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Index

A
accounting. See also generally 

accepted accounting principles 
(GAAP)

adjustments, 13
aggressive, 37
corruption, telltale signs of, 127
department, 9–10
entries, manipulated, 17
hocus‐pocus, 52

accounting fi rm
legal liability of, 44
outside, 31
Treadway Commission, 48–49

accounting fraud
allegations of, 35
diffi culty identifying, 23
massive, 22

accounting irregularities
about, 1, 5, 14–16, 102–3, 109
below the radar screen, 101
class action lawsuits and, 246, 

248–49, 252–53, 257, 260
accounts receivable manipulated, 9
accurately present, 67
acquisition, corporate, 12
acquisition reserves adjusted, 9
administrative proceedings, 238
AICPA checklists, 84

American Institute of Certifi ed 
Public Accountants, 45

American Stock Exchange, 43, 56
antifraud laws and regulations, 80
Antony and Cleopatra, 81
The Art of War (Sun Tzu), 83
Arthur Young & Co., 51
Assistant Attorney General, 243
attorney work‐product doctrine, 

231, 233
attorney‐client

confi dences, 233
privilege, 180, 196–97, 231–34, 257

attorneys, 75, 211
audit

defi ciencies, 200
forensic investigation vs., 183–84
relationship, benefi ts of 

continuing, 187–89
sampling, 102
standards, 185, 190, 198–200
testing, 183–84, 186, 194, 196

audit committee. See also fi nancial 
fraud; fi nancial fraud detection; 
fi nancial fraud investigation

accountants, 152
AICPA checklists, 84
AU Section 380 (Communications 

with Audit Committees), 55
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audit committee (continued )
auditor, direct responsibility for 

oversight of, 71
auditor communications, 82
auditor’s compensation, 62
Blue Ribbon Committee and, 

53–55
CEO and, 126–27, 129
chairman, 85, 110, 114
charter, 54, 94–98
charter, sample, 116–19
checklists and financial reporting 

system, 83–84
compliance with laws, 

regulations, and ethical 
business practices, 82

conflicts of interest and, 82
cooperation and difficulties 

encountered, 105
corporate culture and, 86
corporate governance and, 81–82, 

88, 94, 110, 112, 116
corruption and, 29–32
counsel, 152, 206, 211–12
critical business continuity risks 

and, 82
diligence, 31–32, 97
disclosures provided to the  

SEC, 30
earnings press releases, 82,  

96, 117
effectiveness of, 29–32
enterprise risk management, 82
environmental compliance, 82
financial audit investigation, 

152–53
financial fraud and, 14–15
financial fraud detection and, 

133–40, 142–45, 147

financial fraud investigation, 
oversight of, 150–51

financial fraud investigation, 
preliminary, 136–38

financial fraud investigation and, 
150–62, 168, 170–73

financial misreporting, immediate 
detection of, 88

financial reporting system, 
logistical capabilities of, 87, 104

financial sophistication 
requirements, 93–94

Foreign Corrupt Practices Act, 
104

Form 10‐K and, 30–31, 55, 62, 82, 
97, 113

Form 10‐Q and, 55, 97
GAAP and, 94, 104–5, 111
good judgment, use of, 115–16
improper payments and, 82
inadequacies, 15
independence of, 71–72, 90–93
information, environmental, 

103–4
information, lack of access to 

reliable, 98–99
information from internal audit, 

109–11
information from outside auditor, 

100–103
information from senior 

management, 99–100
internal auditors and, 96, 109–10, 

114, 117
investigation, 210–11, 213–15, 

217, 222
investigators, 171–72
key objectives, 85
lawyers, 162
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learn the business, 113–14
logistical capability, 87–88
meetings, frequency of, 115
meetings with others and alone, 

114–15
members, 85, 88–94, 97, 110, 

113–16, 119
members’ backgrounds, 31
NASD rules for composition  

of, 88
Nasdaq rules for audit committee 

charter, 95
Nasdaq rules for composition  

of, 90
Nasdaq rules for financial 

sophistication, 93
Nasdaq rules for independence of, 

89, 92
new audit report on financial 

statements and, 175–87, 
191–201

nonmaterial proposed adjusting 
journal entries, 106–8

NYSE duties and responsibilities 
for, 96

NYSE rules, 82
NYSE rules for audit committee 

charter, 94–96
NYSE rules for composition of, 

88–90
NYSE rules for financial 

sophistication, 93
NYSE rules for independence  

of, 91
outside auditor and, 84, 89, 

91–92, 95, 97, 99–107, 109–11, 
114, 118–19

outside counsel and, 73, 137, 147
oversight function, 30, 70, 84–85

paper, minimize reliance on, 
112–13

procedures to encourage upward 
information flow about 
accounting, internal control 
system over financial reporting 
and auditing, 72

properly configured, 88–90
proxy statements, 30–31
remedial actions of, 217, 222
responsibilities, 83
revenue or reserve activity, 

unusual, 105–6
risk management issues, 82
Sarbanes‐Oxley Act and, 61–62, 

70–73, 136–38
SEC and, 208, 210–16, 219–20
SEC presentation, 217
SEC rule on books and records, 

105
SEC rules, 56
SEC rules to implement 

recommendations of Blue 
Ribbon Committee, 97

SEC Staff Accounting Bulletin No. 
99 (Materiality), 107

senior executives and, 85–86, 90, 
99–100, 102, 111–12

statutory provision, 70–71
taxes and, 82
tone at the top and, 31, 60–61, 

85–87, 111–12
Treadway Commission and, 

46–48, 83
whistleblower complaints 

program, 62, 72
audit report on financial statements. 

