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cause of the problem' and provides a reference for fraud governance.

GONE Theory' Financial Fraud.

1 Introduction

disputes over accounts receivable ownership' and unclear division of

A c c o u n t s R e c e i v a b l e F a c t oring Fraud: A Case Study

* 

A b s t r a c t . A m i d C h i n a   s e c o n o m i c g r o w t h a n d r i s i n g n a t i o n a l s t r e n g t h ' 
s o m e l i s t e d c o m p a n i e s h a v e c o m m i t t e d f i n a n c i a l f r a u d t o i n f l a t e 
f i n a n c i a l s t a t e m e n t s ' a t t r a c t i n g i n v e s t m e n t a n d s e c u r i n g e a r l y 
f i n a n c i n g . A c c o u n t s r e c e i v a b l e ' a s a n a c c o u n t i n g s u b j e c t t h a t n e e d s t o 
b e f o c u s e d o n w h e n a n a l y z i n g e a r n i n g s m a n a g e m e n t a n d f i n a n c i a l 
f r a u d ' c a n c l e a r l y r e f l e c t t h e f r a u d u l e n t b e h a v i o r o f e n t e r p r i s e s . T h i s 
s t u d y t a k e s G u a n g d o n g R o n g t a i a s a c a s e t o a n a l y z e t h e 
i m p l e m e n t a t i o n m e t h o d s a n d s p e c i f i c b e h a v i o r s o f t h e c o m p a n y   s 
a c c o u n t s r e c e i v a b l e f a c t o r i n g f r a u d ' a s w e l l a s t h e i m p a c t s a n d h a r m s 
of such fraudulent behavior on the securities market' investors'
trading market' and national economy. By adopting a case study
method and integrating the Fraud Triangle Theory and GONE Theory'
this study finds that Guangdong Rongtai engaged in fraud through
fictitious transactions' manipulation of factoring conditions' and other
means' and its fraud motives include performance pressure' internal
control deficiencies' and other factors. Solutions and
countermeasures are proposed. This study provides a warning for the
existence of accounts receivable factoring fraud' identifies the root

K e y w o r d s : A c c o u n t s R e c e i v a b l e F a ctoring' Fraud Triangle Theory'

F i n a n c i a l f r a u d i s a d e l i b e r a t e f r a u d u l e n t b e h a v i o r c a r r i e d o u t b y 
e n t e r p r i s e s ' i n c l u d i n g t h e u s e o f a c c o u n t s r e c e i v a b l e f a c t o r i n g p r o c e s s ' 
m i s l e a d i n g f i n a n c i a l i n s t i t u t i o n s a n d i n v e s t o r s t h r o u g h i m p r o p e r m e a n s ' 
a n d b e a u t i f y i n g t h e i r o w n f i n a n c i a l s i t u a t i o n ' w h i c h b e l o n g s t o t ypical
financial violations [1]. Its essence is to mislead fund providers through
false debt information and satisfy listing conditions or maintain listing
status by inflating profits. Accounts receivable factoring has inherent risk
points' such as information asymmetry between transaction parties'
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trust and making it difficult for them to sustain operations.

[6].
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c o l l e c t i o n r e s p o n s i b i l i t i e s ' w h i c h p r o v i d e p o t e n t i a l s p a c e f o r t h e 
i m p l e m e n t a t i o n o f f r a u d u l e n t b e h a v i o r . F i n a n c i a l f r a u d r e f e r s t o t h e 
b e h a v i o r o f e n t e r p r i s e s o r i n d i v i d u a l s i n t e n t i o n a l l y m a k i n g f a l s e s t a t e m e n t s ' 
c o n c e a l i n g i m p o r t a n t f a c t s ' o r m a n i p u l a t i n g a c c o u n t i n g r e c o r d s t o m i s l e a d 
u s e r s o f f i n a n c i a l s t a t e m e n t s i n o r d e r t o o b t a i n i m p r o p e r b e n e f i t s . A c c o u n t s 
r e c e i v a b l e f r a u d t y p i c a l l y f a l l s u n d e r r e v e n u e f r a u d ' w i t h c o m m o n t a c t i c s 
i n c l u d i n g f i c t i t i o u s t r a n s a c t i o n s ' p r emature revenue recognition'
concealment of bad debts or delayed impairment provisioning' and
revenue manipulation via related-party transactions. From a macro
perspective' fraudulent behavior can disrupt the stable operation of the
market' and companies inflating profits can lead to investors making wrong
decisions' resulting in serious economic losses for investors [2]. From the
perspective of the company itself' financial fraud can damage the
reputation and overall image of listed companies' leading to a decline in

