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This study pertains to the policies and attitudes
of management toward employee theft and dishonesty in bus-
iness and industry.

There is an upward trend in dishonesty losses each
year caused by the theft problem. The control of employee
dishonesty is not always easy in today's economy. No bus-
iness, large or small, is immune from dishonesty. A con-
tinuous effort by management is required to prevent their
losses from spreading. If any reduction in dishonesty losses
is to occur, attitudes require changing before management
policies can be adopted to minimize the problem. Their
attitude of complacency and indifference toward their losses,
if allowed to flourish, will destroy the value of decency
and fair play in today's economy. |

The author visited twenty selected firms in the auto-
mobile accessory business to obtain management's views on
the mounting theft and dishonesty problem in manufacturing
enterprises.

A research methodology was designed to test the
hypothesis that "management's policies and attitudes are
significant factors in controlling or minimizing employee
dishonesty." Interviews were conducted in the sample firms
from the Detroit-Chicago manufacturing complex. The data

collected were used to study the problem intensively in a






limited number of cases.

An evaluation of existing procedures utilized by
business and industry to reduce dishonesty losses reguired
further study to determine more about (1) management's at-
titude on the theft problem, (2) policies to protect funds
and property, (3) internal control methods and techniques
being used, and (4) the loss experfence resulting from loose
security operations. This evaluation was accomplished by
a review of the literature pertaining to thefts, frauds,
defalcations, and industrial security.

As a result of this study, it was concluded that
(1) an effective security program requires a combination
of internal financial controls and physical security; (2)
security requirements vary among firms depending upon manage-
ment's attitudes, needs, theft and dishonest loss experience;
(3) some pattern of similarity in security control methods
and techniques was found to exist in the firms surveyed;

(4) security operation is not a cure-all for employee theft
and dishonesty, but it will protect a firm from large losses;
and (5) tighter security measures are required to protect
business from dishonesty losses that cost billions of dol-
lars annually.

Additional research is needed on the subject of
employee dishonesty in business and industry; however, from
the review of the literature and survey data, certain rec-
ommendations for security controls were proposed for manu-

facturing enterprises.
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CHAPTER I

INTRODUCTION

The opportunity and temptation to steal from business

greatly increases as firms grow larger, new companies develop,

and more items are placed on the market. In many instances,

assets have grown faster than facilities for protecting them.

We seen to be witnessing a serious decline in
moral integrity caused by the opportunity given to
employees for easy access to funds and merchandise
because of loose systeme of internal controls. Thus,
the climate today is more favorable to dishonesty
losses. The pressure of every-day living is weaken-
ing a person's regiatance to the temptation of the
dishonest dollar.

"Values change, costs rise, exposures increase and
that which was sufficient yesterday may be insufficient and
inadequate today.">

Millions of dollars in dishonesty losses resulting
from frauds, embegslements, and other forms of fund and
property thefts from business and industry are reflected

in insurance company claims each year. The exact amount

lwHand in the Company Till," Newsweek (January 6,
1958), pp. 6‘-10, 45’ 470 ’

2Goorge A. Conner, "Dishonesty Losses" (Address
made at 65th Annual Convention, National Association of
Insurance Agents, Dallas, Texas, September 26, 1961).

3Pctcr A. Zimmerman, "How To Determine the Correct
Amount of Fidelity Coverage," The National Insurance Buyer
(mch, 1958)’ ppo 1-40

1






of these losses will never be known because these crimes
are not treated equally in all firms. Some offenses are
never uncovered; others are known, but not prosecuted; and
others are merely absorbed in the company records as a bus-
iness loss. Therefore, the resulting cost created by these
illegal acts may reach several times the reported losses.
This is startling when viewed by honest businessmen, tax-
payers, and coneumern.4
Estimates of theft in business and industry cover
such a broad range that any assumption drawn from available
figures would be hard to prove. However, the obvious con-
clusion is that the losses are sizable. In-plant thefts
in industry alone were reported to be between 250 million
and 700 million dollars in 1954. The merchandise pilferage
figure from business firms was placed at more than a billion
dollars a year. This loss is variously attributed to pres-
sures from inflation, high cost of living since World War
II, and the prosperity induced laxity, making thefts seem
easy and relatively oafe.s

This type of crime is difficult to control. It
seldom makes the headlines, unless the resulting loss is

‘G. B. Estes, "Loss Control" (Center for Police
Training, Indiana University, 1960), pp. 1-10 (mimeographed).

5Irvin Ross, "The Quietest of Crimes," Beacon, Vol.
18, HO. 4 (July—‘uguﬂt, 1961), pp. 1-'30






a large amount. Thus, it may be said that these thefts
are "the quietest of all crimes."

Evofy type of establishment is vulnerable to some
form of dishonesty. It is found in industrial plants, res-
taurants, brokerage houses, retail stores, warehouses, build-
ing supply firms, and many other enterprisea.6

The magnitude of dishonesty has reached large sums
since 1954. Today the annual loss suffered by American
business is estimated to be between one and three billion
dollara.7 Serious financial harm can be caused by the die-
honest employee. A spot check of surety companies' claim
files reveals a prevalence of losses from several types of
businesses at many locations. These losses were caused by
employees in different positions of trust. Typical cases
are reflected in Tables I and II.

Regardless of the preventive measures that might be
taken, it is difficult to stop all losses found in our free
spending economy. There have been various explanations given
for this type of erime, but variations exist as to theories

of causation. The subject of employee dishonesty is a

61bid.

Ts. J. Curtis, "Focus on the Future" (Speech given
at Security Seminar, Michigan State University, East Lan-
sing, April 18, 1963), p. 4 (mimeographed).






relatively neglected and confused area of adult criminality.8

The Problem

Statement of the problem. This study concerns the
policies and attitudes of management towards employee theft
and dishonesty in manufacturing enterprises. It includes
contacts with management personnel in selected enterprises
to discover policies and attitudes in effect to prevent
theft and dishonesty, and to test the hypothesis that "man-
agement's policies and attitudes towards employee dishonesty
are significant factors in controlling or minimizing employee
dishonesty."

The control of employee theft and other forms of
dishonesty is not always easy in today's economy. Many items
are produced in large quantities, and there are numerous
transactions involving large sums of money. It is doubtful
if any security control method or technique could completely
prevent dishonesty. Someone will always find a way to de-
feat internal financial and physical security controls.

No business, large or small, is immune from dishon-
esty. A continuous effort should be made to prevent this
spreading evil by standard practices in business management,

but differences exist in management's policies and attitudes

8Prank E. Harting, "White Collar Crime: Its Sig-
nificance for Theory and Practice," Federal Probation, Vol.
17, ¥o. 2 (June, 1953), pp. 31-32. ~



toward this behavior. The range in their attitudes includes
the following:
l. They may be totally unaware of existing losses.

2. They may suspect employee dishonesty, but do
not know how to cope with it.

3. They may favor the attitude that most employees
are honest.

4, They may accept a certain amount of loss from
dishonesty as part of the cost of conducting
business, and provide for it in their bookkeep-
ing system.

5. They may keep careful records of losses to re-
cover from an insurance policy or add the loss
to the price of their product.?

If a reduction in dishonesty losses is to occur,
these attitudes require changing. It must be remembered
that in our modern society, full of wealth and material
things, there exists a setting for theft and dishonesty.
Criminalogists, psychologists, sociologists, law enforce-
ment officers and security specialists indicate that crime
does not just happen. It is caused. Crime may be increased
or decreased according to exposure which sets the stage for
thefts. Poor control methods and techniques when utiliged
by management often establish such a setting and result in
a crime,

It has been said that the rank and file in business

are not entirely to blame, because it is made so easy for

9Eetee, loc. cit.



them to steal. Security controls should be tightened to
reduce the problem. The efficiency of these controls rests
with an increase in supervision by management. Surprisingly,
if management is not aware of this problem, people will steal.lo
Theft and employee dishonesty continue to exist, and
- management contributes to it by an attitude of complacency
and indifference toward its loss. This attitude needs to
be changed before policies can be adopted to minimize the
losses. Poor business practices, inadequate controls, lax
supotvision, and unrealistic policies breed dishonesty.ll

If the problem is allowed to flourish, it will de-
stroy the value of decency and fair play. It is management's
responsibility to impose adequate controls to reduce dis-

honesty lossos.l2

Importance of the study. Since dishonesty in one
form or other continues to be pervasive, it is important
for the student of industrial security to examine this prob-
lem and make certain observations about its effect on bus-
iness and industry.

The solution to this difficult but important prob-
lem begins with the employer. He must take certain steps

107p14.

1lourtis, op. cit., pp. 1-10.

12Norman Jaspan, The Thief in the White Collar
(Philadelphia and New York: J. B. Lippincott Company,
1960), p. 25.




to provide internal controls and physical security. These
steps can be developed by research and study such as the
one contained in this thesis to provide a foundation for
improved security methods and techniques. Thefts prevented
through loss controls will place large sums back on the
asset side of the ledgers of business firms. The savings
realiged by reducing the problem will supply money to im-
prove industrial growth and will offer better returns for
the consumer dollar. Probably most important, the sums of
money realiged from the control of employee dishonesty can
be utilized to improve our country's industrial position
in the economic battle with communism which is being waged
throughout the world today.

Definitions of Terms Used in This Thesis

To provide understanding and clarification of the
contents of the thesis, it is necessary to define the terms
used. Some pertinent definitions are econtained in the fol-
lowing paragraphs.

Management--Management consists of integrating and
coordinating various functions related to the successful
accomplishment of a common objective. It translates broad
policies and long-range objectives into specific short-term
objectives and directs activities to achieve specific re-
sults. This is done by the control and direction of employees

and operations in an organigation to reach these objectives.






Philosophies and standards must be examined by management
in order to change guidelines and gauge the success of the
bunino-s.13
Supervision--Supervision pertains to overseeing
the functions of the employees. This is the level in business
where people are told what to do and how to do it. It is
essential to an effective operation and should comply with
the rule that every employee at the level of execution should
be under the direct supervision of a superior.l4
Theft--In criminal law, theft is defined as a lar-
ceny, and involves an act through intent or design to de-
prive the owner of his personal goods by taking, carrying
away, or converting from its rightful and legal place to
another place with a felonious intent to steal from the
owner. The thing taken must be something the law recognizes
as property, and is the subject of ownership. An intent
must exist in taking and carrying away the property to de-
prive the owner permanently of his goods or value without
a mistake or claim for the sake of a gain by the thief.
Larceny is also defined in general as being committed
by a person who wrongfully takes, obtains, or withholds, by

any means whatsoever, from the possession of true ownership

13William P. Dinsmore, "Management? Administration?
Supervision?--How Do These Terms Differ?," Qffice Executive -

14Mhnici al Police Administration (Chicago, Illinois:
The International City Managers' Association, Publisher,
1960), po 60. )






or any other person any money, personal property, or article
of value of any kind, if he intends to deprive or defraud
another person permanently of the use and benefit of the
property or to appropriate the same to his own use or the
use of any person other than the true owner.

Dishonesty--Dishonesty is conduct that may be inter-
preted as meaning intentionél taking, accepting, or keeping
by an individual of anything not rightfully belonging to
him, or fraudulent misrepresentation. This is an act re-
flecting a lack of integrity.

Fraud--Fraud is a deceit or a trick. It is committed
by cheats who become involved in fraudulent disposition of
money or other personal property delivered or entrusted to
them. This category of dishonest behavior could pertain
to false statement, fraudulent registration or practices,
false billings or sales, and the fraudulent obtaining of
a signature to any written instrument with intent to defraud.
In a wider sense it includes all acts, omissions, or con-
ceélmentn by which one person obtains an advantage to the
prejudice of another as an act in violation of the relations
of trust and confidence.15

Embezglement--Embegglement is an act devised as a

scheme to obtain money illegally. The treatment of thefts,

15

Michigan Police Law Manual (Michigan Association
of Chiefs of Fofioe, publisher, 1954), p. 251.
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frauds and cheats, as defined above, are placed under the
general heading of larceny. The difference between the
various forms of larceny lies in the type of ownership or
custody the offender enjoys at the time of the violation.
Here we define a "white collar crime®™ as the fraudulent
appropriation of money by a person to whom it is entrusted.
The person is confronted with a combination of opportunity
and temptation. The motivation is profit, financial gain,
or a desire for power.16
Praudulent appropriation of money or goods entrusted
to one's care by another is embezzlement. The crime may
be found in banks or trust companies involving an agent or
employee; in property transaction covered by chattel mort-
gage, contracts of purchase, or lease. Perhaps the embegzler
is a warehouseman who issued a false receipt or certificate
to receive property entrusted to his care and converts it
to his own use. | _
Defal&ation—-Defalcation ie another term used for
the act of stealing or misusing funds entrusted to one's
care. It is found in fraud losses created by fictitious
inventories, increasing amount of suppliers' invoices, fail-
ure to record sales, shipping merchandise to employees'

homes for disposal, falsifying inventories on hand, and

16charles E. 0'Hara, Pundamentals of Criminal In-

vestigation (Springfield, I1l1InoIs: Charles C. Thomas,
Publisher, 1961), P. 294,
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many other dishonest acts designed to steal. This term is
often associated with business irregularities to cover mis-
appropriation through false entries in accounting or mer-
chandising records.

Falgification of records--This pertains to the al-
teration of any official records kept by a firm to reflect
accurate transactions of business activities. The records,
a product from financial accounts and inventory figures,
are changed to reflect false information to cover up unauth-
orized withdrawal of funds or theft of merchandise.

Manipulation of inventories--This practice consists
of any deviation from an inventory control system represent-
ing all stock in proper quantities. This practice of manip-
ulation may provide for shortages to hide merchandise losses
or to reflect an overstock on hand for future thefts. The
written records are changed to show incorrect amounts for
illegal purposes.

Internal controls--These are methods or procedures
established by accounting principles and stock controls to
show funds and merchandise on deposit or on hand. The pol-
icies for controls are established by management to detect
any weakness of a prescribed security system and prevent
defalcations., These internal controls are instituted to
improve serious defects in security procedure or the assign-
ment of personnel used in control of financial and property

records to safeguard assets. This is management's first
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line of defense that must meet the needs of each organiza-
tion, and must be reviewed continually and improved to de-
termine operational efficiency.l7
Pilferage--This is a reference made to the act of
stealing by taking small amounts of property or articles
of little value.
Polygraph-lie detector--An instrument used in the
recording of deception reflected on the emotional changes
of an individual, this mechanical device records the changes
in blood pressure, respiration, pulse, and other organic
changes. Trained operators of a lie detector can read the
charts made by the instrument showing emotional changes of

the human system when confronted with the truth on answer-

ing with a lie.

17Charlea A. Stewart, "Internal Controls and Defal-
catizga,' New York Certified Public Accountant (June, 1959),
PP-. 5-42T.
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Table I
Spot Check Surety Bond Coverage and Lossl8

(Insured) (Employee) (Loss) (Bond)
Wholesale Produce Bookkeeper $185,820 $25,000
Dress Manufacturer Dept. Manager 43,000 20,000
Plumbing Supplies Warehouseman 17,000 2,500
Retail Dairy Office Mgr. 11,000 2,500
Furniture Dealer Credit Clerk 22,000 5,000
Coal & Ice Company Bookkeeper 28,240 5,000
Wholesale Grocer Salesman 29,345 12,500
Hospital Chief Clerk 15,000 5,000
Paper Mill Paymaster 45,000 10,000
Public Utility Treasurer 99,139 25,000
Machinery Mfrs. Sales Mgr. 96,940 50,000
Export-Import Bookkeeper 65,891 20,000
Department Store Several 81,000 15,000
Meat Packer Supt. 43,404 10,000
Automobile Dealer Distributor 98,700 50,000
General Mdse. Cashier 22,000 3,000
Heater Mfr. Manager 30,000 10,000
Refrigerator Mfr. Cashier 20,810 5,000
Rubber Mfr. Bookkeeper 126,700 26,000
Steamship Company Asst. Cashier 65,000 1,000
Advertising Billing Clerk 90,875 10,000
Auto Dealer Bookkeeper 31,361 10,000
Department Store Floor Manager 18,500 10,000
Poundry Bookkeeper 36,000 7,500
General Mdse. Mansger 15,200 10,000
Grain Dealer Elevator Mgr. 26,306 10,000
Hardware Credit Mgr. 40,871 10,000
Mfr. Radio Tubes Several 48,000 20,000
Novelty Mfr. Shipping Clerk 34,696 12,500
O0il Drilling Supervisor 30,882 10,000
Paper Products Warehouseman 25,551 15,000
Rubber Products Office lgr. 150,500 25,500
Tobacco Products Bookkeeper 43,000 10,000
Wholesale Grocers Cashier 52,348 10,000

ISSafe ards ainst Employee Dishonesty in Business
(New York:™ The Surety Asaocia?fon of America, %c?oﬁer, 1962),

ppo 1"230
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Table II

Location of Lossesl9

Number Defalcations
Alabama 28 $ 92,634,.51
Arigona 4 3,055.10
Arkansas 21 59,851.99
Colorado 10 55,216.48
Connecticut 23 26,268.84
Delaware 2 31,262.00
District of Columbia 30 55,934.00
Florida 45 78,274.01
Georgia 27 37,131.37
Idaho 2 72,832.72
Illinois 61 59,600.51
Indiana 37 38,508.99
Iowa 7 16,343.00
Kansas 18 574,687.22
Kentucky 10 13,371.48
Louisiana 19 26,854.26
Maine 1l 2,850.00
Maryland 15 46,308.96
Massachusetts 5 12,940.76
Michigan 21 32,238.62
Minnesota 12 20,600.51
Mississippi 18 37,910.97
Missouri 15 97,049.86
Montana 1l 1,827.00
Nebraska 5 2,814.66
Nevada 6 19,190.86
New Hampshire 2 8,492.00
New Jersey 10 150,981.84
New Mexico 10 20,889.06
New York 56 461,945.94
North Carolina 19 30,332.41
North Dakota 3 853.73
Oklahoma 15 32,562.08
Oregon 4 5,225.00
Pennsylvania 54 161,775.21
Rhode Island 2 1,230.00

19Fmbezzlers: A Post War Study of Defalcations in
Business, - (Maryland: United States Fidelity and

Guaranty Company, 1950), pp. T-8.







