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PRE~'ACE 

This manual can best be described as a set of steps which , 
an investigator can take to address the growing proble~ of 
arson committed for insurance frat~. It is divided into two 
parts, the first deals with plans and strategies, the second 
with operational tactics. As in most other contexts where this 
distinction is made between strategi.esand tactics, the 
dividing line is difficult to draw. The important point is 
that successful investigation of arson-fraud (Le., 
arson-for-profit) cases almost always requires that the initial 
steps be devoted to planning the investigation, analyzing 
background and intelligence information, and formulating the 
next operational investigative steps. 

A noted law enforcement expert on sophisticated crime 
schemes recently commented on the apparent edge which schemers 
seem to have over law enforcement agencies--the schemers have 
the advantage of experience and, very often, the organizational 
support which a collection of criminals working together can 
provide to its members. Investigators confronting 
arson-for-profit rarely start with extensive experience in this 
newer area, and the fragmented nature of our criminal justice 
system can deprive investigators of the benefit of equally 
strong, formal bonds of orgahization, as they move across city, 
county, and state lines in pursuit of culprits. This expert 
went on to note that what law enforcement agencies 22 have on 
their side is the element of time, "Time is against the 
cri~inal, because he knows that with time he's susceptible to 
making mistakes. And I'm looking for that mistake •••• " 

The above statement captures perfectly both the disadvan
tages and advantages which law enforcement investigators face 
in trying to make sense out of an arson-for-profit problem. A 
central goal of this manual is to convincp the investigator to 
take those basic resources which he has a~J maximize their 
"alue. These resources include, in addition to qualified 

i 
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SPECIAL Nm E TO THE READER 

Because of the severity of the arson-for-profit problem 

nationwide, it is esssential to discuss in this manual the 

variety of specialists who come into playas participants in 

illegal schemes and who greatly magnify their impact. For this 

reason, certain legitimate business figures primarily engaged 

in insurance and real estate are discussed in the following 

pages, together with the roles which they can play in planning 

and executing an arson scheme. Clearly, thr mention of one or 

another type of businessman or business sector is not meant as 

a blanket criticism or indictment of that profession. Rather, 

all available information indicates strongly that an 

infinitesimally small fraction of such personnel has ever been 

even suspected of involvement in arson-fraud schemes. However, 

due to the important expertise which such specialists can bring 

to a crime, their importance far outweighs their numbers. For 

that reason this manual would be dangerously remiss in avoiding 

mention of the role of such specialists in those limited cases 

where they make their presence strongly felt. 
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CHAPTER 1: '.rilIS MANUAL AND ITS ROLE IN COMBATTING 

THE NATIONWIDE PROBLEM OF ARSON-FOR-PROFIT 

Introduction 

Arson-for-profit is a major and growing crime 
problem in the United States. For years, experts 
close to the problem have warned of its dangers. 
Nevertheless, the crime has grown to the point where 
it now constitutes a serious menace to the social 
and economic well-b~irig of the Nation and its 
citizens. 

The above quotation introduces the U.S. Senate Report, 

Arson in America, published in 1979 after a year of nationwide 

investigation into this crisis. Like any problem which seems 

to fester for decades before national recognition focuses 

attention on it, arson-for-profit is now basking in the 

limelight of concern of agencies at every level of government. 

It is very important to keep in mind that. arson committed for 

economic gain, like any other criminal act~ is an overt 
manifestation of more basic and deeply-rooted problems in 

society. In this case 'business recession, declining inner-city 

areas, and organized crime domination of an industry are all 
basic reasons why the nation'seems to experience periodic 

increases in arson-for-profit activity. 
Law enforcement agencies are by statute and organization 

relegated to attacking the fires and frauds which are the 

symptoms of the deeper problems. However, we must never forget 

the reality that arson-for-profit, while but a symptom, is an 

especially deadly one. In applying a medical analogy to this 

crime issue, we should be mindful that arson, like any serious 
symptom, can, if allowed to reach epidemic proportions, do as 

much or more damage than the disease itself. Put simply, fever 

kills, and perhaps this analogy applies equally well to 

arson-for-profit and what it does to our cities and our social 

and economic fabric~ 

1 
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I. The Focus of This Manual 
Arson-for-profit is a complex national problem. On the one 

hand we have seen it committed by businessmen who face serious 

financial problems in order to obtain insurance money. On the 

other hand, we have seen examples of arson growing out of 

labor-management violence and the actions 

to drive his competition out of business. 

of a business rival 

In still other 

cases, we have seen automobiles destroyed intentionally by 

fire--if not for a p~ofit then to cut the owner's growing loss 

of maintaining a "gas guzzler." Can anyone term adequately 

refer to all of these forms of incendiary crime? That would be 

difficult. Moreover, evidence at hand indicates strongly that 

arson committed for insurance fraud (as well as banking, 

credit, and other forms of frauds) is the greatest component of 

the economic arson problem. Furthermore, because 

arson-for-profit is committed by rational, calculating 

criminals who seek an economic benefit, we can expect them to 
ponder the increased chances of prosecution and imprisonment 

which a vigorous law enforcement program can threaten. 
Therefore, the primary focus of this manual is on insurance and 

other financial frauds which grow out of the incendiary 

destruction of property. 
Any investigator or prosecutor who has taken a glimpse at 

the arson-for-profit problem knows that the challenge is a 

demanding and frustrating one. To begin with, there is the 

problem of the fire's cause--and whether it was set 

intentionally, and if so by whom, and whether the owner knew of 

or benefited from the fire. Following directly on the heels of 

the "fire cause and origin" question is that of motive: why was 

that fire set, who benefited from the fire, and by how much? 
In order to answer these questions, it is necessary to probe 

the owner's and/or the business' financial condition, a 
difficult task for most fire and police investigators. Where 

investigators suspect insurance or some other fraud motive, the 

issue takes a radical turn from fire investigation to 
i . 
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white-collar crime investigation--two complex and demanding 

enforcement disciplines which understandably developed and 

evolved in their own separate ways. 

The investigator who comes upon (or is handed) an 

arson-for-profit case can hail from anyone of a number of 

investigative specialties: fire cause, arson, general 

detective, professional theft, white-collar, and even organized 
crime. How can the scattered and confusing pieces of evidence 

and circumstances be held together in order to form a true 

picture of what actually happened? That is a basic objective 

and primary challenge of this manual. Its purpose is to 
familiarize the fire service and police investigator, and the 

prosecutor who becomes involved at the investigative stage, 

with the problem of arson-for-profit, the motives pf criminals 

who deal in this area, the vulnerabilities to which they leave 

themselves open, and some methods for taking advantage of these 

vulnerabilities. 
This manual is mainly designed for the investigator, but 

does not seek to make him an expert in arson, white-collar, or 
organized crime investigation. That would be an unwise 

objective, for it is almost impossible to accomplish. Rather, 

the purpose of this manual is to enable an investigator to 

identify patterns of criminal behavior which are somewhat 

peculiar to this field of crime, and to be able to build and 
continue the momentum of an investigation as long as it is 

possible to do so--hopefully through to prosecution if such 

action is warranted by the facts. To continue an investigation 

may mean, in certain cases, to the point where an investigative 

accountant should be called in, or to the point where a 

prosecutor should utilize the grand jury as an investigative 

tool. In other cases, it may be next to impossible for the 

investigator to build an arson or insurance fraud case, and 

other criminal remedies, as well as civil ones, should be 

explored. 
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Arson-for-profit is a term which describes motive rather 

than a particular statutory violation. In many respects, this 

kind of term is helpful because it focuses our attention on the 

need to identify the precise motive before we too quick~y 

assume one and perhaps begin an unproductive inquiry. In order 

to locate the motive, it is necessary to distinguish wheth~r 

the arson occurred as a result of a business ~r personal 

financial problem, or whether it developed from a fraudulent 

scheme where there was no financial distress. 
The investigator who can identify a fraud-related motive 

will open the door to new sets of documents to review, 

witnesses to interview, and informants to debrief. Falling 

short of identifying the specific motive, the investigator is 

left with hunches and assumptions and possibly even prejudices 

which our legal system requires that we rigidly segregate from 

evidence. In order to help the investigator learn as much as 

possible about why a particular fire occurred in a certain 

business, this manual places a great deal of emphasis on 

learning about business practices, internal financial 
operations, and economic conditions. This focus is designed to 

assist in the development of "economic intelligence" on 

arson-for-profit, as well as on the identification of possible 

parties to the crime within the business entity itself. 

A second area of major focus is the range of criminal 

specialists who enter the arson-for-profit field. Experience 

has shown that for a community to experience ,an 

arson-for~profit epidemic, all it needs is one active 

professional torch who is able somehow to find enough willing 

businessmen and other clients to create incendiary havoc. 

Realistically, however, those who want to set or arrange an 

arson fire do not always know how to contact someone whose job 

(or avocation) is the setting of fires. In order to help the 

"buyers of fire" (the owner or client) strike a bargain with 

the "sellers of fire" (torches), a variety of middlemen enter 

the picture. Usually these middlemen are comfortably situated 

5 

in the midst of a network of information on many types of 

criminal opportunities--fencing in particular, but also loan, 
credit, insurance, and other types of fraud. Some of them 
merely steer .the owner to a torch--these are known as 
"p' " Igeons. Others bring the client and torch together( and 
stay around to work with each to inflate the insurance 

coverage, assure total destruction of the building, and reap 
the largest profit Possl'ble. I d n or er to feed their profit 
motive, still other specialists may enter the picture and 't 
' , 1 

IS common to find in many parts of the 'country white-collar 

criminals skilled in banking and real estate practices, federal 
loan and grant programs, and other types of fraudulent "scam" 

operations, as well as individuals in legitimate occupations 

who value a dishonest dollar more than either personal honesty 

or loyalty to the good name of their, business or profession. 
~xamples of the latter can include, in specific cases, an 

Insurance agent or broker, a realtor, a contr.actor, a bank loan 
officer, and even a fire or police investigator. 

There are also many different types of arson schemes: some 
are hatched by owners, others by middlemen, and still others by 

real estate speculators. The steps by which one specialist 

contacts another, and together they formulate and execute an 
arson-fraud conspiracy, fOllow some fairly common and 
identifiable patterns which we 

can analyze and understand. In 
so doing, we can expect to have a better idea of the kinds of 

illicit transactions each specialist has with the others, and 

the sorts of things they plot and plan. Therefore, sUbstantial 

portions of this manual focus on the various arson-for-profit 
specialists, their known patterns of activity, and the ways in 

which their fairly predictable behavior patterns make them 

vulnerable to investigators who have a good idea about "who did 
what, when, and how." 

Therefore, in addition to st p essl'ng the ' 
L varIety of motives 

extant in arson-for-profit cases, this manual discusses the 

kinds of arson-for-profit specialists which are likely, more 
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often than not, to "cluster" around a given motive pattern, and 

the kinds of paper and other trails which they more than likely 

leave behind. While this manual does not provide a formula for 

solving each type of arson-for-profit case (which would be 
impossible), it is designed as kind of a series of maps to 

better handle a series of obstacle courses. Its purpose is to 

identify an obstacle which the investigator will probably 

encounter, and to relate one or more methods for overcoming 

that obstacle--without losing vital forward momentum. Like any 

map which represents that it can get the traveler from his 

point of origin to his destination, there is an amount of 

fumbling and confusion as one moves from a general area to a 
specific point on the map, then to the key, and then back again 

to try to find the path one was following. That commonplace 

"map problem" has its counterpart when one tries to use this 

manual. The reader may find himself, unavoidably, moving from 

Part I (on strategies) to Part II (on tactics). For this 

inconvenience we apologize only once and hope that the reader's 

good fortune at arriving at this chosen destination (a 
prosecutable case) will outweigh any inconvenience encountered. 

Because the modus operandi of arson~for-profit schemes can 

become very involved and complex, the range of law enforcement 

and related specialists on which an investigator might need to 

call is broad. However, if the investigator knows when to call 

on an outside specialist and also what specifically to ask, 

then a helpful response is more likely to be forthcoming. 

Agencies which have access to (either in-house or on an ad hoc 

basis) those enforcement specialists which figure in 

arson-for-profit cases can expect more frequent success with 

the more complex fraud cases. Investigators who are more 

restricted in their access to such specialists as accountants, 

prosecutors i and forensic specialists, should be able by using 
this manual to develop an understanding of where to find 

expertise at little or no cost to their agency, and how to 

enlist the assistance of such experts. 

I 
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A prominent investigator with an attractive record of wins 

in arson-for-profit cases has said, "Arson-for-profit cases are 

just like any other white-collar or organized crime case, only 

moreso." The purpose of this manual is to explain and clarify 

this perhaps puzzling remark and, in so doing, to infect the 

reader with the enthusiasm that arson-for-profit is yet another 

law enforcement battle which we can win if only we prepare and 
condition our minds in a manner appropriate to the challenge. 

II. !he Scope of the Nationwide Problem of Arson-f2r-Profit 

Over the past five years, there has been an increasing 

awareness that arson has become something more than the rash 
act of the deranged or disgruntled; that it has also become the 

calculated act of those responding to adverse business 

conditions and to the lucrative potential of fraud schemes. 

This latter phenomenon is what is termed "arson-for-profit," or 

just "arson-fraud." Thus, for some arson represents a viable 

way of averting business ruin; for others, it has become a 

method for liquidating worthless assets at a profit; and for 
still others, it has become yet another in a long list of 

techniques for perpetrating fraud. Such participants have 

always been a part of the "arson problem," but never, it seems, 

in the numbers in which they appear now. Arson-for-profit has 

begun to take its toll in our nation's cities, leaving some 

parts of them charred beyond rehabilitation and representing a 

real threat to their vitality. 

Awareness that arson has changed in character and incidence 
has been followed by deep public concern. Such concern has 

found expression nationwide in the efforts of citizens groups 

which have lobbied to prevent their neighborhoods from being 

destroyed; in the actions of fire and police agencies that have 

created special investigative units to combat the problem; in 

the deliberations of Congressional committees in Washington; 

and in the activities of those in the insurance industry that 

have attempted to monitor and minimize the opportunities for 
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profitable fires. Despite the recent attention accorded to 

arson-for-profit, assessing its scope nationwide remains 

difficult. In order to develop such a picture of the problem, 

a confidential survey of thirty-five arson investigation units 

in fire, police, and prosecution agencies was conducted as part 

of this LEAA project. The discussion of arson-for-profit below 

is based on the responses to that survey. 

About a third of the jurisdictions responding reported 

experiencing 500 to 1,000 arsons per year, but about half the 

jurisdictions reported more than 1,000 arsons annually. The 

average for all reporting jurisdictions was about 1,600 

arsons. Within that group of fires classified as arson, the 

portion described as arson-for-profit ranged from as few as 1 

percent of all arsons in one jurisdiction to as many as 95 

percent in another. About half of those responding reported 

that arsons-for-profit comprise 20 percent or fewer of the 

total arsons in their jurisdictions; and about a fourth 

estimated arsons-for-profit at 20 to 50 percent of the total. 

When asked about the most common motives associated with 

arsons-for-profit, most of those responding cited insurance 

fraud--and in particular, such fraud related-to real-estate--as 

the most frequent motive pattern. In over half of these 

jurisdictions, real estate insurance fraud was associated with 

more than 50 percent of the economically motivated arsons 

investigated. Next in prominence as a motive for 

arson-for-profit was insurance fraud related to motor vehicles, 

cited by about a fifth of those responding. Motives associated 

with welfare fraud, extortion plots, and efforts to hide 

embezzlement were generally regarded as far less significant 

than were the insurance fraud motive patterns. These other 

motives were usually cited as comprising fewer than 5 percent 

of the arsons-for-profit. 

A. Organization of Arson-for-Profit 

Most of the agencies responding to the survey described 

arson-for-profit occurring in their jurisdictions as, at best, 
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loosely organized. Only a quarter of those queried indicated 

there was even "moderate" organization in arson-for-profit; and 

~t of the agencies responding described arson-for-profit as a 

highly organized criminal endeavor. Rather, while most 

agencies saw a similarity of motive for many such arsons, they 

tended to feel that their arson-frauds yielded a crime problem 

of great variability with only an elementary-to-moderate level 

of organization. 

B. Participation of Specialists 

Because of the lack of a high degree of organization noted 

in arson-for-profit, about 40 percent of those agencies 

responding found it impossible to estimate the numbers or 

degrees of involvement for a specific list of criminal 

specialists. {In general, however, fire service agencies 

appeared more disposed toward estimating such involvement.} In 

those jurisdictions where the degree of criminal specialist 

involvement in arson-for-profit had been established, 

professional torches were the most common specialist cited as 

participating in the arson-frauds. One agency indicated that 

as many as 50 professional tor~hes were operative in its 

jurisdiction; another noted 2~ such criminals. Other agencies 

cited as few as two professional torches involved in 

arson-for-profit in their locales, but only two agencies had 

not found any involvem1ant by such professional torches. Thus, 

arson-for-profit is viewed by most investigative agencies as 

dependent upon at least one criminal specialist--the 

professional torch. 

The next most prominent specialty cited for involvement in 

arson-for-profit is the "pigeon" (i.e., the individual who 

steers businessmen and others to arsonists). While many 

agencies did not report any such persons as active in the 

problem, where pigeons were operative they were generally 

viewed as being quite numerous--mOLe numerous than professional 

torches for example. Thus, in one jurisdiction torches were 

cited as numbering 15, while pigeons there numbered 40; in 
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another area the respective figures were 10 torches and 35 

pigeons. It is clear, then, that where pigeons are involved in 

the arson-for-profit problem, their numbers are likely to be 
considerable. 

"Fire brokers" and individuals connected with crime 

syndicates were viewed by responding agencies as each having 

about the same level of prominence in the arson-for-profit 

problem. While both of these specialties were cited third in 

order of their degree of involvement in the ~roblem, the nature 

of that involvement is different for each. Thus, fire brokers 

were cited by nearly every agency reporting as being a 

component of the arson-fraud problem, with 10 or fewer such 

persons noted in most jurisdictions. Organized crime figures, 

on the other hand, were not reported as active in about a third 
of the reporting jurisdictions, but where there was such 

invol VE~ment the n umber of such per sons involved was generally 
greater than for fire brokers. To some extent there appears to 

be an overlap in services rendered by organized crime figures 

and fire brokers, such that the presence of one type of 
specialist seems to minimize the need for the other. Thus, one 

jurisdiction reported the presence of. 20 crime syndicate 

specialists but no fire brokers; another indicated the presence 

of 15 organized crime operatives but only 3 brokers. On the 

other side of the coin, one agency cited 12 fire brokers as 

being active but no organized crime specialists; another agency 

reported the existence of 10 fire brokers, but no crime 

syndicate operatives; and another jurisdiction noted the 

presence of 10 brokers, but only 5 organized crime specialists. 

Finally, the criminal specialists cited least frequently as 

being involved in arsons-for-profit were fences of stolen 

property. Once again, however, the lack of prominence of 

fences overall must be balanced with their notable presence in 

some other locales. Thus, while only a third of the 
jurisdictions r.eporting saw fences as a part of the arson fraud 

pioblem, 2 j~risdictions reported 20 such persons as actively 
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involved in fraudulent arsons. In general, fences appear to 

playa coordinating role in arson-for-profit, and mainly where 

other specialists are active. Thus, the only jurisdictions 

where fences were reportedly active in arsons were also those 

jurisdictions where fire brokers, organized .crime specialists, 
and pigeons were also known to be act:.ive. Involvement of 

fences in arson-fraud, then, appears to be a function of the 
involvement of other crime specialists. 

c. Legitimate Business Participants 

Investigative agencies contacted were also asked to 

estimate the involvement of specialists in selected legitimate 

occupations in the arson-for-profit problem. Once again, more 

than a third of those agencies responding found it impossible 

to give such estimates. Of those that could estimate, 

construction contractors were cited most frequently f·or 
involvement in arson-fr.aud. About a third of the agencies 

reporting cited contractors as active in arson-fraud in their 

jurisdictions with as many as 15 and 25 cited respectively by 

two agencies. The next most prominent occupational specialists 
cited for involvement in arson-for-profit were public insurance 

adjusters. Dishonest public insurance adjusters were cited by 

one-half of the responding agencies as believed to be active in 
the arson-fraud problem. The degree of involvement of public 

adjusters varied widely from a high of nine such individuals 

active in one jurisdiction to as few as two or three such 

persons in others. Insurance claims adjusters and insurance 

agents/brokers were also cited as active in arson-for-profit by 

about a third of the agencies although the number of such 

specialists involved in anyone juriSdiction generally was 

quite small. Attorneys and accountants were the legitimate 

occupations least often cited as participating in 
arson-for-profit schemes. 

D. The Nationwide Scope of Arson-for-Profit-uA Summary 

Arson-for-profit as revealed by investigative agencies 
charged with coping with it is a crime problem characterized by 

the following dimensions: 
.... 
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First, arson-for-profit represents a significant category 

of all incendiary and suspicious fires occurring annually. A 

conservative estimate would place the number_9t_. 

arsons-for-profit at 10 to 20 percent of all arsons, though in 

nearly half of all jurisdictions the proportion was 

considerably higher, and in leveral individual jurisdictions 

estimates ran as high as 90 percent. 

Second, insurance fraud--associated primarily with real 

estate and to a lesser extent with motor vehicles--seems to 

serve as the 2rime motive pattern for arson-for-profit. Most 

investigbting agencies attributed more than half of all 

economic arsons to insurance fraud involving real estate. 

Insurance fraud involving motor vehicles was estimated to 

comprise another 10 to 20 percent of all arsons-for-profit. 

All other motives were generally r~garded as being of far less 

significance, responsible for fewer than 5 percent of all 

profit-making fires; or of only isolated significance in 

individual jurisdictions. 

Third, arson-for-profit is generally regarded at best as, a 

loosely organized form of criminal conduct. None of the 

investigative agencies contacted viewed arson-fraud as highly 

organized, and those regarding the activity as moderately 

organized were as numerous as those who saw no organization 

involveJ at all. 

Finally, it is clear that arson-for-profit becomes a viable 

economic alternative when there are present in a jurisdiction 

specialists (in both legal and illegal occupations) willing to 

perform tasks essential to the arson and fraud. The most 

important of these specialists is the professional torch, 

followed next in importance by the pigeon who steers 

businessmen, property owners and others to the torch. Fire 

brokers and crime syndicate specialists were the third most 

frequently cited persons involved in economic arson, followed 

closely in fourth place by construction contractors. Fences of 

stolen goods, though quite significant in several 
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jurisdictions, were generally reported to be of lesser 

importance than other criminal specialists and cited as being 

about as numerous as public insurance adjusters. Other 

legitimate specialists (such as insurance agents/brokers, 

claims adjusters, attorneys and accountants) were reported to 

be of significance only in isolated jurisdictions, and even 

then very rarely. 
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CHAPTER 2: IDENTIFYING'THEMOTIVE 

Introduction 

In order to prove a charge of arson, ordinarily it is 

required that the prosecution show that the fire was caused 

intentionally by a criminal agency, and that the accused had 

set. it, which is generally inferred from his exclusive 

opportunity to do so. In cases where the fire in question was 

set out of an economic motivev the investigator confronts the 

immediate problem of whether the individual who had the 

opportunity to set the fire had any rational reason for doing 

so. Was he the most likely one to benefit from the fire? Or, 

was someone hired to set the fire, and if s6, can his 

"exclusive opportunity" implicate the owner? While 

establishment of the motive usually is not a requisite element 
of proof in an arson case, investigators know that few juries 

are likely to convict comeone on the sole basis of an 

opportunity to burn down his own horne or business. Often a 

major stumbling block in an arson-for-profit case is not 

proving that the fire was incendiary, but that the arson was 

committed to defraud an insurer. Arson-for-profit 

investigations can get complicated very quickly, and unless the 

investigator can isolate (or at least narrow down) the most 

likely motive, the fraud aspect of the investigation will 

probably suffer. 
The motive for committing arson-for-profit is economic 

gain, whether it be the enormous gain from inflating insurance 
coverage b~yond the building's value, or limited economic gain 

derived from cutting one's losses before oncoming financial 

disaster. 
In order to know where and how to begin the investigation, 

the investigator needs to determine whether the arson in 

question was due: 

• primarily to financial stress, or 

• primarily to a fraud scheme (without much stress), or 

• to combined degrees of some stress and the 
profitability of fraud. 

15 
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In searching for motive in an arson-for-profit case, the 

first cardinal rule is: 
Always look first for the obvious. 

Initially, if a fire appears to have been caused by the owner's 

serious financial stress, the investigator needs to probe 

deeper and ask: "Stress, but due to what in partic ular?" An 
arson fraud stemming from a loanshark's pressure to satisfy a 
gambling debt may be investigated differently from a case where 
the fire was set to remodel an office or avoid a mortgage 

foreclosure. Each qualifies as arson-for-profit, and each is 
serious in its own right, but the way that the investigation 

begins (and how it ends) will depend on the initial 

determination, of best estimate, of the motive. 
No one knows the percentage of arsons-for-profit which stem 

from financial stress, versus those which originate purely as 

scams. A re~iew of prosecuted cases indicates that the 
majority grew.out of some type of a business problem, however 
mild. Arsons which were conceived as scams bear some different 
markings than those due primarily to financial stress: the 

financial records are too neat and seem to be too perfect to be 

"for real," the same public insurance adjuster may appear over 

and over (and perhaps the same insurance agents;) and the 
telltale signs of professional torches often remain. 

The most difficult problem regarding motive is the mixture 

of some economic stress associated with the presence of a scam, 

for it requires that we ask whether the businessman who had a 
mild, seasonal problem allowed himself to be "sold" on an 
arson-for-profit scheme by a professional arsonist. Or, did an 

underworld fringe figure find out about a businessman's search 

for credit in a "tight money market?" Who originated the 

conspiracy, and who committed the first overt act to assure its 
consL~mation are two very critical questions. The answers 
point toward such issues as who should be targeted and who 

should be questioned first. The problem of identifying the 

motive in a combined mild stress/arson scam is a difficult one 

~---- ---- ---------------

I 

~ 
I 

l 

17 

only because many owners whose property burns are in this 
predicament, and it is hard to determine whether they set the 
fire and arranged the insurance fraud themselves, or found some 
professional to assist them. The discussion which follows will 

cover some of the more commonplace financial stress and fraud 

scheme motives, and what kinds of steps would be appropriate 

for the investigator to take as a response. 
I. Financial Stress as the Primary Cause 

The home or business owner who decides to arrange an 
arson-fraud may do so out of submission to financial stress. 

However, the key factor in determining whether an insured will 
decide on arson is a function of that individual's moral hazard 
situation, or personal disposition to choose arson rather than 

some other outlet or form of relief. In general, two factors 

weigh primarily in the insured's decision to submit to 

arson-fraud: (a) the desire for financial relief, an.d (b) 

greed--the desire for easily obtained financial assistance. 
One way to conceive of an arson-fraud scheme is to view it as 
the result of the interplay between these two factors. 
Experience in cases where owners have been caught in 

arson-fraud schemes indicates that the more extreme and 
immediately pressing the financial stress, the more morally 

hazardous that insured becomes. Certainly, the number of 
insureds who are not persuaded to commit arson--no matter how 

severe their financial stress--is great, and the swelling 
bankruptcy court dockets are one witness to the prevailing 
honesty of most citizens. However, a rapidly developing 

situation of financial stress can place the insured in a 

position where he desperately examines all kinds of options 

suitable to him--1egal and illegal. The following discussion 
points to indicators which insureds in financial distress may 

leave behind in their arson-fraud schemes, and which can help 
the investigator establish whether distress alone, or in league 

with greed, helps to explain why a particular incendiary fire 

occurred. 
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A. Severe Personal or Business Financial Stress 

Perhaps we can understand the arson-fraud motive of a 
homeowner who has just been fired or who faces mortgage 
foreclosure and burns his home or business. It is important to 

conduct a search for evidence of those forms of stress. The 
investigator is likely to find a great deal about such matters 

in court papers associated with divorces, foreclosures, 

bankruptcies, and liens. While it is not fully accepted as a 

rule of thumb, the more severe the financial stress of an 
insured, the more likely he is either to set the fire himself, 
or involve a minimum number of people--usually only a torch--in 
his crime. The reasons are simple: he may not have much money 
to pay them "up front," which they might demand, and he may 
also decide on arson so soon before it occurs that he 
forecloses the possibility of connecting with a professional 
arsonist. 

Investigators often view real estate arson schemes as 
purely the result of the fraudulent motives of the owners. 
Actually, the motives for committing real estate arson split 
between those pure scams (discussed below) and those which 
result from the owner or landlord's deteriorating financial 

position. Financial stress in the latter instance can result 
from any number of factors: strong net migration out of the 

neighborhood, a long and expensive backlog of code violation 
citations and fines, or steady deterioration in the quality of 

the housing--sometimes by design of the landlords. Whatever 
the specific reason(s), housing which no longer produces n!! 
income for the owner or landlord can help place him (and 

perhaps his co-investors) in a morally hazardous position. 

Keys to determining whether the financial condition of a 
building or real estate corporation is such as to mak~ 

arson-fraud attractive lie in the f~nancial records of 
investment, income, and tax depreciation. These factors are 

discussed in the Appendix to the Tactical Guide, Economic 
Intelligence, by Mark Zanger, in Part II of this Manual. 
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Bo Short-Term Business Problem 
The businessman on the brink of insolvency faces financial 

stress that is more severe than the one who faces a short-term 

problem, such as a slack period in a seasonal business or an 

unforeseen problem of cash flow. Because of· the regularity 
with which insurance settlements occur (when claims are not 

denied), the businessman who selects arson can be fairly sure 
of having much, or all, that he filed for in hand within a 

short period of time. One reason to suspect that a short-term 
business problem, rather than a more serious one, led to the 

arson is the absence of creditors threatening to force the 
owner into bankruptcy, and thus, the absence of a bankruptcy 
filing. An examination of the business' books, according to 
the ratio analysis techniques described in Campbell's Tactical 

Guide, Financial Investigation of Arson-for-Pr\~, (in Part II 
of this Manual), will enable the investigator (or accountant) 

to infer better whether the cash flow problem was the likely 
motive for arson. 

c. Build-up of Slow Moving Inventory 
A short-term cash flow problem can be caused by an 

unusually large build-up of slow moving inventory. While the 

inventory problem may not appear to the investigator to be a 

logical motive for the arson, this issue may be easier to 
understand if the investigator becomes familiar with what are 
normal or abnormal levels of inventory for a particular type of 
business, and for certain periods of the year. If an inventory 

problem led to the arson, it is likely that the insured has 

filed a full and possibly even inflated claim to recoup the 
value of the allegedly destroyed inventory. For this reason, 
such documentation may point toward the motive but in itself is 
insufficient to establish the motive. The investigator should 

look also for multiple points of fire origin and the attempt to 

destroy ~ inventory. 
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D. Outmoded Technology 

Two of the largest arsons-for-profit prosecuted in this 

country involved industries which failed to keep pace with the 

technological progress of their competitors. The arson-frauds 

involving the Sponge Rubber Products Company (destroyed in 

1975) and the Artistic Wire Products Company (destroyed in 

1974) originated partly because the technologies for making the 

respective products had changed to more efficient, profitable 

forms. For whatever reasons, the owners had not kept pace. 

Where an industrial concern may be destroyed because of these 

technological problems, telltale signs of arson-for-profit are 

usually present. First, professional torches, even good ones, 

can rarely destroy a large industrial facility simply by 

burning it. Incendiary devices, sometimes involving 

explosives, may be required. Remnants and residues of these 

can often point to a "professional" arson job. Second, books 

and business records of the companies will often reveal 

financial stress in ways such as corporate debt reorganizations 

(Chapter 11 bankruptcies), as well as documented searches for 

new capital or drastic changes in marketing strategies prior to 

the arson. Third, since an owner involved in an industrial 

arson may claim that a labor-management grievance led to it, 

investigators should search for documentation on formally filed 

labor grievances, both with the local union and state and 

federal regulatory bodies, in order to confirm or deny the 

truthfulness of such a claim. 

E. Satisfaction of a Legal or Illegal Debt 

The businessman or homeowner whose property is destroyed by 

fire does not always broadcast clear signals of financial 

stress. One reason for this is that the source of the stress 

may not be apparent. It may not show up in the books of a 

business, or in other indicators such as divorce or bankruptcy 

records. For example, where the owner incurred an illegal 

loansharking debt which the lender has called in, the 

tremendous pressure and threats of violence can make an 

---------- -----. -----------------------------------------------------------------------------

21 

incendiary fire an acceptable risk to the business owner in 

such debt. On many occasions, the owner either sets the fire 

or arranges for it to be set. In others, however, the 

loanshark or his assistant sets it, knowing that the 

businessman has fire and perhaps other (e.g., business 

interruption) insurance in force. 

Evidence of an illegal debt will be difficult to locate if 

the investigator follows only the "paper trail" from the 

insured to his business and personal records of transactions~ 
Where arson to satisfy an illegal debt is suspected, it is 

important for the investigator to seek out information on the 

owner's actions which led to the indebtedness, e.g., a recent 

gambling junket, heavy betting during the sports season, or 

borrowing from a loan shark for a highly speculative venture 

which initially appeared to have enormous profit potential, but 

later went sour. Where the trail leads to an illegal debt 

involving the insured, but where he is convincing in his denial 

of any involvement, the investigator should examine the 

possibility that the loanshark arranged the fire without the 
insured's knowledge or consent. 

In some cases that have come to light, the holder of a 

legitimate mortgage on a property who wanted to be paid has 

instigated the arson-fraud. In this variation of the motive 

pattern, the lienholder may foreclose, or announce the 

intention to foreclose, leaving the mortgagor (i.e., owner) in 

a position to seriously ponder arson-fraud as a solution. This 

type of arson-fraud may also occur when a "junior" lienholder 

(i.e., a second or third mortgagee) desires to obtain the value 

of the mortgage, but unbeknownst to the other mortgagees, and 

even to the owner. This type of arson-for-profit is discussed 

below under "Third Party Schemes." 

F. Desire to Relocate or Remodel 

Arsons do occur in businesses subject to quickly shifting 

consumer tastes, and this type of arson-fraud scheme may point 

to the motive of securing enough money to remodel or move. In 
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this way, the insured feels able to keep up with changing 

tastes, or to move to a more fashionable location with better 

market potential. Examples of businesses vulnerable to these 

trends are hair styling salons, "theme" restaurants, and 

furniture stores. Frequently, the owner arranges for the arson 

because he finally realizes that shifting tastes have caught 

him unprepared. However, an owner also may feel able to sense 

the onset of a new trend early enough to avoid financial 

distress--if he arranges for the arson to occur early enough to 

remodel or move by using the insurance proceeds. In cases 

where an inventory no longer sells because of shifting tastes, 

a variety of internal business and supplier records can help to 

establish whether or not this was the motive. In this type of 

arson-for-profit, as in many other types, the actual discomfort 

of financial distress may not be the actual motive as much as 

the perception that the insured will soon be in such 

distress--unless he "acts now." 
II. ~ly Fraud Schemes as the Primary Motive 

While many types of arson discussed above occur because of 

the actual or projected problem of financial stress, others 

result from schemes where there was not and probably would not 

be any financial problem. These types of arson fraud schemes 

are pure scams, and they result from the planning and plotting 

of professional fraud schemers and their associates. Their 

objective is to defraud insurance companies, as well as banks 

and even creditors, of as much money as possible. Some of the 

common types of pure scams encountered by investigators are 

discussed below. 

A. Redevelopment 
Where a defined tract has been designated for receipt of 

federal redevelopment funds, owners and investors may stand to 

make more money if existing buildings on the tract are razed at 

no cost to themselves. Arson is a convenient vehicle, for 

while it may not destroy the building, the city or 

redevelopment authority will usually raze the remains at no 

23 

cost to the owner,-especially if the building is a safety 

hazard. Investigators who study tracts designated for 

redevelopment can often plot which blocks and even which 

buildings may burn as a result of redevelopment fraud schemes. 

Owners who decide to arrange this type of arson realize that if 

the building is only partly damaged, the adjusted insurance 

settlement may pay for repairs (which they do not want) but not 

for rebuilding. Therefore, in the interest of ensuring maximum 

destruction, professional torches are likely to be called upon 

for their expertise. 

B. ~uilding Rehabilitation 

In order to improve the condition of old or rundown 

dwellings, a variety of federal HUD loan and loan insurance 

programs are available for housing rehabilitation. Certain 

unscrupulous owners, contractors, and others who know the 

"rehab" business, realize that they stand to reap huge profits 

by obtaining funds to make repairs and then claim that the fire 

destroyed the rehabilitated unit. In most cases, either the 

claimed repairs were not made, or they were only partially 

completed, or were done with inferior (and cheaper) materials. 

Therefore, in addition to reaping a profit from that portion of 

the loan which was not used to buy materials and pay laborers, 

this type of arson schemer often files insurance claims for the 

full amount of the allegedly completed work. In addition to 

arson and insurance fraud, such schemers commit a variety of 

frauds against the federal or state government which provides 

the rehabilitation program assistance. Financial records 

should indicate the cost of the work actually done. 

C. Real Estate Schemes 

In many core urban areas, the most common form of 

arson-for-profit involves the destruction of dilapidated 

multi-family housing. While such housing is usually in an 

advanced state of disrepair, there may be little if any 

financial stress facing the owners. This is so because either 

the owner has recouped his investment through depreciation of 
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the building and through rent gouging, or the owner recently 
purchased the building for a small fraction of the amount for 
which he insured it. The typical modus operandi of this motive 

pattern finds an owner purchasing the housing for a small cash 
down payment, often accompanied by a large unconventional 

mortgage. The owner then sells the building to another 
speculator (usually an associate) for an inflated amount, again 

with little money down and a large mortgage. Often the 

building is insured not only for the inflated, artificial value 
of the second sale, but for the replacement value of that 

building, which is even greater. Then the building burns, the 
policyholder is almost routinely paid, and the speculating 
schemers split the proceeds according to a pre-set formula. 

In order to reap the maximum profit from this type of 
scheme, the speculators often involv~ one or more kinds of 
specialists: 

• Several torches, so that one torch will not know all 
about their schemes, and to avoid his becoming 
recognized through repeat trips through one 
neighborhood. 

• A public insurance adjuster, to help inflate the claim 
on the building, as well as rental interruption and 
other types of insurance purposes. 

• A realtor, who scouts around for cheap, "bargain" 
properties for the schemers to buy. 

• !u insurance agent, who may be corrupted, and who is 
helpful in insuring buildings far beyond what normal, 
reasonable underwriting standards would permit. 

This type of real estate/arson scheme is very lucrative, 
and its perpetrators realize that the greater the number of 
buildings torched, the higher the profits. Soon other 
speculators, perhaps in league with a contractor or realtor, 

see how "well" the first speculator is doing, and out of greed 
the latter begin the same type of arson scheme, creating a 
nchaln reaction." The idea spreads to still other speculators, 

and shortly an entire city can find itself in the midst of a 

real estate arson-for-profit epidemic. 

I' , 
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D. Planned Bankruptcy , 
While this variation of arson-for-profit is not encountered 

very often, its incidence does seem to be growing. In a 
typical bankr uptcy fraud, the owner estclblishes a business and 

buys quantities of goods on credit. ' He pays the first few 
creditors quickly and in cash in order to increase the volume 
of merchandise he can then buy on credit. The inventory is 
then sold, often surreptitiously through another company or to 
a fence, and the~ the business declares bankruptcy. Often, the 

creditors are left with large numbers of unpaid bills. One way 
to satisfy them is by paying them off with insurance proceeds 
obtained after a "mysterious" fire in the business. Additional 

money is generated from such a fraud scheme because the owner 
represents in his fire insurance claim that substantial amounts 

of inventory were destroyed, when in fact it was purposely 
moved out prior to the fire. Occasionally, a cheaper grade of 

merchandise is substituted in its place. Because the creditors 

are paid, their incentive to complain or report the probable 

fraud is reduced. Because the destroyed records of such 
inventory are hard to reconstruct, it is difficult to determine 

exactly what was destroyed in the fire, and hence its value. 
Also, since bankruptcy fraud fires always seem to destroy the 
office and files where the books are kept, it is difficult for 

the investigator to reconstruct the flow of money into and out 

of the business, as well as the flow of merchandi~e. 

III~ Arson Generated'byThird Parties 
This is another broad category of arson-for-profit where 

the beneficiary of the fire is not the owner-insured, but a 

third party who arranges for the fire out of some economic 
motive. Because th~ insured is really the major victim here, 
rather than the culprit, it is important for the investigator 
to determine whether a third party arson-for-profit did occur 
in order to avoid targeting the wrong individual(s). Examples 

of major forms of third-party arson are discussed below. 
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A. Elimination of Business Competition 

This type of scheme arises out of the objective of someone 

who seeks to create or hold on to a bus~ness monopoly, or at 

least to maintain a competitive edge. Businesses most prone to 

this motive pattern are those which stand to suffer from too 

great a concentration of similar businesses in a limited 

geographic area. Examples include restaurants, taverns, and 

sex-oriented establishments (e.g., topless bars, bookstores, 

and massage parlors), which need to generate a large volume of 

business in order to make a profit. Increased competition can 

pose an economic problem to other such businesses in that area, 

which can cause some or all of them a degree of financial 

distress. Consequently, the financial r~cords of a burned 

business may indicate the existence of financial problems which 

could lead the investigator to the mistaken assumption that the 

owner arranged the fire in order to obtain relief from that 

condition. Actually, in this example, a competitor'more likely 

set the arson in order to improve his own situation. 

The business elimination motive pattern appears to be more 
common where an organized crime figure maintains a financial 

interest in one type of business and either seeks the monopoly 

for himself or offers to hire out his services to create the 

monopoly for a client or associate in that business. In either 

,case, it is important to involve investigators familiar with 

organized crime intelligence gathering and investigation where 

the elimination of business competition is suspected as a 
motive pattern behind arson. 

B. Extraction' of' Extortion'PaY!!lents 

The identity of the criminal who drives out his competition 

by burning them out may not be known to the victim. On the 

other hand, the offender who demands extortion payments to let 

someone remain in business will necessarily identify himself 

(if only through his collector) in order to effect timely 

payment of the tribute. In this motive pattern, the arson may 

be a warning signal to a businessman to "pay up or else," or it 
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may be a signal to other businessmen in that type of business 

to payor wind up like the "example" of the burned-out victim. 

This motive pattern is similar to that found in the elimination 

of business competition, in that an organized crime figure or 

someone who wants to appear to victims as such a figure (e.g., 

a juvenile gang leader) is often behind this type of scheme. 

Investigators who suspect this motive pattern behind 

arson-for-profit should examine all of the related organized 

crime aspec~s, such as information on extortion payments in 

other similar businesses in the locality. 

C. Labor-Management Grievances 

Arsons in business establishments may be the result of an 

unresolved labor-management grievance for which the perpetrator 

felt there was insufficient redress or resolution. 

Investigators should be careful to distinguish whether 'this 

type of arson is part of a more regularized pattern of violent 

activity in that industry, or whether it could have resulted 

from a lone disgruntled employee. It is important to approach 

the possibility of this motive pattern carefully, for it can 
occur in an industry which is feeling the effects of an 

economic downturn, and where the management may logically be 

reluctant to accede to labor demands because of their cost. 

Therefore, the financial records of that business, as well as . 
of that entire industry, may signal financial stress. In 

reality the arson may have been caused by an employee 

unsympathetic to that economic condition. Investigators who 

suspect this motive pattern should examine the history of 

labor-management grievances in that business by reviewing 

records of complaints filed with state and federal labor 

regulatory agen~ies. 

D. £2rcealment of Another Crime 

In order to conceal evidence of such crimes as burglary a~d 

embezzlement, perpetrators of those offenses have been known to 

set arson fires. In the case of a suspected burglary, the 

perpetrator might leave tools which were, used to gain illegal 
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entry. If the building is only partially destroyed, the 

location of his entry may still bear signs of force. Where the 

motive was embezzlement, often the experienced embezzler is an 

inexperienced firesetter, and destroys only the business files 

or the room in which such records are kept. This may point 

directly to the concealment motive. Where embezzlement is 

suspected but the original books and records were destroyed, it 

is possible to focus the investigation on the reconstruction of 

those records. Duplicate sets of books (kept by the 

accountant), financial statements used to obtain loans, and tax 

returns may each shed light on the possible skimming of money 

from the business which occurred without the owner's knowledge 

or consent. 

IV. Unraveling the Possible Mix of Motive Patterns 

The home or business owner who burns down his house the day 

after a divorce decree, or the day before he files for 

bankruptcy, is fairly rare. Far more common are businesses 

which burn when that type of industry is beginning to enter a 

period of recession, and when the books thus reflect 

moderate--not te!minal--financial stress. In these kinds of 

situations, establishing the most likely motive for the 

arson-fraud can be difficult and frustrating. Therefore, it is 

necessary to examine the steps which an investigator can take 

in .order to narrow down the most likely motive patterns, and 

hopefully, to isolate the one which is most probable. In order 

to do this, a first step is to review three Tactical Guides to 

Arson-for-Profit Enforcement which are contained in Part II of 

this manual. They are Record Searches and Document Checks in 

Arson-for-Profit Investigations, by Harvey Schmidt (especially 

the section, "The Analysis of Research Information,"), 

Interviewing Informants and Witnesses and Suspects, by Richard 

Condon, and Financial Investigation of Arson-for-Profit, by 

Loretta Campbell. When taken together, these three guides 

suggest the most likely forms of paper documentation and people 

who can lead to the most probable motive pattern. The 
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documentation is a key component of the "paper trail" which 

arson-for-profit schemers usually leave behind them, and the 

associates and confidants (the people) around them likewise 

have considerble information on reasons why an insured might 

commit or arrange an arson-fraud, or become the unwilling 

victim of one. 
The chart which follows presents in brief summary form 

those kinds of people and documents which are most likely to 

reflect information on motive. The presence of some documents, 

more than others, are good, direct indicators of a fraud, 

economic stress, or combined fraud-stress motive. Other people 

and documents are more remote indicators and provide only a 

glimpse as to possible motiv~. The chart is intended merely as 

a guide to assist the investigator in designing an approach to 

undertaking the first, second, third, and subsequent steps in 

determining motive. 
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Introduction 

CHAPTER 3: ROLES AND VULNERABILITIES OF 

ARSON-FOR-PROFIT SCHEME PARTICIPANTS 

An arson-for-profit can be committed by anyone from an 

owner who bUrns his own business and files his O\tJn fraudulent 

claim, to a twenty-member ring whose leader picks and chooses a 

team of J3pecialists in response to the needs of each fire. In 

order to zero in on the most likely motive and to begin 

building the case once that motive has been established, it is 

important to know what types of specialists contribute their 

skills to each type of arson-for-profit scheme. This chapter 

focuses on the two categories of arson-for-profit schemers: (1) 

primarily criminals who become involved, for one reason or 

another, in -an arson-for-profit scheme, and (2) primarily 

legitimate business figures, whose knowledge of business and 

financial practices enables them to execute a profitable 

arson-fraud. In order to assist the investigator in thinking 

about building the arson-fraud case, the description of each 
type of participant is followed by a discussion of some 
strategic investigative vulnerabilities which stem from the 

kinds of criminal acts which that participant most likely 

committed. 

I. Participants with Primarily Criminal Backgrounds 

One reason why arson-for-profit is such a difficult problem 

to control is that criminals from many underwor~d backgrounds 

have discovered the high profits and low risk of punishment 

here. The world of street crime contributes many petty 

burglars and other thieves who become torches. More 

experienced burglars, as well as their fences, hail from the 

world of professional theft crime. Many forms of white-collar 

crime involve the falsification of financial documents, and 

experts in that mode of activity find that their skills 

dovetail nicely with the insurance and related bank and credit 

fraud aspects of arson-for-profit. Organized crime figures are 
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noted for their skills in enforcing gambling, loansharking, and 

prostitution monopolies, and the extortion skills from those 

endeavors carryover to efforts to control tavern, restaurant, 

and pornography enterprises by using arson to drive out 

competition or get non-paying victims to pay. Organized crime 

figures also own or have financal interests in legitimate 

businesses which may be managed poorly, or fallon hard times 

for other reasons. Arson-fraud becomes a welcome solution to 

the organized crime figure, just as it can to the unscrupulous 

businessman or landlord. 

In many cases, arson-for-profit schemes show traces of more 

than one field of criminal expertise, and for that reason are 

more difficult to investigate. The white-collar crime 

investigator needs to know about professional theft and 

organized crime, and each of those disciplines needs to know 

more about the others in turn. Because investigators normally 

keep fairly well within the confines of their own disciplines, 

arson-fraud schemers who come from many modes of criminal 

enterprise have remained beyond arm's reach, and therefore are 
free to continue their illicit operations uninterrupted. A 

central purpose of this section is to persuade the investigator 

that the mix of underworld disciplines active in arson fraud 

schemes requires an equally broad and integrated mix of law 

enforcement skills. 

A. Torches and Master Torches 

In arson-for-profit, torches ranging from amateurs to 

professionals are the most familiar criminal specialists, yet 

in many ways they are the most difficult to apprehend. One 

reason for this difficulty is that many torches are recruited 

from the ranks of burglars and other petty thieves who know how 

to "case" a neighborhood and building, and how to enter and 

exit at night without being noticed. Another is that the 

"technology" required to set incendiary fires is very basic, 

and the use of gasoline or other available accelerants leaves 
few traces which automatically point to a particular torch. A 
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thi~d reason is that the requirements of proof for most arson 

statutes involve a showing of exclusive opportunity to set the 

fire, and it is the owner-insured, rather than the torch, who 

is the most likely target because he is the one whose identity 

is known from the outset of the investigation. However, when 

the arson is contracted out to a torch (amateur or 
professional) the question of who had exclusive opportunity to 

set the fire becomes very difficult to answer. 
1. Specialization. Torches do specialize according to the 

types of structures which they burn. This seems to be largely 

a function of their familiarity with a certain section of a 

city or with certain types of housing or commercial 

establishments. A further distinction can be drawn among 
amateur, semi-professional, and professional torches based on 

their use of timing devices, accelerants, and explosives. 

The professi~ torch is knowledgeable in the 
sophisticated use of timing devices, chemicals which do not 

leave an easily traceable accelerant pattern (as does 

gasoline), and explosives used in burning commercial 
structures. The ,semi-professional torch is adept, e.g., in the 

proper and relatively safe use of gasoline and paint thinner as 

an accelerant, probably with the use of trailers. He has some 
basic knowledge as to the necessity of proper ventil~tion if a 

building is to burn successfully, despite a large or moderate 

presence of the proper accelerants. The amateur tprch is a 

one-time, or in a number of instances, experienced torch who 

simply uses a relatively small quantity of gasoline and 

immediate ignition devices such as matches or railroad flares. 

The amateur lacks knowledge as to the true burning 

characteristics of fire, ignition devices, chemicals, and 

explosives, as well as an unsophisticated approach in terms of 

the evidence left behind and the relative dangers in immediate 

ignition of an incendiary fire. Thus, many amateurs kill or 

burn themselves. 
While most torches are known to boast about their 

professional expertise, the handiwork of those who are more 
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amateur than professional can be seen in cases where adjacent 

buildings were badly damaged or firefighters injured or 

killed. Very often, the use of extraordinary quantities of 

accelerant which pose a serious danger to firefighters and 

occupant life safety are signs of amateurs. One hallmark of a 

true professional is the total engagement of the target 

premises (and no damage to another) by the time the fire 

service arrives. What may be deceiving is the first try of a 

torch experienced at setting multi-family residential fires, 

who tries hIs hand at an industrial facility and comes wide of 

the mark through the use of too much gasoline or explosives 

improperly placed. Such a torch is not really a rank amateur 

per se, but one too new to the type of structure he is trying 

to destroy to do so effectively. 

As torches progress in their criminal careers, many 

graduate as they grow older into planning and supervisory 

roles. These individuals may be termed "master torches," and 

normally they act as prime contractors for the owner or fire 

broker and procure others to commit the actual incendiarism. 

Because of the experience which they build up over the years, 

master torches should (if they are proficient) know just how 

much accelerant to use and whether an explosive device may be 

needed. Because they act as a prime contractor, they 

frequently serve as middlemen between the actual torches who 

set the fires and and fire brokers and/or owners. It is also 

not uncommon to find a fire broker whose fascination with 

incendiary crime leads him to assume the additional role of 

master torch. In so doing, the fire broker brings increased 

specialization to his task without the added cost of a separate 

specialist. However, he also increases his vulnerability 

because of additional interactions (with torches, owners, etc.) 

where he must of necessity discuss specific plans for the 

fire. If master torches are at all active in a jurisdiction~ 

they will likely be located strategically enough in a 

conspiracy to implicate others involved with them. 
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2. Payment arrangements. The torch is usually paid a flat 

fee, rather than a percentage of the insurance, for his 

service. Professional torches, and especially the very good 

ones, normally command between $1,000 and $5,000 per arson 

fire. The fee for semi-professional torches will normally 

range from $500 to $1,000, and amateurs usually receive between 

$100 and $500. In contrast to the fortunes which other fraud 

schemers make in arson-frauds, the torch--certainly a key 

specialist--may seem in comparison to be underpaid. This 

phenomenon has several explanations. First, the torch is 

usually paid in cash, with a "good faith" down payment prior to 

the fire, and the remainder afterwards. As in most business 

deals, payment in cash is something of a premium, and for 

offering the payee (torch) the convenience of hard cash, the 

payer discounts--pays a lesser amount--than if the other party 

to the transaction had to wait impatiently for his money. 

Second, the amount paid to a torch has to be seen in the 

economic context in which it occurs--an environment governed by 

the simple law of supply and demand. In any jurisdiction there 

are enough freelance torches so that the availability of this 

essentially cheap, semi-skilled labor has the impact of driving 

down the price which anyone torch can command. If the price 

for a commercial business is $1,000, and a torch who is asked 

to set that fire refuses, demanding $2,000, the owner (or 

pigeon) merely says, "Ridiculous--too high; see you around!" 

and proceeds to find one of the many other equally competent 

and trustworthy torches who will set the fire for the 

prevailing wage. Third, torches are basically freelance 

underworld fringe figures, handling perhaps a burglary here, a 

fire there. While many of them do not exactly live 

hand-to-mouth, the irregular and often unpredictable demand for 

their services makes almost any arson offer 

attractive--especially because it carries the promise of quick 

payment. This is another factor which drives down the price of 

the torch. 
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Surely there are examples which an investigator may cite of 
a torch reportedly paid upward.s of $5,000 for a fire, or 
possibly 10 percent of the insurance settlement. Such apparent 
exceptions to the rule can be explained. Basically, the deal 
which a torch strikes with an owner is a bargain between the 
two of the~. Where there is no organized market for the 

services of a torch, or where the OWder is naive and does not 
know how to check on the prevailing fee paid to torches, he 
enters the fee negotiation with so little background on this 
type of business transaction that he may end up paying far more 
than he really had to. One reason for the attractiveness of 
pigeons and firp, brokers to owners is that these 
specialists--who market the commodity of information--help the 
owner understand what he will have to do to execute an 
arson-fraud, and how much he can expect to pay for "quality" 

workmanship. JUSE like the upperworld of legitimate business, 
the owner pays the broker or pigeon a consideration for making 
him privy to this valuable, highly technical information on 
prices and quality of workmanship. However, the isolated owner 
may not know how to find such expertise, or may be too 

frightened to even look. Hence, he ends up being "gouged" by 

the torch who may be a cunning businessman in his own right. 
3. Recruitment. Torches come from many underworld 

quarters, but they are mainly fringe figures in crime who 

perform a variety of usually dirty, manual tasks. Many either 
double as drug ~ser/dealers or burglars, or got their start 

earlier in burglary or other petty thieving. Others entered 
arson because they were seasonally unemployed as lower level 
fringe figures in white-collar or organized crime, or in a 
legitimate business (such as contracting) where they rubbed 

shoulders with financial schemers always looking for torches to 
do the hazardous, dirty work of setting fires. There are 
reports that many torches have a violent streak which causes 
them to enjoy the damage done by incendiary fires. Those who 

describe such torches also point to their frequent eagerness to 
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serve as underworld enforcers who especially enjoy such tasks 
as threatening or beating loanshark borrowers who are in 

default. Altogether, too few torches have been caught to 

permit an objective study of their psychological motivation.* 
Clearly, their economic motivation--of which we know far 

more--goes a considerable length in explaining this criminal 
behavior. 

4. Vulnerabilities. Strategies to apprehend torches 

normally rely on the search for eyewitnesses who might have 
seen the suspect or his car in the vicinity of the building 
around the time of the arson. Another strategy which is 
employed because witnesses are so hard to find involves a 

central focus on the owner and a secondary focus on getting the 
owner, if implicated, to identify the torch. Both of these 

efforts pose extremely difficult tasks, primarily because of 
the circumstantial nature of the evidence available to 

incriminate the torch, whether as a primary or secondary 

enforcement target. Some circumstantial evidence against the 
owner and some against the possible torch often do not add up 
to enough to charge either. This is· an enduring dilemma in 
arson-fraud investigation. 

One alternative strategy which the investigator might 
consider is to develop intelligence on the criminal activities 

from which torches are recruited in that community. To recq.p, 

the nature of the torch's occupation is such that he is usually 
paid a fixed fee for the fire, rather than a percentage of the 

eventual insurance settlement. Therefore, the owner-insured (or 
whoever else hired the torch) is happy to see him on his way 

after the fire. Few owners, or others who arrange an arson 

fire, impart information on the business operations or their 
insurance coverage to the torch because the torch normally 

*A research effort is underway at the FBI Academy to 
compil: psychological profiles of professional arsonists. 
Those lnterested should contact Special Agent Tony Rider, FBI 
Academy, Quantico, VA 22135. 
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remains an unknown and thus untrusted quantity. Further, 

torches are often on the fringes ot violent street or petty 

theft crime, and no owner wants this type of person around 

longer than necessary. Because so many torches operate 

independently, more or less engaged in a "free lance" criminal 

occupation, the torch has to market his own services. In order 

to market, the torch has to advertise--by word of mouth. 

Because the torch advertises by word of mouth, many potential 

clients, as well as other specialists who help arrange the 

arsons and frauds, overhear information which they will not 

use, and thus which is of little value to them. Because so 

much "free" or "cheap" information about torches is circulated 

in this way, investigators can develop intelligence collection 

plans aimed at the locations which serve as cfearinghouses for 

burglars, fences, torches, and those who arrange criminal 

transactions for which "recruiters" seek to find and look over 

potential specialists for third parties. Obviously, the 

investigator knows of certain taverns and night spots where 

such people congregate. A related strategy is to develop 

intelligence on torches by interviewing those who are familiar 

with the other criminal activities of torches. Thes~ include 

people active in the drug trade, fellow burglars, as well as 

fences (who are discussed more fully in the following pages). 

Another strategy is aimed at using information regarding 

the characteristics of the arson fire to distinguish the type 

of torch involved. Crime scene and laboratory analyses are 

crucial to the development of a profile of the likely torch who 

set each fire. While the field of crime investigation is not 

yet an exact science, investigators may see patterns of similar 

types of fires occurring (including the use of particular 

ignition devices, accelerants, or explosives) which point to a 

particular type of torch. The use of such a strategy will help 

the investigator evaluate the torch in the proper perspective, 

rather than over- or under-estimating the torch's knowledge and 

expertise. This is particularly important if an attempt is 

going to be made later to "turn" the torch into a witness. 
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B. "Pigeons" 

A community will begin to experience an arson-fraud problem 

when owners begin to look for and find torches, and vice 

versa. However, all that a community needs to experience an 

arson-fraud epidemi~ is the introduction of a type of 

middle-man who helps the owner find a torch. That specialist 

is the "pigeon," a word which in underworld terminology usually 

refers to someone who steers a person in need of money to a 

loan shark. Pigeons rarely surface in obvious ways in 

arson-fraud investigations because they do not show up in any 

of the property or insurance transactions recorded on paper. 

Also, owners are either reluctant to divulge their identities, 

or owners (and torches) are not asked about the possible 

involvement of pigeons. For these reasons, pigeons have come 

to enjoy tremendous anonymity in many of the cities where they 

a~e active. 
1. Specialization. Specialization among pigeons occurs 

because certain types are closer to one or another type of 

legal or illegal activity where they readily find people in 

need of money. Some pigeons follow high-stakes gamblers or 

groups which travel on gambling junkets, and they steer the big 

losers to loan sharks or perhaps directly to an arsonist. 

Others 

haunts 

money. 

hang around traditional bar and night spot underworld 

hoping to glean information on someone in need of quick 

Still others make the rounds of certain types of 

businesses where tight money conditions or adverse business 

trends may create the need for a "way out" of a business 

problem. While it is common for a pigeon to pick one type of 

specialized Clientele, those who are particularly enterprising 

may try to service two or more. 

Like the other specialists involved in arson-for-profit 

schemes, pigeons learn their trade from their senior 

peers--those with more experience in this field. Like the 

other specialists, the pigeons deal in the commodity of 

information. The constant question is, "Who needs money, and 
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who can arrange a fire in order to effect payment of the 

insurance money?" As a dealer In information, the pigebn 

becomes a true professional when his information sources on 

clients and tor.ches become extensive and accurate beyond a 

fault, and when he can almost guarantee someone that when he 

steers them to a torch, the torch will do a professional job 

(i.e., effect complete destruction with no one hurt) and that a 

hefty insurance payment will follow. In a word, the 

professionalism of the pigeon is a function not so much of what 

he knows, but who he knows. 

2. Payment arrangements. The ways that pigeons charge and 

are paid for their ,services seem to vary widely. Because the 

pigeon is paid for the standard service of putting a client in 

touch with a torch (at which point his service ends) most 

pigeons are paid a "finders" or "referral" fee;. normally up 

front and in cash. Far less frequently, the pigeon receives a 

percentage of the insurance settlement. The reason for the 

latter is that the pigeon, like the torch, is rarely brought 

into the inner fold of an arson conspiracy, and the central 

conspirators do not want anyone hanging around anxiously 

waiting to be paid--and complaining until they are paid--if 

they can avoid it. So, they solve the problem by paying the 

pigeon up front. Not all pigeons demand a fee, especially if 

they are in that sordid business to "rub shoulders" with 

underworld figures and derive some type of psychological 

gratification from it. A token meal or round of drinks will 

normally satisfy this type of pigeon; and still others may be 

pleased to help out a fellow compatriot in their own e-thnic 

group, business group, or neighborhood. 

3. Recruitment. Pigeons corne from many walks of life, but 

most of them either want to bet or cannot avoid being at the 

fringes of professional, organized, or white-collar crime. As 

such, pigeons are considered fairly low to middle-level 

functionaries by more sophi~ticated underworld figures. Some 

pigeons are heavy gamblers themselves, and steer other losers 
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to torches as a way of working off their own debts. Others are 

businessmen involved in marginal white-collar crime or fencing 

activities which grow out of their legitimate business 

operations. In these types of cases, it is always helpful to 

the businessman-pigeon to generate goodwill by steering a 

friend or associate to someone (i.e., a torch) who can help 

"solve" his business problem through arson-fraud. 

4. Vulnerabilities. When one looks at the broad spectrum 

of specialists who become involved in arson-for-profit, the 

pigeon is one of the more puzzling figures. This is mainly 

because the pigeon remains anonomyous throughout the 

investigation. This is due to the fact that torches and the 

owner-insureds are rarely caught, and thus they do not divulge 

the pigeon's identity. Further, since pigeons usually do not 

visit the premises to be torched, are normally paid in cash 

before the fire, and soon fade again into the background, they 

do not surface in ways that a white-collar cri~e, arson, or 

police investigator might notice them. Regarding strategies 

which may be used to target pigeons, investigators might 

consider intelligence gathering programs on pigeons who work 

gambling and loan shark operations in an effort to determine 

whether such pigeons also function to steer clients to 

arsonists. Another approach is more elaborate and involves 

using either the owner or torch, once apprehended, to divulge 

as part of a bargain the identity of the pigeon. (Strategies 

to attack these more organized arson schemes are discussed in 

the next chapter.) However, on balance, investigators can 

expect it to be as difficult to make a case against the pigeon 

as an "accessory before the fact" of arson, as it is to make 

any other type of accessory case. 

c. Fire Brokers 

The presence of pigeons who steer owners to torches can 

help create an arson-for-profit epidemic in a community, but 

the presence of fire brokers will assure that the frauds will 

be far more profitable. Fire brokers serve the function of 
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bringing the client and torch (as well as other specialists) 

together. Unlike the pigeon, the fire broker continues to work 

with the owner and other specialists after their initial 

meeting to assure maximum fire damage, to arrange for false 

books or bookkeeping entries, to pad the inventory records, and 

to arrange for the inflated insurance settlement. What the 

fire broker provides, which the pigeon, owner, and torch 

working together usually cannot, is white-collar crime 

expertise that makes an average scam into an enormous, highly 

profitable one. The fire broker does this by recruiting, on an 

as-needed basis, those specialists who will contribute 

something to the arson, insurance, or other related financial 

fraud. If the fire broker is skillful and chooses to do so, he 

may be able to arrange it so that each specialist performs his 

task without many--or even any--of them knowing what the .others 

are actually doing as part of the scheme. 

1. Specialization. Fire brokers fall into two 

categories. In the first category are fire brokers who 

specialize in one of two types of arson-fraud packages: 

(a) pre-and-post arson, and (b) post-arson. The pre-and-post 

fire brokers are usually aggressive, illicit "salesmen" who 

seek out businessmen who are in financial stress, or who are 

worried about possible future problems. Often the businessman 

(or perhaps landlord or homeowner) is looking only for relief 

from an immediate problem, but the pre-and-post arson broker 

works on the potential client to persuade him that an 

arson-fraud scheme will bring, in addition to fairly immediate 

relief, a windfall source of interest-free capital that he may 

invest in one or more additional business ventures. On the 

other hand, the post-arson fire broker comes into the picture 

subsequent to the fire which the owner himself set or arranged 

to be set by a torch. The post-fire broker provides the 

service of arranging the inflated, fraudulent claim, by helping 

to pad the business records and by generating or substituting 

false documentation of business volume, inventory, etc. 
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A second criterion that distinguishes among fire brokers is 

the type of buildings and businesses they handle: (1) 

commercial, (2) res idential, and/or (3) ind ustr ial. It is 

common to find fire brokers (both pre-and-post and post-arson) 

who will handle more than one type of fire (e.g., residential 

and commercial). However, fire brokers usually begin their 

work in this criminal field by specializing in one type of fire 

because of some access they have to information on the business 

problems common in that type of concern, or because the torches 

and pigeons with whom they hook up are familiar with a distinct 

and well-defined clientele of business or residential owners. 

2. Recruitment. Fire brokers in all specialties have one 

factor in common: they were active in some form of white-collar 

crime before they moved on to arson. Typically, it involved 

the defrauding of some large institution (e.g., banks, 

creditors, or government programs). Often, arson-fraud schemes 

evolve fairly logically out of prior bank loan and real estate 

fraud schemes. What does a schemer do to make even more money 

after he has obtained large mortgages on relatively worthless 

properties? A logical answer to this would be 

arson-for-profit. 

3. Payment arrangements. Unlike torches and pigeons who 

charge a flat fee, fire brokers usually take a percentage of 

the insurance settlement for their services. They are able to 

set such terms for a number of reasons which are tied to a 

scale of the amount of destruction and fraud. First l• if they 

are pre-and-post arson brokers, they see the scheme through 

from beginning to end. Second, as a usual selling point to the 

owner, they promise an insurance settlement far beyond anything 

the owner might have expected had he prepared the proof of loss 

forms and supporting documentation himself. Third, because the 

fire broker (whether pre-and-post or just post-fire) helps 

arrange preparation of the false proof of loss forms, he knows 

how much insurance is in force on the building, contents, and 

perhaps business or rental interruption. Therefore, he is in a 
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strong position to know what portion of the settlement, after 
he is paid, would still leave the insured with an overall 

profit. The torch and pigeon are normally not in a position to 

know that much about the insured. Consequently, it would be 

hard for them to demand a percentage of an undisclosed amount. 

A review of the activities of one major arson-fraud ring, 
which operated in at least five states, indicates that the fire 

broker's fee ranged between 10 and 20 percent of the overall 

insurance settlement. The' exact percentage he charged depended 

on such risk factors as proximity of the business to occupied 
housing (which required a more "professional" torch job) and 

the amounts of additional insurance for inflated values which 

the fire broker helped the owner place through a "friendly" 
ins urance agent. 

4. Vulnerabilities. Because the fire broker is the one 

who recruits the other specialists for an arson-fraud, both his 
identity and incriminating transactions are known to other 

specialists--and most logically to tte torch, business partner, 

probably the bookkeeper/accountant, and the public insurance 
adjuster. Because the fire broker's value to the owner lies in 

his ability to manipulate business records, loan applications, 

and insurance forms, the fire broker is the one who causes the 

paper trail of fraudulent documentation to be set into motion, 

although he usually works through the owner or public adjuster 

to prepare, sign, and submit the documentation. Because the 

fire broker brings much white-collar crime expertise to this 

field, he is vulnerable to white-collar crime investigative 

approaches, and to prosecution on a variety of criminal 

statutes such as state larceny and fraud, and federal mail 
fraud charges. 

Because fire brokers often remain in the background in 
contrast to the visibility of the owner, partners, and the 

public adjuster, one law enforcement strategy might be to focus 

on one or more of the other scheme participants who more 
directly generated, or helped to generate, the fraudulent 
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documentation. For example, if the public insurance adjuster 

is caught for bribing suppliers to falsify invoices for goods 

allegedly destroyed, but never delivered to the premises, then 

the public adjuster might cooperate by identifying the fire 

broker and perhaps the other scheme participants of whom he had 

knowledge. 

The investigator should be cautioned, however, that fire 

brokers are usually very cunning, astute career white-collar 
criminals, and they are very capable of insulating themselves 

as they move from one scheme to another so that participants in 

one may not know much about the participants in another. Many 

fire brokers operate as the decision-making hub at the wheel of 

an arson scheme, with communications and orders radiating out 

from themselves to each participant. In this way, the broker 

keeps most or all of the other scheme participants unaware of 

the specifics of the illicit transactions, and sometimes even 
the identities, of the others. In other situations, mainly 

encountered in real estate arson schemes, the fire broker and 
most or all of his specialists work together as a team, and one 
member comes to know, directly or indirectly, the illicit 

transactions of the others. 

D. Organized Crime Figure 
The organized crime figure poses a difficult problem in 

arson-for-rrofit investigation because his motive pattern can 
change from time to time. He can enter this field for anyone 

of a number of motives: to create a monopoly over some type of 

activity; to collect on a gambling debt here or a loan shark 

debt there, to create a specialized racketeering enterprise 
which can be hired out on a contract basis; or to burn one of 

his (or an associate's) legitimate business investments, should 

it go sour. For another set of reasons, the organized crime 

figure is difficult to apprehend. Unlike many types of 
white-collar criminals, organized crime figures may threaten or 

kill potential witnesses. They may also import key specialists 

such as torches from hundreds of miles away, and this makes the 
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task of identifying the firesetter through modus operandi 
analysis, or even with an eyewitness, next to impossible. 

However, results of a number of prosecutions made against 

organized crime figures provide some information about their 

arson-frpud activities. 
1. Specialization. Becau~e organized crime figures 

normally run many legal and illegal businesses, and some have 

nationwide connections, they d~-not need to specialize in any 

one form of arson, or deal with one particular type of business 

or area of the city. Where they do show signs of specializing, 

it is usually in a specific type of business, such as taverns, 

about which they become familiar due to their underworld 

operations. They may become involved because of a default on a 

loan shark debt, or because one of their restaurants fell on 
hard times. Where there are patterns of organized crime 

involvement in arson, however, they usually result from efforts 

to gain an illicit monopoly over some type of licit or illicit 

business. 
2. Payment arrangements. Because organized crime figures 

arrange arson fires to satisfy an outstanding debt or to recoup 

one of their own investments, their concern is to obtain the 

full insurance proceeds for themselves. The issue of a payment 
arrangement when an organized crime figure is involved is 

usually determined on a case-by-case basis by that organized 

cr ime fig ure. 
3. Recruitment. Obviously little new needs to be said 

about where and how organized crime figures get their start and 

why they enter arson-for-profit. Clearly, they enter this 

field because large sums of money can be made with relatively 

little work. One reason we do not see more organized crime 

activity in arson-fraud is beca~se organized criminals are more 

comfortable with traditional kinds of activities which they can 

monopolize through other forms of raw or subtle coercion. An 

assault, threat, or murder is a private act; arson is a more 

public one--visible to the press, prosecutors, and perhaps an 
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outraged or fearful public. Arson-fraud is also difficult to 

organize and control because anyone can start fires for a fee, 

and one needs only some gasoline and access to owners with 

insurance coverage (i.e., just about everyone) to make money at 

it. Therefore, organized crime figures would be unwisa to 

declare a monopoly over arson-for-profit in an area. In order 

to enforce that monopoly, they would have to threaten or kill 
perhaps hundreds of people, and still they could not stop 

someone from burning down his own business for insurance 
proceeds. 

The organized crime figure will tend to recruit strong-arm 

assistants from within his own ranks rather than rely on 

outside arson-specialists. These strong-arm men are often 

relied on to take care of the details of the arson fire. 

4. Vulnerpbilities. Organized crime figures are not 

easily vulnerable to law enforcement strategies designed to 

apprehend them for arson activities. As they do in other areas 

of racketeering, they insulate themselves through layers and 

layers of intermediaries. Should it appear that someone is 
going to implicate them in an arson-fraud scheme, the organized 

crime figure is accustomed to ordering the silence of the 

informant or witness, through one means ••• or another. And, 

they can always "give him an offer he cannot refuse." 

Despite these obstacles, the investigator can focus on two 

potentially vulnerable areas in arson schemes involving 

organized crime figures. First, because the organized crime 

figure may rely heavily on strong-arm assistants, a series of 

organized crime related arson fires may be very similar in 

modus operandi, type of business targeted, or some other 

characteristic. Recognizing such a pattern will assist the 

investigator in developing the most appropriate investigative 

strategy. Secondly, although organized crime figures insulate 

themselves in arson schemes, the extent of insulation is often 

less than their more traditional endeavors. Whenever a fringe 

organized crime figure is arrested, for whatever reason, he 
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should be questioned, if possible, about his involvement in 

arson schemes. In those few cases where organized crime 

figures have been implicated in arson schemes, they were 

incriminated by other syndicate members who worked for them, 

and who were convicted of a serious murder or extortion 

charge. As part of a bargain to obtain leniency, the lower 

level organized crime figures incriminated their leader in the 

arson-fraud scheme. Since this type of case is likely to grow 

out of a protracted homicide or organized crime investigation, 

law enforcement personnel might consider forming or joining 

cooperative task forces with organized crime investigators. 

II. Participants Engaged in' Legitimate Business Activity 

The previous discussion emphasized that an arson-fraud can 

be executed by anyone from an owner of a business or dwelling 

acting alone to a multi-member ring. Just as a number of 

underworld specialists in arson-fraud may join the owner in a 

scheme to increase its profitability, so may one or more 

experts from various areas of the legitimate business world 
join in. A primary reason we should expect to find such 

specialists in arson-fraud schemes is that they know, perhaps 

better than anyone else, how the financial systems which they 
seek to defraud actually operate. Realistically, the financial 

expertise required to design and execute a lucrative arson scam 
is available in almost any community through the skills of a 

few key corrupt individuals. The corrupt participant may come 
from a field such as lnsurarice, institutional lending, and real 

estate, with others occassiona1ly participating from 

disciplines such as accounting, building construction, and 

contracting. 

While the previous discussion on motive patterns focused on 

the roles of the criminal specialists, their modi operandi, and 

vulnerabilities, the role of legitimate business participants 

should be understood in order to deal with them when one of 

their numbers is found to have corrupt involvement in an 

arson-fraud scheme. 
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A. Business Partners and Employees 

An individual owner's decision to enter an arson-fraud 

scheme is often not entirely his own. When left to his own 

preferences, an owner may be fearful of crossing the line into 
illegal behavior. Others might want dny way out of their 

pressing business problem but may not know where to look for 

assistance. While it would be incorrect to suggest that 

business partners are the real culprits lurking behind the 

scenes in arson scams, such associates often provide the owner 

with a forum within which any number of legal and illegal 

options can be discussed. Because the owner normally entrusts 
his partner or employpes with a lot of sensitive business 
information, the owner may explore the prospect of an 

arson-for-profit early enough so that the partner knows at 

least of this important change in the owner's condition of 

moral hazard. Whether or not the partner or employee is later 
made privy to the specific, final plans for the fire and 

subsequent fraud is an important question for the investigator, 

but import.ant as well is the circumstantial evidence which the 
partner could provide on the owner's beginning search for a 

possibly illegal "solution." Where the owner and partner 

together design the arson-fraud scheme, the nature of the split 
of insurance proceeds may parallel the split in original 
interest in the business. 

In certain cases, partners or employees may be made privy 

to the arson-fraud scheme by the owner, but may disagree with 

it. They may do this out of an attachment to that job or 

particular business concern, or out of apprehension over 

finding a suitably comparable position after the fire. 

Whatever the reason for their resentment, partners and 

employees who know of a planned arson-fraud may carry that 

attitude with them for a long time. However, having no further 

voice over the matter, the partner or employee may reluctantly 

go along, if only to benefit from a share of the insurance 
proceeds. In such cases, these partners and employees may 
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cooperate in the investigation, if approachea ana questioned 

correctly. 

B. Bookkeepers and Accountants 

Investigators with experience in applying white-collar 

crime investigative techniques in arson-for-profit cases note 

the often central importance of bookkeepers and accountants. 

The degree of expertise which these financial specialists can 

develop (sometimes from experience with "doctoring" the 

business records for tax evasion purposes) can make them among 

the most expert of all of the co-conspirator.s who become 

involved in an arson-fraud scheme. Therefore, the investigator 

should be aware that the bookkeeper or accountant whu joins 

forces with the owner in an arson-fraud scheme may reflect 

complete self-confidence, mainly because he feels that the 

investigator is a "layperson" who is unfamiliar with the 

discipline of accounting and will be unable to pick up and make 

sense of his fraudulent paper trail. Actually, any financial 

specialist who has made either entries in, or a whole set of, 

fraudulent books leaves traces--although it may take an 

experienced investigative accountant to identify and follow 

them. 

Bookkeepers and accountants are important participants in 

arson-fraud schemes because they can lay important groundwork 

for the eventual insurance and possibly related (e.g., 

creditor) frauds. First, they can arrange for false 

documentation on the delivery of merchandise or equipment 

allegedly destroyed in the fire, but which never was 

delivered. Second, they can falsify the books to make it 

appear that the business concern was doing a much stronger 

volume of business at the time of the fire than it really was, 

in order to inflate the payment of the business interruption 

insurance. Third, the bookkeeper can help disguise the 

skimming of money from the business in order to pay the torch, 

perhaps the pigeon, and assorted other schemers the amounts 

they demand as their "up front fee," or "good faith" down 
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payment. Clearly, a business' financial specialist who knows 

some or all of the above incriminating information is in an 

important position to help investigators, yet the frequency 

with which such personnel are targeted--or even thoroughly 

questioned--does not reflect their potential importance in 

arson-fraud inquiries. When to approach these financial 

specialists, and how to secure their cooperation are issues 

discussed in the following section on "Enforcement Strategies" 

and in the Part II technical papers by Loretta Campbell (on 

Financial Investigation) and Richard Condon (on Interviewing). 

C. Coaches and Advisors 

Sometimes the impetus for an arson-fraud scheme'comes from 

a friend or associate in the same type of business, who perhaps 

has had an arson fire and profited considerably from it. Such 

a person serves in a coaching or advisory capacity to help the 

owner prepare his records and premises for the fire. The coach 

or advisor may also help the owner find a reliable torch, or he 

may even tell the owner how to set the incendiary fire 

himself. Coaches and advisors usually provide such assistance 

out of friendship, to repay a prior extension of some favor, or 

simply to generate goodwill with the owner who is currently 

thinking about arson. Because of this motivation, the coach or 

advisor normally does not receive any money for this important 

service. 

The exception to the no-fee arrangement is the coach or 

advisor who formally serves as the owner's attorney. Because 

the owner probably had prior conversations with the attorney 

regarding such issues as debt consolidation, filing bankruptcy, 

and related actions, the attorney may feel he has an open 

invitation to suggest a more drastic, illegal remedy such as 

arson. Known instances of such illegal aovice by attorneys are 

rare, but this should not dissuade the investigator at least 

from looking into the possibility of such coaching by an 

attorney. One reason to do so is the prospect of a hefty 

insurance settlement which is an assurance that the attorney 
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has of being paid for much of his prior consultation on 

business-related legal matters. For another, the owner who 

emerges from an arson-fraud scheme in a highly solvent position 

is better able to enter a new business for which he may well 

need the continued legal guidance of that attorney. 

D. Public Insurance Adjusters 

While the pigeon is the criminal specialist whose presence 

normally signals the existence of organized arson-fraud, the 

legitimate sector specialist whose occasional corrupt presence 

is equally ominous is the public insurance adjuster. Because 

the role of this figure is so often misunderstood, it is 

important that at the outset the investigator know that a 

public insurance adjuster is different from an insurance 

company claims adjuster. While the claims adjuster works on 

either a staff or fee basis for an insurance company, the 

public adjuster works for the insured policyholder (i.e., for 

members of the public at large and never for an insurance 

company). The public insurance adjuster assists the 

owner-insured in the preparation of his claim form and, more 

specifically, in the preparation and documentation of the proof 

of loss form. The public insurance adjuster (often referred to 

as the "public adjuster" or "PA") is similar to other types of 

businessmen who sometimes become involved in an arson-fraud 

scheme: the majority who are honest seem to be eclipsed in 

importance by the minority who join forces with the owner and 

other scam specialists to provide false, inflated proofs of 

loss. 

Public adjusters can become involved in an arson-fraud 

scheme in a number of ways. First, public adjusters can become 

known through their reputations as real hustlers to owners who 

act alone to set or arrange an arson-fraud. Because the public 

adjuster operates as a legitimate businessman, he is listed as 

such in the telephone book, and is easy enough to find. 

Second, public adj usters may work with another arson-fraud 

schemer--most commonly a pigeon or fire broker--to pick up 
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where the other leaves off. Normally, a public adjuster who 

enters an arson-fraud conspiracy in its early stages will begin 

at that time to arrange for the preparation of the kind of 

false bookkeeping entries, inventory records, and other 

doc umentation that will inflate the fraudulent insurance 

claim. He may do this on his own or work with the bookkeeper 

or accountant. A corrupt public adjuster can also be expected 

to arrange with one or more suppliers of the business 

(depending upon the natu:.:~~ of that business) to prepare false 

and often backdated invoices for merchandise, raw materials, or 

finished goods which the public adjuster will use in preparing 

tile false proof of loss form. While the owners will claim that 

the goods or materials were destroyed in the fire, often they 

never were delivered to him, or were moved out and sold prior 

to the fire. 

A third variation finds the public adjuster serving as a 

quasi-fire broker, and using his contacts in the underworld and 

business communities to alert him to people in financial 

trouble, whom he later approaches. This variation is less 

common beca~lse it radically increases the public adj uster' s 

profile of criminal acts, and thus heightens his vulnerability 

as an enforcement target. 

Regarding payment arrangements for their services, public 

insurance adjusters (honest or otherwise) normally operate on a 

contingent fee basis with their client, the owner-insured. 

Typically, they charge between 10 and 20 percent of the 

adjusted insurance settlement. In order to obtain business on 

a regular basis through a pigeon or fire broker, the corrupt 

public adjuster might pay roughly 10 percent of his 

proportionate fee to the pigeon or broker as a kickback for 

having that particular business sent his way. 

E. Insurance Claims Adjusters 

The claims adjuster who works for an insurance company, 

whether as an employee or independently on a fee basis, often 

makes a determination as to fire cause. Thus, his judgment is 
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extremely important in a company's decision whether to approve 

or to deny payment vf a fire-related claim. Occasionally, an 

adjuster will enter an arson-fraud scheme by agreeing to alter 
his report on either the fire cause or information on a 

possible fraud motive. For this, the corrupt claims adjuster 

is usually paid a fee (a commercial bribe) in order to delete, 

add, or distort information which is then sent through 

insurance company channels as part of the official claim file. 
F. Insurance Agents or Brokers 

If there is anything which frustrates an investigator, it 
is finding after an arson occurred that a relatively worthless 

building had enormous insurance coverage on it. The immediate 

assumption is that the insurance agent or broker who placed 
that insurance is in "cahoots" with the owner in a fraud 

scheme. A number of explanations can be offered for' the 
apparent overwriting of insurance, which mayor may not 

indicate a corrupt motive on the part of an individual agent or 
broker. Generally, insurance companies in most states sell 

fire and casualty insurance on the replacement value of the 
building and contents, in order to offset the owner's potential 

loss due to depreciation and inflated (but legal) current costs 

of rebuilding and refurbishing. Since a company normally 

charges more for replacement value insurance in its premiums, 

the agent or broker's share of that higher premium is likewise 

increased. Hence, this is an incentive--and a legal one--which 
can explain peculiarly high insurance coverage. 

