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ABSTRACT

This systematic literature review provides a comprehensive examination of the determinants of fraudulent
financial reporting by integrating insights from multiple fraud theories, including the Fraud Triangle, Fraud
Diamond, Fraud Pentagon, and Fraud Hexagon. Drawing on studies published between 2013 and 2024, the
review synthesizes empirical findings and theoretical developments across diverse contexts and industries. The
analysis identifies key themes such as governance mechanisms, managerial motives, financial pressures, and the
roles of audit quality and corporate governance in moderating fraud risks. The study highlights how foundational
theories like the Fraud Triangle, which emphasizes pressure, opportunity, and rationalization, have been
expanded to include additional dimensions such as capability, arrogance, and collusion. These advancements are
particularly relevant in addressing the complexities of modern fraud scenarios. Emerging economies, especially
in Southeast Asia, exhibit unique patterns of fraud influenced by cultural, economic, and regulatory factors, with
frameworks like the Fraud Hexagon providing critical insights. Corporate governance emerges as a pivotal
factor, with weak structures often enabling fraud while strong mechanisms, such as effective audit committees
and board diversity, mitigate risks. Managerial motives driven by financial pressures and the desire to meet
performance benchmarks are also identified as significant predictors. Financial distress further exacerbates the
risk of fraudulent activities, cutting across industries such as manufacturing and banking. Technological
advancements, including artificial intelligence and data analytics, are increasingly critical in fraud detection,
marking a shift from reactive to proactive approaches. Despite these advancements, gaps remain in addressing
the dynamic nature of fraud and its evolution in response to technological and global changes. This review
underscores the need for longitudinal and cross-cultural studies to deepen understanding and enhance
preventative strategies.

Keywords: Fraudulent financial reporting, fraud heptagon, corporate governance, managerial motives, audit
quality

INTRODUCTION

Fraudulent financial reporting has been a persistent issue plaguing organizations across industries and regions,
causing severe economic and reputational damage. The collapse of major corporations such as Enron and
WorldCom revealed systemic weaknesses in corporate governance and financial oversight, emphasizing the need
for comprehensive frameworks to understand and address fraudulent behavior (Rezaee, 2005). Financial fraud
undermines investor confidence, distorts market integrity, and imposes significant costs on stakeholders, making
it a critical area for academic and practical inquiry (Velte, 2023).

The evolution of fraud theories has provided a structured lens to examine the drivers of fraudulent reporting.
Cressey’s Fraud Triangle remains foundational, focusing on pressure, opportunity, and rationalization as the
core elements of fraud (Abdullah & Mansor, 2015). Expanding on this, Wolfe and Hermanson (2004) introduced
the Fraud Diamond, adding capability as a critical dimension, while the Fraud Pentagon and Hexagon theories
incorporated arrogance and collusion to address the complexities of modern fraud scenarios (Vousinas, 2019).
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These theoretical advancements underscore the multifaceted nature of fraud and the necessity of diverse
approaches to its detection and prevention.

Emerging economies, particularly in Southeast Asia, face unique fraud challenges shaped by cultural, regulatory,
and economic factors. Studies from Indonesia and Malaysia reveal that weak governance structures, combined
with high financial pressures, create a fertile ground for fraudulent activities (Achmad, Ghozali, & Pamungkas,
2022; Zakaria & Mohammed, 2021). Frameworks like the Fraud Hexagon have been instrumental in
understanding these dynamics, emphasizing the role of situational pressures and collusion in facilitating fraud
(Azhari & Lenggogeni, 2024).

Corporate governance plays a pivotal role in mitigating the risk of fraudulent reporting. Research highlights that
strong governance mechanisms, such as effective audit committees and board diversity, can significantly reduce
fraud risks (Marzuki et al., 2019; Al Daoud, Ku Ismail, & Lode, 2015). Conversely, weak governance structures
often enable fraud by failing to provide adequate oversight and accountability (Velte, 2023). The alignment of
governance practices with ethical standards and robust internal controls emerges as a recurring theme in fraud
prevention strategies.

