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Abstract  With the introduction of the International Standard on Auditing number 240 (ISA240) there is a paradigm shift 
in auditing. Auditors are required to identify and assess the risks of material misstatements due to fraud at the financial 
statement level and to evaluate the sufficiency, implementation and the effectiveness of the controls related to those assessed 
prone to fraud. This, of course, implies that statutory audit must now take the garb of forensic investigations. The problem 
with the present system of forensic investigation is that it focused more on financial transactions than on the totality of the 
entity’s operations and often time neglects areas where there have been constant leakages of other organisational resources 
that are of financial consequences but which are not easily detected with a normal analysis of the financial statement. 
Determining the extent forensic accounting can detect possible criminal activities concealed in financial account is still a 
subject of debate in most jurisdiction. This paper attempts to offer suggestions using real case problem on how to apply 
forensic accounting in investigating variances and suspected fraudulent activities in manufacturing processes. It employs 
both empirical and supervised experimental modules integrated with the normal audit tools in unearthing fraudulent acts 
perpetrated over many accounting periods. The paper recommends that forensic accounting is necessary in a manufacturing 
organization in order to detect fraudulent activities which normal audit cannot detect. 

Keywords  Financial Statement, Material Misstatements, Statutory Audit, Forensic Investigations, Forensic Accounting, 
Manufacturing Processes 

 

1. Introduction/Literature Review 
Fraud and general impropriety in the management of 

organisations have become a global problem of late, judging 
from recent events at both local and international realms. 
Stealing, pilferage and unauthorised diversion of cash and 
material resources are among the major forms of fraudulent 
behaviours associated with organisational failure in Nigeria. 
Nwaze (2008) quoting the Holy Bible asserts that fraud has 
been around since the beginning of time and would continue 
to be an issue till the end of time. He went further to mention 
some which include the impersonation of Esau by Jacob and 
the woman who exchanged her dead baby for a living one. In 
addition to others too numerous to mention, fraudulent 
activities in Nigeria also include the passing off of property 
titles in order to dupe potential buyers. Sometimes it is 
difficult to differentiate between an error and a fraud as some 
errors, though unintentional, may confer some undue and 
sometimes irreversible advantage on the wrong party   
while others may be made with the full intention to   
defraud. Venables & lmpey) (1985) as cited in Nwaze (2008)  
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classified fraud into the following: 
i. Theft: The unauthorised taking of another’s possession; 
ii. Forgery: The falsification of documents; and 
iii. Manipulation of accounting records or entries.  
They went further to summarise the principal 

circumstances that can foster fraud using the acronym 
COMAS translated as follows: 

Concealment: The chance of remaining undetected; 
Opportunity: The right place and right time for the 

fraudster; 
Motivation: A personal need or greed; 
Attraction: A desirable target; and 
Success: The chance of avoiding prosecution. 
Whilst management and owners in the private sector are 

making concerted efforts at eliminating or reducing the fraud 
scourge, the public sector seems not to have made any 
serious attempt at proffering credible solutions towards this 
image eating monster. 

It is true that the major reason for instituting internal 
control measures such as internal checks and internal audit is 
to prevent and or discourage fraud (Arens, Elder & Beasley, 
2006270). We must also know that external or statutory 
audits are undertaken to ensure that the internally instituted 
fraud control mechanisms are adequate in scope, effective in 
application and complied with. However, it is rather 
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unfortunate to note that the complexity of the human brain 
and the dynamic method of reasoning have tremendously 
diversified present day scams away from the hitherto known 
modes, to fraudulent activities that now render true corporate 
governance ideals almost unworkable. This is more so since 
the advent of globalisation and the unrestricted use of the 
internet and computers in the allocation and control of 
organisational resources. Though the applications of 
computers are meant to provide more reliable controls than 
would be possible with human effort, they are programmed 
and operated by humans. They may therefore be subject to 
unauthorised human control which can inadvertently lead to 
fraudulent manipulations. A recent case is where a system's 
administrator in one of the banks in Nigeria colluded with an 
unscrupulous customer to dupe the bank of N50 million. This 
was done through the manipulation of the computer 
operations system, which credited the customer’s account 
with transfers from other customers ‘accounts using 
fictitious codes to simulate real transaction authorisation 
codes. This is a confirmation that fraudulent manipulations 
can only be as sophisticated as the system under the 
contemplation of such mending manipulators and not less. 

Fraud is real and has so many branches now that modern 
day fraudulent activities go undetected for most of the time 
and/or until it is too late. Forensic accounting is the new 
branch in accounting auditing which has the sole aim of 
unearthing fraudulent activities within and outside an 
organisation so far as the third party's action is in any way 
reflective on the activities of that organization. 

However, the current scope of forensic investigation still 
leaves much to be desired in the area of assisting in ensuring 
a true and complete corporate governance effectiveness in an 
organization. Going by the words of Crumbley (2007): 

Forensic accounting is the accounting that is appropriate 
for legal review, offering the highest level of assurance, and 
been arrived at in a scientific fashion. That is forensic 
accounting is sufficiently thorough and complete so that an 
accountant, in his/her considered independent professional 
judgment, can deliver a finding, as to the accounts, 
inventories, or the presentation thereof that is of such quality 
that it would be sustainable in some adversarial legal 
proceeding, or within some judicial or administrative 
review. 

As a forerunner to the above view, Manning (2002) also 
defines forensic accounting as “the application of financial 
accounting and investigative skills to a standard acceptable 
by the courts to address issues in dispute in the context of 
civil and criminal litigation". 

