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(4) Proof of a likely taxable source of income 

has been found sufficient in a number of crimi

nal income tax cases by: 

(a) Showing that defendant did not report 

certain income on his tax returns. [U.S. v. 

Chapman] 

(b) Showing that defendant did not report 

certain income for years prior to indictment peri

od. [US. v. Skidmore] 

(c) Comparison of business operations 

and profits of defendant for indictment years 

with profits or prior operations for a comparable 

period. In the Holland case the Supreme Court 

pointed out that the business of the defendant, 

a hotel, apparently increased during the years 

in question, whereas the reported profits fell to 

approximately one quarter of the amount de

clared by the previous management in a com

parable period. 

(d) Effectively contradicting defendant's 

assertions as to nontaxable sources. In United 

States v. Adonis, the salaried defendant had 

asserted in a prior unrelated judicial proceeding 

that the $44,000 he used to purchase a house 

had come from loans and gifts. The Govern

ment proved that the alleged donor was sup

ported by her family that the supposed credi

tors were dummies or of such financial condi

tion as to imply that they had no available as

sets to loan. The court considered the conduct 

of the defendant "an effort to conceal ... the 

real sources of taxable gain." 

(e) Opportunities of defendant to receive 

graft. In United States v. Bryan Ford, the taxpay

er was a policeman and a member of the vice 

squad. The Court held that evidence admitted 

to show opportunity to receive graft, not the 

actual receipt of graft. was sufficient to show a 

possible source of income. (The Supreme 

Court remanded the case to the District Court to 

vacate judgment and dismiss the indictment on 

account of the death of the taxpayer.) However, 

in Fred M. Ford v. United States, the court said: 

"The evidence sufficiently disclosed that in the 

defendant's office of Chief of Police, he had 

opportunities of receiving income from graft, 

payoffs or other illegal sources. There can, of 
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course, be no presumption that the defendant 
was guilty of such gross misconduct as to be the 
recipient of such ill gotten gains. The presump
tion is to the contrary ... the testimony of this 
woman as to payoffs with which the defendant 
was not shown to be connected was both erro
neous and highly prejudicial." Upon retrial, a 
conviction was sustained after the same wit
ness testified that the defendant had acknowl
edged the receipt of graft payments. 

(f) The character of the business has the 

capacity to produce income in amounts deter

mined by the net worth method. [Costello v. 

US.] 

(5) A likely source is established in net worth 

cases by showing that the source reported by 

the taxpayer had the potential to produce in

come substantially in excess of that reported. 

(6) Negating nontaxable sources of income 

may be accomplished by proving nonreceipt of 

loans, gifts, and inheritances by taxpayer's ad

missions, Federal gift tax returns filed by al

leged donor, or probate records of deceased 

relatives' estates. If the taxpayer advances a 

specific explanation of the sources of funds 

expended, the Government does not have to 

pursue possible nontaxable sources when the 

one given is proven false. [Feichtmeir v. US.] 

424.6 (1-18-80) 

Corroboration of Extra-Judicial 
Admissions 

(1) During the course of many income tax 

investigations involvi'lg the net worth method of 

proof, the taxpayer will make admissions which 

the Government will use in evidence against 

him/her during trial of the case. Admissions 

may relate to all facets of a case, although in 

many instances they pertain to the starting 

pOint, items of living expenses, source of in

come, and willfulness. 

(2) Admissions after the commission of the 

crime must be corroborated, if they embrace an 

element vital to the Government case. [Daniel 

Smith v. US.] 

(3) The degree and types of corroboration, 

along with other aspects of the subject of ad

missions, are discussed in 345. 
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Investigation of Leads 
When a taxpayer offers leads or information 

during a net worth investigation which, if true, 
would establish his/her innocence, the special 
agent must investigate the leads if they are 
reasonably susceptible of being checked. [Hoi
land v. U.S.] This also applies if a taxpayer 
offers leads or information after completion of 
an investigation, but within a sufficient time be
fore trial. [U.S. v. Vardine] If the Government 
fails during the trial 01 the case to show an 
investigation into the validity of the data fur
nished, the trial judge may consider the infor
mation as true and the Government's case in
sufficient to go to the jury. Most leads refer to 
cash hoards, gifts, inheritances, and loans. 
These are well known to the special agent and 
should be checkod during normal routine of the 
investigation. The courts have held that the 
Government does not have to investigate leads 
which are not within the category of reasonable 
verification. [Mighell v. U.S.; Louis Smith v. U.S.; 
U.S. v. Bryan Ford] This is a question of judg
ment and in the final analysis, is always a matter 
for the court to determine. 

424.8 (1-18-80) 9781 

Summaries Prepared by 
Government Agents 

(1) During a trial of an inco'!'e tax case involv
ing use of the net worth method of proving 
taxable income there may be admitted in evi
dence certain exhibits variously referred to as 
schedules or summaries. Strictly speaking 
these exhibits are not evidence, but are admit
ted as summaries of other evidence in the case 
only for the assistance and convenience of the 
jury in considering the evidence which they pur
port to summarize. The admissibility and use of 
summaries are discussed in 353. 

(2) The summary which the special agent 

should become most familiar with is the one 

showing the computation of taxable income, an 

example of which is set lorth in Exhibit 400-1 . 


(3) During trials the net worth computation 

also has been shown by other means, such as 


blackboards and charts. 
V..) ~e{ha~s the most d",\\",cu\\ ?hase 0\ ?re
aring a net worth statement or summa~ \or 
~se in a criminal case is in making adjustments 

volving individual taxpayers and the way 01 han
dling them are as follows: 

(If) Add to net worth increases or 
decreases: 

1 Personal living expenses . (See 
424.B:(6)(b).) 

2 Federal income tax payments. 
3 Nondeductible portion 01 capital loss. 
4 Losses on sale of personal assets. 
5 Gilts made. 
6 Life insurance premiums. 

(b) Deduct from net worth increases or 
decreases: 

1 50% of the excess 01 net long-term 
capital gain over net short-term capital loss. [II a 
capital loss carryover is involved, the amount 
allowed in determining capital gain or loss must 
be deducted in the net worth computation.] 

2 Gifts received . 
3 Inperitances. 
4 Nontaxable pensions. 
5 Veteran's benefits. 
6 Dividend exclusions. 
7 Tax exempt interest 
8 Proceeds Irom lile insurance. 
9 Errors in taxpayer's records (in his fa

vor). [This adjustment relates to honest mathe
matical and bookkeeping errors lound in books 
and records of the taxpayer which tend to ac
count for part 01 understated income.] 

10 Gains on sale 01 personal residence 
(assuming funds are to be invested within the 

statutory period). 
11 Net operating loss carryback and car

ry-forward. In criminal income tax cases there is 
judicial authority to ignore net operating loss 
carrybacks. (See 413.2:(1) and (2).) 

12 Allowed capital loss carry-over (Item 
1). 

13 50 percent 01 net long-term capital 
gain when there is both a net long-term capital 
gain and a net short-term capital gain (Item 1). 

14 Income tax refunds. 
(c) No adjustment is necessary to net 

worth increase or decrease lor: 

1 Net short-term capital gain (Item 1). 

2 Deductible portion 01 net short-term 


capital loss (Item 1). 

3 Deductible portion 01 net short-term 


capi\a\ \oss. 
<\ Excess 0\ net short-term capital gain 

over ne\ \ong-\6rm capi\al \055 ,\\em "\). 
(5) The net worth statement may retlect tax

able income by whichever method of account

~, \~~ ~~\ '+l~~~ \~cvoar:,'Or:, a"~ ~ec{.eases~~e &''1&..~ 
\~ . ~ nO non\aY-a'o\e Items. 
the nondeduc\\b e a: ad adjustments in
most frequently encounter 
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ing (cash, accrual, etc.) is appropriate. Reflect
ing a certain accounting method in the net 
worth computation is accomplished by includ
ing certain accounts in the net worth statement 
and omitting others. For instance, where it is 
desired to compute income of a physician on 
the cash basis, patient accounts receivable and 
business accounts payable at the beginning 
and end of each year would be omitted. If the 
accrual method were used, these accounts 
would be included in the net worth computation . 

(6) In preparing a net worth statement or 
summary for use in a criminal case, the special 
agent should see that: 

(a) It follows the taxpayer 's method of ac
counting. In Scanlon v. United States, the de
fendant, who reported his income on the cash 
basis, contended that the Government's proof 
of net worth did not include the liabilities of his 
enterprise. The appeals court held that it was 
proper to exclude accounts payable (and ac
counts receivable) since to include them would 
not accurately reflect defendant's income. 

(b) The cost of assets and actual amounts 
of liabilities are used. The value (such as mar
ket, reproduction, and the like) of these two 
items is not considered. Normally, unless the 
taxpayer agrees to the estimated amount, esti
mated nondeductible expenditures are elimi 
nated from the net worth computation, although 
in some cases it has appeared proper to include 
some minimum estimated living expense 
figures. 

(c) Good accounting principles are fol 

lowed. For example, bank balances should be 

adjusted (reconciled) for outstanding checks 

and cash (deposits) in transit. 


(d) Technical adjustments that increase 

income have been eliminated (for example, un

intentional errors or omissions relating to capi

talized expenses, depreciation, revaluation of 

the basis of property, and changing inventory 

basis; or doubtful items such as unidentifiable 

commingled funds) . 


424,9 (1-1 8-80) 9781 

Common Defenses in Net Worth 
Cases 

(1) Lack of Willfu lnesS-Defense counsel 
usually contends that there is no evidence of 
willfulness. This contention may be overcome 
by evidence outlined in 41(11). 

(2) Cash on hand. 
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(a) To support this allegation, the taxpayer 

usually alleges that he/she had a large amount 

of cash on hand which the Government has not 

considered in the beginning net worth. The tax

payer also may allege that cash balances are 

wrong for years subsequent to the base year. In 

all cases where the net worth method is the 

primary method of proving income, the special 

agent should anticipate this defense and at

tempt to get evidence to negate it. Admissions 

of the taxpayer are most effective to pin down 

the cash amount, and should be obtained at the 

initial interview or early in the investigation. The 

line of questioning should be directed toward 

developing: 


1 The amount of cash on hand (undepo

sited currency and coin) at the starting point 

and at the end of each prosecution year. 


2 The amount of cash on hand at the 

date of the interview. (This data is sometimes 

useful in computing cash on hand for earlier 

years.) 


3 The source of cash referred to in 1 and 
2 above. 


4 Where the cash was kept. 

5 Who knew about the cash . 

6 Whether anyone ever counted it. 

7 When and on what was any cash 


spent. 

8 Whether any record is available with 
 J 

respect to the alleged cash on hand. 

9 The denominations o f the cash on 


hand. 


(b) In most cases the spouse should also 

be questioned about cash on hand as well as 

other matters. In order to avoid any misunder


'" standing by the taxpayer, it is suggested that 

the meaning of cash on hand be explained prior 

to discussing the matter. The taxpayer (and 

spouse) also should be questioned regarding 

financial history from the time he/she was first 

gainfully employed-employers, salary, etc. 

This information will serve in many cases to 

check the accuracy of the taxpayer's state

ments about cash on hand. 


(c) In addition to admissions, evidence 

used to establish the starting point will most 


otten be sufficient to refute the defense of cash 

on hand. 


(3) Failure to Adjust for Nontaxable In
come-The usual sources of nontaxable in
come claimed by the taxpayer are gifts, loans, 
and inheritances. Negating evidence of the 
type described in 424.5 will most otten be suffi
cient to overcome these claims. 
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(4) Inventories Overstated-In some net 
worth cases the Government has relied upon 
inventory figures shown by the taxpayer's re
turns as prima facie evidence to establish the 
values of this asset in the net worth computa
tion. In some of those cases it was alleged that 
the taxpayer, either through ignorance or for 
other reasons reported inventory at retail value 
instead of at cost or some other value. (In a net 
worth computation where the inventory used 
exceeds cost and is larger at the end 'of the 
prosecution period than the beginning , income 
will be overstated.) To resolve this, the investi
gating officers should try to corroborate the 
inventory figures shown on the taxpayer's re
turns by admissions of the taxpayer, state
ments of employees who took the inventory, 
copies of inventory records, etc. 

(5) Holding Funds or Other Assets as Nomi
nee-In certain cases the taxpayer has falsely 
claimed that he/ she was holding, as nominee 

of some individual, funds or other assets which 

the Government had included in the net worth 
computation of income. Interviewing the tax
payer about this matter in the early stages of the 
investigation is one suggested solution. 

(6) Net Operating Loss Carry-(orward-This 

defense is usually predicated on a net worth 
computation of taxable income made by the 
taxpayer's accountant for years prior to the 
starting point which will show an operating loss. 
Defense strategy is to carry the loss forward to 
the prosecution years and reduce the alleged 
tax deficiency as much as possible. The key to 
resolving this is to make a net worth determina
tion of income for several years prior to the 
prosecution period and then on the basis of this 
computation either: 

(a) Allow the carry-forward loss or 
(b) Show the incorrectness of the account

ants' determination . 
(7) False Loans-The objective of this de

fense is to reduce taxable income by claiming 
nonexistent loans, usually from friends or rela
tives of the taxpayer. Often this defense may be 
overcome by showing that the alleged lender 
was financially unable to lend the amount 
claimed. The matter of loans should always be 
covered during the initial interview with the 
taxpayer. 

(8) Jointly Held Assets of the Taxpayer and 
Spouse-In some cases the taxpayer and 
spouse may report income on separate returns, 

but assets they acquired are held in joint title . If 
the jointly held assets are included in the net 
worth computation , the claim may be made that 
they were acquired with income of the spouse. 
Usually this defense can be overcome by trac
ing the invested funds to the taxpayer and by 
showing the disposition of the spouse's in

come. Cases may be encountered where funds 
of the taxpayer and spouse are so intermingled 
that it is not possible to trace the invested or 
applied funds to either party . In such cases the 
net worth computation may be made by includ
ing assets, liabilities, and other pertinent items 
of both and deducting the taxable income of the 
spouse to arrive at the taxable income of the 
one to be charged. 

425 (1-18-80) 9781 

Expenditures Method of Proving 

Income 


425,1 ( 1-18-80) 9781 

Introduction 
(1) The expenditures method is, in theory, 

closely related to, if not identical with, the nel 
worth method of proving income. The method is 
based on the theory that if the taxpayer' s ex
penditures during a given year exceed reported 
income, and the source of such expenditures is 
unexplained, it may be inferred that such ex
penditures represent unreported income. One 
court noted the similarity of the net worth and 
the expenditures methods by the following 
statement: 

. The two computations are merely accountIng vana~ 
lions of the same basIc method. the expenditure theory being 

an outgrowth of the net worth method. .. [McFee v. U.S.I 

(2) The similarity is further indicated by the 
fact that the same items or accounts used in 
determining taxable income by the net worth 
method are also considered when the expendi
tures method is employed. 

425.2 ( 1-18-80) 9781 

Authority for Using Expenditures 

Method 


Like the net worth method, there is no statu
tory provision expressly authorizing use of the 
expenditures method by the Commissioner. 
There are, however, many cases in which the 
courts have approved the use of this method. 
[U.S. v. Wm. R. Johnson is the leading expendi
tures method case.) 

MT 9781-1 425.2 
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When and How Expenditures 
Method Used 

(1) The statements made in discussing the 

net worth method with regard to when and how 

that method is used are equally applicable to 

the expenditures method. In cases where the 

taxpayer has several assets (and liabilities) 

whose cost bases remain the same throughout 

the prosecution period, the expenditures meth

od may be preferred over the net worth method 

because a more brief presentation can be made 

of the computation of taxable income. This is 

true because assets and liabilities which do not 

change during the prosecution period may be 

omitted from the expenditures statement. The 

expenditures method probably is used most 

often in cases where the taxpayer spends in

come on lavish living and has little, if any, net 

worth . 

(2) In an expenditures case it is always desir

able and usually necessary to prepare a com

plete net worth statement which may be re

quired to rebut a defense that the funds used 

came from the conversion of some asset not 

considered in the expenditures computation. 

With rare exceptions, the Department of Justice 

prefers the net worth method. Therefore in sub

mitting an expenditures case the special agent 

should consider the desirability of also including 

in the report proof of taxable income by the net 

worth method. If both methods are shown, the 

trial attorney can make the final decision as to 

which will be the best method to present the 

case. 

425.4 (1-18-80) 	 9781 

Establishing the Starting Point 

In employing either the expenditures method 

or the net worth method, the Government must 

determine with reasonable certainty the tax

payer's beginning net worth. [McFee v. U.S.] 

The approach to this matter is the same irre

spective of which method is used. For additiorl

al information see 424.4, which relates to es

tablishing the starting point in net worth cases. 
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Taxable Source of Income
Corroboration of Extra-Judicial 
Admissions-Investigation of 
Leads 

Text 424.5, 424.6, and 424.7 relating to net 
worth are applicable to these three topiCS. 

9781425.6 (1-18-80) 

Expenditures Summaries 
Prepared by Government Agents 

(1) Exhibit 400-2 is an expenditures stat~
ment which may be used to summarize the 
evidence relating to the computation of taxable 
income. 

(2) An approach which has been found help
ful in the preparation of an expenditures state
ment is as follows: 

(a) First, prepare a net worth statement. 
(b) Next, determine the amount of in

crease or decrease in each asset and liability 
appearing on the net worth statement in each 
taxable year. For instance, if the beginning and 
ending bank balances for a taxable year were 
$4,500 and $150, respectively, it would be de
termined that this asset has decreased by 
$4,350. The amounts so determined and the 
amounts appearing as adjustments to net worth 
increases or decreases are then posted to the 
expenditures statement. 

(3) For guidance in posting to the appropri
ate section of the aforementioned statement, 
the following information is offered: 

(a) Money spent or applied on nondeduct
ible items: 

1 Increase in assets. 
2 Decrease in liabilities. 
3 Nondeductible items (living expenses, 

income tax payments, and the like) . 
(b) 	 Nontaxable sources: 

1 Decrease in assets. 
2 Increase in liabilities. 
3 Nontaxable items (gifts, inheritances, 

and the like received by taxpayer) . 

425.7 (1-18-80) 9781 

Defenses in Expenditures Method 

Cases 


Defenses discussed in 424.9 regarding the 
net worth method of determining income are 
equally applicable to the expenditures method. 
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Bank Deposits Method of Proving 
Income 

426.1 (HB-80) 9781 

Formula For Bank Deposits 
Method 

426.11 (1-18--80) 97Bl 

Introduction 
The bank deposits method is another means 

of proving income by indirect or circumstantial 
evidence. By this methOd. taxable income is 
proved through analysis of deposits in all bank 
accounts; canceled checks; and currency 
transactions of the taxpayer. Very often it will be 
found that the taxpayer has made cash pay
ments from currency receipts not deposited. 
Such cash receipts or cash expenditures must 
be taken into account in computing additional 
gross income. If the taxpayer reported income 
on the accrual basis, adjustments should be 
made in the bank deposits method to reflect 
accrued income and expenses. The usual for
mula for determining taxable income by the 
bank deposits method of a taxpayer, whose 
only source of income is from a business opera
tion, is as follows: 
Line No. 

1. Total deposits $ 

2. Add: Payments made in cash $ 

3. Subtotal $ 

4. Less: Nonincome deposits and items $ 
5. Total receipts $ 

6. Less : Busfness expenses and costs $ 

7. Net income from business $ 
8. Less: Deductions and exemptions $ 
9. Taxable Income $ 

426.12 (1-18-80) 9761 

Total Deposits 
(1) Total deposits of a taxpayer (line 1, formu

la. text 426.11) consist of not only amounts 
deposited to all bank accounts maintained or 
controlled by him/her, but also deposits made 
to accounts in savings and loan companies, 
inv'estment trusts, brokerage houses, etc. 
Since some taxpayers have bank accounts in 
fictitious names or under special titles such as 
"Special ACcount No.1," "Trustee Account," 
"Trading Account," etc., the special agent 
should inquire about this during the investiga
tion. If a taxpayer lists checks on a deposit and 
deducts therefrom an amount to be paid to him/ 
her in cash, only the net amount of the deposit 
should be used in computing total deposits. 

(2) The deposits involved in the Gleckman 
case, one of the leading bank deposits cases, 
were for the most part derived from wholly un
identified sources. The usual case is one in 
which a number of specific omitted sales are 
traced to the bank accounts, but other deposits 
remain unidentified. The fact that some sup
pressed sales are traced to the bank accounts 
obviously strengthens the Government's case 
immeasurably and lends credence to the alle
gation that the unidentified deposits also repre
sent omitted income. 

426_13 (1-IB-80) 9781 

Payments Made in Cash 
All provable payments made in cash (line 2, 

formula, text 426.11), including business ex
penses, personal expenses, investments, etc., 
should be added to total bank depOSits. Since 
adjustments will be made in the section below 
for nonincome deposits and items, it is immate
rial whether the cash used was derived from a 
taxable or nontaxable source. 

426_14 (1-18-80) 9781 

Nonincome Deposits and Items 
Generally all nontaxable income received by 

a taxpayer will be deducted as a nonincome 
deposit or item in the bank deposit computa
tion. Examples of nonincome deposits and 
items are proceeds of loans, redeposits, gifts, 
and inheritances. (For other examples see Ex
hibits 400-3 and 400-5.) Failure to eliminate 
any nonincome deposit or item would result in 
an overstatement of income and might be dam
aging to a criminal case. 

426.15 (1-18--80) 9781 

Business Expenses and Costs 
(1) All business expenses and costs which 

are found to be deductible must be allowed, 
whether paid by check or in cash (line 6, formu
la, text 426.11). Where an analysis of the checks 
or other evidence of the disbursements leaves 
some doubt about trle deductibility of some of 
the disbursements, it is preferable for the pros
ecution case to allow all except those items 
definitely provable as being nondeductible, 
such as personal expenses, investments, and 
gifts. Whether or not canceled checks are avail
able for analysis and classification, every effort 
should be made to arrive at all items constitut
ing allowable expense that might have been 

MT 9781-1 426.15 
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paid from the bank accounts, or from undepo
sited cash. The allowable depreciation on all 
known depreciable assets must be deducted as 
in any other type of case. 

(2) Frequently it will be realized thai the tax
payer must have paid out funds for expenses 
obviously incurred, but for which no checks or 
evidences of specific cash disbursements have 
been found . In such instances the amount 
c laimed th erefore by the taxpayer (or if not 
c laimed, a reasonable amount) should be al
lowed in line 6 (formula, text 426.11) , and a 
corresponding amount of additional income 
should be added in line 2. 

