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Abstract 

This study examined the role of forensic accounting in fraud management by studying the effect 

of forensic accounting in planning against the occurrence of fraud, detecting fraud and reporting 

of fraud.  The questionnaire was used to collect data from selected senior members of staff in 

Nigerian public sectors.  The sample size of the study was 250.  The maximum likelihood 

estimation (MLE) regression technique of ordered logistic regression was used in estimating the 

stated models.  The findings of the study showed that the implementation of forensic accounting 

significantly and positively helps planning for the prevention of fraud, the implementation of 

forensic accounting significantly helps in detecting fraud, and the implementation of forensic 

accounting significantly facilitates reporting of fraud. It is recommended that non-governmental 

organizations and regulators must shun sentiments and narrow interests in their demands for 

better and more open governance practices among all tiers of government; and more pressures 

should be brought to bear on public office holders through greater legislations to tighten the 

standards of accountability. 

Keyword:  Forensic accounting, Financial fraud, Fraud reporting, Fraud detecting. Fraud 

preventing. 

Introduction 

Fraud occurs in every organization and at all levels. The private companies are more 

prone to frauds because of agency problems, this has created expectation gap of what auditors 

are expected to do and the limit to their scope. This limitation has created issue of credibility and 

confidence in the work of auditor both internal and external. With improvement in information 

technology, the threats regarding forensic security and crime have changed dramatically, making 

organizations more vulnerable to exploits and other crimes that are different from what they once 

were. Forensic accounting will offer a high level of assurance in these matters, having used 

scientific means in carrying out its various assignments in detecting and combating fraud in our 

private organizations. Deception pattern especially in banks is on the higher side and has caused 

pain and failure to some banks and industries in Nigeria.  

On a daily basis, fraud affects accounting profession. Sylvester (2018) revealed in the 

research that the Federal Government of Nigeria through the development of various Acts, laws, 

and fraud-fighting agencies has reduced the threat of corruption, deception and illegal acts in the 

country. These are some of the agencies established by Nigerian government to curb crimes: The 
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economic and financial crimes commission, independent and corrupts practices commission, 

national drug law enforcement agencies.  

The return to civil rule witnessed bold attempts to reduce the level of fraud in the public 

sector of the economy by establishing two parallel but complementary agencies to help clean up 

the mess that was obviously immerse in the system. That was what brought the Economic and 

Financial Crimes Commission (EFCC) and the sister body, the Independent Corrupt Practices 

and other Related Offences Commission (ICPC). Many arrests were made by the two agencies 

but such quantum of arrests could not yield desired results and more so the public expectations 

concerning the looted funds were not realized. This situation calls for questions as to the 

technical capability of the anti-graft agencies in fighting these perennial ills that have 

misappropriated trillions of naira diverted to remote bank accounts all over the world. Most of 

these fraudulent practices were perpetuated by highly skilled fraudsters, employing complex 

methods, thus requiring highly skilled and capable individuals to undo the fraudulent schemes.  

Because of the above, this study attempts to examine forensic accounting steps that must be 

taken by forensic accounting experts to detect and report frauds in private organizations. The aim 

of this study is to study the perceptions of accountants towards the relationship between forensic 

accounting and fraud in Nigeria. To achieve the purpose of this study, the following objectives 

are set. 
 

Objectives of the Study 

a) To analyze the application of forensic accounting practice in planning against the occurrence 

of fraud. 

b) To evaluate the importance of forensic steps in detecting fraud. 

c) To assess the influence of forensic accounting on fraud reporting 

The study seeks to highlight the importance of forensic accounting studies to private 

organizations and also show the relationship between forensic accounting and fraud reporting in 

private sector in Nigeria. However, the study is restricted on the information derived. The 

empirical part of the study is based on a survey among employees of Federal Ministry of Finance 

in Nigeria.  
 