The investigator should also be aware of a possible fraud 

indicator: a property which has been insured for even more than 

replacement cost because important information on its fair 

market value and the physical risk (i.e., building age or 

status of safety systems) have been falsified or omitted, or an 

unjustifiably positive underwriting report has been submitted 
to the insurance company. Because many states provide for 

coverage on the basis of an insurance "binder," rather than a 

normal written contract which follows, an agent (but not a 
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broker) may bind a policy orally before an underwriting 

decision has been made. If the a~son occurs after the binder, 

but before the written policy is issued by the company, in most 

cases the insured is eligible for payment. In a number of 

states, agents and brokers are prohibited by either state law 

or insurance regulations from issuing binders on premises which 

they have not physically inspected, or at least personally seen 

and visited. While this provision, if enforced, stands to 

benefit insurance companies in preventing internal security 

breaches, it has wider application to the law enforcement 

community concerned with arson-fraud. In certain cases where 
the same agents appear as having placed insurance for premises 

later torched, arson unit personnel may be able to provide 

information to that state's insurance commissioner on the agent 

who issues binders without even checking on the existence of 

the buildings. That agent's license may be revoked or 

suspended, and the investigative unit realizes that it has 

access to an arson prevention weapon with some teeth. 
In certain cases, insurance agents and brokers have become 

involved in arson-fraud schemes because of their knowledge of a 

certain company's willingness to write policies in a particular 

area of town, or within certain dollar limits, without close 

regard to underwriting considerations. Such an agent often 

works independently rather than for an insurance company, and 

he carefully rotates placement of the policies around a circuit 

of insurance companies so that no one spots a red flag of 

multiple arsons over a short period of time. Investigators who 

are concerned about an agent or broker who repeatedly writes 

insurance on properties which later burn can check the national 

Property Insurance Loss Register (PILR) and the Insurance Crime 

Prevention Institute (ICPI), both of which are described fully 

in Chapter 8. 

G. Loan Officials 

Loan officers in lending institutions have surfaced, on a 

few occasions, as participants in arson-fraud schemes. There 
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seem to be two types of situations in which they become 

involved. First, the loan officer receives a commercial bribe 

from a prospective mortgagor who is looking for a loan but who 

may be an inordinately high risk. The officer, in effect, is 

paid to disregard the borrower's risk and help arrange the loan 

anyway. For this service, the officer usually receives a small 

bribe, the size of which depends upon the nature of the 

borrower's objective risk, the wants and greed of the loan 

officer, and related circumstances which vary from case to case. 

In the second type of situation, an official of a lending 

institution (usually in a higher management position than a 

loan officer), enters into an arrangement with an arson-fraud 

schemer (usually a real estate speculator) wherein the 

morb '~gor agrees to take a number of mortgages at or near the 

point of default over from the institution. The institution's 
officer usually knows that the mortgagor with whom he is 

dealing will soon experience "casualties" in those premises. 

When the insurance companies settle on the policies, the 

institution receives the face amount of the mortgages. In this 
type of scheme, the speculator-mortgagor makes money by 

inflating the insurance coverage far beyond the face value of 
the mortgage, and thus he makes a hefty profit even after the 
mortgage is fully satisfied. The lending institution benefits 

from this corrupt scheme because properties that might 

otherwise be in default, and consequently hard to sell at 

auction, become the vehicles for effecting an insurance 

settlement which wipes a number of the risky mortgages from the 

institution's books. While this type of scheme is not 

encountered often by investigators, it has occurred in certain 

thrift institutions which (a) are not federally chartered, 

(b) write mortgages primarily in declining, inner-city areas, 

(c) exhibit other signs of unhealthy lending practices, such as 

many "insider" loans, and (d) have been the subjects of 

criticism for improper practices by state or federal regulatory 

.agencies following bank examinations. 
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H. Realtors, Real Estate Speculato~s, an9 Straws 
A corrupt realtor is in a position to become involved in an 

arson-for-profit sch~me because he knows, on the one hand, how 

to obtain information on rapid changes in real estate value in 

various neighborhoods. On the other hand, he knows how to 
locate specialists in insurance, real estate law (especially 

conveyancing), and contracting, who together or individually 
can function as the core of an arson-fraud conspiracy. Much of 

the real estate arson-for-profit has occurred in somewhat 

deteriorating multi-family housing. In many cases the arsons 

stem from realtors or speculators who buy up the properties 

with the express intention of arranging an arson-fraud soon 

thereafter. 
Realtors are also familiar with the purchase of property 

through a "straw" 
surrogate for the 

(See the Appendix 

owner. The straw often serves as a legal 

real owner, who wants to remain anonymous. 

on "Straws" to the Tactical Guide by Mark 

Zanger, in Part II of this Manual.) A realtor can also arrange 

the subsequent sale to another party soon thereafter for the 
purpose of making the property seem to be worth more because of 

its paper value. That value is then used to determine the 

amount of insurance the new "owner" will try to obtain--usually 
with success. In a word, a realtor can obtain and communicate 

vast quantities of information about property values and the 

details of transactions, and thus is in a good position to be 
able to sense the limits of arson and insurance fraud activity 

that insurance, lending, and law enforcement institutions will 

tolerate before they intervene or ask serious questions. 

Because of this self-taught understanding of regulatory and 

enforcement toleration limits, realtors are extremely important 

and knowledgeable participants when they become involved in 

arson-fraud schemes. 

I. Contractors 
Contractors are frequently mentioned as a category of 

specialists who know a great deal about. neighborhoods and 
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building design. Where a contractor of one type or another 

becomes involved in an arson-fraud scheme, it is often because 

he knows some aspect of housing or housing loan practices to 

such a degree that he feels qualified to perpetrate a fraud 

without being caught. For example, building contractors who 

specialize in housing rehabilitation are familiar with building 

construction and electrical systems, as well as with the 

application and payment procedures concerning government 

benefit programs. Thus, this contra~tor is familiar with both 

the actual torching and financial fraud aspect.s of arson. 

A number of specialized types of contractors on occasion 

have become involved in arson-fraud schemes, mainly because the 

nature of their work brings them into contact with other 

schemers with whom they agree to work cooperatively. Types of 

contractors who are likely to have this kind of knowledge 

include electrical, board-up, glass, remodeling, and plumbing 

and heating contractors. Investigators interested in 

determining whether there might be contractor involvement in an 

arson-fraud scheme, or pattern of schemes, should review 

records of government loans and loan insurance, insurance 

claims filed by the contractors, and related information to see 

if certain contractors appear more often than might be expected 

in building fires--especially those undergoing conversion, 

redevelopment, or rehabilitation. 

III. The Special Problem of Receivers of Stolen Goods (Fences) 

Criminal receivers of stolen goods (fences) are offenders 

with their feet in two worlds. Generally businessmen, they are 

likely to have extensive contacts within the business 

community. With substantial incomes derived from both 

legitimate and illegitimate business interests, they can move 

easily in political and economic arenas. At the same time, 

however, fences are directly and continually involved in the 

world of theft. This involvement puts them in frequent contact 

with a range of offenders, from petty criminals to professional 

(i. e., career) thieves. 
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The two worlds straddled by fences not only give them 

extensive influence, but also provide them with unique 

opportunities to become aware of and involved in 

arson-for-profit schemes. Agencies which have investigated and 

prosecuted fences for arson-related activities generally 

describe three levels of involvement by such persons: (1) as 

fire brokers; (2) as key informants or information sources; and 

(3) as outlets for property taken from the premises before a 

fire. Each of these roles played by fences in economic arson 

will be discussed in turn, followed by a section summarizing 

how and why a fencing approach may provide fruitful avenues for 

arson investigators to pursue. 

A. The Fence as a Fire Broker 

There appear to be two types of situations in which fences 

act as fire brokers. In the first, the fence is the dominant 

and central force in an arson-for-profit ring. Here the fence, 

because he himself is a businessman, is aware of a troubled 

business or real estate condition. He recruits a torch and 

aggressively seeks out clients to use his services. In one 

such ring, a fence who was an antique dealer contracted out the 

services of torches he employed to a group of realtors and to 

the owners of multi-family residential structures. As part of 

the services provided these clients, the fence also counseled 

them on increasing their insurance coverage and offered advice 

on dealing with banks and insurance companies. Thus, the fence 

not only provided the means to execute the fires (the torch), 

he also was instrumental in orchestrating the financial 

arrangements concerning the properties scheduled for burning so 

as to maximize the overall profit. For his services, the fence 

received a percentage of the insurance settlement from each of 

the fires. 
The second type of situation in which fences act as fire 

brokers is in setting up individual fires on a contract basis. 

Here the fence is contacted by a business acquaintance or a 

"friend" of such an acquaintance and asked to arrange a fire. 
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The fence then recruits a torch, generally a petty thief with 

whom he has previously done business, to arrange for the fire. 

In this instance, the fence is playing a role not unlike the 

one he commonly plays in theft, where he sets up a 

theft-to-order. Only in this case, the fence is arranging an 

arson-to-order and receiving a share of the profits for his 

trouble. While the fence in this situation is not in the "fire 

business" as such (i.e., he is not aggressively marketing the 

services of a particular torch or his own services as a fire 

broker), he is both willing and able to execute a profitable 

arso~ for clients who contact him. However, there is evidence 

to suggest that fences who engineer arsons-to-order have 

considerable knowledge of insurance industry practices and 

provide clients with technical information about increasing 

insurance coverage and about selecting insurers who are not 

known for their diligence in investigating insurance claims. 

There is also evidence to suggest that fences whose advice is 

sought regarding a failing business may advocate the arson 

option as a logical and profitable alternative or prelude to 
bankruptcy. 

Interestingly enough, despite the fence's primary criminal 

interest in stolen property, goods (i.e., inventory, fixtures, 

etc.) are ~ likely to be removed from premises that a fence 

has scheduled for burning. On the contrary, investigators have 

noted that when a petty thief is recruited for arson by a 

fence, the thief is directly and particularly inst~ucted n2i to 

remove goods prior to the fire. Apparently fences in these 

cases do not want to establish an evidentiary trail leading to 

them by receiving goods that have been in a building that 
burned. The fences seem to understand that any property taken 

from the premises can provide a valuable investigative lead, 

and they prefer not to generate such evidence. Thus, they 
forego additional profits that such goods might afford them in 

exchange for the monies they stand to receive for having 

engineered or set up the arson. In this way, too, their 
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involvement in the arson scheme will remain masked and 

difficult to uncover. 

B. The Fence as the Key Information Source 

Fences have also been known to play a more passive role in 

economic arson by serving as key information sources for those 

seeking arson, as a way to make money or to extricate 
themselves from financial difficulties. As one arson unit 

commander put it: lilt's like murder-for-hire. If you were a 

fairly respectable type of person and needed that kind of help, 

who would you ask?" For many people on the margins of the 

business and white-collar crime worlds, the answer is often the 

fence, a "high roller" who moves easily in those two circles. 

In this type of situation, the fence does not become directly 

involved in the arson. Instead he merely puts those who 
contact him in touch with others who can help them arrange an 

arson. In other words, this type of fence is acting as a 

pigeon. The fence often receives payment similar to a finder's 

fee for performing this information function; or he may just 

serve in this capacity as a favor, to be collected on later for 
other purposes. Although the fence plays only a secondary role 

in economic arson in such instances, this level of 

fence-involvement clearly illustrates the significance of 
fences in serving as bridges, or middlemen, between 

"respectable" business or property owners and torches. Without 

such bridges, arson would not be as viable an option as it 

seems to be in many jurisdictions. 

c. The Fence as an Outlet for Property 
The last level of involvement of fences in arson-for-profit 

reported by investigators consists of the fence playing the 

traditional and familiar role of outlet for illicitly obtained 
goods. In this type of situation, the fence has nothing to do 

with the arson, but he becomes privy to it through receipt of 

goods removed from the premises prior to the fire. Generally, 

the fence's knowledge is after the fact rather than prior to 

the arson. This is because in most cases of this type, a 
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thief-torch is removing goods from a premise on his own 

authority and for his own benefit rather than doing so at the 

direction of others. Thus, it occurs to many petty thieves who 

are recruited for arson to make some extr.a money on the deal by 

stealing property before the fire and selling it to a fence. 

Fences who serve as outlets for such thieves can thereby gain 

information about arson fires and thieves willing to commit 
arson. 

In a limited number of circumstances, fences may have prior 

knowledge of arsons through agreements to receive goods from 

owners of businesses or residences who are planning fires. 
Here the property owner has decided to increase his profits 
from a fire by getting money from the fence for the removed 

goods, as well as from the insurer. Most investigators feel, 

however, that this latter situation does not occur very often. 

Instead, fences are more likely to serve as outlets after the 

~ for the thief-torch. 

D. The Fencing Angle in Arson Investigation 

Investigators in those jurisdictions where fences have been 
active in economic arson feel strongly about the potential of 

pursuing this avenue in an arson investigation. At minimum, 

they contend that the fence is likely to ha~e considerable 

knowledge both about torches active in a particular area and 

about owners seeking to burn business or residential 

properties. As such, the fence is an often overlooked source 

of intelligence information. Just how willing an informant the 

fence may be, however, will depend upon his level of 

involvement in arson-related activities. Fences serving as 

fire brokers or as pigeons for those contemplating arson are 

highly unlikely informants for the investigator. In these 

situations, the fence will more-likely be the subject of 

investigation, revealed under questioning by the thief-torch or 

the client of the arsonist. Where the fence is merely serving 

as an outlet for goods, however, he may be persuaded to provide 

valuable information to the investigator. This is particularly 
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the case: (1) where a fire has resulted in a loss of life, 

since fences are generally not interested in becoming involved 

in a homicide investigation; or (2) where a petty thief has set 

the fire, since fences are generally not reluctant to give up 
thieves to pro~ect themselves. 

In addition to the need to recognize the possible· 

involvement of fences in economic arson and the potential of 
gaining information from them, two further aspects of the 

fencing angle should be of concern to the arson investigator. 

First, it is clear that fences, whether or not they become 

involved in arson-for-profit, have a sensitivity to the 

business and economic conditions in a community. This 

sensitivity permits them to assemble readily a group of clients 
should they decide to become fire brokers, or to be prepared 

should they be called upon to put business acquaintances in 
touch with a torch. 

Arson investigators would do well to develop a similar 

sensitivity to local economic conditions. One arson unit has 

attempted to develop such an awareness by, for example, 
comparing liquor orders placed by local bars and nightclubs 

this year as opposed to last year, and putting such information 

in its arson early warning system. Fences ,qho sell to other 

businesses may know that a failure is imminent by a reduction 

in orders. Investigators can gain similar information by 

selective probes and data gathering in the economic sector. 

Finally, arson investigators may do well to emulate the 

fence's concern about the evidentiary value of goods taken from 

the scene of an arson. Despite the fence's orders, many petty 

thieves who serve as arsonists may find the presence of 

valuable goods just too tempting to pass up and may seek to 

make extra money by peddling such goods. Careful attention at 

tlle fire scene to the possibility of missing contents may 

reveal a situation where the thief just couldn't resist the 

temptation, thereby providing the investigator with a valuable 

avenue of investigation that may not only identify the 
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thief-arsonist, but others central to the arson as well. The 

investigator who wants to learn more about the non-arson mo~i 

operandi of fences, as well as a variety of strategies to 

control them, should review the operations manual by Marilyn Ee 

Walsh, Strategies for Combatting the Criminal Receiver of 

Stolen Goods, available from the U.S. Government Printing 

Office, Washington, D. C. 20402, Stock No. 027-000-00439-3, 
price: $3.50. 

I 
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CHAPTER 4: SELECTING AND PLANNING ENFORCEMENT STRATEGIES 

Introd uct ion 

No one can prescribe one overall strategic approach that 

will work for an investigator in every type of arson-fraud 

case. The reason is simple enough: strategies need to be 

determined by the mix of arson-for-profit motives and the 

levels of organization of arson-fraud in that jurisdiction. 
These arsons may be all owner-initiated, or possibly (though 

very unlikely) all speculator-initiated. The reality in most 

communities is a mixture which falls somewhere between these 

two extremes. Therefore, an overall enforcement strategy 

should be based to a large extent on learning the type and 

number of criminal and business specialists who are probably 

active in arson-fraud in any community. The section below is 
devoted to a discussion of methods to develop profiles of such 

operators and to combine them with strategic and tactical 
intelligence on economic arson. 

I. Developing an Intelligence Program 
Many different types of criminals with a variety of 

specialized skills commit arson-for-profit, and they do this 
for an often confusing array of specific economic motives. 

Therefore, the requirements of an adequate intelligence program 

to combat arson-fraud are more demanding than for other forms 

of crime control. From the experiences of several agencies 

which have mounted special arson-for-profit intelligence 

efforts, it is possible to suggest at least two manageable 

approaches to the intelligence function in this area. These 

involve a review of information on: (l) local economic trends 

that create market conditions conducive to patterns of 

arson-fraud, and (2) likely criminal and business specialists 

who can organize and service that potential market. 

A. Intelligence on Local Economic Trends 
The first question to ask in developing any criminal 

intelligence program is when and where will crimes occur, and 
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armed with that information, what can be done about it? A 

program of economic intelligence should be designed to explain 

why patterns of geographic arson fires or fires in particular 

types of businesses or housing occur. An important question to 

ask is what economic forces are operating in that industrial, 

commercial, or housing sector that might cause enough financial 

stress to make arson-fraud an attractive option. Answers along 

the general lines of "recession" or "product obsolescence" 

become helpful when additional factors such as tight money and 

credit restrictions can be identified as coming into play. 

Economic factors other than financial stress might include the 

onset of investment opportunities, whereby a vacant lot might 

be worth more than th~ p~operty with the original building on 

it (e.g., for redevelopment). Another example would be a trend 

in a community with rent control toward converting older 

apartments into refurbished, more fashionable condominiums. 

There che arsons may serve the illicit function of "instant 

evictions." 

To develop an economic intelligence program on 

arson-for-profit, the investigator can take several steps: 

• First, review the Tactical Guide on Economic 
Intelligence by Mark Zanger in Part II, and the 
chapter on "Locating Sources of Information and 
Expertise," in Part I of this Manual. 

• Second, talk with known, trustworthy experts in your 
community about economic trends likely to affect 
arson-fraud. Such experts include instructors on real 
estate and urban planning at local colleges, attorneys 
who specialize in real estate conveyancing, and city 
and redevelopment authority planners. 

• Third, go to the most central source you can find on 
local business trends and overt indicators of such 
trends. These might :i.ncl ude the research arm of the 
local Chamber of Commerce, Federal Reserve Bank, or 
the nearest Federal Bankruptcy Court, where a simple 
review of the recent docket can provide information on 
types and sizes of businesses which have been going 
bankrupt. 
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FoU:th, establish a file of all information from the 
buslness and financial sectiorts of your local 
newspapers, as well as specialized commercial and 
trade newspapers published in your area. 

Fifth, wher7 a major indu~try is either headquartered 
or has a maJor manuf~ct~rlng plant in your community, 
trY,to locate a speclallzed trade journal on the 
~ubJect ~f that industry to obtain the benefit of 
~nformatlon on economic conditions which affect that 
lndustry. 

The investigator who makes a first attempt at developing 

the above type of economic intelligence may find it somewhat 

frustrating. That is probably because of the overly general 

quality of the information he has obtained, and consequently, 

its limited ability to help explain or even point toward 

specific patterns of future arson activity. The real task of 

building solid economic intelligence is, however, no different 

from gathering any other kind of intelligence: the 

investigator must gradually improve his sources, check and 

recheck their reliability, and strive to obtain even more 

specific information to make more reliable predictions. In the 

case of economic intelligence, this can mean locating the most 

knowledgeable expert or the best available trade periodical on 

a particular subject. 

B. Intelligence on Arson-Fraud Specialists 

In the early stages of arson-fraud activity, the identities 

of specialists who will likely join together at a later date 

are rarely known to police or fire investigators. The possible 

exception is the torch. Pigeons, fire brokers, coaches and 

advisors--as well as the corrupt public adjuster# r~altor, or 

insurance agent--are rarely the routine s~bjects of law 

enforcement attention when patterl1s of arson-fraud are absent 

or just beginning. Therefore, intelligence on the identities 

and any specifics on the operations of these specialists is 

likely to be sparse and scattered around the various fire, 

police, and other agencies that might haye some illterest in 

that particular specialist. Therefore, the second task of the 
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investigator in building an intelligence program on 

arson-for-profit is to identify the roles of criminal and 

business specialists engaged in arson-fraud in that community, 

and then proceed to determine their identities. 

The procedure for developing a pool of such intelligence 

information i~ a simple, logical one and involves the following 
steps: 

• 

• 

• 

• 

First, examine each of the criminal areas where we 
knc;>w arson-fraud schemers get their start: (a) street 
cr:me and profe~siona~ crime (torches and fences), (b) 
whl~e-collar crIme (fIre brokers, coaches and 
advIsors, and each of the corrupt business 
spec~alists~; and (c) organized'crime (pigeons and 
syndIcate fIgureS, and certain fences). 

Second, develop information on whether specialists in 
each of those areas of criminal activity (i.e., 
st:eet, professional, white-collar, and organized 
crIme) have begun to handle or inquire about 
prospective clients interested in arson-for-profit. 
For example, what intelligence is thereon loan sharks 
who work with pigeons to steer the borrowers to an 
arsonist? 

Thi:d~ what criminal activity at the fringe of 
legItImate business activity might indicate a jump to 
a:son-~raud? For example, tight money (high interest) 
sItuatIons help bring about advanced fee schemes many 
of which ~re frauduI~nt. Are the schemers operating 
also as pIgeons or fIre brokers to direct a would-be 
borrower to someone to help set up an arson-fraud? 

FOUrth, certain types of businesses in the community 
are always experienci.1g their own special economic 
~ro~lem~, and a ~teady increase in arsons may be one 
Indl~at:on of thIS. What types of criminal 
s~ecla~lsts would,be most likely to identify that 
cIty-wIde (or regIonal) situation as a potential 
market ~or arson-fraud, and what initial probes or 
"marke~lng expeditions" might these specialists have 
begun In order to shape and organize that market? 
(RemeI?ber: , there is always an answer to this 
questIon, and its relative difficulty is only a 
measu:e of how much effort will be required to develop 
a SOlId, comprehensive criminal intelligence program.) 

The final step in identifying the roles of the various 

specialists is to begin to identify the specialists 

I 

71 

themselves--how many potential and currently active pigeons, 

fire brokers, fences active in arson, etc., are there? It is 

important that the investigator begin with the more general 

question of the foles or functions which the arson-specialists 

might fill, and then proceed to personal identifications, 

rather than press too quickly at the outset to identify the 

major torches or corrupt public adjusters. The goal in 

developing a comprehensive intelligence program on economic 

trends and likely specialists is to develop a collection and 

analysis effort that strives to identify all possible 

particip0nts, not to confirm the identities of those who may be 

known or ~uspected at the outset. Because so many types of 

criminals progress to arson-fraud and later move on to other 

schemes, it is important to take a dynamic, rather than static, 

approach toward this area of intelligence. Otherwise, the 

investigator may succeed only in identifying a few of the more 

traditional and well known schemers (such as a torch or a 

corrupt public adjuster). Because that kind of intelligence 

effort can be too limited, scores of other specialists might 

escape detection for a dangerously long period of time. 

II. Establishing Flexible Enforcement Options 

One major purpose of this enforcement manual is to stress 

the existence and application of alternatives to the familiar 

focus on the crime of arson in arson-for-profit. Therefore, 

rather than dwell on the development of an arson charge per se, 

the focus here is placed instead on white-collar and 

anti-racketeering approaches which have been shown to be 

effective in bui10ing arson-for-profit cases. 

Many training programs and enforcement manuals try to 

discipline the investigator to build his case around one or two 

specific criminal statutes. While that approach may work well 

with crimes such as burglary or gambling, it is more difficult 

to apply that concept to a hybrid 'form of cr ime, such as 

arson-fraud racketeering, where career criminals and seemingly 
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legitimate businessmen work hand-in-hand to commit arson and a 

variety of financial crimes. Therefore, the approach which is 

recommended here is a strategic one designed to open--and keep 

open--as many avenues of investigation as possible so that the 

most productive option can be identified and followed. From 

that logical process, the range of charging options will remain. 

wide, and the best one will become clearer as each specialist 

in the arson-fraud case is identified, and his conspiratorial 

or ancillary crimes help the investigator focus on the most 

effective charging options. 

A. The White-Collar Crime Approach 

Fire and arson investigators spend a great deal of time 

learning about what constitutes the corpus delecti in the crime 

of arson. Where arson is committed as the intermediate step 

necessary to effect an insurance fraud, the investigator should 

note the existence of a second corpus, that of the fraud 

crime. This means developing a realization that papers in the 

insurance claim file contain probable evidence of crimes. The 

white-collar crimes committed as part of the arson scheme 

usually entail fraud committed against the insurer. The 

policyholder swears falsely that the origin of the fire was 

either accidental or unknown to him, and many policyholders in 

arson-fraud schemes also falsely represent the existence and/or 

the value of property destroyed in the fire. In many states 

the crimes of larceny, cheating by false pretenses, or 

obtaining money by false pretenses cover these offenses. In 

those types of cases, the policyholder obtains money from the 

insurer under the artifice that the fire was either accidental 

or not caused by him, when in fact the opposite was true, or 

because he claimed that material was destroyed which in fact 

was not, or that it was valued at more than he knew it was 

worth. 

In the white-collar crime approach to arson-fraud, it is 

important to recognize that the policyholder may have acted in 

league with others to falsify a variety of loan applications, 
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business records, and formal documents in order to create and 

continue the fraud artifice. In addition to the fraudulent 

proof-of-loss form, this potential documentary evidence 

includes :, 

• 

• 

• 

• 

Business ledgers, purporting to show a higher volume 
of business than that actually done, to inflate the 
amount of business interruption insurance settlement. 

Mortgage and other loan applications, where the 
applicant falsified the statement of his assets, 
employment, or business condition in order to give 
himself the appearance of being a more attractive risk. 

Insurance application forms, which may contain false 
information on personal history, prior fires, or other 
items so that the insurance applicant falsely tries to 
appear as a good, rather than bad, insurance risk. 
Also included are applications to change the amounts 
of coverage by increasing it--sometimes just before 
the fire. 

Inventory records, which may have been padded with 
false amounts in order to increase the fire and 
business interruption insurance claims, and also to 
aubstantiate those claims. 

• Tax returns, for the obvioUR motive of reducing the 
owner's revenue liability to state and federal 
authorities. 

• Tax abatement application, may show true gross income 
from a business, or even a fr'aud ulently deflated 
amount. 

When considering the white-collar crime approach to 

arson-for-profit, it is extremely important to develop a frame 

of mind about the "paper trail" which the insured or his 

co-conspirators generated, and which will remain as an archival 

record of the crime long after the other forensic evidence of 

the arson at the fire scene has been compromised or washed 

away. Moreover, much of the evidence of the fraud corpus may 

be conveniently collected in the repository of the claim file 

of the insurance company which provided coverage for the 

owner-insured. 
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An investigator or an entire unit which decides to take a 

white-collar crime approach to-arson-fraud should provide 

answers to some very basic immediate questions: 

• Where and how will we obtain the financial and other 
expertise we need to do an effective job on a 
fraud-oriented investigation? 

• How do we meet the requirements of conducting a large 
scale, multi-suspect investigation, assuming that 
beside the owner and torch there may often be several 
white-collar crime specialists in these schemes? 

• Who should be our primary, secondary, etc., targets in 
each investigation, and how do we go about building a 
case against each target? 

Answers to these and other related questions do not come 

easily, but they do follow systematically if the investigator, 
or other specialized personnel in his unit, takes a logical 

approach in moving from concepts and strategies toward 
operational tactics in investigation. 

B. An Anti-Racketeering Approach 
The white-collar crime approach discllssed above entails a 

commitment to pursue the paper trail left by the arson-fraud 
participants. A fraud case may involve only an owner, an owner 

and a torch, or a more complex owner-torch-fire broker-public 
adjuster combination. While the white-collar crime approach 

can be used against a scheme with one or more specialists, 
m~mbers of an arson conspiracy who are engaged in multiple' acts 

of arson and fraud can be attacked from another. direction. The 

systematic pattern of arson activity qualifies (as organized 

crime) under many experts' literal definition of that term, 

although a syndicate crime figure may not be involved in the 

multiple arson-frauds caused by a group of schemers. 
The principal anti-racketeering approach involves use of 

the federal Racketeer Influenced and Corrupt Organization~ 

(RICO) law, 18 U.S.C. §§ 1961-1968, or similar laws modeled 

after RICO and passed in several states (especially Florida, 

Pennsylvania, Connecticut, Rhode Island, Ohio, and Hawaii). 
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Under RICO, it must be proven in the case of an arson-fraud 
that a group of individuals banded together and were associated 

.!n. fact for the purpose of creating an illicit enterpr ise (a de 

facto illicit business) to carry out certain specified types of 

racketeering activity, and that they did so by committing a 

pattern (i.e., two or more) of such racketeering acts within 

roughly a ten-year span (so long as one of the acts occurred 

within the normal statute of limitations). Further, this 

pattern of racketeering activity must have affected interstate 

commerce in some way. 

An arson-fraud or arson-extortion scheme may qualify as a 

de facto illicit business enterprise under RICO. .Arson-fraud 

cases prosecuted under the federal RICO law include those where 

the defendants committed multiple acts of arson under state law 

(an economic motive for arson is not required under RICO) or 

violated federal mail fraud laws by mailing false 

proofs-of-loss and other insurance documentation, or by causing 

to be mailed such materials. Most of the prosecuted federal 
RICO cases involved active participation by local arson and/or 

police investigators, who worked with the FBI, the Bureau of 

Alcohol, Tobacco, and Firearms, and/or U.S. Postal Inspectors 

on the particular case. 

In addition to SUbstantial 20-year maximum sentences and 

$25,000 fines for both RICO and RICO conspiracy offenses, a 

number of additional anti-racketeering remedies that are part 

of the RICO law should be considered~ 

• A criminal forfeiture provision covers businesses and 
assets which were used in or resulted from the 
racketeering activity. A federal judge can order the 
divestiture of a business or its ill-gotten assets 
involved in the racketeering. In arson-for.-profit 
cases, these might include real estate agencies, 
insurance brokerages, and other b~~inesses of the 
convicted participants. [18 U.S.C. § 1963(c) J 

• A .treble damage civil remedy provision, whereby a 
victim of a pattern of racketeering activity, such as 
an insurance company, can sue for three times the cost 
of the damages, plus a reasonable attorney's fee. [18 
U.S.C. § 1964(c)] 

• 



• 
76 

In order to avoid the dissipation or hidden 
channelling of the racketeering assets, a provision in 
the RICO law allows a judge to freeze the assets in 
question and appoint someone to oversee their 
preservation, and possible later distribution to 
victims. [18 U.S.C. § 1964(a)1 

While development of a federal RICO case entails 

cooperation with federal agencies and the probable filing of 

federal charges, the advantages to a local investigator of 

joint participation are substantial. First, the combined 

federal and non-federal resources, coupled with the substantial 
teeth of the RICO law, help assure that all members of the 

arson-fraud conspiracy will be prosecuted, convicted, and 

removed for good from this sordid activity. Second, a 'number 

of federal provisions for protecting and relocating government 

witnesses are available. These funds usually are not available 
to state and local agencies. Third, the availability of 

federal attorneys, specially assigned to organized crime strike 
forces, carries with it the access to a variety of 
investigative tools such as investigative grand juries and the 

powers of immunity and contempt which have frequently been used 
to break other types of large scale criminal conspiracies. 

Fourth, evidence such as results of consensual monitoring will 
be admissible in federal and not in state court. 

The usefulness of the federal RICO law to combat fraud and 

extortion motive~ behind arson racketeering can be seen from 

the growing list of successful prosecution~. These include 

p.S. v. Hansen, 583 F.2d 325 (1978); U.S. v. Capito (C.D. Cal., 

1975) U.S. v. Carter (M.D. Fla., 1977), U.S. v. Kerns (D. 

N.J., 1978); U.S. v. Weissberg (N.D. Ohio, 1977), U.S. v. 

Thevis (N.D. Ga., 1975), and U.S. v. Carbone (W.O. Wash., 

1978). Several law review articles discuss the criminal and 

civil applications of RICO, especially to racketeering 

enterprises such as professional arson rings. RICO is 

considered in detail, including its application criminally and 
civilly to arson, in Materials on RICO: Criminal Overview, 
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Civil Overview, Individual Essays (Cornell Institute on 
Organized Crime, Cornell Law School, New York, 14853, 1980, G. 

Robert Blakey, edi tor), Vo1s. 1 and 2. Additional information 

on the application of federal RICO criminal and civil 

provisions to various forms of racketeering can be obtained 
from: Attorney-in-Charge, Strike Force 18, Criminal Division, 

U.S. Department of Justice, Washington, D.C. 20530. 

C. App1icationof'Organized'Crime Investigative Approaches 

Techniques used to investigate organized and extensive 

white-collar crime conspiracies can be adopted when aspects of 

those problems complicate the investigator's task in an 

arson-fraud inquiry. The techniques with special application 

to this field are: 

• Undercover Operations 

• Electronic Surveillance 

• The Grand Jury as an Investigative Tool 

1. Undercover Operations. The und~rcover operation is one 

strategy that has not been employed very often in 

arson-for-profit investigations. In it, law enforcement 
authorities provide the opportunity in the form of buildings 
and/or "willing co-conspirators" to those schemers who are 

interested in executing arson-frauds. There appear to be three 

reasons why undercover operations have been little used. 

First, they are likely to be both expensive and time consuming 

to conduct. Second, the dangers involved in such operations 

may make many arson unit commanders reluctant to undertake 

them. And finally, they must be approached with the utmost 

care to avoid a successful entrapment def':!nse. Nevertheless, 

since such operations do represen~ an alternative investigative 
strategy for arson or white-collar crime units, some 

discussion, guided by information from those who have tried or 

contemplated undercover activities, is in order. 

Any sound undercover operation must be backed up by an 
active and reliable intelligence system that provides 

investigators with extensive information on those property 
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owners, realtors, insurance agents, and others active in, or 

actively contemplating, arson-fraud. Only against this 
informational backdrop can a coherent and strategically sound 

undercover operation be planned. Once an adequate information 
base is established, it is necessary to determine the feasible 

level of penetration the operation can make in the arson-fraud 
scheme. Because the level of penetration into an arson-fraud 

conspiracy is often a function of time and money, the question 

of available resources becomes quite important. But other 
issues are equally significant, in particular, the degree to 
which undercover officers or informants can continue to operate 
safely and without committing egregious criminal acts while 

still building solid, prosecutable cases. 
There are two levels of penetration in arson-fraud schemes 

that can be effected through use of undercover strategies. The 

first level involves the use of an undercover officer posing as 
a torch. In this situation, informants are used to "establish" 

the identity of the undercover officer as an arsonist. The 
officer (who is fitted with an electronic transmitter) begins 
to circulate where those businessmen and others interested in 

fraudulent arsons are known to frequent. The officer then 

waits to be contacted by those expressing an interest in arson, 

allowing the subjects of the investigation to make the first 

overtures and to suggest the arson. The officer's 
communications should remain circumspect while he attempts to 

draw out the subjects to describe their criminal intent and 
purposes. Once ample evidence is obtained, arrests for 
conspiracy or the attempt to commit arson can occur. 

A second and more extensive level of penetration in 
arson-fraud involves use of an undercover operation following a 
successful arson-for-profit investigation. One common practice 

is for persons involved in the real estate and insurance 

businesses to purchase properties, and remodel or alter the 
structures, substantially inflating the reported costs for such 

alterations. Often contractors become involved at this point 
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by submitting phony invoices in furtherance of the scheme. 

Next, insurance is acquired reflecting the inflated costs of 

remodeling, and several months later the building is burned and 

an insurance claim is made for the inflated value of the 

property. 
Following the successful investigation of such a case, one 

of two situations may occur. In the first, indictments of the 
. participants may be obtained and sealed. In the second, the 

substantial information obtained, while not suffi~ient for 
indictment, may be strong enough to convince one of the 

participants that future prosecution is likely. It is at this 
point, in either. case, that the undercover operation begins. 
The first step is to choose one of the participants (those in 

the real estate or insurance business seem to be the most 
likely candidates) to explain to him his pending or possible 
indictme"nt and to offer him the prospect of later intercession 

for leniency when the original case is tried, in exchange for 
cooperation with the investigators. Note that the individual 
here is n2i usually promised immunity from prosecution; rather, 
he is assured that information regarding his assistance to and 
cooperation with law enforcement will be provided to the 

prosecutor or judge later. Once the individual agrees to 

cooperate, he is wired with a transmitter, and he is released 
to carryon as he previously did. Generally, the participant 
enlisted to cooperate with the investigation is not one of the 

central figures in the arson scheme. The cooperating 
individual may also introduce an undercover officer into the 
conspiratorial inner circle to aid in the gathering of useful 
evidence. 

It is particularly important to provide the subjects of the 

investigation with opportunities to admit to and/or to commit 

criminal acts, short of the arson. These acts can also be 
totally unrelated to the arson. For example, they may involve 

discussions of prior stolen property or gambling transactions, 

or the presentation of opportunities to engage in such 
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professional--may insulate themselves so completely from any 

associ<"lte who is not fully trusted that they do not discuss 

actions that are part of the conspiracy with them. Thus, many 

potential or actual informants have great difficulty obtaining 

specific information. Another problem with developing 

informants or witness~s is that subordinates in organized crime 

groups or white-collar crime operations may be reluctanI to 

testify later against a principal. Therefore, the 

investigators may have very limited options in trying to 

develop that portion of the fraud or racketeering case against 

the central conspirators. Court-authorized wiretapping is an 

approach that should be considered in this situation-

legislation permitting. The prospect should be weighed in 

combination with the substantial time and manpower demands 

involved, as well as the stringent legal and constitutio~al 
requirements. 

A decision on whether or not to seek a court order to 

install a wiretap of a telephone used in criminal pctivity 
normally is made on the basis of the failure of conventional 

investigative ~eans to obtain the n~~ded ev~dance. Where the 

investigator encounters such aifficulties, for reasons cited 

above, the wiretap can be expected to provide evidence against 

a wide range of criminal activities in addition to arson and 

insurance fraud. Conversely, investigators who c~ntemplate 

seeking a court order for a tap on the phone of an organized 

crime figure or other central conspirator for another type of 

violation should consider the arson-related background 

information that may be able to contribute to an affidavit to 

establish probable cause for the wiretap application. 

Experience with the use of wiretaps in conspiracy cases where 

arson and fraud have figured demonstrates that the eventr.al 

evidence so obtained can be expected to: (1) expand greatly the 

number of eventual defendants, (2) increase the variety of 

charges for non-arson related crimes, and consequently, (3) 

increase the number of defendants who decide to plead guilty in 

the face of the often weighty evidence against them. 
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In situations where the investigator feels it essential to 

monitor conspiratorial conversations at a location where such 

cOiilmunications do not occur over the telephone, it may be 

advisable to consider the installation of an electronic 

listening device. Candidate locations include headquarters or 

legitimate business office "fronts" of organized crime figures, 

fences, and major white-collar criminals who transact 

considerable amounts of their illicit business in such 

locations. Before considering the installation of any 

electronic device, legal counsel advising the law enforcement 

agency should carefully review recent court decisions on this 
issue, especially u.s. v. Finazzo 583 F.2d 937 (1978) and Dalia 

v. u.s. 441 u.s. 238 (1979). A law review article which 

provides a comprehensive analysis of recent litigation on 

electronic surveillance is "United States v. Finazzo: Sixth 

Circuit Position on Break-Ins to Install 'Bugs' Rejected by 

Supreme Court in Dalia," 10 University of Toledo Law Review 3 
(1979) • 

3. The Grand Jurv as an Investigative Tool. It is 
virtually impossible to read any manual on organized crime 

enforcement or attend any training program in this field 

without being saturated with testimonials on the value of the 

grand jury as an investigative tool. However, investigators in 

arson-for-profit enforcement seem to take longer to be 

persuaded that any case involving an element of conspiracy can 

benefit from use of the grand jury. In order to take this 

approach, there is a prerequisite that a prosecutor develop an 

early and active interest in an investigation in order to make 

the shift properly from the field to grand jury phases of 

investigation. Because investigators may be reluctant to 

approach a prosecutor about a suspected fraud scheme until they 

feel comfortable they have a prima facie case, the full 

elements of a fraud case may remain unknown for want of 

evidence. It can be difficult for a prosecutor to know whether 

a grand jury investigation may be useful unless he is apprised 

r 
I 

83 

early on of his, and its, potential contribution. Thus, bloser 

investigator-prosecutor coordination of an investigation can 

pave the way for more productive use of the grand jury. 

The value of the investigating grand jury lies in its 

powers (such as witness immunity) to develop co-conspirators as 
witnesses or to determine early if their false statements might 
serve as the basis for a perjury charge. The rapid movement of 

an investigation from the field to the grand jury can also 

signal to arson-fraud co-conspirators, as well as others 

contemplating such activity, that the whole story of their 

activities and involvements is being told. If used 

properly--that is, only where field investigation" has produced 

material for batteries of relevant questions--the grand jury 

can assist in exposing all the ramifications of arson-fraud 

activity. This exposure itself can be an extremely powerful 

deterrent to future arson-fraud activity, apart from any 

eventual indictments and convictions. 

D. Strategies for Overcoming Investigative Obstacles. Investi
gators new to arson-fraud investigation can run into an 

unforeseen obstacle which at first seems more formidable than 
it really is. A common problem is the inability to determine 

who owns a burned building. Then and there the investigator 
tries to solve the problem with little training or prior 

experience. The ad hoc solutions which often emerge do not 

work, and the investigation may languish because of an 

unnecessarily rigid reaction to an obstacle. 

The list of commonly encountered problems is not long. In 

each case, there are steps which the investigator can take in 

order to overcome the obstacle. The outline below is intended 

as a checklist of things to do ana places to go for assistance 
when a problem is encountered. 

Inability to identify the real owner. This normally occurs 
when a strqw is suspected of standing in for the owner, or 
where a corporation or land trust is used instead. In this 
situation the investigator should consider the following: 
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Review "Outline of Methods to Determine Hidden 
Ownership" by Richard Jaffee, in Part II of this 
Manual. 
Review "Straws," the Appendix to Mark Zanger's 
Tactical Guide on Economic Arson Intelligence, in Part 
II of this Manual. 

Review Schmidt's checklist concerning straw owners in 
the Tactical Guide on Record Searches and Document 
Checks, in Part II of this Manual. 

Try to obtain identity of the payer of utility bills 
from the electric, gas, or telephone companies. 

Review feasibility of obtaining subpoenae for checking 
account records of the straw or corporation in order 
to identify endorsers or co-signatory. 

Interview tenants, neighbors, and custodial or other 
employees, who often are told routinely the identity 
of the party who is, claims to be, or is reputed to 
be, the owner. 

Inability to determine insurer. This occurs where the 
owner or occupant refuses to cooperate with the 
investigator. 

• Examine the record of the mortgage at the town or 
county repository of such records to determine the 
mortgagee. Review the Tactical Guide by Harvey 
Schmidt in Part II of this Manual for methods to 
conduct such searches. Contact the mortgagee, who 
usually requires proof of fire insurance befor~ 
granting the mortgage. It may be that the insured 
still has that original policy in force. 

• In a st.ate with a F.lHR Plan, contact that agency, 
especially if the property is in a high risk 
neighborhood. 

• Contact the Property Insurance Loss Register (PILR) or 
the Insurance Crime Prevention Institute (ICPI), both 
of which are profiled later in Part I of this Manual. 

Fire cause and origin were done poorly; scene has since 
been contaminated. This normally occurs when the 
investigator later learns of a suspicious fire where he has 
some reason to believe the owner had a fraud motive. 
However, the initial cause and origin determination was 
inadequate, and the scene is now too compromised to permit 
a second attempt. 
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Try to obtain the insurance company claim adjuster's 
report of the fire scene, which may have been done 
independently by him, and more professionally also. 
Compare that with the fire investigator's cause and 
origin report. 

Failing the above begin to focus on a fraud-oriented 
investigation whe;e the cause of ~he fire will,be ~ess 
important. Begin to examine the 1nsurance cla1m f1le. 

Business books and records destroy'(=d in t~e fir~" Since 
this can occur for a variety of reasons -lnclud1ng an 
accidentalpt.i.re-- it is especially important, that t.he 
investigator pin down a reasonable expl~nat:on for the 
destruction of the books. Motives rang1ng rrom a cover-up 
.of embezzlement to a combined bankruptcy fraud-arson could 
be behind the fire. 

• 

• 

• 

• 

• 

Since the owner will have to submit some form of 
documentation on business volume to support his 
insurance claim, obtain a set of those records at the 
appropriate time. 

Ascertain whether the firm's accountant had duplicate 
sets of financial redords, kept elsewhere, that 
survived the fire. 

Obtain copies of recent personal and business sta~e 
income or sales tax returns, to perform an analys1s on 
the business's possible financial problems over an 
extended period of time. 

If the owner has provided copies of federal income 
and/or corporate tax returns as part of the insurance 
claims rec~rds, such records might be available to the 
investigator's agency through subpoena or other 
compulsory means. 

Try to obtain a fina~cial statemen~ submitted wi~h a 
recent loan applicat10n, to determ1ne whether any 
financial stress was present at that time. Read 

. B 1 C'h t" Loretta Campbell's, "Target Co.~ I,;c.: a ance CJ ~e , 
in Part II of this Manual, for 1nd1cators of poss1ble 
fraud in balance sheets. 

Obtain from the owner a list of his suppliers, 
sub-contractors, etc., interview them and try to get 
copies of their sales receipts to the owner. Compare 
them to his claim. 
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Unable to locate insurance claims agent, or he is 
.!:mresj?onsi ve. 

• Attempt to verify the policyholder's insurance company 
through the Property Insurance Loss Register (PILR). 

• Contact the regional or district claims manager, who 
generally is more responsive to law enforcement than a 
local claims agent overloaded with work. Failing 
that, go to the national office claims manager or 
legal counsel. Insurance companies will usually be 
quite cooperative if the investigator insists on 
dealing with a senior manager or executive. 

Review of all business records and available intelligence 
indicates owner had ,~~identifiable motive to burn the 
property. 

• Owner may not have burned or arranged to burn the 
property. Check motives of partner, employees, 
lienholders, or competitors. 

• , Examine possibility that a financial statement was 
falsified to hide financial problem, and owner 
actually did have a problem but a hidden one. Review 
Campbell's Tactical Guide, "Target Co., Inc.: Balance 
Sheet," in Part II of this Manual. 

• Examine the possibility of arson to conceal 
embezzlement or burglary, or to drive that owner out 
of business. 

• Examine the possibility of a disgruntled employee or 
unresolved labor-management grievance. 

The fire was labeled as "incendiary" but the motive was 
listed as "iuvenile vandals" or some motive other than 
fraud. 

• 

• 

The fact that a competent cause and origin 
investigation resulted in an incendiary determinatio" 
is the main factor here. 

The label "caused by juvenile vandals" is probably 
speculation by the fire chief (who should be asked to 
explain this determination). If the ensuing 
investigation warrants filing of arson or fraud 
charges growing out of a fraud motive, the more 
powerful inference from that evidence will probably 
prevail over the initial speculation of motive listed 
on the incident report. 

• 

• 

• 
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is moving in and taking ~ 

Immediately arrange a serious face-to-face "sit ... down" 
between management level personnel in each respective 
agency, in order to avoid a situation where continued 
competition leads to jealousy and ultimately to 
sniping and possible subversion of each other's 
investigation .. 

If the mid-level managers cannot reach a suitable 
a~lreement, urge your supervisor or manager to prevail 
on a higher official in your agency to have another 
sit-down, before the whole situation gets completely 
out of hand. 

If the competition for this case was generated by the 
traditional passion for credit and publicity, prepare 
a detailed plan for the eventual joint ~nnouncement 
through a press release or press conference of the 
arrests or indictments, with each agency given 
explicit credit for its role in the investigation • 

E. The Special Issue of Circumstantial Evidence 
The issue of developing sufficient evidence to support a 

prosecution when most or all of it is circumstantial is an 
enduring problem in arson investigation. Further complications 
can follow when a fraud approach is taken to an 
arson-for-profit case. In many cases there are steps that an 

investigator can take to improve the quantity and quality of 

the circumstantial evidence he obtains and to use some types of 

circumstantial evidence to build more direct evidence. The 
discussion below is not an attempt to offer a simple formula 

for building a perfectly solid circumstantial case--the term 

alone is something of a contradiction. Rather, the following 

are additional suggested steps the investigator might take to 

make the most of whatever evidence he has been able to obtain. 

The first step is to review thoroughly the Tactical Guide 

which covers circumstantial evidence, in Part II of this 
Manual. Prosecutors in particular should consult Appendix II 

to that guide, which provides case citations, and also the 

"Bibliography" of law review articles on circumstantial 
evidence in general, and arson in particular. Second, find the 
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nearest prosecutor who has successfully handled arson-fraud 
cases .involving circumstantial evidence and arrange a 

conference or briefing session with him to determine what he 

did to achieve his results. In many cases, prosecutors with 

successful track records have taken the same type of 
circuJIIstantial evidence and augmented its strength by providing 
charts and graphs of key event dates, and business and 

(allegedly) illegal transactions. Such graphic simplifications 
can educate a prosecutor, law enforcement management, and a 
jury about dates and facts that other.wise can seem like loose 

fragments. The successful prosecutor might have other 
techniques of pre-trial preparation, including a degree of 

self-education in fire cause and origin terminology and 
criminalistic methods. 

Where the investigator has gathered all of the evidence he 
feels is possible, but the prosecutor feels that the case is 
too weak to justify seeking an indictment, there are several 
specific steps the investigator can take that may improve the 
situation. These are: 

• Consider the option of developing the case in a 
"tandem" manner, using circ umstantial evidence to 
persuade one member of an arson conspiracy to 
cooperate with the prosecution. The owner or other 
figure(s) in the investigation may commit a perjury or 
false statement violation, which, if charged, could 
bring about the cooperation of that participant and 
his future testimony against the others. Where the 
investigator feels he has some, but not enough, 
information, he ~ight early in the investigation 
contact the insurance company and determine the 
possibility of company action to deny payment. If 
valuable inform~tion has been obtained by the 
insurance company, the investigator should obtain that 
evidence, either through a provision covered by a. 
state immunity law or by subpoena. 

• Whether the owner acted alone in the arson-fraud or 
was joined by others, the circumstantial case can be 
tightened by obtaining expert opinions (and potential 
expert testimony) on certain facets of the evidence. 
In addition to expert information on the fire cause 
and origin, the investigator should consider obtaining 
expert advice on other strange occurrences and 
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coincidences, in the hope that a qualified expert can 
take something that strikes the investigator as 
"unusual," and, based upon the opinion of the expert, 
further qualify it as "highly improbable." Examples 
of e~perts w~o might be of assistance in assessing the 
qualltY,of cltcumstanti?l evidence include salvage, 
~ccoun~lng,and bookkeeplng (especially forensic or 
lnves~lgatlve accountants), contracting, urban 
plannIng, and other specialists whose relative 
importance should be determined by the technical 
requirements of the evidence under consideration The 
reader might also review the Forensic Services • 
~irec~o.~'y, ~hich is p:ofiled in Cha.pter 8, for 
ldentlflcatlon of a wlder range of possible exp~rts. 

Review the case with the Insurance Crime Prevention 
Institute (IePI) in the event they might be able to 
obtain additional circumstantial or even direct 
evidence of a fraud-related offense. 

Consider the option of making appropriate notification 
to the insurance company that the criminal case file 
is being closed without filing charges. The company 
may choose to subpoena the law enforcement agency's 
file and use it in denying payment on the claim. 

Examine the possibility of a federal mail fraud 
, , I 

lnterstate travel, or other federal violation and 
consider taking the circumstantial case to th~ United 
States .~ttorney if a federal violation appears to be 
involved. 
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CHAPTER 5: ANALYSIS OF ORGANIZED ARSON-FRAUD SCHEMES 

Introduction 

Where one or more arson-fraud specialists join an owner in 

a scheme, it is highly likely that the interactions of one with 

the other will follow a standard pattern. What follows here is 

a discussion of the more common forms and sequences of 

interactions between and among arson-fraud schemers. This 

discussion focuses on what seem to be the general rules 

governing such interactions, rather than on the exceptions. 

These findings should be treated as points of departure for the 

investigator to use in analyzing information on possible 

organized arson-fraud activity in his jurisdiction--and how it 

got to be that way. 

I. Representative Patterns of Organized Arson-Fraud 

The following charts and discussions can be used by the 

investigator for a number of purposes. First, they can be used 

to help make sense out of intelligence that has been collected 

but not fully or objectively analyzed on various types of 

arson-fraud scheme participants. Second, they can be used to 

help form the foundation for a new or expanded intelligence 

collection and analysis effort regarding such participants. 

Third, they can be used for training and orientation programs 

for unit personnel, to stress points such as the procedures 

which conspirators themselves use to recruit and set the terms 

of employment for other specialists they hire. Whatever use 

the investigator may make of the ensuing discussion, it is 

important to recognize that the following examples are taken 

from a limited number of successfully prosecuted cases. The 

types of specialists recruited into arson schemes and 

longer-term rings, and the order in whic~j each is brought into 

the scheme or ring, demonstrate that the originating 

conspirator usually tries to keep communications among 

participants flowing in directions that are consciously 
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chosen. The reason for this is to prevent the leakage of 

information to anyone on the outside (especially law 

enforcement personnel), but also to other scheme members who 

may be trusted to some extent, but who also might utilize that 

information if they are later pressured to cooperate with the 

authorities. Therefore, the following examples show that the 

placement of the "players" in arson-fraud conspiracies is 

often, by intentional design, arranged to confuse anyone who 

might want to backtrack events and interactions for the purpose 

of implicating scheme or ring members in a crime. 

In contrast to the concepts generally embodied in 

conspiracy law, the following examples show that the organized 

arson-fraud criminal conspiracy often is more complex than the 

simple description of a core conspirator at the center, with 

the others at the periphery of the conspiratorial circle. 

Rather, conspiracies are often built of layers of specialists, 

buffers, and middlemen. The reasons for these arrangements can 

be traced as much to the criminal's passion for secrecy as to 

the way that each specialist's skill fits into the overall 

conspiracy. Consequently, the investigator who believes that 

he has implicated one specialist in an arson-fraud conspiracy 

should consider which probable co-conspirators are positioned 

at either side of the one implicated. By proceeding in this 

manner, the investig~tor may be able to reconstruct (1) the 

relationships among various participants in the conspiracy, and 

more importantly, (2) the sequence of initial contacts by which 

that specialist was brought into the conspiracy. It is the 

initial contact that spells out most clearly why that 

specialist was recruited, what he was hired to do, and how much 

he would get paid. For this reason, the seguence of init~al 

contacts is noted in the following illustrations by a number 

inside a small triangle. The direction of these contacts is 

also noted by arrows pointing in the direction of the next 

contact. An inquiry which proceeds in the above manner can 

assist the investigator in identifyi.ng additional informants, 

------ --------------------~------------------.------

i 

J 

II 
') 

[I 

~ 

93 

potentially cooperative witnesses, d I' 
an 1nes of both field and 

grand jury questioning. 

The following di ' 
SCUSS10n addresses the central init' t' 

and d ' , 1 a!:2:.!!S. 
coor 1nat1ng roles played by key figures in setting up 

arson-fraud conspiracies: 

• Pigeons 

• Fire Brokers 

• Speculators 

• Advisors/Coaches 
A. Pigeon Initiated Schemes 

Where a pigeon is the specialist who helps set an 
arson-fraud scheme into motion, his presence in such an 

activity is indicated by his usual absence after 
the initial 

contact with the ow Th" nero at IS In keeping with the pigeon's 
as a contact person who puts the owner (who 

primary function 

a fire) in touch with a wants to arrange 

torch (who wants 
specialist--usually a 

to sell his firesetting services). The 
investigator who begins the search for a ' 

h pIgeon as the key 
sc e~er behind a particular arson may have difficulty, 

partIcularly because the pigeon normally moves into the 

background after the owner and torch strike their illicit 

bargain. The first illustration demonstrates an arson-fraud 

scheme instigated by a pigeon who chose not to fade early but 
to remain around for long enough to recru1't b' . , 

a pu llC adjuster 
to handle the claim. 

In Chart I, the pigeon was an ostensibly legitimate 

b~sine~sman in the community who tried to assist businessmen in 

fInancIal trouble. That pigeon heard of the problems of an 

owner who had let several of his associates know of his 
declining business condit1'on. 

Some of that information 
trickled to the pigeon, who approached 

the owner and suggested 
an arson-fraud scheme. Th 

e owner agreed, whereupon the pigeon 
contacted a local fire broker who, at that time, was . 
b ' , Just 

eg1nn1ng to assemble arson-fraud schemes. 
The fire broker 



Table 1 (continued) 

Year 
Legislation Maximum 

State Enacted Beneficiaries Benefits 

Minnesota 1974 victims; intervenors; $25,000 
dependents; victims' ,.' 

estates; persons who 
assume costs for the 
victim 

Montana 1977 victims; intervenors; $25,000 
dependents 

Nebraska 1978 victims, intervenors; $10,000 
dependents; persons 
responsible for mainte-
nance of the victim 

Nevada 1969 intervenors; dependents; $5,000 
persons responsible for the 
injured party 

New Jersey 1971 victims; intervenors; $10,000 
dependents; persons 
responsible for mainte-
nance of the victim 

New York 1967 victims; dependents unlimited medical; $20,000 
wage loss 

North Dakota 1975 victims; intervenors; $25,000 
dependents 

Ohio 1975 victims; intervenors; $50,000 
dependents; specific 
third persons 

Oregon 1977 victims; intervenors; $23,000 
dependents 

Pennsylvania 1976 victims; intervenors; $25,000 loss of earnings/ 
dependents support; $15,000 death 

benefits 

Rhode Is1anda 1976 victims; dependents; $25,000 
persons responsible for 
maintenance of the 
victim 

aThe Rhode Island statute will not go into effect until passage of federal victim compensation legislation. 

4 



" I 

Table 1 (continued) 

Year 
Legislation Maximum 

State Enacted Beneficiaries Benefits 

Tennessee 1976 victims; intervenors, $10,000 
dependents, persons 
responsible for mainte-
nance of the victim 

Texas 1979 victims; intervenors; $50,000 
dependents 

Virginia 1976 victims; intervenors; $10,000 
dependents 

Washington 1974 victims; intervenors; unlimited, amounts set 
dependents by Workmen's Compensation 

Wisconsin 1976 victims; intervenors, $10,000 
dependents; persons 
responsible for mainte- . 
nance of the victim 

Support for Victim Compensation 

Since the mid-1960s, considerable national attention has been given to the concept of victim 
compensation: 

• At its Annual Conference on October 6, 1966 the International Association of Chiefs of Police 
adopted a resolution calling for state and/or federal legislation to indemnify the victims of 
violent crime and their surviving dependents. 

• In 1967, the President's Commission on Law Enforcement and the Administration of Justice 
released The Challenge of Crime in a Free Society. That report states: "the Commission be
lieves that the general principal of victim compensation ... is sound and that the experiments 
now being conducted with different tYI>'::s of compensation programs are valuable." 

• In 1970, the National Conference of Commissioners C~'. Uniform State Laws began the devel
opmen t of a model crime victim compensation bill. Three years of work culminated in the 
adoption of the Uniform Crime Victims Reparations Act. The House of Delegates of the Amer
ican Bar Association approved this act in 1974. A copy of the Act is included in the Appendix. 

• Over the past two decades, numerous bills requiring federal support for victim compensation 
have been introduced in the U.S. House and Senate. The latest measures introduced in the 
House (H.R. 4257) and the Senate (S. 190) call for federal subsidies of state victim compensa
tion programs and set certain standards which programs must meet to qualify for supplemental 
funding. (A copy of the House bill is provided in the Appendix.) 
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• In 1980, the National Institute of Justice initiated a series of workshops on compensating the 
victims of crime under its criminal justice research utilization program. Through these work
shops, held in 8 locations across the country, policymakers investigate the types of compen
sation available and the range of existing methods for providing compensation.s 

Costs of Victim Compensation 

Throughout the history of crime victim compensation in the United States, program cost has 
been the single most important issue for government executives, legislators, and program opera
tors. Major concerns center around the possible financial impacts of the compensation program 
and the advisability of establishing new financial assistance programs in the face of growing pub
lic concern over rising government expenditures. Cost considerations have had a considerable 
impact on the development of victim compensation in the United States: 

• Implementation of compensation legislation has been delayed or prevented in some areas. 
Rhode Island passed a compensation bill but stipulated that implementation was contingent 
upon passage of a federal compensation statute. Louisiana also enacted a compensation sta
tute, but repealed the legislation when faced with the prospect of implementing the program 
without federal support. 

• Almost half the states have not yet passed compensation statutes. For many, concern about 
cost is the major obstacle. 

• Numerous attempts have been made to enact a federal crime victim compensation statute pro
viding financial support to state programs. At least in part, opposition to federal involvament 
has revolved around the issue of cost. 

• Cost considerations also affect the form and operations of existing compensation. programs. 
Most victim compensation schemes contB.in proviSions restricting victim eligibility and benefit 
payments. Minimum loss criteria. maxhl1um payment levels, and limitations on types of losses 
compensated are all intended as cost-saving measures. 

While costs continue to be a legitimate concern for policymakers, the experience of existing com
pensation programs ~hows that the actual expenditures of victim compensation programs are rel
atively low. The National Institute's Crime Victim Compensation-Program Mode16 which pro
vides detailed cost information on the· yearly administrative expenses and benefits payments of 
18 programs shows a range from approximately $44,000 to almost $5.5 million. As may be ex
pected, smaller states and those with lower caseloads spent considerably less for victim compensa
tion than larger states. The effect of state size on compensation costs was demonstrated in the 
Program Model, which found that the range among state benefit expenditures was far less drama
tic when examined on a per capita basis. On the average, programs spent only $.18 per resident 
per year on benefit payments; half the states spent $.12 per capita or less. 

Many are concerned that attempts to contain costs through eligibility and benefit restrictions 
may unduly limit victim access to the compensation program. For example, one estimate shows 
that only 8 percent of the injured victims of violent crimes would qualify for compensation 
under current eligibility restrictions. 7 

This concern, coupled with stafes' growing familiarity with the resource demands of compensa
tion efforts, has prompted a number of states to ease some limitations. For example, Alaska and 
Minnesota raised their maximum benefits from $10,000 to $25,000, while New York State 
eliminated its minimum loss criteria. As more states gain experience in operating compensation 
programs and estimating their costs, opposition and restrictions based on issues of cost may 
gradually be eliminated. 
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II. KEY FEATURES OF VICTIM COMPENSATION PROGRAMS 

The various options for developing crime victim compensation programs are examined in depth in 
Crime Victim Compensation-Program Model,6 published in 1980 by the National Institute of 
Justice. Key features of compensation programs are noted below. 

Coverage. Almost every program provides funds for unreimbursed medical costs, lost wages, loss 
of support, and funeral expenses. Some states, such as California, also cover the cost of rehabili
tation services. A number of states reimburse the expense of replacing the services which the vic
tim would have performed free of charge for his or her family. Although less common, some 
states also cover treatment costs for psychological injuries resulting from crimes. Property loss is 
compensated only under very limited circumstances. 

Eligibility. Persons eligible for compensation generally include victims of crime, intervenors (per
sons who have attempted to prevent a crime or aid a law enforcement officer), and the depen
dents of deceased victims and intervenors. In addition, some statutes allow compensation to per
sons who have incurred expense for the maintenance or care of an injured victim. Common 
restrictions on eligibility include residency requirements, minimum loss criteria and financial 
need requirements. Persons who contribute to their own injury may be denied compensation; 
those who are related to the offender or who have failed to report the crime are almost always 
excluded. Several of these restrictions have been challenged by practitioners and researchers 
alike.s 

Application Process. Victim compensation programs require claimants to 'lbmit a written appli
cation which provides information on (1) the criminal incident givht.:;"lse to the claim and 
(2) the financial losses resulting from the crime. The forms vary greatly ~i'. terms of length, com
plexity, and intrusiveness. Information on the application is verified, and if necessary, additional 
information may be sought through an investigation; the extent of verification and investigation 
carried out differs considerably among programs. Hearings are a common feature in many states. 
Most states conduct these proceedings on an as-needed basis; however, some programs conduct 
hearings on every claim, while others conduct no hearings at all. 

Claims Decisions. The procedures and personnel used for claims decisions are determined by the 
placement of the program and the specific claims processing options prescribed in the victim com
pensation statute. In most cases, the initial decision is open to review or appeal. In some pro
grams, appeals may be held at two levels: internal/administrative and judicial. However, it is not 
uncommon for programs to offer only one of these two appeal procedures. 

Public Awareness. Lack of public awareness of victim compensation services and requirements 
is a major problem. Some programs make no special effort to improve this situation, fearing that 
widespread public awareness will result in substantial increases in claims volumes and subsequent 
strains on the program budget. Other programs assume responsibility for public awareness by 
instituting one or more of the following procedures: 

• distribution of printed materials such as brochures and posters; 

• use of public service announcements on radio and television; 

• news coverage of the program's activities and services; and 

• paid advertisements. 

Outreach. Some programs go beyond simple public awareness efforts. Rather than relying on the 
victim to take the initiative, these programs contact victims directly. Among the available out
reach approaches are: 
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• requiring the police to inform every violent crime victim of the compensation program. Such an 
approach was implemented in New York in 1977, and preliminary results indicate a noticeable 
increase in victims' awareness following implementation.9 . 

• enlisting the assistance of other agencies which are likely to come into contact with crime vic
tims: hospital emergency rooms, social service agencies, and victim/witness assistance pro
grams. These groups can easily notify victims of the compensation program benefits and pro
cedures. 

• providing individualized notification. Under this system, police incident reports are screened 
and all potentially eligible victims are sent information concerning victim compensation. 
Notification may be carried out by compensation program staff, police agencies, or victim/ 
witness assistance groups. 

Benefits. Victim compensation programs cover a wide variety of expenditures relating to crim
inal injuries. Most programs provide for: 

• all medical costs not reimbursed through other sources; 

• unreimbursed loss of earnings; 

• payments for loss of support for dependents of deceased victims; 

• funeral costs; 

• medical costs of the deceased victim; and 

• short-term emergency ~wards for claimants who may experience severe financial difficulty 
without immediate assistance. 

In addition to these basic benefits, some programs offer: 

• reimbursement for rehabilitation training; 

• reimbursement for the costs of replacing the services which the victim would normally provide 
for the family free of charge; 

.. replacement of certain medical devices such as hearing aids, eyeglasses, or artificial limbs; 

• attorneys' fees incurred by victims engaging in the compensation process; 

• costs of psychiatric treatment necessitated by the crime; 

• compensation for disability or disfigurement; and 

• in some rare cases, awards for pain and suffering. 

Award Limitations. Almost every program places some maximum limit on the benefits offered, 
usually ranging from $10,000 to $50,000. In general, the limits are viewed as cost-saving meas
ures. However, a number of programs, such as those of New York, Alaska, and Minnesota, have 
raised their maximum limits as they have gained greater experience with the demands of victim 
compensation.6,8 It is also common for programs to limit weekly payments to some specific 
maximum, usually between $100 and $250. Maximums may also be set on particular categories 
of benefits, such as attorneys' fees, funeral costs, or wage loss, In addition to maximum limits, 
many programs require certain minimum losses or minimum deductibles. Commonly, these are 
expressed either as a minimum dollar loss, ranging from $25 to $250, or some minimum time lost 
from work, usually one or two weeks. Again, these criteria are intended to reduf program costs. 
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Payment Methods. Depending on the amount and type of award, programs may offer either 
lump sum or protracted payments. The lump sum award is generally used in cases where the costs 
are easily determined and the award is moderate in size. Protracted payments, on the other hand, 
are used for large awards, for awards in which costs are not fixed, and for long-term disability or 
loss of earnings/support. 
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III. EXPANDING VICTIM SERVICES 

Victim compensation programs are one component of the growing movement to provide services 
to the victims of crime. Programs' participation in this broader movement can take several forms: 

• establishment of working relations with criminal justice, health, and social service agencies; 

• interdependent relations with victim service agencies for victim notification and referrals; 

• development oJ direct victim service efforts by the compensation program; 

• compensation program involvement in statewide coordination of victim service efforts. 

Developing Interagency Liaison 

Because victim compensation programs must rely on several different agencies and organizations 
throughout the state for information and assistance, it is essential that they develop standard 
working relationships with police departments, the courts, the medical community, the insurance 
industry, public assistance programs, and victim service groups. The delineation of complemen
tary responsibilities is particularly important in order to minimize duplication of services and en
hance the effectiveness of all groups. 

A wide variety of techniques may be used to establish interagency relations. Key approaches 
include: 

• prescribing interagency relations through the' compensation statute, the program's rules and 
regulations, or the procedures and forms used by the program. 

• capitalizing on the prior relationships and personal contacts of compensation program staff. 
For example, staff members with backgrounds in law enforcement may be able to develop 
good relations with police agencies. 

• ensuring that other programs are aware of the victim compensation programs by providing 
special training sessions or informational materials to staff of other agencies. In Minnesota, for 
example, the compensation program director regularly presents victim compensation training 
sessions at the Police Academy. 10 

• developing ongoing relations with professional organizations in the state, such as the bar asso
ciation, hospital administrative and planning boards, medical associations, and local and state
wide police organizations. 

Problems which victim compensation programs may encounter in establishing these relationships 
include financial constraints, staffing limitations, and the large number of relevant agencies and 
organizations in the state. 

Interdependent Relationships with Victim Service Agencies 

Many local jurisdictions now offer specialized counseling and crisis intervention ,11 assistance 
in obtaining community services, and special witness notification and support services for vic
tims participating in the criminal justice process. 12 In states with victim compensation pro
grams, victim service groups have frequently taken the initiative to inform victims of the avail
ability of compensation and to assist in preparing application materials. In turn, some victim 
compensation programs have developed cooperative relationships with local victim service groups, 
using them as a referral resource for needy victims. 

10 
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Chart I 

Pigeon-Initiated: 

COMMERCIAL ESTABLISHMENT 
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contacted a torch and began to prepare the establishment for 
the fire. Since the pigeon knew of a public adjuster who 

handled fire insurance claims and wou~d help a policyholder 
arrange a fraudulent proof of loss, the pigeon (not the fire 
broker) made the contact with that public adjuster and secured 

his participation in the scheme, whereupon the public adjuster 

began to work with the fire broker to arrange documentation to 
support a fraudulent proof of loss after the fire. 

Common variations on the above pattern would find the 
pigeon filling part of the role played by the fire broker. 

B. Fire Broker Initiated Schemes 
An initial review of available intelligence on fire brokers 

and pigeons will usually reveal little which will enable the 
investigator, at the early stage, to distinguish which of those 
twcspecialists, or possibly another, helped to initiate that 

fire and fraud. The fire broker operates in a fashion similar 

to the pigeon, except that the fire broker stays around and, as 
part of his role, helps prepare each of the successive steps in 
the arson itself, as well as the insurance and perhaps other 
related frauds. In the example illustrated in Chart II, the 
fire broker initiated the scheme, and because of his 

fascination with the dynamics of firesetting, served as the 
master torch to arrange and prepare for the incendiary fire. 

The fire broker was an ostensibly legitimate businessman 
who claimed to be in the occupation of searching for failing 

businesses, which he would try to sell to third parties who 
wanted to take over such concerns and turn them around into 

successful enterprises. Actually, the fire broker was 
searching for businesses with signs of financial stress, and 

once he gained the confidence of the new business owner he 

would present to that individual a very attractive package of 
arson and insurance fraud. 

In this example, the fire broker located one such 

industrial concern and convinced the owner to go along with a 

plan for the massive destruction of his premises. Once the 
I 
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ehart II 

Fire Broker-Initiated,: 

INDUSTRIAL ESTABLISHMENT 
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owner consented (with little persuading), the fire broker 

contacted a torch (who had a degree in chemistry), and'who had 

worked for the fire broker on prior occasions. Soon 

thereafter, the owner briefed his business partner on the 

scheme, and instructed the partner to coordinate with the fire 

broker, and to serve as the owner's buffer, or "go between," in 

all future contacts and negotiations concerning the arson. 

Promptly, the partner began dealing with the fire broker to 

arrange access for the broker and torch to survey the 

premises. The partner also revised the security guard shift 

schedule so that no one would be in the building at the time of 

the arson. Because the building was of concrete cinder block 

constr uction, the torch prepared an espe,cially potent 

accelerant designed to explode on ignition and destroy the roof 

and supporting beams. Since the schemers anticipated complete 

destruction (which later occurred), they expected to obtain the 

full value of the insurance coverage, which totaled roughly $4 

million. Hence, a corrupt public adjuster was not involved in 

this scheme. It appears more characteristic of industrial 

rather than commercial arson-frauds that a corrupt public 

adjuster is not recruited because the multi-million dollar 

insurance coverage normally provides enough profit to satisfy 

the schemers. 

c. Speculator Initiated Schemes 

Speculator initiated schemes are noted for the presence of 

a businessman who functions as a principal investor in the 

purchase of residential, commercial, or industrial buildings, 

for the sole purpose of arranging to burn them after the 

purchase. He may also buy them through a straw, but with the 

same objective in mind. For this reason, the business records 

of the speculator and the ir:dividual investment property or 

business which he purchased may indicate little if any 

financial stress, although the properties may be extremely 

depressed or in a deteriorating section of town at the time of 

purchase. 

..... 
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1. Industrial Establishment. In the case illustration 

shown in Chart III, an owner of an industrial establishment 

wanted to get out of that business and he began to look for a 

buyer. For this, he went to a real estate broker who, in 

addition to making a legitimate living in that business, also 

scouted around for properties which might be set up for 

arsons. The real estate broker contacted a fire broker, who 

conceived of a plan to find a new owner who would be aware at 

the outset of the possibility of purchasing that concern in 

order to burn it soon afterward. An interested buyer was found 

after several other prospective buyers were offered a chanc~ to 

invest but declined because they did not have enough cash for 

the down payment. After· the new owner agreed to the 

proposition, the fire broker, through an assistant, recruited a 

torch who in turn enlisted the services of an assistant who 

specialized in the use of detonating devices and discharging 

them via radio remote control. ·The reason for the enlistment 

of such a specialist was the nature of the establishment (a 

large dry cleaning plant) which was of very solid concrete and 

steel construction. The plant was later destroyed in the 

explosion and fire. In this case illustration, a public 

adjuster was not involved in processing the claim. 

2. Residential Properties. The speculator referred to in 

Chart IV bought low cost, multi-residential buildings located 

in a downtown section of a large city. The buildings ~~re 

usually vacant and badly in need of repair. As legitimate real 

estate sales became unprofitable, the speculator turned to 

arson. He would insure the property at inflated rates and then 

set his own fire, or arr~nge for his son or an associate to set 

one, in order to collect the insurance proceeds. 

The spec ulator soon enlisted the support of his son as an 

assistant. A contractor and long time acquaintance of the 

speculator was also approached and subsequently agreed to 

assist the speculator in the purchase of low cost property and 
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Speculator-Initiated : 
INDUSTRIAL ESTABLISHMENT 
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ehart IV 

Speculator-Initiated: 
RESIDENTIAL BUILDINGS 
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the torching of same. The contractor, in turn, knew a bank 

official who was carrying several unco11ectab1e loans and 

listing them as accounts receivable. The contractor introduced 

the speculator to the banker, and an arrangement was made for 

the speculator to purchase the unco11ectab1e loans at face 

value ($92,000) in ret~~n for a $210,000 mortgage loan on 
'. 

several worthless properties: The bank was made the 

beneficiary of the insurance policy. The plan called for the 

mortgage loans to be satisfied by using the post-arson 
insurance settlement. 

As the number of buildings involved in the scheme 

increased, the speculator's son (also his assistant) enlisted 
three of his associates into the group for assistance. Two 

served as both straws and torches under the guidance of the 

speculator's son. The other served only as a straw. As 

straws, the three men used their names on official property 

records even though insurance proceeds were signed over to the 

speculator or his son. A small portion of each insurance 
settlement was returned to the three straws for their 
participation in the scheme. At one point during this two-year 

scheme, two additional torches were hired to start arson fires, 

but these two di.d not become a regular part of the conspiracy, 

and they were never appn~hended. 

The above case was broken when the contractor, who was the 
victim of an extortion growing out of other criminh~ activity, 

was interviewed by police regarding the extortion. The 

contractor, asked also about the arsons, subsequently agreed to 

cooperate with the police in solving the arsons if he were 

granted immunity from prosecution. He wae outfitted with a 

body transmitter and went back to interact with other members 
of the arson-fraud conspiracy about past fires and procedures 

for effecting the unresolved insurance se~tlements. After the 

indictment of the other scheme participants, the three torches 

and straws implicated in the scheme by the contractor agreed to 

cooperate with the authorities in testifying against the 
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speculator and his son. The bank officer was indicted on 

perjury charges growing out of his conversations with the 

contractor when the latter was cooperating in an undercover 

role with the investigators. 

D. Advisor or Coach Initiated Schemes 
Fr iends or associates of an O\'mer may serve as the impet us 

behind an arson-fraud conspiracy by coaching or advising him. 

As the following charts and discussion make clear, the steps 

that a coach or advisor take after agreement with the owner on 

the arson-fraud scheme are similar, if not identical, to the 

kinds of steps which a fire broker would take. The 

distinction, however, is that the advisor or coach usually does 

not receive compensation for his services, but performs them 
out of friendship or concern for the welfare of the owner. 

1. Industrial Establishment. In the illustration shown in 

Chart V, the owner was having serious financial difficulty 

because the technology in his field was advancing at a very 

fast pace, and his sales were falling dramatically because he 

had not innovated at a comparable pace. The establishment 
which burned ~as a subsidiary of a larger corporation which 
filed for a Chapter 11. (debt reorganization) bankruptcy several 

months before the arson in this plant. 

The owner had confided in several people his desire to find 

a suitable solution to the financial problems of that 

subsidiary plant. An individual who served as his financial 
advisor pondered the range of problems and options and arrived 

at an arson-fraud scheme which would require the use of 

explosives to destroy the industrial plant, a huge structure 

which spanned over ten square city blocks. From that point, 

the advisor served in a capacity similar to a fire broker and 

hired a master torch from another state as the prime contractor 

to arrange for the incendiary destruction. The master torch, 

in turn, hired an assistant torch who was expert in the use of 

blasting devices. A driver was also hired to transport a 

number of 50-gallon drums of accelerant from another state via 

rental van to the site of the industrial plant. 
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A dvisor-I·nitia ted" : 
INDUSTRIAL ESTABLISHMENT 
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Five weeks after the occurrence of the incendiary fire, 

which destroyed the industrial plant, the perpetrators were 

arrested. The key figure in breaking the conspiracy was the 

assistant torch, who was identified through a variety of motel 

records, turnpike rec~ipts, and physical description 

investigative checks, and whose father sold dynamite and 

blasting caps to mining operations. Based upon the 

circumstantial evidence linking him to this fire, as well as 

direct evidence linking him to another arson, the assistant 

torch agreed to plead guilty and cooperate with the prosecution 

in incriminating the other defendants about whose participation 

he had knowledge. That evidence included substantial dealings 

with the master torch and the advisor, the latter of whom 

served as a sort of first-line supervisor at the plant on the 

evening of the arson. Only weak, circumstantial evidence on 

the owner's involvement was available, and although indicted, 

the owner was acquitted of those charges. 

2. Commercial Establishment. In the illustration shown in 

Chart VI, the advisor to the owner was his personal and 

business attorney, and he also doubled as his financial 

advisor. In this example, the owner was having serious 

financial problems with a furniture store. He contacted his 

attorney in the hope of arranging a substantial bank loan in 

order to tide himself over until the business turned around. 

The attorney contacted a labor union official, who doubled as a 

torch, and the union official, in turn, contacted his financial 

consultant, who was also a former bank officer. The financial 

consultant advised them that even if the business books were 

altered substantially in order to give the appearance of a 

viable enterprise, the amount of the loan which they could 

reasonably expect (about $35,000) was too low to provide the 

kind of relief which the owner sought and expected (at least 

$100,000) • 

With the abandonment of that option, the attorney and the 

union official developed an arson-fraud proposal which they 
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presented to the owner. The owner initially rejected it 

because he did not want to dest~oy the business--only turn 

around its financial condition. The attorney and fire broker 

then waited for a period of time until the business condition 

worsened further, and presenfed it to the owner a second time, 

at which point he consented to the scheme. Then, the attorney 

worked with the owner, the business bookkeeper, and the 

financial consultant to falsify the business books in order to 

give the appearance of a higher value of furniture sales. This 

was done to lay the groundwork for an eventually inflated claim 

for building and contents damage, as well as a sUbstantial 

business interruption claim. 

After the financial groundwork for the eventual fraud was 

laid, the fire broker recruited a torch to set the fire. The 

torch surveyed the property and met several times with the 

owner to finalize plans for the incendiary destruction through 

the use of large quantities of napalm. Following consummation 

of these plans, the attorney-advisor recommended to the owner a 

public insurance adjuster who could be relied upon to help 
press vigorously the fire and business interruption insurance 
claims. The adjuster then was brought into the conspiracy ana 

worked with the owner, attorney, and bookkeeper (but not the 

fire broker, financial consultant, or torch). 

After se~eral bouts where the owner cancelled and 

rescheduled the fire, the arson occurred. The case was broken 

after the financial consultant was arrested in an unrelated 

counterfeiting case and agreed to cooperate in the arson-fraud 

investigation. He identified the business bookkeeper as the 

weakest link in the conspiracy. Subsequent interviews 

confirmed that judgment and the bookkeeper confessed and agreed 
to testify against the other principals in return for a grant 

of immunity from prosecution. 

While this case demonstrates the central role of an advisor 

to the owner who sets up the arson-fraud scheme, it should be 

noted that the attorney-advisor in this case expected a 
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monetary reward for his services. That payment was to be made 

in the form of a percentage interest in a new business which 

was to be constructed on the site of the original furniture 

business. Since the investigation and prosecution intervened 
to prevent the fruition of that scheme, the advisor did not 
realize any profit from his participation. 

II. Unraveling Arson-for-Profit Conspiracies 

Apart frolm the owner who sets the fire and submits the 

fraudulent claim himself, conspiracy is an important element to 

pursue in an arson-fraud investigation. However, the structure 

of conspiracy law, especially at the state level, can make 

development of a case based on this charge very difficult. 

Often, the legal conceptualization of criminal conspiracy--with 

the core conspirator at the hub and all the others on the 
periphery--does not accurately capture the variety of 
incriminating relationships and specialized illegal 

transactions in organized arson-fraud schemes. Therefore, it 
~is important to look at which criminal or business specialist 

is most likely to have entered into an illicit transaction with 
the others, when that contact was likely initiated, and what 

the overall network of such transactions looks like as we view 
all of the participants in the conspiracy. 

Where the investigator suspects some degree of organization 
in the arson-fraud scheme, but initially is not sure how many 

or who (besides the owner-insured) might be involved, it is 

important to prepare a set of questions about the probable 

participants and then proceed to answer them. Some initial 
questions are set forth below. 

1. Did the owner-insured initially contact a (a) torch, 
(b) pigeon, (c) fire broker, or (d) coach/advisor, or 
did one of them approach him? When, how, and why did 
that initial contact occur that way? 

2. Based upon the presence or absence of the owner's 
financial stress at the time of the initiation of the 
conspiracy (not the time of the fire), did the owner 
require persuading in order to agree to arson? 
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AN ACi to .-nend lIIe executive law. In relation io lIIe powers and duties of lIIe 
crime vlcllma compenII\Ion board and to repeal subdivision nine of section six 

IIIndred twenty·three of such law, relating lIIereto 

The People of Ihe Siale of New York, repr~,.nled in Senale and A ... mbly. rW 
enacl a.! follow" 

I Section I. Legislative findings and intent. The legislature hereby finds and 
2 declares that: 
3 1. The continued prevalence 01 violent crime has placed a great .• train on the 
4 criminal justice system of the state. 
S 2. The etnph .. is by moet criminal justire agenci .. on the apprehen.ion, 
6 prosecution, rightB, care, punishment and rehabilitation of the criminal ollender 
7 has sometimes led to the neglect of the rightB and interestB of innocent victims 
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~XttLANATIUN - Matter In Itnlit. ie new: m ... tn in brvkrill ( 1 iaold law to beomitl4'd. 
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1 3. To Idopt, promu!«_te, amend and noocind suitable ruielland replationa to 
2 carry out the provisiona and purpc.a of this article, including ruiell for the 
3 approval of _ttom0)'8' f_ for rep.-ntation before the board or before the 
• appellate division upon judicial review os provided for in section llix hund",d 
6 twenty-nine of this article, IIIId ... /'" lor 1M authorization 01 quG/ifitd ".,..,,.. 10 
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12 cl4i~ bll _ior citizf.fl/l alld 6peciol emergt7ICJ/ oiloolioo., and to promote the 
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18 It. To CflOperaie lDilAalid ""i., po/il,.,.,l IUbdilli.io"a 01 1M 0141t in I'" 
!9 dntlop ...... , ollocol prtlflrnm"or cri",. virl;", •. 
20 I!. T. llludli 1M optmlion of law, and proctdUrtil offcclillll rrim. virli".. and 
21 ,.."",,",cnd 10 the governor propofat.lo improve u.. adminislroliun anr! .!f,di'>en ... 
22 01 • ..,,1& law .. 
23 14. To .. lo1>Ii." an ad ..... " -roundl /0 0.,.;.1 ;n formula/i,m uf p"tiMP~ ,m Ihr 
24 p"""""" 01 cri ... oitlillll. 
25 16. To ad_. til. ,..gAIl and ifllnu,. of cri",e viclim. of lhe '.I4f, belcrt f'~N/. 
26 ""Ii and Ioccl admini.lml;"", rtgUlolorJ/, Ilg;'luli, ... judiciaL and rrimlnul j ... lj", 
27 <141<fICirJI. . 
28 tB. To pro",o~ 'and nJnd",,1 dudi .. , ..-rdi, anal"" .. and i".,..ligalio". of 
211 _. qffedillll tIIe·'nltru,. oj cri",. oitCi ..... 
30 17. To "",Mor cnrf/t:n1tCc. rti4tirtj/ 14 1M probt..... 01 crim. vinif1lJl. 
31 lB. To ..... QI a .lMrilllllto_lor irifOl'llllJlion rt/alillll'" crime vicl ..... pro"" .... 
32 alld prog ........ 
33 IS. To accepl, wi'" 1M approval oJ 1M g_r, a.! agml of the ol4lt!, any grolll 
M indudillllfedmU grn"", or anll gijl/l1l' 1M pu."., ... ofillia ar/iclt. Any II\(mi .. o. 
a;; rec<iotd ""'II be upoIIded ~ 1M board /0 "red~1t anll pu.".,'" oj M.jo arljrlt. 
36 I\<bitel", the appliaJbk plllllilWM o/IM llale/ina"" /au'. 
:r7 10. To render _II rear 10 1M g_r and 10 tile Itgiallliurt a wril"n "'pr,r/ on 
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PREFATORY NOTB 

This Act establishes a state-financed program of reparations to 
persons who suffer personal injury and dependents of those who are 
killed by criminally injurious conduct or in attempts to prevent 
criminal conduct or to apprehend criminals, Reparations are meas
ured by economic loss such as medical expenses, loss of earnings, 

20 

and costs incurred in obtaining services as a substitute for those 
the victim would have provided, Throughout, the emphasis is on 
the victim rather than the perpetrator of the crime. 

