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Assessment 12
Question 1.

Give short answers to the following questions:

I. What does internal auditor do?
The Internal Auditor supports management by determining whether the organization has adequate internal controls such segregation of duties, assist in the prevention and detection of fraud and plays a pivotal role in fraud investigations because of their knowledge of business.  He or she is part of the internal audit team which has a centralized and objective function of review operations in compliance with various regulatory procedures and reports to an audit committee its findings and recommendations. 

The internal audit function is guided by standards such as SAS 99 - Consideration of Fraud in a Financial Statement Audit which emphasizes that auditors should exercise professional skepticism and identify risks that may result in a material misstatement due to fraud by brainstorming, asking management and performing analytical procedures. It also stresses that auditors should assess the risk of fraud after taking into account an evaluation of the firm's programs and controls and should adapt the audit based on the findings of the evaluation.

The Internal auditor therefore collect documents, analyze them for authenticity, corroborate evidence test and analyze data by sampling and interviewing.  They also manage documents, plan schedule create and follow up on audit steps, resolve issues, record and communicate results to audit committee. 

II. How do forensic accountants work with the external auditor?
The forensic accountant works with the external auditor to acquire information on the latter’s opinion on the financial operations of the organization.  The external auditors would have useful source of information on the company based on their experiences, such as company’s areas of risk, its business processes, documentation on systems, personnel and their issues thus providing a starting point for the investigation. Access to their working papers and staff that will give them a better understanding of the organizational culture and personnel.  The forensic accountant relies on the current relationship of the external auditor and company for a successful and effective communication during the investigation.
III. What are the objectives of internal auditors in forensic investigations?
The objectives of the internal auditors in the forensic investigations are:

(i) assist the forensic investigators in conducting interviews;

(ii) assist in making recommendations to the audit committee on the way forward for the organization because of the alleged fraud.

These objectives can be achieved because of the internal auditors skill set in auditing, project management and knowledge of the company and its systems.  

IV. What is the role of forensic accounting investigators when working in a forensic team?
The role of the forensic accounting investigators when working in a forensic team is to find the facts and express an objective opinion, and not reach to conclusions.  This can be achieved by:

(i)
taking directions from their employers (legal counsel, audit committee, government agency) such as conducting interviews where accounting issues surface;
(ii)
setting the scope and parameters of the investigation;

(iii) ensure that they apply the agreed to procedures for the investigation; and
(iv) remain objective.

For example in the Al Capone 1920s case – The Federal Bureau of Investigations employed more than 500 agents who acted as forensic accountants. During a six-month period, they examined potentially suspicious financial transactions, involving dealings with enemies of the US totaling more the $500million. The investigations were centered on potential violations of federal government contracts that resulted in excess profits through fictitious accounting, which ultimately resulted in convictions, fines and prison sentences.
Question 2.

How does a forensic accounting investigator work with lawyers?
The forensic accounting investigators work with the lawyers to ensure a successful conclusion of the investigation by establishing their roles in the process.  They are both involved in setting up, managing and organizing the investigative team to ensure collaboration in the investigative team, which would assist in managing the expected high-pressure environment of the investigation and possible public scrutiny both inside and outside the organization.  The roles are as follows:
(a)
The forensic accounting investigator:

(i) understands who are the members of the forensic team;
(ii) knows their role and responsibility to the other members;

(iii) identifies the extent and source of any external agencies such as law enforcement; securities exchanges; inland revenue department; 

(iv) is aware of legal ramifications for example, the extent of privilege, criminal charges, extradition;
(v) concurs with established timelines;

(vi) provide skills in planning and conducting a financial crime investigations;

(vii) has expertise in accounting, regulatory auditing, internal controls, and financial analysis;

(viii) has or can out-source data mining and analysis of the company’s books, records and electronic data;

(ix) experience in forensic document examination;

(x) assist in the preparation of draft and final reports.

(b)
The lawyer:

(i)

identifies the forensic team;

(ii)

establishes the timetable with the board of management or directors or audit committee;
(iii)   communicate timetable with forensic team and track their progress in the investigation;

(iv) compile, submit and track request of required documentation by the forensic team;

(v) organize and manage client and team meetings;

(vi) co-ordindate and prepare final report with input from all team members;

(vii) establish and maintain communication with all parties: board of directors, audit committee, trade unions, law enforcement, other legal counsel, and regulatory authorities.

Question 3.

What is the importance of privacy in forensic investigations?  And which measures could be taken to achieve this?

Privacy is of paramount importance to the outcome of a forensic investigation, any leakage of information, to the alleged suspect/s, to the media or competitors can be disastrous.  
Evidence, can be destroyed or the alleged fraudsters escape and the financial crime goes unprosecuted and or damages not remedied.  For example in the WorldCom Case - WorldCom’s internal auditors suspected a problem and began to delve into the matter with appropriate care once the SEC began asking questions. They took careful steps with the evidence to preserve its integrity. They also saved evidence by copying incriminating information onto a CD-ROM for storage; and they leaked nothing to people outside the investigation.  However in the Case of Enron – in the revelation of accounting regularities raised by the SEC and the media focus, the Auditors Arthur Andersen destroyed documents and correspondence related to the Enron engagement.
However there are measures, that can be taken to achieve the needed privacy to ensure a successful conclusion by way of prosecution of criminal charges or the awarding of damages to victims.  These are:

(i) notification of the alleged fraud to the audit committee/ internal legal counsel immediately;
(ii) establishment a chain of custody for evidence gather before and during the investigation as well as storage of evidence gathered either on or off site. For evidence to be accepted in court it must be well handled.  Identify each document and log it into a document tracking system, that is to track each item, noting when, how, from whom it was received, where the document is kept, whenever it leaves the care ,custody or control of the investigator;

(iii) the number of people being aware of the investigation and its’ developments should be limited to the forensic investigating team;

(iv) disclosure of information throughout the investigation may be required but only through the person or entity identified by client to do so to the relevant authority the SEC, border patrol, etc;

(v) establish a confidential hotline to ensure the provision of information from both the internal and external public; and
(vi) formulate and implement a fraud policy that identifies what constitutes a fraud and how it should be dealt, with the inclusion of a whistle-blowing policy, where necessary.
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