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Solution to Question 10.
Give short answers for the following questions: (24)
I. Outline the difference between policies and procedures.

a. Policies are objectives and principles of an organization while Procedures are steps and actions taken to achieve the objectives and principles.
b. Policies are clear, simple statements of how your organization intends to conduct its services, actions or business. While procedures describe how each policy will be put into action in your organization.
c. They provide a set of guiding principles to help with decision making while Procedures might just be a few bullet points or instructions.
d. A policy statement is a high level document, expressed by top management, to define its overall intentions and direction with regard to the operation of the organization while procedure is a low level definition of how to implement particular parts the operation of the organization. They may be defined in writing (documented) or communicated orally.

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

Preventing fraud is generally less costly than trying to recover losses. One inexpensive, yet effective, fraud prevention measure is to increase the perception of detection.
Crime experts has established that the perception of detention is the best way to minimize fraud or any kind of crime.
An organization’s ability to heighten the perception that fraud will be detected will substantially lessen the likelihood of its occurrence.
Perpetrators are less likely to commit fraud if they believe they will be caught. Controls could exist to detect fraud, but if no one is aware of them, the fraud could still take place.
Therefore, increasing the perception of detection is the best, most cost-efficient way of minimizing the risk of fraud.
Strategies for increasing the perception of detection include:
· Surveillance: Installing cameras throughout their facilities. For surveillance to be a success, it is important that people believe that someone is actually watching and monitoring their activities.
· Anonymous tips: If employees and potential fraudsters are aware that anyone may turn them in and that they are constantly being watched, this raises a very strong perception of detection
· Surprise audits: Periodically auditing segments of the organization.
· Prosecution: Taking a tough stance once fraud is found. A strong message should be communicated throughout the entire organization.
· Enforcement of ethics and fraud policies: placards that advertise cameras exist in the parking lots and throughout the store • Random announcements over the broadcasting system directing that “security scan area xyz, please”
Routinely reminding staff that their e-mails, telephone calls and Internet travels can be or are monitored by the company
· Educating employees on the methods that people use to steal from the company to raise their awareness that the organization is tuned into this behavior and will monitor for it. Whether all these people are actually watching each other or know what they’re looking for, the perception that everyone is being watched or scrutinized has helped safeguard this industry for years.
Detection could occur through such measures as:
· Strengthening internal controls
· Maintaining an internal audit function
· Giving employees access to report suspected abuses (anonymous hotlines)
· Educating employees, vendors, etc., about the warning signs of fraud and the corporate policies prohibiting it
Increasing your organization’s perception toward fraud prevention and detection will help safeguard your company as well. A trained fraud examiner can assist you in analyzing where your organization measures up.

III. How does internal audit help in fraud detection?
Management should be responsible for the system of internal controls, including the ability to prevent and, as necessary, detect potential theft and fraud. Internal audit should only take on any part of this management responsibility with the prior and formal approval of the audit committee. In such cases, the responsibility of internal audit should be limited to detection while management remains responsible fully for detection and prevention of Fraud.
Internal auditors support management's efforts to establish a culture that embraces ethics, honesty, and integrity. They assist management with the evaluation of internal controls used to detect or mitigate fraud, evaluate the organization's assessment of fraud risk, and are involved in any fraud investigations.
Although it is management's responsibility to design internal controls to prevent, detect, and mitigate fraud, the internal auditors are the appropriate resource for assessing the effectiveness of what management has implemented.
Internal controls are most effective at preventing fraud when they are known by those who may be tempted to steal from a public entity.
Internal audit can also contribute their expert knowledge by helping management with a fraud risk analysis.
Internal auditors evaluate risks faced by their organizations based on audit plans with appropriate testing. Internal auditors need to be alert to the signs and possibilities of fraud within an organization. While external auditors focus on misstatements in the financial statements that are material, internal auditors are often in a better position to detect the symptoms that accompany fraud. Internal auditors usually have a continual presence in the organization that provides them with a better understanding of the organization and its control systems. Specifically, internal auditors can assist in the deterrence of fraud by examining and evaluating the adequacy and the effectiveness.


