ACG 6936 - Fraud Examination

University of South Florida, St. Petersburg

Fall 2007
	INSTRUCTOR:
	Dr. Gerald H. Lander, CPA, CFE, CCEA
Gregory, Sharer and Stuart Term Professor in Forensic Accounting

	OFFICE:
	Davis 309

	OFFICE PHONE:
	727-873-4185

	OFFICE HOURS:
	M and T 5:00-6:00 and by appointment

	FAX:
	727-873-4192

	EMAIL:
	lander@stpt.usf.edu

	CLASSROOM:
	EP BD2-312

	TIME:
	Tuesday 6:00 – 8:50 p.m.


Course Prerequisite:
Auditing I - ACG 4632 (or equivalent).

Course Description:
Fraud Examination, sometimes referred to as forensic accounting, is a rapidly growing area of accounting concerned with the detection and prevention of fraud and white-collar crime. Robert G. Roche, a retired chief of the IRS Criminal Investigative Division, provides this description of a forensic accountant:

Someone who can look behind the facade--not accept the records at their value--someone who has a suspicious mind that the documents he or she is looking at may not be what they purport to be and someone who has the expertise to go out and conduct very detailed interviews of individuals to develop the truth, especially if some are presumed to be lying.

Recently, U.S. News and World Report listed forensic accounting as one of the “20 hot job tracks” for the future. Entry-level salaries for these fraud-detecting accountants range from $40,000 to $65,000 annually. Robert Half International, a placement firm for financial professionals, estimates that demand for forensic accountants increases by 100% per year.

Course Objectives:
The objectives of this course are to: (1) educate you about both the pervasiveness of and the causes of fraud and white-collar crime in our society, (2) explore, in detail, methods of fraud detection, investigation and prevention, (3) increase your ability to detect material financial statement fraud, and (4) increase your understanding of business ethics. The emphasis will be on real world cases/applications, as well as current applicable newspaper/journal articles. 

One additional objective is to provide you with the opportunity to improve the skills necessary to succeed in today’s business environment. These include both written and verbal communication skills, as well as critical thinking and problem solving skills. You will be expected to participate in the in-class discussions on assigned topics.
Fraud topics taught will help you become better professionals in whatever career you choose. The course will emphasize the importance of corporate social responsibility in an organization as well as the need for reporting systems that focus on integrity and accountability. The technology, interviewing, document examination, public records, and other tools you will study will make you better auditors, tax professionals, consultants and managers/executives.

Required Texts:

W. Steve Albrecht et al., Fraud Examination, 2nd Edition, South-Western, 2006.

William H. Shaw, Business Ethics, 6th Edition, Thomson/Wadsworth, 2008.
Thomas Buckhoff and Bonita Peterson Kramer, Cardinal Wholesalers, Inc., A Case Simulation, 2006 (PURCHASE FROM YOUR INSTRUCTOR FOR $15.95).
Determination of Final Grade:
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 Midterm and Final Examinations
The format for the exams could include multiple choice, true/false, short answer/essay questions, problems and case analyses. The material will reflect the textbook readings, in-class videos, guest speakers and class discussion. 

· Albrecht Text
            Chapters assigned for each class are expected to be read prior to the assigned                     class.  The true/false and M/C questions should be completed before the class.  I               will allow 10-15 minutes for you to discuss your answers in small groups.  I will               not provide answers.  I will pick some of the questions for each exam from these               questions.  For some chapters, I will assign homework, we will discuss it and I                  will collect it.  You can ask any questions you may have on the text material in   
class or see me individually.  There will not be formal presentations of the text                  material for most chapters.
 Current Events
Accounting fraud is reported (internet, newspapers) on a regular basis. It is important that you are aware of the frequency and nature of such frauds. Throughout the semester, you are to focus your attention on the companies, individuals, and/or accounting firms involved. 

This assignment requires you to provide a brief summary (one page maximum) of three frauds that occur and are reported on during the time that our course meets. Brief updates to previously reported frauds are not acceptable for your summaries.

