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Abstract

Financial investors remain exposed to investment, financial, and accounting fraud as well as
loss of profitability, despite the dictates of the SOX Act of 2002. The most challenging aspect
of corporate management is the unexpected nature of an emerging, existing, or an inherent
investment or financial risk. Guided by the evolution of fraud theory, this exploratory case
study’s purpose was to identify and explore the financial management strategies that
corporate financial managers need to adequately protect investors. Twenty participants from a
population group of corporate auditors of Fortune 1000 corporations provided input for this
study. Data from the interviews were analyzed through coding, reviewing, categorizing, and
combining common statements. The research findings included themes of knowledge and
types of risks; the impact of financial fraud and risks on investment; the impact of accounting,
auditing, and financial reporting standards; as well as financial management training to
minimize audit expectations. These themes formed the focus of exploring the financial
management strategies that corporate financial managers need to adequately protect investors
and investments.
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1. Introduction

This study to decrease financial fraud in corporations is also aimed at protecting investment
and investors, we considered the perpetuation of financial fraud and focused on effective
ways of creating awareness, minimizing leakages, increasing profitability, and restoring
investors’ confidence in the management of corporations. According to Dorminey, Fleming,
Kranacher, and Riley (2012), financial fraud and other types of corporate crime have existed
since the origins of commerce. Although the study was further grounded by the formation of
the Financial Fraud Enforcement Task Force (FFETF) by President Obama of the United
States in November of 2009, the challenge still looms (Apostolou & Apostolou, 2013).

Intentional miscalculation, falsification of accounting records, deliberate commission of fraud,
omissions from financial statements, misinterpretation, and misapplication of generally
accepted accounting principles and standards are some of the means by which company
revenue and assets can be compromised (Pallisserry, 2012). Some corporate policies that
authorize managers to override established internal controls may lead to underdeclaration of
revenues (Pallisserry, 2012). Graycar and Sidebottom (2012) estimated the cost of corporate
fraudulent activities as $2.6 trillion per annum, comprising up to 5% of the gross domestic
product. Crawford and Weirich (2011) referred to fraudulent financial accounting practices as
a deception to investors and other stakeholders. In addition, Button, Gee, and Brooks (2012)
measured the average percentage loss rate and the fraud frequency rate as 5.4% and 9%,
respectively, within large organizations. This trend of business projects a gloomy picture for
investors and corporate management.

2. Purpose

The purpose of this exploratory, qualitative case study was to identify and explore the
financial management strategies that corporate financial managers need to adequately protect
investors. Even though investors blame auditing firms for financial fraud, there is the need to
explore corporate financial management activities as the basis for fraud. According to
Kassem and Higson (2012), increases in fraudulent financial reporting and perpetuation of
fraud in corporations have become major concern for investors. Kassem and Higson reported
the need for academic researchers and management to complement the effort of policy
regulators to narrow the gap of financial fraud.

This study is important to the body of research because fraud can have a substantially
negative impact on a business, no matter the size or type. Whether fraud occurs by means of
misappropriation of assets by employees or fraudulent financial reporting by management,
the perpetuation of fraud leads to financial loss, public mistrust, loss in market share,
negative corporate cultural and morale effect, as well as increase in investigative and audit
costs.

The population group for this study was corporate auditors, certified public accountants
(CPAs), and corporate fraud examiners (CFEs), of Fortune 1000 corporations because of the
impact of their audit on corporate financial managers. The study’s sample included 20
interview participants in addition to archived data. These 20 individuals provided data
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saturation. We selected these participants for their accessibility, experiences, and perceptions
about financial regulations and standards (Desmarais & Read, 2011). The findings from the
study might contribute to social change by determining efficient methods for corporate
managers to detect and minimize financial fraud, increase profitability, ensure employment
security, and provide continuous service to communities.
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3. Literature Review

