Risk Factors Indicating the Increased Likelihood of Errors and Fraudulent Misstatements

Management compensation dependent on reported financial results.

Excessive desire by management to increase stock price or earnings.

Management commitment to publicly disclosed earnings targets.

Management use of inappropriate tax reducing schemes.

Aggressive attitudes towards financial reporting with heavy preferences for income-accelerating and expense-deferring accounting principles.

Ineffective communication and support for ethical behavior by employees.

Lack of policy on conflicts of interest (or poor enforcement of policy).

Decision making dominated by a single individual, or a very small insulated group of individuals, who resist ideas presented by others.

Inadequate internal controls over key transactions and decisions.

Management disregard for regulatory authorities.

Lack of an audit committee (ort it is ineffective).

Lack of internal audit function.

Heavy decentralization with inadequate monitoring by senior management.

Non-financial management’s excessive involvement with accounting issures,.

High turnover at senior levels of the organization.

Strained relations with the current or predecessor auditor.

Frequent accounting disputes.

Unreasonable constraints on the audit process.

Unusual delays in providing information.

Attempts to limit the scope of the audit work.

Implausible or contradictory explanations from management related to financial and operating results.

Known history of security law violations by management.

New accounting or regulatory requirements affecting financial reporting.

Highly competitive markets.

High incidence of business failures.

Rapid changes in the industry products and use of technology.

Profitability is low or nonexistent.

Inconsistent cash flow and earnings growth.

Pressure to obtain additional capital for expansion or R&D.

Significant assets maintained in tax haven jurisdictions.

Overly complex organizational structure.

Veiled or confusing management control.

Operating results sensitive to external economic factors (e.g., interest rates).

High dependence on debt with covenants that are difficult to satisfy.

Threats to the continuation of operations (e.g., Bankruptcy, hostile takeover).

Potentially adverse future uncertainties surrounding significant transactions or customers.

Unusually rapid growth.

Significant related party transactions.

Significant unusual or complex transactions.

Significant account balances subject to estimation.

Unqualified or incompetent personnel performing key accounting functions.

Missing documents.

Unusual discrepancies or unresolved items in accounting reconciliations.

Unusual last minute adjustments to accounting records.

Large amounts of cash on hand.

Inventory of high value, small size.

Assets readily convertible to cash such as securities or jewelry.

Fixed assets that are marketable, small o rlack ownership identification.

Poor management supervision or oversight.

Poor hiring procedures.

Inadequate record keeping.

Poor segregation of duties or other independent checks.

Lack of authorization and approval procedures.

Poor physical safeguards.

Poor documentation of transactions.

Lack of mandatory vacations for employees.

