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Abstract

Financial fraud drains trillions of dollars from the worldwide
economy each year. Accountants and auditors are arguably on
the front line of the battle against fraud, and therefore must be
well trained to develop an understanding of the factors that lead
individuals to commit fraud and the processes that might be used
to deter and detect financial fraud. This paper reviews the current
presentation of fraud and the fraud triangle in accounting texts.
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We then argue and illustrate that the fraud diamond and pentagon
are more comprehensive models for understanding fraud and
should be used in advanced courses as they offer a more complete
understanding of the risks related to fraud. These concepts are
applied to several cases to illustrate their value in the classroom.
Understanding fraud risks is critical for accountants and auditors
to prevent and/or detect frauds.
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Introduction

Fraud is a critical topic taught in accounting programs, arguably with
increasing importance to the financial professional. At the undergraduate
level the term or concept of fraud may be introduced in Accounting
Principles texts; however, most Accounting Systems texts and all Audit
texts include a more comprehensive discussion of fraud. Advanced courses
at both the undergraduate and graduate levels, such as Internal Audit,
Advanced Audit or Fraud/Forensics often require analysis of frauds in
case study formats.

The Fraud Triangle is a behavioral framework, based on the book Other
People’s Money (Donald Cressey, 1953) to explain the reasoning behind
decisions to commit fraud in the workplace. This framework includes the
elements of incentive/pressure, opportunity, and attitude/rationality. The
fraud triangle was outlined in an audit context in the Appendix to SAS 99
(AICPA, 2002); hence the Fraud Triangle is generally used in accounting
textbooks and the classroom as a framework to understand fraud.

However, multiple extensions of this framework have evolved since
2002. Two noticeable extensions are the Fraud Diamond (Wolfe and
Hermanson, 2004) and the Fraud Pentagon (Marks, 2012). These frame-
works include the elements of capability/competence and arrogance. These
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additional elements are considered more critical in the study of frauds
committed by management such as misstatement of financial statements.

The purpose of this paper is to argue and illustrate that the fraud
diamond and pentagon, in contrast with fraud triangle, are more compre-
hensive models for understanding fraud. The diamond and pentagon
should be used in advanced courses as they offer a more complete under-
standing of the risks related to fraud. Understanding these risks is critical
for accountants and auditors to prevent and/or detect frauds.

The remainder of the paper is organized as follows. Section I provides
background and context to frauds. Section II reviews the fraud triangle.
Section III discusses extensions of the fraud triangle including the fraud
diamond and the fraud pentagon. Section IV reviews the presentation
of fraud and the use of the fraud triangle in a sample of accounting
texts. Section V offers examples and discussion of the fraud pentagon
using cases from accounting texts. Section VI summarizes and concludes
the paper.

Section I: Fraud

The Association of Certified Fraud Examiners (ACFE) estimates that
5% of worldwide revenues (or $4.5 trillion) are lost to fraud each year
(2020); further, that percentage has remained relatively constant over the
past two decades. The most common frauds are asset misappropriation
(employee frauds), but the largest dollar frauds are financial statement
frauds (management fraud). The ACFE (2020) also lists corruption as a
common fraud often linked to asset misappropriation.

Almost anyone can commit a fraud. The 10-80-10 rule is commonly
cited (see Marks, 2012; Kramer, 2015; or AGA, 2020) to express the
different probabilities for the predisposition of an individual to commit
fraud. 10% of the population will never commit fraud. These are the people
who go out of their way to do no wrong. 80% of the population might
commit fraud with the right combination of environmental factors. The
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remaining 10% of the population actively look for ways to commit fraud.
Common cases of fraud are not always committed by known criminals,
the 10%. Rather, common frauds may be committed by generally moral
people, the 80%. There are numerous explanations as to why someone
will commit fraud; such explanations typically include an economic and
a behavioral component.

Classic frauds found in many textbooks include ZZZZ Best from the
late 1980s and Madoff Securities from the late 2000s. The central figures,
Barry Minkow and Bernie Madoff, were seen as “Wall Street wonder
boys” and might be seem as very capable and arrogant. The Enron fraud
of the early 2000s is potentially the most infamous among accounting
frauds. The phrase “the smartest guys in the room” was taken from the
Bethany and Elkind (2003) book and popularized by the documentary
movie. This phase embodies the element of arrogance.

