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Detecting Embezzlement or Theft 
 
A small company hired an accounting firm to 
provide general accounting services that included 
bookkeeping, preparation of financial statements, 
and preparation of annual tax returns. On the 
payroll of the company was an accounting manager 
who provided the accounting firm with financial 
information needed to perform the general 
accounting services, and an office manager who 
handled administrative duties such as ordering 
supplies, working with vendors, and paying bills.   
 
Unbeknownst to anyone at the company or at the 
accounting firm, the office manager was also 
writing checks to herself and, over time, embezzled 
a total of $275,000 from the company. The theft 
was only discovered once the office manager 
retired and the company was training the new office 
manager. 
 
The company filed a lawsuit against the accounting 
firm alleging failure to detect embezzlement or 
theft. The accounting firm responded that it was 
only hired to provide general accounting services 
which did not include the responsibility to detect 
embezzlement or theft. The company asserted that 
while that may be the case, as financial experts, the 
accounting firm should have detected that the theft 
was occurring. 
 
Unfortunately, the accounting firm never drafted or 
asked the company to sign an engagement letter 
outlining the scope of coverage, including what 
services the accounting firm did and did not provide 
to the company. The legal experts hired to defend 
the accounting firm had concerns that the company 
could establish that the accounting firm should 
have detected the theft by, among other things, 

examining the actual checks written by the office 
manager. This concern was based on the actual 
services the accounting firm provided to the 
company and the lack of an engagement letter 
stating that the accounting firm was not hired to 
detect or uncover embezzlement or theft by the 
company’s employees. 
 
Ultimately, the company filed a lawsuit against the 
accounting firm seeking the amount of the 
embezzled funds. The case was mediated and 
settled prior to trial for $200,000. 
 
The lack of a detailed engagement letter outlining 
the services that the accounting firm was hired by 
the company to provide, clearly stating that the 
accounting firm was not hired to detect or uncover 
embezzlement or theft by the company’s 
employees, was a key factor that lead to this claim. 
 
For an extended discussion of this claim study, as 
well as risk management tips, please visit our new 
online site for Risk Management for Accounting 
Professionals. 
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