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Forensic Audit : 
 
A forensic audit is an examination and evaluation of a firm’s or individual’s financial records to derive evidence 
that can be used in a court of law or legal proceeding. Forensic auditing is a specialization within the field of 
accounting, and most large accounting firms have a forensic auditing department. Forensic audits require the 
expertise of accounting and auditing procedures as well as expert knowledge about the legal framework of such 
an audit. 

Forensic auditing is not a familiar form of accounting. And many businesses have not heard about this type 
of accounting. Why? When we hear the word ‘forensic’, we think of criminal investigation.  
 
This type of auditing is about the investigation – application of financial & Scientific knowledge to a 
business or legal problem. 
 
Generally, a forensic audit is conducted by forensic auditing firms when embezzlement or fraud is 
suspected.They also work with government functioning parallel to organisations like CBI to help uncover 
bigger business scams and frauds. 
 
But the question is can you benefit from forensic auditing? Or better put – how can forensic auditing help 
your business? 

https://www.vgnc.in/contact-us/
https://www.vgnc.in/contact-us/
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They are three scenarios a business operating in India might face: 
 
 
Forensic auditing can help your business to collect evidence to produce in court. This evidence 
helps you to assert claims or facilitate easier fraud settlements. 

 
If any of your employees have been caught committing white collar fraud and your public 
image is in jeopardy, forensic auditing can help you find out whether the fraud is substantial or 
not and also helps you collect evidence. 

 
Forensic auditing also helps you to settle issues with shareholders, employees, partners, etc. 
without having to go through an actual trial 
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Fraud 
 
There are a few reasons related to the fraud associated with the financial circle of any 
company. Those are as follows:- 
•False and Wilful representation or Assertion 
•Perpetrator of Representation 
•Intention to deceive 
•The representation must relate to a fact. 
•The active concealment of facts 
•Promise made with no intention of performing it; 
•The representation must have deceived the other party. 
•Any other act fitted to deceive 
•Any such 'act or omission' that the law specially declares as void 
•Wrongful Loss and Wrongful Gain is Immaterial 
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A Forensic Audit is an examination of a company’s financial records to derive evidence which can 
be used in a court of law or legal proceeding. 
 
Company Ahalia , on the recommendation of its Chief Executive Officer (CFO) , entered into a 
contract with Faraa Inc for the supply of carts. At the time, Faraa Inc was not authorized to 
conduct business, as its license was suspended due to certain irregularities in taxes paid. The CFO 
had knowledge of this fact, but still recommended that Telemart Ahalia enter into a contract with 
Faraa Inc because he was secretly receiving compensation from Faraa Inc for doing so. 
 
A forensic audit can reveal such cases of fraud. 

Financial Statement Fraud (FSF) 
 
Financial statement fraud is the will full and deliberate misstatement or misrepresentation, 
creating a false impression and omission of financial statement data to mislead the reader of a 
Company’s financial strength. Generally, it defers revenues or expenses in a different time period 
to show consistent earnings or growth. Towards the other extreme, it consists of overstating 
revenues. It diminishes the confidence of market participants and capital markets in the 
dependability of financial information. 
•Forensic Data Analysis (FDA) 
•Fraud Triangle and Fraud Risk 
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Asset Misappropriation 
 
This included raising fake invoices, misappropriation of cash, payments made to non-existing 
employees or suppliers, theft of Inventory, or misuse of assets. It comes about in undesirable 
conditions when people who are entrusted to manage the assets of a company/organization give 
away from it. Moreover, it can be the greatest detrimental to the company when it may lead to 
infiltration by other organizations to take control over the control of the victim company. It directly hit 
on the cash flow of the organization. 
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Corruption 
Corruption is a significant obstacle to socio-economic development and also at different corporate levels. It 
can have come along with ill-effects on the image of the business/company and jeopardize it severely. It 
consists of any illegitimate use of the office or dishonest behaviour and its resources. In such occurrences, a 
forensic auditor attempts to look for accounts of extortion and bribery, or anything that will amount to or 
relate to any conflict of interest. 
Extortion 
Taking a step ahead from any corruption, extortion involves the use of force, threat, or violence to extract 
money from another person/party. For the interest of the company, this may be done on the pretence of 
‘protection money’ for sophisticated cyber extortion schemes, small businesses, etc. Moreover, the 
identification of extortion in company finances reduces its reliability in the eyes of its suppliers, clients, etc. 
which is the most important reason for having a compacted financial statement. 
Bribery 
Bribery refers to the conduct of dishonestly influencing one’s position or role to receive something as well as 
promising something favourable to the party demonstrating such benefit. There are few problems where 
bribery arises, not always in such a role/position to offer anything. When one acts beyond his authority, it 
obstructs the company's profits and interest, which is illegal to do so. 
Conflict Of Interest 
Anything on a related note, including bribery, that is done to gain personal profit, and which is unfavourable to 
the company. By this conducts forms the objective of a forensic audit. 
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How a Forensic Auditing Company Helps You? 
 
