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		Abstract

		We surveyed 194 experienced, nonprofessional investors to examine the relations between their perceptions of the frequency of financial statement fraud in the economy, their use of financial statement information, the importance they place on conducting their own fraud risk assessments, and their use of fraud red flags. We find that both investorsâ€™ perceptions of the frequency of fraud in the economy and their use of financial statement information positively influence the importance they place on conducting their own fraud risk assessments. In turn, investors who place importance on conducting fraud risk assessments make greater use of fraud red flags to avoid potentially fraudulent investments. In terms of red flags commonly relied upon, investors tend to focus on SEC investigations, pending litigation, violations of debt covenants, and high management turnover. In contrast, they rely less on company size and age, the need for external financing, and the use of a non-Big 4 auditor. We also find evidence of positive associations between the use of specific red flags and investorsâ€™ portfolio returns. In addition to their own assessment of fraud risk, investors in our sample report relying more on analysts, regulators, and external auditors to detect and report fraud, while relying less on low- and mid-level employees, upper management, the media, and short-sellers for fraud detection and reporting. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: financial statements; fraud red flags; fraud risk; investors

	
	

	
    

    
	

	
	
		JEL Classification: M40

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Brazel,  Joseph F. and Jones,  Keith Lamar and Thayer,  Jane M. and Warne,  Rick C., Understanding Investor Perceptions of Financial Statement Fraud and Their Use of Red Flags: Evidence from the Field (December 1, 2014).  Available at SSRN: https://ssrn.com/abstract=1460820 or http://dx.doi.org/10.2139/ssrn.1460820 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Joseph F. Brazel (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				North Carolina State University - Poole College of Management - Department of Accounting  ( email )

			

			
			
				
				
				
					Campus Box 8113
Nelson Hall
Raleigh, NC  27695
United States
919-513-1772 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Keith Lamar Jones

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Kansas]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Kansas  ( email )

			

			
			
				
				
				
					1654 Naismith Drive
MS 5F4
Lawrence, KS  66045
United States
785-864-6997 (Phone)
785-864-5328 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jane M. Thayer

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Georgia Institute of Technology 

			

			
			
				
				
				
					Atlanta, GA  30332
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Rick C. Warne

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of San Diego  ( email )

			

			
			
				
				
				
					5998 Alcala Park
San Diego, CA  92110-2492
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,207

			

		
		
		
			Abstract Views

			    7,332

		

		
		 
		
			Rank

			   32,293

		

		
	


	
		
            
            	        7 Citations
		

	

	
		
			
				       55 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,707

                                    

                                    
                                        PAPERS

                                           16,904

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,566

                                    

                                    
                                        PAPERS

                                           18,573

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Governance & Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,605

                                    

                                    
                                        PAPERS

                                            6,615

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,503

                                    

                                    
                                        PAPERS

                                            2,691

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance: Disclosure, Internal Control, & Risk-Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Disclosure, Internal Control, & Risk-Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              945

                                    

                                    
                                        PAPERS

                                            5,072

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Forensic Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Forensic Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              940

                                    

                                    
                                        PAPERS

                                              832

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Earnings Quality: Evidence from the Field

                        
                            By
                                
                                
                                    
                                    Ilia D. Dichev, 
                                    
                                
                                    
                                    John R. Graham, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Myth: External Financial Reporting Quality Has a 1st Order Effect on Firm Value

                        
                            By
                                
                                
                                    
                                    Jerold L. Zimmerman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Executives' "Off-the-Job" Behavior, Corporate Culture, and Financial Reporting Risk

                        
                            By
                                
                                
                                    
                                    Robert H. Davidson, 
                                    
                                
                                    
                                    Aiyesha Dey, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Corporate Ostracism: Freezing Out Controlling Shareholders

                            
                                By
                                    
                                    
                                        
                                        Jens Dammann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Constraints on Private Benefits of Control: Ex Ante Control Mechanisms Versus Ex Post Transaction Review

                            
                                By
                                    
                                    
                                        
                                        Ronald J. Gilson
                                         and 
                                    
                                        
                                        Alan Schwartz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Contractual Approach to Discipline Self-Dealing by Controlling Shareholders

                            
                                By
                                    
                                    
                                        
                                        MarÃa GutiÃ©rrez Urtiaga
                                         and 
                                    
                                        
                                        Maria Isabel SÃ¡ez Lacave
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.123 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
