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Accounting, 61–62
crime, 61–63
criteria, changes (adjustments),

119–120
false accounting,

opportunity/motivation
(impact), 33

information, law violation,
75

international accounting
differences, 27

manipulations, 1, 2, 78f, 80f
notes, 35–36, 49–50
principles/criteria, nonstrict

application, 48–49
principles, misapplication,

63
records, 63, 171
regulations (limitations),

regulators (impact), 26–29
shenanigans, 4
triple accounting, usage, 61–62
uniformity, 48

Accounting fraud, 9
detection, audit report (usage),

135–137
double entry, usage, 10
economic consequences, 77
ethical dimensions, 75–77
history, 9–10
impact, 70–73, 71f
process, 63
signals, 106
warnings sign, types, 86f

Accounting standards
flexibility, reduction, 147–148
gaps, 50
impact, example, 28–29
usage, 59f

Accounts
audit, 12–13, 20–23
auditing, 111–112
legal manipulations, impact,

58–59
reformulation, 16f
variations, fraud warnings,

123–124
warning signs, 111

Accounts manipulation
detection, Z-Score (application),

134f
impact, visualization, 132
manager/company consequences,

77–79
practices, classification, 2f
reasons, 31

ACFE. See Association of Certified
Fraud Examiners

Acquisition price, 26–27, 150
Adelphi Pharmaceuticals, creation,

38
Adjusted earnings, 42f, 62f, 80f
Afinsa, 21, 112
Aggressive accounting, 4
Allen, Paul, 64
All Star Café, lease cancellation,

58
Alternatives, 47–50
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AM Best, 25
American bank, accounts

reformulation, 16f
Analysts, 23–26, 73f
Ancient Mesopotamia, accounting

frauds, 10
Anicom, Inc., nonfinancial

indicators/sales (incoherencies),
109

Annual accounts, preparation,
150

Anti-abuse clause, 148
Arrogance, 34–37
Arthur Andersen, innocence,

23
Assets

embezzlement, 167–168
increase/reduction, illegal

accounting manipulations
(examples), 68f

sale, 114
transference, 81
turnover, 125

Association of Certified Fraud
Examiners (ACFE), business
fraud types, 1

Audit
evidence, evaluation, 176–178
history, 9–10
objective, 20
program, usage, 161

Audit Committee meetings,
minutes, 144

Audited companies (managers),
auditors (inappropriate
relationships), 107

Auditing committee, 101, 106
Auditing reinforcement, 13–15
Auditors

charge continuation,
impossibility, 176

inappropriate relationships,
107

information, hiding, 106
professional opinion, 175
relationship, 173–174
role, 22
unqualified auditors, impact,

101
voluntary change, 106

Balance sheet, 112–113, 123
Bank of America, 96
Banks, 5, 5f, 14
Bar Chris Construction

Corporation, scandal, 13
Bastiaens, Gaston, 127
Bausch & Lomb, sales/profits

(inflation), 103
Becker, Gary, 149
Bednar, Gregor, 107
Ben-Artzi, Eric, 145–146
Berlusconi, Silvio, 96
Big Bath, 6
Bingham, James F., 71–72
BNP Paribas investment analysis,

firing, 24
Board of directors, 6, 101
Brehls, Robert J., 107
Business, frauds/closures,

1, 102
Businessmen, prison sentences,

93–96, 94f

Capital gains, 152
Carrefour, 40
Cash flow, 91, 115–117
Cash flow statement (CFS), 55,

115–119
Cash generated by the operations

(CGO)
deterioration/variations, 115
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evolution, 118f
profit plus depreciations,