See new audit report on 
financial statements
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Auditing Standards Board, 45
Auditing Standards No. 53: 

Definition of “errors and 
irregularities,” 5

auditors. See also internal auditor; 
outside auditor

assessment, 62
detection, failure of, 22
early involvement of, 176
independence, 200–01
independence and objectivity, 71
mission of, 111
PCAOB’s list and, 108–9
representations to, 198–200
resignation, 175
responsibility, evolving 

perceptions of, 51
role vs. role in fact, 49–50
stress between client and, 186–87
transparency, 197
watchful eye of, 213–14

B
Big Six firms, 44
“Big Six Firms Are Firing Clients” 

(Business Week), 50
bill and hold sales improperly 

recognized, 9
Bily v. Arthur Young & Co., 50
Bloomberg, 266
Blue Ribbon Committee on 

Improving the Effectiveness of 
Corporate Audit Committees, 
43, 53, 55–56

board of directors
audit committee of the, 61, 65,  

71, 76
Delaware Law and duty of  

care, 98

financial fraud detection and, 141, 
144–46, 150

financial fraud investigation and, 
150, 155, 157, 159

new audit report on financial 
statements and, 175–78, 183, 
186–87

SEC and, 208
SEC rules, 56
securities class action litigation 

and, 145–47
Treadway Commission, 46–47

bonus plans, 45
bottom‐line results, pressure for, 91
budgets and sales targets, overly 

aggressive, 87
business downturn, 37
Business Week, 8, 13, 52

“Big Six Firms Are Firing  
Clients,” 50

C
California Supreme Court, 50
capital market inefficiencies, 270–73
Cendant Corporation, 51–52
CEO. See chief executive officer
certification

of company’s internal control 
system, 67

executive subcertification, 122–23
financial information by CEO and 

CFO, 63
requirements on executives, 

redundant, 59
Sarbanes‐Oxley Act “Section 

302,” 64–65
Sarbanes‐Oxley Act “Section 

906,” 64–65, 69
CFO. See chief financial officer
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chain‐of‐command, 7
chief executive officer (CEO)

audit committee and, 126–27, 129
certification of company’s internal 

control system, 67
CFO and, 125–27
class action complaints, 247
code of ethics and, 122
corporate culture and, 124, 127
corporate governance paperwork, 

122–23
corruption, signs of, 127–28
corruption path and, 26–28
employees and stock options,  

128
financial information certification, 

63
financial performance, aggressive, 

30
financial report, certifies 

company, 121
financial targets, aggressive, 124
Form 10‐K and, 61–63, 65
hard‐driving/aggressive, 10, 25, 

28, 35–37
information, getting, 125–27
integrity in financial reporting, 

124
internal auditor and, 127
misconduct and loss of bonus 

and incentive‐ or equity‐based 
compensation, 69–70

new audit report on financial 
statements and, 185, 199

pressures for performance, 128
right culture and, 123–25
right mix of pressure for 

performance and forgiveness of 
failure, 125

Sarbanes‐Oxley Act and, 61, 
63–70

SEC and, 121–22, 216, 218–19
“Section 302” and “Section 906” 

certifications, 64–67
shareholders and, 124, 128
stock prices and, 128–29
stock trading and true stock 

prices, 129
tone at the top, 6, 24, 27–28,  

30, 63
transparency and, 123, 129

chief financial officer (CFO)
aggressively hands‐on, 25
CEO and, 125–27
certification of company’s internal 

control system, 67
class action complaints, 247
code of ethics, 61, 70
compliant, 28–29, 37
corruption path and, 28–29
financial information certification, 

63
financial reporting infrastructure, 

28–29
Form 10‐K and, 61–63, 65
misconduct and loss of bonus 

and incentive‐ or equity‐based 
compensation, 69–70

new audit report on financial 
statements and, 185

performance targets, 126
Sarbanes‐Oxley Act and, 61, 

63–70
SEC and, 218–19
“Section 302” and “Section 906” 

certifications, 64–67
tone at the top, 28, 63
Wall Street analysts and, 270
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chief legal counsel, 76
chief legal officer, 76–77
class action, 245–46

bar, 123
complaints, 247, 249
lawyers, 246, 253
litigation, 197, 246–47
litigation, civil, 239
plaintiffs, 247, 253
securities litigation, 145

class action lawsuits
accounting irregularities and, 

246, 248–49, 252–53, 257, 260
class action litigation, 197, 239, 

246–47
consolidated complaint, 249–51
defendants, potential, 247–48
depositions, taking of, 258
discovery, process of, 255–56
documents, production of, 256–57
early settlement, prospects of, 255
motion to dismiss, 253–54
outside auditor, 257–58
parties and counsel, sorting out, 

