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A
Abusive/defiant behavior, intolerance, 10
Accountant practice, SEC prohibition, 103
Accounting
books, examination, 295
control, 96
convergence, 175
department members, interview, 277
functions, responsibilities, 16
practices, questioning (absence), 42
principles, disregard, 104
professionals, importance, 272
ratios, usage, 185
records
classification, 257
investigation, 4-5, 6-7
reports, classification, 257
rules
reliance, 6
understanding, 9
system, 304
access, 49
journal entries, downloading, 3
transactions, focus, 9-10
Accounting entries
controls, absence, 4
document support, 139
examination, 286
mastery, 131
Accounting for Contingencies (FASB No. 5), 6
Accounts
assurances, examination, 249
falsification, charges, 208-209
manipulation, 217
Accounts payable
invoice destruction, 232
ledgers, usage, 304-305
payments, 200
Accounts receivable
activity, problems, 212-213
aging manipulation, 211
aging reports, analysis, 210
confirmation, sending, 190
credit memos, problems, 282
general ledger, nonintegration, 278, 281
pursuit, 200
reduction, journal entry, 279
suspicions, 208
write-offs, 292

Index

Accruals, usage, 125
Accrued expense payable, 279
Acquired companies, earnings, 114
Acquired subsidiaries, government work,
116
Acquisitions, 115-116
accounting involvement, 116-117
process, cessation, 198
Actual expenses, budgeted expenses (deficit
concealment), 251
Adjusting journal exties (AJEs), 309
Administrative funcsicns, responsibilities, 16
ADT connecticn tees, 104
Agency trading, 112
Aguirre, ~ntcnio Ivan S., 139
Aluminuin ingots, price (governance), 268
Americai Institute of Certified Public
Accountants (AICPA)
Management Override of Internal Controls, 214
Rule 102 (Integrity and Objectivity), 233-234
Amortization, definition, 325
Analysis rates, 257-258
Annual audit, performing, 15
Annual financial report, SEC examination, 18-19
Annual master budgets, preparation
(determination), 180
Annual revenue, net over-recognized revenue
(comparison), 48
Annual reviews, impedance, 178
Annual sales, overstatement (fraud), 287
Annual vacation, requirement, 102
Anonymous hotline, absence (impact), 252
Antecedent checks, 73
Anti-fraud professionals, rumor/gossip attention,
73
Approved financial results, release, 175
Assets
accounting problems, reconciliation, 253
double pledging, 154
misappropriations, concealment, 252
nature, misrepresentation, 276
proof, 278
recordation/valuation, improprieties,
275-276
sales, usage, 36-37
surprise physical counts, 250
valuation, impropriety (definition), 326
value, write-down (avoidance), 154
Assistant accountant, accountability, 137
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Association of Certified Fraud Examiners (ACFE)
educational materials, 9
fraud seminar, 323
Attorney general, probes, 161
Audit
acceleration, avoidance, 147-148
assignments, care, 252
attacks, 284
discomfort, 46
initiation, 172
meeting, objectives/outcome, 247
perception, 144
planning strategy, 182
procedures
client, impact, 147
revelations, 32
qualification, absence, 181
reports
qualification, 181
signing, anomalies, 260
requirements, completion, 29
services, solicitation, 179
software, request, 164
strategy, 182
techniques, development, 11
Audit client
acceptance, 26-28
control, attempt, 32
understanding, 30
Audit committee
chairman, discussion, 46
definition, 325
formation, 253
independence, 167
independent control/oversight function,
creation, 130
meetings, 7-8
members, 189
Audited financial statements, exaraination, 50
Audit firms
candidate recruitment, SO¥-prohibition, 234
negligence, 261
resignation, 208-209
Auditing
International Auditing and Assurance
Standards Board standards, 180
responsibility, 124
software, usage, 238
sole practitioner, 15, 18
standards, understanding (demonstration), 274
Audit manager, involvement, 28, 172
Auditors
audit partner status, 260
awareness/ training, improvement, 11
change, 204
collectability discussions, 211
co-optation, 120-121
loyalty, 67
professional skepticism
absence, 194
usage, 236
tasks, ethics, 64
Audit team, leading, 30-31

Audit trails
importance, 138
investigation, 134-136
questions, 92
Authorized signatories, impact, 125

B
Background checks
importance, 21-22
performing, 22-23, 31
Backlog
definition, 325
increase, 37
necessity, 40
Bad debt accounts
allowances, 4
attention, 4
service line categorization, 4
Bad debt expense, management adjustments, 4
Bad debts, estimation difficulty, 6
Balance sheets
equity, 100
fraud tools, 202-203
Balloon payment, opticus, 153
Bank accounts
closure, 311
opening, 32¢,
requirement; 259
Banker, stopping, 302
Banking instructions, review, 126
Batikinan
252,303
applications, 232
rejection, 233
Bankruptcy, 203
filing, 38, 155
investigation, 150-151
outcome, 155
Banks
confirmations, examination, 249
financial statement, manipulation, 135
fraud cases, investigation, 132
monthly financial statements, requirement, 302
payment voucher/check stub, payment, 270
reconciliation
clearance, 143
review/preparation, 97
Bank statement
examination, 277, 304
review, 125
third-quarter reconciliation, 97
understanding, 125
Behavioral standards, deviations, 10
Behavior problems, relationships (impact), 42
Belnick, Mark, 105-107
accusations/SEC settlement, 108
Benford’s Law, usage, 47
Billings
excess, 40
refreshing, 210-211
Bills of lading, 172-173
Biological agents, vigilance, 274
Blank documents, access (restriction failure), 229
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Board of directors
audit committee, independent control/
oversight function (creation), 130
establishment, 253
executives, departures, 162
independence, 195
involvement, 15
increase, 10
meetings, participation, 58
minority, 188
oversight, absence, 193-194
recommendations, 274
Special Committee, formation, 207
Bonding companies, payment delay, 308
Bond removal, 100-101
Bookkeepers, procurement, 184
Bookkeeping
analysis, 258-259
noncomputerization, 142-143
routine, 131-132
Borrowing, increase, 267
Bottom line, entries (impact), 4
Branch manager, accountability, 138
Branch operating manager, sanctions, 135
Branch operating officer
accountability, 137-138
sanctions, 135
Broker/dealers
function, 142
SEC/FINRA requirements, 143
Budgetary accounts, examination, 250
Budget variations, procedures, 241
Business
background, solidity, 265
concept, 316
dealings, shopping, 22
expansion, 16
expenses, fictions (creation), 276
financial aspects, understanding, 26
partners/associates, background checks, 22-23
plan, inappropriateness, 11¢
start-ups, specialization, 17-16
venture, 198-199
Business-to-customer (B2C) revenue model, 69

