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INDEX

A
Accounting firms, forensic accounting 

investigators for, 273–174
Accounting irregularities, and 

financial fraud, 68–71
Accounting models, 231–233
Accounts receivable, 377
ACFE, see Association of Fraud 

Examiners
Admission-seeking interviews, 

350–351, 354–358
Advertising costs, and asset 

misstatements, 229
Affidavits, 460
AICPA, see American Institute of 

Certified Public Accountants
Aircraft records, 339
Airline tickets, document review for, 

310–311
Allegations:

of anonymous communications, 320, 
323–325

in fraud investigations, 288–289
initial, 320
prioritizing, 323–325

American Institute of Certified Public 
Accountants (AICPA):

and auditing standards, 76
Code of Professional Ethics, 95–96
consulting standards, 451–453
and fair presentation, 63–64
for investigative reports, 451–453
Professional Code of Ethics, 87, 

95–96
professional skepticism, 95–96

AML, see Anti-money laundering
Amortization, and asset misstatements, 

226–227
Analytic procedures:

Auditing Standards Board, 146
for audit process, 144–148
benefits of, 146
and company data interpretations, 

147–148
comparisons of, 146
for financial statements, 366–370
for fraud detection, 144–148
key concepts of, 145
purposes of, 144
SAS 56, 145

Analytic techniques:
for fraud detection, 148–150
horizontal analysis, 148, 369
margin analysis, 376–377
ratio analysis, 149–150, 369
reasonableness testing, 369–370
total balance comparison, 149
vertical analysis, 148–149, 368–369

Anonymity, of companies in money 
laundering, 520–521

Anonymous communications, 
313–330

and allegations, 320, 323–325
characteristics of, 314–315
disclosure of, 322–323
federal statutes related to, 315–318
as follow-up tips, 329
and immediate remedial action, 

320–321
and investigative strategy, 321–322
receipt of, 318–319
and source identification, 325–331
and whistle-blower protections, 

315–318
Anti-bribery provisions, 502
Anti-money laundering (AML), 513

corporate governance and culture, 
520

decision making process, 519
defined, 510
five-point program for 

AML-regulated business, 514–516
and forensic accounting 

investigation, 518–520
and fraud investigation, 523–524
and regulators, 518
reporting process, 519–520
review of transactions and records, 

519
Antitrust laws, 532–533
Appropriate response, deterrent effect 

of, 440
Assets:

fixed, 226
misappropriation of, 133. See also 

Employee fraud
Asset misstatements, 219–229

and advertising costs, 229
depreciation/amortization, 226–227
fictitious fixed assets, 226
hanging the debit, 227
and interest costs, 228–229
inventory schemes, 219–223
and inventory schemes, 219–223
investment schemes, 224–226
and investment schemes, 224–226
and R&D costs, 228
and software development costs, 

227–228
and start-up costs, 228
unrealized declines in fair market 

value, 226
Asset turnover ratio, 374
Association of Fraud Examiners 

(ACFE), 53
and investigating fraudsters, 53
Reporting Standards, 453–454

Attest services, financial accounting 
vs., 92–93

Attorneys, see Legal counsel

Audit(s). See also specific types, e.g.: 
Internal audits

predictability of, 154–155, 247–248
sampling in, 114
scope of, 115
staffing and executing, 114
unpredictability in, 154–155

Audit committees, 113
Audited financial statements, 76–77
Auditing:

growth of, in 19th century, 8–9
in history, 7–8
and money laundering, 522–523
role in Fraud Deterrence Cycle, 20
standards, 76

Auditing firms, and forensic 
accounting investigators, 273–174

Auditing standards, and risk based 
approach to fraud, 42–44

Auditing Standards Board, analytic 
procedures of, 146

Auditor(s). See also specific types, 
e.g.: Internal auditor(s)

analogy to patrolmen, 22–25
attributes of effective, 40–41
and audit committees, 113
authenticators vs., 244–245
boundaries of, 112
and client fraud, 78–79
company operations, 112
and CRSC, 12–13
enforcement actions against 

independent, 84–85
and fair presentation, 63–64
forensic accounting investigators 

vs., 244
and fraud detection, 75–86
fraud exposure, 245–246
fraud on, 70–71
fundamental responsibility of, 35
guarantors vs., 246–247
independence of, 88
integrity and objectivity, 93–95
liability of, 79–80, 82–85
management, questions for, 140–141
objectivity of, 41
oral presentations, 117
professional skepticism, 95–96, 116, 

