
	MARTIN PARRY 

DIPLOMA IN FORENSIC ACCOUNTING

INTRODUCTION TO FORENSIC ACCOUNTING
ASSESSMENT 1

OCTOBER 2015



Question 1.1

What is fraud?

There are many different definitions of fraud. The definition in the manual is given by the association of Certified Fraud examiners and refers to occupational fraud. It defines this as:

‘The use of one’s occupation for personal enrichment through the deliberate misuse or misapplication of the employing organizations resources or assets.
The Oxford Advanced Learners dictionary defines fraud as a 

‘Person or thing intended to deceive others, typically by unjustifiably claiming or being credited with accomplishments or qualities.’
Because I have an accounting background I look at the term used in my industry.

The International Standard on Auditing 240 tries to distinguish fraud from error so its definition is: 
‘An intentional act by one or more individuals among management, those charged with governance, employees, or third parties, involving the use of deception to obtain an unjust or illegal advantage.’ ISA 240 (Redrafted), paragraph 11.
The standard goes on to say that the term “fraud” refers to an intentional act by at least one individual amongst the company people who are charged with governance, employees, or third parties. This involves the use of deception to obtain an unjust or illegal advantage. Fraud involving one or more members of management or those charged with governance is referred to as “management fraud;” fraud involving only employees of the entity is referred to as “employee fraud.” In either case, there may be collusion within the entity or with third parties outside of the entity.

Question 1.2

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

A client would expect a forensic accountant to be a specialist in Finance and accounting plus financial and IT systems. But the skills below are the most important to the successful practice of forensic accounting.

Identify fraud on very limited information:
In most cases the Forensic Accountant has often to work with very limited information. In some cases these could be incomplete records that need to translate into tangible information. It will help that the person has the ability to critically analyse financial statements and ratios. They will have to rely on past cases and probable theories to identify how the fraud was committed and then decide on the strategy for proving or disapproving the alleged fraud.
Interviewing:
Interviewing people is one of the key elements of gathering information and evidence. A number of the people who may be interviewed will not be involved and may be very worried so it is vital that the interviewer remains very calm and relaxed. The Forensic accountants needs to create an environment of calmness and respect by being easy to talk to and approachable. The final core skill they need is to be a good listener. Listening is an art and sometimes you need to not only listen to what a person is saying but also what they are not saying

Investigative and Communication Skills:
Both written and oral skills are important when gathering information from people who may not have a finance background. Forensic accountants need to create a flow of information so that when they are investigating they can form an opinion on what has possibly happened. 
Evidence Gathering:
The Forensic accountant needs to be an expert in evidence gathering techniques. When a fraud is suspected one of the tasks for a Forensic accountant will be to gather evidence. They will need to collect, maintain, preserve and review any evidence to try to establish guilty or non-guilt. Since the reputation and career of an individual may be at stake it is essential that this stage is thorough and totally confidential. It must also be collected in such a way that will be admissible in court. 

Presentation and Interpretation of Findings:
The person will need to interprete the information he finds and must also be able to communicate this information to clients. If the matter does goes to court. He will also need to do this for judges and juries. The Forensic Accountant will need to do this in a clear and precise manner. 

Adaptability / Change.

Nothing ever stays the same so as with any type of case things will change as the Forensic accountant gets more involved. In most cases there will be new information arising during the investigation that means the current strategy needs changing. So another skill as well as problem solving would be their reaction to change or adaptability.

Question 1.3

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

A forensic accountant’s job involves finance and accounting, auditing and investigation skills. The job involves analysing and interpreting financial information.

Forensic accounting represents an area of finance that combines detective skills and financial acuity. These accountants dig into financial reports, locate financial transactions and figure out what really happened at various companies. To be successful, a forensic accountant needs to develop several qualities.
Analytical