R e s e a r c h o n f a c t o r i n g f r a u d ' b o t h d o m e s t i c a l l y a n d i n t e r n a t i o n a l l y ' h a s 
f o c u s e d o n t h e f o l l o w i n g a s p e c t s : f i r s t l y ' f r a u d u l e n t m e t h o d s . E n t e r p r i s e s 
f o r g e t r a d e c o n t r a c t s w i t h t h i r d p a r t i e s a f f i l i a t e d w i t h t h e m ; U t i l i z e t h e 
p o t e n t i a l i n f o r m a t i o n l a g o r s e g m e n t a t i o n i s s u e s i n t h e d o m e s t i c a c c o u n t s 
r e c e i v a b l e r e g i s t r a t i o n a n d d i s c l o s u r e s y s t e m t o t r a n s f e r t h e s a m e a c c o u n t s 
r e c e i v a b l e t o m u l t i p l e d i f f e r e n t f a c t o r s o r b a n k s s i m u l t a n e o u s l y o r 
s e q u e n t i a l l y ; o b t a i n f i n a n c i n g f u n d s t h a t f a r e x c e e d t h e i r t r u e d e b t v a l u e b y 
a l t e r i n g i n v o i c e a m o u n t s ' t a m p e r i n g w i t h a c c o u n t a g i n g ' a n d o t h e r 
m e t h o d s [ 3 ] . S e c o n d l y ' m o t i v a t i o n a n a l y s i s . T h e p r e s s u r e o f f i n a n c i n g 
d e m a n d i s t h e m o s t f u n d a m e n t a l d r i v i n g f o r c e ' e s p e c i a l l y f o r s m a l l a n d 
m e d i u m-s i z e d e n t e r p r i s e s . A g a i n s t t h e b a c k d r o p o f t r a d i t i o n a l c r e d i t 
c h a n n e l s b e i n g b l o c k e d a n d h i g h f i n a n c i n g c o s t s ' f a c t o r i n g b u s i n e s s h a s 
b e c o m e a n i m p o r t a n t w a y t o o b t a i n w o r k i n g c a p i t a l [ 4 ] . T h e r e i s a s t r o n g 
m o t i v a t i o n f o r l i s t e d c o m p a n i e s o r c o m p a n i e s p l a n n i n g t o I P O t o b e a u t i f y 
t h e i r f i n a n c i a l s t a t e m e n t s d u e t o p e r formance pressure. Through non-
recourse factoring' revenue can be recognized in advance' accounts
receivable balance can be reduced' and asset liability ratio can be
optimized' thereby creating a false impression of good performance and
high-quality assets to boost stock prices or meet listing requirements [5].
Thirdly' identification methods. The analysis of abnormal financial
indicators should focus on the abnormal fluctuations in accounts receivable
turnover' the abnormally high proportion of accounts receivable in total
assets that does not match revenue growth' and the significantly lower
provision ratio for bad debts compared to the industry average. These may
all imply fictitious transactions or abnormal transfer behavior. In the
Rongtai case in Guangdong' the lack or failure of the letter of confirmation
procedure was the key to successful fraud. At the same time' it is necessary
to carefully check the authenticity of trade background documents' such as
contracts' invoices' and logistics documents' for continuity and consistency



receivable confirmation mechanism in the industry.

2 Guangdong Rongtai Financial Fraud Case

2.1 Introduction to Guangdong Rongtai

participating in market competition globally.

Regulatory Commission conducted an in-depth investigation into the
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E x i s t i n g r e s e a r c h g e n e r a l l y f o c u s e s o n t h e p r o c e s s ' a d v a n t a g e s ' a n d 
o t h e r c h a r a c t e r i s t i c s o f f a c t o r i n g b u s i n e s s ' b u t l a c k s s u f f i c i e n t a t t e n t i o n t o 
i t s r i s k s i n c r e d i t r i s k c o n t r o l ' d e b t a u t h e n t i c i t y r e v i e w ' a n d m u l t i-l i n k 
o p e r a t i o n s ' a n d f a i l s t o d e e p l y r e v e a l t h e p o s s i b l e f r a u d r i s k s a n d h i d d e n 
m e t h o d s i n f a c t o r i n g b u s i n e s s . T h i s a r t i c l e t a k e s G u a n g d o n g R o n g t a i 
C o m p a n y a s a n e x a m p l e a n d a n a l y z e s i n d e p t h t h e f r a u d u l e n t m e t h o d s ' 
m o t i v a t i o n s ' a n d i d e n t i f i c a t i o n d i f f i c u l t i e s i n i t s a c c o u n t s r e c e i v a b l e 
f a c t o r i n g b u s i n e s s i n t h e o r d e r o f   t h e o r e t i c a l b a s i s - c a s e i n t r o d u c t i o n -

f r a u d u l e n t m e a n s - c a u s a l a n a l y s i s - g o v e r n a n c e m e a s u r e s - c o n c l u s i o n   . 
T h e s t u d y f o u n d t h a t t h e c o m p a n y e n g a g e d i n f r a u d b y f a b r i c a t i n g t r a d e 
b a c k g r o u n d s ' f o r g i n g a c c o u n t s r e c e i v a b l e v o u c h e r s ' a n d c o l l u d i n g w i t h 
r e l a t e d p a r t i e s t o i m p l e m e n t f a l se factoring financing. Its main motives
were to cover up financial difficulties' beautify financial statements' and
illegally obtain financing. The study further points out that difficulties in
confirming creditors rights' information asymmetry among multiple parties'
and lack of due diligence by financial institutions are key factors for
successful fraud in factoring business. The significance of this study lies in:
firstly' enriching the case studies of factoring fraud' revealing the
concealment of factoring fraud compared to traditional financing fraud'
and providing a theoretical reference for improving financial fraud theory.
Secondly' by revealing the high-risk areas of factoring fraud' enterprises
can enhance their ability to prevent systemic financial risks and promote
the establishment of a more scientific customer screening and accounts