Managerial motives, particularly those driven by financial pressures and performance benchmarks, are
consistently identified as significant predictors of fraudulent behavior. Hasnan, Abdul Rahman, and Mahenthiran
(2013) demonstrated that earnings management practices often escalate into fraudulent reporting when
managerial incentives prioritize short-term gains over long-term sustainability. Financial distress further
exacerbates this risk, with studies showing its prevalence in industries such as manufacturing and finance
(Pramana et al., 2019; Reskino & Darma, 2023). These findings highlight the interplay between internal
organizational dynamics and external economic pressures in shaping fraud outcomes.

Technological advancements are reshaping the landscape of fraud detection, shifting from traditional reactive
approaches to proactive and predictive methodologies. Artificial intelligence and data analytics are increasingly
utilized to identify anomalies and patterns indicative of fraud (Sanchez-Aguayo et al., 2021). However, the
dynamic nature of fraud necessitates continuous adaptation of detection frameworks to address emerging
challenges, such as cyber-enabled fraud and global financial interconnectedness (Josua, Alao, & Ige, 2023). This
review seeks to synthesize these developments, offering a holistic understanding of fraudulent financial reporting
and proposing avenues for future research.

RESEARCH METHOD

A systematic literature review methodology was employed to identify and synthesize research on the
determinants of fraudulent financial reporting. The review process involved a comprehensive search of electronic
databases, including Scopus, Web of Science, and Google Scholar, using keywords such as “fraud,” "fraudulent
financial reporting," "governance," "Fraud Pentagon," “fraud hexagon,” and "Fraud Heptagon." The search was
limited to peer-reviewed articles published between 2013 and 2024 to ensure the inclusion of both seminal and
recent studies. Articles were screened based on their relevance to the research objectives, theoretical
contributions, and empirical rigor.
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Figure 1: Searching, Screening, and Extracting the Data
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Inclusion criteria were established to refine the selection process. Studies had to explicitly examine factors
influencing fraudulent financial reporting, employ recognized theoretical frameworks, and provide clear
methodological details. Both qualitative and quantitative research were considered to ensure a holistic
understanding. Exclusion criteria included studies lacking empirical data or those focused solely on conceptual
discussions without application to financial fraud contexts. This rigorous selection process resulted in 45 articles,
which formed the foundation for the).

Data extraction was conducted systematically to capture key information from the selected studies, including
publication year, region, industry focus, theoretical framework, and key findings. A thematic analysis was
performed to identify recurring patterns and emerging themes. The theoretical frameworks used, such as the
Fraud Triangle, Fraud Diamond, Fraud Pentagon, and Fraud Hexagon, were analyzed to understand their
applicability across different contexts. The extracted data were then synthesized to draw connections between
governance mechanisms, managerial motives, financial pressures, and technological advancements in fraud
detection (Booth, Sutton, & Papaioannou, 2016).

RESEARCH FINDINGS AND DUSCUSSION
Publication Year Distribution

To identify and visualize the demographic aspects of the articles included in the systematic literature review, we
will focus on key details such as:

Publication Year Distribution

Number of Articles
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Figure 2: Publication Year Distribution

The distribution of articles across the publication years highlights the increasing academic focus on fraudulent
financial reporting over the past decade. Beginning with foundational studies in 2013, there has been a noticeable
uptick in research intensity, particularly from 2017 onward. This trend reflects the growing complexity of fraud
in the financial ecosystem and the corresponding advancements in theoretical frameworks and detection
technologies. Notably, the years 2020 to 2024 account for a significant proportion of the studies reviewed,
indicating heightened scholarly interest likely driven by technological innovations such as artificial intelligence
and the implications of global financial crises, including those induced by the COVID-19 pandemic. The
clustering of publications in recent years underscores the dynamic nature of this field and the imperative for
ongoing research to address emerging challenges in fraudulent reporting. Such temporal insights not only
contextualize the evolution of fraud research but also signal critical periods of academic and practical focus that
align with global economic and regulatory changes.

Theoretical Frameworks

Fraud Triangle Theory Developed by Cressey, the Fraud Triangle posits three elements—pressure,
opportunity, and rationalization—as the primary drivers of fraud. These elements are considered the foundational
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motivations for individuals committing fraud. Pressure refers to the personal or professional stress that motivates
individuals to act unethically, while opportunity arises from weak internal controls or lapses in oversight that
make fraud possible. Rationalization allows perpetrators to justify their actions, often believing that their
behavior is justified or harmless (Abdullah & Mansor, 2015).

