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Background of the Company 

According to Beasley, Carcello, Hermanson, and Neal (2010), improper revenue recognition has been one of the 

most commonly used methods that companies implement to misstate their financial statements. This approach is also the 

most common type of accounting fraud that the Securities and Exchange Commission (SEC) has taken action against under 

its Whistle Program (Freedman, 2020). Beasley et al. (2010) analyzed alleged cases disclosed by the SEC via the Accounting 

and Auditing Enforcement Release (AAER) between 1997 and 2008 and documented a variety of techniques that companies 

use to create fictitious revenue transactions or prematurely record revenues in their study. These techniques include sham 

sales, conditional sales, round-tripping (i.e., recording loans as sales), bill and hold transactions, prematurely recording 

revenues before all the terms of the sale were complete, improper cut-off of sale, improper use of the Percentage of 

Completion method, unauthorized shipments, and consignment sales (Beasley et al., 2010). Although the Quantum 

Corporation (hereafter referred to as “Quantum”) case was not disclosed during that time period, the company is one of the 

prime examples of companies that implemented many of these techniques to create the fictitious revenues.  

In this article we provide a case analysis of Quantum to illustrate how to detect revenue fraud. Although there are 

many revenue fraud case analyses in the accounting and auditing literatures, our case is a true business case with an epilogue 

of the outcome of the actual forensic investigation. Furthermore, the case pertains to Fraud Triangle Theory, alleged 

litigation and consequences, and techniques to detect revenue fraud. It could potentially be adapted to the classroom to help 

students in understanding why revenue fraud is committed and how to detect it.  

The case begins with a background of Quantum Corporation and a brief summary of the revenue fraud allegations 

and actions taken by the SEC. Next, factors that may have contributed to the cases of revenue fraud are discussed from the 

Fraud Triangle Theory and the Fraud Diamond perspectives. Then the article presents revenue fraud warning signs through 

financial statements and ratios analyses. Finally, we discuss the limitations of the study and conclude that appropriate 

professional skepticism should always be exercised when evaluating a company’s revenue performance. 

Quantum is an innovative company founded in 1980 in San Jose, California, where its headquarters is currently 

located. The company began as an early pioneer in the hard drive technology industry that was eventually divested of in 

2001. Quantum also acquired many businesses such as Dec’s data storage division, ATL Products, ADIC, Pancetera, most 

recently, Western Digital’s ActiveScale business. As a result, the company provides a wide variety of products and services 

for storing data in the Americas, Europe, and the Asia Pacific region. It offers software for storing, editing, and managing 

large videos and image databases. Additionally, Quantum manufactures and sells hardware such as removable storage 

systems for in-vehicle data capture, LTO tape drivers, mobile surveillance, etc. The company uses intermediaries in 

distributing its products via distributors, value-added resellers, direct marketing resellers, and original equipment 

manufacturers. Moreover, Quantum sells its product directly to the end-user customer such as company entities and 

government agencies. Quantum’s mission is “to make the world a better, smarter, and happier place through helping the 

world’s leading organizations unlock the potential of rich digital content” (https://www.quantum.com/en /company/about-

us/).  

In 2018, the company’s constant growth and increased share price previous few years were undermined by the 

company’s announcement regarding its internal investigation into revenue recognition practices fortified by the SEC. Chart 

https://www.quantum.com/en%20/company/about-us/
https://www.quantum.com/en%20/company/about-us/
http://www.NACVA.com/JFIA
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1 below shows that Quantum’s stock price decreased from $6.20 per share at the beginning of 2018 to $3.90 per share on 

the day the company announced investigation by the SEC (a 37.10% decline). The company’s stock price continued to 

decrease to $1.21 per share by the end of 2018. On August 2019, the company provided to the public its restated financial 

statements claiming the annual and quarterly statements for 2015–2018 could not be relied on due to misstatements. The 

company prematurely and improperly recognized $20 million of revenue and recognized the deficiencies of its internal 

control system.  

 

Allegations 

In 2018, SEC claimed that Quantum violated the Revenue Recognition Criteria under GAAP when inappropriately 

recognizing numerous transactions with its channel partners. As a result, the company materially overstated or understated 

its revenue over three annual reporting periods (the company’s fiscal year ended March 31). Therefore, the company’s 

financial reports from the fourth quarter of 2015 to the second quarter of 2018 were materially misstated due to the 

deficiencies in the internal control system and insufficient expertise and knowledge of personnel responsible for the channel-

partner transactions.  

 There are no particular individuals mentioned in this case beyond a note that some sales, accounting and operations 

personnel from Quantum were involved and eventually terminated. However, the new CEO, Jamie Lerner, joined the 

company in July 2018, and the new CFO, Mike Dodson, obtained his position in May 2018, which correlates with the 

beginning of the investigation initiated by SEC. These changes lead one to believe that the former CEO and CFO, Jon Gacek 

and Fuad Ahmad respectively, were also involved and responsible for perpetrating fraud. In 2019, investors filed class 

action against the former officers over misstated revenues (https://block sandfiles.com/2019/04/24/investor-class-action-

against-quantum-alleges-ex-ceo-and-his-cfo-misled-investors/).  

Actions Taken by the SEC 

Eventually, Quantum was accused by the SEC of violating the following: 

1.  Not filing accurate periodic reports, such as Form 10-K and 10-Q, under Section 13(a), Rules 13-a-1 and 13-a-13. 

2. Not maintaining accurate records that reveal in detail the true nature of transactions and disposition of assets under 

Section 13(b)(2)(A). 

3. Not maintaining sufficient internal control systems which would assure compliance with GAAP and accurate 

accountability of the company’s assets via authorized access to them and periodic count under Section 13(b)(2)(B).  

 As a result, the SEC accepted Quantum’s offer to settle the case in which the company was forced to pay $1 million 

to the United States Treasury as a penalty for overstating or understating up to 7% of its total quarterly revenue in incorrect 

periods. Also, the SEC ordered the company to immediately cease any future violations of the type the company was 

accused of.  