In your summaries, please state why you think the fraud occurred (e.g., lack of separation of duties), and what could have been done to have prevented it.  You may want to address the Fraud Triangle here.

You may use the excellent online resources in the library to complete this task, any newspaper you may read or have access to (e.g., Wall Street Journal), or business magazines (e.g., Business Week). In addition to your summary, you are to provide a complete citation for the source of your information. We will discuss many of these frauds in class. 
You are to submit one summary per month; that is, the first is due in September, the second in October, and the third in November. It is your choice as to what time of the month you submit your summary but your information must relate to a fraud reported that month. These are worth 10 points each or 30 total points.
Presentations should be 3-5 minutes long.  Do not prepare Power Point slides.

 Research Paper

A research paper/term project is required of each student as both a written and oral assignment. You may select your own topic but it must be pre-approved by the instructor.  A suggested list of topics will be provided by the instructor.  Topics will be assigned on a first-come, first-served basis.   
A one-page progress report is due on September 11th. This progress report will be graded (factored into your final grade for the paper) and it is to demonstrate what you have done up to this point and detail your plan for the completion of the project. An outline of your paper and complete list of references is due on October 23rd.  Your final project is due on November 20th and you will make a presentation to the class on either November 27th or December 4th. 

I want you to write a 30 page draft of your paper, double spaced, to be turned in with your final 20 page paper.  In other words, like a good writer does, you will be reducing your initial draft from 30 to 20 pages.

You will be graded separately on the written and oral components of your research paper. The written portion is 150 points and the presentation is 20 points.  Final papers are to be approximately 20 double-spaced typewritten pages and you must have at least ten outside references cited in the paper. Power point presentations are required and should be about 15 minutes in length.  A copy of your power point presentation and final 20 page research paper should be turned in on a diskette or CD as well as a hard copy of your 20 page (excluding the references) final paper and your 30 page draft.
            24 SPECIAL POINTS TO CONSIDER IN WRITING RESEARCH PAPERS

1. Actually fulfill the professor's specifications.  For example, if you must resolve a fraud controversy, show whether all "larger" [a term that you should define] companies should use audit committees--rather than how effective audit committees operate; or discuss if CPAs should seek to detect fraud rather than show how they can detect fraud.

2. Stay focused with your chosen controversy.  E.g., do not "waste" much “space" discussing who "owns" the client's financial records (e.g., its general ledger) to resolve the controversy of: Who owns the auditor's [auditing] work papers. 

3. Use a wide spectrum of ideas; do not write a "book report."  

4. Avoid hasty generalizations (e.g., do not say "the investing public expects CPAs to test for fraud" without a valid reference).

5. Prove fewer issues in more depth; not merely mention many in little depth.

6. Discuss both "authoritative" and theoretical aspects of the controversy.

7. Logically drive toward your conclusion, use good transition (e.g., topic and paragraph headings) and an Outline (which you need not submit).

8. Do not use first or second person pronouns (e.g., I, we and you) or start sentences with third person pronouns (e.g., it, one, them and there).

9. Avoid cliches (e.g., "add fuel to the fire," "the straw that broke the camel's back" and "wait and see approach").

10. Minimize using forms of the verbs "to be" ["are," been" and "is"].

11. Avoid prepositional phrases (e.g., use most instead of a majority of) and passive voice (e.g., use the man owns the book instead of the book is owned by the man).

12. Avoid long paragraphs and quotes; indent or paraphrase most long quotes.

13. Avoid extraneous language (i.e., be concise).  Use a condensed 30 to 20-page paper rather than an expanded 10 to 20 paper.  Do not repeat the same ideas.

14. Do not try to impress the reader; prove your points as simply as possible.

15. Double space the paper; use 1-1.25” margins; and 12-point fonts. 

16. Check that all listed references appear in the paper's body and vice versa.

17. Use proper reference citations.  E.g., use Doe [2006, p. 25] and a "proper" reference page citation, rather than use: Joe Doe, Ph.D., CPA, Professor of Accounting at XYZ University wrote on page 25 in The CPA Journal.

