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Dan is the President & Managing Partner of Cindrich, Mahalak & Co., P.C., a CPA firm specializing in the 
credit union industry.  He joined the firm in 1980 upon graduating from Eastern Michigan University 
and became a partner in 1988.  He is a certified public accountant and a member of both the American 
Institute of Certified Public Accountants (AICPA) and the Michigan Association of Certified Public 
Accountants (MACPA). 

  

Throughout his career Dan has worked in all phases of the practice.  He is involved in all audit activities 
and works closely with the staff in training and development.  He personally reviews all audit files and 
reports as part of the firm’s quality control standards.  His extensive experience allows him to provide 
clients with unique problem solving insights. 

  

Throughout his tenure, Dan has been responsible for hundreds of credit union audits, and worked in 
fraud/embezzlement investigations, including filing bond claims, working with authorities, and 
testifying in criminal proceedings.  He also works with credit unions in budgeting and forecasting, 
asset-liability management consulting, strategic planning, mergers and acquisitions, human resources 
consulting, regulatory consulting, and a variety of other consulting projects.  He is a frequent speaker 
on topics related to the credit union industry on both a local and national level.  He has written articles 
for several credit union publications. 

  

Cindrich, Mahalak & Co., P.C. is one of the largest credit union auditing firms in the country.  They 
currently audit credit unions ranging from less than $5 million to well over $1 billion in assets.  They 
have concentrated their practice in credit unions and their subsidiaries since their inception in 1971. 
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It’s not a matter of if, but when, your credit 
union will experience fraud and you will 
need to investigate.  We will discuss fraud, 
how to deter it, how to find it, and what to 
do when you find it.  This will include a 
discussion of Suspicious Activity Reports 
(SAR), bond claims and dealing with legal 
authorities.  We will take you from detection 
and documentation, to successful criminal 
prosecution and/or asset recovery. 
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 What is fraud 

 How to find fraud 

 What to do when you find it 

 Suspicious Activity Reports (SAR) 

 Bond Claims 

 Legal Authorities 

 Questions 
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 Wrongful or criminal deception intended to 
result in financial or other personal gain 
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 Fraudulent financial reporting 

 Theft or embezzlement 
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Opportunity 

Three conditions are generally present when 

fraud occurs 
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 Where is biggest risk 
◦ Insider dishonesty 

◦ Misappropriation of funds 

◦ Fictitious loans 

◦ Indirect lending 

◦ Collection/Repossession 

◦ Unauthorized withdrawals 

◦ Management override 
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 Internal control environment is designed to 
prevent, deter, and detect fraud 
◦ Prevention may not be possible 

◦ Deterrence can work with honest folks 

◦ Detection is necessary 
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 Education 

 Training 

 Written policies and procedures 

 Consistent enforcement and sanctions 
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 Role of Internal Audit is one of oversight 
◦ Gain and maintain good understanding of CU 

business 

◦ Maintain skepticism 

◦ Brainstorm 

 Supervisory committee members 

 Other internal audit staff 

 External auditors 

◦ Whistleblower programs 
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 Learn and understand your role and 
responsibilities 

 Ask questions 

 Attend educational sessions 
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 Attitude that fraud exists in every entity 

 Be alert to risk factors 

 Be willing to ask difficult questions 

 Be open and candid in discussions 

 Set aside beliefs about integrity of 
management 
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 Discussion without management’s presence 

 Consider internal and external fraud factors 

 Speak to auditors, both internal and 
independent 

 Pay attention to frauds that occur elsewhere 
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 Presume the possibility of dishonesty 

 Which accounts or areas are susceptible to 
fraud 

 How could management perpetrate and then 
conceal? 
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 Fictitious or premature revenue recognition 

 Delayed expense recognition 

 Overstatement of assets 

 Understatement of liabilities or expenses 
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 Threats to financial stability or profitability 

 Incentive programs tied to growth or 
profitability 

 Heavy competition 

 Regulatory pressure 

 Board expectations 

 Budget pressures 
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 Accounts based on significant estimates 
◦ Allowance for loan losses 

◦ Mortgage servicing rights 

◦ Goodwill or other intangibles 

◦ Accruals 
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 Theft of cash 

 Fictitious loans and/or accounts 

 Collection and/or repossession activity 

 Inactive accounts 

 Closed accounts 

 High volume accounts 

 Insider accounts 
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 Personal needs or wants 

 Lifestyle expectations 

 Feeling that it is deserved 
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 Where internal controls are weak or non-
existent 

 Where employee’s feel they are not 
compensated fairly 

 Where integrity is not the “tone at the top” 

 Where personal circumstances have changed 

June 18, 2014 22 



 Good, sound audit procedures based on 
assessment of risk 

 Disclosure by others with knowledge 

 Sometimes, you are just lucky 
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 Take control of situation 

 Communicate to management, supervisory 
committee, and/or board of directors 

 Design program to examine circumstances 
and document 

 Notify proper authorities 

 Suspicious Activity Report (SAR) 

 Surety bond claim 
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 Determine the following 
◦ Who is alleged to have done it? 