It would be a mistake to assume the 1980-2000s was the golden age of
frauds and a turning point in corporate reporting has been reached. Fraud
continues to drain resources from the economy and presents challenges
for corporate accountants and auditors.

In March 2018, the SEC charged Theranos Inc. and its founder and
CEO, Elizabeth Holmes, with false/misleading statements and wire
fraud involving more than $700 million (O’Brien, 2018). Holmes was the
youngest female self-made billionaire, after developing Theranos and
taking the company public. The company promised a new technology
for conducting bloodwork with just one drop of blood. The story of this
fraud makes for a compelling documentary in “The Inventor: Out for
Blood in Silicon Valley,” which was released in 2019.

Small-dollar frauds also threaten small companies and non-profits,
often leaving depleted organizations to investigate the circumstances
that made them vulnerable to theft. For example, over the period from
2015 to 2020, a clerk in the small village of Bemus Point, NY stole more
than $60,000 in village funds (Jamestown Post Journal, 2021).
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While both the Theranos fraud and the Bemus Point case are still in
litigation, they provide evidence that fraud continues to be a significant
problem, one that accounting professionals must be prepared to encounter.

Section II: The Fraud Triangle

Donald Cressey, an American penologist, sociologist, and criminologist
created the foundations of the fraud triangle in 1953 as a framework
for a theory to better understand which acts and temptations drove
embezzlers. A key to deterring and detecting fraud is understanding
how and why people commit both employee and management frauds. If
accountants and auditors understand the reasoning behind fraud, they
can implement efficient internal controls and policies to reduce the
likelihood of occurrence.

The sociologist in Cressey knew there were different reasons behind
people’s actions. Given this curiosity, he conducted a study for over
five months, in which he interviewed roughly 120 white-collar criminals
convicted of embezzlement. Based on this study, Cressey was convinced
that there were multiple components criminals used to justify their
committing fraud; reasoning went beyond mere financial incentives.
Cressey published the book Other People’s Money in 1953 to report his
findings.

Through his study, Cressey identified three interrelated components
that perpetrators use to participate in fraud and justify this participation:
incentive/pressure, opportunity, and attitude/rationalization (Cressey,
1953).  If these three components are present, most any ordinary person
could find themselves engaging in fraud.

The first element, incentive/pressure, is the driving force behind commit-
ting fraud. Certain circumstances motivate or create a need for people to
participate in fraud. According to Cressey, the offender faces a problem
that is considered to be “non-sharable,” meaning no other person can
help resolve the issue. This problem becomes an incentive to commit
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a fraud if the fraud is seen as an “easy resolution.” Incentives look into
an employee’s mindset to motivate actions (Schuchter and Levi, 2016;
AGA, 2020).

Examples of the incentive/pressure component of the fraud triangle
include money, vices, performance, financial issues, and addiction. The
most common examples are closely based around money and other
financial issues. For example, if an employee’s compensation is tied to
their firm’s financial performance or if the employee faced an unexpected
personal financial hardship, the employee might feel the need to act
unethically in order to secure more money. The pressure could also
stem from another employee enticing them into collusion. Motives
for employees committing fraud can change over time. An employee
may start stealing money in response to personal financial hardship
but continue to steal out of greed, even though they are no longer in
financial need. Employees facing pressure can be driven to participate
in illegal activities such as abusing internal controls to permit the theft
of funds. Having incentive entices individuals to participate in non-
typical behaviors.

The second component, opportunity, is the ability to commit fraud.
Even when an incentive exists, there must also be an opportunity to
commit fraud. Opportunity structure is important because if a fraud is
more difficult to commit, the number of offenses will be reduced. When
companies have weak internal controls, including ease of management
override, frauds are more likely to occur and less likely to be detected. The
opportunity component is considered the most difficult for businesses to
detect, but the easiest to control. In fact, this is the only component over
which a company can exercise direct control. When identifying a risk
of fraud, potentially due to incentive\pressure, companies can increase
internal control to protect against opportunity to commit fraud.

