Role of Chartered Accountants as Forensic Accountants

Introduction :

Forensic science (often shortened to forensics) is the application of a broad spectrum of sciences to answer questions of interest to the legal system. This may be in relation to a crime or to a civil action. The use of the term "forensics" in place of "forensic science" could be considered incorrect; the term "forensic" is effectively a synonym for "legal" or "related to courts" (from Latin, it means "before the forum"). However, it is now so closely associated with the scientific field that many dictionaries include the meaning that equates the word "forensics" with "forensic science".

"Forensic", according to the Webster's Dictionary means, "Belonging to, used in or suitable to courts of judicature or to public discussion and debate."

“Forensic” comes from the Latin word “forensis” meaning forum. During the time of the Romans, a criminal charge meant presenting the case before a group of public individuals. Both the person accused of the crime and the accuser would give speeches based on their side of the story. The individual with the best argumentation and delivery would determine the outcome of the case. Basically, the person with the best forensic skills would win. 

History :

The "Eureka" legend of Archimedes (287-212 BC) can be considered an early account of the use of forensic science. In this case, he determined that a crown was not completely made of gold (as it was fraudulently claimed) by determining its density by measuring its displacement and weight, as he was not allowed to damage the crown.

Sherlock Holmes, the fictional character created by Sir Arthur Conan Doyle in works produced from 1887 to 1915, used forensic science as one of his investigating methods. Conan Doyle credited the inspiration for Holmes on his teacher at the medical school of the University of Edinburgh, the gifted surgeon and forensic detective Joseph Bell.

Sub Divisions of Forensics :

· Criminalistics

· Computer forensics

· Digital forensics

· Forensic accounting
· Forensic animation

· Forensic anthropology
· Forensic archaeology
· Forensic document examination

· Forensic entomology
· Forensic economics

· Forensic geology
· Forensic meteorology
· Forensic odontology / Forensic dentistry

· Forensic pathology
· Forensic psychology
· Forensic toxicology
The above is an illustrative list and not exhaustive.

Forensic Accounting :

Maurice E. Peloubet who coined the term Forensic Accountant in 1946 said that the preparation of financial statements has some but not all of the characteristics of forensic accounting.

"Forensic Accounting" provides an accounting analysis that is suitable to the court which will form the basis for discussion, debate and ultimately dispute resolution.

Forensic Accounting is the specialty practice area of accounting that describes engagements that result from actual or anticipated disputes or litigation. "Forensic" as stated earlier means "suitable for use in a court of law", and it is to that standard and potential outcome that Forensic Accountants generally have to work. Forensic Accountants, are also referred to as Forensic Auditors or Investigative Auditors.

Forensic Accounting, according to American Institute of Certified Public Accountants (AICPA) means “the application of accounting principles, theories and disciplines to facts or hypothesis at issues in a legal dispute and encompasses every branch of accounting knowledge.”

Forensic Accounting, is accounting that is suitable for legal review, offering the highest level of assurance, and including the now generally accepted connotation of having been arrived at in a scientific fashion.

In simple words, Forensic Accounting is an analysis of evidences, that may be used during a legal dispute.

Kautilya was the first economist who openly recognized the need of the forensic accountants. He mentioned forty ways of embezzlement centuries ago in his book Arthashastra (Science of Material Wealth) He has also given detailed instructions on checks and balances, accounting and auditing. He has also stated that “It is just as difficult to detect an appointed official’s dishonesty, as it is to detect how much water the swimming fish drinks”. Birbal, one of the famous Navratnas of the Moghul Emperor Akbar used various tricks to investigate various crimes.

Role of a Forensic Accountant :

“Accountants look at the numbers. Forensic accountants look behind the numbers”. We have always been taught that “Auditor is a watchdog and not a bloodhound”., which does not hold for a Forensic Accountant as “Forensic Accountant is a bloodhound of Bookkeeping.” These bloodhounds are trained to sniff out fraud and criminal transactions out of the financial records of corporate entities, Banks or from any other organization. Since 9/11 attack on the World Trade Centre, Forensic Accountants have played a major role in tracking the terrorists across the world.James Howell has stated that "See the obvious and investigate the doubtful."

