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Introduction 

 The purpose of the article is to introduce professionals as well as educators to the benefits of utilizing methods of 

proving income during a fraud investigation. This research does not attempt to make the reader an expert in the use of the 

various methods of proof but instead encourages the gathering of financial information pertaining to the perpetrator of the 

fraud during the normal course of an investigation. Financial frauds as well as most crimes are committed to obtain income 

from its victims whether through fraudulent schemes in the case of a financial fraud or violent means in the case of a crime 

such as a bank robbery. Fraudulent schemes such as Ponzi schemes are typically prosecuted for the fraud that was 

committed, but there are also opportunities to pursue prosecution for these crimes based on the income that is generated 

from these schemes. Depending on the circumstances surrounding the fraud, income earned from the crime can enable the 

prosecution of the perpetrator for criminal income tax, money laundering, and other fraud violations. 

A consideration of the fraudulently attained income as a separate crime can potentially enhance the criminal 

sentence that the perpetrator ultimately receives as opposed to only charging the individual for the fraudulent scheme that 

was committed. In some circumstances, the forensic accountant may find it extremely difficult or virtually impossible to 

obtain enough evidence to establish a criminal case pertaining to the fraud that was committed by a perpetrator. However, 

utilizing methods of proving income during a fraud audit can provide another investigative tool to enhance the fraud 

investigation or establish criminal violations pertaining to the income generated from the fraudulent activity, regardless of 

whether the perpetrator is prosecuted criminally or in a civil venue for the financial fraud or not. 

Prosecution of famous gangster Al Capone is the most widely known and best example of how methods of proving 

income techniques can be a powerful investigative tool during a criminal investigation. Frank Wilson and other members 

of the U.S. Treasury Department’s Intelligence Unit, which was the predecessor to the current Criminal Investigation 

division of the Internal Revenue Service (IRS-CI), utilized both direct and indirect methods of proving income to convict 

Capone of tax evasion (Crumbley and Apostolou, 2007). The IRS-CI remains at the forefront of law enforcement agencies 

utilizing methods of proving income in criminal prosecutions, but other law enforcement agencies and practitioners have 

found the investigative methods effective in investigating white-collar crimes as well as other criminal violations.  

Contemporary prosecutions of ex-Louisiana Governor Edwin Edwards for extortion and Allen Stanford for 

investment fraud demonstrates the potential effectiveness of utilizing methods of proving income techniques during a 

criminal investigation (Bragg, 2001), (USDJ, 2012). Appendix 1 provides a sample of criminal investigations conducted by 

IRS-CI and other agencies in which utilizing methods of proving income was instrumental in the prosecution of the 

perpetrators during recent years. A goal of this study is to educate the reader of the various methods of proving income that 

are being utilized by civil and law enforcement organizations during various fraud and other investigations. Both direct and 

indirect methods of proving income are discussed.  

One common method of proving income is a direct method, which most often is used because of simplicity and 

ease in executing during an investigation (IRM 9.5.9.2.1). A direct method involves identifying specific legal or illegal 
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transactions that were performed which generate income that may not have been reported as taxable income. Properly 

executing the specific item method can establish a strong criminal federal income tax or money laundering violation for 

income generated from a fraudulent scheme.  

Indirect methods of proof include the bank deposit, net-worth, and cash expenditure methods (IRM 9.5.9.2.2), and 

IRC Section 446[b]) provides the IRS the authority to use indirect methods. Also, IRS agents cannot use financial status or 

economic reality examination techniques to determine the existence of unreported income unless there is a reasonable 

indication that there is a likelihood of unreported income (IRC Section 7602 [e]; Crumbley et al., 2019). But practitioners 

and forensic accountants are not limited by such a prohibition. 

Furthermore, these methods are more complicated than the direct method of proof and therefore are typically only 

used if the specific item method is not suitable for the circumstances. Situations that are appropriate for use of the bank 

deposit method involve investigations or audits in which all or the majority of a suspect’s funds are deposited into a bank 

account that he or she owns or controls. The net worth method of proof is used when a substantial amount of the funds 

derived by the suspect is used to obtain assets (e.g., cars, real estate, bitcoins, etc.), which increases the suspect’s financial 

net worth. The expenditure method is used primarily when a substantial amount of the funds derived is spent on consumable 

expenditures such as travel and entertainment that does not increase an individual’s net worth.  