18. Avoid using the phrases "his or her" or "his/her."

19. Carefully define smaller, larger and other terms forming part of your title.

20. Avoid plastic or other "fancy" covers.

21. Use the USF-SP writing center to review your paper for proper grammar and make needed adjustments.  I would have them look at it when you think you are finished with it and then again after making their recommended adjustments.
23. Double- (or triple-) check that you followed all of the above points.

24. Ask an "outside person" (e.g., classmate or friend) to "certify" that you adhered to each of these above points before you submit your paper!
25. The OVERALL question that should be answered by you is “WHY SHOULD I (A READER) READ YOUR PAPER??????????”  Tell me what you are going to do, what you did and most importantly, WHAT ARE YOUR RECOMMENDATIONS, not someone elses?  What is new?????  This is the key!!!!!!!!!
· Class Participation

The key advantage of class participation is that it forces each student to be well prepared and thus become an active, rather than passive, learner. Participation also provides you with the opportunity to gain from the experiences and talents of everyone in the class, including our guest speakers. 

You should feel free to ask questions, provide supportive comments, or challenge constructively what has been said. It is important to note that it is not the person who speaks most often that will necessarily get the higher score.  At the end of the semester, you will be asked to provide a self-evaluation of your class participation. 20 points.
· Off-Balance Sheet Outline and Presentation
An outline is required on an off–balance sheet topic as both a written and oral assignment.  This assignment is to be completed with a partner(s) (your choice).  Topics will be assigned by the Instructor.  You will be graded separately on the written and oral components of your outline.  The outline should not be more than 10 pages in length.  The presentation time is to be allocated equally between the partners.  70 points.
· CARDINAL WHOLESALERS, INC. FRAUD EXAMINATION CASE SIMULATION (CW) 
This case simulation simulates the actual investigative steps that were followed in uncovering a $1.75 million fraud scheme.  The case background is based on an actual cash disbursements fraud investigated by one of the authors.  Since the fraud involves an on-book scheme, the students can uncover the fraud by examining accounting records and underlying source documents.  The vendor database contains 1,000 vendors making it too time consuming and inefficient to examine all the source documents underlying vendor payments.  Using the red flags most common to fictitious vendor schemes, you must first “query” the vendor database to narrow down the vendor list to the most “suspicious” vendors.  Next you will examine underlying source documents to determine the most suspicious vendor.  Finally, you will examine the most suspicious vendor’s bank statement along with cancelled checks to ascertain whether the fraud is a fictitious vendor scheme or a pass-through scheme.  This individual project is worth 60 points. 

Using the student edition of the Cardinal Wholesalers, Inc. CD, submit to me written responses to the following required assignments as explained in the Cardinal Wholesalers Manual PDF file: 

1.   Write a 1-2 page, 1.5 spaced memo evaluating both Bill Carter and Mike Smith in terms of the fraud triangle.  Label this assignment “CW1” and submit to me for grading on September 11. This part of the assignment is worth 10 points. 
2.   Write a 2-3 page, 1.5 spaced memo explaining: 

a. How vendor schemes work 

b. How they can be detected [i.e. identify common red flags] 

c. How they can be investigated  

d. How they can be effectively prevented 

Label this assignment “CW2” and submit to me for grading on September 18.  This part of the assignment is worth 10 points. 

3.   In a 1-2 page 1.5 spaced memo, identify the six most suspicious vendors and explain the reasons why each of them is suspicious.  Label this assignment “CW3” and submit to me for grading on October 9.  This part of the assignment is worth 10 points. 

4.   In a one page 1.5 spaced memo, identify the most suspicious vendor and explain the reasons why you consider it the most suspicious vendor.   Label this assignment “CW4” and submit to me for grading on October 30. This part of the assignment is worth 10 points. 

