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Foreword

FOREWORD

Over the last half decade, the world’s most celebrated startup ecosystems, from Silicon
Valley to Singapore, have delivered a parallel storyline alongside their innovation
headlines: billion-dollar companies unraveling under the weight of accounting failures,
governance lapses, and unchecked founder power.

The cases are varied in geography and sector, but strikingly consistent in pattern. The
collapse of FTX revealed a near-total absence of financial discipline at one of the fastest-
growing cryptocurrency exchanges. Luckin Coffee’s meteoric rise in China was undone

by fabricated sales, while Wirecard’s implosion in Europe exposed a decade of deceptive
reporting. Theranos, once the darling of U.S. biotech, fell apart when promised technology
failed to exist as claimed.

These are not cautionary tales reserved for a few bad actors; they are symptoms of
a deeper structural problem in high-growth ventures: the pursuit of speed, scale, and
valuation at the expense of foundational controls. With record capital inflows into
startups, governance has often been treated as an afterthought; something to be
“installed” later, once the company is big enough. The results have been predictable:
inflated valuations detached from operational reality, boardrooms ill-equipped to
challenge management narratives, and investors left to pick up the pieces.

In emerging markets such as India, similar vulnerabilities exist. The country’s startup
ecosystem has expanded at breakneck pace, attracting unprecedented investment
and producing a record number of unicorns. Yet, beneath the success stories, there have
been high-profile allegations and confirmed instances of financial misreporting, auditor
resignations, and governance disputes: each reinforcing the need for stronger guardrails
before companies reach critical scale.

What makes these patterns especially dangerous is their subtlety in the early stages. In
the initial rush of product-market fit and Series A funding, warning signs rarely appear as
smoking guns. Instead, they emerge as faint signals, quiet shifts in reporting practices,
unexplained transactions, or cultural cues that suggest dissent is unwelcome. When
ignored, these signals accumulate until they trigger full-blown crises.

This note does not retell every failure in detail. Instead, it examines the structural fault lines
that repeatedly enable such failures, drawing on lessons from both Indian and global
markets. The aim is to equip founders, boards, and investors with a framework to identify
risks early, strengthen governance before scale magnifies the stakes, and ultimately build
companies that can sustain growth without sacrificing integrity.

Thank you.
Yours faithfully

For Uniqus Consultech Inc.

Sandip Khetan

Co-Founder, Global Head of
Accounting & Reporting Consulting

Sagar Lakhani

Partner, Accounting & Reporting
Consulting
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EXECUTIVE SUMMARY

In the relentless quest for scale, many startups have built empires not on rock, but on
sand. For a moment, the sand holds; shored up by rounds of capital infusions, slick pitch
decks, and hockey-stick charts. But eventually, like all things standing on sand, the
foundation sinks under the weight of rising scrutiny.

Recent years in India’s startup ecosystem, much like their counterparts in Silicon Valley,
Dubai, or Singapore, have shown that rapid growth can mask fragile foundations.
Aggressive revenue recognition creates mirages of market dominance. Related-party
transactions quietly drain value. Weak internal controls give fraud a free pass. Boards
designed for cheerleading rather than challenging oversight become rubber stamps. And
when the truth does emerge, trust collapses overnight.

These failures are not born from lack of ambition, but from a dangerous imbalance where
innovation races ahead, governance lags behind. What emerges are companies that
look like unicorns from the outside but, on closer inspection, carry the structural integrity
of a house of cards.

This note identifies four recurring pitfalls in startup accounting and governance, the
telltale signs that precede potential challenges, and concrete steps to avoid becoming
the next cautionary headline.
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® The patterns are curiously familiar: e

The Mirage of
Numbers - Revenues
booked before they
are earned, inflated
to impress investors
and outpace rivals.

Warning signs:
Growth curves
misaligned from
cash flow reality,
receivables
ballooning out of
proportion, and an
unsettling pace of
change in CFOs and
auditors.

The Quiet Drains -
Related-party
transactions
camouflaged

as “strategic
partnerships,”
funnelling value
away from the
core business.