130–131
and professional skepticism, 40
reasonable assurance, 35
recklessness of, 79
responsibilities of, 75–86
roles of, 28–29
sales questions, 198–199
shipping questions, 198
sources of information, 143–144
warehouse questions, 198–199

Audit trails (traffic data), 390
Authenticators, auditors vs., 244–245
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Automobiles records, 339
AutoTrack, 340–341
Available data, data mining of, 

393–394
Average-number-of-days-in-inventory 

ratio, 372–373

B
Background investigations, 331–347

international, 346
Internet sources, 342–346
using commercial media databases, 

332–339
Bank frauds, 69–70
Bankruptcy, public records for, 334
Benchmark information, 342
Beneish research, 378–383
Bibliographies, public records of, 339
Bill-and-hold transactions, 196–198
Billy v. Arthur Young and Co., 80–81
Board of directors, 267
Business combinations, 532–533
Business interruption, 530
Business valuation, 532
Business world, complexity and 

change in, 25–28

C
Calculating criminals, 48–49
Capitalization, inventory, 223
Capital markets, 59–60
Capital market fraud, 60–61
Cardozo, Benjamin, 75
Chain of custody, 427–430
Channel stuffing, 195–196
Chat rooms, 343
Checks, document review for, 

308–309
Check disbursement files, 405–409
Check tampering, 239–240
ChoicePoint, 340
Civil court records, 338
Civil fraud claims, 458–460
Civil judgments, 338
Civil lawsuits, 447–448
Civil litigation, 485
Class-action complaint, 65
Client fraud, and auditor liability, 

78–79
Collection ratio, 373
Combinations, business, 532–533
Commercial media databases:

AutoTrack, 340–341
ChoicePoint, 340
CourtExpress, 341
CourtLink, 341
DataStar, 333
Dialog, 332
Dow Jones, 333
fee-based, 339–342
and industry benchmark 

information, 342
LexisNexis, 332, 340
PACER, 341

for public records, 333–339. See 
also Public records

Superior Information Services, 342
Committee of Sponsoring 

Organizations (COSO), 161–162
Common size analysis, 148–149
Companies:

budgets of, 147
culture of, see Corporate culture
impact of money laundering on, 

512–513
operations of, 112
policies of, and global 

investigations, 504
Company credit reports, 336
Company data, analyzing:

analytic procedures, 147–148
auditor-determined expected results 

vs., 147–148
company budgets/forecasts vs., 147
comparable company data vs., 147
current vs. from prior periods, 147
financial vs. operational, 148
industry data vs., 147

Company forecasts, company data vs., 
147

Company information reports, 336
Complex fraud, 168–169
Computer-aided forensic accounting, 

see Data mining
Comquest (document review case 

study), 306–308
Concealment, and rights of return, 

193–194
Confidentiality, 477
Conflicts check, 471
Consignments, and channel stuffing, 

217–218
Construction contracts, improper 

accounting for, 202–203
Construction industry, 526–527
Controls:

evaluation of, 152–153
internal control framework, 161–162
in investigative reports, 467

Cookie jar reserves, 233–234
Corporate culture, 30–32, 520
Corporate entities:

anonymity of, 520–521
and money laundering, 520–521

Corporate environment:
affecting internal audits, 541–542
affecting judgment calls, 542
and individual corporate clients, 

542–543
legal requirements of, 545–546
and nonfinancial operating data, 

543–544
and responsibility for disclosure, 

544–545
stock exchange requirements of, 

545–546
and validation of NFOD, 

544–545

Corporate fraud, and internal audits, 
168–169

Corporate governance, and Fraud 
Deterrence Cycle, 15–18

Corporate home pages, 343
Corporate Reporting Supply Chain 

(CRSC), 12–13
Corruption, and fraud detection, 

158–159
COSO, see Committee of Sponsoring 

Organizations
CourtExpress, 341
CourtLink, 341
CPA Services (document review case 

study), 308
Credit header files, 333
Credit reports, 336, 343–344
Crime, and rationalization, 55
Criminals:

calculating, 48–49
power brokers, 50
situation-dependent, 49–50

Criminal history records, 337–338
Criminal prosecutions, supporting, 

439–448
civil lawsuits, 447–448
deterrent effect of appropriate 

response, 440
expense of, 442
and forensic accounting 

investigators, 446
plea agreements, 447
possible outcomes of, 442
and prosecutors, 444–445
public attention of, 442–443
and referrals, 443–447
and reputational benefits, 446–447
U.S. sentencing commission 

guidelines, 440–442
CRSC, see Corporate Reporting 

Supply Chain
Culture, see Corporate culture
Current ratio, 372
Customs officials, 516
Cybercrime, 533

