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	Subject: Assessment of Fraud Risk



Objectives:
To obtain an understanding of the entity sufficient to identify and assess the risk of material misstatements of the financial statements due to fraud.

Procedures:
Consider each factor and document results of discussions in the comments column. Where any response indicates susceptibility of misstatement due to fraud, consider additional test and record these as part of the Audit Strategy and Plan (Form 5.02 in Part D of the Manual). Cross reference to the respective working papers where additional discussions / tests recorded. The engagement team is required to maintain an attitude of professional scepticism during the audit. Each member of the team should maintain a proper state of mind throughout the audit regarding the potential material misstatement due to fraud and consideration of types of circumstances that, if encountered, might indicate the possibility of fraud. Circumstances identified should be documents and the approach to address the risk recorded as part of the amendments to the Audit Strategy and Plan.

Refer to Appendix I in Part 8 of the Manual on Examples of Fraud Risk Factors.

	Procedures
	
W/P Ref
	Comments

	1. Audit Planning: Discussions amongst the engagement team on areas susceptible to misstatements arising from fraud, considering the following factors (Refer to Section 8.4.2 of the Manual)

· Identification of areas that may be susceptible to fraud. 
	3.05
	During the meeting the following areas were identified as susceptible to fraud:

- Related party transactions.

- Cash sales.

- Tax compliance.



	· Practices followed by management to manage earnings.
	5.09
	The company prepares management accounts on a monthly basis and compares with budgets drawn. Variance are then discussed and acted upon.

	· External and internal factors that may create pressures on management to commit fraud.
	5.06
	The company is highly geared and the bank is an interested party in financial statements. This may create pressure on the management to create fictitious profits.

The presence of a number of related parties both within the country and outside. The management may tend to transfer profits from one company to another especially in regards to tax or other government regulations.

	· Consideration of risk of management override of controls
	
	The company is owner managed which means that the possibility of override of controls is high. However based on discussions with the management we have been assured that all directors are of high integrity with many years of experience and know the importance of setting standards for all other employees to emulate. 

	· Unusual or unexplained changes in behaviour or lifestyle of management or employees.
	
	Being the first year of audit it would be difficult to observe any drastic change. 

	· Consideration of any allegations of fraud and approach to deal with these.
	
	None noted

	2. Risk Assessment Procedures Specific to Risk Assessment (Refer to Section 8.4.2 of the Manual) including the:
· Governance oversight of the management’s process for identifying and responding to the risks of fraud and the internal controls that management has established to prevent and detect risks.
	
	The board of directors has delegated the process of formulating and implementing internal controls to the MD. 

The MD has the overall responsibility in terms of overseeing the implementation of strong internal controls. 

The MD has monthly meeting with heads of department to assess whether the various controls put in place are working and whether changes need be made.

The board meets on a quarterly basis to review management accounts and reports and to discuss company performance.

	· Management’s communications to governance regarding the processes for identifying and responding to the risks of fraud.
	
	There is no formally documented process for identifying and responding to risk of fraud. Employees are expected to maintain a high degree of integrity and any suspected cases of fraud to be reported to management, which in turn should take appropriate steps to inform the board.

	· Management’s process of identifying and responding to risks of fraud including specific risk that the management has identified or account balances, classes of transactions or disclosures for which a risk of fraud is likely to exist.
	
	The company overall approach to risk is to place reliance on the heads of the various departments.

Key areas that management has identified as high risk include: -

- The process of purchasing and receipt of goods.

- Cash sales and receipts.

- Holding of stocks at the warehouse.

	· Management’s communication to employees regarding its view on business practices and ethical behaviour.
	
	This is done through department meetings held at least on quarterly basis.

	· Attitude of internal audit towards the risk of fraud, and the process adopted by management in response to findings in relation to frauds.
	
	The company does not have an internal audit department

	· Inquiries within the entity and internal audit to determine instances of fraud within the entity, and how these have been dealt with. 
	
	                    N/A

	· Unusual or unexpected relationships identified during the preliminary analytical review.  
	
	None noted

	3. Identification of classes of transactions, account balances and disclosures in the financial statements that may be susceptible to fraud (Refer to Section 8.4.3 and Appendix II of Section 8 of the Manual).

	Identification of areas susceptible to fraud
	Identified risk of fraud at the assertion level and the possible misstatements
	Overall response and substantive procedures identified to reduce the audit risk

	· Related party transactions
	· Possibility of fictitious sales or purchases 
	· Trace invoice to bin cards and delivery notes.

	· Cash sales
	· Theft of cash

· Non-disclosure of cash sales
	· Trace cash sales to banking

· Verification of the serial sequence

	Planning stage: We have considered the assessment of fraud at the planning stage and any specific issues arising have been covered in the Audit Plan - Form 5.02.

Engagement partner: ASK                                                                                                            Date:30/03/07

	Completion: Based on the audit procedures performed and the audit evidence obtained, the preliminary assessment of the risks of material misstatements from fraud at the assertion level remains appropriate and further audit procedures have been undertaken to reduce the audit risk (document such amendments as part of the Audit Strategy and Plan in Form 5.02).

Engagement partner:  ASK                                                                                                            Date:20/05/07
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