differences, 117f
Cayman Islands, 14, 37, 51, 65,

96, 101
City of Glasgow Bank, collapse,

12
Clasificadoera de Riesgo

Humphreys, 25
Coca-Cola (benefits inflation),

actual transactions (usage),
3

Collection term, 124
Colman, Ernesto, 90–91
Colonial Bank, invented assets,

62–64
Commercial indicators, 108
Commercial law, reinforcement,

13–26
Commercial Registry, 112
Committee of Sponsoring

Organizations (COSO), fraud
studies, 88

Companhia Portuguesa de
Rating, 25

Companies
accounting scandal,

sales/customer balances
(evolution), 113f

account manipulation,
consequences, 77–79

capital gains, 152
cash flow/operating cash flow,

differences (example),
118–119

default, forecasting process
(example), 122

deterioration, actions/reactions,
79–82

earnings, 27f, 78f
financial information, 2–3, 28

governing body, communications,
177

profits (alterations), accounting
standards (usage), 59f

purchase, 81
risk control, insufficiency, 51
stock market listings, 103
triple accounting, usage, 61–62
unconsolidated companies,

fictitious operations, 64–65
Z-score evolution, 123f

Competitive advantages, sources,
143

Complaints channels, absence,
155

Complex financial instruments,
proliferation, 51

Computer crime, 1
Conduct code, absence, 102
Consolidated balance sheet, 135f,

136f
Conte, Bartolo, 90
Contribution bases, evolution, 49
Control

deficiencies, 33
models/systems, 143, 155,

159–160
structure, 160

Cookie jar, 6
Corporate structure, excess, 155
Costa, Frank, 38
Coster, Frank Donald, 38–39
Cost of materials/sales, ratio, 121
Crash of 1929, 12–13
Creative accounting, 4–6
Credit institution (false accounting),

opportunity/motivation (impact),
33

Cressey, Donald, 31
Crisis (2008), history (repetition),

15–16
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Current assets/current liabilities
(CA/CL) ratio, 121, 122

Current Assets Debtors accounts
receivable, 136

Customer balance, 115, 155
Customer variations, discrepancies,

113

Debts. See Pension debt
estimation, 41
excess, 121
hiding, 40
increase/reduction, illegal

accounting manipulations,
69f

ratios, 121–122
reduction, 50

de Carteret, Hellier, 67
Decision making, 150–153, 160
Declared earnings, 42f, 62f, 80f
Defective control, 100–101
Del Global Technologies,

nonfinancial indicators/sales
(incoherencies), 108

Delinquency, elevation, 62
Dental Finance, control, 91
Deregulation, impact, 51
Derivatives, proliferation, 51
de Ruiter, Henny, 43
Detoeuf, Auguste, 19
Deutsche Bank AG, 145–147,

145f
Dexia Bank, 127
Disciplinary regime, 160
Discount rate, application, 16
Discretional expenses, changes,

114
Dismissal, 99, 100, 102
Diversification, excess, 93
Dominion Bond Rating

Service, 25

Double accounting, 61
Dutch East India Company,

accounting fraud, 11
Duties, segregation (absence),

105

Earnings, 4, 118f
Earnings before interest and

taxes/assets ratio, 121
Earnings per share, evolution

(Xerox), 73f
Ebbers, Bernie, 144
EBITDA, 91, 131
Economic frauds, fines, 149
Egocentricity, tendency, 93
Eisinger, Jesse, 126
Enron, 23–24, 28, 65, 90

arrogance, relationship, 36–37
invented sales, 124
reputation, loss, 78

Enron, bankruptcy, 14
Equity/assets (E/A) ratio, 122
Equity, changes (statement),

119–120
ESMA. See European Supervisory

Markets Authorities
Estimates, risk (relationship),

170
Estimations, 47–50
Ethical actions, unethical actions

(border), 76f
Ethical code, 102, 159
Ethical dimensions, impact,

66
European Supervisory Markets

Authorities (ESMA), 26
European Union, international

harmonization, 157
Evidence, contradiction/absence,

172–173
Expectation gap, 21
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Expenses, 4, 16, 41, 114–115
External audit, 12
External control problems,