D
Data. See also Company data, 

analyzing
analysis of, 404–405
cleaning for data mining, 398–399
quality of, 394
relevant, 389–392
requesting, 394–397
sorting, 415–417
testing, 400–402

Data mining, 385–422
and access to relevant data, 390–392
audit trails (traffic data), 390
and availability of relevant data, 

389–390, 393–394
benefits of, 386–387, 390
and check disbursement files, 

405–409
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cleaning data, 398–399
and computers, 390
considerations for, 387–388
data quality, 394
data requests, 394–397
and duplicate information, 399–400
as forensic technology, 388
of general ledger, 411–412
of inactive files, 414–417
in payments history, 410–411
results, 404–405, 419–420
sorting data for, 415–417
testing data in, 400–402
time required, 394–397
tools for, 418–419
using keyword searches, 412–414
in vendor master file, 410–411

Data-mining analysis, 370
DataStar, 333
Debit, hanging the, 227
Debt-to-equity ratio, 373
Defalcation, 207
Demonstration goods, 217–218
Depositions, 462–466
Depreciation, 226–227
Deterrent effect, 440
Dialog (database), 332
Disbursement schemes, 236
Disclosure(s):

of anonymous communications, 
322–323

improper/inadequate, 234–235
Divorce court records, 338
Document(s):

considerations regarding, 435–437
fake or altered, 156–157
retention considerations, 425
working papers, as evidence, 

431–432
Documentation (for litigation), 

483–484
Document review:

for airline tickets, 310–311
for checks, 308–309
Comquest, case study, 306–308
CPA Services, case study, 308
and investigative techniques, 

306–311
Driving history, 336

E
Early delivery of product, 

198–199
Earnings management, 378–383
Education records, 336
Employee fraud, 5, 6
Engagement risk, 42–43
Environmental issues, 527
Environmental regulation reports, 

338–339
Equity investments, risk as factor in, 

62
Ernst & Ernst v. Hochfelder, 79
Error(s):

and forensic accounting 
investigators, 112

fraud vs., 35–36
ET Rule 101, 92–94
Evidence, 423–438

allegation investigations, 435
chain of custody, 427–430
created by forensic accounting 

investigator, 431–433
employee misappropriation 

investigations, 434
FCPA violations investigations, 

434
financial statement error 

investigations, 435
gathering, 424–430
planning considerations, 425–427
possession rights, 430–431
related-party activity investigations, 

434
reports of, 432–433
retention, 424–425
risk factors vs., 127
vendor investigations, 433–434
working papers as, 431–432

Evidential risk factors, 155
Exclusive frauds, 65–67
Executive summary, 458
Expectations gap, 76, 77
Expense reimbursement schemes, 

240–242
Expenses, understatement of, see 

Understatement of liabilities and 
expenses

External audit firms, use of, 486–488
External auditor(s):

company relationship, 264
cooperation with forensic 

accounting investigators, 264–266
current environment, 265–266
internal auditors vs., 162
and money laundering, 523
objectives of, 268

External forensic accounting 
investigators, 273

F
Fair market value, unrealized declines 

in, 226
Fair presentation, 63–64
FATF (Financial Action Task Force), 

510
FCPA, see Foreign Corrupt Practices 

Act
Fictitious fixed assets, 226
Fictitious investments, 224
Fictitious receivables, 210
Fictitious sales, 209–210
Financial accounting, attest services 

vs., 92–93
Financial Action Task Force (FATF), 

510
Financial audit(s):

exceptions/considerations, 305–306

forensic investigations vs., 109–117
objective of, 111

Financial auditors, 114
Financial company data, operational 

company data vs., 148
Financial fraud, 62

accounting irregularities as element 
of, 68–71

bank frauds, 69–70
and forensic accounting 

investigators, 110
fraud on auditors, 70–71
Ponzi schemes, 69
and reserves, 67–68
signs of, 68–69

Financial information, 61–64
Financial ratios, 371–375
Financial reports:

quarterly, 110
and SEC requirement of, 110

Financial reporting, fraudulent, 
157–158

Financial scandals, recent, 10–12
Financial staff:

and fraud risk factors, 131
questions for, 131

Financial statements:
audited, 76–77
error investigations, 435
fraud in, 64–68
impact of money laundering on, 517
regulatory requirement of, 76

