o _i Marquet International

Managing Business Risks Through Strategic Intelligence

THE 2013MARQUET REPORT ON EMBEZZLEMENT

A WHITE COLLAR FRAUD
STUDY OF MAJOR EMBEZZLEMENT
CASES ACTIVE INTHE U.S. IN2013

Christopher T. Marquet, CEO
Marquet International, Ltd.
Decemben9, 2014

© Marguet International, Ltd. 1 The2013Marquet Report On Embezzlement
www.margquetinternational.com December 19, 2013



http://www.marquetinternational.com/

Table of Contents

Acknowledgemergt& About the REPOIL. ... vii e a3

Summary of FINAINGS. ... ceovee e e e e e e e e e e e e e iiiie e . B

Highlights & Conclusionsof the 2013Study..........ov e ie e e . 5
Aggregated Year CONCIUSIONS. .......vviieiiiiii i e e e

Characteristics Of the SChEMIES . ... oo e e e e e e e 9

AV = To | a1 (0 o [ PP 9
1D 18] = 10 o PP A |
1Y 1 0T 12
o] [0 VA o 1 157 o] =Ty /5 16

Characteristics Of the PerpetratOrS. ... ..o e e e e e e e e e e e e 16

Gender ... © e e e —————— e e e e et e et e e e e e e et ae e 20.
POSITION. .. . et e e 21
MOTIVALING A C T O I Suiim it e e e e 24
Criminal NSOy, ... e e e e e 20

Chamcteristics of the Victim OrganizationS .. ... ..o e e e e e, 28

o T £ 42 28
(€720 o | > o 1 )/ 35

Judicial& Other CONSEQUENCES ... ... vt et et e e e e e e e e e 40

SENENCINGANAIYSIS .. ..t e e e e e e e e 40
Ot her CONS.EO.U.EN.C.B.Suciiiiiiiiiiiiiiiiiiiiiiiiiiiinieaieaieennnnn 43

Appendix A:Deterrencel DeteCtion MEASUIES . ..........veivieeiieiitie e e eeee e 46

Appendix B:Investigative RESPONSE........ocviiiiiiiiiieiiiiie e e e ieeeeneniennen e ans 48

About Marquet International & About the Author..................c.coo e viiiiiiiiieeeee e e 2. 50

© Marguet International, Ltd. 2 The2013Marquet Report On Embezzlement
www.margquetinternational.com December 19, 2013



http://www.marquetinternational.com/

ACKNOWLEDGEMENTS & ABOUT THE REPORT

The 2013 Marquet Report on Ebezzlemenis our sixth annualwhite collarfraud studyon
majorembezzlementasesn the United StatesOur intentwith these annual studiéss beerio
identify the characteristics aricendsfrom the casesve identifyeach yeaand to draw
reasonableonclusions based upanquantitativeanalysisof the data extracted from those cases.
We alsoinclude in this reporsomeselectstatisticsbased upoan aggregation of all of our data
compiled over six yearsThe 2013 Marquet Report on Embezzlerhasbeen significantly
delayed as a result of an improvement and refinement of our data collection efforts aghveell as
intrusion ofour day jobas a premier boutique private investigations and litigation supportfirm
which has been unusualbysythis year—for which we apologize to all of our faithful readers.

We would like to specifically acknowledge Dr. Kelly Richmond P@ssociate professatthe
School of Accountazy and MIS at DePaul Ungrsity, along with her graduatevel forensic
accountingclass Principles of Forensic Accountingdr. Pope and her 4ildgraduate students
worked tirelesslyhis past semestér help us gather the data necessary to publsh2013
Marquet Report on EmbezzlemenYithout Dr. Pope and her studémdssistane, we may not
have been abl e t o Dr Boga)anexpdrtliniwkite gokaafraud ;. harevm o r t
right, is thecreator of the award winning educational wigtdlar crime documentar@rossing
the Line: Ordinary People Committing Extraondry Crimeand theupcoming documentarll

t he Qu e e widich chkboiales thesmajor embezzlement case involRitg Crundwell
and the town of Dixon, Illinoi$. | would also like to thank my lortime colleague, John Verna,
Chairman of the€Center fo Strategic Business Integrifyfor his encouragement on this project
and assistance in editing portions of this report.

Thedata used iThe 2013 Marquet Report on Embezzlengederivedfrom an examinatiomf

individual cases oemployee thefin theUnited States in whicht least$100,000nvasalleged to

have beemisappropriated Thecases themselves as well as the dasa is based upon public

records and media coverage, including press release information from various law enforcement
authoritiesand court recordsThecases nc |l uded i n dither bgamgpaldiady’ s r e p ¢
knownor were active in the judiciary processring the2013calendar yeafthosecasesn

which an arresiharge indictment,criminal information, civil complaintplea agreement

sentencing or other significant event occunndtich revealed the existence of the scheme to the
public). Wedid not includecasesn the 2013tudy that have already been includedum prior

studies

The 2013 Marquet Report on Embermatanalyze$54 speific cases- the highest numbeve
have seen to dasndan increase afearly 5 percent over 201@&hich identified and analyzed
528casey Thi s year s’ anotleepvery largeiembezzlandest svhoculdbe
considered as @of the largest embezzlements in US history.

1 http://driehaus.depaul.edu/facutiynd staff/faculty/Pages/popgkelly-richmond.aspx
2 www.centershi.com
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Further, bsses from th&54 cases totahearly$595million in employee theft.t should be noted

that we include® casesn the2013study which were theft®f just under $100,008ince we

felt they wee statistically significantThe $100,000 threshold is not arbitrary; we draw the line

here because 1) cases of that magnitude are most often going to be reported and prosecuted and
2) it would be impossible to gather meaningful data on all cases bettvagbreshold. Many

small cases never see the light of day.

As always, ¢ the extent available, wsmpiled and reviewedbjectivedataoriginatingfrom the
public domain on each caseluded in the studyWe note also that sonaé the cases analyde
are currently activen legal proceedingaherein theaccused perpetrators have getbeen the
subject of a final adjudicationThe 2013 Marquet Report on Embezzlenmaitdes data from
those cases in which we have a high degree of confidenceandheacy of the information.

The 2013 Marquet Report on Embezzlenmaitidesa detailed analysifor a number obroad
categorieselated tanajoremployee theftases in the US, including

Characteristics of the Schemes

Characteristics of the Perpators

Characteristics of the Victim Organizations

Judicial& Other Consequences

AppendicesPreventive Measures Investigative Response

= =4 =4 -8 -9

In theCharacteristics of the Schems=ction we examinedhe manitude of the theftthe
duration of theschemethe primaryschemeanethodologyand whethea givenscheme was
accomplished by a sole perpetratobgma conspiracyf individuals

In Characteristics of the Perpetratorare examinedheir agegendey position heldwithin the
victim organization, appant motivating factors, and whether they had prior criminal histories.

In addition, we examined th@haracteristics of the Victim Organizatigimduding industry
classificationand geographic local€lhis section includes a quantitative ranking of the

respective embezzlement risk levels for each US State, based upon the data, using an equation
we define as the Embezzlement Propensity Factor or EPF.

We also conducted an analysidloé sentencing of perpetrators in an effort to develop any
statisticdly relevant conclusionander the headingudicial Consequenceds-inally, we
includedappendixes witlkome common sense preventive measures and investigative response
advice.
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SUMMARY OF FINDINGS

Highlights & Conclusionsfrom the 2013 Study

2013wasa gangbuster year fembezzlemenh the United Stateg x ceedi ng even
previous recorghace which wehadcalled a blockbuster of a year for embezzlemémthis

report, weidentified researchednd analyzethe details 0654 major embezaAmentcasesn

the US activein 2013 This figure representsrate of more than 12 caseger week-a
staggering amountlt also representsnearly 5percent increasi@a the number of cases over
2012. The554 cases from 2018 the higlest number & have seen in oury@ars ofconducting
thisanalysis. See the chart below for tmeimber of cases per year since 2009

Number of Cases per Year

2010 2011 2012 2013
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400

300
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100

This chart demonstrates a faidiear and steady increase in the numbenajor embezzlement
cases identifiegince 2009, condisnt with our belief thafollowing the late 2008 economic
crash in the US, more ttis type of fraudvould occur (and be discoveredyer a 4 to 5 year
time horizon. Last yeawe predicted thahe 2013number of casesould exceedhe2012
number— a predictionthat was borne outThe prediction is based upon the theory that more
casesctuallyoccur—andmore cases are discovermduak to greater stakeholder vigilarem
down economiesThe 45 yeartime horizon is based upon the aagedurationof these cases
being about 4 Y2 yeaes we have seen from our aggregated. dafacanpredict that 2014
results would be about the same as 2013 or peghagrshow a slight drop- adeclinewhich
should continue in thiollowing years, but at a graduahge since the economic recovery has
been so anemic over this period.
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In any event,he resultoutlinedin The 2013 Marquet Report on Embezzlemaong with our
analysisof embezzlement caseser the pass$ix years,demonstrates thamployee theft
continues to bealive, well and thriving in the currebusiness climata the United States
Nevertheless, we cannot forget that ther@wsays an ambient level of fraud, waste and albuse
organizations oévery size, shape and cqloggardless fothe strength of the economy or the
vigilance of stakeholders.

We believe that our data shows that poor economies and economic downturns aréodrivers
potentialembezzlers. However, this not the only factorindeed, ar data suggests that the
primary motivating factor for perpetrators lmhg-termembezzlements not because the money
is needed for dire financial circumstances, but rathebtain and maintain a lifestyteeyond
what they would otherwise be able to attaiimsomeof these casethe thefts actually began in
good economic timegrior to thelate2008 market crash, artdey continued ovenmanyyears

We have also noted thatishg boom yeargmployee theftan easily go unnoticed since the
victim organization may be making healthrofits and the perpetrator begins by taking relatively
small, regular amounts that fall under theersightradarscreen We have also learned that
many embezzlers aelerate their thefts over timeas well asncreaseéhe magnitude of their
theftsover time—leadingto a higher probability of getting caughtlater years This fact is also
exacerbated by the fact that over time, it become more difficult to hide significant M&fts.
also believe than difficult markets employee theft and otheorporate fraudare more likely to
be revealeadince business stakeholders tend to be more attentive to finandegtantottom
line.

All of this prefaceis to say that we would expect more embezzlement caseddoesin poor
economieghan in god. Neverthelesghe bottom line is thgieople willalwayssteal from their
employerso matter whathe economic circumstancedt is just the degree and frequency that
oscillates

The following statistics are highlights based upon our analySiber2013 Marquet Report on
Embezzlement

The average loss for 2013 was about $iillion; the median loss was $3ZB0;

More than 2/3 of the incidents (%) were committed by employees who held finance/
bookkeeping & accounting positions;

The average schee lasted 4.§ears;

The most common embezzlement scheme involved the issuance of forged or
unauthorized company checks;

1 Nearly24% of the cases in which a motivating factor was known involve perpetrators
who reportedly had gambling issues;

Nearly ®6 of the cases involved perpetrators who had a prior criminal/fraud history;
The average embezzler in this study stotere thar$19,000 per month from their
employer;

1 Vermonthad the highest Embezzlement Propensity F&¢tan the USfollowed bythe
District of Columbig West Virginig Montana South DakotaVirginia, Idahg Oklahoma

T
T

= =4
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Texasand Missouri, respectivelyidentifying these states as having the highestfask
loss to embezzlement in 2013

The financial services industry suffered the greatastbe and the greatestisses due to
major embezzlements;

Credit Unions continue to be a major target/victim of large embezzlement schemes;
Government entities were the second most frequent vidtenEinancial entities,

followed by the combined group dlon-profits and religious organizations;
Nearlythreefifths (57%) of the incidets involved female perpetrators;

Male perpetrators, on average, embezaleout two and a halfimes as much demales

81 percent of the cases involved individual péra@rs

The average adjusted ddeof perpetrators at the commencement of their embezztemen
wasjustover43years

40— 49 yearoldswere the most frequent culprits

Most major embezzlers appear to have been motivated by a desire to live a relatively
more hvish lifestyle rather thardrivenby financial woes;

The average prison sentence \\ss than 4 yeaig4 months)for convicted major
embezzlers; and,

Maryland and Arkansasad theshortest average prison sentenw@gor embezzlers in
2013

activities.

