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Foreword

Iam pleased to write this foreword to the Fraud Examination Casebook with
Documents: A Hands-on Approach by William H. Beecken and Clark A.
Beecken, a redoubtable father-son team of forensic accountants. Bill has

been a seasoned forensic professional employed many years with the Federal
Deposit Insurance Corporation (FDIC) Office of Inspector General, aswell as the
Bureau of Alcohol, Tobacco, Firearms and Explosives (ATF). Clark is currently
working as a forensic auditor for the federal government.

Several years ago, as a faculty member in the School of Accountancy at
Kennesaw State University (KSU), I came to know Bill as a popular faculty
member at Southern Polytechnic State University—now the KSU Marietta
campus—who taught forensic accounting in an innovative way. At the end of
his course, it was part of the students’ end-of-term assignment to go through
the real-world experience of being deposed as an “expert witness” by the local
district attorney and overseen by a judge in the actual environs of theMarietta,
Georgia, courthouse. A couple of times, I was a member of the audience in
the courthouse, rather envious of Bill’s students who were being exposed to a
mock-trial scenario. Hence, I enthusiastically commend and recommend Bill’s
idiosyncratic interpretation of a hands-on approach!

Frommyveryfirstmeeting, Clark appeared to be a chip off the old block, cut
of the same cloth, the apple that doesn’t fall far from the tree, etc.—sharp, inci-
sive, and blessed with the technological adeptness and adroitness that comes
with having grown up digital. So, I am not surprised that he has left his indeli-
ble mark on the book by focusing on Microsoft Excel, the industry standard for
spreadsheets, featuring calculation, graphing tools, pivot tables, and such.

Among other things, this practical fraud casebook does a wonderful job
of showing how Excel PivotTables may be profitably deployed—not only to
summarize a huge amount of data but also to help trace Excel Pivot red flags
back to source documents to understand the flow of money. After all, much
of forensic accounting can be usefully described as the work of understanding

ix
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and investigating people, money, and associated patterns of behavior with
great tenacity—colloquially described as the “follow the money” approach.
Suchwork cannot be carried out without sophisticated data analysis in today’s
data rich, information poor (DRIP) world.

It is one thing to appreciate the scope and reach of forensic accounting at
a conceptual level; quite another to get your hands dirty with data, and rec-
ognize the power of data-driven insights and solutions. This book admirably
makes that bridge from theory to practice happen. Rather than “handwaving,”
you become hands-on—you don’t just talk, for talk is cheap, but you actually
perform analyses and learn to manipulate data statistically to yield relevant
and meaningful information. This information helps you gather evidence and
arrive at inferences that support or challenge your hypotheses—a most excit-
ing endeavor.After all, it is such information that cangreatlyhelp buttress one’s
arguments, defend one’s position, persuade others in courtroom contexts, and
thus, help win cases.

Dr. Sridhar Ramamoorti, ACA, CPA/CITP/CFF/CGMA, CIA, CFSA,
CGAP, CRMA, CFE, CGFM, CRP, MAFF

Associate Professor of Accounting, School of Business Administration,
University of Dayton, Ohio

Managing Principal, The Behavioral Forensics Group, LLC
(www.bringingfreudtofraud.com)

MEMBERSHIPS

Standing Advisory Group, Public Company Accounting Oversight Board,
2014–2016

Forensic Accounting Advisory Board, Georgia Southern University, 2015–
Board of Trustees, Financial Executives Research Foundation, 2016–
Litigation Forensics Board, National Association of Certified Valuators &

Analysts, 2016–
Lead author, A.B.C.’s of Behavioral Forensics (Hoboken, NJ: John Wiley & Sons,

2013)

http://www.bringingfreudtofraud.com
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Preface

Professors of graduate and undergraduate Fraud Examination courses
often instruct students from a survey-level textbook and, if available,
supplement their course with guest lecturers who work in the field.

Those new to Fraud Examination often simply read a Fraud Examination
textbook, specialized book dealing with some aspect of fraud, or study for the
CFE Exam. Students usually complete a typical Fraud Examination coursewith
general knowledge of complex human behaviors like greed and deception, a
broad understanding of what fraud is and how fraud is committed, prevented,
and resolved. However, they gain little or no hands-on experience using life-like
accounting documents, databases, or witness interviews. They also do not
learn how to apply Fraud Examination techniques like horizontal, vertical,
and ratio analysis. Learning Fraud Examination theory is not enough to do
the job effectively; “knowing” is different from “applying.”

This casebook was developed with a hands-on concept similar to that used
to train federal special agents. It provides students and those new to Fraud
Examination with cases based on real Fraud Examinations. The exercises
take them from predication (e.g., receipt of allegations given in a case sce-
nario) through producing a written report, schedules, and court-room ready
audio-visuals, which are ready for examination and cross-examination by
attorneys in depositions, hearings, or trials. It gives the students and those
new to Fraud Examination cradle-to-grave experience, painstakingly spread-
ing and analyzing accounting documentation and related data, preparing
audio-visuals to simplify the complex, and preparing a report that ade-
quately discusses the Fraud Examination, schedules, and audio-visuals to an
uninformed reader (e.g., an attorney). Students and those new to Fraud Exam-
ination learn such Fraud Examination techniques as horizontal and vertical
analysis, examining the front and back of canceled checks, decoding debit card
transactions, vouching to supporting documents, examining edits to digital
information, using simple data analytics, and preparation of audio-visuals to

xi
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simplify the complex. As with real Fraud Examinations, the students and those
new to Fraud Examinationmust think outside of the box and connect the dots,
often reading and rereading the scenario and examining and reexamining the
accounting documents and witness interviews. Like in real life, they do not
receive all of the information they would like to have.

The information theyneed is present in the case, but theyhave to dig deeply
to find it all. In those courses where the professor uses a mock fraud trial as
an additional teaching tool, a prosecutor and defense attorney can use the fin-
ished product to painfully examine and cross-examine students on the results
of their completion of these exercises (Fraud Examination reports, schedules,
and audiovisuals).

This work is the outgrowth of three earlier versions of the first two fraud
cases, which were used to augment Fraud Examination courses at a state uni-
versity (on-the-ground) and private university (online). Starting with the first
Fraud Examination course students in the on-the-ground coursewere required
to prepare reports, schedules, and audiovisuals and thenmeet in groups to pre-
pare for the final examination: a mock fraud trial before a real judge, prose-
cutor, and defense attorney. During the pre-trial period, teams were selected
for the defense and prosecution attorneys, and team reports, schedules, and
audiovisuals were exchanged under discovery. Attorneys taught a session in
how to testify as an expert witness and films were shown on the tips, tricks,
and traps of testifying. During cross-examination, students quickly found out
how inadequatework,misspokenwords, and/or fear of the unknown impacted
the effectiveness of their testimony on the results of their Fraud Examinations.
Those teams that prepared most often did the best.

Based on prior experience, the first two cases are the most that should be
used to supplement an undergraduate Fraud Examination course. It takes four
to eight hours for each assignment to individually complete with worksheets
and another eight to ten hours for teams to prepare reports, schedules, and
audiovisuals. Considering the more intense writing requirements for graduate
programs, graduate Fraud Examination students can and should work all five
cases. Those new to Fraud Examination may take more or less hours depend-
ing on their experience level. Expect the first set of reports, schedules, and
audiovisuals (fraud case 1) to be substandard. However, those that follow
review comments often provide much improved products with the second
set of reports, schedules, and audiovisuals (fraud case 2). The forensic data
analytics case (case 4) is provided so business schools can introduce students
to forensic data analytics. The “how-to” session provides an overview of Excel
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Pivot. Finally, the conspiracy/loan fraud case was added to bring the serial
cases full circle and emphasize that frauds may not be committed alone.

Writing this book came out of a need to provide students with a work-
ing knowledge of simple fraud cases and an avenue to quickly become Fraud
Examiners. Frompast experience, graduatesmust firstwork as auditors, claims
adjusters, forensic accountants, investigators, and so forth before getting an
opportunity to enter the field. To get them entry-level positions right out of
college required a large number of volunteers: guest lecturers, employers with
Fraud Examination internships, and attorneys and CFEswilling to spend hours
holding a mock fraud trial where students would testify as expert witnesses.

The following spoke about their real-world experience: Lew Brendle, J.D.,
Laurie Dyke, CFE CPA, Karen Fortune, CFE CPA, James F. Hart, CPA/ABV,
CFE, Scott Hilsen, J.D, CFE, Tim Huhn, CFE, Phil Hurd, CISSP CIA, Deputy
Chief Assistant District Attorney (White Collar Crime) John Melvin, J.D., David
Sawyer, CFE, CPA, Special Agent Gary Sherrill, CFE, and Thomas Taylor, CFE.
The Cobb County District Attorney’s Office, Georgia Institute of Technology,
and IAG Forensics & Valuation provided Fraud Examination internships. The
following CFEs devoted days getting students prepared to testify as expert
witnesses: Laurie Dyke, CFE CPA, Karen Fortune, CFE CPA, Luke Thomas, CFE
CPA, and many of their junior associates with IAG Forensics & Valuation. The
following attorneys and magistrates participated as judges and attorneys at
the annual mock fraud trials: John Capo, J.D., Scott Poole, J.D., and Chief Judge
Allen Wigington (Pickens County), Victor Hartman, J.D., CFE, CPA (former
FBI District Counsel), and District Attorney Victor Reynolds, J.D., Deputy Chief
Assistant District Attorney (White Collar Crime) John Melvin, J.D., Deputy
Chief Assistant District Attorney (Major Litigation) Michael Carlson, J.D., and
Assistant District Attorney Jason Marbutt, J.D. (Cobb County). In addition,
thanks to the academic assistance provided by Donald Ariail, Ph.D., CFE, CPA
and Sridhar Ramamoorti, Ph.D., CFE, CPA, CIA.

Finally, Clarkand Iwant to thank Jeanne, ourmother andwife, respectively.
She has had to persevere through countless hours of solitary living while we
wrote this casebook.Without her love and understanding, this casebookwould
not have been written.
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Overview of the Serial
Fraud Cases

(A Family of Fraudsters)

WHEN YOU EXAMINE AN ALLEGED FRAUD, many of the facts are not
readily apparent. Fraud examiners must dig up the hidden facts.
In this casebook, youwill learn a few fraud examiner tools and how

to prepare a fraud examination report, associated schedules, and trial-ready
audiovisuals.

Fraud examiners work in public and private entities: law enforcement
agencies, insurance companies, Certified Public Accounting (CPA) firms,
Certified Fraud Examination (CFE) firms, consulting firms, and corporate and
university internal audit departments, to name a few. In these cases, you
are working for an independent forensic accounting firm that specializes in
forensic accounting and fraud examination. You work for an attorney under
attorney-client privilege (i.e., your report is not readily available to other
parties).

Fraudsters have hidden personal and/or financial problems that function
as the pressure (motive) for committing the fraud. In these cases, youmust dis-
cover their hidden problems by response to the requirements of the insurance
contract, subpoena, and after serving a properly signed authorization to release
financial records to the correct source and requesting the correct information.
If you want to learn more about hidden personal and/or financial problems,
review the doctoral research of Donald R. Cressey.

All five cases in this book are connected via marriage. Greg and Tonya
Larsen are husband and wife and their finances are intertwined. Greg’s
finances impacts Tonya’s finances, and vice versa. Greg owns and operates
Larsen Convenience Store, Canton, Georgia, as a sole proprietorship. Tonya is
the office manager for Anderson Internal Medicine in Lawrenceville, Georgia.
As a sole proprietor, Greg must file an Internal Revenue Service (IRS) Sched-
ule C (Profit or Loss from Business—Sole Proprietorship) with his personal
federal income taxes.

1

Fraud Examination Casebook with Documents: A Hands-on Approach, William H. Beecken and Clark A. Beecken
© 2017 John Wiley & Sons, Inc. Published 2017 by John Wiley & Sons, Inc.
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FRAUDULENT FINANCIAL STATEMENTS

Around midnight on December 31, 2015, a fire breaks out at Larsen Conve-
nience Store.

Under his business insurance policy, Greg must submit a proof of loss
and financial documents to his insurance company and submit to an exam-
ination under oath (EUO). Insurance companies often hire independent
forensic accounting firms to perform a business interruption (BI) calculation
that covers the loss of income as a result of the disaster. The BI calcula-
tion, which is also used as a fraud examination tool, includes net profits
that would have been earned, fixed costs that continue to be incurred
during the business interruption, and reimbursement of reasonable extra
expenses. The calculation starts with a horizontal and vertical analysis
of several months, quarters, or years of financial statements (whatever is
available). This analysis often detects anomalies for closer examination and
is used to calculate an estimate of the actual loss. It also detects trends
(e.g., seasonality, increases/decreases in revenue and expenses) and can
be compared to benchmarks (comparisons with similar-sized companies
in the same industry), budgets, and required reports to franchisers and
industry suppliers.

In large or suspicious disasters, insurance companies also hire attorneys
to conduct the EUO. Crucial to developing EUO questions is the BI and/or fraud
examination report.

The BI calculation often takes four to eight months because of delays in
receiving needed financial information. During this period, the insured often
receives no income from the business.

CHECK FRAUD, DEBIT CARD FRAUD, CASH LARCENY

Just after Greg submits the proof of loss and requested financial documents
(last three IRS individual tax returns [including Schedules C] and last three
SBA personal financial statements) to the insurance company in late March,
Anderson Internal Medicine receives a call from its banker. The business
checking account is overdrawn by thousands of dollars. Working late into the
night, Tonya changes IDs and passwords, shreds patient billing files, and quits.
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Tracing Excel Pivot Red Flags Back to Source Documents ◾ 3

FRAUDULENT EDITS/ADJUSTING JOURNAL
ENTRIES TO CASH RECEIPTS

After Tonya quits, Jennifer Anderson discovers adjustments to cash receipts.
You previously noted from your bank reconciliation that there is a signif-

icant amount of missing cash. You follow up on Dr. Anderson’s discovery and
perform additional work to identify the reason for the difference, the method of
concealing the difference, and quantity of the money stolen.

EXCEL PIVOT ANALYZES AND SUMMARIZES
A HUGE AMOUNT OF DATA

You have spread six months of transactions (October through February) from
the Anderson Internal Medicine bank statement. What does it mean? What
other trends or interesting facts do you find? Youwill learn and use Excel Pivot,
an easy touse data analytics function inside of Excel. It is easy touse andquickly
analyzes, summarizes, and presents your data in a simplified format.

Dig deep! Not all company names listed on the bank statements are what
they seem. For example, a $3,000 debit payment to MG Sports Grill is actu-
ally $3,000 paid to Marti Gras Atlanta (a strip club). Youmight find purchases
for expensive entertainment, food and drinks, or travel. Are they applicable to
Anderson Internal Medicine?

TRACING EXCEL PIVOT RED FLAGS BACK
TO SOURCE DOCUMENTS AND DOCUMENTING
THE FLOW OF MONEY

In analyzing six months of transactions from the Anderson Internal Medicine
bank statement, you detect a $36,000.00 deposit from Greg Larsen and a
number of disbursements that appear to benefit Greg Larsen, including one to
a casino. What do these red flags mean? Why are these transactions funneled
through Anderson Internal Medicine instead of Larsen Convenience Store?
Is there a conspiracy, money laundering, or some other activity involved?
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4 ◾ Overview of the Serial Fraud Cases

Although you thought you had completed Larsen Convenience long ago,
these provide new leads that must be followed. Learn how to prepare the
wording for subpoenas so you can trace forwards and backwards to the orig-
inating transaction. Learn how to document the flow of money from several
bank accounts on schedules and simplify the movement via audiovisuals.
Do you need an addendum to your report?
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1CHAPTER ONE

Case 1: Fraudulent Financial
Statements

1-1 LARSEN CONVENIENCE STORE: USING
ANALYTICAL PROCEDURES IN DETECTING
FINANCIAL STATEMENT FRAUD

Learning Objective

After completing and discussing this case, you should be able to:

1. Review and analyze financial statement information relating to a com-
pany’s balance sheet and income statement accounts using horizontal
and vertical analysis method.

2. Identify potential fraudulent financial accounts for closer scrutiny.
3. Understand one method used to estimate the loss from the destruction of

the out-of-sight (destroyed) inventory (cost of goods sold as a percent of
gross receipts).

4. Be able to use one ratio (days sales of inventory) to detect potentially mis-
stated inventory balances.

5

Fraud Examination Casebook with Documents: A Hands-on Approach, William H. Beecken and Clark A. Beecken
© 2017 John Wiley & Sons, Inc. Published 2017 by John Wiley & Sons, Inc.
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6 ◾ Case 1: Fraudulent Financial Statements

HISTORY BEHIND THE FRAUD CASE:

In one of the author’s fraud cases, an incendiary device destroyed a
franchised grocery store at 3:00 a.m. on December 31. The Special Agent

in Charge (SAC) of the investigation wanted the case agent to close the
case because the store experienced its best year ever. Why would the
owner destroy a profitable business? At the time the request was made,
two cause-and-origin teams concluded that the torches poured over 30
gallons of gasoline that caused a massive explosion, which blew the front
windows several hundred feet into the parking lot, warped huge girders,
and propelled a concrete wall into the street almost killing a motorist. The
case agent pleaded with the author to give the financial information a
second look to avoid closing the criminal investigation.

A quick horizontal and vertical analysis of gross receipts, beginning
and ending inventory, cost of goods sold, and gross receipts highlighted a
potential material misstatement with the ending inventory. Ending
inventory was over $300,000 higher and gross and net profits were
substantially higher than in the prior three years. Telephone calls to the
primary vendors revealed that the owner was delinquent and they had
forced him to sign promissory notes and pay for all future shipments
cash-on-delivery (COD). Agent interviews documented that the shelves
were almost bare at the time of the fire.

A physical inventory taken at night 90 days before the fire was unusual.
Instead of being taken during the day by professional inventory takers, it
was allegedly taken by the owner and his tax accountant (a felon) late at
night on a weekend. A handwriting analysis of the physical inventory tapes
indicated that the tapes were not made by the owner or tax accountant.
Thinking that the handwriting was that of the head teller, the case agent
and author interviewed her. When confronted, she cried and then admitted
to making up the ending inventory after the fire (and not 90 days before the
fire) in the tax accountant’s office a week after the fire. The fraud
examination of the bank checking account and loan records revealed over
600 insufficient funds charges involving the owner and tax accountant and a
bank loan made before the fire to help stop a constant overdraft of the
owner’s checking account. It also detected check kiting between the owner
and tax accountant. A painstaking roll-forward of the inventory from the
prior accounting period and benchmarks confirmed the material
overstatement. The author testified as an expert witness for four days.

The jury convicted both the owner and tax accountant. The judge
sentenced both to ten years; however, both were paroled after three years.
Because the owner did not pay the $1 million in restitution that started on
the day he was released, a probation revocation hearing was held. During
his incarceration, the owner’s wife and daughter liquidated and spent his
assets. The judge sent the owner back to prison for the remainder of
his sentence.
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Introduction

Analytical procedures are powerful forensic accounting tools in conducting a
fraud examination. When financial statements (balance sheet, income state-
ment, and statement of changes) are available in whole or in part, analytical
procedures can be useful as a starting point in a Fraud Examination. In an ideal
world, the fraud examiner has a full set of financial statements (audited state-
ments, reviewed statements, or compiled statements that are neither audited
nor reviewed). In some cases, the fraud examiner has to work with only par-
tial financial statements, for example, income statements (e.g., IRS Schedules
C, proprietorship income tax returns) or balance sheets (e.g., personal financial
statements given to a financial institution).

Analysis of these documents can provide leads and/or corroborative
evidence that support other types of evidence (e.g., interviews and supporting
financial documentation).

This case teaches the use of horizontal and vertical analysis of an income
statement and personal financial statement. It also teaches the calculation
of selected financial ratios to augment the horizontal and vertical analysis.
In addition, it teaches one method for estimating out-of-sight inventories
(e.g., inventories destroyed by fire, flood, or other catastrophe) using the cost
of goods sold to gross revenues method. For extra credit (25 points), you may
research and roll-forward the October 31, 2016, physical inventory to the
date of destruction; adding purchases (which are at cost) and subtracting sales
(which must be reduced from retail price at cost).

Normally, income statements prepared for tax purposes and personal
financial statements are prepared separately and at different times of year and
cannot be used together. In some cases, you can use both. Therefore, when
conducting a fraud examination, you need to step back and determine what
financial documents can be connected.

From experience with arson-for-profit cases, many proprietorship arsons
take place at or near the end of the year. According to IRS regulations, end-
ing inventory should be at or near yearend. Financial institutions often require
its commercial loan customers to provide them with Small Business Adminis-
tration (SBA) (or similar) personal financial statements at the beginning of the
year. Since both documents are prepared around the same time, you may be
able to use one (IRS Schedule C) as an income statement and the other per-
sonal financial statement) as the related balance sheet for ratio purposes. Note:
Bank personal financial statements may not be a true balance sheet—the per-
sonal financial statement when a proprietorship is involved often includes both
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personal andbusiness assets and liabilities aswell as personal sources of income
(e.g., a spouse’s salary).Accordingly, youmayhave to separate the personal and
business assets and liabilities, as you will do in this case.

Net profit and loss and assets and liabilities may not be accurate. Through
the following analyses, you will detect material abnormal balances from the
facts of the case as well as by vouching1 the totals listed on the statements back
to original accounting documents (e.g., vendor bills, invoices, and summary
statements, bank/mortgage loan statements, etc.) and determine what addi-
tional fraud examination steps, if any, should be taken.

Background

Three months before Tonya Larsen walked out of Anderson Internal Medicine,
a suspicious incendiary fire took place at her husband’s convenience store in
Canton, Georgia. As with most casualty claims, the examination of the claim
takes months to complete as the company files a proof of loss and provides
requested documentation, fraud examiners prepare business interruption
calculations, and the attorney prepares for and then takes the insured’s
examination under oath (EUO). Under the standard insurance contract, the
insured (Greg Larsen) must (1) provide requested financial documents and
(2) submit to a EUO by an attorney hired by the insurance company. If the
insured does not, he/she will not be paid for their loss.

The fire started at Larsen Convenience Store in Canton, Georgia, around
midnight on December 31, 2015, and completely burned all of the structure
and contents to the ground. Agents from the State Fire Marshal’s office and
independent cause and origin experts hired by the insurance company con-
ducted a cause and origin investigation of the fire scene anddetermined that the
firewas incendiary (i.e., intentionally set as opposed to being caused bynatural,
mechanical, or electrical causes). The deputy fire marshals and experts found
four sources of ignition. Georgia Bureau of Investigation chemists analyzed car-
pet and wood samples identified by arson dogs at the fire scene and found the
samples to contain hydrocarbons in the same category as gasoline. Insurance
company special agents also asked Greg Larsen the following questions:

1. Who discovered the fire?
2. How was he notified of the fire?

1Vouching is anauditing term indicating the examinationof anumber of a financial
statement (total number or individual transaction) back to documentary evidence
or supporting documentation.
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3. Who was the last person in the building?
4. Who has keys to the building?
5. Did he notice any unusual activity before the fire?
6. Is he the owner or the tenant?
7. What is the location of flammables, utilities, etc.?
8. Did he know of any fire hazards and flammable liquid storage?
9. How were the business and his personal finances at the time of the fire?

