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ABSTRACT

     Statement on Auditing Standards No. 99, Consideration of Fraud in a Financial Statement Audit repeatedly notes that auditors must exercise professional skepticism when searching for fraud.  Despite its importance to effective auditing, professional skepticism is not a competency that accounting education programs attempt to develop in students.  In fact, position statements on accounting education (e.g., Albrecht and Sack, 2000 and AICPA, 1999) do not identify professional skepticism as an important competency for accounting students.  Improving students’ (future auditors’) ability to exercise professional skepticism is, however, necessary to improve future auditors’ effectiveness in detecting fraud.

     Fraud is a type of crime.  Fraud investigations are therefore similar in many ways to investigations into other types of crimes.  This paper explains how descriptions and discussions of successful criminal investigations are being used in an auditing course to develop students’ ability to exercise professional skepticism.  Crime case investigations also illustrate to students the importance of carefully documenting audit evidence searches and findings.  
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INTRODUCTION

     Recent corporate and accounting scandals have raised questions about independent auditors’ effectiveness in uncovering financial-statement fraud.  Statement on Auditing Standards (SAS 99), Consideration of Fraud in a Financial Statement Audit, was issued as part of the profession’s response to these scandals that cost investors billions and which brought down a major auditing firm, Arthur Andersen.  Issuing a new SAS will not increase auditors’ ability to uncover fraud unless practitioners can effectively implement the requirements of this new standard.

     Statement on Auditing Standards 99 requires auditors to exercise professional skepticism when considering the risk that a fraudulent material misstatement might exist (SAS No. 99, par. 13).  The SAS defines professional skepticism as “an attitude that includes a questioning mind and a critical assessment of audit evidence” (par. 13).      SAS No. 99 does not, however, provide specific guidance on what “exercising professional skepticism” means nor does it explain how auditors can exercise professional skepticism when conducting fraud investigations.  Simply telling auditors to exercise professional skepticism when searching for fraud is not likely to improve their effectiveness in actually detecting fraud.

     The Panel on Audit Effectiveness (2000, p. 15) noted that “The concept of professional skepticism should be taught effectively and the role of auditors in detecting and deterring fraud reinforced.”   Professional skepticism is a skill that must be developed over time as opposed to being technical knowledge that can be learned by reading a book or training manual.   Although A Statement of Basic Auditing Concepts (AAA, 1973) described auditing as an investigative process 30 years ago, auditing is generally taught from a compliance perspective.  That is, auditing textbooks and courses tend to emphasize the need for auditors to comply with generally accepted auditing standards and for companies’ financial statements to comply with generally accepted accounting principles.  Teaching the importance of complying with established auditing and accounting standards is necessary, but developing students’ ability to exercise professional skepticism must be given more attention if future auditors are to be effective at detecting fraud.  The question is how to effectively develop students’ ability to exercise professional skepticism.  

     This paper describes how analyzing criminal case investigations can be used to develop the professional skepticism skill, or investigative mentality, that auditors need to effectively search for fraud.   Presenting auditing as an investigative process and relating fraud searches to investigations of actual crimes demonstrates to students how to conduct an investigation to uncover wrongdoing.  Studying criminal cases also gives students an appreciation for the importance of documenting evidence searches and conclusions drawn from investigations, both of which are important for auditors.  The remainder of this paper describes how criminal investigations have been integrated into an auditing course to develop students’ abilities to exercise professional skepticism.

INTEGRATING CRIMINAL CASE INVESTIGATIONS INTO

THE AUDITING COURSE

     Crimes such as theft or murder almost always exhibit some obvious evidence of wrongdoing, such as missing money or a body.  The fact that a crime has been committed is known and investigations therefore focus on finding out who committed the crime and, sometimes, how the crime was committed.  Evidence that fraud has been committed is generally not obvious or easily found.  That is, a client does not tell the auditor that financial statements are fraudulently misstated and fraud cannot be observed or found by merely looking at the statements.  An auditor’s responsibility is to plan and conduct an investigation to determine if a crime (fraud) has been committed.  Although there are differences in what is being investigation, both crimes and fraud involve similar investigative processes.