Financial statement analysis, 365–383
analytic procedures for, 366–370
and Beneish research, 378–383
common pitfalls of, 377–378
and data-mining analysis, 370
and disparity of net income to cash 

balances, 377
and earnings management, 378–383
and financial ratios, 371–375
and fraud risk measures, 371–375
horizontal analysis, 369
and increases in accounts receivable, 

377
and interim results, 377
and margin analysis, 376–377
ratio analysis, 369
reasonableness testing, 369–370
and seasonality, 377
and time series analysis, 375–376
and trend analysis, 375–376
vertical analysis, 368–369

Financial statement auditors, and 
money laundering, 523

Financial statement estimates, 
32–33

Financial statement fraud, 5–6
and accounting models, 231–233
asset misstatements, 219–229
and check tampering, 239–240
and cookie jar reserves, 233–234
detection techniques, 157
and disbursement schemes, 236
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Financial statement fraud (cont.)
and expense reimbursement 

schemes, 240–242
and improper/inadequate 

disclosures, 234–235
and invoice schemes, 236–239
and materiality, 235–236
off-balance-sheet transactions, 

230–231
overstated revenue, 183, 185
and payroll schemes, 242
revenue recognition, 185
understatement of liabilities and 

expenses, 229–230
Five-point program for AML regulated 

business, 514–516
activity monitoring and reporting, 

514–515
minimum standards of customer due 

diligence, 514
record keeping, 515–516
training, 515
written compliance program, 514

Fixed assets, fictitious, 226
Follow-up tips, 329
"Football," 162–163
Foreign Corrupt Practices Act 

(FCPA), 501–503
anti-bribery provisions of, 502
internal-accounting-control 

provisions of, 502
record-keeping provisions of, 

502–503
violations investigations, 434

Forensic accountants, in priveleged 
environment, 114

Forensic accounting:
and antitrust laws, 532–533
and business combinations, 532–533
and business interruption, 530
and business valuation, 532
for construction industry, 526–527
for cybercrime, 533
and environmental issues, 527
and government contracting, 

529–530
for insurance policies, 530
and intellectual property, 527–528
for marital dissolution, 530–531
Sarbanes-Oxley Act of 2002, 110
and shareholder litigation, 531–532

Forensic accounting investigation:
and AML, 518–520
as an evolving discipline, 536–537
corporate environment changes 

affecting, 540–546
education and training for, 538
future of, 546
new tools for, 538
regulation and enforcement for, 

539–540
Forensic accounting investigator(s):

for accounting and auditing firms, 
273–174

and ACFE guidelines, 53

10A investigation, 255–256
analogy to detectives, 22–25
and audit committees, 113
auditors vs., 244
boundaries of, 112
calling in of, 243–257
company operations, 112
company relationship, 264
cooperation with external auditors, 

264–266
cooperation with internal auditors, 

261–264
and errors, 112
evidence created by, 431–433
external, 273
external audit firm, use of, 486–488
financial fraud, 110
for internal audits, 272
and law enforcement, 489–490
and legal counsel, 166–167, 

475–477
legal counsel, disagreements with, 

490–491
liability protection, 115
objectives of, 266–267
oral presentations, 117
recruiting, for investigations, 

272–275
serving individual corporate clients, 

542–543
skepticism, 116
supporting criminal prosecutions, 

446
Forensic investigations:

computer-aided investigation 
techniques, see Data mining

defining objectives of, 269–270
directing party of, 270
financial audits vs., 109–117
sampling in, 114
staffing and executing, 114

Forensic technologists, 402–404
communication skills of, 403–404
technical skills of, 403

Forensic technology, and data mining, 
388

Fraud(s), 1–20. See also specific types 
of fraud, e.g.: Employee fraud

assessing risk of, 125
auditing standards and risk based 

approach to, 42–44
auditors and exposure of, 245–246
bank, 69–70
capital market, 60–61
elements of, 2–3
employee, 5, 6
error vs., 35–36
exclusive, 65–67
in financial statements, 5–6, 64–68
historical perspective, 4–5
inclusive, 65–66
indications of, 371–375
internal, 71
management, 75
and money laundering, 510–512

negligence vs., 2–3
prevalence of, 3
regulatory reaction to, 45–46
root causes of, 6–7
trigger points of, 248–255