248–49
press release, liability implications 

of the initial, 252–53
securities class action, typical 

stages of, 246
securities law damages, 259–60
settlement, 260–61
settlement, dynamics favoring, 

258–59
what is it?, 245–46

“Cleopatra syndrome,” 98
code of conduct, written, 86
code of ethics, 61, 122
collective knowledge doctrine, 236
company counsel, 75–78, 227, 229

company lenders, 144–45
company’s publicly reported  

results, 5
compensation, nondiscretionary, 89
compensation systems, 87
compliance and ethics program, 

241–43
complicity

of executives, 153
of lower‐level personnel, 216
of senior executives, 172, 217

Comptroller of the Currency, 45
conflicts of interest, 82, 238
congressional hearings, 238
consignment sales improperly 

recognized, 9
consolidated complaint, 249–51
conspiratorial offenses, 239
corporate

acquisition, 12
criminal liability for employee 

actions, 235–36
environment, 6–7, 17, 24, 26, 61
housecleaning, 5
misconduct, 61

corporate culture, 14, 17
audit committee and, 86
CEO and, 124, 127

corporate governance, 14–16
audit committee and, 81–82, 88, 

94, 110, 112, 116
CEO and, 122–23
preventing violations in, 77

corruption
accounting, telltale signs  

of, 127
audit committee and, 29–32
CEO and, 26–28
CFO and, 28–29
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company environment, 23–26
financial statements and, 19–23
growth program, aggressive, 

35–37
industry downturn, 37
new industry and, 32–35
regulatory reaction, 38
signs of, 24–25, 127–28
system, 99

counsel
audit committee, 152, 206, 

211–12
audit committee and outside, 

137–38, 147
chief legal, 76
company, 75–78
for executive employees, 156–58
fees, corporate indemnification of, 

236–37
General Counsel, 136
for individual employees, initial 

contacts with, 229–30
for targets and subjects, separate, 

237–38
CPA firms, 50
creditors, 68, 199, 245
crime fraud exception, 233
criminal

fine, 244
intent, 224
investigations, 145
liability, 235
liability for employee actions, 

corporate, 235–36
sentences, 241

critical business continuity  
risks, 82

“cubicle discussions,” 157
customers, 175, 194–95

D
damage estimates, 259–61
day‐traders, 260
defendants’ lawyers, 250, 256, 

258–59
Department of Justice, 173, 238,  

243
depositions, 246, 256, 258
director, nonindependent, 53
directors and officers liability 

insurance (D&O insurance), 
145–46, 252

discounting, last‐minute, 86
discovery, process, 255–56
divestiture, 12
D&O insurance. See directors and 

officers liability insurance (D&O 
insurance)

documents, securing, 138–39
Dodd–Frank Wall Street Reform and 

Consumer Protection Act, 134, 
143

dot‐com era, 57
double jeopardy, 238
Dow Jones, 266
dual‐sovereignty doctrine, 238
due diligence, 35, 242
duty of candor, 173
duty of care, 98

E
early settlement, prospects, 255
“earnings management,” 52
earnings press releases, 82, 96, 117
earnings target, aggressive, 7–8
The Economics of Trust (Whitney), 

112
electronic communications devices, 

266
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email, company’s
fraud investigation and, 171, 173
SEC and, 198, 211–12, 217

employees, less‐senior, 172
employees and new audit report, 

175, 179, 194
Enron Corporation, 41, 57–58, 65, 

70, 95
enterprise risk management, 15
environmental compliance, 82
Ernst & Ernst v. Hochfelder, 250
Ernst & Young, 50
errors and irregularities, 5
estimates, bad faith, 164
ethical conduct, 242
exception reports, 112
executive(s)

complicity, 153
embezzlement evidence, 76
employees, individual counsel for, 

156–58
evaluation, 62
guilty, 3–4
immunity, 239–40
involvement in financial 

misreporting, 76
new audit report and, 179, 183, 

186, 195, 198–99
subcertification, 122–23
terminations, 78

expense
manipulation, 167–68
overstatements, 13
recognition delayed, 9

F
“fairly present,” 64, 66–67, 69
false inventory “in transit”  

recorded, 9

FASB. See Financial Accounting 
Standards Board (FASB)

FBI, 226, 232
FDIC. See Federal Deposit Insurance 

Corporation (FDIC)
Federal Deposit Insurance 

Corporation (FDIC), 10, 45
Federal Sentencing Guidelines, 

240–41
fiduciary duty, breach of, 76
Fifth Amendment privilege, 228, 

230–32, 235, 237, 239
Filip, Mark (Deputy Attorney 

General), 225
Filip memorandum, 225–26
Financial Accounting Standards 

Board (FASB), 34
financial disclosures, 54
Financial Executives Institute, 45
financial fraud. See also tone at 

the top
audit committee and, 14–15
Auditing Standards No. 53: 

