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.01 The specific conditions listed below may indicate the presence of inherent risks, some of which may also be fraud risks. Some of these may affect many accounts and assertions; others may affect only one account or assertion. This section assists the auditor in considering each of the inherent risk factors described in FAM 260.21 and the fraud risk factors described in FAM 260.30 relating to industry conditions, operating conditions, financial stability, and susceptibility of assets to misappropriation, although it is not all inclusive. The auditor should evaluate any other relevant factors and conditions.

.02 Nature of the Entity’s Programs and Operations 
· Programs are significantly affected by new/changing governmental regulations, economic factors, and/or environmental factors.

· Contentious or difficult accounting issues are associated with the administration of a significant program(s).

· Major uncertainties or contingencies, including long-term commitments, relate to a particular program(s).

· New (in existence less than 2 years) or changing (undergoing substantial modification or reorganization) programs lack written policies or procedures, lack adequate resources, have inexperienced managers, and generally have considerable confusion associated with them.

· Programs that are being phased out (being eliminated within 1 or 2 years), lack adequate resources, personnel motivation, and/or interest.
· Significant programs have a history of improper administration, affecting operating activities.

· Significant programs have a history of inadequate financial management causing management to resort to extensive, costly, time-consuming, ad hoc efforts to prepare financial statements by the required deadline.

· Management faces significant pressure to obtain additional funding necessary to stay viable and maintain levels of service considering the financial or budgetary position of a program, including the need for funds to finance major research and development or capital expenditures.

· Management faces significant pressure to “use or lose” appropriated funds in order to sustain future funding levels.

· Partisan politics between competing political parties or factions or constituent groups create conflict and a lack of stability within the entity or programs.

· Unusually rapid growth occurs in a program.

· Economic conditions are deteriorating among the group served by the entity.

.03 History of Significant Audit Adjustments
· The underlying cause of significant audit adjustments continues to exist.

.04 Nature of Material Transactions and Accounts
· New types of transactions exist.

· Significant related and/or third party transactions exist.

· Classes of transactions or accounts are

-- difficult to audit;

-- subject to significant management judgments (such as estimates);

-- susceptible to manipulation, loss, or misappropriation;

-- susceptible to inappropriate application of an accounting policy; and

-- susceptible to problems with realization or valuation.

· Accounts have complex underlying calculations or accounting principles.

· Accounts where underlying activities, transactions, or events are operating under severe time constraints.

· Significant interagency transactions or revenue sources create incentives to shift costs or otherwise manipulate accounting transactions.

· Accounts where activities, transactions, or events involve the handling of unusually large cash receipts, cash payments, or wire transfers.

· Inventory or equipment have characteristics such as small size, high value, high demand, marketability, or lack of ownership identification that make them easily converted to cash (for example, pharmaceutical inventory or military equipment with high street values).

· Assets such as food stamps, benefits vouchers, commodities, supplies, or materials are easily converted to cash.

· Assets such as cars, computers, and telephones, are susceptible to personal, nonprogram/nongovernment use.

· Many payments are sent to post office boxes.

· Large numbers of payments are sent to outside recipients, as in the cases of grants, medical care reimbursements, or other federal financial assistance.
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