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Setting the Scene
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Global Financial Crisis
•
•
•
•

•
•
•
•
•

First real impact of the GFC felt in October 2008
Sudden and dramatic decline in business activity and cash
Many suggested a crisis of confidence and cash
Governments and financial institutions struggled for appropriate
responses
Great deal of effort spent on finger pointing
Corporations, whether MNC, regional or local were all immediately
impacted
There was no early indication of how long this would last or how
deep it would go
Some economists predict double-dip recession
But how much effect would this have on fraud?
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So what does this mean for fraud?
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Fraud uptick?
• In October 2008 we asked these questions:
– Does fraud increase during an economic downturn?
– What are the common factors driving fraudulent activity
– What types of fraudulent activity that can be expected during
times of economic upheaval
– What are the leading practices in fraud risk management
– What are the considerations for conducting investigations in an
economic downturn

• Today we will address these issues and see what has
happened over the past two years of the GFC
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Economy down / Fraud up?
• Criminologists and other social commentators will
disagree on the causes of crime in general
– However there is strong evidence to show that more fraud
is DETECTED in periods of economic downturn
• Discussion on some aspects of property and personal crimes
and fraud

– A Deloitte survey in late 2008 showed 63% of our clients
believed they would see an increase in ACCOUNTING
fraud alone in this current period
• Similar views held regarding expense fraud, procurement
fraud and payroll and similar frauds
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The numbers
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Fraud risk in the economic
downturn
Deloitte Poll: Expected change in incidence of Fraud over next year
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Fraud risk in the economic
downturn
Deloitte Online Survey
1.

2.

3.

4.

Cost Cutting
•
Reduction in workforce
•
Corporate Reorganisation
Acquisitions
•
Mergers
•
Takeovers
Outsourcing
•
Internal Processes
Global Expansion
•
Entry into new markets

5.

Other

6.

Don’t Know

Expected responses to the
economic downturn (perceived)
Cost Cutting

7%

Acquisitons

13%

15%
79%
21%

Outsourcing
Global
Expansion

29%

Other
Don't Know
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The GFC headliners so far
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Satyam Computer
Services
•

Financial Statement Fraud

•

India’s 4th largest software
services provider

•

53,000 employees and
operations in 66 countries

•

Profits falsely inflated by
over 80% over several
years

•

50.4 billion rupees ($1.04bn
USD) in cash and bank
loans non-existent.

•

Serves more than a third of
the fortune 500 companies
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Bernard L. Madoff
Investment Securities
LLC
•

Bernard Madoff, former Nasdaq
chairman

•

USD50 billion Ponzi Scheme

•

Auditor: Friehling & Horowitz
•

•

Three-person accounting firm
based in New City , N.Y.

Whistle-blowing - Securities
Exchange Commission
•

•

Mr Markopolos, highlighted to the
SEC that Madoff’s stock-options
strategy was improbable and
submitted documents reviewed
by The Wall Street Journal
Mr. Vos, investigated Madoff
Securities on behalf of an
investor and found a red flag in
the form of the auditor Madoff
used.
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Stanford
Ponzi Scheme

