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First—A Little About My Background
But, I’m Also a Professional

I’m an Academic

Professor at:
Illinois
Stanford
BYU

Together, these two
have given me an
exciting and fun
career and have allowed
me to see and study ethics
and fraud from many
vantage points.

Worked for a “Big 4” CPA Firm
Extensive Consulting
Expert Witnessing (38 cases)
Boards of Directors (10)
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My Expert Witnessing—38 Cases
Simpson Thacher & Bartlett LLP

Morrison
Foerster
Sidley Austin LLP
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Some of my consulting clients

FBI

(Affiliated Expert)

Simpson Thacher & Bartlett LLP
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My boards of directors
Cypress
Semiconductor
(NASDAQ)
$2.5 Billion
Revenues

Larry H.
Miller Co.
(Private)
(Owns Utah
Jazz)

Red Hat, Inc,
(NYSE)
$3.5 Billion
Revenues

Deseret Mutual
Benefit
Association
(Private) Manages
Health Plans and
Retirement
Accounts

MyEducator
Online
Textbook
Publisher

My current private company boards

SkyWest Airlines
(NASDAQ) $4 Billion
Revenues

My current
public company
boards

Bank

My previous boards

Focusing on Ethics in My Career
1. As an academic, my major research and teaching focus was on
fraud and ethics.
2. As an expert witness, I was able to see up close how ethics were
compromised to take advantage of shareholders, auditors, other
members of management and boards of directors.
3. As a board member, I was privy to deliberations about many
decisions where ethical considerations were involved.
4. What ethics means to me: “Doing the right thing when no one is watching.”
Being ethical is more important than being law-abiding.
Ethical & Legal

Legal but Questionable

Both Unethical and Illegal

“Deal A Month Dennis”
• Dennis Kozlowski, a poor boy from New
York, was an example of how an honest
and hardworking individual could work
his way up the business ladder and
then slip down the slope of dishonesty.
88 deals
1975
Internal
Auditor

1992
CEO

2005
Jail

• He was on the cover of magazines such
as Fortune and Business Week and
hailed as the most aggressive and best
CEO in the US.

Asset Embezzlement
• Tens of millions of dollars in personal
spending Kozlowski made with
company money.
• Kozlowski used company money to
buy everything from a $17,100
traveling toilet box to a $15,000 dog
umbrella stand!
• His spending included his $16.8 million
apartment on Fifth Avenue.
• $3 million in renovations
• $11 million in furnishings
• $7 million apartment on Park Avenue
for his former wife.

Asset Embezzlement
• He also had the company secretly pay for
personal items like an $80,000 American
Express bill
• A $72,000 fee to German Frers, a yacht
maker
• A $6,300 sewing basket
• A $6,000 shower curtain
• $5,960 for two sets of sheets
• A $2,900 set of coat hangers
• A $2,200 gilt metal wastebasket
• A $1,650 notebook and a $445 pincushion
• A $2 million birthday party for his wife on
the island of Sardinia.

CEO Cellblock And Corporate Greed
• Dennis earned $331 million over
his last three years at Tyco in
salary, bonuses and in exercise
of stock options. And that
doesn't count the $61.7 million
in unauthorized, interest-free
loans or any of the company
money squandered for personal
use.
• On September 19, 2005 he was
sentenced by the Manhattan
Supreme Court to serve
from eight years and four
months to twenty-five years in
prison for his role in the Tyco
scandal. In addition, Kozlowski
was ordered to pay $134 million
in restitution.

What happened to Dennis Kozlowski?
SUDS
Seemingly
Unimportant
Decisions

The Three Inevitabilities in Life
• You will die
• You will pay taxes if you earn income
• You will be faced with ethical dilemmas in your life—in your work,
your personal life, in your worship and in your relationships with
others

Areas of Ethical Dilemmas
• Your personal life
•
•
•
•
•
•
•
•
•
•
•
•

Your wife’s new dress or your husband’s new suit
Your mother in law’s pie
Your contributions to your church & elsewhere
Your neighbor’s garbage can
Spreading rumors about a neighbor or friend
Aborting a child with Down Syndrome
Not telling your spouse that you’ve spent money
Stretching the truth when describing something
Cheating on your spouse
Cheating on your taxes
Not returning too much change given to you by a cashier or store clerk
Etc.

