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S.3411 

IN THE SENATE OF THE UNITED STATES 

MAY 11,1976 

1111'. HnusKA (fo!: himself, )Ir. DUCKL1,Y, Mr. EASTLAND, IIIr. Hvcn SCOTT, and 
1.:[r. TnumroNn) (by request) introduced tIle following bill; which was 
read twice and referrecl to the C01nmlttee on the Judiciary 

A BILL 
To protect the public from traffickers in heroin und other opiates, 

and for other purposes. 

IBe it enacted bV the Senate and IIouse of Representa-

2 lives of the United States of Ame1'ica in Oongress assembled, 

3 That this Act may be cited as the "Narcotic Sentencing and 

4 Seizure Act of 1976". 

5 TITLE I-nfANDATORY MINThIUl\I SI~NTENCES 

G SRO. 101. Part. D of title 11'0£ the ComprellCnsive Drug 

7 Abuse !>J'evention and Control Act of 1970 (21 11.8.0. 841 

8 ct seq.) is amended as follows: 

!) (a) Section 401 (21 U.S.O. 841) is umendecl by-

10 (1) adding the following new sul)plU'flgl'nph at the 

11 end of Rnbsection (b) (I) : 
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1 "(0) (i) Except as provided in clause (ii) , the judge, 

2 in setting the sentence under paragraph (A) for an offense 

3 involving an opiate, may not sentence the person to proba-

4 tion, or suspend imposition or execution of the sentence, or 

5 sentence the person pursuant to chapter 402 of title 18, 

6 but shall sentence the person to a term of inlprisonment of 

7 not less than 3 years and shall designate a term of parole 

8 ineligibility pursuant to section 4208 (a) (1) {)f title 18, 

9 United States Oode, of not less than 3 years. If the person 

10 committed such violation after he had been convicted of a 

11 felony under Federal, State, or foreign law relating to an 

12 opiate, the mandatory minimum term of impl'isolllllent under 

13 this paragraph shall be not less than 6 years and the man-

14 datory minimum term of parole ineligibility pursuant to sec-

15 tion 4208 (a) (1) of title 18, United States Code, shall be 

16 not less than 6 years. A term of imprisonment under this 

17 paragraph shall run consecutively to any other term of 

18 imprisolllllent imposed on the defendant, and a term of 

19 parole ineligibility under this paragraph shall run consecu-

20 tively to any other term of parole ineligibility imposed on 

21 the defendant pursuant to section 4208 (a) (1) of title 18. 

22 "(ii) Notwithstanding the provisions of clause (i), the 

23 court may sentence ilie defendant to a shorter term of parole 

24 ineligibility or imprisomnent than required under clause (i), 

25 to a term of imprisolllllont with no term of parole inoligibil-
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1 ity, or to probation, or may suspend imposition or execution 

2 of the sentence, if thc court finds' that, at the time of the 

3 offense: 

4 " (a) the defendant was less than eighteen years . 

5 old; 

6 " (b) the defcndant's mental capMity was signifi-

7 cantly impaired, although not so impaired as to con-

S stitute.\t defense to prosecution; 

9 " (c) the defendant was under unusual and substan-

10 tinl dm{:.c.3, although not such amess as would constitute 

11 a defense to prosecution; or 

12 " (d) the defendant was an accomplice, the conduct 

13 constituting the ofiense was principally the conduct of 

14 another person, and the defendant's participation was ' 

15 relatively minor." ; and 

16 (2} adding at the end thereof the fO,Howing new 

17 subsection: 

18 " (d) As used in subsection (b H 1) (0) : 

19 "(1) 'opiate' nle..'1.nS a mixtme or substance con-

20 buning a detectable. amoun~ of nny narcotic {h'ug thn.t 

21 . is a controUed snhstance in schedule I or II, other than 

22 .. .n,.narcotic dtugconsisting of.(A.)co·ca leavJs; (BLn, 

23 . compound; mal1UTactme, salt, derivative, OJ) pl:~pal'ation ,. . . 
24 of cOCa loaves; or (0) 'fi substance chenlicl111y Mentioal 

. 25 .; thcroto;ntHl 
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1 "(2) 'felony' means an offense for which a term of 

~ imprisonment or more than one ·yem.· is authorized.". 

3 (b) Section 405 (21 U.S.O. 845) is amended by add-

4: ing at the end thereof the followillg: 

5 ( c) (1) Except as provided in subparagl'apb, (2), the 

6 judge, in setting the sentence under section 401 (b) (1) (A) 

7 of a person at least eighteen years of age who violated sec-

8 tion 401 (a) (I) by distrIbuting an opiate to a person under 

9 twenty-one years of age, shall not sentence the person to 

10 probation or suspend imposition or execution of the sentence, 

11 or sentence the person pursuant to chapter 402 of title 18, 

12 but shall sentence the person to-

13 "(A) except as provided in paragraph (.8), a 

14: term of imprisonment of not less than 6 years and shall 

15 designate a term of parole ineligibility pursuant to sec-

16 . tion 4208 (a) (1) of title 18, United Stutes Code, of 

17 not less than 6 years; or 

18 " (B) a term of imprisonment of not less than 9 

19 years and shall designate a term of parole ineligibility 

20 pursuant to section 4208 (a) (1) of title 18, United 

21· States Oode, of not less than 9 years, if the person COll- ' 

22 mitted such violation after he had 'been convicted of a 

23 . felony under Federal, State, or foreign law relating to 

24 an opiate. 

25 A term of imprisonment nnder this subseotion s~alL rml C011-
> 
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1 secutively to any other term of imprisonment imposed on 

2 the defendant, and a term of parole ineligibility under this 

3 subsection shall run consecutively to any othel' tel1n of 

4: parole ineligibility imposed on the defendant pm:suant to 

5 section 4208 (a) (1) of title 18. 

6 "(2) Notwithstanding the provisions of paragl'aph (1), 

7 the court may sentence the defendant to a shorter term of 

8 ra1'Ole ineligibility or imprisonment than reqnil'ed under 

9 paragraph (1), to a term of imprisonment with' no term 

10 of parole ineligibility, 01' to probation, or "may suspend im~ 

11 position 01' execution of the sentence, if the court fim1s that, 

12 at the time of the offense: 

13 "(_I\.) the defendant's menM. capacity was signifi-

14 cantly impaired, although not 50', :impaired as to COh-

15 stitute a defense to prosecution; 

16 " (B) the defendant was lmder unusual and s11b-

17 stanfial iluress, although not such duress as would coh-

18 Btitnte n. defense to prosecntion; or 

19 "(0) the defendant was an aceomplice, the con-

20 duct constituting the offense was principally the condttct 

21 of another person, and tho defendant's participation wa~ 

22 relatively minor. 

23 " (3) .As usecl in tll;S subseotioll-

24 (t (A) 'opiate~ means a mixture or substance con-

25 taining a detecta.ble alllOlmt of any narcotic drug that 
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1 is a controlled substance in schedule I or II, other than 

2 a n81'cotic drug consisting of (i) coca leaves; (ii) a 

3 compolmd, manufactme, salt, derivative, 01' prepcm-

4 tion of coca leaves; or (iii) a substance chemically iden-

5 tical thereto; and 

6 " (B) 'felony' meO}rlS an offense for which a term 

7 of imprisonment of more than one year is authorized,". 

8 (c) Section 406 (21 U.S.C. 846) is amended by 

9 designating the existing language as subsection (a) and 

10 adding the following new subsection (b): 

11 " (b) (1) Except as provided in paragraph (2), the 

12 judge, in setting the sentence under subsection (a) for an 

13 attempt or conspiracy to commit an offe'1se described in sec-

14 tion 401 involving an opiate, may not sentence the person 

15 to probation or suspend imposition or execution of the sen-

16 tence or sentence the person pursuant to chapter 402 of title 

17 18, but shall sentence the person to a term of imprisonment 

18 of not less than 3 years and shall designate a term of parole 

19 ineligibility pursuant to section 4208 (a) (1) of title 18, 

20 United States Code, of not less than 3 years, If the person 

21 committed such violation after he had been convicted of a 

22 felony under Federal, Statp or foreign law re1ating to an 

23 opiatc, the mandatory minimum term of imprisonment under 

24 this subsection shall be not less than 6 years and the manda-
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1 tory minimum term of parole ineligihility pmsuant to section 

2 4208 (n) (1) of title 18, United States Code, shall be not 

3 less than 6 years. A term of imprisonment under this para-

4 graph shall run consecutively to any other term of imprison-

5 ment imposed on the defendant, and a tenn of parole ineligi-

6 bility under this paragraph shall run consecutively to any 

7 othcr term of parole ineligibility imposed on the defendant 

8 pursuant to section 4208 (a) (1) oHitle 18. 

,9 " (2) Notwithstanding the provisions of paragraph (1), 

10 the court may sentence thedefenc1antto a shorter term of pa

II role ineligibility or imprisonment than required under para-

12 graph, (1) , to a term of imprisonment with no term of parole 

13 ineligibility, or to prolJation, or may suspend imposition or 

14 execution of the sentence, if the comt finds that, at the time 

15 of the offens&-

16 

17 

18 

19 

20 

21 

22 

23 

24 

"(iI..) the defendant was less than cighteen years old; 

" (B) the defendant's mental capacity was signifi-

cantly impan:ed although not so impaired as to con

stitute a defense to prosecution; 

" (C) the defendant was uuder unusual and sub

stantial duress, although not such duress as would con

stitute a defense to prosecution; or 

" (D) the defendant was an accomplice, the con

duct constituting the offense was principally the conduct 
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1 of another person, and the defendant's lmrticipation was 

2 relatively minor. 

3 " (3) As used in this subsection-

4 "(A) 'opiate' means a mixture 01' substance con-

, 5 taining a detectable amount of any narcotic drug that is 

6 a controlled substance in schedule I 01' II, other than 

7 [L narcotic drug consisting of (i) coca leaves; (ii) a 

8 compound, manufacture, suIt, derivative, or preparation 

9 of coca leavcs; or (iii) a substance chemically identical 

10 thereto; and 

11 " (B) 'felony' means an offense for which a term 

12 of imprisonment of more than one year is authorized.". 

13 SEC. 102. Part A of title III of the Comprehensive 

14 Drug Abuse Prevention and Control Act of Hl70 (21 U.S.C. 

15 951 et seq.) is amended as follows: 

16 (a) Section 1010 (21 U.S.C. 960) is amended by 

17 adding the following new pam graph at the end of subsection 

18 (b): 

19 "(3) (A) Excel1t 11.S provided in subparagraph (B), 

20 the judge, in setting the sentence under paragraph (A) 

21 for an offense involving an opiate, may not sentence the 

22 person to probation, or suspend imposition or. execution 

23 of the sentence, or sentence the person pursuant to chap-

24 trr ':1:02 of title 18, but shall sentence the defendant to 

25 a term of imprisol1lllent of not less than 3 years and shall 

I 
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1 designnten. term of parqle ineligibilit,v IHU'SlHtl1t to sec-

2 tion 4208 (a) (1) of title 18, United. States Code, of not 

3 lesf! than 3 years, A term of iml)l'isonment under this 

4 slllJpurngl'u.ph shall run con~\)cutiycly to uny other term 

5 of imprisonment imposefl on the defendant, und a term 

6 of paro'le ineligibility under thi.s subparagru,ph sllt111 nm 

7 consecutively to HI1Y, other ter111S of parole ineligibility im-

8 posed on the defendant 11lmmant to section 4208 (a) (1) of 

9 title IS. 

10 "(B) Notwithstanding the pro viRions of purngrnph (3) 

11 (A) , the comt may sentence thc defendant to a shorter term 

12 of parole ineligibility than required under paragraph (3) 

13 (A), to a term of imprisonment with no term of parole in-

14 eligibility, or to probation, or may suspend imposition or 

15 execution of the sentence, if the court finds that, at the time 

16 of the o11ense-

17 

18 

19 

20 

21 

22 

23 

24 

"(i) the defendant was l<.'ss than eighteen years 

old; 

"(ii) the defendant's mental capacity was signifi

cantly impaired, although not so impaired as to con

stitute a defense to prosecution; 

"(iii) the defendant was lUldcr unusual and sub

stantial duress, although not such duress as wonld con

stitute a defense to prosecution; or 
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1 "(iv) the defendant ,vas an accom]~licc, the C011-

2 duct constituting the offense was principally the conduct 

3 of another person, and the defendant's participation 'Nas 

4 relatively minor. 

5 " (0) As used in this paragraph-

6 "(i) 'opiate' means a mixture or substance oon-

7 taining a detectable amolmt of any narcotic drug that 

8 is a controlled subs~ance in schedule I or II, other than 

9 a narcotic drug consisting of (a) coca leaves; (b) a 

10 compound, manufacture, salt, derivative, 01' preparation 

11 of coca leaves; or (c) a substance chemically idontical 

12 thereto, and 

13 "(ii) 'felony' means an offense for which a term 

14 of imprisonment of more than one year is authorized.". 

15 (b) Section 1012 (21 U.S.O. 962) is amended by 

16 adding the following at the end thereof: 

17 "(d) (1) Except as provided in paragraph (2), the 

18 judge, in setting the sentence for an offense under section 

19 1010 (b) involving an opiate, if the person committed such 

20 vi.olation after he had been convicted of a felony under Fed-

21 eral, State, or foreign law relating to an opiate, shall not 

22 sentence the person to pl'oLation or suspend imposition or 

23 execution ()£ the sentence, or sentence the person pursuant 

24 to chapter 402 of title 18, but shall sentence th~ person 

25 to a term of impl'isonment of not less than 6 years and 
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1 shall designllte a term of parole ineligihility pll1'~nant to 

2 section 4208 (a) (1) of title 18, United States Code, of 

3 not less than G years, A term of illlpri);OlllHcnt ulH101' ihiR 

4 paragraph shalll1l1l conl'cclltively to any other term of iin-

5 prisomllent imposed on the defendant, ana a term of parole 

6 ineligibility under this paragraph shall run eOlll'ccntin·jy 

7 to any other term of parole ineligibility imposed on the 

8 defendant pUTsuant to section 4208 (a) (1) of tit1e 18, 

9 " (2 ) Notwithstanding the proyisions of paragra11h (1), 

10 the court may sentence the defendant to a shorter term of 

11 parole ineligibility or imprisonment than reqllirc(l under 

12 paragraph (1), to a term of imprisonment with no term of 

13 parole ineligibility, or to probation, or may suspend im-

14 position or execution of the. 'If;>ntence, if the court finds that, 

15 at the time of the offense-

16 " (A) the defendant was less than eighteen yenI'S 

17 old; 

18 I< (B) the def(mdant's mental. capacity was SigDifi~. 

19 cantly impaired, although not s().·impail'ed as to consti~ 

20 ·tute a defense to prosecution; 

21 «(0) the defendant was .lIDder -unusual and sub-

22· stantial .duress, although not such ,dlu'ess as· wOlM con-

23 . .stittlte a ddense t~ proseclltioI].: or 

24 " (D) . the de~endant wa,s an aAc.o:mplice, the CQll-

25 " . duct constituting the offense WaS :principally the conduct 
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]. of another person, and the defendant's participation was 

2 relatively minor. 

3 H (3) As used in this su bsection-

4 "(A) 'opiate' means a mixture or substance con-

5 taining a detectable amonnt of any narcotic drug that 

6 is a controlled su1)stance in schedule I or II, other than 

7, a narcotic drug consisting of (i) coca leaves; (ii) a 

8 compound, manufacture, salt, derivative, or preparation 

9 of coca leaves; 01' (iii) a substance chemically identical 

10 thereto; and 

11 " (B) 'felony' means an offense for which a term 

12 of imprisonment of 1110re than one year is authorized.". 

13 (c) Section 1013 (21 U.S.C. 963) is amended by 

14 designating the existing I!lnguage as subsection (a) and 

15 adding the following new subsection (b): 

16 " (b) (1) Except as provided in paragraph (2), the 

17 judge, in setting the sentence under subsection (a) for an 

18 attempt or conspiracy to commit an offense described in sec-

19 tion 1010 (a) involving an opiate, may not sentence the 

20 1)C1'80n to probation, or suspend imposition Or execution of 

21 ' the sentence, or sentence the 1Je1'son plU'snant to chapter 

22 402 of title 18,' bl1t shall sentence the perSOll to a tClm of 

23 imprisonment of not less than 3 years 'and sha;ll designate-

24 a tei-m AF parole il1!'lligibilityptll'Suant 'to section 4208 (a) 

2& (1} pf ml~,'18! 1Jn~t~t~~tfltc~C9fW; pf not 19~~ tJJ:nrr B ye~r~, 
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1 If the person committed such violation after he had been 

2 convicted of a felony tmder Federal, State, 01' foreign law 

3 relating to an opiate, the mandatory minimum term of im

'1 prisonment under this suhsection shall l)e not less than G 

:> years and the mandatory mininlUm term of parole ineligihil

() ity pursuant to section 4208 (a) (1) of title 18, United 

I States Code, shall he not less than G years. A term of im

S priSollment tmder this 11aragmph shall nm consecntively 

9 to any other term of imprisonment imposed on the de-

10 fendant, and a term of parole ineligibility under this parar 

11 graph shall nll consecutively to any other term of parole 

]:.! ineligibility imposed on the defendant pursuant to section 

13 4208 (a) (1) of title 18. 

14 " (2) Notwithstanding the provh,ions of pm'agraph (1), 

15 the court m'ay sentence the defendant ~o a shorter term of 

16pal'Ole ineligibility or imprisonment than required under 

17 .paragraph (1), to a term of imprisonment. with no term Qf 

18 parole ineligibility, or to probation, or may suspend imposi-

19 tion 01' execution of the sentence, if the court fi,n~s that, at, 

20 the time of the offense-

21 "(A) the defendant was less than eighteen years 

22 old; 
.; ... 

23 , t. " (B) the defendant's mental 9apacity was sig-

24 nificantly impaired, although not so, impaired M to 

25 constit),lte a defense to prosecution; 
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1 . " (C) the defendant was Ulldcr unuS1Ul.I and sub-

3 stantiul dmess, although not such duress as would con-

3 stitute a defense to prosecution; or 

-1 "(D) the defendant was an accomplice, the conduct 

5 constituting the offense was principally the conduct 

6 of another person, and the defendant's participation was 

7 relatively minor. 

S " (3) As used in this subsection-

!) "(A) 'opiate' means a mixtme or substance con-

10 taining a detectable amount of any narcotic drug that 

11 is a controllell substance in schedule I or II, other than 

1:3 a mU'cotic dl'llg consisting or (i) eucn. leaves; (ii) a 

1:.:1 compound, mamuacture, salt, deriYatiyc, or preparation 

14 of coca leaves; or (iii) a sUl)::;tallcc ehclllitally iJelltical 

15 thereto; and 

16 " (B) 'felony' means an offense for which a term of 

17 imprisonment of more than one year is authorized.". 

18 SEC. 103. The Fedcral Rules of Criminal Procedure 

19 are amended by adding the following new rule after rule 32: 

20 "RULE 32.1-SENTENOE TO A l\fANDATORY SENTENCE OF 

21 IMPRISONl\fENT 

22 "If a defendant is convicted of an offense for which he 

23 may be sentenced to a mandatory term of imprisonment or a 

2:1: mandatory term of parole ineligibility under section 401 (b) 

25 (1) (C), 405 (c) > :iOG (b), 1010 (b) (3), 1012 (d) , or 
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1 1013 (b) of the Comprehensive Drug Abuse Prevention and 

2 Control Act, as amended (21 U.S.C.841 (b) (1) (C), 

3 845(c},846(b), 960(b} (3), 962(d), or 963(b)), the 

4 court, prior to imposition of sentence shall hold a hearing 

iJ to determine whether a term of imprisonment and parole 

6 ineligibility is mandatory. The hearing shall be held befote 

7 the court sitting without a jury, und the defendant and the 

8 Goycrnment shall be entitled to assistance of counsel, eom-

9 pulsory process, and errss-examination of such witnesses 

10 as appear at the hearing. If it appears by a proponderance of 

11 the information, including information submitted during the 

12 trial, dnringthe selltencing heari.ng, and in so ll111uh of the 

13 presentence rcport relics(JlI, that the deft'ndallt is sllhjcct 

H. to 11 llumdatory tcrm of il11pri~ollmellt allu parole ineligibility, 

1[> the court shall sentence the defendant in accordance with 

16 the appropriate provisions of the Comprehensive Drug Abuse 

17 Prevention amI Control Act of 1970, as amended. The court 

18 shall place in the record its findings, including an identifica~ 

19 . tion of the information relied upon in making its findings.". 

20 TITLE II-CONDITIONS OF RELEASE 

21 SEG. 201. Part D of title II of the Comprehensive Drug 

22 Abuse Prevention and Control Act of 1970 (21 U.S.O. 801 

23 et seq.) is amended by adding at the end thereof the follow~ 

24 ' ing new sections: 

80-321 0 - 77 - 3 



1 "RELEASE 'CONDITIONS 

2 "SEC. 412. In setting conditions of release tmder section 

3 3146 (a) of title 18, United States Code, for any person 

4: charged with an offense under section 401 (a) of this title 

5 or section 1010 (a) of title III with respect to an opiate, 

G or charged under section 406 of this title with attempting or 

';" conspiring to commit an offense tmder section 401 (a) of this 

s title relating to an opiate, or charged under section 1013 of 

9 title III with attempting or conspiring to commit an offense 

10 tmder section 1010 (a) of title III relating to an opiate, the 

11 judicial officer shall, in addition to determining which con-

12 ditions will reasonably assure the appearance of the pers~n. 

13 for hial, consider which conditions will reasonably assure 

14 the safety of the curnmunity, the personal safety of persons in 

15 the community including witnesses to the offense, and the 

16 avoidance of future similar offenses by the person charged. 

17 ((DENIAL Ol~ RELEASE PRIOR TO TRIAL 

18 "SEC. 413. (a) Subject to the provisions of this section 

19 and notwithstanding the provisions of section 3146 of title 

20 18, United States Code, a judicial ollcer may deny relliase-

21 of a person charged with a violation of section 401 (a) or 
22 this title or section 1010 (a) of title III with respect to an 

23 opiate, or charged under section 406 of this title with at-

24 tempting or conspiring to eommit an offense under section 

25 401 (a) relating to an opiate, or charged under section 1013 
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1 of title III with attempting or conspiring to commit an 

2 offense under section 1010 (a) of title III relating to an 

3 opiate, who-

4: " (1) has previously been convicted of an offense 

5 

6 

7' 

8 

9 

10 

'11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

under any provision of Federal, State, or foreign law, 

relating to an opiate, which is pnnishable by more .than 

one year's imprisonment; 

"(2) at the time of the offense, wason :parole, :pro

balion, or other conditional release in connection with a 

convicti~n for or a :pending charge of an offense under 

Federal or State law that is punishable by more than 

one year's imprisonment; 

"( 3) is a nonresident alien; 

"(4) was alTested while in :possession of a passport 

or other documentation necessary for international travel 

incqrrectly identifying him or belonging to some other 

llel'Son; or 

" (5) has been convicted of having beell a fugitive 

from justice, Ull: esca:pec, or for willfully failing to appear 

before any court or judiciu.l officer under Federal 01' 

,state law. 

"(b) No person described .in subsection (a) of this sec-

23 tion shall be denied release unless the judicial officer-

24 " (1) holds a hearing jn accordnnce with the pl'ovi

§i9n~ Qf fQ1QS9{ltion ((}) of this section j 
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1 H (2) finds-

2 H (A) that there is clear and convincing evi-

3 dence that the person is a person described in para-

4 graph (1), (2), (3), ( 4), oi' ( 5) of subsection 

5 ( a) of this section; 

6 " (B) that there are no conditions of release 

7 which will reasonably assure the appearance of the 

8 person charged, the safety of the connnunity, the 

9 personal safety of persons in the commlmity inc1ud-

10 ing witnesses to the offense, or the avoidance of 

11 future similar {)ffenses by the person charged; and 

12 " (0) that on the basis of information pre-

13 {lented by proffer or otherwise to the judicial officer 

14 there is a substantial probability that the person 

15 committed the offense for which he is present be-

16 fore the officer, and 

17 " (3) issues an order denying release accompanied 

18 by written findings of fact and the reasons for its entry. 

19 " ( c) The following procedmes shall apply to hearings 

20 held pursuant to this section! 

21 H (1) Whenever the person is before a judicial 

22 officer, the hearing may be initiated on oral motion of 

23 the United States attorney. 

24 "(2) Whenever the person has been released pnr-

25 suant t{) section 3146 of title 18, United $t!ltl;ls Oode l 
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1 and it subsequently appears that such person may be 

2 subject to an order denying release under this section, 

3 the United States attorney may illitiate a hearing by 

4 ex parte wl'itten motion. Upon such motion the judi-

5 cial officer may isslle a warrant for the arrest of the 

6 person. 

7 t( (3) The hearing shall be held immediately upon 

8 the person -being brought before the judicial officer 

9, for such hearing unless the person or the United ,States 

10 attorneY1.l10ves for a continuance . .A. continuance granted 

11 on motion of the person shall not exceed five calendar 

12 days, unless there are extenuuting circumstances . .A. con-

13 tinuance or motion of the United States attorney shall 

14 be granted upon good cause shown and not exceed three 

15 calendar days. 1'he person may be held pending the 

16 hearing. 

17, "(4) The person shall be entitled to representation 

18 hy counsel and shall be entitled to present information 

19 by proffer or ofuerwise, to testify, and to present wit-

20 nesses in his own behalf. j' 
!, 
" 

21 " (5) Information stated in, 01' offered In COllilM-

22 tion wifu, any order entered pursuant to this s\3ction 

23 need not conform to ilie rules pert."l)rdl1g b th~ admissi-

24 bility of evidence In It; court of 10,\\1. 

25 " (6) Testimony of the person given during the 
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j hearing shall not be admissible on the. issue of guilt in 

2 any other judicial proceeding, but such testimony shall 

3 be admissible in proceedings lmder sections 3150 and 

4 3151 of title 18, United States Code, in perjmy proceed-

5 ings, and for the pmposes of impeachment in any sub-

6 sequent proceedings. 

7 " (7) Appeals from orders denying release may be 

8 taken pmsuunt to section 3147 -of title 18, United States 

9 Code. The United States may appeal from orders grant-

10 ing release under this section. 

11 " (d) The case of a person denied release pmsuant to 

12 this section shall be placed on an expedited calendar and, 

13 consistent with the sound administration of justice, his trial 

14: shall be given priority. 

15 "DEFINITIONS 

16 "SE~. 414. As used in sections 412 and 413 of this 

17. . title, the term-

18 

19 

" (a) 'judicial officer' means any person or comt 

authorized pursuant to section 3041 of title .18, United 

20 States Code, or the Federal Rules of Criminal Procedure, 

21 to admit tt> bail or otherwise to release a person before 

22 trial or sentencing or pf'nding appeal, in a cmit of the 

23 United States and any judge of the Superior Comt of 

24 the District of Columbia; amI 
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1 tl (b) '<lpiate' has themcaning set forth ill section 

2 401 (d) of this title.". 

3 SEO. 202. The table of ~cont(lRts at the beginning of the 

4 Drug Abuse Prev~mtionand· Control Act of 1970 is amend-ed 

5 by adding the following new items after the item r-elating to 

6 section 411 : 

"Sec. 412. Release conditions. 
"Sec. 413. Denial of release prior to trial. 
"Sec. 414. Dilfinitions.". 

7 TITLE ill-FORFEITUI·m OF PROCEEDS OF 

8 ILJJEGAL DRUG TRANSACTIONS 

9 ,SEC. 301. Section 511 .. 0£ the Comprchensiye Drug 

10 Abuse Prevention and Control Act of 1970 (21 U.S.C. 

11 881) is amended by: 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

(a) adding at the end of subsection· (a) the follow-

ing new paragraph: 

u (6) .All proceeds of an offense describcfl ill this 

title o~' title III and all moneys, negotiable instruments, 

and securities use9. 01' intended to be used by any person, 

directly or indirectly, in connection with a violation of 

this title or title III."; and 

(b) adding after the words "Wheneyer property" 

in subsection (e) the words "described in subsections 

( a) (1) through (a) (5)"; and 
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1 ( c) adding 11 new subsection (h) at the end thereof 

2 as follows: 

3 "(h) Whenever property described in subsection (a) (6) is 

4 foi'feited for violation of this title or title III, the Attorney 

5 General, making due provision for the rights of fUly innocent 

6 persop.i 

7 " (1) may dispose of pl;operty other than moneys, 

8 negotiable instruments, and securities in the manner set 

9 forth in subsection (e) ; 

10 "(2) may dispose of negotiable instruments and 

11 securities in the manner prescribed in subsection ( e) 

12 (2) i and 

13 "(3) shall forward currency obtained from sales 

14 pursuant'to paragl'aph (2) and moneys forfeited under 

15 subsection (a) (6) to the Treasurer of the United States 

16 for deposit in the general fund of the United States 

17 Treasury.". 

18 TITLE IV~ILLEGAL EXPORT OF OASH 

19 SEO. 401. Section 231 (a) of the Ourrency and Foreign 

20 Transactions Reporting Act is amended to read as follows: 

21 " ('a) Except as provided in subsection' (c) of this sec-

22 tion, whoever, whether as principal, agent, or bailee, or by 

23 an agent or bailee: . 
24 (1) intends to transport, or have transported, 

25 monetary instlUments fro111 any place within the United 
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1 Statps to or through any pl~ce outside the United 

. 2 States in an amolmt exceeding $5,000 on anyone oc-

3 casion shall file a report or reports in accordance with 

4 subsection (b) prior to departing from the United 

5 States; 

6 (2) knowingly transports, or causes to be trans-

7 ported, monetary instruments from any place outside the 

8 United States to or through any place within the United 

D States in an amount exceeding $5,000 on any oneoc-

10 easion shall file a report or reports prior to or at the time 

11 of arrival in accordnnce with subsection (b); or 

12 (3) l'eceives monetary irtstrnmcnw at the termina-

13 tion of their transportation by common carrier to the 

14 United States £rom or tlrrough any place outside the 

15 -United States in an amoll..llt exceeding $lo)OOO on anyone 

16 occasion shall file a report 01' l'eports in accordance with 

17 subsection (b) .". 

18 SE~. 402. Section 235 of the Currency and Foreign 

19 11:ansactions Reporting .Act (31 U.S.O. 1105) is amended 

20 by redesignating subsection (b) 'as subsection (c) and by 

21 adding 11 new: subsection (b) -as follows: 

22 " (b) When because of exigent circumstances a warrant 
i 

23 cannot be obtained, any officer of Oustoms may search with-

24 out a warrant any of the individuals or objects included in 

25 subsection (a) of this section if he has probable cause to 
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1 believe that monetary instruments are in the process of trans

"2 pOl'tation and with respect to which it report required under 

3 section 231 of this Act (31 U.S.C. 1101) has not been filed 

4 or contains material omissions or misstatements.". 

5 TITLE V-PROMPT REPORTING OF VEsSELS 

6 SEC. 501. Section 433, Tariff Act of 1930, as amended 

7 (19 U.S.C. 1433), is amended to read as follows: 

8 "The master of any vessel from a foreign port or place, 

9 or of a foreign vessel from a domestic port, or of a vessel of 

10 the United States cI11Tying bonded merchandise, or foreign 

11 merchandise for which entry has not been made, ImiYing at 

12 any port or place within the United States, shall immedi-

13 atoly report the arrival of the vessel at the nearest custom-

14. house or such other place as the Secretary of the Treasnry 

15 may prescribe in regulations. The Secretary may by reg'u-

16 lation extend the time, not to exceed twenty-fonr honrs after 

17 the arrival of the vessel, in which to report arrival.". 

18 SEC. 502. Section 459, Tariff Act of 1930, as amended. 

19 (19 U.S.C. 1459), is amended by substituting a comma 

20 for tho. word "or" whe.rever it appears between the words 

21 "entry" and "customhouse", and insetting after the word 

22 "customhouse" the phrase "or other places as the Secretary 

23 of the Treasury may presoribe in regulations.". 
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S.3645 

IN THE SENATE OF THE UNITED STATES 

.TUl'I""E 30 (legislative day, JUNE 18), 1976 

Mr. HRUSKA (by request) introduced the following bill; which was rend twice 
and referred to the Committee on the Judiciary 

A BILL 
To amend section 511 (d) or the Oomprehensive Drug Abuse 

Prevention and Oontrol Act of 1970 (21 U.S.O. 881 (d) ) 

to raise the monetary limit applicable to drug-related judicial 

forfeitures from $2,500 to $10,000. 

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of Ame?'ica in Gong1'ess assembled, 

3 That section 511 (d) of the' Oomprehensive Drug Abuse 

4 Prevention and Oontrol Act of 1970 (21 U.S.O. 881 (d)) 

5 1S amended by deleting the semicolon after the words "custom 

6 laws" in the fil'st sentence, and inserting in liell thereof the 

J. following: ", except that whenever property is forfeited under 

8 this Act, the sum of $2,500 in sections 607, 610, and 612 

9 of the Tariff Act of 1930 (19 U.S.O. 1607, 1610, and 

10 1612) shall be $10,000.". 

II 
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,\ 

To the Oongress of tl~e United States: 
. I address this message to the Oongress on a matter 'which strikes at 

the very heart 6£ our national well-being--.:...{lrug abuSe. , ... ; ,,":':, ' 
The cost of drug abuse to this Nation is staggering. More than 5~OOO 

Americans die each year from the improper' use of drugs. Law €n~ 
forcement officials estimate that ItS much as one 'half or all "street 
crime"-robberies, muggings, burglaries'-are committed by drug ad~ 
diets to support their expensive and deb~li~atin~ habits: In :simp+E) 
dollar terms, drug abuse costs us up to $17 bilhon a year." - .' 

But these statistics-ominous as they .are~reflect only a part,of:the 
tragic toll which drug abuseexacts~ For every YOling peii5on"who'dies 
0'£ a drug overdose, there are thousands who do not die but who are 
m.erely going .through the mo~ions o~ living. They sit in clas,srooms 
wIthout learnrng. They grow rncreasrngly Isolated from family and 
friends. At 11 time when they should be'preparing,for'the future, they 
are "copping out" on the preSent. ". . ~. " , 

The problem, moreover,is not limited to youth or to theclisadvan
taged. It extends to citizens of all ages and all walks of life----::from the 
housewife to the college professor. The cumulative effect is to diminish 
the quality and vitality of our comrimnity life, to weaken the fabric 
of our Nation. " " " ,. 

When this problem exploded irito thenitional consCiousness'in'the 
late 1960's, the re,sponse of the Federal Governnient was:swift arid 
vigorous. Federal spending on a comprehensiveprogr.amto control 
drug abuse greY" .froJ? less than $.10~ ,million .~1)~69"to over .t~re.e~ 
quarters of a bIllIon III 1974; sl'eClahzed agenOles hk~ the Drug En~ 
forcement Administration and the National Iristitute on Drug Abllse 
were created; and international diplomatic efforts to mobilize the as~ 
sist~nce of f<?reign.governmen~ in a world-wide attac~ on dl:Ug traf~ 
ficking were llltenslfied. . . , " 

With the help of State and local gbver:nments, community groups 
and our international allies in the battle 'against narcotics, we were 
able to make impressive progress in combattin~ the drug menace.' So 
much so that by mid-1973 many were convinced that we had ,"furned 
the corner" on the drug abuse problem. " " ' " ' .' 

Unfortul;lately, while we had won a:q..important victory, weli'adriot 
won the war on drugs. By lQ15, it was cle~r that drug 'usewiL~ iric~eas

. ing, that 'the gains of prior, years were being lost, that in lillrrian ternis, 
narcotics had become, a, national tragedy., Today, drug ab1.1se consti
. tut.es a clear and present threat tb th.e health, arid futui'e of our Nation. 

The tiine has pome tp lalllch a,.new arid more aggressive'· campaign. 
,to reverse the trend of increasingdrug"abuse' in· Anierica,.; .A3:).dtllis 
.time we lllUst be prepared to' stick with. the task for'~s 100ig as.IieceSsary. 
'., Because of my deep concern about this 'problem and my·persona] 
commitment to do something about it, last ye~r I dir'actedtlie Domestjc 
Council to, undertake a thorough review and assessment' o£ the ade
quacy of the Federal drug program>That r~view, wpich milm.in:ated 

. • • , ~. , " . , ' •• ," • '.Ie, ••• ," '. •• •. ~. ~ 
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ill the publication of the "White Paper on Drug Abuse," has helped 
tremendously to refocus and revitalize the Federal effort. We have 
made substantial progress in implewenting the many sound recom
mendations contained in the White Paper, but more needs to be done. 

And more will be done. The first need for stronger actioll is against 
the criminal drug trafficker. ~.rhese merchants of death, who profit 
fro~ the misery Il-ud suffering of 9thers, de.serye the full measure of 
natIOnal revulsiop.They should be t:p.e prlllClpal· focus of our la~ 
enforcementacti:vities.=-~t the Federal, State and 10callevel.·In:thIs 
r~gard, ram J?leased to note that arrests by· Feder~llaw .enforce:tJ?-ent 
.officers of maJOl! drug traffickers are up substantIally over prevIOus 
years: How'ever, the progress. we.have made in i!llpro~ing our ability 
to apJ?rehend these tr:::ffi?ker~ Wl,ll be lost unless rpaJor changes ~re 
made m the way our crImmal JustIce system deals WIth drug traffickers 
after arrest. .. :. . - -. . _ .' . 

Justice Pe:r>artment statistics show that one out of every IOUI' per
soils convicted of trafficking in heroin l'eceived no prison sentence at 
alL One out of very three received-a sentence of less than three years. 
And since convicted traffickers are eligible for parole upon the. com
pletion of oIle-third of their sentence, even those who received longer 
sentences rarely served more than a few years. . . 
. ,I believe this is wrong. It is wrong for the criminals who profit by 
selling drugs, it is wrong for the victImS of drugs, and it is wrong for 
our system of justice. Laws which permit traffickers to go free to prey 
aga~, on societl: sho~d be change~. These. c~imin~ls mustkpow w.ith 
certamty that, If convICted, they WIll go to Jail for a substantIal perIOd 
of time. Only then will the ,risk of appreh~nsion be a deterrent rather 
thanjustanother cost'of doing business. :' '.' 
'., Accordingly, I will' submit to, the Congress this week'legisl.ation 
.which .wilr require mandatory minimum prisoll sen~nces -for persons 
convicted of traffiykiuc..- in heroin· and sinlilar narcotic drugs.' Sen
tences under -this legisfation would be at least ,three years for a first 
~ff,e:lse and _~t least six·ye~rs for subsequent offenses or for sel!ing to' 
ammor.. ,. , 

I want to emphasize that the purpose of tIlls proposal is not to inl
pose vindictive punishment but to J?rotect society from those who prey 
upon it and to deter others who·mlght be tempted to sell drugs. Oon.
sidering the . terrible human toll that'drug addiction·takes and the 
extent to which it contributes to more and. more crime, it·is a matter 
or high priority that Congr'ess makeOl~r laws more~effective in curbing 
drug traffic. ,:.', '...... ." . ' '.. . -. . ' 
. Another serIOUS problem WIth-current Federal law IS that even the 
~ostnotoriou~drug traffickers ar~ uS~lalIy,released·op. bail soon ~ft~r 
arrest. The ball is often small and the profits from drug trafficking are 
.la:r:ge; so ~aising aild then f?rfeiting the bail· is just another cost of 
~01l1gbus1l1ess; A 1974 JustlCe p~p~rtJ,nel).t stpdy' shows that 48 per-

~ c~nt-~eady one~:m~' of two-;-of ~ sam~le of indiv~duals 'arrested for 
traffickmg in narcotIcs were ImplIcated m post-arrest drllg trafficking 
while out on bail. Othel,' I:!tudies show thatapproxiD:lately.one-fourth of 
all bail-jltmpers in drug 'cases are ·aliens who .were caught smuggling 
drugs into the country. These offenders simply flee to their homelaIl-ds 
'upon posting baiJ. There, th~y .serve as wal.king advertisements forjn
ternational traffickers attemptm~ !~ recrmt other couriers. 
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- This, too, is wrong .. Therefore, in addition to asking' Congress to . 
establish mandatory minimum sentences, I shall submit to Congress 
legislation that would enable judges to deny bail ita defendant 
arrested for trafficking heroin or dangerous drugs is found (1) to have 
previously been convicted ofa drug felony; (2) to be presently free 
on parole; (3) to be a non-resident alien; {4) to have been arrested in 
possession of a false passport; or (5) to he a. fugitive or previously 
convicted of having been a fugitive. '. 
,-~ext, the Federal government must act.to'take the easy profits out 
of drug selling. . . , 
.' We.know that tremell(lous amounts of money are illegally taken out 
of, the C01illtl:7 each day, either to purchase drugs or to transrer profits 
made 'by sellmg drugs to safe and secret ·bank accounts abroad. To 
prevent this money from being smuggled out of the country,.I will 
ask Congress to grant to the U.S. Oustoms Service the authority to 
search persons suspected of smuggling money out of the country as 
Oustoms now has the authority to'search for contraband entering the 
country. ' 

I shall ask Congress to pass legislation requiring the forfeiture, of 
cash or ether personal property found in the possession of a narcotics 
viola.tor-where it is determined that it was used or was intended for 
use in connection with an illegal drug trl1nsaction. 

I shall ask Congress to change provisions of the law which allow the 
seizure of vehicles,' ~oats and air~r!tft u~ed to s!llugg1e qrugs. At pres
ent, these may be seIzed by admInIstratIve actIOn oilly If the value of 
the property is less than $2,500; otherwise action. by a Federal judge 
is necessary. -. _..-
, . This $2,500 limitation -is out of date and must'be changed. ,;£,here
:fore, I shall ask Congress to raise to $10,000 the ceiling for adminis
trative forfeitures. This-will not only make law enforcement against 
traffickers more swift ·and, more effective but it will also help to reli~ve 
court congestion. 

I shall ask Congress to tighten the provisions of the law ·relating to 
small privately owned boats reporting to Customs :a£ter their arrival. 
At present, the.masters 'Of these vessels have 24: ~ours to report their 
arrival to Customs-and that is ample time to unlon:d contraband. I 
shall -ask Congress to pass legislation 'l'eguiring such vessels to report 
to Customs immediately upon their arrIval. - . 

I call on Congress also to ratify an existing treaty for the interna-
tional control of synthetic drugs.. . 

Over the past fifty years the major nations of ·the world have 
worked out treat.y arrangements for the international control of drugs 

. with ·a natural base, such as opiates and cocaine. But no similar i1r
rangements exist for the control 'Of synthetic drugs~suchas barbitu
rates, amp~etamines and tranquilizers; and the abuse 'Of these' syn
thetic drugs is f!. $l'?wing pr~blem which is now almost as SE'lrious a"s 
the abuse of heroIll III the Umted States. 

Five years ago the United Stl1tes played '!1 major role in the prepa:
ration of the 1971 Convention on l'sycho~ropic SubstailCes;a treaty; to' . 
deal with international traffic ill sYIltheticdrugs. But the Senate has 
not yet ratified this treaty, and Congress has not yet passed the en
abling legislll#Qn. 
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The !Ielay in U.S. ratification of the Convention has been an em
narrassment to ·us. Moreov.er, it has made it exmremely difficult 'for. us 
to urge other countries to tighten controls 'On natural-based narcotic 
substances, when we a'ppear unwilling to ~x:tend international controls 
to .amphetamines, barbiturate..c:;· and other psychotropic drugs which 
!!lire produced here in the United States. 
· So far, I have emphasized :the need for add,itional legislati'On and 
CQngressionalaction. .. 

But· there' are EXf',cutive aotions which I -can take and I am today 
doing so. . . 

'!Ihe Fe'deralprograni to·control drug abuse is as diverse'as.any in 
gov8mment, Involving some seven Cabinet departments and seven
teen agencies. It is vitally important that· the efforts of these depart
men~s and agencies be integrated into an effective overall program but 
that responsibility for specific program management rest with the 
appropriate departments and agencies. . . 
. Accordingly, I am today establishing two new Cabinet committe~s

one for drug law enforcement and the other for drug abuse preventIon, 
treatment and rehabilitation. . . 
. The Cabinet Committee for Drug Law Enforcement will consist of 

the Attorney Ge~leral as chairman and the Secretaries of the Treasury 
and Transportation. The 0abinet Committee on Drug Abuse Preven
tion" .Treatment and Rehabilitation will consist of the Secretary of 
Hea1th, Education, and Welfare. as chairman, the Secretary of De
iense, the Secretary of I.labol' and the Afuninistl'ator cif the· Veterans 
Adniinistration. I charge the Attorney General and the Secretary of 
HEW, as cl1airmen of these committees, with responsibility for over
'sight and coordination 'atall Federal activities within their respective 
areas. . 

In car.rying out his responsibiliti~s as Ch:-:.irman or the new Cabin~t 
Comlil1Uee' on Drup: Abuse Prevention, Treatment and Rehabilitation, 
the Secretary of HEW. sho).llc1 give particular attention to developing 
expancJed vocational rehabilitation opportunities Ior drug addicts. 
· ExperIence has shown that treatment alone is not enough. Unless some
thing is done to alter the flmdamental conditions which led the in
.9.iv~dual to see)r escape through drug use, !1 relo,pseis likely. A. job, 
with the dignity !1nu·seU-esteendt 1:-:!:mgs, 'is essential to help the in
dividual r.e-enterthe mainstream of American life. Furtl1er, the Sec
-retary of HEW and the Atto1'lley General will work together to 
develop p]ans;~or improving the cool'diriationbetween the drug abuse 

· treatment system and the criminal Justice system. . 
I am directing the Secretary of the Treasury to work with the Coni

missioner of the Internal Revenue, in consultation with the Attorney 
'Generol,and the Administrator of the Drug Abuse Enforcement Ad
ministration, ~~. develop' Ii. tax enforcement progl'!Lm aimed at high
level drug tr:a1hckers. We know that mltny of the bIggest drug dealers 
d~ n?t Pity )~n~ome .taxes on t1le enormot1sp~ofit.s they make l)!} this 
crlJ~l1nal .actl.vIty .. ~ am. confident tl~at a responslbleprogra;m cap. be 
4~Sl~gned. whi~h ~lfl promoteeffeetn;e ~gfor~eme!lt of the. tax la:ws 
~gams~ these mdlv.lduals ,wh? are currently vlOla~llig. these laws WIth 
'lmpumty.· . . 

No matter how hard we fight the problem of drug 'abuse at home, we 
callilOt make really significant progress without the continued coopera-
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tion ?f forei~ gove~ents:. Th;is is because most da?-15erous nay:cot~cs 
are produced in foreIgn countrIes. Thu"1, our capabIlity to deal'WIth 
supplies of drugs .avallable in the Uiri~d States depends largely on 
the interest and capability of foreign governments in controlling the 
production and shipment of illicit. drugs. ' . '. 

Many countries still see drug abuse as primarily an American proh~ 
lem and.are unaware of the extent to which the problem is truly global 
in scope. Poorer llations find it difficult to justify the allocatioJ).. of 
scarce resources to deal with drug abuse in the face of many· other 
pressing needs •. Also, some opium producing countries lack effective 
control over, or access to, growing areas within their boundaries and" 
thus, their efforts in drug control programs are made more difficult. 

Still, we have been reasonably successful in enlisting the cooperation 
of foreign governments. We must now intensify. diplomatic efforts at 
all levels ill order to encourage the greatest possible commitment from 
other govetnmel1ts to this international problem. We must'continue to 
provide tec.hnical and equipment assistance through cooperative en
forcement efforts with U.S. agents stationed overseas, all aimed' at 
strengthening drug control organizations within foreign countries. 
And we must continue to participate in building institutions and it sys
tem of international treaties which can provide a legal framework for 
an international response to this international problem.' : 

I have spoken personally to President Echeverria of Mexico and 
Lopez-Michelsen of Colombia and with Prime Minister Demirel of 
Tllrkey in an, effort to strengthen cooperation among all nationsin~ 
volved in the fight against illicit drug traffic: I intend to continue to 
llrge foreign leaders to increase their :efforts :hi this a,rea. .Attor.ney 
General Levi has recently discussed drug control problems with the 
Attc;rney' General of Mexico and Secretary of State Kissinger .has 
discussed narcotic control efforts with se11ior, officials iIT Latin America 
on his recent trip there. I have asked both of them, as well as our Am
bassador to the United Nations, William Scranton, to continue to ex
pand these important discussions. 

The reactions of the governments which we have approached have 
been positive-there is a genuine and healthy air of mutual concern 
and cooperation between ou~ Gountriesand I am confident that our 
joint efforts will bring about ·II:'1'ea1 reduction in. drug trafficking into 
the United States. 

One recent example of the new awareness and commitment of foreign 
governments to this struggle deserves special mention. President Eche
verria has written to inform me of his intention to set up a cabinet 
level commission to coordinate all law enforcement and drug treat
ment programs within Mexico and to suggest that his commission 
might periodically exchange information and ideas with a counter
part here. This pro]?osal, which was the result of discussions between 
President EcheverrIa and concerned members of the United States 
Congress, stands as a clear signal that the Mexican government recog
nizes the need to build a coordinated response to the problem of drug 
abuse. I believe the periodic exchange of views on this matter between 
our two nations would be helpful. Accordingly, I.am assigning re
sponsibility for liaison with the Mexican Commission to the Cabinet 
Committee on. International Narcotic Control and I am directing the 
Secretary of State, as Ohairman of the CCINC to immediately form, 

80-321 0 - 77 - 4 
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an executive committee to meet with its :Mexican counterpart to dis
cuss ways in whieh our government can collaborate more effectively; 
We shah of course consult with concerned members of Congress as 
these efforts are carried on. ' 

Drug abuse is a national problem. Our national well-being is at 
stake. The Federal Government-the Congress, the Executive Branch 
and the ,Judicial Branch-Stat,e and local govermnent'3, ahd the private 
sector must work together -in a new and' farmcire ' aggressive ,attack 
aO'ainst druas. ,. -, : ' 

e-l pledge that the Federal Government will maintain the high pri
ority which it has given tIllS problem. We will strengthen our law 
enforcement efforts and improve our treatment and rehabilitation 
programs. With Congress' help, we will close loopholes in our laws 
which permit traffickers to prey on our young; and we shall expect 
the courts to do their part. ' 

All of this will be of little use, however, lIDless the American people 
rally and fight the scourge of' drug abuse within their own commu
nities and their own families. We cannot provide all the answers to 
youn~ people in search of themselves, but we can provide a loving and 
a carmg home; we canprovide good counsel; and we can provide good 
communities in which to live. \\T e can show through our own example 
that life in the United States is still very meaningful and very satis-
fying and very worthwhile. , 

.Americans have always stood united and strong against all enemies. 
Drug abuse is an enemy we can control but there must be a personal 
and a national dedication and commitment to the goal. . . 

If We try, we can be successful in the 10nR: run. lam convinced we 
• ~ ~ "1" ~ ." ~ ca;n-anu ~nal; we WIll. 

THE WHITE HOUSE, April1J7, 1976. 
GERALD R. FORD. 



IRS: TAXING THE HEROIN BARONS 

The Narcotie Senteneing and Seizure Act of 1976 
(S. 3411 and S. 3645) 

THURSDAY, AUGUST 5, 1976 

U.S.SENATE, 
,sUBCOlfMIT'rEE To INVESTIGATE JUVENILE DELINQUENCY, 

COlfMITTEE ON THE JUDICIARY, 
W Mhington, D.O. 

The subcommittee (composed of Senators Bayh, Hart, Bnrdick, 
Kennedy, Mathias, Hruska, and Fong) met, pursuant to notice, at 
9 :40 a.m., in room 2226, Dirksen Senate Office Building, Senator Birch 
Bay h (chairman of the subcommittee) presiding. 

Present: Senator Bayh. 
Also present: Joh..'l}.f. Rector, staff director alld chief counsel; Mary 

Ka?-ren Jolly, editorial director and ahief clerk; and Kevin O. Faley, 
aSSIstant counsel. . 

Senator BADI. We will reconvene our 'hearing this morning, from 
the hearing of July 28, 1976. 

The subcommittee's ena,bling resolution, Senate Resolution 375, sec
tion 12, 94th Congress, is hereby noted for the record. Also, S" 3411/ 
the bill before us) and President Ford's message of April 27, 1976,2 on 
drug abuse will be included in the record. 

OPENING STATEMENT OF SENATOR BIRCH 13AYH, CHAIRMAN 

Senator BAYR. Today we continue the Subcommittee To Investigate 
Juvenile Delinquency's review of the President's drug abuse message to 
the Congress and his "Narcotic Sentencing and Seizure Act of 1976," 
S. 3411. It is our intention to forge a sensible statutory response to the 
abuse of high-risk drugs and to major drug traffickers that will assure 
an effective and judicious use of 'our limited criminal justice resources. 

There is an enterprise in this Nation that employs persons from every 
walk of life. This business packages its goods in ski poles, hand made 
'f')ttery, antiques, sardine cans and even expensive sports cars. It oper
at,~ around the clock 7 days a week; it has a:t its disposal fleets .of fishing: 
t.l'awlers, pleasure buats and squadrons of aircraft to serve the needs of 
its hundreds of thousands of American customers. It has not only 
managed to endure a record period of inflation, but also has, in fact, 
prospered under full employment. 

1 See p. XL, et seq. 
" See p. XLIV et seq. 

(1) 
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The enterprise is heroin trafficking. 
A primary premise of my approach is that the Federal Government 

must act more decisively to attempt to take the easy profits out of major 
drug trafficking. 

As policymakers we must place the natare and extent of heroin traf
fic in perspective. As Assistant Secreh:y of the Treaflury David Mac
donald told the Subcommittee last ""l'c·k, it is important to recognize 
that what we are tall\iing about: "is b~..s' business. In terms of dollars, it 
is one of the larger industries in the United States and exceeds the gross 
sales of many multinational corporations." 

The Treasury Department estimates that the retail value of heroin 
sold in the United States each year is in the neiO'hborhood of $7bil
lion. In my v~ ~w this is a conservative estimate. Otllel'S have found that 
the domestic heroin market sales are in excess of $10 bimon annually. 
In 1972, the entire domestic prescription drug industry accounted for 
$5 .. 4 billion in sales, or significantly less than the illicit domestic heroin 
industry-which, incidentally, pales by comparison with our legiti
mate domestic narcotic sales of $120 million. The drug industry em
ployecl143,985 persons in the United States; and, in the latest year for 
which data are ava,iJable, paid a total of nearly a billion dollars in 
taxes. The outlaw drug industry paid negligible taxes, if any. 

ILLEGAL ElIfPIRE GREATER THAN 65 PERCENT OF WORLD'S LARGEST 
COMPANIES 

The annual domestic sales of .this illegal empire are greater than 34 
of the 50 largest industrial companies in the world. 

The annual domestic sales of this illicit giant exceed those of 495 of 
America's 500 largest industrial corporations. Its gro8S sales: double 
Eastman Kodak's; triple those of Lockheed Aircraft or McDonnell 
Douglas, Coca-Cola or Pepsi Co.., R. J. Reynolds Industries Dr Phillip 
Mor.ris; quadruple Anheuser-Busch and are tenfold the sales of .Jos. 
Schlitz Brewing; and are 7 times those of Campbell Soup and 30 
times the sales 01 Gerber Products. 

Many of the high-leyel traffickers who generate these astronomical 
sales records 'are 'insulated from the illegal mercl1andise and conse
quently cannot readily be convicted for drug violations, but are often 
vulnerable to financially oriented investigations. As Secretary Mac
donald pointed out last week such an approach "could have greater 
impact than by concentrating solely on the ch'ug transactions them
selves." 

PRESIDENT'S lIIESSAGE SUPPORTS DORl'>IANT NTTP PROGRAlIf 

I was especially pleased that the President, in his April drug; mes
sage, called for the reactivation of the Internal Revenue Service tax 
E'niorcement program aimed at high-Ieyel drug traffickers. In reaffirm
ing his support for this dormant, but vital program, the Prl'sident said: 

We lmow that m,uny of the bigge",t drug dealers do not pay income taxes on the 
. ~- ~~ ffiV~ug-proftts..theY-!!ln1ro ~ ,thlc !!ci.ll'llnal !t~ti¥ity.! -am ~onfid~!lt lli,!!.t 2. l'eepo!l

sible program can be dei'igned which will promote effective enforcement of the 
tax laws against these individuals who are currently violating these laws with 
impunity. t 
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This IRS narcotic traffickers tax program, aimed sIJecificallyat 
major trug traffickers, was announced by the former 4President in 
June 1971, and the Congress then voted emergency funds for this vital 
and worthwhile initiative. Though a recent review of the impact of this 
program by the Domestic Council Drug Abuse Task Force charac
terized it as "extremely successful," all is not well with this special 
attempt to tax narcotics merchants. In fact, since 1973, after an im
pressive 1S-month track record, the current IRS Commissioner, whom 
we will hear from this morning, reportedly downgraded and even
tually deemphasized-some would assert dismantled-the program. 

It appears, however, that the Internal Revenue Service is in the 
process of reconsidering the viability of the NTTP. Whether this ap
parent reassessment was voluntary or not should be left to the specula
tors; but, coincidentally, the day before our first hearing on the 
President's drug message, on July 27, 1976, the Administrator of DEA 
and the Commmissioner of IRS signed a memorandum of understand
ing regarding the Presidential directive to reestablish a tax enforc~
ment program ainled at high-level drug tru.ffi.cking. 

We are anxious to cooperate with DEA and IRS in the revitalization 
of this program. I cannot accept, however, the premise of some that 
an intolerable level of abuse is an inherent byproduct of a Federal 
effort designed to insure that the barons of this enormous heroin em
pire are not immune from the burden that law-abiding taxpayers 
share. 

Of course, reasonable persons can differ about policy ~ but I am cer
tain that we all are concerned that the IRS not be used for political 
01' other improper purposes. 

1Yeintend to work closely with the Justice and Treasury Depart
ments to help guarantee that the narcotics traffickers tax program is 
implemented consistent with the effective oversight and controls rec
ommended by my distinguished colleague from Idaho. 

It is remarkable that taxpayers have not revolted a.gainst an absurd 
policy that requires millions of decent, hardworking men and women 
to voluntarily relinquish a portion of their payehecks, while, despicable 
merchants of death and despair are put on notice that they can con
tinue to flaunt our tax laws with impunity. 

As testimony before the subcommittee last week reemphasized, the 
American public and the Congress were hoodwinked into believing 
that the legendary corner of heroin abuse had been turned. Today's 
realities regarding drug abuse-a country blanketed from coast-to
coast with lethal brown heroin and all the inevitable tragedies-are 
sobering evidence of the task before us and the compelling need for 
a realistically focused Federal drng policy. 

Our witnesses today each have speciallmowledge and responsibili
ties regarding these concerns. I welcome them and look forward to an 
informative and productive session. 

The Congress and the President and the country have talked and 
worked and expressed concern about the problems of drugs for more 
years than I care to remember, yet the problem continues to escalate. 
Soci(~.tv cOl1.til).lJ.~_t; to sll:fVer in pa.rt··beCu,u8c {t· Ta,,....-· .v:f its ll1ember::;-'it'ttf-'" 
tl'yin,i'to get rich at the expense of others. 

'What this committee is determined to do is to redouble our efforts 
to try and get some results. I believe in due process and I believe in 
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the rights of each American citizen, but I think the time has long since 
passed when we can permit a handful of these citizens to peddle poison 
for profit and prey on the rest of society. Surely we have the capacity 
to walk that delicate balance, on the one side of ,,-hich we guarantee 
to each of our citizens his or her rights; at the same time, say to those 
nonaddicts who continuously involve themselves in heroin traffic that 
we are going to put them in jail and that we are going to keep them 
there. 'Ve are not going to let them continue to make life miserable 
for so many. That is not an easy task, and "e don't offer any panacea. 
Certainly we are going to continue our search for a better solution. 

Our leadoff witness this morning is Mr. Alexander, the Commis
sioner of the Internal Revenue Service. vVe appreciate your being with 
us this morning, especially in view of your longtime interest and 
relevant responsibility. 

However, before we begin w~th our panel of witnesses I will enter 
in the record at this point my remarks before the Senate, of August 
3, 1976, in regards to legislative strategy targeting drug traffic 
kingpins. 

[Testimony continues on p. 29.] 

[Excerpt from the Congressional Record, Aug. 3, 1976] 

BAYH CALLS FOR SENSIBLE FEDERAL DRUG CONTROL PRIORITIES 

LEGISLATION STRATEGY TARGETING DRUG TRAFFIC KINGPINS 

Mr. BAYH. Mr. PreSident, last week the Subcommittee to Investigate Juvenile 
Delinquency began its assessment 'Of President Ford',,, April 27, 1976, drug abuse 
message to tIle Congress and the accompanying proposal for fighting drug abuse, 
the Narcotic Sentencing and Seizure Act of 1976, S. 3411, which was introduced 
on May 11, 1976, by Senators Hruska, Eastland, Hugh Scott, Thurmond, and 
Buckley. 

Since this Presidential proposal was introduced in mid-l\fay, other committee 
business, and my illness coupled with recent recesses made immediate hearings 
impOSSible. We are especially appreciative that l\Iajority Leader Mansfield and 
Minority Leader Scott permitted us to proceed with these vital hearings late 
in the session. 

'Ve intend to give specific attention to the stark reality that many who sustain 
the fiow 'Of heroin and equally dangerous drugs such as barbiturates, do so while 
on bail and that when convicted only a few spent substantial time in custody. 
To add insult to injury these same high-level traffickers manage to avoid the tax 
collector while law-abiding citizens carry their share 'Of the tax burden. It is in
tended that these hearings will help refocus national concern and stimUlate 
fair, but firm Federal response to tllOse who profit from the havoc wrought by 
drug traffic. 

Last week we heard impressive and alarming testimony about Ollr Nation's 
inability to even focus our drug law enforcement apparatus and our criminal 
justice resources on these "kingpin" profiteers. While I am especially concerned 
that the constitutional rights of criminal defendants are fully seem'ed, I um 
likewise concerned that within such·u franlework our citizens are fully protected. 
'Ve must reallocate our resources and shal'pen our prosecutorial tools and 
stI:eng'tlten our crlminul justice system so that it deters, disrupts, and detains 
these criminals. 

Since the passage of the Comprehensive Drug .Abuse PreYention and Control 
Ad-Public Law 91-513-in 1970, our subcommittee to investigate juvenile de
linquency, Wllich developed this measure, has monitored its implementation and 
sought to assure that the Federal agencies responsible for its enforcement ucted 
apPNPl'iately to curb the illegal importation, manufacture, and distribution of 
controlled cfuu!!s. 

The 1970 aet also established a comprehensive sclleme for the regulation and 
control of. dangerous drugs manufactured for legitimate purposes. It was to 
mOre speclficall:v address that facet of the 1970 act-the Controlled Substances 
Act and the Controlled Substances Transport and Export Act-that the con
stitutional cornerstone became the commerce clause rather than the taxing au
thority. In any case, regarding illegal traffic in natural opiates-heroin, mor-
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phine--whether under the tax authority ruppr.()ach {lr the commerce clause it is 
difficult to hypothesize a case with no interstate aspect. 

Regarding the dimension and abuse of domestic legally manufactured con
trolled substancse we have made consIderable progress in the last several years. 
We have abrained a drastic, iJUt necessary, 95-percent reduction in domestic am
phetamine production. We have secured more appr.()priate control over our pro-· 
duction and distribution of other drugs with high abuse potential, including 
the barbiturates and methaqualone. And to prevent illegal traffic and abuse of 
methadone we have obtained stricter controls over its storage and distribution. 
In short, these and similar important steps have effectively helped to reduce 
illicit traffic and clandestine manufacture of controlled ·drugs. 

Our efforts aimed at curbing illegal traffic in illegal drugs have not experienced 
the same degree of success. 

The subject of extensive hearings by the subcommittee last year .on the effec
tiveness of the Nation's drug control laws-the opium poppy-is not of domestic 
origin, but its byproducts, or at least one of them-heroin-is certainly familiar 
to every American. 

Indeed, we are all too familiar with the devastating effects of heroin on the 
individual addict, their families, and society at large. We know that heroin abuse 
has destructive physiological consequences, debilitating the health of the abuser 
and impairing an addict's ability to lead a normal productive life. The social 
consequences are equally devastating. In .()rder to support a habit, the addict 
is driven to engage in criminal activities which threaten the safety and well
being of all our citizens. The costs in human and economic terms are enormous: 

Billi{lns of dollars are expended each year to protect our citizens from drug
related crime; 

Billions.()f dollars of merchandise are stolen each year to support heroin habits; 
Billions of dollars are invested annually in drug prevention, treatment, and 

rehabilitation 'programs; 
Many innocent people are physically assaulted and even killed in t,he course 

of drug-related crime; and 
Hundreds of thonsands of otherwise productive lives are lost to the destructive 

and often endless cycle of heroin addiction. 
We' have learned-and through the course of our recent hearings are still 

learning-from bitter experience that there are no simple soluti'()llS to the epi
demic of narcotic addiction nor to the ever-escalating levels of illegal narcotic 
traffic. There are no panaceas-no magic wands. 

In fact, opium control presents especially difficult and complex considerations. 
The plant which spawns heroin to which our citizens succumb likewise issues 
drugs to ease the misery of the terminal cancer patient and, ironically, provides 
us with the antagonist medication necessary to treat those suffering acute nar
cotic overdose. 'There is little doubt that the opium poppy is a double-edged sword, 
life threatening and life saving. 

We have made some progress in curbing narcotic traffic and addiction, but we 
must be forever vigilant that rhetoric about "the light at the end of the tunnel" 
or "tUrning the corner" on any problem not delude us into believing that we have 
actually accomplished our objectives. 

One thing that we established through our hearings last year was that the 
White House was less than candid with Congress and the American people re
garding their assessment of the importance of the Turlrish ban on the cultivation 
of opium poppies in the effort to curb heroin traffic and addiction. 

Former PresiUential assistants with special responsibilities in the area of drug 
control and abuse told the subcommittee that in October 1971 shortly after the 
Turkish Government announced the ban, that the plan' was ill-conceived. 

Dr. Jerome Jaffe, former Directo~' of the White House Special Action Office 
testified that he never believed that a ban on the growth of opium poppies would 
be effective in stopping the spread of heroin in the United States. 

Mr. Walter l\ilnnick, former White House Staff Assistant to the President 
for Domestic Affairs and Staff Coordinator for the Cabinet Committee on Inter
national Narcotics Control, told the subcommittee, quite candidly, that: 

"The Congress and the American people were led to believe that the ban was 
an indispensable part of getting OU top of heroin addiction." 
_ T~ou~hout 19j9 the Whit~ Rl}ll~P!!!duccd -r~lca6'Fiift~rr~leuse('ltertfI<ilIlg 

tne 'l.'UrkiSli ban as a major breakthrough in the fight against heroin addiction 
and as clear evidence that the battle was well on its way to being wan. This 
"hoopla" about the ban stepped up markedly dudng the. tall of that year. 



6 

Apparently the Nixon administration was more. concerned in 1972.with the re
election campaign than they were about controlling poppy productlOn and solv

ing the heroin problem. 
The record developed to date by the subcommittee leaves little doubt that the 

Nixon administration not only created a misimpression about the ban and the 
policy of eradication, but that it had little time, if any, to heed the caution ann 
advice of medical experts and others who warned that such policies could have 
long-term damaging ramifications including possible shortages and the emergence 
of a strong, viable :Mexican connection along our southwestern ~order. 

Even prior to former President Nixon's message to Congress m June 19'71, 
which set out the dual objectives of a ban on poppies and the development of syn
thetic alternatives to opiates, agencies expeJ:ts in a confidential memorandum 
had alerted the White House to these likely ramifications. 

Testimony presented to the subcommittee, however, revealed that White House 
advisers including nIr. John Ehrlichman reportedly had decided that the poppy 
ban was "good politics" in that it would provide a high-profile, simple, ostensible 
answer to the crime problem with which heroin addiction and traffic are so inti
mately associated. 

Even in late 1972 and 1973 when the prospect of an opiate shortage was rapid
ly becoming a reality, the 'White House ignored warnings by the medical com
munity and others that \Yhite House "poppy politics" was responsible for the 
shortage as well as the failure to effectively focus on heroin traffic. 

In a very short period of time Mexico had become the primary supplier of 
heroin to the United States, and although the Turkey ban did cause a short
age of heroin it was, as General Accounting Office investigators told the subcom
mittee, limited to major cities in the East and "a temporary thing at best." 

The heroin problem now is wors~ than it was before the ban. 
The American people are sick and tired of being sold a bill of goods. 
As a Member of Congress who has, likewise, relied on less than candid repre

sentations at the highest levels of the executive branch in recent years, I know 
we were sold a bill of goods in this instance. 

We are interested in developing a full and complete understanding of these is
sues so that sound national policies in the area can be substituted for past mis
takes. 

As late as February 21, 1974, President Nixon concluded his drug abuse in Amer
ica message to the Congress by saying in part: 

"Drug abuse is a problem that we are solving in America. We have already 
turned the corner on heroin." 

Now, even White House Officials, as they announce that all the indicators of 
heroin abuse are up again, are cautioning others about claiming victory in the 
war against tIlp poppy and heroin. In fact, on March 5, 1975, Dr. Robert Du
pont then Director of the White House Special Action Office on Drug Abuse Pre
vention, told the subcommittee that "we can no longer talk about having turned 
the corner on heroin anywhere." 

Similar discouraging observations were contained in the recently release(l Na
tional Institute on Drug Abuse publication "Heroin Indicators Trend Report." 
Director Dupont reiterated the mistake that was made in interpreting what 
proved to be a regional temporary down-trend in usage in 1973 as a turning point 
in the national antidrug fight and revealed that the evidence is now clear that 
since 1973 the heroin use problem in the United States had deteriorated. 

Maps provided for the subcommittee use in December 1974 by GAO graph
ically illustrate the source of what Dr. Dupont termed the deteriorating heroin 
problem: Mexico. 

Mexico has become a significant supplier of the heroin reaching United States 
markets fO: illicit distribution. D~A st.atistics show .that in the year ending 
June 30, 1912, 8 percent of the herom seIzed in the Ulllted States was Mexican. 
By June 30, 19i3, the amount of seized herOin from Mexico had more than qua
drupled and accounted for 37.2 percent of all heroin seized in the United States 
In ):!arch of 1975 DEA informed the Subcommittee that 65 percent of the heroi~ 
reaching the United States Comes from Mexican peoples. 

By last fall Mexico had taken over as the dominant or nearly exclusive source 
for illegal heroin ~hroughou~ the Nation,. overshadowing EUrope, the Near East, 
and Southeast ASIa. Accordmg to a specIal October 19. 1975 nmA "ann"~ ~~. ~l.._ 

" - -'suucpmmlttee ·dui'ing tM~rst months of' i975, 90 percent of' 305he-;;i~· ;a;p'i~; 
confiscated in 13 major citll'S by the DElA were Mexican processed. 

The special DEA report confirms the view that the route that brought French
processed Turkish heroin has been effectively blocked. Less than 2 percent of the 
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confiscated heroin analyzed between January and June 1975, came from Europe 
or the Near East. In 1972, 44 percent of the sample came from those areas. 
During the period, Turkey halted the growing of the opium poppy from which 
heroin is made. Earlier last year, Turkey resumed cultivation. Let us hope that 
the use of the pOppy-straw process of harvesting the opium will effectively pre
vent resurrection of the infamous "French Connection". 

Thus I am extremely concerned that all necessary steps be tal,en to prevent the 
diversion and traffic in Turkish opium that has formerly contributed so heavily 
to the destruction of so many thousands of lives and was so intimately linked 
to the ever-escalating levels of violent crime. 

The Turkish Government claims that it will prevent the new opium crop from 
getting into criminal channels. The resort to the poppy straw method of proces
sing will help to aSSure the desired objective, but much more is necessary. To 
date slightly more than 300 agents are reportedly available to monitor 50,000 
acres of poppies being cultivated in small plots. The jeeps necessary to reach re
mote areas as I understand it have not yet arrived. To get the job done will re
quire a dedicated and committed effort by the Turkish Government. 

I urge the President to monitor the harvesting and proceSSing of the new 
crop very carefully, so that if necessary he can take appropriate action under the 
Foreign Assistance Act to suspend economic and military aid. . 

When drastic action was taken to rescue American seamen seized by Cam
bodia, the President stressed the importance of showing that the United States 
intends to remain strong. If and when the lives of thousands are threatened by 
diverted Turkish opium, I hope that the President is at least equally committeed 
and willing to show the strength of the United States. 

Already the Turldsh decision to again cultivate the poppy has made some im
pact on the illicit market. In Seattle, for instance, the resumption reportedly 
prompted many distributors to release "stockpiled" Mexican heroin which had 
been withheld from the market in an attempt to force the price up. This surge 
to supply has led to more narcotic seizures in January of this year than in aU of 
1974 in that area. Similar reports are being received from around the Nation. 

Whether the Turkish Government fails to hold to their commitments or not, we 
are again confronted with a horrendous heroin trafficking problem. 

The increasing flow of Mexican heroin toward the major cities of the Northeast 
and the drying up of the European supply are the most starting aspects of the 
first half of 1975 DEA iigures. A survey completed early in 1972, showed that the 
furthest penetration of Mexican-processed heroin eastward was an irregular 
line running from Detroit to the Florida Panhandle. The GAO maps supplied to 
the subcommittee· also illustrate the Significant Mexican heroin market dur
ing the same period. 

For instance, in Boston 100 percent of all confiscated samples came from Mex
ico in 1975 and none from Europe. In 1974, 50 percent of the Boston samples 
had come from Mexico and 17 percent from Europe. 

In New York City, 83 percent of the samples were l\:[exican-processed in the 
first half of 1975 compared with 10 percent from Europe. In 1974 21 percent of 
the samples were Mexican and 67 percent were European. ' 

For Philadelphia, 83 percent of the samples were l\Ie:x:ican in 1975 and none 
were from Europe in 1975. In 1974, 50 percent of the samples· were Mexican and 
17 percent were from Europe. 

The new figures show that l\Iexican-processecl heroin has even established it
self fOl: the first time in the Pacific Northwest, replacing heroin from South
east ASIa. 

The already entrenched position of Mexican-processed heroin in the lV:Iiddle 
West and th~ Southwest was further confirmed by the new figures. For in
sta~ce. ~etrOlt samples were 93 percent Mexican in 1974 and 94 percent in 1975, 
whIle ChIcago remamed at 100 percent Mexican for both years. 

Ho,,:eyer, in 1972, Detroit samples showed 58 percent of the heroin was proc
essed III Europe and 3.0 percent in Mexico. For Chicago, 44 percent in 1972 was 
European and 33 percent was l\:fe}'.'lcan . 

. Th~ M~(lwest, and the <?hicago area in particular, lIas become the main line of 
~hstrI?utlOn for the Me;"lCan brown herOin. The DEA deputy regional director 
ll1 Clucago rel!ltes that' weare up tn<:>!ll' ~g in l\fc:ticii'il ileroinn.~It is estlmated 
that ue~ween if./:! and 7.0 tons of heroin arrive in this principal U.S. marketplace 
for t.IexlCan brown. 

Renewed .diploJ?atic steps are required: l\Ir. BenSinger, the 1)EA Administrator 
and ExecutIve DIrector of the New Cabmet Committee tor Drug Law Enforce
ment, and U.S. Ambassador Sheldon Vance, Senior Adviser and Coordinator 
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for International Narcotics Mntters to the Secretary of State, have kept the sub· 
committee apprised of important diplomatic efforts, including the recent June S, 
1976, meeting between Attorney General PecIno Oeda·Paullllda on the apparently 
successful opium poppy eradiction program, but much more must be done. 

I ask unanimous consent that four charts illustrating the extensive impact of 
Mexican heroin be printed at this point in the Record. 

There being no objection, the charts were ordered to be printed in the Record, 
as follows : 

HEROIN SOURCE IDENTIFICATION FOR THE U.S. HEROIN MARKET, JANUARY TO JUNE 1975 1 

oEA region 
headquarters 

Origin 

Europe/Near East Southeast Asia Mexico Unknown 
Number of ------

samples Number Percent Number Percent Number Percent Number Percent 

1. Boston............. 10 .••••••..•••••••••..•••••..•••••.••• 10 100 ••..•••••••.••••.• 
2. New york.......... 30 3 10 2 7 25 83 ••••••.••.•.•••• ,. 
3. Philadelphia........ 18 •••••••••••••..••• 3 17 15 83 •••••••••••.•••• ,. 
4. Baltimore........... 29 1 3 9 31 19 66 """"""" .. " 
5. Miami.............. 10 •••••••••...•••••• 2 20 8 80 •••••.••••...••..• 
6. oetroil............. 34 •••••••••...•••••• 2 6 32 94 •••••••••.•.••.. ,. 
7. Chicago............ 25 ..................................... 25 100 •••••••••••.••..•• 
8. New Orleans........ 16 ••••••...•••••.••• 3 19 13 81 •••••••••••••••••• 

10. Kansas City •••••• _.. 17 __ •••...••••.••••• 2 12 15 88 •.•••••.••••.••••• 
11. Dallas.............. 36 .••...•.•• _......................... 35 97 21 3.0 
12. Denver............. 28 1 4' 1 4 26 93 •••.•••.•••••••••• 
13. Seattle ••.•..••• _... 15 •.•••..••.• _..... 2 13 13 87 •• _ .•• _ •. _ •••••••• 
14. Los Angeles......... 37 .................... _............... 37 100 •• _ .•••..••• _ •.•.. 

U.S. lotal.. ••••••• ---3-0-=-5------2---=-26---9--2-73---9-0---1---,':-3 

I Estimate based on 305 in depth analyses, which constitute a 10.5 percent stratified sample of 2,893 DEA heroin 
records for Ihe first half of 1975 . 

• Sample contained both Mexican type and Southeast Asia #3 type heroh. 

HEROIN SOURCE IDENTIFICATION FOR THE U.S. HEROIN MARKET IN 1974 ' 

DEA region 
headquarters 

Origin 

Europe/Near East Southeast Asia Mexico Unknown 
Number of ------

samples Number Percent Number Percent Number Percent Number Percent 

1. Boston ••••••••.••• _ 6 1 17 2 33 3 50 •••••.•..••••••••• 
2. New York. •••••.••• 24 16 67 2 8 5 21 1 4 
3. Philadelphia........ 18 3 17 3 17 9 50 3 17 
4. Baltimore........... 27 10 37 9 33 8 30 """"""'_"" 
5. Miami.............. 12 ••••••••••.••• _ .• _ 1 8 11 92 ••••••• _ •.••.••••• 
6. OatroiL............ 30 •..•••••.•••••••.• 2 7 28 93 ••••.•••••••.•..•• 
7. Chipago............ 24 ••.•••••••••••• __ ••••••••••••••••.•• 24 100 ••••• _._ •••••••••• 
8. New Orleans........ 21 """' .• "_""" 6 29 15 71 ••.••••••••••••.•• 

10. Kansas City......... 18 •••••••••.•••••••• 3 17 15 83 •••••••••.•••••••• 
11. Dallas.............. 39 •.••. __ •.••.••••.•.•..••••.••••..••• 39 100 •••••••.••..••••.. 
12. Denver............. 28 ••.•••••• _ •. _..... 1 4 27 96 _._._ •• _._ .•• _ •••• 
13. Seattle............. 18 1 6 7 39 10 56 .•••..•••••••••••• 
14. Los AnEeles......... 36 ••••••••••••..•••• 1 3 35 97 .•••••...•••.•••.• 

----------------------------------------------------U.S. total......... 301 31 10 37 12 229 76 4 1 

'Estimate based on 301 indepth analyses, which constitute a 7 percent stratified, sample of 4,216 DEA heroin records. 
for 1974, 
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HEROIN SOURCE 10ENTlFICATION FOR THE U.S. HEROIN MARKET, 1973 1 

Origin 

DEA region 
headquarters 

EuropelNear East Southeast Asia Mexico Unknown 
Number of ------

samples Number Percent Number Percent Number Percent Number Percent 

1. Boston_____________ 12 9 75 2 17 1 
2. New YorL ••• _____ • 36 20 56 11 30 3 

8 _._. ___ ._ •• _ •••• __ 
8 2. 6 3. Philadelphia._______ 18 12 67 ___________ .______ 4 

4. Baltimore •• _. ___ •• __ 24 9 38 5 20 10 
5. MiamL. _______ •• __ 12 2 17 4 33 5 

22 2 11 42 ________ • __ • _____ _ 
42 1 8 6. DetroiL __ .________ 34 1 3 1 3 32 

7. Chicago ________ .___ 21 1 5 10 48 10 
8. New Orleans ____ .___ 10 _________ • ___ • ___ • 2. 20 8 

10. Kansas City_._._.___ 18 1 6 ________________ ._ 17 
ll. Oallas __ • ___ • ___ .___ 33 1 3 Z 6 30 

94 ___ • _____ .. __ • ___ _ 
48 • __ • __ • _________ ._ 
60 • ____________ • ___ _ 
94 _________ • ___ • ___ • 
91 • ____ • ___ • ___ • __ ._ 

12. Denver_. ___ ._._.___ 27 _. __ .• ___ •• __ • ___ • ___ • ____________ ._ 27 100 _ .. __ ._._._._ .... . 
13. Seatlle ____ • ___ •••• 15 • ____ • ___ •• __ .____ 6 40 9 60 • __ .... _ ... _ .. _ .. . 
14. los Angeles ___ ••• __ • 39 •• _._._._ •• __ •• ___ 6 15 33 85 ___ ._ ... _._._ ... _. 

-----------------------------U.S. totaL_______ 299 56 19 49 16 189 63 5 2 

1 Estimate based on 299 indepth analyses, which constitute a 6·percent stratified. sam ole of 1973 OEA heroin records. 

HEROIN SOURCE IDENTlnCATION FOR U.S. HEROIN MARKET, 19721 

Origin 

EuropeJNear East ~outheast ASia Mexico Unknown 
Number of ------OEA region 

headquarters samples Number Percent Number Percent Number Percent Number Percent 

1. Boston_ ..... _ ... _.. 15 10 61 •• __ ••• _ ..... ____ • 1 4 '2.1 
2. New York. __ ....... 51 26 51 15 29 4 8 6 12 
3. Philadelphia_ ... _... 9 6 67 ._ ..... ____ .. __ .............. _______ 3 33 
4. Baltimore. ___ ._._... 18 15 83 1 6 2. 11 •• _ ... _ •• __ .. ____ • 
5. Miami.. __ .... _____ • 27 17 63 3 10 3 11 4 15 
6. Detroil.. .. __ • ___ ... 31 18 58 1 3 12 39 ._._ ... __ ....... __ 
7. Chicago •• ___ ..... __ 18 8 44 1 6 6 33 3 17 
8. New Orleans_.______ 18 10 56 ____ •• _____ ._. ___ • 4 22 4 22 

10. Kansas City_._______ 27 3 II _. __ ._. ____ .. _ .. _. 24 89 ._. ___ •• _ ... __ •• _. 
ll. Dallas ........ _ ... __ 16 3 19 1 6 12 75 __ • __ ••• _ ... _ •••• _ 
12. Denver. __ .... _.~... 20 ~ 10 .. _ .......... __ •.• 18 90 __ .... ________ ... . 
13. Seattle 2_. _. _ ••• _____ • ___ • __ ._ .. __ •• __ • ___ ._ •• __ •• _. ___ ..... ___ ._. _. _____ • __ .. __ " __ • ___ • ___ •• __ ._._. __ _ 
14. los Angeles ..... _._. 30 5 11 _________ • ___ ... _. 25 83 __ • __ ~ .. __ ._._. __ _ 

Total. ___ .. __ • __ _ 280 123 44 22 III 

1 Estimates based an a random sampling of 280 indepth analyses which represent a 6·percent. 
2 No exhibits available for Seattle regien, stratified. sample of 1972 DEA heroin records. 

40 24 9 

Mr. BAYE:. Since the subcommittee's extensive hearings 011 "pOppy politics" in 
March 1975, I have been encouraged by the work of the Domestic Council Drug 
Abuse Task Force. In the fall of 1974 and early 1975 the subcommittee staff had 
detected signs of enlightenment regarding Federal drug enforcement policy in 
the approach of several individuals, including the chairman of the White House 
Opium Policy Tasl, Force, Mr. Johnson, who in turn became the Director ()f the 
Working Group that developed the "'White Paper on Drug Abuse." At our 
lUarch 1975 hearings we were pleased to learn that this important project was 
well underway and that they intended to give speCial attention to the lack of 
Federal drug law enforcement coordination. 

The widely publicized "tug of war" between DEA 01' its predecessor BNDD and 
the Bureau of Customs regarding jurisdiction on narcotiCS investigation has 



been at best a grave disappointment. I am confident that my collea,gue, Senator 
Nunn, and others on the Senate Government Operations Committee are dedi
cated to assuring that the proper governmental structure is devised to assure 
integrity and streamlined narcotics law enforcement. , 

The Government Operations Committee Interim report, "Federal Narcotics 
Enforeement," raises important issues regarding the respective DEA-Customs 
l:oles. It concludes that reorganization plan No. 2 of 1973, which created DEA 
"caused a break in the jurisdictional authority of this Government to combat 
drug smuggling." This less than satisfactory result followed after the approval of 
plan No.2. The interim report leaves the impression that Congress had little or 
nothing to do with the approval of the reorganization plan No.2, and that its 
role was "sharply limited," ,because if after 60 days from the date of submission 
of the plan, Congress had done nothing, the plan would be implemented. 

My recollection was that another lengthy discussion and debate accompanied 
the consideration of reorganization plan No.2-the vehicle that created DEA 
and a review of the record supported this view. 

A Senate Government Operations Committee Report entitled "Reorganization 
Plan No.2 of 1973, Establishing a Drug Enforcement Administration in the 
Department of Justice" documents the extensive review given the proposed plan 
No.2. It reveals that "nearly 3 months before the President submitted reorgani
zation plan No.2, this committee's Subcommittee on Reorganization, Research, 
and International Organizations began an investigation of Federal drug law 
eni'orccment" ahd that they conducted "more than 100 staff interviews of cur
rent and former law enforcement officials and prosecutors at the Federal, State, 
and local levels, of other present and past Government officials, including former 
Cabinet Officers and White House aides, and of drug abuse prevention and 
treatment specialists." 

A central aspect of this inqHiry was the "uncontrolled bitter feuding and the 
actual sabotaging of each other's investigations" by BNDD and Customs. The 
report notes that ",by mid-March representatives of the Nixon administration 
informed ...... * the ...... '" members of the subcommittee that the President would 
soon submit a reorganization plan to bring the primary drug enforcement efforts 
together in a single agency in the Justice Department." 

According to the report, testimony was taken regarding plan No.2 in Washing· 
ton from Mr. Kleindienst, Attorney General j Roy Ash, Director of the Office of 
Management and Budget; John Ingersoll, Director of BNDD; Vernon Acree, 
Commissioner of CUstoms j Miles J. Ambrose, Director of ODALE and Special 
Consultant to the President for Drug Abuse Law Enforcement. When coupled 
with field hearings held around the country on plan No.2 u a total of 158 witnesses 
were heard in 11 hearings." 

The report on pian No.2 reveals that the Government Operations Committee 
found that there was a strong need for the new superagency and it endorsed the 
reorganization plan and cited, among several,. the following advantage expected 
to be derived from the reorganization: 

II (1) It will put on end to the interagency rivalries that have undermined 
Federal drug law enforcement, especially the rivalry between BNDD and the 
Customs Bureau." 

It is interesting to note that the actual plan No.2 submitted by the President to 
the Congress (H. Doc. No. 93-69, March 28,1973) stressed the need to strengthen 
our narcotics law enforcement effort at our borders. It proposed in fact, in order 
to reduce the possibility that narcotics will escape detection at ports of entry 
because of divided responSibility, and to enhance the effectiveness of the DEA 
that all functions vested in the Justice Department respecting the inspection of 
persons or the documents of persons be transferred to Treasury to augment the 
effort of the Bureau of Customs at our borders. 

According to the 1973 committee report, the hearings on plan No.2 "did not 
dwell on the BNDD-Customs dispute because the chairman and members felt 
that no legislative purpose would have been served in as much as the plan 
acknowledged and remedied the problem by uniting the rival agencies." Appar
ently because President Nixon proposed the transfer of Immigration and 
Naturalization Service inspectors to Customs to accomplish the renewed focus at 
the border-thus possibly jeopardizing the rights and Qe!!.eftts of the inspectors-
Customs lost out. .. 

o'~~The-new'agency-nEA-would absorb virtually all of the Customs Service'S 
drug enforcement functions except at the border and ports of entry. It would 
appear that no attention was given to beefing up Customs in a mp.nner consistent 
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with the rights of the Immigration and Naturalization inspectors, for example 
prov;dl.n,g Customs with 1,000 additional positions. Consistent with such an 
approach former Assistant Secretary of the Treasury Mr. Eugene Rossides in a 
memorandum he submitted for my review, April 2, 1974, recommended the return 
of antW.1.'ug-smuggling responsibilities, including related intelligence collection, 
to Customs. The Government Operations Committee should give serious consid
eration to this recommendation. 

Thus the reorganization plan No. ~ apparently did not resolve the "tug-a-war" 
between DEA and Customs. The Domestic Councll in the white paper, however, 
has called for a settlement of the jurisdictional disputes between DEA and 
Customs. At the subcommittee hearing last week, both Administrator BenSinger 
and Commissioner Acree expressed strong support for the December 11, 1975, 
memorlindum of understanding between their two agencies. I ask unanimous 
consent that the memorandum and attached guidelines be printed at this point in 
the RelOord. 

There being no objection, the report and guidelines were ordered to be printed 
in the Record, as follows: 

"MEMOllANDUM 

"To Principal Field Offices (U.S. Customs Service/Drug Enforcement Adminis
tration). 

"From CommiSSioner of Oustoms/ Acting Administrator, Drug Enforcement Ad
ministration. 

"Subject Memorandum of Understanding Between U.S. Customs Service/Drug 
Enforcement Administration. 

"As the Commissioner of Customs and the Acting Administrator, Drug Enforce
ment Administration, we wish to assure all personnel of both agencies that this 
Memorandum of Understanding was signed ir. good faith by both parties and it is 
our intention to insure that the relationships between our agencies are conducted 
according to these operational guidelines in both a coordinated and professional 
manner. 

"It is of the utmost importance that the U.S. Customs Service and the U.S. 
Drug Enforcement Administration work together in an atmosphere of harmony 
and efficiency in combating the illegal importation and trafficking in illicit drugs. 
It is essential that each agency complement and support the other in fulfilling 
their respective obligations. 

"The attached policy guidelines have been established betwen the Drug Enforce
ment Administration and the U.S. Customs Service for the purpose of clarifying 
the respective operations of each agency in regard to drug related enforcement 
activities. It is antiCipated that the guidance established in this agreement will 
promote and insure that the inter-agency relationships are in the best interests 
of the United States and will result in effective and efficient law enforcement. 

"A copy of this mem.orandum and the attached Memorandum of Understanding 
is being sent directly to all field offices of both agencies so that all personnel will 
be immediately aware of the agreed upon operational guidelines. We expect all 
principal field offices to insure that meetings are arranged at the earliest date 
between U.S. Customs Service and Drug Enforcement Administration counter
parts at the various managerial and working levels to develop the closest possillie 
working relationships within these operating guidelines. 

"VERNON D. AOREE, 
"Oommi8sioner of OU8tom8. 

"HENRY S. DOGlN, 
"Acting Admini8trator, Drug Enforcement Admini8tration. 

"MEMORANDUM OF UNDERSTANDING BETWEEN THE OUSTOMS SERVICE AND THE DRUG 
ENFOROEMENT ADMINISTRATION ON OPERATING GUIDELINES 

"The purpose of this memorandum is to emphasize and clarify the roles and the 
need fo).' cooperation between the respective agencies. Under the broad guidelines 
of Reorganization Plan No.2, the Drug Enforcement Administration bas been 
assigned the primary responsibility for ' ... intelligence, investigative and law 
enforcement functions . . . which relate to the suppression of illicit traffic in 
narcotics, dangerous drugs or marihuana. . . .' Under the plan -and delegations 
Customs retains and continues to perform those functions ' .•. to the. extent that 
they relate to searches and seizures of illicit narcotics, dangerous drugs, mari
huana or to the apprehension or detention of persons in connection therewith at 



regUlar inspection locations at ports~of-entry or anywhere ·along the land or water '-. 
borders of the United i::lrates .. .' 

"Both agencies have vital roles to perform within the Federal drug enforce
ment program. Customs as part of its overall responsibility for interdicting the 
smuggling of contraband, retains the full responsibility for searching, detecting, 
seizing smuggled narcotics, and arresting suspec.ted smugglers of any: cont~aba!ld. 
DEA has the full responsibility for any narcotic-related follow-up IDvestlgatlOn 
as well as for providing Customs with information related to narcotics inter
diction. Clearly, for the Federal effort to accomplish its enforcement goals related 
to reducing narcotics trafficking, lJoth agencies lllust cooperate and provide appro
priate mutual assistance in performing their respective functions. It is mutually 
agreed that an employee who willfully violates the intent and conditions of this 
agreement will be subject to firm disciplinary action. 

"To implement the above, the Commissioner of Customs and the Administrator 
of the Drug Enforcement Administration jOintly approve the following guidelines 
for dealing with specific operational problems. 

"(1) Operational Roles of Customs and DEA. 
"Customs is the agency with primary responsibility for interdiction of all 

contraband, including all drugs at the land, sea, and air borders of the United 
States. 

"DEA is the agency with primary responsibility for investigation and intelli
gence gathering related to drug smuggling and trafficking. 

"The Drug Enforcement Administration will notify the U.S. Customs Service of 
information from its narcotic investigations which indicates that a smuggling 
attempt is anticipated at or between an established port-of-entry as soon as 
possible after the information is received. Such information may result in a 
cooperative joint interdiction effort but shall in no case result in uncoordinated 
unilateral action. 

"Within the limitations ofits resources, Customs will cooperate when requested 
to support DEA. operations and ongoing investigations, including interception of 
aircraft suspected of drug smuggling and convoys. 

"For purposes of this agreement an ongoing investigation includes only those 
cases in which information indicates a seizure and/or arrest should not occur at 
the initial point of contact in the United States, but should continue as a convoy 
to the final delivery pOint. The mere fact that a suspect or vehicle is known to 
DEA does not constitute an ongoing investigation. 

"(2) Law Enforcement Coordination. 
"Whenever Customs has information on any person, aircraft, vessel, etc., that 

is involved. in or suspected of being involved in drug smuggling or trafficking, 
DEA. will be the first agency contacted by Customs. DEA will then have primary 
responsibility for the coordination of all investigative efforts. 

"Whenever DEA has information on any person, aircraft, vessel, etc., that is 
involved in or suspected of being involved in the f;!muggling of contraband, Cus
toms will be the first agency contacted ,by DEA. Customs will then have primary 
responsibility for interdiction if a seizure or arrest is to occur at the initial point 
of contact in the United States except in those cases under the control of DEA. 

"(3) Placing of Transponders on Aircraft and Transponder Alerts 
"Transponders will not be utilized by Customs in drugs related activity without 

prior advice to DEA. of the aircraft's identity and suspects involved. If DEA. has 
an ongoing investigation, DEA will make the tactical decision as to the course 
of action to be taken. 

"Both agencies will expeditiously advise each othl!>r of nIl transponders placed 
on aircraft, and immediately upon receiving Signals therefrom. 

"Customs will normally respond to all specially coded transpunder alerts cross
ing the border. DEA will be given immediate notification whenever Customs 
responds to a drug-related transponder alert. 

"(4) Combined Seizures of Narcotics and Other General Contra'band r 
"Where both narcotics and general contra,band are seized in the same case, the 

Customs Office of Investigations is to be notified and they will coordinate with 
DEA on a joint investigation. 

"Investigative efforts will be dependent upon the magnitude of the violations 
and/or the value of the general merchandise seized. 

"(5) Violations to be Reported to the U.S. Attorney 
"DEA .case reports will include any customs reports related to the drug nola

tion. Customs will furnish their reports to DEA in an expeditious manner. DEA 
will present the violations to the concerned prosecutor for determination of 
charges. 



"(6) International and Domestic Drug Intelligence Gathering, Coordination 
"DEA is the agency with primary Tesponsibility for gathering intelligence on 

drug smuggling and trafficking, including air trafficking. 
"Customs has primary responsibility for intelligence gathering of smuggling 

activities and also a supportive role to DEA in drug smuggling and trafficking. 
Nothing in this agreement precludes Customs from gathering information from 
the air and marine community related to the smuggling of contraband. Customs 
will continue to maintain liaison and gather information from foreIgn Customs 
servkes on all smuggling activities. 

"Customs will expeditiously furnish all drug-related information to DE.A.. 
DEA win expeditiously furnish drug smuggling intelligeru!e to Customs. Unless 
immE'~I?-{n i~'!tion is required, such mug smuggling intelligence collected will not 
be sulJj.:;..::.;}d to enforcement action prior to coordination between Customs and 
DE.A.. 

"DEA and Customs will refrain from offering or lending support to any deroga
tory remarks regarding the other agency. When dealing with other law enforce
ment agencies, Federal, state and local officials should not be misled as to DE.A. 
and Customs respective responsibmties. 

"Neither Customs nor DE.A. will discourage potential sources of information 
from working for the other agency. The promising of rewards to informants for 
intelligence shall not be competitively used to i!lJCrease the price of information 
and knowingly encourage the source of infol"lllation to ".A.gency Shop." 

!'Under no circumstances will Customs officers employ a participating informant 
for drug-related matters unless prior agreement and concurrence is obtained from 
DE.A.. Both agencies recognize that the identity of an informant may have to be 
revealed in court and that the informant may have to testify. 

"In those drug smuggling eases involving a DE.A. confidential source, Customs 
will be promptly notified of the role of the informants so that the safety of the 
cooperating individual is not jeopardized. Customs officers will not attempt to 
debrief DE.A. informants. . 

"None of the foregoing is intended to limit total resource utilization of DE.A. 
and Customs law enforcement capabilities, ,but rather to insure coordination, 
elimination of duplication of effort, and prevention of counter-productive or 
potentially dangerous . enforcement activities. 

"At the field level, Customs and DE.A. offices will identify specific persons or 
organizational units for the purpose of information referral and to coordinate 
en:::orcement matters. 

"(7) Procedures to be Followed When DE.A. has Information that. an Aircraft, 
Vehicle, Vessel, Person, etc., will Transit the Border Carrying Narcotics. 

"For criminal case development purposes, DE.A. may request that such persons 
or conveyances be permitted to enter the United States without enforcement 
intervention at that time. These requests will be made by DE.A. supervisory agents 
at the .A.RD level OT a:bove to District Directors or their deSignated representative. 
Such requests will be rare and made only when DE.A. intends -to exploit investiga
tions of major traffickers. 

"Customs officers will participate in the enforcement actions until the initial 
seizure and arrest. The number of Customs personnel and eqUipment needed will 
be decided by the Customs supervisor with input from the DE.A. Case Agent, 
subject to the limitations of available Customs resources, not to exceed the 
number recommended by the DE.A. Case Agent. 

"On drug-related jOint enforcement actions, no press releases will be made by 
Customs or DE.A. without the concurrence of each other. 

" (8) Drug Seizure Procedures 
"Customs responsibility for interdictioQ.of contraband, including illegal drugs, 

remains unchanged. Using every enforcement aid and technique available to 
them, Customs officers will continue to search for illicit drugs. Each time any 
drugs are discovered, they will ,be seized and the nearest DE.A. office will be 
immediately notified unless otherwise locally agreed upon. Questioning of arrested 
violators will be limited to obtaining personal history and seizure information for 
Customs forms. Further questioning is the responsibility of DE.A.. Chain of 
custody forms or receipts are required for tt'ansfers, of all seized items. 

"Customs will take every step possible to preserve all evidentiary material and 
not remove suspected drugs from original containers when such action com
promises evidentiary and investigative potential. 

"In these instances where DE.A. will not accept custody of detained persons or 
seizure of drugs due to U.S . .A.ttorney prosecutive policY, ED.A. wilt notify local 
enforcement authorities for prosecutive consideration. Otherwise DE.A. will 
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request Customs to notify these authorities. When local enforcement authority 
declines Customs will proceed to assess administrative and civil penalties, as 
appropriate. Otherwise, administrative and civil penalties should be held in 
abeyance until local prosecution is completed. 

u (9) Convoy Operations After Customs Seizures 
"In those instances where DEA decides to convoy the contraband seized by , 

Customs to the ultimate consignee, Customs personnel will fully cooperate, and 
will withhold publicity. All seized vehicles or conveyances will be included in a 
chain of custody receipt. 

"The weighing of the contraband may be waived when the method of conceal-
ment makes it impractical. At the termination of the convoy, an accurate weight ... 
will be supplied by DEJA to the originating district director, and the chain of . J 
custody will be annotated with the correct weight. Customs officers will not nor-
mally partiCipate in this type of convoy operation. 

"At the termination of this type convoy operation, involv::!d vehicle or convey-
ance shall be released to the custody of the nearest district director of Customs. ,-, 

"(10) DispOSition of Vehicles, Vessels, Aircraft and Seizures in Joint EJnforce-
ment 

"All vehicles, vessels, and aircraft involved in joint smuggling cases will be 
seized and forfeited by Customs. Final disposition of the conveyance will be 
determined by a joint Headquarters review board comprised of Customs and DEJA 
personnel. Gnidelines governing disposition will be developed. 

"Upon prior DEJA l'equest in writing, Customs will not administratively dispose 
of seized aircrafts or other conveyance until it is no longer required for evidence 
by the courts or termination of DEJA investigation. 

"(11) Referral to Other Agencies (Chain of Custody and Laboratory Sam
pling) 

"Customs will continue, in the case of seized heroin and cocaine, weighing two 
ounces or more, to make samples not to exceed 7 gt'ams. However, the Customs 
laboratory will not perform the quantitative and qualitative analysis until com
pletion of the prosecuting action, except for special contingencies. 

"(12) DEJA Access to Customs Personnel and Controlled Areas 
"Designated Customs areas are not normally accessible to others. Access to 

Customs controlled areas and Customs personnel on an as needed basis will be 
obtained from the officer-in-cbarge of the Customs facility in each instance. 
Customs will honor such requests, provided that DEA personnel in no way inter
fere in examination and inspection processes. 

U(13) Procedures When Discovery of Drugs is Made Before Actual Violators 
Have Been Identified and Goods or Conveyances are Still in Customs Custody 

"When Customs officers discover the presence of concealed drugs in imported 
goods, and the goods or conveyances are still under Customs custory or control, 
!,nd they have been claimed by a consignee or reached their Ultimate destination, 
Customs shall maintain control of the drugs, but DEJA will be notified immedi
ately. Customs officers will cooperate with DEJA and be guided by DEA's tactical 
decisions regarding investigative development, arrest and seiZUre. 

"(14) Any representation made to Federal, State or local pr()secutors for 
mitigation of sentence or other consideration on behalf of a defendant who has 
cooperated in narcotic cases or investigations will be made by DElA. DEJA will 
bring to the attention of the appropriate prosecutor cooperation by a :narcotic 
defendant who has assisted Customs. 

"There are existing DEA/Customs agreements not covered in this document 
that pertain to cross-designation of DEA agents, mail parcel drug interdiction and 
other matters. DElA and Customs mutually agree to review each of these and 
amend where appropriate for consistency with the cooperatiVe intent of this 
agreement. 

"No guidelines are all encompassing and definitive for all occasions. Therefore, 
the appropriate :field management of both agencies are directed to establish 
counterparts to better coordinate their respective operations. Similar cooperation 
and barmonious working relationships should be implemented at all subordinate 
levels. It must be recognized that good faith as well as mutual respect for the 
statutory responsibilities of our agencies and for the employees are the corner
stone upon which full cooperation must be established. To this end, Customs and 
DEA personnel must take the appropriate affirmative actions to minimize conflict 
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and develop a combined program which adequately serves the interests of the 
United States of America and its citizenry. 

"HENRY S. DOGIN, 
"Acting Administmtor, Dntg Enforce

ment Administrator. 
"VE.RNON S. ACREE, 

"Commissioner, U.S. Customs Service." 

~Ir. BAYH. I was impressed by the sincerity of these two men at our hearing 
last week, but in light of the failure of a similar prior agreement to resolve juris
dictional problems, I urge the President to clearly delineate a White House 
level monitoring system to assure that our drug law enforcement agencies get 
on with their mandates namely to curb the flow of heroin and other dangerous 
drugs into this country. 

Whatever agency or agencies are eventually assigned the drug law enforcement 
responsibilities it is my subcommittee's mandate to assure that the Controlled 
Substances Act and the Controlled Substances Import and Export Act, that were 
drafted by the subcommittee after extensive hearings in 1969 and enacted in 
1970, provide the Nation's drug law enforcement officers and our criminal 
justice system with the most effective constitutionally sound tools to help take 
the profit out of heroin and other illegal dangerous drug traffic. 

Through our 1975 hearings on opium policy and presently on legisll:'.tion 
introduced by the President the subcommittee intends to develop a better under
standing of the ramifications of the public policy developed by the Nixon admin
istration to curb heroin traffic and abuse and whether or not the current adminis
tratiOll has learned from their mistakes. 

I agreed with the P!'esident when he stressed in his April 27, 1976, message 
that "drug abuse constitutes a clear and present threat to the health and future 
of our Nation" that we must "refocus and revitalize the Federal effort," especially 
with regard to those who accumUlate substantial wealth through such tainted 
trade. 

This is not the first time, since 1968 tha.t the administration has expressed 
support for congressional effort to curb drug traffic. Earlier proposals lacked focus 
and did not reflect the judicious use of limited public resources. Thus, although I 
am encouraged by some recent remarks, I would be less than candid if I did not 
admit that earlier rhetoric and indifference about these important i,;sues only 
reaffirms former Attorney General Mitcll&il's rejoinder that it was more important 
to watch what is done than what is said. You do not help tal;:e the easy profit!; 
out of drug traffic with tough talk and hollow promises. 

MANDATORY PENALTIES 

I believe that firm and certain punishment must be the response to drug traf
fickers. Because of the understanda.ble concern and debate cegarding Senate bill 
1, a rewrite of the entire Federa.l Criminal Code, I agree with the President and 
the distinguished Senator from Nebraska (Mr. HRUSKA) that we not delay the 
enactment of appropriate measures to curb narcotics traffickers. Thus I intend to 
report a separate drug bill this year. 

Although there seems -to be a bandwagon syndrome regarding the application 
of mandatory minimum penalties to aU crimes I agree with Prof. James Voren
berg "that the rush to mandatory minimum sentences distracts attent!.on from 
a general restructuring of sentpncing laws as well as from the futility of efforts 
to run our criminal justice system 'on the cheap' ". But I concur with the 
distinguished executive director of the American -Ci vii Liberties Union, ]\,I1'. Aryeh 
Neier, that: 

"Some people who have -committed very serious crimes of violence should be 
given incapfrcita:ting sentences to protect everyone else." 

The 1970 act eliminated most mandatory sentences. As the former President 
said in his June 17, 1071, drug abuse message to Congress: 

"The act contains credible and proper penalties against violators of the drug 
law. Several punishments are invoked against the drug pushers and peddlers 
while 1110re lenient and flexible sanctions are provided for the users." 

TIle l"resiut:l1l. cuntillued : 

80-321 0 - n - 5 
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"These new penalties allow judges more discretion, which we feel will restore 
credibility to the drug control laws and eliminate some of the difficulties prosecu
tors and judges have had in the past arising out of. minimum mandatory penalties 
for all vi-olators." , 

The only provision of the 1970 act providing minimum mandatory sentences 
is the continuing criminal enterprise provision, section 408, which was intended 
to serve as a str.ong deterrent and to keep those found guiHy of such violations 
out of circulation. 

It provides that persons engaged in continUing criminal enterprises involving 
violations of the bill, from which substantial profits are derived, shall, upon 
conviction, be sentenced to not less than 10 years in prison, and may 'be im
prisoned up to life, with a fine of up to $100,000, plus forfeiture of all profits ob
tained in that en·terprise. A second conviction under this section will lead to a 
mandatory sentence .of not less than 20 years and up to life imprisonment, a 
fine up to $200,000, and forfeiture of all such profits. 

Except when continuing criminal enterprises serve as the basis for an indict
ment, manufacture, sale, or other distrioution of controlled drugs will carry 
penalties which vary, depending lipon the danger of the drugs involved. If the 
drugs are narcotic drugs listed in schedules I .or II, which have the highest prob
ability of creating severe physical as well as psychological dependence, the 
penalties which may be imposed are up to 15 years imprisonment and a fine of 
up to $2'5,000 for a first offense. If the drug involves nonnarcotic substances listed 
in schedules I or II, VI' any '3ubstance--whether or not a narcotic-included ~n 
schedule III, the penalties for a first offense are up to 5 years imprisonment, plus 
a fine of not more than $15,000. If the drug is a schedule IV substance, the penalty 
is up to 3 years imprisonment and a fine of $10,000, and if a schedule V substance 
is involved, the penalty is up to 1 year imprisonment, plus a fine vf not more 
than $5,000. 

Where a violation of the bill involves distribution to a person below the age of 
21 by a person who is 18 or more years of age, the penalty anthvrized is twice 
the penalty otherwise auth.orized for a first offense, with substantially increased 
penalties for second and subsequent violations. 

The President's proposed legislation would require mandatory minimum sen
tences for all persons convicted of trafficking in heroin and similar narcotic 
drugs. It calls for a 3-year mandatory sentence for the first offense, and at least 
6 years for any subsequent offenses or selling illegal drugs to a minor, subject 
in each instance to exceptions. 

This approach does not focus on the financier, importer, or organized criminal 
lea:ders who control drug traffic-it does not focus on these kingpins. What we 
need is meaningful sentencing for major traffickers. The problem with current 
Federal policy and focus w' '" clearly presented to the subcommittee last week by 
Hon. Sheldon B. Vance, Senior Adviser to Secretary KiSSinger for International 
Narcotics Matters, when he told the subcommittee that-

"While we can point with some sadsfaction to our efforts toward improving the 
effectiveness of international narcotics control over the Dast several years, our 
own efforts to deal with traffickers has acquired a reputation of leniency. Min
imal ,sentences, liberal parole policies and pr.osecutorial bargaining with coop
erating defendants have caused some foreign officials to criticize the United 
State~, judicial system, often refening to it as a 'revolving door.' Specific com
phlint'" imve been registered, primarily from Latin American countries, about 
low baa, release on perS<Jnal cognizance, plea bargaining lenient sentences, and 
early par.olliLg o;~ traffickers apprehended following close collaboration with 
fore.ign law enforc'.!ment officials." 

Ambassador Vm'lce cited an especially illustrative case. He explained that
"It concerned two individuals arrested in November 1972 in New York sub

sequent to their delivery from Singapore of 2.5 kilos of # 4 heroin to Special 
Agents of the Drug Enforcement Administration. The exhibit was delivered as 
a free sample toward a 231d10 delivery .scheduled for the future. They were tried 
without a jur;r in the Southp.rn District of New York and in March 1973 were 
given sentences of 15 years for each of two counts, to run consecutively. On June 
2!J, 1974, the judge reduced their sentences pursuant to their motions, making 
them eligible for parole." 

"On August 30, 1974, one of them filed an application for parole. His applica
tl,n was heard.on October 16, 1974. An Institutional Review Hearing was held 
in March 1976 and parole was granted. He was delivered to the U.S. Immigration 
and Naturalization Service Authorities on July 15, 1976 for deportation. 
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"On July 17,1976, upon his arrival in Singapore, he was arrested by offi('ers of 
the Singapore Central N"arcotics Bureau. On July 20, 1976, the Assistant Director, 
Central Narcotics Bureau requested the High Court illIagistrate to order his 
detention for the remainder of his U.S. prison sentence." 

Ambassador Vance oommented that-
"These developments have caused the Singapoe authorities seriously to ques

tion the commitment and sincerity of the United States in its efforts against 
the in ternational trafficking of narcotics." 

And-that-
"Such cases and other indicators clearly show a soft and imprecise handling 

of narcotics offenders. This inhibits our ability to obtain cooperation from foreign 
governments." 

We need to restore credibility to the sentencing process to assure -that the 
"illngpins" are disrupted. I endorse the Domestic Council White Paper recom
mendation regarding sentencing of drug traffickers to require "minimum manda
tory sentences for persons convicted of high-level trafficking in narcotics and 
dangerous drugs." I took particular note of the task force recommendation that 
the President's proposal be expanded to include high-level traffickers of bar
bitUl'ates and amphetamines. 

'.rhe most effective way to curb the flow of illicit drugs 1S to immobilize sub
stantial trafficking networks through the prosecution and conviction of their 
leaders. I concur in the White Paper recommendation that: 

"Federal law enforcement efforts should focus on the development of major 
conspiracy cases agahist the leaders of high-level traffiCking networks, and should 
move away from ·street-level' activities." 

In calendar year 1974, DEA special agents in thp. United States spent 28 
percent of their time in pursuit of class I violator::;, or those at the high level of 
traffic; 19 percent investigating class II's; 45 percent of their time on class Ill's; 
and 8 percent of their time on IV's. Even fewer of the arrests made were class 
I or II viola tors, 

Acco:"ding to DEA Administrator Bensinger, however, the t-rend has im
proved, He told the subcommittee last week that class I, major,. heroin violator 
arrests have increased by 106 percent in the 9-month period ending March 31, 
1976, and class IV street-level arrests have decre-ased significantly. 

The:se are encouraging signs but only time will {!,et~rmine whether HillA has 
finally focused its limited resources on the class I violators. The New York Drug 
legislation was recently amended to reflect this priority. The so-called Rocke
feller shotgun approach clogged the courts but failed to sharpen the system's 
focus on major traffickers. To hel.p assure this long-t~rm objective the subcom
mittee is considering provisions that would restrict Federal drug control juris
diction and authority to major interstate and international cases. 

In 1973, the subcommittee desired ot Significantly strengthen the hand of our 
law enforcement officials in dealing with one of the most dangerous types of 
criminals in our society-major dealers who are the purveyors of heroin to our 
young peOlPle. This concern was reflected in the public menace amendment to S. 
800, introduced by Senators BAYH and TALlI{ADGE. This amendment was aimed 
at the backbone of heroin trade and distribution in this country, not addicts who 
are supporting a habit, for whom current laws 4re adequate. but the high-level 
traffickers who hook others. The Senate passed this amendment on April 3, 1973, 
It was not favorably reported from the House Judiciary Committee before the 
close of the 93d Congress. Similar prOvisions are included in S. 1880, the Violent 
Crime [Cnd Repeat Offender Control Act of 1975, which I introduced last June, 

There is no criminal element in this country which is more dangerous an·d 
despicable than those who are the purveyors 'Of heroin to our young people. 
:JHy approach is not aimed at addicts who are already hooked and who are trying 
to support their habits. For such people laws already on the books and adequate
treatment-together with the capture and imprisonment of biog time dealers
offer the best hope. My target is those who have hool;;:ed others and notthemsel.ves. 

Under my bilI persons convicted of manufacturing, distributing, or dispensing 
heroin or morphine in amounts equal to 'Or in excess of one-tenth of an ounce 
of pure narcotic would receive, on the first offense, a mandatory minimum sen
tence of 10 to 30 years. For second convictions, these pushers would get a man
datory life sentence. In neither case would the offender be eligible for probation, 
suspended sentence, or parole-except after serving 30 years of a lire sentence. 
In both -cases the mandatory minimum sentence would have to be imposed in 
additi·Oll to the sentence provided under existing law; and in both cases the 
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additional sentence would have to ~ ~OnE'~ ~'tive to, n<)t concurrent with, the 
existing punishment. 

One-tenth of an ounce of heroin or morphine ,,",as S€'('ID. tr'1 tw 12 tint n/llltmnt, 
Mr. President, but it is as deadly as it is small. It can [,nd '"'UJ.'ne{( into a large 
number of bags of heroin on the street, and is worth a. hllit-!;;ome sum. Afl a 
measure of the seriousness of the criminal conduct it is prete-raul., to thil p~~E;i
dent's bill which applies to any detectable amount of opiate. Ii. l1f'st fj$SUt·/';:: 
that we reach the high-level dealers who handle very pure and very valullNI' 
heroin. This test also assures that we do not bring under these very severe ll; nt,l· 
ties a person with a mixture which contains only traces of a narcotic. 1::0..;,1' 
this approach the volume of the material sold or manufactured would not mat\.~;' ; 
the only question would be whether it contained the equivalent of one-tenth of 
an ounce of pure heroin or morphine. 

The following table, prepared by subcommittee staff, illustrates graphically 
the amount of heroin involved in the application of my bill: 

E.qtimates Of heroin dosage units deri11ed from 1/10 ounce of pure heroin 
or morphine 

Unit size 
(milligram 

Total units: bags) 
a. 2,835_____________________________________________________ 100 
h. 1,417.5 ___________________________________________________ 100 
c. 945 _____________________________ ~________________________ 100 
d. 708.7 ____________________________________________________ 100 
e. 567 ______________________________________________________ 100 
f.472.5 ____________________________________________________ 100 
g. 405______________________________________________________ 100 
h. 354.3_____________________________________________________ 100 i. 315 _______________________________________________________ 100 
j. 283.5 _____________________________________________________ 100 

Peroent oj 
heroin or 
morphine 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
Note: 0.1 ounce equals 28.35 grm. or 28,350 mgms. 0.2 ounce equals 2.835 grm. or 

2,835 mgs. 

Any nonaddict who manufactures, distributes, or dispenses one-tenth of un 
ounce of heroin or morphine is, we can be confident, a high-level trafficker who 
is rationally and for profit pushing drugs. Such a person deserves no quarter. 

The President's bill neither distinguishes as to amount or purity of the drug 
involved, it would even mandate a 3-year jail term for one who illegally trans
fers a portion of a methadone maintenance patient's average 100 milligram 
dosage. Although we have not received an assessment from the Bureau of Prisons 
as to the impact of the President's proposal we can rest assured that multi
millions if nonexi&tent dollars would be required for new prisons. This shotgun
nonspecific ,approach should be rejected. 

While, I believe present statutes are adequate for addicts, the sr;bcommittee 
is considering an amendment to the 1970 act to include an "attempt" section pun
ishable by up to 5 years imprisonment, that would apply to nonaddict traffickers; 
::mch provision may provide the necessary impetus for such nonaddicts to co
operate in the prosecution of major trafficking cases. 

A sound drug enforcement policy must reflect the reality that all drugs are not 
equally dangerous, and all drug use is not equally destructive. The Domestic 
Council 'White Paper on Drug Abuse stresses this theme when it concludes 
tbat enforcement efforts should therefore concentrate on drugs which have a 
[,ig'h addiction potentral, and treatment programs should be given priority to 
those individuals using high-risk drugs, -and to compulsve users of any drugs. 

