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Precursors on Company Fraud Using Case Study Approach

Student : Fang-Chien Chen Advisor : Hui-Min Chung
Master Program of Management for Executives
National Chiao Tung University

ABSTRACT

The three major company fraud cases (= &, i 21 4%) recently closed in court are

studied. The objective is to provide company managers with a reference for designing

a better control and management system; to provide investors with knowledge to

prevent investment loss; and to provide the government with examples for their

administration and law enforcement to base on. This study investigates the tricks

these three companies used to job their company’s assets, in an attempt to induct

common behaviors of the frauds from the information disclosed to the public. The

common behaviors concluded in this study:are listed as follows from four different

aspects:

Business Operation

1. Incorrect judgment of the industrial development by the executives, and less than
five year’s life time of the company’score competence

2. Too big of the scale of the company’s short-term expansion and too many
investments

Company Management

1. Members of the Board come from a family or from a small circle of people

2. Holding shares of the management continue to fall.

3. Collateral percentage of the holding shares of all directors and supervisors is too
high
Holding shares of the management deviates from their actual controls.

5. Financial officers are changed very frequently and the high potential of an audit
requested by an accountant.

Financial Affairs
Unusual increase of their revenues before going public

N =

Great increase of their debts and capital stock after going public

w

Too many unusual transactions between the company and its affiliates

e

Many material monetary loans’ endorsements, or provision of guarantee to its
affiliates.



Too many outstanding accounts receivable and long turnover period
Continue to increase debts while there is much equivalent cash at hands.
Involved with a transaction with an unknown foreign bank

Transaction Involved with a derivative trading.

© N o v

Market price

1. The share price continues to fall and the number of shareholders of the institution
is very few.
2. P/E ratio is too high
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