


Inadequate Controls

Without Enforcement, Policies Are Useless

Establishing strict controls over invoicing and
inventory procedures is crucial for any com-
pany attempting to prevent large-scale
employee dishonesty and theft. However,
unless such controls are extensive and ade-
quately enforced, the company is still exposed
to theft, as was a major auto parts distributor
that lost more than $200,000 in less than
three years.

Most of the losses were caused by the parts
manager at one of the company’s largest retail
outlets. The manager manipulated invoices,
altered the company’s inventory records and
otherwise tampered with procedures. Iron-
ically, the investigation that uncovered the
thefts revealed that the manager began stealing
as a result of a violation of company
procedures.

The thefts began after the manager let a new
customer take several expensive parts without
paying for them. The customer promised to
return with payment the next day. Instead,
he called the manager, refused to pay and
threatened to cause the manager to lose his
job, and possibly even his life, if he did not
cooperate and steal more parts.

The manager later told investigators that the
threats and the thefts escalated over the next
three years. To conceal some of the losses,
the manager would write up invoices showing
that the merchandise had been purchased by a
nonexistent customer. He then would issue a
credit showing that the merchandise had been
returned in time to prevent billing the “custo-
mer”. Of course, no parts ever were returned
— they were simply picked up by the man
who made the threats.

Although the falsified invoices and credits
created a large discrepancy between records at
company headquarters and those at the outlet,
company management attributed it to

“computer problems” for more than two years.
The manager also tampered with other com-
pany procedures in his attempt to conceal the
steadily mounting thefts. When he was legit-
imately returning parts to the company’s
central warehouse, he frequently added other
parts, those that had been stolen, to the
shipping order to adjust his own inventory.

Even without that maneuver, the parts
manager’s inventory usually conformed to
company expectations. Although he did not
personally conduct the inventory, he was
responsible for “reviewing” the results before
submitting the report to headquarters.

The extent of the parts manager’s control
over the company’s invoices and inventory
was uncovered by the investigators who also
found other weaknesses. These included the
company’s failure to record serial numbers on
large pieces of equipment and to make identi-
fying marks on other items, poor security at
the main gate which was locked but not
guarded at night and inadequate locks and
poor key control in storage areas. The inves-
tigators recommended correcting these
problems, and prohibiting the parts manager
from any involvement in taking parts inven-
tories. The parts manager was fired as a result
of the investigation.

Had this company conducted frequent, careful audits
and inventories, the losses would have been uncovered
much sooner. Further, the knowiedge that such
checks could be made at any time, without warning,
might have deterred the manager from ever violating
company policy in the first place. Implementing the
recommendations for tightening security and
strengthening inventory procedures would reduce
the chances of future losses. However, as the manage-
ment of this company discovered, instituting controls
is not the same as enforcing them.
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Credit Card Losses

Banks Lose Money In Two Ways

In the midst of the recession, consumers are
causing banks that issue credit cards to lose
money in two areas. Card holders are not only
not paying their bills, but are increasingly
being victimized by con artists who fraudu-
lently obtain their credit card numbers. This
type of fraud, usually conducted by telephone,
has spread across the country in recent
months.

Typically, the victimized card holder receives
a telephone call informing him that he has
won a vacation trip or other valuable prize.
The caller says he needs the victim’s credit
card number to “verify” his identity. In a
variation of this scheme, the caller may claim
to be a bank employee double checking a
transaction. In either case, the caller usually
complies readily.

Armed with the credit card number, the
caller can order merchandise ranging from
airline tickets to stereo equipment. In most
cases, bank officials have found, the callers
are drug addicts who then sell the merchan-
dise for cash. Because the card holder still
possesses the card, it is often several weeks
before the fraudulent transactions are
discovered.

These transactions may cost the bank that
issued the card thousands of dollars. Federal
law limits the card holder’s liability for fraud-
ulent use to $50, making the bank responsible
for the balance. As a result of the high costs
of these losses, some banks have begun wamn-
ing customers that cards used in such fraud
will not be replaced.

The other problem confronting banks that
issue cards is directly created by card holders
themselves — a record number of credit
delinquencies. At the end of 1979, consumer
debt exceeded $310 billion and that level is
expected to rise further this year. Banks have

been forced to expand their collection efforts
to deal with recession-squeezed card holders.

Along with the recession, bank collectors
blame a new federal bankruptcy law for turn-
ing formerly good credit risks into slow payers
and turning some slow payers into defaulters.
Because much of the stigma that once accom-
panied filing for bankruptcy has disappeared,
many customers who can’t cope with their
debts find it an attractive option.

Ironically, the collectors’ work is complicated
by consumers’ exaggerated fears about the
consequences of missing a payment. Many
card holders simply stop making payments
and begin avoiding telephone calls and per-
sonal visits, fearing that their wages will be
attached or that some other legal action will
be taken. In fact, banks prefer to keep most
customers and work out a mutually agreeable
means of repaying the debt. Otherwise, the
bank loses customers and money.

The recent problems of banks which issue credit
cards underscore the importance of communication
not only between businesses but between businesses
and their customers. Companies should keep each
other informed of fraudulent schemes and should, in
turn, warn their customers. Such communication
protects both the company and the consumer. The
need for more effective communication is further
illustrated by the fact that so many credit card
holders simply avoid contact with their banks once
they miss a payment. This misunderstanding is costly
for both the customer and the bank — good commun-
ication would save money and aggravation on both
sides.
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