Warning signs:
Mysterious
payments to little-
known entities
linked to insiders,
“loans” to shell
firms, or vendor
addresses that
feel suspiciously
questionable.

The Control lllusion -

A ‘move fast’ ethos
that sweeps away
the guardrails,
leaving one person
as initiator, approver,
and bookkeeper.

Warning signs:
Management’s
unfettered override
of finance function,
absence of timely
financial reports,
and a constant
churn of accounting
adjustments.

The Boardroom
Blindfold - Oversight
bodies reduced to
ceremonial roles,
more cheerleader
than challenger.

Warning signs:
Boards composed
solely of insiders,
disregard for
whistleblowers,
and extravagant
executive behavior
unchecked by
fiduciary discipline.

We also draw parallels from global cases, showing that the problem is not uniquely
Indian; but the solution could be.

Bottom line: To promote a strong foundation, startup leaders, boards, investors,
and regulators must embed integrity into the startup’s DNA from its early stages.
This includes proactively instituting robust financial controls, transparent
governance practices, and a culture that values ethics as much as innovation.
The sections below explore each pitfall in depth and offer concrete indicators
and preventive measures, followed by global case comparisons and actionable
recommendations to fortify startups’ foundations for sustainable growth.
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Aggressive Revenue
Recognition: The
lllusion of Growth

1. AGGRESSIVE REVENUE RECOGNITION:
THE ILLUSION OF GROWTH

High-growth startups face intense pressure to show exponential revenue, sometimes
leading to overly aggressive or downright fraudulent operational and financial reporting.
By recognizing revenue too early or fabricating sales, a startup can project the illusion

of ‘growth’ needed for the next funding round. For example, investigations into China’s
Luckin Coffee revealed that management had “inflated the company’s revenue by around
$310 million” through fake transactions and documents. Under the pressure of relentless
growth targets, Luckin resorted to schemes like round-tripping (selling and repurchasing
assets to create sham sales) and even used friends, family, and shell companies as
phantom customers. Similarly, in 2023, SEC fined Newell Brands Inc. $12.5 million' for
misleading its investors by pulling sales into earlier quarters to meet targets and in 2024,
charged, Cloopen Group? - a cloud communication company, for accounting fraud
relating to premature recording of revenue on service contracts. Such acts, whether in
consumer brands or tech sectors, have often led to regulatory fines, reputational damage,
and valuation or a stock price collapse, serving as stark cautionary tales for startups
worldwide.

Fraud Red Flags - Revenue Manipulation:

Unusual patterns in financials often foreshadow revenue misreporting. Startups
reporting rapid sales growth without corresponding increase in cash flows warrant
scrutiny, particularly when revenue spikes are accompanied by a surge in accounts
receivable, suggesting revenue is being recorded without actual cash collections.
Sudden growth that is concentrated at quarter-end or driven by a small number of
customers may point to practices such as channel stuffing or fictitious sales. In some
instances, companies have been found invoicing non-existent customers or vendors,
cases observed in certain auto services and payment tech companies in India, to
artificially inflate revenue. Frequent changes in statutory auditors or multiple auditor
resignations or CFOs within a short period are also red flags. Such resignations, often
citing delays in financial reporting or questionable transactions, may reflect deeper
issues such as accounting irregularities or management’s resistance to independent
scrutiny. It is worth noting that the financial statements frauds, despite being the least
common, are the costliest ones with median value of $766,000°.

Preventive Controls and Practices:

Startups must embed disciplined revenue recognition practices from the very
beginning. Clear accounting policies should ensure that revenue is recognized only
when it is both earned and collectible, in line with established accounting standards.
Founders and CFOs should closely link revenue reporting to actual cash flow,
monitoring key metrics such as Days Sales Outstanding (DSO) to identify situations
where reported sales significantly exceed cash collections.

Boards and audit committees should review revenue figures regularly and in depth,
probing management on large new deals, sudden growth spikes, or unusual deferred
revenue balances.

Above all, fostering a culture grounded in realism is essential. Management must
resist the temptation to “manage the numbers” through aggressive or misleading
accounting, as such short-term tactics often result in long-term damage.

