[image: image1.png]ﬁ
o R



                                                                  

	Student Name:
	Joshua Sandy

	Student Number:
	1481

	Course:
	Diploma in Forensic Accounting

	Assignment NO:
	3


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:
I. You are an investigative officer, how would you differentiate between the high and low level thieves?
The follow are the general distinctions between low and high level criminals which an investigating officer can use to differentiate both:

High level:

· High level managers and employees

· Ability to override and bypass internal company controls

· Steals large sums of money

· High level of education

· Higher income earners

· long-term employees of the organization 
· people aged over 60
· People who have never been subject to criminal charges.

· people with good educational backgrounds, i.e. the higher the level of education, the bigger the fraud, 
· people working in collusion with other perpetrators, and 
· People who have never been subject to criminal charges.
Low level:

· Lower level employees

· Generally not in a position to override or bypass controls 

· Fraud generally involves smaller sums of money but are more frequent

· Low income earners

· Long-term employees of the organization
· Males or females (gender is not a factor), 
· Those aged 41 - 50, 
· Those with high school education, 
· Those working alone rather than in groups, 
· Those who have not been subject to any criminal charges.

II. Give the profile of a typical criminal who commits more expensive fraud.
Studies have shown that white Collar crimes are the most costly on both firms and the economy. The typical characteristics of a white collar criminal are as follows:

a. Is at least 30 years of age or older

b. Is more likely to be male(55%) than female(45%)

c. Maintains the appearance of having a stable family.

d. Has above-average education.

e. Is less likely to possess a criminal record.

f. Is psychologically healthy.

g. Holds a position of trust in the organization.

h. Has detailed knowledge of accounting systems and the loopholes in them.

i. Has prior accounting experience
III. Define the term ‘calculating criminals’.
Calculating criminals tend to possess above-average intelligence, are well educated and tend to be repeat offenders. They are the kind of criminals who are generally known as predators. These types of criminals are risk-takers and lack empathy or anxiety. They usually start their criminal activities later in life than other types of criminals. According to a 1993 study on Wall Street insider trading scandals,

conducted by a team of psychologists, the willingness of such criminals to commit crimes derives from

“an external locus of control”, which means that they lack self-esteem and confidence, and simply want to fit in with others. Their perception of success is determined by outsiders’ opinions rather than their own.

IV. What is the main difference between situation dependent criminals and power brokers?
The term situation criminal relate to individuals who commit crime and in this case fraud not as mechanism to harm others but based on some specific circumstances in their lives and or environment. A Powerbroker  possess traits of both Situation dependent criminal and calculating criminal, however their methods and motives are different their financial crimes are generated by a dangerous combination of predatory traits and their positions in the organization, which they are able to exploit 
V. What are the three situations that are usually present in fraud cases according to fraud triangle?
According to the fraud triangle the three situations present in cases of fraud are 

a. Rationalization being the justification of the dishonest actions.

b. Opportunity i.e. the ability to carry out the fraudulent act, whether it involves misappropriation of cash or other organizational assets.

c. Pressure i.e. the motivation or incentive to commit the fraud.
VI. Briefly describe the Gwynn Nettler’s perception about employees lying, cheating and stealing.
Gwynn Nettler identified 9 factors in the assessment of employees lying, cheating and stealing;

a. If people have experienced failure in their lives, they are more likely to cheat.

b. People who have a low opinion of themselves and are disliked by others have a higher tendency to deceive.

c. Impulsive, easily distractible, impatient and selfish people are more likely to be deceitful.

d. People who are afraid of being caught and of suffering punishment, i.e. those who have a higher perception of detection, are less likely to be tempted to cheat or deceive.

e. Middle/upper-class people are less likely to cheat than lower-class people, and intelligent people are more honest than ignorant people.

f. People will steal and cheat more the easier it is to do so.

g. The level of motivation for an individual to commit fraud, lie or cheat depends on his/her needs.

h. Greater stress and pressure to achieve objectives leads to more deceit and cheating.

i. The motivation to deceive increases with the struggle and determination to survive.
Nettler also highlighted personal, organizational and external variables that affect a person’s likelihood of cheating:
Personal variables

Core beliefs and values

Aptitude

Personal preferences and attitudes

a. Needs and wants

Organizational variables

Nature of the job and its scope, i.e. how meaningful is the job?

The training and tools provided to the employees.

The organization’s reward system.

The level and quality of supervision and management on the job.

Roles and responsibilities associated with the job and how clearly they are defined.

Objectives of the job.

Interpersonal relations and the level of trust.

Organizational values and ethics of co-workers.

Motivational environment of the organization
External variables

The level of competition from other companies in the industry.

