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Abstract 

The frequent occurrence of financial fraud has caused many well-known enterprises to 
go bankrupt, causing huge economic losses and causing unbearable burden on auditors. 
In order to counter this situation, forensic accounting facing financial fraud came into 
being. This paper mainly discusses the different and complementary responsibilities, 
methods and focuses of forensic accounting and independent auditing in financial fraud 
governance, emphasizing that the cooperation and complementarity of the two provide 
a double guarantee for the governance of financial fraud. Starting from the shortcomings 
of traditional auditing in the face of the increasingly complicated financial fraud in the 
increasingly complex economic environment, this paper analyzes the knowledge and 
skills that should be possessed in the forensic accounting of financial fraud. 
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1. INTRODUCTION 

In recent years, the rising trend of financial fraud has become a serious challenge for 
enterprises. Without effective prevention and control measures, enterprises will face 
irreparable losses and risks. Silverstone (2012) introduces financial fraud including credit 
tricks, forgery, tampering with data, tax fraud and various other scams. The American Fraud 
Inspection Association defines occupational fraud as “using a personal job position to 
deliberately abuse or possess the employer’s resources or property for personal gain”. White-
collar crime is a kind of financial fraud. The crime forms include misappropriation of funds, 
fraudulent accounts, bribes or other scams. 

The breeding of white-collar crimes has a vicious impact on corporate assets and reputation, 
forcing many countries to adopt governance measures against white-collar crimes. In the 
process, auditors have been given important responsibilities and their working environment 
has changed. In the United States, for example, Christensen (2015) pointed out that the US 
auditing standards increasingly emphasize the role of auditors in checking financial fraud and 
misrepresentation during the audit process. Auditors need more professional technology to 
support and supplement while increasing their own business level under increasing pressure. 
Forensic accounting facing financial fraud is the required expertise. Despite the fact that 
financial fraud detects its own contingency, ensuring the accuracy of financial fraud detection 
is a top priority in today's economic climate. In the face of financial fraud expectations, the 
company has a vicious impact, such as management changes, stock price declines, bankruptcy, 
legal proceedings, etc., the development of the field of forensic accounting has become an urgent 
need of society.  
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2. THE DIFFERENCE BETWEEN FORENSIC ACCOUNTING AND AUDITING 

To understand the role of auditing and forensic accounting in preventing and managing 
financial fraud, it is important to understand the different responsibilities and tasks between 
the two. The focus of the auditor's work is whether the financial statements of the company are 
true and fair at a certain level of importance. The specific audit procedures are used to check 
whether there are any material misstatements within the scope of the audit. According to the 
results of the audit, before the financial statements are released, the auditor asks the 
management to change the misstatement or, through its audit opinion, remind investors of the 
reliability of the company's financial statements. However, the auditor does not pursue the 
source or cause of the material misstatement. Forensic accounting plays a completely different 
role than traditional auditing. Forensic accounting is a fact-finding investigator, rather than 
providing conclusions or opinions. Forensic accounting requires expertise, thinking, education, 
and experience that are distinct from auditors. As summarized by Gerson et al (2015), the focus 
of forensic accounting is to collect all kinds of evidence to detect suspicious or known fraudulent 
behavior—real information about the implementer, content, time, place, manner, and cause. In 
short, the audit focuses on the risk of fraud, and forensic accounting focuses on fraud, 
accusations, and evidence. 

The auditor reasonably guarantees the true fairness of the financial report based on sufficient 
evidence, and its value is to increase the credibility of the financial statements of the enterprise; 
and the forensic accounting collects sufficient evidence to confirm or refute the doubts about 
the existence of financial fraud, legal affairs. The value of accounting is to solve all doubts about 
the existence of financial fraud in the enterprise.The auditor's work is routine and periodic, 
similar to daily patrols, and needs to ensure a wide range of security and to screen high-risk 
regional priorities. Forensic accounting is to work at the point of need, such as detectives, to 
find out the truth and find evidence. 

