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Question 1 – I – What is fraud ?
The UK Serious Fraud Office defines fraud as ‘abuse of position, or false representation, or prejudicing someone’s rights for personal gain’. 
The key components of fraud are a deliberate act to gain a personal benefit, which the individual or group would not otherwise have been entitled to. Fraud takes many forms e.g. a salesman claiming for expense which are outside the company expense policy; a payroll officer processing pay for a ghost employee and taking the payment for themselves; a scam where people are told they’ve won $100,000 but first they have to pay $50 for processing; a person purposefully not disclosing information which would otherwise disqualify them from gaining a loan etc. Equally the benefits of fraud can take many forms e.g. cash, gifts, position, promotion etc. Fraud can be committed by individuals working alone or by organised groups. However, for a fraud to occur it is likely that there will be a coming together of the following conditions -:
i. Pressure and / or incentive
ii. Opportunity
iii. Attitude and / or rationalization.
This is known as the Fraud Triangle.

Question 1 – II – What qualities of mind and / or body should a forensic accountant possess ?
A forensic accountant needs a range of qualities, typically found in the following roles / professions -:
i. Qualified Accountant – e.g. the ability to work through financial transactions in a logical way, so as to identify errors or inconsistencies.
ii. Statutory Auditor - e.g. a detail orientated approach, with the ability to analyse multiple transactions.
iii. Fraudster – e.g. a thought process that enables them to identify how a fraud could be committed.  
iv. Investigator – e.g. an inquisitive, sceptical and persistent approach so as to take a small amount of information and get to the bottom of what really occurred.
v. Lawyer - e.g. an understanding of evidence and what is required to successfully prosecute a fraud.
vi. Human Resources – e.g. the skill to conduct interviews, create an environment of trust and get individuals to open up.
vii. Marketing – e.g. the talent to present information in a way that both engages the audience and in a way that they can understand.
viii. Management – e.g. the confidence and experience to use, and follow, their intuitions.
Above all they must be highly ethical.

Question 1 – III – How would you distinguish forensic accounting, fraud auditing and investigative auditing from financial auditing ?
A financial (Statutory) auditor’s prime purpose is to give an opinion as to whether the company’s financial statements reflect a “true and fair view” of the organisations financial position, at a point in time. Their professional bodies largely lay down the approach, and methodology, for the completion of an audit and as such each audit will follow a similar approach to sampling and analysis of accounting transactions. This enables the auditor to express a reasonable opinion as to whether there has been any financial misstatement. A financial audit is undertaken on an annual basis.
A forensic audit is undertaken with the sole objective of identifying / confirming fraud and / or theft. By nature therefore they -:
i. Are more likely to be undertaken as a one-off exercise.
ii. Will focus on more specific types of transactions and / or internal controls.
iii. Are looking for evidence to “prove” a situation, as opposed to provide an opinion.
iv. Will be well planned in respect of tasks / methodology but will require a greater level of flexibility to follow wherever the evidence takes them.

Case Study – Question 1 – How the investigation for the case should be started ?
This can be dependant on a number of factors e.g.
i. Has the secretary provided any evidence or is it just hearsay e.g. how confident is the board as to the validity of the claim of fraud ?
ii. Does the school board have a system of internal audit e.g. could internal auditors be sent in to undertake an initial review without tipping off the administrator to its true purpose ?
iii. What is the relationship with, and timing of the next external audit e.g. if the external audit is due could they be requested to undertake a more detailed initial review of the risk areas ? This option is also dependant on how long they believe the fraudulent activities been going on e.g. should the external auditors have identified this in their last audit ?
iv. In a worst case scenario what damage could the administrator do e.g. backups of financial data are weak and therefore he could easily wipe out all historical financial information and supporting’s; in this scenario he could not be aware of, or present during, the initial investigation.

Case Study – Question 2 – Outline some documents, which you think can help disclose the administrator’s fraud activities.
i. A copy of all of his expense claims, plus supporting information, for the past 12 months.
ii. Copies of cheques, bank statements and the bank account ledger listing, so as to identify all cheques written to the administrator and their value.
iii. A copy of the car lease agreement so as to confirm what expenditure is covered under the lease agreement.
iv. A copy of all the credit card statements, along with any supporting information.
v. A copy of the administrators employment agreement; this may include clauses confirming what he is entitled to in respect of reimbursements.
vi. A copy of the school boards expense policy.
vii. A copy of any SOP’s relating to expenses.
viii. A copy of the school boards expense authorisation matrix.

Case Study – Question 3 – If the forensic accountant is to be hired, how should he be chosen ?
First and foremost the forensic accountant must not be from the same firm as the statutory auditors, as this could create a conflict of interest. The forensic accountant must be from a reputable firm (not necessarily a large firm), be independent from the school board, be suitably qualified and be a member of the Institute of Certified Forensic Accountants.

Case Study – Question 4 – Should the administrator be interviewed ? If so at what stage ?
It is important that the administrator is interviewed so that he is given the opportunity to defend himself against the accusations, and provide any information that he believes is relevant to the investigation. The timing of the interview can depend on a number of factors but generally this would be during the investigation, preferably after some evidence has been gained to support the accusation made by the secretary. It must be done at a time and place where he could not tamper with potential evidence.
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