The Forensic Accountant often required to analyze, interpret, summarize and present complex financial and business related issues in a manner which is both understandable and properly supported.

Forensic Accountants can be engaged in public practice or employed by insurance companies, banks, police forces, government agencies and other organizations.

Forensic Accountants take a more proactive and skeptical approach in examining the financial records. They show less concern for arithmetical accuracy and are keen in exposing any possibility of fraud, thereby, leaving no room for assumption of management integrity.

A Forensic Accountant is supposed to have a three layer approach

	Base Layer
	Accounting knowledge

	Middle Layer
	Knowledge of auditing, internal controls, risk assessment and fraud detection

	Top Layer
	Knowledge of the legal environment and strong communication skills


A Forensic Accountant is often required to : 

· Investigate and analyze financial evidence; 

· Develop computerized applications to assist in the analysis and presentation of financial evidence; 

· Communicate their findings in the form of reports, exhibits and collections of documents; and 

· Assist in legal proceedings, including testifying in court as an expert witness and preparing visual aids to support trial evidence. 

The above services require a Forensic Accountant to be familiar with legal concepts and procedures.  In addition, a Forensic Accountant must be able to identify substance over form when dealing with an issue. 

Thus a Forensic Accountant can be of assistance for the following :

Investigative Accounting

· Review of the factual situation and provision of suggestions regarding possible courses of action. 

· Assistance with the protection and recovery of assets. 

· Co-ordination of other experts, including: 

· Private investigators; 

· Forensic document examiners; 

· Assistance with the recovery of assets by way of civil action or criminal prosecution.

Litigation Support

· Assistance in obtaining documentation necessary to support or refute a claim. 

· Review of the relevant documentation to form an initial assessment of the case and identify areas of loss. 

· Assistance with Examination for Discovery including the formulation of questions to be asked regarding the financial evidence. 

· Attendance at the Examination for Discovery to review the testimony; assist with understanding the financial issues and to formulate additional questions to be asked. 

· Review of the opposing expert's damages report and reporting on both the strengths and weaknesses of the positions taken. 

· Assistance with settlement discussions and negotiations.

· Attendance at trial to hear the testimony of the opposing expert and to provide assistance with cross-examination.

Assignments undertaken by a Forensic Accountant :

Forensic Accountants can normally be involved in a wide range of investigations, across different industries.  The practical and in-depth analysis that a Forensic Accountant will bring to a case helps uncover trends that bring to light the relevant issues.  Forensic Accountants are trained to look beyond the numbers.

Detailed below are some of the possible various areas in which a Forensic Accountant can often get involved.

Criminal Investigations

A Forensic Accountant is normally called for in case of a criminal investigation, if it involves financial and other related frauds. These services are normally availed by Investigation Agencies (EOW, CID, SFIO etc.), Regulatory bodies (SEBI, TRAI etc.) and other stake holders as the need arises.

A Forensic Accountant's report can be useful in presenting evidence in a professional and concise manner. 

Stakeholders' and Ownership Disputes 

These assignments normally involve an in depth analysis of financial records over a period for quantifying the issues in dispute.  E.g. : Amounts payable to retiring partners or legal heirs of deceased partners.

Insurance and other claims

These assignments normally involve quantifying the economic losses resulting from an event.  Here it is important to note that a Forensic Accountant needs to be well versed with the Local Laws and regulations in place.  E.g. Motor Accidents, Loss on account of Fire, Natural Calamities, Business Discontinuance etc.

Business related Fraud Investigations 

Business investigations can involve identifying assets, property, tracing funds, due diligence reviews employee frauds, Contract Disputes, Consumer Claims, Trademark and Patent violations, non compete agreements, violation of Non Disclosure Agreements etc.

Matrimonial Disputes

Matrimonial disputes normally involve tracing, locating and evaluation of assets, valuation of business etc.   

