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EMPLOYEE FRAUD ON THE RISE

High unemployment brings an 
increase in occupation fraud.  
The Association of Certified 

Fraud Examiners (ACFE), the largest 
anti-fraud organization, releases 
annual statistics on the effects 
of fraud. ACFE surveys show U.S. 
organizations lose 5% of their annual 
income to fraud.
Most small business fraud loss involves 
check tampering and fraudulent 
billing. The nature of small business 
itself puts it at higher risk. Smaller 
companies have fewer people 
handling more responsibilities. Lack 
of duty segregation mixed with more 
autonomy provides more opportunity 
for employees to commit fraud. On 
average, loss from fraud is larger 
for small businesses. Fraud loss for 
small businesses is around $200,000 
per incident as opposed to larger 
companies where the average is closer 
to $97,000. 
The average fraudster is a trusted 
employee who has had some change 
in their life. Financial pressure, 
chemical addiction, or a decline 
in household income may cause 
otherwise ethical employees to 
internally validate illegal acts. Many 
convicted of fraud claim they only 
intended to borrow the money 
until things got better. A sense of 
entitlement or resentment may be the 
motive an employee needs to cross 
the line. After an employee crosses the 
line, they are unlikely to stop unless 
they get caught. Occupational fraud 

schemes typically last two years 
before being detected. 
Tips from other employees are the 
primary reason fraud schemes are 
uncovered. An anonymous tip line 
is very inexpensive and provides an 
anonymous whistleblower outlet 
for employees who may not feel 
comfortable coming to management. 
If fraud is reported, or if you suspect 
fraud, don’t confront the suspected 
employee directly until you have 
evidence that supports your position. 
Speak with your accountant and 
attorney to gather evidence and 
determine how to proceed and 
whether or not to involve law 
enforcement. 
The only deterrent to fraud is 
knowledge that criminal acts will 
be prosecuted; yet statistics show 
that 90% of fraud cases are not 
prosecuted, which is a mistake.
Fraud prevention through 
preparation can 
pay dividends 
later on in losses 
never realized. 
Give us a call at 
(360) 754-9475 
and ask for a 
Fraud Prevention 
Checklist that can 
help you assess 
and mitigate your 
risk exposures.

Is your small business the 
victim of employee fraud? 

The following may be  
signs that your business  

is at risk.

o	 Duplicate invoices or invoice 
numbers

o	 Unfamiliar vendors

o	 Checks written out of order

o	 Deleted transactions from the 
register or ledger

o	 Untimely bank deposits 

o	 An employee who refuses to 
take a vacation

o	 Employees who are living 
beyond their means
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RECORDS MANAGEMENT TIPS

Significant ethical, legal, and 
operational reasons exist for 
your business to establish a 

written records retention policy 
that is consistently applied to all of 
your clients. What to keep and what 
to pitch are determined by: legally 
mandated retention periods, cost 
of storage, space limitations, level 
of service you seek to provide, and 
liability exposure concerns. 
Caution: The IRS typically has three 
years after a return is filed or two 
years after you’ve paid the tax, 
whichever is later, to audit a return. 
However, if income was underreported 
by at least 25%, the IRS can look 
back six years after a return is filed. 
Furthermore, there is no time 
limit for fraudulent tax returns. 
An audit requires that you provide 

documentation to substantiate the 
return being audited.
Although you might like to retain 
records forever, don’t! This is neither 
practical nor wise. It is a decision 
you have to make based upon your 
business’ needs. 
IRS Publication 552 provides 
recommendations for which records  
to keep and suggested retention 
periods, including guidelines for 
electronic file storage.
Please let us know if you need help 
developing a workable records 
retention schedule. Call us at (360) 
754-9475 if you would like us to mail 
you a sample of a records retention 
schedule for business or personal use, 
or simply go to our website www.
nrsmith.com for suggested schedules.

TIPS!
Canceled checks don’t always 
prove why a given payment was 
made, only that the payment was 
made. Dated receipts, invoices, 
sales slips, credit card statements, 
and bank statements can provide 
more information and valuable 
proof if needed, whether for an 
IRS auditor or an insurance claims 
adjuster.
For easier access in the future, 
retain records for each year in 
separate files.

BUSINESS COMPLIANCE  
CHECKLIST 

 - one document to help verify most licensing or  
reporting requirements. 

The team at NR Smith 
and Associates 
has developed a 

checklist providing a 
comprehensive list of 
most licensing, reporting, 
and filing requirements 
for businesses operating 
in Washington State. The 
checklist outlines the 
steps required for getting 
a business started as well 
as a quick reference tool 
for continuing businesses 
compliance.
This helpful tool is intended to walk 
you through Washington licensing and 
reporting requirements. The electronic 
document includes an explanation of 
each requirement and a link to the 
appropriate website, if available. Links 

will take you to appropriate 
forms to be filed or places 
where taxes and/or fees 
may need to be paid.
We know our clients 
do their best to comply 
with laws and reporting 
requirements, so we 
have included specific 
items on our list that 
some businesses may 
overlook. Many websites 

provide only a single link 
and requirements for one 

agency, but our checklist provides 
information to multiple agencies. 
The checklist is available on our 
website at www.nrsmith.com. If you 
need help with any of the items listed, 
please don’t hesitate to call us at (360) 
754-9475 or email info@nrsmith.com.