II ask unanimous consent that chart 12 from the Domestic Council's White Pa
per, A Summary of Drug Priorities and accompanying text-pages 32-34-be 
printed at this point in the Record. ~ 

There being no objection, the chart and text were ordered to be printed in th{' 
Record, -as follows: 

"SU!\UiARY: DRUG PRIORITIES 

"Chart 12 ranks the various drugs according to the following criteria: (1) like
lihood tlmt a user will become physically -or psychologically dependent; severity 
of adverse consequences, both (2) to the individual and (3) to society; and (4) 
size of the core problem. 
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SUMMARY OF DRUG PRIORitiES 

Dependence 
liability' 

Severity of consequences 

Personal Social Size of core problem 

Heroin _____________________________ High ___________ High ___________ High ___________ High/400,OOO. 
Amphetamines: Needle _________________________ High ___________ High ___________ High ___________ fligh/500,OOO. 

OraL __________________________ L~w ___________ Medium ________ Medium _______ _ 
Barbiturates: Mixed _________________________ High ___________ High ___________ High ___________ Medium/300,OOO. 

Alone __________________________ Medium ________ High ___________ Medium _______ _ 
Cocaine ____________________________ Low ___________ Low ___________ Medium ________ Low. 
Marihuana _________________________ Low ___________ Low ___________ Low ___________ Low. 
Hallucinoiiens _______________________ Medium ________ Medium ________ Medium ________ Low. 
Inh~lants __________________________ Medium ________ High ___________ Medium ________ loVi. 

·"£hough the data are flawed and the rankings therefore imprecise, a clear pat
tern emerges. 

'"Heroin ranks high in all four categories; 
"Amphetamines, particularly those injected intravenously, also ra'lk high in 

all four categories; 
"b.1ixed barbiturates rank high three out of four categories; 
"Cocaine, * hallucinogens, and inhalants rank somewhat lower; and 
"lHarihuaml is the least serious. 
"On the basis of this analysis, the task force recommends that priority in Fed

e1"al efforts in both supply and demand reduction be directed toward those drugs 
~'bich inherently pose a greater risk to the individual and to society-heroin, 
amphetamines (particularly when used intravenously), and mixed barbiturates
and toward compulsive users of drugs of any kind. 

"This ranking does not mean that all efforts should be devoted to the high 
priority drugs, and none to the others. Drug use is much too complicated and our 
knowledge too imprecise for that. Some attention must continue to be given to all 
drugs !mth to keep them from exploding into major problems and because there 
ate individuals suffering severe medical problems from even a low priority drug, 
such as marjhuana. 

"However, when resource constraints force a choice, the choice should be 
made in favor of the hjgher priority drugs. For example: 

"In choosing whom to treat, we should encourage judges and other community 
officials not to overburden existing health facilities with casual users of mari
huana who do not exhibit serious health consequences. (But, a person who is suf
fering adverse consequences because of intensive marihuall'a use should have 
treatment available.) 

"In assjgning an additional law enforcement agent, preference might be given 
to Mexico, which is an important source of both heroin and 'dangerous drugs', 
rather than to aIiami, where an agent is more likely to 'malte' a cocaine or mari
huana case. 

'"This drug priority strategy is essential to better targeting of limited resources 
and it will be f .lrther addressed in relation to supply and demand reduction activ
ities in chapters 3 and 4. Further, the process of assessing the current SOCial 
costs of drug alms~ sb.ould be a continuing onG, to ensure that resources are 
allocated on tht' baSLtl of priorities which reflect current conditions and current 
lmowle<lg,e. 

Mt. HUH. Our priorities in drug law enforcement must reflect reasoned judg
ments hased on the facts. The fa<;t is that nationally, arrests for marihuana viola
tions hav!) escalated from 188,682 in 1970 to 450,000 in 1974. This is not nearly as 
dramatic as the 1,OOO-percent increase between 1965-70 from 18,815 to 188,682, 
but it is ruther astonishing tl:at this 4-year increase is more than 12 times the 
total marihuana arrests just 10 years ago. 

The fact is that the number of marihuana arrests as a percentage of all drug 
arrests has increased substantially. In 1970 these arrests amounted to 45.4 per
cent of total drug arrests. During the 1970-·73 period 1,127,389 of the total 2,063,-
900 drug arrests were for marihuana. And in 1974, the most recent year for which 
records are available, 70 percent of all drug arrests were for marihuana. 

• This ranking is on the basis of current patterns. As mentioned enrller, if IntenslYe use 
patterns develop, cocaine could become a considerably more serious problem, 



20 

Available studies and research to date have found that the majority of those 
arrested are otherwise law-abiding young people in possession of small amounts of 
marihuana. In fact, a Presidential commission found that the vast majority of 
users are essentially indistinguishable from their nonuser peers by any criteria 
other than its use. 

,In 1969 and 1970 the subcommittee considered the adequacy of penalties for 
marihuana with the result that the ne'\"l' Controlled Substances Act provided that 
simple possession or distribution of a small amount of marihuana for no re
muneration were both designated misdemeanors, not felonie'l, punishable by up 
to 1 year in jail ancljor up to a $5,000 fine. It was the view of many Members 
that the sanctions should be further reduced. Some suggested that the sanction 
be eliminated for such conduct. 

In order to permit a thorough assessment of these issues the subcommittee 
recommended the creation of a Presidential commission. The Congress agreed 
and provided for the establishment of the Commission on Marihuana and Drug 
Abuse in part F of the Controlled Substances Act. 

This body, known as the Shafer Commission, after its distinguished chairman, 
conducted an in-depth study of the issues and concluded that marihuana was not 
dangerous enough to the user or to the general public for iots private possession 
and use to remain a criminal offense. 

·In the last several years a growing list of States, organizations, and individuals 
have endorsed and adopted approaches comparable to <.he Shafer Commission 
recommendations. 

Rather than ignore the law on marihuana or prosecute possession cases selec
tively as some would suggest, I believe that: We must recognize that the $600 
million invested annually to prosecute marihuana cases can be used in a manner 
more consistent with the protection of property and safety of the taxpayers who 
must sustain our severely overburdened criminal justice agendes; we must 
recognize that public interest is not served by arresting annually 500,000, mostly 
young people, for simple possession of small amounts of marihuana and thereby 
assuring that they are inhibited for life-in their education and careers-by the 
unrelenting stigma of a criminal record; and we must recognize that the public 
is not going to get the highest return on their tax dollars in the national effort 
to curb drug traffic and drug-related crime when 7 in 10 drug arrests are for 
predominantly simple marihuana possession. We must reject such counterpro
ductive drug law enforcement policy. 

Thus an integral title of the bill we plan to report from the subcommittee 
will provide for the decriminalization of marihuana. I will recommend an 
approach similar to that undertaken by the State of Oregon which abolished 
criminal penalties for Simple possession and substituted a civil fine up to $100 
for possession anu nonprofit transfers of up to 1 ounce of marihuana. Criminal 
penalties for the sale of the drug for profit would remain intact. This approach 
maintains a policy of discouragement toward marihuana use while recognizing 
the current inappropriate use of law enforcement resources and the destructive 
impact of potentially 30 million criminal records for such common conduct. 

The fact of the matter is that if the American public Imew that more dollars 
are spent each year to 'prosecute marihuana cases than the Federal Government 
expends on its combined dnlg law enforcement and drug treatment program with 
the results I have outlined, I would speculate that rather than the near deadlock 
of opinion reflected in the most recent Harris poll-January 26, 1976-on decrimi
nalization showing 43 percent in favor and 45 pe])cent opposed a clear majority 
would support my approach. Concentrating our Federal drug enforcement re
sources on high-level heroin and dangerous drug traffickers is sound pOlicy, but 
will call for a shift in the standards for measuring success. We in Congress should 
deemphasize the number of arrests as a criterion of success. And as the Assistant 
Attorney General for the 'Criminal Division concluded in his July 22, 1976, 
speech before the flfth Controlled Substances Conference in l\:Iinneapolis, MInn. : 
"No statistical striving or" seizure syndromes can or will substitute for the 
quality, prosecution of those cases which place behind bars for extended jail 
sentences individuals responsible for the plan of illegal drugs into American 
communities. Such a strategy applies limited public resources more judiciously 
and simultaneously reflects sensible priorities. 

REFOR:!.f OF BAIL LAWS FOR DRUG TRAFFICKERS 

Another serious problem with current Federal law and practice is that even 
the most notorious drug traffickers are often released on bail. I agree with the 



21 

President's concern about bail jumpers. He emphasized in the April 22, 1976, 
message one aspect of the problem when he stated: 

"These offenders simply flee to their homelands upon posting -bail. Then, they 
serve as walking advertisements for international traffickers attempting to 
recruit other couriers." 

Yet, title II of the President's legislation, S. 3411, would ena:ble judges to 
deny bail to almost anyone arrested for a drug offense if otherwise suspected, 
such as nonresident aliens. Thus, the nearly 7 million aliens admitted last year 
under nonimmigrant status whether foreign government officers, temporary 
visitors for business, or pleasure, and a myriad of other bases for admission 
become suspect under S. 3411. 

Rather than resort to preventive detention which would reverse the basic 
tenet of our criminal justice system-the presumption of innocence-what we 
lack today is a realistic application of bail within the confines of the constitu
tional protection of the eighth amendment. We need full and expeditious imple
mentation of the Speedy Trial Act to assure that justice is not only fair but swift 
and certain. 

Incidentally, I recently reviewed the status of the 540 Americans in Mexiean 
jails, mostly on drug offenses, with an eye to numerous allegations of torture 
and police brutality and general outrage at the fact that these Americans were 
"languishing" in foreign jails. The impact and significance of our cherished pre
sumption of innocence was unmistakably clear when juxtaposed to the plight of 
these persons. The reliance in Mexico on the Napoleonic Code's "guilty until 
proven innocent" had assured that some innocent persons could ,be held as long as 
a year and that many would not be able to prepare an adequate defense. It is 
ironic that the White House is recommending a similar denial of basic rights for 
suspected citizens and nonresident aliens. 

Aside from constitutional and humanitarian objections, preventive detention 
has failed to accomplish its goals in the District of Columbia. The 1972 Vera 
Institute-Georgetown University Law Center Study as well as testimony before 
the subcommittee last week supported this conclusion. Earl Rauh, the Chief 
Assistant U.S. Attorney, testified that of the more than 30,000 felony cases han
dled by ~he District of Columbia criminal justice system the preventive detention 
procedure has been used only 70 times in the last 5 years. Even on practical 
grounds such a track record hardly bespeaks adoption of this approach on a 
national basis. 

The subcommittee will carefully consIder for incorporation in the drug legis
lation, however, provisions that mandate the denial of bail when necessary to 
prevent the flight of major drug traffickers. These provisions will include 
specific judicial guidelines. DEA Administrator Bensinger discussed what ap
peared to be an appropriate case for the mandatory denial of bail with the sub
committee last week. He set out the case as follows: 

"In Miami in 1975, two defendants were arrested at the Miami International 
Airport for smuggling 13% pounds of pure Asian heroin. Initial bond was set at 
$500,000 surety bond for each defendant, but was later reduced to $100,000 
surety bond each despite the following facts: (1) At the time of their arrest, 
each defendant possessed false identification; (2) they were operating a smug
gling conspiracy bringing in 35-40 kilos of Asian lleroin per month; (3) they 
had access to Swiss bank accounts of several million dollars; (4) one defendant 
was under a murder indictment in Southern California, and both were under 
Federal narcotic indictments in California; (5) they were extensive interna
tional travelers. Both defendants posted the surety bonds by paying a $10,000 
premium. Both are now fugitives, and have since withdrawn $400,000 from their 
Swiss bank accounts." 

An additional reform under consideration by the subcommittee concerns major 
narcotics traffickers who jump bail. 

To help remedy this growing problem we may amend the Federal law to make 
the penalty for bail jumping equal to that of the underlying substantive offense. 

These are the type of realistic changes we need to more effectively combat 
those who accumUlate incredible profits from the misery of hundreds of 
thousands. 

NARCOTICS AND PROFITS 

A pr.imary premise of the legislation that the subcommittee intends to report 
iR that the Federal Government must act more decisively to attempt to take the 
easy profits out of major drug trafficking. I support provisions that would re-
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quire the forfeiture of the proceeds used or intended to be used in illegal nar
cotic or dangerous drug transactions. 

These forfeiture provisions should apply to subsequent profits or value gen
erated by the investment of the tainted proceeds. We must disrupt major nar
cotic distribution lines and attempt to provide a greater degree of deterrence 
and risk for these kingpins. 

As policy makers we must place the nature and extent of heroin traffic in per
spective. As Assistant Secretary of the Treasury David Macdonald toid the sub
committee last week, it is important to recognize that what we are talking about 
"is big business. In terms of dollars, it is one of the larger industries in the 
United States and exceeds the gross sales of many multinational corporations." 

The 'I'l'easury Department estimates that the retail 'value of heroin sold in the 
United StatGs each year is in the neighborhood of $7 billion. In my view this is a 
conservative estimate. Others speculate that the domestic heroin market sales 
are in excess of $10 billion annually. In 1972, the entire domestic prescription 
drug industry accounted for $5.4 billion in sales, or significantly less than the 
domestic heroin industry, which incidentally pales by comparison with our 
legitimate domestic narcotic market. The drug industry employed 143,985 per
sons in the United States and in the latest year for which data are available paid 
a total of nearly a billion dollars in taxes. The outlaw drug industry paid negligi
ble taxes, if any. 

What does it mean when one says that high level drug dealing is very profita
ble? According to analysis of the distribution hierarchy gross profits are consider
able at every level. At the higher levels of the distribution systems, however the 
operating costS-basically wages and stock financing costs-are claimed to be a 
larger percentage of the value added than at lower levels. So-called average 
profits in this market would be considered astronomical in most market with 
which I am familiar. The rate of return on investment is approximately as fol
lows: 300 percent for the importer; 100 percent for the kilo connection; 145 per
cent for the connection-or ounce man; 114 percent for the weight dealer; 124 
percent for the street dealer; and 50 percent for the juggler or the seller from 
whom the average street addict buys heroin. 

According to Sterling Johnson, Jr., Special Narcotics Prosecutor for New York 
City, an active seller at a level comparable to the street dealer-one-eighth ounce 
of diluted heroin selling for an average price of $55-can clear $500 to $1,000 
profit a day. A key dealer in the Baltimore, Md., area was recently sent to 
prison for a Hi-year term. As the No.2 person in Baltimore heroin trade he was 
clearing $140,000 a week in 1973. Kilo importers in Harlem are reportedly clear
ing $150,000 a week and their distributors a paltry $50,000 a week. It is estimated 
that these dealers take home more than $4 million every week in this one com
munity. These figures are all "before taxes" for little revenue is collected from 
this multibillion-dollar-a-year business. 

Obviously these illicit activities generate large flows of money, both domes
tically and internationally. Secretary Macdonald reported to the subcommittee 
that "hundreds of millions of dollars, usually in the form of currency, are moved 
out of the United States annually to pay foreign producers and processors 
for their services." He went on to say that "within the United States, drugs are 
also a cash-and-carry business." In a recent case a major trafficker was arrested 
with $1 million in cash in his possession. 

I believe that as a basic theme of our drug law enforcement strategy we should 
attack drug smugglers and traffickers through the currency and profits gen
erated by their illegal activity. 

High-level traffickers, who may be insulated from the illegal merchandise and 
consequently cannot readily be convicted for drug violations are often vulnerable 
to financially oriented investigations. As Secretary Macdonald pointed out last 
weelt such an approach "could have greater impact than by concentrating 
solely on the drug transactions themselves." In this connection the United 
States-Swiss Mutual Assistance Treaty in Criminal Matters, recently ratified by 
the Senate should help to expedite the exchange of informtion relative to the 
international aspects of this dirty, tainted trade. By carefully monitoring the 
vast flow of currency and monetary instruments important information is de
veloped with respect narcotics trafficking. 

To help facilitiate the prosecution of major trafficker couriers, I intend to 
amend current law to clarify the time frDme for violations relating to traffick
ers' proceeds and by granting additional authority to search persons suspected of 
smuggling tained drug proceeds in excess of $5,000 out of the country. These 
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provisions will include fines that are far more than those under present law which 
any major traffickers could assume as a cost of doing business. 

~'he subcommittee is concerned that DEa reliance on techniques in which 
their agents and informants use Federal moneys to purchase illegal narcotics or 
information may be far too costly and even counterproductive. There is some 
evidence that these practices, known as PE-purchase of evidence-and FI-pur
chase of information-may actually expand the narcotic trade. 

\Ve intend to address this problem, to the extent necessary, in the subcommit
tee legislation. 

To even the casual student of the activities of those who control the flow of 
heroin and other dangerous drugs in the United States one thing is strikingly 
clear: they take in exorbita ;,t profits and pay no income tax. 

I was especially pleased that the President stressed, in his april drug message, 
the need to reestablish the Internal Revenue Service tax enforcement pro
gram aimed at high-level drug traffickers. In reaffirming his support for this 
vital program the President said: 

"We know that many of the biggest drug dealers do not pay income taxes on 
the enormous profits they make on this criminal activity. I am confident that a 
responsible program can be designed which will promote effective enforcement 
of the tax laws against these individuals who are currently violating these laws 
with impunity." 

The IRS program aimed specifically at major drug traffickers was announced 
by the former President in June 1971. and the Congress then votrd emergency 
funds for this vital and worthwhile initiative. Though a recent review of the 
impact of this program by the Domestic Council Drug abuse Task Force charac
terized it as "extremely successful," all is not well with this special attempt to 
tax narcotics merchants. In fact, since 1973, after an impresE.ive 18-month track 
record, the current IRS Commissioner downgraded and eventually deempha
sized-some would assert dismantled-the program. 

an especially articulate supporter of this innovative program, who played a 
major role in its establishment is former Assistant Secretary of the Treasury, 
Mr. Eugene Rossides. In the past we have worked together to help curb the 
unrestricted availability of nonsporting handguns as well as on efforts to curb 
drug traffic. I recall that my good friend Congressman PAUL ROGERS, chairman 
of the House Interstate and Foreign Commerce Subcommittee on Public Health 
and Environment, brought to my attention the impressive and persuasive Oc
tober 27, 1971, testimony of Mr. Rossides regarding the narcotics trafficker tax 
program. He set out the program for tax investigators of major narcotics traffick
ers as follows: 

"Included in the June 17, 1971, Presidential message, which announced the 
administration's expanded effort to combat the menace of drug abuse, is a high 
priority program to conduct systematic tax investigations {If middle- and upper 
echelon narcotics traffickers, smugglers and financiers. These are the people 
who are generally insulated from the daily operations of the drug traffic through 
a chain of intermediaries. This program will mount a nationally coordinated 
effort to disrupt the narcotics distribution system by intensive tax investigations 
of these key figures. By utilizing the vivil and criminal tax laws, our objective 
is to prosecute violators and drastically reduce the prOfits of tbis criminal activity 
by attacking the illegal revenues of the narcotics trade. 

"Reflecting the high priority given this program by the President, Congress 
has provided financial support for the program amounting to $7.5 million in 
fiscal 1972 and authorization for 541 additional positions-200 special agents, 
200 revenue agents, and 141 support personnel. 

"C(~rtain major features of this program should be noted: 
"(1) Treasury will not only coordinate its effortS with. aU other interested 

Federal agencies, but will actively seek the maximum cooperation of State and 
local enforcement agencies as welL This is a vital feature of this program; 

"(2) With the manpower provided, our goal is to have at least 400 full-scale 
ongoing IRS investigations; 

"( 3) In line with the high priority given this program by the President, the 
Internal Itevenne Service haE. already aSSigned more than 100 experienced special 
agents and more ihan 100 experienced revenue agents, full time to this program. 
additional experienced agents are presently being phased into the program." 

Mr. Rossidps has recently expounded upon the need to revitalize tbis effort to 
remove the capital and the profit from the drug trafficking busi.ness by utilizing 
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the Federal tax laws, and I ask unanimous consent that these pertinent and 
timely remarks regarding the IRS N~".rP be printed at tills point in the Hecord. 

There being no oujection, the remarks were ordered (:0 be printed in the Record, 
asiollows: 

"REMARKS OF EUGENE R066IDES 

"It seemed clear to me in 1969 that from an enforcement point of view the 
Achilles heel of the illicit drug trafficking business was its financing and its illegal 
but taxable income 01' profits. 

"Obtaining evidence against major drug dealers on drug charges is one of the 
most difficult law enforcement jobs. They can easily insulate themselves from 
the street-level pusher and minor dealers. It is a rarity to catch them in possession 
of drugs. The crime is victimless in the enforcement sense in that the-addicts 
and users are not interested or willing to give evidence. They don't consider it 
a crime. They want the drugs. They want to protect their source of supply, 
not turn him in. 

"This is the key reason why I felt it was a necessity to develop a tax enforce
ment program against the illicit drug traffickers. 

"I tried unsuccessfully in mid-1969 to get the Organized Crime Strike Forces 
to accept illicit drug traffic trafficing as a priority item, if not the priority item. I 
then recommended that Treasury initiate its own special Narcotics Trafficker 
Tax Progmm fer two reasons: (1) jurisdiction over tlle tax laws was in Treasury, 
and (2) from the time of Al Capone, the tax laws have proven to be an effective 
tool to put major crime figures out of business. 

"In the short period the Treasury IRS Narcotics Trafficker Tax Program* 
was active-from July 1, 1971 to early 1974, it proved to-be one of the most suc
cessful enforcement efforts in Federal history. (I happen to believe it is the 
finest from the point of view of results, professionalism, and costs.) 

"The NTTP was deSigned to take the illegal profit out of drug trafficking and 
to disrupt the distribution system. In the short period of its active existence, the 
IRS initiated full tax audit investigations of over 1800 upper and middle level 
drug traffickers and dealers; found tax deficiencies totaling $200 million; it paid 
for it self or practically paid for itself in taxes and penalties collected; and its 
impact put drug dealers out of the illicit drug business. 

"The essence of the NTTP was (1) the careful selection of targets utilizing 
the talents and information of Federal, state and local enforcement agencies, 
and (2) the use of both the criminal and civil sections of the IRS Code against 
major drug distributors and financiers who are often insulated from the traffic 
and, therefore, in effect, immune from prosecution under the drug laws. 

"The Treasury Department developed through the target selection system of 
the NTTP a comprehensive nationwide list of over 1800 major drug trafficl;:ers 
and iinanciers who were put under full tax audit investigations j gathering 
information from the then BNDD. Customs, IRS, the Bureau of Alcohol, Tobacco 
& Firearms, and of substantial importance, from state and local police. 

''The importance of this SUbstantial list of major drug dealers cannot be over
emphasized. While DEA and its predecessors tried, with little success, to bring 
drug cases against major drug dealers (there were not more than a handful of 
successful cases), the NTTP, wit'-,in its first twelve months, identified and put 
under tough tax investigation 793 major targets in -53 metropolitan ureas in 
40 states! 

"State Dnd local police agencies and personnel welcomed the NTTP because 
it helped them get immediate, short-term, and long term results, they could see 
and feel the almost immediate effect of their activities, and of great significance, 
the NTTP did not encroach on their jurisdictions. 

"The NTPP was downgraded by IRS Commissioner Donald Alexander shortly 
after he assumed his duties in mid-1973 and by 1974 it was gutted, despite the 
clear CongreSSional !lnd Executive policy, and specific earmarked appropriations. 
Although Commissoner Alexander has unjustifiably criticized the NTTP, the fact 
remains it was a most succes,;ful tax program which had un extraordinary im
pact on the illicit drug traffic, Fortunately, the NTTP has now been revived 
by Presidentini directive. 

"The importance of NTTP to our nation's efforts to reduce the illicit drug 
traffic and bring it within manageable proportions is overriding and requires a 
detailed analysis of the program. 

·The nbhrevintion most often used is NTP. I prefer NTTP because it emphnsizes that it 
is a tax progrnm. 
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"I state to this Sub<!ommittee and to the Congress that without an effective 
~'reasury/IkS Narcotics Tramckerl'l'ax Program we will fail in our efforts to 
reduce tne i1.icit drug trattic. In view of the overriding importance of tnis program, 
I would like to descrioe in some detail its theory and practice. 

"The NTTP was initiated as part of the overall effort to crack down on the 
illegal traffic in narcotics. kecognizing that the huge prOfits of the flrug trafficking 
business are largely unreported and therefore untaxed, in late 11)ti9 I recom
mended to the ::iecretary of the Treasury, David 111. Kennedy, and to Under 
Secretary Charles E. 'Walker, who had the responsibility for Uirect supervision 
of IRS, that the Treasury develop a tax program aimed at the drug trafficking 
business. 

"Preliminary surveys in 1970 shQwed that among a group of suspected narcotics 
traffickers several patterns could be observed. First, there W9.S a high incidence 
of nonfiling of income tax returns. Second, a large number appeared to have 
life styles which would require income far in excess of that on which taxes 
were being paid. 

"As a result of these findings and our general studies and review, in the late 
spring of 1971, Secretary John B. Connally obtained White House and Congres
sional approval for the program and $7l/z million in appropriations for the first 
year of operation. 

"Thus, this program had the full backing of the Congress and the Executive 
Monies were appropriated speCifically for the NTTP-monies and manpower 
which would not have been authorized or appropriated but for this program and 
were not authorized and apPL'opriated for any other IRS activity. 

"The Narcotics Trafficker Tax Program is an income tax program. The goal 
of the NTTP is to tax the illegal profits of the drug trafficking business, a major 
area of tax noncompliance. The program was carefully developed over a two
year period and the results during the short time it was active--from July 1, 1971, 
to some time in 1974, including substantial start-up and training time-demon
strate that it was extremely successful. 

"It is important and central to the NTTP program to understand that the in
come from the illegal narcotics traffic business is taxable. And it is the responsi
bility of the Treasury Department to go after this taxable income. Drug traf
ficking is a business. It is not some isolated activity. 

"It is damaging to the "voluntary compliance" concept of tax administration 
to suggest thart income from illegal activity should be given a lower priority than 
income from lawful activity. The narcotics trafficking business is a highly or
ganized criminal activity which requires a sophisticated and comprehensive pro
gram to identify the individuals involved and to determine the income which is 
taxable. Are we to encourage unlawful activity of the most serious kind by our 
failure to enforce the tax laws against t.he narcotics traffickers? 

"The enormous profits of the narcotics trafficking bUSiness constitute taxable 
income to traffickers. To develop a program ,to identify major narcotics traffickers 
and tax them is part of administering the tax laws. There is no meaningful dis
tinction between this type of activity and the ordinary IRS methods of iclentify
ing what is referred to as "pocltelts of noncompliance." 

"There is no difference in concept in deciding to select suspected major drug 
traffickers for tax audit and in deciding to select waitresses and taxicab drivers 
regarding gratuities income, corporate executives, individuals regarding interest 
and o.lvidends payments 01' 'tax resister groups, and other classifications of tax
payers. Indeed, the incidence of tax noncompliance by drug traffickers is, I 
submit, higher than other noncompliance groups. 

"The significant point with respect to the NTTP was that under such a tax 
program we were able for the first time on an organized and comprehensive basis 
to get a.t major drug traffickers, persons who use intermediaries to inSUlate them
selves from the day-to-day opel'lltions of the drug traffic. In this way, they achieve 
virtual immunity fro~ prosecution under the substantive narcotics laws. The 
Narcoitcs Trafficker Tax Program was able to get at many of the 'Kingpins' of 
the traffic. 

"In developing the original progmm and thereafter while I served at the Treas
ury, the program had the fullbipal'tisan support of the Congress; the full support 
of three Secretaries of the Treasury, David M. Kennedy, John B. Counally, and 
George 1'. Shultz; the excellent cooperation and leadership of two Commissioners 
of IRS, Randolph Thrower and Joanne M. Walrters; and the full support of the 
Tax and Criminal Divisions of the Department of Justice and the various U.S. 
Attorneys. 
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"Important and central to the NTTP was the policy decision to stress civil as 
well as criminal enforcement. This policy decision was a significant improYement 
on previous uses of tax administra'tion to go after profits from criminal activity. 
It was our position that the illegal profits must be taxed find should be attacked 
either by civil enforcement or criminal enforcement. If a criminal case could be 
made, fine. If not, then the decision should be ml~d'~ as soon as possible and ap
propriate civil action pursued vigoronsly. It can tm argued that in many caSes 
the greater punishment and deterrent is taking the illegal profits frpm the illicit 
drug trafficker. 

"A. critical innovation in federal law enfIJret'lllent, and essential to the success 
of NTTP, was the development of the Imllll~' drug traffickers target selection 
procedure-a coordinated und cooperatiYe .,;p:~ction of persons to be audited. 

"As of July 1, 1971, the paucity oJ' iniormation identifying lmown major drug 
traffickers was appalling. 

"We developed a program for selection of targets, which once seleoted would be 
turned oyer to the IRS for audit, ~.Ve organized n:,ld target selection committees 
throughout the country and dl'yrloprd guidelines for target selection. The persons 
selected had to be conl5idered m'1.jor trafficker~ ;md there had to be an indicati.on 
of assets to warrant a full aurtit. 

"The field ta:::get sel!!ctioll committees werl' cumposed of professional career 
personnel from federal, stille and local ag-elides. On the federal level, the com
mittees induded perS'mml from IRS, the then BXDD, and Customs. On the 
state and local levels, H Included representatives from the local and state pOlice. 
The committees WIJU I ,: f' ... L'(~t periodically and pool their knowledge. 

"Targets s~l{>dev would then be sent to iVashington, D.C. for review and final 
selection by an ;;;j',w-agency target ", ""(ion committee composed of personnel 
from IRS, BXPO amI Custom::; ''',(1 ''\'.In:ed by the Deputy Assistant Secretary 
for Enforcemt" c. This Treasury,·,. l)","tee would meet periodically to review the 
field recomml' . 'ations and dechif' LV accept, reject, or hold for fUl~ther consid
eration eae:l field recommendation. 

"Once a person was accepted the file would be sent to IRS and from that point 
on in the investigative proce;:,." it was an IRS tax case and handled in accordance 
with IRS operating pro(~edurcs. After investigation if the decision was that the 
evidence justified a cl'iminal prosecution it was referred to the appropriate U.S. 
attorney's office. Othenvise it was pursued civilly by IRS. 

"Important byprol'i.hcts of multi-agency analyses and review of potential tar
gets, supervised /',,:' t;~(; Office of the Secretary und not at IRS or other agency 
level, are that '\ tres selection of high-level targets, increases cooperation and 
efficiency, and ,'" '\' :es the possibilities of corruption in the selection process to a 
minimum. I "'!l7': tv stress my belirf that this interdepartmental and interagency 
activity must ;n' supervised by the Office of the Secretary of the Treasury and 
not at an agency level. 

"We also developed a minor drug trafficker tax program deSigned to go after 
the profits of the minor dealer and pusher. The individuals involved were pri
marily lower-level drug traffickers-dealers and pnshers-who were arrested 
by state, local and federal officials on substantiye drug charges and where there 
was cash found. We decided against a full audit of these individuals hnt instead 
we took tax action; we stressed a tax check type of inyestiga.tion-did they file Ii 
return-and the use of tax year termination and jeopardy a,ssessmellt procedures 
on these individuals to reach their large, conspicuous assets. Such tax action was 
taken on over 3,300 minor dealers and pushers. 

"This paJ.'lt of the program achieved outstanding success in taxing and reducing 
the working. capital ana street-level prOfits and, thereby, in disrupting the dis
tribution system. 

"A monthly report system was developed to monitor the progress of this tax 
program. That repoJ:'t system enabled the Secretary Ilnd me to follow the progress 
of each element of the program. The monthly report listed the number of cases 
by states and metropolitan areas and the status of the cases. ' 

"Within the first twelv.e months of 'the NTTP, 793 major targets in 53 metro
politan areas in 40 states were selected for intensive tax investigation find 565 
minor trafficke,s were put under tax action. Within seventeen months 1,175 
major targets were selected for intensive tax investigation and 1,239 minor traf
fickers were put under tax action * * *. 

"The extraordinary success of the program stems from three groups of dedi
cated perSOllnel: (1) the target selection efforts of Federal, state and IOCfil offi
cials; (2) the several hundred men und women in IRS-tax specialists perform
ing a tax function-who Itook this program to heart and dedicated themselves 
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to it; and (3) the attorneys in the Department of Justice and the U.S. attorneys' 
offices throughout the country. 

HI strongly recommend thalt the NTTP be reactivated quickly and given the 
highest priority possible under the o/erall supervision of the Assistant Secretary 
of the Treasury for Enforcement, Operations and Tariff Affairs. 

"This highly successful program was unique in the spirit of cooperation it en
gendered among state, local and l!~ederal officials and among Federal agencies. No 
jealousies and no infringement of jurisdiction existed among the various agencies 
cooperating in the NTl'P. I submit that it ranks as one of the finest, if not the 
finest, cooperative law enforcement programs in our history from the pOint of 
view of results, professional performance, and costs. It can be put back in oper
ation and eJective within months with strong supervision from the Office of the 
Secretary of t::te Treasury." 

1\1r. BAYR. It appears that the Internal Revenue Service is in the processes of 
reconsidering the viability of -the XTTP. Whether this apparent reassessment 
was voluntary or not should be left to the speculators; but, coincidentally, the 
day before our first hearing on the President's drug message, July 27, 1976, the 
Administrator of DEA and the Commissioner of the Internal Revenue signed 
a memorandum of understanding regarding the Presidential directive to rees
tablish a tax enforcement program aimed at high level drug trafficking. Though 
the ink had actually dried when the memorandum was presented in testimony 
to the subcommittee by DEA Administrator BenSinger, the Executive Director 
of -the newly appointed Presidential Cabinet Committee for Drug Law Enforce
ment-members are the Secretary of Treasury, the Attorney General, and the 
Secretary of Transportation-we did not have the opportunity to inquire as to 
the details of this Jnly 27,1976, agreement. 

The os,tensible objectives of the new agreement as well as the development and 
track record of the NTTP will be diligently assessed at the subcommittee hear
ing on August 5, when IRS Commissioner Donald Alexander and others will 
appear before the subcommittee. 

NARCOTICS SMUGGLING 

In addition to provisions which will assist the detection of couriers smUggling 
tainted proceeds out of the country, the subcommittee legislation will incot~ o
rate sections to facilitate the detection and prosecution of narcotics smngglers 
who use seagoing vessels, including private yachts and pleasure bouts. This 
so-called deep-six connection has developed into an integral conduit for major 
narcotics smugglers and distributors. 

The Commissioner of Customs, Mr. Vernon Acree, explained this growing prob
lem to the subcommittee, in part as follows: 

"The high speed and fuel carrying capabilities of today's small boats permits 
them to travel distances which were not envisioned when the vessel reporting 
requirements were enacted in 1930. Thus, a small boat can journey from our 
eastern coast to larger vessels hovering off-shore outside the 12 mile Customs 
waters, or to the Bahamas or other nearby foreign islands for the purpose of 
picking up narcotics. They may then return to the U.S., pull into a small cove or 
mal'ina and unload the drugs. Some of these boats will then call Customs to 
report their arrival, while others will ignore this requi.rement. In either case, 
the present reporting requirements are virtually useless since any contraband 
will have been removed before Customs officers arrive to inspect the vessel. 

"This problem has become particularly acute in Florida where priva1te yachts 
and pleasure vessels, with easy access to nearby foreign islands, the high seas and 
the United States' inland waterways, complicate detection. Further magnifying 
the problem is the fact that hard evidence has been developed establishing that 
foreign flag vessels are moving multi-ton loads of marijuana and smaller por
tions of hashish to positions on the high seas adjacent to the Uniteel States 
eastern and gulf coasts. Alt a position usually between 40 and 60 miles offshorp, 
the mother ship-or hovering vessel-is met. under cover of darkness, by small 
vessels that take on a portion of the load for introduction into the United 
States. The mother ship then moves to ,the next rendezvous point where similf.l'z.' 
discharges are made. When the mother ship is empty it returns to its country of 
origin without ever }laving entered U.S. waters." 

To respond more effectively to these special clistl'ibution channels and to 
address the fact that many vessels consistently ignore current law the subcom
mittee intends to amend the relevant reporting requirements. 
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As I mentioned earlier we are concerned that the reorganization plan No. 
2 processed by the Government Operations Committee in 1973, though not with
out merit, has resulted in the under utilization or misdirection of intelligence 
gathering and dissemination, especially at our borders and most importantly 
our Southwestern border. The full utilization of Customs intelligence and in
vestigative resources is a necessary step in bringing Federal narcotics enforce
ment effectiveness to its highest possible level. It should be recalled that narcotics 
traffic is a giant, incredibly prOfitable industry. Even if it were taxed comparable 
to the level of our domestic prescription drug industry-·it would owe the Ameri
can taxpayers at least $1 billion 01' every American citizen $5 each year. Thus 
these merchants of death-by the most conservative and cautious asse:;sment
would owe more in taxes than the combined Federal drug abuse law enforcement 
and Federal drug abuse prevention budgets. I ask unanimous consent that two 
tables prepared by Peter Goldberg of ,the Drug Abuse Council be printed in the 
Record at this point. 

There being no objection, the tables were ordered to be printed in the Record, 
as follows : 

TOTAL FEDERAL DRUG ABUSE PREVENTION fUNDING 

[In millions of dollars] 

1971 
aclual 

197Z 
aclual 

1973 
aclual 

Fiscal year-

1974 
aclual 

1976 
1975 esli-

aclual maled 

TQ 
esti

maled 

1977 
esti- Tolal 

maled 1971-77 

SAOOAP ___________________________________ 1. 5 39.9 27.3 13.0 ________________________ 81. 7 
OHEW _____________________________ 69.7 193.1 255.1 349.4 320.1 338.4 46.4 359.0 1,931. 2 

NIOA__________________________ 56.2 U6.7 181. 4 1272.9 220.1 232.2 21. 2 247.8 1,348.5 
NIMH_____________________________________________ ____ 4.5 5.2 4.2 ________ 4.3 18.2 
NIH___________________________________________________ 3.3 3.0 3.2 ________ 3.5 13.0 
SRS_ __________________________ 3.6 58.0 53.0 54.0 79.0 88.0 23.0 94.0 452.6 
OE_ ___________________________ 5.4 13.0 U.9 5.7 4.0 2.0 ________________ 42.0 
OHO___________________________ 4.5 5.4 8.8 9.0 8.8 8.8 2.2 9.4 56.9 

OED_______________________________ 12.8 18.0 (2) ________________________________________ 30.8 
VA________________________________ 1.1 16.2 27.7 30.3 33.2 36.7 9.4 33.0 192.6 
000_______________________________ 1.1 58.7 73.0 68.6 64.0 61. 3 14.3 57. B 398.8 
Justice_____________________________ 40.3 36.5 33.5 34.5 26.6 46.4 6.7 24.3 248.8 
Slale______________________________________ 1.0 1.0 .9 .7 .8 ________ .8 5.2 
HUO_______________________________ 8.7 13.0 6.3 1. 6 2.9 4.0 .9 4.8 42.2 
USOA______________________________________ 2.5 1. 9 1. 8 1. 6 1. 6 ________ 1. 0 10.4 
Olher Federa"_____________________ • 2 1.4 2.9 2.8 9.0 3.5 1. 3 4.0 25.1 

Tolal._______________________ 133.9 341.9 441.3 517.2 471.1 492.7 79.0 489.7 2,966.8 

1 High because of supplemenlal received in fiscal year 1973, and nol obligaled until fiscal year 1974. 
2 Total of $23,000,000 Included in NIOA funds. 
, Includes Amounts of less than $1,000,000 each year in DOL, ~OC, CSC, DOT, ACTION, olher. 

As I indicated, in the discussion of Federal drug control jurisdiction, the sub
committee will consider restricting Federal enforcement ,agencies statutorily 
to interstate and international major trafficking cases. While we are COnCAl'ned 
that Federal efforts do not erode local initiative and accountability, we believe 
that the Federal Government should expand its programs of assistance to ,State 
and local drug enforcement officials. The controlled substance units and diversion 
investigation units should be expanded to assist State and local investigation 
and prosecution of major diversion and trafficking cases. 

The subcommittee is exploring the possible use of forfeited assets of drug 
traffickers 'and moneys collected by IRS under a revitalized NTTP to support 
the e:ll.-pansion of these successful efforts to assist Stat€. and local governments. 

I intend to incorporate other salutory lJrovisions in the legislation which I will 
soon asle the subcommittee to consider, including crucial enabling legislation 
to permit ,senate ratification of the psychotropic treaty and sections addreSSing 
the problem of pharmacy related crime 'and more adequate cOlltrols for some 
barbiturates. I especially appreciate the enthusiuRtic support of ,the Senate lead
ership for our efforts and invite my colleagues to assist us in the enactment of 
a sensible statutory response to high risk drugs and to major drug traffickers. 
It is about time and it is clear that the taxpayers of this country demand and 
deserve no less. 
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CONSOLIDATED DRUG ABUSE LAW ENFORCEMENT BUDGET, IN OBLIGATIONS 

[In millions cf dollars) 

Fiscal year-

1975 1976 

SUPPLY REDUCTION 
Justice: Drug Enforcement Administration ______________________________ _ 

LEAA and other Justice _______________________________________ _ 139.4 1156.4 
62.2 43.6 

Treasury: Customs __________________________________________________ _ 
39.1 143.2 IRS ________________________________________________________ _ 
20.0 20.0 State __________________________________________________________ _ 
32.0 43.4 Other __________________________________________________________ _ 
1.9 2.1 

TotaL ______________________ • _____________ .. ______________ _ 
294.6 308.7 

1977 

160.8 
40.9 

43.4 
15.0 
34.0 
2.1 

296.2 

1 Both DEA and Customs have applied for a supplemental a~propriation In fiscal year 1976. DEA asked for $2,200,000, 
primarily for salary and insurance increases. Customs asked for $4,000,000, $2,000,000 of which would be carried over 
into fiscal year 1977. These funds are for the Customs' drug interdiction program. 

Source: OMB, Federal Drug Management Division. 

Mr. BAYH. There is little doubt thut the drug law enforcement task at hand 
is substantial. Thus, it is even more essential than ever to focus resources at 
our borders where high purity narcotics are traded in volume. It is with this 
focus that we can most effectively disrupt key distribution networks. 

Another unfortunate aspect cif Reorganillation Plan No.2 is that though the 
Government Operations Committee cited the benefit of II. s1ngle focal point for 
coordinating Federal drug enforcement with tha:t of ,State and local authorities, 
the plan as ~pproved did not contain stipulations to prevent Federal interference 
with ,State and local drug law enforcement activities. 

[Testimony continued from p. 4.] 
Senator BAYH. Now Commissioner Alexander, I will delay your 

teu,imony no longer. You may wish to introduce your assistants for 
the record. 

Mr. Alexander. 
STATEME~lT OF DONALD C. ALEXANDER, COMMISSIONER OF IHTER

NAL REVENUE, U.S. DEPARTMENT OF THE TREASURY, ACOOM
PANIED :BY THOMAS CLANOY, DIREOTOR, INTELLIGENCE 
DIVISION; SINGLETON WOLFE, ASSISTANT COMMISSIONER (OOM
PLIANOE); THOMAS GLYNN, ASSISTANT TO THE COMMISSIONER; 
ANITA IT. ALPERN, ASSISTANT COMMISSIONER (PLANNING AND 
RESEAR·CH) ; AND MEADE WHITAKER, CHIEF COUNSEL 

Mr. ALEXANDER. Thank you, Mr. Chai,rman. 
First I would like to introduce those at the table with me. 
On my immediate left is Mr. Meade Whitaker, the Chief Counsel 

of the Internal Revenue Service. 
On Mr. Whitaker's left is Ms. Anita Alpern, our Assistant Com

missioner for Planning and Research. 
On Ms. Alpern's left is M'L". Thomas Glynn, Assistant to the 

Commissioner. 
. On my immediate right is Mr. Thomas Clancy, the Director of our 
Intelligence Division. 

And on Mr. Clancy's right is Mr. Singleton Wolfe, our Assistant 
Commissioner for Compliance. 
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With your permission, Mr. Chairman, I would like to submit my 
prepwred statement for the record and summarize it, in view of the 
demands on your time. 

Senator BAYI-I. Please do so. Your entire statement will be put in 
the record. Also, we will follow it, as an exhibit, the Treasury De
partment organizational chart and information on the IRS from the 
U.S. Government manual. 

Mr. ALEXANDER. Thank you, sir. 
[The prepared statement follows, testimony continued 011 p. 37.] 

PREPARED STATEMENT OF DONALD C. ALEXANDER 

Mr. Chairman and members of the subcommittee, I appreciate the opportunity 
to appear before you this morning and join with those urging favorable action 
on S. 3411, the Narcotic Sentencing and Seizure Act of 1976. I wish to direct my 
comments to those provisions of the bill which have some impact on the activities 
of the Interna~ Revenue Service-Title III dealing with the forfeiture of the 
proceeds of illegal drug transactions and cash used in the illegal drug business, 
and Title IV dealing with the illegal export of cash. 

One of the principal efforts against narcotic traffickers has been the attempt to 
confiscate the financial reSOurces that are necessary to bankroll these criminal 
operations. One of the most inviting targets has been the cash found in the course 
of arrests for narcotic violations. 

Section 881 of Title 21 now prl'7ides for the forfeiture of controlled substances, 
raw materials, containers, conveyances such as aircraft, vehicles or vessels, and 
all books, records, and research used or intended to be used in violation of the 
control and enforcement provisions of Title 21. However, present section 881 
doe::; not provide fc.£ the forfeiture of cash, even though that cash may huve been 
used directly in the illegal urug bUSiness. r.ritle III of the bill under consideration 
would amend section 881 to provide for the forfeiture of cash in these circum
stances. 

It is obvious that those engaged in the illegal narcotics business reap huge 
prOfits. We believe that it is un important part of our job to see to it that those 
who are engaged in this occupation and who are evading their lawful tax responsi
bilities are called to account. We ar~ convinced that we can discharge this obli
gation in a responsible manner and that if we do it in accordance with our 
established control::; and procedures, we can do it without having an adverse 
impact on our ability to carry out the balance of our responsibilities to administer 
and en:"1rce the tax system. 

Section 6851 of the Internal Rllvenue Code provides for the immediate termina
tion of a taxpsyer's taxable period if the taxpayer intends to commit any act 
which would prejudice the collection of his or her income tax, and section 6331 
provides for the seizure of a delinquent taxpayer's property to satisfy· an assess
merit . .Although these provisions permit the seiZUre of cash in the hands of a 
narcotics trafficker, under the law they are available only if a tax liability can 
be establ:ished with a reasonable degree of accuracy. 

On some past occasions there have been applications of these provisions in 
the pursuit of narcotic traffickers without adequate evidence of tax liability, 
probably due in part to the belief that these provisions were the only available 
taole· to "get the cash off the streets." This use of our termination powers has 
met with strong judicial and public criticism in some cases and has resulted in 
legislative proposals tC' curtail the use of our powers. We are now developing 
admtnistrative procedures to ensure that these powers are used in accordance 
with la w, as contrued by the courts. 

The judicial critk. '>:n culminated in the recent Supreme Court decisiQn in Laing 
v. United States [M LW 4065 (1976)]. That decision fulrther fl'inforced the 
conclusion that the procedures for enf01:cing collection of civil tax liabilities are 
not an appropriate substitute for a cash forfeiture provision in dealing with 
narcoties traffickers. III that opinion, the Court held that a taxpayer, suspected 
of being a narcotics h:.tflicker and who was subject to a jeopardy termination, 
is entitled to •. clrtain procedural safeguards which include the right to petition 
tl1P, Tax: Court for a redetermination of his tax liability. Thus, although the 
termination procedures may not be m;~d as a tool to "get the cash off the 
streets", they can (and wilI) be prop~rly used to complement a forfeiture pro-
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vlsion, such as S. 3411, in cases where the tax liability can be calculated with 
a reasonable degree of accuracy. 

The principal legislative restriction, which is in H.R. 10612, the "Tax Reform 
Act of 1976", has passed the House, has been favorably reported by the Senate 
Finance Committee and has been agreed ~o by the Senate during its present 
consideration of the Bill. Section 1204 of that Bill, as reported to the Senate, 
would require the Internal Revenue Service to provide the taxpayer with a 
written statement of the information on which it relied in making a jeopardy or 
termination assessment, within five days after the assessment was made. That 
section of the Bill would provide the taxpayer with quick Qccess to the District 
Court for a review of the issue whether the making of the assessment was rea
souable, and the issue whether the amount of the assessment was appropriate 
under the circumstances. Under the Bill, if the Court holds against the Service 
on either issue, the Court would be empowered to order the assessment abated 
01" redetermined. A similar provision is contained in H,R. 9599, Congressman 
Vanik's "Federal Taxpayer's Rights Act of 1975". 

The Service has recognized that its termination and jeopardy assessment 
powers must be used in accordance with the law, and has taken steps to ensure 
that they are so used However, we also recognize the need for the Federal 
Government to deal directly with the resources available to drug traffickers. 
For that reason, in 1974 the Service recommended that the forfeiture provisions 
of 21 U.S.C. section 881(a) be amended to permit the forfeiture of cash. The 
Ways and Means Committee did include such II. provision in its tentative pro
posP.ls in May 1974, but later deleted the provision after deciding that it lacked 
jurisdiction over Title 21. 

Within the framework of our mission to enforce and administer the Federal 
tax laws, the Internal Revenue Service is continuing to work toward the ap
prehension and conviction of narcotics traffickers for violations -of these laws. 
As a part of the Executive action which the President outlir.ed in his Special 
Message on Drug Abuse, the Service, in cooperation with the Drug Enforcement 
Administration, has developed a tax enforcement program directed at high .. lfvel 
drug traffickers who may have violated the tax laws. 

DEA Administrator Bensinger' and I met shortly ufter the Prt:sident sent 
his drug message to Congress on April 27 and began discussions that cul
minated in a memorandum of understanding signed on July 27. While the terms 
of the memorandum were being worked out, the Service was developing guide
lines and procedures that would be used to handle the information to be obtained 
from DEA and the investigations that would result from that information. DEl.. 
has already provided us with a selected list of approximately 200 Class 1 nar
cotics violators-high-leveltraflickers and financers. These names will be sent 
to our field offiCials, who will establish liaison with appropriate DEl.. field offi
cials and obtain from DEl.. all available financial information concerning these 
individuals. . 

We are confident that the program and procedures that we are developing 
will enable us to conduct a responsible program that will promote effective 
enforcement of the tax law against high-level drug traffickers. However, we also 
believe that the Government does not have all the tools it needs to get the cash 
off the streets and that there should be an expanded forfeiture provision to 
permit the seizure of cash found in the possession of narcotics traffickers, with
out regard to their tax liability. Title III of the Bill under consideratIon would 
at 'Jmplish this objel!tive by amending section 881(0.) of Title 21 of the Code 
to )ermit the forfeiture of the proceeds of illegal drug transactions and cash 
used in 'the illegal drug business. 

We strongly urge the adoption of tllis provision. 
Title IV of the Bill would amend the Currency and Foreign Transaction Re

porting Act. Certain provisions of that Act have improved the Service's ability 
to reconstruct financial transactions, to establish audit trails, and to monitor 
major currency flows within the United States. Strengthening the proviSions 

. of this Act should further improve our ability to monitor international financial 
transactions. 

Though the U.S. Customs Service is the agency responsible for enforcing the 
reporting requirements regarding the international transportation of .currency, 
we e:x:pect that Customs will begin shortly to provide that data to the Service 
in computerized form as part of an interchange of information gathered under 
the provisions of this Act. Accordingly, the Service's compliance activities should 
benefit from any new enforcement authority conferred upon Customs by Title 
IV of this bill. 

80-321 0 - 77 • 6 
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I believe that it may be appropriate to rllise one further point that is relevant 
to this urea, although not contained in the bill under consideration. Frequently 
the proceeds of illegal narcotics traffic will be hidden in foreign tax haven 
countries. Our experience indicates that the principal barriers in the successful 
prosecution of tax evasion schemes involving overseas institutions and trans
actions are th\· limitations placed upon us by foreign secrecy laws. While there 
has been increasing cooperation on the part of certain foreign governments, the 
high standards of admissibility imposed upon us by the laws of evidence of the 
United States often makes prosecution impossible on the basis of information 
which is available to us. For example, a certification by a government official is 
adequate under Swiss laws. Therefore, the Swiss officials cannot understand why 
we need something which would be the equivalent of a deposition of the govern
ment official in order to admit the evidence in this country. I believe thi::. problem 
could best be corrected by providing in the Federal Rules of Evidence for the 
presumptive admissibility of evidence officially furnished by a foreign govern
ment, thus placing the burden of refuting this presumption on the taxpayer, who 
is the only party who has full access to all the information. 

Mr. Chairman, I appreciate your in,"!ting me to appear before you today, and 
I would be pleased to respond to any questions that you or the other Senator!; 
may have. 
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396 / U.S. Government Manual 

For further information, contact the Office of 
the Commissioner, Bureau of the Public Debt, 
Department of the Treasury, Washington, D.C. 
20226. Phone, 202-964-5294. Requests for 

Internal Revenue Service 

information relating to holdings of all series of 
savings bonds and savings notes shoUld be 
addressed to: Bureau of the Public Deht, 536 
S. Clark St., Chicago, III. 60605. 

1111 Constitution Avenue NW., Washington, D.C. 20224 
Phone, 202-964-4021 

The Office of the Commissioner of In
ternal Revenue was created by the act 
of July 1, 1862 (12 Stat. 4·32; 26 U.S.C. 
3900) . 

The Internal Revc:me Service 
(IRS) is responsible for administering 
and enforcing the internal re\'enu'~ 
law" except those relating to alcohol, 
tobacco, fir('nrm" ancl explosiws. The 
IRS mission is to encourage and 
achieve the highest possible degree of 
voluntary compliance with the tax 
laws and regulations and to maintain 
the highest degree of public confidenc(' 
in the integrity and efficiency of the 
Service. Accomplishment of this mis
sion invokes communicating require
ments of the law to the public, assist
ing taxpayers in complying with the 
laws and regulations, and taking those 
enforcement actions necessary for fair, 
effective, and' impartial tax adminis-
tration. 4 

Babic TR: ,lctiyities include provid
ing taxpayer iiervice and education; 
determination. assessment. and collec
tion of in t['rnal re\ cnue al:,d other mis
cellaneous ta};('s; and preparation and 

Regional Offices-Internal Revenue Service 

issuance of rulings and regulations to 
supplement provisions of the Internal 
Revenue Code. The source of most 
revenues collected is the incli vidual ill
come tax and the social insurance and 
retirement taxes, with other major 
sources being the corporation inconlC, 
excise, estate, and gift taxes. 

IRS organization is designed for 
maximum decentralization, consistent 
\\'itll the need for uniform interpreta
tion of the tax laws and efficient utili
zation of resources. There are three 
organizational levels: the national of
fice, the regional office, and the dis
trict offices and service centers. Dis
tricts mar have local offices, the num· 
ber and location of which are deter
mined by taxpayer and IRS needs. 

HEADQUARTERS ORGANIZATION 

The national officr, located in Wash
ingtol', D.C., deyelops nationwide poli
cies .md programs for the administra .. 
tion of the internal 1'(,\,(,1111(' laws a1lCI 
provides o\'('rall direction to the licicl 
org,tI1ization. The i\alir,nal Computer 
Center, ;"lartimhurg, W. Va., and the 

Roglon Regional Commissioner Address 

CENTRAL-Michigan, Indiana, Ohio, Kentucky; West Palrlck J. Rullle, Acting .•.••• 550 Main 51., Cincinnati, Ohi'; 45202. 
Virginia, 

MIO·,\TLANTlC-Pennsylvania, New Jersey, Dela· 
ware, Maryland, Virginia. 

MIDWEST-North Dakota, South Dakota, Nebraska. 
Minnesota, Missouri, Iowa, Wisconuin, Illinois. 

William D. Walters ........... 2 Penn Center Plaza, Philadeiphia, Pa. 
19102. 

Edwin P. Trainor ............ 35 E. Wacker Or., Chicago, III. 60601. 

NORTH ATLANTI C-Maine, Vermont, New Hampshire, Elliott H. Gray ............... 90 Church St., New York, N.Y. 10007. 
Now York. MassachuseUs, Connecticut, Rhode' 
Island. 

SOUTHEAST-Tennessee, North Carolina, MissiSSippi, 
Alabama. Georgia, rtorida. South Carolina. 

SOUTHWEST-Wyoming, Colorado. Kansas, New 
Mexico, Oklahoma, Texas. Arkansas, Louisiana. 

Edmund J. Vitkus, AcUng •••.• 275 Peachtree SI. NE., Alianta, Ga. 
30303. 

Waller r. Coppinger ......... 1114 Commerce S I., Dallas. Tex. 75202. 

WESTERN·-Washington, Idaho. Montana. Oregon, Thomas A. CardozL ........ 525 Market St .• San Francisco, Calif. 
Calilornia, Nevada, Utah, Arizona, Hawaii, Alaska. 94102. 
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Department of the Treasury / 397 

Internal Revenue Districts-Internal Revenue Service 

District Address Director 

Alabama 35203 •••••..•••.••••.•••.••• 21Z1 8th Ave., N. Birmingham ••..•••••• _ ...••.• Dwight T. Baptist, 
Alaska 99501 •• _ .•.• _. __ •••..••••.••.. 51h and H Sis., Anchorage •.••.. _ ... · ••••.•..•••• Charles Roddy. 
Mizona 85025 •.•••••.•••••.••••••••.. 230 N. lSI Ave., Phoenix •••.••••••..••••.••..•• Roberl M. McKnevcr. 
Arkansas 72201.. ••.•••.••••.•••..•••. 700 W. Capitol Ave., lillie Rock •.•••••.•...••••• Emmell E. Cook. 
California: 

Los Aneeles 9COIZ •••••.•.•.••••.••• 300 N. Los An~eles SI. ..•••.••••. _ .•••..••••••• Warren A. Bates. 
San Francisco 94102 •••..••...•••..•• 450 Gorden Gate Ave ••..•••.••••.•••....••.••• _ Francis L. Browitt, 

Colorado 80202 ................ _ ..••.. 10\0 171h 51., Denver ........................ Gerald L. Mihlbachler. 
Conncclicul 06l03 .••••••...••.••••..•. 450 Main ~t., Hartlord •.•.•••••.•••...••••••••• Joseph 1. Co.,ley, Jr. 
Delaware 19aOL .•• _ ••.•.••••••••.••. 844 King St., Wilmington _____ ._ .... _ ••• ____ .. _. James E, Quinn. 
District 01 Colllm~ia (Part of Baltimore 

District). 
Florida 32202 ••••••..•••.• _ •.••••.• _ .• 400 W. Bav St., Jacksonville •. _ ••••.•• _ .•••••.•• Andrew 1. O'Donn~JI, Jr. 
Georg,. 30303 ••••....••.••••..••..••. 275 ?eachhee Sr. HE., Atlanta ••••• __ . _______ ._. John W. Henderson. 
l.aw1iI95813 .• _._. ___ ..• _ ••• _. .. .• 335 Me,chanl 51, Honolulu._ .......... _ ..•..... Roberl M. Cults. 
Idaho 83702 •••• _ ...••••••• _ ..•.•.•... 550 W. Fort St., Boise ..•.•.•••.••••••••••.••• _. Howard T. Martin. 
lI:iflOis: 

Chicago 60602 ..... _ •••. _ •••.• _._. 17 II Dearborn SI. •••.•••...•••••.••••• _ ..... _ Charles F. Miriani. 
S~"nRlleld 62i04 __ •• __ ._._ ••••••• _. 325 W.I,dams 51 •••• _ •••• _ •. __ •••. _ .••••. _ •. _. Leon C. Green. 

Indiana 46204 ••••..•..•••.••••.••.• _. 46 E. OhIO St., Ind,anapolis ...... __ ••.•••. _ ... _ James W. Caldnell. 
Iowa 50309 ........... _ •••.• _ •• _ ••..•• 210 WalnutSt, Des MOlnes .. _._. ____ • __ •• _ •••• _ James T. Rideoulle. 
ran~as 67202 ..... _ ................... 412·418 S. Main, Wlchl!a ... ___ •.••••.. __ •.••.. Maurice E. Johnson. 
Yenlucky 40202 .•• _ •.. __ ••. _ .•• __ ._ ••• 60\ W. Broadway, Louisville ....••••.• __ •...• _ •. Paul F. Niedereeker. 
Louisiana 70130 .• ___ •• __ ..••.••••••••. ~uO Scuth S •. , flew Orleans .•••...••...•• _ ..•••• Roger F. Shockcor. 
Maine 0l330 •••••••••.••.••.•••. _ •..•• 6aSewall SI. Augusla .. __ .•.••..••••.•• _ •••••• Whilney L Wheeler. 
Maryland 21201.. •••••.•••••..•••.•••. 31 Hopkins Plaza, Ballimore _______ .......... __ • Gerald G. Portney. 
MasSlChuSp.tls02203,._ ••••• _ .••.. __ •. John F. Kennedy Federal Bldg., Boston ........... John E. Forris\all. 
Michigan 48226 •.•• _.:', ............... 65 Cadillat Sq., O.,ro'I.. ............ __ .... __ •. Roger L. Plale. 
l.ll1111.sol. 5510'--._ ••• ___ •••..• __ . __ • 316 Ii. Robert 51.,51 PauL ............ __ ._ .••• C. Dudley Switzer. 
Mississippi 39202 .••.•.• _ ..••••.•• _._.301 N. Lamar St., Jackson_ ..•••..•••. __ ._ •• _ ••• William Daniel. 
Missouri 63101 .......... _ •..• __ .... , 1114 Markel 51., 51. LOuls •• _ ........ _ ••• _____ ._ Richard C. Voskui!. 
Monlana 59601._._. ___ • ___ . ______ ._ •• W. 61h St. and Park MG., Helena._ .......... __ •• Nelson L. Seeley. 
Nebraska 68102 ..... _ .•.••.• __ •••.••. _ 106 S. 15th St., Dmdha ......... __ .. _. __ .••••.• Everell Loury. 
"Ievada 89502 •• _ .. ____ .•. _ •.•• _ ...•• 300 Booth 51., Reno. _____ ._ ••.•••. __ ..... _ .. _ •• Gerald F. Swanson. 
rrew Hampshire 03801. ••••.••...•...•• 80 Daniel St .. Porlsmuulh ••.• _ •.. _._ .•. __ •....• Frank Murphy. 
New Jersey 07102 ............ __ .• __ ..• 970 Broad St., Newark .. _____ . ____ .• __ .••••••.. Elmer H. Klinsman. 
New Mexico 87101 ............ _ .•••••• 517 Gold Ave. SW., Albuquerque •...••••• _ .•••..• William B. Orr. 
New York: 

Albany 12206 ..••• __ ..... _ .••.• _._. e~5 Cenlral Ave __ ._ ..•••.•••••.•.••.. __ •. __ .•• Donald T. HarUey. 
Brooklyn; 1201. ........ __ • __ •••..•• 35 Tillary St_ .......... _ •• _ ••• _ ...•• __ .... _ ••. Charles H. Drennan. 
BU'/jio 14202 ..... _ ................ III W. Huron SL ...... _ .•••.•••• _ ...•••••• _ •. Herbert B. Mosher. 
Manhallan 10007 .. _ ................. 120 Church 51., New York __ .•••.•••••.••.••. __ Philip E. Coates. 

ilJrth Carolina 27401. ... _ .......... __ • 320 Federal Pl., Greensbero ...... __ ............ Charles O. DoWitt. 
rLrlh Oakola S8102 ••••.••••. _ .• __ .••• 653 2d Ave. N., Fargo._ ••.•.•••.•.•••• _ .•• _ •••• frederick G. Kniskern. 
Ohio: 

C,ncinna Ii 45202 ...• ""'_ ••. _ •• _. _, 550 fllain 51.. ••...•• __ •••• _ •• _._ ••..••• , .. _ ••• (Vacancy). 
Cleveland 4HS9 •• _._ ..•• __ .• _ •• _ ... 1"4(; F.91h St. .•• _ ............. ___ ••..••• _ .•• RobertJ. Dalh. 

Oklahoma 73102 •••.••• __ ............. 200 HW. 4th St., Oklahoma City .• _ ........ __ ..•• Cly1e I .. Bickerstaff. 
Oregon 9n04 ............ __ ••••.•• _ •. 319 SW. Pine St., Portland. __ .. _ ••• _ •..•.•.•• _ •• Ralph B. Short. 
Pennsylvania: 

Philadelphia 19106 •••••...••..•• _ ... 600 Arch SL._ ................................ Anred l. Whin>ton. 
Pll\sburgh 15222 .••.• _____ •••••• _._. 1000 Liberty Ave ........ _. __ ••••.•••••• __ .•.•• ~ornelius J. Coleman. 

Puerlo Rico (Office of Internalional 255 Ponce ~e Leon Ave., Halo Rey. '" _ .••••• __ ••• Robert G. Lockrow (Dlreclor's 
Operalions, National Office) 00917. Representative). 

P.hodo 1,land 02903.. •.•••.• _ ... _ ..... 130 Broadway, Providence ...................... John J. O'Bnen • 
. South Carolina 29201. ___ • ___ ... __ .. ___ 901 Sumter St., Columbia .... __ •••• __ ._ ....... Harold Bindseii. 
South Oakola 57401.._ ................ 640 9th Ave. SW., Aberdeen_ ................... John B. Langer, 
Tennessee 37203 •.••••• _._ ••.• ___ •••• _ 8th Iwe. and 610adwi-Y, Nashville .••••.•. __ •. ___ James A. O'Hara. 
Texas: . 

AUstin 78701.._ •••.•.••.•• __ ••• _ ... 300 E. alh St ••.• ___ .••• _ ••••• _ •. _._ .......... Richard J. Stakem, Jr. 
Dallas 75201.. __ .•••.• __ • __ ••••• ___ • 1100 Commerce St_._._ ••• __ .•••• _ ••...• _ ••••• _ Alden W. McCanless. 

Utah 84110 •• _. ___ ••••••••• ___ ••.••• _. 350 S. Main SI., Sail Lake City. __ •••••••• _ ...... Roland V. Wise. 
Verlpont 05401 •••.•••• ___ ........ _ •• 11 EI mwood Ave., Burlingloo ..• _._ ............. Carolyn K. Butiolph. 
VirRlnia 23240 .•••• _ .......... _ ....... 400 N. 8th St., Richmond •••• _ •• _. __ •••.• _ ••• _ •• James P. Boyle. 
Virgin Islands (Office 01 International 22 Crystal Gade, Charlotie Amalie, 51. Thomas. 

Operations, Nalional OffiCe). 
Y,ashinglon 98121.. .. _ ••••••.•• _ •••••• 2033 6th Ave., Seallle .... _ ••.•••••• __ ._ ••. _ •••• Michael O. Sassi. 
Wesl Virginia 26101. ....... _ •••• _ .•••• Juliana and 5th Sts., Parkersburg _ .... _ ••••.••• (Vacancy). 
Wisconsin 5n02 ___ ._ •• ___ ••• _ .• ___ •• _ 517 E. Wisconsin Ave., Mil waukee.:1 ••• _ •.•• _._ •• Lawreoce M. Phillips. 
Wyoming B2001. •• _ ••••••••••••• _._ •• _ 21st and Carey Sts. Cheyenno •••••• __ ••• _ •• _ •.• T. Blair Evans. 
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IRS Data Center, Detroit, Mich., are 
also assign('d to the national, office. 

Field Organization 

As a decentralized organization, most 
of the IRS personnel and activities are 
assigned to field installations. 

REGIOXAL OFFICES 

There are se,,;'!n regions, each headed 
b, a R('c:ional Commissioner, which 
s~pen'ise\md e\'aluat(' tIle operations 
of (li~trict offices and service center~. 
:\n appellate activity to hear disputes 
from di"t riet offices is assigned to the 
r('.c:ional officl' .. \lso locatl'd [herC', but 
not supervised by the Regional COlll

mi,sir)]Jer, ;tr(' the Regional Counsc1 
alld Regional InspectOl:. 

DISTRICT OFFICES 

There are 58 Int(,1'I1al Revenue dis
tricts, each administered by a District 
DirC'ctor. Districts may (,J1compass an 
entire St<lte. or a certain nlllllhC'1' of 
cOllnti('s wilhin a State, depending on 
population and geographic factors. 
Programs of the district inclllde tax
payer service, audit, collection, intel
ligence, and administration. Functions 
performed arc: assistance and sen·ice 
to taxpayers; detcrmin<1 lion of tax Ii
abilitv Il\' audit of itax returns: con
feren~('s ;>11 disputed tax liabilitie~; col
lection of delinquent returns and taxes: 
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certification of refunds; and investiga
tion of criminal and civil violations of 
internal revenue laws (except those re
lating to alcohol, tobacco, firealms, and 
explosives). Directors are responsible 
for deposit of taxes collected by the 
district and for initial processing of 
original applications for admission to 
practice before IRS and renewal issu
ances for those practitioners already 
enrolled. Local offices may be estab
Iishcd to meet taxpayer needs and IRS 
workload rcquircments. 

SERVICE CENTERS 

Also under thc supcn'ision of the Re
gional Commissioner, are 10 senicc 
centers, located at Austin. Tex.: Cham
blee, Ga.; Covington, Ky.;· Kansas 
City, Mo.; Andover, r-fass.: Ogden, 
Utah: Fresno, Calif.; 1femphis, Tenn.; 
Brookhaven, N.Y.; and Philadelphia, 
Pa. Each service center processes tax 
return~ nnd relatcd documents and 
maintains ncr ollntabilirv records for 
taxes collected. Progranls include the 
processing, vcrification, and accounting 
control of tax returns; tIle assessmcnt 
and refund of taxes: and the prepara
tion of audi t selection lists. 
For further information, contact any District 
Office or the Public Affairs Division, Internal 
Revenue Service Headquarters, Department of 
~he Treasury, 1111 Constitution Avenue NW., 
Washington, D.C. 20224. Phone, 202-
964-4021. 
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[Testimony continued from p. 30.] 
Mr. ALEXANDER. ""Ve appreciate the opportunity to appear before 

you to discuss with you the exercise of our responsibilities, Mr. Chair
man, in striking that delicate balance that you mentioned. This is the 
balance between effective and comprehensive enforcement of the tax 
laws against those that you mentioned-they arc a handful of citizens 
who are wreaking havoc upon this country-and due process, the 
guarantees of rights under the law and under the Constitution. And 
in striking that balance, Mr. Chairman, we strongly urge favorable 
action.on S. 3411. 

OOOAINE BUST REVEALS REPEATERS AND BAIL JUMPERS 

Senator BAYH. I visited with Mr. Bensinger yesterday-when he was 
here last week, I askod why cocaine had not received quite as high 
priority treatment as heroin-and yesterday morning, when we had 
rescheduled this meeting to discuss the problem, I'm sure you noticed 
a big headJine about a cocaine bust. The relevance to what we are 
doing here is the fact that one of the persons involved-they finally 
found in the Baltimore jail-had been arrested several times and had 
not honored his commitment to stay in the jurisdiction and had flown 
his bail commitment. That kind of person is involved in this time and 
time again. It seems we are going to have to make some tough deci
sions to affect this type of criminal. 

Mr. ALEXAI>.'"DER. Mr. Chairman, we don',t think that people in jail 
are immune from t.ax laws, and we surely don't think that drug traf
fickers, whether they are dealing in cocaine or any other type of drug, 
are immune from the tax laws, and we surely are trying and have been 
trying to meet our responsibilities, and we need some help in the law. 
And that is why we are here, to join with Mr. Bensinger and others in 
urging enactment of the bill before you and the supplementary legis-
1n.tion designed to carry out the administration's program. We think it 
is highly desirable, highly necessary, and will be quite helpful. 

As to this pa,rticular case, cases are not made overnight. There may 
be coincidences in announcement, but oases are developed over a long 
period of time. 

We have been working with the DEA, and the fruits of this !?>ffort 
were recently in the papers in a particular matter close to Washington. 

Now, Mr. Chairman, my statement talks about the problem that you 
and others are concerned with, and that is doing something about the 
profitability of this traffic conducted by this vicious liandful of 
citizens. 

PROBLElI OF OASH ON THE STREETS 

Let's put it in another context, though. Let's talk about the problem 
of cash on the streets. One of the principal efforts in the drive against 
narcotics traffic has been an attempt to confiscate :financial resources, 
and one of the most inviting targets has been cash on the streets. 

Section 881 of title 21, the forfeiture provision, provides for the 
forfeiture of controlled substances and automobiles and other thingfl 
but does not provide for the forfeit ure of cash used in or intended 
to be used as the illegal drug business. Title III of this bill would 
remedy this defect, and the Internal Revenue Service has been urging 
this, now, since May of 1974 and even earlier. We have been urging it 
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beu:'Luse there has been a hole in t.he law. That hole in the law has 
created strains on the system 'and created problems for the Internal 
Revenue Service that have. found tJleir way into the S11preme Court, 
in the Laing and n a Zl cases discussed in my statement, and the Shapiro 
case, also; created problems which have resulted in congressional ac
tion in the tax 1'6£01111 bill of 1976, passed by the House, and this 
portion of the hill also passed by the Senate, calling for limitations on 
our use of termination assessments and new limitatiC'lls upon jeopardy 
assessments in an effort to st.rike this balance in file law, the balance 
you mention between due process and effective en forcement. 

Sect.ion 6851 of the law prior to this proposed amendment provide..q 
for the immediate. termination of t.he t.axpayer's taxable period if t.he 
taxpayer int.ends to commit an act t.hat would prejudice or impair the 
collection of a t.ax. 

Section 6331 of the law provides for the seizure of a delinquent tax
payer's property to satisfy an assessment. 

Now, these provisions are available only if there actually is a tax 
liabilit.y and only if that tax liability may be established with some 
reasonable degree of exactitude. 

Senator BAYII. That would also apply to someone in legitimate 
business~ 

Mr. ALEXANDER. Legitimate or illegitimate. 
Now, "We know full well that those in illegitimate businesses are less 

inclined than those in legitimate businesses to meet their tax obliga
tions. ,Ve are fully aware of that. lYe have been aware ofthat. ,Ve will 
continue to be aware of that. ,Ve are fully cogni.zant of the fact that 
jf you take 100 kingpin narcotics trafiickers, yon are much less likely to 
find compliance with the tax laws than if you select 100 Franciscan 
monks. And we allocate our resources accol:dingly, and we have been 
doing that and will continue to do that. So we do have a disproportion
ate interest in this field-we haye had and will continue to have it, 
but we will have a more effective program. 

EffectiYe, why~ Because it will work. Effective, because we need in 
the fulfillment of our obligation to enforce the tax laws, to make com
pletely certain that no one has a free pass. 

,Ve need to have a disproportionate effort, and we have had a dis
proportionate effort against this handful that you describe, because 
that handful is less likely, as is obvious to all of us, to fulfill their re
f'-ponsibilities than others. And if a narcotics trafficker who is also a 
tax evader is put in jail for tax evasion, that's one less narcotics traf
ficker out on the street-actually not out on the street as much as well 
removed from the street, someone that cannot be reached by direct in
yestigative methods. 
Reso~rces a~e applied to the street when they should be applied to 

the maJor trafiickers. 
And the agreement that you mentioned that we have entered into 

with the DEA, we think, will serve to meet both your goal and that of 
the President to have a responsible and effective program against those 
who earn their liying in this vicious trade and who refuse to meet their 
obligations as taxpayers. 

That's what we're trying to do, and we need some help. "Ve need 
some help in providing for the forfeiture of cash, title III. liVe need 
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some help in title IV which helps our sister bureau in Treasury, Cus
toms, to obtain information which we will share for the benefit of the 
Treasury Department and for the benefit of the public. 

BELIEVE ILLEGAL PROFITS HIDDEN IN TAX-HAVES COUNTRIES 

lYe also, Mr. Chairman, are having a problem that goes beyond the 
bill before you, S. 3411. It is mentioned at the end of my stn,tement 
over on pages 11 and 12.1 ,:Ve believe that frequently the proceeds of 
the narcotics traffic are hidden in foreign tax-haven countries, coun
tries with secrecy laws. lYe are trying to work out treAties with these 
countries. It takes time. It is very difficult to achieve. It goes against 
certain economic goals that some of these countries may perceive. 

But the use of these termination powers met with very strong judi
cial and public criticism. 

The article in the 'Wall Street Journal of April 10, 1974, is a prime 
example of media criticism. 

In addition to the Laing and Hall cases that I have mentioned, there 
is a case called Willits y. Riolzmylso'll, which made it clear that the 
fifth circuit court of appeals would not permit the, use of our broad 
powers to take possession of the property of citizens by summary 
means that ignore many basic tenets of due process to be turned on 
citizens suspected of wrongdoing, not as tax collection devices, but 
as summary plUlishment. vVe cannot do it. The fifth circuit struck us 
down time and time again. 

l:Vhat does this make for? It makes for ineffective enforcement. It 
does not achieve the goal which you, nfr. Chairman, restated your 
dedication to a few minutes ago. Instead it detrncts from the achieve
ment of that goal, because resources are applied to cases that cannnt 
be sustained. 

,Ve need to have a change in the law, and our chief counsel, nfr. 
W'hitaker, can describe it in much more detail than I, which will re
duce the very high standard now demanded with respect to certifica
tion by foreign officials of a fact that we need to establish. We need to 
have this evidence admitted and held to be presumptive of the fact. 

This provision, if enacted, plus title lIT, title IV, and raising the 
now $2,500 limit on achninistrative forfeitures to $10,000, which ,ye 
also strongly favor, will go far, together with a strong ~tl1cl effective 
and lawful effort by the Internal Revenue Service working with DEA, 
to enforce the tax laws against tax evaders who 'are narcotics traffickers, 
in meeting the goals and in striking that delicate balance that YOll 
described. . 

MI'. Chairman, I would like to submit for the record the Joint Com
mittee on Internal Revenue Taxation Release of August 3 with re
spect to a GAO report, and that GAO report, afl well, of July 16, 1976, 
discussing the use of jeopardy and termination assessments by the In
ternal Revenue Service. 

GAO, having reviewed the prior program, which has been discussed 
before this committee and before other committees, found-looking 
from the standpoint of its fulfillment of its respollsibilities-certajn 
problems that had not escaped our attention. . 

1 See prepared statement, p. 32. 
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Senator BAYR. We will insert them in the record at this point. As 
exhibits No.2 and 3. . 

[Testimony continaes on page 67.] 
[EXHIBIT No.2] 

USE OF JEOPARDY AND TER1>UNATION ASSESSMENTS BY THE IBS 

The Joint Committee on Internal Revenue Taxation announces the release 
of a report from the Comptroller General of the United States entitled "Use of 
.Jeopardy and Termination Assessments by the Internal Revenue Service" (GAO 
Report No. GGD-76-14; July 16, 1976). This GAO report is in response to the 
December 1974 request by the Joint Commibtee for a review of the use by the In
ternal Revenue Service of jeopardy and termination assessments. This request 
was made because of concern that these extraordinary allSeSsment and COllectiOlI 
procedures be used only where appropriate and in a reasonable manner with ade
quate procedural safeguards against abuse. (A GAO report on illS procedures 
regarding seizures and sales of property will be made later this year to the 
Joint Committee.) 
GAO findings and ooncZusions 

The GAO study of IRS use of jeopardy and termination assessments included 
a field review of jeopardy and termination assessments of two IRS districts and 
one IRS Service Center and a review of a sample of audit reports at the Na
tional Office. The assessments reviewed were initiated from January 1973 to 
June 1975. 

The Internal Revenue Code provides that when the IRS determines that col· 
lection of a tax may be in jeopardy, it may be immediately assessed and collect 
the tax-throngh seizure of property, if necessary. If the date for filing a return 
and paying income tax has not passed, a "termination assessment" may be made 
of the tax liability before the end of the tax year (under section 6851 of the 
Code). If the due date for filing a return and paying the tax has passed, this is 
generally done pursuant to a jeopardy assessment. Jeopardy assessments are of 
two types; (1) when the tax involved is a tax which the Tax Court has juris· 
diction to consider (income, estate and gift taxes, and the private foundation 
and pension excise taxes), the jeopardy asses.sment is made under section 6861 
of the Code; and (2) where the tax liability is not subject to review by the Tax 
Court, the jeopardy assessment is made under seciion 6862 of the Code. 

The GAO indicates that before fiscal year 1972, IRS made relatively few jeop
ardy and termination assessments. However, in response to the President's 
announcement of an expanded effort to combat drug abuse, the IRS in July 
1971 established a high-priority project caUed the narcotics traffickers program. 
The purpose of the'-Program was to make a systematic tax inVestigation of mid
dle-and-upper-echelon narcotics dealers. IRS statistics show that after the 
trafficker program was initiated many of the jeopardy assessments and the ma
jority of the termination assessments made were directed at individuals sus
pected of or arrested for drug law violations. 

The GAO review of termination assessments (sec. 6851) used against suspected 
n.arcotic traffickers indicates that only a small portion of the original assses
ments was upheld by later IRS review. Sixty-four of the 68 termination assess
ment cases covered by the GAO review involved alleged narcotics traffickers. 
Forty of these had been finalized as of March 1976. The original assessments in 
these cases totaled $1,254,233. The final assessment totaled $220,677. Jeopardy 
assessments (under sec. 6861) were also used against suspected narcotics traf
fickers but with much greater success. Twenty-one of these jeopardy cases were 
examined of which 12 involved suspected narcotics ,traffickers. Of these, nine 
were finalized as of March 1976. The original assessments fot these cases totaled 
$353.210 and the final assessments totaled $342,105. At the time of the GAO re
view, termination cases were not afforded the same opportunities for judicial 
review as were section 6861 jeopardy assessments; and the GAO indicates that 
this may be the reason why the la<tter were better supported. 

With respect to jeopardy assessments under section 6861 against taxpayers 
other -than narcotics traffickE'rs, the GAO indicated that it was satisfied that the 
use of jeopardy assessmpm; was ren~onable. Also, with respect to jeopardy as
seSflments under section 6862, the GAO indicated that it was satisfied that, in 
E'acll instance, a tax deficiency existed -and the taxpayer assessed was liable for 
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the deficiency. The jeopardy assessments ,under section 6862 were made against 
officers of insolvent corporations who were' found by IRS to have been responsible 
for withholding taxes from employees' wages and. for not paying the withheld 
taxes to the Government, against employers for taxes withheld from the wages 
of employees but not paid to .the Goverment where the financial solvency of the 
employers appeared to be endangered, and against taxpayers for the nonpayment 
of wagering taxes. The GAO review also indicated that for the cases in w1ich 
termination assessments were used against taxpayers other than narcotics traf
fickers, the use of termination assessments appeared to be reasonable. 

The GAO also reviewed the existing law to determine the ,adl!quacy of the 
legal remedies of a taxpayer who is subjected to a jeopardy or termination 
assessment. In its September 1975 draft report to the Joint Committee (pre
pared at the time of the Ways and :Means consideration of the tax reform bill), 
the GAO noted that the IRS had maintained t.hat the only judicial remedy avail
able to a taxpayer who had been subject to a termination a::sessment was to 
pay the assessed tax, file a claim for refund with IRS, wait 6 months (unless 
IRS denied the claim sooner), and file a refund petition with the Federal district 
court or Court of Claims. Because it was IRS practice not to consider a refund 
claim until after the end of the taxpayer's normal tax year, there \!ould be 
considerable delay before the taxpayer obtained judicial review of his case. 
During this period the taxpayer would be deprived of the use and benefit of any 
property that IRS had seized. Consequently, the GAO recommended in the draft 
report that a taxpayer whose taxable period has been terminated under section 
6851 should have a more timely right of judicial review and that his property 
should not be allowed to be sold until such review is completed. However. in view 
of two January 1976 Supreme Court decisions (Laing v. U.S. and U.S. v. Hall), 
which held that the IRS is required to issue a notice of deficiency-a jurisdic
tional prerequiSite to litigation in the Tax Court-to a taxpayer whose taxable 
year is terminated pursuant to section 6851. this recommendation was deleted 
from GAO's final report. 
GAO legislative recommendations 

GAO recommends that the Congress amend the Internal Rl!venue Code to 
provide that, if a jeopardy assessment is made under section 6862, the taxpayer 
shall have a more timely right to judicial review than is currently provided 
under the Internal Revenue Code and that se:i.ze{l property shall not be sold 
until the judicial review process is completed. 

GAO further believes that if legislation is enacted to carry out its recom
mendation, IRS procedures now applicable to section 6851 and 6861 assessments 
could be extended to section 6862 .assessments with a minimum of administra
tive difficulties. 

GAO also reviewed the provisions in the tax reform bill (H.R. 10612). as 
passed by the House, and concluded that such pJ.1ovisions (relating to assessments 
under sections 6851, 6861 and 6862) would meet the objective of its recom
mendation. 
IRS comments 

The GAO report includes a response from the Commissioner of Internal 
Revenue commenting on the GAO draft report. He stated that IRS had no 
objections to the GAO proposals for judicial review of jeopardy and termina
tion assessments. However, he indicated at that time (December 9, 1975) that 
iRS could envision some tax collection problems created by delays which would 
develop. 

GAO notes that the collection problems envisioned earlier by the IRS to a 
large ex~ent are now moot since, in response to the Supreme Court decisions. 
the IRS has issued instructions to handle section 6851 termination .assessments 
in a manner similar to the handling of section 6861 jeopardy assessments. 
Ava'iZability of GAO report 

Copies of this GAO report on IRS use of jeopardy and termination assess
ments may be obtained ($1.00 for the general pubuc-those not associated with 
the press, the govenment, or an educational or nonprofit organization) from the 
U,S. Gene~al Accounting Otlice, Distribution Section, P.O. Box 1020, Washington, 
D.C. 20013. 
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(Exhibit No.3) 

REPORT TO THE JOINT COMl\IIITTEE 
ON INTERNAL REVENUE TAXATION 
CONGRESS OF THE UNITED STATES 

BY THE COMPTROLLER GENERAL 
OF THE UNITED STATES 

Use Of Jeopardy And 
Terrrlination Assessments 
By The Internal Revenue Service 
Department of the Treasury 

GAO recommends legislative changes to more 
fully protect the rights of taxpayers by per· 
mitting timely judicial appeal. 

GGD-76-14 JUL.Y16,1976 
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COMPTROLLER GENERAL OF TH5: UNITED STATES 
WASHINGTON, D,C. :084111 

To the Chairman and Vice Chairman 
Joint Committee on Internal Revenue 

Taxation 
Congress of the United States 

This report discusses how the Internal Revenue Service 
collects taxes it believes would be jeopardized by delay if 
nor~al collection procedures were used. It is one of a 
series of reports your Committee requested. 

We are sending copies of this report to the Director, 
Office of Management and Budget; the Secretary of the Treas
ury; and the Commissioner of Internal Revenue. 

Comptroller General 
of the United States 
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USE OF JEOPARDY AND TERMINATIO~ 
ASSESSMENTS BY THE INTERNAL 
REVENUE SERVICE 
Department of the Treasury 

NATURE OF JEOPARDY AND TERMINATION 
ASSESSMENTS 

The Internal Revenue Code provides that when 
the Internal Revenue Service (IRS) determines 
that collection of a tax may be in jeopardy, 
it may immediately assess and collect the 
tax--through Geizure of property, if neces
sary. If the due date for filing a return 
and paying the tax has passea, the action is 
commonly referred to as a jeopardy asseS3-
ment. If the date for filing a return and 
paying the tax has not passed, the action is 
commonly referred to as a termination assess
ment. 

There are three sections of the code involved. 

Section 6861 jeopardy assessments 

Section 6861 authorizes jeopardy assessments 
for income, estate, gift, and certain excise 
taxes. The judicial remedies available to 
the taxpayer are identical to the remedies 
available under normal assessment procedures. 
Upon receiving a notice of deficiency, the 
taxpayer may file a petition for redetet:mi
nation in the U.S. Tax Court. Or the tax
payer may pay the full amount of the defi- . 
ciency, file a claim for refund with IRS, 
wait 6 months (unless IRS denies the claim 
sooner), and then file a refund action in A 
Federal district court or Court of Claims. 
IRS cannot sell seized property during the 
period allowed for filing a petition for re
determination or while the case is before the 
Tax Court. (See ch. 3.) 

Section 6862 jeopardy assessments 

Section 6862 relates to jeopardy assessments 
for all taxes not covered by section 6861. 
It differs from section 6861 in that the 

~. Upon removal. the report 
cover date should be noted hereon. i GGD-76-14 
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taxpayer does not have the right to file a 
petition for redetermination in the Tax 
Court. His only judicial remedy is to pay 
the tax deficiency, file for a refund, wait 
6 months (unless IRS de'des the claim sooner), 
and then file a refund action in t:le Federal 
district court or Court of Claims. 

Unlike property seized under a section 6861 
jeopardy assessment, pcoperty seized as a 
result of a section 6862 jeopardy assessment 
can be sold before the taxpayer has a right 
to contest the tax liability in court. 
(See ch. 4.) 

Section 6851 termination assessments 

At the time of GAO's review IRS contended 
that a taxpayer who had been subject to a 
termination assessment had the same right to 
judicial review as the section 6862 taxpayer. 
That is, he could only pay the assessed tax, 
file a claim for refund, wait 6 months (unless 
IRS denies the claim sooner), and then file a 
refund action in the Federal district court 
or Court of Claims. 

However, he had an additional problem. It 
was IRS practice not to consider a refund 
claim until after the end of the taxpayer's 
normal tax year, thus extending the period 
before which the taxpayer could obtain judi
cial review of his case. 

These problems were eliminated by the Supreme 
Court of the united States on January 13, 
1976, when it held that a taxpayer is en
titled to receive a notice of deficiency. 
This permits the taxpayer to petition the 
Tax Court for redetermination of his tax li
ability. (See ch. 5.) 

CONCLUSIONS AND RECOMMENDATION 

We believe that the taxpayer's right to judi
cial review under section 6862 should be 
similar to that provided for jeopardy assess
ments under section 6861 and for termination 
assessments under section 6851. 

ii 
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GAO recommends that the Congress amend the 
Internal Revenue Code to provide that, if 
a jeopardy assessment is made under sec
tion 6862, the taxpayer shall have a more 
timely right to judicial review and that 
seized property shall not be sold until 
the judicial review is completed. (See 
p. 14.) 

The Commissioner of Internal Revenue on 
December 9, 1975, advised GAO that IRS has 
no objection to ~he proposed legislative 
action. (See app. I.) 

House bill 10612 dated November 6, 1975, 
which is a broad tax reform bill, was 
passed by the House of Representatives 
and as of July 1, 1976, was pending in 
the Senate. The bill includes provisions 
which encompass GAO's recommendation. If 
those pro"Jisions are enacted, the rights 
of both the Government and the taxpayer 
should be protected. (See p. 15.) 

iii 
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CHAPTER 1 

INTRODUCTION 

In a letter to the Comptroller General dated December 27, 
1974, the Joint Committee on Internal Revenue Taxation asked 
that we review the procedures followed by the Internal Revenue 
Service (IRS) in making jeopardy assessments. Such assess
ments are made by IRS when it believes the collection of 
taxes is in jeopardy and that normal assessments and collec
tion procedures will not safeguard the Government's interest. 
This report responds to the committee's request. 

NORMAL TAX ~~ 

Assessment of a tax establishes the leg~l liability of 
a taxpayer for the amount of tax due and unpaid. IRS cannot 
take any forceable collection action against a taxpayer until 
after a tax has been assessed. 

For most taxpayers, assessment is made When the taxpayer 
files a return stating his tax liability. In some cases 
assessment is made on the basis of an IRS inquiry or inves
tigation showing that (1) a return as filed does not disclose 
the correct tax liability or (2) a required return has not 
been filed. 

Where IRS makes an inquiry or investiga~ion, ggreement 
may be reached with the taxpayer on the proposed tax changes. 
IRS then assesses the tax and sends the taxpayer "a bill which 
is required to be paid in 10 days. If the taxpayer then 
chooses not to pay, IRS may initiate action to collect the 
tax. 

If no agreement is reached between the ~axpayer"and IRS 
on the proposed changes, a preliminary not~ce (3D-day letter) 
is mailed to the taxpayer which advises hi~ of his adminis
trative appeal rights. If no agreement is reached upon appeal 
within IRS or if the taxpayer does not respond to the prelimi
nary notice, IRS is required tq send a statutory notice of 
deficiency to the taxpayer's last known adrll:'ess, infol:ming the 
taxpayer that he has 90 days .!/ from t\l~ date of the notice to 

--pay the deficiency and ~~ter file a claim for refund or 

--file a petition for redeter~ination in the u.s. Tax 
Court. 

l/It the nQtic~ of deficiency is mailed to a taxpayer outside 
of the United States, the taxpaye~ has 150 days to respond. 

1 
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If the taxpayer chooses the first option and the claim 
for refund is denied or if IRS fails to act on the claim 
after 6 months, the taxpayer may bring suit for a refund in 
the Federal district court or in the U.S. court of Claims. 
If the taxpayer chooses the second option and files a peti
tion for redetermination in the Tax Court, he need not pay 
until the court has redetermined the deficiency. Should the 
taxpayer fail to petition the court within the 90-day period, 
this avenue of review is then closed. During this period IRS 
may not take any [oemal action to collect the tax, such as 
seizing the taxpayer's property or instituting a collection 
action in Federal court. 

At the conclusion of the 90-day period, IRS may then 
assess the tax deficiency if the taxpayer has not petitioned 
the Tax Court or paid the tax in full. IRS is required to 
send a notice and demand for payment to the taxpayer within 
60 days of the assessment, and the amount of the deficiency 
must be paid within 10 days of notice and demand for pay
ment. If full payment is not received, IRS may initiate 
collection action. 

'> 

JEOPARDY AND TERMINATION ASSESSMENTS 

Jeo~ardy and termination assessments differ from normal 
tax assessments in that, when there is an indication that the 
collection of a tax may be in jeopardy, IRS may avoid the 
normal time-consuming assessment and collection procedures 
and immediately assess and collect the tax. Assessments made 
under the authority of sections 6861 and 6862 of the Internal 
Revenue Code are called jeopardy assessments, and those made 
pursuant to section 6851 are called termination assessments. 

Jeopardy assessments are made when collection of any 
ta~ is in jeopardy after the due date for filin9 a return 
1l11d paying the tax has passed. Jeopardy assessments under 
section 6861 are for income, estate, gift, and certain excise 
taxes, and jeopardy assessments under section 6862 are for 
all other tuxes. 

Termination assessments are made when IRS finds that the 
collection of income tax is in jeopardy before the expiration 
of a taxpayer's normal tax year or before the date the tax
payer is required to file a return and pay the tax. In such 
cases, IRS serves on the taxpayer a notice of termination of 
his tax year, or a segm'ilnt of the tax year, and demands im
mediate payment of tax due for the period. 

The IRS manual provides that jeopardy and termination 
assessments should be used sparingly, care should be taken 
to avoid excessive and unreasonable assessments, and such 
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assessments should be personally approved by the district 
director. In addition, the district director is not to ap
prove a termination or jeopardy assessment unless at least 
one of three conditions is met: 

--The taxpayer is or appears to be designing quickly' to 
depart from the United States or to conceal himself. 

--The taxpayer is or appears to be designing quickly to 
place his property beyond tt.e reach of the Government 
either by removing it from the united States, or by 
concealing it, or by transferring it to other persons, 
or by dissipating it. 

--The taxpayer's financial solvency is or appears to be 
endangered. 

~riteria for assessments 

The IRS manual lists the following eight situations that 
represent prima facie cases in which jeopardy and termination 
assessments should be made. 

1. Major operators in the criminal field. 

2. Gamblers who frequently wager large amounts. 

3. Individuals engaged in taking wagers. 

4. Individuals in activities, generally regarded as 
illegal, where there are possibilities of large un
expected losses or interference with their businesses 
or activities by others of the criminal element, such 
as hijackers and blackmailers. 

5. Individuals with a background and history of activity 
in illegal enterprises, such as gambling, bootlegging, 
or narcotics, who are presently engaged in so-called 
legitimate business ventures. 

6. Taxpayers in legitimate business who are consistently 
suffering business or personal losses. 

7. Taxpayers known or suspected of having plans for 
leaving the United States without providing for tax 
payments. 

8. Other taxpayers when the facts and circumstances 
indicate that the taxpayer's present financial con
dition or future possibilities are such as to make 
tax collection doubtful. 

3 
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The IRS manual also cites two additional situations that 
represent prima facie cases in which jeopardy assessments 
should be made. These situations involve taxpayers 
(1) against whom large damage suits are pending or against 
whom such suits are threatened and (2) who have a past (ec
ord for resisting or avoiding payment of their taxes. 

We reviewed pertinent sections of the Internal Revenue 
Code, its legislative history, and the IRS policies, regula
tions, and procedures applicable to jeopardy and termination 
assessments. We also reviewed all jeopardy assessments ini
tiated from January 1973 to June 1975 for the two IRS dis
tricts included in our review, except for four cases that 
were in litigation. Our review included 21 jeopardy assess
ments under section 6861 of the Internal Revenue Code and 
14 under section 6862. In addition, we reviewed 68 termina
tion assessments under section 6851 of the Internal Revenue 
Code, including 59 randomly selected fiscal year 1973 and 
1974 cases and 9 arbitrarily selected fiscal year 1975 cases. 
At the national office, we reviewed 19 internal audit reports 
relating to jeopardy and termination assessments. 

Ive interviewed IRS supervisory and staff personnel who 
had responsibilities relating to the cases selected for re
view. Of the 103 jeopardy and termination assessment cases 
reviewed, 18 of the jeopardy assessment cases were not re
lated to suspected illegal activities. We attempted to inter
view all 18 taxpayers but were successful in interviewing 
only 5 of them. The remaining 13 taxpayers either could not 
be located, did not respond to our requests for interviews, 
or refused to consent to interviews. We did not attempt to 
interview the 85 taxpayers (17 jeopardy and 68 termination 
assessment cases) who were thought to be involved in illegal 
activities. 

We made our review at IRS headquarters in Wash ina-
ton, D.C.; district offices in Los Angeles, Californla, and 
Phoenix, Arizona; and the service center in Fresno, Callfor
nia. Because our review was limited to two IRS districts, 
we are not able to provide information on the procedures 
employed by IRS nationwide. 
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CHAPTER ~ 

JEOPARDY AND TERMINATION ASSESSMENTS 

USED ON NARCOTICS TRAFFICKERS 

Before fiscal year 1972, IRS made relatively few jeopardy 
and termination assessments. However, in response to the 
President's announcement of an expanded effort to combat drug 
abuse, IRS in July 1971 established a high-priority project 
called the narcotics traffickers program. The purpose of the 
program was to make a systematic tax investigation of middle 
and upper echelon narcotics dealers. 

IRS statistics show that after the trafficker program 
was initiated many of the jeopardy assessments and the major
ity of the termination assessments made were directed at in
dividuals suspected of or drrested f.or drug law violations. 

In March 1974 IRS revised the Objective of the narcotics 
traffickers program to that of achieving maximum compliance 
with the internal revenue laws rath·v than disrupting the dis
tribution of narcotics. Subsequentiy, in May 1974 IRS issued 
instructions emphasizing that the same selection criteria 
that are applied to other assessments should also be applied 
to jeopardy and termination assessments, regardless df the 
background or criminal history of the taxpayer. This was to 
assure that only cases with substantial and documentable tax 
violations were included in the program. As a result, the 
number of jeopardy and termination assessments against sus~ 
pected narcotics traffickers was reduced drastically. 

The following tabulation shows the impact of the narco
tics traffickers program on nationwide IRS use of jeopardy 
~nd termination assessments during fiscal years 1972 through 
1975 as well as the reduction in such assessments during fis
cal year 1975. 
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(note a): 

Narcotics traffickers 
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Termination assessments: 
Narcotics traffickers 

program 
Other 

'fotal 

Combined assessments: 
Narcotics traffickers 

program 
Other 

TOTAL 
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__________ Fiscal ~~"L _____ _ 
1972 ~ 1974 1975 ~:!: 

98 
200 

999 
73 

1,097 
-TIl 

141 
lli 

2,448 
--1i.~ 

2,589 
-2Q:!: 

113 
413 

1,523 
--ill. 

60 
150 

304 
.2i 

364 
ill 

412 
~ 

5,274 
375 

5,686 
hill 

a/A nationwide statistical breakdown of section 6861 jeopardy 
- assessments and section 6862 jeopardy assessments is not 

available. 

In a letter to the Deputy Secretary of the Treasury, 
dated June 7, 1975, the Commissioner explained the reorienta
tion of the program. He said the narcotics traffickers pro
gram had raised significant opet"ational issues. Because of 
the special nature of the cases involved, IRS had been called 
upon to make disproportionate use of jeopardy 3nd termination 
assessments. He explained that these collection measures are 
powerful tools, originally intended for extreme exigencies. 

The Commissioner stated that, after detailed full y"ear 
followup examinations, such assessments have often resulted 
in substantial reductio~s and refunds. He further stat~d 
th~t this left IRS open to charges of improper behavior. 
T~erefore, action was taken to insure that restraint and 
careful judgment were exercised and to avoid excessive and 
unreasonable jeopardy and termination assessments. 

Our review of termination assessments used against sus
pected narcot ic traff icker s supports the Commiss ioner' s find
ings in that only a small portion of the original assessments 
~as upheld by later IRS review. Sixty-four of the 68 termina
tion assessment cases covered by our review involved alleged 
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narcotics traffickers. Forty of these had been finalized as 
of March 1976. The original assessments in these cases to
taled $1,254,233. The final assessment totaled $220,677. 

section 6861 jeopardy assess~ents were also used against 
suspected narcotics traffickers but with much greater success. 
Twenty-one section 6861 jeopardy cases were examined of which 
12 involved suspected narcotics traffickers. Of these, nine 
were finalized as of March 1976. The original assessments 
for these cases totaled $353,210 and the final assessments 
totaled $342,105. 

At the time of our review, termination cases were not 
afforded the same opportunities for judicial review as Sec
tion 6861 jeopardy assessments (See chapter 5). This may be 
the reason why the latter were better supported. 
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CHAPTER 3 

USE OF SECTION 6861 

JEOPARDY ASSESSMENTS 

Under normal assessment procedures, there is considerable 
delay from IRS' first proposal of a tax adjustment through 
judicial review in the Tax Court before formal collection 
action is begun. Under a section 6861 jeopardy assessment, 
however, IRS may determine that a deficiency exists and im
mediately assess the tax, send a notice and demand for pay
ment, and levy upon all the taxpayer's property whenever 
there is reason to believe that the assessment or collection 
of the deficiency would be jeopardized by delay. The lO-day 
waiting period normally required between demand for payment 
and seizure of a taxpayer's property does not apply to jeop
arciy assessmeonts. If the jeopardy assessment is made before 
the statutory notice of deficiency is sent to the taxpayer, 
IRS is required to send the notice within 60 days after the 
jeopardy assessment is made. 

The judicial remedies available to a taxpayer who has 
been subject to a section 6861 jeopardy assessment are iden
tical to the remedies available for a normal assessment. 
Upon receiving a notice of deficiency, the taxpayer may 
(1) file a petition for redete~mination in the Tax Court or 
(2) pay the full amount of the deficiency, file a claim for 
refund with IRS, wait 6 months (unless IRS denies the claim 
sooner), and then file a r.efund action in a Federal district 
court or the Court of Claims. 

The taxpayer who has been subjected to jeopardy assess
ment under section 6861, however, does not hav~ all the pro
tection afforded the ordinary taxpayer during Judicial re
view. In the normally assessed tax case, IRS is prohibited 
from taking collection action against a taxpayer's property 
or assets before the time allowed for filing a petition for 
redetermination and while litigation is pending in the Tax 
Court. In the case of section 6861 jeopardy assessments, 
however, IRS is authorized upon assessing the deficiency and 
demanding payment to take immediate ~ollection action, in
cluding seizure of the taxpayer's pro!?erty" Although IRS is 
precluded from selling any property seized before or during 
Tax Court litigation, the jeopardy taxpayer--unlike the 
ordinary taxpayer--loses the use and benefit of whatever 
property and assets are seized by IRS while bis case is 
pending in the Tax Court. 

The 21 section 6861 jeopardy assessments made by the IRS 
Los Angeles and Phoenix districts from January 1973 through 
uune 1975 consisted of the following cases: 
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--12 suspected narcotics traffickers, 

--3 parties (2 individuals and 1 corporation) involved 
in distribution of estate assets without estate taxes 
being paid, 

--1 alleged embezzler who had a history as a con man, 

--2 aliens who were under investigation for questionable 
practices in preparing tax returns and who could not 
be located by IRS, and 

--3 salesmen with suspected involvement in fraudulent 
activities, including 1 who had fled to Canada and 
against whom extradition proceedings had begun, 1 who 
had attempted to flee the united states, and 1 whose 
assessment had been abated but who was being audited 
by IRS. 

The 12 suspected narcotics traffickers cases are dis
cussed in chapter 2. For the remaining nine cases listed 
above we are satisfied that the use of jeopardy assessments 
was reasonable. 

9 
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CHAPTER .i 

USE OF SECTION 6862 

JEOPARDY ASSESSMENTS 

As in the case of a section 6861 jeopardy assebsment, 
IRS is authorized under section 6862 to determine that a tax 
is due and to immediately assess and levy upon all the tax
payer's property when'ever it believes that the assessment or 
collection of the deficiency would be jeopardized by delay. 
A section 6862 jeopardy assessment; however, differs from a 
section 6861 jeopardy assessment in "at section 6862 applies 
to taxes other than those covered by section 6861 and in that 
the taxpayer does not have a right to timely judicial review 
of his tax liability. 

A taxpayer who has been subject to a section 6862 jeop
ardy assessment has no right to judicial review until after 
he pays the tax deficiency, files for a refund with IRS, and 
waits 6 months (unless IRS denies the claim sooner). The 
taxpayer may then file a refund action in the Federal dis
trict court or court of Claims. In addition, property seized 
as a result of a section 6862 jeopardy assessment, unlike 
property seized pursuant to a section 6861 jeopardy assess
ment, can be sold before the taxpayer has had the opportunity 
to contest his tax liability in court. 

Recordd for the 14 section 6862 jeopardy assessments 
made by the Los Angeles and Phoenix districts from January 
1973 through June 1975 indicate that, in each instance, a tax 
deficiency existed and the individuals assessed were liable 
for the deficiency. 

Of the 14 jeopardy assessments, 7 were for penalties 
which were imposed on officers of insolvent corporations. 
These officers were found by IRS to have been responsible for 
withholding taxes from employees' wages and for not paying 
the withheld taxes to the Government. The penalties were 
imposed under section 6672 of the Internal Revenue Code 
which provides that such persons are liable for a penalty 
equal to the total amount of the tax collected but not paid 
to the Government (normally referred to as a 100-percent 
penalty assessment). 

Four of the jeopardy assessments were made against em
'ployers for taxes withheld from the wages of employees but 
not paid to the Government. The basic reason jeopardy assess
ments were made was because the financial solvency of the 
employers appeared to be endangered. 

10 
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The three remaining assessments were made against 
taxpayers for the nonpayment of wagering taxes. These tax
payers were arrested by the local police departments for 
conducting bookmaking operations. IRS records indicated 
that they had not filed the appropriate wagering tax returns. 

Jeopardy assessments appeared to be justified in 13 of 
the 14 cases. The file was incomplete for the remaining 
case. We, therefore, are unable to comment on the justifi
cation for jeopardy assessing this case. 

11 
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CHAPTER 5 

USE OF 

TERMINATION ASSESSMENTS 

If IRS finds that the collection of an income tax is in 
jeopardy, IRS is authorized under section 6851 to 

--serve notice on the taxpayer of the termination of his 
taxable per iod, 

--demand immediate payment of any tax determined due for 
the terminated period, and 

--immediately levy upon all of the taxpayer's property 
if payment is not received. 

Moreover, the lO~day waiting period normally required between 
demand for payment and seizure of property does not apply 
when a termination assessment is made. 

At the time of our review, IRS maintained that the only 
judicial remedy available to a taxpayer who had been subject 
to a termination ?ssessment was to pay the assessed tax, 
file a claim for refund with IRS, wait 6 months (unless IRS 
denied the claim sooner), and file a refund petition with 
the Federal district court or Court of Claims. Because it 
wa~ IPS practice not to consider a refund claim until after 
the end of the taxpayer's normal tax year, there could be 
considerable delay before the taxpayer obtained judicial re
view of his caSe. During this period he would be deprived 
of the use and benefit of any property that IRS had seized. 

On January 13, 1976, however, the Supreme Court decided 
two cases in which IRS' interpretation of section 6851 and 
the relationship bptween section 6851 and section 6861 were 
at issue. 1/ The question before the Court was whether IRS 
is require~ to issue a notic: of deficiency--a jurisdictional 
prerequisite to litigation in the Tax Court--to a taxpayer 
whose tax year is terminated pursuant to section 6851. The 
Supreme Court held that such a taxpayer is e r ,i tled to re
ceive a notice of deficiency affording him th~ opportunity 
to petition the Tax Court for review of his tax deficiency. 
Those taxpay~rs subjected to termination assessments now can 
obtain more expeditious judicial review of their tax liabili
ties. 

lILaing v. united States and United States v. Hall, 
44 U.S.L.W. 4035 AU.S. Jan.-r~~ 
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~he 68 termination assessments in our review consisted 

--64 suspected narcotics traffickers, 

--2 individuals suspected of taking wagers, 

--1 alien who was under investigation for questionable 
practices in preparing tax returns and who could not 
be located by IRS, and 

--1 individual who allegedly maintained a house for 
prostitution. 

The 64 suspected 
cussed in chapter 2. 
we are satisfied ~hat 
reasonable. 

narcotics traffickers cases are dis
For the remaining 4 cases listed above 
use of termination assessments was 

13 
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CHAPTER 6 

CONCLUSIONS, RECOMMENDATION, AGENCY 

COMMENTS, AND PENDING LEGISLATION 

CONCLUSIONS 

Records of the 14 section 6862 jeopardy assessment cases 
indicated that in each instance the tax liability existed and 
the individuals assessed were liable for the tax. Nonethe
less, it is disturbing that under section 6862 of the Internal 
Revenue Code, IRS may assess a tax and seize and sell a tax
payer's property before the taxpayer has the opportunity to 
contest his liability in court. 

~ve believe that a taxpayer who is jeopardy assessed under 
section 6862 should have a more timely right to judicial re
view. The taxpayer's right to judicial review should be 
similar to that provided for jeopardy assessments under sec
tion 6861 and for termination assessment under section 6851. 
In addition, IRS should be precluded from selling taxpayer's 
property seized pursuant to a section 6862 jeopardy assess
ment until the judicial review process is completed. 

RECOMMENDATION 

We recommend that the Congress amend the Internal Revenue 
Code to provide that, if a jeopardy assessment is made under 
section 6862, the taxpayer shall have a more timely right to 
judicial review than is currently provided under the Internal 
Revenue Code and that seized property shall not be sold until 
the judicial review process is completed. 

In the draft of this report, which was submitted to IRS 
for review and comment on September 20, 1975, we also pro
posed that a taxpayer whose taxable period has been termi
nated under section 6851 should have a more timely right to 
judicial review. However, in view of the Supreme Court's 
recent decision, discussed on page 12, we have deleted this 
proposed recommendation from the report. 

AGENCY COMMENTS 

By letter dated December 9, 1975, the Commissioner of 
Internal Revenue commented on our draft report. (See app. I.) 
He said IRS had no objections to our proposals for judicial 
review of jeopardy and termination assessments. However, he 
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said IRS could envision some tax collection problems created 
by delays which would develop. 

The collection problems envisioned by IRS to a large 
extent are now moot since, in response to the January 13, 
1976, Supreme Court decision, the IRS national office issued 
preliminary instructions for handling section 6851 termina
tion assessments in a manner similar to the handling of sec
tion 6861 jeopardy assessments. The preliminary instructions 
included procedures for issuing a statutory notice of defi
ciency providing the taxpayer with the right to file a peti
tion for redetermination in the Tax Court. The notice must 
be issued within 60 days after the section 6851 termination 
assessment is made. 

If legislation is enacted to provide taxpayers with a 
more timely right to judicial review under section 6862 and 
to prohibit the sale of seized property until the review 
process if completed, we believe that the IRS procedures 
now applicable to section 6851 and 6861 assessments could be 
extended to section 6862 assessments with a minimum of admin
istrative difficulties. 

PENDING LEGISLATION 

On Septembe( 19, 1975, we provided a draft of this report 
to the Joint Committee on Internal Revenue Taxation to con
sider in developing tax reform legislation. The staff of the 
Joint Committee summari~ed the draft report--including our 
proposed legislative recommendations--and provided it to the 
House Committee on ways and Means. 

Subsequently, a broad tax reiorm bill (H.R. 10612, dated 
November 6, 1975) was intr.oduced and passed by the House of 
Representatives. As of July 1, 1976, the bill was under con
sideration by the Senate Committee on Finance. The bill in
cludes provisions that: . 

--within 30 days after the day on which there is notice 
and demand for payment under section 6861(a) or 6862(a) 
or notice of termination of a taxable period under 
section 6851(a), the taxpayer may file a petition 
with the Tax Court. 

--Within 20 days after a petition is filed, the Tax 
Court shall determine whether (1) reasonable cause 
exists for the assessment or termination of the tax
able period, (2) the amount.assessed or demanded was 
appropriate under the circumstances, and (3) reason
able cause exists for rescinding the action taken 
under section 6861, 6862, or 6851. 
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--Where a jeopardy assessment has been made under 
section 6861(a) or 6862(a) or a taxable period has 
been terminated under section 6851(a), the property 
seized for collection of the tax shall not be sold 
until after the period for filing a petition with the 
Tax Court has expired or, if the taxpayer files a 
timely petition, until the Tax Court makes its deter
mination. 

If thp-se provisions of House bill 10612 are enacted, the 
Government will continue to be able to take immediate action 
to seize a taxpayer's property if collection of a tax is con
sidered to be in jeopardy. Taxpayers, however, will be able 
to obtain prompt judicial review of jeopardy and termination 
assessments in the Tax Court, and the Government generally 
will not be authorized to sell the taxpayer's property until 
after the taxpayer is given an opportunity for judicial re
view. Thus, the rights of both the Government and the tax
payer should be protect~d, and the objective of our recom
mendation will be met. 

16 
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APPENDIX I APPENDIX I 

Department of the Treasury / Internal Revenue Sen/ice / Washington, D.C. 20224 

Commissioner 

Mr. Victor L. Lowe 
Director, General Government Division 
General Accounting Office 
Washington, D.C. 

Dear Mr. Lowe: 

December 9, ~975 

We have reviewed your draft report to the Joint Committee on Internal 
Revenue Taxation concerning the Use of Jeopardy and Termination Assessments 
by the Service. 

Generally, we have no objections to the propoeals for judicial ~'eview 
of jeopardy and termination assessments; however, we can envision some tax 
administration (collection) problems created by the delays which would 
develop. As mentioned in the report, there are two cases pending' before 
the Supreme Court relating to the judicial remedies available to taxpayers 
subject to termination assessments. The decision of. the Court and the 
pending legislation in this subject should clarify the Service's authority 
in jeopardy and termination assessments. 

GAO note: Technical changes suggested by 'IRS have been 
deleted from this letter. The suggested 
changes have been incorporated in the report. 
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APPENDIX I APPENDIX I 

Mr. Victor L. Lowe 

Thanks for the oppqrtunity to provide our comments on your report. We 
hope the delay in responding has not created any undue hardship. As requested, 
the copies of the report are enclosed. 

With kind regsrds, 

Sincerel:' , 

Enclosures 
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PRINCIPAL OFFICIALS RESPONSIBLE 

FOR ADMINISTERING ACTIVIT~ES 

DISCUSSED IN THIS REPORT 

APPENDIX II 

Tenure of office 

SECRETARY OF THE TREASURY, 
William E. Simon 
George P. Shultz 

COMMISSIONER OF INTERNAL REVENUE: 
Donald C. Alexander 
Raymond F. Harless (acting) 
Johnnie M. Walters 

ASSISTANT COMMISSIONER 
(COMPLIANCE): 

Singleton B. Wolfe 
Harold A. McGuffin (acting) 
John F. Hanlon 
John F. Hanlon (acting) 

ASSISTANT COMMISSIONER (ACCOUNTS, 
COLLECTION, AND TAXPAYER SERV
ICE) : 

Robert H. Terry 
Dean J. Barron 

ASSISTANT COMMISSIONER 
( INSPECTION) : 

Warren A. Bates 
Francis I. Geibel 
Francis I. Geibel (acting) 
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[Testimony continued from p. 40.J 
Mr. ALEXANDER. Mr. Chairman, this completes my opening state

ment. We look forward to answering your questions about what we 
are doing and what we intend to do. 

H questions arise as to the past, both the successes and the failures, 
Mr. Chairman, we look forward to answering those. 

Senator BAYH. Mr. Alexander, I again want to express my apprecia
tion for your presence. The IRS is a part, an important part, of the 
total effort that should be directed at solving these problems. 

Let me address myself to some of the points that you have raised and 
then, also, to some concerns that have been expressed by others. 

You endorse those sections of S. 3411 which would subject the pro
ceeds of narcotics sales and illegal drug traffic to forfeiture. Is it 
your view that these proceeds should, and can; be forfeited if they are 
reinvested in legitimate businesses-whether it is in stock or a local 
laundry~ 

ILLEGAL PROFITS REINVESTED IN LEGAL ENTERPRISES SUBJEOT TO 
FORFEITURE 

Mr. ALEXANDER. I had understood, Mr. Chairman, although I am 
not in the practice of law now, that the forfeiture provision would 
be applicable if there were reason to believe that the proceeds were 
either used or intended for use in this traffic; so if proceeds were 
gained, if the cash in question was gained, by trafficking in an illegal 
substance, I suppose that the intent to invest the cash legally would 
not protect it from forfeiture. 

, Let me add one other thing. 
One of the problems in the prior program in dealing with the 

street people was the fact that when a narcotics trafficker on the 
street was busted by the police and had some cash and they would tell 
us about it, then in certain instances there would be a quick determi
nation of a tax equal to or larger than the amOlmt of cash found, a 
determination on the basis of very hasty evidence, evidence which, 
unfortunately, did not always stand up in court. And the guy might 
actually owe a tax, and if we had time to find that out, then wei could 
probably do something effective about it. 