Use of the methods of proving income during a fraud investigation can enhance the effectiveness of an investigation 

in several beneficial ways. First, the examination of one’s financial assets or expenditures may lead to the discovery of other 

fraudulent activities in which the perpetrator may be involved. Another benefit of examining the financial assets and 

transactions of the suspect is that it may allow for the identification of assets owned or controlled by the perpetrator which 

can potentially be seized under asset forfeiture laws as a way to provide some degree of restitutions to the victims of the 

fraudulent schemes. Finally, the use of the methods may enhance the possibility of convincing law enforcement agencies, 

especially the IRS-CI, to initialize a criminal investigation pertaining to the matter. 

Gathering Financial Information 

 Gathering information pertaining to the financial assets and lifestyle of a fraudster should be part of every fraud 

investigation. Obtaining this information may provide an indication of the amount of funds that have been defrauded from 

victims. Identifying a fraudster’s assets also may provide a means for victims to recoup a portion of the funds that were 

defrauded from them.  

 Intel pertaining to assets such as automobiles, real estate, bank accounts, investment accounts, and other assets 

should be obtained. County property records, data bases such as Lexis-Nexus, banks, investment companies, trash pick-ups, 

social media, and other methods can provide valuable asset information pertaining to the perpetrator. Performing a trash 

pick-up at a perpetrator residence can provide valuable information pertaining to assets owned by the individual, assuming 

local laws do not prohibit the activity. Social media is an excellent tool at the disposal of a forensic accountant that can 

provide valuable information such as a view of the inside of a perpetrator’s residence, travel activities, and other information 

pertaining to the fraudster’s assets and expenditures. There are various other resources at an auditor’s disposal that can be 

utilized to obtain information about a person’s financial position in divorce, bankruptcy, embezzlement, bribery, FCPA, 

money laundering, and other situations. 

Methods of Proof 

Direct Method 

 The specific item method of proving income is a direct and relatively simple method of illustrating the amount of 

income earned by an individual. When the specific item method of proof is used, a specific transaction or group of 

transactions are examined to demonstrate the evasion of federal income taxes or the violation of other criminal laws (IRM 

9.5.9.4). Direct evidence such as documents and/or witnesses are used to establish that the individual benefited from the 

income. Using this method allows the accountant to identify the source of the income and demonstrate the criminality of 

the transaction or transactions by providing evidence that the income has not been reported as taxable income and/or that it 

was generated from an illegal source such as a bribe or embezzlement. 
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 Use of the direct method is limited to situations when the income can be directly associated with an individual 

through documents and/or testimony from witnesses. Despite the limitations of the direct method, it is the most often used 

and preferred method of proving income. A direct method is preferred over indirect methods primarily because of the ease 

in which the method can be executed during an investigation. Investigators are able to use the method without having an 

extensive knowledge of accounting. An additional advantage of the method is that it allows the evidence of the income to 

be presented in a simplistic manner that is easy for the judge and jurors to understand. Most jurors do not possess accounting 

or financial expertise, so minimizing potential financial complexities increases the probability that the criminal or civil case 

against the fraudster is successfully prosecuted. Since the method uses a direct approach to proving income, it is difficult 

for a defendant to defend against the evidence that is presented during a criminal trial. A brief example of how the method 

can be apply to a fraud situation is presented in Table 1 below: 

Table 1: Example of Application of the Specific Item Method of Proving Income 

While investigating a potential embezzlement case, an investigator discovers that an employee of the organization 

has misappropriated $200,000 during the 2017, 2018, and 2019 calendar years. The employee is vice president of 

operations for Bearcat Corporation. He accomplished the embezzlement by establishing a corporation that 

submitted fictitious invoices for services that were never performed for Bearcat Corporation (See Beck and 

Crumbley, 2020). 

Using the specific item method of proof, the investigator examined checks, invoices, and other relevant documents. 

The schedule listed below was prepared to illustrate the amount of funds that was embezzled from Bearcat 

Corporation. 

Check # Date of Check  Date Cleared Bank  Amount 

101  1-14-2017  1-19-2017   $ 25,000 

201  2-14-2017  2-19-2017   $ 25,000 

301  3-14-2017  3-19-2017   $ 25,000 

401  1-14-2018  1-19-2018   $ 25,000 

501  2-14-2018  2-19-2018   $ 25,000 

601  3-14-2018  3-19-2018   $ 25,000 

701  1-14-2019  1-19-2019   $ 25,000 

801  2-14-2019  2-19-2019   $ 25,000 

901  3-14-2019  3-19-2019   $ 25,000 

951  3-14-2019  3-19-2019   $ 25,000 

Total Income        $250,000 

Indirect Methods 

Bank Deposit Method 

The court decision in Gleckman v. the U.S. (1935) is the primary authority that established the bank deposit method 

of proving income as an acceptable method for criminal prosecution purposes (IRM 9.5.9.7). This method is used when the 

perpetrator of a crime deposits the majority of the income obtained from a legal or illegal source into a bank account that is 

owned or controlled by the individual. The bank deposit method is used instead of the specific item method because based 

on the circumstances, the direct method is not adequate to develop evidence that a crime has occurred. An investigator must 

be confident that he or she has identified most or all the bank accounts of the perpetrator to ensure that the calculation of 

the individual’s income is substantially correct. 

