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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	
Unit 2 Question 1:I
Crime influences the economy on two scales 
· Microeconomic – this analyses the effect of crime on individuals and businesses – namely how they are affected by fraud, this can be quantified by the financial loss incurred or may be more difficult to quantify e.g. when the reputation of a person is harmed it is difficult to calculate the cost to the individual.

· Macroeconomic – this analyses the effect of crime on local communities on a regional, national and the international level. This is much harder to understand  or quantify, the costs may be numerous e.g. lower tourism due to fraud against visitors, reduced trade with other countries due to lack of trust and loss experienced by companies trading with a country widely affected by fraud. 
Unit 2 Question 1:II
Crime affects the economy in a number of ways – for example 
· higher prices of goods to compensate for theft committed by staff/vendors/customers of a business
· a company may reduce its staff and consequently jobs are lost in order for a company to recoup losses due to fraud
· insurance companies may pay out claims due to fraud and so have to increase their premiums – affecting many people and/or businesses
· reduced sales/reduced business in areas where crime is high
Crime affects tax payers in a number of ways too by increasing the cost (and hence tax payable) to cover services such as
· Law and order – police force and all their associated costs have to increase when crime increases
· Court costs – judges, prosecutors, defence lawyers ( for people who are unable to pay for defence when accused of a crime) and all staff, buildings and associated costs which all increase with rising crime levels
· Prison – the cost of incarceration of offenders is paid for by tax.
· Hospitalisation of victims and sometimes perpetrators of crimes – these medical expenses are often borne by the taxpayer
In addition, taxes and individuals/businesses both contribute towards drug and crime prevention and rehabilitation programmes. 


Unit 2 Question 1:III
Arson by law is classified as malicious and intentional burning of another person’s dwelling (smoke damage, staining, small burns are not sufficiently serious to be classified as arson) real burning must have occurred. The offence is concerned not only with the dwelling/property burned but also the threat to individuals inside the building. A dwelling is broadly considered as any building.
Any burning that happens during a break-in (if sufficient by the above definition) is regarded as arson, it does not matter if there was no intent to damage by burning.
In open land/woodland for burning to be classified as arson it has to be accompanied by wilful intent, accidental burning is not arson even though the damage done may still be considered a statutory offence.


Unit 2 Question 1:IV
Money laundering is broadly concerned with the disguising of assets (including money) obtained through illegitimate/criminal means and making them appear to have originated from legitimate (legal) means Money laundering, according to Forensic Accounting and Fraud Investigation for Non-Experts by Silverstone et al 2007,  can be broken into three stages:
1. Placement – this is when dirty money is first introduced into the global financial system
2. Layering – moving the cash through a series of transactions to further conceal origin and ownership
3. Integration – after the above two steps all connection with illegal activity is broken  and the criminal enterprise can now use the money in the economy for profit (which is always the goal of money laundering)
Money laundering can be accomplished in a number of ways:
· Depositing cash in overseas accounts
· Buying tangible and intangible assets with cash (from illegitimate sources)
· Transmitting money on behalf of the public – inside or outside a country
· Depositing large amounts of money into financial organisations
· Smuggling currency hordes across the border to a haven nation for deposit

Unit 2 Question 2
Embezzlement – this is committed by staff of a company it is classified as diversion of business income (assets- whether tangible or intangible) for personal use
Siphoning (taking cash before it goes in the till) is a type of crime easily committed in cash run enterprises e.g.
· Grocery stores
· Liquor stores 
· Bars
· Coin-operated machines
Other ways to embezzle in a business are
· Payroll schemes – setting up false employees (ghost employees), false wage claims e.g. benefits not entitled to, incorrect pay grade for role/qualifications, or false expense claims or embezzling tax deducted from employees and redirecting it for personal use.
· False billing – paying false invoices for personal benefit
· Kickbacks – personal gain due to, for example, using a particular supplier who then overcharges and passes a portion if the profit back to the employee responsible.
· Overtime – falsifying overtime records to receive pay for work not done
· Lapping accounts receivable (or church donations received) – stealing a payment for accounts receivable and then matching it to the payment by the following customer – this works by constantly hiding the theft by shifting it from one account to the next. 
· Cheque tampering – either writing false cheques for personal means or redirecting cheque receipts for personal gain (see lapping)

In order to be embezzlement there must also be the intention to deceive, so for example simply taking inventory or stealing without intention to deceive is classified as simply larceny (theft) and not embezzlement. However, there is no embezzlement act in the UK and the activities would be covered under the Theft Act 1968 or the Fraud Act 2006

It is considered a financial crime because it has the following 3 criteria
1. It concerns the presence of something valuable (cash/assets)
2. There is an opportunity to take something without being detected (position of trust and/or access to assets and/or weak internal controls)
3. The perpetrator is willing to commit an offence (either by desire or coercion)


Unit 2 Question 3:
Forgery is defined as deceitful making or material modification of any writing with the intention to deceive or harm another person’s rights. 
The crime of forgery involves the following 2 features
1. The signature on the document was not made by the person it is meant to be.
2. Someone made the signature illegally.
The forgery can be made with ink, pencil, typewriter, computer, carving, printing or pasting one name over another.
If the name suspected of having being forged is fictitious it still is considered a forgery. If a cash cheque has been signed with a fictitious name with the intention of committing fraud it is considered fraud. If a person shares the same name as individual and they fraudulently imitate that person in writing, it is considered fraud. A simple change or modification of signature that does not change the legal liability of either party affected by the instrument is not considered fraud.
Examples of forgery are:
· Producing false government identity documents – e.g. birth certificates, passport, drivers licence
· Forged immigration documentation
· Producing forged art work 
· Forged prescriptions
· Forged qualifications 
· Forged medical documentation
· Forged wills
· Forged stock certificates
· Changing/altering military issued documents

Offering a forged instrument with the intent to deceive is called uttering. To be guilty of uttering you need not have made (published) the forged document you simply need to present it knowing it to be false/forged intending to deceive.
You will not be guilty of fraud if you are unknowingly in possession of a fraudulent item.