Statement of Hypotheses 

Flowing from the objectives of the study and relying on the position of extant literature, the 

following hypotheses were formulated in their null form:  

a) The application of forensic accounting practice does not significantly enhance planning 

against the occurrence of fraud. 

b) The application of forensic accounting steps does not significantly enhance detecting fraud. 

c) The application of forensic accounting does not have significantly influence fraud reporting 
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Review of Related Literature 

 

Conceptual Review 

Forensic Accounting: Forensic accounting has many definitions as there are many writers in 

this area of accounting literature. There is thus no single definition adjudged to be the best. By 

1980, major academic studies were published on this area of study (Rassey, 2009), thus, leading 

to a new profession in the field of accounting and audit. This profession identified a field 

composed of accounting, auditing, and investigative skills (Ozkul & Pamukc, 2012). Forensic 

accounting is the specialty area of the accountancy profession which describes engagements that 

result from actual or anticipated disputes or litigation. Forensic accounting is a science dealing 

with the application of accounting facts and concepts derived from auditing methods, techniques 

and procedures to resolve legal problems which requires the study of investigative, accounting, 

and auditing skills (Dhar & Sarkar, 2010). Stanbury and Paley-Menzies (2010) state that forensic 

accounting is the science of gleaning information and its presentation in a form that will be 

accepted by a court of jurisprudence against perpetrators of economic crime. Degboro and 

Olofinsola (2007) noted that forensic investigation is about the determination and establishment 

of fact in support of legal case. In the view of Howard and Sheetz (2006), forensic accounting is 

the process of interpreting, summarizing and presenting complex financial issues clearly, 

succinctly and factually often in a court of law as an expert. According to Bhasin (2007), 

forensic accountants are trained to look beyond the numbers and deal with the business realities 

of situations.  

According to the research carried out by Singleton and Singleton (2010), the first major 

corporate fraud is the fraud known as the South Sea Bubble. The South Sea Company was 

established in 1711 with exclusive trading rights to Spanish South America. The company made 

its first trading expedition in 1717 and made little actual profit to offset the £10 million of 

government bonds it had assumed. South Sea then had to borrow £2 million more. Tension 

between England and Spain led to the arrest of South Sea ships by Spain in 1718 (Singleton & 

Singleton 2010). In 1719 the company proposed a scheme by which it would take on the entire 

remaining national debt in Britain, over £30 million, using its own stock at 5 percent in exchange 

for government bonds lasting until 1727. Although the Bank of England offered also to assume 

the debt, parliament approved the assumption of the debt by the South Sea Company. Its stock 

rose from £128 in January 1720 to £550 by the end of May that year, in a speculation frenzy. The 

company put the price of the stock up through artificial means; largely taking the form of new 

subscriptions combined with the circulation of pro trade with Spain stories designed to give the 

impression that the stock could only go higher. Not only did capital stay in England, but many 

Dutch investors bought South Sea stock, thus increasing the inflationary pressure. Other joint-

stock companies then joined the market, usually making fraudulent claims about foreign 

ventures, and were nicknamed ‘‘bubbles’’ (Singleton & Singleton 2010).  
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Financial Malpractices: Financial malpractice is professional carelessness by act or omission 

by a financial advisor in which the investment recommendation provided falls below the 

accepted standard of practice in the financial services industry and causes financial injury or a 

great loss to the investor. (Rose 2015). According to Idowu (2012), financial malpractices can be 

traced to corrupt practices and he defines corrupt practice as any immoral, illegal, and unethical 

acts and includes cheating, lie, defraud etc. It is also the mismanagement of entrusted power for 

personal benefit.  

Fraud: Pedneault, Silverstone, Sheetz and Rudewicz (2012) explained that fraud as an activity 

that takes place in a social setting and has severe consequences for the economy, corporations 

and individuals. It is an unprincipled infection that ruptures forth when greed meets the 

possibility of deception. The fraud investigator is like the attending physician looking and 

listening for the signs and symptoms that reveal an outbreak.  

Theoretical Framework  

Among the various theories on fraud are in this discuss the fraud triangle, the fraud diamond and 

the white-collar crime theories are the focal points (Crumbley, Heitger & Smith, 2007).  

The Fraud Triangle: This is what the forensic accountants rely on to identify suspected fraud, 

the causes and the weakness in the system that prompted the fraud. Based on the fraud triangle 

concept the three factors that cumulate into the triangle are; incentive, opportunity, and 

rationalization. For any individual to be involved in a fraud, the incentive must be involved. 

