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	SESSMENT # 5 Total M Fraud Prevention

ASSESSMENT # 10                                              Total Marks: 30

1.  Give short answers for the following questions:                                                     (24)

i. Outline the difference between policies and procedures.

        Answer:

 A policy is a  principle or course of action chosen to guide decision making [Webster’s II New Riverside Dictionary] „ A policy is not a law which compels or prohibits behaviors.   A policy is a deliberate or prescribed plan of action … Used to guide decisions and achieve defined outcomes. It applies to government, private sector organizations and groups, and individuals. 
 Policies can serve or do the following

· Provide mgmt with limits, alternative and guidelines

· 􀂅Program or spending priorities

· 􀂅Based on impact

· Set boundaries

· political, management, financial, and administrative mechanisms

· Provide common understanding

· Channel actions and decisions along a set route

· Pursue an objective

· Provide direction

· Provide for “management by exception”

· Consistent objective decision making

· Provide a framework

· Limit need for intervention

Examples are as follows:- presidential executive orders, corporate policies, employees. 
On the other  hand a procedures are a description of the steps necessary to accomplish a policy. A procedure is an act or a manner of proceeding in any action or process [Webster On-line]. It is a series of steps, which when followed, is designed to result in a specific outcome
Here below are types of procedures:
· Administrative

· Purchasing

· Hiring

· Financial

· Budget preparation

· Operational

· Processing tissue

· Quality

· CAPA Systems 

· Departmental

· Planning tissue

ii. Name some techniques that help increase the perception for detection.

       Answer:

The Perception of Detection 

 The deterrence of occupational fraud and abuse begins in the employee’s mind. The perception of detection axiom is as follows: 

 Employees who perceive that they will be caught engaging in occupational fraud and abuse are less likely to commit it. 
How does an entity raise the perception of detection? That, of course, will vary from organization to organization. But the first step is to bring occupational fraud and abuse out of the closet and deal with the issue in an open forum. Companies and agencies must be cautioned that increasing the perception of detection, if not handled correctly, will smack of “Big Brother” and can cause more problems than it solves. There are at least six positive steps organizations can employ to increase the perception of detection. 

  

a) Employee Education 
Unless the vast majority of employees are in favor of reducing occupational fraud and abuse, any proactive fraud deterrence program is destined for failure. It is therefore necessary that the entire workforce be enlisted in this effort. Organizations should provide at least some basic antifraud training at the time workers are hired. In this fashion, the employees become the eyes and ears of the organization, and are more likely to report possible fraudulent activity. 

Education of employees should be factual rather than accusatory. Point out that fraud—in any form—is eventually very unhealthy for the organization and the people who work there. Fraud and abuse cost raises, jobs, benefits, morale, profits, and one’s integrity. The fraud-educated workforce is the fraud examiner’s best weapon—by far. 

b) Proactive Fraud Policies When we ask most people how to deter fraud, they typically say something like this: “In order to prevent fraud, we must prosecute more people. That will send a message.” There are at least three flaws in this well-meaning argument. First, there is nothing proactive about prosecuting people. As some in Texas would say, it is like closing the barn door after the cows have escaped. Second, whether it really sends much of a message is debatable. This concept is called “general deterrence” by criminologists. As logical as the idea sounds on its face, there is little data—out of scores of studies—that shows it actually works. 

c) A Higher Stance 
Proactive fraud policies begin simply with a higher stance by management, auditors, and fraud examiners. That means, as previously stated, bringing fraud out of the closet. At every phase of a routine audit or management review, the subject of fraud and abuse should be brought up in a non-accusatory manner. People should be asked to share their knowledge and suspicions, if any. They should be asked about possible control and administrative weaknesses that might contribute to fraud. What we are trying to accomplish through this method is to make people subtly aware that if they commit illegal acts, others will be looking over their shoulders. 

d) Increased Use of Analytical Review 
If an employee embezzles $100,000 from a Fortune 500 corporation, it will not cause even a blip in the financial statements. And in large audits, the chance of discovering a bogus invoice is remote at best. That is because of the sampling techniques used by auditors—they look at a relatively small number of transactions in total. 

 But as you can see from the cases in this book, the real risks are in asset misappropriations in small businesses. These of course can be and frequently are very material to the bottom line. And the smaller businesses are those that benefit the most from the increased use of analytical review. 

  

e) Surprise Audits Where Feasible 
The threat of surprise audits, especially in businesses that are currency-intensive, may be a powerful deterrent to occupational fraud and abuse. In case after case, all too many fraud perpetrators were aware that audits were coming, so they had time to alter, destroy, and misplace records and other evidence of their offenses. Obviously, surprise audits are more difficult to plan and execute than a normal audit that is announced in advance. But considering the impact of the perception of detection, surprise audits may certainly be worth the trouble. 

f) Adequate Reporting Programs
As many of the cases in this book illustrate, adequate reporting programs are vital to serious efforts to detect and deter occupational fraud and abuse. In situation after situation we encountered, employees were suspicious that illegal activity was taking place, but they had no way to report this information without the fear of being “dragged in” to the investigation. 