Why was Fraud Committed? 
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Chart 1. Quantum Corporation Share Pricing
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Quantum had been perpetrating fraud for more than three fiscal periods, from the fourth quarter 2015 to the second 

quarter 2018, but no adverse report had been issued at any point during that time. Furthermore, there is no mention of any 

case of an auditing firm issuing opinions regarding Quantum’s financial statements. However, a group of investors accused 

Quantum Corporation, along with its former CEO and CFO, of deficiencies in internal control and falsified statements via 

fraudulent revenue recognition, upon which basis the Northern District Court of California opened its case for violation of 

federal securities law. Yet there is no allegation against the public accounting firm that assured the accuracy of those 

deceptive reports. The only mention of the auditing firm was found in a 10-K Form dated January 21, 2019 

(https://www.sec.gov/Archives/edgar/data/709283/000119312519017146/d646727d8k.htm). This form states that on this 

date, the company dismissed PwC as its independent registered public accounting firm, which had conducted the assuring 

services during previous years. This form also provides evidences that PwC issued “clean opinions” for all preceding years 

and that there was never any indication of disagreement with the company. There were no adverse, modified, or qualified 

opinions or disclaimers of opinion, which eventually led investors to rely on the financial statements that were materially 

misstated.  

 So the question arises: Why was fraud committed in this case? To answer this question, we now turn to analyzing 

these reasons based on the Fraud Triangle described in PCAOB AS #2110. According to this standard, there are three main 

conditions that may signal fraudulent activities, which are the following: a) pressure or incentive to perpetrate fraud, b) 

opportunity to carry out the fraud, and c) rationalization or attitude that justifies the fraudulent action 

(https://pcaobus.org/Standards/ Auditing/Pages/AS2110.aspx). The existence of these activities does not necessarily imply 

fraud, but the presence of at least one of them requires the auditor to declare fraud risk existence. As it turned out, Quantum 

had at least one (perhaps more) of these conditions in place; thus, there seemed to exist pressure to perpetrate fraud and 

malfeasance.  

In 2014, when company revenue started to shrink, an activist investor, Starboard Value LP,  questioned Quantum’s 

declining performance and entered into a standstill contract with the firm offering new nominees for elections at Quantum’s 

2014 Annual Meeting of Stockholders and having certain standstill provisions remain in effect for the period ending prior 

to the 2015 Annual Meeting of Stockholders (https://investors.quantum.com/prviewer/release_only/id/731814). Starboard, 

which owned 17% of the outstanding shares of Quantum’s common stock, had substantial voting power that Quantum 

could potentially rely upon, but in return had to agree to meet the newly established revenue targets. Moreover, according 

to this standstill contract, if Quantum failed to reach the 2015 financial and business targets, Starboard would add two 

additional directors to the board. Eventually, the standstill contract created enormous pressure on managers to execute the 

2015 business plan in order to keep these provisions in effect for the next fiscal year without losing their board positions. 

As a result, at the end of 2015, managers felt an external pressure to manipulate performance numbers. In 2016, Linda 

Breard, CFO, stated in one of the press releases that, “Our fourth quarter [of 2015] capped off a year that was a key turning 

point for Quantum” (https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-

full-year-2015-results-300078964.html), based on the company having substantially increased its branded revenue.  

Indeed, this quarter had become a turning point for the company. Despite 2015 total revenue being flat compared 

to fiscal year 2014, Quantum was able to claim a 7% increase in total revenue by offsetting a decline in EOM and royalties 

along with a 20% increase in branded revenue. Thus, the target was achieved. The company explained its growth via the 

strong sales of its scale-out storage solutions along with branded revenue that was up 74%, including a spike of 116% in 

the fourth quarter. Additionally, its disk backup systems (DXi) increased to 10% with a 30% jump in the 4th quarter 

(https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-

results-300078964.html).Ironically, as Quantum celebrated its achieved targets, its main competitors experienced 

substantial revenue declines during the same year.  

Beyond the external pressure, Quantum’s managers experienced strong internal pressure to perform due to the 

executives’ compensation policy based on the performance compensation philosophy. That is, the executives’ pay was 

directly correlated with the company’s performance and targeted goals. The Board believed that the executive 

compensation philosophy served as a motivation to achieve long- and short-term objectives and that this philosophy aligned 

the executives’ and company’s interests. According to Quantum’s reports, in 2015, the company achieved its operating 

performance goals; therefore, the executives earned their target bonuses, but only at approximately 50% of their initial 

values (https://www.sec.gov/Archives /edgar/data/709283/000120677415002228/quantum_def14a.htm). Interestingly, to 

be eligible for the whole targeted bonus, a “significant overachievement was required” that imposed an incentive to 

https://www.sec.gov/Archives/edgar/data/709283/000119312519017146/d646727d8k.htm
https://pcaobus.org/Standards/%20Auditing/Pages/AS2110.aspx
https://investors.quantum.com/prviewer/release_only/id/731814
https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-300078964.html
https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-300078964.html
https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-300078964.html
https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-300078964.html
https://www.sec.gov/Archives%20/edgar/data/709283/000120677415002228/quantum_def14a.htm
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overstate the company’s performance. In 2014, the company granted only time-based restricted units. In 2015, the company 

shifted to the new granting system that consisted of time-based and performance-based restricted stock units. As a result, 

in 2015, 50% of all total bonuses granted to the CEO were performance-based rewards, while for other executives, 40% of 

their rewards were performance-based. As a consequence, performance was a key factor in determining executives’ 

bonuses and these executives were undoubtedly pressured to over-exceed investors’ expectations due to this performance-

based compensation structure.  

