[image: BOLC_Logo]                                                                  
   Assignment Cover Sheet





	Student Name:
	Leonard Felix Johnny

	Student Number:
	5336

	Course:
	Diploma in Forensic Accounting

	Assignment NO:
	2



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. 
	
1. Give short answers for the following questions: (8)
i. In what way do the effects of crime influence economy?

Crime can affect the economy by discouraging domestic and foreign direct investments, reducing firms' competitiveness, and creating uncertainty and inefficiency which cause reallocation of resources. Also, losses to both victims and non-victims of crime can come in the form of increased security expenses which include stronger locks, extra lighting, parking in more expensive secure lots, security alarms for homes and cars, and maintaining guard dogs.

Studies by the Inter-American Development Bank (IDB), the University of the West Indies and others have showed that crime is having a negative effect on social development by diverting limited resources away from health and education to security, the control of crime and the provision of facilities necessary for the administration of justice.

The increase levels of crime in the Caribbean have eroded confidence among investors, and have reduced international competitiveness by introducing much higher costs in the form of additional security or transactional costs (Jessop, 2013). It also causes capital flight, the loss of those with skills or education who prefer to work in a more certain environment, and changes for the worse in the perception of a nation’s investment climate (Jessop, 2013).

Crime serves as an important catalyst for change in the socio-economic composition of communities (Tita, Petras and Greenbaum 2006). The effects crime has on the local property value is one of those catalyst effects. Tita, Petras and Greenbaum (2006), indicate that a high crime rate in a community affects the prices of housing in that community. Also crime and fear of crime increase physical and psychological isolation or withdrawal from the community for many residents which creates a weakening of informal social control mechanisms which normally act as a restraint against anti-social behaviour. This accelerates a decline in the organizational life and mobilization capacity of the neighbourhood, as businesses conditions continue to deteriorate this leads to further disorder and crime. Consequently, the community will be left with a high concentration of unemployable public service consumers who are excluded from economic and social developments in the mainstream of society.

In conclusion, crime has a tremendous effect on the economy. Its effects are felt in many sectors of the economy.
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ii. How does crime costs the economy and tax payers?
According to Scott Erickson, crime affects the economy by placing a financial burden on taxpayers and governments because of increased needs for police, courts and corrections facilities, as well as intangible costs which include psychological trauma and reduced quality of life for crime victims.
These costs include lost opportunities for victims and lost earnings by those serving time for criminal activity. Anderson estimates that each incarcerated person represents a productivity loss of $23,000. His study also estimates asset transfers due to crime at a half-trillion dollars. Asset transfers result from crimes such as insurance fraud, theft and graft. Anderson also estimates a $200 billion cost for the criminal justice system. This includes costs for local, state and federal law enforcement, courts and prisons.
Crime generates substantial costs to society at individual, community, and national levels. In the United States, more than 23 million criminal offenses were committed in 2007, resulting in approximately $15 billion in economic losses to the victims and $179 billion in government expenditures on police protection, judicial and legal activities, and corrections (U.S. Department of Justice, 2004a, 2007a, 2008).

Crime leads to material and immaterial costs for those who have become victimised and also forces local and national authorities to spend billions on the prevention of crime and the detection, prosecution and punishment of criminals. For the Netherlands, for example, the costs of crime in the Netherlands are estimated to be 20.2 billion euro in 2005, which is approximately 4.1 percent of the GDP. Also, the British Home office researchers Brand and Price (2000) estimate the costs of crime to be between £35 and £60 billion per year for England and Wales.

The cost of crime on the economy and tax-payers is very high and comes in many forms. Crime causes certain sectors of the economy to remain under-developed whilst all the attending is placed on other sectors including prisons and police organisations.
Reference
Brand, S. and R. Price. 2000. The economic and social costs of crime. Home Office Research Study 217.
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iii. What is ‘Arson’?
Arson is defined according to law as the malicious and intentional burning of another person’s dwelling.  Arson is not only concerned with the resulting damage to the property but also with the threat to which the occupants were exposed to, due to this action. A dwelling in this case can be broadly defined as any building.