While this study agrees that financial scandals in business 
organisation have raised the awareness that accountants 
should be alert to potential fraud and other illegal activities 
while performing their duties, they can also be made to 
provide significant assistance in preventing, investigating 
and resolving such issues. Forensic accounting is another 
aspect of accounting which tends to further highlight the 
natural relationship existing between accounting and law just 

as auditing. 

1.1. Concept of Forensic Auditing 
Forensic auditing is the integration of accounting, 

auditing and investigative skills (Zysman, 2004). Dhar and 
Sarkar (2010) define forensic auditing as the application of 
accounting concepts and techniques to legal problems. It 
demands reporting, where accountability of the fraud is 
established and the report is considered as evidence in the 
court of law or in administrative proceedings. 

Degboro and Olofinsola (2007) note that forensic 
investigation is about the determination and establishment 
of fact in support of legal case. That is, to use forensic 
techniques to detect and investigate a crime is to expose all 
its attending features and identify the culprits. In the view 
of Howard and Sheetz (2006), forensic auditing is the 
process of interpreting, summarizing and presenting 
complex financial issues clearly, succinctly and factually 
often in a court of law as an expert. It is concerned with the 
use of accounting discipline to help determine issues of 
facts in business litigation (Okunbor and Obaretin, 2010). 

Forensic auditing is a discipline that has its own models 
and methodologies of investigative procedures that search 
for assurance, attestation and advisory perspective to 
produce legal evidence. It is concerned with the evidentiary 
nature of accounting data, and as a practical field concerned 
with accounting fraud and forensic auditing; compliance, 
due diligence and risk assessment; detection of financial 
misrepresentation and financial statement fraud (Skousen 
and Wright, 2008); tax evasion; bankruptcy and valuation 
studies; violation of accounting regulation (Dhar and Sarkar, 
2010). 

Curtis (2008) argues that fraud can be subjected to 
forensic auditing, since fraud encompasses the acquisition 
of property or economic advantage by means of deception, 
through either a misrepresentation or concealment. 

Bhasin (2007) notes that the objectives of forensic 
auditing include: assessment of damages caused by an 
auditor’s negligence, fact finding to see whether an 
embezzlement has taken place, in what amount, and 
whether criminal proceedings are to be initiated; collection 
of evidence in a criminal proceedings; and computation of 
asset values in a divorce proceedings. 

He argues that the primary orientation of forensic 
auditing is explanatory analysis (cause and effect) of 
phenomenon- including discovery of deception (if any), and 
its effects-introduced into the accounting domain. 

According to Bhasin (2007), forensic auditors are trained 
to look beyond the numbers and deal with the business 
realities of situations. Analysis, interpretation, 
summarization and the presentation of complex financial 
business related issues are prominent features of the 
profession. He further reported that the activities of forensic 
auditors involve: investigating and analyzing financial 
evidence; developing computerized applications to assists in 
the analysis and presentation of financial evidence; 
communicating their findings in the form of reports, 
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exhibits and collections of documents; and assisting in legal 
proceedings, including testifying in courts as an expert 
witness and preparing visual aids to support trial evidence. 

1.2. Financial Fraud 

Financial fraud has been variously described in literature. 
No one description suffices. Wikipedia dictionary describes 
Fraud as crimes against property, involving the unlawful 
conversion of property belonging to another to one’s own. 
Williams (2005) incorporates corruptions to his description 
of financial crimes. Other components of fraud cited in 
Williams (2005) description include bribes, cronyism, 
nepotism, political donation, kickbacks, artificial pricing 
and frauds of all kinds. The array of components of 
financial crimes, some of which are highlighted above, is 
not exhaustive. 

The Economic and Financial Crimes Commission (EFCC) 
Act (2004) attempts to capture the variety of economic and 
financial crimes found either within or outside the 
organization. The salient issues in EFCC Act (2004) 
definition include “violent, criminal and illicit activities 
committed with the objective of earning wealth illegally… 
in a manner that violates existing legislation… and these 
include any form of fraud, narcotic drug, trafficking, money 
laundering, embezzlement, bribery, looting and any form of 
corrupt malpractices and child labour, illegal oil bunkering 
and illegal mining, tax evasion, foreign exchange 
malpractice including counterfeiting, currency, theft of 
intellectual property and piracy, open market abuse, 
dumping of toxic waste and prohibited goods, etc. This 
definition is all-embracing and conceivably includes 
financial crimes in corporate organization and those 
discussed by provision authors (William, 2005 and Khan, 
2005). At the level of corporate organizations, financial 
crimes were known to have led to the collapse of such 
organizations. 

Cotton (2003) attributes the collapse of Enron, 
WorldCom, Tyco, Adelphia, to corporate fraud. $460 
billion was said to have been lost. In Nigeria, Cadbury Nig. 
Plc whose books were criminally manipulated by 
management was credited to have lost 15 billion Naira. In 
the case of the nine collapsed commercial banks in Nigeria, 
about one trillion naira was reported to have been lost 
through different financial malpractice. This is still being 
investigated by EFCC under the EFCC Act (2004). 
Generally, financial fraud is varied and committed by 
individuals and institutions. 