Empirical studies have demonstrated the wide applicability of the Fraud Triangle across industries and
organizational contexts. For instance, Velte (2023) noted that financial pressures, such as the need to meet
revenue targets, frequently intersect with the availability of opportunities, particularly in organizations with weak
governance structures. This framework’s simplicity makes it highly adaptable, though critics argue that it
oversimplifies the complexities of modern fraudulent behaviors.

Fraud Diamond Theory Wolfe and Hermanson expanded the Fraud Triangle by adding capability as a fourth
element, recognizing the critical role of personal competence in executing fraud. Capability includes the
perpetrator's skill set, position of authority, and ability to exploit opportunities effectively. According to Wolfe
and Hermanson (2004), capability transforms potential fraud into actualized fraud, as individuals with
specialized knowledge or authority are better equipped to manipulate systems.

This theory has gained traction in explaining complex fraud cases where perpetrators used advanced knowledge
or technological expertise. Sunardi and Amin (2018) highlighted the Fraud Diamond’s relevance in industries
with high technological dependency, where individuals often exploit intricate systems to commit fraud.
However, the model’s limitation lies in its focus on the individual, potentially underestimating systemic factors.

Fraud Pentagon Theory The Fraud Pentagon extends the Fraud Diamond by introducing arrogance and
competence as additional dimensions. Arrogance reflects a perpetrator’s belief in their superiority, leading them
to act without fear of consequences, while competence emphasizes their ability to control situations to perpetuate
fraud. Apriliana and Agustina (2017) noted that the inclusion of arrogance addresses a critical psychological
aspect often observed in high-profile fraud cases.

The Fraud Pentagon is particularly relevant in corporate governance studies, as arrogance often correlates with
unchecked executive power. Nirmala et al. (2021) observed that organizations with centralized authority
structures are more vulnerable to fraud perpetuated by overconfident leaders. While comprehensive, the model’s
complexity requires more nuanced research designs for empirical validation.

Fraud Hexagon Theory The Fraud Hexagon adds collusion and situational pressures to the Fraud Pentagon,
recognizing the collaborative nature of many fraud schemes. Collusion involves multiple individuals conspiring
to exploit systemic weaknesses, while situational pressures reflect external conditions, such as economic
downturns, that exacerbate fraud risks. Achmad et al. (2022) emphasized that collusion is particularly common
in large organizations, where hierarchical structures obscure fraudulent activities.

This theory’s strength lies in its ability to contextualize fraud within broader organizational and environmental
frameworks. Febriani et al. (2023) demonstrated its applicability in public sector studies, where complex
networks of relationships often facilitate fraud. Despite its advancements, the Fraud Hexagon’s integration into
practical fraud detection systems remains limited due to its complexity.

Fraud Heptagon Theory The Fraud Heptagon builds on the Fraud Hexagon by incorporating external
environmental factors as a seventh element. These factors include regulatory changes, technological
advancements, and social dynamics that indirectly influence fraud risks. Ariany Djami and Murtanto (2024)
observed that the Heptagon model provides a holistic view of fraud by bridging individual motivations with
systemic conditions, making it highly applicable in industries undergoing rapid change.

The Heptagon model is particularly relevant in analyzing fraud within dynamic industries such as technology
and finance, where external pressures often interact with internal weaknesses. Satata et al. (2024) noted that this
framework helps explain the interplay between evolving regulations and organizational adaptability in mitigating
fraud. However, its broader scope also introduces challenges in isolating specific determinants, necessitating
robust methodological approaches for effective application.
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Figure 3: Distribution of Theoretical Framework
Determinants of Fraudulent Financial Reporting

Governance Mechanisms Corporate governance mechanisms serve as a cornerstone in preventing and detecting
fraudulent financial reporting. Effective governance involves establishing strong oversight structures, such as
independent audit committees, transparent reporting lines, and robust board governance. Al Daoud et al. (2015)
demonstrated that firms with diversified boards and active institutional ownership are less likely to engage in
fraud, as these features enhance accountability and transparency. Similarly, Marzuki et al. (2019) emphasized
the role of governance diversity in fostering a culture of ethical financial practices. However, weak governance
systems provide ample opportunities for fraud. Organizations with ineffective or absent internal controls are
particularly vulnerable, as they fail to detect fraudulent activities promptly. Velte (2023) observed that
governance lapses, including limited oversight by audit committees and management dominance, significantly
increase fraud risks. Addressing these weaknesses requires comprehensive reforms and the alignment of
governance policies with international best practices.