The economy

Social values that encompass the ethics of competitors, social and political role models etc.
VII. What are the typical motivations for a white collar criminal which persuade him to commit fraud?
The typical motivations for white collar crimes range from the possibility  of financial 

losses to the loss of status. Additionally the repetitive message for the masses is that, in the struggle not just to survive, but to thrive and succeed in a competitive society, one must be wealthy. The ever-widening class gap between “winners” and “losers” is motivation enough to be on the winning end of inequality. It is this fear of failing, and of being unable to keep up with those who are making more money than us, that motivates people to commit financial crime and to consider themselves justified in doing so
2. ‘The profile of a white collar or blue collar criminal is different from other typical street criminal.’ Discuss (5)
A white collar criminal is someone who commits what is referred to as financially motivated nonviolent crime. They normal operate within businesses and governmental organisation. Sociologist Edwin Sutherland in 1939 first defined White collar crime in Criminology as "a crime committed by a person of respectability and high social status in the course of his occupation". While Blue Collar crime are committed primarily by people who are from lower social class. Blue collar is colloquialism applied to positions involving significant amounts of manual labour. The term is typically applied to positions involving low skill levels and low wages; although not every blue collar position matches that description. As such, many people call criminal activities involving significant amounts of manual labour that are committed by indigent defendants “blue collar crime”. Street criminals are individuals involved in crimes such as pickpocketing, street level illegal drug trade, prostitution etc. They tend to be of a much lower social class and are considered to be more violent and aggressive than white collar crimes. The general street criminals are not deemed to be highly educated, are generally males with troubled pass and unstable housing situations. Most of their criminal activities are explained as being either a means of survival or environmental forces/ pressure.
3. “Fraud is most common in organisations that have no controls, no trust, no ethical values, no profits, and no prospect.” Discuss
Controls are mechanisms designed and implemented to assist an organisation in achieving its objectives in operational effectiveness and efficiency, reliable financial reporting, and compliance with laws, regulations and policies.  It further prevents and protects the company’s assets from being misappropriated and or misuse. An organisation which lacks this important mechanism along with a lack of trust ethics and has no profit or prospects is a breeding ground for fraud. This fraud can be perpetrated by top management to maintain their status in society or to afford them bonuses or other performance related incentives. It can range from fictitious and or  premature revenue recognition or capitalisation of expenses or full window dressing of the financial. Other staff members observing the weaknesses in the Company’s control mechanism but who may not be at a level to commit an elaborate fraud may resort to other possible lower level crimes for e.g pilfering of assets like cash or inventory for personal gains. 
Furthermore in an environment described above the three elements necessary for success in fraud becomes apparent:

a. Rationalization being the justification of the dishonest actions.

b. Opportunity i.e. the ability to carry out the fraudulent act, whether it involves misappropriation of cash or other organizational assets.

c. Pressure i.e. the motivation or incentive to commit the fraud.
Therefore it is important that an organisation have a robust control mechanism along with ethical values which all company employees including top management have to sign onto and adhere to with regular reviews of such systems to ensure compliance.

Case Study
1. If the trader has actually committed the crime, what kind of crime it is?
The crime committed by the trader can be both misrepresentation and if the images were copyright, copyright infringement. 
A misrepresentation is an assertion that is not in accord with the truth. When a person enters a contract because of his justifiable reliance on a misrepresentation about some important fact, the contract is voidable.

Misrepresentations can be either:

1. “innocent” (not intentionally deceptive) or

2. “fraudulent (made with the knowledge of falsity and intent to deceive).

Contracts induced by misrepresentation or fraud are generally considered voidable. This means that the person whose consent was not real, has the power to rescind (cancel) the contract. (www.csun.edu). In the case mentioned above, if a person reviewed the work shown on the website and enters into a contract based on the false information, with expectation that the result would match the ones reported on the site and this is not the case; then the trader having deceived the person would be liable and the contract becomes voidable. The Court may award restorative damages to the claimant. An in certain jurisdiction criminal charges for intentional deception or fraud.
Copyright affords an author a number of exclusive rights: 
(1) the exclusive right to reproduce, or copy, the work; 
(2) the exclusive right to prepare new works that derive from the copyrighted work; (3) the exclusive right to distribute the work to the public by sale or other arrangement; 
(4) the exclusive right to perform the work publicly; and 
(5) the exclusive right to display the work publicly. 
The first two rights, involving reproduction and derivation, are infringed whether violated in public or in private or whether violated for profit or not. The last three rights are infringed only when violated publicly, that is, before a "substantial number of persons" outside of family and friends (17 U.S.C.A. § 101).

All of the exclusive rights afforded by copyright may have significant economic value. For example, derivative works, which may include translations, dramatizations, films, recordings, and abridgments, can offer substantial rewards to the author. An author may sell, license, or transfer one or all of the exclusive rights.
Copyright infringement involves any violation of the exclusive rights of the copyright owner. It may be unintentional or intentional. When unintentional, it is called innocent infringement. Therefore if the trader used images which were copyright without getting proper permission from the respective rights holder, a breach would have occurred this can result in the trader being liable to fines or other penalties.
2. How can forensic expert investigate the case properly when trader could have sold the goods without generating any invoices or on cash?
Cash received by the trader would have been used in some way by him/her, a review of the following may be able to determine this i.e.
1. The company’s bank statement and information relating to earnings. 
2. The traders bank statement and information relating to earnings. 

3. The tangible asset owned by the trader and by extension the value of and means of acquisition.
4. Comparison of actual earnings over the investigation period to the value of assets acquired during that period.
5. Whether the trader has amounts of money deposited into different financial organizations. 
By reviewed these elements the Forensic Accountant may be able to determine that the trader has received and spend monies which has not been reported either in the company accounts or via his personal tax returns. He/she can then interview the trader on his/her sources of income and verify/ validate these sources. 
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