Bookkeeping - Everybody Can Do It 02/10/22

Sk RIS B SR S B SR R AR A1
MNEFERBMXE S =FEEEHIE

4

yplcal Fraud Cases and Characterlstlcs)

Inventory....Phar—Mor

192|202

CCS Insights

Typical Fraud Cases and Characteristics
of US Listed Companies: Inventory - Phar-Mor

£ B Lo 8) s A SRS B AR
NG RMLEF-FEOR

Feel the CCS & (o Dffenence

CCS - Your Trusted Accountants 1




Bookkeeping - Everybody Can Do It 02/10/22

* Inventory overstatement accounts for a significant portion of asset valuation fraud, =
owing to the diversity of inventory goods and their liquidity, as well as the range of
valuation methods. Phar-Mor's inventory fraud in the United States of America is
typical.

* Phar-Mor is a pharmacy chain based in Ohio, United States of America. Phar-Mor
's expansion has been significantly faster than its competitors, from a single
pharmacy to nearly 300 locations countrywide in less than a decade. However, this
grandeur was based on the fabrication of fictitious earnings through the forgery of
inventory assets, and Phar-Mor's fraudulent practices ultimately resulted in
bankruptcy.
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*  Monus, the founder of Phar-Mor, was an ambitious guy. To spread his modest
shop across the country, he employed a strategy of selling products at steep =]
percentage discounts. Monus used a pen to add non-existent stock and earnings
to underperforming and unaudited pharmacy statements. This extreme
misrepresentation enabled him to swindle enough money to acquire eight
pharmacies in a year.

*  Monus planned and fabricated at least S500 million in fictitious earnings over a
decade. Phar-Mor's finance director questioned the company's expansion by
selling goods below cost, but Monus claimed that if the company expanded large
enough, it would cover all costs. As a result, Phar-Mor maintained two sets of
records for many years, one for external audits and one to reflect the actual *
situation. W7
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* Phar-Mor's financial wizards fabricated the situation by first depositing any losses
in a so-called "bucket account" and then transferring the funds in that account to
the company's hundreds of member pharmacies by inflating the inventory.

* They forge purchase invoices, produce fictitious journal entries that boost stock
while decreasing the cost of goods sold, record purchases without recording
liabilities concurrently, and overcount or double inventories.
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* The finance department was able to conceal the inventory deficit because the
certified public accountants checked the inventory of only four of the 300
pharmacies and notified Phar-Mor several months in advance of which
pharmacies they would investigate. Managers then placed physical inventory into
those four pharmacies and distributed the inflated portions to the remaining 296
pharmacies. Phar-Mor's would have been forced to close its doors without the
accounting fraud.

* Auditors paid a high price for their carelessness. This audit failure resulted in a =
USS300 million legal judgement against the accounting firm. And, eventually, a
prison sentence for Phar-Mor. The finance director received a 33-month prison
sentence, while Monus received a five-year sentence. "-‘f\
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