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Introduction

5), what exactly is forensic accounting? If you're signed up to take a
course on the subject or are considering where you’d like your account-
ing career to take you, you may be reading this page because you’re looking
for clarity about what the field of forensic accounting entails.

The word forensic usually inspires visions of Law and Order or CSI scenarios:
a crime was committed, and detectives are gathering forensic evidence to try
and figure out the cause and manner of death. But accounting inspires visions
of debits, credits, and financial statements. How could these two words pos-
sibly fit together?

When you realize that forensic means applying scientific knowledge to legal
issues, the phrase becomes easier to figure out. Forensic accounting is the study
and interpretation of accounting evidence for presentation in a legal forum.

Most of the time, forensic accounting is used when someone commits fraud.
For this reason, forensic accountants are often referred to as fraud investiga-
tors or fraud examiners. Fraud takes many forms, but at its heart, fraud is
theft. Fraud is profiting by deceit or trickery; it involves the theft of funds or
information or the use of someone’s assets without permission. Many fraud
cases are small, but some are downright catastrophic, which is why names
such as Enron and Bernie Madoff are now part of our cultural literacy. The
latest statistics show that $2.9 trillion (trillion with a £) is lost every year due
to fraud, so as a forensic accountant, you have the chance to be a bit of a
superhero — at least to the stockholders and employees whose life savings
may be preserved if you can nip a business fraud in the bud.

Not every forensic accounting engagement centers around fraud. Forensic
accountants are also involved in commercial litigation, calculating damages
that can literally run into the billions of dollars. (BP oil spill, anybody?)

And forensic accountants don’t always work on cases involving businesses.
Sometimes, they’re hired to search for hidden assets during a divorce, to
help a homeowner whose property has been stolen with the stroke of a
fraudulent signature, or to protect the estate of an elderly person who’s been
targeted by someone looking to make a quick fortune.

As we show you, the field of forensic accounting is new and growing explo-
sively. If you think it may be the right path for you, we hope to help you
better understand how exciting and challenging it can be.
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About This Book

Most books about forensic accounting focus on one or two aspects of the field.
This book is different — we wanted to give you a taste of every aspect of foren-
sic accounting in a single book. We don’t provide as much detail about each
aspect as a forensic accounting textbook might (we can hear you shouting for
joy!), but that’s because our goal is different than a textbook’s goal. First, we
want you to actually understand what you read! Second, we want you to walk
away from each chapter understanding why that subject matters — how the
information comes into play when you’re actually on the job.

We organized this book so that you can open up any chapter and start read-
ing. If you're looking for something in a jiffy — whether it’s information about
inventory fraud or applying technology to prevent fraud — you can put your
finger on it easily and read just that chapter or section without feeling lost.

We're also big believers in the importance of rooting academic discussions
in real life. For that reason, we provide lots of stories in this book about real
fraudsters and their get-rich schemes (which often result in them getting
arrested and getting imprisoned).

Conventions Used in This Book

This isn’t a book about financial accounting, so you don’t have to memorize
loads of picky conventions. Just keep a couple things in mind as you read:

v When we introduce a term that we think may be new to you, we put that
word in italic and then define it for you.

» When this book was printed, some Web addresses may have needed to
break across two lines of text. If that happened, rest assured that we
haven’t put in any extra characters (such as hyphens) to indicate the
break. When using one of these Web addresses, just type in exactly what
you see in this book, pretending as though the line break doesn’t exist.

What Vou're Not to Read

We spent a lot of time creating this book, so we’d really like to believe that
you're going to savor every word! But we’re not that naive. So here’s the
scoop: If you're in a rush and need to focus on the true nitty gritty, feel free
to skip past the sidebars in this book: the gray boxes that are set apart from
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the rest of the text. (See how this whole italic/definition thing works?) We've
included some really juicy stories in some of those sidebars, but they are
truly asides. If time is short, read around them and know that you’re not
missing any information that is crucial to your forensic accounting education.

Foolish Assumptions

We wrote this book believing that you're either an accounting student or a
fairly new accountant still feeling your way around the field. For that reason,
we assume that you know very little about how to identify, investigate, and
prevent fraud.

