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[bookmark: _Toc534701597]Short Questions 
i. [bookmark: _Toc534701598]What is Fraud?
The term “Fraud” is a concept that can be defined as an intentional act committed to secure an unfair or unlawful gain. This is normally by using one’s position through the deliberate misuse or misapplication of the entity’s resources or assets.
Intentional acts include:
1) Fraudulent Financial reporting – overstatement of income, over valuation of assets, undervaluation of liabilities, intentionally not disclosing items required by GAAP
2) Misappropriation of assets – taking of funds from an organisation (embezzlement), payroll fraud, counterfeiting, using company assets for personal use
3) Income or assets obtained by illegal or fraudulent acts – over-invoicing customers, deceptive sales practices, revenue shifting, making up income
4) Expenses or liabilities avoided by fraudulent or illegal acts – making up expenses, lying about hours worked, evading tax.
5) Illegal expenses or liabilities – bribes, kickbacks
6) Other fraudulent activities – insider trading, conflicts of interest, discriminations
The Association of Fraud Examiners (ACFE) has demonstrated that carrying out a fraud is motivated by 3 conditions:
1) Perceived Needs (Pressure)
a. Financial – debt/bills
b. Personal - addictions
c. Work related – perceived inequities such as not a high enough salary 
2) 
Perceived Opportunity
a. Lack of Internal Controls within the organisation
b. Trusting position – professional and/or employed position
3) Rationalisation (Excuses)
a. I deserve it
b. I will pay it back
c. I’m not hurting anyone
d. The company is covered by insurance
e. It’s not serious
f. I deserve it
g. I want revenge on the employer
This is known as the Fraud Triangle.


					Pressure		Perceived Opportunity


Rationalisation (Excuses)

Psychology, being the science of human behaviour, plays a significant role in committing fraud. All three elements of the fraud triangle are influenced by the fraud perpetrators’ psychology. Understanding psychology is therefore key in preventing fraud. 
ii. [bookmark: _Toc534701599]What skills are most important to the successful practice of forensic accounting?
A person who carries out forensic accounting work needs to have the following skills:
1) Written – the forensic accounting work will ultimately result in a report being written that will be used by the defence and prosecution legal teams and will be part of evidence in any trial. This report needs to be succinct and get the points across to the reader in a clear and understandable manner.
2) Communication – the forensic accountant will need to communicate with many individuals of differing intellectual and technical abilities including the defendant, solicitors, barristers and should the case proceed to caught they will have to communicate their findings across to the lay people in the jury as well as the Judge. It is therefore important for the forensic accountant to be able to communicate across the board.
3) Critical Thinking - the forensic accountant needs to analyse whether information they have come across sounds or looks right and criticise accordingly.
4) Technical Skills (accounting and law) – the forensic accountant needs to be technically up to date, particularly with regards to GAAP. This will identify whether things have been “conveniently” missed out in order to mislead readers. Furthermore the forensic accountant will have to have an understanding of the law in order to understand whether assumptions made by the prosecution are correct and whether or not they can be challenged. The forensic accountant will liaise with the solicitors in respect of statutory and case law requirements.
5) Attention to Detail – the forensic accountant’s report needs to be accurate as any mistakes will reduce the credibility of the professional and could ultimately cause more harm than help to the person they are trying to help. Materiality is not an issue and therefore if things are not correct it maybe that there is an underlying reason why they are not correct and could be as a result of covering up something much larger.
6) Auditing/Industry Experience – the forensic accountant should have an understanding as to what accounting records should be produced by a business in a particular industry and how that business works. By having knowledge about a particular industry the forensic accountant is able to understand how to plan work to assess whether there are issues with certain areas.
7) Diagnostic/Analytical – the forensic accountant should be able to review the information and analyse it to assess if there are any issues.
8) Conceptual Thinking – the forensic accountant should be able to look at the overall picture (the macro issue) and home down into the micro issues and where they fit into the overall picture. This will enable the forensic accountant to then look into other areas as a result of their analysis of the macro and micro issues. Thinking “outside the box”.
9) Interview/Investigations – the forensic accountant is required to get as much information as possible and decipher what is relevant or important and what is not relevant and unimportant. For example interviewing defendants and asking the right questions and follow up questions.
10) Financial/Numeracy skills – the financial accountant must have a feel for numbers and be able to analyse numerical information to support their report.
11) Commercial/Business advisory skills – the forensic account’s report may need to be for a particular industry so knowledge of that industry is key to see what the issues are. Furthermore any recommendations, such as tightening up internal controls in that particular business need to be communicated effectively. 
iii. [bookmark: _Toc534701600]What qualities of mind and/or body should a Forensic accountant possess?
A person who carries out forensic accounting work should demonstrate the following qualities of mind and/or body:
1) Interpersonal skills – makes people feel at ease
2) Analytical – be able to look at information and analyse.
3) Intelligent/Intuitive – be able to have a sixth sense as to what sounds right and wrong.
4) Engaging/Confident – be able to communicate with all people.
5) Resilient – to pursue areas that need to be persuade even when coming up against brick walls.
6) Common Sense – considering what the “norm” should be.
7) Scepticism – go in with the attitude that something is wrong. Contrary to common belief it is “guilty and try to prove innocence” in the judicial system.
8) Measured/Calm – dealing with the volume of material and deadlines requires the person to be level headed under pressure. 
9) Methodical – every part of the process needs to fit in accordingly and be worked on in a structured manner to ensure nothing is left out.
10) Collegiality – be able to work effectively with colleagues in order to get the best out of each other. To show teamwork.
11) Flexible – be able to adapt as new pieces of information come to light that may require them to go off in different directions.
12) Integrity/ethical – be honest and abide by all the laws and rules existing. For example not hiding evidence. 
13) Work well under pressure – be able to work to deadlines which will often be set by the Judge or client.
iv. [bookmark: _Toc534701601]Outline the basic steps involved in fraud investigation.
There are various stages of a fraud investigation:
1) Accepting the investigation
a. Does the team have the correct qualifications, experience and skills such as those described in points ii) and iii) above?
b. Does the forensic accounting practice have the infrastructure in place to ensure the taking in, recording and safeguarding of evidence?
c. Are there any conflicts of interest? E.g. appointment of a person personally known to the forensic accountant, audit client of the firm. This may lead to any report produced being inadmissible in court proceedings.
d. Letter of Engagement & Fees – The appointer needs to agree the terms of the engagement with the forensic accountant. A signed letter of engagement needs to be signed by both parties so there is no avoidance of doubt as to the expectations and requirements of each party. This will also include a section in respect of fees which will include the hourly rates of each level of staff required on the job and will also often include reference to a payment on account of work required before any work commences. If the appointment is by a solicitor (through legal aid) then the work to be carried out and fees need to be agreed by the Legal Aid board before the forensic accountant commences any work. 



