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Accessories after the fact, 139
Accountability, and control points, 

190–191
Accountants

expectation gap and, 70, 71–72
forensic accounting and, 77–78
fraud risks and, 141
independence of, 202–203
Koval privilege and, 141
oversight responsibility of, 58, 76
reasons for failure of, 326

Accounting, 219–269
“assets minus liabilities equals 

equity” formula in, 84, 
219–220, 231–232, 286

bookkeeping controls in, 227–228
computerized fraud techniques in, 

237–240
creative approaches to, 172
deceptive data in, 235–237
EARLS (expenses, assets, revenues, 

liabilities, and stockholder 
equity) in, 228, 229e, 244

economic transactions covered by, 
79–80

employees involved in, 226
fraud detection, deterrence, and 

prevention and understanding 
of, 220–223

inventory systems in, 229–231
LASER (liabilities, assets, 

stockholders’ equity, 
expenses, and revenues) in, 
229, 230e

operating expenses in, 240–246
people inside and outside an 

organization manipulating, 
240, 241e

potential frauds involving, 
233–235, 234e

sale of  goods in, 224–235
timing issues in, 248–249
typical cycle in, 227, 

239–240
Accounting creed, 135–137
Accounting information system 

(AIS), 239–240
Accounting irregularities, 121, 140, 

233, 234e
Accounting Standard Codifi cation 

450, 99
Accounts payable, 13–14, 102, 
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Accounts receivable
cash flow and, 207
control points involving, 190, 194, 

224–225, 264
cross receivable analysis of, 301
as current assets, 102
fictitious sales as, 295–296, 324
flowchart for, 249e
fraud involving, 249–250, 324
GAAP rules and, 282
monitoring for daily change, 293
personnel handling, 164, 170, 

264, 293
reconciliation of, 303
T account analysis of, 246–247, 

246e, 248e
Accounts receivable valuation, 

285–289
Accrual-basis accounting, 102, 103, 

136, 243–244, 249, 254, 319
Accruals-to-assets ratio, 327–330
Adelphia, 3, 82, 192
Adjusting journal entries, 251
Advanced recording of  revenue, 321
Age (generation), and motivation, 

128–133
Ahold NV, 244, 284
AIG, 107, 200, 205–206
Allowance method, 286, 287–289
Alternative Fines Act, 145
American Institute of  Certified Public 

Accountants (AICPA), 10, 25, 
26, 72, 77, 78, 81, 82, 93, 
103, 264

Antar, Sam E., 35, 36, 95
APE (assets minus people equals 

equity), 84, 85, 219–220
Arrogance, 30, 31e, 173
Arthur Andersen, 82, 101

Assets
book value of, 250–251
concealment of, 121, 141, 292, 

323, 326
misappropriation of, 26, 27, 28e, 

133, 134, 147–148, 230, 236, 
248–250, 284, 306, 320, 326

misstatement of, 26, 320,  
322–325

“Assets minus liabilities equals 
equity” formula, 84, 219–220, 
231–232, 286

Association of  Certified Fraud 
Examiners (ACFE), 2, 27, 28e

Attitude, and motivation for fraud, 
128, 129

Attorney‐client privilege, 141
Auditing Standards Board (ASB),  

70, 82
Audits, 78, 140, 202, 205
Auditors, 70, 72, 76, 103–104, 107, 

176, 202–203, 226, 326

Baby boomers (social‐change 
generation), 128, 130–131

Background checks, 3, 14, 279, 280, 
290, 294, 302

Bad debt allowance, 288
Badges of  fraud, 121, 139, 140–

142, 143
Balance sheet, 57, 79, 84–87, 85e, 

86e, 227, 232, 241, 252, 287
Balance sheet ratios, 259e
Bank accounts, 172, 278, 281, 295
Bank of  America, 196
Bankruptcy, 2, 14, 40, 135,  

201–202, 263
Bank statements, 164, 207,  

281–282, 302–303, 305
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Bann NV, 244
Bartering, 88
Benchmark analysis, 96, 103, 143, 

186–187, 200, 261
Boards of  directors, 58, 129, 198, 

226, 273
Bonded personnel, 64, 181, 267, 

278, 279, 281, 302, 306
Bonus systems, 107, 129, 172, 198, 

202, 204–205, 208, 250
Bragg, Steven M., 327–329
Brainstorming, 36–38, 40
Business owners, and liability, 58–59

