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THEORETICAL APPROACHES TO IDENTIFYING FINANCIAL FRAUD IN AN ENTERPRISE

Introduction. Corporate fraud is a type of economic crime that encompasses all the various means created through human ingenuity
to gain an unfair advantage for a person over another one through deception, trickery, breach of trust, and concealment of the truth.

The purpose of the paper is to identify the main types of corporate fraud, as well as tools for their detection and minimization when
making management decisions.

Results. Studying the works of domestic and foreign scientists, it is possible to say that there is no general opinion regarding the
dependence of the spread of corporate fraud on the state economy development as a whole. Some of them believe that economic crimes
are more typical of post-communist countries, where the level of shadow economy is quite high. Others tend to believe that corporate
fraud is widespread in countries with developed economies, because the largest number of transnational corporations is concentrated in
their markets and there are many opportunities for committing economic crimes (access to information, advanced technologies, etc.). In
addition, there are opinions about the direct impact of crisis phenomena in the world economy on the level of shadow activity of
enterprises and, accordingly, on the level of committing corporate crimes. Corporate fraud in companies is currently a rather large
problem, which in itself must be considered as a separate "industry".

Conclusion. Corporate fraud causes significant damage to intangible assets, such as: relationships with business partners,
reputation, brand image, investment attractiveness, destruction of corporate culture, etc., which are extremely important factors for
ensuring the successful operation and development of any business entity. While creating a system to combat corporate fraud, it is
necessary that it meets the following criteria: the formation and implementation of anti-fraud measures should not cost more than the
losses from the occurrence of potential fraud risks. Solving this problem will not only increase the efficiency of companies, but also

reduce their costs and reduce corruption in business.
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INTRODUCTION

The development of the national economy depends di-
rectly on the condition of financial and economic opera-
tions of economic entities. The success of any company, for
the most part, depends not only on the ability to manage
financial resources effectively, but also to promptly identify
external and internal risks that pose threats to ensuring
financial stability in the market. One of the dangers of the
development of modern business is corporate financial fraud.

In the field of entrepreneurship, corruption schemes
manifest in the form of bribery of officials, falsification of
financial statements and violation of the principles of market
competition. Corrupt practices undermine the fundamental
principles of doing business, by means of increasing the fi-
nancial risks of companies and hindering the attraction of
investments. The opacity of administrative procedures and
unequal competitive conditions create barriers to the deve-
lopment of innovative entreprencurship, which reduces the
investment potential of the national economy.

The PURPOSE of the paper is to study corporate
financial fraud, to reveal its characteristic features and ways
of manifestation, to study the factors and risks that in-
fluence its occurrence, and to find ways to combat financial
fraud in modern conditions.

MATERIALS AND METHODS

The methodological and informational basis of this
scientific research is the analysis of papers, scientific works
of domestic and foreign scientists on financial fraud in bu-
siness, as well as statistical data, regulatory legal acts and
Internet resources. In the process of scientific research, the
methods of analysis and synthesis, induction and deduction,
observation and comparison were used.
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The following domestic and foreign scientists have
devoted their works to the study of financial fraud issues,
including the study of the risks of abuse at the corporate
level: L. Honchar, M. Danyliuk, L. De Koker, M. Karlin,
V. Mysiuk, M. Nezhyva, V. Shevtsov, et al. However, des-
pite the significant number of scientific studies on the out-
lined issues, the issue of identifying the main signs of cor-
porate fraud in modern conditions and finding effective
methods to combat it remains an urgent problem today and
requires more in-depth study.

RESULTS

Fraud is most often considered a global phenomenon,
shaped by the complex interaction of economic, psycholo-
gical and social conditions. Virtually every company —
regardless of its size, industry specialization or location — is
prone to corruption risks.

Therefore, corporate financial fraud should be under-
stood as intentional conscious actions of company mana-
gers or its employees that are contrary to the law, associ-
ated with abuses of both a financial and moral nature, harm
the interests of the company and society as a whole.