For the burning of a dwelling to be categorized as arson, the burning has to be done maliciously or wilfully. Therefore, an individual who burns a dwelling while committing an offence such as a break-in is guilty of arson irrespective of the absence of any intent to start the fire or damage the house. However, slight burns, smoke damage, or staining of the building without any disfiguring, destruction or actual burning are insufficiently serious to be called a crime of arson
Arson is also defined as the act of intentionally and maliciously destroying or damaging property through the use of fire. Within this definition there are four core elements which are as follows:
1. The lighting of fire: - fire is the fundamental element of arson; if there is no fire lit, there is no arson (some legal definitions also include lighting explosives); 
2. Intention or wilfulness: - excludes fires started by natural causes or accidents; 
3. Malice: - excludes fires started intentionally with positive or legitimate intent; and 
4. Property: - there must be some kind of property or object that is burned.
According to the above definition, there are many types of arson, including setting fire to one's property with fraudulent intent for example, to collect insurance money. While most arson crimes involve damage to buildings, arson can also be committed by a person who sets fire to forest, land or a boat.
References
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iv. What is money laundering? Point out some activities which could encompass
money laundering.

Money laundering is the process of transforming the profits of crime and corruption into supposedly legitimate assets. It is the process of creating the appearance that large amounts of money obtained from serious crimes, such as drug trafficking or terrorist activity, originated from a legitimate source. An example is where a drug trafficking organisation funnels their illegally obtained cash through a cash-based business thereby, slightly inflating the daily sales. 

There are three steps involved in the process of laundering money which are placement, layering, and integration. 
1. Placement refers to the act of introducing “dirty money" (money obtained through illegitimate or criminal means) into the financial system in some way, 
2. Layering is the act of concealing the source of that money by way of a series of complex transactions and bookkeeping gymnastics, 
3. Integration refers to the act of acquiring that money in purportedly legitimate means.

Money laundering can take several forms, some of which are as follows:
Structuring: Often known as smurfing, this is a method of placement whereby cash is broken into smaller deposits of money, used to defeat suspicion of money laundering and to avoid anti-money laundering reporting requirements.
Bulk cash smuggling: This involves physically smuggling cash to another jurisdiction and depositing it in a financial institution, such as an offshore bank, with greater bank secrecy or less rigorous money laundering enforcement.
Cash-intensive businesses: This is where a business typically expected to receive a large proportion of its revenue as cash uses its accounts to deposit criminally derived cash. Such enterprises often operate openly and in doing so generate cash revenue from incidental legitimate business in addition to the illicit cash. 
Trade-based laundering: This involves under or overvaluing invoices to disguise the movement of money. 
Shell companies and trusts: Trusts and shell companies disguise the true owner of money. Trusts and corporate vehicles, depending on the jurisdiction, need not disclose their true, beneficial, owner. Sometimes referred to by the slang term rathole though that term usually refers to a person acting as the fictitious owner rather a business entity. 
Round-tripping: Here, money is deposited in a controlled foreign corporation offshore, preferably in a tax haven where minimal records are kept, and then shipped back as a foreign direct investment, exempt from taxation. 
Bank capture: In this case, money launderers or criminals buy a controlling interest in a bank, preferably in a jurisdiction with weak money laundering controls, and then move money through the bank without scrutiny.
References
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2. What do you understand by the term ‘embezzlement’? Why it is considered a
financial crime? (7)

Embezzlement is the act of withholding assets for the purpose of conversion (theft) of such assets, by one or more persons to whom the assets were entrusted, either to be held or to be used for specific purposes. Embezzlement usually is a premeditated crime performed methodically, with the embezzler taking precautions to conceal his or her activities of the criminal conversion of the property of another person. This is because the embezzlement is occurring without the knowledge or the consent of the affected person. It often involves the trusted individual embezzling only a small proportion or fraction of the total of the funds or resources he or she receives or controls in an attempt to minimize the risk of the detection of the misallocation of the funds or resources.

The criminal elements common to embezzlement are as follows: 
(1) the property must belong to a person other than the accused, such as an employer or principal, 
(2) the property must be converted subsequent to the defendant's original and lawful possession of it, 
(3) the defendant must be in a position of trust, so that the property is held by him or her pursuant to some fiduciary duty, 
(4) the defendant must have an intent to defraud the owner at the time of the conversion. 
The principal or employer must be the owner of the property embezzled by an agent or employee at the time the offense is committed. 

