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Managers are risking criminal prosecution in the drive for higher profits 
· There is a worrying increase in the number of managers willing to pay a bribe in order to win business 
· The Czech Republic comes third in Europe as far as tolerating bribes is concerned 
· Czech managers underestimate the risks linked with fraud and corruption during acquisitions 

· Rewarding whistleblowers is no longer taboo – two thirds of Czech managers would welcome financial incentives for whistleblowers 
Prague, 23 May 2012 – According to the Ernst & Young global survey of attitudes to fraud and corruption, 15 % of the senior executives of leading companies questioned would be willing to pay a bribe to win business. The figure is 13 % higher in the Czech Republic. More than a third of respondents are convinced that corruption is widespread in their country. Czech managers are significantly more sceptical, with as many as 80 % of respondents seeing corruption as widespread. However, there may be some self-delusion at play here, since only 12 % concede that there is corruption in their own sector. The survey shows that top company bodies are not sufficiently prepared to confront the risks linked with fraud and corruption. Furthermore, those questioned do not believe the authorities are capable of seeing through prosecutions to the end, i.e. punishing the guilty party.   

“From the replies given by managers it seems that company growth and business ethics are two priorities at odds with each other at present. It is clear that the competitive struggle is often being fought outside the rules of fair play,” says Magdalena Souček, Country Managing Partner, Ernst & Young, Czech Republic. “Our survey shows that many managers underestimate the risk to the company when, for instance, acquiring firms or expanding into new markets. Boards should demand more thorough management of the risk of fraud along with control mechanisms ensuring compliance with ethical standards.”
This year’s survey was conducted among more than 1,700 CFOs and heads of legal, compliance and internal audit, along with other senior executives from 43 countries. Face-to-face interviews were subsequently held with senior executives of blue-chip companies to discuss these findings and their own efforts to mitigate these risks.

Though a global phenomenon, corruption is most widespread in rapid-growth markets. Bribes are most likely to be paid in Indonesia (60 %), Greece (50 %) and China (46 %). In Europe, Greece has the dubious honour coming top (50 %), followed by Belgium (34 %) and the Czech Republic (28 %). The CR is followed by Colombia (27 %), Poland (27 %) and Ukraine (26 %). 
The deliberate misreporting of financial statements is a significant risk in many countries, with as many as 15 % of respondents from the Far East believing that “tweaking” the accounts is justified. Financial misreporting is most prevalent in Vietnam, where more than a third of managers (36 %) owned up to it, followed by India, Indonesia and Japan. In Europe, the survey shows that this practice is most likely to take place in the Netherlands, Belgium and France, Czech managers claim that they would not knowingly cook the books under the pressure of financial indicators. 
The prosecution of corruption in the CR
“The Czech Republic takes an unedifying bronze as far as tolerance of bribes in Europe is concerned. However, Czech executives believe that the prosecution of corruption by the authorities is ineffective. In comparison with other countries the state has a poor track record in pursuing a case through to the point where sentences are handed out to guilty parties. Only 8 % of Czech managers believe that the authorities are willing and able to see the perpetrators punished. Globally this opinion is held by more than three times as many respondents (27 %),” said Magdalena Souček. In this respect it is no surprise that the majority (80 %) of Czech respondents are calling for stricter controls by the authorities in order to reduce the risk of fraud and corruption.

New challenges: management of the risks linked with business partners and acquisitions 

Companies in developing economies are exposed to specific risks that the Ernst & Young survey shows they are failing to come to terms with. International anti-corruption legislation (the FCPA, the UK Bribery Act) requires that companies audit their business partners. But almost half of the respondents (44 %) admitted they were not doing so, demonstrating that they are not aware of the risks involved and confirming that there is little awareness of the liability they bear for the unfair practices being pursued by their external sales reps and distributors.

When making acquisitions managers should duly investigate the risk of fraud and corruption. While forensic due diligence is commonplace in American firms (84 % of companies practice it), elsewhere in the world these risks are still underestimated (e.g. China 32 %, Nigeria 9 %). “As opposed their American counterparts, the Czech managers questioned do not regard forensic due diligence targeted on the risk of fraud and corruption as being important. Only 9 % of Czech companies carried out such an audit during acquisitions (as opposed to 54 % globally), and only 8 % of Czech firms always or often carry out an audit after an acquisition. On a global scale these figures put the CR on the same rung as managers of Nigerian companies,” says Daniel Bican, Executive Director, Fraud Investigation & Dispute Services, Ernst & Young.
“Companies get into trouble by not detecting corrupt practices or fraud on the part of the seller, and this in turn puts them at risk of large fines and a reduction in the value of their investment,” explains Tomáš Kafka, Senior Manager, Fraud Investigation & Dispute Services, Ernst & Young.