Unfortunately, in addition to this pressure, management had an opportunity to carry out fraud due to its poor 

corporate governance which seemed to focus excessively on the targeted goals and numbers instead of setting the right 

tone from the top. Subsequently, weak corporate governance entailed ineffective internal control, which should have 

overseen compliance with GAAP and ensured reliability vis-à-vis the financial statements. The SEC accused Quantum’s 

control on failing to control the sufficient expertise of the accountants who were responsible for the transactions related to 

the channel partners. Indeed, no efficient design and control were created to reasonably assure the professional diligence, 

compliance with the standards, and reliable financial reports. Managers were pushed from the top to encourage sales 

personnel to chase the targeted numbers by offering and promoting stocking orders and pre-buys with its channel partners. 

Internal control did not design the appropriate communication between the sales people and accountants with regard to the 

nature of those sales and obligations that remained after these types of sales. As a result, the lack of knowledge, expertise, 

communication, and constant personnel turnover created chaos around the channel partners’ transactions or opportunity to 

perpetrate revenue recognition fraud.  

Quantum rationalized its unlawful actions to justify its fraudulent activities in order to eliminate any doubt of its 

wrongdoings. According to then-CFO Linda Breard, “as we generated strong revenue and profit results that reflect the 

strategic actions we've taken over the last several years to improve our financial and operational performance, deliver even 

greater value to customers and position the company for the future” (https://www.prnewswire.com/news-

releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-3000789 64.html). In October 

2015, then-CEO Jon Gacek adds, “While we are disappointed that we were unable to get everything shipped during the 

quarter, the strong customer demand speaks to the power of our offerings and the value we deliver” 

(https://www.prnewswire.com/news-releases/quantum-repays-81-million-in-convertible-notes-due-november-2015-

300154807. html). 

In addition to the incentive, opportunity, and rationalization, Wolfe and Hermanson (2004) extend the Fraud 

Triangle Theory and consider the individual’s capability as a fourth element of their four-sided “Fraud Diamond”. The 

individual’s capability includes the person’s traits and abilities to play the major role when the three elements of Fraud 

Triangle are present. According to Wolfe and Hemanson (2004), when all three factors of the fraud triangle exist, they do 

not necessarily trigger any wrongdoings unless a person capable of recognizing the opportunities, executing the fraud, and 

convincing others to comply emerges on the horizon. As it would turn out, Quantum's CEO, Jon Gacek, was a person who 

possessed all of these capabilities and subsequently committed fraud using them.  

Gacek was a very experienced and savvy executive due in large part to having served in CFO positions for extended 

periods, as well as having held a partner position at PwC for more than ten years. Thus, Gacek was very familiar with audit 

procedures to detect and assess fraud risk and the methods that the company used to manipulate their financial information; 

subsequently, he knew what should be hidden or displayed to avert any suspicions. Indeed, Gacek had sufficient professional 

knowledge, access to the information, and a position within the company that would allow him to notice the weaknesses in 

the internal control system, deficiencies in horizontal communication among diverse departments, and insufficient 

accountants' proficiency levels. Gacek exploited all these deficiencies to manipulate and boost Quantum's earnings because 

he focused on succeeding at any cost. Gacek was a basketball player in his college years and had remained a sports fan since 

that time. Since being in the CEO position in Quantum, he had run the company with a sports-like mindset. He once 

admitted, "I'm a sports guy, so I kind of view growing and winning as kind of synonymous terms when you're thinking 

about technology companies" (Rogers, 2015). Therefore, realizing positive, sustainable results was his primary focus that 

he would achieve at any cost, which set this tone at the top. His sports-mindedness caused him to be very persistent and 

stress-resistant, which happen to be other traits highly correlated with individuals who are adept at committing fraud. 

In every press release related to the analyzed period, the CEO or CFO emphasized a “momentum” in which their 

company operated despite a substantial market decline. Indeed, Quantum’s scale-out storage solutions experienced high 

demand that was artificially created, partially by the unlawful transactions with the channel partners. Yet, Quantum justified 

https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-3000789%2064.html
https://www.prnewswire.com/news-releases/quantum-corporation-reports-fiscal-fourth-quarter-and-full-year-2015-results-3000789%2064.html
https://www.prnewswire.com/news-releases/quantum-repays-81-million-in-convertible-notes-due-november-2015-300154807.%20html
https://www.prnewswire.com/news-releases/quantum-repays-81-million-in-convertible-notes-due-november-2015-300154807.%20html
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its malfeasance by pointing to growing revenue due to increased branded sales, as well as the importance of the customer 

value that they deliver. That is to say, at first glance, the company’s strategic goals were achieved, customers were satisfied, 

the stock price was higher, and executives were rewarded with higher compensation. It would seem that everyone won 

except the stockholders who made decisions based on deceptive financial reports, employees who were deprived of jobs 

or received less pay after the fraud was revealed, or the company itself due to its damaged reputation.  

If any auditor were to recognize at least one condition of the “Fraud Triangle”, he or she would declare the risk of 

fraud to be present. Subsequently, according to PCAOB AS 2201, PwC would assess the control environment by applying 

a top-down method that allowed detection of the most vulnerable places within the internal control which could potentially 

lead to deficient areas in the accounting process. PwC did not properly assess the potential fraud risks and failed to detect 

any internal control deficiencies; as a result, they failed to maintain due care by issuing clean opinions over the years. 

However, perhaps surprisingly, no third party found PwC liable for any cases of ordinary negligence. 

Revenue Recognition Shenanigans and Analysis 

As was already discussed, in 2015, with the declining demand for some of Quantum’s products, the company felt 

pressure to maintain their numbers in order to please investors. Unfortunately, the company did not find any other way but 

to manipulate earnings through recording revenue too soon (i.e., in a period in which it should not have been recorded). 

The revenue recognition principle under GAAP from FASB indicates that revenue is recognized in the accounting period 

when a performance obligation is satisfied. That is, a company recognizes revenue to depict the transfer of goods or services 

to customers in an amount that reflects the consideration that it receives, or expects to receive, in exchange for those goods 

or services. (FASB ASC 606-10-65-1). Furthermore, FASB provides a five-step process for revenue recognition: 1) 

Identify the contract(s) with customers; 2) Identify the separate performance obligations in the contract; 3) Determine the 

transaction price; 4) Allocate the transaction price to the separate performance obligations; and 5) Recognize revenue when 

each performance obligation is satisfied. (FASB ASC 606-10-65-1). However, Quantum did not follow GAAP rules nor 

their own revenue recognition policies. Instead, the company engaged in manipulative practices, with some of the employed 

techniques described below.  