Embezzlement is referred to as a financial crime because it fits the definition of a financial crime. A financial crime is defined by Einstein Law, Inc. (2015), as any non-violent offense that is committed by or against an individual or corporation and results in a financial loss. And Embezzlement is defined as the act of withholding assets for the purpose of conversion of such assets, by one or more persons to whom the assets were entrusted, either to be held or to be used for specific purposes.Therefore, based on the definition of embezzlement, one can safely state that it’s a non-violent offense which is committed by or against an individual or corporation which results in a financial loss. Furthermore, Einstein Law, Inc. (2015) supports this notion when it referred to embezzlement as a financial crime.
Examples for embezzlement which can be seen as financial crimes are:
1. As case where a lawyer embezzled funds from the trust accounts of his or her clients 
2. Where a financial advisor embezzled the funds of investors;  
3. A case where a husband or a wife might embezzle funds from a bank account jointly held with the spouse.

References
Einstein Law, Inc. 2015. Financial Crime. Einstein Law, Inc.
Accessed on 21/1/2017
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3. What is forgery? And what is the difference between forgery and uttering?
Forgery involves the making, altering, use, or possession of a false writing in order to commit a fraud. Forgery can be committed in several ways, from signing another person's name on a check to falsifying one's own academic transcript. When the subject of forgery is currency, it is also called or referred to as counterfeiting.
For one to be found guilty of the offence of forgery, the prosecution must prove several elements, or factors which include:
Making, altering, using, or possessing: The first element of forgery is that a person must make, alter, use, or possess a false writing. When they think of forgery, many people think only of making false writings, such as forging letters or certificates, but altering an existing writing may also be forgery if the alteration is "material," or affects a legal right. 
A false writing: To serve as the basis for forgery charges in the writing in question must have both legal significance and must be false.
The writing must have apparent legal significance: In order to be punishable as forgery, the writing in question must have apparent legal significance. This includes government-issued documents such as drivers' licenses, transactional documents such as deeds, conveyances, and receipts, financial instruments such as currencies, checks, or stock certificates etc.
The writing must be false: To be considered false, the writing itself must be fabricated or materially altered so that it purports to be or represent something that it is actually not. 
With the intent to defraud: In order to be guilty of forgery, the defendant must have intended to defraud someone or some entity, such as a government agency (though the fraud need not have been completed). This element prevents people who possess or sign fraudulent documents, without knowing that the documents are false, from being subject to criminal liability.
The crime of uttering is committed when someone, with intent to defraud, knowingly sells, publishes, attempts to sell, passes or utters a forged, falsely made, altered or counterfeited obligation, document or security.
The distinction between the crimes of uttering and forgery is that forgery is the creation of a false document, while uttering refers to the act of knowingly using that forged document. An individual only needs to knowingly pass on or use a forged document made by someone else to be guilty of uttering. Therefore, in a nutshell, forgery is the making of a false document, and uttering is the passing of that false document off as real. For example, if a person writes a check from someone else’s account without their permission, and then cash it, this is forgery and uttering. Writing of the check is amounts to forgery, and cashing it results in the crime of uttering.
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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. The forensic accountant was instructed 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?

(a) Based on the above case, I think that the forensic accountant had accessed to the following to documents to know the actual facts about the monies.

1. The couples’ bank accounts:  To find out about their savings and withdrawals patterns to establish how much they save and withdraw. For example, how often and how much they save and withdraw, whether it on a weekly, monthly basic or otherwise. 

2. Their sources of income: to establish where do they receive their earning. Whether it is from their wages for work they performed, revenue from their legitimate business and so on.

3. Their expenses: To establish how much money they spend on payment of bills, including utility bills, food, loans financing, transportation expenses, education, insurance payments, properties and other items purchased, etc. and,
 
4. The amount of cash that was found in the couple house by the police. To ascertain where it totaled to the amount of monies which they claimed were withdrawn from their bank account.

Access to the above documents would have helped the forensic accountant to come up with the actual facts about the monies found in the house by the police.

(b) The forensic accountant was able to establish that the husband and wife must have had access to unidentified sources of income because after accessing analysing the above documents, the forensic accountant will be in a good position to know the amount of monies that the couple would have earned through legitimate means, the amount that they spent and also saved. Therefore, he findings would have revealed that the couple’s earnings are more than what they should have earned legitimately which would have suggested that they have access to unidentified sources of income. 
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