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	Assessment 2                   Total Marks: 30
1. Give short answers for the following questions: (8)
I. In what way do the effects of crime influence economy?

The harm caused by crime has a significant impact on society which results into drawbacks for the economy. Crime has negatively impact on the economic performance through several channels: crime discourages the investments, reduces the competitiveness of the firms, and reallocates the resources creating uncertainty and inefficiency.

Criminal activity acts like a tax on the entire economy: it discourages domestic and foreign direct investments; it reduces firms' competitiveness, and reallocates resources creating uncertainty and inefficiency. Crimes not only leads to financial or physical damage and prevention costs, but also indirectly influence the local/ regional and national economy of a country, as well as has secondary effects on business.

On a macro-economic level crime influences: (i) economic growth ;( ii) income; (iii) labour force participation; (iv) income spent on security measures; and (v) reallocation of resources creating uncertainty and inefficiency. On a more local and regional level, could be defined the following types of impact: (i) business impact (crime reduces competitiveness of companies and investments) (ii) tourism impact, (iii) impact on quality of life/social capital and (iv) impact on property value. Further examples of secondary economic effects of crime on business are: negative publicity for manager and company, bad reputation, loss of investor confidence, loss of capital, criminal investigation and financial penalties

Money laundering as a specific criminal activity also has a big impact on the economy and society of a country. Reinvesting revenues from illegal activities and illicit markets into assets and the legal economy enables criminal organizations to launder proceeds of crime, diversify their activities, increase their funding sources, and exercise control over the territory at different levels. The negative consequences of money laundering, for governments and the society at large, are vast: the licit economy is infiltrated by criminal groups and competition is distorted. Furthermore, money laundering makes it difficult to separate the legal from the illegal economy.

The impact of crime on the economy is substantial because it generates great tangible and intangible costs to society at different levels, from individual to the national one. The amount of money lost due crime presents a great economic loss to an economy, which otherwise could have been used in other perspectives, thus it seems reasonable to assume that crime has a negative impact on the economic growth of a country.

II. How does crime costs the economy and tax payers?

The damage caused by crime has a significant negative impact on society welfare, which can lead to serious impediments for the creation and maintenance of a developed and well-functioning economy. It imposes large costs to private and public sectors which have a negative impact on personal physical condition of an individual, as well as on the welfare of the society as a whole. 

The impact of crime on the economy is substantial, because it generates great costs to society at different levels, from individual to the national one. "In the United States, in 2007, there have been more than 23 million crimes committed which resulted in economic losses of nearly 15 billion US dollars to the victims and 179 billion US dollars in government expenditures on legal and judicial activities, police protection and corrections" (McCollister et al., 2010).[footnoteRef:1]  [1:  McCollister et al. (2010). The cost of crime to society: New crime-specific estimates for policy. www.elsevier.com/locate/drugalcdep, 98-109.] 


In general, there are two types of methods to further categorise the costs of crime: 
The first way is by defining the subject who bears the effects (victims, potential victims, society etc.). From an economic point of view, criminal offences can be aimed against: (i) individuals/households; (ii) the commercial sector/companies; (iii) the public sector/society. Considerable costs are incurred in relation to crime. 

A second approach of categorising is by breaking down the costs in relation to individual incidents. This way, the costs of crime are categorised as: 
In anticipation of crime people, companies and public organisations invest time and money in precaution measures to avoid crime such as locks, alarm prevention programs and surveillance; Law enforcement include costs in training and maintaining police department, their equipment, buildings and staff; Community developed programmes for preventing the occurrence of crime and are supported by the tax money of paid by the local community. As a consequence of crime, there is loss of property, medical and health care costs, the costs of victim support  , etc.;  In response to crime, finally, the public authorities spend public resources on policing, prosecution, court proceeding, sanctions, drag rehabilitation and prevention, hospitalisation, etc. These effects are also referred to as fiscal effects. 

From the point of companies or entrepreneurs corruption as on of criminal activity, corruption increase costs and product price for final consumers, because of amount for the bribe. Of course, if the amount for the bribe is higher, than the total company costs are higher, as well as, profit and profit margin are lower.  That is direct effect on company costs, actually effect on    the entire business of the companies. 


