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Typical Fraud Cases of US Listed Companies:
Waste Management Scandal —
Income was overstated by $1.7 billion
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Waste Management Inc. is the world's largest waste disposal company, founded in
1968 by Dean L. Buntrock and Wayne Huizenga and listed on the New York Stock
Exchange in 1971.

During the 1970s and 1980s, the company was the world's largest waste disposal
company, and it was the most prominent stock on Wall Street.
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Cal @ 5 f uu * The company's revenues increased from $16
‘Wﬂ( ’ s\ g milion i 1971 t0 75 million in 1991, with an
. i average annual revenue growth rate of 36 %
' and an average annual net income growth rate
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One of the keys to its quick success was horizontal expansion through acquisitions
and mergers.

The company stunned Wall Street by completing 200 acquisitions and mergers in a
single year, demonstrating its ability to expand horizontally.

At its peak in the 1980s, when Waste Management Inc. was at its best, the
Washington Post referred to it as "the treasure hidden in the garbage."

After a few years, the Washington Post claimed unequivocally that it "appeared to ..
be more like garbage.” What exactly is going on here? \\‘\
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* According to estimates, the worldwide waste management industry was worth
more than two trillion dollars in 2019, and it is likely to continue to develop at a
rapid pace in the future years. Waste management companies are responsible for
the collection, transportation, processing, and disposal of waste materials.

In the United States, garbage is dealt with in a variety of methods, including
recycling, waste-to-energy, and composting, among others.

* Landfilling, on the other hand, continues to be the most frequent technique of
waste disposal in the United States.

* Landfills received more than 146 million metric tones of municipal solid waste
(MSW) in 2018, accounting for more than half of all MSW disposal. -
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* Waste Management Inc., is a North -
American corporation providing waste
management, integrated waste

WASTE MIANAGEMENT management, and environmental services.

* 346 transfer stations, 293 active landfill disposal sites, 146 recycling plants, 111
landfill gas facilities for beneficial use, and six independent power plants are part
of the organization's infrastructure.

* Waste Management provides environmental services to about 21 million
customers in the United States, Canada, and Puerto Rico, including private,
manufacturing, government, and commercial enterprises. ot
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2IBiggestjWWastelManagementiCompanies

WENTE Veolia Environmental
2019 Management, Inc. Services (Private)

Revenue of the company
- (in 000’s of dollars)

15,455 12,505

- Total comprehensive income of

- the company (in 000’s of dollars) 1,749 328

- Total assets of the company

: (in 000Q’s of dollars) 27,743

Typical Fraud Cases and Characteristics of US Listed Companies: Through “Acquisition” —Tyco

\WastelManagementiScandal

- * However, when Waste Management Inc. engaged a new chief executive in 1997,
- he managed to unravel the company's pre-tax earnings were overstated by
. approximately USS1.7 billion between 1992 and 1998.

. * Waste Management's issues originate from the group's revenues not expanding as

T quickly as they would want and the fact that management's remuneration is
N related to the company's profitability. This puts the company's management in
e jeopardy if they do not meet their earnings targets.

* Therefore, they began to participate in fraudulent activities involving accounting
books for the business.

Typical Fraud Cases and Characteristics of US Listed Companies: Through “Acquisition” —Tyco
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* Reduce depreciation costs by inflating the salvage value or residual value of assets
(assigning salvage value to assets that previously did not have any salvage value)
and increasing the useful life of garbage trucks owned by the company;

Not to impair the costs of ineffective and abandoned landfill development projects

* (Capitalizing several costs especially interest expenses improperly

* Essentially, one of the factors contributing to the company's rapid growth is its
"conservative" approach to asset amortization, which blurs the line between
capital assets and expenses to generate virtual assets and false income, thereby %
increasing the company's surplus without changing its liabilities. W’
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* Waste Management Inc. was audited by Arthur Andersen, among the Big Five
companies.

* Arthur Andersen detected errors in its accounting records and proposed
amendments and strategies to address them.

* However, the officers of Waste Management, Inc. declined to accept the
adjustments recommended by Arthur Andersen.
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* As part of their bribery scheme, the stakeholders informed Arthur Andersen that
they would receive additional fees upon completion of the audit work.

* Eventually, Arthur Andersen provided unqualified audit opinion in the Waste
Management Incs audit report and, over time, concealed accounting irregularities
to hide the fraud.

* Waste Management Inc. was not only engaging in accounting fraud, but they were
also engaging in unlawful activity by bribing Arthur Andersen, which was a
violation of the law.
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* Waste Management Inc. continues to operate after the accounting scandal, they
were able to get back to success after the company received a new CEO by buying
new technology, keeping up with safety standards and operating practices that
helped the business to get back on its feet and have a fresh start.

* But many of the workers involved in the scandal were unable to return to the
business world. Many of them have also been fined for their offences.

* Perhaps it was this painful experience that led Arthur Andersen to take the plunge
and destroy the audit files on the eve of the Enron revelations, ultimately bringing
the firm's 89-year "glorious history" to a close with an "obstruction of justice" <
charge. 1
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15,455 12,505

1,749 328

27,743 18,867
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For 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
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the slides represents the views of CCS and does not constitute the provision of professional advice of any kind. The information contained in the slides is based on our interpretation of
existing legislation at the published date. While CCS makes reasonable efforts to provide information which we believe to be reliable, we make no representations or warranties that the
information provided is complete, accurate, up to date, or non-misleading, The information provided herein should not be used as a substitute for consultation with professional advisers.
Before making any decision or taking any action, you should consult a professional adviser who has been provided with all the pertinent facts relevant to your particular situation. No
responsibility for loss occasioned to any person acting or refraining from action due to using the information in the slides can be accepted by CCS.
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