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PREFACE

Criticism of the accounting profession by regulatory authorities, the financial
press, and the general public has forced the profession to reassess its societal pur-
pose and future direction. One result of this reassessment has been a call for ex-
ploring ways of improving accounting education. Many parties suggest that
accounting educators should employ a broader array of instructional resources,
particularly experiential resources designed to stimulate active learning by stu-
dents. In fact, a primary objective of the Accounting Education Change Com-
mission was to encourage the development of those types of materials for use in
accounting courses. The fourth edition of my casebook provides instructors with
a source of such materials that can be used in both undergraduate and graduate
auditing courses. T

This casebook stresses thé, “people’“aspect of independent audits. If you re-
view a sample of recent “audit Failtires,” I believe you will find that problem au-
dits seldom result from inadequate audit technology. Instead, deficient audits
typically result from the presence of one, or both, of the following two conditions:
client personnel who intert subyertan auditand auditers whe-fail to carry
out the responsibilities, Wherg. Exposing students to problem audits

ps them recognize thered Tlagd-that ofterractompany potential audit failures.
An ability to recognize these red flags and experience with discussing and dis-
secting problem audits should help students cope more effectively with the prob-
lematic situations they are certain to encounter in their own careers. In addition,
this experiential approach allows students to more readily grasp the relevance of
important auditing concepts and procedures.

The cases in this text also acquaint students with the work environment of au-
ditors. After studying these cases, students will better understand how client
pressure, peer pressure, time budgets, and related factors complicate the wor
‘roles of indépendent auditors. Also embedded in these cases are the ambiguity
and lack of structure that auditors face each day. Missing documents, conflicting
audit evidence, auditors’ dual obligation to the client and to financial statement
users, and the lack of definitive professional standards for many situations are
additional aspects of the audit environment woven into these cases.

The fourth edition of this casebook features a new organizational structure.
This edition contains eight sections of cases instead of the five sections found in
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the three earlier editions. The eight categories of cases include the following:
Comprehensive Cases, Audits of High-Risk Accounts, Internal Control Issues,
Ethical Responsibilities of Accountants, Ethical Responsibilities of Independent
Auditors, Professional Roles, Professional Issues, and Classic Litigation Cases.
This new organizational structure will help adopters more readily identify cases
best suited for their particular needs.

Numerous cases appearing in earlier editions have been updated for new
events and circumstances impacting those cases. For example, this edition up-
dates the ongoing legal travails of Charles Keating (Lincoln Savings and Loan
Association) and Eddie Antar (Crazy Eddie, Inc.}. You probably will not be sur-
prised to learn that Stanley Goldblum, former chief executive of Equity Funding,
is associated with another headline-catching fraud. Other returning cases that
contain new material include, but are not limited to, When Auditors Become
Lobbyists, Hopkins v. Price Waterhouse, and The Fund of Funds, Ltd.

This edition of my casebook contains 13 new cases. These cases include Triton
Energy Ltd., a case with an international angle that focuses on the Foreign
Corrupt Practices Act. As you are probably aware, law enforcement authorities
are once more “cracking down” on multinational companies that violate the anti-
fraud and accounting provisions of that important federal statute. The Saks Fifth
Avenue case introduces students to control issues relevant to a retail business.
Saks’ “zero tolerance” policy for employee theft typically sparks a lively debate
among my students. In the Accuhealth, Inc., case, your students will find yet an-
other scenario in which an accounting officer of a large firm faces an ethical
dilemma. That officer must decide what to do when he discovers that his supe-
riors are systematically “skimming” cash from the company’s retail operations. A
new comprehensive case appearing in this edition is Star Technologies, Inc. That
case focuses on accounting and auditing issues pertinent to high-tech companies.

This casebook can be used in several different ways. Adopters can use the
casebook as a supplemental text for the undergraduate auditing course or as a
primary text for a graduate-level seminar in auditing. The instructor’s manual
contains a syllabus for a graduate auditing course organized around this text.
Finally, this casebook can be used in the capstone professional practice course in-
corporated in many five-year accounting programs.

Listed next are brief descriptions of the eight groups of cases included in this
casebook. The casebook’s Table of Contents presents an annotated description of
each case.

