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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. 
	

Give short answers for the following questions: 

i. Outline the factors on which fraud risk assessment depends. 
              Fraud generally occurs when three conditions are present:
· Management or employees have an incentive or are under pressure.
· Circumstances exist which provide an opportunity for fraud to be perpetrated.
· Individuals involved are able to rationalize committing a fraudulent act.
 
ii. What are the main concepts about risk assessment? 

The main concepts about risk management are:
             Improve communication and awareness about fraud, identify what activities are 
             the most vulnerable to fraud, know who puts the organization at the greatest risk, 
            develop plans to mitigate fraud risk, develop techniques to determine if fraud has     
            occurred in high-risk areas, assess internal controls and comply with regulations 
            and professional standards.

iii. What are the internal factors that should be considered for fraud risk assessment?
Internal factors which should be considered for risk assessment are;
(a)  Process aimed at proactively identifying and addressing an organization’s vulnerabilities to internal and external fraud. 
(b) The objective of a fraud risk assessment is to help an organization identify what makes it most vulnerable to fraud
(c) nature of the business
(d)  the environment in which the business operates
(e)  the effectiveness of organization’s internal control
(f)  the ethics and values of the company and its employees.
(g) the fraud risk assessment process should be visible and communicated throughout the business
(h) openly promote the process
(i)  the more personalized the communication the more effective it will be
(j)  aim toward eliminating reluctance to participate.

          iv. What is ‘inherent risk’? 
Inherent risk is the risk posed by an error or omission in a financial statement due to factors other than a failure of control. In a financial audit, inherent risk is most likely to occur when transactions are complex, or in situations which require a high degree of judgment in regards to financial estimates (www.investopedia.com).

v. Define the term ‘residual risk’. 
            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); in other words, the amount of risk left over
            after natural or inherent risks have been reduced by risk controls 
           (www.wikipedia.org).
{\displaystyle {\text{residual risk}}=({\text{inherent risk}})-({\text{impact of risk controls}})}
2. Prepare a fraud - risk assessment check list for any business of your choice

                        See fraud checklist below
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FRAUD RISK FACTORS CHECKLIST

RECOGNIZING RISK FACTORS THAT SHOULD GET YOUR ATTENTION
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PART 1
RISK FACTORS RELATING TO MISSTATEMENTS ARISING
FROM FRAUDULENT FINANCIAL REPORTING
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