AMRE Martirossian Fraud
AMRE, Inc.. Identify the alternative courses of action available to Martirossian when he became aware of the accounting fraud at AMRE. Assume the role of Martirossian. Which of these alternatives would you have chosen? Why?

After reading this case, I felt Mac Martirossian had a few alternatives that he could have taken instead of the path he took. The first alternative was just deciding to resign as soon as he found out about the fraudulent activity taking place in AMRE, Inc. With knowledge that a fraud has been taking place for a long time prior to Martirossian working for AMRE, I found it to be very stupid, yet interesting, as to why he did not just resign and decide to have nothing to do with AMRE, Inc. After resigning, he would have to report to the Securities and Exchange Commission (SEC) regarding to the fraudulent activities taking place at AMRE, Inc.

Another alternative course of action that Mac Martirossian could have made was getting rid of the key executives that had originally conducted the fraudulent activities. Once Martirossian was hired, it seemed that everyone felt that he was the man who could fix all of the problems and they were more than willing to do anything for him. I felt that he should have made it a priority to get rid of Robert Levin. Levin seemed to be the mastermind behind the origination of the fraudulent activities and I found it to be very irresponsible of Martirossian to keep him on board. I also found it to be very weird that not only did Levin retain the title of executive vice president, but he also was the treasurer and chief operating officer of AMRE, Inc.

The next alternative I felt Mac Martirossian could have made was deciding not to lie to the outside directors of AMRE, Inc. and telling them the truth about the fraudulent activities, or mistakes, made in the past. I felt that Martirossian should have stuck with the original plan of making a large prior period adjustment and informing the outside directors the reasons why the adjustment had to be made. Lying to the outside directors and resorting to the plan of making a huge write-off against the operating results was not the right thing to do. If anything was going to be done instead of making a prior period adjustment, Martirossian should have expensed the correct amount of advertising expenses that should have been expensed in the previous years into the current year. He should have contacted the SEC and the shareholder's in regards to the overstatement in revenues and ending inventory, which had a huge affect in making AMRE, Inc. look very profitable.

Another alternative course of action that Martirossian could have taken was in regard to AMRE's external auditors, Price Waterhouse. I felt Martirossian had many different alternatives with regard to Price Waterhouse. First, Martirossian could have been completely honest with his previous employer about the fraudulent activities that had taken place at AMRE, Inc. and how the write-offs were trying to cover those very same fraudulent activities up. He should have been completely honest with Price Waterhouse instead of “hinting very strongly” to the auditors about AMRE and the fraud taking place. With regard to being honest to Price Waterhouse and the public, I also feel that Martirossian should never have signed the letter of representations, which was addressed to Price Waterhouse. By signing this letter, Mac Martirossian clearly admitted that he and all of the other key AMRE executives were never aware of any mistakes or misleading material information that would affect the accuracy of AMRE's financial statements.

After reading how Mac Martirossian seemed to have a problem with being honest with Price Waterhouse about the true nature and status of AMRE, Inc., I still believe that he was trying his best to admit the truth, even though his methods were very indirect. Another alternative that Martirossian could have taken was releasing Price Waterhouse has AMRE's external auditors and hiring another well-respected auditing firm, like Ernst & Young. I believe that since Price Waterhouse was not truly independent in regard to AMRE, mainly because of their previous relationship with Mac Martirossian, they trusted Martirossian and AMRE's key executives a little too much to find anything suspicious. According to the SEC in the article, Price Waterhouse “relied improperly on Martirossian's unverified representations based upon their prior experience with him and his reputation for integrity within Price Waterhouse” (Knapp). Having another external auditor, who truly is independent with AMRE and their executives, would have helped Martirossian in revealing the truth about AMRE without being a whistleblower. A whistleblower, according to Wikipedia, is an employee, former employee, or member of an organization, especially a business or government agency, who reports misconduct to people or entities that have the power and presumed willingness to take corrective action (Whistleblower).

After looking at all the alternatives that Martirossian could have taken, I feel that he should have just resigned from AMRE as soon as he had found out about the fraudulent activities taking place. I felt that trying to make corrections to all of the mistakes was way too much to do and way too late to do it. Had AMRE only entered fictitious leads and that was the only fraudulent activity that was taking place, then I could have understood how Martirossian thought he could correct the mistakes made. But the fictitious leads were only the beginning of fraudulent activities from AMRE, Inc. AMRE also overstated their ending inventory balances and overstated their overall revenues. The overstatement of just the revenues showed that AMRE had approximately six million dollars more than what they really earned. I feel that for Martirossian made a huge mistake in believing that he could fix this big of a financial problem for AMRE. If I was Mac Martirossian, I would have resigned from this company as soon as I could. I then would have reported to the Securities and Exchange Commission (SEC) regarding the fraudulent activities taking place at AMRE, Inc. With having knowledge of the fraudulent activities taking place at AMRE, I feel Martirossian had an obligation to the public and stockholder's in the company to report to the SEC.

By not resigning as soon as he found out about the fraud taking place, Mac Martirossian got himself involved in the fraud. Even though he was willing to find a way to correct the mistakes made and even though he tried to let his previous employer know about the fraudulent activity taking place without being a whistleblower, he was just as guilty as any of the other executives who went along with everything. After learning about accounting and auditing during the Sarbanes-Oxley era, I believe that when anyone is put in a situation like Mac Martirossian was in, the best thing to do is just get out and do not take part in anything.
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