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1. I. Outline the difference between policies and procedures.
Policies define entity objectives and principles, while procedures define actions the entity takes to ensure objectives are achieved (W. Singleton & J. Singleton, 2010). Therefore, a policy should be a statement of agreed intent in which it is clearly and unequivocally sets out an entity’s views with respect to a particular matter. Policies are a set of principles or rules that provide a definite direction for an entity and assist in defining what must be done by an entity.  A Procedure is a clear step-by-step method for implementing an entity’s policy or responsibility. Procedures describe a logical sequence of activities or processes that are to be followed to complete a task or function in a correct and consistent manner. Procedures can be produced in the form of:
· Flowcharts
· Checklists
· Written steps of the process

1.II. Name some techniques that help increase the perception for detection.
The following techniques can help to increase the perception for detection of fraud:
Surveillance - In those places where the entity’s assets are at high risk, such as mailrooms where mail that contains checks and/or cash is opened, surveillance cameras or other surveillance methods can be a good perception of detection method. 
Anonymous tips – it shows a best method to date in detecting frauds. The reason is simple. If employees know there is an anonymous tips system and anyone who sees something suspicious can turn them in, then it begins to serve as a perception-of-detection preventive measure. In US, under the SCE rule, a potential rewards from whistle-blowers range from 10% to 30% of sums exceeding US$1 million levied by a count against corporate offenders. 
Surprise audits- either the internal audit function or hired fraud auditors are more effective. Not only can these audits serve a similar purpose in detecting frauds (which can then be considered for further preventive measures), but the fact the surprise audit was unannounced can create a perception of detection.
Prosecution - it sends a strong message about perception of detection: If one commits a fraud and gets caught, entity is going to seek prosecution without hesitation.  Most experts agree that prosecution is a key to maintaining an effective level of perception of detection.
Enforcement of ethics and fraud policies- An entity should determine beforehand what it would do if a fraud occurred; in particular, what penalties would be meted out for what kinds of frauds and levels of fraud. Then the entity would need to make sure to monitor and follow through with its stated penalties for fraud.
Catch me if you can-  it serves as an example and reminder that entity is serious, capable of detecting frauds, and willing to prosecute. Additionally, rewarding employees who contribute to detecting fraud contributes to an antifraud culture.
(W. Singleton & J. Singleton, 2010)

1.III How does internal audit help in fraud detection?
According to IIA’s International Standards for the Professional Practice of Internal Auditing, the responsibility of internal auditors concerning fraudulent activities includes awareness, prevention, detection, and fraud risk assessment (IIA, 2013). Therefore, internal auditors have an responsibility to fraud detection. 
In a classical approach, the internal audit is to monitor potential frauds, it is an detective approach to prevention of fraud.  The internal audit function periodically verifies the legitimacy of transactions and confirms the existence of asset (W. Singleton & J. Singleton, 2010). It helps to fraud detection.  
According to the Institute of Internal Auditors (IIA), for example, “internal auditors support management's efforts to establish a culture that embraces ethics, honesty, and integrity” and “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.” This is because, 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 the measures that management has implemented. 
In performing their internal audit works on fraud detection, the Internal auditors may conduct proactive auditing to search for corruption, misappropriation of assets, and financial statement fraud. For examples, the use of computer-assisted audit techniques to detect particular types of fraud,  and the to employ analytical and other procedures to isolate anomalies and perform detailed reviews of high-risk accounts and transactions to identify potential financial statement fraud. 

1.IV What is commanding approach of fraud detection?
The commanding approach is same as the directive approach. It is a confrontational and authoritative. For example, It says: ‘‘Don’t steal. If you do, and we catch you, you’ll be fired.’’ When an entity does little or nothing to prevent fraud, it is probably taking this approach. If a fraud did occur and was detected, management would probably fire the employee—and probably would not prosecute the fraudster. Management probably also would be shocked that someone would perpetrate a fraud against the entity (W. Singleton & J. Singleton, 2010). 