However, we do assume that you bring a certain level of accounting knowl-
edge with you:

1 We trust that you have had a grounding in financial accounting. We
don’t explain the basics of debits and credits, trial balances, and the
mechanics of preparing balance sheets and income statements. If you
haven’t yet taken an introductory accounting course, you need to do so
for parts of this book to make sense.

1 We also assume that, courtesy of your introductory accounting
course(s), you know something about auditing as well. For that reason,
we don’t discuss the particulars of how an audit works. (We’d run out of
pages in no time if we did so!)

Finally, we assume that you're truly interested in learning new and exciting
stuff, and that you picked this particular book because you want to have fun
reading it. We had a great time writing it, and we tried to make it enjoyable.
We can just about guarantee it’s more fun than any accounting textbook sit-
ting on your shelf!

How This Book Is Organized

This book is divided into seven parts, each of which contains several chap-
ters. Here, we run down what you find in each part.
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Part I: Investigating Forensic Accounting

In Part I we provide an overview of forensic accounting, including what fraud

is, who the buyers of forensic accounting services are, and what you should

do when embarking on a career in forensic accounting. We discuss the most
common types of fraud in the business and public sectors. And because not
every forensic accounting engagement deals with fraud, we explain other types
of engagements you will encounter during your career as a forensic accountant.

Part 1l: The Anatomy of
Occupational Fraud

Occupational fraud is any type of fraud taking place within a business or insti-
tution (whether large or small). Part Il starts out by discussing financial state-
ment fraud, known as cooking the books. We then tell you about inventory
fraud and revenue recognition issues. If you want to learn how businesses
manipulate their own stock values and steer investor decisions that benefit the
business (and often harm the investor), we give you that information as well.

Part 111: It’s All in the Family:
Fraud against Individuals

Many forensic accountants work on cases that don’t involve businesses or
institutions. These chapters focus on the most common types of forensic
accounting engagements that involve frauds perpetrated against friends,
family members, and neighbors. You learn about what forensic accountants
do when they’re hired by individuals who suspect their soon-to-be ex-
spouses aren’t playing fair during divorce proceedings; when they investigate
crimes that involve the elderly, estates, trusts, and life insurance; and when
they’re called on to help people defrauded by real estate schemes.

Part IU: Meeting Your Methods
of Investigation

This part details the methods most commonly used by forensic accountants to
discover and investigate occupational fraud, as well as fraud against individu-
als. We walk you through the investigation process, getting information about
subjects, and using technology in finding fraud. We then discuss the crucial
role played by the forensic accountant prior to and possibly during litigation.
This part outlines those responsibilities and offers insights into the specific
requirements for litigation involving government and business entities.
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Part U: Preventing Occupational Fraud

Deterring fraud is as important as investigating it, and accountants often
counsel their clients on fraud prevention. The goal of this part is to teach you
internal controls and fraud-deterrence techniques that reduce the probability
of fraud. Small and large businesses have their own unique issues that we
explore in this part. We also discuss the types of technology available to keep
a business secure from fraud.

Part Vl: The Part of Tens

This part is probably the most fun of all. We give you three short chapters to
whet your whistle for the forensic accounting field. We start with a list of ten
portrayals of fraud in TV and in the movies that you may want to add to your
“must-watch” list. We continue with a chapter about ten frauds that are fairly
common but often unsuspected. And we conclude with ten truly strange
fraud stories that may leave you shaking your head.

Also, assuming that you want to know more about forensic accounting after
getting initiated, we provide a short appendix that lists valuable online
resources to check out.

lcons Used in This Book

In the left margins of this book, you find the following icons, each of which
alerts you to specific types of text:

The Case File icon sits next to real-life stories that relate to the topic at hand.
Fortunately for us, the world is full of fraudsters who supplied ample fodder
for this book. Read all about them where you see this icon.

The Tip icon alerts you to actions you can take to improve your chances of
discovering, investigating, and following up on fraud.

When you see this icon, you know the information in that paragraph is worth
tucking into your mental filing cabinet for future use.

On rare occasions, we delve a bit deeper into the subject matter than you
may need to go. This icon lets you know that the paragraph contains in-depth
information that may offer more details than a student or beginning forensic
accountant needs.
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Where to Go from Here

The beauty about this book is that you can jump in anywhere: We've
designed it so you can start in the middle or at the end and easily understand
everything we're saying. So spend a few minutes with the table of contents or
index, locate a subject that’s particularly interesting to you, and jump in! Or,
if your mind is just too linear for that approach, feel free to turn the page and
head to Chapter 1. Either way, we’re confident you’re going to enjoy the time
you spend with us, so let’s begin!
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In this part . . .

