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	Q1
SHORT QUESTIONS
I. 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. They set direction in an organization. It can be a course of action to guide and influence decisions. It should be used as a guide to decision making under a given set of circumstances within the framework of objectives, goals and management philosophies as determined by senior management or Board of directors. Policies don't need to be long or complicated – a couple of sentences may be adequate for each policy area.

Procedures however describe how each policy will be put into action in your organisation. Each procedure should outline:

a. Who will do what.

b. What steps they need to take.

c. Which forms or documents to use.

Procedures might just be a few bullet points or instructions. Sometimes they work well as forms, checklists, instructions or flowcharts. They outline a particular way of accomplishing something. It should be designed as a series of steps to be followed as a consistent and repetitive approach or cycle to accomplish an end result. Once complete, it creates a set of established methods for conducting the business of an organization, which will come in handy for training, process auditing, process improvement, or compliance initiatives

For example, in dealing with accounts receivable, the policy can be ‘Accounts Receivable personnel shall ensure that all outstanding customer invoices are paid in a timely manner’ while the procedures to fulfil the policy would be;
a. Send the first notice-invoice immediately (same day) as the sale.

b. Produce a receivables aging report.

c. Send a second notice to all invoices outstanding for 30 days.

d. Call all invoices outstanding for 45 days.

e. Send a third notice to all invoices outstanding for 60 days.

f. Call all invoices outstanding for 75 days.

g. Send all invoices outstanding for 90 days to debt collectors or lawyers for legal enforcement.
II. Some techniques that help increase the perception for detection of detection are as follows:

a. Surveillance.

b. Anonymous tips.

c. Surprise audits.

d. Prosecution.

e. Enforcement of ethics and fraud policies.

f. Catch me if you can!
III. The internal audit is the highest ranked, proactive method of detection. However, surprise audits conducted by internal or hired auditors is an even more effective method. 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. Fraudsters do not have the time to prepare deceptive answers for the auditors, as they do not know when the audit will occur. In one instance, for example, the internal auditor played a joke and announced a surprise audit, which led to the manager confessing to a fraud.

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. The verification of adherence to laid down internal controls assists a lot in detecting fraud as any deviations will provide leads to unearthing fraudulent activities.

IV. The commanding approach for fraud detection is a confrontational and authoritative approach, clearly stating that if someone steals, they will be caught and fired from their job. In taking this approach, the entity does not take measures to prevent fraud. If a fraud occurs and is detected, the accused is simply fired without a prosecution. In such a case, the management itself would be shocked to learn that someone had committed a fraud.
V. In the precautionary approach, all precautions are taken in the form of preventive measures 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 precautionary approach.

On the other hand, the detective approach entails setting up 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.
VI. Internal controls are Systematic measures (such as reviews, checks and balances, methods and procedures) instituted by an organization to:

a. conduct its business in an orderly and efficient manner.
b. safeguard its assets and resources.
c. deter and detect errors, fraud, and theft.
d. ensure accuracy and completeness of its accounting data.
e. produce reliable and timely financial and management information.
f. ensure adherence to its policies and plans.

The following are some internal control activities that might serve as preventive measures for fraud:

a. Adequate authorization procedures.
b. Adequate documentation, records, and audit trail.
c. Physical security and control over assets and records.
d. Independent performance checks.
e. Monitoring of controls.
f. Segregation of duties.

g. Arithmetic and accounting controls.

h. Organisation.

Q2.
An appropriate fraud policy is the best starting point for developing an efficient fraud response. This step must be undertaken before a fraud actually occurs or before the specifics of an anti-fraud program are determined. While developing a fraud policy, there are several issues that need to be considered. The first is the definition of fraud. Without a proper definition of fraud, a judge or jury would struggle to call it a fraud. However, if the entity had used the proper definition of fraud in its fraud policy and made all employees sign it to secure their agreement, there would be much less doubt regarding the term “fraud” in the courtroom. The same policy could be applied to employees who “borrow” heavy equipment for their personal use over the weekend, as it is not required until Monday. Therefore, it is important that the company craft a definition of fraud and make it a part of their fraud policy. The following should be considered when defining fraud:

a. Any dishonest or fraudulent act.

b. Violation of fiduciary responsibilities.

c. Misappropriation of funds, securities, supplies, or other entity assets.

d. Unauthorized use of the entity’s assets, such as equipment and computers for personal use.

e. Improper handling or reporting of money or financial transactions.

f. Earning profits from insider knowledge of entity activities.

g. Disclosing confidential and proprietary information to outside parties.

h. Disclosing securities-related activities of the entity to outsiders.

i. Accepting or seeking anything of material value from contractors and vendors or persons providing services or materials to the entity. Gifts worth less than $50 can be regarded as an exception.

j. Destruction, removal, or inappropriate use of records (paper or digital), furniture, fixtures, or equipment.

k. Malicious activities involving the entity’s computers, systems, or technologies.

l. Any violation of a relevant legal act.

m. Any similar or related irregularity.

The entity’s fraud policy should also include the methods management will adopt when irregularities are detected or suspected. 
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 policy should ensure that the anonymity of the person providing the tip is maintained. The policy should clearly specify how such reports should be investigated, in addition to avoiding the occurrence of false or mistaken accusations, thereby alerting the suspect that an investigation is underway. 
Special care should be taken not to disclose any information on the investigation or the status of the investigation unless it is authorized by the management or required for legal reasons. The policy should be particular about maintaining confidentiality for the sake of innocent employees who may have been swept up into the investigation and for the whistle-blowers.
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