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FORENSIC ACCOUNTING: CONCEPTS AND PROSPECTS OF APPLICATION
IN UKRAINE

The development of the economy, the consolidation of companies, and their activities lead to increased threats
and risks associated with their operation. One of the biggest problems in this direction is the emergence of facts of
corporate fraud; it is corporate crimes that pose a real and serious threat to the stability of any business. Fraud
and theft of tangible property can lead to significant financial losses. Therefore, it is crucial to implement
measures to prevent, detect and investigate financial crimes and respond immediately to illegal actions. The
purpose of writing this article is to reveal the essential characteristics of the concept of "forensic accounting” to
justify its use by businesses in Ukraine to prevent fraud. The article notes that after large-scale fraudulent
schemes, corruption and financial fraud, the need for forensic accounting has increased both worldwide and in
Ukraine, as evidenced by the interest of practitioners and the scientific community in the definitions of "forensic
accounting"” analyzed using Google Ngram Viewer (GNV) and provides economic crime statistics. An analysis of
the existing definitions of "forensic accounting" and noted that some experts identify the concept of "forensic
accounting” with "forensic audit". It is emphasized that forensic accounting is a set of control system measures,
which, on the one hand, are aimed at preventing illegal actions committed by company officials, as well as to stop
the abuse of office. On the other hand - they are aimed at investigating fraud, resulting from which the company's
reputation was caused damage or significant financial losses. The comparative characteristics of audit and
"forensic accounting” are given. It turns out that forensic accounting is an independent service in the system of
expert services. The necessity of its development and application by business entities in Ukraine is substantiated.
The main directions of forensic accounting are outlined, among which the prevention and investigation of fraud,
support in court proceedings, corporate forecasting, IT investigations, compliance with anti-corruption legislation
are highlighted.
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INTRODUCTION
The Association of Certified Fraud Examiners (ACFE) has determined that countries
with economies in transition are more at risk of fraud in the business environment. The
reasons are the underdeveloped internal control system and the lack of safety culture in
enterprises as a whole. To detect fraud and the risks of its occurrence is not enough to use
standard audit methods; one needs to resort to forensic accounting. Recently, foreign
companies are actively using the services of "forensic accounting” to identify risks and
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negative consequences of criminal activity and ensure the company's effectiveness.
Currently, Ukraine has not developed a corporate culture that would perceive forensic
accounting as a necessary tool for supporting the company's activities. Existing western
theory and practice and domestic experience in forensic accounting need detailed analysis
in the face of intensive emergence of new fraudulent schemes, development of computer
technology, changing legislation to find ways to improve forensic accounting for their
application in the Ukrainian economic space. Therefore, there is a need for a
comprehensive solution to the theory, methodology, organization, and implementation of
forensic accounting.

LITERATURE REVIEW

Many foreign scientists and consulting companies deal with the formation and
application of forensic accounting methodology. Among them are S.L. Skalaka, T.V.
Golden, M.M. Clayton (PWC LLP practitioners), and scientists such as S. Freeman, C.
Davis, G.A. Pascoe, E.V. Red, S.K. Dutta, L. Weaver, Farrell, and others. Ukrainian
scientists are also studying this issue. So many foreign scientists and consulting companies
deal with the formation and application of forensic accounting methodology. Among them
are S.L. Skalaka, T.V. Golden, M.M. Clayton (PWC LLP practitioners), and scientists such
as S. Freeman, C. Davis, G.A. Pascoe, E.V. Red, S.K. Dutta, L. Weaver, Farrell, and others.
Ukrainian scientists are also studying this issue. So M.V. Dubinina, S.V. Syrtseva,
Yankovskaya T.Y. [1] identified the main purpose of forensic accounting and the main
characteristics that distinguish forensic accounting from audit and presented a conceptual
model of forensic accounting as a method of investigating internal corporate cases of fraud.
Chut M.A. [2] investigated the essence of forensic accounting procedure and the role of
forensic accounting tools in cost-oriented enterprise management, analyzed the
prerequisites for the need for forensic accounting in an industrial enterprise, identified the
main elements of forensic accounting procedure Semenets A.O. [3] proposed to introduce
the concept of "forensic audit" into accounting theory, investigated the purpose of the
forensic audit, its subject, object, regulatory framework, frequency, and other essential
characteristics. Melnychuk 1. [4] considers the prevention of offenses in finance and
proposes applying effective foreign practice, where forensic accounting services have
become widespread. Scientific analysis of these studies has shown that the application of
forensic accounting in Ukraine requires further research in both theoretical and practical
areas.

