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Abstract

The purpose of this paper was to empirically analyze the application and effect
of forensic accounting and auditing techniques on fraud detection and
prevention in the Ethiopian public sector audit. This study was based on non-
experimental descriptive/survey design of collecting and analyzing data which
were then analyzed through SPSS version 24. The study revealed that forensic
accounting and auditing techniques are less commonly used in the Ethiopian
public sector audit. This is specifically as a result of the huge knowledge gap
that exists among the public sector auditors. On the basis of the empirical
result, the paper concluded that the adoption of forensic accounting and
auditing techniques would help detect, investigate and prevent public sector
fraud in Ethiopia.
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1. INTRODUCTION

This study examines the application of forensic accounting and auditing for
fraud detection and prevention in the Ethiopian public sector audit. It measures
the level of utilization of forensic accounting and auditing techniques in
detecting and reducing fraud in the Ethiopian public sector. No nation is
immune from fraud. It is necessary for any nation to design adequate systems
and techniques for the primary purpose of detecting and responding to fraud.
To this effect, forensic accounting and auditing are emerging disciplines as a
method of detecting and preventing frauds (Popoola, 2014; NFAAFI, 2013;
Wuerges, 2011; Chui, 2010).

Forensic accounting has many definitions but more or less the concepts of the
definitions are similar. This profession is identified as a field composed of
accounting, auditing, and investigative skills (Ozkul & Pamukc, 2012). Overall,
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forensic accounting is the specialty area of accountancy which describes
engagements that result from actual or anticipated disputes or litigation. On the
other hand, Enofe ef al (2015) define that forensic auditing is the application of
accounting, investigation, criminology, and litigation services and skills for the
purpose of identifying, analyzing, and communicating of evidence of
underlying reporting event. Similarly, Eze (2015), Institute of Forensic
Auditors, Belgium ,2004; Greek, 2011) define that forensic auditing is the
application of accounting methods, thus, consists of gathering, verifying,
processing, analyzing, and reporting on data in order to obtain facts and
evidence to detect financial crimes.

On the other hand, according to Crumbley ef al. (2011) there is a distinction
between forensic-accounting and forensic auditing depending on the scope of
the job defined in both fields. The scope of the job of forensic accounting
supports the legal and administrative decision based on the presented analytical
accounting and financial information. While on another side the opinion on
financial statements of business entities considering all criteria are used in its
preparation.

Currently because of its incremental rate, public fraud embezzlement in
Ethiopia has caused a serious concern to the government and general public. In
line with this, the Ethiopian Auditor General revealed to the Ethiopian
parliament on January 15, 2020 that an audit conducted on close to 2,000
government projects extending four years revealed mismanagement of over 44
billion ETB (close to USD 1 billion) and, the report concluded that the budget
had been mismanaged for four years (Addis Fortune, 2020).

In this regard, the alarming increase in the number of fraudulent activities in
Ethiopia emphasizes the need for the implication of forensic accounting and
audit services. These issues call for the technical capability of the Ethiopian
Auditor General to investigate highly complex frauds. According to the
Ethiopian Federal Auditor General proclamation no, 982/2016, (Amendment:
proclamation no. 1146/2019 ), the only government body which has full power
to audit the financial and operational activities of the Ethiopian federal
government offices includes Ministry Commissions, Agencies, Authorities,
Institutions, or any other federal government offices is the Ethiopian Auditor
General .
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To the knowlage of this article writer there is no prior study which examined
the application of forensic accounting and auditing techniques for fraud
detection and prevention in Ethiopian public sector. In this regard, the results
of the empirical evidence of this study showed how the forensic accounting and
auditing techniques can be employed in assisting audit tools on public sector
fraud detection, investigation and prevention in Ethiopia. Along these lines, the
study is believed to fill a gap in academic literature by producing empirical
evidence of the applicability of forensic accounting and auditing techniques
in developing economies like Ethiopia in assisting audit tools on public sector
fraud detection, investigation and prevention.

