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ABSTRACT 

Incidents of fraud are noted in the media regularly. Numerous financial frauds in the past, as 

well as the appearance of the global financial crisis and later economic crunch have brought 

to the fore the relevance and reliability of financial information, hence the need for forensic 

accounting knowledge for fraud detection and control mechanism. The method of financial 

reporting and the accounting and auditing profession are often accused because of the 

appearance of fraud and the loss of trust in the reliability of financial information on the part 

of the users and makers of economic decisions. This paper discusses frauds and omissions as 

the causes of inaccurate financial statements, control mechanisms and institutions responsible 

for investigating frauds as well as the major role and importance of forensic accounting and 

forensic accountants in financial investigations and detecting frauds in financial statements. 

The paper uses theoretical review method in arriving at the conclusion of the work. We then 

recommend the services of public sectors of developing nation‟s economies. 

 

Key Words: Forensic accounting, financial frauds, inaccurate financial statements, control 

mechanisms, financial investigations. 

 

 

INTRODUCTION 

Financial irregularities are so common that almost every individual cannot claim ignorant of 

its existence/knowledge it. The scandal that rocked the corporate world, namely, the often 

cited Enron and WorldCom cases, have brought the essence and use of forensic accounting to 

the forefront. The increasing sophistication of certain crimes requires that forensic accounting 

be added to the tools necessary to bring about the successful investigation and prosecution of 
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those individuals involved in criminal activities. Forensic is primarily focused on legal 

situations. Forensic accounting can be defined as the use of accounting, auditing and 

investigative skills to assist in legal matters (Houck et al., 2006) 

Numerous financial frauds overtime have seriously disrupted the trust of numerous users in 

financial information contained in financial statements. Forensic accountants investigate and 

document financial frauds or inaccurate materially significant information. In order to 

perform the given tasks, forensic accountant must have solid knowledge, auditing, 

communication and investigative skills. Accordingly, the paper will discuss frauds and the 

role of forensic accountants in detecting frauds in financial statements. 

The objective of the ordinary audit of financial statement by the independent auditors is the 

expression of an opinion as regards the true and fair view of financial statement. However, 

modern organised corporate frauds are sophisticated, and well-resourced by managers, 

entrepreneurs and politicians. There is the need to respond to this changing criminal threat. 

The failure of statutory audit to prevent and reduce misappropriation of public funds and an 

increase in corporate crime has put pressure on the professional accountant and legal 

practitioner is find a better way of exposing frame in business world. 

 

OBJECTIVES OF THE STUDIES 

1. To highlight the major roles of forensic accounting in the battle against fraud and 

financial investigations 

2. To examines how the knowledge of forensic accounting can reduce corporate fraud 

and mismanagement of funds 

3. It also sets out to educate and inform the society about the need for forensic 

accounting discipline and its relevance in financial crimes reduction 

 

LITERATURE REVIEW 

2.1 THE CONCEPT OF FORENSIC ACCOUNTING 

According to the Webster‟s Dictionary, the word “forensic” is defined as “pertaining to, 

connected with, or used in the court of law or public discussion and debate”. Thus, it is 

emphasised that forensic accounting is closely connected to the legal process and has the 

potential to be involved in proceedings in the civil and criminal courts. In the case of the 

criminal courts, forensic accounting is valuable in the fight against white-collar crime such as 

fraud, corruption and other illegal activities. The best definition is probably given by Bologna 

and Lindquist (1995): Forensic and investigative accounting is the application of financial 
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skills and an investigative mentality to unresolved issues, concluded within the context of the 

rule of evidence. As a discipline, it encompasses financial expertise, fraud knowledge, and a 

sound knowledge and understanding of business reality and the working of the legal system. 

Forensic accountants utilize accounting, auditing and investigation skills while conducting 

investigation 

Although the main thrust of forensic accounting is involved with the financial aspects of an 

investigation, it encompasses all the necessary investigative expertise and experience such as 

interrogative skills, knowledge of law and rules of evidence, investigative proficiency and 

interpersonal skills. Thus, for the purpose of this paper, forensic accounting can be deemed as 

a discipline that combines expertise in accounting with other investigative skills that are used 

to examine instances of financial crimes; the financials from the investigation will form the 

basis for the prosecution of the suspects in a court of law. 

According to Owojori, A.A and T.O. Asaolu, this new and ground-breaking accounting has 

two main areas which are: 

a. Litigation support and investigation: This is the act of looking into criminal matters 

such as securities fraud which include financial settlement, identify theft and 

insurance fraud, so as to resolve disputes. Litigation deals primarily with issues 

related with the determination of economic damages, while investigative accounting 

is associated to the investigation of criminal matters (Zysman, 2001). 

b. Dispute resolution: In this capacity, forensic accounting can assist parties involved in 

legal disputes in resolving disputes. If dispute reaches the courtroom, the forensic 

accountant may testify as an expert witness. 

