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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. 
	ANSWER TO THE QUESTIONS:


Q 1 (i) 


A policy is a guiding principle used to set direction in an organization. The policy is the list of rules or the framework for the task. In the case of driving the policy is the rules and regulations for driving.  A procedure is a series of steps to be followed as a consistent and repetitive approach to accomplish an end result. Both are essential for an organisation but they have following differentiations in practical field:    
	POLICY
	PRPCEDURE

	Policies are clear, simple statements of how your organisation intends to conduct its services, actions or business. They provide a set of guiding principles to help with decision making.
	Procedures describe how each policy will be put into action in your organisation

	Policies don't need to be long or complicated – a couple of sentences may be all you need for each policy area.
	Each procedure should outline: Who will do what? What steps they need to take? Which forms or documents to use.

	Recruitment policy, Credit Policy, Mark up policy, Privacy policy, Payment policy are Examples of Policies 

	Suppose an order of materials has to be placed then the following procedure needs to be followed. Step 1: Stores Department will send a Purchase Requisition to Purchase Department. Step 2: Purchase Department will analyse and compare the Bill of Materials. Step 3: Sourcing and Advertising of Materials. Step 4: Receiving Quotations from various suppliers. Step 5: Evaluation of Quotation concerning price, quality, quantity, etc. Step 6: Placement of order. Step 7: Receiving materials from suppliers. Step 8: Checking of materials. Step 9: Preparation of Material Received Note. Step 10: Making payment to suppliers.

	Statements of "what" and/or "why"
	Statements of "how," "when" and/or sometimes "who"

	Answers major operational issue(s)
	Statements of "how," "when" and/or sometimes "who"

	Policies are those terms and conditions which direct the company in making a decision.
	Procedures are the sequential steps which direct the people for any activity.

	Policies are not hard and fast rules as they permit any extraordinary and unconventional situation.
	Conversely, Procedures are strict in nature, which needs to be followed in the series.


	Policies reflect the ultimate mission of the organisation.
	Procedures, that are made to show the practical application of the policies.


	Policies are decision oriented
	Procedures are action oriented.


	Policies need to be thoroughly accepted by the people who are influenced by them.
	On the other hand, there should be a methodical process in the procedure.


Policies and Procedure both are a part of the internal structure of the organisation, so they are ‘inward directed’. They are concerned with the middle or supervisory level management. Both of them are made for a short period and so they can be changed periodically without having any adverse effect on the management of the company. They focus on bettering the efficiency of the firm from the operational activities. They are not contradictory to each other, but complementary to each other. Hence they go side by side.







Q 1 (ii) 


For every type of fraud, there must be a different fraud detection technique.  In an organisation there should have a plan in place to ensure the existence of effective and efficient fraud detection techniques. These are some of the top detection techniques used to prevent fraud:

Surprise audits: The internal audit function should have the authority to go in and audit without advance notice. This could be in reaction to an anonymous tip or as part of its regular rotation. This is especially important whenever cash is involved, as in petty cash box.

Create an Authority for Vendor Management: Changes to the Master Vendor File Report and have it reviewed by a senior executive. It should be run periodically as appropriate for your activity, either weekly or monthly. Its purpose is to identify any unusual or potentially fraudulent activity. 

Checking the background of employee: Someone who has committed fraud before is likely to repeat it, especially if the individual is having personal financial difficulty. 

Eyeball Test: Enquire the team for any fraudulent activities arises.
Set up responsibilities employing appropriate segregation of duties: Sometimes when a new function or process is put in place, the segregation issue is completely overlooked. Occasionally, a company employs perfect segregation of duties and then ruins it by giving one person access to everything — usually a manager responsible for the function.  

Install an anonymous hotline : A hotline provides a mechanism for employees to report something that doesn’t look right without getting personally involved.

Some tactics for increasing the perception of detection include as follows:
I. Surveillance : Surveillance cameras might be installed in places such as mailrooms, where mail containing cheques or cash is opened, and where assets are subject to high risk, in order to increase the perception of detection
II. Anonymous tips : Following up on anonymous tips is one of the best methods of fraud detection, as well as prevention
III. 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.
IV. Prosecution: it ensures justice for the entity and the fraudster, and on the other it warns potential fraudsters against committing fraud
V. 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.
VI. 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.