The growth of the number of corporate financial crimes
and, as a result, the manifestation of negative consequences
from them necessitates the study of ways and mechanisms
for detecting and preventing fraudulent actions. However,
in order to form a system for preventing and investigating
professional fraud properly, it is necessary to consider the
main factors that influence it. There are external and internal
factors that contribute to the spread of corporate fraud:

— external: inflationary processes; contradictions in tax
legislation; unfair competition; abuse by suppliers and con-
sumers; corruption schemes in public procurement; force
majeure, etc.;
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— internal: lack of labor discipline; possibility of provi-
ding unreliable and distorted information; incompetence of
officials; lack of audits and independent checks; insuffi-
cient control measures; unlimited official powers; existence
of circular liability in the team; complex organizational
structure of the business; violation of the principle of
inevitability of punishment; weak financial control by the
owners of the company, etc.

Despite the presence of all these factors, it should be
noted that the main driving force in committing fraudulent
schemes is labor resources, as the basis for business deve-
lopment. There are three main reasons that encourage
employees to commit criminal acts within the company:
official position, external circumstances and justification [1,
pp. 65-66]. These factors can be called the "cornerstone" of
corporate fraud. The official position serves as a favorable
opportunity for some time to commit and hide fraud, using
financial resources for personal purposes (lack of internal
control and low production discipline); pressure from ex-
ternal circumstances caused by a multitude of reasons of a
material and social nature that a person is unable to over-
come (irresistible desire for personal gain, feeling of incon-
sistency between the level of salary and the scope of as-
signed duties, personal debt obligations); justification of
fraud through internal convictions of the correctness of the
criminal actions committed (difficult life situation, conflict
with the company's management, etc.).

Depending on the category of the business entity com-
mitting the crime and corporate fraud can be divided into
the following types:

1) fraud by directors or managers (conspiracy to
bankrupt the company and withdraw assets);

2) embezzlement or theft by employees (ordering ser-
vices from third-party organizations at inflated prices with
the condition of paying employees a certain amount as
compensation);

3) fraud by suppliers (supply of low-quality raw materials);

4) fraud by customers (non-payment of completed orders);

5) fictitious investment (investment in a company that
goes bankrupt in order to obtain an illegal benefit) [2, P. 171].

Corporate financial fraud at the present stage manifests
in various forms. It is constantly transforming and acquiring
new features depending on the dynamics of economic trends.

According to the classification of the Association of
Certified Fraud Examiners (ACFE), corporate fraud can be
divided into three main categories: misappropriation of
property, corruption and fraud with financial statements.

Vivid examples of financial abuses regarding the appro-
priation of assets at present are both frauds with funds and
fraudulent schemes for the appropriation of assets that are
humanitarian aid or aid to the Armed Forces of Ukraine,
the conclusion of unprofitable agreements in favor of the
company’s management or other persons, the purchase of
non-existent goods and services by the company, the re-
gistration of “dead souls” at the enterprise and the approp-
riation of their salaries, payments to individual employees
that are not provided for by law or the employment cont-
ract, etc. [3, P. 278].

A common type of corruption in Ukrainian business is
receiving an illegal benefit for providing advantages over
other contractors. Such violations are abused by employees
who make decisions about tenders, determine the passing
price and the winner of the procurement. First of all, these

are company executives, procurement department managers,
and tender committee members. Providing advantages may
consist in concluding a contract in the presence of other
more favorable offers for the company, determining conditions
that are less favorable for the company (increasing the
price, reducing the payment term, etc.), and transmitting in-
sider information about the procurement (what is the lowest
proposed price, etc.).