2. Related Literature

According to Karwai, (2002); Ajie and Ezi (2000); Anyanwu (1993); Okafor,
(2004) and Adeniji (2004), various methods and techniques are devised to limit
the defalcation and embezzlement which are happening using fraudulent
substitutions, unauthorized lending, fake payment, fraudulent use of the firms
documents, fictitious accounts, false proceeds of collection, manipulation of
vouchers, over invoicing, inflation of statistical data, ledger accounts

manipulation, fictitious contracts, duplication cheque books and computer
fraud .

Among these methods forensic accounting and auditing techniques are
included. According to Degboro and Olofinsola (2007) described forensic
accounting is described as the application of criminal methods, and integration
of accounting investigative activities and law procedures to detect and
investigate financial crimes and related accounting misdeeds. Dhar and Sarkar
(2010), forensic accounting, also called investigative accounting or fraud audit,
1s a merger of forensic science and accounting. On the other hand, the Institute
of Forensic Auditors, Belgium (2004) defines forensic auditing as an activity
that consists of gathering, verifying, processing, analyzing of and reporting on
data in order to obtain facts and evidence in a predefined context in the area of
legal/ financial entities. Forensic auditing can be conducted in order to
prosecute a party for fraud, embezzlement or other financial claims. In general,
according to Dhar and Sarkar (2010), Okoye & Gbengi (2013) forensic
accounting is considered as the application of accounting concepts and
techniques to legal problems which demand reporting, where accountability of
the fraud is established and the report is considered as evidence in the court of
law or in administrative proceedings.
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Many researches focus on how to detect, investigate and prevent fraud, for
example, according to Omar and Bakar (2012), internal controls and external
audits of financial statements ranked as the top-most fraud prevention
mechanisms in public organization. In this regard Islam, Rahman, and Hossan
(2011) found that forensic accounting is a critical tool in the fight against
corruption, detection and prevention of fraud. While, Dada et a/.(2013) and
Modugu and Anyanduba (2013) found a positive linkage between forensic
accounting and fraud reduction, consequently forensic audit is a useful tool in
fraud detection and reduction.

Similarly, Njanike et al. (2009) recognized forensic accounting as
administrative function whilst they identified forensic auditor’s duties to
include detection and prevention of fraud as well as detection of potential red
flag. As to Enofe et al. (2015) forensic audit services will significantly help in
the detection, prevention and reduction of corporate fraud. A study conducted
by Othman et al (2015) indicated that in public sectors to detect and prevent
frauds, public sector accountants and internal auditors are using forensic
accounting and auditing. In line with this, Baird and Zelin (2009) stated that
forensic accounting remains an important investigative tool for detection of
fraud. This was corroborated by Curtis (2008), describing forensic accounting
as essential to the legal system of providing expert services regarding fake
invoices, suspicious bankruptcy valuations, analysis of financial documents in
fraud schemes. Kasum (2009) asserts that the services of forensic accountants
and auditors are more required in the public sector than in the private sector.
So , it is crucial to have forensic accountants function in the public sector in
order to assist governments to detect, prevent and investigate fraud cases (Omar
et al., 2013). Sidharta et al. (2015) presents forensic accounting as a tool for
fraud detection and prevention in the public sector.

The most common techniques which forensic accountants and auditors are
using for fraud detection and prevention consist of Data mining, Relative Size
factor, Computer Assisted Audit Techniques (CAATs) and Benford's Law
(Bassey, 2018). For this reason, forensic accountants or auditors need to be
professionals in the area. According to Hansen (2009), computer forensics is
currently the investigators best tool in the detecting and implementation of
white-collar investigations. Benford's law is considered as an effective and
single tool in the hands of the auditors for fraud detection (Durtschi, 2004).
Other methods such as data mining, the extraction of hidden predictive
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information from large database and the relative size factor tests are powerful
tests for detecting errors. Such Testing identifies subsets where the large
amount is out of line with the other amounts for that subset. Computer Assisted
Audit Techniques (CAATS): are computer programs and data the auditors use
as part of the audit procedures to process data of audit significance contained
in a client computer information system (CIS). It, therefore, justifies that
CAATs is a tool used by auditors. These tools are used throughout every public
and private sector. These tools equip the firm auditor to work in an efficient and
productive manner (Agu et al., 2019).

