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YOUR OBJECTIVES:

· Comprehend the auditor’s responsibilities for detection of fraud 

· Know the laws under which fraud can be prosecuted.
· Learn theories as to why people commit fraud.  

· Learn how to collect and handle evidence. 

· Learn how to interview people.

· Recognize how to prevent and detect common management frauds.

· Recognize how to prevent and detect common employee frauds.

· Gain an awareness of consumer fraud.
· Apply investigative techniques.

· Understand the role of the audit committee and internal auditors

· Write reports that are clear, effective and grammatically sound. 

· Obtain a strong foundation for taking the CFE exam. 

PHILOSOPHY:

My philosophy of this class is similar to the relationship between management and the auditor.  Just as the manager has primary responsibility for the financial statements, you have primary responsibility for your education.  Similar to the auditor, my responsibility is to provide an opinion on your education.  If management takes little responsibility for the fairness of the financial statements, the audit process is painful and there is a reasonable chance that the auditor will not be able to detect material misstatements.  Similarly, if you try to escape this course with little understanding and no applicable skills, you will make OUR experience more painful and less rewarding.  In summary, you will get out of this class what you put into it.
ACADEMIC HONESTY: 

All aspects of the University's honor code apply to this course.  Notes, books, electronic media and similar means are not allowed to be used on exams.  By becoming a member of this class you are demonstrating an interest in a profession that is distinguished by its integrity and objectivity.  The instructor will strive to maintain these ideals at all times and the students will be expected to do the same. 

Projects exams that are to be turned in for a grade should not be  discussed with employers, potential employers, professors, or other students who are not currently enrolled in the course unless given express consent of the professor. 

A student or former student should not discuss any exams with students who have not taken the exam.   Also, a student who has not taken an exam should not discuss that exam with a student that has taken the exam.  A discussion would include any verbal or nonverbal exchange concerning content and/or difficulty of the exam.  

 GRADES: 

	 Exam I 
	  100 pts.

	 Exam II 
	  100  

	 Group Fraud Project
	  100*

	 Investigation and Expert Witness Case  - group
	  100

	Preference Points before midterm 

    A)  Book analysis (6-7 pages)   50pts*
    B)  ACFE meeting w/one page summary 

          20pts for the first – 10pts for each additional

    C)  Specialty topics – 50pts *
    D) Article summaries (from approved list) 10pts          each up to 50 pts maximum
    E)  Consumer fraud example and

         one page summary  - 10 pts due 1/21
    F)  Fraudulent Corporation Profile – 50 pts *
	50pts max



	 Preference Points after midterm:   Select either  

A) Specialty topics – 50pts *   

B) Fraudulent Corporation Profile – 50 pts * 
	50 pts *

	 Professional Behavior (0 to negative  500pts)
	       ?

	 Total Possible
	  500 pts.

	* Indicates potential bonus points that may be awarded for exceptional performance


	Grade 
	 Points 

	        A 
	     465-500.00 

	        A- 
	     450-464.99 

	        B+ 
	     435-449.99 

	        B 
	     415-434.99 

	        B- 
	     400-414.99 

	        C+ 
	     385-399.99 

	        C 
	     365-384.99 

	        C- 
	     350-365.99 

	        D 
	     300-349.99

	        F
	     Below 300 


EXAMS:

Exams will be given as scheduled on Wednesday nights!  Schedule potential interviews and work schedules accordingly.  The final exam will be given during the University scheduled time.  MAKE-UP EXAMS WILL NOT BE GIVEN unless you have a death in family or a significant illness and the instructor gives approval prior to the exam.    Any conflicts with exam times must be noted in writing during the first week of class. 

Exams will include multiple-choice questions, short-answer and essay questions.  The multiple-choice questions will be similar to questions one might encounter on the Association of Certified Fraud Examiners’ Exam.    