IV. What is commanding approach of fraud detection?
 A commanding approach of fraud detection is for the organization to have a clear plan of action and penalties for different kind of fraud. This must be clearly spelt out in the organization policy manual. Ensuring strict compliance with the entity’s fraud and ethics policy has the same effect on the perception of detection as that of prosecution and surprise audits. The entity must ensure that it imposes the punishment laid down in its policy.
Commanding approach is a confrontational and authoritative approach, clearly stating that if someone steals, they will be caught and fired from their job. In taking this approach, the entity does not take measures to prevent fraud. If a fraud occurs and is detected, the accused is simply fired without a prosecution. 
Inability to conform to its own policy would be worse than the organization having no policy at all. Moreover, it is best to establish such policies and penalties beforehand, as making such decisions after the fraud has occurred can be difficult and may not result in the best possible decision.


V. What is the difference between precautionary approach and detective?
Approach? How are these approaches used for fraud detection?
Prevention and detection are crucial to reducing organizational loss. Every organization should have a plan in place as preventing fraud is much easier than recovering your losses after a fraud has been committee.
Precautionary approach tend to screen out potential fraudster. This include background checks for previous criminal records and credit reports, effective and efficient internal control and segregation of duties.
Everyone within the organization should be aware of the fraud risk policy including types of fraud and the consequences associated with them. Those who are planning to commit fraud will know that management is watching and will hopefully be deterred by this. 
On the other hand, detective approach is to put a mechanism in place that will checkmate any fraudulent activities in the organization
Detection plans usually occur during the regularly scheduled business day and enhance precautionary approach.
It is important to document fraud detection strategies including the individuals or teams responsible for each task. Once the final fraud detection plan has been finalized, all employees should be made aware of the plan and how it will be implemented. Communicating this to employees is a prevention method in itself. Knowing the company is watching and will take disciplinary action can hinder employees’ plans to commit fraud.
Organizations is expected to have proper plans in place that will significantly reduce fraudulent activities from occurring or cut losses if a fraud already occurred. Making the company policy known to employees is one of the best ways to deter fraudulent behavior. Following through with the policy and enforcing the noted steps and consequences when someone is caught is crucial to preventing fraud. The cost of trying to prevent fraud is less expensive to a business than the cost of the fraud that gets committed.



VI. Explain the term ‘internal controls’. Name some internal control activities that Organizations can adopt in order to prevent fraud activities.
Internal control is all of the policies and procedures put in place by management to ensure the reliability and integrity of financial information, safeguard the organizational assets, promote efficient and effective operations, and ensure compliance with the policies and procedures and accomplishment of goals and objectives of the organization.
Some internal control activities adopted by organization are:
· Personnel control
· Authority control
· Physical control
· Management control
· Segregation of duty control
· [bookmark: _GoBack]Organizational control  
· Decision Authority
· Job Descriptions

2. Discuss the important points that should be considered when developing fraud policy.
A formal fraud risk assessment program is the first step towards protection for competitive advantage, proprietary assets, shareholder relations, regulatory compliance and disruption prevention.  With adequate policies and procedures and an effective internal control framework in place, organizations are able to focus on operating a business instead of fighting breaches, theft and all the other forms fraud can take. 
Fraud Risk Assessment examines the internal controls, policies and procedures of an organization to identify weaknesses which could be exploited by management team members, employees, vendors or outside perpetrators. The assessment team determines if management and employees are aware of and practice these policies in their day to day work, and confirm through testing that they are being practiced. The following factors should be consider and documented when developing a fraud policy.

· Identify the fraud risk and scheme. This is done by defining what fraud is. it is important that the company craft a definition of fraud and make it a part of their fraud policy. 
· Likelihood of occurrence
· Impact of the fraud on the organization
· People/unit/department subject to the risk.
· Existing anti-fraud internal control
· Assessment of the internal control
· Residual risk
· Fraud risk response.
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