When in doubt, the calculation of income is performed in a conservative manner to the benefit of the defendant for 

criminal prosecution purposes. The accurate calculation of income is paramount especially when a criminal tax violation is 

being pursued instead of a money laundering violation. This accuracy is needed because in a criminal tax violation the 

investigator must demonstrate that not only was income earned but that it was taxable after all allowable tax-deductible 

expenditures have been granted to the individual. In a money laundering situation, the establishment that income was 

obtained from a specified unlawful act is essentially all that is required as it pertains to the income. 
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 The bank deposit method is based on the theory that an individual can only take three actions pertaining to funds 

received. He or she can spend the funds, deposit the funds, or hoard the funds (cash on hand). Using this theory, the amount 

of income that an individual received during a year can be determined based on deposits, currency expenditures, cash on 

hand, and non-income deposits such as loans. A basic formula to calculate income using the bank deposit method is listed 

below: 

 Basic Bank Deposit Method Formula 

 Bank Deposits      XXXX 

 Add: Currency Expenditures    XXXX 

 Add: Cash on hand Increase    XXXX 

 Subtotal       XXXX 

 Less Non-Income Deposits     XXXX 

 Income        XXXX 

The bank deposit formula presented above demonstrates the calculation of total income without regard to the 

taxability of the income. In the case of a criminal tax prosecution, tax deductible expenses that the defendant incurred would 

have to be deducted to obtain taxable income. A money laundering violation prosecution would not have to consider the 

taxability of the income. A brief example of how the method can be applied to a fraud audit is presented in Table 2. 

Table 2: Example of Application of the Bank Deposit Method of Proving Income 

An insurance investigator employed by the Owl Insurance Company determines that an individual and accomplices 

defrauded funds from the company by filing false automobile insurance claims during 2019. Since there were 

several accomplices, the specific item method of proof was not adequate for criminal prosecution purposes. The 

bank deposit method was applied to each fraudster separately. For purpose of this example, the income calculation 

applies only to perpetrator number one. 

He deposited a total of $250,000 to his checking account at Jaguar Bank during the year. 

Perpetrator 1 took $70,000 of insurance claim proceeds that were not deposited. He used $20,000 to buy an 

anniversary ring for his wife; $15,000 was used for personal expenses and the remainder of $35,000 was deposited 

into a safe deposit box that was opened in 2018. 

He had no cash on hand as of 1/1/2019, and the $35,000 cash remained in the safe deposit box during 2019. 

He also deposited into the same bank account the proceeds from a $30,000 loan. 

He deposited $15,000 cash received as a gift from a wealthy relative into the bank account. 

Using the bank deposit method of proof, the investigator calculated the income of the individual from the fraudulent 

insurance claims received from Owl Insurance Company as indicated below. 

Calculation of Income: 

 Bank Deposits     $250,000 

Add Currency Expenditures 

 Anniversary Ring   $ 20,000 

 Personal Living Expenses  $ 15,000 $ 35,000 

Add: Increase in Cash on Hand   $ 35,000 

 Subtotal     $320.000 

Less Non-Income Deposits 

  Loan Deposit    $ 30,000 

  Cash Gift Deposit   $ 15,000 $ 45,000 

Total Income        $275,000 

Net Worth Method 
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The Supreme Court decision made in the Holland v. U. S. (1954) and other court cases established the net worth 

method of proving income as an acceptable method for criminal prosecution purposes (IRM 9.5.9.5). The net worth method 

is appropriate when the specific item method is not adequate to prove the criminality of the defendant’s activity and the 

bank deposit method is not sufficient. Use of the bank deposit method is not sufficient when the majority of the income that 

the individual is receiving is not being deposited in a bank account or some other type of investment account. Instead of 

depositing the proceeds of a legal or illegal activity, the individual is using a substantial amount of the proceeds to purchase 

assets such as automobiles, real estate and other assets that increase the individual’s net worth.  

