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ABSTRACT

This comprehensive literature review delves into the multifaceted domain of forensic accounting and
auditing, systematically categorizing the existing body of knowledge into five pivotal areas. The review
examines prevalent fraudulent activities within financial statements, highlighting their impact on
organizational integrity and stakeholders trust. Subsequently, it critically assesses the limitations of
conventional audit methodologies in identifying and preventing fraud, emphasizing the need for enhanced
scepticism and investigative procedures. Then, the paper traces the development of forensic accounting
and auditing as specialized fields, focusing on their role in fraud detection, legal proceedings, and
regulatory compliance. The next section explores proactive strategies and tools employed in the early
identification and prevention of fraudulent activities, underscoring the importance of continuous
monitoring and internal controls. Lastly, the review highlights contemporary research and technological
innovations, such as atrtificial intelligence, blockchain, and data analytics, that are transforming forensic
practices and enhancing fraud detection capabilities. By synthesizing insights across these domains, this
paper provides a holistic understanding of the current landscape in forensic accounting and auditing,
offering valuable perspectives for academics, practitioners, and policymakers aiming to combat financial
fraud effectively.
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Introduction

Forensic accounting is often described as a specialized field involving the use of accountancy
and auditing tools to investigate frauds, through analysis of financial information and gathering of
evidences which can used in legal proceedings. It is an indispensable tool in the modern financial
landscape. As financial systems become more complex and cases of corporate fraud continue to make
headlines, the role of forensic accounting and auditing is becoming increasingly important. While
traditional auditing methods are useful for checking financial records, they often miss hidden or
sophisticated fraud. Forensic accounting focuses on investigating and preventing fraud, helping to protect
businesses, investors, and the public from financial wrongdoing. Its significance extends beyond
detecting fraud; it encompasses supporting legal proceedings, enhancing corporate governance, and
safeguarding financial systems from misconduct. The role of forensic accountants has gained
prominence across various sectors, including banking, corporate governance, and law enforcement.A
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comprehensive literature review in forensic accounting serves as a critical tool to synthesize existing
research, identify prevailing trends, and highlight areas requiring further exploration.

Review of Literature

An extensive Review of Literature has been done under five heads namely, rising frauds
including financial statements frauds, the inadequacy of audit function in detection of frauds, emergence
of forensic accounting and auditing, early detection of frauds and prevention and latest studies.

Rising Frauds

Singh and Nayak (2015) studied the financial industry for any unfair and unethical practices
prevailing. They concluded that different countries have different ethical culture which gives rise to
different industry practices from country to country. And given the huge size of the industry and its
complex design and then, industry practices being depersonalized, it results in manifestation of all kinds
of unethical behavior. Anthala (2014)analyzed some bank fraud cases. He found that in most of the
banking frauds in public banks, it was the bank employees and outsiders, who played a major role in
those frauds. He was of the opinion that even if there is an appropriate legal structure and machinery to
tackle frauds, the handling and execution parts are missing. He also found that in many cases a PIL
(Public Interest Litigation) proved to be most useful in unearthing scams.

Khanna and Arora (2009) studied the banking industry to find the reasons for increasing frauds.
They gave suggestions about the implementation of preventive security controls to check the frauds.
They also pointed out that it is imperative to have the educated, experienced and well-trained staff to deal
with fraudulent activities in an effective manner. Karwai (2002) found that the opacity of bank activities,
the less transparent financial reporting of banks and several other factors make fraud detection difficult in
banks. Kundu and Rao (2014) suggested that, “Majority of frauds are not reported due to fear of loss of
the reputation”. They concluded that ignorance, situational pressures, attitude of employees, procedural
delay in reporting and detection are some of the reasons for increase in bank frauds.

Financial Statements Frauds

According to a survey conducted by Deloitte in 2021, financial statements frauds (20.96%) are
likely to be most prevalent amongst various kinds of frauds after cybercrimes (23.90%) (Chatterjee,
2021). There are generally two ways to conduct financial statements frauds- showing excessive income
and assets. This can be done by creation of special purpose entities for the concealment of huge debts,
showing fictitious revenues or excessive recognition of revenues, non-writing of bad debts to present a
rosy picture of the financial condition to mislead the investors, non-recognition of goodwill in merger and
its improper accounting and inflating the figures of cash in hand, overvaluation of assets, showing non-
existent expenses and losses and many others. Beasley (1996) found that there are generally two ways
to conduct financial statements fraud- showing excessive income and assets. According to his study, in
majority of the cases of financial statements fraud, showing of excessive income was deployed as means
to defraud, while the cases of misappropriation of assets were fewer. Charalambos (2002) concluded that
the fraudulent financial statements generally involve manipulating of assets, sales and profit, liabilities,
expense or losses.