Definition of “errors and 
irregularities,” 5

as a consequence, 269–70
criteria, telltale, 24
detection, 133–40, 142–45, 147
elements, isolating the, 10–12
financial performance target, 

aggressive, 4–6, 10, 16, 24, 30
fraud, surfacing of, 17–18
fraud grows over time, 11–12
grand conspiracy and, 6
how does it come about?, 5–10
internal audit and, 14–16
internal controls to prevent, 14
large, 18
large‐scale, 11
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“managed earnings,” danger of, 
12–14

massive, 11
one way street of, 12
outside auditor and, 14, 16–17
pressure and unrealistic 

expectations, 34
pressures and incentives 

encourage, 45–46
prevention and detection of, 14, 

16, 84, 103
root causes of, 23
tone at top and failure to attain 

targets is unforgivable, 6, 24
treadmill effect, 9, 37
Treadway Commission report on, 

45–46
unrealistic pressures for short‐

term results and, 45
what is it?, 4–5

financial fraud detection
audit committee and, 133–40, 

142–45, 147
board of directors and, 141, 

144–46, 150
company lenders and, 144–45
criminal investigations and, 145
D&O insurance and, 145–46
documents, securing, 138–39
financial statements, public 

admission of incorrect, 147
financial statements, restatement 

of, 147
Form 8-K, 141
information, challenge of getting 

reliable, 135
initial disclosure, 140–42
internal auditor, alerting, 138
investigation, deeper, 137–38, 147

investigation, preliminary, 
136–37

outside auditor and, 133, 136, 
138, 141–42

press release, initial, 141–42
press release to shareholders, 140
press release with corrective 

information, 141
regulatory agencies, multiple 

proceedings from, 145
SEC, public resolution with, 147
SEC, whether to inform, 140, 

142–43
securities class action litigation, 

145–47
senior management culpability, 

139–40
termination of responsible 

executives, 147
whistleblowers and, 133–35

financial fraud investigation. See also 
new audit report on financial 
statements

acquisition accounting, 164
audit committee, what it is looking 

for, 152–53
audit committee and, 150–62, 

168, 170–73
audit committee counsel and 

accountants, 152
audit committee investigation and 

SEC, 210–11, 213–15, 217, 222
audit committee investigators, 

171–72
audit committee lawyers, 162
audit committee oversight, 

150–51
audit committee’s investigation, 

auditor’s evaluation of, 195–98
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financial fraud investigation 
(continued )

audit vs. forensic investigation, 
183–84

board of directors and, 150, 155, 
157, 159

capitalization of expenses, 
improper, 164

CEO and, 151
charges, onetime, 164
charges, restructuring, 166–67
corrective disclosure, 150
cost of, 149
deeper, 137–38, 147
Department of Justice and, 173
duty of candor of investigators, 

173
email system, company’s, 171, 

173
estimates, bad faith, 164
executive complicity, 153
executive employees, individual 

counsel for, 156–58
expense recognition, delayed, 164
expenses, 164, 167–68
financial fraud areas, potential, 

164
forensic accountants and, 152, 

158, 162, 169–70
forensic accounting techniques, 

170
forensic computers and, 169
general ledger, 168–71
general ledger fraud clues, 169
getting started, 162–66
internal audit and, 136
interviews, conducting, 158–59
inventory, 164, 167
inventory, overvaluation of, 164

investigation, scope of, 153–54
investigation report, 159–60
“Miranda warnings,” 158–59
Nasdaq and, 143
New York Stock Exchange and, 

143
oral reports, 159
outside auditor, 150–51, 159
overview of, 161–62
preliminary, 136–38
related-party transactions, 164
reserves and, 164, 166–67
revenue recognition, 164–66
sales, consignment, 165
sales, phantom, 164
sales, premature recognition  

of, 164
sales discounts, 165
SEC and, 150–51, 153–54, 156, 

159–60
securities laws and, 173
sub‐accounting system, 

automated, 169
subpoena power and, 154–55
transaction, nonroutine, 169
transactions, barter, 165–66
transactions, bill‐and‐hold, 165
transactions, improperly valued, 

164
written report, 159–60
wrongdoers, terminating senior, 

171–73
wrongdoers and, 150, 155
wrongful intent, evidence of, 153

financial information certification, 
63

financial management, experienced, 
15

financial manipulations, 15
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financial misreporting
about, 24–25, 30, 88, 100, 134
deliberate, 99
executive involvement in, 76

financial performance, aggressive, 
4–6, 10, 16, 24, 30

financial press, 34
financial reporting

conservative, 12–13
early detection of fraudulent, 110
evolution of, 43
financial fraud, origins of, 4–5, 10, 

12, 16
fraudulent, 6, 24, 38, 223–24, 

227, 229, 235, 237, 239
hazy areas of, 7, 11
infrastructure, 28–29
integrity in, 124
lack of rigor in, 14
managed‐earnings approach  

to, 13
quarter’s expectations vs., 8
regulatory infrastructure and, 38
responsibility at corporate level, 

46
tone at the top and, 46
Treadway Commission and, 44–49

financial reporting in future
capital market inefficiencies, 

270–73
financial fraud as a consequence, 

269–70
financial reporting system, 1930s, 

267–68
real‐time financial reporting 

system, 273–77
real-time world, 266
Wall Street financial analysts, 

268–69

financial reporting system
corrupted, 31
division’s, 7
flexibility in, 7
fraudulent accounting and, 266
logistical capabilities of, 87, 104
1930s, 267–68
periodic, 271–74
real‐time, 273–77

financial results, material 
misstatement of, 206

financial statements. See also new 
audit report on financial 
statements

balance sheet, fraudulent, 19–21
corruption and, 19–23
income statement, fraudulent, 