–

Allen Stanford operated an $8 billion fraud surrounding the certificates of deposit
his Antigua-based Stanford International Bank (“SIB”) sold to investors and
marketed through several of his U.S. companies.
– Acting through a network of SGC financial advisers, SIB has sold
approximately $8 billion of so-called "certificates of deposit" to investors by
promising improbable and unsubstantiated high interest rates. These rates
were supposedly earned through SIB's unique investment strategy, which
purportedly allowed the bank to achieve double-digit returns on its
investments for the past 15 years.
– Funds were invested in "speculative, unprofitable private businesses
controlled by Stanford.
– Every month, Stanford and Davis set a predetermined rate of return for
certificates of deposit issued by their Antigua bank, then bank accountants
reverse-engineered financial statements to report investment income that the
bank did not actually earn.
– Also alleges Stanford and his co-defendants allegedly misused and
misappropriated most of those investment assets, including diverting at least
1.6 billion dollars into undisclosed personal loans to Stanford himself.
– Also alleges an additional scheme relating to $1.2 billion in sales by SGC
advisers of a proprietary mutual fund wrap program, called Stanford
Allocation Strategy (SAS), by using materially false historical performance
data. According to the complaint, the false data helped SGC grow the SAS
program from less than $10 million in 2004 to more than $1 billion, generating
fees for SGC (and ultimately Stanford) of approximately $25 million in 2007
and 2008. The fraudulent SAS performance was used to recruit registered
investment advisers with significant books of business, who were then
heavily incentivized to reallocate their clients' assets to SIB's CD program.
– The SEC's complaint charges violations of the anti-fraud provisions of the
Securities Act of 1933, the Securities Exchange Act of 1934 and the
Investment Advisers Act, and registration provisions of the Investment
Company Act.
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Lehmann Brothers
A March 2010 report by the court-appointed
examiner indicated that Lehman executives
regularly used cosmetic accounting gimmicks
at the end of each quarter to make its
finances appear less shaky than they really
were. This practice was a type of repurchase
agreement that temporarily removed
securities from the company's balance sheet.
However, unlike typical repurchase
agreements, these deals were described by
Lehman as the outright sale of securities and
created "a materially misleading picture of
the firm’s financial condition in late 2007 and
2008."[10]
(http://en.wikipedia.org/wiki/Lehman_Brothers)
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UBS
Kweku Adoboli

Rogue Trader
•
September 2011 discovery of US$2billion + losses due to actions of
alleged rogue trader, Kweku Adoboli, a 31-year old trader on the
Delta One desk of the firm’s investment bank.

Response by UBS
•
The bank stated that no client positions had been affected and its
CEO Oswald Gruebel initially dismissed calls for his resignation,
commenting that “if someone acts with criminal intent, you can’t do
anything.”
Impact:
•
“The scale of UBS's losses led to renewed calls for the global
separation of commercial banking from investment banking while
media commentators suggested UBS should consider downsizing
its investment bank and potentially rebranding it under the
resurrected S.G. Warburg name.”
Scale of incident
•
“If found guilty, Adoboli will have generated the third-largest loss by
a rogue trader in history, after Jerome Kerviel of Société Générale
(who also worked on a Delta One desk) and Yasuo Hamanaka, a
copper trader at Sumitomo Corporation.”
Source: (http://en.wikipedia.org/wiki/UBS#2011_rogue_trader_scandal)
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How it happens
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Three common factors

Donald Cressey’s “Fraud Triangle”
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Financial Pressure
• Is there increased financial pressure during an
economic downturn?
– Certainly, that cannot be denied
– The pressure can be from many fronts
•
•
•
•
•
•
•

Meeting targets
Feeding the family
Making loan payments
Increased personal expenses
Reduced business activity
Fear of losing jobs
Reduced working hours and salaries
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Opportunity
• Increased opportunities to commit fraud can be found
where employers downsize and so less people are doing
more work
–
–
–
–

Middle management usually the first to be fired
Most internal controls focus on supervision
Same or more supervision/control is spread over fewer people
Lack of experience, skill, knowledge to cope with new
responsibilities
– Increased distance from point of control to the place of business
activity (geographically and line of sight)
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Rationalisation
• Rationalisation with crime, especially fraud is usually
– My needs are greater than yours

• The rationalisation is not always logical
– Fear of getting caught reduces as the pressures increase

• Increased pressures and opportunities will often make the
commission of a crime easier to rationalise
– If I can do it and not get caught, and I know nobody can catch me, then I
can do it

• Subtle differences between fraud committed for immediate
personal gain and that to meet the demands of the employer
such as to meet sales targets or quarterly results
•

Remember this is an IRRATIONAL form of Rationalisation
– Many arguments can be had here
•
•
•
•