The civil and criminal liability of the offender is not covered by 
this Act; save for provisions directing the offender to reimburse the 
State. The actual financial'retum to the State through this mech
anism is not anticipated to be large, and a realistic appraisal is that 
the costs of the program will be borne by the State and its citizens. 
A variety of limitations and exclusions stated in the Act are de
signed to limit those costs. The suggested muimum allowance of 
$50,000 per victim, the exclusion of motor vehicle accidents (with 
some exceptions), and elimination of pain and suffering as an ele
ment of awards are illustrations. 

Probably the most perplexing policy choice to be made by any 
state instituting a program of this sort relates to the relevimce, if 
any, of the financial condition of the victim. Some would furthar 
reduce costs by denying reparations to victims able to bear the 
economic loss csused by crime. Others would conclude that the 
victim's losses should be borne by the State irrespective of his 
financial resources. This Act is drafted UJ accommodate eithar 
choice, but the clear preference is to eliminate any "financial 
needs~' or "financial stress." test as a condition precedent to receipt 
of benefits. For those states taking the other view, the Act con
tains a provision including this condition but defining it in terms 
of financial hardship or stress rather than "need." The objective of 
that definition is to ensure that the program is not an unnecessary 
substitute for welfare but is Ii progr;;. Jl to protect against substan
tial changes in life style csused by looses through crime. 

A kindred issue is that of ollocstion of criminally csused loss 
through personal injury among competing sources of payment such 
as insurance, workmen's compensation and Social Security. This 
Act reflects the policy choice that these programs are primary, 
Implementation of that policy occurs in two ways. First, insurers 
are not entitled to claim reirtlbure<lment from the State for their 
expenditures. Second, victims who have been paid, or who are en
titled to be paia, by insurer', will have their claims against the 
Stare fund reduced by the amount of available insurance. In some
what overly simplistic terms, the policy of the Act is to preclude 
double recovery for any criminal incident. 

Administration of the Act is entrusted to a three-man Board 
whose members will serve full or part time, depending upon the 
expectable workload in any state. The Act includes procedural de
tails which will be seen to parallel provisions of the Uniform Ad
ministrative Procedures Act. Any State legislature in a state hav
ing such an administrative procedures act will be well advised to 
eliminat.e the duplicate provisions herein. 

UNIFORM CRIME VICTIMS REPARATIONS ACT 

1 SECTION 1. [Definitions.] 
2 (a) As used in this Act, the words and phrases in this Sec-
3 tion have the mesnings indicsted. 
4 (b) "Board" means the Crime Victims Reparations Board 
5 created under Section 3. 
6 (c) "Claimant" means any of the following claiming repa-
7 rations under this Act: a victim, a dependent of a deceased 
8 victim, a third person other than a collateral source, or an 
9 authorized person acting on behalf of any of them. 

10 (d) "Collateral source" means a source of benefits or ad-
11 vantages for economic loss otherwise reparable under this Act 
12 which the victim or claimant has received. or which is readily 
13 available to him, from: 
14 (1) the offender; 
15 (2) the govetnment of the United States or any agency 
16 thereof, a state or any of its political subdivisions, or an 
17 instrumentality of two or more states, unless the law pro-
18 viding for the benefits or advantages makes them excess or 
19 secondary to benefits under this Act; 
20 (3) Social Security, Medicsre, and Medicaid; 
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21 (4) state required temporary non-occupational disabil-
22 ity insurance; 
23 (5) workmen's compensation; 
24 (6) wage continuation programs of any employer; 
25 (7) proceeds of a contract of insurance payable to the 
26 victim for loss which he sustained because of the criminally 
27 injurious conduct; or 
28 (8) a contract providing prepaid hospital and other 
29 health care services, or benefits for disability. 
30 (e) "Criminally injurious conduct" means conduct that 
31 (1) occurs or is attempted in this State, (2) poses a substan-
32 tial threat of personal injury or death. and (3) is punishable 
33 by fine, imprisonment, or death, or would be so punishable 
34 but for the fact that the person engaging in the conduct lacked 
35 capacity to commit the crime under the laws of this State. 
36 Crimb.alIy·injurious conduct does not include conduct arising 
37 out of the ownership, maintenance, or use of a motor vehicle 
38 except when intended to cause personal injury or death. 
39 (f) "Dependent" means a natural person wholly or par-
40 tially dependent upon the victim for care or support and in-
41 eludes a child of the victim born after his death. 
42 (g) "Economic loss" means economic detriment consisting 
43 only of allowable expense, work loss, replacement services 
44 loss, and, if injury causes death, dependent's economic loss 
45 and dependent's replacement services loss. Noneconomic detri-
46 ment is not loss. However, economic detriment is loss al-
47 though caused by pain and suffering or physical impairment. 
48 (I) "Allowable expense" means reasonable charges in-
49 cutted for reasonably needed products, services, and accom-
50 modations, including those for medical care, rehabilitation, 
51 rehabilitative occupational training, and other remedial 
52 treatment and care. The term includes a total charge not in 
53 excess of $500 for expenses in any way related to funeral, 
54 cremation, and burial. It does not include that portion of 8 

55 charge for a room in a hospital, clinic, convalescent or nurs-
56 ing home, or any other institution engaged in providing. 
57 nursing care and related services, in excess of a reasonable 
58 and customary charge for semi-private accommodations, 
59 unIess other accommodations are medically required. 
60 (2) "Work loss" means 1053 of income from work the in-
61 jured person would have performed if he had not been in-
62 jured, and expenses reasonably incurred by him in obtaining 
63 services in lieu of those he would have performed for in-
64 come, reduced by any income from substitute work actually 
65 performed by him or by income he would have earned in 
66 available appropriate substitute work he was capable of 
67 performing but unreasonably failed to undertake. 
68 (3) "Replacement services loss" means expenses reason-
69 ably incurred in obtaining ordinary and necessary services 
70 in lieu of those the injured person would have performed, 
71 not for income but for the benefit of himself or his family, 
72 if he had not been injured. 
73 (4) "Dependent's economic loss" means loss after dece-
74 dent's death of contributions of things of economic value to 
75 his dependents, not including services they would have te-
76 ceived from the decedent ,if he had not suffered the fatal 
77 injury, less expenses of the dependents avoided by reason 
78 of decedent's death. 
79 (5) "Dependent's replacement services loss" means loss 
80 reasonably incurred by dependents after decedent's death 
81 in obtaining ordinary and necessary services in lieu of those 
82 the decedent would have performed for their benefit if he 
83 bad not suffered the fatal injury, less expenses of the de-
84 pendents avoided by reason of decedent's death and not 
85 subtracted in calculating dependent's' economic loss. 
86 (h) "Non-economic detriment" means pain, suffering, in-
87 convenience, pbysical impairment, and other non-pecuniary 
88 damage. 
89 (i) "Victim" means a person who suffers personal injury or 
90 death as a result of (1) criminally injurious conduct, (2) the 
91 good faith effort of any person to prevent criminally injurious 
92 conduct, or (3) the good faith effort of any person to appre-
93 hend Ii person suspected of engaging in criminally injurious 
94 conduct. 
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COMMENT 
The· words "criminally injurious conduct" are used throughout this Act 

rather than the simple word "crimeH because jf the word IIcrime~J were used, 
it would need to be given an artificial meaning. The reason is that not all 
crimes will result in reparations under this Act, and thos.e crimes which are 
reparable fall under the definition here given for "criminally injurious con
duct" 

The definitions of Ueconomic loss" and its components. are derived. with 
essential modifications, from the Uniform Motor Vehicle Accident Repara
tions Act. 

1 SECTION 2. [Award. of Reparations.] The Board shall 
2 award reparations for economic loss arising from criminally 
3 injurious conduct if satisfied by a preponderance of the evi-
4 dence that the requirements for reparations have been met. 
1 SECTION 3. [Crime Victims Reparations Board.] 
2 (a) A Crime Victims Reparations Board is created [in the 
3 executive branch], consisting of three members appointed by 
4 the Governor [with the advice and consent ofthe Senate]. At 
5 least one member shall be a person admitted to the bar of this 
6 State. 
7 (b) The term of office of each member shalt be (6J years 
8 and until his successor is appointed and qualified, except that 
9 of the members first appointed one each shall be appointed 

10 to serve for terms of [2], [4], and [61 years. A person ap-
11 pointed to fill a vacancy shall be appointed for the remainder 
12 of the unexpired term. 
13 (c) The Governor shall designate a member who is admit-
14 ted to th~ bar of this State to serve as chairman at the pleas-
15 ute of the Governor. 
16 (d) Members shall [serve full time, receive an annual salary 
17 prescribed by the governor within the available appropriation 
18 not exceeding ( } dollars,} (serve part time, and receive 
19 [ ] dollars per diem,] and be reimbursed for actual ex-
20 penditures incurred in performance of their duties in the same 
21 manner as State officials generally. 

1 SECTION 4. [Powers and Duties of the Board.] 
2 (a) In addition to the powers and duties specified else-
3 where in this Act, the Board has the powers and duties speci-
4 fied in this section. . 
5 (b) The duty to establish and maintain a principal office 
6 and other necessary offices within this state, appoint em-
7 ployees and agents as necessary, and prescribe their duties 
8 and compensation. 
9 (c) The duty to adopt by rule a description of the organi-

10 zation of the board stating the general method and course of 
11 operation of the Board. 
12 (d) The duty to adopt rules to implement this Act, includ-
13 ing rules for the allowance of attorney;s fees fonepresentation 
14 of claimants; and to adopt rules providing for discovery 
15 proceedings, including medical examination consistent with 
16 Section 9 and 10. Rules shall be statements of general appli-
17 cability which implement, interpret, or prescribe policy, or 
18 describe the procedure or practice requirements of the Board. 
19 (e) The duty to prescribe forms for applications for repa-
20 rations. 
21 (f) The duty to hear and determine all matters relating to 
22 claims for reparations, and the power to reinvestigate or re-
23 open claims without regard to statutes of limitations or peri-
24 ods of prescription. 
25 (g) The power to request from prosecuting attorneys and 
26 law enforcement officers investigations and data to enable the 
27 Board to determine whether, and the extent to which, a claim-
28 ant qualifies for reparations. A statute providing confiden-
29 tiality for a claimant's or victim's juvenile court records does. 
30 not .apply to proceedings under this Act. 
31 (h) The duty, if it would contribute to the function of the 
32 Board, to subpoena witnesses and· other prospective evidence, 
33 administer oaths or affirmations, conduct hearings, and te-
34 ceive relevant, nonprivileged evidence. 
35 (i) The power to take notice of judicially cognizable facts 
36 and general, technical, and scientific tacts within their spe-
37 cialized knowledge. 
38 (j) The duty to make available for public inspection all 
39 Board decisions and opinions, rules, written statements of pol-
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40 icy, and interpretations formulated, adopted, or used by the 
41 Board in discharging its functions. 
42 (k) The duty to publicize widely the availability of repara· 
43 tions and information regarding the filing of claims therefor. 

COMMENT 
This section and section 8 contain details which are redundant in a state 

having an adequate Administrative Procedures Act. Incorporation of th""" 
details ill this Act ought not to he taken as encouragement to repetitious 
legislation. Each state must tailor the Act to its situation. by eliminating need
less procedural details. 

This Act does not include elaborate requirements for public notice and 
hearings relating to the rule making function of the Board, because the kinds 
of beneficiaries to he expected under this Act do not have an identifiable in· 
terest in procedural rules. 

1 SECTION 5. [Application for Reparations; Awards; Limita-
2 tions on Awards.] 
3 (a) An applicant for an award of reparations shaII apply 
4 in writing in a form that conforms substantiaIIy to that pre-
5 scribed by the Board. 
6 (b) Reparations may not be awarded unless the claim is 
7 filed with the Board within one year after the injury or death 
8 upon which the claim is based. 
9 (c) Reparations may not be awarded to a claimant who is 

10 the offender or an accomplice of the offender, nor to any 
11 claimant if the award would unjustly benefit the offender or 
12 accomplice. [Unless the Board determines that the interests 
13 of justice otherwise require in a particular case, reparations 
14 may not be awarded to the spouse of, or a person living in the 
15 same household with, the offender or his accomplice or to 
16 the parent, child, brother, or sister of the offender or his 
17 accomplice.] 

COMMENT 
The victims of a large percentage of crimes are relatives by blood or mar· 

riage of the offender or his accomplice, or live in the same household with 
him. The aW::lrd of reparations in these cases involves serious questions of 
policy. Among those questions are the cost of the program. the possibility of 
fraud and collusion, and other social judgments. The unjust enrichment Ian· 
guage at the end of the first sentence of subsection (c) mayor may not alone 
provide adequate protection. The bracketed language at the end of subsec· 
tion (c) should be included or omitted in an enacting State according to the 
legislative appraisal of the questions of policy involved. 

18 (d) Reparations may not be awarded unless the criminaIIy 
19 injurious conduct resulting in injury or death was reported to 
20 a law enforcement officer within 72 hours after its occurrence 
21 or the Board finds there was good cause for the failure to re-
22 port within that time. 
23 (e) The Board, upon finding that the claimant or victim 
24 has not fully cooperated with appropriate law enforcement 
25 agencies. may deny, reconsider, or reduce an award of repara-
26 tions. 
27 (f) Reparations otherwise payable to a claimant shall be 
28 reduced or denied 
29 (1) to the extent the economic loss upon which the cIaim 
30 is based is recouped from other persons, including collateral 
31 sources, and 
32 (2) to the extent the Board deems reasonable because 
33 of the contn'butory misconduct of the claimant or of a vic-
34 tim through whom be claims. 
35 [(g) (1) Reparations may be awarded only if the Board 
36 finds that unless the claimant is awarded reparations he will 
37 sufl'er financial stress as the result of economic loss otherwise 
38 reparable. A claimant sufl'ers financial stress only if he cannot 
39 maintain his customary level of health, safety, and education 
40 for himseH and his dependents without undue financial hard-
41 ship. In making its finding the Board shall consider all rele-
42 vant factors, including: 
43 (i) the number of claimant's dependents; 
44 (ii) the usual living expenses of the claimant and his 
45 family; 
46 (iii) the special needs of the claimant and his de-
47 pendents; 
48 (iv) the claimant's income and. potential earning ca-
49 pacity; and 
50 (v) the claimant's resouroes. 
51 (2) Reparations may not !Jeawarded if the··claimant's 
52 economic loss does not exceed tAmper cent of his net finan-
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53 cial resources. A cIaimant's net financial resources .doi not 
54 include the present value of future earnings and shall be_ 
55 detennined by the Board by deducting from his total finan-
56 cial resources: 
57 (i) one years earnings; 
58 (ii) the claimant's equity, up to $30,000, in his home; 
59 (iii) one motor vehicle; and 
60 (iv) any other property exempt from execution under 
61 [the general personal property exemptions statute of this 
62 State]. 
63 (3) Notwithstanding paragraph (2): 
64 (i) the hoard may award reparations to a claimant 
65 who possesses net financial resources in excess of those 
66 allowable under paragraph (2) if, considering the cIaim-
67 ant's age, life expectancy, physical or mental condition, 
68 and expectancy of income including future earning power, 
69 it finds that the cIaimant's financial resources will be-
70 come exhausted during his lifetime; or 
71 (ii) the Board may (A) reject the cIaim finally, or (B) 
72 reject the claim and reserve to the claimant. the right to 
73 reopen his claim, ·if it appears that the exhaustion of 
74 claimant's i:nanciaI resources is probable, in which event 
75 the Board may reopen pursuant to an application to re-
76 open if it finds that the resources available to the claim-
77 ant from the time of denial of an award were prudently 
78 expended for personaIor family needs.] 

COMMENT 

Inclusion of a requirement of economic: need or financial stress on the part 
of the victim appears to he accountable only as a cost-reduction factor. While 
the argument that the State ought not hear the loss of persona rich enough 
to care for themselves has appeal, in essence it reads a welfare concept into 
a program not related to welfare. Inclusion of the test will unquestionably 
increase administrative costs by requiring elaborate investigations inta the 
resources of each claimant. Any savings produced by a needa test may thus 
be dissipated jn the cost of administrating that tesl On halance. then, elimi
nation of any requirement of financial stress aeema wise. If the test is includ
ed. however, a. real threat to the integrity of the program is posed because a 
strict "needs" requirement -will limit henefils of the program ta persons al
ready on welfare and thus he merely an exerciac in bookkeeping. The details 
suggested in the criterion for economic stress are designed to prevent that 
result. 

79 [(h) Reparations may' not be awarded if the economic 
80 loas is less than [$I00].J 
81 ALTERNATIVE A 
82 [(i) Reparations for work loss, replacement services 
83 loss, dependent's economic loss, and dependent's replace-
84 ment services loss may not exceed $200 per week.] 
85 ALTERNATIVE B 
86 [(i) Reparations for work loss, replacement services 
87 loss, dependent's economic loss, and dependent's replace-
88 ment services loss may not exceed the amount by which the 
89 victim's income is reduced below $200 per week.] 

COMMENT 

Alternative A should he ?dopted in a State which desires a maximum 
weekly limit on reparations bUt does not incorporate the financial stress. test 
of subsection (g). Alternative B should he adopted in a State which enacts 
subsection (g). 

90 [(j) Reparations payable to a victim and to all other 
91 claimants sustaining economic loss because of injury to or 
92 death of that victim may not exceed [$50,000] in the ag-
93 gregate.] 

1 SECTIOJ:oI 6. [Notice to Attorney General; Function of At-
2 torney General.] 
3 Promptly upon receipt of an application for reparations, 
4 the Board shall forward a copy of the application and ,all sup-
5 porting papers to the [Attorney General], who in appropriate 
6 cases may investigate the claim, appear in hearings on the 
7 claim, and present evidence in opposition to or support; of an 
8. award. '. 
1 SECTION 7. [Informal. Disposition; Coriteste!l Case.) 
2 Unless precluded by law, informal disposition maY be made 
3 of a claim by stipulation, agreed settlement, consent order, or 
4 default. A claim not so. disposed of is a contested c;lS2 •. 

, 
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1 SECTION 8. [Contested Cases; Notice; Hearing; Records.] 
2 (a) In a contested case, all parties shall be afforded an op-
3 portunity for hearing after reasonable notice. 
4 (b) The notice of hearing shall include: 
5 (1) a statement of the time, place, and nature of the 
6 hearing; 
7 (2) a statement of the legal authority and Jurisdiction 
8 under which the hearing is to be held: 
9 (3) a reference to the particular sections of the statutes 

10 and rules involved; and 
11 (4) a short and plain statement of the matters asserted. 
12 To the extent that the board is unable to state the matters 
13 at the time the notice is served, the initial notice may be 
14 limited to a statement of the issues involved. Thereafter 
15 upon application a more definite statement shall be fur-
16 nished. 
17 (c) Every interested person shall be afforded an opportuni-
18 ty to appear and be heard and to offer evidence and argument 
19 on any issue relevant to his interest, and examine witnesses 
20 and offer evidence in reply to any matter of an evidentiary 
21 nature in the record relevant to his interest. 
22 (d) A record of the proceedings shall be made and shall 
23 include: 
24 (1) the application and supporting documents; 
25 (2) all pleadings, motions, and intermediate rulings; 
26 (3) evidence offered, received, or considered; 
27 (4) a statement of matters officially noticed; 
28 (5) all staff memoranda or data submitted to the Board 
29 in connection ,vith its consideration of the case; and 
30 (6) offers of proof, objections, and rulings. 
31 (e) Oral proceedings or any part thereof shall be tran-
32 scribed on request of any party, who shall pay transcription 
33 costs unless otherwise ordered by the Board. 
34 (fl Determinations of the Board shall be made in writing, 
35 supported by findings of fact and conclusions of law based 
36 exclusively on the record, and mailed promptly to all parties. 

1 SECTlON 9. [Evidence of Physical Condition.] 
2 (a) There is no privilege, except privileges arising from the 
3 attorney-client relationship, as to communications or records 
4 relevant to an issue of the physical, mental, or emotional con-
5 dition of the claimant or victim in a proceeding under this Act 
6 in which that condition is an element. 
7 (b) If the mental, physical, or emotional condition of a 
8 victim or claimant is material to a claim, the Board may order 
9 the victim or claimant to submit to a mental or physical ex-

10 amination by a physician or psychologist, and may order an 
11 autopsy of a deceased victim. The order may· be made for good 
12 cause shown upon notice to the person to be examined and to 
13 all persons who have appeared. The order shall specify the 
14 time, place, manner, conditions, and scope of the examination 
15 or autopsy and the person by whom it is to be made, and shall 
16 require the person to file with the Board a detailed written 
17 report of the examination or autopsy. The report shall set out 
18 his findings, including results of all tests made, diagnoses, 
19 prognoses, and other conclusions and reports of earlier exami-
20 nations of the same conditions. 
21 (c) On request of the person examined, the Board shall 
22 furnish him a copy of the report. If the victim is deceased, 
23 the Board. on request. shall furnish the claimant a copy of the 
24 report. 
25 (d) The Board may require the claimant to supplement 
26 the application with any reasonably available medical or psy-
27 chological reports relating to the injury for which reparations 
28 are claimed. 

1 SECTION 10. [Enforcement of Board's Orders.] If a per-
2 son refuses to comply with an order under this Act or asserts 
3 a privilege, except privileges arising from the attorney-client 
4 relationship, to withhold or suppress evidence relevant to a 
5 claim, the Board may make any just order including denial of 
6 the claim, but may not find the person in contempt. If neces-
7 sary to carry out any of its powers and duties, the Board may 
8 petition the [ ] Court for an appropriate order, but the 
9 Court may not find a person in contempt for refusal to submit 

10 to a medical or physical examination. 
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1 SECTION 11. [Award and Payment of Reparations.] 
2 (a) An award may be made whether or not any person is 
3 prosecuted or convicted. Proof of conviction of a person whose 
4 acts give rise to a claim is conclusive evidence that the crime 
5 was committed, unless an application for rehearing, an appeal 
6 of the conviction, or certiorari is pending, or a rehearing or 
7 new trial has been ordered. 
8 (b) The Board may suspend the 'proceedings pending dis-
9 position of a criminal prosecution that has been commenced 

10 or is imminent, but may make a tentative award under See
n tion 15. 
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SECTION 12. [Attorney's Fees.] As part of an order, the 
Board shall determine and award reasonable attorney's fees, 
commensurate with services rendered, to be paid by the State 
to the attorney representing the claimant. Additional attor
ney's fees may be awarded by a court in the event of review. 
Attorney's fees may be denied on a finding that the claim or 
appeal is frivolous. Awards of attorney's fees shall be in addi
tion to awards of reparations and may be made whether or not 
reparations are awarded. It is unlawful for an attorney to con
tract for or receive any larger sum than the amount allowed. 

SECTION 13. [Subrogation; Actions; Allocation of E:cpcnses.] 
(a) If reparations are awarded, the State is subrogated to 

all the claimant's rights to receive or recover benefits or ad
vantages, for economic loss for which and to the extent only 
that reparations are awarded, from a source which is or, if 
readily available to the victim or claimant would' be, a col
lateral source. 

(b) As a prerequisite to bringing an action to recover dam
ages related to criminally injurious conduct for which repa
rations are claimed or awarded, the claimant shall give the 
Board prior written notice of the proposed action. After re
ceiving the notice, the Board shall promptly (1) join in the 
actir;~, as a party plaintiff to recover reparations awarded, 
(?~ require the claimant to bring the action in his individual 
name, as a trustee in behalf of the State, to recover repara
tions awarded, or (3) reserve its rights and do neither in the 
proposed action. If, as requested by the Board, the claimant 
brings the action as trustee and recovers reparations awarded 
by the Board, he may deduct from thp reparations recovered 
in behalf of the State the reasonab.;: apenses, including attor
ney's fees, allocable by the court for that recovery. 

(c) If a judgment or verdict indicates aep8.rately economic 
loss and non-economic detriment, payments on the judgment 
shall be allocated between them in proportion to the amounts 
indicated. In an action in a court of this State arising out of 
criminally injurious conduct, the judge, on timely motion, 
shall direct the jury to return a special verdict, indicating 
separately the awards for non-economic detriment, punitive 
damages, and economic loss. 

SECTION 14. [Manner of Payment; Non-assignability and 
Exemptions.] 

(a) The Board may provide for the payment of an award 
in a lump sum or in installments. The part of an award equal 
to the amount of economic loss accrued to tbe date of the 
award shall be paid in a-lump sum. An award for allowable 
expense that would accrue after the award is made may not 
be paid in a lump sum. Except as provided in subsection (b), 
the part of an award that may not be paid in a lump sum shall 
be paid in installments. 

(b) At the instance of the claimant, the Board may com
mute future economic loss, other thaTl allowable expense, to a 
lump sum but only upon a finding by the Board that: 

(1) the award in a lump sum will promote the interests 
of the claimant; or 

(2) the present value of all future economic 1088 other 
than allowable expense, does not exceed [$1,OOOJ. 
(c) An award for future economic: 1088 payable in install

ments may be made only for a period as to which the Board 
can reasonably determine future economic 1088. The Board 
may reconsider and modify an award for future economic 1088 
payable in installments, upon its finding that a material and 
substantilll'change of circumstances has occurred. 

(d) An award. is not subject to execution, attaclu:nent; gar-
25 nishment, or other process, except that an award for aIlOwallle 



26 expense is not exempt from a claim of a creditor to the extent 
27 that he provided products, services, or accommodations the 
28 costs of which are included in the award. 
29 (e) An assignment or agreement to assign a right to repa-
30 rations for loss accruing in the future ie 1'~enforceable, 
31 except (1) an assignment of a right to reparations for work 
32 loss to secure payment of alimony, maintenance, or child sup-
33 port; or (2) an assignment of a right to reparations for allow-
34 able expense to the extent that the benefits are for the cost of 
35 products, services, or accommodations necessitated by the in-
36 jury or death on which the claim is based and are provided or 
37 to be provided by the assignee. 

1 SECTION 15. [Tentative Awards.] If the Board determines 
2 that the claimant will suffer financial hardship unless a tenta-
3 tive award is made, and it appears likely that a final award will 
4 be made, an amount may be paid to the claimant, to be deduct-
5 ed from the final award or repaid by and recoverable from the 
6 claimant to the extent that it exceeds the final award. 

1 SECTION 16. [Reconsideration and Review of Board Deci-
2 sions.] 
3 (a) The Board, on its own motion or on request of the 
4 claimant, may reconsider a decision making or denying an 
5 award or determinipg its amount. The Board shall reconsider 
6 at least annually every award being paid in installments. An 
7 order on reconsideration of an award shall {lot require refund 
8 of amounts previously paid unless the award was obtained by 
9 fraud. 
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10 (b) The right of reconsideration does not affect the finality 
11 of a Board decision for the purpose of judicial review. 
12 (c) A final decision of the Board is subject to judicial re-
13 view on appeal by the claimant, the [Attorney General], or 
14 the offender [in the same manner and to the same extent as 
15 the decision of a state trial court of general jurisdiction]. 

1 SECTION 17. [Reports.] The Board shall prepare and trans-
2 mit [annually] to the Governor and the Legislature a report 
3 of its activities, including the name of the claimant, a brief 
4 description of the facts, and the amount of reparations award-
5 ed in each case, and a statiEtical summary of claims and awards 
6 made and denied. 

1 SECTION 18. [Uniformity of Application and Construc-
2 tion.] This Act shall be applied and construed to effectuate 
3 its general purpose to make uniform the law with respect to 
4 the subject of this Act among those states enacting it. 

1 SECTION 19. [Severability.] If any provision of this Act 
2 or the application thereof to any person is held invalid, the 
3 invalidity does not affect other provisions or applications ()f 

4 the Act which can be given effect without the invalid provision 
5 or application, and to this end the provisions of this Act are 
6 severable. 

1 SECTION 20. [Title.] This Act may be cited as the Uniform 
2 Crime Victims Reparations Act. 
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To help Stntes assi,t the innocent \·j.,tillls of crime. 

IN THE HOUSE OF REPRESENTATIVES 

MAy 30, 19j9 

Mr. RODUW (for himself and' Mr. DnINA~) introduced the following bill; which 
was referred to the Committee on the J udidary 

A BILL 
To help States assist the innocent victims of crime. 

1 Be it enacted by the Senate and House of Representa-

2 lives of the United States of America in Congress assembled, 

3 SHORT TITLE 

4 SECTION 1. This Act may be cited as the "Victims of 

5 Crime Act of 1979". 

6 

7 

POWERS OF THE ATTORNEY GENERAL 

SEC. 2. (a) Subject to the availability of amounts appro-

8 priated, the Attorney General shall make an annual grant 

9 and may make supplemental grants for compensation of vic

lD tims of crime to each State program that qualifies under sec

tion 4. Except as provided in section 5, the grants made to a 

2 qualifying State program under this Act with respect to a 

3 Federal fiscal year shall equal-

4 

5 

6 

7 

8 

9 

10 

11 

12 

(1) 25 per centum of the then current cost, as de

termined by the Attorney General, of such State pro

gram with respect to quaIif)ing crimes that are de

scribed in section 7(8)(A); and 

(2) 100 per centum of the then current cost, as 

determined by the Attorney General, of such State 

program "ith respect to qualifyi.ng crimes that are de

scribed in section 7(8)(B). 

(b) For the purpose of carrying out the provisions of this 

13 Act, the Attorney General is authorized to-

14 

15 

16 

17 

18 

(1) prescribe such rules as are necessary to carry 

out (",is Act, including rules regarding the data to be 

kept by State programs receiving assistance under this 

Act and the manner in which these data shall be re

ported to the Attorney General; and 

25 

19 

20 

21 

(2) approve in whole or in part, or deny, any ap

plication for an annual or supplemental grant under 

this Act. 

22 (c) Grants under this section may be made in advance or 

23 by way of reimbursement. The Attorney General shall not 

24 have the power to modify the disposition of any individual 

25 claim that has been processed by any State program. 

1 ADVISORY COIlMITTEE 

2 SEC. 3. (a) There is established an Advisory Committee 

3 on Victims of Crime (hereinafter in this Act referred to as the 

4 "Committee") which shall advise the Attorney General with 

5 respect to the administration of this Act and the compensa~· 

6 tion of victims of crime. The Committee shall consist of nine 

7 members, one of whom shall be designated the Chairman! all 

8 appointed by the Attorney General. Seven members of the 

9 Committee shall be officials of States with programs qualify-

10 ing under section 4. The Committee shall meet at least two 

11 times a year, and at such other times as the Attorney Gen-

12 era! may direct. The term of office for each member of the 

13 Committee shall be one Y\lar. The Committee shall remain in 

14 existence until September 30,1983. 

15 (b) While away from their homes or regular places of 

16 business in the performan(!e of services for the Committee, 

17 members of the Committee shall be allowed travel and trans-

18 portation expenses, including per diem allowance, in the 

19 same manner and to the same extent as persons employed 

20 intermittently in the Government service are allowed travel 

21 and transportation expenses under subchapter I of chapter 57 

22 of title 5 of the United States Code. 

23 

24 

QUALIFYING STATE PROGRAMS 

SEC. 4. (a) A State proposing to receive grants under 

25 this Act shall submit an application to the Attorney General 

1 Ilt such time and in such form as the Attorney General shall 

2 by rule prescribe. A State program for the compensation of 

3 victims of crime qualifies for grants under this Act if the At-

4 torney General finds that such program is in effect in such 

5 State on a statewide basis during any part of the Federal 

6 fiscal year with respect to which grants are to be made and 

7 that such program meets tbe follo\ving criteria: 
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Who would have been a likely (a) criminal specialist, 
or (b) business confidant or associate to have 
persuaded the owner on the arson-fraud option? (That 
individual probably knows everything there is to 
know--and all you need to know--about the owner's 
moti ve. ) 

Do the business books and records indicate that the 
bookkeeper or accountant falsified them? And if so, 
would such false entries (e.g., skimming) serve the 
function of (a) pre-paying the torch or pigeon, 
(b) giving a false appearance of high business volume, 
or (c) impression of deflated business activity for 
tax evasion purposes? 

Did commllilication with the public insurance adjuster 
likeJ.y begin before th1e fire, and if so, how soon 
before? 

Did efforts to increase insurance coverage or change 
the insurer prior to the fire. indicate amateur 
coaching or expert outside assistance? 

7. Who prepared the proof of loss form, and if it was 
done by a public insurance adjuster, what information 
is there on other possible arson-fraud involvements of 
that person? 

An answer to each of the above questions may establish a 

transaction between the owner-insured (or other individual) and 

a criminal or business expert in arson-fraud. This leads to a 

branching from that point to additional questions which the 

investigator himself needs to answer. With a solid idea of the 

motive at th~ outset, the kinds of criminal and business 

specialists probably active in that type of arson-fraud should 

help the investigator pose more specific questions to pursue. 

The next issue to be addressed is the approach which the 

investigator will take--either focusing on the owner at the 

center and hoping to work outward toward other members of the 

conspiracy, or focusing on the other scheme participants on the 

periphery and moving inward toward the owner, fire broker, or. 

other principal at the core. 

i1 
I 

I 

I 
11 

! 
I 
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A. Starting at the Center, Working Outward, 

or "Inside-Moving-Out" 

This is the more traditional of the two approaches, and it 

holds the distinct advantage of enabling the investigator to 

begin with those individuals whose identities are known: the 

owner, partners, and employees such as the bookkeeper. 

Investigators who take this approach usually expect to build an 

arson-fraud case by gathering all available circumstantial 

evidence on the owner-insured, the torch, and any other 

individuals such as partners who might have assisted the 

owner-insured in perpetrating the arson and/or insurance fraud. 

Unless an eyewitness 

or torch at or very near 

fire, the difficult task 

either wholly or largely 

can be produced who places the owner 

the fire scene at the time of the 

is trying to build a solid case, 

on circumstantial evidence. (See in 

Part II of this Manual, the Tactical Guide by George Parry, 

"Circumstantial Evidence in Arson-for-Profit Investigations.") 

Such circumstantial cases are developed because investigators 

correctly piece together such information as the insured's 

deterioriating financial position, his acquisition of 

additional insurance just prior to the fire, and other factors 

such as the occurrence of the fire in a locked building. 

However, even where such circumstantial evidence seems to the 

investigator to be overwhelming, the owner-insured customarily 

declines to plead guilty and cooperate in naming his 

accomplices or co-conspirators. Thus, in the absence of 

witnesses who can provide direct testimony on the identities 

and criminal activities of those who conspired with the 

owner-insured, it is going to be a continuing, difficult 

challenge to build a circumstantial case against the 

owner-insured as the core member, as well as the torch, 

partner, bookkeeper, etc., who may have participated with him. 

A second approach which has proven successful is to focus 

on the torch whenever his physical description can be 

established or his identity inferred. Where torches 
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participate in other lines of criminal activity such as 

burglary or drug dealing, it may be possible to build a case 

against that torch on one of those non-arson charges. Once 

apprehended for such a crime and convinced of the likelihood of 

conviction, the torch may agree to cooperate in the solution of 

the arson(s) for which he is suspected. Depending upon the 

seriousness of the other charges pending against him, he may 

help solve the arsons in which he participated, or he may point 

the investigator toward the torch who set that fire and 

indiscreetly bragged about it. In this manner, the torch may 

be able to provide incriminating information and later 

testimony against the pigeon, fire broker, or coach who hired 

him or placed him in touch with the owner-insured. Where the 

torch may know the identity of other accessories or suspected 

co-conspirators, but does not have incriminating information 

about their arson-fraud transactions, merely their 

identification can be a tremendous boost to the investigation. 

The degree of success with this type of strategy (moving 

from the inside of the possible conspiracy outwards), is a 

direct function of the ability of the investigator to: 

(1) marshall enough circumstantial evidence against a central 

participant (usually the owner or his partner) to convince one 

of them, in exchange for future consideration, to incriminate 

the others, or (2) utilize eyewitness or other solid 

information on the likely firesetter to catch that participant 

on an arson or other offense, and build the case against the 

other scheme participants with that other charge as the 

groundwork. This latter "torch centered" strategy appears to 

work most adequately in jurisdictions where torches work a 

limited geographic area, and thus their whereabouts on the 

night of the fire is more likely to be known by the neighbors 

or underworld associates of the torch. Where torches are more 

mobile citywide or jump from commercial to residential to 

industrial arsons, the task of building background intelligenc~ 

on the likely torch in any single case is a much more difficult 

task for the investigator. 
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B. Starting at the Outer Limit$, Working Toward 

the Center, or "Outside-Moving In" 

The above "Starting at the Center, Working Out" type of 

strategy relies mainly on arson investigation, street 

intelligence, and traditional detective techniques. In 

contrast, the alternative approach of starting at the outer 

limits of an arson-fraud scheme's organization and working 

inward toward the central conspirators relies mainly on 

white-collar crime investigative techniques. That is because 

the individuals on the periphery of a scheme are most likely to 

be those who provided some type of financial expertise in 

arranging the insurance coverage, mortgage loan, or insurance 

settlement. Therefore, their technical knowledge is limited to 

one or more white-collar crime offenses--which may entail 

insurance fraud or another type of fraud depending upon the 

specific motive of those at the center of the conspiracy. 

This strategic approach requires that the investigator 

undertake a thorough analysis of all individuals who had 

business dealings with the owner-insured, and thus who would 

likely have knowledge of a fraud transaction. Such individuals 

include the following, who are presented in terms of the 

relative distance from which they customarily interact with the 

owner-insured. 

Fairly Distant 

Fairly Close 

Extremely Close 

Suppliers and vendors, who might have 
been bribed to produce wholly false or 
backdated receipts for merchandise, 
inventory, or raw materials claimed as 
destroyed in th~ fire. 

Insurance agent or broker; attorney 
(who may serve as financial advisor); 
or accountant. 

Public insurance adjuster, who could 
have worked with the suppliers, 
bookkeeper, and partner to prepare the 
false proof of loss form. 

Partner, with whom the owner-insured 
probably shared information on 
financial problems and the pros and 
cons of arranging an arson. 
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Bookkeeper, who possibly made false 
bookkeeping entries to conceal payments 
to the torch and to inflate the 
business volume in the books. 

In building a fraud or related type of case using this 

white-collar crime approach, the investigator should review 

each of the records, papers, and official documents which the 

respective specialist likely prepared himself, or had prepared 

by others, in an effort to see if additional questions arise 

from this examination. The initial review of the business 

books and records may indicate, for example, the presence of a 
questionable degree of financial stress, obscured by fraudulent 

entries in the business records, which an investigative 

accountant might pin down more precisely. 

Successful prosecutions of multiple member arson-fraud 

schemes usually take the proof of loss form as the central or 

"bellwether" source doc1,.Dnent which notes the amount and the 

identification of items claimed. Building upon this as the 

foundation, investigators have been able to show that 

fraudulent receipts were generated by suppliers, perhaps at the 
request or. direction of a corrupt public adjuster. 

Occasionally, the investigator is able to find that items for 

which receipts were generated actually were not even 

manufactured when the vendor states he delivered them to the 

insured. Thus, the vendor opens himself to a conspiracy, 

fraud, or perjury charge. 

The development of a fraud case does not usually involve 

the identification of the torch until after another 

participant, such as a public adjuster or owner-insured, is 

caught, having been implicated by someone else in the scheme. 

The investigator and prosecutors may endeavor to identify the 

torch and fire broke~ early on, but their secrecy and 

insulation of operation make their identification difficult. 

However, after an owner or fire broker is reasonably certain he 

will be convicted, he may divulge the identities of the 

remaining scheme participants and agree to testify against them. 
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This approach should never be advocated as a simple formula 

which is expected to work in ill. cases •. Quite the contrary, 

investigators can cite examples of special fraud and rackets 

bureaus which were developing a white-collar crime approach to 

a scheme, like the one above, only to stumble upon the torch in 

that case when he was caught in some unrelated crime by another 

law enforcement agency. Rather than try to advocate the 

superiority of one strategy over another, it is important to 

assess the relative strengths and weaknesses of the 

"inside-moving-out" and "outside-moving-in" approaches at the 

outset of an inquiry. This can be done by reviewing 

intelligence on the types of arson-fraud specialists operating 

in your jurisdiction, and the availability of investigative 

manpower to pursue both of these investigative approaches 

simultaneously. Clearly, in a juris~iction where the majority 

of arson-fr.auds are committed by owners and torches aided by a 
few pigeons, the outside-moving-in approach will be more 

difficult to employ because of the fewer numbers of experienced 

white-collar criminals in such an area who generate the trails 
of fraudulent paper. In short, each strategy or mix of 
strategies should spring from the special combination of 

arson-fraud motives and specialists most readily identifiable 

in each jurisdiction. 

C. Identifying Vulnerabilities of Scheme Participants 

One reason investigators are reluctant to probe arson-fraud 

schemes is that they feel the schemers are true professionals 

who really know their line of work, while the investigator is 

rarely equipped to take on this kind of sophisticated 

white-dollar or organized criminal. Actually, the air of 

professionalism and technical expertise which arson-fraud 

schemers assume is usually just that--an ~ designed to 
signal, more often to potential clients than investigators, a 

mood of competence, self-control, and cool behavior under 

fire. The investigator who automatically assumes that the fire 

broker, torch, or other scheme specialist is really as 
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self-assured as he appears is accepting the suspected schemer's 
side of things without questioning it. Experience with 

successful arson-fraud investigations suggests that the arson 

schemers have just as many insecurities over their crimes and 

about being caught as other criminals do, and that behind the 

cool exteriors they may present to the client or investigator, 

they are just as vulnerable as other criminals who eventually 
get caught. 

1. Mistrust Betw'een and Among Participants. A central 

ingredient in any investigative plan is the identification of 

legal and investigative vulnerabilities which will help build a 

case against that suspect, and then help cultivate him as a 

cooperative witness for the government. The general 

vulnerabilities of arson-fraud scheme participants have been 

discussed in Chapters 2 and 1. In trying to penetrate an 

arson-fraud conspiracy, it is important to keep in mind that 

this specialized field of criminal activity is composed of an 

odd assortment of criminals who often have little affection or 

use for one another, apart from the monetary gain involved. In 
fact, some fairly standard features of the interaction between 
and among various scheme participants can help the investigator 

determine whether one or more such suspects would be good 

subjects to cultivate as cooperative government witnesses. The 
following discussion covers some of the major sources of 

friction and animosity which an investigator will likely 

encounter in any scheme whose members exceed in numbers the 
owner and the torch. 

• General rule: sche~ers closest to the source of the 
money cheat those furthest from it. The owner-insured 
and the white-collar crime specialists who assist him 
use to their advantage their access to the books, 
financial records, and privileged information on the 
insurance policies and coverage amounts. The first 
people they cheat are those who have no real idea of 
the business vol ume or amounts of co',erage in force. 
They have an incentive to cheat the torch, who is paid 
a flat fee. The fee's relatively small size may be a 
function of their representation that the business is 
not doing well and the owner does not have a lot of 
coverage because of prior fires or credit problems. 

• 

• 

• 
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The main torch cheats assistant torches who may assist 
him. Why would a torch do such dishonest things? 
FIrst, because he is paid a relatively small sum, and 
one of the few ways he can earn a little more is to 
tell an assistant (provided he uses one) that the 
"boss" (the owner) was very stingy. How can a torch 
get away with doing this? His assistant, like the 
torch himself, is probably more grateful for having 
that occasional employment than he is dissatisfied 
with the prevailing low wage. 

The torch cheats the owner. Because many torches 
double as burglars, they know how to move equipment 
and merchandise which they take from the premises 
before they burn it. While this is not actually 
cheating the owner out of money, the conspicuous 
absence of business machines or essential furniture 
can help investigators establish a fraud motive easier 
than would be the case otherwise. Thus, the torch's 
action can place an owner in jeopardy of intense 
investigation if investigators suspect the owner as 
the likely scheme culprit. 

The owner or fire broker balks on paying the torch. 
Where a building is only partially destroyed, or what 
was to be a "professional" torch job resulted in death 
or injury, the owner may renege in paying the balance 
owed to a torch for his services. It is not uncommon 
for an owner or fire broker--whoever personally deals 
with the torch--to contrive a reason to whittle down 
the payment balance in order to leave himself a 
greater share of the proceeds. Wh~le this may fi:st 
appear to be cheating, perhaps it 1S better descr1bed 
as reneging, and may be based upon a prior verbal 
contract that full payment would ensue only if certain 
specified conditions were met. Nonetheless, the torch 
may feel that any unforeseen problems were not his 
fault, and he may demand the balance. If he does not 
get it, or extracts it after the owner or fire broker 
has humiliated him, the torch may walk away bearing 
very harsh feelings. 

The fence cheats the owner. The owner who wants to 
claim that his inventory and materials were destroyed 
in the fire can collect twice by selling them "out the 
back door" to a fence, usually for about twenty cents 
on the dollar. Actually, the fence knows that the 
goods are worth much more than that, but since the 
owner expects the insurance to pay for the value of 
that merchandise anyway, anything moved by the fence 
is just additional clear profit--even if the fence 
misrepresents what he expects to get for that 
merchandise. 
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The above represents some common frictions among 

participants which an investigator may expect to encounter in 

detailed investigations of arson and insurance fraud. Of 

course, many criminal relationships are more harmonious than 

others, but the prevailing condition in most organized rings of 

criminals is one of jealousy and mistrust that is only offset 

by the economic necessity of working together, if only for a 

brief time. Where the investigator can show the suspect that 

his vulnerability in a criminal investigation places him in 

obvious jeopardy, then the motive of economic gain may drop 

into the background. In this way, the investigator may well be 

in a position to develop a government witness. If the 

investigator can then demonstrate, persuasively if not 

conclusively, that there is an objective basis for that 

participant to believe that he was cheated or his skills taken 

for granted, then cooperation may be somewhat more 

forthcoming. Still, however, each situation must be approached 

separately. 

2. Why Arson-Fraud Schemers Make Mistakes--and How to 

Capitalize on Them. In addition to scheme participants' 

vulnerabilities which result from their dishonesty with each 

other, there is another set of vulnerabilities which stems from 

the arson-fraud schemers' extreme over-confidence that they are 

the geniuses and investigators do not know what they are 

doing. Because arson-fraud scheme participants feel that they 

operate in a lucrative field which is noted for the absence of 

vigorous investigative attention, they frequently make mistakes 

which, in retrospect, a truly sophisticated criminal should not 

make. However, such behavior serves the interests of law 

enforcement and public safety, and it is important to review 

some of the more common mistakes which the owner-insured and 

other scheme participants frequently make. 

The mistakes made by each type of arson-fraud specialist-

whether a criminal or a legitimate businessman--grow out of 

their respective roles in each scheme. Fire brokers, real 
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estate speculators involved in arson, and certain corrupt 

public adjusters commit errors which stem from their activities 

as entrepreneurs of illicit business activity. Here, the 

illicit activity involves selling a combined package of arson 

and insurance fraud. Like entrepreneurs in the world of 

legitimate business, arson entrepreneurs enter a brand new 

field of business opportunity, and in so doing they encounter 

tremendous risks--risks with regard to physical hazards of 

fire, to possible failure of the scheme, or to detection and 

prosecution .. The arson entrepreneur acts to control or offset 

the risks inherent i~his illicit activity in two ways: (1) by 

minimizing the risks by taking specific actions of 

self-protection, and (2) by maximizing his profits as the only 

real compensation he can extract for absorbing,these high risks. 

Arson-fraud entrepreneurs such as fire brokers or pigeons 

minimize the risks in their illicit business by secrecy of 

operation and by insulating themselves from those whose 

knowledge of their activities could be hazardous. Specific 

acts which arson entrepreneurs may take to improve secrecy 

include keeping one specialist (e.g., the torch) distant from 

other specialists (e.g., public adjuster, business partner, and 

the owner) in a scheme. Thus, if one is caught, the worst 

Hdamage" he may be able to do is to provide hearsay information 

on another. A second use of secrecy by the fire broker is to 

act behind the scenes by arranging for other participants, such 

as the public adjuster or owner, to prepare the fraudulent 

documents and sign them. 

In order to compensate himself for the risks he takes, the . 
arson-fraud entrepreneur tries to gouge the victim (here, the 

insurance company) out of as much money as possible. While 

greed obviously lies at the base of the entrepreneur's motive, 

the high risks he takes operate on his greed to magnify it 

still further. Because his greed often overtakes him, the 

arson entrepreneur loses some of his objectivity and exposes 

himself by making simple, unthinking mistakes which the 

watchful investigator may be able to detect--and exploit. 
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These mistakes manifest themselves in several ways. First, 
the worry and insecurity of the arson entrepreneur can force 

him to over-compensate, with a degree of egotistical arrogance 

that leads to boasting and even sloppy work. While torches 
must frequently advertise their skills by bragging, fire 

brokers seem to do so out of mixed feelings of arrogance and 
general contempt for law enforcement agencies and insurance 

companies, who could not be as smart as they are, or else they 
would have caught them by now. Thus, while the arson 
entrepreneur on the surface appears to be a shrewd and 

calculating illicit businessman, he is also subject to the same 

sUbjective emotions of greed and arrogance which beset, to some 
degree, all human beings. These impulses may prevail on just 

enough occasions to cause the arson entrepreneur to commit just 

enough mistakes that an investigator can pick up the trail and 
begin to build an investigation on them. 

Examples of some of these mistakes include the 

entrepreneur's commitment to find all of the best specialists 
in each field of firesetting, real estate speculation, and 
insurance fraud, such that the entrepr.eneur leaves his own 
"signat ure" of professional arson and fraud. The signat ure may 

suggest that only a skilled professional could perform each of 

those tasks, and a master planner probably recruited the entire 
group. Other examples include an over-specialization with one 
type of clientele, such as restaurant owners, to the degree 

that many of the owners in that business in that city know by 
word-of-mouth of the entrepreneur's reputation and 

availability. This type of vulnerability enables the 

investigator to develop background information on that arson 
entrepreneur, his associates, and his legitimate business 

dealings, in the search for a pattern which may reveal some or 

all of the other specialists with whom that entrepreneur deals. 
Another mistake which the entrepreneur makes is the 

increasing reliance on the same specialists, over and over, as 

they become more comfortable with each other. While the arson 

---------
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entrepreneur may have kept the specialists apart because of 
initial concern for secrecy and mutual distrust, he gradually 
comes to trust more and more of them. Original isolation of 

one from another breaks down, and each of the co-conspirators 
comes to know more and more about the others--often including 
first person knowledge of their illicit activities. Thus, the 

arson entrepreneur commits the common human error of being too 
trusting of someone who later may develop a motive to betray 

him. 

A final mistake which the arson entrepreneur makes is to 
want to be the biggest and best fraud schemer around. While 
his greed and arrogance feed this objective, together they can 

cause the entrepreneur to want each scheme to be more elaborate 
and more profitable than the last. In furtherance of this 
objective, he begins to specialize and sub-specialize in the 

torches (and chemists and per.haps electricians> he may use. He 

can build a ring of so many specialists that his failure to 
integrate and manage all of them as a "team" rubs one or 
another of them the wrong way. Like many self-made wealthy 
entrepreneurs, arson-fraud schemers often do all of the talking 
and too little listening to their associates, which can fUrther 
strain loyalties and relationships. This situation also deters 
anyone from performing a critical, objective review of the 

arson entrepreneur's plans and actions. Thus, the arson 
entrepreneur--whether fire broker, corrupt public adjuster, or 

real estate speculator--exposes his weaknesses and mistakes to 
an ever widening circle of co-conspirators and sometimes casual 
associates, who may have an incentive--sooner or later--to do 

him in or get even. The investigator who realizes the 
likelihood that arson entrepreneurs preate these 
"self-de6truct" mechanisms is in a good position to cultivate 
informants--and potential witnesses. 

Some of the other common mistakes in strategy and judgement 

which arson schemers of all types make are discussed below. 
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No insurable interest. The term "insurable interest" 
has two meanings: first, that the property at issue is 
worthless, and thus, no policyholder could have a 
monetary interest in something that has no value. The 
second (and more common) meaning refers to the 
ownership or financial interest role of the 
policyholder. If he owns the property, or has an 
interest of record in it, then he has an insurable 
interest. Occasionally an investigator will come 
across a suspicious claim, only to find that the 
person filing the claim--who holds the policy on the 
premises--has no financial interest in it. Whatever 
this say~ about the company which issued that policy, 
that qlalmant has opened himself to an investigation 
for ft'aud. 

Multiple claims arlslng from the same fire. Some 
schemers have been known to take out more-than one 
fire insurance policy on the same premises, and when 
the fire occurs, they file claims with all those 
insurers. Normally, they state falsely that the claim 
being submitted is the only one arising from that 
fire--a statement which is untrue. The Property 
Insurance Loss Register (PILR), and the Insurance 
Crime Prevention Institute (ICPI) discussed in the 
Chapter on IINational Resources," can help spot such 
mul tiple claims. 

• Business books and records are "too perfect to be 
real. Ii Owners who involve bookkeepers or accountants 
in an arson-fraud scheme have been known to create a 
separate set of books in order to give the appearance 
of a higher volume of business than that which 
existed, in order to effect greater insurance 
payment. Books fabricated in this way are often 
spotted because they are devoid of the most minor 
harmless errors. Often, however, an experienced 
investigative accountant may be needed to establish 
the fraudulent nature of such books or individual 
entries. 

• Internal resentment by partner or employees. Whether 
out of panic or greed, business owners have been known 
to alienate their partners and employees with the 
decision to arrange an arson. It may be a case of the 
partner feeling that the owner gave up too soon, or 
never gave him a chance to straighten out the 
business' financial affairs. For whatever reason, the 
an~mosity thus created can take a long time to fade. 
Whlle the owner may be able to take the insurance 
settlement and skip to a new business venture, it may 
be more difficult for a partner, bookkeeper, or other 
employee to do the same. 
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Tax evasion. While this angle is rarely explored, it 
does hold potential in real estate arson scams. Where 
properties are bought and sold merely to increase 
their paper value, transactions are often consummated 
with a small fraction of cash down and a tremendous 
mortgage. Like everyone who pays mortgage interest, 
those speculators are entitled to take the interest 
deduction only if they actually pay the interest. 
Where the transactions are but sham transactions 
designed to inflate the paper value of the properties, 
the owners may never make installment payments; hence, 
they are not entitled to the interest deduction which 
they may claim. If they claim the deduction when they 
do not pay the interest, they are ripe candidates for 
a tax evasion investigation. 
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CHAPTER 6: EXPANDING ENFORCEMENT AND PREVENTION 

0PTIONS·INARSON-FOR-PROFIT·CONTROL 

I. Alternative' Criminal Charges 

Often in arson-for-profit investigations, investigators are 

unable to show the incendiary cause of a fire or, if able to 

prove such cause, are unable to tie the owner to the fire 

either through motive or opportunity evidence. Developments 

such as these often become obstacles to investigators in 

continuing to search for additional evidence, or to prosecutors 

who do not see the value in proceeding when the corpus of an 

arson or insurance fraud case cannot be clearly shown. The 

purpose of this section is to convince the investigator that 

~ options do remain open and active if severe problems with 

an arson or insurance fraud case are encountered. While thp 

following discussion is not intended to give the impression 

that there is always an effective alternative, the point is 

that alternatives should at least be sought after and assessed 

t? see if they can be used to salvage the investigators' 

efforts. 

A. Perjury Charges and the Arson/Fraud Investigation 

Participants in arson-for-profit schemes (whether owners, 

torches, or experienced white-collar criminals) usually operate 

from the assumption that their skillful planrring and secrecy of 

operation will protect them from detection and vigorous 

investigation. Therefore, they can be expected to provide 

false and misleading information to investigators on an almost 

routine basis. This includes field interviews, as well as 

grand jury testimony. Accordingly, a number of laws governinq 

perjury and false declarations made to investigators may be 

employed to penalize such illegal behavior. 

Perjury and related laws are not commonly used by arson or 

white-collar crime investigators because the normal obiectiv~ 

of the investigation is to get to the heart of the arson or 

fraud. However, investiqators should always be mindful of the 
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necessity to insure that the progress of an investigation is 

not impeded by false information designed to frustrate or 

deceive investigators and prevent successful completion of the 

case. The filing of perjury o~ related false declaration 

charges can, under appropriate circumstances and where the 

evidence warrants, demonstrate that investigators and 

prosecutors are serious about maintaining the integrity of the 
investigative and grand jury processes. 

Perjury laws can be employed in a number of circumstances 

in arson-for-profit investigations. The following are some 
examples: 

• 

., 

In undercover investigations, where law enforcement 
personnel or government informants become parties to 
conversations regarding arson and related fraud 
racketeering. If the undercover personnel or cooperating 
informant is outfitted with an electronic transmitter or 
recording device, scheme participants can later be 
queried under oath about their incriminating statements.* 

Arson-fraud schemers, usually at the "outer fringes" of 
arson rings, may be persuaded in the face of a perjury 
charge to cooperate with authorities in the 
identification and incrimination of other participants. 
Types of individuals who may on occasion be 
~o-conspirators in arson schemes, but not as centrally 
Involved as a fire broker or client, include a business 
partner, bookkeeper, insurance agent, bank loan officer, 
or realtor. [People v. Spomer (Denver, CO, 1978).**] 

*Laikin was later reversed on appeal because certain 
questions he was asked before the grand jury did not directly 
~orrespond to the conversation he had had with the government 
Inform~nt. Proper preparation during the investigative and 
grand Jury stages should enable investigators to avoid this 
type of problem. U.S. v. Laikin, 583 F. 2d 968 (1978). 

**Spomer was an owner whose business burned in an arson 
fire. He denied under oath that he had sought to increase the 
insurance on his business just prior to the fire, and was 
indicted and convicted of perjury. 
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B. False Statement Statutes and Ancillary Fraud'Schemes 

The insurance fraud which accompanies a professional arson 

may be only one of several lucrative frauds designed by the 

schemers. In a growing number of cases, the arson-insurance 

fraud combination is really only one component of a larger 

criminal scheme to defraud banks, business suppliers, and even 

federal grant and loan programs. In order tJ extract as much 

money as possible from each of these fraud scheme components, 

the perpetrators will falsify many types of applications, 

reports, filings, receipts, and other documents. While state 

and federal violations which grow out of these actions usually 

are not the focus of law enforcement attention, it maybe 

possible to win the cooperation of one or more principals in an 

arson scheme by first making a false statement or related type 

of case. The following discussion is intended to show what 

documents are most likely to come into play in a bank 

loan-arson-fraud scheme, and the legal remedies available for 

this activity. 

In order to obtain a mortgage'or other type of loan from a 

bank, savings and loan, or credit union institution, the 

applicant may intentionally provide false information on the 

loan application and statement of assets forms. A common 

example is the misstatement of the financial condition of the 

applicant and his or her business. Where false statements are 

submitted to a federally chartered or insured financial 

institution (including state-chartered institutions which 

obtain FDIC and other federal insurance), the applicant may 

have committed a violation of a false statement statute, 18 

U.S.C. § 1014. There are usually parallel state laws which 

cover this type of violation. (In order to determine whether a 

financial statement contains fraudulent information, see 

Loretta Campbell, Target Co., Inc., Balance Sheet, in this 

manual.) Individuals participating in an arson-for-profit 

scheme who might be a party to a false statement violation 

include the owner/insured, bookkeeper, accountant, and/or 
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owner's attorney. The bank loan officer might also be a party 

to the violation. 

C. Fraud Involving Federal Grant and Loan Programs 

Arson-for-profit schemers have been known to obtain a 

variety of federal loans and loan insurance and then to abscond 

with the funds when the buildings later burn, presumably for 

the insurance money. Arson-for-profit schemers involved in 

this pattern of activity might be a real estate speculator or a 

contractor who became familiar with the ways in which federal 

programs work. Inner-city multi-residential housing seems to 

be the subject of this type of activity most often, and the 

types of federal Housing and Urban Development (HUD) programs 

involved include: 

• Insurance for home improvement loans in urban renewal 
areas. 

• Loans or loan insurance to convert apartments into 
condominiums or cooperative housing. 

• FHA insurance on loans to rehabilitate deteriorating 
housing. 

Where speculators or individual owners have defrauded HUD 
in the above types of programs, their typical schemes can 

involve. 

• 

• 

• 

Arranging for a loan applicant to falsely certify that 
he or she resides in a particular dwelling, when they 
do not; or providing false employment verification so 
the applicant would qualify for the benefit. 

Providing false receipts for materials and labor 
allegedly used to rehabilitate a housing unit, when in 
fact either no such work was done, or cheaper 
substandard materials, and less labor, were used. 

Arranging for an applicant to falsely state that he or 
she owns the housing unit in question, when they do 
not. 

The above types of fraud usually involve violation of 18 

U.S.C. § 1010, submitting a false statement regarding a HUD 

loan or loan insurance application. The variety of ways to 

defraud federal insurance and loan programs seems to be limited 
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only by the imagination of the schemers. For example, 

investigators should be aware that Small Business 

Administration (SBA) loan programs offer a source of money that 

may be attractive to certain arson-for-profit schemers. In 
order to obtain more information on the specifics of each HUD 

or SBA program in questio~, investigators should contact the 

nearest representative of the Office of Inspector General of 

that agency. Also, investigators might find the book Program~ 
of"HUD informative. It is available from the Office of Public 

Affairs, Department of HUD, Room 9245, Washington, D.C. 20410, 
and from many HUD Regional Offices. 

II. Administrative" and Civil"Remedies 

A major objective in controlling economic arson is the 

prevention of future acts of arson, as well as punishment for 

past ones. Professional arsonists can be deterred by the 

likelihood of prosecution and imprisonment, but it must also be 

remembered that they commit their acts ~ out of rage or other 

irrational emotion, but out of selfish, economic interest. A 
wide range of remedies--civil as well as criminal actions--may 

deter them if the remedies are invoked with careful planning, 
and frequently enough to create the perception in the mind of 

an arsonist that his profit will be reduced or eliminated. 

There is also monetary benefit to local jurisdictions which 

mount civil remedy programs. They can recoup lost tax revenues 

and demolition costs, and these can at least partly offset the 

tremendous costs of suppressing arson fires, as well as the 

serious loss of real estate tax monies. Therefore, any agency 

or unit concerned with arson-for-profit should consider the 

combined fire prevention and profit-reducing aspects of civil 

suits and administrative actions, and their tax-producing 
benefits as well. 

A. Administrative Actions 

1. Code Enforcement. There has been a recent flurry of 

interest in using municipal building code and related 

\ 
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enforcement powers to prevent arson. This approach is believed 

to be valuable where authorities suspect an economic motive on 

the part of the owner lor occ upant. However, recent exper ience 

with this strategy suggests that it should be approached with 

extreme' caution. The lreason is that the owner who maintains a 

substandard buiiding may be doing so as a reaction to his own 

poor business or perso~al condition. Therefore, official 

efforts to enforce building, sanitary, and other codes can 

create additional financial costs (both repairs and violation 

fines) that together become an enormous burden. As a 

consequence, this well-intentioned effort can contribute, 

unintentionally, to an increase in arson although officials 

expected the oppor:lite n~sult. 

One approach to code enforcement which may not worsen the 

owner's financial stress is being undertaken by the New York 

City Mayor's Arson Strike Force. There, a special detachment 

of city fire marshals is implementing a Landlord Contact 

Program which entails visits to landlords with prior histories 

of arson fires and whose buildings demonstrate indication of 
potential fire problems, on the basis of a computer-assisted 

study. The fire marshals will notify the landlords of the 
results of site visits to the buildings in question, and of the 

options open to the city if serious code violations are not 

corrected. In an effort to assist those landlords who indicate 

a good faith intention to repair their buildings, the fire 

marshals will provide the landlords with a specially prepared 

guide of federal and state housing subsidy and grant programs 

which may offset, or defer, the costs of making the necessary 

repairs. Further, the Landlord Contact Program will provide 

special staff assistance in helping the landlords who intend to 

follow through with the application and other bureaucratic 

requirements involved in obtaining grants and loans. A similar 

type of program is being implemented in the city of New Haven, 

Connecticut, which has hired a special Housing Counselor. Both 

efforts are being supported by grants from the Aetna Life and 

Casualty Company of Hartfolrd, Connecticut. 
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For further information on code enforcement and housing 

rehabilitation programs: 
Landlord Contact Program 
Mayor's Arson Strike Force 
51 Chambers Street 
New York, NY 10007 
(2l2) 566-2245 

Arson Warning and Prevention 
System 

City of New Haven 
157 Church Street, Rm. 307 
New Haven, CT 06510 
(203) 787-7062 

2. Spot Inspections and Owner Notifications. The above 

subsection discussed the formal invocation of municipal code 

enforcement powers as an intended deterrent to arson. A 

variation on this approach involves the conduct of spot fire 

prevention inspections of the premises of buildings which fire 

or arson investigators feel are likely targets of arson. The 

investigators (or inspectors) may designate the premises for an 

inspection on the basis of an informant tip or as a result of a 

study of the factors associated with arson-prone properties. 

These inspections are normally made for the express purpose of 

preventing fires, rather than to enforce a building or other 

code. They must be approached cautiously insofar as this type 
of inspection can qualify as an administrative search under the 

law. As such, actions of this type may be covered by a number 
of court decisions; see especially Marshall v. Barlow's, Inc. 

436 u.S. 307 (1978). 
Several informative law review articles address the subject 

of administrative searches and may be important for 

investigators and their legal counsel to review before 
undertaking an arson prevention building inspection program. 

These inc 1 ude : 

• 

• 

"Searches by Administrative Agencies After Barlow's 
and Tyler: Fourth Amendment Pitfalls and Short-Cuts" 
14 Land and Water Law Review 207 (1979). 

"Administrative Searches and the Fourth Amendment: An 
Alternative to the Warrant Requirement" 64 Cornell Law 
Review 5 (1979). 
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Premises inspections and administrative searches may be 

conducted for a variety of reasons in order to prevent arson, 

but the most common is to place the owner or occupant on notice 
that the premises is considered at hazard. Therefore, it is 

being inspected to determine whether burglar and fire ala~ms, 
sprinkler, and other safety systems are fully operative. While 

investigators normally do not advise the owner (or occupant) 

that the premises is viewed as being at hazard because of his 

or her suspected arson-prone behavior, they may notify the 

owner that the building will be kept under surveillance in 

order to avoid the possibility that anyone with an arson motive 

(e.g., vandals, blackmailers, or pyromaniacs) could set a fire 

without being spotted. Investigators believe that the force of 

their notifications, coupled with the rigorous inspection of 

fire prevention systems, will combine to deter someone who is 
thinking about arson from actually committing the act--or 

having it committed. While this approach to arson prevention 

has not been studied for its effectiveness, it is becoming more 
widespread in localities which can deploy fire service and 
police manpower for arson prevention. Wherever such an 

inspection and owner notification program is undertaken, it 
should be done with full consideration given to legal and 

constitutional requirements which govern this form of exercise 
of municipal police powers. 

3. Demolition. Condemnation and destruction of fire-prone 
buildings are viewed as solutions usually in the case of old, 
decaying properties. While the administrative and legal 

actions necessary to effect demolition are costly, this 

approach does remove a major target of incendiary fires. One 

advantage to undertaking a demolition strategy is that it can 

spur the local authorities to gather information on the current 
market value and, therefore, the insurable interest in the 
buildings. Where the insurable interest is minimal or 

non-existent (due to an advanced state of deterioration), such 

documentation may be helpful in reducing insurance coverage on 
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the huildings. Information on the absence of an insurable 

interest can also be utilized by an insurance company to deny 
payment after a fire, if it is not possible to prevent the fire 

through timely demolition. 

For further information on a municipal demolition program 

designed in part to combat arson-for-profit: 

Fire Investigation Unit 
Phoenix Fire Department 
620 W. Washington Street 
Phoenix, AZ 95003 
(602) 262-6297 

B. Civil·Suits and Liens 

As noted above, the value of civil suits to deter 

arson-for-profit is a function of the economic motives of the 
culprits. All professional arsonists incur expenses in having 

fires set intentionally and having insurance documents 

falsified. One reason insurance coverage on burned properties 

is raised to such inflated levels before the fire is to 

guarantee the arson schemers a substantial profit after the 
torch and other criminals take their fee or percentage. If the 
profit from the insurance fraud could be reduced, the incentive 

to commit professional arson would diminish. In that regard, 

one set of solutions involves civil actions to obtain funds 

from the insurance proceeds in order to eliminate the e~ormous 

profit in professional arson. 

1. Suits and Liens to Recover Back Taxes and Other 

Expenses. In a growing number of states, laws have been passed 

which allow municipalities to file liens to obtain back real 

estate taxes from fire insurance payments. Such legislation 

has several objectives, in addition to reducing the profit 

motive for arson. One goal is to obtain tax revenue which is 

lost when the destroyed building is removed from the tax 

rolls. Efforts to obtain fire jnsurance proceeds have been 

credited in a number of localit~es (e.g., Buffalo and 

Rochester, New York) with helping to reduce arson-for-profit 

and with partially offsetting real estate tax losses. 

--
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Related actions, which can also reduce the arson profit 

margin, include suits to recover demolition costs and building 

and code violation fines. While experience to date with this 

entire set of civil remedies is limited, its advocates feel 

that it can be an extremely valuable tool. However, one 

drawback was written into the legislation of several states, 

and it places the municipal plaintiffs in line for the 

insurance proceeds after the mortgagees. Often, only limited 

funds remain after all mortgagees have been satisfied. 

Therefore, movements are underway in several states to revise 

these laws and to place the municipality first, rather than 

last, in line for its share of the insurance proceeds. For an 

overview of one state's experience with these civil actions see 

the article, "New York's Attack on Arson for Profit," which is 

reprinted at the end of this section. 

2. Civil Anti-Racketeering Suits. A 1970 federal law 

enables those who have been victimized in their persons or 

property by certain types of racketeering activity to sue the 

perpetrators for treble damages plus reasonable attorneys' 

fees. This provision, 18 U.S.C. ~ 1964(c), of the Racketeer 

Influenced and Corrupt Organizations (RICO) law, has been 

viewed as permitting people, as well as other entities which 

hold title to property, to sue racketeers. One provision of 

the RICO law (§ 1964(c)) makes it easier for a victim to sue 

someone convicted of a federal RICO violation, but the federal 

law does not require a prior federal conviction for a RICO 

offense in order to file a civil suit. Entities which may be 

entitled to sue the perpetrators of a pattern of professional 

arson activity involving mail fraud and other forms of 

racketeering (including extortion), include: 

• Insurance companies; 

• 

• 

Municipal and other taxing and service-providing 
authorities, and/or 

Tenar;:~'s or other occupants of buildings destroyed or 
damaged by arson. 
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A review of a number of recently filed, but still pending, 

civil RICO suits provides an indication of the presumed 

coverage of this civil provision to arson-for-profit 

racketeering: 

• City of Milwaukee v~ Hansen (E.D. Wis., Civil Action 
No. 77-C-246, 1977). 

In this action, the city of Milwaukee sued a 
father-and-son team convicted earlier of federal RICO 
offenses for three times the cost of extinguishing the 
arson fires. The treble damage tab totaled $577,000 
in this case. 

• E;'NormanAnderson, et ale v. George Janovich, et ale 
(W.o. Wash., Civil No. C79-283-T, 1979). 

• 

An owner of a tavern in Pierce County, Washington, 
sued the former sheriff and 15 others, including 
several individuals previously convicted of RICO 
offenses, for having conspired to act under color of 
law, first to harass patrons and later to destroy 
their tavern by fire and drive them out of business. 
This action was brought under provisions of the 
federal Civil Rights laws, 42 U.S.C. ~§ 1983 and 1985, 
and § 1964(c) of the RICO law. 

u.S. v. John Carbone, et ale (W.O. Wash., Civil No. 
CR 78-97T, 1978). 

This suit was brought by Consumers Insurance Company 
following the federal conviction of Carbone and 
several others in the arson racketeering case in 
Pierce County, Washington, noted above in Anderson. 
In this matter, Consumers Insurance filed suit to seek 
forfeiture of $67,000 in insurance settlements 
involving two of the racketeering ring's fires. 
Consumers Insurance provided coverage for two taverns 
which were damaged, allegedly by the Carbone group in 
its effort to obtain control over the tavern business 
in Pierce County. 18 U.S.C. § 1963(c) of the federal 
RICO law provides for forfeiture of illegally obtained 
funds or property, under certain requisite conditions 
set forth in the law. 

For further information on the civil provision of the RICO 

law, as well as other civil anti-racketeering remedies, see the 

following: 
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"Enjoining Illegality: The Use of Civil Actions 
Against Organized Crime," Appendix D, in G. Robert 
Blakey, ~t al., Rack~ts Bur~aus: Investigation and 
Prosecutlon of Organlzed Crlme (Washington, D.C.: U.S. 
Government Printing Office, 1978). 

National Association of Attorneys 
Civil Remedies in Organized Crime 
National Association of Attorneys 

General. 
Control 
Get'leral, 

Use of 
(Raleigh: 
1977) • 

Comment. "Organized Crime and the Infiltration of 
Legitimate Business: Civil Remedies for 'Criminal 
Activity'" 124 University of Pennsylvania Law Review 1 
(1975) • 
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From the 
Legislatures 
FRANK E. CATALINA * 

New York's Attack 
011 Arson for Profit 

Arson is increasing in New 
York City and many other met~ 
ropolitan cities as well. Fire offi
cials estimate that 25 to 40 per
cent of all building fires in New 
York are now intentionally set. 
Most recently, the increase has 
greatly accelerated. John T. 
Q'Hagan, New York's Fire Com
missioner, indicated that in the 
first six months of 1977, there 
were 3,700 arson cases~a 10 per
cent increase over 1976, a year 
which had represented a 100 per
cent increase over 1975.1 In the 
South Bronx, 30,000 buildings 
have been destroyed by fire in the 
past decade. 

Nationwide, experts estimate 
the arson rate has tripled in the 
last fifteen years. A thousand 
people die and 10,000 are injured 
each year by fires deliberately set, 

... Frank E. Catalina is Assistant 
Professor of Law at the Rutgers Uni
versity School of Law, Newark, N.J. 

1 New York Times, Aug. 4, 1977, 
at B3. 

. . 

while $2 billion in property is de-,~' 
stroyed.2 , 

Arson's Status in the Hierarchy,; 
of Crimes 

Arson is, of course, a criminal 
act. . One would assume, therefore, 
that one appropriate response to 
the problem would be improved 
law enforcement and stricter crim
inal laws. There's certainly room 
for improvement here. Insurance 
industry groups suggest, as a 
starter, that the FBI reclassify 
arson as a "Part I" crime, its 
most serious category, for pur
poses of crime statistics. It is 
currently classified as a "Part II" 
crime, along with drunkenness 
and loitering. Precinct politics be
ing what they are, police depart
ments tend to measure their suc
cess at fighting crime oy how far 
they reduce the incidence of "ma
jor crimes" as they occur in FBI 
statistics. A change in classifica
tion might, therefore, lead to the 
police taking the crime more seri
ously and producing greater efforts 
at controlling it. 

Increased cooperation ~etween 
police and fire departments i as 
well as disclosure laws which will 
allow investigators access to insur
ance claim files might help, too. 
Still, the current conviction rate 
for arsonists is 1 percent, lower 
than for any other crime.3 Exclu-

2 "Arson: Business by Other 
Means," Nation, March IS, 1975, 
at 30S. 

3 Newsweek, Jan. 24, 1977, at 3S. 
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sive reliance on the criminal law 
may, therefore, prove inadequate 
to deal with the problem. 

The Profit Motive in Arson 

To be sure, many fires are set 
for revenge, or through disinter
ested vandalism, some even for 
motives of welfare fraud. Yet, in
surance experts are convinced that 
profit is more and more a factor 
in the dramatic increase in arson. 
They estimate that 40 to 50 per
cent of the money they payout 
for fire claims go to arsonists and 
that half of the home insurance 
premium increase since 1968 has 
gone to cover the costs of arson.4 

Nor are all for-profit arsons 
committed by financially pressed 
property owners who see it as the 
only way out from under. More 
and more, arson is becoming a 
business in which buildings are 
acquired solely to be burnt. The 
pattern is simple. Property is 
bought in a deteriorating urban 
area at bargain-basement rates. 
The building is likely to have 
numerous building-code violations 
and liens for unpaid taxes. The 
premise then rapidly changes 
hands through a series of less
than-arm's-length transactions to 
at least double its price on paper. 
Insurance is obtained on the' in
flated price, The building burns 
down. The property owner col
lects an untaxed profit from the 
insurance company. 

4 Nation, note 2 supra, at 308. 

The New York Response; 
Minimize Profit 

In recent years, law enforce
ment oftlcials have suggested that 
organized crime could more effec
tively be fought by innovative civil 
law strategies which remove the 
profit incentive than by increased 
criminal law actions. 

New York's statute works on 
this premise in dealing with ar
son.S An amendment to the state's 
general municipal law affords each 
taxing district in the state the op
tion to make claims against the 
proceeds of fire insurance policies 
for any unpaid taxes, assessments, 
or other municipal charges' which 
were liens against the realty itself. 

Under the provision, each local
ity can decide whether it wishes to 
enjoy the benefits conferred by the 
statute. If so, the local legislative 
body has to adopt a resolution so 
stating. (Although there does not 
seem to be any reason why every 
municipality in the state would 
not want to opt in, nevertheless 
the way remains open for those 
which do not perceive a serious 
arson problem in their communi
ties to ignore tpis legislation.) 

After the adoption of the res
olution by a locality, the local tax 
co!1ector sends the state superin
tendent of insurance a "notice of 
intention to claim against pro
ceeds." 

The act, which also amends the 
state's insurance laws, provides 
that the insurance superintendent 
then enters the locality's notice of 

5 1977 N.Y. Laws, Chs. 738, 739. 
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intention in an index to be main
tained by the superintendent. The 
index, contains the name of each 

, taxing district electing to partic
ipate in the statute's benefits. 

Notices placed in the index take 
effect thirty days after their entry 
therein. Their existence in the in
dex constitutes constructive notice 
to all insurers that those taxing 
districts intend to assert claims 
against insurance proceeds for un
paid taxes and charges. The bur
den therefore, is on the insurance 
carriers to search the index before 
paying out claims in a given com
l}1unity. 

Once the insurer discovers that 
a community in which the covered 
premise is located is in the index, 
it cannot payout any proceeds on 
its policy for fire damage until 
further action in accordance with 

. the act. First, the insurer must 
notify'the local tax collector of a 
claim on the policy and request a 
certificate indicating the amount of· 
all unpaid liens against the prop
erty. Then the burden is on the 
tax collector to furnish such a 
certificate within twenty days or 
lose any right to claim the pro
ceeds of the policy. If the insurer 
receives the certificate, it must, 
within ten days of receipt, pay the 
amounts in the certifiCate to the 
tax collector. Presumably, the re
mainder goes to its insured. 

The Fine Points in the 
New York Law 

A couple of things should be 
noted here. First, the statute gives 
the locality not only a "claim" 

against the insurer, but a lien on 
the proceeds, of the policy. Sec
ond, it is not any generalized 
claim the locality might have 
against the property owner which 
creates the lien, but only such 
claim as would have created a 
lien against hIe realty itself. These 
types of claims usually are taxes, 
assessments, water and sewer 
charges, and the like. Third, the 
act only operates in the event of 
a fire loss claim, leaving losses 
from other calamities to the old 
law. Fourth, homeowners need 
not worry that the statute wi1l 
hopelessly bog down the swift pay
ment of claims to them. One- and 
two-family residences are express
ly excluded from the act. 

One might also ponder what an 
insurer is to do if it suspects that 
a loss was caused by arson, Does 
the act require it to pay the tax 
collector in any event? A fair 
reading of the statute, I think, 
leads one to a negative answer to 
that question. The insurer need 
not notify the locality and seek a 
certificate unless and until it in
tends to pay a claim. If it has no 
such intention, it need do nothing 
until sued by the claimant under 
the policy. At th'at point, the local 
taxing authority could intervene to 
enforce its lien, if and when it is 
shown that the plaintiff has a right 
to the policy's proceeds. 

The act also provides that all 
insurance policies must include 
language, in effect, notifying the 
insured of the statute's effect on 
any proceeds from the policy. 
Furthermore, all such policies 
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must provide that the payment by 
the insurer of any liens claimed 
in timely fashion after receiving 
the tax collector's certificate oper
ates as a "conclusive presump
tion," as between the insured and 
the company, that the lien was 
valid and properly paid. The lat
ter provision has the effect. of 
holding the carrier harmless from 
any claim that it is liable to its 
insured for paying ta],es not ac
tually due and owing. In such a 
case, the insured's only recourse 
would be to proceed against the 
taxing authority. 

Finally, one interesting thinE 
aoout the statute should be noted. 
The act provides that the locality's 
resolution of intention to claim 
against proceeds is not effective 
unless it first passes a local law 

"providing for the release or re
turn to the insured of any 
amounts to which it would other
wise be entitled to claim provided 
that the insured agrees with the 
tax district in writing to restore 
the ~ffected premises to the same 

or improved condition that it was 
in prior to the time tho.. the lien 
of such district against proceeds 
provided for in this section arose, 
subject to such conditions as such 
resolution shall provide to guar
antee performance of such obli
gation." 

In other words, the property 
owner may opt to use the pro
ceeds of the policy to rebuild the 
premises. In such case, the munic
ipality could release the proceeds 
to him, possibly requiring him to 
post a performance bond to ensure 
reconstruction. This has the effect 
of encouraging serious property 
owners who want to remain in the 
community to stay there. It also 
helps assure the municipality that 
a building, a source of future tax 
revenues, will go up in place of 
the ashes there now. Undoubted
ly, most cities would' prefer to 
have a ratable income-producing 
property in the neighborhood than 
to collect a one-shot insurance 
proceeds check on a vacant lot. 
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CHAPTER 7: COOPERATION AND COORDINATION 

Introduction 

The complexity of citywide arson-for-profit problems 

requires investigators to obtain frequent and varied forms of 

assistance wherever possible. This chapter covers the 

principal sources of cooperation between and among criminal 

investigators and those who have a considerable stake in 

reducing arson-fraud in a community. 

These sources are: 

• Insurance companies 

• Media 
• Neighborhood organizations 

• Other law enforcement agencies 

I. Insurance Companies 

Any approach to improving cooperation between a criminal 

investigator and an insurance company soon turns to a 

discussion of insurance actions to deny payment of fraudulent 

claims. In considering the full range of weapons which can be 

enlisted to control arson-fraud, it is obvious that the 

probability of criminal conviction and incarceration are 

important deterrents. However, the experience even in 

jurisdictions with active arson control programs suggests that 

the volume of quality criminal cases will always be limited 

because of the evidentiary requirements in large scale, 

conspiracy prosecutions. A look at the real motivations behind 

most economic arson reveals that the overwhelming objective is 

to obtain the insurance proceeds. Theoretically, any effort 

which could be mounted to curtail payment of insurance proceeds 

to owners who set or arrange fires would, therefore, be a 

tremendous deterrent. In reality, however, the potential of 

this deterrent has never been fully tested because there are 

great pressures and constraints which insurance companies face 

when they consider, on a case-by-case basis, the option of 

denying payment on a suspicious claim. First, in a 
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surprisingly large number of states, insurance companies open 

themselves up to civil suits for unfair claims practices when 

denying payment. Second, they run the continued risk of 

appearing to be "anti-consumer" as their strategy to deny 

fraudulent claims begins to attract widespread attention. 

Unless there is a concerted industry-wide in~urance effort to 

combat arson-fraud, the companies that take tile initiative by 

denying large numbers of fraudulent claims could lose a great 

deal in terms of damages arising from court judgments i~ favor 

of policyholders, loss of public confidence, and loss of 

policyholders who shift to more "pro-consumer" companies. 

Thus, there are some unfortunate features which can weigh 

against more vigorous self-policing by insurance companies in 

the fight against arson-fraud. Even so, a number of national 

companies have increasingly expressed a heightened willingness 

to challenge suspicious claims and cooperate in a variety of 

supportive ways with law enforcement agencies. Aetna, 

Allstate, State Farm, Factory Mutual, and Safeco have developed 

national reputations for such cooperation and support. 

To a large extent the ability of a law enforcement agency 

to influence the actions of an insurance company in any single 

instance is limited. However, there are a number of steps that 

an investigator can take to assist an insurance company which 

may be considering the option of denying payment of a claim. 

One of the first steps is to advise the company claims 

executive or legal counsel of that law enforcement agency's 

access to evidence, which may be more useful in a civil rather 

than a criminal case. While such communications are sensitive 

and are usually governed by strict state and federal privacy 

laws, it may be possible for a law enforcement agency to notify 

an insurance company that a case (i.e., one arising from a fire 

at a particular location on a specific date) is being closed 

out without prosecution because the evidence does not 

constitute proof beyond a reasonable doubt. That evidence 

might well meet a lesser standard: a fair preponderance of the 
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evidence--the standard in a civil proceeding. In this way, a 

prosecutor's office may be able to signal the insurance company 

of its possession of valuable evidence, the latter may be able 

to obtain through subpoena or formal request depending upon 

state law governing communication of insurance information and 

immunity conferred upon insurance companies and/or law 

enforcement agencies. 