G u a n g d o n g R o n g t a i w a s f i r s t l i s t e d o n t h e S h a n g h a i S t o c k E x c h a n g e i n 
J u n e 2 0 0 1 . I t s M L-t y p e a m i n o c o m p o s i t e m a t e r i a l w a s t h e f i r s t d o m e s t i c 
p r o d u c t o f i t s k i n d t o m e e t i n t e r n a t i o n a l a d v a n c e d s t a n d a r d s . T h e c o m p a n y 
a d o p t s a d v a n c e d t e c h n o l o g y s t a n d a r d s a n d r e l i e s o n e x c e l l e n t m a t e r i a l 
p r o p e r t i e s t o e n s u r e t h a t i t s p r o d u c t s m e e t t h e s a f e t y s t a n d a r d s o f t h e U S 
F o o d a n d D r u g A d m i n i s t r a t i o n ' E U E S S ' a nd Australian AS1647 standards.
With an actual production capacity of 23000 tons/year of ML-type new
materials' the company has become the largest and most technologically
advanced producer of ML-type amino composite materials in China. To
strengthen quality and environmental management' the company has
passed ISO9001 quality management system and ISO14001 environmental
management system certification' and is conducting business and

T h e C h i n a S e c u r i t i e s R e g u l a t o r y C o m m i s s i o n i s s u e d a n I n v e s t i g a t i on
Notice to Guangdong Rongtai on May 21' 2020. The China Securities



Guangdong Rongtai.

2.2 Fraudulent Methods in Accounts Receivable Factoring

formal reviews of invoices and contracts.

bad debts as high-quality accounts receivable. Thirdly' the growth rate of
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c o m p a n y i n a c c o r d a n c e w i t h t h e S e c u r i t i e s L a w o f t h e P e o p l e   s R e p u b l i c o f 
C h i n a ' a n d u l t i m a t e l y f o u n d t h a t i t e n g a g e d i n a c c o u n t s r e c e i v a b l e 
f a c t o r i n g f r a u d . O n e i s t h a t t h e c o m p a n y i n f l a t e d a c c o u n t s r e c e i v a b l e i n i t s 
f i n a n c i a l s t a t e m e n t s b y 3 2 0 m i l l i o n y u a n w i t h o u t a c t u a l t r a n s a c t i o n 
b a c k g r o u n d ; T h e s e c o n d i s a b n o r m a l c a s h f l o w ' w i t h a s e r i o u s d e v i a t i o n 
b e t w e e n o p e r a t i n g c a s h f l o w a n d n e t p r o f i t ; T h i r d l y ' t h e r e i s a n a b n o r m a l i t y 
i n t h e l e t t e r o f c o n f i r m a t i o n ' a s t h e a n n u a l a u d i t a c c o u n t a n t h a s n o t 
r e c e i v e d a r e s p o n s e t o t h e l e t t e r o f c o n f i r m a t i o n f o r s o m e a c c o u n t s 
r e c e i v a b l e . T h e G u a n g d o n g S e c u r i t i e s R e g u l a t o r y B u r e a u h a s t a k e n 
r e g u l a t o r y m e a s u r es and imposed administrative penalties on Guangdong
Rongtai. The regulatory measures include ordering rectification' and the
administrative penalties include warnings and fines of 3 million yuan. The
company s President and CEO were given warnings and fined RMB 3.3

million in total; its Chief Financial Officer was given a warning and fined
RMB 1.6 million; The Chief Financial Officer and Director were fined RMB
1.6 million. The person directly responsible was given a warning and fined
200000 yuan for failing to submit the annual report as required; Another
person who was directly responsible at the time was given a warning and
fined 1.4 million yuan for participating in the false information disclosure of

G u a n g d o n g R o n g t a i   s a c c o u n t s r e c e i v a b l e f a c t o r i n g f r a u d m e t h o d s i n c l u d e 
t h e f o l l o w i n g t h r e e c a t e g o r i e s : f i c t i t i o u s t r a n s a c t i o n b a s i s ' m a n i p u l a t i o n o f 
f a c t o r i n g c o n d i t i o n s ' a n d c o l l u s i o n w i t h t h i r d p a r t i e s . F i r s t l y ' f a b r i c a t e t h e 
b a s i s o f t h e t r a n s a c t i o n a n d f a l s i f y t h e a u t h e n t i c i t y o f t h e d e b t . B y f o r g i n g 
s a l e s c o n t r a c t s ' i s s u i n g f a l s e i n v o i c e s a n d l o g i s t i c s d o c u m e n t s ' t a m p e r i n g 
w i t h a c c o u n t s r e c e i v a b l e a g i n g ' a n d m o d i f y i n g b a d d e b t s t h a t a r e o v e r d u e 
f o r m o r e t h a n a y e a r t o h i g h-q u a l i t y a c c o u n t s r e c eivable' to meet factoring
financing conditions. Secondly' manipulating factoring conditions to
embezzle financing funds. Repeatedly factoring the same accounts
receivable' forging repayment records' and using the non-recourse clause
in factoring business to choose the non-recourse factoring model. Thirdly'
collude with third parties to evade scrutiny and supervision. By colluding
with third parties to exploit loopholes in financial institution audits' without
verifying the authenticity of logistics documents' and only conducting