426.16 (1-18-80) 9781 

Deductions and Exemptions 
All allowable personal deductions, itemized 

or standard , and exemptions (line 8, formu la, 
text 426.11) must be deducted from net busi
ness incom e in order to arrive at ta xable 
income. 

426.2 (1-1 8-80) 9781 

Use of Bank Deposits Method 
Bank deposits have been a factor in the de

termination of the additional taxable income 
involved in many criminal tax cases and may be 
used if no books or records of the taxpayer are 
available ; if the taxpayer invokes constitutional 
privilege and will not allow an examination of 
books and records; if the taxpayer's records are 
not complete and do not adequately reflect his/ 
her correct taxable income; or if the taxpayer 
uses the bank deposits method in preparing 
his / her tax return . However, the courts have 
held that there is no necessity to disprove the 
accuracy o f the taxpayer's books and records 
as a prerequisite to the use of the bank deposits 
method. [Bostwick v. U.S.; Canton v. US.]. 

426.3 (1-18-80) 9781 

Authority For Bank Deposits 
Method 

There is no statutory provision defining the 
bank deposits method of proving income and 
specifically au thorizing its use by the Commis
sioner. There are numerous reported criminal 
cases [G/eckman v. U.S.; Stinnett v. US. ; US. 
v. Venuto; Kirsch v. US.; Buttermore v. US. 
Oliver v. US.; Capone v. US.] in which bank 
deposits have been a factor in the determina
tion of the additional taxable income involved. 

426.15 MT 9781-1 
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Proof of Taxable Income in Bank 
Deposits Case 

(1) The bank deposits theory assumes that 
under certain circumstances proof of deposi ts 
is substantial evidence of taxable receipts. The 
circumstances are the existence of a business 
or calling of a lucrative nature and proof that 
during the prosecution years the taxpayer made 
periodic deposits to accounts in his / her own 
name or accounts over which he /she exercised 
dominion and control. The Government must 
establish that the deposits reflect income which 
is current. This may be accomplished by show
ing that the taxpayer was engaged in an in
come-producing business, that he/she made 
periodiC deposits to his / her bank account, that 
the deposits have been analyzed to eliminate 
nonincome items such as loans or gifts, and 
in come items which may be duplications of 
amounts actually accounted for and reported 
or, amounts which have been earned in prior 
years. The analysis may indicate that certain 
withdrawal s from the bank account represent 
business expenditures. If t hese wer e not 
claimed by the taxpayer as deductions, they will 
neve rth e less be allowed for prosecution 
purposes. 

(2) In G/eckman v. U.S ., the Government 
proved that in each of the indictment years, 
1929 and 1930, the taxpayer had gross deposits 
(minus certain nontaxable items) exceeding 
$90,000. There was evidence that he was e ~

gaged in illegal liquor transactions. There was 
also testimony that in each of the indictment 
years the taxpayer had expended substantial 
amounts of money. The taxpayer claimed that 
his bank deposit slips were erroneously admit
ted in evidence because the Government did 
not prove that they reflected specific amounts 
of taxable incOl}le. Hence, it was argued, it was 
improper for the Government's expert witness
es to testify that there was additional tax oWing, 
based on consideration of the deposits as in
come. The Court of Appeals overruled this con· 
tention, employing the now classic language: 

. . if it be shown that a man has a bUSiness or calling of a 
lucrative na t,ure and 1$ constantly. day by day and month by 

month. receiVing moneys and depoSiting them to his account 

and checking against them for i)is own uses, there is most 
pOlenl testimony that he has income. and, il the amount €)(

ceeds exemptions and deductions. that the Income IS tax

able . ... 
"The bank deposits and large items at receipts by Mr. 

Gleckman do not. Iherefore, sland enlirely alone as the sole 
proof Of the existence 01 a tax due from him. but they are 
identi fied With business earned on by him and so, are sufli
clently shown to be of a taxable nalure." 
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(3) By way of contrast, occasional or irregu
lar deposits are not necessarily ruled out; they 
may, if properly analyzed, be considered as 
income. Also, bank deposits proof alone will 
suffice to support a conviction, and it is not a 
mere form of corroboration for other kinds of 
evidence. 

(4) In Stinnett v. US., the defendant argued 
that under the GJeckman case the bank depos
its theory required not only a showing of period
ic bank deposits but some further corroboration 
(in Gleckman there was a corroborative net 
worth analysis) . The Government however 
contended that the net worth proo'f in Gieck: 
man did not add to or detract from the bank 
deposits rule and that proof of periodic bank 
deposits and of an income producing business 
alone warranted a finding that the deposits re
flected current business receipts. The Stinnett 
opinion refers to the existence of corroborative 
evidence in the record (Stinnett's purchase of 
bonds and cashier's checks in amounts ex
ceeding reported net income for certain years). 
Although there was corroboration, the court 
stated that " a gross discrepancy between bank 
deposits and gross receipts without any ade
quate explanation by the taxpayer is ... suffi
cient in itself to take the case to the jury... . " 
This would appear to indicate that corrobora
tion of bank deposits proof is not a legal require
ment in a tax evasion prosecution. 

(5) In US. v. Venuto, there was evidence that 
the defendant had regularly and currently de
posited in four Philadelphia banks the receipts 
of his slaughterhouse, meat store, and rentals, 
and that expenses were paid by checks drawn 
on the accounts. Government agents testified 
that they had reconstructed the defendant's 
income by analyzing his bank accounts and 
disbursements. They determined that the bank 
deposits constituted business receipts, except 
for some $18,000 of non income items for the 
period from 1942 through 1945. For each year 
the nonincome items were deducted from the 
respective annual deposits. The balance was 
considered gross business receipts from which 
the actual purchases (stipulated by defendant) 
were deduc ted. The defendant was given full 
credit for the expense deductions claimed on 
his returns. The defendant testified that his sole 
source of income was from the meat business
es and rental of properties and that all receipts 
from those enterprises went into the bank ac
counts. A new trial was ordered because the 
defendant had been deprived at trial of his con
stitutional right to consult with counsel. The 
Third Circuit, however, made it clear that it con
sidered the bank deposits evidence legally 
sufficient: 

" Suffice it to say that this record contains evidence from 
which a jury could conclude beyond a reasonable doubt that 
during the prosecution years defendant had busmesses at a 

lucrative nature, that he made periodic depOSits in. and with
drawals from, bank accounts, that the difference between 
such depOSits and withdrawals reflected current income, and 
that there was a substantial understatement in reporting in
come. Such proof meels the requirement of Ihe so·callec 
bank deposit method of reconstructing a taxpayer 's income 
picture, and would be legally suf1 icienl to suppon a verdict 
'Indlng that there was a substantial tax deficiency for each of 
the prosecution years, which defendant knowingly and will
fully anempted 10 defeat and evade:' 

426.5 (1-18-80) 

Defenses in Bank Deposits Case 
(1) The chief defense contentions in bank 

deposits cases (other than lack of criminal in
tent) are : that the spasmodic nature or uncon
ventional amounts of the deposits indicate that 
prior accumulated funds, not current receipts, 
are involved; that the deposits reflect, in whole 
or in substantial part, nonincome items, income 
items attributable to other years, or duplication 
of current income items already accounted for 
by the taxpayer. 

(2) In Kirsch v. U .S ., a conviction based 
chiefly on bank deposits evidence was re
versed because the Government's own testi
mony showed that the deposits could not be 
identified as income. The court quoted the 
GJeckman caSG, " that the bare fact standing 
alone, that a man has deposited a Slim 01 mon
ey in a bank would not prove that he owed 
income tax on the amount. " The assumption of 
the Government's expert witness that the de
posits in this case represented income was: 

.. not only without evidentiary suppon even trom per
missible inference from proven facts , but was definitely dis
proved by the Government's own evidence. If is one thing for 
.. (Ihe Govern,"enl's witness) 10 say in eNecl. as was done 

in the Gleckrllap case . that he had exercised a!1 of the means 
he reasonably coul d 10 determine how much of a bank ac
count was income, had eliminated all that he could determine 
was not income. and was therefore assuming for the purpose 
of calculating taxe~ duo that the remainder was income, and 
quite another and dittarent thing to say in eHect, as was done 
In this case--My eVldence shows that all of these deposit:: 
were not income. but I dO not know how much was not, I 
have made no eHort 10 find out. So I am assuming that all are 
income and am casting the burden on the defendant to show. 
if he can. how much is not. or suf1er the consequences. The 
latter procedure cannot be approved." 

(3) In Buttermore v. US., the defendant as
serted that the Government agents had failed 
to make reasonable determinaiion concerning 
the sources of certain unidentified deposits and 
that a reasonable investigation of the facts 
would have disclosed that many of the deposits 
did not const itute taxable income. The defend
ant re lied upon the Kirsch decision but the court 
held that what constitutes a reasonable effort to 
establish the facts, and what facts and circum
stances wi1l constitute a proper foundation for 
an assumption that deposits represent income, 
must be left to a considerable extent to the 
discretion of the trial court. 
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(4) The proof concerning what cash a tax
payer had on hand at the beginning of the tax
able year in question is relevant to the bank 
deposits method of proof of income. If the de
posits or expenditures came from funds accu
mulated in prior years, obviously they do not 
represent current income. However, if all the 
requirements set forth in text 426.4:(1) are met, 
the lack of proof of the amount of cash on hand 
would not be fatal to the case. 

426.6 (1-18--<10) 9781 

Schedules and Summaries in 
Bank Deposits Case 

(1) The schedules and summaries in Exhibits 
400-3 through 400-6 are illustrative of those 
which may be submitted during trials where the 
bank deposits method of proving income is 
used. Exhibit 400-3 shows the computation of 
taxable income of John and Mary Roe. The 
computation of this same income by the net 
worth method was previously shown in Exhibit 
400-1 . Comparison and study of these two 
schedules will be beneficial since many times in 
criminal tax cases taxable income will be evi
denced before the court by two methods of 
proof, one tending to corroborate the other. 

(2) Exhibit 400-4 shows a computation 
which may be used to determine the amount of 
currency disbursements to be added to total 
deposits. (See line 2, payments made in cash, 
426.11.) 

(3) Exhibit 400-5 is a summary analysis of 
disbursements made by check and by currency . 
This schedule should be studied together with 
the net worth statement and the bank deposits 
schedule . 

(4) The analysis of deposits is the vital part of 
a bank deposits case and too much importance 
cannot be placed upon its accuracy. Exhibit 
400-6 is illustrative of a schedule which may be 
used to show the results of this analysis. 

427 (1-18-80) 9781 

Other Methods 

427.1 ( 1-18--<10) 9781 

Percentage Method 

427.11 ( 1-18--<10) 9781 

Use of Percentage Method 
The percentage method is not a prime meth

od of proof and by itself would be of very little 
value in criminal cases. However, there have 
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been cases in which taxes and penalties based 
on this kind of circumstantial evidence have 
been sustained by the tax court. The percent
age method is very useful for test checking; for 
corroborating the results obtained by some oth
er means of proof such as specific item, net 
worth , expenditures, and bank deposits; and for 
evaluating allegations from informants regard
ing unreported profits or income of others. 

427.12 (1-18--<10) 9781 

Application of Percentage Method 
(1) This method is a computation whereby 

determinations are made by the use of percent
ages or ratios considered typical of the busi
ness under investigation. By reference to simi
lar businesses or situations, percentage com
putations are secured to determine sales, cost 
of sales, gross profit, or even net profit. like
wise, by the use of some known base and the 
typical percentage applicable, individual items 
of income or expense may be determined. 

(2) These percentages may be externally de
rived or they may in some instances be internal
ly derived from the taxpayer's accounts for oth
er periods or from an analysis of subsidiary 
records; however, many percentages may be 
secured from the examination of the taxpayer's 
records even though only part of the records 
are available. Gross profit percentages may be 
determined by comparing purchase invoices 
with sales invoices, price lists, and other similar 
data. Also other years not covered by the inves
tigation or portions of years under investigation 
may indicate typical percentages applicable to 
the entire year or years under current 
investigation. 
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Limitations on Percentage Method 
(1) Although the percentage method may be 

a useful method of determining or verifying in
come, especially when the books and records 
are inadequate. the special agent should make 
sure that the comparisons are made with situa
tions that are similar to those under investiga
tion. Some of the factors to be considered are 
as follows: 

(a) Type of merchandise handled-In or
der that a proper comparison may be made, the 
businesses must be dealing in the same type of 
merchandise or service. Comparison of the 
gross profit of a restaurant with that of a grocery 
store would be of little value and should not be 
used. 
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(b) Size of operation-In many instances 
gross profit , cost of doing business, and net 
profit percentage on sales will vary according to 
the size of a business. This is especially true 
with respect to expense items and the net profit 
as compared with sales. The percentage of net 
profit to sales of a large department store might 
vary considerably from the small independently 
owned general store. 

(c) Locality-Mark-ups and costs of oper
ations will normally vary with the size of the city 
or the location of the businesses in the locality. 

As an example, a small business in a communi
ty of 5,000 may use newspapers as a means of 
advertising, whereas a business doing the 
same volume in a city of 500,000 will normally 
find the cost prohibitive and confine advertising 
to some other medium. 

(d) Period covered-Since gross profit ra
tios and expense ratios will tend to vary year by 
year with economic conditions, the comparison 
should normally be made with similar periods 
covered by the investigation. 

(e) General merchandising policy-Com

parison should not be made between business
es having different merchandising poliCies . 
Some businesses may work on large volume 
with small mark-up, offering the customer little 
service; others may operate on the reverse poli
cy. In situations of this kind , comparisons 
should be made only with those businesses 
having similar merchandising policies. 
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Examples of Percentage Method 
(1) The following examples are illustrative of 

the percentage method of computation. The 
percentages used are arbitrary and are not nec
essarily applicable to the businesses 
mentioned. 

(a) Gross Profit 
RetaIl sporting goods store. 

Net sales (determined Iro
or by other means) . 

Gross prolit percentage . 

on Sales: 

m books 
. $50,000 

286% 

Gross profit as computed .. . ... $t4 ,300 

(b) Sales on Co
Bar and tavern: 

Cost 01 hquor . 
Cost 01 beer . 
Cost of food (determined f

books or by otner means) . 

st of Sale

rom 

s: 

.... $20,000 
t5 ,000 

40,000 

Cost 01 sa res-liquor .. .. . ... .. .... . ... . 33113 % 
Cost 01 sales-beer .. . 662/ 3% 
Cost of sales-food . .... .. ... . . . . 50 % 
Sale of liquor. . ...... .. . . . . ........ $60 .000 
Sale 01 beer . 22 .500 
Sale 01 fOOd. 10,000 

TOlal sales as computed . 92,500 

(c) Net Profit on Sales: 
Filling Station: 

Net sales (dete rmined from books 
or by olher means) . . . . $30 .000 

Net profit percentage . 8% 

Net profit as computed .. 

(d) Miscellaneous Ratios: 
Wajtress . 

Sales by restaurant. . .. $30 .000 
Number of waItresses employed . . 3 
Percentage 01 tips received .. to% 
Average sales handled by 

waitress . 

Income from tips as computed. 
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Unit and Volume Methods 
(1) In many instances the determination or 

verification of gross receipts may be computed 
by applying price and profit figures to the known 
or ascertainable quantity of business done by 
the taxpayer. This method is feasible when the 
special agent can ascertain the number of units 
handled by the taxpayer and also when the 
price or profit charged per unit is known. The 
number of units sold or quantity of business 
done by the taxpayer may be determined in 
certain instances from the taxpayer's books, 
since the records may be adequate with re
spect to cost of goods sold or expenses, but 
inadequate as to sales. 

(2) There may be a regulatory body to which 
the taxpayer reports units of production or serv
ice. A funeral director is required to report each 
burial to the city or town where such burial takes 
place, A garment manufacturer with union em
ployees buys union labels to be sewed into the 
garments manufactured. A taxpayer may also 
be required to report his .production and payroll 
to a trade association allied with the labor un
ion. There are also instances where the royalty 
paid for leased machinery is based upon the 
units of production. A piecework system of wag
es for production workers might also give an 
accurate measure of units produced. 

(3) The use of this method lends itself to 
those businesses in which only a few types of 
items are handled or there is little variation in 
the type of service pertormed, with the charges 
made by the taxpayer for the merchandise or 
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services being relatively the same throughout 
the taxable period. 

(4) The following example is illustrative of the 
unit and volume method of computation: 

Volume of Merchandise (manufacturer): 
Number of machines manufactured 92 
Average sales price ......... . . . $1.100 
Computed total sales .. $101.200 
Sales reported .. . . . . . . . . . . . . . . . $93.500 

Omined sales $7.700 

430 (1-111--80) 9781 

Refund Cases 

431 (1-18-80) 9781 

Introduction 
(1) Fraudulent refund cases fall within two 

distinct major groups, namely
(a) Multiple claims for refund, involving 

that group of claims made on Federal income 
tax returns supported by withholding state
ments (Forms W-2) which are completely fabri
cated and false. They are filed either by one 
person individually or by two or more persons in 
collusion with one another with intent to defraud 
the Government. There is generally no authen
ticity whatsoever to the returns and the support
ing documents. 

(b) Return preparers (unscrupulous)
This group of claims involves Federal income 
lax returns prepared by unscrupulous return 
pre parers who claim excessive deductions 
and/or exemptions on returns prepared for cli
ents. Their benefit derives either from develop
ing a large clientele through having established 
a reputation for saving client's money, from 
exorbitant fees charged on the basis of the 
large refunds obtained, or both . The clients may 
or may not have had knowledge of the exces
sive deductions claimed . On occasion the re
turn preparer has caused the refund check to 
be mailed to his/her office, and, through having 
possession of the check, has exacted an exor
bitant fee , or has forged the endorsement and 
negotiated the check without the client's 
knowledge. 

(2) The investigativf:l techniques employed 
in these two groups of cases are distinctly dif
ferent. In the multiple claims for refund cases, 
the investigation is directed toward

(a) Determining whether the returns and 
supporting documents are fabricated and ficti
tious; and 

(b) Ascertaining who is responsible for 
their preparation and filing. 
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(3) The special agent may be called upon to 
make a forthwith arrest of the person or per
sons involved in the violation upon the estab
lishment of "probable cause." Therefore the 
special agent usually, with authority of the 
Chief, Criminal Investigation Division, consults 
closely with the United States attorney's office. 

(a) Cases involving arrests by special 
agents will ordinarily be forwarded direct to the 
United States Attorney by the Chief. 

(b) Violations of Section 287, Title 18, 
USC, involving multiple fictitious tax returns 
claiming fraudulent refunds-Authorization for 
direct referral of this type of case relates only to 
mUltiple fictitious tax returns. It does not apply 
to the situation where the taxpayer files multiple 
income tax returns reporting in each return a 
part of the income which the taxpayer did in fact 
receive, claiming fraudulent refund of tax there
on. For example, an individual may receive with
holding statements, Forms W-2, from more 
than one employer during the year, and file an 
income tax return for each such withholding 
statement, claiming refunds thereon. Such a 
case is included in the category of a multiple 
return case involving offenses other than viola
tions of Section 287, Title 18, USC, and would 
not be referred directly to the United States 
Attorney but would be processed through nor
mal channels. Cases in which there is a ques
tion as to the proper method of referral should 
be forwarded to District Counsel for advice. 

(4) In the cases involving unscrupulous re
turn pre parers, the returns are of authentic ori
gin but are fraudulent because of the excessive 
deductions and/or exemptions claimed. The 
investigation of these cases is directed toward 
determining the responsibility for the overstate
ment of the deductions and/or exemptions 
claimed; and toward establishing whether such 
overstatements were made with corrupt intent. 
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Investigation of Multiple Claims 
For Refund 

(1) Cases in this group originate in a variety of 
ways such as: 

(a) The service center may forward infor
mation indicating that multiple returns have 
been filed by the same taxpayer. 

(b) Returns indicating fa.lse claims for re
funds may be discovered upon receipt by Col
lection Division and forwarded to the Chief, 
Criminal Investigation Division. 

(c) A postman may notice numerous Gov
ernment checks being delivered to certain ad
dresses or obser..,e some individual showing 
unusual interest in the mail delivered to such 
addresses. 

(d) Someone either in the U.S. Postal 
Service or in the Internal Revenue may notice 
an excessive number of mail-forwarding 
requests. 
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(e) An audit may disclose no address or 
taxpayer as listed, a nonexistent employer, or 
apparent excessive deductions claimed . 

(f) A violator may, in the presence of an 
informant, boast about how much he/she re
ceived in refunds. 

(g) Through an inspection of the undeliver
able Forms 1040A and 1040 mailed for current 
use or an analysis of the returns currently being 
filed, a special agent or some other Internal 
Revenue Service employee may detect a pat
tern of sameness pervading a group of returns 
which will lead to the discovery of a fraudulent 
operation . 

(2) The special agent should understand the 
provisions of Section 287, Title 18, U.S. Code 
(text 222.(10) and 418.5), and be prepared to 
coordinate his/her activities in an investigation 
of an alleged violation thereof with any investi
gations being conducted by the Secret Service, 
the U.S. Postal Service, and any other services, 
departments, or agencies of the Government. It 
is not unusual for a violator of this section of the 
law to be involved in violations of other Federal 
statutes, with in the investigative jurisdiction of 
such other services , departments and agen
cies. The Secret Service is particularly interest
ed in knowing of a violation of the counterfeiting 
and forgery statutes (text 334.7). The Postal 
Service is interested in knowing of any use of 
the mails to defraud the Federal Government. 
The assistance of the United States attorney's 
office may be sought in obtaining an arrest 
warrant and/or search warrant. Therefore, sev
eral services, departments, and agencies may 
participate in a coordinated surveillance and in 
locating and apprehending a violator. Local au
thorities also have been of considerable assist
ance in this respect. 

(3) Aviolation of Section 287, Title 18, occurs 
upon the filing of a fabricated Federal income 
tax return whereon a false representation is 
made that the tax has been overpaid and there 
is a claim made for a refund of the overpayment 
(See 418.5) . 