C
Calendars, collection/itemization, 88
Call Report, 97
Canceled checks, examination, 277
Capital
deposits, sharing, 181
Maintenance Log, 321
markets, advantage, 160
requirement, 308-309
Capital risk company, selection, 219
Case theory, formation, 275-276
Cash
abstraction, 134-135
accounts
fiction, 201
graphical representations, 204
balances, understatement, 279
connection, 201-202
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dealings, 69
equivalents, 249
expenditures, fraud, 59
handling, 179
larceny, definition, 325
projections, exposures, 40
receipts
diversion, collateral consequences, 279
recordation, avoidance, 71
skimming/diversion, 278
risks, 102
surprise counts, 250
Cash book balance, 181
Cash book schedules, production/reconciliation
(ensuring), 185
Cash flow
constancy, 60
difficulties, 238
generation, problems, 230-231
management, specialization, 13-14
problems, 38, 230, 303
signs, 231
stock analyst concern. 56-57
Central Intelligence /Agcucy (CIA), 274
Centralized contro’, atsence, 84-85
Certified Public* ccountant (CPA)
exam, passage. 13, 14, 16
sole propriatorship, 18
Chairman f the board, meetings, 7-8
Chaiit’ organization, 246
ciient meeting, 248
Controls, absence, 249-251
performance, concerns, 247
Chartered accountancy certification, 70
Check copies, summaries, 307
Check registers, examination, 304
Chemical agents, vigilance, 274
Chief Executive Officer (CEO), 5
authority, 317
deviation letters, 241
fraud charges indictment, 214
integrity, questions, 208-209
intent, proof, 156
leadership standards, 175
meeting, 7
personality, dominance, 209
position, attainment, 14
rationalization, 212-213
SEC interview, 19-20
trust, 175
Chief Financial Officer (CFO), 1
complaints, 5
entry, transaction explanation, 3
impact, 317
intimidation, 6, 8
position, attainment, 15
promotion, 98
protection, 213-214
retirement, 8
sales manager role, 80
SEC interview, 19-20
Circumstantial evidence, collection, 145
Civil complaints, SEC settlement, 155
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Civil litigation, continuation, 155
Civil penalty, payment, 103
Claims, comparison, 38-39
Clearing clerk, accountability, 138
Clearing statements, document support, 136
Clearing trades, 142
Client
acceptance, 26-28
accountants, contact, 32
bankrupt status, 40
communication, initiation, 248
files, collection/itemization, 88
funds, custody, 93
lying, 32
meeting, 248
procedure control, avoidance, 32
research, 25
shares, purchase, 63
Closeout stores, contracts (examination), 294-295
Closing inventory, material overstatement, 240
Code of ethics
establishment, 252
initiation, shareholder approval, 226
Codes of conduct, binding (absence), 227
Collateral, 152
accounts, 89
collection, 153-154
depreciation, 152
schedules, 154
Collateralized debt, definition, 325
Collusion, 121
network, 245-246
Commercial banking, 132
truth, 91
Commissions, inflation, 287
Common stock
issuance, 18
transfer, 17
Communication
channels, creation, 253
profits, relationship, 42
system, 92
Company
bankruptcy, 38
books, examination, 60-61
cars, purchase, 251
claims, comparison, 38-39
commitment, 58
consortium, negotiations, 37
culture, problems, 317
decline, 170-171
dissolution/liquidation request, 63
financing, restructure, 25
global expansion, 170
growth, 114-115, 170-171
problems, 82
infrastructure, discussion, 75-76
interests, increase, 61
investigation proposal, board of directors
acceptance, 47
long-term viability, doubts, 230
network, 198
options, 42

projects, performance problems, 38

raids, 71

reputation, importance, 7

results, stock analyst perception, 160

shares, ownership, 64

tax raids, 72

value, decrease, 61
Compensation

arrangements, 318

metrics, 120
Compensation package, indications, 285
Competition, increase, 267
Competitors, collaboration, 160-161
Compliance, effectiveness, 92
Compliance examiner position, acceptance, 234
Computer records, examination, 257
Concealed expenses, definition, 325
Concealed liabilities, 227

definition, 325
Confessions, 212-214
Confidentiality, 19

importance, 221-222
Confirmations, usage, 235
Conflicts of interest, 527-322

impact, 224
Consolidated fiznancial statements, description, 18
Consolidated-nieraorandum, preparation, 166
Consolidations, GPA specialization, 20, 22
Constructinn business, concentration, 17
Consumer advocacy, 316
Centngency, estimation ability, 6
Cceratingent liabilities, recordation, 6
‘Jontract

copies, examination, 295

existence, 39-40

generosity, 294-296

nonexistence, 239

review, 126

termination, 49
Contractual agreement, appearance

(creation), 39

Control environment

establishment, 252

weakness, 229
Control frauds, 121
Controller

changes, 231

duties, 95-96

impact, 3—4

investigation, 172

role, assumption, 228
Controls, absence, 249-250
Cooper, Cynthia, 9
Core business, financing, 149
Corporate assets, misuse/misauthorization, 110
Corporate confidence, increase, 315
Corporate culture, 292

importance, 8-9

robustness, 130
Corporate financial reporting rules, violation, 155
Corporate governance

principles, management team adherence, 185
Corporate governance fraud scheme, 104
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Corporate management team, dismissal, 166
Corporate mergers, specialization, 15-16
Corporation, strategic plan, 17
Corruption, definition, 325
Cost analysis, 267-268
Cost cutting, ability, 114
Cost of sales

inventory component, 239-240

review/discoveries, 287

verification, 286
Costs, manipulation, 223
Counsel, collaboration (importance), 281
Counterparties

identity, 126-127

review, 126
Credit approval policies, circuamvention, 80-81
Credit card bills, outgoings, 258
Credit card statements, review, 296
Credit committee, telephone communication, 85
Credit memos

document support, 136

issuance, 278

problems, 282
Creditors, impact, 266
Credit union, investment portfolio, 96-97
Criminal activity, damages (recovery), 120
Criminal conspiracy, 90

definition, 325
Criminal investigation, initiation, 258
Criminal prosecution, cooperation, 89
Crisis management, internal counsel (impact),