Karwai (2002) and Ajie and Ezi (2000) are of the view 
that financial fraud in organizations vary widely in nature, 
character and method of operation in general. Fraud may be 
classified into two broad ways: nature of fraudsters and 
method employed in carrying out the fraud. On the basis of 
the nature of the fraudsters, fraud may be categorized into 
three groups, namely; internal, external and mixed frauds. 
Internal fraud relates to those committed by members of 
staff and directors of the organizations while external fraud 

is committed by persons not connected with the 
organization and mixed fraud involves outsiders colluding 
with the staff and directors of the organization. Karwai 
(2002) reported that the identification of the causes of fraud 
is very difficult. He stated that modern day organizations 
frauds usually involve a complex web of conspiracy and 
deception that often mask the actual cause. Ajie and Ezi 
(2000) are of the view that studies have shown that on the 
average out of every 10 staff would look for ways to steal if 
given the opportunity and thus only 4 could be normally 
honest. 

1.3. Challenges of Forensic Auditing Application in 
Nigeria 

With an upsurge in financial accounting fraud in the 
current economic scenario experienced, financial 
accounting fraud detection (FAFD) has become an 
emerging topic of great importance for academia and real 
sector. 

The failure of internal auditing system of the organization 
in identifying the accounting frauds has led to use of 
specialized procedures to detect financial accounting fraud, 
collectively known as forensic auditing (Sharma and 
Panigrahi 2012). 

Though financial fraud in Nigeria has witnessed highly 
publicized cases especially in the banking system, Enyi 
(2009) undertook a study to offer suggestions using real 
case problem on how to apply forensic auditing in 
investigating variances and suspected fraudulent activities 
in manufacturing processes and thus suggests that the 
application of forensic auditing applies to all scenes where 
fraud is a possibility. 

Okoye and Akenbor (2009) commenting on the 
application of forensic auditing in developing economies 
like Nigeria, notes that forensic auditing is faced with so 
many bottlenecks. Crumbley (2007), Grippo and Ibex (2003) 
reveal the following challenges confronting the application 
of forensic auditing.  

(i)  A significant challenge that faces a forensic auditors 
is the task of gathering information that is 
admissible in a court of law. 

(ii)  The admissibility, of evidence in compliance with 
the laws of evidence is crucial to successful 
prosecutions of criminal and civil claims.  

(iii)  Globalization of the economy and the fact that a 
fraudster can be based anywhere in the world has 
led to the problem of inter-jurisdiction. 

Degboro and Olofinsola (2007) note that an important 
challenge to the application of forensic auditing in financial 
fraud control in Nigeria is that the law is not always up to 
date with the latest advancements in technology. Also, 
forensic auditing is seen as an expensive service that only 
big companies can afford. Thus, most companies prefer to 
settle the issue outside the court to avoid the expensive cost 
and the risk of bad publicity on their corporate image. In 
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addition, forensic auditing is a new trend particularly in 
developing economies. 

Hence, auditors/accountants with adequate technical 
know-how on forensic issues are hardly available. 
Hypotheses 

1.  There is no significant agreement on the effectiveness 
of forensic auditing in financial fraud control. 

2.  There is no significant agreement on the effectiveness 
of forensic auditing in improving financial reporting 
quality. 

3.  Forensic auditing is not effective in improving 
internal controls 

2. Problem Statement 
Investigative audit has always been there, it is only the 

techniques involved that has been changing in line with 
sophistication of the financial fraud involved (Krancher, 
2006). What is necessary at this juncture is the need to stress 
that all normal statutory audit should contain some element 
of forensic enquiry. After all, evidence of fraud or fraudulent 
activities can easily be sniffed if a thorough evaluation of the 
adequacy and compliance of the internal control mechanism 
is made. 

In addition, extensive analysis of variances from 
operational data can also help to point out areas that need 
proper/deeper analytical investigation. Fraud emanating 
from operational controls especially in a manufacturing out 
fit or construction firms are much more difficult to detect 
than prevent. This is because stock and working materials are 
more the subject of theft here than cash or other form of 
expendable/portable resources. Most organisations can 
prevent such frauds effectively with the use of a good 
security apparatus. However, in an environment where 
security men are known to have strong collaborations with 
officials who pilfer organisational materials and sometimes 
with robbers outside the organisation, there still exist high 
probability for fraudulent activities even with such high level 
of security. Asein 2007), in his comments on the provisions 
of the recently issued international Standard on Auditing No. 
240 (ISA240) which has its local equivalence in the Nigerian 
Standard on Auditing No.5 (NSA5), stated that sampling as 
an audit technique will no longer suffice. The ISA 240, in 
like manner, requires the auditor to identify and assess the 
risks of material misstatements due to fraud at financial 
statement level. And for those assessed risks that could result 
in a material misstatement due to fraud, he should evaluate 
the design of the entity's related controls, including relevant 
control activities, and to determine whether they have been 
implemented. The implication of the above as stated by 
Asein (2007) is that it is now the responsibility of the auditor 
not only to prevent but also to detect fraud. This of course, 
now necessitates treating every audit exercise as a fresh 
assignment and disregarding any previous confidence on the 
integrity of the management. 