An investigator may come across many types of information 

which could be useful to an insurer in defeating a fraudulent 

claim. Normally, reasons for rapid payment of a suspicious 

insurance claim emanate from inconclusive evidence at the fire 

scene or pressure from the insured's public adjuster. However, 

it is not uncommon to find an owner who falsified information 

on an application for original insurance coverage, or who 

increased the limits of coverage after obtaining insurance. In 

such circumstances, the false information may be further 

evidence of insurance fraud. Taken alone, a material 

misrepresentation on the application form may also be grounds 

for the insurer either to deny payment on a claim or to sue for 

return of the amount it has already paid. Where the remedy at 

hand is a civil action, the investigator may want to review a 

recent article on this subject: "Misrepresentations and 

Nondisclosure in the Insurance Application," 13 Georgia Law 

Review 3 (1979). 

Another step a law enforcement agency might take is to 

press the case with an investigative association that operates 

on behalf of one or more insurance companies. The most 

well-known national organization is the Insurance Crime 

Prevention Institute (ICPI), which is profiled in the Chapter 

on "National Organiz~tions" later in Part I of the Manual. 

ICPI is atypical of most insurance approaches to combatting 

arson, for it develops cases for criminal rather than civil 

prosecution. ICPI agents have access to insurance information 

on policyholders from participating companies and may be able 

to assist the criminal investi~ator both in gaining access to 
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such information and in analyzing it once it is obtained. 

Other insurance associations and investigating arms such as the 

General Adjustment Bureau (GAB) in New York, the Property Loss 

Research Bureau (PLRB) in Chicago, or First Security Services 

in Boston focus on either fire cause determination or 

investigation for civil fraud defenses. The criminal 

invGstigator should explore these, as well as any other 

conceivable option, in order to put to productive use the 

evidence his agency has gathered but cannot use on its own. 

A frequent reason given for the less than harmonious 

relations between a particular insurance company and law 

enforcement investigators is the difficulty in dealing with one 

or another of the company's claims agents or supervisors. 

Where such problems cannot be worked out at the first line 

supervisory level, an agency that has a considerable stake in 

improved relations with that company or in a particular 

investigation involving it can pursue the matter with a number 

of higher level officials in that company, starting with the 

district and then regional claims managers and moving finally 

to the headquarters-level chief of claims and legal counsel 

positions. It is also especially important for a law 

enforcement agency to advise an insurance company--discreetly 

but explicitly--whenever it feels that an insurance or claims 

agent is demonstrating little or no interest in a possibly 

fraudulent claim, or may possibly have been compromised in that 

instance. 

II. The Media: The Role of Investigative Reporting 

At first glance, it seems difficult to suggest any 

appropriate steps that investigators can take to cooperate with 

the media that would not create ethical problems, as well as 

serious legal ones. In most cities where local authorities 

have mounted campaigns to combat arson-fraud, the investigators 

have been far ahead of both the police and fire beat, as well 

as investigative reporters. Investigator initiation of contact 

with reporters in order to generate coverage of the 

! 
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arson-for-profit problem seems improper under nearly all 

circumstances. However, if reporters seek to develop an 

article or series of articles on the local arson-for-profit 

problem and if they subsequently approach the investigator, 

there are a number of steps the investigator can take without 

compromising either his impartiality or the rights of a suspect 
or accused. 

First, the investigator can point out the wealth of public 
sources (including news clips of earlier arson coverage) that 

provide information on ownership, financial trouble, and even 

prior criminal involvement (e.g., coverage of trials). Many 

times the public records of prior fires, owner bankruptcIes, 

and housing code violations of a particular property can point 

to the existence of an arson problem. By identifying such 

sources, the investigator is only pointing the reporter toward 
public repositories of information. The reporter may end up 
making a judgment or inference on the existence of a widespread 

problem, its relationship to housing and general fire 

protection issues, or any number of other policy matters that 

have no bearing on the guilt or innocence of an individual. If 

the reporter ends up with a story pointing to a number of 

suspicious fires "suffered" by a particular landlord, 

restaurant owner, or land trust, that would be an inference he 

arrived at independently of anything the investigator told him. 

Conversely, there are a number of excellent investigative 

approaches that law enforcement personnel can learn from 

investigative reporters. Because members of that specialized 

journalistic discipline are largely dependent on public record 

sources of information, they can become highly skilled at the 

exhaustive analysis of such sources--even more skilled than the 

investigator who is just beginning to enter the field of 

white-collar crime investigation. Many of the most effective 

techniques are discussed in publications and newsletters issued 

by the Investigative Reporters and Editors (IRE) association, 

located at the University of Missouri, School of Journalism, 
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220 Walter Williams Hall, Columbia, MO 65211. Investigators 

might inquire about the availability of IRE publications on 

tracking public records, interviewing sources, and a variety of 

other useful topics in white-collar crime and corruption 

inquiries. 

III. Neighborhood Associations: Victims as Activists 

Where arson-for-profit in a community is due in part to 

residential fires, the increased militancy of tenants and 

neighborhood associations of homeowners can be a disguised 

blessing for law enforcement agencies. While the strident 

posture of leaders of such groups may indicate a hostile 

attitude toward law enforcement, such communications normally 

stem from intense fear and despair. The investigator usually 

can point to one or more serious injuries or fatalities among 

residents in neighborhoods where such attitudes prevail. The 

constant anxiety that the next set fire might claim a friend or 

loved one is a serious personal matter for those neighbors, 

friends, and relatives. 

In communities across the nation where investigators have 

expressed concern for an arson problem they have been able to 

turn community sentiments around in highly positive 

directions. In particular, the residents can become the "eyes 

and ears" constantly looking, and even patrolling, for someone 

preparing to set a fire or stripping a building to set it 

later. Residents can also be persuaded, through prolonged 

interactions with investigators who demonstrate their concern, 

to come forward with whatever information they may have 

associated with prior fires. That information ranges from 

rough hearsay on perceived conspiracies between landlords and 

Mafia racketeers, to eyewitness accounts of people and their 

movements at the fire scene on the night of a fire. In 

addition neighborhood residents, and especially those in 

apartment dwellings, pick up a great deal of information on the 

real owner of a building who is hiding (on paper) behind a 

straw. On occasion residents may see the owner checking the 
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premises and talking about "my building," or they may be able 

to identify painters and handymen who work for that owner and 

would even admit to it. 

One of the greatest services neighborhood associations can 

perform is to use their vast quantities of volunteer help to. 

perform elaborate, in-depth research on building and ownership 

histories in a community. Frequently, a ten year huilding 

history of ownership, financing, code violations, and tax 

payments and liens can take one half day per building. In a 

neighborhood experiencing a wave of residential arson, the 

neighborhood association may be the only group in a community 

with enough manpower to perform such analyses. If the 

researchers are properly guided, the results can determine 

patterns of suspicious financial transactions and arson fires 

that might focus on a group of owners, speculators, and various 

other specialists. Moreover, the increasing contact that 

neighborhood associations across the country are having with 

experienced anti-Qrson community groups in Boston and New Haven 

is bringing about an exchange of vital expertise in arson 

pattern analysis. That exchange can be very helpful to 

investigators if they merely indicate a sincere willingness to 

work with and keep in touch wit~ such citizen activist groups. 

While the militancy of such groups seems to create problems for 

continued communication with investigators, who are powerless 

to produce "results" as fast as neighborhood leaders demand 

them, it must he remembered that the arson-fraud patterns that 

such groups expose and document are often the results of 

decades of neglect of those neighborhoods by housing, code 

enforcement, and other local authorities. The residents are 

complaining about a "system" which has, for whatever reason, 

endangered their lives and property, and in general they only 

seek to redress that serious condition. 

IV. Other Law Enforcement Agencies: The Role of Task Forces 

Most of the recent advances in combatting arson-fraud 

schemes, whether organized or unorganized, have resulted from 
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the work of interdisciplinary task forces. Such task forces 

range from those directed by prosecutors who, as the task force 

chiefs, supervise the work of fire ser.vice and police 

investigators, to other task forces run by fire investigators 

and including a minimal complement of police investigators. 

Arson Task Forces established by the Bureau of Alcohol, 

Tobacco, and Firearms are credited with innovative use of 

federal laws covering mail fraud and explosive violations in 

arson-fraud investigation. Since the variety of task force 

staffing and supervisory arrangements does vary considerably, 

it is impossible to prescribe in all cases the exact 

cooperative relationship that one law enforcement agency 

concerned with arson should have with another. On the 

contrary, successes with major investigations come as 

frequently in the case of task forces run by fire service 

personnel a8 in other arrangements run by local prosecutors or 

federal ATF agents. What ii important to understand at the 

very outset is the necessity of building in the key features 

found in successful task forces in some way in each 

jurisdiction that is serious about investigative cooperation: 

• 

• 

• 

A mix of specialized skills. Fire cause and origin, 
arson investigation, accounting, wh~te-collar and 
organized crime investigation, are all key specialized 
skills that investigators should possess. Whatever 
agency personnel with these skills come from is less 
important than the access to these skills when they 
are needed. 

Access to prosecutor. Task forces run by prosecutors 
are an extreme example of the point that early and 
continuing participation by an attorney can ?e of 
tremendous benefit to investigations. QuestIons 
ranging from Tyler warrants to eavesdropping 
affidavits, to the use of an investigative grand jury 
and witness immunity powers stem from both access to 
and good working relationships with prosecutors. 

Avaiiability'of <or-Proximity to) Special'Assistance. 
An enforcement unit is more likely to employ the full 
range of preventive, investigative, and prosecutorial 
options (including civil remedies) if specialists with 
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backgrounds in applying those remedies are housed 
within or readily accessible to such units. 

One advantage of including members of other disciplines 

within an enforcement unit or task force is the ability to call 

on a particular specialist (e.g., a police intelligence 

officer) to use his familiarity with similar specialists in his 

parent agency to conduct searches for information. Where a 

unit or task force commander may receive pro forma expressions 

of cooperation if he were to make the same request to another 

agency, the specialist within his task force can take advantage 

of a prior working relationship to expand the breadth and depth 

of any information s~3rch, background check, or surveillance 

requested. 

More important than the formal structure of an arson unit 

or task force is the climate of cooperation within which it is 

created and the way its mission .is determined and communicated 

to other key agencies with which it will deal. For example, in 

a task force where a fire service commander wants a detachment 

of particular police investigators rather than "any two" that 

police headquarters may assign, he must plan in order to bring 

about, the desired assignment of those officers, who can be 

expected to be in equally great demand in their own agency. By 

assuring the police department that the detectives will receive 

credit for the police contribution to the task force in 

general, and to each arrest in particular, the police 

commanders may find that the gain of appropriate credit for 

their contribution actually offsets the temporary loss of the 

two police detectives. 

If a book were written about failures of interagency law 

enforcement efforts, it would be a long one with each account 

strikingly similar to the others. Whether the issue is 

metropolitan narcotics units or countywide arson task forces, 

these cooperative efforts often are assembled quickly because 

of political and media press ures. The "corners" in human and 

public relations that are cut in order to grab quick results 
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can undermine the growth of a healthy spirit of cooperation. 

The most important single action in forming an 

interdisciplinary task force is the development of a clear 

mission statement, followed by protocols for the interaction of 

the task force with other law enforcement and private agencies 
in that locality. 

The second critical step is for the task force commander to 

determine how he will recruit or otherwise obtain the necessary 

specialized expertise to handle investigations of complex 

arson-fraud cases. Where and how will he train his personnel? 

Where can he obtain accountants, or such short-term specialized 
assistance when he needs it? These and other questions arise 

constantly, and the degree of overall success of anyone task 

force or arson unit is a measure of the ingenuity with which 

these questions of specialized expertise are answered. 

A review of arson task force organization and operation 

throughout the country suggests that other agencies interested 

in developing such activities can learn a great deal from these 

efforts. For example: 
• Special Resources. Two spE~cialists that task forces 

frequently hire in-house are intelligence analysts 
(often civilians) and accountants. A few maintain 
technical specialists such as polygraph examiners and 
electronic surveillance experts. Some maintain 
videotape operators or research specialists to analyze 
property records and patterns of arson. These latter 
specialists often double as liaisons to insurance 
companies in exchanging information. 

• Intelligence'Function. The intelligence function in 
arson task forces is normally conducted as an activity 
performed by investigators. However, certain task 
forces maintain specialized intelligence personnel, 
primarily civilian analysts. In a number of cities, 
Arson Information Management Systems (AIMS) have been 
developed under U.S. Fire Administration grants. 
These systems gather and analyze fire and economic 
data on properties in order to predict future fires 
and arson patterns. In such cases, the AIMS programs 
usually function as back-up support for the arson task 
forces, and they may be housed separately from them. 
(See Chapter 9 in this Manual on Arson Information 

Management Systems.) 

I 

• 

• 

149 

Investigation. In most arson task forces, fire 
investigators are given police or fire marshal powers, 
which usually accompany their completion of police 
recruit and specialized investigative training. In 
addition to investigations conducted by 
interdisciplinary teams within a locality, joint 
investigations are also conducted with agencies at 
another level of government (e.g., joint local 
police-FBI or ATF investigations). 

Prosecution. Prosecutors lead a growing number of 
arson task forces, and attorneys specially assigned to 
these efforts remain involved with a case from its 
inception through prosecution and even appeal. Where 
investigators have the assurance that one or more 
prosecutors will remain close by for an extended 
period, the investigators (police and fire) can 
perform an important training function by introducing 
the prosecutors to the technical nature of arson, and 
its unique evidentiary requirements--especially 
problems of circumstantial evidence. 

• Civil remedies. Arson task forces frequently provide 
an insurance company with information to deny a 
fraudulent claim, or to prepare to defend itself 
because of a denied claim. Bec~use many arson task 
forces have specially assigned prosecutors, they can 
also handle civil suits to recoup back real estate 
taxes and demolition costs. 

The U.S. Fire Administration maintains a special program of 

technical assistance to help fire and police agencies that want 

to form arson task forces or improve their current operations. 

Those interested in seeking such assistance should contact the 

LEAA-USFA Task Force Program, Office of Planning and Education, 

U.S. Fire Administration, Washington, D.C. 20472, telephone 
(202) 634-7553. 
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CHAPTER 8: LOCATING SOURCES OF INFORMATION 

1- AND EXPERT ASSISTANCE 

" , 

I. Sources of ' Background Information 

The control of arson-for-profit requires that the 

investigator understand aspects 0= white-collar and organized 

crime, as well as some dimensions of professional th~ft crime. 

To be successful in an arson-for-profit case, the investigator 
has to dig to find the specific motive of the perpetrator--in 

order to determine whether the profit motive grew out of a 

gambling debt, a short-term cash flow problem, a deeper threat 

of insolvency, ~f perhaps was the result of real estate 

speculation. Because the specific motive is such an important 

issue, the investigator needs to become comfortably familiar 

with issues such as business operations, fire insurance (and 

related business interruption coverage), real estate markets, 

and the whole field of ~inancial investigative techniques. 

Since it is impossible for one investigator to become 
expert in all of these areas, it is important to understand 
what is possible short of developing that expertise, that is: 

• How to find enough technical information to be able 
to, on one's own, proceed with the investigation; or 

• When to seek expert assistance, and where to find such 
experts. 

This section is intended to familiarize the investigator 

with the growing number of background publications which can be 

used for hself-teaching" purposes, and to point the 

investigator toward national associations and other centers of 

expertise which may be able to respond to a specific request 

for assistance. 

A. Arson'Detection'and'Investigation 

While this manual covers the white-collar and organized 

crime aspects of arson-for-profit, many personnel who are now 

entering this field come from other disciplines. Police 
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investigators and especially prosecutors often want to develop 

an understanding r£ l.:ecnnigues to determine fire cause; this in 

order to help them interview informants and witnesses, and to 

be able eventually to prepare such charges as "arson to defraud 

an insurer." 

Obviously, it is impossible to treat the issue of fire 

cause determination suffi~iently within the pages of this 

manual. However, police and fire investigators should be aware 

of a number of other manuals and texts which can provide a 

relatively brief but comprehensive overview of fire cause and 

origin procedures. The mention of any book or manual here is 

not meant as an endorsement, but rather to identify relatively 

low-cost, easy-to-read, technical information within the grasp 

of the police investigators and prosecutors. For a very brief 

introduction, see two articles cited in the Bibliography of 

R,!?ading.§. which is included in this manual: "Could It Be 

Arson? How Can You Tell?" and flHow to Identify Fire Causes." 

Another helpful publication is A Pocket Guide to Arson 

Investigation, available from the Factory Mutual System, 1151 

Boston-Providence Turnpike, Norwood, MA 02062, price $1.00. 

In the way of books, a concise and not overly technical 

introductory reference is Paul Kirk, Fire Investigation (New 

York: John Wiley, 1969), 253 pp. Others include Robert Carter, 

A~!on Investigation (Beverly Hills: Glencoe Press, 1978), 280 

pp, and John Kennedy, Eire and Arson Investigation (Chicago: 

Investigations Institute, 1962), 103 pp. A longer reference is 

John Carroll, Physical and Technical Aspects of Fire and Arson 

Investigation (Springfield, IL: Charles Thomas, 1979), 453 pp. 

The National Bureau of Standards has completed the ~ 

Investigation.Handbook (Washington, D.C.: U.S. Department of 

Commerce, National Bureau of Standards, Fire Research Center, 

1979). Another publication which can serve as a helpful 

orientation is by John Barracato, Fire: Is It Arson? (1979) 

available from the Arson/Fraud Unit, Aetna Life and Casualty 

Company, 151 Farmington Avenue, Hartford, CT 06156. 
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Training 

As nationwide concern with arson has grown, the number of 

training courses and seminars has likewise increased. The 

following resources are listed with an emphasis on whether they 

focus on arson detection (i.e., fire cause and origin) or arson 

investigation: 

Program 

National Fire Academy 
U.S. Fire Administration 
R.R. 1, Box 10-A 
Emmitsburg, MD 21727 

Traffic Institute 
Northwestern University 
555 Clark Street 
Evanston, IL 60204 

FB I Ac ad emy 
Quantico, VA 22135 

Focus 

2 courses: Arson 
Detection: Training the 
Trainers, ana Fire 
Investigation 

Arson Investigation 

Fire Cause Determination 
and Arson Investigation 

Investigators or training officers who are interested in 

conducting their own arson training course can obtain 

curriculum ideas, as well as suggestions for resources, by 

contacting the National Fire Academy (noted above), and the 

International Society of Fire Service Instructors (discusspd 

under "National Resources," below). 

B. Investigation and Prosecution of Arson-for-Profit 

In addition to this manual, some references are available 

on the investigation and prosecution of arson-for-profit 

cases. These include the Insurance Fraud Manual, prepared bv 

the Economic Crime Project, National District Attorneys 

Association, 666 N. Lake Shore Drive, Chicago, IL 60611, and an 

arson prosecution handbook being prepared by the California 

District Attorneys Association under a grant from the Aetna 

Life and Casualty Company. For further information on the 

latter handbook, contact the California District Attorneys 

Association, 555 Capitol Mall, Sacramento, CA 95814. 
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, T~e book Combatting Arson-~or-Profit COvers techniques on 
wh1te-collar crime approaches to this problem. Its major focus 
is on individual, rather than organized, economic arson. For 
further information, contact Battelle Press, 505 King Avenue, 
Columbus, OH 43201; price: $27.50. 
Training 

One-day seminars on arson-for-profit investigation are 
~onducted by local offices of the FBI under an LEAA grant, and 
1nterested investigat h ld ors s ou contact the nearest FBI Field 
Office Training Officer for information. One-week training 

COurses for state and local investigators are run by the Bureau 
Of,AICOhol, Tobacco, and Firearms under an LEAA grant, and are 

be1ng held in roughly ten regional sites throughout the United 
States. For information on the next ATF arson-for-profit 
co ' urse 1n your area, contact the nearest ATF district or 

regional office. Two training courses for prosecutors, which 
co ' 

ver 1~ part the subject of arson-for-profit, are conducted by 
the NatIonal College of District Attorneys, c/o College of Law 

University of Houston, Houston, TX 77004, and by the Southwest' 
Legal Foundation, P.O, Box 707, Richardson, TX 75080. 

The Insurance Crime Prevention Institute (ICPI) is a 
national organization which is covered more fully in the 

following discussion on "National Resources." While it does 

not regularly conduct training courses on arson-for-profit, it 
can provide assistance and reSOurces to those developing such 
programs, especially if they focus on the insurance fraud 
aspect of arson. For further information 
Franklin Street, Westport, CT 06880. 

C. Insurance Practices 

contact ICPI, 15 

A comprehensive analysis of the fl.' re ' l.nSUrance industry is 
Fire Insurance: Its Nature 'and 'Dynamics, by Gelvin Stevenson, 
and is available from the Arson Resource Center, Office of 
Planning and Education, U.S. Administration, Washington D C 
20472 ' •• 

. Another helpful guide which covers fire and other 

casualty insurance, as well as business interruption insurance, 
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is Insurance and Risk Management for Small Business, by Mark 

Greene, prepared for the U.S. Small Business Administration and 
available from the U.S. Government Printing Office, Washington, 
D.C. 20402, Stock No. 045-000-00037-1, price $2.25. 

Investigators who want to learn more about other insurance 
issues, such as underwriting and claims practices, should look 
for seminars on arson and its relationship to the insurance 
industry. A number of such seminars have been held recently by 
local chapters of the Society of Chartered Property and 
Casualty Underwriters (CPCU). Information on local programs 

can be obtained by writing the national Society of CPU. A 
brief discussion of its functions is presented below under 
"National Resources." That discussion of national 
organizations and associations also covers the National 
Committee on Property Insurance (NCPI), which is the research 
and information resource for state FAIR Plans. 
D. Real Estate Markets and Transactions 

Information on insurance practices remains fairly uniform 

throughout the country because of the nature of that business, 
but real estate markets vary enormously and are subject to 

regional, local, and even neighborhoo~ economic factors. 
Therefore, initially it may seem to the investigator that 

helpful information on real estate market practices, as well as 
particular types of transactions, is harder to come by. That 
is not the case. In order to gain a basic understanding of 

real estate terminology and practices, the investigator might 

contact someone who teaches a real estate course at a local 

community college or university. Such a person would likely be 
in a position to provide information on factors specific to the 

local real estate market, and on specific issues such as urban 

redevelopment and condominium conversions. The investigator 
might: also review a basic text in this field, Real Estate Law, 
by Robert Kratovil (Englewood, NJa Prentice-Hall, 1974). A 
guide to real estate research and terminology is People'Before 
Property (Bostona Urban Planning Aids, 1972), and it is 
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summarized in a subsequent section on "Selected Planning and 

Operational Support Publications." A major factor in 

determining the ,financial condition of properties as 

investments is their depreciation status for tax purposes. The 

investigator can obtain an introduction to the depreciation 

issue by reviewing C. F. Sirmans and James B. Kau, Ta~Planning 
for Real Estate Investors (New York: Prentice-Hall, 1980, 

price: $16.95 (hardcover) and $7.95 (paperback». For a more 

advanced discussion of real estate investments, see Financial 

Analysis of Real Property Investments (available from: 

Intercollegiate Case Clearinghouse, Soldiers Field Road, 

Boston, MA 02163, price: $2.l0)~ 

Other SOurces of information on local real estate practices 
and conditions include: 

• 

• 
• 

Local planning and redevelopment authorities, 
especially if they have prepared studies on housing 
market changes and neighborhood economic stresses. 

Mortgage bankers and especially ~ortgage brokers. 

Attorneys who specialize in real estate transactions 
and more specifically, in the ~onveyancing aspect of' 
real estate law. .~ 

In order to obtain information on federal redevelopment and 

loan insurance programs, the investigator might contact the 

closest regional office of the U.S. Department of Housing and 

Urban Development, and should also review its informative 

publication, Programs ofHUD (1978). A periodical, Disclosure, 
0;;..;;;;";;;;";;;;.0;;..;;.";;'_ 

covers housing and related issues, such as mort~age redlining 

and arson, from a neighborhood advocacy perspective. Contact: 

National Training and Information Center, 1123 We Washington, 
Chicago, IL 60607. 

E. Business Practices and Economic'Conditions 

Again, the investigator who wants to learn more about the 

inner workings of a specialized business first needs to locate 

information on that type of business, as well as on the various 

types of economic stress in that sector. The most 
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comprehensive single source is a master reference, Business 

Information Sources (Berkeley: U. California Press, 1976), 

$14.95, which is profiled in the section on "Selected Planning 

and Operational Support PUblications." Additional sources of 

information include national business and professional 

associations in the economic sector which concerns the 

investigator. For information on how to locate such national 

groups, see Ratio Analysis for Small ~Jness, issued by the 

Small Business Administration (Washington, D.C.: Government 

Printing Office, 1977); especially pp. 32-37. 

The investigator might also want to locate trade and 

technical journals which cover a particular type of business. 

These periodicals pay substantial attention to notifying their 

subscribers of direct ways that economic trends will affect 

them. For example, see Credit and Financial Management, 

published by the National Association of Credit Management, 475 

Park Avenue South, New York, NY 10016; annual subscription: 

$6.00. To obtain information on journals which cover a 

specific type of business or industry, consult the Guide' to 

Americal1 Directories, 9th ed. (Rye, NY: G. Klein, 1975). 

A nrnnber of federal agencies issue their own reports as 

well as bibliographies of other publications which cover 

economic conditions in particular business sectors and regions 

of the country. For example, see the Quarterly Financial 

Report for Manufacturing, Mining, and Trade Corporations, 

published by the Federal Trade Commission, Washington, D.C. 

20580, and available on a subscription basis for $6.40 per 

year. Within the U.S. Department of Commerce, the Bureau of 

Economic Analysis, the Bureau of Domestic Business, and the 

Industry and Trade Administration each maintain their own 

research staffs which prepare publications on business profiles 

and economic trend indicators. For more information, write to 

the Director of the respective bureau or division, U.S. 

Department of Commerce, Washington, D.C. 20230. Regional 

offices of the Department of Commerce often have copies of 
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these publications. To locate a specific publication, see the 

annual u. S. DeEartment of Commerce Publicatio~'s: Catalogue and 

Index, available from the Government Printing Office, 

Washington, D.C. 20402. 

F. Financial Investigation 

This is perhaps the most challenging field for the fire or 

police investigator, because it seems to require either the 

development of expertise on his part, or his constant reliance 

on accounting expertise which is difficult for his agency to 

obtain. The references and suggestions which follow are 

intended to provide the investigator with an introduction to 

financial investigative techniques so that the investigator 

might pursue the case as far as possible without outside 

reliance. However, in the event that such expertise is 

necessary, the investigator should be aware of ways to pose 

specific questions to help the accountant provide financial 

assistance which is responsive to the investigator's needs. 

Many texts are designed to assist non-accountants in 

gaining an introduction to this discipline. One of the more 

comprehensive is Accountinq for Non-Accountants; Second 

Edition, by Clarence Nickerson, which is available from CBI 

Publishing, 51 Sleeper Street, Boston, MA 02210; 701 pages, 

$24.95. A number of publications can give the investigator a 

feel for the types of records normally kept by ~usinesses. 

See, for example, Financial Recordkeeping for Small Stores, 

prepared by the Small Business Administration, and available 

from the Government Printing Office, Washington, D.C. 20402; 

Stock No. 045-000-00142-3; price: $2.50. 

Several texts have been prepared specifically to aid the 

non-accountant in understanding white-collar crime 

investigation. See Introduction to Books and Records, prepared 

by the Financial Crimes Training Unit, FBI Academy, Quantico, 

VA 22135. A more comprehensive set of accounting problems is 

contained in Financial Investigative Techniques, which consists 

of a course book, exercises, and solutions. The set is 
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available from the National Training Center, Internal Revenue 

Service, 2221 Jefferson Davis Highway, Arlington, VA 22202. 

Methods to trace financial assets, and especially payments via 

check, are covered in "The Seventh Basic Investigative 

Technique," by Richard Nossen. That guide is published as 

Appendix D to the manual, The Investigation of White-Coll,ar 

Crime, by Herbert Edelhertz, et al., which is available from 

the Government Printing Office, Washington, D.C., 20402, Stock 

No. 027-000-00507-1; price: $6.00. 

Another pUblication which the investigator may find 

informative deals specifically with misl~ading financial 

statements. See More Debits Than Credits: The Burnt Investors 

Guide to Financial Statements (New York: H~rper and Row, 1976); 
price: $14.95. 

The Harvard Business School developed the Notes on 

Financial Analysis. It provides a concise discussion and 

problem set on how to interpret financial statements and other 

operating information of a business. (Available from: 

Intercollegiate Case Clearinghouse, Soldiers Field Road, 

Boston, MA 02163; price: $1.90 for th~ set.) 

For additional readings which are Qeared specifically to 

arson-for-profit investigation, see the two tactical guides by 

Lor~tta Campbell, !inancial Investigation ·of Arson-for-Profit 

and ~arget Company, Inc.: Balance Sheet, in Part II of this 

Manual. 
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II. Nat ional Resources: Organizations a12!:l Pro~"L~~Ital 
Associations 
~ ~,..;:;.;..;;..;:..;~:;;;. 

ALLIANCE OF AMERICAN INSUR~ __ ~~I) 

'rill": AIH is a national organization mane up of Inore l:han 100 
companies involved in personal and business innurance. 

An affiliate of AAI, the Property Loss Research Bureau 
(PLRB), provides training ann consulting s(;'rvic(:;; on i:3:~ues 
ricaling with the investigation of property lOGs. The Bureau's 
seminars include sessions covering arson control, directed 
toward invpstigators and insurance personnel .. 

The Alliance has also addressed the arson-for-profit issue 
through the development and distribution of an Arson 
Information Kit ($3.00), w'hich is a collecti.on of fact sheets, 
brochures, and articles. The arson package offers the 
insurance industry's views on arson statistics, Inqislution 
such as a model repor ting immun i ty law r q ui.de U lWS on 
estahlishing arson control programs and task forces, and 
reprints of speeches and articles discussing arson control 
programs. 

!_oJ fur.ther information, contact: 

Alliance of American Insurers 
20 North Wacker Drive 
Chicago, IL 60606 
(312) 558-3738 

AMERICAN INSURANCE ASSOCIATION (AIA). 

The American Insurance Association (AlA) i8 a national 
insurance-trade association representing approxim~tcly l~O 
insurance companies. Its subscribers are offerpri ~ vari.ety of 
services regarding property claims and information on 
engineering methods and safety procedures, 

The Association has taken an active role in arson control, 
primarily through its Property Claim Services Committee. In 
addition to the development of the Property Insurance Loss 
Register (PILR) discussed under a separate heading in this 
section, the Services Committee has dealt witt} Q[son in two 
other areas. First, a'full-time education unit has conducted 
approximately 200 seminars on arson over the past few years. 
Specific seminars are given for claims adjusters, fire and 
police officials, and claims managers. Secondly, the Services 
Cammi ttee has wor)<ed with federal a.gencies and other insurance 
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trade associations in an effort to coordinate arson prevention 
measures. This work has involved an examination of laws and 
regulations governing underwriting procedures, indemnification 
procedures, model arson legislation, and mortgage claims. 

For further information, contact: 

American Insurance Association 
85 John Street 
New York, NY 10038 
(212) 433- 4400 

ECONOMIC CRIME'PROJECT- {ECP) 
NATIONAL DISTRICT ATTORNEYS 'ASSOCIATION (NOAA) 

The Economic Crime Project is a national effort begun in 
1973 to provide central coordination and assistance to the 
white-collar crime units in member district attorneys' offices 
throughout the country. At the present time, 72 such economic 
(or white-collar) crime units are members of the ECP and 
operate in 34 states. The staff of the Economic Crime Project 
operates a national clearinghouse for the exchange of . 
information on various fraud schemes in its member 
jurisdictions and provides members with an analysis of 
different methods which the offices use to develop criminal 
cases. The ECP holds periodic meetings of Unit Chiefs, where 
new types of fraud schemes and means to combat them are shared 
among the participants. 

In 1978, the Economic Crime Project initiated an Insurance 
Fraud Task Force which addresses arson-for-profit as well as 
phony accident and medical insurance frauds. Staff and 
prosecutors on this Task Force developed an Insurance'Fraud 
Manual, one portion of which covers methods to detect . . ' Investigate, and prosecute the insurance fraud aspect of 
arson-far-profit. The ECP staff also publishes the quarterly 
Economic Crime Digest, which is an information bulletin on 
~ecent ca~es, innovative prosecution techniques, and other 
Items of Interest to the white-collar crime enforcement 
community--investigators and prosecutors. 

For further information, contact: 

Economic Crime Project 
National District Attorneys Association 
666 N. Lake Shore Drive, Suite 1432 
Chicago, IL 60611 
(312) 944-4610 

------~--
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INSURANCE'COMMITTEE ]OR ARSON CONTROL (ICAC) 

The Insurance Committee for Arson Control was formed in 
late 1978 to coordinate the insurance industry's efforts to 
combat arson. The ICAC is composed of the property-casualty 
insurance industry's major trade associations, plus 
unaffiliated insurance companies. Major activities are carried 
out through subcommittees and through member organizations 
represented on the ICAC. 

The major activities of the ICAC include: 

• Working to improve state legislation for arson 
control. A primary concern in this areas has been 
development of immunity laws to allow greater sh?ring 
of information. 

• Increasing public awareness of the arson problem. The 
Committee has published and distributed the Arson 
Control Directory: How and Why, Who, What, Where 
(1979; price, $15.00). The directory provides 
information on task force development, texts of sample 
speeches on arson, and a directory of state and 
national organizations involved in combatting arson. 

• 

• 

Supporting the development of state and local arson 
policy task forces. The committee has provided 
technical, financial, and other support in this regard. 

Examining and improving ind ustry proced u.~es related to 
arson, such as the identification of arson-prone 
situations, evidence handling" prosecution techniques, 
and internal company procedures. 

For further information, contact: 

Insurance Committee for Arson Control 
20 North Wacker Drive, Suite 2140 
Chicago, IL 60606 
(312) 558-3800 

INSURANCE CRIME PREVENTION INSTITUTE (ICPI) 

The Insurance Crime Prevention Institute is a national, 
not-for-profit membership corporation composed of more than 
three hundred insurance companies. ICPI's primary purpose is 
to investigate fraud ulent property ana cas ual ty ins urance 
claims for the purpose of referring evidence of a criminal 
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activity to appropriate law enforcement and prosecutorial 
agencies. ICPI does not participate in any way in the 
settlement of insurance claims. 

The Institute initiates its own insurance fraud 
investigation and assists law enforcement agencies in joint 
investigations at no cost to the law enforcement agency. 
ICPI's ~elease of information from claims files is usually 
dependent upon ICPI's actual involvement in the investigation. 
ICPI will conduct interviews, investigate claims and related 
information, access claims files of member companies, attempt 
to gain access to claims files of non-member companies, file 
criminal complaints, and testify in court. Information 
contained in the claims files will normally be made available 
to law enforcement ag~ncies working with lCPI. 

In addition to investigatory support, ICPI provides 
training assistance to law enforcement agencie,s. A training 
film on arson designed for the insurance industry is available 
to law enforcement. ICPI will also send speakers to training 
sessions and can assist il~ the design of special seminar 
programs. A handbook entitled Insurance Fraud was written for 
insurance personnel, but is also available for law enforcement 
personnel. 

For'furtherinformation; contact: 

The Insurance Crime Prevention Institute 
15 Franklin Street 
Westport, CT 06880 
(203) 226-6347 

INTERNATIONAL ASSOC!ATION OF 
ARSON INVESTIGATORS (IAAl) 

The IAAI is a non-profit organization which serves as an 
information resource and promotes cooperation among its 
members. The lAAI has approximately 5,000 members representing 
an assortment of public agencies (fire and police) and private 
companies involved in combatting arson. 

Several publications are available from lAAl. These 
include a bimonthly journal entitled The Fire and Arson 
Investigator, which features technical articles on arson and 
related fraud investigations. Since 1976, an annual 
publication entitled Selected'Articles for Arson Investigators 
has been made available to members. This pUblication is a 
collection of articles previously printed in the newsletter. 
The bound edition is available from IAAI for approximately 
$60. In addition, a membership directory is made available 
each year providing the name and address of each IAAI member. 
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Arson investigation training is promoted through a variety 
of sta~e and regional seminars held throughout the country. 
The IAAI reports on the availability of these seminars, and 
conducts its own annual national seminar. 

Membership in IAAI is $20 per year. 

For"further information; contact: 

International Association of Arson Investigators 
P.O. Box 600 
Marlboro, MA 01752 
(617) 481-5977 

INTERNATIONAL SOCIETY OF FIRE 
-sERVICE INSTRUCTORS (ISFSI) 

ISFSI has over 2,500 members consisting of fire suppression 
officers as well as fire service instructors. A clearinghouse 
has been established to provide a means of information exchange 
among the members of ISFSI. The ISFSI library contains more 
than 200 current documents which can be obtained for use as 
reference material. These reference documents are catalogued 
in Information Relay, a publication available from ISFSI. 

National seminars and conferences are offered throughout 
the country for members and non-members alike. A monthly 
new~letter provides up-to-date information on such topics as 
natIonal news, training tips, coming events, and new reference 
materials. 

ISFSI has not yet developed a specific instructional 
pac~~ge dealing with arson-for-profit. However, they have the 
aval~able resources to do so, and they welcome requests 
regarding arson-for-p~ofit issues. 

For additional information, contact: 

International Society of Fire Service Instructors 
P.O. Box 88 
Hopkinton, MA 01748 
(617) 435-3090 

NATIONAL ASSOCIATION OF CREDIT MANAGEMENT (NACM) 
FRAUD PREVENTION DEPARTMENT 

The Fraud Prevention Department of the National Association 
of Credit Management (NACM) conducts a national program to 
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combat commercial fraud against creditors. Its subscribers are 
primarily credit executives representing Private companies. 
The Fraud Prevention Department is funded through annual 
subscriptions by member organizations. 

Subscribers are provided with two major types of anti-fraud 
assistance. First, NACM will respond to a subscriber's ~equest 
for assistance in an investigation of possible fraud agaInst 
the official's company. This assistance often comes ~n the 
form of investigative specialists who help prepar~ ~vIdence for 
presentation to a law enforcement agency. In addItIon, a 
subscriber may request an investigation of a customer suspected 
of planning fraudulent activities. Despite the time and 
expense of investigating the ~rofessional bankrup~cy s~am or 
similar serious cases of credIt loss, NACM emphaSIzes ItS 
desire to offer assistance in these types of cases. 

Secondly NACM provides relevant information on the modus 
operandi ot" ;ecent fraud schemes or previous cases which it has 
handled. "Alert bulletins" offer warnings on "?ver-buy" . 
situations, phony billin~ schemes, and check sWIndles. D7tails 
of fraud investigations are mailed directly to all subscrIbers. 

While NACM's involvement in arson-for-profit inquiries is 
infrequent, it has occurred as a result of the investigation of 
other-fraud schemes such as bankruptcy and mail frauds, and 
RICO conspiracies. The assistance provided in gen7ral fraud 
cases has carried over to specific arson-for-profit . 
investigations where the latter problem has been combIned with 
suspected credit or bankruptcy fraud. 

For further information, contact: 

Fraud Prevention Department 
National Association of Credit Mahagement 
475 Park Avenue South 
New York, NY 10016 
(212) 725-1700 

NATIONAL ASSOCIATION OF FIRE INVESTIGATORS (NAFI} 

NAFI is a non-profit organization seeking to pr?m?te a 
better understanding of the technical causes and ?rIglns of 
fires and explosions. Acting as a national clearinghouse, NAFI 
distributes technical information, keeps fire.recor~s, reports 
on legislation, and distributes a newsle~ter.lnfor~lng.members 
of recent developments in the field of fIre InvestIgatIon. 
Requests for assistance that are received from non-members are 
often referred to a local NAFI member residing near the 
inquirer. NAFI is also invol~ed in the de~e~opment.and 
spcnsorship of several educatIonal and traInIng semInars each 
year. 
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Membership in NAFI is $10 per year. 

For further information; contact: 

National Association of Fire Investigators 
53 West Jackson Boulevard 
Chicago, IL 60604 
(3l2) 939-6050 

NATIONAL-ASSOCIATION OF INS~RANCE COMMISSIONERS (NAIC) 

The NAIC consists of the commissioners of state insurance 
depa:tments. ,The primary work of the NAIC is done through 
commIttees WhIch work on specific policy issues. A committee 
~ormed to deal with arson has focused on reform of state 
Insuranc~ laws,and regulations. The arson topics addressed by 
the commIttee 7nclude: ,FAIR plans and their possible effect on 
arson-for-proflt; the dIlemma of delayed claims settlement 
vers~s th~ ci~il liability of insurance companies; and issues 
dealIng wIth Insurance underwriting procedures. 

, Althoug~ the arson committee's written reports are not 
wIdely publISh~d, they are available to interested parties. 
These reports Include results vf the committee's work on 
recommended legislative and regulatory policies which NAIC 
fee~s could help,combat the arson problem. Work on issues such 
as,l~surance claIm procedures and immunity standards for 
galnIng access to insurance information has also been 
und~rtaken. A draft of model insurance immunity legislation is 
avaIlable by writing to NAIC. 

For further information; contact: 

National Association of Insurance Commissioners 
Attention: Arson Inform~~ion 
633 W. Wisconsin Avenue, Suite 1015 
Milwaukee, WI 53203 
(414) 271-4464 

NATIONAL AUTOMOBILE THEFT BUREAU (NATB) 

The NATB is a non-profit service organization supported by 
member insurance companies. The Bureau actively assists law 
enforcem~nt pe:sonnel in the investigation of motor vehicle 
the~ts (IncludIng motorboats and off-road construction 
equIpment), auto fires, and related fraud schemes. 
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Two areas of specific concern are the identification of 
vehicles bearing altered or obliterated identification numbers 
and the investigation of professional fraud rings, including 
those which burn autos which were falsely reported as stolen. 
NATB also offers assistance in the development of educational 
programs on investigative techniques, and NATB maintains the 
computerized North American Theft Information System (NATIS) 
allowing rapid access to NATB records. 

NATB investigations are usually conducted in conjunction 
with a law enforcement agency. The latter can obtain the name 
of a policyholder's insurance carrier and other insurance 
information from NATB. NATB will assist-the agency in 
investigative searches if the information is not re~dily 
available from NATB records. NATB can also b;? called upon to 
sign a cdminal complaint under authority delegated to its 
agents by the member insurance companies. The Auto Theft 
Information System is not part of the Property Insurance Loss 
Register of tte American Insurance Association, so 
policyholders with prior or multiple claims will not show up as 
a result of an NATB search. However, prior stolen car reports, 
including those accompanied by incendiary or suspicious fires, 
involving owners are available from NATB. 

The NATB specialists are available for consultation on 
investigating auto fires. Also, audio/visual training programs 
are distributed for vehicle arson investigation training. NATB 
also publishes the pocket manual, The Investigation of 
A~tomobile-Fires. 

For further information;·con.~: 

National Automobile Theft Bureau 
10330 South Roberts Road 
Palos Hills, IL 60482 
(3l2) 430-2430 

NATIONAL CENTER-ON WHITE-COLLAR CRIME 

The National Center on White-Collar Crime is a resource 
program of expertise, training, and technical assistance. 
Created under an LEAA grant; its purpose is to develop and 
expand the understanding of white-collar crime enforcement 
techniques among investigators and prosecutors. The National 
Center provides its services in four ways: 

• Fi rst, development of the "Model Curr ic ul um and 
Training Guide on Programs to Combat White-Collar 
Crime." The curriculum provides a series of steps 
which training officers should follow in setting up or 
adapting a white-collar crime enforcement program for 
their personnel. 
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Second, the Model Curriculum forms the basis of 
Comprehensive Training Courses on white-collar crime 
enforcement techniques, which are held either at 
Battelle in Seattle or at a selected location on the 
East Coast. The course combines planning and 
tactical, criminal and civil, and investigator
prosecutor interdisciplinary approaches to this field. 

Third, the National Center has developed a series of 
Operational Guides to White-Collar Crime Enforcement, 
each of which addresses a specific planning issue or 
substantive crime problem. Topics covered by the 
operational guides include "Investigative Planning," 
"The Intelligence Process in White-Collar Crime 
Enforcement," "Interviewing and Interrogation,~ and 
"Determination of Undisclosed Financial Interest." 

Fourth, the National Center maintains a technical 
assistance capability which is designed to place an 
inquiring investigator or prosecutor in touch with 
another such expert who has had experience with the 
problem at hand. This service of the Center can also 
identify a written guide or manual on most 
fraud-related subjects. The National Center also 
publishes Update on a periodic basis, and this 
technical newsletter. covers current literature and 
other national and local developments in white-collar 
crime enforcement. 

While the National Center does not focus specifically on 
arson or arson-for-profit, it maintains a collection of 
operational materials on insurance fraud, as well as innovative 
~ivil remedies to combat all types of white-collar ~rime, 
including arson-for-profit. 

Forturther information~ contact: 

National Center on White-Collar Crime 
Battelle Law and Justice Study Center 
4000 N.E. 41st Street 
Seattle, WA 98105 
(206) 525-3130 

NATIONAL COLLEGE OF DISTRICT ATTORNEYS (NCDA) 

Through the cooperation of various attorneys' associations, 
NCDA was established as a private, non-profit organization to 
provide continuing education for prosecuting attorneys. 
Between 25 and 30 educational seminars on many topics are 
provided each year. . 
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.D~ring the past year, NCDA offered five separate 2-1/2-day 
traInIng courses on arson prosecution. Although specific 
lectures on arson-for-profit were not includeo, the course 
material did address arson-for-profit, including a discussion 
of the profit motive. 

NCDA can develop or provide advice on developing 
ars~n-for-profit training programs for prosecutors. A variety 
of Instructors used in previous arson seminars are available to 
NCDA for future training purposes. 

For further information, contact: 

National College of District Attorneys 
Bates College of Law 
University of Houstcn 
Houston, TX 77004 
(713) 749-1571 

NATIONAL COMMITTEE ON PROPERTY INSURANCE (NCPI) 

The NCPI functions as the national trade organization for 
state FAIR plans. It provides guidance to the FAIR plans on 
issues of claims handling and underwriting. 

In early 1979, an Arson Task Force was formed to assist in 
the development of an "anti-arson action plan." As a result of 
this Task Force, a national seminar on arson control strategies 
and FAIR plans was conducted in January 1980. By mid-1980, 
NCPI plans to have a comprehensive publication on the arson 
issue ready for distribution. The publication will cover three 
major areas: (1) a general discussion of arson-for-profit 
vis-a-vis the FAIR plans; (2) an analysis of underwriting 
techniques and how to preven~ problems such as overissuing; and 
(3) a guide on how to effectively handle insurance claims as 
part of a post-fire investigation. 

For further information, contact: 

National Committee on Property Insurance 
55 Court Street 
Boston, MA 02108 
(617) 367-5912 

NATIONAL· FIRE' ACADEr<IY 

The National Fire Academy serves as the training component 
of the U.S. Fire Administration. The Academy offers two 



- ~ 

170 

training courses on arson: (1) a three-week basic 
investigations course, and (2) a one-week course on arson 
detection. These courses are presented regularly throughout 
the year and usually at two different locations. One location 
always includes the academy site in Emmitsburg, Maryland. The 
other locations for the courses are selected from various 
regional sites throughout the United States. 

Arson-for-profit is not a specific topic in either course 
curriculum, but issues related to arson-for-profit are 
addressed throughout the course. For example, part of the 
basic arson investigation course deals with the investigation 
of insurance claims and the review of policy records. 

The material used in both courses has been compiled in one 
package. This course package has been distributed to all State 
Fire Marshals and to the major city fire departments. The 
National Fire Academy can provide the reader with the names and 
addresses of the nearest available official having access to 
the total training package. 

Fire Academy officials feel their training program offers 
an introductory examination of the arson-for-profit problem 
which can be followed up by more specific course \OJ'ork such as 
the ATF or FBI seminars on arson-for-profit. 

For further information, contact: 

National Fire Academy 
Route 1, P.O. Box lOA 
Emmitsburg, MD 21727 
(301) 447-6771 

NATIONAL FIRE PROTECTION ASSOCIATION (NFPA) 

The NFPA is a non-profit organization created for the 
development of standards and the promotion of education in fire 
protection. Approximately 30 percent of NFPA's 32,000 members 
consist of fire service personnel, with the remaining 
membership coming from insurance companies and other private 
firms. 

Training materials available from NFPA include several 
different slide packages (80 slides per package) offering 
technical advice on the determination of fire cause. A film is 
available outlining the fire investigation process, and a 
compilation of previously published articles is contained in 
NFPA's book, 'Arson: Some Problems'and Solutions. NFPA also 
keeps records of fire occurrence and dollar amounts of the loss 
infor~ation received from members. These records ar~ not 
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broken down by arson versus non-arson; however, they can be 
analyzed by NFPA to provide information on fire incidence 
patterns. This information is available to members and 
non-members for a minimal service charge. 

NFPA has scheduled 11 one-day seminars on arson 
investigation in 1980, focusing primarily on fire scene 
examination. By June 1980, NFPA expects to have a slide 
presentation package available pertaining specifically to 
arson-for-profit investigation. 

Membership in NFPA is $40 per year. 

For further 'information, contact: 

National Fire Protection Association 
470 Atlantic Avenue 
Boston, MA 02210 
(617) 482-8755 

PROPERTY INSURANCE LOSS REGISTER (PILR) 

During the past several years, the Property Claims Services 
Committee of the American Insurance Association has worked with 
other insurance associations and member companies to develop 
PILR. PILR is a computerized registry of fire insurance loss 
claims. Operated as a non-profit, fee-paid subscription 
service, claims adjusters of the member companies a~e required 
to submit reports to PILR of all fire losses in excess of 
$500. PILR is considering the possibility of including 
burglary, theft, and other property losses as additional 
sources and categories of information. 

Membership in PILR includes over 400 insurance companies 
which write approximately 90 percent of the property insurance 
in the United States. The reports filed by the claims 
adjusters include the following information: 

1. Names of insured, spouse, alias, and tenants 
2. Names of owners, partners, corporate officers, 

mortgages, et ale 
3. Type of occupancy 
4. Cause of loss, if known 
5. Time and date of loss 
6. Insurer(s) and th0 omounts of coverage. 

The PILR system became fully operational in January, 1980. 
It is intended that when a claims adiuster submits a property 
insurance loss report to PILR, the information will be recorded 
and an immediate search of the PILR files will be initiated. 
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The search is expected to result in the detection of other 
fires on record which bear similar characteristics to the one 
reported. This information will then be returned tothe'claims 
adjuster via a designated person within the member company. 

The only way a police or fire investigator can obtain 
direct access to the PILR system (i.e., without going through a 
company claims representative) is by subpoena. However, PILR 
information may be obtained indirectly by an exchange between 
the appropriate claims adjuster and law enforcement officer. 
For example, if a law enforcement officer is investigating a 
recent fire, information on the date and location of loss and 
the insured's name (if known) can be submitted to PILR. A 
search will be conducted, and any pertinent information 
relating to that loss will be conveyed to the claims adjuster 
who originally submitted the report. PILR will ask that 
adjuster to contact the investigator and convey the 
information. Such indirect exchanges are strictly governed by 
privacy, security, and insurance immunity laws. 

Tbe information cannot be used for such purposes as 
underwriting, credit reports, or for business statements. 

For further information; contact: 

Property Insurance Loss Register 
700 New Brunswick Avenue 
Rahway, NJ 07065 
(201) 388-0157 

SOCIETY OF'CHARTEREDPROPERTY AND 
CASUALTY'UNDERWRITERS (CPCB) 

The Society of CPCU is a national organization composed of 
underwriters who have successfully passed a series of 
underwriting examinations. The organization is desiqned to 
provide continuing education and training on issues of concern 
to the insurance industry. 

Through a nationwide network of chapters, the Society 
conducts a variety of seminars, clinics, wortshops, and 
mini-classes. A monthly newsletter, CPCU News, provides 
information on recent developments in the insurance field, and 
the Society publishes a journal on insurance practices entitled 
CPCU Annals. 

Research is encouraged and the Society periodically 
publishes monographs on various subjects, including arson. In 
November, 1978, the Chicago Chapter issued a report, entitled 
"Arson-for-Profit," which discussed the underwriting-adiusting 
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process as it pertains to arson-for-profit. Semina~s and 
workshops deal with such issues as arson and insurance fraud, 
and their relationship to underwriting practices. 

For further information~ contact: 

The American Institute for Property and Liability 
Underwriters 

Providence and Sugartown Roads 
Malvern, PA 19355 
(215) 644-2100 

III. Selected Planning and 'Operational Support'Publications 

ARSON: A MULTIFACETED'PROBLEM. 

Prepared by Public Te6hnology, 'Inc., for the U.S. 
Fire Administration, 1980, 48 pages, $2.50 

Referre~ to as an "information bullatin" by its authors, 
this publication provides useful information on the efforts of 
various organizations'to combat arson. The. organizations 
reviewed include federal agencies, U.S. Congress, insurance 
organizations, fire service organizations, and an assortment of 
"others" such as the American Bar Association and National 
League of Cities. On the state and local level, anti-arson 
programs in several jurisdictions'ar~ outlined by~the author~. 
Legislative prop~sals are described along with the research and 
development efforts being conducted by private organizations. 
A separate section of the booklet contains the address of each, 
of these organizations, including the name of a key contact 
person. Anti-arson-for-profit efforts are not listed 
separately, but instead are incorporated within the di~cussion 
of each separate jurisdiction and organization. The fInal 
section of the publication offers a se1ecte~ bibliography of, 
arson-related readings used in the prepa~atlon of the bulletIn. 

For further information, contact: 

Program Manager, Fire Safety and Disaster Prep~redness 
Public Technology, Inc. 
1140 Connecticut Avenue, N.W. 
Washington, D.C. 20036 
(202) 452-7803 

.. ' 
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ARSON ANALYSIS NEWSLETTER 

The Arson Analysis Newsletter (AAN) is a bimonthly 
publication of Systems Engineering Associates and is available 
by subscription. The AAN is primarily directed toward 
providing the reader with a better understanding of the 
technical aspects of arson fires. More specifically, the 
newsletter's features usually deal with analytical methods to 
identify flammable liquids or explosive residues. In this 
respect, it provides useful information for investigators 
desiring greater knowledge about the causes and origins of 
fires. 

Articles in the newsletter are contributed by various 
forensic scientists and arson investigators throughout the 
country. In addition to technical issues, a number of other 
relevant topics are often covered in AAN. For example, a 
recent issue offered a five-page summary of proceedings of the 
1979 California Conference of Arson Investigators. Several 
important court cases discussed at the conference were outlined 
in the newsletter. Other conference topics summarized by AAN 
incl uded: eavesdropping, pub]. ic media relations, ATF' s 
national arson effort, and th~ physical and chemical properties 
of consumer products. 

Another section of the newsletter presents recent 
developments in the arson field anci serves as a medium for 
requesting information from the readers on particular topics. 

The subscription price for AAN is $6.00 per year for U.S. 
residents and $20.00 per year for subscribers outside the U.S. 

For further information, contact: 

Arson Analysis Newsletter 
Systems Engineering Associates 
7349 Worthington-Galena Road 
Columbus, OH 43085 

ARSON CONTROL DIRECTORY 

Public Relations Subcommittee, 
Insurance Committee for. Arson Control, 1979, $15.00 

This three-ringed notebook was prepared as a reference tool 
for arson enforcement personnel. The directory is divided into 
four parts. Part one offers a brief description and address of 
several national organizations involved in arson control. 
Members of the various subcommittees of the Insurance Committee 
for Arson Control (ICAC) are listed. Information is also 
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provided on how to establish a local arson control task force. 
Part two is a state-by-state directory of arson control 
organizations such as task forces, tip award p:ograms, and 
state insurance associations. Part three conslsts of a sample 
speech text on arson. Part ~our is a ~opy of Target: Ars?n, a 
briefing paper and arson POllCy analysls of the ICAC. Wrltten 
in 1978, this paper outlines a series of recommendatio~s 
adopted by ICAC concerning a variety of arson control lssues. 
The Insurance Committee on Arson Control attempts to keep the 
holders of the directory up to date by adding revisions, status 
reports, and recent news releases to the directory. 

For further information, contact: 

Public Relations Subcommittee 
Insurance Committee for Arson Control 
20 N. Wacker Drive, Suite 2140 
Chicago, IL 60606 
(312) 558-3800 

ARSON RESOURCE BULLETIN 

The U.S. Fire Administration publishes this bulletin 
several times a year in an effort to provide information on 
current arson prevention and control topics. Each issue has a 
feature article along with other articles in many arson subiect 
areas. For example, a recent issue had a four-page feature 
article on statewide arson organizations. The same issue also 
contained articles on the rural arson problem, the availability 
of "mass media kits" on arson, an~ two articles focusing on 
juvenile arson. In addition, the "arson news" section of the 
bulletin facilitates the exchange of information concerning 
arson educational programs, written resource material, and 
innovative arson efforts nationwide. 

For further' information, contact: 

Arson Resource Center 
Office of Planning and Education 
U.S. Fire Administration 
Washington, D.C. 20472 

ARSON RESOURCE'DT~ECTORY 

Dr. Herman Weisman and Nancy Stone, 
U.S. Fire Administration, 1980, 159 pages, no price noted 

This publication examines four topic areas of concern in 
the development of an arson prevention and control program: 
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Management of anti-arson activities and resources; 
Investigation and prosecution; 
Economic factors; and 
Behavioral factors. 

The first section on management of activities provides 
lists of various strategies used to combat arson. The lists 
include statewlde arson organizations, metropolitan arson task 
forces, local arson units, data resources, early warning 
systems, public education programs, community organizations, 
and legislative proposals. For each of these strategies, the 
directory provides the name of a contact person along with the 
name and address of the appropriate agency. 

The investigation and prosecution section identifies 
training and education programs, lists arson detection 
equipment manufacturers, and provides a state-by-state listing 
of forensic laboratories available for analyzing arson evidence. 

The section on economic factors lists some insurance 
industry programs, while the behavioral factors section 
examines programs dealing with the juvenile firesetter. An 
additional section at the end of the directory provides names 
and addresses of private associations, research organizations, 
an'· federal agencies involved in controlling arson. 

For further information, contact: 

Arson Resource Center 
Office of Planning and Education 
u.s. Fire Administration 
Washington, D.C. 20472 
(202) 634-7553 

BUSINESS INFORMATION SOURCES 

by Lorna M. Daniels, 
University of California Press: 

Berkeley, 1976, 439 pages, $14.95 

This comprehensive book is an annotated guide to a wide 
variety of business publications and other reference sources. 
The first section of the book outlines general sources of 
business information such as directories, statistical 
publications, industry surv~ys, bibliographies, and abstracts. 
The second half of the book aD~~esses sUbstantive areas of 
business such as accountingl finauce, insurance, and real 
estate. Material in both sections can be of use to the arson 
investigator or prosecutor. Information on particular kinds of 
companies and industries can be obtained from the first 
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section, while sources of information on investigative 
categories such as real estate transactions or insurance 
practices are found in the remaining section. The 
well-organized, annotated features of the book make it a 
relevant, easy-to-use resource tool for the reader. 

The book costs $14.95 and is available at many public 
ljbraries. 

CHASING PAPER: A RESEARCH MANUAL 
FOR ARSON INVESTIGATORS 

by Harvey H. Schmidt, 1979, 24 pages, $3.00 

This manual is directed toward investigators and 
prosecutors involved in background research in arson cases. 
The author examines the collection and analysis of information 
from public and private sources for use in establishing a 
financial motive for an incendiary fire. Information sources 
are categorized according to municipal, county, state, federal, 
and private records. Under each category the author presents a 
detailed, step-by-step procedure for analyzing each record. 
Special focus is directed toward documents filed at the 
registry of deeds--such as deeds, mortgages, leases, tax liens, 
attachments, etc. The final section of the manual provides the 
reader with a quick guide on how to interpret the information 
obtained from the record search. Under each category the 
author lists several "red flag" indicators which signify 
possible motives for arson. A variety of feasible explanations 
for these indicators are given, and it offers the reader a 
checklist for further investigation. 

For further information, contac£: 

Harvey H. Schmidt 
P.O. Box 1155 
Boston, MA 02103 

COMBATTING ARSON-FaR-PROFIT: ADVANCED TECHNI0UES 
FOR lNVESTl~ATORS 

by David lcove, Vernon Wherry, and J. David Schr~eder, 
Battelle Columbus Laboratories, 1979, 112 pages, $27.50 

This guide presents a model for structuring 
arson-for-profit investigations. It is geared toward the 
investigation of individually perpetrated, rather than 
organized, arson-for-profit schemes. One section of the guide 
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focuses on investigative planning, and a useful overview of the 
p~anning process is presented. The authors distinguish between 
fle~d and support activities in conducting the investigation. 
VarlOUS sources of documentary evidence are given with a 
follow-up discussion on how to obtain such documents and how to 
handle them once obtained. The final chapter deals with the 
presentation of investigative information via investigation 
reports and grand jury summaries. Additional material is 
presented in the five appendices to the guide. Appendices one 
through four deal with applicable federal and state statutes 
related to arson and arson-for-profit, sample news release 
forms, sample forms for obtaining evidence, and a sample 
consensual monitoring form. The final appendix documents an 
~ctual,ars~n-for-profit case ,through the use of a sample 
lnvestlgatlve report, grand Jury summary, and an investigative 
flow chart. . 

For further information, contact: 

Battelle Press 
505 King Avenue 
Columbus, OH 43201 
(614) 424-6393 

EXEMPLARY PROJECTS: PROSECUTION OF ECONOMIC CRIME 

by Peter Finn and Alan R. Hoffman, 
for the Law Enforcement Assistance 

Administration, 1976, 161 pages, $2.90 

, This ~anual provides a detailed description of the economic 
(l.e., whlte-collar) crime units in operation in the district 
attorney's offices of San Diego, California, and Seattle 
Washington. This information can be helpful to arson ' 
investigators and prosecutors by providing guidelines on the 
planning and operation of a white-collar crime approach to 
arson-fraud. Two chapters of the manual are devoted to an 
extensive examination of the prosecution units. Issues covered 
by the authors include defining the goals of the unit 

, , ' 
o:ganl~a~lonal st:ucture, staffing, case development and 
d;Sposltlon, fundlng, and evaluation of project results. Using 
t'.1e exemplary res ul ts of these two economic cr ime programs, the 
authors address the major organizational issues and offer some 
suggestions on the successful implementation of s:milar 
programs. Appendices include a list of federal, state, and 
local support agencies that may be able to provide assistance, 
sample forms to be used for case handlinq and evaluation 
purposes, and finally, a summary paper on the lessons learned 
from the implementation of economic crime units in general. 
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Copies of this manual are for sale by: 

Superintendent of Documents 
U.S. Government Printing Office 
Washington, D.C. 20402 

Stock No. 027-000-00375-3 

A HANDBOOK OF SMALL BUSINESS FINANCE . 
by Jack Zwick, U.S. Small Business Administration, 

1975, 63 pages, $2.50 

Although designed for the small business manager, this 
handbook can provide the arson investigator with useful 
i~formation on the financial operations, and especially the 
problems, of small businesses. Two types of financial 
statements--the balance sheet and the profit-loss 
statement--are discussed. Using the information from 
hypothetical financial statements, the author describes ratio 
analysis techniques which can be used to determine the 
liquidity and profitability position of the business in 
question relative to others. Publications giving the "average" 
ratios for various types of businesses are listed as sources 
for comparison with the target company. Various methods of 
secured and unsecured borrowing are explained by the author. A 
discussion of the SBA and the venture capital opportunities 
available for small business persons is also provided. The 
concluding chapter presents a bibliography of reference 
material available for ~btaining further information on small 
business financial operations. 

Copies of this 'publication are'available through: 

Superintendent of Documents 
U.S. Government Printing Office 
Washington, D.C. 20402 

Stock No.: 045-000-00139-3 

HOW TO-READ A FINANCIAL REPORT 

by Merrill Lynch, Pierce, Fenner, and Smith, Inc., 
1979, 31 pages, free 

This booklet is directed toward the non-accountant 
interested in gaining a better un~erstanding of a corporation's 
financial position. By analyzing various financial statements 
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in a concise, understandable manner, this publication provides 
a useful resource tool for the arson investigator or 
prosecutor. The authors present a line-by-line description of 
the contents of four different financial statements for a 
hypothetical, publicly held company. These statements include 
the balance sheet, the income statement, the accumulated 
retained earnings statement, and the statement of source and 
applications of funds. In addition to the line-by-line 
description, an analysis is offered on how to interpret the 
figures reported in the statements. This analysis covers 
topics such as profitability and liquidity ratios, leverage, 
extraordinary items, earnings per share, and price-earnings 
ratio. A final section of the booklet offers some advice on 
the importance of statement footnotes for obtaining further 
information. 

For further information; contact: 

Merrill Lynch, Pierce, Fenner, and Smith, Inc. 
One Liberty Plaza 
165 Broadway 
New York, NY 10080 

THE' INVESTIGATION' OF-WHITE-COLLAR' CRIME: 
A MANUAL FOR-LAW' ENFORCEMENT AGENCIES 

by Herbert Edelhertz, Ezra Stotland, Marilyn Walsh, and 
Milton Weinberg; Battelle Law and Justice Study Center. 

Prepared for the Law Enforcement Assistance 
Administration, 1977, 325 pages, $6.DO 

The pr imary theme of this publ ication is that there arE'! 
common IJl'oblems to be overcome in the preparation and cond uct 
of any white-collar crime investigation. This publication can 
be useful for the arson-for-profit investigative unit by 
assisting the reader in developing effective, overall 
investigativ2 strategies and techniques. The section in the 
manual on "Th~ Elements of White-Collar Crime" is especially 
relevant. This section provides important guidance on 
conducting an investigation by demonstrating how to identify 
and target certain kinds of information and evidence needed to 
construct a solid fraud case. 

The authors go into detail as to how the investigator 
should actually obtain information and evidence. These 
sections include such topics as interviewing and interrogation, 
covert operations, public record searching, and locating 
victim/witnesses. Other chapters of the manual are also 
relevant for the arson-for-profit investigator. Organization 
of the white-collar investigative unit is examined, including a 
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discussion of interagency cooperation, public relations, and 
the prosecutor-investigator relationship. Another chapter of 
the manual looks at the various uses of intelligence and how to 
obtain intelligence on white-collar crime. The computer as ~n 
investigative resource is described by the authors. Evaluatlon 
methods for any white-collar crime effort comp~e~es the t~xt of 
the manual. Appendices include a guide on tralnl:n~ technlques, 
a list of sources of information, a glossary of whlte-collar 
crime terms, a bibliography, and a separate guide on financial 
investigative techniques. 

For further information contact: 

Superintendent of Doc UYnents 
U.S. Government Pr.inting Office 
Washington, D.C~ 20402 

Stock No. 027-000-00507-1 

MANUAL FOR THE INVESTIGATION'OF'AUTOMOBILE FIRES 

National Automobile Theft Bureau, 
1977, 55 pages, no price noted 

This pocket-sized handbook offers a concise, convenient 
guide for investigating suspected incendiary causes in . 
automobile fires. Suggested investigative procedures are glven 
for insurance adjusters and claims personnel. Investigating 
officers are given advice on important issues such as the 
inspection of salvage, interviewing owners and w~tness~s, ~nd 
obtaining additional information to support the lnvestlgatlon. 
The results of various types of simulated arson tests are 
outlined. These tests point out the potential incendiary 
nature of automobile fires originating at different locations 
of the vehicle. The manual also lists the addresses of several 
regional offices of the NATB, as well as the nat~onal offic~. 
An appendix is provided which lists the flash pOlnts of varlOUS 
oils and volatile liquids. 

For further'information, contact: 

National Automobile Theft Bureau 
10330 South Roberts Road 
Palos Hills, IL 60482 
(312) 430-2430 
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1980 FORENSIC SERVleES-DIREeTORY 

National Forensic Center, 1980, 524 pages, ~$47.50 

, Th~s,direct~ry is a useful sourcebook of thousands of 
sCIentIfIC, medIcal, and technical experts available to serve 
as consultants and as expert trial witnesses. The first part 
of till? boo~ focus~s on forer:tsic experts from a broad spectrum 
of professIonal fIelds rangIng from physical science to social 
science, to engineering. This section of the book is followe~ 
by ov~r 200 pages of entries of specialized professional and 
technIcal consultants. 

, Bo~h sections of the directory can be of use to the arson 
Investigator,or prosecuto:. Experts in general disciplines 
such,as chemIstry, economIcs, psychology, or criminology can be 
r~adlly located in the first section. Specialized experts in 
fIr~ and ,exPlosions , (including arson), fire protection 
er:tg7nee:Ing, val~ation and appraisal, salvage operations, 
litIgat:on, housIng, and finance represent a few of_the 
categorIes offered in the second half of the directory. 

The directory lists the experts alphabetically under each 
cate~ory along,w~th,the individual's address, area(s) of 
s~ecialty, affI~lation with an organization, and degree(s) or 
~~cense(s) attaIned. ,More detailed biographies of each expert 
lI~ted are pr~sented In an appendix. The directory also lists 
eVIdence,testIhg laboratories available for investigative and 
prosecutIve support. 

This publication may be purchased for $47.50, plus a $2.00 
handling charge. 

For further information; contact: 

Forensic Services Directory, Inc. 
P.O. Box 305 
F'air Lawn, NJ 07410 
(201) 797-4343 

PEOPLE BEFORE PROPERTY: A REAL ESTATE-PRIMER 
AND RESEARCH GUIDE 

Urban Planning Aid, Inc., 
Boston, Massachusetts, 1972, 169 pages, $5.90 

Presented as a manual for uncovering abuses in the real 
estate,marke~, this han?book provides a useful guide to the 
arson Ir:tvestI~ator seekIng more information on real estate 
ownershIp. DIfferent forms of ownership are described, 
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including trusts, institutional holdings, and "straws." 
Concepts often used in real estate transactions are defined. 
These concepts include mortgage loans, taxAs, and profit 

" measures. 
i-

The second part of the guide outlines the various sources 
of information available to the investigator. The authors 
examine the following: different public records available, 
local real estate guides published, information available in 
libraries, and an assortment of other sources such as 
newspapers and personal interviews. 

In the final section of the handbook, the authors describe 
how to research specific parcels of property, owners, 
companies, banks, and mortgage lenders.. This is presented in a 
step-by-step format in which the reader is asked to address a 
set of pertinent questions. 

The handbook includes a glossary and several appendices, 
among which are several of particular interest: a sample of a 
deed and samples of first and second mortgage documents. The 
author offer~ a layperson'g explanation for various features of 
these doc urnents. 

For further information, contact: 

The Midwest Academy 
600 W. Fullerton 
Chicago, IL 60614 
(3l2) 929-6525 

PROGRAM MODEL ON ARSON PREVENTION AND CONTROL 

Abt Associates, Inc., 1980, 167 pages 

Preoared for the National Institute of Justice of LEAA, 
this publication surveys various nationwide approaches that 
have been employed to combat arson. It is designed as a g~ide 
for law enforcement agencies, fire departments, and communIty 
groups on how to develop efferitive arson prevention and control 
measures. Although written for all types of arson, many 
portions of this document specifically deal with 
arson-for-profit issues. 

The publication begins with a nationwide overview of the 
arson problem. Subsequent chapters examine ar~o~ task forces 
and arson units u$ing examples from selected CItIes. Iss~es 
dealing with arson investigation and preventative strategIes 
are then covered. The authors also provide a summary of 
statutes on arson and various laws ~ffecting insurance 

, ":;-
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practices. The latter are especially relevant for 
arson-for-profit cases, and they include such issues as 
possible changes in "valued policyn laws, disclosure of true 
property ownership, modification of FAIR plans, and arson 
reporting immunity laws. The final chapter of the publication 
covers the various arson and fire data collection and analysis 
systems. This includes various reporting systems (e.g., PILR), 
information management systems, and early warning systems. Two 
of the appendices suggest model legislation--one for an arson 
penal law, and the other for an arson reporting immunity bill. 
The third appendix offers a summary table of arson prevention 
and control measures in the six cities visited by the authors. 

!pr further infor~ation, contact: 

Office of Development, Testing, and Dissemination 
National Institute of Justice 
u.s. Department of Justice 
Washi~gton, D.C. 20531 

RESEARCH: A MANUAL FOR ARSON ANALYSIS AND PROPERTY RESEARCH 

by Michael Stone and Mark Zanger, 
U'rban Ed ucationa1 Systems, Inc., 1979, 290 pages 

This manual is based on the arson research cxperi~nce of 
the authors in the Boston area. It provides a useful guide for 
arson-for-profit investigations by outlining various sources of 
information, what information to look for, and how to organize 
the information obtained. Each of these areas is covered under 
separate chapters focusing on research of particular buildings, 
research of p'artic ular owners, and research of patterns of 
ownership within a neighborhood. Specific issues discussed 
include: prior fire history, investment profitability, 
ownership interests, organized ownership links, and financing 
methods. 

The second section (If the manual offers an excellent 
examination of the legal and economic aspects of the real 
estate business. The various forms of ownership (e.g., 
partnerships, corporations, trusts, straws, etc.) and how they 
relate to arson are covered. Characteristics of financing and 
profitability are then discussed with a particular emphasis on 
rental housing ownership. 

Sources of public record information are outlined in the 
final section of the manu~l. The authors define the various 
records, describe wher~ they can be found and what they 
contain, and offer samples of what such records may be expected 
to look like. 
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or relevant business 
The manual also includes ~ 91~h~:~Y appendices. The latter 

and real estate terms alongmw~~~ng monthiy mortgage ~a~ments, a 
includes a procedure for cOdP brief statement on galnlng 
loan amortization ~ab1e, an a 
access to informatlon • 

For further infr.Gl~ation, contact: 

Arson Resource ~enterd Educarion 
Office of P1annl ng an, ~ 
U S Fire Administratlon 
W~shington, D.C. 20472 
(202) 634-7553 
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CHAPTER 9: ARSON'INFORMATIONMANAGEMENTAND 

EARLY WARNING 'SYSTEMS 

Introducticm. 
This chapter offers a profile of the arson information 

management (AIM) systems funded by the u.s. Fire Administration 

in four cities--New Haven, New York, Boston, and Phoenix. 
The general similiarities among the four systems are quite 

evident. They all use electronic data processing equipment to 
streamline the collection and analysis of fire and arson
related information. All four systems use some form of 

statistical or other information analysis to determine the 
correlation between arson fires and other variables. Arson 
prevention measures are outlined by all four jurisdictions as a 
strategic option for what to do with the arson information once 

it is obtained. 
Despite these similarities, the four AIM systems represent 

a range of available options which the reader can use as a 
guide to determine the most appropriate AIM system for his/her 
jurisdiction. For example, the Phoenix system is based on a 
reactive strategy. The arson prevention measures designed for 
that jurisdiction come from post-fire incidence reports. The 

other three jurisdictions, on ~he other hand, have developed 

early warning systems used to target E! .. ~.:-arson building risks. 

For this reason, Phoenix does not require sophisticated 

computer hardware or software. The non-predictive feature of 

their system can be handled by a less complicated (and less 
expensive) processing machine. 

The early warning systems in New Haven, New York, and 

Boston have each relied on a mixture of manual and electronic 

systems. They have attempted to i~'lement gradually the 
electronic data processing aspects of their AIM systems in 

order to facilitate the changeover. The increased complexity 

Preceding page blank . 187 
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compared to the Phoenix system, in turn, offers these three 

cities a highly versatile and potentially effective arson 

prevention system. 
New York has been extremely innovative in s,t udying the 

potential uses of a sophisticated AIM system. Their staff has 

proposed a variety of programs, and significant progress has 

been made in their efforts to bring together the massive 

amounts of information found within their jur~sdiction. New 

Haven has probably gone the farthest in actually developing and 

implementing an AIM system. The statistical analysis done by 

New Haven to this point offers an excellent guide to agencies 

just beginning to develop their own system. The Boston AIM 

system has done extensive work in the areas of statistical 

analysis and computer software development, as indicated by 
their complex AIM system. 

In short, the reader is advised to carefully review the 

following,profiles in order to get a better understanding of 

where his/her own AIM system needs may lie. The basic tradeoff 

may be that a more versatile, predictive system necessitates 
more resources and greater staff expertise. 

I. New Haven'Arson'W~rning'and'Prevention System (AWPS) 
A. Purpose of,the-System 

The primary purpose of the New Haven model is to prevent 

arson incidents from occurring by predicting those buildings 

most prone to an arson fire in the near future. The intention 

of the program is for preventive measures to be undertaken by 

city officials (e.g., through increased housing and building 

code enforcement) J law enforcement agencies (e.g., increased 

arson patrols of "at-risk" areas), insurance companies (e.g., 

to monitor increases in insurance coverage); and financial 

institutions (e.g.v to consider risk information when making 

loan application decisions). In addition, the information 

provided by the early warning system will be applicable for 

post-fire investigations. Stich uses include: distinguishing 

:1 
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common characteristics in arson fires, identifying public 

adjusters and insurers frequently involved with policyholders 

who suffer arson losses, and obtaining information on property 

history. 
B. How·the'New·Haven AWPS'Works 

The arson warning system is based on the concept that a 

certain set of "events" (independent variables) is closely 

associated with the item which is to be predicted (dependent 

var~able). In this case, the dependent variable is an arson 

fire. To determine which independent variables could best 

predict future arson fires, the New Haven analysts examined 

historical data for a five-year period and tested the 
relationship between different independent variables vis-a-vis 

arson fires. 
The first step involved obtaining information on the 

dependent variable (arson fire~). A list of arson fires was 

obtained 

• 

• 

• 

using these criteria: 
All structural fires occurring behr·een January 1973 
and September 1978 in occupied buildings where there 
was a monetary loss and the cause of the fire was 
listed as suspicious, incendiary, vandalism, or 
reckless burning, 

All structural fires between January 1973 and 
September 1978 in vacant buildings (regardless of loss 
or cause), and 

All structural fires between January 1973 and 
September 1978 in occupied buildings where there was a 
monetary loss and the cause was listed as "undeter: 
mined." These incidents were reexamined to dete~mIne 
whether the cause of the fire was, in fact, SUSPI
cious. A limited number of these were included in the 
list. 

The result of this information gathering process was a list 

of 1,432 structural fires, identified by street address. From 

this list, a random sample of 110 was chosen for the actual 

analysis. In addition, along with the selection of this 

dependent variable list was the corresponding selection of a 

control group. This latter g~oup was selected from fire 
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records of bUildings which had not 
sustained a suspicious fire 

BUildings in this control 
group were selected by matching their characteristics on such 

-during the 1973-1978 time period. 

features as use, size, construction material, and number of 

dwelling units with similar characteristics in the sample of 

structural fires. This selection process involved the use of 
on-site visits to buildings eligible for placement in the 
control group category. 

The next step in the development of the prediction system 
involved the selection of the various independent variables to 
be statistically analyzed vis-a-vis the dependent variable. 

The original variable list included Over 200 Possible specific 
items under a wide range of categories. Information was 

collected from the city bUilding department, clerk's office, 

tax collector's office, fire department, housing conservation 
and code enforcement agency, and police department. 

For each structural fire in the sample and for each control 
group member, the information regarding the various independent 

variables was gathered and coded on worksheets, then keypunched 
in preparation for computer analysis. A statistical package 

called SAS (Statistical Analysis Systems) was used to analyze 

the correlation between the various independent variables and 

the arson fires. Through the use of frequency procedures and a 

statistical regression model, the variable list was ultimately 
reduced to four key indicators or "trigger" variables: 

• Total amount and years of tax arrearage, 

• Previous structural fires, 

• Housing code violations issued by the New Haven 
Housing Conservation and Code Enforcement Agency, and 

• Lien claims on the property. 

Statistical analysis revealed that 78 percent of the 

variance in arson incidence'between the structural fire group 

and the control group could be explained ~r accounted for by 
these four variables. 

I 
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Having determined the "trigger" variables for an arson 

prediction system, the New Haven staff is now in the process of 

designing a system to implement the findings. A decision was 

made to collect a two-year back history on each of the four (4) 

trigger variables. Inform~tion on structural fires, tax 

, code vl'olatl'ons, and liens which occurred arrearages, houslng 

or were issued in New Haven between January 1, 1977, and 

December 30, 1979, was collected. This wOTk was done manually, 

utilizing off-duty firefighters, student interns, and the AWPS 
staff. 

Once collected, ~he information was recorded and stored by 

address, on different colored index cards. The cards are 

arranged alphabetically, and a master list of each address and 

the trigger variables which are present there are now 

available. These lists form the basis of the at-risk group. 

Buildings which indicate the presence of all four trigger 

variables are "red-flagged" for immediate arson prevention 

intervention by the AWPS staff. In addition, various 

combinations of three trigger variables at an address are 
"red-flagged" for intervention. Additional information on 

"red-flagged," or at-risk, buildings is obtained prior to the 

actual contact with the owner of the building. The assessed 

value of the building, insurance 

description of the property, and 

information, a physical 

additional data regarding the 

mortgage are 

available to 

obtained. Thus, a great deal of information is 

the AWPS staff regarding these at-risk buildings. 

c. Testing, Implementation, and Evaluation 

The New Haven early warning system is undergoing testing of 

the "trigger" variables. Actual implementation "'f the model 

and its preventive measures are scheduled to begin in March, 

1980. An important part of the evaluation of the system will 

h ' h the varl'ous organizations receiving involve the degree to w lC 

the "at-risk" information can act on it to reduce, 

cooperatively, the arson problem. 
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D. Resources Reguired 

1. Staffing. Responsibility for design of the early 

warning system was given to both the Director of Planning and 

Information Services in the New Haven Fire Department and to a 

civilian coordinator specifically hired for this purpose. 

The methods used in determining the "trigger" variables 

involved collecting an extensive amount of information 
regarding building history and financial characteristics. Four 
firefighters from the New Haven Fire Department were hired to 

work ten Qours per week during their off-duty hours collecting 

this information from various city agencies. In addition, 

several student interns from area colleges helped with the data 

collection ~~ part of the city's intern program. 

The city agencies involved were solicited for their 

support. The head of each city department involved in the 
progr am was invited to a meeting \1i th the AWPS staff. 

The information which needed to be gathered regarding the 
"trigger" variables was done by seven firefighters hired on a 

part-time basis during off-duty hours. It is expected that as 
the manual collection of this data is reduced, the number of 

data researchers required will also be reduced. AWPS staff 

presently includes a program coordinator, a housing 
rehabilitation specialist, an administrative assistant, and a 

secretary. Future plans for staffing inc1 ude a full-time AWPS 

insurance adjuster and a part-time computer programmer/ 

statistician. 

2. Eguipment. The statistical analyses performed by the 

AWPS staff required the use of a computer. Keypunching and 

data processing facilities at the Yale University Computer 

Center were utilized. The availability of the SAS packaged 

computer program was al~o necessary for the statistical 

analyses. 
3. Fundinq. The original design and data collection of 

the early warning system was accomplished under a $10,000 award 

made by Factory Mutual Engineering Systems. The testing phase 
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h U S ~l're Administration. The was funded by t e ., L 

of the program being funded by the 
implementation phase presently underway is 

Aetna Life and Casualty Company. 
Other types of resources 

and implement an early 
4. Access to Essential Record~. 

required to effectively design, test, 
warning system are the various records held 

by public· or 

pr ivate organiza.tions. 
In the case of the New 

gories of information were 

Sourc~ 

Building Department 

City and Town Clerk 

Collector of Taxes 

Fire Department 

Housing Conservation 
and Code Enforcement 
Agency 

police Department 

Haven model, the following cate
collected for the initial analysis: 

!:ttpe of Record 

--Building code violations and 
abatements . 

--Record of building ~nspectlons 
--Demolition informatlon . 
--Record of building permlts issued 

--Type of conveyances 
--Transfers of property 
--Liens on property 

--Total amount of tax arrearage 
--Number of years back taxes owed 
--Address where tax bills are sent 

--All structural fire responses 
--Use and occupancy of structures 

at time of fire . 
--Situation found at flre 
--Ignition factor at fire 
--Property damage loss from fire 
--Fire code violations and 

abatements 

--Housing code violations and 
abatements 

--All police responses 

For further information, contact: 

Arson Warning and Prevention System 
157 Church Street, Room 307 
New Haven, CT 06510 
(203) 787-7062 
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II. !tew York City: Arson Analysis and Prevention Project; 
Information Analysis Projectj and Landlord Contact-Programs 

A. Purpose of the Syste~ 

The primary purpose of the combined Arson Information 

Analysis, Prevention, and Landlord Contact Projects is to 

improve the availability of ownership and building information 

research resources for arson investigators in New York City, 

and to use the results of that research to prevent future 

arsons. It is intended that the computer access to data in 

various city agencies will facilitate arson-for-profit 

investigations of the linkage between various property owners 

and the fires they experience. 

The Arson Analysis and Prevention Project will develop an 

Arson Risk Prediction Index CARPI) which will serve as an early 

warning system. The index will be used to: (l) identify 

arson-prone buildings, (2) identify arson-prone neighborhoods, 

and (3) facilitate post-fire investigations by allowing 

prioritizing of fire incidents according to the likelihood of 

their being arson-caused. 

A third component, entitled the "Landlord Contact Program," 

will utilize the above arson risk prediction index. 

"High-risk" landlords would be identified and targeted for a 

set of proactive measures designed to discourage the 

possibility of arson occurrence. 

B. How the Programs Work 

The Arson Information Analysis project is designed to gain 

access to the computer systems of various city agencies by way 

of computer terminals located in the Arson Strike Force 

office. City departments such as the Finance Department, 

Ho using Prl?servation and Development Department, and the 

Department of City PI~nning presently use computer systems to 

store and retrieve information. 

By July 1980 the Arson Strike Force plans to gain access to 

these systems via their own computer terminals. The ability to 

retrieve information pertinent to arson investigators will be 
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tested. An instructional manual regarding this retrieval 

procedure will be developed and efforts wil be initiated to 

train investigators and prosecutors in retrieval. By 1981, the 

Strike Force plans to have investigators and prosecutors 

accessing the information base through computer terminals 

located at the latter's own offices. 

As part of the Arson Analysis and Preyention project, an 

arson prediction index is being developed. Work on this 

specific program has focused on a set of tasks that need to be 

accomplished. 