OBJECTIVES OF THE ARTICLE
The purpose of the article is to reveal the essential characteristics of the concept of
"forensic accounting” to justify its use by businesses in Ukraine to prevent fraud.

RESULTS

Corporate crime is a real and serious threat to the stability of any business. In addition,
fraud and theft of tangible property can lead to significant financial losses. Therefore, it is
essential to implement measures to prevent, detect and investigate financial crimes and
respond immediately to illegal actions.

The development of the economy, the consolidation of companies, and their activities
lead to increased threats and risks associated with their operation. One of the biggest
problems in this direction is the emergence of facts of corporate fraud in various forms.
Thus, according to the ACFE report, in 2020, the losses from corporate fraud with recorded
cases in 125 countries amounted to more than 7 billion US dollars [5]. Among the main
areas of fraud are misappropriation of assets 53%, corruption 26%, distortion of financial
statements 11%. Fig. 1 shows the level of economic crime in the world for 2010-2020.
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Figure 1 - The level of economic crime in the world
Source: compiled by the authors on the basis [6].

The results of a review of various sources of information, including the World
Economic Crimes Review for 2020 [7], conducted by PwC, show that almost every second
company has faced various types of fraud related to corruption, seizure, and theft of assets,
misrepresentation of financial statements, fictitious and intentional bankruptcy, tax crimes.
In this regard, to ensure the economic security of the enterprise and to detect fraud in the
enterprise, forensic accounting or forensic audit are used. The need for forensic accounting
has grown, especially after large-scale schemes of fraud, corruption, and financial fraud in
the economic crisis. This fact explains the interest of practitioners and the scientific

community in the definitions of “forensic accounting”, "forensic audit" (Fig. 2).
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Figure 2 - Frequency of mentioning the words "forensic accounting”, "forensic audit" in
English literature publications, 1980-2019.
Source: compiled by the authors according to the data GNV

As we can see from (Fig. 2), the maximum frequency of mentioning the definition of
"forensic accounting” falls on 2008 - the year of the global economic crisis of 2008-2010.



Note that the term "forensic accounting” was first used in a 1946 publication by
Maurice Pelube, a former US law enforcement officer who founded a consulting company
that provided corporate services, including forensic accounting [8]. However, today there

are different definitions of this term, which are given in (table 1).

Table 1 - Analysis of the concept of "forensic accounting",

forensic audit"”

Author

Definition of the term

Chirva E.V. [9]

"Forensic accounting - an economic investigation in compliance with the principle of
independence, initiated by the owners or the board of directors of the company's
managers in case of suspicion of fraud"

Khorin O.M., Suyts
V.P., Kozeltseva
E.A. [10]

"Forensic accounting - a set of independent services to assess the likelihood of fraud in
the financial sector, which are revealed to the owners or board of directors of
companies of various organizational and legal forms by auditing, consulting and other
specialized companies"

Zlobova E.G. [11]

"Forensic accounting - a set of actions aimed at identifying, legal analysis and search
for solutions to resolve situations where the parties in the framework of economic
relations there are differences on issues that are characterized by significant economic
risks"

Rehman A., Hashim
F.[12]

"Forensic accounting - a multidisciplinary service that considers civil, criminal,
economic, and financial claims (business or personal), based on theories, methods, and
procedures in the field of law, audit, accounting, finance, economics, psychology,
sociology, and criminology, in within established political, social parameters and
clearly defined legal jurisdictions."

Enofe A.O.,
Omagbon P. [13]

"Forensic accounting - generalizing activities combines accounting,” investigative
"audit, forensics, forensic services and financial skills to detect, prevent fraud and
reduce their number"

Tyutchenko S.M.
[14]

«Forensic accounting - service support of business, aimed at preventing the risks of
corporate fraud, detection of violations by employees and management of the
company, falsification of accounting and tax reporting, cases of theft or misuse of
assets, corruption, and abuse of power, as well as the assessment of and the
development of an acceptable mechanism for compensation and return of assets to
owners."

Davis, Ch., Farrell
R., Ogilby, S. [15].