Areas of Ethical Dilemmas
• Your work
•
•
•
•
•
•
•
•
•
•

Terminating an employee with cancer
Billing two clients for the same expenditure
Overstating the time worked when billing a client
Sharing confidential client information
Not being willing to say, “I don’t know” when asked a question
Taking an engagement you’re not qualified for
Hiding information that could hurt you or make you seem less confident
Allowing a client to do something you don’t think is right or is against the law
Not telling the truth
Etc.

The Slippery Slope of Unethical Decisions—
One of My Expert Witnessing Cases
• Drug Testing Company (SRO)

$500 Billing Milestone

Visit ($100)

5

10

$100 per visit
10 visits per patient
$1,000 per patient
100 patients
$100,000 contract

$1,000 Patient
Finished

Patient Visits
17

Slippery Slope of Unethical Decisions
Conservative

Patient is
finished
(10 visits)

Aggressive

First Billing
milestone (5 visits)

Each Patient
Visit

Fraud

Change contract
terms (white-out)

This company’s slide down the slippery slope occurred as follows:
--First recognized revenue when patient was finished (because of high drop-out rate and
revenue not earned unless patient finished all 10 visits)
--Next recognized revenue at first billing milestone (after 5 visits when could collect first payment)
--Next recognized revenue when each visit took place
--Finally, used white-out to change the numbers in the contracts (multiplied
them by a factor of 4)
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Why People Make Unethical Decisions:
The Case of Fraud
The Fraud Triangle
has now been
accepted as sound
theory in
accounting, auditing,
marketing and other
disciplines.

1.Perceived Pressure

Fraud

Triangle

2. Perceived Opportunity

3.Rationalization

How opportunity fuels fraud
An article on KSL.com on 4/29/2019 entitled “Does Utah deserve the title
“fraud capital of the United States”? Found that Utah has 1.35 Ponzi
schemes per 100,000 people. Florida is the next highest state at 0.51
schemes per 100,000 people, nearly two-thirds lower. Overall, Utah
investors lost over $1.5 billion in those scams over 10 years and the number
does not include other affinity frauds and investment scams which account
for another $500 million in losses to Utah residents. When asked why, the
researcher stated that “Utahns are simply too trusting, particularly when the
person soliciting an investment is in their Latter-day Saint ward or shares
their religious affiliation.” “Fraud perpetrators exploit their close personal
relationships” and such high trust provides easy opportunities for
perpetrators.

The Compromise Triangle
I now believe that fraud
is just a special case of
all compromises and that
the applicability of the
triangle is much broader
than to just fraud.

Perceived Pressure

Ethical
Compromises

Perceived Opportunity

Rationalization

Ethical Compromises
Unethical Decision

Perceived Pressure

Perceived
Opportunity

Rationalization

Receive too much
change at store

I need it

It’s their fault; they
made the mistake

They’ll never know

Extramarital affairs

Need female (male)
companionship

He (she) makes
advances towards
me.

My wife (husband)
doesn’t appreciate
me

Break speed limit

I’m in a hurry

I won’t get caught

Everyone breaks the
speed limit; it’s a
stupid law anyway

Tell falsehood

I can’t be honest—it
will hurt his/her
feelings

No one will ever
know I lied

I have to make
him/her feel good;
it’s not that serious.

Steal money

Financial need

Poor internal
controls

I’m only borrowing
and will pay it back

Cheat in school

Can’t get a bad
grade or I will lose
my scholarship

No one is proctoring
the exam

Everyone cheats a
little

College Admissions Scandal—Getting Children
Admitted to Prestigious Schools

More than 50 people, including 13 coaches.
Involved Yale, Georgetown, Stanford, USC &
Wake Forest. Included actresses Lori Loughlin &
Felicity Huffman, as well as many rich &
successful people.

Perceived Pressure

Perceived Opportunity
1. My money can get my child admitted—
paid up to $500,000.
1. Can doctor photos, change test
answers and misdiagnose child as
learning disabled.
3. Won’t be punished—no serious
consequences if caught (nod
and wink). My riches can
defend me.
1.
2.
3.
4.
5.