Among his answers, Greg Larsen said that he (his business) had just completed
its best year ever, sales andnet profitswere significantly higher thanprior years.
Larsen also stated that he rented the building from J. L. Jensen LLC for $1,000
amonth and had 24months left on his lease. Larsen told the agents that surely
a pyromaniac or someone with a grudge lit the fire.

Because the cause was an incendiary fire, Southern Appalachian Insur-
ance assigned the follow-up civil investigation to its Special Investigative Unit
(SIU) and expanded the services of Alexander Z. Boone to include the casualty
loss claim. On March 18, 2016, Greg Larsen filed the proof of loss with South-
ernAppalachian Insurance for the loss of his inventory, shelving, and leasehold
improvements and business interruption (lost net profits and continuing
expenses). As requested by the attorney, Greg Larsen also provided financial
records, including the 2013, 2014, and 2015 federal income tax returns and
January 7, 2014, 2015, and 2016 SBA personal financial statements filed
with Sharptop Bank, and a physical inventory he took on October 31, 2015.
The 2015 federal income tax return shows that Greg Larsen had his best year
ever, having net income totaling $130,458. With such a great net income,
Attorney Boone thought that Greg Larsen had no financial motive to burn
his store.

Thus far, the SIU special agents found:

1. Greg Larsen primary suppliers, Georgia-Tennessee Fuel Partners, Sham-
rockGroceries, Discount Tobacco Supply,Marietta Beverage Company, and
Jenkins Media Services had required Greg Larsen in early November 2015
to sign promissory notes for their respective unpaid balances. Instead of
cutting himoff, eachmade future deliveries subject to cash on delivery. The
special agents had Greg Larsen sign an Authorization to Release Financial
Records and obtained records from the vendors and Georgia Department
of Revenue.

2. Regular customers of Larsen Convenience stated that in the days leading
up to the fire, Larsen did not carry their brand of beer, snacks, and tobacco.
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In fact, the beer and tobacco inventory looked low (i.e., half the tobacco
bins behind the counter were empty).

3. Larsen had a sale on paper towels, which sat on a pallet in the center of the
store.

4. Several years ago, Greg Larsen had a heated argument with his nephew,
an employee of the store, in the parking lot. Greg Larsen jumped into his
truck, backed it up in anger, and accidently ran over and killed his nephew.
His sister and brother-in-law sued him in state court for wrongful death
and won a $500,000 judgment. The state court judge handed down his
decision inmid-October2013.Theappellate court affirmed the lower court
decision in September2014, and theGeorgia SupremeCourt denied certio-
rari inMay 2015. The denial of certiorari had the direct effect of upholding
the appellate court’s decision and making the $500,000 judgment a col-
lectible debt. In July 2015, SouthernAppalachian Insurance paid his sister
and brother-in-law $75,000, the limit of the business liability insurance
policy. In September 2015, his sister and brother-in-law obtained a court
order and subsequently seized the funds in his business bank account and
put a lien on his business assets.

5. Greg and Tonya Larsen were in arrears on their mortgage at the end of
December and potentially facing foreclosure unless they came upwith sev-
eral thousand dollars.

Summary Requirements

Your role in the examination of the Greg Larsen has been expanded by
Alexander Z. Boone to perform the following under attorney-client privilege:

◾ A financial condition (solvency) analysis of Greg Larsen’s business (Larsen
Convenience Store) at the time of the fire

◾ Review the claimed casualty loss and determine the estimated inventory
loss on the fire date

Before proceeding, read the documents in Chapter 7, section 7-1, “Larsen
Convenience Store.” As youwork the case, youwill have to read and reread the
documents to fully understand the evidence.

Study section 1-2 on How to Perform a Vertical and Horizontal Analysis that
follows this case before conducting the specific requirements relating to this
analysis.
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The results of your assignmentwill be used by the attorney during the EUO.
Your assignment (in general) is, as follows:

1. Perform a financial condition analysis of Larsen Convenience as of the fire
date, using the tax returns, SBApersonal financial statements, October 31,
2015, physical inventory, and all information at your disposal. Among
other procedures,
a. Perform two separate vertical and horizontal analyses of the 2013–

2015 Schedules C and January 7, 2014, 2015, and 2016 SBA personal
financial statements. Highlight material differences.

b. Calculate the 2015 estimated ending inventory using the cost of goods
sold/gross revenues method using the tax returns:
i. Calculate the average cost of each product line (e.g., beverages, gro-
ceries, tobacco) and associated average gross revenue (e.g., revenue
groceries/food) for 2013and2014byadding the totals for bothyears
and dividing result by 2.

ii. Divide the average cost of each product line by the average gross
revenue.

iii. Multiply the result by the associated 2015 gross revenue to derive
the estimated 2015 cost of product line (e.g., cost of beverages, gro-
ceries, and tobacco).

iv. Back into the estimated 2015 ending inventory by adding beginning
inventory and purchases and then subtracting the estimated 2015
cost of product.

v. Recalculate the gross profit and net profit.
vi. Repeat for each of the ending inventories that appear to be

overstated.
2. Calculate the Days Sales of Inventory ratio for December 31, 2013, 2014,

and 2015 for total, groceries, beverages, and tobacco sales.
3. Determine the types of alleged frauds perpetrated by Greg Larsen related

to reporting the financial data for Larsen Convenience. DO NOT allege
arson!

4. Prepare a report and associated schedules using the sample report and
schedules.

5. Prepare audiovisuals (e.g., charts, summary schedules, and/or graphs of
yourchoice) to simplify thesecomplexaccounting issues.Hint:Comparison
of balance sheet and incomestatementassertions (e.g., inventoryat the end
of theyears2013,2014,and2015)makeeasy tounderstandaudiovisuals.
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The initial steps (see exercises) are to be completed individually. You may
confer online on strategy, but do your own work. In particular, each student is
to schedule and analyze the tax returns and SBA personal financial statements
using Excel, calculate the days sales of inventory ratio, and submit their Excel
working papers for grades. These steps will be performed as a series of graded
exercises designed to walk you through the process.

The final exercise is a team project. Each team will submit a final exami-
nation report addressed to the attorney for Southern Appalachian Insurance,
accompanying set of schedules, and audiovisuals for a grade. Each team is to
select a team leader, who assigns various tasks to each member of the team,
emails a list of each student’s assignment, and emails the final deliverables.
The team leader is responsible for quality control and should not take on any
additional tasks.

Accuracy Certifications and Potential False Statements

When examining financial statements, be aware that most common financial
documents have certifications as to the accuracy of the submitted information
above or below the signature line.Whoever knowingly prepares and/or submits
MATERIALLY untrue, inaccurate, incomplete, or misleading information can
be prosecuted for making MATERIAL misstatements.

In this case, you will examine IRS Forms 1040, SBA Personal Financial
Statements, and a Sworn Statement in Proof of Loss. All three have accuracy
certifications.

IRS Form 1040

Under penalties of perjury, I declare that I have examined this return
and accompanying schedules and statements, and to the best of my
knowledge andbelief, they are true, correct, and complete. Declaration
of preparer (other than taxpayers) is based on all information of which
preparer has any knowledge.

Small Business Administration (SBA) Personal Financial Statement

CERTIFICATION: (to be completed by each person submitting the information
requested on this form)

By signing this form, I certify under penalty of criminal prosecution
that all information on this form and any additional supporting infor-
mation submitted with this form is true and complete to the best of
my knowledge. I understand that SBA or its participating Lenders or
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Certified Development Companies or Surety Companies will rely on
this information when making decisions regarding an application for
a loan or a surety bond. I further certify that I have read the attached
statements required by law and executive order.

Sworn Statement in Proof of Loss

Any person who knowingly and with intent to injure, defraud or
deceive any insurance company files a statement of claim containing
any false, incomplete or misleading information is guilty of a felony of
the third degree.

When Contacting Law Enforcement, Do Not Forget
the IRS Criminal Investigation Division (CID)

When you have completed your fraud examination, your client, employer, or
insurance may want to refer your findings to local law enforcement. Often,
alleged fraud cases prosecuted at the local level result in probation and no
prison due to overcrowding. Fraudsters are not violent criminals. IRS regu-
lations require that ill-gotten gains be reported on the fraudster’s income tax
return. However, when fraudsters steal money, they often do not report it on
their income tax returns. If IRS CID takes the tax evasion case and it goes to
trial, fraudsters often receive sentences of 44 to 48 months incarceration. In
one fraud examination, the fraudster stole an average of $12,000 a month for
three years. The local detective said he had never seen more than probation
given. IRS CID took the case, and two years later the fraudster was convicted
and sent to jail for 44 months.

1-2 HOW TO PERFORM A HORIZONTAL, VERTICAL,
AND RATIO ANALYSIS

Learning Objective

After reading this synopsis, you should be able to:

1. Horizontally spread fraudulent data (e.g., from balance sheets, income
statements, monthly inventory summaries).

2. Where applicable, add common-sized ratios.
3. Identify horizontal and vertical anomalies (e.g., an account where the bal-

ance materially increased or decreased in comparison with prior periods)
and/or trends (e.g., seasonality in the revenue account).

4. Estimate the actual amount of amaterial anomaly (e.g., ending inventory).
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Introduction

Horizontal and vertical analysis is a tool to compare common financial infor-
mation that is recorded monthly, quarterly, and/or annually. The more data
points available (36 monthly versus three annual financial statements) the
better the analysis of trends (e.g., seasonality, steadily increasing or decreasing
revenues, steadily increasing or decreasing expenses) and abrupt changes
(e.g., huge quarterly decreases in certain expenses like salaries and wages). By
itself, or combined with ratio analysis between financial statements (e.g., days
sales in inventory and days sales in receivables), the fraud examiner can use
this tool to pinpoint accounts that require further examination (e.g., obtaining
and examining documents and/or conducting interviews).

Below is a discussion of horizontal, vertical, and ratio analysis using only
three annual income statements (IRS Schedules C, Profit or Loss for a Propri-
etorship). Similar analysis can be performed for 12 quarterly or 36 monthly
unaudited financial statements (balance sheet, income statement, and state-
ment of cash flow) aswell as other financial information like comparative phys-
ical inventories.

Steps in Performing a Horizontal and Vertical Analysis

Performing a horizontal and vertical analysis on a spreadsheet is a multistep
process.

STEP 1: Schedule the Data

Schedule the financial information. Below is an IRS Schedule C (Proprietor-
ship Profit & Loss Statement) from an individual’s tax return. You can schedule
other sets of financial information like balance sheets, specific account totals
by month, quarter, or year (e.g., customer accounts receivable totals, accounts
payable totals, inventory totals, monthly purchases by type).

From Schedules C

2013 2014 2015

Gross receipts $320,000 $350,000 $300,000

Beginning inventory 90,000 95,000 99,000

Purchases 250,000 275,000 235,000

Ending inventory 95,000 99,000 145,000

Cost of goods sold $245,000 $271,000 $189,000

Gross profit $75,000 $79,000 $111,000
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From Schedules C

2013 2014 2015
Advertising 700 900 1,000

Car & truck expenses 6,000 6,000 6,000

Insurance 3,000 3,000 4,000

Interest—other 100 1,600 1,800

Legal & professional 750 750 15,000

Office 395 950 550

Rent 10,800 10,800 10,975

Repairs 900 1,200 1,655

Supplies 1,500 1,668 3,000

Taxes & licenses 1,800 1,200 1,500

Utilities 4,000 4,000 5,900

Wages 4,000 4,000 1,666

Total expenses $33,945 $36,068 $53,046

Net profit/loss $41,055 $42,932 $57,954

STEP 2: Add Common-sized Ratios

Add common-sized percentages (e.g., use gross receipts as the base for income
statements, total assets as the base for balance sheets, total inventory for inven-
tory summaries). Do not clutter the percent column with unneeded decimals
(like 28.1% or 28.15%). Round up unless specificity is needed.

From Schedules C

2013 % 2014 % 2015 %
Gross receipts $320,000 100% $350,000 100% $300,000 100%

Beginning
inventory

90,000 28% 95,000 27% 99,000 33%

Purchases 250,000 78% 275,000 79% 235,000 78%

Ending inventory 95,000 30% 99,000 28% 145,000 48%

Cost of goods
sold

$245,000 77% $271,000 77% $189,000 63%

Gross profit $75,000 23% $79,000 23% $111,000 37%

(continued)
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From Schedules C

2013 % 2014 % 2015 %
Advertising 700 0% 900 0% 1,000 0%

Car & truck
expenses

6,000 2% 6,000 2% 6,000 2%

Insurance 3,000 1% 3,000 1% 4,000 1%

Interest—other 100 0% 1,600 0% 1,800 1%

Legal &
professional

750 0% 750 0% 15,000 5%

Office 395 0% 950 0% 550 0%

Rent 10,800 3% 10,800 3% 10,975 4%

Repairs 900 0% 1,200 0% 1,655 1%

Supplies 1,500 0% 1,668 0% 3,000 1%

Taxes & licenses 1,800 1% 1,200 0% 1,500 1%

Utilities 4,000 1% 4,000 1% 5,900 2%

Wages 4,000 1% 4,000 1% 1,666 1%

Total expenses $33,945 11% $36,068 10% $53,046 18%

Net profit/loss $41,055 13% $42,932 12% $57,954 19%

STEP 3: Analyze Dollars and Percentages Horizontally and Vertically

Analyze vertically and horizontally for anomalies in dollars and by percentages
(e.g., trends up or down, abnormal common-sized ratios, abrupt changes in
account totals). In the following example, the 2015 ending inventory is signifi-
cantly higher than the prior two years in both dollars and as a percent of gross
receipts. Similarly, interest is up slightly, but legal and professional expenses
increased significantly, while wages are materially lower.

From Schedules C

2013 % 2014 % 2015 %
Gross receipts $320,000 100% $350,000 100% $300,000 100%

Beginning inventory 90,000 28% 95,000 27% 99,000 33%

Purchases 250,000 78% 275,000 79% 235,000 78%
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From Schedules C

2013 % 2014 % 2015 %

Ending inventory 95,000 30% 99,000 28% 145,000 48%

Cost of goods sold $245,000 77% $271,000 77% $189,000 63%

Gross profit $75,000 23% $79,000 23% $111,000 37%

Advertising 700 0% 900 0% 1,000 0%

Car & truck
expenses

6,000 2% 6,000 2% 6,000 2%

Insurance 3,000 1% 3,000 1% 4,000 1%

Interest—other 100 0% 1,600 0% 1,800 1%

Legal & professional 750 0% 750 0% 15,000 5%

Office 395 0% 950 0% 550 0%

Rent 10,800 3% 10,800 3% 10,975 4%

Repairs 900 0% 1,200 0% 1,655 1%

Supplies 1,500 0% 1,668 0% 3,000 1%

Taxes & licenses 1,800 1% 1,200 0% 1,500 1%

Utilities 4,000 1% 4,000 1% 5,900 2%

Wages 4,000 1% 4,000 1% 1,666 1%

Total expenses $33,945 11% $36,068 10% $53,046 18%

Net profit/loss $41,055 13% $42,932 12% $57,954 19%

STEP 4: (Optional) Estimate the Impact of the Anomaly

The previous analysis detects some material differences. In the example
above, ending inventory is a material anomaly (45% of gross receipts versus
28–30% of gross receipts in prior years). This anomaly overstates assets on
the balance sheet (ending inventory) and understates gross and net profit
on the income statement. In such circumstances you may want to estimate
the impact of the anomalies. One method for estimating the ending inven-
tory is the cost of goods sold/gross receipts method, which is demonstrated
as follows.
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Using the Periodic Inventory Formula

NOTE: Below is an example of the periodic inventory method where the
company takes a physical inventory. The physical inventory is subtracted from
the goods available for sale.

Take a Physical Inventory Example

Beginning inventory $100,000

Plus: Purchases 300,000

Equals: Goods available for sale 400,000

Minus: Ending inventory (B/S) (75,000)

Equals: Cost of goods sold (I/S) $325,000

NOTE: The periodic inventory method is reversed when the company cannot
take an ending inventory (e.g., inventory is destroyed). The example takes num-
bers for the comparative schedules above.

First, estimate the cost of goods sold by dividing the average cost of goods
sold by the average gross receipts from prior periods (using the previous
example).

2013 2014 Average

Cost of goods sold $245,000 $271,000 $258,000

Gross receipts $320,000 $350,000 $335,000

Percentage (CGS/Gross receipts) 77%

2015 Gross receipts × $300,000

2015 Estimated cost of goods sold $231,000

Second, plug the estimated cost of goods sold into the formula to get the
estimated ending inventory.
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Inventory Destroyed Example

Beginning inventory $99,000

Plus: Purchases 235,000

Minus: Est. Cost of goods sold (231,000) Estimate using prior
COGS/Gross Revenue

Equals: Est. Ending inventory $103,000

1-3 EXERCISES—FRAUDULENT FINANCIAL
STATEMENTS (LARSEN CONVENIENCE STORE)

Exercise 1: Individual Assignment

1. Input the IRS Schedules C from the 2013–2015 income tax returns into a
spreadsheet.
a. Add percent columns to the right of dollar column for each year.
b. Calculate common-sized percentages in the percent columns [divide

each number for that year (e.g., 2013) by gross receipts for that year
(e.g., 2013)].

c. Review the dollars horizontally across the three years and vertically
down each year and identify any material irregularities.

d. Review the percentages horizontally across the three years and verti-
cally down each year and identify any material irregularities.

e. Are there any material trends or material single-year changes
(e.g., material increases or decreases)?

2. Input the other metrics from the individual tax returns (e.g., income from
wages and salaries, interest earned, and estimated tax payments).
a. Review the dollars horizontally across the three years and vertically

down each year and identify any material irregularities.
b. Compare estimated tax paymentswith total taxes for the year (vertically

during the same year).
c. Are there any material trends or material single-year changes (e.g.,
material increases or decreases)?

3. Because you did not observe the inventory, whichwas destroyed in the fire,
estimate ending inventory using the 2013 and 2014 dollars and percent-
ages (Method #1: Cost of goods sold to gross receipts ratio).
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a. Because you did not observe the inventory, estimate the ending inven-
tory for 2015 by:
i. Averaging the 2013 and 2014 cost of goods sold and 2013 and
2014 gross receipts, and then dividing the average cost of goods
sold by the average gross receipts. You cannot use an average of
an average (e.g., Cost of goods sold/Gross receipts ratios for 2013
and 2014), which can distort the average. You must calculate the
average for each and then the Cost of goods sold/Gross receipts ratio.

ii. Multiply the resultant percentage from 3.a.i. by the 2015 gross
receipts to get an estimated 2015 cost of goods sold total in dollars.

4. Howdoes the estimated ending inventory impact the individual income tax
return ending inventory, cost of goods sold, net profit, andnet income? Find
out by adding an additional column for 2015 and recalculate cost of goods
sold using the estimates calculated above. Every number in that column is
identical to the recorded 2015 column except estimated inventory, cost of
goods sold, gross profit, and net profit.

5. Compare your recalculated ending inventory to that given to Sharptop
Bank and to Southern Appalachian Insurance. Is either estimated end-
ing inventory materially different from that reported on the 2015 IRS
Schedule C?

6. OPTIONAL (extra credit points determined by professor) Because you did not
observe the inventory, which was destroyed in the fire, estimate ending
inventory by rolling the October 31, 2015, physical inventory totals
forward (method #2).
a. Starting with the October 31, 2015, physical inventory, roll the inven-

tory forward at cost by adding the purchases from November 1, 2015,
through December 31, 2015 (according to the various wholesaler
purchase records), to the December 31, 2015, physical inventory
totals. This results in the inventory available for sale during 2015.

b. Then, reduce the inventory available for sale by the sales fromNovember
and December 2015 Georgia Sales and Use Tax Returns. Note: These
sales are at retail price and must be reduced to wholesale cost. Use the
Cost of goods sold/Gross receipts ratio determined in 3.a.i.

7. OPTIONAL (extra credit points determined by professor) Go to a business
library or university librarian and locate RMA Annual Financial State-
ment Studies or a similar publication and locate convenience stores and
comparable ratios (e.g., cost of goods sold to total revenues). How does the
cost of goods sold to total receipts ratio in that publication compare to
the ratios on the 2015 IRS Schedule C?
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Exercise 2: Individual Assignment

1. Input information from the SBA Personal Financial Statements given to
Sharptop Bank into a spreadsheet.
a. Separate personal items (e.g., residence) from business items

(e.g., inventory).
b. Calculate common-sized percentages (divide each number by gross

receipts for income statement items and total assets for balance sheet
items for that particular year).

c. Review the dollars horizontally across the three years and vertically
down each year and identify any material irregularities.

d. Review the percentages horizontally across the three years and verti-
cally down each year and identify any material irregularities.

e. Trace business items (e.g., accounts payable) to information provided by
suppliers (e.g., fuel, groceries, beverage, tobacco, and print media sales
summaries). Calculate any differences.

f. Compare the reported inventory to the income tax returns and proof of
loss (e.g., ending inventory). Calculate any differences.

2. If the tax return or insurance claim is misstated, did Greg Larsen commit
some form of financial statement fraud?

3. What accuracy certifications on the tax return and bank financial state-
ment address providing materially inaccurate information?

4. Was Larsen Convenience solvent on January 7, 2016? Solvency is defined
three ways: (a) having more assets (particularly current assets) than lia-
bilities (particularly current liabilities), or (b) Larsen Convenience cannot
pay its debts when the dates come due, or (c) both (a) and (b).

5. How does Greg Larsen’s business solvency impact his wife Tonya Larsen?

Exercise 3: Group Assignment—Writing Report
and Associated Schedules

1. Prepare a final examination report to the attorney for Southern
Appalachian Insurance and an accompanying set of schedules.

2. Prepare court-ready audiovisuals (e.g., one-page chart of talking points,
summary schedule of the categories of the alleged material misstatements
or omissions, comparative bar chart of a single item like ending inventory
or net profit). Reference the schedules and audiovisuals in the report.
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1-4 EXERCISE TEMPLATES

Larsen Convenience Store—Exercise #1
Financial Statement Fraud, Exercise #1 — Template

From Schedules C (AS REPORTED)

2013 % 2014 % 2015 % 2015 %
Revenue

Fuel revenue
Beginning inventory
+ Purchases
= Ending inventory

Cost of fuel
Gross profit

Groceries/food revenue
Beginning inventory
+ Purchases
= Ending inventory

Cost of groceries
Gross profit

Beverages revenue
Beginning inventory
+ Purchases
= Ending inventory

Cost of beverages
Gross profit

Tobacco revenue
Beginning inventory
+ Purchases
= Ending inventory

Cost of tobacco
Gross profit

Print media revenue
Beginning inventory
+ Purchases
= Ending inventory

Cost of print media
Gross profit

Bank ATM rents
Beginning inventory
+ Purchases
= Ending inventory

Cost of bank ATM rents
Gross profit

Total revenue
Beginning inventory
+ Purchases
= Ending inventory

Total cost of goods sold
Total gross profit

Expenses
Administration fee
Advertisement
Cash over/short
Credit card fees
Rent expense
Equipment station repair
Expense items
Insurance
NSF checks expense

REVISED based on
Estimated Ending Inventory
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Payroll tax expense
Permits/legal
Salaries
Taxes
Utilities

Total All Expenses

Net Profit (REPORTED)
Net Profit (REVISED) –
Difference (Reported, Less/
                                   Estimated)

(a) Ending Inventory Is Estimated using Cost of Goods Sold/Gross Receipts Method % PROOF

% PROOF

2013 2014 2013–2014 Avg.
2015

(Estimated)

Cost of groceries
Gross Revenue - Groceries/Food

Cost of beverages
Gross Revenue - Beverages

Cost of tobacco
Gross Revenue - Tobacco

DAYS SALES OF INVENTORY CALCULATION

2013 2014
2015

(Reported)
2015

(Estimated)

TOTAL INVENTORY
–$ –$ –
– –

–$
–

$
–

X 365 Days Sales of Inventory

GROCERIES INVENTORY
Inventory

Inventory

/ Cost of Sales

/ Cost of Sales

X 365 Days Sales of Inventory

BEVERAGES INVENTORY
Inventory
/ Cost of Sales
X 365 Days Sales of Inventory

TOBACCO INVENTORY
Inventory
/ Cost of Sales
X 365 Days Sales of Inventory

OTHER INCOME TAX RETURN INFORMATION - NOT IN SCHEDULES C

Wages, salaries
Interest
Estimated Tax Payments

2013 2014
2015

(Reported)

2013–2014 Percent COGS/Gross receipts

2013–2014 Percent COGS/Gross receipts

2013–2014 Percent COGS/Gross receipts
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Larsen Convenience Store—Exercise #2
Financial Statement Fraud, Exercise #2 — Template

January 2014, 2015, 2016 Financial Statements
Larsen Convenience
Source:  Sharptop Bank

1.a. - 1.b.