Its not hurting anyone
I can pay it back, its just a loan
Nobody will catch me
I am helping the company
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Specific activities expected
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Types of activity to expect
• Revenue recognition
– Schemes designed to hide the true financial position of the
company from shareholders, financiers, regulators
– Or sales and inventory related recognition schemes to hide the
true nature from the company itself

• Improper disclosures
– Deliberately falsified records designed to mislead financiers,
investors, regulators, auditors, BOM

• Corruption
– Pressure to reach sales and other business targets will tempt
many companies and employees to offer and indeed to accept
bribes
– This can lead to increased surveillance by regulators, law
enforcement and prosecutors in home markets and other
locations
• FCPA, OFAC, EU, CPIB, UKBA
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Other activities
• Expense claim fraud
– Always present, but greater temptation

• Procurement fraud
– Also always present, but greater pressure

• Channel stuffing
– Quarterly reporting requirements drive much

• Conflicts of interest
– Why not do business with yourself, your family or your friends?

• Payroll fraud
– One for you and two for me!
• Ghosted employees, unworked overtime and allowances etc
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Three years have passed
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2009/10 Case studies
•

Singapore based regional
player
– Allegations of fraud, conflicts of
interest, financial misstatement
– As financial pressures increased,
margins decreased, competition
increased and client activity
decreased, scrutiny increased
– Senior Management involvement
– Procurement inconsistencies
– Unusual accounting and
management decisions

•

Singapore based niche services
provider
– Allegations of fraud, conflict of
interest and procurement
procedure breaches and more
– Funding for organisation depends
on financial management, probity
and quality of services to client
base
– Senior Management involvement
– Close relationships with vendors
– Procurement issues
– Poor internal financial processes
– Allegations from disgruntled
member of organisation
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2009/10 Case studies
•

MNC operating across SEA
– Allegations of fraud and corruption
regarding the following areas of
procurement
• Purchase of land for
development
• Engaging vendors for high
value contracts
• Bribes to government officials
• Hiring of staff related to senior
management
– Increased scrutiny from HO lead
to review of contracts and
financial statement revealing
above issues

•

MNC Financial Institution/s
– Regulator driven activity causing
more than one MNC Financial
Institution to perform reviews of
financial transactions across the
region
– Global financial pressures and
perceived failures by some
regulators driving increased
scrutiny
– Continuing global war on terror
and drugs, as well as people
smuggling also driving increased
scrutiny in some markets
– Proximity of Singapore to ‘hot
spots’ a factor
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2009/10 Case studies
•

Global organisation with SEA
wide operations
– Global review of organisations
operations highlighted significant
financial pressures in one location
out of many
– Review of target office revealed
apparent fraudulent activity
ongoing for up to 5 years
– Pressure seen to increase
significantly around time of GFC
– Potential losses in $10’sM
– Recovery unlikely

•

Regional conglomerate with
investments SEA region
– GFC dried up lines of credit
– BoD decision to liquidate certain
as yet un-performing assets
– Initial actions to dispose of certain
assets revealed no longer owned
by company, having been
transferred to ownership of
shareholder/investor without
knowledge of the BoD
– Internal relationship had been
leveraged to allow the transfer to
take place invisibly
– Asset had indeed increased
significantly since the transfer and
appears the debt left behind
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Singapore media reports
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Singapore media

© 2011 Deloitte & Touche LLP

Singapore media
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Singapore media
•

Ex-director fined $24k By Elena Chong (ST) July 28, 2009. A FORMER director of Empire
Investment Group (EIG) was fined a total of $24,000 on Tuesday for making false declarations.
Yong Wai Hong, 28, was among four people hauled to court earlier this year over an alleged
fraudulent investment scheme connected to multi-level marketing firm Sunshine Empire.

•

Yong, who faced six charges, admitted to two counts of authorising a company officer to lodge a
return which was misleading. On Aug 28, 2007, he authorised company secretary to file a return
that 500,000 shares in EIG were allotted for cash.

•

Similarly on Sept 7 that year while he was a director of Empire Energy, he did the same for
250,000 shares in the company.