15

Number Defalcations
South Carolina 8 $ 16,931.54
South Dakota 2 1,400.00
Tennessee 22 127,508.29
Texas 30 37,805.86
Utah 11 25,967.05
Vermont 1 590.00
Virginia 11 11,435.61
Washington 8 10,397.47
West Virginia 16 26,906.73
Wisconsin 18 33,914.13
Wyoming 8 233,107.02
Alberta 6 11,161.86
British Columbia 6 12,562.88
Manitoba 3 6,194.21
Nova Scotia 4 6,470.36
Ontario 62 282,784.89
Saskatchewan 7 8,850.24
Quebec 40 76,690.35
Alaska 3 2,662.00
Canal Zone 8 25,874.61
Hawaii 2 2,980.00
Puerto Rico 1 18,650.00
Foreign 10 33,076.64

1,001 $3,684.641.27
Men 845 33,5449222'89

Women 156 140,418.38






CHAPTER II
METHODOLOGY

The hypothesis that "management's policies and at-
titudes toward employee dishonesty are significant factors
in controlling or minimizing employee dishonesty" was tested
through a review of the literature on the subject and a
field survey of selected manufacturing enterprises.

The sample consisted of twenty automobile accessory
enterprises. Dual considerations of economy and manageability
oanaod the number of enterprises to be limited to this min-
imum. The firms were chosen by categories within the acces-
sory industry from the listings in Thomas' Register for
American Manufacturers.l The categories selected were:

(a) Batteries, (b) Gears, (¢) Locks, and (d) Parts. Each
category was initially placed in a sige group according to
an asset code rating shown in the Register. This size group-
ing proved impractical, so it was eliminated in favor of a
grouping by total number of employees in each firm. The
Arirn 8ize established by the investigator was as follows:

Number of Employees Pirm Size
100 or less Small
1

Thomas' Register of American Manufacturers (Fifty-
third editlon; New York: Thomas Publishing Company, 1963).
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101 to 400 Medium

401 and over Large
A representative sample was then chosen. This sample was
considered adequate to test the hypothesis.

After the review of the literature and sample se-
lection, it was decided to rely upon interviews with manage-
ment personnel rather than mailed questionnaires, and to
study a limited number of cases intensively. It was felt
that the interview would bring better results for collecting
data.

A pre-interview schedule (Appendix A) was constructed
to determine the ability of the respondent to answer ques-
tions in the interview schedule that followed, and to col-
lect basic data about each firm. An interview schedule
(Appendix B) was constructed to collect data about manage-
ment's policies and attitudes, control methods and techniques,
and the loss experiences of each firm.

Prior to extensive use of the survey instruments,

a pilot survey was conducted in Lansing, Michigan, to de-
termine the utility and accuracy of the interview schedules
as data collecting instruments. Economy again was an influ-
encing factor. Lansing was made the base point for compil-
ing the study. Firms selected in the pilot survey were
accessible to the base point. Upon completion of the pilot
survey, three questions were eliminated from the pre-inter-

view schedule and one from the interview schedule. Questions
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eliminated proved to be of no value in the survey since
they offered no useful information for analysis. After
revision, the instruments were used in the field on the
primary survey group.

Firms selected were indexed in numerical sequence
from 1 to 20. Each firm was assigned a code number for fur-
ther reference in the data analysis. The number assignment
was made to strengthen the quantity and quality of the data
collected by assuring the respondents that their names and
firm names would not be revealed in this study. Thus, the
investigator was later able to trace responses to each ques-
tion by firm in order to chart and compare data in the anal-
ysis.

The sampling process was not made without problems.
For example, difficulty arose in selecting the original
twenty firms. Seven were eliminated from the survey for
various reasons; two were too small to be of any value; one
was out of business; one refused interview because it had
no theft problems; one moved to an unknown location; and
management was too busy to be of assistance in the other
two firms. Selection of additional firms from the source
previously mentioned was necessary to rebuild the twenty
firm requirement. Two firms in the added selection refused
interview, one required clearance from a main plant at a
different location, and the other indicated that management

was too busy. An example of a refusal is shown in Appendix C.
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Twenty firme were finally obtained, however, to complete
the required sample.

Two methods for obtaining interviews were employed
in this survey: letters requesting appointments, and a
non-appointment, in person, interview. The most successful
approach recommended for future studies was the unannounced
appearance with sufficient introduction to make an interview
appealing. The other method, letters requesting appeint-
ments (Appendix D), was not a good procedure and proved un-
productive. Six letters were mailed in advance to the De-
troit area; one firm accepted; two failed to respond; one
refused, stating that it had no employee theft problems;
and one had a sales office in Detroit, with its production
plant in a state outside the survey area. The sixth firm
was closed.

BErrors were also detected in the sampling. PFirms
in the manufacturing categories that did not make finished
products were not a good choice for this study. Their prod-
uct had no theft value for the dishonest employee. The cate-
gory by capital rating 4id not prove of significant value
in determining size of each firm. Some samples were rated
high in tangible capital assets but hired a small number
of employees. The number of personnel employed is recom-
mended for future studies in selecting a category by sise.

After all the respondents had answered in both pilot

and primary survey groups, the data were merged to provide
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more bulk for analysis. The data were then analyzed and
the results studied to learn management treatment of the
problem in the survey sample.

Limitations of the study. It should be pointed out
here that the investigator considered this study one of sev-
eral needed in the area of theft control to learn more about
the attitudes of management toward the problem.

The study was confined to a small universe defined
as the survey area from the Detroit-Lansing-Jackson-Rochester,
Michigan, and Chicago, Illinois, manufacturing complex; this
limited the survey research findings to only a segment of
the manufacturing area.

The enterprises selected placed a further limitation
on the amount of information gathered. A larger sample would
bring more data, but would be too expensive to handle and
would require a large staff of analysts. The study, there-
fore, is not complete nor even a representative picture of
the employee dishonesty problem, but is rather in the nature
of an exploratory probe of a selected group of enterprises.

Reactions received in a single personal interview
had other limiting factors with regard to how questions were
answered by each respondent, a difference in view toward the
problem and the varying company policies for theft control.
These limitations had an influence on the quantity and qual-
ity of the information received for data analysis.

Organization of Remainder of Thesis. Literature on
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the subject of employee dishonesty was reviewed to provide
an understanding of the problem; to obtain sufficient in-
formation for a field survey; to comstruct accurate survey
instruments to test the hypothesis.

In order to provide a general understanding of the
problem, Chapter III summarizes the literature on the sub-
ject of employee theft and dishonesty in business and in-
dustry, fidelity coverage, and the use of the polygraph as
an aid in theft detection. Since dishonesty is increasing
in today's economy, a review of theories of the causation
of employee dishonesty is included heres.

Chapter IV contains case studies on six firms from
the survey sample. These studies compare the policies and
‘attitudes of menagement in the firme that experienced dis-
honesty losses.

Chapter V covers the basic data collected from the
pre-interview schedule and preparation of the respondees
for the test interview. The information included in this
chapter pertains to data about the respondent's experience
in relation to his firm.

Chapter VI pertains to the results of the research
findings concerning policies and attitudes of management
in the firms surveyed. It covers such data as causes con-
tributing to employee dishonesty or theft, security organiza-
tions and duties, corrective action against offending em-

rloyees, and management's views on those items.
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Chapter VII is devoted to research findings pertain-
ing to security control methods and techniques found in the
surveyed firms, the effectiveness of security controls, and
a report on the problem in the selected sample.

Chapter VIII is a report on the loss experiences
found during the field survey. It covers all forms of die-
honesty losses including theft for the year 1962 and ten
years prior to 1962. Information about fidelity bonds and
honesty insurance is covered in this chapter.

Chapter IX is an analysis of the survey research
findings showing the relationship between loss experience
and management's policies, attitudes and controls. This
is the portion of the thesis devoted to a comparison of the
data collected from the firms surveyed and shows by compar-
ison the approach the survey firms have regarding controls
to minimize the problem. Summary is made of the data col-
lected in the form of charts.

Chapter X contains the conclusions and recommenda-

tions.
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CHAPTER III
REVIEW OF THE LITERATURE

The problem of employee dishonesty is the subject
of previous studies discussed in numerous publications.
Books on the theories of causation in white collar crime
provide an understanding of the behavioral pattern involved
in this type of violation. The bulk of printed material
on the subject is found in periodicals, booklets, and jour-
nals published by business and industrial associations.

Reading selections reflect the magnitude of the
problem of employee dishonesty throughout the United States.
These selections, as summarized below, give the reader a
broad view of the problems involved, and may be used as

clues for further research and study.

Theories of Causation
A number of attempts have been made to find an an-
swer for the existence of employee dishonesty. One theory
offered by Donald R. Cressey, Professor of Criminology,
University of California, Los Angeles, is summarized as
follows:
Trusted persons become trusted violators when
they conceive of themselves as having a financial
problem which is non-sharable, are aware that this

problem can be secretly resolved by the violation
of the position of financial trust, and are able to

23
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apply to their own conception of themselves as users
of entrusted funds or property.

The defaulter, according to this theory, has an un-
usual economic need, must have an opportunity and technical
knowledge to commit a fraudulent act, and have overcome his

own conscience by some rationalization such as thinking the

money is only borrowed and will be paid back.2

The techniques used in violations of trust are
those acquired by a person of average intelligence
or learned during the course of training and exper-
ience needed to hold a position of trust. Once ac-
quired, those techniques could be used for legal or
illegal purposes. For example, the embezzler feels "5
he is not stealing from his firm, but merely borrow- }
ing the money. By the same degree, there are those
who feel cheating or stealing from a large corpora- !
tion is not criminal and that the act is proper |
under certain situations.? ,~[

\

Cressey further defines his theory by stating that
trust violation is a compulsive crime prompted by uncontrolled
compulsion of a person's will, judgment, and ego that comes
from within the person. This uncontrolled compulsion is
associated with different roles in life, and each person
acts out these different roles with the hidden emotional

forces of his own mind. ZEach person's reaction to a role

1‘Donald R. Cressey, Other People's Money (Glencoé:
The Free Press, 1953), pp. 33-15.

2

Jaspan, op. cit., pp. 233-245.

3:Donald R. Cressey, "Application and Verification
of the Differential Assocliation Theory," Journal of Criminal

Law! Criminology and Police Science (May-Jume, 1952), pp-.
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depends on his state of mind when applying the test of right
or wrong, or merely acting without thought. For example,
a person in our society may feel comfortable committing an
illegal act connected with his firm. This may be the ac-
cepted attitude of his group. It may account for his be-
havior in terms of motives which are sanctioned by his group;
therefore, he has the will to steal. The compulsion to steal
from his firm may be influenced by his social role reflect-
ing his identification in society which dictates his actions.4
Another theory indicates that a person may be a

non-conformist in terms of the law, but a conformist

in terms of his group; therefore, only a portion of

the people involved in thefts and defalcations become

involved in technical legal difficulties. The prem-

ise here suggests that antisocial conduct violates

social interests, but no standards are set to define

conduct that is not acceptable in all categories of

social behavior.>

There seems to be a tendency to think in terms of

excessive crime rates among certain classes of offenders,
but many offenders are not prosecuted. Their violations
do not reach arrest records; therefore, an accurate crime
rate count is not feasible, nor is it possible to present
data regarding all dishonest acts affecting business and

industry. The indexes of both crime and business conditions

'4Dona1d R. Cressey, "The Differential Association
Theory and Compulsive Crime, " Journal of Criminal Lawg Crim-

inology and Police Science (May-June, 1954), pp.

5Paul W. Tappan, "Who Is the Criminal," American
Sociological Review (February, 1947), pp. 96-102.
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have varied so that no valid generalization can be made
to compare accurately the crimes of the several classes.
FPor this reason, official crime statistics are not accurste.
People who become violators have different incentives for
their crimes, but may never be counted as criminals.6
Durkheim, an eminent French sociologist as far back
as 1897, provided part of the answer. He showed that an
industrial civiligation, in proportion to its rapidity of
development, tends to suffer an ill which may have some
reference to the lawlessness of the times.
Today Durkheim's comment may be interpreted to mean
that technical advancements have developed into a period
of an exceedingly rapid economic growth which contributes

to the possible disturbance found in commercial integrity.7

Fidelity Coverage, Dishonesty and Theft in Business
Employers, in general, fall into two categories
regarding the trust they place in the honesty of their em-
ployees: Those who feel a trusted employee will not steal
and those who are realistic in their attitudes and protect
themselves by insuring against employee theft.
Indemnity against dishonesty is the oldest form of

suretyship in existence. The coverage by & corporate surety

6Edwin H. Sutherland, White Collar Crime (New York:
The Dryden Press, 1949), pp. 174-176.

TElton Mayo, Human Problems in an Industrial Civili-
gation (New York: The Nacmillan Company, 1933), pp. 129,
111’1140
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reimburses an employer for any loss of money or property
sustained by a dishonest act of a bonded employee. TYet,
many business organizations are not covered by bonds.8

The boﬁh protects the assured against losses of
property; however, when a loss occurs, management must show
the exact cause of the loss to collect from the bonding
company. A shortage created by breakage, over measuring
or payment of goods not received, errors in the records
or in taking a physical inventory are not covered by the
bond. Once an item is in stock, it loses its identity;
therefore, policies should be established to control this
stock. PFalse entries are not thefts, but are made to con-
ceal a theft. Assets must be protected by proper entries
that connect an employee directly with the dishonest act
to bind the carrier under the fidelity bond.9

The chances of sustaining a fidelity loss today are
greater than they were a few years ago. It is difficult
to understand how so many executives lack comprehension of
frauds as a business threat or any knowledge of protecting
their company against it. Many times those in management
positions divert their thinking to other policies and do

not realize prevention of fraud is also important to the

8. W. crist, Jr., Corporate Suretyship (New York:
McGraw-Hill Book Company, Inc., 1950), pPp-. §§-§06.
9Samuel Komoroff, "Fidelity Claims Require Further
fgzof,' Weekli Underwriter (November-December, 1960), pp.
9, 11 9 3

.
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company's existence. The primary responsibility for safe-
guarding the assets of any business, detecting errors and
frauds, rests with management.lo

An effective plan to reduce dishonesty losses must
be established. If this is not accomplished, the "silent
partner,® the employee, may share illicitly in the firm's
profits, and bring it to the brink of insolvency. Protec-
tion against this requires a good plan for internal control.
It requires good personnel practices to fill all positions
with qualified people who meet job requirements. The plan
itself should receive periodic review for possible improve-
ments to curdb thefts. Management should erect every normal
barrier against employee dishonesty including good working
conditions, reasonable hours, adequate wages, and opportuni-
ties for advancement for the labor force.

Many well established business concerns have ade-
quate protection against employee dishonesty, but there are
those that are not properly protected and expose themselves
to the hazard of dishonesty losses.ll

To illustrate further the necessity for management

established policies to control employee dishonesty are
the findings resulting from an inquiry made approximately

1ORobert M. Blake, "Employee Dishonesty Can Ruin

You," Credit and Financial Management (October, 1960), pp.
22, 40_1'2'____5__, .

1l"Safeguarda Against Employee Dishonesty in Bus-
iness® (New York: The Surety Association of America, Octo-
bel‘, 1962)’ ppo 1-230
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fourteen years ago of 1,001 embezzlement claims. These
findings are reflected in Tables III and IV. These tables
show several reasons for stealing.

Business generally was booming after World War II;
profits were high; there was little penalty for lax manage-
ment; and the supervision of operations was not as efficient
as before the war. Money was spent freely and temptations
abounded. A recheck of well established safeguards against
embezzlement immediately following the war would have pre-
vented much of the dishonesty losses.12

There is a growing concern today about the upward
trend of dishonesty losses. Internal control is perhaps the
most effective preventive method to reduce losses, but it
will not prevent all of them. For example, an independent
audit wiil uncover frauds, but will not disclose all irregu-
larities. In spite of management's efforts to prevent ir-
regularities, defalcations still occur.

The increasing trend of dishonesty losses emphasized
a need for a survey on dishonesty exposure which was made
by the Surety Associations of America. The survey pertained
to such exposure factors as total assets, goods on hand,
annual gross sales or income, nature of the business, size
of the firm, and the number of employees. Upon completion

of the survey, a formula was developed to determine a Dishonesty

12nEmbezzlers,” op. cit., pp. 1-29.
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Exposure Index for a commercial risk of any size or type.

The Dishonesty Exposure Index was derived from two prineciple
elements in dishonesty losses: (1) Current Assets, and

(2) Gross Sales or Income. The current assets were treated
as values subject to a loss at all times, and the gross sales
or income reflected turnover in those values. The index

was figured in the following manner:

(1) Enter the firm's Total Current Assets
(cash, deposits, securities, receiv-
ables, goods on hand, etc.) $
A. Enter the value of Goods on Hand
(raw materials, materials in pro-
cess, finished merchandise or
products) $
B. Enter 5% of A $
C. Enter Current Assets less Goods
on Hand, i.e., the difference
between 1 and 1-A $
D. Enter 20% of C $

(2) Enter Annual Gross Sales or Income $
A. Enter 10% of (2) . $

This total is the firm's dishonesty
exposure index

Table V presents graduated brackets of the Exposure In-
dex and the suggested minimum amounts of honesty insurance
for each bracket.