As Given (Reported) to Sharptop Bank

1/7/2014 1/7/2015 1/7/2016
Residence - 213 Underwood Street, Canton, Georgia

Cash - Savings

Cash - Sharptop Bank (Larsen’s Convenience)

2011 Jeep Grand Cherokee

2014 Ford F-150

Household goods

Leasehold improvements

Inventory (Larsen’s Convenience)

Total assets

Total assets

$               – $               – $               –

Credit card - Sharptop Bank

Automobile loan - Sharptop Bank

Truck loan - Sharptop Bank

Accounts payable - Shamrock Groceries

Accounts payable - Discount Tobacco Supply

Accounts payable - Marietta Beverage Co.

Accounts payable - Georgia-Tennesse Fuel

Accounts payable - Jenkins Media Services

State sales and use taxes payable

SBA note payable

Mortgage - Integrity Mortgage

Total liabilities $               – $               –

Total equity $               – $               –

Total liabilities and equity (equals total assets) $               – $               –

$               –

$               –

$               –

REVISED
(Per Source Docs.)Business Assets & Liabilities Only

1/7/2014 1/7/2015 1/7/2016 1/7/2016
Cash - Sharptop Bank (Larsen’s Convenience)

Leasehold improvements

Inventory (Larsen’s Convenience)

$               – $               – $               – –$                         

Accounts payable - Shamrock Groceries

Accounts payable - Discount Tobacco Supply

Accounts payable - Marietta Beverage Co.

Accounts payable - Georgia-Tennesse Fuel

Accounts payable - Jenkins Media Services

State sales and use taxes payable

Note payable

Wrongful death liability

Total liabilities $               – $               –

Total equity $               – $               –

Total liabilities and equity (equals total assets) $               – $               –

$               –

$               –

$               –
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Personal Assets & Liabilities Only
1/7/2014 1/7/2015 1/7/2016

Residence - 213 Underwood Street, Canton, Georgia

Cash - Sharptop Bank (Tonya)

2011 Jeep Grand Cherokee

2014 Ford F-150

Household goods
Total assets $               – $               – $               –

Credit card - Sharptop Bank

Automobile loan - Sharptop Bank

Truck loan - Sharptop Bank

Mortgage - Integrity Mortgage

Total liabilities
Total equity

$               – $               –

Total liabilities and equity (equals total assets)

$               –

$               – $               – $               –

$               – $               – $               –

1.c. - 1.d.

Horizontal and vertical analysis: 
Business (1/7/16 v. prior years):

Personal:

1.e. - Accounts Payable Under-Statement Date Amount Difference
///////

///////

///////

///////

///////

///////

Shamrock Groceries per Financial Statement
Shamrock Groceries per Sales Summary

Discount Tobacco per Financial Statement
Discount Tobacco per Sales Summary 

Marietta Beverage per Financial Statement
Marietta Beverage per Sales Summary Total

Accounts
Payable

Under-Statement

Georgia-Tennessee per Financial Statement
Georgia-Tennessee per Sales Summary

Jenkins Media Sales per Financial Statement
Jenkins Media Sales per Sales Summary –$

1.f. - Ending Inventory Over-Statement Date Amount Difference

Ending Inv. - Schedule C

Ending Inv. - Estimated
Ending Inventory
Over-StatementEnding Inv. - Sharptop Bank

Ending Inv. - Proof of Loss –$

2

3

4

Was Larsen Convenience solvent on January 7, 2016? Explain.

5

How does Greg Larsen’s solvency impact Tonya Larsen?

If the tax return or insurance claim is misstated, did Greg Larsen commit some form of financial statement fraud?
If so, what kind of fraud? Explain.

What accurary certifications (e.g., penalties of perjury, false statements) on tax return and bank financial statement
address materially inaccurate information?
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1-5 REVIEW QUESTIONS—FRAUDULENT FINANCIAL
STATEMENTS (LARSEN CONVENIENCE STORE)

1. In the case scenario, Greg Larsen lost a wrongful death lawsuit for killing
his nephew and is required to pay $500,000. The Georgia Supreme Court
denied certiorari in May 2015 to hear an appeal to overturn the appellate
court’s affirmationof the lower court decision.When should the$500,000
judgment be shown on Larsen’s personal financial statements?
A. Subsequent to September 2013, when the state court judge handed

down his decision.
B. After October 2014, when the appellate court affirmed the lower court.
C. Subsequent to May 2015, when the Georgia Supreme Court denied

certiorari.
D. He should have listed the $500,000 as a debt on all personal financial

statements filed after September 2013.
2. Which types of financial statements do not have certifications about

the accuracy of information listed on or submitted with the financial
statements?
A. Income tax forms (e.g., IRS Forms 1040, 1065, and 1120)
B. Unaudited financial statements
C. Credit applications or financial statements given to financial

institutions
D. Sworn statements in proof of loss submitted to insurance companies

3. In calculating common-sized ratios in a vertical and horizontal analysis,
what is the base for calculating common-sized ratios for the balance sheet?
A. Total assets
B. Gross receipts
C. Total liabilities
D. Retained earnings

4. When compared to prior years’ income statements (IRS Schedules C), the
IRS Schedule C for the year ending 2015 shows net profit (and associated
income taxes on the net profit) that far exceed prior years. In short, Greg
Larsenhadhis best year yet. Based on that net profit and associated income
taxes, you:
A. Donot have to further investigate his finances because only a foolwould

overstate his/her net income and paymore income taxes than required.
B. Should investigate Greg Larsen’s finances further because his net

income may be overstated (net income is easily overstated in a number



Trim Size: 6in x 9in Beecken c01.tex V1 - 03/17/2017 5:24pm Page 27�

� �

�

Review Questions—Fraudulent Financial Statements ◾ 27

of ways including overstating ending inventory, which understates cost
of goods sold and overstates gross income and net income).

C. Need to investigate further because Greg Larsen’s primary suppliers
made him sign promissory notes for unpaid balances.

D. Both B and C.
5. In calculating common-sized ratios in a vertical and horizontal analysis,

what is the base for calculating common-sized ratios for the income
statement?
A. Gross receipts
B. Total assets
C. Total liabilities
D. Retained earnings

6. When analyzing financial statements (e.g., unaudited financial statements
and income tax returns), which of the following is correct?
A. Vertically analyze only the dollars.
B. Vertically and horizontally examine just the common-sized percentages

looking for irregularities.
C. Vertically and horizontally analyze for anomalies in dollars and by

percentages.
D. Scan for irregularities of all kinds.

7. In conducting a vertical and horizontal analysis, you can estimate the
impact of irregularities (e.g.,material differences in inventory balances) by:
A. Materially changing a suspected anomaly like ending inventory on

a financial statement (e.g., the Balance Sheet) and determining its
impact on related financial statements (e.g., the Income Statement and
Statement of Retained Earnings).

B. Estimating the impact of the suspected irregularity by calculating what
the anomaly would have been using prior-period information, ratios,
and benchmarks.

C. Calculating the impact of the suspicious abnormal number by rolling
forward the number from prior accounting periods using verifiable
information like sales reported to taxing authorities and purchases
from vendors.

D. All of the above.
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2CHAPTER TWO

Case 2: Check Fraud, Debit
Card Fraud, Cash Larceny

2-1 ANDERSON INTERNAL MEDICINE: PREPARING
A BANK RECONCILIATION AND SPREADING/
ANALYZING TRANSACTIONS ON MONTHLY
STATEMENTS FROM FINANCIAL INSTITUTIONS

Learning Objective

After completing and discussing this case, you should be able to:

1. Prepare a bank reconciliation between the bank records and company’s
accounting records to determine the existence of unaccounted transac-
tions that have not been recorded in the:
◾ Bank statements (but have been recorded in the company’s

point-of-sale [POS] computer program), deposits in transit (i.e.,
deposits recorded on the company’s books but not presented to the
bank), and outstanding checks (i.e., checks recorded on the company’s
books but not presented to the bank); and/or,

◾ Company’s accounting records (but may have been recorded in the
bank statements), including unrecorded fees (e.g., insufficient funds
charges, monthly account fees, and other debit memorandums)

29

Fraud Examination Casebook with Documents: A Hands-on Approach, William H. Beecken and Clark A. Beecken
© 2017 John Wiley & Sons, Inc. Published 2017 by John Wiley & Sons, Inc.
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and unrecorded income (e.g., interest earned and other credit
memorandums).

2. Enter into a spreadsheet debits and credits from financial institution
monthly statements, identify the payee, maker, and endorsee on checks,
read the transaction information on the back of checks, read the coding
associated with debit (or ATM) card charges listed on the statements, read
deposit slips, and then analyze the information.

3. Vouch transactions on themonthly statements to accounting records (e.g.,
cash receipts and cash disbursement journals).

4. Identify irregularities in payee, maker, and endorsee on checks, coding
associated with debit (or ATM) card charges (e.g., when and where
charged, timing) and the amount and type of deposits.

HISTORY BEHIND THE FRAUD CASE:

This is a combination of two fraud cases involving dental / medical
practitioners. In one case, an oral surgeon arrived at his office on

Monday morning and found that (1) his patient records had been shredded
and (2) the passwords to access his computer dental accounting program
and payroll accounting program had been changed. He called a forensic
computer expert, who unlocked the computer only to find that the data
had been wiped clean. A subsequent criminal background check found that
the office manager had been convicted twice of fraud for thefts as a
bookkeeper for two other businesses. In each case, the courts sentenced
her to probation and restitution. It took one year to physically reconstruct
the records and document substantial larceny and skimming. Local law
enforcement eventually located her in another state and arranged to have
her extradited to stand trial.

In the other fraud case, drug diversion agents arrested the office
manager for attempting to use drug prescription pads taken from one of
her doctors to obtain controlled painkillers. The agents conducted a
physical inventory of the controlled substance locker at the doctors’ office
and found material shortages of painkillers. A week later, checks started
bouncing. The new office manager spent months documenting the extent
of the frauds—additional payroll checks made payable to the former office
manager, checks made to payable to various companies on behalf of the
former office manager, obtaining and using an unauthorized ATM / Debit
Card to obtain cash, groceries, and other goods at locations over 30 miles
from the doctors’ office, and shorting cash from daily deposits. She
pleaded guilty to the drug diversion charges.
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As is common with small businesses, internal controls, particularly
segregation of duties, were weak at both offices. Both former office
managers had full custody of all assets, controlled all of the accounting
duties, and authorized almost all receipts and disbursements, except for
signing checks. They regularly fanned out checks during busy periods to
get the doctors’ signatures. Both doctors seldom asked for or reviewed any
documentation. In addition, the edit function of the accounting programs
allowed the office managers to print checks made payable to whomever
they wanted and then in the edit run to change the payee name and
accounting classification. As a result, the payee names on the canceled
checks and in the cash disbursement journals were different.

Introduction

This case teaches you to prepare: (1) a bank reconciliation and (2) a spread-
sheet with transactions listed on monthly statements. You will also examine
the front and back of checks, the coding associated with debit card transac-
tions, deposit tickets, as well as vouch the checks and debit card transactions to
the cash disbursements journal and the deposits to the cash receipts journal.

Bank reconciliations account for the differences between the month-end
balance shown on the financial institution statement and the corresponding
total shown in the company’s books of record (i.e., cash and related accounts).
Completion of the bank reconciliation requires a number of adjustments
for timing differences and items found on the statement or books of record
(e.g., checks or deposits listed on the books but yet to be received by the bank,
and interest earned at the financial institution that has yet to be recorded
on the books). When all adjustments have been made, there might still be
a yet-to-be-explained difference. When two or more bank reconciliations
(e.g., prior and current reconciliation) result in large unaccounted-for differ-
ences, the differences might be larceny, lapping, another type of cash fraud,
or material accounting error. Such large unaccounted-for differences require
additional fraud examination work (e.g., interviewing those who handle cash,
examination of individual receivable accounts, reviewing adjusting journal
entries and account edits).

Monthly statements from financial institutions (e.g., bank, credit unions,
savings and loan associations, and stock brokerage firms) offer a great deal of
information, someofwhich reflects how the alleged fraudster or company spent
its money (e.g., personal as opposed to business expenses). It can also detect
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such illegal activities as unauthorized use of debit (or ATM) cards, check kiting,
money laundering, and so on.

Balances in the general ledger and trial balance accounts are not always
what they seem. Through the following analyses, you will detect receipts and
disbursements that do not agree with the cash receipts and disbursement jour-
nal descriptions, unauthorized use of debit cards, and the possibility of larceny.

Background

Greg and Tonya Larsen are being investigated by law enforcement and South-
ern Appalachian Insurance Company, the company that insured Anderson
Internal Medicine (AIM).

Early on Friday, April 1, 2016, the branch manager of the Bank of
Lawrenceville called Jennifer Anderson, MD, the CEO of Anderson Internal
Medicine, to inform her that the medical practice’s checking account was
overdrawn by $5,945.43. Late last night, the bank paid as a courtesy four
charges that overdrew the account ($2,339.50, $2,501.66, $2,497.89,
and $280.00). In addition, it returned four checks totaling $6,159.75
($1,534.73, $1,783.83, $1,341.19, and $1,500.00). Dr. Anderson spoke
with Tonya Larsen when she arrived. Tonya quickly performed a bank recon-
ciliation and announced that the shortage was the result of several missing
deposits because she had not deposited some receipts, which were in her
credenza. Tonya promised to track down and deposit the missing deposits and
personally cover the insufficient funds (NSF) charges. The two agreed to go
over the books early on Monday morning. Tonya Larsen spent the remainder
of the day in her office with her door closed and stayed behind after the last
patient and all employees left for the day.

Dr. Anderson arrived early on Monday and went straight to Ms. Larsen’s
desk. She found a wastebasket overflowing with shredded paper. She immedi-
ately went to the file room, where she found a giant trash bag also overflowing
with shredded paper and empty patient file folders tossed haphazardly all
around the file room. Dr. Anderson attempted to access the point-of-sale,
accounting, and payroll systems, but could not get into either computer
system—none of the passwords worked. She called in a forensic computer
examiner, who successfully unlocked the computer, but found that much of
the data on the hard drive had been erased. Over several days, he was able to
un-erase some of the data.

Late on Monday, a lawyer emailed Dr. Anderson and left a voice message
on her personal cell phone that he represented Greg and Tonya Larsen and left
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instructions that no one was allowed to talk with either of them. Any inquiries
that she or anyone else had MUST go through him.

AIM’s new office manager spent two weeks attempting to make sense out
of the mess and file an employee dishonesty claim with Southern Appalachian
Insurance Company. She found $260.00 in cash, $2,210.00 in patient and
insurance company checks, and two business debit cards in Tonya Larsen’s file
cabinet. She also confirmed that the ending balance in the cash account for the
point-of-sale system was $901.47 in the general ledger. After getting a copy of
an order form from the Bank of Lawrenceville, the new office manager discov-
ered that Tonya Larsen obtained the two debit cards without the authorization
ofDr.Anderson. Shealso obtained facsimiles of canceledanddishonored checks
and deposit tickets for March 2016.

The special agentswith the insurance company’s Special Investigative Unit
(SIU) found that:

Tonya previously worked for Absolute Orthopedics, Marietta, Georgia, as
the office manager. She resigned at the end of March 2015 after the practice
started bouncing checks. Absolute Orthopedics’ CPA determined that over
$30,000.00 was missing. The practice filed an employee dishonesty claim
with its insurance company (not Southern Appalachian Insurance Company),
but could not definitively determine who caused the loss. The case was referred
to the Cobb County Sheriff ’s Office. Their investigation is still open.

Notes

1. AIM uses a point-of-sale (POS) computer program to record the cash
receipts, debit card, credit card (e.g., AMEX, Discover, MasterCard, VISA),
and insurance charges (e.g., Blue Cross Blue Shield, Medicare, Medicaid,
Tricare) for patient services. Only the daily cash receipts are deposited to the
checking account at Sharptop Bank. The deposits of subsequent settlement
payments for credit card charges and insurance charges are deposited in a
separate bank lock box that monitors charge transactions.

2. Dr. Anderson owns a Lexus RX 350, which she finances with Sharptop
Bank.

Summary Requirements

You have been retained by Alexander Z. Boone, Esq., the independent attorney
hired by Southern Appalachian Insurance Company, to examine an employee
dishonesty claim filed by Anderson Internal Medicine. You work under
attorney-client privilege (i.e., your work is not made available to opposing
counsel until authorized by Alexander Boone).
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Before proceeding, read the documents in Chapter 7, section 7-2,
“Anderson Internal Medicine.” As with the prior case, you will have to read
and reread the documents to fully understand the evidence.

On your own, research how to prepare a bank reconciliation. It can easily
be found online. Study sections 2-3 and 2-4, How to Read Checks and Decode
Debit Card Transactions and How to Spread and Analyze Check and Debit Card
Transactions before conducting the specific requirements of this case.

The results of your assignment will be used by the attorney. Your assign-
ment (in general) is, as follows:

1. Determine the types of employee dishonestly frauds allegedly perpetrated
by Tonya Larsen on Anderson Internal Medicine. Determine how the
alleged fraud could have occurred at the medical practice (e.g., weak
internal controls) and what Anderson Internal Medicine needs to do to
deter future frauds.

2. Determine the amount of verifiable loss from alleged employee dishonesty
at Anderson Internal Medicine.

3. Determine what additional steps need to be taken to examine the
yet-to-be-determined difference detected by the bank reconciliation.

4. Prepare a report and associated schedules using the sample report and
schedules.

5. Prepare audiovisuals (e.g., charts, summary schedules, and/or graphs of
your choice) to simplify these complex accounting issues.

The initial steps (see exercises) are to be completed individually. You may
confer online about examination strategy, but must do your own work. In
particular, each student is to perform the various fraud examination steps and
submit their Excel working papers (e.g., schedules) for grades. These steps will
be performed as a series of graded exercises designed to walk you through the
process.

The final exercise is a team project. Each team will submit a final exami-
nation report addressed to the attorney for Southern Appalachian Insurance
Company, accompanying set of schedules, and audiovisuals for a grade. Each
team is to select a team leader, assign various tasks to eachmember of the team,
and email a list of each student’s assignment. Pick your team leader wisely, as
he/she is responsible for quality control and should not take on any additional
tasks. The team leader makes sure that deliverables are received in a timely
manner (i.e., schedules, audiovisuals, and report in that order) and proofreads
the report before submission.
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Look Closer at Repeating Debit Card Transactions
at Big Box Stores and Chain Grocery Stores

If you examine checking accounts of persons suspected of money laundering
and find small, repeating debit card transactions (say $25 to $75) at big-box
stores or chain grocery stores, you might be witnessing the 5 percent fee
charged by customer service for loading prepaid cards valued from $500 to
$1,500. Similarly, large dollar transactions at grocery stores (say $1,575 or
$2,337) may not be for groceries. Yes, persons might spend $400 or more
for the monthly groceries, but not $2,337. Something else is transpiring. You
might be witnessing the conversion of cash to stored value cards for shipment
outside the United States. What is a 5 percent fee to a fraudster if they can
convert it to an easily transportable medium that does not come under the
U.S. Treasury Cash Transaction Regulations (CTR). Explore those transactions
further. Call or visit the big-box store or chain grocery store and get their
policies concerning converting cash to stored value cards. Also, inquire about
the store’s retention of electronic records of these transactions, which can
be obtained by subpoena. Some stores also have video cameras that surveil
customer service.

2-2 HOW TO PERFORM A BANK RECONCILIATION

Learning Objective

After reading this synopsis, you should be able to:

1. Better understand the purpose of a bank reconciliation.
2. Be able to complete a bank reconciliation.

Introduction

Bank reconciliations are an accounting tool used to schedule differences
between the company’s books and records and the bank’s books and records
on a specific day (e.g., last day of the month) for an individual account held by
a financial institution. Where the company owns more than one account at a
financial institution, bank reconciliationsmust be performed for each account.
To a large degree, the differences between the two sets of records involve timing
(e.g., items in transit between the company and financial institution) and
unrecorded transactions (e.g., interest earned in a bank account that has yet
to be recorded on the company’s books and records).
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Whenabank reconciliation detects anunknowndifference, that difference
is a red flag, which must be investigated further. An unexplained difference
might be a timing difference, recording a transaction in the wrong ledger, or
fraud. Example #1, a bank reconciliation, detects a $100,000 undetermined
shortage where deposits involve only checks and clerks regularly scan and
electronically deposit checks. Further investigation reveals that an envelope of
checks is found in a clerk’s desk drawer. It initially appears that the clerk failed
to timely deposit customer checks. However, when the checks are scanned and
electronically deposited, customers scream that their checks were processed
twice. You conduct a second bank reconciliation of another ending date that
results in a similar $100,000 undetermined shortage. Interview the clerk
involved and those working around the clerk as you might have uncovered
some form of lapping. Example #2, a bank reconciliation, detects a $7,000
undetermined shortage where deposits involve both cash and checks and
undeposited cash and checks are found in a drawer. Further review of deposit
slips reveals little or no cash being deposited or round dollar amounts of cash
being deposited on a routine basis. Interview the clerk and those working
around the clerk. You might have uncovered some form of cash larceny.

In both examples, ask the following: Who handles deposits? How are the
deposits handled? What are the internal controls, if any?

Steps in Performing a Bank Reconciliation

Performing a bank reconciliation is amultistep process. There are several stan-
dard formats. Often, the format is located on the back of the monthly bank
statement.

Ending Balance on Bank Statement Dated Step 1 $ -

Adjustments to Bank Statement

Add: Deposits in Transit (list below) Step 2

Step 2 -

-

Subtract: Outstanding Checks (list below) Step 2

Step 2 -

Step 2 -

Adjusted Balance on Bank Statement TOTAL $ -
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Balance per Books and Records as of Step 1 $ -

Adjustments to Books and Records

Add: Transactions on Bank Statement Not in Books and Records

Interest Earned from Bank Step 3 -

Other Step 3 -

Other Step 3 -

Subtract: Transaction on Bank Statement Not in Books and Records

Bank Charges Step 3 -

NSF Checks Step 3 -

NSF Fees Step 3 -

Other Step 3 -

Other Step 3 -

Unexplained Difference (If Any)—Needed to Balance Step 4

Adjusted Balance on Books and Records $ -

STEP 1: On the section of the bank reconciliation involving the bank, input
the ending balance from the financial institution statement. Similarly, on the
section for the books and records (accounting records), insert the ending bal-
ance shown in the books of record.