Now, with this new forfeiture provision remedying this hole in the 
statute that we have been trying to fill now for more than 2 years, 
the cash will be held, and maybe we can have that time. I beli()ve we 
will have that time to make a proper and reasonable determination 
of tax liability, a determination that will stand the scrutiny required 
of us under section 1204 of the Tax Reform Act which filled what 
Congress, the House and the Senate, perceived to be a gap in the due 
process problem that you mentioned. And then we would not be hit 
in the head the way we were in the l{abbaby case in the fifth circuit 
on October 1, 1975, when the chief judge of the fifth circuit said 
this: 

This case presents once again ill pattern we have seen too often recently: 
Arrest by local police, immediate notification of the IRS when drugs and a 
large amount of cash are found in the possession of the suspect, quick termi
nation of the suspect's taxable years, followed by It jeopardy a8sessment based 
on a totally insupportable extrapolation of taxes due from the drug sale. 
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Looking back-hindsight is great-that is not what we should have 
been doing. That is what we cannot do because the courts have made 
it clear that we can't, and Congress is also making it clear that we 
can't. That is what we won't be doing, and that is why we need to 
have enactment of title III, because it will permit the agency that has 
the responsibility, the basic responsibility for enforcement of the drug 
laws to take their cash and retain that cash, and I hope the cash will 
be forfeited. If the cash cannot be forfeited, there will be time to··meet 
the problems that Chief Judge Brown mentioned. 

TAX THE REAPERS OF LARGE ILLICIT PROFITS 

Senator BAYR. Realistically, you have emphasized the cash for
feiture quite a deal. That aspect of the problem seems rather simple. 
What we are after are those people who supply the peddlers, who are 
much easier to apprehend. We are trying to find a way to tax those 
people who provide the cash, the people who make the enormous 
profits. I think the suggested forfeiture provisions will helJ? But, it 
seems to me that if we do no more we are hitting on the tIP of the 
iceberg. 

Mr. ALEXANDER. I agree completely with that assessment, Mr. Chair
man. Apparently, others do not. Apparently, others believe that this, 
perhaps the major portion of the whole program, was sound, effective, 
worked in every instance, and these court decisions never occurred. At 
least in some of the test.imony that I've seen, there is no mention 
whatsoever of any of these court decisions. There is no mention 
whatever of section 1204: of the Tax Reform bill. 

So I am delighted, Mr. Chairms.n, that your perception is so different, 
from that of certain others, because you see it ex·actly the same way we 
do. Our effort, Mr. Chairman, is to enforce the tax laws against all of 
those who violate them, and surely not the least of the violators are this 
handful of kingpin narcotics traffickers, and we are doing just that, 
Mr. Chairman. We will do a better job of it under the agreement with 
DEA. TheY' have already furnished us some 200 names of clasi'; 1 vio-
lators and mformation about them, and we have sent it out to the field. 

But last year we had about 205 cases in active investigated status 
at the end of June 30, 1976. We instituted 1 '71 new cases in that field. 
We had a total of 295 cases on which we had recommended prosecut.ion. 
We obtained 56 indictments in fiscal year 1976 and 51 narcotics traf
fickers were convicted of income-tax violations. That is what we should 
do, instead of the type of thing, Mr. Chairman, that was recently con
demned by Senator Buckley, hardly a bleeding heart, in the August 
1976 Readers Digest illustrating a problem in the old program. We see 
it exactly the same way. 

Senator BAYR. Could you tell us if your program-the Money, 
Intelligence and Narcotics Traffickers program-IS stiJl operating~ 
How does it work ~ 1 

Mr. ALEXANDER. Mr. Chairman, r believe those best in a positioweo 
answer the question will be the two gentlemen on my right,y,·.;areer 
executives of the Internal Revenue Service who were hereXb.:en and are 
here now and will be here in the future, Mr. Wolfe and Mr. Clancy. 

1 See p. 106 et seq. 
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IRS SHOULD COOPERATE WITH OTHER AGENCms 

Mr. WOLFE. Mr. Chairman, I have served on bhe Task Force 011 

Drug Abuse of the Domestic Council. I have attended every session. 
And we fully agree that the Internal Revenue Service should cooperate 
with the other agencies in its efforts, and strictly in accordance with 
the law. And I so reported to that council, and that was my theme, 
that we would cooperate, but we were going to do it legally. 

We have just concluded an agreement with the DEA whioh provides 
that they will furnish to the Internal Revenue Service on a con
tinuing basis the list of what they call all the class 1 violators. These 
are the big ones. These are the leaders in the drug area. 

We have just received the first 200 names. Those 200 names have 
already been sent to the field for investigation. We are going to monitor 
this clost,ly to see that we doa good job. 

And so conseq,uently, we believe that we have an effective program. 
We have issued mstructions to our field people. We have insisted that 
all of our district directors and our regional commissioners visit and 
work closely with the DEA officials in the field so that they can give 
us all the information that they have. 

Not only are we going to investigate tax returns of these people, 
those who have not filed tax returns, we 'are going to see that they do 
file them, or if there is any reason as to why there was an attempt to 
evade taxes by not filing, we are going to prosecute them. And we 
believe we have a strong program, We think in the past year, as the 
Commissioner has testified, we think we have had 'an effective program. 

Senator BAYH. Mr. Wolfe perhaps there is inconsistency here, but 
I like what you say and I like what Mr. Alexander says. However, I 
find it difficult to reconcile some things that are said here with some 
things that hl1ve been said elsewhere. Perhaps you can help me. 

I understand that you were the Treasury representative. 
Mr. WOLFE. I was the Internal Revenue Service representative. 

Treasury also had a representative. 

SUCOESSFUL TAX PROGRAM GIVEN LOW PRIORITY 

Senator BAYH. All right. Can you tell me how the Domestic Coun
cil White Paper report is consistent with what Mr. Alexander stated. 
On page 43 of the White Paper 1 it says: 

The IRS has conducted an extremely successful program :that identifies sus
pected narcotics tNlffickers susceptible to criminal and civil tax enforcement 
actioll. Recently the 'Program has been ~ssigned a low priority because of IRS 
concerns about possible abuses. A task force for safeguards against abuse can be 
developed, and it is strongly recommended ·to emphasize this program. 

It seems' to me you have come to the conclusion thwt the program 
worked, yet you 'backed away from it. 

Mr. ALEXANDER. Let nie try to clarify my views first. 

1 White Paper on Drug Abuse, September 1975, 'A report to the President tram the Do
mestic Councn Drug Abuse Task Force. For sale by the Superintendent of Documents, U.S. 
Government Printing Office, Washington, D.C. 20402. Stock number 041-010-00027-4; 
price $1.55. 
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Senator BAYH. Please, I want to find out what we need ,to do. An?
if we have something that isn't being done properly, then I don't dI
rect this ~as negative criticism, but positive criticism, to see what we 
can do better tomoDrow. 

Mr. ALEXANDER. Not all of the prior program worked, Mr. 
Chairman. 

Senator BAYH. But here is one that seemed to by general assess
ment-that of the White House and others-has been working and it 
has been relegated to a low priority. 

Mr. ALEXANDER. Mr. Chairman, let me make clear again not aU of 
that program worked. Sume things are relegate\l to low priOl:ity, sure. 
Neither the IRS nor any other Federal executIve has the rIght and, 
thank God he and they don't, to decide they are going to keep on doing 
something when the Supreme Court says you caJl't do it. 

Senator BAYn. The Supreme Court didn't hold that. 
Mr. ALExANDER. The Supreme Court said the prior way at getting 

at the street program which was part of the prior program was im
permissible. Mr. Chairman, Congress is saying it's impermissible, the 
GAO is saying it's ineffective. 

KINGPINS' ILLICIT INCO~!E AND PROFITS UNTAXED 

Senator BAYH. I want to continue efforts aimed at these street peo
ple. But, I think we make a much greater impact on heroin t,raffic 
problem, in particular-and certainly it's more in your bailiwick to 
deal with the. people who are not on th.; street and don't take the risk 
of being busted by the narcs-to attempt to prosecute those people 
who sit in their fancy plush offices, making money off those characters 
out on the street. 

Now it seems to me there is the place the IRS needs to direct its 
attention. The illicit income and Foot goes untaxed. 

Mr. ALEXANDER. You're "absolutely right, Mr. Chairman. 
Senator BAYH. I'm not forgiving those on the street. I want to ad

dress them too, hut more ap]:}ropriately we should go after the people 
who provide the poison. 

Mr. ALEXANDER. That'B right. There Ulre others who h~w'~ res]:}onsi
bility with respect to the street people, have the resources to deal with 
them, and can better deal with them. Mr. Chairman, you're absolutely 
correot. 

And the prior program, as has been made clear, I believe, by its 
wrchitect, consisted of two aspects. One of the aspects caused real trou
ble. That trou:ble is not mentioned on page 43 in the "White Paper.l 

However, the direotion that vou read -on page 44 calls for the reinsti
tution of a responsi'ble pra,~ram under proller sa,feguards to "strike that 
balance -that you mentioned earlier, and to direct the effolrt at the right 
people. In a,ccordance with what you stated a moment ago, the people 
that the IRS should be interested in have two things in common. One, 
they are tax evaders and two, in this program they are also narcotics 
traffickers. Narcotics traffickers 'are not immune from the tax laws. 
Cases rure tough to make against them. They are tough to make be·" 
cause you have to make them 'by indirect means. You have to make a 
net worth case 'against one of these characters. And we need this addi
tional help that I mentioned in helping us make these cases against 

, Supra. 
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people that transport their illegal gains abroad. Now that is my an
swer. I interrupted Mr. "Wolfe. 

Senator BAYlI. Let me interrupt here again. I'm sure you're the 
kind of person that doesn't like to mince words-I know what the 
Supreme Court. held. I must say I don't think the Supreme COUI't did 
that program unnecessary harm. As I read it, it says that if you're go
ing to hit some:body like this, it requires some basic opportunities for 
a hearing in the event that you seek to terminate a person's taxable 
period. That seems proper. Now that may make it a little morediffi
cult, but here again we're basically talking about street people. We're 
really not talking aioout that other group of people-those kingpin 
purveyors-that we ought to be directing OUl' attention. 

,Vhat about criminal prosecution, beyonel the seizure and the for
feiture effort ~ 

HIGH-LEVEL PROGRA~I WAS NOT AFFECTED BY COURT DECISION 

Mr. ALEXANDER. Certainly one of the problems with the prior pro
gram was the effort at street people. Now, street people make numbers. 
You can 'add up a whole lot of numbers with street people, a lot of 
numbers in cases or a whole lot of numbers in forieitures, -vou can 
make the assessments sounel pretty big, and the GAO report that I 
submitted to you shows what happens to the assessments. The reason 
why I continue to emphasize this, lVIr. Chairman, is that we 'M'e trying 
to achieve the goal that you set forth in ,the opening of these hearings. 
But there has been a lot of confusion spread, lVIr. Chairman, a lot of 
confusion, by some who don't somehow recognize the faot that the 
fifth drcuit has spoken numerous times, thwt the Supreme Cour.t has 
spoken three times, 'and that we govern ourselves a.ccordingly. Now, 
that doa<; not affect the high-level program. It does undermine much 
of the old program. 

Senator BAYlI. W'ell, tell me how it undermines it. I don't want you, 
or I don't want to hide behind the Supreme Oourt when they hold 
that you have to have hearings, and you have to make sure you have 
a situation where confiscation is j ustifia:ble. We shouldn't let. that serve 
as an excuse for not trying ,to find a legal way to skin the cat. 

lVIr. ALEXANDER. 'Well, I think the Chief Counsel can best describe 
the holdings of the La.ing and Hall cases, Mr. Cha;irman. A basic 
facet of the old sbreet program was, ailter notification by the police of 
two things-first, the 'arrest of a trafficker, and, second, the fact that 
the trafficker had some cash-was to construct a tax equal to the 
amount of the cash, then take the cash. The trafficker would have no 
right to get the cash back until at least the end of the year when he 
could file a claim for .a refund. The Supreme Court said we can't do 
that. Now there is frankly no airgument, I trust, with the Supreme 
Court's decision lIDless Congress wants to override it. Instead of Con· 
~ress over!lllin~ it, they're going just the other way in sec,tion 1204 
III preservmg rIghts. 

Senator BAYH. Let me get back to the question. You have a street 
program,and you also have had a program aimed ,at those Fancy 
Da.ns who PFoyide th~ beroin to the street people; they are the people 
who are aVOldmg pitymg taxes. 

Mr. ALEXANDER. And we kept on with that. 
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DEA/ms AGREEMENT ON KINGPIN PROGRAM 

Mr. WOLFE. Basically, Mr. Chairman, that's what we did here, and 
as a member of this we said we would have this program of the top 
violators, and this is exactly what happened in our meeting with DEA. 
We followed it through, we had the agreement with DEA, and we 
would be happy to submit to the committee a copy of that agreement, 
and this is precisely what we are going to do. . 

Senator BAYH. The agreement came up, when, last week~ Just corn
cidentally, again, a day before the DEA people came up here to testify. 
I'm concerned not only about whether that agreement is worth while, 
but why it took so long to get any agreement on such an important 
matter. That is part of the problem. 

~Tow, I notice figures here, they are IRS figures which document the 
decline of activity directed in untaxed narcotics income. If you look 
at the number of cases selected in 1972, there are 791; the number of 
cases selected in the first 6 months of 1975 is 99. So there has been a 
significant falloff there. 

~?kXANDER. Well, Mr. Chairman, first I think I've already 
mentioned the numbers game, and I've already mentioned that you 
can make a lot of street cases pretty fast, and it takes time and effort 
and trouble to make a case against a major trafficker. 

We can play a numbers game without delivering a sound program 
to the American people. 

Senator BAYH. Can you please tell me then, under the old program, 
what percentage of your cases were directed at the nonstreet people 
as compared to street people, and how that percentage has changed if 
it has changed? I mean not only are the numbers declining from 791 
to about 190 in that 3-year period, but the additional tax and penalties 
recommended has gone from $54 million to $8.1 million, and that would 
be $16 million for a whole year period. 

CLAIMS GAO REPORT "ILLUSORY" 

Mr. ALEXANDER. Well, that $8.1 million may be big-gel' than the 
$54 million. When you read the GAO report, you'll find that much of 
the dollars that hfr.ve been mentioned to this committee as recom
mended, turned out to be completely illusory, and the GAO found that 
to be an inadvisable action. 

Senator BAYH. iWhich numbers '§ 

Mr. ALEXANDER. The $54 million. 
Senator BAYH. Wasn't the $54 million IRS figures? 
Mr. GLYNN. We did not submit the figures that you're reading from. 

I don't know what your source is, but we did not submit them. We 
were not asked about them, and we did not submit them. 

Senator BA'l'"H. We got them from Treasury. 
Mr. GLYNN. Again, I don't know what the source of them is. We 

did not submit them directly or indirectly, and we were not asked for 
them. 
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Ms. Ar"PERN. There was a total of $54.2 million assessed in fiscal year 
1972, one of the YE\ars in which this program was functional. And it 
may relate to that, but that is the assessed amount recommended, as 
the Commissioner has just indicated. 

Senator BAYH. Well, what were the seizures. When you look at the 
figures in 1972, $54 million; in 1973, $94 million; in 1974, $75 million; 
and, suddenly you get to 1975 and there is a precipitious fall off there. 

CLAIMS "LOT OF WATER" IN TREASURY REPORT FIGURES 

Mr. GLYNN. The point is there is a lot of water in the earlier large 
figures because we had to give the money back. That is the point we 
are trying to make. 

Senator BAYH. Well, what are the figures in the seizure then? 
Just to prod your memory, it was $8.5 milhon in 1972, $13.3 million in 
1973, $8.4 million in 1974, and $1.4 million for the first half of 1975 ~ 
Now, are those also watered figures? 

Mr. ALEXANDER. Some of them are, Mr. Chairman. The aggregate 
turned out to be, and I thought we had this information, the aggre
gate through fiscal 1975 in real dollars turned out to be about $38 
million. 

Senator BAYH. I don't want to ask any improper questions. I see a 
lot of head-shaking here. These are figures we obtained from the 
Treasury Department. 

Mr . .Au;XANDER. Well, a figure can represent a recommended de
ficiency and another fi~ure can represent what actually turned out 
to be the tax. And may 1. suggest that these figures are dIfferent, quite 
different. Recommended deficiencies were far different in this program 
from actual that is shown in the GAO report that I have given you 
and I appreciated it in view of the fact that there seems to be some 
question of fact here. If you could look at it. 

MARKED DECLINE IN RESULTS-REGARDLESS OF STATISTICS USED 

Senator BAYH. ",VeIl, the statistics bear out what you said that the 
initial recommendations are substantially higher than the actual col
lections and seizures that are held up. \Vhichever figure you use, 
you see a marked decline in results between 1971, 1973, 1974 and then 
zoom down in 19'75. And that concerns me. 

Mr. ALEXANDER. We went out of the street business, Mr. Chairman. 
Senator BAYH. W· ell, that's why I asked the percentage. 
Ms. ALPERN. Actually, Mr. Chairman, if I might inject myself into 

this, U)73 was the year, according to our records, where we had total 
recommended assessments of $94.4 million. Now, that is the largest 
figure that I have. ;Nevertheless, in 1973 when by everybody's account 
we had a very actIVe program, the revenues actually collected were 
$10.9 million, which was less than the revenues collected in 1974, when 
the total figure assessed was some almost $30 million less than in 1973. 
Now, what happens between the time there is a recommended assess
ment until it goes through the system to final collection is that the 

~ I 
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original assessment shrinks and can shrink dramatically. Other than 
our experience for fiscal year 1972 through fiscal year 1975 cumula
tively, assessments and collections cannot be related. But, for that 
period of time, we had total recommended assessments of $240 mil
lion and actual collections of $38.3 million. 

Senator BAYH. ""Vhat about 1975 ~ 
Ms. ALPERN. In 1975 we had total assessments of $28.3 million and 

collections of $3.8 million. 
Senator BAYH. Which is a significant falloff ~ 
Ms. ALPERN . Yes; but the assessments were less also. 
Senator BAYH. All right. 'Whatever yardstick you want to use in 

this area, whichever yardstick, the results in 1975 were less than they 
were previous. 

Mr. ALEXANDER. That's right. . 
Senator BAYH. You say you are out of the street business. Okay, 

give me some figures that document this alleged change. I understand 
that Congressman Vanik has been trying to obtain recent figures and 
statistics from you but he's not had very much success in getting them. 
He can speak for himself when he appears later this afternoon. 

What are the figures? What are the percentages? I asked the ques
tion a moment ago. Can you provide me with the percentage of cases 
that involved street peddlers versus more professional traffickers in that 
period of 1972, 1973, 1974, compared to 1975 ~ 

Mr. WOLFE. We were just discussing it. I think what we would like 
to do, Mr. Chairman, is to submit that for the record. I don't have 
that broken down between whatever we call a street and whatever we 
call a class I violator. Wd would like to have an opportunity to sub
mit that for the record. 

[Subsequent to the hearing the following information was received:] 

[ExHmIT No.4] 

Question. Senator Bayh: "Can you give me the percentage of cases that in
vol ves street peddlers' and more professional kinds in that period of '72, '73, 
'74 compared to '751" 

Answer. Although we are unable to determine from our reporting systems 
whether individuals included in the former Narcotics Traffickers Program were 
classified as street peddlers, upper-echelon traffickers, or the classification re
ferred to in our recent agreement with DEA as Class I violators, an analysis of 
termination assessments initiated as a result of the NTP program does give some 
insight into this question. Out of a total of 3,999 termination assessments proc
essed, only 69 related to "targeted" NTP cases. In selecting targeted cases, the 
National Office NTP Case Selection Committee attempted to pick upper-echelon 
narcotic traffickers. The balance were nontarget cases, initiated primarily as a 
result of street arrest activities by local police which were brought to the atten
tion of the appropriate Intelligence Dlstrict. Recommended assessments relating 
to the 69 target eases amounted to $23.7 million, for an average assessment of 
$343,000 per case. Recommended assessments relating to the 3,930 nontarget cases 
amounted to $144.2 million, for an average of $37,000 per case. This supports the 
conclusion that the target cases were upper-echelon traffickers, while the spon
taneous assessments of so called "street program" were principally directed at 
the small operator at the bottom of the distribution pyramid. 

Details of these assessments for fiscal years 1972-75 are given in the attached 
table. 

Attachment. 
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SUMMARY OF RECOMMENDED TAX ASSESSMENTSl FOR NARCOTICS TRAFFICKERS PROJECT BY FISCAL YEAR' 

(Dollar amounts in millions) 

Fiscal 1972 Fiscal 1973 Fiscal 1974 Fiscal 1975 

Cases Amount Cases Amount Cases Amount Cases Amoun t 

T8r~e.t. c8,ses examined by audit divIsion ________________________ _ 
Related cases ______________________ _ 

Total _______________________ _ 

73 $23.2 4 ________ _ 455 $26.6 
60 1. 7 

570 • $26.3 
56 2.5 

77 23.2 515 28.3 626 28.8 

554 $17.7 
52 2.5 

606 20.2 
================================ 

Je~~~~~) ____ ~~:::~:~~s ____ ~~~~~~:~_ 35 18.8 53 6.3 22 9.0 4 1.l 
================================ Spontaneous assessments; 

Selected NTP target cases: Terminations ________________ _ 
Nonselected NTP (nontarget) 

cases: 

36 7.7 24 15.0 .9 .1 

Terminations_______________ 542 22.5 1,780 46.9 1,362 38.5 246 6.3 
Jeopardy___________________ 34 .8 100 4.2 35 1.3 18 1. 7 

------------------------------------Total spontaneous assess-
ments_________________ 612 31. 0 1,904 66.1 1,404 

Total assessments_________ 689 54.2 2,419 94.4 2,030 

Revenues.. actually collected ,_____________ 7.1 _________ 10.9 ________ _ 

Note: Details may not add to totals because of rounding. 
I I ncludes additional taxes and penalties, 
2 Covers cases with over $2,500 in recommended assessments. 

40.7 266 

69.5 872 
16.5 ________ _ 

8.1 

28.3 

3.8 

3 Examinations completed through distlict audit review staff (not necessaTily closed by the audit division). 
j Amount previously reported ($32.4) adjusted to eliminate duplicate assessments. 
5 Amounts actually collected include the amounts of money actually receIved by the Service as a result of levy or seizure 

action. 

. MERGED INTO REGULAR SPECIAL ENFORCEMENT PROGRAM 

Mr. CLANCY. I would like to clarify one thing. The street people 
we were referring to were not subject to this. 'rhe interesting thing 
about this, and the thing I'm interested in, is the prosecutions of the 
middle or upper echelon trafficker in the last program that we had, not 
the street people who were, if you will, taking the cash from then. And 
so we can, I think, show you the number of terminations of taxable 
years and jeopardies that were not subject also to criminal investiga
tion and prosecution. Now, in the Intelligence Division we are 0harged 
with the responsibility to make the criminal investigations. Perhaps 
to explain what did happen in fiscal 1975, at the close or fiscal 1975 we 
did in fact merge the program, the former program, into our regular 
special enforcement program. . 

I think some testimony before this committee would indicate that 
we abandoned the program, we abandoned working traffickers, nar
cotic traffickers, and that simply is not correct. Perhaps the level of the 
cases that we were investigating during fiscal 1976 after it was merged 
into our regular special enforcement program was less than when it 
was at its height back in fiscal 1973, but during this current fiscal year 
which just concluded on June 30 we have in t.he pipeline, if you will, 
these are cases that the Intelligence Division has recommended prosecu
tion on on people that have received illegal income from the narcotics 
business. We have 295 or those cases pending for some action. 
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Senator BAYH. 295 cases? 
Mr. CLANOY. 295 cases pending. 
Senator BAYH. How does that compare with previous years? 
Mr. CLANOY. That I can't ten you offhand, but we can give you that. 
Mr. WOLFE. Fiscal 1974 we had 245 pending, fiscal 1973 we had 217, 

and at the end of fiscal 1972 we had 54. 
Mr. CLANOY. The point I'm trying to make is we have not abandoned 

the investigation of people who have received illegal income from 
narcotics. 

Senator BAYH. Has the quality of cases changed? You don't see a 
significant increase in cases over the past 3 years, at least by numbers? 

Mr. Cr~ANOY. \17 e would hope that the quality has improved. 
Senator BAYH. I clon't mean the quality of the work. I mean the 

nature o£ the seriousness o£ the violations involved. 
Mr. CLANOY. The type (1£ individuals we are investigating, the Com

missioner referred to a case that was recently in tIle \17ashington Post 
newspaper, last week I believe, where the individual was indicted on 
charge of filing a false return. If you recall reading that article, it 
implIed that substantial funds to the tunes of hlmdreds of tJ.ousancls of 
dollars had been secreted in foreign bank accounts. I would say this is 
the type of person we are very much interested in investigating. 

Senator BAYH. I have that article here. We will put it in the record. 

[EXHIBIT No.5) 

[From the Washington Post, July 31, 1976] 

ALLEGED DRUG DEALER HELD IN TAX CASE 

(By B. D. Colen) 

A former employee of the government of Thailand, alleged to be a large-scale
heroin dealer in the Washington area, was arrested Thursday at his Silver 
Spring home and charged with filing a false 1975 income tax return. 

Assistant U.S. Attorney Andrew Radding said in U.S. District Court in Balti
more yesterday that Suwan Ratana and his wife, Rebecca, who also is charged 
with one oount of filing a false return, claimed a 1975 income of $14,000 when 
they "made deposits in their bank account of $669,000." 

Radding told U.S. Magistrate Paul M. Rosl'nberg that the Internal Revenue 
Service had estimated that the couple owes $778,000 in taxes on their income 
for the first five months of this year. The couple would have needed an income 
of DlQre than $1.5 million to owe that much in taxei;. 

"What I said at the hearing was that this has been a joint investigation be
tween the IRS and the Drug Enforcement Administration," said Radding, "and 
that Ratana is a large-scale heroin dealer in the Washington area. 

"He's involved \vith the smuggling of drugs from Thailand to the U.S. and the 
distri:bution of drugs in the District, Montgomery and Prince George's counties," 
Radding continued. 

"We also said that in 1976 he transferred $1 million in cash from here to Swiss 
banks and $100,000 to a bank in Thailand," Radding added. 

Radding told the court that Ratana claims to have been unemployed since 
1972. He has been in this country since 1959, the prosecutor said. 

Two Thai officials, who refused to give their names, said Ratana used to work 
for the Thai government student department, which aids Thai students in this 
country. 

Radding said Mrs. Ratana was released without bond but her husband was 
held in lieu of $200,000 bond. 

"We. felt he was an extremely high risk for flight because he had drug con
nections and connections in Thailand. I'm told by the IRS agents this is the 
highest ever set in a tax case of this sort," Radding said. 

Mrs. Ratana refused to comment on the case when reached by telephone at 
the fa·mily's home B.t 10502 Calumet Dr., Silver Spring. 
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Senator BAYR. What about the foreign tax aspect you mention in 
your prepared statement ~ Do you have any estimates relative to the 
total amount of illegal drug moneys that escape tax this way, and 
could you give us specifically what countries are utilized to illustrate 
the practice ~ 

Mr . .ALEXANDER. Well, they are tax havens, and I hesitate to mention 
the countries. We have had, however, a problem specifically with 
Switzerland in a case called "X" that I mentioned in some prior testi
mony before Chairman Rosenthal. On that occasion I specifically re
quested for some additional help here in the law. I don't have a dollar 
figure for you. I wish I did. 

Mr. WOLFE. We have no way in the world of estimating. 
Mr . .ALEXANDER. We know it's very large. We don't know how big. 

Now, we will get a little help in coping with another side of this prob
lem in this same tax reform bill, at long last. There is a provision which 
would tax the income of a foreign trust to the grantor of that trust 
even though somebody else was the U.S. beneficiary, as long as there 
is a present U.S. beneficiary. We really need this law because that has 
been a source of tax evasion. We need the help that the bill that I 
previously mentioned provides in title IV to help our sister agency, 
Customs, get some information that they need, and we will both 
benefit from getting it. I don:t have a good figure for you. I don't like 
to just make wild guesses, Mr. Chairman, about figures. 

This is a massive problem. We are doing our best to cope with it. 
Our resources have been reduced and with these reduced resources 
we are going to try to deliver an effective and comprehensive program. 

Senator BAYR. In your view, as a tax expert, is there anything that 
we can do in strengthening our laws to reach that foreign tax avoid
ance~ 

Mr. ALEXANDER. First, I will try to respond, and then I'll call on 
some other tax experts, Mr. Whitaker and Mr. Glynn, to respond. I'm 
sure there are efforts. We mentioned a couple of them in our opening 
statement. I mentioneCl anot,her one !1 minute ago, the provision that 
would tax the income of a foreign trust to the U.S. grantor. We need 
to have this, and this is a matter not only of the law but a matter of 
law administration. W'b need to have better working relationships, 
cooperative assistance treaties, with more countries-the Bahamas, 
other countries in the Western Hemisphere countries outside the 
"Western Hemisphere. We need to have the right to call upon U.S. en
tities to produce in the United States for our review the ,books ahd 
records of foreign entities with respect to which" the U.S. entities 
have tax relationships. Sections 905 and 964 of the Internal Revenue 
Code do give us some rights, but they are insufficient. 

Now, Mr. Wh:itaker and Mr. Glynn. 
Mr. GLYNN. We include in the opening statement a reference to 

the problems that we have in the rules of evidence because of our 
inability sometimes to get a certified copy of financial rE'.cords from a 
foreign tax agilllCY, and where that foreign country is willing to pro
vide us with uncertified information. In an <,arlier draft of our open
ing statement we included a suggestion that perhaps the subcommittee 
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might help us out in that area but we were advised by OMB that it is 
under the jurisdiction of another subcommittee. But that is one area 
in which we need some help, and that is considering a change in the 
rules of evidence to provide that there will be a rebuttable presump
tion that the financial information provided to us in an official trans
mittal from the foreign government, pursuant to the treaty, would be 
admissible as evidence in the U.S. court proceeding. 

NARCOTIC TRAFFICKERS TAX PROGRAM NOT SUCCESSFUL? 

Senator BAYH. Well, here again, I don't want to be unnecessarily 
critical because I don't have the responsibility of running the IRS. 

'What concerns me is that we talk-all of us here, Mr . .t\...lexander, 
you and I-about the need for special emphasis . .And while I must 
say-and I don't want anyone to be hung' on what he said back in 
1974-that in preparing for this hearing I was trying to identify and 
understand the reasons that the NTTP has not been successful. Are we 
really putting special emphasis on it ~ In this process I ran across 
the statement you made to the tax section of the ABAl. in which you 
stressed that the overall emphasis of IRS enforcement activities had 
been shifted away from special enforcement programs such as nar
cotics traffic, and was directed toward the taxpaying public in general. 
There are other instances 2 where you have, I think it is fair to say, been 
less than enthusiastic about using IRS as an enforcement tool against 
narcotics traffickers tax evaders because you said-and I understand 
this-that IRS is supposed to be a revenue-producing bureau. It seems 
to me there's a difference between how you get a return on the invest
ment, how efficient it is if you try to determine success or failure based 
on the number of dollars you get per man or woman or whether you 
look at it in a more specific perspective of how many of these char
acters, who pay no tax on enormous incomes, you put out of circuhtion. 

Mr. ALEXANDJ!)R. Mr. Ohairman, you put it squarely in the right 
perspective when ;you put the emphasis on prosecutions. That is what 
the intelligence dIvision is all about. The intelligence division is all 
about prosecution of tax evaders, however they make a living. 

Now, the figures that Mr. 'Wolfe and Mr. Clancy have added, show 
that this program now should be more successful than it was in the 
past because putting it squarely the way that you just did in the right 
perspective on the prosecutions, we have more sound cases working now 
than we had in previous days. The problem with this entire program 
and my discontent with it-and I was discontented with it, and, Mr. 
Ohairman, I'm still discontented with it-is the thing we have been 
beating to death this morning: this misdirection toward the street. This 
program should be directed just as you stated, Mr. Ohairman, at the 
class 1 violators. That is exactly what we're doing. That is exactly what 
we are going to do with greater emphasis, with greater efficiency, 

. through working with DEA. 

1 See Appendix, Part 2-Remarks by Donald C. Alexander, Commissioner of Internal 
Revenue, prepared for delivery before the annual convention of the Tax Section of the 
American Bar ASSOCiation, Honolulu, Hawaii, August 14, 1074. 

2 See Appendix, Part 2-"IRS Enforcement Policies", memo of Mar. 3, 1975, from David 
R. IIfacdonald, Assistant Secretary for Enforcement, Operations and Tariff Affairs, to Dep
\lty Secretary Gardner. U.S. Department of the l.'reasury. 

See also-Remarks by Donald C. Alexander, Commissioner of Internal Revenue, prepared 
for delivery before the Executive Committee of the Tax Section, New York State Bar As
sociation, New York. N.Y., June 10, 1975. 
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And there;s one other thing, Mr. Chairman, just a brief point: The 
prior program employed something called a National Office Selection 
Committee. We don't think that is necessary or advisable. The prior 
program was part IRS, part out of IRS. 

Mr. Ohairman, when I came into office, May 1973, something called 
Watergate was around and there was deep concern about the use of 
IRS for nontax purp~ses, political all;d otherwise. I shared that con
cern then and I share It now, Mr. ChaIrman. 

ALEXANDER USES WATERGATE AS CRUTCH 

Senator BAYH. Mr. Alexander, I don't know of a single word that 
has ever been written, and I have never had a thought, to suggest that 
Watergate is the reason to be tender on those nonrevenue characters 
that ought to be thrown in jail and kept there as tax evaders. That is 
an awfUlly weak crutch, isn't it? 

Mr. ALEXANDER. That is precisely what I'm not suggesting. 
Senator BAYH. I thought you were fairly close to that. If not, for

give me if I put words in your mouth. 

CLAIMS CONGRESS AND COURTS CURTAILING POWER 

Mr. ALEXANDER. Well, that is precisely what I'm not suggesting, Mr. 
Chairman. I'm simply suggesting in this way that the Internal Rev
enue Service has this awesome responsibility to administer !/,nd enforce 
the tax laws. It is given great authority, great powers, which are now 
being curtailed by Congress and by the courts, to try to fulfill that 
responsibility. It is accountable to you and to the American public, 
and I am just suggesting that another problem with the prior program, 
and I think we are correct, is who is in charge here, who is trying to 
make this work~ The Internal Revenue Service is going to try to 
make it work. 

Senator BAYH. Did I hear you say that Congress and the courts have . 
curtailed your powers ~ 

Mr. ALEXANDER. Y 88, sir, you heard me say that. 
Senator BAYH. Well, can you tell me how Congress has curtailed 

your powers ~ . 
. Mr. ALEXANDEH. Yes, sir. Under the provision I previously referred 
to, 'among others. 

Senator BAYH. Well, how does that really curtail your powers~ It 
may require you to use a little different procedure, but does it curtail 
your powers ~ 

Mr. ALEXANDER. Sure it does. It curtails what they were doing in 
the street program. Of course, it does. 

Senator BAYH. You told me you were getting out of the street busi
ness, and were now trying to get at those cases that were the most 
productive. 

Mr. ALEXANDER. I'm telling you the Congress is curtailing our 
powers and that o-ives us grooter incentive to get out of those street 
programs; sure, tllUt's exactly what I'm telling you the fact is, Emd 
that's exactly what anybody reading title XII of the tax refo.rm 
bill that passed the House would understand. I'd be glad to submit 
title XII for the record to show how it curtails our powers. 

Mr. GLYNN. Section 1204 of H.R. 10612 which has passed the House, 
and was favorably reported by the Finance Committee and was agreed 

80-321 0 - 77 - 9 
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to on the Senate floor in its consideration of the bill on a title .. by-title 
basis, gives someone who is the subject of a jeopardy or termination 
assessment fly quick route to court fur a hearing on whether we had rea
sonable cause in making the jeopardy determmationassessment in the 
first place, and for a hearing on the issue whether the amount of it 
is fairly reasonable. The effect of getting into court quickly is we have 
to step up to bat quickly with our p'roof, and in those oases involving 
the street person where our contact IS merely a telephone call from the . 
police that they have arrested someone in the possession of a large 
amount of cash, we do not have the time to develop that moof that 
there is a tax liability, that collection is in doubt, ~and a reasonable 
amount of tax liability. We will not have time to develop that proof 
before the time limits of the court hearing set forth in that bill. That. 
is the reference that the Commissioner is making, Qne of the references 
to the termination of power by the Congress. 

And I suppose another reference is, we had a huge whack taken out 
of our compliance budget last year in the Congress. 

[Subsequent to the hearing the following information was received:] 
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(Exhibit No.6) 

Department of the Treasury / Internal Rever/ue ServIce / Washington, D.C. 20224 

Commissioner 

Mr. John M. Rector 
Staff Director and 

Chief Counsel 
Subcommittee to Investigate 

Juvenile Delinquency 
Committee on the Judiciary 
united States Senate 
Washington, D.C. 20510 

Dear Mr. Rector: 

October 15,1976 

At the hearing on the Internal Revenue Service's effort 
in the overall Federal Anti-Narcotics effort, there was 
some discussion of ,the adverse impact on our ability to 
deal with this type of tax evasion that will flow from 
Section 1205 of the Tax Reform Act of 1976 (relating to 
administrative summons procedures). We also discussed 
section 1204 of that Act (relating to jeopardy and termina
tion assessments). Enclosed for your information are some 
briefing papers on these two issues. It may be that some 
further attention will be paid to the adtninistrative S1J!!ll'llOnS 

provision early in the next session and, if that is the 
case, I would hope that Senator Bavh and other members of 
the Subcommittee would consider favorably the Internal 
Revenue Service's arquments and, if they do so, that they 
would take an active part'in qettinq us the relief that we 
need from the restrictions in Section 1205. 

please call me, if you have any questions about 
this. 

With kind regards, 

Enclosures 

~'f!.f-c....,...- " 
Thomas V. Glynn 

Assistant to the Commissioner 

... -. 
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Drug Traffickers Frogram--I~pact of the 
Administrative Summons Provisions of 

~.R. 10612 (Section 1205), 

H.R. 10612 contains ~ provision imposing substantial limita.tiOns on 
the ability of the Intern"'l Revenue Service to use an administrative 
summons to obtain informat~on ccncerning the tax liability of anY person. 
This provision (section 1205 of the bill) has the support of both houses 
of Congress. In general, this provision ~ill apply ~henever IRS serves 
a summonS upon a bank or otn,er financial institu'tion , a -b-roker, a cous-umer 
credit reporting agency, a person engaged in the business of giving credit 
via credit cards or other devices, an attorney, or an accountant, to obtain' 
records pertaining to the business transactions or afrairs of a third person 
(usually the taxpayer in respect of whose tax liability'the SU~OnS was 
issued) • 

Within three days after service of such a summons, IRS will be required 
to send a notice to such third perspn (with a copy of the su~nOns attached), 
notifying him that the summons has been served and instructing him that he 
has 14 days to object to the summoned party complying with the summOns. 
During that 14-day period, IRS may not examine the summoned records. If 
the third party objects, he may stay compliance with the summons by sending 
a notice of stay to the summoned party and to IRS. If the Internal Revenue 
Service then wishes to enfcrce the .summons, it will have to commence an 
action in court, in which action the third party may intervene at',d raise· 
any objections'he has to enforcement of the summonS. . ~ . 

The procedure does not apply to a "John Doe" summons, but section 1205 
does provide that a "John Doe" summons may not. be issued except with the 
permission of a court upon a showing that there are reasonable grounds to 
believe that some person or group of persons is not in compliance with the 
internal revenue laws and the identity, of, such person.~: persons is not 
readily available from other sources. ,. • ; 

There are several exceptions to. all of the-above. For examp'le, none of 
it applies to a summOns which merely seeks to ascertain whether the summoned 
pa. . has certain records with respect to ,he taxpayer (as opposed to 
examining what is in those records). Also, the provisions dQ not apply if 
the summons merely seeks to identify the person maintaining a nuchered 
account with the bank or financial inst'itution. Finally, if the S"rvicc 

,has reasonable cause to believe that the giving of the required notice will 
lead to destruction of records, collusion with or intimidation of witnesses, 
or flight, it can apply to a court for an order dispensing with the need 
.to give the taxpayer notice of the summons. 

Section 1205 will undoubtedly cause delay in obtaining information 
relevant to a tax investigation from thos~ third parties described above. , 
For one thing, although section 1205 does not preclude a bank, for example, 
from voluntarily disclosing information to IRS, ~he mere presence of s~ction 
1205 will no doubt prompt many banks to request the service of .. the summons 
in situations in which they had not required a summons heretofore. Second. 
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in those cases i,n which the taxpayer under investigation \/'ill be prone to 
seize upon any opportunity for a delay, he "ill no doubt take advantage of 
section 1205 to s~ay COMpliance by the ~ummoned party with the sUQmons, , 
put the Internal Revenue Service to the necessity of commencing a surr~On6 
enforcement' action, and then intervene in that action to raise what"v~r 
defenses or objections he ~eels the court will listen to. He may also 
appeal a 'decision, in that summons enforcement ac~ion which' is adverse to 
him. Unless the District Court, and the Court of Appeals, refuses to 
grant a s ray pe'nding-'-that appeal, iRS -will not have access to the third 
party's records until final disposition of that appeal • 

. :----
It is too early to tell how narrowly, or br.oadly, courts will in~er

pret that provision which permits a court to relieve IRS of the necessicy 
of giving notice upon a showing of reasonable cause to believe that the 
notice will lead to material interference with the investigation, A 
delay in obtaining information under the first summons will, of course) 
delay the discovery of leads to the second source of information, end 
since an investigation may require checking records of a number of different 
third parties affected by this legislation; years =y be consumed before 
substantial progress is made via this route. It should be noted, hm~aver, 
that section 1205 does prOVide for a tolling of the statute of limitations 
on criminal and civil tax liability whenever the taxpayer takes action 
under the section to stay compliance with the summons. 

1t is difficult to.judge the impact of zection 12Q5 on Service 
inves tigations concerning the tax Liability of drug t'rtlHickers. The 
poten~ial for delay, extended investigations, (and in the meantime the 
disappearance of witnesses, leads, and other records) is obvious &0 the 
extent the investigations depend upon informatio~ or leads to be obtained 
from the classes of third parties described above, i.e., financial institu
tions, brokers, etc. Ihe extent to wh~~~ this potentia! will becooe a 
reality will, of course, depend upon the extent to which the subject of 
the tax investigation rasponds to tha notices of summOnS and comes into 
court, via lawyer, to oppose the summons. Even'if he does not, the require
ment of a notice each time a summons is served will provide the taxpayer 
with leads as to the· third party sources fr.om which we are trying to 
obtain information, and th~ will enable him to some extent to follow tha 
'lnves tigetion. 
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ADHINISTRATlVE SUNHONS 

Sum:nary of Provision 

When the Service issues a third-party summons to obtain records or 
tes timony pertaining to a taxpayer, the taxpaYl',r must be notifi.ed within 
3 days and has 14 days from the date of the notice to apprise the person 
sl"nTl'oned not to comply. The Service cannot examine the records until 14 
d.·:)'!) have elapsed. If the taxpayer stays compliance with the summons, 
the Service may seek enforcement in a Federal Court. The taxpayer has 
the rIght to intervene. During the period of court action, the civil and 
criminal statutes of limitation are suspended. Where a summons is'issued 
sol~ly to determine whether records exist or serve as an aid in the 
col1ec';ion of an assessed tax liability, the taxpayer notice, and rights 
to inte>rvene and stay compliance, would not apply. Also, ;,f the court 
aetel<r.ines that there is reasonable cause to believe the giving of notice 
.'ay remit in a material interference in an investigation, the taxpaYe.r 
notice and rights to intervene and stay compliance do not apply. 

Before the Service can issue a John Doe summons, where the taxpayer 
is not identified, the Service must first establish reasonable caUGe for 
requesting such summons ,in a court proceeding. 

There is also a provision for payment of third-party witness fees 
and costs incurred to produce summoned information. 

These provisions will also apply to the investigative activities per
formed by the Internal Security Division. 

These provisions will apply to summonses issued after December 31, 1976; 
however, an amendment to H. R. 1142, a minor bill now in the Senate, would 
extend the effective date to February 28, 1977. 

Impact on the Service 

These provisions require that administrative pro,cedures be established 
to provide for: 

(1) internal clearance and approval prior to issuing summons; 

(2) taxpayer notification within 3 days after the summons is 
issued; 

(3) control of notices from taxpayers exercising their right 
to stay compliance with the summons; 

(4) suspending the statutes of limitation where court ·action is 
sought to enforce a summons, and 

(5) payment of witness fees and cos ts in accordance with regulations 
to be issued. 
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We can expect --

(1) delays in completing examinations and investigations; 

(2) additional staff-time to assure that notices are accompanied 
by a copy of the summons and directions to the taxpayer on 
how to stay compliance with the summons; that information has 
been properly prepared for court action to enforce a summons, 
to request a John Doe summons, or to by-pass the notice 
requirements; that notices from taxpayers exercising the~r 
right to stay compliance are associated with the appropriate 
file or that the examiner has been notified of the stay; an~ 
that any suspension of the statute of limitation has be~ 
coordinated with Gervice centers; and 

(3) significant costs for payments of witness fees and costs to 
produce summoned records, etc. 
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JEopARDY AND TER}IINATION ASSESS~!ENTS 

Summary of Provision 

New provisions relating to jeopardy and termination assessments provide 
for expedited administrative and judicial review. Under the new procedure, 
within five days after the date on which a jeopardy or termination assess
ment is made,. the Service is required to give the taxpayer a written state
ment of the :i.nformation upon which the Service relies in making the assess
ment. Upon ~eq~est of the taxpayer and within 30 days after the statement 
is furnished, the Service is required to conduct an administrative' review 
in order to determine whether the making of the jeopardy and termination 
assessment is reasonable under the circumstances and whether the amount 
assessed is appropriate under the circumstances. If not satisfied with 
the decision of the Service, the taxpayer may within 30 days after the 
Service makes a determination on his request (or, if earlier, within 30 days 
after the 16th day after the request for administrative review was made) 
bring an action in the U. S. District Court in which he resides. Within 
20 days, the Court must make a decision on whether the jeopardy or termina
tion assessment is reasonable and whether the amount is appropriate (but 
not the ultim~te tax liability which may still be determined in a separate 
proceeding). The 20-day period may be extended by not more than 40 additional 
days at the requ~qt of the taxpayer (but not the Treasury Department or the 
court). There is no appeal of District Court findings. The Service bears 
the burden·of proof in showing that the jeopardy or termination assessment 
is reasonable. On issues involving whether the amount assessed is reason
able, the burden of proof is on the taxpayer. Property seized pursuant to 
a jeopardy or termination assessment may not be sold prior to the applicable 
final detel'lIlination and without the taxpayer's consent, unless that property 
is perishable or requires costly maintenance. 

The amendment overrules one holding in Laing v. United States, et al., 
423 ~.S. 161 (1976), by specifically not requiring the Service to give a 
term1nated taxpayer a notice of deficiency within 60 days of a termination 
assessment. Racher, the amendment provides that within 60 days after the 
later of the due date of the taxpayer's return for the full taxable year 
or the d~te on which the return is actually filed, if a deficiency exists, 
the Serv1ce must send the taxpayer a statutory notice. This notice of 
deficiency may be for an amount more or less than the amount assessed under 
the termination proceedings. Upon receipt of this notice a taxpayer who 
has bean subjected to a termination assessment, is allowed to contest'his 
tax liability in the Tax Court. 

These provisons apply to jeopardy and termination assessments where 
the notice and demand takes place after December 31, 1976; however, an 
amendment to H. R. 1142, a minor bill now in the Senate, would extend the 
effective date to February 28, 1977. 
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Impact on the Service 

To implement the new prov1s10ns on jeopardy and termination assess
ments, the Service will have to develop administrative procedures for: 

1. providing the taxpayer with a statement of the information 
used to justify the assessment; 

2. making administrative revie"s of the assessments; 

3. providing a written statement which proves the need for 
this special assessment that can be used in U. S. District 
Court proceedings; 

4. provi~ing procedures for keeping Collection Division apprised of 
the current status of cases, so that the sales date of seized 
assets can be determined; and 

5. determining at the end of a tax year whether a deficiency exists, 
and thus, whether the Service ',ust send a termination assessed 
taxpayer a notice of deficiel.cy. 
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Mr . WHITAKER. There's a further a.spect. 
Senator BAYH. Oompliance where ~ 
Mr. GLYNN. Compliance has under their jurisdiction, and under Mr. 

"Wolfe and Mr. Olancy, the division in which we do criminal 
investigations. 

Senator BAYH. That provision you are talking about is in the pend-
ing tax bill. . 

Mr. GLYNN. That is correct. 
Senator BAYH. It ha.s not had a very significant impact on the busi

ness as of now, has it ~ [Laughter.] 
Mr. ALEXANDER. No. 
The problem we were talking about, I mentioned that the courts had 

curtailed our powers and that Oongress was acting to curtail our 
powers. That was the point. That wa.s the point. I made in connection 
with section 1204. 

Now, I guess Mr. "Whitaker has an added point. 

CURTAILMENT OF ADlIfINISTRATIVE SUlIIlIfONS AUTHORITY 

Mr. WmTAICER. Mr. Chairman, you inquired a moment ago what 
could be done, what Congress could do, or maybe what Oongress should 
not do, to help the significant high-level narcotks program that we are 
enibarked on. 

One of the aspects of the present tax bill which will tend to inter
fere to some extent with our program is the limitations on our use of 
the summons. 

Senator BAY,iT. IV1nch ~ 
Mr. WHITAKER. The administrative SlUllmons to obtain evidence. 
The big difficulty in tIns kind of a program on which you 'and the 

President have a.sked us to focus is that we have a very difficult joh 
huilding a case, as the Oommissioner pointed out. The tax ca.se has to 
be-large] y huilt on indirect evidence. It is a net-worth type of case. We 
have to use every mechanism we possibly can to ohtain evidence that 
will sustain either criminal prosecution or civil assessment in court. 

This is very different from the type of a street program which was 
highly visible and was pmsued in the past and was pursued success
fully, although with a misuse oUhe tax laws; 

The program that we are embarked on and ~l.re continuing to embark 
upon is a very, very difficult type of ca.se to make. It is difficult for th£>' 
special agents to develop the evidence; it is difficult for the lawyers to 
put the evidence togethe.r to get an indictment or to make a civil case, 

. either one, because we are dealing with-a.s I said, with indirect evi
dence and in most cases with tIns type of person we're dealing with 
funds that travel back and forth between this country and foreign 
countries. 

To get at these people we have got to have every investigatory tool 
we possibly can have. That is why these little bits and pieces that we 
have mentioned in the testimony today so far are very helpful to us. 
A matter of being able to introduce evidence in a civil case in court 
that is certified to us by a foreign official that we get through our tax 
tren,ties is something which will help us. It is not going to break the 
program for us, but it is something we need and will help us. Any 
curt.ailment of our adnrirustrative SlUllmons authority will, to some 
extent, make our job more difficult. 
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Senator BAYH. As far as criminal prosecutions are concerned? 
Mr. 1VOLFE. Yes, sir. 
For example, tllls oase that was made last weekend, in order to get 

some of the evidence that we needed, we had to go to the banks. Under 
this current bill we would be required to not.ify the ta.xpayer that we 
hac1 served, or were going to serve a summons on that bank to produce 
information on that taxpayer. That could alert that taxpayer and 
could then make whatever records or whatever evidence was available 
wlllch related to those. records and was in the procession of the tax
payer-he could dispose of it very quickly. 

Mr. ALEXANDER. And the taxpayer would be given standing to come 
to court and block our summons. And suppose there was no grounds, 
no reasonlltb1e grounds, to support the taxpayer. There frequently 
won't be in these cases. Still, the taxpayer comes to court, ties up the 
case. indefinitely, and, as you know, the staler and older a ease gets, 
the more difficult it becomes. 

INVESTIGATIONS lIAr BE FOR CIVIL OR CRnnNAL CASES 

Mr. WHITAKER. In the beginnillg of these cases, Mr. Chah-man, 
there is really no basic difference between whether our focus is civil 
or criminal, because it is an investigatory focus, that is, trying to get 
at the accumulation of money that an individual has and compare it 
to what the individual has reported for tax purposes. SC? the initial 
focus is really-it is both civil and criminal. And we frequently need 
to use administrative summons to get at financial records, because 
that is what we are after, appropriate records, bank records. "Ve know 
what the taxpayer has reported, but to find out what he actually has, 
we have got to analyze every transaction that the taxpayer has been 
through. 

And, again, it is time consuming. It is a matter of 1 year or 2 years 
sometimes or more to make a case. 

But this is what we need to do and this is what we are trying to do. 
Mr. 1VoLFE. Mr. Chairman, one thing else, I think, needs to be said. 

I think it is possibly unfair and improper to judge the success of any 
program on doEars that may be recommended. I think the success or 
a program, from our point of view is, if these people have violated 
the tax law, they should be in jail. And that is the big emphasis that 
I think we should go arter, is getting those people. who violated the law 
and see that they pay their proper'due to society. 

And there are cases or violation of the tax law. And I think our 
effort on the class 1 violators is this. Now, that doesn't mean that 
if a class 2 or class 3 violator hasn't paid his taxes, we shouldn't go 
after him. But I don't think we should measure the success of the 
prog-ram on dollars that we may recommend as a result of a very 
quick determination of tax liability. 

Rather interestingly, I was reviewing this GAO report, and GAO 
reviewed 64 termination cases involving narcotics. In those 64 cases 
we had originally set up $1.2 million. Because of the lack or sufficient 
records or evidence, we ended up disposing of those cases for $220,000, 
or those-just of those that GAO looked at-and it is spelled out in 
that report. 

And so we can make a nice picture by sayinp: this is what we are 
recommending. But I think you have got to look at the final results. 
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Senator BAYH. I concur. It seems to me the Federal agencies have 
two responsibilities: One, to put these characters in jail and, two, to 
make sure they pay their back taxes. 

Mr. WOLFE. Absolutely. 100-percent correct. 
Senator BAYH. Now, there's been a lot of reference to the emphasis 

on class 1 tax violators. 
Of the cases that you just mentioned, Mr. Clancy, what percentage 

or what number are class 1 violators ~ 
Mr. CLANCY. I can't tell you that at the present time. 
Our internaI instructions did not require the trafficker to be previ

ously or currently listed as a class 1 by DEA. Our instructions do 
require, though, that it be a significant-either somebody that would 
fit into the strike force program-and many of these cases are being 
worked on in the strike force program in concert with the Department 
of Justice-or be a significant operator and a major influence in his 
area before they would be put into the special enforcement program. 

This one example that I gave you, I can tell you, it does happen to 
be a class 1. 

Senator BAYH. Could you ~et us those figures so we could have some 
idea whether they really are 'exciting" ~ 

Q8ubsequent to the hearing the foHowing information was received:] 

[EXHIBIT No. 7J 

Question 2. Senator Bayh: "* * * what percentage or what number of them 
[narcotics trafficlrers] are Class I violators?" 

Response. Class I violators is a classification developed by DEA. for their own 
enforcement requiremen(s as a means of identifying major narcotics traffickers. 
Under the NTP program, targets were selected <by a selection committee. The 
former Bureau of Narcotics and Dangerous Drugs was relied on for potential 
target identification, but the ultimate selection was made by the committee. 
Names submitted 'by the Bureau of Narcotics and Dangerous Drugs were not 
dassified as Class I violators. A.lthough the plan was to select those targets who 
were believed to be middle or upper-echelon traffickers, subsequent investigations 
indicated that some targets did not qualify for this classification. 

INVESTIGATIONS ANO PROSECUTIONS OF TARGET CASE NARCOTIC TRAFFICKERS FOR CRIMINAL VIOLATIONS 
OF THE INTERNAL REVENUE CODE 

Fiscal year Fiscal year Fiscal year Fiscal year Fiscal year 
1972 1973 1974 1975 1976 Cumulative 

Investigations completeL___________ 143 503 663 398 317 2,072643 
Prosecutions recommended __ .. _______ 54 217 245 136 111 
Indictments ___ .____________________ 23 96 86 81 56 342 
Convictions_________________________ 6 45 88 83 51 273 Average jail sentence _________________________________________________________________________ ._ _ (I) 

129 months. 

Mr. CLANCY. Now that W('. have sent out the 206 class 1 to our field 
people for evaluation and determination of which ones could be in
vestigated for criminal prosecution, to also have them reassess the 
cases currently in inventory and classify those into our narcotics 
project that we will estab1ish and are in ·the process of estahlishing. 
So I will find out how many of the current inventory are, in fact 
class I and then determine why the other ones-or how we would class
ifythose. 
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It should be kept in mind that the individuals identified by DB.A as 
class I violators are probably classified on the basis of DE.A criteria, in 
that the subjects have either been arrested or are potential targets for 
arrest and either possess or are believed to deal in large quantities of 
narcotics. Our Intelligence Divisions will do an independent investiga
tion and evwluation to determine whether the individuals identified are 
in fact upper echelon narcotic traffickers and justify being classified as 
class I targets. 

Interim guidelines were 'transmitted to the Regional Commissioners, 
Service Centers and District Directors on .August 4, 1976. What we 
are interested in is the individuals who finance narcotic traffickin'g
those who remain behind the scene-and are rarely in the hazardous 
position that would lead to their arrest for POSsE'sslon of narcotics. 
They are the ones we would classify as class I targets and we antici
pate that our District agents will be able to determine whether those 
individuals identified 'by DB.A qualify for inclusion as a class I subject. 
""Ve want to avoid the pitfalls experienced in the old NTP program and 
stay away from the 'common street-peddler variety of taxpayer. How
ever, where our investigations indicate that any trafficker is dealing in 
Jarge quantities of narcotics and exhibits considerable financial profits, 
we will pursue criminally. .A copy of our interim guidelines are at
behed. 

[EXHIBIT No.8.] 

Internal Revenue Service memorandum. 
AUGUST 4, 1976. 

To: All Regional Commissioners, all Service Center Directors, ancl all District 
Directors: 

From: Director, Intelligence Division. 
Suhject: High-level drug leaders tax enforcement project. 

We are transmitting to the Chiefs, Il1!telligence Staff, under separate cover, a 
list of individuals who have been identified by the Drug Enforcement Adminis
tration (DEA) as DEA Class I violators, along with related information also 
furnished by DEA. 

The material is being sent to the Chiefs, Intelligence Staff for proceS8in~ in 
accordance with the interim guidelines contained in this memorandum. ~he 
interim guidelines, which are restricted to the pl'oeeflsing of the information 
we received from DEA on Class I violators, also include instructions for the 
pJ'oces~ing and evalua:tion of these items by the district Intelligence Diyision 
uftE.'r the items 'are referred there by the service centers. 

'We ask that the Chiefs, Intelligence Staff give the ,highest priority' to the 
processing of ,this information. 

The interim guidelines, presented below, should be followed until the Memo
randum of Understanding between DEA and IRIS is implemented by instructions 
illsued in nn Inter1l!lJtional Revenue Mnnual documet. 

SERVICE CENTER PROCESSING OF DEA PROJECT INFORlIfATIOl:'( ITEMS 

(a) The information furnished by DEA concerning DEA Class I violators will 
be referred to in this memorandum 'as "DEA Project information items." 

(b) The Chief, Intelligence S'taff at the Service Center will: 
(1) on a priority basis, process the DEA Project information items, 

transmitted by the National Office, in accordance with l'IIanual Supplement 
93G-164,' "Central Evaluation and Processing of Information Items," d,ated 
March 4, 1976 ; 

(2) insert the words, /IDEA I" in Item 6a. of each Form 3949, Intelligence 
Information Item; and 

(R) on a priority baSis, send a photocopy of the information item, without ----
1 CR 1 (15) G-103, 41G-108, 45G-250, 51G-182, 5 (11) G-65, 71G-14, 92G~35, 95G-61. 
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initial evaluation, to the appropriate Chief, Intelligence Division, along 
with pertinent returns, transcripts, and other available data. 

DISTRICT PROOESSING OF nl"..A.PROJEOT INFORMATION ITEMS 

(a) The DEA Project information items will be evaluated by the Chief, Intel· 
ligence Division, using established IRS standards. 

(b) To 'assist in the evaluation of the information item, the Ohief, Intelligence 
Division may supplement the information furnished by DEA: by contacting the 
local DEA office; by making other limited inquiries described in IRM 9311.2: (3) ; 
or by gathering information on the individual in accordance with Manual Sup
plement 93G-152," Information Gathering Guidielines. 

(c) The items evaluated as lacking criminal potenti'al will be returned to the 
Chief, Intelligence Staff or referred to the district Aufl.it or Collection function, 
as appropriate. 

(d) It is contemplated that the final Project instructions will require the 
Chief, Intelligence Division, to notify the Director, Intelligence Division, through 
chanuels of any DEA Project information item that is lacking crimJnal potentinl. 
This determination would not be finalized until any authorized Information 
Gathering was completed. The notification will provide sufficient data to the 
Director to explain why the individual was not selected for Intelligence investi
gation. However, such reports should not be submitted until the final Project 
instructions are issued. 

INTELLIGENCE DIVISION REOORDKEEPING REQUffiEMENTS 

(a) All Project activity will be considered as within the Special Enforcement 
Program (SEP). 

(b) .A. special program code is not being assigned to this Project. Instead, 
. the appropriate existing SEP program code will be used. (See B. (6) of Exhibit 
4.00-3 of IRM 9570, Case Management and Time Reporting System Handbook.) 

(c) National Office Project Number 21 has been assigned to track Project ac
tivity under the Case Management and Time Reporting System. Accordingly, 
each region and each district will establish -a project number, using National 
Office Project Number 21 as the first two digits. (See 300 of IRM 9570, Case Man
agement and Time Reporting System Handbook.) 

Tbe above instructions will be reissued in the Internal Revenue l\Ianual in 
accordance with IRM 1254. 

THO:l.fAS J. CLANCY. 

'CR1(15)G-91, 41G-105, 42G-32S, 45G-231, 51G-11S, 5(12)G-25, 71G-9, 94G-57. 

Senator BAYn. Has IRS been working with DEA before last week 
on these matters ~ 

IRS AND DEA COOPERATION ON CASES 

Mr. CLANCY. Yes, sir; we certai.nly have. vYe've got projects around 
the country that DEA has let us into. They are turning out to be very 
successful. 

In some cases DEA recognized that some people were amassing 
wealth. They suspect part of that may be from narcotics,. We have 
gotten involved in that, and it appears that a good deal of it is, in 
certain areas of the country. 

Yes, sir; we are working with DEA. 
This example of the case that you put into the record, the newspaper, 

I believe also came with discussions with the local DEA office here in 
the area. The informatjon concerning this case which was received 
from the Montgomery County Police was invaluruble t.o ,the outcome. 

Mr. ·W· OLFE. Again, Mr. Chairman, in the Southwest we have a very 
important project going on with DEA. It's been going on for months. 
And it is also being worked in coordination not only with DEA but 
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the Justice Department, and that is a very important project. But, 
again, it is going to take time. These people don't keep records. You've 
got to go out and establish income before you can even recommend 
prosecution. You've got to show, and, for example, if they build new 
homes, swimming pools, buy jewelry, whatever it is, and you've got to 
go and not only find out what they do, but you've got to document it 
and you've also got to get a list of witnesses to testify that they did 
buy this in order to prove a tax evasion cl}Se. 

Senator BAYn. It's fair to say that it requires very intensive effort 
and very specialized emphasis, doesn't it. 

Mr. ,VOLFE. It absolutely does. 
Senator BAYH. I could not agree with you more. I don't envy you 

your task, and I'm sure you need very sophisticated and professional 
people trying to do it. 

But what concerns me, and I get back to it, have you changed your 
idea, Mr. Alexander, that you expressed in Hawaii to the ABA that 
you are going to change the emphasis away from those special pro
grams~ 

[EXHIBIT No. 9J 

EXCERPT FROM REMARKS BY DONALD C. ALEXANDER, C01>u,nSSIONER OF INTERNAL 
REVENUE, BEFORE THE ANNUAL CONVENTION OF THE TAX SECTION OF THE AMER
lOAN BAR ASSOCIATION, HONOLULU, HAWAII, AUGUST 14, 1974' 

As regards our intelligence operations, the overall emphasis of our criminal 
enforcement activities has been shHlted away from special enforcement programs 
such as Narcotics Traffickers and Strike Forces, and have been aimed more di
rectly toward the taxpaying public in general. This shift in emphaSis has en
abled us to achieve greater occupational and geographic coverage in our criminal 
tax sanctions are more equitably applied-reaching the broadest possible spec
trum of society within our resource limitations. I belieVe that our revised en
forcement philosophy and not only achieves this goal, but more fully meets the 
intent of Congress in that our resources are being used for the enforcement of 
tax statutes, rather than as alternative methods for the prosecution of violators 
of laws normally enforced by other Federal or local agencies. 

Mr. ALEXANDER. I found one situation, as I have tried to describe 
several times this morning, Mr. Chairman, and faced with that fact 
situation, it seemed to me that certain actions should be taken. Dis
proportionate to what is the question. If we had the small number, 
the insufficient number, of our special agents working only on nar
cotics traffickers, we would have a greater effort agamst them than 
if we had a lesser number working such cases but we would have 11 
lesser effort to deal with corporatIOns that are tax evaders, to deal 
with white-collar tax evaders, to deal with organized crime .figures who 
are not narcotics traffickers who are tax evaders, and to deal with 
corrupt politicians who are tax evaders. And we need to deal wit4 
all of those, and I am sure you agree with that. 

Senator BAYH. Well, I'm surely not suggesting anything counter 
to that. 

I think you are evading the question. I want to get to where we are 
today. 

In 1974 you said-and I want to repeat it-that you are shifting 
away from the special enforcement programs, one of which we are 
talking about here-the NTTP. ' , 

1 See Appendix, Part 2 for complete text of Mr, Alexander'S remarks, pp, 306 et seq. 
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Mr. ALEXA1:WER. Mr. Chairman, there is no doubt that I thouO'ht the 
situation I found in 1974 did have too much of our limited ma~power 
assigned to certain 11arrow areas-you mentioned a handful this morn
ing-andnot enough assigned to such things as major corporate crime. 
That is quite clear. 

INVESTIGATIONS AGAINST NARCOTIC TRAFFICKERS NOT l\{AINTAINED 

Mr. CLANCY. Mr. Chairman, I don't want to mislead you. We are 
giving you some figures of what we have been doing in the past cur
rent year in the narcotic area, and I'm sure if you compare that to the 
high year back in 1973, perhaps, our level of activity will not be as 
high in fiscal year 1976 as it was previously. That is correct. I would 
not want to mislead you or imply that we have maintained our inves
tigations against identified narcotics traffickers at the same level in 
fiscal1?7? t!lat we did in prior years. 

But It 1S Important, I think, for you to have heard from us, because 
I think there have been some misstatements from people who really 
don't know that indicated that we canceled investigations against 
traffickers, and that certainly is not true. 

Let me build a little bit upon the Commissioner's comment about 
allocation of resources. 

The Intelligence Division is taking a 10-percent cut in resources in 
fiscal 1977, 'and we will do the best we can with what we have remain
ing, and I think we can do a good job with it. But when I became an 
Assistant Regional Commissioner for Intelligence in the Mid Atlantic 
Region in July of 1973, I looked at what we had been doing with our 
resources in that region, and one-half, 50 percent of our intelligence 
resources lUlid been allocated and spent in special enforcement. 

Now, there is no question in my mind that we definitely want to 
have programs to investigate those people that are derivinO' illegal 
income and not paying their fair tax on it. W"e do and we ~a.Te the 
special program. I believe, though, that 50 percent was a much too 
high percentage of our totallimiteci resources to allocate and leaving 
only 50 percent, of course, on the other side for the great problem 
that we have in tax administration to utilize the criminal sanctions 
of the tax law, to try to achieve compliance to the extent we can. 

Senator BAYR. "Vell, I am sme you get frustrated in your inability 
to comllllmicate, and some of us may get the wrong conception; but 
we have a particular problem, and I cannot imagine that anybody in 
this Congress wants to make a smaller effort in this area. I think a lot 
of people get very frustrated with the lack of results. I'm not trying 
to oversimplify the problem, but I think anyone who understands its 
complexity lmows that it means you are going to have to spend more 
donal'S per unit of result than other more simplifi2.d tax problems. 

You know, back in 1971, the President and the Congress together 
provided special earmarked resources for this purpose. There has 
been significant concern expressed that one of the reasons you haven't 
had more results is that for some reason or another some of these 
earmarkecl resources and positions-as I recall, it was $15 million and 
598 positions-a significant number of both of these have been shifted 
off into other areas. 

Is that true ~ 
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Oan you tell the subcommittee how many positions and how many 
dollars you are spending, of this earmarked money} in the area for 
which it was designated? 

Mr. ALEXANDER. Do you have that, Mr. Wolfe ~ 
Mr. ·WOLFE. Well, actually, we exceeded those expenditures in that 

first year, Mr. Ohairman. We expended more money in this area than 
the Oongress appropriated. 

Senator BAYH. Well, how about this last year? 
Mr. ALEXANDER. Mr. Ohairman, there is no doubt that the Internal 

Revenue Service did once get a supplemental appropriation for this 
program. There is also no doubt that the Intelligence Division's appro
priation, as a whole, went up from $86.8 million to over $J.OO million, 
and I am -very sorry to see it reduced. It went up to $100.4 millim\ in fis
cal year 19'75. And there is no doubt-and we would be glad to submit 
this for the record, our submissions to the Appropriations Oommittees 
and what they acted on-that there was no earmarking, Mr. Chairman, 
in fiscal 19'75, in fiscal 19'76, none whatever. 

Now, that we have talked about the question of earmarking and) 
I hope, straightened it out-if not, it is a matter of record tather than 
argument, and I would like to go to the record rather than argue 
about it-let's talk about resources. 

Senator BAYH. Well, before we get there, let's make sure we are 
talking about the same thing. 

When was the earmarking? 
Ms. ALl'ERN. Fiscal years 19'72 to 19'74, I believe. 
Mr. ALEXANDER. I though it was two years. I though it was fiscal 

1972 which included some of calendar 1971, and also fiscal 1973. 
Senator BAYH. Was there any earmarking in fisca11974? . 
Mr. ALEXANDER. Perhaps so, Mr. Ohairman. 1 am convinced there 

was none in 1975 and 1976. 
Senator BAYH. My figures of $15 million and 598 positions, are 

those accurate as far as the earmarked funding? 
Mr. ALEXANDER. The original-the first figures-I think, were about 

$'7.5 million, and actually we spent--
Mr. "\V'OLFE. $10.5 million. 
Mr. ALEXANDER. And I think also exceeded appropriations the sec

ond year, and then this was accounted for as a separate program un
til, as I recall, June 30, 1975, internally. 

But the question you have raised goes to the action of the Congress, 
in saying you have given this money for this purpose, and what I am 
saying is that that action was not taken recently and the record will 
show what was done and what was not, and I would like to submit 
that to you for the record, sir, to try to clarify it. 

[Subsequent to the hearing the following information was re
ceived.] 

80-321 0 - 77 - 10 
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(Exhibit No. 10) 

Department of the Treasury / Internal Revenue Service / Washington, D.C. 20224 

Commissioner 
Mr. John M. Rector 
Subcommittee to Investigate 

Juvenile Delinquency 
Room A-504, Senate Annex II 
119 D Street, N.E. 
Washington, D. C. 20510 

Dear Mr. Rector: 

August 9,1976 

This is to provide you with information concerning the budget for 
the Internal Revenue Service's Intelligence program. The following 
table shows staffing and related dollars at the various levels of budget 
review for fiscal year 1976, the transition quarter, and fiscal year 1977. 

IRS BUDGET REQUESTS FOR INTELLIGENCE (dollars in thousands) 

To Treasury 
Specisl Agents 
Other 
Total Ave. POB. 
Total Cost 

To OMB 
Special Agents 
Other 
Total Ave. Pas. 
Total Cost 

To Congress 
Special Agents 
Other 
Total Ave. Pos. 
Total Cost 

Congressional Action 
Special Agents 
Other 
Total Ave. Pas. 
Total Cost 

3,021 
1,634 
4,655 

$121,985 

2,897 
1,613 
4,510 

$112,221 

2,66B 
1,429 
4,097 

$103,408 

2,645 
1,417 
4,062 

$104,773 

Transition 
Quarter 

724 
403 

1,127 
$28,055 

667 
357 

1,024 
$25,852 

661 
354 

1,015 
$26,193 

2,837 
1,523 
4,360 

$115,472 

2,743 
1,469 
4,212 

$108,342 

2,444 
1,231 
3,675 

$ 98,539 

2,444 
1,231 
3,675 

$ 98,539 

NOTE: "Other" category includes supervisory, clerical support and 
temporary personnel. There were no transition quarter estimates 
in the request to Treasury. Dollar amounts enacted by Congress 
in FY 1976 exceed those originally submitted due to pay increase. 
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I hope that this information will at least in part meet your request. 
I will. of course, be happy to provide you with whatever additional data 
we have on this subject. 

With kind regards. 

~elY • 

..j~7J!d_ "-
Thomas V. G?:;: ~ 

Assistant to the Commissioner 



Senator BAYH. Ca.n you tell me how many people you now have 
working in this area, earmarked or not earmarked? 

Mr. CLANCY. I don't have the time. When we merged the pl'ogram 
I could tell the time we had spent in the special enforcement program, 
but that includes investigations other than narcotics. 

Senator BAYH. 'When did you merge the program? 
Mr.OLANOY. At the end of fiscal 1975. 
Senator BAYH. Why did you merge it ? 

N'l'TP MERGED WITH REGULAR SPEOIAL ENFOROEMENT 

Mr. CLANOY. Because we felt that the program probably could be 
just as well operated in our regular special enforcement program uti
lizing the strike force concept in some of these cases during the regu
lar program. These cases that may have been :fit for the strike force 
were not place!i twder the strike force. We llave an ongoing strike 
force of some 17--

Senator BAYH. ViTeli, do you still have the same criteria for the 
cases? 

Mr. CLANOY. ViTe have our special enforcement criteria, sir, and I 
would be happy to submit that for the record. 

[Subsequent to the hearing the following information was received.] 

(ElXIIlBIT No. 11] 

Question S. Senator Bayh: u", '" >I< do you still have the same criteria for 
the cases :" Mr. Clancy: "We have our special enforcement criteria, sir, and 
I would be happy to submit that for the record." 

Response. Special Enforcement Program criteria are defined in IRM 9411.2, 
a copy of whiCh is attached. 

9400 
Special Enforcement Procedures 

(A.mended and Supplemented by MS 94G-56] 

9410 
Spp.cial Enforcement Program (SElP) 

9411 
Special Enforcement Program Defined 

9411.1 
SElP Objectives 

(1) The primary objectives of SElP ar~ to identify and investigate p~rsons 
who receive income from illegal activities and to recommend prosecution of 
such persons, when warranted, for criminal violations of the Internal Revenue 
Code or other related statutes when committed in contravention of Internal 
Revenue laws. 

(2) Another important objective of this program is participation i.Ll the Fed
eral effort against widespread organized criminal acivities by coordinatin~ our 
enforcement efforts with tllOse of other Federal law enforcement agenCIes. 

9411.2 
SFlP Oategorie8 

C.l) SI!JP-1 includes all persons who are reasonably believed to be: 
(a)enou:ue/J, in Q?:Uanweu orin~inal act.ivit.ies.; ., '. .. . 
(0) 1wtori01t8 or powlJ1'fu.Z 1mth ,'e8peet to wca·l cnnt1.naZ aetWtt'l68, 
(c) receiving substantial income from illegal aetivitie8 as a prinCipal, 

. major 8ubor/J,mate, 01' importantai/J,er or c,bettor; or 



99 

(d) infiltrating legaimate business through illegal means; or infiltrating 
legitimate business through loaning or investing therpin the proceeds from 
illegal activities. 

(2) RFJP-~ includes all taxpayers engaged in occupations requiring the pur
chase of coin-operated gaming device stamps. 

(3) SEP-3a, includes all ta::l.."pRyerS designated as Strike Force case subjects 
under the IRS Strike Force Program. lVIost of the subjects in this category will 
also meet the criteria of the SEP-l category. 

(4) SEP-Sb includes taxpayers (not designated as Strike Force subjects) 
in whom the Organized Crime an Racketeering Section of the Department of 
Justice has f{)rmally expressed an interest and requested disclosure privileges by 
letter to the Commissioner from the Attorney General or an Assistant Attorney 
General, and the Assistant Commissioner (Compliance) has concurred in the 
Department of Justice request and agree to provide copies of returns, reports or 
other informatiotl to Justice. A formal written request originating with the OC&R 
Section to review a proposl:.'d nonprosecution case prior to closing will meet the 
criteria for a "case of interest." Investigations of interest to other segments of 
the Department of Justice will be e1assified as general program cases. 

9412 
SEP Responsibilities and Security Guidelines 

(1) The Assistant Commissioner (Compliance), through the Directors, Audit 
an Intelligence Divisions, is responsible for establishing the overall objectives 
and guidelines for the Special Enforcement Program and for the coordination of 
the Program on a nationwide basis. 

(2) The Regional Commissioner, through the ARC's (Audit and Intelligence), 
is responsible for the following: 

(a) aSSisting and advising in the overall planning and coordination of the 
Special Enforcement Program within the region; , 

(b) coordinating and cooperating with other-regions, the National Office, 
assigned Department of Justice attorneys, and Strike Force representatives; 

(c) keeping the Director, Intelligence Division, informed of the activities 
of special enforcement subjects; 

(cl) evaluating the effectiveness of the Special Enforcement Program; 
and 

(e) determining and prm'iding for manpower and equipment needs. 
(3) A Special Enforcement Program Analyst (Operations and Technical), 

hereinafter referred to as a Special Enforcement Assistant, will be designated 
by each ARC (Intelligence) t{) fulfill the responsibilities outlined (2) above. 

(4) The District Director, through the Chiefs, Audit and Intelligence Divisions, 
is responsible for the following: 

(a) planning, implementing, and administering the Special Enforcement 
Program within the distrct; and 

(b) determining manpower needs and allocation priorities. 
(5) The District Director, through the Chief, Intelligence DiVision, is respon

sible for the following: 
(a) gathering, llssembling, evaluating, and disseminating SEP informa

tion; 
(b) identifying-SIDP subjects; and 
(c) maintaining liaison with -other IRS divisions, the ARO (Intelligence), 

ancl other law enforcement official!;! concerned with SEP matters. 
(6) All employees engaged in SEP activities or who have access to documents 

and information relating thereto will be responsible for security measures con
tained in IRlVI 9720 and IRlVI 9387.3. 

9413 
SpeCial Enforcement Files 

9413.1 
Subjects {)f Special Enforcement Files 

The Intelligence Di'\"ision will maintain 11 Special Enforcement File for each 
taxpayer meeting the criteria of the SEP-1 category. Tllxpayers iu SEP-2 and 
SEP.,---'!. !ll!iegc!'i.cGo -;;ill11vt"be suiijedll'uiEpeeiul Enforcerirentif'fle-innnessOt1i(~y~ 
also meet SEP-1 criteria. ' 
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Senator BAYH. You know, I am the last person in the world who 
wants to sit up here and tell you how many people ought to be in given 
areas. I don't know how I can remain silent, however, if we all agree 
that it is a very sophisticated problem requiring intense activity. 

Mr. ALEXANDER. Mr. Ohairman, our resources have beer.: cut: ~nd 
there are many pressures on the Internal Revenue to put everyt hing 
first, and one 'cannot put everything firs];. 

We :have some other very tough responsibilities. One of them is 
dealing with tax evasion by major corporations, and these cases are 
hard to 'Work and time consuming to work. 

Mr. WOLF.El. For example, Mr. Ohairman, we were cut about 200 
special a~ents in our fiscal year 1977 budget. Our staff of 2,650 that we 
have to dO all of these criminal cases was cut by 201 staff years. 

Mr. ALEXANDER. So when we are told to take om investigative re
sources and assign a certain number of them to one particular program, 
we need to be told also what we should take them away from. Should we 
stoJ? trying to prosecute major corporate tax evaders? Should we stop 
trymg to put corrupt politicians in jaiH Tell us now, because there 
are only so many people. We would like to have more. "Ve don't have 
more. But if we are told that we must allocate in a particular way, 
then tell us where we take them away from. 

Senator BAYH. Without trying to suggest that you do less in these 
other areas, I 'assumed that-especially when we ha:d these special ear
marked funds-Oongress felt that special emphasis ought to be placed 
ill this narcotics area. ' 

Mr. ALEXANDER. lVIr:. Clancy's resources were cut. Mr. Olancy sus
tained almost a 10-percent cut. That is a very serious thing for us to 
take. Where do we take people away from? ' ' 

Senator BAYH. Would you support a specific earmarking in this 
area ~ • 

Mr. ALEXANDER. If we get additional people. If we are given addi
tional -people. If Oongress gives us additional people, additional 
money, and .tens us to work these high-level narcotics traffickers, of 
course, we WIn. 

Senator BAYH. I would like you to submit-so that we could look 
Itt it here, I want to study it 'and put it in the record for the others
what the force levels and the appropriations levels were in 1971, 1972, 
1973, possibly 1974 when you had that earmarking, compared to what 
the force levels are right now. 

Mr. ALEXANDER. All right. 
[Subsequent to the hearing the following information was received :] 

(EXHIBIT No. 121 

Que8tion 4. Senator Bayh: "I would like you to submit so that we could look 
at it here-I want to study it and put it in the record for the others-what the 
force levels and the appropriations levels were in '71, '72, '73, possibly '74 when 
you had that earmarking, compared to what the force levels are right now." 

Response. In aCCQrdance with Presidential initiatIve, the Narcotics Traffickers 
Program. was established by the Treasury Department in July 1971 (the begin
ning of FY 1972). 

During FY 1972, .congress authorized a supplemental increase to the Service's 
appropriation of $7.5 million (250 average positions) in support of the program's 
~!!!!;~~nt2.t!!)!! -In:.;t'h3:!i -yeu:::. -Th~ f~11owillg'7c«rj -1it· 'thc--fJ6rviii;E'S ~~y 'lGi3 v1iuget~ 
Congress authorized an additional $6.9 million (291 average positions) to provide 
for the full year effect of the prior year's authorization, resulting in a total 
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authorization at that time of $14.4 million and 541 average positions. Later in 
FY 1973, Congress authorized additional supplemental resources for the program 
of $4.5 million (198 average positions). Resources budgeted specifically for the 
Narcotics Program thus totalled some $18.9 million and 739 average positions 
by the end of FY 1973. The Service's budget for FY 1974 included an additional 
$.8 million (40 average positions) to provide for the full year effect of the prior 
year's supplemental. This was approved in the Service's budget, with the result 
that total amounts 'budgeted specifically for the Narcotics Program as of FY 1974 
totalled $19.7 million and 179 average pOSitions. 

Beyond FY 1974, the Service had no increases speCifically for the Narcotics 
Program nor were total resources applied to the program earmarked in the 
budget. From FY 1972 on, the Service has applied resources to the program as 
operational circumstances required, and tllere is variation, as indicated by the 
following tables, between amounts specifically budgeted and amounts applied to 
the program. 

IRS NARCOTICS TRAFFICKERS PROGRAM RESOURCES EARMARKED IN BUDGETS AND ESTIMATED RESOURCES 
APPLIED 

Fiscal year 

1972 1973 1974 1975 1976 

Resources earmarked in budgets for narcotics program: Average positions _____________________________________ 250 739 779 (I) ~I} Dollars (in millions) ___________________________________ $7.5 $18.9 $19.7 (I) I) 
Estimated resources applied to narcotics program: Average positions _____________________________________ 495 878 939 601 512 Dollars (in millions} ___________________________________ $10.5 $19.8 $22.4 $13.0 $12.1 

1 The Service's budget submissions for fiscal years 1975 and 1976 did not earmark funds for the narcotics traffickers 
program, though the 1975 budget indicated partial estimated staffing for the primary activities Involved (764 average 
positions). There was no separate identification olthe narcotics program in the Service's fiscal year 1976 budget submissio n. 

IRS REQUESTS AND OMB OUTS BUDGET. 

Senator BAY.R. Now, you mentioned resource cuts, budget cuts. Can 
you tell us what the difference was in the amount for the last fiscal 
year and this fiscal year, as far as the budget req:uest from OMB? 

Mr. ALEXANDER. 'What we submitted to OMB ~ 
Senator BAY.R. Both. 
Mr. ALEXANDER. I would be glad to give you what we submitted to 

OMB and then what OMB had us submit to Congress, because they 
are far different. 

Senator BAYR. Can you tell us what that is? 
Mr. ALEXANDER. We submitted an increase in idelligence, I think, 

of about 134 positions, and instead we sustained a cut of over 300 posi
tions. 

Senator BAYR. OMB cut your force 300 positions ~ 
Mr. ALEXANDER. That's right. The exact figure was 387 average 

positions. 
Senator BAY.R. I assume they cut the dollar budget, too. 
Mr. ALEXANDER. That's right. 
Senator BAYB:. How much ? 
Mr. ALEXANDER. The dollar budget did not frO down as much. The 

costs have increased. The dollar budget, as I recall, went from about the 
$l05 millionJjgure)nfiscnl}!ea!'_1916L.mentionedml;rli~:d{Fcabuut$S~~ ., ~-"'= 
million. But in view of outside costs increasing to a great extent, that 
meant a very sizable decrease in our work force. 
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Senator BAYH. Now, I want to make sure that we are talking about 
the same thing. 

Your request to OMB was for how many more additional slots ~ 
Mr. ALEXANDER. I think-I told you that I think it was 146. I will 

get that for the record. I don't have it. 
Senator BAYH. And how many additional dollars ~ 
Mr. ALEXANDER. I will get that for the record. It was about $15 

million more. 
[Subsequent to the hearing the following information was received: ] 

[EXHIBIT No. 13] 

Question 5. Senator Bayh: "Can you tell us what the difference was in the 
amount for the last fiscal year and this fiscal year, as far as the budget request 
fromOMB?" 

Oommissioner: "What we submitted ,to OMB?" 
Senator Bayh : "Both." 
Commissioner: "I would be glad to give you what we submitted to O~IB and 

then what OMB had us submit to Congress, because they are far different." 

* * * * * * * 
Senator Bayh: "Your request to OMB was for how many more additional 

slots?" 

* * * * * * * 
Senator Bayh : "And how many additional dollars?" 
Response. For the Intelligence Activity in fiscal year 1976, the Service's budget 

request to the Office of Management and Budget proposed an increase of 476 
average positions and $11.9 million for staff increases which was reduced to 63 
average positions and $3.0 million for the submission to Congress. Congressional 
action resnlted in a further reduction of 35 average pOSitions, though there was 
an increase in the dollar amount by $1.4 million to cover the cost of a Federal 
pay raise. In fiscal year 1977 the request to the Office of Management and Budget 
proposed an increase of 134 average positions and $4.5 million for staff increases 
which was reduced to zero and the activity was further reduced below the FY 
1976 level by 387 average positions and $6.2 million for the submission to Congress. 

Senator BAYH. You say now that OMB cut it by 300 ~ 
Mr. ALEXANDER. Over 300. 
Mr. CLANOY. I believe 38'7 staff year.s. That includes both special 

agents and others, clerks or paraprofessIOnals. 
Senator BAYH. How many dollars was that amount ~ 
Mr. ALEXANDER. I think the dollar cut was about $5 or $6 million. 
'We're guessing now based on recollection. 
Senator BAYH. W ell,are you talking about positions and dollars for 

this special narcotics program ~ 
Mr. ALEXANDER. No, sir. We're talking about the entire Intelligence 

Division budget. 
Senator BAYH. Which encompasses what area? 
Mr. ALEXANDER. That encompasses the special agents and the sup

port of the special agents to cope with the tax evasion, whoever com
mitted it, narcotics traffickers, organized crime figures, corporations, 
corrupt politicians, lawyers, accountants, doctors, farmers, business-
'UltlIr, everybody. 'c.' .•. 

We have more than 85 million taxpayers. Many of them comply; 
some of them don't. We have an obligation to those who do comply 
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to see to it that those who don't are found out and punished; and I'm 
sure you agree with that, don't you ~ 

Senator BAYH. Of course, I do. 
Have you made a supplemental request ~ 

SUPPLEMENTAL REQUEST REJECTED BY OMB 

Mr. ALEXANDER. 'life made one. It was turned down by OMB. 
Senator BAYH. How large was the supplemental fod 
Mr. ALEXANDER. It was about $20 million in this and the corporate 

slush fund area, Mr. Chairman. We combined them. There was 
another, about $8.5 million, for coping with the Employee Income 
Retirement Security Act. 

Senator BAYH. Can you explain to me what appears to me to be 
a remarkable inconsistency about the President-he gives us a very 
strong speech about what we need to do in the area or narcotics and 
narcotics control, then the President and his Office of Management 
and Budget sends decreased budget requests for both staff and dollar 
to the Congress ~ 

Mr. ALEXANDER. I cannot comment on that, sir. 
Senator BAYH. I think you are wise not to comment. However, I 

don't know how you are supposed to do the job unless you get the 
necessary resources. 

I wonld like for your staff to consult with my staff relative to what 
you feel is a necessary resource level in this area. And as a member 
not only of this committee but a member of the Appropriations Com~ 
mittee, I would like to ,take that up with the other committee. If the 
President won't do it, maybe we can. 

Mr. ALEXANDER. We greatly appreciate that, Mr. Chairman. 
I mip:ht point out that our supplemental was turned down, but we 

were told we could resubmit it in the fall, in September. "V\T ell, Sep
tember is rapidly approaohing, and you can 'be darn sure we are going 
to resubmit it. ' 

Mr. GLYNN. I will contact your counsel, Mr. Chairman. 
Senator BA TIT. Yes, I wish you would. 
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Dear Mr. Rector: 
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Internal Revenue Service 
W@@llilHliil@U@liilg @@ ~@~~~ 

:'SEt2? 19/t!_I~",':' ",,,to, 

t> Mr. John M. Rector 
Staff Director and Chief Counsel 
Committee on the Judiciary 
United States Senate 
Washington, D. C. 20510 

During Commissioner Alexander's testimony before Senator Bayh I s 
Subcommittee on August 5, 1976, the Senator asked that we consult with 
his staff as to the level of resources necessary for the Internal 
Revenue Service to d.i.scharge its responsibilities relating to narcotic 
traffickers (lines 17-19, page 61, of transcript). Pursuant to this, 
the following information is offered for consideration by the Sub
connnittee. 

IRS experience with criminal tax fraud investigations of high 
echelon drug traffickers and racketeers indicates that each senior 
special agent, working with a revenue agent, can completE! one to two 
in-depth "net worth" investigations per year. 

During Fr 1977, Intelligence -- supported by Audit, Chief Counsel, 
and Collection - intends to conduct criminal tax investigations on an 
estimated 500 narcotics suspects. This will require 890 average 
poSitions, including 300 special agents, 300 revenue agents, 65 average 
pOSitions in Chief Counsel and Collection, and 225 other average posi
tions in support roles. Staffing from Chief Counsel and Collection 
is required to fully effect tlrl s joint enforcement program. Attorneys 
from Chief Counsel provide legal advice and assistance early in each 
investigation to the agents involved. Revenue officers from Collection 
become involved in a case when collection 'of the tax due is in jeopardy, 
and when jeopardy or termination of taxable year assessments are made. 

To accomplish this program, the following supplemental resources 
will be needed for Fr 1977. 

Average $ 
Positions Positions (Millions} 

Audit 553 415 8.9 
Intelligence 546 410 9.7 
Chief Counsel 46 35 .9 
Collection ..llQ ..2Q -:.2 

Total 1,185 890 20.1 

... 



105 

With these eXpanded resources, the Service would realize an 
additional 890 average positions in FY 1977. This would necessitate 
hiring about 1,198 ne" el!Jployees - assuming an average entry-on-duty 
date of January 1, 1977 - and a commensurate increase in positions. 
These additional positions would be reduced to SOUis S"'.,o in IT 19"78, 
by attrition, thus maintaining the FY 1977 level of staff-year effort 
in FY 1978. 

A FY 1977 budget supplemental for the Service in this amount is 
presently under review by the Office of Management and Budget. 