Admissions
Scandal

Rationalization

1. My child needs a top-school education.
2. Must game the system to be admitted.
3. Child’s college admission is a measure.
of my personal success.
4. Top colleges are rewarded in ratings for
having a high number of applicants and
always need to raise money.

Everyone cheats— “not worried about the moral issue” (lack of ethics is contagious).
The playing field is not fair.
Getting my child in school is a higher, nobler purpose.
Fame, success and riches are more important than morality (moral bankruptcy of American elites).
Greed, selfishness & a sense of entitlement.

Ethical Dilemma—Expense Reimbursement
• You are an internal auditor for a governmental organization. In conducting
an expense reimbursement audit, you notice that one of the executives of
your organization submitted a hotel bill of 7 nights at $700 per night. You
decide to pursue the matter. You call the hotel—the Breakers Hotel in Palm
Beach, Florida. Sure enough, their rooms are $700 per night. You review
the expense reimbursement form and the reason stated for the trip for the
executive was “to attend a professional conference on investments.” You
decide to investigate further and cannot find any conference of that type
being held at the Breakers or anywhere in Palm Beach during that time.
• Even though you aren’t sure the executive committed expense reimbursement fraud,
what should you do and who, if anyone, should you report your findings to?
• What is your responsibility as an internal auditor when you discover these types of
suspicious anomalies?
• Why would an executive for your organization falsify an expense report?

Practical Ethical Case –Taking a tax loss and
reselling written-off inventory
You work for the state tax commission. Last year, a $1 billion revenue manufacturing
company in your state acquired another manufacturing company of approximately equal
size. In making the acquisition, the acquiring company wrote off $133 million of inventory
of the acquired company and took a tax expense for the writeoff because they said the
gross margins on the inventories were too low. The gross margins were 10-15% and they
don’t sell any products that don’t have at least a 45% gross margin. Now, 18 months later
the company still hasn’t discarded the low-margin inventory and management would like
to sell the written-off inventory saying business plans have changed.
1. If they sell the written-off inventory, what will be the gross margin?
2. Should the company have been able to recognize a tax loss for the writeoff? If not,
what should they do now?
3. As a state tax expert and accounting professional, are you okay with them selling the
written-off inventory?
4. If they do sell the inventory, what would you require them to do?

Practical Case —Due Professional Care
You have just joined the board of directors of a software company and are the new chair of the
board’s audit committee. As you are becoming familiar with the company’s accounting you learn
that they are using a half-month convention to recognize subscription revenues which are usually
sold on an annual basis. This means if a software subscription was sold in the first half of the month
(1st – 15th) the company recognizes a full month of revenue whereas if a subscription was sold in the
second half of the month (16th – 31st) the company recognizes a half month of revenue. You are
concerned that this revenue recognition method is a violation of Generally Accepted Accounting
Principles (GAAP) because it does not “recognize revenue” over the period it is earned (for example
if a subscription was sold on the 31st day of the month a half month of revenue would be
recognized.) The company is operating at about break even which means that any change in
accounting is probably material (significant in amount) and would require you to restate the financial
statements for the past 3 years. If you restate the financial statements you will probably have
several class action lawsuits against the company as well as derivative lawsuits against the board
members. The “Big 4” external auditing firm supports the current revenue recognition method. You
have the following alternatives.
1.

2.
3.
4.

Do nothing about your revenue recognition concerns at least until a change would not be material because
no one else has ever questioned it and a “Big 4” accounting firm endorses it.
Insist that the company change its revenue method to a daily recognition method and live with the
consequences, regardless of how costly they are to the company and you personally.
Change the accounting but don’t restate the financial statements.
Do something else.

As the audit committee chair, which of the above alternatives would you recommend?

Practical Case—Being Qualified & Independent
After a search, several board members wants to appoint a new director, director candidate A. He
appears to be very highly qualified, has tremendous industry knowledge, is the former president of a very large
company in our industry, would add diversity to the board and is already serving on one large company’s
board. He is currently the CEO of a smaller company but has indicated his willingness to join our board. He
appears to be the perfect candidate.
However, in researching his background, we found that, while married, he has had a very famous and
public 8 and ½ year affair with a separate lover. In fact, because he recently decided to leave the lover and go
back to his wife, the lover has smeared the airwaves (including appearing on Dr. Phil), streets of New York
(including a huge billboard at Times Square), and YouTube with posters, videos and other propaganda about
their affair.
1.
2.
3.