(4) Multiple filing may be confined to a single 
Internal Revenue district or it may extend to 
many districts. The name used on a fraudulent 
return may be ei ther an alias, a fictitious name, 
or a variation of the violator's name. The ad
dress usually used is that of a hotel, a motel, a 
rooming-house, a post office box number, or 
general delivery. Street numbers have been 
used on occasion. There is usually attached to 
the returns a fabricated and false Form W-2 
(sometimes handwritten) showing the name of 

a fictitious employer, a fictitious amount of sala
ry received, and a fictitious amount of tax with
held. The name of the employer shown mayor 
may not be an existent firm or person. If the 
name is that of an existent firm or person, an 
out-of-state address is frequently shown. Usu
ally the only income reported on the fictitious 
return is salary under $5,000 from one employ
er; Form 1040A is used more often than Form 
1040; and, if the violator is acquainted with the 
Service's prerefund audit procedures, the 
amount 'claimed for dependents and/or other 
deductions will be such as to keep the claimed 
refund within a certain amount. This is done to 
eliminate the possibility of detection by a prsre
fund audit. Early detection of this type of viola
tion enables the Government to intercept 
promptly the fictitious returns and forestall the 
issuance and delivery of refund checks to fraud
ulent claimants. Some of the characteristic fea
tures of multiple fraudulent returns which will 
lead to their detection as fictitious are listed 
below: 

(a) A substantial refund is claimed solely 
on the basis of the number of exemptions listed. 
These are questionable as to why the taxpayer 
did not claim more exemptions on Form W-4 for 
withholding tax purposes. 

(b) An unrealistic amount shown as tax 
withheld . 

(c) Absence of, or unrealistic social securi
ty informatio'n shown. Unless an exempt occu
pation, such as Government employment, is 
involved, a social security number should be 
shown and the correct amount of social security 
deduction listed . Social Security numbers 
should appear OOO-DO-OOOO. They always be
gin with a number 0 to 5 or 7-never begin with a 
6, 8, or a 9. Prior to January 1966, the middle two 
digits had to be odd if the number was under ten 
(01, 03, 05, 07 or 09) and even for higher num
bers (10, 12, 14, etc.). Presently, as each area 
exhausts their sequence of numbers in the odd 
and even categories, they will start using the 
even numbers under ten then the odd numbers 
above ten. The first three digits of the social 
security number identify the area of issuance. A 
list of numbers and their assigned areas of issu
ance are .shown in Exhibit 400-7. The percent 
and maximum amount withheld should agree 
with the law for the year involved. 
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(d) Absence of, or an unrealistic Employ
er's Identification Number shown on Form W-2. 
These should always appear 00-0000000 with 
the first two digits being the code number of the 
Internal Revenue district. For example, a Ten
nessee employer's number should ordinarily 
begin 62- and the following 7 digits should be 

within the limits of the numbers assigned thus 
far. 

(e) Unusual delivery instructions such as 
different addresses being shown on Form W-2 
and the tax return, a boulevard address for 
small towns unlikely to use such terms, or tax

payer's use of Post Office Box, General Deliv

ery, and mail forwarding services as a mailing 
address. 

(f) Similarity of information, format, or writ
ing on several returns. Frequently, .cases in

volving numerous returns being filed by one 
person can be detected by his/her continued 
use of similar names as to taxpayers, employ
ers, exemptions, and types of deductions 
claimed; or similarity in the arrangement of the 
information and the printing, handwriting or 
typewriting appearing on the returns. 

(g) Undeliverable refund checks resulting 
from violator's miscalculations of intentional 
design. In instances where the violator plans to 
receive the refund check at an address other 

than the one listed on the return, the scheme i~ 

usually to file a change of address with the 
Postal Service prior to delivery of the check, or 
recover the check alter it has been returned to 
the Internal Revenue Service by providing for
warding instructions. Undeliverable refund 
checks frequently include those the violator 

failed to intercept because of improper timing of 
change of address instructions to the postal 
authorities or the failure of postal employees to 
observe such instructions. Those refund 

checks retrieved by the violator alter they have 
been returned to the Internal Revenue Service 
leave a trail of forwarding instructions and a 
record of the wrong address initially listed. 

(5) The investigation is not ended upon the 
detection of the fraudulent filing. It will be the 
responsibility of a special agent to identify and 
locate the violators without causing their flight 
and sacrificing the case . The agent should 
know the techniques of surveillance (see 381), 

432 MT 9781-1 
IR Manual 

since he/she probably will have to conduct a 
surveillance in an effort to identify and locate 
the violators. Since it may also become his/her 
duty to make an arrest, or a search, or file a 
complaint, the agent should understand the 
meaning of "Probable Cause" and be acquaint
ed with Handbook text 390, 383.2, and 721 
relating to arrests, searches, and complaints, 
respectively. 

(6) The utilization of the Department of the 
Treasury and other crime laboratories may be 
necessary in handwr'iting and typewriting com
parisons. The National Fraudulent Check and 

Anonymous Letter files maintained by the FBI 
are particularly useful in this connection. The 
special agent should be acquainted with the 
procedure prescribed in 356.7. The disposition 

and attitude of the United States attorney's of
fice toward the prosecution of the case in the 
event the special agent makes the arrest 
should also be ascertained. 

(7) For the purpose of identifying the viola
tors, their handwriting, and their typewriting suf

ficiently to tie them in with returns filed, the 
special agent should: 

(a) Obtain copies of any refund check 
which may have been cashed; have any neces
sary handwriting analyses made of the en
dorsements; and follow through with appropri

ate inquiries. Such inquiries will probably lead to 

the identification of the negotiator of the checks 

by disclosing the name of the person or firm 
who either cashed or deposited them. 

(b) Examine all records that may be in the 
files of the various post offices where the boxes 
are rented and obtain copies of any papers or 
documents on which a specimen of the renter's 
handwriting appears. Inquire into the refer
ences given by the renter upon applying for a 
box and determine in the case of fake refer
ences how the renter arranged to intercept and 
reply to the postal authorities' inquiry. The spe
cial agent should also obtain any available print

ed and typewritten specimens, together with 
the handwriting specimens, and have an expert 
compare them with any handwriting, printing, 
and typewriting on the tax returns filed, en

dorsements on refund checks and forwarding 
instructions, to determine whether they are the 

same. 
(c) Prior and subsequent years' returns 

should be requisitioned. 
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(8) The special agent will ascertain if there 
are any existent employers whose names cor
respond with those shown on Forms W-2 and 
tax returns filed . II there are, determine whether 
they have, or have had, on their payrolls per
sons of the names shown on the returns, and 
continue with any pertinent inquiries suggested 
by the facts disclosed. The records of the State 
Unemployment Compensation ollice, which 
records FUT A tax information on employers 
and their insured employees, are particularly 
useful in quickly determining if there is in exis
tence in the particular state, such an employer, 
employee, or social security number as listed. 
This state office can usually supply by tele
phone all information shown on the application 
for the social security number involved. 

(9) The speCial agent may ask the postmas
ter or postal inspector for a description of the 
renter of each box involved and, with the post
master'S knowledge and cooperation, arrange 
a surveillance of the box. 

(10) The special agent should also decide in 
advance whether he/she should make a forth
with arrest of the person opening the box and 
picking up the check, or should delay the arrest 
and shadow this person in an effort to deter
mine what disposition will be made of the 
check. This decision will hinge largely on what 
evidence the agent has that the person opening 
the box is actually the violator, and what evi
dence the agent has at that time to establish 
probable cause. These are details which the 
agent should work out in advance in collabora
tion with the Chief, Criminal Investigation Divi
sion or immediate supervisor with the advice of 
the United States at1orney's office. The agent 
should be sure of his/her ground before at
tempting to effect an arrest. Upon making the 
arrest, this agent will make such searches of 
the person, automobile , and residence as are 
law1ul (383) with the object of seizing any equip
ment and records used in the commission of the 
violation . The prisoners should be escorted 
without unnecessary delay before the nearest 
United States Magistrate or other nearby officer 
empowered to commit Federal prisoners 
(383.(10». The special agent will also interview 
the person or persons arrested. A stenographic 
transcript of their statements is desirable but 
not always practicable to obtain. II stenograph
ic services cannot be used, the special agent 
should make a contemporaneous memoran
dum of any admissions or statements made by 
the suspect, or if this is not practicable, a memo

randum should be made as soon al1er the inter
view as possible. 

(11) See lAM 9625fo(information regarding 
direct referral of multiple filer cases. 
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Investigation of Multiple 
Fraudulent Returns Prepared by 
Unscrupulous Return Preparers 

(1) Cases in this group originate from a vari
ety of sources, such as: 

(a) Letters of complaint from the public 
and information from informants concerning re
turns preparers. 

(b) Complaints from ethical practitioners 
and professional societies . 

(c) Screening of returns by service center 
personnel. 

(d) Identification of suspect preparers by 
Criminal Investigation Division and other lAS 
personnel. 

(2) The returns in this group of cases are 
usually 6f authentic origin but are fraudulent 
because of overstated deductions and/or ex
emptions claimed. Some of the most lIagrant 
violations have been committed by unscrupu
lous return preparers who have an illiterate, 
trusting clientele. Occasionally it has been es
tablished that a pre parer has conspired with the 
taxpayer to file a false and fraudulent return. 
lAC 7206(2) (see 221.7:(2) and 418.2) is usually 
used in the prosecution of the preparer in the 
former cases; and either this section or Section 
371, Title 18, is used in the latter type of case, 
although these are not necessarily the only 
statutes that may be invoked in the prosecution 
of these cases Section 371, Title 18, is the 
conspiracy state and the techniques of investi
gation of conspiracy cases are set forth in text 
41(10). 

(3) Multiple refund cases involving unscru
pulous pre parers are developed by patient and 
painstaking interviews of a representative num
ber of the clientele to ascertain who is responsi
ble for the fraudulent returns. The facts can 
often be obtained more expeditiously and with 
less alarm by a preliminary informal interview of 
each client whose return is under investigation, 
than by an immediate formal interview. If the 
preliminary interview discloses information or 
records which are materia! to the establishment 
of the facts of the case, the client's testimony 
can be obtained later, under oath. It is some-
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times advisable to have a cooperating officer 
accompany the special agent during interviews 
to complete the tax examination of the witness
es' affairs, including the execution of agree
ment forms and collection of additional tax due. 
In an effort to quickly evaluate allegations, con
sideration should be given to deployment of a 
special agent in an undercover status. The in
vestigator, possessing the necessary employ
ment papers , such as a fictitious Form W-2, can 
frequently have a return prepared and learn the 
practitioner's modus operandi as well as obtain 
admissible evidence. A special agent was suc
cessfully used in an undercover role during 
which the preparer listed fictitious exemptions 
and deductions on a return prepared for the 
agent. [U.S. v. Blount.] On the other hand, rec
ords seized during a search incident to an ar
rest, base~ on a complaint that an accountant 
overstated deductions on a return prepared for 
an undercover agent, were ordered returned 
and suppressed as evidence. The court held 
that a valid search was limited to the means by 
which the accountant prepared the return for 
the agent and any wide ranging search for un
connected material or seizure of such material 
was unreasonable. [U.S. v. Cohen.] 

(4) The investigation should be directed 
toward establishing whether the fraud on the 
return is attributable to the preparer, the client, 
or both. An interview should therefore be de
signed to ascertain: 

(a) The name of the person who recom
mended the preparer and the identity of others 
known to have used his/her services, thus ex
panding the area of investigation. It is advisable 
to obtain prior years' returns filed by the client to 
ensure that all those prepared by the particular 
preparer are found, and more importantly, for 
comparison purposes where the prior year re
turn was prepared by someone else; 

(b) What information and records the cli
ent furnished the preparer for use in the prepa
ration of the return; 

(c) Any memorandum the preparer may 
have made of information furnished, together 
with a description of the memorandum; 

(d) Any discussion between the preparer 
and client regarding the amount of deductions 
and exemptions to be claimed; 

(e) Any suggestions the preparer made 
that more deductions should be claimed, with a 
full explanation; 
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(I) Whether each deduction claimed is in 
the same amount that was furnished the pre
parer by the client. Obtain any relevant docu
ments concerning amount claimed, and also a 
statement irom the client regarding the 
amounts he/she was entitled to deduct. If the 
amount claimed is greater than that whicl1 the 
client is able to support or than that which was 
furnished the preparer, obtain the client's 
explanation; 

(g) Whether client knew that an excessive 
amount had been claimed and if so,why he/she 
permitted it; and if he/she did not know, how it 
escaped him/her. 

(h) The circumstances of the client's sign
ing the return, and whether it was affixed to the 
return before or after the return was completed. 
If the client signed the return in blank, why? If 
the return was completed before the client af
fixed a signature to it, what sort of review did the 
client make of the contents and how could the 
excessive deductions have escaped his/her 

notice? 
(i) Whether the client knew that a refund 

was claimed; 
OJ How the client justified in his/her own 

mind that he/she had a refund coming in the 
l ight of his/her income and allowable 

deductions; 
(k) The client's literacy; 
(I) The amount of the preparer's fee and 

whether the amount charged was based on the 
amount of refund obtained; 

(m) Where the refund check was to be 
mailed. If to the preparer's address, why; 

(n) Whether the client cashed the refund 

check; 
(0) Obtain an explanation of the circum

stances of the cashing. Find out whether it was 
cashed by the preparer, whether he/she ex
tracted his/her fee from the proceeds, and 
whether the possession of the check was used 
as a means of coercing the payment of an 
exorbitant fee; 

(p) Whether the preparer endorsed the cli
ent's name to the check. If so, what authoriza
tion had the client given the preparer to do so . 

(5) The questions listed above are given 
merely as a suggested outline for use in an 
interview of this nature. Other pertinent ques

tions may arise as the interview proceeds. The 
preparer should be similarly interviewed if he/ 
she will submit voluntarily to such an interview. 
If possible, obtain from the preparer copies of:' 
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(a) Any memorandums that he/she or his/ 
her employees may have made at the time of 
interviews with the clients; 

(b) Any memorandums, documents, and 
data furnished the preparer by the client for use 
in preparing his/her return; 

(c) Any lists of fees charged, list of clients, 
retained copies of returns filed, or other perti
nent material that the preparer may have in his/ 
her files. 

(6) The preparer's employees should be in
terviewed to establish the procedure followed 
in the preparation of a return for a client from the 
time the client entered the preparer's office until 
the completion, signing, and fil ing of the return . 
They should be interviewed further as indicated 
by the outline or questions set forth above for 
use in interviewing clients to ascertain what 
other pertinent information they may have. 

(7) In investigating multiple fraudulent re
turns prepared by unscrupulous returr1s prepar
ers, those pattern return cases most suscepti
ble to development for successful criminal 
prosecution of a practitioner are the cases in
volving returns on which the entire deductions 
or excesses claimed are completely without 
basis; a representative number of the clientele 
testify that the deductions were taken entirely 
without their knowledge; and the surrounding 
conditions '-'circumstances and conduct of the 
practitioner tend to corroborate their testimony. 
The special agent should be careful not to make 
an issue for criminal prosecution of those de
ductions the legitimacy o f which might be con
sidered arguable or debatable. Furthermore, 
he/she should keep in mind that the clients may 
be as culpabie as the practitioner since they 
also stood to benefit. Therefore, the special 
agent in his/ her investigation should be con
cerned with recognizing and resolving these 
issues as much as possible . 

(8) There is another group of cases in which 
the unscrupu lous preparer 'lccepts the tax pay
ment from the client when preparing his/her tax 
return, but does not file the return or pay the tax. 
In these cases, the preparer cannot be l-harged 
with violation of IRC 7203; however, IRC 7201 
has been tried in several instances. In one case 
tried under IRC 7201, [U.S. v. Mesheski.J the 
court held that such ac ts involve onlv !,le crime 
of embezzlement under state law, and do nct 
come within the definition of attempt to evade 
or defeat tax. Other courts have disagreed with 
that conclusion, and found that the defendant 
intended to cheat not only his / her clients by 
embezzling their money but also the Govern

ment by evading the clients' taxes . [U .S . v . 
Charles L. O. Edwards.] 

440 ( 1-18-80) 9761 

Employee Plans/Exempt 
Organizations (EP/EO) Cases 

441 (1 -78-80) 9781 

Introduction 
(1) The Tax Reform Act of 1969, and the 

Employee Retirement Income Security Act 
(ERISA) of 1974, reflect national concern that 
abuses or fraudulent practices and self deal
ings in the employee plans and exempt organi
zations areas are jeopardizing both employee 
pensions and the collection of tax revenues. 
The large amounts of mOr1ey involved in em
ployee plan trust funds and tax exempt organi
zations provide both a temptation and an op
portunity for fraud. 

(2) The traditional criminal and civil provi
sions of the Internal Revenue Code will apply to 
th e violations in the Employee Plan and Exempt 
Organization area . The only significant differ
ence may be that Instead of a tax deficiency, the 
element of damage to the Government may be 
established by showing a tax benefit, such as 
making income non-taxable or contributions 
tax-deductible . 
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Scope 01 The Law 
(1) The Employee Retirement Income Secu

rity Act of 1974 (ERISA) has made sweeping 
changes in the way private employee plans are 
administered. While the Department of Labor 
(DOL) is primarily responsible for ERISA en
forcement , the Internal Revenue Service has 
significant involvement since qualified employ
ee plans receive favored tax treatment via the 
deduction of the contribution by the employer, 
tax exemption for the related trust , and the 
deferral of income by the employee. These tax 
advantages can be used in criminal cases to 
meet the requirements that a tax be due and 
owing as described in IRC Section 7201 (At, 
tempt to evade or defeat tax) and that damage 
inures to the government as described in IRC 
Section 7206 ~'::raudulent or False Stateme'1t) . 

(2) The Tax f-leform Act of 1969 established 
new and more stringent requirements for rec
ogni tion as an exempt organization, expanded 
information reporting and annual reports, im-
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posed a new series of excise taxes, and placed 
substantial restrictions on the permissible activ
ities of an exempt organization. It also provided 
penalties for repeated and willful violations of 
the various prohibitions and enumerated in the 
Act. 

(3) IRC 6033 requires that every exempt or
ganization, with some exceptions, file an annual 
return stating specifically the items of gross 
income receipts and disbursements and such 
other information as may be prescribed by the 
Secretary or appropriate delegate. In addition, 
IRC 6011 requires the filing of certain taxable 
returns by exempt organizations. These infor
mation reports and returns are used to deter
mine whether the submitting organization con
tinues to qualify for favored tax treatment and to 
report any taxes for which it may be liable. Like 
the application forms, these reports and returns 
are subscribed under the penalty of perjury. If 
an organization ceases to qualify under the pro
visions of IRC 501 or 521 for which exemption 
was granted, its exempt status will be revoked. 
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Criminal Provisions 
(1) IRC 7206(1) (Declaration under penalties 

of perjury), is the criminal provision which will 
probably be the most useful in the employee 
plans and exempt organizations area. This sec
tion makes it a felony for anyone to willfully 
subscribe to a return or other document made 
subject to penalties of perjury which is not be
lieved to be true and correct as to every material 
matter. This provision also applies to docu
ments other than tax returns and a prima facie 
violation of IRC 7206(1) can be proven even in 
the absence of a probable tax deficiency. All of 
the forms filed with the IRS in connection with 
employee plans and exempt organizations con
tain a declaration that they are made subject to 
the penalties of perjury. Additionally, the decla
ration includes a statement that supporting 
documents are certified as being true and cor
rect and this certification is subject to the same 
penalty. Thus, filing an application for a determi
nation letter containing false statements or sub
mitting falsified documents in support of such 
an application or submitting a falsified annual 
return for an employee plan and exempt organi
zations would give rise to a potential IRC 
7206(1) prosecution if the falsifications are 
shown to be willful and material. 

442 MT 9781-1 
IR Manual 

(2) Filing of a false application for a determi
nation letter, annual return or registration state
ment can also be an act leading to lax evasion 
proscribed by IRC 7201 (Attempt to Evade or 
Defeat Tax). To prove tax evasion, the Govern
ment must show a tax deficiency, affirmative 
acts to evade assessment or payment of tax, 
and willfulness. 

(3) Willful failure to file annual returns, regis
tration statements, or actuarial statements can 
be a criminal violation of IRC 7203 (Willful Fail
ure to File Return, supply information, or pay 
tax). 
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Fraudulent Schemes and Devices 
(1) Some of the more common fraudulent 

schemes and devices used in employee plans 
and exempt organizations cases are set forth 
as follows: 

(a) Backdating of applications and related 
documents. 

(b) Diversion of funds by officials of ex
empt organizations or by trustees of employee 
plans. 

(c) Payment of improper expenses of ex
empt organization and trust officials. 

(d) Loans of trust funds disguised as pur
chases or allowable deductions. 

(e) Intentional failure to keep financial 
records. 

(f) Double set of books. 
(g) Disguising taxable receipts (interest 

and dividends) as non-taxable receipts. 
(h) Making false statements on 

applications. 
(i) Providing false receipts to donors by 

exempt organizations. 
(j) Willful and intentional failure to exercise 

plan amendments agreed to during review of 
the determination letter application. 

445 (1-18-80) 9781 

Tax Protest-Type Cases 

445.1 (1-18-80) 9781 

Introduction 
(1) A tax protester is a person who employs 

one or more illegal schemes that affect the 
payment of taxes. 

(2) The following are schemes used by illegal 
tax protesters: 
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(a) Constitutional Basis-Refusal to in

clude tax return information on Form 1040 / 

1040A because of violation of Constitutional 

rights. In lieu of information required on Form 

1040/ 1040A, the illegal tax protester e ither 

show "-0-, " "none, " " Objec t ," or a Fifth 

Amendment annotation in all of the blanks or 

will include a broad general statement regard

ing his/ her constitutional rights (including 4th 

Amendment and 16th Amendment) . This is 

commonly referred to as a Porth / Daly type 

return. 

(b) Fair Market Value-Reducing gross in

come because of declining value of dollar. The 
gross income is listed on the face of the return 

and there is a large adjustment to income which 

makes adjusted gross income small enough for 

standard dedu c tio n to eliminate taxable in

come. The adjustment to gross income is on 

Schedu le D, Schedule of Capital Gains and 

Losses, or Form 2106, Statement of Employee 

Business Expenses, for Form 1040. 

(c) Gold/ Silver Standard-Any return with 

a statement that only gold or silver currency can 

be taxed. 
(d) Blank Form 1040/ 1040A-These gen

erally fall into two categories. In one category 

the individual files a return with only a name and 

address, and possibly signature , and Form(s) 

W-2 is attached. This scheme is usually verified 

upon correspondence with the taxpayer. In the 

second category the individual files a return 
similar to the Porth-type return, i.e., the lines 
contain " object," " Fifth Amendment," etc., with 

the exception that Form(s) W-2 is attached. In 
both instances the return could or could not list 

marital status and/ or exemptions. 
(e) Non-Payment Protest-Non-Payment 

or underpayment of tax based upon some type 

of protest statement written or attached to the 

return . 
(f) Protest Adjust-This is similar to Non

Payment Protest, in that the return contains 

specific unallowable items (e.g ., deduc tions, 

exclusions , etc.) id entif ied to some type of 

protest. 
(g) Mail Order Ministries-Individual re

ceives income from non-religious sources and 

declares that it is non-taxable because of " vow 
of poverty. " This scheme also involves returns 

where the individual includes.all or substantially 
all of gross income as a contribution deduction 
on Schedule A of Form 1040. Some individuals 
will complete Form 1040 and then take an un
usually large contribution deduction on Sched
ule A of Form 1040, normally 50 percent or more 
of adjusted gross income. 