Fraud detection, 121–124
analytic procedures, 144–148
analytic techniques, 148–150
by auditors, 75–86
control evaluation, 152–153
corruption, 158–159
fake/altered documents, 156–157
financial statement techniques, 157
foundation for, 124–126
and fraud triangle, 132–136
and information technology, 126
key procedures, 122
professional skepticism, 127–132
red flags for, 127–129
and reporting relationships, 178–180
revenue recognition, 157–158
for revenue recognition, 188–201
risk factors, 137–144, 155–156
unpredictable audits, 154–155

Fraud Deterrence Cycle, 14–20
auditing, 20
corporate governance, 15–18
investigation, 16–17, 20
remediation, 16–17
retrospective examination, 16
transaction-level controls, 16, 18–20

Fraud investigation(s), 277–294
and allegations, 288–289
of AML, 523–524
assumptions in, 281–285
case study, 289–294
confronting suspects in, 277–281
detail importance, 286–287
dismissing targets in, 281
materiality, 287–288
missteps in, 277–294
professional skepticism in, 293
and trust but verify, 293

Fraud management, financial benefits 
of, 46

Fraud on auditors, 70–71
Fraud risk, measures of, 371–375
Fraud risk factors, see Risk factors, 

fraud
Fraudster(s), 47–58

as calculating criminals, 48–49
and intent to harm, 51–55
mind of, 55–57
as power brokers, 50
rationalization of, 51–52, 54–55
as situation-dependent criminals, 

49–50
steps when investigating, 53

Fraud triangle, 132–136
incentive and pressure, 132–133
opportunity, 134
rationalization and attitude, 

135–136
Fraudulent financial reporting, 134, 

157–158
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G
GAAP, see Generally accepted 

accounting principles
General ledger, data mining of, 

411–412
Generally accepted accounting 

principles (GAAP), 34, 63–64
Global investigations, 493–508

accounting issues, 503–504
anti-bribery provisions for, 502
and company network, 504–505
and company policies, 504
coordinating, 496–497
and corporate personnel, 504
and Foreign Corrupt Practices Act, 

501–503
internal-accounting-control 

provisions for, 502
and local licenses, 505
logistics of, 497
personal considerations for 

conducting, 507–508
planning, 503
record-keeping provisions for, 

502–503
and schemes, 505–507
situations encountered in, 505–507
starting, 495–496
work plan for, 497–501

Government agencies, 345–346
Government contracting, 529–530
Guarantors, auditors vs., 246–247

H
H. Rosenblum Inc. v. Adler, 80–81
Hanging the debit, 227
Header files, credit, 333
Holding open the books, improperly, 

216–217
Home pages, corporate, 343
Horizontal analysis, 148, 369

I
Improperly holding open the books, 

216–217
Inclusive frauds, 65–66
Incorporation records, 333–334
Independence rules, 87
Independence standards, for nonattest 

services, 94–95
Industry data, company data vs., 147
Inflation:

of inventory quantity, 220–222
of inventory value, 222–223
of receivables value, 211–212

Informal reports, 461–462
Information reports, company, 336
Information-seeking interviews, 

353–354
Information technology, 126
Insurance fraud, 304–305
Insurance policies, 530
Intellectual property, 527–528
Interest costs, and asset misstatements, 

228–229

Internal-accounting-control 
provisions, 502

Internal audit(s), 161–181
in changing corporate environment, 

541–542
and complex fraud, 168–169
and corporate fraud, 168–169
fraud case studies, 170–178
position and function of, 261–262
resource models for, 262–263
scope of services, 164–165

Internal Audit Migration Model, see 
“Football”

Internal auditor(s):
cooperation of, with forensic 

accounting investigators, 261–264
cooperative relationships, 167–168
external auditors vs., 162
"football" (chart), 162–163
and money laundering, 523
objectives of, 268
professional profile of, 180
role of, 162

Internal control framework, 161–162
Internal fraud, 71
Internet sources and resources:

chat rooms, 343
corporate home pages, 343
credit reports, 343–344
of government agencies, 345–346
medical records, 344–345
message boards, 343
private records, 343

Interruption, business, 530
Interview(s), 349–364

and admissions, 350–351
admission-seeking, 354–358
defined, 349
documenting, 364, 473–474
information-seeking, 353–354
planning for, 351–353
process, 358–364
subterfuge, use in, 364

Interviewing:
by forensic accounting investigators, 

485–486
and limitations of legal counsel, 

485–486
Interview memorandums, 473–474
Inventory capitalization, 223
Inventory quantity inflation, 220–222
Inventory schemes:

and asset misstatements, 219–223
inventory capitalization, 223
inventory quantity inflation, 