According to Okoye and Gbegi (2013), and Sidharts and Fitriyah (2015), the
existence of forensic accounting has helped fraud detection and prevention in
the public sector in Kogi State and Indonesia. Igweonyia, (2016), and Akani
and Ogbeide, (2017) show there is a significant relationship between forensic
accounting and reduction of fraudulent practices in the Nigerian public sector.
Empirical evidence from a study by Brown, Aiken, and Visser (2007) confirms
that proactive forensic data analysis using computer based sophisticated
analytical tests can prevent fraud that may remain unnoticed for years. Islam,
Rahman, and Hossan (2011) found that forensic accounting is a critical tool in
the fight against corruption, detection and prevention of fraud in Bangladesh.
While, Dada ef al. (2013) and Modugu and Anyanduba (2013) found a positive
linkage between forensic accounting and fraud reduction. Consequently,
forensic audit is a useful tool in fraud detection and reduction. Similarly,
Njanike et al. (2009) recognized forensic accounting as administrative function
in Zimbabwe whilst they identified forensic auditor’s duties to include
detection and prevention of fraud as well as detection of potential red flag.

On the other hand, Enofe et al. (2015) indicated that forensic audit services are
significantly helpful in the detection, prevention and reduction of corporate
fraud. A study conducted by Othman et al. (2015) indicated that forensic audit
assisted audit committees, improved internal controls, and implementation of
fraud reporting policy, in Malaysia.

3. Methodology

This study was based on non-experimental descriptive/survey design of
collecting and analyzing data. Survey design was adopted in the study because
it allows data to be collected from a sample accurately with reasonable time.
Representativeness of the sample to the population was not the target of the
study; attempt instead has been made to ensure validity of the data by applying
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purposive sampling! (Oppenheim, 1992). This approach enabled to capture the
opinions of the senior audit directors and managers who are working at the
Ethiopian Auditor General. In this regard, the study incorporated those audit
directors and managers of the Ethiopian Auditor General who have rich
knowledge and experience in public sector auditing in Ethiopia.

The population of this study comprises 9 audit directors and 30 managers that

represent all the audit directors and managers from the above mentioned
departments. Using online survey, primary data were sourced by sending
structured questionnaire to each respondent’s organization through an email.
The respondents’ organization e-mail address was found from the IT directorate
of the Ethiopian Auditor General. From the target population of 39 audit
directors and managers contacted, only, 18 (46.2%) filled in the online
questionnaire properly and sent their responses.

These respondents hold crucial positions responsible for all operations of the
audits in their specific departments. Besides, these audit directors and
managers have rich experience and are believed to possess sufficient
knowledge in auditing. The Ethiopian Auditor General audit departments
included in the survey are Higher education institutions audit, Capacity building
organizations audit, Programs and projects performance audit, Common
services performance audit, Revenues and customs organizations audit ,
Finance and communication organizations audit, Trade and administration
institution organizations audit, Social and development organization audit,
Audit quality assurance and Subsidies and Support Audit Directorates. The
final sample process is summarized in Table 1.

To achieve the objectives of this study, data were collected through online
questionnaire. Questionnaire was adapted from similar past studies such as
Njanike et al. (2009), Enofe et al. (2015), Basadur and Basadur (2011), Basadur
et al.(2013), Popoola et al. (2015), and Akani and Ogbeide (2017).

The questionnaire designed consists of three sections. The first part contains
questions on organization and respondents’ characteristics. The second part of
the questionnaire contains questions regarding the knowledge the Ethiopian
Auditor General auditors have about forensic accounting and auditing. The

! Purposive sampling, also known as judgmental, selective, or subjective sampling, is a form of
non-probability sampling in which researchers rely on their own judgment when choosing
members of the population to participate in their surveys.
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technique used has five point calibrated scale of ranging from Strongly Agree
(coded as “5”) to Strongly Disagree (coded as “1°). The third part contains
questions to examine application of Forensic Accounting and Auditing
techniques on fraud detection, investigation and prevention in the Public Sector
audit in Ethiopia using five point calibrated scale ranging from Strongly Agree
(coded as “5”) to Strongly Disagree (coded as “1”) / and Always ( Coded “5”)
to Never( Coded “1’). PSS was utilized in order to analyze the response using
descriptive statistics, such as mean, standard deviation, and percentage.

