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Question 1
i.)  Fraud refers to an illegal act which is committed intentionally with the motive of obtaining a valuable item by means of deception. The aspect of deception encompasses hiding the truth, intentional false representation as well as lying with the aim of covering up to prevent detection. Fraud being an illegal act implies that it is punishable by law. 
THE FRAUD TRIANGLE
A combination of factors which may lead to fraud.



Opportunity
· Weak or non-existing internal control system.
· Poor security over company property.
· Unclear policies on acceptable behavior.

Rationalization
· Justification
· Lack of ethics

Motivation
· Greed
· Debt

The motivation to engage in fraudulent activities may arise through identification of weaknesses, loopholes in a system and capitalising on such. Extensive or expert knowledge regarding certain operations, procedures as well as policies may also arouse the engagement in fraudulent activities.
In light of the above, a high percentage of frauds are committed by senior management (including owners and executives) as well as long term employees who may also develop a tendency of committing much larger frauds.
It has negative social, economic implications on the organisations and the society as a whole. It is an issue that all organisations may face regardless of size, industry or country.
Counterfeiting as an example of fraud may have serious health implications on consumers.
With reference to a case in late 2006, 900 people were hospitalised due to kidney failure after consuming an industrial solvent which was sold as vodka.
Fraud also leads to a collapse of companies, in the process catapulting the loss of employment, employees of suppliers being affected by the loss of large orders as well as creditors such as bank experiencing an accumulation of huge losses on loans.
A relevant example is when WorldCom filed for bankruptcy protection in June 2002. It was the biggest corporate fraud in history, largely a result of treating operating expenses as capital expenditure. WorldCom (now renamed MCI) admitted in March 2004 that the total amount by which it had misled investors over the previous 10 years was almost US$75 billion (£42 billion) and reduced its stated pre-tax profits for 2001 and 2002 by that amount.

TYPES OF FRAUD
· E-crime – This refers to people using computers and technology to commit crimes, e.g. Hacking.
· Crimes by professional criminals against major organizations e.g. Money laundering.
· Crimes by individuals or businesses against government, e.g. Tax evasion.
· Crimes against financial institutions, e.g. using lost and stolen credit cards
· Crimes by businesses against investors, consumers and employees, e.g. financial statement fraud.
· Employee fraud against employers, e.g. payroll fraud

ii.
 The skills which are most important to the successful practice of forensic accounting comprise of the following;
Auditing skills
Auditing skills involve the examination of financial statements in order to develop an opinion. The aim is to enhance the degree of confidence of intended users of financial statements which may comprise of economic crime prosecutors.
This is achieved by the forensic accountant expressing whether the financial statements of an entity are prepared taking into consideration all material respects in accordance with an applicable financial reporting framework. 
A financial reporting framework may be provided for example, by country-specific legislation plus international financial reporting standards.
The audit opinion typically makes reference to whether the financial statements give a true and fair view. Audits are formalised processes regulated by the law and professional practice. They also provide a high level of assurance to the users of financial statements.
Investigating skills
Investigation involves the gathering and analysing of information in order to develop evidence and future reference when prosecuting economic crime. Forensic accountants need to understand the motives for crime and opportunities as well as benefits derived from such. Investigation may include the conduction of interviews with people who may have relevant information, knowledge relating to the case. Afterwards forensic accountants must be in a position to separate facts from assumption and irrelevant information. In addition to the above mentioned, researching skills are also essential.
Effective oral and written communication skills
Communication refers to the delivery of a message to the target audience. Forensic accountants have to present their findings from investigations during court proceedings. It is essential for them to deliver the message in a manner and language which is simple and easy to understand since the accounting field contains complex terminology. In addition to that they must be in a position to present an argument clearly for conflict negotiation and resolution.     
iii.   Analytical
Analytical qualities are essential when reviewing the relationships between comparable financial information deriving from different periods or different organizations in order to determine inconsistencies, significant fluctuations, unexpected relationships, and the results of the investigations thereof. In this regard a professional judgment can be exercised by the forensic accountant.
Analytical qualities are also required when reviewing accounting systems such as internal controls, checking that they are properly set up and working effectively, identifying potential areas of fraud and system weaknesses.
In a practical setup, it may involve the a simple comparison for example comparing the receivables and revenue or current assets and current liabilities or known events like the effects of government changing taxes.
They may also be essential when scrutinizing accounts which, analyzing paper and electronic documents, piecing together information and reporting relevant findings to the forensic team.
Inquisitive
An inquisitive individual is a person who is curious in research in other words is capable of asking questions. Forensic accountants must be in a position to inquire in order for them to obtain information and evidence. They must have the ability to make people feel at ease which will make the environment conjunctive for people to express their views and opinions.
Ability to generate new ideas and scenarios
It is essential for forensic accountants to have a mindset of analyzing a situation from different angles. In that way they can fully appreciate the motives of fraudsters and develop ways of combating their illegal activities. This kind of mindset enables forensic accountants to identify loopholes on the internal controls, systems utilized, operational procedures as well as the rules and regulations.




