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INTRODUCTION
Assume you are an internal auditor for a large timafional, manufacturing organization
with a division in Mexico. One of your responsitiés is to investigate allegations made on the
company’s fraud hotline. When you arrive at worle @morning you learn an anonymous tip was
left on the hotline that alleges fraud involving tilivision manager.
“Pat’s significant other is a fraudulent vendor dsthe anonymous tip left on your
company’s fraud hotline. Pat is a division managegrour company.
“Wow. | can't believe this guy is so blatant,” yo&'thinking as you review some
accounts payable invoices while following up orsthnonymous tip. The invoice that caught

your attention is shown in Table 1.

A quick search of the AP file reveals a total akthinvoices like the one in Table 1, all
for identical amounts but on different dates. Thastbn manager, Pat, has the authority to
approve payment of invoices for less than $10,008.0bvious to you that the manager has a
created a shell company. You happen to know thiéd Bignificant other is named Kim, hence
the name Kimco Marketing. There is no documentaiiosupport these transactions other than

the invoices, all of which are purportedly for metikg services.

" The authors are, respectively, Professor at theek@bllege of Business at Pittsburg State Uniweesit
Professor at the Barton School of Business at Wichiiate University
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The manager’s office is not more than 30 feet aaray Pat can be seen at the desk. You
throw the invoices in a file, grab your buddy i thext office, and head for Pat’s office. After

all, it doesn’t take a brain surgeon to know whgténg on here.

ASSIGNMENT
Your class will be divided into teams. Your teanowld assume you are the internal
auditors going to interview Pat. After reading flieenario above, your initial task is to
brainstorm about how you will confront Pat abow ffaud allegation. Next, compile a written
list of the questions you will ask in the intervievith Pat and the sequence in which they will be
asked. Ultimately, your objective is to determineether a fraud has been committed and, if so,
obtain a confession from Pat. At the conclusiothef planning session be prepared to interview

Pat (who will be portrayed by your instructor).
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CASE LEARNING OBJECTIVES AND IMPLEMENTATION GUIDANC E
INTRODUCTION AND OBJECTIVES

This case is based upon an actual fraud investig#tiat was conducted at a Fortune 500
company. The mishandling of that investigation ItesLin no punitive action against the
fraudster and allowed the fraudster to recover d@g@s&om the victim company for wrongful
termination. The primary objective of this caseoislemonstrate what not to do when one
suspects fraud or wrongdoing. A secondary objecsivte illustrate how important it is to be
prepared for an admission-seeking interview.

Problem-Based Learning

This case utilizes the innovative, problem-basedring (PBL) method introduced to the
accounting discipline by Johnstone and Biggs (1298l Milne and McConnell (2001), and
illustrated in an accounting education context lytBchi (2003, 2010). PBL approaches to
instruction originated in medical schools but hapelication to a wide variety of other
disciplines. PBL consists of giving either an indival or team of students a realistic, ill-defined
problem set in a real-world context. It is an irnigegtive approach to learning and therefore
results in an active learning process as recomnuefudeccounting programs by the
Association to Advance Collegiate Schools of Bussh@®@ACSB).

Within a typical PBL assignment, the studentdtiahitask is to identify the additional
information necessary in order to solve the cagedehits must then ascertain where to find that
information, which could require interviews withetappropriate parties. Finally, students are
required to evaluate, analyze, and synthesizenfbennation they obtain to develop a proposed

solution, which generally takes the form of a sueEr-defined work product.
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Consistent with AACSB proposed learning objectjthe aforementioned interview
procedures and written solution requirements fastigtent growth from both oral and written
communication perspectives. The context of theerircase study further enhances AACSB
accounting curriculum learning objectives by offigran environment whereby students must
utilize critical thinking skills to ascertain a &3 of questions designed to obtain the necessary
information during an admission-seeking interview.

PBL in Fraud Education

Most published fraud cases present the detadsscheme, who perpetrated the fraud,
and how they were caught. The focus is on whabedearned from the case after-the-fact. We
refer to these as “20-20 hindsight” cases and fitey a valuable role in fraud education. They
are especially useful to help students identifyréeeflags of fraud and to determine how the
control environment could have been modified tovpre the fraud from occurring.

However, 20-20 hindsight cases suffer from sewseglknesses. First, in many real-
world fraud examinations the investigator doeskmmw who is perpetrating a fraud or what
scheme or schemes they are using. The criticalofdlee fraud examiner or forensic accountant
is to determine who is actually perpetrating tteiér and how.