«Forensic accounting is a comprehensive study of financial and economic activities of
an economic entity, the purpose of which is to identify various facts of fraud, financial
fraud, other illegal actions, both by management and other employees, as well as
others third parties, in addition to proposing a system of measures to minimize them."

Albrecht, W. S,
Albrecht, C. C,,
Albrecht, C. O. [16]

"Forensic accounting - an effective tool, the use of which can significantly reduce the
risk of financial crimes"

Solomina G.V. [17]

"Forensic accounting is an effective tool aimed at researching all information flows
within the enterprise, as well as interaction with external parties, such as customers,
suppliers, regulated bodies, investors, and other stakeholders."

Dubinina M.,
Ksonzhyk 1.,
Syrtseva S. [18]
Semenets A.O. [3]

"Forensic audit - a continuous process that uses specific technology to detect
suspicious activities occurring in the company or its immediate business environment."

After analyzing the concept, we can state that:

o firstly, a review of the scientific literature has shown that at present, there is no

precise and complete definition of "forensic accounting”, so each author offers his
definition, which takes into account certain aspects of the term;

secondly, even though different scholars give their definitions of the term
"forensic accounting”, however, if we analyze and synthesize existing
interpretations, we can say that forensic accounting - a set of analytical studies of
financial and economic activities of the business entity, initiated by the owners or
managers of the business entity, which is inspected under applicable law in order
to identify the facts of financial fraud, fraud and other illegal actions of employees
of the business entity and/or third parties related to the activities of the business
entity;

thirdly, the term "forensic accounting" also uses the term "forensic audit”, which is
usually considered research and evaluation of financial information of the entity



conducting economic activities, the results of which can be used as evidence in

court.

When considering forensic accounting, it is necessary to understand its differences from

audit and internal control, which are shown in (table 2).

Table 2 - Comparative characteristics of internal control, audit and forensic accounting.

Differences Internal control Audit Forensic accounting
The purpose | Control over the economic Achieving confidence in the | Analysis of the possibility of
of the | activity of enterprises in terms | accuracy of enterprise fraud risk or its detection
inspection of legality, expediency, reporting

reliability
Users Aimed at senior and middle Aimed primarily at users of | Aimed at users who want to
managers financial statements find evidence of fraud and
determine the risk of its
occurrence
Methods of | Analysis of accounting, Observation, report on Detailed review of both
conducting financial reporting, control accounting transactions, financial and non-financial
over the state of assets, the confirming the correct information, organization
provision of working capital content of financial and conduct of interviews,
of the enterprise statements implementation of third-
party requests
Results  of | Providing information for Increase of confidence in Report on suspicions of
the management decisions reported financial fraud, persons accused of it
inspection information and the facts of the
accusation

Source: grouped by authors based on [19, 20]

Forensic accounting is carried out in the following stages: preliminary, analytical,
evaluation and final.

The preliminary stage is the study by specialists of the history of the company's
operation, scale, structure, and branch of operation before agreeing on forensic accounting.
The inspection scheme, conditions, terms of the inspection, payment for the service are
discussed.

Analytical stage - collection and analysis of information: interviews with employees of
the customer, interviewed managers and employees of the enterprise, analysis of policies
and regulations of the entity, research of major business processes and internal control
systems.

The evaluation phase identifies and analyzes vulnerabilities in the internal control
system: risk assessment, control of activities, information, communication, and monitoring.
Then the presence or absence of fraud of employees of the organization is established, and
the risky directions of activity of the business entity where the financial crime can arise are
specified.

The final stage - providing a list of reporting documents: report on the interview: the
results of the analysis of databases, analytical procedures: a conclusion on the facts of fraud
with evidence; a list of shortcomings of internal control of processes and results and
possible scenarios and schemes of fraud; recommendations on the risk management system.
The process of forensic accounting includes several areas of financial investigation, which
are formed and reflected in (Fig. 3).

Also, experts cite the following areas of forensic accounting:

1. Prevention and investigation of financial fraud. Corporate fraud is a real and
severe threat to any business, can cause significant financial losses, and damage
the company's reputation. Therefore, it is crucial to take appropriate measures to
prevent and timely investigate financial crimes. Forensic accounting makes it
possible to implement and timely identify existing risks of fraud and develop
measures to eliminate identified shortcomings in order to reduce the risks of fraud,
development, and implementation of control procedures aimed at reducing risks to
track and prevent fraud in the company; checking business partners and



monitoring the absence of conflicts of interest; building an effective function of
investigating fraud; development of an action plan in case of detection of fraud.

