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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: (24) 

i. Outline the difference between policies and procedures. 

The objectives and principles of an entity are its policies, while the organization’s actions taken to ensure that objectives are achieved are called procedures. Policies and procedures document all unethical actions and transactions and determine how violations should be treated. Policies define entity objectives and principles, while procedures define actions taken by the entity to ensure that objectives are achieved.
ii. Name some techniques that help increase the perception for detection. 

Perception of detection is one of the leading elements in fraud prevention. Tactics for increasing the perception of detection include: 
· Surveillance; For surveillance to be a success, it is important that people believe that someone is actually watching and monitoring their activities.  
· Anonymous tips; Following up on anonymous tips is one of the best methods of fraud detection, as well as prevention. If employees and potential fraudsters are aware that anyone may turn them in and that they are constantly being watched, this fosters a very strong perception of detection.  
· Surprise audits; These methods are effective for more than just fraud detection; the mere announcement that an audit might take place at any time creates a perception of detection.  
· Prosecution; According to most experts, prosecuting fraudsters is the key to maintaining a perception of detection. One the one hand, it ensures justice for the entity and the fraudster, and on the other it warns potential fraudsters against committing fraud. 
· Enforcement of ethics and fraud policies; An entity should have a clear plan of action in case a fraud occurs, including determining the penalties for different kinds and levels of fraud. 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.  
· 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? 

The internal audit function is responsible for periodically verifying the legitimacy of transactions and confirming that the entity’s assets exist. Accounting controls are established to detect any fraud that may occur in between periodic audits. This entails setting up strong accounting controls. Internal audit is strongly related to the detective approach, see question (v).

iv. What is the commanding approach in fraud detection? 

Commanding approach is that an anti-fraud culture is established in organizations where top managers and the board of directors consistently talk about fraud, communicate fraud policies to employees, and encourage everyone to actively participate in fraud detection and prevention. It is impossible to develop an anti-fraud culture without constant effort and emphasis by key management.
v. What is the difference between precautionary approach and detective approach? How are these approaches used for fraud detection? 

· Preventive measures are taken to screen out potential fraudsters; these measures include background checks for previous criminal records and credit reports. Active and efficient internal controls also contribute to fraud prevention. Segregation of duties to the extent that the management must override controls or people must collude in order to commit fraud is also a tactic used in the preventive approach. 
· In the detective approach strong accounting controls and an internal audit function are set up to monitor transactions against potential frauds. The internal audit function is responsible for periodically verifying the legitimacy of transactions and confirming that the entity’s assets exist. Accounting controls are established to detect any fraud that may occur in between periodic audits.
vi. Explain what the term ‘internal controls’ means. Name some internal control activities that organizations can adopt in order to prevent fraud activities.

Internal control is a process for assuring achievement of an organization's objectives in operational effectiveness and efficiency, reliable financial reporting, and compliance with laws, regulations and policies. Preventive measures include:

· Adequate authorization procedures

· Adequate documentation, records and audit trail

· Physical control over assets and records

· Independent performance checks

· Monitoring of controls 

2. Discuss the important points that should be considered when developing fraud policy. (6)

The company’s fraud policy is a source indicating the company’s fraud prevention measures, actions that have been taken to detect and respond to fraud, and the efficacy of the anti-fraud environment.
In terms of documentation, the company’s policy and procedures should have the following characteristics in order to develop an effective anti-fraud culture: 
· Define frauds 
· Publication and communication of policy 
· Describe how anti-fraud controls would be implemented 
· Describe training 
· Describe proactive audit measures to detect and prevent fraud 
· Describe how anti-fraud controls are tested  Define investigation policies and procedures 
· Describe actions taken in fraud audit 
· Describe how evidence is analyzed 
· Describe ways to resolve fraud 
· Describe procedures used for incident reporting
Second consideration is an active monitoring and compliance system, which is vital for the success of a fraud policy.
Third and most important is support from top management, where top managers and the board of directors consistently talk about fraud, communicate fraud policies to employees, and encourage everyone to actively participate in fraud detection and prevention.
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