Record revenue on a sell-in basis. To begin, the company recorded revenue before completing material obligations 

under the contract by regularly recording revenue at the time of shipment. Investors should have been more attentive 

because Quantum disclosed in its 10-K in 2016 that it recognized revenue on a “sell-in basis” when its products were 

shipped to the channel partners. The disclosure stated: “Revenue for hardware products sold to distributors, VARs, DMRs, 

OEMs and end users is generally recognized upon shipment.” (https://investors. quantum.com /QMCO/sec_filings). 

The idea behind a sell-in transaction is that the supplier is selling the goods in the retailer’s store and the retailer 

then offers the goods for sale. However, this arrangement usually allows a retailer to return unsold products for a refund 

or credit if the product is not sold in the store. Therefore, Quantum should have recorded the net revenue of the sales returns 

and allowances or have waited until the obligation was satisfactorily completed. Although the company discussed their 

revenue recognition and return policy in their annual report, there were no sales returns or allowances presented on their 

financial statements or disclosed in the footnotes. Investors could have been misled by the revenue number they presented 

in the financial statement.  

Recording revenue on bill-and-hold sales. Furthermore, Quantum manipulated its earnings by recording revenue 

before the buyer’s final acceptance of the product through “bill-and-hold” sales. Such an arrangement is a contract under 

which a company bills a customer for a product but the company retains the product until it is transferred to the customer 

at a point in time in the future. This type of sale can take place if the customer is benefited and is conducted per the 

customer’s request. In this case, Quantum requested the “bill-and-hold” arrangement that also entailed many specific post-

sale obligations, which added to the inappropriateness of these transactions. For example, the company improperly and 

prematurely booked $20 million in revenue from the Large Public Cloud Project during fiscal 2017 when post-delivery 

obligations and customer acceptance criteria had still yet to be met in operative contracts for the Large Public Cloud Project. 

 Recording revenue on stocking orders and pre-buys orders. Moreover, Quantum encouraged many stocking 

orders and pre-buys by offering constant deal terms, shipping the product to the third-party workhouses, or by paying for 

the storing of its products in the third-party workhouses. All these may have created a deceptive picture for the auditors 

that, under other circumstances, perhaps could have observed the records of sales along with the inventory shipment, but 

unfortunately were not able to trace the subsequent movement of the products. Moreover, by practicing pre-buys and 
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stocking orders, Quantum used its channel partners to inflate its earnings by simply loading them with its products. The 

company had to pay something in return; as a result, Quantum relabeled the products for them and paid for shipping and 

insurance for the end users, which violated the company’s right to recognize revenue while it retained numerous post-sale 

obligations. Furthermore, the company factually retained its right to the product by interfering in product sales when the 

product (along with the rights) should have been already shifted to the buyer. Or, alternatively, the seller could have allowed 

its channel partner to return the product beyond the contract arrangements, meaning that the seller would have never 

completely abandoned its rights on those products.  

 Recording revenue when the price had not been determined. The last technique that the company used related 

to this set of shenanigans is recording revenue when the buyer’s payment remained uncertain. The third step of the Revenue 

Recognition process is to determine the transaction price, which means the selling price must be fixed and determined 

before the revenue can be recognized. However, Quantum’s distributors received the product without a fixed price because 

the company promised distributors to help them achieve their own targeted profit margins. This result implied that the final 

price was later adjusted depending on the buyer’s targeted profitability. Extended and flexible payment plans should always 

raise an alarm and question the appropriateness of the sales transactions and their revenue recognition.  

 Overall, Quantum should have been monitored more closely by its investors. However, it would seem that all of 

them, along with the company, were too interested in achieving target earnings and overlooked myriad red flags within 

financial statements and disclosures. The ratio analysis of three financial statements (not restated) for 2014–2019 indicates 

still more financial red flags. The financial data is from Capital IQ database (https://www.capitaliq.com /CIQDotNet/ 

Financial/KeyStats.aspx? CompanyId=401890).  

 Days-of-sales-outstanding increase substantially. Investors could have recognized the boost in revenue by 

examining the company’s days-of-sales-outstanding ratio. This ratio is determined using the accounts receivable and 

annual revenues figures. If the company’s revenue were to increase, the days-of-sales-outstanding should decrease 

assuming accounts receivable does not change. However, Chart 2 shows that this ratio was not correlated to the large 

revenue they recorded. The company’s average days-of-sales-outstanding substantially increased beginning in 2014, from 

66 days in 2014 to more than 80 days between 2016 and 2019. With the large revenue they improperly recorded, their 

average days-of-sales-outstanding also increased. This ratio increase may have resulted from the extension of credit terms 

in order to motivate more credit sales and accounts receivable. However, accounts receivable in both 2016 and 2018 

decreased by 14.7% and 17% respectively (see Table 1). Therefore, the dynamic of these ratios should have raised a red 

flag for investors and ignited professional skepticism for auditors, but they did not. 

 

65.5

74.5

88.5

80.2

88.6

83.0

60.0

65.0

70.0

75.0

80.0

85.0

90.0

2014 2015 2016 2017 2018 2019

Chart 2. Quantum Average Days-of-Sales-Outstanding

Avg. Days Sales Out.



Journal of Forensic and Investigative Accounting 

Volume 13: Issue 3, Special Issue 2021 

 

551 

 

Quantum’s high days-of-sales-outstanding ratio raises even more concern when compared to the industry average 

(see Chart 3). The industry average is more consistent and illustrates the significantly more rapid rate at which companies 

from the same industry collect payment. For example, in 2016 the industry average was 47.8 days to receive payment, while 

Quantum’s average was 88.5 days to receive payment, an 80% difference compared to the industry benchmark. The rational 

explanation behind this vast deviation is either the company extended credit terms to motivate sales revenues or that the 

company violated the Revenue Recognition principle in GAAP by improperly booking premature revenues, which again, 

should have been noticed by more “tuned in” investors.  