Robust internal reporting systems that reconcile revenue with cash inflows and
operational metrics, such as user activity or unit sales, can help quickly surface
discrepancies, reducing the risk of building a business on unsustainable financial
narratives.

1 https.//web.archive.org/web/20230929172703/https.//www.sec.gov/news/press-release/2023-210
2 https://www.sec.gov/files/litigation/admin/2024/34-99483 pdf

3 Occupational Fraud 2024 Report by Association of Certified Fraud Examiners (ACFE)
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2. Related-Party
Transactions: Conflicts
and Hidden Dealings

2.RELATED-PARTY TRANSACTIONS:
CONFLICTS AND HIDDEN DEALINGS

Related-party transactions (RPTs) — Related party transactions involving founders or key
executives represent a persistent governance risk for startups. When a startup engages
in business with entities in which insiders have a personal interest, such as a founder’s
other venture, a family member’s firm, or a shell company under their control, it introduces
a fundamental conflict of interest that is vulnerable to abuse. These arrangements can
be used to divert funds through seemingly legitimate transactions or to inflate revenue
through friendly counterparties.

A notable example is the Luckin Coffee fraud, where management orchestrated sales

to affiliated companies and shell entities to fabricate revenue, using related parties

to simulate business activity. In India, several high-profile startup controversies across
sectors like edtech, fintech, medtech, and EV mobility have involved similar misuse of
related party dealings such as diverting funds to offshore funds or providing loan to
family-owned companies. Even prominent global startups are not exempt. WeWork’s co-
founder, Adam Neumann, notoriously had the company lease properties he personally
owned, effectively channelling corporate funds into his own real estate holdings*.

Such non-arm’s-length transactions not only compromise financial integrity but also
undermine investor confidence and long-term enterprise value. Strong governance
frameworks, clear disclosure policies, and independent oversight are essential to mitigate
these risks.

Fraud Red Flags -

Attentive stakeholders can often detect red flags indicating potential abuse of
related-party transactions (RPTs). One key indicator is the presence of large or
recurring payments to entities that are not clearly established, legitimate vendors,
particularly when further scrutiny reveals shared addresses, common ownership, or
overlapping directors with the startup.

Another major red flag is unjustified loans or advances made to executives or their
relatives, as infamously demonstrated at WeWork, where co-founder Adam Neumann
received personal loans funded by the company itself*. Similarly, unusual investments
or asset purchases that disproportionately benefit a founder’s side business should
invite further inquiry.

Startups that conduct significant business with a single customer or supplier,
especially one with undisclosed ties to management, raise serious concerns about the
integrity and independence of such arrangements.

Finally, unexplained or material entries in financial statements under “other
receivables” or “other payables” may signal undisclosed related-party dealings, with
funds quietly shifting between entities under common control.

Robust disclosures, independent oversight, and a commitment to transparency are
essential to prevent such governance failures from undermining investor trust.

4. https://www.forbes.com/sites/michaelperegrine/2019/09/17/wework-and-the-value-of-effective-governance/
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e Controls and Practices:

While statutory safeguards, such as conflict-of-interest policies, audit committee
or independent board approval of significant related-party transactions and
maintaining a register of related parties, form the foundation of governance,
startups should go further to protect against abuse.

Implementing a robust whistleblower mechanism is critical. Empowering employees
to anonymously report suspicious transactions can be highly effective; in fact, global
data shows that 43% of fraud cases are uncovered through tips, making it the most
effective detection method, nearly three times more efficient than other means®.

Investors and board members should also demand transparency in fund flows. For
example, capital raised through financing rounds should be earmarked for defined
business purposes and not diverted into opaque investments or transferred offshore
without appropriate approvals.

In venture deals, it is increasingly standard to include protective covenants, such
as mandatory conflict disclosures, approval rights over material related-party
transactions, and limits on capital deployment flexibility.

By ensuring all significant transactions are subject to independent oversight and
by bringing insider dealings into the light, startups can steer clear of the destructive
cycle of self-dealing that often derails promising ventures.

