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fools willlearn nio other.” This often-
written line by students Seing punished in
British sehools has anapt ring to it considering the’

E XPERIENCETS A HARD SCHOOL, BUT

is India not Jearning fromts bitter experiences
with fraud? Corporate India is no stranger to raud.
One of India’s laxgest pharmaceutical cornpanies
was indicted in the UK courts forits partina price .
fixing and deception case in the late-1990s.

So, what lessons have been leant since then?
With the uncoveiing of the Satyam scandal and
recent banking frauds, it appears litte heed has
been paid to the warnings.

Our corporate community suffers from the can-
not-happen-to-me syndrome, also known as igno-
rance. Corporate crime is an evelving animai that
continuously changes its form, which makes it dif-
ficult to conrol- Technological advances have pro-
vided the fraudster with a sophisticated arsenal,
whereby he can take advantage of archaicace- °
ounting and regulatory systems within companies.

A PricewaterhouséCoopers survey confirmed
that 35% of the compauties that had approached it
were victims of at least one significant corporate
crime between August 2008 and July 2009, Many
of them suffered more than one significant crime.
Obvicusly we can’t count those who never got 10
Imow what they suffered. -

The fact thai many cotpotate houses donot
have systems to counter potenial frauds has made

. the fraudster's life easy. The misconception about

fraud s that it takes place due to external factors.

insider. That inside link to an organisation results
in the most damage when a fraud is perpetrated.
_ The presence of an insider allows a systematic
long-term fraud, as he can, avoid suspicion and de-
tecsion for long periods by fraudulently approprat-
ing small amounts of money on & consistent basis.
Recent cases show that itis nolonger possible
for comparies to'be i denial on their suscepiibility
1o fraud. Companies need 10 adopt a mandate (o

D BY AN INSIDER, LACK OF SYSTEMS MAKES F

rise of high-level fraud taking place in India- Why

Howevey; corporate fraud is often committed by an-

" escape becoming victims of fraud, and setup a

seties of systems and procedures 1o prevent fraud.
AsTndia grows into a world power, foreign
investoxs will seek confidepce that economic crime
or fraud is being addressed andtackled in India, -
Fraud reporting in most pazts ci the globe is.
consistent, and highlights the human weakness
for easy money irespective of the geography,
religion and type of industty. The rise in frauds .

- can be blamed on the recession in the US and high
economic growth and economic diversity i Asia, -

Asurvey showed that 88% of the compariies

- experiencing econoic decline also faced corpo-

€ The opportunily o perpefratea

frautl is higher in companies that
have restricted their control regime-
 {o old-day accoumting procedures.
~Some manufaciuring firms use -
traditional technigues to control
fraud, and frends indicate they
have been suffering the most -

rate fraud. The recent recession saw downsizing
of controls and personnel responsibie 1o prevent
andfordelectafraud. - .

The opporimity to perpemate a fraud is higher
in companies that have restricted their control

Tegime to old-day dccounting procedures, Adop- - .
. tion of dypamic controls to use a mix of technology -
and human intervention could have been delayed -
due to conservative thoughts orlow expendinure. © -

appetite. Whatever the reason, the cost of bearing
a fraudis far ore aitical than not adopting the
new conirols. Some manufacturing finns use
traditional technigues to control fraud, and trends
indicate they have been suffering the most.

In fact, some companies that have staried using
moderm systemns continue to focus on detective

RAUDSTER'S JOB EASIER

 Alsoséen among low-value frauds is fictitigus
" jnvoicing, Being low valie, these transadtions
don‘tattract high scrtiny.

“tweothers: a technically-suave individyal who -
. forged banK stationery, while theother wasd .

_the'counterfei: cheques.

and reactive methodologies and mudthastobe @ -
achieved on the preventive controls. Techiiigues :
sueh ak risk maniagement and perindic gap analysis - | -
to prevent frauds are not yet populardugtothe ~ ©
low interest of organisations and lack of availability
of skilled professionals to manage such-projects.
The Fthical Hotline hasproduced goodrésultsfor
many organisations. Such hotlines provide crudal

_workable intelligence along with possibillity of -

throwing false alarms.

The maximum nmber of frauds are sceras

_ perpéirated by the middle management wheréas - - -
the high-value ones are mostly atiributed to the

C-suite. Aninéreasing number of financial frauds

-is reparted through a nexus of multiple authorities

and personnel. The most comrian type of fraud
noticed in recetit fimes s due tothe collusion;

of finanice department of a company and their - k

bankers. Sharing critical financial processing., - -
and authorisation details facilitates easy fratids

Re'cenﬂy,a‘Gprgaunrbasedtcompany‘faé_éd o
regular cutfowof funds from its current accont. ;

“There were 14 transactions of value tanging from

74 Jakh 1079 lakh 6ver three months; beforethe
comnpany noticed a possible fraud. A disereet -
investigation reveated that aformer employée -
who had faced hostile termination had, post-
termination, used the details of authorised - * +
signatures andether financial proceduresofthé - . |
company io conduct the fravd. He was gisistedby - |

bank employee with responsibility of dedring -

As can be seen, frautl manifests jtselfin'many - %
shapés and forras, and has far-reaching effects. :
Preventive actionis the way forwardinthis - - -
battleground. Fraudsters are being given toomany
free opportunites o carry out theirplans. .

(G Singh is maneging director at Pinkerlott Consulting ¢
Investigations, and A Mohindrit is parer for fraud
prevention and anti-corruption at Kodihar € Co)




