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WHAT IS AUDIT?
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• An Audit is an unbiased 
e x a m i n a t i o n  a n d 
e v a l u a t i o n  o f  t h e 
financial statements of 
an organization.

CHAUDHARY SHAH & ASSOCIATES LLP | 
AHMEDABAD | MUMBAI | BENGALURU |



5

WHAT IS 
FORENSIC ?

CHAUDHARY SHAH & ASSOCIATES LLP | 
AHMEDABAD | MUMBAI | BENGALURU |



6

• F o r e n s i c  i s  a n 
investigation used to 
g a t h e r  f a c t s  o r 
e v i d e n c e  t o  b e 
disclosed in a court of 
lawCHAUDHARY SHAH & ASSOCIATES LLP | 
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WHAT IS FORENSIC 
ACCOUNTING ?
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•  F O R E N S I C 
A C C O U N T I N G  i s  a n 
examination and evaluation 
o f  I n d i v i d u a l ' s  o r  a 
c o m p a n y ' s  f i n a n c i a l 
i n f o r m a t i o n  f o r  u s e  a s 
evidence in court.
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WHAT IS DIFFERENCE IN FORENSIC 
ACCOUNTING THAN OTHER AUDITS ?
• Other Audits are conducted in order to 

provide an opinion on the given financial data 
of the company. The report of such audits are 
generally not used as an evidence in court of 
law

• FORENSIC ACCOUNTING  i s  a n 
examination and evaluation of Individual's or 
a company's financial information for use as 
evidence in court. 
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HISTORY OF FORENSIC ACCOUNTING
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• Forensic accounting was not formally defined 

until the 1940s. 

• Originally Frank Wilson is credited with the birth 

of forensic accounting in the 1930s. 

• When Wilson was working as a CPA for the US 

Internal Revenue Service, 

• he was assigned to investigate the transactions 

of the infamous gangster Al Capone.
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NEED OF FORENSIC ACCOUNTING

• Modern businesses are bound to find cleverly 
masked fraudulent activity when they go 
t h r o u g h  t h e i r  b o o k s ,  b u t  o n l y  w h e n 
FORENSIC ACCOUNTINGors f ind 
such evidence.

• Growing cyber crimes, failure of regulators to 
track the security scams, series of co-
operative banks bursting - all are pinpointing 
the need of FORENSIC ACCOUNTING
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NEED OF FORENSIC ACCOUNTING
• A FORENSIC ACCOUNTANT  can 

ensure the integrity and transparency of 
financial statements by actively investigating 
for fraud, and can help to create a positive 
working environment where employees do 
not  indulge themselves to abuse their 
responsibilities.

• So, by helping companies to prevent and 
d e t e c t  f r a u d s  t h e  F O R E N S I C 
ACCOUNTINGors can help to establish a 
comprehensive Corporate Governance Policy.
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SCOPE  OF FORENSIC ACCOUNTING
• Given the nature and types of fraud in 

India, the Reserve Bank of India (RBI) 
has  compu lsor i l y  made  fo rens ic 
accounting audits mandatory for all 
banks. 

• The establishment of the Serious Fraud 
Investigation Office (SFIO) in India has 
become the turning point for forensic 
accountants. 
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FRAUD DETECTION AND PREVENTION
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FRAUD COMPONENT IN 
FORENSIC ACCOUNTING

• A FORENSIC ACCOUNTING 
mainly focuses on Fraud detection. 

• So It is very important to understand 
f r a u d  b e f o r e  w e  u n d e r s t a n d 
FORENSIC ACCOUNTING
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MEANING OF FRAUD
• Fraud refers to an intentional act by one or 

more individuals among management, those 
charged with governance, employees, or third 
parties, involving the use of deception to 
obtain an unjust or illegal advantage

• The notable points of above definition are :-
o Intentional act
o Those charged with governance
o Third parties
o Deception
o Unjust advantage CHAUDHARY SHAH & ASSOCIATES LLP | 
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WHAT IS FRAUD?
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 Fraud refers to an intentional act by one or more individuals among 
management, those charged with governance, employees, or third 
parties, involving the use of deception to obtain an unjust or illegal 
advantage.

 The notable points of above definition are :-

• Intentional act
• Those charged with governance
• Third parties
• Deception
• Unjust advantage



PR0FILE OF 
FRAUDSTERS
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A Fraud sick person generally shows the following 
symptoms:-

• Experiencing financial difficulties.

