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Fraud stories from the field: 
The Audit Committee and Board’s role
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Chris Jeffrey, CPA, CCEP, Senior Manager

> Specializes in serving several industries, including higher 
education and not-for-profit.

> More than 12 years of experience in fraud prevention 
and detection, business risk management, internal audit, 
and compliance. 

> Published several articles and has spoken numerous 
times on the topics of internal audit, internal controls and 
compliance. 

> Past board member of the Twin Cities Chapter of the 
Institute of Internal Auditors, and is an active member of 
the Society of Corporate Compliance and Ethics, the 
Minnesota Society of Certified Public Accounts and the 
American Institute of Certified Public Accountants.    



Your Presenters

Monica Modi Dalwadi, MBA CPA, CIA, CFE, Director 

> Monica is a leader in Baker Tilly’s higher education and 
not-for-profit practices.  

> Monica performs fraud investigations, fraud risk 
assessments, and forensic accounting work.  

> Monica works with internal and external legal counsel, 
assists in prosecution efforts.  Her investigative work has 
resulted in criminal sentencing, employee terminations, 
and process revisions.

> Monica is the Chair of the Washington Improv Theatre, 
and is an active member of the Association of College 
and University Auditors.
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Presentation Objectives

> Increase awareness of potential fraud within higher education and not-
for-profit organizations

> Discuss actual fraud cases at various institutions and organizations 
and how they could have been prevented or detected

> Enable you to better understand the Audit Committee and Board’s role 
related to fraud prevention and detection

> Compare audience perception of fraud  concepts to actual fraud 
occurrences and events
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Professor Defrauds Federal Government –
UF
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Who: University professor, his spouse, research company employee

What:
Defendants are charged with fraudulently obtaining $3.7 million in 
government contracts and diverting hundreds of thousands into 
personal bank accounts and homes

How:
Couple submitted research and testing data which was performed by 
graduate and doctoral students, without their consent and in contract 
proposals to NASA, the Air Force, and the Navy

Result:

A federal grand jury indicted the couple on charges of conspiracy to 
commit wire fraud, 50 counts of wire fraud, conspiracy to commit 
money laundering, 17 counts of money laundering and one count of 
making false statements to the government



Polling Question 1

The most common type of fraud is: 

a) Fraudulent financial reporting
b) Misappropriation of assets
c) Corruption (conflict of interest)
d) Petty theft
e) Identity theft
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Let’s get started:
Fraud principles and why fraud occurs—

not a “how to guide”
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Fraud Principles

Rationalization

The Fraud Triangle
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Fraud Principles

Opportunity
– The employee has sufficient access to assets and information that allows him or 

her to believe the fraud can be committed and also successfully concealed

Pressure
– Economic factors such as personal financial distress, substance abuse, gambling, 

overspending, or other similar addictive behaviors may provide motivation

Rationalization
– Rationalizations can include perceived injustice in compensation as compared to 

their colleagues at for-profit enterprises, unhappiness over promotions, the idea that 
they are simply “borrowing” from the organization and fully intend to return the 
assets at a future date, or a belief that the organization doesn’t really “need” the 
assets and won’t even realize they are missing.
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Fraud Principles

The Fraud Pentagon

Opportunity
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Why does fraud occur in higher education 
institutions and not-for-profit 
organizations?

There are many environmental factors specific to these 
organizations that make fraud likely:
> Siloed reporting structures in higher education (e.g., multiple schools 

and departments) and not-for-profit (e.g., multiple divisions)
> Longer tenures with lower salary increases than corporate America 

that may lead to a sense of entitlement 
> Longer tenures which can afford the opportunity to abuse trust
> Fewer systems controls (e.g., spreadsheet analysis)
> Lack of time to constantly update written policies and procedures
> Potential for working with family members at a large, local employer
> Lack of financial acumen possessed by staff outside of finance and 

accounting who still have financial responsibilities
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Polling Question 2

The average amount of time from inception to 
detection of fraud schemes is: 

a) 1-5 months
b) 6-11 months
c) 12-23 months
d) 23-35 months
e) Greater than 5 months
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Fraudulent Acquisition of Federal Funding –
CU 
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Who: Chair of the Department of Pharmacology and members of the Office of 
Research and Sponsored Programs

What:
Medical college  was accused of financial fraud regarding the acquisition 
of research funds from the National Institute of Health and the
Department of Defense

How:
The medical college deliberately made false records and false statements 
in order to get fraudulent claims funded or approved by the federal 
government by not disclosing the Chair’s various active research projects

Result: After a complaint from a whistle-blower, the medical college agreed to pay 
damages of $2.6 million to settle the case



The Audit Committee and Board’s Role
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Typical Functions of the Audit Committee