Task I in the arson prediction program involves the 

identification of variables which may be useful in ptedicting 

the level of arson risk. Along with the identification of 

these variables, the Strike Force is compiling a list of 

sources from which information on these variables can be 

obtained. The variables are divided into two groups--"building

related" and "neighborhood." Listed below are some examples of 

the variables and corresponding sources developed by the Strike 

Force· to date. 

VARIABLES 

I. ~uilding-Related 

Building code violations 
(residential) 

Building Vacancy 

Occupancy Rate 
(residential) 

Tax Arrearage (number of 
quarters in arrearage 
and dollar amounts) 

SOURCE 

Violations File-
Housing Preservation 
and Development Dept. 

Vacant Building Survey 
File--Dept. of City 
Planning 

Con Edison File--Dept. 
of City Planning 

Tax Arrears File-
Finance Dept. 
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II. Neighborhood 

Income u.s. Census 

Race U.S. Census 

Age Distribution U.S. Census 
Task 2 is designed to computerize data on arson fires 

occurring from June 1977 to June 1979. The Strike Force took 

city fire marshal investigation reports of fires for this -time 

period, then coded and keypunched information concerning the 

fire address, owner's name, date of fire, etc. Approximately 

15,000 reports were keypunched by the end of 1979. This data 

base on arson fires will be used as the dependent variable in a 

statistical analysis to determine building and owner 

characteristics associated with arson. 

Task 3 will involve selection of all of the buildings with 

determined arson fires (estimated at 9,000 out of the 15,000 

data base). A random sample of ~,OOO buildings experiencing no 

arson fires will then be selected to be matched with the sample 

of arson buildings. 

---.-~~--~-

The next task will involve the use of statistical analysis 

on the data file to determine those building and owner 

characteristics most associated with arson fires. The building

related variables mentioned earlier will be analyzed for arson 

and no-arson buildings. It is expected that several variables 

will emerge as arson' predictors based on their unique 

correlation with arson buildings vis-a-vis non-arson buildings. 

A corresponding, but separate, task will focus on 

neighborhood factors associated with arson risk. Census tracts 

will be ranked according to arson risk based on the occurrence 

of arson (or fires in general) per building, per population, or 

in absolute numbers. For example, the number of fires in a 

census tract area can be determined from battalion chiefs' 

reports. The number of arsons is obtained from files of the 

city fire marshal's office. This level of neighborhood arson 

risk will be the dependent variable and will be statistically 
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analyzed vis-a-vis the neighborhood variables mentioned above. 

The result expected is that certain key neighbo~hood variables 

will be associated with high arson risk. 

The final task of the prediction program will attempt to 

formulate two arson prediction indices--one for buildings and 

one for neighborhoods. Calibrated levels of risk using both 

indices will be developed. Each building will then be assigned 

a relative risk ranking. For instance, a "low-risk" building 

in a "high-risk" neighborhood may be placed at a higher risk 

level than a "low-risk" building in a "low-risk" neighborhood. 

The landlord contact program is being implemented as a 

separate but related effort. The program is intended to 

utilize the arson prediction index. Privately owned buildings 

indicated as "high-risk" property would be targeted for a set 

of proactive measures. Specifically, four fire marshals will 

be assigned the task of contacting the landlords of these 

"high-risk" properties. Working in two-man teams, the marshals 

will visit the landlord (by scheduled appointment whenever 

possible) and explain the unsafe conditions of the property, 

the low-cost opportunities for property improvements, and the 

legal ramifications if the property remains neglected and 

unsafe. 

A listing of these "high-risk" properties will go to other 

city agencies involved in housing and safety code regulation. 

Post-fire investigations will utilize the landlord-contact 

ir~ormation by allowing immediate dispatch of an arson 

investigator to buildings previously "flagged" by the fire 

marshals. 

C. Resources-Required 

1. Staffing. The Arson Analysis and Prevention project 

staff consists of a coordinator, an assistant, a director of 

research, and a computer programmer. The Information Analysis 

project staff consists of a project director, a statistical 

analyst, a research assistant, and a secretary. 
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The landlord contact proposal requests funding for the 

following positions: project director, research assistant, 

four fire marsha~s, and a secretary. 

2. Funding. The Arson Analysis and Prevention project is 

funded for $107,320 as part of one LEAA grant. The Information 

Analysis project is funded for $195,900 as part of another LEAA 

grant. The landlord contact program has requested funding for 

$226,000 from the Aetna Life ano Casualty Company. 

3. Equipment. The data processing equipment required for 

development of the Strike Force projects is available through 

the New York City Computer Service Center. 

III. 

A. 

For further information, contact: 

Mayor's Arson Strike Force 

51 Chambers St., 5th Floor 

New York, NY 10007 

(212) 566-2245. 

Boston: Arson Early Warning System , (AEWS) 

Background 
.. 

The Boeton AEW System was developed following an 

investigation into an organized arson ring which operated in 

the Symphony Road area of the city. The ring was involved in 

dozens of fires during a period from 1974 to 1977. Following 

the deaths of several tenants in arson fires within a short 

time span, the residents formed a group (Symphony Tenants 

Organizing Project) to combat the problem. Since it appeared 

that certain characteristics of buildings became manifest prior 

to arson fires, the Symphony Road group felt that an arson 

prediction system could be created to prevent arson fires. A 

decision was made to undertake a pilot study, conducted by 

Urban Educational Systems, Inc. (UES) ,.of Boston. UES received 

a grant from the U.S. Fire Administration to develop an arson 

early w?rning system. The study is underway, with preliminary 

results expected in 1980. Three .manuals have be~n produced 

thus far by UES growing out of their work on this project. 

r 
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These manuals, published by UES in 1979, and available from 

UES, are: (1) Research: A Manual for Arson Analysis and 

Property Research, (2) Arson Action Guide, and (3) Tools, 

Anti-Arson Programs and Legislation. 

B. Purpose of the System 

The arson prediction system is expected to identify, with 

considerable certainty, which buildings are most prone to arson 

fires. This information will be used to initiate a variety of 

arson preventive measures; such as, enforcement of building 

codes, reduction in overinsurance of property, promotion of 

neighborhood awareness, and proactive investigation by law 

enforcement agencies. 

Like the New Haven and New York City AIM systems, the 

Boston AEWS is expected to serve as both a data collection 

system and an arson prediction system. Information from city 

agencies pertaining to building or owner characteristics will 

be collected and made accessible in a more efficient manner. 

This will aid investigative and prosecutive efforts. in a 

post-fire search for arson evidence, in the event that an arson 

fire is not prevented. 

C. How the System-Works 

The AEWS study selected 78 residential, absentee-owned, 

multi-unit rental buildings in the Boston area as their sample 

population. T~o additional requirements had to be met by these 

buildings for their inclusion in the sample: (1) they had to 

have sustained a fire loss of more than $500 between 6/1/78 and 

5/31/79, and (2) the fire had to be classified as incendiary, 

suspicious, or a fire that caused abandonment. The 78 burned 

buildings were matched with a control sample of 78 buldings 

that had not experienced a fire in the same time period. 

Historical differences between these two sample groups over 

a 10-year period were determined on the basis of over 300 

variables. Information pertaining to each of these variables 

was collected for each building. 
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Early results from the analysis suggest that combinations 

of as many 'as a dozen variables will be the best indicators of 

high arson risk. Variables will be assigned relative weights 

depending on their relative correlation with past arson fires. 

The variables to be examined are divided into two 

categories: (1) economic stress factors of the building, and 

(2) characteristics of the owner. The economic stress factors 

of the building include such items as: vacancy rates, debt-to

equity ratio, sales and resale transactions, previous fire 

record, building code violations, sanitary code violations, tax 

arrearage,. liens, attachments, information from rent control 

administration records, and time lag between building citations 

and repairs. The owner's characteristics include such factors 

as: previouB fire record, owner's associates, rent control 

records, housing code violations, records on the owner's other 

property, and the owner's financial status. In many cases a 

distinct separation between economic stress factors and 

owner-characteristic factors is not possible. (For example, 

code violations and tax arrearage bear on both.) At this point 

in the development of AEWS, all of the owner-characteristic 

factors except previous fire record have been temporarily set 

aside in the analysis, pending completion at a later phase of 

the st udy. 

D. Implementation, Testing, and Evaluation 

The process of collecting the building and ownership 

information is presently underway in Boston. The AEWS staff 

expects the results of their statistical analysis in mid-1980. 

E. Resources Reguired 

1. Staff and Eguipment. The staffing required for this 

. study is provided by Urban Eductional Systems, Inc. A total of 

three staff members are presently assigned to the AEWS study, 

including two computer specialists (one full-time, one 

half-time), one researcher, and an administrative assistant 

(half-time) • 
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2. Funding. Funding for the AEWS study is from a grant of 

$200,000 made to UES by the U.S. Fire Administration. 

Approximately one-half of this grant is devoted to research 

purposes, with the other half allocated to providing technical 

assistance to other communities throughout the nation. 

For fUrther information, contact: 

Urban Educational Systems 
120 Milk Street 
Boston, MA 02110 
(617) 482-4477 

IV. Phoenix: Arson Prevention and Analysis Unit (APAU) 

A. Background 

The Phoenix program is managed by the Arson Prevention and 

Analysis Unit (APAU) in the Phoenix Fire Department. Various 

kinds of information which are presently located in separate 

local agencies (and whi~h have been analyzed by the individual 

agencies) will be collected anq analyzed together by the Arson 

Prevention and Analysis Project. 

The APAU project will serve three general purposes: 

• Output from the analysis of data will be distributed 
to a variety of agencies, thus each agency will have 
access to the information generated by the other 
agencies. 

• The data analysis will indicate patterns of arson 
incidence in the Phoenix area which will facilitate 
deployment of arson investigative personnel. 

• Information provided as a result of the data analysis 
will assist in joint planning of strategies among the 
various Phoenix agencies involved, including the 
police and fire departments, private insurance 
companies, county prosecutor's office, the arson task 
force, city manager's office, city council, the 
chamber of commerce, and other civic groups • 

B. How the System Works 

The Phoenix AIMS staff is developing new record-keeping 

forms for arsoh investigations done in the city. Presently, 

arson investigations in Phoenix are conducted by the Fire 

Department (Fire Investigation Squad) and the Police Department 
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(Bomb and Arson Squad). Both units will be provided with the 
improved data collection forms. These forms will be used to 

establish several files including an "Arson Location" file, an 

"Arson Suspect/Victim Investigation Lead" file, a "Property 
Management" fi1e, and a "Fire Dollar Loss Reported" file. 

In addition to the information collected through the use of 
the above forms, other information will be gathered from other 

agencies. Information will be rec~ived from various insurance 
companies, and from the Property Insurance Loss Register 
(PILR), relating to insurance loss. Cjty departments such as 

Zoning, Parks and Recreation, and Public Housing will also take 
part in the data collection. 

The information received from these various sources will be 
programmed, coded, and entered into a word processor. Use of 

the word processor will allow rapid retrieval of requested 
information under various specific categories. Multiple listed 
information (e.g., an owner's name under "previous fires," 

"housing code violations" and "insurance claim files") will 

enhance inter-agency cooperation and provide assistance in 
arson investigations. 

Factor analysis, cluster analysis, and discriminant 

analysis of the data base will provide information on arson 
incidence patterns. It is anticipated that trend analyses of 

these incidence patterns will allow prediction of arson-prone 
areas in the Phoenix metropolitan area. Unlike the New Haven 
and Boston AIM systems, the Phoenix model does not attempt to 

predict the risk level of specific owners or buildings, but 

instead focuses on geographic areas. Information on owners and 
buildings is collected, and priorities are set for fire 
prevention. 

c. Implementation and Evaluation 

The "output" of the Phoenix AIM system will be distributed 
to a wide range of potential usersQ Police and fire units will 
utilize it for arson investigations (e.g., intelligence 
operations, surveillance decisionsy property loss information 
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retrieval, etc.). The Arson T.ask Force will use the 

information as a basis for community outreach programs, 
legislative lobbying effort~, and as a mechanism to inform the 
mass media. Other recipients of the "output" will include 
insurance companies, civic groups, the C.l.ty council and mayor's 

office, and other law enforcement agencies. 
Specific evaluation of the impact nn prosecution of arson 

cases, the utilization of manpower, the effects on insurance 

claims, and the flow of information will also be done. 

D. !!!30urces· Reguired 
1. Staff~. Staffing will be provided by the use of 

existing personnel in the Fire Department Arson Investigation 
Unit and Police Department Bomb and Arson Squad. Operation of 
the AIM system will be handled by the Program Analyst who works 

for the Arson Prevention and Analysis Unit. 
2. Funding. The project is funded under a U.S. Fire 

Administration grant of approximately $20,000, which is used to 

support the Program Analyst. 
3. ~guipment. The word processor and other equipment 

necessary for the information analysis are supplied by the 

Arson Investigation Unit of the Fire Department. 

For further information, contactf 
Fire Investigation Division 
Phoenix Fire Department 
620 West Washington 
Phoenix, AZ 85003 
(602) 262-6297 
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INTRODUCTION 

The tactical guides which make up this second part of the 

manual are designed to provide assistance with specific 

operational questions. It is intended that Part II be used in 

conjunction with the stI'ategy di.scussion in Part I, following 

careful reading and analysis of that part. In this manner, 

both Parts I and II will complement each other to the maximum 

extent possible. The investigator will be able to logically 

move from planning to action, and from the office to the field, 

as background and strate9Y development precede (as they should) 

the next vital step of active criminal investigation. 

Clifford L. Karchmer 
. Project Director 
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Introduction 

Record Searches and Document Checks in 
Arson-for-Profit Investigation~ 

An enormous number of arson investigations in this country 
are dropped, shelved, or simply r un out of gas for lack of 
information. One reason is that many investigations are 
incomplete, they lack any attempt to obtain potentially 
significant documentary information. Investigators generally 
do not conduct extensive research because they do not know 
where to go" ·what to look for, or how to interpret what might 
be available. Similarly, prosecutors in most states are often 
unaware of most relevant research sources, such information is 
seldom taught in law schools. 

Documentary research should be conducted routinely in any 
case of a suspicious/incendiary fire where there is a good 
suspicion of a financial motive. A knowledgeable investigative 
researcher can usually conduct most of the important research 
checks on any given loss in one day, sometimes within a few -
hours. The ability to do research quickly and thoroughly comes 
only with practice; ideally, someone who knows the sources and 
procedures should be delegated to train assistants who show an 
interest in research. The best investigative researchers are 
generally college graduates who have had to conduct some sort 
of concerted research efforts to complete papers and who have 
the patience to work methodically. This sort of work, done 
long enough, becomes a sort of education in itself. Good 
investigative researchers become adept at understanding the 
~conomic forces that motivate arson-for-profit. 

The main goal of investigative research is uncovering 
indications of financial motive for an arson fire. At the same 
time, however, there must be an understanding of the importance 
of recognizing significant connections between individuals and 
organizations as they may appear "on paper." Such documents 
are extremely important when an arson case is prosecuted as a 
joint venture between various individuals, especially an owner 
and a mortgagee. Perhaps more importantly, such documents can 
supply day-to-day l'eads to help ~ith questioning of any 
knowledgeable sources. 

This manual attempts to explain the procedures for 
conducting research relevant to arson-for-profit. It should 
not be considered the "ultimate" text on the subject, but more 
as a tr~ining aid. Like most aspects of investigation, 
research can be learned well only by doing a lot of it. 
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1. RESEARCH OF PUBLIC DOCUMENTS 

A. Determining Property Ownership 

Ba7k~round research into an ar ' determInIng the owner of th son fIre normally begins with 
~or ,this information is theel~~~ie~ty. The most common source 
IS Informed of all property t fax assessors office, which 
land records office. Assess r~ns ers by the county or town 
month~ out of date; however,o~h: records ~re sometimes a few 
startIng point--the name f th Y do provIde. an accurate 
any given prop~rty. 0 e most recently assessed owner of 

Many assessor offices ' , public use, and a tax cardm~~~ta~n t~o separate files: one for 
procedures. The tax card I,e ~r Internal recording 
document in most states ~ W~~Ch IS considered a public 
an accurate reference t~ ~~e m~ ~ore useful because it contains 
property as recorded at the 1 sl recent purchase of the 
Additionally, it generall oca, land records office. 
building, and any "app t Y contaIns: valuations of land 
etc) th ur enant structures" ( , .; e current real estate t garage, pool, 
land area of the pro ert . ,ax assessed to the owner; the 
dates and reference ~umb~;s3:e~~~us own7rs (by name, with sale 
~n the property. All of thi~ i f some~lmes any municipal liens n ormatIon should be noted. 

While researching a particula should consider obtaining the dd r property,. the investigat0L' 
ass~ssed to the same owner. th~ ~esses o~ other properties' 
avaIlable in the public s' h 1~,lnformatlon is usually 
any property sold before ~~~cl tIle. The file will not show 
could ~e useful some time lat a est,da~e of assessment, but it 
owner IS "fire-prone." er on If It develops that the 

Check to see if the owner ~ I' d taxes, especially withi app Ie for an abatement of his 
he did h n a year of a loss at th , ,c eck the application for th e property. If 
actIon was taken. Finally, a 10 e rea~on~ he gave and what 
records of taxes levied on cal assessor s office may have 
vehicles; both files ShOu1dP~rsonal,property and on motor 
regarding the subject and h' e examIned for information 
de~ermining property owners~~passets. Other possibilities for 
eXIst) the local water/sewer on,a ~ocal level are (where they 
planning agency, and engineer7~m~~~~10n, redevelopment or Ice. 

At this point the investi t municipal records for other ga or ha~ the choice of checkin 
b?ilding, sanitary, or rent ~~~s ~f 1nformation (violationsgof 
WIll be,discussed here--thorou h

ro reg~l~tions, etc.) or--as 
These WIll be located in eithe~ ~y examInIng ~and records. 
~~ th~ CGunty registry of deeds __ ~:pto~~ or C1ty clerk's office 

ecklng land records at thi t' ~n lng on the state. s Ime WIll show any change of 
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ownership since the latest assessment date, and therefore the 
identity of the owner at the time of the fire. 

In different states there are different ways of indexing 
property transactions. The two most common are the tract or 
plot system, in which records are filed by location (street 
address, etc.,) and the grantor/grantee system, in which 
records are filed by name of owner. In the latter system all 
recorded instruments (documents}for any given year are 
cross-referenced in grantor and grantee index books. The 
grantee index shows the names of property buyer5 and mortgage 
lenders. The grantor index shows the names of property sellers 
and mor'tgage borrowers. It also references any other 
instr uments that affect an owner's interest in a given propert.y. 

Instruments are listed in the two index books by book and 
page numbers, which correspond to numbered pages in 
sequentially numbered record books. Once the deed to a 
property is located--by either the book and page reference 
obtained from the assessor's tax card or by searching grantee 
index books under the buyer'S name--the investigator must look 
for references to any later instruments that may affect that 
buyer's title to his property. This is accomplished by looking 
at the grantor index, under the owner's name, for the same year 
in which the sale took place, then looking at every succeeding 
grantor index book up to the present time. Transactions for 

-------_ .. _ .. ' 

the current year are often referenced on file cards. 

The investigator must look for instr uments filed in 
connection with the specific property he is researching, which 
is identified in the "DeScription" column in each index book. 
When all index entries have been noted, the documents must be 
examined. Begin with the deed; make note of the names of 
grantor and grantee, the consideration (sale price), land area 
of the property (if shown), any obligations passed along to the 
buyer, any other property sold by the same deed, the amount of 
excise stamps affixed to the deed, name of the notary, and both 
the signing and recording dates of the deed. Note that the 
land area of the property shown on the deed should be the same 
as listed at the assessor's office. 

After the deed has been checked, all other documents found 
in the index should be checked, in chronological order. Pay 
particular attention to mortgages. Copy all relevant 
information (similar to that shown on deeds, with the exception 
of the excise stamps, which appear only on deeds.) See the 
Appendix for an explanation of other relevant instruments filed 

at land records offices. 

using various land record indexes~ an investigator can 
trace the history of all the property of any given owner within 
the same town or county. In that connection the investigator 
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must find o~t if there is more than one section of the land 
records offIce. In Massachusetts (and in more than a dozen 
oth7r states) there is a Registered Land Divison of the 
ReglstrY,of Deeds. In this simplified system, all property 
t~ansactlo~s a~e keyed to certificates of title, on the back 
sIde of WhICh IS recorded an abstract of all documents relating 
t~ 7a~h owner's title to that property. The Registered Land 
Dlvlsl~n, howe~er, is entirely separate from the regular 
recordIng sectIon; once land is registered (by petition to the 
CountY,Land Co~rt) it is seldom if ever referred to in the 
r 7cordlng sectIon. Registered land indexing is done 
dlf~erently, but clerks are usually available to provide 
ass IS tance. 

B. Information on Individuals 

!n a ~roperly conducted arson investigation, the tenants 
,(resId:ntlal or commercial) of the loss b.uilding should be 
Intervle~ed. ,Comme~ci~l tenants are usually easily located. 
In a :esIdentlal bUIldIng this may be a problem, especially if 
~he fl:e drove them out and forced them to relocate. The scene 
InvestIgator should look for names on mailboxes, and the 
landlord should be asked for a tenant list. If the tenants 
have relocated, the investigator should look for forwarding 
addresses at the local post office. To verify the tenants' 
names or to locate recent former tenants, the investigator 
sho~ld check the records of the local voter registration 
off1 7e, usually located in the town hall. This office 
pub~lshes, by address, the information obtained from the annual 
P?lICe census: us~ally names, sex, political party, year of 
bIrth~ ~nd oc7upatlon: Occasionally there will be a separate 
but slmIla~ ~ISt,O~ fIle at the city or town clerk's office. 
Larg~r munIcIpalItIes may have a city directory (such as R.L. 
Polk s--one of the most useful research sources available) that 
sho~s the t:nants at each address. Finally, the state Motor 
VehIcle ~egIstr~ m~y,produce detailed information on tenants or 
other re I'evant ~nd~ vlduals. In states such as Massach usetts 
wh:re m?to: vehIcle records a~e public, information from ' 
drIvers ~lcenses can be obtaIned: address, height, weight, 
date of bIrth, SSAN, and any restrictions involving 
:ye~l~sses. Information about vehicles registered to any given 
IndIvIdual can also be obtained. 

. ,Other general ~ource~ of information on people may provide 
assIstance, to the InvestIgator. One important source is the 
co~nty.reglst:y o~ probate. Information filed here (all of 
Whl::h ) . .s publIC) ,Includes: records of deaths (look for wills, 
namIng next of kIn, and the inventory of estate showing a 
s::hedule of rea~ and personal property), legal changes of name, 
~lvorces (occasIonally showing the defendant's sources of 
Income), conservatorships (the appointment of someone to 
oversee estate property), and guardianships (the appointment of 
some?ne to manage the affairs of a person--minor child, 
handIcapped person, or mentally incompetent person). 
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The state or county office of vital statistics can provide 
certificates of 'births, marriages, and deaths. Research at 
this office can sometimes provide relevant connections between 
related individuals. 

At a point in an investigation when the identity of the 
relevant individuals to the case is known, each name should 
probably be checked in court and probation records. Criminal 
arrest records are normally maintained by a county or local 
board of probation, or occasionally in police department 
files. These records, however, are almost never open to public 
scrutiny. They can sometimes be obtained by police or district 
attorney's offices, in ,other cases they are available only on 
subpoena. Court cases are often more easily obtained from both 
local (district or municipal) and higher (superior or 
appellate) courts. Civil and (where they are open to the 
public) criminal cases should be checked for all names relevant 
to the case. If a name is found in the alphabetical file for 
either plaintiffs or defendants, the docket number should be 
noted and requested (a docket is a case summary.) If the 
particular docket seems worth pursuing, the case file should be 
requested~ this will show all motions, decisions, and the 
transcript of the trial. These records can reveal much about 
people and should be read carefully. Similarly, records of 
U.S. district courts are open to the public, though these 
courts are normally located only in larger cities. The index 
file system in federal courts is the same. Also located in 
U.S. district courts is the bankruptcy court. Since many land 
record offices maintain a card file listing the names of people 
and institutions that have filed for bankruptcy, there is only 
a need to go to that source when a relevant name has been 
located in the card file. The case file should be requested by 
number. The most relevant information is often the listings of 
assets and liabilities and the schedule of creditors, some of 
whom may be likely subjects for interviews. 

C. Researching the Building 

The researcher should attempt to find out as much as 
possible about the fire loss building and how the owner (and 
tenants) dealt with it. The municipal building department is 
usually the starting point. This agency is charged with 
enforcing the local or state structural code and any statutes 
or regulations dealing with legal occupancy of buildings. Most 
such departments file information by address. 4~ok in the 
appropriate file for any of the following: applications for 
permits (including description of work proposed, estimated 
cost, names of applicant and contractor), permits themselves 
(which usually show whe~her or not the work was completed), and 
notices of violations concerning structure, electrical wiring, 
plumbing, sprinklers, gas units, elevators, and occupancy. Any 
indication of court action on any such violation should be 
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~~~~~s an~n~~~m:f~ropriate court record examined. In some 
with the zoning ~~~r~bOu~h~r~~erJr Occupancy and usage is filed 
to see if the owner of ar s records should be checked 
within the year for a v~~~a~~~p~~ty under investigation applied 
reasons for the application and thanb so~;. If,so, the owner's 

~~;:~;Ch:~c~~~sa~~ i~~,lO~~l boardeOfo~~al~h r~~~~ids~~Uld be 
violations. (Note tha~c:o~~nc?~,lOCal or state sanitary code 
inspection agency which deals 1 les ~ave a ~epar~te housing 
Most boards of health operate ~~!~s~~~f ;,:s~~ent7al prop~rty.) 
response to complaints Th' y, ey 1nspect 1n 
si~nificant informatio~, pa:~rc~~~~f~sifh~~ever, can produce 
eX1stence of lead paint violations (ft Jey reveal the 
expensive situation to correct) 0 ,en an,ex~remely 
records, look for any violatio· . ~~ ~lth bU1ld1ng department 
loss, and determine whether a ns 71 e ,shor~ly before a fire 
were fully corrected A ny vlo~at10ns 1n the last 2 years 
propert~es that is often ~~~~~~0~!d1~!0~~atfon 10nf70mmercial 
preven t10n office h' h ' , e oca 1re 
public buildings toWi~~ur~o~~~~e~h 1nspect~ c~mmercial and 
of the fire code Inspect' e~ are W1 th1n the standards 
may prove to be ;elevant. 10ns are ocumented and violations 

Rent control agencies h th ' 
that are frequently of inte;e~~e BeY,~x1st, mai~t~in files 
ceilings, the agencies normallY·hav:s~n~~r~:~~~mln1ng re~t 
appeals, and evictions connected with any add n o~hhea~lngS, 
control. There may addi tionally b 't t' . ress at 1S under 
register late or not at all 0 e,c1 allons on owners who 
r f • ccaS10na ly there will be 

e erences to court cases, particularly illegal evictions. 

D. EXamining Financial Records 

, Ther: are two local agencies that can produce limited 

~~~~~r~!fO~a!b~~il:Cr~~~~r~y ?wner's financial situation. The 
of tax delinquency on any p;!~~~t~an ;~?W ~h~ peri~d and amount 

~~~e! f £i hm'lever, ~as do ~btful val u~ as ~~. ~~d~~:~;:o~f b~ motive 

the lega~e;i~~~e~~a!;ri~~ys~:~e~,wheref tow~s and cities have 
lens rom 1nsurance settlements. 

ft The ~nif~rm C~mmercial Code (commonly called crCC) f'l 
o. en ma1ntalned 1n a town or cit 1 k" 1 e, 
records of chattel mortgages--l y c er s off1ce, contains 
moveable, property This c oans se7 ured by personal, or 
loan to the Pledgi~g ~f alla~U~~i~~~!h1~~ from an au~o or boat 
etc., as extra security against a reg~la~X;~~~s, ~q~lpment, 
mortgage. All material is indexed b e~ a e 
secured party and the item( ) ~ the debtor s name. The 
This file may also be founds, Covere should also be noted. 
wt~ere copies of chattel mort~~g:s se~re~~ry o~ state's office, 
from throughout the state would b; r~co:~:~~lng statements, 

Ii 
II 
i' 
" II 

II 
Ii 
" i/ 
II 
II 
~ 
t' 

1/ 

II 
II 

! 
II 
II 
II 
I· ,I 
;j 

217 

A municipal city clerk's office may also have a file of 
business certificates, or a "D/B/A" (Doing Business As) file. A 
certificate is supposed to be filed, in most states, by any 
business or company trading under anything other than the name of 
the operator (though corporations are not usually required to 
file). Note that a large number of such businesses never file. 

All states keep records ~f corporations, both profit-making 
and non-profit. These records are often filed with the 
secretary of state's office. Generally, when a corporation 
forms it must file incorporation papers ("Articles of 
Incorporation," etc.), which show: names and addresses of 
incorporators, officers, and directors, principal business 
address of the corporation, purpose for which formed, shares of 
stock authorized; end date of annual meeting. Additionally, 
corporations are normally required to file some sort of annual 
report, which shows any changes of officers, directors, or 
primary business address, and which may show (depending on the 
state) a simplified balance sheet that lists assets and 
liabilities. Systems for indexing and researching vary widely 
from state to state. Additionally, a secretary of' state's 
office will probably maintain records on partnerships and 
corporate trusts (realty trusts that issue shares of the 
business and ~perate like corporations). Records on these 
organizations normally consist only of original filing papers 
and annual reports. The most relevant information available on 
either is the names of the principals involved. 

When a loss occurs at a property where alcoholic beverages 
were served, the liquor license information should be checked. 
The municipal licensing board should have on file the latest 
application for a license or for renewal of any existing 
license. The information on both documents is usually 
extensive regarding the ownership and management interest in 
the license and the premises. In particular, the names of 
those individuals should be noted. Often, the original 
application for license will have extensive information on the 
manager of the establishment and on the purchase and financing 
of the business and the license (and, when the licensee owns 
the building itself, of that also). Any complaints, 
violations, or notices of hearings should be noted. 

State liquor control commissions often have the same 
information as local licensing boards, and they may allow 
greater public access to the information. They may also keep 
information for.a.longer period than the local board. In 
addition, the state commission is likely to maintain a file on 
names of retailers who are delinquent in payment to wholesalers 
or distributors. In most states a retailer may not purchase 
alcoholic beverages for resale from another retailer--only from 
a wholesaler. In this situation wholesalers are obliged to 
report the names of delinquent customers. If the delinquency 
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lasts for certain lengths of time, the retailer will either be 
forced to pay COD only or not be allowed to make any purchases 
until his accounts are brought current. (A retailer in the 
latter situation is presumed to be in financial trouble or 
hiding his assets.) 

IIc INSURANCE RESEARCH 

A. Mlere to Get the Information 

One of the most difficult and frustrating areas of research 
is obtaining and understanding insurance information. The 
first problem is often identifying the insurer of one or more 
properties of a given owner that have sustained losses. The 
owner or his insurance agent could be asked for this 
~nformat~on, providing that he is legally obliged to reveal the 
lnformatlon and that the investigator will not be "tipping his 
hand" by asking for it. There is occasionally an outside 
chance that the owner insures his au~omobile with the same 
company that covers his real estate; records of the state motor 
vehicle registry may identify that company. 

A slightly better source is old fire records, which might 
show the insurer. Fire department, arson squad, and state fire 
marshalls office files should be checked. The final means is 
making inquiries of possible insurers, the state FAIR plan in 
urban, inner-city areas, especially. In the special case of an 
indi vidual or insti tution that is under investigation for a 
number of fires, the surest way to obtain insurance information 
is to summons the owner--with all records pertaining to the 
:rarious properties--before an investi,gative grand jury. If it 
1S known that the owner always used one particular insurance 
agent or public fire adjuster, those individuals should also be 
summonsed. 

When the insurer is known, the company's claims department 
will normally provide whatever information it may legally 
release to appropr iate users: law enforcement agencies, 
private investigation firms, municipal officials, etc. 

B. What to do With the Information 

When insurance files are obtained, they should be examined 
as follows: underwriting information will probably be in a 
separate folder. This material includes the annual 
applications for policy renewal, the policy itself, any 
inspection or appraisal reports, endorsements (changes in the 
policy), and any cancellation notices. The initial application 
~or coverage will probably show: the property address, named 
lnaured (normally the owner), loss payees (mortgagees), amount 
and type of coverage (building, contents, loss of rents, 
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business interruption, additional living expense, etc.) sought, 
name and address of agent (if any), brief description of 
property (type of construction, number of stories, occ~pancy, 
and usage), previous insurer for the address, and prevlous 
losses at the address (and sometimes at any other addresses of 
the owner in the past 2-5 years). An application for renewal 
of an existing policy generally requires only information about 
losses sustained over the previous year. The policy itself 
will generally reflect whatever is on the application plus the 
term (time period) of coverage. Inspection reports will note 
any substandard conditions, whether or not they have been 
corrected, and whether or not insurance should be cancelled or 
coverage declined on that basis. Endorsements ar~ notices of 
change--of loss payees, increased coverage, increased risk, etc. 

Occasionally a loss will occur at a property covered only 
by an insurance binder.· This means that the owner ha~ applie~ 
for coverage and the insurance company has agreed to lnsure hlS 
property on a conditionalbasis--pending inspection--usua~ly 
for 30 days. Before the 30 days elapse, the company may lnform 
the applicant that it declines to issue a "normal" (one-year) 
policy. During that binder period, however, insurance coverRge 
is provided just as if a regular insurance policy was in 
effect. A suspicious loss occurring'when a property is covered 
on binder should automatically be investigated thoroughly. 

A claim file will be created only after a loss is 
reported. The first item in this file is often the 
notification of loss. This is usually followed by one or more 
reports by the claims adjuster, an employee of or someone hired 
by the company to determine the amount of loss or damage. His 
reports will contain the basic facts about the loss, notes of 
meetings with the insured or his (public) adjuster, description 
of the damage and adjustment figures, and any material 
submitted to him by the insured in support of the claim. There 
will sometimes be a non-waiver agreement in the claim file. 
This is a sort of stipulation between insurer and insured that 
any investigation condu~ted into the loss does not invalidate 
the provisions of the policy or ~aive any of the rights of 
either ins urer or ins ured under the terms of the pO,l icy. Often 
there will be a sworn proof·of loss in the file. This form, 
signed by the insured undl~r penalty of perjury, states the 
amount of loss (normally, as agreed upon by the company and 
public adjusters), the cause of loss, and a statement that the 
insured did nGt in any way cause the loss. Occasionally there 
will be fire and/or arson squad reports or private 
investigation reports in the file. Note: Most insurance 
companies file their undel:wr i ting information by property 
address, not by the name of the insured. Some companies, such 
as Aetna--at least until recently--file information by policy 
number, mak ing it all but imposs ible to g(~t any kind of 
information without that number. 



220 

III. ANALYSIS OF RESEARCH INFORMATION 

Collection and analysis of information in an arson 
investigation are not mutually exclusive tasks. Every time a 
new piece of information is obtained it must be considered in 
relation to everything else that is known about the case. 
There must be a determination of the limits of each 
investigation: "How far does this case go? Is this an 
isolated case of arson? Has the owner had more than a single 
incendiary fire? Who else is involved, in this case and, 
perhaps, in a variety of fires the owner has sustained or been 
involved in?" These are some of the questions that should be 
constantly in the minds of the investigators and prosecutors. 
The point is: a really blatantly incendiary fire demands a 
really thorough going-over. Uncovering a pattern of many 
losses or of many people involved in a single loss is valuable 
in itself, simply because it creates (or should create) an 
impetus to do more about the situation. 

A. Beginning an Arson Analysis 

The obvious point to begin analysis of an incendiary fire 
is to determine who had a motive to set the fire. The most 
usual choice is the insured/owner, but often not the only 
choice. When the possible subjects are selected, there must be 
a review of everything known about them and their relation to 
the loss property. This includes the financial condition of 
all parties (from interviews, observations, land records, tax 
and UCC material, court cases, and if available, credit 
checks); condition of the loss property (from the same sources, 
plus building department, health/housing department, rent 
control board, insurance inspection reports); and involvement 
of any of the parties in previous suspicious fires or in 
general criminal activity (from a combination of land records 
and fire reports, court cases, and arrest records, if 
available). Documents should be studied "as they occurred"--in 
chronological order. 

When all this information is at hand and has b/een examined 
wi th some care, there sho uld be an appraisal of any' 
inconsistencies, whether regarding origin of the fire, 
opportunity to set it, or possible financial motive for it. If 
there is good reason to think that a particular fire is 
arson-for-profit, there should be an equally good reason to 
think that if the arson did not occur, the unburned property 
would represent a 16ss to someone. The loss may consist of any 
number of things, but it probably has to do with a relatively 
simple formula regarding the economics of owning property: 

Gross income, minus expenses,equals net income (profit). 

Gross income, as it applies to property, usually means 
rental income. Anything that decreases gross income decreases 
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profit. The chief problems here are vacancies (for whatever 
reason), rent rollbacks (determined by a rent control board, 
usually for over-charging in the first place), "stolen rents" 
by a third-party rent collector, and rent withholdings. 

Typical property expenses are: mortgage payments, 
insurance premiums, real estate taxes~ utility costs (heat, 
electricity, gas, and water--where the tenants do not have to 
pay these), normal maintenance or janitorial services, and 
repairs. These are also the priorities, in order, of the 
owner's expense payments. Anything that increases expenses 
decreases profits. Normally the one expense that can most 
seriously affect a property's net income is re~airs. AI~h~ugh 
good maintenance tends to keep unexpected repa1rs tO,a m~n1mum, 
there are not many landlords who are extremely consc1ent10us 
about maintenance. There are also a great number of owners who 
are naive enough to ignore the possibility that heating, 
plumbing, and electrical systems may not last forever. 

There are ways of dealing with short-term profit problems, 
most notable of which is refinancing of a mortgage to reduce 
the monthly payment or to provide extra money for repairs--or 
both. Repairs can also be dealt with through home improvement 
loans. There are also ways to raise rents legally and 
equitably. These and other ~ethods can often turn sh~rt-term 
problems into long-term prof1ts. People who burn the1r 
properties, however, are not interested in ~long-term", 
solutions to financial problems; they are 1nterested 1n 
short-term, immediate profits: "sell it to the insurance 
company." The .owner/arsonist's major financial problems may 
not even be directly related to the property that burns, but 
that property is very likely not in the best of condition. 

Notices of violations (structural, sanitary, rent control, 
etc.) are often critical indicators of a property's condition. 
Such violations should be considered in relation to other 
facts: did the fire occur shortly after violations were 
reported (or shortly after mortgage or tax foreclosure 
proceedingS)? Were permits ever taken out to correct 
violations? Was additional financing obtained to pay for 
repair work? Or, if financing was obtained, was there ~ 
application for a permit to do work? Did the insured ~ecently 
receive a notice of insurance cancellation? Was he be1ng sued 
about a matter not even related to the building? 

The ability to analyze the sort of information noted above 
comes only with p.xperience. A limited amount of help can be 
g iven by books and manuals such as this, but there is no 
SUbstitute for doing the work itself. Above all, there must be 
a shared belief by all participants in an arson investigation 
that their efforts are worthwhile, and that cases can be won on 
the strength of good research. 
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B. Serious Financial Problems as a Motive for Arson 

At varicus stages of research an investigator may find 
indica~ions of apparent financial problems for the 
~wner/lnsured, tenant, mortgagee, or other financially 
lnterested party. Any such indication should be explored 
th~roughly, by means of ' other relevant public--or 
prlva~e--records ~nd by interviews of knowledgeable sources. 
O:caslonally, s~rlous problems will be discovered in the 
flnances of an,lnterested party or in the balance sheet of the 
loss, property ltself. When this happens, the documentation of 
su~h,problem~ must be thorough, as they may constitute the 
crl~lnal motlve for the loss. The following are examples of 
serlou~ problems and possible actions that may be taken in 
explorlng them: 

1. Bank:up~cy. If a suspicious fire ocurs at a property 
wh?S7 0~1er lS ln bankruptcy, consider where the fire 
o:lgln~ted. If the origin is near where the owner kept 
flnanclal records (and especially if the owner claims that such 
records were destroyed), the fire may have served a dual 
~urpose: to keep those records from scrutiny and to obtain an 
lnsurance settlement that may exceed the value of the 
property. The cour~ file,will list the bankrupt's creditors, 
they should all,be lntervlewed to determine any unusual 
patt7r~s of buslness before the fire and to learn of any 
s USplclons of each credi tor about the debtor and his deal ings. 
T~x ret~rns o~ the debtor (the individual and, if appropriate, 
tne buslne~s ltself~ sho~ld ~e obtained through subpoena and 
c?mpared wlth the flnanclal lnformation in the bankruptcy 
flle. !f the loss occurred at a business, it may be advisable 
~o obtaln a search warrant as quickly as possible to determine 
lf any contents claimed to have been destroyed were really 
present at the loss location. 

2. ,Imminent Foreclosure on the Loss Property. A property 
owner wlll occasionally try to salvage the "last gasp" of'value 
from a property that is due to be foreclosed for default of 
mortgage or tax payments. This sort of problem will be 
r7veal:d by a ~heck ?f land records. Upon finding this 
sltuatlon the lnvestlgator should attempt to study records of 
all the owner's property to determine two things: whether the 
owner's other pr~pertr is in similar "jeopardy" and whether the 
owner has had prlor flres at any of his properties If the 
owner's mortgage is being foreclosed, that mortgag~e (and often 
any other mortgagee) should be interviewed. The investigator 
should check records of the local health and building 
depa:tme~ts and should interview former tenants and neighbors 
to fl~d lf t~e owner w~s obviously letting the building 
deterlorate ror s?me tlme before the fire. An attempt should 
be made to ~earn lf the owner was in financial difficulty not 
connected wlth the loss property, through int~rviews of hiS--
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tenants, neighbors, add associates~ and possibly by obtaining 
his income and other tax returns for the last few years. The 
owner's al ibi for the time of the .f ire sho uld be checked 
carefully. His associates should be checked by means of 
interviews and examination of court records. 

3. Condemna'tion Order/Notice of' Major Repair s. Problems 
directly affecting a property will usually be discovered in 
building or health department records. If there is an existing 
mortgage on the building, the mortgagee should be interviewed 
to find if the owner was recently denied a re~uest to 
refinance. Tenants (if any) should be asked if anyone recently 
tr ied to get them to move from the building. (Note that 
tenants should usually be asked this question in the event of a 
suspicious loss where the owner stands to gain through 
insurance.) Land records must be checked to learn of any other 
property the owner holdsJ that property should then be checked 
for both condition and prior losses. It may be worthwhile to 
interview a local building or health inspector for a detailed 
listing of structural or sanitary deficiencies in the building 
and (perhaps with the assistance of a contractor or appraiser) 
determine the probable cost of repairs. The owner may have 
done this himself--if the cost of repairs exceeded the market 
value of the property, the probable motive for the fire becomes 
immediately clear. In urban properties that deteriorate badly 
and then burn, it may be worthwhile to consider if such a 
property is in or near an urban renewal area. If so, the land 
on which the building sits is probably more valuable without 
the building, and the owner has a dual motive for a fire: a 
good insurance payout followed by profitable sale of the empty 
lot to a developer. Look for other severe fires nearby--the 
idea may have caught on with several other owners. Consider 
also that a mortgagee can be involved in such a scheme, often 
in league with the owner--look for a mortgage granted shortly 
before t~e fire loss. Ask to see (or arrange to subpoena) the 
promissory note that the mortgage secures; look for usurious 
interest or any indication that the full amount of the mortgage 
is much higher than shown on the note. Addi tionally, try to 
get from the mortgagee any documentation of a financial 
background check on the borrower or a financial statement 
submitted by him to the lender; be suspicious of the mortgagee 
if neither of these can be produced. If either is available, 
compare it with any financial information obtained from the 
borrower, such as tax returns, income or operating statement, 
etc., and look for discrepancies. 

4. Prolonged'or High Rate of Vacancy. Information about 
vacancies usually comes from tenants, neighbors, or a building 
superintendent. In this case the property's income statement 
should be obtained by requesting it or getting it on subpoena 
from the owner or manager. Lack of rental income can be 
ruinous to a property owner; it is often combined with poor 
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sanitary conditions or lack of heat, electricity, gas, plumbing 
facilities, etc. The investigator should try to find out if 
the owner, manager, or rental agent made any serious attempt to 
get new tenants in the months preceding the loss (by signs, 
newspaper ads, etc.). Additionally, any existing tenants 
should be asked if any attempt to evict them was made before 
the fire. 

5. Imminent Cancellation of Insurance. Cancellation of 
insurance usually occurs for one of two reasons: non-payment 
of premium or the discovery of substandard physical conditions 
by an inspector. The former almost automatically points to 
financial problems for the insured; this should be explored 
thoroughly by the various means noted above. The latter reason 
suggests that the insured is not putting money into building 
maintenance. Tenants (if any) should be interviewed to 
determine if there were any major code violations at the 
property and for how long they existed. Code inspection 
records may also be helpful in this regard. 

6. Expensi~le Legal Judgment Against an Insured. If a 
losing defendant in a civil suit has to corne up with a sudden 
large sum of money to satisfy a legal judgment, he may panic 
into burning an insured property to obtain the money. This 
includes divorce cases. Information about such a judgment 
might come from a variety of sources: tenants, family members, 
neighbors, friends, suppliers, etc. The amount of indebtedness 
and other facts relevant to the legal case can be obtained from 
the court case file. 

C. Absence of Financial Stress 

1. When Financial Problems Seem Small or Non-existent. 
Frequently, the most difficult incendiary fires to investigate 
are those where all or most of the following seem to apply: 

• Acceptable tenants who pay rent on time; 

• No long-term lease problems, 

• Stable neighborhood, properties increasing in value; 

• Good wiring, plumbing, and heating in building (and 
good roof), 

• No (or few) sanitary code violations; 

• No mortgage defaults; 

• No tax delinquency; 

• Owner has no evident personal financial problems. 

i' 
i' 
I. 
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In such cases the investigator may conclude that the fire was 
not set for profit. The following possibilities should, 
however, be considered first: 

1. "Stop-Loss" Arson. ~ires are ~omet~mes ~et to collect 
insurance in order to deal wlth potentlal flnanclal problems. 
An insured may face a personal or business.loss that would 
cripple him financiallY. Such a loss may lnvolve the property 
itself (especially structural problems not detected by an 
inspection--tenants or contractors may know about these) or~ 
more likely, something other than the property: Problems wlth 
bad investments, gambling, loan sharks, and unlnsured ~heft 
losses or medical bills should all be considered. VarlOUS 
sources noted above (regarding serious financial problems) 
should be examined. A somewhat refined form of stop-loss ar son 
involves a recently refinanced mortgage, when the borrower 
decides he cannot--or will not~-makemortgage payments. The 
borrower has already gotten a chunk of tax-fr:e money (from the 
refinancing) and caps it off with a tax-free lnsurance 
settlement that will give him considerable funds to leverage a 
new venture or pay a large debt--or both. 

2. Re-use of the Land. An owner may find that he could be 
making far more money from his property if there were a 
different type of structure on it or ~f the usage of the , 
existing str ucture could be altered. The most common motlve 
currently in the latter case is conversion of apartments or 
commercial space to condominiums. Again, try the sources 
listed for serious financial problems, plus local realtors. 

3. Ot.her Fj..n-ancially Interested· Party. Te~ants 
(especially 'c-6'mmercial ones) may have a strong lns urable 
interest in a property; their financial bac~grounds should be 
examined. Mortgagees may have a strong motlve--often a need 
for immediate cash. A financial reporting service or records 
of the state banking commission may provide pertinent 
information. Additionally, the mortgagee's financial records 
might be subpoenaed. If there is any suspi~iQn of mortgagee 
involvement in an incendiary fire, the promls~ory note that,the 
mortgage secures should be obtained. If the lnter~st rate :s 
usurious (which, in states such as Massachusetts',lS legal lf 
the lender notifies the state that he charges ,a hlgh:r-than
legally-allowable amount of interest), there 1S a falr 
possibility the borrower and the lender co~spired to have the 
mortgaged property burned (normally for qUlck cash). 

D. Detecting Hidden Ownership'ofProperty 

Hidden or disguised ownership of property may never be 
uncovered through public records. It is more often, disclosl~d 
by private papers. It is also a very "grey" c:rea~ ln l!I0s t , 
states it is legal in one way or another to dlsgulse flnanclal 
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interest in real estate. Even reputable people in the business 
often advise young investors to hold rental property through a 
"straw" owner as a means of limiting financial lL:lbility. 
Large-scale property owners often use straws to reduce their 
tax debt. Some people simply have an extreme sense of privacy. 

~i~guise~ own~rship or its likelih~od, though not always a 
SUSP1C10US sltuatlon, should never be 19nored. Knowledge of it 
may change a "possible vandalism" or "incendiary by persons 
unknown" loss into an obvious arson-for-profit scheme. 

Almost anyone can be a straw owner. The principal witness 
(an admitted contract arsonist) in the Massachusetts Attorney 
General's 1978 series of arson prosecutions used at least four 
different ones: his wife, two employees, and a "phantom"--a 
non-existent person. A lawyer convicted in one of the same 
cases went one step farther: he used a straw mortgagee, an 
employee who turned over the proceeds of an insurance" 
settlement to the lawyer, apparently for a small fee. Straws 
may be relatives, prior or later owners of loss properties, 
employers, lawyers, mortagees, stockholders, etc. 

The following is a Letter/Number Checklist of possible 
straws and sources that may reveal them:* 

~ERA~UMBER CHECKLIST 

Letter Number 

A. Relatives: 9, 12-15 

B. Friends: 2, 4-9 

C. Business Associates: 2. 4-9 

D. Trust Beneficiary: 4-9 

E. Mortgagee: 4, 5, 6, 8-11 

F. Corporate officer or director: 5, 6, 8, 9, 
12-14 

G. Corporate stockholder (usually 
has majority of shares): 5, 6, 8, 9, 

12, 13 

H. Proprietor of un~ncorporated business: 2, 5, 6, 8, 

I. Partner in legal partnership: 5, 6, 8, 9, 

* See Richard Jaffee's paper for'additional sources of 
information on this subject--particularly in the area of 
private records. See also Mark Zanger's discussion of straw 
ownership. ) 

9 

15 

Number 

1. 

2. 

3. 

4. 

5. 

7. 

8. 

9. 

10. 

11. 

12. 

-----~-
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Marriage or birth records may show kinship to the 
suspected real owner. 

Tenants (by where they send the rent), neighbors! or 
suppliers (by invoices, etc.) may know the real owner. 

True and apparent owner may share a joint bank account. 

True owner may hold a mortgage or chattel mortgage on 
the property. 

Bank or other mortgagee may be questioned--or 
sUbpoenaed--as to all financial interest in a property. 

Insurance records may show the true owner's interest 
in a property: insured's address may be "care of" the 
true owner or he may show as a loss payee who has no 
publicly recorded connection to the property. 

True owner may be the beneficiary of a realty 
trust--subpoena the schedule of beneficial interest 
from the trustee or attorney. Determine from the 
beneficiary any pledge or assignment of beneficial 
interest in a trust. 

Question the apparent owner before a grand jury as to 
any financial interest in a property. 

Depose apparent owner; same information as No.8. 

Subpoena mortgagee's records to see if borrower ever 
made payments. 

Subpoena bank account records of borrower to see if 
debit entries match mortgagee's record of payments 
(were the same amounts at the same times?). 

Obtain records that identify stockholders (by subpoena 
if necessary). 

13. Interview or subpoena stockholders to determine any 
pledges or assignment of stock. 

14. Obtain records of last annual meeting, look for newly 
elected officer~ or directors whose names are not yet 
publicly recorded. 

15. Obtain from all partners any indication of a pledge or 
assignment of financial interest. 

~--------
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APPENDIX 

LAND RECORDS 

Conveyances (sales of property). Property is usually 
conveyed by means of an instrument (written document) 
called a Deed, of which there are various types: a 
Warranty Deed means that the grantor (seller) warrants to 
that grantee (buyer) that he will protect the grantee 
against any claim arising out of his (the grantor's) 
ownership; in a Quitclaim Deed the grantor rnake~ no , 
promises about the title to the property, but slmply q~lts 
his claim to it; a Trust Deed conveys property to a th1rd 
party, who holds it for the benefit of the grantee. 
Instruments of conveyance generally show: names and 
addresses of buyer and seller, the selling price for the 
property (or properties), description of the property sold 
(usually by metes and bounds) and its land area, any 
obligations passed along to the buyer (mortgage, real 
estate taxes, etc.), excise tax stamps (ask a clerk to 
explain the excise tax rate), the signatures of the seller 
and a Notary Public (who is often an attorney), and the , 
signing and recording date of the instrument. Note that 1f 
there is a great difference (i.e., several mo~ths ~r a 
year) between the dates of signing and record1ng, 1t may 
well mean that the seller was really a "straw" owner for 
the buyer, who simply held onto the deed until, he found an 
opportune time to record it (such as after a f1re loss). 

Property financing. Property purchases are most often 
financed by means of a mortgage, an instrument that, 
declares that one or more piece::; of property are be1ng 
pledged as collateral against a loan of money. In fact, 
the loan may have nothing to do with the property that 
secures it, but if the borrower defaults (fails to payoff 
the obligation), the effect is the same; the lender has the 
legal right to foreclose (see below) the mortgage a~d ~ake 
the property away from the borrower. There are var1at10ns 
in mortgage documents in different states. Some allow 
open-end mort,gages, which allow the borrower; to re-borro~ 
up to the original amount of the mortgage w1thou~ r;ecord1ng 
a new mortgaqe instr ument (and us ually at the or 19lnal rate 
of interest): A purchase money mortgage is really an 
arrangement of credit between a property seller and the 
buyer; the seller allows the buyer to pay part,of the 
purchase price over time. A contract of deed 1S a mortgage 
in which the document itself is put into the hands of a 
third party--sort of an escrow arrangement--and if the 
borrow€:'" defa ul ts in payment, the th ird party may 
immediately tUrn the document over to the lender to 
initiate foreclosure. 
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Mortgages may be refinanced; the borrower may obtain 
additional money, or an additional period of time to pay 
off the mortgage (normally at a higher rate of interest), 
or both. This is indicated when a mortgage discharg~ or 
satisfaction (a document that shows a mortgage is paid off) 
is recorded and followed immediately by a new mortgage 
instrument from the same borrower to the same lender. 
Mortgages may also be assigned by a lender to another 
party, who then has the right to collect the payments. 
When a bank assigns a mortgage to a private party 
(individual or company), it sometime9 means that it was 
having a problem collecting the payments, and that the 
assignee is a collection specialist. When a private party 
assigns a mortgage, it may mean the party has a need for 
immediate cash. A chattel 'mortgage or financing statement 
is similar to a mortgage, except that the loan of money is 
secured not by real property (land and buildings) but by 
personal or moveable property, such as furniture, fixtures, 
goods, equipment, etc. When the financial obligation of a 
chattel mortgage is over, a termination instrument is 
recorded. 

When more than one property is used to' secure a 
mortgage loan, the recorded instrument is known as a 
blanket mortgage. When the obligation concerning a single 
property in a blanket mortgage is paid off (usually by a 
sale to a third party), a partial'release of mortgage for 
that property is recorded. 

If a borrower defaults in payments of a mortgage, the 
lender may begin foreclosure process. The first indication 
of this situation is often a public notice (sometimes 
called an order notice), being recorded. This instrument 
notifies the owner, any junior mortgagees (lenders who gave 
the owner mortgage money after the senior mortgage), and 
anyone else who has a recorded financial interest in the 
property that foreclosure process is being initiated. 
Junior mortgagees may want to intercede in the process; if 
the senior mortgage forecloses and sells the property for a 
relatively small amount of money, all junior mortgages will 
be wiped out--the junior mortgagee(s) would lose whatever 
money was unpaid against any such later mortgage(s). If a 
junior mortgagee forecloses, however, he still has the 
obligation to payoff the senior mortgage. 

The lender may file a notice of entry to take 
possession, a process by which he simply goes to the 
property in the presence of at least two witnesses. At 
this point he becomes mortgagee in possession and has the 
right to collect all rents to apply towards the mortgage 
payments. 
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If the mortgagee records a court judgement (and 
approval to foreclose), it means he has been granted the 
formal authority to foreclose the mortgage and take title 
to or sell the property. If the mortgagee sells the 
property, to himself or to a higher bidder at an auction 
sale, a notice of foreclosure sale (sometimes knows as deed 
under power of sale) is recorded--often along with an 
affidavit that the lender advertised the sale for a 
required period of time in a local newspaper. 

3. Liens. Any recorded claim that someone has on the property 
of another is called a lien. The best-known type of lien 
is a mortgage; this is a secured lien (meaning that the 
property owner acknowledges the claim in a signed 
instrument). Unsecured liens are described in this section. 

Municipalities, states, and the federal government may 
record tax liens--claims against a property for unpaid 
taxes o~ny sort. If a property owner does not pay real 
estate taxes for a prolonged period, the town or city may 
record an instrument of taking or tax-takinq against the 
property. This simply means that the town is establishing 
a lien on the property. If the taxes are still not paid, 
the town may begin tax foreclosure process by filing a 
notice petition (notice to all interested parties that a 
foreclosure petition has been presented to the local land 
court). If the town follows through with the action, it 
will receive a court judgement and, eventually, a final 
decree by the court that the property has reverted to the 
town. Throughout all of this process the owner may redeem 
his title to the property by paying the delinquent taxes 
and fees, in which case the town would file a release 
instrument. 

A lien may be placed on property as a result of a 
civil court suit. This lien is known as an attachment. 
There are two types: an attachment of contract, or 
mechanic's lien, is an action brought by someone who 
contracted to do work for the owner but was not paid for 
this work. The other type is an attachment of tort, where 
someone sues a property owner for neglect or for harm or 
damage caused at a property. This usually results from an 
accident that occurs at a property. If the plaintiff in 
either type of civil case wins the suit, he is given a writ 
of execution by the court. If at this time the 
defendant/owner still does not pay the damages awarded by 
the court, the writ may be presented to the county sheriff, 
who seizes the property shown on the writ. The sheriff may 
then auction off the property and give the proceeds to the 
plaintiff in payment for his damages. In this case a 
sheriff's deed would be recorded. This is a fairly unusual 
occurrence~--when it does occur the defendant, as a rule, 
later settles with the plaintiff, who deeds the property 
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back to him. Very rarely an owner who has abandoned a 
property will allow it to be taken in this manner, 
especially if he feels the property's value is minimal. 

4. Miscellaneous instruments. If title to a property is to be 
held by a realty trust, an indenture or declaration of 
trust is recorded. This document sets forth the trustee, 
who manages the property and the trust affairs, the terms 
of the trust (rights, duties; and functions of the trustee 
and term of the trust), and--sometimes--the names of the 
individual{s) who may be the beneficiary of the income from 
the trust or from sale of the property. Some states also 
allow shareholder trusts, which sell shares of interest in 
the property owned and act much like corporations (they are 
often regulated by the state department of corporations). 
Amendments to a trust may be filed. Leases are sometimes 
recorded--usually commercial businessis that want to 
establish that they have a long-term interest in a property 
(in case the property is later sold). An easement may be 
recorded to give an outside a right of way onto the 
property--often granted to utility companies, sometimes 
granted to abutters. Occasionally a death certificate will 
be recorded to show that a property owner has died and 
someone else must sign for him. 
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Interviewing Witnesses; Informants, and'Suspects 

Introduction 

This paper will focus on interviewing suspects and 
witnesses in arson-for-profit cases. It is based on the 
assumptions that the cause of the fire has already been 
determined to be incendiary and that the investigators have 
some reason(s) to believe that fraud may be the motive. 

Interviewing is often the most important technique employed 
in an investigation. This is certainly true in an arson-for-'-
profit investigation. But questions should never be asked in a 
vacuum. In an arson-for-profit case there is a good deal of 
preliminary work to be done before the questioning of sources 
of information begins, and particularly before targets are 
identified and questioned. Among other things, the 
investigator must know what physical evidence has been 
gathered, what was the probable cause of the fire, and what the 
insurance, business, mortgage, and other records reveal. The 
amount of other evidence available to the investigator will 
help determine the order in which people will be questioned, as 
well as the focus of that questioning. 

The terms "sources of information" and "informer" are used 
extensively throughout this paper. They are not 
interchangeable. Sources of information should be understood 
to mean anyone who provides information in the normal course of 
h is function ing as ,an official, an employee of a bus iness 
concern, or a witness to events. In a more restrictive sense, 
an informer is someone who, because of his involvement in or 
connections with the criminal world, can provide the 
investigator with information that is not available elsewhere 
and which could go to the heart of uncover ing an 
arson-for-profit scheme. The finding, developing, and use of 
informants can be a very important part of arson-for-profit 
investigations, and part of this paper will address ,that 
subject. 

I. Motive Behind Arson 

To suspect that "profit" rather than revenge, vandalism, or 
some other motive is behind an arson is the first step in an 
arson-for-profit investigation. But, like many first steps, it 
poses more questions than it answers. The most logical suspect 
is the owner of the property or business. The question to be 
answ~red here is: Did the owner profit from the fire or, at 
least, have a reasonable expectation of profiting from it? The 
term "profit" sho uld be thought of in its broadest sense. An 
owner may profit from a burning by collecting insurance. He 
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may have already profited by receiving the proceeds from the 
mortgage. The property may also be more valuable without a 
structure on it, if the parcel has been targeted for 
redevelopment. In addition to the owner, however, there are a 
number of other possible target suspects, including 
professional fire brokers and other leaders of an organized 
arson ring. There are a number of sources of information that 
could help determine the motive and involvement of the 
owner/target. These sources can logically be divided into two 
G,Eltegories: (1) Those which may reveal possible financial 
stress faced by the owner/target; and (2) Those which may 
reveal possible fraudulent activities by the owner/target. 

In the first category are people who possess or have 
custody over records that could, if analyzed properly, reveal 
financial stress. These include the lands record office or 
county clerk, insurance agent, bank mortgage loan officer 
building or ~ther code enforcement inspectors, and, if th~ 
property is a commercial one, suppliers or creditors. One 
c~ution to be observed in ,questioning some of these people 
(I.e., creditors or suppliers) is that they may be part of the 
conspiracy (if one exists) or they may stand to lose money if 
the owner of the property is convicted of fraud. One advantage 
to the investigator, however, is that even if one or more of 
these people are part of the conspiracy, their positions make 
it difficult for them not to at least seem to be cooperating in 
the investigation. Early on, if the investigator suspects, that 
they ~re supplying false information, he may be able to develop 
a perJury or similar case against such an individual. 

Below are the kinds of information an investigator could 
hope to gain from each of the following: 

• Lands Record Office or County Clerk. Present 
ownership of the building. History of ownership of 
the building, particularly recent changes in ownership 
at inflated prices. (On this subject see Schmidt's 
and Zanger's Tactical Guides on record searches and 
~conomic intelligence contained in Part II of this 

• 

• 

man ual. ) 

Building and Other Code Enforcement Inspectors. 
Hi$tory of building, electrical, sanitary, and other 
violations. Current violations that would be 
expensive to correct. Outstanding fines. Possible 
condemnation proceedings against building. Also, 
federal violations involving EPA, OSHA, and Consumer 
Product Safety Commission regulatory activities. 

Bank Mortgage Loan Officer. Amount of mortgage. 
Contents of loan application file. When was building 
mortgaged? Status of mortgage payments--is owner 

• 
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behind in payments, and mortgagor's payment record. 
When next payment due. 

Insurance Agent/Broker. Name of insured. Amount of 
policy. Type of policy. When policy issued. Recent 
increases in policy. Business or rental interruption 
insurance. Previous losses at location. Previous 
losses at other locations by same insured. 

Creditors. Financial information on business. Bills 
outstanding and length of time past due. Indications 
of a combined bankruptcy fraud-arson scheme. 

• Suppliers. Monies owned to suppliers. Recent 
increases in amount of merchandise shipped to 
business. (Owners may increase inventory and move it 
secretly to another location before the fire to 
increase insurance profit.) 

• Tenants and Former Tenants. Attempts by owner to 
evict tenants. (Owners may not want to ca use death in 
fire or may fear more complete investigation if death 
or injury occurs.) Problems between tenants and 
owner, such as rent strikes, which would decrease 
profits from building, movements of owner and/or 
others both prior to and at the time of the fire. 

• Fire Officers and Investi~ators. Fire history of 
burned building and owner s other buildings. Type of 
incendiary device or materials used. Evidence of 
pre-fire removal of inventory, furniture, or fixtures, 
such as copper pipe. Locked doors or windows--shows 
access limited to key holders. Proximity of fire to 
roof. (Many buildings considered "totally destroyed" 
if roof destroyed.) Appendix I presents a list of 
questions that can be used to obtain information 
regarding the arson-for-profit incident. 

II. Use of Informants 

The second major source of information includes the various 
informants who may reveal the fraudulent activites of the 
owner/target. In an arson-for-profit investigation there are 
two major types of people who are potential 
informants--individuals who are not directly involved in the 
arson-for-profit scheme but knowledgeable of certain 
activities, and those who are involved in the scheme. The 
following list, although far from complete, indicates some 
examples of individuals who could serve as informants and the 
information they might provide: 
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A. " Those Not Directly Involved in the Scheme 

• 

• 

• 

• 

• 

Loansharks. 
owner. 

Bookmakers. 
into money. 

Information as to the debts owed by the 

Same as above, plus known torches coming 

Fences. Information on the dispostion of inventory, 
furniture, and fixtures. 

Truc~ ow~ers. ~nformation on the transportation and 
dest1nat10n of 1nventory, furniture and fixtures from 
the site of the fire, prior to it. ' 

Uninvol ved torches. InformaLtion as to what thei r 
competitors in arson have been doing, possibly 
relating to the fire in question. 

B. Those Directly Involved in the Scheme 

• Torches. Information on the individuals who 
contracted for their services. 

• 

• 

• 

lip' II h ' 1geons, w 0 steer the 1nsured to torches. 
Informat10n RS to approaches made to them. 

90rrupt building and other code enforcement 
1~spector. Information re!gar21ng payoffs to conceal 
v10lations in buildings that subsequently burn. 

Corr upt public insurance i:idj uster. Information as to 
agreements reached with the insured and insurance 
company adjusters re: loss claims. 

• Corrupt insurance company adjuster. Same as above. 

• C~rruPt investigator. Information as to agreements 
wlth,owners to report the fire as "suspicious" or 
"acc1dental" in origin. 

Appendix II to this guide presents a list of questions to 
ask the potent~al informant who is not directly involved in the 
arson-for-~rof1t scheme. As important as this information may 
be to th~ 1nvest~gator, it is the second type of informant who 
can provIde key 1nformation and testimony on tHe inner workings 
of an arson-fraud conspiracy. 

liThe ~nv~stig=to~ s~oU~d al!ay~ ~e alert to the possibility 
of turnIng or f11PP1ng an 1nd1v1dual who i:s part of the 
~rson,sche~e. A conspirator-turned-informant/witness can 
Ident1fy h1s confederates, describe their activities, .and often 
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provide first person narrative of direct evidence that explains 
and ties together the diverse threads of the circumstantial 
evidence pointing to guilt. Appendix III lists some possible 
questions to be asked in interviewing a suspect to be turned, 
including specific questions directed at the torch. 

The success of the investigator in "flipping" a conspirator 
depends in large part on his artful use of the prime causes for 
such cooperation--greed and/or apprehension of conviction and 
imprisonment. While information may, on occasion, be purchased 
with money from an informant, the investigator cannot hope to 
compete monetarily with the payment that a lucrative arson 
conspiracy can offer in competition. Thus, the relatively 
limited financial inducements that can be made available by the 
investigator must be combined with an even more powerful 
motivator, the threat of prosecution. 

Before attempting to use this approach, the investigator 
must be sure that he has developed an air-tight case against 
the target. Only then can the investigator hope to credibly 
approach and "turn" that target by convincing him of the 
hopelessness of his situation, and the advantage of cooperating 
with the authorities as well. 

The CUltivation and management of informant/witnesses is an 
art and a subject that cannot be adequately covered in this 
paper. Nevertheless, the investigator must be aware of certain 
basic rules in this complex area. First, never under any 
circumstances allow the informant/witness to gain the upper 
hand or to dictate or otherwise steer the course of the . 
investigation. At all times, the investigator must remafn in 
control of the informant/witness or else it will be the 
investigator who is compromised. There can be n2 exceptions to 
this rule. 

Second, the investigator should never make the 
informant/witness a full partner in the investigation. In 
other words, the investigator should disclose no more 
concerning his investigation than is absolutely necessary to 
obtain and use information from the informant. One reason for 
caution is that the informant may shift his loyalties back to 
his former criminal associates or may even ply them with 
information about the investigation while simultaneously 
providing information to the investigator. The investigator 
should anticipate these divided loyalties and limit the 
potential damage to his case by restricting the extent of the 
information shared with the informant. 

Third, the investigator must use absolute and total honesty 
in dealing with the informant/witness. Whatever agreements are 
reached as to what he will receive in exchange for his 
information should be kept. These agreements may range from a 
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p~omise to k~ep h~s identity secret to an understanding that 
~lS cooperat1on w1ll be made known to the prosecutor and judge 
1n any pending criminal action against him. Even though the 
average informant/witness will be a person of highly 
questionable moral character, the investigator's conduct must 
always be above reproach, since the informant may well disclose 
to d~fense counse~ any :eal--orapparent--indiscretions 
comm1tted by the 1nvest1gator. While not always relevant, this 
kind of derogatory material can be used by defense counsel to 
distra~t the jury from the issue of the defendant's guilt. 
Acco~dlngly, any and all contacts between the investigator and 
the lnformant must be honest, forthright, and meticulously 
documented. Statements taken from the informant should be 
reduced to writing and submitted to the informant for his 
review, modification, and signature so that there can be no 
question at a later time as to their accuracy. 

, Fourth, ~he investigator should keep in mind that many 
lnformants, 1n an attempt to avoid prosecution and curry favor 
~ith the investigator, will be inclined to say what the 
lnform~nt thinks ~he investigator wants to hear. This tendency 
among 1nformants 1S extremely dangerous, and the investigator 
should be on constant alert for it. The investigator should 
always test the information being provided by the informant at 
each and every stage and immediately clear up any inaccuracies 
or falsehoods prior to their being incorporated in the 
informant's signed statement. This becomes particularly 
i~portant i~ light of the fact that all such signed statements 
wlll be subJect to discovery by defense counsel at the time of 
trial and can be used to impeach the credibility of the 
informant/witness. Accordingly, the informant/witness should 
be made aware of the fact that at some later date his 
undercover activities will become known to his associates and 
that he will be compelled to provide testimony in open court. 
Hopefully, this knowledge will cause him to be as truthful and 
as accurate as possible. 

One key to avoiding inaccuracies in the informant's 
statement is to seek as much corroboration as possible through 
the circumstances surrounding the informant's story. In this 
regard, no item of corroboration should be considered too 
trivial. For example, should the informant advise that he met 
with other members of the arson conspiracy at a given motel on 
a given date and registered under a given name, the motel 
records for that date should be checked for corroboration. (It 
may well tUrn out that the records will show that the informant 
is mistaken as to the actual date and, by referring to the 
records, a more accurate sequence of events can be structured.) 
If the informant claims to have made a long distance call to 
another member of the conspiracy on a given date and time, the 
appropriate telephone toll records should be checked to confirm 
that fact. This type of investigative work is often tedious 
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and exacting, but it is absolutely necessary to bolster and 
corroborate the testimony of the informant. 

One of the most effective means for corroborat~ng the 
informant's statements is the use of a body ~ransm~tter 
electronic surveillance device. Should the 1m:es~lgator 
determine that the informant continues to rema1n 1n ~ontact 
with his co-conspirators ~nd t~at theY,are u~aware of the 
informant's cooperation w1th hlm~ the,lnvest~gator should 
consider placing an electronic,llstenlng d~v~ce on,the ~erson 
of the informant and sending h1m back to dlSCUSS W1t~ hlS 
former associates their criminal acti~itie~. Wher~ lt could be 
dangerous for the informant to meet w1th hlS asso~late~, a, 
radio transmitting device sh~uld be co~sidered, Slnce lt w1ll 
permit the meeting to be monltored as ].t occurs. The , 
investigator should be aware, however, that many,profess10nal 
criminals are aware of the existence of such dev1ce~ and 
utilize counter-surveillance tech~iques su?h ~s radlo scanners 
which will immediately detect thelr t~ansm1~slons. 
Accordingly, if at all possible, the 1nvestlgator sho~ld 
utilize a non-transmitting miniature tape recorder wh1ch can be 
hidden on the person of the informant. 

In preparing for these meetings, the investigator must be 
scrupulously careful to avoid having the in~o~mant entr~p hi~ 
associates by suggesting to them further cr1mlnal acts 1n WhlCh 
they may participate. Simila:ly, s~o~ld any member of the 
conspiracy be subject to pend1ng cr~m~na~ charge~, the 
informant must be careful not to ellclt lnformatlon from that 
individual concerning those pending charges or the strategy to 
be used in his legal defense. 

Once a tape has been made of a meeting between the 
informant and his associates, as soon as p(~Jible it should be 
transcribed and reviewed with the informant to determine the 
accuracy of the transcription. Thi~ should be done ,as soon ~s 
possible after the actual conversatlon so that the l~formant s 
recollection of events will be fresh and, thus, he wlll be 
better able to supplement and clarify the contents of the tape. 

Any meeting between the informant and his for~er assoc~ates 
should be covered by a physical surveillance. ThlS step w1ll 
help protect the informant, ~orro~o~ate,the fact,of the 
meeting, and facilitate the ldentlflcat~on of vOlce~ 
intercepted by the hidden listening devlce~ A physlcal 
surveillance by an investigato: who recog~lzes .'the other , 
members of the conspiracy and 1S able to 1de~tlf~ the~, ,wll~ 
provide significant corroboration for the V01?e,ldent1flcatlon 
to be made from'the tape by the informant. Slmll~rly, persons 
who are able to recognize the voices of the consplrators ~hould 
also be given the tape to review so that they may make ~Olce 
identifications. In the event there are no persons avallable 
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to make that type of voice identification, the investigator 
should endeavor at the time of arrest to engage the 
co~spirators in conversation so that he may then testify at 
tr1al as to the identities of the voices on the tape. 

The informant's word, standing alone, is virtually 
worthless in co~rt. Properly corroborated, however, by layer 
up~n layer,of c1rcumstantial (and, where possible, direct) 
eV1dence, 1t can become a very powerful tool in the hands of a 
prosecutor. Through the informant, the prosecutor will be able 
to articulate and communicate to the jury the theory of the 
case and the thread which ties together all of the 
circumstantial evidence in the case. For this reason alone the 
testimony of the informant/witness can be extremely important 
to a successful prosecution. 

III. Interviewing the Target(s) 

The most important interviews to be conducted in an 
~rson-~or-~rofit investigation are those of the targets of the 
1nvest1gat1on. Because this is so, a number of preliminary 
steps should be taken before these interviews are conducted. 
These steps and their importance are discussed in the following paragr8phs. 

A. Determining the Cause of the Fire 

The investigator should have as much information on this 
subject as possible. The accelerant and devices used to start 
the fire may be traceable to the insured. He may have 
purchased items for which he had no apparent legitimate use. 
Or the dev~ces used in the fire under investigation may have 
been used 1n a number of other fires. This could indicate that 
the current fire is only part of a larger organized scheme to 
burn a number of buildings. If this is so, the investigator 
~ould want, at least, to consider changing the status of the 
1nsured from that of the main target of the investigation to 
that of someone who might be "turned" to use against the 
organizers of the overall scheme. 

B. Surveillance 

Surveillance is an expensive and time consuming method of 
investigation, especi~lly Post-fire. There are times however h 't 'h ' , w en 1 m1g t be worUlwhile. If other investigative steps have 
not bee~ productive~ a ~im~ted surveillance of the target prior 
t~ and Just after quest1on1ng could be fruitful. Surveillance 
~lght unco~er a financial motive not turned up by other means, 
l:e., the 1nsured may be keeping a mistress or gambling beyond 
h1S means at a race track or casino. A post-interview 
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surveillance may disclose attempts to destroy evidence or a 
meeting with other participants in the conspiracy. 

C. Records, Intelligence, and Information 

Before questioning the target of an arson-for-pr~fit , 
investigation, the investigator should have as mu~h 1~form~t1on 
and intelligence as is available about the target s f1n~nc:al 
position, his insurance coverage, the history of the ~u1ld1ng, 
his ownership of other properties, the cause of the ~lre, the 
value of claims in contrast to the actual (or approx1mated) 
value of the inventory, furniture and fixtures a~tual~y pr:sent 
in the burned building, and other items covered 1n th1S gU1de. 

The investigator should have formed some ~pinions aS,to the 
existence, and if so, the extent of the con~p1racy., Is 1t a 
simple arson? That is, has the owner s:t ~lS own f1;e to 
collect on h~3 insurance coverage? Or 1~ 1t complex. Are 
there multiple and/or successive ownersh1ps of property at 
higher, inflated valuation? Is there more than on: prop:rty, 
involved? Have there been increases in cover~ge, 1n del:ve:1es 
of merchandise? Is the property worth ~ore w1thout a b~1ld1ng 
on it than with one on it? Is there,ev1d:nc: of a part:cular 
torch's "signature?" Does this burn1ng fIt Into a prevl~usly 
detected pattern of arsons? How many,participant~ ~re llkely 
to have been involved? How culpable 1S each part1c1pant in 
relation to the others? 

IV. Order of Questionin~ 

The order in which people are questioned is i~portant., In 
each interview, the interviewer, no matter how,sk1~led h: IS, 
will give up some information to the person b:1ng 1ntervl:wed. 
This is unavoidable. The nature of the questlon~ asked wIll 
indicate the interests and concerns of the quest10ner. A 
skilled interviewer, however, can minimize the amount of h' 
information he imparts to the "other side," ~nd he can do t 1S 
by the form which his questions take. Quest10~s should be 
asked in as simple and direct a manner as poss1ble. 

Thought should be given both to the form and content of 
each question. "Did anyone have a key?" reveals less 
information to the person questioned than "Isn't it true that 
John Doe Partner had a key?" and should be asked at th: , , 
outset. But, more importantly, the inv:stigator ca~ m1n1m1ze 
the information flow by the order in WhICh he ~uestl0ns, 
people. Ideallyu each interview should be des1gned to 1ncrease 
the knowledge of the investigator as to what took place an~ 
why. The more information obtained from "~ringe" people, 1.e., 
those at the farther extremes of the consp1racy w~o 
participated less and thus know less about the crImes, the more 
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intelligently the investigator will be able to question the 
main subjects. 

?uesti~nin? of,the,main subjects at too early a stage in 
the l~vestlgatlo~ 1S llkely to result in the persons being 
questloned learnlng more than the questioner. In the best of 
all possible worlds ~he main subject of the investigation will 
not have to be questloned at all. Other evidence will be 
sufficie~t to indict and convict. Unfortunately, the best of 
all posslble worlds does not normally include the investigation 
of " f f't" , arson- or-pro 1 crImes. The owner/target will probably 
have to be questioned. 

There are a number of interview settings and tactics that 
can be used. The owner maybe questioned in the field as the 
presumed victim of the arson. He will be under some 
constraints to answer certain questions as to the circumstances 
surrounding his ownership of the building. Questions regarding 
access t~ ~he building, the number of people who had keys, and 
any SUsplclons the owner professes to have can all be asked in 
a field interview. If he stands to benefit from the insurance 
cla~m, the ow~er wil~ want to convince the investigating 
offIcers of hlS non-lnvolvement in the arson. He will lie or 
attempt to do sO,in answe~~ng the,quest~ons. His lies may be 
of value tO,the lnvest~gatlng offlcers In developing perjury 
charges anclilary to the arson and fraud investigation. The 
more matters he lies about, the more matters the investigating 
~ffice:s may be ~n a position to disprove. While lying to an 
lnvest~gator durlng a field interview is not usually a crime, 
su7h lles may be used to discredit the target at a subsequent 
trIal, or,may b~ intro~uced as evidence at a grand jury 
presentatlon, elther dIrectly by the investigator's testimony 
or to form, the basis 'for questions to be asked the target in 
t~e grand Jury. (Note: In many states, statements taken in the 
fle~d by depu~y,state fire marshals are covered by special 
perJury and slmllar false statement statutes.) 

Th~re ma~ be inve~tigat~ons where the owner/target refuses 
to be,lntervIewed by lnvest~gators in the field. The target's 
role,ln th~ o~erall investigation may be such that his 
~estlmony lS ~mportant enough to consider using the grand 
Jury. AppendIx IV contains a set of possible questions to be 
asked of the owner/target, and Appendix V provides several 
~ample,in~erv~ew form~ which offer the reader an example of how 
lntervlewlng lnformatlon could be collected. Appendix V also 
~hows ~ sample case checklist summarizing the important 
lntervlew stages of the investigation. 

V. Grand Jury Questioning 

At thi~ point in t~e investigation~ it may be necessary 
and/or desIrable to Shlft the location of the questioning to 
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the grand jury. There are a number of reasons why convening a 
grand jury makes sense. In many jurisdictions records cannot 
be subpoenaed except for presentation to a grand jury. Grand 
juries may compel testimony after a judge grants immunity to 
the witness. A witness must answer truthfully while under oath 
before a grand jury or run the risk of committing and being 
indicted for the crimes of perjury and/or contempt. Witnesses 
from out-of-state may be compelled to appear before the grand 
jury through the use of the reciprocal witness act. 

It is obvious from the above that the grand jury is a 
powerful tool in the conduct of an investigation. True, the 
witness cannot be compelled to tesitfy without receiving 
immunity from prosecution but, depending on the nature and 
scope of the investigation and the potential information to be 
gained, immunity for one or more fringe participants or even 
one or more of the targets may be a small price to pay for the 
success of- the investigation. 

It should also be obvious that the use of the grand jury is 
normally not employed until the later or final stages of an 
investigation. Before recommending that a witness or witnesses 
be granted immunity, the investigative team should have a good 
idea of the dimensions of the arson conspiracy under 
investigation and the relative importance of the participants 
in terms of the information to be gained by a grant of immunity 
as opposed to the loss of the immunized witness as a defendant. 

The witness, if he is part of the conspiracy, is put 
between "a rock and a hard place." Since he has immunity from 
prosecution, he no longer can plead that his answers will 
incriminate him. If he is part of the conspiracy, his answers 
to the right questions should incriminate other~ and hopefully 
more important participants in the conspiracy. If he chooses 
to lie or refuses to answer the questions put to him, he faces 
prosecution for perjury or contempt. 

Investigators may be reI uctant to recommend that 01,e of the 
potential "targets" be subpoenaed before the grand jury and 
given immunity. But, it may be the only recourse lef~ if all 
other investigative steps have been taken and there is still 
not enough evidence to prosecute any of the targets 
successfully. If there is only one target in the 
investigation, then he should probably not be questioned in the 
grand jury. There would normally be no purpose served by 
gl.ving immunity to the sole suspect in the investigation. 

VI. Final Thoughts 

No two investigations are exactly alike. It would be nice 
if in every investigation all of the steps discussed in this 
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guide could be taken in the proper order. But investigations 
have their own momentum. Depending on the circ~mstances and 
the OPportlD'li ties which present themselves, investigators may 
be forced to, or even choose to, interview a target at a very 
early stage in the investigation. If that is the decision, at 
least it should be made with an awareness of the risks invol~ed 
and the pitfalls to be avoided. 

Investigators should also be aware that there are a number 
of crimes that may be committed in addition to the arson. 
Larceny may be committed by fraud. Burglary may be a 
chargeable offense in connection with the arson. There may be 
false swearings and the filing of documents in connection with 
the scheme which constitute separate crimes. If there is more 
than one party involved in the arson, there is probably a 
conspiracy or at least a criminal solicitation, aiding and 
abetting, and accessory before and after the fact violations. 
There may be tax statutes which are violated. If witnesses are 
called before a grand jury, there may be the testimonial crimes 
of per j ury Ol~ con tempt commi t teo ~ 

The investigator should familiarize himself with the entire 
range of offenses which may be committed in connection with an 
arson-for-profit scheme. Anyone of them may be the crime that 
the investigator is able to use to charge the offender or to 
convince him to cooperate in the investigation. The success of 
the interview, if conducted properly, will most often depend on 
the amount of information the investigator has amassed before 
the interview begins. 

Finally, the success of any investigation will be affected 
by the way in which the investigator handles the evidence. 
This applies to the information generated from interviewing as 
well. Facts should be organized in an orderly fashion, so that 
information can be transmitted between investigators or 
different agencies. 
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APPENDIX I 

Sources of Interview Information 

The 
to acts 
and the 

followin is a list of some of the possible wi~nesses 
committe~ in connection with an arson-for-proflt scheme 
types of questions they should be asked: 

I. 

II. 

Interview of Witnesses at Scene of Fire 

A. Possible Witnesses: 

• • • • • • • 

B. 

• • • • • 
• • • • • • • • • • 

Tenants of building 
Tenan ts of sur rounding buildings 
Businessmen in building, " 
Businessmen in surroundl~g bu~ld~ngs 
Customers of businesses In bUIldIng, " 
Customers of businesses in surroundIng bUll~1~9~ 
Passersby including: bus route drivers, taxI rlve:s, 
oeliverymen (milk, bread), garbage collec~ors, polIce 
patrols, people waiting for buses and taxIS 

Questions to Be Asked: 

f · ? Did you observe the Ire. , ? 
At whut time did you first observe the fIre. 
In what part of building did you obs~rv~ t~e fire? 
What called your attention to the b~lldlng. 'ldin 
Did you see anyone entering or leavIng the bUl g 
prior to the fire? 
Did you recognize them? 

Can you describe them? l'n the area of the fire? Did you observe any vehicles 
Can you describe them? ? 

Can you descibe the smoke and the color of the flame. 
How quickly did the f~re ~pread? 
Was the building burnIng In more than one place? 
Did you detect any unusual odors? 
Did you observe anything else? 
What else did you observe? 

