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ASSIGNMENT NO.9 FRAUD RISK ASSESSMENT.

QUESTION 1
1. Outline the factors on which fraud risk assessment depends.
Answer. 
Fraud risk assessment factors depends on the following;
1. Corporate Environment Factors in which it operates depends on nature of items a) Size and value. 
2. Internal factors - in fraud risk assessment, this factor that contribute to the increased probability of fraud and embezzlement which are lack of monitoring activities and inadequate control such as irregular audits, inspections and follow-throughs to monitor compliance with organizational goals , policies ,procedures ,priorities and government regulations due to which there is a general lack of accountability in the key positions. Absences of a culture that encourages honesty. Lack of clarity in job roles, accountability, duties and responsibilities.  Inadequate legal, ethical, fraud detection and security –related training.  Inability to set and communicate performance standards and standards for personal conduct. Lastly failure to provide counsel or take action against unsatisfactory levels of performance or questionable personal behavior that violates organizational principle.


3. Fraud factors-risk assessment should also consider fraud schemes that have the probability of occurring while guiding the anti-fraud program instance in financial statement fraud, executives have a higher probability of being involved, and in asset misappropriation and corruption a trusted employee is more likely to be involved. Fraud cases may also involve outsiders who collude with fraudster working for the entity. It is vital during risk assessment to take these individual into account and take countermeasures to detect fraud.

11. What are the main concepts of risk assessment?
Answer. 
Concepts of risk assessment in key areas: the ‘what works’ evidence-based practice concepts of risk, need, responsively and professional discretion; the range and type of risk factors and protective factors used in forensic risk assessments; and defensive decision making.
  




111. What are the internal factors that should be considered for fraud risk assessment?
Answer. 
 in fraud risk assessment, this factor that contribute to the increased probability of fraud and embezzlement which are lack of monitoring activities and inadequate control such as irregular audits, inspections and follow-throughs to monitor compliance with organizational goals , policies ,procedures ,priorities and government regulations due to which there is a general lack of accountability in the key positions. Absences of a culture that encourages honesty. Lack of clarity in job roles, accountability, duties and responsibilities.  Inadequate legal, ethical, fraud detection and security –related training.  Inability to set and communicate performance standards and standards for personal conduct. Lastly failure to provide counsel or take action against unsatisfactory levels of performance or questionable personal behavior that violates organizational principle.



1V. What is “inherent risk”?
Answer. 
In inherent risk is risk posed by an error or omission in a financial statement due to a factor other than a failure of control. In inherent risk, in a financial audit, is most likely to occur when transactions are complex, or in situation that require a high degree of judgment in regards to financial estimates. This type of risks represents a worst-case scenario because all control failed.  In financial audit, it measures the auditor’s assessment of the likelihood that there are materials 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. Companies operating in highly regulated sectors, such as the financial sector, are more likely to have higher inherent risk, especially if the company does not have audit d department without an oversight committee with a financial background.

V. Define the term ‘residual risk’
Answer.
A risk that remains after all efforts have been made to mitigate or eliminate risks associated with a business process or investment. After a risk assessment, a residual risk may be known but not completely controllable, or, it may not be known. In either case, the residual risk is assumed by whoever owns the investment or the business process.  


QUESTION 2
Prepare a fraud risk assessment check list for any business of your choice. 
Answer. 

The purpose of this checklist is to provide board of directors and management with series of questions to ask that can help in assessing the risk of fraud. It also provides a possible structure for management to use in documenting its thought and conclusions.
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	Identified and fraud risk and schemes 
	Likelihood 
	Significance 
	People  
and or department 
	Existing anti-fraud control 
	Control effectiveness assessment 
	Residual risk
	Fraud risk response

	Financial Reporting:

Revenue Recognition
-recording 
Receipts in incorrect 
Period   


Expenditure 
Recognition
-holding bills
-improper 
Coding of bills.


Misclassification of balances. 
-reporting 
More receivables 
And less cash to conceal 
Misappropriation of
Receivable 
Payments.

Misappropriation of Assets:
Cash/Checks
-At time of receipt 

Accounts payable/Expenditures 
-Unauthorized Pcard trasactions
-fifictious vendors 
-inflated invoices from vendors


Payroll
-Unauthorized payroll adjustments


Capital Assets/Inventory 
-theft by employees
-theft by others 

Corruption:
-Kickbacks /Conflict of interest 
-contracts award improperly
-
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