•Planning & investigation 
•Collection of evidence 
•Reporting 
•Assistance for court proceedings 
 
Forensic auditing can be used for both actively dealing with fraud or other 
inconsistencies and to take preventive measures against it.  
Forensic auditing is usually the last resort. Businesses must analyse their operations 
and needs well to ensure that they choose the right type of auditing for them. 
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Forensic Audit vs. Internal Audit 
 
 
An audit is defined as a formal examination of an organization’s or individual’s 
accounts or financial situation. It is conducted by a public accounting firm for the 
purpose of providing “comfort” in relation to an organization’s financial 
statements. In many organizations, members of the audit committee, board of 
directors, owners, managers or other individuals in supervisor positions have 
limited (if any) experience with other types of audits, including forensic or 
internal audits. If they are unsure of which direction to turn, they may go 
seeking the wrong solution. 
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Forensic Audit vs. Financial Audit : 
 
 
A forensic audit, also known as a forensic examination, is defined as an examination of 
financial records to find any illegal financial activity. The term forensic itself is defined as 
belonging to, used in, or suitable to courts of judicature or to public discussion and debate. A 
financial audit, sometimes called a financial statement audit, is defined as the examination of 
an entity’s financial statement and accompanying disclosure by an independent auditor. The 
results of this examination include a report by the auditor attesting to the fairness of 
presentation of the financial statements and related disclosures. 

A forensic auditor is required to have special training in forensic audit techniques and in the 
legalities of accounting issues. A forensic audit has additional steps that need to be performed in 
addition to regular audit procedures. 
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Why is a  forensic audit conducted? 
 
Forensic audit investigations are made for several reasons, including the following: 
 
Conflicts of interest 
 
When a fraudster uses his/her influence for personal gains detrimental to the company. For 
example, if a manager allows and approves inaccurate expenses of an employee with whom he has 
personal relations. Even though the manager is not directly financially benefited from this approval, 
he is deemed likely to receive personal benefits after making such inappropriate approval. 
 
Bribery 
 
As the name suggests, offering money to get things done or influence a situation in one’s favor is 
bribery. For example, A bribing an employee of Company B to provide certain data to aid A in 
preparing a tender offer to B. 
 
Extortion 
 
If A demands money in order to award a contract to B, then that would amount to extortion. 
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1. Plan the investigation – When the client hires a Forensic auditor, the auditor is 
required to understand what the focus of the audit is. For example, the client might be 
suspicious about possible fraud in terms of quality of raw material supplied. 
 
The forensic auditor will plan their investigation to achieve objectives such as: 
 
•Identify what fraud, if any, is being carried out 
•Determine the time period during which the fraud has occurred 
•Discover how the fraud was concealed 
•Identify the perpetrators of the fraud 
•Quantify the loss suffered due to the fraud 
•Gather relevant evidence that is admissible in the court 
•Suggest measures that can prevent such frauds in the company in future. 
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2. Collecting Evidence : 
 
 By the conclusion of the audit, the forensic auditor is required to understand the possible type 
of fraud that has been carried out and how it has been committed. The evidence collected 
should be adequate enough to prove the identity of the fraudster(s) in court, reveal the details 
of the fraud scheme, and document the amount of financial loss suffered and the parties 
affected by the fraud. 
 
A logical flow of evidence will help the court in understanding the fraud and the evidence 
presented. Forensic auditors are required to take precautions to ensure that documents and 
other evidence collected are not damaged or altered by anyone. 
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What is Financial statement fraud? 
 
Companies get into this type of fraud to try to show the company’s financial performance as better than 
what it actually is. The goal of presenting fraudulent numbers may be to improve liquidity, ensure top 
management continue receiving bonuses, or to deal with pressure for market performance. 
 