Second, 20-20 hindsight cases do not help studewelop investigative or interviewing
skills. By their very nature, these cases tellrtheader what happened. Students do not get an
opportunity to develop a fraud theory, collect evide to test the theory, revise the theory as
necessary in light of the evidence or lack theranfl synthesize the results into a meaningful
report.

The PBL approach puts students in the role ohaastigator who does not know many

of the facts related to a potential offense. Thaeess is purposely unstructured and mirrors
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practice by being iterative when the evidence f@alsupport the fraud theory. Within the context
of using PBL in fraud education, we refer to thggees of cases as the “20-20 foresight”
approach. They require students to develop themr agion of the fraud, not merely read another
person’s rendition of what happened.
Motivation

The current case study aims to illustrate the mamee of interview preparation and

following recommended protocol when conductingaaudl examination. In forensic
investigations, the ACFE and others recommend wgrkiom the outside in. That is, gather
documentary evidence, interview cooperative witeagsbuild a case file, and then confront the
alleged fraudster(s) near the conclusion of thestigation. This is illustrated by Wells (2003) in

Exhibit 1 and by Albrecht et al. (2010) in ExhiBit

What seems like common sense to those of us iti¢isis not always so apparent to
those not trained in fraud examination. This cag@imarily based on the experience of a
Fortune 500 company. They discovered that theisidin manager at a foreign subsidiary was
committing fraud. The company employees immediatelyfronted the fraudster and terminated
him the same day. The fraudster denied the allegstidestroyed key evidence that could have
proven the allegations, and sued the company fongful termination. Ultimately the company
suffered a six figure loss from the embezzlemenmmounded by a six figure settlement of the
wrongful termination suit.

The aforementioned case did not begin with an amag tip. We have added this
element of the case based upon the recently repsitieation at Renault (Jones and Lublin,

2011). Anonymous tips are often useful in fraudneixetions, but the Renault case provides
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additional motivation for the lesson we are stryvto impart in this case; fraud investigations
should be done in a careful, methodical manner:

“Renault is the poster child for why you want t@egach these situations with a sense of
balance, and not have people rush to judgmentgrdoty to Robert Fatovic, the chief legal
officer at Ryder Systems, Inc. (Jones and Lubl@1,13.

In the Renault case the company fired three toplgkees based upon an anonymous tip
and an incomplete investigation. The employees wtra&dfast in professing their innocence.
Ultimately, the company learned it was apparentéyvictim of a hoax (Gauthier-Villars, 2011)
and publicly apologized to the fired employees (Mtifand Pearson, 2011).

It is easy to tell students what to do and whattoato in a lecture format. This case was
written so that they can see what could happdrey tlo not follow the appropriate investigation
process. In our experience, a short, simulatedvied® demonstrating the incorrect approach is
much more engaging, and entertaining, than singhiyg) students the proper way to conduct an
investigation; as a result, students are much iileky to attain, and retain, our learning

objectives.
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IMPLEMENTATION

This brief, case study is designed for an introdctourse in fraud examination. It
could be used as a stand-alone exercise or in oo with a module on interviewing
procedures/techniques or obtaining documentaryeecel The case could also be incorporated
into an auditing class when discussing the appatgsteps to take when the auditor suspects
fraud. The names used in this case study are geedénal to facilitate use by either a male or
female instructor.

The case is intentionally directed to get studémtsking about the interview, not about
whether they should conduct the interview. The laaithor has used this short case several times
during the first day or two of class and had gosuctess” getting students to take the bait and
proceed to confront the fraudster. It is imperathag the instructor reinforce the auditor’s belief
that this is an obvious case of fraud so that stigdeill maintain their focus on immediately
conducting an admission-seeking interview.

We use this case during the first class periochahroductory fraud examination class.
Students are provided the case study and givent 4daminutes to prepare for the exercise. We
encourage students to discuss the case in group®oT o motivate all students to participate,
we require each group to complete the requiremantsiting and submit their work before we
begin the classroom simulation. Students are alghat one of the teams will be chosen to
conduct the simulated interview.

If the class is in a mediated classroom, the igsbncan create a directory on the
classroom computer with a name to connect it tdrdned. We simply use the name Kimco
Marketing. Before the interview begins, we makesgtie computer is projected onto the

classroom screen.
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After students have completed a brief brainstornaing planning period, we then ask for
a team to volunteer to come to the front of thewaghere Pat may be found working in his/her
office. Alternatively, the instructor can randonalyoose a group to interview the fraudster. This
is where the fun begins.