19–21
public admission of incorrect, 147
restated, requirements for, 189–92
restated, responsibility for, 189
restated audited, 257
restatement guidance for, 191
restatement impact on previously 

issued, 181–82
restatement of, 147

Foreign Corrupt Practices Act, 104
forensic accountants

about, 73, 76
financial fraud investigation and, 

152, 158, 162, 169–70
new audit report on financial 

statements and, 184–86, 189, 
191, 194, 196, 198, 201

outside auditor and, 184–86
forensic accounting techniques, 170
forensic computers, 169
forensic investigation, 102
forged documents, 17, 23
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Form 10‐K
audit committee and, 30–31, 55, 

62, 82, 97, 113
CEO and, 61–63, 65
CFO and, 61–63, 65
Enron Corporation and, 65
SEC and, 247, 250

Form 10‐Q
audit committee and, 55, 97
SEC and, 55, 268–69
Securities Exchange Act and, 250

Fortune 500 CFOs, 276
Fortune magazine, 41, 52, 223
fraud. See also financial fraud

audit, 74–75
suspicions or allegations of, 101

fraud detection. See financial fraud 
detection

fraud investigation. See financial 
fraud investigation

fraudulent
entries, 152
financial statements and 10‐K 

report, 77
general ledger entry, 168

G
GAAP. See Generally Accepted 

Accounting Principles (GAAP)
GAAS. See Generally Accepted 

Auditing Standards (GAAS)
General Counsel, 136general ledger

fraud clues, 169
investigation, 168–71
revisions, unsupportable, 9

Generally Accepted Accounting 
Principles (GAAP)

audit committee and, 94, 104–5, 
111

Blue Ribbon Committee and, 55
“generally accepted” accounting, 

34, 37
new audit report on financial 

statements and, 183, 189–92, 
198

SEC and, 205, 214–15
WorldCom and, 58

Generally Accepted Auditing 
Standards (GAAS), 54–55

German Bundesbank, 266
grand jury

phase, initial, 227–29
phase, testimonial, 230–31
subpoena, 226–27, 229, 232
witnesses, 230–32, 235

grant of immunity, 235
Great Depression, 41
growth program, aggressive, 35–37
gut‐level instincts, 113

H
headwind, 171–72
House Committee on Energy and 

Commerce’s Subcommittee on 
Oversight and Investigations, 
45

I
immunity

executive, 239–40
grant of, 235
from prosecution, 239

“in all material respects,” 64, 66, 69
indictment discussions, 243–44
individual dishonesty, 61
industry, 32–35, 37
information

CEO and, 125–27

index.indd   292 8/24/2013   4:45:17 PM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



	 Index  ◾� 293

challenge of getting reliable, 135
environmental, 103–4
from internal audit, 109–11
from outside auditor, 100–103
PCAOB standard for information 

required from auditors, 108–9
press release with corrective, 141
procedures to encourage upward 

flow of, 72
reliable, lack of access to, 98–99
from senior management, 99–100

Institute of Internal Auditors, 45
institutional investors, 260
insurance companies, 255, 258
intent‐to‐benefit rule, 236
intercompany credits used, 9
interim financial statements, 56
internal audit

audit committee and information 
from, 109–11

financial fraud and, 14–16
fraud investigation, preliminary, 

136
information for audit committee, 

109–11
Treadway Commission and, 48

internal auditor. See also auditors; 
outside auditor

about, 3, 16
audit committee and, 96, 109–10, 

114, 117
CEO and, 127
financial fraud detection and, 138

internal control system, 60, 62, 67, 
72

interview memoranda, 197, 212
inventory, 164, 167
investigations. See also financial 

fraud investigation

state criminal, 238
tax, 238

investment bankers, 24, 32, 78–79
investors’ expectations of return on 

investment, 33

J
Johnson, Samuel, 122
joint defense agreements, 230
joint‐defense privilege, 231, 233–34
journal entries, 106–8

L
lenders, 19, 24, 144–45, 175
Leslie Fay accounting fraud, 51
Levitt, Arthur (SEC chairman), 115

“The Numbers Game,” 52–53
Levitt initiatives, 51–57
liabilities, concurrent, 12
loan loss reserves, 10

M
“managed earnings,” 12–14, 106
materiality thresholds, reduction of, 

17
McKesson‐Robbins, 167
“Miranda warnings,” 158–59
mission statement, 86
momentum investors, 260, 270
moral compass, 3

N
NASD. See National Association of 

Securities Dealers
Nasdaq

financial fraud investigation and, 
143

rules for audit committee  
charter, 95
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Nasdaq (continued )
rules for composition of audit 

committee, 90
rules for financial sophistication of 

audit committee, 93
rules for independence of audit 

committee, 89, 92
National Association of Securities 

Dealers (NASD), 43, 88
National Commission on Fraudulent 

Financial Reporting, 38, 44–45. 
See also Treadway Commission

negligence, 153
negotiated resolution, 217, 219
new audit report on financial 

statements. See also financial 
fraud investigation; financial 
statements

attorney–client privilege, 180, 
196–97

audit committee and, 175–87, 
191–201

audit committee’s investigation, 
auditor’s evaluation of, 195–98

audit deficiencies, 200
audit process and, 194–95
audit relationship, benefits of 

continuing, 187–89
audit standards, 185, 190, 

198–200
audit testing, 183–84, 186,  

194, 196
audit vs. forensic investigation, 

183–84
auditor, early involvement of, 176
auditor, representations to, 

198–200
auditor and its client, stress 

between, 186–87

auditor independence, 200–201
auditor resignation, 175
auditor transparency, 197
board of directors and, 175–78, 

