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 Definition of ‘forensic’: 

 

The word comes from the Latin ‘forensis’ = 

‘public’ or ‘of a forum’. 

It relates to public discussion or argument or 
arguments appropriate to a court of law. 

Currently, it has come to mean: the gathering 
of facts to support an argument, providing 
facts or evidence in a court of law. 

Juan Carlos Venegas - Fiscal Accounts 2012 3 



Forensic accountants gather facts and 
information and use what they have gathered 
as evidence to support a case, be it a 
commercial case for compensation or 
evidence to convict a fraudster. 

 

Their work has to be painstaking and 
meticulous, capable of being challenged and 
of withstanding that challenge, carried out 
with skill and not a little imagination. 
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The job of the forensic accountant has some 
broad similarities with that of the auditor: 

 

Analysing, 

 Interpreting, 

Summarising, and 

Presenting complex financial data in a way 
which is comprehensible to the lay person, 
and properly supported by sufficient, 
appropriate evidence. 
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The work of the forensic accountant is complex 
and varied and requires a range of skills and 
experience to meet the challenges they face 
in their day-to-day activities. 

 

Forensic accounting can be divided into two 
areas of specialisation: 

 

 Fraud investigatory work; 

 

 Accounting and litigation support 
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Fraud detection (the glamour-end of the forensic 
accounting business) involves: 

 
Investigating and analysing financial evidence 

Advising on defensive systems and the methods whereby 
organisations can detect frauds (ideally at an early stage) 

Developing computerised applications to assist in the 
analysis and presentation of financial evidence 

Communicating their findings in the form of reports, 
exhibits and collections of documents, or 

Assisting in legal proceedings, including testifying in court 
as an expert witness and preparing visual aids to support 
trial evidence. 
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Forensic accounting isn’t just about fraud. 

The techniques of forensic investigators can be 
brought to bear in a variety of situations: 

 
Business valuations 

Divorce proceedings and matrimonial disputes 

Asset tracing 

Personal injury and fatal accident claims 

Insurance claims for loss recovery 

Partnership and corporate disputes 

Challenging Confiscation Orders, or 

Civil and criminal actions concerning fraud and financial 
irregularities.  
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Auditing 

 

Gathering sufficient evidence so as to be able 
to form an opinion on the truth and fairness 
of the financial statements (not on ‘accuracy’ 
or ‘correctness’).  

 

Consideration of fraud or deliberate 
misstatement of accounts is a secondary 
issue. 
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The Fraud Act 2006 

Theft Act 1968 

Proceeds of Crime Act 2002 (POCA) 

Money Laundering Regulations 2007 

Whistle-blowing: The Public Interest 
Disclosure Act 1998 

Foreign and Corrupt Practices Act 1977 
(FCPA) 

Regulation of Investigatory Powers Act 2000 
(RIPA) 

Police and Criminal Evidence Act 1984 (PACE) 
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Control 
environment 

Risk 
management 

processes 

Control 
activities 

Control 
procedures 

Monitoring 
procedures 
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Organisational structure 

Management’s philosophy and operating style 

Human resources policies 

Culture of ethical behaviour and 
communication 

Commitment to competence 
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Control activities are the policies and procedures 
established to address risks and to achieve the 
entity’s objectives. 

They include a range of detective and preventive 
control activities as diverse, for example, as: 

 
 (1) authorisation and approval procedures; 
 (2) segregation of duties (authorising, processing, 

 recording, reviewing); 
 (3) controls over access to resources and records; 
 (4) verifications; 
 (5) reconciliations; 
 (6) reviews of operating performance; 
 (7) reviews of operations, processes and activities; 
 (8) supervision (assigning, reviewing and approving, 

 guidance and training). 
 

 
Juan Carlos Venegas - Fiscal Accounts 2012 13 



Examples: 

 

 Segregation of duties 

 Organisational controls 

 Authorisation and approval 

 Physical controls 

 Supervision 

 Personnel 

 Arithmetical procedures, and 

 Management controls 

 

 

 

Juan Carlos Venegas - Fiscal Accounts 2012 14 



 

 To assess the quality of the system’s 
performance 

 

 It is aimed at ensuring controls are operating 
as intended and modified for changes in 
conditions 
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Fraud Investigation 
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FRAUD 
TRIANGLE 

   

     Opportunity 

 

 

 

 

 

 

 

  Pressure    Rationalisation 
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Forensic accountants are called in to 
investigate a fraud or a possible fraud in two 
situations: 

1. A fraud has been uncovered by an internal 
or external audit or management review. 

 

2. Fraud is alleged by a whistle-blower or 
preliminary indications of something 
unusual have been uncovered by audit 
procedures. 
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Before the investigation commences the task is 
to establish: 

 What has happened 

 If fraud has been committed who committed 
it, who knew about it, who was not involved 

 Over what period the fraud was committed 

 How it was committed and what controls were 
circumvented 

 How much money was involved 

 What are the relevant issues 
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 Setting up the investigating team 

 

 

 Planning the work to be performed 
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Pre-investigation planning: 

 

 A review of the personnel of the organisation, 
their responsibilities, roles and the extent of 
their authority. 

