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ABSTRACT:

£ n India and all over the world. In India we can name few scams say

Satyam scam (2009), KetanParek s .
scam (2013), nParekh securities scam (2001), Speak Asia scam (2011), Shradha Chit fund

l-orcns:c‘ A;counlmg l.$ the combination of the Accounting, Auditing and Investigation skills. Forensic
accounting 1s lhf? specialty practice area of accounting that describes engagements, which result from real
or anticipated litigation. It is theuse of professional accounting skills in matters involving potential or
actual cvil or criminallitigation, including, but not limited 1o, generally acceptable accounting and audit
principles; thedetermination of lost profits, income, assets, or damages; evaluation of internal controls;
fraud;and any other matter involving accounting expertise in the legal system. However forensic
accounting is a gross area of operations of which fraud examination is a small part. The main objective of
thisarticle 1s to discuss frauds as well as the role and importance of forensicaccounting and a forensic
accountant in detecting frauds.
Keywords: Frauds, Forensic accounting, ForensicAccountant.
INTRODUCTION:
Frauds:
Fraud is a deception
Fraud Examination is divided into three basic aspects:

» Fraud Detection

» Fraud Investigation

» Fraud Prevention ) ) T :
There is a very thin line between the fraud detection and tl?c frsu.d investigation in h.xdla.
er manner the detection process is carried out by the auditor (or the employees
functions). Fraud Investigation is the work of the law enforcement

d the prevention is the work of the management.

To explain it in a simpl X
performing the similar supervision .
officials like police department in India an

Types of frauds:
Following are the types of frauds:
1) Bank frauds
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2) Corporate frauds

3) Insurance frauds

4) Cyber frauds

5) Securities frauds
Financial frauds in India:
Satyam Scam in India:

In a country’s biggest corporate fraud involving about Rs.8,000 crore, iconic IT major Satyam was
another disasterfollowing the shocking disclosure of accounts fudging byits founder, who then quit as
chairman—leaving anuncertain future for the company and its 53.000 employees.It was the failure of
audit committee chairman to raise theissue of frauds to the tune of Rs.2,000 crore lying inSatyam’s
current account, otherwise the scam could havesurfaced much earlier, referring to striking points in
theRs.8000 crore scam. Satyam fraud may be first of its kindin India, but not the first such fraud of the
world, wherefraud was given effect by fudging the books of accounts.

Security Scam: Harshad Mehta

By year 1990, Mehta became a prominent name in thelndian stock market. He started buying shares
heavily. Theshares of India’s foremost cement manufacturerAssociated Cement Company attracted him
the most andthe scamster is known to have taken the price of thecement company from 200 to 9000
approx., in the stockmarket — implying a 4400% rise in its price. It was later revealed that Mehta used the
replacement cost theory to explain the reason for the high-level bidding. The replacement cost theory
basically states that older companies should be valued on the basis of the amount of money that would be
needed to create another similar company. Mehta, along with his associates, was accused of manipulating
the rise in the Bombay Stock Exchange (BSE) in 1992. They took advantage of the many loopholes in the
banking system and drained off funds from inter-bank transactions. Subsequently, they bought huge

amounts of shares at a premium across many industry causing the Sensex to rise dramatically. However,
upon the exposure of the scam, Mehta was imprisoned.

Ketan Parekh’s Scam

Ketan Parekh is a former stockbroker based in Mumbai who was convicted in 2008 for being involved in
engineering the technology stocks scam in India’s stock market in 1999-2001. He is currently disqualified
from trading in the Indian market till 2017. Parekh and his associates also secured Rs 1,000-crore as loan

from the Madhavpura Mercantile Co-operative Bank despite RBI regulations that the maximum amount a
broker could get as a loan was Rs15-crores.
TELGI Stamp Scam

TELGI stamp was one of the biggest scam in India. This type of scam which are caused every now and
then.Telgi and his two associates to ten years’each for their role in selling counterfeit stamps of Rs 17lakh
face value to a legal firm in 1995. Financial magnitude in the entire fake stamp paper case masterminded
by Abdul KarimTelgi amounted to only Rs 172 crore. Telgi clearly had a lot of support from other

departments and institutions of government that are responsible for the production and sale of high
security stamps. :