Opportunity: Employees use their position to commit fraud when internal controls are weak, or 

where there is poor management oversight on internal control implementation. Most Employees 

who commit fraud do so, because they have the opportunity to access assets and information that 

allows them obscure their fraudulent deeds.  

Pressure/Incentive: Pressure can make a staff commit fraud. Pressure does not only mean 

financial difficulty. Juliet (2005) states that there are three types of motivation or pressure: 

Personal pressure to pay for lifestyle, employment pressure from continuous compensation 

structures, or management’s financial interest, and external pressure such as threats to the 

business financial stability, financier covenants, and market expectations.  

Rationalization: Rationalization is an attempt by an employee to justify why they commit fraud. 

For example, where an employee is having accommodation issues, this can be used to justify 

fraudulent act. So also an employee who feels being underpaid may argue that it is a way of 

augmenting the payment received.  

Fraud Diamond: Effiong (2012) stated that the diamond theory of fraud explains an individual’s 

capability, personality traits and abilities to play a major role in determining the possibility of 

fraud occurring. According to Islam, Rahman and Hossan (2016), Crumbley et al. (2007), 

perpetrators of fraud must have the necessary traits, abilities, or positional authority to pull off 

his crime. DiGabriele (2009) further noted that while opportunities can open the doorways to 
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fraud, incentive and rationalization will attract people to it, but such an individual must have the 

capability to recognize the open doorway as an opportunity and should be able to take an undue 

advantage of the identified loopholes.  
 

White-Collar Crime: Karwai (2002) attributed different characteristics and motives than typical 

street criminal. In fact this is a type of crime committed by a respected person of high social 

status in the course of his occupation. It is different from the blue collar street crimes such as 

arson, burglary, theft assault, rape and vandalism which are most likely associated with 

psychological, associational and structural factors. White-collar criminals are opportunists, who 

over time learn how they can take advantage of their circumstances to accumulate financial gain. 

They are educated, intelligent, affluent, individuals who are qualified enough to get a job which 

allows them the unmonitored access to often large sum of money. The federal Bureau of 

Investigation (FBI) has adopted a narrow approach defining white- collar crime as those illegal 

acts which are characterized by deceit, concealment, or violation of trust and which are not 

dependent upon the application or threat of physical force or violence.  
 

Review of Prior Empirical Studies  

Studies by Bassey (2018) confirm that forensic accountants could prevent significantly 

higher number of fraud than auditors. Okoye and Gbegi (2013) investigated forensic accounting 

on fraud detection and prevention in the public sector in Kogi State using survey research 

methods of 370 questionnaire and analysis of variance. Their result reveals that forensic 

accounting does significantly reduce the occurrence of fraudulent activities in the public sector. 

A study conducted by Emeh and Obi (2013) on forensic accounting: a preferred technique for 

modern fraud detection and prevention in the public sector of Nasarawa State, their study shows 

that forensic accounting is relevant in fraud detection and prevention in Nigeria public sector. In 

an empirical study conducted by Ehioghiren and Atu (2016) on forensic accounting and 

fraudulent practices in the Nigeria public sector, it was revealed that there is a significant 

relationship between forensic accounting and reduction of fraudulent practices in the Nigeria 

public sector.  

Onodi, Okafor and Onyali (2015) argued the need for forensic investigative skills as a 

result of the rising occurrence of financial crimes in all sectors of the economy.  

Adegbie and Fakile (2012) perform a study to ascertain effect of forensic accounting in 

curtailing economic and financial crime in Nigeria. The study focuses on the Nigerian public 

sector. The result shows that forensic investigation has the ability to reduce financial crime fraud. 

Okoye and Gbegi (2013) carried out a study to examine forensic accounting as a tool for fraud 

detection and prevention in the public service in Nigeria. The statistical tool used to test 

hypothesis was analysis of variance (ANOVA). The findings show that the employment of 

forensic accounting will significantly reduce the occurrence of fraud cases in the public sector. 