 5.   In a one page 1.5 spaced memo, determine whether the most suspicious vendor you  identified in Requirement 3 is a fictitious vendor scheme or a pass-through scheme.  Explain and defend your answer. Label this assignment “CW5” and submit to me for grading on November 13. This part of the assignment is worth 10 points. 

6.   Write a 1-2 page, 1.5 spaced memo addressed to Debbie Roberts summarizing the evidence and estimating the fraud loss suffered as a result of the fraud scheme you  uncovered.  Include some specific recommendations to Cardinal for preventing this type of fraud in the future.  Label this assignment “CW6” and submit to me for grading on November 27.  This part of the assignment is worth 20 points.  

7.  For each question, I will randomly select someone to give us a summary of their responses and we will discuss the responses.
· Business Ethics 
Business Ethics has greater importance to society today than any time in history.  As a result, we will gain exposure to the important moral issues that arise in various business contexts to better understand the moral, social, and economic environments within which those problems occur.  We will use Shaw’s Business Ethics text and cases to gain this exposure.  I will assign groups of two or three students to each chapter that will be covered and presented in class.  Each group will provide a power point presentation of the chapter material and then lead the discussion of the two or three cases assigned for the chapter.  The textbook power point slides are provided on Blackboard and may be used, or a modification thereof, for the presentation of the text material.  The presentations and case coverage for each chapter should be about 60 minutes in length.  50 points.
Course Policies

Homework

Homework will be assigned on a weekly basis and will consist of problems at the end of the textbook chapter, short cases and/or internet searches. These assignments are to be completed prior to coming to class and while it is not expected that you will achieve perfection on all assignments, it is expected that you will complete them in writing. The instructor may randomly select students each class period to individually present the assignments to the class. 
Missed Exams: 

If you miss an exam without the permission of the instructor a score of zero will be assigned. Make-up exams are granted at the discretion of the instructor, only with prior arrangement (unless circumstances involved make this clearly impractical).  Make-up exams must be completed prior to the next class meeting. 

Attendance/Promptness: 

It is expected that you will attend every class and that you will arrive on time. Recurring lateness or repeated absences will be considered grounds for removal from the course. If a guest speaker is scheduled for class, it is imperative that you arrive promptly. 
Missed Class Policy:

In the event that you are unable to attend class, you will be given an additional out-of-class assignment. This assignment will be due at the beginning of the next class meeting and failure to complete the requirements will result in a 50 point penalty. You should make every effort to notify me in advance if you plan to be absent.
Written Assignments: 

All written assignments are to be typed using a word processor. Please double-space and use a 12-point font with 1-inch margins for all borders. It is expected that all written assignments will be free of errors (this includes typos and spelling or grammatical errors). Handwritten corrections are not acceptable. No late assignments will be accepted.

Incompletes: 

An “I” may be awarded only when a small portion of a student’s work is incomplete due to circumstances beyond his or her control and s/he is otherwise earning a passing grade. “I” grades are to be used in emergency situations only and never as a means to avoid a poor grade.

Exam and Case Retention: 

After exams/cases are graded, the instructor will review them with the class and then collect them. These materials will be retained for two weeks into the following semester and then they will be destroyed. 

Course Outline ****
(Tentative)
Date



Topic
Chapters from Albrecht







August
  
28                    Course Overview
Chapter 1 – The Nature of Fraud 

September
  4
       
Chapter 2 -  Who Commits Fraud and Why?
Chapter 3 – Fighting Fraud: An overview

OBS*1

BE**5, Case 5.1; 5.4


  
11

Chapter 4 – Preventing Fraud

Guest Speaker: Marcia Cohen, Attorney at Law
BE9, Case 9.2; 9.3; 9.4

CW***1

RESEARCH PAPER PROGRESS REPORT DUE
18

Chapter 5 – Recognizing the Symptoms of Fraud



Chapter 6 – Proactive Approaches to Detecting Fraud
                        OBS2

                        CW2

 25                   Chapter 7 – Investigating Theft Acts


Chapter 8 – Investigating Concealment

                        OBS3

                        BE6, Case 6-1; 6-2; 6-3

October
  2

Midterm Exam




Chapter 9 – Conversion Investigation Methods


 9

Chapter 10 – Inquiry Methods and Fraud Reports
Guest Speaker: John Sullo, Private Investigator
BE7, Case 7.1; 7.2; 7.3

