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Assessment 5
Question 1.

(i) What is the difference between proactive and reactive investigations?

Proactive investigations occur as a result, of an investigator initiating action.  That is the investigator accidentally comes across the financial crime while following leads in another case eg, Al Capone being investigated for illicit activities was charged and convicted for tax evasion.
Reactive investigations occur as a result, of a victim or citizen initiated actions – whistle blowing.  They are investigations that are done resulting from a complaint from external sources that a crime has been committed.  Eg. internal whistleblower Sherron Watkins due to the authority’s attention they were debts not being accounted for in the balance sheets of Enron
(ii) How would you differentiate between the weighted and unweighted solvability factors?

Solvability factors are characteristics of the case that help predict the success of the investigation. These factors are weighted base on there importance in solving the case in a successful manner.  The weights are determined in advance based on both statistical research and subjective experience.

For example, the presence of a fingerprint at the scene may be more significant in defining the results than accessibility of a witness. 
Unweighted solvability factors are those factors, which each factor is important in relation to the other.  In most instances, unweighted solvability factors are based on anecdotal data.
(iii) Goal setting and planning is very important for soundness of an investigative process.  Why?

Goal setting and planning in the investigative process:

(i) allows for the establishment of reasonable customer expectations; and 

(ii) provides a basis for the investigator to build an investigative plan. 

The expected outcome of most financial crime investigations is the imprisonment of the perpetrator; however, this is not always the likely outcome. Goal setting and planning is very important to the investigative process because it identifies the expected outcomes of the case for the persons involved (victims), as well as assisting in defining what results can be attainable from the evidence available and what could be probably obtained during the investigation.  It is therefore a collaborated effort between the investigator and the client. 

During the process of goal setting and planning the onus is on the investigator to educate the client of what is an attainable result and an adequate outcome.    
 An attainable result is one that can be reasonably expected to be achieved in any given investigation depending upon the circumstances surrounding the investigation coupled with technological input.
An adequate outcome is that the final product of the investigation, that is reasonably expected given the current state of the law.

It is only through education and an understanding of these terms that both investigator and client can reach a common ground on the expectations of the result of the case.  
Clear goals of the case have to be identified.   These goals allow both the client and the investigator to fairly and objectively asses the case’s outcome and the progress of the investigation.

A financial investigation means an enquiry into the financial affairs of a suspect or entity.  The investigator must therefore have the highest level of skill in the investigation of financial crimes.  These skills must include a working knowledge of the investigative methods and technology, which allows him to clarify the clients’ expectations.
If the investigator clearly defines the legal components of the allegation as falling below the starting point of criminal prosecution, the victim can explore other investigative options such as a civil suit.
The efficacy of the investigative plan is judged by how closely and constantly the investigator achieves its’ defined objectives, which is measured by the arrest rate and how frequently the perpetrator is convicted.
(iv) Outline the major goals of an investigative plan.

The major goals of an investigative plan are:
(i) Adaptability – which means the plan is adaptable to the nature of the particular financial crime investigations;

(ii) Focus – this guarantees that neither repetition of investigative efforts or obstruction of the case is by errors of clues; and 

(iii) Control – an investigative plan allows for the control of the investigative process because by the very nature of a financial crime investigation such as large volumes of information it can become unmanageable.

An effective investigative plan allows the possibility to control the flow of the investigation, adapt the investigation to the unavoidable changes that occur during its life cycle and manages the evidence process. 
(v) Briefly describe the stages involved in planning an investigative plan.
The investigative plan should be formulated once the goals of the investigation have been formulated.  

The stages of planning an investigation:
(i) Timeframe of the investigation;

(ii) The financial resources  needed –  early identification of potentially expensive issues such as background checks on the suspect and associates, obtaining evidence by surveillance, allows for make  key financial decisions to be made at a time when alternative approaches can be easily considered. ;

(iii) skills required for the investigation – once the scope and direction of the investigation have been identified, it becomes easier to predict the staff needs and to assemble the appropriate team to proceed efficiently with the investigation.  Early identification of staff requirements such varying skill sets based on the type of case may inform the need for additional help such as experts in the area of stocks and securities, technological issues, financial professionals.  The use of outside expertise can save valuable investigative time and also assist in providing objective and professional opinions when planning the investigation; 
(iv) technology planning – technology is ever evolving and investigators must invest in it to assist them in solving financial crimes which are complex in nature. The decision would be whether the investment should be temporary or permanent.  At times, the need for high-tech equipment will be short-term, other times the investment must be long-term.  Investments in technology is however usually determined at certain intervals of the business cycle and must be evaluated based on cost/benefit, temporary investments are based on the case need. For example, the rental of camera equipment to obtain surveillance photos of a suspect can be considered a temporary investment; whereas  a lease agreement to rent computers with the option to upgrade hardware and software every three years can be considered a permanent investment; and
(v) review the relationships of all involved to eliminate any conflict of interest in order to maintain legal compliance that is to avoid the case not coming to a logical conclusion.
(vi) Describe the three main areas of intelligence gathering process.