A s s h o w n i n T a b l e 1 ' f i r s t l y ' t h e c o m p a n y   s r e v e n u e g r o w t h r a t e 
c o n t i n u e d t o d e c l i n e f r o m 1 4 . 3 4 % i n 2 0 1 7 t o -2 6 . 4 9 % i n 2 0 2 0 ' i n d i c a t i n g a n 
a c c e l e r a t i n g d o w n w a r d t r e n d i n r e v e n u e . S e c o n d l y ' t h e f l u c t u a t i o n o f c a s h 
f l o w growth rate from operating activities is severe' combined with the
weak profitability of the company' indicating the existence of human
financial manipulation and inflated income' and the suspicion of disguising



total assets' declining asset quality' and heightened liquidity risk.

Table 1. Financial indicators of Guangdong Rongtai from 2017 to 2020.

me

2020 -26.49% -565.24% -14.08% 54.58% 15.97%

by the China Securities Regulatory Commission.

significant decrease in the ability to create funds for operating activities.
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a c c o u n t s r e c e i v a b l e f l u c t u a t e d s i g n i f i c a n t l y ' r i s i n g f r o m -6 . 5 3 % i n 2 0 1 7 t o 
1 5 . 4 0 % i n 2 0 1 8 ' a n d t h e n d r o p p i n g t o -1 4 . 0 8 % i n 2 0 2 0 ; A s t h e c o r e 
i n d i c a t o r ' t h e r a t i o o f a c c o u n t s r e c e i v a b l e / o p e r a t i n g i n c o m e c o n t i n u e s t o 
r i s e s i g n i f i c a n t l y ' w h i c h m e a n s t h a t t h e c o m p a n y   s r e v e n u e i s m o s t l y 
r e a l i z e d i n t h e f o r m o f c r e d i t s a l e s ' a n d t h e q u a l ity of accounts receivable is
poor' resulting in higher collection risks. Compared with accounts
receivable in the same industry' the gap continues to widen' indicating
suspicion of false accounting and inflated revenue in this area. The ratio of
accounts receivable to total assets rose from 9.60% (2017) to 15.97%

(2020)' reflecting a sustained increase in accounts receivable s share of

Y e a r R e v e n u e 

growth

C a s h f l o w 

g r owth rate

G r o w t h r a t e o f 

a c c ounts receivable

A c c o u n t s 

r e c e ivable/inco

A c c o u n t s 

r e c e i v a b le/total assets

2 0 1 7 1 4 . 3 4% 6 0 6 . 13% -6 . 53% 3 4 . 2 9% 9 . 60%

2 0 1 8 3 . 45% 5 . 02% 1 5 . 4 0% 3 8 . 2 5% 1 2 . 0 3%

2 0 19 -1 4 . 74% -8 3 . 1 5% 4 . 10% 4 6 . 7 0% 1 5 . 5 5%

D a t a S o u r c e s : 2 0 1 7-2 0 2 0 a n n u a l r e p o r t s o f G u a n g d o n g R o n gtai Co.' Ltd.; Administrative penalty decision issued

F r o m T a b l e 2 ' i t c a n b e s e e n t h a t f i r s t l y ' t h e g r o w t h r a t e o f r e v e n u e f r o m 
t h e m a i n b u s i n e s s o f c h e m i c a l m a t e r i a l s i n c r e a s e d s i g n i f i c a n t l y f r o m -0 . 7 % 
i n 2 0 1 7 t o 2 5 . 3 2 % i n 2 0 1 8 ' a n d t h e n c o n t i n u e d t o d e c l i n e i n 2 0 1 9-2 0 2 0 . 
G u a n g d o n g R o n g t a i   s a d v a n t a g e i n t h e c h e m i c a l i n d u s t r y h a s w e a k e n e d ' 
a n d i t s p e r f o r m a n c e a s a c o m p e t i t i v e m a i n b u s i n e s s i s a v e r a g e . F r o m t h e 
p e r s p e c t i v e o f c o m p a r i s o n w i t h t h e s a m e i n d u s t r y ' t h e c o m p a n y   s m a i n 
c h e m i c a l b u s i n e s s h a s w e a k c o m p e t i t i v e n e s s . I n s u m m a r y ' t h e c o m p a n y   s 
m a r k e t s h a r e a n d c o m p e t i t i v e n e s s i n t h e c o r e c h e m i c a l i n d u s t r y a r e b o t h 
d e c l i n i n g . S e c o n d l y ' i n t e r m s o f n e t p r o f i t g r o w t h r a t e ' i t w a s w i t h i n t h e 
n o r m al range from 2017 to 2018' with a sharp drop of 450.07% in 2019 and
undisclosed data for 2020. Based on the decline in revenue' it can be
concluded that the company has incurred significant losses and has
extremely weak profitability. Thirdly' the proportion of prepaid accounts to
total assets continues to rise. Despite a significant slowdown in revenue
growth' prepaid accounts continue to increase' which raises doubts about
their reasonableness and raises suspicions of fraud. Overall' Guangdong
Rongtai has fallen into a serious business crisis' manifested by tight cash
flow' continuous decline in revenue' weakened profitability' and a



indicators.

industry industry growth assets

2017 32.93% -0.70% 27.21% 31.74% 2.66%

2018 14.66% 25.32% 15.49% 29.54% 3.75%

2019 -450.07% -12.24% -3.17% -0.65% 4.62%

2020 - -9.88% -4.40% 29.02% 7.13%

Data source: 2017-2020 annual reports of Guangdong Rongtai Co.' Ltd.