An instance of how the formula works is shown in the
following example for a wearing apparel manufacturer:

(1) Total Current Assets $950,000
A. Goods on Hand $600,000
B. 5% of A : $30,000
C. Current Assets less Goods on
Hand $350,000
D. 20% of C | $70,000
(2) Annual Gross Sales or Income $3,000,000

A. 10% of (2) $300,000
Total (Exposure Index) 3%35?555
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In Table V, the $400,000 Exposure Index falls in
Bracket Number 4 (250,000 to 500,000). This table can be
used to determine a minimum amount of honesty insurance.
In the above example, the insurance is figured to fall be-
tween $75,000 and $100,000 or by interpolation, the minimum
coverage should be 390,000.13

It is apparent that in the normal course of business
key personnel must be entrusted with certain phases of the
operations. If they decide to convert assets to their own
use, what can be done to stop them? A fidelity bond may be
the answer.

v The chance that a company will remain free from
defalcations is in proportion to the supervisory measures
adopted to enforce adherence to efficient and honest prac-
tices. Management is responsible to keep its own house in
order by a good system of internal controls adopted to pro-
tect assets, keep check on accounting data, produce good
operational efficiency, and firmly encourage adherence to
prescribed policies.14

Regardless of the interest in the resources of a

company, defalcations have been rising, and in almost every

case dishonesty losses are linked with poor controls permitting

13"How Much Honesty Insurance," (New York: The
Surety Association of America, November, 1961), pp. 1l-12.

14R. L. Ballard, "Keeping Employees Honest," Credit
and Financial Management (October, 1957), pp. 20, 21, 38.
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malpractices in business administration.l5

Norman Jaspan commented that retail management in
1959, and for the past 37 years, showed 70% of all inventory
shortages resulted in malpractices, 35% were from honest
clerical errors, and 5% from shoplifting. Department stores
in 1959 suffered a $140 million loss from employee dishonesty,
supermarkets $100 million, hardware retailers and wholesalers
$90 million, discount houses $25 million, variety stores
$60 million, drug retail and wholesale $50 million, and the

rest of the retail field lost $140 million.1®

"Dishonesty
is a by-product of management.® Jaspan further states:
Ineffectual administrations, heavy day-to-day pres-
sures and executive complacency is the primary
significance that encourages theft. Vital opera-
tions and controls are neglected in the battle for
sales expansion.l7
Honest businessmen can help decrease trust viola-
tions by proper supervision. Policies can be made to pre-
vent losses. In any situation management should not create
an atmosphere conducive to theft. Work should be divided
80 no one employee entirely controls any record or transac-
tion. Checks should be made to verify the work of others.
The labor force should be generally informed of the

existence of checks and controls. However, it is not necessary

15charles A. Stewart, "Internal Control and Defal-
cations,"zNew York Certified Public Accountant (June, 1959),
ppo 415"'4 Io

ls"Inventory Losses: Are Employees Stealing from
You," Electrical Merchandising Week (April 24, 1961), p. 6.

171pia.
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for them to be aware of specific checks or reviews at any
particular stage of an operation.

The insertion of controlled errors into a program
is frequently valuable for detection of inefficient perform-
ances and malpractices.

To insure prompt follow-up of managerial instructionmns,
key executives should inspect work areas to determine ef-
fectiveness of security devices, the presence of merchandise
in vulnerable or unauthorized areas, delays in processing
returnable merchandise or unprocessed documents, and the
inadequate safeguarding of key control documents such as
purchase orders, production records, or inventory sheets.

In all cases, it is important to estimate carefully
the capabilities of employees. Unrealistic goods, quotas,
or budgets can create failures in operations leading to

loss of time and material.18

Dishonesty and Theft in Industry
Surveys conducted by the National Industrial Confer-
ence Board in 1955 show that theft control programs in in-
dustry put more emphasis on theft prevention than the appre-
hension and prosecution of the thieves. Several firms pro-
vided for an employee education program, improved supervision,

screening job applicants, and a general overhaul of internal

18Norman Jaspan, "Stopping Employee Theft Before It
Starts,” Management Review (January, 1960), pp. 51-52.




34

controls rather than prosecution of a dishonest employee.
Prompt reporting of all thefts was encouraged, so action
could be taken to cut down on the losses. Three-fourths
of the companies in this survey reported that they dismissed
dishonest people found guilty of theft, but prosecuted only
when large amounts of money or property were involved, or
when the property was stolen for resale, or if the thief
was not an employee of the firm.19
The intensity of a theft investigation depended upon
the value of the goods stolen. For example, a large theft
ring might find elaborate techniques used by company investi-
gators to solve larcenies while small thefts or pilferage
would be treated differently.zo
Management's role in the theft problem is not an
easy one with respect to discharging a dishonest employee.
Labor arbitrators intervening in these cases are reluctant
to uphold the discharge on grounds of dishonesty or theft
because of re-employment difficulties of the person discharged.
Therefore, arbitrators require proof by the same general
rules of evidence used in a court of law.

Labor-management contracts make the dishonest act

of employees grounds for discharge, but the arbitrators will

19"Industrial Theft Control: A Survey of Company
Practice," Management Review (April, 1955), pp. 249-250.

20744,
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not always go along with this and usually set aside the
discharge. Arbitrators seem to favor suspension in these
cases providing the employee is guilty "in fact" of an of-
fense of sufficient gravity to warrant the suspension.21

In spite of this attitude of labor and management,
some industries are using tougher tactics to curd their
losses. They no longer regard thefts as part of a game.
Other companies still regard theft from their plants almost
as a way of life and resist it only passively. Those that
take a serious interest in the problem have improved their
methods to cut down pilferage to some degree.22

In other instances, over-tolerant, lax management
is frequently blamed for employee dishonesty. ILittle notice
is given to the merchandise thefts, but this is a problem
in industry where small, easily secreted items are acces-
sible.?>

Cases have been recorded where a trusted employee had
an elaborate workshop at home, equipped entirely with items
pilfered from his employer. Such a situation could not happen

if preventive methods were administered in time by supervision

21Anthony F. Vaiana, "Discharge for Dishonesty and
Theft," Labor Law Journal (May, 1959), pp. 330-341.

22"Crackdown on In-Plant Pilfering, "™ Business Week

231rvin Ross, "Thievery in the Plant,"™ Fortune (Oc-
tober, 1961), pp. 140, .143, 202, 204, 207.
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and higher management. However, it can happen if there
are operational inefficiencies.24

Physical security, complete inventories, deception
and detection devices, intrusion devices, electric alarms,
closed circuit television, photographic equipment, or even
trained dogs may be used to provide counter measures to pre-
vent thefts, but it is not always possible to have absolute
security. Even physical controls have their limitations.

It would be wise to consider causes contributing to
thefts, and provide effective remedies. For example, proper
influence directed toward employee conduct will discourage
indiscreet acts and violations of rules established by or-
ganized society. Moral integrity cannot be installed by
decrees of legislation. It must be learned by presenting
definite loss-conscious methods. In fact, such a program
is strengthened when employees are convinced that prompt
action will be taken against violators--that they are held
accountable for their dishonest acts.25

A National Industrial Conference Board study offers
the following suggestions to avoid losses:

l. Conduct an employee education programn.

Run a series of articles in your plant paper

or on bulletin board notices emphasizing the

threat of job loss in case of thievery. Pub-
licize the solving of a theft.

24Ray C. Taylor, "Put the Lid on Larceny," Super-
visory Management (February, 1961), pp. 35-41.

25Estes, op. cit., p. 22.
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Alert your supervisors to theft prevention.
Make sure they understand the importance of
controlling pilferage. They can take precau-
tions against "open temptation™ conditions and
loose practices which inspire thefts. They
should report all thefts when discovered so
immediate action can be taken.

Improve your inventory control and auditing
procedures.

Slipshod controls are an invitation to theft
because the loss may not be discovered. Per-
iodic inspection by department heads and pro-
tection personnel on how property is handled
helps develop better procedures and reduces
chances of theft.

Improve vehicle control and package pass systems.
It's best to keep as many vehicles out of the
plant as possible. These are helpful: Vehicle
inspection before leaving premises, escorts
for all vehicles entering premises, entering
and departing authorization systems. Package
pass systems take many forms; most employ use
of s8lip signed by authorized person describing
material being taken out, time and date, em-
ployee's name and clock number.

Maintain a good leck and key control system.
Good systems provide complete records of all
locks and keys and to whom issued or loaned.
A charge is normally made for lost locks and
keys. Master key sets go to security personnel.

Improve your guard force.

Train them to recognize abnormal employee actions

which might be a tip-off to a possible theft.
Guards should give special emphasis to certain
areas where thefts are more likely to occur.
Rotate your guard force so that guards do not
become too friendly with other employees.

Loan tools or sell your products to employees
at cost.
Some companies, to reduce the theft of small
hand and power tools, have set up a system to
loan tools to employees for home use. Many
firms making household items like appliances,
radio tubes, power tools and similar items
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have a policy of selling them to employees
at cost.26

Any plant protection operation is an important func-
tion of a security system, but it is only a part. It is a
related function of internal controls, and is headed by a
Security Director.

The Chief Finance Officer of a firm is responsible
for the internal financial controls, to insure that the
plant receives all the material that it pays for, that it
ships no more or less than it charges the customers, that
inventories are not improperly dissipated by fraudulent
disposal of production items or scrap and salvage materials.

Both the Security Director and Finance Officer should
evaluate security checks in terms of the susceptibility of
the items to theft and the opportunity for collusion between

employees and others outside the plant.27

Use of the Polygraph in Business and Industry

There has been an increase in the use of the poly-
graph in the past ten years; more and more companies are
making use of the lie detector. The increase can be attrib-
uted to a growing security consciousness in business. Howard

Winter, of Burns' Industrial Management Control Department,

26nppest Control," Steel (August 23, 1954), p. 53.

2Ty, H. Corrigan, "Industrial Security and the In-
ternal Auditor," Internal Auditor (June, 1959), pp. 61-68.
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feels dishonesty is increasing and stated, "People are.less
honest now than they used to be; too many live beyond their
means." The lie detector is an effective method being used
to ferret out these defaulters.

The polygraph is chiefly used by businessmen to
track down missing property and cash. The court's attitude
against this technique is no barrier in a business investi-
gation since the company is seeking a confession with identi-
fication of accomplices and possible recovery of the lost
valuables, rather than a conviction.

Another common industrial application is the per- "
jodic personnel check. One midwestern firm obtained an
80'per cent admission from its workers to thefts averaging
two dollars a week or more. The use of the polygraph for
spot checks served as a psychological deterrent to dishon-
esty in reducing theft.28

Probadly the most controversial application of the
polygraph in business is its use in pre-employment testing.
Job application evaluation is primarily used to determine
& person's suitability for employment regarding his char-
acter, emotional stability, loyalty, honesty, and other
traits of personality. A suggested method for this evalu-

ation, to supplement time-consuming pre-employment screening,

28"Business Uses the Lie Detector," Business Week
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is the use of the polygraph. This method is capable of
determining more about a person who applies for employment
than could be determined by other techniques.

The polygraph is a useful tool for screening appli-
cants and it is recommended when used properly. But it is
not infallible. There are other problems with its use that
concern labor. Labor simply does not like_ the lie detector.
For this reason, expansion of its use in business was in-
itially retarded.

In recent years, the commercial use of the lie de-
tector has been made available to businesses where honesty
is an attractive quality to an employer. MAanagement, on
the alert for employee dishonesty, has been increasing the
use of the polygraph.29

Leon H. Weaver, Professor, School of Police Admin-
istration and Public Safety, Michigan State University,
states, regarding the use of the polygraph in such situa-
tions:

Management has other ways of gaining informa-

tion about employees--tests, questionnaires, inter-
views, and, probably best of all, first hand ob-
servation of performance. These ways may seem

slower and more time-consuming, but in the long
run are still the best a company can use.>0

29Leon H. Weaver, "Industrial Personnel Security:
Cases and Naterials" (Springfield, Illinois: Charles C.
Thomas, 1963, unpublished manuscript), pp. 191-202, 215-216,
243,

307pid., p. 249.
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The polygraph serves a useful purpose, however,
and has backers on both sides of the argument. Tests made
by the lie detector are disliked by those connected with
them, but the polygraph is placed in the same category as
other tests that employees and job applicants are asked to
endure.31

The value of the polygraph is considered to be over-
rated and can do more harm than good in the way it is used.
Professional psychologists who have been doing extensive
research with polygraph techniques contend that polygraphic
measures are not valid; the results obtained are not reli-
able; and serious moral questions surround "trial by poly-
graph."™ They feel there is really no effective mechanical
technique available to learn information that workers do
not want to divulge.32

This struggle over the use of the polygraph will
probably resolve itself only after further examination of

the problem by both sides to determine future applications
and their appropriateness in this field.

311pid., p. 250.

32Richard A. Sternbach, Lawrence A. Gustafson, and
Ronald L. Colier, "Don't Trust the Lie Detector," Harvard
Business Review (November-December, 1962), pp. 128, .
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Table III
Theft Causes--Men33
Number Per Cent

Grudge against employer 23 2.72
Saving for rainy day 1 .12
Domestic trouble--extravagant wife 33 3.91
Operation of another business 17 2.0
Irresponsible 34 4.0
Inadequate income 40 4.73
Family illness 24 2.84
Own illness 20 2.37
Speculation 4 47
Women 56 6.63
Poor business manager 25 2.96
Accumulation of debts 24 2.84
Living above means 170 20.12
Gambling and/or drink 195 23.08
Criminal character 114 13.49
Bad associates--dupe 24 2.84
Reduced income 6 .71
Mental cases 2 .24
To replace lost money 2 24
Aftermath of war 5 «59
To finance marriage 6 .71
To start elsewhere 6 .T1
To finance political candidacy 2 .24
Spent on hobby 2 24
To help friends 1 .12
Juvenile delinquents 3 .36
Got woman "in trouble" 3 «36
To pay alimony 1 .12
To pay for motor accident 1- 12
Mother-in-law 1 12

Total 845 100%

33"Embezzlers," op. cit., p. 20.



A

bt e

i

-

i

-

R



43

Table IV
Theft Causes---Women34
Mar- Di- Per
Single 1ried vorced Widows Total Cent
Family expenses 5 5 3 5 18 11.5
Husband unemployed - 1 - - 1 .6
Living above means 20 5 4 2 31 19.8
Husband responsible - 3 - - 3 1.9
Family illness 3 4 - 1 8 5.1
Own illness 2 1 - 3 6 3.8
Clothes--extravagance 4 6 5 1 16 10.3
Influence by man who
got part 10 - 3 1 14 9.0
Lost in business
venture 2 - - - 2 1.3
Gambling - 1l - 1 .6
Drink and dissipation 3 2 1 1 7 4,5
Criminal background 9 3 3 1 16 10.3
Weak character or dupe2 3 - - 5 3.2
Drug addict - 1 - 1 .6
Mental case 1 1 - 2 4 2.7
Pregnancy 2 1 1 - 4 2.7
To finance wedding 4 - - - 4 2.7
Grudge against em-
ployer 1 2 - - 3 1.9
To start elsewhere 3 1 4 - 8 5.1
Regarded money as
earned 1 - - - 1 .6
Juvenile delinquent 1 - - - 1l .6
To save cash - 1 - - 1 .6
Unknown - 1 - - 1 .6
Total 73 40 26 17 156 100.0

341pid., p. 24.
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Table V
Suggested Minimum Amounts of Honesty Insurance35

Bracket

Exposure Index No. Amount of Bond

1,000 § 25,000 l1 § 15,000 § 25,000
25,000 125,000 2 25,000 50,000
125,000 250,000 3 50,000 75,000
250,000 500,000 4 75,000 100,000
500,000 750,000 5 100,000 125,000
750,000 1,000,000 6 125,000 150,000
1,000,000 1,375,000 7 150,000 175,000
1,375,000 1,750,000 8 175,000 200,000
1,750,000 2,125,000 9 200,000 225,000
2,125,000 2,500,000 10 225,000 250,000
2,500,000 3,325,000 11 250,000 300,000
3,325,000 4,175,000 12 300,000 350,000
4,175,000 5,000,000 13 350,000 400,000
5,000,000 6,075,000 14 400,000 450,000
6,075,000 7,150,000 15 450,000 500,000
7,150,000 9,275,000 16 500,000 600,000
9,275,000 11,425,000 17 600,000 700,000
11,425,000 15,000,000 18 700,000 800,000
15,000,000 20,000,000 19 800,000 900,000
20,000,000 25,000,000 20 900,000 1,000,000
25,000,000 50,000,000 21 1,000,000 1,250,000
50,000,000 87,500,000 22 1,250,000 1,500,000
87,500,000 125,000,000 23 1,500,000 1,750,000
125,000,000 187,500,000 24 1,750,000 2,000,000
187,500,000 250,000,000 25 2,000,000 2,250,000
250,000,000 333’325,000 26 2,250,000 2,500’000
333,325,000 500,000,000 27 2,500,000 3,000,000
500,000,000 750,000,000 28 3,000,000 3,500,000
750,000,000 1,000,000,000 29 3,500,000 4,000,000
1,000,000,000 1,250,000,000 30 4,000,000 4,500,000
1,250,000,000 1,500,000,000 31 4,500,000 5,000,000

35wHow Much Honesty Insurance," (New York: The
Surety Association of America, November, 1961), p. 13.
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CHAPTER IV
CASE STUDIES

One technique for presenting information is through
utilization of case studies. The case studies presented
on the following pages indicate the relationship between
management's policies and its attitudes in the control of

theft.

