
Preface

“My Soul characterized by
knowledge and faith is alone eternal.
All other phases of existence to which
I am attached are external
occurrences that are transitory”.

- Lord Mahavira

Turn on the news or leaf through newspaper and chances are you’ll find 
an information about economic crime or fraud. Fraudulent accounting 
practices, siphoning of huge amount, fudging of records, bogus transac-
tions, share price plummets and rising NPAs have become a never ending 
battle.

Fraud and economic crime rates remain at records high, impacting more 
and more companies in various diverse ways than ever before.

The value of the bank fraud reported in the first half ended September, 
2019 rose to a record 4,412 cases of frauds worth ` 1.13 lakh crore,  
according to the Reserve Bank of India’s Financial Stability Report, 
published on December 27, 2019. That compared with 6,801 cases of 
frauds worth ` 71,543 crore reported in the entire financial year 2018-19.

The RBI’s Financial Stability Report, further states that the number of 
large - value frauds of ` 50 crore or more each spiked. In the first half of 
FY 2020, there were 398 such cases worth ` 1.05 lakh crore compared to 
322 cases involving ` 61,579 crore in the previous fiscal.
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PwC’s Global Economic Crime and Fraud Survey 2020-(https://www.pwc.
com/gx/en/forensic/gecs-2020), has found that in the past 20 years, the 
level of frauds experienced in past 24 months were higher by 47% - the 
second highest reported level of incidents. The survey further found 
that though customer fraud was found to be the top most, accounting/
financial statement fraud was found to be 2nd top most fraud, and 
assets misappropriation was found to be 3rd top most fraud.

The survey also found that accounting/financial statement fraud was 
there in all types of industry - Energy, Utilities & Resources, Financial 
Services, Government and Public Sector, Health Industries, Industrial 
Products & Manufacturing, Technology, Media & Telecommunications etc.

Accounting Manipulation
Accounting manipulation in corporate financial reports are perennial, they 
had occurred in all eras, in almost all countries. There are some “loop-
holes” in accounting and auditing standards, which provide ample leeway 
to corporate accountants and thus, motivate accounting professionals to 
make frequent manipulations in corporate financial reports. Accounting 
manipulations involves the intentional “cooking-up” of financial records 
and reports.

Forensic Accounting vs. Forensic Audit
Number of time forensic accounting is used as synonym of forensic audit. 
Both the professions deals with financial statement but differ in methods, 
techniques, tools used in the process and reports. The primary difference 
between forensic accounting and forensic audit lies in the purpose of the 
audit. A forensic accounting assignment relates to frauds against the 
business - such as fraud by an employee or dispute with the vendor or 
customers, as against forensic audit relates to frauds by business. Thus, 
forensic audit covers forensic accounting and wide in scope as compared 
to forensic accounting.
Evaluation of Forensic Audit in India
The Indian history of investigating accounting goes back to the ancient 
Mauryan Times. The importance of forensic audit has been visualized 
- since Kautilya’s time. The Kautilya’s Arthashastra was written about 
2,400 year ago. The Arthashastra is not only of historical interest but is 
one of the world’s oldest manuals on the economic administration of a 
state. Kautilya was the first economist who recognized the need of the 
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forensic accountants. He mentioned 38 ways of embezzlement centuries 
ago, which are even relevant in present time of forensic audit:

“In all these cases, the subordinate officers, the storekeeper, the  
ledger-keeper, the receiver, the payer, the official who authorized the 
payment, the adviser, and the assistant shall be interrogated individually. 
If any one of these tells a lie, he shall receive the same punishment as the 
officer concerned.”

(Verse - 2.8.22, 23)

Not only interrogation (i.e. forensic audit), the Arthashastra also visual-
ized 2,400 years ago compensation for loss due to dishonesty:

“A proclamation shall then be issued calling on all those who had suffered 
at the hands of the [dishonest] official to inform [the investigating officer]. 
All those who respond to the proclamation shall be compensated accord-
ing to their loss.”

(Verse - 2.8.24, 25)

What has been stated in The Arthashastra, 2,400 years ago, holds good 
even today. The misrepresentation of information in the books of accounts 
as well as in financial statement, diversion of funds, siphoning of funds 
and fraud etc. - seems to be a new area of competition by the corporate 
world. And if we do not have a proper audit - it is adding fuel to fire! 
Imagine - what will happen, if even the forensic audit also does not come 
to its expectation!