4. Results and Discussion
Table 1: Demographic Profile of Respondents

Variable Characteristics Frequency % Total
Gender Male 16 89 18
Female 2 11
Educational BA/BSc 14 78 18
Qualification Masters 4 22
Length of Work 5-10 2 11 18
Experience 11-20 ] 44
Above 20 8 44
Position Audit Director 7 39 18
Audit manager 10 56
Junior Auditor/ 1 6
representative of the
section /

Source: Field Survey (2021)

Table 1 displays the demographic profile of the respondents. Out of the total
respondents, there were 16 males (89%) and 2 females (11%). The educational
qualification of the respondents shows that 14 respondents (78%) hold only
first degree and 4 (22%) hold second degree. It is noted that 2 (11%) of the
respondents have work experience between 5 — 10 years, 8 (44%) have work
experience between 11 — 20 years and 8 (44%) have work experience above
20 years. The positions of the respondents show that 39% of them are Audit
directors, 56% audit managers and 6 % junior auditors. These statistics
suggest that respondents are expected to possess requisite academic and
professional qualifications and work experiences to address the questions
contained in the research instruments, thus ensuring that the perception
provided is typical of the Ethiopian Federal General auditors on forensic
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accounting and auditing on public sector fraud detection, investigation and
prevention in Ethiopia .

Table 2: Knowledge of forensic accounting and auditing

Items measuring knowledge of Percent (Frequency) St.

forensic accounting and auditing 1 2 3 4 5 Mean  Dev.
I am aware of forensic accounting and 0 11% 3% 44% 6% 34 0.76
auditing 0) 2) @) ®) (1)
I have sufficient knowledge of 2 0.745

forensic accounting and auditing
techniques such as Data Mining,
Relative Size Factor, Computer Assisted
Audit Techniques (CAATs), Benford's
Law, Financial Ratio Analysis and
Continuous Auditing

2%  61% 11% 6% 0%
@ an @ GO 0

For‘erhls‘ic accoun.ting and auditing N 1% 0% 22%  45%  22% 36 1.154
activities and skills could have positive @ 0) @ ) @)
effect on my performance.

The mission and role of forensic 239 0.825

accounting and auditing are well defined 7% 33%  44% 6% 0%
3) (6) @ @ O

in my organization.

Source: Field Survey (2021)

Table 2 reveals the frequency of each item on knowledge of forensic accounting
and auditing. 44% of the respondents strongly agree that they have general
awareness about forensic accounting and auditing. This implies that the auditors
have huge knowledge gap on the forensic accounting and auditing techniques. In
line with this , 61% of the respondents disagree and 22% strongly disagree on the
required knowledge they have on forensic accounting and auditing techniques
such as Data Mining, Relative Size Factor, Computer Assisted Audit Techniques
(CAATS), Benford's Law, Financial Ratio Analysis and Continuous Auditing.
But 45 % of the respondents agree that forensic accounting and auditing
activities and skills would have a positive effect on their performance. Further,
33 % of the respondents disagree that the mission and role of forensic accounting
and auditing are well defined in their organization and 44% of the respondents
stated that they have no idea whether the mission and role of forensic accounting
and auditing are well defined by their organization. The above result revealed
that there is a wide knowledge gap on forensic accounting and auditing
techniques among the Ethiopian Federal Auditor General auditors.
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Table 3: Application of Forensic Accounting and Auditing Techniques on Fraud
Detection, Investigation and Prevention in the Public Sector