 
iv.
The following are the basic steps involved in fraud investigation
1) Reaching an agreement to conduct the investigation

The first stage of fraud investigation involves accepting the investigation. For forensic accountants to undertake an investigation they have to review certain criteria’s for successfully completion of the investigation. They analyze as to whether they have the necessary skills and experience as well as competence to complete the investigation.  
  
2) Structuring the investigation
The next step involves planning the investigation. This stage involves setting goals and objectives of the investigation as well as an investigation plan. In this stage forensic accountant study the type of fraud committed, the motives of the fraudsters, the people who are directly and indirectly involved and affected as well as other organizations that may linked with the fraudulent acts.  A chronology of facts known and allegations made is prepared.
In this stage it is important for forensic accountant to think like the wrong doers and develop different scenarios in which fraud may have been committed. In light of the above, they have to develop strategies for gathering evidence and the way it is to be presented during court proceedings.
It is also important for forensic accountants to suggest recommendations to prevent future fraudulent activities upon detection.
 
3) Gathering Evidence
The next stage involves gathering evidence. Evidence refers to all the means by which an alleged matter of fact whose truth is investigated at judicial trial is established or disproved.
Evidence gathering may be conducted through various ways for example conducting interviews. Before conducting interviews it is important for forensic accountants to know about your interviewee in terms of their background, personal interest in the matter as well as their reputation as well as the information they might want from the individual.
When engaged in interviews, it is important for forensic accountants to be calm, professional and respectful. They have to be in a position of observing and listening carefully to the interviewee and consider his her body language as well as being prepared to deviate from their preplanned if a lead comes up. Afterwards they analyze the statements made and if they do fit into the story as they know it. If clarity needs to established, a re-interview can be conducted.
Another aspect of gathering evidence can be through document gathering. This refers to collecting documents which may be relevant to the investigation which may be in the form of laws/regulations, policies, internal codes of conduct and other operational procedures.

 4) Analysis of the Evidence

This stage involves examining the evidence obtained. The forensic accountants analyze the information obtained looking at different criteria’s such as the quality. The quality of information may be influenced by its clarity, logic and its level of detail. Forensic accountants may also have to analyze if there is any form of contradiction. In aspects where information may be insufficient, it is important for forensic accountants to continue gathering information.  
.  
  5) Reporting
The aim is to demonstrate that there has been a professional, thorough and fair investigation. It’s   also a provision of sufficient facts to decision makers in order to make a finding and as to whether an allegation is found or not and if it is, what kind of response is warranted. The report may also recommendations and measures which can be taken to combat fraud in future.

6) Court Proceedings
This is final stage of the investigation. At this stage Forensic accountants have to present the findings acquired during investigation during court proceedings. They must be in a position to explain the motives of the fraudsters, any weaknesses pertaining to the internal controls, operational procedures and how the evidence was obtained. They must also be in a position to answer questions which may arise during the proceedings and not be intimidated to have their opinions questioned.







V.) 
	Criteria’s analyzed
	Forensic accounting
	Fraud auditing
	Investigative auditing
	Financial auditing

	Definition
	An area of accounting used to determine any illegal financial activities by individuals and organizations.
	Specifically deals with criminal activities restricted to fraud.
	It involves the examination of accounting procedures to determine financial irregularities.
	The examination of financial statements in order to give an opinion to the shareholders.

