	




	CASE 5.7

	RICHARD GRIMES, STAFF ACCOUNTANT

                          


	Synopsis

This brief case revolves around a set of circumstances involving a staff accountant with a Big Four audit firm who unintentionally “eavesdropped” on a conversation involving two client executives.  The young auditor happened to be retrieving documents he needed to complete an audit test while the executives were discussing a financial reporting issue that had significant audit implications.  Because he was hidden from their view, the auditor received an “earful” of important information that the client intended to withhold from the audit team.  After their conversation ended, the two executives discovered that the auditor had overheard them discussing the sensitive issue.  The dilemma facing the auditor is what to do with the information that he inadvertently but surreptitiously obtained.    
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	Richard Grimes, Staff Accountant--Key Facts

1.	Richard Grimes is a staff accountant assigned to the annual audit of McCaleb Medical Corporation (MMC), a public company. 

2.	While retrieving documents that he needed to complete an audit procedure, Grimes unintentionally overheard a conversation between MMC’s COO and the company’s controller. 

3. During the conversation, the COO informed the controller that a customer would be declaring bankruptcy in the next few weeks and, as a result, would default on the large receivable that it owed MMC.   

4. The controller told the COO that the expected loss on the receivable had to be “addressed somehow” in MMC’s financial statements that would be included in the company’s Form 10-K to be filed in the coming weeks with the SEC.

5. The COO sternly told the controller that MMC would not “borrow trouble” by referring to the loss in the upcoming Form 10-K; according to the COO, the customer’s bankruptcy would not be “widely known” until after MMC had filed the 10-K with the SEC.

6. After the conversation between the COO and controller ended, the COO discovered that Grimes had overheard the conversation because he had been just a few feet away, although he had been hidden from their view. 

7. The COO angrily accosted Grimes and accused him of intentionally eavesdropping on the conversation between himself and the controller.

8. After being “dressed down” by the angry COO, Grimes had to decide what to do next.
 

















	

	Suggested Solutions to Case Questions

1.	The topic of “subsequent events” is addressed in AU Section 560 of the PCAOB’s Interim Standards and AU-C Section 560 of the AICPA Professional Standards.  
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