◦ What did they allegedly do? 

◦ Is investigation necessary? 

 Consider timing requirements 

 Is immediate action necessary? 
◦ Administrative leave pending outcome 

◦ Report to board 
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 Who should conduct investigation? 
◦ Internal 

◦ External auditor 

◦ Legal counsel 

◦ Other 

 Document what is done & results 

 Maintain confidentiality 
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 Copies of law or regulations that were 
violated 

 Copies of internal policies or procedures 
violated 

 Codes of conduct 
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 All documents relevant to investigation 
◦ Copies of emails, memos, letters, etc. 

◦ Documents supporting transactions, if applicable 

◦ System backups of applicable activity 

 Keep documents secure during process 

 Keep copies of anything submitted to third 
parties 
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 If need to interview suspect or others 
◦ Plan interview in conjunction with what you want to 

accomplish 

◦ Be calm, respectful, and professional 

◦ Listen carefully to answers 

◦ Observe body language 

◦ Deviate from plan if answers dictate 
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 If need to interview suspect or others 
◦ Ask open-ended, non-leading questions 

◦ Ask questions in chronological order 

◦ Be alert for answers you didn’t anticipate 

◦ Don’t talk too much, let interviewee fill the gaps 
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 If need to interview suspect or others 
◦ Be stubborn if necessary to obtain specifics 

 Who?  What?  When?  Where?  How many? 

 Is knowledge firsthand or heard from someone else 

◦ Ask for relevant documents or other evidence 

◦ Ask about others who might know 

◦ Take notes throughout 
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 Clarify any points you are unsure of 

 Ask if there is anything else you should know 

 Be sure you receive documents you requested 
from interviewee 

 Discuss confidentiality and non-retaliation 
policies 
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 Written notes should capture important 
points accurately 

 If note-taker used, review immediately to be 
sure of accuracy 

 Be sure notes accurately reflect interview 
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 Be certain there is sufficient factual basis to 
reach conclusion 
◦ Examine all evidence gathered 

◦ Ask if something is missing 

 If so, get it, re-interview, whatever is required 

 Be certain of quality and quantity of evidence 
◦ Corroboration and support 
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 Professional, thorough, and fair 

 Obtain sufficient evidence and facts to 
determine whether an allegation is founded 
or not 

 Establish documentation to support 
conclusion 

 Highlight any internal processes that may 
need attention 
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 Found fraud 

 Did not find fraud 

 Unable to determine 
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 Your work then is mainly obtaining 
documentation 
◦ To support SAR 

◦ To support bond claim 

 Interviews may still be necessary 

 Corroborative support still required 

 Internal process changes may still be 
necessary 
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 Assign responsibility to discuss with public 

and/or media 

 Single point of contact 

 Consult legal counsel 
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 How they were detected 
◦ Missing cash 

◦ Fictitious loans 

◦ Fraudulent expenses 

◦ Theft of member funds 

◦ Misstated financial statements 

 What was done 
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 Insider abuse involving any amount 

 Violations aggregating $5,000 or more where 
a suspect can be identified 

 Violations aggregating $25,000 or more 
regardless of a potential suspect 

 Transactions aggregating $5,000 or more 
that involve potential money laundering or 
violations of the Bank Secrecy Act 
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 Filed with FinCEN (Financial Crimes 
Enforcement Network) electronically 

 If assistance is needed in investigation, 
completing reports, or filing claims, consult 
outside auditor or attorney 

 Generally due within 30 days of initial 
detection 
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 Failure to file a SAR as required may subject 
the credit union, its officials, employees, and 
agents to civil money penalties or other 
administrative actions 

 SARs must be retained for five years along 
with supporting documentation 

 Supporting documentation is part of report 
even though it is not submitted with it 
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 Board is required to be notified of SAR filings 

 If suspect is member of board, do not notify 
suspect, but all others 

 SARs are confidential 
◦ Do not discuss with anyone, even under subpoena 

or other request 

◦ Report must be available to law enforcement 
authorities and regulators 
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 Filers are protected from liability 
◦ For any disclosure in report 

◦ For failure to disclose existence of report 
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 Must contact bonding company in accordance 
with timing requirements of policy 
◦ This can be notice of investigation 

◦ Outcome pending 

 When filed, include all documentation 
pertinent to proof of loss 

 Bond provider may have outside investigator 
review your work 
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 Fraud is a reality 

 Conducting investigations are necessary 

 Important considerations 
◦ Preparation 

◦ Documentation 

◦ Fair and impartial investigation 

◦ Must be priority 
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Daniel J. Mahalak, CPA 
President & Managing Partner 

 
dmahalak@cm-co.com 

586.296.1155 ext 231 
877.998.CMCO Toll Free 
877.998.2626 
586.296.5325 Fax 

31215 Jefferson Avenue, St. Clair Shores, MI 48082-2099 

www.cm-co.com          info@cm-co.com 
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