Furthermore, Ojaide (2000) submits that there is an 
alarming increase in the number of fraud and fraudulent 
activities in Nigeria emphasizing the visibility of forensic 
auditing services. Okoye and Akamobi (2009) Owojori and 
Asaolu (2009), Izedomin and Mgbame (2011), Kasum 
(2009) have all acknowledge in their separate works, the 
increasing incidence of fraud and fraudulent activities in 
Nigeria and these studies have argued that in Nigeria, 
financial fraud is gradually becoming a normal way of life. 
As Kasum (2009) notes, the perpetuation of financial 
irregularities are becoming the specialty of both private and 
public sector in Nigeria as individual perpetrates fraud and 
corrupt practice according to the capacity of their office. 
Consequently, there is a general expectation that forensic 
auditing may be able to stem the tide of financial 
malfeasance witnessed in most sectors of the Nigerian 
economy. However, there has not been adequate emphasis, 
especially survey evidence on how forensic auditing can 
help curb financial crimes beyond the several anecdotal 
views that abound. Consequently, the paper fills this gap by 
addressing the following research questions; 

-  Is there significant agreement on the effectiveness of 
forensic auditing in financial fraud control? 

-  Is there significant agreement on the effectiveness of 
forensic auditing in improving financial reporting 
quality? 

-  Is forensic auditing effective in improving internal 
controls? 

3. Objective of the Paper 
In view of the foregoing, the objective of this paper is to 

highlight other methods and procedures that can be adopted 
in investigating variances and suspected fraudulent activities 
concealed in a financial statement in line with the 
requirements of ISA 124 in a manufacturing environment 
using the empirical and experimental approaches to forensic 
investigation. This paper was based on the forensic 
investigation carried out on the activities of a chemical 
manufacturing company located at Onitsha, Anambra State, 
Nigeria between the period 1st June 2014 and 12th August 
2014. 

4. Methodology 
The investigation which began as a normal year end audit, 

at first, took the form of an empirical review comparing the 
accounts presented for auditing for the year ended 31st March 
2014 with that of the previous year as well as the budgeted 
figures for the same year. As usual, the nominal audit plan 
was mapped out to produce the audit programme which was 
followed and modified in process as the needs arise. The 
comparative analysis with the previous year showed some 
seeming consistency, while a variance analysis performed on 
the budgeted figures using standard estimates of material mix 
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and yield formulae revealed differences that put the study on 
further enquiry. This became the basis for conducting 
production experiments as narrated below. 

With the permission of the company’s chief executive 
officer, the production manager was asked to make 5 
production runs of equal material measurements using the 
budgeted standard figures under the close observation of the 
researcher. This was carried out with stunning but consistent 
results. The researcher asked for the sixth production run 
using the double of the materials used for each of the first 
five. The result also gave expected volume of output. 

4.1. Results from Experimental Productions 

As stated earlier, the results from the 5 test runs of equal 
material measurements gave almost the same volume of 
output while that of the sixth run gave the double of the 

output from the average of the five outputs. The observation 
is tabulated as Table 1.  

4.2. Issues from the Experimental Results 

The almost 100% consistency of outputs from inputs 
confirmed our initial hunch on the likelihood of fraud when 
the comparative analysis was done because the variances 
from the analysis were huge and adverse in contrast with our 
experimental findings. The analysis of the company's records 
revealed that a total of 497,952 kiloqrams of materials were 
used to get a total of 75,481 sheets of foam products as 
against the expected output of 104,832 sheets. This 
invariably means that either 29,351 finished products or 
139,417.25 kilograms of materials cannot be accounted for. 
If this is so, then what happened? 

Table 1.  Experimental Production Trial Results 

Run Standard Input kg Actual Yield (Sheet) Expected Yield (Sheet) Actual Yield (Sheet) Variance % 

1 247 247 52 51.8 (0.2) -0.4% 

2 247 247 52 52 -  

3 247 247 52 52.5 0.5 +0.96% 

4 247 247 52 52 -  

5 247 247 52 52 -  

6 494 494 104 105 1 +0.96% 

Total 1,729 1,729 364 365.3 1.3 +0.36% 

Notes: 
1. The material input consists of chemicals like polyol, and other chemicals used for foam making 
2. The outputs are foam sheets for making mattresses and cushions or upholstery chairs out from blocks formed when the chemicals are mixed 

and poured into a special chamber 
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To answer the above question in the context of our 
investigation, we need to address the following issues: 

a) Were there production damages during the accounting 
period? 

b) Were the stock issuance records correctly entered?  
c) Were the goods received notes correctly entered?  
d) Were the records of outputs correctly stated in the 

production inputs log book?  
e) Were the records of outputs correctly stated in the 

production outputs log book? 
f) Were the goods received notes correctly checked 

against supplies on arrival at the security post? 
g) Were there stock returns to suppliers? 
h) Were there criminal collaborations between the 

production, stores and the security? 
i) Is it possible to have fictitious transactions?  

4.3. Addressing the Issues Raised 

Some of the issues raised above were put as audit queries 
to the concerned officials while the researcher embarked on 
forensic audit to resolve the issues on production damages, 
criminal collaborations and fictitious transactions. 

On the issue of production damages, a thorough analysis 
of the production and maintenance log books was carried out 
and there was no evidence to support the assertion that there 
is either a machine breakdown or that there were production 
damages that could have accounted for all or some of the 
adverse production volume variance of 29,351 sheets of 
foam during the period. This hint became the first 
confirmation that something suspicious has been going on all 
along. For how long? At what magnitude? With what style? 
These are further questions we must find answer to before we 
can arrive at a conclusion meaningful enough to serve as a 
forensic accounting investigations report. 