Brennan and McGrath (2007), on the basis of 14 companies they studied, found that, “Senior
management is most responsible for frauds”. Amongst the various methods of financial statement frauds,
recording of false sales was found to be the most widely used method. Meeting external forecasts was
discovered to be the primary motivation for committing frauds. Drabkova (2016) suggested that although
the real purpose of accounting to provide a true and fair view of the financial position of an organization is
never served to the fullest satisfaction of the various users of financial statements, some mechanism
should be there to analyze their reliability to the extent possible. She conducted a study to analyze the
various models to detect the financial statements manipulation in selected case studies. It was concluded
that the risk points can be identified and then a detailed assessment can be done to check the level of
manipulations if any.

Inadequacy of Audit Function

It emerges that the regular auditing has proved ineffective in detection of frauds. The role of
even Big Four auditors and many reputed auditing firms have been questioned in a number of fraud
cases worldwide, like the role of PWC in Satyam scandal, Arthur & Anderson for fraud in Enron and
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many others. The existing literature suggests that the huge remuneration packages offered to auditors to
provide a clean chit is the main reason. Other reasons are the insufficient knowledge about forensic
accounting techniques and the lack of experience in fraud detection. Imonianaet al.(2013)conducted a
study in Brazil on some accounting firms to analyze the features of forensic accounting services.
According to them. Auditors, instead of emphasizing upon the traditional duties of safeguard of corporate
assets, should focus more on detecting frauds. Though, they have been proved ineffective in detection of
frauds. Hinson (2007) observed that the internal auditors’ role is more of to review and strengthen the
information and control systems of the organization.

Emergence of Forensic Accounting

This has led to increasing use of forensic accounting and auditing to detect frauds.
Zysman(2004) said that forensic accounting is very old, but its scope is growing with the increased
complexity of the business environment. Wide use of forensic accounting is made worldwide (Supriya,
2019). Though the use of forensic accounting is expanding in India, the firms offering services for
examination of frauds is still limited. Bhasin (2017) enumerated and defined the various skills and
education required to do a good forensic accounting service in India. According to him, such a practice
can play a big role in strengthening the ‘corporate governance’. Lohana (2013) concluded that since
2007, investors in India have lost their faith in the Indian capital market. With the use of forensic
accounting, detection of all kinds of frauds, at the state, corporate and personal level becomes easier and
thus, this has quite a role in fighting corruption prevalent in India and in restoring investors faith in the
capital market. Madumere (2013) considered forensic accounting as something which could complement
the statutory audit, and thereby enhance the quality of the function and improve the quality of the audit
report. Chattopadhyay (2014) theoretically discussed the various dimensions of forensic accounting in
India, namely the concept, characteristics, techniques and functions. Okpala (2019) conducted a study in
forensic accounting in Nigeria and concluded that there should be the increased certification of forensic
accountants. Apostolou et al. (2000) noted that forensic accounting evidences are considered suitable for
legal review and offer the best level of assurance.

Crumbley (2009) suggested that the roots of forensic accounting extend beyond accounting and
auditing, to psychology, sociology, law, economics and finance. Okoye(2009) concluded that forensic
accounting can also be called as an ‘umbrella term’ encompassing the other two terms- forensic auditing
and investigative accounting. Oyedokun (2015) opined that forensic accounting includes forensic auditing
and investigative auditing and makes use of both the skillsets. Peterson (2015) concluded that, “The
forensic accounting research is becoming more popular amongst the academicians”. According to him,
the regulators in future would be more concerned about the fraud perpetrators who use more of technical
accounting knowledge and skills in committing frauds. Odudu and Aliyu (2015) conducted a research in
Nigeria about the effectiveness of forensic accounting in the detection and prevention of fraud. They
concluded that the federal government, companies and other corporate organizations should invest more
in forensic accounting.

According to Rechtman (2020), “The world of forensic accounting is now 70 years old. It has
become a specialized profession now. In the past decade, it has become ‘more specialized in skills and
broader in scope”. “Being a CPA, provide a forensic accountant the leverage in both providing the service
and presenting the deliverable”, he suggested. He also described the future possibilities for forensic
accountants. Huber (2012) found that due to growing demand for forensic accountants, the number of
certifications in forensic accounting and the number of institutes offering such certifications also grew.
Osho (2017) observed that, “The demand for forensic accounting is increasing globally, though mostly in
the developed countries. It has got only a simplified application for the developing countries including
India”.