Q 1 (iii) 



Fraud is generally defined in the law as an intentional misrepresentation of material existing fact made by one person to another with knowledge of its falsity and for inducing the other person to act, and upon which the other person relies with resulting injury or damage including financial losses. The IIA’s International Professional Practices Framework defines fraud as: “… any illegal act characterized by deceit, concealment, or violation of trust. These acts are not dependent upon the threat of violence or physical force. Frauds are perpetrated by parties and organizations to obtain money, property, or services; to avoid payment or loss of services; or to secure personal or business advantage.”

In the other hand Internal Audit (IA) is an independent, objective assurance and consulting activity designed to add value and improve an organization's operations that supports management by determining whether the organization has adequate internal controls and promotes an adequate control environment. The Institute of Internal Auditors International Standards for the Professional Practice of Internal Auditing (Standards) pertaining to fraud and the internal auditor’s role in detecting, preventing, and monitoring fraud risks and addressing those risks in audits and investigations include followings and these are vey useful for fraud detection:

· Proficiency and due professional care to evaluate the risk of fraud and the manner in which it is managed by the organization
· Evaluate the potential for the occurrence of fraud and how the organization manages fraud risk.
· Consider the probability of significant errors, fraud, noncompliance, and other exposures 
· Highlight the Fraud Focus Points (High) where the control need to be established
· Provide assurances that the risk of Fraud is being effectively incorporated within the Internal Audit Risk Assessment,
· Minimize the risk of overlooking fraud during Internal Audit planning stages









Q 1 (iv)


In fraud detection activities, some approach are broadly use to identify and reduce organizational fraud. These approaches are very classic but widely use by forensic accountant:

Directive approach 
Fire an employee without prosecution for any institutional fraud conducted by him/her. Organization has not adopted any prevention for handling fraud. 

Preventive approach
Preventive measures are taken to screen out potential fraudsters by some pre-cautioned measures like background checks for previous criminal records and credit reports. Set come control mechanism like segregation of duties. 

Detective approach
Set strong accounting controls and an internal audit function 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.

Observation approach
This approach is dependent on the physical observation of assets and employees. Management is responsible for monitoring employee conduct and looking out for suspicious behaviour and activities. Cameras and other kinds of in-person surveillance are used to monitor the level of stock and quantity of valuable portable goods, such as cash and valuable inventory.

Investigative approach
Make proper investigation on various activities like analysis unfavourable or favourable variances in inventory, goods, materials, supplies, and costs. The entity will investigate and determine the nature and extent of the loss and the people who are suspected of committing the crime.

Insurance approach
This is dependent on adequate insurance coverage to make up for the losses that may occur due to fraud. While this approach does nothing to reduce the possibility of employee fraud, it certainly softens the financial repercussions of a financial crime.










Q 1 (v)


Precautionary and detective both approaches are extensively use in internal control system of organization.  An effective and efficient internal control system requires a proper control environment, risk analysis, control proceedings, oversight, and information system. In following diagram, we can see the significant distinguish characteristics of these two approaches: 

	Precautionary Approach

	Detective Approach


	In precautionary approach organisation take necessary activities to get warnings against possible tornadoes.
Precautionary approach has developed a modular-based operational control and inspection program, including the proper establishment of internal control procedures. . In this approach, audit activities are performed from a risk-based perspective, prioritizing quality inspections of the highest standard, and through understanding on overall operation.
	Set strong accounting controls and an internal audit function 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.

	Steps of setting Precautionary Approach are as follows:
I. Having a positive and constructive work environment prevents internal fraud and theft.  Your organization’s work environment must encourage employees to adhere to the pre-established policies and procedures wholeheartedly.
II. Hiring honest employees is one of the core goals of every business.
III. Institute internal controls
IV. Monitor and educate company’s employees and set up an anonymous reporting system in your organization, where one can report any violations of policies and procedures that they encounter.
V. Reduce, even restrict, cash transactions
	In detective approach  management process includes:
I. Risk Identification – Identification of all risk factors
II. Risk Prioritization – Risk management planning through prioritizing organizational risk by frequency & severity
III. Risk Management –  Addressing and budgeting for the financial
Finally monitor and review the program to address changing requirements and
emerging risks.