Discretion and subjectivity in accounting rule - cause for misstatement 
and thus forensic audit
Globally regulators, accounting standards monitoring agencies, and 
professional bodies of accounting and auditing have principle based 
accounting standards. Accounting Standards provide some flexibility to 
apply the accounting principles and methods appropriately in various 
industries and business models. Consequently, they allow discretion to 
preparers to apply the accounting principles stipulated in AS.

In order to apply Accounting Standards to all segment of companies, the 
discretion is essential but might be misused by managers. Sometimes it 
is found that the discretion is used for private benefits and accounting 
policies are formulated in such way that at the cost of their benefit - the 
larger interest of shareholders, creditors is ignored. Some entities adopts 
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conservative approach to suit the requirement and then adopts aggres-
sive approach as that suit their reporting strategy. From shareholders, 
lenders and creditors perspective any type of “management” in account-
ing is bad and not a good corporate governance - as it hides economic 
reality from users of the financial statements.

Such habits of managers - some time take a large space in the financial 
statement, resulting into fraud. When focus is shifted from transparent 
and consistency to “need based accounting” and frequent and significant 
changes in accounting rules to confuse investors, shareholders, creditors 
etc., is one of the reason for forensic audit.

Discretion in accounting rules to need based accounting to corrupt  
practice
The global accountancy firm EY carried out a survey “Europe, Middle East, 
India and Africa Fraud Survey 2017” and found that - on an issue - are 
executives setting the right example? Survey finds that “77% of board 
directors and senior managers could justify unethical behaviour to help 
business survive, while 1 in 5 would deliberately misstate a company’s 
financial performance. These respondents are also more prepared to act 
unethically to improve their remuneration than their colleagues, with 2 
in 5 willing to do so”.

[Source: www.ey.com/fraud surveys]

Financial Statements fraud by external parties
Financial statement fraud is often thought of as an “inside job”. Occasion-
ally, however, fraud is perpetrated by an external - third party, sometimes 
without an organization’s knowledge. These frauds are sometime no less 
serious.

Fraud perpetrated by external parties - outside of management and em-
ployees - remains neglected and unmitigated risk for many organizations. 
One of the five most scandalous fraud case of 2018, as referred in the 
Association of Certified Fraud Examiners (ACEF) report was a USD 2 billion 
fraud at PNB by external party, Nirav Modi. [http://bit.ly/2tMj1z1].

Where were the auditors’?
The entire community - may be inside or outside the organization, relies 
heavily on financial statement - that are audited, with the long history of 
auditing profession, entire community of users are expecting to solve the 
“expectation gap” by now.
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Dramatic incidents were continuous to occur. The financial crisis of 2007-
2008, with the failure and bailout of whole list of iconic companies - all 
having a clean audit opinion. Still fresh occurrence have continued to 
erupt, not only in India but around the globe.

The familiar cry, “where were the auditors’?” has rung often in recent 
years: ` 11,300 crore Punjab National Bank fraud, an accounting fraud in 
the IL & FS Group, Satyam Computers’ September 2008 balance sheet of 
inflated cash and bank balance of ` 5,040 crore, and similar fraud from 
Ricoh India - an Indian arm of the Japanese multinational, Ricoh Global - 
of escalated revenue, CG Power of advance to related parties and unrelat-
ed parties of ` 4,800 crore understated, Diamond Power Infra of defraud-
ing banks of over ` 2,600 crore, Deloitte’s audit of National Spot Exchange 
Limited (NSEL). In all these cases auditors’ has issued a clean report.

The familiar cry, “where were the auditors’?” even continues outside 
India also. In the USD 625 Million judgment in the FDIC’s case against 
Price Waterhouse Coopers over the failed Colonial Bank, collapse of public 
contractor Carillion in the UK, the Gupta family and the USD 12 billion 
write: downs taken by Steinhoff in South Africa, accounting fraud in Enron 
of USA. Examples of fraud and failure in the United States include Bernard 
Madoff, MF Global, Hertz, Wells Fargo and even the Academy Awards. 
Equally impactful example elsewhere include Tesco in United Kingdom, 
Toshiba in Japan, Petrobras in Brazil, FIFA in Switzerland, Volkswagen in 
Germany, and Noble group in Hong Kong and certain others to come.

The Public expectations are that auditors perform with “zero defects” 
but the shortcomings in the audit execution, absence of principles of 
accounting and reporting including the auditors traditional defensive 
assertions - “not in our scope” or “isolated exception” - are neither  
responsive nor publicly satisfactory.
The forensic audit cannot be replaced with the routine audit i.e. 
statutory audit but failure of audit is the reason for rise of forensic 
audit.
Amended Companies Act - A blessing for forensic auditors
The Companies Act, 2013 has opened the doors of opportunity for the 
forensic auditors.