After studying the various replies to our audit queries on 
the issues bordering on stock recording, security checks, 
issuance to input stocks and receipts of both finished goods 
from production and raw materials from the suppliers, the 
next attempt must naturally be to establish criminal 
collaboration between the suspects. This became a herculean 
task that seemed unattainable at first, as most of our verbal 
enquiries were simply rebuffed and or dismissed by both the 
management and other operational staff. However, these 
negative attitudes towards our efforts could not deter us 
because we already had a lead and we were ever determined 
to follow this lead to the end. In any case and as strong as our 
suspicions were, we had concluded beforehand that it will be 
impossible to establish criminal collaboration unless we are 
able to establish a proof that there were fictitious 
transactions. 

The first clue that pointed towards the suggestion of the 
existence of fictitious transactions was spotted during the 
analysis of the yearly comparative figures. While the 
reported financial data seemed to follow the same pattern for 
the last four years, the variance analysis of input/output 
relationship fluctuated between 20% and 30% within the 

same periods without any significant justification. Now, if 
profit elements seemed to follow the same pattern while 
budgets differ only in production outputs from the recorded 
actual performance, should it be feasible to rely on the 
assumed “credibility” of the financial reports presented by 
the directors through the Chief Accountant? Not likely. 
Something seems to be wrong somewhere and that is what 
we must investigate. 

To further confirm our suspicion or to confound it on the 
other hand we subjected the reported profits for a period of 
four years to another comparative analysis using the periods 
projected figures adjusted for the volume of production 
inputs used. The differences obtained from this analysis were 
further subjected to price change analysis for both inputs and 
resultant outputs using the standard projected data as base 
figures and adjusting up or down as the case may be. This 
exercise facilitated the translation of all transaction data into 
a common measurement unit for all the periods under the 
comparative analysis. 

The result revealed adverse variances which ranged 
between 21.5% and 30.6% for the 4 years period, just almost 
the same pattern with the results of the variance analysis of 
input output relationship as aforementioned. A careful study 
of the financial statements for the four years to 2014 showed 
that the management of the company has been very 
meticulous about their finances, hence, no trace of physical 
financial leakage was found. The only possible way through 
which any fraud could have been perpetrated would be on 
materials handling; and this can only happen either in the 
form of input stock diversion or output stock pilferage. 
However, the output stock control system in place and which 
we have tested and found to be highly effective made the 
option of output stock theft unviable. Thus, the only option 
left was to investigate the possibility of input stock pilferage 
of diversion. 

4.4. Investigating Input Chains  

To enhance the credibility and ease of flow of the input 
stock investigation as decided, we modified our programme 
to include a visit to each of the origin of the various stock 
items in the into investigation schedule. The company uses 
three main suppliers of raw materials but these suppliers 
deliver goods to the company vehicles only at the suppliers’ 
own warehouses. This is an arrangement agreed to between 
our client and one other company which acts as a central 
procurement company for all members of the group which 
our client belongs. Since the suppliers and the procurement 
company are external to the company, we need to obtain 
special permission from their management through the 
management of our client company to enable us extract data 
relating to our client from their records. The aim of this 
exercise is simply to obtain stock purchased data with which 
to compare with the stock received data as recorded by the 
security department and stock records and books at our 
client's factory premises. This was done and the exercise 
turned out to be the master stroke as it revealed so many 
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discrepancies between what were purportedly ordered and 
what were eventually supplied. 

The analysis of findings from this exercise is as tabulated 
in Table 2. Few questions thrown at the Chief Buyer on the 
discrepancies revealed that the discrepancies were 
meticulously planned, skillfully executed and carefully 
concealed. 

The existence of this chain of fraudulent practices was 
made possible by the unorthodox method so material 
procurement adopted by the company. This company, as 
earlier mentioned, is a member of a group comprising 12 
other companies engaged in manufacturing, distribution, 
service and engineering construction under a common 
holding company that make most of the central decisions. 
The group's procurement matter is vested on a company, a 
member of the group specifically formed for that purpose. 
This company accepts orders from other group members, 
processes the orders and sources for the materials required 
for the needy company. Payment is made directly to the 
procuring company which acts as the intermediary between 
the supplier and the buyer. The procuring company issues its 
own orders and makes payments from its own funds to the 
supplier. This arrangement according to the group chairman, 
was supposed to be a fool proof and fraud preventive one. It 
was indeed so, until the managing director of the procuring 
company found out that collaborating with other sister 
company staff could easily enrich and benefit the pockets of 
all concerned. This idea was sold to the Chief buyer of our 
client company who bought the idea hook, line and sinker, 
contacted and enlisted the support of the production manager 
and the chief security officer with whom the deliberation and 
decision to put it into practice was made. 

This singular step gave birth to a highly and carefully 
planned organized fraudulent practice with a tripartite 
coalition and collusion between the Chief Buyer, the 
Production Manager and the Chief Security Officer at the 
home front and the Managing Director of the procurement 
company at the other end. The Chief buyer carefully 
duplicated blank invoices and dispatch notes of the three 
major suppliers to the company from which he issues fake 
purchase invoices and fake dispatch notes which he uses to 
replace the authentic documents collected from the suppliers. 
When stock requisitions are made, the chief buyer will send 
the full requisition list to the management for approval. On 
approval, he will send for the processing of the required fund 
needed for the payments. As usual, the payment for the 
original authentic order will be made to the procuring 
company which will in tum issue its own purchase orders to 
the suppliers of the goods but on the basis of a new order, 
lower in quantity from those originally issued by our client. 
It is with this revised order that payments are made to the 
final suppliers. So, to these suppliers, nothing happened; it 

would just be a normal order processing backed with the 
correct equivalent payment. The equivalent payment for the 
shortfall from the original order is than withdrawn from the 
accounts of the procuring company and shared among the 
collaborators including the Managing Director of the 
procuring company. This withdrawal is then taken care of in 
the books of the procuring company as cash purchases 
supported with the fake invoices issued by the Chief buyer. 
With this arrangement, it became difficult for the normal 
yearly audit to detect the fraud. This was enhanced by the 
fact that the shortfall from the original stock order is always 
recorded as having been supplied to the production which 
would in like manner acknowledge receipt and proceed to 
record same as part of material input into production in the 
production log book. This, of course, is with the 
collaboration of the security department which counters 
signs the receipt acknowledgements to the internal auditors. 
The researchers were able to get details of these fraudulent 
activities through the confessional statements made by some 
staff of the buying department in the course of the 
investigation. 