 A review of the internal controls of the 
organisation including internal audit reports and 
management letters from the external auditors. 

 Meetings with internal auditors as appropriate. 

 Analytical review of financial and management 
accounts. 
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Analysing documents 

Obtaining documentary evidence 

Chain of custody 

Data analysis 

 Interview 
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It is recommended that all possible relevant 
documents be obtained. 

 

Regarding collection of documents: 

 

 Obtain original documents where feasible. Make 
working copies for review, and keep originals 
segregated. 

 Do not touch originals any more than necessary. 

 Maintain a good filing system for the documents. 
Losing a key document can damage the case. 
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Always obtain evidence by consent. 

 

Evidence held by third parties. Obtain an Order 
by a Court on application by the claimant. 

 

Don’t attempt to obtain documents by other 
means. It can lead to charges of theft, 
trespass and other sanctions. 
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A record must be made when the item is 
received or when it leaves the care, custody 
or control of the investigator. 

 

Memorandum: 

 

 What items were received 

 When they were received 

 From whom they were received 

 Where they are maintained 
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Data Analysis 
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Vertical Ratio Analysis 

 

Horizontal Ratio Analysis 

 

Ratio Analysis 

 

Correlation  Analysis 
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Ratio Analysis 
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Example: 
 
Jackson Hardware Supply is a medium-sized 

plumbing and electrical wholesale distributor. An 
anonymous note had been received which 
suggested the cashier had been stealing cash 
from the company. He had been seen driving a 
new BMW and had taken expensive holidays. The 
director of the company wanted to investigate 
the allegation. Although the cashier was a long 
and trusted employee, the director asked a 
forensic accountant to ascertain if the cashier has 
been stealing. 
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Example (cont’d): 
 
The forensic accounting decided to analyse the 

Profit and Loss Account and to compare the 
salary charge in the current year with that of 
the previous year. 

The balance of £220,000 in the salary expense 
account was significantly larger than the 
£180,000 for the previous year. 

There were no changes in the work force and 
all employees received pay rises of 10%. 
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Example (cont’d): 
 
Next step: to follow the overstatement in the 

salaries account back from the P & L to the 
source documents (the payroll payments). 

There were twelve entries in the wages book 
for John Doe, an employee who left last year. 

The payments had been made to someone 
else. 

The forensic accountant interviewed the 
cashier who confessed. 
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With this function, a forensic accountant can 
determine whether regularly dispersed 
cheques, such as reimbursement for mileage, 
are consistent within the regular rate. 

 

For instance, if the mileage checks do not 
measure up to the 40p per mile rate, an 
automatic red flag should go up. 

42 



Juan Carlos Venegas - Fiscal Accounts 2012 

 

 

 

 

Interview 

43 



Juan Carlos Venegas - Fiscal Accounts 2012 

 

 

“the whole technique of skilled interviewing is 
to build an atmosphere of trust in which the 
initial desire to remain silent is replaced by an 
urge to confide in the questioner” 

 

(The Appeal Court) 
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An interview is a question and answer session 
designed to elicit information. 

 

It is structured, not free-form and designed for 
a purpose. 

 

It might consist of only one question or a 
series of questions. 
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Preparation:  

 

Review case file and consider what type of 
information can be supplied by each of the 
potential witnesses. 
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 Introductory questions 

 

 Informational questions: open, closed and 
leading 

 

Closing questions 

 

Assessment questions 

 

Admission-seeking questions 
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Non-fraud work 
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 Valuation of business 

 

 Matrimonial work – divorce and separation 

 

 Asset Tracing 

 

 Claims: consequential loss claims and 
damages for loss 

 

 Personal injury and medical negligence claims 
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Reasons: 

 

For business sale 

Goodwill valuations for partnerships and 
sole traders 

Group reorganisations and restructurings 

For tax purposes: inheritance tax, capital 
gains tax, employee share schemes 

In legal proceedings: for quantum of 
damage, lost of opportunity, divorce 
proceedings  

   

 

 
Juan Carlos Venegas - Fiscal Accounts 2012 50 



A company is owned by three people A, B and 
C who have equal shares. The company is 
valued at £12 million so if the whole business 
is sold each should receive a one-third share, 
i.e. £4 million. 