3 Analysis of Fraudulent Motives

3.1 Motivation Based on the Fraud Triangle Theory

for its fraud [7].

factoring behavior .
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T a b l e 2 . C o m p a r i s o n o f G u a n g d o n g R o n g tai and industry average financial

Y e a r N e t p r o f i t 
g rowth rate

G r o w t h i n t h e 
m ain chemical

G r o w t h i n t h e
chemical

A d v a n c e 
p ayment

P r e p a i d 
a c c o unts/total

T h e F r a u d T r i a n g l e T h e o r y ' p r o p o s e d b y P r o f e s s o r s B o l o g n a a n d L i n d q u i s t ' 
p o i n t s o u t t h a t t h e c o r e d r i v i n g f a c t o r s o f f i n a n c i a l f r a u d i n c l u d e t h r e e 
d i m e n s i o n s ' n a m e l y p r e s s u r e ' o p p o r t u n i t y ' a n d r a t i o n a l i z a t i o n . F i r s t l y ' 
s t r e s s f a c t o r s . G u a n g d o n g R o n g t a i i s f a c i n g f i n a n c i a l d i f f i c u l t i e s d u e t o 
p o o r o p e r a t i n g c o n d i t i o n s . I n o r d e r t o a t t r a c t m o r e i n v e s t o r s a n d m a i n t a i n 
i t s l i s t i n g s t a t u s ' f i n a n c i a l d i f f i c u l t i e s a n d f u n d i n g s h o r t a g e s h a v e b e c o m e 
t h e c o r e s o u r c e s o f p r e ssure for fraud. At the same time' the competitive
pressure from competitors and external public opinion pressure further
creates additional pressure for their fraudulent behavior. Enterprises often
face economic and occupational pressures when committing fraud' which
can prompt them to engage in fraudulent behavior. In the case of Rongtai
in Guangdong' difficulties in collecting accounts receivable and the
disruption of external financing channels were the main sources of pressure

S e c o n d l y ' o p p o r t u n i t y f a c t o r s . T h e m a n a g e m e n t o f G u a n g d o n g R o n g t a i 
t o o k a d v a n t a g e o f t h e c o m p a n y   s i n t e r n a l c o n t r o l s y s t e m d e f i c i e n c i e s a n d 
t h e r e l a t i v e l y l i g h t e x t e r n a l r e g u l a t o r y p e n a l t i e s t o m i n i m i z e t h e p r o b a b i l i t y 
o f p u n i s h m e n t o r r e d u c e t h e s e v e r i t y o f p u n i s h m e n t a s m u c h a s p o s s i b l e ' 
a n d t h e r e l e v a n t p e n a l t i e s w e r e n o t s u f f i c i e n t t o h a v e a s u b s t a n t i a l i m p a c t 
o n t h e c o m p a n y   s o p e r a t i o n s . I n t e r n a l f l a w s i n c l u d e d u n c l e a r r e s p o n s i b i l i t y 
d i v i s i o n ' i n a d e q u a t e a p p r o v a l p r o c e d u r e s ' i n t e r n a l i n f o r m a t i o n a s y m m etry'
and ineffective internal control implementation [8]. Thirdly' rationalization
factors. Decision makers of fraudulent enterprises will use self-
rationalization to convince themselves of the rationality of fraudulent
behavior in the name of morality or justice' such as through self-deception
methods' such as collective mentality'  temporary borrowing of funds ' or
due to weak legal risk awareness and insufficient understanding of legal
risks among management' rationalizing illegal accounts receivable



3.2 Motivation Based on GONE Theory

exposure expectations.

ultimately prompted the management of Guangdong Rongtai to take risks.

4 The Impact of Financial Fraud

leading to a class action lawsuit. In the 2022 investor lawsuit' the claimed

120             Y. Zhang

T h e i n t e r n a t i o n a l l y r e c o g n i z e d G O N E T h e o r y a r g u e s t h a t f r a u d r e q u i r e s 
f o u r c o n c u r r e n t e l e m e n t s : g r e e d ' o p p o r t u n i t y ' n e e d ' a n d e x p o s u r e . I n t h i s 
c a s e ' G u a n g d o n g R o n g t a i   s a c c o u n t s r e c e i v a b l e f a c t o r i n g f raud using
fictitious transactions can be analyzed in depth using the four dimensions
of GONE theory. The fraud in Guangdong Rongtai is not caused by a single
factor' but by the combined effects of greed' opportunity' need' and low

