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Forensic auditing has gained prominence in
Uganda due to increased corporate fraud, public
sector corruption, and financial crimes.

Institutions such as the Inspectorate of
Government (IGG), Auditor General, Financial
Intelligence Authority (FIA), and Uganda Police
Economic Crimes Unit play key roles in forensic
Investigations.

By Frank Kabuye



Understanding Forensic Accounting Disciplines

Forensic accounting encompasses several interconnected disciplines, each serving distinct yet complementary purposes in uncovering financial

irregularities and supporting legal proceedings.

Forensic Accounting

The application of accounting principles and investigative skills to
legal matters. Forensic accountants analyse financial records,
identify discrepancies, and prepare reports suitable for court
proceedings. This discipline combines traditional accounting
expertise with investigative techniques to reconstruct financial
transactions and expose hidden assets.

Forensic Audit

An intensive examination of financial statements and records to
detect fraud, embezzlement, or financial misstatement. Unlike
standard audits, forensic audits assume potential wrongdoing and
employ specialised procedures to uncover concealed
transactions, falsified documents, and manipulated accounts.

Forensic Investigation

A systematic examination of evidence to establish facts in legal
disputes or criminal matters. Investigators gather documentation,
interview witnesses, and trace financial flows to build
comprehensive cases. This process requires meticulous attention
to detail and adherence to legal standards for evidence collection.

Fraud Examination

The process of resolving allegations of fraud from inception to
disposition, including obtaining evidence, writing reports, and
testifying to findings. Fraud examiners employ interviews,
document analysis, and data analytics to prove or disprove fraud
allegations and quantify losses.



Further
Distinction
between
the
concepts
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Forensic Accounting

A specialty field that applies accounting, auditing, data analytics, and
investigative techniques to detect and prevent economic crimes.
Focus: Financial evidence, litigation support, damages calculation,
fraud quantification.

Forensic Investigation

A broader investigative process aimed at uncovering fraud, corruption,
and financial irregularities.
Outcome: Fact-finding to support prosecution or discipline.

Forensic Audit

A detailed, evidence-based audit performed when fraud or suspicion of
fraud exists.
Focus: Fraud detection, documentation, chain of custody, expert
testimony.

Fraud Examination

Systematic process of detecting, investigating, and preventing fraud,
including interviewing suspects & whistle-blowers.
Framework: ACFE model (Fraud Tree—corruption, asset
misappropriation, financial statements fraud).

By Frank Kabuye



Summary

e : :
Accounting AR ssEs Expert financial

Forensic Accounting |. L.
investigation report

Forensic Broad criminal Prove/disprove

L . L. . Investigation file
Investigation Investigation allegations

Forensic Audit Audit triggered by Establish fraud Forensic audit

suspicion evidence report
Determine :
L Detect & Fraud case file +
Fraud Examination perpetrator &

Interrogate fraud evidence

method

05/05/2026 By Frank Kabuye 5



Applications of Forensic Auditing

Fraud Detection and Prevention

Forensic auditing plays a critical role in identifying fraudulent activities within organisations.
This includes uncovering embezzlement schemes, fictitious transactions, asset
misappropriation, and financial statement manipulation. Auditors employ analytical
procedures, data mining, and interviews to detect red flags and patterns indicative of fraud.

Professional Negligence Claims

When businesses suffer losses due to alleged professional misconduct, forensic auditors
guantify damages and assess whether practitioners met required standards of care. These
investigations examine whether accountants, lawyers, or other professionals breached their
duties, resulting in financial harm to clients.

Insurance Claims Verification

Insurance companies engage forensic auditors to verify the legitimacy and value of claims.

Auditors review supporting documentation, assess business interruption losses, and detect
inflated or fraudulent claims. This work protects insurers from fraudulent payouts whilst
ensuring legitimate claimants receive fair compensation.
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1. Fraud Detection & Investigation

**Bank loan frauds

** Procurement fraud (PPDA breaches)

s Payroll ghost workers

s Asset misappropriation in SACCOs & MDAs

2. Negligence & Professional Misconduct
+* Auditor negligence cases

** Financial misrepresentation by officers

+* Debt collection and loan mismanagement

3. Insurance & Claims
** False insurance claims (motor, life, medical)
*»» Business interruption claims verification

4. Litigation Support & Dispute Resolution
s Expert witness testimony in court
+*Valuation disputes

s Partnership dissolution and asset tracing
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Back Duty

Investigations In
Uganda
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* Back-duty investigation involves reviewing past tax periods
where there is suspicion of non-compliance.