In the audit, many unimportant contradictions and errors are confirmed and recorded in the 
worksheet, but they will never be adjusted in the accounting of the company. Because this is 
consistent with auditing standards, the concept of importance levels helps CPAs filter out 
unimportant information, enabling effective and fast work. However, there is no concept of 
sampling or importance level in the scope of forensic accounting, and all relevant evidence 
needs to be collected and verified. No matter how small or under normal circumstances, things 
that are not important may affect the overall investigation. 

3. THE DRAWBACKS OF TRADITIONAL AUDITING IN FRAUD INSPECTION 

In the inspection of financial fraud, the reason why forensic accounting needs to play an 
important role is because traditional auditing has drawbacks in this respect. First, CPAs cannot 
guarantee the reliability of corporate financial statements, and their audit work runs under a 
customer-controlled environment. Their customers, the management of the company, 
effectively control the generation of financial statements and provide the most basic source of 
information for the auditor's work. If the management itself is a fraudster who is good at 
defrauding the trust of others, it will forge documents to mislead auditors who are not yet 
professionally skeptical. Many auditors do not have enough knowledge and experience to deal 
with fraud. In auditing teaching, training for fraud examinations is often lacking. In the work, 
the professional duties of auditors are limited by the accuracy of financial statements. 
Responsibility is also limited to investigations of unlawful conduct that have a potential impact 
on the financial statements. Because of the focus on reviewing the accuracy of financial 
statements, and often limited by time and economic factors, it is not possible to investigate in 
depth the financial fraud hidden in individual economic transactions. 
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Secondly, the CPA must follow the auditing standards when conducting audit work. This 
makes the audit business process traceable. Where the auditor confirms that the financial 
report of the enterprise is at risk, the audit scope and audit focus can be limited. The relatively 
fixed process and predictable nature of the auditing business creates opportunities for hidden 
fraud, and fraudsters can commit fraud outside the predictable audit. In addition, according to 
He Qin (2012), accounting firms need to consider their own profitability while providing public 
auditing services. Under the pressure of competition in vicious industries, it is likely to reduce 
auditing time and reduce auditing costs, thus affecting the fairness of its audit. 

4. THE COLLABORATION OF FORENSIC ACCOUNTING AND AUDITING 

In view of the shortcomings and challenges faced by independent auditing, forensic 
accounting has become a weapon to make up for its shortcomings. The collaboration between 
forensic accounting and auditors is an effective way to prevent and detect fraud. The premise is 
that forensic accounting needs to first understand the auditor's work in detail, for example, the 
length of time the auditor provides audit services for the enterprise, the relationship with the 
enterprise, and the internal control of the enterprise to ensure the security and thoroughness 
of the fraud inspection. The advantage of forensic accounting and independent auditing 
collaboration is that auditors have a deeper understanding of the company than the newly 
arrived forensic accounting. In their past work, they have been familiar with the general 
situation of the enterprise, the potential risks of the enterprise, the scope of business, and the 
work. Process, small to personnel composition, how economic transactions occur and related 
accounting book vouchers. Through the cooperation with the auditors, from the beginning of 
the fraud inspection, forensic accounting can quickly obtain a large amount of background 
information. With permission, forensic accountants can also collect more detailed business-
related information from audit work papers or auditors. More importantly, auditors can bring 
critical independent audit techniques to fraud inspections, such as collecting and integrating 
original documents, sampling, accessing relevant personnel, testing and analyzing relevant data. 
In addition, auditors will bring in the project management skills formed in their long-term audit 
work, how to develop a project plan, how to plan the process according to the specified time, 
resolve disputes, record and pass the final opinion. Auditors also provide valuable advice on 
fraud inspection methods, procedures, possible problems, and follow-up actions. 

However, prevention and inspection of financial fraud, while independent audit and forensic 
accounting provide a solid guarantee, enterprises need good internal control mechanisms to 
prevent financial fraud, and a corporate culture developed on the basis of professional ethics. 
At the same time, the state should increase penalties for financial fraud and increase the 
expected cost of fraud. When it is predicted that the economic benefits of the proceeds will be 
subject to huge penalties and compensation, the perpetrators are likely to be shocked to 
abandon the fraud scheme. Therefore, forensic accounting not only cooperates with auditors to 
deal with fraud, but also cooperates with the management of the company and all parties to find 
out the security loopholes in the company, propose future fraud prevention measures, and build 
a network to prevent financial fraud. 

