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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	Q.1.1. What is Fraud?
Fraud has various definitions, but in general, it is considered to be a wrongful deception, intending to in some way unjustly enrich the perpetrator. The Fraud Act 2006 has enabled the better understanding and prosecution of fraud, by listing 3 main areas of commission of the offence:
•	by false representation,
•	by abuse of position and 
•	through failing to disclose information.

It is sometimes thought that fraud can be a victimless crime. This is incorrect and must be challenged, as although the victim may be one or more stages removed from the actual fraud, there exists a victim for whom repercussions can be severe. An example of this is the fraudulent bulking out of construction materials than can subsequently lead to unsafe structures and subsequent building collapse leading to loss of life (Anderson, 2013, Mbogo, 2014 & Shanghaiist, 2016). This is a particular problem in the global charity sector with aid fraud in areas of seismic activity.

Donald Cressey’s Fraud Triangle develops the idea of 3 interlinked elements in the commission of fraud.
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Figure 1 – Cressey’s Fraud Triangle

This grew from the hypothesis that trusted persons become trust violators when they conceive of themselves as having a financial problem which is non-shareable, and see a route to resolve the issue by violation of their position, whilst adjusting their own conceptions so as to explain and rationalise their behaviour (Cressey, 1973).

Pressure/Motivation and Opportunity are present in all criminal acts, but in financial crime there can be the element of Rationalisation. A disgruntled employee who feels exploited by their employer, is a classic example of someone who justifies and explains their actions to themselves. There is a grievance, or life event, which they think then explains, allows or even entitles them to commit a fraudulent or corrupt act. This is of particular concern, as the usually honest, hard-working, law-abiding individual finds a pressure-release valve for their conscience. The usual controls that would be expected to be in operation both within, and operating on, an individual, are overridden.

Gerald Mars (1982) wrote about his anthropological studies into workplace activity, concluding that the workplace criminal often does not regard their actions as blameworthy – the perception being that stealing from one’s employer is not really ‘that wrong’. The very generous remuneration of senior personnel does not go unnoticed by other staff, who may be tempted to think that if the organisation can afford such huge salaries, then it will not even notice a little extra on the plate of another.

In determining the type of investigation required, it can be helpful to catagorise three main areas of fraud: Corruption, Asset Misappropriation and Financial Statement Fraud.

Corruption is fraudulent or dishonest conduct by those who have power and the most common variant is seen as bribery. The following are some commonly understood elements of corruption, although the list is not exhaustive:
•	Bribery – offering or accepting inducements.
•	Collusion – secrecy in arrangements to gain an advantage.
•	Embezzlement – hiding and redirecting money to steal.
•	Excessive Hospitality – used to induce feelings of obligation.
•	Extortion – threats to secure money or an advantage.
•	Fraud – deceit to gain a monetary of other advantage.
•	Money Laundering – concealment of origin, ownership or destination of 	funds.
•	Nepotism – favouritism being granted regardless of merit.
•	Undue influence – any improper or illegal abuse of position to gain 	advantage.

As defined by the Bribery Act 2010, the concept of a 'bribe' is very broad. It can be any financial or other advantage which is intended to induce or reward the improper performance of a business activity or public function. A party may be guilty of active bribery, in that they initiate or offer the bribe or, guilty of passive bribery in accepting a bribe.

Asset Misappropriation is a very common form of fraud and would include easily comprehendible acts such as theft of a company’s cash, inventory fraud or misuse of company assets for personal use. Examples of the latter two are office printer cartridges being advertised for sale on eBay and company vehicles being used for private profit such as running a taxi or goods delivery service.

Other methods are seen in invoice fraud, where bogus invoices are authorized and payroll fraud where employees are overpaid, or wages are paid into the bank accounts of fictitious employees.

Financial Statement Fraud includes material misstatements in the records of an organisation such as a company or charity. Common examples include deliberate omission of liabilities, straight falsification of numbers or deliberate misapplication of reporting standards. The motivation is often to misrepresent the organisation’s financial position so as to encourage a buyer or investor or to conceal something from a third party that has a claim on the organisation.

