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Small Businesses Suffer from Company Fraud

Any businessis vulnerable to fraud within its ranks, but small firms are especially
susceptible, according to new data from the Association of Certified Fraud Exam-

iners.

The median loss suffered by organizations with fewer than 100 employees was
$200,000, afigure higher than the median loss in any other category including the
largest organizations. Check tampering and fraudulent billing were the most com-
mon small business fraud schemes, found in the Report to the Nation on Occupa

tiona Fraud and Abuse.

Fraud

The study was based on data compiled
from 959 cases of occupational fraud
that were investigated between January
and February 2008.

Thetypical fraud in the study lasted
two years from the time it began until
it was caught by the victim organiza-
tion. The most common fraud scheme
for businesses of all sizes was corrup-
tion, which occurred in 27 percent of
all cases. Fraudulent billing schemes
happened in 24 percent of the cases.

Financial statement fraud was the most
costly category with a median loss of
$2 million.

Occupational fraudsters are generally

first-time offenders, the fraud examin-
ersfound. Only 7 percent of fraud per-
petratorsin the study had prior convic-

(Continued on page 2)

Profile of a Fraudster

What type of person is most likely to
commit fraud? According to areport
published by the Association of Certi-
fied Fraud Examiners (ACFE), new
research shows that men, 41-50 years
old, working in an accounting depart-
ment are the most common offenders.

The ACFE’s 2008 Report to the Nation
on Occupational Fraud & Abuse exam-
ines the characteristics of fraud perpe-
trators as one aspect of its comprehen-
sive look at the problem of fraud
among U.S. organizations. In most
cases, offenders are a trusted part of a
team who take advantage of their situa-
tion to get their hands on company as-
sets.

The Report provides benchmarking
data compiled from 959 cases of occu-

pational fraud that were investigated
(Continued on page 3)
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Fraud (Continued from page 1)

The Report also found that:

tions and 12 percent had been previously terminated

by an employer for fraud-related conduct.
Fraud schemes tend to be extremely costly. The me-

The experts also said that fraud perpetrators often dis- dian loss caused by the occupational fraudsin this
play certain behaviorsthat can indicate possibleille-
gal activity. The most commonly cited red flags were
the criminals living beyond their apparent means,
which occurred in 39 percent of the cases, or experi-
encing financial difficulties, which happened 34 per-
cent of thetime. In financia statement fraud cases,

study was $175,000. More than one-quarter of frauds
involved losses of at least $1 million.

Schemes frequently continue for years before they are
detected. Thetypical fraud in the study lasted two

excessive company pressure to perform well was a years from the time it began until the time it was
particularly strong sign. caught by the victim organization.

Most businesses surveyed said they did not have in- Frauds were most often committed by the accounting
ternal controls for spotting fraud and most informa-

) : ) department or upper management, and most fraudsters
tion about a possible fraud came from atipster. P PP «

were first-time offenders. Only seven percent of fraud
perpetrators in the study had prior convictions and
only 12 percent had been previously terminated by an

@”&ﬁ[ﬂ]@ﬁ@ﬁ% @W ﬁ[fq @Uﬂ@{]@ employer for fraud-related conduct.

Occupational frauds are much more likely to be de-

Wﬁﬁﬁ b@@@m@ [bﬁ@ ﬁﬁj @Uﬂd]@g tected by atip than by audits, controls or other means.

Small businesses are especially vulnerable to occupa-
WE CAN HELP

tional fraud.
The Investigative Auditing Division of LEVI & SIN- Seventy-eight percent of victim organizations modi-
CLAIR can help you secure your corporate assets and fied their anti-fraud controls after discovering that

create an environment which is hostile to fraud. they had been defrauded.

It isimportant that you be aware of the symptoms of

fraud and that these not be ignored. The Report also details findings such as how organiza-

tions were impacted based upon industry, how the im-
plementation of anti-fraud controls affected exposure
to fraud, and the most common behavioral traits ob-

THE BEST WEAPON AGAINST

FRAUD IS KNOWLEDGE
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Profile of a Fraudster (Continued from page 1)

by Certified Fraud Examiners (CFES) between Janu- ® median loss over four times higher than the amount lost

ary 2006 and February 2008. The Report examines to fraudsters acting alone. This might mean that collu-
different factors such as losses by industry, the effect sion enables employees to better circumvent controls
of internal controls, and the average cost of different that might stop a single perpetrator.

types of occupational fraud, with eye-opening statis-

ticsthat paint agrim picture: participantsinthe survey o  gqycation and position. Most perpetrators have at-
estimated that U.S. organizations lose 7 percent of

. tended aduated f [lege. About 11 t
their annual revenues to fraud. ended or gradu rom college. Abou percen

have obtained a post-graduate degree. In general, the
In the ACFE’ s Report, the world’ s premier provider of higher the education level, the more costly the fraud.
anti-fraud training and education found that: Furthermore, the highest percentage of fraudsters
worked in the accounting department when they exe-
cuted their scheme. Because these employees handle
financial transactions, they normally have the easiest
access to fiscal assets and the most opportunity to con-
ceal afraud. Executives and upper management made
up the second-most common category of fraudsters.
The least common perpetrators? Internal auditors.

®* Fraudisaman’sworld. According to the survey,
mal es are more than twice as likely to commit fraud as
their female colleagues. Significantly, the median loss
of fraud by men is more than twice as great as frauds
perpetrated by women, according to the study. One
hypothesis: the gender disparity might be due to the
remaining “glass ceiling” phenomenon, with males
holding more management and executive level posi-
tions — and having a greater opportunity to commit
costly frauds.