Authority

Uganda Revenue Authority (URA) — Domestic Taxes
Department.

Key Triggers

+ Unreported income

» Under-declaration of VAT & PAYE
. Unexplained wealth

+ Customs undervaluation

Procedures

Summon financial records & bank statements
Assess lifestyle vs declared income
Third-party confirmations (banks, suppliers)

Penalties

Tax + interest + penalties
Prosecution for tax evasion
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Procedures of Back Duty Investigations

Back duty investigations represent a specialised area of forensic accounting focused on uncovering unpaid taxes, duties, and other

financial obligations owed to government authorities.

01

02

Initial Assessment

Review taxpayer records, identify discrepancies between reported
and actual income, and establish the scope of potential non-
compliance. This phase involves gathering preliminary evidence and
determining investigation priorities.

03

Document Collection

Obtain bank statements, invoices, contracts, and financial records
from multiple sources. Investigators may issue formal requests to
third parties, including banks and business partners, to reconstruct
complete financial histories.

04

Financial Reconstruction

Rebuild accurate financial positions using available evidence when
complete records are unavailable. This involves analysing cash
flows, identifying hidden income sources, and calculating true tax
liabilities over multiple periods.

Assessment and Recovery

Quantify unpaid obligations, including principal amounts, interest,
and penalties. Prepare detailed reports supporting assessments and
coordinate with legal teams to pursue collection through negotiation
or enforcement proceedings.



Core Investigative Procedures

Effective forensic investigations require systematic application of specialised procedures designed to gather evidence, establish facts, and support legal
proceedings.

———0—— —0——

Evidence Preservation Data Analytics Witness Interviews

Secure and document all relevant materials Employ computer-assisted audit techniques to Conduct structured interviews with employees,
immediately upon engagement. This includes analyse large datasets. Software tools identify management, and third parties. Skilled

creating forensic copies of electronic data, anomalies, duplicate payments, unauthorised interviewers obtain admissions, clarify
photographing physical evidence, and transactions, and statistical outliers that warrant discrepancies, and gather information about
establishing chain-of-custody protocols to further investigation. internal controls, organisational culture, and
ensure evidence admissibility in court. suspicious activities.

Tracing Assets Expert Reporting

Follow the flow of funds through complex transactions and corporate Prepare comprehensive reports documenting findings, methodologies, and
structures. Investigators identify shell companies, offshore accounts, and conclusions. Reports must be clear, objective, and defensible under cross-
intermediaries used to conceal stolen assets or proceeds of crime. examination, presenting complex financial matters in understandable terms

for legal audiences.



Understanding Fraud

Fraud involves intentional deception to secure unfair
or unlawful gain. Unlike errors, which are
unintentional, fraud requires deliberate
misrepresentation, concealment of facts, or abuse of
position. The presence of intent distinguishes fraud
from negligence or mistake.

Common Fraud Schemes

Asset misappropriation (theft of cash, inventory, or
equipment)

Corruption (bribery, conflicts of interest, extortion)

Financial statements fraud (revenue recognition
manipulation, expense concealment)

Financial statements fraud (revenue recognition
manipulation, expense concealment)

Payroll fraud (ghost employees, inflated hours)
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Auditor's Responsibility Under ISA 240 (Revised)

International Standard on Auditing 240 establishes the auditor's responsibilities concerning fraud in an audit of financial statements, recognising the limitations of audit

procedures whilst requiring professional scepticism.

Professional Scepticism

Auditors must maintain an attitude of questioning
and critical assessment throughout the audit. This
includes being alert to conditions indicating possible
fraud and not accepting management
representations at face value without corroboration.

