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* The difference in the Tyco case and some of the others is that it is more related to
greed than accounting fraud.

* In 1960, Tyco International Ltd., located in Waltham, Massachusetts, began as an
investment and holding company with a growing concentration in solid-state
science and energy conversion.

* It later diversified into a global conglomerate company through fierce and rapid
acquisitions providing products and services in four business segments: fire and
security, electronics, engineering goods and services, and healthcare
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» Within four years, 1997 to 2001, Tyco acquired 750 companies for nearly $30
billion, and revenues rose by 50 percent from the S6 billion acquisition of ADT
Security Services.

Tyco reflects these acquisitions using the acquisition method of accounting. Under
US GAAP, the acquisition method of accounting requires that:

— the profit of the acquired company after the date of purchase be consolidated
with the profit of the purchaser. =

— Similarly, losses incurred by the merged company before the purchase date %
are not required to be included in the scope of consolidation of the purchaser. .
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Tyco started to play a “Spring-Loading" based on this rule.

In "spring-loading," the pre-acquisition earnings of an acquired company are
underreported, giving the merged company the appearance of an earnings boost
afterwards.

Therefore, those companies merged by Tyco all had one common feature:

— the earnings of the merged companies often dropped abnormally sharply
before the merger and improved rapidly afterwards.
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In fact, the abnormal fluctuations in the earnings of these merged companies
before and after the completion of the merger were mainly due to the
contribution of various "provisions":

— excessive provisions for various charges and impairments were made before
the merger, and

— the provisions were gradually released after the merger.

Such falsification was described by Tyco's executives as "financial engineering".
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In 1999 the SEC began an investigation after an analyst reported questionable
accounting practices.

Swartz were found guilty in 2005 of taking bonuses worth more than $120 million

without the approval of Tyco's directors, abusing an employee loan program, and

misrepresenting the company's financial condition to investors to boost the stock

price, They also falsely claimed not to have sold $575 million in shares. Both men
: are serving eight and 25 years in prison respectively.

E e After the fraud was revealed, former CEO Dennis Koslowski, former CFO Mark

. » Tyco International's operations has since returned to normal and has remained |
’ robust with the removal of board members and senior executives. ”
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or further consultation, please contact:

Chin Chee Seng
Partner

+6012 365 4331
cschin@ccs-co.com

Wong Woei Teng
Audit Partner

+6017 237 8233
woeiteng@ccs-co.com

Jared Low
Assurance Director
+6018 763 4813
jared@ccs-co.com

CCS & Co

Not for further distribution without the permi
vs of CCS and does not constitute the provisio
atio s Whil makes reasonable e to provide information whi :

information provided is c ., accurate, up to date, or non-misleading. The information provided herein should not be used as
Before making any decision or ta action, you should consult a professional adviser who has been provided with all the pertinent f
s slides can be accepted by CCS.

-aining from action due to using the information in the

CCS - Your Trusted Accountants

02/10/22

in

based on our interpretation of

warranties that the

ultation with professional advisers.
elevant to your particular situation. No