Early Detection of Frauds and Prevention

Early detection of frauds and prevention is always desirable to take timely actions and minimize the
brunt of losses. Beaver (1966) selected the data from Moody for some failed and non-failed firms and
conducted a univariate analysis, i.e. to examine the predictive ability of ratios, one at a time. It was found that
for the non-failed firms, the ratios were quite stable in the period of five years before the failure and exhibited
marked deteriorations in case of failed firms. He concluded that a multi-ratio analysis is always better to
predict the failure than a single ratio. He also mentioned about the ‘trend effect’, which means the signs of
failure are indicated in ratio analysis as early as before five years of failure; and become increasingly
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apparent each succeeding year. Altman (1968) undertook a study to conduct an analytical assessment of
ratio analysis. According to him, the sequential ratio comparisons hardly yield useful results. The multivariate
framework of ratio analysis gave very encouraging results in his study, to the extent of 94-95 accuracy. He
suggested various practical applications of his model- internal control procedures, business credit evaluation
and investment guidelines.

Gupta and Gill (2012) employed a data mining framework in his study, wherein he collected 62
features in the form of various ratios like current liabilities / revenue, EBIT / total assets, Z-score etc. and
other information like size of the company on the basis of assets, revenue, age of the company etc., from
the financial statements of 114 organizations. It was claimed that the framework was able to prevent
fraudulent financial reporting to a large extent. Kara and Yereli(2013) studied the effectiveness of
financial ratios in detection of fraudulent financial statements. They carried out an experiment involving
computation of 23 financial ratios for selected companies listed on Istanbul stock exchange. The study
concluded that amongst all, certain ratios were more effective in detection of risk of fraud in financial
statements.

Senapti and Ghosal (2016) tried to predict the financial stress of government non-financial public
limited companies. Their model was based on various financial ratios to start with and finally they narrowed it
down to three ratios. They concluded that the distressed companies in the study, in general were more
indebted and less profitable. Lindner and Jung(2014) found that the global financial crisis caused an increase
in leverage of the firms they studied, over the period 2001 to 2014. Thus a notable increase was observed,
which according to the authors, was caused by expansion of credit by public sectors banks to fight out the
global financial crisis. Furthermore, an increased reliance on foreign borrowing was an additional reason.
Verner (2019) identified that high levels of non-financial sector leverage can effectively contribute to predict
the financial stress. Research Division, IBBI (2021) computed Altman Z-scores for the companies going
bankrupt and who had filed application under the IBC. It was found that the companies in distress had
increased from 2015 to 2020 substantially.

Amongst the various forensic accounting tools available, Beneish M-Score model hints at the
manipulation of financial statements and Altman Z-Score predicts the bankruptcy of the organization. These
models make use of information contained in financial statements and involves the computation of various
ratios in the process. Gupta(2014) found that Z-score is a valuable tool for emerging markets to determine
the risk of default by the firms and thus in assessing their credit worthiness. Karikari (2014) analyzed the
financial statements of AngloGold Ashanti (AGA) for a period of three years using the models, Beneish M
score and Altman Z score and found the contrasting results by applying the two models. While the results of
M-score ruled out the possibility of fraud in the financial statements, Altman score concluded that company
was under financial distress. The study by Dalniala etal. (2014) found that Z-Score, although a measure of
the probability of bankruptcy, is in itself, sufficient to detect fraud in financial statements. Gnyana (2015) made
use of Altman’s Z-Score in their study and concluded that the investors can rely on Z-Scores to make their
decisions about the investments and selection of the companies. They also suggested that companies should
regularly estimate their Z-Scores in order to strategize and improve their financial positions. Maji and Malik
(2021) used Z score and EVA (Economic Value Added) model to analyze the financial position of a leading
coal producer in West Bengal in India. They concluded that the organization under study was under no stress
and had a sound liquidity, profitability and solvency position. Sinku and Kumar (2014) conducted an analysis
using only the Z score for SAIL (Steel Authority of India Ltd). They found the financial health of the said
company was sound and no risk of bankruptcy was there within two years of completion of the study.

Manas(2014) commented that one of the forensic accounting tool is relative size factor that can
pinpoint to all unusual fluctuations, arising from fraud or genuine errors. Mehta and Bhawani (2017)
applied three forensic tools, Beneish M score, Altman Z score and Benford Law, on the financial
statements of Toshiba Company, Japan, for a period of six years. Their study proved that Altman score is
the most useful and effective tool out of the three. While the red flags or the warning signals are indicated
by all three, Benford law is helpful in digits fraud detection and would not yield correct result for detecting
financial statements fraud. It should be applied on daily transactions of the organization to yield reliable
results. Hendrawanet al.(2017) undertook a study of financial statements of an Indonesian fertilizer
company to apply Altman and Benford tests for a period of 12 years. His results showed that the models
applied indicated a red zone to the management, which needed to be investigated further. Though the
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precise location of fraud might not be indicated by the tools, nevertheless, some hints for starting the
detailed investigation is truly facilitated.