F i r s t ' G r e e d . T h e m a n a g e m e n t o f G u a n g d o n g R o n g t a i n o t o n l y h a s t h e 
m o t i v a t i o n t o m e e t s h o r t-t e r m f i n a n c i n g n e e d s ' b u t a l s o h a s a d e e p e r 
g r e e d f o r c a p i t a l a n d i n t e r e s t s . T h e y a t t e m p t e d t o u s e f r a u d u l e n t m e a n s t o 
o b t a i n f u n d s f a r b e y o n d t h e i r a c t u a l d e b t-p a y i n g a b i l i t y f o r h i g h-r i s k 
e x p a n s i o n o r p e r s o n a l b e n e f i t t r a n s f e r ' r e f l e c t i n g a n e x c e s s i v e t h i r s t f o r 
f u n d s a n d a l a c k o f m o r a l v a l u e s . S e c o n d ' O p p o r t u n i t y . T h e k e y t o t h e 
i m p l e m e n t a t i o n o f t h i s f r a u d l i e s i n t h e e x p l o i t a t i o n o f i n h e r e n t l o o p h o l e s i n 
f a c t o r i n g b u s i n e s s . T h e r e a r e i n f o r m a t i o n g a p s a n d a l a g i n t h e d o m e s t i c 
a c c o u n t s r e c e i v a b l e r e g i s t r a t i o n s y s t e m ' w h i c h p r o v i d e s t h e p o s s i b i l i t y o f 
d u p l i c a t e p l e d g i n g . A t t h e s a m e t i m e ' f i n a n c i a l i n s t i t u t i o n s h a v e s e r i o u s 
d e f i c i e n c i e s i n d u e d i l i g e n c e ' a n d t h e v e r i f i c a t i o n o f t h e a u t h e n t i c i t y o f 
t r a d e b a c k g r o u n d s i s m e r e l y a f o r m a l i t y ' f a i l i n g t o e f f e c t i v e l y i d e n t i f y 
f o r g e d d o c u m e n t s a n d r e l a t e d p a r t y t r a n s a c t i o n s. The failure of internal
controls in Guangdong Rongtai directly creates objective conditions for
fraud [9]. Third' Need. Guangdong Rongtai is facing enormous financial
difficulties and pressure from cash flow disruptions' with a strong need for
financing. In the context of traditional financing channels being obstructed'
the company engaged in fraud through factoring business to maintain
operations' repay maturing debts' or beautify financial statements. Fourth'
Exposure. The management of Guangdong Rongtai predicts that the
probability of fraud being discovered is low. They believe that information
isolation and complex trade chains between factoring companies can
conceal their fraudulent behavior. At the same time' the management has a
sense of luck towards the potential regulatory penalties they may face'
believing that even if fraudulent behavior is exposed' the consequences are
within an acceptable range [10]. This expectation of  low exposure levels

F i r s t l y ' f r o m t h e p e r s p e c t i v e o f i n v e s t o r l o s s e s . S m a l l a n d m e d i u m-s i z e d 
s hareholders suffered investment losses due to false financial reports'



affecting investor returns.

society.

the securities market will increase' and regulatory agencies will increase
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a m o u n t e x c e e d e d R M B 2 0 0 m i l l i o n ' w i t h t h e c o u r t o r d e r i n g t h e c o m p a n y t o 
a s s u m e 7 0 % o f t h e c o m p e n s a t i o n l i a b i l i t y . F a l s e f i n a n c i a l r e p o r t s d i s p l a y 
f a l s e c a p i t a l f l o w a n d p r o f i t s ' b e a u t i f y f i n a n c i a l r e p o r t s ' a n d m a n y i n v e s t o r s 
w i l l b e m i s l e d b y f a l s e i n f o r m a t i o n t o p u r c h a s e s t o c k s ' a n d e v e n t u a l l y s u f f e r 
f i n a n c i a l l o s s e s due to the sharp decline in stock prices. Although
shareholder equity is attractive to investors due to the increase in
corporate profits' its own capital flow is insufficient' diluting shareholder
shares' and the final shortage of funds will also damage shareholder
interests. The decline in stock prices will also cause a decline in equity'

S e c o n d l y ' f r o m t h e p e r s p e c t i v e o f t h e d a m a g e t o r e g u l a t o r y c r e d i b i l i t y . 
T h e e x p o s u r e o f r e g u l a t o r y l o o p h o l e s i n f a c t o r i n g b u s i n e s s h a s w e a k e n e d 
t h e m a r k e t   s t r u s t i n t h e a u t h e n t i c i t y o f i n f o r m a t i o n d i s c l o s u r e . F i n a n c i a l 
f r a u d s e v e r e l y d i s r u p t s n a t i o n a l m a r k e t o p e r a t i o n s b y d e c e i v i n g i n v e s t o r s 
v i a f a l s i f i e d f i n a n c i a l s t a t e m e n t s a n d i m p r o p e r p r a c t i c e s ' t h e r e b y 
u n d e r m i n i n g m a r k e t e c o n o m i c o r d e r . A c c o u n t i n g d a t a i s t h e f o u n d a t i o n o f 
t h e c o u n t r y   s m a c r o e c o n o m i c r e g u l a t i o n a n d c o n t r o l o f t h e m a r k e t ' 
r e f l e c t i n g t h e t r u e s i t u a t i o n o f a c o m p a n y   s a c c o u n t i n g a n d o p e r a t i o n s . T h e 
f r a u d u l e n t b e h a v i o r o f G u a n g d o n g R o n g t a i h a s a f f e c t e d t h e m a r k e t   s 
j u d g m e n t a n d e v aluation of the company' and macroeconomic regulation
has lost its basis indicators' hindering the development of the market
economy. Unreasonable resource allocation leads to losses of state-owned
assets and national interests. Affects financial market stability and leads to
market panic. At the same time' fraudulent behavior has disrupted the
commercial credit system' and Guangdong Rongtai suppliers are unable to
obtain funds to supply the company due to the company s fraudulent
behavior' affecting the operation of the entire industry chain. The increase
in bad debts of banks has made it difficult for companies to repay loans'
seriously affecting the economy of the country. The normal functioning of

