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What is this Study About? 

Researchers investigate the role of accounting in Ponzi schemes, specifically focusing on how 
the provision of accounting reports, such as falsified financial statements and fictional audit 
opinions, affects investors' trust and the magnitude and lifespan of Ponzi schemes. Unlike most 
fraud investigations that compare fraud firms with non-fraud firms, this research specifically 
targets Ponzi schemes where the use of accounting reports is discretionary and examines how 
these reports influence the success of the fraud, measured in terms of its duration and the total 
investment attracted. 

What are the major findings of the study? 

Ponzi schemes employing falsified audit reports are approximately 40 percent less likely to be 
detected by regulatory authorities, and those providing falsified financial statements can 
increase individual investor contributions by about 30 percent. These outcomes suggest that 
accounting reports significantly bolster investors' trust, enabling fraudsters to exploit this trust 
to extend the duration of the scheme and increase the total capital investment from victims. 
Notably, the study identifies that schemes presenting false financial data to investors lead to a 
significant increase in funds on a per-investor basis. 

Why is the study important? 

The researchers highlight the critical issue that investors' institutional trust in accounting can be 
maliciously exploited to facilitate and extend financial frauds. This exploitation of trust not only 
enables frauds like Ponzi schemes to grow larger and last longer but also highlights a significant 
vulnerability in the regulatory and monitoring framework of financial reporting and auditing. 
The insights obtained from this study strongly underscore the need for more stringent controls 
and awareness to protect investors. The findings also contribute to the broader discourse on the 
ethical and regulatory dimensions of accounting practices, encouraging ongoing efforts to 
bolster the integrity and trustworthiness of financial reporting. 
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