320-321

Cross-disciplinary audit team, institution, 174-175
Cross-functional training, institution, 174-175
Currency movements, control, 255-256
Currency trader reputation, maintenance, 26
Customer master file

downloading, 47

new customer names, deletion, 49
Customers

complaints, 80

disappearance, 48-49

emails/communicatiors, 74

expectations, manageiaetit, 222

incentives, providing, 79

sales, pushing, 80-81

winning, 77
Customer service department, inventory-on-hand

figures, 294

D
Damages, mitigation, 129
Data analysis, 91
Data gathering, importance, 53
Data preservation order, issuance, 78-79
Data processing department, backup, 96
Davis Bacon rates, definition, 325
Davis Bacon wages, 230
Dawdy, Jay, 122
Debit memos, document support, 136
Debt
escalation, 232
financing, 230
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payment, cash generation, 151
rating
definition, 325
impact, 7

usage, excess, 231
Debt costs, 230

decrease, stability (impact), 7
Debt service costs, 230, 231
Debt servicing costs, definition, 325
Decentralized subsidiary, oversight (absence),

90-91

Delivery, false invoices, 223
Delivery dates, problems, 47-48
Delivery orders

examination, 48

problems, 47-48
Delivery receipts, absence, 192-193
Deposition, usage, 211-212
Deposits

discovery, 309

experience, 201
Deposits in transit (DITs)

follow-up, 147

nonclearance, 143
Deposit slips, docune:it support,

136

Depreciation;aefinition, 325
Deterrencenietnods, usage, 54
Deviatici 2 otters, 241
Directors;wealth (increase), 61
Disburcement, fraud (definition), 326
Dis iosure, impropriety (definition),

Discovery process, continuation, 276
Distressed asset, 153
Dividends

earnings, cessation, 59-60

payment, absence, 63

receipt, 59
Documentation

conflict, 72

doctoring, 127

examination, 311

falsification, 210-211

fragility, 88

importance, 323-324

review, 117

tagging, 163

Telex number stamp, 126
Document request (DR) list, 143
Dollars, conversion, 259
Double-entry system, usage, 134-135
Double-pledged assets, 154

definition, 325
Double-pledging, 150-151

incorrectness, 155
Dual cash accounts, 200-201
Due diligence

conducting, 272

absence, 266

importance, 31

performing, 23, 32

problems, 19-22
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Duties, segregation, 93, 95
absence, 229
completion, impossibility, 95-96
importance/effectiveness, 288, 289
policy, initiation, 226

Dynamic leadership, requirement, 35

E
Earnings
boost, 116
cash flows, correlation, 2-3
growth, addiction, 115
management, 162
impropriety, 7
volatility, increase/risk, 7
Wall Street expectations, 115
EBITDA calculations, inaccuracy, 279
Economic growth period, 188

Electronic data, processing/analysis cost, 78-79

Electronic files, usage, 164
Electronic information, organization, 164
Emails

analysis, 91

evidence, 242-243

impact, 78-81

requests, 164

review, 80

secrets, 164-166
Embezzlement, 90-91

definition, 326
Employees

compensation, 248

policies, impact, 167

cost, revenue (comparative analysis), 68-69

documentation, absence, 229

files, examination, 247

firing, 228

grant shipment distribution, 250-257

interviews, 285

master file, downloading, 47

rehiring, 228

reimbursement allowanc=s, 243

responsibility, 286

retention rate, 69

salaries, dissatisfaction, 285

time registration system, 297

tips, 248-249

trustworthiness, 132
Employment, obtaining (ease), 273-274
Energy projects, capital spending (decline), 36
Engineering, procurement and construction

