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Simulation Question 3-4

This simulation question is based upon a true st of facts. The information contained in the simulation question was obtained from publicly
available sources.

= How to Set Up a Whistleblowing Hotline to Prevent Fraud?

Wemade is a small publicly traded manufacturing company. Because of its small size, it is not cost effective to have internal control on proper
separation of duties throughout the company. As a result, management knows that opportunities exist to perpetrate fraud within the company.
Management is particularly concerned with possible collusion between purchasing officers and vendors because of the relatively small size of the
company and the fact that a single purchasing officer is often solely responsible for a vendor’s account with regard to purchases of raw materials.
Management figures that a lot of money could be saved by proactively preventing fraud and not just acting on a reactionary or crisis mode. As
such, management considers establishing a whistleblowing hotline where employees can report suspicious activity.

Required
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1. Assume you are on the audit committee of Wemade manufacturing company. You are well aware that a whistleblowing hotline is now the
statutory responsibility of the audit committee and cannot simply be delegated to the company’s management. Also, you are well aware that
Section 301 of the Sarbanes-Oxley Act of 2002 requires that audit committees establish effective whistleblowing procedures, a statutory
responsibility that they did not have before. You are to call a meeting of the audit committee to discuss how to set up an effective whistleblowing
hotline for the company. You have identified 3 key issues for the audit committee to consider. For each of these 3 key issues. list 3 questions that
you would raise during the meeting. Use the format below, adding rows as needed. An entry is made in the first row to help you complete the
rest.

Questions You Would Raise at the Audit Committee Meetin,

Tssues No.1: The design cffectiveness of the whistleblowing hotline

Question#1. Does the whistleblowing hotline have multi-lingual capability to support hotline callers with different ethnic backgrounds
or that are calling from different countries?

Question#2. ..

Question#3. ..

Question#. ..

Tssues No.2: Training employees and others about the whistleblowing hotline

Question#1. Does employee training include issues related to the Sarbanes-Oxley Act and address issues such as accounting
irregularitics, insider trading, improper loans to executives, related party transactions, and conflicts of interest?

Question#2. .

Question#3. ..

Question#d.

Tssues No.3: Evaluating communications received through the whistleblowing hotline

Question#1. Are complaints of any kind involving senior management automatically and directly submitted to the audit committee
without filtering by management or other entity personnel?

Question#2. ..

Question#3. ..

Question#. ..

2. During the meeting, members of the audit committee may ask you about whistleblower laws and rights. To prepare for your answers, first, go
to the Comnell University Law School website and read the Protection for Employees of Publicly Traded Companies Who Provide Evidence of
Fraud under Chapter 73 of Title 18, United States Code, Section 1514A at:
http://wwwd.law.cornell.edu/uscode/18/usc_sec_18_00001514---A000-.html.

Then, in your own words, write no more than one page of notes on the laws and rights of whistleblower.

Note: You must not cut and paste from the Cornell webpage or any other equivalent webpage into your notes. Type your notes in single-space
and medium-font letter.