STEP 2: Review the bank statement against the accounting records and deter-
mine the deposits in transit and outstanding checks. To identify the deposits
in transit (deposits in the accounting records but not listed on the bank state-
ment), vouch the transactions shown in the cash receipts journal against those
listed in the bank statement. List the deposits that have yet to clear the financial
institution on the reconciliation. To determine the outstanding checks (checks
written and reflected in the accounting records but have not cleared the bank),
vouch the checks shown in the cash disbursements journal against those
listed in the bank statement. List the checks that have not been cashed. If
there are too many for the reconciliation, schedule the outstanding checks
separately.

Pay special attention to checks that overdraw the account. Occasionally,
financial institutions will pay checks that overdraw an account as a courtesy
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(e.g., pay the monthly mortgage check or the annual real estate taxes).
Overdrawn checks clear the bank, but usually result in an insufficient funds
(NSF) charge.

Pay close attention to ATM and debit card transactions that have cleared
the financial institution but have not been listed in the accounting records.
You will have to list them separately under Balance per Books and Records (see
Step 4) and the company will need to make an adjustment to its accounting
records. In the age of ATM and debit cards in the hands of many employees
(e.g., company purchasing cards), there may be unrecorded transactions.

STEP 3:On the bank statement, identify transactions that may be on the bank
statement but are yet to be entered into the accounting records (e.g., credits
not recorded, like interest earned on deposit balances, and debits not recorded,
like bank charges for account servicing fees, periodic loan interest payments,
and NSF fees). Those often take place on the last day of the month and have
not been entered into the accounting records. You also may have debits not
recorded like ATM and debit card transactions. On the section of the bank rec-
onciliation involving the books and records, input those transactions and alert
the company of the need to make an adjustment to its accounting records.

STEP4:Aftermaking the above adjustments, the adjusted balance on the bank
statement and adjusted balance on the Books and Records should agree. If the
unexplained difference is large youmight have a timing difference, recording a
transaction in the wrong ledger, or fraud. You will have to investigate further.

2-3 HOW TO READ CHECKS AND DECODE DEBIT
CARD TRANSACTIONS

Learning Objective

After reading this synopsis, you should be able to:

1. Better understand the information on the front and back of canceled
checks.

2. Be able tounderstanddebit card transactions foundon the bank statement.

Introduction

Essential to spreading canceled checks is the ability to read and decipher the
information located on the front and back of checks.
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Initially, all the fraud examiner may only have is a quick printout of the
front of the check. This will suffice to get the analysis started until the front and
back of the cancel checks are obtained. Like the front, the back of a canceled
check contains a wealth of information.

How to Read a Canceled Check

Each canceled check contains a number of specific identifiers that describe the
check as shown in the following example. The payee is the person or company
to whom the check is payable. The payee name must agree with the first
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endorsee name on the back of the check. The check routing symbol and American
Bankers Association (ABA) bank code (or ABA transit symbol) appears at the
upper-right-hand corner and lower-left-hand corner of the check. The maker
is the person who signs/makes the check. The account number, check number,
and check amount appear at the bottom of the check under the signature. The
check amount at the right-hand bottom of the check is entered by the bank
proofreaders after matching and agreeing with the customer’s handwritten
and hand-numbered amounts.

Signatures and Endorsements

The fraud examiner is not a handwriting expert. However, the fraud examiner
can flag maker and endorsee signatures that obviously appear to have been
written by another person. These flagged maker and endorsee signatures
should be examined and opined by a certified handwriting expert.

Endorsements are signatures on the back of a check. It is suggested that
you review a business law textbook on endorsements. There are restricted
and unrestricted endorsements that affect the negotiability of the checks.
One well-known restricted endorsement is “For Deposit Only” followed by the
payee’s endorsement. If the payee does not restrict the endorsement, anyone
else can sign a second, third, and so on time. As fraud examiners, list all
secondary endorsements. Fraudsters use secondary endorsements to convert
checks. Although the secondary endorsements may be perfectly legal, you
need to track those endorsements for subsequent analysis.
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How to Decode a Debit Card Transaction

Each financial institution has its ownmethod of listing debit card transactions.
The following are example of coding found on bank statements.

3/28 $398.56 POSDEB16:53 3/26/16Grocery-City 21108888Marietta, GA

This represents a point of service debit at a Grocery City store located in
Marietta, Georgia, at 4:53 p.m. on Saturday, March 26, 2016. The transaction
cleared the bank on Monday, March 28, 2016.

3/28 Check Crd Purchase 03/26 Chevron 3699 Ellijay GA 5678 473722xxxx
xx1269 173064695279267 ?McC=3793

The above point of service debit took place at a Chevron gas station located
in Ellijay, Georgia, on Saturday,March26, 2016, using aMasterCard debit card
ending in3793.The transaction cleared thebankonMonday,March28,2016.

03/28 Mach ID 0377D 17622 3/27 Hwy 41 Kennesaw GA 4730 0007207

This debit card coding shows a debit withdrawal using a debit card at a
debit machine located in Kennesaw, Georgia, on Sunday, March 27, 2016. The
transaction cleared the bank on Monday, March 28, 2016.

NOTE: The actual transaction date and bank statement clearing date may
not be the same. The normal bank day, as set by the Federal Reserve System,
is from 4:01 p.m. until 4:00 p.m. the following day. Accordingly, a transaction
taking place after 6:21 p.m. (e.g., on Wednesday) will be shown as a cleared
transaction on the bank statement on the following banking day (e.g., Thurs-
day). Weekends are even longer (i.e., from 4:01 p.m. on Friday through 4:00
p.m. on Monday). When viewing your online bank statement, the debit card
transactions are shown as “Pending” until actually cleared.

2-4 HOW TO SPREAD AND ANALYZE CHECK
AND DEBIT CARD TRANSACTIONS

Learning Objective

After reading this synopsis, you should be able to:

1. Input data from bank, credit card, or investment accounts.
2. Add categories for subsequent analysis.
3. Sort data based on categories, names, dates, and more.
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Introduction

One of the most frequent forensic accounting procedures is analyzing canceled
checks, debit card transactions, and deposits to a checking or savings account.
The procedure can similarly be applied to analyzing debits and credits to credit
card and investment account statements.

When youmust input and analyze numerous different accounts or numer-
ous months of the same account, request not only hard copies of the monthly
statements, but request the information in .csv (comma separated value) file
format, which can be imported into popular programs like Excel, Access, and
IDEA. Importing vast data using .csv will save your hands and hours of boring
data input.

Steps in Spreading and Analyzing Check and Debit Card
Transactions

Performing an analysis of check and debit card transactions is a multistep
process.

STEP 1: Input the Data

Schedule the data. There are a number of formats. Based on what you want to
analyze, determine a format before scheduling the data. This way, you can set
column formats (e.g., date format for the dates column, dollar format with dec-
imals for dollars, text format for descriptions, and so on). Keep the check, debit,
and deposit columns separate for quick identification.

Depending on the purpose of the analysis (e.g., analyzing all the sources
and uses of all transactions, identifying kited funds, or money laundering), you
may want to input all transactions or set a threshold (e.g., record only transac-
tions over a limit that you set, say over $500 or $2,500).

On page 43 is an example of a simple checking account analysis. Be sure to
clearly label your spreadsheet/analysis so a user knows what you have done.

STEP 2: Add a Category Column

Tobeable to sort, youmaywant to adda category column (or someothermeans
of logically sorting the spreadsheet). You are limited only by your lack of imag-
ination. Each time you sort, save the new spreadsheet as a separate tab at the
bottom of the spreadsheet. That way you will have numerous, readily available
sorts. Each sort is a different analysis.

To get quick totals, use thePivotTable functionunder theData tab. See page
44 for an example of adding a category column.
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Schedule 1

Check
Number

Check
Date

Posted
Date

Check/Debit
Amount

Deposit
Date

Deposit
Amount

Bank
Balance

Remitter of
Deposited

Check
Payee Per

Check/Debit
Check

Endorsement
Check

Deposited at Cashed at Comments

Tonya Larsen

820

821

01/09/14

01/23/14

01/06/14

01/06/14

01/06/14

01/06/14

01/10/14

01/19/14

01/21/14

01/23/14

01/24/14

01/25/14

01/27/14

01/29/14

01/31/14

01/06/14

01/31/14

3,500.00

2,000.00

5,500.00

300.00

1,800.00

35.00

180.00

300.00

30.00

35.00

69.21

21.00

201.12

32.05

3,003.38

Tonya Larsen

J Stan Johnson Regions For Basement

BoA

Counter Debit— 

Official Check Sale

Transfer to Chk

3730

Woodstock

Check order

John Johnson

Withdrawal

MG Sports Grille

Publix

BP

Zaxby's

Anne Taylor

Dos Fajita Mexican

QT

3,500.00

3,200.00

1,400.00

1,365.00

1,185.00

885.00

855.00

820.00

750.79

729.79

2,729.79

2,528.67

2,496.62

LABEL THE SPREADSHEET

 

FROM JANUARY 1, 2014 TO JANUARY 31, 2014

ALL TRANSACTIONS—LISTED IN DESCENDING POSTED DATE ORDER

ANDERSON INTERNAL MEDICINE

Norcross, Georgia

Ending balance agrees with bank statement

Beginning balance agrees with bank statement
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Check
Number

Check
Date

Posted
Date

Check/Debit
Amount

Deposit
Date

Deposit
Amount

Bank
Balance

Remitter of
Deposited

Check
Payee Per

Check/Debit
Check

Endorsement
Check

Deposited at Cashed at Comments

Tonya Larsen

820

821

01/09/14

01/23/14

01/06/14

01/06/14

01/06/14

01/06/14

01/10/14

01/19/14

01/21/14

01/23/14

01/24/14

01/25/14

01/27/14

01/29/14

01/31/14

01/06/14

01/31/14

3,500.00

2,000.00

5,500.00

300.00

1,800.00

35.00

180.00

300.00

30.00

35.00

69.21

21.00

201.12

32.05

3,003.38

Tonya Larsen

J Stan Johnson Regions For Basement

BoA

Counter Debit— 

Official Check Sale

Transfer to Chk

3730

Woodstock

Check order

John Johnson

Withdrawal

MG Sports Grille

Publix

BP

Zaxby's

Anne Taylor

Dos Fajita Mexican

QT

Category

Cash

Cash

Miscellaneous

Basement

Cash

Restaurant

Grocery

Automobile

Restaurant

Clothes

Restaurant

Automobile

3,500.00

3,200.00

1,400.00

1,365.00

1,185.00

885.00

855.00

820.00

750.79

729.79

2,729.79

2,528.67

2,496.62

DETAILS OF TRANSACTIONS IN BANK OF LAWRENCEVILLE A/C 123456

FROM JANUARY 1, 2014 TO JANUARY 31, 2014

ALL TRANSACTIONS —LISTED IN DESCENDING POSTED DATE ORDER

ANDERSON INTERNAL MEDICINE

Norcross, Georgia

Schedule 1

IF NEEDED

ADD

CATEGORIES

FOR SORTING
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STEP 3: Add a Numbers Column to Re-sort to Original Order
and Then Sort

You will almost always have to go back to the original input. So, add another
column, add the numbers in chronological order (e.g., 1, 2, 3, and so on), and
then perform a custom sort (e.g., on Category, Payee Name, or Remitter). Later,
you might want to hide the Number column to avoid confusion by a subse-
quent readers (you can always unhide that column at a later date). Note that
the ending bank balance has not changed—the ending bank balance is your
control total. See page 46 for an example of adding a numbers column.

2-5 EXERCISES—CHECK FRAUD, DEBIT CARD FRAUD,
AND CASH LARCENY (ANDERSON INTERNAL
MEDICINE)

Exercise 1: Individual Assignment

1. Perform a bank reconciliation as of April 1, 2016, using the bank
statement for March 2016, cash receipts journal, and cash disbursements
journal.

2. Compare the front and back of checks and the deposit slips to the cash
receipts and cash disbursement journals and identify:
a. Checks where payees do not match
b. Irregular disbursements
c. Irregular signatures
d. Irregular endorsements

3. Review the bank statements for disbursements not involving checks and
trace to the cash disbursements journal.
a. What are these transactions?
b. Where andwhen (date and day of theweek)were these noncheck trans-

actions actually made (not when recorded)?
c. How far is the distance between the location of these noncheck transac-
tions and Anderson Internal Medicine?

d. Where does Tonya Larsen live?
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Check
Number

Check
Date

Posted
Date

Check/Debit
Amount

Deposit
Date

Deposit
Amount

Bank
Balance

Remitter of
Deposited

Check
Payee Per

Check/Debit
Check

Endorsement
Check

Deposited at Cashed at Comments

Tonya Larsen

820

821

01/09/14

01/23/14

01/24/14

01/31/14

01/10/14

01/06/14

01/06/14

01/19/14

01/27/14

01/23/14

01/06/14

01/21/14

01/25/14

01/29/14

01/06/14

01/31/14

01/06/14

2,000.00

3,500.00

5,500.00

69.21

32.05

180.00

300.00

1,800.00

300.00

35.00

35.00

30.00

21.00

201.12

3,003.38

J Stan Johnson

Tonya Larsen

Regions For Basement

BoA

BP

QT

John Johnson

Official Check

3730

Withdrawal

Anne Taylor

Publix

Check order

Grille

Zaxby's

Dos Fajita

Mexican

Category

Automobile

Automobile

Basement

Cash

Cash

Cash

Clothes

Grocery

Miscellaneous

Restaurant

Restaurant

Restaurant

No.

9

5

2

3

6

11

8

4

7

10

12

1

(69.21)

(101.26)

(281.26)

(581.26)

(2,381.26)

(2,681.26)

(681.26)

(716.26)

(751.26)

(781.26)

(802.26)

(1,003.38)

2,496.62

Schedule 1
ADD NUMBERS BEFORE SORTING SO YOU CAN GET BACK TO THE ORIGINAL ORDER
(INCLUDE NUMBERS IN THE SORT AND HIDE WHEN COMPLETED)

FROM JANUARY 1, 2014 TO JANUARY 31, 2014

ALL TRANSACTIONS—SORTED BY CATEGORY

ANDERSON INTERNAL MEDICINE

Norcross, Georgia

CHANGE TITLE TO REFLECT SORT
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e. What part did Tonya Larsen play in making these noncheck
disbursements?

f. Did Tonya Larsen benefit from these noncheck transactions?
4. Review the deposits.

a. How often and when were the deposits made?
b. Is anything missing from the deposits?
c. How do deposits relate to the bank reconciliation?

Exercise 2: Individual Assignment

1. List the items (e.g., check numbers, transaction dates, and individual
amounts) and totals of each category of fraud.

2. What are the alleged frauds (e.g., accounts receivable skimming, dis-
bursement fraud, embezzlement, larceny, payroll fraud, skimming, other)?
Discuss each one.

3. How were each of the frauds concealed?
4. What circumstances allowed the frauds to happen (e.g., internal control

failures, lack of background checks, missing policies and procedures)? Dis-
cuss and be specific.

5. What would you recommend (e.g., controls, monitoring) to deter future
frauds from happening? Discuss and be specific.

6. Is there anyoneyouwould like to interview? If so,what doyouwant to learn
from them?

7. Are there any additional steps you would like to take with respect to the
fraud examination?

Exercise 3: Group Assignment—Writing Report
and Associated Schedules

1. Prepare a final examination report to the attorney for Southern
Appalachian Insurance and an accompanying set of schedules

2. Prepare associated audio-visuals (e.g., one-page chart of talking points,
summary schedule of the categories of the loss, simplified schedule of
the details of each category, bar/pie/or line chart). Note: Do not put the
schedules and audiovisuals in a PowerPoint or similar presentation.
The schedules and audiovisuals are addendums to the report and MUST
be referenced in the report.



Trim Size: 6in x 9in Beecken c02.tex V1 - 03/20/2017 5:53pm Page 48�

� �

�

48 ◾ Case 2: Check Fraud, Debit Card Fraud, Cash Larceny

2-6 EXERCISE TEMPLATES

Anderson Internal Medicine—Exercise #1

Check Fraud, Debit Card Fraud, Cash Larceny Case, Exercise #1 Template
Bank Reconciliation - Anderson Internal Medicine (4-1-16) (REVISED)

1. .Balance per bank Balance per books

Add: Deposits in transit Add: Credits not
recorded

Less: Outstanding
checks

Subtract: Debits not
recorded

__________ Less: unknown
difference (if any)

__________

Reconciled balance $ - Reconciled balance $ -

Comments (if any):

Compare the front and back of checks and the deposit slips to the cash receipts
and cash disbursement journals and identify:

2.a. Check numbers of the checks where payees do not match on check and cash
disbursements journal CDJ

2.b. Check numbers of the checks with irregular disbursements—not listed as
vendors in CDJ

2.c. Check numbers of the checks with irregular maker signatures—different
from known signature

2.d. Check numbers of the checks with irregular endorsements

Review the bank statements for disbursements not involving checks and trace to
the cash disbursements journal

3.a. What are these transactions (e.g., cash withdrawals, ewithdrawals, debit card
withdrawals)?

3.b. Where and when (date and day of the week) were these noncheck transac-
tions actually made (may not be the same as the date when recorded)?

3.c. What is the distance between the location of these noncheck transactions
and Anderson Internal Medicine?
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3.d. Where does Tonya Larsen live?
3.e. What part did Tonya Larsen play in making these noncheck disbursements?
3.f. Did Tonya Larsen benefit from these noncheck transactions? If yes, how did

she benefit?

Review the deposit slips

4.a. How often and when were the deposits made?
4.b. Is anything missing from the deposits?
4.c. How do the deposits relate to the bank reconciliation?

Anderson Internal Medicine—Exercise #2

Check Fraud, Debit Card Fraud, Cash Larceny Case, Exercise #2 Template

1. List the items (e.g., check numbers, transaction dates, and individual
amounts) and totals of each category of fraud.

Check Number Amount

Total Checks $ -

Trans. Date

Total Debit Card Transactions $ -

Cash - unknown difference

Total $ -

2. What are the alleged frauds (e.g., accounts receivable skimming, disburse-
ment fraud, embezzlement, larceny, payroll fraud, skimming, other)? Discuss
each one.

3. How were each of the frauds concealed?
4. What circumstances allowed the frauds to happen (e.g., internal control fail-

ures, lack of background checks, missing policies and procedures)? Discuss
and be specific.

5. What would you recommend (e.g., controls, monitoring) to deter future
frauds from happening? Discuss and be specific.

6. Is there anyone you would like to interview? If so, what do you want to learn
from them?

7. Are there any additional steps you would like to take with respect to the
fraud examination?
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2-7 REVIEW QUESTIONS—CHECK FRAUD, DEBIT
CARD FRAUD, AND CASH LARCENY (ANDERSON
INTERNAL MEDICINE)

1. In the case scenario, it states that when two or more bank reconciliations
(e.g., prior and current reconciliation) result in large unaccounted for dif-
ferences, the differences might be what?
A. Cash larceny.
B. Material accounting errors.
C. Some other type of cash-related fraud.
D. Any of the above.

2. If a lawyer for the suspect in a fraud examination states that he/she repre-
sents the suspect and no one will be allowed to talk with their client, can
you interview the suspect or his/her spouse?
A. Yes, you can interview either the suspect or his/her spouse.
B. No, you cannot interview either the suspect or his/her spouse.
C. You cannot interview the suspect, but can interview his/her spouse.
D. You can subpoena the suspect and compel them to answer your ques-

tions under oath.
3. Who is a payee on a check?

A. The person(s) who signs the front of the check.
B. The person(s) who signs the back of the check.
C. The person(s) named on the front of the check who is to receive the

funds.
D. The financial institution that pays the funds specified by the check.

4. In the case, thenewofficemanager foundcash, patient and insurance com-
pany checks, and two business debit cards in Tonya Larsen’s file cabinet.
When preparing the bank reconciliation, where do you put the cash and
checks—under balance per bank or balance per books?
A. Balance per bank because the items represent deposits in transit.
B. Balance per books because the items have not been recorded and an

adjustment needs to be made to the books of record.
C. Neither A nor B.
D. Both A and B.

5. 3/28 $398.56 POS DEB 16:53 3/26/16 Grocery-City 21108888 Mari-
etta, GA on the bank statement means?
A. $398.56 was paid by a point-of-sale use of a debit card.
B. Grocery City in Marietta, Georgia, was the location of the transaction.
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C. The transaction took place on March 26, 2016 (a Saturday), but
the financial institution posted the transaction on March 28, 2016
(a Monday).

D. All of the above.
6. When scheduling checking account transactions for subsequent analysis

you perform all of the following except?
A. Input the dates on the check.
B. Schedule the dollar amounts, including decimals.
C. Limit the checks input into the schedule to only those over a certain

dollar amount (say, $500.00).
D. List the payee name as found on each individual check.

7. When you analyze the checking account disbursement paid by a financial
institution, what should you do?
A. Compare the names and dollar amounts on the front and back of the

checks to the cash disbursements journal.
B. Review the bank statements for disbursements not involving checks

(e.g., debit card or ATM transactions and cash withdrawals made at
the teller window or ATM) and trace those transactions to the cash
disbursements journal.

C. For debit card transactions where you do not recognize the payee
(e.g., person or business name), you look the payee up on the Internet
to determine the person (e.g., accountant, financial adviser, or lawyer)
and/or type of business.

D. All of the above.
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3CHAPTER THREE

Case 3: Fraudulent
Edits/Adjusting Journal Entries

3-1 ANDERSON INTERNAL MEDICINE (EDITS/AJEs):
VOUCHING FROM A SCHEDULE TO SOURCE
DOCUMENTS

Learning Objective

After completing and discussing this case, you should be able to examine
edits/adjusting journal entries to accounting system records to determine
whether any transactions have been altered:

a. Download the accounting record to be examined (e.g., extract edits to cash
receipts) for the period you want to examine.

b. Obtain copies of the associated supporting documents (e.g., deposit ticket
and bank statement) for the same time period.

c. Schedule the date and amount of the original transaction (e.g., cash before
edit) and the date and amount of the edited transactions (e.g., cash after the
edit) and differences between the original and edited transactions.

d. Vouch transactions from the accounting record (e.g., data extraction) to
the supporting documents (e.g., verify the amount and date of cash actually
deposited).
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e. Determine whether the edit was justified.
f. If the amounts were not justified, identify the total number and dollars of
irregularities.

This case explores the process of vouching from a schedule (e.g., data
extraction of edits/adjusting journal entries) to source documents (e.g., deposit
slips and bank statements).

HISTORY BEHIND THE FRAUD CASE

The owner of a chain of supply stores was enjoying his morning coffee
while reviewing his monthly financial statements for each store. He

noticed a month-to-month decline in the sales of one location. Later that
day, the owner found the bank statements for the store and examined the
last several months of deposits. Like gross receipts, there was a similar
month-to-month decline in cash deposits. Overall, sales were down over
25 percent compared to the prior year. He tasked a programmer in the
Information Technology (IT) department to extract daily sales, deposits, and
edits to both accounts for the last 90 days. The IT programmer came back,
concluding that receipts for many deposits appeared to have been
decreased several hundred dollars per day.