 

A BRIEF OVERVIEW OF FORENSIC ACCOUNTING 

According to Arnold Shields, forensic accounting has actually been around for centuries. 

Archaeological findings date as far back as 3300-3500BC, the scribes of ancient Egypt, who 

were the accountants of the day, were involved in the prevention and detection of fraud. A 

close relationship also developed between the accountancy and legal professions in the 

1800s, with accountants acting as expert financial witnesses in court cases. In 1930s America 

in the case against Al Capone, it was the work of Elmer Irey, an accountant with the internal 

Revenue Service ensured Capone‟s conviction for Tax evasion. Ii has been stated that the 

first known use of forensic accounting was in the conviction of Al Capone (NAFA, 2007). In 

1946, Maurice E. Peloubet coined the phrase „Forensic Accounting‟ and in 1982 the first 

known forensic accounting book was written (AICPA). 
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Today, forensic accountant are involved in a wide variety of cases including family law, 

commercial matters and criminal investigations which include white-collar crime such as 

business and insurance fraud, organised crime, even terrorism were the forensic accountants 

carryout money trail to uncover who is financing the terrorist groups. Adefila, Kasum and 

Olaniyi, (2006) assert that fraud and corrupt practices are globally endemic however, the rate 

at which public office holders in developing economies perpetrate financial malpractices are 

alarming. Most leaders of third world nations embezzle public funds not minding the 

consequences their activities may have on the citizens of the country and their image in the 

international community. 

 

FINANCIAL AUDITING VS FORENSIC ACCOUNTING 

Financial auditing is performed by independent certified public accountants to express an 

opinion on the financial statements with no material misstatement of the financial position of 

an organisation. An internal audit is an audit performed by an entity, of its operations and 

internal controls to determine if the organisation is following its own policies and procedures, 

and is in compliance with policies and procedures imposed by contract or law. Internal or 

operational audit are conducted by management to verify if the organisation is operating 

properly. 

Forensic audits are conducted by an expert in the field to verify compliance with contract, 

and to investigate and report on other issues. Forensic audits are done for the benefit of third 

parties and are documented so that they can be presented in a law court. The purpose is to 

detect fraud. Forensic accountants are called in after evidence or suspicion of fraud occurs 

through an allegation, complaint or discovery. Movements are afoot to compel financial 

auditors to design their audit in such a way that fraud can be discerned and criminal acts 

uncovered. But at this time, no regulation has been passed to that effect (Jack Bologna & 

Robert Lindquist 1995) 

 

DEVELOPING FORENSIC ACCOUNTING EXPERTISE 

It is not an overstatement that forensic accounting is one of the most, if not the most 

important tool in the fight against financial crimes and criminology. It must be borne in mind 

that criminals are increasingly taking advantage of new technologies such as computers, e-

banking, etc to hide their crimes. Forensic accounting, together with expertise in other 

investigative tools and certain other areas, will then be an important tool to detect these 

activities. Thus, developing expertise in forensic accounting and training officers in the 
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relevant agencies calls for a serious approach. Forensic accounting, although new, should not 

be considered an option but an important and integral part of the training of both future and 

experienced officers. According to Thornhill, the forensic accountant should be equipped 

with the following skills and knowledge: 

 Knowledge of the relevant law 

 Rules of evidence 

 Investigative competence 

 Knowledge of fraud 

 Interviewing and interrogating skills 

 An understanding of the psychological theories relating to criminal behaviour 

 Literacy in the use of computers and information technology and 

 Good communication and interpersonal skills etc. 

 

FRAUD  

Black‟s Law Dictionary defines fraud as “An international perversion of truth for the purpose 

of including another in reliance upon it to part with some valuable thing belonging to him or 

to surrender a legal right”. A false representation of a matter of fact, whether by words or 

conduct, by false or misleading allegations or by concealment of that which should have been 

disclosed, which deceives and is intended to deceive another so that he shall act upon it to his 

legal injury. 

THE FRAUD TRIANGLE 

 

 

   

 

 

 

 

 

 

 

Source: Joseph Wells (1997): Occupational fraud abuse, Obsidian Publishing Co. Steve 

Albrecht (2003): Fraud Examination, Thompson South-Western Publishing. 

PRESSURE/INCENTIVE 

Pressure on employees to misappropriate 

cash or other assets of the orgainisation 

RATIONALISATION 

A frame of mind or ethical 

characteristics that allow 

employees to intentionally 

misappropriate cash or other 

organisational assets and 

justify their dishonest actions.  