220–222
inventory value inflation, 222–223

Inventory turnover ratio, 372
Inventory value inflation, 222–223
Investigation(s). See also specific 

types, e.g.: Forensic investigations
of allegations, 435
data analysis in, 404–405
employee misappropriation, 434
FCPA violations, 434

financial statement error, 435
related-party activity, 434
role in Fraud Deterrence Cycle, 

16–17, 20
of vendors, 433–434
written reports for, 455

Investigative reports, 449–474
ACFE Reporting Standards for, 

453–454
and affidavits, 460
AICPA consulting standards for, 

451–453
control issues in, 467
and depositions, 462–466
executive summary, 458
of expert witness opining for 

plaintiff on a civil fraud claim, 
458–460

informal reports, 461–462
interview memorandums, 473–474
language of, 467–468
mistakes in, 466–469
opinions in, 467
oral reports, 450
overstatement in, 467
preparation of, 450–451
and relationship review, 471
subjectivity in, 468–469
summarizing findings in, 

457–458
testimony binder, 473
working papers, 469–472
writing, 455–457
written investigative reports, 455
written reports, 450

Investigative team(s):
coordination of, 303
legal counsel as part of, 477–483

Investigative techniques, 295–311
administrative concerns of, 

296–297
areas of inquiry, 299–304
communicative, 296
and coordination, 303
and document review, 306–311
information gathering/securing, 

300–303
for insurance, 304–305
learning about, 299–300
and predication, 297–299
timing, 295

Investments:
fictitious, 224
misclassification of, 225–226
value manipulation of, 224–225

Investment model, securities, 61–62
Investment schemes:

and asset misstatements, 224–226
fictitious investment, 224
misclassification of investments, 

225–226
value manipulation of investments, 

224–225
Invoice schemes, 236–239
IRS, public records of, 334
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K
Keyword searches, 412–414

L
Lapping, 210–211
Larceny:

of receivables, 208–209
and revenue misappropriation, 

207
Law enforcement, 489–490
Lawyers, see Legal counsel
Lease-contracts receivable (LCR), 96
Legal counsel:

confidentiality requirements of, 477
and forensic accounting 

investigators, 166–167, 475–477
forensic accounting investigators, 

disagreements with, 490–491
interviewing, limitations of, 

485–486
investigative team, as part of, 

477–483
objectives of, 268

LexisNexis, 332, 340
Liabilities and expenses, 

understatement of, 229–230
Liability:

of auditors, 79–80, 82–85
of forensic accounting investigators, 

115
Licensing boards, professional, 

336–337
Litigation:

civil, 485
documentation for, 483–484

Local licenses, 505
Loose-thread theory, 103–107

M
Management fraud, 75
Management override, 44–45
Margin analysis, 376–377
Marital dissolution, 530–531
Materiality, 38–39

and financial statement fraud, 
235–236

in fraud investigations, 287–288
Material misstatement:

due to fraud, 123–124
due to fraudulent financial reporting, 

134
due to misappropriation of assets, 

133
Media databases, 333
Medical records, 344–345
Memorandums, interview, 473–474
Message boards, 343
Misappropriation, 5, 6

by employees, 434
investigations, 434
material misstatement due to, 133
of receivables, 206–211
revenue, 206–211
revenue recognition, 206–211

Misclassification of investments, 
225–226

MLRO (money laundering reporting 
officer), 516

Money laundering, 509–524. See also 
Anti-money laundering (AML)

and anonymity, 520–521
auditing and, 522–523
consequences of, 517
corporate accountancy for, 523
corporate entities and, 520–521
and customs officials, 516
defined, 519–510
and external auditors, 523
FATF definition of, 510
and financial statement auditors, 523
fraud and, 510–512
impact on financial statements, 517
and internal auditors, 523
managerial responsibility for, 523
in nonfinancial companies, 516
OECD definition of, 510
and PATRIOT Act, 513n.
red flags for, 521–522
and responsibilities of MLRO, 516
scandals, 512–513
varying impact of, on companies, 