The three main areas of intelligence gathering are surveillance, database searches and garbage collection.
Surveillance is carried out to observe the suspect and his associates.

Database searches are a way of gathering personal information in order to piece together a picture of the suspect for example information obtained from a credit card or debit card can provide spending patterns and locations of purchase about a suspect.
Garbage collection although a dirty job the intelligence gathered from papers, receipts and other personal items that may seen useless when put together can provide valuable information on the suspect’s activities.

Question 2.
Write notes on the followings:

(a) Private databases;

(b) Public databases.

Databases provide a means of acquiring information.  Individuals create, collect and organize data on themselves and people in general.  For example, when we use our credit cards to purchase goods online this information is stored in the database of the store; or when an individual is hired for a job, he provides his employer with his personal information; this too is also stored on a database.

Data can be therefore be used to trace people, calculate their buying preferences and even alter their behaviour.  The investigator therefore seeks to tap into this wealth of personal information to try to piece together a picture of their suspect.
Private databases - are databases that have restricted access.  For example, the government database such as its accounting software, revenue collection database, national security data, as well as  in commercial businesses like banks - their customers banking information; and department stores – customers buying preferences and credit history.  
Although restricted, with the permission of the individual, a persons’ credit history can be made available to other stores and financial institutions.  
Public Databases – these are databases that makes public record information available for example, information on speeches made in the Parliament; the audited financials of entities, civil and criminal cases.
 Question3.

“Financial crime investigations generally result in higher volumes of evidence and more complicated theories of evidence than non-financial crime”.  Discuss.

A financial crime investigation means an enquiry into the financial affairs of a suspect or an entity.  It involves the collection, collation and analysis of all available information with a view to assisting in the prosecution of a suspect and the deprivation of the use of the proceeds of derived from criminal activities.  
A non-financial crime investigation in most instances there is visible evidence that a crime has been committed, for example for a homicide there is a body and there is a high probability the murder was witnessed.

Financial investigations enquiries may vary from obtaining bank records to a review of the accounts of large corporations.  The major part of an investigation is based on proving that the offence occurred as well as identifying assets through a paper trail.   This can be done by: 
(i) funds tracing – to establish and identify where the money from the crime went?

(ii) Asset tracing – to locate what assets where purchase and in whose name they were acquired.
The information acquired allow for the following:

(i) assist in locating suspects;

(ii) identify associations;

(iii) identify witnesses;

(iv) establish movements of funds;

(v) estimate criminal activity;

(vi) identify assets; and 

(vii) determine lifestyle.

Financial crime investigations can (i) result in numerous variations of fraudulent schemes that is, what could appear to be a ponzi scheme could transform into something even more complex. For example the Allen Sanford - Ponzi Scheme and fraud and (ii) understanding business structures can be difficult for instance the emerging forms of businesses and associations such as special purpose units, as well as evolving debt and funding instruments.  For example, Fannie Mae and Freddie Mac – complicated business transactions in mortgage financing.

Financial crime investigations are therefore complicated and result in high volumes of evidence because of the amount of data that is obtained during the process, which then needs to analyse to derive the expected outcome of prosecution or the award of damages.  

Case Study

Question 1.
What do you think could be lacking in the Pub Owner’s self-devised accounting system?

The pub owner’s self-devised accounting system could have been lacking the following:

(i) manual cashbook to recorded all sales;

(ii) not entering the till amounts on daily basis;

(iii) inadequately reporting the various types of sales: cash, cheque, credit card and bar tabs;

(iv) small payments/petty cash might not be accounted for;

(v) payments not identified as expenses or purchase of assets, for example; wages, utilities, in order to identify the fixed or variable overheads of the business; or the purchase of vehicles for the business to be accounted for as assets or the purchase of food and drinks recorded as inventory;

(vi) stock not recorded in order to identify re-order points, to account for wastage whether it be by spoilage or pilferage;
(vii) incorrect  calculation of VAT as well as the inadequate accounting for VAT; and
(viii) improper preparation of financial statements because of not identifying expenses and the related income or its assets or whom it owes.
Question 2.
Give some possible causes of shortfall other than theft by Byron.

Causes of shortfall:
(i) improper recording of sales in the varying categories such as wet sales, food, machines.  Byron might have only considered sales of drinks as the only source of revenue for the pub;

(ii) recording of only cash sales  and not sales credit card or bar tabs (receivables); this underestimates the daily till;
(iii) the pub owner might not have been identifying expenses such as wages, public liability insurance and other overhead costs, in other words Byron is now making provision for overhead costs;
(iv) Byron might not have been depositing the monies collected on a daily basis;

(v) Byron was in adequately trained in the use of the accounting system, which in itself was flawed.
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