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The Investigative Process

Assessment 5
1. i. The difference between proactive and reactive investigations is basically the timing of when an investigation takes place.  
A proactive investigation is therefore done before a crime is committed and actions are put in place in order to prevent a crime.  The auditor or investigator begins the investigation due to information that they have discovered of possible fraudulent activity through other information they have been gathering or they have the suspicion that a fraud is being committed. 
 A reactive investigation is where the crime has already been committed and therefore reacting to the situation.  The investigator will be asked to investigate a fraud as the crime has been reported by a company.

ii. Solvability factors are differentiated between two factors weighted solvability and un-weighted solvability.  
Weighted solvability factors are separated and sorted into what elements are more solvable and more important than other elements in a fraud case.  It is a weighted system in what will give a better result of a conviction and what areas have more important information.  
Un-weighted solvability factors do not make such separations and all areas or elements of an investigation are treated as equally important.  Therefore a far greater area of investigation however some factors may not be as relevant and a lot of time could be wasted investigating things that are not going to make a great deal of difference to the case as a whole.

iii. It is important to set goals so that you have a clear outline of what you as the investigator want to achieve.  The client will have requested what result they would expect so it is important for the client and the investigators own reputation that they get the desired outcome.  They also need something to aim towards if they have no goals the investigation could become an aimless task.  
Planning is a very important part of the investigative process so that tasks get done in a timely manner and are completed efficiently.  A clear plan needs to be done so that you know what information you are going to need in order to complete the investigation and receive the information when required in order to meet the investigators time lines and clients deadlines.  If the investigator has a team of people it needs to be in the plan what is required of them and that they stick to the deadline.  The plan needs to run efficiently in order to get a conviction quickly and that things don’t drag on for not only the investigator but for the client so that they recommend you for other jobs.  Also if tasks overrun it starts to incur costs and takes up time that could be used doing other tasks.  There should be a contingency plan built into the plan in order to tackle any issues that had not been thought about at the start but do not impact the overall investigation.

iv. The main goal of investigative planning is to get criminal action brought against the staff member committing the fraud and reaching the clients goal.  The goals are to make the plan more manageable and to assist in communicating goals and information to the team working on the investigation.  Another goal is if the investigator requires a team of experts they need proper training and a clear understanding of what is required of them and what end result is required from the client.  A goal that is of great importance is making sure that everything is done in a timely manner, so that the investigation can run smoothly.  The investigator needs to stress to the client whether the result is obtainable or come to an acceptable outcome.  An obtainable result is what result can be expected so it important that the client does not have higher expectations so will be disappointed in the result the investigator achieves.  An acceptable outcome is an outcome that the client is happy with and that is achievable by the investigator, as sometimes the client has higher expectations that are actually achievable.  

v. Planning an investigation is a way of making sure that the investigation is done in an effective, efficient manner.  It is to make sure all possible scenarios are covered so that there will be no surprises in the investigation that cannot be covered.  The plan needs to have a contingency in case things do go wrong and another line of inquiry needs to be followed.  
The first stage of the plan is to make sure the investigator has a sound background of the company.  This includes the market they are in, the employees who work there and the sort of financial results they usually achieve. 
The next step is understanding the case that the investigator is investigating e.g. who is involved, what sort of fraud is it, who has access to what systems and who does what roles in the company.
Financial planning is important to make sure the money is there in case experts need to be employed and there is spare cash in case something goes wrong and extra work is needed to be done. They also need to stay within their budget and costs should be kept to a minimum so that it does not work out to be costly for the client, this may mean they do not recommend the investigator for other jobs as they are too expensive.
The investigator needs to make sure they have enough staff to take on the investigation and staff with the relevant skills.  If they do need people with expertise in specific areas it is important to hire them early so that no time is wasted in the investigation.
Finally technical planning is required that the investigator has access to the latest technology or software required to help with the investigation.  The more technology the investigator has the quicker the investigation, as they are a faster way of getting information and technology is so advanced nowadays that you can get what you need at the touch of a button.  Also the investigator needs to know they have the funds to invest in this technology and that their current technology is compatible with any new future purchases.

vi. The three main areas of intelligence gathering are surveillance, database searches and trash collection.
Surveillance of the possible suspect is watching the person to get an idea of their habits, lifestyle and acquaintances.  This could be through actually following the person on their day to day life, so you could see where they live, is their house in an affluent area, do they drive an expensive car or own other large expensive assets.  Another option would be to set up CCTV cameras, this would be particularly useful for someone who worked in a shop and was stealing from the till, cameras can be set up over tills and can be constantly watched by security guards.  Tapping a suspects phone to trace calls to see who they deal with and what sort of transactions are discussed.  However with all surveillance the investigator needs to be careful not to go beyond privacy laws.
Databases are available to search a suspects actions e.g. their spending habits so bank statements or credit card statements.  Experian can also be used to check out someone’s credit history and see savings accounts etc.  Databases are also available to look at people’s tax returns to see that they are following tax laws and land registry to see what property people own.  Some databases are free and information is freely available on the internet however some information needs to be paid for and only people from the legal profession or law enforcement may only be allowed access to this.
The final area of intelligence gathering is trash collection this is actually looking through a suspect’s rubbish.  As not everyone is security conscience and shreds or disposes of bank statements, bills etc. safely, the investigator can find such information in their dustbin.  Again privacy laws come into play and this cannot be done on the person’s premises as this is classed as trespass, so it would need to be done once bins are off the person’s property.  