•

The resolution stated that its paid -up capital was $500,000 with Phang Wah holding 400,000
shares at $1 each. Yong held 50,000 shares, and two others, 25,000 shares each. Phang, also
known as James, 49, is facing 20 charges of falsifying accounts, criminal breach of trust and
possession of obscene films.

•

Investigation showed that as of November 2007, none of the capital for EIG nor Empire Energy
had been paid up. The DPP said the financing of EIG and its related companies was provided
purely by a $9.5 million loan from Sunshine Empire. Lawyer Shashi Nathan said his client, who is
now general manager of a Hong Kong-based trading company, had no intention to deceive the
Accounting and Corporate Regulatory Authority or individuals. He said Yong did not gain any profit
nor avoid any loss from his act of authorising Mr Ng to lodge false returns to Acra.
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Singapore media
•

Bank officer caught four years after $3.5million cheating offence. AN OFFICER of a private bank
made fraudulent withdrawals of more than $3.5 million from a client's account and got away with it
for four years. (ST 29 August 2009)

•

Yesterday, Ian Flynn Tessensohn paid the price. The 39-year-old was jailed for 6-1/2 years by a
district court. He had committed nine cheating offences and had forged 46 documents between
2004 and last year. He also contravened the Computer Misuse Act and concealed and transferred
criminal proceeds.

•

The court heard that Tessensohn stole $3.5 million from a client's account while he was an
assistant relationship manager for the local branch of Dexia Banque Internationale a Luxembourg
between April 1999 and August 2004. He then left the bank to become a business development
manager with a travel and tour company. No one was any the wiser about what he had done then.

•

But in May 2007, he returned to the banking industry as a private banking assistant with the
Singapore branch of Fortis Bank. He then heard that the client at the previous bank planned to
close his account. Fearing that his theft would come to light when this happened, Tessensohn
began stealing money from the account of another client at his new bank.

•

He planned to return the money to the Dexia account to cover up his misdeeds. This, however, led
to his crime being exposed. In May last year, Fortis made a police report about an unauthorised
withdrawal of €595,000 (S$1.2 million) from a client's account.
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What to do about it?
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Leading practices in controlling
fraud
•

Setting roles & responsibilities
–
–

•

Assessing fraud risks
–
–

•

Whistleblowing
Forensic Data Analytics
Fraud and ethics training for all staff

Champion!
–
–

•

How is the business measured
What is success or failure in your organisation

Proactive Forensic Analysis
–
–
–

•

Do you know what you are losing now
Do you know where the threats are coming from

Monitoring key business metrics
–
–

•

Making sure that everyone knows their job. It is everyone’s job to prevent fraud
Involve the BOM

One person needs to be ‘Champion’ of fraud
A senior executive who is respected by all and will do the right thing

Positive and supportive tone at the top
–

Executive behaviour that aligns with corporate ethics and compliance requirements
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Investigations in the GFC
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Conducting investigations in an
economic downturn
•

Secure the data
–
–

•

Let people know about it
–
–

•

Expense claims, conflicts of interest, procurement fraud are always present and increasing now

Use all available tools to reduce costs
–

•

Tell your staff you are investigating a fraud
You will be surprised what they will tell you, many will already know about the fraud, and indeed
others

Investigate thoroughly, no assumptions
–

•

It is too easy for important data to be lost, destroyed or tampered with, even by those with the best
of intentions
Follow proven forensic procedures as you will need to rely on the data if the matter ends up in a
court

Smart technology can do the work of many people so the end cost will be lower for the volume and
quality of the reporting

Don’t ignore the obvious
–
–

Never, never, never say: Oh, they would never do that!
People are people and when Pressure, Opportunity and Rationalisation converge, fraud will occur
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Questions?
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Deloitte & Touche Financial
Advisory Services
6 Shenton Way, #32-00, DBS
Building Tower Two, Singapore
068809

Peter Coleman
Executive Director
Head of Forensic Services
Singapore & Southeast Asia

Direct: +65 6216 3220
Mobile: +65 9105 4657
petcoleman@deloitte.com
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