Q.1.2. What qualities of mind and/or body should a forensic accountant possess?
It is important for the forensic accountant to always remember that the word ‘forensic’ indicates that their work may be subjected to the highest level of scrutiny in a criminal court. A forensic accounting investigation is dealing with data that may be falsified or searching for data that has been hidden, camouflaged or removed. Furthermore, the forensic accountant is in foreign territory, the fraudster often has far greater familiarity with the surroundings. With this is mind, the following qualities are essential:

State of Mind
It can be argued whether great investigators are just born that way, or whether with the correct training, anyone can become one. The mindset required is one whereby one can sense something, without being in possession of all the facts. This is not ‘jumping to conclusions’, rather an ability to spot a red flag and follow the trail. As said above, the data on show may be a confected confusion, designed to throw the investigator off the scent. The forensic accountant must be skeptical and question every piece of evidence.

It must be understood that financial audits are not designed to specifically detect fraud. A set of accounts may have been well-prepared, and in good faith by qualified personnel, yet may still give an inaccurate picture.

A very common way in which fraud is detected is through a tipoff. This may come as an aside during an after-work drink, or from a complaint left on a whistleblower hotline. Alternatively, an investigation into one anomaly may discover something else as having been taking place.

The detection of fraud is not just a successful discovery, but may also be an indication of what is not known. It must never be assumed that what has been discovered is all that there is to discover. Creative thinking is required and the use of evolving and ever innovative techniques is essential.

Finally, problem-solving and detective skills are necessary to fully utilize sources of intelligence and there must be a dogged determination so one can be confident that the truth is being obtained

Ability to Identify
It is often the case that at the beginning of an investigation there may be very little to go on. It is essential that various methods are considered and so the manner in which the fraud was conducted is identified, as are the procedures that will help to provide the evidence. Not every allegation of fraud turns out to be correct. 

Interviewing Skills
A key component of any investigation is interviewing. It is pointless conducting an interview if what is said is later inadmissible in court. The investigator must be trained in interview techniques and understand that the outcome of an interview is dependent on the experience and demeanor of the interviewer. (Porter & Crumbley, 2012). In particular, a confrontational approach must be avoided and consideration given to the ergonomics of the interview room and who is present.

Evidence Gathering and Investigative Techniques
Correct evidence gathering techniques are paramount. Every effort must be made to correctly identify, secure, log and preserve exhibits. This is especially the case in dealing with computer-based evidence on live systems, where the data is vulnerable to corruption or destruction. Specialist assistance must be sought to preserve such evidence. The concept of ‘best evidence’ must be understood in that evidence that what is closest to the original creation is always sought. There should be knowledge of useful guides available such as the Good Practice Guide for Digital Evidence, published by the Association of Chief Police Officers. Although aimed at police, it deals with the basic principles of seizing and handling digital evidence.

An understanding of Generally Accepted Accounting Principles (GAAP) is essential in order to carry out a structured investigation. The objectives of the investigation must be known and documented so as to avoid deviating from the task and becoming sidelined with irrelevances or, indeed, to avoid ‘mission creep’. Once the objectives of the investigation have been identified, the focus should be on discovery of information and evidence to support or refute the allegations.

A proper record must be maintained of the investigation, detailing the method of operation, the decisions arrived at and any assumptions made in reaching a decision.

Identification and Interpretation
What may initially appear as a simple fraud may become more complex as the fraud is fully uncovered and the costs of investigation may start to climb alarmingly. Here, business acumen and common sense must be present so the forensic accountant can make objective decisions to keep the cost of the investigation in check. An example is where evidence may be overseas, efforts should be made to see if there is another route to obtain the relevant records.

As explained above, the forensic accountant may have their work challenged in court by counsel that have access to their own experts. Accordingly, work must be to the highest standard, the investigation properly documented and proper consideration given to disclosure of material.

Q.1.3. How would you distinguish forensic accounting, fraud auditing and investigative auditing from financial auditing?
One definition of forensic accounting is provided by Zysman (2017) as being the integration of accounting, auditing and investigative skills, thereby providing an accounting analysis that is suitable to use in court and which will form the basis for dispute resolution.