In the subsequent fraud examination, photocopies of all deposit tickets
for the last 90 days were requested from the bank and the IT department
extracted daily sales records from the point-of-sale (POS) system for the
same period. Tests were undertaken to access the validity of the initial data
extraction of daily sales, deposits, and edits: (1) the actual daily sales per
the point-of-sale records were vouched to the pre-edit cash receipts in the
IT extraction; and (2) the actual daily deposits as shown on the deposit
tickets were vouched to the cash receipts on the initial data extraction
(i.e., the daily post-edit cash receipts). Then, the amount of the alleged
larceny was calculated by subtracting the daily pre- and post-edit totals.

Also common with small businesses, the internal controls over
edits/adjusting journal entries were nonexistent. The owner, IT personnel,
and store managers at each store could make edits/adjusting journal
entries to accounting records, including sales. Of the three, the store
managers could make edits without any monitoring.

Introduction

Inexpensive, readily available, accounting packages have edit functions that
can be fraudulently used if a company does not have adequate internal controls
(i.e., separation of authorization, accounting, and asset custodian duties). After
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printing checks to the payee listed on the check, a fraudster can use the edit
function to change the name of the payee and account. Vouching from the cash
disbursements journal and the canceled check and/or bank statementwill doc-
ument the difference. Similarly, a fraudster can use the edit function to reduce
the amount of cash receipts and deposit a lower amount (i.e., steal cash).

This case teaches you how to prepare a spreadsheet detailing original and
edited transactions listed on an accounting record (e.g., data extraction from
the adjustments and/or cash receipts journal). Youwill learn how to document
the edits by vouching to the amount and date of the edited transactions to the
supporting documents (e.g., deposit ticket and bank statement).

Background

On April 2, 2016 (the day following the bank’s notification of overdrawn
checks), Dr. Anderson reviewed the March 2016 details from her practice
over breakfast and noted that deposited cash deposits did not match the cash
receipts initially recorded in theMedatrix UltraScan Point of Sale (POS) system.
She asked Teresa Padgett, an information technology specialist, to look up the
original and edited cash receipt transactions recorded inMedatrixUltraScan for
March2016. Teresa found that Tonya Larsen,whohas been the officemanager
since September 2015, had made a number of even-dollar edits to the amount
of cash receipts (e.g., $2,197.95 reduced to $1,697.95, a $500.00 reduction)
and that the smaller edited amounts of cash were deposited days after actual
receipt. Teresa Padgett told Dr. Anderson that she thought Tonya Larsen was
stealing—altering deposits with different round dollar amounts (more than
$1,000 aweek). Time stamps on Tonya Larsen’s edits showwhen she changed
the information. Every employee has a distinct ID and password that employ-
ees are not to share. Tonya Larsen’s ID is “203–Tonya.” According to Teresa
Padgett, there appears to be a delay of several days between daily sales receipts
and actual deposits and there appears to be a pattern of decreased deposits.

Teresa Padgett downloaded the edits to the cash receipts journal for the
period September 1, 2015, throughMarch 31, 2016, for further examination.

Summary Requirements

Alexander Z. Boone, Esq., the independent attorney hired by Southern
Appalachian Insurance Company, added a review of the edits to the cash
receipts journal to your examination of Anderson Internal Medicine’s
employee dishonesty claim.

Before proceeding, read the documents in Chapter 7, section 7-3,
“Fraudulent Edits/Adjusting Journal Entries.” As you work the case, you will
have to read and reread the documents to fully understand the evidence.
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As with the information analyzed and summarized from the bank state-
ments, canceled checks, deposit slips, and so on, the results of this additional
assignment will be used by the attorney. Your assignment (in general) is as
follows:

1. Schedule the provided data extraction [e.g., date and amount of the origi-
nal transaction (e.g., cash before adjustment) and the date and amount of
the edited transactions (e.g., cash after the adjustment)] and calculate the
differences, if any, between the original and edited transactions.

2. Vouch the deposit transactions listed on the schedule to the deposit
slips and bank statement to verify the amount and date of cash actually
deposited.

3. Identify the individual and total number and dollars of irregularities.

The initial steps (see exercise) are to be completed individually. You may
confer online on strategy, but do your own work. In particular, all students are
to perform the various fraud examination steps and submit their Excel working
papers (e.g., schedules) for grades.

3-2 HOW TO VOUCH/TRACE BETWEEN A SOURCE
DOCUMENT AND AN ACCOUNTING LEDGER,
JOURNAL, OR ACTIVITY LOG

Learning Objective

After reading this synopsis, you should be able to:

1. Better understand how to verify data extracted from a ledger, journal (e.g.,
cash receipts journal), or activity log (e.g., edit or audit trail log).

2. Vouch transactions in the ledger, journal, or activity log to the source doc-
ument or, vice versa, trace the source document to the associated ledger,
journal, or activity log.

Introduction

Essential to detecting and documenting fraudulent accounting transactions is
vouching/tracingbetween theapplicable accounting ledger, journal, or activity
(edit or audit trail) log and the source document.
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If you want to determine whether a transaction is valid, you use a process
called vouching. Vouching follows an item found in the accounting ledger, jour-
nal, or activity (edit or audit trail) log back to the source document. Tracing is
the reverse process, following a source document back to the originating docu-
ment (ledger, journal, or activity log). In fraud examination, you will use both
vouching and tracing.

In Anderson Internal Medicine (Case 2), you traced checks listed in the
cash disbursements journal to the canceled checks and bank statements and
found that the payee names on several checks did not match the payee names
in the cashdisbursements journal. Youalso traceddebit card transactions listed
on the bank statements back to the cash disbursements journal and found that
those transactions were not listed in the accounting records.

Similarly, you can trace numbers and dates on deposit tickets and bank
statements to the edit log, which tracks changes to cash deposits. You could
also trace to the cash receipts journal; however, that would only show the
post-edit numbers—it would miss those deposits that were allegedly stolen.
Also, you can trace transactions listed on the edit log (not the cash receipts
journal) to the deposit tickets and bank statements. Pay close attention to
deposit dates. Good internal controls require deposits to be made daily (as in
the same day received) and intact (without withholding any of the deposit).
If a company receives cash and checks, both should be deposited on the dates
received.

3-3 EXERCISE—FRAUDULENT EDITS (OR AJEs)
(ANDERSON INTERNAL MEDICINE)

Exercise 1: Individual Assignment

1. Use the template titled “203-Tonya Edits Template,” which is available on
the companion website.

2. Data extractions are often difficult to read. So, convert the data extraction
to a more understandable Excel schedule. Start with the data contained
in the extraction labeled “Data Extraction 203 Tonya Edits (Jan Feb Mar
2016).” Schedule the specific information [e.g., date and amount of
the original transaction (e.g., cash before adjustment) and the date and
amount of the edited transactions (e.g., cash after the adjustment)] into
the template. Calculate the differences, if any, between the original and
edited transactions.
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3. Then, vouch the edited deposit transactions listed on the schedule to the
deposit slips andbank statement providedwith the second fraudcase to ver-
ify the amount and date of cash actually deposited. Insert tick mark “

√
”.

This will evidence that the edited deposit amounts on the schedule agree
with both the deposit slips and bank statement.

4. Identify the individual, monthly total number and dollars, grand total
number and dollars of the irregularities. Was there a trend in average
irregularity as well as monthly total number and dollars?

3-4 EXERCISE TEMPLATE

Anderson Internal Medicine (Edits/AJEs)

TONYA LARSEN EDITS
TO DEPOSITS—
JANUARY TOMARCH 2016

V or
√

=
vouched edit total
to deposit ticket

TRANSACTION DESCRIPTION
FROMMEDATRIX ULTRASCAN ORIG. EDIT V DIFF.

MONTHLY
TOTALS

January
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TONYA LARSEN EDITS
TO DEPOSITS—
JANUARY TOMARCH 2016

V or
√

=
vouched edit total
to deposit ticket

TRANSACTION DESCRIPTION
FROMMEDATRIX ULTRASCAN ORIG. EDIT V DIFF.

MONTHLY
TOTALS

February

(continued)
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TONYA LARSEN EDITS
TO DEPOSITS—
JANUARY TOMARCH 2016

V or
√

=
vouched edit total
to deposit ticket

TRANSACTION DESCRIPTION
FROMMEDATRIX ULTRASCAN ORIG. EDIT V DIFF.

MONTHLY
TOTALS

MONTHLY

TOTALS

March

Totals
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4CHAPTER FOUR

Case 4: Using Data Analytics:
Analyzing and Summarizing

Data with Excel Pivot

4-1 ANDERSON INTERNAL MEDICINE (DATA
ANALYTICS): USING DATA ANALYTICS—
ANALYZING AND SUMMARIZING DATA WITH
EXCEL PIVOT

Learning Objective

After completing this case, you should be able to:

1. Use Excel Pivot to analyze a spreadsheet created by, or small database
imported into, Excel.

2. Use Excel Pivot to summarize by preparing easy to understand summary
schedules for inclusion in examination reports and/or for courtroom
presentation.
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HISTORY BEHIND THE FRAUD CASE

The president of an unlicensed securities firm was suspected of securities
fraud (i.e., selling bogus stock warrants to unsuspecting investors). The

contents of 12 monthly bank statements, canceled checks, and deposit
tickets of the business were scheduled (over 50 pages of transactions). How
could the transactions be easily summarized? What does the schedule of
transactions reveal? Were there any significant transactions? Excel Pivot
came to the rescue.

In a half hour and several clicks on Excel Pivot, the Pivot tables of
deposits and disbursements showed that the president used the business
checking account as if it were his personal piggy bank. He primarily used
debit cards to pay for two to three meals a day every day, travel and
entertainment, an automobile for a girlfriend, and payments for household
utilities, cell phones, and “strip clubs.” Based on the timing of receipts from
customers, he celebrated at “strip clubs.” Soon after he was indicted and
arrested, he read the fraud examination report and accompanying
schedules. Shortly thereafter, he agreed to plead guilty to racketeering.
The judge sentenced him to 20 years for racketeering.

Background

Tonya Larsenwas the sole person in charge of the practice’s finances, including
accounting during the period September 1, 2015, to March 31, 2016.

After completing the examination steps in Anderson Internal Medicine
cases (Cases 2 and 3), you decided to schedule the bank transactions shown
on the bank statements for the six months preceding March 2016 (the month
you examined in Cases 2 and 3).

Before proceeding, go to the companion website and download the Excel
spreadsheet titled, Anderson Bank Transactions (Sep Oct Nov Dec Jan Feb). It
is also available in a lengthy hardcopy format in Chapter 7, section 7-4, “Using
Data Analytics: Analyzing and Summarizing Data with Excel Pivot.” The
downloadable version contains drop down categories, which helps simplify
the process of adding categories, whereas the hardcopy version does not. This
spreadsheet contains the result of your efforts for September 1, 2015, through
February 29, 2016. Based on the initial review of the Excel spreadsheet, you
decide that you need to add categories to the withdrawal transactions so
you can better summarize the data. You decide to use the following categories
commonly used by medical practices:
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Answering Service
Automobile
Bank Charges
Basement
Books/Subscriptions
Business
Cash
Cash Deposit
Coding
Contributions
Food
Hardware
Health Insurance
Insurance
Janitorial Services
Legal & Accounting
Linen
Marketing/Promotions
Medical Supplies/Pharmaceuticals
Medical Waste
Miscellaneous
Mortgage
Office Supplies
Parking
Printing
Repairs & Maintenance
Shipping
Taxes
Telephone
Travel
Utilities

In scanning the spreadsheet, you notice unusual names that do not fall
under the common categories used by medical practices. Accordingly, you use
the following categories for those unusual transactions.

People
Unusual Transactions
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To facilitate categorization, a drop-down menu has been provided in the
detail of transactions column. To use the menu, select the cell you want to use
and click the down arrow thatwill appear to the right. Then select the category
you feel is appropriate for the transaction.

Note: there are intentional spelling errors in the spreadsheet that you will
identify and then sanitize (scrub) before completing the Pivot.

Summary Requirements

Your firm has been contracted to perform the fraud examination. The attor-
ney for Southern Appalachian Insurance Company added an additional
assignment: conduct an analysis of the bank transactions from September 1,
2015, through February 29, 2016.

Study section 4-2, How to Use Excel Pivot to Analyze and Summarize Data
before conducting the specific requirements of this case.

The results of your assignment will be used as a summary schedule in
your report, a schedule attached to the report, and possibly a courtroom
audiovisual should you be called to testify as an expert witness. Your assign-
ment (in general) is, as follows:

1. Assign categories (using the drop-down choices provided) to the disburse-
ment transactions to assist summarizing transactions.

2. Insert a PivotTable in a new worksheet and obtain the total quantities
(count) of transactions and total dollars (sum) for each category. Make at
least three new PivotTables (Exercises 1, 2, and 3):
a. Deposits (Amount Deposit and Deposit Category)
b. Check andDebit CardDisbursements (CheckCategory, Payee per Check/

Debit, Amount Check/Debit) (un-scrubbed)
c. Check andDebit CardDisbursements (CheckCategory, Payee per Check/
Debit, Amount Check/Debit) (scrubbed)

3. Sort the total dollars per category in descending order.
4. Enhance the scrubbed PivotTables for report and courtroom presentation

purposes: Add an appropriate title and use proper “$” signs, decimal
format, etc.

This assignment is to be completed individually. In particular, all students
are to perform the various fraud examination steps and submit their Excel
PivotTables for grades. NOTE: No Excel template is provided. You are to create
your own Excel PivotTables by following the step-by-step instructions.
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4-2 HOW TO USE EXCEL PIVOT TO ANALYZE
AND SUMMARIZE DATA

Learning Objective

After reading this synopsis, you should be able to:

1. Understand the basics of data analytics.
2. Be able to use Excel Pivot as a data analytic tool to analyze and summarize

a simple database (e.g., spread of the details of a bank statement for a 3-,
12-, or 36-month period of time).

Introduction

Data analytics covers a spectrum from relatively simple to extremely complex,
depending on the computer program used. Data analysis takes many forms
including trends, pattern recognition, relationship analysis, and visual ana-
lytics. The data analyzed can be structured (e.g., accounting databases) or
unstructured (e.g., cell phone texts). Somehighly complex (and very expensive)
data analytics packages like ACL, IDEAData Extraction andAnalysis, SAS, and
Tableau “data mine” massive quantities of data contained in a single database
up to a huge number of disparate databases located throughout the world.
These require specially trained persons who regularly use these programs. In
a simpler fraud examination, Excel conditional statements and Excel Pivot,
which is bundled with Excel, can be used to perform basic data analytics.
Older versions of Excel have size limitations (1Mb of data), while newer
cloud-based versions of Excel do not have this size limitation problem, but have
the added problems of cloud-based security. Excel conditional statements such
as nested IF statements (discussed in this case) are very powerful; however,
they require an understanding of basic algebra. Excel Pivot is much easier
to use than Excel conditional statements and provides the user the ability to
quickly and easily analyze and summarize selected columns and rows of data
in an Excel spreadsheet or database that have been imported into Excel. In this
case your exercises involve only Excel Pivot.

Most often, fraud examiners can use Excel Pivot to analyze and summarize
data:

◾ Personally input into an Excel spreadsheet (e.g., the details of accounting
documents like bank, credit card, investment, and/or trust statements) as
well as details contained in accounting ledgers and journals.
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◾ Uploaded into Excel databases (e.g., downloads of data from accounting
systems, electronic files obtained from third parties by subpoena, and
downloads of client emails).

Once fraud examiners create spreadsheets or upload databases, what do
the details mean? Fraud examiners can painstakingly examine each and every
transaction. Or, they can use the power of Excel Pivot to examine the data to
identify patterns and trends, select items/transactions for further review, sum-
marize the data, and/or help draw conclusions.

Be Careful with Data Analytics

1. Remember: Garbage in, garbage out. Beware that not only can the data con-
tain intentional fraudulent entries (e.g., bogus payeenames), but databases
can be corrupted by:
◾ Input errors ($900.00 typed in as $910.00 or Jean typed in as Gene or

Jeanne).
◾ Everyday computer activity (e.g., errors in reading, writing, storing,

processing).
◾ Conflicting or repetitive information (e.g., when analyzing two ormore

databases, some of the data fields may have been saved in different for-
mats or contain redundant data).

Be aware that corrupt data may negatively impact the results
when you analyze and summarize the data. Accordingly, it may make
the results invalid and subject fraud examiners to cross-examination,
which can damage their testimony.

2. Scrub the data. Considering the number of persons involved with inputting
information, the same data most likely has been entered differently (e.g.,
errors, typos, text as numbers, capitalization inconsistencies, unneeded
spaces before a number or word). If you do not cleanse the data before ana-
lyzing and summarizing, you will get multiple totals for each of the names
and addresses. Following is an example of the variances that will cause
problems.

Company
Street
Number Street Name City State

QuikTrip 199 Petit Road Durango ILLINOIS

QuickTrip 199 Petit Rd Durango Illinois

QT 199 Petit Road Dorango IL

QwickTrp 00198 Petit Lane Durango IL
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To scrub the information, you first save the file (and/or PivotTable)with the
data as they exist in the records (i.e., before the scrub). Then, save the file to a
new name and cleanse the data. If you go to trial, you will need an audit trail
to show how and why you altered the data and, if required, can produce both
the original and scrubbed files. Youmay need the various versions to prove that
you made informed alterations of source material.

NOTE: Before scrubbing, take time examining the data. Some of
the information with what you think are typos may actually lead to
previously unknown fraud. The vendor name might be a typo or an inten-
tional name change to facilitate a fraudulent payment or legitimately obscure
the vendor (e.g., strip clubs use names that indicate the transactions were
for meals).

An Example of Excel Pivot

The following is a simplified overview designed so you can complete this
exercise. For more in-depth information, seek training through any of a
number of free online sources like YouTube, paid online sources like Excel
Central, academic services like Atomic Learning (available for free to students
registered with educational institutions that use Atomic Learning, or equiva-
lent), Excel training manuals, or taking an hour and “playing” with the Excel
Pivot. It does not take long to master.

1. Open the spreadsheet or database. See page68 for an example of a one-page
spreadsheet.

2. Save your spreadsheet or database before starting so you can undo any
changes.

3. Highlight the spreadsheet or database, including the row labels.
4. Click on the Insert tab and then click on PivotTable in the top left corner.
5. A Create PivotTable menu opens and gives you the ability to add the Piv-

otTable to a new worksheet (new tab in the existing Excel Workbook) or
existing worksheet (the spreadsheet or database that you are using). In
most cases, select “new worksheet” to keep it separate and independent
from the source spreadsheet.

6. In the blank PivotTable, a PivotTable Field List pops up on the right-hand
side of a blank spreadsheet. It lists the fields (the row labels that you
previously highlighted). It also states, “Chose field to add to report”
at the top and “Drag fields between areas below” at the bottom.
Under the drag fields are four boxes, “Report,” “Column,” “Row,” and
“Σ Values.”
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7. This is where you play bymoving around the fields. For example, using the
limited spreadsheet above:
a. Drag the “Withdrawal Category” to “Row” and you get the names of the

Row Labels.

Row Labels
Assisted Living

Basement

Cash

Medical

Miscellaneous

Personal

Restaurant

Strip Club

Unknown

(blank)
Grand Total

b. Drag the “Check/Debit Amount” to “Σ Values” and you get the Row
Labels and a Count of Check/Debit Amount.

Row Labels Count of Check/Debit Amount
Assisted Living 1

Basement 1

Cash 4

Medical 1

Miscellaneous 1

Personal 1

Restaurant 3

Strip Club 1

Unknown 1

(blank)
Grand Total 14

c. Drag the “Check/Debit Amount” a second time to “Σ Values” and you
get the Row Labels and two Count of Check/Debit Amount.
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Row Labels
Count of

Check/Debit Amount
Count of Check/
Debit Amount2

Assisted Living 1 1

Basement 1 1

Cash 4 4

Medical 1 1

Miscellaneous 1 1

Personal 1 1

Restaurant 3 3

Strip Club 1 1

Unknown 1 1

(blank)
Grand Total 14 14

d. Because you do not need two counts, click on the down arrow in the
pivot table field list in the second Count inside “ΣValues.” At the bottom
of the drop-down list is “Value Field Settings” or “Field Settings,”
depending on Excel version. Click on “Value Field Settings”; click on
“Sum”; and click on “Okay.” This changes from Count to Sum and
looks like:

Row Labels
Count of Check/
Debit Amount

Sum of Check/
Debit Amount2

Assisted Living 1 8575

Basement 1 5800

Cash 4 1796

Medical 1 8.98

Miscellaneous 1 27

Personal 1 12.84

Restaurant 3 182.73

Strip Club 1 1900

Unknown 1 1299.7

(blank)
Grand Total 14 19602.25
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e. Highlight and retype the labels at the top of the rows to just “Count” and
“Sum.” Then, highlight the cells in the sum column and right-click on
them. Select format cells and change the number format to an account-
ing format with and without “$” as seen below:

Row Labels Count Sum

Assisted Living 1 $8,575.00

Basement 1 5,800.00

Cash 4 1,796.00

Medical 1 8.98

Miscellaneous 1 27.00

Personal 1 12.84

Restaurant 3 182.73

Strip Club 1 1,900.00

Unknown 1 1,299.70

(blank)

Grand Total 14 $19,602.25

f. Simple? Yes and no! If you want a quick summary table, Excel Pivot is
simple. If you have a large spreadsheet or uploaded database, you may
want much more, but that will require you to explore Excel Pivot (see
sources listed above).

g. Below is a PivotTable inserted into the sample Fraud Examination
report in Chapter 6. It gives you another example taken from a
12-month spreadsheet.

Category Number Dollars Examples

Restaurant 456 $52,383.76 ARIA Silverstone Bar, Tybee
Island Brewing, Hooter’s, Roller’s
Lounge, Eden Forest Country Club,
Stoney River, Subway, Wendy’s

Strip Club 37 $45,998.00 Strip TZ Sports Grille (aka
Striptease Atlanta)

(continued)
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Category Number Dollars Examples

Entertainment 74 $36,291.50 Will Avants Golf, Sussex Billiards
& Beer, West Point Lake, Garland
Marine, Shipyard Golf Club,
Cloverland Amusement

Automobile 205 $6,799.07 Amoco, BP, Chevron, Exxon,
QuikTrip

Grocery 126 $8,101.13 BI-LO, Kroger, Piggly Wiggly,
Publix

Wine/Liquor 7 $994.36 HopkinsWarehouse Liquor,
Elegant Wine

Sex Items 3 $370.96 Erotic Toys and More

h. Now.Go and play with the Excel Pivot. See what it can do for you.

How to Scrub the Data and Refresh the PivotTable

When you prepare a spreadsheet using original documents you should
be inputting the information as shown on the document (e.g., “Kinko’s—
Alpharetta” on the payee line of the check or “Kinko’s #213 Canton, GA”
for debit card transactions shown in the bank statement). If you testify,
expect opposing attorneys to question you on what they perceive as errors.
Changing information for analysis (e.g., “Kinko’s” for “FedEx Kinko’s) might
be misconstrued as errors. When you receive a database prepared by someone
else, expect multiple inputs of the same data (e.g., Gene, Eugene, Jean) that
can corrupt the analysis. The many different versions of the same data make
summarization of the data challenging. Accordingly, you will need to scrub
(cleanse) the data.

