





The Perpetrators

In our survey, respondents were asked to provide detailed information about

the perpetrators of the frauds they had investigated. This data helps us un-

derstand how certain factors related to the perpetrator affect the nature of

fraud and the size of losses inflicted upon victim organizations.

Because a single case of occupational fraud may be per-
petrated by many individuals or organizations, we asked
survey respondents to limit their responses to the princi-
pal perpetrator of each fraud, which may be defined as the
person who works for the victim organization and is the
primary culprit.

Owners/Executives made up less than
one-fifth of the perpetrators, but
accounted for the largest fraud losses.

Effect of the Perpetrator’s Position

Chart 32 shows that occupational frauds are most com-
monly perpetrated by employees, (42.0%) with diminish-
ing frequency for managers (38.6%) and owner/executives
(19.3%), respectively. These numbers are most likely cor-
related to the respective numbers of employees, managers
and owners/executives present in most organizations, al-
though the percentage of fraud committed by owners/ex-
ecutives is relatively large.

The median loss associated with executives’ frauds was
C$1,000,000, which was much larger than the median
losses in cases involving managers (C$165,000) and em-
ployees (C$75,000). This result is likely explained in large
part by the fact that executives typically have more oppor-
tunity to commit larger frauds due to their high level of
authority, which enables them to override controls more
easily than lower-level employees. Executives also fre-
quently have greater access to organizational assets than
their subordinates.

Chart 32: Position of Perpetrator —
Frequency and Median Loss
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The Perpetrator’'s Annual Income

Chart 33 shows that perpetrators with higher incomes are associated with larger median fraud losses. This relationship
is likely explained in large part by the fact that perpetrators with higher incomes tend to have higher levels of authority.
Thus, this relationship may be secondary to the link between position and loss, which was shown in Chart 32. The median
loss for fraud cases with a perpetrator’s income of C$500,000 and higher is based on only one observation; therefore, this

statistic has limited reliabﬂity.

Chart 33: Median Loss Based on Perpetrator’'s Annual Income
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The Perpetrators

The Effect of Tenure Chart 34: Tenure
of Perpetrator
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a strong correlation with fraud losses (see Chart 32). In
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The Effect of Gender €$50,000

Chart 35 shows that 71.1% of all occupational frauds were
committed by males, with a median loss of C$250,000.
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managers, executives) than women in many organizations,
thus providing men with more opportunity to commit

larger frauds (see Chart 32). However, the percentage of Chart 35: Gender of Perpetrator
fraud committed by males (71.1%) is much larger than Frequency and Median Loss
the percentage of jobs occupied by men in the Canadian C$250,000
workforce (53%). 18
C€$200,000
") (=}
& C$150,000 o
= o
K o
° n
< C$100,000 oS
(8
C$50,000
5]
=
o
N
®
"¥Statistics Canada, May 6, 2005, The Daily, Government of Canada C$0 =
’ ’ ’ ’ ’ Male (71.1%) Female (28.9%)

Ottawa (Ontario).
Perpetrator's Gender (percentage of cases)

30 Detecting Occupational Fraud in Canada: A Study of its Victims and Perpetrators



The Effect of Education

Even though education may also be linked to the position

occupied by the perpetrator within the victim organiza-
tion, Chart 36 provides some mixed results about the ef-
fect of education on the size of occupational fraud. The
largest frauds reported in our survey were committed by
perpetrators who graduated with a bachelor’s degree (me-
dian loss of C$1,000,000) followed by frauds committed
by perpetrators with postgraduate degrees (median loss of

C$350,000).

The Effect of Age

Chart 37 provides evidence that there may be a positive re-
lationship between the perpetrator’s age and median loss.
Perpetrators who are 56 years and older committed frauds
with a median loss of C$257,000 in our survey. However,
there is some correlation between age and position of the
perpetrator which may also explain these results.

Median Loss

Chart 36: Education of Perpetrator
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The Perpetrators

The Perpetrator’s Department
Tﬂble 5 diSplaYS the number Of fraud cases b?lsed on the

perpetrator’s department. This information is useful to de-
termine where organizations are most vulnerable to fraud
and where they should increase the focus of their anti-
fraud efforts. As shown in Table 5, the department most
commonly involved in occupational fraud was the sales
department (17.4% of all cases), followed by executive/
upper management (15.1%), accounting (15.1%), custom-
er service (12.8%) and finance (9.3%).

On the other hand, Chart 38 ranks the perpetrator’s de-
partment on the basis of median losses. Some median
loss figures may not be reliable due to the low number of
cases in various departments. However, it is interesting to
note that frauds committed by the executive/upper man-
agement had the highest median loss with C$3,000,000,
whereas the median loss of frauds in the customer service

department was relatively low at C$100,000.

Number of Cases Based on

Perpetrator’s Department

Department #of % Median
Cases Loss

Sales 15 17.4% | C$195,000
Executive/Upper 13 15.1% | C$3,000,000
Management
Accounting 13 15.1% | C$135,000
Customer Service 11 12.8% | C$100,000
Finance 8 9.3% | C$378,500
Information Technology 6 7.0% | C$77,500
Purchasing 4 4.7% | C$325,000
Warehousing/Inventory 4 4.7% | C$100,000
Manufacturing 4 47% | C$112,500
& Production
Marketing/ 3 3.5% | C$30,000
Public Relations
Research & Development | 2 2.3% | C$1,112,500
Board of Directors 2.3% | C$464,860
Human Resources 1 1.1% | C$2,000,000

Chart 38: Median Loss Based on Perpetrator’s Department
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The Effect of Collusion

While the previous charts and tables were based on the princip;ll perpetrator, Chart 39 examines the effect of collusion on
the size of losses sustained by victim organizations. The results are quite clear. Frauds perpetrated by two or more persons are
more than eight times larger than those committed by a single individual. More precisely, the median fraud loss in cases involv-
ing collusion is C$825,000 as compared to C$100,000 for cases with one fraudster only. This result may be explained by the

overall difﬁculty to detect collusion since it can neutralize the effectiveness of segregation of duties as an anti-fraud control.

