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Company bosses committing more fraud

Senior executives are committing 

more fraud according to a global 

KPMG survey, which found that CEOs 

were involved in 26 per cent of cases 

– up from just 11 per cent in a similar 

2007 survey.

• ‘Red fl ag’ fraud warning signs are 
being missed and ignored

• Weak controls continue to be 
exploited

“Who is the typical fraudster?” analy-
ses characteristics of frauds based 
on 348 cases investigated by KPMG 
across 69 countries.  

Jimmy Helm, Head of Forensic at 
KPMG in Central and Eastern Europe, 
comments: “The increase in senior 
management involvement in fraud is 
a wake-up call to companies everyw-
here. The effects of the recession 
and concurrent pressure to meet 
performance targets may be placing a 

signifi cant strain on management, re-
sulting in the manipulation of fi nancial 
results.” 

The global research found that the ‘ty-
pical’ fraudster is a male between the 
ages of 36 and 45 years, who works in 
the fi nance function or a fi nance-rela-
ted role, has been with the company 
for more than 10 years, and holds a 
senior management position. Often 
such individuals will be better able 
to override controls and may have 
accumulated a good deal of personal 
trust. They are most likely to engage in 
embezzlement or procurement fraud.

Evija Miezite, Associate Director, 
KPMG Baltics SIA, leader of forensic 
projects in Latvia, notes that “accor-
ding to the survey, the typical fraudster 
most commonly works in the procu-
rement or sales function. The fi nance 
function often plays the role of ‘po-
licing’ these functions. We also note 
that in Eastern Europe, some 89 per 
cent of persons investigated, had been 
employed at the company for more 

than 3 years (of which more than half 
had been employed for longer than 
6 years) and 52 per cent of the frauds 
had run for more than 3 years before 
they were detected.”

The typical fraudster does not work 

alone
The global survey indicates that in 61 
per cent of the cases, the fraudster 
colluded with either an internal or 
external third party. The Eastern 
European cases follow this trend, 
with 63 per cent.

Red fl ag warnings are being ignored
The survey also found that ‘red fl ag’ 
warnings, such as an employee 
who rarely takes holidays or whose 
lifestyle appear excessive for their 
income, are commonly being igno-
red by companies. Just 6 per cent of 
fraud cases in the 2011 survey had 
initial red fl ags that were followed 
up, compared with 24 per cent in 
2007 – a substantial drop. In Eastern 
Europe the position is a little more 
positive, with some 11 per cent of red 
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fl ags being acted upon. 

Evija Miezite comments: “It is sur-
prising that companies continue to 
ignore warning signs, particularly in 
light of the recession. While cost-
cutting initiatives associated with the 
downturn may have played their part 
in the observed shift, such cuts may 
prove a false economy. While defen-
ces are down, the fraudster sees the 
opportunity to capitalise. The need 
for companies to be vigilant has ne-
ver seemed more important.”

In 46 per cent of the cases investiga-
ted in Eastern Europe, there were no 
red fl ags. This is consistent with the 
global average of 44 per cent. Evija 
Miezite comments: “78 per cent of 
the cases polled in Eastern Europe 
show that weak controls were exploi-
ted in the commission of the fraud. 
This, coupled with the fi nding that 
more than half of the frauds investi-
gated in Eastern Europe ran for more 
than 3 years before detection, indica-
tes that controls are either inadequa-
te or have not been revised and 
updated to deal with new threats. 
This highlights the need for regular 
fraud risk assessments as part of an 
overall operational risk assessment 
strategy.”

Communication of the fraud
The global average indicates that 
only 23 per cent of the frauds detec-
ted were publicly reported and 46 per 
cent were communicated internally. 

In Eastern Europe, less than 30 per 
cent of the fraud incidents were re-
ported internally and only 11 per cent 
were reported externally. Full disclo-
sure to the authorities only occurred 
in 2 per cent of the cases in Eastern 
Europe, compared to the global ave-
rage of 13 per cent. 

Disciplinary action was the most 
common response to fraud in Eas-
tern Europe. Such action was taken 
in 33 per cent of cases and resigna-
tion/voluntary retirement occurred in 
24 per cent. However, enforcement 
action was taken in just 17 per cent 
of cases and civil recovery in 2 per 
cent.

Jimmy Helm comments: “These 
fi ndings suggest that companies are 
not taking the opportunity to leve-
rage learning points or to instill a 
corporate culture of zero tolerance 
towards fraud.  Effective communica-
tion of a fraud incident provides the 
opportunity to send the organization 
and its business partners a clear 
message from management that 
fraud will not be tolerated. A further 
consequence of the failure to take 
strong action against the perpetrator 
is that the fraudster is able to move 
on to another unsuspecting company 
with their reputation intact.”

Evija Miezite concludes:

“The importance for companies 
in Latvia to have a strong control 

environment has never been greater. 
By adopting measures to prevent 
fraud or detect it early, businesses 
can limit the opportunities they pre-
sent to a would-be fraudster. While 
fraudsters are using more sophis-
ticated techniques to commit their 
crimes and cover their tracks, often 
the underlying fraud remains quite 
simple.

The challenge is how to see through 
the ‘ordinary’ disguise of the 
fraudster; enhance fraud prevention 
and detection; and, respond more 
often and more rapidly to red fl ags.”
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