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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. 
	



1.i) The factors on which fraud risk assessment depends are the following: 
Entity: This factor is given much importance because fraud, embezzlement or theft can only be successful with a combination of executive and employee personalities, working environment, organizational culture and internal controls. 
Probability: The likelihood of an event occurring is called probability and this is a major factor in risk assessment because depending on the internal controls that the company has such as company culture and ecosystem, training provided to the employees and job descriptions can the investigator assess the likelihood of a gap to commit and cover up the fraud.
Impact: Magnitude of the event can be large or small depending on who carries out the fraud and how it is done, if the internal controls of the company are weak then it is very easy to embezzle money and cover up to make it look like an accounting error. 

1.ii) The main concepts about risk assessment:
Leaders: The risk assessment process needs a suitable person or team. Persons with sufficient independence and ability to carry out effective risk management are required for organizational management; this kind of people are normally the company’s internal audit personnel.
Team: It is important to choose the team carefully, people from a broad cross-section of the entity should be included. Logical reasoning skills are important in this job and people who are able to present arguments in favour of the opposing side should be sought and chosen regardless of their position in the entity. 
Frequency and Alignment with Finance: Every entity should conduct a formal risk assessment regularly to check whether everything is in synchronization with financial planning and reporting time frames. 




1.iii) The internal risk factors that should be considered for fraud risk assessment are: 
Absence of a culture that encourages honesty is a very crucial parameter in fraud risk assessment because transparency in the organization encourages employees to be more open to their managers without fearing them. 
Inadequate legal, ethical, fraud detection and security-related training will encourage fraudulent activities to happen because employees do not understand the consequences of such activities. 
A lack of clarity in job roles which the manager misuses to make his subordinate to know any kind of work that is required of him/her and finally when things go south there is nobody to take responsibility for those actions and the wrong person is held accountable.

1.iv) Inherent risk is 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 judgement in regards to financial estimates. 
It can be expressed in percentage form or simply as high, medium or low risk and a number of factors need to be taken into account while measuring risk which includes industry, strategy and market volatility. 

1.v) Residual risk is the risk or danger of an action or an event, a method or a process that, although being abreast with science, still conceives these dangers, even if all theoretically possible safety measures would be applied. To put it simple, the amount of risk left over after natural or inherent risks have been reduced by risk controls. 
There are two possible responses to residual risk mainly no response, as it is accepted, or action to take further preventive measures in order to mitigate residual risk. In either case, the response should be documented and tracked in order to determine the organization’s ability to measure and manage risk.



2)  The business of my choice is an audit and consultancy firm; the generic checklist is as follows: 
· What is the nature of the relationship with the current or predecessor auditor? 
· Does the company have any significant operations in highly competitive industries or those with a great deal of market saturation? 
· Are there significant operations in industries with increasing business failures or declines in customer demand?
· What is the level of integrity, both in the corporate culture as a whole, and as manifested by specific individuals?
· Have there been any changes in the methodology of developing or calculating significant accounting estimates, especially when the new methodology results in significantly different results from the previous methodology? 
· How do the company discipline employees, if any, who violate company policies or otherwise engage in unacceptable practices?
· What is the methodology for reviewing the financial results of subsidiary or operating components, especially if they are located in different markets or are in different industries?
· How does the company’s senior-level management monitor the application of significant controls?
· Does the company have a good internal audit function in place?
· How much due diligence is completed before senior management makes significant decisions? Are such decisions made quickly, without adequate review?
· Are standard human resources practices employed, such as reviewing employee backgrounds before hiring? 
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