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Question 1
i. Outline the differences between policies and procedures.

Policies can be defined as the regulations and norms of an entity while procedures are referred as the sequential stages of operational activities within the entity. Normally the norms and standards that an entity abides to, are known as its policies and the actions undertaken to ensure that these norms and standards are applied effectively are referred as its procedures. In addition, strategic decision-making and planning, vision and forecast can be categorized to senior management level whereas policies and procedures are classified as middle and lower management level.
As compared to procedures, policies are much more flexible and one primary advantage is that policies can account for unexpected circumstances, i.e. a company may have a redeployment strategy in case one of its branches is liquidated. However the procedures required to implement the redeployment policy may be inflexible. In this aspect, policies could also be characterized as the underlying mission for an organization and procedures are referred as the tools that would achieve those policies. Another example of policies in a fraud context would be the anti-fraud culture that a company would want to include in its strategic objective. On the other hand, the procedures would include actions such as the establishment of a fraud department, whistle-blowing channels or other anti-fraud controls.
ii. Name some techniques that help increase the perception for detection.
Experts asserted that perception of detection techniques are extensively used as anti-fraud tools with due regard to the nature of white-collar fraudsters. Common techniques involve: Surveillance, Anonymous Tips, Surprise Audits and Enforcement of Ethics and Frauds Policies.
Firstly a well-known technique is the surveillance method, i.e. implementation of security cameras in risky areas involving huge cash transactions.  Experts characterize this method as an effective one against frauds as the presence of cameras will deter any harmful fraud intention. In addition, it is recommended that such technique should be communicated to all workers in the workplace as they should be aware that they are being supervised if they are entrusted in highly secured areas. Besides there is the need to monitor those cameras as well as maintain them regularly as some fraudsters may want to test their effectiveness if they perceive it to be a fake one.
Secondly organizations should be encouraged to establish whistle-blowing channels to secure their transactions and employees as well. If these preventive measures are available, then staffs will be aware of the required procedures to follow in situations of fraud occurrences, all by preserving their anonymity as some prefer not to disclose their identity. This is known as the anonymous tips technique.

Thirdly another well-recognized and practical technique used by management is surprise audits. Audits have often rooted certain high-profiled accounting scandals, i.e. Tyco (2002) or Tesco (2014) but have also been on the receiving end as well, i.e. Enron (2001). Further, regular audits comprising of both internal and external ones are effective means against existing fraudulent activities pertaining within firms. The surprise element in audits may also disrupt the operating sequences of fraudsters who many not expect themselves to be subjected to scrutiny despite well elaborating their intents. 
Lastly all corporations are highly recommended from regulative authorities to adequately implement their anti-fraud policies and inculcate them among their employees. Frauds should be accompanied with severe sanctions and the repercussions should be regularly communicated to staffs, i.e. no fraud cases either minor or major should be left undealt as it may create a fraud intention among other employees who did not have such intent earlier. Other perception for detection techniques, i.e. catch me if you can and prosecution, also proved their efficiency when properly implemented. 
iii. How does internal audit help in fraud detection?

The need for an internal audit depends on the scale, diversity and complexity of the company activities, i.e. the larger the company, the more complex it is to monitor. Other factors include the number of employees within the company benefits should be exceeding costs to allow the establishment of an internal audit and changes in the organization structure might change the complexity of operations and risk. 
Normally the responsibility of management is to implement anti-fraud policies in line with preventing and detecting fraud. On the other hand, The Institute of Internal Auditors (IIA) describes the function of internal audit against frauds as acting as a safeguard to both Board and management with respect to the effectiveness of existing anti-fraud policies. Therefore the role of both mentioned parties should not be confused as each one has their own roles. One advantage of internal audit is that internal auditors have sufficient knowledge of the operations of the entity as they are familiar with its environment. In addition, in fraud circumstances the screening of suspects would be made easier with the collaboration of these internal auditors. 

Further, internal audit would enable seminars to be organized with due regard to fraud risks that would enable both employees and employers to understand such risks. The aim of these seminars would increase the implementation of anti-fraud measures.

