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Assessment 5                                                Total Marks: 30
1. Give short answers for the following questions: (12)
I. What is the difference between proactive and reactive investigations?

Investigations of financial crimes may be divided into two general categories: reactive and proactive. 
Reactive investigations occur as the result of victim/citizen-initiated actions. They are investigations that result from external notification that a crime has occurred, and  initiated by employees, former spouses,  auditors, stockholders, corporate management. In reactive investigation  the investigator reacts only after the crime has been committed.
The suspect may or may not still work for the firm. Both situations offer their own unique problems. Both will involve different concerns and logistical approaches. 

Contrary to that, proactive investigations occur as the result of investigator initiated action. In a proactive posture, the investigator discovers the financial crime in progress independent of a victim report. Sometimes, as in the case of many money laundering cases, the investigator may be following leads on another case and discover the financial crime accidentally. At other times there may be generalized suspicion that something is afoot, leading to a deeper investigation  and the discovery of illegal financial activity.
The beginning of every investigation, regardless of whether it is generated proactively or reactively, results from a complaint. In the proactive posture, the investigator generates the complaint; in the reactive posture, a reporting party generates the complaint.
The most significant way in which they differ is that reactive investigations happen when the crime occurs and then the investigators  responds, or reacts to the crime, while in proactive investigations, the investigators gets involved in the crime before it happens. 
Reactive investigation reacts to the crime after it has been committed and proactive investigations acts before it is committed in a way to prevent it.

II. How would you differentiate between the weighted and un weighted solvability factors.
Not all crimes can be solved, no matter how much  investigative effort is put forth.  In fact, with more and more financial  crimes being committed each day,  it makes sense to allocate resources only to those crimes which have a chance for solution. This is  why solvability factors are so important.  They provide a valid  guide to the allocation of scarce resources.   
After the unsolvable cases have been identified they can be discarded, allowing more time for investigating cases with a higher probability of solution. Generally, there are two types of solvability factors, weighted and unweighted.
1. Weighted solvability factors. Weighted systems recognize that not all factors are as important in determining solvability. For example, the existence of a fingerprint at the scene might be more important in determining outcome than the availability of a witness. As a result, the fingerprint factor is weighted more heavily. The weights are determined in advance based on both statistical research and anecdotal experience.
2. Unweighted solvability factors. Conversely, systems relying on unweighted factors do not assign any particular importance to individual factors. In other words, each factor is as relatively important as the next. The existence of one or more factors determines whether the case receives further attention. Most unweighted solvability schemes are particular to each agency and are based on anecdotal data. Regardless of whether you use a formal system of evaluation involving weighted factors, or an informal system, it is neccessary to  evaluate each case.

III. Goal setting and planning is very important for soundness of an investigative process.Why?
Aside from establishing reasonable customer expectations, goal setting provides a solid basis for the fraud investigator to build an investigative plan. These goals are the foundation of the investigation. If the investigative goals of the case are poorly designed or unsound, then the entire investigation suffers from a poor foundation.
Once clearly established investigative goals, it is essential to develop an investigative plan. In trying to stress the need for investigative planning, we are forced to borrow from the old adage, “no one plans to fail; they simply fail to plan.” This is especially true in the area of financial investigations. 
By their very nature, financial crimes often involve large volumes of information.This information quickly becomes unwieldy without a wellthought-out plan. When it does become unmanageable, it will bury you under a mountain of financial documents. By preparing a strong yet flexible investigative plan, it is possible to control the flow of the investigation, adapt the investigation to the inevitable changes that occur during its life cycle, and manage the massive sea of evidence on which all unsuccessful financial investigations founder
IV. Outline the major goals of an investigative plan.
A good investigative plan has three major goals: to maintain focus, control growth, and promote adaptability.
1. Focus. A strong investigative plan should focus your efforts in line with the goals of the investigation. A strong focus ensures that neither duplication of investigative efforts nor oversight of leads hamper the progress of the case.
2. Control. Financial crime investigations are living, breathing entities. Once they are brought to life, they take on a character of their own. If you let them, they will grow tendrils that crawl into every crevice of your office and attach themselves to every case file in your filing cabinet. They will give birth to other cases or marry themselves to operations throughout your office until they have taken over every inch of your life if you let them. A strong investigative plan recognizes this characteristic of fraud investigations and helps you manage it. It is not always preventable; however, careful management through planning can make its inevitable arrival less catastrophic to the underlying investigation.
3. Adaptability. In keeping with their living nature, financial crime investigations evolve. They may grow (always) or they may shrink (rarely); however, they will change. For that reason, all good investigative plans must have some built-in adaptability. Without adaptability, slight changes in the circumstances surrounding the investigation will render the plan useless. Once this happens, the alternatives are to either operate ad hoc or take the time to reevaluate and replan. Either alternative is unfavorable. By ensuring that the investigative plan has built-in adaptability, changes in the course of the investigation do not necessarily require wholesale changes in the investigative plan.