183, 186–87
CEO and, 185, 199
CFO and, 185
class action litigation, 197
common misconceptions among 

company personnel, 194
creditors and, 199
customers and, 175, 194–95
employees and, 175, 179, 194
executives and, 179, 183, 186, 

195, 198–99
financial statements, impact on 

previously issued, 181–82
financial statements, requirements 

for restated, 189–92
financial statements, 

responsibility for restated, 189
financial statements, restatement 

guidance for, 191
forensic accountants and, 184–86, 

189, 191, 194, 196, 198, 201
forensic accountants and outside 

auditor, coordination between, 
184–86

GAAP and, 183, 189–92, 198
interview memoranda, 197
lenders and, 175
management representations, 

198–99
new audit report, 176, 181, 185, 

195–96, 200
outside auditor and, 175–76, 

182–86, 196
privilege waiver, 196
public accountants, 200
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regulators and, 175, 180, 199
remedial actions and, 176–78, 

180, 187, 199
restatements and materiality, 

192–93
SEC and, 177–78, 180, 182, 189, 

192–93, 196–97, 199–200, 
213–14

SEC Staff Accounting Bulletin 
Number 99, 192–93

SEC Staff Accounting Bulletin 
Number 108, 193

Securities Exchange Act Section 
10A, 176–81, 187

securities exchange and, 175–76
suppliers and, 175

New Jersey Supreme Court, 50
New York Stock Exchange (NYSE), 

43, 56
duties and responsibilities for audit 

committee, 96
financial fraud investigation and, 

143
rules for audit committee charter, 

94–96
rules for composition of audit 

committee, 89–90
rules for financial sophistication of 

audit committee, 93
rules for independence of audit 

committee, 91
New York Times, 50, 52
Newsweek, 52
nonmaterial proposed adjusting 

journal entries, 106–8
nonprosecution agreement, 240
notice to all shareholders, 261
numbers, manipulations of, 86, 100
“The Numbers Game” (Levitt), 52–53

numerical anomalies, 23, 33, 36
NYSE. See New York Stock Exchange 

(NYSE)

O
obstruction‐of‐justice charges, 238
O’Malley Panel on Audit 

Effectiveness (2000), 43
operational shortfalls, 123
outside accounting firm, 3, 31
outside auditor. See also auditors; 

internal auditor
accounting department and, 9–10
audit committee and, 84, 89, 

91–92, 95, 97, 99–107, 109–11, 
114, 118–19

audit committee and information 
from, 100–103

auditor’s “10A responsibilities,” 
138

Blue Ribbon Committee and, 
54–55

California Supreme Court and, 50
class action complaints and, 248
deliberate deception of, 101
financial fraud and, 14, 16–17
financial fraud detection and, 133, 

136, 138, 141–42
financial fraud investigation, 138, 

150–51, 159
Form 10-K Annual Report, 55
new audit report on financial 

statements and, 175–76, 
182–86, 196

New Jersey Supreme Court and, 
50

PCAOB’s list and, 108–9
responsibility, evolving 

perceptions of, 51
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outside auditor (continued )
Sarbanes‐Oxley Act and, 60, 62, 

73–75
SEC and, 57, 203, 213, 215
Treadway Commission and, 

49–50, 57
outside counsel, 137–38, 147
outside directors, 48, 248
Oxley, Michael, 58

P
Panel on Audit Effectiveness, 56
parallel proceedings, 238–39
PCAOB. See Public Company 

Accounting Oversight Board
performance

CEO pressures for, 128
demands, 10
evaluations, 113
inadequacies, past, 11
objectives placed above everything 

else, 86–87
target, aggressive, 11

phantom inventory created, 9
phases of, 226
phony shipments recorded, 9
plainly guilty, 252
plaintiffs’ law firm, 134
plaintiff‐shareholders, 259, 261
plea

agreement, 239–40
bargain, 240
discussions and sentencing, 

239–43
president, division, 7–8
president’s exit strategy, 9
press releases, 78

with corrective information, 141
earnings, 82, 96, 117

initial, 141–42
liability implications of the initial, 

252–53
to shareholders, 140

pretrial resolution, 258–59
Private Securities Litigation Reform 

Act (1995), 43
privilege waiver, 196
professional skepticism, 102
professional wrongdoing, 22
proffer agreement, 240
proffer session, 240
prosecutor, producing documents 

for, 229
prosecutorial status and immunity, 

234–35
proxy statements, 30–31, 56, 96
public accountants, 200
Public Company Accounting 