The evolution of fraud theory emerged in 2011 following guidance by the Public Company
Accounting Oversight Board (PCAOB) to enable auditors and responsible management to
deter, detect, correct, and fairly manage fraudulent practices in corporations. Dorminey et al.
(2012) based their meta-model concept on the foundations of the fraud triangle which
originated in the early 1950s in the United States.
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Figure 1. Diagram of elements of fraud

The elements of pressure, opportunity, and the rational to commit financial fraud in
corporations. Adapted from “The New Fraud Triangle Model,” by R. Kassem and A. Higson,
2012, Journal of Emerging Trends in Economics and Management Sciences, 3, p. 192.
Copyright 2012 by the Scholarlink Research Institute Journals.
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The developers of the concept of financial fraud triangle took into consideration its inception
and evolution. Kindleberger and Aliber (2011) wrote that financial fraud began at the
inception of trade and before what was recorded in the History of the National Loans of the U.
S. from July 4, 1776 to June 30, 1880. Financial fraud also began before the History Sketches
of the Paper Currency of the American Colonies prior to the adoption of the federal
Constitution (Kindleberger & Aliber, 2011). The authors traced the activities of barter traders
through the first financial fraud report in 1600 at the British East India Company to
contemporary cases of Enron and Tyco. Dorminey et al. (2011) developed the concept of
financial fraud and linked to the A-B-C analysis of white-collar fraud as well. Kranacher et al.
(2011), however, noted the inconsistent relationship between financial fraud and income
levels.

In this section of the review, we considered researchers’ studies on corporate fraud. Katsis et
al. (2012) wrote that financial fraud is the manipulation of financial figures by highly trusted
and responsible managers, as well as employees, to present their corporations favorably to
investors, financial analysts, and other users of financial statements. Financial fraud is
therefore aimed at projecting a corporation as more successful than finances actually show. In
line with the definition of financial fraud, Abels and Martelli (2012), Cohen et al. (2010), and
Frankel (2012) chided CEOs for the knack of making unethical financial decisions.

Financial fraud by corporate management still needs exploration and rectification. Cohen et
al. (2010) and Ruankaew (2013), who outlined the existing literature of financial fraud in
areas of business, criminology, psychology, sociology, ethics, and moral development,
wanted to know management’s key role to minimize the rising trend of financial fraud. These
quantitative researchers revealed their inability to obtain considerable evidence by
manipulation of the three variables of attitudes, opportunities, and incentives. Cohen et al.
(2010) and Ruankaew (2013) therefore implored future academicians and researchers to
explore financial fraud by using a qualitative method. This study is an answer to Cohen et al.
and Ruankaew’s urgent call for further research.

The call for scrutiny in financial fraud cases must be linked with corrective measures. Ngali,
Hu, Wong, Chen, and Sun (2011) argued that there is insufficient research to analyze the
detrimental effect of financial fraud. The setting up of unrealistic managerial goals with their
attractive incentives has paved way for the perpetuation and justification of financial fraud in
corporations (Williams, 2012). McGurrin (2013) contributed to the understanding of financial
fraud and crime by suggesting the study of criminology, ethical concepts, social, and criminal
justice to uproot fraud. As corruption and fraud emerged at the same time as the
commencement of barter trade, formulation of regulations and policies to counteract these
behaviors might have also commenced in the same era. However, Teed (2013) observed the
failure of the SEC to enforce policies on financial reporting. The inability of the SEC to deter
corporate misbehavior emboldens managerial misdeeds (Teed, 2013).

Financial fraud, manipulation of assets and liabilities, and other unethical behavior have
increased in all spheres of business transactions and management. Although Teed (2013)
attributed the increase in financial fraud by managers and employees to the lack of control by
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the SEC, Frankel (2012) on the other hand blamed the complexity of information technology.
When employees and managers lack the necessary training and exposure to use
ever-changing information technology and to understand security implications, they commit
errors to the detriment of the organization.

