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1.
(i)    The performance of a fraud risk assessment is to identify potential fraud schemes and events that need to be mitigated. The fraud risk assessment will depend on:

a) Identification of inherent fraud risk which involves gathering information to obtain an understanding of the fraud risks that may be associated with the organisation. In this process consideration should be given to the types of fraud schemes and scenarios, i.e. incentives, pressures and opportunities to commit fraud.

b) The probability, which is assessing the likelihood and significant or the impact of the identified fraud risks, based on historical information, known fraud schemes and interviews with the business process owners.

c) The corporate environment of the entity, as some organisations may be more vulnerable to theft, fraud and embezzlement. A general overview of the economy should also be considered as a downturn in the economy can lead individuals to rationalize perpetrating a fraud.

d) The internal factors of the organisation should be considered as the probability of fraud increases where there is a lack of monitoring and inadequate controls.

(ii)   The main concepts about risk assessment are that it is used to identify and minimise the risk of fraud. Identifying the business processes and measuring the total number and ratings for the fraud schemes that may be associated can highlight potential fraud risk. 
       In assessing the fraud risk the auditor should consider the measures and relationships in relation to the impact of potential losses caused by the fraud scheme. Consideration should be taken on the most relevant and reliable indications that need to be measured which is notably difficult. 
        
       An assessment on the control environment which involves a determination of the controls that are in place to prevent fraud and mitigate the effects of the fraud scheme.
       
[bookmark: _GoBack]       The inherent and residual risks must be a factor to also consider in the fraud risk assessment.

(iii)  The internal factors to be considered in a fraud risk assessment include:

(a) The culture and tone set at the top by the Board;
(b) The availability and implementation of codes of conduct and ethical standards;
(c) The organisation’s legal, ethical, fraud detection and security related training programs;
(d) Company policy on sanctions for financial crimes and breach of security;
(e) Segregation of duties and clarity in job roles;
(f) Audits, inspections and compliance monitoring programs.
 

(iv) Inherent risk is the risk that an activity would occur if no controls or other mitigating    factors were implemented. These are the risks that are present in the system and the organisation before management can take action. An inherent risk can be expressed as a percentage or as high, medium or low risk. The factors to consider when measuring the inherent risk include the industry, strategy, the organisation’s structure and the industry that it is operating in.
 
(v) Residual risk is the risk that remains after controls have been put in place. By subtracting the level of internal controls used to mitigate risk from the inherent risk. The two possible responses to this risk are no response because the risk is accepted or action to take further preventative measures in order to mitigate residual risk.



	2. Fraud Risk Assessment Checklist – National Rum Company Limited

	Statement
	YES
	NO
	Not Applicable (N/A)
	Comments

	Risk factors in relation to organisation and management structure
	
	
	
	

	Is there a motivation for management to engage in fraudulent financial reporting? 
	
	
	
	

	Has there been a failure by management to display and communicate an appropriate attitude regarding internal control and the financial reporting process?
	
	
	
	

	Has there been from non-financial management excessive participation in, or preoccupation with, the selection of accounting principles or the determination of significant estimates?
	
	
	
	

	Has there been a high turnover of management, employees or board members?
	
	
	
	

	Is there a strained relationship between management and the current or predecessor auditor?
	
	
	
	

	Is the corporate governance structure weak or ineffective
(e.g. members lack independence from management)?
	
	
	
	

	Are there new accounting, statutory or regulatory requirements that could impair the financial stability or profitability of the entity?
	
	
	
	

	Is there a high degree of competition or market saturation, accompanied by declining margins?
	
	
	
	

	Does the company operate in a declining industry with increasing business failures and significant declines in customer demand?
	
	
	
	

	Has the company been unable to generate cash flows from operations while reporting earnings and earnings growth?
	
	
	
	

	Are there any assets, liabilities, revenues, or expenses based
on significant estimates that involve unusually subjective judgments or uncertainties, or that are subject to potential significant change in the near term in a manner that may have a financially disruptive effect on the entity?
	
	
	
	

	Are there any significant related party transactions not in the ordinary course of business or with related entities not audited or audited by another firm?
	
	
	
	

	Is there an overly complex organizational structure involving numerous or unusual legal entities, managerial lines of authority, or contractual arrangements without apparent business purpose?
	
	
	
	

	Has there been unusually rapid growth or profitability, especially
compared with that of other companies in the same industry?
	
	
	
	

	Does the company have unrealistically aggressive sales or profitability incentive programs?
	
	
	
	

	Have there been any adverse consequences on significant pending transactions (such as a business combination or contract award) if poor financial results are reported?
	
	
	
	

	Risk factors in relation to controls
	
	
	
	

	Is there a lack of appropriate management oversight (for e.g. inadequate supervision or inadequate monitoring of remote locations)?
	
	
	
	

	Are suitable procedures in place to screen job applicants for positions where employees have access to assets susceptible to misappropriation?
	
	
	
	

	Is there adequate record keeping for assets susceptible to misappropriation?
	
	
	
	

	Are there appropriate segregation of duties and independent checks?
	
	
	
	

	Is there an appropriate system of authorization and approval of transactions (for example, in purchasing)?
	
	
	
	

	Are there poor physical safeguards over cash, investments, inventory or fixed assets?
	
	
	
	








Student Statement:

By submitting this assignment, I confirm that this is my own work.

	Student Signature
	Burnadene Falconer
	Date
	3 January 2017




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