Aggregated 6Year Conclusions

1
1

An analysis othe data we have compiled on major embezzlements in tlev&rShe passix
years, from2008through2013 which includesa total 0f2,698 casestudies allows us to make
some definitive conclusiong/hich continue to beonsistent with our prior findings

Most major enbezzlerdegin their schemes in their early 488.9, on averagge
The average maj embezzlement spans a 4.7 year period;

32013U.S. Bureau of Economic Analysis
42010 US Census Data
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1 By a significant margin, embezzlers are most likely to be individuals who hold
bodkkeeping or financpositions(68.2%6 of all cases)

1 The financial ervices industry suffers the greatest losses forthezzlemenimore than
28.8% of all lossesn the daty

1 Non-profits and religious organizations togethecount fomearlyone-eighthof all the

incidents (119% of all case}

Women are more likely tembezzldhan men(61.1% vs. 38.% overall in the data);

Men embeza siqificantly more than women ($118illion vs. $&80,000, on average);

The vast majority of embezzlements are causesble/perpetrator@early 854 of all

cases);

Gambling is a clear motivating factordiniving someperpetrators to embezzle;

More thanbs percent ofmajorembezzlers hawverior criminal histories

The most common emlazlement scheme involvésgery or unathorized usef

company check&35% of all cases in which the method was known). The next most

common scheme involves the theft and/or @sn of cash receipt&1%), followed by
unauthoized electronic transfers (%2);

1 Californiahasexperienced thgreatest number ahajor embezzlements/er the passix
years(336caser 125% overdl), followed by Michigan 141/5.26), Pennsylvania
(127/4.7™6), New York (1134.2%); Virginia (110/4.1%)and Texa$109/4.0%);

1 Thefive stateamost frequenthynamed in ar annual list ohighestembezzlementisk are
Vermont Florida, Missouri, Montanand Virginia

= =4 =

= =4 =4
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CHARACTERISTICS OF THE SCHEMES

Magnitude of the Misappropriation

The 2013 Marquet Report on Embezzlemeitides554 major cases of embezzlementth
total reported losssof $594,628000, a drop from the massive amount from 2012
($737,074000. The average loss per case 8ag073,000againa drop from 2012
Neverthelesshemedian loss was3®5,000, very consistent with ouprior repors. In 2013,
there were 100 cases involving thefts of $1 million or nfaseompared td02,80,108 and 93
in the2012,2011,2010 and2009 studks, respectively Six cases exceeded $10 million in
losses in 2013

The largest embezzlement case in the 2013 réparlved astunning$133.4 millionfraud
conspiracyinvolving apparent ringleade€@harles Edward Pircher, 60andLarry Wayne

Kimes, 62, in West Texas. Pircher and Kimegho were originly arrested in September 2012,
conspired to defraud numerous mammdpop
smallbusinessethroughfraudulent
professionakmployer organizations (PEOS)
offering payroll, tax and insuranc®rvices

In fact, over a period of more than six years,
from 2002 and 2008Pircher and Kimes,
together with other coonspiratorsfleeced
the small business owners out of about $12
million in payroll taxes they had contributed
to and believed were being paalthe
authorities along with an additional $13
million in insurance premiunke duo
diverted to themselvedJS AttorneyRobert
Pitman is quoted as describing the cast as
wide ranging and complex scheme, whose
simple purpose was to steal money from
company payroll by diverting tax and
insurance payments all for personal

enr i c R e nase is’alsbelieved to be
the“largest readollar loss fraud and tax
related case ever prosecuted in the Wester
District of Texas ™

Meanwhile, Pircher and Kimese reported to
havelived extravagary lavish lifestyles
whichincluded expensive real estageich as

Vidcap of Charles E. Pirchéeing led from court] 1/2013

5 http://www.mysanantonio.com/nefocal _news/articlefarresteein-payrolktax-scheme3884438.php

6 http://www.mysanantonio.com/news/local/article/Ringleagigitty-in-S-A-s-largesteverfraud-5000007.php
7 http://www.fbi.gov/sanantonio/preseleases/2014/ssantonicbusinessmesentencedo-federalprisonfor-
fraud-andtax-schemeinvolving-morethan130-million-in-reatdollar-losses

© Marguet International, Ltd. 9 The2013Marquet Report On Embezzlement
www.margquetinternational.com December 19, 2013



http://www.marquetinternational.com/
http://www.mysanantonio.com/news/local_news/article/2-arrested-in-payroll-tax-scheme-3884438.php
http://www.mysanantonio.com/news/local/article/Ringleader-guilty-in-S-A-s-largest-ever-fraud-5000007.php
http://www.fbi.gov/sanantonio/press-releases/2014/san-antonio-businessmen-sentenced-to-federal-prison-for-fraud-and-tax-scheme-involving-more-than-130-million-in-real-dollar-losses
http://www.fbi.gov/sanantonio/press-releases/2014/san-antonio-businessmen-sentenced-to-federal-prison-for-fraud-and-tax-scheme-involving-more-than-130-million-in-real-dollar-losses

a551-acre horséraining ranch called Paradise Faragrivate jet, gambling junkets to Las
Vegas, supporting girlfriends affidst class vacation$.Pircher even reportedly spent $1.2

million of the ill-gotten gains to pay off his restitution order from a 1990 crintaefraud
schemeconviction? Kimes, amttorneyby training s erved as Pircher’ s
case. Kimes himself appears to have been the subject of a criminal harassment contgiiaint in
1999early 200Q(see below purportetiug shoof Kimes from this case)} Kimes was later
disbarred from practicing law in Texas1996, according to media accounts and court recérds.
Kimes, who was also an accountant, was disciplined in 2000 by the Texas State Board of
Accountancy f or”?2'Bah ofteesesyays dreebhd aetorsa c t s

It is not entirely cleawhich conspirator
was the principal ringleadeA number
of other individuals were also charged
in the case including John D. Walker, I,
John Bean, Mike Solignd Pat Mire-
owners of vaous PEOs wrapped up in
the schemeln any event, ilfNovember
2013,Pircherplead guilty tofelony tax
fraud conspiracy and mail fraud
conspiracycharges® Kimes plead
guilty to the same charges in January
2014 OnApril 15,2014—tax day
ironically, Pircher was sentenced to 11
years in prisorand Kimes was
sentenced to 12 years in prisGnBoth
were ordered to pay $133 million in
restitution. The other individuals
received lighter sentences.

Larry Kimes purported mughotfrom Jan 2000

It is nice to see that, even though an investigatvas years in the maig, that hese to and the
others received justice. For the numerous victims, whose lives were made a living hell as a
result of having to deal with the unpaid tax and insurance, they may now be able to rest a little
easier.

8 http://www.mysanantonio.com/news/local/article/Ringleagigitty-in-S-A-s-largesteverfraud-5000007.php

9 Ibid.

10 hitp://www.texasmugshotbrowser.com/Counties/Williamse@ounty/LarryWayneKimes.22751082.html

11 http://www.mysanantonio.com/news/lokaticle/Exlawyerguilty-in-133-million-swindle5152892.php

12 hitp://www.mysanantonio.com/news/local _news/artickfstedn-payrolttax-scheme3884438.php

13 hitp://www.fbi.gov/sanantonio/preseleases/2013/seantonicbusinessmapleadsquilty-to-role-in-133-million -
realdollar-lossfraud-andtax-case

14 http://www.justice.gov/usao/txw/news/2014/Kimes _SA plea.html

15 hitp://www.fbi.gov/sanantonio/pressleases/2014/ssantonicbusinessmesentencedo-federalprison-for-
fraudandtax-schemenvolving-morethan130-million-in-reakdollar-losses
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The 10 largest Casesf 2013

Thetoptencaseoutlined in the 2018eportwith thebiggestreportedtheftsincludethe
following:

Alleged Perpetrat@s) Victim Organization $ Embezzled
L. Kimes & C. Pircher Numerous PEO clien{d X) $133402000
AubreyLee Price Montgomery Bank & TrusfGA) $21,000000
Irina A. Nakhshin Affiliated Health Group Ltd.et al.(IL) $20000,000
Sandy Jenkins TheCollin Street BakeryCorsicana, TX) $16,6%,000
Li nda “ Sue” N Lynrocten Federal Credit UnigiVA) $10,000000
Van Emmenis Fork Union CompanyVA) $10,d0,000
GeoffreyCharness KSL BroadcastindCA) $9,500,000
AnthonyChiofalo Tadano AmericqdTX) $9,330,000
Robert Rizzo City of Bell, California (CA) $9,000,000
Earl Gross US Mortgage (NV) $8,440,000

Seve of the top ten were orchestrated by ma@onsistent with our prior findings that males
generally steal more than womeihree of théoptenoccurredn Texas Theaverage duration

of thesetencases lasted nearly 7 %2 yealdsnger than the 4 ¥z yeawerage for all of these cases
although consistent with the notion that longer lasting schemes tend to cause greater damage
Interestingly, fully seven of the ten were conspiracy casexe again consistent with our prior
finding that conspiracy casesd to cause greater loss@$e average dkenlargest thefts in

2013 is $26.5 million, as compared wW@B8.7 million, $9.7 million $15.2 million,$13.7 million
and$25.8 million in2012,2011,2010, 2009, and008 respectively

Duration of the Scheme

A time span duration was identifiéor the schemes &06 of the554 cases in the study. It
should be noted that in a number of instances, proseaaoid only goback in time to the
statute of limitations, therelpossiblyomitting some of theaual losses as well as understating
the actual duration of many of these casdsvertheless, we tabulated the known durations,
rounded to the nearest tenth of a year and determined the folltawi2@13

2013 Report Six Year Aggregated

Average dration:  4.63 years (or 55.8i0nthg Six year average: 4.7
Median duration:  4.0years Six year median: 4.0
Longest duration: 21years

Although the average duratidor 2013is slightlyless thann 2012 thesdindings areexactly
consistent withour overall 6year aggregated finding§Ve also noted thatfall 39 casesn 2013
exceeded 10 years in duration.
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Longest Lasting Cases From 2013

There were twoembezzlement casthat are reportetb have lasted 21 years eaethelongest
durations icluded inThe 2013 Marquet Report on Embezzleménte of theseases involved
65-year oldBryson John Russellof Lincoln, lllinois, who plel guilty in February 2013 to
defraudingHartsburg State Bank as much as $562,000 through a bogus loan scheme.

