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Assessment 10
Question 1.

Give short answers to the following questions:

I. Outline the differences between policies and procedures.
Policies are the objectives and principles of an entity, where as procedures, are the actions taken to ensure that the objectives of the organization are met.  For example, a fraud policy identifies an entity’s fraud prevention measures. The procedures to ensure these objectives are met are internal controls and the establishments of an internal audit function.
II. Name some techniques that help the perception of detection.
Techniques that assist in the perception of detection are:

(a) Surveillance – the installation and monitoring of surveillance cameras in specific areas such as the mailrooms, delivery areas and cash receiving areas can increase the perception of detection.
(b) Surprise audits – carried out by internal auditors is an internal audit function and the highest ranked proactive method of detection.
(c) Anonymous tips - if employees or potential fraudsters are aware that anyone can anonymously provide information and that there is a policy that tips will be investigated acts as a perception of detection.
(d) Prosecution – prosecuting fraudsters to the maximum extent of the law sends a strong signal that financial crimes are serious matters in the eyes of the law.
(e) Enforcement of ethics and fraud policies – clearly defined policy on fraud, when detected, the penalties, and enforcement can act as a deterrent.
(f) Publicize the treatment of the fraudster, for example, the imprisonment of Bernie Madoff for 150 years shows that financial crimes are serious offenses with heavy penalties.
III. How does internal audit help in fraud detection?
Internal audit is responsible for periodically verifying the legitimacy of transactions and confirm the existence of the company assets. It helps in fraud detection because it highlights, identifies, reviews and analyze anomalies due its periodic monitoring activity of a business entity. 
IV. What is commanding approach of fraud detection?

The commanding approach to fraud detection makes it clear that if a fraud occurs and is detected the accused is fired without prosecution.  This approach can be referred to as confrontational and authoritative. 
V. What is the difference between precautionary approach and detective approach? How are these approaches used for fraud detection?
Precautionary or preventative approach highlights the use of preventative measures to reduce the incidence of fraud.  The detective approach establishes strong accounting controls and the setting up of an internal audit function to monitor transactions against potential fraud.  
Fraud can be detected by:

(i) screening potential fraudsters by performing background checks for previous criminal records and credit reports; and

(ii) the segregation of duties therefore for fraud to occur management would have to override controls or people would have to collude in order to commit fraud.  
VI. Explain the term ‘internal controls’. Name some internal control activities that organizations can adopt in order to prevent fraud activities.
Internal controls are measures that an organization put in place to ensure that it achieves its operational objectives, in an effective and efficient way, thus providing reliable financial reporting information, and ensuring that there is compliance with laws, regulations and policies. 
The internal control process therefore ensures that an organization's resources are directed, monitored, and measured, continuously. It plays an important role in detecting and preventing fraud and protecting the organization's resources, both physical (e.g., machinery and property) and intangible (e.g. reputation or intellectual property such as trademarks).

Internal control activities that an organization can adopt to prevent fraud are:
(a) segregation of duties – those who create vendor information in an accounting system are different from the person who generate a purchase order is separate from the person who create a the final payment;

(b) adequate authorization procedures – two levels of approval for payment;

(c) adequate documentation, records, and audit trial;

(d) independent performance checks by persons outside the Accounts Department; and

(e) monitoring of controls.

Question 2.

Discuss the important points that should be considered when developing fraud policy.
When developing a fraud policy the entity should consider the following points:

(i) define fraud in relation to the entity, without a proper definition a judge or jury would have difficulty in identifying fraud. What is fraud can be considered as any dishonest or fraudulent act, violation of fiduciary responsibilities, earning profits from insider trading, misappropriation of funds, unauthorized use of the entity’s assets, improper handling or reporting of money, accepting or seeking anything of material value from vendors or contractors;

(ii) identify the methods that management will adopt when irregularities are detected or suspected – for example, data mining, use of Benford’s Law;
(iii) it should include questions such as who, what, where and when in connection with any tips or complaints that are received and to whom such tips should be reported- the investigative process;

(iv) ensure that the anonymity of the person providing the tip is maintained;

(v) clearly specify how such reports should be investigated as well as avoid the occurrence of false or mistaken accusations thereby alerting the suspect that an investigation is underway - the collection of evidence, the chain of custody for evidence collected;

(vi) note care should be taken to ensure that information on the investigation or its’ status is not disclosed unless it is authorized by management or required for legal reasons;
(vii) should ensure confidentiality in relation to employees who may be apart of the investigation;

(viii) should include a whistle blowing policy, that is to ensure that the whistle blower is protected throughout the investigation;

(ix) identify the people and positions who are responsible for implementing the procedures within the fraud policy; and
(x) identify when and why to call for forensic accounting investigators.
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