Perri and Brody (2013), conversely, attributed the rise in financial fraud and other corrupt
business practices to characteristics of affinity. Affinity fraud thrives on the trust and
confidence employees and management accord parties outside the corporation. The reliance
on affiliations leads to the siphoning of information and valuable resources. Rival
corporations capitalize on the acquired information as a competitive edge.

Focusing on management activities is a direct approach in minimizing financial fraud in
corporations. On the basis of identifying management as the first line of financial fraud,
Demerens, Pare, and Redis (2013) categorized fraud into incorrect recognition of revenue,
shifting of contemporary expenses to future periods, poor classification of expenses,
overvaluation of assets, and undervaluation of liabilities. Graycar and Sidebottom (2012)
broadened the definition of fraud to include favoritism, clientelism, neptotism, discretionary
abuse, bribery, extortion, and mishandling of conflict of interest. These unethical behaviors
include irresponsibility in personnel appointment, program design and implementation,
procurement, contract deals, and abuse of authority and responsibility. Another area of fraud
suggested by Dickins and Reisch (2012) deals with accounting information systems,
information technology, and risk identification and analysis.

The contention around fraudulent activities and shifting of blame in fraud detection are
exacerbating problems in the audit marketplace. Although major auditing firms strategize to
avoid risky businesses, Cullinan and Du (2012) reported management open new businesses
with second and middle-tier auditing firms. This new trend suggests the readiness of the
second and middle-tier auditing firms to take on risky business while major auditing firms
maintain protective regulations.

SEC’s risk-based examination processes; and Abeysekera (2012) suggested the use of a
uniform and integrated reporting template. The proposed templates, models, and processes
focus on helping corporations attain their objectives with limited resources and aiding
management to effectively combine financial and intellectual capital for innovative leverage.
Researchers have assessed the nondeterrent nature of sanctions of (McDonald, 2013), of
unrealistic managerial goals (Williams, 2012), and of the creation of neurofinance (Sahi,
2012). However, only few studies have examined the quest for investment and investor
protection.

4. Methodology

Research methods consist of the forms of data collection, coding, analysis, and interpretation
researchers use for their studies. The three different methods applied in research are the
qualitative, quantitative, and mixed methods (Frels & Onwuegbuzie, 2013; Zohrabi, 2013).
The research method we used in this study of minimizing financial fraud in corporations and
the quest to protect investors was qualitative because the collection of data involved
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emerging questions and procedures. The qualitative method was applicable for the research
because such an approach is appropriate for developing an understanding on a specific
phenomenon, group, or situation, and formulating conclusions about observations, according
to Bernard (2013). A qualitative study methodology is about analysis of events and the
collection of rich data (Cilesiz, 2011; Gilligan & Kypri, 2012). A qualitative approach
explores the effects of a study without leading or distorting narratives of participants (Hafstad,
Haavind, & Jensen, 2012). Due to the major elements of social context, a qualitative
approach for this research enabled us to consider objective information in arriving at
sustainable conclusions, as indicated by Kisely and Kendall (2011).

The justification for using the qualitative method also include the fact that the method
enhances (a) subject materials that can be evaluated with greater detail, (b) creative and
desirable quality within qualitative research, (c) structures that are fluid and based on
incoming or available data, (d) attitude explanations, and (d) incorporation of complexities of
data into generated conclusions where necessary.

Carenza (2011) explained research design as an action plan that connects theoretical
frameworks, the research question, and the research method. We used the case study design to
explore the practical experiences of auditing professionals as a means of mitigating financial
fraud in corporations. The focus of this qualitative case study was to explore the auditors’
perceptions and experiences for an in-depth exploration of the central phenomenon (Gilligan
& Kypri, 2012). The methodological framework for this qualitative case study provided a
theoretically informed means to study how to minimize financial fraud in corporations. The
qualitative method allowed for semistructured, open-ended questions, and participants’
effective input. Miers, Abbott, and Springer (2012) concluded that open-ended questions and
semistructured interviews were efficient methods for exploration. Likewise, Kisely and
Kendall (2011) supported the application of open-ended questions to ease exploration of the
phenomenon under study by using the qualitative approach. The prime methods for gathering
data were semistructured interviews and analysis of archived documents.