To cleanse the data you need to (1) preserve the original data and
(2) cleanse the original data to facilitate analysis. You do this by maintaining
an audit trail. Save the original spreadsheet or data file and then rename
and save a second spreadsheet or data file. Use names that easily identify
the original version (e.g., ORG, version1, v1) and subsequent versions (e.g.,
WORKING, SCRUB, version2, v2). Note: If subpoenaed or if subsequently tes-
tifying as an expert witness you will have to turn over all versions to opposing
counsel.
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Once you have archived the original spreadsheet (or data file) and saved
a copy of the data file, you can start cleansing the data in the new file. For
electronic databases with huge amounts of information, you may need the
assistance of IT technicians who have programs for cleansing the data. For
Excel files, there are several redundant options. One methodology is Search
and Replace.

FIND

1. First, find the different versions of the word(s) you want to change.
2. Highlight the Excel column(s) you want to change (e.g., “Payee of

Check/Debit”) by clicking on the gray bar above the column.
3. On the Home tab at the top of the spreadsheet, click on “Find & Select,”

which is located all the way to the right, and then click on “Find.”
4. Next to “Find what:” type in what you want to find (e.g., Kinko’s).

In the spreadsheet provided for the Data Analytics exercises, you will
find “Kinko,’” “FedEx Kinko’s,” and “Kinko’s—Alpharetta.” You will not
find words that are misspelled (e.g., Kindo’s for Kinko’s).

SEARCH AND REPLACE

1. Highlight the Excel column(s) or row(s) you want to change (e.g., “Payee
of Check/Debit”) by clicking on the gray bar above the column or to the left
of the row.

2. On the Home tab at the top of the spreadsheet, click on “Find & Select,”
which is located all of the way to the right, and then click on “Replace.”

3. Next to “Find what:” type in what you want to find (e.g., Kinko’s—
Alpharetta) and next to “Replace with:” type in what you want to replace
(e.g., Kinko’s). Be very careful and remember that you have an Undo
button. If you reversed the find and replace terms (e.g., replace Kinko’s
with Kinko’s—Alpharetta) you may get unintended consequences if there
are more than two versions of the words you want to correct (e.g., FedEx
Kinko’s, would become FedEx Kinko’s—Alpharetta). You must think
through the search and replace to avoid undoing and starting all over
again.

4. Note: Changing the wording in one column will not necessarily change
the categories listed in another column. If there are errors in the cat-
egories column, especially where you used a drop-down menu, you
will have to correct those individually. Do not use search and replace.
Either change the category using the drop-down menu or Copy followed
by Paste.
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REFRESH

The PivotTable summaries can be “refreshed” at any time to include new infor-
mation that has been subsequently added to the spreadsheet or for changes in
existing data like spelling corrections and search and replace. You do not have
to start all over again.

1. While inside the PivotTable, click anywhere in the results. Following is an
example. In a real PivotTable you can click anywhere, including anywhere
inside the names, dollar amounts, or count columns.

Repairs &Maintenance 8,414.21 12

Agbonze Tree Service 170.00 1

Barry’s Com’l Repairs 3,821.00 4

Barry’s Commercial Repairs 3,288.00 5

Pest USA 1,135.21 2

2. At the top of the Excel spreadsheet on theHome tab, two PivotTable Tools
appear in the middle: “Options” and “Design.”

3. Click on “Options.”
4. At the top in the middle of the page is “Refresh.”
5. Click on the down arrow under “Refresh” and you have two choices:

“Refresh” and “Refresh All.” Click “Refresh All” and all of the
PivotTable results are modified.

Nested Conditional Formulas

Data analytics is as broad as it is complex. Rarely are users constricted to just
numbers or text or even the same typedocuments or databases.Havingasmany
tools in your arsenal as possible will become one of the keys to being successful
in data analytics.

One of themost powerful tools in Excel data analytics, which will briefly be
discussed only to provide awareness, is nested conditional formulas. Because of its
complexity, it is being provided for informative purposes only. You will not be
using nested conditional formulas in this course.

Nested conditional formulas are Excel formulas where the Excel user
combines more than one function statements to return a desired result (e.g.,
the disbursements made after a certain deposit that as a group more or less
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equal to the amount of that deposit—a first-in, first-out (FIFO) analysis to
match disbursements to a specific deposit).

Excel offers a largenumberof function statements,whichcanbeusedalone
or in groups inside nested conditional formulas. Many are complex and require
training and regular use. Others are simple and probably already in use on
a regular basis. A few examples of the easier functions are shown below. For
comparison purposes only, all of the cells involved in the function statement
examples are from A1 through A23. Change the cells included in the analy-
sis (say, to A1:Q234 or B3:D257) and different data are analyzed and result in
different outcomes.

◾ AVERAGE function [=AVERAGE(A1:A23)] gives the average of a set of
numbers found in cells A1 through A23.

◾ COUNT function [=COUNT(A1:A23)] gives the count of the number of
cells found in cells A1 through A23.

◾ IF function [=IF(A1= “Yes”,1,2)] or [=IF(A1= “Yes”,Yes,No)] gives the
user the ability to make logical comparisons between a value and what
is expected. “1,2” returns 1 if the answer is yes and 2 if the answer is no.
Similarly, “Yes,No” returns Yes if the answer is yes and No if the answer
is no. It is a proverbial statement asking “IF” something is one thing or
another (e.g., is it true or false).

◾ MIN function [=MIN(A1:A23)] gives the smallest number listed in cells A1
through A23.

◾ SUM function [=SUM(A1:A23)] adds the values in the range of cells A1
through A23.

To create conditional formulas, youneed a logical comparison and the abil-
ity to determine whether conditions are true or false.

=IF(logical test functions, value IF true, value IF false)

Nested conditional formulas (a combination of conditional formulas) take
the power of Excel further; however, they require more thought than a single
function. Nested conditional formulas also require an understanding of basic
algebra. Anyone can use a simple Excel “=SUM()” function. If the question you
want answered can be limited to a yes (value is true) or no (value is no) question
or a series of yes or no questions, then nested conditional formulas can easily
perform complex data analysis involving a large database and quickly return
the desired answer(s).
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Nested conditional formulas may be so complex that users diagram a deci-
sion tree to visually see the combination of functions and the order inwhich the
functions interconnect with one another.

For explanatory purposes only, we discuss only one type of nested condi-
tional formulas, daisy-chained (interconnected) “IF” equations, which can do
processes such as find, list, and tabulate data.What ismeant by a daisy-chained
“IF” equation? The equation relies on the first function of the equation to deter-
mine the next step(s) by using formulaic variables. The Excel “IF” function is
a conditional statement that determines “IF” the condition (variable, formula,
constant, etc.) is true or false (e.g., 1 or 2, Yes orNo). Basic usage normally leads
to a constant value as shown below.

=IF([Condition], [If-True Value1], [If-False Value2])

Using the Anderson Internal Medicine spreadsheet provided with fraud
Case 4, an “IF” equation can be used to locate cash deposits:

=IF(K11 = “Cash Deposit”, “True”, “False”)

This “IF” equation results in a single cell containing a formula that returns
the constant “True.”While this might be useful, a single result is not necessar-
ily meaningful. What would happen if the constant “True” were a variable or
another formula? Instead of locating a single bit of data, the IF equation could
conceivably take the data analysis farther and return more results. Compli-
cated? Yes. You can have up to 64 levels nested (i.e., consecutive) functions in
a single formula. However, it is quicker than spending hours performing poten-
tially inaccurate manual computations and can be far more consistent in its
application.

For illustration purposes, following is what a daisy-chain “IF” equation
looks like.

=IF(F10 < 499,"G",IF(F10 < 749,"F",IF(F10 < 999,"H",IF(F10 < 1499,"I",
"A"))))

ColumnF in the above daisy-chain “IF” equation isAmountCheck/Debit in
the Anderson Internal Medicine spreadsheet. Here is a decision tree flowchart
of the equation:
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True True True True

False False False False
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F10 <

749

F10 <
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G H IF

A

This is powerful. We can use a daisy-chain “IF” equation to perform such
tests as analyze the Anderson Internal Medicine spreadsheet and stratify the
outgoing flows of money in the account. It can then drag down the analysis
column to help Pivot and/or other analysis tools to add further definition to
your analysis.

Nested conditional formulas are powerful, particularly when the data are
massive. However, they are also complex. After this exposure, those who want
to knowmore will need to take training and then regularly use nested IF state-
ments to attain any degree of proficiency.

4-3 EXERCISES—USING DATA ANALYTICS
(ANDERSON INTERNAL MEDICINE)

Exercise 1: Excel Pivot (Checks and Debit Card
Disbursements)—Individual Assignment

Using the Excel spreadsheet (small database) titled “Anderson Bank
Transactions (Sep Oct Nov Dec Jan),” which is found in the companion web-
site for this course, develop two Excel PivotTables to analyze and summarize
the data. Exercise 1 will involve checks and debit card disbursements and
Exercise 2 will involve deposits. Your starting point is the tab at the bottom of
“Anderson Bank Transactions (Sep Oct Nov Dec Jan)” labeled ORG SCH.

NOTE 1: Save frequently to avoid loss of your work!
NOTE 2: Be very careful when assigning categories, as there could be sur-

prises revealed by the names and/or dollar amounts! Not all of the receipts and
disbursements may be those of Anderson Internal Medicine—one of the pur-
poses of Excel Pivot (or anyother data analysis) is to detect anomalies for further
examination. Also, not all names are what they appear to be. In real life, check
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the names on the Internet to find out more information. For example, Strip TZ
Grille is a credit-card/debit-card front for Strip TZ, a strip club that uses the
name to hide charges from spouses and significant others.

NOTE 3: When using Pivot, it will automatically create a new tab called
“Sheet2,” “Sheet3,” etc. with each iteration. Use the instructions below to
rename the Pivots to something more recognizable, like “DISB” for Checks and
Debit Card Disbursement and “DEP” for Deposits.

1. Save the spreadsheet ORG SCH to a copy for analysis and audit trail pur-
poses (this maintains the original file and starts a new file). You do this by
putting the cursor over the tab called ORG SCH; right click; and then select
“Create a copy” and “(move to end).” Thatwill create anew tab called “ORG
SCH (2).” Put your cursor over that new tab; right click; and then rename
it something that will reflect it as a working copy, say “Working Sch.”

2. Then open “Working Sch” and use the drop-down labels in the column
Check Category to assign the checks and debit card transactions to
categories for subsequent analysis. These are the disbursement categories
provided in the case scenario.

3. Prepare the FIRST of two Excel PivotTables (Checks and Debit Card
Disbursements a/k/a DISB) using the steps below.

For DISB, performing the following steps:
a. Highlight the entire schedule except Ending Balance (note that the

results will include the Opening Balance that will have to be removed
from the ultimate results).

b. Click the “Insert” tab at the top of the spreadsheet, followed by clicking
“PivotTable.”

c. The pop up called “Create PivotTable” will give choices. One of the
choices is “Select a table or range,” which should give the highlighted
range in Step b.

d. Another choice is “Choosewhere youwant the PivotTable to be placed,”
which should already be marked “NewWorksheet.” Make sure you put
it in a “NewWorksheet” to avoid future confusion. This places the Piv-
otTable in a new tab labeled “Sheet5” at the bottom of the worksheet.

e. On the left side is the blank PivotTable and on the right is the Pivot-
Table Field List,which allows you to click on the boxes in “Choose field to
add to report.” Start building the PivotTable by experimenting with the
“Choose field to add to report.” Changes help you to immediatelymodify
the PivotTable.
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f. For example, check “Payee of Check/Debit,” “Amount Check/Debit,”
and “Check Category.” That gives you all of the individual checks for
each payee. Note that the selections are listed under “Row Labels” at
the bottom of the “PivotTable Field List.”

g. Experiment with this example by moving “Amount Check/Debit” from
“Row Labels” to “𝚺 Values” by dragging and dropping the label.
This changes the Pivot results and gives a Count of the amount of
checks/debits.

h. Experiment further with this example by changing “𝚺 Values” from
a Count to a Sum of the amount of checks/debits. Click on the down
arrow for Count of Amount Checks/Debits under “𝚺 Values” and select
the option “Value Field Setting” and then click on Sum. This changes
the summary results to Sum of Amount Check/Debit. Now you have the
sum total of all checks/debits made payable to particular payees.

i. What if you want both the count and sum of checks/debits. Add a sec-
ond selection to “𝚺Values.”Dropanddrag “AmountCheck/Debit” from
the “Choose field to add to report” down to “𝚺 Values.” This adds both
Count of Amount Checks/Debits and Sum of Amount Check/Debit under “𝚺
Values.” Now you have the quantity and sum of the checks and debits.

j. Reverse the order “Row Labels” from “Payee of Check/Debit” followed
by “Check Category” by dragging and dropping “Check Category” to the
top of the list.

k. Change the name from Sheet5 to DISB to provide a better title for future
identification.

l. Highlight the rows you want to hide (e.g., Beginning Balance and
Blanks that contain no quantities) and then right click and select
“Hide.”

m. Review the results for the “Check Category” Unusual Transactions and
look for anomalies. There are at a minimum seven irregularities. Put
those in your memory bank for the next fraud case.

Exercise 2: Excel Pivot (Deposits)—Individual Assignment

Using Working Sch from Exercise 1 prepare the SECOND of two Excel
PivotTables (Deposits, or DEP) using the following steps:

1. In short, you will be repeating many of steps a. to j. from Exercise 1.
2. Highlight the entire schedule except Ending Balance (note that the results

will include the Opening Balance that will have to be removed from the
ultimate results).
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3. Click the “Insert” tab at the top of the spreadsheet, followed by clicking
“PivotTable.”

4. The pop-up called “Create PivotTable” will give choices. One of the choices
is “Select a table or range,” which should give the highlighted range in
Step b.

5. Another choice is “Choose where you want the PivotTable to be placed,”
which should already be marked “New Worksheet.” Make sure you put it
in a “NewWorksheet” to avoid future confusion. This places the PivotTable
in a new tab labeled “Sheet6” at the bottom of the worksheet.

6. On the left side is the blank PivotTable and on the right is the PivotTable
Field List, which allows you to click on the boxes in “Choose field to
add to report.” Start building the PivotTable by experimenting with the
“Choose field to add to report.” Changes help you to immediately modify
the PivotTable.

7. For example, check “Amount Deposit” and “Deposit Category.” That gives
you all of the individual deposits. Note that the selections are listed under
“Row Labels” at the bottom of the “PivotTable Field List.”

8. Experiment with this example by moving “Amount Deposit” from
“Row Labels” to “𝚺 Values” by dragging and dropping the label. This
changes the Pivot results and gives a Count of the amount of checks/
debits.

9. Experiment further with this example by changing “𝚺 Values” from a
Count to a Sum of the amount of checks/debits. Click on the down arrow
for Count of Amount Deposit under “𝚺 Values” and select the option “Value
Field Setting” and then click on Sum. This changes the summary results
to Sum of Amount Deposit. Now you have the sum total of all deposits made
payable to each category.

10. What if you want both the count and sum of deposit? Add a second selec-
tion to “𝚺 Values.” Drop and drag “Amount Deposit” from the “Choose
field to add to report” down to “𝚺 Values.” This adds both Count of Amount
Deposit and Sum of Amount Deposit under “𝚺 Values.” Now you have the
quantity and sum of the deposits.

11. Change the name from Sheet6 to DEP to provide a better title for future
identification.

12. Highlight the rows you want to hide (e.g., Beginning Balance and Blanks
that contain no quantities) and then right click and select “Hide.”

13. The results should detect one anomaly. If not, repeat and review results
until you find the anomaly.

14. What is the anomaly? What is the source of the anomaly? Is the check a
normal deposit for Anderson Internal Medicine? If you double-click on the
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result youwant, it will take you to the details behind the summary number
($36,000 check deposited on December 30, 2015). Put it in your memory
bank for the next fraud case.

Exercise 3: Excel Pivot (Scrubbing)—Individual Assignment

You are not done yet. You have to scrub the data to ensure uniform results. In the
DISB PivotTable for Working Sch, for example, look at the Row Label “Auto-
mobile.” It has KIA Finance Company and KIA Southwest. Both are the same
company. Look at the Row Label “Business.” There are three Kinko’s.

First, save Working Sch to a new name. You will be using Search and
Replace inside Working Sch to scrub the category descriptions. If you do not
save Working Sch to a new name, you will lose the results of the PivotTable
from Exercise 2 when you click Refresh.

For example, scrub KIA Southwest by changing all of those transactions
to KIA Finance Company. Similarly, change the three different sets of Kinko’s
transactions to a single Kinko’s—and so on, until you make all category titles
uniform.

Use scrubbing instructions above in the “How-To” section.
Using Working Sch from Exercises 1 and 2, clean up the input errors and

refresh the DISB and DEP using the following steps:

1. Save the spreadsheet “Working Sch” to a new name like “Scrub Sch.” Now
you have the ORG SCH,Working Sch, and Scrub Sch. This maintains your
audit trail should you need it in court.

2. Scrub the remaining data.
3. Once the scrub is complete, perform the Pivots again and make sure that

the names under the Row Label are uniform. This will ensure your final
results.

4. Change the formats of the numbers and totals. Get the Excel Pivot ready for
inclusion in the report and/or as a courtroom-ready audiovisual.

4-4 REVIEW QUESTIONS—USING DATA ANALYTICS
(ANDERSON INTERNAL MEDICINE)

1. Data can be corrupted by which of the following?
A. Everyday computer activity (e.g., errors in reading, writing, storing,

processing data)
B. Redundant data stored in more than one location
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C. Intentionally fraudulent entries
D. Any of the above

2. Examples of input errors thatmake data analysis challenging include all of
the following, except?
A. QuikTrip, QuickTrip, QT, QwickTrp.
B. Johnson, Johnson, Johnson.
C. Durango, Durango, Dorango.
D. FedEx Kinko’s, Kinko’s, Kinko’s—Canton.

3. When adding categories to summarize data, you should perform all, except
which of the following?
A. Research payee business names on the Internet to gain a better under-

standing of what the payee does.
B. Be aware of similar or duplicate names that may require future cleans-

ing.
C. Accept the information as is.
D. Research an individual’s name on social media (e.g., Jack Gotti) to gain

a better understanding of who the person is.
4. Excel PivotTables can quickly be changed in the PivotTable Value Field
Settings by:
A. Clicking on different fields.
B. Moving fields between Row Labels and Values.
C. Clicking the down arrow on Values and Value Field Setting and

selecting Sum, Count, Average, Min, Max.
D. All of the above.

5. Scrubbing involves which of the following?
A. Correcting spelling errors.
B. Collapsing different variations of a name (e.g., Sloppy’s, Sloppy’s

Mid-Town, and Northside Sloppy’s) into a single grouping (e.g.,
Sloppy’s).

C. Removing blanks and extra characters in data fields.
D. All of the above.

6. When scrubbing Excel data, you perform all, except:
A. Use “Findwhat:” to describewhat youwant to find and type in “Replace

with:” what you want to replace.
B. Change click on what you want to change using the drop-downmenu.
C. Click on “Find & Select” and then click on “Replace.”
D. Highlight the Excel column(s) or row(s) you want to change.
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7. To refresh the PivotTable after entering new or corrected data you do all of
the following, except:
A. Use PivotTable Update Tools to “Restore” your original data when you

do not get your desired results.
B. While inside the PivotTable, click anywhere in the results (on the left

side of the page) to get “Options” and “Design” on the menu bar.
C. You select “Options” and then “Refresh.”
D. You select “Refresh All” to incorporate all new or corrected data.
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5CHAPTER FIVE

Case 5: Tracing Data Analytics
Red Flags Back to Source

Documents Using Subpoenas

5-1 ANDERSON INTERNAL MEDICINE AND LARSEN
CONVENIENCE STORE (CONSPIRACY AND LOAN
FRAUD): TRACE TRANSACTIONS DISCOVERED
DURING DATA ANALYTICS BACK TO SOURCE
DOCUMENTS USING SUBPOENAS

Learning Objective

After completing this case, you should be able to:

1. Take red flags detected from using data analytics (i.e., suspicious deposit
and related disbursements) and trace those transactions back to the source
documents (loan documents in this case).

2. Prepare subpoena wording for attorneys to obtain additional bank
documents.

3. Review loan documents and determine whether the loan documents
(credit applications and supporting documents) contain material
misstatements.
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HISTORY BEHIND THE FRAUD CASE

Father and son were targets of an arson-for-profit investigation. The
father was gambling at a casino at the time an incendiary fire destroyed

his business. Data analysis of the primary business bank account detected a
large deposit, which was significantly larger than any prior deposits
associated with the business. Using first-in, first-out (FIFO) analysis, the
recent deposit was matched with funds used to pay a casino, other financial
institutions, and a construction company. A second round of subpoenas
was served to the source of the large deposit and the entities that received
the checks associated with the deposit. It revealed, among other things,
that the large deposit was partially used for payment of construction
charges in arrears. Another round of subpoenas was serviced to all of the
financial institutions in the small town to locate and obtain both the father
and son’s personal checking accounts. Documents received from the
subpoenas revealed payments for gambling debts to several casinos, a host
of delinquencies on mortgages owed individually by the father, mortgages
owed individually by the son, and vendors that supplied the business as
well as a contractor building a commercial structure. This resulted in a
fourth round of subpoenas to casinos, mortgage companies, and vendors.
Of particular note, the subpoena to the contractor discovered that the
proceeds of the commercial loan were not used for new construction, as
requested in the credit application. In total, the loan proceeds eventually
went through a total of five financial institutions and were a challenge to
simplify the sources and uses of loan proceeds during expert testimony.

Father and son were convicted of arson and over 30 fraud counts,
including loan application fraud, check kiting, and scheme to defraud a
bank. The judge sentenced both to 10 years in prison.

Background

As discussed in the overview of the serial cases, Greg Larsen owned and
operated Larsen Convenience Store (case 1) and Tonya Larsen was the office
manager for Anderson Internal Medicine (AIM) (cases 2 to 4). Often, the
spouse of a fraudster is oblivious to (and innocent of) the alleged fraud(s) being
examined. In other instances, the husband and wife are conspirators. Part of
a fraud examination involving husband and wife is, among other things, to
determine the facts between husband and wife. From cases 1 to 4 we found
that Greg’s cash flow problems financially impacted his wife, and vice versa.

Recall that the fraud examination of the income tax returns and per-
sonal financial statements in case 1 found that Greg Larsen (DBA Larsen
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Convenience) had significant cash flow problems: The company’s balance
in its checking account significantly decreased, the company’s credit card
balance significantly increased, Greg laid off employees, and all of his vendors
made him sign promissory notes and put all of his future shipments during
the final two months on cash on delivery (COD) terms. In addition, the income
tax returns show that Tonya’s salary significantly decreased in 2015 (she had
been terminated by her former employer and was unemployed for six months
before joining AIM).

In Case 4, you examined documents processed by AIM’s bank between
September 1, 2015, and February 29, 2016. Through Excel Pivot data ana-
lytics, you identified red flags that required additional examination that were
posted by the bank in late December 2015. Of particular note, you detected a
check dated December 30, 2015, for $36,000.00 that was deposited into the
AIM checking account. The $36,000.00 check was made payable to “Cash”
and drawn on Greg Larsen’s account at Waleska Bank (Waleska, Georgia).
A review of all other deposits showed cash deposits that totaled less than
$2,000. Larsen Convenience Store burnt down two days later.1

In many fraud examinations, evidence is received and examined in
helter-skelter order. This case is an example of discovering suspicious activity
late in a fraud examination and having to double back and examine new doc-
uments. In the current case, a series of subpoenas associated with the red flags
returned documents from two financial institutions (Bank of Lawrenceville
and Waleska Bank) and an interview was conducted with the lending officer
of Waleska Bank.