101

Facts, misrepresentation/omission,
63

False accounting, opportunity/
motivation (impact), 33

Family businesses, characteristics,
103

FASB. See Financial Accounting
Standards Board

Fastow, Andrew, 37, 93
FCA. See Financial Conduct

Authority
Federal Home Loan Mortgage

Corporation (Freddie Mac)
declared earnings/adjusted

earnings/difference, 62
profits, reduction (SEC

discovery), 62
unreal losses, 62–63

Fictitious income (TESCO),
79–82

Financial Accounting Standards
Board (FASB), accounting
standards, 26

Financial Conduct Authority
(FCA), company fine,
80

Financial derivatives, usage,
155

Financial expenses/loans ratio,
122

Financial expenses/sales ratio,
122

Financial information, 20f,
164–166

Financial information, generation,
19–20

Financial leasing, postings, 41
Financial statements, notes (usage),

120
Financing, obtaining, 99
Fischer Imaging Corp., sales drop,

108
Fitch, 25
Fórum Filatélico, 21, 112
Foxton, William, 105
Fraud, 1–2, 32, 34–35

ability, impact, 34
accounting fraud, 9
anticipation, ratios

(usage/impact), 121–123
arrogance, 34–35
committing, 85, 87
door, 34–40, 39f, 93, 142f
global fraud (Xerox), 71–73
Kerviel, ability, 35–36
McKesson & Robbins fraud,

13
reduction, measures, 142f
signs, 112
triangle, 32f, 34
warning signs, 87–91, 99–103,

106, 124
Fraud risks, 161–178
Fraudsters, 35, 91–92
Free cash flow, deterioration/

variations, 115
Friedman, Milton, 75
Fuld, Richard (prison sentences),

93

Gibraltar, tax haven, 65
Glass, Lillian, 91–92
Global Crossing, 14
Global integration method, usage,

40–41
Goodwill, impairment, 5
Governance problems, 101–102
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Graybar Electric Company, Inc.
(competition), 109

Greenspan, Alan, 141
Gregory, Joseph (extravagant

lifestyle), 89
Group of Industrial Services,

135f–138f, 136–138

Hammurabi Code, 10
Hartford, Pamela, 107
Hauspie, Pol, 125, 127

ICT. See Information and
communication technologies

IFRS. See International Financial
Reporting Standards

Illegal accounting manipulations,
3, 61, 68f–70f

Illegal actual transactions, 3
Illegal manipulations, 63, 68–70,

79–82
Impairment, estimation, 16
Impression management, 6
Incentives, 143
Incentive systems, impact, 51
Income allocation, 4
Income smoothing, 4, 5f, 62–63
Income statement, 113–114, 124
Independence, absence, 101
Index of customers to sales, 133
Index of depreciations, comparison,

133
Information and communication

technologies (ICT), 66
Information, reduction/types,

148, 150
Information technology (IT),

fraud, 1
Initial public offering (IPO),

33, 100

Institute ethical codes,
reinforcement, 141–143

Intangibles, 27–28, 151
Intermediate margins, usage, 91
Internal controls, effectiveness,

158
International accounting

differences, 27
International Financial Reporting

Standards (IRFS), 27f, 58, 81
International Standards on Auditing

(ISA 240) (ISA-ES-240), 63, 111,
161, 177

Invented sales (Enron), 124
Inventory, 124

artificial overvaluation, 79
balance, variations, 115
discrepancies, 155

Investment banks,
regulation/supervision mistakes,
51

Items, reclassification, 55

Japan Credit Rating Agency,
25

Jersey Islan, tax haven, 65
Johnson, William/Bill, 38–39
Joint ventures (posting), global

integration method (usage),
40–41

Kamienski, Michael, 107
Kem, Christian, 65
Kerviel, Jérome, 35–36
Kingston Cotton Mills Co.,

21–22
Kissick, Cathy, 64
Kozlowski, Dennis, 89
KPMG, 73, 81, 88, 100
KPMG Bedrijfsrevisoren, 127
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Laboratorio Lucas Nicolás, 91
La Polar, 129–132, 129f, 131f
Largay, James A., 47
Lay, Kenneth, 37, 93
Leasing, 41
Legal accounting manipulations,

2–3, 47, 764
Legal entities, crimes, 157, 158
Legal gaps, 47–50. See also

Accounting
Legal manipulations, 52–59, 76
Legal real transactions, 3
Lehman Brothers, 15, 25, 78

Gregory, Joseph (extravagant
lifestyle), 89

legal void, usage, 51–52
quotation/rating, evolution, 25f

Lernout & Hauspie Speech
Products (LH)
accounting fraud, SEC

investigations, 126–127
accounting scandal, 125–128
income statements, 128f
price, evolution, 126f
sales/assets information, 128f