Managerial Motives Managerial motives remain one of the most significant predictors of fraudulent financial
reporting. These motives often stem from the pressure to meet financial performance benchmarks, such as
earnings targets or stock price expectations. Research by Hasnan et al. (2013) highlighted that managers under
financial strain are more likely to manipulate earnings, particularly in the absence of effective oversight
mechanisms. Similarly, Pramana et al. (2019) showed that the desire to maintain stakeholder confidence often
drives executives to engage in unethical reporting practices. Beyond performance pressures, personal incentives
such as bonuses or career advancement play a crucial role. Managers driven by self-interest may exploit their
positions to override internal controls or rationalize fraudulent actions. Reskino and Darma (2023) emphasized
the need for ethical training and the integration of accountability mechanisms to counterbalance managerial
motives and reduce fraud risks.

Financial Pressures Financial distress is another critical determinant influencing fraudulent reporting. Firms
facing declining revenues, high debt burdens, or liquidity constraints are more likely to resort to unethical
practices to maintain a facade of stability. Research by Pramana et al. (2019) found that financial pressures are
particularly pronounced in industries with cyclical demand, where maintaining investor confidence is paramount.
The interplay between external economic pressures and internal financial health further exacerbates fraud risks.
Reskino and Darma (2023) demonstrated that firms in distressed financial positions often prioritize short-term
gains over long-term integrity, creating a breeding ground for fraud. Strategies to mitigate these risks include
strengthening financial oversight and implementing early warning systems to identify distress signals.

Page 1046

www.rsisinternational.org


http://www.rsisinternational.org/

INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume 1X Issue 111 March 2025

Ethical and Psychological Factors Ethical lapses and psychological factors contribute significantly to
fraudulent behaviors. Organizational culture often shapes employees’ ethical decision-making processes, with
toxic environments fostering a higher propensity for fraud. Wira Utami and Purnamasari (2021) noted that ethical
climate significantly influences employees’ likelihood to rationalize unethical actions. Psychological factors,
such as stress and cognitive biases, also play a critical role. Handoko et al. (2023) highlighted that individuals
under intense psychological pressure are more prone to justify unethical behavior. Building a culture of
transparency and fostering ethical leadership can mitigate these risks, encouraging employees to uphold integrity
even in challenging situations.

Audit Quality and Delay The quality and timeliness of audits serve as critical safeguards against fraudulent
reporting. High-quality audits conducted by reputable firms ensure a thorough examination of financial
statements, reducing the likelihood of undetected fraud. Chen et al. (2022) found that audit quality significantly
deters financial misstatements by enhancing the credibility of reported data. Audit delays, on the other hand,
increase fraud risks by providing perpetrators with extended windows to manipulate financial data. Nuristya and
Ratmono (2022) observed that timely audits act as a deterrent by creating accountability and minimizing
opportunities for fraud. To enhance audit effectiveness, firms should prioritize the engagement of qualified
auditors and implement strict timelines for financial reviews.

Fraud Heptagon Dimensions (Indicators) The Fraud Heptagon integrates seven dimensions that collectively
explain fraudulent behaviors: pressure, opportunity, rationalization, capability, arrogance, collusion, and
external environmental factors. Each dimension represents a critical factor influencing the likelihood of fraud,
making the Heptagon a comprehensive framework for understanding fraud risks (Ariany Djami & Murtanto,
2024). External environmental factors, such as regulatory changes and technological advancements, interact with
internal dynamics to create complex fraud scenarios. Satata et al. (2024) emphasized that understanding these
dimensions requires a multidimensional approach, integrating insights from behavioral, organizational, and
systemic perspectives. By addressing these indicators, organizations can develop targeted strategies to mitigate
fraud risks and strengthen financial reporting integrity.