Overstatement or understatement of equity (net profit)
is the least common, but the most damaging type of corpo-
rate fraud. As a rule, distortion of the income or expense
part of financial statements is committed by the company's
top management when there is a "director-owner" conflict
or a "corporate war" between the company's owners. Fictitious
business transactions artificially overstate the company's
expenses, which makes it impossible to pay dividends to
shareholders and to pay the real amount of taxes and tax
payments to the budget [4, pp. 164-165]. Each of these
categories of fraud has its own specific characteristics, with
the help of which it is possible to establish the fact of
financial abuse and develop programs aimed at preventing
and detecting violations in the activities of companies.
These signs are: fraudster, value assessment of fraud (mate-
riality of detected losses), frequency of fraud, presence of
motive or pressure, benefit of whom/what is the abuse
directed at, volume of assets and hierarchical management
structure of the company.

In the annual ACFE report “Report to the Nations” in
2024, Ukraine ranked among the highest in terms of the
number of detected cases of corporate fraud among the
countries of Eastern Europe, Western and Central Asia.
Thus, the share of financial abuses of Ukrainian companies
is about 15% of the total volume of detected cases [5].
Every year in the world, an average company loses up to
5% of its annual revenue as a result of abuses by its
managers. The average losses of domestic companies over
the past two years are significantly higher (approximately
2-3 times), which is due to the difficult political, economic
and social situation associated with the consequences of
epidemics and military operations in Ukraine [5-7].

According to ACFE, the most common types of corpo-
rate financial fraud are falsification of financial statements,
corruption and misappropriation of company assets. As can
be seen from Fig. 1, the most common type of corporate
fraud is misappropriation of assets, in which an employee
steals or misuses the employer's resources.
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Fig. 1. Types of corporate fraud in the world, % (compiled by the
author based on [5-7])

During 2020-2024, the share of fraudulent schemes for
the appropriation of property has hardly changed and is
82%. As for corruption, this type of fraud increased in 2022
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to 50%, which is 16% more compared to 2020. On a posi-
tive note, in 2024, the share of corruption schemes in the
global space decreased to 46% compared to the previous
period [5; 7]. Financial reporting fraud schemes, in which
the perpetrator intentionally causes material misstatements
or omissions in the company's financial statements, are the
least common and decreased to 7% in 2024 [5].

practice is aimed at preventing fraud by creating a "corpo-
rate spirit" [8]. Moreover, it is important to clearly understand
what measures to prevent economic crimes are aimed at:
eliminating the motive or justification for corporate fraud.
Moreover, when creating a system to combat corporate
fraud, it is necessary that it meets the following criteria: the
formation and implementation of anti-fraud measures should

not cost more than the losses from the occurrence of po-
tential fraud risks. It is also worth remembering that a large
company can afford to create an economic security struc-
ture, since for a small enterprise it is expensive, impractical
and does not meet the above criteria.

Solving this problem will not only increase the effici-
ency of companies, but also reduce their costs, reduce cor-
ruption, since fraudulent actions in companies bring signifi-
cant losses to society as a whole.

CONCLUSIONS

Corporate fraud causes significant damage to intangible
assets, such as: relationships with business partners, repu-
tation, brand image, investment attractiveness, destruction
of corporate culture, etc., which are extremely important
factors for ensuring the successful operation and develop-
ment of any business entity [3, p.276].

Many domestic companies invest huge resources to
combat fraud, but this does not solve the problem radically
and leaves many opportunities for committing crimes. World
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TEOPETHYHI MIIXOU 10 IJEHTH®IKALIf ®IHAHCOBOI'O IIAXPAVCTBA HA MIIIPUEMCTBI