(h) Protester Letters and Cards-The re
ceipt of letters and cards (without tax return) 
protesting the use of taxes for war. defense 

and / or other government spending policies, 
and indicating that this will effec t their reporting 
and payment of taxes. 

(i) Family Estate Trust-The trusts are 
filed on Forms 1041 . Terms such as " family, " 
" equity pure ," " prime," or " constitutional" are 
used in the title of the trust. Income is from 
" wages" or "Contract" sources and deduc
tions are for personal living expenses, such as 
housing, medical . auto, child care, interest or 
taxes. Generally, an ind ividual will establ ish a 
trust, give his / her wages or other income to the 

trust and the trust pays for the expenses of the 

Individual. The expenses c laimed as adminis

trative expenses of the trust, resulting in the 

individual paying no tax and the trust paying 

little or no taxes. 
(j) W4-Excessive Overstatement of Al

lowances-This scheme is usually employed in 

conjunctio n with one of the other schemes 
mentioned above. The claiming of excessive 
allowances is usually directed towards eliminat

ing of withholding of Federal taxes from wages. 
(k) Forms 843 and Amended Retums

Some individuals are filing Form 843 Claims 
and / or Amended Form 1040 (1040X) returns to 
obtain a total refund on all taxes paid in prior 
years, even though returns have not been filed 

for the prior years. 

445.2 (1-1 8-80) 978 1 

Background 

(1) Some so-cal led tax protesters are making 

speeches and offering seminars around the 
country at which serious misrepresentations 

about the tax laws are being presented to the 

public as fact . 
(2) Generally these protesters are counsel

ing taxpayers no1 to comply with the Federal 

MT 9781-1 445.2 
IR Manual 



page 9781-298 
Handbook for Special Agents (1 18-80) 

income tax return filing statutes on the ground 
that they violate a person's constitutional rights 
under the Fifth Amendment. As early as 1927, 
the Supreme Court of the United States held in 
United States v. Sullivan, that a taxpayer could 
not refuse to file a Federal income tax return 
because of the Fifth Amendment privilege 
against self-incrimination. 

(3) Further, the requirement that a taxpayer 
include information on the tax return concern
ing income does not, by itself, violate the self-in
crimination clause of the Fifth Amendment as 
the court noted in United States v. Oaly. This 
case, as well as others, represents an exten
sion of the holding in Sullivan that a taxpayer 
must do more than file a blank tax return or tax 
return with little or no information. 

(4) I"egal protesters also assert that various 
proviSions of the Internal Revenue laws violate 
the due process clause of the Fifth Amend
ment. Generally they claim that the graduated 
income tax scale and the fact that certain de
ductions or benefits allowed by the Internal 
Revenue Code are available to some and not to 
others deny those latter persons their Constitu
tional rights. The protesters also assert that 
some of the statutory collection procedures VIO
late the due process clause. However, ill Swal
low v. United States, the court held, "It is now 
well settled that the income tax Ic:ws are not 
unconstitutional under the due process clause 
of the Fifth Amendment. ... " 

(5) Federal Courts have held .in numerous 
cases that there is no Constitutional nght to 
refuse to pay income taxes in whole or part on 
religious or moral grounds or because the funds 
are used for government programs that the tax
payer opposes. For example, in Autenrieth v. 
Cullen, the court said, "The fact that some per
sons may object, on religious grounds, to some 
of the things that the governmenl does is not a 
basis upon which they can claim a constitution
al right not to pay a part of the tax ." 

(6) Some illegal protesters have offered an 
argument that income in the form of currency or 
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(9) While the "church" or "religious order" 
plans vary in certain aspects, a common 
scheme calls for an individual taxpayer to ob
tain minister's credentials and a church or reli
gious order charter by mail for a fee. No profes
sion of adherGnce to a creed, dogma, or moral 
code mayor may not be required and duties of 
fiduciary responsibilities mayor may not be un
dertaken in order to receive and administer 
these charters or credentials. The individual 
sets up an organization that purports to be a 
church, religious order, or other religious orga
nization. The plan then calls fonhe individual to 
take a "vow of poverty" and to assign the indi
vidual's assets-house, car, savings account, 
etc.-and the income earned from current em
ployment to the new organization. The income 
assigned is expended for housing, food, cloth
ing, personal transportation and other living ex
penses incurred by the individual, and for his or 
her occasional " spiritual retreats" to traditional 
vacation areas. T picallv. th I' 

the court, referring to the gold and silver argu
ment, stated, "This contention is clearly frivo
lous." The court arrived at a similar conclusion 
in United States v. Wangrud. The Tax Court in 
Hatfield v. CommiSSioner, which involved a 
Fifth Amendment return, dismissed an argu
ment that Federal Reserve notes should not be 
taxed since they constitute accounts 
receivable. 

(7) Some illegal protesters have promoted 
noncompliance through tax schemes involving 
family estate trusts, while others have offered 
assignments of all income to newly created 
organizations purporting to be churches, reli
gious orders, or other religious organlzat1ons In 

which the organization acts only as a nominee 
receiving the assigned income which is then 
used to pay the donor's living expenses. 

(8) Under the family estate plan the individu
al is advised to assign assets and income from 
current employment to the trust. The promoters 
then advise that, in exchange, the creator of the 
trust may receive "compensation" as an offi
cer, trustee or director, as well as certain "fringe 
benefits," such as "pension rights," "tax-free 
use of a residence," and "educational endow
ments" for children. 

(a) According to the promoters, once the 
creator's income is shifted \0 the trust, the trust 
is supposedly taxed only on undistributed new 
income. The promoters misrepresent that sub
stantially all living expenses of the grantor an,d 
his or her family may be deducted on the trust s 
fiduciary income tax return as business expens
es and that the balance might then be dlstnbut
ed to the creator's family or to a separate "non
profit" educational trust leaving little or no tax
able income to be reported. 

(b) Several IRS rulings have been pub
lished adverse to these schemes, and IRS chal
lenges to these trusts have been upheld In van
ous court cases. 

(c) One of the most basic principles of tax
. - .. -- ~ .... .-I +'" tho t.o."n~:I\,u:~r 
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evaluation. This evaluation will be completed 
within 15 working days from the date of receipt. 
To assist in evaluation of the criminal potential 
of protest cases, the Chief, CID may assign the 
item to a special agent for limited inquiries, as 
defined in IRM 9311.2:(3). Also, if necessary for 
proper evaluation, the Chief may authorize indi
vidual information gathering. When unusual le
gal questions exist, the Chief is encouraged to 
contact District Counsel for advice. 

(2) If the case is selected for investigation, 
the district will submit a Form 4135 (Criminal 
Investigation Control Notice) to the service cen
ter to establish a TC 914 Control. 

(3) Cases selected for investigation will be 
deSignated as priority cases and investigated 
as expeditiously as possible. To ensure that 
illegal tax protester cases are investigated as 
quickly as possible, the Chief, Criminal Investi
gation Division should consider devoting addi
tional resources to these cases andlor estab
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income tax return filing statutes on the ground 
that they violate a person's constitutional rights 
under the Fifth Amendment. As early as 1927, 
the Supreme Court of the United States held in 
United States v. Sullivan, that a taxpayer could 
not refuse to file a Federal income tax return 
because of the Fifth Amendment privilege 
against self-incrimination. 

(3) Further, the requirement that a taxpayer 
include information on the tax return concern
ing income does not, by itself, violate the self-in
crimination clause of the Fifth Amendment as 
the court noted in United States v. Daly. This 
case, as well as others, represents an exten
sion of the holding in Sullivan that a taxpayer 
must do more ihan file a blank tax return or tax 
return with little or no information. 

(4) Illegal protesters also assert that various 
provisions of the Internal Revenue laws violate 
the due process clause of the Fifth Amend
ment. Generally they claim that the graduated 
income tax scale and the fact that certain de
ductions or benefits allowed by the Internal 
Revenue Code are available to some and not to 
others deny those latter persons their Constitu
tional rights. The protesters also assert that 
some of the statutory collection procedures vio
late the due process clause. However, in Swal
low v. United States, the court held, "It is now 
well settled that the income tax laws are not 
unconstitutional under the due process clause 
of the Fifth Amendment. . . . " 

(5) Federal Courts have held in numerous 
cases that there is no Constitutional right to 
refuse to pay income taxes in whole or part on 
religious or moral grounds or because the funds 
are used for government programs that the tax
payer opposes. For example, in Autenrieth v. 
CuI/en, the court said, "The fact that some per
sons may object, on religious grounds, to some 
of the things that the governmen: does is not a 
basis upon which they can claim a constitution
al right not to pay a part of the tax." 

(6) Some illegal protesters have offered an 
argument that income in the form of currency or 
checks is not subject to tax on the grounds that 
currency is now worthless since the United 
States is no longer on a gold or silver standard . 
They also argue that Federal Reserve notes are 
only accounts receivable and thus are not sub
ject to tax. However, the law iaxes "income 
from whatever source derived," and income 
may be in many forms, including currency, 
goods and services. In United States v. Daly, 
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the court, referring to the gold and silver argu
ment, stated, "This contention is clearly frivo
lous." The,court arrived at a similar conclusion 
in United States v. Wangrud. The Tax Court in 
Hatfield v. Commissioner, which involved a 
Fifth Amendment return, dismissed an argu
ment that Federal Reserve notes should not be 
taxed since they constitute accounts 
receivable. 

(7) Some illegal protesters have promoted 
noncompliance through tax schemes involving 
family estate trusts, while others have offered 
assignments of all income to newly created 
organizations purporting to be churches, reli
gious orders, or other religious organizations in 
which the organization acts only as a nominee 
receiving the assigned income which is then 
used to pay the donor's living expenses. 

(8) Under the family estate plan the individu
al is advised to assign assets and income from 
current employment to the trust. The promoters 
then advise that, in exchange, the creator of the 
trust may receive "compens2.tion" as an offi
cer, trustee or director, as well as certain "fringe 
benefits," such as "pension rights," "tax-free 
use of a residence," and "educational endow
ments" for children . 

(a) According to the promoters, once the 
creator's income is shifted to the trust, the trust 
is supposedly taxed only on undistributed new 
income. The promoters misrepresent that sub
stantially all living expenses of the grantor and 
his or her family may be deducted on the trust's 
fiduciary income tax return as business expens
es and that the balance might then be distribut
ed to the creator's family or to a separate "non
profit" educational trust leaving little or no tax
able income to be reported. 

(b) Several IRS rulings have been put
li shed adverse to these schemes, and IRS chal
lenges to these trusts have been upheld in vari
ous court cases. 

(c) One of the most basic principles of tax
ation is that income is taxed to the taxpayer 
earning it. In other words, a person cannot 
escape the liability to report and pay tax on 
income of such person that is assigned to an
othflr person or entity. Thus, the United States 
Tax Court has rejec~ed taxpayers ' arguments 
that assigning to family trusts all compensation 
for services of the creator relieved the creator 
of reporting and paying tax on such 
compensation. 
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(9) While the "church" or "religious order" 
plans vary in certain aspects, a common 
scheme calls for an individual taxpayer to ob
tain minister 's credentials and a church or reli
gious order charter by mail for a fee. No profes
sion of adhere.nce to a creed, dogma, or moral 
code mayor may not be required and duties of 
fiduciary responsibilities mayor may not be un
dertaken in order to receive and administer 
these charters or credentials. The individual 
sets up an organization that purports to be a 
church, religious order, or other religious orga
nization. The plan then calls for the individual to 
take a "vow of poverty" and to assign the indi
vidual'S assets-house, car, savings account, 
etc.-and the income earned from current em
ployment to the new organization. The income 
assigned is expended for housing, food, cloth
ing, personal transportation and other living ex
penses incurred by the individual, and for his or 
her occasional "spiritual retreats" to traditional 
vacation areas. Typically, the solicitations con
clude that a vow of poverty can make a person 
rich. 

(a) Such representations are misleading 
and plans of the type described will not produce 
the tax benefits claimed by their promoters. The 
tax law affords significant benefits to churches 
and other religious organizations and to individ
uals who make gifts or contributions to qualified 
organizations. The law requires, however, that 
religious organizations qualifying for certain tax 
benefits actually be operated for religious pur
poses and that they not be operated for private 
purposes. 

(b) Under a recently published lAS ruling 
and established principles of tax law, such an 
assignment of income whether by an individual 
claiming to be under a vow of poverty, or other
wise, will not prevent the individual from being 
taxed on such income. Moreover, when the 
organization to which income is assigned is not 
actually organized and operated for religious 
purposes, the assigned income will not be de
ductible by the taxpayer. In any event, contribu
tions to an organization are not deductible 
when made in the expectation of receiving 
some commensurate benefit in return. 

445.3 (1-18-80) 9781 

Criminal Investigation Division 

Procedures In Tax Protester-Type 

Cases 


(1) Each protest return received from the 
Chief, CID will be immediately assigned for 

evaluation. This evaluation will be completed 
within 15 working days from the date of receipt. 
To assist in evaluation of the criminal potential 
of protest cases, the Chief, CID may assign the 
item to a special agent for limited inquiries, as 
defined in IRM 9311.2:(3). Also, if necessary for 
proper evaluation, the Chief may authorize indi
vidual information gathering. When unusualle
gal questions exist, the Chief is encouraged to 
contact District Counsel for advice. 

(2) If the case is selected for investigation, 
the district will submit a Form 4135 (Criminal 
Investigation Control Notice) to the service cen
ter to establish a TC 914 Control. 

(3) Cases selected for investigation will be 
designated as priority cases and investigated 
as expeditiously as possible. To ensure that 
illegal tax protester cases are investigated as 
quickly as possible, the Chief, Criminallnvesti
gation Division should consider devoting addi
tional resources to these cases and/or estab
lishing teams of special agents to work these 
cases. 

(4) In selecting cases for investigation, con
sideration should be given to the potential im
pact and/or deterrent effect a successful pros
ecution case will generate. Experience in this 
area has indicated that cases involving leaders 
and/or flagrant non-compliance situations 
achieve the best results. (See Policy Statement 
P-9-3.) 

(5) Any surveillance activities conducted in 
conjunction with illegal tax protester cases 
and/or information gathering projects will con
form to the guidelines contained in lAM 9383.6. 

(a) Surveillance activities at tax protest 
meetings will be limited to attendance at those 
meetings for the purpose of obtaining informa
tion concerning new techniques being advocat
ed in the so-called tax protest movement. Spe
cial agents who attend these meetings will not 
identify individuals who attend the meetings 
unless the individuals openly admit that they: 

1 have committed or intend to commit a 
tax violation; or 

2 advocate that others commit viola
tions of the tax laws; or 

3 advocate the use of threat and/or as
sault tactics in dealing with Service personnel. 

(b) The attendance at tax protest meet
ings is to be distinguished from peaceful dem
onstrations directed towards some sort of tax 
protest. In this regard, Service personnel will be 
guided by Treasury Department policy which 

MT 9781-1 445.3 
IR Manual 



page 9781-300 
Handbook for Special Agents (1-1~0) 

directs that no information should be collected 
on peaceful demonstrations which involve the 
exercise of First Amendment rights without 
contacting the office of the Assistant Secretary 
(Enforcement and Operations) . In such situa
tions, the Chief, Criminal Investigation Division, 
with the concurrence of the District Director, 
and ARC, Criminal Investigation will notify the 
Director, Criminal Investigation Division, who 
will contact the Assistant Secretary (Enforce
ment and Operations) . 

(6) Any district information gathering proj
ects must be authorized in accordance with 
Manual instructions. (See IRM 9391.9.) 

(7) Guidelines and procedures regarding the 
use of informants are found at IRM 9373. 

(8) Guidelines concerning the use of confi
dential expenditures are found at IRM 9372. 

(9) Since some so-called tax protesters ad
vocate the use of force in dealing with Service 
personnel, the special agent assigned the in
vestigation should consider having all contacts 
with the taxpayer made at the district office or 
the post of duty nearest the taxpayer. If it is 
determined that this could jeopardize success
ful completion of the investigation, the special 
agent's group manager will be consulted prior 
to contact with the taxpayer . Also, special 
agents should recognize that many third-par
ties may also be illegal tax protest advocates. 
Ex1reme care and discretion should be exer
cised prior to making contacts that could fall 
into this category. 

(10) Cases involving illegal tax protesters 
have been associated with the following 
violations: 

(a) Title 26 U.S.C. 
1 Section 7201-Attempt to Evade or 

Defeat Tax; 
2 Section 7203-Willful Failure to File 

Return , Supply Information or Pay Tax; 
3 Section 7202-Willful Failure to Col

lect or Pay over Tax; 
4 Section 7205-Fraudulent Withhold

ing Exemption Certificate or Failure to Supply 
Information; 

5 Section 7206-Fraud and False 
Statements; and 

6 Section 7212-Attempts to Intertere 
with Administration of Internal Revenue Laws. 

(b) Title 18 U.S.C. 
1 Section 2-Principals; 
2 Section 287-False , Fictitious or 

Fraudulent Claims; 
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3 Section 371-Conspiracy to Commit 
Offense or to Defraud United States; 

4 Section 1001-8tatement or Entries 
Generally; and 

5 Section 1503-lnfluencing or Injuring 
Officer, Juror or Witness Generally. 

450 (1-18-80) 9781 

Excise Taxes 

451 (1-18-80) 978 1 

Definition and Purposes 
(1) Definition.-An excise tax is a duty or im

post levied upon the manufacture, sale, or con
sumption of commodities within the country, 
and upon certain occupations. 

(2) Purposes.-A few excise taxes are mere
ly regulatory and some are imposed for both 
regulatory and revenue purposes. Most excise 
taxes, however, are levied exclusively for the 
purpose of revenue. 

452 (1-18-80) 9781 

Excise and Income Taxes 
Distinguished 

452.1 (1-IB-<JO) 9781 

Base 
Income taxes are based on net income or net 

profits, and are graduated. Excise taxes are not 
graduated, and they can be based upon any of 
the following factors: selling price of merchan
dise or facilities; services sold or used; number, 
weight, or volume of units sold; and nature of 
occupation . 

452.2 (1-18-80) 9781 

Tax Period 
Certain excise tax returns are required to be 

filed on either a fiscal-year or calendar-year 
basis. In general, excise tax returns are filed on 
a calendar quarter-year basis. Income tax re
turns are required to be filed on either a fiscal
year or calendar-year basis. 

452.3 (1-IB-<JO) 9781 

Additional Taxes and Penalties 
Assessments of additional or delinquent ex

cise taxes are referred to as " additional taxes." 
In income tax cases, such assessments are 
known as " deficiencies." There are many types 
of civil penalties specifically applicable to ex
cise tax cases. Civil penalties in income tax 
cases are limited to three types: delinquency, 
negligence, and fraud. 
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452.4 (1-18-80) 9781 

Court Appeals 
Income tax cases may be appealed to the 

Tax Court o f the United States without prepay
ment of the taxes, but excise tax cases cannot 
be appealed to the Tax Court. All court appeals 
by excise tax litigants must be made to either 
the U.S. Court of Claims or to the U.S. District 
Court, and then only upon prepayment of the 
taxes. 

453 (1-18-80) 9781 

Excise Tax Reduction Bill of 1965 

453.1 (1-18-<30) 9781 

Statutory Provisions 
The Excise Tax Reduction Bill of 1965 (P .L 

89-44) and the Comprehensive Drug Abuse 
Prevention and Control Act of 1970 (P.L. 91
513) lowered or removed most of the Federal 
excise taxes. 

453.2 (1-18-<30) 9781 

Excise Taxes Remaining in Effect 
(1) The following remaining excise taxes are 

of interest to the Crim inal Investigation Division . 
(a) Retailers' excise taxes; diesel fuel and 

special motor fuels . 

(b) Manufac turers ' excise taxes; truck 
parts and accessories, trucks, trailers, tires and 
inner tubes, gaSOline and lubricating oil (used in 
motor vehicles). 

(c) Miscellaneous excise taxes; air trans
portation of persons, foreign insurance policies, 
wagering-occupational and grosswagers, coin
operated gaming devices, (expires June 30, 
1980), highway vehicle usage, and local and 
long-distance telephone service. 

(2) Excise tax regulations under IRC 4481 
expired October 1, 1972 and new regulations 
were not effective until March 2, 1976. Consult 
District Counsel prior to conducting investiga
tions of possible violations relating to interim 
periods. 

453.3 ( 1- 18-<30) 9781 

Occupations Subject to Tax 
Various occupations are subject to special 

(occupational) taxes. Many of these taxes are 
regulatory in nature. Those of chief interest to 
the Criminal Investigation Division relate to per
sons engaged in wagering (see 460) and those 
who maintain coin-operated gaming devices on 
their premises. The tax on coin-operated gam

ing devices will no longer be in effect after June 
30, 1980. 

454 (9-<3-<30) 9781 

(Reserved) 

455 ( /-18-<3 0) 9781 

Civil Penalties and Jeopardy 

Assessments 


455.1 ( 1-18-<30) 9781 

Civil Penalties 

455.11 ( 1-18-<30) 9781 

Delinquency Penalty (IRC 6651(a» 

An ad valorem delinquency penalty of 5 per
cent a month may be asserted when an excise 
tax return is fil ed delinquently without reason
able cause, or when a taxpayer fails to file a 
return without fraudulent intent. The penalty, 
limited to 25 percent, is imposed on the net 
amount due. It is not imposed, however, if the 
50 percent civil fraud penalty is assessed under 
IRC 6653(b) . (See 250.) 

455.1 2 (1 -18-80) 9781 

Fraud Penalty Applicable to 

Returns (IRC 6653(b» 


A 50 percent civil fraud penalty may be im
posed under IRC 6653(b) on the underpaid ex
cise tax on " non -collec ted ta xes," such as , 
manufacturers' or retailers' taxes. The test for 
the appl ication of the fraud penalty in an excise 
tax case is the sarne as it is for any other type of 
fra ud penalty case ; the Government must 
prove that a willful fraudulent act was commit
ted . With respect to excise taxes, the 50 per
cent civi l fraud penalty applies to " noncollected 
taxes" only . "Collected taxes" levied on the 
purchaser or user, such as transportation and 
withholding taxes are subject to the 100 percent 
penalty, under IRC 6672. 