(EPC) contract, 40-41

Entitlement, sense, 58-59
Entrepreneurial spirit, 198, 274-275
Entries

consolidation, 131-132

example, 134
Errors, prevention/detection effectiveness

(assessment), 285

Essential Employee, special residency permit, 259

Evidence
hierarchy, usage, 235
quality, 235-236

Exchange rates, 257-258
comparison, 261-262
market ranges, anomaly, 261-262
Executive team, 303-304
Exotic investments, limitations, 101
Expenditures, classification problems, 279
Expenses
accounts, misstatement, 135
improprieties, concealment, 275-276
misclassification, 223-224
nature/purpose, misrepresentation, 276
proof, 278
omission, definition, 327
premature recognition, 117
reclassification, 146
Expired options, write-off, 20
Exports, reliance, 238
External audit firm, discussion, 3
External auditors
appointment, 179
assistance, 114
contact, 126
inconsistencies, compilaints, 62—63
origin, 69-70
recommendation, 157
SEC action, 2821
SEC interview. 19-20
trust, 290
Externai avdits, conducting, 252
Extreo dinary Circumstances (Cooper), 9
T
“ainily businesses, 57
Tictitious business expenses, creation, 276
Fictitious revenue, 275-276
definition, 326
Fiduciary duty, definition, 326
Finances, accountant assistance, 178
Financial Accounting Services Board (FASB)
accounting statements, examination, 9
No. 5 (Accounting for Contingencies), 6
Financial auditing, focus, 284
Financial conditions
deterioration, masking, 36-37
statement
entries/documents, review (failure), 137
representation, 135
Financial constraints, 238
impact, 265
Financial correspondence, examination, 320
Financial crisis, symptoms, 219
Financial data
confidentiality, 19
consolidation, 285
fraud tools, 202-203
Financial documents, mismatch, 309
Financial due diligence, conducting, 298
absence, 266
importance, 271-272
Financial engineering, 84
Financial fraud, prevention/detection, 106
Financial goals, achievement, 275
Financial incentives, 16
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Financial Industry Regulatory Authority (FINRA),
broker/dealer requirements, 143
Financial information, attention, 64
Financial institutions, duties separation, 95
Financial manager
responsibilities, 284-285
rotation, 289
Financial outcomes, problems, 35
Financial performance
impact, 88
increase, 162
Financial ratios, inaccuracy, 279
Financial records
analyses, 39
review, absence, 266
split/maintenance, 71
versions, variation, 309
Financial reporting
analysis, 163
compliance, 82
fraud, 189
integrity, foundation, 167
internal controls, SOX certification, 161
process, engagement, 10
recommendation, 23
regulatory/economic uncertainty, impact, 6
Financial reports, authenticity (trust), 266
Financial responsibility, 218
Financial results
risk falsification, 173
spring load, 117
Financials, board of directors review
(inadequacy), 194
Financial services commission, regulation, 259
Financial statement fraud, 72, 88, 161
concealment, 105
definition, 326
example, 275-276
red flag, 208
scheme, 104
involvement, 116-117
victim, 320
Financial statements
adjustments, 280
analysis, 117
definition, 326
experience, 163
audited records, extraction, 50
cash equivalents, 249
change, 61
claims, support (absence), 42
comparison, 249-250
concerns, b4
consolidation, 118
control, 251
creation, 96
disclosures, fraud/omission, 275-276
examination, 277
external auditor inconsistencies, 62—63
filing, 305
external auditors, nonconsent, 150
implied qualities, 278
issuance, 31
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loopholes, 133
losses, 153
display, 153
manipulations, 162-163
indication, 210
misrepresentation, 135
misuse, concealment, 248—-249
non-acceptance, 181
obtaining, requirement (importance),
31-32
preliminary draft, 30
preparation, 72, 97, 156
accountants, impact, 156
ratios, problems, 285-286
raw data, upper management access
(prohibition), 324
receipt, 59
restatement, 52, 81
revision, 129
stock misstatements, 239-240
Financial success, focus, 35-36
Financial team, matrix development, 163-164
Financing
agreements, negotiatina, 75
obtaining, 31
restructure, 25
Finished goods
account;ualary/ traveling expenses (charge), 52
inventor . separation, 51
rejection, 50
5300 “.all Report, definition, 325
Fix-d assets, surprise counts, 250
Iixed costs, problems, 230-231
rixed-fee lump-sum contracts, demand, 36
Fixed production capacity, 51
Flat interest-rate method, 183
Florida Department Law Enforcement (FDLE),
fraud report, 321-323
Forced loans account balance, 184
Forced reconciliation, definition, 326
Forced share capital balance, 184
Foreign currencies
movements, investment funds (impact), 259
swaps, 89
definition, 326
trades, losses, 260
Forensic accounting, 161
procedures, evidence collection, 81
team, leadership, 207
thoroughness, 8
Forensic experts, collection, 60
Forensic financial statement analysis, horizontal/
vertical relationships, 2
Forensic interviewing, cross-functional training
(initiation), 174-175
Form 10K, filing, 17
Formal policies, absence, 284
Fort, John, 108
Fraud
categories, 275-276
cause/perpetration, 53
concealment, 174
detection
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Fraud (Continued)
ability, effectiveness (assessment), 285
concepts, 41-42
deterrence, 64—65
discovery, 32-33
disguise, 59
duration, 138
examination, 161
cross-functional training, initiation, 174-175
hotline
implementation/maintenance, 53
installation, 225
investigations, 72-73, 319
data/information gathering, importance, 53
joint venture, 298
occurrence, 214-215
perpetration, 283
prosecution, 130
possibility, 179-180, 292-293
potato chip theory, 191-193
red flags, categories, 228-231
research, 11
risk
assessment, 92
red flags, 292-293
scheme, 310
triangle, 212-214, 285
usefulness, 214
Fraud examiners
case comparisons, 64
professional skepticism, 236
skepticism, 262
Fraud prevention
concepts, 41-42
effectiveness, assessment, 285
policies, 54
Fraudulent disbursement, definition, 32€
Fraudulent write-off, definition, 326
Freight and haulage documents, examiration, 48
Full disclosure, 127-128
Full-right shareholders, books;records access, 60
Functional leadership, developnient, 109
Functional responsibility, 54
Funding sources, concea'ment, 249

G
GAAP-compliant financial statements,
preparation (responsibility), 106
General contractor
business, 228
subcontractor hiring, 16
General Electric, 104
General ledger
accounting, 123-124
accounts receivable, nonintegration, 278, 281
downloading, 47
liabilities, deletion, 232-233
Generally accepted accounting principles (GAAP)
accordance, 172-173
absence, 276
basis, absence, 309
compliance, 21
conformity, 277-278

conversion, 175
financial reporting/application, inaccuracy, 41
financial statement compliance, 106
understanding, demonstration, 274
violation, 163
Generally accepted auditing standards (GAAS),
109
violation, 163
Ghost employees, 69
definition, 326
possibility, 69-70, 71
test, 297
Going concern audit report, usage, 230
Going-concern test, 181
Gold, cash equivalents, 249
Goods, transport, 71
Goodwill, earning, 110
Gossip, anti-fraud professionals (attention), 73
Government
audits, 247
contracts
compliance failure, 229-230
receipt, ability, 274-275
documents, filing preblems, 129
overbilling, allegativis, 116
transfers, reccipt, 249-250
Grand larcery, dednition, 326
Grants
amount . absence, 250
examiration, 249
rec=ipt, 249-250
“uipments, employee distribution, 250-251
‘5riesa, Thomas P., 109
Gross margin, decrease, 267
Gross over-recognized revenue, comparison, 48t
Gross profit ratio, problem, 285-286
Gross receipts, skimming, 276
proof, 278
Growth
demands, 115
ego, relationship, 84-86
facilitation, 76
period, 207
responsibility, avoidance, 81
strategy, 76-77

