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I. 2-Sided Test of Significance for Proportions -- Example #8 “Benford’s law and fraud”

When the accounting firm AJL and Associates audits a company’s financial records fof fraud they often use a test
based on Benford’s law. Benford’s law states that the distribution of first digits in many real-life sources of data is
not uniform. In fact, when there is no fraud, abo ®° the numbers in financial records begin with the digit

_1. However, if the proportion of first digits that are 1 is significantly different from 0.301 in a random sample of
records, AJL and Associates does a much more thorough investigation of the company. Suppose that a random
sample of 300 expenses from a company’s financial records results in only 68 expenses that begin with the digit 1.
Should AJL and Associates do a more thorough investigation of this company?
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1l LConfidence Interval for Proportion_s] -~ Example #1 “Benford’s law and fraud(continued)”
for the true proportion of expenses that begin with the —_

Find and interpret an appropriate confidence interval
digit 1 for the company in the previous alternate example. Use your interval feoms@) to decide whether this

company should be investigated for fraud.
« Parameter of Interest p = the true proportion of expenses that begin with the digit 1
« Confidence Level: __JoHt o = 0.05 = QL: ol = QS'OQO
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IV. CYU - page 558 — 2-sided Test (complete on template)

V. CYU - page 561 — Using computer output for CI to compare to 2-tail TOH on pg 558
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VI.  Page 563 —#50 (2-tail TOH), #52 (versus CI) - complete on template
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