[image: BOLC_Logo]                                                                  
   Assignment Cover Sheet




	Student Name:
	JESSICA SERATO

	Student Number:
	28327

	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. 
	
SHORT QUESTIONS
1. Give short answers for the following questions: 
i. In what way do the effects of crime influence economy?
Crime affects the economy in two major ways:
· Microeconomic. Affects individuals and businesses. The primary impact of crime at this level is “the direct loss of money or property by the victim” (Manning 2011, p.2) and therefore, can be recognized and understood easily. The following are examples of crimes which can result in losses to affected individuals and businesses: arson, bankruptcy fraud, forgery and uttering, burglary, larceny, robbery, identify theft, loan sharking, credit card fraud, mail order operations, medicare fraud, repair and maintenance fraud, skimming/embezzlement, stock manipulation, swindling and narcotics (Manning 2011).
· Macroeconomic. Affects local, national and international economies. Unlike microeconomic, the impact of crime at this level can be difficult to understand for most individuals and businesses since it affects them indirectly rather than directly. 



ii. How does crime costs the economy and tax payers?
Crime costs the economy and tax payers through the following:
· Law enforcement. Carries costs incurred in training and maintaining a police department, their equipment and buildings and support staff.
· Prevention of crime. Community programs developed to help prevent the occurrence of crimes entail costs that are supported by tax money.
· Drug rehabilitation and prevention. Programs for the prevention of drugs and alcohol abuse and the rehabilitation of users cost money to both patients and taxpayers.
· Incarceration. The facilities provided to prisoners cost substantial amounts of money provided by the taxpayers. These include expenses for food, housing, clothing, medical care, supervision and training for inmates in jail.
· Courts. Operating and maintaining the legal system carries considerable costs (for judges, court reporters, clerks, buildings, etc.), which are supported by tax money. 
· Prosecutors. Pertains to costs of employing lawyers, their support staff, office buildings and all other operational costs. 
· Public defenders. The taxpayers’ money is used to pay the relevant expenses of hiring defense attorneys in cases where defendants are unable to pay for such expenses. 
· Hospitalization. Pertains to the significant costs of medical treatments required by the criminals’ victims and others working within the justice.
· Businesses. Businesses take measures for survival when they become victims of stealing/crime. These measures may include increasing prices or laying off employees to deal with the expense.  
· Insurance companies. Individuals and businesses with insurance coverage file claims to recover losses arising from crimes, which in turn causes insurance companies to charge higher premiums to individuals and businesses.




iii. What is ‘Arson’?
Arson is malicious and intentional burning of another person’s dwelling. A dwelling can be broadly defined as any building. The crime is concerned not only with the resulting damage to the property but also the threat to which the occupants were exposed due to this action. The burning has to be malicious or wilful to be categorized as arson. 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. Slight burns, smoke damage, or staining of the building without any disfiguring, destruction or actual burning are not sufficiently serious to be called a crime of arson. The real burning of some part of the property must have occurred to warrant a charge of arson.

iv. What is money laundering? Point out some activities which could encompass money laundering.
Money laundering is concealing gains from unlawful activities through various schemes and methods by persons or business entities. Money laundering events include:
· Transfer of money and other monetary instruments to and from overseas;
· Buying various tangible and intangible properties with large amounts of cash;
· Depositing large amounts of money into different financial organizations;
· Maintaining offshore bank accounts with huge balances;
· Transmitting money on the public’s behalf, whether overseas or within the country; and
· Any money derived from unlawful activities.

2. What do you understand by the term ‘embezzlement’? Why it is considered a financial crime?
· Embezzlement pertains to the diversion/misappropriation of business income or assets to one’s personal use. 
· [bookmark: _GoBack]It is considered a financial crime because it has the three factors that may be seen in such crimes: (1) the presence of something valuable; (2) an opportunity to take something without being detected; and (3) a perpetrator willing to commit an offence. In the US, laws dealing with embezzlement vary by state. In general, the factors that must be present to prove a crime of embezzlement include: fiduciary relationship between the defendant and the victim, the defendant must have acquired the property through the said relationship, the defendant must have taken ownership of the property or transferred to someone else; and the actions of the defendant must have been intentional (Findlaw.com 2019). Embezzlement can also involve public funds or property owned by the government, in which case it will be a federal crime. In the US, 18 USC 641 prohibits such crime (Manning 2011, p.21). 

3. What is forgery? And what is the difference between forgery and uttering?
· Forgery. Forgery is the deceitful making or material modification of any writing with the intention to deceive or harm another person’s rights. The intention to deceive is the basis of the crime of forgery. Forgery may be committed in several ways, such as writing with pencil or ink, by typewriter, carving, printing, or pasting one name over another.  The crime of forgery must have the following two features: (1) the signature was not made by the person whose signature it is meant to be; and (2) someone made the signature illegally. Even if the name suspected of having been forged is in fact a fictitious one, it still falls under the crime of forgery. Signing a fictitious name on a cheque with the intention to commit fraud is forgery even when the cheque has been made payable to cash. It is not essential that the forged signature should resemble the original one. Forgery may be committed by an individual signing his own name where his name appears to be the same as that of another person and he intends his writing to be taken as that of such other individual. 
· Forgery vs. uttering. Forgery is the act of making or changing a document with the intention to defraud, while uttering is the offering of a forged instrument with the intent to deceive. “It is immaterial whether such offer is accepted or rejected. A defendant may be guilty of uttering a forged instrument even though he was not the actual forger” (Manning 2011, p.26). Specific examples of uttering are as follows: presenting a fake license as evidence to receive compensation, depositing a fake cheque to a personal account, delivering a forged note to pay a debt, obtaining certification of a forged will and using a forged instrument in court.
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CASE STUDY
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? 
The forensic accountant would have assessed the husband and wife’s various financial documents for the periods under investigation, such as:
· bank statements; 
· credit card statements; 
· financial statements;
· tax returns; 
· records proving sources of income and other receipts (gift, inheritance, loan proceeds, etc.); 
· records proving existing assets and investments; and 
· records proving payment of expenses and other disbursements (loan and interest payments, etc.).

And how he was able to conclude that the husband and wife must have had access to unidentified sources of income?
The forensic accountant may have used the net worth method to conclude that the husband and wife must have had access to unidentified sources of income. The net worth method is designed to determine illegal gains and also to identify assets and expenditures. The net worth method can be used in either tax or RICO (Racketeer Influenced and Corporate Organizations act) cases. The following is the general formula for the net worth method for RICO (Manning 2011):

Assets                                          XXX
Less: Liabilities                             XXX
Equals Net Worth                         XXX
Less: Net Worth Year One           XXX
Equals Net Worth Increase           XXX
Add: Personal Expenses              XXX
Equals Total Income                     XXX
Less: Legal Income                      XXX
Equals Illegal Income                   XXX
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