Rusell, who became president of the bank in 198pprtedly begastealingfrom the financial
institutionin 1992 by creatindraudulentbank loans in the names of various customers including
relativesof his andthen created different, larger loans to péfyi@ans that came dué He also
reportedly looting a bank customer certificate of depdsitSeptember 2013Russell was
sentenced to 30 months in prison and order to pay full restittftion.

The second 21 year case allegedly involved a conspiraostedpy led by 54year oldirina A.
Nakhshin and a cohortihna Koganshats who fleecedAffiliated Health Group Ltd ., and

Access Health Center Ltdin lllinois, out of $20 million, according to civil complainants, Drs.
Vijay Goyal and Vinod Goyalvho own he healthcare practicé%.The doctors filed a suit
against their bank, Devon Bank, for “turning
According t o t Nakshioand anbthecfamepdmployeet Inna Koganshats,
opened accounts ateon Bank in the names of ventures nearly identical to ventures that the
physicians actually controlléd and t h ey wrongiullyidepasiteg checks ihto their
accounts checks that were intended for the Goyals or their busin&s§¥e note thatltis case
does not appear to have been prosecuted and there is little information beyond the initial civil
complaint.

Methodology of the Schems

We attempted to determine the primary methodology for each scheme in thelsteaking

them down into a number of general categoriéhile many casems the studyinvolved more
than one method of thefive nonethelesselected what we believed to be the gipal
embezzlement methad each casdor the purpose of this report. The embezzlement method
categoriesnclude:

1 Bogus loan schemesiclude cases in which fraudulent loans are created or authorized by
the perpetrator from which funds are taken foirtbe/n benefit.

16 http://www.illinoishomepage.net/story/désy/formerbankprezadmitsembezzling/40174/flugRVizhk WON

GY14NEjg

17 bid.

18
http://www.wjbc.com/common/page.php?ptrker+Logan+County+bank+president+sentenced+to+federal+prison
&id=85013&is_corp=0

19 http://www.chicagobusiness.com/artiéeé131029/NEWS03/131029763/t86-million-fraud-schemethat
almostneverended

20 |bid.

21 bid.
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i Credit card/account fraud cases involve the frauduleoit unauthorized creation and/or

use of company credit card or credit accounts.

1 Forged/unauthorized checkcases are those in which company checks are forged or

issued without autharation for the benefit of the perpetrator.

1 Fraudulent reimbursement schemesnclude expense report fraud and other cases in

which a bogus submission for reimbursement is made by the perpetrator.

1 Inventory/equipment theft schemes include those casewhich physical corporate

assets were stolen and sold or used for the benefit of the employee.

1 Payroll shenanigancases include all forms of manipulation of the payroll systems in

order for the perpetrator to draw additional income.

1 Theft/conversion of @sh receiptcases involve the simple taking of cash or checks

meant for company receipts apdcketingoc onver ti ng t hem

f or

M Unauthorized electronic funds transfersinclude those cases in whiahre transfers

and other similar transfe of funds were the primary mode of theft.

1 Vendor fraud cases include those where either a bogus vendor is created by the
perpetrator to misappropriate monies or a real vendor colludes with the perpetrator to

siphon funds from the company.

Our analysigevealed the following breakdovamongthe schemes:

Embezzlement Scheme Number % total Amount % total
Bogus loan scheme 31 5.6% 50,777,000 8.5%
Credit card/account abuse 36 6.5% 23,097,000 3.9%
Forged/unathorized checks 197 35.6% 139,118,000 23.4%
Fraudulent reimbursement scheme 17 3.1% 7,569,000 1.3%
Inventory/equipment theft/conversion 13 2.3% 5,702,000 1.0%
Payroll shenanigans 39 7.0% 166,260,000 28.0%
Theft/conversia of cash receipts 107 19.3% 79,088,000 13.3%
Unauthorizectlectronictransfers 69 12.5% 69,399,000 11.7%
Vendor fraud scheme 29 5.2% 47,919,000 8.1%
Undetermined 16 2.9% 5,699,000 1.0%
Totals: 554 100.0% 594,628 000 100.0%

As we have seen every year since we began these studies ith2008st commortype of
embezzlemerdicheme s t he forgery or unauthori z

ed

benefit. More than onghird of all mapr embezzlement casestire 2013study wereorincipally
the result of this type of scheme. The riaxéemost common forms of embezzlement were
theft/conversion of cash receipt(3%), unauthorized electronic transfers of funti®.§6) and

payroll sh@anigang7.0%). These results afairlyc onsi st ent wi t h

our

Below arepie charsillustratingthe breakdown in frequen@nd the relative amount stolér

the various schemes identifidaased upon the above data

us e

proi
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Scheme Frequency
Inventory

theft Unl;r;gwn Loaré;:'aud
0
2%

Vendor fraud
5%

Credit card
7%

Reimbursement
3%

Relative Amount Stolen
All others
3%
Credit card
fraud 4%
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6 Year Aggregated Results

An analysis of ousix years of data, including 2,0¢ases in which the primary embezzlement
method was determined, reveals the following breakdown in frequency:

Embezzlement Scheme Cases

Forged/Unauthorized Checks 728
Theft/conversion of cash receipts 428
Unauthorized electronic transfers 252

Vendor fraud 158
Payroll shenamgans 150
Credit/debit account abuse 140
Fraudulent reimbursement 81
Bogus loan scheme 97
All others 37
Total 2,071

This data candillustrated in the following pie chart:

6 Year Embezzlement Scheme Frequency

Bogus loans All others
5% 2%

Fraudulent
reimbursement
4%
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As we have consistently seen and siMryear aggregated results demonstrate, forged o
unauthorized check writing is, by a significant margire, most common form of embezzlement.
Theft or conversion of casieceiptsfollowed by unauthorized electronic transfars nexin
succession.

Was the scheme the act of a sole perpetrator or a conspiracy?

In the 2013 study data,enwere able to deternmenwith relative confidence iall 554 cases
whether the embeiement was the work of a lone perpetrator or a conspiracy of individuals.
The table below illustrates the relative breakdown between solo and conspiracy cases and
compares the relative losses for each category:

Solo vs. Conspiracy Conspiracy Solo Totals
Raw number 103 451 554
Percentage of sample 18.6% 81.4% 100.0%
Gross loss per category 293,075,000 301,553,000 594,628,000
Percentage of sample 49.3% 50.7% 100.0%

This year, while the rawmumber of cases is consistent with prior years, the relathaunt
stolen runs nearly in the same proporti@ur datacontinues to demonstratigat conspiracy
cases typicallaccounted for a disproportionbtdnigh loss ratio.

We havenoted inour priorrepors — consistent with the respective data, tvatwould expect
schemes perpetrated by a single individualild have a lower probability of being revealsod
therefore last longer ascompared to conspiraciegich we believe would have a higher
probability of being revealedHowever, in the 2013 dateonspirag cases lasted an average of
4.9 years whereas individually perpetragmbezlements spaned an average of 4y@arsnot
consistentvith our theory.

Oursix year aggregated data reve@luding 2,694case studiedhat 84.6percent of the cas
were perpetrated by a single individual wleereonspiracy cases comprised ercent.

CHARACTERISTICS OF THE PERPETRATORS

Age ofthe Perpetrator

The ageof the perpetratoat time of discoveryasknown with reaspnable accuracy iB47 of
the554 cases irour 2013survey. Based on the available data, the average dlgepsrpetrator

in 2013was 479 years— consistent with ouprior reports Likewise, he median age was 47

also consistent with our prior repart§ he average adjusted agewhich is the average age
minus the average duration,was4325gai n consi stent with our

The age group breakdowfs 2013aredepicted in the followingable and pieharts
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Age Group
Rawnumber

% of sample
Gross loss
% of sample
Avg. loss

20-29

19

3.5%
$9,525,000
1.6%
$501,316

30-39

113

20.7%
$51,894,000
8.7%
$459,239

40-49

174

31.8%
$138,289,000
23.3%
$794,764

50-59
167
30.5%

$168,106,000

28.3%
$1,006,623

60-69
64
11.7%

$213,615,000

36.0%
$3,337,734

70+
10

1.8%
$11,817,000
2.0%
$1,181,700

Age Group Frequency

70+
2%

20-29
3%

The2013Marquet Report On Embezzlement
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Once again, consistent with our earlier repdhs 4 — 49 age group accounted fibre greatest
number of cases, followed closely by the-B89 age group. However, in the 2013 ddta, 80—
69 year old category accounted for the greatest losses. This is due in no small part to the
skewing from the Pircher/Kimes case in Texas.

Relative Amount Stolen

70+ 20-29
2% 297
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Some othenoteworthyfactsf r om t he 2013 data r encladéetted t o t h
following:

1 Oldest in the sample: 80
1 Youngestin the sample: 21
1 Average male age: 49
1 Average female age: a7
1 Average adjusted age: 43

The oldest major embezzler includedhie 2013 studys the case involving0-year oldMarilee

Garrison and her daughter, 3year oldSusan Hilgemanfrom Newburgh, Indiana. They were
convicted of embezzling $290,000 fromafmm of it Masonic affiliated
“Evansville 555 Eastern StafFrom about 2008 to 2012, the motiuaughter duo, who

consecutively sengeas treasurer of the group during this time, wrote a series of unauthorized
checks to themselves, mostly benefiting Hilgeman, drainingthgomoro f i t ° s account
November 2013, Garrison was sentenced to 4 years of home deténtldgeman also plead

guilty in 2013 and was sentenced to probafitit.

- -

P » ; - .
Iy s

- -
Susan Hilgeman (I) & Marilee Garrison (r), Vanderburgh Coumgianamug shots

22 hitp://www.in.gov/judiciary/opinions/pdf/06041401cjb.pdf

23 hitp://www.wbiw.com/local/archive/2012/12/womaentencedifter-stealing.php

24 http://www.tristatehomepage.com/story/todi-fair-punishmenfor-elderlywomanraccuseebf-
embezzlement/d/story/ZtIPtXGSrEOrUjHzOodoNw
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6 Year Aggregated Results

The 2013igures ardairlyc onsi st ent wi t h dleoverpllaverageagey e ar s’
from the 6year aggregated data (which includeg52, case studies), was 4ydars. The
average age in they@ar aggregated analysis was 48.9 years for mated@iifor females.

Gender of the Perpetrator

Thegenderof 551 allegedperpetratorsvas known in thes54 casesn The 2013 Marquet Report

on EmbezzlementOf those236were male an@15were female. That i€l3 percent were male
and57 percent were femalelike last year,iese numbers are not as skewed in favor of females
as we have sm inearlier studyyears, but women are clearly more frequently the perpetrators in
these major embezzlement cases, consistent with our overallidiatpossible that the variance

is simply because we believe that there are more women working indemil and finance
departments than memndeed, of the 386 Finance position cases in which the gender was
known, 67% were femaledowever, this is not conclusive.

Interestingly the average lossaused bynales wa$ 1,638506 compared t& 644,524 for
females In other wordsmenstolemore than 2 “timesmorethanwomen on averageMales
accounted for abo6 percent of the total losses afetnales accounted f@4 percenwof the
total losses.These findings areonsistent with ouoverallconclwlsionthat males on average
embezzle more than females in a given case while females ardikatyr¢he perpetrators of
embezlement

Another noteworthy findindrom the 2013latais that males armore Ikely to engage in
embezzlement schemes that ilweoa conspiracy of individual2©% of the time), asompared
to females {7% of the time). This is consistenwith our prior findings The 2013 datalso
found thatmenare5 timesmorelikely to engage in vendor frautian women Men also
preferred mventory theft/conversion and bogus loan schemes over wowlbareasve found
thatwomenwere mordikely to engage in forgery/unauthorized checks pagoll fraud
schems. These findings are consistent with our analysis from last year.

