Overview of Forensic Accounting

Overview of Forensic Accounting
Key concepts, processes, and applications for students and professionals

1. Definition & Scope

Aspect Description
Forensic The application of accounting, auditing, and investigative skills to examine
Accounting financial information for use in legal matters.

_ Detect, investigate, and prevent fraud, misconduct, and financial disputes;
Primary Goal ) , :
provide evidence that can stand up in court.

_ Courts, law?enforcement agencies, corporate boards, regulators, insurance
Typical Users i _ N
companies, and private litigants.

Auditing, fraud examination, litigation support, valuation, and dispute
Overlap Areas )
resolution.

2. Core Activities

Activity What It Involves Typical Output

_ Identify red flags, conduct risk _
Fraud Detection & o Fraud risk?assessment reports,
assessments, design internal

Prevention control?design recommendations.
controls.
) ) Trace illicit cash flows, reconstruct o o
Financial _ Detailed investigative work?papers,
o transactions, analyze complex
Investigation flow?charts of money movement.
schemes.

_ _ Expert reports, testimony outlines,
o Prepare and present financial _ o
Litigation Support . . demonstrative exhibits (charts,
evidence, act as expert witness.

graphs).
_ Compute economic losses, ) )
Valuation & Damage ) ) , Damage calculations, valuation
S business valuation, disgorgement
Quantification reports, settlement support.

amounts.
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Activity What It Involves Typical Output
) Assess adherence to statutes ) o
Compliance & L Compliance audit findings,
_ (e.g., SOX, AML, anti?bribery o
Regulatory Review | ) remediation plans.
aws).

3. Investigation Process (Step?by?Step)

=

. Engagement Planning

o Define scope, objectives, and legal authority.
o ldentify key stakeholders and confidentiality requirements.

2. Preliminary Assessment

o Gather background information (financial statements, contracts, emails).
o Conduct risk?based screening to prioritize areas of focus.

w

. Data Collection

o Obtain electronic data (E?discovery, database extracts).
o Secure physical documents (invoices, ledgers, receipts).
o Preserve evidence integrity (chain?of?custody logs, hash values).

4. Data Analysis

o Analytical procedures: Ratio analysis, trend analysis, Benford’s Law, variance

testing.

o Digital tools: ACL, IDEA, Tableau, Power BI, Excel Power Query, SQL, forensic

accounting software (e.g., CaseWare).

o Pattern recognition: ldentify duplicate payments, round?number transactions,

unusual vendor relationships.

5. Hypothesis Development

o Formulate possible fraud schemes (e.g., asset misappropriation, financial statement

fraud, corruption).
o Test hypotheses with targeted sampling and deeper document review.
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6. Evidence Documentation

o Create work?papers that show the audit trail, calculations, and supporting
documentation.
o Use clear labeling, cross?referencing, and timestamps.

7. Reporting & Presentation

o Draft a factual, concise report: executive summary, methodology, findings,
conclusions, and recommendations.

o Prepare visual aids (charts, flow?charts, timelines) for courtroom or board
presentations.

8. Follow?up

o Recommend remedial actions (control enhancements, disciplinary measures).
o Assist with litigation strategy or settlement negotiations as needed.

4. Common Fraud Schemes Investigated

) ) Example
Scheme Typical Indicators _
Techniques

Asset Unexplained expenses, missing inventory,
Misappropriation duplicate
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