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Managing Fraud Ris

S

The downside of the get-rich-quick social revolution.
Or how good ethics management can make an impact

on your hottom line

By Peter Humphrey

have spent the last ten years investigating cases of fraud

and corruption in multinational operations in China and

elsewhere in Asia, and | see a clear and ever present danger

facing companies who do not take adequate preventive
measures.

One such case involved a fast moving packaged consumer
goods manufacturer where staff in almost every department
colluded with a counterfeit syndicate to produce fake products
and inject them back into the firm's distribution channels
alongside genuine product. People in procurement, packaging,
sales and distribution, in the warehouses and in trucking, and
even in the R&D department, were in on the act. They even
had a business plan with annual production and sales targets.
The entire racket was masterminded by the firm's former HR
manager. This explosive mix of faking, supplier-purchaser scams,
distribution fraud, and technology theft forced the firm, at great
cost, to restructure its China business, terminate agreements
with bent suppliers, staff, and distributors and end numerous
partnerships. Needless to say, it was a painful episode.

Collected kickbacks

Another case involved a well-known warehouse super-
market chain. One of its senior buyers, who we shall codename
Anita in this article, pocketed the equivalent of 30% of all the
buying transactions that she handled. She controlled a valuable
chunk of the buying operation in dry foods and alcoholic drinks.
She collected kickbacks, gifts and allowances from vendors;
she favoured companies that she had set up in the names
of her mother and her boyfriend as her employer's suppliers,
companies without any physical existence. She ran scams with
rebated goods; she manipulated the electronic price system. In
the end she was caught and fired because her boyfriend's wife
blew the whistle on her!

In yet another fiasco, a multinational auto accessories
maker hired a handsome and bright young man (let's call him
Bill) to be its lead sales manager in China. Immediately, Bill se-
cretly started a company run by his brother Fred, and Bill then
transferred product know-how to this family firm. As Bill's com-
pany grew, Bill also transferred management know-how. After
about seven years, Bill persuaded his employer to form a joint
venture with his family firm, while still not disclosing his interest
in it. Thus he continued secretly to feed and grow his family
business. He set up subsidiaries and inserted them into the
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chain as suppliers of his employer. He copied the multinational's
products, and targeted their customers for OEM work. After 10
years, Bill's firm had grown into a serious competitor. Bill then
quit the multinational and began openly to run his own firm. His
firm had achieved vertical integration of coating, components
and finished goods

It formed a holding company and prepared to list on
China's stock market. Bill's products compete head-on with
his former employer in the marketplace with considerable cost
advantages. For a decade, though, his employers did not know.