See the chatielow:

Scheme by Gender (536 in sample) Male % Frequency Female % Frequency
Bogus loan scheme 23 10.0% 8 2.6%
Credit card/account abuse 15 6.6% 21 6.8%
Forged/unauthorized checks 69 30.1% 127 41.4%
Fraudulent reimbursement scheme 8 3.5% 9 2.9%
Inventory/equipment theft/conversion 12 5.2% 1 0.3%
Payroll shenanigans 14 6.1% 25 8.1%
Theft/conversion of cash receipts 37 16.2% 69 22.5%
Unauthorized electonic transfers 28 12.2% 41 13.4%
Vendor fraud scheme 23 10.0% 6 2.0%
Totals 229 100.0% 307 100%
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Finally, we also found that the duration of schemes was pretty consistent between men and
women (4.7 years for men versti§ years for women).

6 Year Aggregated Results

An analysis of our §ear aggregated data (which includeg82,cases irwhich the sex of the
perpetrator is known) revealB9females and,043 males or 61.1% female and 38.Gale.

These results conclusively demonstrate that women are predominantly the perpetrators of major
embezzlements in our society at this tifagainwith the caveat that there appear to be more
women in bookkeeping/finance positions than meéxgvertheless, our data also showg than

stole an average of about $1,883 per embezzlement case while women stole an average
$799000. In aher words, wile women were 1.6mes more frequently the perpetrator of major
embezzlements, men stole 2.3 times as much as wamegiven case.

We also looked at the 6 year aggregated data in terms of the scheme method by gender. The
2013 results above areasonably consistent with the below chart for the 6 year cumulative
results:

Scheme by Gender (6 yr) Male % Frequency Female % Frequency
Bogus loan scheme 44 5.5% 35 2.8%
Credit card/account abuse 50 6.3% 90 7.3%
Forged/unauthorized checks 215 26.9% 512 41.6%
Fraudulent reimbursement scheme 41 5.1% 40 3.2%
Inventory/equipment theft/conversion 21 2.6% 1 0.1%
Payroll shenanigans 45 5.6% 103 8.4%
Theft/conversion of cash receipts 148 18.5% 278 22.6%
Unauthorized electonic transfers 117 14.6% 135 11.0%
Vendor fraud scheme 119 14.9% 38 3.1%
Totals 800 100.0% 1232 100%

Commentary on How the Schemes Were Discovered

To date, we have not included examinatiof how these schemes are discovered. This
information is not often disclosed ihe public record. Nevertheless, we intend to begin
gathering this datevhere availabl@and including it in future reports. Some of the categories we
anticipate include: Accidental discovery; Regular audit; Surprise audit; Anonymo Dsetijgteft
employ;Customer complaint; Tax authority complaint; Vendor complaint; and others.

Position Held by the Perpetrator

To the extent we can determji@ased upon the public record, we hagsigned broadjob
classificationsi.e. positionsheld byeach ofthe perpetrators We were able to classify48of
t he per posgtions ot the2018survey. Thesepositioncategories include:
Administrator; Executive; Finance & AccountinguianResourcesinformationTechnology

© Marguet International, Ltd. 21 The2013Marquet Report On Embezzlement
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Manager; Sales; and Vendd\ote hat the Finance & Accounting position includes everything

from CFOs to

“ b o o k k atterpegsrwho’are &rustdes bf acacdamtsimdar | e r s

fiduciary positions. The Executive category includes very senior level executives, including
owners, &Os al Presidents. Managers are faglel personnel, ngirincipally involved in
finance or sales usually operationgbositions. The others are selplanatory. A breakdown
of the jobs and the corresponding losses as wedsggectivgpercentagesf the whole|is set

forth in the charts and tabllow:

2013 Relative Amount Stolen
All others

Administrator
<1%

2013 Position Frequency

All others
3%

Administrator
3%

Position: Admin HR 1T Executive Finance Manager Sales Vendor
Raw number 19 4 88 387 37 5 5
% of sample 3.5% 0.7% 0.5% 16.1% 70.6% 6.8% 0.9% 0.9%
Gross loss 7,269,000 1,944,000 3,603,00 134,861,000 422,271,000 17,936,000 1,650,000 3,554,000
% of sample 1.2% 0.3% 0.6% 22.7% 71.2% 3.0% 0.3% 0.6%
Avg. loss 382,579 486,000 1,201,000 1,532,511 1,091,140 484,757 330,000 710,800

As we have seeavery year of this stugdyhe Finance& Accounting positionsaccountfor the
vast majorityof all the embezzlement incident§his makes since, as Willy Sutton, the infamous

bank
i s.”

robber
For

once

explained when asked he

by

2 0 1 3 ,all timeeénaidemtsyweré derpgtratedd e pedple with a fiduciary

role. The Finance category was further skewed upward due to the Pircher/Kimes $133 million
embezzlementase in Texas. And once again, we see Executives taking a disproportionally
higher piee of the pie, albeit not as dramatic as in years pedninistrators, HR Personnel,

Sales People all take disproportionately lower amounts, whereas Finance, Vendors and IT Staff
appear to take in rough even proportions, according to the 2013 data.

© Marguet International, Ltd.
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6 Year Aggregated Results

An analysis of ousix yearsof data on position held by the embezzler reveals the following
frequencybreakdowrby positionas depicted in the followingable andpie chart

6 Year Position Frequency Breakdown

All others Admin
3% 3%

Position Number Percent
Admin 90 3.4%
Executive 364 13.7%
Finance 1814 68.2%
Manager 323 12.1%
All others 70 2.6%
Totals 2661 100.0%
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Motivating Factors

In The 2013 Marquet Report on Embezzlenesin our prior reportswe have tempted to
determine the appareptimarymotivating factor foread perpetratom these embezzlement
cases and toonductan analysis ofhose factors As we have noted, thisharacteristigs the

most subjective element in this repoNevertheless, based upon meagaounts, interviewand
law enforcement descriptis of the circumstancese made informed identifications of primary
motivating factorsn 210of the554 cases in th@013study

We placedthe apparenmmotivating factors intahe followingten categoriegadding Coercion to
the list for the first tine this year)including:

Coercion

Entitlement belief

Financial need

Lavish lifestyle

Gambling issue

Romance driven

Shopping addiction
Substance abuse

Support a personal business
Support significant other

=4 =4 -0_9_9_95_95_42_42._-2-

Theoverallbreakdownin the2013studywas as fows:

Motivation Need Gambling Lifestyle Drugs Business Shopping Family  Entited Forced Love Total
Number 9 50 126 1 7 2 7 3 2 3 210
Percent 4.3% 23.8% 60.0% 0.5% 3.3% 1.0% 3.3% 1.4% 1.0% 1.4% 100.0%

Once again, in the cases in which we were able to assign a primary motivating factor in the 2013
study, the vast majority wasdesire toobtain and maintaia betterlifestyle than otherwise. In
addition, gambling continues to be a major faébwo many embezzlerdn some cases, the

gambling problem was also part of an overall extravagant lifesBdethose, we attempted to

assign either one or the other factor, depending upon which appeared to be more significant.
Again, this is not a péect science and a certain amount of subjectivity is involved.

This year we had two cases in which the embezzlement was conducted, at least in part, as a resull
of coercion. One of these cases sounds like it comes from a movie Schips Allen Phillips,

50, of Hanover County, Virginiayas apastorand youth ministewith the Mechanicsville

Advent Christian Church. In May 2013, Phillips was arrested for embezzling from the church

and useanoney hdo payanextortion to aronya M. Farnsworth, 332° According to public

records Phillips had paid=arnsworthfor oral sex, but she turned around and blackmailed

25 hitp://www.timesdispatch.com/news/latestws/hanovepastorarresteedfor-embezzlingfrom-
church/article al176481e4b511e2ac2a00la4bcf6878.html

© Marguet International, Ltd. 24 The2013Marquet Report On Embezzlement
www.margquetinternational.com December 19, 2013



http://www.marquetinternational.com/
http://www.timesdispatch.com/news/latest-news/hanover-pastor-arrested-for-embezzling-from-church/article_a176481e-c4b5-11e2-ac2a-001a4bcf6878.html
http://www.timesdispatch.com/news/latest-news/hanover-pastor-arrested-for-embezzling-from-church/article_a176481e-c4b5-11e2-ac2a-001a4bcf6878.html

Phillips by threatening to expose Phillips if he did not pay her $180,000. Phillips plead guilty in
November 2013 and was ultimately sentertoesix months in prison in July 20%4.For her
part, Farnsworth got 3 yeas.

Chris Allen Phillips (I) andronya M. Farnswortlfr) mug shots from Hanover County, Virginia

Commentanon the connection betweermpbling& embezzlement

We believe thathe above findings are significant and that gambling is a prime maotgMVaictor

in many embezzlement caseéshris Marqueinterviewedtwo state prosecutors in recent months
onhis Fraud Talkradio prograrf® about this phenomenon, ohasedn Wisconsin adthe other

in California. Bothtold Christhat they see gambling asreajorfactor in many of their

employee theftases. One prosecutor went so far as to say that virtually every major
embezzlement case prosecuted had a gambling element toTihis prosecutor automatically
subpoenas the | ocal tri bal gaming establishn
case.While this isanecdotalit is nevertheless compellingn The 2013 Marquet Report On
Embezzlementve identified 50 cases in whigambling was a factq®4 percent of the cases in
which a motivating factor was known and 9 percent of the total sample). There may be many
more than the 50 we found, but the public record we reviewed did not specify one way or the
other for many of theases Interestingly, when we looked at gambling across gender lines in

26 http://www.timesdispatch.com/mechlocal/news/crira@starrests/formeyouth-pastorsentencedor-
embezzling/article 9f4596606d811e49b5e001a4bcf6878.html

27 |bid.

28 http://www.voiceamerica.com/show/2349/fraudtalk
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the 2013 study, women were much more likely to embezzle as a result of a gambling problem
than men (by a factor of nearly 2%%).

As far as a geographic correlation is concer@alifornia had the highest number of cases tied

to gambling (7), followed by New York (5), Oklahoma (4), éinenMassachusetts (3),

Michigan (3) and Nevada (30Only 3 of the 50 casese identified as involving gambling as a
factoroccurred instates thatlid not allow either commercial or tribal gamingo us that is a
significant finding. Clearly individuals can in many cases cross state lines to engage in gambling
but others gamble online or in other venues.

A recent article published in the ObserREporter made the claim that Southwest Pennsylvania

has seen a dramatic uptick in embezzlement cases since slots were legalized 7 y&afsego.
articl e g geliseam® noticing a gsowigg,trentl where public officials and others in

power embezle money to feed their gambling addictidns. One | oc all | aw enf
is quoted in the article as sayifigY ou see t hese cr i[agamblinglhat ar e
addiction’

Frankly, aside from our own analysis, we have not seen many ergaibpendenstudies on

this subject. One study was commissioned in the late 1990s which purports to refute’he link.
However, thisstudyis quite dated, given the expansmfigaming in the past 15 years, and
appears to have been commissioned by #meiigg industry itself. We intend to continue our
analysis of this motivating factor in many embezzlement cases.

