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Your Views on Ethical Behavior
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m If someone wants a day off, is it

acceptable for them to call in sick?

/m |s it acceptable for employees to condugt
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A deception made for
personal gain
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Kez Elements of Fraud
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- Fraud, a significant and growing threat
worldwide 454 OF co's ZooS (ORRVPTIN
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What Leads to Fraud

ANY wHERE

c.
= © g ~S
= Fragmented knowledge -= = A o
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= Divided responsibility ™ e 12, aa

= Ambiguous orders
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AICPA Auditing Standards Board
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SOX Section 404
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who 16 hable
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= Board of Directors &5,

m Independent Auditors Lta»,_
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th Conduct a

Fraud Risk Assessment ?
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A S0%X FN PEAON 15 TRVGUT .

A I\/Ianager’s Stages of Moral DeveIoEment

Act because of: ot nutf,'i,\\\f

m Ethical principles - /"'”L ““00/\

8\ It is what is expected 2%

mltis _in best interest to avoid 506/0
punishment
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m Descriptions & characteristics of Fraud
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Fraud Categories
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m Howard Schilit Ph.D, CPA

~Inancial Shenanigans:

How to detect Accounting Gimmicks &
Fraud
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;@ Mh'h.hms txe with Rev

m Fraudulent Financial Reportin
@Cas‘\ -plljow J

m Misappropriation of Assets

m \[\mproper Expenditures or Liabilities )

®, L \
m lAvoidance of Expenses

S (enteols , mEmts ) Procrsses
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Enron

= Nobody understood how it made Q“_D“D
money Of How IT Woaked ( Fioy 3/ V8ey mrie

w E
m Fortune Magazine: “Most innovativeg s
Company of the year.” AsPET °£D
’ ., 15 LN
m “Deal machine PA L)

m Financials & accounts obsclre
m Off balance sheet entities
m BOD and outside auditors condoned
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I\/Iisaeer()eriation of Assets

Parmalat

m Network of false bank accounts
m Offshore investments

m Siphoned off cash to founder

m 18 Carporate executives

m $ 12 Billion

m 32,000 investors lost money
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Improper Expenditures or Liabilities
|

WalMart

m Executive VP & BOD member
m $500,000

m GIft cards, false nvoices, travel &
expense reports

m Accidentally discovered by sales clerk
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Avolidance of Exeenses

Rite Aid
m Manipulated earnings

Largest restatement of income ever
recorded

WorldCom

m Classified billions in Routine Expenses
as capital investments
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m Adelphia Comm. m Merrill Lynch (Enron)

m HealthSouth $2.7 B = Nortel

m Cendant $3 B m AOL $49 M

m Tyco $567 M m China $399 million

m Quest Comm. Intl. m Peregrine Sys. $100 M

m Bristol-Myers Squibb $1.5B = Royal Ahold $820 M

= Westar $53 M = Hyundai Motor $106 M

= Xerox $1.5B = China Const Bank $15 M

= KPMG $2.5B
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o,

m Not crooks or bad people /
- R

m Honest people subjected to fqrces that
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Comeanies Mu st
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Comeanies Mu st

m Brainstorm fraud risk schemes.

lan how ‘Q(a\IA
m Rate schemes  exf'!”) yeass s
xs) Mo
m Map schemes to eX|st|ng
controls or develop >
Action Plans PN esessmant
Information &
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m Example
& €W W
m Detection | E\’ ﬁ‘:’Z"JT EE;ENTS‘“W
= Prevention on 1M sF
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wi SO deCine

0 Monltorl

complaints = Compare to what was

| a8 "% f*eg?*"‘"

. _ . C Define vendor /
= Analytic review p0-3 employee % tions

= Ratio analysis o (Is it arms Iength?)
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m Statistical
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B Surprise counts
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m Segregation of

duties <
m Policies & 5;5?«:285

procedures) 00

— &
n/Proper ot
ocumentation

= Monitoring
m Supervisor sign-off
not perfunctory
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m Independent
verification of
success by others

\7 m Physical safeguards

m Assignment, rotation
& mandatory
vacations

m Surprise audits or
counts




SOX Fraud Schemes

Brainstorming Topics

Procurement (Purchase to Payment)
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Fraud Schemes

1. Collusion between buyer and vendor

2. Bidrigging. Employee fraudulently assists a vendor in
winning a contract through the competitive bidding
process. -

3. Sole source justification.

Bribery. /{ q\({sldmnﬂs

lllegal gratuity

Conflicts of interest

N o o &

Continuous usage of the same supplier
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Fraud Schemes

8. Are all vendor relationships legitimate and “arms

length?”
(&~
9. Related party purchases. m,a {
10. Phantom vendors. hIVjA (ﬂ“\h—
S

L))
11. Unclear completion of servicej./] % (r\"‘

12. VaguesTccess criterid for evaluating services
performed.

13. Split purchases to avoid exceeding delegation of
authority. Many purchases made just below the
authorized limit.
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Fraud Schemes

€ FoR
Maxﬂ?’:’ﬂgﬁ'ouﬂﬁD "
15. Unrecorded liabilities. Goods or services are
received, but invoices are not processed in a timely
manner. Not received from vendors, contingent
liabilities discussed, but not recorded. Received from
vendors and withheld until a subsequent accounting
period.

14. Duplicate invoices.

16. Invoices accepted without supporting
documentation to justify payment. Do accounting

personnel push back on you for documentation and
reasons for expense?
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The future ....
S

A\S AN \NTHMED (oMM oN 1 Ty HIVE STDS AcosS PomANS
4 PQROCESSE® TR AT suPlonT MKTE

ﬁ'CT‘V‘T'ES q loN“'&\\B o sveeGsS oF co.

THE
BOARDROOM PROJECT

35

© BENTON Consulting Services Ltd. All rights reserved.



[ hank you

BENTON
Consulting Services vu.

© BENTON Consulting Services Ltd. All rights reserved.

36



