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Forensic Accounting Principles

Forensic accounting is a specialized field that combines accounting, auditing, and investigative skills to
analyze financial information for use in legal proceedings. It involves the application of accounting
principles to legal issues. In the Professional Certificate in Forensic Accounting, students will learn key terms
and vocabulary essential for understanding the principles of forensic accounting.

1. Fraud

Fraud is a deliberate deception to secure unfair or unlawful gain. In forensic accounting, fraud investigation
is a crucial aspect. There are two main types of fraud: asset misappropriation and financial statement fraud.
Asset misappropriation involves the theft or misuse of an organization's assets, while financial statement
fraud involves manipulating financial statements to deceive stakeholders.

Example: An employee of a company creates fake invoices and diverts payments to their personal account,
committing asset misappropriation.

2. Forensic Investigation

Forensic investigation is the process of gathering, analyzing, and evaluating evidence to determine the truth
in a legal context. In forensic accounting, investigators use accounting principles to uncover financial
irregularities and fraud.

Example: A forensic accountant examines financial records, conducts interviews, and analyzes data to
determine if there is evidence of fraud.

3. Evidence

Evidence is any information that supports or refutes a claim. In forensic accounting, evidence can include
financial records, bank statements, emails, and witness statements. It is crucial to collect and preserve
evidence properly to maintain its integrity.

Example: A forensic accountant discovers discrepancies in financial records that serve as evidence of
fraudulent activity.

4. Due Diligence

Due diligence is the process of investigating and verifying information before making a decision. In forensic
accounting, due diligence is essential when conducting investigations or audits to ensure accuracy and
reliability of financial information.
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Example: Before acquiring a company, conducting due diligence involves reviewing financial statements,
contracts, and other relevant documents.

5. Forensic Audit

A forensic audit is an examination of financial information for use as evidence in court. It involves a detailed
review of financial records to identify any irregularities or fraudulent activities. Forensic accountants use
auditing techniques to uncover financial misconduct.

Example: A forensic audit is conducted to investigate allegations of embezzlement within a company.

6. Money Laundering

Money laundering is the process of concealing the origins of illegally obtained money. In forensic
accounting, identifying and tracing money laundering activities is crucial. It involves tracking financial
transactions to determine the source and destination of funds.

Example: Criminals use shell companies and complex financial transactions to launder money from illegal
activities.

7. Expert Witness

An expert witness is a professional who provides specialized knowledge or opinions in legal proceedings. In
forensic accounting, expert witnesses testify about financial matters and help the court understand complex
financial information.

Example: A forensic accountant serves as an expert witness in a court case involving financial fraud.

8. Internal Controls

Internal controls are policies and procedures implemented by organizations to safeguard assets, ensure
accuracy of financial records, and prevent fraud. In forensic accounting, evaluating internal controls is
essential to identify weaknesses that could lead to financial misconduct.

Example: Segregation of duties and regular audits are examples of internal controls designed to prevent
fraud.

9. Whistleblower

A whistleblower is an individual who exposes illegal or unethical activities within an organization. In forensic
accounting, whistleblowers play a crucial role in uncovering fraud and financial misconduct. Protecting
whistleblowers is essential to encourage reporting of wrongdoing.

Example: An employee reports fraudulent activities to the authorities, leading to an investigation by forensic
accountants.

10. Data Analytics
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Data analytics involves the use of technology to analyze and interpret large datasets. In forensic accounting,
data analytics is used to identify patterns, anomalies, and trends in financial information. It helps
investigators uncover fraud and financial irregularities.

Example: Forensic accountants use data analytics tools to analyze transactions and detect unusual patterns
indicative of fraud.

11. Chain of Custody

Chain of custody is the documented record of the handling of evidence from collection to presentation in
court. In forensic accounting, maintaining a clear chain of custody is essential to ensure the integrity and
admissibility of evidence in legal proceedings.

Example: A forensic accountant carefully documents the collection, storage, and analysis of financial records
to maintain the chain of custody.

12. Litigation Support

Litigation support involves providing financial expertise and analysis to assist legal proceedings. In forensic
accounting, litigation support includes preparing reports, providing expert testimony, and helping lawyers
understand complex financial issues.

Example: A forensic accountant assists lawyers in a court case by analyzing financial statements and
explaining financial concepts to the court.

13. Embezzlement

Embezzlement is the theft or misappropriation of funds entrusted to an individual for personal gain. In
forensic accounting, investigating embezzlement involves tracing the flow of funds and uncovering
fraudulent activities within an organization.

Example: An employee siphons off company funds into their personal account through fraudulent
transactions, committing embezzlement.

14. Financial Statement Analysis

Financial statement analysis involves evaluating financial statements to assess the financial health and
performance of an organization. In forensic accounting, analyzing financial statements helps identify
discrepancies, inconsistencies, and potential fraud indicators.

Example: A forensic accountant compares current and previous financial statements to detect any unusual
changes that may indicate financial fraud.

15. Bankruptcy Fraud

Bankruptcy fraud involves intentionally concealing assets or providing false information during bankruptcy
proceedings. In forensic accounting, investigating bankruptcy fraud requires analyzing financial records to

Read online: https://certificates.lsba.org.uk/guides/3120183/forensic-
accounting-principles

London School of Business and Administration · 24 Jun 2026



G U I D E

identify hidden assets or fraudulent activities.