Q 1 (vi) 



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.It’s a systematic measures (such as reviews, checks and balances, methods and procedures) instituted by an organization to 
I. Conduct its business in an orderly and efficient manner, 
II. Safeguard its assets and resources, 
III. Deter and detect errors, fraud, and theft, 
IV. ensure accuracy and completeness of its accounting data, 
V. Produce reliable and timely financial and management information,
VI. Ensure adherence to its policies and plans.

The five components internal control framework are the following:
I. The control environment
II. Risk assessment
III. Control activities
IV. Information and communication
V. Monitoring
For prevention of fraud through effective internal controls, followings activities are broadly use in organization:
I. Separation of duties involving the custody of assets, authorization of transactions affecting those assets and recording/reporting of related transactions.  
II. Implementation of a fraud hotline or web-based portal
III. Reconciliation of bank accounts and management review
IV. Review and authorization of expense reimbursements
V. Safeguarding and reconciliation of petty cash

Conduct detailed fraud risk assessments, promote the tools for effective reporting of suspicious or inappropriate activities, anti-fraud policy and appropriate trainings, response to fraud allegations, formation an independent and empowered audit committee also some important control activities for detecting fraud.  




Q 2 

Fraud policy alternatively known as anti-fraud policy that contents a set of rules to manage any fraudulent or corrupt act, also constitute fraud or corruption.
In a fraud policy all relevant fraud likes forging documents, preparing false entries, illegal insurance, using another’s IT identity or password, creating false identities/passwords, accepting hospitality such as meals or entertainment from a vendor, failing to disclose a  financial or familial interest in a business or outside party need to be addressed. 
While crafting an anti-fraud policy we have to consider following points for confirming its existence and effectiveness: 
1. An effective anti-fraud policy should be simple, concise and easily understood. 
2. As a minimum your anti-fraud policy should include:
Policy statement: 
Preface the policy with a short statement that clearly sets out your organisation’s commitment to prevent, detect, investigate and report fraud; the behaviour expected of staff and other third parties; and the action that will be taken against fraudsters.
Definition of fraud:
Define fraud and provide examples of what might constitute fraud and dishonesty in the specific context of your business. This may include theft, the misuse of funds or other resources, or more complicated crimes such as bribery and corruption, false accounting and the supply of false information.
Actions Constituting Fraud:
Define the activities will be treated as activities in details. 
Investigation Responsibilities: 
Appropriate designated personnel like Board of Directors through the Audit Committee.
Highlight the responsibilities of senior management and staff in preventing, detecting and reporting fraud, and in co-operating with any investigations. Specify the individual  and/or body with overall responsibility  for the policy 
Reporting suspicions:
Set out whistleblowing arrangements (if appropriate) and/or specify a designated individual(s) to whom staff can report concerns on a confidential basis. If a separate whistleblowing policy exists, state where this can be found.
Fraud response plan:
Outline the process that will be followed in the event of a  fraud being discovered or suspected, such as how evidence will be secured and the investigation conducted. If a separate fraud response plan exists, state where this can be found.

Confidentiality:
Investigation results will not be disclosed or discussed with anyone other than those who have a legitimate need to know. This is important in order to avoid damaging the reputations of persons suspected but subsequently found innocent of wrongful conduct and to protect the Company from potential civil liability.
3. As contents following need to be consider:
	Fraud Prevention 

	Tone at the Top 
Fraud Risk Assessment 
Fraud Prevention Control 

	Fraud Detection
	Fraud Detection Procedures 
Fraud Reporting Process 

	Fraud Response
	Examples of Items to be reported
Response to Concerns, Complaints or Reported Breach

	Investigation Process 

	Reporting the Results 
Retention of Concerns, Complaints or Reported Breach 
Recovery of the Proceeds of Fraudulent Activities 
Corrective Actions


A strong fraud policy defines unacceptable behavior, and it also communicates who in the organization is responsible for detecting fraud. Most companies have a code of conduct, but not all include a fraud policy or verbiage that assist in creating an environment hostile to fraud.
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