Response to Risks

Design and implement audit responses addressing
assessed fraud risks. This may include altering the
nature, timing, or extent of procedures, assigning
more experienced staff, or incorporating
unpredictability into audit testing.

Team Discussions

Audit teams must discuss the susceptibility of the
entity's financial statements to material
misstatement due to fraud. These discussions
consider how fraud might occur, which areas are
most vulnerable, and how the audit approach should
respond.

2

Evaluation of Evidence

Critically evaluate whether identified misstatements
indicate fraud. Consider implications for audit strategy
and whether additional procedures are necessary.

Risk Assessment

Auditors perform procedures to identify and assess
risks of material misstatement due to fraud. This
involves inquiries of management, analytical
procedures, and consideration of fraud risk factors
throughout the entity.

Communication

Report fraud or suspected fraud to appropriate levels
of management and those charged with governance.
In some circumstances, reporting to regulatory
authorities may be required.



lllegal Acts and Auditor Considerations

lllegal acts refer to violations of laws or governmental regulations that may have direct or indirect effects on financial statements. Auditors must understand their

responsibilities when encountering such acts.

Direct Effect lllegal Acts

Some illegal acts have a direct and material effect on financial statement amounts. Examples include
violations of tax laws affecting tax provisions or government contract violations affecting revenue
recognition. Auditors consider these similarly to errors and fraud when assessing risks.

Indirect Effect lllegal Acts

Other illegal acts may have indirect effects, such as fines, penalties, or loss of licences. Detection of
these acts is not ordinarily the audit objective, but auditors should remain alert to their possibility during
the audit.

Auditor Actions

—_—

Obtain understanding of the legal and regulatory framework

Remain alert for indicators of non-compliance during the audit

Investigate suspected illegal acts through inquiries and inspection
Consider implications for financial statements and audit opinion

Communicate with management and governance structures

o oA w N

Assess whether reporting to authorities is required



Money Laundering and Terrorism Financing

The Anti-Money Laundering Act, 2013 establishes Uganda's legal framework for combating money laundering and terrorism financing, imposing significant
obligations on financial institutions and designated professionals.

Placement 1

Introduction of illicit funds into the financial system through
deposits, currency exchanges, or purchase of assets. Criminals

attempt to distance money from its illegal source. .
P y d 2 Layering
Complex transactions designed to obscure the audit trail and
disguise the source of funds. This may involve wire transfers
Integration 3 between multiple accounts, shell companies, or cross-border

. : movements.
Laundered funds re-enter the legitimate economy appearing as

legitimate wealth. This might involve investing in businesses,
purchasing property, or making luxury acquisitions.

Definition of Money Laundering

Money laundering involves disguising the origins of illegally obtained money to make it appear legitimate. The Act criminalises the conversion, transfer,
concealment, or acquisition of property knowing it represents proceeds of crime. Penalties include imprisonment and substantial fines.



Accountable Persons Under the AML Act

The Anti-Money Laundering Act designates specific professionals and entities as "accountable persons" with legal obligations to prevent money laundering and terrorism financing.

ﬁ Financial Institutions ' Professional Services ?Eg(é Other Designated Sectors
Banks, microfinance institutions, foreign Accountants, auditors, tax advisers, and legal Casinos, real estate agents, dealers in precious
exchange bureaux, insurance companies, and practitioners providing financial services must metals and stones, and trust and company service
securities dealers must implement comprehensive verify client identities, monitor transactions, and providers face AML obligations when conducting
AML programmes, conduct customer due report suspicious activities to the Financial specified transactions or business relationships.
diligence, and maintain transaction records. Intelligence Authority.

Key Obligations

01 02

Customer Due Diligence Record Keeping

Verify customer identity, understand business relationships, and conduct ongoing Maintain records of transactions and customer identification for at least five years. Records
monitoring of transactions. Enhanced due diligence applies to high-risk customers. must be sufficient to reconstruct transactions and be available to authorities.

03 04

Suspicious Transaction Reporting Staff Training

Report transactions suspected of involving proceeds of crime or terrorism financing to the  Implement ongoing training programmes ensuring employees recognise suspicious
Financial Intelligence Authority within prescribed timeframes. activities and understand reporting obligations.
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