UTI Scam:

The UTI scam involved the flagship US-64 scheme of UTI, which was meant to channel the funds of
small investors into instruments bearing high returns. Gradually, US-64 developed an investor base of

arounq 2 crore investors. The economic liberalization in India, coupled with the absolute opacity in the
operations of UTI, led to a situation wherein the Government was forced to announce a hup b'l-iloul of
about Rs  3,500-4,000 crores in an order to prevent default in payments to the i % t‘ The
consequences of such a situation are unimaginable. But the story does not end here L:telrn:f stu(::ed out

that the UTI Chairman appointed at this time, Mr P S Subramanyam, along with a couple of exccutive
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Benford’s Law:It is a mathematical tool, and is one of the various ways todetermine whether
error occurred is a case of unintentional errors (mistakes) orfraud. On detecting any such
phenomenon, the error is subjected to adetailed scrutiny. The law states that fabricated figures (as
indicator of fraud) possess adifferent pattern from random figures. The steps of Benford s Jay,

are very simple. Oncethe error is decided, the left most digit of variableunder study extracted angq
summarized for entire population.

Theory of relative size factor (RSF): It highlights all unusualfluctuations, which may be routeq
from fraud or genuine errors. RSF is measured as theratio of the largest number to the second
largest number of the given set. In practice thereexist certain limits (e.g. financial) for each entity
such as vendor, customer, employee,etc. These limits may be defined or analyzed from the
available data-if not defined. Ifthere is any stray instance of that is way beyond the normal range,
then there is a need toinvestigate further into it.

Computer Assisted Auditing Tools (CAATSs):CAATs are computerprograms that the auditor
use as part of the audit procedures to process data of auditsignificance contained in a client’s
information systems, without depending on him.CAAT helps auditors to perform various auditing
procedures such as: (a) Testing detailsof transactions and balances, (b) identifying inconsistencies
or significant fluctuations, (c) Testing general as well as application control of computer systems.
(d) Sampling programs to extract data for audit testing, and (e¢) Redoing calculations performed
by accounting systems.

Data Mining Techniques: It is a set of assisted techniques designed to automatically mine large
volumes of data for new, hidden or unexpected information or patterns. Data mining techniques
are categorized in three ways: Discovery, Predictive modeling and Deviation and Link analysis. It

discovers the usual knowledge or patterns in data, without a predefined idea or hypothesis about
what the pattern may be, i.e. without any prior knowledge of fraud.

Ratio Analysis: Another useful fraud detection technique is the calculation of data analysis ratios
for key numeric fields. Like financial ratios that give indications of the financial health of a

company, data analysis ratios report on the fraud health by identifying possible symptoms of
fraud.

Forensic Accounting in India:

Forensic accounting is unique in that it combines accounting with investigation. These bloodhounds— as
opposed to the watchdogs that are auditors attemptto sniff out fraudulent transactions from the financial
records of banks andcompanies. Sherlock Holmes was probably the most famous practitioner But
Kautilya wasthe first economist who openly recognized the need of the forensic accountants.He

mentioned forty ways of embezzlement centuries ago.

Forensic accounting is still nascent in India. However, the nature of fraud inIndia has undergone a
change. Reserve Bank of India has made forensicaccounting audit compulsory for banks in India.

However banks are hesitant inapproaching certified fraud examiners, and are mostly dependent on
theirinternal auditors.

A large global accounting firmbelieves the market is sufficiently large to support anindependent unit
dfevoted strictly to “forensic” accounting.All of the larger accounting firms, as well as, many medium-
§1ze§ a_“d boutique firms have recently createdforensic accounting departments. Forensic accounting.
mfact,-mtegrates accounting, auditing, and investigativeskills to conduct an examination into a company's
financialstatements. Broad-based knowledge (within the themeslisted above) is crucial to the success of
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