No matter what the students ask Pat, the fraudsf@ains it away. During the interview
he pauses to send text messages. When they ask btop, Pat casually says he needs to text
his significant other, presumably to let her kndmwit scheme has been detected. In the midst of
the questioning he gets up, goes to the computehwig projected onto the classroom screen,
and proceeds to erase a directory of informatibeled Kimco Marketing while the interviewers
watch helplessly. If they threaten terminationchbémly responds that company policy says he
cannot be terminated without cause. Eventuallysthdents will relent and terminate the
interview. Or, the instructor can control the tigpiby simply telling the interviewers he or she
will not continue the conversation.

All told, this is about a 30 - 40 minute exeraepending upon how long it takes the
interviewers to recognize that they made a miskakeonfronting Pat before they had the
evidence to prove their allegations. 8ywing them what can happen in a situation like this,
rather than simplyelling them in a lecture, we believe they retain thededsetter. We conclude
by telling them what actually happened to the FeetG00 Company in a similar situation. We
have found this to be an effective, and entertginivay to bring this lesson to life, and to show
them that they can save their future employersaal dpit of money by conducting investigations,
and interviews, in the proper sequence.

TEACHING NOTES
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There is no solution, per se, to this case. Theahad this story is that the auditors should
have conducted a thorough examination, collecteavallable documentary evidence,
interviewed cooperative witnesses, and only theriroated the fraudster. This approach
maximizes the odds that the examiners will be &blget a confession from an evasive target.
When the instructor distributes the case assighmbe should stress that this is a rather
simple, obvious case of fraud. Although this is tnoé, we want students to jump to this
conclusion so that we can illustrate the errorotibfving this approach. At some point after
distributing the assignment, but before the rodg/flegins, we also like to show a humorous

YouTube videohttp://www.youtube.com/watch?v=THNPmhBI-8V/e use this clip to further

embellish the notion that this fraud investigatwiti be quite easy, nothing like brain surgery.

The most important thing the instructor must ddyis or her role play as the fraudster, is
to be evasive. The entire case rests upon sholwegtudents that evidence is needed to obtain a
confession, not mere hunches. Even if those hurategesorrect, they must be proven with
evidence to support actions such as terminatigrasecution. When the accusation precedes the
investigation, the examiner is giving the targebaportunity to destroy evidence, concoct an
alibi which cannot be refuted, discuss the allegetiwith co-conspirators, and otherwise defeat
the investigation.

The remainder of this teaching note will provite tnstructor with some illustrative
guestions and answers that might take place dtimgimulated interview. The instructor is
encouraged to be creative in formulating their segponses to unforeseen questions; the only
wrong answer in this case is a confession sinmeutid reinforce an inappropriate approach to

an allegation of fraud.
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We have a copy of an invoice from Kimco MarketingWhat services are we
receiving from this vendor?

They provide marketing support to help us reaehalal market. None of us here from
the home office know the local customs so we dektdéhire an outside contractor to help us
achieve the sales plan.

How did you select this vendor?

| think one of the people in our marketing groepammended them.

Do you know anyone personally who works for this aopany?

Not really. Since we’ve hired them I've obviouslgmmunicated with them about our
needs, expectations, and budget for this engagement

Doesn’t your individual authority to approve invoices for payment cease at $10,0007?

Yes. | always get my supervisor’s approval fordives exceeding $10,000.

We have identified two additional invoices that aredentical to this particular
invoice in all respects with the exception of theate of the services and date of the invoice.
Did this company perform the same services on thregeparate occasions for our entity?

I'd have to review the three invoices, but if tHeled us for those services and |
approved payment then they must have providedeheces. Since they are doing the same type
of work for us each period they probably just usegame template for billing.

Each of the three invoices total $9,750. Isn’t teiodd that these invoices are all just
under your $10,000 individual authority level?

| never really thought about it. I'm sure there kots of other invoices that are around

$10,000; some amounts are above it and some amanenbelow it. The important thing is that |
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always follow the company policy of getting my sopsor’s approval for payments exceeding
$10,000.

How do consulting services, as contained as a litem in the invoice, differ from
marketing support or market research services?

That is a good question for the vendor. We reththem to help us penetrate several key
markets in the region. They have been deliverisglts. Their billings are within the range we
agreed upon at the outset of the engagement. Busrgthing seems to be going well, | haven’t
seen any reason to micromanage their billing proced

Do you have any examples of the work product thaimco produced as a result of
any or all of the work presented on these invoices?

