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	                             Introduction to Forensic Accounting

1. Short Questions:                                                                                                    (20)

i. What is fraud?

Answer

According to the Association of Certified Fraud Examiners (ACFE), occupational 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.” That is to say fraud is an act committed intentionally to benefit an individual. It make fraudster accumulate more rich by taking advntage of the position he/she hold in the public offices. 
There are four elements to any fraud:

· A false representation of a material nature (either misstatement or omission of a material fact)

·  Scienter: Knowledge that the representation is false, or reckless disregard for truth

· Reliance: The person receiving the representation has reasonably and justifiably relied on it

· Damages: Such receiving party has sustained financial damages from all of the above

It is important to note that the under the securities laws, some of these conditions are

relaxed. While fraud includes deception schemes, forgery, falsification of data and lying, white-collar crime involves the manipulation of accounts, embezzlement of money, and bribery

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

Answer:

The following outline summarizes the most important skills to the successful forensic accounting profession:-

· Effective oral communicator 

· Simplify the information 

· Critical/strategic thinker 

· Identify key issues 

· Auditing skills 

· Investigative ability 

· Effective written communicator 

· Investigative intuitiveness 

· Synthesize results of discovery and analysis 

· Think like the wrongdoer 

· Understand the goals of a case 

· Tell the story 

· See the big picture 

· Organize an unstructured situation 

· Solve unstructured problems 

· Research skills 

· Solve structured problems  and many others

The diagram below summarizes the core skills
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iii. What qualities of mind and/or body should a forensic accountant possess?

Answer:

The following points summarizes the qualities of mind should a forensic accountant posses:-

· Analytical 

· Detail-oriented 

· Ethical 60

· Responsive 

· Insightful 

· Inquisitive 

· Intuitive 

· Persistent 

· Skepticism 

· Evaluative 

· Function well under pressure 

· Generate new ideas and scenarios 

· Confident 

· Makes people feel at ease 

· Team player 

· Adaptive 

iv. Outline the basic steps involved in fraud investigation.

Answer:
The principal role of a Forensic Accountant is to Analyze, Interpret, Summarize and Present Complex Business and Financial deals in a logical, understandable manner supported with facts. As an Expert Witness, the Forensic Accountant must (a) Investigate and Analyze Financial information. (b) Develop Computerized applications (if applicable) to Assist in the Analysis and Presentation of Financial information. Communicate Findings in the form of a Report and supporting documents. Assist in any Legal Proceedings. Assist in obtaining documentation necessary to support or refute a claim.  Review of the relevant documentation to form an initial assessment of the case and identify areas of loss. and assist with Examination for Discovery including the formulation of questions to be asked regarding the financial evidence. 

The following are steps involved to carry out fraud investigation:
· Meet with key individuals

· Discuss expectations

· Discuss fees and reimbursable costs

· Gather Evidence after meeting with key individuals

· Research

· Discuss with key individuals on information that was obtained after research

· Make any necessary adjustment to the facts, if any, after discussion with key individuals

· Write a formal report supported by evidence
v. How would you distinguish forensic accounting, fraud auditing, and investigative auditing from financial auditing?

Answer:

Forensic accounting is the specialty practice area of accountancy that describes engagements that result from actual or anticipated disputes or litigation.  "Forensic" means "suitable for use in a court of law", and it is to that standard and potential outcome that forensic accountants generally have to work.  Forensic accountants, also referred to as forensic auditors or investigative auditors, often have to give expert evidence at the eventual trial. 

Auditors examine the financial statements in accordance with GAAP and GAAS, while the Forensic Accounting Investigators deal with fraudulent financial reporting and misappropriation of assets .The audit opinion is on the financial statements taken as a whole. The work of Forensic accountants, on the other hand, usually relates to heightened awareness of specific irregularities . Auditors’ work serves public interest. Forensic accountants’ work, on the other hand, serves the interest of the parties that hire them. Auditor’s work stands on its own, but a Forensic accountant’s work supports the work of the legal counsel or the board. Auditors express an opinion, but forensic accountants also recommend changes. Auditors are concerned with errors and irregularities; forensic accountants are concerned with distinction between errors of judgement & deliberate misrepresentations . The relationship between the auditor and the client is one of openness and full candor; the relationship between the forensic accountant and the party investigated is usually adversarial .  Audit work usually does not disrupt work environment of the client; in case of forensic accounting investigations, the work can be disruptive . Clients always have a full understanding of the scope and objectives of the audit. However, in case of forensic accounting investigations, the party investigated may not have such understanding of the work. Audit work is usually coherent, coordinated, and efficient. Forensic accountant’s work can be messy with many blind alleys 7.  Auditors meet regularly on schedule with the audit committee and on an as-needed basis with the executive management; the forensic accountants have continual access to executive management and frequent but irregular contacts with the audit committee . major differences in staffing between audits and forensic accounting investigations .  Auditors often use attribute sampling for tests of control and variable sampling for substantive tests (of transactions). Forensic accountants are more likely to use discovery sampling and dollar-unit sampling.  Audit work is not protected under attorney-client privilege. Most forensic accounting work is structured to be done in a privileged environment. Auditors must work without indemnification protections. Forensic accounting work usually has both indemnification and hold-harmless protections . Auditor determines the nature, scope, and extent of the audit. In case of forensic accounting investigations, they are determined by the client. It is because of this that the forensic accountant gets indemnification and liability protection from the client.  The auditor presumes the validity of the documents and information, but the forensic accountant does not.  At the end of the audit there is an opinion; at the end of a forensic accounting investigation there are findings and recommendations
Case Study

The administrator of the school board in a small city had ultimate authority for all items

payable from the board’s annual budget. As an administrator, he travelled frequently to

education conventions and meetings of administrators in the state capitol and across the

country. Although he was an excellent CPA and the day-to-day affairs of the board ran

smoothly, his prickly personality did not endear him to the board and made his attempts to get approval for his proposals difficult.
Frustrated and increasingly embittered, he saw a way to get back at the board by using his signing authority to approve personal expenditures and write checks to himself. He submitted mileage expenses while using a car leased for him by the board, and he use the board credit card to put gas in his own car. Other bills submitted and approved by himself were for meals and entertainment on weekends and repairs to his car. His secretary blew the whistle on him when she became aware of some of these activities. (10)
In light of the above situation, please answer the following questions:
1. How the investigation for the above case should be started?

Answer:

First the investigation to this case should be started with Auditing the financial statements of the school and audit all his expenses. Audit also the standing policies on the management process and lines of authority. Being administrator should not have the mandate of approving financials for himself. here it is obvious there are no controls in place to monitor how school business is run. Principles of management does  not allow oneself approving benefits for himself.

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

fraud activities.

Answer:
The following are the documents which need to be availed for investigation:-
· Cheque books

· Petty cash books

· Approval documents of payment

· Requests forms for services

· Receipts for services rendered

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

Answer:

Forensic accounts to be hired should be an independent person and should not have any relationship with the administrator. The Administrator may need to be out of office to give chance for investigator to investigate the issue thoroughly

4. Should the administrator be interviewed? If so, at which stage?
Answer:

Definitely the administrator must interviewed in the first place before investigation starts.
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