Lernout, Jo, 125, 127
Less Conservative Criteria, 58
Letter of manifestations, obtaining,

177
Levitt, Arthur, 1
Lies, signs, 92
Liquidity ratio, 55, 121
Loans, irresponsible concessions,

51
London and Globe Company,

creation, 74
Losses

hiding, 114–115
occurrence, 112
projection, example, 6

Madoff, Bernie, 103–105
Madoff, Shana, 104–105
Magon, Thierry, 105
Management

communications, 177
ethical behavior, absence, 102
models, 158–159

Managers
account manipulation,

consequences, 77–79
conflicts of interests, 155
lies, signs, 92

Mandatory information, reduction,
148

Manipulating companies
(detection), synthetic index
(usage), 133–138

Manipulations, 42f, 73f, 75
Manipulator company,

non-manipulator company
(difference), 117

Marca España, 90
Margin ratios, 121
Market value, basis, 150
Markopolos, Harry, 104
Material error, risks

(identification/assessment), 161
Material inaccuracies, 177
McKesson & Robbins, 12, 13, 37
Medco, fictitious sales (motivation),

33
Media role/overexposure, 29, 93
Mercantile Registry, 61, 176
Merrill Lynch, recommendations,

24
Metro de Madrid, 48
Meurs, Michiel, 43
Microsoft, revenues/profits, 151f
Moody’s, 25
More Conservative Criteria, 58
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Motivation, 31–34, 43
false accounting,

opportunity/motivation
(impact), 33

fraud warning sign, 87, 99–100
Mulcahy, Anne, 72
Musica, Philip (predator profile),

37–39

National Consumer Service
(SERNAC), 130

Nelissen, R.J., 43
Net profit/assets (NP/A) ratio,

122
Net profit/equity ratios, 121
Net profit/net worth (NP/E) ratio,

122
Net result/sales, ratio, 121
Noncurrent assets, contracting,

113
Nonfinancial indicators, 99,

107–109
Non-independent auditing

committee, impact, 101
Non-manipulator company,

manipulator company
(difference), 117

Nonrecourse debt, 50
Non-recourse debt, 120
Non-US GAAP earnings, 151
Nortel Networks, income

smoothing (SEC accusation),
5

Notes, usage, 120
Nuance Communications, 127
Nueva Ramasa, 21, 29, 39, 95

Off-balance-sheet operations, 120
Official accounting, 61
Oligopolies, inconvenience, 25–26
Olympus, 81–82, 82f

Operating leasing, 41
Operations

limitation, tax havens (usage),
148

tax havens, usage, 65–67
Opportunity

false accounting,
opportunity/motivation
(impact), 33

fraud warning sign, 87–88,
100–102

impact, 31–34
problems (Royal Ahold), 43–44
reduction, 147

Organisation for Economic
Co-operation and Development
(OECD), tax haven distinction,
65

Organizational warning signs, 99
Organizations, control

systems/models, 143–147,
158–159

Oxley, Michael, 144

Pacioli, Luca, 10
Parmalat, 14, 65, 96
Payment term, 124
PCAOB. See Public Company

Accounting Oversight Board
Pension debt, 41, 49–50
Pension plans, contributions, 114
People, fraud profile, 88–89
Periodic verification, 160
Personal warning signs, 85
Prevention models, 159–160
PriceWaterhouseCoopers (PwC),

81–82, 99
Private accounting, 61
Production indicators, 108
Profile, accounting fraud, 102–103
Profitability, 104, 121
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Profit/cash, difference (ratio),
116

Profit plus depreciations, cash
generated by operations
(differences), 117f

Profits
discrepancies, 155
increase/reduction, illegal

accounting manipulations
(example), 69f–70f

Properties, sale, 3
Public Company Accounting

Oversight Board (PCAOB),
26
audit responsibility, 15

Rating agencies, 23–26, 51,
106

Rationality, fraud warning sign,
88, 102

Rationalization, impact, 31–32
Ratios, usage/impact, 121–123
Recession, experience, 102
Reclassifications, usage, 55
Regulations, complexity/

improvement, 28, 147–148
Regulators, impact, 26–29
Regulatory authorities,

communication, 177
Regulatory compliance, 157
Regulatory structure, 160
Reprobation, avoidance, 99
Republic, The (Plato), 76
Research and development