GROUP FRAUD PROJECT:
This is designed to (1) give you experience in fraud prevention and detection and (2) provide a benefit to a business and or the community.  Your project must be approved by me in advance. 
You are required to complete three (see course calendar) “Group Fraud Project Updates” throughout the semester.  These are designed to let me know how your are progressing, or more importantly, if you are not progressing.  These can be emailed and can consist of a few sentences describing key decisions and potential problems to date.  Your communications are not restricted to this, and I hope that you will keep me updated more frequently.  The following are examples of fraud examination projects conducted at another institution:
One student noticed that the dining center at a local university did not have good controls in place to ensure that those purchasing food paid for it. It was easy to bypass cash registers and sit down or exit without paying. The student brought this to the attention of the dining center manager who did not think it was a serious problem. Consequently, the student received permission to conduct a surveillance to determine the extent of the problem. During a two-hour surveillance, 28 students purchased food and then either sat down or exited without paying for their meals. The dining center manager was then motivated to implement many of the recommendations made by the student conducting the project.- Acceptable
A group of students reviewed the internal controls over cash receipts at a fast-food establishment located in the local mall. They found the controls to be inadequate to ensure that all of the cash received during a day was deposited in the bank. Reconciliations of the cash register tapes to the bank statements were not being done. The students reconciled two years worth of cash register tapes to the corresponding bank statements and found a $40,000 shortage. One of the students confronted the manager (the most likely suspect) with the evidence and the manager refused to answer questions and promptly resigned his position. The owner chose not to prosecute the manager but did implement most of the students' recommendations for improving control over cash receipts. The profits of the business have more than tripled since the manager's resignation.- Acceptable if modified
A small group of students conducted an undercover surveillance at a local "Gentlemen's Club" to determine if servers and bartenders "rung into" the cash register all of the money collected from customers. The results: About three-fourths of the employees were "pocketing" (a.k.a. skimming) cash receipts from customers. Consequently, the owner of the business agreed to a one week "invigilation" in which the students--supervised by two certified fraud examiners--monitored all cash flows during the week. Since the employees knew they were being watched and their activities were being closely monitored, they refrained from stealing during the week. The resulting record-breaking increase in cash flows for the week allowed the fraud examiners to estimate the losses incurred as a result of employee theft. Their estimate: $871,000 per year or 20% of gross revenues – Acceptable (although possibly immoral)
A group of students received permission from the business owner to see how easy it would be to shoplift merchandise from a mall-based, collectibles store. The students were able to easily shoplift the small high-priced merchandise without being detected. Moreover, they were also able to return the items--without receipts--and receive cash refunds. Consequently, the business owner implemented many of the students' recommendations for improving internal controls. - Unacceptable  
 At the conclusion of the project, your report should include:

1) A description of the how your project relates to the three elements of the fraud triangle

2) A description of the evidence collected and the methods used to collect the evidence.

3) Recommended changes and changes adopted by the business (if applicable).

Keep in mind that the fraud examiner’s responsibility is to report facts.  It is the responsibility of management and/or attorneys to draw conclusions based on those facts.  In this project, your investigation cannot be directed at discovering fraud perpetuated by a particular individual.  You are by no means required to find evidence of fraud.  You are required to identify a project where the risk of fraud sufficiently exists and collect evidence that further supports the existence or lack of existence.
INVESTIGATION AND EXPERT WITNESS CASE:
This project will be conducted in groups.  You will choose to be either the prosecution witness or defense witness in the case of the Party-Time Bar.  The case is based on an ACTUAL fraud investigation and an Assistant Commonwealth Attorney will perform the direct examination and cross-examination of your testimony.  Additional materials will be handed out in class.

BOOK ANALYSIS (optional):

In 5-7 pages:
1)   Briefly summarize a book on fraud (no more than one page)
2) Explain what you learned from reading the book, 
3) Suggest ways that the book could be improved (was anything omitted, less than factual, etc.)
4) Suggest ways in which the book could be useful for fraud/forensic auditors. 

An approved book list can be found on Blackboard in the Course Information area.