5. Occupational Fraud 2024 Report by Association of Certified Fraud Examiners (ACFE)
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3. Internal Control Lapses:
A Weak Financial
Foundation

3.INTERNAL CONTROL LAPSES: A WEAK
FINANCIAL FOUNDATION

In the rush to grow, many companies, especially in their early stages, overlook the
importance of internal controls: the basic checks and balances that prevent fraud,
error, and financial mismanagement in day-to-day operations. Startups often function
informally, with lean teams where founders wear multiple hats, a single individual may
oversee all financial matters, and operational processes remain ad hoc.

While this agility can be a strength in the early days, the lack of formal controls becomes
a serious liability as the business scales. Without proper oversight, embezzlement,
unauthorized transactions, and accounting errors can go undetected, until they escalate
into full-blown crises.

A striking example is the collapse of FTX, the cryptocurrency exchange®. FTX lacked
fundamental internal controls: it had no segregation between its exchange and trading
affiliate, commingled customer and corporate funds, maintained poor records, and
astonishingly, managed billions of dollars using tools like Slack and QuickBooks. The result
was catastrophic, resulting in billions in losses and a bankruptcy that rattled investors and
regulators worldwide.

While FTX represents an extreme case, smaller-scale control failures are far more
common. From startups where a lone employee funnels payments to fictitious vendors,
to companies that uncover major gaps in cash or inventory only when it’s too late, these
incidents highlight the dangers of underinvesting in financial discipline.

Establishing even basic internal controls early, such as dual approvals, reconciliations,
and audit trails, can protect growing companies from preventable, and often devastating,
consequences.

Fraud Red Flags - Control Weaknesses:

Warning signs of internal control issues often appear both in a company’s culture
and its financial data. A key operational risk is inadequate segregation of duties, for
example, when a single individual is able to initiate, approve, and record payments.
This concentration of control makes it alarmingly easy to conceal fraud.

Frequent unexplained accounting adjustments or repeated restatements of financial
statements point to errors or manipulations that are not being identified in real time.
Similarly, delays in financial reporting, such as taking excessive time to close the books
or produce audited statements, may reflect poor internal systems or management’s
reluctance to expose problematic transactions.

On the cultural side, high turnover in finance or key operational roles can suggest
internal unrest, where employees are either overwhelmed or uncomfortable with
questionable practices.

From a quantitative perspective, several red flags stand out: strong reported sales
paired with weak or deteriorating cash flows, inventory write-offs, or significant
variances between management-reported numbers and audited financials. These
discrepancies often signal that internal controls are either ineffective or not being
enforced.

Robust internal controls aren’t just about compliance, they're essential for protecting
the integrity of financial reporting and sustaining long-term investor confidence.

6. https://www.reuters.com/technology/ftx-ceo-detail-unacceptable-management-practices-congressional-testimony-2022-12-12/#:~:text=Ray %20in%2

his%20prepared%20remarks,grossly%20inexperienced%20and%20unsophisticated%20individuals
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A Weak Financial
Foundation

ve Controls and Practices:

Even with limited resources, startups and growing companies can establish
fundamental internal controls that lay the groundwork for financial stability

and governance. A critical starting point is segregation of duties, key financial
responsibilities such as approving expenditures, signing checks, bookkeeping, and
reconciling bank accounts should be distributed across individuals or require dual
approval. Today’s fintech tools make this easier and affordable, enabling workflows
where, for instance, one person initiates a payment and another approves it,
minimizing the risk of lone-wolf fraud.

As startups scale, standardizing processes becomes essential. This includes using
reputable accounting software with audit trails, engaging external accounting firms,
performing monthly bank reconciliations, and maintaining thorough supporting
documentation for all transactions.

Regular internal reviews or audits, even if conducted quarterly by an external
consultant, can identify control weaknesses early, before they escalate into serious
issues. Equally important is the tone at the top: when founders consistently follow
financial protocols and emphasize integrity, that behaviour cascades throughout
the organization.

