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	Assignment 9
1.
I.
Fraud risk assessment depends on different levels such as:
· Entity
· Behaviour
· Products and services
· Geography
· Divisions
· Accounting and business processes
· Internal controls
· Computerized systems
In most cases factors will be considered at entity level the reason being fraud and theft can only be successful with the combination of executives and other employees’ personalities and other factors will be the environment, internal control and the culture in the organization. Once the process is initiated, different perspectives such as the ability of management to incorporate risk management practices should be examined.

II.
Fraud risk assessment depends on the investigators knowledge of fraud concepts such as
· The fraud triangle
· Fraud indicators
· Fraud schemes and accounting information systems
· Understanding of the fraud environment
Effective risk management is a continuous process as opposed to a point-in-time risk assessment. These tools and concepts are applicable in the internal investigations and they might also be used during the external fraud inquiries.

III.
Internal factors that are considered for the fraud risk assessment:
· Absence of culture that encourages honesty
· Inability to set and communicate performance standards for personal conduct
· Inadequate legal, ethical, fraud detection and security-related training
· Absence of company policy regarding sanctions for financial crime and breach of security
· Failure to provide counsel or take action against unsatisfactory levels of performance or questionable personal behaviour that violates organizational principles
· Lack of clarity in job roles, accountability, duties and responsibilities
· Irregular audits, inspections and follow thoughts 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.


IV.
The risk posed by an error or omission in a financial statement due to a factor other than a failure of control. In a financial audit, inherent risk is most likely to occur when transactions are complex, or in situations that require a high degree of judgment in regards to financial estimates. This type of risk represents a worst-case scenario because all controls have failed.
Inherent risk is one of the risks auditors must look for when reviewing financial statements, along with control risk and detection risk. When conducting an audit the auditor will try to gain an understanding of the nature of the business while examining control risks and inherent risks. If inherent and control risks are considered to be high, an auditor can set the detection risk to a lower level to keep the overall audit risk at a reasonable level.

V.
The residual risk is the risk or danger of an action or an event, a method or a (technical) process that, although being abreast with science, still conceives these dangers, even if all theoretically possible safety measures would be applied (scientifically conceivable measures). 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.








2.
	Item no
	Identifying potential risk factors for misappropriation of assets
	Comments and observations
	Controls identified
	Conclusion as to the relative exposure after application of the identified controls

	1
	Are there any assets that would be easy to convert for personal use?
	
	
	

	2
	Does the company operate in an industry where there is a high potential for customers to attempt to defraud or steal from the company?
	
	
	

	3
	How much oversight of operations is in place especially at remote locations?
	
	
	

	4
	What are the applicant screening procedures for employees who will have access to assets that are susceptible to misappropriation?
	
	
	

	5
	Are there adequate record keeping as well as good physical safeguards, over assets susceptible to misappropriation, such as cash, investments, inventory or fixed assets?
	
	
	

	6
	Is there effective oversight of procedures applied to monitor easily convertible assets and of the skills and integrity of employees In this area?
	
	
	

	7
	Does the company segregate duties or independently check assets that are subject to misappropriation?
	
	
	



	8
	What kinds of systems are in place to authorize and approve transactions (for example in purchasing)?
	
	
	

	9
	Is there a policy that requires timely and appropriate documentation for transactions (credit for merchandise returns)?
	
	
	

	10
	Do changes in work practices or systems require prior approval before being implemented?
	
	
	

	11
	How extensive are the audit trails or documentation required for transactions?
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