5. THE KNOWLEDGE AND SKILLS OF FORENSIC ACCOUNTING IN FRAUD 
EXAMINATION 

(1) Introduction to forensic accounting 

The advantage of forensic accounting and auditing in parallel is that the qualifications 
required by forensic accounting and auditing are different, and the roles played by the two are 
different. The important duty of forensic accounting is to prevent white-collar crimes from 
being detected. Forensic accounting is fully effective when auditors encounter theoretical or 
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practical problems, and provides more powerful techniques for managing financial fraud. For 
example, Debnath (2017) pointed out that in recent years, cyber fraud has arisen in many 
countries, and frequent transactions between enterprises, as well as information system service 
outsourcing of business processes, pose a potential threat to enterprises. Auditors face serious 
challenges due to the lack of relevant knowledge and technology. At this time, forensic 
accounting with IT expertise is more powerful in dealing with online fraud. 

The concept of forensic accounting was first defined by KPMG as “an accounting discipline 
that combines the rules of evidence with the use of financial skills and methods for investigating 
outstanding issues”. Li Ruoshan et al. (2000) analyzed: "Forensic accounting is the use of 
accounting knowledge, financial knowledge, auditing techniques and investigative techniques 
by specific subjects. It is aimed at legal matters in economic disputes and proposes its own 
professional opinions as legal appraisal or An industry that testifies in court." 

According to Carnes (2011), in Australia, Quebec, Ireland, South Africa and India, forensic 
accounting is conducted by certified public accountants. In the United States, forensic 
accounting is not solely composed of accounting professionals. They come from experts in 
different industries: auditors, accountants, fraud inspectors, loss prevention specialists, defense 
lawyers, educators, and criminologists. Although its origins vary from country to country, 
forensic accountability requires a range of expertise to achieve its mission. 

(2) Knowledge and skills that should be possessed by forensic accounting 

Forensic accounting first needs to have a strong background in accounting knowledge, 
because forensic accounting itself is a more general application of accounting, using accounting 
discipline knowledge to assist in solving legal affairs or auditing business. In a specific fraud 
examination, forensic accounting should be familiar with the accounting standards, accounting 
practices and characteristics of the location of the business, because some seemingly improper 
accounts may be the local accounting treatment. On this basis, mastering the audit work flow 
and methods, skilled use of financial analysis and accounting ratios to find financial warning 
signals is also an essential skill for forensic accounting. At the same time, forensic accounting 
should be able to jump out of the fixed mindset of accounting, not limited by data, not to see the 
visible figures in the financial report, to explore the hidden points behind the numbers, and to 
make full use of accounting knowledge in legal investigations. 

Forensic accounting requires more inquiry thinking and investigative skills. White-collar 
crime has the characteristics of concealment. Usually criminal clues are difficult to detect. This 
requires forensic accountants to have a detailed understanding of various types of crimes and 
crime characteristics; it is highly sensitive to financial warning signals and can make accurate 
judgments based on past experience. And always maintain professional skepticism, Brooks et 
al (2006) analyzes the importance of motivation theory, makes full use of motivation theory, 
analyzes the motives and psychological factors of fraudsters, suspicious behaviors and internal 
control that may be exploited by fraudsters Vulnerabilities exist to determine the likelihood of 
a crime and conduct in-depth investigations. Another example, Debnath (2017) proposed that 
social engineering poses a threat to corporate information security. Social engineering 
practitioners are good at psychological tactics, that is, using employees' psychological 
weaknesses to attack and defraud corporate confidential information. In the face of an 
increasingly complex social environment, forensic accounting should actively mobilize the 
knowledge of criminology and psychology in crime investigation. 