Oversight Board (PCAOB),  
62, 74

AU Section 380 (Communications 
with Audit Committees), 55

Audit Standard No. 16, 118
list, 108–9
standard for information required 

from auditors for audit 
committee, 108–9

public disclosure, 78, 224
Public Oversight Board, 56
public reporting, 62

Q
quarter‐end

accounting manipulations, 101
books, failure to close, 86
discounting, 128
telephone calls to friendly 

customers, 86
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quarterly
analyst expectations, obsessive 

fidelity to attain, 86
timing, 8, 16

quarters kept open, 9

R
random testing, 167
real-time world, 266
“reasonable care,” 153
regulators, 175, 180, 199
remedial actions

of audit committee, 217, 222
financial statements, new  

audit report on, 176–78, 180, 
187, 199

SEC and, 216
remedial measures, 76–77
Report of the National Commission 

on Fraudulent Financial 
Reporting, 38

reserves
acquisition, adjusted, 9
changes in company, 105
cookie-jar, 13, 171
financial fraud investigation and, 

164, 166–67
loan loss, 10
rainy‐day, 171
reduced, 8–13
second‐guess, 10
unjustified modification of, 86

restitution to victims, 244
restructuring, massive, 12
retirement plan, tax‐qualified, 89
return on investment, investors’ 

expectations of, 33
revenue

on anticipated orders, 9

cash collections and, discrepancies 
in, 128

earnings and, inflated, 128
enhancement, contrived, 86
recognition, improper, 194

risk management, 82, 123

S
sales

consignment, 165
discounts, 165
phantom, 164
premature recognition, 164

Sarbanes, Paul, 58
Sarbanes‐Oxley Act (2002)

audit committee and, 61–62, 
70–73

audit committee of the board of 
directors, 61, 65, 71, 76

auditor resoluteness and 
independence, 60

background to, 38, 41–43, 58
bad news, upward flow of, 60–61
certification of company’s internal 

control system, 67
certification requirements on 

executives, redundant, 59
chief executive officer (CEO) and, 

61, 63–70
chief financial officer (CFO) and, 

61, 63–70
code of ethics, disclosure of any 

waiver of, 70
code of ethics for financial officers, 

61, 70
company counsel and, 75–78
corporate environment, 61
criminal penalties and 

imprisonment, 61, 69
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Sarbanes‐Oxley Act (continued )
criminal sentences, enhanced, 

226
everyone plays a role, 60, 62
executive responsibility, 

individual, 60
financial reporting, evolution  

of, 43
forfeiture of CEO and CFO bonuses, 

61
fraud audit, 74–75
independence, criteria for, 93
internal control system, 60, 62, 

67, 72
investment bankers and, 78–79
outside auditor and, 60, 62, 73–75
PCAOB and, 62, 74
players, significant, 60
roles and responsibilities, 

allocation of, 63
“Section 302” certification, 64–65
“Section 404,” 274
“Section 409,” 275
“Section 906” certification, 

64–65, 69
senior executives and, 61
themes of, underlying, 60
“tone at the top” and audit 

committee, 60–61
“tone at the top” and CEO and 

CFO, 63
Treadway Commission report  

and, 60
whistleblower and, 72, 133–34

savings‐and‐loan crisis, 38
schedules, false, 17
scienter, 153, 250
Seaboard Corporation, 207
Seaboard factors, 207–9, 215, 217

SEC. See Securities and Exchange 
Commission (SEC)

Securities and Exchange 
Commission (SEC)

attorneys, 211
AU Section 380, 55
audit committee and, 208, 

210–16, 219–20
audit committee counsel, 206, 

210–12
audit committee investigation, 

210–11, 213–15, 217, 222
audit committee members, 186, 

199–200, 210, 217
audit committee’s presentation to 

the SEC, 215, 217
audit committee’s remedial 

actions, 217, 222
auditor’s watchful eye, 213–14
Blue Ribbon Committee and, 

54–56, 89
board of directors, 208
CEO and, 216, 218–19
CFO and, 218–19
Commissioners, five SEC, 204–5, 

221
corporate disclosure in SEC filings, 

204
“disclosure controls and 

procedures,” 67, 69
discovery process of litigation, 222
Division of Enforcement, 204–5, 

213, 221–22
Division of Investment 

Management, 204
Division of Risk, Strategy and 

Financial Innovation, 204
Division of Trading and Markets, 

204
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email, company’s, 198, 211–12, 
217

executives, wrongdoing, 209
financial fraud detection and, 140, 

142–43, 147
financial fraud investigation and, 

150–51, 153–54, 156, 159–60
Form 10-K Annual Report, 55, 

267–69
Form 10‐Q and, 55, 268–69
Formal Order of Investigation, 220
fraud disclosure to, 140
fraud investigation, whether to 

inform about, 139, 143
GAAP and, 205, 214–15
General Counsel’s office, 221
“internal control over financial 

reporting,” 67–69, 74
interview memoranda, 212
investigative material, 212–13
negotiated resolution, 217, 219
new audit report and, 213–14
new audit report on financial 

statements and, 177–78, 180, 
182, 189, 192–93, 196–97, 
199–200

new rules of, 43, 56
Office of the Chief Accountant 

(OCA), 204–5, 221
Office of the Whistleblower, 134
outside auditor and, 203, 213, 215
PCAOB standard for information 

required from auditors, 108–9
penalties for companies, 220
penalties for individuals, 218–19
policy rewards self‐reporting, 