Sure. | can name at least three, new clientsibatave as prospects due to the efforts of
Kimco. The potential future profits from these sgbeospects will dwarf the small amount we
are paying Kimco for their services.

Did a representative from Kimco physically visit his office or location to perform
the services represented on the invoices?

No. They can’t generate sales leads sitting hetla office. They are out in the field
promoting our company and securing leads. Thdtagytpe of thing that most of us here, being
from the home office, wouldn’t know how to do iretltocal market. That's the whole reason we
hired an outside consultant. Would you know howntirket our products in this region?

Did anyone from this office or location work withthe Kimco employee(s) during

their time on-site?

302



Journal of Forensic & Investigative Accounting
Vol. 4, Issue 2, 2012
| just told you, they do not do their work on-sitdney do their work in the field. And, no,
we do not accompany them on their fieldwork. | eak them about that, but | suspect they will
not want to train one of our people to do their. job

Isn’t your significant other named Kim?

I'm single. | date a lot. Kim is a common name.

We happen to know you did date a person named KinThis invoice appears to be
from a company owned by that person. Are you sureou don’t know who owns Kimco
Marketing?

Look, I've already told you | have an active sbdtfe. If you had a picture, | might
recognize her, but | don’t recall the name. Thia usiness deal anyway. My personal life
doesn’t have anything to do with my work performanc

(The instructor should disengage from the convensalong the way to work on their
cell phone, presumably to send a text messagetsighificant other.)

Could you please refrain from using your cell phonevhile we are visiting about this
invoice?

Oh, sure. | am just trying to keep up on my warKk don’t get behind on an important
assignment. I'll be done with this in a moment.

(The instructor continues their text message alid out loud while texting it K-1-M.)

Who was that message to?

It was to a vendor. | wanted them to know you'itpinking their invoice.

(The instructor abruptly gets up and goes to tmeputer and slowly but surely deletes
the directory labeled Kimco Marketing. If the intewers object, the instructor simply ignores

them. The instructor could leave it in the Rec\Rile to later remind students that it is still egsil
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accessible. Or, it can also be deleted from the/&tedin and you could discuss more
sophisticated tools that can recover deleted files.

Would you please focus on our questions?

Sure, but I've got work to do.

This is a fraudulent bill and the vendor did not provide any services to our
company. Why did you approve this bill?

| have no idea why you think this bill is fraudatel approve numerous bills every day
and | have no reason to believe this one is natinegte. What proof do you have that it is
inappropriate?

You had your significant other create a shell compay to bill us for services we have
not received. Why don’t you just admit this and male it easier on yourself?

| don’t know what you're talking about. | needget back to work. Are all auditors as
paranoid as you? I'm guessing you had an unpleasdldhood.

Lying will not help you. You could be fired for lying to us.

Have you reviewed the employment laws in this ¢guand my employment contract? |
cannot be terminated without cause. There is ngthirong with hiring a consultant to help us
with our marketing. If anything, | should get a pration for the idea.

So, you deny your involvement in this scheme?

There is no scheme.

Since you won'’t cooperate, we are going to recommenhat you be terminated.

Good luck. I don’'t want to continue this conversatf you're going to be that way.
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Table 1: Kimco Marketing Invoice

Kimco Marketing
Marketing Specialists for the Mexican Region
La Quemada 3909, Benito Juarez
03020 Ciudad de Mexico

INVOICE
February 20, 2011
Pat U. Lyonsack
E. Z. Pickens Conglomerate, S. A.
Andres Bello 29
Mexico City, Distrido Federal 11560 Mexico
+52 55 5519 4698
Invoice Number: 10001
DATE DESCRIPTION AMOUNT
1/10/2011 Marketing Fieldwork 3500.00
1/22/2011 Market Research 3000.00
2/1/2011 Marketing Support Services 3250.00
TOTAL DUE $ 9750.00

Please remit the total amount due within 10 days

Thank You,

LY

Holly nI|ke y, Billing Cle
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Source: Wells, Joseph T. 2003. Sherlock Holmes, GR#t 1 Journal of Accountancy. August:
88.
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Exhibit 2: The Fraud Examination Process — Albrechtet al.

uyers
i T,
S

Interview
suspect

Source: Albrecht, W. Steve, Conan C. Albrecht, CBadlbrecht, and Mark F. Zimbelman.
2009.Fraud Examination. 3¢ Edition: 208.
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