Locker Theft

Firm Number 2 was an independent parts manufactur-
ing firm and had been in business for the past forty years
at their present location. The firm employed 280 people
and reported no special requirements for establishing in-
ternal controls to minimize dishonesty losses. The personnel
director was interviewed and had been employed for the past
twelve years in his present position. There were two em-
Ployees assigned to full-time security operations and six
performing part-time security duties.

During its period of operation, the firm had estab-
lished policies to reduce dishonesty losses and had developed
certain attitudes toward the problem. The policies and at-
titudes were apparently influenced by the type of operation
and items produced. This was a drop forge company producing

unfinished heavy steel casting that had no value to the

45



46

employee. They had experienced a past theft problem when
money was taken from an employee's open locker in the plant.
The offender was identified and discharged. They reported
no major problems with theft of company property or losses
of company assets other than some missing tools. The losses
for the past ten years were estimated at less than fifty
dollars.

This background led to the company policy of fre-
quent checks of tools and employee lockers. The internal
controls of the firm consisted of a perpetual inventory of
stock items and an unannounced annual audit of business
records. These policies were reported effective for the
purpose intended.

The personnel director felt that a poor personal
background, careless employees, gambling, and a person with
a mind to steal were the most important factors contributing
to the problem of theft and employee dishonesty. The policy
of discharging any person involved in such misdeeds was a
company rule.

Security operation duties were set forth in written
company rules and policies, and the respondent felt all
offenses contrary to company rules and the law should b3
prosecuted, except for stolen items valued at less than
$1.00. In any event, the general manager in this firm made
the final decision on the disposition of any dishonesty

case. His decision could lead to a reprimand for minor
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offenses, a discharge, or prosecution.

The security organization dealing with dishonesty
problems was reported to serve its purpose, but there was
a feeling that more personnel should be added to maintain
control over areas vulnerable to dishonesty losses.

To prevent dishonesty, scrap material was given to
employees for the asking. They did not have to steal it.
If a dishonesty case should arise, information about the
offense was referred to management: (1) from employees,
(2) supervisory personnel, (3) plant protection personnel,
(4) shop foremen, (5) the personnel director's supervisor,
and (6) the finance department.

The security control methods and techniques utilized
by this firm coincided with established policies, and were
reported to be effective. The firm had a $500.00 fidelity

bond on each employee.

False Piece Count

Firm Number 4 reported a dishonesty loss from a

false piece count to obtain more pay. The loss was not
reported as occurring within the past ten years, so no fur-

ther analysis was made on the data collected.

Theft Problem
Firm Number 5 was interesting from a case study
standpoint as they were experiencing a theft problem at

the time of the survey, and had had dishonesty losses in
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the past ten years. Their experiences were somewhat dif-
ferent from those found in Firm Number 2.

This organization was an independent manufacturing
firm producing a finished component part which may have had
a bearing on their problem. They employed 2,076 people,
considerably more than Firm 2, but reported no special re-
quirements for establishing internal control to minimize
dishonesty losses.

The security director was interviewed and reported
having been employed by the firm for thirty-six years, but
had only been in his present position for less than a year.
He was the head of the Safety and Security Division which
had sixty full-time and five part-time employees assigned
to their security operation.

Strangely enough, the Security Director in this
firm reported that there had been no internal control pol-
icies in effect to reduce dishonesty losses other than a
plant protection operation.

When questioned about his opinion on the plant pol-
icy, he stated, "It is effective up to a point, but doesn't
stop a lot of removals." He voiced an opinion on the causes
contributing to employee dishonesty and listed them in the
following order: (1) deterioration of morale, (2) loss
of respect for employer, (3) protection forces low, (4)
family sickness, and (5) a need for material for outside

activities. He ielt management could do more to control
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dishonesty losses by providing more guards and installing
detection devices.

Security operation duties were written in rules
and policies. The policies referred to plant protection
as evidenced by the comment made regarding internal controls.

The security director had a strong opinion favoring
the prosecution in appropriate court of offenders involved
in the removal of company property. He felt such action
would establish a precedent for future prevention as well
as recover the stolen property. He did not favor supervision,
discharge, or prosecution for minor theft, as he felt that
tolerance here brought about better labor relations. 1In
the capacity of Safety and Security Director, he made the
final decision on the disposition of dishonesty cases often
receiving advice from legal counsel.

There appeared to be an attitude factor in this
plant relating to security policies that required changes
by top management to minimize the theft problem. For ex-
ample, the respondent reported unguarded openings in the
plant where personnel entered and departed. He suggested
that a fence with three openings would help to prevent thefts.
The lack of surveillance in unguarded areas also contributes
to the problem.

The Security Director had the following duties to
perform: (1) administration, (2) report writing, (3) con-

tacts with department referrals and follow-ups for employees
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in need of further supervision, (4) inspection of areas

or operations vulnerable to dishonesty losses, (5) observa-
tion of places that contribute to the losses, and (6) in-
vestigation of dishonesty-protection personnel, shop fore-
men, supervisory personnel, employees, and the finance de-
partment. The only control techniques that existed in this
firm to prevent losses was the plant protection unit which
was considered under strength; consequently, it was not
very effective for the purpose intended.

The data collected from the respondent in Firm No. 5
indicated a constant theft problem which involved the re-
moval of merchandise and equipment. Control improvements
at the time of the survey amounted to a renewed plant pro-
tection effort, a monitoring system, and the addition of a
few more guards.

Losses were experienced in this firm in 1962. The
Security Director d4id not know the amount, as no loss fig-
ure had been recorded, but he stated the thefts were con-
tinually going on. When questioned about the annual losses
for the past ten years, he could not give the exact amount.
The firm was insured against such losses, but the amount of
coverage was unknown.

This firm was a good example for comparative pur-

poses and supported the test of the thesis hypothesis.

Tool Theft

Firm Number 10 was in the automobile parts accessory




<>

asd

-7




51

category and had been in business for thirty-six years in

the same location. It employed 720 persons and had estab-
lished special internal control requirements to reduce losses.
The Safety and Security Director was interviewed. He had
worked for twenty-three years for the firm and had super-
vision over twelve full-time employees assigned to security
operations. He had held his present position of Safety

and Security Director for nineteen years. The firm was a
branch unit of a larger organization. |

The respondent reported a parking lot near the plant
where employees could place things in their cars without
being seen. Theft prevention measures involved employment
of plant guards, supervision, rotation of operational per-
sonnel, and employee education.

Referrals on dishonest cases come from plant protec-
tion personnel, supervisory personnel, employees, and from
other plants.

This firm applied preventive measures and techniques
through a plant protection organization, lunch-pail inspec-
tions, truck checks, and patrols in parking lots and plant
areas. The Security Director considered this to be effec-
tive, but reported five thefts in the past ten years. The
theft problem was corrected by the removal of the operation
involved to another plant in the firm. The area in which
employee dishonesty existed led to false production counts

which were corrected by closer supervision.
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This firm made an effort to catch offenders by using
informants in the plant and publicized penalties for viola-
tions against company rules. Security operation duties
were covered by written rules and policies. Prosecution
was sought on the theft of any item, but not for fighting
or drinking. Any errors made in production count were set-
tled through labor-management contract without employee
lay-off.

This firm had good reasons for their efficient con-
trols. They experienced an inventory shortage in 1962 and
a theft of 81,800 worth of valuable tools in 1954.

The firm was insured for $100,000 against losses.

The Trusted Employee

Firm Number 13 had been in the battery business for
fourteen years, and had three employees. This firm was a
small, independent operation with no special requirements
for internal controls or security operations. The honesty
policy in effect which was considered adequate.

Places most vulnerable to theft and employee dis-
honesty were the customer-counter and delivery operation.
The only form of control for the finished product was an
inventory. The books were audited by a Certified Public
Accountant. PFor a small firm, the controls were considered
adequate by the respondent.

In the past the "honesty policy" and poor delivery
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control were harmful to the business. In 1959 a trusted
employee, never suspected as being a thief, embezzled $3,700
of the company's funds and, before discovery was made, had
disappeared. His address was unknown at the time of this
survey, and he remained a wanted person in the files of the
police department. The loss was absorbed by the firm because
they trusted a dishonest employee and had carried no fidelity

bond or insurance.

Payroll Embezzlement

Firm Number 20 was an independent firm in the auto-

mobile accessory business, producing locks as a finished
product. The comptroller was interviewed and considered

an excellent respondent, genuinely interested in internal
controls. His firm had been in business at its present
location for forty-three years. The working force consisted
of 380 employees. At the time of the survey, there were

no special requirements for establishing internal controls.
Requirements for internal controls were accomplished six
years ago when the firm had experienced a dishonesty loss.
The comptroller was hired after this incident.

Sound internal control policies existed in this
firm to reduce their losses. They had a two-person audit
system to prevent a defalcation from recurring. These con-
trols further consisted of a quarterly and internal year-

end audit, accurate invoice checking, and & double-check
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system on purchases paid by check requiring counter signa-
tures. A certified public accountant firm audited the books
annually. The comptroller supervised the entire business
administration program by making a thorough review of com-
parative reports and records. All payments were made by
check. A small amount of petty cash was kept on hand, and
was audited the first of each month. Physical inventories
also existed as an asset control measure. These policies
were considered effective by the comptroller.

According to the comptroller, the opportunity to
steal, the lack of adequate controls, a poor personnel se-
lection policy, the lack of direct employee supervision,
and an inadequate wage were the causes which contributed
most directly to the employee dishonesty losses as experienced
by this firm. ZEmployees involved in dishonesty cases at
this firm were discharged. Prosecution was favored for
direct theft and embezzlement cases, but not for petty theft.
Disposition of cases was made by the plant manager, personnel
manager, and the union.

Warehouse areas and the scrap storage area were
mo8t vulnerable to dishonesty losses. Scrap from material
used in lock production still has value; therefore, compara-
tive scrap-reports were maintained, checks were made of the
excessive scrap factor in machine operations and a perpetual
inventory was kept on the material.

The control methods and techniques that existed in
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this firm were consistent with management's policies for
internal control. This firm was well informed on the pur-
pose, intent, and use of internal controls. Their present
system for controlling cases of dishonesty was considered
adequate and effective. Any discrepancies in the system
were reported to management by (1) finance department per-
sonnel, (2) shop foreman, and (3) plant protection personnel.
The comptroller applied a cross check on security through
administrative reviews of internal controls, report writing,
contacts with other departments, and inspection of operations
vulnerable to losses.

There was no theft problem reported in this firm at
the time of the survey or in the past. A $3,000.00 inventory
shortage existed in 1962, but could not be attributed to
dishonesty. In regard to shortages in general, the comp-
troller stated his firm felt it would be more expensive to
establish tighter controls to prevent the shortages than
it would be to absorb them.

In 1958 an embezzlement was committed by an employee
in this firm. The man worked in the payroll division. When
the offense was discovered, he had embezzled $4,000 worth
of checks, and cashed checks in the amount of $700. The
remaining checks were recovered, restitution was made in
the amount of $700, and criminal charges were dropped. No
mention was made about the embezzlement method or reasons

for not prosecuting the case. However, after this offense,
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the comptroller was hired to set up internal controls to
prevent further dishonesty losses.

These case studies certainly show the necessity
of management's involvement in the employee dishonesty prob-

lem of which more will be said later.



CHAPTER V
SURVEY RESEARCH FINDINGS--BASIC DATA

The information obtained from the pre-interview
schedule is analyzed in this chapter by management level
of respondent, years of company service, firm size and years
in business, special requirement for security controls, and
other related information to form a basis for the subsequent
analysis of the testing data.

Pre-interview schedule--Question Number 1, "What

is the item produced by your firm?," shows that, of the
twenty firms in both survey groupé, two firms produced bat-
teries, four produced gears, four produced locks, and ten
produced parts.

This information indicated a heavier concentration
of parts manufacturing enterprises in the survey area com-
pared to the other categories, batteries, gears, and locks.
Regardless of the category distribution, it was decided to
continue the study and summarize the results.

Table VI shows a good spread in regional distribu-
tion of the automobile accessory categories in the survey

area.

57
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Table VI

Chart Showing Regional Distribution of Firms by Categories

Interviews Interviews

Area Category  Programed Completed
Chicago, Illinois Batteries 1 1
Chicago, Illinois Locks 3 3
Detroit, Michigan Batteries 1 1l
Detroit, Michigan Gears 2 2
Detroit, Michigan Locks 1l 1
Detroit, Michigan Parts 1 1
Jackson, Michigan Parts 3 3
Rochester, Michigan Gears 2 2
Lansing, Michigan Parts _6 _6
Interview totals 20 20

Batteries 2 2 glo%

Gears 4 4 (20%

Locks 4 4 ézo%

Parts 10 10 (50%
Category totals 20 20

Question Number 2, "How long has your firm been in

business at the present location?," was designed to deter-

mine the number of years each firm had been in business.

This information had significant value in establishing the

exposure of the labor market in each regional area to the

theft and employee dishonesty problem.
the length of time management had been associated with bus

It also indicated

iness trends, security requirements and exposure to the

problem during pre-World War II and post-World War II per-

iods.
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Table VII
Number of Years of Business Serviéé at Present lLocation
by Firms
Years of Business Service Number of Firms
2 or less 2 (10%
3 - 10 2 10%
11 - 15 2 10%
16 - 20 3 (15%
21 - 30 2 10%
31 - 40 4 20%
41 - 50 3 (15%
51 - 60 2 10%
Total Firms 20

The above table shows that 18 of the 20 firms selected have
been in business at their present location for a sufficient
number of years to be familiar with security controls and
exposed to the theft and employee dishonesty problems.
Sampling selection was adequate in this instance to collect
sufficient information about management's policies and at-
titudes toward the problem, to collect data about implement-
ing control methods and techniques, and to examine their
loss experience, if any.

Question Number 3, "How many people (total) does
this firm employ?," was inserted to determine the size of

each firm in relation to the number of employees.



60

Table VIII

Total Number of Personnel Employed in Sample Firms

Number of Employees Number of Firms
50 or less 4 éQO%g
51 - 100 6 30%
101 - 200 2 Elo%g
201 - 300 3 15%
301 - 400 1 25%;
401 - 500 1 (5%
501 - 600 0 --
601 - 700 0 ==
701 - 800 1l éS%)
801 and over *2  (10%)

Total Firms 20

#] Firm 2,000 Employees
1l Firm 2,076 Employees

Figures in the above table indicated that the total number
of employees working in each firm selected was not from a
major industry. Seventeen firms, or 85% of the sample, em-
ployed less than 500 people. It is recommended for future
studies that selection be made in relation to the size of

a firm by employment figures of 500 and over. This may re-
flect better investigative results for studying management's
security controls, attitudes, and loss experiences in rela-

tion to the theft problem.

Question Number 4, "Have you had any special require-
ments for establishing internal controls to minimize dis-
honesty losses at your firm?," was used to introduce the

problem of dishonesty losses fo the respondents. Its purpose
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was to stimulate their thinking and prepare them for the

test interview to follow. Responses to this question were
not too productive, as only ten percent of the firms reported
a requirement. ZEighty per cent of the firms had no special
requirements for establishing internal controls. It could

be concluded here that management in general in the survey
sample was not familiar with the term "internal controls,"
did not have knowledge of dishonesty losses in their firm

or would not reveal a problem.

Question Number 5, "How long have you been employed

as a member of this firm?," brought out length of company
service of each respondenf. It determined their exposure

time to business conditions, security control requirements,
and employee dishonesty. The responses also gave the investi-
gator an indication of the knowledge and experience expected

of management personnel in the survey sample.

Table IX

Years of Employment Service of Respondents

Number of Years Employed Number of Firms Percentage
5 or less 4 20%
6 - 10 6 30%
11 - 20 7 35%
21 - 30 1 5%
31 - 40 2 10%

Total Firms 20
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The above figures show that eighty-five per cent of the
employees, representing middle management, in the survey
sample had less than twenty years of company service, which
indicated a young management group in the survey sample.
Fifteen per cent of respondents had post-World War II bus-
iness experience. The years of experience of respondents
may account for the number of negative responses to dishon-
esty questions received during the interview. IMost of these
people had been with their companies during the post-World
War II boom period, and perhaps adjusted their thinking
toward conditions in our present-day economy. This may

or may not have a significance on the results of the sur-
vey. It is recommended for future studies that a more ma-
ture group, in relation to years of business service, be
examined on the problem of theft and employee dishonesty.
Perhaps their responses would bring more analytical data

to determine dishonesty loss experiences.

Question Number 6, "What is the title of your posi-

tion?," showed the level of management responding to ques-
tions during the survey.

Table X reflects that forty per cent of respondents
were in the top management level and sixty per cent were
in the middle management level. The forty per cent in top
management from the survey sample had approximately less
than twenty years of business service. This may have had

an influence on management attitude. Sixty per cent of
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the respondents were in the middle management level with
about twenty years or less of business service. Again,
this may have had an effect on attitudes in the survey area

toward the problem of theft and employee dishonesty.