Research studies suggest that investors do not make use of publicly available information to detect
frauds. Bellovary et al.(2007) concluded that there existed almost more than 150 models for bankruptcy
prediction at the time of their study, and despite their differences, they showed high levels of predictability
based on empirical tests. They opined that the focus should be on using the existing models by bankers,
auditors, investors, lenders, analysts etc. and not on the development of new models. Karahannaet
al.(1999)stated that whenever the use of Al tools is to be made by the auditor, his salient beliefs and attitude
for adopting of tools and technology, as also the perceptions about its characteristics shape his ultimate
choice of technology adoption. If his attitude, belief and perceptions make him exercise the choice of non-
adoption of technology, use of mediator becomes necessary, who can provide the requisite suggestions,
assistance and feedback. The study of Association of Certified Fraud Examiners (ACFE), 2019 found that
increased use of artificial intelligence (Al) is being made for fraud detection and fraud prevention.

Latest Studies

The ever-rising frauds have prompted many policy changes at the national level, like the transfer
of authority from ICAI (Institute of Chartered Accountants of India) to NFRA (National Financial Reporting
Authority) for the regulation of chartered accountants for improving audit quality, mandating of the risk
management committees for a certain class of entities (Times of India, 15 April 2022), which at present is
limited to top 1000 companies based on market capitalization under SEBI (Securities and Exchange
Board of India) regulations. As per Ozili (2024), the quantum of research in forensic accounting is very
less as compared to the research in other disciplines of accounting. He concludes that this research is
more developed in USA and Canada, as against Europe, Oceania and Asia. The Covid-19 pandemic
effects led to an unbalanced economy and there has been considerable change in the market behavior.
There is increased demand for work from home and this has resulted in increased global use of remote
and automated forensic accounting services (Abidoye et al., 2023).

Okonta and Nnamdi (2025) conducted a study based in Nigeria about the role of Artificial
Intelligence (Al) in fraud investigations, and concluded that Al technologies are superior to traditional
methods given the growing complexity of businesses. A research study by Ebifinidei and Weli (2025)
found that while the operational risk management impacts the return on assets (ROA) and earnings per
share (EPS) of a company, both in the short and long term; the credit risk management impacts the ROA
only in the long term.In order to study the effect of forensic accounting techniques on the financial
performance of deposit money banks (DMBs) in Nigeria, a survey based research conducted by
Oluwayemisi et al., 2025, revealed a statistically significant positive impact of forensic accounting
processes on the banks performance. It was to incorporate better forensic accounting devices and
training with mainstreaming forensic practices for enhanced financial reporting and better regulatory
compliance.

Conclusion

Corporate frauds are a great threat to any economy and these are generally detected only when
the situation becomes completely out of control and the said company is collapsed. The shareholders
lose their confidence and savings, the government loses revenue on account of taxes and obviously the
resources exploited by the organization go waste. These frauds go unnoticed for a long time because the
individuals running the organization having the knowledge and complete control of internal system and
the financial system, manipulate these systems over a period of time for personal gains. Forensic
accounting can provide an effective solution to detect and prevent frauds.

While the field of forensic accounting and auditing has grown significantly, several important gaps
remain in the existing body of research. One of the most pressing issues is the limited empirical evidence on
the effectiveness of forensic techniques compared to traditional audit methods. Another gap lies in the
integration of emerging technologies such as artificial intelligence, blockchain, and machine learning into
forensic accounting. Although these tools are frequently mentioned as transformative, there is a lack of
comprehensive studies evaluating their real-world application, effectiveness, limitations, and ethical concerns.
Additionally, current literature often overlooks the importance of organizational culture, whistleblower
mechanisms, and human behavioral factors in fraud detection. There is a need for interdisciplinary studies that
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combine insights from psychology, criminology, and corporate governance to better understand the root
causes of fraud and how forensic practices can address them more holistically.

Lastly, the global nature of financial transactions introduces jurisdictional and regulatory
challenges that are underexplored in existing research. Cross-border investigations, differences in legal
frameworks, and varying standards of financial reporting all require further study to improve the global
application of forensic techniques.
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