Emeh and Obi (2013) examine the relationship between presence of forensic accountants with 
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forensic accounting skills reduction of employee theft, reduction of financial fraud and reduction 

of top management fraud. The survey research design was utilized for the study. The result 

shows that there is a negative correlation between forensic accounting practices, reduction of 

employee fraud, financial and management. Enofe, Agbonkpolor and Edebiri (2015) examine the 

role of forensic accounting in curbing financial crimes in Nigerian banks. The study’s findings 

show that there is a need for forensic accountants in the Nigerian banking system.  

Bhasin (2013) in his research on the impact of forensic accounting services on fraud 

detection and prevention among commercial banks in Kenya posited that the need to facilitate 

fraud detection and prevention led to an increase in demand for the services of professional 

forensic accountants. The study made use of descriptive research survey design. The findings of 

the study revealed that the application of forensic accounting skills by banks led to a reduction in 

financial frauds. On the other hand, the application of forensic accounting skills and techniques 

enhanced the quality of financial reporting of commercial banks in Kenya.  

Ghosh and Banergie (2014) carried out a study on the use of forensic accounting in fraud 

detection and control in South Africa. The study maintained that forensic accounting expertise, 

techniques, and principles will enhance timely detection, investigation, and prosecution of 

perpetrators of financial crimes failing, which would endanger the soundness of the economy.  
 

Methods and Data 

This study adopted the quantitative and survey methods. The population of this study 

comprises the public sector of Nigeria where public funds are used and there are huge potentials 

for misappropriations. The sample size used in this study is 50 from an accessible population of 

57, which was arrived at by using the Taro Yamene formula given as:   

                      N                     

 n     =      1 + N(e)
2 

      

Where 

N   = Population size 

n = Desired sample size 

e = Level of significance (0.05) (Yamane, 1967) 

 

The sampling procedure used in this study is the simple random sampling process. It is a 

probability sampling process, and it gives equal chances to all subjects.  Content validity was 

measured by relying on the knowledge of people who are familiar with the construct being 

measured, that is, the subject matter experts.  

The study is based on primary data collection, gathering data using structured questionnaire 

that is administered in Nigerian public sector. The data are analyzed, using STATA package to 

analyze descriptive statistics. Maximum likelihood estimation (MLE) technique was used in this 

study. The pooled probit regression was used to estimate the parameters of the stated models. 
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The statistical tool used in testing the stated hypotheses is the regression test procedure which 

uses the individual significance test (z-test) and the overall significance test (chi-squared-test). 

The goodness of fit of the model is tested using the coefficient of determination. The estimation 

of these statistics is done using the STATA computer software. The level of significance adopted 

in this study in testing the stated hypotheses is 5%. The models for this study are: 

PAOFD = β0 + β1APFOA + Ԑ0  ………………………………………………………… i 

DEFRD = β0 + β2APFOA + Ԑ0 ………………………………………………………… ii 

REFRD = β0 + β3APFOA + Ԑ0 ………………………………………………………..  iii 

Where: 

 APFOA = application of forensic accounting 

 PAOFD = planning against the occurrence of fraud 

 DEFRD = detecting fraud 

 REFRD = reporting of fraud 

  β0  = intercepts 

  β1 – β3     = parameters  

  Ԑ0= probabilistic error term    

Data Analysis and Discussion 

Descriptive Statistics 

Table 1:   Descriptive Statistics 

VARIABLE Obs Mean Std. Dev. Min Max Pr(Skewness) Pr(Kurtosis) Prob>chi
2
 

APFOA 250 3.88 0.6590 2 5 0.0278 0.0533 0.0226 

PAOFD 250 3.28 0.9906 2 5 0.0037 0.0026 0.0186 

DEFRD 250 3.74 0.9858 2 5 0.0012 0.0302 0.0766 

REFRD 250 2.48 0.9311 1 4 0.0041 0.0026 0.0441 

Source: Computed from Questionnaire Using STATA 14  

 

The table presents the summary of the descriptive statistics for the dependent and 

independent variables for 250 observations. For the application of forensic accounting ranking it 

shows that APFOA has a mean rating value of 3.88 and a standard deviation of 0.6590. The 

maximum in APFOA rating is 5 while the minimum is 2.  