Professional Negligence

These assignments normally involve cases of Professional negligence due to a breach of Generally Accepted Accounting Principles (GAAP) or Generally Accepted Auditing Standards (GAAS), Accounting Standards (AS) or other standards of practice occurred; and Loss Quantification. 

Approach to a Forensic accounting assignment :

Normally each Forensic Accounting assignment requires to be handled in a unique way, due to the uniqueness of the assignment.

However the basic approach to be followed includes the following ;

	i
	Meeting the Client
	To get a first hand understanding of the facts and issues involved.

	ii
	Perform a Conflict Check
	This should be carried out once the parties are determined.

	iii
	Perform an initial investigation
	A preliminary investigation always helps in developing a proper plan of action and also helps in understanding the issues at hand in a better perspective.

	iv
	Develop an action plan
	Clearly outline the objectives to be achieved and the ways and means to achieve them.

	v
	Obtain relevant evidence
	Based on the nature of the case. Involves tracing documents, financial information, assets and property, persons, other relevant proofs

	vi
	Perform an Analysis
	It depends on the nature and gravity of the case involved and would normally require summarizing a volume of data, calculating financial damages, tracing of assets, regression and sensitivity analysis, utilizing various tools and applications (Softwares).

	vii
	Prepare a Report
	The report should normally mention Nature and scope of assignment, methodology adopted, limitations of the scope and/or findings and/or opinions, various graphics, charts and schedules to present in a professional way and also to properly support the findings.


Skills required :
A Forensic Accountant is generally required to have the following skills

· Qualifications ands Experience.

· Knowledge and command of all relevant legal provisions including Criminal and Civil and also well versed with the legal system and the court procedures.

· Sound Professional judgement.

· Ability to go beyond the numbers and be analyse substance over form.

· Ability to reconstruct past records.

· Ability to critically analyze financial statements.

· Ability to understand internal control systems of the client 

· Proficiency in Information technology and computer applications. 

· Knowledge of psychology in order to understand the thinking and motive behind criminal behavior and to set up prevention programmes that motivate and encourage employees. 

· Detailed knowledge of the client’s governance policies and the legal framework affecting them. 

· Sound communication skills.

· Curiosity, persistence and creativity. 

· Confidence to maintain his composure when acting as a witness.

· A good professionally trained team to assist him in his work 

· Ability to use his discretion.

· Ability to listen and communicate.

· Ability to work with an open mind to consider all alternatives, try and analyse the fine print and also looking at the bigger picture.

Need for Forensic Accountants :

Herman V. Bevis in the 1909 edition of Dicksees auditing has stated that

"The objective on an audit may be said to be threefold: 
1) The detection of fraud.
2) The detection of technical errors. 
3) The detection of errors of principle."

Here Forensic Accounting plays an important role in the detection of fraud and other errors.

"If the accounting profession chooses to rise to this challenge, then it will reap the benefits of a renewed confidence in the integrity of its professionals. If the accounting profession shrinks from the challenge, then we will address it for them." 

- William J. McDonough, Chairman, PCAOB, in testimony before U.S. Senate Finance Committee regarding "abusive tax shelters," October 21, 2003.

Failure of Auditors to detect frauds :

· Auditors are normally considered as coast guards of the financial ocean of the country.

· Auditors perform an extensive job under the given guidelines, but when it comes to fraud detection, the liability normally is fixed upon the management of the organisation.

· Auditors normally go through the audit process mechanically (Form over substance). They usually see what is shown to them.

· Auditors works on a materiality concept, thus in case an item does not have an impact on the financial statements, they are generally skipped from the audit process.

· Audit is normally based on assumptions.

Forensic Accountants are generally required for 

· Economic crime Investigations

· Civil Litigation Supports

· Terrorist funding

· Capital markets

· Tax Investigations

· Fraud investigations

· Specialised audits

Tools used in a Forensic accounting assignment :

Benford’s Law

Benford's law, also called as the first-digit law, states that in lists of numbers from many real-life sources of data, the leading digit is 1 almost one third of the time, and larger numbers occur as the leading digit with less and less frequency as they grow in magnitude, to the point that 9 is the first digit less than one time in twenty. This is based on the observation that real-world measurements are generally distributed logarithmically, thus the logarithm of a set of real-world measurements is generally distributed uniformly.