Table X

lianagement Level of Respondents

Position Title Number of Firms Percentage
Owner or Co-owner 2 10%
Vice President 3 15%
Treasurer 1 5%
Asst. Secretary-Treasurer 2 10%
Asst. to President 1 5%
Comptroller 1 5%
Personnel Director 4 20%
Chief, Finance Division 1 5%
Sales Mansger 1 5%
Security Director 1 5%
Safety Director 1 5%
Office Manager 2 10%

Total Firms 20

Question Number 7, "How many persons are assigned

to the security operation in your firm?," was designed to
show the scope and size of security forces assigned to phys-
ical security in the firms comprising the survey sample.
Table XI shows an absence of personnel assigned to
security operations within the sample in the survey area.
Ninety per cent of the firms had less than five full-time
security employees, and ninety-five per cent of the firms

had less than five part-time security employees. It could
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be concluded that these firms felt their physical security
requirements did not warrant expenditure of funds for a

larger security force.

Table XI

Number of Personnel Assigned to. Security Operation

Number of Full-Time RNumber of Number of Part- Number of

Employees Firms Time Employees Firms
0 11 55%; 0 | 13 65%;
5 or less 7 (35% 5 or less 6 (304
6 - 10 1 (5% 6 - 10 1 (5%)
11 - 30 0 (0%
31 - 60 1 (5% —
Total Firms 20 20

Thirteen firms in the sample did not have employees
assigned to a special unit of a security organization. Seven
firms assigned employees to a special security unit in their
organization. Four firms had Plant Protection Units and
three maintained a watchman unit. Three firms had part-time
security personnel performing a primary duty in other sec-
tions; one was a time keeper and first-aid attendant; one
was a credit manager and bookkeeper; and the third was in
production. The above information was obtained from responses
contained in questions 8, 9, and 10 of the pre-interview
schedule (see Appendix A).

Question Number 11, "Is this a single manufacturing

firm or a branch of a large organization?," was posed to see
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if a home office or main plant had any influence over secur-
ity measures maintained at the branch firm. The response

to this question might also show a home office influence

in branch management's attitude toward the dishonesty probdb-
lem. Three of the firms in the total sample were branch
firms and seventeen were single manufacturing enterprises
where the policies were formulated at the site of the inter-
view. An examination of the interview schedules of the three
branch firms d4id not reveal any unusual policy influence by
the home office over the branch with regard to the dishonesty
problem.

Question Number 12, "How long have you been employed

at your present position?," was presented to determine actual
years of company service each person interviewed had had in

his management position.

Table XII
Years of Employment Service of Respondents in Management
Position
Number of Years in
Management Position Number of Firms Percentage
5 or less 6 30%
6 - 10 9 45%
11 - 20 4 20%
21 -30 A 5%

Total Firms 20







66

The above table shows ninety-five per cent of the personnel
interviewed had twenty years or less company service in
their present management position. Seventy-five per cent
had ten years or less of company service in their present

position.

Summary

The pre-interview schedule brought out certain facts
about sample selections. Categories, such as gears and
parts, require a close examination of the item produced.
Stamping and forging companies have limited problems with
theft of material. This type of parts category firm produces
steel castings and component parts from heavy raw material
and do not produce finished products. Their commodities
are shipped to other firms in the automobile industry for
finishing prior to becoming a functioning component of con-
sumer products. This information should prove to be of
valué in further studies. The conclusion here would indi-
cate that a small finished product with consumer value has
a higher requirement for security controls and a higher wvul-
nerability to theft by dishonest employees. Thus, it may
be found that management policies and attitudes toward the
problem of employee dishonesty are more relaxed in the heavy
raw material area than in the small finished parts area.

Another factor in the gear category to consider

was brought out in the field survey. Gears as a component
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part of a finished consumer product have little attraction
or usable value to the employees. Therefore, it should be
eliminated from future studies.

The firm selection in the sample was sound with
respect to the number of years of business service at their
present location. Seventy per cent of the firms were in
business at their present location over fifteen years and
some over fifty years. This gave an adequate exposure to
business conditions and changes affecting employee honesty
over the years.

The number of employees appears to be an influencing
factor in establishing security organization and special
security requirements in a firm. A majority of firms exam-
ined in the field survey had 500 or less employees. This
represented eighty-five per cent of the sample, and influ-
enced the number of full and part-time employees assigned
to security operations. Reference is made to Table XI on
page 64.

Top management and middle management personnel were
interviewed depending on consent and availability; therefore,
little control could be established on selecting the level
of management responding to the survey instruments. The
investigator attempted to choose certain individuals in
management positions, but often had to settle for those
available after preliminary introduction and stating the

purpose of the visit.
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Interesting observations were made from the manage-
ment respondents during the survey. For example, Table IX,
page 61, shows that fifty per cent of respondents had em-
ployment service in their firm for ten years or less; Table
XII, page 65, shows seventy-five per cent of the respondents
were employed in their present management position for ten
years or less; and Table X, page 63, shows forty per cent
of the respondents were at top management level. Sixty per
cent were in the middle management level; therefore, the
results obtained from such a management group in years of
service may have had a bearing on the data collected in the
interview schedule.

The conclusions drawn are that small firms headed
by young management will have a sympathetic view toward
employees in today's labor market under the present economic
conditions. This view may influence a lax attitude toward
the dishonesty problem resulting in moderate application

of internal controls and security measures.



CHAPTER VI
SURVEY RESEARCH FINDINGS--POLICIES AND ATTITUDES OF LIANAGE-
LENT

The data collected in the second portion of the
survey from the interview schedule were analyzed to deter-
mine management's policies and attitudes toward employee
dishonesty in controlling or minimizing losses. The think-
ing of management was examined to learn programs in effect
in the survey sample to reduce losses and to determine the
effectiveness of these controls on the security operations.

A listing of security control established in the
selected firms in survey area reflected the policies to
minimize internal theft and dishonesty.

Interview schedule, question 1, "What are the in-
ternal control policies in effect in this firm to reduce
dishonesty losses?," was presented at the beginning of this
survey instrument fo develop a frame of reference for re-
sponses to the questions that followed, with a focal point
such as this and the basic data obtained from the pre-inter-
view schedule, the investigator created a psychological

setting to collect attitude responses from those interviewed.

69
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Table XIII
Internal Control Policies in Effect in Sample Firms

Policy *Number of Times Policy Found
in Sample Firms
Undetermined
None 4
Uninformed about internal controls 2
Management trust in employees 3

Physical Security Policies

Protection agency

Employee security lockers
Equipment control

Informants

Lunch pail inspections

Pass system

Plant protection, post and patrols
Toul. checks

S S

Internal Control Policies

Audit, monthly-annual

Bank deposit control

Outside accounting firm

Comparative reports

Distribution of work

Document control

Inventory, quarterly-bi-annual, annual
Management supervision

Production reports

Scerap metal reports

H =W DWW -

The above phrases are from actual comments made by
management personnel during the interviews.

*Pigures here represent a number of policies found
in firms sampled.

Some firms had more than one policy in effect.
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The responses from this question indicated some
lack of understanding on management's part about the term
*internal control.® As indicated, éome firms were uninformed
about internal controls, found no need for their existence,
or felt all their employees were basically honest. Some
respondents listed an internal control procedure; others
listed physical security procedures; and others replied
with both procedures.

The conclusion indicates that not all personnel on
the management level interviewed were sufficiently informed
about the functioning and need of this type of control.

Question 2, "In your opinion, are these policies

effective for the purpose intended, ?" was used to reflect
management's attitudes. This question required a yes or
no answer and obtained the following results:

Yes 20 Firms
No 0O Firms

Fourteen of the respondents gave no reason for their opinion
in this question.

Some of the replies received are worthy of mention-
ing to show management thinking in regard to their control
policies.

One safety and security director stated, "Past ex-
perience indicated our controls prevent large things going
out, but not the little things. Employees are to check with

me first before taking small items. A certain amount of
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little things going out is good for employee relations."

One sales manager stated, "There are only two people
in management. There is no problem; all employees are hon-
est."

One office manager stated, "Our policies are effec-
tive, as they are the only type needed for the cost involved."

Question 3, "In your opinion, what causes contribute
to employee dishonesty or theft in manufacturing enterprises?,"
the question was inserted to find out the knowledge manage-
ment had regarding the causes of the problem. The follow-
ing 1list of contributing causes of employee dishonesty and
theft was collected from the survey sample.

Causes Listed by Two or More Firms

Not enough pay

For own use

Exposed items--easy to reach
Human nature to steal
Conditions at home

Poor communication between management and employees
Dissatisfied employee

Grudge against company

Lax supervision

Poor background

FPamily sickness

Desire to steal a consumer product

N DD D W W W W B W » 0

Careless stock controls
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The above causes were given by more than one firm. The
number of management personnel responding to the same cause
is indicated by a figure after each cause.

Causes contributing to employee dishonesty are shown
below in group classifications.

Firm Induced Causes

Not enough pay

Poor supervision

Loes of respect for employer

Protective force low

Lack of regulations for proper controls

No background check on employees hired

Poor communication between management and employees
Exposed items easy to reach

Product not offered at reasonable price to employees
Lax supervision

Grudge against company

Bad management

No inventory

Poor personnel selection

Lack of internal controls

Lack of tools to do a job

Careless stock controls

No scheduled reports

W H N HHOHHE H W W H A W H H R H H D

Dissatisfied employee



74

Qutside Influence

Debts, too much spending

Keeping up with Jones'

Gambling

Tools for large profit

Items for resale

Takes small things

Need material for outside activities

Home Induced Causes

Family sickness
Background--unsupervised children
Individual grew up a thief
Conditions at home

Human Induced Causes

Steals for sake of stealing
Carelessness of employee

For own use

Human nature to steal
Deterioration of morale
Employee feels company owes him
Desire for product-consumer type product
Dishonest person

Unstable and discontent
Weakness of character

Lack of conscience

Person either a bad or nice person

H H M M H e

W H NN

H H R M H N OH H W W O W



am-

=

Ary
vl



75

There were forty-two different causes given by the
respondents as contributing factors to employee dishonesty
or theft. Thirteen of the causes were given by respondents
in two or more firms. Nineteen of the total forty-two were
classified as firm induced causes. This represents a forty-
five per cent cause-factor induced by firﬁs in manufacturing
sample.

It can be concluded that forty-five per cent of the
causes of theft or employee dishonesty can be corrected by
the firms' provision of proper security controls, increased
effort on the part of management to improve employee rela-
tions, and that other causes can be corrected by pre-employ-
ment screening or a background check. The use of the poly-
graph can be used to detect the human induced causes. This
information suggests a three-way policy for management to
reduce the problem of employee dishonesty.

Question 4, "What can your departments do to control
employees who, in violation of the law or company policy,
contribute to dishonesty losses (a) that you are doing now,
(b) that you are not doing now?" Nine firms did not reply
to the (a) part of this questioﬁ or stated they could do
nothing. Fourteen firm managers made no responses to the
second part of this question. The following is a list of

other responses received:
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Part (a)
Emnployee rules
Rules call for discharge of any thief
Supervision and surveillance
Keep on improving methods
Budget controls
Dismissal or other discipline

Catch violators, posters, publicize rules and penalties--
word of mouth after apprehension

Internal controls

Purchasing--Keep track of invoices and quantity, order date
and check excessive usage

Security program in effect, plant guards

Comply with rules, if caught stealing, discharge employees

Part (b)
Perpetual inventory on tools in shop, supervise check out
of tools at crib, check tool boxes and personal effects of
employees
Increase inspection

Do more cross checking and inventory every 6 months

Key control points--materizl check of material flow between
points

Check on subordinates
Fire them

This question was a searching one that received poor
response. It did indicate that certain things were being
done to prevent employee dishonesty.

The conclusion drawn from the above responses was
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that management in the firms surveyed were generally satis-
fied with their efforts to control dishonest employees.

Question 5, "What can management do to control or
minimize dishonesty losses?," was used to bring out the
respondent's attitudes towa}d top management's position
regarding the theft problem.

Two firms did not respond to the question. One
stated that they had no problem and that all employees were
honest. The following responses were given:

Display posters about discharge

Dinner bucket inspection

Improve shipping memos to cover items taken from
factory

Put in more controls to reduce problem

llore guards plus installing detection and deception
devices

A close check on items taken out

Management above supervision level give problem
more thought

Better controls and protection, lock doors
llanagement back security
Better personnel selection

Supervision on internal controls, create proper
conditions to prevent stealing

Constant controls
Set up procedure for tool check
Install guards, morale discussion with employees

Enforce present rules, catch thief and set example
by discharging him
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Personnel supervisor sympathetic of employee prob-

lems

Publicity on controls

Perhaps it could be assumed from the above results
that top management could do more to devise policies to
control the problem. The results also indicated that more
thought was required by top management concerning the em-
ployee dishonesty problem.

Question 6, "Are your security operation duties
set forth in your company rules and policies?, ___ yes, ___ no.
If yes, obtain a copy when possible." See Table XIV below

for results obtained from the question.

Table XIV

Availability of Published Security Duties for Management in
Survey Firms

Duties Set Forth Duties Written In Copy

Rules & Policies Rules & Policies Available

6 Firms, yes (30%) 4 FPirms, yes (20%) 1 Firm had
copy (5%)

14 Pirms, no (70%) 16 Firms, no (80%) 19 Firms, no

copy (95%)

20 20 20

This table indicated that the majority of firms sampled in
the survey area did not set forth respondents' security

duties in company rules and policies, written or unwritten.
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Only one firm had a copy of their secdrity rules and poli-
cies available in written form, but the copy had no signif-
icant value to this study. It was a Security MNanual for
Safeguarding Military Information under Government contract.

A conclusion here indicates that the firm sampled
in the survey area may have found no need to include the
management's security duties in company rules or policies
and that security duties were not generally designated for
all levels of management.

Question 7, "Are there any offenses against the
company rules or policies that you feel should always be
prosecuted in an gppropriate court?, ___yes, ___no."

Question 8, "What are these’offenses?'

Question 9, "What reasons do you have for always
referring these offenses to court for prosecution?"

These questions were related to each other'and the
responses are consolidated at this point to reflect manage-
ment's attitudes toward prosecution.

Fourteen respondents stated that there were offenses
they felt should always be prosecuted in court. Six felt
they would not prosecute in court; therefore, they gave
no offenses to be prosecuted. One of the six felt prose-
cution would only delay their operations.

The respondents gave the following offenses and

their reasons for prosecuting in each case:
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Offense
All offenses- = = = = = = = =

Depends on item stolen - - -
Depends on circumstances, - -
taking money or finished
product of any value

Direct theft- = = = = = = - =

Destruction of property - - -

Embezzlement of large sums -
Large amounts of money, - - -
backing truck up and load-
ing with stolen property

Large theft

Removal of company property -
Taking tools- - = = - - - - -

Theft of any item

Theft of material amounts - -
Theft and misappropriation -

Theft--willful destruction -

80

Reason

Should prosecute according
to law always

Believe in honesty

Because of personal loss and
to straighten man out
Publicity--can't get away
with it

Serious--cannot give second
chance--would not want man
back

No reason given

Financial reasons--to recover
property and get machine time
back

Recovery of property and act
as future deterrent

To recover company property
and for future prevention

Going to court stops one from
taking larger things

Prove that we do not condone
such violations

General obligations to public
Make example

Basic morality--reassurance

It would appear from the above tabulation that management

would prosecute largely for theft.

They recognize the prob-

lem's existence; they favored prosecution to recover prop-

erty and prevent further theft.

Question 10, "Are there any offenses you feel should
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never be referred for prosecution?, yes,
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no."

Question 11, "What are these offenses?"

Question 12,

"What reasons do you have for not re-

ferring these offenses to court for prosecution?"

The above questions were consolidated for the same

reasons given for questions 7, 8, and 9.

Eighteen respond-

ents stated there are offenses that should never be referred

for prosecution, one respondent did not answer (gave no

reason), and one person replied, "Not here in this organi-

zation, but we would not prosecute for petty theft providing

employee gave a reasonable excuse."

follows:
Offense

Depends on degree of offense,
but not petty offense

Fighting--drinking- - - - - -

Items under §$1.00

Little items, scrap less- - -
than a dollar

Minor things, tools first - -
offense

Minor things, petty

Minor theft

Others responded as

Reason

Public image aspect

Prefer not to make judgment
on a serious case here

Man can return a tool, super-
visor confer with the man,
lick the problem and help

the man

Minor--people do not do it
to steal--too small to bother
with

Woula use too much time or
hurt employees

Better labor relations have
to bring in company worker
to testify

Can handle it at plant level,
because it affects l1life of
man
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Minor theft = = = = = = = = = Small theft everywhere, a
talking to better for shop
discipline

Minor theft - - = = = = = = = More efficient to handle in
company--better for shop dis-
cipline

Minor = = = = = = = = = = = - liinor

Minor = = = = = = = = = = - - Too small to bother with

Petty offenses- = = = = = - - Hard on person--no recommenda-

tions for another job--not
corrected by court action and
hardship on family

Petty theft - = - = = = - - - Discharge to get rid of em-
ployees
Petty larceny - = = = = = - = Courts too full to take on

little stuff, company too
busy to take time to prosecute

Small item8 = = = = = = = =« - Too much time and hard on man

Small offenses= = = = = = = = Human element should be con-
sidered; good employer--good
nome life

The conclusion arrived at from this information
indicates that management in the survey sample tolerates
a certaln amount of dishonesty. This attitude may be gen-
eral in manufacturing enterprises as a whole. A larger
sampling for a broader analysis is required to determine
if the attitude contributed to the causes of theft and em-
ployee dishonesty.