455.13 (/-/8-80) 978 1 

Fraud Penalty Applicable to 
Documentary Stamps (IRC 
6653(e» 

A 50 percent civil fraud penalty may be as
serted under IRC 6653(e) agains t anyone who 
willfully fails to pay or attempts to evade or 
defeat any tax imposed by means of a stamp, 
coupon, ticket, book, or other device. 

MT 9781-10 455.13 
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455.14 (1-18-80) 9761 456 (1 -18-80) 

One Hundred Percent Penalty 
(IRC 6672) 

A 100 percent penalty may be imposed on 
any person required to collect, truthfully, ac
count for and pay over any tax who willfully 
evades, or fails to collect or account for and pay 
over such tax. This relates to " col/ected" and 
"withheld" taxes only and serves merely as a 
device whereby the collecting agent is made 
liable for the unpaid portion of the tax. The 
penalty under this IRC section is limited to this 
amount and is not in addition to it. [Chief Coun
sel Memorandum, 6/11/64, CC:CL-2284.] 

455.15 (1-18-80) 9781 

Other Civil Penalties 
In addition to the general civil penalties previ

ously mentioned, the 1954 Code provides for 
various penalties applicable to specific types of 
excise taxes. Such penalties are included in 
those enumerated in 252. 

455.2 (1-18-80) 9761 

Jeopardy Assessment in Excise 
Tax Cases 

IRC 6862 provides that when the collection of 
the excise tax is deemed in jeopardy, it may be 
immediately assessed. 

Criminal Penalties for Excise Tax 
Violations 

Criminal Penalties for most violations of ex
cise taxes are imposed by the same 1954 Code 

sections as related to income taxes, which, in 
general, cover offenses such as willful failure to 
file a return, pay tax, supply information, or keep 
records; willful fai lure to account for, coliect and 
pay over a particular tax; and willful attempts to 
defeat the tax in any manner. The 1954 Code 
also provides specific penalties which have a 
limited application to the various excise taxes. 
(The various criminal penalties are enumerated 
in 221 .) For example, IRC 7215 and 7512, which 
relate to Offenses With Respect to Collected 
Taxes, cover noncompliance with an official 
notice to collect and deposit "trust fund" taxes. 

457 (1-18-80) 

Excise Tax Investigations 

455.14 MT 9781-10 
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457.1 (1-18-80) 	 9781 

Origin of Excise Tax Cases 
(1) Excise tax returns, unlike those for in· 

come taxes, do not admit to ready analysis to 
determine the possible existence of tax viola· 
tions. The information contained in quarterly 
excise tax returns on Form 720 is limited to the 
kind of tax, the gross tax, the credit for overpaid 
tax in prior returns, and the net tax due. Hence, 
excise tax investigations which relate to false or 
fraudulent returns usually result from referrals 
following field audit of taxpayers' books and 
records. As violations applicable to excise tax
es often occur simultaneously with income tax 
offenses, field audits conducted by the Exami
nation Division in income tax matters often dis
close violations with respect to excise taxes. 
Therefore, referrals in such cases often relate 
to both excise and income taxviolations.lnves
tigations of offenses involving willful failure to 
file excise tax returns, or willful failure to collect 
and pay over excise tax, are usually based upon 
referrals from the Collection or Examination 
Division. 

(2) Some excise tax investigations result 
from information furnished by informants. 

(3) Excise tax violations also are disclosed 
through surveys conducted by the Criminal In· 
vestigation Division, and by information ob
tained by special agents during their investiga
tion of income tax offenses. As most excise tax 
offenses are committed in conjunction with in
come tax violations, investigation of both types 
of cases usually arise from the same sources. 

457.2 (1-18-80) 	 9781 

Techniques of Excise and Income 

Tax Investigations Compared 


Although the criminal penalties for most vio
lations of the excise taxes are imposed by the 
same 1954 Code sections as relate to income 
taxes, the nature of the evidence to sustain 
prosecution of excise tax cases differs in many 
respects from that required in income tax cas
es. Excise tax is based on specifically enumer
ated articles or services, whereas income tax is 
based strictly on income. For this reason, the 
established methods of determination of in
come in income tax cases may be inadequate 
to sustain criminal prosecution for evasion of 
the excise tax on specifically enumerated arti· 
cles or services. Under certain circumstances 
the specific item method of proving incoma may 
be effectively used in excise tax cases, espe· 
cially if an adequate breakdown of records in 

maintained by the taxpayer. Furthermore, any 
other method of proving income may be used if 
the circumstances are such that the evidence 
thus developed will serve to establish or but
tress proof of violation of the excise tax on the 
specifically enumerated articles or services in
volved. In general, the investigative techniques 
applicable to income tax cases may be used in 
excise tax investigations. 

460 (1-18-80) 	 9781 

Wagering Tax 

461 (1-18--80) 	 9781 

Law Relating to Wagering Tax 

461.1 (1-18-80) 	 9781 

Excise Tax on Wagering 

461.11 (1-18-80) 	 9781 

Statutory Provisions 
IRC 4401 imposes a 2 percent excise tax on 

wagers. This tax is distinct from the $500 annual 
occupational tax imposed by IRC 4411 although 
every person who is liable for the excise tax is 
also liable for the occupational tax. 

461.12 (1-18-80) 	 9781 

Definitions of Wagering Terms 

461.121 (1-18--80) 	 9781 

Wager 
The term wager means any wager with re

spect to a sports event or a contest placed with 
a person engaged in the business of accepting 
such wagers; any 'Nager placed in a wagering 
pool with respect to a sports event or a contest. 
if such pool is conducted for profit; and any 
wager placed in a lottery conducted for profit. 

461.122 (1-18-80) 	 9781 

Lottery 
(1) The term lottery includes the numbers 

game, policy, and similar types of wagering . The 
term does not include: 

(a) any 	game of a type in which usually 
1 the wagers are placed, 
2 the winners are determined, and 
3 the distribution of prizes or other prop

erty is made in the presence of all persons 
placing wagers in such game, and 

(b) any drawing conducted by an organiza
tion exempt from tax under IRC 501 and 521, if 

MT 9781-1 	 461.122 
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no part of the net proceeds derived from such 
drawing inures to the benefit of any private 
shareholder or individual. 

461.13 (1-1B~O) 9761 

Amount of Wager 
In determining the amount of any wager, all 

charges incident to the placing of such wager 
shall be included; except that if the taxpayer 
establishes, in accordance with regulations 
prescribed by the Secretary or his delegate, 
that an amount equal to the tax has been col 
lected as a separate charge from the person 
placing such wager, the amount so collected 
shall be excluded . 

461.14 (1-1B~O) 978 1 

Persons Liable for Wagering 
EXCise Tax 

(1) Each person who is engaged in the busi
ness of accepting wagers shall be liable for and 
shall pay the tax on all wagers placed with him. 
Each person who conducts any wagers, pool or 
lottery shail be liable for and shall pay the tax on 
all wagers placed in such pool or lottery. 

(2) A person is engaged in the business of 
accepting wagers if he makes it a practice to 
accept wagers with respect to which he as
sumes the risk of profit or loss depending upon 
the outcome of the event or the contest with 
respect to which the wager is accepted. It is not 
intended that to be engaged in the business of 
accepting wagers a person must be either so 
engaged to the exclusion of all other activities 
or even primarily so engaged. Thus, for exam
ple, an individual may be primarily engaged in 
business as a salesman, and also for the pur
pose of the tax be engaged in the business of 
accepting wagers. The courts have ruled that a 
single transaction without additional evidence 
so indicating does not constitute engaging in 
the business. However, a Single wagering 
transaction made under circumstances that in
dicate that it is made in the ususal course of 
business may make the person liable for the 
special tax. The chance for successful prosecu
tion is better where there is evidence that the 
person accepted several wagers and compe
tent witnesses are available to testify as to the 
passage of money and its acceptance as 
wagers. 

(3) The 2 percent excise tax is applicable to 
the acceptor of wagers (principal), while the 

461.122 MT 9781-1 
IR Manual 

$500 special tax applies to both the acceptor 

and the receiver of wages (agent). In addition, 

under lAC 4401 (c). any person who as agent for 

a principal is liable under lAC 4411 for the spe

cial $500 tax and who fails to disclose his princi

pal, becomes liable himself for the excise tax 

imposed by lAC 4401. 

461.15 (' -'B~O) 9761 

Exclusions From Wagering Excise 
Tax 

(1) No 2 percent excise tax shall be imposed 

on: 

(a) any wager placed with. or any wager 

placed in a wagering pool conducted by, a pari

mutuel wagering enterprise licensed under 

State law. and 

(b) any wager placed in a coin-operated 

device with respect to which an occupational 

tax is imposed by lAC 4461 . 

461.16 (l-l B~O) 9781 

Territorial Extent of Wagering 
Excise Tax 

(1) The tax imposed by lAC 4401 shall apply 

only to wagers which are: 

(a) accepted in the United States, or 

(b) placed by a person who is in the United 

States 

1 with a person who is a citizen or resi

dent of the United States. or 
2 in a wagering pool or lottery conducted 

by a person who is a citizen or resident of the 

United States. 

461 .2 ( '-IB~O) 9781 

Wagering Occupational Tax 

461 .21 ( I-I~O) 9781 

Statutory Provisions 

(1) lAC 4411 imposes a special tax of $500 

per year to be paid by each person who is liable 

for tax under IRC 4401 . or who is engaged in 

receiving wagers for or on behalf of any person 

so liable. The application of IRC 4411 may be 

illustrated by the following examples: 
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(a) A, who is engaged in the business of 
accepting horse race bets, employs ten per
sons to receive on his behalf wagers which are 
transmitted by telephone. A also employs a 
secretary and a bookkeeper. A and each of the 
ten persons who receive wagers by telephone 
on behalf of A are liable for special tax. The 
secretary and bookkeeper are not liable for the 
special tax unless they also receive wagers for 
A. 

(b) B operates a numbers game and has 
an arrangement with ten persons, who are em
ployed in various capacities, such as boot
blacks, elevator operators, news dealers, etc., 
to receive wagers from the public on his behalf. 
B also employs C to collect from the ten per
sons referred to the wagers received by them 
on B 's behalf and to deliver such wagers to B. C 
performs no other services for B. B and the ten 
persons who receive wagers on his behalf are 
liable fo r the special tax. C is not liable for the 
special tax since he is not engaged in receiving 
wagers for B. 

461 .22 (1-1B-iJ0) 9781 

Registration 
I RC 4412 provides that each person required 

to pay a special tax under IRC 4411 shall regis
ter with the District Director in charge of the 
Internal Revenue District where the wagering 
business is conducted. Form 11C is used for the 
registration and requires: The name and place 
of residence of taxpayer; if he is liable for the 2 
percent excise tax, each place of business 
where the activity which makes him so liable is 
carried on, and the name and place of resi
dence of each person who is engaged in receiv
ing wagers for him or on his behalf; if he is 
engaged in receiving wagers for or on behalf of 
any person subject to the 2 percent excise tax, 
the name and place of residence of each such 
person. In the event a firm or company con
ducts the wagering business, the names and 
places of residence of the several persons con
s tit u t ing the firm or company shall be 
registered. 

461.3 ( 1-18-80) 9781 

Record Requirements 
Every person required to pay the excise tax 

imposed by IRC 4401 , shall keep a daily record 
showing the gross amount of all wagers on 
which he is liable in addition to all other records 
required pursuant to IRC 6001 . An agent or 
employee who received wagers for or on behalf 

of another person shall keep a daily record of 
bets received , commissions retained, and 
amo!.:nt turned over to his principal. The records 
required to be maintained by principal and 
agent shall at all times be open for inspection by 
revenue officers, and they shall be maintained 
for a period of at least three years from the date 
the wager was received. 

46 .4 (1-18-80) 9781 

Payment of Special Tax Before 
Engaging in Wagering Business 

IRC 4901 requires that the special tax im
posed by IRC 4411 be paid before an individual 
or firm engages in accepting wagers. The spe
cial tax is computed as of the first day of July in 
each year, or the first day that wagers are ac
cepted. In the former case the spe~ial tax shall 
be computed lor one year, i.e., $500 and in the 
latter case it shall be prorated from the first day 
of e month in which wagers were accepted, to 
and including the 30th day of June fol!owing. 

461.5 (1-18-80) 9781 

Wagering Excise Tax Returns 
Monthly returns of the 2 percent excise tax on 

wagers must be filed on Form 730. The taxes 
are due and payable to the District Director', 
without notice from the director, on or before 
the last day of the month following that for 
which it is made. 

461.6 (1-18-80) 9781 

Criminal Violations for Wagering 
Taxes 

(1) Willful attempt to evade or defeat the pay
ment of wagering tax, willful failure to file return 
or supply information, and failure to pay special 
wagering tax incur the penalties prescribeO in 
IRC 7201, 7203, and 7262 respectively. Collat
eral violations, such as filing false claims, con
spiracy, and false statements, may also incur 
penalties prescribed by sections 287,3"11, and 
1001 of Title 18, U.S. Criminal Code. 

(2) Congress repealed IRC 6107 which al
lowed for public inspection of certain tax rec
ords and has enacted IRC 4424. IRC 4424 was 
intended to remove any constitutional prob
lems regard;ng enforcement of the wagering 
taxes resulting from improper disclosure of wa
gering tax information. 
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462 (1-18-80) 9781 

Elements of Wagering Tax 
Violations 

462.1 (1-18-80) 9781 

General 
The elements of a wagering tax violation sub

ject to the criminal sanctions of IRC 7203 are: 
The wagering activity must be subject to the 
wagering tax laws (IRC 4421); failure of the 
person to register and pay the special tax be
fore accepting the wager and/or failure of the 
person to file wagering excise tax returns and 
pay tax; and evidence to prove that the person 
willfully failed to comply with the law. In addition 
to proving the above elements the Government 
must prove aHirmative acts which indicate a 
willful intent to evade or defeat the tax in order 
to sustain a violation of IRC 7201. No proof of 
willfulness is required for a violation under IRC 
7262, which provides a $1 ,000 to $5,000 fine for 
doing an act which makes a person liable for the 
special tax without having paid such tax. 

462.2 (1-18-80) 9781 

Wagering Tax Enforcement 
(1) Primary enforcement eHorts in the wager

ing tax area shall be aimed at the independent 
initiation and development of criminal cases 
against major operators and financiers and in 
other situations involving wide-spread noncom
pliance. Service eHorts will strive to promote 
balanced enforcement with respect to investi
gations of wagering occupational, wagering ex
cise and income tax violations on identified sub
jects. (See Policy Statement P-9-472 and IRM 
9420. 

(2) Generally, a major wagering operation is 
one comprised of five or more individuals who 
conduct, finance, manage, supervise, direct or 
own all or a part of a gambling business and: 

(a) has a daily gross of over $2000, or 
(b) conducts business at more than one 

location, or 
(c) actively handles lay-off bets; or 
(d) a principal of the operation is notorious 

or powerful with respect to local criminal 
activity. 

(3) Cases not meeting the criteria may be 
investigated and recommended for prosecu
tion only if they are associated with and submit
ted for prosecution simultaneously as a pack
age with the case(s) meeting the criteria. 

462 MT 9781-1 
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Investigative Techniques 
(1) Violations of criminal statutes by IRS per

sonnel are prohibited. However, under certain 
Circumstances, investigative techniques used 
by special agents in the performance of their 
official duties, which would appear to violate a 
state or local criminal statute, do not actually 
constitute a violation. One such technique may 
be the placing of a bet by a special agent, using 
a temporary identity, to obtain evidence relating 
to a wagering tax investigation. Whether a par
ticular investigative technique constitutes a vio
lation of a statute depends upon the justifiability 
of the use of the investigative technique under 
the circumstances. Among the factors to be 
considered in determining justifiability are: the 
realistic availability of alternative investigative 
techniques, including timing, cost and staffing 
considerations; the degree of actual harm that 
such conduct is likely to cause; the eHorts of the 
agent to minimize such harm; and the potential 
benefits for society from such conduct. Of 
course, no technique to secure evidence can 
be deemed justifiable and is, therefore, imper
missible if it involved a violation of the person or 
property of any individual. Under no circum 
stances can agents employ such techniques as 
illegal threats or assaults against any persons, 
breaking and entry into another's premises 
without a search warrant, the unauthorized tak
ing of papers or other property, or the unautho
rized overhearing of conversations. In order to 
protect IRS personnel and to assure that IRS 
personnel act within the law, District Counsel 
should be consulted if doubt exists as to how 
the law applies to a particular situation. 

(2) Investigations of wagering tax violations 
usually require surveillance of violators and lo
calities to obtain probable cause for issuance of 
search warrants. (See IRM 9383.6.) 

(3) Special agents shall only be used in a 
penetration type undercover capacity after hav
ing received training in the technique. This will 
provide for conSistency in approach and avoid 
possible violations of law which could occur by 
using untrained agents in undercover activities. 
The Assistant Regional Commissioner (Crimi
nal Investigation) will make arrangements 
through the Director, Criminal Investigation Di
vision, Attn:CP:CI:O for interregional use of 
trained undercover agents . (See IRM 
9389.(11». 
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(4) Special agents may place wagers and 
participate as customers to obtain evidence of 
wagering activities. Such assumption of a tem
porary identity for this non penetrating type ac
tivity will be carried out in accordance with cur
rent guidelines on surveillance. Paid informants 
may be used when appropriate. Expenditures 
for the placing of wagers and payments of infor
mants will be designated "Confidential Expend
itures". (See IRM 9372.) 

(5) Special agents will at all times conform to 
the Department of Justice guidelines on moni
toring of private conversations. Mechanical, 
electronic, or other devices will be used only in 
accordance with policy statement P-9-35 and 
the procedures set forth in IRM 9388 and 9389. 

464 (I-IB~O) 9781 

Venue in Wagering Investigations 
Text 727 covers the question of venue as it 

pertains to IRC 7201 and 7203, and the com
ments made in 727 are, applicable to wagering 
tax cases. Violation of IRC 7262, which pro
vides a maximum penalty of $5,000 for not pay
ing the special tax imposed by IRC 4411, is 

committed in the judicial district where the wa
ger was accepted. Therefore, venue lies in the 
judicial district where the wager was accepted 
without regard to the location of the District 
Directors' office. 

465 (I-I_a) 9781 

Statute of Limitations on 
Wagering Taxes 

The statute of limitations with regard to both 
excise and occupational wagering taxes (IRC 
7201 or 7203) begins to run on the day following 
the last overt act and ends six years from that 
date. 

466 (1-18~0) 9781 

Civil Penalties on Wagering Taxes 
The 50 percent civil fraud penalty provided by 

IRC 6653(b), is applicable to both the excise 
and the occupational wagering taxes. Applica
tion of the 50 percent penalty precludes impos
ing the 25 percent delinquency penalty. Since 
this is not a "collected tax," IRC 6653(e) is not 
applicable. 

MT 9781-1 466 
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Exhibit 400-1 

Net Worth Statement 
Handbook Reference: T~xt 424.8 

NET WORTH STATEMENT 

John and Mary Roe 


Dayton, Ohio 


ASSETS 

1 . Cash-First National Bank . 
2. Cash On hand .. .... .... . . 
3. Inventory, Liquor Stare 
4. U.S. Savings Bands . . . . .. ........ .. . 

5. Nate Receivable, Frank Roe 
6. Note Receivable, Rager Jones 
7. Accounts Receivable, Dc.c's Markel . 
8. Lolon Dayton Road . 
9. Ohio Tou,;st Camp .. 

10. 	 Resieence, 1 tOO Vine Street 
11. 	 30 Acre Farm, East Daytor, . 
12. 150 Acre Farm, NOrlh Dayton . ... . .... • , . 

t 3. Equipment-Liquor Store . 

t 4. Ace Automobile . 

15. 	 Farm Truck 
16. 	 Farm Equipment. 
17. 	 Livestock an Farm .. . 

Total Assets . . 

LIABILITIES 

18. 	 First Federal Savings & Loan Assn. 
19. 	 First National Bank . 
20. 	 Deprecialion Rosorve 

lota: Liabilities 

NET WORTH . 
Less: Net Worlh of Prior Year 

Increase in Nel Worlh . 

"D,IUSTME~ITS 

Add: 
2.1. 	 Living Expo(lses . 
22. 	 Lfe Insurance Premium 
23. 	 Federal income Taxes Paid. 

Less: 
24. 	 Long-Term Capilal Gain on Sale of ResidenCB 

(50 %) 
25. 	 Inheritance . . 

Adlusted Gross Income 
Le%: Standard Deduction . 

Balance 
Less: Exemptions (4) . 

Taxable Income . .. 
Less: Taxable Income Reported 

Taxable Incon .... Not Reponed. 

12/31/

$ 4,500.00 
25.00 

4,800.00 

-0
-0
-0
-0

1,000.00 

12,000.00 


2,800.00 

-0
-0

BOO.OO 
2,800.00 

-0
-0
-0

$28,725.00 

$ 	2.40000 
2 ,900.00 
2,500.00 

$ 7,800.00 

$20,925.00 

12/31/

$ 150.00 
25.00 

13,000.00 
3,750.00 


-0
-0

1,600.00 

1,000.00 


12,000.00 

2,800.00 

7,400.00 


-0
800.00 

2,80000 
-0

1,250.00 
900.00 

$47,475.00 

$ 	 1,80000 
2,700.00 
3,200.00 

$ 7,700.00 

$39,775.00 
20.925 .00 

$18,850.00 

$ 2,500.00 
300.00 
750.00 

-0
-:J

$22.400.00 
1,000.00 

$21,400.00 
2,400.00 

$19,000 .00 
6,100.00 

$12,900.00 

12/31/

$ 2,500.00 
25.00 

29,000.00 
-0
300.00 

16,000.00 
-0

1,000.00 
12,000.00 

-0
7,400.00 
7,000.00 

800.00 
2,800.00 

800.00 
2,250.00 
1,300.00 

$83,175.00 

$ -0
-0

4,300.00 

$ 4,300.00 

$78.875.00 
39 ,775.00 

$39, iOO.OO 

:. 2,500.00 
500.00 
900.00 

(500()lJ) 
(10,000.00) 

$32,500.00 
1,000.00 

$31,500.00 
2,400.00 

$2S,100.00 
6.400.00 

$22,700.00 
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Exhibit 400-2 

Expenditures Statement 
Handbook Reference: Text 425.6 

EXPENDITURES STATEMENT 

John ,nd Mary Rae 


DaYlOn, Ohio 


liem 
No. Money Spent or Applied all Nondeduclible Ite-ns 19- 19

1. 
3. 
4. 
5, 
6. 
7. 

