[image: BOLC_Logo]                                                                  
   Assignment Cover Sheet





	Student Name:
	Vishnu Vardhan. A

	Student Number:
	28915

	Course:
	Diploma in Forensic Accounting (level 4)

	Assignment NO:
	09



Marking Criteria:
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1. Give short answers for the following questions:
i. Outline the factors on which fraud risk assessment depends.
Ans:
· The fraud risk assessment can be understood by knowing the factors which contribute towards fraud. The factors which outline the context of fraud come from the fraud triangle. They are-
· Pressure – when the individual is under pressure professionally and personally, which drives him/her to commit illegal activities by stealing or abusing the system in place
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· Rationalization – it is justification of the act under pretext of personal, socio-economic motivations. Wherein the individual creates his/her own idiosyncratic opinions of the people and system thereby rationalizing the act in question.
· Opportunity – with all the motivations and rationalizations which come to be they are all unless there an opportunity to do so. Thus, the fraud opportunist looks into and analyses the behaviour, patterns and processes. Hence plotting for an efficient manipulation of the same for his/her self-serving goals.
ii. What are the main concepts about risk assessment?
Ans: 
· The main concepts of the risk assessment are
· Fraud triangle – it is a framework designed and coined by American sociologist Donald R. Cressey. It explains the reasoning behind the decision to commit fraud by categorizing them into pressure, rationalization, and opportunity.
· Fraud indicators – these are tools which are used to prevent, detect, and examine any discrepancies in the business. The fraud indicators help with two types of detection one associated with direct losses and another with hidden losses.
· Fraud schemes – a fraud scheme is a system and process created by a fraudster for profit. The many schemes revolve around fraudulent financial reporting, misappropriation of assets, and corruption frauds.
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· Accounting information systems – it is used by decision makers, includes auditing, financial accounting and reporting, taxation, and management accounting. This a computer based and forms a primary data through systematic collection, storage and process.
iii. What are the internal factors that should be considered for fraud risk assessment?
Ans:
· The internal factors are mainly employees of the organization taking advantage of the position, process and controls for personal benefit. The factors to be considered for risk assessment are:
· Culture – management should emphasise on the work ethics and the benefits and productivity which comes along with it. Any lack of deterrence towards any kind of anti-social, self-serving behaviour with unjust rationale with any kind of pretexts.
· Policies – without defining and drawing a clear line regards duties, job, responsibility, and accountability it would be an open invitation to fraud.
· Procedures – lack of constant reconciliation, regular audits, and random checks of receipts and payments, claims and allowances.
·  Process – lack of clear operational, management, and governance of the business, avoiding suspicious transactions, stocktakes, records of equipment and assets, 
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iv. What is inherent risk?
Ans: 
· Inherent risk is the vulnerabilities and failures of control and processes of audit within the organizations. Risk is defined by the complexity of the organizations and regulations in place. The risks can be best qualitatively measured by the means of a risk map/risk heat map.
· Inherent risk forms one-third of the total overall audit risk and as follows:
Audit risk = inherent risk * control risk * detection risk.
· While assessing inherent risk the following factors are taken into account:
· Nature of business
· Complexity
· Management integrity
· Prior audit outcomes
· Economy
· Non-routine transactions
· Subjective estimates
· The companies normally have a policy of overall audit risk in terms of percentage e.g. 10%, and in accordance to it sets a proportional expected percentage to the inherent risk. It is calculated as:
Inherent risk = (control risk * detection risk) / audit risk
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v. Define the term ‘residual risk’.
Ans:
· Residual risk is a risk the remains after all the perceived and calculated risk is taken in account and executed for. 
· The formula for residual risk is:
Residual risk = inherent risk – impact of risk controls
· Inherent risk – also called the gross risk, a risk before or in the absence of controls.
· Impact of risk controls – a quantified expression of the risk that has been removed or leveraged by internal/external controls
· There are four ways that a company can approach risk:
· Avoiding – by avoiding the risk let’s say a new project the management places the company at risk from the competitor
· Reduction – in the process of risk reduction in the process or controls the process itself may be compromised thus exposing the company to more risk
· Transfer – it talks about insurance where the perceived risk is insured and does not go accordingly
· Acceptance – it’s the acceptance of the risk that remains after all the measures that are taken which are mentioned above.
· A few more precautionary steps for residual risk are: identify and mitigate, risk framework, governance and compliance policy, SWOT analysis, risk appetite, offset risk or transfer risk, maintain resource buffer.
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2. Prepare a fraud – risk assessment check list for any business of your choice.
Ans:
· Hanram corp. is a corporation founded with a mission of providing best in class consumer goods at affordable prices without compromising quality and services.
· Its objective is to have a reciprocative approach to the consumer needs and fulfil them with the state of art facilities at very select and strategic locations and also to capture as much market as possible.
· It requires sound policies, principles and procedures through which the company can sustain its vision for the future of the company.
· [bookmark: _GoBack]The healthy morale can best be maintained by taking a strong approach to fraud and its related risks. It can be ensured by continuous audits constant review of the process and procedures.
· The fraud risk factor checklist recommended by, “New AU Section 240, Appendix A.”
· Part 1: risk of misstatements from fraudulent financial reporting - 
· High degree of competition or market saturations, accompanied by declining margins? (Y/N/NA)
· High vulnerability to rapid changes, such as technology, product obsolesce or interest rates? (Y/N/NA)
· Operating losses making the threat of bankruptcy, foreclosure, or hostile takeover imminent? (Y/N/NA)
· A need to achieve financial targets required in bond covenants? (Y/N/NA)
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· Pressure for management to meet the expectations of the legislative or oversight bodies or to achieve political outcomes, or both? (Y/N/NA)
· Significant, unusual, or highly complex transactions, especially those close to period end that pose difficult “substance over form” questions?
· Use of business intermediaries of which there appears to be no clear business justification?
· Difficulty in determining the organizations or individuals that have controlling interest in the entity?
· High turnover rates or employment of accounting, internal audit, or IT staff who are not effective?
· Is there a known history of violations of securities laws or other law or regulations, or claims against the entity, its senior management, or those charged with governance alleging fraud or violations of law or regulations? (Y/N/NA)
· Are there recurring attempts by management to justify marginal or inappropriate accounting on the basis of materiality? (Y/N/NA)
· Part 2: risk from misappropriation of assets – 
· Known or anticipated future anticipated layoffs? (Y/N/NA)
· Promotions, compensation, or other rewards inconsistent with expectations? (Y/N/NA)
· Fixed assets that are small in size, marketable, or lack of observable identification of ownership? (Y/N/NA)
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· Inadequate physical safeguards over cash, investments, inventory or fixed assets? (Y/N/NA)
· Is there a disregard for the need for monitoring or reducing risks related to misappropriation of assets? (Y/N/NA)
· Is there changes in behaviour or lifestyle that may indicate assets have been misappropriated? (Y/N/NA)
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