HOW TO DETECT AND PREVENT
FINANCIAL STATEMENT FRAUD

Q%ACFE

iation of Certified Fraud Examin



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

TABLE OF CONTENTS

I. INTRODUCTION

Trends in Financial Statement Fraud ..ottt 1
The COSO Study on Financial Statement Fraud ... 2
ADOUL THIS COULSE wuvrvvviniirieieieiiinisteteiesttststeie sttt sesesesteseteseses et tetesesestteseteseseseateseteseseneateseseseseneseseseseseneasass 3
COULSE ODVEIVIEW ..uuttiienieutettsterteteuteteste st et e st st et et eueebesbe b entebe st et enteatebe b et enteb et et eatebe et et entene et e bententenesbenbentens 3
VIdEO SUPPIEMENL....iiiiiiiiiiiiiiiiiiii b 4
Practical Problems CD-ROM .......ccoviirieiiiririnicieeiririsieieetstst sttt ettt ettt essesesesesenesseseses 4
Review Questions and Final EXamMINAtion ......ececirririeeiinininieeeinisseeieesistseeeseesessesesesesesssssseeesessssene 4

II. FINANCIAL STATEMENT FRAUD OVERVIEW

Financial Statement Fraud Defined ........ooioviiiiiiioiiieieiceeececteeteeeeteetet ettt et v st et eve s ssetserensene 7
Management’s ROLE.........cciiiiiiiiiiii s 7
The Victims of Financial Statement Fraud ......c.oovooioioiiiicieiceeeeeeeceeeeeeteee ettt et ere e re e 7
Financial Statement Fraud THangle ..o 8
Pressures to Commit Financial Statement Fraud .......coceeiiviereeieiiicieeeeececreeeeeeteeveeve et 8
VAAEO ettt ettt ettt et et et et eat et e et et et et e er e e s ettt et e et et entets et e et et eatetees et entets et e erensenseteeteesensereeteerenneneas 9
Opportunity for Financial Statement Fraud ..o 10
Rationalizations for Financial Statement Fraud.......cooooiiievieeieiiiceeececeeeeeceeeeeete et 10
Financial Statement Fraud Red FIags.......c.coiiiiiiiiiiiicccececeeeeesessssee s 11
Introduction to Financial Statement Fraud Schemes and Examinations .......c.cceeveeereeveeveeereereereveeereerennenes 12
REVIEW (QQUESHIONS ...ttt bbb bbb bbb 13

III. EXAMINING FOR FINANCIAL STATEMENT FRAUD

The Role of the Certified Fraud EXaminer.......ccocccviiiiiiniiiiiiiiiiiniiceiccenceeseeee e essssceseseeseens 15
Fraud Examination MethodOlOZy ........cccciiiiiiiiiiiiiiiiii s 15
PrEdiCAtION o.uviieciicictct s 16
Fraud Theory APPLOAC ..o 16
Financial Statement Fraud Examination TechniqUes .......c.coceiriiciiniieinncceceeieeeneeeseseeeneneenes 19
Document EXamiNatiOn......ccieueieiiiieiniicie ettt 20
Interviewing Witnesses and CONSPILALOLS ......vruiuiiiiiiiiiiiiiiiiiiiiiierss e ssssssesnes 21
AUAING PLOCEAULES ..ttt 23
REVIEW (QUESTIONS -uveuiieuiietiieietr ettt ettt et ettt s et b et et e et e st e b et st ene et e s et ebeateban et ese st ebe e et ent b enensesentebenesas 26