For the planning against the occurrence of fraud (a measure of performance) the variable has a 

mean rating value of 3.28 and a standard deviation of 0.9906. The other two variables have mean 

rating values of 3.74 and 2.48 their standard deviations are 0.9858 and 0.9311. The table shows 
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that the data used in the estimation of the parameters of the model are significantly normally 

distributed. This is implied by the probability values of Skewness, chi
2
 and Kurtosis of nearly all 

the variables are less than 0.05. This connotes that the studied firms are not dominated by firms 

of any particular extreme values. 

Correlation Analysis 

Table 2: Correlation  Matrix 

 
APFOA PAOFD DEFRD REFRD 

APFOA 1.0000 
   

PAOFD 0.2714 1.0000 
  

DEFRD 0.0490 0.0343 1.0000 
 

REFRD 0.0040 0.3381 0.1610 1.0000 

Source: STATA 14 Computations 

 

Table 3: Regression Reslts 

Mode

l  

Pseudo-R
2
 Pro(chi)

2
 Coefficien

t  

Std 

Err 

Pro(Z

) 

i 0.0343 0.0344 0.5271 0.2543 0.038 

Ii 0.0009 0.0079 0.0792 0.2277 0.028 

iii 0.0019 0.0044 0.0131 0.2298 0.004 

Source: STATA 14 Computations 

Planning against the occurrence of fraud (PAOFD) variable: with a coefficient of 0.5271 the 

results indicate that forensic accounting implementation in Nigerian public sector positively 

impacts planning against occurrence of fraud while the probability value of 0.038 indicates that 

the positive impact is significant because it is less than 0.05. This leads to the acceptance of the 

alternative hypothesis, thus rejecting the null hypothesis that the implementation of forensic 

accounting in Nigerian public insignificantly affects transparency in Nigerian public sector, and 

that such effect is positive. That is, implementation of forensic accounting enhances transparency 

in Nigerian public sector.  

Detecting Fraud (DEFRD) Variable: with a coefficient of 0.0792 the results indicate that 

forensic accounting implementation in Nigerian public sector has positive impact of detecting 

fraud in Nigerian public sector; while the probability value of 0.028 indicates that the positive 

impact is significant. This leads to the acceptance of the null hypothesis, thus rejecting the 

alternative hypothesis. The researcher accepts that forensic accounting implementation 
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significantly affects detecting fraud in Nigeria public sector, and such effect is positive. This 

finding conforms to the findings of Adegbie and Anyaduba (2013) and Emeh and Obi (2013). 
 

Reporting Fraud (REFRD) Variable: With a coefficient of 0.0131 the results indicate that 

forensic accounting implementation in Nigerian public sector positively impacts fraud reporting 

in the Nigerian public sector, while the probability value of 0.004 indicates that the positive 

impact is significant because it is less than 0.05. This leads to the acceptance of the alternative 

hypothesis, thus rejecting the null hypothesis that the implementation of forensic accounting in 

Nigerian public insignificantly affects fraud reporting in Nigerian public sector, and that such 

effect is positive. That is, implementation of forensic accounting enhances fraud reporting in 

Nigerian public sector. This finding is consistent with the findings of Mukoro et al. (2013), 

Thomas and Alfred (2014), Gottschalk (2018) and Islam et al. (2016). 

Conclusion   

This study sought to examine whether the adoption of forensic accounting significantly 

contributes to management of fraud in the public sector of Nigeria. Forensic accounting 

implementation in Nigerian public sector positively impacts transparency in the Nigerian public 

sector and the positive impact is significant. Forensic accounting implementation in Nigerian 

public sector has positive impact of accountability in Nigerian public sector, but the positive 

impact is not significant. 

Recommendations 

Based on the findings of the study summarized above the following recommendations are 

offered to make the situations much better than currently. 

i. Non-governmental organizations and regulators must shun sentiments and narrow 

interests in their demands for better and more open governance practices among all tiers 

of government.  

ii. More pressures should be brought to bear on public office holders through greater 

legislations to tighten the standards of accountability by relevant government agency. 

Government finances should no longer be permitted to be held and treated as private 

estate property.    
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