Fraud Determinants Mapped to Theoretical Frameworks

Technological Factors | S.C.O.R.E, Hexagon
Industry-Specific Risks | Fraud Hexagon, Fraud Pentagon
Audit Delay | Fraud Pentagon, Audit Delay
w
z Audit Quality | Fraud Diamond, Audit Quality
£
E
% Psychological Factors | Fraud Heptagon, Fraud Pentagon
(a]
E]
© Ethical Factors | Fraud Pentagon
w
Financial Pressures Fraud Triangle, Fraud Hexagon
Managerial Motives | Fraud Pentagon, Fraud Triangle
Corporate Governance Fraud Pentagon, Fraud Diamond

Mapping
Emerging Themes and Models

Integration of Fraud Theories Recent developments in fraud detection and prevention have led to the
integration of existing theories into more comprehensive models, such as the S.C.O.R.E. model and the Fraud
Heptagon. The S.C.O.R.E. model, developed by Vousinas (2019), synthesizes elements from multiple fraud
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frameworks to provide a holistic understanding of fraud's root causes. It incorporates the traditional dimensions
of pressure, opportunity, and rationalization, alongside systemic and environmental factors like regulatory
influences and technological capabilities. By expanding the analytical lens, the S.C.O.R.E. model accommodates
the dynamic nature of fraud in contemporary business environments.

The Fraud Heptagon, introduced by Ariany Djami and Murtanto (2024), builds upon the Fraud Hexagon by
adding external environmental factors as a critical dimension. These factors include regulatory changes,
economic instability, and technological disruptions, which interact with internal organizational vulnerabilities to
create complex fraud scenarios. The Heptagon's multidimensional approach enables practitioners to identify and
address systemic issues that traditional models might overlook. For instance, its emphasis on external pressures
highlights the need for adaptable governance practices that evolve with changing regulatory landscapes.

These integrated models are particularly relevant in addressing the complexities of fraud in globalized markets.
Vousinas (2019) argues that the S.C.O.R.E. model's emphasis on systemic factors makes it a valuable tool for
multinational corporations navigating diverse regulatory environments. Similarly, the Fraud Heptagon's focus
on external pressures provides actionable insights for industries undergoing rapid technological and economic
changes. However, the complexity of these models also presents challenges in terms of implementation,
requiring sophisticated analytical tools and interdisciplinary expertise.

Technological Interventions Technological advancements have revolutionized fraud detection by enabling
more proactive and precise interventions. Data mining and artificial intelligence (Al) technologies are at the
forefront of this transformation, offering tools to analyze vast datasets and identify anomalies indicative of
fraudulent behavior. Sanchez-Aguayo et al. (2021) highlight that Al-powered algorithms can detect patterns and
trends that may elude traditional audit methods, enhancing both the speed and accuracy of fraud detection
processes.

Machine learning models, in particular, have demonstrated significant potential in predicting and preventing
fraud. These models learn from historical data to identify red flags and predict the likelihood of fraudulent
activities. For instance, Al systems can analyze transaction patterns to detect irregularities that suggest
manipulation or misrepresentation. The integration of Al with blockchain technology further strengthens fraud
prevention efforts by providing transparent and immutable records, thereby reducing opportunities for
falsification.

Despite their advantages, these technological tools also present challenges, including high implementation costs
and the need for specialized expertise. Additionally, the reliance on historical data can introduce biases,
potentially leading to false positives or negatives in fraud detection. To maximize the benefits of technological
interventions, organizations must invest in training and infrastructure, as well as establish ethical guidelines for
the use of Al and data analytics in fraud detection. By addressing these challenges, technological interventions
can significantly enhance the effectiveness and efficiency of fraud prevention strategies.

Comparative Analysis of Fraud Determinants Across Industries and Global Regions

Fraudulent financial reporting varies significantly across industries and global regions due to differences in
regulatory frameworks, economic pressures, and governance structures. While the banking and financial sectors
are highly regulated, reducing opportunities for fraud, manufacturing and retail industries often exhibit higher
risks due to supply chain complexities and operational opacity. For instance, financial institutions in the United
States are subject to stringent regulations such as the Sarbanes-Oxley Act, whereas emerging economies in
Southeast Asia have relatively weaker enforcement mechanisms, increasing vulnerability to fraud. Future
research should incorporate cross-industry and cross-regional analyses to identify specific vulnerabilities and
develop targeted fraud prevention strategies.