H
Haircuts, 142
Hard documentation, itemization, 88
Hard drive, analysis, 221

acceleration, 222
High-dollar entries, testing, 294
High-dollar transactions, selection, 295-296
Holding period, explanation, 241-242
Hostile takeovers, 114-115
Human resources

data, entry, 297

staff, interview, 251

I

Impaired asset, definition, 326
Improper asset valuation, definition, 326
Improper disclosure, definition, 326
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Improper revenue, recordation, 51
Incentives
design/structure, 121-122
motivator role, 120
Income
account, understatement, 134-135
decrease, 134-135
manipulation, 223
overstatement, 104
statement, 119
Independent audit committee, usage, 194-195
Independent checks, usage, 93
Independent investigation, audit committee
contact, 207
In-depth investigation, 127
Industry conditions, fraud red flag, 228,
230-231
Information
fiction, 134-135
gathering
exercise, 268
importance, 281
identification, 163
release, control, 251
system, 92
Information gathering, 62
importance, 53
interview, 117-118
Information technology (IT)
control environment, confirmation, 180
director, wrongdoing (admission),
212-213
profit management, 127
treasury function, control, 128
Initial public offering (IPO), 76, 188
problems, 81-82
results, display, 77
SEC filing, 214
In-person interviews, usage, 117
In-person meetings, accomplishmert, 119-120
Insolvency, signs, 231
Instant messages, analysis, §"
Insurance coverage, obtaining, 57
questions, 39
Intangible assets
challenge, 202
definition, 326
existence, 200
supplier delivery, 203
threat, 204
Intangible-asset transactions, profit and loss
statements, 200
Intellectual-property suppliers, 201-202
Inter-company in-transit reconciliation schedule,
172-173
Interdepartment reviews, 92-93
Interest amortization, impropriety, 181
Interest earnings, overstatement, 183
Interest income, 181
Interest-only loans, creation, 151
Interest rates
calculation, 183
increase, 7
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Interest schedules, production/reconciliations
(ensuring), 185
Interim agreement
expiration, 40—-41
usage, 39-40
Internal accounting controls, establishment,
106
Internal audit department
contact, 86-87
establishment, 284
meeting, 46
reporting function, 226
Internal audit manager, hiring, 283
Internal auditors
assignation, importance, 288
assistance, 87
incentives, 120-121
origin, 69-70
Internal audits
direct reporting, 168
external team assistance, 88
function, 92
Internal audits, frequency, b=
Internal communicatior s-audit team, parent
company codreiiation, 174
Internal controls
application-problems, 10
checklist; < anipietion, 180
circurive ntion/overriding, 275
definitisn, 326
ertectiveness, assessment, 285—286
¢nvironments, understanding, 274
importance, 9, 184
consideration, absence, 284
inadequacy, 279
infrastructure, examination, 268-269
overriding, 181
problems, 239
procedures, review, 239
strength, 237-238
Internal records, third-party records
(comparison), 253
Internal regulation, simplicity, 246
Internal Revenue Service (IRS) regional offices,
jurisdiction, 199
International Auditing and Assurance Standards
Board, auditing standards establishment,
180
International Financial Reporting Standards
(IFRS), GAAP conversion, 175
International trading, standards, 126
Internet purchasing abilities, streamlining,
314
Internet startups, management team (impact),
316-317
Interviews
inconsistencies, 212
initiation, 118
repetition, 222
Intimidation, usage, 3-7
Intra-company elimination entries,
171
Intra-company transactions, 171
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Inventory Investors
balance, increase, 51 capital, 315
binders, 172-173 compensation, 261-262
commingling, 29 fair settlement, 262
concealment, 276, 280 fraud, victim, 320
proof, 278 funds, shortage, 322
controls, executive override, 240 investigation packaging, 223-224
cut-off schedule, 172 losses, generation, 261
differences, 292 money, disappearance, 260
differentiation, difficulty, 29 operating expenses, impact, 200
disappearance, 269 search, 218-219
discounts, 189 support, 267
disposal, 28 tax deductions, 198-199
inter-company transfers, 174 perception, 204
manipulation, 52, 117 Tyco share, impact, 106-107
observation, audit requirements Invoice credit, performing, 210
(completion), 28 Invoices
ownership, 192 destruction, 232—-233
procedures, creativity, 171-172 inflation, 306, 310
reconciliation schedule, 171-172 numbers, chronological order, 305-306
sample, 250 rebilling, 210
schedules, review, 172 summaries, 307
secret transport, 51 suspicions, 269-270
surprise counts, 250 verification, 232
suspense, debit, 191 Invoices in transit, 295

system, cover-up, 193
tags, usage (reasons), 27

test counts, 27 January 31, 4iscil year-end date, 188
consistency, 27-28 Job dutics: vroblems, 231
warehouse transfer, 191 Jobopportunities, usage, 246
write-offs, 118 Job prafitability, requirements, 302
Inventory-ageing analysis, 239-240 Johrotation
Inventory in transit, 172 ¢nforcement, 252
Inventory-on-hand figures, 294 impact, 54
Investigation, 119-120 policy, establishment, 130
directives, 163 Job superintendents, invoice verification, 232
external auditor process, 129 Joint ventures, 298-299
initiation, 124-127 Journal entries
Investment, 95 anomalies, investigation, 49
accounts downloading, 3
balances, comparison, 262 examples, usage, 7
churning, 91 fraud, 146, 191
active investment, impatiance, 64 impact, 41
activities, resemblance, 89 investigation, 144
bankers, interest, 76 misclassification, 279
banking, truth, 91 ordering, 165-166
banking houses, transaction involvement, Journal vouchers
165 examination, 7
commission level, 100 notation problems, 3—4
eagerness, 266 Judicial authorities, meetings, 256
fraud, 313 Justice, service, 30-31
imprudence, 100 Justin case (JIC) documents, 212
loss, 199
monies, payment, 319 K ) o
portfolio, accounting/management Kenya Cooperatives Societies Act, 179
control, 96 Key Employee Loan Program, abuse, 104
structuring, 84 Kickback scheme, billings (excess), 40
Investment funds Kozlowski, L. Dennis, 103-107
impact, 258 accounting improprieties, 107
investigation, 257 accounting violations, 107
loss, creation, 262 Belnick assistance, 105
operation, 255-256 business records, falsification, 109

presence, 256 corporate governance violations, 107
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fiduciary violations, 107