6 Year Aggregated Results

We determined with reasonable certainty the primary motivating factor for major embezzlers in
448 cases from ouryears of data. These break down as follows:

Motivation Number Percent
True need 17 2.5%
Sense of entitlement 7 1.0%
Finance business 30 4.4%
Gambling addiction 199 29.1%
Lavish lifestyle 394 57.5%
Romance 9 1.3%
Shopping addiction 7 1.0%
Subgance addiction 11 1.6%
Support family member 9 1.3%
Coercion 2 0.3%
Total 685 100.0%

29 http://www.observereporter.com/apps/pbcs.dll/article? AID=/20140405/NEWS01/140409689#.VJDUvu8tGpo
30 http://www.americangaming.org/newsroom/presieases/linkbetweenwhite-collar-crime-and-gamblingrefuted
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Clearly lifestyle is the primary factor for major embezzlers. However, nearly 1/3 of those known
motivators involved gambling. Cases of true neeckdrankly few and far betweenWe see a
smattering of other cases involving various addictions and even theft to support a romantic
interest.

Prior Criminal History

Of the 54%nown individual (in some cases alleged) perpetrators in the f6aygre known
definitively to have engaged in prior criminal/fraudulent activilynis number represents 6.6%
of the group, higher thanhat we have seen in prior years, but consistent witlexpectations

An analysis of th013data reveals the following:

1 6.6% of the (alleged) perpetrators had prior criminal records or a history of fraudt
activity;

78% of prior criminals held finance positigns

81% of prior criminals were solo embezzlers

53% of prior criminas weremale

50% of prior criminal engageith forged or unauthorized check writing as the most
common primary method of embezzlement

1 New York and California had the highest number of prior criminal cases (4 each);

E I

One of these cases in the 2013 study that involved a perpetrator with a pmiaakthistory is

the aforementioned Pircher/Kimes case in Texas that fleeced numerous small businesses out of
$133 million. Another case involved an Idaho wontaonia Jean Branch who was recently
sentenced to prison for embezzling $1.2 million fromcaldusiness calleidigh Desert Wall

Systems Branch had previously been sentenced to a 4 year prison term for embezzling
$200,000 from another company in 1988ranch worked as a bookkeeper for High Desert

Wall Systems for nearly 20 yeardut never Bould have been given any kind of fiduciary role,
given her past. In her most recent scheme, Branch wrote numerous unauthorized checks to
herself or for her benefit over a 7 year period.

6 Year Aggregated Results

The aboveesults may still not bstatstically significant, given that they are based upon
relatively small samplingHowever, oussix years of datencludes137 cases in which the
perpetrator definitively had a prior criminal/fraud histofyhis figure represents 5dercent of

the 2669known individualsan the sample As we have noted in our prior reports, we believe
this number to be undercounted and estimate the true figure to be between 5 and 10 percent.
This is due to the fact that information on prior criminal activity is noagsavailable, as well

as the fact that not all criminal matters are prosecuted.

31 http://www.jrn.com/kivitYnews/Emmetivomansentencedor-12M-embezzlemer233623161.html
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We found the following, based upon $ied 37 cases:

1 5.1%of the (alleged) perpetrators had prior criminal records or a history of fraudu

activity;

76% of prior criminas held finance positions

88% of prior criminals were solo embezzlers

Nearly 6446 of prior criminas were female

43% of prior criminal engaged in forged or unauthorized check writing as the mos

common primary method of embezzlement

1 Nearly 195 of priorcriminals stole from noiprofits or religious organizationstheir
most common victimand,

1 California had thdighest mmber of prior criminal cases (18), followed by New Yor
(8), Pennsylvania and Michigan (7 each) and then Maine, Massachusetts and
Comecticut (6 each).

E N

We believe that regular background checks are still important in weeding out potentially
risk individuals from the employee pool, despite the relatively low number in which we h
documented in this data actual prior criminalkcoenmitted similar acts.

CHARACTERISTICS OF THE VICTIM ORGANIZATIONS

Industry Category of Victim Organizations

We utilizedsimple industry classifications for the victim organizati@entified ineach of our
survey. Theclassificationaised in ou2013surveyincluded the following:

Apparel; Governmengentities Real estate;

Arts & entertainment; Healthcare; Religious organizations;
Automotive; Hospitality & travel; Restaurant;

Business services; Individuals); Retail;
Cemetery/funeral services; Insurance Sports & leisure;
Construction; Labor unions; Technology
Education; Manufacturing; Telecommunications;
Energy Non-profit; Trade services;
Financial services; Political organizations Transportation/freight
Food & ariculture; Professional services; Utilities; and

Gaming; Publishingmediag Waste management.

Severakategories have either reappeared or disappeared given the actual victim organization
pool for 2013 which included 548 cases
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An analysis otasedor eachindustrygroupreveals the following 16ategoriesvhich
experienced thheighest numbeof major embezzlemewases in 2013long with their
respective average theft are listed below:

Industry Group # cases % cases Gross $ Losses % total Average
Financial Services 117 21.4% 264,289,000 44.6% 2,258,880
Government Entity 69 12.6% 44,748,000 7.6% 648,522
Non-profit 43 7.8% 28,977,000 4.9% 673,884
Education 36 6.6% 19,905,000 3.4% 552,917
Healthcare 31 5.7% 44,975,000 7.6% 1,450,806
Manufacturing 25 4.6% 37,003,000 6.2% 1,480,120
Real estate 24 4.4% 13,488,000 2.3% 562,000
Business Services 23 4.2% 17,470,000 2.9% 759,565
Professional services 21 3.8% 19,654,000 3.3% 935,905
Religious organizations 19 3.5% 6,403,000 1.1% 337,000
Construction 18 3.3% 13,055,000 2.2% 725,278
Retail 14 2.6% 4,382,000 0.7% 313,000
Indivudual(s) 12 2.2% 10,278,000 1.7% 856,500
Food & Agriculture 10 1.8% 24,729,000 4.2% 2,472,900
Hospitality & Travel 9 1.6% 2,976,000 0.5% 330,667

An analysis of losses incurred by indusgrpupreveas the followng 15industries which
experienced thgreatesgrosslossesfrom the 2013 studyglong with their respective average
theft

Industry Group # cases % cases Gross $ Losses % total Average
Financial Services 117 21.4% 264,289,000 44.6% 2,258,880
Healthcare 31 5.7% 44,975,000 7.6% 1,450,806
Government Entity 69 12.6% 44,748,000 7.6% 648,522
Manufacturing 25 4.6% 37,003,000 6.2% 1,480,120
Non-profit 43 7.8% 28,977,000 4.9% 673,884
Food & Agriculture 10 1.8% 24,729,000 4.2% 2,472,900
Education 36 6.6% 19,905,000 3.4% 552,917
Professional services 21 3.8% 19,654,000 3.3% 935,905
Business Services 23 4.2% 17,470,000 2.9% 759,565
Real estate 24 4.4% 13,488,000 2.3% 562,000
Construction 18 3.3% 13,055,000 2.2% 725,278
Publishing/Media 4 0.7% 10,358,000 1.7% 2,589,500
Indivudual(s) 12 2.2% 10,278,000 1.7% 856,500
Religious organizations 19 3.5% 6,403,000 1.1% 337,000
Retail 14 2.6% 4,382,000 0.7% 313,000

An analysis of losses incurred by industry group reveals the following 15 industries which
experienced thhighest average theftom the 2013 study
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Industry Group # cases % cases Gross $ Losses % total Average

Publishing/Media 4 0.7% 10,358,000 1.7% 2,589,500
Food & Agriculture 10 1.8% 24,729,000 4.2% 2,472,900
Financial Services 117 21.4% 264,289,000 44.6% 2,258,880
Manufacturing 25 4.6% 37,003,000 6.2% 1,480,120
Healthcare 31 5.7% 44,975,000 7.6% 1,450,806
Arts & Entertainment 1 0.2% 1,250,000 0.2% 1,250,000
Professional services 21 3.8% 19,654,000 3.3% 935,905
Trade services 4 0.7% 3,493,000 0.6% 873,250
Indivudual(s) 12 2.2% 10,278,000 1.7% 856,500
Business Services 23 4.2% 17,470,000 2.9% 759,565
Construction 18 3.3% 13,055,000 2.2% 725,278
Technology 3 0.5% 2,089,000 0.4% 696,333
Non-profit 43 7.8% 28,977,000 4.9% 673,884
Government Entity 69 12.6% 44,748,000 7.6% 648,522
Real estate 24 4.4% 13,488,000 2.3% 562,000

Below are piechars of the industry breakdown for relatigeoss losseand frequencyf total
major embezzlement cases in 2018 these charts wambine Insurance with Financial
services and Religious orgaations with Norprofits:

2013 Industry Gross Loss

Retail 1%

All others 59
dividuals
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2013 Industry Case Frequency

Utility

Labor 1% 1%
Energy 1% | /_

Auto 1%
Restaurant 1% ____
Hospitality 2%

All others 6%

Individugal

As we have seen in our prior reportee broader Financial Services grquipcludinginsurance
related entitieswas the most frequent victioategoryandalsoexperienced the greatest losses in
2013from major embezzlemeéschemes.Thisindustrysectorhas topped our list each year of
our surveybeginning in 2008In The2013Marquet Report On Embezzlemeght numbers

were alsskewed againgtinancial Servicedue to thePircher/Kimescasein Texas

Government entiéis were in second plaem a frequency standpoijrdonsistent with our

overall findings. Non-profits and eligious organizations combinegkre third with 11.3ercent

of all incidents, which again consistemith our prior findings

Commentary on @&dit UnionEmbezzlements

In 2013, we saw 16 major embezzlement cases involving credit uniiblas.is about the same

as what we saw in 2012 (17), but an uptick from prior ye@hese financial institutions are

regularly victimized by embezzlers yeateafyear— apparently due to their relative weaker

financial controls. In many cases, the losses are catastrophic enough that regulators must shutter
the institution. Much has been written about this phenomenon, particuldPlgtey Stroznigka
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reporte with The Credit Union Timesin a December 9, 2013 artichatitled,” Top 7 I nsi d
Credit Uni onStCas rampenmdpardgbaphdeads as follotfs:

‘Credit Union Times reported approximately 35 fraud cases this year and about 75% of
them were committed by credit union employees, namely CEOs, managers, loan officers
and tellers.

Strozni ak g o e sSixoutofthesewerecpeditrunionsvetl antier $50 million in
assets eachwere shuttered by tH&lational Credit Union Admirs t r a ¥whizrégulates
the institutions.