Furthermore, the survey research design is used in this 
paper. The population of the study comprises four diverse 
groups; auditors, preparers or those involved in financial 
statement compilation, users, and academia. The 
justification for the choice of these groups is based firstly 
on their inclusion in prior studies (e.g., Lowe & Pany, 1995; 
Abdulaziz, 2009) and also, the groups have been identified 
as having separate views on the effect of non-audit fees on 
auditor independence and are involved at one stage or 
another in the preparation, analysis and usage of financial 
reports and are thus expected to be knowledgeable about the 
focus of the paper. In considering sample size, Saunders 
and Thornhill (2003) suggest that a minimum number of 
thirty (30) for statistical analyses provide a useful rule of 
thumb. Nevertheless, we adopted a sample of one hundred 
and forty three (143) respondents which consist of the 
companies’ accountants, internal and external auditors, as 
well as the top management staff. 

The sampling was done using simple random sampling. 
Primary data was used in the paper. The data was generated 
using well-structured likert scale questionnaire. In this 
paper we employed non-parametric statistical tests. 

This choice was influenced by prior studies that also used 
non-parametric tests for testing such hypotheses (e.g., 
Clark-Carter, 1997; Canning & Gwilliam, 1999; Joshi, 
Bremser, Hemalatha, & Al-Mudhaki, 2007; Quick & 
Rasmussen, 2005). The non-parametric test has two 
assumptions both met by this research: that the observations 
are independent, and the variable under study has 
underlying continuity. 
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Table 2.  Analysis of Materials Ordered and Materials Supplied 

Year Volume of Materials 
ordered by client 

Content of order 
sent to supplier 

Shortfall on 
original order 

Average cost 
per kilo 

Estimated cost of 
short falls 

 Kg Kg Kg N N 

2010/2011 489,540 386,740 102,800 211 21,690,800 

2011/2012 472,550 372,840 99,710 206 20,540,260 

2012/2013 422,600 316,950 105,650 225 23,771,250 

2013/2014 498,000 358,750 139,250 240 33,420,000 

Total 1,882,690 1,435,280 447,410 222 99,420,000 

 

 
 

5. Presentation of Results 
Figure 1 Sex Distribution of the respondents 
 Source: Researchers survey, 2014. 
 
From the analysis of the responses retrieved, of the 143 

respondents whose responses were used for the analysis, 80 
of the respondents were female which represents 55.9% of 
the sample while 63 of the respondents were males which 
represent 45.1% of the sample. 

 
Figure 2 Age Distribution of the respondents 
 Source: Research Survey, 2014. 
 
From the analysis of the responses retrieved, of the 143 

persons whose responses were used for the analysis, 
28(19.58%) of the respondents were within the age range of 
20-30 while 62(43.4%) of the respondents were in the age 
range of 31-40 years. Furthermore, 30 (20.97%) of the 
respondents were in the age range of 41-50 while 
23(16.08%) were in the range 51-above. 

 
Figure 3 Educational Qualification of the respondents 
 Source: Research Survey, 2014 

From the analysis of the responses retrieved, of the 143 
students whose responses were used for the analysis, 
53(37.06%) of the respondents have M.sc qualifications. 
67(46.85%) of the respondents have B.SC/H.ND 
qualifications while 23(16.08%) of the respondents had the 
Ordinary National Diploma (O.N.D) 

 
Figure 4. Employment status of the respondents 
 Source: Research Survey, 2014 
 
From the analysis of the responses retrieved, of the 143 

students whose responses were used for the analysis, 
35(24.48%) of the respondents are self-employed while 
64(44.76%) of the respondents work in public organisations. 
Furthermore, 51 (35.66%) of the respondents work in 
private institutions. 

Table 1.  Cronbach Reliability Test 

 Cronbach         Alpha Number of Items    876   15 

 Source: SPSS 20.0 

The table 1 above examines the properties of 
measurement scales and the items that compose the scales. 
Ideally, the cronbach alpha coefficient should be about 0.7 
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(Pallant, 2001). The cronbach coefficient for the study 
performs very well with a value of .876 and this indicates 
that the scales and the items of the research instrument 
show a high measure of internal consistency. 