IV. FRAUD PREVENTION AND DETECTION RESPONSIBILITIES

Prevention of Financial Statement Fratud........ooioiveiiioeeeeiciceeceeeecteeteeeeete ettt ettt eve e ess v eresens 29
Reducing Fraud RisK......occiiiiicicecccee ettt 30
Detection of Financial Statement Fraud ..ottt e et sb e ess v bbb ns 35
The Tone at the TOP e 35
R4 Ta 1T YOO 36
Tnternal AUdit FUNCHON ..ottt ettt ettt ettt et et et enseseetesse s ensereetesensereerensennenes 36
Independent Audit COMMULLEE ....cuiuviiiiiiiiiiiciiiic e 37
EXEEINAl AUAITOLS .cuvitiitiieietictecteeeece ettt ettt ettt et et et et e s eteebeebe s essebeebe b esseteebebessesseressensessesseressessenee 38
The Ethical Environment for Fraud Prevention and Detection ........oeceeveierieeieveeeericeeeeeeeecteeeeeeeeve e, 39
The COSO REPOLLS ..ottt bbb 40
VAAEO ettt ettt ettt ettt ettt et et e b eteebeebanbessebe et et enbers e b e e b et ersebeeb e b enbeRsebe et et ertere et e b enbensereetentensens 41

How to Detect and Prevent Financial Statement Fraud i



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

IV. FRAUD PREVENTION AND DETECTION RESPONSIBILITIES (CONT.)

The Legal Environment for Fraud Prevention and Detection ... 45
The Sarbanes-OXIEY ACE ..cueuiiiiriiiriririttttcce ettt bbbttt ettt s et 45
Securities and Exchange COMMISSION .....ouiuiuiiiiiiiiiiiiiiiiieieiicieiisiesesssse e sesssssses s ssssesesssssaens 58
Private Securities Litigation Reform Act of 1995.......cccoviiiii, 60

External Auditors’ Responsibilities for Prevention and Detection of Financial Statement Fraud............. 61
AU-C Section 240—Consideration of Frand in a Financial Statement Audit..............occecevevcuceviniccnninnnnnn. 61
PCAOB AS 2201—An Audit of Internal Control Over Financial Reporting That Is Integrated

With an Audit of Financial STatements .................cvviiiiiiniiiininiiisiciiissssesssssssssssssssss s 69
AU-C Section 940—An Aundit of Internal Control Over Financial Reporting That Is Integrated

With an Audit of Financial STQtements .................c.cvcevuvinicieivinieiiiinicieisisscessisseessissesess s 72
Risk-Based Audit APPIOaCh .......ccuviiiiiiiiiiiiiiiiciciccc s 73
PCAOB AS 1215—Audit DOCUDIENIALION ............cccocueuiiiiiirinisivieisiririsisiiieeeeeeieiee et 74
AU-C Section 230—Audit DOCUIIENIALION .............cuevininiiiiiiiiiiiiisiici i 74

Internal Auditors’ Responsibilities for Prevention and Detection of Financial Statement Fraud.............. 75
StANAALA 12T0PrOfICIENCY ...t 76
Standard 1220—Dute Professional Care..............ciuciiiviiiiiiiiiiiiiiiiiiicisiinsisiessssssssssssssssssssss s 76
Standard 2060—Reporting to Senior Management and the Board ...................ccveieviviviiiiiininncininiiiicininnns 76
StANAALA 21T0—GOVEITANCE ...t 77
Standard 2120——RIs& Management...............cccvccuvenioeeunineneeisisisesissseissssesssssssessssssssesessssssssessssans 77
Standard 2130——Comtrol .........c.ccueuvuvuvivivinirisirisiiiitcteeeeee e 78
Standard 2210—E#gagement OUJEctives ............uviuiviiviiiiiiiiiiiiciiiiicisiiis s ssssans 78
The 11A’s IPPF—DPractice Guide: Internal Auditing and Frand.....................ccccovvccuvuvnivivvnicinnicinnicnnn. 78

REVIEW (QUESTIONS .uvuiieuiietiieietri ettt ettt ettt ettt s et b etk e et s et e b et st e st e s et e b et et e st b ese st ebe e et e st benetebentebentasas 81