512–513
Money laundering reporting officer 

(MLRO), 516
Multiple deliverables, 200–201
Multiple-element revenue 

arrangements, 201–202

N
National Commission on Fraudulant 

Financial Reporting, see 
Treadway Commission

Negligence, fraud vs., 2–3
NFOD, validation of, 544–545
Nonattest services, independence 

standards for, 94–95
Nonfinancial companies, money 

laundering in, 516
Nonfinancial operating data, 543–544

O
Objectivity:

of auditors, 41
outlined by Sarbanes-Oxley Act of 

2002, 41
OECD (Organization for Economic 

Cooperation and Development), 
510

Off-balance-sheet transactions, 
230–231

Operating data, nonfinancial, 543–544
Operational company data, financial 

company data vs., 148
Oral presentations:

and auditors, 117
use by forensic accounting 

investigators, 
117

Oral reports, 450
Organization for Economic 

Cooperation and Development 
(OECD), 510

Overstated revenue, 183, 185
Overstatement (in investigative 

reports), 467

P
PACER, 341
Partial shipments, 199–200
PATRIOT Act, 513n.
Payments history, data mining in, 

410–411
Payroll schemes, 242
PCAOB, see Public Company 

Accounting Oversight Board
Personal pressures, 133
Plea agreements, 447
Ponzi schemes, 69
Power brokers, 50
Predication, 297–299
Predictability of audits, 154–155, 

247–248
Private records, Internet sources of, 

343
Priveleged environment, 114
Professional Code of Ethics, 87, 95–96
Professional licensing boards, 

336–337
Professional skepticism:

AICPA Code of Professional Ethics, 
95–96

of auditors, 95–96, 116, 130–131
of forensic accounting investigators, 

116
in fraud detection, 127–132
in fraud investigations, 293
outlined by Sarbanes-Oxley Act of 

2002, 40
outlined by SAS 99, 40

Profit margin ratio, 373–374
Property ownership, public records of, 

339
Prosecutors, referrals to, 444–445
Public Company Accounting 

Oversight Board (PCAOB), xv, 29
Public Oversight Board, 29, 33, 34
Public records:

automobiles/aircraft/watercraft 
records, 339

for bankruptcy, 334
of bibliographies, 339
civil court records, 338
civil judgments, 338
company credit reports, 336
company information reports, 336
credit header files, 333
criminal history records, 337–338
divorce court records, 338
driving history, 336
education records, 336
environmental regulation reports, 

338–339
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incorporation records, 333–334
of IRS, 334
professional licensing boards, 

336–337
of property ownership, 339
SEC filings, 334
Social Security numbers, 335–336
stock ownership, 334
of tax liens, 338
Uniform Commercial Code filings, 

334–335
U.S. Tax Court Web site, 334
vital records, 335
voter registration records, 336

Q
Quantity inflation, inventory, 220–222
Quarterly financial reports, 110
Quick ratio, 372

R
Ratio analysis, 369, 372–374

asset turnover ratio, 374
average-number-of-days-in-inventor

y ratio, 372–373
collection ratio, 373
current ratio, 372
debt-to-equity ratio, 373
for fraud detection, 149–150
inventory turnover ratio, 372
profit margin ratio, 373–374
quick ratio, 372
receivable turnover ratio, 373

Rationalization(s):
common, 135–136
of crime, 55
of fraudsters, 51–52, 54–55
risk factors for, 135

R&D costs, 228
Reagan, Ronald, 99
Reasonable assurance, 35–38
Reasonableness testing, 369–370
Receivables, larceny of, 208–209
Receivable misappropriation, 206–211

detecting, 212–215
fictitious sales, 209–210
improperly holding open the books 

for, 216–217
lapping, 210–211
redating, 211
and round-tripping, 215–216
scheme, 208–209
value inflation of, 211–212

Receivable turnover ratio, 373
Record-keeping provisions, 502–503
Redating of receivables, 211
Regulation:

financial statement requirements, 76
reaction to fraud, 45–46
for reporting financial information, 

62–64
securities, see Securities regulation

Regulators, 518
Regulatory agencies:

changes under consideration by, 
72–73

and fair presentation, 63
objectives of, 268

Reimbursement schemes, 240–242
Related-party activity investigations, 

434
Related-party transactions, 204–206
Relationship review, 471
Relevant data:

access to, 390–392
availability of, 389–390

Remediation, 16–17
Reports of investigation, see 

Investigative reports
Reserves, 67–68
Resource models, for internal audits, 

262–263
Responsibility for disclosure, 544–545
Restatement (Second) of Torts, 81–82
Retention of evidence, 424–425
Retrospective examination, 16
Revenue, overstated, 183, 185
Revenue arrangements, 

multiple-element, 201–202
Revenue misappropriation, 206–211
Revenue recognition, 185

and bill-and-hold transactions, 
196–198

and channel stuffing, 195–196
and consignments, 217–218
in construction contracts, 202–203
and demonstration goods, 217–218
detection techniques, 188–201, 