DIRECTIONS OF SERVICES "FORENSIC ]

—[ Financial investigations ]

Establishing a certain fact of fraud; determining the causes; investigation
of possible types of fraud in the organization

4{ IT-investigation ]

Collection of electronic evidence; checking and analyzing databases for
signs of fraud; - review of electronic correspondence; extraction and
processing of information on electronic media

4[ Detection of intentional bankruptcy ]

Analysis of documents to identify transactions that raise doubts and
suspicions; assessment of the accuracy of information provided by
the borrower; analysis of the actual use of loans received; study of
the scheme of withdrawal of funds from the organization abroad

Expertise ]

’ Preparation of information for court proceedings; assistance in court
proceedings; conducting extrajudicial examination

—{ Corporate intelligence ]

‘ Verification of reliability and affiliation; analysis of data on the
reputation of partner organizations

—{ Fraud risk and compliance ]

Assessment and improvement of the existing risk management system
at the enterprise; development of risk management measures

Figure 3 - The main directions of forensics

Source: grouped by authors based on [21,22,23,24]

2.

Corporate forecasting - a specialized area of forensic accounting, in which a
separate team of specialists regularly conducts comprehensive research on the
business reputation and integrity of the company's counterparties.

IT-technologies of investigations provide for research and analytical activities
using the latest technologies, collection of electronic evidence; search, analysis



and storage of electronic data, recovery of deleted and decryption of protected
information.

4. Assistance in litigation. The development of financial services for producers and
suppliers who conduct business on a deferred payment basis is inevitably
accompanied by litigation. Forensic accounting analyzes the entire financial
picture of disputes, reducing uncertainty and increasing confidence resulting from
an instigated dispute. Forensic accounting allows to resolve the situation through
pre-trial investigation, increase business efficiency, ensure investments, and gather
evidence for litigation. To do this, one should use special methods of collecting
information, including:

- Various forms of complex inspections of all divisions of the enterprise;
- Express diagnostics of business for fraud within the enterprise;

- Investigation based on open sources (OSINT concept) [25]

- Obtaining information through external and internal agents.

5. Compliance with current legislation includes conducting an independent
assessment of the risks associated with possible non-compliance with the country’s
laws, preparing practical recommendations for optimizing policies and procedures,
and assisting in their implementation. Forensic accounting is also used to
investigate violations of anti-corruption legislation and international treaties, such
as avoiding double taxation. Thus, forensic accounting services are used to track
the presence of illegal income of subsidiaries located abroad, including in offshore
areas, analysis of contractual obligations, or the detection of significant accounts
payable.

The development of forensic accounting and its allocation as an independent service has
led to the emergence of international organizations that perform a regulatory function, in
particular: Association of Certified Fraud Examiners (ACFE), Association of Certified
Financial Crime Specialists (ACFCS), Association of Certified Anti-Money Laundering
Specialists (ACAMS), Alliance IFA Forensic (IFA, Alliance), American College of
Forensic Examiners Institute (ACFEI), Association of Certified Forensic Investigators
(ACFI). The spread of forensic accounting services in corporations abroad, based on
research conducted by foreign experts [26], indicates that the training of specialists in this
field is carried out at the level of educational institutions when students study special
courses, which further allow them to obtain a professional certificate, which confirms the
level of their professional competencies. For Ukraine, this area of study is also promising.

CONCLUSIONS

Every year, the number of economic crimes is growing worldwide and in Ukraine,
which is the reason for the need for a new service that would be aimed at detecting and
preventing fraud. Such a service is forensic accounting - a set of control system measures,
which, on the one hand, are aimed at preventing illegal actions committed by company
officials, as well as to stop abuse of office, and on the other hand - they are aimed at
investigating fraud, as a result of which the company's reputation was caused damage or
significant financial losses. Areas of further research should be the development of a
holistic mechanism for the functioning of the financial investigation service in Ukraing,
which will ensure complete detection of the facts of financial crimes and punishment of
violators and prevent their recurrence in the future.

AHOTALIA

Jlynaes M.C., Inikyc LH., Ompowenxo JI.C., Kyrxosa T.A. Forensic accounting: nousmms ma
nepcnekmugu 3acmocyganisa ¢ Ykpaiui.