Balance Sheet

2014 Change 2015 Change 2016 Change 2017 Change 2018 Change 2019

ASSETS

Cash And Equivalents        99.1     (31.5)         67.9     (50.2)         33.9     (61.7)         13.0     (16.2)         10.9       (0.7)         10.8 

  Total Cash & ST Investments        99.1     (31.5)         67.9     (50.2)         33.9     (61.7)         13.0     (16.2)         10.9       (0.7)         10.8 

Accounts Receivable      101.6        22.2      124.2     (14.7)       106.0          9.5      116.1     (17.0)         96.4       (9.9)         86.8 

Other Receivables - - - -          0.6   1,768.9        10.9 

  Total Receivables      101.6        22.2      124.2     (14.7)       106.0          9.5      116.1     (16.5)         96.9          0.8        97.7 

Inventory        60.4        23.9        74.9     (17.2)         62.0     (23.4)         47.5        18.5        56.3     (33.4)         37.5 

Prepaid Exp. - - - -          4.3     (11.0)           3.9 

Restricted Cash          2.8       (5.0)           2.6          6.4          2.8     (34.3)           1.8     (26.7)           1.3     (20.6)           1.1 

Other Current Assets        10.2        21.4        12.3     (43.6)           7.0        43.4        10.0     (13.2)           8.7     (61.1)           3.4 

  Total Current Assets      274.1          2.9      282.0     (25.0)       211.6     (11.0)       188.3       (5.2)       178.4     (13.5)       154.3 

Gross Property, Plant & Equipment      146.0          1.7      148.5     (12.7)       129.6          1.9      132.1     (67.6)         42.8       (8.0)         39.4 

Accumulated Depreciation   (128.5)           4.1   (133.8)      (12.8)    (116.7)           3.7   (121.0)      (72.6)      (33.1)        (6.6)      (30.9)  

  Net Property, Plant & Equipment        17.6     (16.6)         14.7     (11.7)         12.9     (13.5)         11.2     (13.3)           9.7     (13.0)           8.4 

Goodwill        55.6             0        55.6 - - - -

Other Intangibles          3.9     (81.3)           0.7     (38.3)           0.5     (38.8)           0.3     (50.0)           0.1     (75.4)           0.0 

Other Long-Term Assets        10.6     (45.5)           5.8     (21.1)           4.6      452.9        25.2     (43.1)         14.4     (29.6)         10.1 

Total Assets      361.8       (0.8)       358.8     (36.0)       229.5       (2.0)       225.0       (9.9)       202.6     (14.7)       172.9 

LIABILITIES

Accounts Payable        41.8        30.1        54.4     (15.1)         46.1       (9.8)         41.6        50.6        62.6     (40.3)         37.4 

Accrued Exp.        40.2        39.7        56.2     (34.9)         36.6          1.5        37.1     (12.7)         32.4       (6.5)         30.3 

Curr. Port. of LT Debt -        83.7     (96.4)           3.0   1,994.2        62.8     (88.1)           7.5     (78.0)           1.7 

Unearned Revenue, Current        98.1       (2.2)         95.9       (7.3)         88.9       (4.8)         84.7        14.4        96.9       (6.7)         90.4 

Other Current Liabilities        10.5     (22.8)           8.1     (37.4)           5.1     (18.2)           4.1        90.3          7.9      138.0        18.7 

  Total Current Liabilities      190.6        56.5      298.2     (39.8)       179.7        28.2      230.4     (10.0)       207.3     (13.9)       178.5 

Long-Term Debt      203.7     (65.6)         70.0        88.5      132.0     (50.7)         65.0        78.4      116.0        25.6      145.6 

Unearned Revenue, Non-Current        40.1       (1.3)         39.5     (10.4)         35.4          6.3        37.6          2.5        38.6       (4.8)         36.7 

Other Non-Current Liabilities        14.9     (23.0)         11.4     (17.4)           9.4     (15.2)           8.0        78.2        14.3     (17.0)         11.8 

Total Liabilities      449.2       (6.7)       419.2     (15.0)       356.5       (4.3)       341.0        10.3      376.1       (0.9)       372.7 

Common Stock          2.5          3.1          2.6          3.1          2.7     (87.2)           0.3          3.8          0.4          1.7          0.4 

Additional Paid In Capital      443.5          2.9      456.4          1.8      464.5          2.0      473.9          1.6      481.6          3.7      499.2 

Retained Earnings   (540.1)        (3.1)    (523.3)         14.3   (598.0)        (0.8)    (593.3)         10.4   (655.2)           6.5   (698.0)  

Comprehensive Inc. and Other          6.6     (41.4)           3.9       (0.9)           3.8     (19.2)           3.1   (109.7)        (0.3)       366.7       (1.4)  

  Total Common Equity     (87.4)      (30.9)      (60.4)       110.1   (126.9)        (8.6)    (116.0)         49.6   (173.5)         15.2   (199.8)  

Total Equity     (87.4)      (30.9)      (60.4)       110.1   (126.9)        (8.6)    (116.0)         49.6   (173.5)         15.2   (199.8)  

Total Liabilities And Equity      361.8       (0.8)       358.8     (36.0)       229.5       (2.0)       225.0       (9.9)       202.6     (14.7)       172.9 

Table 1: Quantum Corporation Balance Sheet
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 Revenue increases while cash dramatically decreases. Based on the horizontal analysis, investors could suspect 

potential problems with aggressive revenue recognition where revenue growth deviates from cash growth. Chart 4 depicts 

the movement and relationship between revenue and cash percentage of growth. While revenue starts declining in 2015 and 

2016, cash and its equivalents also decrease, but more largely. Suddenly, in 2017, revenue rises by 6.2% while cash 

dramatically declines by 61.7%, which should have instantly raised another red flag.  