The banking sector, due to its systemic importance, is subject to rigorous regulatory oversight in most developed
economies. Regulatory bodies such as the U.S. Securities and Exchange Commission (SEC), the Financial
Conduct Authority (FCA) in the UK, and the European Banking Authority (EBA) enforce stringent compliance
measures to prevent fraudulent activities. However, even with strict regulations, financial institutions have
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witnessed major fraud cases, such as the Wells Fargo fake accounts scandal and the LIBOR manipulation
scheme. These incidents highlight that while strong regulatory frameworks reduce fraud risks, they do not
eliminate them entirely. Fraudulent financial reporting in the banking sector often stems from incentive
structures that prioritize short-term financial gains over long-term stability, demonstrating that governance
culture plays a crucial role alongside regulation.

In contrast, manufacturing and retail industries face different fraud risks due to their complex supply chains and
operational processes. In these sectors, fraudulent activities often arise from inventory manipulation, revenue
recognition fraud, and misrepresentation of financial statements to meet performance targets. For example,
Toshiba’s accounting scandal involved inflating profits by delaying loss recognition, revealing governance
lapses despite Japan’s generally robust corporate oversight. Similarly, in emerging markets, weak enforcement
mechanisms and lax accounting standards create an environment where fraudulent practices are more prevalent.
The presence of multiple stakeholders, suppliers, and intermediaries in manufacturing and retail industries also
increases the difficulty of detecting and preventing fraud, necessitating stronger internal controls and third-party
audits.

The technology sector presents unique fraud risks due to the rapid pace of innovation and the challenge of valuing
intangible assets. Companies in this industry frequently use aggressive revenue recognition strategies,
particularly startups aiming to attract investors. Cases such as the Theranos scandal, where misleading financial
and operational claims were made to secure funding, demonstrate how fraud in the tech industry is often linked
to exaggerated growth projections and lack of independent verification. Additionally, as technology companies
expand globally, they must navigate varying regulatory landscapes, which can either facilitate or hinder
fraudulent financial reporting. Ensuring transparency in financial disclosures and fostering a culture of ethical
leadership are critical in mitigating fraud risks in this sector.

Regional differences in fraud risks are influenced by legal structures, economic development, and corporate
governance traditions. In developed economies with stringent legal enforcement, fraud risks are often mitigated
by strong regulatory frameworks and investor protections. However, in emerging economies, limited regulatory
resources, corruption, and political interference weaken enforcement mechanisms, making fraudulent financial
reporting more pervasive. For instance, corporate scandals in Brazil, India, and China have highlighted gaps in
governance that enable financial misreporting. Addressing these disparities requires strengthening regulatory
oversight, improving financial literacy among investors, and enhancing cross-border collaboration to tackle
fraudulent activities in multinational corporations.

CONCLUSION AND FUTURE RESEARCH AGENDAS
Conclusion

This review synthesizes diverse perspectives on the determinants of fraudulent financial reporting, bringing to
light the intricate interplay of factors such as governance mechanisms, managerial motives, and financial
pressures. By tracing the evolution of theoretical frameworks from the foundational Fraud Triangle to advanced
models like the Fraud Heptagon, the review highlights the increasing complexity of fraud and the necessity for
multifaceted approaches to its understanding and prevention. These frameworks have provided valuable insights
into the triggers and enablers of fraud, allowing organizations to design targeted interventions. However, their
universal applicability remains a challenge, particularly in culturally and technologically diverse environments.

Governance mechanisms continue to emerge as critical in shaping organizational resilience against fraud.
Effective governance structures, including independent audit committees and robust internal controls, have been
shown to mitigate fraud risks significantly. Yet, weak governance, characterized by limited oversight and
excessive managerial power, often facilitates fraudulent behavior. Managerial motives driven by financial
pressures and personal incentives further underscore the need for transparent and accountable leadership
practices. This review underscores the importance of aligning governance with ethical principles to foster a
culture of integrity.

Technological advancements represent both an opportunity and a challenge in the fight against fraud. While
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artificial intelligence, data analytics, and blockchain technologies have revolutionized fraud detection, they have
also enabled new, sophisticated fraud techniques. The rapid evolution of technology demands continuous
adaptation of fraud detection frameworks, incorporating real-time monitoring and predictive analytics to stay
ahead of fraud perpetrators. Future studies must explore the integration of these technologies with existing
governance practices to create holistic and adaptive fraud prevention systems.