 Reporting programs should emphasize at least six points: (1) fraud, waste, and abuse occur at some level in nearly every organization; (2) this conduct costs jobs, raises, and profits; (3) the organization actively encourages employees to come forward with information; (4) there are no penalties for furnishing good-faith information; (5) there is an exact method for reporting, such as a telephone number or address; and (6) a report of suspicious activity does not have to be made by the employee to his immediate supervisor. 

 When employees hear their leaders telling the customer what he wants to hear, when the small business boss fudges on the myriad taxes he must pay, when the chief executive officer lies to the vendors about when they will be paid, nothing good can possibly result. So setting an example is the real ethical connection. 

iii. How does internal audit help in fraud detection?

Answer:

         Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization's operations. It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes. ”  
Within an audit report, we find the following;

· What was found

· Why it happened

· What is required

· What effect it has

· Recommendation for improvement

· Response – who, when and how
      THE FOLLOWING DIAGRAM summarizes the elements within audit process
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So based on the above text, internal audit helps to detect if the fraud has been committed to an organization or business entity.
iv. What is the commanding approach in fraud detection?

       Answer:

Fraud detection is identifying wrongful actions by asking such question as:-

· Is right and wrong universal?

· If so, why not just prevent wrong actions

It is also associated with Identifying actions by the wrong people and identifying suspect actions by posing such questions:-

· Legal

· But probably not right

v. What is the difference between precautionary approach and detective approach?

            How are these approaches used for fraud detection?

   Answer:

Precautionary or preventive approach of fraud detection refers to the approach of ensuring that fraud will not happen. there is a saying which says, prevention is better than cure. It is very expensive to  incur consequences of fraud than preventing for the fraud to happen. precautionary approach includes regular  background checks for previous criminal records and credit reports.
On the other hand detective approach to fraud detection implies all methods and processes  involved to detect if a fraud crime has been committed. It involves  settings up controls in place to ensure fraud is detected. such methods as strong accounting controls and internal audit functions are very commonly used to detect the fraud crime.
vi. Explain what the term ‘internal controls’ means. Name some internal control

          activities that organisations can adopt in order to prevent fraud activities

           Answer:

Internal Controls Are Key Implementing internal controls is one way to reduce your company’s exposure to fraud risk. This will help limit the opportunities employees might have to commit fraud. Following is a look at some of the most effective internal control measures for reducing the risk of fraud and embezzlement in your business:
· Draft an official company policy on ethics. 

Your policy should spell out in detail what is and is not acceptable employee behavior, as well as the consequences for noncompliance with company ethics. 
· Ensure proper financial oversight. 
You should maintain some personal oversight of the business’ finances. For example, carefully examine the bank statements each month, and take the time to review invoices, delivery receipts and purchase orders before personally signing all checks (instead of letting accounting staff use a check stamp). Steps like these send the message to staff that you are serious about fraud prevention. 

· Segregate financial duties among accounting staff. 
What this means is that different employees should handle different accounting responsibilities (like filling out deposit slips and entering cash receipts). This will make it harder for employees to cover their fraud tracks. 
· Watch out for “lapping of receivables.
” With this scheme, customer payments are stolen by an employee (instead of deposited), who then applies the payment of another customer to the account to cover up the theft. Since the employee must repeat this process over and over (kind of like a pyramid scheme), he or she eventually gets caught — although perhaps not until tens of thousands of dollars have been stolen. 
· Use fraud prevention services from your bank. 
Many banks offer a service called Positive Pay, which helps guard against check fraud by comparing checks presented to the bank with a list of checks that have been issued by the company. Only exact matches are paid by the bank—you decide whether to pay any suspect items. 
· Establish a fraud hotline for employees. 
According to the Association of Certified Fraud Examiners, many fraud schemes are eventually uncovered when other employees report suspicious activity. So make it easy for them to do this by establishing a hotline through which employees can report suspected fraud anonymously.
2. Discuss the important points that should be considered when developing fraud policy.                                                                                                                             (6)

Answer:

The corporate fraud policy is established to facilitate the development of controls that will aid in the detection and prevention of fraud against Corporation. It is the intent of Corporation to promote consistent organizational behavior by providing guidelines and assigning responsibility for the development of controls and conduct of investigations. Management is responsible for the detection and prevention of fraud, misappropriations, and other irregularities. Fraud is defined as the intentional, false representation or concealment of a material fact for the purpose of inducing another to act upon it to his or her injury. Each member of the management team will be familiar with the types of improprieties that might occur within his or her area of responsibility, and be alert for any indication of irregularity

The following are the points to consider when drafting the fraud policy of an organization:

· Any irregularity, or suspected irregularity, involving employees as well as shareholders, consultants, vendors, contractors, outside agencies doing business with employees of such agencies, and/or any other parties with a business relationship with ABC Corporation (also called the Company). 

· Any investigative activity required will be conducted without regard to the suspected wrongdoer’s length of service, position/title, or relationship to the Company
· violation of fiduciary responsibilities.
· improper handling or reporting of money or financial transactions. etc.
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