     A criminal will almost always take some action to either conceal a crime or his or her involvement in the crime.  For example, bank robbers generally wear masks or other disguises, a murderer will dispose of a body or establish an alibi, and muggers are more likely to attack at night to both conceal the crime and their identity.  Solving a crime generally requires that the investigator get around the concealment evidence to learn what really happened.  

     People who commit financial statement fraud or who steal company assets will also take steps to conceal the crime and their involvement in committing the crime.  Phony documentation supporting fraudulent transactions or terms that hide the substance of transactions are two ways that financial statement fraud might be concealed.  Just as solving crimes requires investigating through efforts to conceal the crime, detecting fraud requires that auditors uncover efforts management or employees take to conceal fraud.

     Given that fraud is a type of crime, successful, documented criminal investigations can be used as examples for how fraud investigations should be conducted.  Using criminal case investigations in the auditing course can therefore help develop students’ ability to exercise professional skepticism.
Instructional Materials and Approach:

     Instructional materials assigned for the first auditing course at Lehigh University include a book by Dr. Henry C. Lee, Cracking Cases: The Science of Solving Crimes.  Dr. Lee is perhaps the world’s foremost forensic investigator and he often appears on evening talk shows to discuss investigations of high-profile criminal cases.  Cracking Cases describes how five murders, including the Nicole Simpson and Ronald Goldman murders, were investigated.   Another case presented in Cracking Cases involves a murder committed by a marketing professor from a small college in Connecticut. 

     Covering murder cases in an auditing course is unusual and it is therefore important that the instructor explain why Cracking Cases is being used.  Explaining the importance of professional skepticism to fraud detection and how auditing is an investigative process will help students understand the relevance of criminal case investigations to auditing.   Before covering any cases from the Lee book, I have students read an article about Kurzweil, Inc (Maremont, 1996) that demonstrates how a staff auditor who exercised appropriate professional skepticism uncovered a revenue fraud. 

     Kurzweil Applied Intelligence is a high-technology company that had developed a computerized speech-recognition system for use primarily by hospitals.  Kurzweil was planning an initial public offering (IPO) of stock and its chief executive officer believed that the company needed to show six quarters of profit leading up to the IPO.  Sales of Kurzweil’s speech-recognition product were slower than expected and the company began recognizing revenue prematurely in order to reach desired earnings targets.  The revenue fraud was concealed with phony documentation, storing the “sold” goods in a local warehouse, and forging confirmations that auditors sent to Kurzweil customers.

     A staff auditor uncovered the fraud at Kurzweil when he noticed a storage charge for goods that were recorded as being sold months earlier.   The auditor followed up this “inconsistency” and asked for a list of all items stored at the warehouse to which storage charges were being paid.  The fraud unraveled when Kurzweil employees were confronted with evidence uncovered by the auditors.  This example demonstrates to students how first identifying evidence of concealment and then investigating further can effectively uncover fraud. 

     Cases can be assigned at any time during the auditing course, although fraud and audit evidence topics should be covered before students are asked to analyze criminal cases.   A good case to assign first is the Mathison case that is summarized in Appendix 1.   Mathison was a cop who was eventually convicted of murdering his wife by running her over with a van. The initial investigation into Mrs. Mathison’s death concluded when police accepted their colleague Mathison’s story that he had accidently run over his wife after she jumped out of the van on a dark, rainy night.  Based on the initial police investigation and conclusion, Mathison was charged with 3rd degree negligent homicide, a misdemeanor traffic offense, for causing the death of his wife. 

     The initial police investigation and charges against Mathison provide an excellent opportunity to reinforce the importance of auditor independence.  The fact that Mathison was a fellow cop caused many people to conclude that the initial investigation was superficial and that the charges against Mathison did not fit the crime.  Rather than conducting a thorough investigation, Mathison’s colleagues accepted his story that his wife’s death was an accident.  This lack of independence between the police and Mathison appears to have compromised the investigator’s professional skepticism, causing the true reason for Mrs. Mathison’s death to not be revealed.