11. 

12. 
15. 
16. 
17. 

18, 
19. 
21. 
22. 
23 , 

Cash-First Nallonal Bank ("lC(~ase) 
Inventories. 
U. S. Savings Bonds 
No:e Rece,vab'o, Fran~ ROb 

Note Receivable. Roger Jan. s . , 
Accourrs ReceivablQ. Doc's \>ta rket . 
30 I\ero Fa rm, Ea~i Dayton . . 
150 Acre Farm, North Dayton . .. 
Farm Truck 
Farm Equipment , 
Livestock on Farm . . 
Payments on Loan. 

First Federal Savings & Loan Assn. 
First National Bank. 

living Expense . . 
Lite Insuranc~ Premium 
Federal lt;come Taxes Paid. 

TOTAL, 

Nontaxable Sources of Funds 

"4.. 

7. 
10. 
20. 
24 , 

Cash-First National Bank (decrease) . 
U. S, Saving Bonds, 
Accounts RecJ? i v~ble . Ooc's Market . 
S,'lo vi Residence, 1100 Vine Sireet (cosl) , . 
OEpr6C.C' i"IOli reserve 
Capitrl Gain on Sale of Residence. 

j 00 Vine Sireel (5 0%) 

25 , Inheritance . . 

TOTAL 

Adjusted Gross Income . .. 
Less: Siandard Deducllon 

Balance . . 
Less. Exemptions (4 ) 

Taxable Income . 
Less: Taxable Income Reponed . ... . . . ... . . 

Taxat:le Inc mo 01 Ruporred . 

-4
$ 8,20000 

3,75000 
- 0
-4

1,600,00 
7.4 00.00 

-{l 

-4
1,250.00 

900,00 

600.00 
200,00 

2,50000 
30000 
;5000 

$27,450.00 

~,I 3 5(\ 00 
- 0
-0
-4
700.00 

- 0

$5,050,00 

S22.400.00 
1,000 .00 

$" 1.400.00 
2 ,40000 

$19,000.00 
6,100.00 

$ 12,900.00 

$ 2,350,00 
16 ,000.00 

-0
300.00 

16,00000 

-4
-4

7,000.00 
800 ,00 

1,000,00 
400.00 

1,800.00 
2,700 ,00 
2,500.00 

50000 
900,00 

$52 ,250 ,000 

-0
$3 ,75000 

1,600.00 
2,800 ,00 
1,10000 

500 .00 

10,000,00 

$19 ,750.00 

$32,500. 00 
1,000.00 

$31 ,500 .00 
2,40000 

$29,1.0000 
6,400.00 

$22,700 ,00 
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Exhibit 400-3 

SChedule A o 
Handbook Reference: Text 426.6 

SCHEDULE-A 


COMPUTATION OF TAXABLE INCOME BY BANK DEPOSITS METHOD 


John and Mary Roe 


Dayton, Ohio 


For the Y~ar Ended December 31, IS-


Total Deposits-First National Bank 
Currency Disbursements (see schedule B) 

Subtotal. 
Less: Nonincome Deposits and Items: 

(1) U.S. Savings Bonds Redeemed .. 
(2) 	Notes Receivable, 


Doc's Mar1<et Collected . 

(3) Sale of Residence at 1100 Vine SI. 
(4) Inheritance .. 

Gross Receipts from Business . 
Less: Cost of Goods Sold: 

Inventory 1-1- . 
Purchases -1 S- . 

Goocs Avaitable for Sale . 

Less-Inventory 12-31- . 


COSI of Goocs Sold. 


Gross Profit from Business 
Less: Business Expenses 

Interes1 . 
Salaries . 
Rent .... ..... ... .. ... . . .. . . . . , . 

Material and Supplies . 

Depreciation . 


Total Business Expense . . . . ..... .. . . ........ .. , .. . . 


Net Profrt from Business. . . . . .. ..... , . 
Add: Long-Term Capital Gain on Sale of Residence (50%) . 

Adjusted Gross Income . 
Less: Standard Deduction . . 


Balance .. . 

Less: Exemptions (4) 


Taxable Income . 

Less: Taxable Income Reported . 


Taxable Income not Reported .. . . . 

$ 3,75000 

1,600.00 
3,800.00 

10,000.00 

$ 13 ,000.00 
124,000.00 

$137,000.00 
29,000.00 

$ 150.00 
4,200 .00 
1,200.00 

115.00 
1.100.00 

$163,015 .00 
2,900.00 

$165,915.00 

19,150.00 

$146,765.00 

108,000.00 

$ :lll.765.00 

6,765.00 

$ 32,000.00 
50000 

$ 32 ,500.00 
1,000.00 

$ 31,500.00 
2,400.00 

$ 29,100 .00 
6,400.00 

$ 22,700.00 
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Exhibit 400-4 

Schedule B 
Handbook Reference: Text 426.6 o 

SCHEDULE-B 


COMPUTATION OF CURRENCY DISBURSEMENTS 


John and Mary Roe 


Dayton, Oh,o 


For/he Year Ended December 31, 19

$124,000.00 
150,00Purchases . . 

Interest . 4,200 .00 
1,200.00Salaries . . 

11500Renl , ' 
300 .00Materials & Supplies .. , 

16,000 .00 
Loan to Roger Jones . . 7,000.00 
Purchase 134 Acre Farm, North Dayton . .. 800.00 
Purchase Farm Truck . .. 1,000.00 
Purchase Farm Equipment 400.00 
Purchase 01 livestock 1,800.00 
Payments on Loan-First Federal Savings & Loan . 2 ,700,00 
Payments on Loan---First National Bank . . . 2 ,500 .00 
Living Expense. 500.00 
Lile Insurance Premiums . . 900 .00 
Federal Income Taxes Paid .. 

Loan to Frank Roe . 

$163 ,565 .00 
Total Disbursements . 

$ 15000
Bank Balance 1-1- , 163 ,015 .00
Tolal DeposiiS 

$163 ,16500
Funds Available 10 Spend 

2,500.00Bank Balance 12-3 1- . , 160,66500 
Bank Disbursements . $ 2,900,00 
Currency Disbursements . . . 

ThiS computallon may be mude when canceled checks are 
incomplete or not available Irom which to make an analysIS 
as shown in Exhibit 300-5 Data necessary to make such a 
computation is usually obtaJp.able from income tax returns 
of me taxpayer and thIrd-party sources. 

Nole' 
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Exhibit 400-5 

Summary- Analysis of Checks and Currency Disbursements 
Handbook Reference: Text 426.6 

SUMMARY-ANALYS'S OF CHECKS AND CURRENCY DISBURSEMENTS 

John and ~'3ry Roe , Daylo .011M> 
For The Year Ended December 31-:.'_I .09_ ______ 

Disbursements for Busin0ss EXpt:1nS8s: 

Accounts Currenc~ - - - Tolal 

?ufchases . 
'Interest 
Salari&s . 
Rent . 
MaterialS __ .. . 

• Total . 

$123 0465 
100 

4,000 
1,200 

$ t28 ,765 

$535 
50 

200 

11 5 

1900 

$124,000 
150 

4 ,200 
1,200 

115 

"$1 29,665 

D,sbursemenls lor Net WMh :IEomS: 

Loan to Frank Roe . 
Loan to Roger JaMS. . . . . , .. 
PurcllaSO 01 134 Acre Farm, North Dayton 
Purc:,as.e of Farm Truck 
Purchase of Farm Eq ;pmenl 
P~rchasfl 01 lJYlIStock . 
Payments on Loan, First Federal Savit'hJS . 
Pay"""nts on Loan, First Nationa! Bllnk . 
Living Exoens8 . . 
Life lnuurarlco Premiums . 
Faderal lncome Taxes PaJd . 

TOlal . 

$ 300 
16.000 
6,000 

BOO 
1,000 

400 
1,800 
2.700 
1,500 

500 
900 

$ 31,900 

$1 .000 

1,000 

$2,000 

$ 300 
16,000 
7.000 

800 
1.000 

400 
1,800 
2,700 
2,500 

500 
900 

$ 33,900 

Tetal DlsburS<lr~nts, BUSiness Expenses 
an(l, Ne~ Worth Items . $160,665 ~ 900 $163.505 

" The business expenses nl $ ! 29,665 are the same as ameunls r.laiffiOO 0' Form I O. 
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Analysis of Deposits to Checking Account 
Handbook Reference: Text 426.6 o 

John and Mary Roe 

Firsl Nalional Bank of Dayton. Ohio 


Gross Receipls Deposiled Loans, Report 

TOlal Checks Transfers, Exhibil 

Dale Deposit Currency Identilied Unidentified elc. No. Source 
19
t·3 $2,400 $100 Unide'1hlied 

$1,600 Loan-Doe's Market 

$500 Sale 10 Social Club 

$100 Sale 10 John Smilh 

$100 Unidentified 

1·4 $1,200 $400 Unidentified 

$800 Sale 10 Frank Lee 

1·5 $10,500 $200 Unidenlllied 

$10,000 10 Inheritance 

$300 11 Sale to John Smllh 

1·6 $3.750 $3 ,750 12 U. S. Savings Bonds 
Redeemed 

Bal. 01 
Year $145,165 $40,300 $72,300 $28 ,765 $3.800 

TOlal $163 ,015 $41,000 $74 ,000 $28 ,865 $19.150 
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Exhibit 400-7 

List of First Three Digits of Social Security Numbers (SSN) and their Assigned 
Areas of Issuance 0 

LIST OF FIRST THREE DIGITS OF SOCIAL SECURITY NUMBERS (SSN) 

AND THEIR ASSIGNED AREAS OF ISSUANCE 


Number(s) Area Number(s) Area 

001-003 New Hampshire 449-467 Texas 

004-007 Maine 468-4'77 Minnesota 

008-009 Vermont 478-485 Iowa 

01(}"()34 Massachusetts 486-500 Missouri 

035-039 Rhode Island 501-502 North Dakota 

04(}"()49 Connecticut 503-504 South Dakota 

050--134 New York 505-508 Nebraska 

135-158 New Jersey 509-515 Kansas 

159--211 Pennsylvania 516--517 Montana 

212-220 Maryland 518-519 Idaho 

221-222 Delaware 520 Wyoming 

223-231 Virginia 521-524 Colorado 

232-236 West Virginia 525,585 New Mexico 


(1) 	232,237-246 North Carolina 526--527 Arizona 
247-251 Souih Carolina 528-529 Utah 
252-260 Georgia 530 Nevada 
261-267 Florida 531-539 Washington 
268-302 Ohio 540--544 Oregon 
303-317 Indiana 545-573 Cal ifornia 
318-361 Illinois 574 Alaska 
362-386 Michigan 575-576 Hawaii 
387-399 Wisconsin 577-579 District of Columbia 

400--407 Kentucky 580 Virgin Islands 

408--415 Tennessee (2) , 580--584 Puerto Rico 

416-424 Alabama 586 Guam 

425-428 ,587 Mississippi (3) 586 American Samoa 

429-432 Arkansas (3) 586 Philippine Islands 
433-439 Louisiana 700--729 Railroad Retirement Board 
440--448 Oklahoma 

(1) Area 232: Number 30 (middle 2 digits of SSN) allocated to N. Carolina by transfer from W, 
Virginia. 

(2) Area 580: Numbers 01-18 (middle 2 digits of SSN) allocated to the Virgin Islands; number 20 
and above allocated to Puerto Rico. 

(3) Area 586: Numbers 01-18 (middle 2 digits of SSN) allocated to Guam; numbers 20--28 allocat
ed to American Samoa; numbers 30--58 reserved for possible future allocation to other Pacific pos
sessions or trust territories; numbers 60--78 allocated during initial registration of armed service per
sonnel for assignment to those who were natives of the Phill ippine Islands; number 80 and above not 
allocated. 
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Chapter 500 page 9781-325 
(1-18--80)

Procedures and Techniques in Other 
Investigations 

510 (1-IB-fJO) 

Interference, Forcible Rescue of 
Seized Property 

978t 

511 (I-I_D) 

Interference Cases 
9781 

511.1 (1-IB-fJO) 9781 

Corrupt or Forcible Interference 
(IRC 7212(a» 

(1) The text of the law under this section is 
set forth in text 221.(10). 

(2) The elements essential to constitute an 
offense under this section are: 

(a) Corruptly, or by force or by threats of 
force (including any threatening letter or 
communication) 

1 Endeavors to intimidate or impede an 
offical acting in an official capacity under this 
title, OR 

2 Endeavors to impede or obstruct the 
due administration of this title ; 

(3) This section provides for the punishment 
of threats or threatening acts against agents of 
the Internal Revenue Service or any other offi
cer or employee of the United States or mem
bers of the families of such persons on account 
of the periormance by such agents or officers or 
employees of their official duties. 

(4) Although in the Conference Committee's 
Report (House and Senate) it is stated that "this 
section will also punish the corrupt solicitation 
of an Internal Revenue Employee," the section 
of the law itself does not literally embody the 
word "solicitation." However, it appears that 
the broad phrase "in any other way CORRUPT
L Y ... obstructs or impedes" would include not 
only solicitation, but other acts of a similar na
ture. The Committee's Report also states that: 

"Subsection (a) of Section 72 t 2 is broader than Section 
111 . Title 18 of the United States Code relating to persons 
assaulting, resIsting or impedIng certain oHicers or employ
ees of the United Stales while engaged in the performance 
of their official duties, in lhat 7212(a) covers torce or threats 
of force (Including any threatening letter or communication) 
or corrupt solicitation . Threats of force have been defined as 
meaning threats of bodily harm to the oHicer or employee of 
the United States or members of the families of such per
sons , on account at the per10rmance by Such agents or oHi
cers Or employees of their official duties." 

(5) CORRUPTLY characterizes an attem 
tempt to influence any official in his/her official 
capacity under this title by any improper induce
ment. For example, an offer of a bribe or a 
passing of a bribe to an Internal Revenue em

ployee for the purpose of influencing him/her in 
the periormance of his/her official duties is cor
rupt interierence with the administration of Fed
erallaws. 

511.2 (l-lB-fJO) 9781 

Assault, Resisting or Impeding 
Certain Officers or Employees (18 
USC 111) 

The text of this statute is in tex1 222.5. Al
though there is some overlapping between it 
and IRC 7212(a), the latter is broader because it 
includes use of force or threats of bodily harm to 
the officer or employee of the United States 
acting in an official capacity under the Internal 
Revenue laws, or any member of his/her family. 
A mere threat of force under IRC 7212(a) may 
be chargeable only as a misdemeanor, even if 
the threat consists of pointing a rifle at the 
agent. On the other hand, 18 USC 111, which 
makes it an offense to assault, resist, oppose, 
impede, intimidate, or interiere with officers or 
employees designated under 18 USC 1114 (in
cluding Internal Revenue Service employees), 
provides a much more severe punishment 
when the act is committed with a deadly or 
dangerous weapon. Furthermore, cases under 
18 USC 111 have not required proof of knowl
edge of the official capacity of the person as
saulted. [U.S. v. Lombardozzi.] 

511.3 (I-I_D) 9781 

Investigative Responsibility 
(1) The Inspection Service has primary juris

diction for investigation of all threats, assaults, 
and forcible interierence against IRS person
nel. All reports of assaults, threats or forcible 
interierence against Service employees must 
go either directly or through appropriate super
visory channels to the Inspection Service. The 
Criminal Investigation Division will assist In
spection in urgent or emergency situations. The 
Regional Inspector will evaluate the situation 
and when, in the view of the Regional Inspector, 
the deployment of Inspection personnel does 
not meet the urgency required, the Regional 
Inspector may request assistance from Crimi
nallnvestigation to conduct the investigation of 
the alleged threat, assault or other forcible in-
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terference. Inspection will be provided with a 
copy of the investigative report. 

(2) In emergency forcible interference situa
tions, where an employee is in imminent danger 
of physical harm and Internal Security Inspec
tors are not readily available, Criminal Investi
gation will respond immediately. As soon as 
possible the Regional Inspector will be notified 
so that the appropriate investigation can be 
conducted or completed by Criminal Investiga
tion or Inspection. 

(3) If forcible interference takes place during 
an armed escort assignment, or during an ar
rest or raid in connection with a matter pending 
before the Criminal Investigation Division, Crim
inal Investigation will conduct the necessary 
investigation. The Regional Inspector shall be 
notified by the Chief at the earliest opportunity 
and provided with a copy of the investigative 
report. 

511.4 (1-18-80) 978 1 

Investigation of Interference 
Cases 

(1) Interference cases may arise quite sud
denly in Federal tax proceedings, such as dur
ing a seizure or some other enforcement, levy, 
or collection activity. Ordinarily the information 
causing this type of investigation comes direct 
to the Chief, who, thereafter, because of the 
hazard involved to the investigating officer as 
well as the peril in which the enforcement sys
tem of the Service is placed in a violation of this 
nature, keeps abreast of the developments of 
the investigation. This is necessary because 
every action taken has to be planned with ut
most circumspection. However, prompt action 
is of the essence. 

(2) It must be establighed that the assaulted 
or threatened officer was engaged in the per
formance of official duties when the assault or 
threats occurred and, at least, if prosecution is 
intended under IRC 7212(a), that the assault or 
threats were intended to impede or obstruct the 
performance of those duties. If the assault or 
threat is in connection with official duties, it is 
immaterial whether the act occurred during the 
agent's official working hours. The investigating 
special agent should promptly: 
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(a) Examine the file relating to the assign
ment of the case, and obtain from it copies of all 
records and data pertaining to the date and 
circumstances of the assignment; 

(b) Obtain from the assaulted or threat
ened officer a sworn statement concerning 

whether he/she was engaged in the perform
ance of official duties in pursuance of such 

assignment when the assault or threats 
occurred; 

(c) Ascertain if there had been any prior ill 
will or altercation between the assailant and the 
Government officer, and if so find out the nature 
of it; 

(d) Obtain from the assaulted or threat
ened officer, as well as from any other persons 
who witnessed either the assault or the menac
ing gestures or heard any threats of force, 
sworn testimony of knowledge of the incidents 
and circumstances leading up to and accompa
nying the assault or threats of force. This sworn 
testimony should include: 

1 A recital of any conversation that took 
place and any threatening language that was 
used. 

2 A description of the assault, any men
acing gestures, and any weapons or instru
ments used. The investigating special agent 
should also, if possible, obtain possession of 
such instruments or weapons and get tfie 
names and addresses of witnesses who can 
identify them. 

(e) Consider the advisability of interview
ing the person who allegedly made the threat or 
assault. 

(3) A diagram of the premises where an as
sault, menacing gestures, and threatening lan
guage occurred has been used advantageously 
to orient the witnesses while taking their 
testimony. 

(4) For reasons stated above, it is intended 
that the investigating special agent will daily 
keep his/her Chief and/or immediate supervi
sor apprised of the developments, and that to
gether they will determine what further investi
gation is required or what further action should 

be taken . 
(5) Exhibit 600-11 of this Handbook illus

trates the type of investigation that may be 
required when a member of an IRS employee's 
family receives a threat through the mails. 
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511.5 (1-18-80) 9781 

Assault or Resistance to Search 
or Service of Process (18 USC 
1501; 18 USC 2231) 

Both of these statutes concern assaults 
upon, resistance to, and interference with per· 
sons serving or executing legal process, or 
making searches and seizures. The text of Sec
tion 1501 appears in 222.(19), and the text of 
Section 2231 is found in 222.(31) . Section 1501 , 
which carries a lighter penalty, includes nonfor
cible acts of obstruction, but requires knowl
edge that the person impeded was an officer 
engaged in serving or executing process. Sec
tion 2231 is restricted to forcible interference 
with searches and seizures, or service and exe
cution of search warrants. It would normally 
appear that if the activity involved is a search, 
with or without warrant, and force is alleged, 
prosecution might better be recommended un
der Section 2231 because of the more severe 
punishment provided, particularly if a deadly or 
dangerous weapon is used. On the other hand, 
if the alleged willful interference involves some 
legal process other than a search warrant or if 
there has been no showing of force, prosecu
tion would lie only under Section 1501. No case 
has yet determined if interference with service 
of a Commissioner's summons is a violation of 
Section 1501. 

511.6 (1-18-80) 9781 

Obstruction of Criminal 
Investigations (18 USC 1510) 

This statute provides criminal sanctions 
against anyone who attempts to prevent the 
transmission of information regarding a viola
tion to a criminal investigator or who injures any 
person or his/her property because of giving of 
such information . The text is set forth in 
222.(21). 

512 (1-18-80) 9781 

Forcible Rescue of Seized 
Property 

512.1 (1-18-80) 9781 

Elements of Forcible Rescue 
Cases 

512.11 (1-18-80) 9781 

Forcible Rescue (IRC 7212(b» 
(1) The essential elements of this offense 

are: 

(a) That there is a forcible rescue or at
tempt to forcibly rescue. 

(b) That the property is under valid seizure 
under Title 26. 

(2) The text of this statute is set forth in 
221 .(10) . 

512.12 (1-18-80) 9781 

Rescue of Seized Property (18 
USC 2233) 

(1) The essential elements of the offense 
under the Criminal Code (18 USC 2233) are: 

(a) That there is a forcible rescue or dis
possession or an attempt to forcibly rescue or 
dispossess; 

(b) That the property has been taken, de
tained, or seized under the authority of a reve
nue law of the United States, or by any person 
authorized to make searches and seizures. 

(2) The text of this statute is set forth in 
222.(33). 

(3) Prosecution recommendation may be 
made under this section if: 

(a) There has been a seizure, levy, or other 
taking which is sufficient to put the retaker on 
notice that the prooperty is under process of 
seizure for taxes; 

(b) There is a retaking by physical force. 
stealth, or in any other manner which indicates 
a willful defiance of the legal process. 

512.2 (1-18-80) 9781 

Investigation of Forcible Rescue 
Cases 

(1) Cases interpreting forcible rescue under 
both lAC 7212(b) and 18 USC 2233 permit pros
ecution for rescuing or dispossessing, or at
tempting to rescue or dispossess property of 
which the Government has taken legal posses
sion. against a stranger as well as a former 
owner . [Chief Counsel memo, 3/9/60, 
CC:En:SAK-A-63868.] 