III. What is ‘Arson’?
Arson is usually defined as the intentional burning of another person’s home or property. The definition of the crime is expanded to include the burning of one’s own property if done for an improper purpose. Some acts of arson are motivated by attempts to collect money through false homeowner’s insurance claims. Arson refers to an intentional fire set in a home, house of worship, vehicle, or occupied building. Also, arson includes the intentional burning of someone’s personal property. 

Some people burn their buildings, vehicles, boats down and hope a quick insurance payday will bail them out. Short on cash and anxious to unload an unwanted home or business, desperate property owners can do desperate things.   One example of arson for business related, motivated fraud is the setting of a fire to limit or eliminate competition. 

Arson for profit affects everyone through the loss of life, increased insurance premiums and related expenses for the fire and law enforcement professionals. Arson for profit can only be curtailed by a collaborative effort and cooperation of fire investigators, law enforcement, insurance professionals and the legal system.

The investigation of arson-for profit scheme is very similar to many other white collar crime investigations. Understanding the motive of the arsonist is extremely important if the investigation is to be successful.  Motives can be different:
A. Financial Stress as the Primary Cause. The homeowner or business owner who decides to arrange an arson fraud may do so out of submission to financial stress.
B. Purely Fraud Schemes as the Primary Motive. These types of arson-fraud schemes result from the planning and plotting of professional fraud schemers and their associates. It occurs, for example, in order to obtaining a variety of federal and state loan and loan insurance programs available for housing rehabilitation or   when planned bankruptcy. 
C. Arson Generated by Third Parties. This type of scheme is motivated by someone who seeks to create a business monopoly or at least to maintain a competitive edge.  The most common form is elimination of Business Competition. 

IV. What is money laundering? Point out some activities which could encompass money laundering. 

Money Laundering is the process of taking ‘dirty’ funds and converting it into ‘clean’ funds. ‘Dirty funds’ are criminally-derived proceeds which are then converted into other assets so that they can be reintroduced into legitimate commerce in order to conceal their true origin or ownership – ‘clean funds’. There are three stages involved in money laundering: placement, layering and integration.

Placement is the first stage in money laundering where the cash proceeds of criminal activity enter into the financial system. This is most critical stage for any money launderer as the criminal can effectively mask his ‘dirty’ funds by commingling his ‘clean’ funds and create an aura of legitimacy. There are many ways in which that could be achieved: 
(i) One way is that the cash was obtained through criminal activity is paid to bank accounts, usually under the pretext of some regular activity where payment is usually made in cash, such as for example restaurants, commission, boutiques,  etc. If cash is mixed with legitimate business income, the possibility of tracing "dirty" money is reduced; 
(ii) Another possibility is the establishment of false or “phantom” companies that do not operate but serves only to taking "dirty money". Furthermore, large sums of money can be ground and pass to accounts in amounts less than the legal census, or the amounts that are not suspicious and are not subject to notification to the competent authorities. Money can be moved in cash to countries that do not have strong systems to prevent money laundering and to take into accounts at banks and other financial institutions. The public is well-known concept of money transfers in the "suitcases"; 
(iii)  The purchase of assets with cash is a classic money laundering method. The major purpose is to change the form of the proceeds from conspicuous bulk cash to some equally valuable but less conspicuous form.

Layering is the second stage in money laundering where attempts are made to
distance the money from its illegal source through layers of financial transactions. The purpose of this stage is to make it more difficult to detect and uncover a laundering activity. It is meant to make the trailing of illegal proceeds difficult for the law enforcement agencies. The known methods are: (i)  Sending funds to different onshore and offshore bank accounts; (ii) Creating complex financial transactions; (iii) Loans and borrowing against financial and non-financial assets; (iv) Letters of credit, Bank Guarantees, Financial instruments, etc. ; (v) Investments and investment schemes ; (vi) Insurance products.
	 
Integration is the third stage of money laundering. This stage involves the re-introduction of the illegal proceeds into legitimate commerce by providing a legitimate-appearing explanation for the funds. Examples of Integration include: (i) Buying businesses; (ii) Investing in luxury goods; (iii) Buying commercial property and (iv) Buying residential property.
Leasing of real estate is completely legitimate job and the income that is realized in this way will not be suspicious. This money can be invested in companies that are in difficulty which then continue to operate and dividends and directors' salaries that are paid to take the form of legal income. Once the money comes in this stage, it is very difficult, if not impossible to detect its illegal origin.