An anonymous whistleblower program is another high-impact, low-cost safeguard.
Such programs are proven fraud deterrents, globally, 43% of fraud cases are
detected via tips, more than any other method. Their effectiveness is amplified
when employees trust that management encourages reporting and protects
whistleblowers from retaliation.

As the organization matures, particularly after a Series B or C fundraise, it becomes
critical to hire experienced finance professionals (such as a controller or CFO),
establish an audit committee at the board level, and, if necessary, engage an
external accounting advisor to navigate complex reporting requirements and
accounting standards.

Investing in internal controls delivers measurable returns. Research shows that
companies with strong compliance frameworks save an estimated 5-6% of annual
revenue that would otherwise be lost to fraud. Globally, over 50% of fraud cases are
attributed to either a lack of internal controls or override of existing ones’.

In short, strong controls are not red tape, they are an essential form of risk insurance
that turns a startup’s financial footing from sand into bedrock

7. Occupational Fraud 2024 Report by Association of Certified Fraud Examiners (ACFE)
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4, Governance and
Oversight Failures: The
Human Factor

4, GOVERNANCE AND OVERSIGHT
FAILURES: THE HUMAN FACTOR

Beyond technical accounting lapses, many startup or corporate failures can be traced
back to deeper governance breakdowns, boards that fail to exercise effective oversight,
leadership cultures that prioritize unchecked growth over ethical conduct, and founders
who resist any limits on their authority.

Startups often begin as founder-driven ventures, where agility and speed take
precedence. However, as they raise capital and scale operations, failing to evolve
governance structures poses significant risks. Several high-profile cases have exposed
how founders treated their companies as personal fiefdoms, taking on corporate loans
to fund extravagant lifestyles or engaging in reckless spending, while boards, composed
largely of insiders or loyalists, stood by without meaningful challenge, offering the illusion
of governance rather than genuine accountability.

The case of Theranos illustrates this dynamic vividly: the company’s board, though
prestigious on paper, lacked the expertise or will to question its core technology claims®.
In many emerging-market startups, governance is similarly compromised, with boards
populated by friends, family, or close associates of the founder, creating an environment
where questionable practices go unchallenged until the business unravels.

As startups mature, robust governance must follow. Independent directors, strong audit
and risk committees filled with financially literate and expert members, and a culture that
welcomes dissent are not optional, they are essential guardrails that protect the business,
its stakeholders, and its long-term viability.

Red Flags - Governance and Culture Issues:

While cultural and governance failures are often difficult to detect from the outside
until a crisis erupts, there are several warning signs that can suggest deeper issues
beneath the surface.

Board composition is a key indicator. A board lacking truly independent directors, or
where the founder wields outsized voting control, may struggle to provide objective
oversight. If strategic decisions are effectively centralized with the founder or CEO and
the board functions as a rubber stamp, the concentration of power significantly raises
governance risk.

Opacity and resistance to oversight are also telling. When management avoids
regular reporting, sidesteps difficult questions, or discourages dissent, whether from
within the company or from investors, it signals an unhealthy governance culture. A
climate of fear or silence, where bad news is buried and only positive updates flow
upward, often reflects a lack of psychological safety and declining ethical standards.

Startups that incentivize performance solely on aggressive growth targets, without
balancing these with compliance, risk, or integrity metrics, can unintentionally foster a
culture where cutting corners becomes normalized. A “growth-at-all-costs” mentality,
especially when modelled by leadership, can cascade through the organization,
pressuring employees to hide losses, inflate metrics, or bypass controls in order to
meet expectations.

Finally, frequent turnover in critical roles, such as CFOs, heads of compliance, or legal
officers, or public disputes between founders and investors, particularly over financial
or governance issues, are clear signs of underlying strain.

Recognizing these red flags early can help investors, employees, and stakeholders
take proactive steps before cultural drift becomes a crisis.

