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FRAUD ANALYTICS PART 1

This course will help you get your business into a proactive fraud detection environment that identifies 
potentially threatening actions before they occur. Topics covered include: characteristics of detection 
of occupational fraud, the differences between fraud prevention and detection, the stages in the fraud 
analysis process, the characteristics of ACL analytical software, and the uses for predictive modeling. 

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

The Schematics of Fraud and Fraud Analytics
The Evolution of Fraud Analytics
The Analytical Process and the Fraud Analytical Approach
Using ACL Analytics in the Face of Excel
Fraud Analytics versus Predictive Analytics

Study the course materials from pages 1 to 76
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• Recall characteristics of detection of occupational fraud
• Identify differences between fraud prevention and detection
• Recognize the stages in the fraud analysis process
• Recognize characteristics of ACL analytical software
• Recognize the uses for predictive modeling

NOTICE

This course is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional 
advice and assumes no liability whatsoever in connection with its use. Since laws are constantly changing, and are subject to 
differing interpretations, we urge you to do additional research and consult appropriate experts before relying on the information 
contained in this course to render professional advice.

© Pacific CPE, LP 2020

Program publication date 9/11/2019
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EXAM OUTLINE

• TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions 
and is based specifically on the information covered in the course materials.

• ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final 
exam is provided at the end of these course materials for your convenience, however you 
must submit your answers online to receive credit for the course.

• LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

• PROCESSING: You will receive the score for your final exam immediately after it is 
submitted. A score of 70% or better is required to pass. 

• CERTIFICATE OF COMPLETION: Will be available in your account to view online or 
print. If you do not pass an exam, it can be retaken free of charge.
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CHAPTER 1: THE SCHEMATICS OF FRAUD AND 
FRAUD ANALYTICS

Chapter Objective
After completing this chapter, you should be able to:

• Recall characteristics of detection of occupational fraud.

Fraud analytics has become the emerging tool of the twenty-first century for detecting anomalies, red 
flags, and patterns within voluminous amounts of data that is sometimes quite challenging to analyze. 
The use of fraud analytic tools does not have to be complex to be effective. The techniques of criminals 
and fraudsters and their shenanigans are savvier due to technology and the means they use to hide 
fraudulent activities. While technology has played a role in increasing the opportunities to commit fraud, 
the good news is that it can also play a key role in developing new methods to detect and prevent fraud. 
In the past, a spreadsheet was the master of fraud analytics. However, a new revolution has taken us 
by force – new strategies, data mining techniques, and powerful new software are constantly evolving.

The term “fraud” is commonly used for many forms of misconduct even though the legal definition of fraud 
is very specific. In the broadest sense, fraud can encompass any crime for gain that uses deception as 
a principal modus operandi. More specifically, “fraud” is defined by Black’s Law Dictionary as “a knowing 
representation of truth or concealment of a material fact to induce another to act to his or her detriment.”1 
Consequently, fraud includes any intentional or deliberate act to deprive another of property or money by 
guile, deception, or other unfair means.

According to the American Association of Fraud Examiners (ACFE):

Health care fraud, identity theft, padded expense reports, mortgage fraud, theft of 
inventory by employees, manipulated financial statements, insider trading, Ponzi 
schemes – the range of possible fraud schemes is large, but at the core, all of these 
acts involve a violation of trust. It is this violation, perhaps even more than the resulting 
financial loss, that makes such crimes so harmful.2

Because fraud inherently involves efforts at concealment, many frauds go undetected and the criminals 
get away with them. For these cases, it is impossible to know the impact of the fraud.

HOW DO WE DEFINE FRAUD ANALYTICS?

Fraud analytics is when analysis relies on “critical thinking” skills to integrate the output of diverse 
methodologies into a cohesive actionable analysis product. Analysis is used for various approaches, 
depending upon the type of data/ information that is available and the type of analysis that is being 

1. Bryan A. Garner, editor in chief, Black’s Law Dictionary, 8th ed. (Eagan, MN: West Group, 2004).
2. Association of Certified Fraud Examiners, Report to the Nations on Occupational Fraud and Abuse (Austin, TX: Author, 
2012), p.6.
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performed. The analysis process requires the development and correlation of knowledge, skills, and 
abilities.