1.V. What is the difference between precautionary approach and detective approach? How are these approaches used for fraud detection?
Both approaches are used for fraud detection, and the differences of two approaches are on the timing and methodology. In the precautionary approach, potential fraudsters are screened out using various means, including background checks for criminal records and credit reports. Internal controls can be used in the preventive approach. Namely, segregation of duties can mitigate the risk of fraud at least to the point where management must override controls or persons must collude to commit fraud, which are always possibilities. In the detective approach, management sets up accounting controls and an internal audit function to monitor potential frauds. The internal audit function periodically verifies the legitimacy of transactions and confirms the existence of assets. Between the periodic audits, management depends on the accounting controls to detect any fraud that might occur (W. Singleton & J. Singleton, 2010).

1. VI. Explain the term ‘internal controls’. Name some internal control activities that organizations can adopt in order to prevent fraud activities
Under the  Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) of Integrated Framework, the  internal control is broadly defined as a process, effected by an entity's board of directors, management, and other personnel, designed to provide reasonable assurance regarding the achievement of objectives relating to operations, reporting, and compliance..
COSO defines internal control as having five components:
1. Control Environment-sets the tone for the organization, influencing the control consciousness of its people. It is the foundation for all other components of internal control.
2. Risk Assessment-the identification and analysis of relevant risks to the achievement of objectives, forming a basis for how the risks should be managed
3. Information and Communication-systems or processes that support the identification, capture, and exchange of information in a form and time frame that enable people to carry out their responsibilities
4. Control Activities-the policies and procedures that help ensure management directives are carried out.
5. Monitoring-processes used to assess the quality of internal control performance over time.
(Wikipedia) 
The following activities should be adopted in order to prevent fraud:

	Controlled activities 
	Type of fraud 

	-Check for invoice amounts not matching  purchase order amounts
	Altered invoices

	-Check to uncover post office boxes used as addresses and to find any matches between vendor and employee addresses and/or phone numbers
	Fictitious vendors

	-Search for purchase quantities that do not agree with purchase order  quantities
-Check if inventory levels are changing appropriate to supposed delivery of goods
	Goods not received

	-Compare prices across vendors to see if prices from a particular vendor are unreasonably high
	Inflated prices

	-Search for identical invoice numbers and payments amounts
-Check for repeated requests for refunds for invoices paid twice
	Duplicate payments

	-Find out if a terminated employee is still on payroll by comparing the date of termination with the pay period covered by the paycheck and extract all pay transactions for departure date less than date of current pay period
	Payroll fraud


 
2. Discuss the important points that should be considered when developing fraud policy.
An entity’s fraud policy should be established before developing an effective fraud response.  Before considering the issues of fraud policy, the entity shall clearly define what is “fraud”. It is important to define the term first. If no definition is predetermined, employees may be confused, may misunderstand, or may disagree about what constitutes a fraud to the employer. The following  are issues  which should be considered when developing fraud policy:
- Any dishonest or fraudulent act
- Violation of fiduciary responsibilities
- Misappropriation of funds, securities, supplies, or other entity assets
- Unauthorized use of the entity’s assets; such as equipment for personal use, or computers used for personal gain
-  Impropriety in the handling or reporting of money or financial transactions
- Profiteering as a result of insider knowledge of entity activities
- Disclosing confidential and proprietary information to outside parties
- Disclosing to other persons securities activities engaged in or contemplated by the entity
- Accepting or seeking anything of material value from contractors, vendors, or persons providing services or materials to the entity. Exception: Gifts less than $50 in value
- Destruction, removal, or inappropriate use of records (paper or digital), furniture, fixtures, or equipment
- Malicious activities directed at the entity’s computers, systems, or technologies
-  Any violation of a relevant illegal act
- Any similar or related irregularity
(W. Singleton & J. Singleton, 2010).
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