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1. Give short answers for the following questions:
i. Outline the difference between policies and procedures.
Ans:
· Policies compliment the mission statement by serving as guiding principle towards the achievement of the objectives. It affects the internal structure, its day to day activities by taking historical record into account. Examples are credit policy, privacy policy, payment policy, etc.,
· Procedures are a systematic course of action taken by the organization. It helps with the duplicity of work and reduces chaos by RED TAPING the duties and responsibilities.
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· Policies are very flexible in nature; procedures are rigid in nature.
· Policies reflect the mission of the organization. Procedures its application in the real-life scenario.
· Policies are only considered when it is accepted by the people. Procedures follow a very logical process based on facts and figures.
· Policies support strategies. Procedures support programs.
ii. Name some techniques that help increase the perception for detection.
Ans:
· Every fraud more or less follows the principles of the fraud triangle motive- opportunity- rationalization, in just a matter of time yours becomes theirs. The perception of detection is a psychological game which creates a strong impression of getting caught, it’s a kind of impression which can neither be ignored or avoided.
· For the best implementation of the perception of detection, the following techniques are used:
· Surveillance – monitoring of activities by people or by the use of technology. Sometimes just a mere sign saying “This place is under surveillance” does the job.
· Anonymous tips – creation of an atmosphere of zero tolerance towards any kind of fraud or potential fraud via effective communication and protecting the identity of the informers.
· Surprise audits – these audits are just like any other audits with one difference no one knows when it will happen, and how often it will happen. It frequently targets the vulnerable areas of the organization.
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· Prosecution – the efficiency of the prosecution reflects the deterrence against any attempts of fraud. It is very important that the perpetrator is brought to justice and given appropriate punishment which makes the ‘going to be perpetrator’ drop the idea of fraud.
· Ethics and fraud policy – the fraud policies established and implemented should apply to any irregularity whether suspected or not and should have an impartial place (including every person and positions: employees, shareholders, consultants, suppliers, etc.,) in the organization. 
· Catch me if you can – the idea behind it is, the potential perpetrator should not be in a position to think that he/she can commit the fraud and give the organization the run for the money. 
iii. How does internal audit help in fraud detection?
Ans: 
· International standards for the professional practice of internal auditing (SPPIA 1210.A2-1) “ internal auditors must have sufficient knowledge to evaluate the risk of fraud and the manner in which it is managed by the organization, but are not expected to have the expertise of the person whose primary responsibility is detecting and investigating fraud.”
· Internal audit only deals with one type of fraud “occupational fraud” committed in and by perpetrator with the internal support of organization.


                                                                                                        Vishnu Vardhan. A
                                                                                                        Student ID: 28915
                                                                                                        Assignment No.10 
                                                                                                        Page No: 04
· Fraud detection is prevented through internal audit via the internal control system listed in the COSO report. The COSO Report provides knowledge, probability and certainty of the risks, it also has the ability to prevent possible failures and scandals.
· Internal audits information in association with fraud should comply with SPPIA and reasonably structured on:
· Acquisition and management of information of fraud.
· Management of the database and dissemination of the audit report.
· Keeping a record of all the possible fraud schemes.
· Continuous audit provides with material findings of vulnerabilities and potential vulnerabilities and via automated reporting process corrective actions can be implemented more quickly.
iv. What is the commanding approach in fraud detection?
Ans: 
·  The commanding approach to fraud detection is qualitatively expressed, skilfully executed and measured in terms of personality and professional traits.
· The approach includes the following:-
· Confidence – the fraud investigator should exude confidence towards his judgements and decision making. It’s primal for control and commanding the fraud scenario
· Responsibility – it emphasizes on not just taking the available fraud schemes into account and also to acquaint oneself with possible new schemes which can emerge by thinking out of the box.
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· Calm – being calm in any kind of situation helps to stay focused and think more clearly.
· Logical – it helps with keeping with the pace of the rapidly changing events and come with a rational conclusion without prejudice.
· Determination – essential for reading between the lines and overcoming obstacles placed by the fraudster.
· Integrity – reliability and value it provides in fraud detection helps deter even the would-be fraudster.
v. What is the difference between precautionary approach and detective approach? How are these approaches used for fraud detection?
Ans: 
· Precautionary approach – this approach takes into account the past events, transactions, and scenarios which led to fraud and provides the framework for the uncertain and foreseeable future.
·  The factors in this approach are:
· Quantitively dealing with uncertainty – sensitivity analysis, simulation, expected values.
· Speculation of threats which can cause irreversible damage.
· ill defined it can cause more harm than good
· depends on the management principles – risk takers or risk averse.
· Detective approach - it is where the framework of fraud detection is prepared in compliance with the legal, rules and regulations, policies and procedures.
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· The approach is guided certain principles like legality, coordination and cooperation, secrecy, objectivity, cost-effectiveness, humanity, expertise and continuous improvement, trust and correctness, planning, operativeness and methodology.
vi. Explain what the term ‘internal controls’ means. Name some internal control activities that organizations can adopt in order to prevent fraud activities.
Ans:
· [bookmark: _GoBack]Committee of Sponsoring Organizations of the Treadway Commission (COSO) defines internal controls into several key concepts: process, people, reasonable assurance, objectives.
· Its framework comprises of five elements:
· Control environment – it encompasses all the functions of the organization and sets the tone for the same
· Risk assessment – considers both internal and external factors which can affect the integrity of the organization.
· Control activities – are how the management puts to practice the set policies and procedures.
· Information and communication – the flow of communication which plays a key role in the smooth functioning of the organization. It includes reports financial and non-financial, formal and informal.
· Monitoring – constant monitoring of the activities of and continuous evaluations assessing deficiencies and appropriate corrective measures taken.
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2. Discuss the important points that should be considered when developing fraud policy.
Ans:
· First and foremost, the development of fraud policy begins with the defining the fraud. CIPFA simply defines fraud as “Any intentional false representation, including failure to declare information or abuse of position that is carried out to make gain, cause loss or expose another to the risk of loss”
· Objectives:
· To provide a system for detection and prevention of fraud
· To establish process and procedures for efficient approach
· To provide assurance that all fraudulent activities will be investigated without prejudice.
· Scope – it is essential that the policy is not a narrow frame of reference, instead covers a broad standpoint. This gives management the needed oversight to get to the root cause of any irregularity without compromising the integrity of the investigation.
· Fraud risk management:
· Identification – understanding the risk areas of the systems and operations and the reasonable time that it takes to be identified
· Assessment – quantifying the risks for the probability of incidence and comparative significance for its loss frequency and severity.
· Prioritization – quantified risks are then ranked in terms of expected/unexpected loss, maximum probable/possible loss.
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· Planning – after all the above management aspects are fulfilled the company looks into responses like: avoiding, mitigating, transferring, retention, and accepting
· Monitoring – the approach completely depends on the management response and their risk appetite.
· Ethics and code of conduct: while designing a fraud policy the management should be careful that the policies do not do more harm than good. This can only be achieved when it does not encourage motivated prejudice. It treats all (strategic to operational level personnel) unbiased and fairly.
· Whistle-blower policy – to allow disclosure by strategic to operational level personnel without any fear of discrimination, adverse employment consequences, appraisal, etc. To protect the anonymity of the personnel/third party and care to be taken that it not become a tool to pursue personal agenda.
· Communication with government regulatory bodies – exchange of information with the law enforcement: fraud detected by and reported to the company governance representatives, cooperating with the statutory bodies (FBI, CIA, State Police, etc.,) related to fraud.
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