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Fraud Prevention & Detection---Hard Data from Experts, and How to Use It 

 

“Hard data” tells no lies.  Hard data is just like experience…it is “earned.”  Hard data is factual, credible, 
impactful, and the path-forward from that data is typically crystal clear.  A combination of hard data and 
“lessons-learned” is revealing, powerful…and actionable. 

But as we all know from statistics, hard data can be misused and misinterpreted.  If the real messages get 
distorted, the applicable meaning of the data is lost, so the appropriate action cannot be taken.  When you 
possess hard facts, take advantage; when you read interpretations of data, be skeptical.  Common sense 
comes from experience, and many times, so-called “experts” get it all wrong.  “Experts,” or consultants, 
or even journalists are likely skilled in condensing, framing or interpreting the meaning of what (they 
believe) data really says…or what they want it to say.  However, the translation of data into the needed 
actions, and then to conclusions—all of that requires real knowledge and, most of the time, painfully-
earned experience.  The real experts on fraud prevention and detection are, first, the people who 
understand and provide “hard” data.  Second, the best interpreters of that data are the business people 
with the “hard” experience…not those who write the interpretations.  Unfortunately, exaggerated 
credibility is typically attributed to so-called experts, when, as managers, trusting our own instincts (and 
therefore our own experiences) is what should drive the action.   

As to the first need, hard facts surrounding fraud are no problem--ACFE provides them every two years.   

 Data from the Association of Certified Fraud Examiners (ACFE) is provided via the organization’s bi-
annual incident study, “Report to the Nation.”  This organization’s network of members performs a “post-
mortem” on a block of fraud cases representing examples of what ACFE calls “Occupational Fraud.”  The 
ACFE term “occupational fraud” is distinguished from other forms and is defined as: “The use of one’s 
occupation for personal enrichment through the deliberate misuse or misapplication of the employing 
organization’s resources or assets.”  Said another way, it represents hard losses to, or additional costs 
absorbed by, the companies and other entities in the USA experiencing fraud.   

The recently-released 2008 study is no exception to previous reports, except that the number of cases 
which were analyzed totaled 959 (and 1,134 in 2006), representing significant increases from prior years.  
Some very intriguing observations can be drawn from these studies.  In particular:  

• The average occupational fraud goes undetected for 24 months.  
• How all cases of fraud are initially discovered is, well, revealing… 
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The chart below represents selected information gathered from the past four studies, summarized here 
based upon my understanding and interpretation: 

ACFE Research Data         
How frauds are initially discovered 

  
  

  
   

  
  2008 2006 2004 2002 
Tip 46.2% 34.2% 39.6% 43.0% 
"By Accident" 20.0% 25.4% 21.3% 18.8% 
Internal Audit 19.4% 20.2% 23.8% 18.6% 
Internal Controls 23.3% 19.2% 18.4% 15.4% 
External Audit 9.1% 12.0% 10.9% 11.5% 
Notified by Law Enforcement 3.2% 3.8% 0.9% 1.7% 
  

   
  

ACFE (Association of Certified Fraud Examiners): 2008, 2006, 2004 and 2002  
   "Reports to the Nation on Occupational Fraud and Abuse"    
  

   
  

Note: Some participants cited more than one method for initial discovery   
2008 Study--Average fraud goes undetected for 24 months.   

 

Among a variety of relevant items for this discussion, note the source-type labeled “External Audit.”  
Beyond being ranked next-to-last in all of the presented ACFE studies, the data displays public 
accounting firms have been responsible for uncovering fraud, on average, in approximately one out of 
nine cases.  If you further limit the study cases to “public companies only,” 2004 would have been 6.1%, 
2006 -- 4.5%, and 2008 -- 4.1%.  Such indicators do not represent stalwart results, to say the least.   

Based upon my direct and indirect experiences, public accounting firms have not been historically 
effective in either providing insightful fraud detection and prevention guidance at the numerous 
companies I have worked for during my business career, or in independently uncovering fraud instances.   

