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Ethics at Work

Pick Up on Those Not-So-Faint 
Low-Tech Signals  
The low-tech human mind is not outdone by high-tech

By Marianne M. Jennings, JD

J P Morgan Chase lost somewhere 
between $2 billion and $9 billion 

because one of its London traders got a 
little carried away with risk, short sales 
and complex instruments. A simple 
translation is that the trader was in over 
his head, did not know how to get out. 

Before those at the company were able 
to take note of what he was doing and 
what was happening to his positions 
in the market, the losses were into the 
billions. “Who knew?” was the response 
from Jamie Dimon, Chairman and CEO, 
a response we hear too frequently from 
those who lead companies. 

There was one report on the trader and 
his losses, however,  that was intriguing. 
One employee at the London office 
noted that the trader involved in the 
multi-billion losses had the run of the 
office because of his amazing results. 
Yet, employees interviewed after the 
losses all noted that the star trader was 
sometimes at the office for three days in a 
row, wearing the same clothes for the full 
period.  

One of the basic rules in banking 
for uncovering embezzlement and 
other financial shenanigans is that all 
employees must take their vacations. If 
they do not take their vacations, they can 
continue to work on their magical cover-
ups. When they are gone from work, we 
can piece together exactly what they are 
doing while they are at work.  

Chase was running a high-tech hedge 
fund with computer modeling for risk. 
However, no one at Chase threw down 
the flag on the traders until after they had 
lost billions. 

How do we get so sophisticated that we 
miss the simple signs? We rely on audits, 
high-tech systems, compliance programs 
and tools, and, perhaps, assume that we 
are covered. While we would not want to 

live without the help these tools provide, 
we also must be ever-vigilant in day-to-
day observations. Sometimes the simplest 
clues are overlooked because we are, after 
all, protected by sophisticated systems. 
We really do need to retain low-tech 
signals even as we utilize our high-tech 
tools. 

The Compliance Director at Madoff 
Securities: Check the monthly credit 
card statements

Shana Madoff Swanson (daughter of 
Bernie Madoff’s brother, Peter) was the 
general counsel and compliance director 
at the Madoff firm, and she is currently 
under investigation for her, well, 
spending habits at the firm. Prosecutors 
are now focusing on several odd 
payments including $30,000 paid to her 
interior decorator and $241,958 in her rent 
payments made by the Madoff firm. 

But there is one more focus of the 
investigation that should have been 
caught internally long before the Ponzi 
scheme collapsed. There were $374,860 
in personal expenses charged to Ms. 
Swanson’s corporate American Express 
card, charges that included clothing, 
cosmetics and personal travel. One would 
think the general counsel and compliance 
director might have used a bit more 
discretion and a lot more of her own 
money—that would be her $4.6 million 

in salary and bonuses. That aside, where 
was the simple act of reconciliation of 
the expenses on the credit card with the 
purposes of those expenses and the firm’s 
responsibilities for them? When firms go 
south in an ethical sense, those involved 
never do just one thing. 

These very sophisticated operators almost 
seem to know that we will miss their less 
sophisticated misdeeds that would trigger 
further inquiry because we place so much 
faith in our sophisticated systems that 
are above and beyond the lowly work of 
checking expense accounts. The Madoff 
compliance director went for four years 
without a check on her spending and its 
purposes. The lowly low-tech work often 
leads us to sophisticated schemes.   

The back office at MF Global

In an August 2011 email, Edith O'Brien, 
the former assistant treasurer at MF 
Global, challenged a fellow employee 
who insisted MF Global had "plenty 
of cash." Ms. O'Brien wrote that if the 
company did have cash, "Why is it I need 
to spend hours every day shuffling cash 
and loans from entity to entity?" Within 
two months, MF Global would declare 
bankruptcy after bad hedging resulted 
in billions in losses. The simple and basic 
oversight of monitoring account activity, 
something that retail banks do with their 
own customers to be certain they are in 
compliance with federal laws on funds 
use and transfers, would have been a low-
tech way to discover the significant cash 
flow problems at the firm. 

