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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. 
	QUESTION 1

Give short answers for the following questions: 

I. Outline the difference between policies and procedures.

Policies are clear, simple statements of how your organization intends to conduct its services, actions or business. They provide a set of guiding principles to help with decision making. Policies don't need to be long or complicated; a couple of sentences may be all you need for each policy area.

Policies relate to issues where the organization requires a certain line of action to be followed. A policy sets out the organization’s position on a specific matter, but does not necessarily prescribe in detail how to perform certain functions. The main characteristics of policies are that they are formally documented, approved and reviewed. 

Procedures on the other hand describe how each policy will be put into action in your organization. Each procedure should outline:

· Who will do what

· What steps they need to take

· Which forms or documents to use.

Procedures set out, often in a step-by-step fashion, the organization’s requirements for a particular course or mode of action. Procedures clearly define how a policy will be implemented and by whom.

The above explanations shows that policies define entity objectives and principles, while procedures define actions the entity takes to ensure objectives are achieved.

II. Name some techniques that help increase the perception for detection.

The following are some techniques to increase the perception for detection:

· Surveillance: If surveillance is going to be employed as a counter measure against fraud, it is best to announce it to everyone that it is in place. One must monitor the surveillance in such a way that people will believe someone is actually following up on suspicious activities. 

· Surprise Audit: Internal audit is the highest-ranked proactive method of detection according to The Association of Certified Fraud Examiners (ACFE). But surprise audit by either the internal audit function or hired fraud auditors are even more effective. 

· Anonymous Tips: Tips have been identified to be the best method to date in detecting frauds. However, they are also a prevention measure. For instance, if employees know that there is an anonymous tips system and anyone who sees something suspicious can turn them in, it begins to serve as a perception of detection preventive measure.

· Enforcement of ethics and fraud policies: The same philosophy is true for compliance with fraud policy, ethics policy, and corporate policy in handling frauds. An entity should have determined before-hand what it would do if a fraud occurred.

· Prosecution: Enormous benefits can be gained by prosecuting fraudsters to the maximum extent of the law. Prosecuting someone sends a strong message about perception of detection. Most experts agree that prosecution is key to maintaining an effective level of perception of detection.

III. How does internal audit help in fraud detection?

The fact that auditors are coming around on regular basis can serve as a prevention measure. Though by nature regular audits are detective, they could increase the perception of detection and thus serve as a prevention measure. However, if auditors use some effective audit tools and techniques to look for ongoing fraud aggressively, that would serve as a prevention measure. A key to the effectiveness of regular fraud audits is to identify, review, and analyze anomalies.

IV. What is commanding approach of fraud detection?

Commanding approach is confrontational or authoritative. It says ‘‘don’t steal. If you do, and we catch you, you will be fired.’’

When the entity does little or nothing to prevent fraud, it is probably taking this approach. If a fraud did occur and was detected, management would probably fire the employee and would not prosecute the fraudster. 

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

In prevention or precautionary approach, potential fraudsters are screened out using various means, including background checks for criminal records and credit reports. Internal controls can be used in the preventive approach. This approach is used for fraud detection in the sense that it segregates duties that can mitigate the risk of fraud at least to the point where management must override controls or persons must collude to commit fraud, which are always possibilities.

In the detective approach, management sets up accounting controls and internal audit function to monitor potential frauds. The internal audit function periodically verifies the legitimacy of transactions and confirms the existence of assets. Between the periodic audits, management depends on the accounting controls to detect any fraud that might occur.

VI. Explain the term ‘internal controls’. Name some internal control activities that organizations can adopt in order to prevent fraud activities.

Internal control, as defined in accounting and auditing, 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 is a means by which an organization's resources are directed, monitored, and measured. 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).

At the organizational level, internal control objectives relate to the reliability of financial reporting, timely feedback on the achievement of operational or strategic goals, and compliance with laws and regulations. 

Other internal control activities that organizations can adopt in order to prevent fraud activities include:

· Monitoring of controls

· Appropriate authorization procedures

· Satisfactory documentation, records, and audit trail

· Physical control of assets and records

· Independent checks on performance.

QUESTION 

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

· In developing a fraud policy for an organization, the first thing to do is to give a proper or clear description of what a fraud is or should be. For example, if an employee borrows heavy equipment (e.g., generator, mower or backhoe) for the weekend to do some private work because it is not being used until next Monday, the entity should determine whether it should be considered a fraud and carefully implement the fraud policy.

· Management should include strategies for handling detected or suspected irregularities in the entity’s policy.

· The policy should also specify where, who, what, when reports of the suspicion should be reported for tips, complaints, or whistle blowing.

· The policy should be clear about the maintenance of secrecy of tipsters.

· An appropriate level of privacy should be maintained by the policy, especially the protection of the rights of innocent employees including informers and whistle-blowers, who might get accidentally become involved in an investigation.
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