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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.

For high grades use examples and illustrations where appropriate. 
	I. What is fraud?

Fraud as defined by the American Institute of Certified Public Accountants is “the intentional false representation or concealment of a material fact for the purpose of inducing another to act upon it to his or her injury”. It can also be defined as the wrongful or criminal deception intended to result in financial or personal gain. Fraud can be further broken down to more specific terms such as occupational fraud which as defined by the Association of Certified Fraud Examiner (ACFE) is “the use of one’s occupation for personal enrichment through the deliberate misuse or misapplication of the employing organization’s resources or assets.” The origins of fraud lies in greed and the opportunity for deception and required three key elements referred to as the fraud triangle and involves pressure, opportunity and rationalization.

II. What skills are most important to the successful practice of forensic accounting?
The skill set of a Forensic Accountant is vastly different from that of a traditional accountant and auditor, and as outlined in the study manual is inclusive of but not limited to;

1. Ability to Identify Fraud with Minimal Initial Information

· The forensic accountant often has to work with very limited information and has to rely on probable theories. He/she begins by identifying the possible fraud scheme, the possible manner in which fraud was carried out, and the procedures that might prove or disprove alleged fraud.

2. Interviewing Skills

· Interviewing is one of the key elements of gathering information and evidence. The forensic accountant must have expertise in interviewing people who are important to his/her investigation. It is of the utmost importance that the forensic accountant obtains a confession in a way that is admissible in court.

3. Mindset

· It is imperative that the forensic accountant develop a mindset enabling him/her to sense whether something is not right without actually knowing the nature of the anomaly. This attribute distinguishes a forensic accountant from an ordinary auditor who knows and abides by all the rules but is unable to think like a fraudster. A forensic accountant should be skeptical and should always question the originality/legitimacy of transactions, testimony and other documentation.
4. Knowledge of Evidence

· A forensic accountant must be an expert in evidence-gathering techniques and be aware from the beginning of the investigation that such evidence may be used in a court of law. He/she must make every possible effort to ensure that the evidence is valid and admissible in court. Moreover, the forensic accountant must be able to identify evidence when he/she sees it and must understand the concept of “best” and “primary” evidence.
5. Presentation of Findings

· A forensic accountant may present his/her findings in either a written or an oral format. The presentation may also be accompanied by demonstrative aids. It is imperative that the presentation be comprehensible to a layperson. A forensic accountant should acknowledge the fact that accounting or financial information is not easily comprehensible to the average person lacking an accounting background; the forensic accountant should thus strive to convey his/her findings in the most comprehensible manner. Forensic accountants should also be aware of and prepared for the possibility of having to present their findings from the witness box.
6. Knowledge of Investigative Techniques

· A thorough understanding of the intricacies of Generally Accepted Accounting Principles (GAAP), financial statement disclosure, internal control mechanisms, etc. is vital in order to carry out an efficient investigation. The forensic accountant should focus on obtaining additional information and evidence in order to support or refute allegations of fraud after the main issues and objectives of the investigation have been identified.
7. Investigative Skills

· Investigative skills are an essential element of a forensic accountant’s skill-set. He/she will usually need to apply these skills at a time in the investigation when evidence is being developed around the motive and opportunity for the crime and the benefit derived from it. Forensic accountants must also remain objective and give the benefit of the doubt where it is due. The method of operation and economic risk are also factors that need to be considered. Forensic accountants should understand and clarify any assumptions they have made during the course of the investigation to provide sufficient support during litigation. They should assess and estimate future losses while recognizing the limitations of their expertise.
8. Investigative Mentality

· In addition to accounting knowledge, forensic accountants must possess an investigative mindset that goes beyond accounting principles and regulations and allows them to think ‘outside the box’. This mindset might be developed with the intent and determination to gather reliable forensic evidence. For this purpose, there are three fundamental principles of forensic accounting as follows:
9. Scope is not restricted as a Result Of Materiality

· In the early stages of a fraud, financial transactions are usually simple and small, making it easier to prove in court the intent to deceive and commit fraud. However, as fraud progresses, the amount of money that is involved increases significantly and transactions become more complicated. This results in the evidence becoming buried beneath layers of financial information, making the forensic accountant’s job more difficult.
10. Identification of Financial Issues

· Initially, when forensic accountants are asked to conduct an investigation due to an allegation of fraud, a rumor, a statement of claim or an inquiry, they must rely on their judgment, experience and expertise to separate relevant financial information from irrelevant facts. Their decision must reflect business acumen and common sense. For instance, when the process of obtaining evidence is highly costly and time-consuming, for example, from a foreign jurisdiction, forensic accountants should first try to consider alternatives rather than following the obvious route to obtain records.

III. What qualities of mind/ and or body should a forensic accountant possess?

The following are general attributes of a forensic accountant:

· Interpersonal

· Analytical

· Intelligent intuitive 

· Engaging confident

· Resilient

· Commonsense

· Measured/ calm

· Methodical 

· Collegiality

· Flexible

· Integrity

· Written communication 

· Critical thinking 

· Technical accounting 

· Attention to details 

· Auditing/ industry experience 

· Diagnostic 

· Conceptual thinking 

· Technology skills 

· Legal knowledge, 

· Interview and investigation, 

· Financial and numeracy, 

· Commercial and business advisory  


IV. Outline the basic steps involved in fraud investigation.

1. Accepting the Investigation

a. The first stage of investigation is to determine whether the investigating team has the required experience and skills to undertake the job. Forensic accounting is a specialist field; therefore, accountants need to be well acquainted with investigation techniques and legal requirements. They
should also be trained in handling evidence and keeping it in safe custody.
Other issues that must be considered before accepting an investigation include ensuring that ethical dilemmas are avoided. For example, it would not be objective to investigate an audit client. In other words, the investigating firm will be vulnerable to bias if it is investigating the same company that it audits. Forensic investigators often charge a high fee, bearing in mind the expertise required for the job and the involvement of high-level officials of the company under investigation.