2) Planning the investigation
a. The objectives of the work needs to be considered;
i. What type of fraud has been committed
ii. Identification of the period of the fraud.
iii. Methods of concealment.
iv. Identify people involved in the fraud.
v. Quantify the financial loss to the victims.
vi. Gather evidence to form part of the report that maybe used in court.
vii. Identify ways of preventing future reoccurrences.
3) Gathering Evidence
a. Should ensure:
i. Gathered properly – identified and signed for by all parties
ii. Recorded correctly often on a protected computer using computer assisted audit techniques (CAAT).
iii. Safe Custody – ensured there is no chance of the evidence being compromised or altered in any way.
iv. Chain of Custody – any use or movement of the evidence needs to be recorded accordingly as stated in ii) above.
b. Identify gaps in the internal controls where fraud can be carried out. E.g. segregation of certain duties.
c. Obtaining statements from witnesses (including employees) and obtaining information/documentation to back up any assertions made (show don’t tell!) 
d. Reviewing and analysing source data such as bank statements, invoices, emails, letters and other correspondence in order to ensure their authenticity (or not) and to identify trends.
e. Obtaining computers (including servers and cloud based back-ups) and using CAAT and Digital forensics to review the meta-data of information used in the fraud. 
f. Reviewing telephone and text records which may provide evidence to support the fraud.
g. Contacting third parties (including overseas if applicable) in order to obtain information on the alleged fraud and the perpetrator(s) e.g. banks, credit card companies, phone companies, police.
4) Reporting
a. The report should summarise the findings of the gathering and analysis of the evidence.
b. It conveys all the evidence necessary to evaluate the case.
c. Can be used to corroborate previously known facts
d. Adds credibility to the fraud examiner and his work
e. Provides a basis on which the fraud examiner is used as an expert witness in the court case
f. Informs the parties, the judge, the jury about the expert’s opinion of the case, as well as his credibility for commenting on such issues.
g. May include recommendations for improving internal controls to prevent further fraud being committed.
h. Characteristics of a good report:
i. Accuracy
ii. Clarity
iii. Impartiality and relevance
iv. Timeliness
5) Court Proceedings
a. It should be assumed that any investigation may end up in court and therefore any report will be analysed by the prosecution.
b. The forensic accountant will be asked to explain and to be challenged on details in the report in a trial and therefore needs to be able to stand by what is written.
c. The evidence given by the forensic accountant will be directed towards the jury who will form an opinion on the credibility of the evidence and how they answer questions on their work.
d. The Judge may ask the forensic accountant further questions.
 