Examples of opportunity include weak internal controls, poor tone
at the top, and inadequate accounting policies. Weak internal control
can be attributed to a lack of monitoring, poor segregation of duties, or
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insufficient security throughout the company. For example, the classic
payroll ghost employee fraud does not require collusion if the duties of
recording time and additions to the payroll system are not segregated.
Poor tone at the top occurs when senior management does not act with
integrity and honesty. When top management does not exhibit ethics
in the workplace, they cannot expect their employees to do so. Clearly
articulated accounting policies help ensure financial transactions are
properly recorded and financial statements are fairly stated. If a company
does not utilize proper accounting policies, there is an opportunity for
employees to manipulate financial reports.

The third component, attitude/rationalization, justifies engaging in
illegal activities to mitigate guilt. This justification gives the individual
moral permission to commit the fraud even though it may go against their
ethical beliefs. Free (2015) provides a list of 10 categories of rationalization
he adapted from a collection of prior work. The category descriptions
are varied, but include moral justification, denial of victim, diffusing of
responsibility, entitlement, and temporary loan. Employees considering a
fraud must assess the gain from or incentive for committing the fraud and
balance this with the possible repercussions from detection, opportunity.
Many times, individuals do not plan to participate in frauds but find
themselves in the midst of a fraud situation performing this balance
analysis. Given that typical offenders are not criminals, they must justify
their actions for their own consciousness. Rationalization is the most
difficult element to both detect and control since it is internal and unique
to the employee. An awareness of employees’ attitudes and overall
job satisfaction can help employers assess the risk of fraud. Hence,
implementing a healthy work environment is an effective means to
prevent fraud.

Employees will use different explanations for frauds, either employee or
management, to be acceptable. Employee frauds may be rationalized with
logic such as “I deserve this because I am not paid enough” (entitlement)
or “insurance covers it” (denial of the victim). Many scenarios originate
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from mistreatment or job dissatisfaction. If an employee doesn’t feel
valued, they are more likely retaliate to get what they believe they
deserve. Management frauds may be rationalized with logic such as
“this will help the shareholders” (moral justification) or “we can make an
adjustment next period” (temporary loan). A common rationalization is
“other people are doing it so why shouldn’t I” (diffusing responsibility)
thus making the fraud an acceptable norm. Although morally wrong,
justification of frauds can convince the employee that they are doing
nothing wrong despite knowingly engaging in fraudulent behavior.
Suddenly, employees find themselves in denial; a behavior that can lead
to a chain reaction where these employees find themselves repeating the
fraudulent act. Fraudulent people deceive themselves into believing they
are the victim in order to rationalize committing more fraudulent acts.
When accountants or auditors are aware of employees’ rationalizations,
they can better implement antifraud programs to deter individuals from
engaging in unethical behavior.

Understanding behavioral motives facilitates the assessment of fraud
risk occurring in operations and financial statements. The fraud triangle,
comprised of incentives/pressure, opportunity, and attitude/rationalization
offers a behavioral framework to better understand fraudulent acts. For
these reasons the components of the fraud triangle have been included
in the Appendix of SAS 99 (AICPA, 2002). When these three components
are present, there is an increased risk of fraud. In the absence of these
components, the risk of detection would deter fraudulent behavior
(Schuchter and Levi, 2016).

Section III: The Fraud Diamond and the Fraud
Pentagon

The fraud triangle has evolved and been extended over the years;
geometric representations include the fraud diamond and fraud pentagon.
In the past decade, a number of papers have advocated reconsideration
of the Fraud triangle in some form (Mackevicius and Girlunas 2013, Free
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2015, Schuchter and Levi 2016, Huber 2017). The most comprehensive
effort is arguably Dorminey et al (2012) from an accounting education
perspective and Dorminey et al (2010) from a professional perspective.
The evolution efforts most commonly endeavor to retain the original
components yet offer a revised framework that is more fully descriptive
of behavioral and economic causes of fraud. Considering increased tech-
nology, as well as changes in business and society since the 1950s, new
elements may improve the original framework. The goal of additional
elements is a better understanding of fraud by accountants and auditors
to improve fraud prevention and detection.