Comprehensive Cases

Most of these cases deal with highly publicized problem audits performed by
large, international accounting firms. Among the clients involved in these audits
are Mattel, ESM Government Securities, ZZZZ Best Company, and Lincoln
Savings and Loan Association. These cases address a wide range of auditing, ac-
counting, and ethical issues.

Audits of High-Risk Accounts

In contrast to the cases in the prior section, these cases typically highlight con-
tentious accounting and auditing issues posed by a single account or group of ac-
counts. For example, the Doughtie’s Foods case focuses primarily on inventory
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audit procedures. The CapitalBanc case raises audit issues relevant to cash, while
the Giant Stores case focuses on auditing accounts payable.

Internal Control Issues

Audit strategies increasingly emphasize the need for auditors to thoroughly un-
derstand their clients’ internal control policies and procedures. The cases in this
section introduce students to control issues in a variety of contexts. Goodner
Brothers, Inc., raises control issues for a wholesaler, while both Saks Fifth Avenue
and Howard Street Jewelers center on important control issues for retail busi-
nesses.

Ethical Responsibilities of Accountants

Integrating ethics into an auditing course requires much more than simply dis-
cussing the AICPA Code of Professional Conduct. This section presents actual situa-
tions in which accountants in private practice have faced perplexing.ethical
dilemmas, By requiring students to study real world contexts in which important
ethical issues arise, they will be better prepared to cope with similar situations in
their own professional careers. One of the cases in this section, Rocky Mount
Undergarment Company, focuses on the accountants of a company who had to
face the eternal question of whether the end justifies the mean. A new case in this
edition, F&C International, profiles three corporate executives who had to decide
whether to compromise their personal code of ethics in the face of a large scale
fraud masterminded by their firm’s chief executive.

Ethical Responsibilities of Independent Auditors

The cases in this section highlight common ethical dilemmas faced by indepen-
dent auditors. An audit partner for the PTL Club maintained a check register for
that organization, a check register through which Jim Bakker funneled various
questionable disbursements. Was that an appropriate responsibility for an inde-
pendent auditor to assume? Consider the dilemma faced by Michael Goodbread,
an audit partner with a major accounting firm. His firm acquires a company in
which he has a small but direct financial interest. What should he do? No doubt,
any auditing textbook will provide the easy answer to that question. But, audi-
tors in public practice don’t always “go by the book.”

Professional Roles

Cases in this section examine specific work roles in public accounting. These
cases explore the responsibilities associated with these roles and related chal-
lenges that professionals in these roles encounter. Hopefully, introducing stu-
dents to these roles in a meaningful way, that is, in a real world context, will better
prepare them to transition successfully into these roles in the future. The Tommy
O’Connell case involves a young auditor recently promoted to audit senior.
Shortly following his promotion, Tommy finds himself assigned to supervise a
small but difficult audit. Tommy’s sole subordinate on that engagement happens
to be a young man whose integrity and work ethic have been questioned by se-
niors he has worked for previously. Three cases in this section spotlight the staff
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accountant work role, the initial position typically assumed by recent college
graduates who enter public accounting.

Professional Issues

The dynamic nature of the public accounting profession continually impacts the
work environment of public accountants and the nature of the services they pro-
vide. The cases in this section explore this changing work environment. For ex-
ample, the Hopkins v. Price Waterhouse case discusses the unique problems faced
by women pursuing careers in public accounting. The Scott Fane and Stephen
Gray cases focus on recent changes in the profession’s ethics code that impact ac-
counting practitioners. Both of these young practitioners became involved in
legal disputes with their state boards. These disputes centered on the type of
marketing efforts CPAs are allowed to use and the types of services CPAs are al-
lowed to offer to clients, respectively.

Classic Litigation Cases

Auditing textbooks concentrate almost exclusively on the legal liability issues in-
herent in the classic audit litigation cases that have arisen over the past several
decades. This text addresses the underlying auditing issues embedded in these
cases in addition to the relevant legal liability issues. Cases in this section include
Fred Stern & Company (Ultramares), 1136 Tenants, and First Securities Company
of Chicago (Hochfelder).

Customize Your Own Casebook

To maximize the flexibility of using these cases, South-Western College
Publishing has included Contemporary Auditing, Issues and Cases in its customized
publishing program. Adopters have the option of creating a customized version
of this casebook ideally suited for their specific needs. For more information on
how to design your customized casebook, please contact your South-Western
sales representative.
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