V. Briefly describe the stages involved in planning an investigative plan.

More investigations suffer because of poor planning than for any other single reason. A good investigation starts with careful planning and preparation, with a clear understanding of the parameters of the investigation. 
Planning is essential to ensure that: 
• the investigation is carried out methodically and in a professional manner 
• resources are used to best effect 
• additional resources can be made available if required 
• sources of evidence are not overlooked 
• opportunities for people to remove, destroy or alter evidence are minimised. 
It is necessary to complete investigation plan before conduct any enquiries to clarify the approach will be taken. The plan will allow investigator to stay focused on the job and alert him to any potential problems before encounter them. An investigation plan also facilitates effective supervision by informing investigation managers of proposed investigative strategies and timelines in advance, and during the course of an investigation.
Planning the Investigation has several steps:
· Defining the goals of the investigation
· Determining the scope of the investigation  
· Planning for document collection
· Planning for interviews  
· Determining the need for law enforcement assistance  
· Other planning considerations
In addition to the steps outlined in the planning of the investigation, it is necessary to pay attention to financial planning, planning of human resources and technology.
Financial planning. Investigative planning can help save money. Preplanning for investigative resources is fiscally responsible. Regardless of the context of the investigation, whether undertaken at the behest of a private client or under the auspices of the local district attorney, money is always an issue. Regardless of the size of the investigation, there is rarely enough money to do the job in the best way.  Therefore, like almost everything in an investigation, cost is a matter of compromise. Identification of potentially expensive issues early in the investigation allows investigator to make key fiscal decisions at a time when alternative approaches can be easily considered. For example, although a phone tap might be the perfect investigative tool to achieve  overall investigative goal,failure to examine the net cost of that approach could be costly—both in terms of financial resources and in terms of wasted investigative man-hours.Too many times perfectly viable investigations begin in the hope that money will eventually come through. When it does not, the investigation bogs down with no hope of achieving the initial objective.
Personnel planning. Early identification of personnel issues help to ensure an efficient investigation. Once  out the overall scope and direction of the investigation was mapped, it is much easier to predict the staffing needs and to assemble an investigative team designed to efficiently proceed with the investigation. It is essential to identify key personnel requirements early. For longterm,complex cases this is imperative.
At this stage, it is important to consider the use of outside experts, need to enlist the help of financial professionals as either consultants or expert witnesses. In addition to accountants, the investigator should consider the use of experts in the area of stocks and securities transactions, corporate governance and structure, and international financial transactions.Technology experts can also prove invaluable. In today’s high-tech world,the odds of encountering computer-based information are very high. It is unreasonable to expect that even the most well-trained investigator will be capable of handling every possible scenario. For that reason, it may be necessary to arrange for outside personnel to act as an investigative resource. Whether in the area of network topography, computer security, cryptography, or individual proprietary software, the investigator must often tap into the wealth of community resources.
Technlogy planning. Looking at  next case from a technology perspective can help even out those technology expenditures. When investigator  plan new case, he must identify areas in which  may need to invest money. 
Whether  investment in technology  is temporary or permanent, it  must make plan for it.Sometimes, the need for high-tech equipment will be short-term, such as rental of expensive camera equipment to obtain surveillance photos of target piloting the yacht he purchased with company proceeds. Other times,the investment must be more long-term. An example of such an investment would be computer upgrades. While investments in new technology must al- ways be evaluated based on cost/benefit, and usually occur at predetermined intervals, those temporary investments are not so predictable.


