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Administration

NATIONAL REGISTRY OF

If you need CPE credit, please participate in all polls
throughout the presentation.
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Administration

A recording of today’s webinar will be emailed for your
reference or to share with others.
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Administration

.

For best quality, call in by phone instead of using your
computer speakers.
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Administration

To ask questions during the presentation, use the
guestions box on the right side of your screen.
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Administration

Please provide your feedback at the end of today’s
presentation.
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About the Speaker

Cindy McSwain
Senior Vice President
Outsourcing Services

Leads AGH'’s outsourcing services
Plus 10+ yrs. audit experience

Member of AICPA, KSCPA, and
numerous civic organizations
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About the Speaker

Jandrea Blumanhourst
Manager, Controller Services

Audit and private sector financial
leadership positions

Experience with large commercial
companies, governmental entities and
not-for-profits

Outsourced CFO, monthly close-out,
audit support, fraud investigation,
accounting systems
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Objectives

Review why occupational fraud occurs
and its impact on your business

ldentify the most commonly occurring
fraud schemes

Understand why management’s
approach is the most important
prevention tool

Learn how to segregate duties as an
Internal control

AGIH 2
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Polling Question #1



What is Fraud?

as defined by

ACFEL.

Association of Certified Fraud Examiners

“The use of one’s occupation for
personal enrichment through the

of the employing organization’s
resources or assets.”

AGH:?

ACFE’s 2015 Global Fraud Study, Report to the Nations on Occupational Fraud and Abuse EMPLOYER SOLUTIONS



Fraud Statistics

$$$$$$$$$$$$$$$$$$$

lost to fraud

ACFE’s 2015 Global Fraud Study, Report to the Nations on Occupational Fraud and Abuse EMPLOYER SOLUTIONS



Fraud Statistics

K

Median fraud
In US
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Fraud Statistics

Frauds lasted a median of
18 months before detection
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Fraud Statistics

58%
recovered n O n e

of their losses
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Fraud Statistics

recovered
of their losses

made a recovery
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Polling Question #2



Common Fraud Schemes

Accounts Property &
Recelvable Equipment

Accounts
Payable

GAAS Update Service (August 15, 2014)
Practice Issues and Questions & Answers Relating to AU-C Section 240, AG" _I ‘I
Consideration of Fraud in a Financial Statement Audit mmmm.s.



Common Fraud Schemes

for cash but sale is not recorded
and cash Is misappropriated,;

are deposited but not
recorded; checks are written to employees for
the same amount and also are not recorded;

are misappropriated
and collectible accounts are written off or
otherwise credited: and

payments of invoices are made.



Common Fraud Schemes

are altered and photocopied to
conceal alteration and the related payment benefits third
parties;

or endorsement is forged;

for benefit of employees or third
parties, and payees are changed in the cash
disbursements journal;

IS overstated, the
overstated amount is recorded, and the difference is
misappropriated; and

exploits the time required for checks to clear the
bank. AGIHH 2



Common Fraud Schemes

or services rendered but not
billed, and the accounts receivable are not
recorded;

, but goods not shipped or
services not rendered at all or not rendered until
the following period,;

at incorrect amounts; and

In wrong period to achieve
desired earning trends, commissions, bonuses, or
profit-sharing goals.



Common Fraud Schemes

to reduce taxes,
royalties, or rentals based on sales volume;

while the customer’s
obligation to pay Is contingent on future events;

with poor credit are
accepted and normal or favorable credit terms
are granted; and

at terms other than those
established by management.



Common Fraud Schemes

or discounts granted under a kickback
arrangement;

, and potentially
uncollectible amounts not recognized,

to conceal
misappropriation of cash receipts;

for returns or allowances are not earned or
are not in accordance with company policy; and

occurs when an employee steals cash received
and diverts customer payments to cover it up.



Common Fraud Schemes

are incurred:;

but goods or
services are not received;

but not recorded; and
IS recorded Incorrectly.