ARTICLE SUMMARIES (optional):

In one page
1) Briefly summarize the article (one paragraph or less), 
2) Suggest ways in which the article could be useful for fraud/forensic auditors
3) Suggest ways that the article could be improved (was anything omitted, less than factual, etc.?). 
Suggested articles can be found on Blackboard in the Course Information area.  You may find other articles on your own for critique, but make sure that they are 1) relevant to the course material being covered when the critique is due and 2) of sufficient content (in other words, choose a featured article, rather than a one-page column). 

CORPORATE FRAUD PROFILE (optional):

Select a corporation that has conducted some fraud.  Research what happened to the corporation and develop a profile of the corporate fraud. 
The profile has to be at least five pages and will most likely be more.  It does not have to include ALL the purported wrongdoings of the corporation, but should include the major issues.  Writing should be clear and concise.  Make it as simple as possible.   Consider using graphics.  
Your profile should answer the following questions:
1)  What was done wrong (i.e., GAAP violation, SEC)?

2)  How was it uncovered (likely to be brief)?  

3)  Who are the key players (e.g., Kenneth Lay, Jeff Skilling, David Duncan, Arthur Andersen)?


Tell us what the legal status of the cases against the individual and corporation are

4)  What was the impact (i.e., stock price, personal story)?

5)  What could prevent this?

Suggested corporations:
Tyco

WorldCom
Global Crossing

Carolina Investors

HealthSouth

Parmalat (probably not enough information)
If a graduate student chooses this option, it must be presented in class.

SPECIALTY TOPICS (optional):

You can select a topic that interests you to examine in depth.  This will be on a first come first serve basis.  Please do not feel restricted to this list, but do feel obligated to get your topic approved first.  You will be graded on the extent of your research and the quality of your writing and presentation.  Write your project for the other students in the class (i.e., it should be educational).  Depending on the topic you choose, you might be required to include a PowerPoint presentation. 
A list of potential topics follows, but do not feel restricted:

Cash Schemes

HealthCare Fraud

Insurance Fraud

Bankruptcy

Payment Schemes

Payroll Schemes

Finance Schemes

Cost Accounting Schemes

Advanced Interviewing

Benford’s Law and Numerical Analysis
CAATS

Criminology – Research studies

Performing a background check

Public sources of information

Money Laundering

Consumer Fraud – Research studies 

International Fraud

Advanced Financial Statement Fraud 

Location of Hidden Assets – Divorce Settlements

Location of Hidden Assets – Drug enforcement or Terrorism
I have additional ideas if you stop by my office.
ALL PROJECTS:

The work you submit must be your own.  Any OUTSIDE assistance must be pre-approved.  Late assignments will not be accepted. 
Mastering writing skills is an ongoing and important process.  Grammar and spelling will be graded on all cases/exercises.  If you anticipate problems in this area, please consider using the University Writing Resource Center  (413 Wilson Hall) - (540) 568-6967.  

Certain web sites address common errors in English.  Other web sites specifically support those individuals who use English as a second language.  Try the grammar lady if you have specific questions.  If you find these sites or others helpful, please let me know (richarrc@jmu.edu).  

PROFESSIONAL BEHAVIOR:

I am committed to promoting an environment where students can ask questions, learn, and get excited about the material and the profession.  Respect for your peers, guest speakers, and the instructor is an essential element of that environment.  If you ever feel that someone is being disrespectful of one of your peers or the professor, notify me and I will address the situation.  

It is difficult to get interested in the material when the people around you display poor attitudes towards academics and exhibit disrespectful behavior.  Apparent displays of poor attitude and/or disrespectful behavior, regardless of their intent, will not be tolerated.  In professional settings, determination of inappropriate behaviors is completely up to your employer’s judgment.  In this class, it is completely up to my judgment.  Tone of voice, facial expressions, and prior interactions are some of the factors that I will use in my judgment.  Ignorance (e.g., “I didn’t know”) is no defense.   

The following is a sample of inappropriate behaviors:



Reading the newspaper during class



Being persistently late to class or after the instructor has warned you not to.


