[image: image1.png]Auditor of Public Accounts a
Commonwealth of Virginia





August 2006 --- FRAUD
Fraud: Intentional perversion of truth in order to induce another to part with something of value or to surrender a legal right - Merriam Webster On-line Dictionary
Fraud has always been of great concern to accountants.  However, the Enron and WorldCom scandals of 2001 brought the relevance of fraud into focus for all types of organizations and many non-accountants.  As both employees and taxpayers of the Commonwealth, we are all responsible for trying to reduce fraud, waste, and abuse within our agencies.

As auditors, our standards require that we inquire about instances of fraud as we perform our audits.  Statement on Auditing Standards Number 99 “Consideration of Fraud in a Financial Statement Audit” requires auditors to obtain information to identify the risk of material misstatement due to fraud.  In order to do so, we will ask questions of agency personnel such as “Do you have knowledge of any fraud affecting the agency?”  “Has anyone asked you not to be forthcoming with the auditors?”  And, “How does management communicate its views on ethical behavior?”

In addition, the interview with the auditor is an opportunity to share any concerns you may have about potential areas of fraud, waste, or abuse within your agency.  It may also help the auditor identify areas or activities where controls are weak.  

Motivation, opportunity, and rationalization are three elements, that when joined, can lead to fraud or abuse.  Effective management can reduce the effects of motivation and rationalization; a strong system of internal controls can reduce the opportunity element.    

Internal controls are the locks on the doors; but with the elements of fraud, those locks can be broken or ignored.  Strengthening internal controls and monitoring every member of an organization makes every lock stronger.

Your agency can employ a variety of common sense approaches to reduce or prevent fraud.  The more general include:

· Separating duties that in combination could facilitate fraud

· Verifying references and credentials of prospective employees 

· Regularly supervising and reviewing transactions and reconciliations and not relying on a yearly audit as your ONLY safety net 

· Having defined and documented policies and procedures

· Having a Fraud Awareness Program

Fraud is never victimless.  By its own definition, fraud involves deceiving another person or an entity into parting with something of value.  Funds diverted because of fraud are funds that are not available to meet the agency’s mission.
What should you do if you suspect or are aware of any fraud or abuse within your agency? 

You can always voice your concerns through your agency’s chain of management or to an APA auditor.  If you feel your concerns have been ignored or you are not comfortable with speaking with any of your managers or an auditor, the Department of Accounts has an anonymous state employee fraud, waste, and abuse hotline.  1-800-723-1615