The introduction of the Companies Act, 2013 has a significant impact on 
fighting and preventing frauds. Under Section 245(1g) of the new Compa-
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nies Act, depositors and members of a company can claim damages from 
auditors, management and other consultants for the wrongdoings by the 
company and its management. Many consultants and senior executives 
are expected to become part of the certified community.

Further, under section 140 of the Companies Act, 2013 the auditors and 
their firm would be jointly liable for any frauds in the books of accounts 
and many auditors are likely to become forensic auditors in the days to 
come to avoid being caught on the wrong foot.

Under section 149(12) of the Companies Act, 2013, independent directors 
would be held liable for the frauds in their knowledge and it is expected 
that there would be a number of independent directors who could be 
looking to understand the techniques of fraud investigations by way of 
training and certifications.

Under section 177 of the Companies Act, 2013, the audit committee will 
have the authority to investigate and the power to obtain professional 
advice from external sources and have full access to information in the 
records of companies. This section is going to see more references to the 
certified forensic accounting professionals.

Establishment of SFIO
The Companies Act, 2013 has also paved the way to the Central Govern-
ment for establishment of an office to be called the Serious Fraud Inves-
tigation Office (SFIO) to investigate frauds relating to company. The SFIO 
is headed by a director and consist of experts from the fields of banking, 
taxation and forensic audit among others, and working under MCA.

India Inc’s Credit quality due to Covid-19
The credit quality of India’s corporates has deteriorated sharply since 
March 2020, as cash flows were impacted due to the nationwide lock 
down, said ICRA in a report.

The ratings firm said it undertook 315 negative rating actions between 
March 1 and May 15, out of which 150 were downgrades. The outlook in 
122 cases were changed to negative, a majority of them linked to pan-
demic. There were only 24 upgrades in that period.

The firm has a negative outlook on aviation, retail, hotels and restaurants, 
textiles, automotive, metals, oil and gas and real estate sectors. It has a 
stable outlook for cement, construction and downstream oil companies. 
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“Out of the top ten sectors which witnessed a negative rating action since 
March 2020, a large proportion were those that were categorized as ‘High 
Risk’, said ICRA.

The negative outlook on various sectors is going to open a new area of fo-
rensic audit in such cases to find out what is the true impact of pandemic 
and what benefits has been taken by some companies, under the shadow 
of pandemic.

Who will Benefit from Reading This Book?
Forensic auditors’ investigate fraudulent activities, uncover money laun-
dering and find missing assets through a combination of investigative 
techniques and accountancy skills. The Institute of Chartered Accountants 
of India, recognizing the need for forensic accounting and fraud detection 
in the emerging economic scenario has decided to launch a certificate 
course on the subject.

Demand for forensic auditing and fraud detection specialization is increas-
ing day by day, considering the rising incidents of NPAs in banking sector, 
fraud in security market and commodity exchange, misrepresentation 
in the financial statement and therefore, I believe that many parties will 
benefit from lesson in how to unlock the secrets hidden in forensic audit:

 - Forensic auditor being Chartered Accountant and Experts

	 -	 Financial	Institutions	-	such	as	Banks	and	lenders	etc.

 - Regulators - such as RBI, SEBI, ROC etc.

	 -	 Investigating	agencies	-	such	a	SFIO,	EOW,	CBI,	Police

 - Insurance Companies

 - Law enforcing agencies - such as courts, lawyers etc.

 - Investors - such as PE, Bond holders, debenture holders etc.

 - Promoters of the company

 - Management of the company

	 -	 Revenue	collecting	authorities	-	such	as	GST,	Income-Tax	etc.

	 -	 Under	Insolvency	and	Bankruptcy	Code	(IBC)	for	identifying	preferential	
and	undervalued	transactions	etc.

	 -	 Investigation	under	the	Companies	(Inspection,	Investigation	and	Enquiry)	
Rules, 2014

	 -	 Investigation	of	Foreign	Company
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The Bottom Line
Forensic accountants tract problem to their source and provide companies 
with critical information as to what happed, why and how to fix it. It does 
not matter if the problem involves a potential fraud or trying to find out 
where the money has gone or how the funds has been used. All these con-
cepts has been explained in details in each of the chapter of this book. The 
next time you hit a wall and need help with a problems, consider reading 
this book and therefore, for the first time in the history of forensic audit, a 
structure of forensic audit has been devised - termed as “T-3 Structure” of 
forensic audit, for the successful and result oriented forensic audit.
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