      Repeated complaints of a police cover-up by Mathison’s neighbors and others caused the district attorney to request that the police further investigate the case to resolve some identified “inconsistencies”.  This more thorough investigation revealed the implausibility of Mathison’s explanation for how his wife, Yvonne died.  For example, Mathison claimed that he attempted to put his injured wife in the van through the driver’s door.  Photographs of the scene showed that the driver’s door of the van was against an embankment and could not be opened.  Blood spatter and other forensic evidence gathered and examined by Dr. Lee revealed that Mrs. Mathison had first been beaten inside the van and then repeatedly run over.  Based upon this second investigation, Mathison was charged with murder, tried and convicted, and sentenced to prison.

Lessons learned from using criminal case investigations

     One important lesson that students learn from the Mathison case is that fraud investigations should not stop at the first sign of confirmatory evidence, because this evidence could be the perpetrator’s effort to conceal the fraud.  Police initially stopped investigating when Mathison’s explanation seemed “logical” and consistent with road conditions (dark, raining) on the night of the accident.  If not for persistent neighbors, Mathison may have gotten away with murder.  This point can be put in an auditing context by explaining to students how management or employees may try to conceal fraud by creating “evidence” that will support, for example, recorded revenue transactions or other types of financial statement misstatements.  Fraud is a crime and uncovering fraud, like solving any crime, requires investigating until the auditor is satisfied that the true situation is known.  Cases in the Lee book illustrate this important point to auditing students.

     Crimes are committed when there is a motivation and opportunity to commit the crime.  Criminal case investigations can therefore be used to reinforce students’ understanding of why motivation and opportunity are important conditions for fraud to occur.  For example, life insurance proceeds both motivated Mathison to kill his wife, Yvonne and to disguise this crime as a traffic accident; terms of the policy specified that Kenneth Mathison would receive $250,000 if Yvonne died in an auto accident.  Driving along a dark, rainy, deserted highway provided the opportunity for Mathison to kill his wife and to stage the crime as an accident.  

     Crime investigations are conducted to identify the guilty party and to ensure that the guilty party is punished for committing the crime.  This second objective of crime investigations requires that evidence be admissible in court, that it prove the suspect’s guilt, and that it stand up to challenges made by defense attorneys. Criminal investigators must therefore protect evidence and carefully document their evidence search processes and findings, similar to how an auditor must document his or her audit tests.                   

     One advantage of using Cracking Cases to develop students’ ability to exercise professional skepticism is that the investigative process used to solve each case is explained in detail.  Auditing instructors can therefore use investigations described in Cracking Cases to demonstrate to students the importance of carefully documenting evidence searches and findings. 
ASSESSMENT

      Competencies developed within the accounting curriculum can be broadly classified as technical knowledge and skills.  Students acquire technical knowledge primarily by reading textbooks and by attending lectures.  Examinations are commonly used to assess how well students learned the technical content of a course, and exam grades provide fairly objective evidence that technical knowledge was either acquired or not acquired. 

     Numerous position papers (Albrecht and Sack, 2000, AECC 1990, AICPA 1999) have identified competencies beyond technical content that, ideally, should be developed as part of the accounting curriculum. Many of these competencies are skills in, for example, communication, technology, teamwork, and critical thinking. 

     The primary learning objective for using criminal case investigations in the auditing course is to develop students’ ability to exercise professional skepticism.  A secondary learning objective is to improve students’ ability to document audit evidence searches and findings.  Assessing whether or not these learning objectives are being met by using criminal case investigations requires being able to reliably measure students’ professional skepticism and documentation abilities.  Reliable measures for these, and other, skills are not available. 

     When skill development or improvement cannot be reliably measured, what can be considered is whether a learning resource or approach is designed in such a way that it “logically” could develop the skill.  That is, will using criminal case investigations “logically” develop auditing students’ abilities to exercise professional skepticism?   Given the similarities between criminal investigations and fraud investigations, it does seem “logical” that having students study successful criminal investigations will improve their ability to exercise professional skepticism on an audit.
     Students learn best when they are motivated to learn.  In searching for ways to motivate students, we should look for relevant ideas that are outside accounting and auditing contexts.   Among the most popular shows on television today are CSI (Crime Scene Investigation), CSI: Miami, and Law and Order.  Each of these shows deals with crime investigations, and most accounting students have probably watched at least one of these programs.  The Arts & Entertainment (A&E) channel broadcasts a show, Cold Case Files that also deals with investigations, although students may not be as familiar with this program.  The popularity of these shows indicates that television viewers are interested in criminal investigations.  Relating auditing to shows like CSI or Law and Order is therefore likely to motivate students.  