4.
5.

Are the off-premise and/or private activities of board members, CPAs, and other business professionals
their own business or should a board or CPA firm consider these types of issues when appointing
someone to be a director/partner?
Do ethical issues extend beyond the work place into one’s private life?
Would you appoint this person to your board or make this person a partner in your firm? Why or why
not?
What are the ramifications of appointing such a person to our board or making him a partner?
What does it really mean to be qualified? Do qualifications mean technical qualifications only?

Today, there is no privacy—Everywhere you go and
everything you do leaves footprints in the sand
• The twelve elements of a $500 private investigation we recently had
done on a potential board member
1.
2.
3.
4.
5.
6.

Highlights of career
Employment verification
Corporate board affiliations
Not-for-profit affiliations
Education verification
Personal litigation

7. Professional litigation
8. Interaction with regulators & licensing authorities
9. Driving history
10. Credit history
11. Press coverage & online media mentions
12. Social media findings

Moral: If you want to be successful, be careful with your personal life, watch how you drive,
about what you post on social media and make sure everything you claim about your
background, education, etc. is correct.

As professionals we should always take the
high road
1. You sleep better at night.
2. Your company or firm performs better—backed by research.
3. Your colleagues have confidence in you and trust you (they want to work
with you) and don’t want you to leave.
4. Everyone you work with knows you are a straight shooter who doesn’t
play games. They also know you have their backs if they do what is right.
5. Regulators have trust in you, both when they see you proactively do
what’s right and when you disagree with them.
6. If there is litigation, you usually win or, as a minimum, are protected.
7. Your company will have a good reputation.
8. You get invited to serve other clients and do other work.

Concluding Thoughts
• At the end of the day, the greatest asset you have is your reputation; compromises and shortcuts will come
back to haunt you.
• One high integrity board member or CPA partner can make a huge difference. You need to be that person.

“We can afford to lose money,
even a lot of money.”
“We can’t afford to lose
reputation—not even a
shred of it.”
• Good corporate governance and
compliance with the code of conduct
is critical for both
you and your companies

Ethical Development Model
Integrity Leadership
Helping Others Around You to Have Integrity

Courage to Act With Integrity
Willingness to Pay the Price for Integrity

Applying Personal Integrity to Different Situations
(Work, School, Play, Profession, Finances, etc.)

Developing Personal Integrity
Right/wrong, Fairness, Honesty, Respect for Others

One major company’s view--(The importance
of honest leaders)
Honest Employees
Will be Honest Always

Swing Group

Dishonest Employees
Policies Won’t Help Much

Could Go Either Way
(Depending on pressures, opportunities and rationalizations
and the presence or absence of ethical leaders)

Ethical Leadership will significantly impact an
organization since the vast majority, in this view,
can be influenced to behave ethically. It is the
same with families.

Resolving Ethical Dilemmas
Categorical Imperative: How would you want to
be treated?
Are you comfortable with a world with your
standards?
Christian principle: The Golden Rule
Do unto others as you would have them do unto you. Luke
6:29-38
Thou shalt love thy neighbor as thyself.
Luke 10:27
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Resolving Ethical Dilemmas
Confucius:
What you do not want done to yourself, do
not do to others.
Aristotle:
We should behave to our friends as we wish our
friends to behave to us.
Judaism:
What you hate, do not do to anyone.
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Resolving Ethical Dilemmas
Islam:
No one of you is a believer until he loves for
his brother what he loves for himself.
Hinduism:
Do nothing to thy neighbor which thou
wouldst not have him do to thee.
Sikhism:
Treat others as you would be treated yourself.
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Resolving Ethical Dilemmas
Buddhism:
Hurt not others with that which pains thyself.
Plato
May I do to others as I would that they should do
unto me.
TREAT PEOPLE THE WAY YOU WANT THEM TO
TREAT YOU
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