V. ACCOUNTING BASICS

TOEEOAUCHION .ttt ettt 87

AcCcoUNtING A4S & LANGUAGE c...vvuveieiiiiiice ettt sasaes 87
The Development of the Language..........ccccceiiiiiiiiiiiii s 87
The Concept of Debits and Credits ... 38

ACCOUNING MENOMS ...t easaee 89

ACCOUNTING PLINCIPIES ..ottt eeasaes 90
DEfINIHON 1ottt 91
Underlying Principles of U.S. GAAP. ... 91

Financial Statements EXPlained .......c.ovieiriiiiiiniieiicciccecetece et 92
The Balance SNEet ..o 93
The INCOME StAtEMENT ....uvuviiiiiiiiitrct s 99
The Cash FIoW StatemMent........cociiiiiiiiiiiiiiiic s 104
The Statement of Retained Barnings .....c.ccocccevieieiniieiiiiiceicceceienseieeseeesesessisssesesssseseseseeseanes 109
Notes to the Financial Statements and Management’s DiSCUSSION .......covviuiiriiiieciniiiiciciicenens 111
VIAEO .o 112
Using Financial Statements to Get the Full Picture ... 112

REVIEW (QUESTIONS wvvuiieuiteiiietetrte sttt ettt ettt s te et ae st et et et e st st e st et e s et st ent et ene s esantesene s esetesenteseneesenesenenes 114

ii How to Detect and Prevent Financial Statement Fraud



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

VI. GENERAL TECHNIQUES FOR FINANCIAL STATEMENT ANALYSIS

Financial Statement ANALYSIS ....c.cciuiiriiiiriiiiiccccceeceeeeet st 117
Comparative TeChNIQUES .....c.ciuiiiiiiiiiiiiii e 119
Financial Relationships......cccciiiiiiiiiiiiiiii e 119
Unexpected RelationShiPs......cccciiiiiiiiiiiiiiiiiiisicccceee ettt 120

ANALYHCA] PLOCEAULES ...ttt 120
Percentage Analysis—Vertical and Hotlzontal.........cccvviiiiiiiiiininiiiiiicnccsceneeeeenceees 121
Financial Ratio ANALYSIS ...c.ccceueiiiiiiiiiiiiiin ettt ettt 123
Cash FIOW ANALYSIS ...cvuiuiiiiiiiiiiciini st 127
VEEO ot 131

DAtA ANALTEICS wevvviriririririeiiet ettt ettt b bbb bbbttt ettt 131
TEXTUAL ANALTTICS c.vvvvvretetetetiteteirt sttt bbbttt sttt sttt b bbb bebenenene 133
VISUAL ANALTHICS woviiiiiiiic s 133

REVIEW QQUESHIONS .ttt bbbttt 135

VII. SCHEMES AND SCENARIOS: AN INTRODUCTION

Financial Statement Fraud SChemes........ccviiiiiiiiiiiii s 137
VIAEO et b bbb 141

Methods Of DELECHON ...cucuviiiecicieic ettt n s 141

VIII. FICTITIOUS REVENUE

Fabricating REVENUE ....c.civiiiiiiiiiiiic s 147
Detecting Fabricated REVENUES.......ccccuiiviiiiiiiiiiiciriiccr et seeseaes 148

Improper Recording of Sales Returns, Allowances, and DIiSCOUNES ......c.ovviueuririiierriniicieiriiceeiecienenes 153
Sales Returns and ALOWANCES .......ccviiiiiiiiiiiiiiiicc s 153
SalES DISCOUNLS ..uviiiiiiiicc bbb 154
Detecting Improper Recording of Sales Returns and Allowances and Discounts.........cceveeuruvennee. 154

Improper Recording of Sales With CONAILIONS ....c.cvvieerevriieieiriieieiriiceeee e seaes 155
ConditioNal SALES .......ccuiviiiiiiiiii s 155
CoNSIZNMENT SALES ....ouiuiiiiiiiii bbb 156
Detecting Sales with CONAItIONS .....cucueueiiieeieiriiecieiriieetrce ettt sseaees 156

