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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. Give short answers for the following questions: 
I. Outline the difference between policies and procedures.

Policies are objectives and principles of an entity, while procedures are means or actions taken to achieve set objectives of an entity.

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

The following techniques will help increase the perception for detection
· Surveillance e.g. security cameras must be set in sensitive areas such as places where the valuable assets or highly liquid asset are stored.
· Prosecution-employees should be aware that once caught in fraud will be prosecuted and eventually imprisoned.
· Regular audit- regular audit prevent employee committing fraud as they aware that they will caught.
· Anonymous tips- are tips which come from informants or any person who has information to assist the investigators. This makes employees to be aware that any person is able to report an activity of fraud anytime.
· Enforcement of ethics and fraud policies- Ensuring 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.
· Surprise audits-are audits which are done abruptly without give any notice to the auditee. These audits without notice to the auditee increase the perception of detection as employees know that auditors will be available anytime.
· Catch me if you can-the greatest perception of detection is to catch the fraudster, prosecute him/her according to the law and organizational policy, and publicize the treatment of the fraudster.

III. How does internal audit help in fraud detection?  

Internal audit help in fraud detection by;

· conducting pre and post internal audits and present the findings to the audit committee which in term recommend for possible prosecution.
· by scrutinizing all transaction and supporting documentation before processing payments
· frequent conducting of fraud risk assessment.
· reviewing all system internal controls and note any possible breach of controls.

IV. What is commanding approach of fraud detection?

· This 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.

V. What is the difference between precautionary approach and detective
approach? How are these approaches used for fraud detection?

· Precautionary approach- it is based on the idea of ‘fore-caring’ and the knowledge that fraud, because of its limitations and uncertainties; management is simply not able to provide an accurate prediction of future frauds. It suggests that action should be taken in the face of uncertainty. E.g. background search before engaging employees in sensitive work areas. Safeguarding valuable asset by putting logical and physical access controls. Fraud is detected by reviewing these relevant controls.
· Detective approach- this entails setting up strong accounting controls and an internal audit function to monitor transactions against potential frauds. Detective approach is used to detect fraud through fraud risk assessment and reviewing of accounting controls by the internal audit.

VI. Explain the term ‘internal controls’. Name some internal control activities that organizations can adopt in order to prevent fraud activities.

Internal controls- are systems and procedures designed to safety guard an entity’s assets or resources against theft, abuse or misuse.
Here are some controls that may be devised to prevent fraudulent activities

· Segregation of duties
· Adequate authorization of transaction before being processed.
· Restricted access to assets through Logical and physical access controls
· All payments must be supported by adequate documentation before processing.
· Independent performance checks
· Restriction to accounting records


2.    Discuss the important points that should be considered when developing fraud policy.
          
The following points should be considered when developing the fraud policy

· Policy statement- this statement state that management is responsible for fraud and each member of management team should be familiar with the type of signals present within his scope of responsibilities. The policy statement should also state who is in charge of investigating suspected irregularities.
· Scope of the policy- this area of the fraud policy statement covers what constitutes an irregularity and the fact that the policy covers everyone from management to workers.
· Action constituting fraud- this state what actions constitutes fraudulent activities.
· Investigation responsibility- it deals with who will investigate suspected irregularities and to whom irregularities will be reported.
· Confidentiality- it requires non disclosure of investigation findings to outsiders except under court order.
· Authorization for investigation- that whoever is in charge of the investigation has the authority to take control of and examine records.
· Reporting procedures- anyone suspecting fraud should report it and not start investigating it himself or herself.
· Communicating the fraud policy- management should have a deliberate policy to frequently communicate the fraud policy to all its employees and third parties.
· Training- new employees engaged should be oriented on the fraud policy.
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