v. [bookmark: _Toc534701602]How would you distinguish forensic accounting, fraud auditing and investigative auditing from financial auditing?

	Work


Characteristics
	Forensic Accounting
	Fraud Auditing
	Investigative Auditing
	Financial Auditing

	Overall Goals
	· Carry out Investigations.
· Provide solutions to disputed financial disagreements.
· Gather and analyse evidence.
· Write expert reports to prove or disprove allegations/calculations. 
· Present the report and answer questions as an expert witness in court.
	· One area of Forensic Accounting restricted to fraud only.
	· Auditing or checking a particular area as agreed between the parties.


	· To ensure compliance with GAAP.
· To report to the shareholders of the company on the truth and fairness of the financial statements.

	Areas
	· Fraud
· Insurance Claims
· Royalty Claims
· Mortgage Fraud
· Ponzi Schemes
· Personal Injury claims
· Proceeds of Crime Act proceedings.
	· Fraud Only
	· It maybe one or several areas e.g. looking at internal controls for an area of a company.

	· To identify Material Misstatement of the Financial Statements both in the figures and narrative.

	Period
	· Historical over periods of the dispute.
· Can include up to date.
	· Historical over periods of the fraud.
· Can include up to date.
	· As agreed between the parties but normally current.
	· Historical.
· Normally for an accounting period

	Timing
	· Time sensitive to Court proceedings and case management timings set by the Judge.
	· Time sensitive to the needs of the appointer.
· Maybe management investigating the fraud of an employee.
· Real time or historical
	· Normally Real time.
	· Time sensitive to Filing Deadlines set by Statute 

	Appointed by
	· Often appointed by solicitor in the instruction of the defendant.
· Can be appointed by Private Individuals.

	· Can be appointed by solicitor.
· Can be appointed by management.

	· Job/Department often exists within the company. E.g. Internal Auditors
· External consultant (Specialist) brought in.
	· Appointed by Directors of the Company
· Need to be independent of the company and any of its directors and/or shareholders

	Report
	· Forensic Accounting report based on Evidence and information available.
· Certain wording included such as qualifications of the report writer, scope, methodology, opinions, disclaimers, conclusions, further work required
	· Can be report to management of findings.
· Can be a sub-report of a particular area of fraud to go into the overall forensic report.
	· Reports can be standardised to particular areas in order to look at trends
· Reports can be non-standardised to a particular engagement.
	· Independent Auditors’ Report.
· Wording determined by the Auditor’s governing body including any qualifications of that report.
· Normally 1-2 pages signed within the Financial Statements.

	Report Users
	· Solicitors
· Barristers
· Courts
· Prosecuting Authorities
· Other accusers and their legal team if relating to dispute.
	· Management
· Solicitors
· Barristers
· Courts
· Prosecuting Authorities
· Other accusers and their legal team if relating to dispute

	· Managers
· Solicitors/Barristers – if legal proceedings as a result of issue identified.
	· Shareholders
· Investors
· Banks
· Regulators (PLC)
· Credit Agencies (e.g. Dun & Bradstreet)


	Paid by:
	· Paid through Legal Aid (Government Body) approval of time and cost through the solicitor.
· Paid by private funds of individuals.

	· Paid by the company looking into the fraud. 
	· Paid by the company looking into the area/areas as an employee or outside consultant.
	· Paid through the engaging company. 
· Audit fee disclosed and deducted as a business expense in the Financial Statements. 

	Work Planning
	· Each job requires an individual approach depending upon the instructions of the appointer and the end report requirement.
· Materiality is not relevant.
· Identification of relevant information/documentation, often from vast amounts is required.
· Reliance on assertions made by defendants included in reports.