OPPORTUNITY 

Circumstances that allow 

an employee to carry out 

the misappropriation of 

cash or other 

organisational assets 
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Researchers and practitioners agree on the importance of forensic accountants understanding 

on the element of fraud which include opportunity, incentive and rationalization (Buckhoff, 

2004; Houck et al., 2006; htt://www.osa.state.mn.us/default.aspx?page= 20090724057). 

Wolfe and Hermanson, (2004) noted that fraud examiners should not underestimate the fraud 

perpetrated because the the perpetrator would be smart enough to understand and take 

advantage of internal control weaknesses. In order for, forensic accountants to be able to 

identify fraud indicators, they must be well trained. Harris and Brown (2002) suggested that a 

forensic accountant should be able to demonstrate the necessary specialized skills, and 

outstanding organisational skills. Buckhoff and Hansen (2002) indicate that not only would 

excellent communication skills be important, but the fraud investigator should also be asking 

the right questions. 

 

FRAUDS AND OMMISSION AS THE CAUSES OF INACCURACY OF FINANCIAL 

STATEMENT 

Inaccurate or false financial statements provide incorrect picture of the financial position of 

an enterprise. On the basis of such statements, the users, investors, first of all, make decisions 

with harmful consequences. Hence, there occurs the need of the accounting public and users 

of financial statements to base their decisions on the information that shows the real picture 

of financial and revenue position of an enterprise. It goes without saying that the real picture 

will not be obtained if the omissions and fraud appear in the process of preparing financial 

statements incorrect and falsified. They are as a rule based on the following four elements; 

 False presentation of facts that has an important character 

 The awareness of the perpetrator about the falsity of presentation 

 Person that receives information treats it as reliable and relies on it in making 

decisions 

 Owing to the above mentioned, the financial damage is created. 

One should have in mind that the perpetrators of crime are aware of the intolerability of their 

acts. Perpetrators of frauds are at a different level of the management of enterprises, including 

top management where the third part is also involved. Besides frauds, the incorrectness of 

financial statements is also caused by the omissions that appear during the creation of 

bookkeeping documentation and it‟s processing in preparing and composing financial 

statements. 
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THE ROLE OF FORENSIC ACCOUNTANTANTS IN FRAUD DETECTION IN 

FINANCIAL STATEMENT 

Great financial frauds have imposed the need for deeper investigation of irregularities in the 

area of financial reporting. In connection with that, control institutions and professionals have 

as one of their objectives that frauds through financial reporting should be prevented to a 

great length. However, in the time after Enron, it has led to the forming of new regulative 

bodies and the appearance of a new profession-forensic accounting investigator, forensic 

accountant. The application of the accounting concepts, principles and procedures in solving 

legal problems, is often defined as forensic accounting (www.forensicaccounting.com). 

In line  with the  essence of forensic accounting, forensic accountants, basically, investigate 

and document financial frauds. Also, they help lawyers, courts, regulatory bodies and other 

institutions in investigations of financial frauds. A high degree of independence and 

objectivity is expected of forensic accountants, in accordance with the ethical standards for 

professional accountants. A forensic accountant will be considered independent if they are 

intellectually honest, ready to make impartial decisions and have no interest or obligations in 

relation to the client, management or the owner. Independence is usually considered the 

prerequisite for objectivity. According to the Association of Certified Fraud Examiners 

(ACFE), it is estimated that in the years to come, in the developed economies, a forensic 

accounting investigator will be one of the 20 most wanted professions. 

The role of forensic accountants under contemporary conditions stems from the need for 

identifying and analysing certain causes of fraud appearance as well as the jobs and tasks that 

forensic accountants perform. A forensic accountant can be engaged by a management or 

owner as well as by other users of financial statements and regulatory bodies with the aim to 

investigate the doubts concerning the existence of fraud and to collect the evidence. 

Furthermore, one should have in mind that not all transactions are the subject of 

investigation, but only particular transaction between enterprises and certain business 

partners regarding the sale and purchase of the precise number of buyers. 

In all the cases when there is a fraud that cannot be solved, forensic accountants cooperate 

with an internal auditor. The reason is that an internal auditor knows the enterprise better than 

the forensic accountant. Working papers of an auditor can also be an important source of 

data. Finally, after an investigation has been completed, a forensic accountant makes a report 

on the undertaken investigation and/or report for the need of court procedure. Information 

that the report contains must be accurate, impartial, relevant and timely. In the report, the 

http://www.forensicaccounting.com/
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undertaken stages in investigation, ways of collecting data and their analysis as proofs are 

given. 

 

THE ROLE OF FORENSIC ACCOUNTANTS IN FINANCIAL INVESTIGATIONS 

A forensic accountant involves in investigation and analysing financial evidence, 

communicating their findings in the form of reports, exhibits and assisting in legal 

proceedings, including testifying in court as an expert witness. Thus, a forensic accountant 

can be of assistance in various ways that include: 

 Giving preliminary advice as an initial appraisal of the pleading and evidence 

available at the start of proceedings. 

