





Fraud is more likely to occur when
someone has an incentive (pressure)
to commit fraud. Weak controls
provide the opportunity for a person
to do so, and the person is able to
rationalise the fraudulent behaviour.
Add to this an employee’s
competence or power to perform,
based on greater autonomy, and
arrogance from a belief that corporate
policies and procedures simply do not
apply to them and the temptation
increases.

Against this background fraud can
happen anywhere, but there is now
an increased expectation that
corporations have in place some form
of structured approach to manage the
threat of fraud.

Management can use the following
three steps to design a more rigorous
approach to help stop fraudulent
activities:

A combination of an enterprise-wide
fraud risk assessment and a corporate
culture survey can help a business to
understand where and why fraud is
most likely to occur, yielding a
structured view of a corporation’s
exposure to fraud risk - based on:

staff attitude
propensity toward rationalisation

the extent of opportunity to commit
fraud.

Once a better understanding of the
organisation’s risk of fraud has been
defined, senior management can add
prevention and detection methods to
head-off fraud. The right balance and
design of internal controls, together

with more consistent testing of their
effectiveness will limit the opportunity
to hide the fraud trail and reduce
employee confidence to commit
fraud.

Quickly dealing with the fallout when
fraud is suspected can minimise the
possibility of a costly investigation.
Management should have in place a
clear response to investigate, report,
and monitor incidents of suspected
fraud. By using the results of the fraud
risk assessment, an appropriate
approach can be developed for
dealing with specific types of fraud,
corruption, and other misconduct.

Employees should be familiar with
corporate protocol to know where to
turn when they suspect fraud. Top-
down direction, clear policies and
procedures, ethics training, whistle
blower hotlines and, where
appropriate, competent and
independent internal auditors can
help to put you on the front foot
when it comes to fraud prevention.



As well as future tax rate
increases (some of which have
already been announced) we
can expect to see HMRC
looking to enforce existing tax
rules more rigorously. This will
affect all taxpayers, particularly
in the corporate sector where
the government can be less
concerned about losing votes.

HMRC has recently started a
programme of risk reviews for

larger corporate businesses.

Where a business can be classed

as low risk there will be a light touch
on compliance issues. Companies
unwilling to cooperate in the risk
review process or who do not come
out as low risk can expect HMRC to
pay close attention to their affairs.

The HMRC risk review covers all taxes,
and involves HMRC specialists on
corporation tax, accounting systems,
VAT and employee taxes. HMRC is
looking to improve its understanding
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of the business and its tax profile, to
have an ongoing dialogue on tax
sensitive issues and to use this
additional knowledge to collect more
tax.

The review generally includes a
meeting with the HMRC specialists to
discuss all aspects of the business, its
structure, the commercial
environment, accounting and control
systems etc. As well as numerous
routine questions, HMRC has been
asking whether any tax planning has
been undertaken. If a company
responds yes, HMRC is more or less

guaranteed to want to see full details.
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After the meeting HMRC may wish to
return to walk through the accounting
system on site to satisfy themselves
that controls are really working. The
review process frequently uncovers
areas which lead HMRC to open
formal enquiries, or at the very
least may require significant
time and costs from
management and advisers to
deal with detailed queries.

Whilst a group can refuse to
participate in the risk review
process, that may result in a
very suspicious Tax Inspector
who can then go down more
formal enquiry avenues to get
the details they require.

Where a company is selected

for a risk review, it should

consider its position carefully
and prepare well in advance.
Are there areas where a taxpayer is
sensitive? What will be the response
if HMRC challenges these areas? If a
company is likely to come out as high
risk is there any point in cooperating
with the review process?

If you would like any further details on
this, or have been selected by HMRC
for review, please speak with your
regular Horwath contact or Paul Fay,
tax partner in our London office.
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