[image: BOLC_Logo]                                                                  
 (
   
Assignment Cover Sheet
)



	Student Name:
	HADDY JATTA

	Student Number:
	1570

	Course:
	FORENSIC ACCOUNTING

	Assignment NO:
	10



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

i)   Policies and Procedures .The objectives and principles of an entity are its policies, while the organization’s actions taken to ensure that objectives are achieved are called procedures. Policies and procedures document all unethical actions and transactions and determine how violations should be treated. A sound fraud policy and procedures based on that policy contribute substantially to laying a firm foundation for an anti-fraud environment. All publically traded companies are required to have an ethics policy as per SOX, while companies without an ethics policy are required to state the reasons for its absence. Policies define entity objectives and principles, while procedures define actions taken by the entity to ensure that objectives are achieved. Policies and procedures document the actions and transactions determined to be unethical, as well as stating how violations will be treated. The company’s fraud policy is a source indicating the company’s fraud prevention measures, actions that have been taken to detect and respond to fraud, and the efficacy of the anti-fraud environment.

ii) Perception of detection is one of the leading elements in fraud prevention. According to crime experts with years of experience in law enforcement and criminal justice, the perception of detection is the biggest deterrent to any kind of crime, including fraud. The fear of punishment, imprisonment, humiliation, and the loss of personal relationships are enough to make a potential fraudster think several times before committing fraud and evaluate whether it is worth all the risk or not. This technique for deterring fraud is more effective in financial fraud cases than in street crime because most white-collar criminals follow their own personal ethical codes. Therefore, increasing the perception of detection is the best, most cost-efficient way of minimizing the risk of fraud. Tactics for increasing the perception of detection include.
.SURVEILLANCE
.Anonymous tips
.Surprise audits
.Prosecution
.Enforcement of ethnics and fraud policies
.Catch me if you can


iii) In major financial frauds of recent years, the internal audit function was not allowed to function to its full potential, as financial information was not analyzed and other kinds of frauds were investigated. The CEOs of those companies did all they could to prevent diligent auditors from investigating their scams. Only when an auditor came in late at night to examine financial records that the executives were not willing to provide were the fraud and the CEO involved in it exposed.
In another instance, a small university newspaper office in the USA employed one accountant to perform all accounting functions while a retired accounting professor was responsible for performing regular audits of the office. One year, in April, the professor notified the university that he would be performing his final audit and that they should arrange for a new auditor or put their internal audit function into effect. The university did not have an internal audit function. The university VP received a call from the newspaper-printing vendor in mid-October. The university was informed that the company would not be printing the next issue of the newspaper, as they had not been paid in some time. Upon checking the accounting records, it was revealed that the accounting clerk had been stealing thousands of dollars. The theft had begun in May of that year, after the auditor had left. It was clear that the regular audits of the newspaper office served as a perception of detection and prevented the clerk from stealing. Once the threat of audit was removed, the clerk was able to rationalize the fraud.

iv) Corporate Governance Structure
According to research, weak corporate governance has played a role in all major financial frauds. In 1998, the COSO Landmark Study examined 200 out of 300 fraud cases handled by the Securities and Exchange Commission (SEC) between 1987 and 1997. This study revealed that all entities that were investigated had weak boards. In 72% of cases, the Chief Executive Officer (CEO) was identified as being involved in the fraud. In 43% of cases, the Chief Financial Officer (CFO) was similarly identified. Moreover, according to Wheel, Deal and Steal, former or current CEOs head the majority of boards.
The report identified the following weaknesses:
. Dependent board members
.Insiders dominating the board
.Significant equity holdings by board members
.Inexperienced board members 
. No communication or meetings between board members and audit committees
. Inexperienced and untrained audit committee members 
. No audit committee
. No meetings help by the audit committee

v) Preventive approach. According to this approach, preventive measures are taken 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 preventive approach while, Detective approach. This 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.

There are other measures, apart from the general environmental, cultural and corporate measures, that might minimize fraud. Preventive measures and fraud countermeasures should be focused on people who have access to or control over sensitive assets such as cash and cheques. Appropriate countermeasures must ensure that these employees will be held accountable for handling valuable assets.
iv) Internal Controls 
Opportunity is one of the elements of the fraud triangle, referring essentially to internal controls. Fraud auditors have little impact on the other two legs of the fraud triangle, i.e. pressure and rationalization, although management can create an enabling environment for these elements. Pressure and rationalization are psychological and are therefore difficult to observe. Internal controls, on the other hand, are more easily observed and may influence the opportunity to commit fraud. One of the most common internal control lapses is the lack of segregation of duties. The following are some internal control activities that might serve as preventive measures:



QUESTION 2
Fraud Policy
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.
Let us suppose that an employee “borrows” the employer’s camera. This employee uses the camera to take pictures of his/her personal property or personal belongings and then uses the company’s computer to set up an eBay account and sell his/her belongings all during work hours. Might this be categorized as a 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 ACFE’s 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.

.Any dishonest or fraudulent act
.Violation of fiduciary responsibilities
.Misappropriation of funds, securities, supplies, or other entity assets
.Unauthorized use of the entity’s assets, such as equipment and computers for personal use
.Improper handling or reporting of money or financial transactions
.Earning profits from insider knowledge of entity activities
.Disclosing confidential and proprietary information to outside parties
.Disclosing securities-related activities of the entity to outsiders
.Accepting or seeking anything of material value from contractors, vendors, or persons providing services or materials to the entity. Gifts worth less than $50 are an exception
.Destruction, removal, or inappropriate use of records (paper or digital), furniture, fixtures, or equipment
.Malicious activities involving the entity’s computers, systems, or technologies
.Any violation of a relevant legal act
.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.
Fraud Response Team
Once the fraud policy has been laid down on paper, the management should identify the people and positions that are responsible for implementing the various procedures included in the policy. “Fraud Policy Decision” is a tool provided by ACFE to assist management with their fraud response efforts.
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