Refusal to comply with reasonable instructor directions  



Persistent arguing/questioning concerning exams or grades

  

Directing insulting language or gestures or language to a fellow student or instructor 

 

Persistent sleeping in class



Distractive talking or whispering



Rolling your eyes when assignments are handed out  



Cell phone usage



Audio or video recording of classroom activities without the permission of the instructor



After being absent or late, asking the instructor if you missed anything important

Do not try to “show up” the professor or another student.  I believe that anyone who attempts to do so will succeed. I also believe that it is extremely disrespectful. 

I do not expect professional behavior to be a problem, but if it is, your grade will be adjusted downward at my discretion.  Extreme offenses will result in dismissal from the class with an "F" for a grade.

Cell phones or pagers that ring during exams will result in the loss of a point for every ring.  If for some reason (e.g., medical or other) you need to have a cell phone on during the exam, you must notify me prior to that exam. 

ATTENDANCE:

Perfect and punctual attendance is expected.  You will be responsible for all material missed during an absence (e.g., lecture content, course schedule changes, exam content, etc.).  If you miss three classes for any reason, the instructor has the right to drop your final grade one letter grade.  For each absence after the third, the instructor reserves the right to drop your final grade an additional letter grade. 

SPECIAL NEEDS:

The Office of Disability Services provides academic support services to students with a wide variety of disabilities.  If there are special circumstances that I need to be aware of, please let me know as soon as possible so that I can provide you with an equal opportunity to fully participate in the educational experience of James Madison University.  

	Week
	Topic
	   Reading
	Speaker
	Reports/Optional Meetings

	1/14
	Course Introduction - Consumer Fraud

“Investment Swindles and Con Schemes”
	
	
	

	1/21
	2002 ACFE Report to the Nation
KPMG Fraud Survey (pages 1-9 of pdf file)

“Red Flags”
	Read the linked articles
Ch 5: 143-146
	
	Consumer fraud example (optional) due

	1/28
	Employee Fraud
“Other People’s Money:  Basics of Asset Misappropriation”
	Ch. 3 

Ch. 6: 188-194, 196-197
	Dick Bunce
	Group Fraud Project Update 

	2/4
	Law Related to Fraud

“The Fraud Trial”
	Chapter 1
	Gary Martin 
	

	2/11
	Audit Responsibilities and Corporate Governance

“Cooking the Books “ 
	Assigned articles - TBA
Chapter 14
	John Gerdelman


	ACFE Meeting – DC Chapter Feb. 10, 2004: Physical Security

	2/18
	Fraud Awareness Auditing 

 “How to Detect and Prevent Financial Statement Fraud”
	Chapter 6: 179-188 

197-230
	John Hanson, FBI
	Group Fraud Project Update 

	2/25
	Management Fraud

“How to Steal $500 Million”
	Chapter 4

Chapter 6: 194-196

 
	Susan Kirby & Carolyn Fulk
	

	3/3
	MidTerm Exam #1 - Regularly scheduled time
	
	
	

	3/10
	SPRING BREAK
	
	
	

	3/17
	Criminology 
ACL – Use of Technology in Fraud Investigation
	Chapter 2,
Sutherland,
Cressey 
	John Wszelaki, ABC

	

	3/24
	Fraud Evidence Gathering:  Document Examination

“Finding the Truth”
	Chapter 5: 143-150, 172-174
	TBA


	Group Fraud Project Update


	3/31
	Expert testimony presentations
	Chapter 8
	Chris Miller, Assistant Common-wealth Attorney
	

	4/7
	Fraud Evidence Gathering:  Interviews

“Beyond the Numbers”
	Chapter 5:150-171
	TBA
	

	4/14
	Presentations - TBA
	Chapter 13
	
	ACFE Meeting – DC Chapter Apr. 13, 2004: Workmen Compensation

	4/21
	Presentations - TBA
	Chapter 15
	
	

	4/28
	Presentations - TBA
	Chapter 9
	
	Group Fraud Projects Due

	5/5
	Final Exam    4:00-6:00 p.m.
	
	
	





� I am deeply indebted to the Association of Certified Fraud Examiners, Tim Louwers, Jack Robertson, and Thomas Buckhoff for their ideas and/or materials in the course.