As we embark on the efforts to incorporate more fraud analytics within our organizations it is my hope 
that many develop a clear understanding of how imperative it is to start using the various tools that are 
available. There should be no excuse. A few years ago we were baffled after hearing that Bear Stearns 
had a liquidity problem and that perhaps it was one of the greatest financial scandals in history. The 
troubles deepened with Fannie Mae, Freddie Mac, AIG, Lehman Brothers, Bernie Madoff, WAMU and 
countless others. In my white-collar crime mind I often wonder if any fraud analytic tools were used and 
if so what might they have been? Up until now, the greatest financial debacle in history was perpetrated 
– believe it or not – in the 1700s. “The South Sea Bubble” scandal in 1720 caused the loss of over $500 
billion translated to today’s dollars. It took over 300 years to beat that record but is quite obvious that the 
21st century has made its mark with fraud and the collapse of major companies that have for decades 
graced the pages of business magazines. Again, I’m curious to know what kind of fraud analytic tool 
those who uncovered “The South Sea Bubble” scandal used. One would hope that it was a precursor to 
one of the tools mentioned in the chapters set forth.

Fraud analytics has aligned itself with more than one way to detect and deter, there are more definitions 
on fraud analytics than in the past and more organizations that are depending upon the most effective 
and efficient tools that can get the job done.

Report to the Nations on Occupational Fraud and Abuse

In 2012 the ACFE released its annual Report to the Nations on Occupational Fraud and Abuse. The 
international expansion allows the ACFE to more fully explore the truly global nature of occupational 
fraud and provides an enhanced view into the severity and impact of these crimes. Additionally, the 
ACFE compared the anti-fraud measures taken by organizations worldwide in order to give fraud 
fighters everywhere the most applicable and useful information to help them in their fraud prevention 
and detection efforts.

James D. Ratley, president of the ACFE, stated in the 2012 Report:

As in previous years, what is perhaps most striking about the data we gathered is how 
consistent the patterns of fraud are around the globe and over time. We believe this 
consistency reaffirms the value of our research efforts and the reliability of our findings as 
truly representative of the characteristics of occupational fraudsters and their schemes.3

Key Findings and Highlights of the 2012 Report to the Nations

Here are some key findings and statistics provided by the 2012 Report to the Nations:

Impact of Occupational Fraud

• Survey participants estimated that the typical organization loses 5 percent of its revenues 
to fraud each year. Applied to the estimated 2011 Gross World Product, this figure 
translates to a potential projected global fraud loss of more than $3.5 trillion.

3. Ibid., p.2.
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• The median loss caused by the occupational fraud cases in our study was $140,000. 
More than one-fifth of these cases caused losses of at least $1 million.4

Fraud Detection

• The frauds reported to us lasted a median of 18 months before being detected.

• Occupational fraud is more likely to be detected by a tip than by any other method. The 
majority of tips reporting fraud come from employees of the victim organization.5

Figure 1.1 are results provided in order to “identify patterns and other interesting data regarding fraud 
detection methods,”6 the ACFE asked respondents to indicate how the frauds were uncovered. The 
results are shown in Figure 1.1.

FIGURE 1.1 INITIAL DETECTION OF OCCUPATIONAL FRAUDS

Source: Association of Certified Fraud Examiners, Report to the Nations on Occupational Fraud and Abuse (Austin, TX: Author, 
2012). Reprinted with permission of the Association of Certified Fraud Examiners.

Victims of Fraud

• Occupational fraud is a significant threat to small businesses. The smallest organizations 
in our study suffered the largest median losses. These organizations typically employ 
fewer anti-fraud controls than their larger counterparts, which increases their vulnerability 
to fraud.

• The industries most commonly victimized in our current study were the banking and 
financial services, government and public administration, and manufacturing sectors.

4. Ibid., p.4.
5. Ibid.
6. Ibid.