(R&D), expense, 147
Reserves, losses (hiding),

114–115
Retribution programs, 144
Revenue, changes, 114
Rice, Robert, 146

Risks, 159, 161
assessment, answers, 174–178
control, insufficiency, 51
estimates, relationship, 170

Robin Hood syndrome, 32
Royal Ahold, 40–44, 42f
Ruiz Mateos, José Maria, 95
Rumasa, losses, 95

Salaries, evolution, 49
Sales/assets ratio, 125, 128
Sales, discrepancies/risks, 155, 169
Sanctioning regime, reinforcement,

149
Sarbanes-Oxley Act, 144
Sarbanes, Paul, 144
Sark, taxation, 67
Schapiro, Mary L., 51
Scotto, Dan, 29
Securities and Exchange

Commission (SEC), 51
accusations, 5
anonymous complaint channel,

149
auditor balance confirmation, 13
automated computer system

usage, 124
FHLMC profit reduction

discovery, 62
investigation, 103, 126
reformulation, 16

SERNAC. See National Consumer
Service

Shareholders, conflicts, 100
Short-term solvency problems,

121
Skilling, Jeffrey, 14, 36–37, 90
Small to medium-sized enterprises

(SMEs), characteristics, 103
Social responsibility, 142
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Social Security benefits, evolution,
49

Société Général (fraud), Kerviel
(ability), 35–36

South Sea Company, bankruptcy,
11–12

Spanish businessmen, prison
sentences, 94f

Staff, mortality/life expectancy
tables, 49

Standard & Poor’s, 25
Statement of changes in equity,

119–120
Stock options, expense, 114
Subjectivity

degree, 150–151
implication, 49–50

Subsidiaries, data requirements,
100–101

Summa de Arithmetica (Pacioli),
10

Superintendencia de Valores y
Seguros (SVS), 130

Super private accounting, 62
Supervision

authorities, communication,
177

reinforcement, 148–149
Suppliers, balance (variations),

115
SVS. See Superintendencia de

Valores y Seguros
Swartz, Mark, 89
Synthetic index, usage, 133–138

Taft, William Howard, 37–38
Taj Mahal Casino, All Star Café

lease cancellation, 58
Tanzi, Calisto, 93, 96
Tax havens, 65–67, 100–101

Taylor, Bean & Whitaker (TBW),
invented assets, 62–63

Teamwork, 142
Term ratios, 124
Tesco

agreements, 79
declared earnings/accounting

manipulations/adjusted
earnings, 80f

fictitious income/illegal
manipulations, 79–82

price, evolution, 80f
Toshiba, accounting scandal (2015),

33–34
Training/awareness program,

160
Transactions, accounting

alternatives, 47–48
Triangle of fraud. See Fraud
Triangular operation, 67
Triple accounting, usage, 61–62
Trump hotels & casinos resorts,

problems, 58
Turnover ratio, 125
Tyco, 14, 89
Typified conducts, 157–158

Unconsolidated companies,
fictitious operations, 64–65

Unethical actions, ethical actions
(border), 76f

Uniformity, 48
Unqualified auditors, impact,

101
US Generally Accepted Accounting

Principles (US GAAP), usage,
27f, 29, 58, 147, 151

Values, 141–143
van der Hoeven, Cees, 41
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Veda Advantage, 25
Vitaldent, owner prison sentence,

90–91

Walmart, 40
Warning signs, 85–87, 86f, 155
Waste Management, anonymous

reporting hotline, 145
Willaert, Nico, 127
Window dressing, 6
Woodford, Michael, 81
Workforce, evolution, 49
Worldcom, 14, 116, 144–147

Wright Group, capital loss,
64–65

Wright, James Whitaker (fraud),
64–65

Xerox, 14, 71–73, 73f

Zarrella, Ronald, 103
Z indexes, usage, 133
Z-score

evolution, 123
formula, 122
usage, 134–138, 134f
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