To date, we have not broken these cases out from the other Financial Institution cases, but may
decide to do so in future cases. Nevertheless, below is a table and corresponding chart depicting
the number bmajor embezzlement cases at credit unions that we have chronicled over the past
years:

Major Embezzlement Cases at Credit Unions, 2008 - 2013

18

Year # Cases

2013 16 12

2012 17

2011 10 w

2010 12

2009 6

2008 10 I

2008 2009 2010 2011 2012

ca

=)}

IS

I

6 Year Industry Analysis

We did an analysis of thex year aggregated data (ieh included a total of 2,676ase studies)
comparing the various industries byduency of incident. The tapdustry categories are as
follows (with corresponding losses and percentages):

32 http://www.cutimes.com/2013/12/09/tapinsidercreditunionfraud-casesof-2013
33 http://www.cutimes.com/2013/12/09/tapinsidekrcreditunionfraud-casesof-2013
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Industry Frequency % Total Amount % Total

Financial Services 394 14.7% $925,121,000 28.8%
Government Entity 316 11.8% $298,901,000 9.3%
Non-profit 213 8.0% $111,129,000 3.5%
Healthcare 188 7.0% $159,009,000 4.9%
Manufacturing 175 6.5% $244,939,000 7.6%
Real Estate 139 5.2% $129,146,000 4.0%
Education 136 5.1% $112,561,000 3.5%
Professional Services 125 4.7% $135,843,000 4.2%
Construction 108 4.0% $130,035,000 4.0%
Religious Organization 105 3.9% $63,266,000 2.0%
Business Services 72 2.7% $54,361,000 1.7%
Food & Agriculture 71 2.7% $87,327,000 2.7%
Automotive 70 2.6% $56,336,000 1.8%
Retalil 62 2.3% $95,187,000 3.0%
Labor Union 57 2.1% $60,465,000 1.9%
Insurance 50 1.9% $68,011,000 2.1%
Trade Services 48 1.8% $24,188,000 0.8%
Energy & Natural Resources 40 1.5% $93,790,000 2.9%
Sports & Leisure 37 1.4% $14,684,000 0.5%
Transportation/Freight/Logistics 36 1.3% $20,654,000 0.6%
Restaurant 29 1.1% $18,519,000 0.6%
Technology 26 1.0% $40,357,000 1.3%
Arts & Entertainment 25 0.9% $30,249,000 0.9%
Publishing/Media 25 0.9% $25,330,000 0.8%
Individual(s) 24 0.9% $19,832,000 0.6%
Utility 21 0.8% $10,337,000 0.3%
Hospitality & Travel 20 0.7% $9,506,000 0.3%
All others 64" 2.4% $173,976,000” 5.4%

Clearly the Financial Services category, especially wheradds Insurance companies, is the

most frequent victim of major embezzlements. This category also has by far the greatest losses.
Government entities are second, followed by foofits. However, when one combines

Religious organizations with Neprofits, the two slightly edge Government entities in overall
number of major embezzlement cases. So waste, fraud and abuse in government continues
unabated. No surprise there. Nonmofits and Religious organizations, with their relative weak
financial contrdstructures and oversight, will continue to be common victims of this type of

fraud.

What is interesting to note are some of the categoriest@atoton the above list:

Telecommunications (8 cases); Defense (5 cases); and Pharmaceuticals (Duseset)is

mean that these types of industries have better control structures than most or have they just been
lucky these past six years? My sense is the former hypothesis is the more accurate one. All
three of these categories are highly regulatedsitnghs, but not Government entities themselves.
Under the scrutiny, their financial controls are undoubtedly stronger than most industries. In
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addition, these categories also tend to be large companies, rather than small family owned
businesses the later of which we believe have weaker controls.

Below is a pie chart depicting the breakdown of the industry groupings by their respective
incidentfrequency rates over the past 6 years

6 YEAR INDUSTRY FREQUENCY CHART

Utility
Individual(s] itali
Publishing/Mediaﬁ o (s) 1% ,4/,_Hosp|tallty & Travel

15 A 1%
Arts & Entertainment 1% -

Technology 1%,_,,_”7_
Restaurant 1% o
Transportation/Freight 1%,_,,_”_

Sports & Leisure
1.5%
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Geographic EmbezzlemenDistribution

Each year, s part of ouexamination of thembezzlement dagatheredwe identified thestate
in whicheachembezzlementaseoccurred. Welso lookat the distribution of these cases
across th&JS and preserd chart (see below) identifyirthetop doznstates with théaighest
number of major embezzlemeantidents in theivenyear Further, wepresentharts forthe
states with théargest gross dollar lossand thehighestaveragedollar losses— anddetermined
thecorrespondingpercentageof overall casedbsses for these states (see below).

Thecharts areoteworthy butwe do not believe thdhese analysesoneareadequate tderive
anyvalid conclusions about which states are more likely to see a major embezztasent
compared t@any dher. To do thiistorically, we created bss ratioformula forwhatwe have
termed andlefined athe Embezzlement Propensity Factoi™ ( “ E P FHe Yerivation of this
factorattempts to be a more accurate way of ranking the states on the basislixelitedod to
experience losses duedonajor embezzlement

The development of the ER¥asbased upowur original theory that the amount of fraud in a
given discreet geographic area (in this case each US Stateportionato the amount of

econanic activity in thatsameurisdiction. We believe that this is a reasonable theory and in our
prior Marquet Reportshaverelieduponthis proportionsolely for the bases of the EPF.
Specifically, our original formula for the EPF for a given state weaati@ of the percerghareof
dollar losses in that statd the totalUS losseso thepercent Gross Domestic Product (GDP) that
state contributes to the overall US GDh mathematical terms, we can represent our original
formula as follows:

EPF = (AN =+ vy)

where:

A = percent State share of | osses to over
Yy = percent State share of total US GDP

However there isanother reasonable theory that thenberof fraudsin any given jurisdiction is
proportionalto the population of tht jurisdiction. We could create an alternate EPF which
would bethe ratio of the perceshareof major embezzlement cases for a given sifitbe total
number ofUS caseso the percent population of that state to the whole TSs alternate
formulacan be represented mathematically as follows:

EPF =o)X ¢ =
where:
Y = p Statecshanetafasedo overallnumber ofUS cases

@ = percent ateshare opopulation of total US population
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Sparsely populatestatesvith small economiebke Vermont Montana, South Dakota and
others, may havehada concern thawith our original formulationE P F = |, & lgh EPFy )
valuemaybe the result of upwargkewing froma singleanomalousasen a given year As an
exampleVermont ranked second in our list last ybahind lowa, the latter of whidiad clearly
been skewed upwards by the Wasendorf.case We r ecal cul ated | ast
alternative EPF formula and found that Vermont actually ranked numbealoeed of lowa

that is, the state with the highest EPF or likelihood to seejar embezzlement case. This was

true with the other top ranked states in |

Our conclusion based upon this test is that the two formulae are reasonatiéeiamdesults

fairly consistenand complimentary teach other In order to iron out the anomalies, we have
decided to ralefine the EPF formula as thgerageof the two formulas described above. This
waywe will takeinto account not only the relative losses for a given state, but also the relative
likelihood of a najor incident, based upon population. Therefore, the new formula for our
EmbezzI|l ement P rwllbedefinadrhaghenfratcallyaofolldis:

EPF=%{0 + v) + (¥ + ¢))
where:

A = percent &te share of losses to overall US losses

y = percent &te share of total US GBP

Y = p Statecsbanetafasedo overallnumber ofUS cases
@ = percent Sateshare opopulation of total US populatiéh

To recap what this meanthe newEmbezzlement Propensity Factbrbased upothe
assumptions iour two theoriegnd all else being equahould be 1.00 for every state
However, we khow this will never be the casehereforeanystae with an EPF of gager than
onehas a disproportionately highembezzlement propensttyan it should- andthosewith an
EPF ofless than onbave a disproportionately lower risk of embezzlement. The EPF for all
states can then be compared and ranked in an appropdateeaningful way.

The 12states with théighest number ahajor embezzlement cases frome 2013study are as
follows:

State  # Cases % all Cases

CA 68 12.3%
VA 33 6.0%
IL 25 4.5%
Ml 25 4.5%
PA 25 4.5%
MO 20 3.6%

342013U.S. Bureau of Economic Analysis
352010 US Census Data
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NC
NY
X
MA
CT
GA

20
20
19
16
14
14

3.6%
3.6%
3.4%
2.9%
2.5%
2.5%

The 12states with th@reatest overalbsses from major embezzlement cases filo®2013
study are as follows:

State $ Gross loss % all losses
TX 173,279,00C 29.2%
CA 55,996,000 9.4%
IL 41,811,000 7.0%
VA 38,743,000 6.5%
GA 35,196,000 5.9%
MO 17,027,000 2.9%
FL 13,883,000 2.3%
NY 13,299,000 2.2%
OH 13,267,000 2.2%
NV 12,382,000 2.1%
DC 11,691,000 2.0%
PA 11,271,000 1.9%

The states with the highest average loss from

major emlezzlement cases frothe2013
study are as follows:

State $ AvelLoss
X 9,119,947
NV 3,095,500
SD 2,623,000
GA 2,514,000
DC 2,338,200
ID 1,686,250
IL 1,672,440
FL 1,262,091
VA 1,174,030
OR 1,060,600
OH 1,020,538
ND 1,000,000
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The last two tables above shdwxasat the top, skewed significantly above the rest as a result
of thePircher/Kimescase.

In the table below, we compare th2stateswith thehighestEmbezzlement Propensity
F a c t ofor fiYe 2013 data, as defined abovéose states witan EPF ofyreater than one

(1.0) are states that hawahigherpropensityto experience lossém majorembezzlement
casedhanthe expected normConversely, those states with EPFs below 1.0 have a lower risk
for embezzlement loss than the expected norm.

The 12 states with the higheBtmbezzlement Propensity Factd(EPF)from the 2013tudy are

as follows:

State Cases % Cases  $ Losses % Losses $Ave Loss % US GDP % US Pop EPF
VT 7 1.3% $ 2,291,000 0.4% $327,286 0.18% 0.20% 4.25
DC 5 0.9% $ 11,691,000 2.0% $2,338,200 0.68% 0.19% 3.83
\"W'AY 13 24% $ 6,699,000 1.1% $515,308 0.44% 0.59% 3.27
MT 7 1.3% $ 3,504,000 0.6% $500,571 0.26% 0.32% 3.13
SD 2 0.4% $ 5,246,000 0.9% $2,623,000 0.27% 0.26% 2.36
VA 33 6.0% $ 38,743,000 6.5% $1,174,030 2.75% 2.56% 2.35
ID 4 0.7% $ 6,745,000 1.1% $1,686,250 0.37% 0.51% 2.26
OK 14 2.5% $ 10,182,000 1.7% $727,286 1.06% 1.20% 1.87
X 19 3.4% $173,279,000 29.2% $9,119,947 8.94% 8.04% 1.85
MO 20 3.6% $ 17,027,000 2.9% $851,350 1.66% 1.91% 1.81
NV 4 0.7% $ 12,382,000 2.1% $3,095,500 0.80% 0.86% 1.73
MS 11 2.0% $ 4,429,000 0.7% $402,636 0.62% 0.95% 1.64

This year, we also identified tHe lowest risk states for major embezzlement in our 2013 study.