8. https://pubs.sciepub.com/jbe/12/1/1/index.html
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Strengthening Oversig nd Culture:

Addressing governance challenges requires deliberate effort as a company scales. It
starts with professionalizing the board early. Appointing truly independent directors,
unaffiliated with management or major investors, can bring objective oversight and
valuable expertise in areas like risk, finance, and compliance. Independent board
members are more likely to ask tough questions and hold leadership accountable,
as they are not constrained by loyalty to the founder. Investors can support this by
leveraging their board appointment rights to place seasoned operators or financial
experts on the board.

Second, clearly define roles and decision-making authority. As companies grow,
founders must transition from concentrated control to structured delegation,
empowering capable leaders in finance, compliance, and operations. A balanced
power dynamic between the CEO, board, and investors, where each can challenge
the other constructively, fosters a healthier, more resilient organization.

Third, set the tone at the top. Develop and actively promote a code of conduct that
prioritizes ethical behaviour, not just adherence to the legal minimum. Leaders must
model these values in practice. Formal mechanisms such as whistleblower programs
and open-door policies reinforce a culture of transparency, where issues can be
raised early without fear of retaliation.

Startups reaching a certain scale should consider forming an advisory audit
committee, even informally. A combination of an investor director and an
independent advisor can provide a forum for regular review of key financial,
compliance, and internal control matters, well before the need for a full-fledged
governance apparatus.

Lastly, invest in governance education. Many founders and first-time executives
may not fully understand fiduciary responsibilities or best practices. Offering

basic training or connecting them with experienced mentors, such as former
entrepreneurs, board members, or regulators, can help build a culture grounded in
integrity and long-term thinking.

The ultimate goal is to bake integrity into the company’s DNA, rewarding not only
performance, but also the way it is achieved. Startups that balance ambition
with accountability are far better positioned to scale sustainably and avoid the
reputational and operational risks of governance failure.
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5.GLOBAL COMPARISONS: PATTERNS
AND RESPONSES WORLDWIDE

Accounting and governance challenges are not confined to any one geography, they are
a global phenomenon affecting startups across markets and sectors. Despite differing
cultural, regulatory, and market dynamics, similar patterns of misconduct and oversight
failures continue to emerge, often with local nuances and varying regulatory responses:

United States & Silicon Valley

In the U.S., even in a mature ecosystem like Silicon Valley, high-profile collapses have
exposed serious governance gaps. The Theranos scandal’ revealed how a charismatic
founder could mislead investors and a prestigious board, despite having little validated
technology. While more of a tech fraud than an accounting one, the case underscored the
dangers of inadequate oversight and blind trust.

Historically, private startups in the U.S. have faced limited regulatory scrutiny until
preparing for a public listing. However, this is changing. High-profile debacles such as
WeWork and the U.S.-listed Luckin Coffee (a China-based startup) have prompted greater
vigilance. Venture investors are now increasingly incorporating governance provisions
into term sheets, including requirements for audited financials, the establishment of

audit committees, and enhanced reporting®. The U.S. Department of Justice’s corporate
compliance guidelines, once limited to large companies, are now being adopted by
forward-thinking startups as best practice frameworks™.

China and East Asia

China’s startup ecosystem has experienced growing pains tied to rapid scaling and
insufficient financial discipline. The Luckin Coffee scandal in 2020, was a watershed
moment and it led to executive arrests in China and triggered greater scrutiny from global
investors and regulators.

In China and parts of East Asiq, related-party transactions and opagque ownership
structures, often tied to family-run business cultures, have raised concerns. Founders in
some Southeast Asian and Indian startups, for instance, have diverted funds to affiliated
entities, echoing traditional corporate governance issues in the region.

Markets like Singapore and Hong Kong are responding by issuing governance guidelines
for startups and unicorns, recognizing that attracting global capital requires robust
transparency and controls.

9 https://pubs.sciepub.com/jbe/12/1/1/index.html|
10 Venture capital journal
11 Venture capital journal
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India and Emerging Markets

India’s vibrant startup ecosystem has seen rapid growth but also recurring governance
failures. Recent scandals have involved inflated revenues, sham vendor payments, and
misuse of funds. In one notable case, an auto services startup admitted to overstating
revenue and laid off a majority of its staff following investor intervention.