The Audit Committee is usually tasked with:
> Selecting and evaluating the organization’s external audit firm.
> Reviewing and evaluating the scope and plan for the external and/or 

internal audit.
> Reviewing and approving the annual financial statements audited by 

the external audit firm.
> Monitoring the adequacy of the organization’s internal controls.
> Receiving and reviewing all communications from the external audit 

based on generally accepted standards.
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Questions Asked of the Audit Committee

The Audit Committee is often asked to describe:
> Does the Audit Committee have knowledge of any fraud or suspected 

fraud within the Institution?
> What role, if any, does the Audit Committee exercise in oversight of:

» The Institution’s assessment of the risks of fraud?
» The programs and controls that the Institution has established to mitigate 

those risks?

> What are the Audit Committee’s views about the risks of fraud within 
the Institution?

> Has the Audit Committee suggested any changes to the internal 
control of the institution during the current year? 

> Steps taken to oversee the effectiveness of internal control of the 
institution 

> Steps taken in overseeing the detection or possibility of fraud within the 
institution
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Knowledge of Fraud

Does the Audit Committee have knowledge of any fraud or 
suspected fraud within the Institution?
> Whistleblower reports
> Litigation summary reports
> Compliance officer/internal audit/general counsel updates
> Investigation updates
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Oversight Role

What role, if any, does the Audit Committee exercise in 
oversight of:
> The Institution’s assessment of the risks of fraud?

– Fraud risk assessment
– Compliance assessment

> The programs and controls that the Institution has established to 
mitigate those risks?
– Policy and Procedures 

» Conflicts of interest
» Ethical conduct
» Gifts and entertainment

– Practices
» Dissemination of the code of conduct
» Training 
» Compliance committees
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Questions Asked of the Audit Committee

What are the Audit Committee’s views about the risks of 
fraud within the Institution?
> Maybe based upon:

– Internal audit reviews
– Management reviews
– Investigation updates
– Evaluation of mitigation strategies

» Manual
» Automated
» Preventative 
» Detective
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Questions Asked of the Audit Committee

Has the Audit Committee suggested any changes to the internal 
control of the institution during the current year? 
> Manual controls

– Stronger segregation of duties
– Back-up documentation
– Background checks
– Fair bidding process
– Fixed asset inventories

> Automated controls
– Ongoing monitoring and feedback mechanisms
– Physical access controls
– System access controls
– Data mining

> Steps taken to oversee the effectiveness of internal control of the institution 
> Steps taken in overseeing the detection or possibility of fraud within the institution
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A note about external audits

> External audits can be helpful in ensuring that financial controls and fraud 
prevention measures are being followed and are effective.

> The standard audit, however, is not designed and should not be relied 
upon to detect fraud.

> The Association of Certified Fraud Examiners reports that less than 10% of 
frauds are discovered as a result of an audit by an independent accounting 
firm.

> Auditors generally only have a responsibility to give “reasonable” 
assurance that no material misstatements in financial statements have 
been made.
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Fraud Discovery

> Fraud is often discovered by those internal to an organization as they can 
easily track unusual changes in employee behaviors and lifestyles as well 
as account balances that seem peculiar.  Common red flags may include:
– Unusual Behavior
– Missing Documents
– Employee Complaints 
– Excess Purchases
– Inventory Shortages
– Exceptions to Procedure
– Large Payments to Individuals
– Duplicate Payments
– Employee Expense Accounts
– Federal Fund Mismanagement
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Fraud Investigation Phases

> Initial smell test
> Document and evidence review
> Interviews
> Findings
> Corrective Action Plan
> Closure
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University Funding to Personal Accounts –
Tufts
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Who: Budget and Fiscal Coordinator  and Director  of the Office of Student 
Activities

What: The former employees were accused of stealing $604,873 and $372,576, 
respectively

How:

Coordinator was accused of opening credit cards in his and the 
University’s name, using checks from the student activities account to pay 
down balances, and writing  checks to his personal account

Director allegedly transferred University funds into her personal accounts 
for spending on luxury items and withdrew cash directly from the 
University’s account

Result:

After an anonymous tip to the Internal Audit Department led to the 
discovery of fraud, both Tufts employees pleaded guilty to the larceny 
charges and were sentenced to two years in state prison and five years 
probation



Fraud Detection and Investigation 
Oversight
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Types of fraud: Questions to Pose

> Corruption
– Conflict of interest
– Kick-backs

> Misappropriation of assets
– Billing
– Skimming
– Misuse of non-cash assets
– Expense reimbursement
– Payroll

> Fraudulent financial reporting

> Identity theft
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Conflict of Interest  in Union Dispute –
UM 
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Who: University professor

What: Professor is facing questions on conflict of interest after delivering a legal 
opinion to a labor union on University letterhead

How:

The professor advised healthcare employees to stay with the union where 
he did consultation rather than join a competing union; he is alleged to 
have compromised his academic objectivity by using University 
letterhead, implying his consultation came on behalf of the University

The professor was paid $240,000 from the union for which he consulted

Result: The University supports the plaintiff’s conflict of interest claim and is 
acting to resolve the issue and any future violations



Corruption: Have your internal or external 
auditors checked for?