 Using his wide knowledge base to uncover sophisticated financial crimes. 

 Identifying the key documents which should be made available as evidence. This is 

important when the forensic accountant is acting for the defence and lawyers are 

preparing lists of documents to tender in court 

 Preparing a detailed balanced report on evidence, written in a language readily 

understood by a non-accountant and dealing with all issues, irrespective of whether 

or not they are favourable to the client. 

 Reviewing expert accounting reports submitted by the other party which may have 

impact on the quantum of evidence and advising lawyers on these reports. 

 Briefing legal counsels on the financial and accounting aspects of the case. 

The occupational fraud committed by employees usually involved the theft of assets and 

embezzlement of funds. The forensic accountant uses his array of skills to trace all form of 

irregularities. Besides, the forensic accountant will also engage himself in criminal 

investigation on behalf of police force, where his report is prepared with the objectives of 

presenting evidence in a professional and concise manner. The forensic can thus be of 

assistance in various ways that include investigation accounting, review of the factual 

situation and provision of suggestion, regarding possible courses of actions, assisting with the 

recovery of assets. 

 

NEED FOR FORENSIC ACCOUNTANTS 

The need for forensic accounting arouse because of the failure of audit systems in the 

organisation as the organizational internal and external audit failed in most cases to figure 

certain errors in the managerial system. Experts in the field pointed out that the intense 

economic pressure, with more companies facing bankruptcy, jobs and careers are at risk and 
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employees feel pressured to maintain and support performance levels, forcing many to 

commit corrupt practices and whatever the reasoning may be, more and more forensic 

accountants are been called to search through documents, discover new information and help 

in putting together the irregular pieces of company‟s financial puzzle to solve the problems. 

The following are the important reasons for the growth of forensic accounting. 

1. Internal audit and audit committee as an aspect of the management function could not 

throw light on the different fact and other hidden aspects of corporate fraud 

2. The method of appointing the statutory auditors is not transparent in most cases as it 

brings or leads to lobbying 

3. The certificate of the auditors are hardly scrutinized carefully 

4. The internal auditors can surely detect what was happening but they are hardly in a 

position to initiate proper action in proper time 

 

METHODOLOGY 

The study being a theoretical analysis of the role of forensic accountant in fraud detection and 

in financial investigations employs secondary data collected by making use of available 

literature on forensic accounting and its application in modern corporate world. The key 

points about the importance of forensic accountants were critically examined, so as to 

convince the corporate world and the entire society that forensic accounting can truly 

minimise and eliminate fraudulent financial activities. Documentary record of institutions 

that use the service of forensic accountants and of those that coordinate their studies provided 

relevant materials for review on the nature of the field.  

 

CONLUSION AND RECOMMENDATIONS  

Recent scandals in the corporate world have brought forensic accounting to prominence. The 

use of forensic accounting techniques, together with knowledge and skills in investigative 

methods will enhance the investigation of corrupt practices and criminal acts. Thus, the 

development of this expertise is an urgent initiative for those involved in detecting, 

investigating and prosecuting such crimes. Given the increasing sophistication of such illegal 

activities, failure to develop respective expertise would endanger the economy. Forensic 

accountants must be well trained in the rules of evidence, financial data, High criminal 

network software, communication skills as well as be able to convince a judge that they 

should be viewed as an expert in their field. Investigating and detecting fraud represent the 

basic task of the management of an enterprise. Corporate management, system of internal 
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control, internal auditing and audit committee represent the forefront of defence against 

financial frauds. External auditing and investigations by forensic accountants represent the 

second defence line against frauds. The role of a forensic accountant under contemporary 

conditions is quite overwhelming. In solving certain legal problems, forensic accountants 

help lawyers, courts, regulatory bodies and other institutions in investigating financial frauds. 

Therefore, in order to perform tasks efficiently and compose reports on undertaken 

investigation, forensic accountants must possess solid knowledge and skills in the area of 

accounting and auditing. Also, they must have a developed capacity of verbal and written 

communication, capability of perceiving details and of the efficient application of 

investigative activities as well as a considerable degree of knowledge about information 

technologies in accounting and auditing procedures. 

Thus, various agencies fighting corruption will need to engage the services of forensic 

accountants to compliment efforts of other professionals in reducing fraudulent activities, and 

installing fraud proof internal control system in corporate organisations. It is beyond doubt 

that the role of forensic accountants will become very major in the corporate world. I strongly 

urge the business world and the society in general to engage the services of forensic 

accountants, because it is a veritable tool in the battle against financial crimes. 
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