Chart 39: Median Loss and Frequency Based
on Number of Perpetrators
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The Perpetrators’ Criminal Chart 40: Perpetrators’ Criminal Histories
Histories

To conclude this section of our study, Chart 40 analyzes
the criminal history of the principal perpetrator. Prior to
the cases reported, 88.9% of the fraudsters in our survey
had never been charged or convicted of a fraud-related of-
fense. This indicates that criminal background checks will
have limited effectiveness as an anti-fraud measure.

- Charged But Not Convicted

I:l Had Prior Convictions

- Never Charged or Convicted
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Case Results

This section of our study investigates actions taken by victim organizations
once fraud was discovered. This should prove useful in understanding how
victim organizations and the legal system deal with occupational offenders.

Criminal Prosecutions Chart 41: Cases Referred
to Law Enforcement

Chart 41 shows that 57.6% of all fraud cases in our study
were reported to the police. These cases tended to be larger
than non-reported cases as evidenced by a median loss of

C$227,000 as opposed to C$123,500 for cases not re-

ferred to 1ZLW enforcement.

42.4%
(C$123,500) |
57.6%
(C$227,000)

Chart 42: Outcomes
of Criminal Prosecutions

- Acquitted

Declined
to Prosecute

Chart 42 illustrates the final legal outcome of the 28 cases

that were referred to the police for potential prosecution

(it does not include the 21 cases that were still pending

at the time the survey was conducted). In these 28 cases, .
Convicted

50% of the offenders pled guilty or no contest, 22.7% were at Trial

convicted at trial, and in only one case (4.5%) the suspect
Pled Guilty/

was acquitted. No Contest
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Why Organizations Decide Not to Prosecute

Chart 43 summarizes information from the 36 cases that were not referred to the police by victim organizations. In 47.2% of
the cases, fear of bad publicity was a major reason why the victim organization decided not to report the case to law enforce-
ment. In 38.9% of the cases a private settlement was agreed upon, and in 27.8% of the cases internal discipline was considered
sufficient. Finally, in 11.1% of the cases a civil lawsuit was deemed an appropriate alternative by the victim organization.

Chart 43: Reasons for Declining to Prosecute
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CIV].]. Lawsults Chart 44: Cases in Which

a Civil Suit Was Filed

Chart 44 shows that in 26.6% of the cases a civil law-
suit was filed against the perpetrator. This percentage is
much lower than that of cases referred to law enforcement
(57.6%) as illustrated in Chart 41. However, the median
loss in cases resulting in civil litigation was much larger

26.6%
(C$704,719) than the median loss in cases referred for (C$704,719)|

criminal prosecutions (C$227,000). Given the significant

costs frequently associated with civil litigation, it is not

73.4%
(C$100,000)

surprising that this measure tends to be employed only in
the largest cases.

The sum of percentages in this chart exceeds 100% because some respondents cited more than one reason why victim organizations declined to prosecute.
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Case Results

Chart 45 displays the final Iegal outcomes of ten cases in which a civil action was filed against the principal perpetrator
(cases still pending were excluded). In six cases the parties settled and in three cases ajudgment was rendered in favor of the

victim organization. Only one of the ten cases was won by the defendant.

Chart 45: Outcomes
of Civil Actions
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Recovering Losses Caused by Fraud

Survey participants were asked to estimate the percentage of the victim organization’s fraud loss that had been recovered
through all methods including restitution agreements, civil judgments and insurance claims. In 36.2% of the cases the
victim organization did not recover anything from its fraud loss (see Chart 46). On the other hand, the victim organiza-
tion recovered the full amount stolen in 17.4% of the cases. However, the median loss of fraud cases that were completely
recovered is only C$37,000 as compared to C$150,000 for cases with no recovery (median loss results not disclosed in a
chart or table).

Chart 46: Recovery of Losses in Occupational Fraud Cases
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Methodology

The web survey used to gather data for this study was distributed to all
Canadian members of the ACFE in March 2006.

The Canadian survey has been adapted from previous The survey was organized into five sections. Section A
ACFE U.S. fraud surveys by Dr. Peltier-Rivest, Associate asked respondents to describe the fraud in narrative form,
Professor at Concordia University in Montreal (Quebec, to provide detailed information about its classification and
Canada), and the ACFE. Each respondent was asked to amount, and to identify how it was first detected. Section
provide detailed information about the investigation of the B asked for a detailed description of the victim organiza-
largest occupational fraud case he or she had investigated tion and the anti-fraud measures it had in place at the time
that met the following criteria: the fraud was detected.

1) The case involved occupational fraud; Section C solicited data about the characteristics of the

2) The fraud was investigated after January 2004; principal perpetrator and iiis or he'r background. Section

D of the survey requested information about how the case
3) The investigation of the fraud was complete; and was dealt with by the victim organization and its legal out-
come. Finally, section E asked every survey participant to
4) The ACFE member was reasonably sure the provide background information about himself or herself.

perpetrator had been identified.

The Canadian survey yielded 112 responses but 22 of
them were aborted because they related to external fraud
as opposed to occupational fraud as requested in the in-
structions to participants. Therefore 90 complete respons-

€S were received and used to pI‘Cp}lI‘C thiS report.
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