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HieWation on Occupational Fraud
BEValuate how to detect fraud in an
==nstitutional environment
= ® Evaluate fraud “hot spots”

e Discuss how to be pro-active to fraud
issues

gven respected leaders in various

= buy into schemes which are
fraudulent in nature?







_;; What Elements are
INecessary for a Person to
= Commit Fraud?

PERCEIVED
OPPORTUNITY

Fraud
Triangle

PRESSURE RATIONALIZATION

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners
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While it may be hard to
Brecognize a fraudster,
there are characteristics to
look for.

PERCEIVED
OPPORTUNITY

PRESSURE RATIONALIZATION
ACFE Anti-Fraud Resource Guide-4t Quarter 2008 14
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: "‘ Fraud by Ages
<

o _"higher percentage of fraudsters
diebetween the ages of 41-50.

BiThie median loss from fraud rises as
“the age of the fraudster increases.

PERCEIVED
OPPORTUNITY

Fraud
Triangle

PRESSURE RATIONALIZATION

ACFE Anti-Fraud Resource Guide-4t" Quarter 2008 15

dled in the ACFE 2008 Report to
LhiEe Natlon on Occupational Fraud &

= When two or more fraudsters were
involved, the medial loss was more
than four times higher than when a
fraudster acted alone.

ACFE Anti-Fraud Resource Guide-4t Quarter 2008




= The higher the degree, the more
costly the fraud.

ACFE Anti-Fraud Resource Guide-4t" Quarter 2008

=55 _Irrltab|I|ty, defensiveness, addlctlon
— problems, legal problems, refusal to
take vacation and complaining about

inadequate pay

ACFE Anti-Fraud Resource Guide-4t Quarter 2008



So, where does fraud
occur?

Department

Accounting 28.9%

Executive/Upper

Management 17.8%
Operations 16.1%
Sales 11.6%%
Customer Service 6.1%

Finance
Warehousing/Invent
ory
Purchasing
Manufacturing and
nformation

" Technology

— Marketing/Public

Relations
Legal
Board of Directors

Human Resources 0.9%%

Research and
Development 7 0.9%%
Internal Audit 0.8%

2008 ACFE Report to the Nation on 0ccupatlonal Fraud & Abuse © 2008

=~ Production 4%

‘.
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—_—
pal Categories of Erauds:

2priesentation ofimaterial facts
SEoncealment of material facts
JEribery
PiConflicts of interest

= # Theft of trade secrets or intellectual
property
¢ Breach of fiduciary duty
¢ Statutory offenses

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

Principal Categories of;

_,Heft of money or property

= ‘8. Th—.* of trade secrets or intellectual
p1=arty

¢ Breach of fiduciary duty

e St "\ tory offenses




isrepresentation of
Materlal Facts

: | material*facts'is
11 pst often thought of when the term
_ud Is used.

BiMisrepresentation cases can be
prosecuted criminally or civilly under
—a variety of statutes, such as false
statements, false claims, mail and
wire fraud, or they might be the basis
for common law claims. W

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

T

isrepresentation of
Materlal Facts

aking of false statements to induce the
inténded victim to part with money or

—"perty.

— material false statement

— knowledge of its falsity

— reliance on the false statement by the victim
— damages suffered.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006




T

_;ffcumstances to disclose.
"_e essential elements of fraud based on
ilure to disclose material facts are:

~ — the defendant had knowledge of a material
fact;

— the defendant had a duty to disclose and failed
to do so with the intent to mislead or deceive
the other party.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

tatutes in every state and the
federal system (as well as common
aw decisions in all jurisdictions)

rohibit people from engaging in
conduct which involves a conflict of
interest.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006




conflict of Interest

Eaniagent taking an interest in a

“transaction that is actually or potentially

“adverse to the principal without full and
timely disclosure to and approval by the
principal.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

T

of' Money or-Property™

3fitis a term often used to describe
anvide variety of fraudulent conduct.
Many state statutes describe
lisrepresentation fraud as theft by
leception or larceny by trick. As
~used here, the term theft is limited to
embezzlement, larceny, and
misappropriation of trade secrets and
proprietary information.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006




Embezziement™

' s?é person to whom it has been
iawfully entrusted (or to whom
wiul possession was given).

*Embezzlement involves a breach of
trust, although it is not necessary to
show a fiduciary relationship
between the parties.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

“the defendant took or converted,

“without the knowledge or consent of
the owner, money or property of
another that was entrusted to the
defendant (defendant had lawful
possession of the property).

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006



hflarceny, unlike embezzlement, the
‘defendant never has lawful
- possession of the property, but may
have mere custody of it (e.g., a
cashier has custody, not possession,
of money in a register).

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

unlawful taking or carrying away of

— money or property of another without
the consent of the owner with the intent
to permanently deprive the owner of its
use or possession.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006




gopletin‘a position of trust'or
fiduciary relationship, such as
officers, directors, high-level
& employees of a corporation or
= business, agents and brokers, owe
- certain duties imposed by law to
their principals or employers. The
principal fiduciary duties are loyalty

and care.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006
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= _"‘confllcts of interest, or other abuse of
the principal for personal advantage.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006




each of Fiduciary Duty

SEATCorporate officer, director, or high-level
Bmployeepasiwelliasiother peopleina
fiduciary relationship, must conduct

liSiness affairs prudently with the skill
dndattention normally exercised by
people in similar positions.
siduciaries who act carelessly or recklessly
are responsible for any resulting loss to
- the corporate shareholders or other
principals.
Damages may be recovered in a civil
action for negligence, mismanagement, or
waste of corporate assets.

2006 Fraud Examiners Manual, Association of Certified Fraud Examiners © 2006

I Suspect Fraud, Should
I Report It?
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/6 of Trauds involve employees
edian loss $70,000

$150,000

= #719.3% of frauds involve owners/
- executives
— Median loss $834,000

2008 ACFE Report to the Nation on Occupational Fraud & Abuse © 2008