Interview of Fire Officers and/or Firefighters at Scene 

Questions to be asked: A. 

• • • • • • 
• 

. d? What time was alarm receIve . . ? 

What time did you arrive at scene of fIre. 
Was your route to the scene blocked? .? 

What. waf~ the extent of burnin~ when you arrIved. 
Were doors and windows locked. 
Was the entrance and/or passageways blocked? 
What kind of fire was it? 



r • • • • • • • • 
• • • 
• 
• • • 
• • 
• • • • • • • • 
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What was the spread speed of the fire? 
I r wh a tar e a ( s ) did th e fir est art? 
What was the proximity of the fire to the roof? 
Wa; there evidence of the use of an accelerant? 
Wa~ there any evidence of arson recovered? 
Did the building have a fire alarm system? 
Was it operating? 
Was there any evidence of tampering with the alarm 
system? 
D~d the building have a sprinkler system? 
Did it operate? 
Was there any evidence of tampering with the sprinkler 
system? 
Was there anyone present in the building when you 
arrived? 
Who was that person in the building? 
Did h~ say anything to you? 
Were there any people present at the scene when you 
arrived? 
Who were they? 
Did you observe any vehicles at the scene or leaving 
when you arrived? 
Can you describe them? 
Were there contents in the building? 
Was there evidence of content removed? 
Was the owner present? 
Did he make a statement? 
What did he say? 
What is the prior fire history of the building? 
What is the prior fire history of the area? 

III. Interview of Insurance'Personnel 

The ~rofit in many arson-for-profit cases is the payment 
from an Insurance policy or policies. There are three classes 
of people who may be interviewed in order to determine if the 
~rofit centers around an insurance claim. They are the 
Insurance agent/broker, the insurance adjuster, and the 
insurance investigator. 

A. Questions to Ask the Agent or Broker: 

• Who is the insured? 
• Is there more than one insured? 
• Is the insured the beneficiary? 
• What type of policy was· issued? 
• What is the amount of the policy? 
• When was it iss ued:' 
• When does it expire? 
• What is the premium cost? 
• Are payments up-to-date? 

251 

• Have there been any increases in amount of coverage? 
• What amount? 
• When.did increase take effect? 
• What was the reason for the increase? 
• Are there any special provisions in the policy? 

(E.g., interruption of business or rental income.), 
• What are they, and when did they take effect? 
• Has the insured ever received a cancellation notice on 

this property? If so, when? Why? 
• Does the insured have any other policies? 
• Were there previous losses at location of fire? 
• Were there losses at other locations owned by the 

insured? 

B. Questions to Ask the Insurance Claims Adjuster: 

• Did you take a sworn statement from the insured? 
• Did the insured submit documents regarding proof of 

loss, value of· contents, bills of lading, value of 
building, etc.? 

• Did you inspect the fire scene? 
• Did you inspect the fire scene with a public insurance 

adj uster? 
• Did you and the public adjuster agree on the cost 

figure of the loss? 
• Have you dealt with this public adjuster before? 
• Has he represented this owner before? 
• Has the insured had any other losses with this 

company? If so, get details. 

C. Questions to Ask the Insurance Investigat~£: 

• • • • • 
• 
• • • 
• 
• • 
• • • 
• • 

Were you able to determine the cause of the fire? 
Did you collect any evidence? 
Who analyzed the evidence? 
What were the results of the analysis? 
Was the cause of the fire inconsistent with state of 
building as known through underwriting examination? 
Have you investigated past fires involving the 
location? 
Have you investigated past fires involving the insured? 
What were the results of the investigations? 
Have you had prior investigations involving the public 
adj uster? 
Have you had prior investigations involving buildings 
handled by the same insurance agent/broker? 
What were the results of these investigations? 
Does this fire fit into a pattern of fires of recent 
origin in this area? 
What are the similarities? 
What are the differences? 
Have you taken any statements in connection with this 
burning? 
Whose statements did you take? . 
What do they reveal? 

r 
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There may be restrictions on the amount of information 
insurance pe~sonnel can turn over without a subpoena, but the 
investigator should be able to determine enough to indicate 
whether the issuance of a subpoena or search warrant would 
prove fr ui tf ul. 

IV. Other Witnesses Concerning Finances of Insured 
There are a nt.n11ber of other people who may have information 

relating to the finances of the owner which may indicate how he 
stood to profit from the burning. These witnesses would 
include bllsiness associates, creditors, and competitors. (See 
also the guide by Harvey Schmidt in Part II of this manual.) 
Following are the types of questions these witnesses may be 
able to answer: 

• How long have you known the owner/insured? 
• What is the nature of your relationship with him? 
• Do you have any information on the financial position 

of his business? 
• Is he competitive with similar businesses? 
• Have there been recent technological advances which 

would threaten his position? 
• Has there been a recent increase in competition which 

would affect his position? 
• Have cha~ges in the economy affected his position? 
• Has he experienced recent difficulty in paying 

creditors? 
• Has his amount of debt increased recently? 
• Has he lost key employees recently? 
• Has the location where he does business changed for 

the worse recently? 
• Has he increased his mortgage or taken out a second or 

third mortgage? 
• Has he had difficulty making mortgage payments? 
• Do you have any other information about his financial 

position? 
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APPENDIX'II 

Interviewing a Potential Informant Who Is Not a Suspect 

. Prio: to interviewing, obtain general background 
lnformatlon about the informant including criminal record, if 
any, and whether subject has been or is currently an informant 
for any other law enforcement agency. Other questions to ask a 
potential informant are: 

• • • • 
• • • • • 
• • • • • • • 
• • • 
• • 
• • • • 
• 
• 

-:::-; "-::::::r -

How are you currently supporting yourself? 
Do you have any pending prosecutions against you? 
Where? What are you charged with? 
Do you have any information about arson-for-profit in 
this city, county, state? 
How did you acquire this information? 
Do you know anyone engaged in arson-for-profit schemes? 
What role does that person play in the scheme? 
How do you know this? 
What is your relationship with him/them--Ioanshark, 
bookmaker, fence, etc.? 
Where does this person live, frequent? 
Who are his associates? 
Do you know them? 
Are they part of the scheme? 
Have you been asked to involve yourself in the scheme? 
In what way? 
Have any of these people talked freely to you about 
their activities? 
Have they talked in your presence? 
What was said? 
Can you engage them in conversation about past 
arsons--future arsons? 
Would they be suspicious of you? 
Could you wear a concealed recorder during 
conversation? 
Could you introduce an undercover officer into group? 
Would you be willing to testify in the grand jury? 
Would you be willing to testify at trial? 
Would you be willing to swear to an affidavit for a 
search warrant? 
Would you be willing to swear to an eavesdropping 
warrant? 
What do you expect in return for your help? 
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APPENDIX III 

Interviewing a Suspect to Be Turned 

The following is based on the assumptions that the person 
to be interviewed is involved in an arson-for-profit scheme, 
the investigation has enough evidence for an arrest or at least 
enough evidence to convince the subject of the interview he is 
liable to arrest, and the interviewee would be of more val ue to 
the investigation in a cooperative role than as a defendant. 

A. Questions to Ask the Subject: 

• Are you willing to cooperate in this investigation? 
• How many other people are involved in the 

arson-for-profit scheme? 
• How are they involved? . 
• What role does each person play in the scheme? 
• Explain (in detail) how the scheme works? 
• How did you first become involved in the scheme?' 
• How did you meet the other participants? 
• Where did you meet the other participants? 
• Are you still in contact with the other participants? 
• How often do you see them? 
• Where do you see them? 
• What do you talk about when you meet wi th them? 
• Would you be able to record your conversation with 

them? 
• Are you willing to record your conversations with them? 
• Would you be willing to introduce an undercover 

investigator into the group? 
• Could you introduce an undercover investigator into 

the group without them becoming suspicious? 
• How far in advance of an arson are you told about it? 
• What role do you play in connection with the arson 

(torch, driver, pigeon, fence, etc.)? 
• Are you willing to be the affiant of a search warrant? 
• Are you willing to testify in the grand jury? 
• Are you willing to testify at trial? 
• Do you have information on other arson-for-profit 

schemes? 
• If answer is yes, see section in this guide on 

"Interviews of Potential Informants." 

B. Questions to Ask the Torch; Specifically: 

• What methodes) was/were used to accomplish the 
arson(s)? Specify: incendiary device, gasoline or 
other flammable fluid, other. 

Preceding page blank . 
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If an incendiary device was used, be specific as to 
the type of device. 
~ere ~id you obtain the incendiary device and if 
ImprovIsed, who made it? 
How much did it cost? 
M10 paid for the incendiary device? 
Was it paid for by cash or check? 
If gasoline or other flammable fluid was used, where 
was it obtained? 
How much was obtained and used? 
Are ~ny special techniques used in setting a fire or 
causIng an explosion so as to avoid detection? 
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APPENDIX IV 

Interviewing the Owner/Target 

The target of the investigation may be an owner, landlord, 
fire broker, etc. The interview should take place after 
obtaining the relevant background information outlined in the 
text of this guide and afte~ interviewing the individuals 
listed on the previous pages. 

A. General Questions to Ask the Target: 

• Tell me in your own words what you know about this 
fire. 

• When did you first hear of the arson? Who told you? 
• Where were you and what were you doing before, during, 

and after the arson? Who was with you? 
• Do you know who committed the arson? 
• Do you have any knowledge of any previous fire at the 

building? 
• Do you have any knowledge of any previous incidents of 

any kind and at any location owned or rented by the 
owner/occupant of the building? 

• Do you know of any recent changes in insurance 
cO,verage? 

• Do you know the owner of the arson property? 
• Describe your relationship to the owner? 
• Do you have any financial interest in the burned 

property? 

B. Questions to Ask the Owner: 

• Tell me in your own words what you know about this 
fire. 

• How long have you owned the burned property? 
• What was the purchase price? 
• What was the total amount of the mortgage? 
• What is your insurance company? Agent/broker? Public 

adj uster? 
• How much insurance do you carry? 
• Is there more than on.e policy on this property? On 

its contents? On rental or business interruption? 
• Have you increased your insurance coverage on the 

property in the past year? If so, why and at whose 
s ugges t ion? 

• Have you ever received an insurance cancellation 
notice on this property? 

• Where were you at the time of the fire? 
• When did you first hear of the arson? Who told you? 
• When were you last in the building? 
• Was 'the building secured? If so" in what manner? 
• Who else has access to or keys to the building? 
• Who was the ~ast person to leave the building? 
• Do you have any knowledge that the sprinkler system 

and/or burglar alarm system was on and working? 
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Indicate the name and address of all lienholders. 
What is the amount of each lien? 
What was the value of the inventory on hand 
immediately prior to the fire? 
Can you provide documentation for the value cited in 
the previous question? 
Was any inventory removed from the premises prior to 
the fire? Where did it go, and why was it removed? 
If yes, by ~ .. hom and for what purposes? 
Was any inventory removed from the premises after the 
fire? 
If yes, by whom and for what purposes? 
List the inventory so removed and its value. 
Did you set the fire or cause it to be set? 
Do you know who set it? 

C. Additional Information to Be Obtained' from Owner: 

The following information should be obtained by the 
investigator. Preferably, as much of this information as 
possible should be obtained prior to interviewing the owner. 
Thus, the answers to the following questions can be used to 
demonstrate contradictions between evidence and testimony. In 
any case, the additional information will shed light on the 
owner's profit motive. 

• Please supply any of the following information you may 
have: 

Assets 
Value of stock " 
Value of fixtur-e-s----------------------------------------

Accounts receivable _______ ~ __ ~~----~~~----~--------
Percent past due 

Loans receivable 
Loaned to --------------------~~-----------------Stocks_,_'_' ________________________________________________ _ 

Bonds~----~~--__ --~-----------------------------------Other tangible assets __________ ~--__ ~~--~----------
Bank balance __________________ Name of bank 
Total assets -----------

Liabilities 
Accounts payable ~~~~ ____ ' Percent past due 
Loans payable (total due) ---- 'Original amount~ 

Date issued ___ Terms 
Payable to ,-:---:-

Re n t/mo r tg 12 ges'( t'-o~t-a.."l,--.d."..u-e-)=-------'.."O-r...,i,...g...,i,....n-a-l".....-a-m-o-u-n-t-,-,-
Date issued Terms _' ____________________ _ 
Payable to __ '_'~ ____________________________________ ___ 

Taxes due __ ~~,..._~~----------____ ------__ ---------------
Federal withholding 
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Feder al pro fits 
Federal excise _'_'_' ____________________ ~ ______ ~--~---
State withholding 
State profits __ '_'_'_'_'_' ____ '_'_'_'_'_'_'_' __ ' _' ' __ ' _' ______ ~~ __ --
State sales 
City/county gross receipts 
City/county sales 
City/county occupancy 
City/county rent 
City/county real estate 

Other liabilities 
Total liabilities 

Obtain all bank accounts (savings, checking, loan, 
etc. ) 

Other financial'information 
Monthly payroll $ No. of employees ______ __ 

No. of employees 1 year ago 
Monthly rent $ Lease_'_' ________________ _ 

No. years to expiration _'_'_'_' ________________________ ___ 

List of employees--name, position, weekly salary, date 
started, date ended, horne address, horne phone, work 
hours, social security number 

Operating Costs 
Commissions, monthly $, ____________________ ~~~~--~-
Heat, electric, phone 
Other _'_'~'_'_'-'~--------~~--~--------~~~~~~---Volume of business, monthly $ __ ~ ______ Yearly$_'_'----
Orders on hand Names of companies_' ________ __ 
Recent cancellations~ Names of companies, ______ _ 
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APPENDIX V 

Sample Interview Forms* 

SUPPLIER INTERVIEWS 

Investigator(s) present, ____________________________________ ~~ ____________ ___ 

Case , " Date ____________ Name of supplier ___________________ __ 

Address of supplier ---------------------------------------------------
Name of person interviewed Title --------------------------
Telephone number of supplier _____________ Type of supplier _______________ __ 

When first had (insured) as a customer 

Usual order (week, month, etc.) 
-------------- How referred 

Amt. of order 6 mo. ago 1 mo. ago Week of fire 

Method of payment (COD, cash, credit) Problems ---------------

Was method of payment ever changed Why ________ . __________ _ 

Have you ever known this account to fall into arrears ' , When _____ __ 

Action take\1 . 
~-----------------------------------------------------------

List items that were supplied -------------------------------------------
Unit prices of items 

Usual total cost of order $ Maximum $ Minimum $ 
-'=-------- Dates _-!_' __ ,,_. _. '_' Dates _. ~-<'/-==--/~-_~-

Do you know of other suppliers who did business with this customer --------
Overall, would you consider this account satisfactory or unsatisfactory ------
How did this customers' order compare with other accounts of similar bus:i.ness 

,---------"'.<,-.----------------------------~------,--------------

Were you ever notified to stop deliveries or terminate account 
Why ______________________________ When ________________ _ 

(Obtain copies of invoices for last 3 to 4 billing periods if available. 
If not, try to get copy of last order and invoice.) 

When was last order paid for 

or will be taken 
--------------- In not, what action has been 

-------------------------------------------------
Other information necessary for particular case: 

* This information is supplied through the courtesy of Michael Friedland, 67 
Tonawanda St., Dorchester, MA 02124. Copyright, 1980. 

Preceding page blank 261 
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MORTGAGEE INTERVIEW 

Investigator(s) present ___________________________________________________ __ 

Case # Date Name of mortgagee ______________ __ 

Name of mortgagee's representative (bank officer, etc.) 
Address ____________________ . _________ _ Telephone number __________ _ 

(if not a bank or lending institution: DOB ___ /_. __ / ___ 88# -------------------
Title of person interviewed ______________ ~ ________________________ _ 

When did you become a mortgagee __________________________ . ____________________ __ 

What were the circumstances that you became a mQrtgagee _____________________ __ 

How did the mortgagor come to grant you a mortgage ___________________________ _ 
% --------Amount of original mortgage .::::$~ _________ 'l'erms: Interest 

Term of mortgage: months/years ~ _____________________________ __ 

Was mortgage ever increased or rewritten ______________________________ __ 

Current payments: Principal ~$~ ________ --- Interest $. ;,...------- Taxes $ 
~------

Date of last payment _ 

Were payments ever late _________ _ How many months _____ _ How often -----
Were payments early or combined with future payments 

Who made the payments How (check, cash, money order) 

Current bale".lce of mortgage ;:::&_. ________________ _ 

If not up to date, what action has been or will be taken ____________________ _ 

Any other business with (insured) 

~. ~ di~ you become aware of the fire at (loss address) 

Have you spoken to the mortgagor since the fire When -------------

Have any arrangements been made regarding payments since the fire ________ _ 

Insurance information regarding property ___________________________ __ 

Conditions of mortgage 
When was property last inspected by you _________ Before writing mortgage 

What did you determine the value of the property to be ___________________ _ 

(If value was less than mortgage, why was mortgage higher) 

Did you ever file or begin foreclosure proceedings ____ . __ When 
Why ____ _ 

Did you requirl'~ insurance coverage How much ______ ---------

\ 
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NEIGHBORHOOD INTERVIEW 

Investigator(s) present ------------------------------------------------------
Case # " Date Address of interviewee ------ --------- -------------
N8me of interviewee 

-----------~---
DOB ---------- .. 881ft ________ _ 

Telephone # Location of interview --------------
How did you become aware of the fire at (loss location) 

Did you become aware of the fire before the fire department arrived -------
Did you watch the fire Color of smoke Color or flames -----
Did you smell anything (smoke, chemicals, wood, oil, etc.) 

Did you see anyone that lived/worked in the building --------------------
Did you see any strange cars or people at the time of the fire --------------
Did you see anyone come out of the building before the fire - when -------
Do you know the owner of the building 

Names of above 

If dwelling, was anyone home at time of fire 

Tenants ----- Employees 

If business, was business open or closed at time of fire ---------------
Usual closing time ------------ Closing time on day of fire --------
Who closed ------------- Who usually closed _. ___________ _ 

Was bus.iness (good, fair, poor) 

Were there any previous fires at this building ---------------.--------------------
Circumstances of these fires 

Who did you talk to at time of fi"re (if at fire) -------------------------------
Do you know the cause of this fire Rumors ------------- ------------
Last time you saw anyone at building before fire ------------------
Condition of building before fire --------------- 6 mos. prior -------
Problems with building: Vagrants ---- Youths Loitering Break-ins 

Noise Vandals -------- ---------------
Were there any landlord/tenant disputes ------- Problems in neighborhood 

regarding: Building Occupants Owner -----------------------
Did you see any delivery trucks at building (in last year) 

Names of companies whose trucks were seen -----------------------------
Do you know of any other information that was not asked 

------------------~-
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EMPLOYEE INTERVIEW 

Investigator(s) present 

Case 4; 
Name of business (location of loss) ____________ _ Date ---- ------

Address ------------------------
Address of business 

Name or employee 

Telephone no. -------------- DOB 
_____ SS4F _______ _ 

How long have you been employed by this firm __________________________________ _ 

Full time Part time Title or job 

Who managed the business ,~ ____________________ Home address 

Who owned the business 

Who had key to the building Business 
------------------

Keys to specific areas of business or building 
Closed --------------------Who usually opened 

Day before __ ~ ______ _ 
-----------~Did you wok on day of fire (or day after) 

Did you notice anything unusual Smells 

Cans Any work begun lately __________________________ _ 

--------------On day of fire, who opened ~ _________________ Who closed 

Who takes receipts to bank ______________ On day of fire ----------------

Names of last people to leave the building or business 

How was business 1ast 6 months 1 month 

Future plans for business before fire 
Do you know if the business will reopen ____ When ______ Where heard 

What area of the building did you work in With who 

Times you were at work: Start 
________ End _________________ ___ 

Days that you usually work __________ _ 

Supplies: have they been in~reasing/decreasing 
How did you become aware that there was a fire 

Overtime 

'When was change 

Where were you when you learned of fire _______________________________ ___ 

With who Did you go to the fire ____ _ -----------------With who Who did you see there _____________________ _ 

Who did you talk to ~.~.~. __ ~ ______________________________________ ~ __ 

Do you know how the fire started 
_______________ Rumors· ____________________ _ 

Were there any flammables stored in building ______________________________ _ 
Where were they stored ____________________________________________ __ 

What were they for ________________ Who used them ____ ___ 
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EMPLOYEE INTERVIEW (continued) Case #: Date lnv.# ---- --- ------
Do you know if the owner or any other employees ever received threats from 

anyone From whom 'Who When ------ ---------- -----
When Do you plan to return to work there --------

Were there any previous fires at this business 

Circumstances 

Names of suppliers 

--------------------

When were these goods usually delivered -----------------------------------
Are there any problems with these suppliers 

~ere are these supplies or goods stored ---------------------------------
~fuo a~cepts deliveries 

How ofcen are you paid _______________ Any problems getting paid _______ __ 

Have any new employees been hired in last few months 

Have any employees been terminated or laid off in last few months 

Were there any employer or employee disputes 

Details 

How did you like working here . .. Why ------------ -----------------------
Has business increased or decreased over last few months 

How much (estimate) 

Do you know the owner of the building (if different than owner of business) 

Comments on owner or ownership 

Comments on how the business is run ------------------------------------
Names of other employees (include addresses if known) 

Comments on working conditions 

Any renovations made in last year (what, who did work) 

Oth~r pertinent questions: 

-""-7"''''.'';:- - "::":-::.::t"--_-~-.-.,. ,,~, ... ~..,-.--- • . 
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CASE CHECKLIST 

Operation No. 

Date received __________________ ___ Assigned to _____ '_'_'_' ,_' __ '_-________ _ 

Two-week preliminary report 

Due ______________ _ Da te l!l8 Hed ________________ _ 

Four-week interim report 
Due _________________ _ Date mailed ____________________ _ 

Inactive Date ------------- Closed date ___________________ _ 

Site Inspection _____________________________ ' _' '_'_-_'_' ___ ' -

Neighborhood Surveys ________________________ '_'_-_'_'_' -__ __ 

Employee/Tenant Interviews _________________ '_' '_'_'_'_'_' __ __ 

P.D./F.D. Reports/Interviews _______ -_-_' '_'_' ______ _ 

Fire Marshal, State Chemist 

Reports/Interviews __________ '_'_'_'_'_'_ "_'_' __ ' __ '-'-'-'-' _-' 

Background of Principals __________________________ __ 

Creditor/Supplier Interviews ________________ _ 

Alarm Company Records/Interviews _____________________ __ 

Corporate/Records Checks _._'_._-________________________ __ 

Insured(s) Interview __ ------------------------------
Suspect(s) Interview ________________________________ _ 

Insurance Agent Interview __________________________ __ 

Insurance Company Adjuster Interview _______________ ___ 

Bank Interview ' .,. - , , , , . 
----------------------------------

Mortgagee(s) Interview __________ ------' _' _-._'_-______ _ 

Pr.oof of Loss _' _______________ . __ -_'_'_._-__________ _ 
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I. INTRODUCTION 

FINANCIAL'INVESTIGATION 
OF'ARSON-FOR-PROFIT 

._-------- _. -" 

A business is in trouble. It started out on a shoestring, 
and the debts soon sta~ted to pile up. 'Inflation is eating up 
all the profits, and at the worst possible time, a discount 
store has opened and is cutting deeply into sales. Cash is 
getting tighter every day. It has become impossible to pay all 
the ordinary bills, let alone the monstrous loan payments. The 
building has deteriorated, and customers have stopped coming in 
cars because of the condition of the parking lot, but there 
just isn't enough money to pay for repairs. The stock just 
sits on the shelves. The owner is desperate; he starts to 
spend more time in the bars, business forgotten. But even 
drinking takes money--he figures that he may as well spend it 
because it sure won't make all the creditors happy. 

One day a couple of strangers are drinking in the same 
bar. They are talkihg about how easy it is for a fire to start 
"accidentally" and how well insurance companies are known to 
payoff with no questions asked. A solution--thank God for a 
paid-up fire policy purchased before all the trouble started! 
Maybe it's not too late to call the agent and tell him to 
increase the coverage. Get a truck to get the good stuff out 
before the fire. So many things to do. . . . 

A few weeks later, there was a fire. All the contents and 
mUi~h of the building were completely destroyed when the roof 
collapsed. The fire department called you; it was a very 
suspicious fire, probably caused by arson. 

You began investigating immediately. It did turn out to be 
a very big loss due tq arson. You feel like you must have 
talked to everyone in town. You've left no stone 
unturned--except one. That guy who had been thinking about 
buying the business before the fire had demanded financial 
statements going back awhile. And now he has dumped them all 
on you. You can't make heads or tails of the things--just so 
many numbers. You've already found out that the business was 
in trouble financially. If only that potential buyer hadn't 
told you that those statements would help you know just how bad 
off the business was before the fire. 

The financial statements of a business are complex. For 
anyone withQut accounting training they are almost meaningless, 
even though the accountants who prepare them intend for them to 
communicate useful financial information .. But, fortunately, 
the problem is one that has been faced by many generations; 
some techniques have been developed that help in understanding 
the statements. Even in the last half of the nineteenth 
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century, people began to improvise ways of making them more 
meaningful--short of becoming a trained accountant. 

One tool which has emerged is called "Ratio Ana~ysis." It 
can help an arson investigator cut through the complexity ~i 
financial statements to the meat of the matter--circumstantial 
evidence of a crime. The tool can be used to predict or 
diagnose business failure leading to arson: it can also help to 
pinpoint the duration, severity, and even some of the causes of 
a business failure. 

During an investigation of arson, the investigator might 
want to know if the business was under-capitalized and over
indebted. Was it paying its bills promptly? Was it making a 
profit? Was the merchandise selling before it spoiled? Did 
the owner take a large salary? ~, 

In general, ratio analysis of financial statements can help 
the investigator answer these and many more questions about the 
financial condition of a business before an arson fire. Ratio 
analysis presumes that one aspect of business, i.e., having 
cash, will have an impact on another aspect'of business, i.e., 
paying bills. If this relationship is true, then expressing 
the amount of bills currently owing as a percentage of cash 
would permit the investigator to conclude whether the business 
will be able to pay its bills promptly or not. 

Ratio analysis seeks to express the relationship between 
various aspects of business as pictured in the financial 
statements. One aspect of business is usually expressed as' a 
percentage of another. Given the common elements of doing 
business, the ratio permits conclusions to be drawn about the 
financial health of the business under investigation. For 
example, using ratio analysis, the investigator can determine 
whether the business has enough cash to pay its bills promptly, 
whether it can borrow money, and whether it is selling its 
inventory. If ;it can not do any of this, the investigator can 
conclude that the business is likely to fail and that its 
assets will have to be sold to pay its creditors. In some 
cases, it is possible to pinpoint the time when the business 
first began to show signs of financial sickness. Occasionally, 
the causes of business failure can be determined, such as when 
the owner draws too much cash out of the business to permit it 
to operate successfully. 

When an arson investigator possesses financial statements 
even for a single time period, ratio analysis can be 
performed. Each ratio calculation will result in a numerical 
expression of some financial aspect of ,(2 particular firm. By 
comparing the ratio result to a variety of "standards" or 
norms, inferences can be made about the financial condition of 
the firm. In general, there are three common standards to 
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which most ratio results can be compared: (1) to the "rule of 
thumb" standard, (2) to previous financial condition, or (3) to 
like businesses. A fourth standard may exist if the business 
is part of a regulated industry; comparison to the regulatory 
standard may be made. 

The first common comparison can be called "intra-period" 
ratio analysis. To perform this analysis, an investigator 
needs only the financial statements for a single time period. 
Conclusions regarding the financial condition of a particular 
firm are usually reached by comparing the ratio result to "rule 
of thumb" standards. Although intra-period analysis is the 
oldest and best known technique v it i~ subject to two serious 
criticisms. First, the financial statement~might contain 
significant' misstatem~nts: the ~inancialc(;mdi tion indicateq by 
the statements for a single time period might not be typical. 
Second, businesses within different industries face different 
challenges: no single"r ule of thumb" standard of financial 
health is appropriate for all kinds of businesses. 

In response to the first criticism of intra~period 
analysis, "inter-period" ratio analysis has been devised. 
Using this tool, the investigator can compare the ratio results 
for a particular firm over two or more time periods. Using 
inter-period ratio analysis, the re!"u,lts for the earliest. time 
period are held as the standard while the results for. other 
time periods are compared to it. This tool is sometimes called 
trend analysis because it spotlights changes in financial 
condition that have occurred over time. It is generally 
considered a better tool than intra-period analysis because it 
may point out unusual financial performance or misstatements. 
An arson investigator must have the financial statements for 
two or more time periods to be able to use inter-period ratio 
analysis~ if they are not available, the ~omparison cannot be 
made. Furthermore, inter-period analysis cannot overcome the 
second' serious criticism of intra-period ratio analysis. 

"Inter-firm" ratio analysis is a tool which has been 
devised td counter the criticism that no single standard of 
financial health is appropriate for all businesses. It 
recognizes that firms within different industries face 
different financial demands, due to both the nature of the 
business and the size of the firm. Inter-firm analysis is 
generally considered better than intra-period analysis; 
inter-firm qn'alysis is not usually compared to inter-period 
analysis. Inter-firm and inter-period analysis are often used 
together to obtain a complete picture of financial condition. 
The most serious problem faced by an investigator using 
inter-firm analysis is finding a reliable source of information 
by line of business a.bout truly comparable firms. Fortunately, 
many sources of industry information exist. 

\ 
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Chart I shows eight ratios which might prove especially 
useful to an arson investigati9n. The ratios have been grouped 
into three categories which are important to the financial 
condition of most businesses: liquidity, leverage, and 
inventory management. Comments are made about each relative to 
intra-period, inter-period, and inter-firm analysis. Each term 
and concept will be discussed in the remainder of this paper. 

Ratio Analysis is not a perfect tool, however. It must be 
used with caution for several reasons. First, the 
relationships expressed by ratios are only crude measures of 
performance and efficiency. There may be imperfections in the 
assumptions about the relationships between various aspects of 
business. There may also be errors in the financial statements 
of any given business ranging from typographical to gross 
misstatements. Obviously, such errors affect the conclusions 
reached using ratio analysis. Second, the conclusions drawn 
from ratio analysis will result, at best, in circumstantial 
evidence. They still do not prove who struck the match in an 
arson fire; however, they can be extremely useful as 
corroborative evidence or for pinpointing areas of further 
investigation. In many cases, the problem areas disclosed by 
ratio analysis are good candidates for eeposition or 
interrogatory questions. 

II. FINANCIAL STATEMENTS 

Ratio analysis is a tool that requires that financial 
statements be available. Although the statements are not 
always readily available to the investigator, they are often 
available from witnesses. Banks nearly always require 
financial statements of a business to be submitted with a loan 
application. Ins urance as '~f1ts req uest them for use in making 
decisions as to the best policies for the client. Many 
business associates, particularly suppliers, demand statements 
before trading with the firm. Some country clubs require that 
members submit financial statements with applications. 
Accountants who prepare the statements retain copies. 

One of the most common financial statements is the 
Statement of Financial Position, commonly called the "balance 
sheet." The balance sheet is comparable to a photograph of the 
finances of the business at a particular point in time. Just 
as the photograph of a child hitting a baseball stops the 
motion for a moment, the balance sheet of a business "stops the 
motion" to capture the financial picture of a business at a 
particular time. The photograph of the child does not show the 
ball being pitched or the chi:~ running 'to first base; the 
balance sheet does not show the business moving towards its 
financial condition nor does it show the course of the business 
after the date of the statement. The balance sheet shows only 
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, INTER-FIRM ANALYSIS (see pp. 293-294) 

General Rem&rks 

Liquidity Ratios 

Leverage Ratios 

Inventory 
Management 
~ 

Advantages: 1. Considered better 
indicators of financial 
position than intra
period analysis 

2. Recognizes differences 
between industries 

Current Ratio = Current Assets 
Current Liabilities 

• 
Many sources of information exist 
by line of busineas because this 
ratio is so well known. 

Total Debt-to-Equity = 

Total Liabilities 
Owner's Equity 

• 
Many sources of information exist 
by line of business for large
sized firms. 

Inventory Turnover Rate = 

Cost of Merchandise Sold 
Inventory 

• 
Quite a few sources of information 
exist for larger-sized businesses. 

,CHART I (continued) 

Disadvantages: 1. Truly comparable 
businesses may not 
exist 

Quick Ratio 

2. Does not permit ready 
detection'of errors 
and irregularities 

Quick Assets 
Current Liabilities 

• 
Some sources, of information exist 
by line of ' business but fewer sources 
are available than for the current 
ratio. 

Total Debt-to-Assets 

Total Liabilities 
Total Assets 

• 
Many sources of information exist 
for both small- and large-sized 
businesses. 

Inventory Holdiug Period = 

Number of Days in Pe~iod 
Inventory Turnover Rate 

• 
Some sources of information exist 
by line of bUSiness, especially 
for larger-sized firms. 

Cash-to-Daily Expenses 

Cash 
~verage Daily Expenses 

• 
Almost no sources of information 
exist by line of business. 
Local experts may be used. 