 

C wants to sell. There are three scenarios: 

1. Sale to a third party 

2. Sale equally to A and B 

3. Sale to either A or B 
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1. Sale to a third party: 

 C’s minority holding will have to be 
discounted because it is a minority holding. 

 Assume a discount of 60%, making C’s 
shareholding worth £1.6m (£4m – (60% x 
£4m). 

 If C sells to an outsider it is unlikely that C 
will receive any more than this as a minority 
shareholding in a private company is not 
particularly attractive asset for an investor.
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2. Sale equally to A and B 

 

 If C sells equally to A and B they will each 
have a 50% shareholding and no-one will 
have overall control. C’s share is probably 
still only worth £1.6m as it does not give 
either of the acquires a significant 
advantage.   
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3. Sale to either A or B 

 

 If C sold to either A or B they would acquire 
a controlling interest: 67%. 

 The value of a controlling interest is much 
greater than that of a minority so would 
attract a lower discount, say 20%. 

 C’s share could be worth more: £6.4m 
(£12m x 67% less 20%), because of the 
benefit it would bring to the acquiring 
shareholder A or B.   

 

 
Juan Carlos Venegas - Fiscal Accounts 2012 54 



C’s shareholding is worth anywhere between 
£1.6m and £6.4m because it attributes some of 
the value acquired by the new majority 
shareholder (either A or B) to the seller, C. 

 

The actual value depends on: 

 The overall value of the company being agreed, 
and 

 The discount factor to be applied 

 

Which will be a matter for negotiation between the 
parties. It is here that the skill of the forensic 
accountant comes in.   
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Used by HMRC as the basis of valuing shares for 
tax purposes. 

 

Definition of ‘market value’: 

 

“The price which the property might reasonably be 
expected to fetch if sold in the open market at 
that time, but that price shall not be assumed 
to be reduced on the grounds that the whole 
property is to be placed on the market at one 
and the same time”. 

  
(s. 272 TCGA 1992, s. 160 IHTA 1984 and s. 118 FA 2003 for 

stamp duty).  
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Approaches: 

 

 Asset-based valuations 

 Earnings-based valuations 

 Discounted cash flow (DCF), and 

 Dividend yield.  
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Tracing Illicit Transactions 
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It will identify most illicit funds which are deposited to accounts or 
expended in significant amounts. 

 
Sources for the target’s assets, liabilities, income and expenses: 
 
 The target 
 Associates 
 Documents from financial sources (accountant, banker) 
 Bank account records 
 Mortgage and loan files 
 Credit card records 
 Tax returns 
 Public records 
 Business filings 
 Real estate filings 
 Court records 
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Steps: 

1. Identify all significant assets held by the 
suspect. 

2. Identify all significant liabilities. 

3. Identify all income sources during the 
relevant time period. 

4. Identify all significant expenses incurred 
during the relevant period. 

5. Analyse the information collected 
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A target might attempt to preserve their assets 
by transferring them to other parties or to 
accounts that might escape detection: 

 
Transfer to family members or parties under their 

control 
Children’s or Family Trust 
Home mortgage pay-down 
Insurance policies 
Prepaid credit cards 
Cashier’s cheques and traveller’s cheques 
Locating assets through subpoenas 
Locating assets off-shore 
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Expert Witness 
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Duties: 
 

Establish the facts 

Interpret the facts 

Comment on the opposing expert’s facts 
and opinions 

Define the professional standards in the 
area of your opponent’s expertise 
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Preparing a Report 

 

Preparing to Testify 
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Preparation 

Accuracy of reports 

Clarity 

 Impartiality and Relevance 

Timeliness 

Avoid stating opinions regarding the guilt of 
innocence of any party 

Organise information chronologically 
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Outlining: 

 

 I. First-level head 

  A. Second-level head 

   1. Third-level head 

    a. Fourth-level head 

     (1) Fifth-level head 
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 Must give details of the expert’s qualification and the material, 

literature, experiments, and tests on which he has relied. 
 Must make clear which of the facts stated in the report are within 

the expert’s own knowledge. 
 Must contain the information considered in formulating opinions. 
 Must summarise the range of opinion on the matter, giving 

reasons for the expert’s own opinion. 
 Must say who carried out any examination, measurement, test or 

experiment which the expert has used for his report. 
 Must contain any exhibits to be used as a summary of or support 

for the opinions. 
 Must contain a statement that the expert understands his duty to 

the court. 
 Must contain a summary of the conclusions reached. 
 Must be verified by a statement of truth. 
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Visual Aids 
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Direct Examination 

 

 

Cross-Examination 
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THANK YOU! 
 

 

Juan Carlos Venegas - Fiscal Accounts 2012 86 