T h i r d l y ' f r o m t h e p e r s p e c t i v e o f t h e c a p i t a l m a r k e t . D i s r u p t i n g t h e 
b a l a n c e o f t h e s e c u r i t i e s m a r k e t ' w h i c h i s t h e s o u r c e o f f u n d s f o r l i s t e d 
c o m p a n i e s i n C h i n a ' a c c o u n t i n g p e r s o n n e l e n g a g e i n f r a u d u l e n t b e h a v i o r 
t h r o u g h a c c o u n t s r e c e i v a b l e ' l e a d i n g t o i n c o r r e c t e s t i m a t e s o f t h e 
c o m p a n y   s e a r n i n g s i n t h e s e c u r i t i e s m a r k e t a n d s u b o p t i m a l a l l o c a t i o n o f 
f i n a n c i a l r e s o u r c e s . I f t h e c o m p a n y i s n o t d i s c o v e r e d f o r a l o n g t i m e ' 
c o m p l i a n t o p e r a t i n g e n t e r p r i s e s m a y l o s e t h e i r a d v a n t a g e a n d m i s s t h e 
o p p o rtunity to go public' resulting in the phenomenon of bad money
driving out good money. At the same time' due to external media s
promotion of Guangdong Rongtai Enterprise and financial fraud' investors
have a crisis of trust in the securities market' leading to capital outflows or
non-participation in investment. Bad behavior may be imitated by other
companies' disrupting the ecosystem of real transactions in the factoring
market. Due to the occurrence of serious fraud incidents' the supervision of



listing of companies.

5 Countermeasures for Financial Fraud

company has any signs of external capital transfer.

Avoid collusion between auditors and companies' and increase the

122             Y. Zhang

t h e i r s u p e r v i s i o n e f f o r t s ' s u c h a s i n c r e a s i n g r e g u l a t o r y m a n p o w e r ' 
i m p r o v i n g a u d i t s t a n d a r d s ' a n d s t r e n g t hening financial report supervision.
These behaviors all increase regulatory costs and affect the subsequent

F i r s t l y ' a t t h e c o r p o r a t e l e v e l . F i r s t l y ' i t i s n e c e s s a r y t o i m p r o v e t h e f i n a n c i a l 
c o n t r o l s y s t e m i n t e r n a l l y ' e s t a b l i s h a s c i e n t i f i c c u s t o m e r c r e d i t e v a l u a t i o n 
s y s t e m ' a v o i d e x c e s s i v e c r e d i t s a l e s t o h i g h-r i s k c u s t o m e r s ' s e t u p a n 
a c c o u n t s r e c e i v a b l e a g i n g m o n i t o r i n g m e c h a n i s m ' t i m e l y c o l l e c t o v e r d u e 
a c c o u n t s ' a n d m a k e p r o v i s i o n s f o r b a d d e b t s . I m p r o v e t h e i n t e r n a l f i n a n c i a l 
s y s t e m o f t h e e n t e r p r i s e ' e n s u r e t h a t r e v e n u e r e c o g n i t i o n c o m p l i e s w i t h 
e n t e r p r i s e a c c o u n t i n g s t a n d a r d s ' a n d a v o i d e a r l y r e c o g n i t i o n o f r e v e n u e . 
S e c o n d l y ' t h e g o v e r n a n c e s t r u c t u r e o f i n t e r n a l c o m p a n i e s s h o u l d a l s o b e 
o p t i m i z e d . F o r f i n a n c i a l f r a u d ' t h e s c o p e o f p o w e r h e l d b y e a c h m e m b e r o f 
t h e m a n a g e m e n t t e a m s h o u l d b e reduced' and institutions with supervisory
functions over the management team should be established to prevent
decision-making authoritarianism' enhance supervision among internal
personnel' encourage mutual supervision' and severely punish fraud. The
manifestation of fraud in Guangdong Rongtai is a sudden increase in
accounts receivable' but the actual cash flow is insufficient to complete the
operation of the enterprise. To build a false payment loop for capital flow'

two conditions are required: one is the real inflow of funds' and the other is
the cooperation of the debtor in forging relationships [11]. So' when
abnormal accounts receivable are discovered' the focus should be on
analyzing the abnormal behavior of payment collection and whether the