Common Fraud Schemes

to wrong account
or Is recorded in wrong period,;

at other than favorable terms
are made to facilitate side deals for the
personal benefit of employees;

to conceal
lack of authorization: and

are
recorded In order to shift income to future
periods.



Common Fraud Schemes

are taken but not
recorded and amounts of discounts are
misappropriated,;

unauthorized
purchases for their own benefit;

IS understated or not
recorded: and

by vendors to the
company's purchasing agent.



Common Fraud Schemes

* Depreciable lives and methods
 Estimated residual values

 Costs properly included or excluded
 Financial statement vs. tax benefits

* Faillure to recognize impairment losses

* Property remains on books after disposal

» Sales of property are not recorded, and
proceeds are misappropriated

benefit
rather than company business



Common Fraud Schemes

or reports are padded,;

or work not performed
IS accrued,;

(e.q.,
vacation pay or sick leave) is recorded but
not earned; and

are over accrued or
under accrued because of the use of
iImproper rates or computation errors.



Common Fraud Schemes

("ghost employees™)
are on the payroll;

Authorization and write-off of

, expenses, or related
liabilities are misclassified,;

In period paid rather
than in period earned; and

remain on the
payroll. AGH 2



Polling Question #3



The Fraud Triangle

Rationalization

AGIH 2
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The Fraud Triangle

“ [ can do it
without anyone
knowing!”

Rationalization

({1 g ,”
| deserve it! P
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Mitigating / Preventing Internal Fraud




Management's Role

Code of Conduct

Into performance
evaluations

Management: Discussion of ethics by leaders

Employees: Employee hotline
(www.ourworkplace.com)

of internal controls

AGH:?
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Internal Controls

defined:

Actions designed to
of material misstatement, fraud or other
financial misconduct or error.



Internal Controls:
Financial Policies and Processes
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Internal Controls:
Financial Policies and Processes

Authorize

Record Custody

AGIH 2
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Internal Controls:
Financial Policies and Processes
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Internal Controls:
Financial Policies and Processes

Authorize

Y

Custody
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Cash is King

90% ot all fraud Involved
asset misappropriation.

85% of asset
misappropriation involved
theft or misuse of cash.

AGIH 2
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Cash is King

Positive pay
Slank check stock

Check stock security features

Bank account reconciliations
Direct deposit

Talk to your bank
AGH *
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Segregation of Duties: Cash

opened by
employee not
responsible for
accounting records \

of all cash
receipts and copy to: ’

Accounting department
Controller
Preparer




Segregation of Duties: Cash

on checks

opened AND reviewed by
someone other than employee(s)
maintaining cash records

should NOT be returned to
accounts payable employee

of adjusting journal entries



What About the Really Small Business?

unopened bank statements  w g
and credit card statements

li ,i'

bank statements
Immediately

bank reconciliations
carefully

Open your own AGH 2



What About the Really Small Business?

Sign checks

for all
disbursements in excess of predetermined
amounts

Don’t rely on stamps

Don't leave lying around



What About the Really Small Business?

Review of accounts
receivable and accounts payable

Review and approve all of

accounts receivable and

Don’t run through your
business



What About the Really Small Business?

changes to payroll

monthly financial statements and
guestion variances

— don't accept
answers that don’'t make sense; investigate
or question further



Polling Question #4



The Fraud Triangle

Opportunity
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Internal Controls:
Financial Policies and Processes
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Recap

Fraud Overview
Common Fraud Schemes

Internal Controls to Use

AGIH 2
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Everyone Plays a Part......
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Thank You!
Cindy K. McSwain

Sr. Vice President, Outsourcing Services

Cindy.Mcswain@aghlc.com
http://www.linkedin.com/in/cindymcswain
@AGHCIindy

316.267.7231

Jandrea Blumanhourst

Manager, Controller Services
Jandrea.Blumanhourst@aghlc.com
https://www.linkedin.com/in/jandreablumanhourst

316.291.4005

Check out our other webinars! Questions NOT related to today’s content?
AGHUniversity.com mike.ditch@aghic.com
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https://www.linkedin.com/in/jandreablumanhourst
http://www.linkedin.com/in/cindymcswain