Sincerely, 

~~~ 
Thomas V. Glynn 

Assistant to the Commissioner 
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Mr. ALEXANDER. Mr. Chairman, let the record show we are not here 
asking for additional money, because I am told not to. But I am point
ing out the facts in response to your question. 

Sena:tor BAYH. Well, I think the record will show that I did ask the 
question. If there is anything that is the ultimate in irresponsible 
demagogery, it's those people who beat their chests and point out 
the problems of narcotics, the lives that are lost, the unscrupulous 
individuals involved, and yet they do not exercise their responsibili
ties to provide the resources to do the job. I doubt there is anything 
to be gained by saying more 3Jbout this area. 

1iIONETARY, INTELLIGENCE, AND NARCOTIC TRAFFICKERS PROGRAM: 

We got away from the question that I asked relative to the MINT 
problem-Monetary, Intelligence and Narcotics Traffickers program. 

Is it still operating~ 
Mr. ALEXANDER. ",Ve are drawing a blank here. Now, I have heard 

of that expression before, Mr. Chairman, but we will have to oheck 
to see to what extent it is our program, and being our program, to 
what extent it is still going. It might have been a particular project. 

Mr. CLANCY. I think I can answer part of your question: "Are we 
still involved in it?" 

Senator BAYR. It seems like you have alreacly answered it. 
:Mr. CLANCY. If it's an intelligence program, I think I can say: "No, 

we are not." But whether we were ever involved in it, or to what ex
tent, I am not familiar with it. 

Senator BAn-I. I have been advised that this was a task force de
signed to provide intelligence on schemes used by people to reinvest 
illegal money, gained from nal'cotics, in various legitimate resources 
and legitimate businesses-or to conceal assets out of the country. 

Mr. CLANCY. I would be very interested in getting the facts on it. 
Senator BAYH. ",Vell, if it isn't MINT, is there another program 

currently providing a special effort in this area? 
People wb.o make these illegal profits are untaxed and later they try 

to either invest these assets in this country in legal businesses, or 
spirit them out of the country. What is the IRS doing, if anything, 
to detect and prosecute these tax evaders? 

[Subsequent to the hearing the following information was 1'e
ceive-:l.] 

[EXHIBIT No. 15) 

QU8st·io1b. Senator Bayh : "Is [l\flNT) still operating? 
Response. During the NTP program, the Intelligence Division obtained in

fOl'mation that several targets and organized crime subjects were using the 
facilities of a Bahamian bank in a tn."\: avoidance scheme. MI1I.TT was an acronym 
11see1 to describe t1lis phase 'Of the NTP program, i.e., MONETARY INTELLI
GlDNCE NARCOTICS TRAFFIOKERS. which was initiated in November 1972. 
MINT was subsequently referred to as Project DECODE (Detection and Ex
posnre of Concealed Overseas Deposits for Evasion). Finally. in an effort to 
avoid the use of acronyms to describe Service projects, DEODE was renamed 
Project HAYEN which more accurately described tile project, i.e., the use of 
foreign banks for tax evasion. 

Project HAYEN is It continuing investigation and tile Department of Justice, 
with the cooperation of Chief Counsel and our Intelligence Division, is presently 
ccndt~ctinEGi'ailil.Tury proceedings in the Snuthern District of Florida. 
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Mr. WOLFE. Are you talki.lg about the cleansing of currency, the 
washing of it, taking it outside the country and bringing it back in? 

Senator BAYH. Yes. 
Mr. ,VOLFE. Well, we haven't 'been involved in any program that I 

know that you identified. Yes, we are extremely interested in that and 
we have been working in that area. In fact, tax savings is where we 
have been looking for it, in the Bahamas, precisely. "Ve have been 
looking to see whether not only narcotic money but any other type of 
illegal funds have been sent out of the country that way, and try to 
bring it back in through legitimate in vestments. Yes, we are extremely 
interested in that, but to my lmowledge we have not been identified with 
any such program, as you have mentioned. ' 

Mr. GLYNN. I would like to point out, Mr. Chairman, that the way 
you describe the progran.l is part and parcel of our criminal investi
gation of a particular taxpayer, that is, if we have information that 
he or she is receiving income from narcotics traffic, we do try to find 
out what has been done with that money, whether it has been put in a 
secret bank account, whether it has been invested in personal assets 
such as a home or a car, or whether it has been invested in a legitimate 
business. And the value of the money invested in legitimate business 
would be part of our net worth case, or our source and application of 
funds case. 

Mr. W"HITAKER. There is, Mr. Ohairman, a criminal statute as part 
of title 18 which prohibits the reinvestment of this kind of funds and 
it authorizes the Attorney General to forfeit funds that have been 
illegally reinvested in violation of that statute. The enforcement of 
that 'would be a matter for the Department of ,Justice, not for the 
Internal Revenue Service. It is not a tax crime, in other words. It is 
a general criminal provision. 

TERMINATION OF TAX YEAR PROCEDURES 

Senator BAYH. Let me direct your attention to a few matters that you 
mentioned. In your prepared statement, you mention the termination of 
tlle taxable year proeedures. 

Could you explain the purposes of these sections of the Code and 
typical examples of their apphcation ~ 

Mr. ALEXANDER. Yes. Let me give you an example, Mr. Chairman, 
that turned into an actual tax case. It was a prize-fighter who c!llme 
over here to fight for the heavyweight championship of the world. 
He was a nonresident alien and we believed that he was intending to 
flee the country without paying his tax, and we did something about it, 
and developed it into a case. That was the United States v. J oltannsen. 

"Tt'Vhere we have reason to believe that a tax owing, that we reasonably 
know that amount of the tax, and we have further reason to believe 
that the man is about to flee the country or transfer assets or squander 
assets so as to make it impossible for the people of this country, 
through the Internal R~venue Service, to receive that tax, we are given 
the authority to terminate the tax year of that particular taxpayer, 
to declare the tax due, and then we are given the further authority 
under section 6331 that I mentioned in my statement to collect that 
tax by summary means, by taking property. 

f' 
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These are extremely powerful tools. They do, as the courts have 
told us, go beyond the bounds of ordinary due process because the' 
Agency is given a right to first determine the existence of tax, and 
having determined that existence, and having determined -and found 
collection to be in jeopardy, to take the property of the taxpayer. 

Now we need those tools. We need them badly. "\¥" e need to use them 
wisely. 

Mr. WnITAKiJ<}R. It is the existence of this statute, Mr. Chairman, 
which gives us the control over foreign entertainers and prevents the 
money from going abroad before we can get their' tax return and the 
tax paid. 

Mr. ALEXANDER. Otherwise, people would come in the country, Mr. 
Chairman, and earn a lot of money in Indiana and elsewhere, and then 
flee the country without paying their tax. 

Senator BAYn. I'm not quarreling with your need to solve the prob
lem. In what percentage of cases does IRS use this procedure~ Can 
you tell me how significant it is? 

Mr. ALEXANDER. Very small. I think last year, Mr. Chairman, there 
were only a few hundred'of them. I think at the peak of this program
now, the street program, I'm talking about-there were about 3,000. 
This discussion is getting back to the street thing, and I know we've 
beat it to death this morning, and I know your feelings about it, and 
they're the same as ours. This was an essential ingredient of the street 
program, and it did not work very well. 

Senator BAYn. We're talking about 500 versus 3,000 ~ 
Mr. ALEXA~T])ER. Yes, sir. RoughlY'speaking, that is the aggregate. 

That includes both na.rcotics and others such as the entertainers, et 
cetera. 

Senator BAYn. In what percentage of narcotics cases were the termi
nation procedures used ~ 

Mr. ALEXANDER. In fiscal 1973, Mr. Chairman, our figures show 
2,589 taxpayers who had either jeopardy assessments made against 
them, or termination of taxable years. Of that aggregate 2,448 had 
this termination of taxable year procedure used against them; 2,448. 
That has been reduced, Mr. Chairman. In fiscal year 1975 there were 
only 304, and I know this year it is less than that. Reduced in response 
to these problems that we have been discussing. 

Senator BAYn. How many of those are narcotics cases? 
Mr. ALEXANDER. All of those, sir. We can submit exact figures for 

the record, if it would be helpful to your consideration of this prob
lem, Mr. Chairman, for each year. 

Senator BAyn. I want to make sure we're talking about he same 
thing. 

Have you given me the figure for the total number of instances in 
which this procedure was used? 

Mr. WOLFE. I can give you those figures. We have them there. 
Mr. ALEXANDER. Yes, 3,090. 
Senator BAYH. That is the total figure? 
Mr. ALEXANDER. Yes, sir. 
Senator BAyn. For all taxpayers? 
Mr. ALEXANDER. Yes. Narcotics and otherwise. And this includes 

both jeopardy assessments and termination of the taxable year. 
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Senator BAYH. I don't think there is a:c.y need to pursue this further. 
I wish, whether it's Mr. Glynn or someone else, to get together with 
my counsel and discuss the two mattm's that you have emphasized 
which, you say, create additional hardships. I recall the hearing pro
cedure required before this complication and jeopardy procedure, and 
notice as far as banks and the like are concerned. It seems to me we 
ought to be able to apprehend criminals and still let citizens know 
that Uncle Sam will be fair. Tha,t is a due process situation and we 
must strike a delicate balance. But to be advised that you are in the 
crosshairs is rather consistent with due process as it's known in this 
country, as is the requirement of J?roof that a person is liable, before 
property is confiscated. I don't thmk we need to pursue this further, 
at this time, but I would like to get into the details and specifics of how 
we can best achieye that balance. 

Mr. GLYNN. I will be happy to contact your counsel, Mr. Chairman. 
Senator BAYH. Do you support title TV of S. 34:11 ~ 
M:r. ALEXANDER. Yes, sir. 

SUSPECTED CORPORATE BAG1<fEN WITH PAYOFF 1<IONEY 

Senator BAYH. Could· you comment ~ I notice here ill a recent 
column Jack Anderson reports that Justice, Customs, SEC, and others 
intended to direct this particular section toward so-called corporate 
bagmen, an estimated 215 firms that are suspected of sending tens of 
millions of dollars overseas to payoff officials or others; is that true ~ 

[EXHIBIT No. 16] 

[From the Washington Post, Aug. 2, 1976] 

CORPORITE BAGMEN ARE PROBED 

(By Jackson Anderson and Les Whitten) 

Those corporate bagmen, who have been delivering bribes to foreign officials, 
may wind up behind the eight ball. 

Federal lawmen are quietly investigating the couriers, some of them as high 
as company vice presidents, who have smuggled payoff money overseas. Under 
the law, the couriers were r,equired to report to customs any amounts over $5,000 
that they took in or out of the country. 

The law, which went into effect in 1972, was intended to catch couriers for 
world drug rings. But it will now be used to nail the boardroom 'bagmen as well. 

More than 215 firms are suspected of sending tens of millions of dollars over
seas to payoff foreign princes, potentates and politicians for contract favors. 
Baksheesh, cumshaw and cold cash ~eportedly have been delivered to Brazil, 
Columbia, France, Gabon, Iran, Italy, Japan, Malaysia, Netherlands Saudi 
Arabia South Africa, South Korea, Taiwan Turkey l}nd West Germany. 

Some of the nation's most powerful and prestigious corporations have admitted 
making foreign payments. Among them are Ashland Oil, Burroughs, Exxon, Gulf 
Oil, Lockheed,.McDonnall Douglas, Merck, Northrop, G. D. Searle, Tenneco and 
United Brands. 

In some countries, notably Italy and .Japan, the revelations of large-scale 
bribery have shaken the governments. Yet the cOrPorate executives, who paid the 
bribes, bave largely escaped punishment. 

The Securities and. Exchange Commission forced the firms to disclose the 
bribery to its stockholders and thereby, to the pUblic. But because the SEC's 
main role is to regulate the markets, not to prosecute malfeasance, the board-
room bribers have gone free. . 
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Yet probing by Sen. Frank Church (D-Idaho) and Rep. Benjamin Rosenthal 

(D-N.Y.) has turned up evidence of criminal violations that cry out for prosecu
tion. 

Therefore the Justice Department, Customs Service, SEC and special prosecu
tor's office are quietly cooperating to bring indictments against offending firms 
and their corporate couriers. 

The Currency and Foreign Transactions Reporting Act, which sets the $;},OOO 
limit, will be used to crutch the couriers. Tourists leaving the United States usu
ally aren't checked by customs. Thus the bagmen have had no difficulty getting 
money out of the country. 

Probably more often, the payoffs have been channeled through the foreign 
subsidiaries of multinational companies, thus avoiding the physical transpol'ta
tion of the money out of the United States. Yet these transactions can be traced, 
and conspiracy cases possibly can be made. 

One fact is evident; illegal loot was delivered overseas. Federal agents intend 
to find out who deliv.ered it. 

Footnote: The Internal Revenue Service, meanwhile, is investigating the mis
reporting of foreign bribes as business deductions. And SEC sleuths are still 
digging out more evidence of -corporate bribes. 

Mr. ALExANDER. I'm not in a position to say whether it is or is not 
true, Mr. Chairman. From watching Jack Anderson I would not care 
tr, hazard a guess as to that. ,iVe have a decided interest in the trans
mission of nmds abroad. We have a decided inteTest in the laundering 
process that has been engaged in. 

Senator BAYN. Is IRS now investigating the misrepresenting of 
foreign bribes as business deductions and planning to target these 
investigations? 

Mr. ALEXANDER. We certainly are. ,iVe certainly are, Mr. Chairman. 
We have a massive program going here to try to enforce the tax laws 
against some of our major corporate citizens that have chosen for 
some reason to violate them. And this is one of the problems that I 
mentioned earlier. If we alolcate all our resonrces one way, we do not 
have the resources to work these cases, and I know that you share our 
view that these cases ought to be worked. 

Senator BAYII. vVell, gentlemen and ma'am, thank you very much 
for letting us have your testimony. I trust that you will provide us with 
the information we discussed. V\Te may have a 'few other questions here 
that I did not want to take your time to task./ and if you could supply 
the answers for the record, I would appreciai:e it very much. 

Mr. ALExANDER. Thank you very much, Mr. Chairman. 
Senator BATH. I would like you to get right on this budgetary 

matter. 
Mr. GLYNN. Yes, we will. 
Mr. ALEXANDP.;;'. ~ith plp.n.sure. 
[Subseque'Lc to the Ii~aring tlic following information was received:] 
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(Exhibit No. 17) 

D~partment of the Treasury / internal Revenue Service / Washington, D.C. 20224 

Commissioner 
SEP 2 51976 

Honorable Birch Bayh 
Chairman, Subcommittee to Investigate 

Juvenile Delinquency 
Senate Judiciary Committee 
United States Senate 
Washington, D. C. 20510 

Dear Mr. Chairman: 

I appreciated the opportuni-i:y to have appeared 
before your Subcommittee on August 5, 1976, during its 
consideration of S. 3411, the Narcotic Sentencing and 
Seizure Act of 1976. 

As I indicated during the course of my testimony, 
I am convinced that the cash forfeiture provision under 
Title III of this bill is essential to reinforce the tools 
available to Federal enforcement agencies involved in the 
effort against narcotic traffickers. I urge that your 
Subcommittee take favorable action on the bill at the 
earliest possible time, so that it may be considered by 
the Congress before adjournment. 

If the Internal Revenue Service can be of any further 
assistance to you in connection with this matter, please 
do not hesitate to call upon us. 

With kind regards, 

Since:tsly, 

~.A.J-C- J}L,~ 
Donald C. Alexander 

80-321 0 - 77 - 11 
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Senator BAYH. At this pomt in the record, I will mclude excerpts 
from the testimony of Peter B. Bensinger, Administrator, Drug En
forcement Admmistration, U.S. Department of Justice; and Dr. 
Robert L. DuPont, Director, National Institute on Drug Abuse, U.S. 
Department of Health, Education, and Welfare. Their entire testi
mony is to be found in volume I of these hearings on the Narcotics 
Sentencing and Seizure Act of 1976; but as these excerpts deal es
pecially WIth teatimony of Commissioner Alexander they will appear 
herewith as exhibits 18 fmd 19. 

We will then conclude with the testimony of our good friend Con
gressman Charles A. Yanik of Ohio, who is also very interested in the 
subject oftoday's testimony. 

[Testimony contmues on p. 128.J 

[EXHIHIT No. 18] 

EXOERPT FROU TH,I' TESTIUONY OF PETER B. BENSINGER, ADUINISTRATOR, 
DRUG ENFORO'."1ENT AD1IINISTRATION, DEPARTUENT OF .JUSTICE 

* * * * * * * Mr. RECTOR. What has the Department of Justice-DEA, in particular, but 
perhaps the Tax Division or other entities at Justice, also-done to help facili
tate tax investigations of \I"hat Senator Bayh called the ldngpin drug traffickers; 
those who, are according to what I have seen recently, taldng in at least $400 
million in untaxed profits annually? 

And at this point in the record I would like to enter the remarks of Assistant 
Attorney General Richard L. Thornburg ,to the Fifth Controlled Conspiracy 
Conference, July 22, 1976. 

[The remarks follow:] 

"THE PROSEOUTOR AND DRUG AnusE" 

REUARKS OF RICHARD L. THORNBURGH, ASSISTANT AT'.rORNEY GENERAL, CRIMINAL 
DIVISION, U.S. DEPARTMENT OF JUSTICE, TO THE FIFTH OONTROLLED SUBSTANCES 
CONSPillACY CONFERENCE, JULY 22, 1970 

The problem of narcotics and dangerous drugs continues to pose a monumental 
challenge to American society. 

More than 5,0r.cn Americans die each year from the improper use of drugs. 
Expensive drug habits account for as much as one-half of the "street crime"
robberies, muggings and burglaries-which afflict American communities. The 
overall cost of drug abus€! is estimated Ito run as high as $17 billion a year. No 
wonder that the President has properly noted drug abuse to be "a tragic na
tional problem which saps our Nation's vitality." 

In spealdng to those of you involved in the investigation and prosecntion of 
criminal offenses rell1!tec1 to drug trafficking, I cannot help but take note of the 
important role you have been assignec1 in attacking this problem. 

At the same time, however, I must also observe that prosecutors have a nar
rowly rlefinec1 role to play in the effort to combat this national affliction of drug 
abu.:e. 

Prosecutors cannot and do not research the reason for the existel1JCe of massive 
numbers of drug abusers in this most affiuent, most free, most mobile of the 
world'S societies. 

Prosecutors cannot and do not prescribe means anc1 methods for the treatment 
and rehabilitation of drug abusers 01' evaluate the many competing prescriptions 
offered 'by others in this regard. 

P::oseeutors can Rnd do only deal with the supply side of the drug a:buse equa
tion. Our role is to smash the large scale business enterprises which profit from 
the miseries of others-to smash them by the accumulation of sufficient legally 
admissible evidence to convince judges and juries beyond a reasonable doubt of 
the guilt of those who violate the criminal laws 0 fthe United States in the 
conduct of their drug-related enterprises. 

At the Federal level, this means we must make a firm commitment to the bold 
and imaginative use of the provisions of the Controlled Substances Act of 1970 
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regulating traffic in a wide variety of narcotics and dangerous drugs. It means 
we must pursue the innovative use of the conspiracy laws and the provisions of 
the Organized "Crime Control Act of 1970 which reach the variety of patterns of 
business enterprises involved in the illegal drug traffic. AmI it means maximum 
use of the income tax laws to exact a full "bite" upon the mammoth ill-gotten 
profits of the drug merchant-profits estimated to run as high aH $350 million 
a year. 

More often than not, the evidence-gathering process for such prosecutions will 
lead Drug Enforcement Administration (DEA) agents into long and arduous 
pursuits of those who appear at various levels of the drug traffi:cker's "organi
zation chart." In many cases, these trails wiU cross state and international bound
aries and will frequently require the cooperation of foreign and overseas law 
enforcement units as well. Such an undertaking was involved in the intensive 
helicopter spraying operation mounted this year against 20,000 :Mexican opium 
poppy fields through the efforts of Mexican Attorney General Pedro Ojeda 
Paullada. 

Because the typical drug smuggling and distribution ring must invariably use 
telepnone communications to transact business from time to time, prosecutors 
must always be prepared to aid DEA investigators in obtaining, often on short 
notice, court-authorized wire-taps where IJrobable cause can be established to 
indicate particular telephones are being utilized in major operations. 

In an increa'?ing number of investigations, Federal grand juries must be 
utilized to obto.in the full testimony under oath of unwilling 01' recalcitrant wit
nesses and so-caUed "use immunities" must be sought to compel the testimony 
of the "little fish" in a particular narcotics operation to provide incriminating 
evidence against the "big fish" so that the full cast of characters can be success
fully prosecuted. 

Prosecutors must always be alert as well to the need to work with DEA investi
gators in providing protection for government witnesses who frequently become 
the targets of underworld threa.ts, intimidation and worse once their cooperation 
is made known. 

And 1inally, the prosecutors must be alert to every possibility to inform tl.~ 
courts of the need for extended sentences in those cases where convictions are 
obtained against the true kingpins of illegal narcotics operatiOll!;. 

The effort to deal with the threat posed by large-scale illicit drug operations 
thus requires a close and constant working relationship between Department of 
Justice prosecutors and DEA investigators if their separate effOrts are to be 
maximized to the utmost. We intend to see that those prosecutors in the Criminal 
Division and the United States Attorneys' offices charged with the responsibility 
for prosecuting cases involving drug offenses do, in fact, give their utmost in this 
effort. 

The prinCipal vehicle in this undertaking since January, 1975, has been the 
special "Controlled Substance Prosecution Units" establishecl by the Department 
of .Tustice in 19 major cities throughout the United States. The goal of these 
units is to lead enforcement efforts away from simply an aggregation of "buy 
and bust" al'l'ests and prosecutions and toward the immobilizing of entire net
works of drug distributiou-attacldng each step from the growth of illicit drug
producing crops abroad, through the processing mill" and laboratories both here 
and abroad, to the vast importatiGn aud clistdbution systems utilized to put a 
wide variety of illegal narcotics and dangerous drugs on the streets of American 
communities. 

On the investigative side, we can only applaud DEA. Administrator Peter 
Bensinger's promise that DEA. efforts "will not be on the street dealer, but on the 
financier, importer, the criminal organization leader or leaders" and to this end 
we are devoting substantial pr05ecutive resources ourselves, coordinated by the 
Narcotic and Dangerous Drug Section of the Criminal Division in Washington. 

To step up the capability.of our prosecutors in this effort, a series of training 
sflminars, of which tile one this week in Minneapolis is the fifth, hnve been held 
throughout the United States for those who must man the "front lines" in tlle 
effort to deal with drug enforcement. At these sl'ssions, e:ll.llerienced prosecutors 
share with each other and with those junior in experience the latest technlques 
in handling the investigation and prosecution of major drng cases before grand 
juries and Federal courts. 

To date, some measure of success llas been forthcoming in this effort to "up the 
ante" for the major financiers and distributors of narcotics and dangerous drugs. 
But we are far from satisfied. Those engaged in this bighly lucrative field have 
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no shortage of imagination and guile themselves and constant intelligence gather
ing and sharing is necessary for prosecutors and investigators alike to keep even, 
let alone get ahead of the adversaries. 

While we do take pride in those successes that have been achieved, we know 
that we must constantly re-evaluate our position and change our priorities as 
new needs arise. We believe, however, that we have found the basic formula 
for success-close cooperation between DEA investigators and our Controlled 
Substance Prosecution Units in the development of major cases. 

The Department views with special pride the Central Tactical (CEN TAC) 
Program developed by the Drug Enforcement Administration in 1973-a program 
which is targeted upon major organizations operating in multiple geographical 
areas of the United States. Top priority is given to an investigation once it has 
achieved CEN TAC st.atus. The investigation is coordinated out of Washington. 
ProRecutors from the Criminal Division and Assistant United States Attorneys 
from different parts of the country are assigned to work closely with agent per
sonnel. Step by step the investigation proceeds using every weapon available to 
the government. A tYlJical investigation may very well be supported by several 
federal, state and locatlaw enforcement agencies. Prosecutive deciSions are made 
in many cases to proceed under all statutes available, including those unrelated 
to narcotics such as tax law violations and laws relating to the use and transpor
tation of weapons. 

To date, some 17 major CEN TAC investigations have been launched; these 
have been targeted upon large-scale trafficl;:ers in Lebanese, Mexican or Soutn
east Asian heroin; Colombian cocaine; and domestic methamphetamines. Some 
of the networks whose participants are now under arrest or indictment have 
stretched into dozens of states and several Canadian provinces, as well as through
out the world. As we become more adept at using the legal and organizational 
tools I have discussed, we ca:, look forward to the CEN TAC type of effort 
becoming more the rule than the exception. 

The stakes are high for all of us in doing battle with drug ahuse. Those engagecl 
in research efforts to determine the "why" of drug abuse must come up with 
some answers. Those who seek the optimum means of treatment and rehabilita
tion will, we hope, some day reach their goal. These efforts can cut down on the 
demand side of the equation by reducing the market for the merchants of menace 
who control drug trafficking. 

But in the meantime, law enforcement must continue to mount its unrelenting 
campaign against the supply side of the equation. Both tIle DEA and Justice 
Department prosecutors have set their goals high-nothing less than a maximum 
eff.ort to investigate and prosecute the "Mister Bigs" who monopolize the large 
scale production and clistrihution of illegal drug-s in this nation. No statisti.cal 
striving or "seizure syndromes" can or will substitute for the quality prosecu
tion-those cases which place behind Ibars for extended jail sentences individuals 
responsible for the flow of illegal drugs into Amerif'an communities. 

The prosecution of these major drug trafficl,ers is no sport '::or the short-winded. 
Dealing with only the supply side of the equation, to be sure, has its share of 
frustrations. But I am confident that proficient '!lnd dedicated investigators and 
prosecutors such as those here this week can do more than their share in break
lllg the habit of clispair which threatens to engulf our society in its attitudes to
ward the problem of drug abuse. 

I wish you well in this effort. It is as important a challenge as any facing law 
enforcement today. 

IIII'. BENSiNGER. I am happy to report that the Commissioner of IRS and I did 
sign an agreement between our two agencies. as a matter of fact. yesterday, that 
would provide for a continuing exchange of information from DEA to IRS on 
jm;t the kingpins we are talking about, which yoU referr€'d to. 

We have already provided to IRS names of individuals in class 1 clulractrii'tic 
violator description. who we believe are no~ only involved in the illegal n'lrcotics 
traffiC, but are inviolation of the tax laws of the country. 

We look forward to IRS asserting a positive program toward focusing on such 
offenders or potential offenders of their laws. 

Mr. REOTOR. In other words, are you saying" the Department of Justice supports 
the President's concern thnt IRS vigorously pursue tax inYestigations with re
ga~d to high-level drug traffickers? 



115 

Mr. BENSINGER. I could not emphasize that more strongly. 
Mr. RECTOR. One last concern relates to a fairly weU-known and widely pub

licized, I guess we could say, tug-of-war ·between DE.A-its predecessor BNDD
and Customs. I thinl~ we could honestly characterize the relationship between 
these two entities and their preclecessor entities as somewhat less than coopera
tive on occasion, particularly with regard to efforts at the border. 

Since the Reorganization .Act No.2, in 1973, when Customs lost some of their 
authority with regard to intelligence gathering and wllllt-have-you, I think we 
have all learned that this situation was excerbated. We are concerned as to 
what the current relationship is between the two agencies . 

.As you recall, Senator Bayh indicated earlier he was especially concerned 
about the possibility of a continued weak link in the Federal drug law enforce
ment at the critical point wllere heroin is in such high volume and purity; namely, 
at the border. 

1\11'. BENSINGER. I am very glad you raised that question. I don't a~ree with the 
charaC'terization of DE.A and Customs relationships as being strained. I think 
at the present time they are very good. 

l\Ir. RECTOR. I was making reference to the track record, the past record, and 
experience . 

.At this point we will insert several articles, referring to the past record. 
[Exhibits 13 and 14, were inserted in the record at this point.] 

* * * * * * * MI'. BENSINGER. I think in the past there have been difficulties between DE.A 
and it'> predecessor agency, between them and Customs, because of conflicting 
and competing jUl-lsdictions. 

I think today-and the CommiSSioner of Customs is here, and he can speak 
to this subsequently-I feel we have a good relationship with, that .Agency. On 
a professional basis there has been an agreement signeel between Customs and 
the DEA. dated December 11, 1975, on our working relationship. We have par
ticipated in the Cabinet Committee on Drug Law Enforcement apPOinted by the 
President, a representative from U.S. Customs is working on a daily basis, in 
our headquarters office in Intelligence, on 'an interagency committee, with rep
resentatives from Immigration, Natm'alization, and FAA and the Coast Guard. 
We have representation from Customs at our EI Paso Intelligence Center; we 
have provided increased co=unication and information to their agency, and 
they to our agency, and not 'only limited to the development of intelligence 
gathering but on situations where we are developing joint research considera
tions and also effOlts that can capitalize on the strengths of both agencies. 

I am glad you raised the issue. 
[.At this point in the record, Exhibit 15, the Memorandum of understanding 

between the Internal Revenue Service and the Drug Enforcement A.dminis
tration, dated July 27,1976 was inserted in the record.' ] 

'" * * * * * * 
Mr. BENSINGER. Senator Bayh, \ye are taiking about the relationship b~tween 

DEA. and Customs. They are better than they have been in the past uncI T 
would characterize them as good and I would like you to address this question 
as well to the Commissioner of Customs who will be joining you shortly. 

I think it is very important that in the system of enforcement, the agencies 
maximize the individual potentiills that they have, in information. sllaring and 
in resource capabilities . 

.Ancl customs seizures at tbe borders have increased. The abilit.y of DEA. to 
provide intelligence not only to' them, but to State and local police, is also 
important. 

So I think we can give you a report that would not characterize the past as 
being carried out at present. 

Senator BAYH. The reason we saved that question until last is the next 
witnesses are going to give a review of Treasury Department drug law en
forcement activities. including the area of Customs' responsibilities. I appreciate 
yonI' answer. 

1 See Appendix. Part 2-Narcotlcs Trntllckers Tax Program Under Commissioner Alexan
der: D. IRS Ilnd DEA Policy, p. -. 
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[EXHIBIT No. 19] 

EXCERPT Fn01I THE TESTIMONY OF DR. ROBERT L. DUPONT, DmECTOR, NATIONAL 
INSTITUTE ON DRUG ABUSE, DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

* * * * * * * 
Senator BAYH. * * * I think this problem is so severe, and its impact on society 

in general is so great, that in certain selected cases I want those who are going 
to be tempted to take advantage-to make a quick buck-at the expense of others 
to know that the penalty is going to be certain and, hopefully, qnickly imposed. 

Dr. DUPONT. Yes, sir; and I support that personally. 
Senator BAYH . .I know you heard the discussions we have had earlier about 

the importance or lack thereof of IRS giving special attention to drug tax 
evaders. The IRS cannot do it by itself. But, certainly the IRS does have a tool 
that is not available to others. I asked :Mr. Alexander about a statement he had 
made before the American Bar Association in Honolulu, in the su=er of 1974, 
in which he p'ointed out that the IRS was gOing to deemphasize the special task 
force-NTTP-approach which directed resources toward those tax evaders who 
were high-level drug traffickers. 

I noticed about -that same time-in fact, in June of that same year-a 
document entitled, "Federal Strategy for Drug .1 ~JUse and Drug Traffic Preven
tion, 1974" was released.' It was transmitted to :he President over your signa
ture, part of which contains tlte fonowing text. 

First it targets major drug traffickers as one of five principal targets. 
Second, it says at page 67-
"The Treasury Department, through the Internal Reyenue Service, is con

tinuing its program involving intensive investigation of the incoming tax re
turns of suspected drug trafficlmrs. Since drug traffickers rarely declare their 
illicit income, tax audits" and investigations can be very productive even when 
other Federal agencies are unable to obtain enough evidence to prosecute the 
traffickers 'successfully for drug law violations." 

Further, the following page says-
"The strategy in the 19,;{4 action plan in the area of criminal investigative 

activities against major drug traffickers include the following:" 
And the second item specifies-
"The Internal Revenue Service will expand its investigations of tax evasion 

as part of increased Federal efforts against nonopiate of drug distribution." 
Let me go further. 
You are one of those that participated in the drafting of September 1975 

White Paper 011 Drug Abuse; 2 is that correct? 
Dr. DUPONT. Yes, sir. 
Senator BAYH. Despite the 1974 strategy which was enunciated the year before, 

and the 1975 White House White Paper makes the following assessment at 
page 43. 

"By focusing 011 the traffickers' fiscal resources the government can reduce 
the flow of drugs in two ways. First, high-level operators, usually well insu
lated from narcotics charges, can often be convicted for tax evasion. Second, since 
trafficking organizations require large sums 'Of money to conduct their business, 
they are vulnerable to any action that reduces their worldng capital." 

PRESENT ms POLIOY NONEFFECTIVE IN' PRIORITIES 

Then the White Paper states-
"The IRS bas conducted an extremely succei:\sful program that identifies sus

pected narcotics tl'llffickers susceptible to criminal and civil tax enforcement ac
tion. Recently, the program has beell assigned a low priority because of IRS con
cern about 'Possible abuses. Tl:.e task force is confident that safeguards against 
abuse can be developed, and 'Strongly recommf>nds re-emphasizing this program. 
The IRS should give special attention to enforcement of income ta.."\:: laws involv
ing suspected 01' convicted narcotics traffickers." 

1 Federnl strategy for Drug Abuse and Drug Traffic Prevention, 1974. For sale by Super· 
intendent of Documents. U.S. Government Printing Office, Washington, D.C. 20402. Price 
$1.15. Stock number 4110-00014. 

2 White Puper on Drug Abuse, September 1975.,-A Report to the President from the 
Domestic Council Drug Abuse Task Force. For sale by Superintendent of Documents, U.S. 
Government Printin~, Office, WaShington, D.C . .20402. Price $1.55. Stock number 041-0,10-
00027-4. 
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What has happened? 
Also, lVIr. David :Macdonald, Assistant Secretary of the Treasury, in address

ing a memorandum to the Deputy Secretary through the Under Secretary, has 
the following observations-this is a memorandum of March 3, 1975 : 

"Treasury will be hard put to explain why, especially in a perio(1 of hard times 
for the average workingman whose dollar is being eaten up by inflation, we are 
sanctioning an IRS policy that picks on the little guy but lets the bigshot 
raclreteer get off, as the average citizen would put it." 

And Secretary Macdonald has other things to say about the shortcoming of 
the present IRS policy. 

Now, isn't anybody listening over at IRS? How can there be such a great 
differential between what is said at the White House and what is said at 
Treasury and the policy that is followed at IRS? 

Dr. Du PONT. Well--
Senator BAYII. Well, is it fair to ask? I assume you meant what you said. 

Do you still mean it? 
Dr. Du PONT. Yes; I think one fact to 'be considered is the limitations on the 

power of the people within the executive branch to get compliance in all of the 
components of the executive branch. I have great hopes that this hearing and 
your involvement in this issue will help to change the thinking in IRS because 
I share with you a strong conviction that this is anI' of the most important 
areas for our drug abuse prevention effort. 

One of the grave problems in the supply reduction area has been the exces
sive emphasis on the small dealer and the limited activities impacting on high
level drug traffickers. 

IRS CO"C"LD LEAD ATTACK ON DRUG TRAFFICKERS 

As you point out, one tool that is most effective in dealing with the high-level 
trafficker is the tax law as administered by the IRS. I think that Mr. Alex
ander's concern about political abuses of IRS can adequately be dealt with with
out sacrificing this extremely important tool. 

I was the head of the Narcotics Tr<'atment Administration in Washington, 
D.C., at the time of the initial activity of IRS in the drug abuse field-that is 
before they downgraded it-and let me assure you that the impact of IRS ac
tivity was very strongly felt in the District of Columbia. It led to a sense of 
energizing and hopefulness on the part of everybody in the local drug field at the 
time. I hope that with a rejuvenated activity at IRS, with the leadership and 
encouragement of this committee, this will happen again on a national scale. 

Senator BAYII. I don't think anybody wants to get the Commissioner of the 
IRS angry at them. However, it seems we have to recoguize that somebody is 
missing the boat in this area. There has been, what I would think, a significant 
decrease in the request to OMB for resources for IRS to pursue this attack on 
the hhdJ-level traffickers. Can you shed any light on the reason behind that? 

Dr. Du PONT. I cannot. 
As I understand, though, there may be some question abol1t whether IRS spent 

the money in the drug area that they already had, and there was some question 
about wlJether they would spend additional money specifically on drug-related 
('fforts. But in any event, it is my understanding that OMB ancI the Domestic 
Council are uneqi.tivocal in their support of IRS activity .in this area. 

I have had the experience of talking specifically with the President on this 
very point, and I know that he is very aware of the specific problems in this 
area and the importance of tax activity against traffickers. So I have a feeli,Jg we 
are going to see some progress in the next few months. 

Senator BAYH. What is <being done '!thout it? 
Dr. Du PONT. I don't ltnow. 
Senator BAYH. Here we have a widely publicized speech from President Ford 

and many of us applaud aspects of its contents; and yet the amount of re
sources going into the area are subsequently reduced. I had heard rumbles-in 
fact, it was whispered in my ear after Mr. Alexander left, or I would have 
brought it to his attention-that pE'ople 'at OMB and over at Treasury are 
angry with him because of the fact that the Narcotic Traffickers Tax Program 
wasn't being done that they did not want to give him l110nE'Y that was not going 
to he used properly. 

Well, it seems to me there is one way to remedy that, and that's not to 
decrease the effort but to get somebody else to do the job correctly; if, indeed, 
that is the assessment. I don't know. You seem to lend some credence to that. 
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IRS SHOULD IMPROVE ACTIVITIES IN NARCOTICS ATTACK 

Dr. DU PONT. Well, I am not competent to judge 1\:[1'. Alexander's perform
ance across the board in terms of the wide range of activities that he is in
volved in. But I would say I am not satisfied with what IRS is doing in the 
narcotics field, and I think something has to be done to improve it. 

Senator BAYH. You are here also, as a representative of the President and 
the Cabinet Committee on Drug Abuse, Prevention, Treatment and Rehabilita
tion. 'Ye will enter President Ford's memorandum duted 1\:[ay 12, 1976 at this 
point in the record. 

[The memorandum follows :J 

CABINET COM1tUTTEE ON DRUG ABUSE PREVEN'TION, TREAT1tfENT AND 
REHABILITATION 

THE PRESIDENT'S 1tlEMORANDUM ON THE RESPONSIBILITIES OF THE COMJlIITTEE AND 
THE DESIGNATION OF ITS 1.fEJlmERS 

Memorandum for: 
The Secretary of Defense. 
The Secretary of Labor. 
The Secretary of Health, Education, and Welfare. 
The Administrator of Veterans' Affairs. 

Dated: May 12,1976. 
Released: May 13, 1976. 

Subject: Cabinet Committee on Drug Abuse Prevention, 
habilitation. 

Treatment and Re-

The need to provide humane and effective drug abuse prevention, treatment 
and rehabilitation services, to balance our law enforcement efforts aimed at 
drug traffickers, lJas been clearly established. Given the magnitude of tIle drug 
abuse problem and its impact on the health and well-being of our nation, it is 
vitally important that the efforts of the various departments and agencies of the 
Federal government responsible for providing these sen'ices be integrated into 
an effective overall program. 

In my recent message to the Congress on drug abuse, I announced the es
tablishment of a Cabinet Committee on Drug Abuse Prevention, Treatment 
and Rehabilitation, to have responsibility for oversight and coordination of all 
Federal activities in this area. !:ou are hereby appointed members of the Cabinet 
Committee, along with such other members as I may appoint from time to time. 
The Secretary of Health, Education, and 'Yelfare will serve as Chairman of the 
Cabinet Committee. 

The Cabinet Committee shall be supported by a Working Group composed 
of personnel from each Federal department and agency having drug abuse pre
vention, treatment 01' rehabilitation responsibility ancl the Office of Manage
ment and Budget. The Secretary of Health, Education, and Welfare shall desig
nate an Executive Director of the Cabinet Committee, who slmll be Chairman 
of the 'Vorking Group. 

The Cabinet Committee shall be responsible for the coordination of all policies 
of the Federal government relating to the drug abuse prevention, treatment and 
rehabilitation services, as well as related research activities. To the maximum 
l'xtent permitted by law, Federal departments, agencies and offices shall cooper
ate with the Cabinet Committee in carrying out its responsibilities. 

More specifically, the Cabinet Committee shall : 
(1) develop and implement the Federal strategy with respect to drug 

treatment, rehabilitation, '1revention and research; 
(2) assure proper coor{Unation among Federal drug treatment and re

habilitation programs, including the collection, analysis and dissemination 
of information; 

(3) assure that Federal prevention, treatment and rehabilitation re
sources are l'ffectively utilized; 

(4) provide liaison between the Executive Branch and Congress, State 
and Jo(!al govel'l1ments and the public; 

(5) assure implementation of relevant recommendations contained in the 
Domestic Council's White Pnpel' onD'rug Abuse,. 

(6) develop and monitor a plan for improving job opportunities for 
former addicts; 
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(7) evaluate and malte recommendations to improve Federal drug treat
ment and rehabilitation programs j and 

(8) report progress to me on October 1, 1976, and periodically thereafter. 
In addition to the above on-going responsibilities, the Chairman of the Cabinet 

Committee, shall work closely witll the Attorney General to develop plans for 
improving the coordination between law enforcement and drug abuse preven
tion, treatment and rehabilitation programs. 

GERALD R. FORD. 

NOTE: The text of the memorandum WIlS made available by the White House Press Office. 
It was not issued in the form of a White House press release. 

Senator BAYEf. You might conv.ey our very sincere wishes from one subcom
mittee chairman to cooperate with the President in any way he can-either to 
strengthen the laws, or in the capac~ty as a member of 'another committee to get 
the resources D!~cessary. 

Let's not quit and say because it allegedly experienced some problems or be
cause Mr. Alexander has effectively sandbagged it we are gOing to cut off the 
arms and legs of the Narcotics Traffickers Tax Program. Is there any reason 
why we should not have this special program revitalized? 

Dr. Du PONT. No. On the basis of what I understand and what I have heard 
this morning, and my review of the excellent summary that you submitted in 
the Congressional Record following last weel,'s hearings, I am persnacled that 
we do need a special program. 

"WATERGATE" EXCUSE IRRELEVAN'l' TO ISSUE 

We are talking about reasons for the behavior that w.e are observing in the 
IRS. One we focused on is the concern about politicalization. Mr. Alexander 
referred to Watergate; and I thought your statement about that was very elo
quent, because I think it is irrelevant to what we are talking about. But I think 
it is on his mind. 

Senator BA.YR. I can understand why it would be on his mind. I did not bring 
it out, but I think it's a real copout to suggest because they had Watergate, that 
we are not now able to conform to an acceptable standard. There are others Fho 
do conform to the standard and are given marching orders and strict eri,teria 
to follow and go about their jobs. Let's get on with it. 

BUREAUCRATIC RESPONSES TO :MAIN ISSUES 

Dr. Du PONT. Yes, Mr. Chairman. And there is another problem which we have 
not focused on which I spent a good bit of my professional life in the past 
decade dealing with. When we were dealing wHh people whose bureaucratic 
responsibilities covel' a very broad range of issues, and one component of that 
broad range-such as the drug component gets special legislative attention, 
executive branch attention, public attention-the bureaucrat with the broad 
responsibility will often attempt to, on the one hand, put the special <:!oncern
in this case, drug abuse-down into a relatively minor position; or, on the other 
hand, try to use the energy that is created by that to run his entire budget and 
organization. 

In other words, he tries to get not just additional funds for drug abuse activi
ties, but get additional funds for the entire range of bureaucratic activities that 
the inclividual is concerned with. That is very destructive tendency, but a very 
common one. We had it in the drug field in dealing with our mental health' col
leagues, where for many y~ars they used the -public's concern with drugs to fund 
a hroad range of perfectly appropriate mental health activities that didn't 
have anything to do with drugs. It was because of that activity that nltimately 
the NllItional Institute on Drug Abuse was created as a separate entity, We sim
ply could not solve that problem in the ambit of overall mental health. I don't 
Imow the details in IRS, but on the basis of what I heard from Mr. Alexander 
today, it seems v.ery possible that a similar .activity and a similar soiutlon
which is to idenJify a speCific identifiable budgetary administrative responsibility 
in IRS-may be justified. And when IRS comes back, in response to your ques
tions, and they say they can't identify ,their drug abuse activities specifically 
because they are woven into the fabric of the entire agency; that seems, to me, 
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to be unresponsiv.e to the specific concerns of this committee und of the President. 
Thus, to have specific accountability on drug abuse within IRS it, presnmably, 
will be necessary to have a separate drug abuse unit. 

Senator BAYH. Well, Mr. Alexander and his staff pointed out that they were 
allegedly shifting from the emphasis on street people to some of the more sophis
ticated business types who were making it possible for these street people to 
operate. 

From your experience in 'the drug field, is it not a reasonable assessment that 
a shift to the shadowy figures-as Congressman Yanik described them, the per
sons behind the scenes that makes all .this possible-that the very shift to those 
persons, more sophisticated, more r,emoved from the scenes, perhaps better edu
ca.ted, more diverse, with an opportunity to thwart prosecution-from the street 
to the suite is a good policy ~ That's not bad. 

Dr. Du PONT. It's too bad we don't have telev,ision here for that. 
Senator BAYH. That approach requires a degree of sophistication and speciali

zation far above what would be necessary if you're worrying solely about street 
or low-level distributors; is that an unreasonable assessment ~ 

APPLY PRESSURE TO SUITE--NOT STREET-PEOPLE 

Dr. Du PONT. No, tha.t makes great sense to me, Mr. Chairman. 
The public support for that kind of shift is very broad. Mr. Alexander, as I 

understand it, is under no pressure to go bacl;: to dealing with the street people. 
What, in fact, he is under pressure to do is to be more effective in dealing with 
the su1te people, as you have tallred about them. He is being asked to be more 
effective in nailing the bigtime profiteers in illicit opiate drugs who are not now 
paying any taxes on these 'deadly profits. 

Senator BAYH. Now if I might address a question to you, that perhaps you 
or Mr. Dormer might want to answer. We were told by Mr. Alexander that one of 
the problems he had was that Congress was imposing burdens on IRS that made 
it impossible for them to do the job. 

The jeopardy program was one area mentioned. The <administrative summons 
was the other. Can you give us your opinion--either of you gentlemen, or bolli
as to whether 1t is possible for Congress to provide protection of due process for 
the individual suspect without tying as alleged, the hands of IRS or other law 
enforcement officials~ 

Dr. Du PONT. I have no doubt in my mind .that it is possible. I think the charge 
that this singling out of major dealers in narcotics is politically motivated in 
some dangerous sense, can be adequately dealt with in a variety of ways, not 
the least of which is through the interagency kind of procedures to identify the 
targets. This would help to mi,tigate or av.oid any possibility of personal or 
pOlitical animus affecting the selection of targets. In .other words, I don't think 
that is an unsolvable problem at all. It seems to me it's perfectly straight
forward. 

Senator BAYH. We have had IRS abuses, unfortunately, which were poli.tically 
motivated. Can you cite specific instances-and you certainly have a long track 
record in the drug field-where the narcotic program was subjected to political 
abuse~ 

Dr. Du PONT. I don't know of any. I guess the mood of the country in the last 
few years mal,es me think that mayibe such 1ms happened. I don't know of any; 
but, in 'any event, it seems to me that by making this targeting decision a shared 
responsibility, in an interagency sense, one can certainly avoid that possibility. 
'rhe worry is that some particular person-particularly some high-level pl'rson
would singlehandedly be able to target somebody for IRS investigation and tllUS 
abuse his power for a variety of reasons, including political gain or personal 
feelings, is an area of concern. But~I think, by sharing that decisionmaking in a 
systematic open way it is possible to 'avoid that ,problem. 

Senator BAYH. Could I ask, Mr. Dormer, if you are not familiar with the 
provisions of ,the tax bill-both the IRS people and Congressman Yanik come 
to different conclusions referred to this morning. If you are familiar with it, 
could you give us your assessment of those provisions~ And, if not, could yOu 
rather quicldy become familiar and let me have your assessment~ 

Mr. DOR1oIER. I will b.e glad to become familiar and submit something for the 
record. , 

[Subsequen.t to the hearing, the following was furnished] 
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ANALYSIS OF TilE EFFECIS OF JUDICIAL AND 

PROPOSED LEGISLATIVE ACTIONS ON 

IRS' ABILITY TO CONDUCT AN EFFECTIVE 

NARCOTICS TRAFFICKERS TAX PROGRAM 

The October 1975 Domestic Council White Paper on Drug Abuse supported 

the use of the tax law to impede the activities of high-level 

traffickers. The justification for this supply reduction strategy 

was as follows: 

"By focusing on the trafficker's fiscal resources the 
government can reduce the flow of drugs in two ways. First, 
high-level operators, usually·well inSUlated from narcotics 
charges, can often be convicted for tax evasion. Second, 
since trafficking organizations require large sums of money 
to conduct their business, they are vulnerable to any action 
that reduces their working capital. 

liThe IRS has conducted an extremely successful program that 
identifies suspected narcotics traffickers susceptible to 
criminal and civil tax enforce~ent actions. Recently, the 
program has been assigned a low priority because of IRS 
concern about possible abuses. The task force is confident 
that safeguards against abuse can be developed and strongly, 
recommends re-emphasizing this program. The IRS should,give 
special attention to enforcement of income tax laws involving 
suspected or convicted narcotics traffickers." (\'!hite Paper 
on Drug Abuse at 43-44). 

The Federal Courts, however, have been increasingly critical of IRS' 

use of the tax law against suspected narcotics traffickers. Moreover, 

legislation, which has passed both the House and the Senate, and is 

now in committee, would substantially alter'the statutory authority 

which IRS has relied upon to make tax assessments against narcotics 

traffickers. 

The mechanics of the IRS enforcement procedure in drug cases has been 

as follows: l'!hen an indiv~dual is apprehended on a drug-related offense, 
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or when a person is arrested on a non-drug related offense but there 

is evidence that the individual may be involved in narcotics trafficking, 
11 

IRS, pursuant to section 6851 of the Code, terminates the taxable year 

of the taxpayer, and on the basis of the amount of money or drugs in 

the taxpay~r's possession at the time of arrest, IRS estimates the 

amount of the tax owed and makes immediate demand for payment. If the 

taxpayer refuses to payor cannot pay, IRS levies on any property owned 

by the taxpayer. 

Recent litigation has focused on the issue of whether this assessment 

under section 6851 is a "deficiency." The Government has taken the 

position that the assessment authority under section 6851 is section 

6201, which mayes no mention of a deficiency. Taxpayer-defendants have 

-, 
~I Section 685l(a) provides that: 
"If the ·Secretary or his delegate finds that a taxpayer designs q~lickly 
to dep~rt from the United States or to remove his pr9perty therefrom, 
or to conceal himself or his property therein, or to do any other act 
tending to prejudice or to render wholly or partly ineffectual pro
ceedings to collect the income tax for the current or the preceding 
taxable year unless such proceedings be brought without delay, the 
Secretary or his delegate shall declare the taxable period for such 
taxpayer immediately terminated, and shall cause notice of such 
finding and declaration to be given the taxpayer together with a 
demand for immediate payment of the tax for the taxable period so 
declared terminated and of the tax for the preceding taxable year or 
so much of such tax as is unpaid, whether or not the time otherwise 
allowed by law for filing return and paying the tax has expired; and 
such taxes shall thereupon become immediately due and payable. In 
any proceeding in ~ourt brought to enforce payment of taxes made due 
and payable by virtue of the provisions of this section, the finding 
of the Secretary or his delegate, made as herein provided, whether 
made after notice to the taxpayer or not, shall be for all purposes 
presumptive evidence of jeopardy." 26 U.S.C. § 6861(a). 
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generally argued thBt the assessment authority for a section 6851 
2/ 

termination is the companion jeopardy provision of section 6861: 

The practical ramification of this issue is that if IRS is required 

to rely on section 6861 for its assessment authority and the tax 

owing under a section 6851 is a deficiency, IRS must, \~ithin 60 days 

of the jeopardy assessment, send to the taxpayer a notice of deficiency. 

This deficiency notice is important because it is a jurisdictional 

prerequisite for the taxpayer to petition the Tax Court for a 

redetermination of the tax. If the tax is not a deficiency, the only 

way for the taxpayer to litigate the correctness of IRS' assessment 

is to pay the full tax, file for a refund with IRS, and if the refund 

claim is denied or IRS fails to act within six months, file suit for 

a refond in District Court. This procedure normally takes longer 

than a Tax Court proceeding and the taxpayer therefore may be wropg

fully deprived of his property for a greater period of time. 

~Section 6861(a) provides for the immediate assessment of def;r.iencies 
whose assessment or collection would otherwise be in jeopardy: 

"If the Secretary or his delegate believes that the assessment or 
collection of a deficiency, as defined in section 6211, will be 
jeopardized by delay, he shall, notwithstanding the provisions of 
section 6213(a), immediately assess such deficiency (together with 
all interest, additional amounts, and additions to the tax prOVided 
for by law), and notice and demand shall be made by the Secretary or 
his delegate for the payment thereof." 26 U. S. c. ~ 6861 (a) • 
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The Supreme Court in the case of Laillg ~.~ 96 S.Ct. 473 (1976) 

resolved the conflict which had existed among the lower courts on 

this issue. On January 13, 1976, the Court held that any tax owing 

after a section 6851 termination is a deficiency, and therefore, the 

assessment of that deficiency is subject to the provisions of 

section 6861. In its opinion, the Court, recognizing that taxpayers 

are normally entitled to Tax Court review of any assessment, stated 

that: 

"Denying a Tax Court forum to a particular class of taxpayers 
is sufficiently anomalous that an intention to do SO should 
not be imputed to Congress Nhen the statute does not expressly 
so provide. This is particularly so in view of the Government's 
concession that the jeopardy assessment procedures of section 
6861 ~ are sufficient to protect its interests, and that 
providing taxpayers ,dth the limited protections of those pro
cedures would not impair the collection of the revenues." 
(96 S.Ct. at 482). 

It is difficult to conclude that the Court's decision in Laing will 

impair IRS' ability to conduct an effective program against dFug ~ 

traffickers. Under the section 6861 procedures mandated by the Court, 

the only procedural distinction appears to be that the taxpayer can 

contest IRS' tax determination prior to paying the tax and therefore 

IRS cannot sell the taxpayer's property to satisfy the tax assessment 

until after Tax Ccurt revie\~. In a footnote to the Laing decision, 

the Supreme Court stated that: 

"The Government repeatedly conceded at oral argument that adoption 
of the 'taxpayers' theories would result in no significant inj ury 
to the Government other than the loss of some of the cases now 
pending in the lower courts. (citations omitted). This concession 
completely rebuts the dissent's claim that our decision today 
deprives IRS of a device it obviously needs in combatting 
questionable tax practices • . ." (Note 22 at 482). 
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Furthermore, the Fifth Circuit Court of Appeals in Campbell v. Clark, 

501 F.2d 108 (5th Cir. 1974) in considering the possible adverse 

consequences of a ruling against the Government stated that: 

"IVe fail to see how any legitimate government interest will 
be prejudiced by construing the law to permit the section 6851 
quici termination taxpayer to seek a redetermination in the 
Tax Court before his assets are involuntarily applied to the 
liability. The opportunity for prompt review will hardly dry 
up the sources of revenue or stop the G.overnment in its tracks 
since virtually all other taxpayers (section 6861 jeopardy 
or otherwise) who desire to contest income tax liability prior 
to payment are currently allowed to do so. Nor will the purpose 
of section 6851 and section 6861 - the avoidance of t~x evasion -
be thwarted since the Government will still be able to seize all 
Clf the taxpayer'S available assets necessary to satisfy the 
potential liability prior to the Tax Court proceeding." (501 F.2d at 126). 

This is an important point - the requirement of a defiCiency notice 

does not prevent IRS from seizing the taxpayer's assets. It only pro-

hibits IRS from selling those assets prior to a Tax Court review of the 

deficiency. This power to seize and retain the taxpayer's assets has 

also been the subject of criticism on the grounds that it allows~RS, 

through an assessment which may be arbitrary, to effectively tie up 

the taxpayer's resources and thereby make it difficult for him to 
3/ 

obtain legal counse~ 
4/ 

As noted above, legislation currently before the Congress would sub-

stantially revise the procedures for both the section 6851 and the 

section 6861 jeopardy assessments. It remains to be considered 

3/ Tarlow, Criminal Defendants and Abuse of Jeopardy Tax Procedures, 
22 UCLA L. Rev. 1191 (1975); Note, Narcotics Offenders and the 
Internal Revenue Code; Sheating the Section 6851 Sword, 28 Vand. L. Rev. 
363 (1975). 

-.3! H.R. 10612 
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whether the proposed statutory changes would adversely affect IRS' 

ability to operate an effective tax progrrun against drug traffickers. 

Although the versions to H.R. 10612 which have passeJ the Senate 

and the House of Representatives differ in the extent to which they 

would amend the jeopardy assessment provisions, the thrust of the 

bills' amendments in this area is to provide an expedited review of 

the reasonableness of IRS' assessment of the amount of tax owed by 

the taxpayer. In view of the possible hardship which could result 

from the seizure of the taxpayer's assets and the lengthy time 

necessary for review of IRS' assessment, it seems only fair that 

the taxpayer be al1O\~ed to contest this assessment as soon as 

possible. As the report of the Senate Finance Comw~ctee notes: 

• a. taxpayer Tray have to wait at least 60 days to petition 
the Tax Court and chen his case will be pIa Led on tho regular 
docket of the Ta:, Court, his judicial remedy (considered in 
the light of the fact that substantially all of his assets m~y 
have been seized) is not sufficiently speedy to avoid uncue 
hardship in cases. where the assessment may have been inappropriate. 

****,* 

"Furthermore, some may argue that under present la\~, a taxpaYEfr's 
rights for review of the Service's action are constitutionally 
inadequate. That argument would be based on the premise that, in 
viC'w of the hardship that may be suffered by a taxpayer who has 
been the subject of a jeopardy or termination assessment, it is 
not suificient to provide that within 60 days a taxpayer could 
file a petition \~ith the Tax Court \~hich generally could be 
expected to render an opinion within 12 to 30 months after the 
petition is filed." (S. Rep. 94-938, 94th Cong., 2nd Sess., 
June 10, 1976, at 363. 

Regardless of \~hether a successful constitutional chaJ.1enge could be 

made to the current jeopardy assessment procedures, it would appear 

that taxpayers whose assets have been seized by IRS should be afforded 

an early opportunity to contest the Service's determination. Both the 
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Senate and House versions of H.R. 10612 would provide an adeuqate 

framew~rk for protecting the taxpayer's rights without unduly hindering 

IRS' ability to collect the revenue or, in appropriate instances, to 

bring tax evasion or tax fraud cases against narcotics traffickers. 

In summary, although recent judicial and legislative actions would 

provide greater protections for taxpayers who are the subject of 

jeopardy assessments, these actions should not prevent IRS from 

conducting an effective program against narcotics traffickers. The 

procedural protections afforded the taxpayer under Laing and the 

legislative amendments under consideration would allow the taxpayer 

quicker access to a judicial review of a jeopardy assessment. These 

safeguards are designed to reduce abuse of the jeopardy procedures 

without adversely affecting IRS' ability to use this procedure in 

appropriate cases \~here the Service has adequate evidence to substantiate 

its case. 

Nevertheless, this conclusion in no ,~ay lessen .• the Government's need 

to be able to seize directly moneys used or intended to be used in 

illegal drug transactions. Title III of the Narcotic Sentencing and 

Seizure Act of 1976. S. 3411. would amend the Comprehensive Drug 

Abuse Prevention and Control Act of 1970 to provide the Department 

of Justice with this power. This amendment, as well as the remainder 

of S. 3411, merits favorable consideration. Title III would provide 

the Government with an additional weapon which it needs to combat drug 

trafficking and it \~ould place that weapon in the arsenal of the 

Department of Justice which has the primary responsibility for 

enforcing Federal drug laws. 

80-321 0 - 77 - 12 
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[Testimony continued from page 112.] 
Senator BAYH. Our next witness is the distinguished representa

tive from the State of Ohio, Congressman Charles Yanik. Congress
man Yanik is the chairman of the Subcommittee on Oversight of the 
Ways and Means Oommittee. 

STATEMENT OF HON. CHARLES A. VANIK, U.S. REPRESENTATIVE 
IN CONGRESS FROM THE 22D DISTRICT OF THE STATE OF OHIO 

Mr. YANIK. Mr. Chairman, I ask unanimous consent that my basic 
statement be submitted into the record as provided; and, at this time, 
I would like to briefly summarize that statement. 

Senator BAYn. We appreciate, as busy as you are in these hectic 
days, your taking the time to appear here. 

Your complete statement will be entered into the record, at this 
point. 

[The statement follows, testimony continues on p. 146.] 
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MR. CHAIRI-1AN AND NEl>1BERS OF ~'HE SUBCO~IMITTEE: 

I welcome the opportunity to appear before you today. As Chair

man of the ~Iays and Means Oversight Subcommittee, I personally have 

a keen interest in the problem of enforcing the tax laws against 

persons who derive income from illegal sources such as gambling, loan 

sharking, and narcotics trafficking. Your Subcommittee and I have 

at least one common goal: To insure that the Federal agencies, within 

our respective jurisdictions, operate effectively against the multi

billion-dollar illicit drug trafficking business. 

In my prepared testimony today, I believe I can show 

1) that, with rare eXception, n.arcotics traffickers can 

only be brought to justice through special investiga

tions of violations of the tax law; 

2) that while there have been violations of defendants' 

rights in the past under the Narcotics Traffickers 

Tax Program (NTTP), the program has been highly success

ful in prosecuting major drug figures, and most gov

ernment officials believe that the past abuses in 

the program can be prevented in the future; 

3) that the IRS has phased out the NTTP; 

4) that despite what I believe to be the will of Con

gress, the announcements of the President, and the 

active desire of th~ Domestic Council and numerous 

Treasury, Justice, and IRS officials, the IRS con

tinues to oppose the reinstitution of a vigorous 

NTTP, and, therefore, 
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5) legislation is necessary to mandate the resumption of 

an HTTP designed both to prosecute narcotics middle

men and to protect citizen rights. 

The IRS's resistance to reestablishing an NTTP is one of the 

most controversial and important bureaucratic disputes to occur in 

Washington in some time. I believe that secret bureaucratic in

fighting which distorts announced public policy should be a subject of 

Congressional oversight. I believe the President's stated support 

for an NTTP is clear. I am sure that if we walked onto the floor of 

the House and Senate we could get unanimous votes for an NTTP. 

Therefore, I hope that this hearing, designed to express what I 

believe to be the pUblic will on this issue, will help change the 

policy of the IRS and make the IRS a true partner in a program the 

rest of the government and the American public support. 

THE N~Sb FOR THE NARCOTICS TRAFFICKERS TAX PROGRAM 

I have had the opportunity during recent months to study the 

Treasury Department's lack of effort against organized crime and 

major narcotics traffickers. 

There are two main aspects to narcotics trafficking: There 

is the man on the street who sells, and there is the shadowy figure 

\~ho never touches the hard drugs, but merely sits back and rakes off 

millions in his role as the middleman. It is almost impossible for 

general law enforcement agencies such as the Drug Enforcement Admin

istration to touch these hidden "white collar" criminals. The only 

effective way that these people can be brought to justice is through 
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tax laws. If we ever hope to stop the flow of hard drugs in this' 

country, WE: must wipe out the middleman, the importers, the financiers 

of this "industry". 

Major drug dealers are immune from conviction under substantive 

drug laws. They never touch the drugs themselves. They only touch 

the money. But even the most sophisticated money mover leaves a 

trail that can be found and followed. 

Drug trafficking is a business. The major purpose of engaging 

in the business of narcotics trafficking is to earn illegal income. 

The huge profits of the drug trafficking business are largely unreported. 

Tbis unreported income from drug trafficking is taxable and the 

Treasury Department has the responsibility of uncovering and taxing 

this income. 

Such unreported income is discovered through Special Enforcement 

Brograms. 

There is a disagreement within Treasury on the value of Special 

Enforcement Progr~m6. Agents in the Special Enforcement Program work 

criminal tax cases against people who are suspected of deriving their 

income from illegal sources. Different techniques and criteria are 

needed in this program from those utilized in the general program in 

which an average citizen's 1040 is routinely audited. 

People who make their money illegally hide their dealings and 

generally do not use normal commercial institutions such as banks, 

brokerage houses, and certified public accountants. When they do use 

normal commercial institut~ons, they normally hide behind tiers 

of nominees. Most illicit profits are received in currency behind 
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closed doors or in dark alleys. Because of the nature of these illegal 

transactions, it is necessary for the IRS to use different criteria 

when selecting a person for investieation who is enBaged in an illegal 

business and does not report adequate income on his return, than the 

criteria used in selecting cases where the subject makes an honest 

living. It is also more difficult, time-consuming and expensive to 

work a case \·/here the inoome is illegal. 

I fully agree with the statement made by the Assistant Treasury 

Secretary for Enforcement, David R. HacDonald, who said in a memorandum 

last March: 

"It is widely recoGnized that successful drug traf
fickers realize enormous profits which frequently 
are not reported for Federal income tax purposes. 
There is nothine. in my opinion, more deleterious 
to the confidence of our tax system than the realiza
tion that 'big shot' criminals are successfully avoid
ing the payment of taxes. l-loreover, there is notning 
so encouraging to the small taxpayer than to see the 
narcotics dealer'prosecuted for failing to meet those 
tax obligations that the rest of us are forced to 
comply with." 

The Commissioner of Internal Revenue, on the other hand, 

stated in a speech before the Tax Seotion of the runerican Bar 

Association on August 14, 1974: 

"Selective enforcement of tax laws, designed to 
come down hard on drug dealers or syndicated crime, 
for example, may be applauded in many quarters, but 
it promotes the view that the tax system is a tool 
to be wielded for policy purposes, and not an impar
tial component of a democratic mechanism which applies 
equally to all of us. l( * ~ 

"[T]he overall emphasis of our criminal enforce
ment activities has ,been 'shifted':away frpm special 
enforcemen'~ programs such as Narcotics Trafficker;, 
and Strike Forces, and have been aimed more directly 
toward the taxpaying public in general." 
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I disagree with the latter policy. Resistance to our voluntary 

tax system is more likely to occur if citizens perceive that the IRS is 

giving a free pass to the criminal element. The IRS cannot stop 

collecting taxes from gamblers, extorters and narcotics traffickers 

simply because they are not nice people. If no special enforcement 

effort is made against the cleverest tax evaders, then the result will 

be selective enforcement against the poor, the middle class and the 

weak. 

It takes a special effort to catch a special criminal -- and 

drug trafficker middlemen are specially spphisticated, specially orgai>-. 

nized in a world-wide network, ~lith special places to secret their 

millions of rake-off profits. It is naive to believe that "general" 

enforcement will ever lay a glove on such special criminals. 

No one can dispute the fact that there have been abuses in 

the Narcotics Traffickers Tax Program in the Past. Jeopardy assess

ments and tax year terminations were often used in violation. of the 

constitutional rights of taxpayers in the illegal business of drug 

trafficking. However, the Drue; Abuse Task Force of the PreSident's 

Domestic Council believed that an~' such abuses were not inherent in 

the program and could be overcome. Last September, the task force 

stated in its white paper to Pres~,dent Ford: 

"The IRS ;las conducted an extremely successful program 
that identifies suspected narcotics traffickers sus
ceptible to criminal and civil tax enforcement actions. 
Recently, the program has been assigned a low priority 
because of IRS concerns about possible abuse3. The 
task force is confident that safeguards against abuse 
c~n be developed, and strongly recommends reemphasizing 
tnis program. The IRS should give special attention 
to enforcement of income tax laws involving suspected 
or convicted narcot1.cs traffickers." 
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The President accepted this advice. In his April 1976 statement, 

Mr. Ford asserted that these abUses can be corrected: they are not 

inherent in the program. I agree. 

The President issued a strong call for action in his April 

statement where he said: 

"The first need for stronger action is against the 
criminal drug t~afficker. These merchants of death, 
who profit from the misery and sufferlng of others, 
deserve the full measure of national revulsion. * * " 

"[T]he Federal government must act to take the easy 
profits out of drug selling." * * '" 

The President's proposal, which comes at a time when nurcotics 

usage is again on the rise, had a familiar ring. In 1971, l~r. Ford's 

predecessor announced an expanded effort by the Federal Government 

to combat. drug abuse. In response to this charge, the Narcotics 

Trai'fickers Tax Program (NTTP) was created, and the Congress appro

priated huge new sums to implement it. 

\>lhi1e President Ford's sentiments as expressed in his message 

of April 27 are laudable, apparently he had no control over the. .' ' .. 

bureaucracy. As I have noted, the IRS did set up a NTTP to 

accomplish the very mission that Mr. Ford now wishes to accomplish. 

But that program was "merged" out of existence by the IRS on July 

1, 1975, and funds specifically requested of Congress for this program 

were diverted to other IRS programs. 

The program had been a success. \1hile it lasted, more than 

2,000 mid- and upper-level traffickers were selected for tax investi

gation. More than 250 individuals were indicted on criminal tax 

charges. Stiff prison terms were meted out to such kingpin' 
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traffickers as TIichard Barksdale of Fort Wayne, Indiana, Gordon King, 

alleged to be one of the top dealers in the nation's capitol, and 

Vincent Papa, who is thought to have figured in the theft of.' "French 

Connection" heroin from the New York Police Department property 

room. But the NTTP began to go downhill soon after r~r. Ford became 

President. 

11hile the President has called for more action, in fact, tax 

and penalty recommendations have f.'allen off.' dramatically in the last 

two years. For f.'iscal year 1974, almost 70 million dollars in taxes 

and penalties were proposed against narcotics traffickers. Less than 

10 million dollars have been proposed against narcotics traffickers 

for the first 9 months of.' this fiscal year. As a matter of fact, the 

.Internal Revenue Service has become so embar~assed about its criminal 

tax enforcement statistics that it stopped publishing its quarterly 

statistics in June, 1975. 

IU th drug abuse and ill1ci t trafficking again on the rise, wi th 

President Ford exhorting Executive agencies to action, one would 

expect the Administration to be f.'ully marshaled against the menace. 

But I must tell you that from my work on IRS matters, the Administra

tion today has no real program to tax the illegal profits of major 

drug traff.'ickers. 

Since the Commissioner terminated the program a year agu, 

neither the President's Domestic Council nor the President himself has 

been able to budge him. Last September, a Domestic Council white 

paper "strongly recommended" reviving the NTTP. Tnat recommendation was 

ignored. And so far the Commissioner, with timely f.'ootdragg~ng on 
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on the part of Secretary Simon, has manae:ed to rebuff a Presidential 

call upon both of them "to develop a tax enforcement progra1Jl aimed 

at high-level drul?; traffi.ckers." 

These are not my observations alone. They are the observations 

of officials in the Treasury Department -- primarily the Assistant 

Secretary for Enforcement and his predecessors -- and in the Justice 

Department,who have been fiGhtinl?; a valiant but losin!; battle over the 

past three years to save the NT'!'P from extinction. 

Seven months after the Domestic Council's lihite Paper was issued, 

President Ford, in a message to the Con~ress on April 27, 1976, entitled, 

"'l'he Control of Drug Abuse", stated that he had directed the Secr'etary 

of the Treasury to work with the Commissioner of the Internal Revenue 

Service to develop a tax enforcement program aimed at high-level drug 

traff1~kers. In my report to the House on I'lay 17, 1976, I urged that 

such a program be developed and ilnplemented. However, I expressed 

misgivings about the sincerity of the Ford Adminis ration's commit-

ment to such a program. I was concerned that perhaps all that the 

President sought was a quiclc headline. 

My concerns were based on tl~O grounds. First, the previously 

eXisting "tax enforcement pror;ram aimed at hiC;h-level drug traffickers ll
-

the Narcotics Traff'ickers Tax Proe;ram -- \~as, if not killed, certainly 

maimed by the Administration. Second, at the time I made my report 

to Congress, three weeks after the President's message, there was no 

movement within the IRS to reinstitute the Narcotics Trafficlcers Tax 

Program. 
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Subsequent to my report to the Congress, Treasury Secretary 

Simon announced the formation of a Treasury Department "Anti-Drug 

Enforcement" Committee. The Committee, formed more than four weeks 

after the President's announcement, was to report its findings to 

Secretary Simon by July 1, 1976. Only Congressional hearings forced 

the executive to take ac';l,o:1. Unfortunately, as I will demonstrate 

later in my statement, the only action taken by the Administration 

was to issue a document long on generalities, but short on specifics. 

My .:>fforts to communicate on these issues with the Treasury 

Department have been futile and strongly suggest that an effective 

program will not be implemented. Since May 27 of this year, I have 

had pending with the Secretary of the Treasury a formal request for 

documents r~lating to the rise and fall of the Narcotics Traffickers 

Tax Program. But the Secretary has not complied with my request. 

Not one document has been turned over to me by the Secretary or other 

officials of l1.is Departmert. Since the Secre1:ary has stonewalled 
\ 

my request, this statement is, therefore, necessarily based on 

eVidence from indirect sources. 

The Assistant Secretary for Enforcement, David R. MacDonald-

one of the voices that has been crying out for reestablishment of 

given blanket orders to say nothil1b to my staff or, I understand, 

the staff of your Subcommittee. I have been referred instead to the 

General Counsel of Treasury, Mr. Richard Albrecht, who for weeks has 

had the documents we have requested just sitting on his desk. All 

\~e get from Mr. Albrecht is the run-around. 
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It is easy to see why the Treasury hierarchy is trying to 

dodge this issue. The documents they are trying to hide are an 

embarrassment in light of President Ford's most recent message to 

Congress on the scourge of drug abuse. In that message on April 27, 

1976, the President made the following statement: 

"I am directing the Secretary of' "ne Treasury to 
work \t/ith th~ 'JOJrun".i:isicncl" ;if th: I:1ternal Revenue, 
in consultation with 1;he Attorney General and the 
Administrator of the Drug Abuse Enforcement Admin
istration, to develop a taA enforcement program 
aimed at high-level drug traffickers. We know that 
many of the biggest drug dealers do not pay income 
taxes on the enormous profits they make on this 
criminal activity. I am confident that a respor.
Sible program can be designed which will promote 
the effective enforcement of the tax laws against 
those individuals who are cUl'rently violating these 
laws with im\iunity." 

This statement has a ring of leadership and action. But analysis 

will show that it is really a confession of past failure. Ir. effect, 

Mr. Ford was saying: Many of the biggest drug traffickers are Violat

ing the tax la,~s with impunity because of failures of the Administra

tion to exercise its responsibilities. 

The Presj dent ~Ias corl'"ect, and his statement holds true today. 

There was no program on April 27. There is still no real program. 

And from what we see going on at the Intel'nsl Revenue Service, the 

Treasury Department and the Of.C; .. ,~ ".r :.': .. ···,,···~·:t: ?n1 Budget in the 

\'/hite House itself, there isn't going to' be any effective program. 

The Treasury Committee set up by Secretary Simon .to develop a 

tax enforcement program was headed by Under Secretary Jerry Thomas 

and includes Assistant Secretary MacDonald, Commissioner of Customs 
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Vernon D. Acree and Commissioner Alexander of Internal Revenue. 

According to Secretary Simon's announcement, one objective would be 

lithe revitalization of an income tax enforcement program focusing 

on the illegal profits of high level drug dealers." 

The Treasury committee headed by Under Secretary Thomas has held 

only two meetings. Neither has been productive within the meaning of 

the Objectives announced for it by Secretary Simon. 

At the first meeting on June 10, Assistant Secretary 11acDonald 

presented a proposal that would have created the NTTP essentially as 

it eXisted before its dissolution by Commissioner Alexander. Under 

it, tax enforcement against drug traffickers would be elevated again 

to the level of national direction, rather than the decentralized 

system which now exists. A minimum of 600 cases with high tax potential 

against upper-level narcotics traffickers would be the target each 

year. IRS would have primary responsibility for selecting the cases 

and operating the program. Monthly reports on accomplishments would 

be made to Treasury Assistant Secretary MacDonald, with overall coordina

tion and monitoring in the hands of a steering committee representing 

Treasury, IRS, the Customs Service and the Drug Enforcement Administra

tion. 

But this plan, an excellent one in my opinion, met with strong 

resistance from the IRS officials that Commissioner Alexander had sent 

to represent him at the Treasury committee meeting. The IRS position 

called for no change in its basic approach--that is, giving narcotics 

traffickers no greater attention than is accorded any ordinary tax 
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evader and leaving it to District Directors and District fraud chiefs 

to decide how to fit trafftcker cases into their general workload. The 

only difference would be that, under an inter-agency agreement then 

being negotiated, the Drug Enforcement Administration would provide 

IRS with the names of individuals DEA suspected of being major nar

cotics traffickers. 

At any rate, the first meeting of the Treasury committee ended 

with a pledge from the IRS representatives to provide IRS comment on 

the MacDonald proposal for reestablishing the Narcotics Traffickers 

Tax Program. Such comment did not materialize, however·. When the 

committee met a second time ~ few weeks ago, the IRS representatives 

produced a letter from Commissioner Alexander addressed not to the 

committee chairman, Under Secretary Thomas, but to Treasury number 

two-man Deputy Secretary Dixon. 

I have not seen this letter, although a copy has been requested. 

However, I am told that in it Commissioner Alexander cites the IRS-DEA 

agreement and says that that is the only length to which IRS is 

willing to go. I am further advised that the Commissioner reaffirmed 

this position in strong terms at a meeting with Treasury Deputy Sec

retary vixon on July 23. 

THE IRS-DEA AGREEMENT 

On July 27, 1976, the IRS and DEA entered into an agreement, 

thus bypassing the Treasury committee. I was not furnished with a 

copy of the agreement. However, Mr. Chairman, YOII were kind enough 

to furnish me with a cop~ and ask for my comments. 

The agreement is long on generalities and short on specifics. 
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The first question to be asked is why is such an agreement needed in 

the first place? Basically, all it provides is for an exchange of 

information between two Federal agencies (with, of course, no tax 

return information going to the non-tax agency, DEAl. l~hy haven't 

D~A and IRS exchanged information before? 

The agreement does not require the IRS to commit itself to \'IOrk 

a single case. nor give any priority to narcotics cases. There is 

no commitment to form specialized groups where the caseload warrants, 

nor to expedite cases. 

The agreement contains an interesting ~ sequitur right in the 

second paragraph which renders the whole agreement meaningless. It 

provides that: 

The responsibility of IRS is to conduct appropriate 
civil examinations and criminal investigations of 
high-level drug leaders and financiers who IRS 
determines to have violated the internal revenue 
laws using its established standards. 

That's right! That's what it says -- opinions first, facts 

later. The IRS will make a determination as to whether tax laws 

have been violated, before conducting civil examinations or criminal 

investigations. That's lUdicrous! If the program is going to work, 

the IRS must commit itself to performing X number of examinations of 

alleged Class I violators. 

The agreement places "primary responsibility for gathering in

formation relating to * ;; R major ·narcotics leaders" with the DEA. 

No special enforcement tax program can be a success unless specially 

trained tax fraud agents are permitted to go out and develop their 
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own tax related information. The agreement does not encourage this 

kind of initiative. Furthermore, new IRS regulations on inform~tion 

gathering are so complicated as to make case development unworkable. 

The agreement makes it plain that the program will have no 

national punch behind it; the Nat:iona1 Office acts only as a channel 

of information for DEA information; District offices will act on the 

information furnished by DEA as it finds time in the workload. IRS 

officials at the district level shall make the final determination 

as to which cases shall be subject to either an audit examination or 

a criminal invp.sti(;ation. 

My recent inquiries at IRS confirm that the IRS-DBA agreement 

will bring no change in the IRS approach. No special priority is 

being assigned to tax cases involving suspected narcotics traffickers. 

And no special provisions will be made to handle any increased ~lork10ad 

that might be generated by information received from pEA. In my 
opinion, the agreement is woefully inadequate. 

The Narcotics Traffickers Tax Program grew from outlays of 

$10.2 million to fund 482 pOSitions in fiscal year 1972 to outlays 

of $22.5 million to fund 913 pOSitions in fiscal year 1974. There-

after, support for the Narcotics Traffickers Tax Program was cut 

drastically. The amount claimed by the IRS to have been spent for this 

program fell by one-third in finc2~ ~'ear 1975 to only $15 million and 

598 positions. Even these reduced amounts were not actually devoted 

to the NTTP. Inferring from the productivity figures for the period, 

70 percent of these claimed outlays were actually diverted to other 

programs! Only 181 positions and $4.5 million of the amounts claimed 

80-321 0 - 77 - 13 



144 

to be allocated for tax cases against narcotics traffickers were 

actually used for that purpose in fiscal year 1975. 

Table 

Fiscal Years 1972 1973 1974 1975 
Claimed Actual Diverted 

Positions 482 854 913 598 181 417 

Outlays 
(in millions) $10.2 $19.9 $22.5 $15.0 $4.5 $10.5 

There was no separate NTTP program for fiscal year 1976. Worse 

yet, the President's budget axe for fiscal year 1977 whacks a full one

third out of the special enforcement program. Not only has the Presi-

dent failed to seek a budget to fund a narcotics traffickers tax 

program, but under his proposed budget, there is no provision for 

Treasury enforcement of the gambling tax laws. Furthermore, the budget 

cut will result in a continuing decline of tax evasion cases brought 

against organized crime figures. By cutting one-third out of the 

budget for the special enforcement program, the President has doomed 

any program against narcotics traffickers to failure. 

Recently, Treasury requested a supplemental appropriation of 

$20.6 million to fund 982 pOSitions for IRS to work narcotics trafficK-

ing and corporate "slullh fund" cases. The request was turned down 

by the President's own Office of Management and Budget on June 15, 

1976. So Mr. Ford's demand for action is getting no support from 

OMB either. 
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CONCLUSION 

Mr. Chairman, I have come to the conclusion, finally, that 

the only hope this nation has for an effective Narcotics Traffickers 

Tax Program is by legislation such as you suggested last Wednesday. 

It is sad that the Administration cannot afford us an effective pro

gram administratively. Therefore, I would like to join you in intro

ducing legislation to mandate an effective program. 
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[Testimony continued from p. 128.] 
:Mr. VANIK. Mr. Ohairman, I welcome the opportunity to appear be

fore you today. The ·Ways and Means Oversight Subcommittee, which 
I chair, has a keen interest in the problem on enforcing the tax laws 
against persons who derive income from illegal sources . 

. In my prepared testimony today, I believe I can show: 
1. That with rare exception, narcotics traffickers can be brought to 

justice through special investigations of vioItaions of the tax law. 
2. That while there have been violations of defendants' rights in 

the past under the narcotics traffickers tax program, this program has 
been highly successful in prosecuting major drug figures, and I think 
most Goyernment officials belieye that the past abuses in the program 
can be prevented in the future so they could be made a workable pro
gram ,yithout jeopardizing anyone's rights. 

3. I think my statement will substantiate the fact that the Internal 
Reyenue Service is phasing rlllt the narcotics traffickers program. 

4. That despite what I believe to be the will of the Congress, the 
announcements of the President, and the active desire of the Domes
tic Council and numerous Treasury, Justice, and IRS officials, the IRS 
continues to oppose the .l'einstitution of a vigorous narcotics traffickers 
tax program. 

5. I think it is true that l~he Service has shifted some programs that 
are of such dynamic and great importance as the narcotics tratfickers 
tax program in order to confine its efforts to audits of the general 
public, and I mean the local plumber or businessman or individual 
who may have some tax problems, instead of really getting after the 
major culprits in our systEm-those who are involved in criminality. 

Finally, Mr. Chairman~ I believe that legislation is necessary to 
mandate the resumption of a narcotics traffickers tax program-and 
I think it must be mandat·ed-designed both to prosecute major drug 
traffickers and to protect defendants' rights. 

ms RESISTANCE TO PROGRAl\I IS BUREAUCRATIC INFIGHTING 

Mr. Chairman, the Internal Revenue Service's resistance to re
establishing a program is one of the most controversial and important 
bureaucratic disputes to occur in ,Yashington in some time. I believe 
that secret bureaucratic infighting whioh distorts announced public 
policy should be a suLject of congressional investigation and oYer
sight. 

I believe that the President's stat&l support for a narcotics traffickers 
tax program is clear, and I'm sure that if we walked on the floor of 
the House and Senate today we could get unanimous support for a 
bill of·this type. 

I might say, :Mr. Chairman, that I lUlderstand the budgetary prob
lems to which the Commissioner has referred. I have tried to get these 
funds increased. I've appea.red before the House Appropriations 
Oommittee at various times endeavoring to get adequate funding and 
I took the issue to the floor. It is incredible to me t11at the IRS budget 
is being cut at a time when Treasury receipts are so important. 
If I might just depart from my 'prepared testimony for a moment, 

I do want to call your attention to one very important case we had 
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in Indianapolis in which a man reported a $5,000 annual income. 
'Yhen he was arrested by DBA agents he possessed more than $12,000 
in cash and was driving a Cadillac. The Government could not make 
the case on narcotics because his girl friend was the one who actually 
delivered the heroin. The only WH,y the case could have been pursued 
was on the basis of the tax question. He had to describe how he de
veloped this tremendous bankroll, and it was the tax aspect that really 
brought him into the custody of the court. 

ADEQUATE SAFtEGUARDS IN JEOrARDY ASSESSUEN'l' TAX l'ROGRAJI,r 

Now, I want to say this also, Mr. Chairman, that in the bill that is 
on the floor, the House version of the tax reform bill, we have pretty 
well taken care of the jeopardy question.1Ye were very careful about 
that in the House and I don't see that that should be any problem. I 
think we have put adequate safeguards in what we have done, and I 
think if you'll examine those sections, yon ·w"ill find that there is no 
reason ',hy the jeopardy assessment program should be any bar to an 
effective program in narcotics tax apprehension. 

Senator BAYH. I suggested to the Commissioner that this sounded 
like a rather feeble excuse-particularly when, at first blush, it looked 
as if they were talking about that in limiting their capacity to deal with 
the problem-now when, frankly, it was in the past. 

Mr. VANIK. Yes; well, I think you will find that those sections, as 
you pl~ruse through them, are quite adequate. And I hope that the 
Senate will concur in what we have done in this program. 

I might also point out, Mr. Chairman, that when we asked for this 
e~-tl'a money, House Treasury Appropriations Subcommittee Chair
man Tom Steed went along with us, and it was over here that we 
did not fare so well. I think additional work needs to be done on this 
side of the Capitol to help support the added funding that we are 
going to need. 

Senator BAYn. Did the full House go along with the subcommittee 
recommendation ~ 

Mr. VANIK. Yes; when I testified before Mr. Ste3d's subcommittee 
I asked for $15mi1lion. 'V"e got $10 million out of the House committee 
011 the supplemental. 

Mr. Chairman, the IRS' resistance to reestablishing the narcotics 
traffickers tax program is most controversial. There are two main 
aspects to narcotics trafficking as you have well described. There is the 
man on the street who sells and then there is the shadowy figure who 
never touches hard drugs, but merely sits back undrakes off his profits 
in his role as middleman. It is almost impossible for general law 
enforcement agencies such as the Drug Enforcement Administration 
to touch these hidden white-collar criminals. The only effective ·way 
that these people can be brought to justice is through tax laws. If we 
ever hope to stop the flow of hard drugs in this country, we must 
wipe out the middleman, the importers, and those who finance and 
profit in this business. 

Drug trafficking is a business to earn illegal income. The huge profits 
of the drug business are largely unreported. This unreported income 
from drug trafficking is ta...xable and the Treasury Department has the 
responsibIlity of uncovel';ng and taxing this income through specjal 
enforcement programs. 
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IRS COlIIlIUSSIONER AGAINST SPECIAL ENFORCElIIENT PROGRAlIIS 

In my prepared statement I have a quote from the Commissioner of 
Internal Revenue in which he argues against special enforcement 
proO'rams.. I disagree with his policy. Resistance. to our voluntary tax 
syst~m is more likely to occur if citizens perceive that the IRS ~s 
O'iving a free pass to the criminal element. And I want to say that tlus 
~lso extends to gambling; because the same enforcement withdrawal 
is applied to gambling income.. There has been a tremendous cutback 
in enforcing the tax laws on professional gamblers. Treasury receipts 
in this area have plummeted to almost nothing, and this is a tremendous 
industry that probably goes as high as $60 to $63 billion aIlliually. 
It is a tremendous untaxed business. 

And there are ways, Ur. Ohail'mnn, in which profits of this business 
can be concealed. ,Ve have something like Swiss banks in America and 
tax-free bearer bonds. And if hot money or criminal money flows into 
tax-free bonds, nobody in this country can ever find out where it is, 
becanse that is not subject to tax, and no bank who is custodian of 
those funds or accolmts will ever tell who the real owners arp of these 
hidden resources that can be securely kept right in Ameriett. They 
don't have to keep it abroad. 

Senator BAYH. Isn't it fair-and you infer this-that if we're saying 
to the bigtime criminal we~re not going to make a special effort to tax 
your hidden gains; and, if we're saymg to the drug trafficker that 
we're not going to continue to make the same kind of speciai effort 
tomorrow that we did yesterday to get at your illicit untaxed gains, 
then this could have a very erosive effect on the voluntary compliance 
of the individual taxpayers? 

Mr. VANTIL I think it is terribly discriminatory. The big profits of 
these industries are untaxed and escape the tax collector, and here is 
the average taxpayer facing inflation which puts him into higher tax 
brackets, and deprives him of morEl and more coni'uming power. I 
think that what this tends to do, Mr. Chairman, is to spread a lack of 
loyalty or lack of respect to our entire tax system. I think it insults 
the integrity of the system when the biggies get away. 

Mr. Chairman, the IRS cannot stop collecting taxes from gamblers, 
extorters, and narcotics traffickers simply because they're not nice 
people. If no special enforcement effort is made against the cleverest 
tax evaders-and these are indeed the cleverest-then the result will 
be selective enforcement against the middle class, the poor, and the 
weak. 

No one can dispute the fact that there have been abuses in the nar
cotics program in the past. However, the President's Domestic Council 
believes that such abuses are not inherent in the program and could 
be overcome. In his April 19'76 message on drug control to the Con
gress, Mr. Ford asserted that these abuses can be corrected. They are 
not inherent in the program, and I agree. ,Vhile President Ford's senti
ments as expresed in his message are laudable, apparently he had no 
control over some bureaucracy which apparently did not read his 
message. 

As I have noted, in 1971, the IRS did set up a narcotics traffickers 
tax program to accomplish the very mission that Mr.. Ford now wishes 
to accomplish. But, that program was merged out of existence by the 
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IRS on JUly 1, 1975, and flmds specifi.'cally requested of Congress for 
this program were diverted to other programs. 

The program had been a success. While it lasted, more than 2,000 
middle- and upper-level traffickers were selected for tax investigation. 
More than 250 individuals were indicted on criminal tax charges, and 
stiff prison terms were meted out. And the publicity of tIns was some
thing that afl'ected the whole business of the drug program" 

While the President has called for more action, in fact tax and pen
alty recommendations have fallen ofl' draIllatically in the past 2 years. 
For fiscal 1974 almost $70 million in taxes and penalties were proposed 
against narcotics traffickers. Less than 10 million has been proposed 
against narcotics traffickers for the first 5 months of tIns fiscal year. 
The Internal Revenue Service has become so embarrassed about its 
criminal tax enforcement records that it has stopped publishing its 
quarterly statistics in June 1975. And I think we ought to find out 
why they have stopped publishing the figures. 

FORD AD1\IINISTRATION HAS NO PROGRA1\! AGAINST KINGPIN TRAFFICKERS 

1Yith drug abuse and illicit trafficking again on the rise, with Presi
dent Ford exhorting executive agencies to action, one would expect 
the administration to be fully marshaled against the menace. But I 
must tell you that, from my work on IRS matters, the administration 
today has no real program to tax the illegal profits of major drug 
traffickers. These are not by observations alone; they are observations 
of peol)le in Treasury, primarily the Assistant Secretary for En
forcement and his predecessors; and the Justice Department has been 
fighting a vaHant but losing battle over ·the past 3 years to save the 
llarcotics traffickers tax program from extinction. 

In a message to the Congress in April of this year, President Ford 
stated that he directed the ~Secretary of the Treasury to develop a tax 
pnforcement program aimed at high-level drug traffickers. Subse
quently--. Those bells call you back, Mr. Chairman ~ 

Senator BAYH. Yes. 
Mr. VANTIL I can stop right now. I have my full statement inserted 

in the record. 
Senator BAYJI. Which would you prefer to do ~ I feel terrible about 

this. 
Mr. V ANIK. I understand. I will be happy to suspend, and we'll just 

quickly conclude my remarks. 
Senator BAYH. You might contemplate one question that I directed 

to Mr. Alexander. I must say I found some inconsistency between what 
i'3 being said and what is being done. There is a remarkable incon
sistency between a President who makes a very hard-hitting, sweet
sounding, respons~ble antidrug message ,to the Congress-and then 
cuts the funds and personnel in the agencies that are supposed to be 
dealing with it. How does that make sense ~ 

Mr. 'VANIK. I will respond when you get back. 
Senator BAYI-I. I don't think it will take too long for you to think 

up an answer. I will be right back. 
[B rid recess.] 
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PRESIDENT'S BUDGET CUTS ASSIST ORGANIZED ORIlIrn PROFITEERS 

Mr. VANIK. Ml~. Ohairman, you asked a question just before you h~d 
to leave,and I just want to say that there was no separate narcotlcs 
traffickers tax program for 1976. Worse yet, the President's Budget 
Act for fiscal 1977 whacked a whole one-third out of the special en
forcement program. Not only has the President failed to seek a budget 
to fund a narcotics traffickers tax program; but, IDlder his proposed 
budget, there is provision for the Treasury enforcement of gam
bling tax laws. 

Furthermore, the budget cut will result in a continuing decline in 
tax evasion cases brought against organized crime figure~. By cutting 
one-third out of the budget for a special enforcement program, the 
President has doomed any program against narcotics traffickers to 
failure. 

Recently the Treasury requested a supplemental appropriation of 
$20 million ta fund 982 positions for IRS to work narcotics trafficking 
and corporate slush fund cases. The request was turned down by the 
President's own Office of Management and Budget on JlUle 15, 1976. 

So the President's demand for action is getting no support from the 
OlVfB, either. 

Now, Mr. Chairman, if I can just conclude by going back to my 
basic statement. I talked a:bout the President's messa:ge to the Con
gress on April 27, 197'6. iSubsequently, Secretary Simon announced 
the formation of a Treasury Department Anti-Drug Enforcement 
Committee. The Commi ttee, formed within 4 weeks after the Presi
dent's announcement, W,1S to report its findings to Secretary Simon 
by July 1, 1976. My efforts to communicate with the Treasury De
partment have been futile. I strongly suggest that all effective pro
gram will not be implemented. Since May 27 of this year I have had 
pending with the Sec"etary !)f the Treasury a formal request for doc
uments relating to the rise and fall of the Narcotics Traffickers Tax 
program, but the Secretary has not yet complied with my request. Not 
Gne document has been turned 'over to me by the Secretary or other 
officials of his Departmel1t. Since the Secretary h'as stonewaIled my 
request, this st.atement is necessarily based all evidence from indirect 
sources. 

Senator BAYH. Why~ 
Mr. VANTIL I can't tell you. I would hope the chairman might help 

me get some of this documentation whie'h I think is albsolutely essential 
tJeTOre decisions are to 'be made on the programs. 

Sen'ator BAYI-I. My {':hief counsel, Mr. Rector, tells me that we have 
obtained about haH of the requested documents, and they are being 
turned over to your staff. I'm not certain about the other records. I 
don't know why I should 'be more successful than you. It would seem 
they should cooperate with any Member of Congress, although we had 
to take extraordinary steps to get the information. I will enter a letter 
received from the Department of the Treasury as an exhibit now. 
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(Exhibit No. 20) 

DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 20220 

ASSISTANT SECREtARY 

JUL 271976 

Dea~ M~. Recto~: 

In accordance with your telephone conve~sation with 
General Counsel Albrecht today, I have enclosed a copy of 
the documents pertaining to the Treasury narcotics traffickers 
tax enforcement program that have been submitted to 
Chairman Rosenthal. At the moment, this is the extent 
to which we are able to comply with Chairman Bayh's request 
of July 16 inasmuch as we have not, as yet, made any 
documents available to Chairman Vanik. 

Mr. John M. Rector 

Sincerely yours, 

c~ _J (!.llt ~.~J ,,-,.J2) 
David R. ~Iacdonald 
Assistant Secretary 

(Enforcement, Operations 
and Tariff Affairs) 

staff Director and Chief Counsel 
Subcommittee to Investigate Juvenile 
Delinquency . 

Committee on the Judiciary 
united States Senate 
Washington, D. C. 20510 
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Mr. VANIK. We have11ad problems. 
Mr. Chairman, it is easy to see why the Treasury hierarchy is trying 

to dodge this issue. The documents they are tryihg to hide are an 
embarrassment in the light of the President's moot recent message to 
the Congress on the scourge of drug abuse. 

I believe there still is no real program. And from what we see going 
on, there isn't going to ,he any effective program. The Treasury com
mittee has held only two meetings; neither has been productive. At 
the first meeting Treasury presented a proposal that would have 
created a Narcotics Traffickers Tax program, essentially tlS it existed 
before its dissolution by the Internal Reyenue Service. But this plan
an excellent one, in my ophlion-met with strong resistance from IRS 
officials that Commissioner Alexander had sent to represent him at the 
Treasury committee meethlg. The IRS position caned for no change in 
its basic 'approach-that is, giving narcotks traffickers no greater 
attention than is accorded any ordinary tax evader-and leaving it to 
district directors and district fraud chiefs to decide how to fit trafficker 
fraud cases into their general workload. The only difference would be 
that under an interagency agreement, then being negotiated, the Drug 
Enforcement Administration would provide IRS 'with the names of 
suspected major narcotics traffickers. 

At any rate, the first meeting of the Treasury committee ended with 
a pledge from the IRS representatives to proyide IRS comment on the 
proposal for reestablishing the program. Such comment did not mate
rialize. 

However, when the committee met a second time a few weeks ago, 
the IRS representatives produced a letter from the Commissioner 
reportedly citing an IRS/DEA agreement and saying this is the only 
kllgth to whir:h IRS is willing to go. 

On July 27, 1976, the IRS and DEA entered into an agreement, 
thus bypassing the Treasury committee. I was not furnished with a 
copy of the agreement. However, as you have said, I have been able to 
use your copy. The agreement is long on generalities and short on 
specifics. 

The first question to be asked is, why is such an agreement needed in 
I he first place? 

Basically, all it provides for is an exchange of information between 
two Federal agencies. Why haven't the DEi\. and the IRS exchanged 
information before ~ Tohe agreement does not require the IRS to commit 
itself to work a single case, nor give any priority to narcotics cases, 
There is no commitment to form specialized groups where the caseload 
warrants, nor to expedite cases. 

D:EA/ms AGREEMENT l\IEANINGLESS 

The agreement contains an interesting ~!Ote in the second paragraph 
which renders the whole agreement meaningless. It provides that: 

The responsibility of IRS is to conduct appropriate civil examinations and 
criminal investigations of high-level drug leaders amI financiers who IRS deter
mines to have violated the internal revenue laws using its estll'blished standards. 

That's right. That's 'What it says. Opinions first, facts later. The IRS 
will make a determination as to whether tax laws have been violated 
beIore conducting civil examinations or crimin!ll investigations. That's 
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ludicrous. If the program is going to work, the IRS must commit itself 
to performing a certain number of examinations of alleged class 1 
violators. 

The agreement places "primary responsibility for gathering infor
mation relating to major narcotics leaclers" with the DEA. No special 
enforcement tax program can be a major success unless specially 
trained tax fraud agents are committed to go out and develop- their 
own ta.x-related information. The agreement does not encourage this 
kind of initia.tive. 

Furthermore, new IRS regulations in information gathering are so 
complicated -as to make case deVelopment nearly unworkable. The 
agreement makes it plain that the program "will have no national punch 
behind it. The natior.al office acts only as a channel of information for 
DEA infrmnation. District offices will act on the information furnished 
by DEA as they find time in the workload. IRS official at the district 
1evel shall make the final determination as to which cases shall be 
subject to either an audit examination or a criminal investigation. My 
recent inquiries at IRS confirm that the IRS/DEA agreement will 
bring no change in the IRS approach. No special priority is being 
assigned to tax cases involving suspected narcotics traffickers. No 
special provisions will be made to handle any increased work load that 
might be generated by information received from DEA. 

In my opinion, the agreement is woefully inadequate. 
I have some figures in my prepared statement 1 which detail the 

decline of adequate appropriations for the narcotics traffickers tax 
program which further support my belief that l.Ulder present policy, 
talk of a Narcotics Traffickers Tax program is mere rhetoric. 

Mr. Chairman, I have come to the conclusion finally that the only 
hope this Nation has for an effective narcotics traffickers tax pro
gram is by legislation such as you suggested last Wednesday. There
fore, I would like to join you in introducing legislation to mandate an 
effective program . 

.senator BAYH. Thank you very much, Congressman Vanik. 'We 
look forward to continuing to work with you. 

I have a number of additional questions, but I think you and I 
would answer them in the same way. I see no justifiable reason why we 
don't 11aye a special program. The responses of Mr. Alexander, as 
far as politicians go, is the costly expense one pays to get the narcotics 
pushers; I think that is a very sterile way to approach it. 

Let.'s see what we can do. 
Mr. YANIK. Thank you, Mr. Chairman. I want to commend you for 

your tremendous drive in this program. I, frankly, believe tl1at your 
approach is the only way we are going to get to the root of the prob
lem; and I certainly want to do everything lean on the House side 
to help you in this endeavor. 

Senator BAYH. We look forward to working with you. 
Thank you, sir. 
[EDITOR'S NOTE :-The eonclusiop of tl1is day's hearing, with testi

mony from Dr. Robert L. DuPont, Director, N-ational Institute on 
Drug- Abuse; accompanied by Dr. Robert Shellow, visiting scientist; 
and Robert Dormer, Staff Attorney, NIDA, U.S. Department of 

~ See prepared statement of Ron. Vanik, pp. 143-144. 
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Health, Education, and ""r elfare, are to be found in volume I of the 
hearings on the Narcotic Sentencing and Seizure Act of 1976, held on 
July 28 and August 5, 1976.J . 

[Subsequent to the appearance of these witnesses, the subcommittee 
was adjourned, subject to the call of the Chair.J 
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Part l-History of the Narcotic Traffickers Tax Program 

[From the Chicago Tribune, May 27, 1973J 

INTERNAL REVENUE SIERVICE PLAYS THE SECRET AGENT GA~rE FOR KEEPS 

(By George Bliss and John R. Thomson) 

For seven years Dave Rocco has led a double life. 
As an undercover agent for the Internal Revenue Service, he poses as a 40-

hour·a·week, white collar worker. The job is his cover as he works after hours 
to gather information that may explode someday into newspaper headlines and 
national TV reports. 

3:he cover job periodically gives him legitimate reason to leave town for a few 
days. He uses this time to resume his real life, which includes his wife and mar· 
ried ,daughters and 'grandchildren in .other dties. 

Only six persons in the entire country, including his wife, know his secret life. 
If others knew it, his life wouldn't be worth a nickel. 

Dave Rocco (not his real name) is engaged in what the IRS calls "penetra
tion" intelligence. He has penetrated deep inside a criminal organization sus· 
pected of major tax cheating. With the help of information that Dave provides, 
the IRS hopes to be able to prove its case in court. 

When the time comes, the people arrested and their associates probably will 
undertake a major search for the source ,of the information leak. The back· 
ground of every person fairly new and accepte(l in the tight little community of 
tax ('heats and criminals will be explored. Dave is "buried" so deep that the IRS 
feels confident he could stay there forever without being detected. 

'1'he ('hances are, however, that Dave will be transferred when the case is 
straight. and pOssibly earlier. IRS intelligence chiefs have lound that an nnder· 
(',over agent who remains too long in a criminal environment tends to take on 
the hue of criminals, to act and think like them. 

rntH his job is finished, Dave's only contact with the IRS will be the telephone 
call he makes daily to his contact agent in the IRS district where he's working. 
The contact agent is the only IRS agent in the district who knows Dave person· 
ally. 

Having esta'blished 'himself in the 'gang, Dave is safe as long as 'he is not ex
posed. Sometimes the IRS has fOlmd, an umlercover agent ~reates his own prob
lems Dnd pnts himself in danger by going beyoml the task aSSigned to him. 

Undercover penetration is a dangerous joh. Dave Rocco will never receive ac· 
claim from an admiring public. If fame comes to him, it will be fame limited to 
his bORses amI fellow agents in IRS intellil'ence. It is a life for which few persons 
are suited. anc1like all others in it. Daye volunteered. 

The IRS is one of the few government agencies that engages in intelligence 
work. and reportedly is the only one that engages in penetration intelli'gence as 
opposed to "fringe" undercover wQrk, which may last only a few days. 

The penetration agent is following a great tradition established by the f!l!bulous 
Mike Malone, who, posi.ng as a hoodlum on the lam, cemented himself inside the 
Al Capone gang and its headquarters in Chicago's old Lexington Hotel so solidly 
that he attended the going·"way party for Al when Capone finally went to 
priRon for income tax evasion. 

Malone, 'using' the name lInke Leopto. didn't come out from uncleI' cover until 
the fourth day of Capone's trial in Federal District Court. He did so only be· 
cause he discovered that Capone's bodyguard, Phil D'Andrea, was carrying a 
handgun under his coat in court. He and 3:nother agent disarmecl D'Amlrea, who 
wa q later imprisoned for contempt of court. 

Malone relished penetration work. He went on to establish himself deep in 
the Hney TJong organization in Lonisiana as the IRS sought to trace the flow of 
rash between organized crime and politics that went unreported in in~ome tax 

(157 ) 
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returns. When he died in 1960 he was buried in Arlington National Cemetery. 
Few outside the IRS and those few were mostly hoodlums and politicians ever 
knew that Mike Malone existed. 

The IRS carries on penetration intelligence only in dealing with organized 
crime. Periodically, reports arise that the IRS has an undercover agent in City 
Hall or some other government office. That's just not done, say IRS officials. 

T!le spate of indictments involving top aides of the Cook County Assessor's 
office, sometimes attributed to the work of an undercover agent,actually resulted 
from information furnished "Voluntarily to IRS intelligence by a "walk-in" in
formant. 

The informant, of course, wanted something, something he didn't get, but when 
he found out he wasn't going to get it he kept on talking. Agents checked out some 
information and found it true. The informant, they discovered, had an amazing 
knowledge of the inside political workings in Cook County-of who was gettinS' 
away with what. 

That informant is still talking, incidentally. Until lIe runs down, only IRS in
telligence and the United States attorney's office in Chicago, thru which it 
funnels the information when it nails down a case, will know where the grand 
jury lightning may strike next. 

The first information that resulted finally in the trial and conviction of 
former Gov. Otto Kernel' and Theodore J. Isaacs, Kerner's one-time campaign 
manager and state director of revenue, <!ame not from IRS intelligence work but 
from one of the principals involved-Marje Lindheimer Everett, former owner of 
Arlington Park and Washington Park race tracks. She got irritated at Kerner 
and Isaacs and told the IRS about it. That's when IRS intelligence agents went 
to work and nailed down the case. 

The case against Edward J. Barrett, former Cook County clerk facing prison 
following his conviction for taking kickbacks in the purchase of voting machines, 
was a spin-off from an investigation started in Philadelphia by intelligence agents 
seeking to trace the cash fiow from a business woman to a labor union official. 

The business woman refused to talk. She had paid tax on the money, 01' at 
least on part of it. Part was eaten up by losses reported for several corporations 
she controlled. IRS wents to banks and obtained records for her and her corpora
tions and discovered she was the recipient of hundreds of thousands of dollars 
from Shoup Voting Machine Corp. -

Shoup records, obtained by the IRS, also showed large sums of money going 
to various individuals thruout the country. Intelligence agents callecl on two 
men who had received Shoup checks. They wouldn't talk, and the agents went 
back to Philadelphia to pore over Shoup's records. 

The two men who wouldn't talk thought things over and went voluntarily to the 
IRS. They !mid they had cashed the checl{s, l{ept -part of the money, and returned 
the rest to Irving H. Meyers, president of Shoup Voting Machine Corp. When 
intelligence agents called Meyers in, he did not hesitate to tell them that tIle 
money went into a cash slush fund and that one of the public officials he paid 
from that fund was Barrett. 

Lil{e most tax cases, these did not involve undercover work. In the whole IRS 
structure there are only about 2,500 intelligence agents to cover the entire nation. 
Including clerks, there are only 475 persons in intelligence division in the eight 
l'.tate regions of which Illinois is a part. 

With about 150 agents in Chicago, this district, which takes in 26 counties 
in Northern Illinois, ranks as the biggest intelligence office in the country. The 
Manhattan and Brooklyn offices and New York are separate offices, but together 
they have more agents than the Chicago district. 

Agents who engage in undercover penetration make up a miniscule percentage 
of the entire intelligence force. Perhaps that is why they are so successful in their 
work. They are successful up to the point where they might be required to do 
something illegal. The IRS does not permit an undercover agent to take part in 
any law-breaking activity that might result in physical harm to anyone. Hp. can, 
however, 'get deeply involved in gambling. 

In 1965, the IRS planted an intelligence al!'ent undercover in a hoodlum gang 
that operated a large part of the gambling in Cleveland. Posing as an accountant
all agents must have accounting sldlls-t)J.e undercover man set up a small office 
in thp. right area. He haunted the right taverns, got to know the right people, and 
dropped some accounting hints. 

"He got to know everyone, and if they wanted to evade taxes or set up a double 
bookkeeping syst.em or open hidden bank accounts. they consulted him," an 
intelligenl!e official said. "They trusted him so much he I,ept their records of 
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gambling on a day-to-day basis. We had to pull him out because income tax time 
was coming up and they wanted him to prepare false returns for them. We found 
a reason for him to disapIK'ar until after the filing deadline, and then he went 
back." 

Sometimes an agent is too successful. The IRS wanted to penetrate a West 
Coast betting center, and it assigned an undencover man to the job. After he had 
established himself, he bought a partnership in a handbook. 

The boolde involved was hitting the bottle and didn't want to be bothered too 
much with business details which he left to his new partner. The handbook zoomed 
from a $80 nct a day to $1,600 a day, half of which went to the IRS through the 
undercover agent. 

"He was a bookmalrer about seven months and wound up running the biggest 
hanclbook in that I>art of the city," said the undercover agent's superior. "We 
pulled bim out and just let the handbook collapse. The other I>artner had drunk 
so much from the increased I>rofits that he wasn't interested in it any longer. 

"But we learned what we wanted to know-the flow of the cash, where it went, 
and who got it." 

Spread tbin though they are, the intelligence agents cover a lot of bases. One 
Chicago agent doing fringe undercover work was assigned to investigate a racing 
wire roO'lll on the Southwest Side. He found the bets were taken at a cleaning shop 
nearby, and he established himself as a bettor. 

"I went in one day to settle my acconnt and while I was there, a Puerto Rican 
came in with his money io his hand," tbe agent recalled. "Right 'behind him was 
a fellow who was looking; for a cO'lllpany about a block a way. The bet taker quickly 
directed tlle second gny to the place he was looldng for, and ilien he proceeded to 
give the Puerto Rican hell for talking about making a bet while a stranger was 
there." 

.After ilie Puerto Rican had left, the bet taker resumed his conversation with the 
undercover agent, saying, "~ou can't be too careful. These days you don't know 
WIIO you might be talking to." 

Indeed, one never knows. 

[From the Chicngo Tribune. Mny 28, 1973] 

IRS GIVES WITNESS NEW IDENTITY 

(By George Bliss and John G. Thomson) 

If it has to, and it sometimes does, the Internal Revenue Service intelligence 
division can provide a man with everyiliing except a new face and new finger 
prints. 

It can provide a man or a woman with a new name, a new home in a far-away 
community, a new Socia:l Security card, and a eomplete new set 'of credentials 
similar to the true ones. 

The IRS has done this for years for witnesses who have cooperated in criminal 
prosecutions and who then faced possible retaliation. 

Altho this job has been taken over largely by the U.S. Marshall Protective Serv-. 
ice, under the Department of Justice, tb,e IRS has some cases in which it still does 
the job. 

"A witness may refuse to place complete trust in anyone except the agent with 
whom he has dealt," said Robert J. Bush, IRS assistant regional commissioner 
for intelligence. "The agent has brought him safety thru a period of investigation 
and trial, and he wants that agent to handle his new life. In that case, we will do 
the job." 

It is no small task to set up a new life for a man and his family, and ms 
intelligence therefore strives t.o prove its case in court without exposing the identi
ty of an informant, Bush said. 

Only if it needs him on the witness stand will the IRS caU the informant into 
court. Once the witness is there, government lawyers maIm every attempt to pre
vent defense lawyers from eliciting his or her new address. 

The need for such security is obvious. The witness 01' his family-gets threats. 
His girl friend may be threatened. And those maId.ng these threats are not the 
kind of people you fool around with. 

In a tax exasion trial a few years back of Sam Battaglia, then the ruling kinlt
pin in the Chicago area crime syndicate, and of his west suburban rackets chief. 

80-321 0 - 77 - 14 
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Joe Amabile, an agent suddenly realized that a gangland figure who had dis
appeared could provide vital testimony. 

The agent flew to Palm Springs, Cal., where Donald Hanke had set himself 
up in the restaurant business. Hanke had operated the handbook, cards and juice 
center in Stone Park for Rocco Pranno, a predecessor of Amabile, until Pranno 
ordered 11im to enforce juice payments. In other words, if a borrower doesn't pay 
up, beat him up, break his leg, threaten his life--whatever you do, get the money, 
Hanke didn't want any part of it and he took .off. 

Hanke remembered a meeting the agent wanted him to testify about. He could 
virtually wrap up the case against Battaglia and the others on trial. Hanke volun
tarily came back to testify. He drove the last nail in the case for the IRS, but in 
the course of his testimony his new address came out. 

Hanke was under IRS security while in Chicago f{lr the trial, and as soon as the 
jury came in, convicting all the defendants, the intelligence agent flew back 
with Hanke to Palm Springs. They spent two weeks closing up Hanl,e's res
taurant and winding up his personal affairs. Then the agent spirited him out of 
town, to a new home with a new job and a new identity. 

"'Within 10 days the restaurant was torched," the agent recalled. "It burned 
to the ground. And Don didn't have any insurance on it, either." Even if he had 
had insurance, no doubt Hanke would have depended on the IRS intelligence 
division to claim it for him. 

Gangsters and hoodlums make every effort to locate and silence any witness 
who endangers their freedom-by threats if possible. Often they will hire private 
detectives to track down their man. Recently, they made some limited and still 
unexplained heaclway. 

Frank Terranova, a witness in the tax trial of Anielo [Neal] Delacr.oce last 
winter in New York City, was secreted in an apartment known only to IRS 
intelligence, or so they thought. One day the telephone rang. The caller identified 
himself as a private detective and asked for a meeting with Terranova. 

Terranova swore to IRS agents he had not called or given the phone number 
to anyone. He was moved to another location. Intelligence agents made the meet 
proposed by the caller, but no one showed up. 

"We've had some close calls, but we've never lost a witness yet," said an intelli
genceofficial. "We've never lost a witness 'We've relocated and given a new identity. 
But if he's arrested for a crime, we cut ourselves off from him. He's on his own 
then." 

The IRS has about 150 national and international corporations that will coop
erate in proving a job to a witness for a new start in life. 

When a witness must be moved and hidden, IRS finds him a job similar to his 
old one. If he was'a construction worker, he might wind up in a different phase 
of construction work. A white-coUar worker is placed in a white-collar job. A 
whole new background life is provided for him. If he is a university graduate, 
IRS gives him credentials from a different university than from where he actually 
got his diploma. If he has two or three years of college, the witness' record will 
be changed to SUbstitute the identical courses at a different college. If he is an 
ex-convict, that is known to the company that provides him a job. 

If for any reason he has to get in touch with anyone 'from his old community, 
he writes to a post office box number in one of the nation's largest cities. An 
intelligence agent there will pick up the letter, transfer the contents to another 
envelope, and mail it from still another locality. 

Often a witness has schoolage children. They receive credentials from other 
schools and are cautioned against getting in touch with anyone in their old 
neighborhoods. 

Children pose one of the greatest risl,s for a man given a new identity and 
established in a new community. They may get homesick for their school chums, 
or for grandma or grandpa, or Uncle Ed, or Cousin Sam. In this day of direct-dial, 
long distance telephoning, it is a simple matter to make a call. 

The hidden witness may panic after such an incident, but eventually he will 
do what he is supposed to do under such circumstances-telephone his local con
tact agt'nt. IRS intelligence then goes to worl{ to determine whether there is 
any indication in his old neighborhood, hundreds of miles away, that someone 
knows where he is living. If necessary, the family will be relocated. 

"The witnesses we get are, by and large, different from the mine-run the U.S. 
Marshal's office gets," said an intelligence official. "Our's are more likely to be 
white-collar people who Imow how to follow directions and who are not likely to 
get into trouble." 
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If a hidden witness must return home for a funeral, he is returned by a 
devious route designed to bide the trip's origin, While in his old neighborhood, 
he gets constant protection. If total security is required, as it sometimes is with 
witnesses during a trial, he will lJe housecl temporarily in facilities known only to 
the government. In the past, even military installations have been used. 

Intelligence agents have even made all the arrangements for a funeral. When 
the lJrother of one hidden IRS witness died while the trial was pending, there 
were no other relatives to make arrangements. So IRS agents did it all, and then 
accompanied the witness to the funeral. 

[From the Chicago Tribune, May 29, 1973] 

SURVEILLANCE Is PART OF IRS JOB 

(By George Bliss and John R. Thomson) 

Sam Battaglia, operating head of the Ohiea'go crime syndicate, would have been 
unpleasantly surprised if he had paid closer attention to the iClmrch belfry a few 
blocks from his Oak Park home in the winter of 1966-67 . 

.Agents of the Internal Revenue Service's intelligence division had his home 
uuder surveillance from that belfry. They knew when he left home each morning, 
and which one of his drivers was at the wheel of the car or station wagon that 
called for him. 

Sam would have been just as surprised if he had opened the window of the 
car at 2 :30 a.m. some nights that winter and looked overhead as his car sped 
along the tollroad, 

He would have seen a helicopter overhead .. He might even have seen the IRS 
agent, clad in electrically heated clothing, but cold nevertheless in the 40-below 
temperature 1,000 feet overhea{l, leaning out the helicopter door. 

'1'he agent in the sky was in radio communication with the helicopter pilot who 
was snug and warm in his .compartment, and with IRS agents in cars on the toll 
road. They were following Sam's car as closely as they could to the oasis where 
Sam and his top lieutenants held their after-midnight meetings, which were never 
held twice in a row in the same oasis. 

Sam should have paid closer attention to the workmen with lunch bucl;:ets who 
descended on the oasis where he held his top-leyel conferences. Of course, a toll 
road oasis at 2 :30 or 3 a.m. is a busy place. Sam could not be expected to notice 
that the lunch buckets which were aimed at his table contained hidden cameras. 

Sam was not surprised, however, when he stopped at a roadside telephone on 
the way to his 400-acre farm the morning of February 16, 1967. He called a lookout 
he had at 25th .Avenue and Lake Street in Melrose Park and was told he was 
being followed by a strange car. 

This time it was the IRS agents' turn to be surprised. Of the 11 cars each 
containing two agents that were tailing Sam, all avoided the intersection in 
Melrose Park except one car containing agents not familiar with the case. Some
one had forgotten to tell them Sam had a lookout there. 

Joe Rocco, Sam's driver, took evasive action. The agents didn't know it until 
later, but under the hooc1 of the Ford station wagon Joe drove with such skill was 
a souped-up Thunderbird engine. Up one street and down another he sped, through 
one suburb after another. 

The agent in the IRS lead car had p1cked up police cars from Schiller Park, 
Melrose Park, and Northlake. He was speeding along North Avenue at 90 miles 
all hour but the Northlake police car was gaining on him. He stopped, ran back 
to the pOlice car as it 'Pulled up behind him, flashed his badge and shouted, 
"Federal officer on surveillance." 

"Before that Northlake policeman had time to say anything the other 10 cars 
came whizzing past. He was still standing there beside his car open mouthed, when 
! got back in the car and started out," said the agent who had stopped. 

"We didn't dare lose him. Ed Hanrahan [United States attorney ill Chicago at 
the time] was bringing in the indictment at 2 p.m. and he had told us, 'If you 
let him get away, it'll be your funeral'," the agent recalled. 

Newspaper stories of Sam's indictment and arrest said merely that he was 
apprehendec1 in Marengo by federal agents after a high speed chase on the toll 
road. 

The stories failed to say that Sam and his driver, finally aware they were being 
tailed, sped through a toll plaza near Rockford without stopping to pay the toll. 
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Four lCars in radio communication were right on his tail. They sped through at 
80 miles au hour speed without stopping. 

"1.'hey started playing games with us, cutting tl1ru to the opposite lanes at 
emergency crossings and heading the ,opposite direction. 'Ve cut across and fo1-
10,Yed him at 100 Illiles an hour. As ,,'e all went south we passed state police cars, 
notified b3' the toll plaza, heading Horth. 

"He 'cut across again ,yith us right behind him, and we all headed north, and 
there on the southbound lanes came the state police cars we had passed when 
they were headed north." the agent recalled. 
~am finally tired of tll1> game and his driYer left the toll road and droye sedate

ly into :\Iarengo, where the agents telephoned Hanrahan, learned the indictment 
had been returned. and !.ut Sam Battaglia in handcuffs, 

'1'he extortion char!!e which finally put Battaglia in prison, along with gang
sters Rocco Pranno, Joe Amabile, and seyeral other persons, including :Mayor 
Henry Xeri and crooked aldermen and officials of the village of Xorthlake, was 
a hyproduct of a classic IRS intelligence tax investigation. 

It began in 1963 when reports began to circulate tllUt village ,officials and gang
Hters wpre shaking down companies for building permits and inspections in 
Xorthlake. Extortion money is seldom reported on income tax returns, and that 
meant the gon'rllInent was being cheated. which interested the IRS. 

During the course of the im'estigaUon IRS agents were the first to learn that 
Battaglia had supplanted Sam Giancana as operating head of the crime syndicate 
here, and that Amabile had snpplanted Pranno as the hoodlum boss of Northlake 
and other western suburbs. 

Before the case finally was closec1 with the last of the defendants in prison 
only two years ago, four llersons who had been cooperative witnesses in the IRS 
iuvpstigation wert' under federal protection and eventually wpre provided new 
idpntities and placpd in new environments .. A fifth person, girl friend of one of 
the cooperative witnesses, also was proYiclecl protection during the trial, as was 
the witness' family. 

SUl'Yeillance clops not alway involve auto chases, of course, and it doesn't 
always stem frolll a tax investigation or rpsult in a tax prosecution. Three IRS 
agents were conducting surveillance of hoodlums in thp wpstern suburbs in 
lOGS and followed one from his h0me to a slllall pool hall, the Family Amuse
mpllt Center, in Cicpr,o. 

'1'11e agents entered to playa game of pool and found them~elves lonely, even 
tho tllere was a goodly numher of lleople there. Virtually all others were in the 
rear, where they talkpd in Im1' voices. At 1 a.lll. spvpral known hoocUums werp 
Reen closing up the place. The next night the agpnts went back and found the 
situation the same. ThP3' rented a vacant apartment across the street am1 set up 
a sUlTpillance post. 

For 4[} clays. in SUlllmer llpat that was so great they stripped down to their 
shorts, agents kept watch at night from thp dark apartment, taking pictures of 
ears driving up to the pool hall and the people entering it. 

After nearly two months the IRS investigation pinlwinted the pool hall as a 
center of the juicp loan racket. The IRS turned over all its sUl'\'eillance records, 
photographs. and e,'en the keys to the apartment to the Federal Bureau of Invps
tigation, which was charged with pnforcing the '1'ruth in Lending Law. 

The FBI completed the im'estigation and arrested 11 men for what the U.S. 
attornpy's office called "perhaps the biggest juice loan operation in the United 
States." A Trpasury Dl'partlllpnt eXIlprt testified that interest rates on juice 
loans at thf' Family Amusement Centpr ranged from 21[) to 308 1)er cent. 

[From the Chicago Tribune, lIIay 30, 1973] 

IRS NAILS DOPE TRAFFICKERS ON TAXES 

(By George Bliss and John R. Thomson) 

1.'he Internal Revenup Service, called llpon for many strange investigatiYe 
tasks in the past, is now an integral part of President Nixon's war on the na
tion's drug pr,oblem. 

Far nearly two ~'ears IRS intplligpncp agents have been probing the tax retunls 
and financial affairs of persons suspected of being in the middle and upper 
echelon of tllp nation's narcotics traffic who haye always pictured the Bureau of 
Xarcotics and the Bureau of Customs as their chief enemies. 
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"'l'hey're inclined to look on tax investigations as a big joke," said an IRS 
intelligence official. "They don't realize what's coming up behind them." 

What's coming up behind them is a corps of almost 400 intelligence .a.gents 
tllruout the nation. Witll the aid of other law enforcement organizations, in
cluding local police departments, they have illentifiecl nearly 2,000 "targets" in 
tlledrug traffic for tax in \'estigations. 

The program was ldckecl off in August, 1971. :More than 700 suspects are now 
under active investigation. l\S of l\1arch 31, $116 million in tax assessments was 
slallllNl on major narcotics traffickers. All resulted from IRS inyestigations; 
some in .cooperation with other agencies. 

l\Iajor narcotics dealers from the Great Lakes states to the Deep South have 
been Sl'llt to prison, not for trafficking in narcotics, but for evading taxes on the 
prOfits from their sorc1iel trade. 

Some, like Apolonio Rios of Chicago, have gone out of busiuess. Rios was 
known to Chicago authoritiefl as a multiple-kilo importer of heroin from l\Ie:-..ico. 
The bureau referred the case to the IRS, which quickly found he had failed to 
file any income tax returns. He was indicted and fled to l\Iexico, where he re
mains. 

Willil' Horton is one of the Chicago men heavily iuvolyed in narcoti('s traffic. 
In January, 1969, Horton sold narcotics to an informl'r for thl' federal narcotics 
agl'ncy, but before Horton went to trial the informant was murdered at 63d 
Htrel't and Ashland Avenue. 

Intl'lligl'nce agents found the doors and windows barred on Hm·tou's first floor 
apartment. They rang the do.or bell aml to their surprise he ansn-ered it and, after 
tlwy identifil'cl thl'lllSelYes, let them in. 

"What are you aftl'r me for?" Willie wanted to know. Like so many others in 
thl' narcotics trade, he failed to identify IRS agents as a threat to. his safety. He 
WIU; friendly and talkative, and the conversation covered fl. wide range of sub
jl'('t~ . .A tax im'estigation disclosed that his girl friend had an expensive boat 
equilllle[l with a ship-to-shore radio l'egisterec1 in her name. She swore that Hor
tonlJonght it. 

"rillie was eOll I'icted of a crime he probabl)' neyer hearel of-falsely registering 
a radio in yiolation of federal regulations ancl was sentenced to 5 years' proba
tion ana finea $1,300. He still faces another charge of illegally taking a firearm 
IWl"ORH state lines. That is not illegal fnr everyone, bnt it is for Horton because 
Ill' has n prior conYiction as a narcotics Yiolator. 

Alpx Bpyprly, a major narcotics figure on the West Side, managed toaNid 
tlIP attl'ntion of IRS-intl'lligence llntillast XOY. 3, when he arri,ea at an apart
lIIPnt at 737 X. Central Avp. and announced to Chicago narcotics dptectiyes: 
··'1'his is my placp. 'Yhat's going on here?" 

What had gonp on was a. raid by Chicago detectives who had to batter the door 
<10lYll with a sledge. :J1rs. Yercie Ll'e Cartpr who lived there shot a detectiYe. 
l'oliee found marijuana, cocail1l', and heroin therp, as well as $13,500 in cash and 