A LITTLE BIT OF 
HISTORY

Accounting is often thought of 
as a dreary subject that does 
little for the imagination or the 

creative spirit of mankind. Therefore, 
it might surprise you to know that 
there is much evidence that the need 
for accounting may have been the 
catalyst for the development of writ-
ten language. Scholars believe that 
writing originated in Mesopotamia as 
a method of bookkeeping. The earliest 
known texts were discovered in the 
city of Uruk and comprised hundreds 
of thousands of cuneiform blocks con-
taining list of livestock and agricultural 
implements, which date back to 3100 
B.C. and are believed to have been 
accumulated for tax purposes. Similar 
discoveries made at various excavation 
sites along the Tigris and Euphrates 
Rivers also revealed credit receipts and 
monetary contracts which suggest that 
accounting, banking, and credit opera-
tions were everyday affairs throughout 
Babylonia. More concrete evidence of 
accounting and credit transactions can 
also be found in the Code of Hamurabi 
that is on display at the Louvre. The 
seven foot high block on which it is 
inscribed dates back 3,750 years and 
contains rules for credit and banking 
transactions and their accounting.
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FIDUCIARY RESPONSIBILITY – WHAT’S THAT?!

With recent changes in 
IRS Form 990, Return of 
Organizations Exempt from 

Income Tax, the spotlight has become 
more focused on the role of the 
board of directors and their fiduciary 
responsibility. So what exactly is 
Fiduciary Responsibility?
Fiduciary responsibility calls for one 
to act in the interest of another 
party in matters regarding money. 
Corporate law has established that 
board members are responsible for: 
(1) providing overall direction, (2) 
monitoring financial health, and (3) 
ensuring legal compliance. In other 
words, nonprofit boards are ultimately 
and legally accountable for the 
organizations they serve.
Board members:
o	 Oversee and act to maintain the 

integrity and efficiency of the 
organization’s accounting systems, 

o	Monitor internal controls,
o	 Develop audit functions, and
o	 Establish fraud prevention.
The system that boards develop and 

use to accomplish these oversight 
tasks will vary widely depending 
on the size of the organization and 
the board; the type, structure, and 
financial status of the organization; 
available resources; and the skills and 
strengths of the board members.
Before you accept a board 
appointment, ask yourself:
o	 Do you understand what your 

fiduciary responsibility would be?
o	 Are you willing to make the 

commitment that the board 
deserves?

o	 Are the mission, vision, and goals of 
the organization ones that you can 
support?

o	 Can you make the sometimes 
tough, unpopular decisions when 
it’s in the best interest of the 
organization?

As a member of a board of directors 
you are a representative of the 
organization and must be ready, 
willing, and able to assist the 
organization in achieving its goals 
responsibly.

FINANCIAL STATEMENTS  
AND KEY PERFORMANCE INDICATORS

Key Performance Indicators (KPIs) 
are businesses measurements 
used to evaluate factors crucial 

to the success of an organization. 
Financial statements should 
incorporate a business’s KPIs. In other 
words, if you can’t measure it, you 
can’t manage it.
KPIs should be realistic and measured 
in quantifiable terms. Examples 
include gross revenue by product 
line, labor costs, receivable turnover, 
and cash flows including sources and 
applications.
A business plan is the foundation 
of a business while selected unique 

KPIs are the indicators of a business’s 
successes or failures. The actual 
number of KPIs should be few and 
should be written to measure progress 
in accomplishing objectives set forth in 
the business plan. 
Financial statements that fail to 
capture relevant KPIs are not an 
effective management tool.
We often see organizations that do 
not have accurate timely financial 
statements. Some financial statements 
are limited as management tools 
because they do not include relevant 
KPIs. When KPIs do not exist, it is often 
because the core management plan is 
lacking.

Start with a business plan 
that includes quantifiable 
and measurable objectives
4 Convert the objectives to KPIs
4	Capture the KPIs in the financial 

statement
4	Use the financial statements 

to measure progress toward 
objectives

4	 If objectives are not fully met 
modify business behavior
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• Accounting & Auditing 

• Tax Planning 

• Tax Reporting 

• Estate Planning 

• Investment Management 

• Retirement Planning 

• Business Consulting 

• System Design

SERVICES INCLUDE: 

We provide seamless communication between 

S CORPORATION SHAREHOLDER COMPENSATION 
AND HEALTH INSURANCE

S Corporations have unique tax 
characteristics that can make 
them a very attractive way to 

organize a business. However, owners 
need to maintain compliance with 
rules and regulations in order to 
preserve their S Corporation status. 
There are two important compliance 
issues that S Corporation shareholders 
need to be aware of; reasonable 
compensation and properly reporting 
shareholder health insurance.
S Corporations are required 
to compensate shareholders. 
Compensation must be reasonable 

for the services provided. Factors to 
consider when determining reasonable 
compensation are; hours worked, level 
of experience, and industry expertise. 
The method used to determine 
compensation should be documented 
and saved with the corporation’s 
permanent records.
S Corporations may deduct the cost of 
health insurance for any shareholder 
who owns greater than two-percent 
of the company. The cost of health 
insurance for each shareholder should 
be included in total compensation 
reported on Form W-2 in box one. If 
the shareholder’s family is covered, 

the cost for family coverage should be 
reported. The additional compensation 
is not subject to Social Security, 
Medicare, or Federal Unemployment 
taxes. The shareholder may deduct the 
cost of health insurance as an above 
the line deduction on their individual 
tax return; however, if the cost of 
health insurance is not included in 
compensation reported on Form W-2, 
a deduction cannot be taken. 
Please contact us for additional 
information or assistance  
(360) 754-9475.
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