Question 13, "Who makes the final decision concern-

ing the disposition of an employee dishonesty case?" See

Table XV below for the responses to this question.
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Table XV

Management Decision-llaking Level in Dishonesty Cases

Position Title Number of Firms Per Cent
President 7 35%
General llanager 4 20%
Owner 2 10%
Safety & Security Director 2 10%
Vice President 2 10%
Asst. Secretary-Treasurer 1 5%
Plant Manager 1 5%
Office Manager b 5%

Tabulation 20

Sixteen respondents in the position of owner, president,
vice president, general manager, and assistant secretary-
treasurer were considered as top management. Eighty per
cent of top management in the survey sample made decisions
in dishonesty cases.

It would appear from Table XV above that top man-
agement became active in a dishonesty case after a loss
occurred.

Question 14, "Are there some dishonesty cases in

which the employee is neither suspended, discharged, or
prosecuted?, yes, no."

Question 15, "What type of cases are these?"

These questions were consolidated for reasons stated
before. They were attitude questions, and were inserted
as a check on management's degree of tolerance concerning

the problen.
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Pourteen respondents said "yes" to question number

14, and four said "no" to this question.

The type of cases

in question and the reasons given are as follows:

Offense

Error in count on production
figures

Minor
Minor theft = = = = = = = = -

Petty

Petty

Turn in false piece report- -

Reason

Settle through labor manage-
ment

Small theft everywhere--talk-
ing to better than court

Not material enough to blacken
man's name

Operation ties up--loss not
enough

Money for attorney

Help discipline and morale
among employees

Man returns tool, and saved
by this, man is helped

Warning takes care of it,
saves employee and gives him
a second chance

Better labor relations
Internal company action

Can handle at plant level

Past experiences and good
record may keep man on job

Matter of proof--company
handling

These responses reflected a certain degree of tolerance

for employee dishonesty when minor offenses were involved.

The presumptions made

from the above responses are

that management has a great investment in trained employees,
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rehiring is expensive, and retention on the job is less
expensive than suspension, discharge, or prosecution for

minor offenses.

Question 17, "How do you think the other departments

in this company feel about employee dishonesty and theft?"
This question was used to test the general attitudes of
other departments in the sample firms.

Seven respondents in the twenty-firm sample d4id
not respond; one respondent said, "I have no idea, as all
people in the firm are new"; and one firm had only one de-
partment, making the question inapplicable. The remaining
eleven respondents gave the following answers:

How Other Departments Feel About Employee Dishonesty
All cases do not condone it--reflects on them
All frown on it
Basically same, no opposition
Do not want--against theft
Feel same--would not tolerate
Lots are unaware of it
Not good, contrary to company ethical and moral policy
O0.K.
Same views
Think policies are fair and should be enforced
Yes, same

These responses indicated that about fifty per cent

of the persons interviewed had knowledge about the other
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departments' views toward employee dishonesty.

The conclusions here show that management in the
survey area was primarily concerned with the thinking in
its own departments; and that possibly there was a lack of
common effort by all concerned collectively to stamp out
the problem.

Question 18, "How do you feel about the security

organizations in this firm which are concerned with the
dishonesty problem?" The question was presented to the sample
firms. It was not applicable in over fifty per cent of the
cases, as over half of the firms surveyed did not have per-
sonnel assigned to security operations. See Table XIV,
page 78. Those respondents whose firms had security organi-
zations operated by full-time, part-time employees, or watch-
men, had this to say:

Respondents' Feeling About Their Security Organizations

3 Firms Adequate

3 Firms Good

1 Pirm Satisfactory

1 Pirm Serves its purpose, could

put on more help
1 Firm Very good
These comments reflected a general satisfaction about the
security organization in the firms utilizing such an opera-

tion.

It may be presumed that there was not enough dishonesty
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loss awareness by management in the survey sample to estab-
lish improved or new physical control methods, and that
they were satisfied with their present form of physical

security.

Summary

The internal control policies in effect in firms
studied in this survey varied from none to combinations of
internal control procedures and physical security methods.
A few respondents were not familiar with the term "internal
controls."” Others thought physical security would solve
all problems, and a few shunned all forms of control in
favor of the "all employees are honest"™ policy.

Two or more firms listed the séme contributing causes
for dishonesty losses. The majority of causes were firm
induced. It is possible for all causes contributing to
theft or employee dishonesty to be proportionately reduced
with directed effort by management. Internal controls,
physical security, employee background checks and the use
of the polygraph, as required, would certainly eliminate
many causes.

It appears that management should change some at-
titudes to minimize the problem. Several respondents felt
their department should do more to control employees, and
also felt that top management in their firm could do more

to reduce losses.
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The survey showed a lack of designated security
duties written or unwritten in company rules at all levels
of management.

There was, in general, a negative feeling regarding
the dishonesty of employees. Prosecution was favored for
serious violations. On the other hand, there was a sym-
pathetic attitude toward the petty thief. Prosecution,
discharge or suspension were not favored in this instance,
leaving the impression that taking little things is not
stealing.

If a dishonesty case appears in the firms studied,
top management makes the disposition of the case.

Some department heads were only concerned about
their own immediate departments and did not know how other
departments felt about employee dishonesty. Others indi-
cated there was a general feeling by all departments against
theft and dishonesty.

FPirms with security organizations tended to feel
that such an operation was adeduate. However, it was con-
cluded that there was room for a dishonesty and theft-con-

scious program at all levels of management.



CHAPTER VII
SURVEY RESEARCH FINDINGS--CONTROL METHODS AND TECHNIQUES

The data collected in this portion of the interview
schedule were used to determine the control methods and the
techniques in effect in the sample firms at the time of the
survey. Dishonesty exposure, theft experience, and security
functions of management were discussed with the respondents
to learn more about their approach to the problen.

Question 19, "What type of places in your firm are

vulnerable to the problem of theft or employee dishonesty?"
This question was a prompting one to search for places in
the firms studied that required security and as a lead to
the questions on theft and employee dishonesty. The re-
spondents reported the following:

Places Vulnerable to Theft or Employee Dishonesty
Firms Assembly department, gas puunp
Firm Assembly line and stock room
Firm Counter work and delivery service
Firms None
Firm Shop manufacturing area
Firm Parking lot and trucks
Firm Small provision tool area
Firms Stock rooms
Firms Tool and tool room
Firm Unguarded entrances

Firm Truck driver, no check on leaving
Firm Warehouses

HHEMHOD N HHEFHEND HHEN
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The above information indicated that places where finished
products were processed had a vulnerability for thefts.
Stock room tools and tool rooms were also highly vulnerable
to theft in the surveyed firms.

It is apparent that increased security should be
placed in areas where material is stored, tools are kept,
and assembly areas where stock items, materials, and tools
are in use to make a finished product.

Question 20, "What type of operation in your firm

helps prevent theft or employee dishonesty?," was asked to

test respondents' knowledge about security bperations. Three

respondents did not answer, one d4id not know, and one re-

plied, "Nothing. We have the honor system." The other re-

spondents offered the following information to this question:
Theft and Dishonesty Prevention Operations

Constant supervision in materisl handling--scrap control

Payroll control

Internal controls

Inventory

Physical checks

Plant protection--supervision--change of operators and loaders
(2 firms)

Produced a finished product having no employee value (3 firms)
Requisitions for tools
Supervision by owners

Tight control in stock rooms
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Work order control, checks, no cash (2 firms)
Payroll control, scrap reports, and inventory

This information shows that management in some in-
stances has developed operations to prevent theft, but only
one firm in six, reported in the preceding question (No. 20),
did anything about tool security. There were, however,
indications that supervision, physical security and control
were present to prevent dishonesty losses.

The conclusion drawn from this question shows that
management typically was making some effort to control dis-
honesty losses, but its effort was only in proportion to
its security need and loss experiences.

Question 21, "What type of activities in your firm

contribute to the problem of employee dishonesty?," resulted
in the following when presented to the respondents:

Activities Contributing to Employee Dishonesty

13 Firms None

l Firm No idea

1l Firm Hard to answer

1l Firm Carelessness

1l Firm Less supervision on 3rd shift
1l Firm Production of valuable scrap
1 Firm Truck drivers--Insufficient

guards
1l Firm Lack of surveillance

The preceding answers show that respondents, at the management
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level in sample firms, were not familiar with the types
of activity contributing to dishonesty losses, did not ad-
mit having any contributing activities, and only a fewwere
aware that such activities existed.

This question d4id not bring out sufficient informa-
tion to draw any definite conclusion.

Question 22, "What type of activities in your firm

help prevent dishonesty losses?," was inserted to learn
more about the dishonesty problém in sample firms. ZEleven
respondents did not answer, two said "None," and one said,
"We have an over-all honesty policy." The others responded
as follows:
Activities that Prevent Dishonesty Losses

Delivery control

Control packages going out

Education activities and surveillance

Foreman talking to men about tool security

Give scrap material for the asking

Records check

The respondents did not possess sufficient informa-
tion about the activities in their firms to answer this
question properly.

Question 23, "What are your duties as an official

in this firm regarding the security operations?," brought

the following answers:
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Management's Security Duties in Sample Firms

3 Firms No response

3 Firms Nothing

1 Firm Checks--Keep an eye on bank deposits and auditors

1 Firm Check on division--overall security supervision

1l Firm Chief Security Officer

2 Firms General overall supervision

1 Firm Internal controls

1l Firm Internal audit, general audit, and analysis

1l Firm Comparative reports and monthly reports

1l Pirm Maintain guard force, investigations, observations,
and inspection of internal control procedures, con-
trol invoices and order numbers, and checks for
distribution of work

1l Firm Observations only--none otherwise

1l Firm Open mail and control checks

1 Firm Overall supervision--nothing otherwise

1l Firm Supervision reports to assistant secretary-treasurer

1l PFirm Watch the problem--spot checking

The answers to this question reflected some security opera-
tion duties at several levels of management in the firms
sampled. It also indicated a general security supervisory
responsibility in respondents' respective positions regard-
ing his normal work day.

From the results obtained in the question, one could
believe that management, in the absence of written or un-

written rules, had assumed a degree of supervision in security



94

operations as applied to internal controls and physical
security in their firms.

Question 24, "What are your other duties?" (for a

person assigned to part-time security operations); This
question was inserted in the interview schedule to learn
more about the duties assigned to each respondent.

Five respondents indicated that the question was
not applicable to their position in the firm, so did not
answer the question. Nine others d4id not answer the ques-
tion, and the others answered as follows:

Respondent Duties Assigned to Part-Time Security

Administration, labor relations, comptroller, assistant to
president

Administration, suggestion program, community relations
Comptroller and office manager
Office manager and assistant
Personnel department
Personnel director and industrial engineer

This information indicated that thirty per cent of
the respondents considered their security responsibilities
a part-time duty. The others, seventy per cent, d4id not
consider any of their responsibilities a part-time duty in
their security operation.

It could be presumed that respondents,not specif-
ically assigned to security duties, did not consider any

portion of their work as part of a security operation.
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Question 25, "How is your work day spent? DPlace

a one (1) by the activity which occupies most of your time,
two (2) by the activity which takes the next greatest por-
tion of your time, and continue in the manner given through

the 1list of activities below:

a. Administrative duties on internal controls

b. Observation of places that contribute to dis-
honesty losses

C. Investigation of dishonesty cases referred to
you for disposition

d. Report writing

e. Contacts with departments, referrals, and fol-
low-ups for employees in need of further super-
vision

f. Inspection of places or operations wvulnerable

to dishonesty losses

F- Other activities. What are these?"

Four respondents stated none of the above listed
duties pertained to their work day. The remaining respond-
ents reported the following:

Respondent Work-Day Distribution

Duty Number of Firms Priority

a. Administrative duties on
internal control 12 1

b. Observation of places--
dishonesty losses

o R = I S ¥
O T N SO S
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c. Investigation of dishonesty cases

d. Report writing

e. Contact with other departments

f. Inspection of places or operations

[ \C R = A ) N )N R G I G O \C B R O ) B I N S e o
[ R Y, I\ G R T R AC T R R A N e AN AN A T o R o)

Labor
relations

g. Other activities
1 Fire
inspection

1 Action
communication

Responses to this question were not too conclusive. Some

of the respondents, by virtue of their position, placed
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different priority on the security duties listed. Others
did not include some of the security duties above as part
of their work day. The majority of respondents in the man-
agement levels interviewed placed a portion of their secur-
ity duties on administration of internal control and report
writing. Others distributed their work day in various se-
curity activities placing a different combination of numer-
ical priority on the tasks listed.

The investigator concluded from these answers that
a portion of management's work day in the firms surveyed
was spent on security duties, and that these duties were
not defined in company policies, rules or placed in a secur-

ity manual.

Quesfion 26, "How do you get your dishonesty cases?"
(Instruction for answering this question was the same as |
required in question number 25.) It was asked as a search-
ing question to learn the source of dishonesty cases within

the firms sauwpled and covered the following:

a. From plant protection personnel
b. From finance department personnel
Cc. From shop foreman

d. From other supervisory personnel
e. From the supervisor

f. From employees

e Others; what are those other sources?
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One respondent indicated that he did not get his dishonesty
cases from any of the sources listed. Other persons inter-
viewed responded as follows:

Source of Dishonesty Cases

Source Number Priority
of Firms
a. From plant protection
personnel 2 1
1 2
3 3

b. From finance department
personnel

¢. From shop foreman

H o O W O H NNDOHON
&~ NN K o U1 NN

d. From other supervisory
personnel

e. From your supervisor

& DO W N W AN
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2 5
1 6
f. From employees 2 1
3 2
3 3
1 4
3 5
g. Others, what source 1l Internal audit
1 Time keeper
piece count
1 Partner and self
1 Another plant

The results obtained from this question showed that the
majority of dishonesty cases were referred to management

by shop foremen, supervisory personnel, and employees.

Other firms receive dishonesty cases from the sources listed,
but placed a different order of priority on them.

A conclusion here would indicate that dishonesty
cases referred to management come from various sources de-
pending upon the size of the firm; that reporting sources
are different in firms depending on their organizational
structure; and that few referrals came from built-in secur-
ity measures, such as internal control methods and physical
security technigues.

Question 27, "What are some of the examples of the

control methods and techniques that exist in this firm to
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p;event dishonesty losses? (Ask for a comment on the use
of the polygraph.)" This guestion was inserted to draw
out additional information on security control and was
directly related to question number 1 in the interview

schedule.

Table XVI

Example of Control llethods and Technigques in Sample Firms

Method or Technigque Number of Times Found in Sample
Firms
Undetermined
None 2
Honesty policy 2

Physical Security

Protection agency

Equipment check

Gas pump check

Locker check (locked)

Lunch pail check

Pass system

Plant protection and patrols
Stock room check

Tool checks

Truck checks

HFRHUKFHMHRFRFN

Internal Controls

Audit, monthly, quarterly, annual
unannounced, internal, payroll
Cash, little on hand

Certified public accountant
Comparative reports

Distribution of work

Daily check-end operations
Document control

Inventory, monthly, bi-annually, 6
month, perpetual

Piece count

Published controls

Scrap reports

Volume control, material

-

HHHHE® DHHEE9-+

—




101

Basically the same information was collected from this ques-
tion as was obtained from questions number 1 in the inter-
view schedule. Ilore firms reported audits and inventories
as a method or technique to prevent dishonesty losses as
compared to the same listing under internal control poli-
cies (see Table XIII, page 70). Regardless of the incon-
sistencies between these two questions, audits, inventories,
and certified public accountants received top billing as

an internal control policy, technique, or method of control
for the prevention of dishonesty losses in the sample firms.

In regard to the question on the use of the poly-
graph, seventeen respondents made no comment on it. The
others stated that it was good if used correctly for cer-
tain cases, but not for across-the-board use. The survey
did not disclose the use of the polygraph in any of the
sample firms.

The results from this question showed that no new
security control methods or techniques were being used in
the sample firms; old established controls were being used,
and none of the firms selected in the sample found a need
for the use of the polygraph.

Question 28, "How effective are these methods and

techniques?" One respondent made no comment, and the other
nineteen felt their methods and techniques were effective,

adequate, good or served their purpose.
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It may be concluded that management in the sample
firms had not been faced with a requirement for additional
controls or new methods and were generally satisfied with

control methods and techniques presently being used in their

firms.

Question 29, "Do you have a theft problem in this

firm?, yes » NO "
Question 30, "If yes, what are these problems?"

These questions were reported together as they were related.

Nineteen respondents replied in the negative to a
theft problem. One reported a theft problem at the time
of the survey created by employees stealing merchandise and
equipment.

It was possible to conclude from the responses that
the personnel in the management levels interviewed were not
aware of an existing theft problem or would not admit to
one, or perhaps felt that all their employees were honest.

Question 31, "If no, has there ever been a theft

problem in the past?" This question was related to ques-
fion number 29 above; but was treated separately because

it received more responses. Thirteen firms stated that

they had no theft problems in the past. The others responded
as reflected in Table XVII below.
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Table XVII

Past Theft Problems in'Sample Firms

Type of Theft Number of Firms  Percentage
None 13 65%
Going on in plant continually 1 5%
In-plant--false machine count 1 5%
Minor-money from open locker 1 5%
Misuse of company charge account 1 5%
Small items--gloves 1 5%
Yes-no type given 1 5%
Yes, 5 in ten years 1 5%

No type given

n
o

Total Firms

Ninety-five per cent of the firms reported no theft
problem at the time of this survey (see question number 29).
Sixty-five per cent of the firms reported no past theft
problem. Thirty-five per cent of the firms had theft prob-
lems in the past, but did not report any major larcenies.