Examples of uttering are:
· Depositing a fake cheque to a personal account
· Providing fake qualifications (e.g. certificate) for a job
· Travelling under a false name (forged passport)
· Presenting a false driver’s license
· Using a forged instrument in court
· Paying for goods with counterfeit notes or coins
· Presenting a false prescription for drugs
· Presenting false medical documents (e.g. for job or insurance)
Unit 2 Case Study

In order to understand and prove that the money is proceeds of crime and not savings, the forensic accountant will need some background to the alleged fraud/crime. The assessment will start with a fraud theory.
Since the police were investigating a crime and were of the opinion that the monies were the proceeds of that crime, the forensic accountant should first familiarise himself with the alleged crime to understand the possible background to the origin of the money. This step is forms part of the fraud theory. This helps the forensic accountant understand the nature of the possible fraud and how it might have been perpetrated.
Once the forensic accountant has a probable theory in mind, he has to determine a plan for the investigation to collect sufficient evidence.
The basic route for investigating according to Forensic Accounting and Fraud Investigation for Non-Experts by Silverstone et al 2007 is to identify witnesses, collect documents and to analyse and assemble them into exhibits.
· Identify witnesses - in this case the only apparent witnesses appear to be the couple in question, the police and possibly the accountant. The police should be interviewed at the beginning as stated above, the accountant should only be interviewed once the report has been carefully analysed to provide some explanation for the discrepancies (it is not clear whether the forensic accountant was able to interview the accountant). The last step in an investigation is to approach the suspect – and only once convincing evidence has been obtained against them. The defendants were approached and refused to supply evidence for the excess cash undeclared.


· Collect documents - the documents available are the accountants report – it is not clear whether this simply contains financial data e.g. assets, liabilities, income and expenditure or whether it has additional external documents such as employment contracts, tax returns and bank statements (to provide evidence of expected income and expenditure).
[bookmark: _GoBack]

· Analyse them and assemble them into exhibits  - 

In the first instance a discussion with the police officers responsible for the case should provide information concerning the possible/probable fraud type and this should serve as a basis for developing a plan to analyse the available information and to consider whether it confirms or refutes this theory.
 

The accountant’s report should be analysed in detail and the following should be looked at:

1. The claimed source of income for the couple in question and whether there is evidence to support this e.g. pay slips and bank statements.
2. The expected income for this type of business/job using one’s knowledge of the market in this/these field(s).
3. Whether there is evidence from the bank statement(s) justifying the existence of savings and evidence of the cash having been withdrawn
4. Whether the couple would have been able to save based on their historical income and expenditure.
5. The types of expenditure expected for the type(s) of work they are engaged in.
6. If it is a business they run, there are a number of ratios that can be looked at to determine whether the business appears to be operating normally for the market it is in e.g.
· Current ratio – current assets divided by current liabilities – normal businesses this will be about 2
· Quick ratio – looking at liquidity
· Inventory turnover ratio – cost of goods sold divided by average inventory
· Accounts receivable turnover ratio
· Accounts payable turnover ratio
· Debt to equity ratio
· Gross margin ratio
· Return on sales ratio – net profit divided by sales
Businesses can be used to launder money – this means putting money into the business to appear as if it from sales, in this case the sales would probably appear to be overstated compared to expenses, which is opposite to the forensic accountant’s findings (since he found expenditure exceeded income). It is not clear from the information given whether the couple were actually in business or not. 
7. The expenditure made based on the lifestyle they appear to lead – on a personal level this will look at assets owned such as cars, property, investments, holidays taken etc. Of particular importance is evidence of this expenditure in the accountant’s report and whether is accurately describes expenditure or if there are obvious omissions – unrecorded expenditure would imply there is undeclared income to pay for these expenses.                                                                                Expenditure is particularly relevant in this case as the forensic accountant concluded it was clear that their expenditure exceeded their income but they did not appear to be any worse off for it and in fact had a large sum of cash available for use in their house.
8. On a business level (if relevant) the forensic accountant will look at expected expenditure for the market they are in and whether this agrees with expected expenditure for the income received and the type of business they run and the market conditions it operates in.
9. What external accounting information is available e.g. bank statements and tax records and pay slips to support the fraud theory or refute it.
10. Considering the evidence given in accountant’s report and deciding whether the information supplied supports the accountant’s conclusion that the money in the house came from savings.


After analysing all of the above the forensic accountant came to a conclusion that expenses considerably exceeded income and hence there should not be any savings available to withdraw – consequently the cash in all likelihood, given the supporting evidence from the police investigation, was the proceeds of the crime they were investigating.
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