CW3


16

ACFE meeting – Tampa 
23

Chapter 11 – Financial Statement Fraud



OBS4
                        RESEARCH PAPER OUTLINE & REFERENCES DUE


30

Chapter 12 – Revenue- and Inventory- Related Frauds





Chapter 13 – Liability, Asset & Inadequate Disclosure Frauds

                                                BE8, Case 8.1; 8.2; 8.4

                                                CW4

November         6                    Chapter 14 – Consumer Fraud


Chapter 15 – Fraud Against Organizations

                      OBS5

13

Guest Speaker: George Whiting, Independent Consultant
                         CW5

                         BE10, Case 10-1; 10-3; 10-4


20

Chapter 16 – Bankruptcy, Divorce and Tax Fraud



Chapter 17 – Fraud in E-Commerce

                                    OBS-VIES

                                    RESEARCH PAPER DUE 
27 Chapter 18 – Legal Follow-Up
                        Presentations

                        CW6 

                        BE11, Case 11-1; 11-2; 11-3

December
  4

Presentations

11 Final Exam
*OBS - Off-Balance Sheet 

**BE - Business Ethics

***CW – Cardinal Wholesalers




**** We will be having several guest speakers, but due to their busy schedules/changing availability, the names and dates are subject to change.

Key Leadership Skill(s) and Perspectives addressed in this course:
	PRIVATE 
Interpersonal and Communication Skills
	Analytical and Critical Thinking Skills
	Information Technology Skills
	Reflective Thinking and Experiential Learning
	Ethical and Social

Consciousness
	Multicultural Competence

	X
	X
	X
	X
	X
	X


INTERPERSONAL AND COMMUNICATION SKILLS: An integral part of being a fraud examiner is being able to understand and communicate with various parties, including attorneys, juries and financial professionals. Written and verbal communication skills will be addressed via weekly assignments, class presentations, cases, and the term project.
ANALYTICAL AND CRITICAL THINKING SKILLS: One of the key attributes of a fraud examiner is having strong problem solving skills. The ability to evaluate problems, analyze data, propose alternative courses of action and make a final decision will be addressed via weekly assignments, cases, and the term project. 
INFORMATION TECHNOLOGY SKILLS: As part of any investigation, a fraud examiner must have basic computer proficiency, including the ability to use word processing, presentation and spreadsheet software. In addition, it is important to have the skills needed to conduct basic research via the internet. These areas will be addressed via weekly assignments, monthly current event assignments, class presentations and the term project.
REFLECTIVE THINKING AND EXPERIENTIAL LEARNING: The process of fraud examination involves more than just accounting knowledge. We will focus on a multidisciplinary approach to solving problems and, via our weekly assignments, cases and class discussion, will see the importance of other disciplines such as management, finance, psychology and organizational behavior. We will also discuss, on a regular basis, the importance of personal professional development for a fraud examiner.

ETHICAL AND SOCIAL CONSCIOUSNESS: Ethical dilemmas often lead to fraudulent behavior and we will, via weekly assignments, cases and class discussion, focus on the importance/significance of corporate social responsibility and related ethical and legal responsibilities of both companies and individuals.
MULTICULTURAL COMPETENCE: Fraud and fraud awareness are not limited to the United States and we will, via class discussion, cases and journal articles, address global issues, including the impact of culture on decision making.
University Policies

Academic Dishonesty:  

See the USF Policy on Academic Dishonesty and Disruption of Academic Process at www.ugs.usf.edu/catalogs/0304/adadap.htm.
Because of the University’s commitment to academic integrity, plagiarism or cheating on course work or on examinations will result in penalties that may include a grade of “F” for the specific exam or course work and a grade of “F” or “FF” for the course.  Any incident of academic dishonesty will be reported to the dean of the college.  Definitions and punishment guidelines for Plagiarism, Cheating, and Student Disruption of the Academic Process may be found at the web address listed above.