REVIEW (QUESTIONS .ttt b et te ettt b et et et e st et e b et st en e et ese e ese e ebentesesesebentebentebenesenenes 158

IX. TIMING DIFFERENCES

Revenue Recognition SChEMES ..o 162
Recording Revenue When Goods or Services Are Still DUe......ccvviieeiviniiciiiccrccceeeeens 163
Shipping Merchandise Before the Sale Is Finalized ... 164
Holding the BOOKS OPeni.....ccoiiiiiiiiiiiiiiiiiiiiciii s 164
LoNg-Term CONTIACES ...cciiieiiiiiiiiciicieie ittt 164
Multiple DElVELabIes.....viucuiiiiieiriiicieirieeercces ettt ettt eaeaee 165
Channel STUFFING. ... 166
Detecting Premature Revenue RecOgNItioN ......cvuiiviiiiiiiiiiiiccccc e 166

Recording Expenses in the Wrong Period........cciiiccsens 168
Delayed EXpense RECOZNIION ....vvuieeieiriieeieiiicieiiicieieicieiete ettt se e sessenees 168
Premature Expense RECOZNIHON ...t 173
VAAEO ottt R 174

REVIEW (QUESTIONS wuvuiieuiieiiiete ettt ettt et te e ae et e st st e b et et et s e st e e s et et ent et en et esantebanteseneasesantesentesenesesenes 175

How to Detect and Prevent Financial Statement Fraud iii



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

X. CONCEALED LIABILITIES AND EXPENSES

VEEO ot 177
Failure to Record Liabilities Of EXPENSES.....ccviuiiiiiiiiiiciiiiieiricieticiesecesesscese s 177
Omitting Liabilities Of EXPENSES ....cuviiiiiiiiiiiiiiiiiiiiiiicciiceticeeees s 178
Reporting Revenue Rather Than a Liability When Cash Is Received.......ccooovviiiivniiiiiiiiinen, 180
Omission of Contingent Liabilities for Warranties, Products, or Environmental Impacts.................... 181
Failure to Record CONtNZENCIES. ....c.iviiuiiiiiiiiiiiieieiieticiciet et sassese e 181
Omission Of Warranty LIaDIITIES c.c.e.eueueuririririririririii ettt ettt eseaenes 182
Omission of Product LIabilItIEs ........cceviriiiiiirininiiiiiiccccecceieeeeeet e 183
Omission of Environmental LIabilIties........ccvuviriiiiiiiiiiiicccicciccieiiieeseeeeeneenes 183
Using Off-Balance Sheet Entities to Conceal Expenses and Liabilities .........ccoouieviniicinininicinnicicnnenes 185
Detecting Improper Off-Balance Sheet Accounting Arrangements ..........ceeueeeeeeeurericeerersiseerenseenes 187
REVIEW QQUESHIONS .ttt bbbt 188

XI. IMPROPER DISCLOSURES

Sarbanes-Oxley Required DISCIOSULES .....c.oviiuiiiiiiieiiiiiiiiceteceeeee s 191
Pro Forma Financial INfOrmation ......c.cccceeiiiiiininininiiiccccceeieereneietesesesssesessssss s sssssesesenes 192
Disclosures in Peflodic REPOILS.......cciiiiiiiiiiiiiiiiiiiis s 192
Transactions Involving Management and Principal Stockholders.........ccovveeiviiciniinicinnicenaen 192
Management Assessment of Internal CONtrols .......occuiiiciiiniieinniceceeeeeee s 192
Codes of Ethics for Senior Financial OffiCers.......oiiiiiiiiiiiiiicnnes 192
Audit Committee Financial EXPErt ..o 193
Real-Time DISCIOSULES.....coiiiiiiiiiiiciiiicii s 193
Detecting Improper Sarbanes-Oxley DISCIOSULES .......ccuvviiiiiiiiiiiiriieiicceeee s 193