> Conflict of Interest
– Awards to other than the lowest 

qualified bidder
– Bending or breaking the rules
– Close socialization
– Favoritism of a particular supplier

> Kick-backs
– High prices
– High volume purchases
– Ignoring controls and proper 

procedures
– Unnecessary middleman, agent, or 

broker
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Misappropriation of assets: Have your 
internal or external auditors checked for?

> Billing schemes (e.g. phantom vendors)
– Payment without invoice
– Questionable invoices and purchases
– Unknown vendor or vendor not on approved vendor list

> Skimming
– High degree of autonomy
– Non-separation of duties 
– Missing receivables transactions and payments

> Misuse of non-cash assets
– Living beyond means
– Purchase without a purchase order
– Questionable purchases of consumer items
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Misappropriation of assets: Have your 
internal or external auditors checked for?

> Expense reimbursement schemes
– Mischaracterized expenses
– Overstated expense reimbursements
– Multiple and/or reoccurring expenses

> Payroll schemes
– Ghost employees
– Paycheck distributors also have a hand in the payroll cycle
– Paychecks mailed directly to the employees home address 
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Kick-Backs Cost University Millions –
UMDNJ
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Who: University employees and cardiologists

What:

The University was accused of paying cardiologists from private clinics to 
“teach courses, attend conferences and deliver lectures,” but the only real 
service these cardiologists provided to the university was providing 
referrals to the university for cardiac procedures

How:
The University sought referrals to maintain funding and its accreditation 
as a state-licensed trauma center; however, federal law prohibits 
hospitals from paying doctors for referrals

Result:

The University agreed to pay $8.3 million to the federal government in 
damages for the kick-backs and must submit to annual federal reviews to
the Department of Health and Human Services and establish a board to 
ensure it is complying with federal regulations



Fraudulent financial reporting: Have your 
internal or external auditors checked for? 

> Fraudulent financial reporting
– Lack of segregation of duties around financial reporting
– Lack of approval for large general ledger transactions
– Lack of approval for general ledger entries requiring significant judgments 

and estimates 
– Journal entries with no support or approval
– Un-reconciled balance sheet accounts
– Large unresolved reconciling items
– Lack of IT access controls
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Identity theft: Have your internal or external 
auditors checked for? 

Identity theft is the use of someone else’s personal information or data 
for financial gain.

In June of 2009, Cornell University informed 45,000 students, faculty and 
alumni that they were at risk for identity theft after a university laptop 
containing personal information was stolen.

> Example
– Theft of personal student and faculty information (e.g., addresses, security 

numbers, financial information)
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Polling Question 3

The age group that is most likely to commit 
fraud is:

a) Less than 35 years old
b) 36-40 years old
c) 41-50 years old
d) 51-60 years old
e) Greater than 60 years old

35



Emerging fraud trend: 
Financial aid

With the expansion of college courses being offered online, 
financial aid scams have become a serious problem.

> Distance-education fraud crimes 

> Now make up 17% of the cases investigated by the Department of 
Education’s Office of the Inspector General

> Some huge commercial institutions have hundreds of thousands of 
online students 
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Emerging issues: 
Report of the Special Investigative Counsel 
Regarding the Actions of PSU Related to the 
Child Sexual Abuse Committed 
by Sandusky

“The Board should consider taking the following actions to 
increase public confidence and transparency, realign and 
refocus its responsibilities and operations, improve internal 
and external communications and strengthen its practices 
and procedures. 
> Review the administrative and governance issues raised in this report.
> The Board should make public the results and recommendations 

generated from the review.
> Review, develop and adopt an ethics/conflict of interest policy for the 

Board that includes guidelines for conflict management and a 
commitment to transparency regarding significant issues.

> Include training on ethics and oversight responsibilities in the current 
regulatory environment in Board member orientation.”
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Emerging issues: 
Report of the Special Investigative Counsel 
Regarding the Actions of PSU Related to the 
Child Sexual Abuse Committed 
by Sandusky

Recommendations (continued):

> “Require full and public disclosure by Board members of financial 
relationships between themselves and their businesses and the 
University.