Items measuring forensic accounting & Percent (Frequency)
auditing

1 2 3 4 5 Mean  Std.
I have previously used forensic accounting 2.3 1.105
and auditing in fraud and corruption 33% 17%  33% 17% 0%
detection in my audit. (6) 3) (6) (3) (0)
I believe Forensic accounting and auditing 4.5 0.763
can assist in detecting and preventing fraud 0% 6% 0% 33% 61%
in the public sector. (0) 3) (0) (6) (10)
I believe Forensic accounting and auditing 3.47 1.193
techniques are used on fraud prevention in 6% 18%  23%  29% 24%
the Public Sector (@))] 3) 4 “ 4
I believe that forensic accounting and 2.27 0.93
auditing are the only methods to detect 28% 22%  44% 6% 0%
transactions that are doubtful. (5) 4) () (1) (0)

Forensic accounting and auditing
techniques such as Data Mining, Relative
Size Factor, Computer Assisted Audit
Techniques (CAATs), Benford’s Law,
Financial Ratio Analysis, Continuous
Auditing are used for fraud investigation
in the public sector and they are effective in
detecting, investigating and preventing

0, 0, 0, 0, 0
frauds in the Ethiopian public sector. 17% 2% 39%  17% 5% 27

3) 4) (©) & @ 1.095
There is no relationship between forensic 2.06 0.848
accounting and auditing and fraud 28% 44%  22% 6% 0%
investigation in Ethiopia (5) 8 4 1 0
I believe forensic accounting and auditing 4.67 0.47
services are needed in Ethiopia 0% 0% 0% 33%  67%

0 0 0 0 (12

Source: Field Survey (2021)

Table 3 reveals the frequency of the responses on the application of forensic
accounting and auditing techniques on fraud detection, investigation and
prevention in the public sector. 33% stands for strongly disagree, 17 % is for
disagree and 33 % is for having no idea on whether they have previously used
forensic accounting and auditing in fraud and corruption detection while
auditing. Besides , 28 % of the respondents stated that they strongly disagree,
22 % stands for disagree and 44% stated they have no idea whether forensic
accounting and auditing techniques such as Data Mining, Relative Size Factor,
Computer Assisted Audit Techniques (CAATSs), Benford's Law, Financial
Ratio Analysis, and Continuous Auditing are used for fraud investigation in
the public Sector audit and how much those are helping in detecting,
investigating and preventing frauds in the Ethiopian public sector. But 67 % of
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the respondents believed they strongly agree that forensic accounting and
auditing services are needed for the Ethiopian public sector audit and 61%
strongly agreed that forensic accounting and auditing can assist in detecting
and preventing fraud in the Ethiopian public sector.

5. Summary and Conclusion

The study presents a detailed investigation on the application of forensic
accounting and auditing techniques for fraud detection and prevention in the
Ethiopian public sector audit. Review of literature provides relevant evidence
based on the effectiveness of forensic accounting and auditing methods for fraud
detection, investigation and prevention. This research empirically substantiated
the results of prior studies of Okoye and Gbegi, (2013), Sidharts and Fitriyah
(2015), Igweonyia (2016), Akani and Ogbeide (2017), Islam et al. (2011), Dada
et al. (2013), Modugu and Anyanduba (2013), Njanike et al. (2009), Enofe et al.
(2015), Othman et al. (2015) and Brown et al. (2007).

On the basis of the empirical result, the paper concludes that the adoption of
forensic accounting and auditing techniques would help detect, investigate and
prevent public sector fraud in Ethiopia. However, it was also noticed that forensic
accounting and auditing techniques are less commonly used in the Ethiopian
public sector and, therefore, these techniques cannot be used to reduce the level
of fraud witnessed.

In conclusion, this study recommends that the Ethiopian Federal Auditor General
and other regional similar government office auditors should get intensive
training on forensic accounting and auditing techniques for fraud detection,
investigation and prevention. To make forensic accounting applicable in dealing
with legal problems which demand accounting reporting, lawyers in Ethiopia
should also get training at a higher (Masters) level on forensic accounting and
auditing.  Further research is required on how government and academic
institutions in Ethiopia work towards closing the knowledge gap on forensic
accounting and auditing techniques. Additional research is required on the
application of forensic accounting and auditing techniques for fraud detection and
prevention in the Ethiopian private sector audit.
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