These events have led Indian venture capital firms to take a more active role, insisting

on compliance checkpoints, conducting forensic audits when red flags appear, and
exercising board rights more assertively. However, enforcement in many emerging markets
remains inconsistent, making investor diligence and founder integrity even more critical.

A lasting solution requires not just stronger rules, but a cultural shift toward accountability
and ethical leadership.

Europe and Beyond

Europe has had fewer startup scandals, but not fewer risks. Germany’s Wirecard, a fintech
unicorn-turned-public-company, collapsed after years of fabricating revenue and cash
balances, despite auditor involvement. Its failure prompted the EU to strengthen auditing
standards and expand whistleblower protections.

In response, European investors are now embedding governance safeguards earlier,
including appointing independent board chairs and adopting more structured
compliance protocols. Countries like France and Germany, with stricter corporate norms,
are helping set the tone for startups even before they reach IPO stage.

Globally, cross-border investments are spreading governance expectations. A Silicon
Valley VC backing an African fintech or a Japanese conglomerate investing in Latin
America will often bring along compliance checklists, reporting templates, and board
structures, effectively exporting higher standards worldwide.

A common thread: Integrity is non negotiable

Across markets, one pattern is clear: when governance and integrity are weak, collapse is
inevitable, whether through regulatory enforcement, investor backlash, or internal failure.
Conversely, startups that institutionalize sound accounting and governance practices
not only avoid scandals, but also enjoy smoother capital raises, stronger investor
relationships, and greater credibility in global markets.

In the next section, we outline practical, actionable recommendations to help startups
and their stakeholders build strong foundations, no matter where they operate.
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6. RECOMMENDATIONS: EMBEDDING
INTEGRITY INTO STARTUP DNA

To build companies that endure, not castles built on sand, startups must embed integrity
and accountability into their culture and operations from day one. The following
recommendations offer an actionable roadmap for founders, boards, investors, and
regulators to strengthen financial discipline and governance as companies scale:

n Establish Rigorous Financial Controls Early:

Even in the earliest stages, startups should implement basic financial protocols:
Use reputable accounting software with audit trails.

Require dual approvals and segregation of duties for significant payments to
ensure checks and balances.

Conduct monthly reconciliations and periodic internal reviews.

Founders: should avoid managing finances through informal or ad hoc
methods. Instead, invest in a finance function that handles proper bookkeeping,
reconciliation, and reporting.

Investors: can encourage (and budget for) these controls in portfolio companies.
Research suggests that organizations with strong compliance save over 5% of
annual revenue lost to fraud and inefficiencies™

6. Recommendations:

Embedding Integrity
into Startup DNA

n Implement Clear Revenue Recognition Policies

Set transparent, standardized guidelines for when and how revenue is booked,
aligned with applicable accounting standards:

Clarify recognition points (e.g., upon delivery or completion).
Specify documentation required for revenue entries.

Include treatment of refunds and reversals.

Founders: should challenge management to validate revenue with supporting
metrics like cash collections, usage data, or contract deliverables. If non-standard
KPIs like GMV or ARR are used, demand transparency in definitions and calculations.

Regulators: may consider requiring large private startups to undergo audits or file
limited financial disclosures to preemptively deter misreporting.

12 Occupational Fraud 2024 Report by Association of Certified Fraud Examiners (ACFE)
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ﬂ Strengthen Board Oversight and Independence

Governance structures should evolve with scale:
Add at least one independent director or board advisor early.

Form an audit committee to review financials, compliance matters, and
related-party transactions.

Founders: should see independent oversight not as interference, but as a strategic
advantage that adds credibility and protects against costly missteps.

Investors: should use their board rights to avoid echo chambers, ensuring diverse,
skilled, and independent voices (e.g., someone with audit or risk experience) are at
the table.

Enforce Conflict of Interest and Related-Party Policies

Establish a clear Code of Conduct requiring annual (and ad hoc) disclosure of
potential conflicts:

Prohibit undisclosed transactions with entities tied to executives or their families.

Require board review and shareholder disclosure for all related-party
transactions.