Table 2.  Forensic Auditing and Financial Fraud Control 

 Items      Mean      S.D 

a. Forensic auditing can be used to locate 

  diverted funds or assets       4.80         0.49 

b. Forensic auditing can identify  

  misappropriated assets and identify  

  reversible insider transactions;   4.06          0.45 

c. Forensic auditing is effective as a fraud  

  detection tool       4.12       0.87 

d. Forensic auditing is solely enough as a  

  tool to detect suspicious or fraudulent  

  transactions      3.21         1.10 

e. Risk assessment processes under forensic  

  auditing specifically cover risk of fraud.  4.64         0.56 

Source: Research Computation, 2014 

Table 3 provides the results of the questionnaire 
(Appendix 1) indicating the descriptive statistics of each 
item computed from the responses to the items. As can be 
seen from the table, “Forensic auditing can be used to 
Locate diverted funds or assets” has a mean and standard 
deviation response of 4.80 and 0.49, “Forensic auditing can 
Identify misappropriated assets and identify reversible 
insider transactions” (4.06 and 0.45), “forensic auditing is 
effective as a fraud detection tool” (4.12 and 0.87), 
“Forensic Auditing is solely enough as a tool to detect 
suspicious or fraudulent transactions” (3.21 and 1.10) and 
“Risk assessment processes under forensic accounting 
specifically cover risk of fraud” (4.64 and 0.56). The means 
of the responses all suggest strong agreement amongst 
respondents on the importance of forensic accounting in 
financial fraud control. 

However, for item 4, a weak agreement is observed (3.21) 
and the highest variation (1.10) amongst responses is 
observed. This suggest that respondents are quite divided as 
to whether Forensic Accounting is solely enough as a tool 
to detect suspicious or fraudulent transactions.  

Table 3.  Forensic Auditing and Internal Control Quality 

          Items          Mean       S.D 

a. Designing internal control system   4.6   0.49 

b. Monitoring and evaluation of internal  

  control systems       4.84    0.37 

Source: Research Computation, 2014 

Table 2 provides the results of the questionnaire 
(Appendix 1) indicating the descriptive statistics of each 
item computed from the responses to the items. As can be 
seen from the table, “forensic accounting improves the 

design of internal control system” has mean and standard 
deviation of 4.6 and 0.49. Furthermore, “forensic auditing 
improves the monitoring and evaluation of internal control 
system” has mean and standard deviation of 4.84 and 0.37 
respectively. The mean values for the responses of 4.6 and 
4.84 suggest that majority of the respondents ticked the 
“agree” option in the questionnaire. The means of the 
responses all suggest strong agreement amongst 
respondents on the importance of forensic auditing in 
improving financial reporting quality. 

Table 4.  Forensic Auditing and Financial Reporting Credibility 

 Items            Mean       S.D 

a. Enhancing quality of financial reporting     4.64        0.89 

b. Improves stakeholder confidence in corporate  

  financials                 4.32       0.62 

c. Accountants/Auditors with forensic auditing  

  skills will deliver more quality financial reporting.            

                4.56       0.50 

d. Forensic investigations deals directly with fraud  

  investigation and this reduces financial reporting  

  “expectations gap”            4.40     0.571 

  Source: Researchers Computation, 2014 

Table 2 provides the results of the questionnaire 
(Appendix 1) indicating the descriptive statistics of each 
item computed from the responses to the items. As can be 
seen from the table, “forensic auditing enhances the quality 
of financial reporting” has a mean and standard deviation 
response of 4.6 and 0.89, “Accountants/Auditors with 
forensic accounting skills will deliver more quality financial 
reporting” (4.32 and 0.62), “Forensic investigations deals 
directly with fraud investigation and this reduces financial 
reporting “expectations gap” (4.56 and 0.50). The means of 
the responses all suggest strong agreement amongst 
respondents on the importance of forensic accounting in 
improving financial reporting quality. We observe that 
responses to item 6 had the highest deviation (0.89) 
amongst respondents which indicates that the preferences 
for what constitutes and hence should result in financial 
reporting quality may vary considerably amongst different 
stakeholders. Item 8 evinced the lowest variation amongst 
responses, indicating a greater consensus of opinion. 

From the result above, we observe that the hypothesis 
(H1) of significant agreement on the effectiveness of 
forensic auditing in financial fraud control is rejected as we 
find a significant proportion of respondents (0.79) exceeds 
the test proportion (0.50) and is also significant at 5% level. 
Also with respect to the existence of a significant agreement 
on the effectiveness of forensic auditing in improving 
financial reporting quality (H2), we find a significant 
proportion of respondents (0.65) exceeds the test proportion 
(0.50) and is also significant at 5% level and hence the 
hypothesis is rejected. 

Finally, for H3, we find a significant proportion of 
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respondents (0.70) exceeds the test proportion (0.50) and is 
also significant at 5% level and hence the hypothesis that 
forensic auditing is not effective in improving internal 
controls is rejected. 

Table 5.  Binomial test result of the effect of Forensic Auditing on 
Financial Fraud Control (FFC), Financial Reporting Quality (FRQ) and 
Internal Control (IC) Confirmed (C) and Agreeing (A) Disagreeing (DA) 

(1)    (2)     (3)     (4)    (5)    (6)     (7) 

H1: FFC.    DA    30     0.21    0.5   0.00     C 

         A     113    0.79 

     Total     143    1.00  

H2: FRQ.     DA    50     0.35    0.5   0.00     C 

         A     93     0.65 

 Total     143     1.00 

H3: IC.       DA    43     0.30    0.5   0.00     C 

         A     100    0.70 

 Total         143    1.00 

Source: Researchers Computations 2014 

Notes: Column headings are as follows: (i) Hypotheses, (2) Category, (3) 
Frequency, (4) Observed prop., (5) Test prop., (6) Asymp. Sig., (7) Results. 