financial statement fraud, concealment, 105
fines, 109

loyalty structure, design, 109

resignation, 108

trial, 108-109

L
Land purchase, options, 18
Lapping, definition, 326
Leadership ability, impact, 57-58
Legal advice, 297-298
Legal counsel
retention, 207
seeking, 50
Legal due diligence, conducting, 298
Letter of intent, usage, 39-40
Letter of request (Letter Rogatory), definition,
327
Letter Rogatory, definition, 327
Leverage ratios, 68
Liabilities
accounting, impropriety (reconciliation), 253
concealment, 227, 251
confirmation, 235-236
deletion, 232-233
improprieties, concealment, 275-276
increase, 267
insurance, application, 37-38
omission, definition, 327
understatement
detection, confirmations (usage), 235
motivation, 235
Libel, avoidance, 62—-63
Licensing fees/taxes, audits/adjustments, 5
Lien waivers, submittal, 38
Lifestyle, impact, 237, 243-244, 315-316
Liquidity
absence, signs, 231
ratios, 68
deterioration, 238
display, 238
sediment, interpretatior, 204
Litigation, continuation, 119-120
Loan impairment decisions, departments
(inclusion), 156-157
Loan loss reserves, 151
non-performing loans, relationship, 155
Loans
aggregate balance, excess, 152
amortization, impropriety, 181
applications, authorizations, 180
default, 152, 181-182
bank declaration, 302-303
documents, workout strategy, 151
excess, issuance, 181
increase, denial, 267
interest reduction, inclusion, 153
listing, 154
misstatement, 183
performing list, 153-154
production, ensuring, 185
reconciliation, absence, 182, 185
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research, tracking software (usage), 151
retirement, 151-152
rewriting, avoidance, 152-153
schedules, production/reconciliation
(ensuring), 185
securitization, 149-150
structuring, 84
summaries, 307
term changes, 151
tracing, 153
values, 152
warehouse lending institution rejection, 154
workouts, problems, 151-153
London Metal Exchange (LME), 268
Long-term debt
definition, 327
usage, avoidance, 230
Long-term product purchase agreements, 76
continuation, 77
Long-term viability, doubts, 230
Loss risk, increase (coverage), 88
Lying, rationalization, 28

M
Machine records, production levels, 271
Mail fraud, 155
Malaysia, economic meltdown, 46
Malaysian < mpanies Act of 1965, 50
Manageriient
backgreund, analysis, 226
best-case scenario, 156
Craracteristics, fraud red flag, 228-230
crisis mode, 314
impact, 4
intimidation, usage, 3-7
letter, definition, 327
misrepresentations, 37-38
problems, 247
pyramid, domination, 317
recommendations, 274
representations, accuracy, 38—-39
team, scam, 161
tone, impact, 42
transactions origination, 10
Management committee
intent, 93
membership/meeting, 85
subcommittee creation, 92
Management Override of Internal Controls (AICPA),
214
Managers
fear-based participation, 223
Managers/staff, command chain/duties
separation, 179-180
Mandatory vacation, impact, 54
Manipulation, precision, 225
Manual books, examination time, 147
Manual records, deposits (discovery), 309
Manufactured earnings, accounting problems
(impact), 116
Manufacturing
activity, 218
goal, 171
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Margin calls, 128
Market capitalization, level, 104
Market-exit strategy, 218-219
Market fluctuations, impact, 262
Marketing
cycle, finalization, 296
documents, classification, 257
manager, interview, 295
products, 317-318
Material weaknesses, admissions, 162—-163
Member deposits, sharing, 181
Mentoring, development, 109
Mergers adjustment, 129
Mergers and acquisitions (M&A)
auditor role, 104
involvement, 15
Minority interest holdings, 168
Money
laundering, definition, 327
supervision, investor assurance, 262-263
Monthly investment accounts balances,
comparison, 260
Monthly reports, sending, 289
Mortgage-backed investment, purchase, 99
Mortgages
repayments, 99
reporting problems, 19
Murphy’s Law, 22

N
Negative equity, 18
Negligence actions, 136
Negotiation, value, 63
Net capital, 142
balance, 144
requirements, 141
requirements, SEC compliance, 144
Net income, reduction, 279
Net over-recognized revenue, annual evenue
(comparison), 48
New customer names, deletior. 49
Newspaper test, passage, 23
Nonexistent profits, repor v, 280
Nongovernment contracts, receipt (ability),
274-275
Non-performing loans, 154
change, 151-152
loan loss reserves, 155
Non-recourse loans, writing, 152-153
Non-recoverable investment, 224
Non-revocable options, 17
Non-routine transactions, risk, 9-10
Not assigned (NA) account, amounts
(determination methodology), 4

(o]
Obligors
insolvency/history, impact, 152-153
loan benefits, 153
Obsolete inventory
absence, 27
presence, 47
questions, 28-29

question, 26
reserve, 31
Off-balance-sheet transactions, orchestration, 162
Office of Financial Regulation (OFR), white-collar
crime investigation, 323
Officer loan account, 143-144
fraudulent postings, 145
meal/entertainment expenses, reclassification,
144
Offshore bank accounts, revenue diversion, 276
One-off contract, usage, 238-239
Online payment processor, 313-314
Open foreign currency positions, adjustment, 260
Operating conditions, fraud red flag, 228, 230
Operating expenses, impact, 200
Operating goals, setting, 75-76
Operating units, long-term contracts, 165
Operational activities, nonparticipation, 266
Organizational chart
adequacy, examination, 252
documentation, 286
simplicity, 246
Organized crime, 83
Outstanding invoices, a;ing, 210
Overfunded pension 1ian, absorption, 36-37
Over-recognitica, impact, 48
Oversight comaitiee, post-investigation
mecting, 92
Overstaternent, definition, 327
Overtimesequests, acceptance, 49
Ovwneiship interest, purchase, 17

N

Paper losses, 198-199
Paper trades, creation, 89
Partnering relationships, 168
Payment vouchers, awareness, 49
Payroll
attainment, inability, 231
expenses, 297
staff, interview, 251
Performance
concerns, 247
decline, 267
evaluation, 75-76
Personal expenses, payment, 279
Personal finances, investigation, 257
Personal income taxes, investment (impact), 86
Personal items, reimbursement, 248
Personal relationships, problems, 272
Petty cash accounts, usage, 203
Petty cash transactions, 201
Physical inventory
coordination, 26
counts, conducting (absence), 249
examination, 191
questions/explanations, 26-27
settlement, 171-172
Physical verification, absence, 135
Planning, importance, 180-181
Political connections, impact, 246
Post consolidation, 119
Post-war economy, benefits, 57
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Potato chip fraud theory, 191-193
Potential adjustment, estimation, 165
Power plants, construction, 36
Predator fraudster, 22
Premium, amortization, 99
Present fairly, audit report wording, 260
Pricewaterhouse Coopers (PwC)

audit firm, 106

civil case settlement, 109
Principal balance, inflation, 153
Principal payments

basis, 99

inability, 230
Private bankers, role, 83-84
Private communications, receipt, 173-174
Private equity funding, acceptance, 76-77
Private equity investors, interest, 76
Private-sector donations, receipt, 249-250
Processing tellers, acceptance, 133
Process remediation procedures, 81
Procurement policies, familiarization, 296-297
Product

movement, absence, 28

return, 77-78

sales, 293
Production

costs, increase/inflation, 52

methods, 270

cycle, impact, 268

records, collection, 271
Professional ethics, rules, 241
Professional liability insurance, application,