2. a)  Private databases hold private information about a person and in order to use them and retrieve the information the user has to pay a fee.  An example of a private database is Experian this holds credit information about a person.  It will show bank accounts, credit cards, mortgages and loans, it will give a credit score which will indicate how credit worthy the individual is.  Banks and credit card companies will have databases that show customers financial positions and for credit cards in particular a customer’s spending habits.  It will give an indication into risk, if they have a lot of debt it would suggest they are not worried about paying back this money.
b) Public databases are databases that again hold information about a person but are generally government owned.  They hold private information but are usually only accessible by police officers, legal persons or forensic accountants, those who are doing criminal investigations.  If an investigator wants to find out if the person they are investigating has property they could go to the Land Registry who can give them details of property or land owned by an individual.  If the investigator wanted to check salaries or that an individual had paid the correct tax into the system the investigator could use databases of HMRC.  Public databases are usually free but have far more complex systems as they will hold a lot of information.  The investigator may have to dig deeper into the system to find the information they require and it may take them longer as they are systems they are unfamiliar with.  The internet is another source of free databases and information widely available to anyone.  The investigator could simply put the information they require into a search engine e.g. Google and links will come up with relevant information for your search.  A lot of companies also have websites with information about employees, directors, executives, turnover, sites etc. so this can also assist the investigator when researching a client or company.

3. Financial crime investigations generally have higher volumes of evidence than non-financial crime due to the amount of financial reports that can be produced.  The investigator will need as much information as possible in order to get a secure conviction so this will mean looking at a lot of reports.  Most companies prepare month end accounts so as well as producing a profit and loss account and balance sheet many companies have their own month end reports that directors like to see.  This gives them the information with which they base futures decisions on and so they can see the full picture of the business.  Therefore an investigator would also need these to see if there are any irregularities.  As many fraudsters are educated people they will know how to hide transactions so the investigator may have to drill deeper down therefore requiring more reports and information.  They may create false accounts so again these accounts need to be investigated in order to catch the offender.  
Most companies have more than one system, as well as Excel and Word so reports from all these systems will then produce more evidence.  Also companies can change the way they report or amend their reports so the investigator will need to possibly compare old and new reports again creating more evidence.    
Those employed within finance have to follow accounting rules and procedures e.g. FRS’s (Financial Reporting Standards) and SSAP’s (Statements of Standard Accounting Practice).  If these change it means reports may have to be redone in order to follow procedures therefore more new reports for the investigator to examine.

Case Study

1. The pub owners accounting system may not have been set up properly, as the pub owner probably does not have an accounting background. Accounts may not be set up properly and VAT codes not set up properly on the system.  The pub owner may not have trained Byron properly therefore with his lack of book keeping knowledge may have accidentally wrongly posted invoices or posted them to the wrong accounts.  Byron may not have been sure where to post some invoices and instead of asking or leaving them until the owner was there he is posted them incorrectly.  Byron could have posted the invoices using the gross amount not the net amount and he may have not posted VAT to the right account or the pub owner may not have set up a separate VAT account.  There could be a lack of controls in the system therefore it allows the user to post things incorrectly without throwing up an error message.   There may also be a lack of passwords into the systems allowing anyone to use them.  Someone else may have used the accounting system unbeknown to Byron and perhaps done fraudulent transactions and there would be no way of tracing them.  Things could have got on top of Byron being new to the pub managers role and he’s trained another member of staff to use the accounting system but with his limited knowledge the training has been inadequate and they have made mistakes.

2. Possible causes of the shortfall could be that if Byron has not understood the system or invoices properly he may have posted the invoices using the net amount instead of the gross amount so obviously a lower value in the system.  Also when Byron has cashed up he has noted down the wrong value for example the till could have contained a £200 float and that day the till could have taken £1000 therefore a total of £1200.  Byron has recorded £1200 in the books but only banked the £1000 as the £200 float therefore it looks like the pub has lost £200 but the £200 should not have been included in the daily accounts as this was the float.  Another possible short fall could be if invoices have included discounts and Byron has posted the invoice using the wrong line so entered the total value instead of the discounted value therefore again it looks like there is a shortfall when in actual fact the invoice has simply been posted at greater value than it is for.  Another possibility could be that another member of the bar staff has been stealing cash from the till so the till roll will not match with what is in the till. 
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