Elements of a Financial Audit : 
 
A financial Audit has one purpose – to provide assurance that a company’s financial record keeping 
follows the Accounting Standards . To this end, the auditor must objectively examine the company’s 
financial records and use his best judgment in making the appropriate determination. A financial audit 
may or may not uncover intentional fraud or misrepresentation of facts. 
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Common techniques used for collecting evidence in a forensic audit include the following: 
 
 
•Substantive techniques – For example, doing a reconciliation, review of documents, etc 
•Analytical procedures – Used to compare trends over a certain time period or to get comparative 
data from different segments. 
•Computer-assisted audit techniques – Computer software programs that can be used to identify 
fraud. 
•Understanding internal controls and testing them so as to understand the loopholes which allowed 
the fraud to be perpetrated. 
•Interviewing the suspect(s) 
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3. Reporting – A report is required so that it can be presented to a client about the fraud. 
The report should include the findings of the investigation, a summary of evidence, an 
explanation of how the fraud was perpetrated, and suggestions on how internal controls 
can be improved to prevent such frauds in future. The report needs to be presented to a 
client so that they can proceed to file a legal case if they so desire. 
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4. Court Proceedings – The forensic auditor needs to be present during court proceedings to explain the 
evidence collected and how the suspect was identified. They should simplify the complex accounting 
issues and explain in layman’s language so that people who have no understanding of the accounting 
terms can still understand the fraud that was carried out. 
 
 
To summarize, a forensic audit is a detailed engagement which requires the expertise of not only 
accounting and auditing procedures but also expert knowledge regarding the legal framework. A 
forensic auditor is required to have an understanding of various frauds that can be carried out and of 
how evidence needs to be collected. 
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Step 1 – Accepting The Investigation And Know Your ClientTo conduct a truthful, unbiased audit, and investigation, a 
forensic audit is always assigned to an independent firm/group of investigators. As a result, their first step is to 
determine whether they have the necessary skills tools and expertise (auditor) to go forward with such an 
investigation whenever such a firm accepts an invitation to conduct a forensic audit. Only when they are 
contended with such considerations are they required to assess their own 'training and knowledge' of fraud 
detection/investigation and legal framework. They also can go ahead and accept the investigation that has been 
offered. 
Step 2 – Planning The Audit Investigation And StrategyPlanning the investigation is the first most steps in a forensic 
audit before executing. The Auditor (s) must judiciously ascertain the Audit goal so being conducted and prudently 
determine the procedure to achieve it, over and done with the usage of effective techniques and tools. They should 
be clear on the ultimate categories of the report before planning the investigation. Those are as follows:- 
•1. Identification of the kind of fraud that has been operating, 
•2. Fieldwork Collect Information and Obtain Evidence 
•3. Identifying the fraud of how long it has been operating for, and how the fraud has been afforded to conceal the 
same 
•4. Identifying the fraudster(s) / Masterminds involved 
•5. Measuring the financial loss suffered by the client and the Company 
•6. Collecting Evidence to be admissible and used in court proceedings 
•7. Measurement of Frauds, Analysis Evaluate and Assess the Impact of Evidence 
•8. Providing advice to prevent and measure the recurrence of the fraud. 
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Step 3 – Gathering Evidence For Investigation 
 
There are specific procedures that are carried out in forensic auditing to harvest Evidence. All kinds of 
Audit techniques and procedures are used to gather Evidence to prove and to identify. Such as how it 
was conducted and concealed by the perpetrators and how long they have fraudulent activities 
existed and continued in the organization. In the direction of gathering Evidence, the investigators can 
use the following techniques. Those are as follows:- 
•1. Testing controls which identify the weaknesses to gather Evidence, which certifies the fraud to be 
perpetrated 
•2. By means of analytical procedures to provide comparatives between different segments of the 
business or compare trends over time 
•3. To locate the "timing and location" of relevant details being tampered or altered in the computer 
system, investigators can apply computer-assisted audit techniques 
•4. Interviews and Discussions with employees 
•5. Substantive techniques such as cash counts, reconciliations, and reviews of financial and Non-
financial documentation. 
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Step 4 – Reporting And Documentation 
 
The reporting stage is the furthermost clear and apparent element in a forensic audit. The 
investigating team is expected to report the findings of the investigation after investigating and 
gathering Evidence. They must provide a summary of the Evidence and conclusion that came out of 
the loss suffered due to the fraud happened. It should also include the executed plan of the fraud 
itself and how it stretched out and had profit out of the whole trail of events. They should provide 
suggestions to prevent such fraud in the future events. 
 