6. Discussions 
The difference between forensic investigations and 

normal auditing is that the former must look beyond the 
figures in the financial records and deal directly with the 
business reality of the situation at hand. In the opinion of 
Zysman (2007), the specialty known as forensic accounting 
was formed by integrating accounting, auditing and other 
investigative skills, which is capable of providing an 
accounting analysis that is suitable to the court for the 
purpose of dispute resolution. It encompasses both litigation 
support and investigative accounting. In order to fully 
comprehend the role of forensic accounting the Encarta 
Dictionary further defines it as “auditing to find fraud” and 
“auditing practice carried out to detect possible criminal 
activity concealed in financial accounts”. Forensic 
accounting investigation exercises can be very tasking but at 
the same time very interesting for a discerning investigator. 
The direction and depth of investigation will depend first on 
the outcome of the preliminary and other connected 
intermediate investigations as well as largely on the personal 
intuition of the investigators. No one method may seem 
perfect as well as different approaches especially when 
circumstance, environment and place of incidence under 
scrutiny differ as they always do in most cases. The various 
techniques applied so far for the case under contemplation 
were not stereotyped as it is usual with normal statutory 
audits; hence this approach tends to supports the above view.  

Going by the words of Zysman (2007) as quoted earlier, 
we have been able to apply a combination of simple auditing 
techniques of internal control evaluation tests on randomly 
selected significant transactions. Simple accounting ratio 
analysis and simple variance analysis used in cost accounting 

to arrive at clues had pointed out the true direction that our 
investigation must follow to be able to uncover the sense of 
criminal activities that were concealed on incremental basis 
over the past four years in the company's financial statements. 
The instance of forensic investigation as highlighted above 
was able to provide an accounting analysis that almost 
revealed the whole extent to which fraudulent activities in 
the buying and production division affected the company's 
fortunes over the stated periods. The main points of the 
analysis became the main evidence with which the police 
was able to arrest and prosecute the perpetrators of the fraud 
the outcome of which was an out of court settlement between 
the company and those accused. 

7. Conclusions 
Fraud and official corruption globally have taken 

monumental strides and so also have efforts to curb them. 
Forensic investigations and accounting as seen from the 
curriculum of the few institutions offering them as a course 
or part of a course have been mostly characterised by 
investigations into money laundering cases, tracking of 
illegal money flow, detection of financial frauds in financial 
institutions, prevention of insider abuse and many more. 

Less emphasis has been laid on the detection and 
prevention of operational process frauds such as sometimes 
witnessed within a manufacturing environment. The urge to 
make extra money and get rich at all costs has rendered the 
word "trust" almost meaningless in some circles. Applying 
forensic methods in the investigation of manufacturing 
process frauds may not follow a single direction but must 
include some or all of the elements of the following 
procedure to succeed: 

a)  Apply the normal audit approach to obtain preliminary 
indications that further/detailed investigation is 
necessary. 

b)  Make detailed and varied analyses (financial, 
materials, assets, personnel, etc.) on areas where 
exceptions seem to exist. This can best be done using a 
combination of normal audit tests and management 
accounting techniques particularly variance analysis. 

c)  Obtain the permissions needed to extend your 
investigation when it is reasonable to conclude that 
you have been put on enquiry’. You are put on enquiry 
when you seem to notice a suspicious transaction or 
trend or extra-ordinary event that is out of budgetary 
limitations or that has never occurred before. 

d)  Investigate the origin, manner and effects of the 
suspicious item on the affairs, movement or behaviour 
of the resultant events, effects or actions (cause and 
effect relationship). 

e)  Make necessary enquiries (in most cases using audit 
query style for full documentation of the answers) on 
areas where explanation of those incharge of the 
process is required for enquiries outside the four walls 
of the entity, obtain the required permission and 
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necessary letter of introduction to visit the 
offices/premises of the third parties concerned.  

g)  Document your findings and the supporting evidence 
and make the necessary report to the appropriate 
authority. 

As can be learned from the methodology adopted for this 
investigation, a number of techniques were used, first was 
the comparative analysis between prior and present financial 
year, then followed by the variance analysis between the 
budgeted standards and the attained levels. This produced 
the first major clue that put our team on enquiry due to the 
exceptional nature of the variances. This then led us to 
experiment with the production process in order to find out 
whether the variances were caused by damages or production 
inefficiency. The answers from these experiments were 
negative and that made our investigation to look out for other 
possible cause(s) of the huge variance, hence, our probe into 
the material procurement machinery. 

In summary, forensic accounting as a discipline is an 
interesting one and can be highly rewarding to both the 
society and the investigator. However, it is pertinent to note 
here that only persons of impeccable character and capable 
of resisting temptation at any level that can be successful in 
the process of forensic investigation. And that financial 
Fraud is real and has become prevalent in contemporary 
business environment. This trend needs to be arrested 
before it is too late. Forensic auditing is the new branch of 
accounting which has the sole aim of unearthing fraudulent 
activities within and outside an organization so far as the 
third party’s action is in any way reflective on the activities 
of that organization. 

This paper also found that there is significant agreement 
amongst stakeholders on the effectiveness of forensic 
auditing in fraud control, improving financial reporting and 
internal control. Accountants should therefore be alert to 
potential fraud and other illegal activities while performing 
their duties. They can also be made to provide significant 
assistance in preventing, investigating and resolving such 
issues. In line with the above findings, we recommend that 
the Institute of Chartered Accountants of Nigeria, 
Association of National Accountants of Nigeria and the 
National Universities Commission should encourage 
formalization and specialization in the field forensic 
accounting. In addition, the government should develop 
interest in forensic auditing for monitoring and 
investigation of suspected corruption cases. 
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