The conclusion developed from the above information
indicated that the internal controls and physical security
needs were in proportion to the reported theft experience
in the sample firms. It could be possible that the manage-
ment level interviewed was not aware of a problem existing.

Question 32, "If there has been a problem in the

past, what was done to control it at this time?" This ques-
tion was inserted to learn corrective measures taken by the

firms that reported a theft problem in the past.
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This question was not applicable to the firms that
reported no problems. The other respondents reported the
following corrective actions were taken:

Corrective Action
Locker checks--employee discharged (thief)
Offender at large--complaint open in police files
01d gloves exchanged for new ones
Issued credit cards to authorized personnel
Increased plant protection effort--additional guards
Removal of operation to another plant in the firm
Supervision of foreman increased on machine count

The answer to this question showed satisfactory
corrective action for the degree of seriousness of each
offense involved. ©No conclusion could be drawn. The facts
showed that corrective action was taken; that the firms
reported no recurring theft problem; and they felt this
action was sufficient.

Question 33, "Do you have other employee dishonesty

problens in this firm?, __yes, __ _no." Seventeen firms
reported no to the queétion. Tahree respondents reported
as follows: one stated thnere was a "bad count on produc-
tion"; one said they had "time delays--dead time"; and one
reported "an inventory shortage due to lack of controls."

Question 34, "Repeat questions number 30-32." This

remark was a note for the investigator to repeat the ques-

tions as related to question number 34. Three firms were
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involved here and the respondents reported, "Closer checks,
improved supervision,"™ and "nothing," respectively for the

action taken to correct the dishonesty reported in question
33.

Again, no conclusions of any significant value could
be drawn from the answers to these questions. It appeared
that the firms surveyed had no thefts or employee dishonesty
problen past or present that created a strain on security

controls in the manufacturing enterprises selected.

Summary

The data collected in this portion of the survey
showed that stock rooms and tool rooms were highly vulner-
able to thefts, but only two firms considered preventive
measures in this part of their operation. It would appear
that the security measures adopted depended entirely upon
needs, cost of controls and loss experiences.

There was some doubt as to the reliability of in-
formation about activities contributing to employee dishon-
esty. It may have been influenced by the "people are honest"
policy or management pride in the sample firms. Ilanagement
personnel interviewed did not adumit to such inefficiencies,
were not aware of dishonest activities, or did not have
sufficient operational knowledge about their firms.

In the absence of specific security duty assignments,

managenent assumed a certain degree of supervision over
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security controls in their normal work day; however, there
was a general lack of knowledge about control methods and
techniques. Illost of the respondents interviewed had a pri-
mary job removed from full-time security operations, but
they did concern themselves with administration and reports
pertaining to internal controls when it fell within the
scope of their principal duties.

Theft or employee dishonesty cases that might de-
velop in the sample firms were referred to management by
shop foremen, supervisory personnel, and employees. llanage-
ment appeared to rely on this method of detection rather
than imposing elaborate physical security techniques and
internal control measures.

Conventional control methods were generally accept-
able by management as a normal business practice. New methods
and techniques to safeguard assets had not been established
in any of the sample firms. Their theft and employee dis-
honesty experience did not show a need for new developments.
Past thefts were minor in nature, but could become serious
in time; however, they were handled by simple, inexpensive
correction procedures.

Some theft and employee dishonesty existed in the
selected manufacturing enterprises, but it was not large
enough to gather data concerning different control methods
and techniques used to reduce losses. Liost of the sample

firms applied established practices, such as audits,
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inventories, certified public accountants, and plant guards,

to curb the dishonesty problem.



CHAPTER VIII
SURVEY KESEARCH FINDINGS--LOSS EXPERIENCES

The losses experienced by the selected firms in
the sample area should determine the effectiveness of the
control procedures, and explain management's policies and
attitudes toward dishonesty losses. The information in
this chapter was used to evaluate the security programs
in each firm. Economy was a big factor with each firm in
determining the degree of control needed in relation to
their losses. Some firms found it more inexpensive to take
a calculated risk against losses. Other firms felt it best
to bond their firms against losses. Fidelity coverage places
the burden of detection, recovery, apprehension, and prose-
cution on the bonding agency; therefore, it reduces the need
for elaborate and expensive security control measures in
small firms.

The interview schedule resvealed the following data
regarding dishonesty losses.

Question 36, "What were the losses in 1962 in this

firm to the nearest dollar caused by?"

a. Theft

b. Embezzlement

c. Misappropriation
d. Fraud

108
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e. Manipulation of records
f. Inventary shortages caused by dishonesty
& Others; specify

This question was used to draw out additional information
from respondents about dishonesty cases. The other related
offenses to the problem were suggested to cover different
areas of defalcations and theft. The responses in the sample
firm resulted in seventeen negative answers to this ques-
tion. In other words, the majority of firms sampled in

the survey area had no dishonesty problems in 1962. The
three remaining firms reported the following loss for the

year in question.

Table XVIII
Loss Experience--1962;-Samp10 Firms

Number of Firms Offense Losni
1 Theft *Unknown

1l Inventory shortage *Unknown

1 Inventory shortage $3,000.00

Total loss reported $3,000.00

*Losses reported by two firms in the survey area
were undetermined as to the amount.

One respondent in a large firm in the sample said, "I do

not know the amount of the loss. No one has put a figure
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on it, but it ie going on.™ Another respondent said, "They
had a normal amount of invéntory shortage caused by dishon-
esty." The third re;ponding management representative fixed
the inventory shortage at $3,000.00, but added, "The firm
feels it would be too expensive to place tight controls on
this."

The conclusion reached here is that some levels of
management do not know of their losses; do not admit having
any as projected by the 85% negative responses to this ques-
tion; that 15% of the sample firms surveyed had a loss ex-
perience, but considered it not important enough to apply
control measures; and that this attitude toward control
measures, policies, methods and techniques to minimize dis-
honesty losses contributed to theft and employee dishonesty
problems in business and industry.

Question 37, "What were the total annual dishonesty
losses in this firm for the past ten years to the nearest
dollar figure?" This question was related to questions
number 32, 33; 34, and 35 to determine if the loss exper-
ience for the past ten years had any direct bearing on the
problem reported by the sample firms prior to 1962.

Fourteen respondents replied in the negative to
this question, one did not know of any dishonesty losses
in the past ten years in his firm, and the remaining five

responded as shown in Table XIX below.
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Table XIX

Annual Dishonesty Losses of the Past Ten Years in Sample
Firms

Number of Firms Offense Year Loss
1 Not reported Past 10 yrs. $50.00
1 Theft 1954 $1,800.00
1 Embezzlement 1959 $3,700.00
1 Unauthorized
credit 1961 $175.00
1 Embezzlement 1958 $4,000.00
Total lose reported $9,725.00

Management in the sample firms, when confronted
with actual losses, responded in 25% of the cases to the
existence of theft or employee diohdnesty. This was con-
sidered adequate for data analysis. In fact, the percentage
showed favorable results for the size of the sample.

Conclusions--Although employee dishonesty (25%)
in the survey sample area exists in direct proportion to
management losses, it may or may not be consistent to pre-
dict that the loss percentage in a larger area (United
States) would be the same. However, if this did prove to
be true, management would have a problem to resolve neces-
sitating a chahge in attitudes, policies, control methods,

and techniques to minimize dishonesty losses. The programs
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in effect to reduce dishonesty losses were effective in
the sample firms, but were not adequate when viewed from
the 'labor market as a whole.

Question 38, "What is the amount of fidelity bond
or honéaty insurance carried by your firm?" This question
was used to determine the percentage of s#mple firms that
were covered against dishonesty losses, and to understand
further the reasoning behind management's policies and at-
titudes toward the problem. The data collected from responses

are shown in Table XX below.

Table XX

Pidelity Bond or Honesty Insurance Coverage in Sample Firms

Number of Firms Type of Coverage Amount of Per cent
coverage
6 None - 30%
3 Unknown Unknown 15%
2 Insurance Unknown 10%
1 Bond $500.00 5%
1 Bond supervisors $25,000.00 5%
Bond employees $10,000.00 5% .
1 Bond $60,000.00 5%
1 Bond $100,000.00 5%
1 Bond $50,000.00 5%
1l Bond $10,000.00 5%
1 Bond $100,000.00 5%
1 Bond and $10,000.00 5%
Insurance $2,000.00 5%
1 Insurance $100,000.00 5%
20 Firms

Thirty per cent of the firms sampled in the survey
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area were not covered by fidelity bonds or honesty insur-
ance. This figure was higher than the 15 to 20% "no cover-
age" reported by bonding and insurance companies for bus-
iness and industry as a whole.

The conclusion developed from this question indi-
cates that management's policies and attitudes toward dis-
honesty losses, security control methods, and technigues
were influenced by bond or insurance coverage. Management
showed a tendency to rely on an outside agency to deal with
their dishonesty problem; this coverage was the deterrent
required to minimize dishonesty loss without establishing
expensive control measures and techniques.

Question 39, "Obtain copies of any policies, reports,
or other material used in firms' internal control operation
if possible."™ This was a reminder item inserted for the
investigator to collect any written material prior to term-
ination of interview and departure. This request was not
fulfilled by nineteen firms in the sample. One firm fur-
nished a written security manual covering control of clas-
sified documents that was not current at the time of the

survey. It was not related to this study.

Summary
There was some evidence indicating that management
was aware of their dishonesty losses through past theft

experience. In other instances management seemed totally
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unaware of any existing problen.

Inventory shortages, theft, embezzlement, and misuse
of credit were found to be in existence within the past
ten years in the survey firms. The majority of these firms,
however, were covered by fidelity bonds or insurance against
these losses.

The fidelity coverage may explain management's tol-
erance towards the problem resulting in the magnitude of
controls and policies implemented to reduce losses in the

survey firms.



CHAPTER IX

SURVEY RESEARCH FINDINGS--RELATIONSHIP BETWEEN LOSS EXPER-
IENCES, MANAGEMENT'S POLICIES, ATTITUDES AND CONTROLS

Figures 1 through 6 are visual indications of the
data reported in Chapters VI, VII, and VIII.

Comparatively speaking, management's policies in
the firms surveyed matched the control methods and tech-
niques, with some exceptions. As shown in Pigure 1, there
was a difference between security control policies and the
implementation of these policies by control methods and
techniques. For instance, seven respondents reported audits
as a control policy and eleven of the firms established
them in their security program. In Figures 4 and 5, five
of the firms matched their audit policy with a method to
accomplish this objective. Six firms listed audits in their
security policy or used them as a method without making
both companions in their security program.

Seven respondents reported an inventory policy and
fourteen reported it as internal control method in PFigure 1.
Five firms used the inventory procedure as companions. The
respondents for the other firms reported an inventory as
either a policy or method without considering both compon-
ents in their security program (see Figures 4 and 5).

Plant protection was treated in the same manner by

115
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respondents. Three possessed a policy in this area and

five implemented it as a security technique. Two firms
matched the policy for a technique while the remaining firms
reported them separately as components in their security
program. Reference is made to figures cited above for a
comparison of the firms charted.

In regard to the dishonesty problem and loss exper-
ience shown in Pigure 2, the data do not compare too well
with the attitudes of management with a theft or employee
dishonesty problem. Figure 6 shows the four firms, numbers
5, 10, 17, and 20, had dishonesty problems. All these firms,
except number 5, indicated effective internal control methods
and techniques. The scope of the theft or employee dishon-
esty problem had an influence on attitudes. If the loss
was minor, security controls were labled effective. Firm
number 5 had a unique problem and was treated separately
as a case study in Chapter IV.

A tolerance on minor dishonesty cases was generally
accepted by personnel interviewed in order to better their
labor relations and to help their employees. The attitude
in management shifted toward favoring prosecution for serious
offenses when there was a threat against the company's as-
sets, production time or profits. Attitudes are shown in
Figure 2, and the data by firms can be found in Pigure 6.

FPigure 3 is a line graph showing the relation between
the dishonesty problem and fidelity bond or insurance
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coverage. Eleven firms did not have bond or insurance cov-
erage. Seven had a past theft problem; one had a problem
at the time of the survey; and five firms had dishonesty
losses in the past ten years caused by theft or other forms
of dishonesty (see Chapter IV on case studies).

There were, of course, additional policies, controls,
and techniques found in the survey sample. Several policies
matched their opposite numbers on the control side while
others had no companion in the security programs. The same
figures in reference can be used to observe this comparison.

An explanation for the difference in policies and
controls detected above could stem from a lack of understand-
ing of the terms used, in the minds of the respondents.

All firms had a security program in some form or other,

but management did not identify the functioning parts of
their program with policies and controls. The difference
may also be explained by the gap between questions concern-
ing firm policies and controls in the survey instruments.
It is entirely possible that respondents did not recall
preceding answers to the policy question when later asked
about security control procedures.

Figure 2 shows twenty respondents were satisfied
with their internal control policies and eighteen felt their
security methods and techniques were effective. Ten stated
that their security operations were adequate. However, only

a few wrote security duties into the company policies and
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rules. A lack of written guidance in security regulations
reflected an attitude of "all is well under existing con-
ditions." Referring again to Figure 1, some evidence of
a trusting and tolerant attitude in the "people are honest"
policy is shown. All seemed satisfied with their security
policies and controls by showing a tolerance toward the
offender involved in minor dishonesty cases (see information
about these attitudes in PFigure 2).

The policies, attitudes, control methods and tech-
nigques certainly were liable to error. Data reported in
the figures in reference show the existence of a theft and
employee dishonesty problem. Therefore, it can be said
that the survey indicates that management's policies and
attitudes are significant factors in controlling or minimiz-
ing employee dishonesty.



Figure 1.--Comparison Between Security Control
Policles and Security Methods and Techniques
in Sample Firms
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Figure 2.--Comparison Between Security Control
Policles and Attitudes and Dishonesty Problen
and Loss Experlence in Sample Firms
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Security Control Methods and Techniques by Firms
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Figure 5.--Security Control Methods and Techniques by Firms



Figure 6,--Comparison Between Security Control
Policles and Attitudes and Dishonesty Problem
and Loss Experience by Firms
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CHAPTER X
CONCLUSIONS AND RECOMMENDATIONS

Combining internal control and physical security
into a security operation to reduce theft and employee dis-
honesty can be called the Company Security Program. Some
security exists in one form or another in every firm depend-
ing on the number of employees, size of the firm, and type
of operations.

Theories of causation regarding theft and employee
dishonesty and the concepts for security requirements have
varied among firms. Concepts depended on management's at-
titudes, needs, the dishonesty problem, and loss experiences.

Since it was suspected that managements in business
and industry varied in their attitudes toward theft and
employee dishonesty, this study was initiated to learn more
about the problem. It was hypothesized that management's
policies and attitudes toward employee dishonesty were aig-
nificant factors in controlling or minimizing dishonesty
losses. Therefore, selected manufacturing enterprises were
surveyed to test this hypothesis. Information was obtained
from interview schedules utilized to collect data for anal-
yeis. On-site interviews of available management personnel

from a selected sample were conducted to learn more about
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the attitudes affecting security policies, control methods,
and the effectiveness of the security programs.

As suspected, there were differences in the approaches
to the employee dishonesty problem. Some pattern of simi-
larity was detected in the survey sample which affected
security policies and attitudes toward the problem. The
conventional methods and techniques were employed, but no
new security procedures were uncovered. It was apparent
from the firms that had experienced a loss that tighter
controls were needed and attitude changes were required
in management to cope with the problem.

The survey was not entirely conclusive because of
errors in methodology and the lack of a more complete study
of a larger random sample in an expanded universe. The
thesis, however, does provide information which can be of
value. Conclusions were developed; however, additional
research is recommended to test the hypothesis further.

If the problem of employee theft and dishonesty can-
not be reduced, many businesses will not survive. In order
to protect business profits, changes in attitudes and in-
creased control measures will, in all probability, have to
béAfurther considered by management.

The introduction of internal control methods and
bhysical security techniques is not a panacea for employee
theft and dishonesty. It will help to minimize the prob-

lem, protect the assets of a firm from large losses, and






127

improve the foundations of many Businesaes. Unless there
are changes in management's attitudes, security policies,
methods and techniques, it is unlikely'that there will be
a reduction in the employee theft and dishonésty problem.

The area of profit protection against crime should
be intensified.v There is need for top management to know
the problems, and become familiar with developments in secur-
ity controls.

Crime, however, exists in American business today
because there is a failure to recognize the effect it has
on business and industry. There is a tendency to write it
off as bad company publicity or embarrassment to employees.
Thie attitude adds to the problem of theft and employee
dishonesty by further presenting opportunities to steal.

The deterrent against those losses could start with
management. Good security starts at the executive levels.
Protection involves all properties and cash; therefore,
more attention should be paid to control methods.l

Managers who have a different view toward theft
are utilizing more controls to prevent narrowing profit
margins, but there is still reported an increase in success-
ful frauds and thefts with the expansion of the national

economy. Aggressive firms must provide adequate security

1Harvey Burstein, "Crime: Its Effect on American
Business" (Speech given at Top Management Business Security
Seminar, Michigan State University, April 16, 1963). (Tape.)
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to protect their profits and prevent further decay in bus-
iness foundations.

Management has the important function of assuring
adequacy and feasibility of safeguarding controls. More
and more loss prevention-asset protection efforts are needed.
As part of each company's continuing security program, it
should be the practice to inform each employee about his
responsibilities for safeguarding the assets of his firm.