As you all understand the nature and timing of public accounting firm work as well as anyone, the 
emphases of their work are just not conducive to detecting fraud; this is confirmed by the ACFE data.  In 
addition, it is my considered opinion that public accounting firms have either chosen not to develop and 
market client services to detect or prevent fraud (likely being far more interested in the higher revenue 
opportunities in performing forensic accounting and/or litigation services), or the firms have not been 
allowed to market such services, due to conflict-of-interest restrictions imposed by regulators, at least on 
the largest firms.  At the same time, however, it is likely more time, money and effort would, in fact, be 
better spent in “upstream” endeavors by the managements at these organizations to prevent and detect 
fraud—than having to spend “after-the-fact” funds with investigators, forensic accountants, and lawyers.  
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Management, audit committees, and/or other relevant decision-makers have to perceive the need for, and 
the economic benefit from, such services—from their own internal experts and institutional knowledge, 
much less from public accounting firms--a phenomenon, quite frankly, not (yet) comprehensively realized 
in the marketplace.   

Managements become much more interested and active, unfortunately, after a significant instance of 
fraud is encountered, than in pursuing prevention and detection efforts at the front-end.  As we all realize, 
it only takes publicity surrounding one weighty fraud instance to significantly and negatively impact 
market value, marketplace or professional reputations.   

In my own experiences, nearly every company I have worked for has uncovered and dealt with fraud, 
some more successfully and earlier than others.  My background includes multiple instances of 
uncovering fraud, dealing with its aftermath, and testifying in subsequent proceedings.  I have written 
articles on fraud topics and have had pieces published in financial magazines, newsletters and even a 
textbook or two.  My experiences have led me to present to numerous universities, accounting, legal, 
audit, and ethics organizations and their audiences in the Southeast and Midwest.   

My opinions are also reflective of, and based upon, multiple fraud-uncovering experiences encountered 
as: an internal audit director; financial officer and/or manager in a number of divisional, subsidiary and 
parent company financial and accounting roles, with both public and private companies; and, as a 
consultant to telecommunications, high-tech, manufacturing, financial services, healthcare and other 
industries as part of “Big Five,” turnaround firm, and advisor roles.  I also insist that my background is 
not different from many other professional people, and many of my business associates have encountered, 
exposed and dealt with fraud as often as I have. 

Success in fraud detection and prevention starts with management admitting its existence (relative 
certainty), acknowledging that real risk, and then acting on it in a considered, organized fashion.  
Assuming these realizations occur, events must follow which should include a suitable level of effort to 
address fraud detection and prevention via:  

• standard-setting (by management) of expectations,  
• a comprehensive and customized planning framework,  
• associated and actionable analytics,  
• establishing resources, methods and actions, and,  
• proactively communicating those imperatives, at all relevant levels.   

Supplementing such organizational actions with external resources is practical.  However, a key 
advantage already exists with companies and entities via in-house managers: their own business process 
experts, the employees, vendors and customers who have historically represented the best source for 
uncovering fraud (“tips”).  Maximizing and optimizing this source is likely one of the most important 
things for managements to do. 

If we believe that fraud exists at a multitude of levels, with the potential for perpetrators to cause 
“damage” at nearly every company or institution in this country, it is clear that management efforts must 
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address a competitive as well as a comprehensive approach, with all the sources of uncovering fraud 
being utilized, period.    

The management teams who know their businesses, who understand their operations, and their 
employees, customers, vendors…these are the experts.  Historically, they have been the most effective in 
detecting fraud.  Correspondingly, they should also be specifically tasked with preventing fraud.  Far 
beyond the corner office, these people are best positioned to find it, they will likely see traces and 
evidence of it first…either the behavior that precedes the fraudulent dealings and transactions, or the 
dealings and transactions themselves.  Even if these experts do not find fraud, they will likely find 
inefficiencies, waste, dumb ways of doing things, duplication/duplicity, unneeded redundancy and overall 
ineffectiveness.   

Top management should be expecting to have to go looking for fraud, just more often, and proactively.  
Make it a requirement to increase operational management’s awareness that fraud happens in just about 
every entity operating today, and task them to go looking for it.  They will find it, and a host of other 
things, but prepare them ahead of time.  Give them lots of different roles and responsibilities, training and 
challenges, systems and tools; but expect them to be looking for it, and to find it.   

They can do it, the hard data proves it.  

 