An early extension was the Fraud Scale (Albrecht et al 1984); the
component attitude/rationalization is replaced with personal integrity
(or ethics). The basic idea is that an ethical employee will push back on
incentive/motivation and opportunity avoiding a fraud. Another extension
was MICE (Kranacher et al, 2011). Summarizing a line of research,
Kranacher et al (2011) suggested the collective factors of money, ideology,
coercion, and ego (entitlement) can replace or explain incentive/motivation,
going beyond a non-sharable financial pressure.

David Wolfe and Dana Hermanson (2004) modified the fraud triangle
into the fraud diamond by adding capability. Capability’s sub-components
are position/function, brains, confidence/ego, coercion skills, effective
lying, and immunity to stress. Hence, capability to commit fraud means
that person is more qualified to successfully commit and conceal fraud
than other persons. For example, an experienced employee in a corpora-
tion would be expected to more easily commit a crime relative to an entry
level employee. To illustrate, consider the work of Beasley et al (1999)
in their analysis of U.S. public companies. They found that in public-
company accounting frauds over 80% of CEOs or CFOs were implicated.
Top executives have more access to sensitive company information
which makes them more likely to manipulate the numbers with less risk
of detection. Further, top executives can more easily override internal
controls as their actions are less likely to be called to question. Capability
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can be thought of as an extension of opportunity; the capable person may
create opportunity rather than capitalize on an existing opportunity.

An alternative fraud diamond was built on the nature of the fraudster
and contrasted the accidental (80% of the population) with the predator
(10% of the population). The two groups shared only the incentive/moti-
vation component. In a predator’s triangle the incentive/pressure and
attitude/rationalization components were replaced with criminal mindset
and arrogance, respectively. Recall, the predator is actively searching
for a fraud opportunity. Predators are better organized and capable of
creating complex concealment schemes.

Fraud practitioner, Johnathan Marks (2012) argued the elements compe-
tence and arrogance should be added to the fraud triangle to keep the
framework valid and modern. These additional components are related
to several elements discussed in the above paragraphs. Marks contends
that those committing fraud today are more independent with access
to more information so the components of the Fraud triangle should be
adaptable over time. Marks based the need to add components on his
professional work dating to 1995. Marks attributed Cressey’s original
elements to occupational fraud, whereas his additional components relate
to human components. That is, Marks (2012) argues the fraud triangle
is useful in many middle management frauds where the fraud pentagon
is required for most top management frauds.

Competence relates to one’s power to perform a fraudulent act; hence,
competence is similar to Wolfe and Hermanson’s (2004) component capa-
bility and may also be viewed as an extension of opportunity. Competence
allows an individual to control situations to their advantage. Compe-
tent individuals must also have high tolerance for stress. Considering
there is always increased stress from the possibility of detection when
committing fraud, these individuals have a higher tolerance of handling
stressful situations.

Arrogance relates to one’s lack of conscience. This attribute is often
associated with higher executives in the company. Arrogance was added
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to the framework to account for an individual’s attitude of entitlement or
superiority. When individuals are arrogant, they may believe the rules/
internal controls do not apply to them and in turn they think they have a
free pass to participate in fraud. Arrogant individuals may carry a bullying
attitude where they intimidate others to not question their actions. People
who act with arrogance do not typically think of those they hurt by their
actions. This makes them feel less guilty when committing fraud and
hurting others long-term. Arrogance can be thought of as an extension
of attitude or rationalization; the arrogant person may have less of a need
to mitigate guilt; their arrogance is, in part, self-justifying.

Section IV: The Fraud Triangle in Accounting Texts

Fraud and the fraud triangle are presented in several courses in an
accounting program. The fraud triangle is clearly the preferred teaching
framework. Required courses that are likely to include fraud topics
are Accounting principles, Accounting systems, and Audit. Electives or
advanced courses, especially those in 150-hour programs, may include
Fraud/Forensics or Advanced audit. In addition to the use of the fraud
triangle in professional context (such as SAS #99) research has shown the
framework of the fraud triangle to improve student fraud risk analysis.
LaSalle (2007) found students briefed on the fraud triangle outperformed
student briefed on the COSO framework. Peterson and Hansen (2008)
had similar results as LaSalle (2007). Hansen and Klamm (2012) extended
this work using the three components of the fraud triangle. They found
that while students recognized risk related to weak internal controls,
students were less likely to recognize business risk factors, especially
as complexity increased.

