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Accounting Issues: Fraud 
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Introduction 

Accounting issues vary in severity, complexity, and frequency, but their fundamental concept remains 

consistent. Despite efforts by the Financial Accounting Standards Board (FASB) to make GAAP accounting 

rules more flexible and less burdensome, stakeholders often disagree with its decisions. These issues 

encompass a range of preventable accounting aspects that directly impact a company, such as inaccurate 

financial statements, security risks, outdated standards, and negative audit outcomes. In cases of fraud, 

accounting issues stem from inadequate internal 

controls, lack of training on changing regulations, 

dependence on individuals, and ethical lapses. Fraud-

related accounting issues may include major financial 

errors, undetected fraud due to weak controls, 

misapplication of GAAP standards, regulatory 

breaches, and cybersecurity threats. Such issues can 

distort a company's profitability and cash flow and may 

arise from embezzlement or collusion due to inadequate 

internal controls. 

 

Fraud 

Financial statement fraud involves intentionally altering a company's financial records to portray a more 

favourable performance and profitability. Both internal parties like employees or management and external 

parties like vendors can perpetrate this type of fraud. Weak internal controls and collusion among employees 

can facilitate fraud, including embezzlement. Various forms of financial statement fraud exist, such as 

fabricating expenses, concealing liabilities, inflating asset values, and misrepresenting revenue. Essentially, 

accounting fraud encompasses illegal modifications to deceive investors or hide earnings or losses, which 

can include overstating revenue, omitting expenses, or misrepresenting assets and liabilities. Accounting 

scandals are corporate scandals stemming from deliberate falsifications by reputable company or government 

executives, exposing financial wrongdoing. 

Additionally, deception may involve illegally withholding information from financial statements or inflating 

certain figures to maintain stock prices, influence within the company, or other benefits. Unlike corporate 

fraud, which includes payroll fraud, bribery, and kickbacks, financial statement fraud specifically involves 

manipulating economic data like revenue, expenses, assets, liabilities, share prices, and company valuation. 

 

Types of Financial Statement Fraud 

There are several types of financial statement fraud such as: 

1. Exaggerated revenue: this occurs when a business presents a false picture of its financial health by 

claiming revenue before obtaining the goods or services.  

2. Misappropriations: a significant type of fraud where people manipulate financial statements to 

conceal theft or embezzlement by adding fictitious expenses or using double-entry bookkeeping.  

3. Overstated assets: when a business exaggerates the net worth of its assets, this causes its net income 

and retained earnings to be inflated. They might not implement depreciation schedules or valuation 

reserves to artificially increase shareholders' equity. 



 

9 | P a g e  
 

4. Concealment: financial accounts are manipulated to increase assets, equity, and net earnings by 

excluding liabilities or obligations (loans, salary, underreported health benefits, and more). 

5. Inadequate or improper information disclosure: concealing or removing information from financial 

accounts to reveal false or ambiguous information, such as accounting adjustments, contingent 

liabilities, important events, and other activities. 

6. Falsified expenses: when a business gives the impression that it makes more money than it does by 

inflating its net income and understating its costs and expenses.  

7. False financial reporting: intentional misrepresentations in accounting, manipulation of accounting 

data, fabrication of transactions, records, and/or purposefully false or deceptive disclosures made 

with the aim of deceiving account holders. 

8. Aiding and abetting: providing a platform for other people to engage in dishonest behaviour, for as 

by engaging in complex financial transactions intended to help a client or business partner falsify 

their financial accounts. 

 

Factors Leading to Fraud 

Financial statement fraud involves manipulating a company's 

financial records to deceive stakeholders. It can originate from 

various factors like institutional, psychological, and situational 

circumstances, which provide opportunities and incentives for 

individuals or entities to engage in deceitful activities. SAS No. 99 

highlights three key elements associated with fraud: pressure, 

opportunity, and rationalization. As a result, auditors need to take 

these aspects into account to effectively detect fraudulent behaviour. 

Occupational fraud encompasses corruption, asset misappropriation, 

and financial statement fraud committed by employees. Asset 

misappropriation, being the most common, happens when employees misuse company resources for personal 

benefit. Conversely, corruption involves exploiting one's power to influence others, often through bribery or 

conflicts of interest.  

Recommendation 

To effectively address accounting challenges such as fraud, it's essential for companies to utilize modern 

cloud-based automation tools, which can help identify anomalies like repetitive payments and discrepancies 

between projected and actual expenditures. Implementing rigorous internal accounting protocols, including 

access controls and regular audits, is crucial in thwarting unauthorized access and promptly detecting 

fraudulent activities. Additionally, deploying fraud detection software and establishing formal reporting 

channels such as whistleblower hotlines can aid in uncovering fraudulent behaviour and mitigating financial 

losses. Enhanced monitoring through audits, reconciliations, and physical inspections is vital for reducing 

instances of fraud and bolstering fraud prevention efforts, while prudent financial management practices and 

robust policies are imperative for addressing and preventing financial statement fraud, thereby safeguarding 

the company's assets and reputation. 

Efficient management of fraud control measures not only helps mitigate financial risks but also offers various 

advantages, including lowered capital expenses, increased trust in financial markets, and decreased legal and 

regulatory liabilities. Strengthening fraud risk mitigation systems can result in overall cost reductions by 

identifying operational inefficiencies and protecting the company's most valuable asset - its reputation. By 

proactively tackling accounting challenges and implementing effective fraud prevention strategies, 

companies can shield themselves from financial losses, legal ramifications, and reputational harm, thereby 

ensuring their long-term viability and success in the business environment. 
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Conclusion 

In summary, automated financial and accounting tools emerge as 

effective remedies for the array of challenges encountered in 

accounting. By automating tasks, these tools not only save time but also 

empower finance teams to redirect their focus toward enhancing 

operational efficiency and fostering business growth. Additionally, 

they play a pivotal role in ensuring compliance with regulatory 

standards, thereby safeguarding the integrity of financial processes. 

Accounting fraud, a pervasive issue, often arises from unethical 

behaviour driven by various motives such as personal gain or 

aspirations for career advancement. Robust corporate governance 

frameworks, including vigilant oversight by audit committees, are 

essential for preventing fraudulent activities within organizations. Engaging forensic accountants during 

investigations further strengthens the ability to detect discrepancies and uncover fraudulent practices, thereby 

enhancing transparency and accountability. 

While technological advancements like real-time SaaS automation software and ERP systems offer 

promising avenues for addressing accounting challenges, it is crucial not to overlook the importance of 

providing comprehensive training to finance and accounting teams. This training equips them with the 

necessary skills and knowledge to effectively utilize these technological tools and navigate complex financial 

landscapes, ultimately mitigating the risk of accounting issues and fraud. 
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