S e c o n d l y ' a t t h e r e g u l a t o r y l e v e l . S t r e n g t h e n s e c u r i t i e s s u p e r v i s i o n a n d 
e n h a n c e m o n i t o r i n g o f a b n o r m a l f i n a n c i a l i n d i c a t o r s . T h e C h i n a S e c u r i t i e s 
R e g u l a t o r y C o m m i s s i o n a n d e x c h a n g e s s h o u l d f o c u s o n e n t e r p r i s e s w i t h 
a b n o r m a l a c c o u n t s r e c e i v a b l e r a t i o s a n d s e r i o u s d e v i a t i o n s b e t w e e n c a s h 
f l o w s a n d p r o f i t s . I m p l e m e n t r e g u l a t o r y m e a s u r e s s u c h a s i n q u i r y l e t t e r s 
a n d o n-s i t e i n s p e c t i o n s o n s u s p i c i o u s c o m p a n i e s t o i n c r e a s e t h e s e v e r i t y o f 
p u n i s h m e n t . I m p o s e m a x i m u m f i n e s o n f i n a n c i a l l y f r a u d u l e n t e n t e r p r i s e s 
a n d t a k e m a r k e t e n t r y m e a s ures against the main responsible persons.
Promote the revision of the Securities Law and increase the criminal
punishment for financial fraud. Strengthen public and social supervision'
improve accounting standards and audit norms' refine revenue standards'
require enterprises to provide more detailed disclosure for large
transactions and related party transactions' and verify account details in
detail. Strengthen the independence of auditing and avoid being
influenced' coerced' or interfered with by external or personal factors.



and educate them on ethical qualities [12].

procedures should be prioritized.

6 Conclusion

document verification' and improve their ability to identify fraud.

fraud by sorting out the abnormal characteristics of financial indicators in
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p u n i s h m e n t f o r a u d i t a g e n c i e s f o r f r a u d . S t r e n g t h e n a c c o u n t i n g 
p r o f e ssional ethics' cultivate qualified accounting practitioners' and screen

T h i r d l y ' a t t h e s o c i e t a l l e v e l . P u n i s h m e n t f o r a c c o u n t s r e c e i v a b l e f r a u d 
s h o u l d b e s t r e n g t h e n e d ; a l l d e p a r t m e n t s s h o u l d s u p e r v i s e m a j o r a c c o u n t s 
r e c e i v a b l e t r a n s a c t i o n s b e t w e e n a c c o u n t i n g f i r m s a n d c o m p a n i e s ' w h i l e 
e n h a n c i n g p u b l i c o v e r s i g h t . C l o s e l y o b s e r v e f i n a n c i a l t r a n s a c t i o n s b e f o r e 
t h e c o m p a n y g o e s p u b l i c ' r e d u c e t h e p o s s i b i l i t y o f a c c o u n t s r e c e i v a b l e 
f r a u d f r o m the beginning' focus on analyzing the linkage analysis of current
asset accounts' extend the verification of the source of funds for sales
receipts' analyze abnormal phenomena' and take early action. Accounts
receivable factoring' as a new type of financial business' assists both the
transferor and the transferee in committing financial fraud. It has
concealment and is difficult to identify. When discovered' anti-fraud

T h i s a r t i c l e t a k e s G u a n g d o n g R o n g t a i a s a c a s e s t u d y a n d c o m b i n e s t h e 
f r a u d t r i a n g l e t h e o r y a n d G O N E t h e o r y t o a n a l y z e t h e m e a n s ' m o t i v e s ' a n d 
i m p a c t s o f a c c o u n t s r e c e i v a b l e f a c t o r i n g f r a u d . T h e f o l l o w i n g c o n c l u s i o n s 
a r e d r a w n : G u a n g d o n g R o n g t a i c o m m i t t e d f r a u d t h r o u g h f i c t i t i o u s 
t r a n s a c t i o n b a s i s ( f o r g i n g s a l e s c o n t r a c t s ' i n v o i c e s ' a n d l o g i s t i c s 
d o c u m e n t s ) ' m a n i p u l a t i n g f a c t o r i n g c o n d i t i o n s ( d u p l i c a t e f a c t o r i n g ' f o r g i n g 
r e p a y m e n t s t a t e m e n t s ) ' c o l l u d i n g w i t h t h i r d p a r t i e s t o a v o i d a u d i t s ' a n d 
o t h e r m e a n s . T h e c o r e m o t i v e s i n c l u d e f i n a n c i a l p r e s s u r e ( t i g h t c a p i t a l 
c h a i n ' d e m a n d t o m a i n t a i n l i s t i n g s t a t u s ) ' i m p l e m e n t a t i o n o p p o r t u n i t i e s 
( i n t e r n a l c o n t r o l d e f e c t s ' r e g u l a t o r y l o o p h o l e s i n f a c t o r i n g b u s i n e s s ) ' s e l f-
r a t i o n a l i z a tion (weak legal risk awareness of management)' greed under
GONE theory (interest transfer motivation)' and low exposure risk
expectations (controllable predictive punishment). Based on this' three
suggestions are proposed: at the enterprise level' it is necessary to improve
internal controls' establish customer credit evaluation and accounts
receivable aging monitoring mechanisms' optimize governance structures
to constrain management power; Regulatory authorities should strengthen
monitoring of abnormal financial indicators' increase penalties for fraud'
and refine disclosure standards for factoring business information; At the
social level' it is necessary to strengthen public supervision' promote audit
institutions to enhance their letter verification procedures and trade

T h e m a i n c o n t r i b u t i o n o f t h i s a r t i c l e i s t o e n r i c h t h e c a s e s t u d y o f 
a c c o u n t s r e c e i v a b l e f a c t o r i n g f r a u d ' and to provide an operational
judgment basis for financial institutions and auditors to identify similar



economy background.
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