 

 Accounts receivable grew faster than revenue. Interestingly, while cash decreased dramatically in 2017, in the 

same year accounts receivable increased by 9.5 % along with revenue (see Chart 5). During the same period, the DSO ratio 

mentioned above (Chart 2) grew significantly from 75 days in 2015 to 89 days in 2016, 80 days in 2017, and 88.6 days in 

2018, all of which are significantly higher than the benchmark DSO (see Chart 3). In addition, Chart 5 depicts that in 2017, 

accounts receivable grew faster than sales, which is a potential sign of financial malfeasance related to aggressive revenue 

recognition. Indeed, in this period, Quantum had been actively recording revenue too soon by extending credit terms and 

adjusting prices after actual shipments. Also, all of these inconsistencies derived from the stocking transactions that 

Quantum actively encouraged and bill-and-hold sales based not on customer demand, but by relying on its own interest and 

mutual arrangements that should have been recorded differently per GAAP requirements. 
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Inconsistent growth trend in profit margin. As shown in Table 2, there was an inconsistent growth in profit 

margin over those last few years. This inconsistency is shown on Chart 6 where a slight increase of 1.89% in gross profit in 

2015 was offset by the substantial decrease of 16% in 2016 followed by another increase of 5.11% in 2017. These variations 

could potentially signal contradictions in accounting policies and methods. Indeed, in order to reach revenue targets, 

Quantum did not fix prices and in fact changed them upon its channel partners’ demand in order to satisfy partners’ profit 

margins without sacrificing its own. Again, based on the five-step process of the Revenue Recognition Principle, the 

company should not have recognized revenue when the price was not determined nor fixed.  
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Income Statement

2014 Change 2015 Change 2016 Change 2017 Change 2018 Change 2019

Revenue      553.2         (0.0)       553.1        (13.9)      476.0              6.2     505.3       (13.4)      437.7          (8.0)      402.7 

Other Revenue - - - - - -

  Total Revenue      553.2         (0.0)       553.1        (13.9)      476.0              6.2     505.3       (13.4)      437.7          (8.0)      402.7 

Cost Of Goods Sold      313.0         (1.5)       308.4        (12.1)      271.2              7.6     291.9         (9.3)      264.9        (11.3)      235.1 

  Gross Profit      240.2            1.9      244.7        (16.3)      204.8              4.2     213.4       (19.0)      172.8          (3.0)      167.6 

Selling General & Admin Exp.      176.6         (3.5)       170.5          (4.7)      162.5          (4.7)      154.8         (0.3)      154.4        (12.8)      134.7 

R & D Exp.        64.4         (8.9)         58.6        (16.9)        48.7          (8.9)        44.4       (13.1)        38.6        (16.7)        32.1 

  Other Operating Exp., Total      241.0         (4.9)       229.1          (7.8)      211.2          (5.7)      199.2         (3.2)      192.9        (13.5)      166.8 

  Operating Income       (0.9)   (1,833.4)         15.6      (141.7)      (6.5)       (318.6)        14.2     (241.4)     (20.1)       (104.1)          0.8 

Interest Expense       (9.8)          (3.1)       (9.5)         (28.4)      (6.8)             16.2     (7.9)           48.1    (11.7)            80.3   (21.1)  

  Net Interest Exp.       (9.8)          (3.1)       (9.5)         (28.4)      (6.8)             16.2     (7.9)           48.1    (11.7)            80.3   (21.1)  

Currency Exchange Gains (Loss)          0.3       (33.3)           0.2      (250.0)      (0.3)                  0     (0.3)  - -

Other Non-Operating Inc. (Exp.)          1.0       (93.8)           0.1            75.8         0.1          690.8         0.9            2.7         0.9        (83.2)          0.1 

  EBT Excl. Unusual Items       (9.3)      (168.8)           6.4      (310.8)    (13.5)       (150.8)          6.9     (550.4)     (30.9)         (35.0)    (20.1)  

Restructuring Charges     (11.2)        (84.8)       (1.7)           135.3     (4.0)         (47.5)      (2.1)         304.8      (8.5)         (34.1)      (5.6)  

Impairment of Goodwill - -   (55.6)  - - -

Gain (Loss) On Sale Of Invest. -        13.6 - -      (0.1)    (2,829.0)          2.7 

Gain (Loss) On Sale Of Assets          0.3          73.0          0.5 - - - -

Other Unusual Items -      (1.3)         (69.2)      (0.4)       (100.0)             0      (6.9)          153.6   (17.5)  

  EBT Incl. Unusual Items     (20.3)      (186.1)         17.5      (520.5)    (73.5)       (106.5)          4.8  (1,077.5)     (46.5)         (13.1)    (40.4)  

Income Tax Expense          1.2       (41.0)           0.7            64.8         1.2          (6.0)          1.1     (378.8)       (3.1)       (176.6)          2.4 

  Earnings from Cont. Ops.     (21.5)      (178.0)         16.8      (545.7)    (74.7)       (104.9)          3.6  (1,287.9)     (43.3)           (1.2)    (42.8)  

Earnings of Discontinued Ops. - - - - - -

Extraord. Item & Account. Change - - - - - -

  Net Income to Company     (21.5)      (178.0)         16.8      (545.7)    (74.7)       (104.9)          3.6  (1,287.9)     (43.3)           (1.2)    (42.8)  

Minority Int. in Earnings - - - - - -

  Net Income     (21.5)      (178.0)         16.8      (545.7)    (74.7)       (104.9)          3.6  (1,287.9)     (43.3)           (1.2)    (42.8)  

Table 2: Quantum Corporation Income Statement
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Horizontal analysis of the Income Statement in Table 2 shows that the Cost of Goods Sold (COGS) grew more 

rapidly relative to sales, which influenced profit margin significantly. Thus, according to Table 2 from the period 2016 to 

2018, COGS grew faster than revenue. During this same period, when revenue dropped significantly, COGS growth was 

more gradual: revenue decreased by 13.9% while COGS dropped by 12.15%. 2017 is even more illustrative of this because 

sales grew by 6.2% while COGS increased by 7.6%, which was due to issues with pricing pressure that took place between 

Quantum and its channel partners by which the price was adjusted in accordance to the customers’ needs. As a result, 

Quantum’s gross profit growth deviated significantly from the industry benchmark and was much lower compared to the 

industry average, especially in the years when the company attempted to manipulate numbers between 2016 and 2018 (see 

Chart 7).  