• Unusually close association with vendors/customers.

• Excessive work pressure.

• Control issues; unwillingness to share duties.

• Complaints about pay.



PR0FILE OF 
FRAUDSTERS
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THE FRAUD TRIANGLE

• A Fraud Triangle is a tool used in 
FORENSIC ACCOUNTING that 
explains three interrelated elements 
that assist the commission of fraud

     -Pressure (motive), 
 -Opportunity (ability to carry out 
the        .  fraud) 

 - R a t i o n a l i z a t i o n 
( jus t i f i ca t ion .o f  . .d ishones t  . 
intentions). CHAUDHARY SHAH & ASSOCIATES LLP | 
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THE FRAUD TRIANGLETHE FRAUD 
TRIANGLE
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THE PRESSURE 
FACTORS

• Force which makes some one to do some act. 
Pressure is what causes a person to commit 
fraud. 

• Desperate people do Desperate things. 
Pressures comes from many forms such as :
 Pressure with Financial Contents
 Pressure stemming from Bad Habits
 Pressures Related With Jobs
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EXAMPLES OF THE PRESSURE 
FACTORS

Fallin
g 

Stock 
Prices

Itchin
g 

palm 
and 

greedi
ness

High 
amou
nt of 
perso

nal 
debts

Unexp
ected 
financ

ial 
needs

Repay
ment 

of 
Debt

Dissat
isfied 
with 
job

Lower 
wage

s 
struct
ures

Not 
admir
ed by 
Super
visors

Limitl
ess 

financ
ial 

needs

Gamb
ling or 
alcoh

ol 
addict

CHAUDHARY SHAH & ASSOCIATES LLP | 
AHMEDABAD | MUMBAI | BENGALURU |



26

THE OPPORTUNITY FACTORS
• These factors  d i rect ly  involve  top 

management and owners of the business 
in particular.

•  The control structure of a business and 
fraud has inverse correlation i.e. Better 
the control structure; lower the scope of 
committing fraud and vice versa.

       Inverse 
Relation

Control 
Structur
e

Scope 
of 
FraudCHAUDHARY SHAH & ASSOCIATES LLP | 
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EXAMPLES OF THE OPPORTUNITY FACTORS
 Weak moral policies

 Undisclosed contracts made with third parties and partners

 In capabilities to assess the quality of job performed by the 
employees

 Absence of well disciplined environment in which fraudsters 
will be published

 Ignorance, indifference and inabilities of top management

 Lack of healthy audit work.
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THE RATIONALIZATION FACTORS
• Rationalization refers to an individual’s justification 

for committing fraud. 
• Examples of common rationalizations that fraud 

committers use include:
 “They treated me wrong”

 “Upper management is doing it as well”

 “There is no other solution”
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FRAUD STAKEHOLDERS
• Frauds are classified as per the peoples that are 

affected by the fraud and they are as follows: 
• 1. Creditors 
• 2. Institution/ Business 
• 3. Financial Institution's and Intermediary 
• 4. Federal or local government 
• 5. Financial Markets (Stock Market) 
• 6. Investors

CHAUDHARY SHAH & ASSOCIATES LLP | 
AHMEDABAD | MUMBAI | BENGALURU |



30

WAYS OF COMMITING FRAUD
1 • Fictitious income

2 • Improper expenses recognition

3 • Incorrect asset/liabilities valuation

4 • Hidden liabilities and secret reserves

5 • Unsuitable disclosures.

6
• Deception such as manipulation, falsification or alteration 

of accounting records or supporting documents.

7

• Misrepresentation in or intentional omission from the 
financial statements, significant events, transactions or 
other information.

8 • Intentional, mis-application of accounting principles 
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MAJOR TYPES OF FINANCIAL FRAUDS
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 SOME FRAUDS DETECTION TECHNIQUES
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CYBER CRIMES
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CYBER CRIMES
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CYBER CRIMES
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CYBER CRIMES
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CYBER CRIMES
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• FORENSIC ACCOUNTING involves 
efforts to resolve allegations or signs of fraud 
when the full facts are unknown or unclear.

• Therefore,  i t  seek to  obta in  facts  and 
evidence to help establish what happened, 
identify the responsible party, and provide 
recommendations where applicable.