Inventory-to-Total Assets = 

Inventory 
Total Assets 

• 
Many sources of information 
exist by line of business for 
firma of all sizes. 

~~~~-----
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INTER-PERIOD ANALYSIS (see pp. 294-300) 

General Remarks 

Liquidity Ratios 

Leverage Ratioa 

Inventory 
Management 
!!!!!!£!. 

Advantages: 1. Considered better 
indicators of financial 
position than intra
period analysis 

2. Permits ready detection 
of errors and irregu
larities 

Current Ratio = Current Assets 
Current Liabilities 

• 
The ratio result for each time period 
can be compa~ed to the intra-period 
standard and to each other. If signi
ficant changes have occurred over time, 
chanees in asset mix or debt structure 
should be investigated. 

Total Debt-to-Eguity a 

Total Liabilities 
Owner's Equity 

• 
The res~lts for each time period can 
be compared to the intra-period 
standard and to each other. If 
significant changes have occurred over 
time, changes in the amounts of debt 
or equity should be investigated. 

Irtventory Turnover Rate • 

Cost of Merchandise Sold 
Inventory 

• 
The results for each time period 
can be compared to each other for 
likeness. If significant cilSnges 
have occurred, changes in costs 
of acquiring stock or the book 
value of inventory should be 
investigated. 

~~T I (continued) 

Disadvantages: 1. Need financial state
ments for more than one 
time period 

2. Does not take into account 
uifferences between 
industries 

Quick Ratio = Quick Assets 
Current Liabilities 

• 
See comments: current ratio-
inter-peri'od analysis. 

Total Debt-to-Assets -

Total Liabilities 
Total Assets 

• 
The results for each time period can 
be compared to the intra-period 
standard and to each other. If 
flignificant changes have occurred, 
changes in the amounts of debt or 
assets should be investigated. 

Inventory Holding Period • 

Number of Days in Period 
Inventory Turnover Rate 

• 
See comments re: inventory 
turnover rate--inter-period 
analysis. 

Casb-to-Daily Expenses = 
Cash 

Average Daily Expenses 

• 
The results for each time period 
can be compared to each other 
for likeness. If significant 
changes have occurred, changes 
in the cash balance or spending 
patterns should be investigated. 

Inventory-to-Total Assets a 

Inventory 
Total Assets 

• 
The results for each time period 
can be compared to each other 
for likeness. If Significant 
changes have occurred, changes 
in asset mix should be investi
gated. 

1 
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the end result of all the events leading up to the financial 
position as shown in the statement. An example of a balance 
sheet is shown in Exhibit A. 

The balance sheet for Sam's Hardware is divided into two 
main categories~ the resources which a business possesses and 
the sources of funding of the business. The resources are 
called "assets"~ the sources are credit or "liabilities" and 
net worth or "owner's equity." The balance sheet for Sam's 
Hardware demonstrates that the amount of total assets equals or 
"balances" the amount of total liabilities and owner's equity, 
hence the name balance sheet. By definition, the total 
resources must equal the amount of funding. 

Assets are those resources acquired by a business which 
will give service to the firm in its future operations. Some 
common examples of assets are: cash which can be used to pay 
bills and make purchases, inventory which can be sold, 
buildings and equipment which can provide a place to do 
business, and patents which can result in a business having an 
edge over its competitors. The kinds of assets are as varied 
as there are businesses. 

Within the balance sheet, assets are listed in their order 
of "liquidity." Liquidity is a measure of the ease with which 
the asset can be converted to cash. Cash is, obviously, the 
most liquid because it is aLready cash. The asset listed 
s~co~d on the balance sheet is considered to' be the next most 
llqUld, and so on. The last asset listed on the balance sheet 
is considered to be the hardest to convert to cash· the 
business would probably suffer permanent damage if' that asset 
were sold and not replaced. For example, if a restaurant were 
to sell its s~ove, it could no longer continue to prepare 
meals. The flrm would have to close because it could no longer 
perform the thing it was in business to do. 

In order for a business to be healthy, however, it must 
have,more than liquidity. It must also have earning power. 
Earn~ng power comes from h~ving a store and display racks or 
machlnes to make products. It comes from having merchandise on 
hand for customers to buy. Some assets are considered to 
provide a,busine~s with liquidity, others with earning power. 
No asset 1S cons1dered to possess both liquidity and earning 
powe:. Chart II bel~w dem~nstrates the relative liquidity and 
earnIng power of varlOUS klnds of assets. 

The management of any particular firm must allocate money 
for assets having liquidity or earning power, since few 
bus~n~sses have so much money to spend that they can have 
unllmlted amounts of both kinds of assets. In many instances 
the nature of the business helps to determine the best "mix."' 
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EXHIBIT A 

SAM'S HARDWARE COMPANY 
Bala.nce Sheet 
As of 12/31/79 

ASSETS: 
Current Assets: 

Cash 
Marketable securities 
Acco un ts· rece i vable 
Inventory 
Office suP!?lies 
Pre-paid fire insurance 

Total Current Assets 

Non-current Assets: 
Land and building 
Equipment 
Truck 
Organization costs 

Total Non-current Assets 

TOTAL ASSETS 

LIABILITIES AND OWNER'S EQUITY: 
LIABILITIES: 

Current Liabilities: 
Taxes payable 
Salaries payable 
Accounts payable 
Current portion: Bank note 

Mortgage 

Total Current Liabilities 

Non-current Liabilities: 
Long-term bank note 
Long-term mortgage 

Total Non-current Liabilities 

TOTAL LIABILITIES 

OWNERS EQUITY: 
Contributed Capital 
Retained Earnings (Deficit) 

Beginning of year ($32,000) 
Loss at 12/31/79 (20;000) 
End of year 

TOTAL OWNER'S EQUITY 

$ 5,000 
5,000 

15,000 
200,000 

1,000 
.. 1; 000 

$ 75,000 
25,000 
10,000 
'1£000 

$ 10,000 
15,000 

175,000 
75,000 

.. 5; 000 

$ 75,000 
25;000 

$ 10,000 

{52;000} 

TOTAL LIABILITIES AND OWNER'S EQUITY 

$227,000 

$111£000 

$~J§lggg 

$280,000 

100£000 

$380,000 

(42;000) 

$338,OOg 
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For example, a business that mus.t acquire its stock months 
before it is sold must be more liquid (i.e., cash rich) than a 
business which buys its inventory only when a customer orders 
it. If management fails to properly allocate its assets, the 
business will fail sooner or later. Therefore, some of the 
ratios that are partioularly pertinent to an arson 
investigation will seek to predict or diagnose a business 
failure on the basis of measures of liquidity. Accountants 
commonly subdivide assets into two categories: current assets 
and non-current assets. Current assets are those which will 
ordinarily be converted to cash in one year or less. 
Non-current assets, are.those which are expected to benefit the 
business for a long time. If they were sold, the business 
would be permanently harmed. 

- ------

The liabilities of a business include all the debts owed to 
creditors. They include salaries and wages payable to 
employees, amounts payable to taxing authorities, accounts 
payable to suppliers and vendors, bank loans, bonds, etc. 

Within the balance sheet the liabilities should be listed 
in order of their "subordination," that is, in the order in 
which creditors would be paid if the business folded. However, 
in fact, many financial statements do not list the liabilities 
in this order. Commonly, businesses categorize the debts 
simply on the basis of whether they will have to be paid within 
one year or less. Those debts that will fall due within one 
year are called "current liabilities." Those that will not 
fall due until after a year or more has passed are called 
"non-current liabilities." It is proper to include the amount 
of long term debt which will become payable during the 
up-corning year among the current liabilities. For example, if 
a 30 year, $30,000 mortgage calls for principle payments of 
$3,000 during the next twelve months, $3,000 would be 
classified as a current liability and $27,000 would be classed 
as a non-current liability. Current liabilities are usually 
paid or "satisfied" using current assets. 

Net worth or the owner's equity is commonly described as 
being the difference between assets and liabilities. This 
notion is not entirely accurate. More properly, owner's equity 
consists of the amount of capital contributed by the owner(s} 
of the business plus the amount of operating profits or losses 
since its beginning minus any draws or dividends paid to the 
owner(s}. The balance sheet for Sam's Hardware demonstrates 
the components of owner's equity. Each one of the elements of 
owner's equity subjects the business to certain legal 
restrictions, such as the payment of dividends. 

Before ratio analysis techniques are applied to a balance 
sheet, the investigator should ascertain that the balance sheet 
is reasonably free of gross misstatements. Society puts a 
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great deal of reliance on the balance sheet in making economic 
decisions. As a result, some businessmen are motivated to 
misstate or falsify the information contained in the balance 
sheet. Sometimes the value of assets is overstated (too high) 
and sometimes assets are listed which do not even exist. 
Liabilities are sometimes understated (too low) by simply 
omitting a real debt from the balance sheet. In either case, 
the owner's equity of the business will be overstated (too 
high) by definition. The investigator may choose to have an 
accountant help evaluate the accuracy of the balance sheet 
before ratio analysis is applied~ the conclusions reached as a 
result of applying ratio analysis can only be as good as the 
financial statements. 

The second most common financial statement is the Statement 
of Operations or the so-called "income statement." The income 
statement sQmmarizes the revenues or sales, the expenses, and 
the profit or loss earned during a particular period of time, 
usually one year. The income statement may be considered a 
detailed account of the owner's equity provid~d by operations 
during a specified time period. The income fYatement for Sam's 
Hardware is shown in Exhibit B. 

The first major category of the income statement is sales. 
Every business operates to earn revenue. Since this is 
con@idered one of the most important goals of a business, it is 
listed first on the income stat~ment. 

Often a product-type business will incur heavy expenses 
acquiring merchandise to sell so a deduction is made from 
revenues for the cost of the merchandise sold. The difference 
between the sales and the cost of the merchandise sold is 
called "gross profit." The amount of the gross profit is what 
is left to cover other kinds of business expenses. Sam's 
Hardware is a merchandising business, so it makes such a 
calculation. Another kind of business, a service-type 
business, will not ordinarily make the gross profit calculation. 

Both product-type and service-type businesses will list the 
general j administrative, and selling expenses incurred in 
operations. Sam's Hardware lists nine different kinds of 
expenses; some businesses list fewer, most list many more. 
Total expenses are deducted from gross profits or total 
revenues depending on the format of the income statement~ the 
difference is called "net income" or "net loss." Net income 
results if revenues are higher than all the costs of doing 
business. Net loss occurs if the costs of doing business 
exceed the revenues of the firm. 

Net income or loss is reflected on both the income 
statement and the balance sheet of a business as part of 

~-----~ -~--
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EXHIBIT B 

SAM'S HARDWARE COMPANY 
Income Statement 

Year Ended 12/31/79 

REVENUES: 

Merchandise sales 
Dividend income 

Total Revenues 

Less: 
Cost of merchandise sold 

GROSS PROFIT 

EXPENSES: 

Salaries and wages 
Fringe benefits 
Utilities 
Tr uck expenses 
Entertainment & travel 
Office expenses 
Advertising 
Interest expense 
Depreciation expense 

LESS: TOTAL EXPENSES 

NET INCOME (LOSS) 

$180,000 
18,000 

3,000 
2,000 
2,000 
6,000 
3,000 

18,000 
... 4; 000 

$620,000 
.. '1; 000 

$621,000 

405;000 

$216,000 

$236;000 

($20,000) 



---~~ .. ~-. - --

284 

owner's equity (earned capital). Because of the reliance 
placed on the balance sheet by society, some businessmen try to 
improve the appearance of their businesses by misstating the 
net income of the firm. This is done by overstating revenues 
or by understating expenses. For example, several years ago 
Rolls Royce Company was experiencing some financial trouble. 
However, even expert financial analysts were surprised when the 
business failed because its financial statements had "looked so 
good." With hindsight, it was discovered that the business had 
used an accounting procedure improperly. The ~rocedure ' 
resulted in the overvaluation of assets, the understatement of 
expenses, and the consequent overstatement of owner's equity. 
Therefore, it is just as important for the investigator to 
assure that the income statement is realistic before applying 
ratio analysis techniques as it is to assure the accuracy of 
the balance sheet. 

III. APPLICATION OF RATIO ANALYSIS 

Once it has been determined that the financial statements 
of a business are realistic, analysis of the financial 
relationships of the business can begin. Ratio analysis can be 
applied in several different ways. Each way results in viewing 
the business from a slightly different angle; taken 
individually, each method has some strengths and some 
weaknesses. Taken together, the methods provide a 
comprehensive look at the business. In spite of the 
desirability of using all the techniques together, it is often 
impossible for the investigator to do so because of the Lack of 
information and time limitations. 

In general, any detail of the financial statement can be 
compared to: 

(1) any other bit of detail within financial statements 
prepared fo~ th~ same time period (intra-period 
analysis) ; 

(2) the same item appearing in the financial statements of 
a different business (inter-firm analysis); 

(3) the same item appearing in the financial statements of 
a different period (inte~-period analysis); and 

(4) regulatory standards, if they exist. 

Each of these different methods of application will be examined 
in turn. 

A. Intra-period analysis 

Intra-period ratio analysis examines the relationships 
between one account or group of accounts and other accounts or 
groups of accounts listed in the same financial statement. 

-~--
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Because it is presumed that there are certain predictive 
relationships within any financial statement, many intra-period 
comparisons enjoy widespread popularity. Intra-period ratios 
provide measures of cash position, debt structure, earning 
power, return on investment, collection of accounts receivable, 
and inventory management. 

Some of the best ratios to use when arson is believed to 
have been preceded by business failure are the measures of 
"liquidity." The strength of a firm's liquidity position is 
determined by the amount of cash and near cash assets 
controlled by that business relative to the amount of debt owed 
by it. Financial analysts agree that the main cause of 
business failure is the lack of liquidity. That is, a business 
which cannot obtain enough cash through operations, borrowing 
or selling capital is likely to fail. Firms which have good 
liquidity positions are said to be "solvent~; those which do 
not are said to be "insolvent." Solvency is defined as having 
enough cash and near cash assets to be able to pay bills as 
they fall due ~ to continue to finance operations. 
Insolvency is not having enough cash or near cash assets to be 
able to pay bills as they fall due ~ to continue to finance 
operations. There are some cures for insolvency--operations 
can be improved so that they yield more cash, money can be 
borrowed, or ownership interests can be sold. Many businesses 
do become insolvent for short periods of eime, especially 
during periods of expansion when cash is drained to purchase 
additional inventory, additional space is rented, and more 
personnel are hired. Eventually, many insolvent businesses 
recover. A few firms seem to be able to operate indefinitely 
in an insolvent condition. However, the vast majority 02 
companies which r.emain insolvent for very long eventually go 
into "bankruptcy." Bankruptcy is a legal device used to wind 
up a business and to pay its creditors by selling the assets of 
the firm. The owner of a bankrupt business is allowed to keep 
only a few assets as stated by law. Because lack of liquidity 
may lead to insolvency and that may lead to bankruptcy: 
measures of liquidity may be useful for predicting or 
diagnosing an arson fire. If the business is insolvent ~nd 
heading for bankruptcy, the businessman may decide that an 
arson fire has certain advantages for him. He can preserve his 
credit rating from a "bankrupt" status; he may be able to 
spirit away enough inventory and insurance money to provide him 
with the capital for a new start. 

Because of the importance of liquidity to business 
survival, many intra-period liquidity ratios have been devised 
in an attempt to predict business failure. These include: 

(1) The current ratio. 
(2) The "acid test" or quick ratio. 
(3) Cash-to-daily expenses. 
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Each of them will be discussed in turn. The investigator 
should keep in mind that there are numerous different formulas 
for calculating each ratio. The following discussions will 
deal ~d th common formulas, but in every case other formulas do 
exist. Each different formula yields a slightly different 
measurement and subjects the ratio to slightly different 
interpretations. 

The most widely recognized measure of liquidity is the 
current ratio. This ratio presumes that curre'nt assets will be 
converted to cash, and that the cash will be used to payoff 
current liabilities as they fall due. Therefore, a healthy 
business is one which has enough current assets to payoff its 
current liabilities plus a good margin for safety. This ratio 
is commonly accepted as a measure of solvency or insolvency and 
as a predictor of bankruptcy. 

The current ratio is calculated by dividing current assets 
by current liabil1ties. Current assets ordinarily incl~de 
cash, marketable securities, accounts receivable, inventory, 
and prepayments of office supplies, insurance, etc. CUrrent 
liabilities ordinarily include taxes, salaries, and accounts 
payable, plus the current portion of long-term debts such as 
mortgages. Using the balance sheet for Sam's Hardware, the 
ratio would be calculated as follows: 

"Current'assets . = 
Current liabilities 

$227;000 
$280,000 

:= 81% 

This balance sheet shows that current assets amount to only 
81% of current liabilities. Usually, a firm is considered to 
have a healthy liquidity position if current assets total twice 
the amount of current liabilities (200% or 2:1). Sam's 
actually has fewer current assets than liabilities implying 
that this business will not be able to pay its debts as they 
fall due. Sam's has to find some long-term financing, sell an 
interest in the business, or run the large risk of bankruptcy. 

The use of a rule-of-thumb standard (i.e., current assets 
should be twice the amount of current liabilities) can be 
somewhat misleading. For instance, many businesses have 
excellent lines of credit which, by accounting rules, do not 
show on the balance sheet. Such li.nes of credit can be used to 
cure a condition of technical insolvency and remove business 
failure as a motive for arson. Furthermore, not all the debts 
will have to be paid off using cash because even as some debts 
are paid, new ones will be created. In other words, businesses 
ordinarily exchange one debt for another reducing the need for 
cash. Finally, businesses in different industries have 
differing liquidity requirements based on the nature of their 
business practices. Businesses in some industries need a 
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current position much greater than the 2:1 standard~ firms in 
other industries do not need that much. 

There is one special case where the current ratio m~y not 
reveal a troubled financial condition whGn one truly eXIsts. 
If a business has begun to sell its productive assets, it may 
raise a lot of cash by sacrificing future operations. In this 
instance, the investigator should study the asset "mix" t~ 
determine if the business is solvent at the expense cf beIng 
operational. 

The term "asset mix" refers to the variety of assets or 
groups of assets controlled by a ~ir~. Va:ious assets h~ve 
different properties or characterIstIcs,whlC~ enab1~ a f1rm to 
meet the financial demands placed upon It. ro surVIve, a 
business must have assets which permit the orderly payment of 
bills and assets which enable the firm to generate revenues. 
The term "asset mix" is neutral, per se~ it does not denote the 
proper allocation of assets to meet th~ variou~ needs of ,a 
business. To determine whether a part1cular fIrm has a good 
asset mix, the needs of the business must first be identified. 

The asset mix of a firm may change in anticipation vf 
business failure and an arson fire. When cash is insufficient 
to pay bills, a businessman may be tempted to s~ll the 
productive assets of the firm, such as the machIner~ and, 
equipment. While this enables the business to paY,l~s bIlls 
for a little while, it deprives the firm of the ,abI11ty to 
continue to produce and sell merchandise in the future. 

A more stringent test of liquidity is the "acid t~st" or 
quick ratio. Quick assets consist,of those assets WhICh are 
cash or will be converted to cash In abo ut 30 days. " 
Ordinarily, quick assets include cash, marketable secur1tIes, 
and accounts receivable. Inventory and prepayments are cu:rent 
assets which are not quick assets. The formula for the qUIck 
ratio calls for quick assets to be divided by current 
liabilities. 

Sam's Hardware holds all three kinds of quick assets: 
cash, marketable securities, and accounts r~ce~v~ble., S~nce 
the balance sheet is arranged in order of lIqUIdIty, It 1S not 
surprising that the quick assets are the first three assets 
listed. In this case, the formula is: 

, . 'Quick assets' = 
Current liabilities 

$25,000 
$280,000 

= 9% 

Cash, marketable securities, and accounts receivable total 
only 9% of Sam~s current liabilities. A :ule-of-t~umb standard 
for the quick ratio is 1:1 (100% or equalIty). ThIS measure 
confirms that Sam's is in dire need of some cash. In fact, the 
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liquidity position as indicated b th 
seems so poor that prudent lender~ ore,current and quick ratios 
away Ba k t lnvestors would shy 

. , n rup cy seems inevitable: this business appears to 
a candldate for an arson fire. be 

A newer measure of liquidity ( h' h h 
wide-spread popularity) is pa t' ~ l~ as ~ot yet gained 
investigation of whit r l~U ar y appllcable to the 
ratio is "cash_to_dai~-C~!I:r crl:e, including arson. This 
speed with which conti~uingP ~pseesra·t' It purports to measure the lons consume cash. 

There are two advantages to 'th' , 
combination with one or Loth of ~~lng h lS :at7o~ espec~ally in 
discussed. First, both the cur e ot ~r llqUldlty ratlos 
measure the ability of a b ' rent ratlo and the quick ratio 
d' USlness to pay its debts th f 11 

ue. ThlS represents only half of th 1 ,as ey a 
solvent, the firm must also be abl t

e ~~ vency lss~e: to be 
operations. Using both th ' e 0 l~ance c~ntlnued 
cash-t -d 'I ~ current or qUlck rat10 and the 
sOlVen~y.als~c~~~~n~~: ~:~~~tC~ns~ders both the r~quirements of 
good idea of the l'f 0 dally expenses ratlo provides a 

1 e expectancy of a severely troubled firm. 

, This ratio is calculated using information from both th 
lncome statement and the bal h e 
this ratio, the investigatora~cetsheet·b In or~er to ~a1cu~ate 
statements, and they must cove~Sth ave ot~ pr1ma~y f1nanclal 
Hardwar f e same t1me perlod. Sam's 

e, or example, has cash amounting to $5 000 It 
$~)~n~~~ i~~1~~~e$4~?~OO ~or cost of merchandi~e s~ld. !nd 
enti; ,r ,ln s 0 expenses totalling $641,000 for the 

e ,ye~.r, 1ncl udlng depreciation expense of $4 000 
Depreclatlon expense is' ' • never by d f' 't' a ~pec1al accounting category that 
Th ~ e 7nl lon r requlres the expenditure of cash 
ca~~~ or~, thlS exp~nse should be excluded for the purpose of 
d l~tl~g the ratlO. Reducing expenses ($641 000) b 
epreclatlon expense of $4 000 1 $ , y use of cash Th' f' ' eaves 637,000 requiring the 
f d ,. ,lS 19ure ($637,000) is divided by the n b 

$1,7:~~ '~h~~e.'n~~me statement period (365). The resUl~i:r 
, 1..::> 1S e average amount of cash consumed dai1 b 

operatlons. The ratio is completed by d' 'd' ,y Y 
by the average daily consumption of cashl~~ ~~i1~::~ avallable 

Cash = 
Avg. daily expenses 

$5,000 
$1,745 

= 2.9 days 

,This ratio demonstrates that there is 
aval1able to finance operations f b only enough cash 
that expenses are running about t~r a out three days, assuming 
the financial statement period Theissa~e nl~w aSh they ald during 
activit' b ' • lmp les t at on-going 

" les are elng financed out of d 'I 1 ' 
sltuation puts an f" ,al y ~a es. ThlS 
combined with theY1a~~mO~n~~1~ pre~arlou~ ~lnancia1 position: 

"' 1 paylng ablilty demonstrated by 

:1 
:1 
I 

" 

l. 
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both the current and the quick ratios, failure is likely to 

occur soon. 

As important as liquidity is for predicting or diagnosing 
insolvency and subsequent bankruptcy, a firm can cure a poor 
liquidity position by additional borrowing or by the sale of 
capital. The availability of these cures is important to the 
investigation of arson motiviated by business failure, 
especially when the liquidity ratio results are inconclusive. 

Traditionally, potential lenders and investors evaluate the 
business using intra-period ratios best described as "leverage" 
ratios. Leverage is the term used to describe the debt 
structure of the firm. It is a measure of the extent to which 
the firm is financed by debt rather than equity. A certain 
amount of leverage is considered to be desirable; too much debt 
can prevent a business from obtaining more loans, too little 
can prevent investors from investing capital. Too much 
borrowing subjects the business to high mortgage and interest 
payments, making business even more risky. Furthermore, when 
there is a lot of debt, some creditors can be expected to 
impose restrictions on management options. However, investors 
want to see some debt because it means that creditors are 
assuming some of the normal business risks for the owner. A 
highly leveraged firm is one that has a lot of debt and only a 
little owner's equity. 

On occasion, the investigator might encounter a situation 
where the liquidity ratios of a business are poor but the 
leverage ratios are good. In these situations it can probably 
be con~luded that the business has a cash bind, but that it can 
be cured by additional borrowings. In instances when a 
business is created solely to defraud an insurance company, one 
would expect that both the liquidity ratios and the leverage 

ratios would be poor. 

A liquidity ratio is considered poor when cash and 
near-cash assets are insufficient to pay obligations as they 
fall due. Leverage ratios are considered poor when creditors 
have funded a majority of the business. Both poor liquidity 
and poor leverage ratios connote a disproportionately large 
amount of debt. It follows that a businessman seeking to 
defraud an insurance company from the outset would seek 
creditors to finance an undue amount of the business rather 
than commit his own assets to the venture. The businessman can 
sell the merchandise and equipment for cash, pocket the 
insurance proceeds, and profit doubly. It is doubtful that 
many creditors, if any, will be paid. 

One of the most common leverage ratios is the "total 
debt-to-equity" ratio. It is calculated by dividing total debt 
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by owner's equity as expressed on the firm's balance sheet. 
For Sam's Hardware, the calculation would be: 

Total liabilities 
Owner's equity 

= $380,000 
($42,000) 

= not a valid 
calc ulation 

The calculation is not valid for Sam's Hardware because 
there is no owner's equity; the amount is a negative number. 
There is no owner's equity because the operating losses of the 
business exceed the amount of capital contributed by the 
owner(s) of the business. This situation means that the, 
creditors have funded not only all the assets of the bUSIness 
but its operating losses as well! T~e real o~ners o~ the 
business have shifted all of the ordInary busIness rIsks to the 
creditors. This situation is not unheard of in cases invo~ving 
white-collar crime. A situation such as this one would raIse 
suspicions of: 

(1) 
( 2) 

(3 ) 

hidden assets securing some of the debt, 
false financial statements being used to obtain loans, 
or 
the owner of the business planning an early 
"retirement," possibly involving arson. 

A rule-of-thumb standard for the total debt-to-equity ratio 
is 1:1 (100% or equality). Using this standar~, the ideal 
business is one that is funded equally by cred:tors and 
owners. However, this standard does not tak~ Into ~cc?unt 
variations by industry; what is a good leverage ratIo In one 
industry may be a poor ratio in another. 

Another measure of leverage is the total debt-to-total 
asset ratio. This ratio measures the extent to which cr:di~ors 
are secured in the event of a business failure. The ratIo IS 
calculated using only balance,sheet i~formati?n. The for~ula 
for calculating this ratio uSIng the InformatIon from Sam s 
balance sheet is: 

Total liabilities 
Total assets = $380,000 

$338,000 
= 113% 

The commonly accepted standard for this ratio is 50%: that 
is creditors have funded about half the assets and investors 
ha;e funded the other half. A percentage higher than this 
means that the firm is highly leveraged: it may encounter 
difficulty in getting loans. Creditors have funded more than 
all of Sam's assets, meaning that creditors have funded some 
operating losses as well. Such a situa~ion i~ very unstable: 
creditors will inevitably force the busIness Into bankruptcy. 
An arson fire would not be surprising in these circumstances. 
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Liquidity and leverage ratios ~re useful in predicting or 
diagnosing business failure in order to imply a motive for an 
arson fire. There is another group of intra-period ratios 
which can provide an arson investigator with information about 
the subject of an arson fire, the inventory itself. Obviously, 
this is an area that can be of extreme importance to an arson 
investigation, especially when virtually all the physical 
evidence has gone up in smoke. 

Stock or inventory of merchandise is a necessary part of 
the operations for an on-going business. Retail stores must 
have a sufficient stock of merchandise to satisfy their 
customers. Manufacturers must have enough raw materials on 
hand to keep the machines and employees busy. Even speculators 
hold "inventory" in the form of real estate investments or 
stock certificates. Without inventory, the business cannot 
continue to exist. Although having inventory is essential to 
doing business, a firm can tie up so much of its money in 
inventory that the other needs of the business must be 
neglected. 

There are ratios which help to evaluate the effectiveness 
of inventory management. One of the most important inventory 
management ratios is called the "inventory turnover" ratio. It 
measures the number of times that inventory is completely sold 
out during a period of time (usually a year). Although there 
is not any standard or ideal for this ratio, a high figure 
indicates a successful marketing effort and assures the 
freshness of inventory. On the other hand, a low inventory 
turnover rate may indicate that customers do not want the 
merchandise, and that it stays on the shelves until it is no 
longer useful. A very low inventory turnover may indicate that 
the stock was virtually wo~thless before an arson fire. If the 
stock was insured for a large amount, a motive for arson may be 
implied. 

The ratio is calculated by dividing the cost of merchandise 
sold which appears on the income statement by the inventory 
amount which appears on the balance sheet. For Sam's Hardware, 
the ratio is calculated as follows: 

Cost'ofmerchandise's01d 
Inventory = $405;000 

$200,000 
= 2 times 

The merchandise at Sam's turns over completely about twice 
a year. This does not mean that every item in the store is 
sold, ordered, and sold again. It means that some items sell 
frequently, others may remain on the shelves for years. Sam's 
low turnover may indicate: 

(1) The rate is normal for the industry where stock moves 
very slowly. This conclusion, however, does not sell 
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well with the poor performance indicated by other 
ratios. 

(2) The inventory is actually present, but customers don't 
buy it. This would be supported by the poor results 
shown by other ratios. Interviews of customers or 
competitors might be warranted. Arson' would not be 
unusual in this set of circumstances. 

(3) The inventory is overvalued for financial statement 
purposes and probably over ins ured as well. This set 
of circumstances might indicate that arson was planned 
from the very beginning. 

Another inventory management ratio is 
holding period." This ratio measures the 
days that the merchandise stays in stock. 
can be calculated, the inventory turnover 

the "inventory 
average number of 
Before this ratio 

rate must be known. 

To calculate this ratio, it is necessary for the 
investigator to determine the period of time the income 
statement covers in days. For example, the income statement 
for Sam's Hardware covers one year (365 days): the time period 
is indicated in the heading of the income statement. The 
holding period is actually calculated by dividing the number of 
days by the inventory turnover rate as calculated above. For 
Sam's, this would be: 

Number of days in period 
Inventory turnover rate 

= 365 days 
2 times 

= 182.5 days 

The same conclusions can be drawn using either the 
inventory turnover rate or the inventory holding period. The 
result of inventory holding period might be more understandable 
by a jury. 

The final intra-period inventory management ratio is the 
"inventory-to-total assets" ratio. This ratio measures how 
much of the assets are held in the form of inventory. The 
ratio is calculated by using only the balance sheet: the amount 
of inventory is divided by the amount of total assets. For 
example, the ratio for sam's Hardware would be calculated as 
follows: 

.. Inventory 
Total assets 

= $200;,000 
$338,000 

= 59% 

This ratio shows that 59% of all of Sam's assets are 
inventory, a high percentage. This squares with the poor 
results of the liquidity ratios. It is also consistent with 
the results of the inventory turnover rate and. the holding 
period calculation. Inventory is th~ asset which is most 
likely to produce revenue for a firm, however, in Sam's case it 
is literally choking the business. 

fl 

I 

! 
! 
! 
I 
II 

iJ 

1 

II 

II 
1\ I, 
Ii 

11 
I 

As useful as intra-period ratio analysis can be to an 
investigation of arson, it suffers from some real problems. 
Two of the most common criticisms are: 

(1) Ru1e-of-thumb standards of performance are not 
perfect; performance can vary from industry to 
industry. 

(2) Confining the analysis to only one time period means 
that the affects of unusual business events can 
distort the amounts shown on the financial statements 
and the conclusions drawn when ratio analysis is 
applied. 

Fortunately, techniques of ratio analysis have been 
developed which counter each of these criticisms. 

B. Inter-firm Analysis 

Inter-firm ratio analysis has evolved in response to the 
first criticism. Inter-firm analysis refers to the comparison 
of the ratios calculated for different firms within the same 
industry. In other words, the ratios calculated for Sam's 
Hardware using the 1979 financial statements could be compared 
to the ratios for other hardware stores calculated on the basis 
of their 1979 financial statements. This technique is 
especially useful for drawing conclusions about the liquidity 
position of a particular business and its inventory management. 

Despite the usefulness of the technique, it suffers from 
some problems of application. A business may be unique; 
geographical differences may make comparison meaningless; 
competitors may not wish to divulge confidential financial 
information. There are few, if any, means of overcoming the 
first two problems: there is a practical solution for the third 
one. 

Comparative financial information by industry is 
available. Large businesses which sell capital shares 
publicly, publish financial statements yearly. Stock 
brokerages maintain complete libraries of annual reports. In 
addition, there are many other sources of industry 
information. As early as 1913, the Bureau of Business Research 
at Harvard University conducted a study of the expenses of 
shoestores. Since then, studies have been done by trade 
groups, accounting firms, and educational institutions. These 
groups gather information, assemble it, and compile it into 
meaningful statistics, often using the same intra-period ratio 
formulas discussed earlier. 

Two of the most widely known in~ustry studies are published 
annually as a by-product of another business. Dunn and 
Bradstreet, a credit rating service, has been publishing "Key 
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Business Ratios" since 1932. The ratios are prepared for 22 
lines of retailing, 32 lines of wholesaling, and 71 lines of 
manufacturing. Robert Morris and Associates is an association 
of bank loan and credit officers. The association prepares 
ratio studies annually for more than 350 lines of businesses 
and publishes them in the "Annual Statement Studies." Other 
sources of industry information are listed in Appendix I. 

Many other sources of information exist by line of 
business. Some of these are listed in Appendix I. The 
Accounting Corporation of America and the Bank· of America 
publish information about small businesses. The National Cash 
Register Company compiles information about retailers. The 
list of trade associations which publish information about 
partic ular industr ies is vast and var i.ed. Appendix I incl udes 
a brief description of each of the~e sources of information 
along with mailing addresses. 

Because of unique differences in the economic climate of 
various parts of the country, it may be necessary to develop 
local source~ of information. Trade associations, licensing or 
regulatory agencies, labor unions, and local colleg~s may all 
have employees who are experts about local business conditions. 

c. !n!.er-period Analysis 

Inter-period ratio analysis has been developed in response 
to the second criticism of intra-period ratio·analysis. 
Inter-period ratio analysis is also known as trend analysis. 
Basically, the financial statements of one firm are compared 
for more than one period of time, and the changes are 
analyzed. Inter-period ratio analysis is useful because it 
examines only one business over severaj. continuous time frames, 
comparable to a moving picture. Just as a movie is more 
informative than a photograph, inter-period analysis is more 
informative than analysis confined to one instance. The 
technique is especially suitable for spotlighting trends in 
financial condition. Using inter-period-ratio analysis, it is 
possible to determine if a firm is suffering from an ever 
tightening cash position, whether it is borrowing increasingly, 
or if inventory is building up. The main drawback of the 
device is the difficulty that law enforcement may encounter in 
getting the financial statements for more than one period of 
":ime. 

Once the financial statements for two or more time periods 
are obtained, the intra-period ratio~ discussed earlier are 
applied to each time period. The results are then compared to 
determine if there have been any significant changes between 
periods. If movements are noted over time, then a trend 
pattern may be emerging. 
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~t is possible to compare the absolute dollar amounts of 
det~ll appearing in financial statements for more than one time 
per~od. Ho~ever, ,it is not considered proper to do so. During 
perlod~ of lnflatlon~ the value of the dollar changes, and the 
comparlson,becomes dlstorted to the extent that the dollar has 
decreased ln value. To avoid the bias of inflation ratios 
sho uld be used. ' 

Some firms prepare "comparative" balance sheets and income 
statements. ,The term "comparative" denotes a financial 
sta~ement Whl~h conta~ns information for more than one time 
perlod., The lnformat1on for each period is listed in the 
appropriate date col~n. Com~arative financial statements are 
excell~nt sour~e~ of ~nformat1on for inter-period ratio 
~nalysls. EX~lb1~ C 1S a comparative balance sheet. Exhibit D 
lS a com~arat1ve 1n~ome statement. Exhibit E shows the 
calculatlon of the 1nter-period ratios. 

lEXhib~t E shows that the current ratio has worsened in the 
ater,perlod as has the quick ratio. The amount of cash on 

hand lS less ~han the year before, but the amount of daily 
eXP7nses has lnc:eased. It will be much harder for this 
b~slness,to pay 1t~ debts as they fall due and to continue to 
flnance ltS operat1ons; the business is closer to failure than 
a year ago. In t~e meantime, some new source of borrowing has 
bee~ found: the flrm is more highly leveraged in the later 
~erlod. The mea~ures of inventory management show that-
~~r~~t~r¥ ha~ ~~llt up from the previous period, and that it is 

- elng, e ,a long time before being sold. Every measure 
shows deter1oratlon. The consistent pattern of all the 
~ea~ures should,rea~sure ~he investigator that no isolated 

USlness event 1S d1stort1ng the financial statements. 
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EXHIBIT C 

SAM'S HARDWARE 
COMPARATIVE BALANCE SHEETS 

As of 12/31/79 and 12/31/78 

Current Assets: 
Cash 
Marketable securities 
Accounts receivable 
Inventory 
Office supplies 
Pre-paid fire insurance 

Total Current Assets 

Non-current Assets: 
Land and building 
Equipment 
Truck 
Organization costs 

Total Non-current Assets 

TOTAL ASSETS 

LIABILITIES AND OWNER'S EQUITY: 
LIABILI'rIES: 

Current Liabilities: 
Taxes payable 
Salaries payable 
Accounts payable 
Current portion: Bank note 

Mortgage 

Total Current Liabilities 

Non-current Liabilities: 
Long-term baAk note 
Long-term mortgage 

Total Non-current Liabilities 

TOTAL LIABILITIES 

'OWNER'S EQUITY: 
Contributed capital 
Retained earnings (deficit) 

TOTAL OWNER'.~ EQUITY 

TOTAL LIABILITIES AND OWNERS EQUITY 

12/31/79 

$ 5,0.0.0. 
5.,0.0.0. 

15;0.0.0. 
20.0.,0.0.0. 

1,0.0.0. 
.. '1; 0.0.0. 

$227,0.0.0. 

$ 75,0.0.0. 
25,0.0.0. 
10.,0.0.0. 

, - . 1; 0.0.0. 

$111;00.0. 

~338(0.0.0. 

$ 10.,0.0.0. 
15,0.0.0. 

175,0.0.0. 
75,0.0.0. 

,- '5;0.0.0. 

$280.,0.0.0. 

$ 75,0.0.0. 
- '25;0.0.0 

$10.0.;0.00. 

$380.,0.0.0. 

$ 10.,0.0.0. 
. (52;0.0.0.) 

$ (42; 0.0.0.) 

~338lo.o.o. 

12/31/78 

$ 15,0.0.0. 
10.,0.0.0. 
13,0.0.0. 

185,0.0.0. 
1,50.0. 

.. -1; 50.0. 

$226,0.0.0. 

$ 77,0.0.0. 
26,0.0.0. 
11,0.0.0. 

.. '1; 0.0.0. 

$115;0.0.0. 

~341lo.o.o. 

$ 7,0.0.0. 
15,0.0.0. 

181,0.0.0. 
50.,0.0.0. 

' , , 5; 0.0.0. 

$258,0.0.0. 

$ 75,0.0.0. 
- -30.;0.0.0. 

$10.5,0.0.0. 

$363,0.0.0. 

$ 10.,0.0.0. 
(32;.00.0.) 

$(22;0.0.0) 

!.ll.l l o.o.o. 
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EXHIBIT D 

SAM'S HARDWARE 
COMPARATIVE INCOME STATEMENT 

Years Ended 12/31/79 and 12/31/78 

REVENUES: 

Merchandise sales 
Dividend income 

Total Revenues 

Less: 
Cost of merchandise sold 

GROSS PROFIT 

EXPENSES: 

Salaries and wages 
Fringe benefits 
Utilities 
Truck expenses 
Entertainment and travel 
Office expense 
Advertising 
Interest expense 
Depreciation expense 

Total Expenses 

NET INCOME (LOSS) 

Year Ended 
'12/31/79' 

$620.,0.0.0. 
, , '1; 000 

$621,0.0.0. 

-405;0.00 

$216,0.0.0. 

$180.,0.0.0. 
18,0.0.0. 

3,0.0.0. 
2,0.0.0. 
2,00.0. 
6,0.0.0. 
3,0.00. 

18,0.00. 
, - '4 - DCIO 
, ' -

$236;ODQ. 

($ 20, 0. 0. IQ,L 

Year Ended 
-12/31/78' 

$710.,0.0.0. 
' , , 2; DOD 

$712,0.0.0. 

-495;0.00 

$217,0.0.0. 

$170.,0.0.0. 
17,0.0.0. 

2,50.0. 
2,50.0. 
2,0.0.0. 
5,0.0.0. 
6,0.0.0. 

15,0.0.0 
. , , 4; 0.0.0 

$224;0.0.0. 

($ 7,0.0.0.) 
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EXHIBIT C 

SAM'S HARDWARE 
COMPARATIVE BALANCE SHEETS 

As of 12/31/79 and 12/31/78 

Current Assets: 
Cash 
Marketable securities 
Accounts receivable 
Inventory 
Office supplies 
Pre-paid fire insurance 

Total Current Assets 

Non-current Assets: 
Land and building 
Equipment 
Truck 
Organization costs 

Total Non-current Assets 

TOTAL ASSETS 

LIABILITIES AND OWNER'S EQUITY: 
LIABIl'JITIES: 

Current Liabilities: 
Taxes payable 
Salaries payable 
Accounts payable 
Current portion: Bank note 

Mortgage 

Total Current Liabilities 

Non-current Liabi1~ties: 
Long-term bank note 
Long-term mortgage 

Total Non-current Liabilities 

TOTAL LIABILITIES 

'OWNER'S EQUITY: 
Contributed capital 
Retained earnings (deficit) 

TOTAL OWNER'S EQUITY 

TOTAL LIABILITIES AND OWNERS EQUITY 

12/31/'79 

$ 5,000 
5,000 

15;000 
200,000 

1,000 
.. '1; 000 

$227,000 

$ 75,000 
25,000 
10,000 

, "1; 000 

$111;000 

:11338(000 

$ 10,000 
15,000 

175,000 
75,000 

- - -5;000 

$280,000 

$ 75,000 
, '25;000 

$100;000 

$380,000 

$ 10,000 
, (52 f 000) 

$ (42; 000) 

!ll8,OOQ 

r' 

12/31/'78 

$ 15,000 
10,000 
13,000 

185,000 
1,500 

' "1; 500 

$226,000 

$ 77,000 
26,000 
11,000 

' - -1; 000 

$115;000 

~341fOOO 

$ 7,000 
15,000 

181,000 
50,000 

' , , 5,000 

$258,000 

$ 75,000 
' -30;000 

$105,000 

$363,000 

$ 10,000 
(32 ;-000) 

$(22;000) 

~341EOOO 

---- --------~-----------------'-.... -
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EXHIBfT D 

SAM'S HARDWARE 
COMPARATIVE INCOME STATEMENT 

Years Ended 12/31/79 and 12/31/78 

REVENUES: 

Merchandise sales 
Dividend income 

Total Reven ues 

Less: 
Cost of merchandise sold 

GROSS PROFIT 

EXPENSES: 

Salaries and wages 
Fringe benefits 
Utilities 
Truck expenses 
Entertainment and travel 
Off ice expens~~ 
Advertising 
Interest expense 
Depreciation expense 

Total Expenses 

NET INCOME (LOSS) 

Year Ended 
'12/31/'79' 

$620,000 
, , , 1; 000 

$621,000 

-405;000 

$216,000 

$180,000 
18,000 

3,000 
2,000 
2,000 
6,000 
3,000 

18,000 
, - , 4; 000 

$236;000 

J.t...?-O,OOO) 

Year Ended 
'12/31/'78' 

$710,000 
' , , 2; 000 

$712,000 

'495;000 

$217,000 

$170,000 
17,000 

2,500 
2,500 
2,000 
5,000 
6,000 

15,000 
" '4;000 

$224;000 

($ 7,000) 
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EXHIBIT E 

INTER-PERIOD RATIOS FOR SAM'S HARDWARE 

1919 1918 CHANGE -
!!;IQtHIHTY . RATIOS: 

Current Ratio: 

Current'Assets' .... $227;000 = 81% $226;000 = 88% -7% 
Current Liabilities $280,000 $258,000 

Quick Ratio: 

Cash 
Marketable Securities 
Accounts Receivable $25,000 = 9% '$38;000 = 15% -6% 
Current Liabilities $280,000 $258,000 

Cash-to-Daily Expenses: IV 
\0 

.\0 

Step 1: Calc ula ting total 
expenses 

Cost of Merchandise Sold 
~ll Other Expenses 
Depreciation Expense 

Step 2 : Calculating daily 
expenses 

Total EXEenses 
365 Days 

Step 3 : Cash-to-daily expenses 

Cash· $5,000 = 2.9 $15,000 = 8.9 -6% times 
Daily Expenses $1,745 times $1,685 times 

Preceding page blank I 
~~.---~.".~ . -~. -,... "",""'. -,- " ...... 

. -



T 

EXHIBIT E (con tin ued) 

1979 1978 CHANGE 
LEVERAGE RATIOS: 

Total Debt-to-Equity: 

Total Lia~ilities $380;000 = not $185,000 = not 0 Owner' sEqui ty $ (42,000) valid $(22,000) valid 
Total Debts-to-Total Assets: 

Total Liabilities $380,000 = 113% $363;000 = 108% -5% ~otal Assets $338,000 $341,000 

INVENTORY-MANAGEMENT-RATIOS: 

Inventory Turnover Rate: 
w 
0 Cost of Merchandise-Sold $405;000 $495;000 0 = 2 = 2.7 0.7% 

, 

Inventory $200,000 times $185,000 times times 
Inventory Holding Period: 

Number of Days in-Period 365-days = 182.5 365 daI~ = 135 -47.5 Inventory Turnover Rate 2 times 2.7 times days 
Inven~ory-to-Total Assets: 

I 
Inventor:t- $200;000 = 59% $185;000 = 54% -5% Total Assets $338,000 $341,000 

" 
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D. Regulatory Standards 

A fourth means of interpreting the financial statements of 
a business involves the comparison of intra-period ratio 
results to regulatory standards, if they exist. When 
regulatory standards do exist, they are often expressed as a 
percentage, but few industries are regulated to any great 
extent. 

IV. SUMMARY 

Arson is all too often viewed by troubled businessmen as a 
solution to their financial problems. Other businessmen start 
firms solely as a means of defrauding insurance companies. As 
is true of other types of white-collar crimes, the financial 
statements of a business which has suffered an arson-for-profit 
fire can yield important investigative leads and/or 
circumstantial evidence of a crime. The problem becomes one of 
cutting through the confusion and complexity surrounding 
financial statements. One tool that is available to the arson 
investigator is Ratio Analysis. It expresses the relationships 
between various aspects of business as percentages; ratio 
analysis permits conclusions to be drawn based on the 
relationships which are presumed to exist. Ratio analysis is 
an important tool for the arson investigator, but it is not 
free from problems. 

Ratio analysis must be applied to the financial ~tatements 
of a particular business. One of the most common financial 
statements is the balance sheet. It shows the resources or 
assets controlled by a business, as well as the sources of 
funding or liabilities and owner's equity. The assets are 
listed in the order of liquidity or ease with which each can be 
converted to cash. Both assets and liabilities are grouped 
into current and non-current categories. Another of the most 
common financial statements is the income statement. It shows 
the revenues, expenses, and net income or loss for a particular 
segment of time. Once it has been determined that the 
financial statements of a busiess are reasonably accurate, 
ratio analysis may be applied. 

Ratio analysis may be applied in any of four different ways 
including: 

(1) Intra-period analysis, 
(2) Inter-firm analysis, 
(3) Inter-period analysis, or 
(4) Comparison to regulatory standards. 

Intra-period analysis compares various aspects of the same 
business as of the same period of time; the technique depends 



302 

on the existence of certain predictive relationships which 
permit conclusions about the financial condition of the firms. 
The most common intra-period ratios involve measures of 
liquidity, leverage, and inventory management. Liquidity 
ratios are useful in predicting insolvency which leads to 
business failure. Leverage measures are useful for predicting 
whether a cure for insolvency is available. Inventory 
management ratios yield insight into an asset that is often the 
target of an arson fire. 

Intra-period ratio analysis is criticized as being 
oversimplified; refinements of ratio analysis have emerged in 
response to this criticism. 

Inter-firm analysis compares the financial position of one 
business at a particular period of time to that of other . 
businesse~ within the same industry. Many sources of relIable 
information exist about lines of businesses. Inter-period 
ratio analysis spotlights trends in the financial position of 
one business over several periods of time. This technique 
eliminates the possibility of isolated business events from 
dist;rting the conclusions reached. Finally, the financial 
position of a business can be compared to regulatory standards, 
if any exist. 
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SUPPLEMENTAL READING A-
INSOLVENCY DANGER SIGNALS 

In addition to using ratio analysis to predict or diagnose 
insolvency, there are other signals of insolvency which do no~ 
depend on the use of financial statements. Reuben W. Abrams In 
his article, "Rehabilitation: The Accountant's Role" 
identifies many common danger signals of insolvency. 
example, the arson investigator is likely to discover 
there are many witnesses who would be able to testify 
business appeared to have a tight financial position. 

For 
that 
that the 

Suppliers might know that the business had been paying its 
bills only when they became past due, and that it never paid 
soon enough to receive the discount available for prompt 
payment. Employees, friends, or relatives might have been 
approached for a loan to keep the business going. The accounts 
receivable owed by the customers of the business might have 
been pledged to secure a loan or sold prior to their collection 
in the ordinary course of business. This is a commonly 
accepted indication of financial trouble because buyers are 
willing to pay only a fraction of the value of the accounts 
(usually 60 to 80%). When the accounts receivable are sold or 
pledged, a written contract is usually prepared and kept by the 
buyer. Sometimes the contract is recorded. One of the surest 
signs of insolvency is falling behind in payments to taxing 
authorities. Most businessmen will make payments for taxes 
before any other obligation because of the power of tax 
collectors to sell the business for back taxes. Tax liens for 
unpaid taxes are ordin,arily recorded. Key employees who depart 
from the business might prove to have a lot of knowledge about 
the financial condition of the business before an arson fire. 
Some customers of the business might be able to testify that 
the firm was unable to fill orders because of insufficient or 
obsolete stock~ Some of the customers of the business might 
even have been offered merchandise taken out the back door 
before a fire. Using the testimony of customers, it might be 
possible to prove that inventory was overinsured. Finally, 
newspapers and other reference materials might provide insight 
into the changing technology of an industry, labor strikes, 
product obsolescence, prohibition, or loss of major contracts 
which might put an already troubled firm out of business. 
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SUPPLEMENTAL READING B-
PROGRAM OF EXAMINATION 

In prosecutions where the proof of insolvency ~s important 
circumstantial evidence of a crime such as ars~n, 1t may ~e 
necessary to hire an accountant as an expert w1tness. Th1S, of 
course, pres urnes that the accounting b~oks a~d records of the 
subject business are available to the 1nvest1gator. The 
investigator will probably want to become involved with the 
selection of tests and procedures that will be pe~formed by the 
accountant. In this way, the investigator can be assured ~hat 
the job will get done in the most thorough and cost effect1ve 
manner possible. 

Reuben w. Abrams in his article which follows, 
"Rehabilitation: The Accountant's Role," suggests a "program 
of examination" or an audit plan designed to detect 
insolvency. This audit plan is especially appropri~te for the 
investigation of arson because it concerns itself w1th 
discovering hidden assets and improper diversions ~f assets 
from the busine'ss which frequently precede arson f1res. 
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Rehabilitation: The Accountant's Role 

. Here is a bird's eye view of the techniques and procedures followed by accountants in recommending 
business rehabilitation procedures. 

Reuben W. Abrams, a member of the 
New York Association of Credit and 
Financial Management, is a partner in 
Laventhol & Horwath, New York, 
New York_ 

Many com'panies are experi
encing financial difficulties as a 
result of inflationary factors and 
the economic slowdown. A prop
erly qualified accountant can be 
instrumental in guiding a finan
cially ill client back to health 
without incurring unnecessary 
costs, proviJed he recognizes the 
insolvency danger signals in time. 
(See table for danger signals). 

The accountant cannot be ex
pected to perform miracles. By 
recognizing the problem and 
analyzing its causes, he should be 
in a position to suggest prompt 
and effective corrective action_ 
He can also assist a financially 
distressed company by helping to 
implement and monitor a reha
bilitation plan. 

Assuming 'that after exploring 
all alternatives to bankruptcy,. an 
arrangement or reorganization is 
necessary to rehabilitate a busi
ness, an accountant with the 
proper background can play an 
important role in the rehabilita
tion proceeding. He should be 
qualified to assist the debtor, the 
court, court appointed officers 
and the creditors' committee in 
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preserving assets, maximizing re
coveries and developing or evalu
ating a workable plan of arrange
ment or reorganization. 
chapters of the bankruptcy act 

Chapters 1 to 7 of the Bank
ruptcy Act deal with straight 
bankruptcy; Chapter 8 with agri
cultural compositions and rail
road reorganizations; Chapter 9 
with municipal readjustments; 
Chapter 10 with corporate reor
gaoizations; Chapter 11 with ar
rangements with unsecured cred
itors; Chapter 12 with real prop
erty arrangemen ts; Chapter 13 
with wage earners' plans; and 
Chapter 14 with Maritime Com
mission liens. 

The average practitioner 
whether he be an attorney or an 
accountant will encounter Chap
ter 11 most frequently and Chap
ter 10 occasionally,' excluding 
the chapters on straight bank
ruptcy. Although they are sepa
rate and distinct chapters, Chap
ter 10 can affect the interest of 
stockholders as well as creditors, 
whereas Chapter 11 cannot af
fect the interest of stockholders 
and is primarily used to rearrange 
unsecured debt. Chapter 11 is 
also available to an individual or 
partnership, whereas Chapter 10 
is only applicable to corporate 
reorganizations. 

A company which seeks an 
arrangement with its unsecured 
creditors and has I)C securities 
outstanding wi.th tbe public will 
chose Chap~~J. 1l1, proceedings 
unless it see~~ to CldjlJ~t or affect 
the rights of its stockholders 
because of a problem or dead
lock that may exist among them, 

On the other han.d, a public 
company could seek relief under 
either Chapter .10 or Chapter 11. 
In the usual case ,involving a 
medium-sized corpQJ at ion, deb
tors file under Chapter 11 since 
they seek to adjust' only their 
unsecured debt, leaving their 
public debentures, if any, and 
shareholders unaffected. Pro
ceedings under Chapter 11 are 
usually more expeditious than 
under Chapter 10. 

In certain cases, the Securities 
and Exchange Commission has 
taken the position that it is in 
the best inter£lst of the public, 
where sharehold9ts or debenture 
holders are involved, to transfer a 
proceeding from Chapter 11 to 
Chapter 10. I n such instances, 
the commission or any interested 
party may petition the court to 
transfer the proceedings to Chap
ter 10_ If the judge is of the 
opinion that the proceedings 
should have been brought under 
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Chapter 10, he will enter an 
o~r.er dismissing the proceeding 
under Chapter 11, unless within 
such time as he fixes, the peti
tion is amended to comply with 
the requirements of Chapter 10. 

The debtor then has the op
tion of either filing an amended 
proceeding under Chapter 10, or 
the Chapter 11 proceeding will 
be dismissed. If dismissed cred
itors will have the right to 'file an 
involuntary proceeding under 
Chapter 10. I f none of these 
proc~edings is instituted, the pro
ceeding will be dismissed and the 
debtor will be out of court. 

The court will generally use 
the criteria of what the debtor's 
needs are in determining whether 
or not proceedings should be 
transferred from Chapter 11 to 
Chapter 10. If the court believes 
a simple arrangement affecting 
only, unsecured creditors is neces
sary to rehabilitate the debtor 
rather than a comprehensive re
organization, which 'usually re
casts the position of stockholders 
and security holders the court 
will allow the pro~eedings to 
continue in Chapter 11. 

One further point that must 
not be overlooked is that the 
determination as to whether a 
debtor is propei'(V within Chap
ter 10 or Chapter 11 can take 
place in either proceedings. If a 
debtor files under Chapter 10, he 
must state why he believes he 
cannot obtain adequate relief 
under Chapter 11. I f the judge is 
of. the opinion that adequate 
relief can best be obtained under 
Chapter 10, he will approve the 
petition in Chapter 10. Other
wise, he will direct a dismissal or 
transfer to Chapter 11. 

the accountant's responsibility 
The independent accountant is 

usually recommended to the 
court by the creditors' com
mittee in Chapter 11 proceedings 
and by the trustee in Chapter 10 
proceedings. He is appointed by 
the court and although he acts as 
an agent of the creditors' com
mittee and/or the trustee, he is a 

(Continued on page 39) 
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~NSOLVENCY'~AN;-; SIGNA~-;-"'---'--' ----,-. ,.---
internal -Excess of fair in·place value of fixed 

-Tight cash position, evidenced by: assets over book, value based on an 
Failure to take discounts. appraisal. 
Necessity for additional dating, -Comparison of market value of if,· 
Lo~ns made to the corporation by ~estments wi~h stated value including 
officers and family. Investments 10 other companies not 
Discounting notes receivable. carried on equity method. 
Compromise of accounts receivable expenses 
for the purpose of affecting ad. Determination of payment of over-
vance collections. stated or non·existent expenses includ· 

-Factoring or financing receivables if ing possible preferences. 
normally on open account basis. -Checks payable to cash with no 
-Substitution of note for an open substantiation. 
account payable. -Dividend' payments during "Iess" 

-Inability to make timely deposits of years 
trust funds (P/R taxes). -Wage payments to fictitious em· 
-Allowing certain key creditors to ployees. 
obtain security interests in assets. -Pa~ment for undelivered materials. 
-Subordination of loans to banks and -Major advances or on·account pay· 
creditors. ments to suppliers or professionals 
__ Oeclining sales with corresponding shortly before the commencement of 

,decline in profits. the proceedings. 
eDeath or departure of key personnel. -Unexplained major increases com· 
~Unfavorable purchase commitments. pared to prior periods. 
eLack of realization of material R&D other 
costs. 
-Inability to meet shipments because 
of lack of adequate supply of raw 
material. 
~hange . in ~ccounting methods by 
client pnmanly designed to improve 
financial statements. 

Deferred assets in lieu of W/O. 
Reluctance to set·up proper reo 
serves. 

elncreased sales with . reduced mark· 
up. 
external 
eFailure to modernize equipment in 
light of new procedures. 
-Declining sales in a booming indus· 
try. 
-Strikes. 
-Product obsolescence. 
-Legislation - (prohibition). 
-Unfavorable union conditions. 

PROGRAM OF EXAMINATION 
assets 

Be alert for existence and extent of 
understated or undisclosed assets. 
-Unrecordp.d bank accounts, ' 
eReasonableness of inventory values 
including substantiation of abnormal 
gross profit percentage changes. 
-Sales of inventory to vendors or 
other creditors. 
ePossible preference payments made 
during the four months prior to bank
ruptcy. 
-Misappropriation of receipts, in parti
cular, advances from factors. 
eFixed or other valuable assets writ
ten·off or conveyed without adequate 
consideration. 

~Review of transactions relating to 
I~vestments, acquisitions and disposi· 
tlOns. 
-Review and report 011 transactions 
with related parties at less than arms' 
length. 
-Review for propriety and report on 
other significant or unusual transac· 
tions which appear not to be in the 
ordinary course of the business. 
-Unrecorded potential assets such as 
tax recoveries, value of long·term 
leases and tax loss carry· forwards. 

liabilities 
Disclosures which would result in 

the reduction or modification of lia
bilities. 
-Liens granted to secure certain cred
itors in contemplation of proceedings 
that may be invalid. 
-Overstated claims by creditors. 
-Overstated obligations to related 
companies not consolidated in the 
proceedings. 
-Executory contracts incorrectly re
corded as liabilities. 
equity 

Ascertain improprieties which 
could result in an increase in equity. 
-Inadequacy of consideration for 
issued shares of stock. 
-Uncollected or unrecorded stock sub· 
scriptions. 
-Improper withdrawals of assets by 
stockholders in the form of dividends 
loans, assets, etc. • 
income 

Determination of unrecorded sales 
if any. ' 

rehabilitation 
(Continued from page 17J 

quasi officer of' the court and 
owes his primary responsibility 
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took place within a specified 
time prior to the filing of the 
petition. 
_I nformation to determine if 
debtor has made any preferen
tial or fraudulent transfers or 
has acted dishonestly. 

to it. 
I strongly believe the accoun

tant's role and obligations in 
dealing with debtors is similar 

- planning the program of exami· 
nation 

As in the case of all substan-

to that of an internist and/or 
surgeon. By that I mean, he 
should be qualified i.o diagnose 
the ailment and condition of 
the patient (debtor), determine 
if the problem was either self
inflicted or incurable, recom
mend rehabilitation procedures 
and hopefully oversee and/or 
review the recovery progress. 
Merely performing an autopsy 
on a patient who is still breath
ing is a disservice. 

agent of creditors' committee 

Whether a committee is in its 
informal or official status, it 
\usually requires professional aid 
in many areas, including assis
timce in its ultimate purpose of 
pa5\sing upon the plan offered 
by the debtor. 

Questions usually posed by 
members of creditors' com
mittees include the following: 
-Can the business be reorgan· 
ized 'and programs and proce
dures be implemented to assure 
both profitability and adequate 
cash flow? 
-Will the projected cash flow 
be adequate to meet the pay
out provisions of the plan? 
-What will be availabie for un
secured creditors in the event of 
liquidation or forced sale of 
free assets? 

Before a plan can be evalu
ated and recommended to cred
itors, the committee u~ually re
quires information which in
cludes: 
-Past history of debtor and 
debtor's operations. 
-Operating results since date of 
proceedings. 
-Forecasts and projections of 
subsequent operations and cash 
flow. 
-Unusual transactions that 

tial or unusual engagements, an 
audit plan and a tailored audit 
program is a prime factor. 

In planning the examination, 
the objectives of the creditors 
in the reorganization proceed
ings must be considered. I f we 
assume the debtor will continue 
in business after reorganization, 
creditors are usually interested 
in the following: 
-A statement of financial posi· 
tion as of the date of proceed-
ings. 
-A summary of prior years' 
operating resu Its. 
-Errors or inconsistencies in 
financial statements previously 
issued by the debtor. 
-An explanation of operating 
losses prror to the proceedings. 
-Future potential including 
cost reduction programs and 
other economies effected. 
-Unusual transactions or possi
ble preference payments wh ich 
occurred prior to the proceed
ings. 
-Priority claims (wages and 
taxes). 
-Liens on assets. 
-An estimate of the amount 
available for unsecured cred
itors in the event of forced sale 
or liquidation. 
-New working capital required 
to survive after a reorganiza
tion. 

special procedures in examina
tion programs 

The examination mayor may 
not include all standard audit
ing procedures depending on 
the scope and time available. In 
many instances where time is a 
limiting factor, the accountant 
may not be in a position to 
observe inventories or confirm 
accounts receivable. He may 
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satisfy himself with respect to 
factored receivables by a confir
mation from the factor. Fur· 
thermore, vendor balances are 
compared to claims filed. 
tax planning and consideration 

Losses incurred in periods 
prior to and during an arrange
ment or reorganization proceed. 
ing constitute valuable carryfor
wards available to reduce or 
eliminate taxable profits, for a 
period of years, after confirma' 
tion. The act provides that no 
income shall be deemed to have 
accrued to a debtor as a result 
of modification or cancellation 
of any indebtedness. However 
certain adjustment, may be re
quired to the basis of the deb
tor corporation's assets due to 
such reduction or cancellation. 

Careful tax planning should 
be provided by the accountant 
with respect to the preservation 
and utilization of loss carryfor
wards and other tax credits. 
The accountants should also de
termine that claims for refund 
of Federal and State taxes are 
filed for both the carryback of 
current losses against prior prof
its and for any taxes that may 
have been paid erroneously. 

the accountant's report 
The accountant's report will 

usually disclaim an opinion be· 
cause of certain limitations on 
the scope of the examination 
and other conditions including 
time limitations. 

A typical report includes a 
balance sheet and statement of 
affairs as of the date of the 
filing for reorganization, and a 
statement of income or loss for 
the year or period since the 
most recent year-end related 
notes. 

This is usually followed by 
supplementary information de
tailing prior period operations 
and information relating to cer
tain items included in the finan· 
cials. I nformation relating to 
possible preferences and mat
ters requiring further investiga· 
tion can be included in this 
section or in a separate letter to 
the committee or trustees .• 
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APPENDIX I 

Other Sources of Business Information* 

Accounting Firms 

Accounting Corporation of America 

The Acc~untrng Corporation of America publishes, semian· 
nually the (Mail-Me-Monday) Barometer of Small Busi7less. Its data 
are derived as a by-:product of the Accounting Corporation's 
;lccounting services to clients through the country. 

The (Mail-Me-Monday) Barometer classifies its operating ratios 
for the various industry groups on the basis of gross volume. 
The classifications vary' with the industry group but seldom 
exceed $300,000', The emphasis is on small business. . 

The ratios can be obtained from the Accounting C~rporation's 
Research Department, 1929 First Avenue, San Diego, California 
9210'1. Following is a list of types of business fbr which there arc 
ratios: 

Apparel, l:hildrcn's :lnd inrants 
Apparel, mc,,'s slll'dahy 
Apparel, 1I1l'1I'5 :nlll WIIIIICII'S 

Apparel, women's sJlcdahy. 
Appliancc Mores 
AUlo parIS and an:es50ries 
Rakeries 
Beauly shops 
Cocktail lounges 
C:onrecliuncry sU"rcs 
CUIII raflCII's-lmiidinlf, 
Contractors-spl'dally 
Uairies 
DCllthts 
IlcK'llIrs IIr ml'tlicin~ 
Llry rleaning shops 
Drug Slorcs 
Feed and seed stores 
Florists 
Food 5lores-combinalion 
Food ~!orcs-spccialty 
Furniture stores 
Garages, 
Girt and novelty slorcs 
Hardwarc stores 
Jewelry slores 

Preceding page blank 

I.aundromats and hand laundrics 
1.1undrics, plant 
l.iquor swi'cs 
Lumbcr :lIld huilding material 
Machinc shops 
Meal markets' 
Motcls 
Music storcs 
Ncw car dealcrs 
Nursery and gardcn supplics 
P:lint, glass and wallpapt'r 
I'holographic supply slOres 
I'lumbing and hcatingcIIUipml!11l 
I'rinling shops 
Proressional-othcrs 
Repair services 
Restauranls 
Service st:llions 
Shoe stores 
Sporting goods stores 
Tavern, 
TV radio sales and service 
Transportation 
Used car dealers 
Varicty stores 

* u. S. Small Business Administration, Ratio ,Ana'lysis 
fbx" Small, Busin'ess, 1977, pp. 32-37. (Available 
from u.S. Government Printing Office, stock no. 
045-000-00150-4, price-$2.20) 
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Business t-fa'ch"i'ne 'Finns 

National Cash Register Company *. 

.. The Nati~naJ C~s~ R~gist~rCompany publishes an annual 
Expe~ses. In Retallmg. . This booklet examines the cost of 

operatl~n in ahout 40 li~es of business. The ratios a're obtained 
from p~lmary sour~es. most of which ar~ trad~associations. For 
some ~mes .. of busmess, the expense percentages are broken' 
~o,,:n m~o comr~Uable expense" and "fixed expense'?' Follow
mg IS a hst of busmesses covered in a recent NCR study: 

Aj:lfiarel stores 
i~I'pli;;~ce iilnd radio-TV de~lers 
AUlOmubile dealers' , 
AUIO parts dealers 
Btauly shops 
Feed siores 
Florisls 
"'ood stores 
Furniture stores 
Garages 

'Girl, novelty and ,souvenir Siorrs 
HiudwarC' Slores 
HOlels 
Jew,clry Slores ' 
l.aundries 
Liquor Slores 
Mass merchandising slores 
Meal markels 
Men's wear SIOfCS , 

"Boole. sto.es 
Building material dcalrrs' 
Coclr.lait lounges 
Department Ilores 
Dry cleaners 
MOle11 ind motod"n. 
Music Itores' , 
Novelty storcs 
Nursery and garden supply SIOi"'~1 
PhOlographic siudio and supply 510res 
"roressional services 
Repair servicel 
Restaurants 
Service sl:llionl' 
Shoe lIorCI (ramily) 
Sporling goods IIO~ , 

, Supermarkels 
Transportation and service 
Variety slores 

'* Address; NCR CorpOration, 170'0 ' 
S. Pattersl)n Blvd. " Dayton, Ohio 4-5479. 
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Banks 

TIle: ••• ' of America 

AI a lervice '10 buslnesl ownen and managen and ~udentl of 
small.bulinel!, al well as to those thinking about starting a Imall 
'firm. tl)e Bank of America periodically i"ues detailed Itudies of 
problems in opening a bUline ... These Itudi~. published in ill 
Sma" Buinm Reporl", incl"de cOItJ-Of-doing-buliness ratios. 
They din be obtained by writing to ',TM'Smali Buiftlu Rqmtn, 
DepartlJllent 3120, P.p. Box 57000, San FranciJco, California. 
Titlel: ot iuues in recent yean include: 

A"parel ScOftJ 
AUIO Pan. 
san 
Ilicyde Scorea 
Rook Stom . 
Ilultclinl Maintenance 5enicet 
Indepcnd~nt Camera Stom 
Proprietary Da, Care Cen~en 
Ind.ndent Drul Scorn, ' 
Coin Oper.ted Dry Ciftlninl !korea 
lIulinna Equipment Rental 
Convenience, Food Scom 
l'he Hilndin"ft Bulinns 
,lfeahh Food Scom 

HOMe F,urnilhl", SIoreI 
.. ndepcnde. Liquor s.ora 
Mail Order Enlerpriltt 
Mobile Itome aftd lee_Ion Deaten' 
Inclepcnd,nt PeI'Shopi , 
PIa~ShupI 
s.nat Job Prilltint Shops 
lepairServica 
Intaurant. and Food $erticel 
Service'SWionI 
Sewinl and Needlecrafe ShOp. 
Shoe~ 
Indepeftdent SpOrtinl Good. 

, T~ and HobbJ Crafe Stora , 
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Trade Associations 

Trad~ Association •• National associations which have pub. 
Hshed ra~io, studies in the past indude the following: 

Americ~n I\ssociation ~r Advertising Agencies, 200 Park l\venur., New York, New York 
10019 

American Camping Association, Bradrord Woods, Martinsville, Indialla -16151 
American ,Meat Institute, 1600 Wilson Boulevar~, Arlington, Virginia 22209 ' 
American Paper Institute, 260 ,Madison 'Avenue, New York; New York 10016 
American Society or Associ~tionExecutives, 1101 16th Street, N.W." Washington, D,C. 

.20036 , , 

American Supply Association, 221 North LaSa,ile Street, Chicago, Illinois 6060 I 
Bowling ProPl'iclorsAswciation or Amerira"i'lox 5802, Arlington. Texas 7601 I 

'Building Owners,and Managers Associ:uioll, International, 221 South Michigan Avenue 
Chicago, Illinois fICIOOI ' , 

,Door and Hardware: Institute, 181,') North "'orl Meyer Drive. Suite -112. Arlington, 
VirginIa 22209 ' , 

.lorists' Ttansworld Delivery Associationllnlernora, 29200 Northwestern IIighwa'y, 
Southfield. Michigan 48076 

Foodsetvice Equipment Distributors Association, 332 South Michigan Avenue, Chicago 
Illinois 60604 , 

Laundry and Cleaners Allied Tntdes ~ssociation, 543 Valley ~oad, Upper Montclair. 
New jersey 07043 

Material Handling Equipment Distributors Association, 1'04 Wilmot Road, Deerfield, 
lIIinois,60015 ' 

Mechanic-al Contractors Association or America, 5530 Wisconsin Avenue, N.W., Suite 
750, Washington, D.C. 20015 

MClIsw(':lr Retailer5 or America, :mo Natiun:11 Press nuildillg. Washillgtllll. O.C. 2(1(H:1 
Motor and ":'Iuipnient Manuracturern' Association, 222 Cedar Lane Teaneck New 

J('rsey 07!ili6 ' " 

National American W~olesale Grocers' Association, Room 1810,51 Madison Avenue, 
New York, New York 10010 

National Applianl:l! and ' Radio-TV Dealer. AssOCiation, 318 Wesl Randolph Str.eet, 
Chicago, IlIinoij 60606 , 

Nat,ional Art Materials Trade Associalion, 182 A Boulevard, Hasbrouck Heights, New 
Jersey'07604 " . 

National Associaiion or A.ccountants, 919'Third Avenue, New York, New York 10022 
Nalional Al$OCiation or Eleqricial Distributors, 600 Madison Avenue. New York, New 

York 10022 
, , , 

Nalional Association of Food Chains, 1725 Eye Street, N.W., Washington, D.C. 20006 
National Association or Furniture Manufacturer's, 8401 Connecticut Avenue Suil,e 911 

Washington, D.C. 20015 ' ' , ' 

National AssoCialion or Insurance Agents, Inc., 85 John Street, New York, New York 
10038 ' 

National Association' or Music Merchant~, Inc., 35' East W,acker Drive, Chicago, IIlinoi. 
60601" " , 

Nalional Association or Plastics Distributors, 4'2 Nob Hill Lane, Devon, Pennsylvania 
, 19333 

NalionaJAssocialion 01 Re~il Grocen 01 the United Slates, Sui\e 620, 2000 Spring Road, 
' Oak B~k, Illinois ~52.1 , ' " . , 
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Trade Associations 
(continued) 

Nalional A~~ocialion of Textile and Appare,l Wholesalers, Stader· Hilton HOlel, 33rd 
Strcel and Seventh AVl'l1Ile, New York, New York 10001 , 

Nalinnal A~socialion,ofT(;haeco J)j5triliut~rs. 58 I!:ast 79th Street, New York, New York 
10021 , 

"'ational AUlomatic Merchandising As~ociation, 7 South Dearborn Street, Chicago, 
Illinois 60603 

National neer Wholesalers A~sodatioll of Amcrira, 6310 North Cicero :Avenue, Chicago, 
Illinois 60CHG , 

National Confectioners Assodatinn IIf the United SI:ltes, 31i Wah"sh Avenue, Chicago, 
Illinois (j060!1 

Natiunal Consuml'r Finance ~ssndatilln, 1000 16th Street, N.W:, 'Washington, D.C. 
20(136 . 

National Decorating Protluets Association, 9334' Dielman Industrial Drive, St. Louis, 
Missouri 63132 

N.llional EI~etrical Contractors A~.ociation, Inc.;7315 WiSconsin Avenue, 13th Floor, 
Washington, D,C, 20014 ' 

National Electrical Manuracturers Association, 155 F.ast 44th Street, New York, New 
York 10017 , 

National Farm and Pow!'r E'luipment nealen Aundlltilln, 23,\11 Ilampton Avenue, St. 
Louis, Missouri '631 :-I!) , 

N:llional Home Furnishings Association, -105 Mercha~lliise Mart 1'la103: Chicago, Illinois 
60651 

National Kitchen Cabinet Association, '334 East Broadway, Louisville, Kentucky 40202 

National Lumber and 8uilding Material Dealers Association, 1990 M Street, N.W., 
Washington. D.C. '20036 . ' " .. 

National Machine Tool Builders Associatbll, 7901 Westpark Drive, McLean, Vlrgmla 

22101 . . .• 
Nalional Office ProduclS Associ.ltion, 1500 Wiison Boulevard, Arbngton, Vlrgmla 22209 
National Oil JobllCr! Council, Inc., 1750 New York A~'enue, N.W.; Washington, D.C. 

20006. " . 
National Paint and Coalings Association, 1500 Rhode Island Avenue, N.W., Wadlington, 

D.C. 20005 
Nalional I'aper nox.A~sodation" 231 Kings Highway East, Haddonfield, New Jersey 

(lHO!! , 
National Paper Trade Association, Inc., 420 Lexington Avenue, New York, ~ew York 

10017 , ' 
Nariunall'arking Association, 1101 17th Street, N.W.,. Washingt~n: D.C., 2~0:l~ , 
Natiunal Restaurant Associatioo, One IBM Plaza, SUlle 2600, ChIcago, illinOIS 60611 
National Retail Hardware Association, 964' North Pennsylvania Avenue, Indianapolis, 

Indiana 46204 , 
Narional Retail Merchants AssoCiation, 100 West 3 lsi Streel, New York, New Vork 10001 
National Shoe Retailers Association, 200 Madison Avenue, New York, Nev, Yqrk 10016 
N'lIional Soft Drink Association, 1101 I6th'r:rect, N.W., \Va5i1l!1~IO", D.C. 20036 
N;llional Sporling Goods Association, 717 Michigan Avenue, Chicago, IlIinois'6?611 
Nalional Tire Dealers and Retreaders Associillion, 1343 L Street, N.W., Washington, 

D.C. 20005 ' 
National Wholesale Druggists' Association, 670 While Plains Road, Scarsdale, New York 

10583 , , • 
National Wholesale Hardware AssociatiQn, 1900 Arch Street, Philadelphia,Pennsylvama, 

19103 , . 
National Wholesaie Jewelers Association, 1900 Arch Street, Philadelphia, Pennlylvama 

19103 
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Trade Associations 
(contInued) . " . 

Northamerica~ Heatinland Ajm»~i'iQning Wholaalen Auoci~iion. 1661 'Wei' Hen
denon Road. C'.oiumbu.;Ohio 4'220 

Nor,h Ari.c!rican ~holwa~ l.umber Auodatiun. Inc .• DOl{ 713. ,C:lir.cm. New J~r':Cy 07015 

N~~.='.rrn Ret:llll.~mb.;,nncn. AUOCialion, 539Easl ~"enue. Rochesler, Ne~, Vork' 

Oplical Wholc:l;I~n ASSOCiation. 69115 Wisconsin Avenue, WalhillK.un, D.C:. 200'5 . 
hin.i"" and 1h.'CCll'lltinK rAHllractor.s ~r Arnerica. 722" tee Highway, t'lilUS Church. Viriinlill.ll:zu.16 , 

Nt ..... n' F.I,lIillllw.nl In .. iIU'~, '579 t:a" 21s. S'reet.Tulsa, Oklah.,.na 741'4 
I'ririiinl.l~lIl1rirs of ArtK'ric:l~ Inc .• 17SO Nurlh,Lynn S.rtc:., Arlin",un, VirRinili il220tJ 
Scien.iik ~ppa"IUI Maken Astociation. 1140 Connec.icul Avenue. N.W., WashinlPon • . D.C. 20030 . 

Shoe SeI'Yic:e In""ute of A~rica. 222 Well Adams Street. Chicago, Illinois 6OUOO 
Sorie'yof,the PI.llic.lndulIl'f.,lnc., The. 555 Lexington Avenue. New Vork, New Vork 10017 . , 

SUite' Mark.el Ins.ilul ... Inc .• lIOli F.all Ohio Stree •• ChicaRo, Illinois rlOGll 
Ullilt'dFrr,l, t·"ri. and Vtleaabir A~tion. 1019 19th S'reet, N. W., WashinR.on, D.C. 200~ . 

Urban .1000,"llnll(lIlIl'. 1200 IHlh Stree •• N.W .• Washington, D.C. 20036 
Wine and SINrit WItuba~n of America, Inc., 7'750 Clay.on Road, Suile 201, SI. I.ouil, Miuouri 611 II 7 . 

3,15 

~ddi tional ••• 

Sources of Industry Ratio Data 

Among thc bcst kno~\'n sOurces oC i~dustry ratio data with whkh to 
compare your own ratios arc the Collowll1g: 

Key Business Ratios. Published annuall)' II)' Dun and Hr.ul!-lrect, Inc .• 
~9 Church St., New York, NY 10007. . . 

Covcrn 125 lincs oC husine .... c; activity, indudmg manufacturmg, 
wholesaling, retailing, and construr.tion industries. 

Statement Studies, }'uhlished annually hy Rohcrt :\lorris :~"sorial(,s. N~
tlonal :\s..<;odatioll of Bank Loan Ofli("('1"S and Crcdlt ~tcn, Plul
adelphia Nalional Bank Building, }'hiladclphia, P:\ I!) 107. . . 

Based on data collected from mClllhcr hanks of the iL'\.'iOnatwn. 
Covcrs approximately 300 lines of husiness. . 

Barometer 0/ SmaLllJluinesJ. Publishcd sellli-anl1l~all}' h~' thc A.(·I'~I~:'tmg 
Corporation of America, 1929 }"irst Ave., ~an Diego, C.\ 9_101. 

The usmcsscs cover • . b . cd here 'lrc IilOSII)' retail and ("Olll 111(' rcml 
servicc groups. 
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Introduction 

TARGET CO., INC., BALANCE SHEET 
by Loretta Campbell 

Before applying the techniques of financial analysis to the 
financial statements of a business under investigation, an 
investigator should determine that the data contained in the 
statements possess three qualities: 

• • • 
Reb.ability 
Consistency 
Comparability 

Each of these qualities and its impact on financial analysis 
will be discussed. The balance sheet for a typical commercial 
business follows; comments are made about each of the accounts 
contained in the statement. 

First, and most important, the financial statements used in 
conjunction with financial analysis must be reliable. To be 
reliable, the financial statements must be based on facts or 
reasonable belief. These facts will normally be evidenced by 
various documents called "source documents." Furthermore, in 
order to be reliable, the financial statements must contain all 
the pertinent facts, not just those few which would influence a 
decision. 

Financial statements are generally considered reliable if 
they are based on past transactions or events. Although some 
estimates are properly included as financial statement data, 
estimates of appreciation or appraisal values are never 
considered proper. Accountants use the term "historical cost" 
to describe this transactional basis of accounting. It means 
that once an asset has been acquired, the value of that asset 
may never be increased in the accounting books. Although some 
critics call historical cost "unrealistic," it forms the basis 
of nearly all accounting texts. 

Some estimates do enter into the accounting process, and 
those that do usually seek to clarify historical cost values 
rather than change them. Estimates are used most often in . 
connection with the valuation of inventory, the allowance for 
uncollectable accounts receivable, and the recognition of the 
depreciation of long-lived assets. 

Financial statements which purport to represent some 
appraisal value or estimated market value are not considered 
reliable by accountants. Although some readers may find 
current market values useful, financial analysis techniques 
should not be applied to statements based on appraisals. One 
of the most common reasons given for not using cur~ent market 

321 Preceding page bla~k I 
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values in financial statements is that appreciation usually 
benefits the owner only when assets are solq. Even though the 
elppreciation of assets may help the firm obtain new lines of 
credit, lines of credit are not recognized until they are 
actually used. And in no case can appreciation help pay the 
b:!.lls until the assets are sold. 

While values which are "objective" are one side of the 
reliability coin, completeness is the other side of that coin. 
Occc:lsionally, a business may omit or deliberately excl.ude 
cer'tain facts from its financial statements. To the e:lCtent 
that facts have been omitted, the financial statements may be 
misleading. If the omission is "material" or significant, the 
financial statement as a whole may be useless for financial 
analysis. 

Accountants and auditors are coming under increasing 
criticism from users of financial statements regarding 
"disclosure." Disclosure is a note or explanation intended to 
clarify or expand upon any financial statement item. 
Disclosure can range from a one word note to pages of 
discussion, and supplemental informat.ion. Such explanations 
make not only the financial statements but the business as a 
whole more meaningful to readers. In addition to adding 
increased understanding, disclosure may result in increased 
reliability of financial statements. 

One area of disclosure is becoming of utmost interest to 
financial statement users because of the increasing number of 
business failures. The "going concern" principle is used 
extensively by accountants and financial statement users. A 
going concern is one which is likely to survive into the near 
future. A firm is likely to continue to operate if its 
product(s) can be successfully acquired and marketed and if the 
firm is -in a financial condition to be able to pay its bills as 
they become due. The going concern principle is of such 
importance that several major lawsuits are based on the 
concept. For example, when Penn-Central Railroad failed within 
months after the auditors of the firm issued their report, its 
financial statement users named the auditors in a lawsuit for 
failure to disclose that the railroad could no longer be 
considered a going concern. 

It follows that if the financial statements of a business 
are incomplete, lack ing disclos ure, subjective, or in any other 
way lacking reliability, calculations (such as financial 
analysis) using the data will be misleading. It does not 
matter whether the financial statements were accidentally or 
deliberately misstated because the results would be affected in 
any case. Therefo[~, the investigator should have reason to 
believe the financial statements are reliable before starting 
any search for evidence that might uncover fraud or related 
offenses. 
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The financial statements examined by certified public 
accountants (CPA's) can generally be considered reliable unless 
there is evidence that the CPA is a conspirator. Financi"al 
statements given to businesses such as banks or securities 
dealers are frequently verified by them. An investigator can 
view or confirm the existence and cost of some assets using 
public records. If it becomes necessary to check the 
underlying documents and accounting books to ascertain 
reliability, it may require the help of a professional 
accountant. False or misleading financial statements can lead 
to erroneous conclusions about the financial condition of a 
firm. Therefore, if the reliability of the financial 
statements cannot be determined using any means, financial 
analysis teChniques should not be used. 

If an investigator has obtained financial statements for
more than one time period and desires to use inter-period 
financial analysis, the "consistency," as well as the 
reliability of the financial statements, must be determined. 
Consistency becomes an important quality when the financial 
statements for more than one time period are being compared to 
each other for trends. Consistency refers to the use of the 
same accounting practices and procedures without change from 
year to year. A wide choice of practices and procedures are 
commmonly accepted by accountants and businessmen. Each 
various practice or procedure may yield slightly different 
financial data. -

One of the most basic choices which must be made bv a 
business before preparing financial statements is the basis of 
accounting. One basis commonly chosen by individuals and small 
businesses is the cash basis. By selecting the cash basis, 
transactions are recorded in the accounting records only when 
cash is received or paid. Larger businesses and corporations 
ordinarily choose a different basis called the accrual basis. 
Using the accrual basis of accounting, a business-recognizes 
transactions when they are substantially completed but before 
any cash passes hands. The main difference between the cash 
basis and the accrual basis is recognition of receivables, 
liabilities, and depreciation by the latter method. The cash 
basis does not permit the recording of any receivables or 
payables. When such receivables and payables appear on the 
balance sheet, it usually signifies that the accrual basis of 
accounting has been selected. -

Once the election has been made to use either the cash or 
the accrual basis, no change in basis can be made without 
complete disclosure of the change. Any change made between 
years could materially or significantly affect the 
representations made in the financial statements. Comparison 
of financial statements before and after the change would be 
virtually meaningless. To properly change the basis of 

---~-----
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accounting, a real effort should be made to recall the 
financial statements previously issued, and those financial 
statements should be redone using the new basis between years. 

Changing the accounting basis between years would not be an 
unheard of abuse of financial statements. Electing to use the 
acc:ual basis of accounting nearly always gives the impression 
of lncreased assets. The accrual basis of accounting 
recognizes the existence of assets at an earlier point in time 
than does the cash basis. Even without any real change in the 
financial condition of the business, a change to the accrual 
basis can give the appearance of an increase in assets~ 
However, the increase is merely due to a timing difference 
without any real economic substance. In effect, there is a 
doubling up in the assets recorded during the year ti'e change 
is made. Ordinarily, the payables or liabilities of the firm 
would increase using the accrual basis. They, however, 
sometimes become overlooked. While the change in basis affects 
the consistency of the financial statements, the omission of 
liabilities affects their reliability. Both affect the 
usefulness of the financial statements for investigative 
analysis. 

Other common elections of accounting practices and 
procedures affect individual financial statement accounts but 
do ~ot affect them as completely as a change in basis. Other 
cholces to ~e made affect the recognition of bad debts, 
accounting for inventory, and calculating depreciation. 

Consistency refers only to the use of the same accounting 
practices and procedures from year to year. It does not imply 
that the dollar values attributed to various accounts-aIe 
u~chan?ing. It does n2! imply that the trends revealed by the 
flnanclal statement data al'e unchanging. 

If the financial staterr,ents have been examined by a CPA 
that CPA's opinion or repo~t makes reference to the consist~ricy 
of the practices and procedures employed. The bookkeeping 
s~aff of the firm under investigation may prove to be valuable 
!ltnesses if there is no indication of a conspiracy. A change 
ln,business form ~rom a pro~rietorship to a corporation may 
trlgger a change ln accountlng practices and procedures. Even 
a change in account titles appearing on a financial statement 
may clue a change in accounting methods. If the books and 
records must be checked for internal consistency, it may be 
necessary to seek a professional accountant. 

The third quality which a financial statement should 
pos~ess is,cornpar~bility. ,(This factor is especially important 
t~ ~ntef-flrm ratlo a~alYSls.) Comparability refers to the 
s~mllarltY~f accountl~g procedures and practices selected by 
dlfferent flrms. If dlfferent businesses choose similar 
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accounting methods, the financial statements are said to be 
comparable even if the dollar values are quite different. If 
widely different procedures and practices are used, the 
financial statements are probably not comparable, even though 
the dollar values might be similar. If financial statements 
which are dissimilar are compared, financial analysis would not 
yield meaningful results. 

Accountants in general are coming under increasing 
criticism from the users of financial statements regarding the 
comparability of financial statements. Investors and lenders 
argue that the wide choice of equally acceptable accounting 
practices and procedures makes comparability impossible to 
achieve. They further charge that often disclosure is not 
sufficient to allow the reader to analyze and evaluate the 
choices that have been made. Some financial analysts argue 
that the financial statements can be considered comparable even 
though dissimilar accounting methods have been used if it is 
assumed that each firm elects methods that will put it in the 
best light. 

The concept of comparability is further complicated by the 
fact that firms within a particular industry choose accounting 
methods that are unique to that industry. Furthermore, 
practices and procedures even vary by geographical location. 
It becomes particularly important for an investigator to 
discover industry-wide or geographical quirks, especially if 
the business under investigation is to be compared to only a 
few other firms. Trade associations, CPA's; securities 
analysts, and bankers might provide valuable assistance in this 
area. 

If the financial statements of the business under 
investigation are being compared to composite ratio results 
such as those prepared by Dunn and Bradstreet, determining 
comparability may not pose a serious problem. It is usually 
safe to presume that the many firms included in the composite 
have used a variety of accounting methods. It remains, 
ilowever, for the investigator to determine that the methods 
used by the firm under investigation do not differ widely from 
the rest of the industry. 

The "Target Co., Inc.," balance sheet is a typical balance 
sheet for a commercial business. The format presenting the 
dollar amounts for two or more time periods is called a 
"comparative" balance sheet. However, before using the balance 
sheet data, its reliability and consistency must be 
determined. Each item appearing in the balance sheet has been 
numbered in the left-hand margin. Each number provides a key 
to the explanatory note. The notes contain information about 
the proper or common use of the account, its most common 
abuses, and some suggestions for further information. 
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Target Co., Inc. 

Balance Sheet 

12/31/80 cOlinpared to 12/31/79 

Assets: 

Current Assets: 
Cash on Hand 
Cash in Banks 

$100 
(2;400) 

Total Cash 
Marketable Securities 

(AB Co., at cost, 
market value $15,000) 

Accounts Receivable - Net 
Accounts Receivable - Other 
Inventory 
Prepaid Expenses 

Total Current Assets 

Other Assets: 
Notes Receivable 
Investment, Other Co. 

(equity basis) 

Plant and Equipment: 
Land 
Building - Net 
Equipment & Autos - Net 
Leasehold ImproYements 
Trade Name 
Suspense 
Deferred Charges 
Goodwill 

Total Assets 

12/31/80 

$(2,300) 
30,000 

49,900 
13,000 

367,500 
3;900 

$462,000 

25,000 
100,000 

40,000 
55,000 
40,300 

100,000 
1 

7,500 
15,900 

'75;000 

$920,701 

$100 
400 

12/31/79 

$500 
30,000 

334,000 
4,600 

$369,000 

9::':,000 

10,000 
20,000 
15,400 
30,000 

1 
3,100 

$542,601 

*The numbers in parentheses below denote each balance sheet entry 
item. The following pages contain a discussion of questions raised 
by each numbered entry. 

i(18) 
1(19) 
;(20) 
'(21) 
'(22) 
,(23) 

:(25) 

(26) 

;(27) 

" :i 
I , 

I I 
I ~l 
I I! 
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Liabi1ities'and'StockhoJders' Eguity: 

Liabilities: 

Current Liabilities: 
Accounts Payable - Trade 
Payroll Taxes 
Other taxes 
Wages , Salaries Payable 
Accrued Charges 
Current Portion of Long-Term 

Debt 

Total Current Liabilities 

Other Liabilities: 
Notes Payable 

Long-Term Liabilities: 
Bank Notes, Due 12/31/83 
Mortgage, Due 12/31/90 

Total Liabilities 

Stockholders' Equity: 
Common Stock (200,000 shares 

issued and outstanding) 
Paid-in Capital in Excess 

of Par 
Retained E&rnings: 

Beginning $42,601 
Add: Net Earnjngs 
Less: Loss 24,401 

Dividends 25;000 
Ending 

Total Liabilities and 
Stockholders' Equity 

$96,901 
11,800 

8,300 
15,500 
15,000 

, 60; 000 

$2n7,501 

50,000 

100,000 
.2.Q,000 

$427,501 

$200,000 

300,000 

(6;800) 

'920,701 

$64,000 
1,100 

22;500 

$200,000 

300,000 

42;601 

'542,601 

l 
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Questions about Entries, and Investigative ,Leads: 
Target:, Co., {np., Balaftce Sheet 

Item No. 

(1) "Cash on Hand n ordin~r ily den10tes petty cash, a 'small 
cash.fun~ which is used to pay bills immediately. A paid 
rece1pt 1S properly kept to evidence each expenditure. 
Being cash, the fund is highly subject to abuse~ even 
though the fund is small in amount, the losses can add up. 

An examination of the account in detail is usually 
complicated by the great volume of activity in the 
accounte The potential benefits of such an examination 
should be weighed against the time needed to complete the 
task. Short of a complete examination, several clues may 
point to misuse of petty cash. They are: single 
purchases ~n a large dollar amount, payment of bills which 
would ordinarily be paid by check, a pattern of missing 
receipts, frequent reimbursement of petty cash before 
weekends ahd holidays, and receipts paid without proper 
approval. 

If misuse of petty cash is detected, identification of 
a suspect may pose additional problems. It is common for 
several employees to have authorized access to petty 
cash. Furthermore, if petty cash is stored in an unlocked 
place, even unauthorized persons'may have access to the 
cash. 

(2) "Cash in Bank" is a perfectly proper account caption for 
a balance sheet. The caption may summarize one or more 
bank accounts including checking, payroll, savings, trust 
fund, etc. The nature of the specific accounts is not 
ordinarily disclosed in the balance sheet. Some accounts 
may have restrictions on the use of the money so that the 
money is not generally avai~able to pay bills. For 
example, a savings account may be pledgE~d as cc"llateral to 
sec~re a loan or a tr ust fund may have been irtlPosed by a 
tax1ng agency. Banks usually maintain files regarding 
certain restrictions on accounts. If an account is 
restricted, it may not be a true current asset. 

At 12/31/79, the composite balance of all bank 
accounts is $500.00 according to the accounting books. 
However, by 12/31/80, the books indicate an overdraft 
condition of $2,400.00. Brackets appearing around the 
dollar amount indicate an "abnormal" balance. The normal 
bank account balance is positive as is the case in 1979; 
by the end of 1980, the balance has declined to less than 
zero. 

(3) 

(4) 
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An overdraft condition in the books does not 
necessarily mean that the bank account is overdrawn. Some 
checks may have been written that have not yet cleared the 
bank. Some businesses even delay mailing checks until 
there is sufficient money in the bank to cover them. 
Occasionally agreements exist whereby the bank holds 
checks for payment until there is money in the account, 
Preparing a bank reconciliation may prove helpful in 
understanding the overdraft condition. 

If the kinds of accounts and the respective balances 
are known, further questions may be raised if they do not 
seem reasonable~ There is a possibility of check kiting 
if more than one account exists. For example, some 
special purpose checking accounts (i.e., payroll) 
ordinarily have a nominal balanc,e except occasionally. An 
unusually high balance in these accounts may indicate 
kiting. On the other hand, the existence of large savings 
should be questioned if the firm frequently has an 
overdrawn checking account. 

Used properly, "Marketable Securities" represents an 
investment in stocks and bonds that are traded in an 
organized market. Such stocks and bonds can be readily 
converted to cash and are considered to be near-cash. The 
proper balance sheet value is historical cost or the 
current market value, whichever is lower. If the security 
has suffered a permanent decline in market value since its 
purchase, use of its estimated market val ue· is proper. No 
gain in market value is ever properly recognized for 
balance sheet purposes. 

This account can be misused in several ways. First, 
the security may not be traded in an organized market, and 
if it is not, it may not be classified as a current 
asset. Checking with a local securities dealer can help 
to determine its ,trading status. Second, the value may 
not be properly shown using the lower .of cost-or-market 
rule. In this case, the security should be shown at its 
market value of $15,000 rather than its cost of $30,000. 
Again, the best source of information about market value 
is a local securities dealer. 

The term "Accounts Receivable" ordinarily denotes the 
amount of money m.,ed to the firm by the customers who have 
purchased its goods or services. This account properly 
includes only those amounts owed by custom'ers, not 
employees, officers, or related businesses. Those 
receivables owed by customers are frequently called 
"trade" accounts. Inclusion of debts owed to the firm by 
its employees, officers, or related businesses is a common 
abuse. Each of these .other debts must be examined 
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individually to determine whether it will ever be repaid, 
The abuse becomes serious when it appears that significant 
amounts may never be repaid. In such a case, an accounts 
receivable may be covering up an embezzlement or diversion 
of funds. 

The term "Net" used with accounts receivable indicates 
that some allowance has been made for uncollectable 
accounts. The allowance is usually an estimated 
percentage of accounts which sour based on previous 
history~ that allowance is deducted from the gross amount 
of accounts receivable, and the remainder becomes the 
balance shee~ value. The reader of the balance sheet is 
not informed of the gross amount of receivables or the 
estimated amount of uncollectables. 

In comparing the accounts receivable for 1979 and 
1980, an obvious change from zero to several thousands of 
dollars can be observed. There are at least two 
explanations for this change. First, it is possible that 
Target Co. did not extend credit to its customers before 
1980. In this instance, the investigator may depend on 
the financial stat~ment. Second, the consistency of the 
financial statements may be impaired if there has been a 
change from the cash basis of accounting in 1979 to the 
~ccrual b~sis ~n 19~0. If th~ second explanation is true, 
~nter-perlod flnanclal analysls techniques probably should 
not be used. . 

(5) "Accounts Receivable - Other" ordinarily indicates that 
employees, officers, or related businesses owe money to 
the firm. It is fairly common for a business to advance 
or loan money outside the normal course of business, and 
it is not improper per see However, the money may never 
be repaid and the account may be used to cover up an 
embezzlement or a permanent loan. If there is little 
likelihood of repayment, the (,account should not be 
classified as a current asset. The history-of each 
~dvance or loan should be examined, together with any debt 
lnstr uments, to determine c'l)llectibility. In combination 
with poor financial health, the accounts may clue a 
business failure or a creditor rip-off. 

(6) "Inventory" consists of merchandise acquired and held 
for the firm for resale. Mer,chandise taken on 
consignment, which is not available for sale or which is 
sold but undelivered, is not properly included in 
inventory. Inventory is properly valued for balance sheet 
purposes at the lower of historical cost or market v~lue. 
If the market value has declined to less than the cost of 
the merchandise, use of the estimated value is proper. In 
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no case is recognition of any gain or profit proper prior 
to the time the merchandise is sold. 

Accounting for inventory can be a very complex subject 
because many estimates and assumptions are employed to 
clarify its book value. Inventory accounting becomes even 
more difficult for a manufacturing concern. 
Accounting for the historical cost of inventory may 
require the use of a professional accountant. 

Inventory, second to c~sh, is highly subject to 
theft. Its value for balance sheet purposes can be 
manipulated in many ways. It can be worthless if damaged 
or obsolete or nonexistent. It can be carried on the 
books at an improper, overstated amount based on retail 
value, appraisal, or replacement cost. The value of 

. inventory may be tested by using purchase catalogs if any 
exist, but this may give a rough estimate ·only. In some 
cases it may be possible for the investigator to sight the 
inventory and even count the higher value items. Any 
factors which differ from the representations contained in 
the balance sheet should be noted for further 
investigation. 

(7) "Prepaid Expenses" ordinarily represents advance 
payments made for services and supplies which will be used 
by the business over. the next year. Prepayments often 
include office supplies, rent, insurance, and even 
interest. The amount of prepayment is ordinarily 
insignificant compared to the remainder of a firm's 
assets. Further investigation is warranted when the 
amount seems unreasonably large. 

(8) In the ordinary course of business, "Notes Receivable" 
indicates that customers who owe past due accounts 
receivable have issued formal notes to the firm evidencing 
their obligations. The note is properly valued at the 
face-amount unless it becomes apparent that the customer 
cannot or will not pay the note, and it is written off as 
uncollectable. The note may contain various terms and may 
or may not bear interest. 

This account is also used to record a note issued to 
the firm by an employee, officer, or related business. 
Each note should be evaluated on its own merits for 
collectibility. Suspicion should be aroused if a formal 
note or debt instrument does not exist because the account 
may be used to cover up an embezzlement or permanent 
loan. The issuer of the note may not have the means or 
ability to repay the debt. 
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Notes are also issued during the course of schemes 
designed to inflate the value of certain assets, 
particularly real estate. In such a scheme, an asset is 
sold to a "straw man" or alter ego at an inflated price, 
and a note is issued fOr the purchase price. Such a 
scheme often accompanies an arson fire. 

This account caption, "Investment," is commonly 
encountered in financial statements due to the popularity 
of corporate mergers and acquisitions. It represents the 
cost of acquiring a related business and Target Co.'s 
pro-rata share of its subsequent earnings. The nature of 
ownership in this stock is different from the ownership of 
a marketable security. The investment in a related 
company often results in a competitive advantage for the 
acquiring firm. Acquiring a critical supplier, for 
example, assures continuing supplies on necessary 
materials. Likewise, acquiring a major customer assures a 
ready market for merchandise produced. Even competing 
companies are acquired. If the acquiring business were to 
sell its stock in the related company, it would 
undoubtedly lose its competitive advantage. 

This account can also be used improperly. It may 
signal a scheme used to inflate the value of ~ertain 
assets. It may be used as a device to cover up money 
channeled to a shell corporation for subsequent 
embezzlement. Sometimes even legitimate businesses have 
been acquired, their assets looted and left as empty, 
worthless shells. It may prove necessary to investigate 
the substance of the related business in order to 
determine the nropriety of the investment. If possible, 
the acquired bu3iness should be observed in operation. 
The corporate registry and other public records may yield 
information about the related business. 

(10) "Land" includes any real property acquired by a business 
which is not intended for resale. It has an indefinite 
life and can be expected to contribute to the business 
over the entire life of the firm. Its value is not 
consumed by everyday operations, i.e., it does not 
depreciate. For all practical purposes, land is valued at 
its purchase price. It is never proper to recognize any 
gain in market value prior to its sale. 

This account can be abused by valuing the land at some 
estimated or appraised value instead of historical cost. 
Complicated schemes have been devised using straw men or 
shell corporations ,to seemingly inflate the purchase price 
of land (and other real estate). Public documents are 
often helpful in determining the true cost of real estate. 

(11) 
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Public documents are also useful for verifying the 
existence of land and in establishing true ownership. 
Some schemes are based on nonexistent parcels of real 
estate~ if possible, large parcels should be viewed. 
Occasionally, the land and real estate shown on the 
balance sheet are not actually owned by the firm: Land 
should only be shown if the firm holds tit~e to 1t. , 
Leases or options to purchase do not const1tute ownersh1p. 

"Buildings" are those improvements and structures of a 
relatively permanent nature whi~h are owned b~ a, 
business. The firm must hold t1tle to the b'll~ld~ngs but 
not necessarily to the ground' under them. BU1ld1ngs are 
properly valued for financial statement purp'os~s at the 
lower of historical cost or market value. It 18 not 
proper to recognize any increase in market val ue 'pr ior to 
the time of sale. 

Buildings are subject to "depreciation," whi~h is an 
estimated measure of the value that is consume~ 1~ , 
day-to-day operations. In other words, deprec1at10~ 1S a 
measure of the service value contributed to the bus1ness 
by ownership of a long-lived asset., For,example~ a 
building may have an estimated serV1ce l1fe of fIfty 
years; at five years of age about one-tenth (I? p~rcent) 
of its service value has been used. If the bU1l~lng cost 
$100,000, it should be depreciated by $10,000 uSIng the 
simplest method of depreciation. 

Use of the term "Net" on the balance sheet signals 
that the building is shown at its book value. Book value 
is the remainder when depreciatiC"'n has been. dedu~ted from 
historical cost. The financial statement user w1l~ nc;>t 
know either the cost of the building or the deprec1at10n 
that has been recognized. Book value only rarely 
app~oximates market value. 

As is true with land, the existence of the buildings 
and improvements should be verified. Proper tit~e to the 
buildings should also be verified. The ~ost bas1s,can be 
tested using public documents, and comp11calted, cha1ns of 
title can be clarified. Depreciation calculat10ns can 
become extremely complex, and it may be nec!essary tc;> 
enlist the aid of a professional accountant. Somet1mes 
the sale of an asset is improperly recorded in the 
depreciation account. This res ul ts in show'ing an as~et on 
the books at its full, undepreciated cost w'hen the ~1rm no 
longer even owns it. In this case, an accountant m1ght be 
needed to sort out the facts. 

(12) "Equipment and Autos" is one account,caption,fo: which 
there are various names. It can descr1be furn1sh1ngs, 
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equipment, machinery, trucks, autos, etc., which are owned 
br the firm. These assets, like buildings, have service 
lIves longer than one year, and they depreciate. 
Accounting practices for these asse~s a~e similar to those 
for buildings. ~owever, unlike buildings, investigation 
of these assets IS complicated by the lack of public 
records evidencing ownership of these assets. 

(13) . "Leasehold Improvements" signifies relatively permanent 
Improvemen~s made to leased real estate by the lessee. 
Leasehold Improvements can include many improvements 
including remoaeling, reoecorating, or renovating. In 
general, the improvements wiil be surrendered with the 
~eased property when the lease terminates~ therefore, the 
Improvements are subject to depreciation over the life of 
t~e le~se. The improvem~nts are generally valued at their 
hIstorIcal cost. 

The fact that there is even an account for leasehold 
improvements indicates that the business leases at least 
one piece of property. The lease may involve substantial 
rent payments over the future with virtually no relief 
from obligation. Accountants presume that a lease creates 
a liability~ however, few businesses record such an 
obligation for balance sheet purposes. Target Co. has 
fa~led t? d~sclose the terms of the lease as a liability. 
ThIS ommlSSlon may constitute a serious defect in the 
balance sheet. The true owner of the property may be 
located through public documents; the owner should be 
contacted for information about the lease. 

(14) "'l'rade Name" is an account title used to denote a 
valuable intangible asset, one without physical 
sUbstance. The economic value of the asset stems from the 
superior earning power of brand name products. Similar 
assets are copyrights, patents, and trademarks. The right 
to use the asset may be sold, transferred, or franchised. 
its life can be unlimited. ' 

T~e dol~ar amount is a perfectly acceptable technique 
for dIsclosIng that the valuable asset exists. Other_ 
prop~r valuations include the purchase price paid to 
acqulre the asset or the cost of developing it. It is not 
proper to value the asset based on some appraisal or 
estimate of value. 

Advertising expenditures and the costs of researching 
and developing new products are not considered to be 
assets. 

(15) This account caption ("Suspense") is never considered a 
proper one for balance sheet purposes. It nearly always 
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clues a problem ranging from ignorance of accounting 
principles to a cover-up for embezzlement. The aid of a 
professional accountant may be needed to determine the 
substance of this account. 

(16) "Def~rred Charges" is a legitimate balance sheet account 
used by firms employing the accrual basis of accounting. 
The uses of the account are 'complex and technical. 
Embezzlers sometimes hide their crimes in this account. 
If improper use is a concern, a professional accountant 
will almost always be needed. 

In the case of Target Co.'s balance sheet, there were 
no deferred charges in 1979 but several thousands of 
dollars were incurred during 1980. While this may be no 
more than a coincidence, the investigator should consider 
the possibility that a change -in the accounting basis may 
have occurred which jeopardizes consistency. 

(17) Although "Goodwill" is occasionally proper for balance 
sheet purposes, accountants define it very narrowly. 
Goodwill is defined as earnings superior to those 
justified by the assets. Ordinarily, goodwill must be 
valued using estimates, so it is not often properly shown 
on the balance sheet. The exception occurs when the 
business has been purchased as an on-going business at a 
premium price. Goodwill may be properly included as an 
asset in this case~ its value is the premium portion of 
the purchase price. In no other circumstances is the 
recognition of goodwill ever proper. 

Even though good~ill is not properly included on the 
balance sheet, a simple test can be performed to see if it 
exists. The ratio of net income to total assets can be 
calculated and compared to that of other businesses in the 
same industry. If the ratio results are higher, goodwill 
may exist. The amount of goodwill may simply be that 
which would bring the ratio into line with similar firms. 

The improper recognition of goodwill is a common 
abuse. It results in the overstatement of total assets 
and stockholders' equity. Constiltation with a 
professional accountant may be indicated. 

(18) "Accounts Payable - Trade" incl udes those debts incurred 
to purchase inventory and supplies needed to 
operate the business. The debts are those created in the 
normal course of business when a firm buys goods and 
services on credit. Because they will fall due in less 
than one year, trade accounts payable are classified as 
current liabilities. Most trade accounts fall due in 
seven to thirty days, rarely over sixty days. 
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, One f~ir~y common abuse of this account involves the 
slmple omlSSlon of some or all accounts from the balance 
sheet. This is a~ especially serious abuse when trade 
~ccounts ~re rapidly increasing. For example, a large 
~ncrease ln trade accounts payable combined with declining 
lnventory levels and/or sales may indicate financial 
tro~ble. Th~s s~tuation usually means that creditors are 
havl~g t<:> W~lt lc;>nger to be paid. An "aging schedule" may 
provlde lnslght lnto the build up of trade accounts 
payable. An aging schedule is a list of all trade 
creditors and the amounts owed them by due date. 

In the case of Target Co., no trade accounts payable 
were shown for 1~79, ,but,more than $~5,000 existed by the 
end of 1980. Whlle lt mlght be a cOlncidence the 
possibility seems remote in light of the chan~es in 
assets. It seems more likely that a change has been made 
f:om t~e cash basis of accounting to the accrual basis. 
Flnanclal analysi~ should ,be delayed until it can be 
proved,that the flnancial statements have been prepared in 
a conslstent manner. 

(19) "Payroll Taxes Payable" are those amounts due to 
federal, s~ate, and local governments including income 
taxes, soclal security, disability insurance, and 
unemployment taxes. The account should include both the 
amounts withheld from employee paychecks, as well as the 
employer's contributions. These amounts are ordinarily 
due in one year, and often less, so they are classifed as 
current liabilities. 

The amount owing is frequently small when compared to 
other liabilities. As the amounts due grow larger the 
taxing agencies increase the frequency of payment.' Many 
businesses remit their payroll taxes monthly. A 
substantial increase in payroll 'taxes payable may signal 
trouble ahead. Most businesses are careful to remit taxes 
promptly because taxing authorities have priority claims 
to assets and can literally close the doors of a 
business. Failure to remit taxes on schedule is usually 
~he la~t resort of a financially troubled business. The 
lnve~tlgatc;>r should become alert to the possibility of a 
c:edltor rlp-off, a business failure, or even an arson 
flre. 

The change in the amounts owing between 1979 (zero) 
and 1980 is another indication of a change in accounting 
basis. 

(20) "Other Taxes" incl udes sales taxes, property taxes, 
excise taxes, corporate taxes, etc., owing to taxing 
agencies. These, like payroll taxes, are considered to be 
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current liabilities. Businesses are generally careful to 
remit these taxes as well~ build up of amounts due may 
indicate financial trouble. 

"Wages and Salaries Payable" are those wages and 
salaries which had been earned by employees but were 
unpaid at the balance sheet date. The amount shown 
represents the gross amount of the payroll. Employers are 
usually careful to pay employees on schedule because of 
the likelihood that the employees would quit otherwise. 
However, the amount owing may seem fairly large, for in 
many firms the payroll is only slightly smaller than the 
cost of merchandise sold. 

A large increase in a1't1ounts owed to employees without 
a corresponding increase in the size of the work force may 
mean that employees are waiting longer to be paid. A 
missed or delayed payday is a sure sign of financial 
trouble. Along different lines, an embezzlement suspect 
may be able to defend his crime if he has not been 
properly paid. 

The change in wages and salaries payable is another 
indication that the balance sheets have not been prepared 
consistently. 

"Accrued Charges" is an account frequently used for 
balance sheet purposes. It includes those payables which 
become payable'with the passage of time. Interest is the 
best known accrued charge. Accrued charges are ordinarily 
due i~ one year or less~ they are classified as current 
liabiiities. Because of the complex calculations which 
can sometimes accompany this account, the help of a 
professional accountant may be needed. 

"Current Portion of Long-Term Debt" is a proper account 
caption~ this account is needed to improve disc~osure. 
Accountants recognize that payments-may be requlred on 
debts that extend longer than the current classificatIon 
allows. Therefore, those payments required within twelve 
months are shown as current liabilities, while the 
remainder of the debt is shown as a long-term liability. 
Mortgages and bonds payable are common examples of 
long-term debts which require periodic, current payments. 

While the use of the account is somewhat technical, .it 
is of importance to financial statement users who need to 
know what resources will be needed to retire long-term 
debts. Failure to include such an account may impair the 
usefulness and reliability of the financial statements. 

The change in amounts currently owing is yet another 
indication that a change in accounting basis has occurred. 
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(24) "O~he~ Liabilities" may include perfectly proper debts, 
but 1t 1S an account caption that deserves a closer look, 
especially if the amount is large. It is usually quite 
easy to determine the maturity date of a debt instrument 
and to properly classify it by due date. Therefore, a 
debt described as "other" may indicate a problem. While a 
demand note might be classified as "other" due to the lack 
of a definite maturity date, the substance of the demand 
note should be thoroughly investigated. 

It is not uncommon for debts payable to affiliated 
businesses, officers, or stockholders to be classified as 