Capone, Al, 143
Cash, 271–308

disbursement controls for,  
279–282

elements comprising, 278
fraud control points in, 302–303
fraud risk and, 282–285
misstatement of  assets involving, 

324
procedures for handling cash, 

276–279
personnel to be monitored for, 

273, 274e
of  fraud schemes and scenarios 

involving, 285
Cash-basis of  accounting, 102, 103, 

249–250
Cash disbursement controls,  

279–282
Cash equivalents, 278
Cash flow, 277
Cash-flow statements, 57, 79,  

94–95, 103, 227, 232,  
252–257

Cash flows, 206–211

analyses of, 208–211
investing activities and financing 

activities and, 235–236
model for, 207–208, 209e–210e
unreported income and, 207

Cash receipts, controls for, 278–279
Cash registers, controls for, 120, 

279, 292
Certified public accountants (CPAs), 

14, 58, 78, 113, 170, 263
Chain of  custody in fraud 

investigation, 13
Checklist for solving fraud, 12–13
Checks

controls for, 280, 281
forging of, 147, 298–299
fraud involving, 15, 263, 295
kiting (float) scams with, 295
outstanding check scam, 299, 

299e
voided check scam, 300, 301e

Chin, Denny, 137
Circumstantial evidence, 139–140
Cisco, 196
Civil lawsuits and penalties, 50, 77, 

87, 98, 137–138, 140, 145, 
147, 148

Closed-ended questions in fraud 
investigation, 40, 43–45

Codes of  ethics, 107
Committee of  Sponsoring 

Organizations (COSO), 108, 
109e, 110e

Competence to commit fraud,  
30, 31e

Competitors, 102, 171, 175, 294
Compliance risk, 29
Compound entry, 245
Computer Associates, 131
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Computer Fraud and Abuse Act, 131
Computerized fraud, 15, 237–240, 

263
Concealment of  assets, 121, 141, 

292, 323, 326
Conflicts of  interest, 12, 14, 27, 77, 

103, 156, 186, 202
Conservatism, 106, 136
Conservatism principle (GAAP), 98, 

106, 319
Consumer credit reports, 14, 263
Contextualism, 120
Contingent liabilities, 97–98, 99
Convergent thinking in fraud 

deterrence, 36, 39
Corruption, 27, 28e, 134
COSO cube, 108, 109e, 110e
Counterfeiting, 15, 151, 263, 284, 

295, 299
Covey, Steve, 191
Crazy Eddie Inc., 35, 36, 80, 95, 

231–232
Creative behavior of  fraudsters, 162
Credit card statements, 272, 302
Credit header searches, 262
Credit reports, checks of, 14, 263
Criminal court records, checks of, 

14, 263
Criminal justice system

intent in, 50, 140
“more likely than not” standard in, 

97–98
prison risk for fraudsters and,  

161
prosecution within, 61, 137, 

147–148
reporting of  fraud in, 135

Critical questions in fraud 
investigation, 40–45

Cross receivable analysis, 301–302
Cross-training employees, 48, 303

Damage, 26, 51
Dangerfield, Rodney, 76
Data analysis in fraud detection, 

13–14, 262
Data mining, 237
Deception, 54, 272
Deceptiveness of  fraudsters, 168
Deductions, 121, 140, 151, 292
Deferred recording of  revenue, 321
De Guzman, Onel, 131
Deloitte, 82
Department of  Motor Vehicle 

records, 14–15
Deposits, stealing, 285, 297–298
Depreciation, 250–251
Detractors of  fraud, 8, 311–312, 

312e
Direct cash flows method, 103,  

206–207, 254, 255–256
Direct write‐off  method, 286–287
Disbursement controls for cash, 

279–282
Disclosure

full, 97–99, 136
inadequate, 320, 325–326

Discount scams, 285, 294–295
Distraction, 54, 272
Divergent thinking in fraud 

deterrence, 36, 39
Diversion, 54, 272
Documentation

flow analysis for, 220, 221e
organization of, 261–262
policy controls for, 220

Dodd‐Frank Act (2010), 32, 67, 108
Dorrell, Darrell, 78
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Driving records, 14–15
Dynegy, 171