And now – the healthcare 
applications

The stunning embezzlement indictment 
and guilty plea of Roosevelt Hairston Jr., 
the former general counsel and executive 
vice president of Children’s Hospital of 
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Philadelphia (CHOP), is a case study for 
simple, low-tech tools. 

The embezzlement amounted to $1.7 
million and was carried out over a 12-year 
period (from 1999-2011). That’s about 
$150,000 per year. Not bad work if you 
can get it, especially when you consider 
that Mr. Hairston’s salary topped $700,000 
as of 2009. 

How did so much go out the door and 
for so long? The case is instructive in 
terms of using those soft clues in order to 
maximize the ability to ferret out thieves 
and hustlers.

Those invoices and vendors

The indictment indicates that Mr. 
Hairston obtained all the funds he took 
by using just 93 invoices over the 11-year 
period. That’s a chunk of change per 
invoice, and invoices of that level deserve 
some follow-up, something that was 
overlooked at the hospital. 

The indictment also indicates that 
the invoices were submitted by fake 
firms, firms created by Mr. Hairston for 
payment of phony experts and outside 
counsel for the hospital’s litigation. 
Verifying the identity of those firms and 
the recipients is critical. 

In at least one instance, the internal 
auditors at CHOP did follow up with 
the alleged vendors, but Mr. Hairston 

stole the identity of a friend in order to 
use an email to assure auditors that he 
was indeed the vendor and had indeed 
performed the services. However, the 
email follow-up is in itself a lesson—
anyone can email. A simple visit to the 
vendor’s office would have been in order.

That Mr. Hairston could submit the 
invoices for payment with no other 
person involved in approvals or checks 
on vendors indicates a fundamental 
weakness in internal controls.

Oh, that lavish lifestyle!

Mr. Hairston had a yacht with a full-time 
captain, a 10,000-square-foot home and a 
steady stream of parties. He had a stable of 
cars that would make Jay Leno blush.That 
level of spending by an executive in any 
organization warrants a look-see into his 
expenses and invoices at work.

Those investments!

Mr. Hairston’s need for cash increased as 
his real estate investments went south. 
Those complicated personal portfolios 
and activity are things to watch, or at 
least clues as to one of the segments of 
the triangle of fraud—need. In this case, it 
was a need to cover poor investments. 

Where are the leaders in your 
organization in terms of their personal 
investments and obligations? Financial 
demands from poor investments, 
expensive hobbies and troubled personal 
lives are often the drivers for ethical 
lapses at work. 

The personal-is-personal and business-
is-business attitude is the sophisticated 
approach. Understanding levels of 
personal debt among organizational 
leaders and performers causes us to keep 
a closer eye on the accounts, invoices 
and policies at work. Sometimes those 
policies bring in extra earnings even when 
those policies may be questionable under 
regulatory or ethical standards. 

Conclusion

Those of us who work in ethics and 
compliance are like detectives who are 
required to solve a murder mystery before 
anyone even knows of a death. The victim is 
the organization and our goal is prevention 
of its demise. The prevention tools are the 
basics of physical check-ups of our patient’s 
health. Relying on sophisticated equipment 
may find us missing a simple fever or a 
developing rash. 

Recently, a chain pharmacy was 
dispensing up to 50 times the amount 

of oxycodone that other pharmacies 
dispensed (i.e., 1.8 million pills vs. 
50,000). The computer systems in place 
did not catch the excessive dispensing of 
the drug. But the pharmacists wondered 
why the patients all lived in the same 
household and always used the drive-
thru. 

A good low-tech detective understands 
the significance of these simple facts and 
checks on the computer’s slip-up on 
checks and balances concerning quantities 
dispensed. And, that same detective uses 
the workforce to provide that drive-thru/
address information through reporting 
systems.  

The goal of those in ethics and compliance 
should be one of focusing on the simple 
events around us. And then following up 
with investigations and questions when 
we see the recurring patterns described 
here of expense account volume, 
deviation from standard practices and 
organizational rules, and lifestyles not 
easily maintained without cash reserves. 

The simple and hard work of tasks such 
as following up with vendors is our low-
tech tall order. We do that to catch the 
things high-tech misses because it lacks 
the detection and deductive skills of the 
low-tech human mind. NP
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