Lastly internal auditors would also be able to test the effectiveness of internal controls vis-à-vis fraud risks. In situations of internal control deficiencies, these would be remedied in the form of reports to the management and would enhance the mitigation of such risks in the future.
iv. What is the commanding approach in fraud detection?
There has been some classic approaches over the past years with due regard to fraud detection. One of these classics has been the directive approach. Often firms have been blamed to be quiet stagnant over introducing more strict anti-fraud policies. In this aspect, fraudsters, i.e. employees, were dismissed and not prosecuted.
Another approach is known as the preventive approach. This approach involve the use of screening methods such as: polygraph tests, checking the criminal background of the fraudster or the undertaking of psychological testing. Robust internal controls are also synonymous to an efficient preventive approach, i.e. if an entity’s internal control is strong and difficult to override, fraudsters may have to be in cahoots with other fraudsters from different groups to execute their plans.
The detective approach could be considered as the commanding approach in fraud detection as most entities internal audit departments. Therefore both Board and management rely on the regularity of reports elaborated by the internal auditors to test the effectiveness of their controls, i.e. accounting and the efficiency of an internal audit department. 
Sometimes management may resort to both observation and investigative approach. The observation approach involves the use of surveillance techniques such as security cameras to supervise the behavior of staffs in during cash transactions. In addition, areas such as warehouses whereby inventories are stored are mostly supervised. Consequently the investigative approach would be the outcome of the observation approach, i.e. if costly or large amounts of inventories were declared damaged or stolen, security cameras in warehouses would need to be reviewed to identify culprits.
v. What is the difference between precautionary approach and detective approach? How are these approaches used for fraud detection?
A major difference between both approaches is that directive approach involves little or no means at all comprising of anti-fraud measures as compared to precautionary approach. The implication of a directive approach implies that an entity is inculcating a provocative and commanding methodology towards fraud offences. Therefore it also implies that the entity would not be taking extra measures if there are frauds occurrences, i.e. management may decide to dismiss the fraudster instead of persecuting the latter. In fact the adoption of this approach stems from its nature, that is, management would find it difficult for someone to go against the directive culture of the entity and commit a fraud. Normally during job interviews, new entrants would be communicated the fraud nature that are expected to abide to; and for existing ones, signs highly emphasizing the policy of the company against frauds could be placed across the workplace.
On the other hand, a precautionary approach would involve more detailed measures, i.e. if management suspected a number of potential fraudsters, then the investigators would be to screen the history of these potential fraudsters. This would enable management to know about any possible offences that their employees might have concealed for fear of non-recruitment and selection. Other methods such as psychological testing or polygraph tests could be used to test the honesty and trustworthiness of both current and existing employees.
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 systems include all of the policies and procedures adopted by the directors and management of an entity to ensure that the following objectives are attained:
i. The orderly and efficient conduct of the business,

ii. Management policies are properly followed,

iii. Assets are adequately safeguarded,

iv. Fraud and errors are prevented and detected,

v. Accounting records are complete and accurate; and

vi. Financial information produced is reliable.

Management should often emphasize on a robust internal control with due regard to the number of benefits it may bring, i.e. reduction of errors, irregularities and fraud opportunity; Optimization of performance and increase productivity; Reduction of costs and improved profitability; and enhanced quality and business image. 

There are several internal controls that companies may adopt against frauds, i.e. segregation of duties, reviewing reconciliation of receivable control account with receivable ledger, follow up procedures in the sales system, approval of document by the Board of Directors, control over computerized applications and the review of exception reports. 
Physical controls would involve the safeguard of asserts to restrict access to information, i.e. passwords or locks. On the other hand, personnel control would involve delegation 
of duties to people with appropriate skills; and accounting controls would mean the completeness and accuracy of recording.
QUESTION 2

Discuss the important points that should be considered when developing fraud policy.
It is extremely vital that an entity implements an adequate fraud policy before any fraud occurrences. In addition, this would be among one of the effective way to combat fraud and there are certain considerations that must be reflected on before developing such a policy. Normally a corporate fraud policy would the effective functioning of controls in the prevention and detection of frauds for firms. In this aspect, it is the duty of firms to encourage regular organizational behavior by implementing norms and delegating responsibilities to ensure the improvement of controls and investigations. 
Further, it is vital for management to precisely provide a clear definition of fraud. Normally it is the responsibility of management to detect and prevent frauds, embezzlements and other discrepancies. Frauds theorists summarized fraud as a deliberate, fake demonstration or cover up of material information for the intention of provoking another to proceed upon it at the expense of his or her injury. In addition, the management team should communicate to other teams on the types of offensiveness that might occur in different work areas. Also, a proper whistle-blowing channel should be included in the fraud policy to ensure that any discrepancy noted is effectively reported to the concerned fraud handling party, i.e. the Legal department should be alerted in case of any discrepancies. 
The scope of an effective fraud policy should encompass any potential irregularity that include stakeholders such as, employees, creditors, shareholders or outside companies having direct business relationships within the company. In this aspect, a precautionary 

approach would involve the screening of these mentioned stakeholders, i.e. the number of years they have been doing business with the entity. On the other hand, the management should clearly mention the responsible teams that would handle any irregularities, i.e. some irregularities may revolve around an employee’s moral ethics and conduct. Therefore in case of such issue, a proper team should be elected, i.e. HR department to deal with it. 
An adequate fraud policy should clearly entail a list of actions that leads to fraud, i.e. possession of insider information and so on. This should be thoroughly communicated to employees as some may be unaware that they might be committing a fraud unconsciously. Also the fraud policy will include the aftermath of any fraud occurrence, i.e. the procedures undertaken by the company and the team responsible for investigation. Lastly the extent of any fraud should be accompanied with sanctions that should be highlighted in the fraud policy. This should be largely emphasized and the fraud policy could be placed around all departments.
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