At the principles level, fraud is a basic concept that is intuitively
understood. Often students will have seen examples of employee frauds
from their own work experiences. Coverage of fraud in a principles
text is generally limited to an introduction or term definition at both
undergraduate and graduate level. As an undergraduate example, Porter
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and Norton (2017) briefly mention fraud in a Sarbanes-Oxley context in
their sixth chapter, internal controls. As a graduate example, Easton et
al (2018) briefly mention fraud in their twenty-third module (chapter) as
explanations for unexpected results from performance reports.

Accounting systems courses might be expected to have a compre-
hensive discussion of frauds. However, textbooks are not consistent.
Hurt (2016), for example, mentions fraud briefly in three sections of
the text; two are as behavioral risks and the third is to define a fraud
audit. The fraud triangle is not mentioned. In stark contrast, Romney
and Steinbart (2018) provide comprehensive coverage of fraud and the
fraud triangle in their fifth chapter, Fraud. In addition, a page long case
assignment at chapter’s end includes a requirement of a discussion of
the fraud triangle components as an integral part of the case analysis.
The decade old text of Hall (2011) includes Chapter 3, titled Ethics, Fraud
and Internal Controls. This chapter includes the fraud triangle but lists
the attitude/rationalization component as ethics. Rather than a triangle
diagram, Hall shows ethics pushing back to balance the components of
pressure and opportunity, strong ethics result in no frauds. This served
to illustrate the fraud scale (Albrecht et al, 1984).

Current audit courses have extensive coverage of fraud as illustrated in
Arens et al (2020). This coverage is across multiple chapters and applied
in examples with audit plans for various cycles. Chapter 10 of this text,
Assessing and Responding to Fraud Risk, begins by defining the types
of frauds (employee and management) and follows with a discussion of
the conditions for fraud, using a diagram of the fraud triangle. This text
also includes a single page case with a requirement to discuss the fraud
triangle components as an integral part of the case analysis. The fraud
triangle has been a part of audit courses since 2002 and the release of
SAS 99. Rittenberg and Schwieger (2005) provide extensive coverage of
the fraud risk assessment process and the three components of the fraud
triangle. However, they do not use a visual triangle diagram. Texts prior
to 2000 generally confined discussion of fraud to the chapter of legal
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liability. Examples include Carmichael, Willingham and Schaller (1996)
and Hermanson, Strawser, and Strawser (1989).

As with audit texts, fraud texts have extensive coverage of the fraud
triangle. An example text is Albrecht at al. (2019). A diagram of the
fraud triangle with extensive discussion is used in multiple chapters. In
chapter 2, Why People Commit Fraud, the diagram is used to explain
behavioral implications. In chapter 5, Recognizing the Symptoms of
Fraud, a triangle is used for the elements of fraud, theft act, conversion,
and concealment. The triangle framework is again used in chapter 7,
Investigating Theft Acts, by expanding the framework for an inquiry
approach to investigation.

Section V: The Fraud Pentagon Applied

In this section we use adaptations of cases from the case text Contemporary
Auditing (Knapp 2015, 10th) to illustrate the fraud diamond and pentagon
components of capability, competence and arrogance. One case does not
appear in the more recent edition of the Knapp text (2018, 11th edition).
As with a triangle, a diamond or pentagon offer a simple picture for
a fraud framework. A visual representation of fraud serves to provide
structure for the more complex analysis required. These illustrations
are intended to support the argument that, at least at the advanced
course level, the components of the Fraud diamond and pentagon offer
accounting students a more complete understanding of frauds. Cases
should be employed in upper-level accounting courses to illustrate fraud
and enhance students’ understanding of the underlying factors that drive
financial frauds. The first case, Main Street Retail, is an employee fraud;
the second case, Outdoors Adventures, Inc., is a management fraud.

Main Street Retail
The Main Street Retail (MSR) case illustrates an employee fraud. MSR
is a small family owed specialty retailer. This “mom and pop” shop was
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opened by a husband and wife who immigrated to the US. Decades later
the couple still own and operate the shop with the help of their son.
Despite taking measures to control costs, MSR’s cash position steadily
worsen. The family feared if they did not turn around their cash and
overall financial position, they would be forced to close the store.

