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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. 
	1 i. Fraud risk depends on the below mentioned factors:

· Corporate Environment Factors - Organisations in certain fields are prone to theft, fraud and embezzlement due to the nature of the businesses for example theft would be high in the banking industry due to the high volumes of cash involved. Governmental Institutions lack effective controls which encourage fraudulent activities.
· Economy - The economy plays a vital role in such that instability, unemployment levels in the economy would lead to more stealing.
· Internal factors - lack of sound controls, goals, ethics and culture within an organisation would create opportunities for employees to commit fraud.
· Employee personalities - Fraud usually takes places by executives or heads of departments due to the high levels of trust and responsibilities held by these individuals.

ii.  The main concepts about risk assessment are:

· The likelihood of an event occurring
· Identifying the risk and type of risk
· Managing risks involved in an event
· Reducing or minimising the influence of potential risk

iii. Internal factors that should be considered for fraud risk assessment are the levels of controls and supervision activities in effect. These include:

· Type of relationship between employees. Close relationships and friendliness between senior staff and junior staff in an organisation can create collusion of minds.
· Non - existence of company policies or non- execution of vaguely written down on paper on financial crime and breach of confidential information. 
· levels of training provided to staff on new tasks assigned and the degree of accountability held.
· Inability to communicate job responsibilities and duties, goals and performance target levels to achieve.
· Lack of responsibilities and accountability due to lack of compliance, irregular accounting and auditing systems in place.
· Absence of ethics, culture to encourage professional behaviour.

iv.  Inherent risk is a possibility of a loss occurring by error or  omission in a financial statement due to the nature of an organisation's business. It is a risk present naturally when no controls or other mitigating factors are present or implemented when performing a transaction. Inherent risk is mostly likely to be present in complex transactions or in situations that require a high degree of judgement in financial estimates. Stock companies, investment funds and real estate companies usually pose higher inherent risks due to the inability of providing basis of calculation and the accuracy of the estimates.	
v. Residual risk is the threat that remains even after all theoretical possible safety and control measures are implemented. It can be calculated as Inherent risk less impact of risk controls where the basic concept of risk is threats x vulnerability.
Organisations and individuals choose to either accept residual risk i.e. no response or take further preventative measures by purchasing insurance to transfer the risk the insurance company. When addressing residual risk, organisations should identify relevant government compliance requirements, establish control framework within the organisation, recognize existing risks and discover available options for offsetting risks unacceptable.

2. The below is a fraud risk assessment checklist for a Beverage Importation and distribution Company:

	Identifying potential risks
	Inherent Risk
	Department
	Control Assessment and effectiveness
	Residual Risk
	Fraud risk response

	
	
	
	
	
	

	Contracts improperly awarded
	Possible
	General Management
	Reviews of reports by Management before applying for tenders

Conflict of interest disclosure
	Risk of management override

Undeclared conflict of interest
	Lack of poor disclosure.

No Comparison between  market prices and company prices.

Strong competition levels

	Misappropriation of assets:
	
	
	
	
	

	Inventory theft by employees/others
	Reasonably possible
	All employees/ visitors
	Accounting and approvals for assets and inventory taking are segregated.

Visibility of beverage bottles or boxes and physical safeguards
	Adequately mitigated by controls

Slight risk of portable items being hidden in clothes or personal bags
	Independent staff check on exit where the beverages are stored

Physical safeguards over assets such as cash, inventory, fixed assets.

	Cash /Checks – Timely customer receipts
	Probable
	Accounting/Receptionist/Sales staff
	Daily bank and cash reconciliations 

Sending statements to customers on a weekly basis to confirm outstanding balances
	Possibility of delay in reconciliations and. If cash has been received and not banked there will be nothing to reconcile.
	Limit cash payments to cheque payments only. 

Create awareness payments to be received only by Accountants

	Unauthorised Payables/ Expenditures
	Probable
	Accounting
	Invoices for payment approved and signed by Credit Control Officer


	Collusion of officer with vendor
	Payment to pass through a chain of command.

	Oversight of Operations
	Probable
	All departments
	Documents confirmation by Accounts from Matching orders to invoices to dispatch notes to delivery notes
	Communication breakdown between different departments such as office to warehouse


	Flow of information through emails and system controls

Extensive Audit trails of documents required for transactions

	Financial Reporting:
	
	
	
	
	

	
	
	
	
	
	

	Under Revenue Recognition
	Remote
	Accounting/Sales
	Discount codes on sales invoices authorised and accessible by privileged staff only.

Locked log in usernames and passwords
	Risks of Management override.
	Unauthorised access to systems to raise or amend invoices.



	Inappropriate journal entries:
	Possible
	Accounting
	Journal entries log maintained on a weekly basis.

Review process in place for journal entries to be passed.
	Risk of override
	Multiple entries of same amount, account and date

Unusual combination of debit and credit entry


	Under inventory recognition
	Possible
	Accounting/Purchasing/Sales
	Stock count done on a monthly basis

Review of purchases and sales from the system to the physical documents

	Adequately mitigated by controls
	Strange performance ratios given the volume of sales and purchases.

	Reporting more receivables
	Remote
	Accounting/Sales
	Receivables and receipt recording are segregated
	Adequately mitigated by controls
	Aged and large balances shown as outstanding.
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