a qnantit~' of businpss records. The Chicago detectiyps notified IRS intelligence 
and agents went to the apartmpnt. On the basis of the amount of cash founel, 
the)' "terminated" :J1rs. Carter's tax Yl'ar and established tax asspssments of 
$2(\0,000. 

The business records indicated two safe deposit boxes were held in an Oak 
Park banlt. .Agputs go.t a court ordpr ana on April 19 openpd the tWQ bo.xes, 
,,'11i('11 contnillPd a total of $45,000 in cash. 

Bpyprly, for claiming it was his apartment, was charged by Chicago police with 
posseSsion of narcotics. Howe\'er, ~1rs. Carter is the target of the tax investiga
tiOt,. The IRS is now holding $58,;:;00 of her money. Or Bevprly's money, depend
ing on how you look at it. l\Irs. Carter may be thrifty, but she was, after all, on 
welfarp ancl it would haye been rntl1pr difficult to saye that much. 

"We hurt 'em where it hurts most-in the pocketbook," says IRS intelligence. 
"When we start getting a lot of fink from their lawyprs, we know they're hurt 
and scared." 

The IRS has arrangements with local police departments conducting investiga
tions of illegal activities such as narcotics and gambling. 1Yhpll the departments 
come across large amounts of cash or records ·of illegal activity they notify the 
IRS. 

It can terminate an individual's tax year on the date the cash is seized, and 
make an nSf;essmpnt for the year, up to the date of the seizure. The assl'ssment 
goes to the IRS collpction division, which presents the individual with the assess
ment and dema!l(1 for payment. 
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If the individual wishes, he can get a trial in Tax Court, and if the case goes 
against him he can appeal thru the federal courts all the way to the Supreme 
Court. 

Early termination of a tax year, which the average taxpayer seldom encounters, 
is one of IRS' strongest weapons in narcotics cases. 

The value of cooperation between agenciE's and the effectivenE'SS of IRS civil 
sanctions was emphasized recently when the Bureau of Customs had two in
formants who identified two men as responsible for smuggling most of the pure 
heroin into this country from France. 

The two men fled from NE'w York City before they could be aprehencled. Italian 
authoritiE's located and arrested the men. There were 22 forcible attE'll1pts to 
free the two prisoners and Italian authorities moved the prisoners to 15 different 
locations. They were eventually brought to the l'nited States along with $22,000 
which had been seized when they were arrested. The men were held in lieu of 
$250,000 bail each. 

The BORton officE' of customR notifiE'd IRS and a special agent prepared a com
putation which resulted in jeopardy assessments against them of about $6 million. 
The $22,000 was seized l.md the prisoners were then released on bail of $500,000 
presented in the form of a bond of an insurance company. 

An IRS Rperial agent thE'll served a levy of $500,OOU on the insurance company 
for thE' collateral given by the defendants' attorney. 

'With its authority to sE'ize assets, including homE'S and cars, and to levy on 
bank accounts to satisfy tax liabilities, the IRS is, in some ways, the most power
ful arm of the government. 

The biggies in the narcotics racket havE' been finding it out. InstE'ad of driving 
Cadillacs and ContinE'ntals tllE'y'Ye taken to driving old cars. 

[From the Chicago Tribune, May 31, 1973] , 

AGENTS FINn TAX CHEATS COllIE FROM ALL 'W ALKS OF LIFE 

(By GE'orge Bliss and John R. Thomson) 

NinE'ty-seven percent of all income taxes collected by the govel'nmE'nt is paid 
voluntarily. Enforcement activities of the Internal Revenue Service account for 
the othE'r 3 perccnt. 

Th IRS intE'lligence division is, in the words of (lne agent, "responsible for 
everything from thE' corner grocery to the bank presidE'nt if there is a snspi<.'ion 
of fraud." 

Cliffonl Blonnt, who is in prison now, is as unlikely a tax cheat as you might 
find. HE' is armlE'ss. He operated a tax preparation service on the South Side, 
and IRS intE'lligence knows him well. 

Blount was one of a dozen or so persons arrE'sted in Chicago for preparing 
false returns in :11arch, when tax preparation time got exceptionally busy. 

Blount managed it by creating phony decluctions to boost the size of refund 
chE'cks, which he appropriated after the government mailed the checks to ad
drE'ss('s he controlled. 

Wardell Dalcour built 111) a clientele in the Taylor Homes. and took one-fourth 
to one-half of rE'fund checks which were inflated by phony exemptions, particu
larly the number of children he claimed for his clients. He's in prison now, too. 

"TaxE's are a mystery to most blacks and Spanish-speaking people in the United 
States," said an IRS official. "When they find a man who gives the appearance 
of knowing sOlllE'thing, they'll follow his instructions to the letter." 

The preparers of phony returns are not limited to men practicing business in the 
ghetto arE'as with clients who are largely laborers or unskilled workers. 

1\.. certified public accountant with a nationwide clientele was arrested. and 
his partner RUl'l'E'ndered hpfore he t(lO could be arrested, for pl'ep!lring amE'ndE'd 
1'E'turns for prior yE'ars with phony deductions. They dealt with corporation 
eXE'CutivE's. 

The sad thing about it, amI particularly for people on the lower rungs of the 
economy ladder, is that the taxpayer personally is rE'spollsible for the tax return 
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he has signeu. If he got a refund when he actually owed the government, he has 
to pay. . 

The IRS encounters tax lJrotesters and collects from them. Austm T. Flett, au 
Evanston insurance man in 1953 began signing his tax return after filling in only 
his name and address and sending it in with a letter protesting benefits }n tax 
laws to mutual insurance companies. 

After he died a couple of years ago in A.rizona, the IRS collected his back 
taxes from his estate. 

"He was, I lJelieve, a gentleman. He was sincere," said one intelligence agent 
who dealt with Flett. 

Wilhelm Schmidt, a Villa Park engineer, was no gentleman when it came to 
dealing with IRS agents. He threateneci to kill them. They got after him when 
his ex-wife came under IRS audit in 1964 to verify alimony she received. In 1965 
he started filing returns with only his name, address, and signature and, written 
across the face of the return, his defiant message, "I refuse to furnish any infor
mation or collaborate with a communist government." 

Schmidt, who had a bazooka and a tripod-mounted machine gun in his home 
amI a Gmm. automatic pistol in the glove compartment of his car, was placed on 
probation for threatening a federal agf!llt. He fled when he was ordered into 
court for failing to file tax returns, whillh was made a part of his probation. 

IRS agents traced him to Minnesota, where they stal;:ed out a farmhouse in 
sub-zero 'weather only to find he had sldpped before they arrived. They traced him 
to Rhodesia. Three years later he returned to Canada. His name came up in the 
computer system at the Canadian border, and Canada notified the United States. 
He was arrested as he got off a plane at O'Hare International Airport. He was 
sentence(l to three years in prison for unlawful flight, falsely registering firearms, 
and threatening a federal agent. 

Lawyer, doctor, merchant, thief-they all are brought to the bar of justice by 
IRS intelligence when it finds cvidence they have fraudulently violated the tax 
laws. 

An intelligence supervisor cited the case of Seymour Lacob, a Chicago personal 
injury attorney, as a typical "routine" case. It began when an IRS revenue agent, 
auditing a physician's return, noted that the physician hael receiveel .considerable 
money from Lacob. The revenue agent pulled Lacob's tn.,;: returns from the file to 
verify the amount paid to the physician. He found Lacab reporting only a modest 
salary of around $10,000 from a law firm which employed him. 

When Lacob sidesteppecl requests to com0 in for an interview, or send his 
accountant in with records, the revenue agent finally refened the casein the 
intelligcnce division for a fraud investigation. 

An intelligence agent and the revenue agent weri' unable to get any cooperation 
from Lacob or his lawyer. IRS intelligence WPllt to work on court records, which 
led them to the Illinois Industrial 'Commission. Four months was spent poring 
over records for the previous five years. 

They found and interviewed hundreds of clients Lacob lJad represented in 
claims against insurance compauies, and discovered that in almost all the cases 
the clients had received only one-third of the amount paiel 'by the insurance com
pany. His real income, the IRS charged was $17,000 to $20,000 a year. 

J.acob was indictcc1 for and found guilty in 1968 of tax evasion. His nppeals 
finally ended two years later with the U.S. Suprpme Court. When the time came 
for Lrucob to surrender the agent found him in court in the Civic Center, repre
senting a client. 

'Computers are only one of the model'll devices the IRS has for rooting out tax 
frauds. The government does not like to divulge much information on how it 
kepps abreast of criminals and tax cheats. 

"They are getting smarter all the time-but so are we," saiel one intelligence 
supervising agent. 

One lawyer who operated "out of his hat," served his criminal clients largely 
in payment of his debts, lived with his mother in her home, and informed an 
agent he had no assets whatever. 

"What about the suit you're wearing?" the agent inquired. 
"It belongs to my brother," Illlid the lawyer. 
He wore his brother's suit to federal prison. The IRS convicted him of willfully 

failing to file income tax returns. 
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[From Drug Enforcement, Summer 1974] 

IRS TA..",(ING TilE TRAFFICKER 

(By John J. Olszewski) 

The most important task -of the Internal Revenue Service is administering and 
enforcing the tax laws. Our federal budget, tIle cornerstone of all government op
erations, d~pends on the collection of the revenue. The enforcement of the crim
inal statues of the revenue la ws is the responsibility of the Internal Revenue Serv
ice's Intelligence Division. 

The a<'tivities of the intelligence Diyision cover a wide range of tax law en
forcement. The mission of Intelligence is to identify, investigate, and recommend 
prosecution of would-be tax evaders. The successful prosecution of the most 
'flagrant cases is one means {)f encouraging compliance with the internal revenue 
laws. 

Justice Holmes once obseryed. "Congress can tax what it also forbids." 
The constitutionality of taxLlg illegal income was established early in the 

administration of the income tv$. laws when the Supreme Court held tllat profits 
from the illicit distilling of alc{)i:lOl were taxable. Subsequently, special agents 
of the Intelligence DiYision lla,e (;onducted investigations resulting in the conyic
tions of many law violators for evading income taxes on illegal sources of income. 

NARCOTICS TRAFFICKERS PROJECT 

AS a part of the President's nationwide program to stem the tide of increased 
narcotics abuse in the United States, the Internal Reyenue Service in August 
1971 initiated the Narcotics Traffickers Project (NTP). The project objective of 
NTP is "to assure that tax administration and enforcl'ment efforts are applied 
to major narcotics traffickers and financil'rs." This objective is accomplished by 
identifying major traffickers and financieJ'R who Ilre suspected of having violated 
the internul revenue laws. Individuals selected for either tax investh",tion or tax 
examination generally occupy significant operational or financial po,:itions in the 
narcotics distribution system. Experience has demonstrated that the traffickers 
and financiers in snch positions will generally be insulated from the daily opera
tions of the drug traffic, making it extremely difficult to establish substantive 
narcotics charges against these persons. lYe find that lllany of these individuals 
are Hving he yond their reported income or are engaged in unusual finuncial 
transactions which indicate that they are violating the internal revenue laws. 

TARGET SELECTION COMMITTEE 

~'he Target Selection Committee (TSC) is composed of representatives from 
the Drug Enforcement Administration. l\Iain Treasury. and the Audit and In
telligence Dh'isions of the Internal Revenue Service. The TSC meets twice 
montilly in WaShington, D.C. to review bac1l:ground data receiv(>(l from the 
various IRS field. offices as well as information received from DEA, Customs. and 
otIler federal and non-federal agenc·ies. The TSC attempts to select the nwst 
significant traffickers using criteria applied on a uniform basis. This approach al
lows us to detect geographical areas where IRS resources can be deployed to 
the maximum advantage. Before the TSC can act on the background data, the 
infOl·mation must first be obtained and evaluated by the field offices. 

The Clliefs, Intelligence Division, located in 58 district offices of the Service, 
are responsibl2 for the collection and evaluation of intel~igence data relating to 
possible tax violations. Narcotics and financial infor!.~~~1.on obtained from other 
agencies, from cooperating indiViduals. and from other sources is matched with 
information contained in Intelligence Division files. Tax data, which is strictly 
confidential, is evaluated by specially traine{l IRS personnel, WllO compare the 
tax data with information known about an individual'S Hving standard, expendi
hIres, and possihly unusual financial transactions. Inconsistencies are then 
reported to the TSC, which may select the individual for either crimiual tax 
ilw(;'stigation or civil tax examination. . 

The Internal Revenue Service's enforc(;'ment efforts involve criminal tax 
investigations, investigations of crimes committed in contravention of the internal 
revenue laws. and civil enforcement efforts. The Service recognizes that DEA 
has the primary responsibility 011 the federal level for the investigation of 
substantive narcotics violations and related conspiracies. All NTP investigations 
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are closely coordinated with DEA field offices having possible jurisdictional 
interest in any possible substantive narcotics case. Coordination and liaison are 
carried out at the field office, regional, and headquarters levels in a manner con
sistent with IRS disclosure procedures for the safeguarding of confidential tax 
information. 

The violations of the Internal Revenue Code for which taxpayers are most 
frequently prosecuted are willful attempts to evade or defeat the tax, willful 
failure to collect or pay over the tax, and willful failure to file tax returns. 

PROJECT ACCOJlU'LISHMENTS 

Since August 1971, NTP investigations have resulted in 425 prosecution 
recommendations. Although a number of these eases are either in the revi~w 
process or at pre-indictment stages, there have been 167 indictments and 113 
convictions so far. In connection with civil enforcement efforts, we have recom
mended for assessment $210,650,000 in additional taxes and penalties. 

As of March 30, the '.rSC has identified 1,959 individuals for either criminal 
investigation or civil examinations. Investigations have been conducted in every 
state, the District of Columbia, and every major metropolitan area. There are 
currently seven N'l'P fugitives who have :lied after being indicted on tax charges. 

Vincent Papa and Joseph A. DiNapoli were arrested on narcotics charges while 
driving a car in New York. Found in the car by federal agents of the New York 
Joint Task Force was a suitcase containing $967,550 in cash. Both men delliecl 
any knowledge of the suitcase or its contents. Papa later pleaded guilty to both 
tax and narcotics charges and was sentenced to two concurrent five-year terms 
in prison. His partner DiNapoli wa3 sentenced to three years in prison on tax 
charges. The suitcase and its contents were turned over to IRS to satisfy tax 
as~essments against both men. 

Luis Reyes, also known as "The Inspector," is the former owner of two estab
lishments, the :Marti Theater and Pauparino Flowers, Inc., in Miami, Florida. 
,V-hile IJe was under indictment by a graud jury on charegs of evading taxes of 
more than $57,000 on a taxable income of $111,100, a remote radio-controlled 
bomb was found under the vehicle of a key government witness. The bom'b was 
discovered and defused before it exploded, ancl an associate, Jose Louis Sarria, 
also known as "Pepe," was indicted in COllnection with the bombing attempt. Both 
men are new wanted by IRS and DElA. 

Several warrants are now outstanding on Frank Larry Mathews, also lmown 
as "Frank :l\IcNeal," "Pee Wee," and ":'Iar1;: III," who failecl to appear after 
indictment on six counts of violating the internal revenue laws. More than $7 
million in taxes and penalties have been assessed against him. After he jumped 
bail of $325,000, IRS seized his home in Staten Island, New York, valued nt 
$150.000, and other property estimated to be worth $2 million. IRS and DElA 
have since fOlmed a special tasl;: force to secure his arrest. 

Among those indicted on tax changes in the now famous roundup of 69 persons 
in :'Ianhattan, climaxing a complex heroin conspiracy investigation in April 1973, 
were Murad "The Arab" Nersesian, who pleaded guilty to tax charges; he was 
sentenced to two years in prison and fined $10,000. A second conspirator, ArnoIc1 
"The Animal" Squitieri, also pleaded guilty to tax charges; he was senteruced to 
four years in prison and fined $10,000. A third, Ralph "The General" Tutino, who 
managed to escape the net, was listed as a fugitive. There were reports that he 
had·beell murdered and other reports that he had been seen disguised as a woman. 
In April 1974 he was arrested in a Fort Lee, New Jersey, apartment. He now 
faces a possible 18 years in prison on tax charges, in addition to payment of 
taxes and penalties. He is also charged with having conspired to cover up a recent 
gangland murder. 

[From the New RepubIlc, Feb. 1, 1975] 

THE NARCOTICS PROJECT 

(By Richard W. Graham) 

In July 1972 Roberto Aguilar, a Mexican trucker, sent one of his trucks with 
$11,270 in cash into the United States bound for San Antonio to buy automotive 
parts. Police seized the trucl, and cash in Laredo, Texas on "su~Jlicion" of illegal 
narcotics aeti yHies, sent the two drivers ba~k to Mexico on foot, and called the 
Internal Revenue Service. The IRS immediately assessed a $12,774 income tax 
against Mr. Aguilar, levied on his cash, and sold his truck for $750, refusing to 
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explain how they had figured a United States income tax in any amount against 
a person who was not a citizen or resident and who had never worked or earned 
any money in the United States. When Mr. Aguilar went to court it became 
apparent that there was no basis for the tax and that the IRS had simply come 
up with a figure that would "justify" seizing the truck and cash. In ruling the 
IRS action illegal last September, Chief .Tudge Brown of the Fnited States C'ourt 
of Appeals for the Fifth Circuit referred to the "total-the word is total-lack 
of any basis for computing the quick terminated tax to be $12,774--almost the 
precise total of the money and the value of the truck." 

This was one of many recent court decisions castigating the IRS for an. illegnl 
and abusive tactic that has grown out of the "IRS Narcotics Project," started as 
a !part of President Nixon's campaigu announced .Tune 17, 1971 to step up enforce
ment of the drug laws. The project's stated purpose was to "disrupt the distri
bution of narcotics through the enforcement of all available tax statutes" and by 
"taking money out of the hands of traffickers." This use of the income tax as a 
blunt instrument to enforce the drug laws came on the heels of the repeal on 
May 1, 1971 of the narcotics excise taxes, which the Supreme Court had in e1:ect 
held to be unconstitutional in the Leary case in 1969. 

The tactic, called a "termination assesment," workS like this: The police arrest 
a person on suspicion of a narcotics violation and find that he has cash in his 
pocket or other assets. They immediately call the IRS which, in a whirlwind of 
paperwork, "terminates" the person's taxable year, "determines" that he has 
had .taxable income of such and such an amount during the year, and assesses 
a tax on this supposed income. Usually an IRS agent works up the amount of tax, 
serves a written demand on the person in jail, returns to his office and makes 
the assessment by telephone call to one of the IRS' 10 service centers, and then 
goes out and seizes the suspect's cash, bank accounts, home, automobiles and 
any other belongin6s he can find. This is all done within hours; for example on 
March 8, 1972 the IRS director in Phoenix ordered the "procedures will be de
veloped so that terminations, etc. can be made in less than two hours," citing the 
IRS manual "that emergency situations may be handled orally and covered there
after by written reports." The purpose of this speed is to freeze the person's 
assets while he is still in jail and before he's gotten a lawyer. 

The "taxpayer" may thus be stripped of all his funds and property whether 
or not he is found guilty of a drug charge, even if no charge is formally made, 
and he is deprived of the means to hire counsel. 

The procedure is based on a 1918 law that was designed to thwart income tax 
evasion by persons fleeing the country or hiding assets. One court has called it 
"a weapon, little lrnown and previously not too often employed, having atomic 
potentialities in the arsenal of the tax gatherer," which enables "the sovereign's 
stranglehold on a taxpayer's assets," making him "indigent overnight." 

The tactic is objectionable for several reasons. One is the often spurious basis 
for the amount of tax, which can range from no justification at all, as with Mr. 
Aguilar, to various subjective approaches taken to arrive at a tax that will 
equal or exceed the revealed assets that are the target of seizure. The IRS' 
internal procedure manual provides for two basic methods: One io to simply 
tote up all the taxpayer's assets at the time of his arrest plus his estimated 
living expenses and conclude that his income during the year must equal that 
sum, ignoring whatever net worth he may have had at the beginning of the 
year and any nonincome receipts since. The other method is to attribute to the 
taxpayer a certain level of narcotics dealing (often just extrapolated from drugs 
found in his possession when arrested) and derive a net income from that. Even 
in theory both methods fall short of the auditing standards used by the IRS 
for taxpayers who haven't happened to be arrested; in practice they have proved 
to be highly flexible devices for coming up with a figure that will justify sezing 
everything in sight. 

In May 1973 Sharon Willits, a divorced mother of two, was arrested in Miami 
for speeding and for possessing a pistol and vial of barbiturates. (All of these 
charges were later dismissed. Four barbiturate pills were found in Mrs. Willits' 
purse. She maintained that they had been prescribed by her doctor.) The police 
found $4400 in cash and some jewelry in her purse and promptly notifie dthe IRS, 
which within 24 hours of her arrest worked up a termination assessment against 
her of $25,549 based on a "finding" that she had sold $240,000 worth of cocaine 
in 1973, and seized her cash and jewelry. In fact there was no evidence that she 
had ever been involved in the sale of any narcotics; there was only the admitted 
fact that she lived with a man who was suspected of narcotics dealings. A US 
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district court judge said that he was "revolted" by what the IRS had done but 
reluctantly held that he was prevented from helping her by a 1962 Supreme 
Court llecision that severely limits the granting of injunctions in tax cases. In 
July 197t1 Judge Clark of the fifth circuit reversed and held the IRS seizures 
illegal, referring to the "gossamer basis" for the "altogether fictitious assess
ment." 

Similarly District Court Judge Craig in Phoenix, in enjoining a termination 
assessment against Jerry Woods, whose home and automobiles had been seized 
by the IRS in 1973 in a termination assessment of $244,314 observed that "It 
taxes the credulity of the Court, and I suspect any reasonable court, to give any 
merit to the method of calculation and the computation worksheet" used to figure 
the "tax." In the Woods case the IRS report stated that at the time of his arrest 
he had in his possession 3.5 ounces of heroin, one ounce of cocaine, and numerous 
amphetamine tablets. The charges against him were dismissed because of the 
illegal search and seizure. 

One of the more colorful (if less colorable) recent termination assessments was 
in San Francisco: The taxpayer was arrested on the report of a pharmacist 
from whom he had purchased what seemed to be an inordinate number of pro
phylactics over a period of months, and was charged with the sale of heroin, which 
it seems is often packaged in prophylactics for retail sale. The IRS projected the 
same rate of prophylactic purchases over the remaining months of the year. 
hypothesized that each prophylactic was used to package one ounce of heroin 
(apparently without deduction for normal usage), and then pyramided a series of 
assumptions as to cost, dilution- rate and sale price into a bottom line taxable 
income. The taxpayer's attorney has protested the tax. The case will be taken to 
court unless a settlement is reached. In the San Francisco case a substantial 
amount of heroin was found in the house of a codefendant, and the subject was 
charged with conspiracy to import heroin. 

The IRS' approach to figuring termination taxes is summed up by a fifth 
circuit judge's recent comment that "the cat got out of the bag" in the case of 
Antoine Rinieri, a French citizen arrested at Idlewild Airport in 1962 with 
$247,500, which was promptly seized by revenuers. A district court in New York 
declared Ule "tax" illegal after hearing this cross-examination of the IRS agent: 

Q. To be very blunt about it, isn't it the fact that you were just merely 
told to write a report that would come out with an income tax of approxi
mately $247,500 so that the government would have a basis of seizing this 
money, isn't that the blunt fact? 

A. That would be part of it. My position is to protect the government. 
Q. I want an answer, yes or no, Mr. Vita. Isn't that the blunt fact? 
A. Yes. 

The IRS has escaped scrutiny anel challenge in the vast majority of the several 
thousand termination assessments made since 1971 through two expedients: 
first, it refuses to explain to tile taxpayer how the tax is figured; the IRS manual 
states that "a written report will not be given to the taxpayer," An IRS spokes
man says that some explanation may be given orally to the taxpayer after his 
assets have been seized, but that even then the explanation maybe limited be
cause tIle identity and statements of informants (which are sometimes third
and fourth-hand hearsay that would i;e inadmissible in court) are not revealed. 

Second, the IRS takes the position that the taxpayer has no right to go im
mediately into court to have its action reviewed. It acknowledges that a tax
payer can go to the tax court for immediate review of the similar "jeopardy" 
assessment, but argues that this right is not available for a "termination" assess
ment. (A "jeQpardy" assessment is made after the end of a year; it also involves 
Reizuro of a taxpayer's assets, but the assets must ·be held and cannot be sold by 
the IRS so long as the matter is pending in the tax court.) The IRS also claims 
that the 1962 Supreme Court ruling bars a taxpayer from going to a US district 
court for an immediate hearing, contending that the ta:A1Jayer's only right is to 
wait until the year ends, file a tux return, wait six months, tlJ.en file a suit for 
refund in a district court. The inadequacy of this remedy is obvious-it requires 
the taxpayer to wait a year or so before even starting a court action, by which 
time his property has long since been sold at distress prices. For some such 
as Elizabeth Hall, a Kentucky ta}.-payer whose taxable year was terminated at 
January 31, 1973 and whose ,banI;: account and VoU;:swagen were seized for an 
asserted tax of $52,680 for tllat one-month peri.oel, the IRS position would re
quire a wait of almost one and a half years before a hearing. 
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This raises in all cases the constitutional question of whether the taxpayer 
is being deprived of his property without due process of law, on top of other 
issues that have come up in specific cases, such as the propriety of a search and 
seizure (in Jerry Woods' case an IRS agent made a search of his home after 
state narcotics officers had gone through the front door with a battering ram), 
right to counsel and the privilege against self-incrimination. 

For those left with enough money to hire lawyers and get into court. the re
sults have varied. The US courts of appeal have split on whether a taxpayer is 
entitled to an immediate tax court hearing-the second and seventh circuits 
h:l"re ruled for the IRS and the fifth and sixth circuits have held for the taxpa)-er. 
Because of this conflict. {)n October 15, 1974 the US Supreme Court agreed to 
hear two cases: one is the sixth circuit's decision in favor of ~Irs. Hall. and the 
other is a seconel circuit decision for the IRS in the case of ~Ir. Laing. a Xew 
Zealand citizen who was found leaving the US with $306,896 in cash and who 
was promptly assessed with a tax in the predictable amount {)f $310,000. (The 
second circuit had also ruled for the IRS on a termination assessment against 
Clifford Irving.) So this question at least should be resolvecl within the next 
few months. 

Legality aside, there is the policy question whether the IRS should be in the 
business of narc,otics law enforcement. In Mrs. Willits' case. the judge said, "The 
IRS has been given broad power to take possession of the property of citizens 
by summary means that ignore many basic tenets of pre-seizure due process in 
order to prevent the loss of tax revenues. Courts cann{)t allow these expedients 
to be turned on citizens suspected of wrongdoing-not as tax collection devices 
but as summary punishment to supplement or complement regular criminal 
procedures." And in l\fr. Woods' case: "This Court is certainly favorable to 
cooperation between state and federal agenCies. but I think it is a miscarriage of 
that principle to use the Internal Hevenlle Service as an arm for state enforce
ment of criminal proceedings. And I don't think Congress ever intended that the 
IRS be used for that purpose." 

'l'hese abuses can be positiYelv harmful to legitimate tax collecti{)!l and nar
cotics law enforcement alike. There is some evidence that theY' have had a de
moralizing effect on regular IRS auditors who see their professionalism tainted. 
And in some cases illegal tactics actually prejuclice, rather than assist, effective 
IJrosecution of narcotics violations. 

In his speech to the American Bar Association in Honolulu on AU,e:ust 14, 1974, 
Commissioner of Internal Revenue Donald C. Alexander aclmowledged that 
"then' are influences ... which do affect the integritY' [of the tax aclIninistra
non effort]. 'l'hese influences arise most often when either the framing or the 
application of tax laws do not have the raising of revenue as their principal 
objective .... Selective enforcement of tax law:;;, designed to come down hard 
on drug dealers ... promotes the view that the tax system is a tool to be 
wieldecl for policy purposes, and not an impartial component of a democratic 
mechanism which applies equally to all of us .... we llRve changed the criteria 
for IRS involvement in anti-narcotics ... activities." 

So what chnnges have been made? On May 31. 1974. possibly reacting to a 
critical Wan Street Journal article, the IRS instructed its agentR to be more 
careful in termination cases. And IRS spokesmen Ray their manual is now be
ing revised so that taxpayers will be given some kind of conference to discuss 
the tax. but still only after the assessment and seizures have been completed 
and still without giving the taxpayer a written e).l1lanaion of how the tax was 
computed. 

The .head of the Narcotics Project in one major city said agents are no longer 
fig-llring taxes {)n the basis of a presumed level of drug dealing except in "yery 
solid" cases. He also emphasized that most of the work of the Narcotics Proj
ect is now on normal audits, and termination aRsessments. Still. in view of Com
missioner Alexander',;; remarl{s. why should there be a Narcotics Project at all? 

Much now depends on the Supreme Court's derision in the Hall and Laing 
caRes. If it rules that a taxpayer has a rig-ht to immediate court review of a 
termination assessment ancl that llis property rannot be sold in the meantime. 
that maY' be enough to restore a professional character to JRR actions. If the 
Court upholds the IRS, there will be a clear need for corrective legislation. 
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152 TEE-BUDGET FOR FISCAL YEAR 1977 

LAW ENFORCEMENT AND JUSTICE 

This function ipcludes those Feueral programs that provide judicial 
services; police protection; and the apprehension, prosecution, deten
tion and rehabilitation of criminals, along with financial and technical 
assistance to States and localities for their own criminal justice 
systems. 

Program Highlights 

• Inten"ify efforts to rurtuil illegal commprce in firearms and 
seek stronger legislation related to hand~un". 

• Strengthen programs to fPclll(,P i1lpgal traffie in nnrcotir,; 
und dangerous drugs. 

• Increase resources devotpc\ to litil!itl ion and (,OUl'l support. 
• Activate three new corre'ctional ill~tit\ltions and brgin 

construction of four facilities. 
• Adopt a more cautious approach to new State and local 

lltw pnforcement grants. 
• Expand resource,; for ilJ('rpll~pd l'T1forl'l'ment of thp anti

trust laws. 
• Emphasize appreh\,llsioli tlnd deportation of illegal alien,;, 

State and local governments have the primury responsibility for ItlW 
enforcement, and the admini~t.raLion of ju,;tice; t.hey will ;;pl'I)(1 IIIl 

e:,timatecl S15.,billion for tlie:,e purpose,: in 1917. Propo~ecl Fedt·rul 
outlnys for law enforcement and ju4in', wlii('h ine\uc\e SS:34 million of 
tl""i,.;tnn<'c to State and local go\'el'llllll'nl", urc e"limuteu to he $:l.4 
billion ill 1977-neI1l'Iy the' "!line u,-; ill 191G. In 197.'';, OtltlllY': [OJ' tli('~l' 
pro!!nnl1~ llre projected to he' $:>'.3 billion. }'mtht'r (li~el1""ion of 
Federal activities in t.he law enforcement. aren. is cont.ained in ~p('('illl 
Analysis X, "Federal Programs for t.he Reduction of Crime." 

Federal law enforcement and prosecution.-Outlays for Frclenll 
law enforcement and prosecution will inerease f'lightly in 1977 _ to lin 
cstimated $1,933 million. . 

During the past year, the "Bureau of Alcohol, Tobacco and. Fi.r('a~Jll' 
(ATF) Legun an intensified effort to curtail illegal commerce m firl'
arms. This action is designed to assist local police in disrupting 
distribution channels and prosecuting those who engage in thi'l tmde. 
Vigorou<; enforcement of present firearm,; Jaws will complement thp 
Admini~trution's legi,;latiyc proposab, which include mnndl1tOl'Y 
sentences for felons ~onvicted of using such weapons, prohibitioIl" Oil 
the manufacture and sale of "Saturday night specials," and a lUlln-
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LAW ENFORCEMENT AND JUSTICE 

\In miHions of dollars) 

Rccom~~ 
Outlays mended 

Progra m or agency budget 
1975 1976 TQ 1977 authority 

actual estimate estimate I:ltimate £0< 1977' 

Federal law enforcement and prosecution: 
Drug Enforcement Administration _________ 132 155 43 159 159 
Federal Bureau of Investigation ____________ 439 468 126 460 467 
Immigration and Naturalization Service _____ 179 212 54 223 222 
Justice Department legal activities _________ 226 245 62 273 270 
Legal Services Corporation ________________ 85 24 63 80 
Secret Service. -~ ~~---- .. _ .. -- --.---._- --. 86 110 31 112 114 
Customs Service ___ ._. _. __ ..• ____ ._. _____ 299 338 SO 323 324 
Bureau of Alcohol, Tobacco and Firearms _____ 95 108 26 123 125 
Other ______________________ . ___________ 138 164 49 178 172 

Subtotal. Federal law enforcement and 
prosecution ... __________________ .. __ 1.593 1,885 496 1,933 1.933 

Federal judicial aclh-ities. ______ . ___________ 279 338 91 378 380 
Federal correctionnl and rehabilitative .ctiv-

ities .. _ ..... ___ .. ___ ...... ______ . __ ~ __ ____ .... __ 226 267 75 279 299 
Law enforcement ... istanc" ________________ 853 919 255 844 713 
Deductions for offseUing receipt. ____________ -9 -7 -3 -7 -7 

Tot.,-- _________________________ , __ , 2,942 3,402 914 3,426 3,318 

--------- -.--~. -----~-. ---
. Information on budget authority for 1975. 1976. and the transition quarter i~ .shown in table 

104 II( Part 8. 

cillt"r," waiting pl'l'iod bC'tw('ctl purchase und receipt of hundgun". In 
1\17" ulltlny incl't~lbe:; for ATF programs to l'l'dnce yin\ent crime will 
1)1' partially uJf;-:eL U,\ rcductions in actiYitie,; related to illegal liquor 
Pt""dtlt"lioll, whi('h hlb ell'dined sharply in rcc('nt yeaf'. 

'I'll!' ('Il,;tom~ :)e1'l'ic(' '.vill reduce staIf in 19" to reflect the impact 
of lin ullantieipatetl tlcrlinc in the number of trayelers whf) arrived 
from foreign countric,; and formal import entries recorded in 1975, 

Within the Immigration and Xatul'alization Service (I~S), statY will 
ill' rpdt'ploycd to emphasize appl'eheno;ion, detention, and ultimate 
llepol'tatioll of illegal uliens. Border patrol operations will continue at 
1 Dllj level~, Expected productivity gains will allow modest staff reduc
t ionsfol' port-or-entry inspections and background investigations of 
immigrants seekin~ U.S. citizen~hip, 

The Drug Enforcement Administration (DBA) coordinates Federal 
twti'.-i tie~ to ronlrol illegal production and sale of narcotics and 
(\lIn!!pr·ou..; cll'lrg"';, jll'ovielrs technical as~istallce unel training to support 
Slate und local poliee, and assists_foreign governments in curbing 
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Outlays for Law Enforcement and Justice 
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smnggling. DEA will emphasize control of hard drugs and concentrate 
its rl'~OUl'CL'S on high level offendL'rs in 01'([('1' to disrupt distributiol\ 
channel:-; und O1~anizations. 

OutJI1YS for the F!'deral Bureau of IIl\>estigation will decline slightly 
dllc to expected productivity int'rcases, improved r,nunugement prnl'
ticr~, and deferred acqlli~ili(ln of selectrd equipment: 'I'll(' intensiv!' 
effort. to combat white collar and organized crime will not be 
diminished. 

The Justice Department conducts most Federal litigation in both 
civil and criminal matters. Iv[ost Washington-based lLogal divisions will 
be held to 1976 staff levels. However,additional resources are re
quested for the Alltitl').lst Division in order Lo carry out the Allmill
i;;tration's program for increased enforeement of the antitrust laws. 
Staff in the U.S. attorneys' field offices will expand by 9% to ha'ndle 
burgeoning civil and criminal caseloads of increasing complexity. 

The Legal Service>; Corporation provides aid in non-criminal case>; 
for clients who are unable to afford legal services; outlays are estimated 
to be $83 million in 1977. 

Const itutional guarantees of equality are enforced through civil 
rights programs of the Department of Justice anu other Federal 
agencies. These programs are discussed in detail in Special Analysis 
M, "Federal civil rights activities." 
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Federal judicial activities.-BY law, the President's budget for
wards estimates for the Judiciary witho~t change. In 1977, the budgets 
of the Supreme Court, the appellate and district courts, other ac
tivities of the judicid branch in thi~ subfunction, and certain other 
judicial activities amount to $378 million, an increase of 12% from 
1976 level of $338 rnil1ion. . 

Federal correctional and rehabilitative activities.-Three new 
correctional institutions will be activated and construction will begin 
on four additional facilities-metropolitan detention centers in Detroit 
and Phoenix, a youth correct.ion center in Alabama, and an adult 
correction center in Kew York. These facilities arc needed to alleviate 
overcrowding problems in existing penal instit,utiolls. 

Law enforcement assistance.-The Law Enforcement Assistance 
ArlministraLioIl (LEAA) is responsible for providing Federal assi"tance 
to State and local criminal justice systems; legislation to extend the 
LEAA program for 5 years has been submitted to the Congress. In 
1977:" propo,;ed outlays [or LEAA grant programs will decline by 8%, 
reflecting a more cautiou::; approach in this area. Improved selectivity 
in grant activities, couplecl with a greater distribution of resources for 
evaluation and research, will enable LEAA to cletermine ancl pursue 
those programs which promise the most impact on reducing crime in 
the Unitecl State~. Such evaluation will improve clecisions on the 
level and direction of LEAA assistance. 

In 1977, State and local governments will be af'kecl to pay one-half 
the costs of law enforcement training programs cond1.H"tcd for their 
official::; by the FBI. Other Federal agencies will continue to provide 
technicalassi~tance upon requcst. 
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LAW ENFORCEMENT AND JUSTICE 

Program Highlights 
• Intensify enforcement activities directed against major 

drug traffickerc; and white ('.oUar and organized crime. 
• Expand antitrust activities of the Department of Justice 

in order to re0.uce artificial inflationary pressures on 
costs and prices. 

• Develop recommendations, under the auspices of a new 
Cabinet-level committee, to deal with the problem of 
illegal aliens. 

• Increase Immigration and N aturalizatioll Service outlays 
by $34 million to cope with the increasing number of 
illegal aliens. 

e Provide legal aid to indigent defendants through the 
newly created Legal Services Corporation. 

• Continue to develop a balanced correctional system by 
" building new community and institutioml facilities and 

by emphasizing vocational rehabilitatioL programs. 
• Promote more effective State and local criminal justico 

systems through the Law Enforcem'.lnt Assistance 
Adminis tra tion. 

State and local governments have the primary responsibility for law 
enforcement and justice. Fedcl'I11 programs include enforcement of 
Federal laws and financial support for law enforcement activities of 
State and local governments. Outlays for these purposes will be $3.3 
billion in 1976. Special Analysis N, "Federal Programs for the Re
duction of Crime," in the Special Analyses volume of the Budget 
discusses all Federal activities related to the reduction of crime. 

Federal law enforcement and prosecution.-Outlays for Federal 
law enforcement and prosecution, which are primarily responsibilities 
of the Justice and Treasury Departments, will rise from $1,582 
million in 1975 tO$I,726 million in 1976. . 

During the past year, the consolidation of Federal drug enforce~ 
ment activities under the Drug Enforcement Administration (DEA) has 
continued. The DEA coordinates Federal activities, provides ter.hnical 
expertise and training to support State and local police, and assists 
foreign governments in controlling the illegal production and smug
gling of dangerous drugs. In 1976, a new intelligence center in El Paso, 
Texas, will be opened tosupportfthe narcotics intelligence effort. 
This center will coordinate the collection, analysis, and dissemination 

80-321 0 - 77 - 15 
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LAW ENFORCEMENT AND JUSTICE 

(I n millions of doll.,,1 

Recom. 

Proaram or _Seney 
OUtlAY' mended 

---------- budget 
1975 1976 Authority 

Federal law enforeemen! and prosecution: 
Drug Enforcement Administration __________________ 
Federal Bureau of Investigation ____________________ 
Immigration and Naturalization Service _____________ 
Secret Service ____________________________________ 

Customs Service. ______________________ ._. ______ __ 

Bureau of Alcohol, Tobacco and Firearms ___________ 
Ju.tice Department legal activities __________________ 
Other _______________________________ 

---------.-

Subtotal. F ederallaw enforcement and prosecution_ 
Federal judicial activiti~s ____________________________ 

Federal correctional and rehabilitative activities ________ 
Law enforcement assistance: 

Law Enforcement Assistance Administration _________ 
Legal Services COrporation _________________________ 

Subtotal, law enforcement assistance ____________ 
Deductions for offsetting receipts _____________________ 

TolaL __________________________________ . _____ 

1974 
Ilctual 

98 
381 
149 
68 

225 
79 

183 
91 

1,274 
221 
202 

770 

770 
-5 

2.462 

estimate utimate for 1976 t 

136 153 . 151 
435 459 466 
175 209 210 
85 97 98 

305 314 305 
96 102 101 

219 239 245 
131 153 148 

1.582 I. 726 I. 725 
323 350 354 
219 258 254 

862 887 770 
47 72 72 

909 959 841 
-6 -4 -4 

3,026 3,288 3,169 

I Comparel with b~dset authority of $2.615 million in 1974 and $3,074 million in 1975. 

of nareotic8 trafficking information. Outlays for the DEA will reach 
$153 million in 1976, an increase of $17 million over 1975_ 

Outlays for the Federal Bureau oj Investigation (FBI) -will increase 
by $24 million to $459 million. In 1976, the FBI will give highest 
priority to white collar and organized crime. 

The Immigration and Naturalization Service (INS) will have outlays 
of $209 million in 1976. This increase of $34 million will improve the 
dete.::tion, apprehension,. and expulsion of illegal aliens, During 1976, the 
INS will begin to issue a new, counterfeitproof alien documenta.tion 
card which will prevent illegal entry into the U.S. by the use of forged 
documents, There will be an increased effort to understand better the 
illegal alien problem and to develop more effective approaches for 
dealing with it. 

Law enforcement activities in the Treasury Department ,,,ill also 
increase in 1976_ Secret Seryice outlays will increase from $85 million 
in 1975 to $97 million in 1976 to provide for expanded protection of 
Presidential candidates and of foreign missions in Washington, D.C. 
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The Bureau of Alcohol, Tobacco and Firearms (ATF) will continue 
to improve its programs to enforce Federal firearms and explosive 
laws. The Customs Service will continue to improve its· system for 
processing imports. 

Outlays for Law Enforcement and Justice 

~SBilli_ S811110", 

3.0 

2 .• 5 

2.0 

1.5 

0.5 

o 
1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 
FbcQI'Y~ar\ Estimale 

The Justice Department conducts most Federal litigation in both 
civil and criminal matters. Outlays for the legal divisions of the 
Justice Department will increase 9% in 1976 to $239 million. Staff in 
the U.S. Attorneys' field offices will expand in order to handle additional 
caseload and to deal with increasingly complex cases. The Antitrust 
Division will expand its enforcement activities to promote competi
tion and reduce artificial inflationary pressures on costs and prices. 

Civil rights are another principal Federal enforcement responsi
bility. The constitutional guarantees of equality are enforced through 
civil rights programs by the Department of Justice and other Federal 
agencies. Sce Special Analysis !If, "Federal civil rights activities," 
for a more detailed discussion of Federal civil rights activities. 

t 

Federal judicial activities.-By law, the President's budget con
tains estimates for the Judiciary as they are submitted by that branch. 
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The Federal Judiciary proposes to spend $341 million in 1976 for the 
Supreme Court, the appellate and district courts, and the other 
activities of the Judicial branch in this subfunctioll. 

Federal correctional and rehabilitative activities.-Commu_ 
nity and institutional treatment programs will continue to expand. 
Seven additional community treatment centers and two new correc
tional institutions will be opened in 1976. Programs to divert accused 
defendants from prosecution to community programs supervised by 
the probation offices of the U.S. courts will be initiated in selected 
districts in cooperation with the U.S. Attorneys. Outlays for correc
tional and rehabilitative activities will total $258 million. 

Law enforcement assistance.-The Law Enforcement Assist
ance Administration (LEAA) is the principal Federal agency for 
providing law enforcement assistance to State and local governments. 
Total LEAA outlays for 1976 are estimated at $887 million. In 1976, 
$485 million will be distributed as bloc grants in support of State and 
local law enforcement activities. Other Federal agencies, such as the 
FBI, ATF, and Bureau of Prisons, will continue to provide technical 
assislance to State and local governments upon request. The new 
Legal Services Corporation will provide funds for assistance for 
indigent defendants who are unable to pity for the cost of legal serv
ices.lLs outlays are estimated to be $72 million in 1976. 
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SPECIAL ANAL YSIS ),1 

FEDERAL PROGRAMS FOR THE REDUCTION OF CRIME 

Rctluction of (!rime is n high priority within thr Federal Govern-
1111'n\. J\inetcen Federal ageneit's and ('ollunissions participate in 
pI"IJridill.l! nn r/frc:tivc HII I iOlU11 r(,sp()lh~ to I h" crimr pl'ohlrm. Frdrml 
pJ"Clgl/lllh UI'P no t Dilly c:oncrrnpd wil h Pllfr)JTing sl nltLlrs IIlld ad
/Ilini';[l'l'ing (Timinnl jlls[i('e but UI'P olso dp,;ignecl to inrrellsr under
,11IlIding of tIl(' ('allSrs of (,l'iminal I wi IItV iol' , PI'CYi'nt the commission 
OI[ ('I'iminnl urI,;, I'rhubilitrrtr ofTrnt/l'r,;, nllt! I'PfOl'fll Feclrral <:I'irninnl 
;;lW-. ThC' goal is to I't'cluc'C' tIl(' l'/ltr of (,I'illlinal violation<;, thrl'eby 
i:r;ilil)l! lhr sllh"tnntinl «('()J1(lmi(' nllcl ..;or'ial (:os[s of crimr. 

TIt(, Ff,dpral ("['imp rf'tillction progt'tllll c'oltljllpt1ipnts nctivilips of 
~i1IIf' lind Im'ul gO\'l'rnlllf'llt,;, which 1)(,:11' the hC'[lvipst burdens nlld 
II idf',.,t J'rspon,;ibilitips fol' Iu w rllfol'(,(,Illf'llt !lnd administJ'1l I ion of 
jIHil'C'. Fcdcr:tl n,.,sistalll'p in tlH' f01'1ll of gl'nnts-in-nitl. trnining, nml 
1"f'lIlIic'al n~si"tmH'e contl'iblltcs to the rfl'p('tiY(~ness of Stllte llnd IO<'ltl 
"I'illl<' rrdtlC'!ion Pl'ogl'Ull1S, 

", ACCO~IPLISH~\EXT:> OF THE P.\I>T YEAH 

'1'IIrr0 were mtmrroU5 nccompli~hment;; in the nrt'u of crimr 1'('[1I1r.

li"n c1urinf; the past )"('IlI'. Among the most significant (1evelopmrnts 

• Ht'tltlf'tioll of 27<; in thE' l\utioll'" {'rimr cllll'ing crrlcndar )"0rr1' 1972, 
Iltr Er:;t nC'lllal reduc,tion in tltt' volume of crime sincc 1955. 

• ('I'rlltioll of a conso1illu[ctl Drug El\fol't~('m('nt i\.clmilli"tl'lltion 
within the Drpart\lwnt of ,TIl,;1 i('r to Iwrl11it morc t'fft'<'livc CI1-

[ot'I'c'll1rnt of Fedrral nnrrotif' laws rrnd hrttrr c'oordinntion with 
Stall' and fOl'l'ign govrrnmruts in thc overall effort to stem thr 
flo\,- of illiri t dl'l\gs. 

• llHTPnsp in worldwide scizlIrrs of opiatc-; (in heroin equivulent 
PO IlIH1,,) frolll 5,500 in 1972 til 9,800 ill HJ7:j, and rrll incrCllse ill 
drug nrre,;t,; from 15,500 [024,900. 

• Ennc'tment of the Crime ('onlrol Art of 1973, pxtendi.ng the Lrrw 
Enforcement A~si~tunce grant pt'Ogrrrm I hrough H176 arul stream
lining it,; nrlministration to ensnre It smoother flow of grunts to 
Stale anti lornl govcl'lllllrnts. 

• ('onvoclltion of thl' Xntionnl ('onfel'en('(' on C'riminrrl Justice to 
J'rview th" stnnclarrJ:.; anrl go Ills fOJ'mulatrcl by the X utionul 
Aclvisorr Commission on ('riminrrl Justirc nncl to drvelop n com
mitmrnt and struleg,r fol' implemcnting stnuonrds and goals in 
el1(',11 State. 

1975 BUDGET HIGHT,IGHTS 

F('<\I'1'al out1nys for (hc 1'€'durtion of crime will total $~.O biilion in 
H17i'i, as COI1lpui'ed with $2.8 billion ill 1974 and $2,:3 billion in 1973, 

189 
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:--:-~ 
It is estimated that expenditures for this purpose by all levelsQf 
government-Federal, State, and local-will exceed $19 billion. in 
1975. Of the $3.0 billion in Federal expenditures alone, $1.2 billion 
or 41 % will be used to assist State ancllocal governments to illlprov(\~ 
their criminal justice systems. Outlays directed to other levels'il( 
government in 1975 are 25% greater than the comparable figure in 
1973. Once again in 1975, the Department of Justice will conduct the 
most extensive Federal crime rerluetion program with expenditure of 
$1.9 billion. The Depl11'tmrnt of the Treas\1I'Y has the second largest 
Federal program which i" budgeted for $:326 million in 1975. 

TableM··1. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME By 
AGENCY I (in thousands 01 dollars) 

Agency 

. The Judiciary •. : ........................................ . 
Executive Ollice of the President. ....................... .. 
Department of Agriculture ............ _ •. _ .......... __ .. .. 
Department of (,.vmmerce .................. _ ............ . 
Department of Defense-CiviL. ....... .. .. .... _ ....... . 
Department of Health, Education. and Welfare ......... _ .. 
Department of Housing and Urban Dtvelopment __ .. __ . _'" 
Department of the Interior .... _ ....... _ .............. .. 
Department of Ju.tice .................................. .. 
Department of Labor ................... ___ ......... _ .... . 
Department of State ................ _ ................ __ .. 
Department of Transportation ..................... _ ..... . 
Department of the Trea.ury ........... __ .... _ .. ____ .... _. 
General Services Admini.tration .. _ ...................... . 
Veterans Administration ....... __ ..................... __ .. 
Other independent agencies __ .......................... _ .. 

• 

1973 
ac.t'IJa\ 

73,745 
11. 605 
6.440 
I. 280 
5.182 

132.118 
34,800 
38.299 

1.350.9S1 
143.2S4 
20.583 
48.743 

252.700 
93.412 
80.053 

469 

Outlays 

1974 1975 
e$timate uti matt 

83.69S 
70.979 
7.105 
1.878 
5.755 

196,997 
34. SOO 
42.964 

\,741.S13 
89.600 
34,416 
32.585 

291,344 . 
97.916 
92.346 

991 

92,267 
)·S.368 

8.018 
2.378 
5.815 

219,98b 
13.000 
40,780 

1.891,515 
92.400 
37,399 
30.134 

326.376 
69,791 
82,251 
2,026 

Total Federal outlays. __ ...... _. __ '''''' __ ... _ .. __ . 2,293,694 2,825, 187 2,952,504 

1 Does not include Department of Dc:fense-Military and $38.2 million of outlay, for the U.S.· 
Postal Service which are included in the Annexed Budget for t 975. 

AppliCtltioll of resources to the rcdllC~tion uf illicit drug traffic, it Il1lljeJf 

contributor to crime in America, will be expandecl throughout the filII 
ran?:e of Federal criminal justice tH'tivities. The new Drug Enfort'l?
ment Administration consolidates Federal drug enforcement activo 
i ti('s previously scattered in five separate agencies. The Drug Enforce
nH'llt Administration hus responsibilit}· for planning a comprehenshO

{) 

i<'edl'ral enforcement· strategy and developing a coordinated program 
consistent with tllllt strategy. Outbys and narrative descr~ptions con~ 
c('rning the Federul drug enforcement program are found throughout 
this special filutlysis, while a summary of expenditures related to 
enforcing drug Jaws is contained in table M-2. 

,! 
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Table M-2. FEDERAL OUTLAYS FOR DRUG .!',NFORCEMENT 1 

(in millions of dollars) 

Outlays 

1973 1974 1915 
actual cftimde: estimate. 

Department of Agriculture ...•.. __ • __________ . ______________ _ 
Department of Defense-Civil. _____________________________ _ 

Depaltment of Justice: 
Drug Enforcement Administration._ •• _____________ • _____ . __ 
Law Enf~r~e:nent Assistance Administration .. _. __________ . __ 
Other actlVltles_. _________________ •. _____________________ • 

1.3 1.5 1.5 
.2 .2 .2 

77.3 109.4 135.9 
28.5 31.7 50.2 
2.9 4.8 5.2 

Dep.rtment of State_ .. _ . _. ____________ • ____ .. _ .. _~ __ . __ • ___ _ 
D'partment of Transportation ... ____ • _______ •... __ . __ , __ . __ • 
Department of the Treasury: 

Customs Service .. ____ .• __ • ___ . ___ ._._. ___ • ____________ .. _ 

20.6 34.4 37.4 
.4 _5 .4 

46.4 41.9 4\.9 
Internal Revenue Service ._._._ ... ____ . __ .. _. _____ ._ . __ 16.9 20.3 '20.7 

Total Federal outlays ___ . _____ .' ______________ . ____ . __ 194.5 244.7 293.4 

I Does not include Department of Defense-Military and U.S. Postal Service. 

CRDIE REIJ[;Cl'IOX PnO,,:I.UI:; ilY ACTIVITIES 

Budg('t <H~lltly" inelllcl('d ill lhi,.; spccial ntlltlysis repreRent all Fed
l'l'al [ll'0i!t'alll'; rch1tl'I1 to ('rilllc reciuetion except eX[lPnditure:i of the 
l)"IHll'tlll('nt of D(>1'ell:;(,.1 The unul,rsis corers c:-;timuted east::; of the 
judir·iary related to criminal adjudication. Even though such programs 
ItlH~· indireetly l'l'duce t:t'ime, the unaly"i,; cxcludc~ geneml soeinl 
I'I'Og"l'IllllS, unlcs~ the,- afC clearly within the context of crime reduction 
III' 1)I·(>\·cuti01I';· sllell 'as ,'octltionill training of prisoners or treatment 
tlild l'chaoilitn.tion .of narcotic tldJiets. Thi", analysis does not include 
!Ju"kground iUn'stigatiolls for emploYJlIt'nl, utimiuistrative in:;pee
liOll", or ill\-t'slignli'ons of 11 regulatory Hatun.' whir'h might in r:lre 
I':H''; re's"ll in the tl[lpli(,(ltion .of criminal sanctions. Where Ilctivities 
ill\'oke hoth eriminal and civil proceedings, such u;; operation of 
Ft'dP!'nl cOllrts, au allocution of Oil tlays to tbe crime-related function 
lia,; [W('1l c,;lillla It'd, The llurrulini i~ not intcnded to be all-inclusivc, 
11111 rat he!' highlight:; new initiatin,; contllined in the 1975 bmlget and 
POl'l l'uys the wille range of activities and agencies involved in the 
l'l'c!l'!'al crime reduction program. 

Crime restarch and stati,~tics.-Crime res('t\!'eh and stn,tl~tIC~ Cll
'·/Jll1jllt,;;; Feti('ral ilcti\'ili(~ de~igne(l tJ prCllu('p Ilulllerieril data. and 
IJt he]' inform~tion concerning crimc, erilllil1nl~, and thc ('riminal justice 
~.\'~[em, find to deyelop new techniqucs ami methods for operation of 
thnt ,;y:;tem. 

• Total Federal outlays for crime research and statistics are esti
mated to ue $113 million in 1975, Of this amount $36.6 million 

I Defense Department outlays for crime reduction arc not included in thi. analy.i •. However, 
.. SUmmary of Defcnle Department outlays (or law enforcemcntll Are estimated u followa (in thou· 
land, of dollau): 

g:~:~~:~~~ ~f ~~~ ~a~;::·::::::::::::::::::::::::;:::::: 
Department of the Air Force ____ .. _______ .. ___ .. ____________ _ 

Total. Department of DeE _J1Ie_ .. ___ ~ ___ ... ______ ~_------

1973 
304,002 

31,366 
407,957 

743,325 

1974 
308,962 

32,922 
399,032 
~~ 

740,916 

1975 
310,444 

31. 719 
400,355 

H2,SIB 
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will be spent for collection of quantitative elata, anel $76.7 million 
for research. This compares with $104 million for research and 
statistics in 1974. 

• During 1975 the Drug Enforcement Administration's catalog of 
information and stn,tistics on controlled substances will reach 
maturity, providing a comprehensive chta base for identifying and' 
investigating large quantities of abusable substances which may 
be entering illicit markets. 

• The Coast Guard will continue research to improve its capability 
for detecting pollution law violations by developing advanced 
nil-weather means of detecting, identifying, and quantifying dis
charges of oil and hazardous polluting substances. 

• TIl(' U.S. Postal Service will continue development of improved 
postal security and detection devices such as a letter tracing 
:-;y"tPJJl, nuti-ttlmppring dC'dee,; for Illail·mcb, and portable 
('ontainrrs for SUSDect letter bombs. 

• Exprllllitures ]n' til(' Law Enforcemrnl Assistance A,lministration 
to c\cYrlop and' cyaluate new enl'orcelllt'IJ t tpch Ilology will tolnl 
$29 million in 1975, while criminal stutistical collection will 
account for $33 million. 

Rdorm oj cl'iminal la1L'8.--Criminal law rrform consists of efforts to 
improYC' the effectiveness of criminal statute;; and assnre that they 
accurately reflect the values and stundards of our society. 

• $5.5 million will he spent on ('l'iminlllll\w reform in 1975, a 32% 
increase over the comparable amount in 1974. Approximately 
02(/;: or thr 1975 expcnditures will support lnw reform efforl~ 
in Slate and local governments. 

• In 1075 the National Commission for the Review of Federal and 
;)tnte Laws l~cllLtillg to Wiretapping und Electronic Surveillance 
will be'bonducting it~ first fullycnr of stuely into the impact of the 
Omnibus Crime Control Act of 1968 on the use of wiretaps for 
law enforcement purposes. 

• A special unit within the Criminal Division of the Justice DlT/art
ment has been created to establish procedures and coorciinate 
use of the immunity provisions of the Organized Crime Control 
Act of 1970, as well as monitor requests for immunity. 

• The Drug Enforcement Administration will continue drafting and 
revising regulations and procedures, as well as gathering informa
tion for administrative hearings on provision~ of the Comprehen
siv(' Drug Ahus~ Pl'ewntioll and Control Act which will be 
npplicable to' individual" find industry alike. . 

• During 1975 the Commission to Review i\'ational Policy Toward 
Gambling will hold public hearings and conduct studies and 
surveys to determine the llutllrc, extl'nt, nnd public attitude 
toward gamhling in order to formulate recommendations on a 
national policy. 

PI'N'ention of crime.--Crime pre'wntion includes efforts to limit the 
probll.bility that criminal ncts 'will h(', committed through means other 
than direct enforcement or gcnel'ul correctional activities. Thi::; cate
gory therefore encompasses public education, drug addict rehabilita-
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Table M-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND SELECTED ACTIVITY I (in thou5.nds of dollars) 

Major program and seJected activity 

Crime research and statistics: 
Statistics on crime. criminals. and criminal justice syscem __ _ 
Research on criminal behavior and sociology of crime _____ _ 

Program totaL ___________________________________ _ 

Reform of criminallaws _________________________________ _ 

Services for prevention of crime: 
Public education on law observance. enforcement. and crime 

prevention ... __ ~ ___ ___ .- __ ._ ...... _ ..... ______________ ... __ .. _ ...... _ 
Special programs for the rehabilitation of narcotic addicts __ 
Prevention and control of juvenile delinquency ____ . _____ _ 
Development of other community crime prevention services_ 

p,rogram totaL ______________________ - - ___________ _ 

Criminal law enforcement: 
Investigations into violations of Federal criminallaw _____ __ 
Federal police. _______________________________________ _ 

Assistance to Stat.!' and local governments for enforcement._ 

Program totaL __________________________ - ____ - ___ _ 

Law enforcement support: . 
Criminal intelligence and information systems ___________ __ 
Education. and trai,"!inp of .. ~forcement officers ____________ _ 
Laboratones and crlmlDalis.tIcs _______________ .. _______ __ 
International programs in support of domestic law enforce-

ment ______________________ .. ___ ._ _____ ._ __ ... ______ ..... - ~ 

Program totaL ___________________________________ _ 

Administration of criminal justice: 
Conduct of Federal criminal prosecutions_ _ _ _ _ _ _______ - __ 
Operation and support of Federal court systems _________ __ 
Ass.istanc~ to. States and localities for improved administra-

tIOn of Justlce ______________ . ______________________ __ 

Program totaL _______________ ~ ______________ . ___ __ 

Rehabilitation of offenders: 
Operation of Federal correctional institutions _____________ _ 
Federal probation. parole. and community treatment. .. __ __ 
Federal inmate education and training__ __ __ __ __ __ __ __ __ 
Federal inmate medical treatment__ __ __ __ __ __ __ __ _ _. ___ 
Other programs supporting Federal corrections __________ __ 
Assistance to States and localities for improved correctional 

programs. ________________________________ - ___ - ____ _ 

Program totaL: _________________ • ________________ _ 

Planning and coordination of crime reduction programs ______ _ 

1973 
actual 

28.374 
45.675 

74.049 

2.738 

23.603 
117.850 
66.667 

173.006 

381.126 

702.239 
102. 175 
145.249 

Outle.ya 

1974 
estimate 

33.902 
70.331 

104.233 

4.215 

34. 092 
245.368 
82.724 

131.920 

494.104 

766.104 
107.009 
208.260 

1975 
estimate 

36.595 
76.703 

113.298 

5.545 

36.507 
236.959 
95.424 

119.100 

487.990 

832. 175 
11~,978 
Zi9.878 

949.663 1.081.373 1.169.031 

29.151 
151.385 
28.115 

28. 077 

236.728 

68.147 
83.677 

45. 078 

196.902 

132.478 
15.550 
9.467 
9.190 
1.967 

229.110 

397.762 

54.726 

42.221 
164.985 
37.204 

42.191 

286.601 

80. 077 
96.336 

58.132 

234.545 

199.921 
18.912 
11.230 
II. 3S2 
2.065 

307.778 

551.288 

68.828 

44.997 
160.207 
41J3~ 

46.958 

293.798 

91. 607 
\03.904 

60.662 

256.173 

179.972 
22,230 
12.872 
12.934 
2.473 

327.170 

557.651 

69.018 

Total Federal outlay ... __ _____________________ _____ 2,293,694 2,825,187 2,952,504 

I Does. not i.ndud-c Department of OeCenae-Milttuy an<I, U.S. POltal S~rvicc. 
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tion, juvenile delinquent programs, and projects to improve police~ 
communit; relations. 

• An estimated $488 million will be concentrated on crime preven~ 
tion programs in 1975, representing a 28% increase above 1973. 

• The bulk of the Federal drug treatment, rehabilitation, research, 
and prevention programs will be located in the new National 
Institute on Drug Abuse within the Alcohol, Drug Abuse, and 
Mental Health Administration in HEW. 

• :t\ew outreach programs linked with the criminal justice system 
will be encouraged by the Special Action Office for Drug Abuse 
Prevention in 1975 to bring into treatment hard-core addicts who 
have not sought treatment or have dropped out of a program. 

• The Urban Mass Transportation Admini~tmtion expects to make 
$2 million in grants to State and local governments in 1975 for 
procurement of public transit equipment containing crime prevep
tion devices. 

• In 1975 HEW will fund suIl1cient drug treatment capacity to care' 
for every addict seeking help. 

e During 1974 and 1975, the Law Enforcement Assistance Admin
istration will encourage States and localities to adopt. the crime 
prevention standards developed by the National Conference on 
Criminal Justice. 

Crim.inal law enjorcement.--Criminal law enforcement consists of 
activitie& to detect, identify, and apprehend violators of criminal laws. 
Federal support of State !lnd local enforcement iti included in this 
category, as is investigation by Federal agents into the wide variety 
of Federal offenses. Representative programs include policing of 
Federal reservations, special activities against organized crime and 
illicit drug trafficking, and grants to upgruJe the cffectivenesti of State 
and local law enforcemC'nt. . 

• Crimina~ law enforcement will account for $1.2 billion in out
lays during 1075, including $220 million in support of State and 
lorrtl C'nforccment nrograms. . 

• Adllitional personilel are being added to the FBI to assist in 
automating its criminal fingerprint file and to purge and reorder 
its extensive civil fingerprint file. 

• The Internal Revenue Service will add 324 personnel to its tax 
fraud investigative force in 1975 in order to intensify its effort 
I\guinst tax evasion. 

• The Department of Transportation and the Crimina.l Division in 
the Departmen.t of Justice will be joining forces to foster i.mprove
ments in State car title and registration systems in 'order to 
frustrate false documentation by uuto theft rin.gs. . 

• 'fhe Department of Labor will continue to assist Federal strike 
forces against organized crime by furnishing compliance officers 
to identify, investigate, and assist in the Drosecution of labor 
racketeers who mmupulate welfare and pens10n funds. 

• In 1975 the Executive Protective Service will provide expanded 
protection for foreign diplomatic missions against potential ter
rorist and other criminal activity. 

• Nearly 300 border patrol agents will be added to the Immigration 
and Naturalizati.)n Service in 1974 and 1975 to strengthen an '. 



185 

SPEO~ ANALYSES 195 

enforcement program which apprehended 466,755 unlawful aliens 
and seized] 07 tons of marihuana during 1973, both record highs. 

• The Securities and Exchange Commission will continue to give top 
priority to cases involving organized crime, particularly those 
Instances concerning criminal infiltration into the socurities 
industry. ; 

• During the next year the' Bureau of Alcohol, Tobacco, and Fire
arms expects to more than double its identification of flIearms 
used in crimina! acts, which will assist Federal, State, and local 
law enforcement. 

• A drug div(>rsion illve"tigatioll program, conducted by the Drug 
Enforcement Administration and funded by the Law Enforcemen t 
Assistallre Administration, will encollrage States to curb the 
illicit diversion of drugs at the retllillevel in 1975. 

• A new Surfaee Law Enforcement Patrol will be operated in 
Florida during 1974 and 1975 by the Coast Guard to implement 
the United States-Cuba antihijacking agreement and to act as a 
deterrent to narcotics smuggling and introduction of illegal aliens 
into this country. . 

• During 1974 and 1975 the Federal Aviation Administration will 
continue to direct the inLergovernmental effort targeted against 
hijacking, which prevented any successful attempts in 1918. 

Law enjonement support.-Law enforcement support entails activi
ties contributing to the effectiveness of criminal law enforcement. 
Included are operation of criminal intE'Iligence systems, education and 
training of enforcement officers, activities of forensic laboratories, and 
international programs supporting domestic enforcement efforts, 
primarily in the area of narcotics control. 

• Outlays of $294: million are projected for law enforcement support 
in 1975. Of this amount, $207 million will assist State and !ocal 
enforcement by funding laboratories, training programs, and 
criminal intelligence networks. 

• C:mstruetion contracts of $19 million arc planned in 1975 for the 
new Federnl Law Enforcemen Trn.ining Center, which will 
provide basic and specialized training to Federal personnel in a 

. variety of law enforcement subjects. . 
• The Drug Enforcement Administration will support State and 

local drug enforcement activities in 1975 by conducting 60 
schools for 4,300 inw enforcement officers, training 100 chemists 
in 5 forensic workshops, and analyzing an estimated 22,350 
drug exhibits for non-Federal police agencies. 

• The Veterans Administration will provide financial assistance for 
15,500 policemen to pursue on-the-job training and related 
academic instruction during 1975. 

• In 1975 the Treasury Enforcement Communications System 
operated by the U.S. Customs Service will be expanded to make a 
comprehensive smuggling intelligence file available to enforce
ment officers at all mlljor Il1lcrnl1tional airports and some seaports 
in the United Stlltes. . 

• During 1975 the State Department will usc Foreign. Assistance 
Act funds to continue to support for;ign governments in their 
efforts to disrupt the flow of illicit narcotics to the United States 
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through training in drug enforcement and intelligence, equip
ment procurement, advisory assistance, and crop substitution 
projects. 

Administration oj crim~'nal .illstice.-This category includes the' 
prepnration and prosecution of criminnl cnses, operation of court 
systcms, trial of cases, provision of adequate defense, and related 
supporting nctivities. 

• O,-er $256 million "ill be deyotecl to prosecution of criminal 
eases nnd administration of criminal justice in 1975, including 
$61 million for assisting Sttlle nnd local prosecution and comt 
systems. Oprra tion of the Federal judie-iary will require ex
pE'Il!litul'E' of $104 million in 1975; criminal pro:;eclltions will 
n~~ount for S92 million. 

• The addition of 241 peoplE' to U.S. Attorneys' offices in 1975 will 
hp applicd to reduce the large numhc'r of criminnl ca,;eo; clrclinecl 
for prosecution each year due to Inck of Iitigatiye l'Psourcrs. 

• The fre:; and expenses of witnesses appeuring on behalf of the 
I?eclerul Government to pro\-ide factual informu tion or expert 
te"timony v .. ill require expcllclitmc of $12 million in 1975. 
Thr Antitrnst Division of the Department of .In,;ticr will use a 
l:)Sc personnel inrrrnsr in 1975 to rxpHlHI if-.; ('('onomic nnnlysi:, 
of nnli-('ompetitive practices in order to impl'oYI' rnfol'r(lment of 
antitrust and consumer prolection (,USP", pnrtirlllarly in those 
mal tel's reIn ted to energy. 

• 'fhr Feclrl'fll ('ourt sYHtem will improyc its ability to handle 
r'riminnl cases through a 12% incren;;c in ,;upport llersonnel in 
1975. 

• In coordination with the Criminal Diyision und the' Internal Reve
nue ~l'l'yit'e, the Tax Division of the Juslirr Dppl1l'1nlPlll will in
cr('a~p it';""prosr('utiYe efforts against orglllli;.:rd ('rime' racketeel'd 
during 1975. , 

• 'Yc)J'king with U.S. district courts and mngistrntps, the Kationnl 
Park Service will initiate a !l('W procedurr in 1975 to permit 
,iolttlors of pelty FeeInrul off(·n;;es to forfpit collaleral rather 
t hlln ullllecessaril~- clog court dockets. . 

e During 1975 the Drug EnforceIllPn t Adminislru lion will con tmue 
to assist State officials proseeule cases under State uniform 
controlled substances acts and conduct revocation proceedings 
before State liccllsing boards. 

• The U.S. :'.Inrshal Service will e"tnblish coordinator;; in each 
Ferlernl .!lppelhl.Ie dislriet during 1975 to :mprn-ise and upgrade , 
the s('rnce of l'edernl wnrrunts by deputy murshak . 

Rehabilitation oj offenderf:i.-These programs encompass Government. 
custody nnd rehabilitation of criminal offenders, including superYision 
and oprl'lllioll of correctional institutions, inmnte and offender treal
lllPnt Hnd truining pl'ogl'llmS, probation nnd purolr sen-ices, und other 
sllpportiyp f\lndions. 

• E:qlPlIdilure of $558 million will ~llPpOr! l'l'illlbililnlioH of 0(
fend('l''; in 1975, a,; compnred with $551 million in 1974 nnd $:)98 
million ill 197:~. Of tbe 1975 totnl, $:327 million will be allocated 
to non-Federal correctional activities. 
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• During 1975, $222 million will be spE.'nt on correctional programs 
of the BurE.'all of Prison5, with emphasis on developing a balanced 
system of community Ilnd institutional facilities for the reintegra
tion of offenders into society. 

• The U.t:). Board of Parole will regionalize its operations and im
plC'D1C'nt nC',,' dC'C'isionmaking criteriu to ensure greuter equity, 
consi,.,tency, and ~peecl in the parole pro('C'ss in 1974 find 1975, 

• The Probation Service of the Federal j udieiary will add :340 
olliC'C'rs ill 1974 and 320 officers in 1975 to improye probation 
and parole supervision. 

• HEW will Jllake grants of $4.2 million in 1975 to enable an 
('stimuted 67,iWO inmates in pC'llal institution;,; to e;11'oll in adult 
education classes aillled at providing at least a high school 
education. 

PlaNning (fill! cool'riiltalioll.-·lnc-llldecl in thi" category are outla~'s 
supporting Sttlte an(lloClll (:rimilllll ju,;ticc planning, llS well as coordi
nation of FNI(>t·u.l enforcement activities internally and with interna
tiunal enfurcement E.'ITorts .. 

• Approximately $69 million will bC' spC'nt on plunning and co
ordinatiol1 of criPlc rC'ductioll program" in 1075, consi,;ting 
primarily of $62 millioll 11 C'XPI'lltliIUl'l'" by tIll' Law EnforcE.'mf'nt 
A""i"t,lti"'r Acllllini"(I'alioll to PIH'OUJ'ngP :-IlalC and IO('nl go,'C'rn
Jlll'llh to pltlll Imd C"'alllule [hpir ('l'illlinal jll,,(i('(' n(·[i\'ili<,~. 

• Thc SpC'cinl Action Officc for Drug Abu"c Prc\'cntion will con
tinue to phtn and coordinate all Fcderal tlrug abusC' llreYC'lltion 
nnd treutmcnt activities during 1075. 

e In 1975 tbe DC'partmrnt of State will C'ontinue to work with foreign 
gon)l'nrll(,llt~ andinternatiollal organilmtioll!i to implement drug 
control ]lolicie~ und cool'dilllltc interagency participation in the 
intl'rnnlionalllnreotics control C'/forl. 

• ~ cw (·lLbinf·t sub('ommil tC'c;; on dOIl1C'stir C'nfOl'(,C'llH'nt nnd trcat
mPllt ,,,ill coordinute Peueml intcrdepnrln1l'ntal drug abuse 
acl iyities (luring 1975. 

Table M-4. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY 1 (in thousands of dollars) 

Major program and agency 

Crime research and statistics: 

1973 
actual 

The Judiciary...... ..•. ....................... 629 
Executive Office of the President. ....................... 648 
Department of Allriculture.. ........................... 1,285 
Department of Defense-Civil.......................... 14 
Department of Health, E.ducati~n, and Welfare. .......... 3,41 I 
Department of Justice.. ............................... 65,049 
Department of Transportation. ......................... 2,06\ 
Department of the Treasury............................ 840 
Other independent agencies......................... .... 112 

Program totaL .................................. ;r 74,049 

Olltlny" ___ _ 

1974 1975 
estima.te estimate 

891 1,168 
319 ···TS49 1.527 

16 17 
3.776 3,754 

92,686 102,574 
4, \78 3,396 

840 840 

104,233 113,298 
=--
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Table M-4. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY 1 (in thousands of dollars)-Continued 

Major program ~nd agency 

Reform of criminal laws: 
Department of Justice __ ._ . __ • ________________________ _ 
Other independent agencies _________________ • __________ _ 

Program totaL _______________________ • __________ _ 

Services for prevention of crime: 
Executive Office of the President. ___________ • __________ _ 
Department of Defense-Civil _________________________ _ 
Department of Health. Education. and Welfare. ____ . ____ _ 
Department of Housin\: and Urban Development .. _ . _____ _ 
Department of the Jr.terior ________ •. __________________ _ 
Department of Justice. _______________________________ _ 
Department of Labor ____ . ______________________ • _____ _ 
Department uf Transportation __ • ______________________ _ 
Veterans Administratian_ • ___________________________ ._ 

Program tataL. ______________________ . ____ • 

Criminal law enforcement: 
Department of Agriculture_. _ .• ____ • ________ . _____ . ____ _ 
Department of Cammerce ___ •. ___ . _____ . _____________ _ 
Department of Defense-Civil. _______________________ __ 
Department of the Interior ____________________________ _ 
Department of Justice ___ • __ : __________ • ______________ : 
Department of Labor ________________________ . ________ _ 
Department of Transportation. _________ • ____ . _____ . __ _ 
Department of the Treasury __ . ______________________ :_ 
General Services Administration ________________________ _ 
Other independent agencies. _________________________ .• _ 

Program total:_ •.. ________________________ _ 

Law enforcement support: 
Department of Defense-Civil. ____________ . ____ .• _____ _ 
Department of Health. Education. and Welfare .. _______ _ 
Depnrtrnent of the Interior _. _. _____ . _________________ _ 
Department of Justice ____ • ______________ ... ______ " __ __ 
Department of State. __________________________ • ______ _ 
Department of Transpartation ________________________ __ 
Department of the Treasury ________________________ . ___ 
General Services Administration. _______________________ _ 
Veterans Administration _________________________ .. ___ __ 

Program total.. ________________________ .. ___ ... __ 

Administration of criminal justice: 
The Judiciary _., _____________________________________ _ 
Department of Delense·-CiviL _______________________ __ 
Department of the Interior ____________________________ _ 
Department of Justice _________________________________ _ 
Department 01 Transportation ____ . ____________________ _ 

Program totaL _________________________ . _______ _ 

Outlays 

1973 1974 1975 
actual estimate cltimde 

2.738 3.645 3.985 
570 1.560 

2.738 4.215 5.545 

10.957 
138 

75.045 
29.500 

876 
108.253 
128.500 

148 
27,709 

381.126 

5. 155 
1,280 
3.961 

35.573 
512,145 

3.600 
46.452 

248.598 
92.542 

357 

66.445 
150 

137.451 
29.500 

1.074 
149.039 
81.200 

100 
29,145 

494.104 

5,578 
1.878 
4.404 

39.805 
618,997 

3.400 
28.219 

283.252 
95.419 

421 

==. 

33.368 
152 

160.462 
11.000 

989 
169.419 
84,000 
2.000 

26,600 

487.990 

6.469 
2.378 
4.433 

37.363 
697.756 

3.400 
24.642 

322.333 
69.791 

466 

949.663 1.081.373 1.169.031 

133 
5.825 

314 
154.221 
19;679 

80 
3,262 

870 
52.344 

236.728 

63,583 
80 

I. 145 
132.092 

2 

196.902 

147 
7.500 

399 
172.138 
33.381 

86 
7.252 
2.497 

63,201 

155 
7,500 

435 
190,494 
36,266 

94 
3.203 

55.651 

286. 60 I : 293. 798 

71. 503 
90 

1.286 
161. 664 

2 

234.545 

78.097 
96 

1.564 
176,414 

2 

256,173 
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Table M-4. FEDERAL OUTLAYS FOR THE REDUCTION ~~':C~IME BY 
MAJOR PROGRAM AND AGENCY 1 (in thousand. of dollars)-C'ontinued 

Major program a.nd a~enc:.y 

Rehabilitation of offenders: 
The Judiciary ______________ ---_ -- -_" _______ - - -- - __ - -__ 
Department of Defense-Civil. ________________________ _ 
Department of Health. Education. and Welfare _________ __ 
Department 'of Housing and Urban Development. _______ _ 
Department of the Interior. ____________________ . ___ .. _. 
Department of Justice ________________________________ . 
Department of Labor _____________ .. __________________ _ 

Program total. ____________________ . _______ . ___ . _. 

Planning and coordination of crime reduction programs: 
Executive Office of the President .• _ • _ . ______ • ______ . 
Dcpartmcntcf Justice .... _____________________ . ._ 
Department of State ____________________ . _____________ _ 

Program totaL _________________ . __________________ _ 

1973 
actual 

9,533 
856 

47,837 
5,300 

391 
322,661 

11,184 

397,762 

-- 53:82i 
904 

54,726 

OutlaY5 

1974 
estimate 

11,304 
948 

48,270 
5,300 

400 
480.066 

5,livO 

551. 288 

4.215 
63.578 

1.035 

68.828 

1975 
estimate 

13.002 
962 

48.270 
2,000 

429 
487,988 

5,000 

557.651 

5.000 
62,885 
I. 133 

69.018 

Total Federal outlays __________________ .____ _ _ _ __ _ _ 2,293,694 2.,825,187 2.,952.,504 

I Does not inclyJde Department of De:Eense-Mllit;lry and U.S. Po~tal Service. 
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Table M-5. SELECTED CRIME REDUCTION DATA (dollars in thousand.) 

1971 1972 1973 

Federal outlays for crime reduction: 
Federal crime reduction outlays assisting States and locali-

ties_ _ _____ __ _________________________________ ______ $414,773 $674,785 $966,963 
Federal crime reduction outlays for reduction of Federal 

crimes_. __________________ .. ___ ._____________ __ ______ $937,982 $1, 131.608 $1. 326, 831 

Total Federal outlays for reduction of crime __________ $1, 352, 755 $1. 806, 393 $2,293,694 

Federal personnel: 
Full-time Federal criminal investigators 1 ________________ _ 

U.S. attorneys and assistant attorneys (man-years on 
criminal workload) _________________________________ _ 

Attorneys-criminal division (man-years) __ " _____ _ 
U.S. district court judgeships ___________________________ _ 

State and local crimes: 3 
Serious crimes recorded (UCR-table 2). _______________ _ 
Violent crimes recorded (UCR-table 21 _______ . ________ _ 
Rate of serious crimes per 100,000 inhabitants (UCR-table 

2) ________________________________ .. ______________ _ 

Rate of violent crimes per 100,000 inhabitants (UCR-table 2) ____________________________________________ . 

Percent inde" crimes cleared by arrest (UCR-table 13 in 
1971, table 15 in 1972) _____________________________ _ 

Percent found guilty of pmons charged by police (UeR-
table 15 in 1971, table 18 in 1972) ____________________ _ 

Federal investigations: 
FBI. investigative matters received._ .. _________________ _ 
Immigration and Naturalization Service (investigations 

completed) ________________________________________ _ 
Postal Service, criminal cascload __________________ .. ____ _ 
IRS, cases closed _____________________________________ _ 
U.S. Customs Service, cases closed ______________________ _ 
Secret Service. clSes closed _____________________________ _ 
Bureau of Alcohol. Tobacco. and Firearms. cases closed ___ _ 

Disposition of Federal criminal matters: 
Investi~ative matters presented for proseclltive decision-

prosecution declined ________________________________ _ 
Federal criminal cases commenced • _____________________ _ 
Federal criminal cases terminated '. _____________________ _ 
Federal criminal cases pending • __________ .. ____________ _ 
Federal criminal cases pending over 6 months , ___________ _ 
Federal criminal defendants convicted ___________________ _ 
High echelon organized crime figures convicted .. _________ _ 

Corrections: 
Average Federal jail population ________ • _______________ _ 
Average Federal prison population ______________________ _ 
Court commitments to Federal institutions ______________ _ 
Average Federal prison sentences (months) ______________ _ 
Persons under supervision of Federal probation system (end 

of year) ________________ • __________________________ _ 
Federal paroles granted ________________________________ _ 

Warrants issued for violation of conditions of release from prison _____________________________________________ _ 

Executive clemency petitions granted ___________________ _ 

I esc jobs c1asa.ined in series 1811 as of October 31. 

15.489 

712 
239 
402 

17,507 

763 
271 
498 

5,955.200 5,891.900 
810, 020 828,150 

2.907 

393 

20.9 

64.7 

828,059 

28,542 
510.220 

7,381 
38,062 

132,750 
6,339 

94,032 
41,290 
37,715 
24,485 
6.602 

33.604 
61 

4,733 
20.949 
12.613 

47.8 

42,549 
5,851 

2,044 
173 

2.830 

398 

22.0 

65.2 

824.252 

30.245 
462.671 

8,518 
40,076 

5158,871 
6.964 

119,064 
47.043 
46.090 
25.438 
5,462 

39.587 
60 

5.160 
i'!,329 
13,677, 

47.9 

49.023 
6.174 

1.906 
255 

:: Includes internal security (unctions transferred into the Criminal Division. 
3 From FBI uniform crime report. 
4 Not available~ 
! ~:~I~'J~s c~~:~n,'e~s~t case ba.cklog where no furtheT investigation was warranted. 

7 Euludc$ pending easel of fugitives. 

19, 117 

722 
, 366 

498 

(Il 
(I) 

(I) 

(I) 

(Il 

('l 

774,579 

30.940 
339,350 

8.500 
40.276 

124,389 
5,403 

93.926 
40.367 
41.389 
24.416 
5.114 

37.261 
69 

5,870 
22,294 
15,677 

51.0 

54.346 
6.339 

1. 635 
207 
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FEDERAL PROGRAMS FOR THE REDUCTION ,,)F CRIME 

Federal programs for the reduction of crime are a cooperative effort 
of many Federal agencies. While the Department of Justice and the 
Federal Judiciary are charged with the broad basic functions relating 
to reduction of crime, other executive departments and agencies have 
crime prevention and suppression functions growing out of their pri
mary program activities or ability to bring special knowledge and com
petence to the solution of crime problems. Strong emphasis is given to 
cooperation with State and local criminal justice agencies with funds 
and terhnical assistance provided to improve their effectiveness and 
joint efforts undertaken with respect to many crime problems. The 
objcrti\?e is to generate an effective respolls(' to the crime problem by 
aU elements of the Nation's criminal justil:e sy;;tem. 

ACCOMPLISHMENTS OF THE PAST YEAR' 

Notable progress has been made the past year to improve the ef
fectiyeness of law enforcement and upgrade the qUlllity of the criminal 
justice process. Accomplishments of particular significance include: 

• The FBI crime index increased only 1 % during the first three 
quarters of 1972, which is the lowest rate of growth since 1960 
when the statistics were first collected. 

• Creation of the Office for Drug Abuse Law Enforcement, under 
direction of the Special Consultant to the President for Drug 
Abuse Law Enforcement, has brought integrated and compre
hensive Federal, State, and local resources to bear on the heroin 
distribution networks in o\'er 40 cities. 

• Enllctmen~ of legislation for the protection of foreign officials 
and official guests of the United States, sponsored by the Admin
istration, strengthens Feu.eral law pertaining to attacks on and 
demonstrations against representatiYes of do reign nations in order 
to deter increasing harassment of and \-iolence directed at foreign 
official", particularly from the So\?iet Union and :\liddle East 
nations. 

• Establishment of the Office of National Narcotics Intelligence 
within the Department of Justice provides more effective col
Iection and use of iillormation on drug trafficking. 

• Control of aircraft hijacking has been strengthened by issuance of 
new Federal Aviation Administration regulations requiring 
airports to station armed guards ltt passenger checkpoints. and 
airlines to provide 100% inspection of all passengers and their 
carry-on baggage. . 

1974 BUDGET HIGHLIGHTS 

In 1974, Federal outlays for the reduction of crime will total almost 
$2.6 billion .. This compares with $2.4 billion in 1973 and $1.8 billion 

196 
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in 1972. It is estimated that crime reduction expenditures at all 
levels of government-Federal, State, and local-will total $18 
billion in 1974. Of the $2.6 billion in Federal expenditures in 1974, 
$1,187 million or 46% of the total will be directed to assisting State 
and local governments in their crime reduction activities. Comparable 
figures were 37% in 1972 and 42% in 1973. The remainder of the 
1974 outlays will fund direct Federal im'olvement in criminal justice 
activities. 

The Department of Justice spends the largest amount on crime 
reduction with $1,563 million estimated for 1974. Special emphasis 
will be directed to\mrd controlling the illicit distribution of narcotics 
and dangerous drugs, combating organized crime, preventing terrorist 
activities aimed at foreign officials and domestic government institu
tions, and rehabilitating criminal offenders. 

Legislation will bp proposed to merge several of the Law Enforce
ment Assi:;tance Admini"tration (LEAA) categorical grants into Law 
Enforcement Revenue Sharing (LERS). In 1974, $800 million in 
uti~istanee to State and local goyernment will he allocated through 
LERS and LEAA discretionary funding for the various crime reduc
tion activities highlighted in this analysis. 

Table M-1. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
AGENCY I (in Ihawands of dollars) 

Agency 

The Judiciary __________________________________________ _ 
Executive Office of the PresidenL ________________________ _ 
Agency for International DeveiopmenL ___________________ '_· 
Department of Agriculture _______________________________ _ 
Department of Commerce _____________________ . ________ _ 
Department of Defense-Civil. __________ . _______________ _ 
Department of Health, Education, and Welfare ____________ _ 
Department of Housing and Urban Development ___________ _ 
Department of the Interior ______________________________ _ 
Department of J ustice ___________________________________ _ 

. Department of Labor ___________________________________ _ 
Department of State ___ . ______________ . _________________ _ 
Department of T ranspoEt"tion _____________ .. _____________ _ 
Department of the Trea;uEY _____________________________ _ 
General Services Administration __________________________ _ 
National A~ro!'a.utlcs,and Space Administration ____________ _ 
Veterans Admlnlstratlon _________________________________ _ 
Other independent agencits ______________________________ _ 

1972 
a.ctual 

71,476 
13,403 
4,968 
5,459 
1,127 
4,676 

125.387 
29,339 
32,103 

1,011,447 
84,146 

829 
41,929 

215,219 
75,269 

722 
53,252 
35,642 

Outlay. 

1973 
estimate 

77,820 
52,871 
23,800 
5,544 
1,467 
5,102 

175,657 
34,222 
40,251 

1,315.876 
157,700 

1.037 
48,722 

262,297 
102,113 

254 
74,856 
36,402 

1974 
estimate 

85,012 
32,700 
35,600 
5,615 
1,767 
5,531 

226,473 
35,220 
39,709 

1,562,534 
86,900 

1,095 
32,297 

285,286 
82,957 

---79j6.i 
21.163 

Tolal Federal outlays ______________________________ 1,806,393 2,415,991 2,599,223 

1 DOCI not include Department of Defcnle-Military. 
2 E:r;dudca $36.357 thouaand of outlay. for the U.S. POltal Service which a.rc included in the 

Annexed Budget ror 1974. 

CRIME REDUCTION PROGRAM BY ACTIVITIES 

Budget outlays reported in thi_ special analysis cover all Federal 
programs directly related to or elosely associated with crime reduction, 
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except outlays associated with programs of the Defense Department.1 

The analysis includes estimated costs of criminal adjudicatIOn by the 
judiciary. It excludes general social programs, even though such 
programs may indirectly reduce crime, unless they are clearly within 
the context of crime reduction or prevention, e.g. vccational training 
of prisoners or treatment and rehabilitation of narcotic addicts. The 
analysis does not include background investigations for employment, 
admmistrative inspections, or investigations of a regulatory nature 
which may in rare cases result in the application of criminal sanctions .. 
Where activities involve both criminal and civil proceedings, e.g. 
('peration of the cOUlts, an allocation of outlays to the criminal 
function has been estimated. 

Crime re8earch and 8tati8t~c8.-Crime research and statistics includes 
the various Federal activities designed to produce statistics, perform
ance data, and quantitative knowledge concerning crime, criminals, 
and the criminal justice system, and to develop improved methods and 
techniques for operation of that system. 

• Outlays of $96 million v .. '"ill be devoted to crime research and 
statistics in 1974. Of this amount $32 million \\'"ill be spent for 
statistical collection and $64 million for research. In 1973, $74 
million is being allocated for research and statistics. 

• The newly organized N"ational Criminal Justice Reference Service 
ill the Law Enforcement As:;i:;tance Administration will offer !l. 

national computerized data base of research information in 1974. 
• The National Institute of Law Enforcement and Criminal Justice 

within the Law Enforcement Assistance Administration has 
entered into agreements with other Federal agencies to stimulate 
enforcement research and statistics in 1974. The U.S. Air Force 
will attempt to translate equipment needs into practical hardware 
systems, the Bureau of the Cen:;us will conduct a series of surveys 
of yictims qf crime, and the U.S. Army :;\fissile and Munitions 
Center will conduct project studies on civil discrders. 

• Research to develop techniques and devices for discouraging air
craft hijackers, identifying potential hijackers, detecting CO!l
cealed weapons, and finding e:-.-plosives hidden aboard aircraft 
will be funded by the Federal Aviation Administration in 1974. 

• The U.S. Postal Service will conuuet applied research into systems 
designed to improve the security of the mails-expanded elec
tronic alarm devices, high-speed systems to detect contraband in 
the mail flow, an apparatus for identifying explosives and narcot
ics, and un improved mail-tracing system for use in mail traps. 

• In order to improve the handling of mentally disordered offenuers 
in the criminal justice system, the National Institute of ':'lental 
Health is conducting research projects to develop more precise 
clin:..;u: criteria for determining pretrial competency and "danger
oUS'le~)' for purposes of involuntary commitment tt) mental 
hospitals. . 

I Dc:rcnae Department outlays for crime reduction are not included in this analy.i •. However. II. 

I.ummuyof Defenle Depa.rtment Quth,ys fOf law tnforc:ement htC utimr.ted IU foUOWl (i.n thousand .. 
of dollars): 

Department of tne Army_ ... _____________ ... ______________ _ 

8:~:~~~:~~ ~f ~~: ~i~v~;, .. C~~:::::::=::::::::::::::::::: 
Total. D~partment of Dc:fenae .. ____ .. _. __ .. _________ _ 

1972 
247,260 

15,396 
292,941 

555,597 

1973 
264,431 
24,363 

348.895 

6~7. 689 

1971 
260.907 
21.737 

343,449 

626,093 
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Table M-2. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND SELECTED ACTIVITY 1 (in thousand of dollara) 

M&jcr progum i.nd ulet.ted ~etivity 

Crime research and slalistic.: 
Statistics on crime. criminals. and criminal justice system __ _ 
Research on criminal behavior and sociology of crime _____ _ 

Program totaL ___________________________________ _ 

Reform of criminallawL ________________________________ _ 

Services for prevention of crime: 
Public education on law observance. enforcement. and 

crime prcvention~ _____ _____________ .... _____ • _______ ._ 
Special programs for the rehabilitation of narcotic addicts __ 
Prevention and control of juvenile delinquency ___________ _ 
Development of other community crime prevention services_ 

Program totaL ___________________________________ _ 

Criminal law enforcemenl: 
Investigations into violations of Federal criminal law _____ _ 
Federal police ____________________________________ . ___ _ 

As.~ance to State and local governments for enforcement._ 

Program totaL ___________________________________ _ 

La W enforcement support: 
Criminal intelligence and information systems ____________ _ 
Education and training of enforcement office .. ___________ _ 
Laboratories and criminalistics _________________________ _ 

International programs in support of domestic law enforcement.. ______________________________________ _ 

Program totaL ___________________________________ _ 

Administration of criminal justice: 
Conduct of Federal criminal prosecutions ________________ _ 
Operation and support of Federal court systems ___________ _ 
Assistance to States and localities for improved adminis-

tration of iustice ____________________________________ _ 
Other supporting programs ____________________________ _ 
Criminal defense for the poor ___________________________ _ 

Program totaL ___________________________________ _ 

Rehabilitation 01 offenders: 
Operation of Federal correctional institutions _____________ _ 
Federal probation. parole. and community treatmenL _____ _ 
Fedelal inmate education and training ________________ ~ __ _ 
Federal inmate medical treatment. _____________________ _ 
Other programs supporting Federal corrections. __________ _ 
Assistance to States and localities for improved correctional programs __________________________________________ _ 

Program totaL ___________________________________ _ 

Planning and coordination 01 uimereduct;i~n programs _______ _ 

1972 
actual 

12.878 
27.878 

40.756 

1.742 

24.574 
73.008 
62.386 

109.092 

269.060 

663.121 
90.292 

105.519 

858.932 

20.329 
108.499 
23.529 

10.053 

162.410 

46.5\4 
74.042 

28.220 
79 

13.360 

\62.215 

100.010 
10.817 
20.862 
\3.862 
1.959 

125.827 

273.337 

37.941 

Outlay. 

1973 
~.timate 

27.080 
47.241) 

74.320 

2.514 

33.896 
158.067 
74.393 

188.566 

454.922 

766.270 
\03.218 
129.32\ 

19H 
catimatc 

31.511 
64.590 

96.101 

4.110 

41.863 
20 I. 932 
77.606 

129.328 

450.729 

728.730 
103.748 
174.421 

998. 809 I. 006. 899 

29.412 
140.874 
27.796 

31.614 

229.696 

55.416 
SO. 165 

36.534 
101 

i4.769 

186.985 

136.417 
\2.556 
23.318 
15.761 
2.272 

216.029 

406.353 

61.392 

38.325 
139.548 
34.040 

43.414 

255.327 

61,955 
86.011 

52.419 
129 

15.522 

116.036 

153.433 
13.374 
19.646 
16.639 
2.270 

315.999 

521.361 

48.660 

Total Federal outlays_. __________________ :=- ________ 1,806,393 2.415.991 2,599.223 

i Doca not include Department of Defense-Military. 
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Reform of criminallaws.-Criminallaw reform encompasses Govern
ment efforts to improve the effectiveness of the Nation's criminal 
laws and assure that they accurately reflect the values and standards 
of our society. 

• Approximately $4.1 million will be spent for la\,' reform in 1974, 
including $3.0 million to support efforts to revise State and local 
criminal statutes and regulations. 

• In 1974 the Criminal Code Revision Unit within the Justice 
Department will support legislation to revise the Federn.l criminal 
laws. Once a revised ('riminai code is enacted, the Unit will prepare 
revisions to criminal prosecu ting procedures anti hold tmining 
sessions for U.S. a ttOl'1lP\'S. 

• During 1974 a K ationa! Commission for the Reyiew of Fedprn.l 
and State Laws Relating to "\Yiretappiul< llncl Electronic SHlTeil
lance will begin stu(lying the effects of provisions of the Omnibu-< 
Crimp Con trol and So.fe Streets Act of 1968 n.ntl other applica hIe 
State und Federalbw concerning wiretapping in order to submit 
recommendations to the President und Congress. 

• The Commission to Review National Policy Toward Gambling 
will undertake a study of existing statu tes relating to control and 
taxation of gambling in United 8.t[l(e~ ill 1974. 

• Thirty-five States and teITitories ha \'(, now adopted tllP Stall' 
Uniform Controlled Suhstances Act. Efforts will continue within 
the Bureau of Narcotics and Dangerous Drugs to foster enuct
ment by as many States as possible. 

Prevention of crime.-Crime prryen tion consists of government 
efforts to preclude, limit, or render less probable the comIf\ission of 
criminal acts by means other than direct enforcement or general 
correctional actilities as nn important clement in crime reduction. 
Included are certain programs in public education, drug addict 
rehabilitation, treatment of juvenile delinquents, and police-com
munity relations. 

• Total ou tlays for Fedrral ('rime prevention pro~rams will exceed 
$450 million in 1974. Included in this amount IS $78 million for 
prevenlion and control of juvenile delinquency. 

• The Urbun Mass Transportation Administration will offer grants 
to State and local governments for purchase of public transit 
equipment with crime prevention and reduction devices such as 
t"'o-way radios and computerized command and control systems. 

• Although all 170 Veterans Administration hospitals treat 'Vet
erans with drug problems, 44 specially designated treatment units 

. will care for 31,000 drug-dependent veterans in 1974, a 15% in
crease over 1973. 

• The National Institute of l\-1ental Health ,,,ill place new emphasis 
in 1974 on the deyelopment of training models and programs for 
mental health service professionals, behavioral and socinl science 
researchers, and personnel evaluating action programs on crime 
and delinquency. 
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Ol'iminallaw enforcement.-Criminallaw enforcement entails direct 
efforts by the Federal Government to detect, identify, and apprehend 
violators of criminal laws. Federal support of State and local enforce
ment activities is also included in this category. This assistance may 
underwrite programs to combat organized crime, control narcotics 
and drug abuse, or help finance general improvements in the opera
tion of State and local criminal justice systems aimed at the reduction 
of crime. 

• Criminal law enforcement will have $1,007 million in outlays 
during 1974, including $174 million in support of State and 
local enforcemen t programs. 

• The recently established Bureau of Alcohol, Tobacco, and Fire
arms will expand its iuvestigation of violations of Federal firearms 
and explosives laws in 1974. 

• ,'lith the nctiye cooperation and participation by State and local 
police drpnrtments, attorneys, and courts, the Office of Drug 
Abuse Law Enforcement plans to expand its full-scale operations 
against middle- and street-level heroin traffickers into six addi
tionallarge metropolitan areas in 1974. 

• TIlt' Securities and Exchange Commission will continue investi
gations of security frauds in 1974 which have led to indictments 
against 16 members of organized crime. 

• The Burrau of Customs will expand its drug detector dog force 
in 1974 and add llew equipment to support its air and sea in
trusion program. 

• The Border Patrol of the Immigration and Naturalization Service 
expects to apprehend 510,000 deportable aliens in 1974, a sub
stantial increase over the 366,881 illegal aliens located in 1972. 

• The U.S. Postal Service will intensify efforts to reduce the amount 
of cash Ilnd stamp stock lost annuallv in post office burglaries and 
seek to cut losses in parcel post, registered mail, and insured mail. 

• The Secret Service will provide protection for Iln increasing 
number of foreign dignitaries in 1974. 

• In 1974, 1 i7 investiglltors and support personnel from the 
Labor-.Management Services Administmtion in the Department 
of Labor will work with the strike forces against organized crime 
to identify, investigate, and prosecute labor racketeers who manip
ulate welfare and pension funds. 

Law enforcement support.-Law enforcement su:pport consists of 
activities which contribute to the effecth"eness of clIrect enforcement 
activities. Included in thi~ category arc the operation of criminal 
intelligence and information systems, education and training of 
enforcement offieer.~, forensic laboratories, and international pro
grams supporting domestic enforcement efforts, primarily in the area 
of narcotICS control. 

• Outlays of $255 million are projected for law enforcement support 
in 1974. Of this amount, $181 million will assist State and local 
enforcement by funding laboratories, training programs, and 
criminal intelligence networks. , 
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• The Internal Revenue Service will train a limited number of 
State revenue officers in its basic school for special agent::; in 
1974. 

• In 1974 the newly created Office 0 f National Narcotics In telligence 
will maintain a narcotics intelligence sy::;tem for the analysis 
and dissemination of data collected from both overseas and 
domestic sources. 

• Training of State and local enforcement officers in the FBI 
National Academy will be e~panded to 2,000 students in 1974. 

• The Veterans Administration expects to fund on-the-job training 
for 17,200 State and local policemen in 1974. 

• In addition to protecting international fish and wildlife resources 
under Federal law, officers of the Bureau of Sport Fisheries und 
Wildlife have been granted authority to enforce the wildlife 
con::;ervation laws of States in "'hich they are located during 1974. 

• The Bureau of Narcotics and Dangerous Drugs will conduct 36 
intensive training programs in 1974 for foreign police ofli.riab 
participating in the international effort to deter llarcotic,; 
trafficking. 

• lI.latching grants of $6.3 million provided by the Office of Educa
tion will support vocation<L1 and technical education program::; for 
120,000 State and local police officers in 1974. 

• An estimated 14,500 narcotic evidence exhibits will be analyzed 
in 1974 for State and local enforcement agencies by laboratories 
of the Bureau of N arcotic:l mHI Dangerou:> Drugs. 

Administration of criminal justice.-This category includes the prep
aration and prosecution of criminal cases, operation of court. sY:ltems, 
trial of cases, provision of adequate defense, and related and support
ing activitics. 

• Expenditures of $216 million \\-ill support all programs for the 
prosecution of criminal cases and the ndministration of criminal 
justice in 1974, over $52 million of which \yill assist State awl 
local prosecution agencie:; and court,;. Oper'ation of the Fedemi 
court system will require outlays of $86 million in 1974, and $62 
million will be spent on criminal prosecutions. 

• '1'he Federal court system will increase the level of its support 
personnel by almost 12% in order to expedite an expanded case
load in 1974. 

• The Criminal Divi.sion of the Justice Department will conduct a 
pilot program to establish Federal-State law committees to 
de\-elop policy for prosecution of offenses with concurrent Federal
state jurisdiction, such as cargo thefts and auto thefts. 

• Indian courts, Sponsored by the Bureau of Indian Affairs, expect 
to handle over 100,000 cases in 1974, a 16% increase over the 
actual caseload in 1972. . 

• The Prosecutors Management Information System of the U.S. 
Attorney Office in the District of Columbia Superior Court, 
funded by a grant from the Law Enforcement Assistance Admin
istration, will be made available in manual or computerized form 
to every district attorney's office in the United States in 1974. 
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• As a result of increased number of tax investigations in 1972 and 
1973, the Tax Division of the Department of Justice projects an 
increase of over 20% in the number of criminal prosecutions in 
1974, as compared to the 1972 level. 

.. U.S. Attorneys will devote additional manpower to the prepara
tion and prosecution of Federal criminal cases which continue to 
increase in volume and complexity. ' 

Rehabilitation oj offcnders.-These programs include government 
custody and rehabilitation of criminal offenders. Specific activities 
in dude operation of correctional institutions, inmate training pro
gT111ll:;, probation and parole services, und construction of buildings 
IUlll facilities. . 

• O,'er $521 million of Federal funds will be expended for rehabili
tation of offenders in 1974, as compared to $406 million in 1973 
and $273 million in 1972. Of thc 1974 total, $316 million will be 
allocated to State 1m!! local correctional programs. 

• BlIreau of Prison;; statT assigned to the regional offices of thc Law 
Enforcement Assistance Administration will provide technical 
assistance to :::ltMe and loeal govel'llments planning improvements 
in jails, 'prisons, and community correctional programs. 

• The Office of Education will support offender rehabilitation pro
grams in 1974 by offering vocational training to 40,000 inmates 
and sponsoring adult education classes for 51,800 inmates. 

• State vocational rehabilitation agencies, using increased gra,nts 
from the Social and Rehabilitation Service in HEW, will offer 
progra,ms in vocat.ional education to youths charged with minor 
offenses in 1974. 

• The Bureau of Prisons will operate three additional Federal cor
rectional facilities in 1974. In addition, the Burcau will be nego
tiating with certain State and local correctional authorities for 
joint utilization of facilities. 

Planning and cool'dination.-Included in this category are Federal 
support of State and local planning of crime reduction activities and 
coordination of Fedeml enforcement. activities internally and with 
l'l':;pect to international enforcement efforts. 

• Outlays of $49 million ,~ill support pl0.1ming and coordination of 
crime reduction programs in 1974, consisting primo.rily of $43 
million to assist Sto.te und 10co.l governments conduct planning 
and eyaluation of criminal justice programs. 

• A Cabinet Committee on Internat.ional Narcotics Control, chaired 
by the Secretary of State, will establish oyero.11 policy for Federal 
enforcement activities intended to disrupt the flow -of narcotics 
into the United States. 

• During 1974 the Special Action Office for Drug Abuse Prevention 
plans to undertake the development and implementation of mllll
agement systems for drug abuse prevention, assist State and local 
government3 to conduct such activities, and establish guidelines 
for poly-drug abuse treatment. 

• In 1974 senior State Department officials will continue to work 
witlJ foreign governments and international organizations to pre
vent illegal production and di~tribution of narcotics and will 
coordinate the drug programs of all Federal agencies a.broad. 
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Table M-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY) (in thouaands of dollars) 

Major program nnd agency 

Crime research and 5latiltic" The Judiciary _______________ ~ __________ • _. _____ • _____ _ 
Executive Office of the Pr .. idenL. _____________________ _ 
Department of Defense-CiviL ________________________ _ 
Department of Health, Education, and Welfare __________ _ 
Department of Justice _________________________________ _ 
Department of Transportation _________________________ _ 
Department of the Treasury ___________________________ _ 
National Aeronautics and Space Administration __________ _ 
Other independent agencies ___________________________ _ 

Program totaL _________________________________ ---

Reform of criminal law.: 
Department of Justice _________________________________ • 
Other independent agencies_ • __________________________ _ 

Program tataL ___________________________________ _ 

Services for prevention of crime: 
Executive Office of the PresidenL ______________________ _ 
Department of Defense-CiviL ________________________ _ 
Department of Health. Education. and Welfare __________ _ 
Department of Housing and Urban Developmen!. ________ _ 
Department of the Interior ____________________________ _ 
Department of Justice _________________________________ _ 
Department of Labor _________________________________ _ 
Department of Transportation _________________________ _ 
Veterans Administration _______________ • _______________ _ 
Other independent aieneies_ •• __ ' __________ .' _________ _ 

Program totaL ______ . ____________________________ _ 

Criminal law enforcement: 
Department of Agriculture _____________________________ _ 
Department of Defense-CiviL _______________________ _ 
Department of the Interior ____________________________ _ 
Department of Justice _____________________________ • ___ _ 
Department of Labor ______________ . __________________ _ 
Department of State __________________________________ _ 
Department of T ransportation _________________________ _ 
Department of the Treasury ___________________________ _ 
General Services Adminutration ________________________ _ 
Other independent agencies ___ -__________________ • _____ ~_ 

Program totaL. __________________________________ _ 

See footnotes &t end of table. 

1972 
a.ctuAl 

274 
1.503 

13 
4.821 

31.748 
931 
462 
722 
282 

40,756 

1,742 

I. 742 

10,800 
118 

72,861 
24,991 

860 
73,445 
68,900 

---lfiJs9 
26 

269,060 

5,459 
3,594 

29,679 
459,979 

3.286 
829 

40,939 
211.158 
69,446 
34,563 

858,932 

Outlay. 

1973 1974 
estimate csti mate 

337 441 
1,271 

\4 15 
5,172 5,460 

63,023 85,446 
3,166 2,347 

780 2,392 
254 
303 (2) 

----
74,320 96,101 

2,514 3,450 
660 

2,514 4.110 

46,100 27, 000 
148 153 

115.622 153,085 
29,150 30,000 

876 883 
96,571 138,308 

14(), 500 74,800 
334 I,ooe 

Z5.593 25.500 
28 (Z) 

454,921- 450,729 
- -

5.544. 5,615 
3,82r 4.168 

37,098 36.550 
510,401 569,441 

3,500 3, ZOO 
1,037 1,095 

45,157 28,879 
257,036 275,694 
100,046 81.754 
35.168 : 2503 

998,809 1,006,899 
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Table M-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY 1 (in !h.::::nd: of :!.!!:::)-Con. 

Ma.jor progra.m a.nd age1.cy 

Law enforcement support: 
Agency for International DevelopmenL _________ - ________ 
Department of Commerce _______________________________ 
Department of Defense-CiviL _________________________ 
Department of Health. Education. and Welfare _____________ 
Department of the Interior ______________________________ 
Department of J ustice __________________________________ 
Department of T ransportation ___________________________ 
Department of the Treasury _. ___________________________ 
General Services Administration __________ • ______________ 
Veterans Administ! ation ________________________________ 
Other independent. agencies ______________________________ 

Program totaL _______________________________ ~ ____ 

Administration of criminal justice: The Judiciary _________________________________________ 

Department of Defense-Civil. __________________________ 
DeparlYnent of Health. Education. and Welfare _____________ 
Department ofth. Interior ______________________________ 
Department of J ustice __________________________________ 
Department of Transportation ___________________________ 

Program totaL ____________________________________ 

Rehabilitation 01 offenders: The Judiciary _________________________________________ 
Department of Defense-CiviL _________________________ 
Department of Health. Education, and Welfare __ . __________ 
Department of Housing and Urban DevelopmenL __________ 
Department of the Interior ______________________________ 
Department of Justice __________________________________ 
Department of Labor.. _________________________________ 

Program totaL ____________________________________ 

Planning and coord,,,.tion 01 crime r"dudion progr.mst 
Executive Office of lI,e President __________________________ 
Department of Justice. _________________________________ 

Program totaL ____________________________ • _______ 

1972 
actunl 

4.968 
1.127 

95 
5.310 

278 
104.189 

57 
3.599 
5.823 

36.193 
771 

162,410 

64.014 
45 
56 

976 
97.122 

2 

162.215 

7.188 
811 

42,339 
4,348 

310 
206,381 
11.960 

273,337 

1.100 
36,841 

37,941 

Outlay. 

1973 1974 
e.timate estimate 

23.800 35.600 
1.467 1.767 

130 134 
5.820 6.300 

354 201 
141.348 148.989 

63 69 
4.481 7.200 
2.067 1.203 

49.263 B.864 
903 (2) 

229.696 255.327 

69.696 75.767 
68 75 
60 ---TZ79 1.127 

116.032 138.913 
2 '2 

186.985 216.036 

7.787 8.804 
920 986 

48,983 61.628 
5,072 5.220 

796 796 
329,095 435.027 
13,700 8.900 

406,353 '521,361 

5.500 5.700 
56,892 42,960 

62,392 48,660 

Tolal Federal oullays _________________________ . _____ 1,806,393 2,415,991 2,599,223 

t Does not include Department or Oefem,e-MHitary. 
, Excludes outlay. for the U.S. PO$tal Service which are included in the Annexed Budget for 

1974. 
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Table M-4. SELECTED CRIME REDUCTION DATA (dollars in thousand.) 

Federal outlays for crime reduction: 
Federal crime reduction outlays assisting States and locaHtie._ 
Federal crime reduction outlays for reduction of Federal 

crimes ______________ ... _____________ ... ____ ... _____________ 

Total f.~eral outlays for reduction of crime __________ 

Federal personnel: . 
Full-time Federal criminal investigators 1 _________________ 

U.S. attorneys and assistant attorneys (man-years on 
criminal workload) __________________________________ 

Attorneys-criminal division (man-years) ________________ 
U.S. district court judgeships ___________________________ 

State and local crimes: 2 
Serious crimes recorded (UCR-table 2) _________________ 
Violent crimes recorded (UCR-table 2) _____ . ___________ 
Rate of serious crimes per 100.000 inhabitants (UCR-table 2) ____________________________________________ 
Rate of violent crimes per 100.000 inhabitants (UCR-

table 2) ____________________________________________ 

Percent index crimes cleared by arrest (UCR-table 13) _____ 
Percent found guilty of persons charged by police (UCR-table 15) ___________________________________________ 

Federal investigations: 
FBI. investigative matters received ______________________ 
Immigration and Naturalization Service (investigations 

completed) , ________________________________________ 

Postal Service. criminal caselaad _____________ .-----------
IRS. cases closed n _____________________________________ 
Bureau of Customs, cases closed _________________________ 
Secret Service. cases closed ______________________________ 

Bureau of Alcohol. Tobacco. and Firearms. cases c1osed ____ 
Di,position of Federal criminal matters: 

Investigative matters presented for prosecutive decision-
prosecution declin~ ____ ~ ____________________________ 

Federal criminal cases commenced 7 _____________________ 
Federal criminal cases terminated 7_. _____________________ 
Federal criminal cases pending 7 _________________________ 

Federal criminal Cases pending over 6 months 8 ___________ 
Federal criminal defendants convicted ____________________ 
High echelon organized crime figures convicted ____________ 

Corrections: 
AVerage Federal jail population _________________________ 
Average Federal prison population _______________________ 
Court commitments .to Federal institution'- ______________ 
Average Federal prison sentence, (months) _______________ 
Persons under supervision of Federal probation system (end of yetr) ____________________________________________ 
Federal paroles granted ______ : __________________________ 

Warrant. i .. ued for violation of conditions of release from pri,on ______________________________________________ 
Executive clemency petitions granted ____________________ 

I esc jobs c1aui6ed in aerie. 1811 u of October 31. 
2 From FBI uniform crime report, calendar year 1971. 
:I Not availllble. 

1970 

$177.251 

679.665 

856.916 

14.610 

630 
190 
402 

5.568.200 
731.400 

Z.740 

360 
21.0 

66.8 

882.254 

28.718 
211,166 

7.908 
32.040 
99.390 
7.867 

89.139 
38,102 
34,962 
20.910 
5,710 

29.005 
33 

4.284 
20.687 
11.060 

46.S 

38.409 
5.142 

2.369 
96 

1971 1972 

$414.773 $674.785 

937.982 1.131.608 

1.352.755 1.806.393 

15.489 17,507 

712 763 
239 271 
402 498 

5.995.200 (3) 
SID. 020 (3) 

2.907 (3) 

393 (3) 
20.9 (3) 

64.7 (3) 

828.059 824.252 

28.542 30.245 
5510.220 5462.671 

7.381 8.518 
38.062 40.076 

104.743 132.018 
6.339 6.964 

94,032 119,064 
41.290 47,043 
37.715 46.090 
24.485 25.438 
6.602 5.462 

34.579 40.812 
,)1 60 

4.733 5.160 
20.949 21. 329 
12.613 13.677 

41.8 47.9 

42.549 :49.023 
5.851 6.174 

2.044 '1.906 
173 255 

, {ndude .. invet.ti.e .. tiona of crlrninlll. immora.l. na.rcotic. fraud. and lubvcnivc activity. 
J Represents a new workloa.d reporting 'Yltem which reRecta individua.l complaint. in a specific 

calc acrics. 
e Indudel. te.~ fre.ud invcltigo.tiotu of narcotlea tra.ffic~eu a.nd organiz.ed crime ligure •. 
7 Excludes tr,llnlfcr •. 
I Exclude. pending cue. of fugitivel. 
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FEDERAL PROGRAMS FOR THE REDUCTION OF CRIME 

The Federal crime reduction program is a combination of direct 
action on the Federal level and support for criminal justice systems 
at the State and local level. The objective is to generate a compre
hensive, cooperative, and effective national response to the crime 
problem by alJ elements ef the total criminal justice system. This 
analysis reflects, therefore, Federal enforcement and correction actiyi
ties, that portion of judicial functions related to the criminal justice 
process, Federal research into the causes of crime and the mean!' of 
controllmg it, and Federal support of State and local cnme reducti.on 
programs. Illicit drug traffic and organized crime are special targets 
of Federal law enforcement efforts, and these effort,.; are boing intensi
fied, with special attention to specific crimes at the 10ca110yel. In the 
drug area, increased emphasis is being directed at the breakup of 
local drug distribution networks. Also, local governments are being 
encotu"aged to develop, with Federal technical and financial assistance, 
programs targeted to those specific crime situations where analysis 
mdicates a concentrated effort can. produce significant results in the 
recluction of crime. 

ACCOMPLISHMENTS OF THE PAs'r YEAR 

During the past year !1 numbpr of actions have been taken to 
improve the effectiveness of the criminal justice system. Events of 
particular importance were: 

• The Special Action Office for Drug Abuse Prevention was 
established in th£' Executiye Office of the President to develop 
o\-eral1'- Federal strategy for drug llbu,;c prevention, education, 
treatment, rehabilitation, training, and research programs in 
all Federal agencies. 

e K ew initiatives undertaken i'1 the fight against drug abus£' include 
expl1llsion of the drug tre!Ltmenlulld rehnbilitation programs wit h
in the Veterans Administmtion lLnd Department of D£'fense, in
cl'Pused funding for llarcotics enforcement by the Departments of 
,Justice and Treasur~-, and efforts to secure internationl11 coope1'l1-
tion in suppressing illegal drug traffic. -

• A national conference on cori'ections was convened in Williams
burg, Va., to analyze correctiom; problems and re.commend 
specific approaches for impro\-ing correctional programing. Pro
posed by the Attorney General was a prison reform progr!J.m, 
which will include minority hiring, intensive education programs 
for offenders, and creation of aN ational Corrections Academy I1S a 
cen tel' for correctional research, education and training for 
Federal, State, and local correctional personnel. . 

• A computerized system was established to enable Federal, 
State, and local law enforcement agencies to obtain criminal 

224 
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history records in minutes over the FBI's National Crime 
Information Center communications network. In addition to 
personal identification information, the file shows arrest charges, 
the disposition of each case, sentencing details, and custody 
and supervision status. The purpose of the new system is to 
coordinate efficiently the exchange of criminal history informa
tion between computerized State information systems and 
Federal agencies. . 

• An interdepartmental council was named to plan the coordina
tion of all Federal juvenile delinquency programs. Established 
under amendments to the Juvenile Delinquency Prevention and 
Control Act of 1968, the council is composed of representatives 
of Fed eral agencies \dth responsibilities for administering juvenile 
delinquency programs. 

• The Omni1:lUs Crime Control Act of 1970 strengthens State and 
local correctionnl programs by requiring that a fixed portion of 
gl'ltllts made by the Law Enforcement Assistance Administration 
be tlsed for improvemrnts in correctionalacti,ities. The act pro
Yides for a vorietr of improvements in Federulluw enforcement, 
including reorganization of the Law Enforcement Assistance Ad
ministration, increased protection for the President and members 
of Congress, and creation of a "Wiretap Commission. 

• The National Advisory Commission on Criminal Justice Stand
ards and Goals was formed to carrv out a complete study of the 
N-s.tion's criminal justice system. The Commission \vill establish 
national ~oals, performance standards, and priorities to help all 
criminal Justice planners in the nation. The study is expected 
to take 1 year. 

Table 0-1. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME 
BY AGENCY I (in thousand. of dollars) 

Agency 

The Judiciary .................................................................................... .. 
Executive Office of the President .................................................... .. 
OiIice of Economic Opportunity .................................................... .. 
Department of Agriculture .............................................................. .. 
D,epartment of Commerce ............................................................... .. 
Department of Defense-CiviL .................................................... .. 
Department of Health, Education, and Welfare .......................... .. 
Department of Housing'and Urban Development.. .......... _ ........ .. 
Department of the Interior .............................................................. .. 
Department of Justice .................. _ .................................... _ ............ .. 
Department of Labor_ .................................................................... .. 
Department of State ........................................................................ .. 
Department of Transportation .................. _ .................... _ .............. .. 
Department of the Treasury ......................................................... .. 
Atomic Energy Commission... .................. _ ........................ _ ............ .. 
General Services Administration ............................ _ .................... .... 
National Aeronautics and Space Administration ........................ .. 
Postal Service; .. ~ ................................. 7 ............................................ .. 
Veterans AdmmlstratlOn .................................................................. .. 
Other independent agencies ...................... _ .................................... .. 

Total Federal outlay ........................................................... .... 

1 Docs not include Department of Defcnse-Milita.r~. 

1971 
Actual 

60,703 

15,500 
4,511 

800 
4,551 

98,510 
17,228 
22,916 

742,641 
14,373 
53,598 
38,958 

167.894 
104 

38,513 
1,342 

32.654 
37.560 

399 

1,352,755 

Outlays 

1972 1973 
estimate clltimate 

76,132 96,194 
2,800 6,500 

18,200 21.500 
4,665 4,665 
1. 100 1,100 
4.605 4,749 

166,197 204,428 
26,450 34.465 
25,104 27,309 

1.043,907 1,277,454 
32,700 43,300 

141,771 141.771 
51,497 42,887 

228,592 250,856 

"""4i:068 43,551 
987 350 

39.054 42,922 
66,034 77.753 

255 262 

1,973,601, 2,320,533 
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1973 BUDGET HIGHLIGHTS 

The 1973 budget provides for outlays of $2,321 million related to 
reduction of crime, an increase of $347 million over comparable 
expenditures in 1972 and $968 million more than 1971 outlays. It is 
estimated that expenditures for crime reduction programs at all levels 
of government-Federal, State, and local-will exceed $17 billion in 
1973. Of the $2,321 million of Federal outlays in 1973, $923 million 
or 40% of the total will directly support State and local crime reduction 
activities. In 1972, 36% of Federal expenditures assisted State and 
local governments in this area; in 1971, 31 % were devoted to this 
purpose. In dollar terms, the increase in 1973 is $218 million more than 
Federal outlays directed to State and local law enforcement in 1972. 

Application of resources to the reduction of the illicit drug traffic, 
a major contributor to crime in America, will be expanded throughout 
the full range of Federal programs. The Departments of JUtltice llnd 
Treasury will give special emphasis to combatting the manufacture, 
distribution and smuggling of illicit narcotics and dangerous drugs. 
A total of $273 million will be spent on un Federal narcotics enforce
ment programs in 1973. In addition, the Department of Health, 
Eclucation, and Welfare, Veterans Administration and Office of Eco
nomic Opportunity will conduct significllntly expande(l drug treatment 
and rehabilitation programs. Out1n.ys for thi,; purpose will be approxi
mately $162 million in 1973. Another aspect of the Federal Govern
ment's fight against drug abuse involves suppression of the cultiva
tion, refinement, and distribution of illicit narcotics abroad. Outlays of 
$36 million in 1973, compared to $12 million in 1972, will support 
international drug control. 

CRIME REDUCTION PROGRAM BY ACTIVITIES 

The bl1dget outlays reported by this special analysis cover all 
domestic l!'ederal programs directly related to' or closely associated 
with crime reduction, except outlays associated with military pro
grams of the Defense Department. The analysis also includes esti
mated costs of the criminal adj udication function of the j ucl.iciary. It 
excludes general social programs, even though such programs may 
indirectly reduce crime, unless they are clearly within the context 
of crime reduction or prevention, e.g., vocational training of prisoners, 
treatment of juvenile delinquents. Also, the analysis dQes not include 
background investigations for employment, administrative inspec
tions, or investigations primarily of !1 regulatory nature which may 
in rare cases result in the application of criminal sanctions. Where 
activities involve both civil and criminal proceedings, e.g., .operation 
of courts, an allocation of outlays to the criminal function has been 
estimated. . 

Grime research and statistws.-Crime research and statistics encom
pass Federal activities designed to produce data and information 
concerning crime, criminals, and the criminal justice system. Also 
included are programs to develop improved methods and techniques 
for operation of the criminal justice system. 

• Over $70 million of Federal funds will be expended for crime 
research and statistics in 1973, as compared with $46 million 
in 1971 and $31 million in 1972. Total outlays in 1973 consist of 
$25 million for statistical a.ctivities a.nd $45 million for research. 
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Table 0-2, FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND SELECTED ACTIVITY 1 (in thousando of dollars) 

Major progra.m and .elected activity 
1971 

Outlay. 

1972 1973 
actual estimate estimate 

Crime reoearch and statistic.: 
Statistics on crime, criminals, and criminal justice system ___ 7,545 13,070 25,363 
Research on criminal behavior and sociology of crime ______ 23,122 32,960 44.720 

Program totaL ____________________________________ 30,667 46,030 70,083 

Relorm of criminallawo __________________________________ 1.293 1,835 2,313 

Services lor prevenlion of crime: 
Public education on law observance, enforcement and crime 

prevention~ ___ .,. ____ .. ___ .. ________ .. __ .... _____ .. _________ 10,705 17,815 22,627 
Special programs for rehabilitation of alcoholics and narcotics_ 57,749 133.432 161,894 
Prevention and control of juvenile delinquency _ _ _ _ _ _ _ ____ 4:;,409 65,636 80.967 
Development of other community crime prevention services_ 24,998 37,606 46,789 

Program totaL ____________________________________ 138,861 254.489 312,277 

Federal criminal law enlorcement: 
Enforcement in support of Federal systems _______________ 236,448 257,833 262.929 
General Federal law enforcemenL _______________________ 288,397 468,457 480,293 
Federal police ______________ . ___________________________ 56,526 68,885 70,255 
Specialized activities against organized crime ______________ 66,577 82,681 86,600 
Support for Federal law enforcemenL ____________________ 27,939 35,634 33,195 

Program totaL ____________________________________ 675,887 913,490 933,272 
= 

Assistance to State and local police activitie.: 
24,358 Intelligence and information systems _____________________ 10,052 17,736 

Education and training of enforcement oflicer5- ___________ 61. 913 87,302 111.203 
Laboratory supporL ___________________________________ 9,398 14,740 18.074 
General police activities ________________________________ 53.562 74.260 86,015 
Control of civil disorders _______________________________ 4.673 7,537 9,357 
Combating organized crime _____________________________ 7,524 12,446 15,454 Other ________________________________________________ 6,834 II. 497 14,624 

Program totaL ____________________________________ 153,956 225,518 279,085 
. 

Administration of criminal justice: 
Conduct of Federal criminal prosecutions _________________ 29,018 35,168 4\. 008 
Operation and support of Federal court system'- __________ 56,441 71,261 83,221 
Ass,istanc,: to, States and localities for improved administra-

17,905 29,482 37,725 tlOn of Jushce. __________________________________ • ____ 
Other supporting programs .. _____________ • _____________ 682 742 \,3IQ 
Criminal defense for the poor ___________________________ 5,854 12,524 13,527 

Program totaL ____________________________________ 109,900 149,177 176,791 
= 

Rehabilitation of offenders: 
Operation of Federal correctional institutions ______________ 85,124 106,076 ' 152,827 
Federal probation, parole and community treatment _______ 18,486 19,664 27,467 
Federal inmate education and training __________________ 6,943 8,750 9,045 
Federal inmate medical treatment .. _______ • _____________ 12,491 14,996 15.826 
Other programs supporting Federal corrections ____________ 5,220 9,591 14,446 
Assistance to States and localities for improved correctional programs _________ c ________________________ -' ________ 85,149 186,697 264.055 

Program totaL ____________________________ ! _______ 213,413 345,774 483,666 

Planning and coordination 01 crime reduction programo _______ 28,778 37,288 63,046 

Total Federal outlays __ • ___ ,: ______________________ 1,352,755 1,973,601 2,320,533 
+--~---- . 
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• The National Bureau of Standards within the Department of'~ 
Commerce, in cooperation with the National Institute of Law: 
Enforcement and Criminal JustIce within LEAA, will continue 
development of law enforcement equipment standards in order • 
to adVise police departments on criteria for purchasing equipment. -' 

• The Bureau of Narcotics and Dangerous Drugs is continuing 
research to identify new esoteric materi'11 appearing in illicit 
. traffic, facilitate identification of the source of legitimate drugs 
diverted into illegal markets, perfect equipment for remote 
detection of illicit drug manufacturing, and develop new analyti
cal methods for the analysis of abusable substances . 

.. The Federal Aviation Administration is continuing research and 
development projects to perfect automated techniques for detec
tion of weapons and explosives aboard aircraft and identification 
of potential hij ackers. 

• The Law Enforcement Assistance Administration will be!l:in pub
lication of estimates of the incidence and socioeconomic cost of 
crime .as determined by the National Crime Panel. Efforts will 
ahlO be directed to developing comprehensive data centers on 
criminal justice statistics in the States. 

Rejorm oj criminal law8.-Criminal law reform includes Govern
ment efforts to improve the effectiveness of the Nation's laws. 

• Total outlays for reform of criminal laws will be $2.3 million in 
1973. Over $1.9 million of this amount will support projects to 
reform State and local laws. . 

• The Department of Justice is evaluating the recommendations of 
the National Commission on Reform of Federal Criminal Laws 
and will submit legislation to provide both substantive and 
procedural reforms in 1973. 

o There will be established during 1973 a Commission on the Review 
of thi. National Policy Toward Gambling, pursuant to the 01'
gani,~eti Crime Control Act of 1970. The purpose of the Com
mission is to study Federal, State, and local policy and practices 
with respect to gambling activities and to recommend codifica
tion, revision, or repeal of existing statutes pertaining to gambling. 

• Twenty-four State.:; and three island possessions have now adopted 
the Unifo~"n Controlled Dangerous Substance Act. Efforts will 
continue within the Bureau of Narcotics and Dangerous Drugs 
to foster enactment by as many States as possible.. 

• The Department of Justice has drafted a Model State'Explosives 
Act which has been submitted to the Council of State Govern
ments for approval. The proposal is designed to refleci the regu
latory pattern created by the recently enacted Federal explosives 
law. 

Prevention oj crime.-Crime prevention includes Government efforts 
to limit or render less probable the commission of criminal acts by 
means other than direct enforcement or general correctional activities. 
Included are public c(!ucation, alcoholic and drug'addict rehabilitation, 
trC!ltment of juvenile delinquents, and projects to improve police
community relations. 
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• Out1ays of $312 million wi1l be devoted to crime prevention 
programs in 1973. This expenditure represents an increase of 
$58 million over 1972 and 550% over the outlay level in 1969. 

• The Office of Education in the Department. of HEW is strengthen
ing its program to improve the education of delinquent children 
in'institutions with the objective of returning these children to 
their communities with a better attitude toward themselves, 
their parents, school, and work. - . 

• The Veterans Administration will open up to 12 additional drug 
dependence units and 15 additional alcoholism treatment units. 
The goal is to offer treatment and rehabilitation services to an· 
estimated 20,000 addicts in the 44 special treatment units to be 
operated in 1973. A total of 7,500 veterans will be treated for 
alcoholism. 

• The Special Action Office for Drug Abuse Prevention will develop 
11 national strategy for the reduction of drug addiction and drug 
abuse by developing drug abuse programs, setting program goals 
aUfI objectives, formulating policies and standards for operating 
agencies, and evaluating the performance of all drug abuse 
programs. 

• The Bureau of Prisons will operate the former Public Health 
hospital at Fort Worth as the sixth Federal institution offering
drug treatment in addition to other rehabilitation programs. 
Early indicators of progress with specialized treatment efforts 
point to substantial success in deterring a return to criminal 
activity by inmates designated as high-risk offenders: 

Federal criminal law enforcement and Fedeml police.-Law enforce
Illent involves direct Federal Government. efforts to detect, identify, 
!lnd apprehend violators of criminal laws. Representative programs 
include criminal investigations, policing of certain Federal areas, and 
;;pecial concerted programs against organized crime, and illicit nar
('otics trafficking. 

• Expenditures of $933 million will support Federal investigative 
una police activities in 1973. This compares with total outlays of 
$913 million in 1972 and $576 million in 1971 for this. purpose. -

• The Criminal Division of the Department of Justice returned in
dictments against 2,122 defendants in organized crime cases in-
1971, mainly through use of organized crime strike forces operat
ing in 17 cities. Expanded resources applied to this program in 1973 
are expected to produce increllsed indictments. 

• Resources of Federal and local governments wi11 be combined to 
mount rin intensive effort in 24 major cities against the street 
and mid~level traffic in illegal drugs and narcotics. 

• The Internal Revenue Service will conduct over 7,000 tax fraud 
investigations in 1973 and will continue to enforce the revenue 
laws related to alcohol, tobacco, and firearms. Special emphasis 
will be given to suppression of illicit drugs through investigations 
of drug traffickers. 

• The U.S. l\1llfshals Service will improve its ability to conguct 
operations through inst.allation of a modern communications 
network connecting- deputy ma.shals with central offices and 
linking the 93 :M::,rGh~6 ....-ith tha D~pu.riJment oi Justice. 

80.321 0 - 77 • 17 



208 

230 THE BUDGE'!' FOR FISCAL YEAR 19'73 

• Increased ,resources will be directed to the Joint State-Federal 
Narcotics 'Task Force in New York City. During 1971, its first 
full year of operation, 110 drug-related arrests were made by . 
the task force, which is aimed at. middJe-level traffickers. 

• The Treasury Department will spend $6 million for further con
stnlction of the $53 million traming center at Beltsville, Md. 
The facility is expected to be operational by 1975 and will provide 
recruit, advanced, speci!l.lized, and refresher training for over 
8,500 students each year from participating Federal enforcement 
agencies. 

• The National Park Service wiII enlarge the training curriculum 
for Park Rangers to reflect the expanding role of the Ranger in 
law enforcement, accident investigation, and fire suppression . 

• The Immigration and Naturalization Service expects to appre
hend an estimated 455,000 deportable aliens in 1973, a substantial 
increase over the 400,000 illegal aliens located in 1971. In addi
tion, Border Patrol agents seized 48,500 pounds of marihuana, 
over 50 pounds of heroin and cocaine, and 750,000 capsules of 
dangerous drugs in 1971. It is anticipated that narcotics seizures 
by INS agents will increase by one-third in 1973. 

• An Indian Police Academy is being operated by the Bureau of 
Indian Affl1irs to traiE Federal and tribal officers performing 
enforcement dut.ies. Approximately 300 officers will attend 0, 10 
week course of instruction in 1973 . 

.. Under authority of the Water Quality Improvement Act of 1970, 
the Coast Guard will enforce regulations governin[i discharge of 
oil from vessels by boarding and inspecting ships in U.S. navigable 
waters. 

• The Securities and Exchange Commission will continue its in
vestigation of persons suspected of organized crime activities 
who appear to be involvt:d in manipulation of the securities 
markets and the illegal use of investment companies registered 
undet foreign jurisdiction. . 

• As a result of recent legislation, the investi~ative activities of the 
U.S. Postn.l Service in 1973 will reflect increased enforcement 
responsibilities concerning shipment of narcotics and dangerous 
drugs and bro.!Lder investigation of bombs and bomb threats. 

Asmw:nce to State and local police.-Included in this category are 
Federal efforts to ;,Tovide or improve activities which support or up
grade State and k'l~t;l police .and investigative agencies: 

• Outlays of $2':''3 ,million will be.devoted to assisting State and 
local law enforceme.lt activities in 1973, an increase of $54 
million over 1972 and $125 million over 1971. Approximatelv 
$111 million will be spent to train State and local police and 
$15 million will. support State !i.nd local efforts against organized 
crime . 

• The bulk of Federal! assistance to State and local law enforcement 
will be provided by the Law Enforcement Assistance Adminiska
tion. In 1973 LE,AA 'Nill award block grantfi of $480 million to 
finance programs selected by State planning agencies. Additional 
grants will be aW8.rded for technological improvements, collection 
of statistics, and development and implementation of statewide 
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plans. Moreover, law enforcement education program funds will 
provide loans and stipends to approximately 100,000 State and 
local policemen, court employees, and correctional personneL 

• LEAA discretionary grants to States and localities will be made 
in support of a concentrated attack on urban crime-homicide, 
rape, robbery, and burglary-in eight selected cities. The program 
will streEJs the achievement of an early and significant impact on 
crime by the developmen t of new techniques and strategies which 
can be adopted in other urban areas. 

• Several Federal investigative agencies offer training to State and 
local police. In 1973 the Bureau of Narcotics and Dangerous 
Drugs will train over 85,000 police officers, and the FBI will 
grnduate apPloximateJy 2,000 State and local police from the 
K ational Academy and other specialized courses at Quantico, Va. 

• During 1973 an estimated 89,000 persons will be enrolled in voca
tional education elasses in Law Enforcement Training and Police 
Science Technology, supported by $3.6 million in grants from the 
Office of Education in HEW. 

• In 900peration with experts in the field of law enforcement, the 
Veterans Administration has cleveloped a model on-the-job train
ing program for policemen, leauing to a journeyman's status for 
the trainee. In 1973, 20,000 participants are expected to attend 
State training programs patterned after this model. 

Administration of criminal justice.-This category includes the 
preparation and prosecution of criminal cases, operation of court 
systems, trial of cases, provision of defense counsel in certain cases, 