 An argument can be made that the net worth method of proving income is the most complex of the methods that 

are discussed here. However, the method does not require an investigator to be an accounting expert for this method to be 

applied effectively in a fraud situation. Only basic accounting knowledge is required to apply the method to a fraud 

investigation to prove the income of an individual. The net worth method determines income through changes in an 

individual’s net worth whether he or she is purchasing assets, reducing liabilities or paying expenses. The basic accounting 

equation, assets = liabilities + equity is applied to an individual’s financial situation to determine income. Since the 

accounting equation is an algebraic equation, the equation can be transformed by solving for equity (net worth) which 

produces the formula equity = assets – liabilities. Therefore, an individual’s income for a particular year represents the 

increase in net worth from the previous year to the current year.  

 Similar to the bank deposit method, the net worth method is based on the theory that an individual can essentially 

only spend, invest or hoard the funds (cash on hand). Spending the funds used in this context includes spending that pertains 

to expenditures as well as simply giving funds away to other individuals. Successful application of the method requires the 

investigator to place emphasis on the increase in assets rather than the expenditures since the majority of the proceeds from 

the individual’s legal or illegal income is being invested in assets that increase net worth rather than on consumable 

expenditures. If the individual was spending the majority of the proceeds on consumable expenditures, the expenditure 

method that is discussed later should be used. A similar format used to create a typical financial balance sheet is used to 

determine an individual’s income as indicated below: 

Net Worth Method Formula 

Assets 

Total Assets    XXXX 

Minus 

Liabilities 

Total Liabilities    XXXX 

Equals 

Net Worth    XXXX 

Less: Prior Year’s Net Worth  XXXX 

Less Non-Income Items 

Increase in Net Worth    XXXX 

(Income) 

The first step in use of the net worth method is to establish the initial base year that will be used to determine the 

increase in net worth from the previous year. The increase in network represents the income that was generated for the 

current year. Any non-income items such as loans or gifts that occurred during the year are subtracted from the increase in 

net worth to obtain income. If the first year that the investigator is interested in is 2018, the 2017 year will be used as the 

base year to determine the income that was earned in 2018. The 2018 year would be used as the base for the 2019 year and 

the 2019 year would be used for 2020 year and so forth. In the case of a criminal tax investigation, personal expenses would 

be added to the net worth amount and any deductions that that individual was entitled to under income tax laws would be 

subtracted to obtain taxable income. A brief example of how the method can be applied to a fraud audit is presented in 

presented in Table 3. 

 One of the most difficult parts of the application of the net worth method is the establishment of a starting point or 

initial net worth amount pertaining to the individual’s financial position. The establishment of the initial net worth and 
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subsequent net worth of the individual requires a thorough analysis of the assets and liabilities that pertain to the individual. 

Information pertaining to the financial condition of the individual is secured through various sources as previously discussed 

in the above section labeled gathering financial information. All assets are typically recognized at cost and liabilities are 

recognized at the actual amount that is owed. In addition to examining documents from various sources and interviewing 

witnesses, information gathered during an interview of the perpetrator may prove extremely helpful in establishing his or 

her net worth. 

 When possible, the fraudster should be interviewed by the forensic accountant to obtain information about the fraud 

as well as any assets that are owned and liabilities that are owed by the perpetrator. Although the individual may not be 

completely honest about his or her financial condition, information that is provided can be used against the individual in 

any future criminal trial proceedings. One of the primary reasons that the individual should be interviewed when possible, 

as it pertains to proving income using the net worth method, is to eliminate the existence of a cash hoard which can be an 

effective defense against evidence illustrating that income was earned from the fraudulent activity (IRM 9.5.9.5). 

If the cash hoard defense is not eliminated, the individual could claim that any unexplained increase in wealth is the 

result of cash that was obtained in previous years from legitimate sources such as an inheritance from a wealthy uncle. 

Witnesses that have knowledge of the individual’s financial condition also can be helpful in eliminating the cash hoard 

defense which is a common strategy used to combat a criminal violation charge relating to income when the net worth 

method of proof is used. Circumstantial evidence which demonstrates the individual’s lifestyle prior to the commencement 

of the fraud scheme can further minimize any negative impact of the cash hoard defense on the successful prosecution of 

the individual. 

Table 3: Example of Application of the Net Worth Method of Proving Income 

During 2020, an accountant determined that an individual and his accomplices perpetrated a Ponzi scheme fraud 

against victims throughout the Southwest region of the U.S. Since the proceeds of the fraud could not be directly 

associated with each of the perpetrators, it was determined that the specific item method of proof was not adequate 

for criminal prosecution purposes. The accountant determines that the bank deposit method was not appropriate to 

prove the individual’s income because the individual did not deposit a substantial amount of the proceeds from the 

fraud activity to a bank account. However, an audit of the financial assets of the individual determined that he had 

purchased a substantial amount of assets during 2018 and 2019, when the fraudulent investment schemes were 

perpetrated. For purpose of this example, the income calculation applies only to Fraudster number one. 

