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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. 
	Please insert your completed assignment ( in word format)  here:

Question One:

i. Outline the factors on which fraud risk assessment depends.

Fraud risk assessment is the evaluation of the risk of potential fraud that could impact on the business operations. It involves asking questions such as how could a fraud perpetrator exploit the weaknesses of an internal control system and how employees could collude to commit a fraud. 

Fraud risk assessment depends on 

· Corporate Environment Factors- these look at the type of industry the organization is in. It’s been observed that some industries are more vulnerable to fraud than others for instance the backing industry. 

· The economy, most people tend to steal in bad times

· Internal factors such as the honesty culture of an organization, lack of an internal audit department

· Also look at the fraud schemes that have the probability of happening while guiding the anti fraud measures. 

ii. What are the main concepts about risk assessment?

The main concepts are 

· The probability that is the likelihood of a fraud happening. Is the likelihood higher and will the presence of internal controls help in reducing the probability of the fraud happening. 

· The impact that is if the fraud event happened what the magnitude would be to the organization, is it significant, material and is it possible to mitigate the impact. 

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

These are the factors at the entity level. Some of the factors considered are those that lead to increased probability and misappropriation of assets, and lack of internal controls. These include;

· A dishonest culture among the employees in the organization

· Lack of clarification of roles and responsibilities 

· Lack of regular audits and no follow up of past audit findings

· Inadequate controls and fraud detection techniques

iv. What is ‘inherent risk’?

Inherent risk is the damage that can happen to an organization does not have any or sufficient controls thus enabling fraud to happen. These are risks that are present before management action. There are more likely to happen when transactions are complex or require a higher degree of judgment in regards to  financial estimates. To identify the fraud risk, one needs to 

gather information to obtain the population of fraud risks that could apply to the organization. Included in this process is the explicit consideration of all types of fraud schemes and scenarios; the fraud triangle; incentives, pressures, and opportunities to commit fraud; and IT fraud risks specific to the organization.

v. Define the term ‘residual risk’.

Residual risk refers to the level of risk that an organization that remains once it mitigates all the risks with internal controls. It’s not possible for organizations to eliminate all the fraud risks faced by an organization in totality because after consideration of the internal control structure, it may be determined that certain fraud risks may not be mitigated adequately due to several factors, including properly designed controls are not in place to address certain fraud risks and controls identified are not operating effectively. It’s basically the net of controls and the inherent risk.  Fraud risks that remain unaddressed by appropriate controls comprise the residual fraud risks.
Question Two:

Prepare a fraud - risk assessment check list for any business of your choice.

My fraud risk assessment is for a funds disbursements process in a manufacturing company;

Identified fraud risk

Likelihood

Significance

Dept/People

Existing anti-fraud control

Control  Effectiveness

Residual Risk

Payment vouchers being processed for payments more than once

Possible

Material

Finance

Punching all the payment documents to ensure that there are not used to process payment more than once

Tested by Internal Audit- OK

Missed document in punching

Processing payment to a vendor who has not delivered goods or performed a service

Reasonably possible

Significant

Finance/procurement

Three way matching of documents in the system; checking for invoice, delivery note and LPO

Tested by Internal Audit- OK

None

Changing the vendors payment details without proper instructions

Possible

Material

Finance

As part of KYC, vendor payment details endorsed by their bank

Tested by Internal Audit- OK

Fake documentation that might not be possible to be authenticated could be provided

Lack of Segregation of roles in the payment process

Possible

Material

Finance

Roles are segregated in the manner that the accounts payable initiates a payment, the treasurer validates it, and its approved online by two signatories before its released by the bank

Tested by Internal Audit- OK

Collusion between employees of two departments

Domineering management to override the controls

Possible

Significant

Management

All internal control processes have been properly documented and management have assented 

Tested by Internal Audit- OK

Management can use their authority to override these controls

Stolen company cheques used to make fictitious payments

Possible

Material

Treasury

All blank cheques are kept in a safe in the treasury department and for any cheques issued, a log is kept

Tested by Internal Audit- OK

The treasurer could steal the cheques himself

The cashier giving petty cash without being authorized

Reasonably possible

Material

Cashier

All petty cash vouchers are approved by the line manager and the finance director or the managing director prior to payment being issued

Tested by Internal Audit- OK

The cashier could issue a payment without properly checking if the petty cash document is being approved
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