tl,n·d related activities. 

• Expenditures of $177 minion will be applied to the administra
tion of criminal justice and the prosecution of criminal CtLses in 
1973, including $33 million to assist State and local COllrt 
systems. Operation of the Federal courts will require outlays of 
$83 million and $41 million "ill be spent to conduct criminal 
prosccutions. 

• In 1973 U.S. attorneys will file over 53,000 criminal cases, termi
l1ltte an estimated 49,200 'Cllses, handle 201,000 criminal com
plaints, and conduct over 35,000 proceedings before grand juries. 

• The U.S. !vIllrshal Service will support the administratlOn of 
criminal 'justice by serving an estimated 350)000 processes, 
executing over 27,000 warrants, and transporting approximately 
40)000 prisoners. l\1arshals will continue to preserve order in Fed
eral courtrooms, as well as insure the safety of judges) juries, 
and witnesses. 

• 'rhe Bureau of Narcotics and Dangerous Drugs will expand its 
program of training State prosecutors to handle cases under the 
newly enacted State Uniform Controlled Substances Acts. 

• The Federal court system will increase the level of its support 
personnel by almost 20% in order to expedite an e:h.-panded case
load in 1973. 

Rehabilitation of offenders.-These programs include Government 
custody and rehabilitation of crimil4al offenders. Included are the 
supervision an.d operation of correctional institutions, inmate and 
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offe~der treatment and t;aining 'programs, probation andparole~~ 
servIces, and other supportlve functlOns. . "".t:;: 

• Outlays for rehabilitation of offenders are projected at $484 mili-;:;:~ 
lion in 1973, . as compared with $346 million in 1972 and $213'~: 
million in 1971. Of the 1973 total, $264 million \v-ill be allocated ";, 
to State and local correctional programs, an increase of 41 % • 
over the 1972 level and 210% over the 1971 figure.. "~ 

• In 1973 the Bureau of Prisons plans to have construction under- . 
way on five metropolitan correctional centers (N ew York, 
Chicago, San Diego, Philadelphia/New Jersey, and San Fran-" 
cisco), a behavorial research center at Butner, N.C., and a West" 
Coast Youth complex. In addition, planning and site acquisition . 
will proceed for four future facilities. 

• A variety of programs designed to assist offender rehabilitation 
will be conducted by the Office of Education in HEW. Included 
are programs which fund the training of adult education personnel 
working in correctional institutions, support vocational training 
for inmates in State institutions, and provide library services for 
correctional activities. 

• The Law Enforcement Assistance Administration will award 
grants totaling $261 million for support of State and local 
correctional activities in 1973, as compared to $88 million in 1971. 
Funding will take the form of hlock action grants, discretionary 
grants, and grants earmarked for correctional programs. 

• The Department of Labor will spend $40 million to finance on
going offender rehabilitation projects and to initiate a new com
prehensive correctional program which will assist States in 
coordinating available Federal and State resources for trainees. 

Planning and coordination.-Included in this clttegory are outlays 
supporting Stu,te and local planning and coordination of crime rednc- . 
tion actil,Tities. 

• Expenditures of $63 million are provided for planning and coor
dination of federally-supported crime reduction programs in 1973. 
The major Federal agency involved in this activity is the Law 
Enforcement Assistance Administration. 
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rabic()-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGR;AM AND AGENCY I (in thousands of dollara) 

. Major prOBT&.m and agency 

C,ime.>e.carch and stati.tics: 
The Judiciary .............. : •....••.•.•••.....•••...•.• 
Office of EconomiC Opportunity ....... _ ••• ____ • __ ._._. __ 
Department of Defense-Civil: __ .. _ ••••. _ ••. _ ..... _ .. _. 
Department of Health. Education. and Welfare._._ .••.•.. 
Department of Justice .......... _ .••. _ ... _ ..... _ ...... _. 
Department of Transportation ... _ .......... _ ...... _ •• _. 
Atomic Energy Commission ................ _ ............ 
"ationa I Aeronautics and Space Administration_ ... _ •••.•.. 
P'J~tal Service. _ - __ .. __________________ .. ____ .. ___________ 

Program totaL •.•..•. _._ ..... '" ........ __ ._ ...... 

Reform of Criminal law.: 
Department of Justice._ •• _._ .. _ .. _._ ... ___ .• _ .•.• _ •• _ .• 
Other independent agencies ....... _ ... _ •.•. _ •.. _. ___ . __ • 

P.rogram totaL .•.•• _._. ___ . ____ •. _____ •• __ .••.• _._ 

Ser,.ices for prevention of crime: 
Office of Economic Opportunity ............ _._ .......... 
Department of Defense-CiviL. __ ._ ........... _ .••.• _ .. 
Department of Health. Education. and Welfare •...•. _._._ 
Department of Housing and Urban DeveiopmenL •.•. _._ •• 
Department of the Interior ............................. 
Department of Justice •. __ •. _ ••....••.•. _ •.••••.•• _. _ .• 
Department of Transportation •..•.. ,_ .•.. _""' .••.•... 
Postal Service •••.• _ .•.••....••....• _ •.• _ ..••...•...•. _ 
\' eterans Administration ... _ ..• _ .... __ .•....•... _ •...••• 

Program totaL •... _ .••..• __ ............ _ ........ _ 

Federal triminallaw enforcement: 
Department of Agriculture ....•• _ "'_' •• '" "_". 
Department of Commerce ....... _ ."'_" •.. "'" •. ~:~: = 
Department of Defense-CiviL •. __ .......... _ ._ ....... _ 
Department of the Interior _ •.••. _ ••..•• _ ..... __ ........ 
Department of Justice ••.. ___ ............ _ •.• _ ......... _ 
Department of Labor _ •• _ ..• _ .... _._ •.•.. _ ... _ •.• _ ..... 
Department of State •.•.. __ ............... _ ......... _._ 
Department of Transportation .. __ ... ___ .............. _. 
Department of the Treasury. __ •.. _ ....... _ ............. 
General Services Administration .. ____ ......... _ ...... ___ 
Postal Service __ ............. _ .••. __ •.• __ ._._. ___ •..• _. 
Other independent agencies .. _ •. _______ •.• _ ••• _ •• __ ._ ••• 

Program totaL._ ... __ • ___ .. _. ,, ___ ., .... _._ ••• _._. 

Assislance to Statu and local police activities: 
Department of Health. Education. and Welfare ..... _ ... _. 
gepartment of the !nterior .... ,._._ .... _ •• _ ......... _ .. 

epartment of JustlCe .... ___ •... _._ ....... _ ••• _ ........ 
Veterans Administration ... _ •• -- -.... - ... -"-' ."t •••.• -. 

Program totaL ..... __ .• _" ._. ___ • ___ ._ •• __ .. ,_. _._ 

1971 
actual 

145 
1.600 

11 
5.435 

20.629 
660 
104 

1.342 
741 

30,667 

1, 132 
161 

1,293 

13,900 
93 

55,692 
13.619 

538 
43.932 

454 
60 

10.573 

138.R61 

4.511 
800 

3.654 
19.300 

314.419 
3,265 

53.598 
37.842 

167.894 
38.513 
31. 853 

238 

675.887 

2.555 
1.416 

122.998 
26.987 

153.956 

Outlay • 

1972 1973 
estimate estimate 

292 360 
1.700 1.500 

12 12 
5.478 9.557 

36.058 56.875 
953 1.200 

987 -""'350 
550 229 

46.030 70.083 

I. 835 2,313 

1. 835 2.313 

16.500 20.000 
96 98 

110.682 128.872 
22.500 28.250 

629 , 661 
73. 072 ' 94.550 

350 1.000 
64 70 

30,596 38.716 

254.489 312.277 

4.665 4.665 
1.100 1.100 
3.764 3.871 

20.604 21.672 
377.256 380.399 

3.300 3.300 
141.771 141. 711 
50,192 40.685 

228.592 250.B56 
43.551 42.068, 
38.440 42.623 

255 262 

913.490 933,272 

3,055 3,655 
1.671 1.963 

185.354 234.490 
35.438 38.977 

225,518 279.085 
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Table 0-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY I (in thousand.. of dolIars)-Continued 

Major program and leJected ac:tivi.ty 

Admini.tration of criminal justice: The Judiciary ________________________________________ _ 
Department of Defense-CiviL ________________________ _ 
Department of Health, Education. and Welfare __________ _ 
Department of the Interior ____________________________ _ 
Department of Ju.tice _________________________________ _ 
Department of Transportation _________________________ _ 

Program totaL ___________________________________ _ 

Rehabilitation of offenders: The Judiciary ________________________________________ _ 
Department of Defense-CiviL ________________________ _ 
Department of Health, Education, and Welfare __________ _ 
Department of Housing and Urban DevelopmenL ________ _ 
Department of the Interior ____________________________ _ 
Department of Justice _________________________________ _ 
Department of Labor _________________________________ _ 

Program totaL ___________________________________ _ 

Planning and coordination of crime reduction program.: 
Executive Ollice of the PresidenL ______________________ _ 
Department of Justice _________________________________ _ 

Program totaL ___________________________________ _ 

Total Federal outlays _____________________________ _ 

1 Docs not include Department of Defense- Military. 

1. 

1971 
actual 

45.170 
59 

685 
833 

63.151 
2 

109,900 

15,388 
734 

34.143 
3,609 

829 
147,602 
11.108 

213.413 

28,778 

28,778 

1,352,755 

Outlay. 

1972 1973 
estimate cltimate 

59,702 7~.476 
68 72 

685 1.235 
1.136 1.377 

87.584 101.629 
2 2 

149,177 176,791 
= 

16.138 13,358 
665 696 

46,297 61.109 
3,950 6,215 
1.064 1. 636 

248,260 350.652 
29.400 40,000 

345,774 483.666 

2.800 6.500 
34,488 56.546 

37.288 63,046 

1,973,601 2,320,533 

, 
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Table 0-4. SELECTED CRIME REDUCTION DATA (dollars in thousand.) 

1969 1970 1971 

Federal outlays for crime reduction: 
Federal crime reduction outlays assisting States and locali-

ties ___________ --- --- ---------- --------____ -- -- -_ --_ 
Federal crime reduction outlays for reduction of Federal 

crimes~ ___ .. _ .. ____ - __ .... ____ .. ______ .... _ .. _ .. __ .... __ ......... _ .... 

$103.739 $177.251 $414.773 

554,614 679.665 937.982 

Total Federal outlays for reduction of crime _________ _ 658.353 856.916 1.352.755 

federal personnel: 
full-time Federal criminal investigators 1 _______________ _ 12.818 14.610 15.489 
V.S. attorneys and assistant attorneys (man-years on crimi-nal workload) ______________________________________ _ 560 630 712 
Attorneys-Criminal Division (man-years) _____________ _ 
L'.5. district court judgeships _________________________ _ 

168 190 239 
341 402 402 

~lalc and local crimes:' 
Serious crimes recorded (VCR-table 2) _______________ _ 5.001.400 5.568.200 (3) 
Violent crimes recorded (UCR-table 2) _______________ _ 
Rat~ of serious crimes per 100.000 i.nhabitants (UCR-table 2) ___________________________________________ _ 

Rate of violent crimes per 100.000 inhabitants (UCR-table 2) __________ c ________________________________ _ 

655.100 731.400 (3) 

2.477 2.740 (3) 

324 360 (3) 
Percent index crimes cleared by arrest (VCR-table 13) ____ -
Percent found guilty of persons charged by police (VCR-table" 15) _________________________________________ ._ 

20.6 21.0 (3) 

65.5 66.8 (3) 
Vcderal investigations: 

fBI. investigative matters received _____________________ _ 
Immigration and Naturalization Service (investigations completed) _ _ _ _ _ ___ __ _ _ __ _ _ _______________________ _ 
Postal Service. criminal caseload ________________________ _ 

859.666 882.254 828.059 

1].394 12.794 12.618 
200.812 211.166 4510.220 

IRS. tax fraud investigations ___________________________ _ 
Bureau of Customs (cases closed) ______________________ _ 
Secret Service (cases c1osed) ___________________________ _ 

D"position of Federal criminal matters: 

8.135 7.711 6.866 
28.175 32.040 37.995 
79.892 99.390 104.143 

Investigative matters presented for prosecutive decision-
prosecution declined ________________________________ _ 

Federal criminal cases commenced 5 _____________________ _ 
83.608 B9.139 94.032 
33.585 38.102 41.290 

Federal criminal cases terminated 5 _____________________ _ 30.578 34.962 37.715 
federal criminal cases pending , ________________________ _ 
federal criminal cases pending over 6 months 6 ___________ _ 
Federal criminal defendants convicted ___________________ _ 

17.770 20.910 24.485 
5.078 5.710 6,202 

29.450 29.005 34.579 
High echelon organized crime figures convicted ___________ _ 

Corrections: 
29 33 61 

Average Federal iail population ________________________ _ 
Average Federal prison population ______________________ _ 
Court commitments to Federal institutions. _____________ _ 
Average Federal prison sentences (months} ______________ _ 
Persons under supervision of Federal probation system (end of year) ___________________________________________ _ 
Federal paroles granted ________________________________ _ 

Warrants issued for violation of conditions of release from 
E1riso!l---------------------------- ------------------ecutlVe clemency petitions granted ___________________ _ 

3,866 4.284 4.733 
20,239 20.687 20.949 
11,162 11.060 13.327 

45.2 46.8 47.0 

36,985 38.409 42.549 
5.445 5.142 5.851' 

2.521 2.369 2.044 
96 173 

~ ~sc jobs clauified in aerics 1811 .a of Octobe~ 31. 
; ~"'l~Otma.!:ft!br:.iform crime report. calendar y~ar 1970. 

CA:eR::ri.~~~nla a new workload repQrting system which reAech individual comph.ints in a. ,pecific 

: Excludes tn.M(crs. 
Excludes pending cales of fugitive •. 
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. FEDERAL PROGRAMS FOR THE REDl,JCTION OF CRIME 

The Federal crime reduction program is designed to reverse the 
trend of rising crime in our Nation, and to limit the great 1053es in both 
economic and human resources associated with the trend. Recogniz
ing that State ancllocal governments have the broadest responsibilities 
for controlling crime, the Federal Government will provide increased 
technical and financial assistance to State and local law enforcement. 
Federal law enforcement will be improvcd and intensified in certain 
areas of high national priority such as attacking the problem of 
organixed crime, and controlling large seale trafficking in narcotics 
and dangerous drngs. The Federal crime reduction program is a com
prehC'l1siYe effort to: (1) determine the nature and extent of the crime 
problem and the causes of criminal behavior; (2) prevent crime 
through programs directed at acute national problems such as juvenile 
delinquency, alcoholism, narcotic addiction, and drug abuse; (3) in
crease the deterrent to criminal action by improving the effectiveness 
of police and investigators at ullieveis of government; (4) develop a 
syst~m of corrections, both in institutions and in the community, that 
cun truly rehabilitate men; and (5) assure thut the criminal law is 
responsive to the needs of society, and is administered with fairness 
and efficiency. 

ACCOMPLISHMENTS OF THE PAST YEAR 

There were numerous accomplishments during the past year, 
including a variety of legislative enactments which will permit more 
effective crime reduction activities. Among the most significant ac-
complishments were: . 

• Enactment of the Organized Crime Control Act of 1970 which 
will increase in a variety of ways the ability of the Government 
to investigate and prosecute members of organized crime. The 
act will permit broader Federal investigations of large-scale illegal 
gambling activities and thereby reduce gambling profits available 
to organized crime for investment in other enterprisE)s. Also, 
title XI of the act will permit greater control to be exercised 
over the illegal distribution and use of explosive materials . 

• Establishment by the Attorney General in June 1970 of a National 
Council on Organized Crime to coordinate Federal organized 
crime enforcement. The Council has set a goal of breaking up 
organized crime.within 6 years. In 1970, FBI investigations alone 
led to the conviction of 461 organized crime and gambling 
figures} and the Justice Department has supervised the prosecu
tion and conviction of 33 top echelon organized crime leaders. 

• Enactment of the Comprehensive 'Drug Abuse Prevention and 
Control Act of 1970. This major reform of our narcotics and 
dangerous drug laws will enhance our enforcement ability, and 
provide for expanded prevention and rehabilitation programs. 
Earlier in the year, the Presid~nt announced greatly expanded 

197 
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Federal programs for drug education and training. In addiLion, 
Federal enforcement of drug laws has been intensified during 
the year. The Bureau of Narcotics and Dangerous Drugs and 
the Bureau of Customs are now engaged in cooperative efforts 
which are destroying major criminal systems for illegally import
ing and distributing narcotics and drugs. Also, during the year, 
the United States has devoted particular attention to seeking and 
obtaining improved international cooperation in controlling the 
illegal traffic in narcotics and drugs . 

• Progress in carrying out the President's directive of last year to 
initiate reforms in our correctional systems. Several Federal 
agencies now have programs underway to provide special insti
tutions and treatment for juvenile offenders, addicts, and men
tally disturbed and violent offenders. Comprehensive community 
correctional centers arc !lOW being planllNl or constructed ill a 
numbl'r of urban aroa:!. The recent enllctml'nt of the Omnibus 
'Crime Control Act of 1970 authorizes a new program in the Law 
Enforcement Assistance Admilli:!tration for improving correc
tional programs and facilities. This authority "'ill permit great 
improvements in probation and parole services throughout the 
country . 

• A landmark statement by the Ohief Justice of the United Sttl.tes 
concl'rning problems of the Federal courl:!. The Ohirf Justice 
suggested the trial of criminal cases within 60 days [i,ftor indict~ 
ment; and called for consideration of a ,-ariely of reforms to in
crel1se the efficiency of the courts. The Congress authorized 61 
additional district court judgeships during the ycar, enacted an 
increase to provide court executives for each of the 11 Federal 
circuit courts, and amended t.he Oriminal Justice Act to assure 
improved defense services for poor persons. 

Table M-1. FEDQ.RAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
AGENCY 1 (in thousands of dollars) 

Outlays 

1970 1971 1972 
actual e3timate . t3tinu.te 

57.125 62.375 79,370 
5.732 15.540 16,330 
3.307 3.945 4,074 

59.923 86.723 99,880 
4.550 23.055 27.480 

17.198 18.630 .21.222 
508.584 929.312 t.'259. to7 

5.888 8.103 32.525 
10.032 40.857 M.600 

115.868 158,620 176.361 
116 136 153 

19.013 31,918 43.585 

111e Judiciary 2 _. __ • __________ ._. ___ .. _____ • ________ .. __ _ 

Office of Economic Opportunity _____ .. _____ • ____ • __ .. ____ • 
Department of Agriculture. ______ • ______ • __ • ___ . __ • ______ _ 
Department of Health, Education. and Welfare _____ • ___ • __ • 
Department of Housing and Urban Development.. __ •. _._ ••. 
Department of the Interior. _____ .... ____ .... _ .. ___ • _____ • 
Department of Justice __ •• _ ••. : .......... _ ••. _ •.••• _ ... .. 
Department of Labor . __ ... ____ .... ___ ._. ___ .... _ .. ___ .. _ 
Department of Transportation _______ .. ____ .... ________ .. _ 
Treasury Department. .... ___ ...... _ .. ______ ...... _____ _ 
Atomic Energy Commission .. ____ •·• ______________ .. ______ _ 
General Services Administration_ .. __ .. _ .. ___ .. ___________ _ 

1.000 1,395 1.270 
26.394 32.923 37.215 

National Aeronautics and Space Admini.tration __ .... __ • ___ _ 
Postal Service_ .. _ .. ___ .. _____ .... _ ............ __ ...... _> 

21.866 29,874 34,686 
320 485 300 

Veterans Administration .. _______ ...... _. _ .... ____ . _ .... ___ _ 
Other independent agencies_. _ ..... _ •• ____ . _ ...... __ ... _. __ 

'rotal Federal outlay._ .. _. ____ " _____________ .. ____ _ 856,916 1,443,891 1,900,158 

1 DOCI not include Dcp.rtment of Defense or nondome.eic outlaYI for crime reduction. 
1 Outla.ya utimr.ted by the Offic.c of Management and Bud9;t:t. 
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• The completion of a major study by the National Commission on 
Reform of Federal Criminal Laws which recommends comprehen
sive revisions in the structure and substance of Federal criminal 
law. These recommendations will now be studied by the executive 
departments and other interested organizations and will provide a 
focus for future discussions and' action to reform criminal law . 

• Progress in the effort to reduce crime in the District of Columbia. 
The number of police on the streets of the District has been in
creased, a greater number of narcotic addicts ar~ being treated 
and thereby taken off the streets, reforms have been realized in 
the court system with the enactment of the District of Columbia 
Court Reform and Criminal Procedure Aet of 1970, and improve
ments are being made in the correctional system. This combina
tion of programs has slowed the increasing rate of crime in the 
District., and demonstrated that a concerted systemwide effort to 
reduce crime in a large city cun work. 

1972 BUDGET HIGHLIGHTS 

Federal outlays for programs to reduce crime will total $1,900 
million in 1972. This compares with $1,444 million in 1971 and is 
122% more than was spent for these programs in 1970. It is estimated 
tha.t ('xpC'llllilures of all govprnmenb;-State, loeal, and Federal-for 
erin1(, r(,l111('[ion programs will be almost $1l.5 billion in 1972. Of the 
$1,900 million of Federal eX]ll'lu1ilures in 1\)72, $804 million or 42% 
of the lotal will be directed to assisting State and local governments. 
This compares with 38% of Federal expenditures devoted to such 
purposes in 1971, and 21 % in 1970. Assistance to State and local gov
ernments for all aspects C?f law enforcement will be increased by 45% 
in 1972. 

Tho Departments of Justice and Treasury have the largest crime 
reduction programs with expenditures in 1972 of $1,259 million and 
$176 million, respectively. In 1971 and 1972 these Departments are 
emphasizing programs for the control of (1) the narcotics and drug 
traffic, (2) organized crime, and .(3) terrorist activities, bombings and 
illegal usc of explosives. Other agencies with rapidly expanding crime 
reduction programs arc the Department of Labor (manpower develop
ment programs for offenders), and the Departmcnt of Tmnsportation 
(protection of air commerce and control of aircraft hijacking). 

CRIME REDUCTION PROGRAM BY ACTIVITIES 

The budget outlays reported by this special analysis cover air 
domestic Federal programs directly related to or closcly associated 
with crime reduction, except outltlYS associated with programs of the 
Lhe Defense Department.! The analysis includes certain progrnms of 

I Defense DepD.rtment outlays for crime reduction arc not included in the tables and totals used 
in this an Illy sis. However. a lumma.ry of Defense Department outlays for law enforcement are cs
ti mated IU follows (in millions of doll an) : 

Department of the Air Force. __________________________ _ 

8:~:~;~~~~ ~f ~~: ~:~~=::::::::::::::::::::::::::::::: 
Toul Department of De£cnle _____ ~ _______________ _ 

• 

1970 
281,601 

8,788 
314,928 

605,317 

1971 
297,231 

11.805 
306; 483 

615.519 

1972 
296,729 

12,616 
295,552 

604,897 



217 

200 THE BUDGET FOR FISCAL YEAR 1 9 72 

the judiciary even though the basic function of the judiciary is to 
aSSllre the administration of j lIstice rather than to i'educe crime. It 
excludes general social programs (even though such pro!!rams may 
indirectly reduce crime) unless they are clearly within the context 
of crime reduction or prevention (e.g., vocational training of prisoners; 
treatment of juvenile delinquents). Also, the analysis does not include 
buckground investigations for !'Illploymrnt, ndministratiw imrCC(jrIlf, 
guarding functions not requiring police pO"'crs, or inYestigati( 1'8 rri
marily of a rrgulatory nature which may in rare cases r!.'~lIlt in the 
application of criminal sanctions. Where acti"ities im'olve both ciyil 
and cl'illlinnl proceedings (e.g., operation of courts) an allocntioll of 
outlays to the criminal function has been estimated by the-Office of . 
:\Ianagement n,nd Budget. 

Table M-2. FEDERAL OUTLA.YS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND SELECTED ACTIVITY! (in thousands of dollars) 

- -- - --- ---"- - .--. 

M8.)or pro.gram and selected activity 
Outlays 

1970 1971 1972 
actual estimate estimate 

Crime research and statistics: 
Statistics on crime. criminals, and criminal justice system ___ _ 1,866 4.612 7.535 
Research on criminal behavior and sociology of crime _______ _ 12.636 37.840 51.825 

Program lotaL __________ • ___ . _. _______ • __________ _ 14.502 42.452 59.360 

Reform of criminall.wo _________________________________ _ 634 1.387 1.461 

Services for prevention of crime: 
Public education on law observance. enforcement. and crim-

inal justice __ . __________________ • _____________ . _____ _ 3.122 5.934 4.765 
Special programs for rehabilitation of alcoholics and narcotic 

addicts ____________ • ________________ • __________ • ___ _ 19,886 51.692 65.367 
19.996 41.182 50.71!I 
9.240 25.587 29,012 

Prevention and control of juvenile delinquency ________ : __ . __ 
Development of other community crime prevention services __ 

Program totaL ___________ • ______ • _________ • ______ _ 52.244 124.395 149.862 
,-

221,037 242.022 252.221 
150.174 233.651 306.042 

Federal criminal law enforcement and Federal police: 
Enforcement in support of Federal systems ______________ _ 
General Federal law enforcement. _________________ • ____ _ 
Federal police ______ • ________ • _______________ • ___ •• ___ _ 31.699 50.592 62.427 

44.725 68.411 75.597 
11.967 20.926 29.616 

Specialized activities against organized crime _____________ _ 
Support for Federal law enforcemenL ___________________ _ 

Program totaL ______________________________ • ____ _ 459.602 615.602 725.903 

2.662 14.630 '20.734 
44.679 84.409 104.298 
2.790 9,676 12.865 

33.392 130.565 171.797 
2,971 24.993 34,211 

Assistance to State and local police adivities: 
Intelligence and information system._. _____ • ____________ _ 
Education and training of enforcement officers. ___________ _ 
Laboratory .suppo~t~~ __ • __________ • ______ .. ___________ _ 
General pohce actlvltles ________________________ • ______ _ 
Control of civil disorders ______ • __ .. __________________ _ 

1,918 14.311 18,939 
429 3.431 4.405 

Combating organized crime ___ • ___ • ____________ • _______ _ 
Other _______________________________________________ _ 

Program totaL __________________________________ ._ 88.841 282.015 367.249 

Sec footnote. at end of table~ 
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Table M-2. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND SELECTED ACTIVITY I (in thousands of dollars)-Con. 

Major program and selected act.ivity 
Outlays 

Ino 1971 1972 
actual estimate estimate 

Adminislralion of criminal juslice: 
Conduct of Federal criminal prosecutions .••..••••..•.•... 22.845 28.523 31.875 
Operation and support of Federal court systems 2 •••••••••• 54.786 60.303 72.649 
As~istanc~ to. States and localities for improved administra. 

1.717 19.816 27.276 tIon of Justice •••..••.........•.•...•••.....••...••.. 
Other supporting programs ............................. 5.501 7.986 12.506 . 

Program totaL .................................... 84.849 116.628 144.306 

Rehabililalion of offenders: 
Operation and construction of Federal correctional institu. 

147.258 tl0ns _______ . _. ______________ ~ ____ 7B.095 95.640 
Federal probation. parole. and communit;.·tr~~t;;~t:.~:::~ 15.635 16.599 19.771 
Federal inmate education and training ................... 5.979 7.659 9.712 
Federal inmate medical treatment ....................... 5.057 5.735 9.481 
Other programs supporting Federal corrections ............ 430 637 1.032 
Assistance to Sta tes and localities for improved correctional 

34.150 104.364 221.847 programs ........................ _ •..••..••. _ .•••••• 

Program totaL .................................... 139,346 230.634 409.101 

Plannfh'g and coordination of crime reduction programs ....... 16.898 30.778 42.916 

Tolal Federal oullay5. ............................. 856,916 1,443,891 1,900,158 

I Docs not include Department of Defense or nondomc!tic outlays fot' crime reduction. 
2 Outlays estimated by the Office of Management and Budget. 

Crime research anclslatistics.-Crime research and statistics includes 
those Govrrnment activities designed to produce statistics and 
knowledgC' concernillg erime, criminals, and the criminl1l justice sys
tem, und thos!' which develop improved methods and techniques for 
Lhe operation of the system . 

• Outlays of $59 million will be devoted to crime research and 
statistics in 1972. Of this amount $7.5 million is for statistical 
activities and $51.8 million for research. This compares with 
$42.5 million spent for research and statistics in 1971. 

• LEAA will fund a "pilot cities program" which is desi~ned to 
determine the value of comprehensive systemwide applIcations 
of improvecllaw enforcement methods and technologies in several 
medium sized cities. New statistical programs of LEAA will be 
utilized to measure the impact, of these improved methods on 
crime in the pilot cities. 

• The NatiOllal Institute of Mental Health will continue studies of 
a wide range of issues in the areas of crime, delinquency, correc
tions, and individual violence, and will conduct basic. and applied 
research on the nature and causes of law-violating behavior, 
recognizing that progress toward more effective crime prevention 
will depend upon a sound knowledge base. 

• NIMH is also conducting an in-depth study and analysis of the 
entire juvenile justice system in,thc 50 States find the District of 
Columbia. 
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• LEAA, in cooperation with the N ationalBureau of Standards, 
will develop 1l. laboratorv to define performance standards for law 
enforcC'ment equipment and develop uniform procedures for 
measuring its quality, . 

• The Atomic Energy Commission is con tinning to work with LEAA 
and the Bureau of N n.rcotics and Dangerous Drugs to find ne\\' 
applicn.tions of neutron n.cti,-n.tion n.nalysis and other techniques 
ill scientific crime in vestigntions, 

• The Office of Economic Opportunity will deyote OWl' $2 million 
ill 1972 to resen.rch concerning the procC'ss by which felony offC'ndpl's 
clln bC'st be reintegmtC'cl into commtlllit~' life, and ho,,' StlLte and 
locnllaws can be best utilized to assist in this process, 

Rejorm oj criminal law8,-Crimi Il III Ill,,' reform inclnc/{'s Govprnmrnt 
en'orts to improvC' the pffecth-em'ss of the N n lion's laws n.nd assure 
thn! tlH'Y nccnrately reflect the yn.luC's n,nc/ standards of society, 

• On'1' ~1.4 million wi111J(' s]H'1l1 for la\l' re·form in 1972, On'r 81.1 
million of this amollnt will ,:Hlpport It,,,, rl'form d10rb of Statl' 
alld local gO\"C'l'nmcnts, 

• The Depn.rtment of Jusfice and other Federal n.gencies will 
stady the recommendn,tiom; of The Xatiolln.l COllunissioll on Rp
forni of Federn.1 Criminn.l Ln.m:; '\'ith a view f (1 modernizing OUI' 

crlminallaw to assure thal it is responsive to our pre~ent social 
needs, 

,. The ,Justice Depn.rtmenf hfts (le\"(~lop('d and proposed tt model 
State nn.rcolics n.ncl dangerous drng' b\\', This lllodelltt\\, htL:; been 
n.clopted by the K ationn.l Conference of Commi~sioller;; on Gni
forw State Laws and ml1de available to the States, Se\'m'111 StlLLes 
hn.ve fl.!I'eady enacted the la\\", 

• LEAA is supporting proj('c'ts to c\pwlop It criminal Ill'" rpyi"ion 
elC'llring hou'ie which \\-ill col1('('[ lind distribut(' infOl'llllllion lIhol1t 
la,,' revision actidtiC's throllghol1 t thp Unitpcl Stille::;, 

Prel:ention oj. crime,-Crimc ]lrcYC'ntioll ineludes GoVel'l1ll1e1l1 efforts 
1.0 limit or render less probable the comllli::;sion of erilllinnl IWt:; by 
mellns other thn.n direct enforcement or general correcLionallletidlie!l, 
Inclulled n.re pub'lic educn.tion, alC'oholic anel n.ddiet rehltbililtmon, 
trelltment of ,iuv-enile delinquentsJ IUld projects to impr()\-e police
cOimnunity relations, 

• Total outlays for Fcderal crime pf(~n'lltioll progmms will be 
$149,9 million in 1972, This is 20% mon° thun WIlS sPC'lIt for such 
purposes in 1971, and 187% 1l1{)l'C than the $52,2 million cleyoted 
to crime prevcntion in 1970, . 

• In 1972 increased n.ttentioll \\'jJl be de,'otC'l1 to the ]Jrobh~m,.; of 
juvenile delinquency, LEA A grants \\'iIl support a grt·at variety 
of projPcts and programs .for the rehllbilitation of juvenile' of
fenders, and for prevelltioll of delinquency among group,; of youth 
where the risk of delinqucncy is high, ' 

• The Youth Development and Delinquency Prevention Adminis
tration in HEW will give emphasis to the development of model 
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systems for the prevention and control of delinquency and pro
vide technical assistance to utilize the knowledge obtained from 
the model systems developed . 

• The National Institute of ;"rlental Health will conduct both insti
tutional and community based treatment programs for narcotic 
addicts. In 1972, treatment and rehabilitative after care will be 
provided for an estimated 24,000 addicts . 

• Both the Officp of Economic Opportunity and the Veterans Ad
ministration "'ill fund alcoholism and drug addict treatment units 
in 1972. Thr VA will add 17 alcoholism treatment units and 14 
dl'llg deprn([cnce units to provide effective trpatment and re
habilitation of vrlel'lLl1s. 

• A 3-year drug information program will be undertaken jointly by 
tllP DrptH·tmellt of Hpalt.h. Education, and Welfare, the Depart
ment of ,Jnstice, and the Dppartmen t of Defense. A series of 
pllblicatioll"; ",ill be prodllcC'd to pro,-ide accurate and factual 
information on drugs. 

Federal criminal law enforcement and Federal policc.-Lall· enforce
llH'nt illn)lws dirrct PC'<iC'rtll Gon'rnmpnt rfforts to ([pleet, identify, 
nIld llpprp[wild yiolttlors of criminal law,;. I{q)I'l'sentati,-r programs 
includ(! erilllillal in\'('stigtltiolls, polil'ing of certain Fl'deral areas, and 
spl'cial cOIl('ertl~d programs agaillst orgllllizC'd ('rime and air piracy. 

• $72Ii.9 llllllion in outlays will snpport Federal investigative and 
police uctiyities in 1972. This compares with totltl outlays of 
$615.0 million ill 1971 and $459.6 million ill 1972 for l hitl purpose. 
OUllays for Federal efforts against orgllnizrd erime \rill be $75.6 
millioll in 1972 or an inerease of 69% over funds spent to combat 
orgallizrd crime in 1970. 

• In a statrment of Septcmber 11, 1970, the President said that the 
menace of air piracy must be met immediately and effectively. A 
spC'cial program has been developed to place highly trained "sky 
mllrshals" Oil commercial flights and to greutly increase security 
mea.'·HU'C'S at air terminals to prl'Yrnt weapons [md explosiyes from 
bring carried abourd aircraft. 

• Thr Bureau of Narcotics and Dungerous Drugs has developed an 
intrlligenr:e system which concentrates on identifying the major 
drng trafficking organization::; responsible for most of the hard 
narcotics brought into the country. The Bureau of Oustoms has 
established a new intelligp-nce system to help identify smugglers 
at border stations and other points of entry, and is ernployin~ a 
number of new enforcement techniques to limit the introductIOn 
of narcotics and drugs into the country. 

• The FBI will increase efforts to cleRtroy major organized crime 
operations, investigate terrorist bombings, and carry out investi
gations of a yariety of Federal crimes. 

• Both the U.S. :rvIarshals and the General Services Administration 
will increase personnel assigned to assure the safety of Federal 
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judges and provide necessary security for Federal courtrooms and 
other Federal buildings. Over $46.6 million wiIi be spent for these 
programs in 1972. 

• The U.S. Marshals Service is increasing training for its pe1'sonn('1 
in order to meet the increased demands upon it, including those 
resulting from air piracies, courtroom violence, and increased 
need for witness security. 

• The Treasury Departnlent will sp('nd $7.5 million in 1972 for 
furLher construction of the Federal Law Enforcement Training 
Center which will train 8,700 agents annually from 17 pat·tici
puling Federal enforcement organizations . 

... The Internal Revenue Sen'ice will conduct over 7,700 tax [mud 
inYC'stigations in 1972, and will carry out a yariety of nell' 
responsibilities undl'r title XI of the Orgl1nized Crime Control 
Act of 1970, concerning the licensing and control of explosin's. 

• In 1970, for the first time, the Tltx Di"ision in the Dqmrtment 
of ,TlIHtice receivC'd mOf(' than 1,000 lax fmnc! cases i11.l'ludini! 1()fj 
involving ntckcteers. Over 600 drfendltnts weI'\' <:'o\l\'ic\(,d, 
inC'lilrling 25 in the TlwkelN'l' category. 

• Tlw Secret SCITice oblaillPd OYrl' 3,000 cOllviction::l in 1970 
invoh'ing check Itllt! bond forgrriC's ancl counterfeiting. Thl' 
Secret Service \\'ill continue to pnrticipatl' with other F",[crul 
enforccment n~encieli in t.hl' orgmliiled crimp progralll. 

• The Immigration and Katurnliilnlion Sl'lTil'(,'~ Border Plltrol 
officcJ's locateu 18,747 smllgglc,d alicnH ill 1970. '1'l1i,.; \YUH n 59% 
incre!t8e over the number of smnggled alicns in 1960 \\'11i('h lI'as IL 

previous all-time record. 'fhc Pafrol also nppreheuded 3,298 
persons for smuggling aliens into the cOllntry. 

" In 1970, U.S. game management agrnts and other lwrsonncl 
made 7,O('u Itpprehensiolls (jf Yiolators of Frdprul \\'ildliCe COll
servation laws thnt resulted in jail sentenceli of 15,370 dl1Ys and 
147,620 days of probation. 

Assistance tfJ Staie and localvl)lice,-This includes Fedcral rfi'orts to 
provide or improve acth'ilies' which support Of npgro.de Stltle and 
local police and investigative agencies. 

• Outlays to assist State and locnl police will totul $367,2 million 
in 1972, un increase of $85.2 million over 1971, Ilnd $278.4 million 
over 1970. Over $104 million \rill be spl'nt to truin [mcl educate 
State and local police and almost $19 million will support Stute 
and loC'al efforts against organized crime. 

• Several Federal investigati\'c agencies pl'oyide direct truining 
assistance to State and local police. In 1970 the FBI proyided 
training to m'e1: 260,000 policl' offi('cr;; in oyer 8,500 training 
sessions. III the same year thl' Bll1'l'ttll orK arcoties I1nd Dangrl'ow; 
Drugs trained 60,103 OmCrI'S in tl total of 980 2~\\,l'l'k lall' enforce-
ment schools anu shorter 1- to 3-d!\y seminars. ' 

• The LEAA program has bl'en the principal source of Federal 
funds for impr01ring police operations. LEAA will spend $295 
million in 1972 for a broad range of projects determined to be 
priority needs by State and local governments. Almost 50% of 
LEAA's total prO[ITam is for direct support and improYC'mrnl. in 
police activities. :rolice improvement projects arc being under
taken in all tho Statos and major cities of tho country. 
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• The Veterans Administ.ration, in cooperation with experts in 
the field of law enforcement, has developed a model on-the-job 
training program for paliremen. It provides 13 months of training 
and related academic instruction, leading to a journeyman's 
status for the tr'1.inee. Over 30,000 men will participate in this 
program in 1972. • 

.. LEAA's law enforcement. education program pro-vides financial 
assistallr(' to State ancllocnl police officers to gnin college credits. 
In 1970, 38,229 police officers availed themselves of assistance 
llndC'l' this program. 

• In 1972, the FBI will provide indexing services for Project 
Sl'ul"ch, an auton1ltt<><\ syst<>m for pxc1mnging criminal records 
among Federnl, State, and local law enforcement and criminal 
justice agencies. 

Adminislration of criminal jllslice.-This category includes the 
pJ"<>puration und pro::l('('ution oC criminnl ClU;('S, operation of court 
sy:;lpnls, t rinl of casp,;, pl'oyisioll of defense COlllltiel in certain cases, 
!Llld rclatpd and supporli \'(, ,l(;tivili,'s. 

o Expenc1iturrs of $144.3 million will support all programs for the 
prosecntion of crirninnl cltse:; 1111(1 the It<lmillislru.tion of criminal 
justice in 1972, over $27 million of which will hr to assist State and 
Joe-a.l pr.,st)(;ui.ion a11([ courts, 'flu .. opel'f!.tion of Federal court 
systems will requiw ouLluys of $72.6 million in 1972 and $31.9 
i'Tlil1iol1 will be spenf to condnct criminltl Jlro~ccuti()ns. 

• During 1970, then' were (excltllling tmnsrers) 38,102 criminl11 
CItSe'S commrnced in the U.S, district courts, compared with 
33,585 in 1969. The district C0urts terminated 34,962 criminal 
cases in 1970 ItS compn,red with 30,578 in 1969. As of June 30, 
1970, thrre were 20,910 pending criminal cases in the district 
courts. Appeals ill criminal cases Itnd Itppeals in habeas corpus 
cases Itnd other prisoncr case::; Itg-ain arc the fltstest growing part 
of the caseload in the courts of appetLls. In 1970, the increase in 
appcltls [rom district court ca::;cs was rofi<>cted in hn,beas corpus 
u.ppeals by Fcueml prisoners, up H\'7%, l\nd in tlppeo.ls from 
denials of motions t.o v,wo.te sentence, up 26.3%. 

• Indian courts disposrd of about 79,323 r.riminal CllseS during 1970 
ll.lld the trend for the current yet\r indicatos this figure will exceed 
80,000 . 

.. At the State .:l,nd local level LEAA is financing studies of inte
grated court systems; providing court management studies; 
truining juvenile court judges; and funding 0. number of projects 
to upgrade both prosecutive services find public defender systems. 

Rehabilitation of olfplIdeI'8.-Thl,sr; programs -incluue· Government 
ellstody and rehabilitation of criminal offendilrs. Specific projects 
include the supervision t\l1d operation of correctional institutions, 
inmate and offender treatment and training programs, probation and 
parole services, and other sunportive functions. 

• Over $409 million of Fed lral funds will be devoted to the custody 
and rehabilitation of criminal offenders in 1972, This ('.ompares 
with $230.6 million spent in 1971 and $139.3 million in 1970. Over 
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$221.8 million will be for assistance to State and local correctional 
systems and programs. This is an increase of 113% of such assist
ance provided in 1971 and 550% more than assistance provided 
in 1970.· " . 

• In 1972 the Bureau of Prisons plans to have construction under
way on four new prison facilities, including a specialized research 
prison for violent offpnders. Also, funds are budgeted to plan 
seven additional facilities, including fiye metropolitan correc·· 
tional centers. The Fort Worth narcotic addict treatment facility 
will be converted to a pri:;on medical center. 

• During 1970, 13,000 Federal inmates (63% of thp total Federul 
inmate population of 20,687) participated ill educa\ional pro
grams. High school l'q Hi mlency testing \I'as administpred for 
2,471 inmates with 1,845 or 75% passing and b('coming ('ligible 
for the diploma equivalent. Over 5,240 W(,l'C tnlinl'd through 
vocational pro~ramH. 

• In 1972 the Office of Education ,,"ill spend nhollt $1 million to 
improyo library ':leryices for approximately 69,000 illDlutrs in 250 
insti tu tions. 

• The Dep~rtmellt of La.bor has dexe10peu a fi\-e-Stllt(' model pro
gram to provide State employment s('curiLy agenciC''i \I"ith the 
staff to link inmatl:'S to existing manpo,,-C'r resources. The Deparl
mC'nt of Labol" will ulso fund ('xjJanded inmat(' training programs 
(tIuring 1970, 49 projPcts ""C']"!' funclI'd, sen'ing 3,248 trniJ1C'C's) 
ant! will continuc un ('xpC'rimC'ntul program of ]lretriul diYC'rsions 
to determine whether intl'115ive counseling and manpO\\"C'r se:rviC'C's 
can provide a successful alternati...-e to the usual procc~s of 
arraignment, trial and sentencing. 

• In 1971, LEAA will begin implementation of n nm," correctional 
system improvement program authorized by the Omnibus Crime 
Control Act of 1970. On'r $97 million will be budgctrcl ror this pro
gram in 1972. The program will providr State l\nd local govern
lllC'nts up .. to 75% of the cost of dC'YC'loping and implementing 
projects for new or improycd "correctional faeilities tlnd progmms. 
These funds will be used to improve rehabilitativC' progrnms both 
in institutions nnd in the community and will be available for 
expanded probation and parole services, , 

o Under the President's authority with respect to clemency matters, 
iS2 pardons arid 14 commutations of sentence were granted in 1970, 
and 432 pardon petitions and 266 commutation petitions were 
denied. 

Planm'ng an<l coordination.-Included are Fedeml support of State 
unci local plan. ng and cGordination of crime rC'duction actidties, 

• Outlays of $42.9 million will support planllin~ and 'coordination 
of federally guided crime reduction programs in 1972. The 'prin
cipal funding agency for supporting State and local Jaw enforce
ment planning is the Law Enforcement Assistance Administrati()n 
in the Department of Justiee, . 

80-321 0 • 77 - 1a 
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Table M-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY 1 (in thousand.. of dollars) 

Major program and agency 

Crime research acd statistics: 
The Judiciary 2 ____ • _____ • ___ • ___________________ • _. __ _ 

Office of Economic Opportunity ___ . ___ . ___ • _. __________ _ 
Depar!.mer.t of Health. Education. and Welfare __________ _ 
Department of Justice .. __ •. ' •. ___ . _______ . ____ . _____ • __ _ 
Department of Transportation _____________ ' _____ ' ______ _ 
Atomic Energy Commission ____ . ___ •• ___ • ______________ _ 
National Aeronautics and Space Administration _______ " __ _ 
Postal Service _________ . __________ . __________________ _ 

Program totaL. _____ • ________________ .. ___ • _. ____ _ 

Reform of criminal laws: 
Department of Justice._._ .. _ • _________________________ _ 
Other independent agencies __________________ . _________ _ 

Program totaL ___________________________________ _ 

Services for prevention of crime: 
Ollice of Economic Opportunity. ____ .•.•. _._. ____ .. ___ ._ 
Depar~ment of Health. Education. and Welfare _____ • ____ . 
Department of Housing and Urban Development. .. __ . ___ _ 
Department of the Interior. ______________ .. __ •.. _._ •• __ 
Department of Justice. __________ • ____ ~_. _____________ ._ 
Department of Transportation _______ . ____________ • ____ _ 
Postal Service _________________________________ • ______ _ 
Veterans Administration ______ " ________________________ _ 

Program totaL __ .. _______ • __________ • _. ___ . _. ____ _ 

Federal Criminal law enforcem.nt and Federal police: 
Department of A~riculture ______ • ____________ . _______ .. __ 
Department of the Intcrior ___ . ___ . _______ . _____ .... ___ _ 
Department of Justice ______ .. ., _______ • _. ______________ _ 
Department of Labor _______ • _ . ______ ' ___ . ___________ __ 
Department of Transportation ____ . ______ • _________ . ___ _ 
Treasury DepartmenL ______ •• __ . ____ ._ .• ___ • __ ••. ____ _ 
General Service,. AdministratlOn __________ ,. ____________ • 
Postal Service ________________________________________ _ 
Other independent agencies _________________ • ____ • _____ _ 

Program total.. _________________________ • ________ _ 

Assistance t~ SI.les and local police activities: 
Departmen\ of Health. Education. and Welfare _________ __ 
Department of the Interior ______ • ________________ • ____ _ 
Department of Justice ____________ • _________ : ________ __ 
Treasury Department __ • __ .,. _____ • ____ • ____ • ________ __ 
General Services Administration. __________ • ____________ _ 
Veterans Administration ______________ . ___ ., _____________ , 

Program totaL •• _________________________________ _ 

Sec footnote. at. end of table. 

1970 
actual 

80 

4.751 
7,227 

485 
116 

1.000 
843 

14,502 

387 
247 

634 

3,400 
32,352 
3,565 

469 
3,896 

508 
54 

8,000 

52,244 

3,307 
15,389 

274,692 
-594 

9,037 
115,000 
16,013 
25,497 

73 

459.602 

2,077 
483 

68,547 
868 

3,000 
13,866 

88,841 

1971 
estimate 

144 
300 

5,435 
32,900 
1,195 

136 
1,395 

947 

42,452 

1,202 
185 

1,387 

12.800 
55,737 
19,000 

545 
24,690 

1,063 
60 

10,500 

124,395 

3,945 
16,454 

338.875 
3,103 

38,597 
157,094 
25,318 
31,916 

300 

615,602 

2,575 
540 

251. 400 
1,526 
6,600 

19,374 

282,015 

1972 
tltimate 

253 
2,200 
5,478 

48,·316 
1,254 

153 
1,270 

436 

59,360 

1,461 

I. 461 

13,330 
66,449 
22,500 

624 
33,095 

800 
64 

13.000 

149,862 

4,074 
-18,310 

385,244 
3,125 

p4,544 
174.806 
38,785 
36,715 

300 

725,903 

3,075 
714 

335,419 
1,555 
4,800 

21,686 

367,249 
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Table M-3. FEDERAL OUTLAYS FOR THE REDUCTION OF CRIME BY 
MAJOR PROGRAM AND AGENCY! (in thousands of dollars)-Continued 

Major program and .elected activity 
Outlays 

1970 1971 1972 
actual estimate c,~im"te 

----------------------
Administration of crimina! justice: The Judiciary 2 _______________________________________ _ 43,959 48,723 62,880 

Department of Health. Education, and Welfare ___________ _ 703 700 700 
Department of the InterioL ___________________________ _ 135 234 309 
Department of Justice _________________________________ _ 40,050 66,969 80,415 
Department of Transportation ______ .. _______ .. ________ _ 2 2 2 

Program totaL __________________________________ __ 84,849 116,628 144,306 

Rehabilitation of offender!: 
The Judiciary 2 ________ .. ___ .. ____________ 00 __________ _ 13,086 13,508 16,237 
Office of Economic Opportunity ___ .. ___________________ _ 
Department of Health, Education, and Welfare _________ __ 
Department of Housing and Urban Development. ________ _ 
Department of the Interior ____________________________ _ 
Department of Justice _______________ • ___________ ._. ___ _ 
Department of LabeL_. _____________ • _________________ _ 

2,332 2,440 800 
20,040 22,276 24,178 

725 4,055 4,980 
722 857 1.265 

97,147 182,498 332,241 
5,294 5,000 29,400 

Program totaL ________________ • ____ • ____________ _ 139,346 230,634 409,101 

Planning and coordination of crime reduction programs: 
Department of Housing and Urban Development ____ • ____ _ 
Department of Justice _________________________________ _ 

260 ---4z:9i6 16,638 30,778 

Program totaL ___ • __ ' ____ , _______ •• _ ._. _________ 00 __ 16,898 30,778 42,916 

Total Federal outlays. _____ .00 ... _______ • __ .. ____ __ 856,916 1,443,891 1.900, 158 

1 Does not inc.lude Department of Defense or notldomc.stic outll.Js for crime reduction. 
'1 Outh,ys Ullmi\ted by the Office of Management and Budget . .. 
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Table M-4. SELECTED CRIME REDUCTION DATA (dollar. in thouund.) 

1968 1969 1970 

Federal outlays for crime reduction: 
Federal crime reduction outlays assisting State. amlloealities . (I) '$103.739 $177.251 
Federal crime reduction outlays for reduction of Federal 

crimes __________ . _____________________________ .___ ___ (I) 554.614 679.665 

Total Federal outlays for reduction of crimc___________ $530,643 658.353 856.916 

Federal personnel: 
Full-timc Federai criminal investigatorL _______________ _ 
U.S. attorneys and a.sistant attorneys (man-years on 

crim;nal workload) _________________________________ _ 
Attorneys-Criminal division {man-years) _______________ _ 
U.S. district court iudgeships ___________________________ _ 

State and loeal crimes: 3 
Serious crimes recorded (UCR-table 2) ________________ _ 
Violent crimes recorded (UCR-table 2) ________________ _ 
Rate of serious crimes per too,OOO inhabitants (UeR-table 2) ___________________________________________ _ 

Rate of violent crimes per 100,000 inhabitants (UCR-table 2) ___________________________________________ _ 

Percent index crimes cleared by arrest (UCR-table 13) ___ _ 
Percent found guilty of ""rsons charged by police (UCR-table 15) ________________ : _________________________ _ 

r ;efill.invest.igat!ons: . 
,. BI. InvestIgatIve matters recelved _____________________ _ 
Immigration and Naturalization Service (investigations completed) ____________ ; ___________________________ _ 
Postal Service. criminal caseload_ .. ______ . _______________ _ 
IRS, talC fraud investigations ___________________________ _ 
Bureau of Customs (cases closed) ______________________ _ 
Secret Service (cases closed) ____________________ ~ ______ _ 

Disposition of Federa! crimin,! matters: 
Investigative matters presented for prosecutive decision-

prosecution declined ________________________________ _ 
Federa! criminal cases commenced , _____________________ _ 
Federa! criminal cases terminated , _____________________ _ 
Federa! criminal cases pending 4 ________________________ _ 

Federa! criminal cases pending over 6 months S ___________ _ 

Federal crimina! defendants convicted ___________________ _ 
High echelon organized crime figures convicted ___________ _ 

Correction.: 
Average Federa! iail population ________________________ _ 
Average Federal prison population ______________________ _ 
C<lurt commitments to Federal institutions _____________ _ 
Average Federal prison sentences (months) ______________ _ 
Persons under supervision of Federal Probation System (end of year) 0 _________________________ " ________________ _ 

F.deral paroles granted ________________________________ _ 

Warrants issued for violation of conditions of release from prison ___________________ " _________________________ _ 
EXecutive clemency petition, granted ___________________ _ 

1 Not av.i1.ble. 

2 i2. 618 21Z; 818 

480 560 
168 168 
341 341 

4.466.600 4.989.700 
588. 800 655. 100 

2.235 

295 
20.9 

66.7 

820.830 

9.268 
181. 153 
, 9.372 
27.989 
87.197 

79.891 . 
30.714 
29.492 
14.763 
4.:>40 

21).660 
23 

3.438 
19,677 
11.653 

44.S 

36.785 
5.840 

2,891 
16 

2.471 

324 
20.6 

65.5 

859.666 

11.394 
200.812 

8.135 
28.175 
79.892 

83.608 
33.585 
30.578 
17.770 
5.078 

29.450 
29 

3.866 
20.239 
11.162 

45.2 

36.9B5 
5.445 

2.521 

, esc job. cl ... i6.d in ,erie. 1811 .. of October 31. 
, From unifo! m crime reporta-calendar yeo" 1968 and 1969 (FBI). 
4 Exclude. tun!lFcu. . 

214.610 

630 
206 
402 

882,254 

12.794 
211.166 

7.711 
32.040 
99.390 

89. \39 
38.102 
34.962 
20.910 
5.710 

.30.500 
33 

4.284 
20.687 
11.300 

46.0 

38.409 
5.142 

2.369 
96 

: ~~l~ud~:' r~:g~~r:n.c~:er·ol~~ ~~li~vIlC~datory relcuc: e.timute by the Office of Management and 
Budget. . 
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DIlPARTMEXT OF THE TREASURY 

The DC'paftment of the Trrasul'~~ i:; fl'Spol1sibk for tIl(} fi:;('\d, d(jbt 
l11anagC'lllrnt and monetary o]l!'mtiolls llf the F'!ucml Gon'1'I1Iur'IJ\', It 
abo 1ms major responsibility for prl'scribing FNlcml poliei!'!' nfJ'f":LiJlg 
thl' U.S. bulance of jlllymenb;. The Trl'tlsury ]lrogrillll strlletun! ('(l

fieets the operating elcments of the Departmcnt, \\'hich arc flludud 
principu,lly by annual appropriations fmd, to a lesser cxtC'llt, lhrollgll 
reimbursrll1ents and miscellaneous funds, 

The Department's functions are grouped into fivc program eu.te
gories, Expansion of revenue collection operations, purtir:ulurly 
11Ilditingof tux returns, as a result of growth in t}ll' lllllnbr!r .and 
compll·xity of tax returns filed, requires substtlntially illen'(l~ed 'jJro
gram fnnding, Not inclUUe<lill tho progrum strueturl' llfC interl~;;L 011 
the ]lublic debt, which accounts for most of the Depurtm('nt'~ bu<Jg:<!t 
authority, and several permanent appropriations, These tlre a~gfe
gated in the adjusting entry in the table, 
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Table 5-11. PROGRAM DISTRIBUTION OF BUDGET AUTHORITY 
DEPARTMENT OF THE TREASURY (in millions of dollars) 

Program category and subcategory 

Administration of Government finances: Puhlic debt __________________________________________ _ 

Issuance. p~~n:'ent. and servicing of Government checks __ 
General actlVltlCs _____________________________________ _ 

Category total. __________________________________ _ 

Collection of revenue: 
Revenue accounting and processing _____________________ _ 
Taxpayer assistance and services _______________________ _ 
Delinquent accounts operation ________________________ _ 
Delinquent returns operation ___________________________ _ 
AudIt of tax returns ___________________________________ _ 
Tax fraud invesligations--taxpayers in general. __________ _ 
Taxpayer appeals ________________________ • _____ • _____ _ 
Alcohol and tobacco revenue and regulatory controls ______ _ 
Collection of customs dulies ____________________________ _ 
General activities _____________________________________ _ 

Category total. __________________________________ _ 

Manufacture and distribution of coins. currency. and other 
finan~i~1 instruments ________________________________ _ 

Special law enforcement: 
Tax fraud investigations-racketeer segment. ____________ _ 
Aleoho} and .fire~rms investigations ______________________ _ 
Other mvestlgatlOns ___________________________________ _ 
Security res.P~~sibihlies----- ___________________________ _ 
General actlVlt1es _____________________________________ _ 

Category total. __________________________________ _ 

Policy determination and related activities _________________ _ 

Total distributed to pro;rams above ________________ _ 
I terns not included in the program structure: Interest. ____________________________________________ _ 

Other appropriations not included in the program structure_ 
DcduLLions for offsetting receipts _______________________ _ 
Intragovernmental transactions ____ - _____________________ _ 

Total budget authority. Department of the Treasury ___ _ 

1970 
actual 

65.0 
47.7 
5.4 

118.1 

171. 3 
86.1 

101.2 
25.8 

293.5 
34.3 
37.9 
19.4 
85.4 
66.4 

921.3 

20.0 

16.7 
29.6 
43.2 
16.0 
17.7 

123.2 

9.7 

1.192.3 

19.424_9 
200.4 

-1.187.8 
-84.3 

19,545.7 

1971 
estimate 

70.4 
46.8 
7.1 

124.3 

189.0 
93.8 

106.8 
25.2 

299.8 
34.0 
40.8 
21.8 
94.7 
74.7 

980.6 

20.2 

30.7 
39.S 
49.7 
25.8 
25.9 

171. 9 

10_2 
= 

1.307.2 

20.923.7 
357.7 

-1.590.2 
-89.1 

20,909.4 

1972 
estimate 

77.2 
49.6 
7.4 

134.2 

221.4 
102.2 
114.5 
28.0 

339.3 
36.6 
43.5 
23.6 

109.5 
79.2 

I. 097. 8 

30.3 

34.4 
43.9 
56.8 
37.5 

156.7 

229.3 

11. 2 

1.502.8 

21.273.4 
397.8 

-1.878.2 
-90.5 

21,205.4 
------ --------- - --------------------

I Includes $36.5 million for construction of facilities, Federal Law Enforcement Training Center. 
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Twelve Month Report of the Treasury/IRS 
Narcotics Trafficker Tax Program 

--- -------------

During the first year of operation--July 1, 1971, to June 30, 1972-
the Treasury/IRS Narcotics Trafficker Program has accomplished the 
following: 

1. 793 major targets in 40 states, 53 metropolitan areas and 
the District of Columbia were selected by Treasury's Target Selection Committee 
nnd referred to the IRS for intensive tax investigation (see attached Tablc n. 
Under the direction of IRS Commissioner Johnnie M, Walters, 410 Treasury 
Agents and 112 support personnel are presently conducting the intensive tax 
investigations. In addition, 565 minor traffickers are under tax action. 

2. $54. 2 million in taxes and penalties have been assessed under 
the program, of which more than $8.5 million has already been collected in 
the form of cash or valued property. This is $1 million more than the $7.5 
million appropriated for the program by Congress. We are now using the drug 
traffickers' illegal profits to put them out of business (see attached Table II). 

3. Six men have been convicted on criminal tax charges; 15 other 
criminal tax cases are pending in Fed"ral Distr;"t Courts in Ncw York, Miami, 
Detroit, Los Angeles, San Francisco, Indianapolis, Baltimore, and 
Washington, D. C.; and anoth"r 35 investigations have been completed with 
prosecution recommendations. Investigations were completed in an additional 
78 cases with civil assessments and pcnalties determined in 64 cases. 

We believe this represents a substantial achievement. By focusing 
attention on the persons responsible for the narcotics distribution, this program 
is making a majol' additional contribution to the President's offensive against 
drug abuse. 

The word for the drug traffickers is to get out of the illegal drug 
traffic or face up to intensive tax investigation. 'I'his word should be spread 
in every city and town in the United States. We have institutionalized this 
program. Everyone in this illegal business should realize that they will be 
subjected to tOl'~h tax scrutiny. 

The program's objectives--to take the profit out of the illegal traffic 
in narcotics and thereby further disrupt the trafflc--are accomplished in two ways, 

1. Major targets, by conducting systematic ta'; investigations of 
middle and upper echelon narcotics traffickers, smugglers, and financiel's. 
These are the people who frcq'lcnlly are insulated from the daily opcrations of 
the drug traffic through intermediaries. 
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2. Minor targets: by the systematic drive underway to seizc--
to be applied to taxes and penalties owing- -lhe substantial amounts oC cash 
that are frequently found in the hands of minor narcotics traffickers- -lhose 
below the middle and upper echelon level. 

Computers are now being used in lhis program to (acililate the year in. 
year out scrutiny of the finances of these narcotics traffickers. By computerizing 
our information. we will be able to examine systematically and quickly each 
major and minor trafficker targeted under this program. 

Although all of the penalties and taxes that have been assessed may 
not be collected, lhe impact of this program on the narcotics traffic is already 
subslantial and increasing each month. 



Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 
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District of COlumbia 

Florida 
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Indiana 

Louisiana 

I·raine 

Maryland 

Massachusetts 

Michigan 
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Missouri 
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TWELVE MONTH REPORT 

TABLE I 

J.iETROPOLITAN AREAS 

Mobile 

Anc~.orage 

Phoenix-tucson-Yuma 

Little Rock 

Los Angeles-San Diei;~ 
San Francisco-Oakland 

Denver 

Hartford 

Wilmington 

l1ashington 

J.iiami 

Hone' lulu 

Atlanta 

Chicago 
Springfield 

Indianapolis 

New Orleans 

Bangor 

Baltimore 

Boston 

Detroit 

St. Paul- Minneapolis 

Gulfport 

St: Louis-Kansas City 

Las Vegas 

CO~WLETED 
~ INVESTIGATlO ... '<S 

2 

1 

35 

2 

·39 
33 

8 

.12 
:-1 

17 

64 

10 

19 

40 
4 

8 

12 

1 

6 

lZ 

S3 

2 

1 

10 

:; 

io 
3 

:; 
. ~ .. 

4 

17 

6 

2 

4 

1 

1 

6 

2 
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COHPLETED 
~ METROPOLITAN AReAS TARGETS INVE3TIGATIC)lS 

New Hampshire Portsmouth 2 1 

New Jersey Newark-Camden 52 6 

New Mexico Albuquerque 9 2 

New York Alb~ny 4 
Buffalo 9 
New York City & Suburbs 130 30 

North Carolina Greensboro-Charlotte 16 1 

Ohio Cincinnati-Dayton 9 
Cleveland 7 

Oregon Portland 11 1 

Pennsylvania Philadelphia 40 1 
Pittsburgh -"' 15 5 

Rhode Island Providence 1 

South Carolina Columbia 5 1 

Ter.nessee Nashville-Memphis 5 

Texas Austin-Houston-El Paso 41 11 
Dallas 3 1 

Utah Salt Lake City 2 

Virginia Richmond-Norfolk 24 
Arlington:Alexandria 

Washington Seattle 11 2 

West Virginia Parkersburg 1 

\-1isconsin }!ilwaukee 1 
793 J:JIj:' 

" , 

Trc'l:?ury .DepartlllC!nt 
Off icc of Law Enforcement 

June 30, 1972. 
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TWELVE MONTH REPORT 

TABLE II 

Major Target Assessments: 

18 
19 

Regular Assessments 
Jeopardy Assessments 1/ 
Tax Year Termination Assessments ~I ~ 

Total 

~!inor Target Assessments: '2./ 
Jeopardy Assessments 
Tax Year Termination Assessments 

Total 

70 

36 
529 

565 

Total Assessments involving Narcotic Traffickers' 

Seizures involving Narcotic Traffickers: 

Currency 
Property 

J.!aj or Tarllets 

$ 1,763,213 
86,738 

~!inor Targets 

$ 5,449,923 
1~~49, 828 

Total Dollars Seized 

Cases Recor.~ended for Prosecution 

Criminal Tax Cases in U. S. Courts 
awaiting Trial 

Criminal Tax Convictions 

~ 

$ 4,373,126 
18,764,281 

7,974,616 

$31,112,023 

$ 863,712 
22,256,438 

$23,120,150 

$54,232,173 

$ 7,213,136 
1.336,566 

$ 8,549,702 

3S 

15 

6 

11 Jeopardy assessments nre assessments of taxes made where a return 
nas been filed or should have been filed, but where circumstances 
Cixist under \'lhicl1 delay might jeopardb.e the collection of the revenue. 

~! Termination of tax yenr is a computation of the tax due and 
a~sessment made where the time for filing ,he return has not becor.lC 
due lihere circumstances exist under which delay might jeopardize 

. collection of the revenue. 

3/ These are assessments made as a result of seizures by other lat< 
cn:'orcement agencies of cash or other assets against current income 
of narcotic traffickers where delay might jeopardize COllection of 
the revenue. 

Treasury Department 
Office of Law Enforcement June. 30, 1972 
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Sevenlcen Monlh Hcport oC the Treasury/IRS 
Narcotics TraCficker Tax Program 

During November. Treasury Agents and support personnel oC lhe 
Inlernal Hevenue Servicc seized a.ld collected $2.4 million Crom narcotics 
traCricket's and made assessments oC $5.4 million. In addition, 68 new major 
tal'gets were seleclcd and 157 minor largets were placed under tax action. 

In the Conrts. 2 traCrickers were convicted. and 4 indictments were 
returned. The Treasury has recommended an additional 11 cases for prosecution. 

The additionallargets expanded the program into one new slate. 
South Daleota. and eight metropolitan areas--Aberdeen. South Dakola; Augusta. 
Georgia; Peoria, Illinois; Annapolis, l\1aryland; Reno, Nevada; Chattanooga, 
Tennessee; Fort Worth, Texas. and Bridgeport, Connecticut. 

The 17 months result oC this program are as follows: 

1.175 Major Targets and 1.239 Other Traf:.ickers 

In 46 slales. 82 metropolitan areas and the District of Columbia. 
1.175 targets have been sel~cled by Treasury's Target Selection Committee 
and referred to the IRS for intensive tax investigation (see attached Table I). 
Under the direction oC IHS Commissioner Johnnie M. Walters. 550 Treas ... ry 
Agents and 112 support personnel are presently conducting these investigations. 

The Congress has passed a supplemental appropriation of $4. 5 million 
which will increase the number of Treasury Agents to 648. 

In addition. 1.239 minor tal-gets traffickers are under tax action. 

$82.5 Million Assessed--$15. 6 l)ilillion Collected 

$82.5 million in taxes and penalties have been assessed und~r the 
program. oC which more than $15. 6 million have already been collected. 
The drug traffickers illegal profits are being used to put them out of business 
(sec attached Tables II and Ill). 

20 Convictions + 44 Indictments + 61 Prosecution Hecommendations = 125 

Twcnty men have been convicted on criminal tax· charges; 41 other 
criminal tax cases are pending in Federal District Courts in Atlanta. lIHami. 
Detroit. Los Angeles. San Francisco. Seattle. Boston. Indianapolis. Baltimore. 
and Washington. D. C .• and in other araas; and another 61 investigations have 
been completed with prosecution .-ecommendations (sec attached Tables 11 and JJI). 
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Hi~sissippi 

~lissouri 

Nebraska 

Nevada 
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NETROPOLITAN AREAS 

Gulfport 

St. Louis-Kansas City 

Omaha 

Las yegas - Reno 

. -keli Hampshire Portsmouth 

New Jersey Newark-Camden-Trenton 

Nel-t Mexico -Albuquerque 

Hew York Albany 
Buffalo-Rochester 

,New York City 

North Carolina Greensboro-Charlotte 

Ohio 

OI,lahoma 

Oregon 

'Pennsyl vania 

,Rhode Island 

Cincinnati-Day ton-Columbus 
Cleveland-Toledo -'-

Oklahoma City 

Portland 

Philadelphia 
Pittsburgh 

Providence 

,.south Carolina Columbia 

.Sou th Dako t ~ 

, 
~.TeAas 

Utah 

'Virginia 

-Washington 

;l'lest Virginia 

l'1iscons in 

Aberdeen 

Nashville-Memphis-Chattanooga 

Austin-Houston-El Paso 
Dallas-Ft. Worth 

Salt Lake City 

Richmond-Norfolk 
Arlington-Alexandria 

Seattle 

Parkersburg 

Milwaukee 

Office of Lali Enforcement 
~reasury Department 

TARGETS 

3. 

21 

3 

5 

4 

67 

11 

14 
20 

157 

17 

17 
24 

3 

18 

42 
39 

6 

5 

1 

8 

51 
B 

6 

2B 

24 

1 

_ 5_ 

1175 

t:UNt'LETI'D 
INVESTIGATIONS 

11 

Z 

7 

5 

1 
3 

55 

1 

4 

2 

11 
2 

2 

'5 

_1 _ 

239 
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SIWENTEEN M9NTH REPORT 

DEPARTl-IENT OF TIlE TREASURY TABLE 

'fREASURY/INTERNAL REVENUE SERVICE NARCOTICS TRAFFICKER PROGRAI,I 

RESULTS AS OF DECnlBER' I, 1972 
CO~IPl.ETED 

~ METROPOl.ITAN AREAS ~ INVESTI GA TI O)lS 

Alabama Hobile 13 2 

Alaska Anchorage 1 

Arizona Phoenix-Tucson-Yuma 61 9 

Arkansas Little'Rock 3 

California ',os Angeles -San Diego 4S 22 
San' Francisco-Oakland 42 7 

Colorado Denver 12 2 

Connecticut: , Hartf0,rd- Bridgeport 16 2 

Delliware Wilmington ,." 1 

District of Columbia Washington 22 5 

FloL'ida ~!iami -Jacksonville 9S 27 
Tampa-Orlando 

Ha11aii Honolulu ro, 1 

Georgia Atlanta-Augusta 31 12 

Illinoi.s Chicago-Springfield 61 7 
Peoria 

Indiana Iudianapolis-Gary 12 '3 

IOl'Hl Des Moines 4 

Kansas LalofTence 1 

. Kentucky Louisville-Covington 6 
Newport 

Louisiana New Orleans 16 2 

Maine Bangor 1 

I~aryland Bal t.imore-Annapolis 14 3 

Massachusetts Boston 24 3 

l.fichillan Detroit 71 15 

Minnesota St. Paul.l-linneapolis 5 
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~~y"ENTE:E~ 1I10NTH REPOHT 

TABLE II 

Major Target Assessments: 

Regular Assessments 
.Teopardy Assessments 1/ 
Tax Year Termination II 

Total 

l·linor Targe t As s eS smen ts: 2/ 
Jeopardy Assessments 
Tax Year Termin~tion 

Total 

189 
43 

.2L 
283 

91 
~ 

1239 

Tot-al Assessments involving Narcotic Traffickers 

$11,052,523 
19,450,434 
9,172,179 

$39,675,136 

$ 2,862,639 
39,997,320 

$42,859,959 

$82,535,095 

Collections and Seizures involving Narcotic Traffickers: 

Currenc)' 
Propert)' 

Major Targets 

$3;163,904 
141,463 

Hinor Tar~ 

$10,237,426 . 
2,082,999 

Total Dollars Seized & Collected 

Cases Recommended for Prosecution. 

Criminal Tax Cases in U.S. Courts 
allai ting Trial 

Criminal Tax Conviction 

Total Criminal Cases 

$15,625,792 

61 

44 

.2L 
125 

1/ Jeopardy assessments are assessments of taxes made where a retD¥n 
Tias been filed or should have been filed. but I~h"re ciTcu,"s tances 
exist under which delay might jeopardize the collection of the 
revcmue. 

2/ Termination of tax year is a computation of the tax due and "sse~; 
ment made "here the time for filing the return has not become due 
where circumstances exist under which delay might jcopBrdi:e the 
revenue. 

3/ Tltese arc assessments made as a result of seizures by other 1m; 
enforcement agencies of cash or· other assets agains t current incorlC/ 
of narcotic traffickers where delay might jeopardize collection of 
the revenue. I 

Ireasury Department 
Office of Lnw Enforcement 

"'-

i 
I)ecer.ibcr 1, 197' 
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'I Hc!orcpoll tl:!n Arono 

A~lnnh~ Ca. 
A\1:;t1..1n .. i-!ouston-El P:l:Jo, Tex. 
S:l.2t!;o:cre:, nd .... \:13shlngt.cn, D.C. 
Eosten, HlSS_ 
"urrol0, N.Y. 
Clov~lilr.d, O:;~o • 
C!l ic"cc-~rr1r.Crlo1d, Ill. 
r::"'rolt., fllcn. 
Ch;lI'lot.tc-Cr..::cn,b~ro, N.C. 
~:i.· ... l-J",=~sc:'l\'111c ... i'iln?Dr nne 
Los ';r.~cles-S:1n Odeo, Calif. 
~:-c;:Dr~-C;7~jm .. 7r~r.tcn, n.J. 
N.,· York CI t)' 
P~\h~elj~1<1, Pc:;ns.. 
iho('ntx .. Tuc:ton, Ari'Z.. 
Flt.t.~burch, rcr .. "lc.. 
510 F:,,~nthcc-C .. kl:1n::l,. C.11f. 
SC<ltt~c .. Toccr,.'\p 'fJash. 
St.. Loui!', Ho. 
R!ct'.:-;cnrl .. :\orfolk-Arl ington, Vo.. 
Ct~.'Jr 

'l'otals 

SEVENTEEN'MONTH REPORT 

.' 

TABU III 

! ~Djor lDrcct Procr:1.":1 
! 

~,,-~bor 
: 

As:;csslt:cnt.:J Dol1ar~ Seized . P.R. r. 

lli $ 415,977 $ 28.511 $ 4 
15 1,576.S1S 54,220 ) 1 
11 l,)62,~fi2 ) 1 
5 5,561,e15 22,183 2 1 
) 16,)0) 1 0 

0 0 
10 )ll,7l) 16,850 ) 2 
17 l,2~2,166 1),555 h ) 

) 16),9)) 15,2110 2 0 
)2 aO,16),65) 1,)CO 2 11 2, 915.h1t1 59,2)G 4 1 
III ),721,619 1,6,6 0 2 

S~ 7,50),7)0 1,621,027 10 ) 
2c6.19~ 16,000 1 0 

l~ 21:0,1122 5,620 ) 2 
)6,609 2,e!,) ) 1 

12 760,68V 79,604 2 ) 
S 137,0)0 35,000 1 2 
9 l,019j79) 5,573 2 2 , 145,7)4 11,274 1 0 

33 4 100 742 274 III 9 5 

28) $)9,675,1)6 $ 2,26),686 61 44 . . 
uouar3 S.c:izcd includc3 Do'!.h prC"rcrt.y D:'.d currency 
P.R. - Cnscs Reco~;..":\endud tor Pro:..ccution 

l, 

!. - Crill)inal Case:; in U. S. Court.s a;;ai tine Trial 
C. .. Criminal Cotwictions 

C. , Nunl:ar 

0 37 
0 91 
5 2 
1 67 
0 19 
0 12 
0 73 
2 69 
1 )4 
4 49 
1 177 

° 27 
1 106 
0 41 

° 56 
1 11 

° 61 
1 13 
2 3 
0 ", 
1 270 

20 1239 

U.S. Trea~ury Dcr'Ati.mcnt. 
Ortico or 1..,,, En!orcc"cnt 

Hinor 1argot. ProerM 

A:Jsos:Jnont:l Dollars Sahcd CollecUon. 

$.. 476,43) $ 136,797 $ 67.877 
1,629,0)8 el7 ,"~7 

2)0,0)4 44,B79 93,636 
2,1)2,P.B7 542,562 

11.9,)26 62,122 
69(1,r,~6 11),)75 

2,26L.I,21 170,008 
1,)10,51111 )67,ec6 692,OGO 

)2n,~CO 53.9P9 10,052 
762,032 593.59L 142,677 

lC,291,E)6 1,)25,C02 
'1,502,991 1:69,317 
'7,7910,275 ',766,26L 

'. 711,,073 J7o J ,.L7 
1,1016,699 ))7,765 

451,202 120,752 6,lh4 
2,5n2,6~0 5J1,16J 

221. .9J2 122,?0:, 
21.7,712 27,071 
264,e80 15,1:)6 26,e9$ 

7 )9J C6B 1 75) 073 

$42, U59. 959 $ 12.320,1.25 $ 1,041,1.61 

Docomber 1, 1972 
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Calendar No. 904 
94TH CONGRESS } 

2dSc88ion 
SENATE { REPORT 

No. 94-953 

TREASUR~ POSTAL SERVICE, AND GENERAL 
GOVERNMENT APPROPRIATIONS BILL, 1977 

.lUXE Hi, Hl7(l.-Ord~red to be printed 

Mr. MONTOYA, from the Committee on Appropriations, 
submitted the following 

REPORT 
[To accompany H.R. 14261] 

The Committee on Appropriations to which was referred the Bill 
(H.R. 14261) making appropriations for the Treasury Department, 
the U.S. Postal Service, the Executive Offire of the President, and 
certain independent agencies, for fiscal year ending September 30, 1971, 
and for oilier purposes, reports the same to the Senate with vari
ous amendments and presents herewith information relative to the 
changes recommended. 
Amount of House bilL__________________________ $8,267,636,000 
Amount of increase by Senate _____________ ...:_..:_~ __ . +~H, 524, 000 

. Amount. of bill as reported to Senate______ 8, SOl, 160~ 000 
Amount. of budget estimates of new (obligational) 

authority, fiscal year 1977_______________________ 8, 004, 892, 000 
Amollnt of new budget (obligational) authority~ fis-

cal year 1976_________________________________ 6,810,141,500 
Senate bill as reported compared with: 

.\.mount of budget estimates of fiew (obliga
tional) authority, fiscal year 1l}77 (as 
amended) ___ ..:__________________________ +296,268,000 

.Amount of new budget ( obligational) author-
ity, fiscal year 1 ~76----.:.----------------- + 1,4-91, OlH. GOO 

80-321 0 - 77 - 19 
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INDEX TO BILL AND REPORT 
psgeNo. 

BllI' Report 
Summary of the Bill __________________________________________________ 2 
Title I-Treasury Department______________________________ 2 5 
Title II-United States Postal Service_______________________ 7 18 
Title III-Executive Office of The President__________________ 7 21 
Title IV-Independ&'nt Agencies_____________________________ 12 27 

Administrative Conference of the United States___________ 12 27 
Advisory Committee on Federal Pay ___________________ 12 27 
Advisory Committee on Intergovernmental Relations__ _ _ _ _ 12 28 ' 
Civil Service Commission _____________________________ 12 28 
Commission on Executive, Legislative, and Judicial Salaries_ _ _ _ _ _ _ _ ___ _ 31 
Commission on the Review of the National Policy Toward Gambling__ _ _______________________ ___ _ _ _ ___ _ ______ 15 

Committee for Purchase From the Blind and Other Severely 
32 

Handicapped______ _ _ _ _______ _ ___ _ _ ___ _ ___ _ ______ _ _ _ _ 15 32 
Federal Election Commission_ _ _ _ _ _ _ _ _ ________ _ _ _ _ __ __ __ 16 33 
General Services Administration ______________________ 16 33 
Harry S Truman Scholarship Foundation __________________________ 44 
National Commission on Electronic Fund Transfers __________________ 44 
National Center for Productivity and Quality of Working Lue _______________________________________________ _ 

National Commission on Supplies and Shortages __________ _ 
National Study Commission on Records and Documents of 

26 
26 

45 
45 

Federal Officials ________________________________________________ 46 
United States Tax CourL______________________________ 27 46 
Defense Civil Preparedness Agency______________________ 27 47 

Title V-General ProviSions, this AcL_______________________ 28 49 
Title VI-General Provisions, Governmentwide_______________ 31 50 Tables ___________________________________________________________ 51-60 

SUMMARY OF THE BILL 

The bill provides a total amount of $8,801.160,000, which is 
$1,491,018,500 above the appropriations for 1976, $:296,268,000 above 
the amendment estimates for 1977, and an incl'ease of $83,524,000 above' 
the appropriations in the House bill of $8,267,636,000. ' 

The following table summarizes the amounts of new budget (obli
gational) authority recommended in the bill for fiscal year 1977 com
pared with amounts appropriated to date for fiscal year 1976 and ~th 
the amended 1977 budget estimates and the House bill. The tabult!tion 
by appropriation item is included at the end of the report. 
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SUMMARY 
Appropriation, 1976 ________________________________________ 1 $1,691,520,000 
Budget estimate, 1977______________________________________ 1,671,500,000 
House allowance___________________________________________ 1,671,500,000 
Committee recommend·ation_________________________________ 1,672,500,000 
Bill compared wi tb : Appropriation, 1976 ___________________________________ _ 

Budget estimate, 1977 _________________________________ _ 
House aUowance ______________________________________ _ 

-19, 020, 000 
+1,000,000 
-9,000,000 

1 Includes $45,520,000 contaIned In the Second Supplemental Appropriations Act, 1976. 

The Committee recommends an approprintion of $1.672.1500,000 for 
activities of the Intpl'l1al HI'Ve11l1e Servicl'. The recommendation" is a 
reduction of $9.000.000 below the. HOllSC' allowance [mel $Hl,020,000'be
low the fiscal year 1976 appropriation. It is an increase of $1,000,000 
ll..bove the budget estimate. , 

TAX AD)IlNISTRATION SYSTEU (TAS) 

The Internal Revenue Sel'\rice has proposed a complete redesign 
and restructuring of the current. income tax procesRing system to pro
vide tax administration data procl"ssing capability in the 1980's. The 
new plan, referred to as the Tax Administration System (TAS). has 
evolved from studies begun in 1969 to explorC' viable alternatives for a 
new automatic data processing system in the future. IRS maintains 
the prC'sent system is inadequate as four dif\'C'rent computer systems 
al'(', being used and they are not compatible, the equipment is aging, 
technological limitations exist, and future y,orkload demands will sur
pass the capabilities of the existing system. 

The Corf1.mittE'e is in sympathy with the needs of IRS. The present 
system was d(',signed as' it batch oriented system and became opera
tional in the early 1960's with centralized master records of all tax
payers processed 'and maintained at the National Computer Center. 
Two major technological improvements have been made to the system: 

Installat.ion of the Direct Data, Entry System (DDES) was 
completed in the 10 service centers in 1969. This eliminate? key
punch cal'ds and allowed operators to transcribe tax data dIrectly 
fro1)l tax returns to magnetic tape. 

The Intpgrated Data Retrieval System (IDRS) was installed 
in the sen-ice centers by 19'74 to provide immediate access to rela
tively current infonnation, based on probabili~y of inquiry, for 
about ten percent of the taxpayers' master recordS. 

The T AS proposal is based on a decentralized data processing sys
tem involving new computers at the service centers and the present 
National Computer Center would become the National Communica
tions Center to func-tion as a switching center for data transmission 
between service centers. Service centers would maintain the master 
record files OIl-line and perform all data processing associated with 
tax return information. 

The economic life of TAS is pro;ected at t.ell years with an csti; 
mated cost of $649 million for system design, implel!lentation and 
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'operating costs dllring this period. These are fiscal year 1974 costs and 
have not bren escalated to reflect inflation. A cost-benefit study by IRS 
in 1974 projects that gross benefits of $2.1 billion could accrue-in
cluding $328 million in personnel f'lRvings and $1.8 billion in increased 
revenue generated. by a projection of improvement in,the productivity 
of revenue proclucll1g personnel. 

The General Accounting Office is currently reviewing the 1974 IRS 
cost-benefit. analysis and considering potential privacy aspects of the 
proposed system. In addition, the Office of Science and Technology 
win convene a symposium in the near future to explore the technologi
cal implications of TAS on our society. 

It is the understanding of the Committee that the proposed procure
ment iE the largC'st rlntn processing project ever undertaken by the 
Federal Goyernment. Other large procurements of computers have 
experienced cost overrun;;, and development problems. For e~ample, 
the Air Force Advanced Logistics System ",vas recently cancelled after 
more than ~i75 million had be!>n spent on software development. 
Other recent computer development projects that have experienced 
difficulty haw'\ been the U.S. Army's Combat Service Support System, 
the Department of Defense Worldwide Military Command and Con
trol SYf'trm, :lnd the Federal Aviation Ag(lJl(fs )fanpo\\'(>]' and P(lr
sonnel Information System. 

Software developnlent is acutely important to the successful imple
mentation of TAS. The system must. be capnhle of managing at each 
service center a data base of 64 billion characters to be stored on discs 
and mass storage devices that are. readily accessible within 5 seconds 
at. a rnte of approximately 100,000 trnnsactions per hour. This must 
interface with a data communications system containing about 800 
terminals per service center. The Commit.tee believes that the soft
ware l'equirrcl for this systpm is not. rommercially available. and ven
dors will be required to customize off-the-shelf soitware or develop 
new software to accomplish the data base requirements. 

It is not the intent of the Committee to delay unduly the redesign 
and revitalization of the tax-processing system. However, it is incum: 
bent upon t.he Committee to insure that the approach utilized mini
mizes the riRks of failure. disruption, cost overrun, and waste of tax
payers l dollars. For this reason, it is the recommendation of the Com
mittee that IRS proceed to implement. the redesign and revitalization 
of the tax-processing system in a more evolutionary manner. This 
should substantially improve the probability of success and reduce the 
inherent risk. 

The Committee view is that initiation of procurement for TAS is 
premature at this time. The 197+ cnst-benefit ann lysis must be updated 
to reflect price escalation through the procurement period and results 
of the General Accounting Office studies must be reviewed and their 
l'ecomme~dutions .incorporated in the system procurement plan. 
AlternatIve evolutIOnary system development plans must. be consid
('red by IRS which will provide for improving the probability of 
successfully implementing an optimum systems solution while reduc
illg ~he probability of cost overrUl~s. fln~ failure of tl~e s,Ystem. An ex
ample would'he for the IRS to utIh~e Its currently, avaIlable technol-

1 
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"O[!}" and equipment 'Where feasible while performing the initial pilot 
Hll<l prototype testing- to immre the feasibility and efi'ecti veness of 
major critical system components and subsystems, This approach 
should reduce the cost. and expedite the testing· and development 
process. 

The Internal Revenue Service is directed to provide the Committee 
"..jth complete details of the revisl'd cost-benefit analysis and procure
ment~ development, and implementation plans prior to hnplemf'nting 
any action toward procurement of the Tax Administration System. 

SALARIES AND EXPENSES 
ApproprIation, 1976 ____________________________________________ 1 $45, 825, 000 
Budgelt estimate, 1977__________________________________________ 46,700,000 
Rouse allowance ____________________________________ .__________ 46,700,000 
Committee recommendation____________________________________ 46,700,000 
Bill compared with: 

Appropriation, 1976________________________________________ +875, 000 Budget estimate, 1977 _________________________________________________ _ 
House allowaIl&e---___________ . _______________________________________ _ 

1 Includes $1,325,000 contained In the Second Supplemental Appropriations Act, 1976. 

The Committee recommends conC11rrence with the House allowance' 
and {'he budget estimat~ of $46,700,000 and 1,774 permanent personnel 
positions. This is an increase of $875,000 and a reduction of 92 posi
tions from the fiscal year 1976 level of activity. 

The SaJaries and Expenses appropriation provides for the overall 
direction of the Internal Revenue Service, for program planning and 
dl'termining resource needs, for managing its administratiw support, 
and for the maintenance of employee integrity and internal controls. 
The appropriation consists of two activities, Executive Direction and 
Internal Audit and Security. 

ACCOUNTS, COLLECTION AND TAXPAYER SERVICE 
A})propriation, 1976-__________________________________________ '1 $791, 740, 000 
Budget estimate, 1977 _____________ ------______________________ 789,900,000 
Bouse allowance __________________ .___________________________ 795, 900, 000 
Committee recommendatioo___________________________________ 790, 900, 000 
Bill compared with: . Appropriation, 1976 ______________________________________ _ 

Budget (lstimate, 1977 ____________________________________ _ 
House allowaoce ____________ ._-__________________________ _ 

-840,000 
+1,000,000 
-5,000,000 

1 Includes $20,240,000 contaIned hl tEe Second Supplemental ApproprIations Act,_1976. 

"Tlle-Committee recommends an appropriation of $790,900,000 and 
35,132 permanent personnel positions. T4is is a reduction of $840,000 
and 1,421 positions from the fiscal year 1976 appropriation and a re
duction of $5,000,000 and 701 positions from the House allowance. 

The Accounts, Collection and Taxpayer Service (ACTS) appro
priation provides funding for four act.ivIt.ies: Data Processing Opera
tions, Statistical Reporting, Collection, and Taxpayer SerVIce. 

The Data Processing Operations Activity is responsible for receiv
ing and processing tax returns, issuing reflmds and notices, and ac
counting for revenues. Stat.istical Reporting includes preparation of 
statistic.al information on income and other aspects of the tax system. 
The Collection Activit.y is responsible for collecting unpaid taxes and 
securing unfiled returns. TnxpaYPI' Scn'ice aids voluntary compliance 
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with Federal tux laws on the part of all taxpayers by informing them 
of tlwil' responsibilities and by providing service ·which will assist 
them in meeting their obligations. . 

The Committee> is concerned with the proposed reduction of 1,577 
positions from this appropriation. Testimony revealed that approxi
mate ly 1,700,000 If'wer taxpayers would rec('ive assistance in fiscal year 
1977 than in 1976. Therefore, the Committee recommends denial of 
the proposed reduction of 156 positions and $1 million from the fiscal 
year 1976 level for taxpayer assistance. This Committee has been in
stru,me>ntal in providing resources for this activity and the Internal 
Revenue Service is directed to cont.inue the resources for taxpayer 
assistance at the fiscal year 1976 level. 

COMP:UIANCE Appropriation, 1976 ___________________________________________ '$853,955,000 
Budget estimate, 1977_________________________________________ 834,900,000 
House aUowance _________________________ .. ___________________ 838,900,000 
Committee recommendation___________________________________ 834, 900, 000 
Bill compared with: 

Appropriation, 1976 _________________________________ . r----- -19,055,000 
Budget estimate, 1977 _________________________________________________ _ 
House aUowance _________ .________________________________ -4, 000, 000 

1 Includes $23,955,000 contained in the Second Supplemental Appropriations Act, 1976. 

The Committee recommends concurrence with the budget estimate 
of $8~4,900,000 and 38,409 permanent personnel positions, This is a 
reduction of $19,055,000 and 761 positions from the fiscal year 1976 
appropriation and $4,000,000 and 675 positions from the House 
allowance, 

The Compliance appropriation provides funds for those activities 
of the Internal Revenue Service which are primarily responsible :for 
assuring compliance with the tax laws. It also funds spe~ial law en
forcement programs assigned to the Service, 

l .. {ajol' programs include audit of tax l'ebrns, the appellate process, 
tax fraud and special investigations, technical rulings, legal services, 
and the Employee Plan and Exempt Organizations actiVIties. 

The Committee is concerned with the magnitude of the reduction 
proposed by the administration :for this activity. However, it is the, 
view of the Committee that abuses of tiuthority have occurred under 
activities funded by this appropriation. During recent years, over 
$28 million and 1,277 positions fun~d from this appropriation were 
involved with Department of .J ustice strike forces and related activi
ties around the country. The Committee believes these 
resources could be more properly used to ensure com
pliance with the tax laws of the United states. 
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Calendar No. -286 
94TH CONGRESS } 

1st ,sessio]« 
SENATE { REPORT 

No. 94-294 

TREASUR Y, POSTAL SERVIOE, AND GENERAL 
GOVERNMENT APPROPRIATION BILL, 1976 

JULY 22 (legislative day, JULY 21), 1975.-0rdered to be printed 

Mr. MONTOYA, from the Oommittee on Appropriations, 
submitted the following 

REPORT 
[To accompany H.R. 8597] 

The Oommittee on Appropriations, to which was referred the bill 
(H.R. 8597) making appropriations for the Treasury Department, the 
United States Postal Service, the Executive Office of the President, 
and certain Independent Agencies for the fiscal year ending June 30, 
1976, and the period ending September 30, 1976, and for othe.r purposes, 
reports the same to the Senate with various amendments and presents 
herewith information relative to the changes recommended: 
Amount of House bilL __________________________ $6,265,532,152 

Amount of increase by Senate____________________ +73,422,848 

Amount of hill as reported to Senate________ 6,338,955,000' 

Amount of budget estimates of new (ohligational) 
authority, fiscal year 1976_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 6, 330, 463, 000 

Amount of new budget (obligational) authority, 
fiscal year H)75 ______________________________ 8,193,909,500 

S(\nate biII as reported compared with: 
Amount of budget estimates of new (-bbligational) 

authority, fiscal year 1976 (as revised) _ _ _ ____ +8,492,000 

Amount of new budget (obligational) authority, 
fiscal year 1975 _________________________ -1,854,954,500 

---I 
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INDEX TO BILL AND REPORT 
PngeNo. 

Bill Report 
Summary of the BilL ________________ - -_ -- - _ -- ------ - -- _____ _ 
Title I-Treasury Department- ______ - _____ -- - - - -- - - _ -- - _____ _ 
T~tle II-United I?tates ~ostal Service; _______________________ _ 
TItle III-ExecutIve Office of the Presldent ____________________ _ 

1 
2 5 
8 21 
9 25 

Title IV-Independent Agencies: 
Administrative Conference of the United States ____________ _ 16 35 
Advisory Commission on Intergovernmental Relations ______ _ 
A~,:isory 9ommitte? op Federal Pay ______________________ _ 
CIVIl ServICe COmll1lSSlOn ________________________________ _ 

16 35 
16 36 
17 37 

Commission on the Review of the National Policy Toward Gambling ___________________________________________ _ 
Committee for Purchase from the Blind and Other Severely 

20 41 
Handicapped ______________ " ___________________________ _ 

Federal Election Commission _____________________________ _ 
20 41 
21 42 

General Services Administration __________________________ _ 21 43 
Harry S Truman ticholarship Foundation __________________ _ 
United States Tax Cuurt ________________________________ _ 

34 54. 
34 55 

Defense Civil Preparedness Agency _______________________ _ 34 55 
Title V-GenNal Provisions, this Act _________________________ _ 
Title VI-General Provisions, Government-wide ________________ _ Tables ____________________________________________________ _ 

36 57 
39 

58 

SU.tIUIARY OF THE BiLL 

The bill provides a total amount. of $6,338,955,000 which is $1,854,-
954,500 under the appropriations for 1975, $8,492,000 over the 
revised estimates for 1976, and an increase of $73,422,848 over the 
appropriations in t.he House bill of $6,265,532,152. 

'rhe folhnving tables summarize the umounts of new budget (obliga
tional) authority recommended in the bill for fiscal year 1976 com
pared with amounts appropriated to date for fiscal year 1975 and with 
the revised 1976 budget estimates and the Hom;e bill. '1'ho tabulation 
by appropril1tion itom is included at the end of the report. 
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SUlIHIARY 
appropriation, fiscal year 1975 _______________________________ ' $1,586,570,000 
Budget estimate, fiscal year 1970_____________________________ 1,655, 778, 000 

'l'ransition period (July-l::lepteIlllier 1070) _____________ 415, 000, OUO 
House allowance____________________________________________ 1, 634, 000, 000 

Transition period (July-Septemlier l(76) _____________ 408,500, OUO 
COIllmittee recommenClution__________________________________ I, {HtI, 000, 000 

Transition period (July-l::lepteIlliler It17ti}_____________ 412.,2;:'0,000 
Bill cOIllpared with: 

Appropriation, fiscal year 1\)75 __________________________ _ 
Budget estimate, fiscal year 1970 ________________________ _ 
House allowance _______________________________________ _ 

Transition pel'iou (July-l::lcvtemlicr 1U,6) ____________ _ 

+02, 430, 000 
-0,778,000 

+15, 000, 000 
+3, juU, 000 

1 Includes $42,uOO,OOO containeu ill the Second ~ullIJlpillental Allproprialions 
Act (l'ublic Law U-1-32) and a rescission of $;)30,UOU containeu in l'ublic Law 
U4-14. 

The Committee recommends an appropriation of $1,6,H),OOO,OOO for 
activities of the Internal HCYClIUC :-jPJ'dce. This is an increase of 
$15,000,000 over the House allowance, a reduction of $6,778,000 from 
the budget estimate and an incrcase of $62,.,1,00,000 over the fiscal year 
1975 appropriation. 

The additional fundillg for pl'l'sollncll'cCOlllll1cndcd abon' the House 
allowance will provide stuffing to snppolt inCl'Caselt tax administration 
responsibilities of the Internal HeYellue SeI'\'icc relating to the Free
dom of Information Act, the Primey Act, the Tax Hecluction Act, the 
Employee Hetircmcnt Jllcome S('C'urity Ad, alld the Social Secllrity 
Amendments of 1974:. 

SA~ARIES AXD EXPEXSBS 

Appropriatioll, fiscal yell.~ __________________________________ '$41,970,000 
Budget estimate, fiscal year 1U,6_______________________________ 4u, 200, 000 

Transition period (.July-Septcllllier 1976) ________________ 11, 6~0, 000 
House allowance_______________________________________________ 44,000, 000 

'l'ransition periOd (July-September 1970) ________________ 11,000,000 
Committee recommendation __________ . _____________ .. ____________ 44,500, (l00 

Transition period (July-SeptemlJer 1976) ________________ 11,120,000 
Bill compared with: 

Appropriat~ion, ¥Seal year 1975 ____________________________ _ 
Budget ('stlmatc, fiscal year 1976 __________________________ _ 
House allowunce __________________________________________ _ 

'l'ransitioll period (July-Septemlier 1976) _______________ _ 

+2,030,000 
--760,000 
+JUU,!)OO 
+120,000 

1 Includes $1,500,000 contained in the Second Supplemental Appropriatiom:l Act 
(Public Law 94-32) and It re£cission of $530,000 contained in Public Law 94-14). 

The Committee1'ecomm('l1ds an approprIat.ion of t.4& '5001000 a.nd 
1,RGG permanent positions. This is an inl'l'('ase of $500,000 ancl24.~osi
tiOllS o\-e1' tlw Huuse allowance, a rcduct irlll of $760,000 and 16 POSltlOllS 
from t h(' blHlget estimate, ancl an illl'I'l'llSe of $2,.)80,000 IIml 61 
positions aiJo\'p til(' fiscaJ yf'Hl' lUi;} HPPI'OjJl'iatioll. 

Tho Salaries and Expenses appropriation provides for the ovcl'lll! 
direction of the Internal Hevenue Servicc, for program planning and 
dctel'minil1g resource needs, for managing its administrative support, 
llUll for the maintenance of employee integ~-ity and internal controls: 

I 
I 
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The nnpropl'iatioll cOllsists of tlYO acth-ities, Executive Direction and 
rnter~al.Auc1it and Security. . 

AccoUJws, COLLECTI('l\" AND TAXPAYEU SEUVICE, 

Approprintion,fl>:cal year 1975 ________________________________ 1 $733,600,000 
Budget e~timnte, fiscal renr 1076______________________________ 772, Hi'll, 000 

Trnllf;itioll periol1 (Ju]y-I';elllelllllt'r 19(6) ______________ Ul:l, 805, 000 
UOltse allowalwe_____________________________________________ 7GG, 000, 000 

'.rran~itiou 11eriocl (.July-SPlltembC'r 1076) ___________ .,.__ 1Dl, 2;;0, 000 
Comrnittpp recoJllJn(!lldnti~:l___________________________________ 771, GOO. 000 

Tr:mf'ition pcriO(I Puly-Sclltemller 107H) ______________ 10:2.1>,;;,000 
Bill com]ltupd with: 

"' PllJ"oprintioTI, !hwal YN\ r If\7~_ ----- --------------------'f-
JJlldgpt ef'am!! I'c, li~ral year 1070 ________ .. ____ , ____________ _ 
IIou~e allowa nel' ________________________________________ _ 

TJ-ansition period (,lnlr-September In,(» _____________ _ 

+8" noo, 000 
-1,381,000 
+(), GOO, 000 
+1,625, ODD 

lIncludeH $:.!l,OOO,OOO contained ill the Secolld Supvlementnl Appropriations 
Ad. (Publie Law HI-3:.!). 

The Committpc Tf'commenc1s an appropriation of $711,500,000 and 
:1fi,641 prrmm1l'nt positions. This is an incrca.se of $6,50()~000 and 881 
addiLiona 1 positiolls aboyc the HOlls(' al1owanre, a reduetion of 
81.:1S1.000 from t}m bntlget estima\f', and an 111f'1'(>I1Se 0:1' $37.900,01)0 
lUlll Ht)l positions allow the fisf'al year 1D75 appr0priation. 

The Committee belien's the taxpayer assistance programs of the 
Int(,l'lHl.l He-wHile St'rVi('H 11:1\'e heen ('xtremely innovatiyc and suc
rr~sfllJ. Thes(' programs are of clrtinite value' to the Amf'rielm tax
payer :mcl ure to be continued. 

The. Af'cO\mt~. Colli'ction find Taxpayer Service (ACTS) Appro
priation pl'o\'idps funding for rom activities: Data Processing Oper
ations, Statistical Rf'porting l Collection, and Taxpayer SCl"vice. 

1'11<> Data Processing Operations Activity is responsib1e for receh-
ing and processing tax retllrns, issuing refunds and notices, and 
aC(,~lll!tin!!. for l'eVe~lUcs. St~tjstjca] Reporting includes preparatirm of 
statIshcal mfonnn.boll on lllcome and other features of the tax svs
tem. 1'11(' Colleetion _'\.rti vity is responsible for collecting unpaid taxes 
and securing Ilnfilecl rctul'l1s. Taxpayer Service, which became It sepa
rate organization apart from Collection in FY 1975, aids voluntarv 
~olllplil~l1cC "~ith Ff'der~] tax la,,~ ?~l .the part of all !a:,payers ?y 
llIforunng tht'lll of theIr reSpOlltilhllmcs and by provldmg sernce 
whicl~ will assist.th~m in meeting their obligations.' . 

TIllS ApprOprIatIOn funds the Office of the Assistant Commissioner 
(Accounts, Collection and Taxpayer Sen-ice) and the Accounts and 
Data Processing, Collection, and Taxpayer Service Divisions in the 

!~~~_~tj6~'~~E)'lfice the 91lices of the Assist~nt ;Regional COIllJ!lissioner 
~:'M',CTS) nd olkchon and Taxpayer tlCl'YJCE\ nf'ld opt'mtlOlls; the 
::':illtZQJiiil ,,',- Iter .C;ntl'J·. ll.t .. t\[artinsbllrg, "Yest yirgini.a; the IUS 
',,1)tlta..: ~Jlter at Det! oll, :\IlcJugan; and the ten IRS ServlCe Ccnters. 
~!tl:~:'~;~~.~:;· . -
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- > ":r" t·,;,,, (;OllIPLIANCE 
~~;~~--.~:-~-.~ ',~~.,~ . 
&;iPp~priat.ion, fiscal year 1975 _________________________________ 

' 
$811, 000, 000 

."; ~dget~stlma~e! fiscal ~ea.r 1976________________________________ 837,637,000. 
b";':;'TransltIOn perIOd (July-September 1976)_______________ 209,575,000 
r'lIimse aUowance______________________________________________ 825, 000,000 
..... ' .. Transition period (July-Septelllbel' 1976) _______________ 206,250,000 
(Jpmmittee recommendation____________________________________ l'l33, 000, 000 
. . Transition period (July-September 1976) _______________ 208. 250, 000 

~:BU1 compared with: . 
. .Appropriation, fiscal year 1975 ___________________________ 1-22,000,000 

. Budge~ estimate, fiscal year 1976_________________________ -4, 637, 000 
House allowance________________________________________ 1-8, 000, 000 

Transition period (July-Septemh('r 1976)______________ +2,000,000 

lIncludes $20,000,000 contained ill the Second Supplementa.l Appropriations 
Act (Public Law 94-32) 

The Committee recommends an appropria60n of $833.000,000 and 
39,358 permanent positiolls. This is an inerC'nse of $8,000;000 und 400 
positions aboye the H011se f,llO\YlllWC'. a l'<'dllctiol1 of $+,fi37,tH)O and !)7 
positions from the bndget estimate, and an increase of $22,000,000 and 
408 positions over the iisclll year 1117i) appropriation. 

The Compliance appr()~riation pl'oyides funds for thosc ac1.iyities 
of the Internnl ReYelluP Spl'yicp which are primal'ily respollsihle for 

I assuri.ng .c?mpliance with. the tax laws. T!lese tnx admillist~'ati~m re
• sponsIbIlIbes are s\lbstantIlll. Our countrys system of taxatIOn IS one 
I of self-assessment. It depends for its sncc~'~s oil the wil1ingnpss of tax-
payers to H:;sess their OWl! tax correctly. TIl(> oYC'l'whelming IlHljority 
of taxpaYC'l's p1'operly aSS(l~S thC'l1lsel;'·('s and pay their fltll' 1;hare. 
:Some do not. howenr. _\. substantial portion of the Sel'yice's l'eSOUl'ces 
must be devoted to c1f'tecting noncompliance and correcting it. 

The Committee recommencls $8,000,000 and the adclitiOllal 400 per- , 
sonnel positions to provirl!' nssnrance to t1l(> public that tlll' G\J\'el'll
ment is a(lministpring tIle tax laws fairly Hl1cl !'qnil'alJly. 

The Audit artiyity of the COIllP~lCP, appropriat ion is responsible 
.fOl' (lJlC'ollmging \"o1t~ll1taJ'y compJinlli'l' ,,·ith the tax laws by examining 
selectecll'ctul'11s: ('olTC'C'ting errors, and reviewing ('orrectiol1s with t.he 
taxpayers concerned. The IRS Audit program includes the examina
tion of l'!'tnrns ill such dh-el'se a·rens as indh'idllnl and fiduciary taxes, 
corpora6on taxes, ('state a11l1 gift taxC's, eXt'isC' and employment taxes; 
.and related areas. The. Audit. progrnm is the fOllndation of our yolun
tary rompliance system. The Commit.tpe dil'Pr.ts the Commissioner of 
the Internal Revenue Sen-ice to publish selC'ctetl infol'll1!ltioll find 
statistics on its Audit prQ.f!rum similar to thC' informaHon previollsly 

I providecl in "Thn Auditf-Story,:' which was discontinued. 1'h(l (;Oll1-

I mitten 'feels that such data is useful for its t1clibel'ations, as well as to 
I scholars anc1 students of tax administration. -

Th~ComIi1itteeis concerned that in recent revelations of past activi
ti~ such as Operation Leprechaun, the Service- exceeded its traditional 
an'd accepted-role of tax administrator,-and became involved in non
Itax-related matters which dl'aine/~. vnluableresources.from tax admin
jstration and tWl'ioHsly imp~ th<' goodw'm of the ~\.mericall tax
payer toward a t.ll::C s)~s~em which is l.uI:gely l'Ohm~Rry in nntUl·e. The 
dangers a<1herent 111 tlllS t.ype of actlnty are ObVIOUS, and the Com
mittee expects that; in the future the Internal Revenue Service will 
;Confine itself to proper tux administration and el?-f(lrcelnent. . 
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No. 93~1028 

TREASURY, POSTAL SERVICE, AND GENERAL 
GOVERNiVfENT APPROPRIATION BILL, 19'75 

JULY 24. 1974--1)rdered to be printed 

Mr. MONTOY,\, from the Committee on Appropriations, 
_ submitted the following 

REPORT 
[To accompany H.R. 15544] 

The Committee on Appropriations, to which was referred the bill 
(H.R. 15544) making appropriations for the Treasury Department, 
the U.S. Postal Service, the Executive Office of the President, :1nd cer
tain indepemlent aJ2'encie~ for the fiscal year ending .Tune 30, H)75, and 
for other purposes, reports the same to the Senate with various amend
ments and presents herewith information rcbtivc to the changes 
reeommended : 

SUlIll\[ARY OF THE BILL 

The bill provides a total amonnt, of $5,563,1)08,000 which is 
$fi'7!l,659,000 nncll'r the appropriations for ]flU, $54,6138.000 under 
the revised estimates for 1975, and an in(,1'eflse of $5D.'71,t()(l0 over 
t.he appropriations in the House-bill totaling $5J\O:3,794:,OOO. 

The followblg tablE's Sllmmarize the amounts of new budget. (ohli
g-at-jonal) authority rcc01l1Il1c}l<lNl in the bill fol' fiscal ycar 1n75 com
pared with !U1101111ts appropriated to dute for liscal yE'ar 11)/,J and with 
tho revised 1075 budgf't {'stimntes nnd House ~ill. The tabulat.ion by 
items of appropriation is iwlnded nt the end ofthe report. 
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B. INFRDWE1\IENT 0::-; TAXPAYER RIGHTS 

Perhaps t.he most serious problem reportrd in the tt'stimony before 
the eommittee was that of potential infringement of taxpayer rights. 

\Vhi1e discussing the usc lmd alleg<,d abuse of J<,ol)Urc~y ~\~seRs
ments, witnesses stresspd that 110 guideHnrs (other than mdIvldnal 
~iscretion) currently exist to determine the need for a~'3essment,.the 
size of assessment, 01' abatement of asseSSllwnt. The Code SectlOlls 
(iH:)1 and (i~61 allow the IRS great latitude in making Jeopardy 
,\.ssessmcnts. IRS regulations only slightly narrow this power. 
There prescnt1y exists no quick, post-assessrllent judicial review of 
sneh an nssrssB1C'nt. One witness asked that provision for a mandatory 
hearing in the proper district court be made so that the government 
\vonId be foreed to proyc that a Jeopal'cly Assessment was necessary 
and that its size was reasonable. IRS witnesses objectecl to this criti
cism on the grounds that time is ~ritical and financial fact~rs .are.not 
always easily or clearly defined In these caS/is. Howev~r, 'It· was·the 
feeling of witnesses that when the service knows enough about fin 
individual's activities to w:lnt to make a Jeopardy Assessment, it 
should know enough to moder'll.te the size of the assessment and present 
reasonable !!l'ounrls for decisions it has macle. 

In discussion of a related problem, wiblPsses brougllt, to the at-ten
Eun of the Sub~01llmittee a mechanism ca]]ed "Termination of the 
Ta.xable Year" (IRe Sect.ion 6851). If, in-the eyes of the IRS, a tax
payer plans to do anything" ... tending to prejudice or to render· 
wholly or partly ineft'ectual.woceedings to collect the income tax :£01' 
the current OJ' the preeeding taxable year ... ::, tIle- IRS may inunedi
ately terminate t.he tax year, issue a not.ice 0:£ deficiency. and declare the 
taxes due a.nd payable. Collection procedures may then be initiated. 

The problem ill this instance is that sometimes individuals under
goiI?-g ~udit .are asked to extend the period coyered by the -statute-of 
limitatlOns III order to allow the IRS more time. If the taxpayer 
refuses, the IRS can initiate theterrilination procedure. Oo~nmissioner 
Alexander has assured. the Subcommittee that lB.!::) instructions pro
hibit making actual Jeopardy Assessmentg on an indb'~dual simply 
beea usc he refuses to grant an eA-tensioll of the statute 0 ..... limitations. 
The record 'will include copies of the IRS direct-ions which regulate 
J eop~r<Jy Assessments and terminat.ions. However, the Commissioner 
seated for the record that "if a taxpayer's return is under examination 
and if the period of limitations is about to expire, und the taxpayer 
does not cooperate in extending the statute 0:£ limitations, ,YC shol1ld 
do something al,()ut it." There is clearly a difference of vit'wpoint be
twcen the testimony of some vi'itnesses and the te:;timony of the. IRS. 
The statute of limitations was cnacted to proyidc some relief :£rom 
the red penc·i1 of the auditor. II'!- normal cascs: IRS is l(\gnlly nJJo,,:ec1 
three years to ('omplet.e the audIt. If the taxpayer is trnly Ia('ed WIth 
the choice of extemling that period or facing mllnediate and unreview
able aSSeSf'1I11C'llt, the intent and value of the statnte itself seems to.be in 
. question. 
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C. PROBLEMS RELATED TO THE USE OF U.S. TAX COURT 

TCf'thnony '''liS received which indicated that small taxpayf'rs who 
decide not to respond to an IRS audit notice, but instead petition to 
the U,S. Tax ('()11rt. are subjected to nnfail' trf'fltmeut by tl'i:~ illS, 
The allC'I.!'(lliOlI \\'n~ made that in cases \"here tlir tllxpayel' decides to 
forego audit and go directly to the court, his petition is deliwl'ed by 
IRS into t.he audit c1h-ision of IRS and to a "small case coordinator" 
these uudit pel'sollnel then contuct the tuxpayel' dil'ectly in Ol'ell'l' to 
achieyc immecljate settlement. . 

A. ('olnmi'::siollC'}' of the Tux COllrt tr':'! ifiecl tllnt this pl'oc'pclnre 
call-and hus--led to harassment of the taxpayer by audit employees. 
Commissio])!,l' .\.lrxHllclel' defended this pJ'ocectul'l'. citing the Chief 
.rudge of the, Tax Court as an advocate. ,Yhen contacted, the Chief 
.Judge indicutc·d that he has personally seen no nblisP of this process. 

Of course. the> l111turul inclination ut the InS audit division is to 
settle cases fa!' the maximum amount and in favor of the government. 
The Subcolllmittee needs to probe further on the effects of the current 
pet.itioll rcierral procedure and on the statistics concerning amounts 
~ettled for in varying circumstanees. At the present time the evidence 
the Stlbcommittee has received indicates that when settlement occurs 
at the examining level the government nets lilore money than when the 
?ase goes to tax court. Are ~he. rights of the taxpaYf'r properly served 
1£ government l'eyenue IS mcreased by encouraging the taxpayer to 
uvoid use of the tax "Court? This question is clearly an important area. 
which ,must be explored. . . . : .. 

" D •. SUFFICIENCY OF AMOUNTS EXEMPT FROM LEVY 

The. Al11ericllll Bar .A~sociation testimony before the Subcommittee 
indi,'nted a ('Olll:erll tlmt thc amount of money exempt from levy by 
; Ill! J HE; wus inadequate. A qualified ~1.BA representative statecl'that 
·'.In nil era where a. succession of laws has been enacted providing for 
support and subsidy pa.yments by governments to low income individ
uals and families who are living at a. poverty or bare subsistence level, 
it is Ilnachronistic for the, Treasury to levy total earnings where to do 
~) would take all funds even if committed to other creditors and could 
It'aYe, suell It taxpayer living at a sub-subsistence level." The Bar's 
Ivt'()funwndatiolls include mnkillg at least nn additional one hundred 
(joBal's pel' week for up to four w~eks exempt from levey. This would 
require revision of the tax code. . 

E. ALLEGATIONS OF A QU01'A SYSTE)f USED BY IRS AGENTS 

l'h~. Subcommittee receivccll'epeated testimony indicating that tax
pawl'S l.w!ie\'c tlwl'e is un audit. and collection "quota system" in IRS. 
i':~:idl'll<'c submitted to the committee suggests that there is at-least an. 
ill forlllal goul system in existence. Commissioner Alexander and his 
:t,.,::;(wiatrs nre making an e1Tol't to eliminate remnants~:f this arrange
I1lel\t. hut clearly the problem may require more serious reform t.han' 
has LN'1l achieyed so far. . 

Tlh\'(luota issue results from the fact that agent evaluation is based 
, 1IIllllensnrablo achievement ang. also that personal satisfaction of agents, 

I 
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a Iltl especially of l'e,;enue offic('rs is bnsedoll numbers of cases closed or 
~l'i;mrps made. It must be clear that the Committee's estimate is derived 
ill part, from many informal talks bct.wecnMembers and ex-IRS per
SOJ1l1P], as "'c11 us staff reports. It may be necessary to make an effort 
III rl'~trlletnl'l' the goals and elmnge the crit.('rill used fO]· measuring 
::'lH'I'('Sf; in un agellt. The stress should be in finding a fair decision in 
(>\'('l'y casp: rather than on the-number of dollars collected by the agent 
I))' I'('\,\,llue officer. . . , 

JnfOl'l)Hlllr, many tax authorities acknowledge the exist\'nce of quot.a 
jll'l'SSlll'e all agents:The thousands of letters that have come to the Suh
l'ommitt('c since these hearings opened confinn the belief of many citi
j:l'ns tllflt "production goals and quotas are the 11ame of the game.". 
One high ranking IRS administrator recently illiol'llwd the staff. tlHlt 
the <inota pressure was an enduring by -product of onr emphaSIS on 
"Iirm compliance" and higher revenue levels. 

It is clear to taxpayers that. a quota system is liable to brel,d an 
nnfllil' tax s~'stem. This feeling is s'rongly expressed in the testimony 
of )frs. Barbara Hutchinson, a witness who claims to represent the 
i'l'Ilstrnted taxpayers wllO find little to cheer for in either IRS admin
istration and services or in Congressional "tax decency." 
If left to smolder, this kind of taxpayer anger can be ignit~d in 

ulIhealthy and lU1controllable rea.ction. The taxpayer revolt predlCted 
by Mrs. Hutchinson in her testimony before our committee is un
pleasant to contemplate. Lack of access to information about tax 
questions, agent arbitrariness, and an intolerant, rigid "compliance" 
!lttitude on the part of representativ~s of the government will surely 
lllcrease the chances of such a revolt. . 
~he test.imony sllnlmarizea. iiI tlie·aboveremarks, from infor~ 

mation l'(lceivl;d at last year's h,*,rings, and fJ'Om indepelldl'nt investi
gation by the staff of the Subcommit.tee, the following recommenda
tions are oft'ered for consideration by the Congress and IRS: 

1. 17111mediate effort and tangible p'l'og1'ess in reacMng oldm' tam
payers 1oithoettel' informatWn a.nd .~e7"vice. It is urged'that IRS 
computers be used to assist in providing direct contact with elderly 
taxpayers, and that. the social security network be. used to assist this 
effort to reach older taxpayers. Some Taxpayer service representatives 
should be specifically equipped to handJe the special problems of the 
aged who can come to IRS offices. For those who arc unable to come 
to the Offices, IHS telephone assistance operators must be specifically 
prepared to anticipate and fenet out the possibly inarticulate queries
of the elderly. 

2. IncZu.r;ion of P1l.olicat-ton 556, "Audit of Retu'f'1UJ, Appeal Rights, 
aM Olaims fo1' Refund," i1~ the 7ettel' to the toxpayel' 'which 110tifies 
him 01' M?' of an hnpcllding audit. This publication is currently sent 
to the taxpayer only upon request. The :-:;ubcommittee has repeate(lly 
urged that. it be sent automatically to the taxpayer who needs the info\'
ma.t,jon it contains, In addition, the Subcommittee suggests some mod- . 
est. impl:01'<'l11ents ill the publication itse1f. Tnxpayer options must be 
set ou~ ll~ clear language, a!ld the taxpay('rs mllst be fully informed 
of tllelr rlghts before an audIt. . 

3. Post J eopal'dy AS8essment Judioial Re·vieu'. The Subcommittee 
]11\.8 l'~~ested that IRS make clear to the Subcommittee within a few 



254 

,,;eeks their reas"9ns for believing tliat post~Jeopardy Assessml?nt-Judi
cial Review would be deleterious to fair collection of tax revenue . 
• Teop~y Assesment impJies a de facto seizure of property, and the 
SubCoinmittee feels that a court hearing soon after the Assessment 
would properly require the government to persuade the court of the 
necessity for and the size of the assessment. 

4. Review of the CU1'1'ent IRS practice im l ol'l)il1g pet-iti011s ?'eferred 
j1'mn the taw cow,t to IRS. The Subcommittee will insist on assuranee 
that the taxpayer is not subject to hardship or embarrassment in an 
audit contact procedure whieh he has attempted to avoid through his 
petition to the court. The present method of disposing of certain smull 
tax cases which IHl:ve been appealed to the tax court does not appear 
to he complrtf'l.v fair and ey.rnhunded. It may be that the Congres
sional intent in Internal Revenue Code Sections '741>6 and 7463 is not 
being correctly interpreted in these cases. 

5. Oontinued 7J1'odllction, CO?n7Jilation and dissemination of infor
mation COm7)lied pl'e'l.'io'..l8ly in Doc. 566'7, The Audit Story. The docu
ments used hy IRS in compiling this docunlCnt should be available 
to both the Congress and the public. The Library of Congress should 
be supplied with this information, and with any other IRS documents 
and working statistics which this Committee and Congress deem 
necessary for appropriate oversight of IRS. 

6. InC1'ea~ed training /01' tampayer se1'vice 1'epresentatives. The Sub
committl-e urges that an effort be made by IRS to revise traininO' pro
cedures and methods, and to lengthen the time allowed for tr~ining. 
taxpayer serviC'e representatives. The training period now is two to 
_!~lree ,,-eeks l?ug. This doe~ not seem.to be sufficient timeto~q~J:ll_e_~e_ _ 
persomwl With needed skills to assist the taxpayer at tbe 10calleve1. 
It should be stressed that these represcntatives are usually the only 
incliy.iduals who represent the IRS to the taxpaying public, aW.l as 
such n.re the most. llnportunt and potent force foi.' creating either a 
good or a bad image in the eyes of the public. . 

7. Inqui,ry into chm'ge8 of IRS 8ecrecy conceming Freedo?n of In
formation 1'c7ated and statifJt-ical information. The Subcommittee has 
heard many charges that IRS is renumbering statistical tables, over
eharging for printed and xeroxed material, or allowing too much time 
to elapse before information requests are acknowledged and complied 
with. ThcJ'P, may be honest disputcs concerning what information 
CUll or should be released or concerning the cost, of reproducing infor
mation. However, it is suggested that where cost alone is the factor, 
the governmcnt should bear a greater share of the cost in the interest 
of impro\"ing' tnxpayel' information and acc(','3s. Public confidence in 
the audit and collC'ction activities of IRS will result from more open 
HtC'(!SS b) information and ::;tatistics. IRS is urged to re-examine ts 
poley ('oneering' administrative secrecy and confidentiality. 

8. InQUl1'y into the continued chm'[leS of quota 8yste?n8. 
The Subcommittee has requested ongoing and periodic reports from 

IRS concprning tIl(', efforts beinlT Inltdc to assure that unc1u<~ produc
tion prcssul'C is not being exel'te~ 011 agents and officePs, ,and, through 
them, 011 taxpayers. The Subcommittee is fully aware 6f t.he difficulty 
attending the complete elimination of these pressures. In addition we 
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arc awal'e of t}ll' personal jndgments which ai·c made concel'lling the 
cxistenee of snch pressure. However, the weight of testimony clearly 
imlirates that a pervasive belief in the existence of a "quota sysl'em" 
continues. Initiative aml aggressive aetion by IRS administrators will 
be required to bring this situation under better control. 

IRS UIl'ROYE::lIEXTS 

'While this report has stressed charges and allegations made by 
,yitn.l'SSP3 before-, the R1l1)committee (~oncerning flmlts in the- IRS tax
pHWI' :-'l'l'vicC's it is plensing to also report 011 thC' major impl'OYc
mr'nts "lIi('h have bC'en made by IRS in these sel'viee areas in tlw last. 
Yl'ar . 
• First, then'has b(,('m an iucr('ase of IHS autllority at thl' l>i!"tric:t 
('ollfC'l'PJl('c len'] of Appeal. This ehange allows IUS District ('olli't'rpcs 
to com;iJer Ow, hazllrds 01 litigation in conference, and, nllows the. tax
payer the opportunity to compromise at the pal'1~' appeals levr1. The 
C'l!ang'(\ mad,s a yietol'Y for tuxpayel's. 

Seeond, IRS has init.iated a new Taxpayer Service Division. Thls 
Division will be more autonomons than the old Audit, Collection and 
Taxpayer Sel'\'ice Branch. ,\Ve cannot yet assess the effect thi~ 11ew 
1)i vision will have. for taxpayers, but. it is a step in the right dirertjon, 
and IHS is to be commended. The Subcommittee's only reservation 
concerns supervision of the new Division, which still seems to be under 
the influence of the Conect.ions Division. '\Vithout total separation of 
the management and supervision of these two activities, the change 
cou1d be mel't'ly one of name. ' 

Third, IRS 'is to be commended for the ongoing effort to improve 
form letters used in conta~U~~ ~tll~p.l1yers~_IRS machine-generated 
correspondence has been significantlychunged for the better. The 
Notice of Audit (L-04) now contains lan.6'1lage to reassure frightened 
taxpayers that an audit does not mean suspicion of fraud or wrong
doing on the taxpayer',\) part. Although it is inadequate (see Recom
mendation #2 above), mention is made in t.his notice of the avail
ability of appeals informat.ion, which is an improvement on past 
lett.ers. Overall, IRS letters are now friendlier in tone and exhibit. 
proper' J'espect for the taxpayel'. 

In summation the Subcommittee feels this year's hearings hlwe 
produced much good information and many worthwhilc suggestions 
from both taxpayers and professionals. It is clear that, we have not 
;yet achieved the taxpayer reforms which are needed, but that proO'ress 
IS being made. The Subcommittee will therefore continue to i~sist 
on, review of IRS practices and periodic reports from IRS on progress 
bemg made t.o achieve the goals of recommendations made in this 
report. 

When additional appropriations are requested, the Subcommittee 
'will carciully considt,T' the evaluation of progress in these areas. 
Particular consideration will be given to any additional needs to carry 
out the recommendations of the Subcommittee. 

60-321 0 - 77 - 20 
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INTERNAL R1WENl"F. SERVICE 

SAJ,ARIES AND EXPENSES 

A] lilroprintioll , liscnl ~'ear 1074 __________________________________ $37,087,000 
Bl1dget (",tilllate. ji.~\·nJ ycar Ifl7iL________________________________ 41, :100, 000 
H'!U~e nIlOWUIlCf' ____________ .. ____________ _______________________ 40,000,000 
Cmllm!tt~c l'CC01IJHiQlHlatioIl______________________________________ 41, DOD, 000 
Bill cOlllpared wi tIt : -

Approllriatioll. fiscal yem' lfIT4 ______________________________ +3, !)l3, 000 
Budget (,Rtimate. fiscal ycar 1075_____________________________ -500,000 
House allowullce ________________________________ .. __________ +1.000,000 

The Commi.ttC'r l'ecolllJl1C.'ncls an appropriation of S4LOOO,OOO for 
sillaries a n<1 C'xprllsC.'s of t IIr Intel'llal Jh'yem1l' Sel'Yice for fiscal year 
1975', Thr amount recommelH]p([ is $3J)1~,nOO more than the amonnt 
appl'opriatl;d for 1!J7,t: llnd $1,000,000 oyer tIl(' House all()\mnce. 

This appropriat iOll pl'tn-ides for thr o\-ern II direction of the In
ternal ReWlllll'. Service, for program pJannillg anc1c1etel'mining re
source needs, fOT Inanul-!-ing. its administrative support and for the 
maintenan('C'- of employee integrity and intrrlHll controls. 

The, COlllmittee has inst'rted hlllgnage in this and the other IRS ap
propriations to retain thr long-time authorization to the Commis
sion('l' to establish rates of payment for expert witnesse's without re
gard to the Civil Sel'vier. la\\'s and regulations. This authority is used 
to enable the Service to hire expprt, alld frrquently l'xppl1sive, wit
nesses ill tnx court casps. ,Vhilr thC' ('ourt:=; haye held that an official 
who is authorized to conduct litigation may contract for expert wit
nesses \\'11f'11 this action is Jl('cessary to prolwrly defend the Govern
nH'lli.'s interest, there is no Rppcific authority for the Commissioner to 
hire expert witnesses at required levels of compensation other than the 
inserted provision. 

The manpowC'r financed by this appropri1ttion has stayed roughly 
('onstal1t. for srvpral ypars, but. workload has increased substantially. 
The. IRS as a \dlOle has grown, requiring lllore and more kinds of sup
port prog'l'Ill1lS; t.hree new service c('nt('rs lIa Yr Ilf'en oppl1ed, requiring 
the. full rang<' of Internal Audit and Intei'nal Security programs; 
Serviep management has fOlmel real vulll(' ill "on-line andits," a tech
niqu('- for pnthwting llP\\' programs in their initia.l stages so that flaws 
GUll he C'OlTI.'cted, and is making greater u~e of this eli'C'etive but man-
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power consuming technique; a ('ol1centrated effort is being made to 
monitor program perfol'mance'nnd assure that the requirements of 
law, regulat.ion, and Service policy are fully complied with; the trans
fer of responsibility for budgeting for space acquisition and mainte
nance costs 11'0111 GSA to customer agencies has and win continue to 
l'I~quire inrreased nttention to their physical facilities; the emphm:;js on 
various Equal Employment Opportunity programs, incbding Up
ward Mobility and t.he Sixteen-Point program for the Spanish-speak
ing, all of wlJidl ],equire a substantial manpower input; and union 
reJ:atiollS Pl'og:l'alll. including multi-district, multi-service ccnter, and 
multi-regional agl'rpl11(mts. have placrd a substantial additional work
load on a static, work forcl:. Thl'8e an~ only a few examples of a c1eal' 
and contlnniug trend. -

A fmther problem is the l'rtlll'll of employees from the Economic 
Stabilization Program, Approximately 45 people are returuing to A<l
ll1il1i~trntjoJJ awl Planning ana Research. Thesr. arC' ('a1'P('1" (,ml-,]oyces 
-with retHl'Jl l'ip-hts and who Wl'l'P ::rivcn dear gnarnni e('s of jnhs in tax 
aamillistl':ttioH after termination of the. Stabilizution prop-ram. IRS 
pIannr.cl to finance these retnrnees in part from sayillgs in the support 
cost area and in part from the additional jobs l'eql1l'stpr] in the FY 
1!l'i1) 11IHIgd. 1'11(> Hous(' n110Il'itl}('(> mmlcl: of ('ourse, t'Iimillate tll(> IM
t(lr altcrnnt in>. To live within the House al101V1111f?r, IRS ,vonltl havt~ 
to ('Hminnte ! 1Il' inl'l'eas(>s Pl'oposrd ill the budget for Inti'mal A llc1it, 
Rhal'ply l'Pstl'lct l'rplacin::r vl.l.cauci('s t~at may OCCllI' in Executive Di
l'ect.ic)Jl, allrl restrict fipencling 101.' support. costs, iuelllrling training, 
travel aIld pll1'cJms('s of snpplies !lnll ('quipmcnt. 

1'he Committee's lwomDlPndntioll of $41,000,000 w0111d maintuin 
these (,J'itl('al l'esponsibmties awl provide for 1,7!)2 permanent 
positiolls. 

ApPl'Ol,rin lioll. Jll'ca1 year 1974 _______________________________ _ 
nnd~et E"timatp, fil'C't11 year 1975 __ . _______ . ____________________ _ 
House nil own !lCE' __________________________________________ • __ _ 

Comllli t tee l'l't:olllllH'llda ti Oll __________________________ - ________ _ 
Bill ('omparNl ",itl! : _ 

$610,683,000 
1 721, n25, 000 

70;). (JOO, 000 
'j'1~,(\00, 000 

Aplll'Ollrini'iOIl, fil'('ol ;year 1974 _____________________________ +1111, fl17, (Jon 
Bndg('t ('!-;till1:1t<', iisrn1 ~'enJ' ]ll75____________________________-l-i, -1~r.;, non 
House allo\\'allce _____ ~ _________________ :.._________________ +7. GOO, 000 

1 Ineluoe~ n hllcJl'Pt amendment of ::;7,G25,OnO for rate Increases tnr p08tnge. henlth hcnc
fit!;, and milengp (S. Doc. 93-H:I). 

TllC COllllllittea rccommends an appropriation of $719:GOO,OOO for 
the Accollnts, Collection lind Tnxpayer Service of the Intcl'1lal Rev
('nue SelTi('l' fo), fiscal yeal' l!)'iii. The amount recol11lllC'JHled is $101,
!)17,OOO more 1han the illl10unt appropriated fo], 1974; amI $7JiOO:OOO 
onw the House allowancl: of $705,000,000. 

This appropriation is comprised of three mnjor tlcth'ities: Data 
Processing Operatjolls, Collection and Taxpayer Serl'icl', und Statis
tical Reporting. The Data Processing' and Statistical Reporting' Ac
t.ivities are rcsponsible for receiving and processing tax retnl'1ls~ issu
ing l'eflmds und notices, revenue accounthlg and preparation of sta
tist.ical illfo1'l1111tion on income and other features of the tax system. 
Thr Collection and Taxpay('l' Service activity is responsible for assist-
1Jlg taxpayers and for collecting unpaid taxes and securing nnfiled 
returns. _ - -,;.. . 
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It is estimuted that the total! nllll/;b('l' of tax returns .filed will in
('rC'flSe frolll nhollt 120.2 l1lillion ~ont 12~.!l11li1lion. Refu11f1s srlw(l-
111<.'d to tnxpn,\'C'rs art' ('xpectecl to·ilH'l'ease. from about 63.fi million to ' 
(j4 .. 7 million, Tlwse ]lJ('l'cases ill "olltll1P require i11(,1'<.'llses ill both fund
ing ilnd [WI'sollJlC'1 and tIl(' rf'C'olllllH'n<l('(l appropriation \"ill cover the 
fnn l'eqUl'st of ~il.750 positions. The Committee has increased the 
aJllOllnt allowed by the House by $7,600,000 to Co\'er the l11alldatol'~' in-
Cl'eases in the budgl't ame.ndment. . 

('(j:lll'I.l.\ XCl~ 
.\.pprOllriatioll, n:;cu I ~'ear 1074 .. ________________________________ _ 
Bu!1get estimatl:', lisenl ~'car 1975_ .. ___________________________ _ 
House all owalle€' _________________________________________ .c __ _ 
('Olllllli ttC(' j'CCOllllllen!1n tinn ______________ .. ___________________ _ 
Bili (,OIll1J:ll'pd witll , 

86G4, 431), 000 
1 ~07, 940, oon 

7iiO. OOll, O(){J 
'f)1, uon, 000 

A1J]lTOpl'intioll, fi~UiI Yl'nl' 19.4 _____________________________ +121;, m(J noo 
Hlldgpll'~llillllj·P, fiH'nl J'<'Hr lfl7ri __ . _____ .. __ .. ______ . _________ --10, (HO, (I(jn 
HOH"" a II1lWilllI'l' ___ • __________________ • ____________________ +11. 000, (H)II 

'In~ll1cj(',: :t lnltii: .. t "m~llrlllll'nt of S4,04n,OOO for rnt~ Il1cr .. n>~~ for POStni!C, heaJtll hf'UF
fit};, nnc1 milPIH!'!' (H. DOf', O:~-K:D. 

'I'll(' COlllll1iti,;1' 1'('('()J1lllH'lIds all npprop"illl ion of $'jPl.OOO,OOO fo!' 
('('diplinlll'(' fnr li~(':r I i val' l!li,l. 'I'll!' ;lIlIOlllJt "P('OIlIlIll''tlclpd isSl:2/iJ)'jO.
fillO lllUr(' i!wll tIll' HI:l;lllllt npPl'ol'riail'll fOl'l!l'j-l: and *;J1.01J1l.nno ()\-Pl 

Ill" (-IOIIH' nllo\\"HJ\('(' of ~TH{).()()O.(J()(J. 
,[,hir> appropl'iation provides fUJlC1s fot' thosl' adh'ities of the Intel'-

11 ~11 n\\\'ellIW, ~e1Ti('r \\,11 ieb a 1'(> 1)J'imal'i1y rrsponsible for aSblll'ing l'OJ11-
pliitncl' with tllP tax Jaw;,; a1ld fol' (,lIrI',\'illg: Ollt s]>lll'ial llny !:'lllorernwnL 
prOg'l'lIl1!S H::'isig'lIl.'d to thl' HPH'lHH' ~l'l'vi<:e. 

The rOl11ltis fidf·ass<.'"smclJt s)'stl'm of taxation drpl'llds for if::.; sue
('\'s~ OJl \'OlllJltnl',\' ,'ollipliall('l'. tile' \\'illill~'ll!":S of taxpayt'n-: to as;;e~:; 
1\:l,jl' (,\\'11 1;IX ('orl'""lly, XO]l('()1I11'Ii,ll]('(' \\'illl lax lnws takl's s(,'-I'l'al 
-j',H'P1R, SIIIIH' taxpn,i'l'l's simply fail to file l'PtUl'flS, Other::; lih~ bnt ao 
110t report nil th(~il' ill('Olll!'. :'IInny taxlHI~'l'rs .-.1:Lim 11rdl1C'tiolls. erC'dits 
OJ' (',wlIll'tions to wltic'lllbt'Y arp not Plllit'lpd, .\ol1('ompJitlJ1('l', willful 
Ol' othl'l'\\'is(', illl'allS billiolls of dollnl's \"hi('h shonld he' hut HI'P110t pft!'! 
of till' (lO\'('!'IlJlWllt'S alllllUlI tax l'<'('Pipts, 11 alo..;() )'P}1J'e'SI'utH jlJ('iJllii'~', 
1'(11' ria· lllan:,' \\,110 (·(J)1l]!1.\' Ill1lSl ~1rolihlel' tIll' 1>111 !l,'ll of rhl' fc'\\ ,dlO do 
!lOt. ~\'(lL-([iltllt~, e\PllilHlI(k'd I HS 'l'nfol'(,{,IlWnt is vitnl to thf' pllhli(':s 
t'onlic1('llcP that tllt:'. gO\'{'l'lll1lf'llt is administf'J'illg the tax Jaws fairly 
allll (~qllitahly. . 

The fi!'l'\'il'(, (t('als ,,·it·h the ,-al'iolls fOl'ms of llo11C'omplinnr(' by ('om
bining thl' ('H]lll('itil's of thl' ..\m1it .• \Pl)('ll11i(· :llld Inl(~1ligt'llt'e Illi;(" 

(ions. Audit of tax l'l'tlll'llS is tlIP most in1l)l,ll'bmt of l'('SOlll'tPS appli('(1. 
in ac1,1itimwll'l'n'Jllll' yield Hll(1 in Hallltary dl'l'C'I' on Yol1l1ltal'Y ('om· 
plialll'P, The Appl'llat{~ pJ'ogram is nn imilOl'tant snppl,PJlll'llt' to 1:111' 
nlldit PI'OCl'ss. In thost' instnnces wll<'l'e tlw taxpnyl.'l' (hsagrees wlth 
:llldit findings. the nppI'n1s ])rogl'all1 pl'oyid(,s all in<1cpencknt a(lminis· 
11'ati,'C' l't'.\'i('\\' within the, ,sen ice itself. ll1t.el1igence:.plays an impor
tant. part. in promoting tax compliance by in,'estigating taxpayers 
wher'e tax ft'aud is indicated. 'When the fncts developed by the investi
gation wal'rant. prospcution is. recommended for criminal tax violatiOl~. 

The ('ommitt(l(l was advised thut the House allowance would permIt 
about 2,550,000 exalllinations, or 160,000 less than proposed. The 
imprO\'emPllts proposl'd for the tax fralld programs would haye to be 
scaled back to a similur degree. This would iUl'ther delay attaining the 
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program levels necessary on a re~I'l'illg basis for an effective tax ad
ministration systC'])l. Secoml1y, the l'etlll'll to tax administ.ration jobs 
employees who took the asstgnments with the Economic Stabilization 
progralJl will l'E'qnir'e that tIl(' allocation of mol't' IHOllCY to the Audit 
program than tllP HonsC' adioll pl'o\'idC's for. 'Within the npPl'opl'iation 
nppl'owcl by tlw HOllSt" tllt' additional fnl1c1s l'C'qllil'ed fol' the ('ommit
ment to r('tnming re\'PIlll(' ag'{'nts could only ]un'c hN'1l obtllined by 
l'ci1ncing fllllc1s -for Tnx Francl. 'l'eehn1rnl Hnlin~s. and Ll'p:lll ::':;1'],\,1(,(,8 
by lIll E'C)llinl1C'nt donai' amonnt. 

The COllllllittl'P'S l'c('ommC'n<lntion. in addition to cO\'rril1~r the man
datol'y inl'J'emws ill the bnd,!.!"et amendment, win allow fo1' tlw ahsorp
tioJl of the l'etlll'llill~ E('onom]e Stabilization <'llIploYN'S and 1'<\is(> the 
nlldit covC'rnge fJ'nlll :2.~ to 2.:1 pl'l'(·pnt. 

FEDERAL ~I'AX I.m!\"" REVOI,YING FU:I"D 

Appropriation, fiscal year 1974 ______ .. ______________________________________ _ 
Budget Estimate, 1i~l':11 year 1\)75 ____________________________ .. _____ $500,000 
House allowanc(> ___________________________________ . __________ .. ___ 500, 000 
Committee recollllllPn<lation ____________________ . _________ .__________ 500,000 
Bill c'ompared with: 

Appropriation, fiscal Yl'ar 1974 ________________________________ +500,000 
Budget (>stimate, fiscal year 1975 ______________________________________ _ 
House n llowancc _____________________________________________________ _ 

The Committee l'ccommcllds an appropriation of $500.000 for tIll' 
Federal Tn,x Lien Revohring Fund fol' fiseul year 107f1. 'fhl' amount 
l'eCOllllnt'llded is $1500:000 over t.he amount lLppropl'iatet1 for 1 n74 i and 
the same as t 111.' House u11o,,-ance. 

This appl'oprintion will provide the full $1,000.000 capitalization of 
t.his fund which is used by the Internal R .. WlllH' Se,l'vi('1' to jllll'ehase 
propert1Ps of deljnqllcnt taxpayers undergoing forced snIt' in {lI'ller to 
protect the (-1o\'(>]'Jlll\pnt's intcrest. 

The. Committl'(> has several concerns about. the way TRB HS(lS this 
abilit.y umI intc'n<1s to look into tIlt' situation in :mbscqucnt hparings. 



92D CONGRESS 
18t Ses8ion } 

260 

SENATE 
Calendar No. 235 

{ REPORT 
No. 92-243 

TREASURY, POSTAL SERVICE, AND GENERAL 
GOVERNMENT APPROPRIATION BILL, 1972 

JUNE 28, 197V-Ordered to be printed 
Filed, under authority of the order on June 28,1971 

Mr. MONTOYA, from the Committee on Appropriations, 
submitted the following 

REPORT 
[To accompany R.R. 92'(1) 

The Committee on Appropriations, to which was referred the bill 
(H.R. 9271) making appropriations for the Treasury Department, 
the U.S. Postal Service, the Executive Office of the President, 
and certain independent agencies for the fiscal year ending June 30, 
1912, and for other purposes, reports the same to the Senate with vari
ous amendments and presents herewith information relative to the 
changes recommended: 

SUM1tIARY OF THE BILL 

The bill provides a total amount of $4,'740,702,690, which is 
$826,756,210 under the apprQpriations for 1971, $68,513,310 under the 
revised estimates for 1972, and an incre.'\~ of $253,026,500 over the 
appropriations in the House bill totaling $4,487,676,190. . 

The following tables summarize the amounts of new budget 
(obligational) authority recommended in the bill for fiscal year 1972 
compared with amounts appropriated to date for fiscal year 1971 and
with the revised 1972 budget estimates and House bill. The tabu1ation 
by items of appropriation is included at the end of the report. 
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INTERl'iAL :itEVENUE SERVICE 

COMPLIANCE 

Appropriation, fiscal yeal' 1fr7L ________________________________ $712, 026, 000 
Budget estimate, fiscal year Ifr72 ______________________________ '808, 511,000 
lIouse allov'ancc _____________________________________ : ________ 780,000,000 
Committee recommendatioD____________________________________ 797,500,000 
Bill compared with: 

Appropriation, fiscal year 1971-___________ .;. _______________ .... +85,474,000 
Budget estimate, fiscal year 1fr72 ___________________________ -11,011,000 
lIouse allowance __________________________________________ +17,500,000 

1 Includes proposed amendment for an additional $7,500,000 (H. Doc. 92-133), not 
cons~dered by House. 

The Committee recommends an appropriation of $7"97",500,000 
for Compliance activities of the Internal Revenue Service for fiscal 
1972. The amount allowed provides (1) for assistance to taxpayers in 
understanding and complymg with the tax laws and (2) for detect
ing and correcting instances of noncompliance. The additional funds 
allowed for 197"2 are necessary to strengthen the compliance enforce
ment capacity· of the tax administration system and permit progress 
toward program levels which will insure a continued high degree of 
voluntary compliance with the internal revenue laws. The Commit
tee's recommendation' includes the requested increase of $1,500,000 and 
541 positions to permit the Internal Revenue Service to launch a sys
tematic drive, in cooperation 'with other Federal, State, and local law 
enforcement agencies, against distributors and financiers involved 
in narcotics traffic for possible civil or criminal violations of the Inter
nal Revenue Code ·as requested by special amendment for the Presi
dent's all-out antinarcotic effort. 

A total of 50,020 permanent positions was requested, an increase of 
3,281 over 1971. The Committee has no objection to this proposed in
crease in personnel provided it can be accomplished within the funds 
allowed. 
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INTEIIN.\L REYENUE SEltVICE 

Federal Funrls 

C:encralnnd lipecinl funds: 

~\I .. \II1t!; AND gXrENSI;S 

Wi!~:l~:~t'\:I~~~:irr~~:"~I~~j~~i::~ ~~~!:::r:'~!~:ir~~"io~~I;I~~~lr!i~~'r~~I~t~~~~~: 
J1l1t~. :lI\d IIIlt'fll'li :lIIda and liN'lIrit \., hin' {If pIL,,-<;Cnp,('t lIIotor 
\dudl· ... ; mill "l'rvit'~ ur ('sprrt. witl\l· .. ~(',f at lilll'h ruiN II" !n;\r be 

(~t'[,;:::~"I,:;t;ltl:::h ... :,I'~:'II'~';::~,I~!,I;~lf,IJ~('~IU' f,~':~jO~~r~~~ lii~,t'i~~~~,~~ 
I ~;~:;;;;!j:::;' ;:~pr!'~~~:~li~,~~';l:;,;:,(~~/tiJ) (Tille t!/i U.S.C.; 'l'rta&ury 

PIOl:WllandnnJnelnl«(nl~ouundSorC!cllJI1) 

--------- --------
IdentJli::.allOneo~e 15--045 0911 0·1 811.'. __ '_"_"_"_'_'''_'_''_'..:.'_''' __ '''_'_'''

Proflambradlwilln; 

10 

II 

" " 

\l"ftt~loilam: 

J. f~,':i~I~~~~~:r~l~c;i~uulv ltm I~:m ~~;~ ~:m 
Tob!duedlllOer3Ilh. .~~,J69 =_.~~~ II,~~ :=-~~ 

Rc(mburub!e~laillm· 
I. E1f;~tl.c~ue.tlon..... ..... 1,6]2 lli!l' '15 1,663 
Z. In!~ln~' ,ydrt an4 sec"hl,.. I liZ 1B 314 

ToI31Ielm~ul13b!tprOlllm . ~ ~ --m l:9i7 
ChlnEt~~I~ff:~#~~t:~t,'if't(~~1;i.,na '=f3,OO2 =·71;1"91 ll:Oii -41."671 

IIn~tl(~ertd olders).. . 138 ... ..•.. ••••••.•. • •••••••• 

Tl)blobh'lh~II$.. ~ ~ -rz:oii AW1 

_I,SSI -t,au _~ll _1.199 
-~l -18 -20 _'8 
l&l •••••..•••• , ............ . 

~ --u.m ----u.m -46,iOO 

Rf1Jh~n 01 obloiatl~n.! looullays: 
71 O~h,'lton1In.u/leJ. n~1 ... . ..•.. 
12 (!tll£oltrJb'l~nce.'IJtlcl~wod .. 

'I,m 
3,122 

-2.117 

~5,!25 
1.117 

-2.193 14 Ob!,pltIJb,.lll.f.enJo'pello~ ...•... 
11 A~lu~!lIIfnl~ln e.pllfd .KUIur.U •••••. " ---------
!/oJ Outlays, f.ttu~lnf ~~r Ul!~ supple· 

nlent,!.. . . 42.825 ~C.laO 1I.~5 46,252 
91 20 ~ Ou!IJll hem (1fIllln PJ1 ' tVlt· 

... r,lemenbl 1.269 ~1I 

19~}~~!~~~:J!I!~ld~uII.JJ n I,)I!O*I, 1915, »15 thousand, 1916, Jl'O Ihouunc!; TQ. USlhou1udj 

Tlii.; nl'Jll'o(lI"i'llir.n prcwilies (01' thl' overall planning nnd 
elin'('liull o( III(' lail'I'IUlI Rl'\'('I\IH' St'r\'icc, for ntlmage-
111t'nt or the. Bl,f\·i('(,· ... SIlJlI1C1l't JlI·O!=CI·llIlt~ Dnd Cor internal 

'lu;l.it 1~~~~~I;;}~,~I'~/il!,(;~;;:~I:~'i'hi.; Ill,th'jl\' ~cts Jlo~icieg and 
g:olll .. ; I'I·o\<j,lr" till' 1'('''(,1lI"eh mul pltuining Ilccr:-i. .. nry (or 
01·,11·\'1\' lutel ('["I,th'l' lU'coll1J1Ii-,luJ1rut of the Rcvcnue 
SIII'\·i,·',,'.; lIIi .... inn: III·tn·iill''; 1C'lIeic .... hip IIllel diredion in the 
('x,'('nliclIl uf (JIlin,: lind III'oyiilc's fUl· the lulruiuh:itrnth'e 
:-'lIppm'l o( nil ojlC'l'IItioll';. 

2. lul,,",,{ a",/it 111111 x(r'/rilll,-'l'his Rrtivity £'Stablis}u.!s 
nne I n'I'ifi~':-.. IIJllinh'IUlIH'I' uf (lll1tlit.,· rOlltrohl in tho 
UC"·"IlIW ::i('I'\·kt'. II III'o"itlrs II ('ontilluing nnll illllcllcncl
('nl I'('\'j,,\,' etC nIl H('\'('lltll' ~l!I'\'ic(' OIICl'utiollS, thct'eby 
ns."lll'ill~ tIl(> ('UlJlllli.; .. \oncr nntI olwrntionllll1lunl1gc~ tlmt. 
1I1'llrtljlrintl'tl (1I11el ... 111'(' sprllt only (m·lluthol'i1.c.l purP0:-:iCS, 
thut lIlo,; nWrlllll .... U1'(' III'Op('I'lr :-;t1r(,~lIl1rdCtl, lind that. 
pltblit' {'onfhit'IH'l' in 11ll' illt('gl'ity o( Revenue Service 
cmplo.'·C'(I:O; j .. fIluintllil1l'tl. • 
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Genl!(:11 nnd lOpecial funds_Conlinued 

.RAT_\lUF''' .\"111 l::\\'f; .... "r.H-r'mllil1ll\·d 

ObJett CludrJcdl~1\ ('If thouun:b QI i!~lm) -------
Ident./.:aUcnr;:o:ltIS ..... S-09I1-O-HO) 19151,l J!1G~!. lQnt. 

~ TUf'yer~'r,,:, ..• __ 
•• St~:jlhUlrrr,.:strnl._ 

CI!'nr ... Tr~21 f:t~~: t~:~.~:~~dl'li,uir;. '119. ~(I - Ma, sJl 211.(16' ifJ..4lS. 
~"f1d!llvere:lcfdeu iI\!J ~dVJtr"..r') "' . IS, '311 .•.•. " •.• ___ ., "'_ •• '_._ 

____________ -..--_. ___ ~. ___ - 10 
T\t.JlcU,tJIloIlf •.•.• -.- rn.9U soi"sii -~ 8iJ.Ui 

Dlrectpro,llm: 
Ptfs.onn,Jccmptnullc~: 

11.1 PtrmUulll!)Jllrons .•••• _ .• _ .. 
11.') l"Q"llen'ollle'lh~fI p~lm~nllll. ••. 
11.5 OthrfFelS4nUltCImllenut~n ..• 

12.1 
nO n. 
110 
2'.0 
1!>.O 
160 
JI.O 
·u.o 

Tcl1ltll:ls.l~nd'ed •• _ ..• _._. 
9~,O C!:IJnitu\Uletlrdll:50vrcu., 

lUll 

'" \11 

32.m 
WI 

'" 11.m 

"" ,.~: 
',581 , .. 
'" lH 
'51 , 

flnlntlne: 
lIecnph a~d Itlmb.::'i"m",b "om' 

U f,~~~WJ~~l'~~U'Ce\' -~~~ -I~~ -I!:.m· -2l.4OU 
25 UMU'iJte1ba!~"U/~~'$I~i 1.1~1 ..•. _ .... _., .• '._ .••. " ... 

8ud2~t au\l:'~'iI,.. .' ... --,u,--wG ,ii.m ~1~ -n;:;;; 
-----sud;i.U!roar'Iy:- '--~ -~-----------
4\l "lIP'llptbU()1\ _ ..... lll,Wl 11l.53l lU,llS nt.Ul 
U_20 SIiPFlemcnb/"ow,eqllule1fo'cMUan 

_,_!!Y '~I,~~,;".~_.-,--.:.::~,--~1D:::"':,:":,,--,,~,'~15-,,,= 
71 ntl ._ .• 
n rrclpf",.1 .. 
" 11 

7ll.HZ 79I.]tO 199.690 m,9(lG 

~m -%:m -~,m -~k~ 
-~'~~--."':'::"::':':': 

!oUlduetiproium •••..•...• 

Rrimburub!l!PlOilum: 
»'S8~ ~1On :~ 20 ~~~ai,lr:~~~;'::::11::::~:::~:: 711,096 l1o..~(1 192,610 m,60J 

",enlll ..... __ . J9.1?9 6.230 l,Ui 
Prl~cr.nrl compr~nll~n: 

11.1 Ptlm'ntntwsrh'ns •........ 
11.3 N~ltlo~CI[htt th,n 1!t11I1J~ul •. 
11.5 OlhtrpfrSll""d'D/IIl!tn~hg~ ..• 

lcblpnUlnnelcemptn,a\l:IlI. 
12.1 Pe'UlMrlbend.":C!viIrJII .' .... 
H.D Tu~tl,n4I1nIPIIllaIIDIIOIFtrtOn$ .. 
21.0 lumporb11cnolll'lIn&:, •• 
25.0 DtMtltlv"H ...... _ •••.... 
26.0 Supphes,1na/ll'ltmls •••.. 

1.212 
\l .., 

\.3t<l 
10' 
14' 2l·· 

1 

"" 1,6~~ , 
'" ----lTti 
), 

" 1>, 

TClllluimbUIUbl~lI,oilr,," •.... I.6ii --c"w --"9i '-1.977 
_"'_' __ "_,._"_",_'''_'_'''_''_''_--:'''''_''_'''_' _c'_'_L_ZcQ_'"'-_-~l_"19t '"' 'it071 -=- 'j~677 

"'tiiialitmlllla!;;' 
Oenlopment {a 

" , .. 
1.7' 

tl5..n~ 

12.(0 
UJ,6/i3 

12.~1I 
sJ2.663 ----

1.1H .00 
tnt 

"" SI9.531 
SllJSI) 

" 1 .. ." $1S.5U 

12411 
m.653 

ACCOUNTI\, [COLl.Y-CTIONS] COI-£xcrlo.\' .-\so T\~I'\nll ~f.n\'l('"I: 

For n~c~:\rr ~:~:p~n~ or ~hl' Inlcrnnl ltu'-'clUtI' ~('r,-,Ic(' (ell' 
procc.s:;i/lg t:u: rcturn.q , rC\"I'IIIIC t1CI't1unlillJ:. Ilrln'ilJiJlJ; n'i~I~I;m('{' in 
tnxlmre'J"8,1;l'('lIring Ul1lill'd 1:0; n'lurn", nul! t'"IIt'C'lilig 1II111:lid ta';t ... : 
hire or pns'iCllgl'r molnl' ,,['hit'l,·,., nnd !lrr,'il"I''II'( 1'''lll'rt WItIU'''lIl'>{ ,II 
such fal(':\:tOl 1ll:1)' he dC'tcrmilll.'d hr the (·'mll11i,,~i{lncr; incl'ldiU!t 
not to c:o:crl!d SlO.OOO,OOI) ftlrrmplll)'cc:; 1I1I1l'm)lornry nJll~{)mlmcull'> 
nnd nut to cxcccd SIR3,flOU (or salari(':>! \If pt'r,;uullcI ('n~altcd ill 
pr~\l\nlflym{,l\\. traioing ur datl\ \rnl\!'.cdtK'r t\['IIlllc\\tll ... , [~n't,.iOO,· 
000] $iU'J,UIJO,flOO. 

{F(\r "Ac.cc\\Il\\$, C(\\tcc.tir:tn !\ud In',qll\!<'Cl' !'(>r"ll'(''' ror the> II(>rillll 
Juh' t, IniG, through ~C'IlIC'mtlt'( :10, l.tl71i, ~1!I:?,Si.i,(lOI).] ITltle;)I.' 
U.S,~ .. Trcalury Dcpar!mtlit ApprupI'lUlltll" 41(t, I!J;l/.) . 

P(o,um.ndf/IIJnclnC(lnllloullnd,ofllcUm) 

rafnUflCl!ianCQdrI5-4~912~·I·&Ol 1975Jcl. 1916esL. TQt'L. ,917esl. 

11l~!~~~CM~:~f~~I~~;~~~II~..-s igi),li~az Irru~i91u;:7i'IM~ 

Tlti .. Upt'J'Ullrillliull 1.lnl\'id('~ rur JlrOI'(1<;)';iUI! tIl-X" T(\tnrlls 
and t't'lah'tI dlll'III1I1'lIls. lilld IIl1ljlltnmin~ :ll'('U1'"l.ltP, (.·lI1·((lnt 
{I~x\m~.'t' .~t'(·uun(s In' IHI'IUiS o( Jill UlltUlIIlltl'tI systl'1l1. H 
1l1S(l IU'{wiilt's fUI" llI\pll.\I'I· IL .... .,j!;tIllWl' !llll! fur coUN'ling 
,11'Hnqu('1\l (IlX\'S. null 'I'I('t,ut'in~ Itnfil('d t1.·lUt'ns. Stntistitlll 
1'l'llUl'liuL:" Jl'::SJlun<.;ihilitil':-> uf lIw Juh'I'ulll U('\'CJUIO :-;(,fl'irll 

nl:'l) ,'mlH\ unll(l1' thb I\PI'rHllrin.liun, 
r(JI~ ;~l(~~,~fi{)~~()~~::;~i~t:.'S~~:f':O~\~~::!~!l~~gn~~:~'~~Vti~r~:l\~': 
(tH·tH~ lind illstllll'tillll!oi, I'N'I'ipt o( 1'lIlllplch'd J'('turns and 
pnrl1l('n(s, il('pusit uf IIUl IlIn'ult'llts, anci v(lrifir-nthm 
thrUll-!1t ~llllllltlllll;lll'tI JlIII!1;ll'l' lilt, syl'ltl'lI1l)( Ihe Ut'{'nrnr.,' 
uf jufUllIllllllI1I 1'1'11\"1111'11 un Ill(! til~ 1'1'tUrH:;. It. pro\'hh-s 
(UI' IlU~'lIlI'llt n 1 ... ·fll1\(I..;. lJlT:;r~ uf n'(nnth; ngtllllst. dl!'~ 
JiJuJllC'lll U('I'ClIIllh, j~~IU\llI'l' u( IIl1til'l'<; Ihnt pn.yllJC'uls 11['(\ 

~·j~l~ ~:1~~~~';1 :ll!~i! ~ ~~: ~ ~!.~~ ~~I: \( 1 ~Il: ~ll~r~~:~:~~~ ::r~!~~';~(~ttf ~~II;!i j lc~~{~~/ITi~: 
2, Cnllatioft.-'I'hi" tH'tivily is J"l'SllIlIlSiblCl [01' I.'ollcctin{! 

IIIlJlnid tllX('lol lind !'i('I'III'inl-! 110m!.'" )"fltllrns. 
:{. '/h,(I)ctyfJ' "uI'jct',--'I'hi" tH'th·ity aids voluutnrr 

"olllplintwt: wilh y"til',nl luX II\\\:~ on the pl~J'~ ,of nil tux· 
pUY1.'I"lo. h.\· m(\mnm~ 11w\\\ uf t\WU" r('!:'.,mm.\lb~ht\cs nnd b.r 
!Jr;)\'idill~ SC'l'del' whil'h will I1Slji!;t thl'llI ill 11l{'('tting thl'lr 
ubli:.tutilillS. 

4 •• I..,'/lIliNtiru/ rtpnrflll!I.~'I·his artivity llr"pnr{'s 1>tntisli~ 
{'Ill infllrtnnliolL 01\ ill('UlI1(\ hlUI 011 "Mions funtur(oS or till' 
tnx !ot\'sh'rn, P(·"(OI'IIIS. ullll'r )illlti~ticILI l't'scnrdl, nnd (un'· 
(·n .. u.;' th~ IlUlllbl'J' fir Ill\. 1:11tUI'IlS to bo fih'd by type, siz!'. 
nut! gl'llg'rtlllhit'IlIIlI'(Tll. 

SELECTED WORKLOAD DAY", 
(lit mllhcntl 

1975ul. I91S.,l. TQlsL ml"l. 
fall .. \IUft\(rItd ..... ,," 
Indl'll1l~'lrntomelllfeluln'· 

125..1 Jl2ilO U21 121.7 