The wife was suspicious of the only worker outside of their family.
But the worker was a trusted and reliable employee for over 20 years.
Hence, this possible explanation was quickly dismissed the husband and
son. Eventually, the family discover that the trusted employee had stolen
over $350,000 in cash during her time with the company. The employee
was able to commit and conceal this employee fraud because she worked
various roles in the business and was not monitored.

The fraud can be analyzed initially within the confines of the fraud
triangle. The employee was incentivized/pressured by financial motives,
monetary gain. An opportunity existed due to the lack of controls; for
example, limited segregation of duties and monitoring. Since she worked
various parts of the operation, it became easier for her to commit and
conceal fraud. The employee may have originally rationalized this fraud
from feeling overworked and underpaid. However, greed likely played
a role in the longevity of the fraud as the employee developed a taste
for nice clothes and vacations.

The fraud diamond/pentagon provides further insights regarding this
case. If the employee did not possess capability and competence, she
would not have been able to successfully steal over $350,000 from the
family. Capability, ability to create opportunity, and competence, ability
to control situations, primarily resulted from the employee’s knowledge
of the business operations. Since she was employed at MSR for over 20
years, the family felt they could trust her. As the salesclerk/cashier, she
was handling all the cash, maintaining cash receipts, and maintaining
the sales records. The family did not check or supervise the employee’s
work to verify the amounts recorded were correct.
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MSR did not use pre-numbered sales tickets. When the family was
becoming suspicious of transactions, the employee was able to create
false layaway sales tickets to ease their doubts. MSRs poor internal
control system gave the employee the capability to mis-record certain
sales and pocket the money.

Over time, the employee became more arrogant with her actions;
she developed an attitude of entitlement or superiority. As with many
frauds, after a few successful attempts it became easier for her to steal
money. The more she stole, the more arrogant she became. It is likely the
employee did not think she would ever get caught. Her arrogance grew
as she developed a taste for more expensive clothing and vacations with
the extra money she stole. The employee was not remorseful; nor did
not try to hide her new lavish lifestyle. She might have begun her fraud
thinking she would only steal a couple times, but she became greedy
and continuously mis-recorded sales. Eventually she stole over $350,000
and almost drove MSR into bankruptcy.

Outdoors Adventures, Inc.
The Outdoors Adventures, Inc. (OAI) started business in northern Cali-
fornia during the mid-1960s primarily selling high-end hiking and
camping gear.  Throughout the 1970s OAI branded themselves to target
outdoor enthusiasts with their high-quality products. Through the 1980s
and 1990s OAI’s owners and manager changed multiple times as the firm
worked to balance their high-end image with mainstream markets. OAI
seemed to have found this balance by the mid-90s. Reported sales tripled
from 1994 to 1998 with $250 million in reported sales for 1998. Further,
North Face went public in 1996. The management team established a
goal of reaching one billion dollars in sales by 2003.

Barter and consignment transactions were structured to overstate
1997 and 1998 sales and net income. In 1997 OAI’s CFO, designed a
barter transaction where the barter company purchased $7.8 million of
excess inventory in exchange for trade credits. In order to recognize
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this transaction as a sale, the CFO arranged for the barter company
to pay approximately 50% of the purchase price in cash. The CFO also
arranged an undisclosed “oral side deal” to repay the cash in 1998 at
the barter company’s option. In the third and fourth quarter of 1998,
North Face’s Sales VP, arranged two significant inventory consignment
shipments, which were recorded as sales. The transactions were arranged
with wholesalers from Texas and California.  Auditors passed on the
1997 barter transaction due to the large cash payment and the lack of
materiality on the residual amounts. However, questions from the second
partner and the following investigation detected the 1997 barter and
1998 consignment sales.

Within the fraud triangle framework, meeting the aggressive sales
growth targets provided incentive/pressure in both 1997 and 1998. North
Face’s excess inventory provided opportunity to ship tangible goods under
creditable business transactions (barter and consignment agreements).
Further, the collusion of these third parties made the fraud difficult
to detect. The attitude/rationalization may have been the executives
reasoning that the transaction would become sales in the future period
and provide the growth needed to hit targets for shareholders.