	· Each job requires an individual approach depending upon the instructions of the appointer and the end report requirement.
· Materiality is not relevant.
· Identification of relevant information/documentation, often from vast amounts is required.
· Reliance on witness enquiries.

	· The job and report can be standardised if it is being investigated regularly or ad-hoc if on a one off basis.
	· Standard Audit programmes
· Audit testing (sampling) each area of the financial statements to ensure no material misstatements
· Level of work carried out determined by materiality.


[bookmark: _Toc534701603]Case Study
1) [bookmark: _Toc534701604]How the investigation for the above case should be started?
It is essential that the 5 stages of investigation are followed to ensure everything is covered, being:
1) Accepting the investigation
a. The Governors of the school board need to sign a letter of engagement with the forensic accountant (FA) which sets out the work to be carried out, the fees and the end product (report).
b. The Governors should be informed that details of the investigation needs to be kept private and confidential including the administrator’s secretary.
2) Planning the investigation
The following need to be considered and discussed with the school governors:
a. Who is the relevant Governor the FA should liaise with and how often during the investigation?
b. Consideration of suspending the FA whilst the investigation is being carried out.
c. Interviewing the administrator’s secretary including the administrator’s movements.
d. Deciding what information and documentation needs to be reviewed and analysed.
e. Agreeing the period under investigation – this maybe amended depending upon the interview with the Administrator’s secretary.
3) Gathering Evidence – this is based upon the information and documentation that needs to be reviewed. (see answer 2 below).
4) Reporting 
a. There should be a comprehensive report being clear and concise.
b. It should include the FA’s qualifications, summary of findings, work undertaken and conclusions.
c. IT should include any recommendations e.g. improving internal controls (if required by the user).
5) Court Proceedings – should this matter be reported to the police the report may be used in a trial along with the FA giving evidence should the administrator plead not guilty.
2) [bookmark: _Toc534701605]Outline some documents which you think can help disclose the administrator’s fraud activities.
i) Copies of procedures manual specifically with regards to approval of expenses i.e.  what are the requirements (e.g. 2 signatures above a certain level of expenditure, or specifically Administrators requires Governor approval above a lower amount if cheque to Administrator).  
ii) Administrator’s diary records showing locations and times of business meetings to tie this into mileage claims and expense claims.
iii) School bank account – bank statements for analysing.
iv) Copies of the cheques.
v) File of expenses claim forms with supporting invoices.
vi) Files of expense invoices – to review if approved (above the level)
vii) Petty cash book with supporting invoices
viii) Administrator’s computer/laptop – along with passwords
ix) Administrator’s emails
x) Administrator’s work phone
3) [bookmark: _Toc534701606]If the Forensic Accountant is to be hired, how should be chosen?

a. Has there been a forensic accountant (FA) used before by the school?
b. Does the FA have the correct qualification, experience and skills?
c. Does the forensic accounting practice have the infrastructure in place to ensure the taking in, recording and safeguarding of evidence?
d. Are there any conflicts of interest?  - Is the FA related or linked to anyone at the school (Governor/Teacher/Support staff or pupil).
e. Has the FA carried out this particular area of work before – i.e. fraud in a school by the Administrator. 
f. Once the FAs are identified the Governors should interview each potential FA and obtain details of fees payable.
g. Having interviewed the FA the Governors should decide on the FA to be used based on which they feel is best suited to carrying out the job at the most acceptable level of fees.
4) [bookmark: _Toc534701607]Should the administrator be interviewed? If so,  at which stage?

The Governors should suspend the Administrator immediately pending an investigation in order to prevent further funds being misappropriated. They should liaise with the Human Resources (HR) department to ensure the procedures are carried out correctly and in accordance with the Employment Handbook including Disciplinary and Grievance Procedures.
Once the report has been issued by the FA to the Governors the FA should meet with the Governors to clarify anything and to also give them the opportunity to ask any questions.
The Administrator should then be called in for an interview with a Governor (or Governors) and a representative from HR. He should be informed of the allegations made against him at least 2 weeks before the meeting  in order to prepare himself and for him to appoint a solicitor if he so wishes. The meeting should be minuted by another person present and will form part of any evidence should the matter proceed to trial. 
Depending upon the outcome of the meeting will depend upon how the Governors proceed i.e. reporting to police and dismissal for gross misconduct. 
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