• We should adopt such methods which enable 
us to find supportive evidences for our audit 
findings.

FORENSIC ACCOUNTING Methodology
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• W h e n  c o n d u c t i n g  t h e  F O R E N S I C 
ACCOUNTING to resolve signs or allegations 
of fraud, the FORENSIC ACCOUNTINGor 
should:
Assume litigation will follow.
Act on prediction.
Approach cases form two perspectives.
Move from the general to the specific.
Use the fraud theory approach.
Analyzing and testing of data
Communicating Results 

FORENSIC ACCOUNTING Methodology
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FORENSIC ACCOUNTING Broad 
Methods and Procedures

• Data Analysis
• Analytical Procedures
• Risk Assessment
• Inspection
• Observation
• External Confirmation
• Re-calculation
• Re-Performance
• Inquiry
• Interviews
• Interrogation
CHAUDHARY SHAH & ASSOCIATES LLP | 
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S t a t i s t i c a l  a n d  M a t h e m a t i c a l 
Techniques 

• Trend Analysis :- 
Careful review of the historical norms and 

investigating the trend deviations.

  Typical trend lines for analysis of financial 
statements are for :- revenues, gross margin, 
net profit margin, account receivable and 
debt.

Important FORENSIC 
ACCOUNTING Techniques
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Statistical and Mathematical Techniques 
• Ratio Analysis :- 
 A Ratio is a relative magnitude of two selected 

numerical values taken from an enterprise's financial 
statements. Most relevant ratio analysis is:

1. Gross margin and sales growth
2. Price to book and price earning
3. Return on assets and return on equity
4. Current ratio
5. Quality of earning and effective cash tax rate

Important FORENSIC ACCOUNTING 
Techniques
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Technology based/ digital forensic 
techniques

• Computer Aided Audit Tools (CAATS) :- 
 It is the practice of using computers to 

automate the IT audit processes. 

The  CAAT too l  suppor ts  the  fo rens ic 
accounting in which larger amount can be 
diverted to the analytical form and it also 
prompts where the tool detects the fraud.

Important FORENSIC ACCOUNTING 
Techniques
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T e c h n o l o g y  b a s e d /  d i g i t a l  f o r e n s i c 
techniques

• Data Mining :- 
Data mining is an analysis process used to 

examine data sets or metadata to identify 
patterns, anomalies, and trends to answer 
business queries and provide predictive value 
for future events.

  It  incorporates  algorithms to explore, 
analyze, classify, relate, and  partition data 
sets

Important FORENSIC ACCOUNTING 
Techniques
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Analytical Procedures
• Tests of reasonableness:-
 Identify questionable transactions 

indicating wide fluctuations from the 
normal ones in general or related to 
main objectives. 
Review quest ionable  t ransact ion 

documents  for  pecul iar i t ies ,  l ike 
improper account, classifications, 
pricing, invoicing, or claims, etc.

Important FORENSIC ACCOUNTING Techniques
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Analytical Procedures
• Off-Balance Sheet Transactions:-
  There are certain transactions not prima 

facie discussed in the financial statements 
and nor suitable disclosures made. Since 
these are intangible in financial statement.

T h e s e  m a y  e n c o m p a s s ,  s i g n i f i c a n t 
purchases/sales of raw materials and/or 
finished goods with only a particular dealer or 
group companies 

Important FORENSIC ACCOUNTING 
Techniques
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 Key Examples of Analytical Procedures
• Falling of Stock prices on market and increase on 

short selling activities of the company
• Resignation of the senior personnel of the company 

for personal reasons or other diplomatic reasons
• Selling of large number of shares by promoters, 

company officers and major trading house to the 
effect of insider's information and trading.

• Using complicated disclosure and accounting 
practices to make naive and novice investors fooled 
into believing the statements.

• Audit fees are far less in comparison to the other 
management, legal fees paid to auditors.

• Heavy Raw material transported in lories or small 
vehicles 

Important FORENSIC ACCOUNTING Techniques
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The Benford Law
• Benford's law of anomalous numbers states that generally, 

in naturally occurring collections of numbers, the leading 
digit is likely to be small. This means that the numeral 1 
will be the leading digit in a genuine dataset 30.1 percent 
of the time; the numeral 2 will be the leading digit 17.6 
percent of the time; and each subsequent numeral, 3 
through 9, will be the leading digit with decreasing 
frequency. 