(2) By present practice, determination of 
whether an alleged forcible rescue is to be in
vestigated by the Criminal Investigation Divi
sion or the Federal Bureau of Investigation de
pends on whether the property was taken be
fore or after it was adjudicated Government 
property. Before undertaking an investigation, 
the special agent should first determine if it is 
one to be handled by the Criminal Investigation 
Division, as prescribed in lAM 9123:(3). as 
follows: 
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":he Criminal Investigation Division has the responsibility 
for Investigating cases Involving lorctbie rescue Or dispos· 
session of property seized under the Internal Revenue laws , 
except proper1 y seized by lhe Bureau 01 Alcohol. Tobacco 
and Firearms. However, cases involving the ft of Gove rnment 
property are within the resp onsibilities of the Federal Bureau 
of Investigalion, including seized property which has been 
adjudicated as Government property and seized property 
whIch has been lurned over to the United Siaies Marshal in a 
libel proceedIng." 

(3) Upon determining that it is a case within 
the Criminal Investigation jurisdiction the spe
cial agent should promptly establish whether 
the property was under valid seizure under the 
Internal Revenue Code when rescued, and 
whether it was forcibly resc ued or there was an 
attempt to forcibly rescue it. 

(4) To be a basis for a forcible rescue case 
under 18 USC 2233 or IRC 7212, the taking by 
the Government must have been made with at 
least some semblance of authority, i.e., the sei
zure must be valid on its face . [Cooper v. US.]lt 
should be shown that the person retaking the 
property had knowledge of the seizure or of the 
fact that the property is in the possession of the 
Government. [Chief Counsel memo, 3 / 9/ 60, 
CC:En:SAK-A--B3868.] A seizure valid on its 
face will generally support a res'cue conviction 
even if the seizure could be invalidated by court 
proceedings. It is no defense that the person 
retaking claims to be the real owner and that the 
property was seized by mistake. A person' s 
remedy is judicial , not self-help . [U .S . v . 
Seo/nick] 

(5) "Forcible" does not necessarily mean 
actual violence to the person of an officer. It 
includes "threatening language, or conduct cal
culated and intended to intimidate prudent, 
cautious, and ordinarily brave men and make 
them desist from the performance of official 
duty from well-grounded apprehension of seri 
ous bodily harm." [US. v. Wm. Ford] It has been 
held that a forcible rescue, under IRC 7212(b), 
includes the use of force against property, such 
as the breaking of a bank window, the removal 
of the Service's seal on a safe deposit box, and 
the removal of the box and its contents from the 
bank. [US. v. Sco/nick] 

(6) The procedure in investigating to deter
mine whether the property has been val idly 
seized, and whether th ere has been a forcible 
rescue or attempt to forci bly rescue, should be 
as follows: 

(a) Validity of Seizure. 
1 Examine the fil e relating to the seizure 

and obtain therefrom certified copies of ail the 
documen ts giving legal basis to the seizure; 

2 Interview under oath all off icers, em
ployees, and other persons having any knowl 
edge of the circumstances leading up to and 

512.2 MT 9781-1 
IR Manual 

including the seizure, concerning all facts perti
nent to the accomplishment of the seizure; and 

3 Establish that a notice of seizure was 
attached to the property. 

(b) Forcible Rescue of the Seized Proper
ty.-Interview under oath those officers, em
ployees, and other persons who may have wit
nessed the forcible rescue regarding the cir
cumstances leading up to and including the 
forcible rescue, with a recital of any threatening 
language as well as a description of any menac
ing gestures, instruments, or weapons used. 
The special agent should try to obtain any in
struments or weapons used by the assailant 
and get the names and addresses of witnesses 
who can identify them. An effort should also be 
made to establish what knowledge the defend
ant had that the property was under seizure 
when the forcible rescue was committed or 
attempted. 

520 (1-18-80) 9781 

Offer of Bribe (18 USC 201) 

521 (1-1 8-80) 9781 

Reference 
The text of the law under this section is set 

forth in 222.6. 

522 (!-!8-80) 9781 

Elements of Offer of Bribe 
The prinCipal elements of the offense de

sc ribed in this section are: Promising, offering, 
or giving of a thing of value to an officer or an 
employee or a person acting for or on behalf of 
the United States for the purpose of influenCing 
his/ her official conduct [Kemlerv. US.]; corrupt 
intent of the promisor, offeror, or giver to influ
ence such officer, employee, or person in the 
discharge of his / her duties [Kemler v. U.S.]; 
and knowledge by the person making the prom
ise, offer. or gift of the official function of the 
person to whom the promises, offer , or gift is 
made. [Bradshaw v. US.] To "offer" and to 
"give" bribes are distinct crimes even when 
part of a single transaction . The test of whether 
a single transaction includes distinct offenses 
of offering and of giving a bribe is whether sepa
rate acts have been committed with requisite 
criminal intent. [US. v. Michelson] The statute 
is violated when a bribe IS given or an offer to 
bribe is made regardless of the occasion there
for, provided the acceptor or offeree of the bribe 
is a person of the sort described in the statute. 
[Kemler v. US.] 



Handbook for Special Agents page 9781-329 
(1-18-80) 

523 (1-18-80) 9781 

Jurisdiction in Offer of Bribe 
(1) The jurisdiction of the Criminallnvestiga

tion Division in offer of bribe cases is prescribed 
in lAM 9123:(1) as follows: 

"Except in raid or arrest cases, charges of attempted bnb· 
ery of Inlernal Revenue employees will be invesligaled by 
Inspection . The Crirninallnvesllgation Division has the re
sponsibility for Investigating attempted bribery which occurs 
during a raid or an arrest in connection with any matter pend. 
ing before Ihe Criminal Invesligallon Division. In such in· 
stances a written report 01 the attempted bribery will be fur
nished to Inspection for information purposes. Cases involv
ing alleged solicitation of gratuities by Service employees, 
and extortion or bribes received by employees are within the 
jurisdict ion of InspectIon and the Federal Bureau of Invesllga
tion. However , when Ihere has been an allegalion of an ac
ceptance of a bribe , the Cnminal Invesligation DIvision may 
cooperate in a joint inves tigatIon with Inspection by Inquiring 
into possible attempted evasion of income tax on the amount 
of bnbe receIved and possible tax vIolations which the al
leged bribe was made to conceal. " 

(2) In any case, except raid and arrest cases, 
when a speCial agent is offered a bribe, or has 
reasonable grounds for believing that such an 
offer will be made, he/she should follow the 
procedures as set forth in IRM 9142.2. 

524 (1-18-80) 9781 

Investigation of Offer of Bribe 
(1) If a bribe offer occurs during a raid or an 

arrest, the statements of the officers with re
spect to what is said should be reduced to 
sworn testimony. It is essential to establish be
yond any question, from the words and conduct 
of the oHeror, that his/her intent was that of 
offering a bribe to a Government officer. The 
officers should, therefore, be able to testify fully 
and with absolute certainty about the conduct 
of the parties, their conversations, and any 
transactions that take place. 

(2) If during a raid the bribe offer is made by 
someone other than the person under arrest, 
the individual making the offer should also be 
placed under arrest and charged with offer of a 
bribe. If the offer is made by someone already 
under arrest additional charges for offering the 
bribe should be placed against him/her. If mon
ey has been handed to the Government officer. 
he/she should be careful to make a list of the 
serial numbers and denominations in the pres
ence of at least one other Government officer 
and note any other distinguishing features. The 
officer should then put the money in an enve
lope or in some other suitable container and 
seal it in such manner that he/she can later 
identify the seal and that it will have to be bro
ken to get at the contents. Thereupon the con

tainer shall be delivered by the officer for safe
keeping to the district office cashier or cashier's 
representative. The container shall be held by 
the cashier or cashier's representative in safe 
custody in its exact state of condition on deliv
ery. The special agent should exercise due care 
in issuing instructions relative to the conditions 
of custody so that the chain of evidence will be 
preserved. 

(3) This technique of investigation requires 
the greatest expertness and discretion to obvi
ate a defense of entrapment. The Government 
officer should be extremely circumspect about 
what he says and does after the offer of bribe 
has been made. 

530 (1-18-80) 9781 

Perjury 

531 (1-18-80) 9781 

Reference 
The text of 18 USC 1621, relating to perjury, is 

set forth in 222.(22). 

532 (1-18-80) 9781 

Elements of Perjury 
(1) Oath. 

(a) The oath must be solemnly adminis
tered by a duly authorized officer. It is immateri
al in what form the oath is given if the party at the 
time professes such form to be binding on his/ 
her conscience . However, a special agent, 
when administering an oath , should follow the 
language in Section 1621 as a guide and call 
upon the witness to testify truly. The special 
agent's demeanor shou ld be such as to im
press upon the witness the solemnity of the 
oath and the need for telling the truth . 

(b) In order to constitute perjury under the 
laws of the United States, the officer adminis
tering the oath must be authorized so to do by 
the laws of the United States. The source of a 
special agent's authority to administer an oath 
is stated in 346.2 and Exhibit 300-13 . Notaries 
public can administer oaths and take affidavits 
on which perjury can be predicated in Federal 
courts only in cases and to the extent autho
rized by Federal statutes . 
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(2) False statement.-In order to constitute 
perjury, the matter sworn to must be a material 
matter that the deponent knows or beljeves to 
be false. [State v. 00to] The essence of perjury 
is the false assertion of knowledge or belief, 
rather than the truth or falsity of the statement 
itself. Thus, perjury may be committed as to a 
statement which is true in fact, if the deponent 
falsely asserts it to be true to his/ her knowledge 
or belief, when he/she really believes it to be 
false or lacks any knowledge of its truth or 
falsity. It is equally as perjurious for a person to 
knowingly and corruptly to swear that he/she is 
ignorant of a fact of which he/she is actually 
aware [People V" Morettll as it is to swear that 
he/she knows something to be a fact when he/ 
she is actually ignorant of it. 

(3) Materiality. 
(a) Any statement which is relevant to the 

matter under investigation is sufficiently materi
al to form the basis of a perjury charge. The 
question of materiality is one of law for the 
court. [Breckanstin v. US.; US. v. Moran] The 
test of materiality is whether the false statement 
can influence, impede, or dissuade the tribunal 
or the Government officer. [Boehm v. U.S.] Ma
teriality is not a matter of degree. It is sufficient if 
the false statement is collaterally, remotely, 
corroboratively, or Circumstantially material or 
has a legitimate tendency to prove or disprove a 
fact in the chain of evidence. [U.S. v. Wei/er] 

(b) A special agent's principal considera
tion in determining whether a false statement 
given in the course of an official investigation is 
material and perjurious is: can the statement 
affect the investigation? 

(4) Willfulness, Knowledge, and Intent.-In 
order to constitute perjury, the false statement 
must be made with criminal intent, that is, it 
must be made with intent to deceive, and must 
be willfully, deliberately, knowingly and corrupt
ly false. [Breckanstin v. U.S.] The subject of 
willfulness is discussed in 41(11). The crime of 
perjury in an affidavit is complete when the oath 
is taken with the necessary intent, but it is imma
terial and irrelevant that the false affidavit is 
never used. [Steinberg v. U.S.] 

(5) To convict of perjury the prosecution 
must produce testimony of more direct and pos
itive type than is required to justify a verdict of 
guilty in other offenses. [Hart v. U.S.; Allen V, 

U.S.] 
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533 (1-18-80) 

Establishing Elements of Perjury 
(1) Establishing Authority to Administer 

Oath.-Since the burden of proof is on the pros
ecution to establish the false swearing before 
an officer or tribunal having authority to admin
ister the oath, the prosecution must adduce 

sufficient evidence to establish such authority. 
The Government shall therefore be prepared to 

present as evidence the required copies of 
those instruments or thE) official record estab
lishing the authority of the officer administering 
the oath. The fact that the oath was adminis
tered must be proved beyond a reasonable 
doubt. 

(2) Establishing That a Statement Was 
Made.-The prosecution must show beyond a 
reasonable doubt that the accused made the 
statement assigned as perjury. The special 
agent shall therefore obtain authenticated cop
ies of the record of proceedings wherein the 
alleged statement was made, or be prepared to 
produce: 

(a) the document embodying the perjuri
ous statement; 

(b) the officer who administered the oath in 
connection therewith; and 

(c) any witnesses who were present when 
the document was signed. 

(3) Establishing Falsity of Statement. 
(a) The burden of proof is upon the prose

cution to establish that the deponent knew or 
believed that the statement to which he/she 
testified was false. This must be established by 
testimony of two witnesses, or by one witness 
and writ1en documents of strong corroborating 

circumstances proved by independent testimo
ny of witnesses. [Phair v. U.S.; Allen v. U.S.] 

(b) The mere fact that a prior statement 
was inconsistent with a later statement does 
not satiSfy the elements of perjury. [US. v. Letc
hos] The prosecution must adduce sufficient 
evidence of the circumstances under which 
each statement was made for the jury to deter
mine if one of them was false. Mere showing 
that the accused later denied the truth of an 

earlier statement is insufficient, even if the deni
al is established by testimony of more than one 
witness. There must still be strong, clear evi
dence to establish the falsity of the earlier state
ment. [Phair v. US.; Allen v. U.S.) 
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(c) There can be no conviction for perjury if 
the defense can show that the statements or 
answers are literally accurate , technically re 
sponsive, and legally truthful (J. Robt. Smith v. 
US.] Mere showing of rash or reckless state
ments under oath will not support a charge of 
perjury, since the willful intent to mislead or 
deceive is lacking. [U.S. v. Edwards] However, 
proof that a person gave testimony under oath 
in reckless disregard of its truth or falsity would 
be equivalent proof that he /she have testimony 
with knowledge of its falsity. 

(d) The special agent in the interview of the 
witness must be sure that the questions put to 
the witness are spec ific and couched in term s 
which are understandable to such witness, and 
that the answers thereto are specific, since the 
proof must be of a specific false statement or 
statements. (Galanos v. US.] Questions put to 
the witness must search for the truth . [US. v. 
Slutsky] If it appears that the witness is tending 
to deviate from the truth , the special agent may 
remind him/ her that he/ she is testify ing under 
oath . This should not be done in a threatening 
manner, but rather in the spirit of emphasizing 
the gravity of the situation and the importance 
of the witness' telling the truth. The entire pro
ceedings should be recorded. 

(4) Establishment of Materiality.-The spe
cial agent should be prepared to adduce testi
mony and / or other competent evidence con
cerning the purpose of information sought from 
the witness and the place it takes in the chain of 
evidence sufficient to convince the court of its 
materiality. The materiality of the false testimo
ny may be shown by the record of the proceed
ings in which it was given or by other competent 
evidence. [U.S. v. Weber; U.S. v. Moran ] 

534 (1- 18-80) 9781 

False Declarations Before Grand 

Jury or Court 


The text of 18 U.S.C. 1623, relating to false 
declarations under oath before a grand jury or 
court, is set forth in 222.(24). Passed as part of 
the Omnibus Crime Bill of 1970, the offense 
requires proof that the defendant knowingly 
made two or more declarations which are in
consistent to the degree that one of them is 
necessarily fal se . The Government need not 
specify wh ict) declaration is false if each decla
ration was material to the point in issue and 
each statement was made within the statute of 
limitations period for this offense. It is not nec
essary that proof be made by any particular 

number of witnesses or by documentary or oth
er type of evidence. 

540 ( 1- 18-80) 978 1 

Criminal Enforcement of 
International Boycott Provisions 
of the Internal Revenue Code 
(IRC 999). 

(1) The text of the law spec ifying criminal . 
penalt ies is IRC 999(f) . This section provides 
that any person who willfully fails to make an 
international boycott report shall, in addition to 
other penalties provided by law, be guilty of a 
misdemeanor, the penalty for which is imprison
ment up to one year and/ or a fine up to $25,000. 

(2) The term " person " is defined to include 
" an officer or employee of a corporation , or a 
member or employee of a partnership , who as 
such officer, employee, or member is under a 
duty to perform the act inrespect of which the 
violation occurs." (IRC 999(1), 6671(b).) Prose
cutions, especially of individuals, may be com
plicated by difficulties in ascertaining which offi
cer, employee or member is under the duty to 
make the international boycott report. 

(3) Insofar as IRC 999(1) is concerned, there 
are two elements: the requirement that an inter
national boycott report be fil ed and the require
ment that the fa ilure to file such a report be 
wilful. 

(4) Whether or not a report is required is a 
technical matter, discussion of which should be 
reserved for pre· referral conferences in respect 
of specific cases. Suffice it to say that there is 
an abundance of complexities in IRC 999 which 
taxpayers will undoubtedly raise as a defense to 
any proposed prosecution. 

(5) The term " wilful" is believed to mean the 
voluntary , intentional violation of a known legal 
duty. (U .S. v Bishop and U.S. v Pomponio) . 
There is nothing to indicate that Congress in· 
tended a more restr ictive standard to apply in 
the context of IRC 999(f) , i.e. , there is no re
quirement that a specific intent (or evil motive) 
be established. 

(6) A failure to make (file) a report will not be 
a willful failure if the taxpayer had no knowledge 
of a boycott operation unless the taxpayer's 
failure to have knowledge is so negligent as to 
constitute a reckless disregard of the require
ments of the law. 

(7) A prima facie case under IRC 999(f) , with
out reference to any deficiency, can be estab-

MT 9781-1 540 
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lished. In fact, the question of deficiency is tech
nically irrelevant and should theoretically be 
inadmissible at trial. Nevertheless, the reason
able probability of conviction would be signifi
cantly increased if the willful failure to file was 
coupled with a revenue effect. 

(8) It is conceivable that the failure to file an 
international boycott report under I RC 999(a)(1) 
could also result in a violation of IRC 7201, IRC 
7203, or IRC 7206(1). It would generally be 
preferable to recommend under IRC 999(1) 
rather than under IRC 7203. 

550 (1-18-80) 9781 

Special Investigation 

551 (1-18-80) 9781 

Offers in Compromise 

551.1 (1-18-80) 9781 

Reference 
The text of the laws relating to compromise is 

set forth in IRC 7121 , 7122,7123, and 7206(5). 
Compromise procedures are discussed in IRM 
9262 and 9541 and IRM 5700 , Offers in 
Compromise. 

551_2 (1-18-80) 9781 

Criminal Investigation Division 
Responsibility 

(1) The Criminal Investigation Division is con
cerned with the following types of offers in 
compromise: 

(a) alleged fraudulent offers; 
(b) offers involving cases that were jointly 

investigated by the Criminal Investigation Divi
sion with the Examination or Collection Division 
and in which the criminal aspects have been 
disposed of; and 

(c) offers made while criminal proceedings 
are pending. 

551.3 (1-18-80) 9781 

Alleged Fraudulent Offers 
(1) This type of case is referred either by the 

Examination Division or by the Collection Divi
sion upon discovery of indications of the falsity 
of material statements made in, or in connec
tion with any offer in compromise. 

(2) The text of the law under IRC 7206 relat
ing to criminal penalties for concealment of 
property, false stateJ)lents, or falsifying and de
stroying records in connection with any com

540 MT 9781-1 
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promise, or offer of compromise is stated in 
Paragraph (5)(A) and (8) (See 221.7). 

(3) The principal offenses are the willful: 
(a) concealment from any officer or em

ployee of the United States of any property 
belonging to the estate of a taxpayer or any 
other person liable in respect to the tax; 

(b) receiving, withholding, destruction, 
mutilation or falsification of any book, docu
ment, or record of the taxpayer or any other 
person liable in respect of the tax; and 

(c) making a false statement relating to the 
estate or financial condition of the taxpayer or 
other person liable in respect of the tax. 

551-4 ( 1-18-80) 9781 

Offers in Closed Cases 
(1) Offers involving cases that were jointly 

investigated with the Examination or Collection 
Division and in which the criminal aspects have 
been disposed of will be examined by the Ex
amination Division. After completion of such 
examination, the Chief, Examination Division 
(or District Director in streamlined districts) will 
refer the entire file to the Chief, Criminallnvesti
gation Division, for concurrence or comment 
when all the following conditions exist: 

(a) The merits of the ad valorem fraud or 
negligence penalty are involved. 

(b) The case is one in which the special 
agent has recommended the assertion of such 
a penalty in the final report in the case. 

(c) The Examination Division contem
plates recommending acceptance of the offer. 

(2) This does not include cases in which the 
sole issue presented by the offer in compro
mise is the ability to pay. (See IRM 5700, Offers 
in Compromise.) 

551_5 ( 1-18-80) 9781 

Offers in Pending Criminal 
Proceedings Cases 

Investigations of offers in pending criminal 
proceedings cases result from requests made 
by the Chief Counselor District Counsel for 
examination or investigation of a taxpayer's fi
nancial status in connection with an offer in 
compromise submitted in a case in which crimi
nal proceedings are pending either in Counsel's 
office, in the Department of Justice, or with :he 
United States Attorney. Any such investigation 
shall be conducted jointly by the Criminallnves
tigation and Examination Divisions. (See IRM 
9262.4.) 
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551.6 (1-18-80) 9781 

Investigation of Offers in 
Compromise 

Tne special agent should acquaint himself! 
herself with the contents of the sections of the 
1954 Code especially those cited at text 551 .1 
and the pertinent sections of IRM 5700, Offers 
in Compromise. 

551.7 (1-18-80) 9781 

Alleged Fraudulent Offers 
(1) The Criminal Investigation Division shall 

investigate, report, and process such cases in 
the same manner as other tax fraud cases. (See 
IRM 9262.2). 

(2) Cases of concealment entail the unearth
ing of all assets belonging to the taxpayer or to 
any other person liable in respect of the tax. The 
matter of establishing willfulness and intent is 
accomplished in the same manner as in other 
tax fraud cases using techniques set forth in 
41(11) . 

(3) Cases involving the receiving, withhold
ing, destruction, mutilation, or falsification of 
any book, document, or record are investigated 
similarly to any'other tax fraud case. The special 
agent will assemble documentary or oral evi
dence to establish the commission of the act 
and that the act was committed willfully, with 
intent to defraud the Government. 

(4) The techniques to be applied in the inves
tigation of false statements are similar to those 
used in the investigation of violations of 18 USC 
1001 and 1621 "False Statements" and "Perju
ry," respectively. 

551.8 (1-18-80) 9781 

Investigating Offers in Closed 
Cases 

Investigation of cases in which the three con
ditions listed in 551.4 are present are usually 
limited to the disco~ery of additional facts relat
ing to the propriety of asserting the fraud or 
negligence penalty. However, district officials 
will not remove civil penalties for any periods for 
which the taxpayer has been indicted or for 
which a Criminal Information has been filed. 
Civil penalties for years on which conviction 
was not obtained will be considered in the light 
of all available evidence in the same manner as 
the civil penalties in nonprosecution cases. 
(See IRM 9358.) The special agent should be 
ex1remely careful not to reverse recommenda
tions for the addition of the fraud or negligence 
penalty unless he discovers additional facts or 

information that would warrant and logically 
support a change in his recommendation . 

