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Assessment 1
Q.1: Short Questions:

I. Fraud is when someone takes advantage of an opportunity to misuse the assets of others for their personal gain.  They may try to excuse it based on their personal circumstances, but in the end it is really a result of greed.  An example of fraud would be someone stealing inventory from the business and then falsifying records to cover up the crime.  In this case, the firm’s assets wasn’t only misappropriated for personal gain, but the financial records would also so be falsified. Weak internal controls can sometimes leave room for opportunities of fraud which would cause the business to experience damages.  Therefore, tighter internal controls can be a deterrent for individuals that seek opportunities to conceal a fraudulent act and then rationalise their greed.  Another dimension of fraud is corruption where people can bribe, blackmail or use their position of influence to achieve personal gain.  Fraud always takes an unethical route in order to provide additional benefit to the fraudster.

II. Forensic accounting requires an individual that can combine their knowledge and skills of accounting, auditing and investigation to detect if a fraud has taken place, who were involved and the magnitude of the fraud.  Accounting is a profession that is governed by a body of rules and procedures that a forensic accountant need to know.  It is necessary for him to have a proper understanding of the financial statements.  Auditing skills would help him analyse these financial statements to ensure that there is a reasonable assurance that they are free from misstatements and therefore reliable.  However, auditing is still a part of accounting and is governed by rules.  A forensic accountant however, needs to think ‘outside of the box’ to be able to detect financial issues that may lead to legal issues.  That is where the investigative skills play an important role.  They have to think like a criminal, beyond the accounting rules, in order to be good at their job.  Their investigations can be used by lawyers in court of law to support their arguments.

III. A forensic accountant should be competent, ethical and have professional scepticism which includes alertness and a questioning mind to determine if a fraud has occurred, how it was conducted and how it was concealed.  They should also have interpersonal skills so that they can get information out of others during interviews.  Common sense and the ability to sense that something isn’t right even though it appears correct on the financial statements, would aid them in their detective skills.  Thinking creatively, being innovative and flexible with their investigating strategies could help them figure out schemes that would ordinarily be hidden.  Keeping a calm spirit in the face of adversity would also help them to focus and not get emotionally involved.  Additionally, forensic accountant need to be methodical in their approach to gathering evidence.  Their evidence should be able to stand up in a court of law and they should have the ability to defend it in simple terms.

IV. The basic steps involved in fraud investigation are:
1. Accepting the investigation: Ensuring that the investigating team is competent and independent of the firm being investigated.
2. Planning the Investigation: Determine the objectives to identify the fraud, who is involved, the extent of the loss, evidence and how to prevent it from re-occurring.
3. Gathering Evidence: Internal Controls should be reviewed and substantive procedures like analytical calculations should be followed in order to obtain evidence.  Once evidence is gathered through the correct chain of custody, it must be secured to avoid tampering. 
4. Reporting: Once the investigation is completed, a report highlighting each objective would submitted.
5. Court Proceedings: Forensic accountants maybe required to explain their procedures and evidence in a court of law in non-accounting terminology.

V. Forensic accounting requires someone who is not only an expert in accounting but also familiar with legal matters.  The person can investigate all financial matters that may lead to a legal issue.  Fraud auditing is one aspect of Forensic accounting that focuses mainly on the white collar crimes related to fraud.  Investigative and Financial Auditing on the other hand focusses on accounting aspects related to the financial statements.  However Financial Auditing ensuring that firms comply with IFRS and regulatory standards so that their Financial Statements are deemed reliable. Investigative Auditing focuses on a particular department or section once suspicious accounting activities have been detected.  It requires a more in-depth review than financial auditing.


Case Study
1. Once the secretary informs the Board of the misappropriation of assets by the Administrator, the Board should hire a forensic team (due to the high position of the Administrator) to be investigate the allegations, gather the appropriate evidence and determine the value of the loss to the institution.  Additionally, the forensic team would also suggest some ways to prevent future re-occurrence.  An example can be to never allow an Administrator ultimate authority over all items payable from the Board’s annual budget. 

2. Documents that can help disclose the administrator’s fraud activities are:
· Expenditure reports submitted for mileage along with the bills for the leased car during the same time period.
· Board’s Credit Card bill showing the gas expenditure
· Bills that were submitted for meals and entertainment during the weekend and repairs to his car. 

3. The forensic accountant to be hired should be independent of the school, its Board and the Administrator. He should be competent with the investigation techniques and the legal requirements necessary for the job.  He should also have experience with gathering and securing the necessary evidence.  A knowledge of how a school system operates should be an additional requirement.

4. Yes the Administrator should be interview with the purpose of obtaining a confession.  This should only be done once sufficient evidence is gathered to prove the misappropriation of assets.  Investigators should avoid any confrontation with the Administrator before they can substantiate their findings.
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