"other" because the likelihood is slim that the debt will 
ever by repaid. Sometimes, the likelihoOd of repayment is 
so slim that it is not a debt at all but more like an 
equity or ownership investment. Faced with such a 
situation, the investigator,should consult a professional accountant. . 

If the business has failed prior to investigation, any 
rep~yments.occurring before failure should be questioned. 
It 1S Poss1ble that these repayments constitute preference 
payments or diversions of funds away from true creditors. 
Suspicion should be especially aroused if thes~ creditors 
are also stockholders. 

The absence of other liabilities in 1979 is further 
evidence that the balance sheet may not have been prepared 
using consistent methods. 

(25) "Long-Term Liabilities" frequently includes notes, 
bonds, and mortgages which do not mature or fall due 
within one year. The liabilities may be secured by 
specific assets, or the creditors may have to depend on 
the operations of the business for repayment. ' 

The most frequent abuse of long-term liabilities is 
their omission altogether from the balance sheet. Such 
omissions can seriously impair the reliability of the 
financial statements. Furthermore, it seems likely that 
the consistency of the balance sheets may have been 
impaired by a change in accounting basis. 

(26) The accounts for outstanding stock and for other kinds 
of paid-in capital are called contributed or legal 
capital. They represent the amount paid to the firm by 
its shareholders to buy its stock. Subsequent trades 
between stockholders are not shown on the balance sheet 
because the firm does not receive any money from trades. 
C~ntr~buted or legal capital cannot be withdrawn by or 
d1str1buted to stOCkholders except with a Court order in 
extraordinary circumstances. ' 

(27) 
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"Common Stock" represents the par or stated value of 
the total numbe.r of shares outstanding. In the case of_ 
Target Co., it is possible to calculate the par value of 
the stock even though it is not shown on the balance 
sheet The balance sheet notes that 200,000 shares are 
outst;nding, and the dollar value attached i~ ~200,000. 
Dividing the value by the shares ($200,000 dl~lded by 
200,000 shares), the par value of each share 1S $1.00. 

"Paid-in Capital in Excess of Par" represent~ th~ 
premium price paid to the firm to initially acqu1re ltS 
stock. The stock originally sold for more than th~ $1.00 
par valu~. In fact, the sale of 200,000 shares ra~sed 
$500 000 of capital, or $2.50 per share. The prem1um 
portion of the purchase price was $1.50. 

In some cases, stock is issued for consideration other 
than cash. In these instances, the.adequ~cy of the 
payment should be questioned, espec1al1y 1f p~yment 
consisted of services. Overvalued conslderat10n can 
overstate the stockholders' equity. 

"Retained Earnings or Deficit" refers ~o the cap~tal 
earned by the firm during the course of 1tS operat10n. 
Retained earnings represents the e~ces~ of.accumulate~ 
profits over losses and dividend d1st:lbut10n~ •. Reta1ned 
earnings are considered normal. Retalned def1c1ts, on the 
other hand are considered abnormal, so the amount appear~ 
in bracket~. A retained deficit indicates that losses an 
dividends exceed profits. In 1979, Targe~ Co. b~gan t~e 
year with retained earnings~ a smal~ prof1t ~omb1ned wlth 
large dividend payments eroded reta~n~d earn1ngs. By the 
end of 1980, operating losses and dlvldends caused a 
deficit. ' 

The payment of dividends requires that a firm have 
both sufficient cash and retained earnings to cover the 
distribution. Dividends must distribute only the earned 
capital of the business, so it follows th~t.there must be 
retained earnings at least equal to the dlv1dend payment. 
Any distribution in excess of retained earn~ngs.amo~nts to 
a distribution of contributed capital. A d1str1butlon of 
contributed capital is not legal w~thout a court order, 
and such distributions may be conslder~d.preference 
payments. Therefore, the payment of dlv1dends by 
financially troubled firms should be thoroughly . 
investigated, possibly with the help of a professlonal 
accountant. 
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Introduction 

Development of Circumstantial Evidence 
in Arson-for-Profit Cases 

Circumstantial evidence is that from which the mind may 
logically conclude that the matter at issue does in fact 
exist. It is not direct evidence, such as eyewitness 
testimony. It is, rather, evidence from which an inference can 
be drawn which tends to establish the truth of the proposition 
to be proven. A prime example of circumstantial evidence is 
from the classic novel, Robinson Crusoe, in which the hero, 
while exploring his desert island, discovers a man's footprint 
in the sand. From that he was able to conclude without doubt 
that he was not alone on the island even though he had yet to 
see another human. 

Courts have accorded circumstantial evidence the same legal 
weight and probative value as direct evidence.* It is 
recognized that a strong, well-connected chain of 
circumstantial evidence is legally sufficient to sustain a 
conviction and, when properly marshalled by a prosecutor, can 
be devastatingly persuasive to a finder of fact whether judge 
or jury. Thus, a successful prosecution frequently consists of 
a few key propositions to be proven, surrounded and supported 
and made probable by establishing and developing the related 
circumstances or secondary, corroborating facts of the case. 

In the investigation and prosecution of offenses growing 
out of arson-for-profit, circumstantial evidence may frequently 
be the only evidence available to prove the guilt of the 
defendant(s). Rarely, if ever, will there exist eyewitness 
testimony in which the defendant is identified as having been 
observed setting the fire, paying the torch, or engaging in 
other conspiratorial activity. The rarity of such direct 
evidence is, of course, what makes arson-for-profit such a 
seemingly low risk undertaking for the arson conspirator. As a 
corollary, the lack of such direct evidence is what makes the 
investigation and prosecution of arson cases so difficult, time 
consuming, and unpopular among investigators and prosecutors. 
Nevertheless, circumstantial evidence establishing guilt is 
available from many sources, and a knowledgeable investigator, 
applying reasonable diligence, should be able to develop the 
circumstantial facts necessary to prove guilt beyond a 
reasonable doubt. 

I. Evidence from the Fire"Scene 

All evidence gathered at the scene of the fire, whether it 
be circumstantial evidence or not, should be directed toward 
establishing certain basic elements: 

* See .?\ppendix II to this guide, "Case Citations." 
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That a fire occurred. 
That the fire was of incendiary origin or, at least 
that it was not accidental. 
That the ~nsured ~efendant was ultimately l~sponsible 
for the f~re~ hav1ng been motivated by a desire to 
defraud h1S 1ns~tanc~ carri~r. (Note: The importance 
and extent of f1nanc1al mot1ve is specifically 
addressed in Part I, Chapter 2 of this Manual.) 

Provi~g th~ Occurrence of a fire is a simple matter of 
record, Slnce 1n almost all jurisdictions there are fire 
departments which mai~tain records of the fires to which they 
~ave responded. Pro~ln~ that the fire was of incendiary origin 
1S a some~hat m~re d1ff1cult problem, and it is in this area 
t~at the 1n~est1gator must frequently obtain and rely on 
c1rcumstant1al evidence. In this regard, the investigator 
should, as soon a~ possible, question the fire department 
perso~nel respond1ng to the fire. These individuals should be 
quest10ned closely as to what they saw, heard and smelled at 
the scene. ,A~ expert witness, at a later tim~, may be able to 
~ffer an op1n1on as to the cause and origin of the fire based 
1n large part on t~e fi~emen's description of the fjre scene. 
For example, the f1re f1ghters may have noticed a particular 
colo~ of fla~e or unusual odor which would suggest the use of a 
part1cula~ ~lnd of flammable liquid such as gasoline, kerosene, 
~r som7 slm1lar substance. Similarly, they may have observed 
1ncend1ary devices at the fire scene. In one recent federal 
?ase, ~ll ~leven fires that formed the basis of the 
1nvest1gat1on were caused by the use of elaborate 
"t "l'k d ' ee-pee - 1 e eV1ces from which baskets of excelsior and 
sacks,o~~flammable liqui~s were suspended over a candle. In 
some 1n~~anC!s these dev1ces had not completely self-destructed 
and were Pla~nly seen as the first fire fighters entered the 
torched prem1ses. 

, In,gathering evidence for the expert's consideration, the 
1nvest1gator should also ask the firemen to describe what if 
any, ,phy~ical patterns the fire followed. Did it appear to be 
burn1ng :n more than one, contiguous area suggesting more than 
one, a?c1dental source for the fire? Did the fire appear to be 
follow1ng any pattern or design on the floor or\w~lls which 
would suggest that it was tracing the path of flammable liquids 
spread about the building? In short, the fire fighters should 
be completely a~d thoroughly debriefed by the investigator to 
lay the foundat1on for the expert's opinion. 

, If it is at all possible, the investigator should visit the 
f1re scene, and, if he wishes to remove any physical evidence 
h7 s~ould observe the holding of the U.S. Supreme Court in ' 
M1ch1gan'vs~ Tyler, 436 U.S. 499, 98 S. Ct. 1942 (1978). In 
that case, the court held that physical evidence may be removed 
from the scene of a fire during the pendency of the fire 
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department's efforts to extinguish the fire and within a matter 
of hours thereafter. Once the premises have been vacated by 
the department, however, re-entry may not normally be made for 
purposes of removing evidence. Exceptions to this requirement 
are discussed in footnote 6 to the Supreme Court's Tyler 
decision. 

No matter how obvious the cause or incendiary origin of the 
fire may be to the investigator, the thorough investigator will 
consult with a fire cause and origin expert and make available 
to him all physical evidence, photographs and statements so 
that he may offer an opinion as to the cause and origin of the 
fire. The investigator (and, at the time of trial, the 
prosecutor) shOUld use this opportunity to have the expert 
interpret, explain, and articulate the inferences which can be 
drawn from this circumstantial evidence. While the expert may 
be unable to conclude from the evidence presented to him that 
the fire was of incendiary origin, he may, nevertheless, be 
able to eliminate all accidental causes of the fire. It has 
been held in several jurisdictions that the elimination of all 
accidental sources for a fire is sufficient to permit the legal 
inference that the fire was intentionally set. 'Ordinar ily 
these accidental sources are categorized as defective utilities 
(such as gas), defective electrical wiring, and smoking by the 
occupants. Elimination of these sources by the expert is 
sufficient in many jurisdictions, therefore, to permit the 
inference that the fire was intentionally set. 

Beyond determining whether or not a fire has been set, 
however, the fire fighters may even be able to provide 
circumstantial evidence suggesting the intent and motive of the 
persons who set the fire. For example, in a residential fire, 
the fire fighters should be asked whether or not the residence 
contained furniture, clothing, and other items ordinarily found 
in a dwelling. The absence of furniture, for example, would 
suggest that it had been removed from the house in anticipation 
of the fire. Recently, a "soldier" in an upstate New York 
organized crime family called fire fighters to his blazing 
residence only to have them notice that all of the bureau 
drawers in the bedrooms were open and empty and that all of the 
clothing had been removed from the closets throughout the 
house. These discoveries started an investigation which 
ultimately resulted in the "soldier" being charged with arson 
and fraud, and these charges were used by investigators in 
conjunction with other charges to force his cooperation as a 
prosecution witness in a wide-ranging arson conspiracy case. 
Similarly, in fires at commercial establishments, the fire 
fighters should be questioned closely as to the kind and extent 
of the inventory present on the premises. In one recent 
federal case, the conspirators followed the classic "bust-out" 
formula in that prior to torching a tire store, they 
substituted worn out, nearly worthless used tires for the new 
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inventory and subsequently sUbmitted full claims for the 
inventory "loss" pursuant to the owner's contents insurance. 
The burned debris left by the used tires was indistinguishable 
from that which would have been left by the new tires. The 
first fire fighters on the scene, however, noticed that all of 
the observable inventory appeared to consist of extremely worn 
and used tires and thus provided a significant lead to 
uncover ing the "b us tout. " 

II. Evidence on-Parties-in-Interest 
In addition to the fire scene, there are many other sources 

of circumstantial evidence available to the investigator which 
may tend to establish a motive to defraud the insurance company 
~n the.part of the insured. In establishing motive, the 
1nvest1gator must determine who the parties-in-interest were in 
respect to the damaged property. In this regard r a 
party-in-interest may be defined as any person or business 
organization that has an insured or insurable interest in the 
property. Such an interest is usually one of the following 
kinds: 

1. 

2. 

3. 

4. 

Ownership-Interest - Clearly the owner of property may 
obtain fire insurance to cover his potential loss. 
Mortgage-Interest - The purchaser of a property may 
find it necessary to borrow money from a mortgagee who 
will then take a secured interest in the premises 
pending repayment of the loan. Under these 
circumstances, the purchaser may obtain fire insurance 
payable to the mortgagee to cover the loan in the 
~vent ~f damage to the premises. In this regard, the 
1nvest1gator should always be alert to the possibility 
that the mortgage loan is nothing more than a sham 
transaction used for no other purpose than to create 
~n insurable interest on the part of the mortgagee far 
1n excess of the actual amount of the loan. The 
abili~y to c~nvert, for example, a $5,000 mortgage 
loan 1nto a $50,000 insurance payment suggests a 
strong motive for arson. One likely sign of this type 
of transaction would ~p. a series of purchases and 
sales of the propert} over a relatively short period 
of time during which the insurable "vaiue" of the' 
property, or at least its price on paper, increased 
dramatically. 
LessorJs'Interest - A landlord may obtain insurance to 
protect against rental interruption caused by fire 
damage to the premises. 
Occupant's-Interest - This may take the form of 
business interruption insurance (which protects a 
businessman whose place of business has been destroyed 
by fire thus cutting off his source of income) or 
contents insurance (which indemnifies persons whose 
goods or inventory may be lost by fire). 
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Frequently, the tr ue owners of a property hide their 
interest through the use of straw parties who as a matter of 
record hold title to the property. (See the guide, Economic 
Intel1igence'and'Arson-for-Profit, Appendix on "s:traws," by 
Mark Zanger, in Part II of this Manual.) The fact that a straw 
party has been used by the ins ured to hide ~is i~lterest can. be 
considered as circumstantial evidence of gU1lty l.ntent. Wh11e 
there may be a legitimate reason that can be provided a~ to why 
a straw party held title, it is not necessary that all 1nnocent 
interpretations of that fact be eliminated before the 
circumstantial evidence may be used against a defendant. Put 
another way, a trial court is allowed broad discretion in using 
circumstantial evid4~nce bear ing on the guilt or innocence of 
the defendant, and rcircumstantial evidence tending even 
remotely to establish the guilt of the defendant may be 
admitted in evidence whether or not it excludes all reasonable 
inferences other than guilt. 

Accordingly, the investigator should determine which 
persons if any, held these types of interests in the damaged 
propert~. There are many sources of information which will 
provide the identities of th~ parties-in-intere~~:. ~o: 
example ownership interest 1n property may be ldent1f1ed , , ff· through the records maintained at the tax assessor s 0 lce or 
a title search at the register of deeds, while occupants may be 
identified through commercially prepared city directories or 
utility company records. (For a step-by-~te~ descr~ption ~f 
how to use these records, see Harvey Schm1dt s Talct1cal GU1de, 
Record -Searches and -Document Checks, in Part II clf this 
Manual.) Where the investigator knows the identity of the 
insurance carrier he should examine the carrier'S claim and 
other files, as w~ll as other record repositories in order to 
obtain the following documents: 

I. 

2. 

3. 
4. 

5. 

6. 

7. 
8. 

9. 

A proof of loss statement filed with the insurance 
company by the insured party. 
Proof of loss documents supporting the proof of loss 
statement including financial records, books of 
acco unt, and invoices for inventory. 
A listing of all parties with an insurable interest. 
A history of prior claims (fire, theft, etc.) most 
likely with regard to present insurer and that 
property. 
Recent changes made to increase the policy limits 
(maximum payout) or to add new coverage(s). 
Changes in the parties having a beneficial in~erest in 
the policy and increases in the amount of the1r 
interest. 
Premium payment record of the insured. 
Cancellation notice to the insured or a notice that 
the policy would not be renewed. 
The report of the local fire department as to the 
possible cause of th/e fire. ,.-
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10. Photographs of the fire scene. 
11. Inspection reports made by city code enforcement, 

licensing, and other agencies. 
12. A title search or, at least, a summary of that search. 
13. The report of either the insurance company adjuster or 

the public adjuster who arrived at a loss settlement 
or estimate figure. 

14. Reports from arson experts offering their opinion as 
to the possible cause and origin of the fire. 

15. Statements taken from witnesses to the fire. 

This type of information not only identifies the 
party-in-interest but also may be used by the investigator to 
establish the motive of the party-in-interest to have a fire. 
In analyzing this information, the investigator should 
determine the financial worth of the insured and his need for 
liquid funds. In the event the property was owned by a sole 
proprietor or a partnership, then the financial status of each 
of those individuals should be determined. Similarly, if the 
property is owned by a corporation, then an examination of the 
records on file with the jurisdiction's secretary of state will 
disclose the officers of that corporation, as well as those 
holding an ownership interest therein, and the investigator 
should determine the financial status of all such persons. 
While significant individual financial information may be 
provided by reviewing the claim file, the investigator may also 
obtain the information he needs by obtaining a routine retail 
credit report. Credit bureaus maintain information with regard 
to individuals and businesses. Individual credit may also be 
determined through VISA, Master Charge, American Express, or 
similar credit card agencies. 'In recent years, a number of 
financial pr ivacy acts h-ave been passed by the federal and 
state governments that must be considered by the investigator 
who wishes to utilize bank and credit records. Nevertheless, 
providing the law permits, the banks can provide significant 
information regarding the financial history of an individual or 
corporation and have available such documentary evidence as 
loan and eredit applications and records of banking activity. 

III. Determining'Financial'Status 

Similarly, in establishing the financial status of the 
property owner, the register of deeds may have on file records 
of foreclosure proceedings, tax liens, attachments, mechanics 
liens, and judgements filed on record against the damaged 
property. Such records, of course, would suggest the need on 
the part of the insured for funds, as well as a particularized 
motive on his part to divest himself of the damaged property. 
In this regard, a particular motive to torch a specific 
property may be established by consulting the following sources: 

1. 

2. 

3. 

4. 

5. 

6. 

:,'. 
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The'Department of Licenses and Inspections' 0: Fire 
Marshal's'Office should be consulted to see If there 
are building code violations or oth~r types of code 
violations requiring expensive repaIrs to the premises 
or resulting in condemnation of the property. , 
The' Zoning Board should be consulted to determlne 
whether or not there.has been any recent action by the 
board that could affect the value of th~ proper~y such 
as a change in zoning classification or t~e denIa~ of 
a variance for which the insured has applIed. ThIS 
may raise the inference that the insured ~as been 
denied a lucrative use of the property WhICh would 
render the property a liability. . 
The' Tax' Assessors Office :3hould be consulted to 
determine whether or not there has been a recent 
increase in taxes on the subject proper ty or. whether, 
or not the insured has failed to'meet his t-ax burdens. 
The' clerks' of the' local and federal courts should be 
consulted to determine whether or not the insured or 
the property in'question has been,the subject of,any 
recent litigation which would serIously affect elther 
the subject's financial status. or the value of the 
property. For example, if the property destroyed was 
an apartment building, it would be relevant to know 
whether there was a class'action pending by the 
t~nants to freez~ the ~ent or to compel repairs to the 
premises. Rather than continue to bear the expense of 
litigation, the ~wne~ may have used arson as a means 
of "settling" the laws~it. . 
Local realtors should be consulted to d.etermlne 
whether or not the property was listed for sale or was 
available to be rented. If this proves to be. the 
case, the investigator should determine: 
a. The asking price or proposed rent. 
b. How long the property was on the market or 

c. 

d. 

available for rent. 
The numbers and amounts of offers made on the 
property. 
The realtor's opinion as to why the property 
failed to sell or be rented. (Barring unique 
circumstances, the realtor's opinion would 
ordinarily be inadmissible in court. The factual 
basis for that opinion, however, would be 
admissible, and this query may guide the 
investigator to the facts.) 

The bank or'financial institution holding the mortgage 
on the property should be consulted to determine 
whether or not the mortgage is delinquent. If so, the 
amount and duration of the delinquency should be 
determined, as well as whether or not foreclosure 
proceedings were underway or about to begin. Also, as 
a hedge against the possible denial of payment by the 
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insurance company, the owner may have refinanced the 
property in order to draw off the maximum amount of 
cash before using a torch. 

As noted earlier" the torching of commercial establishments 
frequently involves a "bust-out" in which contents or inventory 
losses are either fabricated or inflated. In this regard, the 
"bust-out" may utilize anyone of the following subterfuges: 

1. Submitting claims for inventory that had been removed 
from the premises prior to the fire. 

2. Claiming loss for inventory that was never delivered 
to the premises. 

3. Substitution of cheaper inventory for the insured 
inventory. 

4. Inflating the cost of the inventory. 

The investigator should verify the loss by obtaining all 
invoices, financial records, and books of account in the 
possession of the insured and compare them to those maintained 
by the suppliers. This will require a third party interview 
with each supplier to determine if the records are accurate as 
to the date, time, place of delivery, date of payment, and the 
amount of inventory delivered. Any discrepancy would, of 
course, be relevant to establishing a motive to defraud and, 
inferentially, a motive to commit arson. It should be kept in 
mind, however, that the supplier may be part of the arson or 
subsequent ins urance fraud conspiracy. For ~xample, in one 
recent federal investigation a supplier claimed tc have 
provided a considerable quantity of inventory which allegedly 
had been lost in the fire on the insured premises. Careful 
investigation, however, disclosed that the supplier had neither 
the production capacity nor financial ability to have supplied 
that amount of inventory, and, as a result, the invoices and 
the inventory loss claim were exposed as fraudulent. 

Frequently, the investigator will be confronted with a 
claim that the insured's financial records and books of account 
have been destroyed along with the torched premises. Such a 
claim should always heighten the suspicions of the investigator 
as to the good faith of the insured. It is, however, a 
relatively simple, although somewhat tedious matter, for the 
investigator to reconstruct the insured's business records by 
using the following process: 

1. Obtain from the ins ured' s bank photocopies of all 
checks cleared through his account over the most 
recent two month period and note the payees. Also, 
the ins ured 's telephone toll records will disclose out 
of town business associations. If mail fraud is 
involved (which it. is since every arson-ins urance 
fraud involves use of the mails), the U.S. Postal 
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Inspection Service may be enlisted to conduct a mail 
cover of the insured which will yield the names and 
return addresses of the insured's business contacts. 
Finally, retail and commercial credit sources should 
be consulted for identities of known business contacts. 

2. All of the individuals and businesses disclosed by 
step one should be interviewed and their 
correspondence and financial records reviewed to 
determine the balance of payments owing to and from 
the insured, as well as the amount, type, and date of 
delivery of inventory provided. Provided these 
records had been kept in the ordinary course of 
business, they would be admissible in court to 
establish at least in part the insured's financial 
condition. 

While the above survey procedure is valuable, the 
investigator may at some point wish to utilize the contents of 
some individual relevant document. Ordinarily, under the 
requirements of the so-called "best evidence" rule, only an 
original of a document can be used to prove its contents. 
However, where the original has been destroyed or is otherwise 
unavailable, its con ten ts can" be proven by secondary evidence. 
Thus, copies of the original--or in the absence of copies, the 
recollection of witnesses--can be offered as secondary evidence 
of the original's contents. Before the secondary evidence can 
be admitted, however, it must be demonstrated that the original 
is tr uly unavailable. Accordingly, the investigator should try 
to determine whether the original is available for production 
and should document his efforts to locate it. Where the 
insured has alleged that the document has been destroyed, that 
allegation should be thoroughly documented to lay the 
foundation for the use of seconda~y evidence at the time of 
tr ial. 

IV. Evidencefrom'Insurance Reporting Systems 

Once an investigation of an individual fire has been 
initiated, the investigator should avail himself of the 
services of the American Insurance Association which maintains 
the Property Insurance Loss Register (PILR). This is a 
computerized information retrieval service which lists all 
property insurance loss claims (except automobile) submitted to 
those insurance companies belonging to the Association (which 
write approximately ninety percent of the property and casualty 
insurance in the United States.) The register contains the 
following type of information about the fire insurance claims 
that are reported to it: 

1. Name (s) fof the insured part~es in each fire where a 
claim wks filed. 

2. Names of the insurance carriers. 
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3. The names of all parties having an insurable interest 
in the insured property. 

4. The amount of the loss. 
5. Name of the insurance company adjuster assigned to 

handle that claim. 

The register can be of enormous assistance to the investigator 
in determining whether or not the subject of his investigation 
is "fire prone." Evidence of other fires is ordinarily 
admissible to prove an arson conspiracy or common plan, scheme, 
or design on the part of the defendant. PILR provides an 
efficient means of determining whether or not the insured has 
been involved with more than one fire loss, and it accomplishes 
what formerly required an extensive and laborious survey of 
fires by the arson investigator. 

It should also be noted that the Insurance Crime Prevention 
Institute may supply similar information concerning the 
recurrence of parties-in-interest in connection with fire 
losses. Accordingly, the careful investigator should consult 
both the Property Insurance Loss Register and the Insurance 
Crime Prevention Institute during the course of his 
investigation to determine what if any information they may 
have concerning the subject of his investigation. 

V. nispositionof,the'Insurance'Settlement 

As to each and every fire, the investigator should trace 
the disposition of the proceeds of the insurance settlement. 
Any evidence that the funds have been "la undered" (e.g., passed 
in and out of multiple bank accounts, etc.) should be 
considered by the investigator as further circumst.antial 
evidence of the insured's guilt. In addition to multiple 
deposits and withdrawals through various accounts, the insured 
may "launder" the settlement proceeds by converting them to 
cash. In one recent federal investigation, the insured 
deposited and withdrew the settlement proceeds through a series 
of bank accounts and then converted them to cash. Other 
circumstantial evidence in the case suggested that a portion of 
the proceeds had been paid to the suspected torch, although no 
sizeable deposits appeared in his bank account. It was, 
however, determined that the insured and the suspected torch 
had safe deposit boxes at local banks. The records of those 
boxes showed that on the date of the last withdrawal from the 
insured's account, the insured and the torch each entered their 
safe deposit boxes. Search warrants were obtained and 
considerable amounts of cash were recovered, raising the 
inference that these were the proceeds of the insurance 
settlement. 

Any examination of the disposition of the proceeds must 
take into acccunt the roles of the two types of insurance 
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adjusters settling the claim. One type of adjuster is a 
salaried employee of an insurance carrier (i.e., a claims 
adj llflter) J another type is a so-called "public adj uster," who 
iE an independent operator working as an advocate for the 
insured, for a percentage fee of the insurance proceeds. In 
specific instances, both claims and public adjusters have 
become key figures in arson-for-profit conspiracies. The net 
result has been an increasing incidence of unfounded or 
inflated loss claims in return for kickbacks from the 
settlement proceeds. In other instances, adjusters have served 
as "pigeons" and "fire brokers" by arranging for arsons in 
return for the pledge from the insured that he will hire the 
public adjuster to settle the fire claim. This latter practice 
is so common that it has been given a name in the insurance 
industry. It is called "churning," since the public adjust~r 
is "churning" up business on which he can collect his ordinary 
percentage fee. Consequently, the investigator should pay 
close attention to the adjuster's financial status and to the 
reports submitted to the insurance carrier by the public and 
claims adjuster. Any contacts with the adjuster should be duly 
noted and documented by the investigator, since it may be 
possible to catch the adjuster in conflicting statements at a 
later time. 

VI. Preparinga'Case'forProsecution 

Finally, the investigator should consider the best way to 
present his findings to th~ prosecutor for purposes of 
persuading the prosecutor that criminal charges should be 
brought. In most arson conspiracy cases, the factual patterns 
are quite complex and lengthy. Therefore, the investigator 
should prepare a writ.ten report summarizing and organizing his 
findings. In doing so, he should remember that he has had 
weeks, months, or even years to absorb step-by-step the 
information which he wishes to impart to the prosecutor. 
Consequently, the format of the report is critical. It must 
present in logical sequence a summary of the relevant facts of 
the case and explain to the prosecutor how these facts make out 
a probable arson conspiracy. While the precise format may be 
subject to modification, it should generally conform to the 
following outline: 

1. Background of the proposed defendants giving their 
names, addresses, social security numbers, police and 
FBI record numbers, arrest records, names of known 
criminal associates, and brief description of any 
prior similar criminal activity. 

2. Background of the case which should take each fire in 
sequence of time and relate as to each and every fire 
the following: 

a. Date of fire 
b. Location of property 

1 
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c. Parties-in-interest 
d. Insurance carrier, claims adjuster, and 

public adj uster 
e. Amount and date of settlement 
f. Summary of what each wi tness will ,$ay in 

regard to that particular fire 
g. Documentary and physical evidence relevant 

to that fire 
h. All other evidence such as tapes, etc. 

The statutes violated. 
Problems of proof such as uncooperative witnesses, low 
witness credibility, destroyed documents, etc. 

If a sufficient number of fires are involved, it may be 
helpful for the investigator to draft a flow chart setting 
forth for each fire a summary of the information in "2" above. 
The chart may be ~eyed int~ ~he report through page references 
and th us enable the prosecutor to refer quickly to any portion 
of the case. 

While the investigator may be sorely tempted to avoid the 
tedium of writing such a report, iE.-should be noted that the 
preparation of the memorandum is in itself a valuable 
investigative step which forces him to carefully review and 
organize his case. Frequently, during this process, gaps in 
the case will become apparent which can be filled by further 
investigation. 

It should always be remembered that before the 
invest.igation can reach fr ui tion in court, the prosecutor must 
be p~r :uadeJ to file the charges. A prosecutor presented with 
a cOlt..!:ise and comprehens ible memor andum may be more incl ined to 
prosecute. Moreover, if the prosecutor cannot be persuaded by 
the evidence summary, then the case itself may have little or 
no chance of success in the courtroom. Accordingly, the effort 
spent in writing the summary will enable the investigator to 
focus on and correct deficiences in the case and assist the 
prosecutor in making an informed decision as to whether any 
further time should be expended on the case. 

In order to familiarize the reade~ with the development and 
pre~entation of circumstantial evidence in an arson case, an 
example of a representative arson fraud investigation is 
included as an appendix to this paper. While many schemes 
which the investigator may encounter are more complex, and 
involve more defendants, than State'of Minnesota v~'Markwood, 
the basic elements in this investiga'tion are the foundati.on 
upon which any solid circumstantial case should be based. (See 
the Criminal Complaint andCommentarYi State of·Minnesota·v. 
Markwood' (1977), Appendix I to this guide.) 
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Appendix I 

Organizin9 and Presenting Arson Circumstantial Evidence 

Editor's Note: The following information is 
from an actual case, State ofMinnesota'v~Markwood (1977). 
Information on the investigator's findings is contained in the 
Complaint. Following that, a series of follow-up questions is 
presented. 
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T. eX' FORM 1.02 L F 

! STATE OF MINNESOTA 
I 

( 
COUNTY COURT 

I COUNTY OF ---AJK1:1ljKAIl... ___ _ 

I 
COMPLAINT· WARRANT

}o'OR 
I Slnte of Minnesota, FELONY OR GROSS, MISDEMEANOR 

Plaintiff, 
District Court File Nloo _____ _ 

County Cou~ Fil. Na.ll. _____ _ 

MICHAEL MARp!QOD Defendant. County Attorney File N", F77-148 

COMPLAINT 
The Complainant bem, duly swom, mllkes complaint to the above-named Court :md st:ltcs that 

there is probable QUSlt to believe that the above-named Defendant committed till! offense described 
below. The Complainant states tbllt tbe [oUowin, [acts establish PROBABLE CAUSE: 

1. Your affiant, Willarci Johnson, is an investigator for the AnoJca County Major 
Crime Invutigation unit. 

2. Your affiant hu reviewed the report ot P'ridley Police Otficer Ifayne pfuhl. 
and lea.med that at approximately 4:06 a.1Io on oecUIbeJ: 31, 1976, ottic::er ~!uhl 
responded to ii' ..... port ot a fira at the Michael Markwood residence, 5432 Altura. Road, 
Fridley, Anolc& County. He found the ho_ on ttre. Pfuhl attempted to enter tho home 
to rescue any person. therein, but tound the doors and windows locked. He broke into 
both the front door and the b&clc door, ))ut was unable to entel: the house because of 
the lArge qu.uatity ot smoke. . 

3. Your affiant h .. spoken with and reviewed reports of Fridley ASsistant Fire 
Chief Robert Aldrich, and leuned substantially the following: 

Aldrich h .. been employed by·thlll Fridley Fire Department since 1953·, and 
has s~ .. fire inve.tigator for so_ 15 years. He is a I118111ber of the Inter
nat'.ional Association of Arson Inve.tigators. Aldrich did inspect the Michael 
HarkwoocS residence, 5432 Altura Road, Fridley, after the fire of December 31, 
1976, had been extiliguishad. He noted that the building was only pax.;iUl.y 
de.UO'yed. An area near the water heater in the basement was exteaaively 
c!aJu.qed, .. was the bathrooJa area on the first floor immediately above the water 
heater u... Tho ruainder of the hoWle was but slightly damaged. When Aldrich 
approached the water h .. ter area in the ba.e_nt, he noticed. a strcag smell of 
ga.oline. r-ecI1&tely adjacent to the water h.atar he ob.erved & cudboard box 
containing a nUllhel:: of piece. of fabric .oaked in a sub.tance appurln'1 to be 
gIU01!De. Aldrich toclc • .-ple. of this wet fabdc, and tU-'"Ded thaa ova.: to the 
St. Paul Crime LUIoratory and the HiMesota Bureau ot Crimitlal Appnhenaion 
Crime .r...boratory'. 1'I\e re.ulu of the.e te.u indicated that thea liquid sub.tanc_ 
on the fabric material was gasoline. 

Aldrich know. ·fro. hi. training and experience that gasoline fulu. are 
heavier than air, and con.equently will .ink to the floor and sprem aero.. the 
floor of any rooa. He al.o know •. that. gasoline fUlllas are extremely collhustible, 
and ~n being ignited will flash the flame back to the main source of q&5oline. 
Aldrich ob.erved that. the &bove-~tioned water heater wa. a gas water heater 
utilizinCJ a pilot light. 1'I\il pilot light, .. weU as the gas haater ele_nt 
it.elf, waa capU»le of igniting gasoline f~. 

Aldrich further noticed that there we. a burn pattern on the ... 11 adjace!\t 
to the water heater. Thi. pattern w .. roughly the .hape of il 'V', with the 
-U part of the 'V' near the floor and hence near the box of quollne-soaJced 
ra9" Aldrich know. fro. hi~ exptlduce that fira. are narrow near the origin 
source, spreading out a. the fl_. grow higher. 

BaNd upon the above ob •• rvations .. Aldrich concluded that the origin of the 
fire at 5432 Altura Road 101" the box of '.lasoline-soaked fabric. He further 
concluded that the tire couleS heve been .et by • fuse tlrail, which ~ de.troyed, 
or by the plac __ nt of the gasoline-soaked .. teri&l near the '.las w;;t;)r h •• ter 
where naturel torce. would have caused the gasoline vapor. and then th~ qa501ina 
in the·material to i9ftite in time. 

Aldrich noted during further in.pection ot this house that ther. W6re few 
clothe. and little food in the house. He also noticed a past due bill fro~ 
Minnegaaco whicb indicated that:. ga. service could be shut off as early a. 
Dece~r 29, 1976. 

" 
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Alddch also .poke with Mich.el M4rk1olood by telephone, and durinq the 
co ... of this converaation Markwood statect that he haI1 been in his hOlDe at 
~.t.ly 2100 a.m. on December 31, 1976, and that when he left the home it 
was loct~. He indicated that the family was away on a visit that night. 

4. lovl: aff:l.ant has con.ulted the r.eoru ot the AnoJca CoWlt" Re9i.s~ar of 
Deeda aa4 lumed that the property at 5432 Al:turA ROad. tdeU.y, La subject tc : 
IIOrtf&CJe IIelcI by knutson Real ty. 

5. Yow: affiant hea exaa.l.ned copies of in.urlUlce appu.catio/.ls, pol1ci!!., and 
claLaa aa4 learned sub.tantially the following 1 

KleMel Markwood in.ured the property .t 5432 Altura RtJad, Fridllly. by a· 
IIoIieowaer'. P,Olicy i .. ued by the Allstate In.urance CoIllp411Y. He applictd t· ... r 
thU policy in Auquat, 1976. He clailled this .. his reaiclence, aIICl this pol.!.cy 
.. 10 eUeat CD Deeuber 31, 1975. tJl hi. &Ppl1cal:ioB h •• tated that he was 
tha 0IIIIft" of the property, and that the property", .. subj.ct to a IIOrtqaCJe in 
faYl* of J , ., l'-'2opertie.. Inc. Ma.rJcwoo4 did not mentioA the .,rt:Ilage to 
XIlyu. Realty. ~. poli'cy ", .. isaued in face UIOunts of $40,000 dwe1linq 
10 •• , '20.000 un.c:n-.duled per.onal propertY7 and other incJ.dental coveraCjJe.. In 
Hareh, 1977, Michael, M&rlcwood tiled a proof of 10 •• with All.tat. In.urance 
cla!aing $62,568.~4 in damage. fro. the fire of December 31, 1976. 
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InRe: "Michael Markwood, 
Summary of" Investigative Reports 

For a period of several months ending December ~1, 1970, 
Michael Markwood resided with his wife and her four children at 
5432 Altura Road, Fridley, Anoka County. At this location is a 
single family residence which was on December 31, 1976, being 
used as a dwelling by. Markwood and his wife and her four 
children. 

On December 31, 1976, the property at 5432 Altura Roa~, 
Fridley, (hereinafter referred to as the "building") was 
insured under a homeowner's policy issued by the Allstate 
Insurance Company. The insurance covered the dwelling up to 

.$40,000, unscheduled personal property contents up to $20,000J 
and for other additional incidental lpsses. Markwood had 
applied for this policy on August 21, 1976, and was issued the 
policy through the Allstate Insurance agency located at the 
Brookdale Shopping Center, Brooklyn Center, Minnesota. 

A fire was discovered at the building at approximately 4:00 
a.m. on December 31, 1976, when smoke was noticed coming from 
the building. The Fridley Fire Department responded and 
extinguished the fire. 

The fire fighting personnel detected a strong odor of 
gasoline while extinguishing the fire. The gasoline odor was 
traced to gasoline-soaked rags next to the natural gas water 
heater~ Deputy Fire Chief Robert Aldrich found the source of 
the fire to be a pilot light water heater in a small storage 
room in the basement of the building. The fire started when 
vapors from the gasoline-soaked rags reached the natural 
gas-fired water heater and were ignited. This is a known 
method of starting fires. 

I The fire was deliberately set by the intentional placement 
of the box containing gasoline-soaked rags next to the water 
heater located in a closet cubicle. The fire did damage the 
building. 

By his own admissions, Markwood placed himself in the 
building two hours before the fire was discovered. Markwood 
and his wife and the four children were not in the building at 
the time of the fire, as the defendant had left with his family 
on a trip at approximately 2:00 a.m. 
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Commentary: State vs. Markwood, Organizing and 
Presenting Circumstantial Evidence 

The following is intended to suggest additional lines of 
inquiry and points of evidence that should be used to 
supplement the complaint in Statevs. -Markwood and to further 
suggest various techniques for presenting the case at trial. 
1. The Fire-Scene 

a. Based on the policeman's testimony that the doors and 
windows were locked, the prosecutor may argue that the 
house was secured to delay the firefighters from 
reaching and extinguishing the fire. 

b. All personnel ~esponding to the scene should be 
interviewed concerning their observations re: 

Course, spread, and color of the fire and smoke. 
Whether any contents of house (clothing, 
furniture, plumbing fixtures, etc.) were missing 
(this to corroborate and expand upon the 
observations of the Assistant Fire Chief.) 

c. The neighbors should be interviewed to determine 
whether they observed anyone removing contents from 
the house or any unusual activity prior to the fire. 

d. Was the fire featured on local television news? If 
so, the video tapes may be used by the prosecutor to 
gain the jury's undivided attention and dramatize the 
nature of ~he c~ime. 

e. As soon as possible after the fire has been brought 
under con~rol, investigators should extensiv"ly 
photograph and videotape the scene, as well as remove 
the physical evidence from the scene. These tapes and 
photographs should be keyed into an enlarged diagram 
of the scene showing the precise location from which 
each piece of evidence has been removed. The diagram 
should also note the distances from Markwood's house 
to other houses or structures, as well as the location 
of the gas main on or near the premises (from this the 
prosecutor can let the jury infer Markwood's wanton 
disregard for the lives and property of others.) 

f. A videotape demonstration should be prepared showing 
how gasoline fumes can be ignited over long distances 
by the pilot light or heating element of a hot water 
heater, as well as the "V" pattern which will result 
from the burning of rags. 

2. Markwood's Financial Condition 
a. A current credit report on Markwood should be 

obtained, and his friends, relatives, and business 
associates should be interviewed to determine his 
solvency and the degree of his need for cash. 

b. Real estate records should be checked to determine 
whether back taxes are owed on the property, zoning 
violations exist, or zoning or other governmental 
action has been taken which would affect the value of 
the property. 
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c. Local real estate agents should be interviewed to 
determine: 

Whether the property has been listed for sale 
and, if so, for how long. 

-- Whether any purchase offers were made. If offers 
were made, in what amount and by whom? 

-- The estimated market value of the property. 
d. In regard to the various mortgages, the following 

should be determined: 
When was mortgage made? 
Who are the true parties~in-interest in the 
various mortgages? 
Was Markwood current on the paym~nts? 
What is the act ual market val ue ,of the property? 
Do the mortgages exceed this value? 

e. Any and all mortgages, insurance applications, claims 
forms, proof-of-Ioss statements, or other documents 
should be studied by an expert documents examiner to 
confirm Markwood's signature, handwriting, or 
preparation on his typewriter, etc. All such relevant 
documents along with all handwriting (or typewriting) 
exemplars taken from Markwood should be 
photographically enlarged so that the expert may 
explain to the jury the basis for his conclusion. 
This will also permit the prosecutor to graphically 
impress upon the jury the extent to which Markwood 
knowingly deceived the insurers. 

f. A chart setting forth the particulars of each document 
together with the chronological order of the documents 
should be used by the pzosecutor to provide a logical 
context for each document such that the jury can see 
the course of the fraudulent scheme unfold. The 
prosecutor may want to consider charting out 
Markwood's finances to demonstrate the chronological 
development of his need for money (i.e., financial 
deterioration, opportunities for investment requir.ing 
cash, changes in the property's market value, etc.) 
and combining it with the chronology showing the 
development of Markwood's fraudulent scheme. 

3. Markwood's Story 
a. Markwood should be questioned to determine when he 

made arrangements to have his family out of the house 
and his answers should be checked against third-party 
interviews. 

b. Markwood should be questioned as to his activities in 
the house on the date of the fire and his answers 
should be checked against the contents of the house 
(e.g., if he said he was painting the house, look for 
painting paraphernalia, etc.) 

c. Markwood should be asked to identify his signature on 
all relevant documents and to answer questions 
concerning his need for cash, the representations in 
his proof-of-loss statement, etc. 
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d. The interview of Markwood should be videotaped, with 
his knowledge, for use at trial. 

4. Miscellaneous' Issues 
a. WhQ was the cLaims adj uster and what was his 

relationship, if any, to Markwood (i.e., strictly 
business, friend, family friend, etc.)~ 

b. Is Markwood fire prone? Check his possible prior fire 
loss history with the Property Insurance Loss Register 
(PILR) of the American Insurance Association. 
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DIGEST OF CASE CITATIONS 

I. USE OF CIRCUMSTANTIAL E~'IDENCE 

O'Brien v. State, 39 Ariz. 298, 303, 6 P. 2D 421, 422 

(1931), State v. Rincones, 209 Kan. 176, 178, 495 P.2d 

1019, 1022 (1972), Borza·v. State, 25 Md. App. 391, 405, 

335 A.2d 142, 150 (1975), People v. Bailey, 42 Mich. App. 

359, 363, 202 N.W.2d 557, 559 (1972), State. v. Lytle, 214 

Minn. 171, 179, 7 N.W.2d 305, 309 (1943), Byrd v. State, 

165 Miss. 30,35, 143 So. 852, 852-53 (1932) J Peop1e~ 

Moore, 18 A.D.2d 417, 239 N.Y.S.2d 967, 969 (1st Dept.), 

aff'd, 13 N.Y.2d 1070, 195 N.E.3d 894, 246 N.Y.S.2d 216 

(1963), Commonwealth v. Moore, 466 Pa. 510, 514, 353 A.2d 

808, 810 (1976), State v. Despain, 152 Wash. 488, 491, 278 

P. 173, 173-74 (1929), State v. Clay, 135 W.Va. 618, 

625-26, 64 S.E.2d 117, 121 (1951), ~,o v. State, 126 Ohio 

St. 114,115, 184 N.E. 241, 241 (1933), People v. Horowitz, 

37 Mich. App. 151, 194 N.W.2d 375 (1971), Commonwealth v. 

Asherowski, 196 Mass. 342 (1907), Daesche v. United'States, 

250 F. 566 (CCA 2d, 1918), People v. Reade, 13 N.Y. 2d 42, 

241 N.Y.S.2d 829, 191 N.E.2d 891, People v. Fitzgerald, 288 

N.Y. 58, People v. Rasch, 215 N.Y. 592, People v. Cuozzo, 

292 N.Y. 85, People v. Viscio, 241 App. Piv. 499, 500, 

People'v~'Trippoda, 40 A.D. 2d 388. 
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II. WE I G1I'l' AND SUFFICIENCY OF CIRCUMSTANTIAL EVIDENCE 

Stone v. Wingo, 416 F.2d 857, 866 (6th Cir. 1969), State v. 

Clay, 135 W. Va. 618, 626, 64 S.E.2d 117,121 (1951). 

New York 

People v~ Greenwood, 20 A.D. 2d 272, 273, Peop1ev. 

Constantine, 35 .A.D.2d 613, citing People v. Brasch, 193 

N.Y. 46, People v. Conroy, 287 N.Y. 201, People v. U1isano, 

18 A.D.2d 432, People v. Reade, supra, at p. 46, People v. 

Watford, 19 A.D.2d 731, People v. Leyra, 1 N.Y.2d 198 

(1956), People v. Harris, 306 N.Y. 345 (1954), People v. 

Wagner, 71 App. Div. 399, at 402, People v. Jaehne, 103 

N.Y. 182, People v. Jennings, 40 A.D. 2d 359, aff'd 33 N.Y. 

2d 880, People v. Lewis, 1 NaY. 2d 137, People v. Ranniey, 

116 N.W. 999, Robinson v. State, 108 P. 2d 196, 71 Ok1. Cr. 

75; People v. Rooks, 40 Misc. 2d 359 at 375. 

Massach usetts 

Commonwealth·v~·Tucker, 189 Mass. 457. 
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III. MOTIVE 

State v. Volk, 184 Wis. 286, 287, 199 N.W. 151 151 (1924); 

People v. Beagle, 6 Cal. 3d 441, 492 P.2d 1, 99 Cal. Rptr. 

313 (1972); People v. Martin, 59 Ill. App. 3d 785, 788, 376 

N.E.2d 65~ 68 (1978)f State v. Bergman, 171 Wash. 67, 

71-72, 17 P.2d 604, (1932); Commonwealth v. Nasuti, 180 Pa. 

Super. Ct. 279, 285, 119 A.2d 642 (1956); State v. Turner, 

58 Wash. 2d 159, 361 P.2d 581, (1961); Stpte v. Janasky, 

258 Wis. 182, 45 N.W.2d 78 (1950); State v. Scott, 118 

Ariz. 383, 385, 576 P.2d 1383 1385 (1978); Bortza v. State, 

25 Md. App. 391, 405, 335 A.2d 142, 151 (1975). 

IV. CORPUS DELECTI 

People v. LeFebvre, 190 Colo. 307, 546 P.2d 952 (1976); 

Lynch v. State, 370 N.E.2d 401 (Ind. App. 1977); Washington 

v. State, 290 Ala. 344, 345, 276 So. 2d 587, 589 (1973); 

Borza v. State, 25 Md. App. 391, 397, 335 A.2d 142, 146 

(1975); State v. Heard, 105 N.J. Super~ 172, 174, 251 A2d 

464, 465 (1969); State v. Scott, 118 Ariz. 383, 385, 576 

P.2d 1383, 1385 (1978); People v. Mooney, 127 Cal. 339, 

340, 59 P. 761, 762 (1899); R.C.S~ v. State, 546 S.W.2d 939 

(Tex. Civ. APP5 1977); State v. i3unton, 453 S.W",2d 949, 952 

(Mo. 1970) J Simmons v. Commonwealth, 208 Va, 7'78, 160 
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CORPUS DELECTI (cont'd) 

S • E. 2d 569, 572 ( 1968). P 1 B . ~ eop e v. a11ey, 42 Mich. App. 

359, 361-62, 202 N.W.2d 557, 559 (1972) J People v. Beagle, 

6 Cal. 3d 441, 450, 492 P.2d 1, 99 Cal. Rptr. 313, 318 

(1972) J f_)t_a __ te~~v~.~F~e~r~r~a~r~a, 32 0 S. W. 2 d 540, (Mo. 195 8) ; 

People v. Lewis, 275 N.Y. 33, 37-38, 9 N E 2d 765 767 . . , 
(1937) .' 

INTENT 

State v. White, 291 N.C. 118, 126, 229 S.E.2d 152, 157 

(1976); Id. at 12n, 229 S.E.2d at 157; State v. Kinlaw, 150 

N.J. Super. 70, 374 A. 2d 1233 (1977),' P ~op1e v. Roderman, 

34 Misc. 2d 2d 497, 229 N.Y.S. 209 (Sup. Ct. 1962); People 

v. Mooney, 127 Cal. 339, 59 P. 761, 762 (1899); N.Y. PENAL 

LAW Sec. 150.10 (McKinney 1978); people v. McCrawford, 47 

A.D. 2d 318, 366 N. Y.S. 2d 242 (lst Dept. 1975); Norville v. 

State, 144 Tenn. 278, 230 S.W. 966, 967 (1921) (citing 

McDonald v. People, 47 Ill. 533 (1868»; Latham v. State, 

88 Fla. 310, 102 So. 551 (1924); People v. Lashkowitz, 257 

A.D. 518, 13 N.Y.S.2d 663 (3d Dep't 1939),' ·R th 
.~o v. State, 

44 Ohio App. 420, 186 N.E. 7 (19.33)., C _ommonwea1th v. Alba, 

171 N.E. 458,271 Mass. 333 (1930). 
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INSURANCE POLICY AS CIRCUMSTANTIAL EVIDENCE 

People v. Anqe10'pou10us, 30 Cal. App.2d 588, 597, 86 P.2d 

873, 878 (1939), People v. Rosen, 251 A.D. 584, 589, 297 

N.Y.S. 877, 883 (3d Dep't), aff'd, 275 N.Y. 627, 11 N.E.2d 

790 (1937); State v~,Marasco, 81 Utah 325, 17 P.2d 919 

(1933), Sawyerv~ State, 100 Fla. 1603, 132 So. 188 (1931); 

People v~ Nico1ia, 287 N.Y. 398, 39 N.E.2d 929 (1942); 

Miles v. State, 160 Fla. 523, 525, 36 So. 2d 192, 183 

(1948); Russo v. State, 126 Ohio St. 114; 116, 184 N.E. 

241, 242 (1933); People v. Kessler, 62 Cal. App. 2d 817, 

145 P.2d 656 (1944); People v. Martin, 59 Ill. App. 3d 785, 

376 N.E.2d 65 (1978); People v. Bloodgood, 251 A.D. 593, 

298 N.Y.S. 91 (3d Dep't 1926); State v. Vo1k, 194 Wis. 286, 

287, 199 N.W. 151, 151 (1924); Commonwealth v. Reynolds, 

338 Mass. 130, 138-39, 154 N.E.2d 130, 136 (1958); Hartv. 

State, 144 Fla. 409, 198 So. 120 (1940); Arnold v. State, 

500 S.W.2d 618 (Tenn. Crim. App. 1973); State v. Berkowitz, 

325 Mo. 519, 29 S.W.2d 150 (1930); State v. Ciocca, 125 Vt. 

64 209 A.2d 507 (1965); Baghramain v. MFA Mute Ins. Co., 

315 So. 2d 849 (La. App. 1975); Commonwealth v. Asherowski, 

196 Mass. 3242 (1907); Commonwealth v. Sloc~, 157 N.E. 

350, 260 Mass. 288 (1927). 
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VII. DEFENDANT'S PRECARIOUS FINANCIAL POSITION 

Chaconas v. United States, 326 A.2d 792 (D.C. 1974), State 

v. Lytle, 214 Minn. 171, 7 N.W.2d 305 (1943), State v. 

Ciocca, 125 Vt. 64, 209 A.2d 507 (1965), Commonwealth v. 

Y,a1court, 333 Mass. 706, 133 N.E.2d 217 (1963) 133 N.E.2d 

at 225, People v. Rabin, 317 Mich. 654, 666, 27 N.W.2d 126, 

131 (1947), People v. Bloodgood, 251 A.D. 593, 600, 298 

N.Y.S. 91, 99 (3d Dep't 1937), Johns v. State, 144 Fla. 

256, 197 So. 791 (1940), People v. Martin, 59 Ill. App. 3d 

785, 788, 376 N.E.2d 65, 68 (1978), State-v; -Ferrara, 320 

S.W.2d 540 (Mo. 1958), People v. Mix, 149 Mich. 260, 112 

N.W. 907 (1907); State v. Marasco, 81 Utah 325, 17 P.2d 

919, 17 P.2d at 922 (1933), S~ate v. Roth, 117 Minn. 404, 

407-08, 136 N.We 12, 13 (1912); Norville v. State, 144 

Tenn. 278, 280, 230 S.W5 966, 966 (1921), Commonwealth v; 

Haddad, 250 Mass. 391 (1924, 145 N.E. 561, Commonwea1thv. 

Cooper, 162 N.E. 729, 264 Mass. 368 (1928), Commonwealth v; 

Reynolds, 338 Mass. 130 (1958), 154 N.E.2d 130. 
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Rausch v. State, 159 SO. 2d 926, 927 (Fla. 1964), People v. 

Bailey, 42 Mich. App. 359, 362, 202 N.W.2d 557, 559 (1972), 
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VIII. PROOF' OF CORPUS DELECTI (cant'd) 

(1961), ide at 160-61, 361 P.2d at 582, Watt v. State, 193 

Tenn. 257, 246 S.W.2d 4 (1952), Hines v. State, 34 Md. App. 

612, 368 A.2d (1977), ide at 617, 368 A.2d at 512, People 

v. Miller, 55 Ill. App. 3d 421, 370 N.E.2d 1155 (1977), 

R.C.S. v. State, 546 S.W.2d 939 (Tex. Civ. App. 1977), ide 

at 943~ Borza v. State, 25 Md. App. 391, 335 A.2d 142 

(1975), citing Bollinger v. State, 208 Md. 298, 307, 117 

A.2d 913, 917 (1955), 25 Md. App. at 402, 335 A. 2d at 149; 

People v. Martin, 59 Ill. App. 3d 85, 376 N.E.2d 65 (1978), 

State v. Korth, 38 S.D. 539, 162 N.W. 144 (1917); State v. 

Turner, ~8 Wash. 2d 159, 361 P.2d 581, 361 P.2d at 582 

(1961), People v. Ales, 247 N.Y. 351, 160 N.E. 395, 221 

N.Y.S. 847 (1928). 

New ~ 

People v. Brasch, 193 N.Y. 46, p. 60, Flower v. United 

States, 116 Fed. Rep. 24, 247, People v. Jaehne, 103 N.Y. 
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Economic Intelligence"and'Arson-for-Profit: 
The Example of Real'Estate 

by Mark Zanger 

Introduction 

Although a great deal is being said about economic intelli
gence, very little has been written about it. For a number of 
reasons, economic intelligence has enormous potential as an 
investigative tool: 

• Many investigations have been helped along by insights 
into business practices, especially into rental 
housing. 

• Most firemen are not involved actively in the real 
estate business, neither are police, unless they know 
someone who is a real estate broker or contractor. 
Prosecutors, as lawyers, are somewhat more knowledge
able, but seldom participate in the investigative 
phase of arson cases. 

• Arson for "profit has received increasing attention, 
both from an outraged public and from curious 
investigators who would like to know more about 
arson's economic motives. 

• Everyone would like to be able to make predictions 
about real estate values. 

Despite the above, economic intelligence is usually not a 
routine feature of arson or related fraud investigation. Most 
criminal cases result from witnesses and good scene examina
tions. Why are efforts to develop economic intelligence so 
rare? A number of reasons for this have been suggested: 

• "No time, manpower, money, or training." 

• "Our big problem is really kids, revenge fires, space 
heaters, abandoned buildings, illegal wood stoves, 
etc." 

• "We can't keep or publish files on property owners and 
landlords. It is not fair. Innocent people would not 
be able to get insurance." 

• "We're going to do all that stuff with our new 
computer, as soon as we get the bugs out of it." 

387 . Preceding page b\an\ 
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None of these is an irresponsible excuse. They are real prob
lems ~nd they need to be ~ddressed before starting an economic 
intelligence effort. 

I. What Economic Intelligence Can and Cannot" Do 

Economic intelligence, approached systematically, can pro
vide something along the lines of the following breakdown of 
information: 

50 percent 

40 percent 

10 percent 

background for individ~al fire investiga-
~ . ... 10ns. 

help in planning investigations. 

hints for future investigative resource 
allocation, in terms of budget decisions, 
and ways to pick targets for post-fire 
investigations at different levels of effort. 

These numbers provide crude estimates of the output uses to 
which economic intelligence systems can be put. The percent
ages may vary. For instance, in certain areas economic intel
ligence may be used 80 percent of the time as part of the 
go-ahead decision on a task force investigation of particular 
owners, but only 20 percent of the time for each individual 
building fire investigation. 

Economic intelligence in the narrow, tactical sense (i.e., 
information about financial background that may have provided 
the motive for arson) can never be more than half of the pic
ture. Some people will never set a fire (or have it set) 
regardless of the economic pressures they face. Other people 
seem driven to torch buildings that could be very profitable 
for the average operator. This human factor, or moral hazard, 
is more familiar to most arson investigators than are the eco
nomic factors. It has been said that "bad people set fires, 
and the worst people set fires under all sorts of economic 
co~ditions." They burn new, modern apartment buildings in good 
ne1ghborhoods; they even burn their own houses. 

But such desperate cases are rare. Most "torches" burn 
buildings for insurance money because they are not making money 
any other way. In addition, a significant number of arsons are 
done for insurance motives that have to do with escaping a 
foreseeable loss, or recapturing a lost investment. In these 
cases, the insurance claims may not be inflated fraudulently, 
but the building is overinsured in comparison to the declining 
market value of the property. 

389 

Community activists and civic group leaders are often more 
familiar with economic pressures than moral hazards. They 
notice that deteriorating buildings are burned, and the build
ings in the worst condition seem to be burned under all sorts 
of ownerships. When a whole neighborhood starts to experience 
fires and the burned buildings are not repaired, civic leaders 
often pinpoint the problem as economic change, where firemen 
see "bad" people moving in. The point is that both trends may 
be going on at the same time: "bad" " owners "destroy neighbor
hoods and "bad" (declining) "neighborhoods attract arsonists. 
Each element generates and feeds on the other in a kind of 
cooperative, hand-in-glove relationship. 

So economic intelligence and moral hazard intelligence 
should be used together for maximum impact. (See Table 1, 
below. ) 

II. Looking at the Problems ••• and-Some Solutions 

A. "No Timei MoneYjPeoplejTraining." 

These complaints have become common issues in recent years, 
with the growing concern of most cities and towns to 
demonstrate fiscal restraint. There are a nQmber of ways to 
deal with this problem of limited resources. Local officials 
can be persuaded to reduce the enormous financial losses from 
arson, and dramatic stories can be provided of how that can be 
done. For example, officials could be reminded that an 
occupied building pays taxes, and a burnt-out shell is often 
razed (or boarded up) at taxpayers' expense, where it usually 
remains unproductive of tax revenue. Some officials are moved 
by statistics on the real injuries and deaths to residents and 
firemen as a result of arson-for-profit. 

A different approach to dealing with insufficient resources 
is to make it clear that many of the things proposed do not 
cost much money, if they are done routinely. Fire incident 
data is collected and gets used once in an investigation of an 
individual fire, once more when fire patterns are examined, and 
perhaps again at the end of the year for budget allocation 
studies. The user only pays to collect it once, and much of 
the collection work can be done by civilian researchers like 
interns, CETA workers, elderly part-time workers, or perhaps 
even volunteers. Many public records could be reported to the 
collectors over the phone by existing city personnel, given the 
approval of local government leaders. 

The emphasis should be on what economic intelligence could 
do if the choice to undertake such a program were made. 
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TABLE 1 

MORAL/ECONOMIC TABLE FOR RENTAL 
HOUSING, OWNER ARSONS * 

l>1oral Hazards 
Economic Pressure 

Profitable building 

Insurance more 
profitable than 
operation of 
building 

Good Person 

U) 
No arsons 

(3) 

Very few 
arsons 

Bad Person 

(2) 
Moderate 
number of 
arsons 

( 4) 

MOS1t arsons 

*Adapted from a chart used by the author in explaining 
arson prediction systems. 
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B. "The Big Problem Is Non-Economic Arson." 

To begin with, it is questionable whether those who say 
which fires are {or are not) arson-for-profit, or even arson at 
all, really know. With I to 5 percent of arsons being 
prosecuted, we really do not know what the proportion of each 
motive is in considering the entire arson problem. Using 
economic research approaches suggested in this paper, a person 
could make an educated guess about the motives in the 20 to 50 
percent of the fires in American cities that are attributed to 
arson. Because such estimates cannot be done from crime scene 
examinations alone, techniques of economic research should be 
coupled with the fire cause and origin findings, in order to 
approach an accurate estimate of the number of arson-:-for-profi t 
fires. 

C. Files'and the Innocent. 

This is a serious problem, but not as serious as arson. A 
lot of the fairness issues can be resolved by doing the same 
level of investigation, as a matter of routine, on all fires of 
a given size and determination of cause category. In that way, 
investigation is being done egually to every owner who 
experiences a fire. If information is published, or fire 
control policy research is made available to the media, it 
should involve the same level of information on. all fires. A 
little common sense, some solid legal advice, and a lot of 
concern over evenhandedness will accomplish the objective of 
equity here. 

Political problems are inevitable because most arsons are 
investigated at a local level, and some of the most active 
businessmen in local government are rental housing owners. 
That means political donors, subjects of code inspection, 
plaintiffs and defendants in local civil courts, seekers of 
zoning variances, are all mostly the same people: landlords. 

D. "Computer Bugs Are Holdi~g Up Our Arson Program." 

One piece of advice is not to wait for access to or to rely 
on computers, but to design a manual economic arson 
intelligence system. Most things a computer can do, human 
beings with a simple index card'file can do just as well, at 
least for the time being. If a good card file is being used, 
keep using it and transfer the information to a computer when 
the latter is operating smoothly. 

III. Economic Intelligence is Complicated 

Because economic intelligence is a complicated function 
does not mean that it is impossible to undertake, it means that 
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there are no magic tricks or easy solutions. Here is one 
example: in one city a random study of suspicious and undeter
mined fires might show that 60 percent of the buildings that 
had such fires were behind in their real estate tax payments. 
A sample of all buildings in the same neighborhoods (weighted 
out by locations where the fires occurred) may show that these 
buildings were in arrears only three times in ten, or 30 per~ 
cent of the time. 

Obviously, this city has a serious tax collection probl __ m, 
and obviously the most fire-prone neighborhoods are under eco
nomic distress. What could the relationship be between the two 
factors? 

• Owners are burning the buildings to escape financial 
problems? 

• Owners are forced to rent these "bad" buildings to 
risky tenants who set the fires? 

• Excessive taxes are driving the weaker landlords to 
arson? 

• Tax arrears and arson are ~ signs of serious 
problems in the area, with the worse-off buildings 
showing the most of both tax arrearage and ar.son? 

The city involved in the example above may attempt to 
strengthen the legal force of its tax liens so as to confiscate 
fire insurance payments on buildings with back taxes. The idea 
here would be to "take the profit out of arson." 

Another source of complication in economic intelligence is 
that the local housing market, which is a major business sub
ject to arson, is very compartmentalized. Supply and demand 
vary through a series of submarkets: low-income rental, stu
dent groups, working couples, luxury, elderly, middle-class 
family--all are different markets with their own trends, and 
many of -them are volatile. Housing of one kind is not quickly 
converted into another kind, so a property investor can get 
stuck with the wrong buildings while a competitor cannot expand 
quickly enough. The really lucrative, "fast" money is made by 
anticipating these market changes and being the first to con
vert, or at least one of the early ones to do so. The really 
large business failures happen when a speculator guesses wrong, 
or gets stuck in a new market with little or no growth 
potential. 

Furthermore, the real estate business can get either better 
or worse in a given neighborhood, independent of national or 
even regional economic trends. City planners, urban renewal 
authorities, large owner-developers, large employers, and local 
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banks can all have a voice in the future composition of an 
area, but sometimes they guess wrong also. A whole new vocabu
lary has grown up to describe changes in the housing markets: 
blockbusting, gentrification, and displacement are a few of 
these new terms. 

Table 2 is an attempt to show some of the forces acting on 
a single small street in Boston, the now well-known Symphony 
Road. In October 1977, six owners of property on this street 
were among 33 individuals indicted on slate charges in a large 
arson-fraud and corruption conspiracy. 

IV. Proposals' for Economic Intelligence Systems 

Table 3 shows, in simplified graphic form, four proposed 
levels of economic intelligence systems. Levels 1 and 2 are 
practical, manually operated investigative routines. Level 3 
involves a background "control" study that might be useful in 
training or in making periodic adjustments. Level 4 suggests a 
method for setting up an arson early warning system a year or 
two down the line, using the products of routine investigativ~ 
research. Detailed discussions of each level follow, but all 
have the same logical basis: that arson and r.elated insurance 
fraud can be investigated systematically, like other crimes. 

Usually, when dealing with organized kinds of crimes, where 
levels of planning and organization are evident, law enforce
ment personnel draw up a "known violators" list. This is 
usually a group .of habitual, career criminals known to special
ize in a particular type of crime. It is assumed that the 
major violators are responsible for a large part of the crimes 
committed. For example, a list of known and reputed "hit-men" 
would be valuable if it included people doing even a fraction 
of the known murders with underworld connections. A list of 
fences might be valuable if they were doing only 15 percent of 
all the criminal receiving in the area, because the total 
volume of traffic in stolen goods is so tremendous. 

Typically" such lists are assembled from prosecutions, sur
veillances (of principals and associates), "street" informa
tion, and open investigations. Usually, they do not contain 
the names of new offenders, and are often inaccurate as to the 
relationships between and among offenders and their associ
ates. Most suffer from the "chart" mentality, where organized 
criminals are seen to work in a stable and fixed hierarchy, 
which only changes through death and perhaps imprisonment~ In 
reality, relationships of power and influence in much of the 
underworld change from one particular scheme and conspiracy to 
the next. So a list of principal racketeers and their associ
ates is at least a starting point in the development of an 
anti-crime strategy. 
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Arson-for-profit is a different type of crime problem. 
Every arson is recorded, at least as a fire in a specific 
building on a specific date. Every building has a legal owner 
of record at every point in time. Thus it is possible to make 
a potential major violator list of fire-prone owners which 
includes every possible arson in the geographic area under 
consideration. Period 

1910-30 

1930-50 

1950-60 

1960-70 

1970-73 

1974 

1975-76 

1977-78 
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TABLE 2 

MORAL/ECONOMIC FACTORS TABLE FOR SYMPHONY 
ROAD, BOSTON, OVER SEVEN DECADES* 

Economic Factors 

Working-class tenements 
built for families 

National depression, 
war changeover from gas 
to electric illumination 

Movement to suburbs 
failure of local 
employer 

Post-war ~abies reach 
college age, fill 
Boston 

Student demand peaks 
late due to local music 
school. Heavily 
leveraged speculation 
in subdividing for 
students. Rent con
trol. Increasing 
pressure for repairs 
from city inspections 

Oil crisis inflation. 
Drop in student 
population leads to 
vacancy problems 

Student population 
falls. Area gets bad 
reputation 

Gentrification, condos, 
citywide arson all 
reduce vacancy rates. 
Rental housing 
shortage 

Moral 
Factors 

Unknown 

unknown 

Neglect by 
Boston's 
largest 
slumlord 

Sale of 
buildings to 
younger 
managers 

Buildings now 
in hands of 
speculators
investors. 
Rise of pro
fessional 
managers 

Owners meet 
arsonists 

Some build
ings change 
to street 
criminal 
tenancy 

Community 
groups, law 
enforcement 
anti-arson 
effort 

Fire 
Problem 

Unknown 

About twelve 
small fires 

Same general 
fire rate-
first fatal 
1959 

Same rate 
few more big 
fires 

As above 

Firslt wave 
of large 
fire!s 

Seccmd fire 
waVE~ in 
76-77 broader 
arecl' 

Fires back 
to pre-73 
levels 

*Economic influences and fire problems in the high-numbered 
half of Symphony Road, Boston, 1910-1978. Sources: Building 
Department, Registry of Deeds, Fire Department;. City of Boston 
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TABLE 3 

LEVELS OF ARSON INTELLIGENCE 

Level of Routine Investigation 

I. Ten-year financial and 
ownership history (Registry 
of Deeds), code history-
fire building only. 

II. Ten-year listing of owner's 
other properties (Registry 
of Deeds) and previous 
fires. 

III~ Control research into 
owners without recent 
fires. 

IV. Early warning system 

*Notes appear on following page 

. . 1 * 
Per-F~re T~me 

One person/day 

One person/day 

One person/day 

One and one
half person/ 
days 

, ... 

Estimated cost2 

$60/fire 

$60/fire 

Depends3 

$60,000 start
up.4 Plus 
$100 per new 
building 

Collated Products 

Fire ... prone owner 
li£,t (after a 
yeclr), various 
economic studies 
of risk, fire
prone mortgagee 
lists 

Fire~prone owner 
list (immediate), 
economic and moral 
hazard studies of 
risks, fire-prone 
associates lists 

Studies of what 
economic situa ... 
tions are fire
prone; resource 
allocation, inspec
tion program, 
priorities, legis
lation, prediction 
systems. 

Neighborhood 
development policy, 
more precise ver
sions of products 
of #111, above. 
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Footnotes to Table 3 

1Wi11 vary with qualifications of person doing the iob. 
Interagency cooperation could reduce the time by making this 
research into a series of phone calls, with the records 
searches done by personnel at the Registry of Deeds, inspection 
departments, etc. Another outcome of this kind of organiza
tional approach might be to increase the time of completing 
each investigation, but reduce the cost, or spread it through 
various budgets in a task-force approach. 

2Based on using a civilian investigator paid $15,000 per 
year to work 250 days. In my experience, such people work at 
about the speed estimated in the previous column. Thus about 
the minimum program for one full-time person would be the first 
two routines performed on about 100 to 150 building fires per 
year. This job also might be adapted to permanent part-time 
work for a housewife or retired person, in jurisdictions with 
less fires. 

3Depends, among other things, on how far you want to go. 
This level of research is almost universally ignored because it 
does not appear productive in solving arson cases. Arguments 
for this research appear in the text of the paper. A minimum 
program for training evaluators might be ten buildings at $600 
to $1,200. It is also possible to derive a useful sense of 
normal figures from city planning agencies in larger cities. 
For example, they know how many buildings there are, and you 
know how many fires there are each year. From this can be 
derived a crude average number of fires per building per year, 
from which you can evaluate (crudely) fire-prone owners. 
Neighborhood breakdowns are that much better. 

4Based on $24,000 to resp~rch 100 buildings and paired 
controls (200 in all), $26,000 for computer analysis and boon
doggle factors. I would add that two attempts in progress to 
set up early warning systems average over $100,000 in start
up. On the other hand, half the work consists of the same 
~inds of research which I propose doing routinely as Levels I, 
II, and III. So this can be considered as an option to be 
added on later to a basic program. 
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The problem with such a list is that it also includes many 
people who are probably innocent of any wrongdoing. Common 
sense would suggest that the most fire-prone landlords, the 
ones with as many fires as buildings in a given time span, are 
not innocent. But even if they were, this list is a legitimate 
one, so long as it is described accurately. For example, the 
following description might be used in an internal memorandum 
by personnel who seek management approval to put their list of 
fire-prone owners to constructive use: 

This is a list of the most fire-prone property owners. 
Some are very substanti?l owners with average fire accident 
rates. (The town's number of building uni ts divided by the 
number of accidental building fires is the accident rate.) 
Some of these owners are negligent owners maintaining 
improper conditions which contribute to avoidable acci
dents. Some of these owners may be presumed to be setting 
fires or having them set. Some are the victims of unusual 
bad luck with problem tenants and juvenile vandals. How
ever, all of them are also the legitimate objects of public 
efforts to reduce their risk of fires. 

Some other aspects of organized crime investigation can be 
carried into economic arson intelligence systems. One is the 
notion of listing supporters and associates of the most fire
prone owners. The prosecution of arson conspiracy cases has 
shown again and again that where owners get away with the same 
crime repeatedly over a long period in one place, others become 
involved in ever-widening conspiracies. Therefore, links among 
fire-prone owners may be the first indication of such a con
spiracy or may indicate the existence of a series of 
conspiracies. 

Many organized crimes have secondary actors who help link 
up the criminal networks. For example, burglars can be 
researched through the receivers (fences) and distributors of 
stolen goods, as well as through tipsters and "set-up" men. 
Arson groups have been organized by, or have included--on 
occasion--representatives of such fire-related professions as 
insurance agents, public insurance adjusters, fire rehabilita
tion contractors, board-up servicemen, salvage companies, glass 
c~mpanies--almost anyone regularly involved in any aspect of 
fIres. Because the real estate business is so dominated by 
leveraged (i.e., mortgaged) activities, credit sources are 
important to every real estate enterprise. Private lenders and 
even personnel in thrift institutions have been implicated on 
occasion in arson-for-profit conspiracies. Routine intelli
gence could be gathered on the associational networks of fire
prone owners, including credit unions and thrift institutions 
which grant mortgages to fire-prone owners on a consistent 
basis. A listing of all potential insurance payees for each 
claim seems essential for evaluation of motive in a suspicious 
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fire, given some of the complicated arson-for-profit schemes 
now in use. Such a list would include the first and sometimes 
second and third mortgagees--who might have an arson motive. 

In summary both 'che "known violators" and "s upporters/ 
associates" li~tings are techniques which can be adopte~ from 
organized crime control investigation for use in economIC arson 
control. 

One other kind of product can be assembled fr~m the , 
routines of research proposed below. It is a serI:s of ~tudIes 
that may help to form future priorities for arson InVeS~lga-, 
tion, and even fire prevention activities. If every ~aJ~r fIre 
is investigated for the economic background ~f theprInc~pa~s,~ 
the average economic backgrounds of the area s burned bUIldIng~ 
can be compared with city-wide averages, or selected "cc;>nt:-ol 
buildings." The result can be compClrisons of such statI~tIcs 
as tax arrearages for different owners~ parcels, or sectIons of 
the city. This approach is discussed more fully under 
"Level III" research, below. 

A. ~evel I: lO-Year History for an Individual'Building 

This type of intelligence effort is suggested,as,a ba~ic 
level of economic background research for most b~l~dIng f~res. 
It should be done as routinely as a cause and orlgl~ examIna
tion at suspicious and undetermined 10sses, fatal fIres, and 
even accidental fires above a ce:-tain dolla:- ~mount. Based on 
both scene and economic examinatIons, a deCISIon can be made 
~possible further investigation. 

Why do this, even where the fire has been attribute~ to an 
accidental cause? Because the economic background provIdes 
another viewpoint (a "second opinion") which can be compared 
with results of the cause and origin exami~at~on. ~any profes
sional arsonists take pains to conceal th:I~ Ince~dIary , 
devices, and several have been known to mImIC accIdenta~ fIr:s, 
particularly electrical fires. Thus, a second, fresh,vIewpolnt 
on motive can be helpful, and it can come from economIC 
analysis. 

Fire scene investig;tion is dirty and difficul~ work. Many 
things are missed because of darkness, mess, or beIng rushed: 
There are mistakes, and sometimes there may b~ a lack of dedI
cation on the part of overworked and undertr~lned perso~nel. 
Every now and then a cooperative witness admIts to settIng 
fires that have sat around in the files for months or ye~rs, 
labeled (incorrectly) as "accidents." A routin~, economIC 
check on those incidents would have cast SUspiSIon !ery early 
on many of these accidents. While no prose~utlon,mlght,have 
developed, a name would have gone onto the InvestIgator s 
"think-about-it" list, and perhaps that owner would have been 
investigated more thorougnly the next time he or she suffered a 
fire. 
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Such development of background files might take as much as 
half again the amount of the research time, in terms of sorting 
a~d typing names onto paper. However, as time goes by, a 
fIre-prone owner list is developed--a list which is accurate 
and precise as to owners of record. The list can be used by 
new personnel on the arson squad, and not just carried around 
in the ,memory of one person who eventually retires or is trans
ferred out of the fire investigation unit. This list meets all 
tests of fairness and can be used as the basis of selective 
fire prevention and code enforcement inspections. 

~nother file can be built up of potential insurance payees 
on fIres. This refers to mortgage holders (including banks), 
second mortgage investors, lien holders, etc. This listing, 
among other things, provides a guard or hedge against being 
misled or confused by "straw"* ownerships. In many highly 
~inanced buildi~g~q ~ortgage holders may be the only possible 
Insurance benefIcIarIes of an arson fire. 

After a period of research routines, described above, the 
user can go back through the files and test some ideas ab()ut 
economic intelligence. For example, one may ask how many of 
the fires in these classes were in buildings with sUbstantial 
tax arrears, code violations of certain types, or heavy mort
gage financing? Everyone has vague ideas along these lines, 
but routine economic research enables one to make more precise 
assessments and informed judgments. A fire wave in a particu
lar neighborhood is often vaguely attributed to speculators. A 
~roperty research file may provide a more firm hypothesis or 
In~erence; ,at least until a thorough investigation can resolve 
thIS questIon. Rumor may have it that established local owners 
are being plagued by vandals from outside the neighborhood. ' 
The property file can rule out other explanations and perhaps 
may support this. Some of the long-term economic studi.es can 
serve as the basis for fire prevention plans, even the back
ground for remedial legislation. 

B. Level II: 10-Year Listing of Owners of Other Properties and 
Other Fires 

,Obviously, if research is done at Level I for a ten-year 
perIod, the owners' other fires will all Be in the card file. 
If not, a full-scale search through the indexes at the local 
Registry of Deeds office is required. This provides many kinds 

*See Appendix I to this paper, "Straws." 
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of information with both immediate (tactical) and long-term 
(strategic) intelligence value. For example: 

• The ten-year listing provides ~ considerable feel for 
the evolution of a real estate firm's business as a 
whole. Is this person expanding, on the skids, 
getting out gracefully, or stable? Is he/she in 
trouble on other properties or loans, providing a 
possible motive for the fire in the building 
researched in Level I? 

• 

• 

The listing also can identify associates of fire-prone 
owners. Has this person bought from, sold to, or been 
financed by another fire-prone owner? From this ques
tion can flow decisions to go into major 
investigations of fire-prone groups. 

The list of previous fires of the subject owner is 
perhaps the most relevant and striking index of 
possible moral hazard. Although a lot of previous 
fires are not evidence of arson, they are very 
suggestive about the character of the owner. Police 
routinely use arrest records in evaluating suspects in 
criminal investigations. Arson investigators could 
reasonably do likewise, using previous suspicious 
fires as an index, which is weaker than arrests, but 
still informative. 

By this same rationale, estimates can be formed from 
histories of code violations. These are, after all, 
violations. They carry small penaltip.s and do not 
usually go to court, but it is worth considering that 
someone who habitually violates, e.g., the sanitary 
code, may be more likely to cross the line into arson 
than an owner who abides by the law in repairing his 
buildings. 

A variety of economic studies are possible. One phenomenon 
noted in Boston is the grouping of property into three classes 
by size: (a) owners of one to three buildings, accounting for 
about 4q percent of building fires, (b) owners of four to fif
teen buildings, accounting for 40 percent; and (c) larger 
owners, for 20 percent. The medium group of owners have a dis
proportionate number of fires, which suggests several possi
bilities: there is considerable arson for profit, that some of 
it is conducted by regular networks of people, and that specu
lators are likely to be involved. It should be added that all 
of these possibilities are supported by the fact that medium
sized owners generally fall into one of two groups--those 
experiencing few fires versus those with many fires. 
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C. Level III: Control Research 

This intelligence function involves research intp buildings 
and owners that did not have a fire. While it may seem odd to 
do research on a building that has never had a fire, the reason 
to do so is to set baselines. This is useful because research
ers otherwise can get a warped impression of the world by look
ing at nothing but buildings that have fires. 

It is useful in arson investigation to know what is a 
"normal" lodging house owner's fire record. Does Mr. X have 
the types of fires everyone gets in that business, or is he 
exceptionally fire-prone? It is good to know what "normal" 
apartment house financing looks like, so a guess can be made on 
whLther there was a motive to burn a particular building. 

It may be that the workload demands of the investigator 
inhibit the completion of this control research, but it should 
be pointed out that it makes economic studies of the sort dis
cussed above much more accurate. A control group of buildings 
without fires-rs-desirable in order to make any generalizations 
about buildings that do have fires. For example, it may seem 
very interesting that 60 percent of the buildings that burn owe 
back taxes, but it is not if 60 percent of the buildings that 
do ~ burn in those neighborhoods also owe back taxes. 

There is something to be said for looking at a question the 
other way. Typically, in researching the history of some 
burnt-out shell, questions are asked like, "Why did this fire 
happen? Who wanted it to happen?" It is good sometimes to 
research a building in a bad area that did not burn, just like 
doctors ought to study a healthy person now and then to see why 
he or she survived or stays well. 

D. Level IV: Early Warning Systems 

Most firemen employ some kind of an early warning system. 
Cynically, a fireman may tell someone as they drive around, 
"That one looks about ready to go." Several teams of research 
investigators are now experimenting with arson early warning 
systems based on different mixes of moral hazard background 
data, economic study, and historical and geographical fire 
information. Whether these systems will work or whether they 
can be made cost~effective are questions that require a l~ngthy 
argument--Ionger than the space available here.* However, 
early warning systems should be listed as a type or level of 
intelligence because that is really what they are. Even the 

*See discussion of several demonstration projects to 
develop Arson Information Management System, in Part I of this 
Manual, Chapter 9. 
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most sophisticated computer program for an arson prediction 
system is nothing more than a structured plan for using eco
nomic, criminal, and fire data, which is to be studied care
fully and turned into a prediction system. 

Informal predictions by firemen, and more formal ones by 
arson investigators, are an important part of investigation and 
prevention of fires. All the economic intelligence routines 
discussed above in Levels I, II, and III will produce a cer
tain amount of prediction. Table 4 shows the cyclical nature 
of detection, prediction, and prevention of arson. Although 
the chart was intended to relate to specific computer analysis 
of criminal investigation data, it ~pplies broadly to all kinds 
of intelligence about arson. 
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'l;'ABLE 4 

PRINCIPLES OF INCENDIARY CRIME ANALYSIS* 

ARSONIST 

INCENDIARY 
FIRE 

Prevention 
Phase 

I 

I 

A 
'" '\. 

ARSON FIRE 
DETECTED 

Detection 
Phase 

DEPLOYMENT OF 
CRntE PREVENTION 

ACTIVITIES '" 

./ '\. 

'" '\. 
INVESTIGATION 

Prediction 
Phase 

COMPUTER 
ANALYSIS 

S.TATUS REPORTS 

• State Fire Marshals 
• Arson Investigators 
• Insurance Companies 
• News Media 

*From Icove, Principles of Incendiary Crime Analysis, 
Ph.D. dissertation, University of Tennessee, Kno*ville, 1979. 
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Appendix I 

Straws 

A "straw" is a person or business entity appearing in property 
records as being the owner of a property, while actually acting as 
a "front" for the real owner. Straws may appear on paper as 
individual owners, trustees, corporate officials, shareholders, or 
any other form of owner or interested party. 

Straws are used for a variety of reasons, not all of which are 
illegal. One type of straw is used to negotiate for and buy 
property in secret. This type is used to avoid raising the market 
value or to avoid adverse community reaction. Such a straw is 
ultimately revealed when the property is transferred to the real 
owner. 

A common use of straws is to avoid legal liability. The straw 
usually owns a property individually, and thus is subject to suits 
of all kinds. But since the straw has few or no personal assets, 
the liability ends up being limited to the one property owned, 
which is often the straw's only tangible asset. Such straws are 
said to be "judgment proof" as they have no outside income or 
property for a court to seize. 

One straw seen frequently in arson research is a person who 
"buys" a property after a fire, but before the city orders the 
building torn down. This "demolition straw" has no assets to pay 
for the razerand-fill job, so all the city can do is go ahead with 
the razing on its own budget, and put a lien on the vacant lot. 

Straws can be used similarly in tax foreclosure situations to 
avoid real estate taxes. Often there is a law that a person who 
loses a property to tax foreclosure cannot buy it back at 
auction. But such an owner can sell to a straw before the tax 
lien is attached, and buy back the property under his/her own name 
at the auction. Or the owner can allow the property to be 
foreclosed, then have the straw bid for it at the city auction. 
Either way, the owner retains control of the building, and avoids 
severa~ years of tax payments. 

Straws can also be used in arson conspiracies to obtain insur
ance coverage for known arsonists or arson-prone owners, or to 
obtain and hold mortgages which further conceal the true owner.* 

* Where the straw falsely represents to a bank or savings and 
loan association that he or she is the actual owner, the straw may 
be liable for prosecution under a variety of federal and/or state 
false statement statutes (e.g., 18 U.S.C. secs. 1010, 1014). This 
is also true if the straw applies fOI a federally guaranteed 
mortgage, HUD program loan, or other federal subsidy, and 
misrepresents either the true ownership or any entry on a 
pertinent financial statement. 
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Straw ownerships can be set up with concealed legal contracts 
between the straw and the real owner, including annual wages and 
agreements about various contingencies. One of the simplest ways 
to set up a straw is to arrange the original sale to the straw. 
At the same time a deed (usually a quitclaim deed) from the straw 
to the real owner is signed, but kept and not filed by the real 
owner. When the real owner needs to take title to the proper~y, 
he pulls this deed from the safe, regis~ers it legall~, ~nd, In 
many states, becomes the owner retroactIvely to the sIgnIng date 
of the deed. 

The 
in-law, 
because 
enforce 
may be. 

straw can be a family member, close friend, employee, 
or other person with whom no written contract is necessary 
persuasion and other non-legal means can be relied upon to 
compliance with the terms of the contract--whatever they 

Straw ownerships are generally legal so long as they are not 
used for illegal purposes. However, typical illegal purposes are 
tax fraud, insurance fraud, credit fraud, illegal attempts to 
avoid civil suit liability, and concealing assets in a bank
ruptcy. As a practical matter, straws are nClt routinely investi
gated and such frauds to which they become party are only some
times'detected. If the straw has been carefully instructed, it is 
hard to prove that he or she is not the real owner of the prop
erty, or a legitimate business associate of the real owner. S~, 
while many straw arrangements are legal, they may be characterIzed 
publicly as "sharp," "shady," or even "unethical" practices. 

In time most straws reveal themselves to patient investigators: 

• The straw either buys from or sells to the real owner in 
every case, usually without cash equity. 

• The straw is a relative of the owner. 

• The straw is unknown to the tenants; the real owner 
collects the rents. Significantly, for purposes of arson 
investigation, he also makes insurance, utility, mainte
nance, and other payments--often traceable because checks 
are used. 

• The straw is a person obviously without assets. The 
straw is single, or on welfare, or elderly, or retired, 
and lives in rental housing. 

In any single case, the investigator may ask, "Whose straw is 
this person in question?" Consider: the str~w's employer, the 
owner of the building where the straw lives, a well-known landlord 
who uses the same management company, attorney, notary public (on 
deeds), broker, contractors, and tax lawyers as the straw. These 

I 
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leads are not decisive, but suggestive of directions in which the 
arson inquiry might go. 

One special case is the lawyer (often a real estate convey
ancing attorney) who stands as a straw trustee or corporate 
officer for a client. Such errangements are seldom revealed- until 
the building is sold, if even then. 

When investigating arson-for-profit schemes, straws can 
present some difficulty. However, most can be guessed at with the 
methods listed above, but they often remain listed in files and 
inv6stigative reports as ·close associates· or "probable associ
ates· of the real owners. Many straws will readily admit such 
relationships when interviewed, and an owner rarely uses more than 
a few straws, so treating the straw as a real owner will still 
allow one to pursue the fire record and management reputation of 
that property ownership, whether it is real or straw. 

Because arson has been so easy to perpetrate and get away 
with, arson conspirators may nQt bother to use a stra~ ~n an arson 
fraud scheme. The straw arrangement can be more SUSPICIOUS, 
especially to an insurance company, than the incendiary fire 
itself! This may change as community groups and law enforcement 
agencies use property research to target fire-prone owners. 
Straws may then become a necessary and more commonpla:e element in 
arson-for-profit schemes, which we have already seen In many 
cities throughout the country. 
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Tactical Intelligence on Economic Arson: 
Analysis of Real Estate Records 

From a research and investigative standpoint, there are. 
major differences between real estate and commercial busi
nesses. Instead of inventory, the owner has buildings. Real 
estate is usually highly leveraged (mortgaged), because of the 
structure of tax deductions for real estate investment. Since 
for tax purposes the owner may want it to appear, on paper, 
that he is not making much money, the arson investigator faces 
several difficulties in making the most basic evaluation of 
real estate financial records. He must ask, "Was this building 
making money for the owner when it burned, o~ was there a pos
sible motive to 'sell it to the insurance company?'"* 

Sources of Real Estate Financial Information 

Unlike a commercial business, a real estate firm makes 
money in five different ways. (However, the fifth is a special 
way of accounting that is often used for tax reasons.) These 
are: 

1. Cash Flow. This refers to income from rents that 
exceeds expenses, including debt service. Thus, fire investi
gators should determine the vacancy/occupancy situation of the 
building under question. 

Cash flow can be increased by raising rents, or by 
decreasing expenses, beginning with the reserve fund for major 
repairs. Then owners can terminate or scale down routine main
tenance, and payment of utility bills and taxes. Where munici
pal tax collection systems are weak, some owners can make a 
whole business out of running buildings while building up tax 
delinquency. As less money goes back into the building, its 
future as rental property is reduced. Because this con
tributes to neighborhood decline (as well as the eventual pros
pects of arson in the deteriorating building) the practice is 
criticized widely, but it is still common to find it. The 
street phrase for this is "milking," taking money out of a 
building without putting anything back in. 

*It should be noted that almost every real estate business 
accounts profitability on an individual building-by-building 
basis. 
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The less actual money the owner has invested (i.e., equity) 
a~d the more h7 has borrow7d, the more magnified are the posi
tlve and negatlve changes ln cash flow. The real estate indus
~ry often uses a ratio called "cash on cash" (cash flow to cash 
lnvestment) to express this potential to possible investors. 

Cash flow is the most important aspect of profitability. 
Only ~ong-term investor~ or established speculators can look at 
neg~tlve cash flow philosophically, while considering the miti
gatlng effects of the other three profit aspects. The more 
leveraged and speculative real estate investors must keep cash 
flow in the black. "Milkers" are in it mainly for-the cash 
f~ow, often using cash flow advantages to overcome problems 
llke tax foreclosure, bank foreclosure, and declining 
neighborhoods. 

2. Equity Build-ue. As an amortized mortgage is paid 
back, the principal is reduced. The owner has a second form of 
inco~e in his increasing ownership of the ~uilding. While this 
proflt can only be realized when the building is sold or refi
nanced, it is taxable at the lower capital gains tax rate 
rather than as income tax. ' 

In order to maintain high cash-on-cash returns, real estate 
owners try to keep equity down. The ideal is to refinance 
every five to ten years, although interest rate changes of 
rec7nt ye~rs ar~ altering this strategy. The old rule was to 
avold egulty bUlld-up, and instead refinance by using the capi
~al gain to buy other highly leveraged buildings. This financ
ln~ system has allowed real estate speculators and investors to 
bUlld vertical pyramids of property holdings. 

3. Increase in Market Value. This is the speculative area 
of real estate. Many economic and social factors determine 
wheth7 r a ~ive~ building will rise or fall in value over time. 
The s7;~atl~n lS ~ften complicated by investments in building 
r7habl~ltat19n tallored to an expected change in occupancy over 
tlme. . 

Although abnor~al fluctuations in the housing market may 
~ffset weaknesses ln the cash flow of the given investment it 
1S not. usua~ly the financia~ly sound investors who get int~ 
that.sltuatlon. When a nOVlce operator gets into an investment 
n7edl~g both cas~ flow and big market value gains, the situa
tlon 1S doubly rlsky, and arson for insurance fraud ~ result. 

~ S~c~ speculative plans often corne apart at the point of 
Lransltlo~S •. The owner can find problems with existing tenants 
who are dlfflcult to evict, with zoning authorities, with con
tractors, or with consummating the intended sales. If any such 
obstacle prevents the sales, arson may be a profitable solution. 
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4. Tax Shelter. Because depreciation is deductible 
against income (for federal income tax purposes), the advanta
geous situation is to show a "loss" through depreciation in a 
building with positive cash flow. The value of this loss 
varies according to the owner's other income. Thus, a lawyer 
in the 50 percent tax bracket may save much more with tax 
shelter income than a real estate broker with less personal 
income. 

Investigators should bear in mind that "no one makes money 
by actually losing money." Thus, negative cash flow is always 
undesirable. The "losf"" involved in depreciation ~sts only 
on eaeer. 

5. Management Fees. This is not a source of income per 
se, but a way of accounting that is commonly used by very large 
property owners. The management fee shows up as an exeense to 
the building, where it lowers taxable cash flow or increases 
depreciation tax shelters. It is taxable income for the man
agement, which can be an individual with other tax shelters, or 
a corporation with a lower tax rate. Depending on the true 
costs of management, some money can be saved if the tax liabil
ity can be reduced. Thus, the investigator should be aware of 
this when reading the financial statements of a given piece of 
real estate, and he should ask the question: is the management 
fee going to the owner in another, disguised form? 

The 
company 
the top 
him are 

most common "set-up" is the incorporated management 
by which a wealthy property owner takes 9 percent off 
and puts it into his corporation. The advantages to 
similar to those of an incorporated professional. 

Where Can We Find Financial Statements for Real Estate? 

1. As with business statements, balance sheets are made up 
for prospective buyers. Such a sheet ~s called a "set-up" in 
the trade, and a hypothetical one is discussed below. Note 
t lt the set-up combines features of the balance sheet and the 
operating statement as explained in Loretta Campbell's paper.* 
Set-ups often combine actual and anticipated income. Because 
they are a selling tool, they are often exaggerated or 
deliberately deceptive. 

2. Banks and other mortgage or contract lenders are often 
given financial data as part of a loan application. Typically 
a mortgage investor will get an estimated income statement 
similar to a set-up; sometimes there will be an actual income 

*See Loretta Campbell, Target Comeany, Inc.: Balance Sheet, 
tactical guide in this Manual. 
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statement, or even a monthly cash budget. Banks may also 
require a total income statement on all of a person's holdings, 
or other financial background data. 

. 3. ~n some jurisdictions tax assessors use the capitaliza
t10n of ~nco~e m7thod to set values on rental housing. This 
calculat10n 1S d1scussed below, but would require an income 
s~atement be presented to the assessors. Property owners who 
d1spute these findings file requests f.or abatements, and these 
also often contain figures on income. 

4. In a few cities and towns rent control exists or 
exis~ed for a time. Such regulatory systems require landlords 
to f1le at least rent data, and often other business details 
especially when applying for rent increases. ' 

"SET-UP" FOR: 657-659 'BEACH STREET 

Description: 

This building is an eight-unit dwelling in a declining 
neighborhood. It is selling for $100,000 (asking price). 

Rents 
Vacancy and collections 
Net Rental Income 

Operating Expenses 

Maintenance and repairs 
Management 
Taxes 
Insurance 

Net Operating Income* 

Mortgage interest and amortization 

$1,200 
800 

2,000 
1,000 

(Cash Fl~w before Taxes, i.e., net operating 
income m1nuS mortgage and amortization) 

$16,000 
(1,000) 

$15,000 

(5,000) 

$10,000 

(8; 703) 

$ 1,297 

*Also called Cash Flow from Operations, Cash Flow Before 
Financing, Operating Cash Flow, or Free and Clear Cash Flow. 

i ! 
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Ratio Analysis of Set-ups 

Ratio analysis of real estate is difficult because there 
are so many variables, particularly in the smaller buildings, 

where much of the arson-for-profit takes place. Since most of 
the ratiOS are aimed at setting market values, this discussion 
will begin there. . 

1. Gross Rent Multiplier (GRM). This simply divides the 
market value by the rental income. On 657-9 Beach Street, the 
GRM would be 6.25. As with similar multipliers used on common 
stocks, a considerable range might work under different situa
tions for different owners. Note that this measure does not 
take into account any variables in expense such as taxes. For 
this reason, the GRM is not widely used among sophisticated 
investors. When it was popular, GRMs of 6 and 7 were thought 
to be very good, with numbers as high as 10-12 permissible in 
"speculative markets." The more solid the investment was 
thought to be, the higher GRMs could be allowed to slip, while 
some slum buildings sold for GRMs of 4-6. 

2. Net Operating'Income'Multipliers. This has the advan
tage of taking expenses into consideration. A good number is 
thought to be 10, with modern buildings running to 7-9 (due to 
cheaper maintenance costs). There is less variation here than 
in GRMs. Note that our building had a very favorable GRM at 
6.25, but a mainstream figure with this ratio of 10. 

3. Capitalization Factors (Cap Fac). This me~hod is now 
taught in business school real estate courses and 1S the usual 
basis of discussion in tax assessment journals. There are var
ious forms of capitalization calculations, but all have the 
general formation that capitalization rate is the cash flow 
divided by the value. Notice that this makes the number the 
inverse of the multipliers above. 

Lenders usually use net operating income, which would give 
our property a capitalization factor of .10. Notice that if 
rents on our property went up $5,000 a year, this "Cap Fac" 
would become .15, while the GRM would go from 6.25 to 5. The 
lender typically wants to know a market value, and uses a pre
determined cap factor, which is usually 'a certain amount higher 
than the prevailing interest rate. 

Property investors usually derive a cap factor from Cash 
Flow Before Taxes, divided by equity. This figure is different 
from the lender's calculation above, but related to the rate of 
return. If our building were financed at 90 percent, equity 
would be $10,000 and this cap factor would be .13. If, how
ever, financing was only 80 percent, the cap factor would be 
.067. 
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Other Issues to Examine when Reviewing Ratios: 

Rents. Raising rents is the major way to affect both cash flow 
and such ratios as GRMs, unless this policy affects vacancies 
and collections (see next item, below). 

Vacancy and Collections. This figure is usually estimated at 
5 percent of gross rents, and for profitability it should be 
held to such a figure. For Beach Street it is set realisti
cal~y higher. Vacancy can cut into rent revenues rather 
eas1ly. The $1,000 entry in this set-up allows five apart
ment/months of vacancy, but if buildings in this neighborhood 
have a 50 percent turnover, which is quite possible, this 
allows only about three weeks to fill each vacancy. 

Maintenance and Repairs. This number ought to approach roughly 
10 percent of gross rents. In addition, the set-up ought to 
contain another item,for Major Repairs and Reserve, which is 
anoth:r 10 percent, 1f not more, in a run-down old building. 
What 1f a new roof or a neh' furnace is needed? Maintenance and 
re~ai:s are,often more than 10 percent on older and smaller 
bU1ld1ngs llke ours, but of course the owner decides what to 
spend. This is a major area for cutbacks that increase the 
cash f~ow,for a while, at a cost in the long-term condition of 
the bUl.ld1ng. 

Management. (See discussion above.) Typical costs of manage
ment ar~ 3 to 5 percent, but rates often go up to 8 percent for 
account1ng re~sons. As a general principle, management ought 
~o cost more 1n,a smaller building than a larger one, but this 
1S often a serV1ce provided by the small landlord on his own 
time. 

Ut~lities. Not an owner's expense in our property. 
th1ng, too, with energy prices increasing steadily. 
to be another 10 percent cut on most set-ups. 

A good 
They used 

Taxes. These va:y widely from jurisdiction to jurisdiction. 
Where taxes and 1nsurance are more than 20 percent of net 
rental income, the situation is questionable and should be 
examined for a determination of what may be behind this. 

Profitability. 

1. Cash Flow. As set-up, this property yields a cash-on
cash rate of return of 12.97 percent. Note that this set-up 
does not include the item "Replacement Reserve," which could 
easily reduce this figure to zero. 

We are presuming that the building is financed at 90 per
cent for 25 years at 8.5 percent, fully amortized. Changes in 
any of these terms would affect the cash-on-cash ratio. For 
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example, 80 percent fin; .. tncing would involve only $7,736 in debt 
service, which would raise the Cash Flow Before Taxes (CFBT) to 
$2,364. But the cash-on-cash rate of return would be only 
11.82 percent. This is one of the advantages of leveraging in 
real estate.* 

One quickly becomes obsessed w~th cash flow. Consider what 
happens if we invest in $4,000 worth of cosmetic repairs, then 
raise rents by $50 per unit. The work is paid for in one 
year. After that the CFBT goes up $4,000 a year, for a cash-
on-cash return of 63 percent. 

The same effect can be achieved by cutting out the expendi
tures for maintenance, repairs, and taxes, and ignoring the 
management fee. Of course, municipalities can foreclose on a 
building for tax delinquency. But if this takes four years, 
for example, the yearly rate of return is still 38 percent, 
even with the loss of the equity at the end. Two vacant apart
ments put the owner 16 percent "in the red." 

2. Equity B?ild-uE. In the financing describ:d ~bov:, 
equity build-up 1S about $1,000 a year. If the bU1ld1ng 1S 
eventually resold, this money can be realized and would make a 
true rate of return of 23 percent. 

Because of the paramount importance of cash flow to many 
investors today, equity build-up is often sacrificed in financ
ing. Instead of fully amortized notes like the one we used, 
many operators are going into standing mortgages of "b~lloon 
notes" which have lower monthly payments because only 1nterest 
is paid. All the principal is due a~ t~e end of the ~ote,.when 
it can be paid off by selling the bU1ld1ng, or by ref1nanc1ng. 
Because a balloon note is a bigger risk, higher interest is 
charged. (The classic use of this form of financing was in 
short-term loans for new construction.) But this is less 
important to the cash flow operator than keeping the monthly 
bite down. 

A more moderate strategy for lowering debt service and 
equity build-up in today's loan market is to extend the life of 
the note. 

Because (a) the nature of mortgage arrangements varies, 
(b) is not publicly recorded, and (c) is very important to the 
profitability of buildings, investigators may want to consult 
accountants in this type of issue. 

*There is a point at which it is not advantageous to lever
age~ beyond that point one encounters "negative leveraging." 
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3. Market Values. The most brutal measures to increase 
cash flow inevitably decrease market value by destroying the 
building itself. This is probably the most common background 
scenario affecting urban arson-for-profit. Buildings becom.e 
overinsured merely by the milking process, with its reduction 
of values. When the building will no longer produce cash flow 
profits, (because the burden of overfinancing has exceeded the 
value of rents) then it is torched. 

Recent inflation has made most rules of thumb about market 
value appreciation obsolete. Just to demonstrate the 
situation, let's suppose that Beach Street appreciates 2 
percent a year. That would be $2,000, less 35 percent capital 
gains tax, or $1,300. Thus a rate of return incorporating 
cash, equity build-up, and market value appreciation would be 
36 percent. However, this money cannot-be realized until the 
property is sold. 

4. Tax Shelters. Of the yearly debt service on Beach 
Street, $7,650 is interest which is deductible against operat
ing income, for federal income tax purposes. So is deprecia
tion, a special tax break for the real estate industry. The 
maximum depreciation for Beach Street would be calculated by 
the 125 percent declining balance method, and would give 
additional "losses" for tax purposes of $6,250. 

Thus, a tax accounting, of this building will show a $3,900 
loss, which can be used on u.S. IRS form 1040 to offset income 
from other activities, including real estate brokerage or man
agement costs. For a taxpayer in the 50 percent bracket, this 
saves $1,950 in actual money, which would bring the return from 
this building, on cash investment, to upwards of 56 percent a 
year. Note that the owner gets the full tax benefits of 
depreciation despite the highly leveraged purchase7 this is 
another pressure for heavy debt in the real estate industry. 

Conclusion 

The typical problem of the real estate business is not 
liquidity, but cash flow from rents to cover operating --
expenses. So long as a modest CFBT can be maintained, building 
ownership looks attractive to most investors. However, only a 
few vacancies or a big repair item can turn the whole scheme 
upside down; or into a short-term loss problem. 

The arson investigator will determine those vacancies or 
that repair item quite early in the course of a check on the 
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owner's motive. Later on, the arson investigator may examine 
financial statements to see how damaging these cash flow items 
would have been.* 

*See the paper Target Co., Inc.: Balance.Shee~, by Loretta 
Campbell, for methods to review and analyze flnanclal state-
ments. 

\' 
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I: 

I: 
Outline of S·teps to Uncover Hidden Ownership 

and Financial Interest 

by Richard Jaffee, Miami, Florida 

I. Piercing the Corporate/Nominee Veil* - Where to look for 
information concerning the true ownership of properties 
identified as actual or potential arson targets. While 
much of the intelligence sought is a matter of public or 
private record generally available to a resourceful 
investigator, some of the data (from banks, for example) 
may only become accessible if the investigation is 
conducted jointly with a local, state, or federal agency 
with subpoena power. 

A. Surveillance 

1. Registration of motor vehicles utilized by 
suspected principals and/or managers of property 
may disclose the identity of individuals or 
entities involved and establish a pattern of 
relationships among them. 

2. Observing and identifying lesser employees of the 
property owners may lead to a disgruntled 
individual with first hand knowledge about the 
concealed ownership of the property. 

B. Public'Records - Concealed owners, or persons who can 
lead you to them, may inadvertently reveal themselves 
in property~related dealings. 

1. Litigation in local courts (indexed under name of 
nominee and suspected principal, if known.) 

2. Building and zoning violations. 

3. Municipal licenses. 

4. Requests for municipal services. 

5. Police complaint files from present or former 
tenants (identified by interviewing beat 
patrolman. ) 

* Assuming the investigator has already checked the 
conventional real estate records in the courthouse at the 
county seat, and has reason to believe that the real owners are 
concealed behind a domestic or foreign corporate or nominee 
facade. 
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Small Business AdIpinistration loan application 
files. 

Private Records 

1. 

2. 

3. 

4. 

5. 

6. 

LDan application files of factors or mortgage 
companies. 

Realtors or business brokers who may have been 
approached to handle sale. 

Contractors who may have been hired for repairs 
or additions. 

Insurance company claim files (to trace 
disposition of any prior settlement proceeds.) 

Vendor's company or bank account records (to 
determine source of funds used to pay major 
expenses of subject property.) 

Tenant or major customer records (to trace 
disposition of checks paid for rent or purchases 
to property owner.) 

7. Buyers of any incidental assets of property 
(i.e., cars, t~ucks, machinery, etc.) will have 
records reflecting disposition- of proceeds. 

Bank F<ecords 

1. Signature cards for corporate/nominee bank 
accounts will identify person(s) having signatory 
withdrawal authority from account. 

2. Disposition of major withdrawals from property 
bank account may be determined by examining 
endorsements on microfilmed copies of checks 
disbursed. Do not overlook cashier's checks 
purchased or direct bank transfers. 

3. Loan files, including those of suspected 
principal, if known (to determine if subject 
property has been listed as an asset on the 
suspected principal's financial statement.) 

Reconstruction'of-Missing'Records - So as to arrive at a 
reasonable estimate of the property's profit or loss 
during recent fiscal periods in order to determine the 
relationship of this to insured value. 

! 
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.Residential or Commercial Rental Property 

1. 

2. 

3. 

4. 

5. 

Collect rental income data by interviewing former 
tenants who may be identified by examining: 

a. Utility company customer recordsf 
b. City directories such as Polk's and 

Bresser's, 
c. Chamber of Commerce or similar local 

business organization lists of members for 
commercial tenants, 

d. Municipal agency complaint and violation 
files (i.e., Police, Fire, Building & 
Zoning, etc.) f 

e. Litigation files in local court records 
(indexed by name of the registered 
owner--check both plaintiff and defendant 
indices), and 

f. Credit agency service files. 

If bank records accessible, analysis of checks 
deposited to the property's bank account will 
provide income data for rents paid by check. 

Records of local real estate brokers may contain 
income statements for the property submitted by 
owners during past efforts to sell it. 

Former employees of the property can provide 
excellent leads to income and expense information 
and possible retained records. 

Estimated expenses of the property can be 
obtained from principal vendors of goods and 
services to the property such as: 

a. Utilities--light, power, gas, water, 
telephone; 

b. Fuel--heating oil, coal, bottled gas, 
kerosene, and 

c. Contractors--plumbing, heating, electrical, 
roofing, painting, glass, janitorial, etc. 

6. Real estate management and rent collection firms, 
if employed by the owners, should have excellent 
tenant and income records. 

"Going'Business" Property 

1. If subject business has a few! large customers, 
their purchase records will provide data for 
reconstructing the gross sales of the business. 
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8. 
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Sales of businesses such as bars and restaurants 
with a large number of small cash transactions 
can be reconstructed by applying the percentage 
mark-up method to purchase data obtained from 
their principal suppliers. (U.S. Departments of 
Labor and Commerce maintain statistical data on 
typical profit percentages for various industries 
and businesses in different geographic areas.) 

If accessible, bank statements, deposits, and 
cancelled checks provide the best source of 
information from which to reconstruct records of 
income and expense. 

Local business brokers who may have been 
contacted about selling the subject property may 
have been provided with profit and loss 
statements or copies of income tax returns. 

Municipal or state sales tax records may reflect 
sales figures of the business for an extended 
period. 

Credit card company records will contain non-cash 
sales information from which total income can 
frequently be estimated with reasonable accuracy. 

Local or state tangible property tax records may 
disclose the size and value of business 
inventories on an annual basis. 

Miscellaneous additional income from such sources 
as vending machines, juke boxes, etc., should 
also be included. 
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