Accounting Methods and Changes ... 193
Pensions, Compensation, and Other Benefits Disclosures .........cccoviiiviniiiiiniiiiiccnens 194
Backdating StOCk OPHiONS .....ccucuviieiieiriieieirciceteieee ettt saeens 194
Detecting Improper Disclosure of Accounting Methods and Changes ........c.cccccceveveieieennicrenneeaee 196

Liability-Related DISCIOSULES ....c.cuiuiuiiiiiiiiiiiieieieieiitiieinis ettt 197
Loan Covenant and Default OmiSSIONs ..o 197
Contingency and CommitmMent OMISSION .....c.c.vieieerruriiierririieereisieeseesiesesesstseesessseesessssesesessssssesessnaes 198

SIGNIFICANT EEVENLS 1ot 198
Detecting Undisclosed Significant EVENLS ..o 199

Prior Management Fraud ... 199
Detecting Undisclosed Prior Management Fraud.........cccocoeeiviiiinniicinniicccnceeeeeeeceeens 200

Related-Party TIaANSACOMNS ...cvviueieeiecieieiiiietee ettt sttt sennaes 200
Detecting Undisclosed Related-Party Transactions .........cccccuviieieiniiiiininiiiniisenessesesesssnens 201
VIO it 201

REVIEW (QUESTIONS wvuiieuiieiiiete sttt ettt ettt ettt et st b et et e et e st e b et et en et es et ebe b ebent et e st tebentebentebanesesenes 202

VIAEO .o 205
INVENLOLY VAIUALION ..ottt 205
Improper Estimates for Obsolete or SIow-Moving GOOdS.......ccccuveerrinieecrnniierieereeeeeeneeeens 206
Fictitious Inventory and the Manipulation of Count Sheets .........cccvviiiiiiiiiiiiiciiiceeiceenes 207
Failure to Record the Purchase of INVENtOrY ...ttt 209
Improper Inventory CapitaliZation.........ccceiiiiiiiiniiiniiii s 210
ACCOUNES RECEIVADIE. ...ttt 211

iv How to Detect and Prevent Financial Statement Fraud



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

XII. IMPROPER ASSET VALUATION (CONT.)

Fictitious Accounts ReCEIVADIE .......c.ccuiiiiiiiiiiiiiiiiiiccccccce e 211
Failure to Write Down Accounts Receivable for Bad Debts .......cccvviiiiiicinniiiiniiciniccaes 213
Fixed and INtangible ASSELS.......couiiiiiiiiiririiiiiiicice et 216
Booking Fictitious Long-Term ASSELS......ccccuiimiuiiiiiiiiiiscse s 217
Misrepresenting ASSEt VAIUE ......ccviiuiiiiiiiiiiiiicic s 217
Improper CapitaliZAtion ... 219
MiSClaSSIfICATION OF ASSEES ...uvuiuiuiiieiiiiiiiiieieieiie ettt sscans 219
Business COMDBINATIONS .....cviuiuiiiiiiiiiciiieieieieieieieteteii sttt 220
Improper Valuation of GOOdWill...........cccciiiiiiiiiiiiiiii s 220
Inflating Value of Assets to Provide Cheap Capital for TakeovVers........ccovveuviviiciiiniicicivnicieiniaen 221
Assets Related to Pensions and Other Post-Retirement Benefits .........cccvevciiviiciiinniininniciniiccans 222
Detecting Improper Accounting for Pensions and Post-Retirement Benefits.........cccocovvininnnne. 224
REVIEW QQUESHIONS .ttt bbbttt 225