VI. Describe the three main areas of intelligence gathering process.
Intelligence gathering process have tree main  areas: surveillance, database searches, and trash collection. 
Surveillance
Surveillance can provide a wealth of general information. Conducting covert surveillance of the suspect, the victim, or the suspect’s associates will contribute to learn more about  case. As a result of  surveillance investigator will   uncover such important items as:
• Banking or financial institutions
• Cars, boats, and other valuable assets
• Homes, buildings, and other real estate
• Other associates or acquaintances with whom you may wish to conduct later interviews
All of these things, while readily visible to the naked eye, might be invisible to the paper trail. Uncovering them early can sometimes provide help  for future negotiation.
Database searches 
Databases are a wealth of information. Data are created, collected, and collated in each society. Data are used for tracking people, predicting their buying preferences, and changing their behaviour. Without data our market economy would become inoperable. During using debit card to purchase groceries chances are very strong that some tiny piece of discrete data will be created and stored in a database somewhere. Given that fact, it is natural for investigators to seek to tap into this wealth of personal information to try and piece together a picture of their target. Generally, these databases may be divided into two categories: private and public. Private commercial databases usually offer a one-stop-shopping approach to intelligence gathering. Public database searches, however, usually must proceed on an entity-by-entity basis.
Trash collection 
The very mention of collecting someone else’s trash as a means of intelligence gathering sends most people running for cover. The job is dirty, smelly, and frankly, it can be a bit degrading. However, the value that discarded trash can have as an intelligence gathering tool should not be overlooked. People routinely discard papers, receipts, and other personal items that, while by themselves meaningless, when taken together can offer a detailed picture of the suspect’s activities.


2. Write short notes on the followings: (5)
a) Private databases
b) Public data bases
a) Private databases include both commercial and government sources. For example, access to most states’ driver’s license information is restricted. Private databases are very powerful repositories of data. Unlike many public databases,  private commercial databases usually contain a broad range of information. Their files may contain such diverse information as real property,  telephone listing information, etc. While access to some areas is restricted to law enforcement personnel for legitimate law enforcement purposes, private individuals can download page after page of information for a fee.
b) Public databases.   
Balanced against the speed and power of many of the commercial private databases is the low cost of public database access. As society moves forward in the digital age, more and more government entities are making public record information available over the Internet.Public records are documents that a governmental agency is required by law to keep or documents necessary to discharge the duties imposed by law. Public records, which are available to anyone who wishes to use them, can be useful for a number of reasons. They can supply invaluable background information on employees, suspects, and witnesses. Public records can be used to corroborate or refute witness statements, they can help investigators track the flow of stolen cash or other assets, and they can be extremely important in a company’s efforts to recover losses. The most useful public records will likely include business filings, property and tax assessment records. 
Civil and criminal histories are often available on a county-by-county basis, and in most states, corporate filings are only a mouse-click away. While some agencies charge a nominal copying fee for getting these records, most will allow searches for free, and many provide free downloads. The trade-off is convenience. Nothing in life is truly free. Such is the case with public databases. As mentioned earlier, private commercial databases usually offer a one-stop-shopping approach to intelligence gathering. Public database searches, however, usually must proceed on an entity-by-entity basis.
3. “Financial crime investigations generally result in higher volumes of evidence and more
complicated theories of evidence than non financial crime.’ Discuss (5)
Financial crime investigations, however, generally result in higher volumes of evidence and more complicated theories than their nonfinancial cousins. This unique set of challenges will tax the organizational and investigative skills of even the most experienced investigator. 
The difference between financial crimes and nonfinancial crimes is the composition of the evidence. Prosecutors often use real evidence such as fingerprints and tool-mark comparisons to prove crimes such as murder and burglary. Sometimes, documentary evidence like pawn receipts and photographs become important in these cases, but generally, they are nondocument- based cases. 
Conversely, financial crimes are very document heavy. Because of this difference, investigators must often confront huge volumes of evidence. In the typical murder investigation, more than 500 pieces of evidence would be considered exceptionally high. Conversely, in major financial crimes, 500 individual pieces of evidence would be much more common.For example, the number of canceled checks belonging to a single account for a single year could easily exceed 500.