The review also identifies significant gaps in the current literature, particularly in cross-cultural analysis,
longitudinal studies, and evolving fraud techniques. Cross-cultural research could provide insights into how
diverse cultural norms and values influence fraud dynamics, offering a more inclusive perspective on global
fraud prevention. Longitudinal studies, on the other hand, are critical for understanding how fraud risks and
detection mechanisms evolve over time. These studies can illuminate trends and causal relationships that remain
hidden in cross-sectional analyses, providing a roadmap for adaptive and sustainable fraud prevention strategies.

In conclusion, this review emphasizes the need for a more integrated and dynamic approach to understanding
fraudulent financial reporting. By addressing gaps in cross-cultural and longitudinal research and leveraging
technological advancements, future studies can build on the foundation laid by existing frameworks. The goal is
to develop robust, adaptable systems that not only detect but also preempt fraudulent behaviors, contributing to
more transparent and resilient financial ecosystems worldwide.

Gaps and Future Research Directions

Cross-Cultural Analysis Fraudulent financial reporting varies significantly across cultural contexts, influenced
by differences in regulatory environments, ethical norms, and corporate governance practices. However, there
is a scarcity of comparative studies that examine these cultural differences in-depth. Understanding how cultural
dimensions, such as individualism versus collectivism or uncertainty avoidance, shape fraud determinants can
provide critical insights for multinational firms operating across diverse regions. For example, research could
explore how cultural values influence managerial motives and ethical decision-making in corporate settings.
Studies focusing on cross-national comparisons could help identify unique vulnerabilities and strengths in
different cultural contexts. The lack of cross-cultural analysis limits the applicability of existing fraud detection
frameworks, which are often based on assumptions rooted in Western business practices. Expanding research to
include diverse cultural perspectives would enhance the robustness of these frameworks and facilitate their
adaptation to globalized business environments. Future research could employ mixed-method approaches,
combining quantitative analyses with qualitative insights, to explore the nuanced interplay between cultural
factors and fraud dynamics. This approach would not only fill a critical research gap but also inform the
development of tailored strategies to mitigate fraud risks in culturally diverse settings.

Evolving Fraud Techniques As technology advances, so do the methods used to commit fraudulent financial
reporting. Emerging fraud techniques, such as deepfake technology, blockchain exploitation, and Al-driven
scams, pose new challenges for traditional detection and prevention methods. Existing frameworks must evolve
to address these sophisticated techniques, which are often designed to exploit technological loopholes. Josua et
al. (2023) emphasize the urgency of developing innovative frameworks that incorporate real-time monitoring
and adaptive algorithms capable of detecting cybercrime-related fraud. Incorporating artificial intelligence and
blockchain technology into fraud detection systems offers a promising avenue for addressing these emerging
threats. Additionally, the rise of decentralized finance (DeFi) and cryptocurrency markets has introduced novel
fraud risks that require specialized attention. Fraudulent practices in these domains, such as pump-and-dump
schemes and unauthorized token creation, highlight the limitations of existing regulatory and detection
mechanisms. Research into these evolving techniques should focus on the intersection of technology and fraud,
identifying patterns and vulnerabilities unique to digital platforms. By bridging the gap between technological
advancements and fraud prevention, future studies can help create more resilient financial systems.

Longitudinal Studies Most studies on fraudulent financial reporting are cross-sectional, capturing fraud
determinants at a single point in time. While these studies provide valuable snapshots, they fail to account for
the dynamic nature of fraud, which evolves in response to changes in organizational, economic, and
technological contexts. Longitudinal studies are crucial for understanding how fraud risks and detection
mechanisms develop over time. Such studies could explore how shifts in governance practices, regulatory
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environments, and market conditions influence the prevalence and characteristics of fraudulent activities.
Longitudinal research also offers the opportunity to assess the long-term effectiveness of anti-fraud measures,
such as changes in audit practices or the implementation of advanced technologies. By tracking fraud cases and
their outcomes over extended periods, researchers can identify patterns and causal relationships that remain
hidden in cross-sectional analyses. This approach would not only deepen our understanding of fraud dynamics
but also inform the development of more proactive and adaptive fraud prevention strategies, ultimately
contributing to more robust and transparent financial systems.
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