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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. 
	Short answers:

i. Outline the difference between policies and procedures.

	Policies are the objectives and principles of an organisation.  Procedures are the actual actions that are put in place to ensure that the objectives and principles are achieved.  An organisations Procedures Manual will detail the overall policies of the company, one such policy may be one of openness and transparency and not tolerating fraudulent practice.  The procedures are the actions to be followed in dealing with fraud prevention, detection and where a fraud has been found to have taken place. 


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

	Perception for detection is the perception of individuals within an organisation as to the likelihood of a fraud being detected.  It is considered one of the main deterrents to fraudulent activity.   The higher the perception of being detected the higher the perceived risk of carrying out a fraud. There are a number of techniques that an organisation can utilise in order to increase the perception for detection. 

· Surveillance cameras may be placed in high risk areas.  It is important  however, that there is also a perception that someone is actually monitoring the cameras.  Fake cameras may also be useful when used in conjunction with live cameras.  
· Anonymous tips – providing employees with safe and easy methods of tipping off relevant parties of a fraud is a useful way of detecting fraudsters.  It is important that the individuals are comfortable that their information will remain anonymous and there will be no attempt to identify them.  The mediums for providing anonymous tips should be as varied as possible, and it is important that the tips are followed up, otherwise there may be a sense of ‘why bother’. 

· Surprise audits giving potential fraudsters no time to prepare or provide a cover for a fraud.  Even the threat of a surprise audit may be enough to deter fraud. 

· Prosecution will act as a deterrent for future fraudsters.  The risk of imprisonment or a criminal record would be enough to put most people off.  Some organisations consider that a public prosecution is bad for business, where externally they may be perceived as poorly controlled and managed and therefore a risky firm to do business with.  This opinion though will make the potential fraudsters consider that there is a lower risk of carrying out a fraud with the worst case scenario being the loss of their job. 

· The organisation needs to ensure that its fraud policies are adhered to.  It is important that the employees are fully aware of the fraud policies and procedures and that where a fraud occurs, the organisation follows those policies. Not doing so would make the policy worthless. 

· The organisation may also choose to adopt a policy of rewarding those who help to identify fraud.  

iii. How does internal audit help in fraud detection?

	Effective internal audits should assist an organisation in identifying potential fraud risks as well as frauds that have actually taken place.    Internal auditors procedures should be set up in a way that they maximise the chance of identifying any frauds that take place, the audits should be varied in terms of the transactions audited and the timing.  Internal audits are particularly effective where a fraudster will not have time to cover up fraudulent actions because the audit is carried out at short notice or even at no notice to the employees. The fact that an organisation carries out internal audits may well be sufficient to ensure that frauds do not happen in the first place.  It is important that the internal auditors along with the audit committee have a free reign of the organisation and the ability to select the department and specific transactions to be audited.  Furthermore, the internal auditors should be given access to appropriate documents without delay. 






iv. What is the commanding approach in fraud detection?

	The commanding approach in fraud detection is surprise audits.   If fraudsters are not aware of an audit they will not have time to prepare for an audit and cover their tracks.  The mere knowledge that a surprise audit can happen at any time also acts as a deterrent to committing fraud in the first place. 

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

Detective approach monitors fraudulent transactions through the use of internal controls and internal audit.  The legitimacy of transactions should be periodically reviewed and reconciled in order to identify discrepancies.  The detective approach identifies frauds which have already taken place. 

A precautionary approach uses preventative measures to attempt to minimise the risk of a fraud happening in the first place.  Preventative measures include employee screening, segregation of duties, authorisation limits and rotation of staff. 

vi. Explain what the term ‘internal controls’ means. Name some internal control activities that organisations can adopt in order to prevent fraud activities

Internal controls are the controls put into place by an organisation to ensure that the objectives of that organisation are achieved.  The controls allow for monitoring and reporting to management to give them comfort that the organisation is running smoothly. Examples of internal controls to avoid fraud may include general controls such as ensuring that all staff take at least one two week holiday a year, staff rotation and internal audit aimed at random testing.  More specific controls may include regular analysis of cancelled cheques, bank reconciliations, supplier audit, all of these procedures would be carried out by a person independent from the employee dealing with the day to day transactions and where appropriate authorised by a senior member of staff. 

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

Fraud policies will differ from entity to entity and will be dependent on a number of factors.  Assessment includes high risk assets, schemes most likely to occur, fraud indicators and residual risk after assessing the controls that in place to check fraudulent activities.
 
In developing a fraud policy an organisation should consider the following classic approaches to handling corporate fraud:

· Directive Approach – this is a hard line attitude to the discovery of a fraud.  In the event that a fraudster is caught, dismissal will be the automatic outcome. The organisation will not take preventative steps to  avoid fraud believing that the threat of dismissal will be sufficient to ensure that frauds are not committed in the first place. 

· Preventative Approach – in this case, an organisation will take preventative steps to ensure as far as possible that a fraud will not occur.  Employment policy will require all employees to be background checked prior to being offered a role in the organisation.  Procedures will be in place to ensure sufficient rotation of duty, ensuring that there are internal checks in place etc.

· Detective Approach – this is the approach which utilises internal audit and or internal controls to ensure that in the event a fraud does take place, it will be identified. 

· Observation Approach – in this case, observation is used to look for suspicious behaviour.  Management will observe staff behaviour and surveillance cameras may be used where appropriate to monitor the actions of the employees. 

· Investigative Approach – this approach uses effective investigation techniques to follow up allegations of fraud, or discrepancies that are identified in either periodic internal reports or the year end audit.  

· Insurance approach – this approach does nothing to prevent fraud in an organisation.  It may however protect the company from financial loss in the event of a fraud.  This approach should be used alongside one or more of the above approaches rather than in isolation.  There is a risk that insurance companies won’t pay out where they consider that the organisation is partly at fault for suffering the fraud in the first place. 
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