CONCLUSION

     Albrecht and Sack (2000) note that pedagogy used in accounting education often lacks creativity (page 43) and that accounting educators are often reluctant to develop creative types of learning (page 53).  Overcoming these problems requires that we look outside accounting for creative ideas that will help students develop important skills and motivate students to learn.  Using crime case investigations to develop students’ ability to exercise professional skepticism is a creative pedagogical approach that shows promise for helping develop students’ investigative mentality, or professional skepticism.

     Some auditing instructors may be uncomfortable using murder investigations in class.  Investigations of other types of crime could be used to develop students’ ability to exercise professional skepticism, although written descriptions of cases other than murder may be difficult to come by.  Investigative reporting is similar in many respects to auditing and books and other resources on investigative reporting may be useful in the auditing class.  The organization, Investigative Reporters and Editors, Inc. has a web site (www.ire.org) where useful training materials can be reviewed and purchased.   Finally, Durtschi (2003) provides an example of how problem-based learning can be used to teach forensic auditing.  
Appendix: The Mathison Case
(from Cracking Cases; by Dr. Henry Lee)

     Kenneth and Yvonne Mathison had a history of domestic problems and neighbors recalled seeing Mrs. Mathison running down the street to get away from her husband, a Honolulu cop.  The Mathison’s divorced after Kenneth because the defendant in a paternity suit although they later reconciled and remarried.  Kenneth Mathison was now faced with having to tell Yvonne that he was about to become involved in a second  paternity suit.

     It was raining the night of Yvonne’s death and the Mathison’s were driving home in their van on a dark, deserted road.  Kenneth Mathison claimed that he told Yvonne about the second paternity suit on the drive home and that she became very upset and jumped out of the moving van.  Several witnesses called 911 to report seeing an accident and a woman walking across the road.  Mathison claimed that he ran over Yvonne after turning the van around to search for her.  After investigating the “accident,” the Honolulu police charged Mathison with a misdemeanor traffic offense.

     Yvonne Mathison’s family and friends were outraged that Kenneth Mathison was only charged with a misdemeanor and complained that police were covering up for one of their own.  Public pressure on the police and authorities eventually led to the case being re-opened.  Dr. Henry Lee was called in to help with this second investigation into Mrs. Mathison’s death.

     Dr. Lee’s investigation revealed the following inconsistencies between Kenneth Mathison’s statement of how Yvonne Mathison died and the facts.

· There was very little visible damage to the van’s exterior and almost no traces of blood on the outside and undercarriage of the van, indicating that it was not likely that someone had been struck hard enough by the van to cause the person’s death.

· A lot of blood was found inside the van.  Although Mathison claimed that the blood was there because he had attempted to put Yvonne in the van, Lee’s analysis of the blood spatter patterns indicated that Yvonne was repeatedly struck inside the van.  That is, the types of blood stain patterns could not have been caused by putting a person in the van.

· Yvonne Mathison’s badly-damaged eyeglasses were found inside the van, with one lens being found under a seat in the van.  This evidence is consistent with Yvonne being beaten inside the van.

· The autopsy report indicated that Yvonne Mathison died from “numerous”
blows to her body.   The blows that caused Mrs. Mathison’s death were not of a type or frequency that would come from being hit by a van.  For example, Yvonne Mathison’s arms had sustained numerous blows as if she had tried shielding herself from being attacked.

· Mathison claimed that he tried to put Yvonne into the van through the driver’s door.  Photos of the “accident” scene show the van parked with the driver’s door against an embankment, making it impossible to open the door, let alone get an injured person through the door.

      When confronted with Dr. Lee’s evidence at his trial, Kenneth Mathison changed his story to say that someone else had hit and killed Yvonne.   The jury disagreed, finding Kenneth Mathison guilty of second-degree murder and kidnapping.  
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