551.9 (1-18-80) 9781 

Offers in Criminal Proceedings 
Cases 

Investigations of this type will be centered 
primarily on the determination of the accuracy 
of the accompanying financial statements and 
any other sworn statements submitted there
with. The reasons for any inaccuracies that are 
found will have to be ascertained and the tech
niques mentioned in 551.7 may be used to de
termine willfullness and intent in connection 
therewith. Cases of this type often challenge 
the ingenuity and resourcefulness of the agent 
in efforts to uncover concealed property. The 
agent should closely examine statements of 
financial conditions and be watchful for possi
ble sources for the collection of taxes. Every 
clue which could possibly lead to the disclosure 
of concealed assets or to property transferred 
without consideration should be investigated 
diligently and the results should be included in 
the investigator's report on the case. (See IRM 
5700, Offers in Compromise.) 

552 (1-18-80) 9781 

Jeopardy Assessments 

552.1 (1-18-80) 9781 

References 
The text of the law relating to jeopardy as

sessments is set forth in IRC 6861 , 6862, and 
6863 and IRM 9263, 9329, and 9634.3. 

552.2 (1-18-80) 9781 

Criminal Investigation Division 
Responsibility 

The Criminal Investigation Division is respon
sible for recommending jeopardy or termination 
assessments in cases under active considera
tion by Criminal Investigation and in cases un
der joint active consideration with Examination 
or Collection . In other instances, special agents 
should be alert for information indicating the 
possible existence of jeopardy situations and 
should report such information by memoran
dum to the affected division. Recommenda
tions should be prepared on Forms 2644 (Rec
ommendation for Jeopardy/Termination As
sessment) and 2645 (List of Property Belonging 
to Taxpayer). See IRM 9634.3. Recommenda-
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tions will be referred for concurrence or com
ment to the Chief, Collection Division; to the 
Chief, Examination Division; to the Chief, Spe
cial Procedures Staff; and, if time permits, to 
District Counsel prior to referral to the District 
Director for personal approval. 

552.3 (1-18-80) 9781 

Jeopardy Situations 
(1) A jeopardy assessment is recommended 

when it appears that collection of tax will be 
endangered if regular assessment and collec
tion procedures are followed. 

(2) In determining whether a jeopardy as
sessment may be made at least one of the 
following three conditions must exist: 

(a) The taxpayer is, or appears to be, de
signing qui~kly to depart from tne United States 
or to conceal himself/herself. 

(b) The taxpayer is, or appears to be, de
signing quickly to place property beyond the 
reach of the Government by removing it from 
the United States, concealing it, dissipating it, 
or transferring it to other persons. 

(c) The taxpayer'S financial solvency is or 
appears to be imperiled. However, the taxpayer 
should not be considered to be insolvent by 
virtue of the accrual of the proposed deficien
cies of tax, penalty, and interest. 

(3) The jeopardy assessment procedure is a 
drastic exception to the normally accepted 
method of assessment and collection of taxes 
and should not be used as an additional penalty 
or for any other improper purpose. It should be 
used sparingly and care should be taken to 
avoid excessive and unreasonable assess
ments. It should be limited to amounts which 
reasonably can be expected to protect the Gov
ernment and must be personally approved by 
the District Director. 

(4) Notwithstanding the existence of one or 
more of the above-cited conditions, in any case 
which might cause serious inconvenience to 
the general public, a jeopardy or termination 
assessment should not be made without prior 
notification to the appropriate Regional Com
missioner. If necessary, the Regional Commis
sioner will notify the Deputy Commissioner. Ex
amples of such cases include banks, newspa
pers, insurance companies, hospitals and pub
lic utility companies. 

(5) Jeopardy assessment will be withheld in 
potential criminal tax cases to the extent neces

552.2 
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sary to avoid imperiling successful investigation 
or prosecution of such cases. On the other 
hand, when such action is warranted in those 
cases, it must be taken whenever it is feasible to 
do so. The District Director is responsible for 
this practice when jeopardy assessment rec
ommendations are submitted to him/her for 
approval. See Policy Statement P-4--84. 

552.4 (1-18-80) 9781 

Investigation of Jeopardy 
Assessment Cases 

(1) Upon the receipt or discovery of informa
tion indicating the presence of anyone of the 
three jeopardy situations enumerated in 
552.3:(2), the special agent should obtain all 
available facts and evidence which will either 
establish or refute the existence of a jeopardy 
situation. Promptness and discretion is of the 
essence in this type of investigation, since it 
could work to the serious disadvantage of the 
Govf')rnment if the taxpayer should discover 
that such an investigation or inquiry is being 
made. Surveillance may be necessary in some 
cases. 

(2) The special agent should make every ef
fort to locate all assets belonging to the taxpay
er and list them in the report recommending a 
jeopardy assessment. However, to avoid un
necessary expenses and embarrassment to 
the Government through levying upon property 
in which, although title stands in taxpayer's 
name, his/her actual equity has no marketable 
value, the special agent should endeavor to 
ascertain if practicable, the nature and condi
tions of any existent liens and encumbrances 
on the assets. The agent should include this 
information in the report, together with any oth
er information that should be considered in de
termining the advisability of making a jeopardy 
assessment. 

(3) The mere levy of a jeopardy assessment, 
in the absence of a showing by a defendant that 
the defense of the criminal case was thereby 
hampered, was insufficient to preclude trial of 
an indictment for tax evasion . [Summers v. 
U.S.; O 'Connor, Kenneth A v. U.S.] On the 
other hand, a motion to postpone a criminal trial 
until conclusion of civil proceedings in Tax 
Court was granted on the theory that freezing 
the defendant's assets might prevent the re
taining of counsel and accountants to help de
fend a net worth tax case and thus depriving the 
defendant of a fair trial. [US. v. Brodson] 
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553 (1-18-80) 9781 

Termination Assessments 

553.1 (1-18-80) 9781 

References 
The tex1 of the law relating to termination 

assessments is set forth in IRC 6851. Manual 
references are in IRM 9263, 9329. and 9634.3. 

553.2 (1-18-80) 9781 

Introduction 
(1) Another type of immediate assessment 

action is the termination assessment of income 
tax under IRC 6851. It may be made only on 
income tax liabilities. It specifically applies 
when the taxable year of a taxpayer has not 
ended, or when the taxable year has ended but 
the due date for filing the return, or the due date 
as ex1ended, has not arrived. 

(2) Criminal Investigation Division responsi
bility for termination assessments is stated in 
Text 552.2. Termination assessments may be 
made only if at least one of the three conditions 
found in Text 552.3 exists. 

553.3 (1-18-80) 978 1 

Requirements 
(1) Termination assessments must be used 

sparingly and care taken to avoid excessive 
and unreasonable assessments. They should 
be limited to amounts which reasonably can be 
expected to equal the ultimate tax liability. 

(2) The District Director or, for cases in Inter
national Operations, the Director, 010, must 
approve termination and jeopardy 
assessments. 

(3) An assessment made as a result of termi
nation of taxable period must be based on a 
reasonable computation of tax liability. An as
sessment equal to the amount of money or 
other valuable property held by a person at the 
time of arrest is not considered a reasonable 
computation unless supported by other facts. 

(4) The basis used in arriving at adjusted 
gross income in terminations of taxable periods 
will be stated. The computation will be deter
mined using an acceptable legal basis such as 
a source and application of funds statement or 
a net worth computation. The following infor
mation illustrates the types of items that may 
have to be considered in order to arrive at an 
adjusted gross income computation: 

(a) Cost of living expenses should include 
professional estimates by a narcotics agent (or 

other expert) as to the "Cost of Habit" for a 
narcotics addict. 

(b) Estimates of income from the sale of 
narcotics should be supported, if possible, by 
testimony from a narcotics agent (or other ex
pert) who may have knowledge of the subject's 
activities. 

(c) Estimates of income from illegal gam
bling, including "gross take" and "payoffs" may 
be supported by testimony of law enforcement 
officers who are familiar with the gambler's op
erations. Efforts should be made to obtain simi
lar testimony in cases involving other illegal 
activities. 

(d) The taxpayer should be interviewed, if 
feasible , preferably before assessment 'is 
made, in order to afford him/her an opportunity 
to explain questioned assets, liabilities, income 
or expenses, filing history, etc. Such an inter
view may also be of value in revealing previous
ly unknown assets , liabilities, income or 
expenses. 

(e) Efforts should be made to locate and 
examine books and records, if any, of the tax
payer to the extent possible in the available 
time. 

560 (8-1-80) 9781 

Crimes Under Title 31, United 
States Code 

(1) The provisions of Title 31, United States 
Code, that are cited and sDmmarized below 
provide for the punishment of crimes commit
ted in contravention of Financial Recordkeep
ing and Reporting requirements of Treasury 
Regulations, 31 CFR Part 103. 

(2) General Provisions of Treasury Regula
tions, 31 CFR Part 103 Regulations Section(s). 

(a) 103.22, 103.25(a) and 103.26. When 
any person engages in a currency transaction 
of more than $10,000 with a financial institution, 
the financial institution must report the identity 
of the person or persons involved and file a 
report on a Currency Transaction Report, Form 
4789, containing certain details of the transac
tion within 15 days. 

(b) 103.23(a), 103.23(b) and 103.25(c). 
Any person transporting or causing transporta
tion of more than $5,000 of currency or certain 
monetary instruments at anyone time, into or 
out of the United States, must file a report with 
the U.S. Customs Service on a Report of Inter
national Transportation of Currency or Mone-
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tary Instruments, Form 4790, at the time of 
departure, mailing or shipping. 

(c) 103.24 and 103.32. A person must indi
cate on his/her income tax return whether or 
not he/she has any interest in or authority over 
a foreign financial account. 

(d) The Criminal Investigation Division has 
investigative jurisdiction for enforcement of (a) 
and (c) above. The U.S. Customs Service en
forces (b). 

(3) Criminal Penalties under Title 31, United 
States Code 

(a) For each willful violation of these regu
lations, a fine of up to $1,000 and/or imprison
ment for not more than one year (except for 
recordkeeping violations by insured banks and 
savings and loan associations). 

(b) For each violation of the recordkeeping 
requirements, a fine of up to $10,000 and/or 

imprisonment of not more than five years if the 
violation is committed in connection with the 
violation of a Federal law punishable by impris
onment for more than one year. 

(c) For each false statement or represen
tation in any report required by these regula
tions, a fine of not more than $10,000 and/or 
imprisonment of not more than five years. 

(d) For each violation of the reporting re
quirements, a fine of up to $500,000 and/or 
imprisonment of not more than five years if the 
violation is committed in furtherance of the 
commission of any other violation of Federal 
law or committed as part of a pattern of illegal 
activity and which involves more than $100,000 
in a twelve-month period. 

(4) See also IRM 9214. 

560 MT 9781-7 

IR Manual (Next page is 9781-341) 



Chapter 600 page 9781-341 
(1-18-80)Reports 

610 (1-18-80) 9781 

Purpose and Importance of 
Reports 

The result of all the work done by a special 
agent, together with conclusions and recom
mendations, is finally expressed ~n a written 
report. The purpose of a report is to present in 
suitable form all the pertinent facts relating to a 
matter in order that appropriate action may be 
taken. To have value , a report must be so writ
ten that the reader comprehends the full signifi
cance of its contents, is convinced of its thor
oughness, and is willing to takE: action based on 
the facts set forth. A report constitutes a mea
sure of a special agent's ability and worth . It is 
an official document and may not be furnished 
to any person outside the Service without prop
er authorization. In a criminal case, a report 
ultimately serves as the basis for the prepara
tion and presentation of the case for trial. 

620 (1 - 18-80) 9781 

Planning and Writing Reports 

621 (1-18-80) 9781 

Essentials of a Good Report 

621.1 (1-18-80) 9781 

Introduction 
It is not an easy matter to write a report which 

will convey to the mind of the reader with accu
racy and clearness the essential facts dis
closed as the result of an investigation. Report 
writing is an art which requires study, practice , 
and persistent effort. Since the art of report 
writing admits of no hard and fast rules applica
ble to all cases at all times , it must be based 
primarily on th e broad ground of experience 
and common sense. The essentials of a good 
report are fairness, accuracy, completeness, 
uniformity , conciseness, and logical 
presentation . 

621 .2 (1-18-80) 9781 

Fairness 
Reporting the facts with fairness is as impor

tant as procuring th em with impartiality. A spe
cia l agent should always be an unbiased fact
finder , not a partisan to a particular cause of 
action . An agent should report all material facts 
and evidence in such manner that they speak 
for themselves and require little or no explana
tion of their significance. Any distortion of the 

significance of evidence reacts against the re
port writer and materially diminishes the value 
of the report. The taxpayer's explanation 
should be presented fairly. When a specia l 
agent quotes, he/she should quote exactly, if 
possible, or, if it is not possible, he/ she should 
say so . Hearsay, and rumors, properly identified 
as such, may be included in the report, but only 
if relevant and material to the matter being dis
cussed. Reports should reflect an impersonal 
attitude and should contain no offensive re
marks regarding the taxpayer. 

621.3 (1-18-80) 

Accuracy 
(1) Reports are the basis for administrative 

and legal actions of the utmost importance, 
including the assessment of substantial 
amounts of tax and penalties and criminal ac
tion which may result in imprisonment. Accura
cy in every particular, the.efore, is essential. 
Facts must be reported with exactness. The 
report writer should aim to present the facts in 
such manner that he/she WIll not have to state 
opinions and conclusions except in the portion 
of the report provided for that purpose. The 
distinction between fact and opinion should be 
clearly shown when it is necessary to explain 
the theory of cases based largely on circum
stantial evidence. Avoid using statements such 
as: "The taxpayer could give no plausible expla
nation ." That is a conclusion, and others may 
find that the explanation is plausible. State what 
the taxpayer said and let the evidence show 
whether the statement is worthy of belief. Avoid 
the phrase " conclusively proved." Do not allow 
conclusions to surpass the evidence. A conser
vative statement that is consistent with the 
facts is stronger than an exaggeration . Exag
gerations tend to raise doubt against all the 
evidence presented in the report. Inaccuracies, 
carelessness in detail , errors in computation, 
and Incorrect dates materially affect the value 
of a report. Discrimination in the choice of 
words, punctuation which clarifies the meaning, 
and a correct application of the rules of gram
mar are essential to accurate reports. Errors in 
those essentials have an unfavorable eHect on 
the mind of the reader. 

(2) Avoid using slang and technical terms 
including those used in accounting. However, in 
some instances slang terms may be necessary 
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for clarity in reporting the results of investiga
tions, particularly those involving taxpayers in 
illegal pursuits. In such instances the meaning 
of the term should be explained when it is first 
used in the report. For example, it may be ad
vantageous in a report concerning a numbers 
lottery to describe the nature of operation, in
cluding the slang terms used therein, before 
presenting evidence of the violation. If numer
ous slang or technical terms are necessary, it 
may be advisable to prepare a glossary. 

621.4 (1-1_0) 978 1 

Completeness 
(1) A special agent should present the mate

rial in a report from the viewpoint of a reader 
having no knowledge of the case. The agent 
must exercise good judgment in selecting the 
facts that are material to the matter and take 
care that nothing essential to a complete under
standing of the case will be omitted . Every 
statement of material fact bearing on the proof 
of the allegation of violation should be docu
mented to the ex1ent necessary and possible to 
establish its truth and accuracy , and the source 
of the evidence should be reported. 

(2) Likewise, explanations of taxpayers and 
important facts developed by the investigation 
that point to weaknesses in the case should not 
be omitted. Subsequent disclosure of facts indi
cating weaknesses that were known to the re
port writer reflects unfavorably on him/her. 
Moreover, any weaknesses in a case should be 
made known before action is taken relative to 
criminal prosecution or settlement of the civil 
liability in order to prevent surprise in the course 
of conferences or legal actions and to give 
reviewers an opportunity to suggest means of 
overcoming the weak pOints. However, specu
lation and conjecture of agents concerning pos
sible defense theories have no place in a factu
al report . The reader primarily is interested in 
knowing what happened and how the events 
can be proved. The difficulties met by the spe
cial agent in securing the information, or in the 
ingenuity used in making the investigation, are 
of no interest. The writer should always remem
ber that the report is about a violation or other 
obscured situation and not about the investiga
tion . However, where certain pertinent evi
dence was not obtained, the special agent 
should state the avenues of inquiry pursued in 
attempting to procure the evidence in order that 
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no doubts may arise in the reader's mind re
garding whether the investigation was thor
ough. Important matters in exhibits generally 
should be narrated briefly in the report unless 
the exhibit is adequately described in an appen
dix and does not require any further explana
tion. The use of an appendix is discussed in 
625. Finally, in order to ensure completeness, 
the report should be read and revised as often 
as necessary before it is submitted for review. A 
special agent should strive to submit a report in 
final form for initial review. The agent should not 
rely upon reviewers to complete the report by 
resolving the difficulties encountered in the 
investigation. 

621.5 (1-1 _0) 9781 

Uniformity 
Reports should be as uniform as possible for 

each type of case investigated by the Criminal 
Investigation Division. A special agent in one 
division should report the results of an investi
gation in the same sequence as a special agent 
in another division who has conducted an in
vestigation of the same type. In order to pro
mote uniformity , outlines for the various types 
of cases are furnished in IRM 9500; and 630 
contains suggestions and sample reports for 
guides in report writing. 

621.6 (1-1 B~O) 9781 

Conciseness 
(1) Conciseness suggests the removal of all 

that is elaborate or not essential. If a report 
contains a mass of irrelevant data, the impor
tant matters will not be clear to the reader. 
There is force in brevity. When you have some
thing to say, say it in as few words as you can. 
The rule of conciseness applies to individual 
sentence construction as well as to the whole 
report . Repetition and unnecessarily lengthy 
descriptions of documents should be avoided. 
It is not necessary to copy into the report entire 
statements, letters, and exhibits when concise 
reference to the prinCipal points and brief expla
nation will suffice. Tabulations and schedules in 
the form of appendices to the report frequently 
may be used to reduce narrative and empha
size important facts relative to matters such as 
summaries of net worth or omitted sales and 
analyses of bank accounts. 
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(2) A special agent should not indulge in at
tempts to wit or sarcasm; neither should'he/she 
refer to himself/herself as the "undersigned," 
the "writer," or " your agent", Do not hesitate to 
state "the taxpayer informed me," or "The tax
payer gave me (documents or books)," if that 
information is material, However, in view of the 
necessity for maintaining an impersonal atti
tude, the personal pronouns "I" and "we" 
should be used sparingly, Avoid superfluous 
statements such as: "the following report is 
submitted," or "as the result of investigation, I 
have to report as follows ," The phrase "This 
case relates to an investigation of an alleged 
evasion of income tax by .. may be 
better stated as, " This report relates to the 
alleged evasion of income tax by ____ 
The statement "Attached hereto as Exhibit 6 is 
a sworn affidavit of John Jones wherein he 
testified .. ," contains unnecessary words . 
Merely say, "John Jones stated (Exhibit 6, affi
davit) that, .. " Avoid trite phrases and superla
tives, and the word " very" only on rare occa
sions. Use of the active voice promotes con
ciseness and accuracy in writing. It is also more 
forceful. For example, the statement, "Informa
tion obtained from Mr. Witness disclosed that 
the proceeds of the sale were given by him to 
the taxpayer on May 14, 19--" may be re
duced in length and made more forceful by 
revision to, "Mr. Witness said that he gave the 
proceeds of the sale to the taxpayer on May 14, 
19--." Use of the active voice also will elimi
nate the possibility that the report writer will 
omit stating who gave the proceeds to the 
taxpayer. 

621.7 (1-18--80) 9781 

Logical Presentation 
(1) A report otherwise well written may lose 

its effectiveness for want of logical arrange
ment. A mass of data thrown promiscuously 
into the report is an imposition on the reader 
and an adverse reflection upon the writer. Ef
fective presentation is largely dependent upon 
adherence to the principles of style, namely: 
unity, coherence, and emphasis. 

(2) The principal of unity requires adherence 
to the single main idea or proposition and exclu
sion of all matter that does not tend to prove 
that idea or proposition . Each sentence, para
graph, and division should help to establish the 
main point of the report. 

(3) Coherence is defined as sticking togeth
er. This principle counsels logical sequence of 

thought. No one is likely to achieve coherence 
by chance or inspiration. It demands careful 
planning, critical review, and frequent revision 
by the report writer. Words, phrases, and claus
es should be so placed in a sentence that their 
relationship is clear and the meaning of the 
sentence is obvious. Sentences should be so 
arranged that the progress of thought is clear 
and continuous from beginning to end. Each 
paragra.ph must bear an unmistakable relation 
to the whole composition, especially to the par
agraph immediately preceding it. The most 
common fault in the presentation of evidence is 
the failure to show precisely what part it plays in 
the whole argument. This failure is sometimes 
due to the fact that secondary matters are not 
properly subordinate to the principal facts. 
Much evidence has only a casual connection 
with the main proposition, but the connection 
must be made evident. If the bearing of the 
evidence is not felt at the point where it is 
presented, it usually is not felt at all. Each viola
tion, event, or circumstance, and all facts in 
support thereof, should be narrated in full be
fore passing on to the nex1 feature of the report. 
Phrases and sentences which merely introduce 
an exhibit may interrupt the rea reader's train of 
thought. In many instances that difficulty may 
be avoided by parenthetical insertion of exhibit 
numbers during discussion of the contents of 
the exhibit. Insofar as possible, references to 
other sections of the report should be avoided 
because the arrangement of the report will 
show,the relationship between the various facts 
and events. 

(4) Emphasis requires careful placement of 
words, phrases, and sentences for the purpose 
of calling attention to the important facts. If the 

writer does not emphasize the more significant 
information the reader will not retain the essen
tial facts. Important words or phrases should be 
placed in important positions-usually at the 
beginning of a clause or sentence, or at the end. 
The same rule applies to the arrangement of 
sentences within a paragrapll. A new topic or 
idea should be the subject of a new paragraph. 
A sentence or short passage requiring special 
emphasis may be paragraphed separately . Im
portant matters can be emphasized by using 
concrete terms and terse sentences, by num
bering and indenting a series of important and 
related facts, and by using schedules and tabu
lations. The last mentioned technique is partic
ularly valuable in showing comparisons. 
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