Forensic accountants need to be analytical. As they review financial reports and source documents, they need to analyse the validity of each transaction and determine if the company recorded the transaction fairly. In some cases, the documentation will not support the numbers on the reports. The forensic accountant needs to analyze where the numbers on the reports came from and whether the company accurately reported those numbers.
According to Characteristics and Skills of a Forensic Accountant, a study done by the American Institute of CPAs (AICPA) in 2010, attorneys, college professors and CPAs all chose analysis as the number one most important skill for being a successful forensic accountant. 
Logic
Forensic accountants must be able to use their logic and identify anomalies in financial records. They may also need to have good evaluation skills in order to understand how those anomalies might lead to fraudulent behavior.
Methodical or Detail-Oriented
A forensic accountant needs to be detail oriented. Reviewing financial reports and the supporting documents requires looking at large quantities of numbers. At each step, the numbers from the supporting documents need to match the numbers on the financial reports. The forensic accountant needs to compare these amounts and note any inconsistencies. This requires seeking out the detailed information for each transaction and investing time to compare the details with the final totals. Since forensic accountants’ jobs are wholly based on finding small details that might lead to the discovery of illegal activity, this is one of the most vital skills they possess. 
Ethical
This is hugely important if you wish to become a Forensic Accountant. Having good ethics will ensure that the person will do what is right and necessary to bring fraudsters or criminals to justice.
Communicative
One of the key forensic accountant requirements is to share findings in court and in professional reports. So it is vitally important that the person masters the skills of oral and written communication so that they can clearly express the nature of the possible crime to clients, judges and juries.
Persistence
Persistence plays an important role in the life of the forensic accountant. In some cases, the financial reports lack the supporting documentation. The forensic accountant needs to continue requesting that documentation and finding the source of the data reported. Without the supporting documentation, the forensic accountant cannot draw conclusions regarding the validity of the numbers. She needs to continue requesting the documentation, becoming more assertive if necessary, until she can make a solid conclusion.
Inquisitiveness
Gaining the information necessary to investigate financial reports comes from asking questions. Inquisitive forensic accountants get answers. As the forensic accountant reviews the numbers on the financial reports, he needs to ask the staff questions regarding each number reported. The more questions he asks, the better he’ll understand why they reported the numbers that appear on the financial reports. If the staff members fail to answer his questions, he needs to continue asking other staff members or supervisors.
Other skills that a Forensic Accountant would need are intelligence, determination, problem-solving, engaging, calmness, skepticism, discretion and confidence.

Question 1.4

Outline the basic steps involved in fraud investigation.

Like an audit the Forensic accountant needs to carefully plan the investigation.

Below are the basic steps involved in this:

Accepting the audit
A forensic accountant must initially consider whether his/her firm has the necessary skills and experience to accept the work. Forensic audits are highly specialized, and the work requires detailed knowledge of fraud investigation techniques and the legal framework. Investigators must also have received training in interview and interrogation techniques, and in how to maintain the safe custody of evidence gathered. Additional considerations include whether or not the investigation is being requested by an audit client. If it is, there is a possible conflict of interest and pose a risk to achieve objectivity. A high fee level should be negotiated to compensate for the specialist nature of the work, and the likely involvement of senior and experienced members of the firm in the investigation.
Planning the Investigation
The forensic audit team must carefully consider what they have been asked to achieve and plan their work accordingly. The objectives of the investigation will include:
· Identifying the type of fraud that has been committed;

· How long has the fraud being going on for;

· How the fraud was concealed;

· Identifying the people involved in the fraud;

· Determining the financial loss suffered;

· Gathering the evidence that could be used in court proceedings;

· Providing advice to prevent the re-occurrence of the fraud.

The investigators should also consider the best way to gather evidence, through data-mining, checking the transaction log systems, and bank software and statements for financial transactions.
Gathering evidence

In order to gather detailed evidence, the investigator must understand the specific type of fraud that has been carried out and how that fraud has been committed. The evidence should be sufficient to ultimately prove the identity of the people involved in the fraud and the way the fraud was committed. The investigating team must be very careful in gathering evidence as evidence gathered illegally or incorrect could be deemed inadmissible in court. So in cases like these it is imperative that the chain of command is followed. 
Some of the techniques below could be used to help gather evidence:

· Check all of the client’s internal controls, in particular, cheque signatories, signing off of invoices;

· Trends over a period of time are useful. Increased spend with certain suppliers could be reviewed as well as any suppliers. Comparing with different segments of the business could be useful as will analytical procedures;

· Identifying any computer data alterations using Computer Assisted Auditing Techniques (CAAT). These are computer programs or software that can be used to interrogate a client's system. This software can be either off-the-shelf software or it can be purpose written to work on a client's system. The main advantage of these programs is that they can be used to scrutinise large volumes of data, which it would be inefficient to do manually. There are other forms of software that are becoming increasingly common as technology develops but the cost needs to be considered.

Question 1.5

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

The most notable differences between the four areas above are the objectives and the tasks performed. All of these are financial or accounting related so certain similarities may be present.

Forensic, Fraud and Investigative Auditing
Traditional audits follow the accounting principle of materiality. Inaccuracies, omissions or apparent mistakes that are not of a sufficient dollar amount to impact the overall financial picture of a company are judged immaterial by auditors and not pursued. On the other hand, forensic accountants or fraud examiners, are not constrained by generally accepted accounting concepts like materiality. Forensic accountants do not initiate an investigation without a referral from auditors, an employee tip, or report of suspicious transactions. A typical referral for a fraud audit could be any of the innumerable signs noticed by someone in the course of business, such as a series of high payments to unknown vendors, a high number of disputed balances on receivables, or evidence of overriding or ignoring internal control policies. In summary the Forensic Accountant ting summarised is concerned in:
· Establishing the existence of fraud;

· Determining the extent of damage or losses involved as a result of the fraud or crime;

· The gathering of sufficient evidence for use by the courts of law to come up with a fair and judicial ruling for indemnification and/or prosecution. 
Financial Auditing

Financial audits are a thorough review of a company's financial records conducted by external auditors to verify that their financial statements are accurate and reliable. Audits are also customarily conducted to assess the effectiveness of internal controls or compliance with regulations. Independent audits are conducted with the goal of providing a reasonable assurance of the accuracy of financial statements. 
The Financial Audit report will aid management as a tool for:
· Evaluating the soundness of its internal control policies to safeguard the company assets;
· Reviewing compliance with company policies as well as governmental regulations. 
Some companies also have Internal auditors. These departments differ from external auditors in that internal auditors test the effectiveness of internal controls and audit company business records on a full-time basis. 
CASE STUDY
Question 1.