212–215
and early delivery of product, 

198–199
and fraud detection, 157–158
improperly holding open the books 

for, 216–217
misappropriation, 206–211
and multiple deliverables, 200–201
multiple-element revenue 

arrangements, 201–202
and partial shipments, 199–200
and related-party transactions, 

204–206
and rights of return, 192–195
and round-tripping, 215–216
and side agreements, 191–192
timing, 186–188

Right(s):
to evidence, 430–431
of return, 192–195

Risk:
as factor in equity investments, 62
financial ratios as measures of, 

371–375
of money laundering, 512, 516

Risk-based approach, 42–44
Risk factors, fraud, 125–126

addressing identified, 153
assessing potential impact of, 

150–152

and financial staff, 131
fraud detection, 137–144, 150–152, 

155–156
fraud evidence vs., 127
identifying/evaluating, 137–140
information gathering, 140–144
for material misstatement due to 

fraudulent financial reporting, 134
for material misstatement due to 

misappropriation of assets, 133
observation and inspection, 155–157
opportunity-based, 134–135
of rationalization and attitude, 135
and senior management, 131, 

132–133
Round-tripping, 215–216

S
Sales, questions for, 198–199
Sampling:

in audits, 114
in forensic investigations, 114

Sarbanes-Oxley Act of 2002 (SOX), 
10–11

and auditor objectivity, 41
and forensic accounting, 110
and professional skepticism, 40

SAS 56 guidelines, 145
SAS 99 guidelines:

attributes of risk, 126
evidential risk factors, 155
material misstatement due to fraud, 

123–124
and professional skepticism, 40
and risk-based approach, 43–44
unpredictability in audits, 154–155

Schemes, 505–507
Seasonality, 377
Securities and Exchange Commission 

(SEC):
auditor independence, 88
and auditor objectivity, 41
and fair presentation, 64
forensic accounting services 

regulation, 88–92
public record filings, 334
quarterly financial information 

requirement, 110
Securities class-action complaint, 65
Securities investment model, 61–62
Securities regulation, prior to 1934, 

9–10
Senior management, 29

decisions of, 33–35
and fraud deterrence, 161
and fraud risk factors, 131
incentive and pressure for fraud, 

132–133
and management override, 44–45
objectives of, 267
questions for, 131, 140–141
responsibilities concerning money 

laundering, 523
and risk factors, 132–133
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Shareholder litigation, 531–532
Shipping department, auditor 

questions for, 198
Side agreements, 191–192
Situation-dependent criminals, 49–50
Skepticism, see Professional 

skepticism
Social Security numbers, 335–336
Software development costs, 227–228
SOX, see Sarbanes-Oxley Act of 2002
SPADE, 42
Start-up costs, 228
Stock ownership, 334
Substantive working papers, 471
Subterfuge, in interviews, 364
Superior Information Services, 342
Suspects, confronting, 277–281

T
Tax liens, public records of, 338
10A investigations, 255–256
Testimony binder, 473
Thornburgh report, 169
Time series analysis, 375–376
Tips, anonymous, see Anonymous 

communications

Total balance comparison, 149
Traffic data, see Audit trails
Transaction-level controls, 16, 18–20
Treadway Commission:

and audited financial statements, 77
Committee of Sponsoring 

Organizations, 161–162
Trend analysis, 375–376
“Trust but verify”:

case study, 96–99
defining verification, 100
examples, 101–103
and fraud investigations, 293
Ronald Reagan, 99

U
Ultramares, 75–76
Understatement of liabilities and 

expenses, 229–230
Uniform Commercial Code filings, 

334–335
United States v. Arthur Young & Co., 

77
U.S. sentencing commission 

guidelines, 440–442
U.S. Tax Court Web site, 334

V
Valuation, business, 532
Value manipulation of investments, 

224–225
Vendor master file, data mining in, 

410–411
Verification, see “Trust but verify”
Vertical analysis, 148–149
Virginia Military Institute, 289
Vital records, 335
Voter registration records, 336

W
Warehouse department, auditor 

questions for, 198–199
Watercraft records, 339
Whistle-blowers, protections for, 

315–318
Working papers:

considerations regarding, 435–437
as evidence, 431–432
investigative reports, 469–472
in investigative reports, 471–472
substantive, 471

WorldCom, 169
Written reports, 455
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