EARLS (expenses, assets, revenues, 
liabilities, and stockholder 
equity), 228, 229e, 244

Earned revenue, 103, 243, 244, 
247, 249, 250, 251, 254,  
319

Ebbers, Bernie, 82, 106, 130, 195
Economic entity assumption 

principle (GAAP), 83, 318
Education about fraud, 52–54
Education verification, 15, 263
Efficiency ratios, 258, 260e–261e
Einstein, Albert, 4, 27, 186
Embezzlement, 29, 30, 60, 61, 64, 

147–148, 263, 326
Employment verification, 15, 263, 

302
Enablers of  fraud, 7–8, 311–312, 

312e
Enron, 3, 71, 80, 82, 94, 130, 186, 

191, 192, 198, 199, 203
Environmental Protection Agency, 

187
Environment for fraudsters, 312, 

315e
Ernst & Young, 82, 87, 286
Ethics

code of, 107
determining level of, within an 

organization, 124–127, 126e
leadership in, 198, 204
needs hierarchy and, 124, 125e
“negotiated truths”(mistruths) 

and, 224
organizational creed and,  

135–136

perception of, within professions, 
124, 125e

tone at the top principle and, 24
well documented support for 

positions and, 91–92
Ethics training, 53, 82, 147, 170
Expenses, misstatement of, 320, 322

FAGAAPA. See Forensically accepted 
generally accepted accounting 
principle assumptions

Fair value accounting, 94–97, 235
False refunds, 292
False statements, 3, 49, 121, 134, 

141, 326
False voids, 292
Federal Bureau of  Investigation (FBI), 

112, 138, 145
Fictitious revenues, 322
Fictitious sales scam, 285, 295–296, 

302, 324
50–50.01 rule, 98–99
“Finance your purchase” scam, 285, 

300–302
Financial Accounting Standards 

Board (FASB), 82, 91, 99, 103, 
235, 243, 254, 282

Financial Industry Regulatory 
Authority (FINRA), 72, 112

Financial information
materiality principle of  reporting, 

104–105
misstatements of, 92, 104, 233, 

236, 319–320
omissions of, 81, 92, 104, 319

Financial market crises (2008 and 
2009), 71, 134, 186, 200

Financial projections and forecasts, 
79
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Financial reporting, timing of, 92–93
Financial reporting risk, 29
Financial statements

false statements on, 134
full disclosure on, 97–99, 136
management responsibility for, 

106
omissions or misstatements on, 

26, 57, 81, 92, 236
preparation of, 227

Financing activities, 253
Fitch, 185, 191, 199, 214
Float scams with checks, 285, 295
Foreign Corrupt Practices Act 

(1977), 71, 108, 145
Forensic accounting

APE (assets minus people equals 
equity) in, 84, 85, 219–220

definitions of, 77–78
T accounts in, 229, 246–247, 

246e, 247e, 248e
Forensically accepted generally 

accepted accounting principle 
assumptions (FAGAAPA)

GAAP versus, 315–319
going under for sure principle of, 

100–101, 319
leap of  good faith principle of, 

97–99, 318
matching game principle of,  

102–103, 319
reliance on people principle of, 

83–84, 318
show me the money principle of, 

89–90, 318
tone at the top principle of, 105, 

319
unfair value principle of, 94–97, 

318

whatever I need principle of,  
103–104, 319

whatever time works for you 
principle of, 92–93, 318

write down, write off, rip off  
principle of, 106–107, 319

Forged checks, 147, 285, 298–299
Forgery, 27, 28e, 147, 285, 292, 

298–299, 314e
Foundational generation, 128, 

129–130
Fraud

approaches to, 311, 313e
aspects of, 311, 314e–315e
categories of, 319–326
circumstantial evidence and 

reasonable inference to prove, 
139–140

classification of, 27–29, 28e
competence to commit, 30, 31e
complexity of, 56–59
consequences of, 137–139, 147
damage from, 26, 51
definitions of, 25–27
detractors of, 8, 311–312, 312e
education about, 52–54
enablers of, 7–8, 311–312, 312e
intention in, 26, 49–51
management and, 101–102
MIRD (misrepresentation, 

intention, reliance, and damage) 
in, 48–51

misrepresentation in, 26, 48–49
most prevalent types of, 133–135
opportunity for, 30, 31e, 34, 35, 