Innocent Third Parties (Financial Institutions)

Financial institutions often collect their loans or mortgages if they follow good
lending policy and file a financing statement (a standard legal form that lenders
file with the clerk of court to secure title to various types of non–real-estate
property pledged as collateral for a loan) or a deed of trust (mortgage filing
similar to financing statements that collateralize the real property). Insurance
companies generally pay innocent third parties (like a financial institution) in a
casualty loss if thefinancial institutionproperly secured the loansormortgages,
respectively.

Although financial institutions suffer no economic loss, the insurance
companies who reimburse the financial institutions suffer the loss.

1Bank of Lawrenceville and Waleska Bank are part of the correspondent bank.
Accordingly, all checks, including the $36,000 check, clear overnight.
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Conspiracy

The federal government and the various states have criminal statutes regarding
conspiracy to commit criminal acts.

According to the U.S. Attorneys’ Manual, Criminal Resource Manual
(CRM-923), the general conspiracy statue is 18 U.S.C. § 371—Conspiracy
to Defraud the United States. It defines conspiracy as:

an offense [i]f two or more persons conspire either to commit any
offense against the United States, or to defraud the United States, or
any agency thereof in anymanner or for any purpose…The operative
language is the so-called “defraud clause,” that prohibits conspiracies
to defraud the United States. This clause creates a separate offense
from the “offense clause” in Section 371. Both offenses require the
traditional elements of Section 371 conspiracy, including an illegal
agreement, criminal intent, and proof of an overt act.

In short, a conspiracy is a verbal, written, or unspoken agreement between
two or more persons to intentionally commit an apparent criminal act in fur-
therance of their agreement.

In this fraud case, an argument can be made that Greg and Tonya con-
spired to obtain loan proceeds for a stated purpose; move that money through
a series of federally insured bank accounts; and then disburse that money for
other purposes.

Summary Requirements

After conferring with the attorney for Southern Appalachian Insurance
Company, you prepared and he edited wording for subpoenas to the Bank of
Lawrenceville and Waleska Bank to find out more information concerning
the $36,000.00 check. Note: these subpoenas are not provided. Raymond T.
Boone, CFE, a special agent with the insurance company’s Special Investigative
Unit (SIU), subsequently interviews John Grayson, the Senior Vice President
and Branch Manager for Waleska Bank in Ball Ground, Georgia.

1. Review the documents returned with the subpoenas and the interview of
John Grayson in Chapter 7, section 7-5, “Anderson Internal Medicine and
Larsen Convenience (Husband/Wife Loan Fraud and Conspiracy).”

2. Write up the fraud examination analysis for an addendum to the orig-
inal fraud examination reports for both Larsen Convenience Store and
Anderson Internal Medicine that discusses the results of your review.
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Be sure to include condition (material error or fraud discovered), criteria
(description in the type of material error or fraud and scope of analysis),
cause, and effect.

3. Prepare an audiovisual (e.g., flowchart) that shows the flow ofmoney from
inception through final checks.

The results of your assignment will be used as an addendum to the original
report, schedule(s), and possibly a courtroom audiovisual.

5-2 HOW TO WRITE WORDING TO SUBPOENA
DOCUMENTS, INFORMATION, AND/OR OBJECTS

Learning Objective

After reading this section, you should be able to:

1. Prepare wording for a subpoena to obtain financial documents.
2. Be able to review the documents obtained by subpoena and determine

whether you need additional documents.

Introduction

Financial and related information most often must be subpoenaed. Entities
(corporations, limited liability companies, partnerships, etc.) that maintain
financial and other information (e.g., audited and unaudited financial state-
ments; tax returns; and bank, credit card, investment, and/or trust statements)
have a fiduciary duty to protect that information, and most often will not
provide requested information unless served with a valid subpoena prepared
by a civil or criminal attorney associated with an open civil or criminal case
(e.g., contract lawsuit, divorce proceedings, or criminal investigation). Individ-
uals (and their unincorporated proprietorships) may invoke their right against
self-incrimination and not provide anything in criminal (but not most civil)
proceedings. This necessitates obtaining the information from other sources.

There are two basic types of subpoenas. Subpoena duces tecum is a court
order to a person or entity to attend court (or a grand jury) and bring relevant
documents. Subpoena to testify is an order for a person to attend a hearing,
grand jury, or deposition to testify. Each federal, state, and local court has
its own civil and criminal variations. U.S. court samples are provided in the
documents section. They illustrate civil and criminal subpoenas to provide
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documents, information, or objects and criminal subpoenas to testify in a
deposition, grand jury, or hearing/trial.

The agents for and attorneys representing the entities receiving the sub-
poena will limit production to only what they determine has been requested.
If the wording in a subpoena is poorly written, youmay not get what youwant.
Even if well written, what is provided is limited to your request (e.g., canceled
checks over $499.99), and when you review that information, you may have
to prepare another subpoena (e.g., for selected checks, deposit tickets, and
offsetting items depositedwith the deposit ticket shown in the bank statement).
NOTE: Subpoenas are often “fishing expeditions,” and wording in the request
may be challenged as overly broad. Compliance with a subpoena costs money
(e.g., an hourly research fee, plus a set fee per item retrieved). Also, thewording
can request ALL information (e.g., bank statements as well as all checks,
deposit tickets, and offsetting items); however, subpoenas can be costly and
response takes time. If you request too much information, the providing
entity may charge an exorbitant amount for research and reproduction
and/or take months to produce. What happens if you request all offsets to
deposit tickets (checks, debit memorandums, etc.) from a wholesale or retail
company? You might get hundreds of checks for customer payments. If you
restrict the request to less information, you should get the response quicker
and at a lower cost. However, it may necessitate more than one subpoena.
Check with your attorney. It is his/her call on how broad or how limited to
make the subpoena.

Know your target! In this case, it is Greg Larsen DBA Larsen Convenience,
who is a person and/or his alter ego (personally owned proprietorship). Hemost
likely will not respond to a subpoena. If you subpoena Greg Larsen in a crim-
inal case, he can invoke his right against self-incrimination. Records are often
available elsewhere. You can, for instance, request Greg Larsen’s information
from a third party such as a financial institution.With taxing authorities, your
attorney will have to request the information through an ex parte order before
a judge, who decideswhether to sign an order. This is needed particularlywhen
obtaining tax returns from the Internal Revenue Service because of the secret
nature of tax information.

Following are samples of subpoena wording associated with requesting
bank statements, checks, deposit tickets, and offsetting items. Note that “but
not limited to” is added to cover that which you may not have requested:

◾ Monthly bank statements and associated documents, including but not
limited to, both the front and back of all checks, all deposit tickets, and
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offsetting items (checks, debit memorandums, etc.) for XYZ for the period
____________ to __________.

◾ Monthly bank statements for XYZ for the period ____________ to
__________.

◾ The demand account documents, including but not limited to, the front
and back of all checks, all deposit tickets, and offsetting items (checks, debit
memorandums, etc.) for XYZ for the period ____________ to __________.

◾ The savings account documents, including but not limited to, the front and
back of all checks of $500.00 or more, all deposit tickets, and offsetting
items (checks, debit memorandums, etc.) where each offset is $500.00 or
more for XYZ for the period ____________ to __________.

◾ For XYZ for the period ____________ to __________ provide the follow-
ing to include but not limited to: (this prevents typing in the name of the
subpoenaed person or entity and time period over and over).

5-3 EXERCISE—ANDERSON INTERNAL MEDICINE
AND LARSEN CONVENIENCE STORE
(CONSPIRACY AND LOAN FRAUD)

Exercise 1: Individual Assignment

You find suspicious the $36,000.00 check deposited into the AIM checking
account on December 30, 2015. It was made payable to “Cash” and drawn
on Greg Larsen’s account at Waleska Bank. Why was the $36,000.00 check
deposited into AIM, and why were Larsen Convenience Store disbursements
made using AIM checks? Accordingly, you want to review the financial infor-
mation associated with that check:

1. Review the documents returned with the following:
a. The subpoena to the Bank of Lawrenceville to obtainAnderson Internal

Medicine’s demand account information for Account 7018188 for the
period ending on or around December 31, 2015, including, but not
limited to, the deposit ticket and front and back of the canceled check
for $36,000.00, and the front and back of all canceled checks over
$1,000.00 posted on or after December 30, 2015;

b. The subpoena to Waleska Bank to obtain the Greg Larsen’s demand
account information for Account 7011176 for the period end-
ing on or after December 31, 2015, including, but not limited to, the
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monthly bank statement, all deposit tickets and off-setting items over
$25,000.00, and the front and back of all canceled checks posted on or
after the date of the aforementioned deposits over $25,000.00; and

c. The subpoena to Waleska Bank to get the credit application and
the front and back of the canceled official checks associated with the
$49,000.00 official check deposited into Greg Larsen’s demand
account on December 28, 2015.

2. Review the SIU interview of John Grayson.
3. Write up the fraud examination analysis for an addendum to the original

fraud examination reports for both Larsen Convenience Store and Ander-
son Internal Medicine that discusses the results of your review. Be sure to
briefly discuss what you did or did not do and the findings (condition, cri-
teria, cause, and effect).

4. Prepare an audiovisual (e.g., flowchart) that shows the flow ofmoney from
inception through final checks.

The results of your assignmentwill be used as an addendum to the original
report and a courtroom audiovisual should you be called to testify as an expert
witness.

This assignment is to be completed individually. In particular, all students
are to perform the various fraud examination steps and submit their report nar-
rative and audiovisual(s) for a grade. No Excel templates are provided.
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Reports, Schedules, and
Audiovisuals

6-1 WRITING A FRAUD EXAMINATION REPORT

Learning Objective

After reading this summary, you should learn about:

1. The components of a written fraud examination report.
2. How to refer to schedules and audiovisuals in the body of the report.

Fraud Examination Report

Each organization has its own fraud examination report format. Fraud exami-
nation report formats often contain the same elements as those found in audit
reports.

Following is an outline of common elements. Immediately after the outline
is a sample report. The client in the example is a prosecutor; however, the client
can easily be a private attorney, corporate attorney, corporate manager, or a
person who hired you to determine whether he/she was defrauded.
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TO:

FROM:

RE:

DATE:

This is in a memorandum
format; however, it can also
be written in a letter format.

I. Background
You need to briefly state why you conducted the fraud examination.

II. Executive Summary
Summarize what steps you performed and what you found during the

fraud examination. Readers need a quick overview and a reason to “dig”
into the details.

III. Scope
Explain the scope of the fraud examination (e.g., determine whether

predication took place). If need be, discuss any issues that need to be
brought to the reader’s attention.

IV. Methodology/Findings
Give a brief description of what you did and did not do (e.g., the doc-

uments reviewed, tests performed, individuals interviewed, assumptions
made, and any scope limitations). Findings can be shown immediately after
discussing methodology or shown separately. You describe what you found
in sufficient detail so the reader understands what happened. However,
avoid giving too much detail so the reader does not (1) lose interest or (2)
get confused. Providing the right amount of detail is an art form. It is sug-
gested that you have a cold reader read the report to determine whether
the cold reader understands it before you issue the report.

If needed, break the findings down into separate categories. If possible,
cover condition (category of fraud), criteria (type of fraud, if applicable),1

cause (weak or nonexistent internal controls, collusion, etc.), and effect
(e.g., estimated loss, bankruptcy, etc.).

When discussing condition, do not express an opinion of guilt. The
ACFE Code of Ethics states, “No opinion shall be expressed regarding the
guilt or innocence of any person or party.” Guilt is a decision reached by

1Unless you work for a law enforcement agency, be careful on assigning criteria.
Law enforcement fraud examiners may discuss criteria like “theft by taking” or
“material misstatements to a financial institution.” Non-law enforcement fraud
examiners should use general categories like “material misstatements,” “misappro-
priated assets,” and “conflicts of interests,” which are substantiated by the facts.
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the triers of fact, not the fraud examiner. However, based on the facts of the
fraud examination, you can draw such general conclusions as “material
misstatements,” “misappropriated assets,” and “conflicts of interests.”

V. Summary
Concisely summarize the results of the fraud examination.

VI. Recommendations
If appropriate, provide recommendations to prevent a recurrence of

the fraud in the future (e.g., stronger internal controls).

REFER TO SCHEDULES AND AUDIOVISUALS IN THE BODY OF THE
REPORT

The report summarizes the fraud examination. While reading the report,
the reader will need to review the underlying schedules, exhibits (e.g., docu-
ments), and audiovisuals that may be attached to and/or support the report.
These help the reader understand the findings. Use a numbering or lettering
system to direct the reader to the supporting items. For example, use:

Schedule I/II/III… Schedule A/B/C… Exhibit I/II/III… Exhibit A/B/C…
Graph I/II/III… Graph A/B/C… Chart I/II/III… Chart A/B/C…

Consider using italics or bold fonts to emphasize the numbers or letters, so
the reader can easily find the schedules, exhibits, and audiovisuals and toggle
between the report and support.

SAMPLE REPORT
December 7, 2016

TO: Jason Pickering, Esq.

Assistant District Attorney

FROM: Henry K. Royston, CFE CPA

Forensics Partners, LLC

RE: Earl K. Duncan

CASE: 16-023

BACKGROUND

Earl K.Duncan (“the principal”) owns and operatesDuncan Investment Group,
LLC (“DIG”), a small private investment firm located in Cedartown, Georgia,
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which invests client monies “in emerging growth companies spanning the mid,
small, and micro-cap markets.”

Between March 1, 2015, and March 12, 2016, the principal deposited
approximately $401,000 in funds from a number of individuals and a corpora-
tion into theDIG checking account. Some of these individuals said they invested
monies with the principal, but did not receive authentic stock certificates. The
funds were supposed to have been invested in “Ace Aero-Drones.”

ISSUES TO BRING TO YOUR ATTENTION

DIG was organized onMay 6, 2014, and terminated on November 3, 2014, and
was organized a second time on July 15, 2016, and terminated a second time
on November 21, 2016. These organizations and terminations were outside of
the deposit period, March 1, 2015 to March 12, 2016.

DIG had only one debit card, which was issued to the principal.

EXECUTIVE SUMMARY
We scheduled and analyzed bank statements, canceled checks, debit card
transactions, fees, and deposits. When we did not recognize a payee, we
researched the payee on the Internet. As a result, we found:

◾ None of the client’s $401,000 in deposited checks were escrowed, or
disbursed, for investments in Ace Aero-Drones Incorporated, or Ace
Aero-Drones USA.

◾ Over $225,000 of the disbursements were personal transactions,
including 21 disbursements totaling $23,699 paid to a strip club the day
of or day after depositing investor checks.

◾ The principal and his wife used the DIG checking account as a personal,
instead of a business, checking account (e.g., eating at restaurants,
buying groceries and gasoline, and entertainment).

◾ There are no disbursements that indicate the principal withheld taxes
from paychecks or made payments to the U.S. Department of the
Treasury or Georgia Department of Revenue for income or employment
taxes.

Note: According to Secretary of State filing documents, Earl K. Duncan
co-managed DIG with Harmon Grunion from around May 6, 2014, until
around November 3, 2014, when DIG was terminated. On or around July
15, 2016, DIG was organized again by the principal, Joshua Johnson, and
Herschel Pritchard. DIG was terminated again around November 21, 2016.
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DOCUMENTS REVIEWED

We reviewed the following documents:

◾ Monthly bank statements, canceled checks, and deposit slips drawn on
the DIG account with the Bank of Cedartown (#2270 0049 9984) for
the months of November 2014 through September 2016 (fraud exam-
iner’s note: the account opened on November 6, 2014, and closed on
September 20, 2016).

◾ The defense attorney’s notes of factual content.
◾ Organization and termination certificates from the Georgia Secretary of

State.
◾ We requested income tax returns information for the principal and DIG;

however, those have yet to be provided. Accordingly, those were not con-
sidered and the report will be modified when received.

FRAUD EXAMINATION APPROACH/FINDINGS

Over $225,000 in Personal Expenses Paid from DIG Checking Account
As summarized in Schedule 1 and detailed in Schedule 2, we examined
$445,998.56 in disbursements (e.g., checks, debit card, and debit memo-
randum transactions). Over $225,000 in disbursements was for personal
expenses.

Below is a sample of the personal disbursements that we identified for the
24-month period, which is summarized by category, number of transactions
identified, associated total dollars, and examples. Visit Schedule 1 to view the
full listing.

Restaurant 456 $52,383.76 ARIA Silverstone Bar, Tybee Island
Brewing, Hooter’s, Roller’s Lounge,
Eden Forest Country Club, Stoney
River, Subway, Wendy’s

Strip Club 37 $45,998.00 Strip TZ Sports Grille (aka Striptease
Atlanta)

Entertainment 74 $36,291.50 Will Avants Golf, Sussex Billiards &
Beer, West Point Lake, Garland
Marine, Shipyard Golf Club,
Cloverland Amusement

(continued)
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Grocery 126 $ 8,101.13 BI-LO, Kroger, Piggly Wiggly, Publix

Wine/Liquor 7 $ 994.36 Hopkins Warehouse Liquor, Elegant
Wine

Sex Items 3 $ 370.96 Erotic Toys and More

Fraud examiner’s note: We identified a substantial number of transactions
where charges could be of a personal nature (e.g., 73 transactions at Big Lots,
BJs, Costco, Home Depot, Lowe’s, Target, Value City, and Walmart). However,
we could not determine which purchases were business or personal because of
the absence of receipts. Accordingly, none of those transactions were listed as
personal, albeit many could be personal.

We identified disbursements to Phil Axelrod, a person with whom the
principal indicated was associated. We found a March 6, 2016, wire trans-
fer for $75,000 to Phil Axelrod and a debit card disbursement for $7,500
on May 18, 2016 to Axelrod Industries. According to the defense attor-
ney’s notes of factual content, Axelrod testified under oath that, “DIG sent
$75,000 to repay his personal for consulting services.” The $7,500 debit
card transaction is the only charge over $5,000 to the principal’s (DIG’s)
debit card.

Investor Checks Show as the Check Purpose Ace Aero-Drones
Schedule 3 lists all $445,998.56 of the deposits from November 6, 2014,
through September 20, 2016. Schedule 4, however, shows that the principal
deposited a net of $401,000 in checks into the DIG checking account from
a number of persons during the period March 1, 2015, through March 12,
2016. In the memo section of four checks deposited during this period were
the wording “Ace Aero-Drones Stock,” “Ace Aero-Drones Plan,” and “50 K
Stock Ace Aero-Drones.”

No Evidence of Escrowing/Disbursing Funds for Ace Aero-Drones
We found that none of the forementioned client deposits were escrowed or dis-
bursed for investments in “Ace Aero-Drones,” “Ace Aero-Drones Stock,” or “Ace
Aero-Drones Plan.”
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Principal Visited Strip Clubs 21 Times after Depositing Investor Checks
Schedule 5 shows that the principal visited Striptease Club Atlanta (aka Strip
TZ Sports Grille) ten (10) times on the day of and day after depositing $35,000
from Marilyn K. Weaver (spending $15,814), eight (8) times after depositing
$42,500 from Christopher K. Weaver and $42,500 from Weaver Electron-
ics, Inc. (spending $4,331), and three (3) times after depositing $105,000
from Christopher K. Weaver (spending $3,554). In total, the principal spent
$23,699 on the 21 strip club disbursements shortly after depositing investor
funds (Fraud examiners note: The principal spent $45,998 on 32 strip club
visits over the 24-month period examined).

DIG Checking Account Used as a Personal Checking Account
As shown in organization and termination certificates from the Georgia
secretary of state and summarized in Schedule 6, DIG operated as a propri-
etorship (an unincorporated business owned and/or operated by a single
person who is responsible for its debts and receives its profits or pays for its
losses) from November 4, 2014, through July 14, 2016. Before and after those
dates, DIG operated as a limited liability company. The deposits in questions
were made during the period March 1, 2015, through March 12, 2016.
Accordingly, DIG was a proprietorship operated by the principal during the
time when monies were received from investors who wanted to invest in Ace
Aero-Drones.

Although titled as a limited liability company, based on the actual dis-
bursements (i.e., over $225,000 in disbursements made for personal purposes
by both the principal and his wife), the principal and his wife used the DIG
checking account as if it were a personal, instead of a business, checking
account. Normally, business checking accounts are kept separate from per-
sonal checking accounts and (1) owners remove monies from the business
checking account by writing paychecks or draws from their capital accounts
and (2) depositing those paychecks or draws from their capital accounts into
separate personal checking accounts.

Additionally, there were a number of checks where the memo indi-
cated “paycheck”; but, the paycheck amounts were in rounded numbers
(e.g., $3,000.00 made payable to Rena Rodriguez on March 5, 2016, and
$1,600.00 made payable to Roger Ferguson on May 16, 2016), and there
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is no evidence of withholding taxes or payments to the U.S. Department of
the Treasury, Internal Revenue Service, or Georgia Department of Revenue
taxing authorities. Businesses that employ persons are required to withhold
and pay income and social security taxes unless the persons are independent
contractors.

SUMMARY REMARKS

We reviewed the documentation associated with $445,998.56 in dis-
bursements and $445,998.56 in deposits. Over $225,000 of the disburse-
ments were personal. The principal spent $23,699 for the 21 strip club
disbursements the day of or day after receiving investor funds. DIG received
$401,000 in funds from investors and a number of the deposited checks were
for “Ace Aero-Drones Stock,” and “Ace Aero-Drones Plan” and “50 K Stock
Ace Aero-Drones”; however, no authentic stock certificates were provided.
Despite the checking account being labeled as an LLC the principal operated
it as a personal checking account rather than a business checking account.
The principal paid taxable wages; however, we saw no evidence of withholding
taxes or payments to the U.S. Department of the Treasury, Internal Revenue
Service, or Georgia Department of Revenue taxing authorities.

Should you have any questions or require additional information, please
contact me by email at hroyston@forensicpartners.com.

Sincerely,
Henry K. Royston, CFE CPA

6-2 FORMATTING SCHEDULES FOR INCLUSION
WITH REPORTS

Learning Objective

After reading this summary, you should learn how to format schedules for
inclusions with fraud examination reports.

Fraud Examination Schedules

As with reports, each organization has its format for schedules and those sched-
ule formats often appear similar to schedule formats used in audit reports.

mailto:hroyston@forensicpartners.com
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Below are expected formatting requirements:

I. Numbering/Lettering System
Prominently show a number or letter at the top of the schedule. This

numbering or lettering system directs the reader back to the narrative
found in the fraud examination report. For example, use:

Schedule I/II/III… Schedule A/B/C… Exhibit I/II/III… Exhibit
A/B/C… Graph I/II/III… Graph A/B/C… Chart I/II/III… Chart
A/B/C…

II. Use a Summary or Lead Schedule to Provide an Overview of the Various
Detailed Schedules

Even in simple fraud examinations, there are often two or more
detailed schedules. Use a summary or lead schedule to give a quick
simplified overview of the various detailed schedules and refer the reader
to the more detailed schedules. Following is a sample summary schedule
with references to the detailed schedules.