Y cmammi  Oocniocyiomvcs meopemuuni  nioxoou 0o idenmugbixayii Kopnopamugnozo wiaxpavcmea. Busnaueno, wo
KOPROpAmueHi waxpaicmea — ye 0OCHOGHA NPUUUHA 3aHenady K 306HIUHbOT, I GHYMPIUHbOI eKOHOMIKU KPAiHu. A8Mopom po3eisaHymo
306HIWHI MA SHYMPIWHI PaKmopu, SIKi CRPUsons NOUUPEHHIO QIHAHCO8020 WAXPATICMBEA HA NIONPUEMCSE, NOOAHO IX OemalbHy
Xapakmepucmuxky ma ymoeu nposgy. Bcmanoeneno, wjo OCHOSHOIW0O PYWMINHOI CUNOIO Y GUUHEHHI WAXPAUCLKUX CXeM NOCMmaromo
Mpyoosi pecypcu, sIK 0CHO8A pO36UMKY OisHecy. Buokpemneno mpu 0CHO8HI NPUYUHU, WO CNOHYKAIOMb CNi8pOOIMHUKIE 30ICHIO8aMU
370YUHHI Ol 6CcepeduHi KOMNAHii: cyscOose cmanosuwye, 308HIUHI OOCMABUHU MA BUNPABOAHHS.

Cmpyxkmyposaro Kiacugikayito pisHo8Udi8 HiHAHCOB020 WAXpAicMEa 3anexdcHo 6i0 00’€kma waxpaicekux Oil. Y cmammi
3a3HAYEHO, WO KOPNOPAMUBHe Waxpaicmeo MOJICHA NOOLIUMY HA MPU OCHOGHI KAme2opii: He3aKOHHe NPUBIACHEeHHs MAUHA, KOpynyis
ma waxpaicmeo 3 Qinancogoro 3eimuicmio. A6mopom 008edeHo, Wo KOJCHA 3 YUX KAmezopiu waxpaicmea Mae ceoi cneyugiumi
O3HAKU, 34 OONOMO20I0 AKUX MOJICHA GCMAHOBUMU (DAKM (DIHAHCOBUX 3NOBICUBAHL MA PO3POOUMU NPOSPAMU, CHPAMOBAHI HA
3an00i2aHHsL MA GUABIEHHS NOPYUIEHb 8 OISIbHOCH KOMNAHILL.

Kpim yvoco, npoananizoeano, ujo KodCHO20 pOKy y C6imi cepeonbOCMAmMUCMUiHa KOMNauis empaiace 0o 5% piunoeo obcazy
BUPYUKU Y pe3yIbImami 3106JICUBalb 3i CIMOPOHU COIX MeHeddicepi. Bcmanoeneno, ujo cepedni empamu 6imyusHAHUX KOMNAHIL 30
OCMAHHI 084 POKU € 3HAYHO SuUWUMU (MPUOIU3HO 6 2-3 pasu), Wo 3YMOBIEHO CKIAOHON NONIMUYHON, eKOHOMIUHOIO Ma COYIANbHOIO
CUmyayicro, nos8 a3anoi0 3 HACHIOKamu enioemitl ma GOE€HHUX Ol Ha mepumopii Yxpainu. Y cmammi 3a3HaueHo, wo KepyBaHHs
@inancosumu pusukamu CRpUsE NPUUHAMMIO eheKMUGHUX YNPAGTIHCOKUX PILeHb 8 YMOBAX HeBUSHAUEHOCMI Ma Oa€ 3MO2y OYIHUMU ix
6NIUB HA 20CNO0APCHKY OIAIbHICIYb CYO '€EKMA 20CNOO0APIOBAHHS.

Asmopom Oosedero, wo y cmeopenHi cucmemu NPOMuUOii KOPNOpaAmMuGHOMYy WAXpaucmey HeoOXiOHO OOMPUMYBAMUCL YMOBU:
Ghopmysanns ma peanizayisis AHMUWAXPAUCLKUX 3AX00i6 He NOBUHHI KOWMYSamu 00podicye, HIdc 30UmKU 60 HACMAHHS NOMEHYIUHUX
PU3UKI6 waxpaiicmea.

Kniouosi cnosa: kopnopamusne Qinancose waxpaiicmeo, Kopynyisi, niopooxa ginancogoi 3eimmnocmi, ginancosi maxinayii
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