Example: A business owner transfers assets to family members to hide them from creditors during
bankruptcy proceedings, committing bankruptcy fraud.

16. Digital Forensics

Digital forensics involves the collection, preservation, and analysis of digital evidence in legal investigations.
In forensic accounting, digital forensics is used to examine electronic records, emails, and other digital data
to uncover financial misconduct.

Example: A forensic accountant uses digital forensics tools to recover deleted emails and analyze electronic
transactions in a fraud investigation.

17. Tax Evasion

Tax evasion is the illegal act of avoiding paying taxes by underreporting income or inflating deductions. In
forensic accounting, investigating tax evasion involves analyzing financial records to identify discrepancies
and uncover fraudulent tax practices.

Example: A business owner manipulates financial records to underreport income and evade paying taxes,
committing tax evasion.

18. Professional Skepticism

Professional skepticism is an attitude that includes a questioning mindset and a critical assessment of
evidence. In forensic accounting, maintaining professional skepticism is essential to objectively evaluate
financial information and uncover potential fraud.

Example: A forensic accountant approaches financial records with professional skepticism, questioning
transactions and seeking evidence to support findings.

19. Compliance Audit

A compliance audit is an examination of an organization's adherence to laws, regulations, and internal
policies. In forensic accounting, conducting compliance audits helps identify noncompliance issues and
prevent financial misconduct.

Example: A forensic accountant reviews an organization's financial processes to ensure compliance with
anti-fraud policies and regulations.

20. Asset Recovery

Asset recovery involves tracing and recovering assets obtained through illegal activities. In forensic
accounting, asset recovery is a key objective in fraud investigations to recover misappropriated funds and
return them to the rightful owners.
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Example: A forensic accountant identifies and traces assets acquired through fraudulent activities and works
to recover them through legal proceedings.

21. Expert Report

An expert report is a document prepared by a forensic accountant detailing findings, analysis, and
conclusions related to a financial investigation. In legal proceedings, expert reports provide evidence and
support expert testimony.

Example: A forensic accountant prepares an expert report outlining financial irregularities and fraud
indicators discovered during an investigation.

22. Interview Techniques

Interview techniques are methods used to gather information from individuals during investigations. In
forensic accounting, effective interview techniques are essential to elicit relevant information and uncover
financial misconduct.

Example: A forensic accountant uses open-ended questions and active listening during interviews to obtain
valuable information from witnesses and suspects.

23. Anti-Money Laundering

Anti-money laundering (AML) refers to policies and procedures designed to prevent money laundering
activities. In forensic accounting, AML measures are crucial to detect and report suspicious financial
transactions and comply with regulations.

Example: Financial institutions implement AML controls to monitor transactions, identify money laundering
red flags, and report suspicious activities to authorities.

24. Forensic Interviewing

Forensic interviewing involves questioning individuals to gather information for investigations. In forensic
accounting, interviewing suspects, witnesses, and whistleblowers requires specialized techniques to uncover
financial fraud and misconduct.

Example: A forensic accountant conducts a forensic interview with an employee suspected of embezzlement
to gather information and assess credibility.

25. Risk Assessment

Risk assessment involves identifying, analyzing, and evaluating potential risks that could impact an
organization. In forensic accounting, conducting risk assessments helps prioritize areas for investigation and
implement controls to mitigate fraud risks.

Example: A forensic accountant assesses the risk of fraud within an organization by analyzing internal
controls, financial processes, and historical fraud incidents.
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26. Financial Forensics

Financial forensics involves the application of accounting and investigative techniques to analyze financial
information for legal purposes. In forensic accounting, financial forensics helps uncover financial
irregularities, fraud, and misconduct.

Example: A forensic accountant uses financial forensics to analyze financial transactions, trace funds, and
uncover fraudulent activities within an organization.

27. Document Examination

Document examination involves analyzing and verifying the authenticity of documents as part of a forensic
investigation. In forensic accounting, document examination is crucial to identify forged documents, altered
records, and other fraudulent activities.

Example: A forensic accountant examines invoices, contracts, and bank statements to identify discrepancies
and inconsistencies indicative of fraud.

28. Forensic Technology

Forensic technology refers to the tools and software used to analyze digital evidence in forensic
investigations. In forensic accounting, forensic technology helps investigators analyze electronic records,
emails, and financial transactions.

Example: Forensic accountants use data analysis software, digital forensics tools, and e-discovery platforms
to uncover financial fraud and misconduct.

29. Evidence Collection

Evidence collection involves gathering and preserving physical and digital evidence for use in legal
proceedings. In forensic accounting, proper evidence collection is essential to maintain the integrity and
admissibility of evidence in court.

Example: A forensic accountant collects financial records, emails, and other evidence in a systematic
manner, ensuring chain of custody and integrity of evidence.

30. Forensic Report

A forensic report is a document prepared by a forensic accountant summarizing findings, analysis, and
conclusions of a financial investigation. In legal proceedings, forensic reports serve as evidence and support
expert testimony.

Example: A forensic accountant presents a forensic report to lawyers, regulators, or courts detailing financial
irregularities and fraud discovered during an investigation.
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