Fraudster 1 had the following assets during 2017, 2018, and 2019: 

2017 

Assets       Liabilities 

Cash on Hand   $    2,000  Consumer Loans  $  50,000 

Cash in Banks   $  10,000  Notes Payable   $175,000 

Automobiles   $    8,000  Other Liabilities  $  25,000 

Personal Residence  $200,000 

Other Assets   $  50,000 

2018 

Assets       Liabilities 

Cash on Hand   $    3,000  Consumer Loans  $  20,000 

Cash in Banks   $  15,000  Notes Payable   $200,000 

Automobiles   $  30,000  Other Liabilities  $  20,000 

Personal Residence  $400,000 

Other Assets   $100,000 

2019 

Assets       Liabilities 
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Cash on Hand   $    4,000  Consumer Loans  $  10,000 

Cash in Banks   $  20,000  Notes Payable   $150,000 

Automobiles   $100,000  Other Liabilities  $  10,000 

Personal Residence  $700,000 

Other Assets   $200,000 

Table 3: Example of Application of the Net Worth Method of Proving Income (continued) 

Net Worth Method of Proof Income Calculation 

Assets     2017   2018   2019 

Cash on Hand    $   2,000  $   3,000        $       4,000 

Cash in Banks, etc.   $ 10,000  $ 15,000      $     20,000 

Automobiles    $   8,000  $  30,000   $   100,000 

Personal Residences   $200,000  $400,000    $   700,000 

Other Assets    $  50,000  $100,000  $   200,000 

Total Assets    $270,000  $548,000  $1,024,000 

Liabilities 

Consumer Loans   $  50,000   $ 20,000  $     10,000 

Notes Payable    $175,000  $200,000  $   150,000 

Other Liabilities   $  25,000  $  20,000  $     10,000 

Less Total Liabilities   $250,000  $240,000  $    170,000 

Net worth    $  20,000  $308,000  $    854,000 

Less Prior Year’s Net worth     $  20,000  $    308,000 

Increase (decrease) in Net Worth    $ 288,000  $    546,000 

Expenditure Method 

The Johnson v. U.S. (1943) court case established the expenditures method of proving income as an acceptable 

method for criminal prosecution purposes (IRM 9.5.9.6). The expenditure method is appropriate when the specific item 

method is not adequate to prove the criminality of the defendant’s activity and the bank deposit method is not sufficient. 

Use of the bank deposit method is not sufficient because the majority of the income that the individual is receiving is not 

being deposited in a bank account or some other type of investment account. It is not appropriate to use the net worth method 

in this situation because the individual is disposing of the income that is being received as consumable expenditures that do 

not increase net worth. The expenditure method of proving income is used when the individual spends most of the income 

on consumable goods or services such as food, living expenses, vacations, gifts and other expenditures.  

Proving income using the expenditure method may be less complex than applying the net worth method. However, 

like the net worth method of proof it requires a thorough audit into the assets that are owned by the individuals as well as 

identification of the source of the income and evidence pertaining to the disposition of the income obtained from legal and 

illegal activities. In a money laundering prosecution, disposition of the funds can provide evidence of the actions taken by 

the individual to conceal the source of the income. In a criminal tax prosecution, disposition of the income is required 

because the investigator must be able to determine what expenditures represent personal expenditures and whether any of 

the expenditures are deductible for income tax purposes. Evidence pertaining to the expenditures can be obtained through 

various documents such as invoices and witnesses that have knowledge of the individual’s expenditures. 

The theory behind the expenditure method is that the individual is spending the income mainly using currency rather 

than investing it. In this situation, the individual is viewed as a spender rather than a saver which is the case in a net worth 

method of proof situation. The basic formula for the cash expenditure method is indicated below: 

Expenditure Method Formula 

Expenditures      

Total Expenditures     XXXX 



Journal of Forensic and Investigative Accounting 

Volume 13: Issue 1, January–June 2021 

 

97 

Less Loans      XXXX 

Less Gifts      XXXX 

Less Cash Available from Previous Years  XXXX 

Income       XXXX 

A brief example of how the method can be applied to a fraud audit is presented in presented in Table 4. As is the 

case with circumstances using the net worth method, due care must be taken during the investigation to minimize the 

possible defense of the individual that the expenditures pertain to a cash hoard that were obtained during previous years.  

