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Introduction to Forensic Accounting
ASSIGNMENT NO 1.
Frederick S. Ringo
i. What is fraud?

Personal enrichment through perpetrating schemes that misuse or misapply an employer’s corporate assets and or resources.  It is the manifestation of greed and the use of opportunity to deceive in order to get personal wealth. It includes an act or course of deception, an intentional concealment, omission, or perversion of truth, to (1) gain unlawful or unfair advantage, (2) induce another to part with some valuable item or surrender a legal right, or (3) inflict injury in some manner. Willful fraud is a criminal offense which calls for severe penalties, and its prosecution and punishment (like that of a murder) is not bound by the statute of limitations. However incompetence or negligence in managing a business or even a reckless waste of firm's assets (by speculating on the stock market, for example) does not normally constitute a fraud. In such cases, the aggrieved party (creditors or stockholders/shareholders) must prove that at some point they were intentionally deceived on a material fact.

The term “fraud” comprises activities occasioned by theft, corruption, conspiracy, embezzlement, money laundering, bribery and extortion and the legal definition varies from country to country save for the Fraud Act (2006) that produces its legal definition in England and Wales. Fraud fundamentally involves using deceptive means to falsely make a personal gain for oneself and/or create a loss for another. Scholars definitions of fraud vary, but most are based around these general themes . For instance, the Black’s Law Dictionary defines fraud as all multifarious means which human ingenuity can devise, and which are resorted to by one individual to get an advantage over another by false suggestions or suppression of the truth. It includes all surprise, trick, cunning or dissembling, and unfair way by which another is cheated [quoted from Oluwatoyin et al,.].

a. It takes several forms including:

· deception schemes

· forgery

· falsification of data and lying

· the manipulation of accounts

· embezzlement of money and 

· bribery etc. 

b. three conditions that are likely to be present when fraud occurs:

· Pressure - 

· Opportunity - 

· Rationalization - 

ii. What skills are most important to the successful practice of forensic accounting?

a. accounting, auditing and investigative skills

b. ability to identify fraud (scheme) with minimal initial information

c. interviewing skills-to get admissible evidence 

d. mindset of a detective or fraudster – to enable him/her to see outside the rules/process on how the fraud was done

e. knowledge of getting valid and admissible evidence that would stand in court

f. ability to present knowledge and findings clearly to and understood by a layperson 

g. knowledge of investigative techniques in a finance transaction

h. investigative skills to see where the opportunities for fraud exist in the circumstances

i. Investigative mentality/ mindset that goes beyond accounting knowledge and allows them to think ‘outside the box’ with the intent and determination to gather reliable forensic evidence. 

j. Understanding the scope of the assignment from the simple to the complex issues

k. Identification of Financial Issues – by using their judgment, experience, expertise, business acumen and common sense to separate relevant financial information from irrelevant facts. 

l. Interpretation of Financial Information- this skill allows the  forensic accountant to testify in court as an expert witness and as objective as possible choose the right interpretation of the financial transaction in question between conflicting/alternative interpretations


m. this purpose, there are three fundamental principles of forensic accounting as follows:

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

The qualities of mind/body possessed by a forensic accountant should include a mindset enabling him/her to sense whether something is not right without actually knowing the nature of the anomaly. In short, a skeptical mind that questions and probes.  This includes:

· having financial audit techniques to report both significant financial misstatements and detect fraud.

· Ability to detect fraud whether by accidental or aided by a tip.

· creative thinking and innovation and a mixture of impulse and science.

· intelligence, persistence, determination and self-confidence.

· logic, problem-solving tactics and detective skills.


iv. Outline the basic steps involved in fraud investigation.

The basic involved in fraud investigation are:

a. Accepting the Investigation

· determine whether the investigating team has the required experience and skills to undertake the job

· ensuring that ethical dilemmas are avoided

· determine the costs and fees involved

b. Planning the Investigation

· 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.

· reveal the people involved in fraud.

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

· gather evidence of fraud to present in court.

