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	Q 1. (i) Outline the difference between policies and procedures.

The objectives and principles of an entity are its policies while the entity's actions taken to ensure that objectives are achieved are called procedures.
Policies define the entities objectives while procedures define actions taken by the entity to achieve its objectives.

e.g. Company "x" has a strict fraud policy in operation and one of the sections in the fraud policy prohibits employees from taking electronic equipment such as laptops from the premises.  This is company policy
The management discover that an employee borrowed a company laptop for the weekend.  The employee was subsequently cautioned and given a written warning as per company fraud policy.  This is a procedure i.e. the action taken by the company.

(ii)   Name some techniques that help increase the perception for detection


Perception of deception is one of the key factors in fraud prevention.
Many crime experts believe that the perception of deception is the biggest deterrent to any crime including fraud.  The following techniques increase the perception of detection.

Surveillance
Unannounced Audits
Anonymous Tips
Prosecution
Enforcement of Ethics & Fraud Policies
Catching 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.
Internal Audit is vital in detecting any fraud. e.g. the payroll clerk in a business set up a new employee on the payroll system.  The internal auditor was doing a verification check on payroll checks and noted that the new employee set up on payroll was in receipt of a very high salary in comparison to more experienced staff.  Due to the Internal Auditor conducting further tests against timesheets etc, he subsequently discovered that the new employee was a fictitious employee and on obtaining copies of the payroll checks from the bank he discovered that the payroll clerk had been cashing the checks.  
The internal audit function is a vital component in the fraud detection process.




(iv)   What is commanding approach of fraud detection?

This direct approach is a confrontational and authoritative approach clearling outlining that if someone steals or commits fraud they will be caught and fired from their job.  By taking this approach the entity does not take measures to prevent fraud they merely act when a fraud occurs and is detected and the accused is simply fired from his/her position without further prosecution.

E.G. Employee x is caught stealing inventory - once the theft is discovered the manager approaches and fires him without any further consequences.



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


In the precautionary approach, preventive measures are adopted to rule out potential fraudster.  In the detective approach, implementing strong accounting controls and internal audit function to monitor transactions against potential frauds.  The difference being that the precautionary approach deals with preventing fraud occurring whilst the detective approach monitors situations against potential frauds.

The preventative approach involves adopting many measures to prevent potential fraudsters.  An employing organization may conduct background checks for previous criminal records and credit reports.  Having active and efficient internal controls also play a vital role in fraud prevention.

In the detective approach internal accounting controls and Internal Audit Function monitor transactions against potential frauds.  The internal audit function verifies the legitimacy of transactions.  Accounting controls are established to detect any fraud that occurred between audits.

(vi)   Explain the term "internal controls".  Name some internal control activities that organizations can adopt in order to prevent fraud activities.


Internal Controls is a process effected by an entity designed to provide reasonable assurance regarding the achievement of objectives.  The primary aim of internal controls is to risk
Internal controls are easy to observe and may influence the opportunity to commit fraud.

Internal control activities that act as preventive are : 

Sufficient organizational procedures
Adequate documents, records and Audit Trail
Physical control over assets and records
Independent performance checks
Monitoring of Control.

Opportunity is one of the elements of the fraud triangle;




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


While developing a fraud policy there are several issues that need to be considered.  It is vitally important that the company clearly defines what fraud is and to ensure that this definition is enshrined in the company fraud policy.

The definition of fraud in accordance with company policy should be clearly defined.
In brief Fraud can be any of the following:

Any dishonest or fraudulent act
Violation of fiduciary responsibilities
Misappropriation of funds, supplies or other assets 
Unauthorized use of company assets
Earning money from insider knowledge
Disclosing company secrets
Malicious activities involving technology
Accepting Bribes
Improper handling of money

The Fraud policy should include methods management will adopt when any irregularity is detected or suspected.
The Fraud policy should include questions such as who, what, why, where and when.  In connection with any tips or complaints that are received and to whom such tips be reported.
The policy should clearly ensure that the anonymity of the individual providing the tip is maintained
The policy should clearly specify how reports should be investigated in addition to avoidance of the occurrence of false accusations.
No disclosure of any investigation unless authorized by managed or requested by a legal professional

The policy should specifically outline confidentiality for the sake of innocent employees who may be part of the investigation.

Special protection should be afforded to whistle blowers.
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