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Introduction to Forensic Accounting
Key concepts, processes, and practical applications

1. What Is Forensic Accounting?

Aspect Description

Definition The application of accounting, auditing, and investigative skills to examine
financial information for use in legal matters.

Purpose Detect, prevent, and resolve fraud, embezzlement, and other financial crimes;
provide expert testimony in court.
* Fraud investigation
* Litigation support

Scope * Valuation of assets/liabilities
* Dispute resolution (e.g., divorce, partnership disputes)
* Regulatory compliance (e.g., anti?money?laundering)

Typical Law firms, government agencies, corporations, insurance companies, banks, and

Clients NGOs.

2. Core Skills & Knowledge Areas

Skill Why It Matters

Accounting &

. Understand financial statements, internal controls, and audit standards.
Auditing
Investigative

) Collect evidence, interview witnesses, trace transactions.
Techniques

Grasp rules of evidence, civil/criminal procedure, and relevant statutes
Legal Knowledge
(e.g., Sarbanes?Oxley, AML laws).

_ Use software (ACL, IDEA, Power BI, Tableau) to analyze large data sets
Data Analytics )
for anomalies.

o Write clear reports and present findings persuasively to judges, juries, or
Communication
corporate boards.
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Skill Why It Matters

Ethics Maintain independence, confidentiality, and objectivity.

3. The Forensic Accounting Process

1. Engagement Planning

o Define objectives, scope, and legal constraints.
o Obtain written engagement letter and confidentiality agreements.

2. Preliminary Investigation

o Review background information, prior audits, and relevant documents.
o ldentify high?risk areas and potential red flags.

3. Evidence Collection

o Secure original documents (paper & electronic).
o Preserve data integrity (hash values, chain?of?custody logs).
o Conduct interviews and obtain sworn statements.

4. Data Analysis

o Perform ratio analysis, trend analysis, and variance analysis.
o Apply forensic data?mining techniques (e.g., Benford’s Law, clustering).
o Reconstruct transactions and follow the money trail.

5. Report Writing

o Structure: Executive summary ? Background ? Methodology ? Findings ? Conclusions
? Recommendations.
o Use plain language, visual aids (charts, flowcharts), and cite supporting evidence.

6. Legal Presentation

o Prepare exhibits for trial (e.g., spreadsheets, timelines).
o Deliver expert testimony; be prepared for cross?examination.
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7. Follow?Up

o Recommend internal control improvements.
o Assist in recovery of assets or restitution efforts.

4. Common Types of Investigations

Investigation Type Typical Indicators Example Techniques
Asset Unexplained cash shortages, duplicate Payroll testing, vendor
Misappropriation payments verification

Financial Statement Inconsistent ratios, aggressive ) _ )
Ratio analysis, cut?off testing

Fraud revenue recognition
. _ Unusual payments to third parties, Trace payments, review
Corruption & Bribery .
gifts expense reports

Complex layering, rapid movement of Transaction monitoring,

Money Laundering _
funds network analysis

Unauthorized system access, digital  Log analysis, forensic imaging
Cyber?Enabled Fraud ] .
footprints of devices

5. Tools & Technologies

| Category | Popular Tools | Key Functions | |
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