CATEGORIES OF ASSET
MISAPPROPRIATION

Schedule 1

Description
Amount of

Loss Reference

$7,895Irregular checks Schedule 3
5,000Unauthorized ATM usage Schedule 4

Unauhorized credit card usage 14,500 Schedule 5

$27,395Gross loss

Less: recovery through withheld payroll 3,515

$23,880Loss net of recovery

USE SUMMARY OR
LEAD SCHEDULE

REFERENCE
DETAILS

III. Use the Orientation, Margins, and Scaling Functions
Schedules can be too small or too large or too wide to be effectively

reviewed on a single page or pages. The most common problem involves
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being too wide (i.e., too many columns or too many columns that are set
too wide). Use the orientation, margins, and scaling functions in Print
Preview to correct these problems.

Below is a schedule that is too wide and if printed requires the reader
to use Scotch Tape to piece them together.

2013, 2014, 2015 Income Statement PAGE 1  PAGE 2

Piggly Wiggly of Yabor City, Inc.
Source:  IRS Schedules C Schedu           le 1

From Schedules C

Estima
End

Invent

ted
ing
ory

2013 % 2014 % 2015 % 2015 %

Gross receipts 320,000     100% 350,000       100% 300,000$

$

$

$

$ $ $

$

$ $ $

$ $

$ $

$ $ $       100% 326,600       100%

Beginning inventory                  90,000       28% 95,000         27% 99,000         33% 96,305         29%

Purchases                    250,000     78% 275,000       79% 235,000       78% 245,254       75%

Ending inventory 95,000       30% 271,000       77% 145,000       48% 91,183        28%

Cost of goods sold 245,000     77% 271,000       77% 189,000       63% $250,376 77%

Gross profit 75,000       23% 79,000         23% 111,000       37% $76,223 23%

Advertising 764           0% 863             0% 1,009          0% 1,009           0%

Car & truck expenses                   5,275         2% 5,346          2% 5,988          2% 5,988           2%

Insurance 2,786         1% 2,969          1% 4,009          1% 4,009           1%

Interest - other 134           0% 1,276          0% 1,783          1% 1,783           1%

Legal & professional 750           0% 750             0% 14,350         5% 14,350         4%

366Office            0% 578             0% 457             0% 457              0%

10,800Rent        3% 10,800         3% 10,800         4% 10,800         3%

897Repairs            0% 1,105          0% 1,237          0% 1,237           0%

Supplies 1,471         0% 1,678          0% 1,787          1% 1,787           1%

Taxes & licenses 1,799         1% 1,895          1% 1,496          0% 1,496           0%

Utilities 3,677         1% 3,901          1% 4,907          2% 4,907           2%

Wages 3,789         1% 3,987          1% 1,789          1% 1,789           1%

Total expenes 32,508       10% 35,148         10% 49,612         17% 49,612         15%

Net profit/loss 45,107       14% 49,313         14% 70,256         23% $26,611         8%

70,256         

Estimated overstatement of inventory and net income 43,644         

DO NOT SPLIT SCHEDULE INTO TWO 
PAGES.  READER SHOULD NOT HAVE 
TO USE SCOTCH TAPE
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Switch the orientation from Portrait to Landscape and then use Cus-
tom Scaling Options to adjust the scaling down to a smaller size. Following
is the same schedule in Landscape Orientation and 85 percent size. The
reader does not have to use tape.

2013, 2014, 2015 Income Statement
Piggly Wiggly of Yabor City, Inc.
Source:  IRS Schedules C

From Schedules C

2013 % 2014 % 2015 % 2015 %

Gross receipts 320,000     100% 350,000          100% 300,000          100% 326,600          100%

Beginning inventory 90,000       28% 95,000         27% 99,000         33% 96,305         29%

Purchases 250,000     78% 275,000       79% 235,000       78% 245,254       75%

Ending inventory 95,000       30% 271,000       77% 145,000       48% 91,183        28%

Cost of goods sold 245,000      77% 271,000

$

$

$ $ $

$ $

$ $ $

         77% 189,000          63% $250,376 77%

Gross profit 75,000        23% 79,000           23% 111,000          37% $76,223 23%

Advertising 764           0% 863             0% 1,009          0% 1,009           0%

Car & truck expenses                5,275         2% 5,346          2% 5,988          2% 5,988           2%

Insurance 2,786         1% 2,969          1% 4,009          1% 4,009           1%

Interest - other 134           0% 1,276          0% 1,783          1% 1,783           1%

Legal & professional 750           0% 750             0% 14,350         5% 14,350         4%

366Office            0% 578             0% 457             0% 457              0%

10,800Rent        3% 10,800         3% 10,800         4% 10,800         3%

897Repairs            0% 1,105          0% 1,237          0% 1,237           0%

Supplies 1,471         0% 1,678          0% 1,787          1% 1,787           1%

Taxes & licenses 1,799         1% 1,895          1% 1,496          0% 1,496           0%

Utilities 3,677         1% 3,901          1% 4,907          2% 4,907           2%

Wages 3,789         1% 3,987          1% 1,789          1% 1,789           1%

Total expenes 32,508       10% 35,148

$

$

$

$

$

$ $       10% 49,612          17% 49,612       15%

Net profit/loss 45,107       14% 49,313       14% 70,256       23% $26,611 8%

70,256

Estimated overstatement of in ventory and net income $43,644

Estimated Ending
Inventory 

Schedule 1

SWITCH FROM PORTRAIT TO 
LANDSCAPTE ORIENTATION AND 
USE CUSTOM SCALING TO SHRINK
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The same formatting applies to pictures, charts, graphs, photographs,
and so on. Following is a picture of the front and back of a canceled check.

6-3 HOW TO SIMPLIFY THE COMPLEX
WITH AUDIOVISUALS

Learning Objective

After reading this synopsis, you should have a better idea about:

1. The types of audiovisuals available to simplify the information found dur-
ing your fraud examination.

2. How to enhance and script your expert testimony with audiovisuals.

The following is based on an article written by William H. Beecken enti-
tled “Enhance Your Expert Testimony with Audio-Visuals,” which appeared in
The White Paper, the Association of Certified Fraud Examiners (ACFE), January–
February 1992.
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Introduction

Because fraud examiners work with a multitude of information during their
investigations, they have the potential of being among the most important wit-
nesses in an arbitration, hearing, or trial. However, like most expert witnesses,
they possess so much information that they also have the potential to confuse
or bore the triers of fact (judge, jury, or arbitrator). Unless trained, expert
witnesses often resort to using technical jargon, speaking in monotone voices,
not effectively controlling their bodies, eyes, and voices during testimony, and
wanting to convey voluminous amounts of complex financial information
using accounting schedules. All of these have the potential of losing, instead of
informing, the triers of fact.

To overcome the pitfalls and be a more effective expert witness, fraud exam-
iners should consider using audiovisuals during their testimony. Through care-
ful preparation of audiovisuals, fraud examiners will:

1. Force themselves to use simplified terminology.
2. Script their direct testimony.
3. Provide prompts for the timing of vocal emphasis and on items that should

be highlighted.
4. Focus the eyes of the triers of facts onto the documents that the fraud exam-

iner and his attorney feel are most important.
5. Summarize the most important findings of the fraud examination that the

triers of fact will use during deliberations.

A major portion of the population is visual, auditory, or kinesthetic
(touch) learners, or some combination thereof. The highest percentage of
learners absorbs information best when both see and hear that informa-
tion. Accordingly, verbal testimony (auditory) augmented by audiovisuals
(visual) both increases the absorption of the facts and supports the expert’s
opinion.

With well-conceived audiovisuals, the triers of fact will pay closer atten-
tion, better understand the complexities of the fraud examiner’s conclusion,
and better remember the fraud examiner’s testimony during deliberations.

Confusion is the weapon of the opposing attorney. This is particularly true
when the fact finders are juries made up of uneducated peers. In financially
oriented cases, opposing attorneys routinely try to exclude persons with finan-
cial backgrounds from the jury during the selection process. However, as the
adage, goes, “Pictures are worth a thousand words.” With today’s computers,
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cameras, and video camcorders, the fraud examiner can quickly enhance and
simplify their testimony with simplified audiovisuals that graphically convey
the core ideas of their findings.

Using the Correct Chart/Diagram/Visual Analysis

The five most commonly used types of accounting audiovisuals are line charts,
bar charts, pie charts, diagrams, and text charts. What many users do not
understand is which audiovisual best conveys certain kinds of information.

1. Text charts convey words, phrases, and sentences representing discreet
information (e.g., overview of a presentation or demonstration).

2. Line charts best depict changes over time (e.g., increases or decreases in
income statement items over several accounting periods).

3. Bar charts best compare differences in size or components at various points
in time (e.g., balance sheet totals).

4. Pie charts compare parts of a whole at one point in time (e.g., composition
of material misstatements).

5. Diagrams illustrate structures (e.g., organizational charts), procedures
(e.g., disbursement cycle flowchart), or movement (e.g., movement of
checks in a check kite).

Design Principles for Charts and Graphs

Once the most applicable type of audiovisual is chosen, the following design
principles should be observed:

1. Simplicity. Follow the KISS (Keep It Simple, Stupid) theory. Focus the
viewer’s attention on as few attributes, titles, and colors as possible. Pro-
vide as much white (open) space as possible. If done properly, the viewer
can quickly grasp and readily retain the point being made. Concentrate
your presentation on the least common denominator (i.e., the arbitrator,
judge, or juror who has trouble balancing his/her checkbook). If needed,
use a series of simple graphs to convey several related attributes or use
consolidating techniques (e.g., averaging data from several time periods)
to simplify your presentation.

2. Balance. Visually balance the colors and shapes in the audiovisual. Dark,
solid, and eye-catching colors should be strategically placed to avoid visu-
ally tipping the audiovisual in the wrong direction.
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3. Consistency. When using a series of related charts or graphs, use the same
lettering font and style of audiovisual. Consistency adds an unseen profes-
sionalism to the entire expert testimony. Obvious errors or inconsistencies
subtract from the information being conveyed.

4. Lettering. A combination of upper- and lowercase letters works better than
using all uppercase letters. Save the use of all uppercase letters for empha-
sis. For additional emphasis, use, but do not overuse, italics, shadowing,
boldfacing, underlining, or some combination thereof.

5. Coloring. AVOID USING OFFENSIVE COLORS! Opposing counsel have per-
suaded judges that using “red” for net losses or “green” for money is more
“prejudicial than probative.” As a result, judges have made last-minute
decisions precluding experts from using graphs and charts with these
“prejudicial” colors. Do not find out that your audiovisual aid is unusable
just before or during your testimony. A black and white schedule might
suffice and avoid being rejected by the judge.

Examples

Bar Chart

The bar chart is one of the most used audiovisuals. Following is an example of
confusing, good, and better bar charts.

Confusing. Too many data points. Use three graphs instead of one
graph.

0

50000

100000

150000

200000

250000

300000

2013 2014 2015 2015 Est.

Cash

Accounts receivable

Ending inventory
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Better. Show a comparison of only one data point (e.g., ending inventory).

Ending Inventory

2015 Est.201520142013

$160,000

$140,000

$120,000

$100,000

$80,000

$60,000

$40,000

$20,000

$-

Ending inventory

Best. Show a comparison of only one account (e.g., ending inventory); but,
enhance the labels; add a comparative bracket and the amount of the difference
between what was reported and the estimated actual ending inventory.

Ending Inventory

$139,000

$90,967 $96,731

$45,001 difference

$93,999

2013 2014 2015 2015 Est.

Below are a number of examples of good audiovisuals.

Document Audiovisual

A document video shows and highlights material misstatements.Make a screen
shot of the document; add a descriptive label; and highlight material misstate-
ments. For example:
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$37,324 per vendor summary

$39,897 per vendor summary

Multiple Document Comparison

Make a screen shot of the two or more related documents; add a descriptive
label; and highlight the material misstatements in the two documents.

Descriptive Chart

Occasionally you need to explain a process, accounting, or concept. Following
is a chart explaining gross profit.
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WHAT IS GROSS PROFIT – ONE ITEM?

Sell Refrigerator (at Retail)

$1,000(GROSS RECEIPTS)

Remove Refrigerator from Inventory (at Cost)

(COST OF GOODS SOLD) $600
________

Profit from Sale 

$400(GROSS PROFIT)

Flowchart—Follow the Money (Loan Proceeds)

Occasionally, you have money that is moved around between accounts at differ-
ent financial institutions, particularly when money is being laundered. Instead
of several accounting schedules (one for each institution), which can confuse
attorneys, judges, and juries, a single picture quickly provides an overview of
the movement of money. Like other audiovisuals, once it is moved into evidence,
the audiovisual goes with the judge or jury for deliberations. It represents what
you want the triers of fact to remember most. See example on page 111.

Flowchart—Follow the Money (Deposits and Withdrawals)

Similarly, you may track money as it moves around the same financial insti-
tution but in different cities. If you also have the cell phone records (via
consent or using a subpoena), those records may be incorporated into the
flowchart. Following is an audiovisual that tracks money inside the same
bank over a two-day period. The bank statements record a cash deposit by
an accomplice in one city and cash withdrawals in another distance city
on the same day, followed by debit card transactions, probably purchasing
big-box store stored money cards. The cell phone records the coordination
between the accomplice in one state and owner of the bank account in
another state. See the flowchart example on page 112.
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Date Amount Payee
01/29/17 11,959.00$ Jobber’s Gasoline

01/29/17 1,041.00     Speaker’s Bureau

Date Amount Payee 01/29/17 36,000.00 Smith’s Self-Storage

01/28/17 36,000.00$  Harmon Smith 49,000.00$ Total of Deposit and Disbursements
01/28/17 1,045.80 North Marietta Escrow

01/28/17 500.00 Loan Fee

01/28/17 430.07 Cobb County Tax Commissioner

37,975.87$  Total Disbursements

Date Amount Payee
01/30/17 7,000.00$   ABC Construction

01/30/17 10,578.67 Payoff loan on mausoleum

01/30/17 7,324.23 Payoff mortgage arrearage

01/31/17 3,500.00 Cash - Harmon Smith endorsement

01/31/17 3,246.00 Hacker Wholesale

01/31/17 1,440.00 Magnet House of Fun

01/31/17 3,273.00 Carribean Resort

36,361.90$ Total of Disbursements - FIFO Method

NOTE:  SMITH PERSONAL ACCOUNT

NOTE:  SMITH BUSINESS ACCOUNT

PERSONAL CHECKS - Marietta Bank A/C 7768014

LOAN CHECKS - Marietta Bank A/C 3970188

BUSINESS CHECKS - Bank of Gilmer County A/C 188144477
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Text Messages

Sweat’s Cellphone

BOL: 78810400

Phil Hall

Loc: Canton, GA Loc: Birmingham, AL Loc: Birmingham, AL

BOL: 78810400

Phil Hall

BOL: 78810400

Phil Hall

October 19, 2016

11:53 AM

“There yet”

11:30 PM

“Kk”

12:15 PM

“Somethin stopping U”

12:16 PM
“Don’t use same

branch

used yesterday”

12:37 PM

“Smucks around”

12:37 PM
“Can’t talk”

Hall

11:56 AM
“Shortly”

12:37 PM

“Hold Ur horses”

DEPOSIT
$12,500.00

Cash Deposit,

Canton, GA

WITHDRAWAL
$1,500.00

Cash Withdrawal

Birm BR 011

WITHDRAWAL
$5,000.00

Cash Withdrawal

Birm BR 003

WITHDRAWAL
$1,000.00

Cash Withdrawal

Birm BR 001

WITHDRAWAL
$945.00

POS Purchase - GMart #1 -

Birm., AL

WITHDRAWAL
$945.00

POS Purchase - Gmart #2 -

Hoover, AL

WITHDRAWAL
$945.00

POS Purchase - Gmart #3 -

Mt Brook, AL

12:35 PM

“$12500”

12:35 PM

“Done”

12:37 PM

“kk”

Sweat

Sweat

Sweat

Sweat

Sweat

Sweat

Hall

Hall

Hall

Hall

Hurdmen

October 18, 2016
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Summary Testimony

Often, a summary listing focuses the expert witness’s testimony and provides
the attorney a document for your direct examination or the attorney’s closing
arguments. It represents what you want the triers of fact to remember most.

GOOD SUMMARY BETTER SUMMARY

DONNIE’S BURGERHUT
INDICATORS OF INSOLVENCY

•      THREE CONSECUTIVE NET LOSSES

        FOR YEARS 2013–2015

•      NET LOSS OF $107.183 IN THE

       FINAL FOUR MONTHS OF

       OPERATION

•      79 NSF CHARGES IN THE LAST

       18 MONTHS

•      DEFAULT ON LINE OF CREDIT

•      THREE REJECTIONS FOR NEW

       LOANS

•      FREQUENT CHECK KITING

       BETWEEN BUSINESS AND

       PERSONAL CHECKING

       ACCOUNTS

DONNIE’S BURGERHUT
INDICATORS OF INSOLVENCY

•      Three consecutive net losses
       for the years 2013–2015

•      Net loss of $107,183
       in the final four months of

       operation 

•      79 NSF charges
       in the last 18 months

•      Default on line of credit

•      Three rejections for new
       loans

•      Frequent check kiting
       between business and personal

       checking accounts
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7-1 CASE 1: FRAUDULENT FINANCIAL STATEMENTS
(LARSEN CONVENIENCE STORE)

Recorded Interview on January 2, 2016
Location: Parking Lot of Larsen Convenience, Canton, Georgia
Participants: Gregory Larsen, owner of Larsen Convenience
SIU Special Agents Collins and Hawkins

Collins Mr. Larsen, I am Special Agent Tom Collins and this is Special Agent
Rodney Hawkins. We are with Southern Appalachian Insurance
Company. Here is a copy of my business card.

Larsen What is this about?
Collins We are making an inquiry into the fire at your store two days ago.

May we ask a few questions and record our conversation?
Larsen Sure, I’ve nothing to hide.
Collins That would be great. We need your assistance in determining the

cause of the fire. It will help expedite your claim.
Larsen Great! I need the money and want to get back into business as soon

as possible.
Collins As I understand it, the fire was called in around midnight on

the 31st.

115

Fraud Examination Casebook with Documents: A Hands-on Approach, William H. Beecken and Clark A. Beecken
© 2017 John Wiley & Sons, Inc. Published 2017 by John Wiley & Sons, Inc.
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Larsen That’s what I’m told.
Collins The cause and origin guys ruled out acts of nature and mechanical

and electrical causes and sources of the fire. The arson dog alerted on
numerous spots inside the store and the Fire Marshal took samples to
the GBI State Crime Lab. Do you have any idea of who would have
wanted to burn your business?

Larsen What do you mean, like a customer?
Collins Customer, relative, neighbor, anyone.
Larsen A customer came to the store on the 31st. He was drunk and got irate

when I wouldn’t sell him a case of beer.
Collins Tell me more. Did you know him?What did he look like? What were

you doing?
Larsen I was getting ready to close for the night. The phone was ringing.

The front door was locked. I never saw him before. You know, you try
to remember all customers, but sometimes you’re busy and just can’t
remember. I think he was big, about six feet six tall, 350 pounds, and
had a beard. The room smelled like alcohol and body odor. He went
to the cooler and grabbed a case of beer. All hell broke loose when he
couldn’t buy beer. No one wants to lose their liquor license. Cops are
everywhere. The guy went nuts and threatened to burn down the
store. What would you do?

Collins What kind of car did he drive? Did you get a license plate number?
Larsen I didn’t check. Would you stick your neck out?
Collins Was your business doing well?
Larsen Great! Best year ever. I just increased my inventory to cover higher

sales. Things were going gangbusters. I was thinking of opening a
second store over by the new shopping center. The traffic has
quadrupled over there.

Collins Back to possible suspects. Know anyone else?
Larsen My wife’s family hates me. Her nephew got angry over money. I

jumped into my truck, backed up in a hurry, and accidently killed
him. The bastards won’t let me forget it.

Collins Anyone mad enough to burn your business.
Larsen His father is a hothead and a big drinker. He came into the store once

and turned over my shelving. Took me hours to get everything
straight.

Collins When did you last see him?
Larsen I avoid him like the plague. Won’t you?
Collins Do you have his name and address? We will need to visit him.
Larsen I’ll get that for you. I would love it if he was the torch.
Collins Thanks for your cooperation. We’ll be back in touch. Let us know if

you think of anything else.
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This book includes a student companion website, which can be found at
www.wiley.com/go/fraudexamcases. Enter the password: beecken234.
This website includes the following Excel templates and Excel docu-

ment files:

203-Tonya Edits Template
Anderson Bank Transactions (Sep Oct Nov Dec Jan Feb)
Check Debit Card Larceny Case, Exercise #1 Template
Check Debit Card Larceny Case, Exercise #2 Template
Financial Statement Fraud, Exercise #1 Template
Financial Statement Fraud, Exercise #2 Template
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WilliamH. Beecken teaches fraud examination courses at BrenauUniversity,
Gainesville, Georgia, and taught fraud examination at Southern Polytechnic
State University (SPSU) before it merged with Kennesaw State University. The
final examination at SPSU required students to write a fraud examination
course, prepare trial ready schedules and audio-visuals, and then provide
expert testimony before a real prosecutor and defense attorney in a court of law
using the materials contained in this casebook. In addition, he mentored his
SPSU students while they interned with the Cobb County District Attorney’s
Office, Marietta, Georgia.

Bill is a Certified Fraud Examiner (CFE) and Certified Public Accountant
(CPA). He has a B.A. from Sewanee: The University of the South and M.B.A.
(Accounting Concentration) from Brenau University. Bill currently serves as
the Director, Fraud Services, for Assurance Forensic Accounting (where he
specializes in employee dishonesty, inventory theft, fraud, and divorce cases).
A retired federal employee, he previously worked as an FDIC supervisory
auditor and supervisory investigator, ATF senior forensic auditor, and SEC
accountant/investigator. During his 27-year federal career he trained seven
times at the Federal Law Enforcement Training Center. His most notable cases
were a 2,309 handgun racketeering case; 63-count arson-for-profit, check
kiting, bank-mail-wire fraud case; a $1.25million contract fraud investigation
of a Big 4 CPA firm, a Ponzi scheme, and a securities-check kiting scheme. He
has testified over 25 times as a witness in federal and state court on financial
motive analysis; bank, bankruptcy, mail, and wire fraud; check kiting; money
laundering; tax evasion; racketeering; trust fraud; divorce-related finances;
employee dishonesty; and taxes.

Bill is an occasional lecturer on fraud topics. He taught Testifying as
an Expert Witness to Georgia Tech internal auditors and a series on Loan
Fraud, Check Fraud, and Check Kiting for the Community Bankers Association
of Georgia. In addition, ACFE and the International Association of Arson
Investigators have published several of his fraud articles.
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Clark A. Beecken is a Certified Fraud Examiner. Clark graduated from
Southern Polytechnic State University with a B.S. in Business Administration
(Accounting Track). He gained fraud examination and forensic accounting
experience with a federal agency, Georgia Tech Department of Internal
Auditing, Special Review Unit, Legal Services Corporation, Office of Inspector
General, and forensic accounting firms. Additionally, he received extensive
criminal investigative training and experience while interningwith the Federal
Law Enforcement Training Center and the U.S. Department of State, Bureau
of Diplomatic Security. Clark currently serves with a federal agency. He has
twice testified in court as an expert witness in forensic accounting. In addition,
Clark mentored SPSU interns with Georgia Tech and the Cobb County District
Attorney’s Office, Marietta, Georgia, and lectured on Digital Forensics and
using IDEA Data Extraction and Analysis (Data Analytics).
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