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Financial Statement Fraud  -  Agenda
• Fraud	Tree,	Fraud	Triangle	-	Report	to	the	Nations	
• Fraud	Cases	and	Capital	Markets	
• Financial	Reporting	Standards	
•Major	Types	of	Financial	Statement	Fraud	
• Fraud	Prevention,	Deterrence,	and	Disclosure	
•Non-Financial	Disclosure	and	„Reporting	Fraud“	
• Summary	





The	deliberate	misrepresentation	of	the	financial	condition	of	an	enterprise	accomplished	through		

the	intentional	misstatement	or	omission	of	amounts	or	disclosures	in	the	financial	statements	
to	deceive	financial	statement	users.	



Indirect	effect





Famous	Financial	Statement	Fraud	Cases
• Enron:	Revenue,	Entities,	Cash	Flow,	Records	
• WorldCom:	Industry	downturn,	Capitalizing	
• Parmalat:	„double	bookkeeping“	
• Satyam:	falsifying	accounts	
• Wirecard:		????	Round-tripping?	
• ?	
• ?	 2020:	

	Loss	of	$	25	Billion	in	3	weeks,		
Wirecard	employment:	5000	people



Revenues

10	million 11	million
Operating	

	Profit

	„easy	documentation“	-	very	lucrative

add	1	million	„fake“	
								revenues

1	Million ?????



Enron	–	high	„Revenues“	vs.	„Fake“	Revenues
• Enron	and	other	energy	suppliers	earned	profits	
by	providing	services	such	as	wholesale	trading	
and	risk	management	in	addition	to	building	and	
maintaining	electric	power	plants,	natural	gas	
pipelines,	storage,	and	processing	facilities.
[12]	When	accepting	the	risk	of	buying	and	selling	
products,	merchants	are	allowed	to	report	the	
selling	price	as	revenues	and	the	products'	costs	as	
cost	of	goods	sold.	In	contrast,	an	"agent"	provides	
a	service	to	the	customer,	but	does	not	take	the	
same	risks	as	merchants	for	buying	and	selling.	
Service	providers,	when	classified	as	agents,	may	
report	trading	and	brokerage	fees	as	revenue,	
although	not	for	the	full	value	of	the	transaction.[

https://en.wikipedia.org/wiki/Risk_management
https://en.wikipedia.org/wiki/Enron_scandal#cite_note-FossRevol-12
https://en.wikipedia.org/wiki/Agent_(economics)
https://en.wikipedia.org/wiki/Enron_scandal#cite_note-DharanRed-13


Bus	card	enron

Think	like	a	fraudster



17/10/2019	–	There	are	approximately	41	000	listed	companies	in	the	world	with	a	combined	market	value	of	

more	than	USD	80	trillion.	
	This	is	equivalent	to	the	global	GDP.	More	than	half	of	this	amount	is	held	by	institutional	investors	and	the	public	sector,	
according	to	a	new	OECD	report.



Equities:	41.000	to	53.000	listings	
Bonds:	corporate	buybacks	
Other	Derivatives	
Currencies:	$	5.1	tn	daily	turnover	
Private	and	SME‘S:	50+	Million	entities	
Other	entities	(Not-for	Profit)	
Real	Estate:	Store	of	Value	
They	all	issue	(financial)	reports

Global	Capital	Markets	
www.world-exchanges.org



Global	Directory





Ifrs.org



Future of Non-Financial Reporting

729	pages
Codification



Fictitious	Revenues

▪ Involve	the	recording	of	sales	of	goods	or	services	that	
did	not	occur	
▪ If	outstanding	accounts	never	get	collected,	they	will	
eventually	need	to	be	written	off	as	bad	debt	expense.	
▪Mysterious	accounts	receivable	on	the	books	that	are	
long	overdue	are	a	common	sign	of	a	fictitious	
revenue	scheme.





Revenue	From	Contracts	With	Customers	IFRS	15
1. Identify	contracts	with	the	customer				Objects	(scope,	description)	
2. Identify	separate	performance	obligations		Objects	and	Value	(granularity	and	modifications)	
3. Determine	the	transaction	price	Value	
4. Allocate	transaction	price	to	the	separate	performance	obligations		allocate	Value	and	Objects	
5. Recognize	revenue		cut-off,	avoid	„cooking	the	books“	for	period.

AUDITING	MISSTEPS	
	1:	Risk	assessment	(internal	–	external,	understand	objects,	consult	industry	-	global	-	expert)	
	2:	Substantive	testing	(work	with	management,	CAE,	range	of	values)	
	3:	Documentation	(evidence	for	material	objects	and	value)	

																																														Stay	independent



Five	Classifications	of	Financial	Statement	Schemes

▪Fictitious	revenues	
▪Timing	differences	
▪Improper	asset	valuations	
▪Concealed	liabilities	and	expenses	
▪Improper	disclosures

Other	schemes:	
	accruals,	book	to	tax,	business	combinations,	fair	value,	artificial	assets	(leases)

Red	Flags



Timing	Differences	  
	Recording	expenses	in	the	wrong	period	:	matching	-	pressure

▪The	recording	of	revenues	or	expenses	in	improper	
periods	
▪Shifts	revenues	or	expenses	between	one	period	and	
the	next,	increasing	or	decreasing	earnings	as	desired

Picture	credit:	
Pearson	education



Improper	Asset	Valuation:	Inventories	and	Accounts	Receivable

▪ Inventory	should	be	recorded	at	the	lower	of	
cost	or	net	realizable	value.	

