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Introduction to Forensic Accounting

Key concepts, processes, and professional considerations

1. What Is Forensic Accounting?

Aspect Description
o The application of accounting, auditing, and investigative skills to examine financial

Definition evidence for use in legal matters.
Primary . _ _ _
Goal Detect, analyze, and report on financial fraud, misconduct, or disputes.
Typical Courts, law?enforcement agencies, corporate boards, insurers, regulatory bodies,
Users and private litigants.
Outcome Expert reports, testimony, and actionable recommendations that can be used in

litigation, arbitration, or internal remediation.

2. Core Areas of Practice

Area
Fraud

Investigation

Litigation
Support

Valuation &
Damages

Bankruptcy &
Insolvency

Corruption &
Bribery

Typical Engagements

Embezzlement, asset
misappropriation, financial

statement fraud.

Contract disputes, partnership
dissolutions, shareholder lawsuits.

Business valuation, intellectual?
property valuation, economic loss.

Asset recovery, preferential
payment analysis.

Bribery schemes, kick?backs,
money laundering.

Key Techniques

Data mining, transaction tracing, interview
of witnesses, digital forensics.

Damage quantification, valuation of lost
profits, reconstruction of financial
statements.

Discounted cash?flow (DCF), market?
multiple analysis, excess earnings
method.

Preference and fraudulent conveyance
testing, cash?flow analysis.

Beneficial?owner tracing, shell?company
mapping, anti7zmoney?laundering (AML)
checks.
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3. Investigation Process — Step?by?Step

1. Engagement Planning

o Clarify scope, objectives, and legal authority.
o ldentify stakeholders, confidentiality requirements, and potential conflicts of interest.

2. Preliminary Assessment

o Review background information, prior audits, and relevant contracts.
o Develop hypotheses and an investigative roadmap.

3. Evidence Collection

o Documentary: ledgers, invoices, emails, contracts, bank statements.
o Electronic: log files, database extracts, metadata, backup media.
o Physical: assets, inventory, cash, equipment.

4. Data Preservation

o Use write?blockers and hashing (e.g., SHA?256) to maintain data integrity.
o Create a chain?of?custody log for every item collected.

5. Analysis & Reconstruction

o Perform transaction tracing (source ? destination).
o Apply ratio analysis, trend analysis, and Benford’s Law to spot anomalies.
o Re?build missing or altered financial statements.

6. Reporting

o Draft a clear, concise expert report (facts, methodology, findings, conclusions).
o Include supporting exhibits (charts, flow diagrams, spreadsheets).

7. Legal Presentation

o Prepare for deposition and trial testimony (direct/exam?in?chief, cross?
examination).
o Be ready to explain technical concepts in plain language for judges/juries.
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4. Essential Tools & Techniques

Category

Data Analytics

Digital Forensics

Document
Management

Examples

ACL, IDEA, Tableau, Power BI,
Python (pandas), R

EnCase, FTK, Cellebrite, X-Ways

Rel
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Typical Use

Large?scale transaction screening,
pattern detection.

Extraction of hidden or deleted
electronic evidence.
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