This is the period in history when business leaders
must take a strong stand on ethics and morality. PFirms
need to organize to carry out an asset protection program
that will gain the respect of employees, customers, and the
public. Theft and employee dishonesty must show a decline
in our present economy.2

The first successful move to attack the theft and
employee dishonesty problem might well be made by respons-
ible leaders in business management. It is time to change
their attitude of indifference about employee dishonesty.
Since top management is mainly concerned about cost reduc-
tion, supervisory failures, and productivity, they should
consider the reduction in theft losses to gain a greater

potential toward increased profits.

2Jack D. Penland, "Malefactors Who Prey on the Com-
pany from Outside™ (Michigan: Speech given at Michigan
State University Security Seminar, April 16, 1963), pp.
1-14. (Mimeographed.)
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Companies that are alert can develop methods to
thwart internal thefts. When management is complacent about
this and -their controls are weak, losses occur. Dishonesty
breeds on poor business practices, causes higher costs to
the consumer, lower purchasing power, and bankruptcy for
many companies.

One of the main things today concerning the problem
of bﬁainess crime is for management to recognize that some
employees are subject to human frailties including the in-
ability to resist temptation. Management's protection against
employee temptation is to develop & consciousness of employee
responsibility toward company property and financial assets.
By helping the employees in this way, he may be kept out

of situations of temptation.3

Recommendations for Security Control
Security in any organization requires constant review
and assessment to evaluate its effectiveness. As stated,
each firm has different needs depending on the type of bus-
iness; therefore, it is not too practical to compare secur-
ity programs between different organizations. Initially
the financial risk of loss and the nature of the hazard

indicate the kind and degree of security needed. Considerations

3S. J. Curtis, "Focus on the Future" (Speech given
at Security Seminar, Michigan State University, East Lan-
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for a security operation should include both internal con-
trol methods and physical security techniques.

Places, areas, activities, and operations vulnerable
to dishonesty losses have to be assessed by management.
It is recommended that the location of a loss risk be de-
termined by the principles of the firm, and that it be made
at the right level. Top management's opinion regarding the
strong and weak points of a firm should be the basis for
analyzing the problem.

A rule of thumb for determining a loss risk in any
firm could be figured on a scale of criticality in rank

priority for assessment purposes, such as:

A. Serious l. Permanent--out of business
B. Moderate 2. -Temporary 4
C. Slight 3. Undetermined

Corrective measures against a potential dishonesty loss
could then be considered on this acaie and provide a point
of departure for action on a security program. An A-1 as-
sessment (serious-permanent) would require immediate cor-
rective measures and would be ranked higher in priority for
corrective action over a C-2 assessment (slight-temporary).
After the proposed security program has been evalu-
ated, based on the above assessment, the security controls

should be instituted at the lowest cost which is consistent

4Timothy Walsh, "How Do You Evaluate a Company's
Security?" (Speech given at Security Seminar, Michigan State
University, East Lansing, April 17, 1963). (Tape.)
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with the objectives of the anterpriae.5 These controls
are provided to prevent the disorganization which breeds
the dishonesty. The security program approved by manage-
ment can then be implemented.

A lﬁatained implementation of internal controls
within a security operation can be accomplished by a delib-
erate error program, a series of check lists, a formal enm-
ployee training and re-training program, and undercover
investigation.

Controls can be checked on by a system of program

supervision, which requires a superviser to go through a

¢ prescribed series of inspections to meke certain that all

operations are being executed in accordance with prescribed
procedures.

‘ Another method is operational auditing. This is a
methodical examination designed (1) to find deviations from
eptablished standards or practices, (2) to find loopholes

in controls, (3) to consider means of improving the effi-
ciency of operations, and (4) to determine the current ade-
quacy of the procedures themselves. It could include audits
on several functions of internal controls and physical se-
curity. For each function a written supervisory operational
audit must be prepared, so an auditor can be led systemat-

ically through an operation to determine conformity to

JIbid.
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practice or deviation from established procedures (see Fig-
ure 7 for sample operational audit).

These audits can be prepared to suit the design
of each operation in a firm and issued in duplicate to de-
partment heads. The receiving department head is issued
his audit form; the shipping department head is issued his
audit and the accounts receivable head receives his audit,
etc. The duplicate of the operational audit, after it is
filled out, is retained by each department head as a per-
manent record of his performance. The original is sent to
top management for summarization, review, and evaluation
of the company's operations.6

Each firm should also include, as part of their
Security Program, a Crime Prevention Survey Program to de-
velop action to reduce or minimize certain business offenses.
It is another measure of implementing the security policies
of the company. All personnel in a firm should have a direct
participation in ecrime prevention.

Theft or employee dishonesty is repressed through
the application of such techniques as physical security,
crime prevention surveys, and the observation of persons
and places considered crime-producing. If a theft is de-

tected, control can be instituted by proﬁpt investigation,

6Saul D. Astor, "Implementation of Procedures:
Methods and Controls"™ (Speech given at Security Seminar
Michigan State University, East Lansing, April 17, 19635,
Pp. 1-15. (Mimeographed.)
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apprehension, and prosecution of offenders.

The crime prevention survey program is implemented
by an overall Company Plan. It requires the development
of supplementary plans by all levels of management and
supervision for determining courses of action that will
be conducive to the quickest achievement of the company's
objectives.

Good programming requires the collection and eval-
uation of detailed information on:

Exact types of offenses being committed; personnel
departments involved

¥ethods of operation of offenders
Plans vulnerable to dishonesty

Administration and physical security techniques
that will prevent offenses

Coordination with enforcement agencies
Utilization of sources of information

State of morale and discipline in the company
Known or suspected trouble spots

Special personnel problems

Agencies available for assistance in the reduction
of crime and offense

Security personnel should be utilized to conduct
physical security surveys of warehouses and other facilities
in which company property is stored. The information for
this survey will help to determine the need for required
physical security, guard force protection, and administra-

tive procedures.
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An important aspect of crime prevention is the elim-
ination of factors that contribute to the commission of
‘crimes and offenses. Complaints and grievances of employees
" may provide important information regarding the presence

and nature of such factors.

The knowledge that offenders will be apprehended
helps to maintain a law-abiding attitude among employees,
Surveillance may be used to prevent dishonesty. Guard forces
should apply the surveillance technique to deter crime.7

Security directoré and management should be directly
concerned with the protection of property against pilferage
and larceny. This protection can only be accomplished by
the combined efforts of all personnel in the company along

with a well organized security operation.

7"Crime Prevention," Department of the Army Tech-
nical Bulletin 1? (Washington, D.C.: U.S. Government Print-
ing mj-cev 9 s PP. 1-10. .
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SHIPPING AUDIT--SAMPLE PROGRAM
Read Below and PFill in Here———-—

1.
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Figure 7

Operational Audit Samples8

Capital Letters and

*Asterisk Denote

Desirable Condition

ST

NO DRIVERS OR CUSTOMERS PER- 1. (a) YES*__ NO

MITTED BEYOND DOCK.

I am aware that it is company
policy to prohibit drivers and
customers from entering the
order-selection area and the
shipping consolidation area (a).
There is a prominent sign on
the shipping dock to that ef-
fect (b). The following em-
ployees (c-names) were reminded
of this policy on (d-date).

COMPLETED ORDERS SPOT-CHECKED 2.

BY SUPERVISOR.

Each day, I spot-check at least
(a) number of completed orders
and sign the order copies of
those I check (b). Today I
checked six orders and I found
the following discrepancies:

Order Order Called For: I Found:

30

PRODUCTIVITY OF ORDERS SELECT- 3.

ORS IS CHECKED.

We expect an order selector to
pick an average of (a) lines
per hour. A daily record of
productivity is kept by me for
each order selector (b). Today
we used a total of (c¢) number
of man-hours to pick (d) number
of lines. Therefore, we had an
average of (e) lines per man-
hour. My fastest man is (f-
name) who filled (g) number of
lines per hour today. My slow-
est man is (h~name) who filled
(1) number of lines per hour
today.

8)stor, op. cit., pp. 16-19.

(b)
(e)

(d)

(a)

(v)

(a)

(v)

(e)
(a)
(e)
(£)
(g)
(n)
(1)

YES*___ NO

(date)

None
A few
SIX*

I SIGN THE
CHECKED ORDERS*

I do not sign
the checked
orders

Unknown

THIRTY-EIGHT*
YES#*
KNo







4.
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RETURNS CHECKED AGAINST 4.
CREDIT VOUCHERS.

When drivers bring in re-

turns, the returned products

are individually checked by

(a) against their credit

vouchers. The checker signs
the vouchers Eb;. Returned
products are (¢). In my

opinion, drivers (d) easily
falsify credits or take re-
turned products from barrels
and get credit for them a
second time.

SUGGESTIONS FOR IMPROVEMENT. 5.
I have the following sugges-
tions for improving shipping
operations in my plant. Other
than the following, I think

the shipping procedures are
excellent (a):

SCORE AND ACTION. There were 6.
(a-number) of frames preceding
this. Of these, I have marked
(b-number) satisfactory and (c-
number) unsatisfactory. I

will take action on the unsat-
isfactory conditions, (d4) and
have them brought into line by
(e-date). (If answer to (d;

is negative, explain below:

I cannot correct the following
conditions because of the reasons
I offer below:

Reason for not making correétion
Frame No. Letter

Date _Signature

(a)

(b)
(ec)

(d)

(a)

(a)

(v)

(e)
(d)

(e)

The drivers
themselves

AUTHORIZED
CHECKERS
NAMED*

YES*_ No

Left on the
platform

PLACED IN
BARRELS*

Could___
COULD NOT
Present pro-

cedure is
excellent

Procedure
needs revis-
ion as I
suggested

No. of frames:

Sat.

Unsat.
WILL*
Will not_____
(date)
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APPENDIX A

Introductory Statement: (Memorize)

I am a graduate student from Michigan State Univer-
sity and am conducting a field survey for data on a thesis
pertaining to losses resulting from defalcations (theft,
etc.), in manufacturing enterprises. I am talking to per-
sonnel at the management level in this area to learn poli-
cies and control techniques being used to reduce dishonesty
losses. It is felt that their attitudes toward the problem
are a significant factor in minimizing employee dishonesty.
I would like to spend a little time with you today to find
out about the internal control methods in your security
operation. You can be assured that anything said during
our conversation identifying you or your firm will be kept
strictly confidential. The information obtained may help
to understand better this growing problem or provide others
with suggestions for internal controls.

Area Number

Interview completed

Interview not completed Reason

Remarks:
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1.
2.

10.

11.

12.
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Pre-interview Schedule

What is the item produced by your firm?

How long has your firm been in business at the present
location? years months

How many people (total) does this firm employ?
Have you had any special requirements for establishing

internal controls to minimize dishonesty losses at your
firm? Yes No

How long have you been employed as a member of this
firm? years months

What is the title of your position?

How many persons are assigned to the security operation
in your firm? Full-time Part-time

Are these employees assigned to special units in your
security organization? Yes No

If yes to question number 8, what units are they as-
signed to?

If no to question number 8, what units are they assigned
to?

Is this a single manufacturing firm or a branch of a
larger organization? single firm branch

How long have you been employed at your present posi-
tion? years months






APPENDIX B

Interview Schedule
I. Policies and Attitudes:

l. What are the internal control policies in effect
in this firm to reduce dishonesty losses?

2. In your opinion, are the policies effective for
the purpose intended? Yes No Reasons:

3. In your opinion, what causes contribute to employee
dishonesty or theft in manufacturing enterprises?
(Please rank the causes in order of importance.) -

4. What can your department do to control employees
who, in violation of the law or company policy,
contribute to dishonesty losses? (a) that they
are doing now :

(b) that they are not doing now

5. What can management do to control or minimize dis-
honesty losses?
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6. Are your security operation duties set forth in your
company rules and policies? ___ TYes No. 1If yes,
are these rules and policies written? __ Yes No.
If yes, obtain a copy when possible. -

7. Are there any offenses against the company rules or
policies that you feel should always be prosecuted
in an appropriate court? Yes No

8. VWhat are these offenses?

9. What reason do you have for always referring these
offenses to court for prosecution?

10. Are there any offenses which you feel should never
be referred to court for prosecution? Yes No

1ll. What are these offenses?

12. What reason do you have for not referring these of-
fenses into court for prosecution?

13. Who makes the final decision concerning the disposi-
tion of an employee dishonesty case?

14. Are there some types of dishonesty cases in which the
employee is neither suspended, discharged, nor prose-
cuted? Yes No

15. What type of cases are these?

16. What reason do you have for taking no action on these
cases?

17. How do you think the other departments in this company
feel about employee dishonesty and theft?







II.

18.
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How do you feel about the security organization
in this firm which is concerned about the dishon-
esty problem?

Control Methods and Techniques:

19.

20.

21.

22.

23.

24.

25.

What type of places in your firm are vulnerable
to the problem of theft or employee dishonesty?

What type of operation, in your firm, helps pre-
vent theft or employee dishonesty?

What type activities in your firm contribute to
the problem of employee dishonesty?

What type of activities in your firm help prevent
dishonesty losses?

What are your duties as an official in this firm
regarding the security operations?

What are your other duties? (For persons assigned
to part-time security operation duties).

How ie your work day spent? DPlace a one (1) by
the activity which occupies most of your time,
two (2) by the activity which takes the next
greatest portion of your time, and continue this
manner through the 1list of activities below.

. Administrative duties on internal controls

Observation of places that contribute to dis-
honesty losses



26.

27.

28.

29.
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Investigation of dishonesty cases referred to you
for disposition
Report writing

Contacts with departments, referrals, and follow-
ups for employees in need of further supervision

Inspection of places or operations wvulnerable to
dishonesty losses

Other activities; what are these?

How do you get your dishonesty cases? Place a one (1)
by the most frequent source of case handled by you,
a two (2) by the next most frequent source, and con-
tinue in this manner through your least frequent case
source.

From Plant Protection Personnel

From Finance Department Personnel

From Shop Foremen

From other supervisory personnel

From your Supervisors

From employees

Other; What are these other sources?

What are some of the examples of the control methods
and techniques that exist in this firm to prevent dis-
honesty losses? (Ask for a comment on the use of the
polygraph.) ~

How effective are these methods and techniques?

Do you have a theft problem in this firm? Yes No







III.

30.

31.

32.

33.

34.
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If yes, what are these problems?

If no, has there ever been a theft problem in
the past?

If there has been a problem in the past, what
was done to control it at this time?

Do you have other employee dishonesty problems
in your firm? Yes No

Repeat questions 30-32.

Loss Experiences:

35.

36.

What were the losses in 1962 in this firm, to the
nearest dollar, caused by?

$ Theft

Embezzlement

Misappropriation

Fraud

Manipulation of records

Inventory shortages caused by dishonesty

Others; specify.

What were the total annual dishonesty losses in
this firm for the past ten years, to the nearest
dollar figure?
$ 1961

1960
1959

1958




150

1957
1956
1955
1954
1953
1952

37. What is the amount of fidelity bond or honesty
insurance carried by your firm?

$ k Bond

$ Self-insured

38. Obtain copies of any policies, reports, investi-
gations or other material used in this firm's
internal control operation, if possible.

Thank you.






APPENDIX C

Introductory Statement: (Memorize)

I am a graduate student from Michigan State Univer-
sity and am conducting a field survey for data on a thesis
pertaining to losses resulting from defalcations (theft,
etc.), in manufacturing enterprises. I am talking to per-
sonnel at the management level in this area to learn poli-
cies and control techniques being used to reduce dishonesty
losses. It is felt that their attitudes toward the prob-
lem are a significant factor in minimizing employee dishon-
esty. I would like to spend a little time with you today
to find out about the internal control methods in your secur-
ity operation. You can be assured that anything said during
our conversation identifying you or your firm will be kept
strictly confidential. The information obtained may help
to better understand this growing problem or provide others
with suggestions for internal controls.

Area Rochester, Mich., Number

Interview completed

Interview not completed 4-9-63 Reason Production Manager
oo busy; Production
En too bus

gineer
4-16-63--Phoned for an appointment with personnel
manager, but could not set an appointment
with him. Made two calls on this date.

Remarks:

Mr. Valenia, Production Engineer, stated he was too
busy to be interviewed today or tomorrow, and other officials
in management were busy or in meetings. He said this was
their central office, and they were very busy. Appearance
was made without an appointment. Valenia did not seem in-
terested in thesis topic, the fact that this visit pertained
to a field survey, and the information was needed for a
thesis to be completed prior to graduation in June.
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APPENDIX D

Personnel Manager April 15, 1963
Gemmer Manufacturing Company

6400 Mt. Elliott Avenue

Detroit, Michigan

Dear Sir:

One of the important problems confronting management in
business and industry is the increase in losses caused by
employee dishonesty. A review of the literature indicates
much has been said and written about this subject. Studies
have been made and records kept on employee malpractices,
but etill the problem exists today.

A survey is being conducted at the Graduate School, Mich-
igan State University, from a carefully chosen stratified
sample of manufacturing enterprises. It is hoped that cer-
tain facts may be learned from personal interviews to as-
sist in understanding the internal controls required to
minimize these losses.

All information received will be confidential and no com-
panies or personnel will be identified.

Since your firm was carefully selected for this survey, it
would be appreciated if you would arrange an appointment
for me to discuss your views on dishonesty losses. I will
be in your area April 24, 25, and 26, 1963. The data ob-
tained from your firm may help reduce employee dishonesty
exposure.

Please indicate the time and date convenient for an inter-
view. A stamped, self-addressed envelope is enclosed for
your reply.

Thank you for your attention on this matter.

Respectfully yours,

Eugene M. Freeman

Lt. Col. U.S. Army (Ret.)

‘ Sorry we cannot give you the
information you request as our
plant has discontinued operations
here in Detroit as of October 1, 1961.
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