Students with Disabilities:  

Please notify your instructor if you have a learning disability or require special assistance with this course.  Confidential personal and learning assistance counseling are made available to students through the Division of Student Affairs.  Contact R. Barry McDowell (mcdowell@stpt.usf.edu) for more information.

Religious Holidays: 

Students who anticipate the necessity of being absent from class due to the observation of a religious holiday must provide notice of the date(s) to the instructor, in writing, by the second class meeting.

Copyrights:  

Students must obtain my permission to tape lectures. Under no circumstances may these materials be sold to others.

Cell Phones/Pagers: 

Cell phones and pagers are very disruptive to class. As a matter of courtesy, all audible signals of communication devices should be turned off or disabled during classes. Individual discretion should be used in determining when exceptions should be made relative to emergency personnel or situations. 

USEFUL WEB SITES
American Accounting Association (AAA) http://accounting.rutgers.edu/raw/aaa/
AAA Auditing Section http://raw.rutgers.edu/raw/aaa/audit/
American Institute of Certified Public Accountants (AICPA) http://www.aicpa.org/index .htm
Public Accounting Oversight Board (PAOB) http://w ww.pcaobus.org/
Securities and Exchange Commission (SEC) http://www.sec.gov/
Institute of Internal Auditors (IIA) http://www.theiia.org/iia/index.cfm
Financial Accounting Standards Board (FASB) http://w ww.fasb.org/
Committee of Sponsoring Organizations of the Treadway Commission (COSO) http://www.coso.org/
International Federation of Accountants (IFAC ) http://www.ifac.org.
International Auditing and Assurance Standards Board http://www.ifac.org./IAASB/
CFO Direct http://www.cfodirect.com/
CPA Exam Update http://w ww.cpa-exam.org/
Deloitte (& Touche) http://www.deloitte.com/dtt/home/
Ernst & Young http://www.ey.com/
KPMG http://www.kpmg.com/
PriceWaterhouseCoopers http://www.pwc.com/
Plante and Moran CFO Direct http://www.plante-moran.com/
Grant Thornton, http://www.gt.com./
BDO/Seidman http://www.bdo.com./
Virchow Krause http://www.virchowkrause.com./
Accounting Today www.webcpa.com
Fraud Magazine www.fraud-magazine.com
Association of Certified Fraud Examiners http://www.acfe.com/home.asp
SUGGESTED

MOVIES AND BOOKS 
The following are some movies or books that you should watch or read if you are going to be in the business world. Even though some are fiction, the events are very real, in many cases unfortunately.  These can expand your perspective as to what goes on and the environments you may find yourself in.
“Barbarians at the Gate”

“The Boiler Room and Other Telephone Sales Scams,” by Robert Joseph Stevenson 

“King of Torts,” by John Grisham

“Smartest Guys in the Room: The Amazing Rise and Scandalous Fall of Enron,” By Bethany McLean, Peter Elkind 

“Wall Street”

“Dot.Com”
“Killer Instinct,” by 

Joseph Finder

BOB JENSEN WEBSITE

The following is the website of Robert Jensen, who was a former mentor of mine, which has many accounting and business related items on it, especially about FASB 133 and risk management. 

He also has many great links which are helpful for

research, and most importantly for accounting practice issues dealing with fraud.  You should browse through it at your convenience for it is a great reference source.

http://www.trinity.edu/rjensen/

Enjoy!!!!!!!!!!!!!!!!!!!!!!! 
“
PAGE  
1