Table 4: Example of Application of Expenditure Method of Proving Income 

During 2020, a forensic accountant determined that an individual that an individual and his accomplices perpetrated 

a Ponzi scheme fraud against victims throughout the Southwest region of the U. S. Since the proceeds of the fraud 

could not be directly associated with each of the perpetrators, the accountant determines that the specific item 

method of proof was not adequate for criminal prosecution purposes. Also, a determination was made that the bank 

deposit method was not appropriate to prove the individual’s income because the individual did not deposit a 

substantial amount of the proceeds from the fraud activity to a bank account. However, an investigation into the 

financial assets of the individual determined that he had spent the majority of the proceeds on consumable 

expenditures rather than on assets that would increase his net worth. Therefore, the expenditure method is the best 

method to use based on the circumstances involving the forensic audit. For purpose of this example, the income 

calculation applies only to perpetrator number one for expenditures during 2017, 2018, and 2019. 

2017 

Expenditures 

Residential Rental Expense $ 30,000 Loan Proceeds  $ 1,000 

Utilities    $   5,000 Gifts   $        0 

Personal Living Expenses $ 10,000 Available Cash  $ 1,000 

Vacation and Travel   $ 20,000 

Entertainment Expenses  $ 20,000 

Restaurant/Bar Expenses $   5,000 

Miscellaneous Expenses  $ 10,000 

2018 

Expenditures 

Residential Rental Expense $ 35,000 Loan Proceeds  $        0 

Utilities    $   5,000 Gifts   $ 1,000 

Personal Living Expenses $ 20,000 Available Cash  $ 1,000 

Vacation and Travel   $ 30,000 

Entertainment Expenses  $ 25,000 

Restaurant/Bar Expenses $ 10,000 

Miscellaneous Expenses  $ 15,000 

2019 

Expenditures 

Residential Rental Expense $ 40,000 Loan Proceeds  $       0 

Utilities    $   5,000 Gifts   $ 1,000 

Personal Living Expenses $ 25,00  Available Cash  $ 1,000 

Vacation and Travel   $ 35,000 

Entertainment Expenses  $ 30,000 

Restaurant/Bar Expenses $ 15,000 

Miscellaneous Expenses  $ 20,000 

Table 4: Example of Application of Expenditure Method of Proving Income (continued) 
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Expenditures       2017    2018        2019  

Residential Rental Expense  $   30,000  $  35,000  $   40,000 

Utilities     $     5,000  $    5,000   $    5,000 

Personal Living Expenses  $   10,000  $  20,000   $  25,000 

Vacation and Travel   $   20,000  $  30,000   $  35,000 

Entertainment Expenses   $   20,000  $  25,000   $  30,000 

Restaurant/Bar Expenses  $     5,000  $  10,000   $  15,000 

Miscellaneous Expenses   $   10,000             $  15,000     $  20,000 

Total Expenditures   $100,000  $140,000   $170,000 

Less: Loan Proceeds   $    1,000  $           0   $           0 

Less Gifts    $           0  $    1,000   $    1,000 

Less Available Cash   $    1,000    $    1,000   $    1,000 

Income     $  98,000  $138,000   $168,000 

Benefits of Including the Methods of Proof 

Enhanced Thoroughness of the Investigation 

 Utilizing methods of proving income in a forensic accounting investigation can greatly enhance the effectiveness 

of the search. Quite often a fraud audit is initiated as a result of a suspicion that a certain victim or group of victims have 

been victimized by a perpetrator of a fraudulent scheme. If an accountant concentrates entirely on known victims of 

fraudulent activities, he or she may fail to discover additional victims or schemes that the perpetrator is engaged in. The 

quality enhancement that utilizing methods of proving income can provide is illustrated by an organized automobile 

insurance fraud scheme that was investigated by one of the authors when he was a special agent with the IRS-CI. 

 The investigation was a joint investigation involving local, state, and federal law enforcement agencies; resulting 

in the arrest of twelve (12) individuals and the discovery that various automobile insurance companies had been defrauded 

by the Orlando based group of approximately two million dollars (Leusner, 1997). Applying methods of proving income in 

the case assisted the investigators in the discovery that there were more victims than originally expected. Also, the 

investigators were able to determine that the automobile fraud scheme was being conducted not only in the Orlando, Florida 

area but in several other states. Examining the income of the perpetrators also assisted in the discovery that the group was 

involved in other fraudulent schemes. 