Case Study                                                                                               (8)
In March 2005 Byron was offered a job as manager of a public house in Hampshire. He had many years experience in the pub trade but had never managed a pub before. He explained to the pub owner that he would need some help with book-keeping. The owner explained a system of record keeping and banking which he had himself devised. When the quarterly VAT return was due in July the owner checked the records and found the there appeared to be a substantial shortfall in the banking. He complained to the police and Byron was charged with theft of the shortfall and false accounting. The forensic expert was instructed to review the accounting records and banking on behalf of the defence. The expert gave his opinion of the elements required in a properly designed accounting system for a pub and highlighted the many serious deficiencies in the system devised by the pub owner and the difficulties that Byron would have experienced in attempting to operate it. He also pointed to a number of possible causes of the cash shortfall, other than theft by Byron. When the case came to court many of the points in this report were put to the prosecution witnesses in cross-examination. At the close of the prosecution evidence the judge agreed that Byron had no case to answer and he was released. 

Keeping in view the above case answers the following questions:
1. What do you think could be lacking in the Pub Owner’s self devised accounting system?
2. Give some possible causes of shortfall other than theft by Byron.

A1. Due to  the fact that a substantial shortfall in the banking was appeared after  the quarterly VAT was returned,  the assumption is that the owner was not until then precisely and accurately calculates VAT return. A small business in-house accounting professional can handle tax preparation for the company, and regardless of how it's handled, proper accounting measures used throughout the year can help ensure all tax obligations are being fulfilled. This is accomplished through detailed financial record keeping. A company that fails to properly handle tax payments runs the risk of tax penalties and fines that can become significant and damaging to a business’s operation. Additionally, the lack of accurate calculation of VAT leads to the illusion of the existence of sufficient cash, or a lack of cash, shortfall in banking, when the VAT was accurately calculated and paid.
A2.  Possible causes of shortfall other than theft by Byroncould be:
Accounts Payable-Accounts payable are the bills a business pays to cover its assorted operating costs. Without a proper accounting system in place, accounts may be paid late or not paid at all, which can result in a variety of problems. A business can see product delivery stop, utilities turned off, insurance coverage dropped or other catastrophic outcomes. Any one of these problems has the potential to severely impact a business’s productivity and viability.
Embezzling- If company don’t have a proper accounting system in place, it will have hard time learning if company is being financially defrauded in any way. An unscrupulous employee could take advantage of lax accounting procedures to slowly siphon money from business, and the result could be financial insolvency and business failure. Understanding how to develop and read balance sheets, cash flow charts and other financial documents will both organize and protect business.
Over-investment in capacity-This happens when a business spends too much on production capacity. Factory equipment which is not being used does not generate revenues – so is often a waste of cash.
Too much stock-Holding too much stock ties up cash and there is an increased risk that stocks become obsolete (i.e. it can't be sold)
Allowing customers too much credit-Customers who buy on credit are called "trade debtors" Offering credit to customers is a good way to build revenue, but late payment is a common problem and slow-paying customers put a strain on cash flow.
Overtrading (growing too fast)-This occurs where a business expands too quickly, putting pressure on short-term finance. For example, a retail chain might try to open too many stores too quickly before each starts to generate profits.
Seasonal demand-Predictable changes in seasonal demand create cash flow problems – but because they are expected, a business should be able to handle them. 
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