▪ Failing	to	write	down	or	write	off	inventory	
results	in	overstated	assets	and	the	
mismatching	of	cost	of	goods	sold	with	
revenues.	

▪ Inventory	can	also	be	improperly	stated	
through	the	manipulation	of	the	physical	
inventory	count,	inflation	of	the	unit	cost	
used	to	price	out	inventory,	and	failure	to	
adjust	inventory	for	costs	of	goods	sold.	

▪ Fictitious	inventory	schemes	usually	involve	
the	creation	of	fake	documents,	such	as	
inventory	count	sheets	and	receiving	
reports.

▪ Fictitious	accounts	receivable	
• More	common	around	end	of	accounting	period	

▪ Failure	to	account	for	uncollectible	accounts	
• Companies	generally	are	required	to	write	off	
uncollectible	receivables	as	bad	debt	expense	

• Common	among	companies	with	financial	
problems	

• Managers	can	overstate	their	company’s	
accounts	receivable	balance	by	failing	to	record	
bad	debt	expense	

• Debits	accounts	receivable	and	credits	sales



Concealed	Liabilities	and	Expenses

▪Common methods for concealing liabilities and expenses include: 
• Liability/expense	omissions	(contingent)	
• Improperly	capitalized	costs	(leases	–	stretch	years)	
• Failure	to	disclose,	or	improper	recording	of	warranty	costs	and	
product-return	liabilities,	loan	covenants.	

▪Understating	or	omitting	liabilities/expenses	makes	the	company	
appear	more	profitable	than	it	actually	is.



Disclosure

Subsequent	events:	Events	occurring	or	becoming	known	after	
the	close	of	the	period	could	have	a	significant	effect	on	the	
entity’s	financial	statements	and	should	be	disclosed.	

Management	Fraud:	Management	has	an	obligation	to	disclose	
to	the	shareholders	significant	frauds	committed	by	officers,	
executives,	and	others	in	positions	of	trust.	

Related	Parties	(self	dealing)	–	conflict	of	interest	

	



																												Accounting	Changes

• In	general,	three	types	of	accounting	changes	must	be	
disclosed	to	avoid	misleading	financial	statement	
users:	
1. Accounting	principles	
2. Estimates	
3. Reporting	entities

Technology	(Workiva)	combines	
different	sources	like	spreadsheets,	SAP,	
Oracle,	etc.	



Financial	Statement	Analysis

▪Vertical	analysis	(e.g.	Profit	to	Net	Sales)	
▪Horizontal	analysis	(e.g		year	to	year)	
▪Ratio	analysis

▪Vertical	analysis	is	a	technique	for	analyzing	the	
relationships	among	the	items	on	an	income	
statement,	balance	sheet,	or	statement	of	cash	flows	
by	expressing	components	as	percentages	of	a	
specified	base	value.	
▪Horizontal	analysis	is	a	technique	for	analyzing	the	
percentage	change	in	individual	financial	statement	
line	items	from	one	period	to	the	next.



• Governance	and	Integrity	
• External	Auditors	(ISA	240)	
• Internal	Auditors	(CAE),	Risk	Assessment	(COSO,	ERM	and	ISO	31000)	

• Whistleblowing	(internal	and	external)	
• Technology	(e.g.	FinTech,	XBRL,	Workiva)	

• Non-Financial	Reporting	
• Change	Financial	Statement	Fraud	to	Reporting	Fraud	

(including	tax,	disclosure,	other,	SBR=	Standard	Business	Reporting)	
• Separating	Objects	from	Value.	

Fraud	Prevention,	Deterrence	and	Disclosure



Counterbalance		to	Fraud	Triangle:	Governance.	It	builds	awareness.	
It	brings	fraud	managment	closer	to	Risk	Management,	internal	audits.



Tesla:	highest	valued	automotive	company	in	the	world!	Apple	jumped	10%	on	Friday	(July	31,	2020),	ending	the	day	with	
a	record	market	capitalisation	of	$1.817	trillion	vs.	Aramco	$	1.76	trillion.

Look	at	Business	Reporting	–	not	just	Financial	(book	value)		Journal	of	Intellectual	Capital		-	Editorial	Advisory	Board)



Discover	your	industry	
	for	important	metrics-objects



https://www.xbrleurope.org/wp-content/uploads/2020/06/4-25th-XBRL-Europe-Digital-Week-SBR-and-ESG-Session-Tord-Andersson-17-Jun-2020.pdf

Tord	Anderson,	RVA	Consulting,	Sweden

https://www.xbrleurope.org/wp-content/uploads/2020/06/4-25th-XBRL-Europe-Digital-Week-SBR-and-ESG-Session-Tord-Andersson-17-Jun-2020.pdf


Future of Non Financial-Reporting
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Disclosure	N
on	Financial	Reporting





No	1	in	google	worldwide,	if	you	just	„google“	
3	words:	„performance	reporting	objects“	and	then	click	on	images.



3Ps:	clean	up:	anchor	for	disclosure	and	relate	to	direct	version	of	Cash	Flow	Statement.	



Dr. Mukhisa Kituyi, Secretary-General, UNCTAD.	
Many challenges still lie ahead in the area of accounting and reporting. Building an efficient accounting and reporting system 
requires the development of appropriate policies and regulations, a strong institutional base and adequate resources.

https://www.youtube.com/watch?v=TEwOZ_N4wfQ	

Separation	of	Objects	from	Value	–	Look	for	what	was	stolen	and	who	did	it.

Get	involved	in	the	discussion.

https://www.youtube.com/watch?v=TEwOZ_N4wfQ


Think	like	a	fraudster