Rewarding whistleblowers is no longer taboo
In terms of instruments for monitoring compliance with anti-corruption legislation, Czech respondents, like managers elsewhere in the world, largely rely on internal audit (70 %) and advisory firms (62 %). However, significantly fewer whistleblowing systems are used in the Czech Republic (36 %) than the global average (53 %). And yet the survey shows that more than two thirds of Czech managers would welcome legislation which introduced financial incentives for whistleblowers.  
“The idea that whistleblowers be rewarded is no longer a taboo subject. Perhaps this is a sign that society now judges corruption so harshly that it is willing to permit what used to be perceived in a negative light. In the worst-case scenario this is confirmation of the despair that Czech managers feel at the inability of the state to detect corruption and punish the offenders,” says Tomáš Kafka.
New demands on boards 
Regulators and shareholders are putting intense pressure on Boards of Directors and Supervisory Boards to play a more active role in the fight against corruption and fraud. However, more than half of the managers questioned believe that the boards need more in-depth knowledge of their companies if they are to function as an effective safeguard. Mixed messages are being given by management – with the ‘tone at the top’ diluted by the failure to penalize misconduct. “Almost half of those questioned said that while management strongly communicated its commitment to anti-bribery and anti-corruption policies, people were not penalized for breaches. On the other hand, 64 % of Czech respondents confirmed that there had already been instances in their companies of employees being disciplined for breaching internal anti-corruption principles,” says Daniel Bican.
Ethical compromises of CFOs 
CFOs are among the most influential executives reporting to the board on fraud, bribery and corruption issues. However, the results of the 400 CFOs surveyed suggest that they themselves are sometimes the problem. Fifteen percent of the CFOs surveyed said they would be willing to make cash payments to win business and 4% said they would be willing to misreport financial performance. This group of executives is not large in absolute numbers but, given their responsibility, they represent a huge risk to their businesses and their boards. “The CFO plays a crucial role in the prevention of fraud and corruption. In the past they were less active in promoting internal company ethical values. Today they need to redouble their efforts. They need to ensure that they themselves are trained so as to increase their awareness of the risks while clearly demonstrating support for anti-corruption initiatives,” says Tomáš Kafka. 
“Our survey shows that under today’s straitened economic circumstances firms are finding it difficult to balance the need for growth against compliance with sound business ethics,” adds Magdalena Souček. “Unfortunately many of them still underestimate the need for effective management of the risk of fraud and corruption. Company boards should communicate more effectively with executives so as to have a clear picture of to what extent their companies are complying with ethical regulations and what risks they are subject to. The differences in the results of the survey in different countries indicate that the biggest challenge is to cascade moral values downward from the top to all levels and markets where the company operates.” 
The Ernst & Young Global Fraud Survey

As part of the twelfth “Ernst & Young Global Fraud Survey 2012”, from November 2011 to February 2012 Ernst & Young contacted a total of 1,758 respondents from 43 countries. The sample of the largest companies was selected on the basis of turnover in each country. Most of the respondents were CFOs or heads of internal audit, legal and compliance. All the interviews were carried out by telephone in the respondent’s native language. Face-to-face interviews were subsequently held with senior executives of blue-chip companies about the survey findings. In the Czech Republic, 50 respondents were included in the survey from the largest companies representing a wide range of economic sectors. 

In Central and Eastern Europe, 405 respondents were contacted in the following eight countries/regions – the Czech Republic Hungary, the Baltic States (Estonia, Latvia, Lithuania), Poland, Romania, Russia, Turkey and Ukraine. In Western Europe, 602 interviews were held in the following 12 countries – Belgium, France, Italy, Germany, the Netherlands, Norway, Austria, Greece, Spain, Sweden, Switzerland and Great Britain. A detailed report is available in English at: www.ey.com/globalfraudsurvey2012 
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