Oral and written communication skills are also one of the important skills necessary for 
forensic accounting. Forensic accounting is to find out the truth, based on their intuition, 
suspicion and professional skills, to access all parties who may provide useful information to 
deal with all possible situations. After discovering the truth, you need to use effective 
communication skills to persuade customers, insurance companies, lawyers or judges to believe 
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his findings. When responding to questions and inquiries from the other party in the courtroom, 
you can respond flexibly to the response. At the same time, J. Cali (2013) focused on the 
importance of written communication. In order to complete the task, forensic accounting needs 
to present the facts discovered by him in the form of a written report. In his statement, forensic 
accounting needs to determine the facts that have occurred. Explain the reasons for its 
occurrence, as well as the damage caused by the assessment, and if necessary, make 
recommendations on how to prevent and prevent possible future losses. 

In most cases, forensic accountants present their findings and evidence in court as expert 
witnesses, explaining financial transactions related to specific wrongdoing. Therefore, forensic 
accountants must have knowledge of court procedures and legal requirements related to 
evidence. The corresponding laws should be memorized, especially the evidence-related 
requirements have important influence on the work results of forensic accounting, such as: the 
standard of evidence required by the court, the way the evidence is obtained and retained, how 
to report the evidence and how to provide the other party Financial evidence for cross-
examination. 

6. CONCLUSION 

Although independent auditing is very different from the role of forensic accounting, they 
share a common responsibility, which is the governance of financial fraud. White-collar crime 
is hidden in the enterprise, causing huge losses to the enterprise, causing the company to lose 
its reputation and the confidence of investors. Faced with increasingly severe trends, 
independent auditing actively introduces the skills and strengths of forensic accounting to 
compensate for its own shortcomings under the challenge and burden. Forensic accounting 
achieves high efficiency fraud with the help of independent auditor's detailed background 
information and auditing technology. an examination. The parallel of independent audit and 
forensic accounting provides a double guarantee for the management of financial fraud. 

ACKNOWLEDGEMENTS 

The study was supported by ‘Training Program Foundation in University of Heilongjiang Bayi 
Agricultural University’ . Project Title: ‘Design and Application of Audit System of Modern 
Commercial Bank based on Audit model’ (Grant No. XRW2017-06)”. 

REFERENCES 

[1] Akyel, N. (2012). Forensic accounting training: a proposal for Turkey. Social and Behavioral 

Sciences, Vol.55 , pp77–86. doi: 10.1016/j.sbspro.2012.09.480. 

[2] Brooks,L.J. &Labelle,R. (2006). CPA forum on forensic accounting in the post-Enron world, 

Education for investigative and forensic accounting. Canadian Accounting Perspectives,Vol.5, Issue 

2, pp.287–306,doi: 10.1506/4BNN-3KTP-74Q0-7R1X. 

[3] Carnes, K.C. & Gierlasinski, N.J. (2001). Forensic accounting skills: will supply finally catch up to 

demand?, Managerial Auditing Journal, Vol. 16, Issue 6, pp. 378-382. 

[4] Christensen, J.A., Byington J.R. & Blalock T.R.(2015). Sarbanes-Oxley: Will you need a forensic 

accountant? Journal of Corporate Accounting & Finance,Vol.16, Issue 3, pp. 69–75, doi: 

10.1002/jcaf.20105. 

[5] Debnath , R. K. T. J. (2017). Forensic accounting: a blend of knowledge, Journal of Financial 

Regulation and Compliance, Vol. 25, Issue 1.  



World Scientific Research Journal                                                      Volume 5 Issue 9, 2019 

ISSN: 2472-3703                                                       DOI: 10.6911/WSRJ.201909_5(9).0022 

200 

[6] Gerson J.S., Brolly,J.P. & Skalak, S.L. (2015). The roles of auditors and forensic accounting 

investigators. A Guide to Forensic Accounting Investigation,Ed2, pp. 37–61.doi: 10.1002/ 

9781119200048.ch3. 

[7] Hegazy, S., Sangster, A. &Kotb A. (2017). Mapping forensic accounting in the UK. Journal of 

International Accounting, Auditing and Taxation, Vol 28, 43-56. 

[8] J. Cali, (2013). Forensic accounting. Encyclopedia of Forensic Sciences, pp. 423-431. 

[9] Silverstone,H., Sheetz,M., Pedneault,S. & Rudewicz,F. (2012). Forensic Accounting and Fraud 

Investigation for Non-Experts, Third Edition. 