37-38

Professional skepticism, absence, 41-42
Professional standards, 32
Profitability

consistency, 125

display, 238
Profit and loss statements, 200

impact, calculation, 295
Profits

generation, promise, 266

manipulation, 129
Project billings, invoice copies (usage), 40—41
Project records, analyses, 39
Promotion

contracts, 295

products, 317-318
Property options, ownership, 17
Proprietary trading, 142
Public company, officer/director role

(prohibition), 103

Public relations, priority, 247
Public scandal, impact, 63
Public service, career growth, 315
Publishing industry, power/corruption, 159
Purchase cycle, impact, 268
Purchase documents, examination, 192
Purchase invoices

comparison, 211

date, importance, 211

examination, 269
Purchase orders

Index 341

fabrication, 308-309

inflation, 310

notations, clarification, 79

organization, 306

review, 79
Purchases

debit, 269

ledger, documents, 47
Purchase-to-ay cycle, investigation, 296-297
Purchasing abilities, streamlining, 314
Purchasing documentation, examination, 211
Purchasing manager, transactions discussions,

190

Purchasing officer, interview, 250
Purchasing subsidiary ledger, absence, 250

Q

Qualified audit report, definition, 327
Quality control teams, intervention, 164
Quarterly filings, SEC examination, 18-19
Quarterly reviews, impedance, 178
Quarter-over-quarter earnings, 162

R
Ratios

revelation, 182-154

summary, 182
Raw materiais

compziisorn, 271

cest/ increase, b2

price, Increase, 52

cde, 50O
New materials, receipt/rejection, 269
Leceivables, aging (review), 296
Reconciliation

initiation, 99

problems, 97-98

process, risks, 102
Reconciling item

adjustment, 100

creation, 99

presence, 101
Recorded income/ costs, manipulation, 223
Records

conversion, 231

creation, 257-258

management, ineffectiveness, 136
Red flags, 208

attention, 122, 162-163

categories, 228-231

identification, 258
Reference checks, performing, 31
Registration statement, 189, 193
Regulatory liabilities, tracking, 5
Regulatory reserves, 4-5

contingent liabilities, usage, 5
Regulatory violations, 229
Reimbursement allowances, 248
Related parties, representations/warranties

(breach), 276
Related-party loans, non-recourse characteristic,
153

Related-party management teams, usage, 153
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Related-party transactions
cover-up, 276
definition, 327
nondisclosure, 190
report, 192
writing, 152-153
Remote locations, monitoring requirements, 288
Remote warehouse, test counts, 27
Renewal negotiations, 23
Representations, breach, 276
Research team/process, 73-74
Reserve manipulation, 117
Resignations, suspicions, 219
Resolutions, review, 125
Retailers, contracts (examination), 294-295
Retention period, usage, 241-242
Returns inventory, separation, 51
Revenue
cycle
definition, 327
impact, 268
deviations, email evidence, 242
diversion, 276
earning, cessation, 40
employee cost, comparative analysis, 68—69
expenses, deficit (appearance), 249-250
fictions, 129, 190-191, 274-275
definition. See Fictitious revenue
growth, 192-193
figures, increase, 119
generation, 70
increases, 189, 191-192
manipulation, 52
material overstatement, 240
misstatement, 135
premature recognition, 78
purchase orders, relationship, 78
report, impropriety, 40
unrealized gains, 165
variation, responses, 239
Revenue recognition, 161
analysis, 238
delays, 117
impropriety, 47
Rewrites, restriction, 152
Rewritten loans, default rates (increase), 151
Risk assessment, 146-147
strength, 274
Risk falsification, 173
Risk management policy, 180
Risk-mitigating activities, 78
Risk mitigation, 179, 274
company, association, 68
practice, 43
Rolodexes, collection/itemization, 88
Rule 102 (Integrity and Objectivity) (AICPA),
233-234
Rumor, anti-fraud professionals (attention), 73

