively or qualitatively. The main practical purpose of risk assessment is to provide information, which can then be used to manage identified potential risks to avoid their occurrence or minimize their influence. Risk is estimated by incorporating a measure of the likelihood of the risk actually causing harm and a measure of the severity of harm in terms of the consequences to people, the environment or businesses. Eea.europa.eu,. 2015

III. The internal factors that should be considered are:

· Are there adequate monitoring activities?

· Does the company culture encourages honesty?

· Are the standards for performance and personal conduct understood?

· Is there a training regime for legal, ethical, fraud and security related matters?

· Is there a company policy with regard to fraud and dishonesty?

· Does the company punish unsatisfactory work practises and performance?

· Is there a clear understanding as to roles, accountability and responsibilities within the company?

· Is the company self regulating, what policies, inspections, procedures are in place, if any?

IV. Inherent risk ( businessdictionary.com, 2015)  is the probability of loss arising out of circumstances or existing in an environment, in the absence of any action to control or modify the circumstances. In a financial audit, inherent risk measures the auditor's assessment of the likelihood that there are material misstatements due to error or fraud in segment before considering the effectiveness of internal control. If the auditor concludes that a high likelihood exist, the auditor will conclude that inherent risk is high. It can be assessed as a percentage or simply as high, medium or low risk.

V. Residual risk is the  risk that remains after all efforts have been made to mitigate or eliminate risks associated with a business process or investment( investorwords.com,2015). It can be calculated simply by subtracting the level of internal controls that have been put into place to mitigate risk from the inherent risk.

There are two possible responses to residual risk: no response, as it is 
accepted; or action to take further preventative measures.


2.
The following is a check list for a manufacturing business, based on based on 
 information from the 2007 edition of the Fraud Examiners Manual published 
 by the Association of Certified Fraud Examiners.

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

2. Do any key employees appear to have a close association with vendors?

3. Do any key employees have outside business interests that might conflict with the company

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

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

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

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

8. Has the company established positive pay controls with its bank by supplying the bank with a daily list of checks issued and authorized for payment?

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

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

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

12. Are there policies and procedures addressing the identification, classification and handling of proprietary information?

13. Do employees who have access to proprietary information sign nondisclosure  agreements?

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

15. Are the organization’s financial goals and objectives realistic ?

16.Is there a written code of ethical and business conduct?

17.Are there ethical and security training programs for new employees and updates for existing ones?

18.Are screening procedures used for sensitive positions?

19. Does the company provide counselling for drug and alcohol abuse problems?

20.Are there adequate computer security and electronic surveillance systems in place?

21. Does the company have an internal audit function?

22.Are external audits performed regularly?

23. Does the company carry out regular employee performance reviews?
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