Preface

Welcome to the second edition of Executive Roadmap to Fraud Pre-
vention and Internal Control. The first edition was very well-received
with excellent feedback from readers, and for that we are most ap-
preciative. Nothing pleases authors more than to know their writing
labor is providing educational value. This book is being used as a
textbook at colleges and universities. It has been translated into Chi-
nese and used in compliance programs as a reference source. Yet time
and fraud march on. There have been events and changes since the
original publication that require updating this book. For this second
edition, we have kept what is still timeless and relevant while adding
new material.

We continue to see fraud and corporate misdeeds with the in-
evitable impact and enforcement response. Dozens of companies
were caught up in the government probes of backdating of stock
options. The United States Department of Justice and the Securities
and Exchange Commission ramped up investigations of corruption
and bribery, bringing more and more prosecutions for violations of
the Foreign Corrupt Practices Act. A huge accounting fraud occurred
at a once highly regarded technology powerhouse in India. We wit-
nessed the worst financial crisis since the Great Depression and the
collapse of once-venerable financial institutions. As a result, new laws
Were enacted, including the Fraud Enforcement and Recovery Act and
the Dodd-Frank Wall Street Reform and Consumer Protection Act
(Dodd-Frank).

In a perfect world, this book would not be needed. All corporate
¢mployees, from the Chief Executive Officer, the Chief Financial Offi-
cer, and the Board of Directors to the entry-level workers, would have
the highest degrees of honesty and integrity. Fraud and abuse would

€ nonexistent. There would be no financial statement fraud, asset
misal?'propriation, kickbacks, or bribery. Unfortunately, we live in
an imperfect world in which noncompliance, misconduct, fraud, and
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contributed to this new age of enforcement. However, internal fraud
is not the only risk that businesses face. External fraud schemes also
attack companies and can do significant damage to both finances and
reputations.

Although no one expects CEOs, CFOs, and other corporate ex-
ecutives and managers to be experts in fraud prevention, the current
climate requires a thorough understanding of the principles of fraud
€Xamination and state-of-the art compliance programs. This book is
a roadmap to help executives understand fraud and reduce its im-
Pact. George Santayana once said that those who do not remember
the past are condemned to repeat it. This book looks to the past to
gain a better understanding of the nature of fraud and how to prevent
it. It relates lessons that can be applied now and in the future to pre-
vent fraud, and it also reviews theories and models that explain how
and why fraud happens inside an organization. It then describes the
current climate as well as the critical importance of fraud prevention
and culminates by providing a roadmap to establishing a culture of
C_Ompliance. Creating this culture is the only way businesses can po-
Sition themselves to meet the new environment of tighter regulations,
transparency, and accountability. It is a proactive method for actgally
Preventing fraud. Simply reacting to fraud issues as they occur is no
Onger acceptable.

The authors bring a unique perspective to corporate fraud pre-
vention. We are life-long practitioners in the field, with a combined
60-plus years of experience in both the public and private sectors

etecting and investigating fraud and white-collar crime. Our careers
Parallel each other. As federal agents with the United States Postal
I.nSpection Service and the Federal Bureau of Investigation, we inves-
tigated fraud and corruption, including corporate crime, investment
faud, kickback schemes, international fraud scams, insurance and
Nealthcare fraud, organized crime, and violations of the Racketeer-
ng and Corrupt Organizations Act (RICO). We were involved in the
Prosecutions of hundreds of fraudsters. o

We then went into the private sector to conduct investigations
on behalf of corporate clients that were victims of fraud and other
“fimes. We worked cases all over the world for companies large and
Small, public and private, and we helped business executives under-
“tand the importance of fraud prevention. We were subseguently
feCruited by corporations and given the responsibility of creating and
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contemplating a journey to the “dark side” should keep in mind that
fraud and noncompliance will be met with the strong arm of the law.

This book will be your roadmap to an understanding of cqrporate
fraud, the implementation of fraud prevention, and the creation of a
culture of compliance. Lastly, it is our honor and privilege to be your
guides on this journey.