• When we put the above data into a graph we get the 
Benford  Probability curve. Auditors often compare the 
leading digits of financial transaction data, such as ledger 
entries, to a Benford curve to spot anomalies that may 
indicate fraud. 

Important FORENSIC ACCOUNTING 
Techniques
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The Benford Law
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• An organization has alert thresholds set at 
$500 and $1,000. One of the bookkeepers has 
been writing bad checks for $499 and $999, 
just under the alert thresholds. After the 
organization performs an audit and compares 
the data from the books to the Benford curve, 
the bookkeeper is caught.

• In this situation, the digits 4 and 9 occur as 
the leading digits more frequently than they 
should in a natural dataset. This data does 
not conform to Benford's law and is cause for 
concern.

Example of The Benford Law
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INVESTIGATIONS OF IMPROPER 
RELATED-PARTY ACTIVITY

• Related party transaction occurs in the scope 
of corruption and commission where one 
party obtains unjust benefit from performing 
the transactions. 

•  This type of work is done when transaction 
are not performed owing to the fact that that 
ought to be done to be best interest of the 
shareholders, and are performed to the 
benefit of the management.

Important FORENSIC ACCOUNTING 
Techniques
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EXAMPLES OF IMPROPER RELATED-
PARTY ACTIVITY

• Purchase of major raw materials from one party or a 
single group of companies.

• Sale/Purchase to a party are higher than the arm’s 
length price

• Accounts receivable is pending from a long time and 
no strict measures taken by the management for its 
recovery.

• Repetitive purchase of one companies stock even if 
prices are declining 

Important FORENSIC ACCOUNTING Techniques
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STANDARDS ON FORENSIC ACCOUNTING
• The Institute of Chartered Accountants 

of India (ICAI) has released Forensic 
Accounting and Investigation Standards 
( F A I S )  a m i d s t  r i s i n g  c a s e s  o f 
a c c o u n t i n g ,  f i n a n c i a l  a n d  l o a n 
irregularities.

• It is to be noted that currently, there are 
no standards or guidelines prescribed 
by any regulator or authority to monitor 
or regulate the functions of FORENSIC 
ACCOUNTING.

CHAUDHARY SHAH & ASSOCIATES LLP | 
AHMEDABAD | MUMBAI | BENGALURU |



54

STANDARDS ON FORENSIC 
ACCOUNTING
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STANDARDS ON FORENSIC 
ACCOUNTING
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o FORENSIC ACCOUNTING IS AN EMERGING FIELD 
FOR PROFESSIONALS.

o THE NUMBER OF FRAUDS ARE INCREASING AND 
SO THE 

     NEED OF FORENSIC ACCOUNTINGORS
o BANKS AND OTHER REGULATORY BODIES ARE 

EMPANELING CAs AND OTHER PROFESSIONALS 
AND MAKING THEIR OWN PANEL OF FORENSIC 
ACCOUNTINGORS

OPPORTUNITY FOR PROFESSIONALS 
IN  FORENSIC ACCOUNTINGS
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OPPORTUNITY FOR PROFESSIONALS 
IN  FORENSIC ACCOUNTINGS
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o TO BE A CERTIFIED FORENSIC ACCOUNTINGOR, IT 
IS NECESSARY TO POSSESS A PROFESSIONAL 
CERTIFICATE FROM A RECOGNISED INSTITUTE 
AND SHOULD HAVE RELEVANT EXPERIENCE IN 
THIS FIELD. 

o SOME RECOGNISED FORENSIC COURSES ARE 
FAFD,  CFAP,  CERTIF IED COURSE ON BANK 
FORENSIC ACCOUNTING, CERTIFIED VIGILANCE 
AND INVESTIGATION EXPERT, ECT…
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CONCLUSION
• In summary, a forensic investigation is a very 

specialized and detailed type of engagement, which 
requires highly skilled team members who have 
experience not only of accounting and auditing 
techniques, but also of the relevant legal framework.

• There are numerous different types of fraud that a 
forensic accountant could be asked to investigate, 
which is likely to ultimately lead to legal proceedings.

• Forensic accountants must therefore receive 
specialist training in such matters to ensure that their 
c r e d i b i l i t y  a n d  p r o f e s s i o n a l i s m  c a n n o t  b e 
undermined during the legal process.
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