Increased Restitution Potential for Victims 

 When a fraud is committed against victims of a fraudulent scheme, it can be devastating financially to the 

individuals or businesses that were victimized. The impact of a fraud can cause victims to have to file for bankruptcy and 

endure financial hardship for many years into the future. It is not adequate for the investigator to have a single focus of just 

pursuing prosecution of the perpetrators of a fraud. Since a financial fraud can be so devastating to its victims, the 

investigator should attempt to identify assets of the perpetrators to determine their ability to make restitution to the victims 

of the fraud.  

Federal and criminal statutes allow the seizure of assets that the perpetrators obtained as a result of a fraudulent 

scheme. The application of methods of proving income whether it is a direct or indirect method of proof involves the 

examination of assets owned by the fraudster and the disposition of income. Investigation of the perpetrator’s financial 

resources can be extremely valuable as a means to recoup some of the losses that the victims may have incurred as a result 

of the fraud. 

Criminal Referrals to Law Enforcement Agencies More Likely to be Accepted 

 Another valuable benefit of applying methods of proving income is that it enhances the development of the criminal 

case which makes it extremely more attractive to a law enforcement agency that is considering initiating a criminal case 

based on a referral to the agency. The referral could be made by a non-law enforcement agency or another law enforcement 

agency. Law enforcement agencies have limited resources and are forced to make decisions as to which criminal cases 

should be pursued or declined. A criminal referral can be made to various federal, state and local law enforcement agencies. 
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For the sake of brevity, we will limit our discussion to the benefit of the IRS-CI accepting a criminal referral made by a 

non-law enforcement or another law enforcement agency. 

IRS—Criminal Investigation  

 Arguably, the IRS-CI is one of the better if not the best law enforcement agency to make a criminal referral to 

pertaining to a financial fraud. The fraudulent schemes committed against victims must involve a nexus for a law 

enforcement agency to have jurisdiction pertaining to the crime. In the case of a federal agency, there must be a federal 

crime nexus. This nexus requirement for a federal agency to become involved in an investigation is an easy requirement for 

the IRS-CI to satisfy. The simple fact that an individual committed a fraudulent scheme and did not report and pay federal 

income taxes on the illegal income is enough justification for the agency to become involved in the investigation.  

 The IRS-CI can essentially have jurisdiction in any crime that involves money which certainly describes a financial 

fraud. They can assist in a fraud investigation in several ways. Assistance that can be provided by the agency include 

pursuing criminal income tax violations, money laundering violations and applying civil and criminal forfeiture statutes that 

allow the assets of the fraud perpetrator to be seized. 

 The agency’s special agents are sworn law enforcement officers and are responsible for pursuing criminal violations 

of the federal income tax laws. These violations are described in Title 26 of the U.S. Criminal Code which includes 

violations such as tax evasion (U.S.C Code Section 7201) and failure to file a tax return (U.S.C. Code Section 7203) (USC 

26). Individuals can be sentenced up to five (5) years for tax evasion and up to one year (1) for failure to file a tax return for 

each year that the violation occurred. The IRS has the option to pursue criminal and or civil actions against a fraud 

perpetrator. If IRS-CI decides not to pursue criminal tax violations, it still has the option to refer the case to the civil division 

of the IRS which can assess income taxes and seek collection of the income taxes that are due. 

 The IRS-CI also can pursue money laundering violations in accordance with criminal statutes such as Title 18 of 

the U. S. Criminal Code Sections 1956 and 1957 (USC 18). A specified unlawful act must occur to justify the imposition 

of money laundering charges. In the case of a financial fraud, Title 18 of the U.S. Criminal Code Section 1341 which 

pertains to mail fraud is often used as a specified unlawful act to justify the charging of money laundering against 

perpetrators (USC 18). Title 18 of the U. S. Criminal Code Section 1343 which pertains to wire fraud is another code section 

that is often used to satisfy the specified unlawful act requirement that pertaining to money laundering (USC 18).  

 Another advantage of making a criminal referral to the IRS-CI is its ability to assist in the process of seizing the 

fraud perpetrators’ assets which can provide some financial relief to the victims of a fraud. The agency can utilize Title 18 

of the U. S. Criminal Code Section 982 to apply criminal forfeiture against the perpetrator (USC 18). It also can pursue civil 

forfeiture against the perpetrator in accordance with Title 18 of the U.S. Criminal Code Section 981 (USC 18). 

