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Goals and Objectives

- Fraud’s Impact on Organizations:
- What happens?
- Who does It?
- Why did they do it?
- What can you do about it?
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Fraud Impact - What Happens

Fraud Headlines

- lona College Fires 2 Employees After Discovering
$800,000 Fraud, The Chronicle of Higher Education, Oct 10, 2010

« Palm Beach Atlantic University ex-president pleads

guilty to fraud, money laundering, sy scott Travis, Sun
Sentinel, March 07, 2011

« Probe finds fraud, deception at for-profit colleges,
USA Today, Aug 4, 2010

- Wire fraud, money laundering at center of Hardin

CaSe (at the University of Central Arkansas), By David McCollum,
Thecabin.com, March 7, 2011
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New Economic Realities

- Revenues are down.

- Funding is down.

- Cost-cutting is required or has happened.
- Service delivery is at risk.

- Financial controls are at risk.

[\ EEr .




6/15/2011

ACFE 2010 Report to the Nation

Summary of Findings

- Survey participants estimated that the typical
organization loses 5% of its annual revenue to
fraud. Applied to the estimated 2009 Gross World
Product, this figure translates to a potential total
fraud loss of more than $2.9 trillion.

« The median loss caused by the occupational fraud
cases in our study was $160,000. Nearly one-
quarter of the frauds involved losses of at least $1
million.

- The frauds lasted a median of 18 months before
being detected.
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ACFE 2010 Report to the Nations

« The industries most commonly targeted were the
banking/financial services, manufacturing and
government/public administration sectors.

- Anti-fraud controls appear to help reduce the cost
and duration of occupational fraud schemes. We
looked at the effect of 15 common controls on the
median loss and duration of the frauds. Victim
organizations that had these controls in place had
significantly lower losses and time-to-detection
than organizations without the controls.
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Fraud Impact

Organization Type of Victim — Frequency
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Fraud Impact

Organization Type of Victim — Median Loss
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Fraud Impact

Size of Victim Organization — Median Loss

Number of Employees

Median Loss

Source: ACFE Report to the Nations — 2010 Global Fraud Study 1
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COSO Study - Fraud Impact
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Table 9. Common Financlal Statement Fraud Technlques

of the 347 Fraud Companies
Using Fraud Mathe

)

Improper revenue recognition:
Recording fictitious revernes - 46%

Recording revenuss prematuraly - 35%
1o description/"overstated” - 2%

Overstatement of assets (=4iUding acCounts receivable cerstatements due to reverus fraudy S
Overstating existing assets or capitalizing expenses - 46%
Recording fictitious assets or assets not owned - T

Understatement of expenses/llabllite

Misappropriation of assets
Inappropriate diselosure (with na financisl statement line ttem effects) 3

Other miscellaneous techniques (scquisitions, joint ventures, netting of amounts, etc.) 20%
o igh use of party %
Insider trading also clted 24%

* The subcategories such as pramature revamues or fctitious revamues snd essets o ot sum o the categery totels due to
witiple types of fraud employed ot a single company Alse, becasss the fmancial statermant frauds at the sempla compenies
SRen neclins mars an dne e tha 2 of the B paan
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Who Does It?

Fraud Impact

Age of Perpetrator — Median Loss
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Source: ACFE Report to the Nations — 2010 Global Fraud Study
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Fraud Impact

Median Loss

Tenure of Perpetrator — Median Loss

8261,000

£142,000

Tenure of Perpetrator

-, | Source: ACFE Report to the Nations — 2010 Global Fraud Study
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Fraud Impact
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Education of Perpetrator — Median Loss

Median Loss

71| Source: ACFE Report to the Nations — 2010 Global Fraud Study
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Fraud Impact

ition of Perpetrator

Position of Perpetrator — Median Loss

pling.in .:n.m

£400,000 56

Median Loss

.| Source: ACFE Report to the Nations — 2010 Global Fraud Study
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Perpetrators by Department

MNumber of Cases Based on Median Loss Based on Perpetrator’s
Perpetrator’s Department Department
#ol  Potol Mediss o #ol  Poiol e
Coams Conen  Loma Cosms Cosen  Loma
pere

Source: ACFE Report to the Nations — 2010 Global Fraud Study
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COSO Study - Fraud Impact

Types and Frequencles of Individuals Named In AAERs

8 @ current Study

83
a0 @ COSO's 1999 Study
6%
0%
23
20%
e

Mate In many casas the AAER cited board mambers for thair involvemant i the freud Tha vest mejority of thesa
ingivicuals ppeared to b company menagars sening on tha board indluding CEDs serving as Hoard Chair

2
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Drivers of Fraud - Why It Happens




Fraud Triangle

Rationalization/

Concealment

. Pressure/
Opportunity

Incentive
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Quantitative Red Flags

+ Inadequate working capital / undercapitalized
- Analyze:
- Quick/Current Ratios
- Aging Accounts Receivable
- Related-Party Transactions

- Compensation tied to financial goals

- Example: CFO/upper management bonuses tied to
financial performance
- Incentive: Cook the books to make bonus
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Quantitative Red Flags