 

Revenue growth trend was not consistent with industry peers. Paradoxically, operating with a low margin did 

not raise any suspicions among investors who were sufficiently satisfied by consistently high revenue. Quantum artificially 

boosted its revenue, keeping it relatively high compared to its direct competitors, which conveyed a false perception 

regarding the company’s welfare. Some of Quantum’s main competitors, such as Hewlett Packard Enterprise Company 

(HPE), International Business Machines Corporation (IBM), and NetApp Inc. (NetApp) had different revenue trends over 

the period 2014-2019. Moreover, in 2014, before the company began any sort of revenue manipulation, industry revenue 

growth started to decline with Quantum being affected the most when compared to its primary competitors, declaring a 

decrease in revenue growth of 5.8% (see Chart 8). The following year, industry companies experienced a substantial decline 

in revenue growth, with the exception of Quantum, which was able to maintain the same revenue figures as the previous 

year. That is, in fact, the period in which manipulations began. In 2016, the company showed declining revenue growth 

along with its competitors, but in 2017 Quantum was able to achieve a positive growth of 3.6% while rival companies had 

negative revenue growth.  
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All of this evidence should have raised another red flag and various questions regarding the revenue number that 

the company recorded. Even when all of these facts are not taken into account, the Statement of Cash Flow contains some 

key pieces of information indicating financial struggles within the company. For example, the Statement pointed toward the 

problems with net cash flows and the declining trend of cash flows from operations over the preceding few years that is 

supposed to be a major source of cash inflows.  

Net income was not consistent with cash flows from operations. Chart 9 shows that in 2014, Quantum’s cash 

flows from operations was positive while their net income was negative. In 2015, net income increased dramatically from -

$21.47 million to $16.76 million, while cash flows from operations decreased from $35.47 million to $6.03 million. If the 

increase in net income resulted from the sales revenue generated, the cash flows from operations should have increased 

proportionally. However, Quantum’s cash flows from operations actually substantially decreased. Moreover, since 2016, 

the company continued to incur net losses and negative cash flows from operations except for the year 2017. In 2017, the 

company actually improperly and prematurely booked $20 million in revenue from the Large Public Cloud Project, which 

increased both net income and cash flow from operations. However, after 2017, the chart shows the company continued to 

incur significant net losses and negative cash inflows from operations. These warning signs indicate the company may have 

manipulated their revenue and earnings numbers in 2017.  
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Beginning in 2016, due to the lack of operating cash inflows, the company relied heavily on financial loans, but it 

did not help the company to achieve any sort of positive net cash inflow, which remained negative for the period 2015 to 

Balance Sheet

2014 Change 2015 Change 2016 Change 2017 Change 2018 Change 2019

Net Income      (21.5)      (178.0)          16.8    (545.7)       (74.7)     (104.9)            3.6  (1,287.9)       (43.3)          (1.2)       (42.8)  

Depreciation & Amort.         10.7       (22.7)            8.3      (22.6)            6.4      (15.2)            5.4         (8.5)            5.0       (14.2)            4.3 

Amort. of Goodwill and Intangibles           7.4       (62.5)            2.8 - - - -

Depreciation & Amort., Total         18.1       (39.0)          11.1      (42.1)            6.4      (15.2)            5.4         (8.5)            5.0       (14.2)            4.3 

Other Amortization           3.1         (9.7)            2.8      (52.2)            1.3         15.4           1.5         (0.7)            1.5          83.8           2.8 

(Gain) Loss From Sale Of Assets -        (0.5)  - -           0.1        107.8           0.3 

(Gain) Loss On Sale Of Invest. -      (13.6)  - -           0.1  (2,388.1)         (2.7)  

Asset Writedown & Restructuring Costs           1.0 -         55.6 -           0.6 -

Stock-Based Compensation         13.5       (13.9)          11.6      (23.0)            8.9      (24.9)            6.7       (19.5)            5.4       (36.8)            3.4 

Provision & Write-off of Bad debts - - - -           0.3            6.8           0.3 

Other Operating Activities         11.3       (68.8)            3.5         66.4           5.9      (14.1)            5.1         147.2         12.5        142.9         30.4 

Change in Acc. Receivable        (4.8)          370.8      (22.6)     (180.5)          18.2    (155.5)       (10.1)      (164.5)            6.5          23.7           8.1 

Change In Inventories         16.0     (229.2)       (20.7)     (126.8)            5.5         43.6           8.0     (218.1)         (9.4)      (201.6)            9.5 

Change in Acc. Payable        (5.9)      (317.8)          12.8    (163.8)         (8.2)       (41.5)         (4.8)      (551.0)          21.6     (217.3)       (25.4)  

Change in Unearned Rev.           8.7     (131.2)         (2.7)        311.1      (11.1)       (82.0)         (2.0)      (311.4)            4.2     (298.7)         (8.4)  

Change in Other Net Operating Assets        (4.1)      (281.4)            7.4    (364.8)       (19.7)       (77.2)         (4.5)          126.7      (10.2)      (132.8)            3.3 

  Cash from Ops.         35.5       (83.0)            6.0    (293.9)       (11.7)     (176.2)            8.9     (156.1)         (5.0)         238.0      (16.9)  

Capital Expenditure        (6.0)        (46.7)         (3.2)            9.4        (3.5)       (48.6)         (1.8)            44.4        (2.6)             3.8        (2.7)  