LVe start at the very beginning, by explaining what
forensic accountants do, how their work differs
from the work done by other accountants and auditors,
and how you can steer your career toward forensic

accounting by taking the right courses and looking for the
right types of jobs.

We then get deeper into the discussion of why forensic
accountants are necessary (and becoming more in
demand every day). The reason for this is because lots
and lots of people commit fraud. We devote a whole chap-
ter to outlining the most common types of fraud, focusing
largely on those committed within businesses. Forensic
accountants don’t always deal with fraud, however, so we
also offer a chapter explaining other types of work you
may do as a forensic accountant.




Chapter 1

Why the World Needs
Forensic Accountants

In This Chapter
Keeping accounting and auditing straight
Figuring out what forensic accounting is
Getting an overview of fraud

Considering where forensic accountants work

Elron, WorldCom, Tyco, Bernie Madoff — their names are infamous, and
they’re all known to us for the same reason: fraud. Recent estimates indi-
cate that almost $3 trillion is lost globally to occupational fraud and abuse
(the kind that occurs within a business) each year. That number would seem
hard to believe if we hadn’t all heard about the massive scale of fraud that
has occurred at businesses such as Enron.

Investigating fraud can be complex. In a larger engagement, forensic accoun-
tants assist in performing various procedures that include reviewing millions
and millions of documents, decoding financial information, interviewing
scores of people, and gathering background information about key company
players. Using technology is critical to the investigative process, and at the
end of the investigation forensic accountants report their findings and some-
times provide testimony in a litigation context.

Forensic accounting as a profession has evolved in the past two decades.
Recently, some universities and colleges have included it in their curricula.
Organizations such as the Association of Certified Fraud Examiners (ACFE)
and the American Institute of Certified Public Accountants (AICPA) now offer
designations in fraud examination and forensics.

What motivates people to commit fraud? What are common types of fraud
schemes? How can frauds be detected or prevented? How should they be
investigated? These are some of the questions we explore in this book. To get
you started, we offer an overview in this chapter of what forensic accounting
is and why the proliferation of fraud has created such a strong need for it.
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Accounting versus Auditing:
Defining Our Terms

Accounting and auditing are substantially interrelated. In brief, accounting

is the preparation of financial statements, and auditing is the examination of
those financial statements. Every collegiate accounting program also offers
auditing. Auditors have traditionally been certified public accountants (CPAs).

In this section, we examine accounting and auditing more closely to illustrate
what they are and how they interrelate.

Working as an accountant

What is accounting? When Frimette teaches introductory accounting classes,
she defines accounting as the gathering, analyzing, recording, summarizing,
reporting, and interpretation of financial transactions for an entity. Wow,
what a mouthful! What does it mean? Accountants gather information about
transactions, record that information, and then massage it so that the end
product is a set of financial statements that various types of users can use to
make rational financial decisions about the entity.

The recipe that accountants use to do all this gathering, recording, and mas-
saging is called generally accepted accounting principles or GAAP. Way back

in 1494, a Franciscan monk in Venice named Friar Luca Pacioli published a
book called Summa de Arithmetica, Geometria, Proportioni et Proportionalita
(Everything about Arithmetic, Geometry, and Proportion). In it, Fr. Pacioli
described the double-entry method of accounting — the method we still use
today. Double-entry accounting reflects the fact that businesses have two sides:

v They have assets.

v They have claims on those assets, as well as sources that create the
assets.

Although the basics of double-entry accounting have been around a while,
business transactions have become much more complicated than they were
in 1494. To refine how accounting should be used in today’s complex world,
we have guidelines. In the United States, these guidelines — GAAP — are
determined by the Financial Accounting Standards Board (FASB), an account-
ing think tank in Norwich, Connecticut. Most developed countries have

their own version of the FASB and GAAP. There is even an International
Accounting Standards Board (IASB) that sets International Financial
Reporting Standards (IFRS). All these systems of standards have a lot of simi-
larities because they are all based on Fr. Pacioli’s work.