* Livingthefraud life. According to the Report, there
are several behaviors that serve as red flags displayed
by perpetrators. The two most common traits are aten-
dency to live beyond one' s means, and a struggle with
financia difficulties. More than athird of those identi-
fied displayed at least one of the aforementioned be-
haviors, and about 20 percent had either a“wheeler-
dealer attitude,” control issues (unwillingnessto share
duties), or persona problems, such as a divorce. Other
red flags might include irritability or defensiveness,
addiction problems, past legal problems, refusal to take
vacation and complaining about inadequate pay.

* Many fraudstersarein their forties. The highest per-
centage of fraudstersin the study were between the
ages of 41-50 (in more than half of al cases, the perpe-
trator was over 40). Generally speaking, older profes-
sionals often occupy positions with authority and more
access to company resources. The Report finds that the
median loss from fraud rose as the age of the fraudster
increased. Schemes perpetrated by individuals in their
50s resulted in a median loss of $500,000, twice as

high as any age bracket below them. The presence of these characteristics does not in and
) of itself signify that afraud is occurring or will occur
* The‘lonewolf’ versus cooperative crooks. In nearly in the future. However, every organization needs anti-
two-thirds of the fraud schemes covered by the study,  fraud professionals in their ranks who are trained to
the perpetrator acted alone. Y et when the schemedid  understand and identify the potential warning signs of
involve collusion of two or more parties, theresults ~ fraudulent conduct. Certified Fraud Examiners pro-
were much more costly. Cases of collusion resulted in a Vide the expertise needed to detect, prevent, and com-

About the Report to the Nation on Occupational Fraud & Abuse. Thefirst Report to the Nation was published by the ACFE in
1996. The ACFE has published subsequent editions in 2002, 2004, 2006, and now 2008, and over that time the Report has come to be

regarded as the most authoritative statistical resource available on occupational fraud. The Report to the Nation is available for
download online at the ACFE’ s web site: www.ACFE.com/RTTN.
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ABOUT LEVI & SINCLAIR

LEVI & SINCLAIR isafirm of chartered accountants that tracesits origin in Montreal to 1950. We pride our-
selves on being more than just an accounting firm. We offer an effective blend of personalized service, experi-
ence and technological |eadership, coupled with a steadfast commitment to consistently deliver excellence.
Our Chartered Accountants and Business Consultants provide advisory services on a broad range of issuesto
both our individual and corporate clients. The members of our firm possess unique talents, expertise and ex-
perience, giving our clients access to a knowledge base of considerable breadth and depth. Together with our
support personnel, we share a commitment to developing practical solutions for the business challenges of to-
day, and to devising strategies for tomorrow.

OUR SERVICES

Our firm takes pride in adding value to every client that we serve through our extensive expertise and proac-
tive approach to your financial needs. We match our dedication to adding value with experience and expertise:
we have experience in servicing virtually every type of industry and professional practice.

TAXATION

Our office has a strong basisin federal and provincia tax issues. Our tax group has been in existence for 50+
years and is highly qualified and experienced. Our accountants work hard to minimize your taxes, yet make
sure that you fulfill your tax requirements ethically while working to add value. We can fill avariety of tax
needs, both domestic and international as well as corporate and personal. Our specialtieslie in tax reporting
and representation, tax planning (business, personal, divorce and litigation), tax structuring of entities and
transactions and tax research.

FINANCIAL

LEVI & SINCLAIR can meet all of your basic financial needs with our exemplary Accounting Services Group
that can truly add value whether it’s your business or your personal finances that we are reviewing. We work
with business entities as well as non-profits and foundations. Our accounting servicesinclude; auditing and
compilation review of financial statements, budgets and forecasts, and government reporting. We won't ssmply
process your financial statements, our mission isto add value. We will go the extramile to help you forecast or
locate opportunities that you may be missing.

BUSINESS CONSULTING

LEVI & SINCLAIR s Business Consulting unit has proven itself as a valuable resource to businesses of all kinds.
We can help you plan your future, whether you see it coming or not. We can help you bring seminal business
eventsto life; like mergers and acquisitions, business valuation, leases and contracts, or business devel opment
plans, all of which take a huge amount of planning and attention to detail. If there are no big events on your
horizon, we can still be of service by helping you to anticipate the unexpected through our forecasting, real
estate projections, risk management assessments, or our feasibility studies. We look at your business and all of
its many facets, to find both issues and opportunities and bring that valuable insight to you.



LITIGATION SUPPORT AND DISPUTE RESOLUTION SERVICE AREAS

. Civil and criminal Fraud Investigation

. Management and employee fraud and theft
. I dentification of secret commissions and kickbacks
. Sar banes-Oxley compliance audits

. Sarbanes-Oxley 404 audits

. Intellectual Property Litigation Support

. Training on fraud awareness and prevention
. Due Diligence Audits

. Business valuation

. Fairness opinions

. I nsurance claim assistance

. Retail sales audits

. Contract dispute resolution

. Professional negligence litigation support

. Fraud prevention program design, implementation and evaluation
. Bank duediligence audits

. Employee background audits

. Financial discrepancy analysis

. Divor ce litigation support

. I nsurance claim quantification

. Breach of contract quantification

. Electronic Discovery and Data Recovery

. Computer forensics
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