~~~~~1;!~J:li1~~:~:~·: q1lL Itt lJ: 
Othnllijtnlltt~I"'5Kurell. 91l .g~O ,;uo 

: l:j~::: ~~~!m~~~~tiJ:~t~:,~~~~u 10 ptrJrls!ons 01 fa. :ltdll(UON AcL 

SELECnO RElIENU£ DATA 
[III m,Ulohllll dotl'111 

{lronJennul •••• ,,_ ............. . 
Arld,tio~'l ul,nmull on j~~illjullln· 

tome In 1~luInl 1101ll m,!hrrtUllul 
ulthll!oDn.uhJ.I~"cleshm'ltdIU 
p.'nl'nll.Ilt1\~quttot1't-lttlll,.l\l! ISIS-

AJ!~:\~ :~~~V1bl. 'cOliiciKio," ..•. 
I>thnQuUO\It\ulna'l<~n'III'I\\,. ..•..•.•. 

J91SICt, fn511L lO'It. 
29],,21 104.DOO 16.000 

'" 2.520 .Ii 
100 

l,llG 
'OS 

1&.4 
£I.' ,., 
n'l 
, .. 

unnt. 
3Sf,OOI 



T~I,]mll,lu~dtd .....• _ 
9tfl CI;~~'~lnletr.'i!dre~IU1 .. 

11.1 
11.3 
IU 

1ellldllKtIHcCum •••. 

T~III~eu"nntltoIllPenul.an .. 
12,1 PtI5ll"Mlben~!'ls Clvlhan . ." 

~lg ~~!~~~'~~~c~~~~~~3~f,~I'l~~~~;:. <. 

24 0 Pfln!'~C Ind fepro~lI(llO~ 
25,0 Dlhtll~n1CfI .... __ ._ 
26.0 Sup~htl~nd INlefjlls .. 
31.0 lqulrmenl. ......... 
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thlnRel~$elfflr4'r!.aurtMbl~rHo,unde· 
1J_"f,tc!dtr"n"~~u'lCel) 8,399 . 

rc!~lot.hColhOllI 810.9G1 -aS5.526 -21&.23~ -!ls,m 

OUUlf', ~.tl~~ln~ 1"1 r,ile supple-

-'" 3)' 

111,000 

all,GOO 

810."2 
&1.681 

-~6.81' 
-613 

-1.511 -)~Z -1,512 

215,8.0 8l4.900 
·'B,SH .9,598 

-49.~9S -55,6IS 

-- -------
mf~!.11 . an 8~ '29,130 2t11,ZilS 8U,IH 

91.211 OuUJolrcm (I"h,n PI, 1~lle sup-
1.16.9 rle:nrnUi l.rn I~~ ~;m lt~~~ ,----.. ----

3. 

I.m 11 ~~ 10 ~~ If. ~~~ I't';~':::; 1~!!~;:~;~~~~!li:I~~(~~' ~.i·fl~·i~ll~~ t~~~ h~~~~~cling nnd cor-
2~ ;~ U Jii 1. .. Iudi! of faY I'fbmt:t: Thi. ... nC'th-it.)" provide:; for (l 

Il? U If 19 ~!~~~,th'l~r(~~~~~~I~~t\I~~(\(I'I\lpii~'lltl\~\'il~li!tU-a~ lOiJ:%~n~fl tnl:'J~~~'I~~: 
1 100 m I,m Inw .. , II f'IIl'I'l.'ch CllTHI'~ llIul ('xplnins correction...; to tho 

Tc!JI IrrmbUfubt. "rO£'Jm •• ,.~}.479 I&.Ul 117B5 21.m tuxp/l)"t'r .... 11 u! .. fj 111:il~(> ... tlj'tt'I'lllilUltion~ n .. to whctlwr 
~~IJ~ab:-h,a:::,,,:::,,c:.=-,-,,,. __ 1l4~9~.aal~!l _ 21!Y' _ S~~]~ (·t'l'tllin fII'J.,;i1ni1.ufioll'" III' rllllll ... 1lI't' C'WlIlpt rrum tllXlltioll. 

PruonneiSummlf't 2. 'l'UY frel'"l awl spn'ifll illl'r.~ti!J(lIillll$.·-This activity 
Duftt. ---------- ~- prudth· ... fol' l'Urtll'{'I'lltl'fJl tlr Illt' c-rhllilllil ,.;tnllll(',.; rl'1tttill~ 

TalJl numllel cl PUll'Iln,nlpollliOllt 33.911 36. ~~l . It 97& to vinlal inn", tlf 111:\ 111\\ .. , II inn"'l i~l\ll'" Ct1,.,cs uf :HlSPL'(, tell 

:~i:'fifg~~~;~~i~~t~~~~~.~;:~.~'~n' 1~1lU '~J}!~ :::.. 4~7~ :'!~!~lj~~I, ~~IICI (,~:~i~:~'\;, :il;::ull)~~~~~~I::\I~oNI;~~C~~\~~il~r ~;in~i~~l~i 
~::~!~:~\~f;ly: m:~ tI~:m:: m:~t IllX' ('1I .. l· .... 

"RelmbunfNe' 3. 1iIJ'Jmyt'r t'onft'rnrrs owl nppm/s, -'l'his ncti ... ity 
~:IIl\,~:~~:'!!I~~~~:~~~!rp!~I,~~, ••.. I~~ I U: :. I.m pro"idl'''' ful' ndmilii ... tl'illh·C' c(iu .. hll'rulioll nnd SCUIC'UH'Ut. 
AurallJ)."h:n~I~Jmeflt ••. _... .. . 119 1.511 __ I.m uf 111XPll\'t'1' t\PPI'III ... or tlllflit finding .. : 
~;:::::~f!:,dr~ -._ .•.• : .. :::--- .. -::: S9~~H S9·_~~6:·· S9\J~ I 4. ,/hilllil'alr1(lill!1snmlsl'rr;res.~'l'hisAClivit.ydo\·elops 

-----. --~. - ~-- ~-- tux fl·t\ll·n rOl'll\:"o, hbll'tIt·lIun~. !lnt! gllitlrs; is:mesrulings 
---. nut! Ollini(,ul'I ns to IlI)pli('nliuJl of thl' Inx In\\':>, nnd nteets 
("OlIl'LI.\N('I: with ItI\.l'ayel' gl'Olllh to l'C'\'iew IUIlI l'c-:;olvc .special lnx 

FM nl'cC'<"':uy (>xpl'nJ;M tlr Ih,' lnll'nmt nl'wnlll' ~I'n'ic" Cur dl'll'r. pl'obh·m .... 
mininp. :wrt t'Stnhh~hllllt ta" Il.Ihl1ilil.,.. nlHt r.,r iU\'I'l<liltaliulI ami ,j. I.rual .~frr;I'n~. ·!I'hi .. J\('th'ih' {,ol11pri...;~ the lC'gnl 
1;1111~~d~,':S':'tllll~t ~~!!~:t~~::·hi]IC!::~~~I~ ... t,:~r~',If":\~il:,I.I;'1 [~:I~I'('tl~:~;(lln ~,",\~~i r(lul1<o;C'1 ,(ntl 1t'p;1l1 n .... j .. llIlH'I' 1\('('tll'~1 h." till' :-il'l'\'icc to tUl~ 
IIhwlY·('jlthtl III/trll/'U/le "h.\11 IfI' fnr rl'l'iacl'lIl1'lIt "lIi~-r. r,,1' pnliw. mini .. I(',· lint! rnfvl'(,l' IIII' int('rnni J'C',·{II1Ul'!aws. 
I."pl' IN']) Illul lun> liT l)l\~"I'I\~t'r lIwtur \l'lndl~; mul ~1'r~'U'I'~ h. 1'.~lIjpll)llrt! I"a 1$. This ncth·it,· 1Il0nitoN prh'nte 
(!II~l~~:;:!I\I~~:'~ ~1'[$~7I1etllU~t'.II~::n]~~:s, S:.\~'I:;:(~~~1.ht. 111'1 l'rlllhU'li II~' I he' W~:i:.~~~ 11 !:~ :lnI~l~~II;~l';~~~'1 t~'.illl ~~ P~t~.ltIC~; w; ~~ -l.t Ill' )~ III P 10 Y('11 

t(,I~~~~ ~;fl';i:~::;"~~l;:'i~r.O~~r.ll1~¥:~I~ ~~~l)i'.'S./·~;~tr~!~;~~i}~r;;:;J;: 7. l':.n'1l1l't OI'!/fJ"i::(lfillll.~:- ·'I'llis urli"itr determines 

JIIed .111~"VIJrlall::;:r:~c::;d/~:::~I~. (In Ikuun45~\ dollm) ~~.I\~~·~l!~\I~('~:~~~!i~ll:t\!rN.~, ~:~:\d~~m~rt~;:~~~~~~'tt~~t~!'~[ t\~~~ 
tII}!nni1.uliun" In ilbtll'tl "U1nplilllll'C' with ';\1(:h nn l"~~ 
('lIIptiull. 11 Il!l'\() t'xilmiut'-i tht' I't'tllrlb of {ll'iv,lle foul1dlL~ 
lion ... In hbUl'(, pn.rIlIt'1l1 (If prl)j>l'l' l'~cis(' tux-a,;. I',a,UlllbrlCtlvtI/U: 

OllfttprOtllm 
I. Au~llOtluf.t~fnl ••. _...... • 
2 Tul/lud.nd fPrtlJlln.tlll,.h~flS 
l. TuplJtfconlrnnculmlapPU\1 
I.lethnlul/ttlm,5.ndsrnM;fl ..• 

tf:~~I!:::1~~jil~n~::·:·:· . 
TutllllllfCtpfDlflm_ ..... _. 

512.228 
99.969 
36.412 
17.01l 
J~. 694 n.m 
19. US 

~~2G~ 

603.5)4 152,51) "'.lOO 
1D-t.1U 26.411 98.139 
41).1116 10.141 15,167 
19, 1~6 &.991 19,299 
J1,91!J 9,60J J1.&U 
UH& 1.01& 30 •• &1 
20.061 5,011 \9.UI 

B~J 955 :~~!5.UO su.9Ofi 
= RrimbuIl.lllleplOIllm: 

I. Aud,lo\luu\ulns.......... ...• 211 t.~ll 39l 1,572 
1.lulnud1.ll61Pt(l)I\Mn\ltl\oonl. t.l .... _ ........... . 
], T~J~a,!!ClInlefe"Cnlnd.ppU'1 10 •... , 
S.lrllllelVltU_...... 1 •. " .. 

t {~~~It~·r:!~~:i,icilii: i :::::. .... . ...... 
lel!1 fermlluuable p,c,r'ms ... -)02 '-1:;71 ---"39'2 --I~ii 
Tow ~fO'lItTI COllI, funded I .' "-;Ol.~;~a~~: 5~6 ,j~6jlZ _ ~1('7! AlI<!lt '\\8\lm~lI\\I .. 

Ifnduatl(le"llllnlndl~'tlnl 

snEcna WORKLOAD D~TA 

1915.el. 

l·r~ 
,3 

11.8 ... 
l5.~ 

142.0 

63.' 

1916ed. 
1,8.0 

7.0 
\I 

1'iI.' 
~1.8 
US 

1&20 

".0 
S(lECHD R[V£HUE D~T" 

[tnmllllon.l 

'.'" 4,555. 

TQHt. 19ned. 

'" •• ZZO 
1.3 .. 
0.2 '.0 
'.0 19.0 

10.' 11.8 
'.7 35.' 

GU 20S.0 

15.0 iO.I 

1,139 
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620 ~~t\~~~Lf~~~~~tll;~~~~;£-ccnUnu!d 
=~=-- _.' - - ---
General and specinl funds-Continued 

CO).tl't.(~Ncc-CQ~thlltt'(l 

_____ O..:blldcIiUmUII\ln(lnlhCllundloldDU~IS) 

======~.\~I'~I'=E=X=I~=IX:.,·_~T~O~'J'~.I!~'.~·!WET 1t'01t PISC'At. YEAn 1017 

H .. rr,sDl;"\;o lXtl;I:'~.\t JU:n;,sl'[ ('01.0:[1'10;0;5, I~TElt£S"t 

ldtntJl""llontll4f!l!! ..... !J.Wlln.l~l-;l--\~};Jtl-\~~~~~~~t-"l;;; 

DlfldplOlum: 
Pul\ln"el~mPenulion: 

II: ~ ~~:~I~~~nM~:I:~~nS Ptim'I~'I;;(:::: 
II.!> Othn~elsu~ne]~mptnutJO~ .. _ ..... 
11.8 Spemll1euon'I$!IVI~lp,ymenIJ .. 

9..0 Chl~W:~ ~~'il~~n::,~uit'e's . 

TGI'II!!r"'1:lproium .•.. 

Relmb~!Uble p'~mm 

\Il} 1,11' , 
l .. ... . .. , .. 

H: 1 Pr~~%~~~~:}i\~~~~~I1:·.;~t·nl·· 
II!> Othttpt!so.,ntlcom~rcSltjcn 

--117 1.%16 ~~ll' --Li76 
2 110 21 111 

£CI I~ 60 

_==_ prQlr'.m~~_fl~~~~~Ul~~~dc::"_'''.'-) ____ _ 

l~fr.hl"llJQ~ c.ldt 15"'*5 ~~o~ 0 1 902 1915acl WGnt TQesl 1911tsL 
-.~----

Plcll~m lit ~d\YiU": 
10 P.)menl allntelnl OD Itfundl (t~t'l tQils-

obl.llhus)(obltddluUO) ••.•••.••.•. m,m 331,999 61,9~O 3$,9:99 
Flnand"t: 

IJ Reto.tff of pliol ~e!loc:l eblll.\lcns (rep,y" 
lI'ut cl m!tlt.!. hd,,,f Unemplo,mtnl 
TuA~lfel~nds),. .• ........ • -615 -9i9 -I~O -9g9 

t~ Blldldlu\tw.I\tY(li\llI'l)illllbll"'l(~l' -- -- --- --
m!ntnllll~thnll~). '... 2l5,U' 114,000 51,m lU,OOO 

tflidfll' C'(,I'luin C·i!·C'III11 .. IlUIt'C' .... n .. prn\'hlf'c1 in 20 U.!'i.C. 
(H) I I, i~llt·n· .. 1 ~-; pili.! tll i C:( (ll'l'ltJlUUIllOIt internal r£,\,f'llUC 
t'ulll't'IH11\" ",1Ih'h mll"\ \)1" re[uml\·\I. 

l'll!!a,1 191Ge't iQt,t. ,,.lJnl. 

:. ::. ~ I!tffn~~~,~!b~~aV~~~~II;'~I;ttIlDn~ f~f Pue,to Ik~ 
(tJI'!,~ll~ (.tl'l:ll<J'luto~!t'tt~unUO) \11.1~ HtQOO U.'" \\\,00:1 

"., 
Tol,llelm~IIISlbl,pIO,!~m .. · -lii2 ~ ~ ---Un 
T~1I1 \I~I",llcns."...... . ••..• "<'<"il{lto, ~~lI;i"i~ "" i\&:""231. ~·'i,11 

PtrURRdSllnlmlty 

rln~ntlnr: 
60 Bullid Juthllrll~ (apprll~rl,Uon}(pef~. 

nen!,,' Je~nlle. :~f(.!lllundl 
-" ~"~-. ---'----..:~~=--:::::.::: 

111,153 114,000 21,500 lU,O;JO 

11 Reb'~~,i~~~~:tc'J~~~.t~:I~UI~.: . lIl.m 
72.396 

lU,OOO 
12.1il!> u:rn 11(,000 

12,1i1§ 1l ObIIVle:lMIr:ce.!talto'~fhCId 
PIIHI' U Obl".led tlaUr,tt. ~'d' of PtflO~ 

F~:r'\l~:::~.~!~!~~fn~~:f~d:;I~~i·:.:·· ~~~ 3l:M~ ...... 3r:~~ 90 O~Um .. . 
_1035 -12.m -lU3~ -120'1\ 

in.s19 lim tl.'5OO~ 
"n!'~e ~t'd ItmtltQ,mUlt 31.~!> 38. au 37. 121 
Alttlltl>S,!lde.. 9.09 921 9.n 

~::~:::WB!:~f!lr:.::::·· m:m m:m Jtlm T,IW .. 1'01l('('I£'d IIIUIt·1' th,' 1111('1'0111 U(·'·(lIlUO law~ of the 
lIrlmb~lnblr t~lIilt'll :">1I1!t· .. 1111 nnidl'" prOllu"!'ll ill PU(ll'to Hi('o nUll 

!~~;l~~:~:~!:ht;~e~!f?~~ll~~", .•. :::~ .. -: ~':I\!lr~i:l\~:ln,;~,::I~',II~i~ll ~:)I tl:~~I'~:~\\'i~!(l~~~\\~~(~,o~l~~~I)~d on 
"~IUtrGStlldt......... 5 41 6 n ... 643 

_"_'''.c''_'_''_'''..:.''._ .. _ .. _. _~ __ .---!.~~_~~~~_' _" _~:,m 

PJ\ 1')fE:->1' WHEIlf! Cm:OIT E.'tct:Ens 1.lAntLlTl' FOR 'r.\~ 

Pre tum Ind FlnlRelnf (In thllumh ~r c:I~1Lm) 

tdentlfocallOllcodeIS ... 5--090J-O-\6{).I 

Prolumb~ldiYmes: 
10 Plymtnl."hfltctrd,ttuudlh,b,I,lylcrlll 

(I~IJI eQUI-cbloal\lcns) (oblt:t till' 
nOI •...... _._ ..................... . 

Flnlndn"~ 
60 Budlulutballt)'(lppropll~tran) 

1915atl 1916 est 

1.200.000. 

1,100,000 . 

'00.000 

600."" 

('ublic lntcrprlsc fund$: 

}'Em:n,u. 'r.W Ll£~ n.':\'ot.n~G }~U~b 

Pr\lEr~m In;l frnJntlnil (tn 1~~uU~oj, 01 tlOIW1) --_ .. __ ._-- - -- ....'-.._--
ld"tnl!fl!'!'.','1~jpt5lHnlO)!O): 197!>Ul 

prOlr3m by~cll~Ufu: 
10 Re~~~~I!;~tl~1 ~::, ~Jnj!'Y (c0111 OIlIt", 

Flnaneln.: 
H Rer:~,S,t ~~~!ii~T~u',ume~b Ir~m _riD:!' 

21 UnettI'Jledbmnt ... ~lllbJe.1tJIIGlpe"Gd 
N 'Une~!I.'tcj b~llnce ~u\jlble. ,"141 pe!l~!I. 

'" 
-'81 
-1~9 

'" 

lQtlt 

t."" 
~1,040 -2lO -l" -1H _In _124 

'21 '" '" -.~--. --
'_' _IIUd,_"'t_"_Ih_"_II~ .~~CPf_"_t"_') _________ ~ 

R"J!I~" ~I ,.br.Ulill~J r~ e~U'YI 
11 Cb!llall~nllncutu(f "tI ......•. '" -iO ---- ---·-tt. -so __________ so tM11tJ_" __________ ..:.......:_..:....-::= 

As prm'icl(l!l In· Inw. thprt' will bl' il1~tIlIU'f'~ wltpf('in 1 PfOCU~1 QI subuque~1 sales 01 lui ptQperi, under Z5 U,S.e. 1810. 

th(l (1111'1\1'11 inrnnil' 1'l'l'lHI will £'X('('("\ thC' 1I11101lllt uf ttlX 
Hnl,lilit.\' uw£'eI, l'f'sllllil1~ in Il pUyll\ClI1 III Iltl' fill·r. Tlw 1977 
esttlllltl~ (lxleads tlt(' l'I1'!Iilthrullj:!:h Ill£' fir:o'l Imlf ue 1976 
(Pu'bli;t',~~ 91-1~~)' H"\'clHll' Acljll"tult'nt A(·t or 1975 

Thi ... rC'Yoh"jng (lind WI1f> ('i\tnbH .. hc>d pm .... lInnt to scction 
112tu) uf thc> Vp(\pl'ul 'I'IIX l.icu Al·t of 19110 !'olely to stln'c 
ns th(' ~o\tl't·c (If llnIHlI'ln:.! thl' 1'('lh'l1ll'1i(1II o( renl prop~r~y 
by tht' Un~tcd ~ll\t(l~, In ('oll(jclill~ delinqucut tu."«('l'\J 
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situAtions lui..;£' wlu·n· it j .. ttl Ill!' O'IHt'nIllNH'Slldnmtn:;!,I' 
to huy PI'OIIl'I'I \" un whkh it hll" U lit·u ,dwll till' 11Iopt'rh' i ... 
sohl tit n [ol,(·,'ln .. lln· 'nit' Iml1l;.:hl }I\' 11ll' hullil'1' ur II fiC'1l 
whil'h is ~lIlu"ri(Jl' ttl tllt, (;oWl"I1l11i'IiI's. Tht· ud\"llTllll~I' 
nrio..;£'s Whl'll tilt' 1)1"11 111"1'1)" i ... "1II,th ... uh~tl1nlinlh· 1l1U1'C' !lulU 
th(' fir:->L 1iC'llho fll')"" (·fll1il~·. 11111 j..; IU'in)! :'0111 ~Ol' 111. 
omount thuL hlll't'ly ('tH:"!"'" thtll {'quil,", (!trl'rh," 1(lIIYII1':: 11n 
Jlrn('(,f'd~ tn u!lllly O~II11ht CIl'lin'llll'llt IIlXl'S, Fwit'I' til" ... (· 
t'in'lIl11stnnl'I'!'o ir lht' OIlYI"J'IlIlU'llt hll,\"'" Il\(' prup!'!'!," nnd 
SUh"I·(tucnll.\ put-> it uJi fur ~Il!t' Ulllit,1' IIWI'(' ulivlllltngt'lIIl-; 
('OIl1lillOm', it i·~ Jln .. ~ihlC' tn !'t'uii!.., ,..ullit'it'lll profit IIIl Iht' 
tllUl~nrtioll III [nIh' IW 11Ill',iIl11\- t'ulkd 11Il' IIlllfllllll uf 
lIlX(I,~ ,111<'. Th(' r(';'III\'il1~ flllttl' j..; l'I'i1l1htll"'I'd fmlll lilt' 
IlrO('ccd,. of IIIl' "al(' in lin 111111111111 l'II"ltl ttl IhC' umuulli 
('xIU'1ll1cti from till' fnlld fnl' till' !'I'liI'mlllion, Tin' Imlultl,l' 
of thc prOt'llcd" IIl't' lIJ1plit'd 1l!!'HlIH lill' IIIIIOllnl tlf lit(' ltn, 
inl(lfC'<;t. Ill'nlllti('sJ lUul lulditiun .. th(,I'C'ln, unci fol' Iill' 
costs of Sill", TIll' I'l'InuilltlC'I', ir UlW, would n'wl'l to lit" 
pnrtic~ ICl!nlly ('nliLletl to it. • 

¥rH~U~8~~~\ SECRET SERVICE 621 
- --==-=r 
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74? DUR(AU OF THE PUBLIc DEDT-C~Ullued 
=~=~f£;;";;;RA;;L;;ru;;;";;>-~C~,,~,,;o:,,;;.'============-~A:.:.P.:.P.:.EN~DJX TO TITP BUDGI1r Fon FISCAL 'YEAR 1976 

INTERNAL REVENUE SERVICE 

Fe/feMI f'ulUls 

General and Iped"l funds: 

RAU,nfES A:-.-n RII'f.:>flEB 

For ncccs~nry l':cpC'n .. {'~ ('If th(' Jutrrnnl nevenue Scn'ice, lint 
MhcfwL .. e pro\'hll'd f,lt. i'1cludinp;cxl'l'utivc direction, adllllnlstrnUl't 
~lIt'port. n"d IJlIt~rl1al lIudlt /lud s{lcurlty; hire of pl\l!.~cn~pr mot(ll 
\'('hleIC'll: lind hC't\'irl"i of expNt \\itn('>\.~f':i 0.1 611Ch rnte1 ns !noy be 
determined b)' tllt\ ('ommiSllloncr; [~'l,&oo,noo] $-S6,f60,(}(}(), 

For "Rctlarirs n,,,r cZI'Cnst.9" [,IT the prrifJIl July 1, 1976, throllg) 
. September ,W, W7fi, $11,020,000, ('l'ilit£G U.S.C.; Treasury Dtpflrl· 

mcr:l.ipP"(ll'rll1{ioM..Ict,lfI7/i.) . 

PUllum and Financing (in thousands of dallitn) 

Ideatlfitll,Uoneodo 15 .... 15-0911~()..1-80) IDT-lMtUII.I Ul1lStd. 1076,,1, 

Pro",aml.T'dirilies~ 
Dlrrttprosrarn: 

I. Emutivedir~t:tian.~ ____ ..•.• 15,709 la.l~!) 19,715-
2. fnltrnalaudltandsrturity.... 20,791 23,721 2S,Sl} 

To\ald;t«n)f~nn'l-._._ ••• ~ -:«.9iQ --:B,iiD 
Reimbunable program: 

I_ Exet:uti~rdlrrttian_._~_~ __ ._. 
2. Inttrndlludltandsewrity. __ _ 

\0 

Finantin,: 

RF:t~~ii~nd~i~~~~~~~~~ ~~~~ ~ _. 11 
I~ 
25 

4l 
+!.20 

Non·f~dctalI0urcn •• ___ --- .• -.-
Unobligatt'libllanctlaptinS __ •• ___ _ 

Bud,e-Iauthoritr. ___ • ___ •· __ •• 

RclationcfobllgaticnstooUtlll),J: 
11 Obligltions incurred. nct .. ____ .... " 
12 Ob!igattd~lantt.)tAllof)'tr.r--._ 
1-1 Obligattdbalance, end cfytar. ____ _ 

=--=--== 
2.380 

29\ 

41,970 ,\I' 
l,lll US 

-1,965 -llli 



DEPAItTMENT OF TIlE TRF.ASUn y 
=------------~ 

J7 AdJUllmenliin elpued.ccounu .• _._ 81 

10 

'1.20 

Olltlayr, uciudin& pay raise 
lupplemenlaL.._ ••• __ • ___ ._ 35.815 

OutIIY. If om ci~ilian pay rai,t 
IlIpplementaL __ • __ • ___ • ____ _ 

.to.S75 

1.452 

H.411 

48 

IlIlIudu up,lal Duda,. .. 'O~ID"'1 1914, SHl IhDuund. 1975. H50 theu.and; 
1111. un Ihu .... d_ 

1'hi~npproprintiol1 pro\'id('~ fol' thl' OVl'l'ltll pILuming ll1Ht 
Ilireetion of the InternAl UC'V(,TlllC ::-i('ryirC', fnr IllIU1ugeIlH'Jlt 
ur the SCI'\'ice'3 sll,!porl p'ro{.\:t'llll1~ 111111 fur illll'l'lUll Audit 

a~\'i~r::rrg; ~l~~i~:~~';li:~li~ t 1 ;.~I~~q~\II:\'~O\~·~.'~~~(I'l);~l~lut~l~ 
~.rvir('ls s\1{lporL pl'Og:fIlJ11~ :md thos(> prog:rum .. r.onrC'l'llcd 
"ilh sound mtcrnlll proc('lIur('~ nlld empIu) cc intc~rily. 
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Personnel Summary 

Dirta: 
Tolal number of pennanent poulions_ ..... 
Futl-time cquivalent of other politions ••• _ 
A~era&t paid CffiploymenL._ •.•• _ ..... _. 

~~:~~~ W}:!i:~~·~:::~=:::::::::::::: 
RcimbuuaLle: 

Total numbcr of ptfmanmt politionl. 
Full-timteqtll~a'mlofolherI'OJllionl 
Aarast pall) employment. 
Avcr.tgeGSiradc 
AveraseGSl3lary __ • _._. ___ . ____ • ___ _ 
Avef"~t Fe grade utabluhed by Ad. 

minidrutor. Al:ency far International 

1.650 
84 

1.741 
10.32 

$18.321 
$12.360 

III 
5 

101 
9.84 

$2~057 

12_00 

1.792 
100 

1.8Z3 
10.22 

$18.414 
110.241 

8l 
.• ~.. 8l 

8.89 
$22.644 

12.00 

1.882 
100 

1.8116 
10.23 

$18.425 
$11.448 

85 

8~ 
8.89 

$22.644 

12.00 A v~::;~cPc~ta~~~ _~I_._t~ .4_5_~} ____ ~::::: ~ :: : 
~~~~=-~~== 

$28.380 $28.380 $28.380 1. E:rrclItive dirtetioll.-'l'his nr:li"ih ~L't ... policies 1111<1 
':001::;; provide!; lh~ rC'~I'llrelt nl~d ptfil\uillJ! 11<'('('!'~nrr fur 
orul'rly nnd <,fil.'ctlv(I nc('0lllphshll1l'1I1 of 1111' H1Wt'llllf' 
:-:Crvicr's mi'isioll; prodtl(''i Il'llll(lrshiplllltl tlin'clio" ill Iho (~UIll'!t'lllI'lIjlll uow n'lluestt'() 
..... ('('utinn of plnn~; Ilod pl'o\'idl"i for the IUilllil1i'lll'fltiyo ~_~rolram~dFi~a~~~~I£n_~u~n~~ofd~~ __ ._ 

liuJlport oC nil op{'rnlioll~, Identlfirnlmn eodP 15-45-1JJ11-1-1-803 
2.lnt!"lalalldit(11lilsf(llrily.-'I'hi .. udh-ilyr .. lubli .. lu,,> ~~__ ~ ___ ._. ____ .~~~~~~ 

IIl1d v{\rifir~ Jnflmtt'nnUc(l of qUlllity ('01111"1)1:-. in tllf' H!'n'IIUI! Program by aclifiti:l: 
Srrvic<,.lt pro\'ide:\ n r()lltiJluil1~~ nnd il1dl'p~\lltll'nll'l'\'il'W I. Ex«utiveJ"ettion,,_ .. ______ .•• ~ •. _ 229 
or nil R{'\,C'uqc'ScrvirC' oprrntiun", tl)(ll'l'ln- I\!'>,urilll!: I.h(l 2,lnternalamlitandlt1:urity_. - ___ ••••• _. __ • 

COnl1l1isJ;ioll{'r nnd 0r,<'I'flllUtlul mntH\~('r~ liuilnpl))'Oprilltt·tl 10 Totaloblig.1lions __________ .• __ • -•• -. - ---no 
~~~~:~II~~(lII:r~~~p~T:I~~ !~~~~~:l\~~lj~I;~:ltr~I{~~:~~~;~;bU~I\~ol;IN~ financing: 
dencc hi lhl.! integrity of Rl'vrnufl SI',·virC' t'mpiov('('., is 40 Budgel.ulhofily (pfopond supplemental 
maintained. - _~~o~~~n_)~-=-.• _.~_.~_~._ •• _.~_. _____ 22_' __ _ 

Obiect Clllilificalilln \in thouunds of dollars I 

ToIf.,CtilkaUan code 15--45--0011--0-1--503 101.( attu!!1 107.; p~t. 

Direct program: 
Pmonnelcompcmal.on: 

11:1 ~:~'::n!the;i~:~~;;~n~l;t:_-: ~ 
IIJ Olhtrpersonnelcompen,ation._ .•• _ 

Tolllipenonne!compt<nu.lion._ •• 
Il.l Pwonneibenefiu:Civ~lian _______ • 
11.0 persons.. 

fr~ .,;j",,;::: 
itO ~~~~~~~.~. 

R:~ ~P~JI~~~de~t~;i~i;:::::~:::~~::: 
U:~ r:;'~::~i;i;;; ;~~( i-';J;~~'lil~~::::: 

27,037 
592 
7l! 

28.~11 
2.626 
1.990 

-224 
I.(m 

228 
1.082 

293 
51l 

10 

30.957 
801 
m 

32.501 
2.992 
2.416 

253 
1.540 

345 
1.117 

J21 
480 , 

Rtlallon or obtig4llan, to outlays; 
71 Ohh~atlon' Incutted.net ._. ____ •• 

1071, ... ~~ 72 Obln:atfd balance.llalt of y~oIr __ -, •• __ 
74 Obho:atnlLab.nct.endofyur. ____ ••••• 

32.752 
820 
759 

34.331 
3.470 
2.m 

90 Outlays 220 

A nnl'rnti\'l' l-otntl!m£'nl, dcscribjll~ the purpose oC this 
rcqu(':;t! IUld jll'Opo ... ed _ npproprintlOl1 hmgungc nre in
cluded 1Il PUl't.lll DC tll1~ volume. '. 

IJ~~ Vor nl'cr!Nnr~· ('xprn~{':< nf lilt' Inlcrn:tl Hcvcnuc St'Tvicc for 
-128 }Jtncl'ssing to .. tI'tUrIl", r,'wnll,.. rtCClluntilllt, providing l'..8!listnnc(' 

1.196 hi tllxpnycl'>'. M'('urjn~ unU(.t·d lUx return.'!, ilnd collecLing unpaid 

~~: !~·~~i,~~.~~rl~L~~cl~'l,~:it~:f,~! 1::~I;~ll~' t,ri'I~;t',~~~~nbdv ~fa~\'~~~rs~i~~~~~ 

Totalcosll.lunded ______ •• __ •.• 
ff,Q Change in ulecled rCSO\lr{u. ___ ~. __ 

36.500 
-47 

5 in('hl~tlllg noL to t'Xct'ed $IO;UUO,OOO (or l'Ullllil,Yecs on tmnpornry 
IlIllIUllttllu>nt1 nut! IIIIL tn exceed 5183,000 for ~nltUie .. ~ of J)cnmllncl 

"'.9iO '15.260 [S~1~~0'0~:oB~j'$T~e;J81:0~~nil1ing of datu trnnllcrlbcr applicant,; 
--41;970 -4s:2~ J,S:rll··l~f~~:'~:,If;o::"It!.~·~~;:Ui/~~ .fO;~~~c;, $i~j~~~ifJo.lhl~Cl~~g Tolaldir«tpfogram. __ _ 36.45] 

Rcimbom!t>!eptograf'l: 
P~~e=nd rompemation: 

ll:~ ~~~i~~~n!J::.iU::;Pe;';'~n~~t":~: 
UJ Other peUOMt) rompcnu.tian •••••• 

2.1X16 1.911 
115 ·--is 87 

Total personncl compensalian._ •. 
!l.1 Pcuonnel benefit .. Civilian __ ••• ____ _ 
11.0 Travel and transportation of penon. __ 

ft:~ J~~i:~~~o,'!;~J~t'~~'::::::::::: 
15,OOthu.crvicel _____ •••••••••• _._ •••• 

2.228 1.936 
171 165 
181 128 
21 25 
70 '--···-is 

Total reimbursable prosTlln •• _ •• 2.671 2.279 

91.0 TotaloLligalionl ••••• 39.124 H.249 

1.926 

ii 
1.9~1 

Ir~ 
118 
25 -.-.-- ii 

2.295 

47.555 

u.s. c.; Treasury neparltlllmt AJlpropriatioflll.tict, 1976.) 

__ ~_~'~Bra~~~I}~~neinl (in tllou .. nds of daUm) 

IdenlilkaUon(0<i ... 15-45-Q912-6-1-80) 

P'"llambyatlh'i!ies: 
DirectpfOgfilm: 

I.Dd.1proc;(lSingopetationl •••• ~ 
2.Colledian_._. ___ •• _~._ ••••• ~ 

t ~ltf:J;) Ir:!~~i-n-g.::::::::::: 
Tolaldir«tproiram •• _ ••••• _ 

ReimbuuabteprOgfam: 
I. DollaIltocusmsopaalloru ••• ,. 
2.Col!crtian_. ___ •••• _._._~ •• _ .• 
3.TI.1Jllyulervicc •• __ ••••••••• 

197-1l1c\ual III1.'in\, 197Ga~. 

310.016 
190.357 
83.253 
10.606 

390.051 
218.883 
101.895 
12.834 

400.469 
237.288 
121.913 

13.211 

~94~~ _ m.M3 77!.~ 

5.198 3.788 3,609 
103 ................. . 
!! ......•....•..•... 
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744 INTERHAlREVEHtl£S[RVjCE-Conll"~ 
HOERAl fUNDS-COnlinUfd 

General lind apeciai fund.-Continued 

ACC(IUNTB. COLt.}:crION ,\I'm 'l'.'I.XI'An:Jl HUIHCE-Contillllt'd 

Prll(t'lm and firurw:in, (in lhoulands of doJlln)-Conlinued 

Idel1tifieatlooeoc!el5-.f5·MI2-{1-I·80J 191t,ll(tuI11 101:iest. 1976,..t 

PJDIJ.m b1lCtnitits-Conlinutd 

R~~sb~~i:~~:r;~~~ti~~~~_n.~~~ ._ 289 486 487 

Total reimbutnble program ••• 5.612 4.274 4.296 

Tota'lprOYlmeosLJ.funded l ._ 599.844 721.937 771.177 
Cham\t in .elettm rtSDUlttl (~'ottl. 

undelivered orden and advaf'lcu)_. 9.751 

10 Toidobli,ationJ .•.• _. __ , •.. _ •. Wl.595 727,937 777.177 

FinJ,ndn,: 

II Rf::rt~ii~~d~~~~~~~~.c~_~ ~ :~~.:_ -I.uio -4.262 -4.1M 
14 Non.Fedtral sourttS_._ •. _ •. __ • -12 -12 -12 
l5 l1nobligated balance lapling •• __ ._. ~587 -- -- --

BudStlllulhllfiI1··""'··_·'_'· 606,570 7Zl.663 772,881 
---,--------

Bud!tetluthorily: .w Appropriation: 
Definile •• ___ •. ., .•• _ ••••• _ •.••• 
Indefinite .. _._ .......... ___ •..• 

Rudst1on. of c.m.clcJ &P(ltQPtu-tmn. 
nowpendins; {No. R7S-42) __ ... _ .• 

41 Trarufcned to other accounts .. __ ••• 

4J 
«,20 

Appropriation (,djullcd)_ •• ___ _ 

610.683 712.600 772.881 
2.642 

-::6;,' -9,230 

--- ---
606,570 703,310 71~881 

Proposed .u""lemrnlll for ci· 
rilianpa1raheS_ ."._"_' •• ' _ ••. _.... ZD,Z93 .• _ .. _ ••. 

Rclationof obligations toO outlaYJ: 
71 Obli81tionsincurred,nd .•• __ .... _. 
7Z Obl;gated bal~nce, staft 01 }lC'U •• _._ 
74 Obligated balance, end of year _____ • 
77 Adjuttmcnu in expired acc:ounu ••••• 

9(} 

91.20 

6Ol.9'3 1V.663 172.881 
51.991 69,498 63.118 

-f9.498 -63.118 -76.798 
-500 

585.916 710.«14 75~.S41 

19.639 654 

IlnIh:~I:fddvJ~·~~~~~~l~:u::II:r~~I~{;I::~i::i~·:;;ill~f.l !;~~IJ;~I~~~II~~ 
rent toxpayer acconnts hy tni'llllS o[ Iln nutnnmtt'l\ 
systcm. lL also providc.q for tnxJl",\"('r 1l-t..;i .. WI1('c ulld for 
collccting dclinquent. tuxes nnd SC'I'ul'illl-!" UTlfilcd fclmn!;. 
Stllti!>ticnl rCJlorting rcsponsibililit!!I of UIC Inlentll1 
Revenuc Scrvice comc undcr this n)lproprilllion. 

1. Da!c. rrnr.I'.<:.'lint1 operalion..v.-·rlll'i IIcl i\.jty provides 
(or nIl uctlOns associntcd with tim Hlllilin~ uut· or (o.x 
rcturn (orms find instrnctions, J"t1cdJlt. of c()lUplcl.f'cl 
r('turn~ find payments, dC1105it. or t.tw \htym(llll'" IHul 
vcrificnUon through u.n nnlomnll'd JI1n~ler file R,YStC'Ul of 
the accuracy or inrormlltion prodclC'd 011 the tllX returns. 
It l}rovhles f'Or pnymcn\. 'Of rt'fuHtlii, urr~et. 'Of l'cfund~ 
RglUnst. delinquent dC(,OIlUl", i:;;';i.II\nfC o( lI()licC'~ Ihnt 
payments nro overdue, idcntificatioTl of possible J1Ullfill'r.i 
for investigation, and assistance in tho sclection of tllX 

returns (or audit.. 
2. Collec1iQu.-'rhis. activity i.~ rcspoll';ihlo for collecting 

unpttid tll."'(CS null securing unfilcd l't'tlll'Jls. 

3. 7'axpayer servicc.-·rhis activily, which b(lClllIIC a 
separate orgnnh:ntioTl nplll't from tolltl(·I.ion iu 1975, nithl 
volllntary COmplillTlCO with Fcdcl'lIl tux Inns Oil 1111' JlIlrt 
of fill taxpllycn; h,Y inCormillg thclI1 uf tlleil' !'c:ipon::;ihililics 

APPENIlIX 1'0 TilE BUDGET FOIt FISCAl. YEAn 1076 

IIUe! hy pro\'iding Rt'rvicc which will IlSSLit. them in mecling 
Uwtr obli~nlion~. 

4. Statistical Ti!]Jorting.-This nrtivity prrp'lrl'!i stn
fi!;ticnl inforlllillion on incomo find 011 \"lIrioll~ (('utlll'C'! (If 
tho lnx sy~lcm, pt'rfonu$ othl'r l'ilnli .. til"nl TC'lif'nl'chJ 11111\ 

!i~:.{'~~~J t~I;O;I~:II::I\)r;;ltrll:~~~ returns to be fiI(>(1 hy t.vIU!, 
'rhc ill('I'("n"l'~ {'(''lllt'sled rOl' 19711 in collc('tion nnll fnx

pny('r :)('I"vicc nrc to keep pncci~\'itll wOl'kJoutl {'('suiting 
from growth in J10PUllltiOIl nncl 'JlUnges in the economy. 

SELECTED WORKLOA') DATA 

fI .. m,lI'onll 

UN _d~d l~lS "tI,ul~ In, .,1; .. 01, 
Turclurnslilcd .•. " .• __ 121.6 124.1 126.5 
InrfividualincomelurelUms: 

(il) Tobc:liltd ___ .. _ .. _ .. _~ 
(p) Refundlschedlilcd .. __ _ 

Tupayets,usislnL ...... _ .... _ •. __ _ 
Dthnqucn\. Ito(.t.ounb clo~ .. _' _ .•. _ •• 
Ddmqucnt returns Jd;umL ••• ___ • __ • 

81.0 
61.4 
34-4 
3.3 
.8 

SEI.ECTED REVENUE DATA 

83,l 
65.9 
]6, I 
3,4 
1.1 

85.1 
67.5 
lSl 
1I 
1.2 

''''_If,,'' nn .. t' .... le 191t.ul,-•• /, 
Gronrcnnu~ .....•. _ . _ ~ .. __ 268.~52 288.000 314.000 
Additional lIuCJIm~nb vn indi\'idual 

income lax returnS I,om verifying 
taxpayer arithmetic. hOnl verifymg 

:~~~~t ::~~:I~.i~d. !~f~~~~ 
907 895 

IIdditional darge. lorfa,lule to make 
.dequate PAymcnlstlf cslimlltcd In._ 

Dclinqucntlccountcollcction •.• ______ • 2.528 2.566 
790 

2.668 
650 Ddinqucnlrtlutll 'Ulc$Jmenll.+ •••••.• 

Duectprogram: 
PerSQnnd eompros.atlon! 

~IJ ~~l~:e;!tk~i~~~~·~~~t __ ::~ 
11.5 Other paSQnI1el comp(nlation •••••• 

Totll pmonnc! t()mpcnntion~ .• __ 
12.1 Pcr:.cnnd btildits: ClVllian_ .• _ .• ___ _ 
21.0 TravdandtransPllrtaticmo£pusonl .• 
22.0 Tnmporlationofthingl_ .. _ .. ____ .h 

II 0 R'"1It """'rn",,;,·~I;""~. r:~ !!t!l!ti= •.. 
2-1.0 PrintinS1ndrcprotluction 
25.0 OthctjerV!·u ...... ___ ••. _ ...... .. 
16..0 SuwtitHnd~tctil($_. __ . __ ••• __ ._ 
31.0 Equipmtnt _ .,_ .. _ . ____ ......... . 
42.0 Imuranc:edilimsand indemnities •• __ • 

TOlllenlb.fundcd ...• __ .••••• 
94.0 Cnangemldccledmou(ceJ .•••• _. 

Tobl dll~t~ p~n.!t\4.'~''''_ ••• 

Rcimbursablcptogram: 
Pcrsonlldcomp.:Il,ation: 

II:! ~=~~i~~:n!tb~:I~~:~Pc;;;;~c~t:::: 
II. 5 C,h~r pefsonnel c:ompcmation ••••• ~ 

Tolalpeuottndeonlpcruation ... . 
12.1 Pcnonnclbcnc6u:Civili,n ........ _. 

~g t~:~~~~~,~~~n!r;h~~~.~~.~~~·: 
23.0 Renl,cCllllmunic-Jtionl,;l.ndutilitics ••• 
24,0 Printin@:.ndfeptoduclion. __ •• u •••• 

25.0 Othctlct ... ic« ••. __ •. _ ••• _ •• _ ••••• _ .. 
211.0 Supplies and matcrill!s ............. . 
ll.O Equipmcnt •• _._ •••••••••• u __ ..... . 

TOlal.fcimburSol'bleprog,r.rn __ ••• 

99,0 Totaloblillirions._ •. _ .• _. __ •• __ 

477 571 

l4l.6ll 402,435 4lI.1Il 
61.4-14 63,00) 63.9ll 

,.12.5ll 1I.7J8 11.869 

417.6O!. "17.n6 107.11\ 
31.H5 43.441 46.268 
1l.279 1).502 16,141 
11.1l9 ".474 I~'l' 
50.956 107.185 111.'21 
24.-181 27,980 ll.m 
26.423 25,874 25.200 
I.Sl8 6.988 6,m 
7.J42 6.960 5.~1 

Il 20 20 

m.212 723.6b3 m.i81 
9.751 --

- 6OJ.m lli:66i m;iii 
==-= --

2.455 2.037 Mil 
2.173 1.746 1.740 

30 

4.658. 3'j!! l.Wl 
386 Jil 

16 ;8 ~ 
J 

286 -------·7 -·" .... i 7 
128 70 ro 
127 IS II 

I ----
1.612 4.l1\ \.11> 

W9.S9S 71.7:9)7 ~'m}7i 
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Dr·:rARTMENT OF TnI': TfiEASUnY 

________ P_"_"_nnrISUmmary ______ _ 

Difect: 
Totalnumwofpcrmanmtpo,itions...... 32.097 
Full.llme ~uivDlellt oC other positions.... 9. 157 
Avu~l:e p4I1J employment 39.591 
A,cr~geGS8rade •• , 6.91 
Avtrl\:eGSulary_ ....... _ .•••••• _.. $11,419 
A\ullte-WG ,lIIafy •••• ,. •.•.••••••• _... $1O.~70 

35.712 
8,1\99 

-I2.571 
691 

$1~018 
$9,»)6 

(SUl1lllt'l1l{'ulnl 11111\' rl'l1llf'!oll'll) 

___ • __ ~!~~Im :and Financi~~_~i.n tholl!.lln(b of Ilellan} 

J.irnhfj:aUon codo: 15 ·45-0912 ·1-1- fl03 ION Mlulll 107:> f1IL. 

ProlramhraditilieJI: 

10 

I.D.lt.lpfoccssin!l:opcrations_ ••• __ " .. 
2. TUJl.lycrauvice 

TOlalobligdionL •....• __ •. _ 

Firuncinr: 
40 Budgrlaulhorily (pforo.rd lupplemenlal 

approprialion). 

Rdalionofobllgllionl tooutlJ.Ys: 
71 Obhllationsincurrctl.ncl. __ ..• __ .• __ 
72 Obhgatttiba.llnce.ltartofycu _____ .. 
74 Obhsltttihllance.cndoIYc.ar ..•••• __ • 

90 OUtlays_. __ .......... ____ ._._ .•• 

973 
964 

1.931 

1,937 

1.937 

':ia 
1.819 

36.641 
8.899 

".011 
7.05 

$12.160 
~lii,j19 

lDiuut. 

"'---" 

'-"·78 

78 
-------

COlll'I,IAN".: 

Jo'or n('r~.;nry f'xl1(,I1$~ of the Inll'tnnl R"\"I'ul1f' Rrr\"ict'. (M 
dl't('fmloing lind c!<llIlllbitiug ~nx linhililks, and (I" In\'('SliltnU(11l 
, .. .'III l'lIf"fCt'nll nL ncll\·itlt.'~, ~1U'lnding 11IIrrlln",' (nol h'I')((','('(1 [1\\11 
hunlin·d nnd three of \\Iuch Sl'\·cnlv·piJ.\ltl] thru III/Illtrel/ flll,1 
hUIIIY'bIZ oJ t1'1:; .. h (I111! hum/Ttll (llJ(llliliehl.t1uht IIhnU bi' for rt'piaCl'. 
Inl'nl ollir. furlJn'.cl'·typc:- \I~{,) lind hir!.' Clf p:\~!.'nr.l'r motor \·(,hkk ... ; 
nnd H·r\,l!'t .. " l·r (·lilu:r!. \\\1111'''''(''' nt "uch r"tt',.. no., in8" Jlt: dctc:-rmiu('d 
lJ,· till' Crmllllis..~innt'r~ [$1!11.llflO,OtlO] $8,f1,/.',r7.000. 

Por "C'cm1l1/i1U1tI!" Inr the lJCrlfJfi J Illy t, [[17/1, through September 30, 
I.'JUJ, $2U9,615,000. (Trtle 2t1, U.S.('.; Trtfl111ry Dqlarlm.:,d ~Ippr(l· 
prillhtlll6Arl. 1!)76.) 

____ P_rlJ~ramlnd Finandn~_~_~.~~~~~~_~ll~r_') __ . __ 

IdenUfieationcodlllS-45--09IJ.-O-I·f!03 I07-&artulIl ID7fiC$L. 1976u1 

P,orr.mb,lCli.iliu: 
Dircdprogflm: 

I. Audit 01 turdurns .••..•• __ ._ 
2. Tn rraud and Jptc'al investisll.' 

tions •• ___ . __ .... _. ____ •••• 
l. TUp.1yer confErences and ap-

~.Is __ ._."'_ ..... _ •...•.. 
4. Technic.ln.linKSlndserlliccs •• 
S.ugalsctvicu ..• ___ .••• _. ___ .• 
6, Employcepl.ns' ••••• _ ••• __ ••• 
7. ExemptorKlnizationsl.~._._._ 

Totaldit«tprogram .• __ •••.. 

Rcimbuuable.program: 
1. Audit oI turdurns ..••••••••• 
2. Tufraudlndsp«ialinvesliga-

tions ••• ___ •••• ___ .. _ •••••• 

489.463 

1Il.917 

32.433 
18.642 
30.052 

655.507 
=-=~-.-o:: 

965 

III 

568.674 592.790 

100.380 103.'08 

37.741 )8.901 
18.295 19.196 
35.516 36.880 
19.022 26.963 
19.380 19.496 

799.012 8l7.6l7 
=--",-,"~. == 

1.'75 1.475 

.-...... ~ .. ~- .. -.. 

INT£RHAl R£V£NU[ SERY\ct....continurd 745 
FEarRAl ru~DS-tonhnu,d ===== 

3. Tupayef conferences Ind ap-

5. r.:ail:~r~i~~5:~::: ~:~::::::::: 
Total rc:imhurS3ble plogram._. 

T~ld program cO$Is.lunded 1. 
Chance msc:lttttti rcsoun:t'S ($laIC" 

untldinrrd orden. and advances). 

TolaJobligationL •• _ .••••••.•• 

Finlncinu 

RtF;(~Bif~nd~~~~n~~:~~J.~t.o.~: •• 
Non·Fw\!ul!Qlllces .•• _ •••.• __ ._ 

Unobligated halan'elapsin!: ••••.•••• 

Bud,tlaulhnrily_. ___ ...... __ 

Blld!;ctauthorit),; 
40 Approprialion: 

Deflnltc ••.•••.•. _ ...• _ •• _ •••••• 
Inddir"te ___ ._ ....... _._ ••••• __ , 

Resci»ion c:'f clladed approprialion 
now penum!; (No. R75··43) •• ____ . 

41 Transfcncdtootheraccounb._. __ •• 

4l 
4-1.20 ~~:~:~;~Ii:~ p~i~!UC'~~~l· f~~ - -cl: 

vilian pay raisu 

7 ___ ._. __ _ 1 ________ • 

1.084 1.471 1.471 
===---'"=- = 

656.591 600.487 839.112 

7.585 ......... . ... -~ .. --- ----
664.176 800.487 8l9.112 

-1.070 -1.419 -1.459 
-14 -16 -16 

3.000 --- ---
666,092 199,OlZ 837,637 

664.4l<l 791.000 837.6l7 
3.617 

--::i:9ii -10.240 

--- --
666,09Z 780,760 837,631 

IS,Z5Z 

----- -------------------
11 
12 
I. 
71 

90 

91.20 

Relation of oMigations to outlays: 
Obhgations incurred. nel .•.•. _. ___ • 
Obllgltedbalance.JIJ.tlofynr_ •••• _ 
Obligalcdbalance.cndoIyear ..••.•• 
Adjustments in C'P1ftti accounh •••• _ 

Outlays. excludinG pay raise 

O::1~~!h~~~a~i~'iii~~- -Pa"y. ;;i~~ 
suppiementaL,_ ..•. _._._._. 

663.092 
53.757 

-64,683 
-278 

651.888 

799.012 837.637 
64.683 57.465 

-57.461 -72.192 

--- ---
788.567 822.321 

17.663 589 

no'I~!.'t:~~Br~;7s~'il~\~:~I~ ~f,~Yit~~<; ~~t~v(!I'~~~Ainfo:\~~cC~~ti~~tth~ 
Inll'rnlll Hcnnll(' ~t'f\·icetfO r{'..;ponsibiliLies in special 
In\\' ('l1rlll'{'(,1I1(,1I1 IH'og-runl", 

AthJilionul fuuds 'n"lu('ftlNI fur 1976 ar{' nc('essaf\·~ to 
mnintllin llll' ,sl'I'\'il'l":-; IIbility to nssure equitahle npl;licn. 
lion Illlli nd('111111(' t'llforcellll'nt or the tn:\: Itlws nlld thus 
IUllintnin thl.' li~h rule or '·Oll1l1tl1l"" cOTllllliance. 

1. Awlit of fax utllJ·lIs.-Thi ... · IIctinty provide..; Cor 
Rl'iC'l·tivl! l'xaminntiull or lnx returns to !-ice ir toxpnyers 
111wo properly compliNI with thl' internul revenue lnws. 
It l'Orr{'cLs ('rror:; nUll l'xplnins corrections to the taxpayers. 

2. 'J'ar Jml/cl and .~perilrl invf'sligalions.-'rhis act1vity 
pro"itll!~ rot' Cllrorc(llItcuL of the rrirninnl sta.tutes r~lnting 
to "johltions or tn:..: Inws. Tt. ilwcstignt(':; coses DC suspected 
inh'nl to dcrriluc!j rcrollllnellds prosl'clition us wnrrnnledj 

~~~~~~~~tl~l: ;~~~~~~'~ir)I::p;;)r:l~tk~eri~l~ U~~!'i~! ~~i~i~i~~tt~~ 
in till' drivo agnill~t. OIwl1li1.ctl crime alld IIgninst narcotics 
lrnlfit'kl'rs. 

3. 'l'axpayer confrrrnCf'.8 anel appeals.-This activity 
providr~ for tl(llllill~..;t1'lltive considerntion nOll settlemcnt 
or tuxpnYl'r npprnls or nutlit findings, 

'1. Tt'chnical rltlilllJ'~ umi serlliccs.-'l'his activity develops 
tax n\turn forms, iIislrnclions, and guidesj issues rulings 
uud opinions 11..') to npplil'lltion or tho t.ILX laws and meots 
with lilxpayol' groups to review and resolve special taX" 
probl(,lIls. 

5. Lt'!lal serllicr.s.-'l'his activity compriscs the, legal 
cotll1s('1 nnd ll'~nl UR~i~tIlIlCO JlC'C'dml by tho Servlce to 
ndmiui-stt'r nnd C'urul'CU lhl' inlcl'nnl revenuo laws .. 
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Ct':neral ;md .pedAI funtb_Confinued 

COMI·r.r"~C'E-Contilltl(11 

6. Employee 1,{Cln8.--'1'hi .. tWtivily lH'ovhlp ... Cm' the TC'

vjrw or ('mp)o\"('c pf'n!>ion plllTl'i In dC'll'rmillf' will'th('I' 
these plans meet t,lw rcquircn1cnt OnI1W. 

7~ Ezeml1t OT!Jf1.lIizctlioll.'l.-'rhis n(~li\'i'" pru\'j,lt\q (or th~ 
review oC orgnnizlltioll~' operation!> ((J cI"ll'rminc whellu'I' 
they lUll (!xempt. from lax.ulian. 

SELECTED woRKLOAD [)ATA 

1!/llhaul&nd,1 

1911"d"d 1911 ufl",,J~ 
Taxrcturtll.udittd ___ ... «_~ •••• _... 2.an 1.290 
TUp3.YCII in Itencral inves(j;alionJ_ •• ~ 5.7 6.3 
Spc-cialenrorcl'J1Imtprogramin\e1tJlIlI-

tians ...•.. _ •. _~_ ••. .-._ •. ". _._._ 1.5 1.4 
AppcllllCtIIR dispoah. 19.7 31.3 

SELECn:p REVENUE DAO'A 

Uhm,I/'Da., 
Aud'itls,esJrtlcnt.I ___ ••• _~ ••••. _ ••• _ 3.72~ 4.&.\) 

Objrd Omifiuljeln (in thousands or dollars) 

1916"11,,,.1. 
3,290 •• 

1.4 
lUi 

4.24S 

------~~~~-.. --~- - -----
l<fenlilieaUtlneod$15·-IS..0911-0·1--801 

DittttprDgram: l'euonnd comperualion: 

II: j ~:~~j~~~n!the;i~boan~;;~;;;;t·_~::: 
: 1:~ ~!~:r~~:1 ~:~~~:~~·u:: 

U.I Pen!~:l~~:fi~~e~~~~~_l:~~:~:: 
21,0 Travel and Il'aruporlalion of pfilonL_ 
22.0 Transporl.1liono( fhjng, ..• ___ ~. ____ • 
23,0 Rent. communi.:atjoru. and utlhtics __ _ 
24,0 Prlntms and rqlroductlon,. ••• _. ___ • 
lS.n O~htl '"""ICU __ ._. _____ • ___ .~ •••• ~~ 

!t:g ~£~:~:~~i;~;;Je~~1ii~;~:::: 
Tob,leosh.fUl'lded_ .• __ • ___ •• _ 

94.0 ChJn!lein,dccledrcKlmCtl •• ~_ ••• ,. 

Tolal direct program ____ ,~ __ ••• 

Rcill"lbuu~bleprogram: 
Pcnonnel wmpenution: 

}::~ ~:~~~:n!the:i~~:Pe;~;~;~t~:::= 
\ \.5 Other ptt!.ON\tl eon\}lCnw.liatl_ •• ~._ 

1\J7lnrlulLl 107.5"' IP70ut. 
~ -- -_.---_._--

507.9» 57S.81)8 605.6SI 
8.5-47 8.460 8.624 
1,Q}U 6.H1 .... 6SO 

66J iOI iOI 
-~- -- ---

525.117 591.206 619,626 
50.192 58.291 62.579 
25.983 29,711 JO.47S 
3,221 4,072 4.848 

In.I.Il1l S2.}-\1 86.~S9 
5.143 6,732 8,216 

11.190 13.597 1~175 
5.06\ 6,2.111 6.m 
9,552 6.788 6.692 

28 -l\l '0 --_._- --655.507 799.011 831.637 
7.585 .'_. 

-~~~ --
663,092 799.012 837.637 

3S6 667 667 
12 
15 

~---

ColoIPLtANCl: 

(SlIPplemelllnl now rl'lIUt'sted) 

JdcnlifirllUonro<f .. Jj 45 MI3-1-1-603 107-1ae~ulIl 11I7Sf.lt. I07Ged. 

ProJr,m blaclbiliu: 

~: ~~~e~r~~~ni;at~~;;;" ____ ::~:~::~::: ••••••• -. 

10 TotaLoh!isationl ___ ••• _ ...... _ ••• __ .• _ 

finantinl: 
40 Bud,d authority (projMlsed aupplemcntal 

appropriation) 

90 Outhys._ •.. 

4.419 
64 

4. 48] "'~'~'_' 

4,483 

4.JOI 
--~--~.--~--------

A nlllTut.iVP. Ioi;tntf'lIwnt, (I{'scrihin~ Ih" pnrpo:·m of this 
rC'CjuC' .. I. unci prnnu"'l'll lII'pmpl·inlu)U luugullAo LlTe in· 
(,llIdl·d ill Pm'! III or tid ... YOIUll1l'. 

ltm"UNIllSII Txn:nSM. tb:n:l';ut~ ('OT.U:01'IQ:OS, INTEItI::8T 

PrO&fam ~nd Firuncill, (in thouuncb of doUn.) ------
Idel1hh~l'Lm eod,! IS-45~090-t 0-1-902 lD7-t a~ullli IlI7ti"!.. UI711",,1. 

PrOlmfl:bladifilit.: 
10 Payment of IIIlc,"l Cn rdllndJ (total CO," ohligatillllii (obj~ttcllSs410). 220.921 240. liS 390.855 

Fin.ncinl: 
17 Rttovery Dr prior y~ar obll~atiolls (re.-

pa)'ll\cnl tlf iuttrut. Fdcca.t Unem.-
-755 -8l5 p,ofitlc"tTaxActrcfllndIJ. __ •• ~ ..•• -678 

60 Hud,et ~ulhorill (~pproprialion) 
(perm/lncnl.inddirulel _____ ..• _. lZO,Z·tl ZJ9.-40lJ 390,000 

RclationJofob!igationstooutl,)'s: 
71 Ohll!:l:,tiofl,lincun~.net .••... _ •.• _~__ 2l0.1-tl 239,400 390,000 

Total peuonnd wmptnution __ •. 
12.1 Penonnel bcndiu: Civililn __ ._ .... _~ 
21.0 Travel and tn.ruportahon or perKlnl •• 

41] 687 
2} 1('11 nl 9<1 Outtl.)'t ••• ~._~._ • __ ~ ••• _ .. _._._. ------nO.H] 239.0(00 390.000 

23.0 Rent. communications. lind uu\illn __ _ 
24.0 Printin; and reprodllt1ion ••• ___ ~ •• _. 
IS.O O~h(r W"'lt'!l_~ ••• >_ •••• _.~ •• ___ • __ 

31.0 Equ!pmcnl. ___ • __ •. _ •••• _._ •• ~ •• _. 

Toul rcimburuble program •• _ ••• 

Pcnonnel Summa". 

Rcimbuu$hle: 
Tal .. t nurnheta[ putmn(.nt po.titlont ••• _. 
Full.time equivalent of other ptnitiolls •• _ ~ 

80-321 0 - 77 - 21 

25 57 
4.(. 61 

5!j S},'i , 
I.OIH 

JO o 

1.415 

60 
60 

lOll 
'5 

1.475 

39.463 
1.072 

lB.488 
9.19 

~ISl} 

Umh.'l· \!crtn\n l'\l't'tu""tIUlCCi. tU~ provided in 26 U.S.C. 
OOIl, inlcl'l'st. i ... puicl Ill. fI% PCI' 81UlUu\ on internnl 
]'eVC1Hl(> l'u\\ecthms \\ hh'h m\l~t. U{' r(!ruude~L 

l:ill:."h:iAl. llYo\"g:;uf. ('.oLLF.C"no~p. ruR. Pt1FATQ lllCQ 

Pro,ulltJ; and financin, (in thoullnd. of dollars) ---- --~---------~-
Id..mtUio:lI-tloncod", 15-4S-5737·0-2·8S2 

i'rcllr.mbraciiJiticj! 
10 Inlrrnal Revenue collections Cor Puulo 

Riw (total cosu,-nbligatiofl:s) (obJ«t 
cl.n 41.0).~~. __ .• ~.~ ..... __ .•••.•• 

FinantinJ~ 

IU7-la;twt.1 I07.sC.II~ I07Bed. 

III.ll!7 116.000 118.000 

60 Dlld,er allthority (appropriation) (per~ sg mAn~nt.. illdcliniic. lpetial rl,llld}_ •• ~ •• 1ll.387 116,000 118,000 
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Rct.lion of obtiptions 10 outl.Y*: 
71 Obliptlons incutrtd. ntt •• ~ •. _.~ •••••• n OhJjg.lrdhaJ.JKc.lurtolyc.lr •••••••• 
74 Oblilj:ltrdbe.I.ncc.cndofyc.ar ••••••••• 

90 Outl.Y' •••••.•••. _ 

111.387 116.000 118.000 
12.493 22.396 12.396 

-22.396 -22.396 -22.396 ------101,.184 116.000 118.000 

Tnxes collected under lhe Internnl Rl'\'enuo In.ws of 
the United States 011 nrticles produced in PUl'rt.o Hieo nnd 
either transported to the United Stntes or consumed on the 
island am paw to Puerto Rico (26 U.S.C. 7652). 

Public "nlcrpM'" rund.: 

FEDERAL TA."- LIEN RI::\'OLVINQ FU1W 

[For inCl"l.'MOO cnpilll.li'Etl.tion of UU~ rC!vnIvllIJ! (lind for red('Jllp. 
tlon of l't'ul prtF.('r~·, (>stnbll!lhcrl by th(> Fctkr:tl 'fnx l.!en Act!.r 
We~~!~nyAspp;j);rl::~;!l~JASJ~~~~J~? (Trlle 'W U.S.C,; TrI'alllry 

PreVIa! .nd Financin, (in thow.nds or doll.rs) 

IdcoUIitaUoll. codc 1s-t5-4413--0-3--803 

Pralt.lbb,.diritiu! 

to Rt:t!j (!&J:! ~;=JrJ)f~~~·.~~ 
Financin,l 

14 Rt:ctr~i~~:~:~.~~~~ (r~~.~~: 
21 Unobligatedhalantc,v'llabk.1wtoryw 
~24 UnoblillltcdbalanttavailaLlc,endofyear 

+'J Dudld.uthorily (appraprlilion).~~ 

RclItion or obtillititw to outt.)"I: ' 
71 Oblipli9nainrurrcd.nct •• ~ ••• ___ •• _ •• 

90 Out1ay •• _ ........ ~_ ••• __ ._,. ••• ~ .• 

1117of:.dlll\l 1975ut. 197clnt. 

J41 1.200 1.200 

-113 -I.HI -1.200 
-368 -359 -1.000 

359 1.000 1.000 

-141 

-14/ 

I1rl~\S ~rv~~:i~J~~l~ T~ei~ie~;i11g~ ~r\l~~~1~1~i8 u~J~u~ 
7810) solely to Benc as tIll' sourcc of finmH'ing tlw rcdC'fIll}' 
lion of renl proJlerty by the- United Slates. In collecting 
delinquent tuxes, situnllons urise where it is to the Govern
mont's ndvnnluge to buy }lroj)crt.y on wJti('h if. JIl1S Jl- Hen 
when tho property is sold at tl foreclosur(, sale brought by 
lhe holder of tl lien which is superior t-o Lim Government's. 
'rhe ndvnntn~o arises when tho property is worth substan
tin.lly more thun tho first JjC'n JIOJder's equity, but is being 
sold for an amount thnt bnrl'ly covers thllt £lquity, thereby 
Ics\>ing no proceeds to nPI)ly tlgflinst. delinquent. tnxes . 

.. , Under theBo circumstlmt'eS, jf the Government. buys the 

~~~~fc=~~sS~~~:litil:'~:,'·rtli~~~oi;~ibl~ f~: ~~I~li~~n~~rfi~i:l~~ 
profi~ on tho trunsilctioll to fully or pU1'liully collect. lhe 
amount. of tuxes UUf.>, 'rhe re\'ol dng fund is reimbursed 
(rom tho proceeds oC tho. liIlle,in nit lUllount equnl to the 
amount expended from the runcl for lho rC'ti(·llIl'tioll. 'rho 
bll.lnnce of tha proceeds ore IljlJllicd agninst the n.tnount. Of 
the tn.:'<, interest, penalties, nnd .\dditions. thcrcLoj lUllJ 101:' 

t- tile eoslCj orsnle. The rCllluiIHler, if !lny, would revert. to Lho r ,pnrLicslcgully enLitled.La iL. 
~ .. 
{., . ~ ___ R_._ .. -,,'\"'_"_d_E._ .. _ .. _._c;n_th_nu_,~_~_:_,:_~~_'I_I:_;.~-U-.--"-1O-U-"1 

·~~ofrtJlpropa-t.Y: 
• Rtvtnuc ...... n •••••••••• _ •••••••• _ •••• _ J3J 1.200 r,~oo 

upcnse. •••••.•.• _~ •• __ • __ •••• _ •• _ •••• -333 -1.200 -1.200 

Ntt incomc Of lou rOt thc ),tU_ ••••• 

Financial Condilian (in thousantL of dollars) ------------- ----------
Ancta: 

];:~7:~~~~t;'::~::: 
Total'lICb ••••••••••• ~. 

GU:'bii::lled1!}!~(e~. _."'" 
InvtstedcapitilandurningJ •• 

1973n.etu~1 1074 acltllli 1915est. HI76 eSt. 

J68 359 1.000 1.000 
132 (41 "' •••• , ......... . ---- ---- ---- ----SOO 500 1.000 1,000 .. 

J68 
132 

359 1.000 1.000 141 _____ 0 __ 0 _____ • __ _ 

Anal,.;. of Cfunies in Gofernlntnl Equit, (in thOIW.nd1 of dollln) 

Non·interest.bwins upital: 
Stut of year •• ~ •••• _ ••• _ .•••. "'~.'~ •• ' 
Chanllu._ .••••• _ •• _ •••••••••••••••••• 

Endolycar •••• _ ••••••.• ___ .•.•.•.••••• 

J974aetunl 197sut. 111'10 !:It. 

500 

500 

soo 
500 

1.000 

1.000 

1.000 
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742 BUREAU OF TIlE puBliC Dtar-ContfQIIt4 __ /" 

~_==~f[=DE=RA='fUNDS-C_~~~~~~d ~_~_~~~_~~~~~~=_7_=_:\ppF.NnTX 1'0 TilE Dt'DOF::T ~~~F_I_BC_A_L_Y~_AR_IO_75 

INTERNAL REVENUE SERVICE 

fi>dt'fLl''''um/ll 

Ceneral and ,pecial {und.~ 

S.\L\mES AND EXN N"sr.!:. 

,".i::~:~t:\~t;~?:l~~~cl~ili::~ ~~~~~~f\~dlir~~:t~~,!~:l~~~~i~'lii~~·r~r.~·~~"~~I~: 
}Jtlrl, und intl'rJllIl ;lIuUt lind "'<'Cllrit)"; hirt' flf p:l~ .. t·llgl'r Illllior 
\'('hlcl(·~; alld IIcr\'jcC'-l ,,! I"qwrt witlU"'~I~ at ~\lch r:\t" ... II" 111:1)' 1)(' 
dNrrmitwd hy lhl' ('llm!lli~"iI'111'rj [S:H,lts7.nlln) $~J.liVV, ODD 
(Tufe en U,S.C.; Trtulfllf!J Departmenl .lllprllprwlm,1 .-Irl, 1.'1;'4.) 

Pt-QI.u.mlndfinlncinc:(inthouunilJofdoitars) 
----~ 

IdrnlllieaticmeodI!IS-IS..{I911...{)-I-904 lunll.tuill IDHtlt. Ig7!itllt. 

II 
I. 
15 

PrOlum hr adhitiu: 

Dil~c~~~~i~:direction. _. __ .•• _ .. 
2. Jnternal ... uaitand,cturity .••• 

Totll.ditcctprost.m ••• _. 

Reimbunable program: 
I. ExccutivedirectLon •••...•..•. 
2. lnternal.udit.ndscturity •.•. 

Total.reimburJAbleprogram. 

Tctat~o'!.tl.mtQ'ts. (uOOcd I. 

C~~nJ~~dcli:'eet~~rd:)~:~_ (ftom 

Totalobli«ations .•••.•.•.•..•. 

Finand",: 

RF:r~aifu~d;~~~~·.c~~~~. ~~~~: •. 

U~bn~~~r~,~:::i:p;j~·i.:~:~~~:: 
• 'Bud'idiuthorily .•.•. 

