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	I.       Fraud is a criminal activity that takes place in a social setting and has severe consequences for the economy, corporations, and individuals. 
Fraud occurs when someone gains something of value, usually money or 
property, from a victim by knowingly making a misrepresentation of a matter of 
fact.
According to the Association of Certified Fraud Examiners (ACFE) Fraud is “ The Use of one’s occupation for personal enrichment through the deliberate misuse or misapplication of the employing organization’s resources or assets”

Fraud includes confidence schemes, art forgery, falsified scientific research data, lying on a resume and so on.  White collar crimes can be viewed as a sub class of fraud.  The common characteristic of all frauds is the intent to deceive.
II        The following skills are essential for effectively carrying out the practice of forensic accounting:
a) Ability to identify frauds with minimal initial information

b) Ability to conduct interviews

c) Have a critical mind set

d) Knowledge of evidence

e) Presentation capabilities/Communication abilities

f) Knowledge of investigative techniques

g) Investigative skills

h) Investigative mentality

i) Scope is not restricted as a result of materiality

j) Ability to quickly identify the financial issues significant to the matter

k) Interpretation of financial information.

III              A successful forensic accountant has a certain mind-set that includes several abilities. H/She should be able to think like a crook. This attribute of forensic accountant is opposite to the belief of a normal auditor who has lived a life with integrity and believes strongly in honesty.  The successful forensic accountant knows instinctively that something is wrong and be able to sense the anomaly sometimes before actually knowing the nature of anomaly.
As a forensic accountant one should always maintain a sense of healthy skepticism, neither fully trusting people nor fully distrusting them. They must have a natural tendency to question the substance behind every transaction, documents and testimony (both oral and written) that others do not have. They also know and have the following mind set factors:

1) Fraud can be detected as well as discovered by accident or tip

2) Financial audit methodologies and techniques are not really designed to detect fraud but rather designed to detect material financial misstatements

3) Fraud detection is more of an art than a science. It requires innovative and creative thinking as well as rigors of science.

4) Determination, persistence, and self confidence are more important attributes for a fraud auditor than intelligence

5) Logic and problem-solving and detective skills are critical success factors for fraud auditors and forensic accountants.

IV. The basic steps involved in a fraud investigation are as follows:
1) Accepting the investigation:  Before accepting a fraud investigation engagement, a forensic account must initially consider whether his/her firm has the necessary skills and experience to accept the engagement. If the investigation is requested by an audit client, extra precautions must be taken to avoid any conflict of interest as in the normal case, a firm should not provide audit and forensic investigation services to the same client. 

2) Planning the Investigation: The investigating team must clearly consider the scope of the engagement and what they have been asked to achieve. They should plan their work in view of above. The objective of the investigation will include:
· Identifying the nature of the fraud, how long it has been operating for, and how the fraud has been concealed.

· Identifying the fraudster(s) involved

· Quantifying the financial loss suffered by the client

· Gathering evidence to be used in court proceedings

· Providing advice to prevent the re-occurrence of the fraud
The investigators should also consider the best ways to gather evidence by resorting to modern technology like Computer Assisted Audit Techniques (CAAT).

3) Gathering Evidence: At this stage the investigator must understand the specific type of fraud that has been carried out, and how the fraud has been committed. The evidence should be sufficient to ultimately prove the identity of fraudster(s), the mechanics of the fraud scheme, and the amount of financial loss suffered. This evidence must be admissible in a court of law. There are various techniques by which evidence can be gathered.
· Testing controls to gather evidence which identifies the weaknesses, which allowed the fraud to be perpetrated.