Benford suggested the probabilities for the occurrences of each digit at various places in the number. Benford’s law is applicable only if the data is not manipulated. It does not detect frauds, but points out the area which is not in consensus with the probability norms.

Theory of Relative Size Factor (RSF)

RSF is measured as the ratio of the largest number to the second largest number in the given set of data. This is the technique to identify the highest number in the data but in some relation with the second highest data. If there is any stray instance of single transaction that is way beyond the normal range, then there is need to further investigate it. It thus highlights all unusual fluctuations, which may be routed from fraud to genuine errors.

Same, same, different

The test also detects fraudulent trends by identifying near-identical entries.

Ratio Analysis

This involves analysis of data through key numerical and financial ratios

Forensic Accounting vs. Fraud:

	Forensic Accounting
	Fraud

	Basic set of services provided by Forensic Accountant
	Sub set of the range of services provided by a Forensic Accountant

	Broad discipline, where accounting skills applied to matters pending before court
	Focused discipline concentrating on financial frauds

	Analysis of accounting evidence in case of occurrence of fraud
	Divided into detection, prevention and investigation of fraud.

	Normally used in judicial proceedings
	Normally used in Internal proceedings


Role of a Chartered Accountant :

All chartered accountants are, in a sense, forensic accountants as they operate within a commercial legal environment, however, the basic point of distinction between a chartered accountant and a forensic accountant are the engagements. That is, when a chartered accountant accepts an engagement, it is accepted that their finding or analysis may be subject to adversarial or judicial scrutiny or administrative review, the chartered accountant normally seeks a level of evidentiary detail and analytical precision which will be sustainable within the legal framework in case of such scrutiny or review. 

Whereas, Forensic accounting is focused, basically, upon both the evidence of economic transactions and the financial reporting system, and the legal framework, which allows such evidence to be suitable to the purpose of establishing accountability and/or valuation. Forensic accountants are typically persons specializing in such types of engagements where there is a need for such evidence. Forensic Accountants are called upon to play important roles in such diverse areas as audit committee advisory services, merger and underwriting due diligence, investment analyst research, and enterprise risk management. 

The Ministry of Corporate Affairs (MCA) had formed the Serious Fraud Investigation Office (SFIO) to investigate corporate frauds involving violation of multiple laws including, Companies Act, income Tax Act, FEMA, RBI Act, SEBI Act etc. The SFIO has recently recognized the need of Forensic Accountants and has recognized the Certified Fraud Examiner Certification (CFE) Conferred by the Association of Certified Fraud Examiners, USA for the purpose of empanelment.

Various other investing agencies like the Economic Offences Wing (EOW), CID, IB, CVC etc are also involved in the investigation of fraud and thereby may need the professional competence of e forensic accountant for such investigations.

The various regulators like SEBI, IRDA and TRAI, will require the services of a professional forensic accountants, with the increase in the number of regulatory violations and frauds.

How to become a Forensic Accountant :

Association of Certified Fraud Examiners, USA provides the Certified Fraud Examiner Certification (CFE), further details of which can be obtained at www.acfe.com.

In India, IndiaForensic Research Centre, Pune is the only body currently providing Certifications in forensic Accounting. It offers the following three Certifications

· Certified Forensic Accounting Program – CFAP

· Certified Bank Forensic Accounting – CBFA

· Certified Anti-Money Laundering Expert – CAME

Further details can be obtained from www.indiaforensic.com or info@indiaforensic.com.

Conclusion :

The growing number of corporate frauds, cyber crimes, security scams have emphasized on the need of forensic accounting.

The Forensic Accounting as a specialized service had started in USA as early as 1995, According to Accounting Today, nearly 40% of American Accounting Firms are expanding their forensic and fraud services.

With the economic boom and robust growth in the Indian economy, it is only imperative to expect a rising demand for forensic accountants in India.
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