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Overview

« Turn of the century corporate collapses

» The development of APES 215 Forensic Accounting Services
* GFC related corporate collapses

» Forensic Accounting Services

« Madoff scandal

« APES 225 Valuation Services

« Key APESB Standards of Interest
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Turn of the century corporate collapses

« Examples of corporate collapses (refer Table 1)

* Increased regulations such as CLERP 9 in Australia and
Sarbanes & Oxley in the US



Table 1: Corporate collapses (circa 2000/01)

APESB{_}

Company Problems Losses to Job losses
shareholders
WorldCom US $ 4.3 billion overstatement of $ 179.3 billion 30,000
earnings and $11 billion in assets
Enron Inflation of income, assets, bankrupt $ 74 billion 6,100
2001
Waste Overstatement of income by US $ 1.1 $ 20.5 billion 11,000
Management billion, (1992 -96)
Sunbeam Overstatement of 1997 income by US $ | $ 4.4 billion 1,700
71 million then bankruptcy

Source: “Fall from grace,” Business Week, 2002



Worldcom

WORLDCOM

WHAT HAPPENED

Inflated assets by as much as

$11 billion, leading to 30,000 lost
jobs and $180 billion in losses

for investors.
$11B 30,000 $1808
INFLATED JOBS LOSSES

MAIN PLAYER

CEO Bernie Ebbers

HOW HE DID IT

Underreported line costs g

by capitalizing rather than -
expensing, and inflated = -
revenues with fake =

accounting entries.

Source: http://www.accounting-degree.org/scandals/

HOW HE GOT CAUGHT
WorldCom'’s internal auditing
department uncovered

$3.8 billion in fraud.

PENALTIES

regulators.

FUN FACT

CFO was fired, controller resigned,
and the company filed for
bankruptcy. Ebbers sentenced to
25 years for fraud, conspiracy
and filing false documents with
/_

Following the scandal, Congress
passed the Sarbanes-Oxley Act,
introducing the most sweeping
set of new business regulations
since the 1930s.
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Paper shredder: $100

Debt hidden in off-balance-sheet subsidiarnes:
$500 MILLION

Stock cashed in by executives while encouraging
emplovees to keep buving: $1.3 BILLION

Sitting it front of a congressional commaittee and
claiming ignorance of anyvy wrongdoing with a
completely straight face: PRICELESS

T here are some things money can't buy.
Integrity is one of therm.

http:/ /f politicalhumor.about.com
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The demise of Arthur Andersen

"NOBODY COOKS LIKE ARTHUR ANDERSEN "
~Joseph I'. Beravdino, CEQ of Arthur Andersen ANDERSENGRILL

— U aLon AL CROSSING

BOOKS ARE
ALMOST DONES
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The development of APES 215 Forensic
Accounting Services

« Original APES 215 was based on APS 11 and GN 2 (issued
2002)

 APES 215 extended the scope to Members in Business from 1
January 2009

* In 2011, stakeholders requested that APESB clarify the
application of APES 215 to Members in Business and the
different types of Forensic Accounting Services

« Revised APES 215 operative on or after 1 April 2014 with early
adoption permitted

« APESB will soon be releasing another Revised APES 215 which
will be operative from 1 April 2016.
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GFC related corporate collapses

» Recent corporate collapses brought on by the Global Financial Crisis
(refer Table 2)

* Inside Job — Official Trailer


http://www.youtube.com/watch?v=FzrBurlJUNk

Table 2: Recent Corporate collapses
due to the Global Financial Crisis
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Company

Problems

Business/Social impact

Lehman Brothers

- Derivatives : MBS and ABS
- Downgrading of credit ratings
- Toxic commercial real estate assets

- High leverage ratios

- Majority of the 26,000
worldwide staff made redundant?

Bear Stearns

- Derivatives : MBS and ABS
- High leverage ratios

- Unrealistic fair value accounting of assets

- Approximately 9,000 employees
lost their jobs

- Shareholder lawsuits?

ABC Learning

- Revenue recognition
- Gearing

- Weak corporate governance

- 241 unprofitable day care sites
for sale

- Unemployment

- Child care services at risk?

Opes Prime

- Cash and share movement irregularities

- Failed margin calls

- Losses of AUD 600 million?

Source: www.google.com
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Forensic Accounting Services

Types of Forensic Accounting Services:

« Expert witness
* Lay witness
* Investigation services

« Consulting expert

Examples in Appendix 3 of APES 215

11
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Accounting Professional & Ethical Standards Board

Traits and core skills of a Forensic Accountant
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Scope of APES 215

« Key requirements for a matter to be within the scope of APES 215

— Member who is engaged or assigned to perform a Professional
Activity

— The Professional Activity is in relation to a Proceeding

« Determination of the type of Forensic Accounting Service

— Depends on whether the service is to provide evidence to the Court

— lIsitin relation to expert evidence or in relation to an investigation?

13



Scope of APES 215 (Appendix 2)
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Member

Engagement
ar
Assignment
ta perform o

Professional Activity

In relotion to

Proceedings

I= the service
to provide
evidence?

Yes Mo

Is
SErvice
I5 it expert in relation to an
evidence? Investigation?
Yes Mo Yes No
Expert Witness Lay Witness Investigation Consulting
Service Service Service Expert Service
Report/
apinion f Other

evidence

Including Independence dizclosure per 3.11

Ywhether or not evidence iz accepted as expert evidence is an after the fact matter. & Member must
comply with the Standard in anticipation that evidence will be treated as expert evidence.