5. Results

With the conceptual framework underlying the study of the financial management strategies
corporate financial managers need to adequately protect investors, Dorminey et al. (2011)
discussed the concept concerning the rationale of pressure and opportunity. Participants
agreed that identifying financial fraud perpetuated by insiders is as equally difficult as
managing it. We also learned from participants that although fraudsters threaten corporations
by the debilitating nature of financial fraud and other emerging risks, the distinguishing
feature among corporations which lose and those which manage the threat depends on a
well-prepared management team. Management’s readiness to (a) anticipate, (b) prevent, (c)
detect, (d) control, (e) correct, (f) manage, and (g) monitor the effect of risks at all levels
determines the mark of success and the degree of confidence upheld by the investing public.
Some participants suggested the institutionalization of a strong task force with the monitoring
control over dubious and unscrupulous activities from investigation. Participants also
suggested intelligence activities, vigilante, whistleblower, and hotline discoveries. Blount and
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Markel (2012) however argued the whistleblower provision was described by critiques as
intrusive and unnecessary.

An area of emerging concern is the threat of information and identity theft of corporations
and their clients. Faceless fraudsters continue to test the vulnerability of company cyber
defenses by the acceleration of constant and consistent probing with sophisticated e-tools
(McDonald, 2013). In the recognition and evaluation of threats, corporate management must
welcome different inclusive policies. Addressing the problem of financial fraud requires the
cooperation of all stakeholders at all the internal and external levels of the business
environment.

The inclusive approach consists of the interaction and cooperation from the smallest unit to
the highest concerns of the Foreign Corrupt Practices Act (FCPA) of the United States, the
Bribery Act of Britain or United Kingdom, and Transparency International (TI). The TI
usually provides an index on fraud for stopping corruption and promoting transparency,
accountability and integrity at all levels and across all sectors of society in the world.
Corporate managers must also fill the fraudulent gap by the provision and extension of
resources to sustain investment in global information and technological security. The global
technological information and security sustains the strength of the United Nations and other
secular and regional integrations or organizations. From the literature review, we have
assessed the role of knowledge management systems (Ramanigopal, 2013), of corporate
social responsibility (Zhang & Gowan, 2012), of forensic examination (Okoye & Gbegi,
2013), of management’s professional integrity (Dickins & Reisch, 2012), and of the role of
auditors in corporate governance (Dobroteanu et al., 2011).

6. Conclusions

The research question that guided this study was: What financial management strategies do
corporate financial managers need to adequately protect investors? The foundation of the
study was based on the formulation of Financial Fraud Enforcement Task Force (FFETF)
instituted by the President of the United States in November of 2009 to minimize financial
fraud nationwide and to serve as pragmatic lessons for other observing nations. The findings
from this study could benefit financial and investment managers constantly confronted with
issues of financial risks and fraud in developing financing and investing strategies. The study
participants provided exceptional and adequate insights into the difficulties and challenges
management encounters in investment decisions and analysis. Organizational leaders must be
aware of the consequences of amassing wealth through fraudulent channels and be willing to
adapt to changes from training programs when possible.

Addressing the problem of financial fraud requires the cooperation of all stakeholders at all
the internal and external levels of the business environment. The readiness of management
teams to anticipate, prevent, detect, control, correct, manage, and attenuate the effect of risks
at all levels determines the mark of success as well as the degree of confidence and trust
upheld by the investing public. Acquiring and updating the requisite and evolving skills to
combat the menacing threat of risks and uncertainties could enable organizational leaders to
potentially expand corporate business for employment, enhancement of productivity and
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growth to maximize social responsibilities, profitability, resources, and wealth in the United
States of America and beyond.
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