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ATCES  Ethical Dilemma  What's an expense?

‘Severalyears ago, Wil Blowhard founded a communications company. The company became.
successl and grew by expanding itscustomer base and acquiring some of ts compettors. In
fact, most of its growth esulied from acquiring other companies. Mr. Blowhard i adamant
‘about continuing e company'sgrowth and inceasing s net worth, To achieve these gl the
business'snet income st contnue o increase t 4 rapid pace.

I the company’ net worth continues o ise, M. Blowhard plans o sel the company and
i He s, threlor,focuse on mproving the company’sprof any way he can.

In the communications business, companies ofen use the lnes of other communicaions
‘companies This ine usage i  significant operating expense or Mr. Blowhard' company. Gen-
enlly acoepted accountingprincples require operating cost ke line use to be expensed s they
‘are incurredcach year. Each dollarof lne cot reduces et income by a dolr

Afer eviewing the company’s operations, Mr. Bowhard concluded that the company did
‘ot currntly need all f the lin us it was payingfor. It wasrelly payingthe owner of thelnes

now 50 that the lne use would be avalabie in the future fo allof Mr. Blowhard's expected new

‘ustomers. Mr. Blowhard instructed bis accountant (0 capitalizeal of the lin cost charges and

deprsiat them oer 10 ears The accountant reluctantly followsd Mr. Blowhard's instructions

‘and the company's et income fo the current year showed a signficant increas ove the prioe

year's net income. Mr. Blowhard had found 3 way (0 eport continued growth n the companys

et income and increasethe value of the company.

Required

. How does Mr. Blowhard's scheme alfct the amount of income that the company would
otherwise report in s fnancial statements and how does the scheme affect the company’
balance shee? Explain your answer.

b, Review the AICPA' Artclesof Professional Conduct (see Chapter 4) and comment on any
of the sandardsthat were violaed.

. Review the fraud trangle discussd in Chapter 4 and comment o the eaturs of the fraud
riangl that are evident i this case-
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EXHIBIT 4.4
Articles of AICPA Code of Professional Conduct

I carying out therresponsibiiies s pofessionls, members should exercise sensive
professionaland moral judgments inall thi activits.

Aricl 1 The Public Iterst

Mambers shoud acceptthe obligation o actina way that il serv th public nerest,honor the
public rust, and demonstrato commitment o professionalism.

Aricl I ntegrity

Tormaintainand broaden public confidence, members shold peform il proessional
fosponsibiieswith the ighest sonse ofntegriy.

Article IV Objectivty and Independence

Amomber should maintain objectity and bo froeof conficts of nerest ndscharging professional
responsiiiie. A member i pubic pactice should be independent i factand appearance when
providing audiing and other atestaton sevice

Articlo ¥ Due Care

Amember should absorve the profesion's technical andatical standards,tive contnualy to
improvo compatenco and the qualty of services, anddischargo profssional rosponsibiky o the
bestof the member'sabilty.

Atticle VI Scope and Nature of Services

Amember in pubic practce shoul observ thaprincpls of the Codo of Profssianal Conductin
dotarminingthe scope and nature of senices o bo provided.
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The three elements are frequently arranged in the shape of a S as shown in
Exhibit 45,

Opportunity i shown at the head to the [HREIE because without opportunity
B could not exist. The most effective way to reduce opportunities for ethical or
criminal miscondut i o implement an effective Set of internal controls. nternal con-
ol are policies and procedures that a business implements to reduce opportunities

oppoRTUNITY

pressune RATONAUZATION