	Appointment
	May be appointed by the government or firm.
	Appointed by shareholders.
	Appointed by shareholders.
	Appointed by shareholders

	Scope of the job
	Utilisation of audit and investigative skills to conduct investigations of illegal financial activities.
	Used to identify fraudulent transactions not to figure out how they were created.
	Investigation of many different types of fraud such as corruption, asset misappropriation.
	Examination of financial statements on the fairness, materiality which they disclose.

	Reporting
	Report to the government and firm in which they are employed.
	Report to the government and firm appointed.
	Report to government and firm appointed.
	Report to the shareholders



Case Study
1.) The investigation should be conducted by following the following steps ;

· Conducting an Investigation analysis

These are a set of questions prepared upon notification of compliance breach, fraud etc. The questions prepared may first assess the motive behind the administrator decision to commit fraudulent activities such using the board credit card to put gas in his car. 
Other aspects to be analyzed may include assessing whether there are any other documents, evidence, electronic which must preserved as well as how confidentiality must be preserved in the early stages of the investigation. Another important aspect may be assessing any potential weaknesses of the internal controls.

· Appointing an investigation team
	
Having conducted an investigation analysis, Investigators are now in a better position to assemble an investigation team. In relation to the scenario it is important that the team appointed comprises of competent, experienced investigation specialists who are well equipped with knowledge pertaining to the firms operations since the administrator is actively involved in the day to day affairs of the board.

The investigation team must be in a position to discover how the administrator used his authority to influence how certain transactions were performed and unveil supporting evidence.

2.)
Bank accounts
This refers to all accounts held including loans and joint accounts and also encompasses accrued charges and the bank’s right of setoff (i.e. the bank’s right to offset debit and credit balances). It is also important for Forensic accountants to seek to find unrecorded assets and liabilities by asking the bank whether it is aware of any other branches or bank where the administrator holds an account. Bank accounts will also unveil the timeframe at which transactions takes place between different accounts   which is an important source of evidence.

Computer-Assisted Audit Techniques (CAATs)
These are a series of techniques which will allow the Forensic accountant to use the client’s computer system to generate evidence. The use of CAATs will enable Forensic accountants to test the accounting system and its records rather than relying upon testing printouts of what they believe to be a copy of those records. It also enables testing of a large number of items quickly and accurately.

Financial statements
An interim review should be made on the financial statements to detect trends and other potential fraud. Major entries in general ledgers or journal records must be in alignment with supporting evidence. The bank reconciliation must ensure that all unpresented cheques and outstanding lodgments have been cleared.



3.)
In a scenario where a forensic accountant is to be hired, it is important that there are no conflicts of interest between the firm’s duty as Forensic accountants and other non-professional situations for example the administrator being a close relative. All standards should be observed including Auditing Standards by the forensic accountant.

The forensic accountant must competent enough and possessing the required skills and knowledge to undertake the investigation. He/she must be in a position to understand how the internal controls of the firm operate and have knowledge of the operations and system backup of the firm. In that regard the forensic accountant is able to trace how the administrator was able to write cheques for himself and how he managed to approve personal expenditure for his own benefit and that all of course with supporting evidence which will be presented during court proceedings.

The information that the Forensic accountant presents must be sufficient enough to identify any loopholes and not be deemed inadmissible. 

4.)
The administrator should be interviewed at the stage where evidence is gathered. As a CPA engaged in the day to day affairs, he may also be responsible for preparing accounts which show a true and fair view. If therefore the financial statements do not show a true and fair view, the administrator has breached his duty under the Act. The fact that he has signing authority indicates that he is aware of this requirement. In light of the above, the administrator may questioned as to whether he conquers the opinion that financial statements should be of true and fair view.

At this stage the Forensic accountant is able to address various investigation subjects during the interview process with the administrator which may include questioning whether he reviewed any applicable standard operating procedures that might in areas of financial reporting, operations integrity etc.
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