Answer 1.

(i)
Fraud is the abuse of trust for personal gain.  It is a swindle, a cheat, a scam, fake, forgery, misappropriation, a deception.
There are four elements of fraud:

-a false representation of a material nature either by misstatement or omission of material facts;
-knowledge that the representation is false;

- the person receiving the representation has reasonably and justifiably relied on it;

- the receiving party suffered financial damage

· an internal act or omission designed to deceive others, resulting in the victim suffering a loss and or the perpetrator achieving a gain.

(ii)
Forensic accountants are needed by: corporate investigations; attorneys responding to criminal or civil legal actions; criminal matters where claims against individuals and companies such as white collar crime scams, bribes; and insurance claims.
(iii)
Fraud usually comes to light either:

- tip off persons outside the organisation telling the owner or manager what they had seen or heard on condition of anonymity;

-job rotation;

-persons take vacation;

-internal audit; and

-external audit.

(iv)
Five typical accounting cycles in business where fraud may leave an audit trail:

(a)
purchase and payment;

(b)
inventory and warehousing;

( c)
sales and collections;

(d) payroll and personnel; and

(e) capital acquisition and repayment.

Purchase and payment

-where there is a collaborative effort between an employee and vendor.  The vendor provides a bribe or kickback in return for continued business.  This is known as procurement fraud.  The bribe may be recovered by profits enlarged by replacing the products specified in the contract by sub-standard products, billing for work that has not been done, delivery of fewer products than ordered, increasing overhead expenses.

Inventory and warehousing

Ordering unnecessary goods and then stealing them for personal use blaming frud as occurring elsewhere in the company or damage inventory.

Sales and collections

Bills are given to customers for sales of goods or services and payments are collected.  However the following frauds can take place:
· theft of assets; ordering and delivery of goods other than the business;

· front- end frauds; direct customers to other businesses;

· outright theft of cash – unrecorded sales, overbilling;

· kickbacks to customers- underbilling

Payroll and personnel

This includes payment of ghost employees, filing false medical claims, overstating overtime, also the incorrect selection job applicants.

Capital acquisition and repayment

This cycle involves interest, equity and debt financing and bonus paymnts.  The frauds are committed at the management level and includes the misuse of interest earnings and or profits from financing; borrowing company money for personal use.
(v)
Frauds outside the accounting cycle:

-
management fraud – management can commit fraud through capital purchase and payment and manipulation of earnings reported on the financial statements prepared for investors and auditors; and

-
customer fraud- where customers submit false financial information on loan applications to banks and financial organizations.
(vi)
Six steps involved in fraud investigations:

-
obtain all related details and documents;

-
evaluate the allegation against the existing documentation;

-
assess the corporate environment in relation to the person in question;

-
evaluate the reasons or chances to establish a theory of fraud in a particular stage;

-
assess the quality and value of available evidence; and

-
talk to the concerned parties about the details and status of fraud.

(vii) Skills important for the successful practice of forensic accounting:

· accounting and auditing knowledge;

· capability to identify a probable scheme; ability to think like a criminal, to sense adnormality;

· investigative skills and mentality;

· clear understanding of what constitutes evidence that is being able to recognize or observe the rules of evidence in court, know how to conduct an investigation from start so that all evidence is provided in court;

· interviewing technique to manage a confession in a manner that the process allows the evidence to be admissible in court; and
· be able to present findings in either an oral or written form.

Answer 2

To distinguish forensic accounting, fraud auditing, and investigative auditing from financial auditing one should look at the definition of each.

Financial auditing is the process of evaluating the compliance of financial information based on regulatory standards such GAAPs..  

Fraud auditing is the process of identifying, preventing and rectifying deceitful activities.  Its aim is to determine if the discrepancy in the accounting records is due to human error or omission. Accounting records are inspected in search of fraud.
Investigative auditing involves the compilation of non-financial evidence such as testimony from interviews all relevant evidence is searched and examined.  This allows for the evaluation and measurement of losses or damages incurred as well as allow for the recommendation and implementation of corrective actions.
Forensic accounting includes the audit of all related accounting records carried out to find proof of a fraud.  It involves the investigation of non-financial evidence which allows for a written report to client for continued action.
Case Study

1. Investigation should start by:

(i) identify and collect all relevant information;

(ii) proper storage of the information collected;

(iii) interviews of all parties and document such; as well as
(iv) document the testimony of the secretary.
2. Documents that can help disclose the administrator’s fraud activities are:

(i) bank statements

(ii) cash book and ledgers;

(iii) budget to identify what funds were allocated for;

(iv) travel itenaries:

(v) job descriptions to identify responsibility and authority and allowances defined;

(vi) bills for meals and entertainment; and

(vii) donations and income register.

3.
To ensure objectivity and independence the forensic accountant to be hired should be chosen based on the following:
-
accounting qualification;

-
work experience;

-
investigative skills and knowledge of forensic accounting.

4.
The administrator should be interviewed after the relevant data collection, evaluation and analysis has taken place.