2. What do you understand by the term ‘Embezzlement’? Why it is considered a financial crime? (7)

Embezzlement is the act of dishonestly appropriating or secreting assets, usually financial in nature, by one more individuals to whom such assets have been entrusted. Embezzlement is considered a white-collar crime. White-collar crimes are non-violent criminal acts committed for financial personal gain at the expense of another, generally in a business or other professional setting. Embezzlement occurs when a person who is trusted by a business misappropriates money or items for their financial benefit.

Embezzlement is different from theft or larceny because the embezzler legally assumes possession of the property in question. The problem ensues because the use of the property was not legally made. An embezzler has a relationship with the victim that places them in a position of trust; therefore, they are given access to financial records, receipts, payments, inventories or other things of value to the business in the course of their employment.

There are four elements that must be proven to get a conviction in an embezzlement case. First, a fiduciary relationship must be established between the accused and the victim. Secondly, this relationship must be the basis for the accused to have access to and possession of the property in question. Next, it must be proved that the accused illegally assumed rights to the property. Finally, it must be proven that the actions by the accused were intentional.

In order for embezzlement to be fraudulent, the defendant must wilfully and without the claim of right or mistake, convert the property to his or her own use. If the defendant had lawful possession, the crime is embezzlement. If the defendant merely had custody, the crime is then considered larceny. The distinction between the two can be extremely difficult to determine.

Embezzlement can involve falsification of records in order to hide the activity which is occurring. Embezzlers commonly take out small amounts continuously over a long period of time. Another method is to create a false vendor and supply false bills to the company being embezzled so the checks look to be legitimate.


3. What is forgery? And what is the difference between forgery and uttering? (7)

Forgery, which is considered a white-collar crime, is a non-violent crime committed for financial gain or deceit. First and foremost, forgery is writing.  To constitute forgery, such writing must have some legal effect. In other words, if one were to copy another's signature on a blank piece of paper simply for the pleasure of doing so that would not constitute a forgery. That action becomes a crime when the action is done "to the prejudice of another's right."
Forgery can include signing another person's name to a check, creating false contracts, altering identification documents or falsifying business records. It must be done with the intention to cheat a person, company or organization out of money, goods, services or information to be used for the personal gain of the forger. The document or object forged must have some legal significance to be considered a criminal forgery, and must look authentic enough to fool a reasonable person. For example, signing another person's name to a letter that has no legal significance is not forgery, but altering a person's last will and testament to establish your inheritance would be forgery.

Specific examples of uttering are: (i) Presenting a fake licence as evidence to receive compensation; (ii) Obtaining certification on forged will; (iii) Delivering a forged note to pay debt; (iv) Using a forged instrument in court; (v) Depositing a fake cheque to a personal accountant. 

Uttering, on the other hand, does not require that the defendant write anything at all. On the contrary, uttering is the assertion by word or action that a writing known by the presenter to be forged is valid. Essentially, the presentation to another of a document known to contain a forgery would constitute uttering. Even though these offences seem very similar, they are separate and distinct, and can be charged separately.

In a nutshell, forgery is making the false document, and uttering is passing it off as real. If you write a check from someone else’s account without their permission, and then cash it, that is forgery and uttering. Writing the check is forgery, cashing it is uttering. Both crimes are serious and both carry potential jail sentences.








Case Study (8)

As part of an ongoing investigation the police raided a house and found a large quantity of cash. The occupants of the house claimed that the monies were savings which they had recently withdrawn from their bank accounts. The police suspected that the funds were the proceeds of the crime that they were investigating and made an application to confiscate the funds.