· suggest ways of preventing the future occurrence of fraud.


c. Gathering Evidence

· Extra careful care taken while gathering evidence

· Make sure that the proper chain of custody is observed to ensure the evidence is not successfully challenged in court or rendered inadmissible

· vigilance in safeguarding the evidence against attempts by suspects to destroy it should be maintained at all times

· Evidence should be gathered with the singular objective of obtaining a confession of fraud by the perpetrators;


d. Reporting (full report) showing:

· 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

· recommendations and suggestions to improve internal controls for fraud prevention

e. Court Proceedings.  Forensic accountant must be able to:

· explain the evidence they have gathered professionally

· comprehensible to non-accounting people, and 

· defend their conclusions.


v. Planning the Investigation


· the careful planning of the work


1. determine the objectives of the assignment by:

a. identifying the type of fraud that has been committed

b. determine the period of time for which the fraud has been committed, 

c. note and the way in which it has been concealed


vi. What skills are most important to the successful practice of forensic accounting?

The most important skills to the successful practice of forensic accounting include the following:

a. Forensic accounting
b. Criminal investigation
c. Fraud prevention and detection
d. Digital forensics
e. Asserts tracing in money laundering, bankruptcy and other cases

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

forensic accounting 
a. forensic accounting is the application of a wide range of accounting, auditing, and investigative skills to measure and verify economic damages and resolve financial disputes. This involves investigation of financial and business related issues. Forensic accountants are experienced auditors, accountants and investigators of legal and financial documents. These are engaged where there is possible suspicion of fraudulent activity with a company or are hired to prevent fraudulent Activity from occurring.  It also involves litigation assistance and experts in court cases through such work as interpretation and summarizing complex financial statements/records, compile .

While the primary purpose of forensic accounting is to determine financial fraud, it might also be used in non-fraud-related matters such as settling monetary disputes in the event of the liquidation of a business, settling finances related to matrimonial disputes, and settling insurance claims, fraudulent transactions, accounting irregularities, contract disputes, shareholders’ deadlocks, land resumptions, business interruptions, personal injuries, matrimonial breakdowns, royalty audits, professional negligence and business valuation. Whether it is a dispute, fraud, compliance issue or regulatory investigation, problems can quickly arise, spiral out of control and cause severe damages. Failure to appreciate the scope and expertise of forensic accountancy can cost claimants, defendants and other stakeholders billions of dollars and even personal freedoms.


b. fraud auditing -

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.

c. investigative auditing -

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.

d. financial auditing –

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.  Financial auditors are not expected to look for any symptoms of fraud, rather they are meant to ascertain record and evaluate the documents.

persons who hold forensic accounting knowledge have more prospects to assess fraud risk task performance higher than persons who hold auditing knowledge. Forensic accountants no doubt play a major role in government by looking for signs of suspicious financial activity and fraud by persons and businesses, the financial auditors are not expected to look for any symptoms of fraud as they lack the legal system and prosecution
procedures


Case Study

1. How the investigation for the above case should be started?

Before accepting the Investigation I would ensure there are no ethical dilemmas and calculate the costs and fees involved and send the school board a letter of engagement containing the terms of reference for the investigation for them to agree and sign.

After I receive the signed letter of engagement I would then prepare an investigation plan for this type of fraud perpetrated which to me is by abuse of authority. 


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

a. signing authority letter from board
b. Checks
c. Invitations to education conventions and meetings of administrators
d. mileage expenses receipts
e. board credit card – bank statement
f. bills submitted and approved by himself for meals 
g. bills submitted and approved by himself for entertainment on weekends and 
h. bills submitted and approved by himself for repairs to his car. 

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

The forensic accountant should be a person having, a skeptical mind that questions and probes.  This includes having financial audit techniques to report both significant financial misstatements and detect fraud. He should be hired for his/her skills in these areas.

4. Should the administrator be interviewed? If so, at which stage?
· At two stages – the initial stage to get his side of the story and see where gaps are and at the end of the investigation to verify the veracity of his story.

5. Gathering Evidence

· Extra careful care taken while gathering evidence

· Make sure that the proper chain of custody is observed to ensure the evidence is not successfully challenged in court or rendered inadmissible

· vigilance in safeguarding the evidence against attempts by suspects to destroy it should be maintained at all times

· Evidence should be gathered with the singular objective of obtaining a confession of fraud by the perpetrators;

· 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.

· reveal the people involved in fraud.

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

· gather evidence of fraud to present in court.

· suggest ways of preventing the future occurrence of fraud.
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2. Notes - 
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