XIII. THE CRAZY EDDIE FRAUD

VIAEO ettt n s 229
Under-Reporting Income—SKIMMING .....cccvuiiiiiiiiiiiiiiiiiciiciscscssessssssesssssssesssssssesesnans 229
VIAEO ..ttt 235
FICHHOUS REVENUES ..ottt 235
The Panama PUmP ... s 236
The Zazy Check SChemE........civiiiiiiiiii s 236
The Falsification of Warranty CIaims ........cccceiiiiriiiiics s 238
VIAEO ..ttt 238
Concealed Liabilities Fraud ......cccoviviiiiiiniiiiiiiciciceieccieise et 238
The Use of Fraudulent Post-Dated Invoices to Understate Accounts Payable .........cccccevviiiiininee. 238
The Phony Debit MemMO SChEME .....cciuiiiiiiriiicieiriceiccies et sseaes 239
The “Reeps” Returnt SChemE......cucuiiiiiiiiiiiiiiiic s 241
VIO ettt 241
Inventory Fraud SChEmES ...ttt 241
Fraudulent Inventory Inflation SChemes........c.covviieiriniieininiiciicccce e 241
Notes to the Financial StatemMEnts........cccciiiiiiiiiiiiiiiniiniiiic e 242
The Fraudulent Inflation of Inventory with Borrowed Merchandise.........cccoviiiviviniiiinicinininnee. 243
VIO ettt 243
Disclosure of False and Fraudulent Financial Information to the Public........cccccccvvicnnnicinnicicnnnes 243
Concealment of the Fraudulent SChemes.......ccoiiiiiiiiiiiiicccee e 243
Comparative TEChNIQUES ....ciuiiiiiiiiiii s 244
Analytical TeChNIQUES. ..o 244
HOLIZONTAl ANALYSIS....viiieiiiiiiieiiicie ettt sasaes 245
Vertical ANALYSIS ...c.cuiuiiiiiiiiiiiiiiii bbb 247
KEey RAtIO ANALYSIS c.eviiiiiiiieieieicieiieicteiee bbb bbbttt ettt 249
SEllING OFf SEOCK ....vviiiiiiiiiiiiiicii bbb 250
REA FLAGS ..ttt ettt 251
The End Of the STOLY.. ittt 252

How to Detect and Prevent Financial Statement Fraud v



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

XIV. THE SICK CASE OF HEALTHSOUTH’S ACCOUNTING FRAUDS

The Rise and Fall ..ot 255
Co0king the BOOKS ......ciuiiiiiiciiiiiiiic e 255
VIAEO ..ttt 256
Fictitious Revenues and Overvalued ASSES ... eseenes 256
VIAEO ettt ettt aeaee 257
Notes to the Financial StatemMents........ccciiiiiiiiiiiiiiiiiii e 258
Fooling the EXPErts .....cociiiiiiiiiiiii bbb 259
Waving the Red Flag ..o 260
ANALYHCA] TECHNIGUES.....vciiiiiiiiiiiic e sns 261
HOLIZONTAL ANALYSIS. c.uiuiiiiiiiiiriieieieieieieinieietese et eb bbbttt ettt sttt aeaes 261
VELTICAL ANALYSIS ...vuurireieieieteiiteirisetse ettt bbbttt sttt ettt b b bbb bebenne 263
RAIO ANALYSIS .t 265
Financial Statement ANALYSIS .....c.cccuiiiiiiiiriniiiiccceeee ettt 265
WALNING SIGNIS 1.ttt bt bbb 266
The End Of the STOLY. it 266
XV. CONCLUSTON .....otiiiiriieieiritieteteiteeetsitiese sttt aese e ssssese e tssaesesststsesessssssesessssssesessssescsesennes 266