S
Salary expenditures, increase, 52
Sales

concerns, 286

cost, 193
review/discoveries, 287
verification, 286
credit cost, 191
cut-off test, conducting, 47
cycle, finalization, 296
data, downloading, 209-210
deviations, 238-240
warnings, 242-243
documentation, examination, 192, 211
entries
batch input, 281
deletion, 278
inconsistencies, 220
invoices
examination, 48
issuance, 209-210
journals, transactions (deletions), 281
ledgers, postings (examination), 239
offsetting, credit memos/deletions (usage), 278
payments, increase, 219
positions, rise, 291
products, clearance, S92
questions, reasons 19%
recognition, impronilety (absence), 47
reduction, journar entry, 279
returns, ceantragictions, 292—-294
revenue; mocoraation problems, 287
review/:'iscoveries, 287
tactc, 77-78
fracring, accounting system (observation), 286
(ansactions, investigation, 190
Saies commission
distribution, documentation (absence), 287
fraud, 283
policy, amendments, 288-289
receipt, 51
Sales manager
interview, 50-51
sale/return transactions, discussion, 191
transactions discussions, 190
Sarbanes-Oxley Act (SOX)
corporate financial reporting rules, violation,
155
enactment, 156
impact, 101
legislation, requirements, 162
requirements, 10
violation, 150
Savings account
establishment, 315
opening/credit, 133
Scalzo, Richard P., 106
Securities
broker/dealer capacity, 142
cash equivalents, 249
ownership, 165
Securities and Exchange Commission (SEC)
broker/dealer requirements, 143
investigation, 18-19
length, 20-21
legal counsel contact, 8
net capital requirements, 144
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rules, violations, 20
Rules of Practice, 109
Securities Exchange Act, Section 10(b) violations,
109
Securitization covenants, circumvention, 152
Semi-finished goods, processing, 269
Senior accounting manager, stress, 113
Senior auditor, attainment, 13-14
Senior management
integrity/ethical conduct, 292-293
misleading statements, 27-28
overcompensation, 91
teams, readiness, 69
Sexual harassment claims, 316
Shareholders
attraction, 218-219
collection, 61
financial statements, evidence, 61-62
internal audit department report, 226
litigation, 189
nervousness, 221
powers, issuance, 62
Shares
acquisition, 61
production/reconciliation, ensuring,
185
Shipping documents, absence, 190
Short-term debt, definition, 327
Short-term interim agreement, usage,
39-40
Short-term operating needs, long-term debt usage
(avoidance), 230
Skimming, definition, 327
Slander, avoidance, 62-63
Slow boating, 80
Social ladder, climbing, 237
Social position, maintenance (desire), 245
Source, discovery attempts, 207-208
Source documents, retrieval, 138-129
Special Audit Department, 132
Special Transactions, 307-308
Sponsoring contracts, 295
Spreadsheets
analysis, 261-262
examination, 259-260
Standardized memorandum format,
development, 163
Standard ratios, comparison, 68
Startup Internet company, 316
revenues, absence, 317
State boards of accountancy, administrative
actions, 21
State government, back taxes/fines/penalties
payment, 229
Statutory regulations, compliance, 58-59
Stock
overvaluation, 224
price, increase, 115, 120
Stock analysts, focus, 161
Stock market exit strategy, 225
Stock options
awards, 120-121
value, 120
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Stock purchase agreements (SPAs)
examination, 277
representations/warranties, breach, 276

Storage space, absence, 242

Subcontractors
claims, investigation, 232
work, 302

Subsidiary oversight, absence, 90-91

Subsidiary savings and loan operation,

formation, 179

Sundry debit account, 133-134

Sundry entries, reconciliation (absence), 135

Supervising bookkeeper, accountability, 187

Suppliers
affiliations, 202
company reality, 200
fiction, 201-202
identification, problems, 269
nonpayment acceptance, 200
payment, absence, 199-200
relations, behaviors, 203

Support network, 197-198

Surprise audits, 133

Swartz, Mark H., 105-10%
fines, 109
resignation, 108

T
Tangible asset, definition, 327
Taxes
2veilance, definition, 327
insues, investigation, 199
liabilities, estimation (difficulty), 6
minimization programs, 88
payment, avoidance, 71
representations/warranties, breach, 276
returns
examination, 277
obtaining, importance, 31-32
violations, 229
Tax evasion, 88, 104
definition, 327
understanding, 90-91
Taxing authorities, accounts (settling), 5
Tax shelter
definition, 327
investment scams, 202-203
Telex contracts, examination, 126
Tellers, accountability, 137
Terminated employees, rehiring, 228
Third parties, services, 295
Time cards, examination, 49
Time card systems, 297
Time-sensitive interdependencies, focus, 2
Timing differences, definition, 327
Tone at the top, definition, 327
Top-down communication/management style,
292
Top-heavy hierarchy, development, 316-317
Top-side adjustments, 165-166
Total assets, overstatement, 20
Total investment funds, reduction, 261
Total principal balance, 152
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Tracing funds, red flags, 258
Trades, clearing, 142
Trade secrets, protection, 60
Trading authority, excess, 128
Trading controls/limits, imposition, 130
Trading partners, fiction (creation), 127
Transactions
attention, 9-10
cash payment, 200-201
controls, application, 10
execution, 161
handling, 125
spreadsheet, questions, 305
timing, 125
volume/complexity, 97
Transportation documentation, conflict, 72
Travel expenses, review, 296
Triple-three, 177
True and fair, audit report wording, 260
Trust, 28-30, 132-134, 266
avoidance, lesson, 271-272
breakage, 45
control/supervision, impact, 272
Truth, facing, 87-89
Turnaround specialist, impact, 189
Tyco International, 104
civil case settlement, 109
debt, increase, 106-107
financial fraud, prevention/detection, 106
financial statement fraud, aftermath, 110
goodwill
impairment restatement, 108
writedown, 104
management, hotline establishment, 110-111
Pricewaterhouse Coopers audit, 106
SEC investigation, 107
stock price, decrease, 108
tax evasion investigation, 108

U

Understatement, definition, 32/

Unemployment, 189

Unknown liabilities, reserves {¢reation), b

Unofficial communicatians; usage, 61-62

Unpaid interest income, 152

Unpaid principal, full value, 154

Unqualified audit report, definition, 327

Unrealized gains, conversion, 165

Unrecorded liabilities, prevention/detection,
234-235

U.S.-based acquisitions, 117

A"
Vendor
allegations, 231
claims, 232
commitments, liabilities, 40
files, collection/itemization, 88

invoices, 305-306
payment, 305
relationship, 303
Vendor master file
downloading, 47
examination, 49
Vendors
activity, suspicion, 270-271
Venture opportunity, 160-161
Vigilance, importance, 33

w
Walsh, Jr., Frank E. (guilty plea), 107
Warehouse
inventory change, 193
inventory control, 26-28
lending institutions, loan rejection, 154
maintenance, 25-26
manager, interview, 239-240
shipping area, activity, 28
visit, 240
Warranties, breach, 276
Whistleblowers
CEO attack, 209
creation, 210
discovery attempt, 213
encouragement, 121
impact, 115
teams; 12 tervention, 164
White/collur crime
exainple, 72, 88
‘uvestigation, 321-322
Office of Financial Regulation (OFR), impact,
323
Wholesalers, contracts (examination), 294
Wire fraud, definition, 327
Withdrawals
disbursements, comparison, 308
experience, 201
Witnesses
identification/interview process, 1 17
importance, 220-221
interview detail, 119-120
Work ethic, 96
Working hypothesis, 268270
validity, testing, 270-271
Working policies/procedures, observations,
286
Work integrity, impact (attempts), 283-284
Workout process, discussion, 151
Write-offs
fraud, definition, 326
reversal, 118
Written confession, absence, 156

Y
Year-end cash balance, inflation, 144
Year-over-year sales growth, promise, 174