Step 5 – Court Proceedings - Fraud Prevention Measures And Exercise JudgementThe last stage 
enlarges over those audits that principally lead to legal/ court proceedings. The auditors will give 
litigation assistance as mentioned above, where they will be called to Court and included in the 
advocacy process/ trials. The understanding here is that they are requested in because of their 
expertise and skill in commercial issues and legal proceedings. Most importantly, they must lay 
down the facts and findings reasonably and objectively to understand so that the anticipated action 
can be taken up judiciously 
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Common theme in the frauds: 
 
•Serious corporate governance lapses 
•Greed of promoters and lack of integrity 
•Promoters’ domination on all key affairs of the company 
•Diversion of companies and borrowed funds to related entities for personal benefits of 
promoters. 
•High leverage and resulting liquidity issues and default in loan repayments. 
•Business failures due to entry into unrelated areas (Unitech case) 
•Lack of internal controls, monitoring and oversight mechanism and oversight 
mechanisms 
•Cheating gullible investors and home buyers (Karvy and Unitech) 
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Punjab and Maharashtra Cooperative Bank (PMC Bank) faced regulatory strike for 
misrepresenting its loan account. PMC had catered a loan worth Rs. 6,500 crore i.e. 
73% of the bank’s total advances to just one borrower group i.e. Housing 
Development and Infrastructure Limited (HDIL) who was facing bankruptcy 
proceedings. 
 
Granting loan of this scale, PMC clearly didn’t follow the RBI’s guidelines of granting 
the loan amount to single borrower which was 25% for a group connected 
companies and 15% for individual companies. 
 
Along with this, PMC created 21,049 fictitious accounts to misrepresent and to 
channel the loan amount to HDIL group entities. All these accounts were never 
disclosed to RBI. PMC advanced the loan amount i.e. 6,500 crore to 44 different 
HDIL group entities. This scam between PMC and HDIL has been existing since 
2011 and on 24th September, 2019, this scam was revealed when RBI intervened 
and asked for clarifications. In the financial year 2018-2019, PMC stated its Gross 
Net Performing Asset (GNPA) to be 3.76% which was comparatively lower than 
other state owned banks. When RBI intervened and investigated, the percentage of 
GNPA raised from 3.76% to 77%. It was concluded that PMC had been false 
representing the bad loan figure in the financial statement and hiding the 
scandalous association with HDIL. 
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The debacle of company resulted in unfortunate suicide by its promoter. Amounts due to banks are around Rs . 
2500 crores to Rs. 3000 crores. Currently, Tata group is in talks with CCD for acquiring its coffee outlets, which if 
materializes, will rescue the company, and put it back on the recovery path. 
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Imprudent lending practices 
•Evergreening of loans 
•Practice of charging high commission to borrowers, which was not in line with industry practices 
•Overstatement of profits due to front loading of commission income 
•Gross under provisioning of NPAs compared to RBI guidelines 
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The CBI Monday conducted searches at eight locations after booking Delhi-based dairy products 
company Kwality Ltd. and its directors for allegedly cheating a Bank of India-led consortium, causing a 
loss of over Rs 1,400 crore, officials said. The CBI has registered the case against Kwality Ltd and its 
directors Sanjay Dhingra, Siddhant Gupta, Arun Srivastava besides other unidentified persons, they 
said."It was alleged in the complaint that the said accused had cheated the Bank of Ind .. 
 

"It was alleged in the complaint that the said accused had cheated the Bank of India-led consortium 
comprising BOI (lead bank),Canara Bank , BoB, Andhra Bank, Corporation Bank, IDBI, Central Bank of India, 
Dhanlaxmi Bank  Syndicate Bank to the tune of Rs.1400.62 core (approx.)," CBI spokesperson RK Gaur said. 
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What are the benefits of a Forensic Audit ? 
Few chief benefits of Forensic Audit are listed below. Those are as follows:- 
•Uncovering of Corruption: In a Forensic Audit, while investigating fraud, an auditor would look out for the 
Conflicts of interest, Extortion, and Bribery. 
•Uncovering of Asset Misappropriation, which reveals Misappropriation of cash, payments made to non-existing 
suppliers or employees, raising fake invoices, misuse of assets, or theft of Inventory, etc. 
•Uncovering of Financial Statement Frauds which reveal intentional forgery of accounting records, non-
disclosure of relevant details from the financial statements, omitting transactions – either revenue or expenses, 
or not applying the requisite financial reporting morals. 
•It helps in Fraud Identification and Prevention, which generally occurs in financial transactions. It also helps in 
accounting and analyzing whether the company’s accounting policies are followed or not. 
•It makes Sound Investment Decisions 
•It assists in the formulation of Economic Policies. 
•Forensic auditing is extremely rewarding as a career. It involves identifying, analysing, and reporting the 
findings during an audit and not only includes regular auditing and accounting activities. 
•Clear Objectivity and Credibility - As a forensic auditor, an external party would be far more objective and 
independent than a company accountant or internal auditor who, in the end, reports to management on his 
conclusions. 
•Definite valuable Accounting Expertise and Industry Knowledge. 
•Provision of Appreciated Manpower Resources 
•Enhanced Efficiency and Efficiency 