> Implement the Board’s proposals for revised committee structures to 
include a committee on Risk, Compliance, Legal and Audit and 
subcommittees for Audit and Legal matters; and a subcommittee for 
Human Resources as part of the Committee on Finance, Business and 
Capital Planning.

> Increase and improve the channels of communication between the 
Board and University administrators.
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Emerging issues: 
Report of the Special Investigative Counsel 
Regarding the Actions of PSU Related to the 
Child Sexual Abuse Committed 
by Sandusky

Recommendations (continued):

> “Use the Board’s Executive Session/Question Period with the 
President to make relevant and reasonable inquiry into substantive 
matters and to facilitate sound decision making.

> Review annually the University’s Return of Organization’s Exempt from 
Income Tax Form (990), Clery Act reports, and the compensation and 
performance of senior executives and leaders.

> Continue to provide all Board members with regular reports of local, 
national and academic media coverage of the University.

> Increase and improve the channels of communication between the 
Board and the University community.

> Develop a critical incident management plan, including training and 
exercises, for the Board and University administrators.

> Continue to conduct and publicize periodic internal and external self-
assessments of Board performance.*
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Polling Question 4

Fraud is usually detected by:

a) Internal audit
b) Tip from vendor
c) External audit
d) Tip from a customer/client
e) Tip from an employee
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University Resources for Personal Gains –
WU 
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Who: Chief Investment Officer (CIO)

What:
The CIO has been sued for fraud and breach of contract resulting from 
allegations that he used his post at the University to promote his own 
business ventures

How:

CIO formed a hedge fund firm, resulting in significant expenses for the 
University; additionally, the CIO is accused of using University resources 
including phones, e-mail, office space, and competitive data for personal 
ventures

Result: The University is seeking damages in excess of $3 million



Polling Question 5 

The education level of most people who 
commit fraud is more likely to be those with:

a) Post-graduate degree
b) Bachelors degree
c) High school education
d) Less than a high school education
e) Education level does not appear to be 

relevant
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Fraud prevention at 
your organization
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Contact information

Thank you for participating in this presentation.

Monica Modi Dalwadi, CPA,CIA, CFE, MBA
Director
monica.dalwadi@bakertilly.com
703 923 8559

Chris Jeffrey, CPA, CCEP
Senior Manager
chris.jeffrey@bakertilly.com
612 876 4679
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Appendix: Polling Questions Revisited
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Polling Question 1

The most common type of fraud is: 

a) Fraudulent financial reporting
b) Misappropriation of assets
c) Corruption (conflict of interest)
d) Petty theft
e) Identity theft
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Polling Question 2

The average amount of time from inception to 
detection of fraud schemes is: 

a) 1-5 months
b) 6-11 months
c) 12-23 months
d) 23-35 months
e) Greater than 5 months
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Polling Question 3

The age group that is most likely to commit 
fraud is:

a) Less than 35 years old
b) 36-40 years old
c) 41-50 years old
d) 51-60 years old
e) Greater than 60 years old
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Polling Question 4

Fraud is usually detected by:

a) Internal audit
b) Tip from vendor
c) External audit
d) Tip from a customer/client
e) Tip from an employee
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Polling Question 5 

The education level of most people who 
commit fraud is more likely to be those with:

a) Post-graduate degree
b) Bachelors degree
c) High school education
d) Less than a high school education
e) Education level does not appear to be 

relevant
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Chris Jeffrey, CPA, CCEP, Senior Manager
Chris.Jeffrey@bakertilly.com 
612 876 467 

Monica Modi Dalwadi, MBA, CPA, CIA, CFE, Director 
Monica.Dalwadi@bakertilly.com 
703 923 8559
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An email with the link will be sent to all attendees after the Fraud Stories 
from the Field: The Audit Committee and Board’s Role webinar recording 
has been posted.

QUESTIONS?



Disclosure

Pursuant to the rules of professional conduct set forth in Circular 230, as 
promulgated by the United States Department of the Treasury, nothing 
contained in this communication was intended or written to be used by any 
taxpayer for the purpose of avoiding penalties that may be imposed on the 
taxpayer by the Internal Revenue Service, and it cannot be used by any 
taxpayer for such purpose. No one, without our express prior written 
permission, may use or refer to any tax advice in this communication in 
promoting, marketing, or recommending a partnership or other entity, 
investment plan, or arrangement to any other party. 

Baker Tilly refers to Baker Tilly Virchow Krause, LLP, an independently 
owned and managed member of Baker Tilly International. The information 
provided here is of a general nature and is not intended to address specific 
circumstances of any individual or entity. In specific circumstances, the 
services of a professional should be sought. © 2012 Baker Tilly Virchow 
Krause, LLP 
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