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Assessment 1

1.(i) Fraud can be defined as a deliberately deceptive act to gain something in an unlawful or unfair way. Fraud can involve people or groups of people mis-using their position of trust or power in an organisation to seek personal financial gains.
Cressey (1953) developed the enduring theoretical model referred to as the fraud triangle. The triangle refers to three components that are often present in the environment, or personal situation, of the fraudster. These components are pressure, opportunity and rationalisation. 

(ii) Forensic accounting is a specialist discipline and therefore requires specific skills for success.
Accounting expertise is the primary knowledge base that underpins the successful practice of forensic accounting. This and the knowledge of the standards, requirements and procedures of the legal system.
Forensic accountants need to be trained and skilled in the process of carrying out investigations. They need to be able to detect problems and irregularities that have been constructed in a deliberate attempt to be hidden from normal auditing processes.
They need to have skills in gathering relevant information and then presenting and reporting their findings back to the stakeholder in a clear and understandable way. They must ensure that the evidence they collect is obtained in such a way as to be admissible way in court if later required.
Their reports should also include recommendations as to how a client could improve their internal control mechanisms. This may be based on their observations from the case in hand but also drawing upon other wider knowledge and experiences obtained.

Forensic accounting practices are often called upon to help quantify losses, for example in insurance claims. The skill here being able to piece together and reasonably and rationally present an independent assessment based on the facts available, rather than proving or disproving a particular act of fraud. 

(iii) A forensic accountant requires a number of skills and attributes that are different from traditional accountants or auditors.
A forensic accountant often has limited information at the start of their investigation and must rely on theoretical frameworks to help identify a possible fraud scheme, the manner in which it was carried out and assess what procedures and tools may be available to them to help prove or disprove an alleged fraud.
Interview skills are a key component of the forensic accountant’s investigation. They must be able to obtain information, and sometimes confessions, in ways that are admissible in a court of law.
A key difference between a traditional auditor and a forensic accountant is that the former is looking for the absence or presence of information or compliance, but the latter may need to adopt the mindset of a potential fraudster and develop a sense of whether something is wrong or not, without knowing the exact nature of the issue.
A healthy scepticism is required from the outset of the investigation. The accountant should try not to take things at face value and should always question the legitimacy, originality and authenticity of documents, witness statements and other information available.
Forensic accountants need to have qualities of persistence, resilience, and determination. They need the ability to solve problems and hold the highest levels of integrity and ethical positioning in their pursuit of the facts, and the reporting thereof.



(iv) The basic outline of the steps involved in an investigation are as follows; 
Accepting the investigation
Firstly, the investigating team must assess whether it has the relevant and specific knowledge and skills for the particular investigation in question.
Any conflicts of interest, related parties, or ethical dilemmas must be identified at this stage and avoided where ever possible. If a conflict is identified, then the investigation should be declined and an alternative sought.
Planning
The objectives of the investigation must be identified at this stage and then a plan organised to achieve these objectives. This may include identifying what type of fraud has been committed, who should be interviewed, how to assess the financial loss, how the evidence will be gathered and safeguarded in the process. Planning should include timescales, resource allocations and contingency plans
Gathering evidence
It is crucial that the investigating team ensure the evidence is gathered in the proper chain of custody. The team must be highly vigilant with the safeguarding of the evidence and aware of the possible attempts by suspects to tamper or destroy evidence.
Reporting
At the end of the investigation the client will require a full report summarising the evidence that has been collected, the extent of the losses incurred, how the internal controls were bypassed (or failed) and the manner in which the fraud was carried out. A good report would also suggest ways to improve the controls to reduce or eliminate the chances of a repeat occurrence in the future.



Court proceedings
If the investigation concludes with a court case the forensic team will need to be prepared and able to confidently present their findings in court. This needs to be carried out in a professional manner and in a way that is understandable by people of a non-accounting background.

(v) A financial audit can be considered as the process of verifying the financial statements of a business organisation with a view to forming an opinion as to whether the statements are “true and fair” and free from material misstatement.
They usually take the form of a statutory report written to the company members evaluating the compliance of the organisation with relevant regulations and the applicable law. This report is usually completed on a routine annual basis. The auditors are independent, but their work is commissioned by the company itself.
Forensic accounting is a deeper and more investigative process than financial auditing. It has the purpose of gathering, safeguarding and presenting evidence in such a way as to be usable in a court of law.
Forensic accounting may be used to prove or disprove a legal matter as well as the more advisory process of providing clients with recommendations for future changes to enhance their control mechanisms.
Fraud auditing is an area of forensic accounting restricted to matters of fraud. It is a more detailed examination of the financial records of a company, with the specific objective of finding incidences of fraud. It is not bound to the materiality thresholds of a normal financial audit and therefore may scrutinise transactions of a much lower value to identify and confirm incidences of fraud.
Fraud auditing may be considered a more consultative process. It can be commissioned by clients at any time, rather than simply carried out at set periodic timescales as part of a regulatory requirement.

Investigative auditing techniques may be used in forensic accounting and fraud auditing, both of which differ from financial auditing in so much as they will often require more interviewing of people within the business. This may be either as suspects for incidences of fraud, or as potential witnesses that can provide evidence to support a case.

Case Study

1. I assume from the case study that the secretary has alerted the board and the board have commissioned a forensic accountant to investigate.
Once the investigating team have been contacted and no conflicts of interest have been identified the investigation should start with the planning stage. Identifying the overall scope and objectives of the organisation.
The plan then needs to be refined and made more specific with details such as who may need to be interviewed, where the source documents can be found and what risks to the investigation may be encountered.
2. Documents required to help disclose the fraud activities; 
· The administrators bank statement (possible evidence of cheques cashed from the school)
· The school’s bank statement (evidence of funds leaving the organisation)
· The school’s cheque book
· The board’s credit card statements
· The administrators travel/work diary (evidence of trips required, or trips made that were not required when reconciled to duties)
· Invoices from the garage for repairs to his car (third party evidence of transactions)
· The actual expense claims made to the board (to help quantify extent/value of the fraud)
· Statement from the secretary as to what she has observed and lead to her to raise the alert
· The internal accounting records of the school, bank statements, management accounts, cash books, petty cash reconciliations etc.

3. If a forensic accountant is to be employed the choice should be made considering the following; 

· The experience and qualifications of the forensic accountant
· Specific prior experience of investigating expense claim fraud would be an advantage.
· Independent and unrelated to the school, board, or staff members.
· No other conflicts of interest or ethical conflicts are apparent that may compromise the objectivity of the investigation.

4. I believe the administrator should be interviewed at the start of the investigation. He may, under the pressure of investigation, co-operate fully and save valuable time in completing the processes. He may make a confession that can be used in court.
However, even if this wasn’t the case, he may reveal in his interview other elements of the investigation that are important and would help refine the scope. He may raise matters that were not apparent at the original commission.
“Interviews can help form the scope of further analysis and identify areas to be investigated more thoroughly.” (McGimsey and Whelan 2015, p.1).
For example, is anyone else involved in the fraud? Are there any other factors of influences to consider? Was the motive simply spite and revenge against the board (and financial gain of course) or was there possibly someone on the board benefitting as well? Perhaps they are helping cover up some of the transactions in return for payments themselves.
This doesn’t appear to be the situation from the case study notes, but all possibilities should be considered, and themes not anticipated at the start of the investigation may emerge.
Careful consideration should be given the timing of the interview and plans should be in place to safeguard potential evidence from tampering once the administrator is aware he is being investigated.
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