54, 88, 93, 103, 106, 128–129, 
163, 165–166, 176, 189, 196, 
222–223, 224, 272, 289,  
297, 311
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overview of, 4–7
pressure to commit, 30, 31e, 93, 

171, 172, 175, 197, 200–201, 
203, 216

quick reference on fundamentals 
of, 311–315

rationalization for, 30, 31e, 35, 
75, 92, 102, 111, 137, 140, 
147, 162, 168, 180, 196, 203, 
104e, 224, 250

red flags for, 327
reliance and, 26, 51
situation for, 30, 31e, 34, 38, 51, 

124, 163, 174, 286–287
tips for detecting, 13–16

Fraud detection, deterrence, and 
prevention, 69–115

accounting processes and,  
220–223

agencies investigating fraud and, 
138

analysis of  past frauds in, 56–57
awareness of  economic 

transactions and, 79–80
basic plan of  action for, 330–333
confusion about responsibility 

and, 55–56
current assets and financial 

standing and, 102
definitions of, 24, 25
divergent and convergent thinking 

in approaches to, 36, 39
education about fraud and,  

52–54
financial reporting and, 57
flowchart for, 247, 249e
generational differences in 

workforce and, 133
iterative nature of, 36

journal maintenance function 
and, 245

knowing people in an organization 
as part of, 32, 36, 122–128

legislative approach to, 32–34, 
70–71, 107–108, 250

models for employee behavior and, 
120–121

“negotiated truths”(mistruths) 
and, 224

organization’s communication 
system and, 57–58

oversight model in, 71
perception of  being watched in, 

120, 165
statement of  cash flows and,  

252–253
T accounts for, 246–247, 246e, 

247e, 248e
time accountability in, 93
tips in, 6, 78, 162–163
tone at the top principle in, 24, 34, 

105
transparency and ethical behavior 

and, 157
trusted people in an organization 

as part of, 108, 120, 190–191
understanding individual 

perspectives and experiences of  
people and, 126–128

understanding personalities of  
people and, 32

ways to avoid potential problems 
and, 81–82

Fraud Detection and Disclosure Act 
(1986), 70, 108

Fraud deterrence. See Fraud 
detection, deterrence, and 
prevention

bindex.indd   353 12/28/2012   10:06:11 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



354	 ◾  Index

Fraud diamond, 30–32, 31e
Fraud investigation

analyzing what people in an 
organization are thinking and, 
122–128

brainstorming in, 36–38, 40
chain of  custody in, 13
divergent and convergent thinking 

in approaches to, 36, 39
data analysis in, 13–14
determining facts in, 22–24, 25
diversion, distraction, and 

deception and, 54, 272
education about fraud and, 52–54
fraud theory development and 

testing in, 40
friendly approach and calm 

rationale in, 22, 23e
general (open-ended) questions in, 

40, 41–43
goal of, 25
interrogation in, 24
interviews in, 24, 41, 43, 44
investigator role in, 22–24
observation in, 38
painting a picture in, 38–40, 39e
role of  investigators in, 22–24, 25
specific (closed-ended) questions 

in, 40, 43–45
“sufficient relevant data” needed 

in, 25
Fraud pentagon, 30–32, 31e
Fraud prevention. See Fraud 

detection, deterrence, and 
prevention

Fraud risk
diversion, distraction, and 

deception and, 54, 272
employees and, 35–36

fraud education and, 53–54
key areas subject to, 332, 332e
organizational structure and, 35
overview of, 327, 328e–329e
regulations and, 70–71
types of, 29
understanding individual 

perspectives and experiences of  
people and, 126–128

Fraudsters
attention to external clues by, 

163–166
behaviors of, 168–169
characteristics of, 161–168
character traits of, 169–170, 169e
consequences of  fraud for,  

137–139, 147
civil penalties and lawsuits 

against, 137–138
creative behavior of, 162
criminal prosecution of, 61,  

135, 137
damage done by, 26, 51
deceptiveness of, 168
detection avoidance by, 173–177
egocentric self-aggrandizement by, 

167
generational differences among, 

133
impulsive behavior of, 168
intention of, 26, 49–51
interpersonal traits of, 166–168
jellyfish analogy for, 48, 50e
lack of  remorse or guilt by,  

