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Theresa Ashman, CPA
Controller
University of Utah

“Without audits, there may be 
increased perception of no oversight, 
resulting in increased assumptions by 
those so inclined that fraud committed 
would go undetected….Council has 
asked the City Auditor to keep them 
informed about the internal control 
risks associated with employee position 
freezes and cuts….fraud risk may be 
increased because position reductions 
interfere with segregation of 
inappropriate duties, allowing an 
individual access to change records or 
to appropriate assets without 
detection.”

City Auditor’s Budget Discussion, 2/10/09, City of 
Berkeley, CA  

“A company is like a tapestry,” says Jonathan 
Turner, a managing director at consulting 
firm Wilson-Turner Inc. “The threads all 
perform a function. When you cut 
headcount, you pull threads and create 
little holes … [Eventually], you can end up 
with a see-through piece of cloth.” 

“A cardinal error is that companies don’t 
think about how gutting a department guts 
their internal controls,” says Janet McHard, 
senior manager at accounting firm Meyners 
& Co. “Planning ahead is easier than 
figuring it out on an emergency basis two 
weeks later, or being surprised by a large 
fraud because your controls were absent.” 

Preventing Fraud in the Era of Budget Cuts, Compliance Week, 
4/28/2009
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“Opportunities for fraud could 
proliferate as many companies cut 
their workforces and otherwise 
reduce expenditures, perhaps 
leading to reduced internal controls 
and fewer proactive fraud 
prevention measures.  And 
bombardments of bad financial 
news could cause mounting feelings 
of helplessness, pessimism, and 
isolation, which may, in turn, allow 
individuals to rationalize previously 
unthinkable acts..”

Occupational Fraud:  A Study of the Impact of an 

Economic Recession, ACFE  (2009)
http://www.acfe.com/documents/occupational-fraud.pdf

Auditors specifically identify 
economic and budgetary issues as 
key audit risks.  As University (of 
California) departments are 
experiencing budget cuts, 
processes are being reengineered 
and staff positions are being 
eliminated.  Segregation of duties 
and other controls may be lost in 
this process.  Where possible, 
Internal Audit has been involved in 
process reengineering or 
restructuring to ensure adequate 
control structure is maintained.

The Regents of the University of California, 
Annual Report on Internal Audit Activities 
2008-2009  
http://www.universityofcalifornia.edu/regent
s/regmeet/nov09/a5attach.pdf

Given these facts:

248 positions eliminated across the institution

55 administrative positions

6 positions from Controller’s area

2 positions from Accounts Payable
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Each staff member was asked to provide a 
“work breakdown” including:

Major job responsibilities in %

Description of the tasks included

Analyzed responses for broad themes and 
summarized in a worksheet

Highlighted positions slated for elimination to 
assess impact on processes and controls

Review and Approve

Data Entry

Reconciliation

Supervision

Customer Service

Problem Solving

Reporting

Training

Departmental Administration

Systems Analysis

Monitoring

Billing

Payments

Document Handling

Statutory Requirements

Professional Development

Review/Approve, 4.7

Data Entry, 2.9

Supervision, 1.2

Customer Service, 2.5

Other, 0.5

Systems Analysis, 1.9

Monitoring, 1.0

Document Handling, 

2.2
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Controls, 8.8

Processing, 5.6

Customer Service, 2.5

1999 – 15.46 FTE; 171,750 vouchers per year 
(11K/FTE)

2009 – 8.66 FTE; 135,557 vouchers per year 
(15.6K/FTE)

Eliminate 2 FTE from Accounts Payable

Scale work load to newly constrained resources

Review processes for efficiencies – or evaluate 
“lesser of two evils”

Identify risks and evaluate how best to mitigate 
them

Improve customer service if possible
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How can we most 
effectively deploy our 
limited resources to:

Mitigate risk

Prevent/detect fraud

Maintain compliance 
(especially tax)

Make payments promptly 
and accurately

Consider the effects of 
budget cuts within 
departments when 
changing processes

Processing a payment request may cost from $3 to 
$100+ depending on the issues involved and how 
unusual the transaction is

Needed to identify management’s appetite for risk –
that is, what transactions must be hard-stopped?

Where do we best add value?

Current processes almost solely preventive –
stop “bad things” before they happen

Issues with this approach include

Expensive in terms of resources (staff and time)

“Safety net” doesn’t encourage departmental 
accountability

Lack of adequate fraud prevention training for front-line 
staff

Staff distracted by “equity” issues
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Identify desired “hard stops”

Obvious fraud

Payments that would be illegal

Focus preventive controls around payments to individuals

Add detective controls

Adjust thresholds and reviews to balance resources and risk

Difficulty in responding affirmatively to audit recommendations 
due to resource constraints

Audit recommendations often “one off’s” that do not consider the 
entire breadth of processes

Data mining and trend analysis

Vendors with employee addresses

Top vendors by ORG not used elsewhere

D&B analysis of U payments to total by vendor

“Large” reimbursements (singly or cumulatively) to 
individual employees

Identify “red flags” for further investigation

Identify opportunities for training and education

Identify problem areas for closer scrutiny

Continue to adjust reviews and thresholds as risks and 
business conditions change

Create a “perception of detection”

Clarify roles and responsibilities at the department 
level

Improve customer service and efficiency of business 
processes
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Significant changes discussed and proposed

Change vendor payment terms to Net 60

Eliminate small dollar reimbursements

Raise review thresholds

Reduce or eliminate signature comparisons

Reduce or eliminate some reviews

Eliminate certain payment methods

Scaled back limited purchase check 
program

Raising thresholds and reducing 
reviews

Eliminated the “second set of eyes”

Created a new policy on internal 
controls

Added a variety of training offerings 
for staff at all levels on internal 
controls and fraud

Intense effort to train deans and 
chairs on their roles and 
responsibilities

Eliminated logging and pre-scanning 
documents received

Departments cut support positions, not faculty

Fewer people doing more work

Faculty trying to do more clerical tasks

Lack of training

Reliance on central offices to catch problems

More entrepreneurialism creates more complex issues to 
address

Lack of understanding of accounting creates problems that go 
undetected for some time and are more difficult to resolve once 
identified

Frustration with cut-backs in central office services
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Reorganized Accounts Payable into two teams:

Accounts Payable 

New manager hired

Balance between preventive and detective controls

Emphasis on customer service and problem solving

Payables Processing

Fast and accurate processing

Focus on “production” aspects

System responsibilities

Central office vs. departmental control and 
oversight

Problems at both ends of the spectrum

Central office control – leads to complacency in 
departments; deemphasizes accountability in 
departments; creates argumentative atmosphere

Departmental control – chairs and deans vary in 
diligence; significant variation in skill-sets; leads to 
inconsistency

Staffing

As positions turnover, ongoing need for evaluation 
not only of the duties, but of the necessary 
knowledge, skills, and abilities for the position

Strategic evaluation of each position – are other 
needs more critical?

Succession planning

Professional development and motivation

Morale issues caused by years of uncertainty

Carving out time for technological improvements

Absorbing new requirements into strained 
resources
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The Internal Control Environment
More emphasis on data mining

New policy on internal controls

Less emphasis on “hard stops”

Better training for departments especially chairs and deans

More responsibility at the department level especially for 
reasonableness and business purpose

The light at the end of the tunnel
2011-2012 budget wasn’t “worse”

Some loosening in either bringing back or creating new 
positions

Emphasis on data driven decisions and process 
reengineering was a positive

Letting go of obsolete processes was a positive