That

S, those states
Hawaii 0.00
Washington 0.33
Arizona 0.37
lowa 0.39
Florida 0.41
Maryland 0.42
New York 0.43
New Jersey 0.47
Alaska 0.49
Arkansas 0.52
New Hampshire 0.59
Wyoming 0.59

wi t h

t he |

owest

Embezz

Hawaii had zero cases and therefore its EPF was zero for the year. Wyoming and Alaska only
had one case each and New Hampshire only had 2. lowa had 3 and Ark&sesftast,
New York had 20 cases, Florida 11 and New Jersey 10.
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Chris Marquet commentanpaut Vermont s e mbez z| ement i ssue

This yeatVermonttopsthe list of all states in the US

yet again and for theime inthesix yearswve have

been ranking them with the highestrisk for loss from
embezzlementlt is not just that it is a small state with a
relatively small population and relatively small
economy. There are real cases of embezzlement that
have been going on in Vermont in recent years. Ong thin
we believe to be true is that small family owned businesses

experience higher embezzlement rates than large businesses due to

a reliancein many case®n a single bookkeeper. Vermont has
these kinds of businesses in spades. Nevertheless, manytatber s
have similar makeup and do not show up on our list of highest risk

states for embezzlement. Take neighboring New Hampshire, for
example. It has made the list only once in the past six years (toward
the bottom in 2009) whereas Vermont as madeishéve times,and
actuallytopping it three times.

=

| have spent much time the Green Mountain Stater the years, but
cannotentirelyexplain why there seems to be such an embezzlement
problem. One of my best friends from my Dartmouth College,delyo
has livedin Vermontfor many yearssuggested to me that the problem is
due, at |l east in part, to the “trust
case, but unfortunately it is a subjective quality and unquantifiabtzur

l

purposes

| recertly had thehonor of being invited to spedidefore the Vermont Government Finance
OfficersAssoci ation (“VTGFOA”) at their annual m
that Vermont had an embezzlement problem. Not a lot of hands wereatikedutset | then
proceeded to present a litany of cases in recent years, both in which Vermont government entities
were victimized (the VTGFOA constituency) as welhasneroudocal businessesnd non

profits. | presented data showing other statesNlkev Hampshire, North Dakota, Delaware,

Wyoming and Hawaii which do not seem to be experienttiagoroblento the same degree.

| believe lwas successful in shiftingpme of the thinking in the roothat day- but therein lies
part of the problem. Ifree does not realize there is an issue, it is twmedidress it. We
understand that the Vermont State Government has takenrstegponse to all of these cases
require greater financial controls and transparency in finance for states, municipatities
state/municipal entities.

Let us hope that as these take holthdthe public, including business owners and other
enterprise stakeholders, becomes more aware and educated about the-probleithsee a
decline in the risk factor for embezzlem@ssociated with Vermont the years ahead.
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6 YearState Risk Factor Rankindnalysis

We prepared a simptablebelowidentifying thestates that have made the list of the 12 highest
risk factor states for embezzlement over the past six gedgast3 times

VT 5
FL, MO, MT & VA 4
CT, IA, NV, NY, OK, RI, SD & WV 3

These states are quite diversiecom New York to Vermont; Florida to South Dakota; Virginia to
Montana; etc.We will continue to keep an eye on this with a view toward conolyicti
comprehensive 7 or 8 year study next year or two.

JUDICIAL CONSEQUENCES

SentencingAnalysis

We determinedhenetprisonterm sentence®r the
major embezzlememterpetratorsn our studyand
conducted some analysis of these numlveas effortto
see ifany relevantonclusions could be drawiWe
were able to determine the prison sentenc8¢&of the
554 casesnalyzedn The 2013 Marquet Report on
EmbezzlementThe prison terms ranged fropnobation
or home confinemerib 70 yearsin jail (840 months).
The average prison sentence wWésnonths about 3 and
2/3yeary, for an average embezzlemenabbut $1.25
million with an average duration of 4.8 years

We find dramatic disparity in sentencing for this crime
due tomany variablesincludingFederal v. State
prosecution as well as State by State variances. For
exampleHenry Yee Kunter, 37,0f New Castle, Henry Kunter- Eagle County mug shot
Colorado was sentenced to 8 years in prison for

embezzling $136,000 from the nprnofit Vail-Eagle Valley Rotary Clubwhere hehad served

as treasuret® He also got a concurrent 6 year term for embezzling an additional $88,000 from
his employerCrystal River Oil and Gas, for whom he also served as bookkeepEeotal

embezzled, $224,000. In a classic vendor fraud scheme, Kiggen writing checks to dummy
companies he controlled in 2009 and continued for about 3 years until he got caught. Ironically,
Kunter actually taught accounting@blorado Mountain College In another twist of irony,

Kunt er’' s f at he iftheVailstagkelValley RotaryeCiulntil heewas stricken

with Parkinson’s disease and had to resign.

36 http://www.vaildaily.com/news/817475BL3/kunterclub-oil-rotary
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Months
sentenced

On the other handlarci Johnson, 46, received no jail time for embezzling what is believed to

be $1.2 million fromSpaeth Communications a PR firm basd out of Dallas, Texas, over an 8

year period’ Johnson had gone to work for the company in 1987 as an intern, right out of
college. Johnson reportedly became Chief Administrative Officer in 2003 with complete access
to the books and credit card accastvriting checks for her own benefit and abusing corporate
credit cards. As for her sentence, she got to spend the first six months of it in home confinement
with electronic monitoring. One difference between these cases was that the Kunter case was
handled on the state level while the Johnson case was prosecuted on the Federal level.

We broke down the average sentences for various theft levels, as outlined in the graph and chart
below:

120.0

100.0 /

80.0

60.0

40.0

20.0

U.U T T T T
$95,000 - $199,000 $200,000 - $500,000 - 51 mill - $1.99 mill $2 million+
$499,000 $999,000

Embezzlement range

37 http://crimeblog.dallasnews.com/2013/09&paethicommunicationexecwho-embezzledmorethan77200Q
sentencedo-18-monthsin-federalprison.html/
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Embezzlement Range Avq. Sentencén Months (years

$ 96000- $199,000 22.1 (1.8
$200,000- $499,000 32.2 (2.7
$500,000- $999,000 452 (3.8)
$1 mill. - $1.99 mill. 63.9 (5.3
$2 million + 111.3 (9.3

Both the graph andhart demonstrate that the average prison senteo@ses with the

magnitude of the theftaswe wouldexpectb ased wupon priThetenstagesr s’ an
(with a sampling of at least 3 cases)h thelongestaverage sentené@anded dowin the2013
studyinclude the following:

State Months(years)
GA 165 (13.8
ID 108 (9.0
MS 93 (7.9
CO 89 (7.9
TX 78 (6.9
AZ 55 (4.9
MI 66 (5.5)
FL 46 (3.9
OR 46 (3.9
NY 45 (3.9

Thetenstates\{ith a sampling of at least 3 cas@s)h theshortestiverage sentence handed
down inthe2013study include the following:

State Months(years)
MD 18 (1.5
AR 18 (15)
AL 20 (1.9
WA 20 (1.7
KS 20 (1.9
SC 20 (1.7)
DC 20 (1.7)
VT 21 (1.8
LA 24 (2.0
WY 24 (2.0

Admittedly this is a fairly simplistic way of looking aentencig variances We intend to
distinguish between Federal and State cases going foamdrderhaps trying to break this down
a little further We notice that Vermont and DC, both jurisdictions that made our highest risk
locales for 2013, were also on th&t lior the shortest average sentendestrelation between

risk and reward? Perhaps.
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Other Conseguences

These embezzlementftenhavea devastating effecn their victims-thecompanies

themselvesthar owners employeessuppliers and vendorsnotto mention theiclients We

have seen many cases in whintlsiness enterpriségave gone bankrupt or were otherwise

closed dowras a result of these crimeBor exampleTrendset, Information Systems, Inc, a

freight auditfirm based inGreenville,Sout Carolina. It went out of business afieftie Greene
Tucker,52—-t he company’ s | ongt i meembezaedaeaty&$600,060 Ad m
from the company ia period of just 15 monthsTucker wrote checks and wired funds to herself

and her husbal, James Dean Tuckey54, who enjoyed a lavish lifestyle, and, according to
prosecutors®

“Juli e and James Tucker used the embezzl e
purchase a second home, and buy three luxury vehicles for themselves aniti@rahdd

vehicle for the daughter of a Trendsetveorker. Court records indicate that the couple

joined a local country club where they hosted a lavish Christmas party for family and
friends. The couple also used the embezzled funds to pay for seveoalgbeecation
trips. According to yesterday’s sentencin
$100, 000 in jewelry purchases.”

At |l east the Tuckers’ betrayal was discovere
not paying taxes on the-fjotten gains.On April 12, 2013,Julie Tucker was sentenced to 33
months in federal prison and James Tucker wa

addition, theTuckers were ordered to pay $191,0d®ack taxeso the IRS andlulie Tucker

was odered to pay $590,128 restitution toTrendsef® Sadly, the company was forcado

Chapter 11 involuntargankruptcyar ound t he ti me ofanditlsasselBuck er
were sold in the bankruptcy liquidatiéh.

Most organizations survivlie trauma of embezzlemeniut not withouta great deal dhardship.
Many experience layoffgutbacksand salary freezegjst to survive.As we know, mall
businesses, ngprofits and religious organizations are particularly hard Nan-profits have te
added burden that they experience difficulty raising funds and donations after a breach of
fiduciary trust like an embezzlement.

In the endbusines®wners often have to pick up the pieces and try to move on to support their
families. Chris Marquetecently interviewed Cheryl Obermiller, the founder and CEO of
Obermiller Construction Services in Harrisonville, Missourh@Fraud Talkonline radio
program*' Several years ago she found out that her longtime bookkdaremie Lynn

Cowell, had been ebezzling hundreds of thousands of dollars from her business by not paying
the tax authorities and writing checks to hersglr a nearly 6 year periodCheryl found out

about the fraud by accidenthe Midwest had been hit by a blizzard and her bookdeequld

38 http://www.fbi.gov/charlotte/pressleases/2013/gretiusbandandwife-sentencedor-filing -falsetax-returns
39 |bid.

40 http://www.gsabusiness.com/news/48026/print

41 Listen to the interview heréttp://www.voiceamerica.com/episode/80582/fraalk-a-victims-perspective
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not make it in; Cheryl picked up the mail to find a letter from the IRS threatening to seize the
assets of the business for failure to pay taxes. Needlessshesaashocled Cheryl called

the FBI and worked with them to build the case amdgg@euteCowell—who plead guilty in

March 2011 to bank fraud charges and admitted she embezzled nearly $400,000 from the
company*?> Cowell wasultimatelysentenced t83 monthsin federal prisonplus restitution of

nearly half amillion dollars. Cheryl receives about $100 per month from Tammie, who has

since been releaséwm prison, effective April 18, 2014nd now has a5 year probationary

period. Cheryl pulled outll the stops with her employees and family members to try to get the
company back on track. She contacted all of her vendors to workout paymentSieals.
immediately worked with the IRS to deal with the tax issues which were significackily,

with a lot of hard work, the compasyrvived, but it took quite some time and was touch and go
for a while Cheryl isnow in the process giublishing a book about her experience as a victim

of embezzlement due to be releasethe Spring 2015 titledMy Ac c ount an twhgh Dr a we
not only tells her compelling story, but also provides a great deal of insight and lessons learned,
including simple things small business owners can do to prevent embezzigment.

The perpetrators themselves have a range of nesgmnce they are cauglts we have noted
previously, nanyquickly confess (although never to the true amount they ssaejn genuinely
contrite and apologetic. Others do not appear to demonstrate any remorse. Still others, attempt
or commitor suceed in committinguicide. In te 554 cases we reviewed in 2013, there were 7
such suicides/attempted suicides that we know about.