Sale of Property, Plant, and Equipment -           0.5 - -           0.0        410.0           0.1 

Cash Acquisitions -        (0.5)  - - - -

Invest. in Marketable & Equity Securt.        (1.1)   (1,480.6)          15.2 - - - -

Other Investing Activities           0.4     (170.4)         (0.3)       (66.7)         (0.1)   20,100.0      (20.2)      (101.4)            0.3        940.3           2.9 

  Cash from Investing        (6.6)      (276.4)          11.6    (130.9)         (3.6)        511.1      (22.0)        (89.5)         (2.3)      (110.2)            0.2 

Long-Term Debt Issued - -         68.9         52.2       104.9         250.5       367.8          38.1       507.7 

Total Debt Issued - -         68.9         52.2       104.9         250.5       367.8          38.1       507.7 

Long-Term Debt Repaid        (1.3)       3,746.2      (50.0)          73.8      (86.9)          30.1    (113.1)          235.0    (378.9)           29.6    (491.1)  

Total Debt Repaid        (1.3)       3,746.2      (50.0)          73.8      (86.9)          30.1    (113.1)          235.0    (378.9)           29.6    (491.1)  

Issuance of Common Stock           4.4       (15.6)            3.7      (33.7)            2.5      (58.8)            1.0           68.1           1.7 -

Repurchase of Common Stock        (1.9)            26.3        (2.4)          33.3        (3.2)       (78.1)         (0.7)          157.1        (1.8)        (77.8)         (0.4)  

  Cash from Financing           1.3  (3,882.1)       (48.6)       (61.5)       (18.7)       (57.8)         (7.9)            41.8      (11.2)      (244.7)          16.2 

Foreign Exchange Rate Adj.           0.0     (612.8)         (0.2)     (100.0)               0           0.1     (292.3)         (0.1)      (162.0)            0.1 

  Net Change in Cash         30.1     (203.5)       (31.2)            9.3      (34.1)       (38.7)       (20.9)        (10.5)       (18.7)        (97.9)         (0.4)  

Table 3: Quantum Corporation Statement of Cash Flows

35.47 

6.03 

(11.72)

8.91 

(5.03)
(16.86)(21.47)

16.76 

(74.68)

3.65 

(43.35) (42.80)

 (100.00)
 (80.00)
 (60.00)
 (40.00)
 (20.00)

 -
 20.00
 40.00
 60.00

2014 2015 2016 2017 2018 2019

Chart 9. Quantum Net Income and Cash Flows From Operations 
(MM)

Cash Flows from Operations Net Income



Journal of Forensic and Investigative Accounting 

Volume 13: Issue 3, Special Issue 2021 

 

557 

2019. Furthermore, the company’s free cash flow decreased significantly from $43 million in 2014 to $11 million in 2015 

and was continuing to decline. Therefore, investors should have been concerned with regard to the company's ability to 

expand its business and pay shareholder dividends using only the money generated through Quantum’s current operations 

at that time.  

Continuing to meet and beat analysts’ earnings forecasts. Chart 10 depicts the deviation between Quantum's 

reported and estimated EPS for almost all quarters from 2014 to 2018 (some quarters’ estimated data are not available). 

Reported EPS tends to be higher than estimated EPS, converging only around the fourth quarter of each fiscal year. The 

industry was very inconsistent in its earnings during this period (see Charts 7 and 8), but persuasively-written Quantum 

press releases and promising interim results led to positive impacts on Quantum's EPS forecasts by the end of each fiscal 

year. Investors used publicly available information to assess and predict the company's future earnings per share. To do so, 

analysts considered the company's financial data along with market and industry trends and risks. Thus, when in 2016 and 

2017, Quantum's major competitors declared negative revenue growth, the company closed the year with a minimal loss in 

2016 and positive revenue growth in 2017. Furthermore, during those years, forecasters put forth pessimistic forecasts in 

terms of EPS. Still, their skepticism was suppressed with the astonishing and robust results that Quantum had achieved 

despite industry fluctuations. 

 

Overall, investors could have (and perhaps should have) picked up on several alarming signs of fraudulent activities 

being perpetrated within Quantum by reading documents such as 10-K disclosures more carefully and by analyzing financial 

statements and ratios (among other actions). However, investors, auditors and corporate governance have the tendency to 

believe in good and to overlook deficiencies. As a final result, the company ended up paying a $1 million fine to the United 

States Treasury to settle the legal case.  

Summary, Conclusion and Limitations 

In summary, this case study provides background of Quantum Corporation and proposes possible reasons as to why 

the company committed revenue fraud by applying the Fraud Triangle Theory and the Fraud Diamond. The study also 

conducts financial statement and ratio analysis to detect revenue fraud warning signs. Although many forensic case studies 

have been previously published, this study is a true-to-life business case with an epilogue of the outcome of an actual 

forensic investigation. Furthermore, the study presents both the theoretical reasons behind the committing of fraud and the 

techniques used in detecting the signs of fraud. The case may be used in the classroom to facilitate students’ understanding 

of why and how financial fraud is committed, and in this way reinforce their professional skepticism along with a curious 

or questioning mind when they assess a company’s revenue performance.  

The authors recognize some limitations of the study. First, due to the limited access to detailed information, other 

factors that may have contributed to revenue fraud must not be ruled out. For example, whether the CEO’s partner 

experience within PwC impacted the auditor’s judgement when the auditor provided the assurance service, how weak 

corporate governance affected the company’s internal control systems, and whether the audit committee properly played its 

role within the process. Second, only Quantum’s financial fraud was examined. Every company has their own unique 

environment. Therefore, the case may or may not be generalized to other companies, although the authors believe the fraud 
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theory and financial analysis techniques used in this case could be used to investigate other cases. In the future, the authors 

will encourage students to use the methods presented in this case to examine additional companies’ financial reports in order 

to reinforce their professional skepticism and hone their investigative minds.  
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