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Introduction

Controls serve as the foundation of corporate governance, ensuring transparency, financial integrity, 

regulatory compliance, and operational discipline. They are meticulously designed to prevent fraud, 

misrepresentation, and unethical behaviour. However, even the most robust control frameworks are 

susceptible to their most significant vulnerability which is management override.

Unlike inadvertent control failures, management override is an intentional circumvention of established 

policies and procedures by senior executives. While there are legitimate circumstances where a control 

override may be warranted (e.g., emergency situations requiring immediate action), abuse of this 

authority can result in severe financial misconduct, corporate fraud, and regulatory breaches.

This article provides a comprehensive analysis of management override, including its mechanisms, 

associated risks, real-world case studies, detection methodologies, audit procedures, and best practices 

for prevention.

A. Understanding Management Override of Controls

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) defines control as 

a process implemented by management to provide reasonable assurance that a company’s 

operations, financial reporting, and compliance objectives are met. The effectiveness of controls 

depends on three key components:

1. Preventive Controls – Designed to deter fraud or errors before they occur (e.g., segregation of 

duties, system access restrictions, multi-level approvals).

2. Detective Controls – Mechanisms that identify irregularities post-occurrence (e.g., 

reconciliations, variance analysis, audit trails).

3. Corrective Controls – Procedures to address control deficiencies and prevent recurrence (e.g., 

policy updates, disciplinary actions).

Management override occurs when executives, leveraging their authority, bypass these control 

mechanisms for their own benefit or to manipulate financial outcomes. Unlike procedural exceptions, 

which require formal approval and documentation, management override is often executed covertly, 

leaving minimal traceability and elevating fraud risk.

B. Mechanisms of Management Override of Controls

Management override can manifest in various ways, often involving deliberate manipulation of 

financial records, coercion of employees, or abuse of discretionary authority.

1. Journal Entry Fraud and Financial Statement Manipulation

Financial statement fraud often originates from the intentional misrepresentation of financial data 

through fraudulent journal entries. Executives override controls by directing finance teams to:

• Inflate revenue by recording fictitious transactions or recognizing sales before they are earned.

• Understate expenses by capitalizing operating costs or shifting liabilities to off-balance-sheet 

accounts.

• Manipulate earnings to meet performance benchmarks, investor expectations, or executive 

compensation targets.
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Case Study: The WorldCom Scandal

WorldCom, once a telecommunications giant, capitalized billions of dollars in operating expenses 

to inflate profits, misleading investors and regulators. When uncovered, the fraud led to 

bankruptcy, criminal convictions, and the loss of over $180 billion in market value.

Audit Considerations for Journal Entry Fraud:

• Review unusual or non-standard journal entries, particularly near quarter-end or year-end.

• Analyse journal entries made by unauthorized personnel or at odd hours.

• Examine round-dollar transactions and those posted to rarely used accounts.

• Utilize forensic data analytics to detect anomalies in journal postings.

2. Manipulation of Accounting Estimates and Valuations

Accounting estimates such as bad debt reserves, asset impairments, depreciation schedules, and 

pension obligations are subject to managerial discretion. Executives may exploit this flexibility to 

inflate earnings, conceal losses, or manipulate balance sheet metrics.

Examples of Estimate Manipulation:

• Understating the provision on doubtful receivables to present an artificially strong financial 

position.

• Overestimating inventory valuations to inflate reported assets.

• Adjusting depreciation schedules to defer expense recognition.

Audit Risk: Retrospective Review of Estimates

Auditing standards require a retrospective review of estimates to detect bias. A consistent pattern 

of estimates favouring management’s objectives suggests fraud risk.

Audit Considerations:

• Compare current and prior-year estimates to identify inconsistencies.

• Assess whether changes in assumptions align with operational realities.

• Evaluate whether estimates consistently skew earnings in management’s favour.

• Perform industry benchmarking to assess whether the estimates are reasonable in comparison 

to peers and industry norms.

3. Significant Transactions Outside the Normal Course of Business

Executives may engage in unusual or complex financial transactions to distort financial 

performance or circumvent regulatory scrutiny. These include:

• Related-party transactions that lack economic substance.

• Artificially structured asset transfers to conceal financial distress.

• Backdated contracts that shift revenue across reporting periods.

Case Study: ABC Ltd.’s Off-Balance-Sheet Entities

ABC Ltd. used structured financial vehicles to hide liabilities and artificially boost profitability. The 

company collapsed when these fraudulent transactions were exposed, leading to one of the largest 

corporate bankruptcies in history.
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Audit Considerations:

• Scrutinize large, non-recurring transactions near reporting periods.

• Verify related-party transactions for legitimacy and transparency.

• Investigate transactions that disproportionately impact financial ratios.

4. Coercion and Intimidation of Accounting Personnel

Senior executives may pressure finance, compliance, or audit personnel to override controls by:

• Threatening job loss or career consequences for non-compliance.

• Suppressing whistleblower reports and discouraging disclosures.

• Exerting influence over internal and external auditors to manipulate findings.

Audit Considerations:

• Conduct anonymous employee surveys to assess undue influence.

• Review whistleblower complaints for signs of pressure.

• Ensure internal auditors have unrestricted access to management.

C. Audit Procedures for Detecting Management Override of Controls

1. Risk-Based Audit Approach

Since management override is an inherent risk in all audits, auditing standards require procedures 

to address this threat.
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Audit Procedure Description

Journal Entry Testing Reviewing journal entries for anomalies and 

unauthorized postings.

Reconciliation Reviews Ensuring financial records match supporting 

documentation.

Review of Significant Transactions
Scrutinizing large or complex transactions.

Analytical Procedures Comparing financial trends across reporting 

periods.

Related-Party Transaction Analysis Assessing the legitimacy of affiliated entity 

dealings.

2. Data Analytics for Fraud Detection

• Identify high-risk transactions using AI-driven forensic tools.

• Detect patterns in executive-led adjustments to financial data.

• Flag high-volume transactions during sensitive reporting periods.



D. Mitigation Strategies: Strengthening Controls Against Management Override of Controls

1. Enhancing Governance and Board Oversight

• Establish an independent audit committee to oversee financial reporting.

• Present the financial statements to audit committee and take acknowledgement.

2. Strengthening Whistleblower Protections

• Implement confidential reporting mechanisms for employees.

• Enforce zero-tolerance policies for retaliation.

3. Leveraging AI for Continuous Monitoring

• Utilize machine learning algorithms to detect anomalies.

• Deploy real-time transaction monitoring to flag unusual activity.

4. Conducting Surprise Audits and External Reviews

• Perform forensic audits on high-risk transactions.

• Engage third-party auditors for independent assessments.

Conclusion

Management override of controls represents a profound risk to corporate integrity, regulatory 

compliance, and financial transparency. While controls are designed to prevent fraud, they are only as 

effective as the governance structures that enforce them.

By implementing stronger board oversight, robust audit procedures, advanced fraud detection 

technologies, and a culture of accountability, organizations can fortify their financial reporting integrity 

and safeguard against the devastating consequences of control failures.

Ultimately, no control system is impervious to manipulation, but a proactive, data-driven, and 

governance-focused approach can significantly reduce the risks associated with management override.
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