There was one noteworthy case from 2013 tha
involved murdein an attempt to cover up an
embezzlementOn October 3, 203, Andy
James Brown, 36, was arrested on charges he
allegedly embezzled $100,000 from an unnamég
company. Meanwhi |l e,
accounting firm he worked foDavid Loceyin
Sturgis, Michigan, was found dead the prior
morning at his office; potie suspected that
Locey's death was | in | em ement
case** Authorities believe that Locey had _—

discovered Brown had embezzled from one of
their accounting clients and apparently
confronted him about it. It should be noted tha
Brown had a prioconviction in 2005 for
embezzling $200,000 from another company a
lost his CPA license. Locey knew about the
prior embezzlement but wanted to give Brown
another chance, according to media repBrts.

Andy James Brown mug shot, Kalamazoo Countl,

42 http://www.justice.gov/usao/mow/news2011/cowell.ple.html

My Account awiltbe availBblte Sprirgr2815 via Amazon

44 http://www.mlive.com/news/kalamazoo/index.ssf/2013/10/kalamazoo_accountant_charged_i.html
45 http://abcnews.go.com/US/michigaiccountanticcuseskilling -bossembezzlement/story?id=24348449
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Brown was ultimately charged with the murder of Laceyourt testimony revealed that had a
“heated meeting” about the embezzI|l ement accu
dead with 3 shots to the head. Forensic experts fgunshot residue o8 r o watothes—a

fact that was introduced as dence at trial.On July 14, 2014, Brown was found guilty of

second degremurder by a jury and sentenced to 39 years in prison on August 29*520h4.
embezzlement charge appears to have not been pursued in lieu of the murder case.

Cases like this ar@lways tragic and we are glad Brown is paying the price for his misdeeds.

Final Commentary

We hope that this report provides useful information not available elsewhere and provokes some
additional thinking on the scourge of employee theft. We welcome comments, criticism and
suggestions as we are committedto continually improving this report. In particular, while there
are limits to what we can do, we welcome new ideas for categories of analysis. To do so, please
contact us at info@marquetinternational .com.

48 |bid.
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APPENDIX A: DETERENCE & DETECTION MEASURES

Over the years,w analysidhas clearly and definitely spotlighted severathsregarding

employee theftvhich suggests a number pfacticalways todeter orearlyin the eventgetect
would-be embezzlersOne of the key elements of many embezzlements revolve around an
atmosphere which is tdoustingand/or la&kadaisicalegarding effective business controls over
operational and admstrative functions.For instance, since the vast majority of embezzlers

have their hands on the purse strings in one manrarabher;extra scrutiny should be placed

upon those employees with fiduciary responsibilities. Extra screening, auditing, rescreening
segregation of dutiesnd rotation of responsibilities, is recomrded. Since the majority of
embezzlements involve forged or unauthorized check writing, more stringent controls should be
enacted with respect tash controlcheck writingand account reconciliation

Effective deterrence ardktectionof all business irregularitiefandon three keyperational

pillars. First,a rational andlisciplinedorganizational structure must be implemented to
effectivelysegregat sensitiveduties. Second, robust oversight of personnel by the executive
team vhich inturn must be coupled with effective oversight of the executive team by the board
of directors or in the case of governmenttessi, by the supervisory board. Third, the
implementation of a system of interlocking business contretsight toolsncluding strong
independent auditing, ethics hotline reporting and robust respossspicionf business
irregularities. These key elements form the core operational principleghatbable detection is
effective deterrence.

It is clear that manyrmebezzlers conduct their schemes over many years and their lifestyles
typically change. Background checks should be conducted on fiduciary employees-4very 3
years after they are employed. Any employee scuttlebutt or rumors concerning significant
lifestyle changes should be examinedanyindependent investigative functiohikewise, if an
employee is believed or understood to have a gambling problem, extra scrutiny of their handling
of finances should be made in addition to trying to get them the downtdey need. Given the
duration of these schemes and the control required to execute them, business entities, but
particularly norprofits and religious organizations, should rotate their financial personnel every
few years.

In any event, below is @sting of specificpreventive strategieand tacticzo address the
problem of employee theft:

1 Do not allow a single individual access to all aspects of company finandesccounting
Make sure there is a division of dutlestween thdéinandal operations (especially check
processing) and the accounting for financial activities
Regularly rotate responsibilities faccountingpersonnel.

Requireaccounting and financiglersonnel to take time off and vacations. Embezzlers
often take little or nowacations to perpetrate their schemes.

Do not allowthose responsible for cutting chet¢kgake work home.

Require two signatories on outgoing checks above a certain nominal a@oardf these
signatories should feom outside the finance and accting functions

= =4

= =
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1 Segregate the reconciliation of all checking accounts from check processing, check
authorization and check signing functioBxamine cancelled checks reguladlyring
reconciliation and have the reconciliation process spot checked bytgide auditors
One common method of embezzlement involves the forgery of checks. Another is to have
them payable to the embezzler or their personal vendors.

1 Maintain unused checks in a lockbox. Be sure all checks, purchase orders and invoices are
numbeed consecutively and reconcile any of those missing.

1 Conduct regular as well as random audits. Owners should take adrandgmagement

approach by physically spending time with the bookkeeping department.

Audit petty cash regularly.

Audit company credl card charges regularly.

Audit expense reports regularly.

Be sure each payment, electronic or otherwise, is backed up with appropriate

documentation.

Backup financial records daily.

Make and reconcile daily deposits. Use a °

person recording cash receipts should be different from the one making the actual deposits.

1 Bank reconciliations should be made by a different person than thosatité cash
receipts and cash disbursements.

1 Know who your vendors are. Embezzlers often create phony vendors and submit fraudulent
invoices for payment.

1 Examine payroll records regularly. Some embezzlers issue themselves extra paychecks and
bonuses tlaugh the payroll system.

1 Investigate customer and vendor complaints promptly. If vendors are not being paid as

expected, it may be a sign that the payment checks are being diverted.

Conduct preemployment background checks for all personnel with fidyaaties.

Conduct employee background checks on current employees on a periodic basis,

particularly those in financial positions.

1 Both theHR and legadepartmergshouldpayclose attention to the employee grapevine
and any suggestions that someone hganabling problem should be immediately
addressed.

1 Prosecute perpetrators, creating a permanent record future employers can find.

= =4 =4 -4
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APPENDIX B: INVESTIGATIVE RESPONSE

Allegationsor suspicion®f employee misconduct suchesbezzlementequire immediate

attention. Facts should be gathered initially as quickly and quietly as possible to determine the
veracity of such an allegation. An institut
collar shenanigans is nearly as impottas preventing or detecting them in the first place. A

swift independeninvestigationcoordinated withnternal and/or external legal counsel must

ensue, beginning with a small circle of those who need to know and expandingditqmoint

Such annvestigation will involve an analysis of institutional records as well as possibly
conducting select interviews and a possi bl e
lifestyle, conflicts of interest and asset identification.

The most typical reads under your control will be financial books and records. And as such,

an independent forensiavestigativeaccounting review will almost always be necessary to
guantify the loss and to determine how the scheme(s) worked and to where the monies were
funneled and from which sources. The accounting analysis will also be necessary for any
future claim under a fidelity policy in the
prosecutorial referral.

Interviews of select employees and others nisy e part of the process. Employ the reverse
onion peel strategy, working from the innermost circle outward as needed which helps contain
and control the investigation. This process will almost always involve an interview of the
suspected employee atnse point. If strong enough evidence is gathered quickly, such a
confrontational interview may be beneficial and even elicit a confession. In our experience,
interviews should be conducted in a “two on
guestim. This allows for corroborating testimony of what was said, which is often necessary.
Use caution, however, because we have found that early confessions are often ineomplete
many perpetrators are willing to cop to a small amount of theft when ithiastheme may

have spanned many years and involved a variety of different schemes.

As soon as enough evidence is gathered to satisfy institutional authorities, the suspected
employee should be immediately suspended or terminated, includoayauter, banking,
communications and other access rights and privileges. In the event, such a decision should be
made within hours or a few days at most, but certainly should not be delayed much-llonger

order to minimize further losses as well apiteserve crucial potential evidence. Electronic
devices owned by the company should be confiscated and analyzed for evidence.

The internal investigation will necessarily continue after the employee is removed. Our

research into the embezzlement pheaonaom indicates that many perpetrators use more than

one scheme oftentimes severat to steal from their employer. Further, as we know, these

thefts will have invariably spanned a longer period of time than originally thought. A thorough
investigatonw | | t herefore | ook into al/l aspects of
responsibilities and venture as far back as the time of their hiring. While criminal proceedings

will be limited by a statute of limitations on these kinds of crimes, the vimtganization

© Marguet International, Ltd. 48 The2013Marquet Report On Embezzlement
www.margquetinternational.com December 19, 2013



http://www.marquetinternational.com/

should attempt to document the entire extent of thedtsgh for insurance recovery purposes
but also for potential civil restitution beyond any criminal order.

Any chance at recovery or restitution may also depend uporapendent eexe r nal ”
investigation. While it is true that many embezzlers spend thgotileén gains in such a way

as to make restitution difficut such as gambling, luxury travel, gifts to others and purchases

of consumables, many other types of assets can befiele and attached or seized. Homes,
luxury vehicles, watercraft, livestock, other business interests and luxury items such as art,
jewelry and designer clothing may be worth seizing and auctioning off. Third party
beneficiaries of the theft often family members such as spouses, children, parents and others
—are also potential sources for recovery. Bank accounts, retirement accounts, investments
accounts, such as brokerage and mutual funds, can be identified through subpoena in either a
civil or criminal proceeding. In some cases, a judge can be convinced to issue an order
freezing assets and giving a forfeiture order.

Finally, as previously noted, we strongly recommend that all embezzlement cases ultimately be
referred to authorities for proseauti Failure to do so 1) does not adequately punish the
perpetrator; 2) provides no discouragement for potential future embezzlers; 3) arguably hurts
employee morale and productivity; and 4) puts future employers of the perpetrator at risk for the
sametyg of theft. I n general, the better the
evidence, the swifter the prosecutorial response. If federal or state prosecutors are not interested
due to the size of a given employee theft, civil action is alwaygpton and still achieves some

of the above stated goals. In either case, expertdegahvestigativeounsel will be required
throughout the process. The timing of a criminal referral must also be considered. Once it is
made, any civil action wilbe stayed pending the outcome of the criminal proceedingsch

often take time.
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About Marquet International, Ltd.

Marquet International, Ltd. is a boutique investigative, litigation support and due diligence firm
based in BostgrMassachusettd_ed by longtime industry expert Christopher T. Marqthe,

firm is routinely é@gaged by corporations and their counsel to assist with internal investigations
corporate frauénd allegations of employee misconduktarquet International is also regularly
retained to conduct thorough due diligence inggion key individuals ibusness entities and
corporate transactign Our interest in embezzlement cases was piqued after the launch of our
Fraud Talk blog, wherein weregularlydocument active cases of employee misconduct and white
collar fraud, including major embezzlements ofrenthan $100,000We hope this series of

reports provides insight into this typeadrporatefraud. If you have questions or comments, we
welcome feedbachtinfo@marguetinternational.cam
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Radio Network whicltan be heard herbttp://www.voiceamerica.com/show/2349/fraudtalk
Chris is also the author of a popular blog cafeaud Talkhere:http://fraudtalk.blogspot.com
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investigative, litigation support, and security consulting projects around the world. These matters
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