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Marking Criteria:
We expect the learners to write minimum one well expressed point inthree 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. Factors on which fraud risk assessment depends
· Corporate Environmental Factors
According to ACFE 2008 report to the nation RTTN, when its members were surveying resolved frauds, it was revealed that 959cases had been reported. One of the statistics concerned the industries represented in these cases. Some industries and organizations are more vulnerable to theft, fraud and embezzlement than others. A factor to consider while conducting risk assessment is whether the entities working in industries that have a higher susceptibility to fraud are at a greater risk of fraud e.g.; the 2008 RTTN (USA) results are as follows;
Industry by frequency-
*banking/financial services (14.5% of all cases reported)
*Government/public administration 11.7%
*healthcare 8.4%
*manufacturing 7.2%
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*retail 7%
Economy is another factor to consider during risk assessment. People steal in good times, and in bad times they steal even more!
· Internal factors
These are factors that contribute to the increased probability of fraud and embezzlement  within the organization due to lack of monitoring activities and inadequate controls like; 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 key position.
· Fraud factors
Risk assessment should also consider fraud schemes that have the probability of occurring while guiding the anti-fraud program. For example, 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. Corruption cases may also involve outsiders who collude with fraudsters working for the entity.
II. Main concepts of risk assessment
Fraud risk assessment depend on the investigator’s knowledge of fraud concepts, such as the fraud triangle;
                                 Motive(compels an individual to commit fraud)





            opportunity	rationalization(convincing thoughts that they have)

-fraud indicators (red flags for fraud; for persons committing fraud and have a higher personal code of ethics; the behavioral changes are more likely to occur. Such a change in lifestyle is observable and is known as a red flag for fraud, the following are some examples of red flags;
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· Reject transfers, promotions, or other job offers.
· Exhibit behavioral characteristics associated with egocentrics or control freaks
· Tendency to blame others
· Inability to look people in the eye.
· Irregular work history.
Other fraud concepts include; discrepancies in the accounting records(eg.transactions are recorded in complete or timely manner or improperly recorded as to amount, accounting period, classification or entity policy), disbursements and kickbacks, revenue recognition and income management, and an understanding of the fraud environment, which includes timeframe, entity, efficacy of internal controls, etc.
III. Internal factors to be considered for risk assessment
· Lack of clarity in job roles, accountability, duties and responsibilities.
· 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 key positions.
· Failure to provide counsel or take action against unsatisfactory levels of performance or questionable personal behavior that violates organizational principles.
· Absence of company policy regarding sanctions for financial crimes and breach of security.
· Inadequate legal, ethical, fraud detection and security-related training.
· Inability to set and communicate performance standards and standards for personal conduct.
· Absence of a culture that encourages honesty.
IV. Inherent risk
An inherent risk 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 circumstance.
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In auditing standards, it is defined as the risk that a financial record is incorrect absent any internal controls. The inherent risk measures the auditors’ assessment of the likelihood that there are material misstatements due to error or fraud in segment before considering the effectiveness of the internal control. If the auditor concludes that a high likelihood exists, the auditor will conclude that inherent risk is high.
Alternatively, inherent risk could be equated to the probability that a financial record is incorrect. It happens to the nature of the business-It is indeed a category of threat that describes potential losses or pitfalls that exist before internal security controls or mitigating factors are implemented.
V. Residual risk
A residual risk is a portion of the risk that is left after a risk assessment has been conducted. It is a risk that remains after an organization has implemented security controls to comply with legal standards.
It can also be known as the risk or danger of an action or an event, a method or a (technical) process that, although abreast with science, still conceives these dangers, even if all theoretically possible  safety measures would be applied (science conceivable measures). In a nutshell, it is the exposure to loss remaining after other known risks have been countered, fadored or eliminated.
In Economic context, residual means ‘the quality left over at the end of a process; a remainder….(dictionary.com)
The formula for residual risk stands as follows;
Residual risk= (inherent risk)*(control risk); where inherent is threats and vulnerability.
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QUESTION TWO
A fraud assessment checklist for an NGO
	Fraud schemes
	Inherent risk
	Controls assessment
	Residual risk
	Business processes
	Red flags

	Theft of all receipts  or shorting the deposit(skimming)[footnoteRef:2] [2: Skimming is removal of cash received prior to entry in an accounting system leaving no audit trial.] 

	 Inadequate segregation of duties.
Unusual journal entries or unusual items on the bank reconciliation
	Compare bank deposits to cash receipts records.
Review existing bank reconciliation.
	Cash receipts or deposit totals differ from expected patterns.
Inventory shortage.
	Reconcile inventory to sales.
Written confirmation to prior donors.
	Unusual behavior of potential suspects.
Missing transaction record.

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Unauthorized payroll or payroll related disbursements.
	Uncontrolled unclaimed payroll checks.
Inadequate segregation of duties.
	Review check register for extended period and account for unsequenced checks. 
 Also review payroll register, personnel files, and payroll checks
	Unapproved timesheets or time cards.
Unusual or unexpected fluctuations from budget in payroll expense or hours.
	Ratio analysis, distribute or observe distribution of payroll checks on a surprise basis.
	Late tax deposits, unusual endorsements on tax deposits, unusual behavior of potential suspects
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