Mark Cawkwell
1457
Assignment 10

1

[image: image1.png]ﬁ
o R



                                                                  

	Student Name:
	Mark Cawkwell

	Student Number:
	1457

	Course:
	Diploma in Forensic Accounting

	Assignment NO:
	10


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. Short Answers –

i. Policies are the objectives and principles of a company whilst actions taken are objectives achieved are known as procedures.  Together these document all fraudulent activities and decide how violations should be treated.  A sound fraud policy and adhered to procedures will help lay a firm foundation for an anti-fraud environment.  For an effective anti-fraud system and company culture, the policy and procedures should be communicated to all related parties. 

Policies and procedures should include the following –

a) Define what frauds are.

b) Publish and communicate the company’s policy.

c) Describe how anti-fraud measures will be implemented in the organisation.

d) Describe the training that will be given.

e) Describe audit measures in place to detect fraud.

f) Describe how anti-fraud measures will be tested.

g) Define the company’s investigation policies and procedures.

h) Describe actions taken in a fraud audit.

i) Explain how evidence is analyzed.

j) Describe the ways of resolving frauds.

k) Describe how frauds can be reported, i.e. whistle blower policies.

ii. Some techniques that help increase the perception for detection are –

a) Surveillance – Having real and fake cameras and announcing this can increase the perception and belief that people are constantly being watched.  Following up on any suspicious activity caught on camera is necessary as unethical employees and potential fraudsters will test the efficiency of this monitoring.

b) Anonymous tips – These work as a very strong perception of detection, things such as whistle blower policies will mean fraudsters will think anyone can turn them in and that they are constantly being watched.  Management involvement, third parties handling reports and having multiple communication methods all strengthen the effectiveness of this technique.

c) Surprise audits – Another effective technique that will keep the fraudsters and unethical employees constantly thinking they will be detected.  Audits that may take place at anytime by either internal or hired auditors will make the potential fraudster think twice before committing fraud.

d) Prosecution – A fraudster being punished sends a strong signal that further frauds will not be tolerated and will deter future acts of fraud.  There is a risk with this technique that the fraudster will get found innocent or not guilty due to lack of evidence, also that the benefit of committing fraud outweighs the punishment given.  However the fact that the company/entity is prepared to publicly prosecute the fraudster still provides a strong deterrent.

e) Enforcement of ethics and fraud policies – Having a clear plan of action as well as determining penalties for different levels of fraud and conforming one hundred percent to such a policy will provide a good deterrent.  E.g. a fraudster knowing from the company policy that committing a certain type of fraud if he/she is detected will lead to instant dismissal, report to the police, and a public investigation and trial would make he/she think twice before acting.

f) Catch me if you can – Examples of catching and prosecuting fraudsters successfully can provide an effective perception of detection as the next potential fraudster will know that the company/entity is capable not only of detecting fraud and is willing to prosecute those who commit it.

iii. Internal audit can play an important part in the fraud detection process and according to a recent ACFE report is the highest ranked method of detection.  An effective method is for a company to announce surprise audits will take place and may happen at any time.  This creates a perception of detection as staff will think twice before committing fraud as they wont know when an audit will take place or if it may already be taking place and they will be caught red handed.  The main benefit of internal audit is as a deterrent, where the fraud triangle is concerned and with regards to Opportunity.  The staff will think twice when the chance or opportunity to commit fraud arises, as they will never know when internal audit will next be looking over what they are doing.

iv. The commanding approach in fraud detection is also known as the authoritative approach.  The company policy would clearly state that anyone caught stealing or committing fraud will be immediately fired.  In this approach the company would not need to take preventative measures to detect fraud as if fraud occurs and is detected the employee is simply fired without a prosecution or opportunity to defend themselves.  In such a situation the fraud will most likely be reported to the police and lead to a public investigation and possible trial, in such a situation even if the employee is found innocent or not guilty the chance of their employment being reinstated would be slim.

v. A precautionary approach would be more discreet than a detective approach.  Taking a precautionary approach would include things like background checks on employees prior to an offer of employment, internal controls that contribute to fraud prevention, segregation of duties, observation of assets and employees, watching out for suspicious activities and insuring against loss due to fraud.  However taking a detective approach would involve having strong and open controls in place.  Such as internal auditors monitoring and verifying transactions and ensuring they are legitimate.  Also the company/entity having controls in place for detecting fraud in between periodic audits.

vi. Internal controls, are controls that a company can put in place to reduce the opportunity for an employee to commit fraud, Opportunity is one of the elements of the Fraud Triangle, and using internal controls means that the opportunity to commit fraud can be minimised.  Some internal control activities that can be adopted are –

a) Adequate authorization procedures – having guidelines for the authorization of specific tasks within the company can help to control the fraud risk.  e.g. cheques or payments over a specific sum must be co-signed by a senior company manager or a director.

b) Adequate documentation, records and audit trails – having procedures documented, records of transactions kept and audit trails into the companies financial transactions will help to deter and detect fraud.

c) Physical control over assets and records – things such as ID cards, fencing around the company buildings, cash registers, password policies, backup and recovery procedures all help safeguard company assets and digital information.

d) Independent performance checks – Having an employees work checked by a different employee will help ensure the reliability of accounting information.  e.g. A manager checks the cash register where the clerk has been working at the end of each day, then an internal auditor would check the entries the manager makes in the company books to see if it matches the money the company has made from that cash register.

e) Monitoring of controls – Management must continually assess the risk and the controls they have in place and modify them accordingly, a control may become outdated by technology or a change in process rendering that control invalid or ineffective, therefore that control will need to be changed to accommodate this.

2. The important points that should be considered when developing a fraud policy are –

a) The policy should define what actions are considered fraud within the organisation.

b) The policy should explain whom it covers, i.e. employees, contractors, shareholders, consultants, vendors.

c) The policy should look to aid in the detection and prevention of fraud.

d) The policy should look to promote an anti-fraud culture.

e) The policy should look to describe what process is followed when irregularities are detected or suspected, i.e. The investigating team will have unrestricted access to all company records and premises as part of their investigation.

f) The policy should look to advise on the reporting procedures, and who to contact with tip-offs/whistle blowing and how to make contact.

g) The policy should look to keep the anonymity of the person providing the tip-off/blowing the whistle.

h) The policy should look to describe how to make an investigation without alerting the suspect of the investigation.

i) The policy should explain how to maintain the confidentiality of any suspects until a fraud is proven, in case employees are subsequently found innocent of any wrongdoing.

j) The policy should look to define the actions to be taken following the investigation possibly dependent on the scale of the fraud i.e. A suspect accused of fraud will be dismissed/suspended/reported to the police/prosecuted via the courts.

k) The policy should be public and available to all employees of the company.
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