Forensic accountants use investigative skills to identify, preserve, secure and analyse evidence so as to produce expert reports for use in court proceedings. Forensic accounting may also fill the role of litigation support for a lawyer-led investigation.

Fraud auditing is an area of forensic accounting restricted to the investigation of criminal activities relating to fraud, whereas forensic accounting can have a wider remit and not necessarily be used to investigate an allegation of fraud. An example of non-fraud forensic accounting could be asset tracing or an investigation into compliance.

The term investigative auditing is interchangeable with forensic auditing and sits within the overarching term of forensic accounting. It refers to an audit for a specific purpose such as identifying losses, which may in turn form part of a civil recovery process or a criminal prosecution.

The differences between forensic accounting (including fraud/investigative auditing) and financial auditing can be summarized as follows:

Financial Auditing:
· is a continuous process, which certifies the condition of the business,
· is required by law for most organisations,
· examines accounting statements and provides opinion,
· uses sampling or extrapolatory procedures for financial statement, and
· produces reports for management, shareholders and authorities.

Forensic Accounting:
· is a targeted process in response to a perceived threat or risk,
· investigates data so as to support a legal or administrative decision,
· has a clear set of objectives and documents analysis to support or refute allegations
· may avoid materiality, sampling instead concentrating on testimony,
· does not support decision making for general management purposes, rather
· produces tailored reports, which address specific instructions and may be used in court.



Case Study
1. How should the investigation should be started?
First of all, the competent authority that will order and control the investigation has to be identified, any relevant authority for access to records secured and the investigation team appointed, their appointment being determined by their skills and experience. It is also vital that there are no conflicts of interest amongst any of the investigators.

The investigation should be given a project name and lines of communication established so as to control information flow. For example, the investigation should not be discussed on the email system of the organisation being investigated – this can lead to problems with disclosure, for example.

The investigation needs to be properly funded; outside experts can command a high daily rate. Once the experts have been appointed, they need to be given clear instructions so that it is understood what the objectives are and what the methods of delivery should be.

2. What documents could help disclose the fraudulent activity?
a) Signed authorities for personal expenditure
b) The board’s cheque books and bank statements showing that the cheques had been honoured.
c) Mileage expenses sheets
d) Documents of car lease
e) Payroll records detailing payment of expenses
f) Board credit card receipts showing payments for fuel
g) Bills and invoices submitted
h) Office diary detailing movements
i) Contract of employment and acceptable use policy for IT, vehicles etc.
j) Examination of work-provided PC, laptop and/or smartphone.

3. How should a forensic accountant be chosen?
The overriding factor in selecting a forensic accountant is that they have experience relevant to the instructions that they will be given. A forensic accountant may well have to give evidence at a trial and so a person with experience of appearing in court is desirable. Training courses in giving evidence in court are available for such professionals and evidence of such training is a useful addition to the CV of any professional who appears in court.

Both in compiling reports and giving evidence, a forensic accountant must be a clear and concise communicator and be credible. The correct qualifications and experience are essential if the prosecution expert is not to be out gunned by a defence expert in matters of expert opinion.

It is always a good idea to briefly interview the proposed individual, actually check their CV and references and ask for details of professional memberships and insurances.

Sometimes a lawyer will suggest an individual or person, but this should never be automatically accepted without enquiry.

4. Should the suspect be interviewed? If so, at what stage?
The suspect should be interviewed. This is an essential part of the evidence gathering process and is also fair to the suspect in that it gives them an opportunity to give their version of events.

The interview should be in accordance with the organisation’s disciplinary process. It should be conducted in accordance the local law, and in UK with regard to S.10 Employment Relations Act 1999 and ACAS guidelines in relation to workplace interviews. A witness and notetaker (of the same sex as the suspect if female) should be present (usually an HR representative). It is not a police interview that is being conducted under caution and should be a fact-finding exercise, not a confrontational salvo of allegations.

The interview should be conducted once sources of evidence have been identified, secured and analysed, so that there is substance of fact to put to the employee.  
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