· Using analytical procedures to compare trends over time or to provide comparatives between different segments of the business.
· Applying CAAT for example to identify the timing and location of relevant details being altered in the computer system discussions and interviews with employees.
· Substantive techniques such as reconciliations, cash counts and reviews of documentation
The ultimate goal of the forensic investigation team is to obtain a confession by fraudster, if a fraud did actually occur. For this reason, the investigators are likely to avoid deliberately confronting the alleged fraudster(s) until they have gathered sufficient evidence to extract a confession. The interview with the suspect is a crucial part of evidence gathered during the investigation.
4) Reporting: It is the duty of the investigative team to submit the client with a report of their findings including a summary of evidence and a conclusion as to the amount of loss suffered as a result of the fraud. The report will also discuss how the fraudster set up the fraud scheme, and which controls, if any, were circumvented. It is also a customary procedure that the investigative team will recommend improvements to controls within the organization to prevent any similar frauds from happening in the future.

5) Court Proceedings: If the investigation leads to legal proceedings against the suspect, the investigative team members may be called to court to describe the evidence gathered by them and to explain how the suspect was identified. The members must be able to present the evidence clearly and professionally to the court. They must present the complex accounting issues in a simple way so that non-accountants involved in the court case can understand evidence and its implications.
V. Financial auditing refers to an audit of financial statements by an external independent auditor with a purpose to express an opinion about the financial statements as to whether these financial statements are free from material misstatements and in compliance with IFRS and GAAP. Preparation of financial statements is the responsibility of management and financial Auditors responsibility is express an opinion on them.  The main purpose of financial audit is not to detect fraud. Financial auditing typically refers to the process of evaluating compliance of financial information with regulatory standards, usually for public companies.
Whereas Forensic accounting utilizes accounting, auditing, and investigative skills to conduct an examination into a company’s financial statements with the aim of establishing or rejecting the claim of fraud or a disputed fact. A forensic accountant is a person who is mastered the science of accounting and is able to assist lawyers and the courts to understand and apply accounting issues to the law and to the disputed matters. Forensic accountants possess extensive experience in investigations to determine solutions to disputed accounting matters, to write expert reports on their investigation and to appear in court as expert witnesses.
Fraud auditing is the audit of financial statements with the aim of determining a particular criminal activity namely fraud. It is a specialized discipline within forensic accounting. 
The main difference between investigative auditing and financial auditing is that the purpose of investigative auditing varies from business to business whereas the main purpose of financial audit remains the same for all the business, that is, the true and fair view of financial statements. The investigation relates to the critical checking of a particular record. But audit relates to the checking of all financial records. Another difference is that an investigation may be completed only after a cent per cent checking of records. Financial Audit can be completed 
by applying sampling methods and test checking. The investigation has no time limit. It may extend to many years. Whereas financial audit is limited to a particular time period.
Case Study
1) The first step for commencing the investigation of this case is to plan the scope of the engagement and the desired outcome of the investigation. To assess ourselves whether we have the necessary skills and experience to conduct such an investigation.

2) The following documents can shed some light to the Administrator’s fraudulent activities:

· Expense vouchers to see whether personal expenses are paid or not

· Check book to verify whether checks are written in personal name

· Bank statements to confirm that checks are withdrawn for expenses of personal nature

· Vehicle usage book and repairs to vehicle ledger /Invoices 

· Credit card statements

· Meals and Entertainment ledger and receipts/invoices

3) A  Forensic Accountant should be chosen by considering the following qualities:

· Whether he or she has the necessary skill and experience in conducting such an investigation.

· Whether he or she has the ability to identify the fraud with minimum initial information

· Whether he or she has the ability to do interviews

· Whether he or she has the mind set required for a forensic Accountant.
· Whether he or she has knowledge of evidence
· Whether he or she has the capacity to present his or her findings in scientific and convincing manner

· Whether he or she has knowledge of investigative techniques

· Whether he has the knowledge of the legal frame work 

4) The administrator must be interviewed at a stage when the forensic accountant became 100% sure that a fraudulent activity has taken place. The purpose of the interview must be to obtain a confession from the administrator. Therefore, interview must be conducted only after gathering all the necessary evidence to prove that the fraud has actually taken place.
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