167–168
misrepresentation by, 26, 48–49
motivation of, 25, 29–34
passion of, 158–161
patience of, 161

bindex.indd   354 12/28/2012   10:06:12 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



	 Index  ◾� 355

perception of  responsible behavior 
of, 169

persistence of, 161
personality traits of, 45–48, 45e, 

165
philosophy of, 160
planning by, 160–161
prison risk for, 161
red flags warranting investigation 

of, 171–172
relationships and behavior inside 

and outside an organization 
and, 158, 159e

remaining undetected within an 
organization and, 148, 157, 
158–161, 160e

superficial and glib behavior of, 
167

traits warranting investigation of, 
172–173

understanding of  organization’s 
communication system by, 
57–58

Z pattern in moral compass of,  
48, 49e

Fraud tree, 27, 28e, 30–32, 33e
Fraud triangle, 30–32, 31e, 35
Fraudulent statements, 27, 28e
Friedman, Milton, 60, 202
Full disclosure, 97–99, 136, 318
Funnel keepers, 89–90, 91e

Generally accepted accounting 
principles (GAAP)

accrual basis of  accounting under, 
103, 243, 254

allowance method and, 287
cash controls and, 277, 282,  

283, 292

conservatism principle of, 98, 106, 
319

cost-benefit analysis of  data from, 
136

debate over use of  IFRS versus, 70
direct write‐off  method and, 287
economic entity assumption 

principle of, 83, 318
FAGAAPA versus, 315–319
financial statements and, 186
forensic accounting and, 77
fraud prevention, deterrence, and 

detection and, 57
full disclosure principle of, 97, 98, 

318
going concern principle of,  

99–100, 319
historical cost principle of, 93–94, 

318
IRS regulations in conflict with, 

88, 284
matching principle of, 102, 235, 

319
materiality principle of, 98,  

104–105, 319
monetary unit assumption 

principle of, 87–89, 318
realized and realizable revenue 

under, 244
Repo 105 transactions under, 87
revenue recognition principle of, 

103, 319
rules-based approach of, 70
time period assumption principle 

of, 92, 318
Generally accepted auditing 

standards (GAAS), 233
General questions in fraud 

investigation, 40, 41–43
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Generation X (on‐your‐own 
generation), 128, 131

Generation Y (texting generation), 
128, 132

Germano, Judith, 22
Gift cards, 251, 272
Gifts to personnel, 173, 263,  

303
Glantz, Robert, 142
Global Economic Crime Survey 

(2005), 284
Going concern principle (GAAP), 

99–100, 319
Going under for sure principle 

(FAGAAPA), 100–101, 319
Goodwill, 88–89, 91, 235
Google alerts, 100
Google Finance, 214
Greenberg, Maurice “Hank,” 206
Guilt, feelings of, 167–168

Hacking, 15
HealthSouth, 131, 285
Hewlett-Packard, 196
Historical cost principle (GAAP), 

93–94, 318
Honesty, 124, 125e

Identity theft, 15, 176, 239
IFRS. See International financial 

reporting standards
“I Love You” virus, 131
ImClone, 82, 131
Impress system, 280
Impulsive behavior of  fraudsters, 

168
Inadequate disclosures, 320,  

325–326
Incentive plans, 129, 198, 202

Income statement ratios, 259e
Income statement approach in 

allowance method, 287
Income statements, 57, 79, 227, 

232–233, 254
Income tax data, 93, 103, 138, 256, 

257e
Indirect cash flows method, 207, 

254–255
Inflation, 87, 88e
Information-seeking questions in 

fraud investigation, 42–43
Institute of  Internal Auditors, 29
Integra, 103
Integrity, 76, 120, 135, 136, 137, 

172
Intention, 26, 49–51
Internal auditors, 226
Internal Revenue Service (IRS)

audits by, 139, 147, 164
badges of  fraud used by, 121, 139, 

140–142, 143
cash deposits and, 283
cash flow ratios from, 103
Criminal Investigation Division of, 

141, 142
GAAP principles in conflict with, 

88
mistakes by fraudsters and, 164
“more likely than not” standard 

and, 97–98
regulation by, 82
suspicion of  tax fraud and,  

141–142
white‐collar crime enforcement 

and, 138, 139
worthless debt and, 292

International Accounting Standards 
Board (IASB), 82, 243
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International financial reporting 
standards (IFRS), 57, 70, 77, 82, 
88, 115, 215, 243–244, 284