How the investigation for the above case should be started?
Assuming the Forensic Accountant has been hired by the client. The first step will be the planning of the investigation.
The planning should commence with a meeting between the Forensic Accountant and the client. At this meeting the investigation will be discussed. The emphasis will be on the team that is handling the case understanding the events surrounding the fraud and the actions taken by the client since the discovery. Matters that need to be clarified will include;

· The Objective of the Investigation 

· Whether the client has dismissed the employee or contacted the police;

· Any results from the point above such as court action;

· Are employees aware of the fraud?

· Any deadlines set that need to be kept to;

· If an Insurance company is involved, where this is up to.

Question 2.

Outline some documents which you think can help disclose the administrator’s fraud activities.
There are a number of documents that can be used to help the Forensic Accountant disclose the administrators fraud:

All of the administrators fraudulent activities would have been paid to him by expenses paid to him or money taking out from his credit card. These would be in the form of either cash, cheque, bank payment or credit card. At this stage we would not be able to see his bank statements so we will make do with our own internal records. These need to be verified together such as cheque stub with the bank statement.
Bank Statements.

These will show all cheques and cash paid out to him.

Expense Forms.
These can be reconciled with the bank statements so these can be checked and verified.

Credit Card Statements.

The company will receive a credit card statement monthly from the bank. The statements are normally for individual cards so his can be checked.

Purchase Ledger Day book and Ledger.

This will give lists of invoices received by the company. Any car related invoices can be seen here and invoices checked. Again payment can be verified against the ledger and bank statement.
Question 3.

If the forensic accountant is to be hired, how should he be chosen?
Many people make the mistake of thinking that one forensic accountant is the same as any other but this is not the case. Experience is key when you are making this choice. Obviously you have to weigh up cost against experience but you will want a guaranteed outcome so the right choice is essential. It is easy to think that if you pay more that you will get a better service. But as with all other professional or legal services this is of course very far from the truth. The truth is that there are many different forensic accountants on the market, all with vastly different experience and expertise. It does pay dividends to find one that has the particular skills that your case needs.

You might require an expert accountant to understand a very complex business or accounting activity or someone to go very deep into very complex and interlinked fraudulent transactions such as money laundering. Either way there are different horses for courses so you need to look around. 
Below are some of the areas you should look at when choosing your forensic accountant.
Cost
Make no mistake any professional will be expensive and the forensic accountant is no different.

If you choose a forensic accountant from one of the big six accountancy practices you will be employing somebody that might cost you in excess of four hundred per hour. If you choose a forensic accountant from a small firm of accountants you might obtain services for a fraction of that cost. Contained within these two price ranges are many different forensic accountants. So the best course of action is decide on your budget and stick to it.

Experience
I have mentioned this above. This is essential but it depends on a case by case basic and what outcome you are trying to achieve. It should be weighed up against cost unless money is not an object. The particular experience and skills of the professional must fit the needs of the case. The areas where you might need forensic assistance are many and the client should always check that the expert regularly undertakes similar cases and more importantly that he is successful in these cases.

Credibility
The case may very well end up in court so credibility of the accountant is essential. The chosen professional will be asked questions by opposing counsel with the purpose of revealing flaws in the case and their ability. If they manage to prove this the case will fall down and the client will lose a lot of money and face. Courts seem to respond to evidence that is given by an expert fraud investigator. 
Qualifications
Experience is great but equal weight will be given to training and qualifications. Qualification as a Fellow of one of the main Chartered accounting institutes plus the being a member of relevant professional bodies and forums is the ideal. Having articles published on the subject is an extra but not essential. Having a book published on the subject is even more impressive.
Court Appearance
If the matter goes to court the forensic accountant may have to give evidence in the witness box.

So if this is the case then they should be able to demonstrate some competence giving oral evidence to the court.
Question 4.

Should the administrator be interviewed?

If so at what stage?

Yes, the administrator should be interviewed but this interview should be conducted near the end of the investigation so more all of the relevant information can be gathered in advance. Interviews are very important because the forensic accountant may not get a chance to interview the culprit a second time so in this case they have to make sure that they have done enough work and planning to ensure that in the interview they get as much information as they possibly can. 

The questions in the interview will start off quite easy and will mainly be general background questions. But these will soon change to more direct and focused questions where the interviewer can watch how the culprit reacts to the questions. It is important that they do not just stick to a list of questions. They should amend their plan based on the administrator’s answers. The most important thing to keep in mind is that if the culprit confesses that the way this confession was obtained must be admissible in court.
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