The defendants’ solicitors obtained accountant’s report which concluded that the monies had indeed come from legitimate savings. Forensic Accountant was instructed by the police to review that report’s findings. He was able to show that the couple had spent considerably more cash than apparently received and concluded that the husband and wife must have had access to unidentified sources of income. The couple refused to provide an explanation for the unidentified income so the Court granted the application to confiscate the monies discovered by the police.
Question
Based on the above case what do you think that the forensic accountant would have assessed to get to know the actual facts about the monies? And how he was able to conclude that the husband and wife must have had access to unidentified sources of income?
_________________________________________________________________________

In searching for hidden assets, one of the early steps for forensic accountant is to build a personal profile.   The personal profile consists of two parts:
A.  The financial profile is essentially a financial statement with some modifications and additions. It shows what the subject earns, owns, owes, and spends at any given point, or over a period of time; it reflects the subject’s income, expenses, assets, and liabilities. That is, it shows the subject’s financial condition. The subject’s financial profile contains financial information that can identify inappropriate activity. The numbers in a subject’s financial profile will indicate where the subject’s money is coming from (income) and where it is going (expenses); 
B.  The behavioural profile reveals his lifestyle habits—what is important to him that would cause the fraudster to turn to accumulating illicit income. The personal profile will be used later in financial analysis to identify non-reported sources of income.

There are several sources that the forensic accountant can use to demonstrate a subject’s financial standing and profile under the direct approach, but some common sources include: (i) Documents from financial service providers (e.g., accountants or bankers); (ii) Tax records; (iii) Accounting reports; (iv) Financial statements; (v) Bank account records; (vi) Payroll records; (vii) Credit reports; (vii) Mortgage and loan files; (viii) Credit card records.

 A. Financial profile 
To prepare the financial profile, forensic accountant should take these steps: 
Step 1: Identify assets 
First, identify all significant individual and business assets held by the suspect : Cash in hand in the subject’s possession , (i.e., cash on hand that is on the subject’s person, in the subject’s residence or another place, in a nominee’s hands, or in a safe deposit box). Thus, in addition to cash on hand, assets include checking accounts, savings accounts, certificates of deposit, stocks, bonds, mutual funds, real property (residence and other property), vehicles, boats, aircraft, life insurance policies, annuities, business interests, and substantial personal property. 
Step 2: Identify significant liabilities 
Second, identify all of the subject’s significant liabilities. A liability is an obligation or debt arising from an oral or written promise to pay and includes mortgages, loans, credit card debt, installment loan payments, and other debts.
Step 3: Identify income sources 
Third, identify all of the subject’s income sources during the relevant time period. Income includes money, or other things of value, received in exchange for services or goods and income sources include: salary , spouse’s income, Investment and interest income , sale of securities , loan proceeds , side income (e.g., consulting fees) ,  financial gifts (e.g., money, property) 
Step 4: Identify expenses 
Fourth, identify all significant expenses incurred by the subject during the relevant period. Expenses include the following items: living expenses , travel and entertainment , hobbies and collectibles, alimony 
Step 5: Calculate the subject Net worth 
Once the forensic accountant  has identified the subject’s assets, liabilities, income, and expenses and assigned them values, he can calculate the subject’s net worth—the difference between a person’s assets and liabilities at a particular point in time. This step will be very important for forensic accountant to conclude that the husband and wife must have had access to unidentified sources of income. 
Given that the above analysis estimate income from unknown sources  indirectly and provide evidence, the forensic accountant needs to be prepared for typical defense raised by targets. Some of them could be:
1. -The estimated cash from unknown sources was accumulated in prior period;
2. -The estimate cash from unknown sources was obtained by gift or inheritance;
3. -The estimated cash were lottery winnings;
4. -The estimated cash were loan proceeds.

B. The Behavioral Profile 
Situational factors can affect the reliability of a financial profile, and there might be gaps in information, but such factors and gaps can be identified and filled in through preparing the behavioral profile. Information for the behavioral profile is gathered from interviews and observation of lifestyle and habits, as well as from documentary sources. 

The behavioral profile contains information about the suspect’s personal characteristics (e.g., carries large amounts of cash, wears expensive clothes, or has club memberships), home and furnishings, automobiles, and leisure activities. 

The behavioral profile compliments the financial profile. While the financial profile works best for large transactions, the behavioral profile is best at identifying smaller activities and smaller currency transactions. Additionally, information gathered for the behavioral profile might provide insight into the subject’s motive for the crime.
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