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		Abstract

		In the wake of the disclosure of the Bernard Madoff fraud, attention has been drawn to the use of a solo auditor by Bernard L. Madoff Investment Securities LLC. Some claim that the use of a solo auditor was a red flag, or a symptom of fraud, that was ignored by investors, regulators, feeder fund operators, and auditors of the feeder funds. This motivates empirical research to determine whether evidence suggests that solo auditors are lower quality auditors than other auditors, and thus really a red flag. Using an audit failure auditor litigation outcome metric, based on 396 observed auditor outcomes in financial reporting litigation commenced from 1996 through 2008, this paper focuses on the analysis of the relative auditor quality of solo auditors. Because one may argue that the relevant auditing services market for this analysis should include 1) all auditors other than the Big 4, 2) all auditors other than the Big 4 or Medium 2, or 3) just the Very Small (2 to 9 accountants) CPA firms and the solo auditors, the investigation uses three different models and samples. Similar results are obtained regardless which approach is used. The findings suggest that solo auditors are lower quality auditors, and further suggest that the use of a solo auditor is a red flag. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Financial statement fraud, audit quality, solo auditor, divided responsibility, principal auditor, other auditor

	
	

	
    

    
	

	
	
		JEL Classification: K14, K22, L11, M41

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Fuerman,  Ross D., Bernard Madoff and the Solo Auditor Red Flag (June 30, 2009). Journal of Forensic & Investigative Accounting, Vol. 1, No. 1, pp. 1-38, 2009,  Available at SSRN: https://ssrn.com/abstract=1434097
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ross D. Fuerman (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Suffolk University - Department of Accounting  ( email )

			

			
			
				
				
				
					Sawyer Business School
Department of Accounting
Boston, MA  02108
United States
617-573-8615 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.suffolk.edu/business/faculty/12328.php
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,097

			

		
		
		
			Abstract Views

			    8,212

		

		
		 
		
			Rank

			   13,977

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       44 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Governance & Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,605

                                    

                                    
                                        PAPERS

                                            6,617

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Forensic Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Forensic Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              940

                                    

                                    
                                        PAPERS

                                              832

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    History of Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                History of Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              825

                                    

                                    
                                        PAPERS

                                              810

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance: Actors & Players eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Actors & Players eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              726

                                    

                                    
                                        PAPERS

                                            6,427

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Risk Management Lessons from Madoff Fraud

                        
                            By
                                
                                
                                    
                                    Pierre Clauss, 
                                    
                                
                                    
                                    Thierry Roncalli, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Madoff: A Riot of Red Flags

                        
                            By
                                
                                
                                    
                                    Greg N. Gregoriou
                                     and 
                                
                                    
                                    Francois Lhabitant
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Why the SEC Failed: Regulators Against Regulation

                        
                            By
                                
                                
                                    
                                    Norman S. Poser
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Optimal Design of Ponzi Schemes in Finite Economies

                            
                                By
                                    
                                    
                                        
                                        Utpal Bhattacharya
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bringing Out the Big Guns: The USA Patriot Act, Money Laundering, and the War on Terrorism

                            
                                By
                                    
                                    
                                        
                                        Eric J. Gouvin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The SEC and the Madoff Scandal: Three Narratives in Search of a Story

                            
                                By
                                    
                                    
                                        
                                        Donald C. Langevoort
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Estimating JP Morgan Chaseâ€™s Profits from the Madoff Deposits

                            
                                By
                                    
                                    
                                        
                                        Lou Davis
                                         and 
                                    
                                        
                                        Linus Wilson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Consecutive Identical Returns and the Stanford Group Scandal

                            
                                By
                                    
                                    
                                        
                                        Don M. Chance
                                         and 
                                    
                                        
                                        Ashley Schexnaildre
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.097 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

