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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. 
	Short answers:

i. Outline the factors on which fraud risk assessment depends?

The factors to be considered during a fraud risk assessment are probability and impact.  Probability is the measurement of the likelihood of the fraud actually occurring and impact measures the effect on the organisation of the fraud taking place.  The organisation is at most risk from a potential fraud which is highly probable with a high impact.  By measuring the probability against impact, an organisation can decide what procedures need to be put into place to minimise risk.


ii. What are the main concepts about risk assessment?
	
The main concepts about risk assessment are the investigators knowledge of the fraud environment, accounting information systems, fraud schemes, fraud indicators and the fraud triangle.  

  
iii. What are the internal factors that should be considered for fraud risk assessment?

It is important to consider the types of frauds that are most likely to occur in a particular organisation or division.  It is equally as important to consider who the most likely perpetrators will be.  The fraud risk can only be managed and have counter measures put in place if it is properly identified. A risk assessment is not a one off exercise but a continuous process. 

iv. What is ‘inherent risk’?

Inherent risk is the risk which exists before any controls are put into place.   By identifying the inherent risks which exist within an organisation, controls can be identified  and put into place in order to reduce the risk. 
. 

v. Define the term ‘residual risk’.

Residual risk is the risk that exists despite every effort being made to avoid it.  The risk is out with the realms of control.  Residual risk can be assessed by comparing inherent risk to the controls that have been put into place.  An organisation may deal with residual risk by obtaining insurance against any potential losses. 

Prepare a fraud - risk assessment check list for any business of your choice.
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Fraud Risk Assessment Checklist
	Insolvency Division – Creditor Distributions

	
Specific Risk
	Risk Owner
	Inherent Assessment
	
Controls Assessment
	
Residual Assessment
	Action Planned
	Target Date


	
	
	Impact
	Likelihood
	
	Impact
	Likelihood
	
	

	
Employment of a high risk individual
	
AMC
	
High
	
Medium
	
Satisfactory background checks to carried out on each employee BEFORE they can commence employment.
	
Low
	
Low
	
Background checks form part of the employment process.  Test a sample of employee records to ensure that control is properly adhered to

	
30/09/18

	
Employee becomes high risk during employment due to a change in personal circumstances

	
AMC
	
High
	
Medium
	
Carry our annual ‘Fit and Proper’ declaration for each employee.  
	
Medium
	
Medium
	
Introduce ‘Fit and Proper’ questionnaires for all staff. 
	
30/09/18

	
False claims are received from external parties and accepted during adjudication process
	
MEL
	
High
	
Low
	
Adjudication of claims include referring back to the companys books and records to reconcile claim.  Adjudication checklists are authorised by the case manager.  Where a distribution is over £5k the manager independently verifies the claim directly with the claimant.

	
Medium
	
Low
	
Sufficient controls currently in place.   Carry out a review of a sample of cases to ensure adherence. 
	
31/10/18

	Insolvency Division – Creditor Distributions

	
Specific Risk
	Risk Owner
	Inherent Assessment
	
Controls Assessment

	
Residual Assessment
	
Action Planned
	
Target Date

	
	
	Impact
	Likelihood
	
	Impact
	Likelihood
	
	

	
False claims are received from employees/employees associates and accepted during adjudication process
	
MEL
	
High
	
Medium
	
Adjudication of claims include referring back to the companys books and records to reconcile claim.  Adjudication checklists are authorised by the case manager.  Where a distribution is over £5k the manager independently verifies the claim directly with the claimant.

	
Medium
	
Medium
	
Sufficient controls currently in place.   Carry out a review of a sample of cases to ensure adherence. 

Managers to be reminded to flag unusual employee behaviour. 
	
31/10/18

	
Cashiers making fraudulent bank payments to themselves/connected parties
	
MEL
	
High
	
Medium
	
Separation of bank rights ensuring that administrators cannot authorise payments.
 
	
Low
	
Low
	
No action, controls in place
	


	
Individuals holding bank authorisation rights making fraudulent payments to themselves
	
MEL
	
High
	
Medium
	
Separation of bank rights ensures that those tasked with authorisation cannot set up payments via the banking system.  

	
Low
	
Low
	
No action, controls in place
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