Adding the dimensions from the fraud diamond/pentagon provides
additional insights. The AOI executives possessed both capability and
competence. These components are common in Executives. The CFO,
both created opportunity and controlled the situation with the barter
transaction. As an executive, he held power in the company to initiate
a barter transaction; he then controlled the terms of the agreement so
that the non-cash element of the agreement fell below the auditor’s
materiality threshold.

The Sales VP was also able to both create opportunity and control
the situation with the consignment transactions. Consignment sales,
as with the Texas and California wholesalers, are common business
transaction. The unusual terms caused AOI’s audit committee to be
skeptical and investigate. However, the VP was able to create falsely
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signed purchase orders and false testimony from an executive of the
consignment company. The audit committee investigation along with a
signed confirmation appeared to be strong evidence to the auditor team
despite minimal cash collections from the third quarter sale.

Arrogance, also associated with the terms entitlement and superiority,
is often tied to executives and is a factor in the frauds this case. The
CFO and Marketing VP were able to force collusion between AOI, the
barter company, the Texas consignment company, and the California
consignment company. Without this collusion, the frauds would not
have been possible. Arrogance was also exhibited by the executives’
intimidating personalities; they assured the auditors their “numbers”
were correct. When confronted with accounting issues the executives
would argue with the auditors; as a result, the auditors did not look
further into the issues. Being able to convince the auditors AOI’s numbers
were correct so confidently enabled the executives to prevent further
investigation of the questionable transactions.

Section VI: Summary and Conclusions

It is very likely accountants and auditors will come across fraud in their
careers, whether they realize it or not. Employee frauds will be more
frequent, but management frauds will be more material. The work of
accountants along with the design of internal control systems can protect
against many employee frauds. Similarly, properly planned audits along
with professional skepticism can protect against many management
frauds.

While accountants, as employees, are in the best position to detect
frauds, auditors are responsible for attesting to the fairness of finan-
cial statements. Accountants and auditors must be aware of possible
management overrides, complex fraud schemes and collusion. Further,
accountants and auditors will be in a better position to prevent or detect
frauds if they understand the behavioral motivations for fraud.
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Currently in accounting programs, the behavioral motivations are
taught as the fraud triangle, consisting of three components: incen-
tive/pressure, opportunity, and attitude/rationalization. However, expan-
sions of the fraud triangle include the fraud diamond, adding the compo-
nent capability and the fraud pentagon, adding the components compe-
tence, and arrogance. There is value to expanding teaching models to
include these components.

Whether these new components are additions to the triangle or sub-
components of the triangle’s existing components can be debated, but the
concepts in the expansions do add important elements to understanding
and recognizing frauds or the risk of frauds. Capability and competence
relate to a person’s ability to create a fraud and a concealment strategy.
Arrogance relates to a person’s mindset that can lead to fraud. Fraud can
exist in the absence of capable or competent and arrogant persons, but
these components are commonly present in successful frauds.

At our university, these new components have been incorporated
into three courses. In the Fraud Examination course, students read three
articles that present the fraud triangle, diamond, pentagon, and other
frameworks for evaluating fraud within an organization. These are
used as the basis of class discussions and are included in the material
covered in course exams. These components have also been added to
both Audit courses. The first Audit (Theory) course includes coverage
of the components of the fraud triangle and its extensions. Employee
frauds are linked to the fraud triangle, while management frauds are
linked to the fraud diamond and/or pentagon. In the Advanced Audit
course students consider the expanded elements (capability or competence
and arrogance) in the analysis of fraud cases. Different cases are used
each year to expand the library of fraud cases that can be examined
within the context of the fraud triangle, fraud diamond and other models.
This enables students to develop a more thorough understanding of the
factors that can lead to fraud.
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In this paper we have reviewed the current presentation of fraud and
the fraud triangle in accounting texts. Further, we have argued and
illustrated that the fraud diamond and pentagon are “better” models for
advanced courses because they offer a more complete understanding of
the risks related to fraud. Hence, our main purpose is to advocate for
including these alternative fraud frame works.

Students who are exposed to these expanded models and learn to
apply them to cases will be better prepared to confront frauds when
they encounter them in their careers. However, additional research is
needed to document the learning that occurs. An experimental design
with a pre- and post-testing format., in which students are exposed to
the fraud pentagon prior to conducting fraud case analyses, could serve
this purpose.
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