Essential requirements
for an Engagement or
Assignment to be within
the scope of APES 215
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Madoff scandal

- The Fraud of Bernard Madoff

Ecuador,

Portugal
Bernard "Bernie" Madoff
Baorn in the New York City borough of
Queens, on Apral 29, 1938,

Sentenced on June 29 to 150 years m prison,
pled guilty o an 1 Lcount crmunal complaint,
admitting w defranding thousands of mvestors
of balbons of dollars. He was comvaceed

of operating a Ponz scheme that has been

called the largest myestor fraud ever a
comumtted by asmgle person, ¥ ngu y

Chile!

Israel ¢

Argentina The countries affected by the frand

Total cost Number of years sentence
of the fraud for those involved
25 years
Bernie Ebers World comm Chief
m
$l70 b i * Jeff Skilling Enron Chicf
Ponzi scheme total . ¢
SR $64 b $46 m 20 years Tim Rigas
Profits wiped out il / Chicf of Addphia communications
gl fees
:::-f‘ S ANBAL 10 ! thind?_r= P =t = | bt/ o covis /ol bavamese bow Stk 5050960 woe | he/ i i o/ LK k- d-th el -cent- deout
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Chasing Madoff

*CHASING MADOFF’ IS STARTUI“OG, AINF'l‘JRlAIlN(% '{\ND“VITA :
morket afitde 1ot e y sank the wort conany.

A seanieg irdicteset of e lovt anddooue free-
T

Mot e

L el

UNFORTUNATELY, BASED ON A TRUE STORY.

CHASING

YOU CANT FORGET.

THE STORY YOU DON‘T KNOW BEHIND THE CRIME

c

© momn L

APESB()
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http://www.youtube.com/watch?v=62L7VxMDg68
http://www.youtube.com/watch?v=62L7VxMDg68
http://www.youtube.com/watch?v=62L7VxMDg68
http://www.youtube.com/watch?v=62L7VxMDg68
http://www.youtube.com/watch?v=62L7VxMDg68
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Chasing Madoff — A few red flags

Split-strike conversion strategy with options
Market timing of when to invest

Giving up profits while he did most of the work
It was cheaper to borrow

Secrecy demanded from investors

S oA

Performance line had a 45 degree angle
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Consequences of fraud

Senator Ackerman on Madoff Fraud

IADOFF BEHIND BARS - DAY ONE
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http://www.youtube.com/watch?v=FOKSkaQoF_I
http://www.youtube.com/watch?v=FOKSkaQoF_I
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A courageous forensic accountant...

Harry Markopolos — Independent Financial Fraud Investigator &
Analyst

 Warned the US SEC’s Boston office in May 1999.

« Submitted an eight page document listing red flags to the Boston
Office in May 2000.

« At the time Madoff fund was estimated at US$7-10 billion.

 Resubmitted evidence to U.S. SEC Offices in 2001, 2005, 2007 and
2008.

» The 2005 report documented 29 red flags, at which time the Madoff
fund was estimated at US$20-50 billion.

* The final loss in excess of $100 billion
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http://www.youtube.com/watch?v=FOKSkaQoF_I
http://www.youtube.com/watch?v=uw_Tgu0txS0
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APES 215 Forensic Accounting Services

The examples in appendix 3 cover a wide range of circumstances such as:
« Expert Witness Services

* Professional tribunals

« Dispute meditations

* Investigations by law enforcement/regulatory agency

 Member in Business employed by a company which is being
investigated

* Insurance claims
 Family law
 Members providing affidavits

« Members employed by a revenue authority

20
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APES 225 Valuation Services

* Revised in May 2012
« Mandatory for the Members of the three Professional Bodies

« Effective for Valuation Engagements or Assignments commencing on or after 1
September 2012

« All Members who provide an estimate of value for a business, business
ownership interest, security or intangible asset are required to comply with
APES 225

Revision of APES 225 in May 2012

 Materials added:

« Schematic on the determination whether a professional service constitutes a
Valuation Service and which type

« 8 additional examples of various Valuation Services provided by Members (23

examples in total)
21
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Key APESB standards of interest

22


http://www.apesb.org.au/uploads/standards/apesb_standards/compiledt2c1.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/compiledt2c1.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014103232p2.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014103232p2.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014105315p2.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014105315p2.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014111650p2.pdf
http://www.apesb.org.au/uploads/standards/apesb_standards/13092014111650p2.pdf
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Next steps...

 For more information:

Visit;

« For timely updates, follow the APESB page:

« To download APESB’s mobile app:

#_ Download on the \ Get it on (A Download for (A Download for
S App Store P Google play E Windows Phone E Windows 8
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http://www.apesb.org.au/
https://www.linkedin.com/company/accounting-professional-&-ethical-standards-board?trk=top_nav_home
https://www.linkedin.com/company/accounting-professional-&-ethical-standards-board?trk=top_nav_home
https://itunes.apple.com/us/app/apesb-professional-standards/id950242266?mt=8
https://play.google.com/store/apps/details?id=com.apesb&hl=en
https://www.microsoft.com/en-us/store/apps/apesb-professional-standards/9nblgggzl1wn
https://www.microsoft.com/en-us/store/apps/apesb-professional-standards/9nblgggzl1wn

Q & A session...
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Accounting Professional & Ethical Standards Board