XVI. PRACTICAL PROBLEMS

PractiCal PLODBIEM T..oviviieeeeiiiceeeeeeeeeeeeeete ettt ettt et ettt ae et ete et eeteeseeasenseeseessenseseeseessensesesseensensenseas 271
PractiCal PLODBIEIM 2ottt ettt eve ettt seeteess et eeteeseensenseeseessensenseeseessenseseessensensenseas 274
PractiCal PLODIEM 3. .ottt ettt et ettt ettt et st eas et e e s et essetsesesensessetsesensensessereesensenserseresensens 276
PractiCal PLODIEI ...ttt ettt et ettt et et et st ets et e ese s e st etsesesensessetsesensensessesassensenserseresensens 281
PractiCal PrODBIEM B...vieieeeeeeeeceeeeeeeeeee ettt ettt et ettt e teeseeseeseeseessenseseeseessenseseeseensensenseas 285
PractiCal PLODBIEIM ...ttt ettt ettt ae et et et eeseeseessenseeseessensenseeseessenseseessensensenseas 287
PractiCal PLODIEI 7ottt ettt ettt ettt ettt ets et e e s et esseteesessensess et aesensenseteesessensesserseresensens 289
PractiCal PLODIEM 8....oeveviiviieieeeetecteeeeeeteeteetet ettt ettt ettt ettt et ete e v e s e st eteesesensessersesensensetsesessensesserseresensens 291
PractiCal PLODBIEM O.uuveiiiiiiiicieececeeeteestet ettt ettt ettt ettt eat et ettt eteebe et e b essete et et esbe st ebeebebesseteereebenbensens 294
PractiCal PLODBIEm 1O ..cuiiiiiiiiieiciieieieieteeseste ettt ettt e bt e st ebe st et e b eseebeebe b esseseetasbesbessebeesessesseseeseesansensans 297
PractiCal PLODBIEM 11 ..ottt ettt ettt ettt et ete et s st eveesessensess et s esessensetsesessensensersesesensens 302
PractiCal PLODBIEM 12.....oouiiviieiieeictietieeeeeeeteeteete ettt ettt et eve ettt eteete e s e s esseteesesensesseteesensensetsesessensesserseresensens 303
PractiCal PrODBIEm 13 ..ottt ettt ettt ettt ettt et sbete e b e e be b essere et e besbessebeebesesseseereesansensens 304
PractiCal PrODBIEm T4 ....cuviiiiiieiciieieeteteesect ettt ettt ettt sttt et ebe et et e b essebe et e b essebe et asbesbessebeebasassesseseesansensens 306
PractiCal PLODBIEM 15, ..ottt ettt ettt et ettt et ete et e s esseveesessensessersesensenseteesessensesserseresensens 308
PractiCal PLODIEM 10...ueiuiiviciiieeiieicteceeeeeeteeteetee ettt ettt ettt ettt ete et e ese st esseveesessensessetsesessensetsesessensessersesesensens 309
PractiCal PLODBIEM 17 ..cuviiiiiiiieeiceeeteteteteeeste ettt et ettt et st et st e st et ereebeebe b essete et esbesbessebesbassasseseereesansensans 310
XVII. APPENDIX A: CRAZY EDDIE INC. ........ccoooitiiieeieteceteeteeees et ererseresssvesens 311
XVIII. APPENDIX B: VIDEO TRANSCRIPTS ...ttt eves e eveveevesns 391

vi How to Detect and Prevent Financial Statement Fraud



HOW TO DETECT AND PREVENT FINANCIAL STATEMENT FRAUD

XIX. SOLUTIONS TO REVIEW QUESTIONS

II.  Financial Statement Fraud OVErVIEW .......coiovieviiiieerieiectecteeteete ettt eeveete e esesseereessesesseeseessesenseas 415
III.  Examining for Financial Statement Fraud ........cccccooiiiiiiiiiiiiiiicceceescceennes 420
IV. Fraud Prevention and Detection ResSponsibilities ........cccoueeuririiieiriniiciniiiciiicceiiceesiceiennes 423
V. Accounting BasiCs. ... 433
VI.  General Techniques for Financial Statement Analysis.......cccoovviiiiiiininiiiicccccnns 437
VIII. FICHEOUS REVENUE ..ecvviiiitictieiciecteceetetetet ettt ettt ettt et et teete et eabesbeetsessebesteessensensenseensensensas 442
IX.  TIMING DIffEIENCES vttt 447
X.  Concealed Liabilities and EXPenses ........cccoiiiiiiiiiiiiiiiiiics s 451
XTI, IMProper DISCIOSULES ....c.ccuiiiiiiiiiiiiiiiitcccceee ettt sns 455
XII. Improper AsSet VAIUAION ...c.ccuiuiiiiieiieiiieieiiieietiees st snans 459
XX. SOLUTIONS TO PRACTICAL PROBLEMS

