Module 1: Introduction to Forensic Accounting
Assessment # 1

Short Questions:

1). What is fraud?

There are numerous definition about fraud. However, according to AICPA and IIA, a fraud definition is any intentional act or omission designed to deceive others, resulting in the victim suffering a loss and/or the perpertrator achieving a gain. 
There are four major legal elements of fraud would be:

· A false representation or a willful omission regarding a material fact,

· Scienter: The fraudster knew the representation was false,

· Reliance: The target relied on this misappropriation,

· Damage: The victim suffered damages or incurred a loss.

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

The forensic accountant skill sets are: 

a. Investigation 

b. Resolution (able to provide solution to prevent from future fraud), 

c. Litigation (the investigation report and evidence can be admissible in the court).
Beside that, the forensic accounting investigators need to have good understanding of:
a. Knowledge of the industry, the company and its business practices.

b. Knowledge of GAAP in the jurisdiction.

c. Skills in the interpretation of business documents and records.

d. Independence and objectivity.
From all of the skills and abilities that a forensic accountant must have, interviewing skills is one of the key elements because he/she has to obtain a confession from the suspect perpetrator in a way that is admissible in court. 

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

A forensic accountant should be able to sense whether something is not right with minimal information. He/she should be sceptical, must be able to listen effectively and communicate clearly and concisely in a timely manner, possess logic, problem-solving tactics and investigative skills.
4). Outline the basic steps involded in fraud investigation.

The following are the stages of a typical forensic investigation:
· Stage 1:  Accepting the investigation

· Stage 2: Planning the investigation

· Stage 3: Gathering evidence

· Stage 4: Reporting

· Stage 5: Court Proceedings

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

The differences between Financial Auditing, Fraud auditing and Forensic Accounting based on:

a. Characteristics are as follow:
	Characteristic
	Financial Auditing
	Fraud 
Auditing
	Forensic Accounting

	1. Time perspective
	Historical
	Historical
	Future and historical

	2. Primary focus
	Periodic
	Reactive
	Proactive and Ongoing

	3. Investigation scope
	Narrow
	Narrow
	Broad ranging

	4. Main output
	Audit opinion
	Fraud case report
	Forensic audit report : finding and recommendations.

	5. Main responsibility to
	Company and Public
	Defrauded party
	Concerned principal or third party.

	6. Guidelines 
	Rules based
	Principles-based; under audit rules, it is rules-based
	Principles-based

	7. Report purpose
	Ensure GAAP is followed
	Identifying perpetrator of fraud
	Fraud risk assessment and strategic services

	8. Professional stance:
	Non-adversarial
	adversarial
	Adversarial & non-adversarial


b. Scope of works:
· Forensic Accountants responsible to carry out investigations, providing solutions, formulating expert reports, gathering evidence and presenting it in court if relates to legal. 

· Fraud Auditing is part of forensic accounting. It deals with criminal activities restricted to fraud.

· Financial Auditors or internal / external Auditors refers to the process of evaluating the compliance of financial information with regulatory standards. Financial auditors skills set are Prevention, deterrence and detection. 

In conclusion: Auditor is like a patrolman while a forensic accountant is like a detective. Patrolman is always on patrol, while a detective is called on only when there is suspicion of fraud or fraud has already been detected.
Part 2. Case Study
1). How the investigation for the above case should be started?

Based on the information given: 
a). A suspicion of fraud has been detected
b). a whistle blowing report.

First step: 

The board of school should call on Forensic accountant investigator to perform the investigation. The appointed group or a forensic accountant investigator should clear from conflict of interest to maintain legal compliance, and possess necessary skills to perform the job.

2nd step: Planning the investigation

The forensic accountant investigator should:

· Identify type of fraud
· Understand the client business process and Internal control

· The motive behind the fraud

· Period of the fraud was committed

· The way it has been concealed

· People who involved in the fraud

· Determine the financial loss

· Get the evidence and present in the court (based on case, if necessary)

· Suggest ways to prevent from future fraud.

If an internal audit exists, corporate with Internal audit bring wealth of skills in auditing as they know the organisation well that very useful in forensic works

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

Based on the information given:

The administrator had ultimate authority for all items payable from the board’s annual budget. It shows there was no internal control process over the expense claims. 
The documents that may help disclose this fraud activities:

a. The monthly expense reports to track the period of time the fraud is committed.

b. Compare the board’s credit card statement from the issuer bank against with Board’s activities.
c. Original receipts that were submitted with the expense reports (if any, as there is no information regarding the expense claims procedure. The fraudster might destroy the evidence, or had never included the receipts with the expense reports).
3). If the forensic accountant is to be hired, how should he be chosen?

A forensic accountant should possess an investigative mind-set that goes beyond accounting principles and regulations and allows them to think ‘outside the box’, and practical knowledge such as:
a. Free from conflict of interest to maintain legal compliance
b. Ability to identify fraud with minimal information.

c. Gathering evidence, include interviewing skills.

d. Should be sceptical and able to think like a fraudster.

e. Knowledge of investigative techniques.
f. Knowledge of evidence.

4). Should the administrator be interviewed? If so, at which stage?
Yes, the administrator should be interviewed at gathering evidence stage. However, before the interview:

a. A forensic accountant should prepare:
· Background checks on administrator and whistle-blower.

· Does the board of school has a fraud policy?

· Understand the corporate culture of the board of school
· What kind of information is available for review before visit the administrator?

· What kind of information is available during the field visit?

· What assets/evidence needs to be secured?

· Where are those assets/evidence to be secured?

b. A forensic accountant should planning for the interview:

· Timing

· Location (no distraction)

· The importance of consultations with the legal counsel on legal issues in interviewing.

· Recording (State laws).

· Polygraph

· Interview one subject at a time

· Participants (usually two : investigator and interviewee)

· Type of interview; Information seeking interviews or admission seeking interviews.

· Plan for strategies that will be applied during the interview.
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