206–7
Regulation FD, 276
remedial actions, 216

Rule 102(e), 219
rule on books and records, 105
rules to implement 

recommendations of Blue 
Ribbon Committee, 97

SAS‐71 (Interim Financial 
Review), 55

Seaboard factors, 207–9, 215,  
217

“Section 10A,” 78
Section 307 rules of professional 

responsibility, 75–76, 78
securities class action litigation, 

204
securities laws, violations of, 

217–18
self-reporting, 205–7, 210–13
staff, post-investigation actions 

by, 217
staff, presentation to, 214–17
Staff Accounting Bulletin No. 99, 

107, 192–93
Staff Accounting Bulletin No. 108, 

193
standards of professional conduct 

for attorneys, 75
structure of, 203–5
U.S. Attorney’s Office for criminal 

prosecution, 219
Wells process, 220–22
wrongdoing, 211, 217
wrongdoing, corporate, 206
wrongdoing, executives, 209, 217
wrongdoing lower‐level 

employees, 216–17
wrongdoing professionals, 219

securities class action, 246
securities class action litigation, 

145–47, 204, 238
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Securities Exchange Act (1934), 66, 
78, 176

Form 10‐K and, 247, 250
Form 10‐Q and, 250
Section 10A, 176–81, 187
Section 10(b), 250–51, 254, 260
Section 11, 251
Section 12(a)(2), 251
Section 15, 251
Section 20, 250–51
Section 24, 225
Sections 32(a) and 30A, 225

securities law damages, 259–60
securities laws

of the mid‐1990s, 21
violations of, 217–18

self‐regulation era, 75
senior executives

audit committee and, 85–86, 90, 
99–100, 102, 111–12

complicity of, 172
guilty, 172
Sarbanes‐Oxley Act and, 61

senior management
audit committee and information 

from, 99–100
Form 10-K Annual Report, 55
Treadway Commission and, 48

senior management culpability, 
139–40

September 11, 57
settlement, negotiated, 255
settlement agreement, 260–61
settlement conference, 259–60
settlement terms, 261
shareholders

about, 19, 68
class action complaints and,  

248

notice to all, 261
performance demands of, 10

shipments accelerated, 9
shipping documentation, back‐

dated, 272
short‐term economic performance, 

45
short‐term results, 45
side deals with customers, 128
side letters, 86, 194
social media, 276
standard audit steps, 8
state criminal investigations, 238
Statements on Auditing Standards, 43
statistical sampling techniques, 167
stock market volatility, 270–71
stock price, 13, 260
subpoena duces tecum, 227
subpoena power, lack of, 154–55
Sun Tzu (Chinese military general), 

83
suppliers, 175, 245

T
tax investigations, 238
third‐party litigation, 201
Thompson, Larry (Deputy Attorney 

General), 224–25
Thompson memorandum, 225
tone at the top. See also financial 

fraud
audit committee and, 31, 60–61, 

85–87, 111–12
CEO and, 6, 24, 27–28, 30, 63
CFO and, 28, 63
Enron and, 58
financial reporting and, 46
Sarbanes‐Oxley Act and, 60–61, 

63
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topside adjustments, unsupportable, 
9

transactional immunity, 235
transactions

barter, 165–66
bill‐and‐hold, 165
improperly valued, 164
nonroutine, 169

transparency, 123, 129
treadmill effect, 9, 37, 154
Treadway, James (Securities 

and Exchange Commission 
member), 44

Treadway Commission (1987)
about, 6, 38, 43
audit committee and, 46–47
auditor’s role in fact, 49–50
board of directors and, 46–47
Committee of Sponsoring 

Organizations of, 55
consequences of, 48–49
Enron Corporation and, 58
financial reporting initiatives, 

effect on, 49–50
fraudulent financial reporting, 

causes of, 44–45
fundamental precepts of, 52
key recommendations of, 47–48
prior to, 43–44
study by, 44–47

U
unadjusted differences, 106
uncorrected misstatement, 106
underwriters, 248, 251
U.S. Attorney, 224, 243

U.S. Attorney’s Office, 219
U.S. financial markets, 266

V
vicarious liability, 235

W
“waiver” of a conflict, 237
Wall Street financial analysts, 6–8, 

10, 268–70
Wall Street Journal, 13, 51–52
whether to commence, 224–26
whistleblower

about, 3, 18, 224
awards, 134
complaints program, 62, 72
Dodd‐Frank Act, 134, 143
financial fraud detection and, 

133–35
frustrated, 72
Sarbanes‐Oxley Act and, 72, 

133–34
unlawful to seek retribution or 

impede, 72
Whitney, John O., 112
World Trade Center, 57
WorldCom, 41, 58
wrongdoers, 171–73
wrongdoing, 211, 217

corporate, 206
of executives, 209, 217
of lower‐level employees, 216–17
of professionals, 219

Y
Yahoo!, 266
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