Conclusion 

 Utilizing methods of proving income during the investigation of a financial fraud should be considered by an 

accountant whether the investigation is being conducted by a civil or law enforcement agency. There are a variety of benefits 

of including methods of proving income as part of the investigative techniques that are applied to the investigation of a 

financial fraud. These benefits include enhanced thoroughness of an investigation, increased restitution potential for the 

victims, referrals to law enforcement agencies are more likely to result in the initiation of a criminal investigation as well 

as other benefits.  

 The IRS-CI should definitely be one of the agencies that are considered as a candidate for making a criminal referral 

to pertaining to a financial fraud. IRS-CI can pursue criminal income tax violations against the perpetrator of a fraud as well 

as money laundering violations against the individual. The agency also can assist in seeking restitution for victims by 

pursuing criminal and or civil forfeiture of the assets of a perpetrator of a fraudulent schemes. 

 There are both direct and indirect methods of proving income that can be utilized in a financial fraud investigation. 

Direct methods of proving income include the specific item method which is the preferred method because of its simplicity 

and the difficulty of a defendant to defend against the prosecution based on the method. Indirect methods such as the bank 

deposit, net worth and cash expenditure methods are used when the direct method is not adequate to prove the income of 

the defendant.  
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Appendix 1 Sample of Financial Crimes Investigated Utilizing Methods of Proving Income 

1. Richard Estes was sentenced to 105 months in prison for conspiracy to commit money laundering (IRSCI 2017). 

2. CPA Jonathan Schwartz was sentenced to 72 months in prison for embezzling $7.2 million from Alanis Morissette 

and other celebrities. (IRSCI 2017). 

3. Christopher Epps, a former Commissioner of the Mississippi Department of Corrections, was sentenced to 235 

months in prison for accepting bribes and kickbacks. (IRSCI 2017). 

4. Connie Guild, who oversaw the travel funds of Benton County, Tennessee travel fund, was sentenced to 34 months 

in prison for embezzlement of governmental funds (IRSCI 2017). 

5. David Swartz was sentenced to 480 months in prison for conspiracy to commit bank fraud (IRSCI 2017). 

6. Fletcher Hartsell, Jr., a former North Carolina state senator, was sentenced to 8 months in prison for federal fraud 

relating to his state election campaign (IRSCI 2017). 

7. Cynthia Mills was sentenced to 100 months in prison for embezzlement (IRSCI 2017). 

8. Doreen Gentile was sentenced to 37 months in prison for defrauding her clients that she provided accounting 

services to (IRSCI 2017). 

9. Sreedhar Potarazu was sentenced to 119 months and 29 days in prison for shareholder fraud (IRSCI 2017). 

10. Elpidio Gongora was sentenced to 48 months in prison for defrauding personal injury clients and bankruptcy fraud 

(IRSCI 2017). 

11. Former National Basketball Player Kermit Washington was sentenced to 72 months in prison for operating a 

fraudulent charity organization (IRSCI 2018). 

12. John Arthur was sentenced to 84 months in prison for embezzlement (IRSCI 2018). 

13. Kiburi Tucker was sentenced to 36 months in prison for embezzlement committed against a non-profit organization 

(IRSCI 2018). 

14. Brandon Rogers sentenced to 48 months inf prison for committing student loan and grant fraud (IRSCI 2018). 

15. Shawn Gorrell was sentenced to 60 months in prison for investment fraud (IRSCI 2018). 

16. Tina Cozart was sentenced to 42 months in prison for embezzlement (IRSCI 2018). 

17. William Lieberman was sentenced to 84 months in prison for securities fraud (IRSCI 2018). 

18. Jennifer McCain was sentenced to 51 months in prison for defrauding the Las Vegas Valley Water District (IRSCI 

2019). 

19. Duane Sikes was sentenced to 120 months in federal prison for embezzlement again his employer Vystar Credit 

Union (USDJ,NOV52019). 

20. Sandra Ruballo was sentenced to 120 months in prison for defrauding a deferral food program for underprivileged 

children (IRSCI 2019). 

21. Mark Cundiff was sentenced to 36 months in prison for defrauding the United States Department of Defense (IRSCI 

2019). 

22. Jane Mulder was sentenced to 60 months in prison for embezzling funds from her bookkeeping clients (IRSCI 

2018). 

23. Mathew Linerman sentenced 18 months in prison for defrauding a local company using a false invoice scheme 

(IRSCI 2018). 

24. Former U. S. Congresswoman Corrine Brown was sentenced to 60 months in prison for operating a fraudulent 

education charity organization (IRSCI 2018). 

25. Michael Klein was sentenced to 77 months in prison for defrauding the Mahopac Volunteer Fire Department (IRSCI 

2017).  
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