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When asked to verify creditworthiness, tax returns or third party
compilations beware of what is verified or confirmed. Always
respond in writing that:

« The information used to prepare the tax return was provided by the
client and since the firm was not engaged to audit, review or
otherwise verify the information the client provided, you are not in a
position to make any conclusions or assurances NOR comment on
the future ability of the client to repay any loans

* When communicating with a bank, always state in writing that you
have not been given any information that would allow you to assist
the bank in its decision on whether to extend credit or not
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» When being asked to verify information, unless you have been
provided with a copy of the compilation or return you are being
asked to verify, confirm in writing that you can not verify the
information they have been provided is the same as what you

prepared. Further, state that you are not able to release copies
without written authorization from your client
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Loss Prevention Tips

* Receive written consent from client before you even begin to
respond to the request of a lender/mortgage broker

» Keep the language of your letter’s simple and clear

« Only document the facts. Refrain from speculation and avoid
making conclusions

« Stay away from words that expand rather than contract your
responsibilities
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SOME UNPLEASANT FACTS ABOUT FRAUD

* Most frauds don’t involve audits
 When fraud is involved, lawsuits follow
* There is a lot of emotion involved

» There is often guilt by association

* Reputations get damaged

* Fraud lawsuits often go to trial
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« The most common method of fraud detection (almost 50% of
cases) is from a tip or complaint from an employee, vendor,
customer or anonymous informant

« 25% of fraud is detected by accident and 25% by internal or
external audit

« The relatively low detection rate of fraud by audits does not
accurately reflect the effectiveness of audits as deterrents to fraud.
Audits deter an unknown number of potential frauds by putting
personnel on notice that a theft is likely to be detected




TIPS FOR AVOIDING FRAUD -
INTERNAL CONTROLS

« Have the monthly bank statement delivered unopened to someone
other than the check preparer and review it for unusual
transactions such as declining deposits and unfamiliar payees

« This person should look for signatures or endorsement that look
forged, missing checks, check numbers that are out of order and
checks where the payee listed does not match the name in the
register

« Consider an independent review of the cash accounts and bank
statements by an anti-fraud specialist

« Assign the duties of receiving funds, disbursing funds, writin
_chde_c_lés, sligning checks and reconciling bank accounts to different
individuals




« Require written authorization from client for all disbursements or
prepare _m list of checks disbursed for the client’s review and written
approva

« Require the client to sign a list of recurring expenditures on a
quarterly basis

These are especially important for small businesses. Having one
person responsible for all cash-related functions makes small
businesses vulnerable to fraud
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TIPS FOR AVOIDING FRAUD -
EMPLOYMENT CONDITIONS

* Institute background checks on new employees and notify
applicants that their backgrounds will be checked

« Employees who receive regular and recurring training about the
detrimental aspects of fraud are more likely to aid in controlling it

« Employees who feel well-treated and adequately compensated are
less likely to commit occupational fraud than those who don’t

« Employees who hold grudges against their employers — whether
justified or not — are more likely to turn to occupational fraud and




TIPS FOR AVOIDING FRAUD -
WORKPLACE CONDITIONS

» Insist that employees take a vacation for at least one week every
year and use that time to have the books reviewed for
discrepancies

» Adopt a tip hotline or complaint-reporting mechanism that will
enable employees, vendors, customers, or outside sources to
report suspected fraud anonymously or without fear of reprisal

« Employers can gain valuable information by simply asking
questions in a non-threatening, non-accusatory manner

« Conduct internal and external audits, especially a “fraud audit”
instead of a “general audit” if you suspect fraud
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- TIPS FOR AVOIDING FRAUD -

AUTOMATION

* Have an accounting software program expert, preferably a CPA,
do the initial set-up of the program to make sure that helpful
features are turned on and unhelpful features are turned off

« Access to personnel and vendor master file records should be
password protected and restricted by job function

« Computer systems should create an audit trail of all changes made
to the vendor master file records, including an identification of
those who made the changes

» Changes to vendor master file records should require supporting
documentation, supervisory approval and independent review




War Story #1

* An employee discussed with her husband information gleaned
while at work. The husband repeated the information to someone
else while in an elevator (they worked in the same building)
thereby jeopardizing client confidentiality

What to do:

« Employee manual must address this and have consequences that
are followed

* Once a year review the basics that we all don’t think about that
could get us in trouble (I call these the “duh” items)
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War Story #2

« A client for whom the CPA does annual reports and taxes calls the
CPA and says he may be in some trouble. They were contacted
by the Feds as it appears the client had been paying their payroll
taxes but not filing their reports. The client’'s employee had
completed the reports but never sent them. The CPA saw the
completed reports and had no way of knowing they were not sent
in. The CPA attempted to help the client through the situation.
The client came back and claimed that the CPA only agreed to
help as it was their fault to begin with.

What to do:

« You should feel free to help your client, however, a properly
completed NEW engagement letter stating what will be done and

what will not be done may have prevented the client from making
the claim




War Story #3

» A sole proprietor of a small firm employed his wife as the sole
person responsible for the money coming in and going out of the
office. The wife was having an affair and planned to leave her
husband. For over a year, she had been stealing money from the
company.

What to do:

« Make sure your client adopts the same policies and procedures
recommended for your firm as mentioned earlier in this

presentation (ie reviewing bank statements and vendor records)
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Contact Information
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Email: Igladstone@pciaonline.com

Sharon Jordan-Crowley, Vice President
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Brighton, Ml 48114
www.pciaonline.com

TN TR




Client’'s motive versus Third Party’s motive

The Art of “Pushing Back”

Beware of providing what amounts to equivalent of attest
letter

RN SO

|

|

|
|
|
]