Interpersonal traits of  fraudsters, 
166–168

Interrogation in fraud investigation, 
24

Interviews in fraud investigation, 24, 
41, 43, 44

Inventory systems, 106, 174, 175, 
207, 229–231, 237, 241,  
272–273, 292, 324

Inventory turnover ratio, 258, 261e
Investing activities, 253
Investors, 199–203

James, Jonathan Joseph, 132
Josephson Institute Center for 

Business Ethics, 124
Journal-keeping, in fraud 

investigation, 38
Journals, in accounting, 245–246, 251
Judgments, checks of, 14

Kiting scams, 285, 295
Kluger, Mather, 22
Koval privilege, 141
Kozlowski, Dennis, 82, 106, 195
KPMG, 82
Kumar, Sanjay, 131

Lamo, Adrian, 132
Lapping of  receivables, 285, 290–

292
Larceny, 28e, 64, 147–148
LASER (liabilities, assets, 

stockholders’ equity, expenses, 
and revenues), 229, 230e

Law enforcement agencies, 134–135

Lay, Ken, 130, 137
Leap of  good faith principle 

(FAGAAPA), 97–99, 318
Ledgers, 245
Legislation

fraud prevention and, 32–34, 
70–71, 107–108, 250

one‐size‐fits‐all approach of, 34, 108
reaction to compliance and forced 

control under, 75
reliance on, 26, 51
See also specific laws

Lehman Brothers, 80, 82, 87, 191, 
202

Liabilities
business owners and, 58–59
disclosure of, 97–98, 99

Licenses, checks of, 14, 263
Lifestyle analysis, 15, 263–264
Liquidity ratios, 257, 258
Loan covenants, 174, 325

Madoff, Bernie, 3, 71, 99, 106, 130, 
134, 137, 138, 156, 192, 199, 
277

Mail fraud, 60, 138, 143–144
Management

accounting decisions by, 58
cash and cash equivalent 

monitoring and, 273
financial statements as 

responsibility of, 106
focus on bottom line and, 196–198
line between fraud and, 101–102
minimizing opportunities for fraud 

in, 196
monitoring of, 203
objectives and responsibilities of, 

195–196
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Manipulations by company, 104, 
105e

Maslow, Abraham, 124
Matching game principle 

(FAGAAPA), 102–103, 319
Matching principle (GAAP), 102, 

235, 287, 319
Materiality principle (GAAP), 98, 

104–105, 319
MicroBilt Corporation, 103
Micro Strategy, 131
MIRD (misrepresentation, intention, 

reliance, and damage), 26, 
48–51

Misappropriation of  assets, 26, 27, 
28e, 133, 134, 147–148, 230, 
236, 248–250, 284, 306, 320, 
326

Misrepresentation, 26, 48–49
Misstatement of  assets, 26, 320, 

322–325
Misstatement of  expenses, 320, 322
Misstatement of  revenue, 81, 319, 

320–322
Misstatements of  financial 

information, 92, 104, 233, 236, 
319–320

Monetary unit assumption principle 
(GAAP), 87–89, 318

Moody’s, 185, 191, 199, 214
Moody’s Risk Management Services 

(MRMS), 191
Moral compass, 48
Moral relativism, 121
“More likely than not” standard, 

97–98
Morris, Robert Tappan, 131
Morris Worm, 131
Motivation of  fraudsters, 29–34

driving factors in, 128–129
four generations and, 129–133
fraud diamond and, 30–32, 31e
fraud pentagon and, 30–32, 31e
fraud tree and, 30–32, 33e
fraud triangle and, 30–32, 31e, 

35
greed as, 161–162, 212
oversight legislation and, 32–34
proactive approach to fraud risk 

and, 25
Motor vehicle records, 14–15
Multiple-step income statements, 

232–233

National Business Ethics (NBE), 314, 
316e, 317e–318e

NEC, 244
Needs hierarchy, 124, 125e
Net realizable value (NRV), 287
Net worth method, 207
North American Industry 

Classification System, 103
Note disclosures, 79

Observation in fraud detection, 38
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