- Disconnect between earnings and cash flow
- Maximized lines of credit
« Late financial statements or compliance reporting

- Weak internal controls over hard and soft assets

k‘ NEIDE wN 2
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Qualitative Red Flags

- Failure to set the proper tone at the top

- Entity viewed as personal asset/piggybank

« Financial control vested into too few individuals

- Owner(s) not as informed as they should be
- Failure to review

- Failure to communicate unacceptable behavior

2
STRICTLY PRIVATE AND CONFIDENTIAL

6/15/2011

Qualitative Red Flags

- Failure to review separation of duties

- Failure to review favored relationships
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What Can You Do About it?
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COSO Study - Fraud Impact

Table 11. Board of Director Composltion (Maans)
Full sample 18911998 Sampie 2001-2004 Sample

Type of baard member:
Inside director 203 30% 5% 5% .00 T3 3% 26% 4% 069 52 25% 2% 2%
Grey director 203 1% 1K 2% mE K Ek 52 8% M 5%
outside director 203 60% 63% 3% T3 se% sem -3% 52 67% eo% 1%
Type of grey
Former company officer 63 45% 57% 2% a1 8% sow an B 62% sa% &%
Relative of management  §3 7% 8% I 035 41 ox 2% 2% B 4% E% K
Consultant to company 53 25% 1% % 4 3% 1% 8% 034 B 8% &% 0%
Outside legal counsel 53 15% 10% 5% 4 1% 10% 5% noEE % 4%
Interiocking director 63 4% 4% 0% 4 5% 6% % B 4% 0% ax
Banker 63 ox 0% 0% 4 0% 0% ox "oo% 0% o%
Non-bank creditor 63 0% 0% o% 4 0% o 0% B 0% 0% 0%
Officer of significant 63 2% o% 2% a 2% o 2% "o4% 0% 4%
suppller or customer
Note: A gvaive that & les than 010 i s was stadsical signicant
[ree
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COSO Study - Fraud Impact

Table 13. Stock Ownership by Directors and Officers; Board Chalr and CEO Tralts
(Means)

Full sample

Stock owned by 16 2% 2% W

Irectors and officers

Stock owned by the 5 0% o% o o ow 2 7 ™ 0%
highest-ranking ofticer

stock owned by the 195 E% EE 2% wowx e % 2 Bx o %

Inside director TE2 5% 70N 5% a9 0% 7ex 4%

45 Ban sem an
Grey director T2 M I 8% 038 99 7E BN % 046 48 1% 20% O%
Outside dirsctor w2 % e 3% 9 mm o e % 45w e 0w
€EO age (n years) 205 507 514 07 W 517 06 1 = 499 532 33 081
CEOtenureinyears) 203 54 102 08 w0 102 o1 = a3 n1 2808

29
STRICTLY PRIVATE AND CONFIDENTIAL

COSO Study - Fraud Impact

Table 14. other Full Board and Governance Characteristics (Means)

Full sample 19911998 sample 2001-2004 samy

Humber of board

meetings per year

Mumber of drectorswho 203 02 04 -02 045 I3 02 04 02 52 os 03 o1
left the board during the

nirst
of companies 203 15% 25% -I0% OB W3 3% 23% 0% 058 B2 25% 25% O%
iractor leave
during the fist fraud year
Percentage of companles 195 £7% 74% 7% W07 58% 75% 7% 009 52 7% 77% O%
w/ an outside blockholder

o was not a director
Percentage of companles 195 23% 24% % 07 2% B 2% = 2w 2% e
W/ an outside blocknokder

rector

Percantage of companies 203 2% 26% 3% R = s0% a8% 2%
disclasing existence of an
Internal aucit function

Percentag
that had 3

sfcatas that
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COSO Study - Fraud Impact
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COSO Study - Fraud Impact

Table 20. Related Party Transactlons (Means)
Full Sampl

208 oM 7% B% 065 TS

Percentage of disclosed 77 20% 22% 4% B

Porcentageof disclosed 117 5% 5as 3% 50

o disclosed 7 eme E6% 5% =

3

8%

sa%

am

B

a7 0% B sm osm 0w

&7 0% 3 S Eo% 9w

signifeant
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Analyze Organizational
Structure for Flaws

Inputs
*Environment
Resources History
«Competitive
Limited Resources
*Regulation

+Communication
*Group Relations

Tasks
< Skills and
knowledge demands
[> Constraints on
performance
demands

Informal Organization
Leadership Behavior

Outputs
*Good Reports

*Repeat Business
*Growth

Formal Organization
*Rules & Regulations
*Software
*Agreements
«Contracts

People
* Attitude
« Individual skills
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The Winner’s Manual for the Game of Life

“There is a culture of passiveness”

k SCHNEIDER DOWNS

The Winner’s Manual for the Game of Life
by Jim Tressel (on sale)

“There is a culture of passiveness”
E. Gordon Gee

The Columbus Dispatch, June 12, 2011,
“Terms of Tressel's Exit Nearly Finished”
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