Po36umox ekoHoMiKu, YKPYNHEHHS. KOMNAHIU, Macuimabig ix OisnbHocmi npu3600smy 00 36inbuienHs 3a2po3 i
PpusuKie nos'szanux 3 ix gyuxyionysannusim. OOmicio 3 HAUOIILUUX NPOOTEM Y YbOMY HANPAMKY € Noséa Gaxmis
KOPNOpamueHo20 wiaxpaiicmea, came KOPHOPAMUGHi 310YUHU AGNAIOMb COO0I0 pedanvhy i cepliosHy 3azposy
cmabinenocmi OyOb-sxozo 6isnecy. Illaxpaiicmeéo ma poskpadanns mamepianbHoi 61ACHOCMI MOdICe NPUIBECHU
00 cymmesux ¢pinancosux 36umxie. Tomy HA036uNAIHO SANCTUSUM € 6NPOBAVICEHHS 3aX0016 0N 3anobieanis,



BUSAIGIEHH MA PO3CIIOY6aHHSl (DIHAHCOBUX 3NOYUHIG [ He2aliHo20 peazyéamHs Ha npomunpagui Oii. Memoio
HANUCAHHA cmammi €  po3kpummsi cymuichux Xapakmepucmuk nonsimms «forensic accounting» ous
OOIPYHMYBAHHS 1020 3ACMOCYBAHHI CYO EKMAMU 20CNO0APIOBAHHS 6 Ykpaini 3 memoiw nonepeddicenHs
waxpaiicmea. 'Y cmammi 3a3HaueHo, wo RNicis MACWMAOHUX WAXPAUCLKUX cXeM, KOpynyii [ ¢hiHancogux
Maxinayiti 3pocia HeoOXIOHICMb 3aCMOCy8ants forensic accounting sik 6 ycbomy ceimi, max i Yxpaini it npo ye
Cc8I0YUmMb iHmepec NPAKmMuKylouux Qaxieyie ma Haykogoi cninbHomu 0o Oeiniyiil «forensic accountingy» axuil
npoananizoeao 3 eukopucmannam incmpymennty Google Ngram Viewer (GNV) ma nadacmocs cmamucmuka
exonomiunux 3n04unis. Ilposedeno ananiz icnylouux eusnauens deginiyii «forensic accounting» ma zasznaueno,
wo Oeski axieyi omomoocrioroms nousmms «forensic accounting» 3 «forensic audit». Hazonroweno, wo
forensic accounting - xomniexc 3axodie cucmemu KOHmMponto, sKi, 3 00H020 GOKY, CHPAMOBAHI HA 3ANO0I2AHHSL
BUUHEHHSI NPOMUNPASHUX Olll, WO 30iUCHIOIOMbC NOCAO0BUMU 0COBAMU KOMNAHIL, a MAKONC HA NPUNUHEHH:
37108IICUBAHHSL CTTYAHCOOBUM CINAHOBUIYEM, a 3 THULO20, = BOHU CIPAMOBANT HA PO3CIIOY8aHHA (hakmis wiaxpaticmed,
6HACTIOOK AKUX penymayii Komnauii 6yn0 3aedano 30umxie abo icmomuux ¢hinancosux empam. Haeooumwcs
nopignsibia xapakmepucmuxa ayoumy ma «forensic accountingy. Josodumwcs, wo forensic accounting €
CAMOCMITIHOIO NOCNY200 6 cucmemi excnepmuux nociye.  OOIPYHMOBAHO HeOOXIOHICMb 11020 PO36UMKY |
3acmocysannst cyo ekmamu 2ocnooapiosanns ¢ Yrpaini. Oxpecaeno ocnosui nanpsmu forensic accounting, cepeo
SAKUX  GUOINeHi 3anobieanns ma po3cuioyeanHs Gakmie wiaxpaicmed, Cynpogio 6 cyo0ogux Npo8addiCeHHsl,
KopnopamugHi  npoeno3yeanns, IT-mexuonocii  po3ciioyeanv, OOMPUMAHHA — GUMO2 — AHMUKOPYRYILIHO20
3aKO0HO0ABCMEBA.
Knrwouosi crosa: forensic accounting, ayoum, enympiwnii Konmpois, QiHaHCcO8i 3104UHY, OyXeaimepcoKull

00K, KOPNOPAMUBHI 3N0UUHU.
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