Management: should proactively disclose any relationships with vendors,
customers, or partners, even perceived conflicts deserve transparency.

Boards: should vet any insider-affiliated transaction carefully. When such deals are
unavoidable, insist on third-party pricing validation, document rationale, and ensure
ongoing monitoring.

n Embed a Culture of Ethics and Transparency

The tone at the top is critical. Leadership must:
Prioritize long-term trust over short-term optics.
Encourage open communication and reward those who raise issues.
Avoid creating a climate where only “‘good news” flows upward.

Implement anonymous whistleblower programs (e.g., third-party hotlines) and
ensure employees understand that retaliation will not be tolerated.

Investors: should assess cultural health during due diligence and board
interactions: Ask whether there’s a whistleblower policy, how compliance failures
are handled, and whether ethics are truly embedded in operations. Startups
that demonstrate strong governance can be rewarded, with better valuations,
preferred terms, or greater investor confidence.
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n Demand Quality Audits and Transparency in Reporting

For growth-stage startups (approaching unicorn status or preparing for IPO), robust
controls and credible reporting are essential:

Engage qualified accounting firms and avoid auditor “shopping.”

Foreword X o .
Treat audits as a tool for trust-building, not a formality.

Executive Summary - Ensure audit committees engage with auditors independently of management.

Where issues arise, such as misstatements or control failures, address them
1. Aggressive Revenue transparently, including restating financials if necessary.
Recognition: The

lllusion of Growth . . . . . . .
Adopt integrated reporting, aligning operational KPIs with financial performance.

For example, if user growth is stagnant but revenue is rising sharply, the board

Related-Party should understand, and challenge, those trends.
Transactions: Conflicts

and Hidden Dealings

N

3. Internal Control Lapses:

A Weak Financial

Foundation Regulatory and Ecosystem Support: Regulators and industry bodies:

Regulators and industry bodies play a key role:

~

Governance and
Oversight Failures: The ) ) ) )
Human Factor - Publish governance guidelines tailored for startups.

Require enhanced disclosures for large private startups (e.g., crossing certain

5. Sﬁ?@?‘mgzmo”so“b\i revenue or funding thresholds), such as annual governance and compliance
Responses Worldwide reports.

Expand whistleblower programs beyond public companies to protect startup
6. Recommendations: em ployees
Embedding Integrity
into Startup DNA
Accelerators, incubators, and venture associations can embed governance

modules into founder training programs, positioning governance as a competitive
Conclusion advantage, not a compliance burden.

Across all markets, one principle holds true: proactive governance is far more effective
than crisis management. By anticipating and addressing accounting and governance
risks early, startups can avoid reputational disasters, attract long-term capital, and build
enduring value.

Companies that institutionalize integrity don’t just survive, they scale with confidence and
credibility.
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CONCLUSION

In the final analysis, building a successful enterprise isn't just about bold ideas or rapid
scaling, it's equally about the strength and integrity of the foundation. Financial discipline,
transparent reporting, and effective oversight are not optional extras; they are the
bedrock of sustainable growth.

Startups that embed these values early can chase ambitious goals with confidence,
knowing their foundation won’'t crack under pressure. Conversely, companies that
prioritize scale while neglecting governance risk seeing their lofty ambitions unravel, often
under the harsh light of investor scrutiny or regulatory intervention.

The recent wave of corporate misreporting scandals has made one thing clear: markets,
regulators, and stakeholders are no longer willing to excuse governance failures as the
“growing pains” of an early-stage company. In today’s environment, trust is a startup’s
most valuable currency, whether when pitching to investors, winning customers, or
attracting top talent.

Embedding integrity into a company’s DNA is not a cost, it is an investment in long-term
resilience and reputation. A startup with clean books, accountable leadership, and a
culture of honesty will not only avoid controversy but will also position itself to raise better
capital, recruit stronger teams, and scale with credibility.

By learning from past failures and acting on early warning signs, founders, boards, and
investors can build companies not on shifting sand, but on solid rock. In doing so, they
pave the way for startups that deliver both innovation and integrity, and that are built to
endure, not just to grow.
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