PractiCal PLODBIEIM T..cviiieeeeeeeceeeeeeeee ettt ettt ettt ettt et ete et e teeseeasesesseessensensesseessensesaeseensensenseas 465
PractiCal PLODIEI 2.ttt ettt ettt et eve ettt et vt etseteese s essersesessensessetsesessensessesessensenserserssensens 467
PractiCal PLODIEIM 3. .ottt ettt et ettt et et e v s et ets et e ese s easetsesesensessetsesensensessesensenserserseransensens 470
PractiCal PLODBIEIM ...ttt ettt ettt eae et et veeteete et e teeseessenseeseessenseseeseessenseseeseessensenseas 474
PractiCal PrODBIEIM B...vieieeeeeeeceeeeeeee ettt ettt ettt ve ettt e b e teeseensenseeseessenseseeteessenseseeseensensenseas 478
PractiCal PLODIEIL Gu..eveevecvivieeeeectecteeteeteteeteete ettt eve ettt et ev vt etseteese s essetsesessensessetaesensensessesessensesserseresensens 481
PractiCal PLODBIEIM 7vuveeeviivieeeeeeeetecteete ettt et ettt et et et e s et etsete e s et essetsesesensessetsesensensessereasensensersesssensens 484
PractiCal PLODBIEM .....o.vooeeeeieieeeeeeeeeeeeeete ettt ettt ettt ve et et et e teeseenseseeseessenseseeseessenseseeseensensenseas 487
PractiCal PLODBIEIM 9.ttt ettt ettt et ettt e teeseens et eeseessenseseeseessenseseeseensensenseas 490
PractiCal PLODBIEM 10 .c.ciiiriiriieeieiietieeeeeteteeteete et ettt ettt ete ettt etseteese s essereesessensessessesessensessesensensessessesssensens 491
PractiCal PLODBIEM 11 ...cuoiuiiiiiiiceectiereeeeeeete ettt ettt ettt e v s et etseteese s st etsesesensessetsesensensessesaesensensesserasensens 494
PractiCal PrODBIEM 12, ..ottt ettt ettt ettt veete ettt e teeseeasenseeseessenseseeseessenseseeseensensenseas 496
PractiCal PrODBIEmM 13, .ottt ettt et ettt et aeeteete et e teeseessenseeseessenseseeseessenseseessensensenseas 497
PractiCal PLODIEM 14.....oouiiiieieeeeeeeeeeeeeeeeeteeteete ettt ettt et ettt ete et e e v e s st eteevessensesseraesensensessesessensenserseresensens 499
PractiCal PLODBIEM 15, ..ottt ettt ettt ettt et et v et st eteesesensessetsesensensetsesessensesserseresensens 501
PractiCal PLODBIEM T0...cuiiuiiiiiiiceiciicieieietetes ettt ettt ettt sttt et sttt ereebesbe b essete et esbessessebaesasesseseereesansensans 502
PractiCal PLODBIEM 17 ..ottt ettt ettt ettt eatebe st et et ereebeebe b essebe et esbessessebesbassessesseseesansensans 503
XXI. FINAL EXAMINATION ..ottt te st et eseete s e ssessesaesessessessesassessessessesessessessessssassensens E-1
XXTL. INDEX.......cooiitiiieieietiiteitetertetestest et eteetestesteseetessesessesessassassessssassessessessssessessessesassassessesessessensessesensasaneas 1-1

How to Detect and Prevent Financial Statement Fraud vii



	how to detect cover
	How to Detect and Prevent Financial Statement Fraud_2019_final_proc
	how to detect evaluation_for printed