2. Planning the Investigation

a. The next stage in the investigation process is the careful planning of the work. The investigating team must determine the objectives of their assignment These include the following:

To identify the type of fraud that has been committed, the period of
time for which it has been committed, and the way in which it has
been concealed.

To reveal the people involved in fraud.

To determine the financial loss incurred by the organization as a result of the fraud.

To gather evidence of fraud to present in court.
To suggest ways of preventing the future occurrence of fraud

3. Gathering Evidence

a. The investigating team must be very careful while gathering evidence and should ensure that the proper chain of custody is observed. If the evidence proves to be inconclusive and insufficient, or if the chain of custody is not followed, the evidence may be challenged in court and even deemed inadmissible. The team must be vigilant in safeguarding the evidence against attempts by suspects to destroy it. Various evidence-gathering techniques include:

b. Identifying gaps in the client’s internal controls that allowed the fraud
to occur.

( Comparing trends over time to draw comparisons between different
segments of the business with the help of analytical procedures.
( Identifying the time and location of computer data alterations with the
help of CAAT, carrying out discussions and interviews with the client’s
employees.
( Reconciling cash accounts and reviewing documentation. The whole exercise of gathering evidence and protecting it leads to the ultimate goal of obtaining a confession of fraud by the people who are allegedly involved in it. Interviewing suspects to obtain this confession is one of the key parts of gathering evidence, and the investigators must refrain from direct confrontations with the alleged perpetrators of fraud unless they have sufficient evidence to prove it

4. Reporting

· By the end of a fraud investigation, the client will expect a full report summarizing the evidence obtained, the extent of the losses incurred, the company’s control mechanisms that were broken down by the perpetrators to commit fraud, the manner in which fraud was conducted, etc. The report may also contain recommendations and suggestions to improve internal controls for fraud prevention.

V. How would you distinguish forensic accounting, fraud auditing, and investigative auditing from financial auditing?

Forensic accountants are trained in carrying out investigations, providing solutions to disputed accounting problems, formulating expert reports, gathering evidence and presenting it in court, and making court appearances as witnesses. A forensic accountant is not just an accounting expert; he/she is also well versed in legal matters and is able to provide assistance to lawyers. Forensic accountants may specialize further in areas such as insurance claims, fraud, royalty claims, personal injury claims etc. Many large and medium-sized accounting firms have forensic accounting departments to assist them in fraud inquiries and other related matters.

One area of forensic accounting is fraud accounting. It deals with criminal activities restricted to fraud, as opposed to forensic accounting, a more general name for a financial investigation that leads to legal outcomes.

Financial auditing is a different concept from forensic accounting and fraud auditing. Financial auditing typically refers to the process of evaluating the compliance of financial information with regulatory standards, usually for public companies, by an external, independent entity.

Question 2 

How the investigation for the above case should be started?

Any good forensic investigation begins with planning the engagement. This involves gaining an understanding of the scope of the engagement. Furthermore it is necessary to determine whether the investigating team has the required experience and skills to undertake the job. Forensic accounting is a specialist field; therefore, accountants need to be well acquainted with investigation techniques and legal requirements. They should also be trained in handling evidence and keeping it in safe custody. Other issues that must be considered before accepting an investigation include ensuring that ethical dilemmas are avoided. For example, it would not be objective to investigate an audit client. In other words, the investigating firm will be vulnerable to bias if it is investigating the same company that it audits. Forensic investigators often charge a high fee, bearing in mind the expertise required for the job and the involvement of high-level officials of the company under investigation.

Additionally, when forensic accountants are asked to conduct an investigation due to an allegation of fraud, a rumor, a statement of claim or an inquiry, they must rely on their judgment, experience and expertise to separate relevant financial information from irrelevant facts. Their decision must reflect business acumen and common sense

Outline some documents which you think can help disclose the administrator’s fraud activities.

· Returned cheques

· Invoices and payment vouchers

· Credit card receipts and statements supported by invoices

If the forensic accountant is to be hired, how should he be chosen?

A Forensic accountant should be chosen based on his/her skills experience and his/her ability to successfully undertake and complete the engagement. He/ she should have the following skillset:

· Ability to Identify Fraud with Minimal Initial Information

· Interviewing Skills

· Mindset
Knowledge of Evidence

· Presentation of Findings

· Knowledge of Investigative Techniques

· Investigative Skills

· Investigative Mentality

· An understanding that Scope is not restricted as a Result Of Materiality

· Identification of Financial Issues

Should the administrator be interviewed? If so at which stage?

The administrator should firstly be contacted anonymously given the possible fear of repercussion. This should be in the initial stage of the investigation as this would afford the forensic accountant some foundation information which can be quite useful. It is still important to note that objectivity is essential to ensure that evidence gathered is not deemed inadmissible due to bias in said evidence.
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