15,205 15,511 17,m 
19.43S 1\,1Il1 14.167 

3 .... 640 36.612 41,500 

2.002 2,971 2.466 
205 --- ---

2,207 2,971 2,,66 

36,841 39.SS3 43,966 

-23 --- ----
16.82-% 39.SB3 -13.966 

-2,109 -2,866 .-2,361 
-98 -105 -105 

182 ---_._-
34,8011 36,612 41.500 

-------~ 

40 ~;:.:~~~~~~ ............ . 
41 ; TI!lfh.crredtoot~"ltcounh 

34.S00 34,687 41,5110 
-525 

\..... 'elN"'" ".lr\=,"~ 

" 
)\,udgelauthority-ContinuM 

Ttansfc:rred from othcrac'ounb •..•. lOll 

43 Approprialion(alllu.fcd} __ ...• _. 3",800 34,162 ,~,,'DO +'-10 Ptopo.cd .upplfmftlhl for W~I~ 

"4.20 Pt~~~~l~;;e~~~t fut" '~i~a: ID 

Ian P., uile, ... 2,4"40 

7J 
RclationtlrobligationstooutlIY': 

Obligations incurred. ncL ..••....• 34,617 36,612 41,500 
72 Obligilted.b4lilnce.stutoryur •.••• 2.396 2,603 3.0}S 
74 Obl,gated bollance. tOO of ytU.~ ••.• -l,W} -3,035 -2.m 
77 Adjustments in elpired ilttounu ..••. -.7 -- --90 OullaYj, tlduding poly raise 

91.10 Ot!tli~~c"l:~~~:t~·a-i~~;d 'PJY l-f,363 33,835 41,895 

91.20 
railcsupplcnltnt.d ........ I 

Outlay. from ciwih~n pay ,.lise 
.upplcmental .•.. 1,336 10\ 

! !nd"d .. up,tol Qul/.,. .. 'QUa .. " 1913, $497 thouund. 1'J1~. un Iho~.tnd: 
~qh. $1i~Qlho\! ..... d 

Thl'i upproprintioll provides (or the overnU planning 
\\1ul dirC'{'tlO!\ o[ tilt' Intt'rnal UcvcnuQ ServicQ, (or Illan· 
ng(lllll'nt of thl' ~I'rvi<'e's support prog:rnms nno for 
intf'l'l1nl nudit IIl1d intt'nllli security. Tins 1975 nppro
prhnion Tl'qul'S1 provi<\t's [or maintaining the ServlCc.'s. 
sllpport pl'o~rnlU~ 1\1 mlt'qnnt(\ levels nnd for strengthening 
tltn.,(1 prog:rnlll~ rMU'l'rned with sound internal procedurl's 
ltIul (llI1ll1o~'l'c jntc~riiy. 

L E:r(C!ltit'f t/irutinn.-This activity sets policies nnd 
{!onl.;.; pl'o\'idcs Ill(' rC's(lnrrh and planning necessnry (or 
ol'lIl'rly and ('rrrt·li\'(' nt'C'tuoplislnllC'nl of tIw Revenue 
S(ll'vice'" rni!"i-:ioll; pro\'itlr~ Jt'IHlf'rship (lnd olrection in 
tIll' (':'I:C'cutiull of phUBi IInci provhlr!'l for the adtllinistrutivc 
sttPI}ort of IIIl oprrutions. 

2. Internal audit and st'cllrity.-This activity establishes 
nml v('rifiesmninl('t\utlcl' or quality ron trois in the Hcvcnue 
~(lrvi('('. It provillt'~ 11. cOl\tinl1in~ nnd inueponcil1nl review 
of It II 1{{'V('UUtl :-il'n'ic(l op£'rntion", thereby ru;surin(t tho 
(·nnll\\i:;~iont.'l· n\)\l op{,fMim\lli m\\lu~g('rs lhat.upproprintcd 
fund ... 111'(1 :iprllt only for tlutilorizccl purposes. and that tax 
fC'\"l'lIl1l'S nr(l proprriy linfeguurdrd. 

Objetl ClminCition (in thouJAnd. of dollan) 
---~ 

Dirttlprogr.m: • 
Ptuot\nelcompwloltion: 

: I: ~ ~~~~i~~~n!thc~i!~:~~~;;n~t::~~ 
11.5 Other petsonncl compc.:."lItion .. 

T olal personnel toml'trllation , •• 
12.1 Personnel bmcfiU! G\·lllln .• _ ...... _ 
21.0 Tn.vcl .. ndtru\lllQrtationofpcuonl. 
22.0 Trt.nsllQrtationofthingl ........••. 
23. 0 Rent. communications, t.nd utilities .. 
2-1.0 Pllntmg and reproduction ••... 
2:;.0 Othtraervlctt... __ ._ 
26.0 Suppllcsll.ndm~tcriJ.1s .•••...... 
31.0 Equipmtnt. ............... _ ...... . 
-12.0 In\\u,ncc. t1 .. iml t.l\d.indc:mnitiel •.. _. 

lO13e.tll1a!. u»~ ~l. J01I1ca\, 

21.618 27.20 29,m 
812 526 511 
585 641 5115 -------

27,015 28.410 30,986 
2,-118 2,475 2,733 
2,015 2,379 2,937 

250 241 282 
1,097 974 '1.868 

231 228 341 
7'l9 1,\«1 !,HI 
250 231 .2aa 
497' 529 6<0 

6 5 5 

Totalcoltl.fundcd .• _ ••...•••.• ~640 . 36,612--:;1,SOO 
9-1.0 Ch.ngcin.c1ccttdrelourtcl......... -23 ._ ............... . 

Tot.ldirtclptosram.. -.:"'~!!' ~ ~ 
Rcimb\uublc. pIO'l.ram: 

Peuonntl compctllation: 

: I: ~ b~h~~~~~~ilt:,:!P;;;':li~~::"" I,~ 2,5~ 

Tot.lpusonndcompcnulion •.. t:69i -un ~ 
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Il..I Penonnel benefit.: Civilian .• _ ....... III 210 166 
21.0 Travc!andtnnlportationofptnons .• 81 118 158 
2LO ~~h::~~i~:~ .~f. ~~~n.~':::: ~: :: ~ : : : ~ 27 

'i5 25.0 69 21 
26.0 Suppliuandmatcriab .•••..•.... I 
42.0 InsUfancedaim,andindcmnities .. I -- --

Total. rcimburnble program ..... 2.207 2.971 2.466 
== ---~ 

·99.0 Totalobligation._ .............. l6.BlI 39.583 1'43.966 

Pcuonnel Summary 

Oiredl 
Total number of permanent pDlitions ...•• 1.70l 1.647 1.792 
Full.timee<Juiv.tlento£othcrpasltLon3 .•.• 100 70 70 
AvcraKcpaldemp!oymcnt. .•. t.728 1.613 1.767 
Aver.KcCSgradc .•.•••.•.....••...•... 10.l 10l 10.3 

~~:~:~: ~t~~(~~g;;d~· ~~it~~;" ~~ ~ $15.866 117,2-40 $17,238 
$9.l9O $10.143 .$10.786 

Rcimburnblc~ 
Total number of permanent po.itian ••..•• 96 81 6l 
Averall.c paid emp!oYfTlmt ••... _. . .. 96 81 6l 
Avcras,cCSgrade .•••.•...••..•..•.•... ILl 8.5 '.l 
Avuage CSu,Jary •••••.•.....•....... , ~H.928 $12.501 $11.766 
Average Fe grade utabli,htd by Admini •• 

trater. Agency lor International Dc. 
vclopment(15Stat.45D) .•••......... 11.8 11.8 11.8 

Ava.ge FC "Iary •••..•...••..•.. $28.664 $28.664 $28.664 

ACCOUNTS, COLI.F.CTIO~ .\ND TAX1W'ITU ;;\1'1I"lcl: 
For ncc~~ry CXpCIl5C~ or the' Il1lC'runl Hl'\,C'nlll' ~cn'ic(' for 

r!~~~~!~~ 1~:c~~:~~~~~I:;;t1fn~cl';:'~~~;:~~' ~,~d\i~~:H~I'~~~t'!~~~n~d 
~ii~~,;..~~r~t ~~~Cllr~fc~K~! :'~~!i'~, ;i!:!II!~:~~I;U'dnl~\" ~Il~~ ~~~~1I~'1~ .. !~~1111~'~~ 
including [not to exc{,pd $.i3,litlO,OOO (or tt'lIiIJOnlr\' NJlpll)ymcllt 
and] IIllt to cxcct'd [51'1:1,000] $189,000 fur I'nlnrlN of pNl'onnC'l 
[~~~~~~~~O'O~j$i}3;:l30,~~b:nil1illg lif datn trllnscrjb~r nllplicnnl:<; 

O'or on nddltlnnni III1)Ollllt fur "Accounts, cnllC'ctlnn Bnd tn,.· 

~~tl~,,~~~i;C;~, u~2ftiy2~·~~Othi~~clhl~:.~~lrl~~7~~I?I?'~i:.~:I:rN1:;i~B~~; 
!.'.~.C!.; 1'rtasury Dtparlmeul .tlpproprratiou Arl, /'174; Supp/clllt11tal 
Appropriau·orltAcI,1914·) 

Prortlm .nd Finlncinr (in thousands of dollaTll 

JdtnlilielUon coda IS-o$S-{)912-Q-1~904 HIHut. Ianni. 

10 

II 
II 
15 

Ptornmb1ulifiliut 
Dlftclprogram: 

I. DdlprlXeuingoperatlonl. •••• 
2. CoIJecliolllndlupaYermvicc •• 

~:~~~~i~~c~~~:lt!~;ii~~;::::: . 

301.611 
21J.1.22I 

9.186 
311 

1l0.909 
255.367 

11.717 

389.214 
312.358 

11.828 

Tot.l <:Iircct pfogram_....... 515,743 587.993 713.400 

RtLnlbuuable prOIW 
I.Dallproccnin!. ltinns._ ••• 
2.Co!l~lionandtup. .I'en'ice •• 
3.Slalutic.1 reporling •••••..•••• 

TotllrcimbuUlbltprogram ••• 

Tol.1 program co.t •• funded I •• 

C':Jdi~~:dl~c:d!:.~~dt~dv!~~~~)s~ 
Totalcblig.lionl ••••••••••••••• 

Fifllncinl: 

RF::r::li~ndt::~~~~~~~~ •• ~r.~~: .. 
U~bh:.:dr~I~~~(I~p;i~~~:::::::: 

Budld.ulhorily ••••..•••••••• 

7.212 l.l20 3.lll 
290 ................. . 
96 469 472 

7.S98 

m.l'l 

-5.145 

l.l89 l.805 

591.782 717.205 

------
518.1% 591.782 117.205 

-7,526 -3.692 -3,708 
-72 -97 -97 
256 

510,854 587,993 113,400 

40 
41 ., 
4l 
44.10 

44.20 

71 
72 
I. 
77 

90 

91.10 

91.20 

IHT£IIHALIlEYEHUES£RViC£~I'IUnutd 
fEDEAALfUHDS-Ccnl!nulli 

DUllgetauthority: 

*~~;~~~~~ol~ ~th~; ~~~~~~t~ 517.600 557.68l 
-8.431 -6.2Il 

Tllntfcrred ftom other account.· ~~:: 1.685 -- --Appropfiation{.djutlcd) ...•.•.. 

Prb=:ddp~;p:!i::n~a.l.ro~. ~~~~: 
510,854 551.·nO 

Pr.ap1ucd 'lI,.ppiemcnlal for d.il· 
65 

lanpar 1lIlC1 ••• 36,458 

Rcluti.onofobligltionstooutlaYI: 
Obh!aticns incurred. ncl. •••....••• 510,,98 S87.993 
OblLgalfdbalancc,.tatlofyelr .•••• 5S.512 51.991 
Obligated balance. end of year •.••.. -51.991 -62.208 
Adju.lrnenl.in·e.pircdaccount •.•.•. -742 -- --

OutlaY3, excluding pay raite IUp. 
plcmcntal.. ............... 513,177 10.821 

Outlays from .... -agc.board pay 

~~~:,'f~:~~i~~h!r; 'p~y' ;ai~~ 59 

supplementaL ••.... " .. _ .• 3l.896 

743 

7Il.~ 

--
113,.00 

... __ .... 

7Il.~ 
62.208 

-S8.708 

71'.3l2 

2,562 

I 1".I~d., up,111 aUI!.r I, 'ollg ... · 1'173. SII, ~ZO tbl)I<Iand; 1974. H.llr :ha". 
IInd,197).SII,049Ibal<land. 

'rhL':; nppropriation provides for processing ta."( returns 
and relnt('d documents, flIttl mnintnining Ilccurate, current 
tflxpnycr nccounts by nlf.'IlDS of nD automated SYstem. It 
also pro\'itles for tnxpuyef fu,!;isttlnce nnd for collecting 
delinquent tn."<es nnd !)l'cltring unfiled returns. Statistical 
reporting rC'sponsibilities of the Internal Rc\,pnue Servico 
come undC'r thi::l npproprintioll. 

1. Data prvces8wg uperations.-This activity provides 
ror nil n('llons (lssot'illtrd with the mailing out of tnx. 
return forms unci in~lrurtions, receipt lIf completed returns 
ant! pn,nurnls, deposit of t he payments, and verification 
through lin Ilutomated Il1lhill'r file system of the accurncy 
of informnlion provided on the tax returns. It provides 
fOf pnvl11l'nt of rrCuntis, nITsC't of refunds ngninst delinqu{'nt 
nr,counts, is..;;unncc of noti,'!':;; thnt payments nrc overdue. 
identificntiun of possiblt' Jlonfilers [or investigntion, nnd 
nssistnnrt' in the selection of tax rrturns for RueUt. 

2. Collection ami taxpayer service.-This activity pro
vides assislnnca to tnxp'o)"t'r.s in unders(onding their tux 
ouligntion .. , is fesponslble for securing tnx returns due 
but unfil("l.t and for rollectin~ taxes due but unpaid. 

tic~li ~~(~'~~~'~~fo~~~;tl~71~~! l!~(i~~vi,~~rfo~~ft~~~u~~~t~i 
the tnx s.\"steID, pcrfUl'lIl~ other slatisticnl research. and 
forecnsts the numbrr of tux roturns to be filed by type, 
siJ;r, lind geogrnphicnl nreD. 

'!'ha inrrcnses requ('steti fOf 1975 ore principally to keep 
pnre with workload res1Ilting from growth in poputation 
nnd the {'conom,)'i to improvo the nutomated processing 
system's cltpnbihty for flfi.'>uring tax compliancei to provide 
essential tuxpll)'er !'('f\'icej nnd to ster up the program 
for s(Icuring unfiled return:; lind unpni( tuxt's. Importunt 
ud ,'ances art' nnticitmted from an electronic dntll retric\'ol 
system through wl'lch tllxplH'('r assistnnce, as well ns tnx 
collection opC'rnlionsl nrt' beiilg improved. 

SELECTED WORKLOAD DATA 

lin million.) 

"13 ad"a, 
Turctumsliled ••••••• * ••••••••••• _ 117." 

"Urlfhuf. 
120.2 

1915.,II",II. 
121.9 

Individual income tu return.: 
(.) M.themlticallyvcrilitd •••••• _.. 73.0 
(b) Raunds&Cheduled.............. 62.0 

~~~Fc~;i::ua~t~~~~;d~~·;t~~;,*t~::::: 31: ~ 
Dclinqucntatcountlc1o,ed ••••••••• * 2.702 
Delinquentreturnllccured........... 873 

75.1 
6l.6 
35.9 
9.5 

2,702 
1.087 

76.6 
M.7 
l8.1 
9.8 

'2,856 
1.141 
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7-14 

General and ,pedal funds-Continued 

'.\('COl'!H8. C01.U:CT10~ .'1.",1) 'l·.\"1·"'~1'3\ f:,~·.t\.\'l~r-Cnl\ttnl1l'1l 

SELECTED REVENlJE DATA 

Itl\ m,I\\{I.I\'1 

"1J 41/l/a/ 1P1I .. 1t",.t. 1971 ulj,.,.,. 
GroSSfC\·cnue._ ..................... 231.U6 273.817 .. 
Additional ilntJlmcl1U on indjvidlla\ 

mtomc tax rdurnl (rom verifying 
tnpayer ~rithmdit. 'film verLfym!! 
tot.lualt\timatcn tn paymenh '!:Imst 
ctcchls claimed, and from .dehltonal 
thUlltl for failure tOI1Ukc adequate 

D~~:;~:~!':C~:'~~C~\t,~:~;:;· ,- _ .. 
Delinquent rdurn aucllmenls . 

7l4.1 
1.411 

413 

-771.1 
2.801 

III 

Obi'Ul Claui6ralion (in thou,ands of dollan) 

l.J~ntLfirllti"" roJe 15-45-0912 0-1-904 1!l13netlLftl I!LHt"!It 

----~.----

Dircctpro~tam: 
Pcuormelcompcnsation: 

~ \ ~ ~ ~~s~:on;:!tk~i~~:~_p;;I~~~;n,: ~ _ ._ 316.996 352,604 
56.SQ6 S1.9&il 

11.5 Othtrpcuonnelcomptnullon, .. 11.81$ 9.411 
--~ ---

TQtd~tl(lnnelcomptnution . 385.401 ·m,999 
12.! Per5!lllncibencf.u:Civliian ....•. 3Ull 36.0l} 
13.0 B(nditl£orCormcrpcnonnel_ •••• 2 
110 Travcf4ndtr4JUportatlCncfp~rJOn'. 11.306 14.549 
220 Transpcrtatlonoithtngs •• >.719 \0,465 
23.0 Rent. (ommunltltl(ln'. ,,"d ult!iUcs ..• 35,09b 46.811' 
24.0 P,inliogandreproductlon. 9.8ib 26.562 
1\.0 OtntrlW'IC.'tI .•... _. 19.671 23.513 
26.0 Supplia and materials .'. _ ~: 5.QQ} 6,·H6 
1\.0 Equipment •••••.•..... _. __ "'_ •••.• 11.420 7.570 
42.0 Iruuranccc!aifllS and indcnllliticf_. __ 2; 20 -- -~ 

Tolalcolu,(unded SIl.m Sf7,9!}) 
94.0 Change mJeiectcd re5!lutccs. __ .. -l.l<l 

Totaldirectprograrn._ S10,598 ;A7.993 

Reimbursable program: 
Personnel compcnution: 

: l: ~ ~~~~~~:q!lk;i~h:~ pe~n;~~~nl.::: l.274 1,676 
2.695 1.624 

II,S O~hc(pcnol\nelcompcnsation •..••• 21 II 

TotaJpcflonndcomp<:n"lion _ 5.996 1.355 
12.1 Pnl(lnnclbcne6h.llvc/lan .. _ ._. __ . l09 194 
21.0 Tra,c'lalldtran,podationofptuolU. \l ;0 
22.0 Transportation.olthlnlJ _._ .. _ 10 
2].0 Rrnt.commulltrallllnJ.andutilzties ... 6<>1 ·5 14.0 Pllntin'ba.nd t~p.rcduclllln .• __ .' _ .... 

Hi 25.0 Otl'cnervl(cs ....•. _ ......• 10 
26.0 Supplicsandmatemk_. __ . l Il 
31.0 EquipmenL_._... . I 

rolli, reimbursable pr~'gran'L 1.591$ ).1&9 

9'J.0 lotalobligalion,_ .•. 518.196 59J,782 

PU,Oltllei Summlrr 

Direct: 
;rolll.numbctorp~rmanentpositiont ••••• 31.905 31.JOl 
Full'\lme equl .. lI.ltnlc{ ~hu po'itiotll ••• ~ 9.392 8.m 
A,·erasepaidempl"ymcnt ]8.683 39.527 

~~~~~::g::il~~-.:::: .. 0,9 0.9 
$10.9]5 $\1.50; 

A\·cra&e salary ofulliradrd positions._ $9.'40 $9,(JS!J. 

Rtimbuuabh:: 
l'ob\ Tl\lmbu a£ pnn\ll\tl\l !)O,tlioru •• , ~~ 190 166 
tull.time equzvalent of othrr pClSltlonl •..• 411 142 

~~::~::: ~;;:l~o:~~~~~:: 11l JOl 
l.1 l.1 

AVtA,se CS salary •• ___ . __ •• $1.9\1 $6.061 

782.8 
2.917 

III 

1.i 7.'t1It. 

385.816 
61,317 
9.501 

~--. 

456.714 
39.4~\) 

16.897 
ll.919 

113.154 
26.621 
lB.571 
1.015 

11,049 
20 --1\3.400 

113.:jOO 

1.685 
1,630 

II 

3.310 
295 
lO 

S 
10 
1\ 

3,505 

·711.205 

3l.110 I 9.29] 
41.901 

6.9 
$\I.Sll 

$9,742 

166 
141 
305 
5.1 

18.061 

(l'UllllitoJUl'lItai now rNllIl'.'Itrd) 

Prorram and Fin~ndnl (in tllOuJI,nd, of dollln) 

Prorumb711otliriliu; 
t.DataprorulingClpcrationl 
2. Co1!tctionan~ tllpaytr,uvicc. __ . 
]. Statistical reporting •.......•..• __ 

987 
6.1112 

11 

10 Totalab\igation$ ._ •• 7.200 

Finlncinl: 
-\0 Budltla.ulhoril7(9ro~scdsuppJemental 
_~ap!r.~~~I_ian_'_. _ ... ~ ... _._._ .. _._. _~ __ ...:7._20_0 __ _ 

RdauonOrc;lbll!!atlortsloQut1ay~: 
71 Obh!!!tionsincuucd.net _ .. 1.)00 
12 Obll!l:atcdb~ll1n(c,startorycar .•• 
74 Obhgattdbalamc.endQf)'C"Jr 

90 Outlay •. __ ._ 1.)00 
--~~-------------

CO)IP'I\NCt: 

Jo't'r l1{'cr"'~:lry r,pln"'!'", ,,( thr 11~trmlLl Hrn'nlte ::)ervice (IIr dctC'r. 
mining ;md l..,.tnhl.i-",hiu~ I", IbbliitiC''', und (ur invcsti(:l:lItirlll nnd 
l'Ururl'I'I\1l'ut IIcli\'jlll''', illrillihug I'llfCha.,c (nol In ('xCI'C'd [twn hnn
dr{-tl lind tweuty·lhn·,' "f wllich t1n(' bnndnd] h~'o h1l11drtd «lilt 
three i1 whICh ~hc/"fll-fll/Id ,.h;ll111(' fllr ri'IJlacl'lUt'nt only, (ur pulice
t.\"Jw ".1'), lIud hln' IIf 1lJ\s.~rn~C'r IIllltnr .... C'hldN; and !'Icn'lccs 
.,f !''\II01 ,~)h\I'~-t"" lIt ... ltdt t>\l('''' n~ (11:11' hI.' IktNwiucd h)· the 
('''lJIllli~ .. i!lll( ri [Sli:W,I:III,UOU] S8o.I. ;00,000. {Tille 20 tr.S.C.: 
TTC"~1"1I Dcpnrtmc ,,{ .1Pllt"llriutioll .k" JUT!,.) 

10 

1\ 
14 
25 

Prorram anu finandnllin tfiou~mh of dQ\\us) 
~----

lJrllhfi(lIli~n ~otl~ 15--J;-09I3-O-J-904 1973 !1rlu~1 1'Ji-I fSl. 1075 cst. 

Plogramby Idi,iliu: 
DUrttpIO!;ram: 

\. AudtlQfu.~ntult"."."""_ 
2.Taxfraudandl~clalinvc.ltilla. 

bon,._ •• ____ . __ ... ,_. 
].Tupaycr (onferenccl and ap-

ptall .. _. __ .... : .. _ .. 
4. Tcthnzealruling"ndlervlCu_ •• 
5.L.cgalscr,·jccs 

Totai.direclpfOgram .•••. __ _ 

-151.267 -49 J .464 (:05.999 

14.664 86.623 101.972 

}\,~'n 35.0SS 19.4tl" 
16.799 19,388 21.973 
27.657 2~,887 31,940 ----WI.879 664.411 W3.JOQ 

Rcimbursablepro&ram: 
1.,\uuitoftaxlCtUItI5_.......... \t)-.tlM 1.381 1,431 
2. Tu fraud and ~pcci4Iinvdliga. 

tionJ. __ ._ .. _ .. ____ •.. 124 
3. TalpA.yt1 l:an{(I(~U and. ap-

peals .••• __ . _. __ '-'._' 26 
4. Tcchnlralrulinsundscrviccs_. 1 

Tatli,feimbtlrubleprogram._ ---m:m ~ ~ 
Totalprogrnmcolts,fundcdt. - 612,0"4 ~99 M4.737 

Ch:;Jdi;~I:dl:~e;!, \:~u:d~~~~~)c.,~ -5.125 •••• ~._.. • .•.•• _ .. ----
T"taJobligationl ••••.. W6.989 66l.199 61)4.137 

-10.121 -1.362 
-\4 -20 
358 

BudgclaolhariI1 .• _ ••• _....... Sc)l,lll (;",4.\1 8Ol,lOO 
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DEPAnT~IF.NT OF TUB TREAStTRY 

Budlldaulhority; 
~O 
~1 
~2 

43 
H.10 

H.20 

*~:~:t~~~~~. ~th;; ~~~~~~i~: ~:~ ::: 
Transf~rrr:dfromotherlccllUnls •• _ •• 

RelationofobligatioflltooutllYS: 
71 Obligltionsincurred.net _ ..•..•.•• _ 
72 Obligatedbalante.ltartofyellr ___ ..• 
74 Obltgatedbalantt.endofynr .••.•.• 
17 Adjustment. in npired account! •••.• 

90 Outlays. ududing ~y raise sup. 

au:~~!~:~;~~(~~:f:~~: :~~ 91.10 

91.20 Outla)'s from fivl1i~n pay raise 
lupplemental .•..... __ ...• _ •• 

597.127 
--2.614 

2.600 

597,113 

596.75-1 
54.722 

-53.7;7 
149 

597.869 

620,00 
-2.517 

617,913 

'1 
46,48'3 

66'-417 
53.757 

-53.064 

620,644 

20 

44.446 

1J03.300 

SOJ,300 

E01,300 
53.0601 

-59.664 

;94,662 

2.037 

Ilndlld"UP,hl ollila),,, 'aUow.· 191J.S9.f.48thallund, 19H. J8.)21tholl· 
llod,I915. SI2.1l6 IhaU'llid. 

This approprintion provides (or dete('ting nnd ('orrecting 
noncomphan('e with thC' tnx laws, nnd (or mccting the 
Internal Revenue Servi('.(I's responsibilities in specilll 
Inw enforcement progrflll1s. 

Additionnl funds requl''l!rd for 1975 ore n('('cssilry to 
s!rcnglhl'n the Servirc'~ !lhilil)r to nssuro cquitllbl" r,pplicn
lion nnd adequate enfor(,ement 0: Iho ttlX Inw~ Ilnd thus 

~hl~~~~~li~~I: e:~~~sl~i;I~( WI~ n~~i~~~~~l~~~"rr~~tdf~i~~~~i: 
~:l:i,o~ .. ~~1f:;i's&I\~i~('~d(1itionnl sluffing for t('chnicill 

1. Al/(lit of lax rcl!lrns.-Thi5 activity proyid('s fot 11 
selertivG examination or tnx returns to· ":(1(' if tllxPIl\ (>rS 
hn\'C' properly complied whh the internal rrvemw laws. 
lLcorre':'ls errors find explnins clJrcN'{ionR 10 the Inxpnyers. 
It also makes determinations n .. to whrth('r ('ertnin orgu.
nilmtions 01' funds nrc ('xrmpt from Illxlltion. 

2. TaJ! jraull and special inl'(stiuali(Jlls.-'fhi5 nctivih' 
provides lor en(orc(,ll1C'nt o( the crilllinlli htutules rclnting 
tn viohltions of tnx Inws, It im'('stig-Iltes ('n"('''; of RU:.pC'NCd 
inlrlll to d('Cl'Oudj reeon.mend" pro..;c('u1ion Il~ wnrnlllt('ll; 
nnd n.:;"ilit" in the prrpllrtltion nnd trilt! of rriminnl ti1X 
en'lcs It is r(,s;loll~ibltl (or dir('('ting !'iN'Vit'(' partiripntion 
in the tlrh'c ngllinst orglllli7.ed f!rimc. nlUlll~L1iu!-.l nnr('otics 
IrnHickcrs. 

P~~'iJ~r¥gr~dJ~fi;;{:[~[i~~c ~~~si:it£,~i~~~-;~~'i~ct~I~~~~~ 
of tnxpnyer appeals of 1III{lit findings. 

4. 1'trlmical rulinglJ aml 8Crl';Cfs.-1'his ucth'ity dc
vt!lops tux ratum forms, instnlclion~. tutti guidcs; is.<iUC~ 
rulingh nnel opinioll!'! II!> to npplic'nlion of the tllX: laws, 
nmt ,meets with taxpllyer groups to r('vic\',.· fintI rC.'i(lI\·C' 
sprcltll lax problem!;. 

5. Leoal 8t"rvictB.-This ncti"it~.. rOl11priscs tltv legnl 
COlffi!;cl unci legnl ns:-.i-;tunre IlrcdC'd h" the Setvirc to 
nlhninister and enforco the internnl f(l\;elluc luw"S. 

SELECTED WORKLOAD DATA 

IInthaulon,!.1 

1~1I "//m.I, 
2,473 

7.; 

1.9 
33.9 

"lJ"U",." 
2,820 

B.1 

1.9 
33.9 

'HT~IIN"LREV£HUESERVICE-CoI\Ullutd 
rtOER,I,lruHDS-Cenl,nnl1 

nLECTED REVENUE DATA 
IInl1l,!Iiorul 

745 

l~lJ "dud "11 uU",II. "IS .1110 .. ." 
Auditau~ment,I._~_ •••..• _ •••. _._~ 4.034 4.117 3.897 

I A pult.llh, .dod ;,r Ihl !itr1'lce 10 "hinl: l1Iar1' ~urrt .. 1 ,Ulu, on I.", ,u .. 

i;;"~~:! '~hr~~~"huiIJ~4~lt'tr~~~Ut:"~·::~m::::..!~ .11!n~:~t i.e1'~:i, :~i~:p!~;d~: 
Object CI.mificalion (in thousand. of dollan) 

IdonlifiellUon todt IS-4S-09I3-0--/~9G4 197311ctual 11174~t. 11l7Sut. 

Oittclprogtam: 
Penunnd compensation: 

11.1 ~~%~~~n!J:~i~~: pc;~;~~;~t~':: ~ 465.463 520.m 569.882 
11.3 6.014 6.412 6.515 
11.5 ~a~~~~~:l ~:~fc~~~~i;~'e-';t~~: 5.886 5,.$26 6.174 
I1.B 565 627 627 -- --

TotalpeuonntleClmpen$&tion_ •• _ 4n.928 m.m 583.19B 
12.1 PcnonndbenditJ:Civ.lian ••. _ .•••• 43.700 48./38 53.338 
21.0 Travcland transportatiClnofpersonl •• 21.618 31.566 "35.491 
22.0 Transportationofthinss ... _ ..• ___ .• 3.735 4.3<1 4.555 
23.0 Rent. (ommunicatlanl, and utilities._. 2/.05S 17.947 86.726 
24,0 Printing and rcproduclton 9,652 4.441 6,424 
25.0 Othcrservicu .•..•...• _ ••. __ .•••• __ 8.572 10.970 15.252 
26.0 Supplies and materials_. __ ••. _ •••••• 6.12B 5.3OB 6.150 
31.0 ~~~~:;~i;G;;;~d·i~·J;~~iii~:~::: 9.148 8,31; 12.126 
4LO 43 40 40 -- --Totalcodl.rundcd. ___ •• ~.~._._ 601.B79 664.417 103.300 
94.0 Chanseinulec:tedrcsaurcel_._ ••• _ •• _5.125 

--~ .. ~-.~ *-- .. ---~ -- --Totaldirec:tobligltions_ ••• _._._ 59~754 664.417 103.300 

Rdmhunable program: 
PerJOnnclcClmpcnsation: 

11.1 Permanent positions ••• __ ._ •• __ ._~ 
II 5 Other personnel eompcnntion_ •• __ _ 

513 1.100 1.152 10 _________________ _ 

12.1 Pen~~tdl~!fi~.~el:i~ffi::~~t~~~:::: Sn 1.1~ 1.152 
100 
60 
fA) 

21.0 Trnel and tnnsportation of penon •• _ ~ ••• ___ •• 60 
23.0 Rent.CClmmunications. lind utilitiel .• _ 45 60 
25.0 Othef.m·itet ... _ ••.••. ___ ._ •• _ ••. _ 9.633 6; .' 31.0 EquipmenL •• _ ••. ~ •• ____ • ___ •••••• 2 _. __ ~.~~_ 

Total, reimbursablcptoVlm ••• __ 10.23; l.m 1.437 

9 _9 __ • O __ T"",-,.I,-obli!:ltionl. 606.9B9 665.799 104.737 

Peuonncl Summar1 

Olred: • 
Total ntmber of permanent potitions. _. __ 
Full-timetquivalentofotherpoJitions._._ 
Average plld employment._ 

~~:::i~g§ :;ia~~~:: ~~ :~_ •..••.. _. __ .•• 
Averageularyofllngrldedp:lJitKlRJ •••••• 

Rdmburnble: 
TCltal number of permanent polilion!.~ __ _ 
AverAge Plid employment._ ••• _ ••••• _. __ 

~~~~:~~ ~ :;i:~· :~::~::::: :~:: ::::::: 

34.070 35.194 37.945 
1.010 967 967 

12.915 34.717 37.613 
9,4 9.2 9.2 

SI4.980 115.575 115.506 
$9.510 $10.915 111.4B9 
-<== 

39 
39 

7.3 
110.1l4 

62 
30 

7.1 
$10.63B 

62 
30 

7.3 
$10.63B 

R£FtTNDI:;O I:iTF.nX .. U. R&VY.N"UE COLLECTIO!'4B, INTERmT 

_. ___ p __ "'-'"'~.m=::.,"~d~Financinr (in thousand, o~ dollu,) 

Id~fllUielltion ted ... 1s-t5-D904-0-1··5S2 10731lctual 10Utlt. IV75ttt. 

Prollram h11cliyilitlt 
10 Payment Dr intucst on rd"undJ (total 

175.866 184.000 206.900 costs-ohligllionl) (objeclclus 43,0). 

Fil1.\neinr: 
17 Rce(lveryofprloryearobtigltionJ(rtpay-

m<:nt of Internt. Federal Unemploy~ 
-429 -530 -5B3 ment Til: Act nrum!.)._ ••• ~ __ •• _ •• _ -- -- --

60 Bud,et aUlhetilJ (appropriation) 
(permanent, indefimte}~ •• _._ ••.. 175,437 183,470 206,311 
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7·16 rtHERN'(l R[VENUE S£RVIC[-ClnUnufil 
f[OrRA~ fUNDS- CanlUlUoM 

_~ __ .-=.-"'-." -=:.--::_-:~~=--;-o;-o,-=-

General and apecial funds-Continued 

Pr~JI'lm .nd Finandnj (in tho\llU\w of aolbul-Conlinuel 

lden\lfitll\lon COlIc tS-4S-09Q4-0-1-&SZ 1'J<llldIJ.nl Hl'1-I Mt, I07J o:'!l, 

Rdalionsofohligationsto outbys: 
71 Obligatiomincurrcd,ncL. 175,·%)7 lSl,41() 106,517 

-" ---- -~- .-~--

90 Outlays __ ., 17j.4J7 18).470 2[,6.)17 

Urul(,T j'{'rh\ll1 I'in'\'m,.,tm\\'c~, \\ ... prnl"itlC'd in 2{i IT_~.c~. 
6011, mter('st i .. )llli" nt 6(~ p('r nllBurn lin inlt'I'lInll'C'\'('IlIll' 
t'uIlN'li()n~ whidl IUII .. l i.JC' (C'fllu:It>d. 

(~TEnx .... , Ih;n:xn: ('OU.l·CTro'HI l'OlI Pl'rllTO 11uo 

__ ~~~mra~~cinl (m thol~~~nJ~.nl Jol!ar.s~. ____ _ 

I,il'ntj(;ratiun tOilc 15 .... 5-5737 -0;2-910 10,,1 nrlmll 1!lil r~I, 191," r.t 

Prulramblacli,ilit.t: 
10 Internal Revenue CnIl«tinM rUf Puerto 

itico (total co.its-obligations) (abj«.l 
dan4I,O). __ ._. _____ . 107.447 116.000 116.000 

Firunein,: 
{/J Bud,d autharilf (apptopridiiln) (per. 

101,441 U6,OOO 116,0110 It'o&nml.}wlcftnile.lpeci:tlfund). __ .'_ 

Relation of oblig!lIo~slo()utlays~ 
107.411 116.000 II~OOO 71 Obligaliansincuned,net. ___ . --_. 

72 Ob!igatedb.llance.Jt!rlo£year ••• U.51l 12.493 12.493 
74 Obli!;"tedbab.nct',endofyear._ •. , .. _. -12,493 -12,49) -12.493 

911 Outlays_._ •• _ •. 109.467 116.000 116.000 

'rI\X(':'> ('olJrrtC'd lItlti('r the: "rr'nnl Hl"'C'lld.' 111\\,~ of thC' 
l1nitl"l SlJ1t('~ on nr1it'!(>!' l)r()\\nt'N\ in }J\I\\rln l\il'{]. \~ntt 
cithC'r trnnspurt£'ti til tht' Unilf'd :-;1111('1" Ill' l'Of1foIUlWd (Ill 
tht' bhmd \\re lll\itl to PUl'rtu ({it'u (2<; U$.C, 7fi521. 
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Part 2-Narcotics Traffickers Tax Program Under Commissionel" 
Alexander 

A. WHITE HOUSE POLICY 

[From the Washington Star-News, July 25, 1972] 

NIXON SEES DRUG FIGHT GAIN 

(By Garnett D. Horn!'!') 

President Nixon told his top drug officials today that the government seems to 
have advanced from the 10-yard line to the fiO-yard line in its three-year drive 
to clear dangerous drugs off the streets. 

The President added: "We have the ball now. Let's go. He asked Myles Ambrose, 
director of the Office of Drug Abuse Law EnfOl1Cement, to double the number of 
drug violations arrests in the next year. Ambrose replied: "We may very likely 
do that." 

Ambrose and other officials reported to Nixon thlJ.t arrests for drug violations 
had increased from 8,465 in fiscal 1969 to 16,144 in .f.scal1972. 

The report also showed drug seizures in t2t! United States by the Customs 
Bureau and the Bureau of Narcotics and Dangerous Drugs increased from 
196,364 pounds in fiscal 1969 to 16,144 in fisca11972. 

During the same period, hard drugs removed from world traffic with the aid 
of U.S. agencies increased from 22,758 pounds to 26,144 pounds-mostly seized 
overseas, the report showed. 

Nixon earlier had remarked to Ambrose that "y(,h haven't, of course, solved 
the problem," and asked him to assess the current status of the anti-drug battle. 

Ambrose replied that he thinks the intensified campaign against drug abuse is 
"finally beginning to take hold," with publi;c support a big part of its success. 

Ambrose said officials have received about 5,000 caUs supplying "effective" 
information over the heroin "hot line." 

Ambrose told newsmen that a prime aim of the program is to reduce the 
availability of heroin so people not yet addicted will find it more difficult to 
obtain drugs. 

Assistant Secretary of the Treasury Eugene Rossides rpported on Internal 
Revenue Service efforts to drive drug peddlers out of business. He said that $8.5 
million-$l million more than budgeted for the special project-had been col
lected in tax assessments against drug merchants, and 565 drug traffickers were 
under tax action during the past fiscal year. 

Ambrose said about 12,000 grand jury investigations of the drug traffic now 
are underway. 

[White House preSs release, Mar. 14, 1973] 

TRE WRITE HOUSE 

To the Congress of the United States: 
This sixth message to the Congress on the State of the Union, concerns our Fed

eral system of criminal justice. It discusses both the progress we have made in 
improving that system and the additional steps we must take to consolidate our 
accomplishments and to further Ollr efforts to achieve a safe, just, and la w-abiding 
society. 

(279) 
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In the period from 1960 to 1968 serious crime in the United States increased 
by 1:.l:.l percent according to the .I!'BI's Uniform Grime lndex. '.the rate ot lllcremle 
accelerated each year until it reached a peak of 17 percent in U)Uti. 

In Ul6!:l one major public opinion poll showed that Americans considered hLW
ll'ssness to be the top domestic problem facing the Nation. Another poll showed 
'J.Jat four out of five Americans believed that "Law and order has broken down 
in this country." There was a very real fear that crime and violence were be
coming a threat to the stability of our society. 

The decade of the 11l60s was characterized in mauy quarters liy a g!'Owing 
sense of permissiveness in America-as well intentioned as it was poony rea
soned-in which many people were reluctant to take the steps necessary to 
control crime. It is no cOincideuce that within a few years time, Alllericd experi
enced a crime wave that threatened to become uncontrollable. 

This Administration came to office in 1969 with the conviction that the in
tegrity of our free institutions demanded stronger and firmer crime control. I 
promised that the wave of crime would not be the wave of the future. All-out 
attack was mounted against crime in the United States. 

The manpower of .I!'ederal enforcement and prosecution agencies was increased. 
New legislation was proposed and passed liy the Congress to put teeth into 

Federal enforcement efforts against organized crime, drug trafficking, and crime 
in the District of Columbia. 

Federal financial aid to State and local criminal justice systems-a fore
runner of revenue sharing-was greatly expanded through Administration budg
eting and Congressional appropriations, reaching a total of $1.5 billion in the 
three fiscal years from 1970 through 1972. 

These steps marked a clear departure from the philosophy which had come 
to dominate .I!'ederal crime fighting efforts, and which had brought America to 
record-breaking levels of lawlessness. Slowly, we began to bring America liack. 
The effort has been long, slow, and difficult. In spite of the difficulties, we have 
madf' dramatic pr·ogress. 

Since last June, the supply of heroin on the East Coast has lieen substantially 
reduced. The scarcity of heroin in our big Eastern cities has driven up the price 
of an average "Ii x" from $4.31 to $9.88, encouraging more addicts to seek medical 
treatment. At the same time the heroin content of that fix has dropped from 6.5 
to 3.7 percent. 

Meanwhile, through my Cabinet Committee on International Narcotics Con
trol, action plans are underway to help 59 foreign countries deyelop and carry 
out their own national control programs. These efforts, linked with those of the 
Bureau of Customs and the Bureau of Narcotics and Dangerous Drugs, have pro
duced heartening results. 

Our worldwide narcotics seizures almost tripled in 1972 oyer 1971. Seizures 
by our anti-narcotics allies abroad are at an aU-time high. 

In January, 1072, the French seized a half-ton of heroin on a shrimp boat 
headed for this country. Argentine, Brazilian and Venezuelan agents seized 285 
pounds of heroin in three raids in 1972, and with twenty arrests crippled the 
existing .I!'rench-IJatill American connection. The ringleader was extradited to 
the U.S. by Paraguay and has just begun to serve a 20-year sentence in Federal 
prison. 

Thailand's SpeCial Narcotics Organization recently seized a total of almost 
eleven tons of opium along the Burmese border, as well as a half-ton of nar
phine and heroin. 

Recently, Iran scored the largest opium seizure on record-over 12 tons taken 
from smugglers along the Afghanistan border. 

'l'urkey, as a result of a courageous decision by the government under Prime 
Minister Erim in 1971, has prohibited all cultivation of opinum within her 
borders. 

These results are all the more gratifying in light of the fact that heroin is 
wholly a foreign import to the United States. We do not grow opium here; we 
do not produce heroin here; yet we have the largest addict population in the 
world. Clearly we will end our problem faster with continued foreign assistance. 

Our domestic accomplishments are keeping pace with international efforts 
and are producing equally encouraging results. Domestic dl'Ug seizures, includ
ing seizures of marijuana and hashish, almost doubled in 1972 over 1971. 
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Arrests have risen by more than one-third and convictions have doubled. 
In January of 1972, a new agency, the Office of Drug Abuse Law Enforce

ment (DALE), was created within the Department of Justice. Task forces 
composed of investigators, attorneys, and special prosecuting attorneys have 
been assigned to more than forty cities with heroin problems. DALE now 
arrests pushers at the rate of 550 a month and has obtained 750 convictions. 

At my direction, the Internal Revenue Service (IRS) establishecl a special 
unit to make intensive tax investigations of suspected domestic traffickers. To 
date, IRS has collected $18 million in currency and property, assessed tax 
penalties of more than $100 million, and obtained 25 convictions. This effort 
can be particularly effective in reaching the high level traffickers anci financiers 
who never actually touch the heroin, but who profit from the misery of those 
who clo. 

* * * * * * 
RICRARD NIXON. 

The White House, l\Iarch 14, 1973. 

[Excerpt from Federal Strntegy for Drug Abuse and Drug Traffic Prevention, 1973] 

IRS IXVESTIGATES XARCOT;I:C TRAFFICKERS 

(By the Strategy Council on Drug Abuse) 

* * * * * * * 
The Internal Revenue Service (IRS) within the Department of Treasury 

has initiated a program involving intensive investigation of the incomes and 
tax returns of those mid-level and top-level narcotic traffickers who have been 
identified by tbe other law enforcement agencies. Frequently, such major 
traffickers operate by provicling financial support for narcotic activities anci 
seldom become personally involved ill the distribution of the illicit substances. 
OncE' these suspects are identified, the IRS can initiate a tax investigation even 
if the other Federal agencies are unable to obtain enough evidence which 
may legally be u,ed in a court of law to prosecute the tracfficl;:er for his actual 
narcotics law Yiolations. Since ch'ug trafficl{ers almost never declare their illicit 
income, such criminal tax eYasion cases can be most productive. At the very least, 
they tal,e "the profit out" of drug traffiddng through fines and assessments. 
1'hus far, fines and penalties in excess of $18 million have been collected through 
this program. 

* * * * * * 
TABLE 5.-FEDERAl DRUG TRAFFIC PREVENTION PROGRAMS DIRECT FUNDING BY AGENCY OBLIGATIONS 

IN MILLIONS: FISCAL YEARS 1969-721 

Fiscal Year-

Agency 1969 1970 1971 1972 1973 1974 

Justice: 
44.1 Law enforcement assistance administration _________________ 0 0 2.2 19.6 36.3 

Bureau of Narcotics and Dangerous Drugs __________________ 18.5 27.8 41. 3 63.3 70.5 74.1 Other __ • _______________________________________________ 
0 0 3.5 0 2.2 6.7 State Department- __________________________________________ 0 0 0 1.0 1.5 1.5 

Agency for International DevelopmenL ________________________ 0 0 4.4 20.7 42.7 42.7 
Treasury: 

0 0 0 10.1 18.9 19.7 I nternal Revenue Service _________________________________ 
Bureau of Customs ______________________________________ 17.0 24.8 30.2 46.9 54.3 66.2 

Department of T ra nsportation _________________________________ 0 0 0 .1 .1 .1 Agricultu re _________________________________________________ 0 0 0 2.1 1.8 1.8 
Total _______________________________________________ 

35.5 52.6 81.6 163.8 228.3 256.9 

I Excludes block grants such as LEAA. 
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[Excerpt from Federal Strategy for Drug Abuse and Drug Traffic Prevention, 1974] 

DRUG LAW ENFORCEMENT 

(By the Strategy Council on Drug Abuse) 

* * * * * * 
TARGET A: :MAJOR DRUG TRAFFICKERS 

Persons with professional expertise and financial resources conceive and fund 
major networks to distribute illegal drugs. Because these major traffirkers mini
mize their direct handling of the drugs, they are difficult to apprehend. In order 
to immobilize these criminals, seyeral different approaches are currently being 
utilized. 

First, the Drug Enforcement Administration penetrates the organizations 
through the use of undercover agents, informants, court-authorized wiretaps 
and other lawful investigative techniques. Great emphasis is placed on the 
conspiracy laws in order to establish cases against the top figures. 

Second, the Treasury Department, through the Internal Revenue Service, is 
continuing its l)rogrUlll illVolYing intensive inYestigatioll of the income tax 
returns of suspected drug traffickers. Since drug traffickers rarely declare their 
illicit income, tax audits and investigations can be very prodnctiYe even when 
other Federal agencies are unable to obtain enough evidence to prosecute the 
trafficker successfully for drug la,,, violations. 

* J,< * * * * * 
The Intelllal Revenue Service will expand its investigations of 

tax evasion as part of increased Federal efforts against non-opiate 
drug distribution. 

* * * * 
DRUG LAW ENFORCEMENT AGENCY BUDGETS 

[Excludes drug abuse prevention activitiesJ 

Fiscal year 1973 actual Fiscal year 1974 estimate Fiscal year 1975 estimate 

Agency B/A OBL OUTL B/A OBL OUTl B/A 

LEAA t___________ 30.7 30.7 28.5 38.8 38.8 31. 7 41. 2 
DEA.____________ 74.4 71.3 77.3 106.4 106.4 109.4 140.8 
ODALE__________ .2 .2 .2 (') (') (') 0 
ONNL_ •• _______ 2.0 2.0 1.3 (3) (3) (3) 0 
Otherjustice .. ___ 2.3 2.3 1.4 3.5 3.5 4.8 4.0 
State ___________ • 1.0 1.0 .9 1.2 1.2 1.0 1.3 
AID _____________ 17.7 42.7 19.7 42.5 42.5 33.4 42.5 
IRS._____________ 16.9 16.9 16.9 20.7 20.7 20.3 21.4 
Customs.________ 52.5 52.5 46.4 39.1 39.1 41. 9 40.9 
USDA ___ .________ 1. 5 1. 5 1. 3 1.8 1. 8 1. 5 1. 8 
DOL___________ .4 .4 .4 .5 .5 .5 .4 
DOD-CiviL_____ .2 .2 .2 .2 .2 .2 .2 

-------------------------------------------Total'. ___ • 200.0 221. 7 194.5 254.7 254.7 244.7 294.5 

OBL 

41.2 
140.8 

o 
o 
4.0 
1.3 

42.5 
21.4 
40.9 

1.8 
.4 
.2 

294.5 

OUTl 

50.2 
135.9 

o 
o 
5.2 
1.1 

36.3 
20.7 
41. 9 
1.5 
.4 
.2 

293.4 

t Includes LEAA funding for the treatment alternatives to street crime (TASC) program as follows: (Obligations): Fiscal 
year 1973, $2,900 000; fiscal year 1974, $4,200,000; fiscal year 1975, $7,200,000. 

, Personnel and programs Incorporated In DEA budget; some special projects transferred to LEAA. 
3 Personnel and programs incorporated in DEA budget. 
, Does not include Department of Defense·Military or the U.S. Postal Service. 

[Excerpt from the White Paper on Drug .-\bnse, September 1975] 

(A report to the President from the Domestic Council Drug Abuse Task ForcG) 

* * * * * * * 
ENFORCE:.\fENT 

Drug law enforcement is often assumed to be supply reduction; and vice 
versa. As discussed pre"iously, that impression is not correct; law enforcement 
is but one of many activities which limit the supply of illicit drugs. Xonetheless 
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drug law enforcement has been and probably will continue to be the single most 
important and most visible part of the oversall supply reduction effort. 

Reorganization Plan 2 of 1973 consolidated the principal drug investigative 
and intelligence resources in the Drug Enforcement Administration (DEA) for 
the purpose of ensnring optimal utilization and integration of these resources. 
While the task force did not undertake a comprehensive review of Reorganiza
tion Plan 2, all members concur in the basic concept of an integrated drug law 
enforcement agency charged with lead responsilJility! DEA is that lead agency 
and has made considerable progress in its two-year existence. 

'rhe concept of a "lead agency," however, does not denigate in any way the 
vital roles played by other agencies in the drug law enforcement effort. For 
example, Justice's Federal Bureau of Investigation (FBI) and Treasury's 
Internal Revenue Sen'ice (IRS) and Alcohol, Tobacco, and Firearms Bureau 
(ATF) have important supportive roles in inYestigation. The Central Intelli
gence Agency (CIA) has a ,ital supportiYe role with respect to intelligence 
regarding international traffickiug. Treasury's U.S. Customs Service performs 
an illYaluable interdiction function at Our borders and ports of entry. The 
Immigration and Xaturalization Service and Coast Guard provide valuable 
assistance. "C.S. attorneys' offices prosecute Federal cases, and the courts try 
and sentence traffickers. The Federal Board of Parole determines when im
prisoned traffickers are releaseel. And, finally 400,000 State and local police 
officers, partly financed by Justice's Law Enforcement Assistance Administra
tion (LEAA), are the Nation's defense against local trafficking. 

The drug law enforcement program must design a strategy which maximizes 
the contribution of each of these organizations to the overall objectives of disrupt
ing illicit traffic and reducing the ayailability of drugs for illicit use. Before 
discussing the task force's recommendations for accomplishing these objectives, 
the three ways in which enforcement acilieYes SUpply reduction will be reviewed. 

Fit'8t, the arrest, prosecution and incarceration of traffickers and immobiliza
tion of trafficking organizations results in the elimination of some illicit supply 
capabilities. Seco1!ll, the seizure of quantities of drugs and of equipment and 
materials needed to operate drug networks (such as vehicles, aircraft and other 
property used in smuggling), both directly and indirectly reduces illicit supplies 
of drugs and cripples or incom'eniences the operations of illicit traffickers. Third, 
enforcement efforts have deterrent effects. Traffickers must operate cautiously: 
they must carefully screen customers, keep their markets small, and arrange 
elaborate strategies to hide the drugs . .All of this caution reduces both the 
efficiency of trafficking acthit)' and the total capability of the illicit supply 
system. 

The following sections discuss the task force's findings and recommendations 
in fOul' key areas which together determine the overall effectiveness of law 
enforcement efforts. They are: 

The development of enhanced capabilities to conduct conspiracy investiga-
tions and otherwise target enforcement resources at high-level violators. 

'The effectiye immobilization of arrested or indicted traffickers. 
Interdiction; its role and interrelationship with investigation. 
strengthening capabilities of State and local enforcement agencies, and 

improved cooperation between them amI Federal investigative agencies. 

E~HANCING THE CAPABILITY TO FOCUS ON lIfAJOR TRAFFICKING ORGANIZA'rrONS 

To achieve maximum impact, supply reduction efforts must focus upon the 
prosecution and conviction of those high-level traffickers who direct major organi
zations, because immobilization of these leaders Significantly reduces the or
ganization's ability to move quantities of drugs for a considerable period of 
time. 

Experience has shown that conspiracy cases are often the only way to appre
hend high-level trafficl{ers, since they purposely isolate tllemselves from all 
activities which would bring them into actual contact with drugs: For example, 

"Reorganization Plan 2 is perhaps the most misunderstood and misinterpreted issue in 
I1rag law enforcement, and is therefore discussed more completely latcr in this chapter. 
'.rher\' is fundamental agrcement and acceptance of the central concept: the disagreement 
which exists reyoh'es around the relatiyel~' nnrrow question of how DEA and Customs 
interact in performing their resllective missions. 

"In high-level !)onspiracy cases, Federal ejIorts have a great advantage over state and 
lo~al uctlvit,', sin~e coordination of a varIety of investigative techniques can best be 
achieyell at the Federal level, and high-Ievet cases usually involve interstate activity. 
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DEA reports that almost half of the top violators it arrests are indicted on 
conspiracy charges. Use of conspiracy prosecutions is therefore one of the 
major tactical weapons which should bE' employed by enforcement personnel, 
prosecutors, and courts. Expansion of the use of conspiracy strategies will help 
to emphasize the importance of targeting enforcement resources at the leaders 
of trafficking organizations. Other strategies may, of course, be equally effective 
in certain cases. The important thing is to concentrate on top-level violators. 

In the course of its work, the task force force prepared very detailed recom
mendations for improving the Federal Government's ability to conduct conspiracy 
cases, and submitted them to the appropriate agencies. These detailedrecommen
dations, which are only summarized and highlighted here, were in three broad 
areas: 

Building understanding and commitment to conspiracy strategy. 
Inducing cooperation of knowledgeable individuals. 
Developing long-term approaches to investigations. 

First, it is essential to build understanding of and commitment to the con
spiracy strategy among enforcement officials, prosecuting attorneys, judges, the 
Congress and the interested public. 

Despite previous policy directives, it seems clear that current field practices in 
both investigating and prosecuting agencies often emphasize the quick arrest or 
conviction at the expense of vigorous pursuit of higll-Ievel violators. This orien
tation has proved resistant to change partly because of external incentives in
fluencing the performance of the organizations, and partly because of internal 
personnel systems-those which recruit, train, evaluate, and reward individual 
agents. 

Thus, more than policy exhortation is required. Leaders of the agencies in
volved in suppreSSIng illegal drug traffic must publicly support the long-term 
conspiracy strategy, seek support for it, and be willing to accept possibly unfair 
criticism when sheer numbers of arrests decline. Within each organization, lead
ers must make the necessary shifts of resources and adjustments to the incentive 
and rating systems which will get agents "off the streets," and curtail the arrest 
of low-level employees in trafficking organizations. In particular, new measures 
of effectiveness must be developeel which encoura~e building conspiracy cases 
rather than rewarding managers anel agents on the basis of numbers of arrests. 

Commitment to high-level conspiracy cases is equally necessary in the prose
cuting function. Conspiracy investigations are elifficult fOr prosecutors-tllE'J' ab
sorb time anel result in relatively high rates of acquittal and reversal. In addi
tion, rapid turnover among prosecuting attorneys works agaim;t developing sldlls 
in this area, The 19 Controlled Substance Units inaugurated by the Attorney 
General this year offer a potential solution to these problems, provided that 
these specialists are not diverteel from drug conspiracy prosecutions to other 
work.' 

Judicial support for conspiracy prosecutions has been less than enthusiastic. 
Conspiracy trials are time-consuming and complicateel, and courts have expressed 
Rome legitimate concerns regarding the misuse of conspiracy laws by law en
forcement agencies. On the other hand, the tasl;: force believes that the courts 
will be more responsive to this important law E'nforcement tool if repeatedly 
made aware of the fact that high-level drug traffickers seldOm become involved 
with actual drug transactions, making conspiracy investigations the only possible 
avenue of prosecution. 

Finally, support for this conspiracy emphasis by Con~ressional committees 
with oversi~ht and bndget responsibility must be developed, Or law enforcement 
agencies will continue to feel compelled to generate seizure and arrest statistics, 
the traditional measures of success. . 

The 8econd, area for improvement is by inducing the cooperation of perf;ons 
with knowledge of drug conspiracies. Due to the nature of illicit drug trafficking, 
only a few individuals working inside the organization have knowledge of drug 
distributionlletworks. 

In dev('loping conspiracy cases tllese are the pE'ople who can provide the most 
yaluable leads. Cooperation can be induced by a wiele variE'ty of legal devices . 

• In addition. better coordination in enforcement and prosecution of conspiracy cases is 
imllerntiyc. Exnlolting the full potential of a complex conspiracy case requires comnlete re' 
snons!\'eness of agents and prosecutors to each other's needs. Prosecutors sllOu](1 advise 
the enforcenlPnt agenc~' as to the kinds of ev!clence neef1ed to sllllnort consnirncy and other 
f1rUg yiolations. Similarl~', enforcemeut aUf1 prosecution should be coordinated in case 
flisposition: e.g., questions of whethecl to grant informal immunity, transfer a case to n 
local jurisdiction. utilize a grancl jury. or to enter iuto plea bargaining are ones in which 
im'estlgativc agencies should haye a say. 
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These include decisions to grant formal or informal immunity," postponing sent
encing until defendants have delivered on their promise to cooperate, malting 
cooperation a condition of probatioll, explicitly recognizing cooperation as a 
factor in parole deciSions, and maintaining adequate protection of cooperating 
individuals by the U.S. Marshals Service. 

The third way we can improve our capability to conduct conspiracy investiga
tions is by developing long-term approaches to investigation. Since productive 
leads and cooperating individuals are scarce commodities, they must be pre
served, if pOSSible, by keeping these individuals out of court. This can be done 
by developing other evidence, or by using the border search authority of the 
Customs Service to arrest a known drug smuggler. In maintaining long-term 
sources of information, great care must be taken to avoid putting the cooperating 
individual in a position in which he is forced to actually participate in an illegal 
act. 

IM1>IOBILIZING DRUG TRAFFICKERS 

Gathering sufficient evidence to prosecute a trafficker does not guarantee his 
immobilization. He may be operating in a foreign country, out of reach of effec
tive prosecution and sentenCing. Even in the United States, indictment and arrest 
do not guarantee immobilization; these events merely begin a long criminal jus
tice process during most of which the trafficker may be free to continue operating. 
At the end of this process, incarceration may be relatively short. 

This failure to immobilize traffickers against whom a substantial case has 
been developed. is very costly--eostly in terms of wasted investigative resources, 
weakened deterrent, and reduced public trust in the criminal justice system. 
Consequently, the task force believes that efforts to more effectively immobilize 
indicated trafficl,ers are vItally important. 

The United. States has two broad options for denying traffickers safe havens 
in foreign countries. First, U.S. enforcement officials can cooperate with foreign 
law enforcement officials in developing cases to be tried. in foreign countries." 
In some countries-for example, France and ~Iexico-laws permit evidence gath
ered in the United States for violations committed here to be used. in prosecuting 
a trafficker in the foreign country's courts. Second, ,ye can indicate the foreign 
trafficker and then seek jurisdiction through extmdition or expulsion. Both of 
these devices should be used to the maximum extent possible and the task force 
l'ecommends that a permanent DEA-Justice-State committee be established under 
the CCINC to coordinate the extradition and eA-pulsion program. 

For traffickers operating within the United States, simply arresting them has 
not proven to be an effective means of immobilization. Traffickers usually raise 
bail quickly and often immediately resume trafficking when released. Thus, 
attention should be paid to ways to keep traffickers from operating before con
viction or while on appeal, and we should of course seek ways to increase the 
rate of conviction, and the period of incarceration which follows. 

The task force's major recommendations regarding sentencing and parole 
of drug traffickers include: 

Requiring minimum mandatory sentences for persons convicted of high
level trafficlting in narcotics and "dangerous drugs." 7 

Requiring mandatory consecutiye sentencing rather than concurrent sen
tencing for persons who are arrested and convicted for narcotics trafficking 
while on bail from another trafficking offense. This kind of selective deter
rent aimed at offenses committed while on bail should help reduce the high 
rate of continued drug trafficking.s 

u As tools to secure cooperation, grants of immunity can be effective. Yet they should be 
user! sparingly. The Justice Department has recently reviewed the process of granting im
nnmity with nn eye tvward tightening procedures. 

n It is worth noting that our succcss in encouraging other countries to ileny safe havens 
c]ppends significantly on our willingness to deal severely with people we arrest in the 
United States. Foreign governments have noticed and complained about our lenient treat
ment of couriers from their countries arrested In the United States. They have also noticed 
the short prison terms for major domestic violators. Consequently, some doubt our deter
mination to control drug abuse. Thus there is an important Inter!1ependenee between the 
prOl!ram to !1en:;' safe hayenn to overseas traffickers, an!1 the program to effectively control 
traffickers arrested in the United States. 

7 In this regard, the task force speclficnlly el1!1orses the Pres\!1ent's proposal for man
datory minimum sentences for persons trafficking in hard !1rugs and sugA'ests that con
sideration be I!iven to expan!1ing tbe proposal to inclu!1e major traffickers in barbiturates 
!lIla ampbetamines. 

8 A recent DEA study showed that 45 percent of a group of traffickers on bail were im
pUcnte!1 in post·arrest trafficldng. 
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Undertaking major efforts to educate judges regarding the likelihood of 
repeated trafficking offenses, and encouraging them to carefully ,veigh the 
danger to the community a trafficker represents if released. 

Submitting written recommendations from prosecutors to the parole board 
regarding parole decisions on high-level violators. At minimum, prosecutors 
should submit written requests to keep high-level traffickers incarcerated. 
This policy should ultimately result in explicit revisions of parole guide
lines in order to defer parole for high-level traffickers. 

Revoking parole and cancellation of all "good time" already served, in the 
event that a paroled offender is re-arrested on narcotics trafficking charges. 

Indirect pressures can also be used to supplement direct prosecution attacks 
on drug traffickers. Efforts can be aimed at confiscating contraband drugs, 
damaging the trafficking network's capacity to finance its operations, and seizing 
vehicles, passports, and licenses (e.g., pilots') necessary to remain in the drug 
trade. 

Targeting on the seizure of contraband by itself would not be an effective 
supply reduction strategy. The amounts seized are too small and the drugs 
themselves too easily replaced. Nonetheless, increased seizures of drugs in quan
tity could have a substantial impact on trafficking organizations. Toward this 
end, the development of improved technical equipment to detect drugs, especially 
easily concealed narcotic drugs, should be given high priority. Further, the 
detection of drugs will always remain useful for the leads and evidence that 
detection produces. 

By focusing on the trafficker's fiscal resources the government can reduce the 
flow of drugs in two ways. First, high-level operators, usually well insulated 
from narcotics charges, can often be convicted for tax evasion. Second, since 
trafficking organizations require large sums of money to conduct their bUSiness, 
they are vulnerable to any action that reduces their working capital. 

The IRS has conducted 'an extremely successful program that identifies sus
pected narootics traffickers susceptible to criminal ancl civil tax enforcement 
ations. Recently, the program has been assigned a low priority because of IRS 
concern about possible abuses. The task force is confident that safeguards against 
abuse can be developed, and strongly recommends re-emphasizing this program. 
The IRS shoulcl give special attention 00 enforcement of income ,tax laws in'l'"ol,
ing suspected or convicted narcotics traffickers. 

Drug enforcement agents should be further encouraged to recognize promising 
leads for tax investigation purposes, and to refer them to the IRS. Even when 
tax oases cannot be lllllde, information regarding financial transactions may be 
valuable in prOving other violations by drug dealers. For example, the Customs 
Service enforces a law requiring reports of international transportation of 
currency; drug dealerS have to violate this law regularly. 

International agreements to increase investigative access to information in fi
nancial institutions should also be pursued. 

All of these indirect methods of immobilizing trafficking networks can be very 
powerful tools in the overall supply reduction strategy. However, the great dis
cretion these tools provide law enforcement officials requires that extreme care be 
devoted to developing appropriate guidelines and procedures for ,their use, to en
sure that constitutionally guaranteed civil lilxrties 'and fundamental rights of 
privacy are not impinged upon. 

* * * * * * * 
REcm1MENDATION SU~n.IARY 

* * * * * * * 
SUPPLY REDUCTION: CHAPTER 3 

1. The task force reco=ends that a continuous process of identifying the 
most vulnerable segmeniJs of the illicit distribution system be loaunched, and that 
,resources be continually reallocated to focus on tIle most vulnerable Dortion of the 
system. 

ENFORCEMENT 

1. The tasl, force, while endorsing the concept of a lead agency in drug law 
enfol"'Cement recommends that the law enforcement st'."ategy be designed to fully 
utilize the resource of all organizations involved in law enforcement. 
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2. The task force recommends that Federal law enfor{Jem,mt efforts focus on 
major trafficldng organizations and particularly on the leaders of those organi
zations. 

3. The task force recommends that greater attention be given to development 
of conspiracy cases, which often are thp only way to apprehend high-level traf
fickers. Detailed recommendations for ,lccomplishing this are made in three 
areas: (1) Building understanding and commitment to conspiracy strategy; (2) 
inducing cooperation of knowledgeable individuals; (3) ·and developing long
term approaches to investigations. 

4. The task force recommends that personnel systems whiC'h recruit, train, 
evaluate, and reward individual agents be ,adjusted so that they emphasize 
conspir<acy investigations rather 'than simply the number of arrests. 

5. The task force rec"O'Illmends thwt the Controlled Substances Units inaugurated 
by the Attorney Geneml be continued and not diverted to other activities. 

6. The ask force endorses the President's proposal for mandatory minimulll 
sentences for persons trafficking in hard drugs, and suggests that consideration 
be given to expanding the proposal to include traffickers of 'barbiturates and 
amphetamines. 

7. The task force recommends mandatory consecuti,'e sentencing rather than 
concurrent sentencing for persons who are arrested and convicted for narcotics 
trafficking while on bail from another trafficking offense. 

8. The task force recommends revoking parole in the event that it paroled 
offender is re-arrested on narcotics trafficking charges. 

9. The tasl~ force recommends that the Internal Revenue Service reemphasize 
its program of prosecuting drug traffickers for violation of income tax laws under 
strict guidelines and procedures. 

10. The task force recommends thnt the President direct 'the Attorney General 
and the Secretary 'of the Treasury to settle jurisdictional disputes between DEA 
and Cusoms by December 31, 1975, or to report 'their recommendations for reso
lution of the matter to the President on that date. 

11. The task force recommends continuation and expansion of LEAA and DEA 
activities aimed <U!t strengthening State aud local law enforcement agencies. 

[Excerpt from Federal Strategy: Drug Abuse Prevention, November 19'76] 

[Prepared by the Strategy Council on Drug Abuse] 

* * * '" 
STRENGTHENING COORDINATION AND COOPERATION A:r.IONG FEDERAL DRUG AGENCIES 

A major theme of the Federal strategy is that only with the full and efficient 
utilization of all available resource" can we hope to contain the drug problem. 
Thus, major emphasis has been given to increasing the involvement of all agencies 
and to building mechanisms for coordinating their efforts. 

There has been substantial progress in this area Qver the past 18 months. A 
major factor in the improved climate of cooperation was the need to work to
gether to meet the President's request for a thorough review and assessment of 
the effectiveness of the Federal program to control drug abuse (an effort which 
led to the publication of the White Paper on Drug A7mse). During the course of 
that review, more than 80 individuals from over 20 different government orga
nizations participated in work group activities. In reality, the Drug Abuse Task 
Force and its numerous working-level subcommittees never stopped working. On 
December 27, 1975, the President gave the Task Force the additional responsi
bility of preparing recommendations for dealing with the problem of drugs cross
ing our southern border, which served to keep the supply reduction groups 
meeting and working together. The demand reduction work groups were kept 
operating under the Office of ::'IIanagement and Budget's Office of Federal Drug 
::'IIanagement in anticipation of the creation of the Cabinet Committee Oil Drug 
Abuse Prevention, recommended 'by the White Paper. 

These tem,Porary but effective coorc1inative mechanisms became the opera.ting 
arms of two new Cabinet committees created by the President in April 1976 to en
sure the coordination of all government reSOurces which bear on the problem of 
drug abuse.' The President charged the newly formed Cabinet committees, to-

B The President announced the establishment Or these two new Cnblnet committees-one 
for drug law enforcement and the other for drug abuse prevention, treatment, and re
hahilitation-in his Special lIfessage to Congress on Drug Abuse of April 27, 1976. 

80-321 0 - 77 - 22 



288 

gether with the existing Cabinet Committee for International Narcotics Control, 
with integrating the efforts of seven Cabinet departments and seventeen agencies 
into an effective overall program directed against drug abuse. Specifically, he 
charged the new Cabinet committees with the following responsibilities: 

(1) To develop and implement the Federal strategy with respect to drug 
law enforcement (or drug treatment, rehabilitation, prevention and 
research) ; 

(2) To assure proper coordination among Federal drug law enforcement 
(or treatment and rehabilitation) programs, including the collection, anal
ysis and dissemination of iuformation (or enforcement intelligence data) ; 

(3) To assure that Federal enforcement resources (or prevention, treat
ment and rehabilitation) are effectively utilized; 

(4) a. To assure proper coordination between the investigative and prosecu
torial arms of the government. 

b. To develop and monitor a plan for improving job opportunities for 
former addicts; 

(5) To provide liaison between the Executive Branch Congress, State and 
local governments and the public; 

(6) To assure implementation of relevant recommendations contained 
• ..:. the Domestic Council's White Pape7" on Drug Abuse; 

(7) To evaluate and make recommendations to improve Federal drug law 
enforcement (or treatment and rehabilitation) programs; and 

(8) To report their progress to the President on October 1, 1976, and pe
riodically thereafter. 

In addition to the above ongoing responsibilities, the Chairmen of the Cabinet 
committees were directed to work closely to develop plans for improving the co
ordination between law enforcement and drug abuse prevention, treatment and 
rehabilitation programs. 

The new Cabinet committees are now quite active, both at the Cabinet com
mittee level and in their wor~~ing groups and functional subcommittees (see chart 
below for the structure of the two committees). 

·CABINET COMMITTEE ON CABINET COMMITTEE ON 
DRUG ABUSE PREVENTION DRUG LAW ENFORCEMENT 

CHAIRMAN: SECRETARY OF HEW CUAIRMAN: ATTORNEY GENERAL. 

SECRETARY OF OE:FENSe: SF.:CRETARY OF TREASURY 

SECRETARY o~ l.ABOR SECRETARY OF TRANSPORTATioN 

ADMINISTRATOR OF VETt;.RAUS AFFAIRS 

F.XE:CUTIYE DIRECTOR: ADMINISTRATOR, DE-A 

EXECUTIVE SECRETAUY;.DIREC·TOR, NIOA I 
I WORKING GROUP 

~~ • CHAIRMANr ADMINISTRATOR,OEA. 

CHAinMAN: DIRECTOR, NIOA JUSTICF: TREASURY 

HEW JUSTICE -OEA. _IRS 

.HEAL.TH VA -F'el _CUSTOMS 

-EDUCATION OM' -INS TRANSPOPTATION 

-HUMAN OEVELOPMENT u.s. COURTS -u.s. ATTORNEY _ F"AA 

DEF'ENSE - COA=T GU4RD 

LASOR OMS 

ADMINISTRATOR, C EA: EX OFFICiO COMMISSIONeR OF POLICE. BALTIMORE: EXOFFICI~ 

S I NMo ST AT c! EX OFFICIO .' DIRECTOR. NIDA: EX. OFFICIO 

S.W"'. STATE: E.J; OFFICIO 

5UJCOMMIT'r:EES 
LE.t.A: EX OFFICIO 

WORKIHG 

1 J 1 I 1 WORKING SULOM"ITTEES 
TREATMENT EMPLOYMENT CRIMINAL. JUSTice: I ' 

I 

I PRE;VENTION I.ESEARCH & ENFORCEMENT I ~EGlsL..ATlaN &. 

EVALUATION ~NTEL.~IGENCg ACMU". POLICY 

PROSECUTION 6- PUDt..IC INFORMATION 6 

WVESTiGt.T"ON CONGRESSIONAL LIAISON 

This lJ'ederaZ Strategy 1976 is evidence of the work of those Cabinet commit
tees since most of it is drawn from their respective October 1 progress reports to 
the President. 
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Important progress in improving interagency coordination and cooperation 
has been made between individual agencies, as well. For example, at the time the 
White Paper was released, the greatest need for improved interagency coopera
tion involved the Drug Enforcement Administration and the U.S. Customs Serv
ice. Reorganization Plan No.2 of 1973 drew a distinction between investigative 
and interdiction functions with respect to narcotics enforcement. The inyesti
gative function was given to DEA and the interdiction function left with the 
Customs Service. Unfortunately, the distinction between interdiction and inyesti
gation was not made clear in the Reorganization Plan. This ambiguity led to 
jurisdictional disputes between the agencies. 

The most valuable contribution the White Paper made toward the resolution 
of these disputes was to focus the clebate on a relatively narrow set of issues, ·and 
to point out the considerable areas of agreement which existed, but which were 
often overlooked. Since the White Paper's release, the working relationship be
tween DEA and the Customs Servke has improved markedly. Among other things: 

Last December, the U.S. Customs Service and DEA signed and imple
mented a ~Iemorandum of Understanding which outlines operating guide
lines for improving coordination between those agencies, thus Signalling an 
end to the rivalry which had hindered Federal drug law enforcement efforts 
for more than ten years. These guidelines were discussed by top DEA and 
Customs officials in joint session in February 1976 to ensure clear under
standing of them. 

To respond to Customs' complaint that DEA was not providing useable tac
tical intelligence in sufficient quantity, DEA established a capability within 
its intelligence branch to work specifically on Customs requirements. In addi
tion, Customs has made proviSions for aSSigning three intelligence analysts 
to DEA headquarters to ensure that DEA personnel are sensitive to Customs' 
intelligence requirements, and that all relemnt information is relayed to 
them. Customs has also assigned personnel to the interagency EI Paso Intelli
gence Center and to DEA's Detroit office. The resulting flow of information 
from DEA to Customs has increased sharply since the Memorandum of Un
derstanding was signed, from il few hundred specific items per month to over 
one thousand per month. 

Finally, in June 1976 DEA and Customs agreed on a procedure which per
mits Customs to debrief persons arrested for drug Snlug!!!ing at the border 
if DEA declines to do so. 

A similar lIemorandllm of Understanding between Customs and the Immi
gration and Naturalization Service (INS) was signed in April 1975 and the U.S. 
Coast Guard will soon be executing Memoranda of Understanding with Customs 
and DEA. 

The Immigration and Naturalization Service, the U.S. Coast Guard, the Federal 
Ayiation Administration (FAA) and the Bureau of Alcohol, Tobacco and Fire
arms (ATF) , as well as DEAand Customs, are working together at the El Paso 
Intelligence Center. An Interagency Drug Intelligence Group with representatives 
of several of these agencies has been meeting since mid-June to monitor the 
movement of brown heroin. Further, DEA, in roordination with the Cabinet 
Committee on Drug Law Enforcement, has established two pilot Field XnteUi
gence Exchange Groups in Chicago and l\Iiami. The objective of these groups 
is to maximize prosecutions against 1,ey high-level traffickers and financiers by 
coordinating the local intelligence resources of Federal agencies and State and 
city law enforcement organizations. 

* * ~, * * 
hfPROVING THE USE AND DISTRIBUTION OF INFORMATION 

The colIection and sharing Qf information regarding all aspects of the drug 
[,buse program are crucial to its success. For example, infOl'mation on the effects 
"f drug use is central to any public education process. Data on the extent of drug 
use, the availability of illicit drugs and the resultant social costs are critical 
illlllaiting broad resources allocation decisions and in evaluating the overall effec
tiyeness of our programs. Strategic intelligence on trends in drug abuse, levels 
of price and aYaila:bility, sources of drugs, and capabilities of other governments 
to control drugs are essential for more detailed resource allocation decisions. 
Data on the effect of different types of treatment on abusers of different drugs, 
both during and after treatment, are vital to determining what type of treatment 
worl,s best for whom. In short, information should serve as the foundation for 
both short- and long-term program management. 
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Over the past several years, the yolume of i1!iornn'Jo.n ava~l~ble to dr.ug pro· 
gram managers has increased greatly. Progress III analyzmg thIS Ulfo~matlOn and 
in distributing it in a timely and useful way to potential users-rangmg from the 
public to other enforcement agencies-has not l;:ep~ pace.. . . 

'Ye have made modest progress over the past 18 months, III analyzlllg avaIlable 
data and in sharing information more widely. For example, the Client Oriented 
Data Acquisition Process (CODAP) and DAWX provide data on the extent of 
drug use, the impact of such drug use in terms of d.eaths and hospital eme.rgency 
room visits, the characteristics of drug users entel'lng treatment and the Impact 
of treatment on those UseJ:s. This information is now available On a quarterly 
basis to program manageJrs, health professionals, regulatory officials and the 
general public. 

Further, the Xational Institute on Drug Abuse has undertaken to periodically 
publish a Heroin Indicator8 Trend Report which synthesizes these and other 
data to determine trends in availability and use. 

Intelli~ence, often thought of as an exotic art somehow unconnected with the 
rest of Ute drug program, is merely the use of information from a variety of 
sources to provide a picture of what is happening, so managers can target re
sources appropriately. The White Paper found that the overall narcotics intelli
gence function generally suffered from: 

Insufficient funding during the internal resource allocation process. This 
was particularly true with regard to intelliegnce analysis capability. 

Counterproductive competition within and among enforcement agencies. 
There was evidence that competith'e attitudes within and among enforce
ment ageucies impeded the production and fiow of operational intelligence. 

To respond to the inadequacy of funds, additional resources have been allo
cated to intelligence activities in both DEA and Customs.l7 A unit will be estab
lished for long-range intelligence planning in DEA, and DEA headquarters stra
tegic intelligence capability will be expanded. Further, DEA has implemented 
several internal management changes in both headquarters and field intelligence 
operations, as well as stressing the responsibility of agents to collect and report 
intelligem.e to meet illultiagency needs. For example: 

DEA has schedull!d six intelligence collection and reporting training 
schools for Special Agents beginning in Xovember 1976. 

All regional intelligence offices, foreign and domestic will have functional 
reporting responsibilities to the headquarters Office of Intelligence. 

Existing agency and management evaluation forms will be redsed to in
clude intelligence collection and reporting as an importallt factor to be con
sidered in the evaluation of all agents for supervisory positions. 

The curricula for DEA's supervisors' school and mid-level management 
school will be revifJed to place greater emphasis on intelligence collection 
and reporting. 

DEA field manag;ers will be scheduled for intelligence management train
ing and re"iew either in the three-week school or in abbreviated sessions 
deSigned to highHght its curriculum. 

As these changes are implemented, the intelligence support provided to other 
agencies should improve, thus increasing interagency cooperation and sharing. 
In addition, seyeralmulti-agency efforts to ensure full participation in informa
tion sharing by drug law enforcement agencies hm'e been launched. These initia
tives are intended to provide an exchange of information on local regional and 
nationalleyels. They are: ' , 

El Paso Intelligence Oenter (EPIO): This interagency group, located in 
the southwestern bordor area, receives and disseminates information on 
trufficldng and illegal alien activity along the southern border. The EPIC 
staff includes operational personnel from DEA, Customs, IXS, Coast Guard, 
FAA, and ATF. 

Interagency DrilY Intelligence Group (IDIG): This interagency intelli
gence group, at DEA headquarters in Washington, combines DEA, Customs 
and INS personnel efforts in analysis and dissemination of intelligence re
lating to a priority drug target, heroin from ~lexico. 

f!!tijied Inte~liuence I!ivision (UrD): A joint citY-State-DEA intelligence 
nUlL has been III operation for over two years in the Xew York City metro-

i, :specificallY, a total of 59 new positions for FY 1977 are being allocated within DEA 
for regional, strategic and operational intelligence. Customs hus added 21 intelligence 
positions. 
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politan area, with membership from a broad range of Federal, State and 
local drug law enforcement agencies operating in that arca. The UID has a 
small central staff housed within the DEA regional office and analyzes and 
disseminates intelligence information for the area. 

Piela Intelligence Errcltange (}roup (FIEG): The Cabinet Committee on 
Drug Law Enforcement bas proposed that interagency groups be formed in 
19 major cities to focus intelligence resources upon selected major trafficker 
targets. On August 20, 1976 pilot efforts to test this concept were begun in 
Chicago and ;\Iiami. Agencies participating incluue DEA, Customs, IRS, the 
U.S. Attorney's Office, IXS, Coast Guard, FBI, Secret Service, ATF and 
representatives of State and local law enforcement. 

Despite this progress, much more needs to be done. Plans to further improve 
the dissemination of information are discussed in the next chapter. 

SEOURING EFFEOTIVE RE1>£OVAL OF TRAFFIOKERS 

Earlier, we discussed the progress being made in focusing Federal law en
forcement resources on the arrest of major traffickers. lUuch of the progress we 
have made in improving our ability to apprehend these traffickers will be lost, 
however, unless major changes are made in the way our criminal justice system 
deals with drug traffickers after arrest. 

To deal with the failure to immobilize traffickers against whom substantial 
cases haye been de,eloped, President Ford proposed legislation in his April 27, 
1976 special message which would: 

1. Require minimum mandatory prison sentences for persons convicted of 
high-level trafficking in heroin and similar narcotic drugs. These minimum 
sentences-three years for a first offense relating to an opiate and six years 
for an offense follOwing a previous conviction or for selling an opiate to a 
person under 21 years of age-are intended to ensure that drug traffiel,ers 
know that they will go to jail upon conviction. 

2. Enable judges to deny bail in the absence of compelling circumstances 
for certain categories of notorious drug defendants. These defendants in
elude those persons previously convicted of an opiate felony, persons on pa
role, probation, or other conditional release, non-resiuent aliens or pet'sons 
in possession of illegal passports at the time of arrest, and persons convicted 
of having been fugitives. 

3. Raise the value of property used to smuggle drugs which can be seized 
by auministrative as opposed to judicial action from $2,500 to $10,000 and 
extend this forfeiture provision to include cash or other personal property 
founu in the possession of a narcotics violator. 

4. :\lake meaningful an existing provision which requires that any person 
planning to transport an amount exceeding $5,000 file a report, and that 
the report be filed prior to departure. 

5. Reduce the opportunities for unloading of contraband by requiring 
owners or masters of small, privately owned boats to report their arrival to 
the U.S. Custom Service immediately, instead of within 24 hours. 

Enactment of this legislation would represent a major contribution to the 
Federal anti-narcotics effort. Securing enactment is thus one of the highest pri
ority "open agenda" items discussed in Chapter 4. 

The problem of fugitives is significant: currently there are 2,547 Federal fugi
tiYes cl1arged with drug-related offenses. Of these, 345 are Class I major trafficl{
ers. To help deal with this problem, the FBI will utilize resources available to 
them to assist DEA in apprehending major drug fugitives. In addition, the De
partment of State, the Immigration and Naturalization Service, U.S. Customs 
and the Criminal Division of the Department of Justice are developing plans for 
coordinating the controlled re-entry of drug law fugitives into the United States. 
These plans will include a review of existing extradition treaties wi.th an eye 
toward strengthening them as necessary. 

Finally, to attack the -financial resources necessary for narcotics traffickers' 
illegal transactions, in his April 27, 1976 Special l\fessag~ on Drug Ab?s~ the 
President directed the Secretary of the Treasury to work wlth the Commlssloner 
of the Internal RevenneSen'ice, in consultation with the Attorney General and 
the Administrator of the Drug Enforcement Adminish'ation, to develop a tax en-
1\il"celllent program aimed at key tramcl,ers.To begin implementing that direc
tive the Administrator of DEA and the Commissioner of the Internal Revenue 
Se~ice have signed a Memorandum of "Understanding providing for exchange 
of information on major drug violators who may be guilty of tax evasion. So far, 
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the names of 375 Class I drug violators have been sent to IRS field officials so that 
tax investigations can begin if warranted.lB 

In June 1976, a U.S.-sponsored resolution urging governments to make the 
financing of narcotics traffickers a punishable offense and to exchange informa
tion that would be helpful in identifying persons committing such offenses, was 
adopted unanimously by the United Nations Economic and Social Council. Action 
to this end should prove to be a significant step toward improved cooperation 
in narcotics investigations. 

In addition, the recently concluded U.S.-Swiss :\Iutual Assistance Treaty 
on Criminal Matters, which becomes effective in January 1977. should e:\:pedite 
the exchange of information concerning persons engaged in criminal activities, 
including alleged drug traffickers, even while the case is still in the investigatory 
stage. Exploratory discussions have been held or are underway in a number of 
cOlmtries with a view toward entering into mutual assistance agreements for 
exchanging information to disrupt the financing of international crimes. 

'.ro provide specialized prosecutorial SUPPOl't to the program aimed at incarcer
ating major drug traffickers, the Attorney General has devoted greater resources 
to more extensive enforcement of the conspiracy laws of the United States. There 
are presently special controiled subst.ances prosecution units in operation in the 
offices of 19 U.S. Attorneys throughout the country. The U.S. Attorneys were 
alloted additional personnel to staff these units so that prosecutors would be in 
a position to devote full time to major cases. In addition, DEA has established a 
headquarters staff to support conspiracy cases and has put greater emphasis on 
its Central Tactical Units which specialize in the development of major con
spiracies. Both the Criminal Division of the Department of Justice and DEA 
monitor the activities of the prosecution units and conduct seminars to train 
attorneys and agents. In addition, DEA has a conspiracy investigation course for 
agents which is now being e).:-panded to train personnel in the domestic regional 
offices. 

* 
., 

* * * 
It should be clear from this discussion that we believe a great deal of progress 

has been made over the past 18 months in revitalizing and refocusing the Federal 
drug abuse program and putting it on a sound basis, but there is more we must 
do. This is the subject of the next chapter: "The Open Agenda." 

4. THE OPEN AGEXDA 

As indicated in the previous chapter, we have made progress in the past 18 
months, particularly in the fuller utilization of Federal resources. Xonetheless, 
much remains to be done in all of the areas discussed there. 

Specifically, Federal enforcement efforts can still be more narrowly focused 
on high-level, interstate and international trafficl,ers. The Internal Rewnue 
Service, the Federal Bureau of Inyestigation and State and local law enforce
ment organizations can aU contribute mor,e to an overall enforcement pro
gram. 'Ye can do much more to enc.()urage other nations to join us in 
this truly international struggle. 'Ye need to secure passage of new legislation 
aimed at improving our ability to put major traffickers in prison and at closing 
loopholes in the law which allow them to continue to prey on our young. And 
we need to enlist State and local vocational training seryices; and State, local 
and private organizations in a broad prevention effol't. 

This chapter discusses the additional need for priority action in nine areas: 
Deyelopment of a national prevention strategy. 
Expansion of treatment linkages with both Federal and State and local 

criminal justice systems, other State and local community sen'ices, and 
alcohol treatment. 

Broadening of the program against amphetamine and llllrbiturate use. 
Remoyal of offenders from drug trafficldng by improving postarrest prose

cution and incarceraiton, and by attacking the fiinancial resources of 
traffickers. 

Improvement in intelligence support. 
Action to strengthen State and local law enforcement. 
Outlining of an overall framework for evaluating specific international 

programs. ' 
RcY'1clY vf sanctivils illivvscd fur fJos6t:~~iull Ullt!U:Jt!. 
Deyelopment and use of new knowledge. 

~e is 11. great likelihood that these individuals are routinely committing tax offenses, 
since they pay no taxes on their illegal Income. 
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lVIuch of this "open agenda" is not entirely new and some of it has been called 
for explicitly before. These items remain on the open agenda because progress in 
implementing them has been slow or inadequate, program managers have been 
unable to mobilize the resources from organization which are outside their con
trol, Congress has failed to act on llroposed legislation or simply because they 
need continuing emphasiS. .All are important to tIle success of the Federal 
strategy. The fact that action on them has been called for before but not achieved 
should not deter us from renewing our efforts in these critical areas. 

* '" * * * * * 
REMOVAL OF OFFENDERS FROM DRUG TRAFFICKING 

It has become all too clear that gathering sufficient evidence to prosecute a 
trafficl{er does not guarantee his or her removal from further trafficking. A traf
ficker may be operating in a foreign country, out of reach of effective U.S. prosecu
tion, trial and sentencing. If they remain in the United States, indictment and 
arrest do not guarantee immobilization; they merely begin a long criminal j'ustice 
process during most of which the trafficker is free to continue operating. At the 
end of this process incarceration may be relatively short: 

This failure to immobilize traffickers against whom a substantial case has been 
developed is very costly; in terms of wasted investigative resources and lowered 
morale, in terms of weakening the deterrent value of the law, and in terms of 
reduced public trust in the criminal justice system. Consequently, efforts to more 
effectively immobilize indicated traffickers are "Vitally important. 

The open agenda for improving performance in this area is discussed in two 
parts: 

Improving post-arrest handling in the criminal justice system. 
Attacking the financial resources of traffickers. 

POSTARREST HANDLING BY CRBUNAL JUSTICE SYSTElII 

Xow that Federal law enforcement agencies are demonstrating the ability to 
shift their focus to high-level Violators, we must make significant changes in the 
way the criminal justice system handles major traffickers after arrest to capitalize 
on this progress. 

One necessary step is to enact better laws. The President proposed legislation 
in his April 27 Special :Message on Drug Abuse which, among other things, is 
aimed at improving our ability to put major trafficicers in prison. 

These proposals are now before the Congress. They should receive bipartisan 
support and swift passage. Enactment of these proposals will represent a major 
contributioll to the national anti-narcotics effort. 

Increased attention to the problem of prosecution of major traffickers is also 
needed. The establishment of Controlled Substances Units (special drug prosecu
tion units) in the United States Attorneys' offices in 19 cities has helped to focus 
prosecution resources on cases involving major traffickers. But all too often, 
limited prosecutorial resources have forced these units to be diverted to lower 
level drug cases, or even to non-dl'ug cases. We understand that this diversion 
reflects competing needs for the services of experience prosecutors who normally 
staff these units, but they nonetheless hurt the drug program. 

We believe that there needs to be greater commitment of experienced attorneys 
to these uits. Specifically. we recommend that all existing Controlled Substances 
Units be staffed with experienced prosecutors and further that the United States 
Attorneys' offices which do not have Controlled Substances Units select one or 
more experienced prosecutors to work with DEA on major cases. Additional DEA 
conspiracy units should be developed and DEA should ensure close worldng rela
tionships between designated agents and prosecutors' offices in all major cities. 
Training DEA agents in conspiracy techniques, already increased substantially, 
should be further expanded and U.S. Attorneys should receive regular briefings 
by DEA personnel on the drug traffic in their geographic areas. 

Finally there also is a pressing need to increase the number of United States 
magistrat~s and Federal judges. We specifically endorse the recommendations 
concerning Federal judges and magistrates made by the President in his June 17, 
1976 message to the COngreSS on crime. 

7 Nationally 55 percent of convicted Federal narcotics offenders received sentences of 
either less than three years of imprisonment, or probation. (FY 1975 data). 
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FINANOIAL RESOUROES OF TRAFFIOKERS 

By focusing on traffickers' fiscal resources the government can reduce the flow 
of drugs in two ways. First, high-level violators, usually well insulated from 
narcotics charges, can often be convicted for evading the taxes due on their illicit 
income. Second, since trafficking organizations require large sums of money to 
conduct their business, they are vulnerable to actions that reduce their working 
capital. 

Thus, the Internal Revenue Service (IRS) has a major-role that it can and 
must play in drug enforcement. In accordance with the Presidential directive 
to develop a tax enforcement program aimed at high-level drug traffickers, 
DEA and the IRS signed a Memorandum of Understanding on July 27 which 
provides for the sharing of information concerning suspected tax violamons 
by major narcotics violators. Since signing the memorandum, DEA has pro
vided IRS with an initial listing of 375 names of high level violators and meetings 
have been eonducted in the field between DEA and IRS officials. All of this 
represents a good start: now the IRS must devote sufficient resources to ensure 
effective enforcement of the tax laws against high-level drug traffickers. If acl
ditional resources are necessary, they should be provided. 

In addi1Ji.on to action by the IRS, there are other measures which can be 
taken to deprive the trafficker of fiscal resources needed in his trade, or to 
use financial aspects of his operations to build a criminal case. They include 
the following: 

Enact the provisions of the President's proposed drug legislation which 
would: (1) raise the value of property used to smuggle drugs which can 
be seized by administrative, as opposed t'o judicial action (from $2,500 
to $10,000), and extend this fortfeiture provision to include cash or other 
personal property found in the possession of a narcotics violator; and (2) 
make operative the current provision requiring a report whenever more 

. than $5,000 is being exported. 
Pursue negotiations to bring about mutual assistance agreements with 

other countries for increased investigative access to information which 
could help disrupt the financing of narcotics trafficking. 

Expand the DEA financial intelligence pro.iect, which analyzes financial 
flow to and from a 'suspected violator to ,build a prosecutable case. 

Expand training in financial intelligence. The sophisticated methods 
us~d by high-level traffickers to move money and conceal profits require an 
equally sophisticated form of 1nvestigation. DEA's National Training In
stitute should work with the IRS to devise training eourses for our analysts 
and agents iu financial investigative techniques. 



B. OOlUUSSIONER ALEXANDER'S POLICY 

STATElIIENT OF HON. DONALD O. ALEXANDER, OOl>IMISSIONER OF INTERNAL REVENUE, 
BEFORE THE SUBCOMMITTEE ON COMMERCE, CONSUlIIER AND l\IONETARY AFFAIRS 
OF THE COMMI't.'TEE ON GOVERNMENT OPERATIONS OF THE U.S. HOUSE OF REP
RESENTATIVES, OCTOBER 6, 1975 

llIr. Chairman and members of the subcommittee, I am pleased to havE:' the 
opportunity of discussing with you my views regarding the crucially important 
issue of the Internal Revenue 'Service's role in law enforcement activities. 
Although this has been a topic on which I have spol{en a number of times, and 
one in which my views are well known, it is most commendable that the Subcom
mittee has specifically provided for a hearing on this topic. While the subject 
has certainly come up in a tangential way in my many appearances on Capitol 
Hill, primarily through the questioning, it appears to me to be highly appro
priate, especially at this time, for the subcommittee to focus on this topic 
directly. 

First, I want to make my position completely clear. I strongly support :firm 
and comprehensive enforcement of the laws against tn."'\: evasion. Violations of 
these laws constitute serious crimes and shoulcl be so treated. As I have imU
cated before, sentences in such cases have not been tmiform and have not bE:'en 
of sufficient severity. Also, I believe that our Intelligence Division and our special 
agents do .a difficult job well. Most of them are skillful and dedicated people. A 
few, however, have let their zeal outrun their judgment and this has caused 
problems for the Service. 

·Well before the current widespread eongressional interest in investigative 
agencies and techniques, the Internal Revenue Service has been involved in the 
difficult process of reassessing its role in the law enforcement community. As I 
have noted previously, there has been, over the years, a clear tendency to bestow 
upon the Internal Revenue Service a wide variety of additional responsibilities, 
largely in nontax areas. I likened it to a Christmas tree-the IRS, like any good 
organizational heir.archy looks like a Chri.stmas tree, and because of its reputa
tion as a well managed and organized agency, the Federal planners have had a 
continuing desire, successfully effected in many cases, to hang a number of 
ornaments on our organizational tree which don't helong there. 

Not only does this alteration of the Service's originally contemplated func
tion have a possibly deleterious affect upon sound tax administration, but when 
one contemplates the vast resot~rces and powers of the Service (in the confi
dential informatioll supplied to it, and the broad summons and collection 
authority it 11.as), a signifi<'Unt potential for misu.se does exist. As. tempting all 
it may be for others in the Federal governmental community to recruit fin 
agency possessing these powers and these resources, the Internal Revenue Ser'Vice 
must always maintain a foeused eye UDon its eentral mission-the administra
tion and enforcpment of the tax laws. The success of this miSSion, in our con
text of .a self-assessmE'nt sYstem, depends upon the assistance and cooperation 
of the Xation's citizenry. We cannot be assured of the continuing presence of 
this essential ingredient unlE:'Ss the public has confidence in tax administra
tion-in its fairness and efficiency and its deyotion to its stated and articulated 
objectives. 

I would like to discuss with yoU this morning some of the things the Internal 
Revenue Service has done, and is now dOing, to ensure that the Service, in the 
information, it g'athE:'rs, in the techniques it employs, and in the application of its 
powers and resources, is involved in matters that relate only to tax administra
tion and E:'nforcemE:'nt. To some E:'xtellt the attpmpt of the Service to limit its ac
tivities to those which are related to tax administration and enforcement has 
Drompted !1. critic:lll'CGP{}nC;1:-~ This ei:ttici~lll) 'v~hich to a considerahle ex.tent -fnils 
to fully understand the actions the Service is taking and why it is taking them, 

(295 ) 
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seems to come from two sources. There are a few IRS personnel who would like 
the Service to participate in a generalized attack on criminal activity even though 
that criminal activity involves only indirectly or tangentially violations of the tax· 
laws. Perhaps a greater source of criticism of Service pOlicies in this regard is 
those law enforcement personnel in other agencies who would utilize IRS special 
agents (probably the best investigators in the Federal establishment), powers 
and enforcement techniques in their investigations. I welcome the opportunity 
to describe the Service's actions, and their rationale, in the hope of fostering an 
increased understanding of what we are doing and how and why we are doing it. 

A guiding prinCiple of tax administration should be that the Service's l)OWer 
and its people not be used to further ends other than those of tax administration 
and tax enforcement. An excellent example of a situation in which the Service's 
capabilities were possibly misapplied is in the narcotics traffickers program-a 
"new, all-out offensive" on -::rug abuse announced by President Nixon in 197:1 in 
which the IRS was instructed to participate. The Service's involYement in this 
program was unsound from two distinct viewpoints. First, and most importantly, 
is the fact that the Service was not correctly using its powers of seizure, termina
tions of taxable years and jeopardly assessments in some narcotics program cases. 
In some localities when an arrest of a narcotics trafficker occurred, and property 
or money was found in his possession, the objective of Service personnel in too 
many cases was to deprive that person of his working capital by constructing an 
arbitrary tax assessment and seizing that amount of cash which might fairly 
represent the unpaid tax liability of that person. In some instances the deter
mination of the amount of the deficiency to be asserted would start with the 
amount of money found on the suspected narcotics trafficker-the notion being, 
apparently, that snch action, depriving the suspect of worldng capital, would 
force him out of business. The judiciary became concerned about abuse of these 
powers. For example, .Tudge Clark of the Fifth Circuit Court of Appeals observed 
as follows in the court's decision in Willits Y. Riclw1'dson: 

"The IRS has been given broad power to tal,e posseSSion of the property of 
citizens by summary means that ignore many basic tenets of pre-seizure due proc
ess in order to prevent the loss of tax revenues. Courts cannot allow these ex
pedients to be turneel on citizens suspected by "'~ongdoing-not as tax collection 
devices but as summary punishment to supplement or complement regular 
criminal proceelures. The fact that they are cloaked in the garb of a tax collec
tion and applied only by the narcotics project to those believed to be engaged in 
or associated with the narcotics trade must not bootstrap judicial approval of 
such use." 

Even before this strong judiCial critiCism, the Service had, at my direction, 
taken steps to ensure that the sam~ standards would be applied in narcotics 
cases as are applied in tax cases generally. Service personnel have been told that 
the IRS lacks the authority to terminate a taxable year or make a jeopardy as
sessment unless such actions are taken in accordance with the law. We must 
have a sound basis for taking the action in the first place-that is, it must be 
determined if tIle tu:x'1layer is liable for income taxes in the current or Ilreceding 
taxable periods, und that circumstances show that the collef'tion of the taxes 
is in jeopardy. Onr employees have been cautioned to take speCial care to avoid 
excessiw:' and unreasonable assessments. The tax laws simply cannot be used as 
a means of effecting forfeitures. However, this redirection of the participation 
by the Service in this Federal program was met by considerable resistance, 
within the Service, amI more particularly, by other law enforcement agencief3, 
espeMally the Department of Justice. 

Not only did the Service's partiCipation in the narcotics program seem to 
misapply its prerogatives but. despite the assignment of a diRproportionate 
amount of IRS Intelligence and Audit personnel to the program, the cost-benefit 
analysis. immfar as collerted revenues is concerned. is cIreary incleec1. During 
the four fiscal years of its participation in the program. 1972 through 1975, the 
Service collected only $38.3 million in revenues as against a cost to it of partici
pating in the program of $67.6 million. While the Service's enforcement program 
is uesigned to encourage voluntary compliance througl1 the estab'ishment Of a 
deterrent or corrective effect ancl c10es not exiRt primarily to collect revenues. our 
limited enforcement budget slloulel be apnlied in the most effective manner pos
sible. It maIms no sense to apply our enforcement program resources in a man-
1ltll· "fUhinh {a C;U'lOT'nh'ln"lu ,ohnoino ni' tho Rc.l"vi(1p'~ nourPt'S;: finrl fit thp s::nnH~ timo. 

r;suii;t;" a-~O:c;ts-to-~~lle~tio; 'l:-atio ;-1;i~l;is -ill urli- poo;er -tban-that -achiev.edlli 
the general enforcement program. 
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The Service's participation in Federal strike forces presents a slightly differ
ent, though certainly related, aspect of the utilization of the Service's investi
gative authority. The unification of investigative and prosecutorial capability, 
which is the central theme of the strike force approach, is certainly one with 
which the Internal Revenue Service has no basic quarrel. Soon after becoming 
Commissioner I became concerned, however, about the extent of the Service's 
commitment to strike force activities -and the effect of that commitment upon 
participation in strike forces at that time was supposedly executed through the 
existing lines of authority for aU compliance and enforcement activities, at least 
two organizatiOnal aspects caused me concern. A departur.e from the existing 
lines of authority concept was the assignment of both an Audit and an Intel
ligence representative to each strike force reporting to the IRS National Office. 
Since the chief function of these officials was to act as liaison between the strike 
force attorneys and IRS district and regional officials, and not to direct, super
vise or coordinate strike force investigations or projects (responsibility for 
these fnnctio'ns being with the districts an(l regions as in other IRS enforcement 
programs), I saw no need for a duplication of the liaison commitment. Another 
matter of concern was the fact that IRS strike force representatives were under 
National Offiee supervision. 

I was, and still am, of the view that IRS audit and investigative activities 
should not LI~ centralized, regardless of their nature. Experience has shown us 
that the difficult job of tax administration and enforceml'nt is best solved 
through the use of traditional lines of authority established at a local level. 
While controls and guidelines for aU of the Service's activities are, and should 
be, established in the National Office, I was opposed to the adoption of a variant 
of our existing organiza.tional structure especially tailored for cases involving a 
specific class of taxpayers. 

There has been considerable discussion, in the press and elsewhere, concern
ing a divergence of view between the Department of .Justice and the Internal 
Revenue Service regarcling the extent of the Service's commitment to the strike 
force activity. In August of last year, former Attorney General Saxbe wrote 
me complaining, in strong terms, of the removal, by the Service, of the Audit 
representative to the strike force and of the imposition, by -the Service, of a 
ceiling on the manyearsapplied by the Intelligence Division to all special en
forcement programs. ~'his action bS the Service has been greatly misunderstood. 
The removal of the Audit representative from the strike force unit does not 
mean, in any way, that the tax cases identified by the strike force unit will be 
denied an audit capability. It simply means that the Ser\'ice concluded that 
since the thrust of the strike force is the investigation and prosecution of 
criminal offenses, the special agent, representing the Intelligence Division, is the 
proper individual to represent the Service as liaison in eaeh of the 17 strike 
force units thl'oughout tJlt:> country, and that only one person acting in a liaison 
capacity was necessary. Placing a lilnitation on the commitment of investigative 
time to the strike force activity as a whole was felt necessary to assure a bal
anced intelligence program pending an overall review of thE' relationship of the 
drive on organized crime to our t:>uforcement program generally. 

At the present time tht:> DepartmE'ut of Justice and ,the Internal Revenue 
Sen'ice are E'ngaged in discussions which are designed to producE' guidelines 
relating to the Sen'lce's par,ticipation in strike force activity. While tllese dis
cussions could be proceeding at a faster pace, and agreement could be forth
coming more rapidly than it is, the discussions have 1Jeen marked with some 
progress. For examplE', at the meeting held last week it seemed to be the con
sensus of the represeJ1tatives of the Department of Justice that most United 
States attorneys would agreE' not to accept a plea of guiltr to an indictment 
containing both ~I'itle 18 ancI Title 26 counts unlE'Sfl the defendant agreed to plea 
guilty to at least one of the tax counts. If this particular point is finally agreell 
upon, it will avoid the situation, which is YE'l'Y llamaging to tax administration, 
where tax counts in a multiple count indictment are dropped at the time the 
defendant pleads guilty despite the fact tJlat consi{!erable time aml effort was 
expenlled in the development and preparation of the tax cases. Clearly no tax 
administration goal is served wlwn tax cases, so laborionsly prepared, are 
dropped by the wayside at the conclusion of the case. 

Our paramount concern is, however, that our participation in !':lwh jOint ill
yceti;;:lti .. " cffvI'ts livt ve <.:uunter proauctive to sound tax administration. If the 
IRS agents participating in a strike force "team" become involved in illVestiga
tions that they would n.Jt ordinarily become involved in, either by worldng O'll a 
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case which does not involve a potential tax violation or, though involving a 
potential tax crime, is not a case to which our normal case selection criteria 
would apply, the enforcement resources of the Service are not being properly 
utilized and tax administration suffers. 

The issue involved here is who should direct and conbrol the activities of the 
IRS agents involved in these joint efforts. On this we may have no difference of 
opinion with our colleagues in the Department of Justice. While the Executive 
order providing for strike forces designates the Attorney General as the one who 
is to "facilitate and coordinate" the law enforcement activities of participating 
agencies, it by no means provides that he, or his delegate, is to control the 
activities of cooperating personnel. Deputy Attorney General Tyler's testimony 
late last month before Congressman's Yanik's Subcommittee on Oversight indi
cates that we and the Department of Justice are at one on this issue. In his 
prepared statement Judge Tyler, in describing the strike force, stated that "Each 
agency participates in the planning and retains absolute control over its 
operation." 

If control by participating agencies is admitted, there would seem to be no 
quarrel over the fact that that control must include the right of the appropriate 
supervisors to decide what cases-what kind of w()lrk-participating personnel 
are to extend their efforts on. Certainly, IRS agents should not be assigned to 
work on so-called title 18 criminal violations, that is, cases which involvefd 
criminal violations with no tax significance. Even putting aside the fa.ct that 
such activity would exceed the agent's authority, and would probably involve a 
misuse of our budgeted funds, such activity fails to serve the ends of tax ad
ministration and enforcement. From this it would seem to pLainly follow that 
sound tax administration is not served by directing IRS agents to develop 
criminal tax cases which fall short of case selection criteria which are specifically 
designated to establish the corrective and deterrent effect which is essential to a 
well functioning voluntary compliance system. Service personnel cannot be 
directed to work cases simply because organized criminal activity is suspected. 
Agents participating in strike force activities are perfectly ,villing to receive, 
from the strike force attorney, informatioll regarding potential subjects fOIl' tax 
investigation, but the Service must make the decision as to whether each case is 
one on which to expend its limited enforcement resources. 

This approach does not detract from the "team" concept of the strike force. 
Subject to the 11.1les !relating to the disclosure of tax return information, Service 
personnel are perfectly willing to maI~e available to the strike force attorney 
evidence relating to the possible commission of nontax offenses which they ob
tain while working the tax case, and to further develop that evidence if it in
volves going over the same ground and pursuing the same leads as are involved 
in the tax case. If for some reason the tax case 'becomes unsuitable for prosecu
tion, but the nontax title 18 case is to proceed, the IRS agent with knowledge of 
the nontax case will, of course, be available for testifying, and, on a case-by-case 
basiS, available for trial preparation in connection with the on-going nontax case, 
as long as substantial time commitment of Service manpower is not involved. 

While the Service is making every effort to work out the differences which may 
exist between it and the Department of Justice on the strike force issue, it must 
subject its participation in that program to the same kind of scrutiny it ap
plies, on a regular basis, to all of its activities. A recent study by Internal Audit 
of the Service's participation in the strike force program in the three largest 
strUm force locations is not encouraging. The study reveals that deficiencies of 
$122.5 million were proposed in 157 strike force cases developed during fiscal 
years 1972 and 1973 by agents in these three locations. Of this amount, as of 
July 1975, only $12.1 million had actually been assessed and, as the same clate, 
only $1.3 million in taxes and penalties had been collected. Not only do the 
amounts actually assessed represent a very small Ilercentage-10 percent-of the 
deficiencies originally proposed, but it appears as though the amounts actually 
collected in these cases may represent a disproportionately low percentage of the 
amounts actually assessed. Of the $12.1 million actually assessed, $6 million have 
been either abated or disposed of as uncollectible. Thus, even if the remaining 
$4.8 million of the $12.1 million actually assessed are eventually collected-a 
I'emote possibility-the total amount eollected would be just about the Imme as 
the $6 million which were either abated or fuund to be uncollect~ble and a very 
smaH percentage of fhe amounts originally proposed. These figures do not present 
a promising picture of the most effective use of our resources. 
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It is well known that the Service acquires a wide variety of information 
necessary for the fulfillment of its tax administration responsibilities. This 
necesLity creates the distinct possibility that Service personnel may gather in
formation which is unrelated to tax administration. Here, again, the Service must 
be especiaUy vigilant to avoid becoming enmeshed in activities unrelated to tax 
administration. If we do not do this, the lessons of "Operation Leprechaun" and 
the Special Service staff, have not been well learned. The Service has issued 
revised information gathering guidelines which instruct its personnel that they 
are authorized to seek and obtain only information necessary for the enforce
ment and administration of the tax laws. In the event that information unrelated 
to tax administration is received by Service personnel, it will not be indexed or 
associated with the name or iden.tifying symbol of a taxpayer, and procedures 
are being developed for purging [Lnd destroying such information within a short 
time after it is obtained. 

In another area, also, the Service has been especially vigilant not to use il
legally obtained evidence against tbe taxpayer. While constitutional restraints 
would prevent the use of such evidence against the taxpayer in a criminal tax 
proceeding, the Service has concluded, even though the issue has not been finally 
resolved by the judiciary, that it would be inappropriate to use such evidence 
in a civil tax proceeding involving the taxpayer. In yet a further area, the 
Service has recently implemented guidelines controlling payments for informa
tion received from informants. Not only must the information received be strictly 
tax related, but such amounts may be paid only after obtaining approval of the 
Assistant Commissioner (Compliance). 

Difficult questions with respect to Service policies and the legality of the use 
of information are also illustrated in the so-called Operation Tradewinds, and 
the related "Operation Haven." For some time the Service has been concerned 
about the use of foreign trust accounts, for example in the Bahamas, as part of 
a tax evasion S{!heme. During the early 1960's the IRS received information 
that certain organized crime figures were using foreigu trust accounts, or al
leged accounts, as part of attempts to evade U.S. taxation. In some instances 
funds allegedly transferred to Bahamian accounts were not actually trans
ferred, or if transferred, may have represented amounts that were never sub
jected to U.S. taxation. In order to obtain information concerning the identity 
of these depositors, and ,the amounts and times of deposit, the Jacksonville 
district office of the Internal Revenue Service commenced an information gather
ing project named "Operation Tradewinds," later named "Operation Haven." 
The difficulties of gathering information in foreigu countries were made acute 
by the enactment in Bahama, shortly after the project got underway, of the 
Banks and Trust Companies Act of 1965. This law provided that it would be 
unlawful for any person to disclose information relating to the affairs of a 
baulr, or of a customer of a bank, which that individual has acquired in the 
performance of his duties. After this act was passecl very little information 
was received and Service personnel made few trips to the Bahamas in 1966. 

As a response to this problem the Service developecl during 1966 and 1967, 
guidelines which authorized the obtaining of information from Bahamian Bank 
employees throngh American citizens acting as intermediaries. All contacts by 
IRS personnel with the informants were, according to the guidelines, to take 
place only on American soil, with the exception of limited contacts in the 
Ballamas for the purpose of arranging future contacts in the Untted States 
with informants. The guidelines provided that the information was to be received 
in the United States by an agent other than the agent assigued to go to the 
Bahamas for liaison purposes. All contacts by Service personnel were to be with 
an informant and they were instructed not to deal '.vlth Bahamian bank {lffi
cials for purposes of obtaining this type of information. Clearly these guidelines 
were developed by facilitate the receipt of information from Bahamian sources 
who might be willing to "iolate the penal statutes of that country. Equally 
clearly, they were intended to inSUlate special agents from the reach of the 
Bahamian laws. Lawyers in the Chief Counsel's office and in the Department 
of Justice concludt"d that condnct pursuant to the guidelines would not result 
in violations of federal laws by IRS personnel, hence the information so obtainecl 
could be used in criminal cases. Whether or not this procedure was then or is 
now appropriate for a federal agency is a different question. Although jurisdic
tional problems exist, it is the opinion of Chief Counsel Whitalrer that both 
the intermediary and Service personnel who receive such information in the 
United 'States, have violated the abetment and conspiracy provisions of Baha-
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mian law. Moreover, investigation has revealed instances where .the guideli~es 
were violated as a result of violations, by special agents, of BahamIan laws whIle 
in the Bahamas. 

It seems clear that under the present case law the constitutional rights o,f a 
defendant in a potential criminal tax case would not be violated-the only per
son who could conceiyably complain would seem to be the bank official "invited" 
to violate Bahamian banking laws. However, substantial policy questions exist 
regarding whether the Service should nonetheless use such evidence in the 
prosecution of criminal tax law violations. 

Reconsideration of the potential problems and policy aspects involved in 
this manner of obtaining information for use in tax cases occurred as a l'esult 
of the occurrence, referred to by Deputy Commissioner 'Williams in the press 
conference held at the Service last week, of the incident involving the surrepti
tious removal by an informant in :;\1iami of information from the briefcase of 
a foreign national and the photocopying of such information by Sen"iee em
ployees, while the individual owning the briefcase was with a woman companion 
arranged for by the IRS informant. As Deputy Commissioner Williams indi
cated, there are additional legal and policy aspects to this incident. The facts 
suggest that the information may have been obtained in violation of Federal, 
and possibly State, laws with at least an inference that the Service's Intelli
gence Division was involved in such violations. Perhaps more important, is the 
policy issue of whether evidence obtained in such a manner should be used in 
tax enforcement, either criminal or civil. 

Even if the :Miami incident involved only a vio:ation of Bahamian law, it 
appears somewhat inconsistent to adopt a policr preventing the use, in a civil 
case, of evidence obtained in violation of federal law (as I have described, above, 
we have done) and yet permit the use of evidence obtained in violation of for
eign criminal laws. :aIoreover, if a Federal law violation is involved, it must 'be 
determinecl whether the evidence obtained will still be used eyen though the 
rights of someone other than the taxpaYE:r haye been infringed. 

Although our concern about the use uf foreign tax havens as part of tax 
evasion schemes should not, and will not. falter, we should at least consider 
an entirely different approach. In onr effort to deter the widespread use of 
Swiss bank accounts as devices to avoicl U.S. taxes, the focus has been on legisla
tive solutions and discussions with foreign officials, anel not on obtaining evi
dence uncler questionable circumstances. In the meantime, however, work on 
Project Haven cases has not ceased. All cases in the field will be reviewed to 
determine the effect, if any, UpOll these cases of evidence obtaIned from the 
hriefease. Those cases which will not be affected will proceed routinelr. We expect 
to determine promptly 'the policy to be followed so that this effective enforce
ment program will not be materially delayed. We welcome the comments of 
this committee on these issues. 

In conclusion, :;\1r. Chairman, I wish to reiterate that the central mission of 
the IRS is the administration and enforcement of the Federal tax laws. The 
Service must do everything reasonably possible to ensure that all of 'the myriad 
functions which it performs are carried out with only this objective in mind. 
Further, and just as important, in fulfilling its tax administration responsi
hilities, the Service must do so in a way tllD t is completely fair and fully re
spective of its legal obligations and the rights of taxpayers. 

STATEMENT OF DONALD C. ALEXANDER, Co:r.nnsSIONER OF INTERNAL REYENUE 
REFORE TIIE SUBCOMMITTEE ON ADMINISTRATION OF THE INTERNAL REVENUE 
CODE OF THE CO~[l\[ITTEE ON FINANCE OF THE 'U.S. SENATE, DECEMBER I, 1975 

I am pleasecl to appear before you today to explore with you the subject of the 
roll' which the Internal Revenue Service can and should play. The Internal 
Revenue Service has a large, difficult and important role-the collection of the 
revenues and tIle administration and enforcement ·of the Federal tax laws. If 
the Internal Revenue Service's al'ility to carry out it~ role is impaired, there 
will be a serious adverse effect on our systpm of ,taxation ana Government. 

The subcommittpe today begins considering what this basic role entails, what 
additional roles the Internal Reyenue Service can and should be called upon to 
play, and what the costs will be. This analysis is necessary because most of the 
additional jobs that the Internal Revenue Sprvice is called upon to perform from 
time to time are necessary and in many cases quite important to society and if 
they could be performed by the IRS without significant social costs, the Service 
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should undoubtedly do them. Unfortunately, however, in most instances, a social 
cost must be paid when the energies of the IRS are diverted from its primary 
role. In many eases these costs may not be apparent at the outset. 

1)he responsibility for the investigation and development of cases involving 
violations of Federal law are assigned throughout tile Federal Establishment. 
Many agencies and departments, such as the S.E.C., Departments of Labor and 
Housing and Urban Development, and the Drug Enforcement Administration, 
have the primary responsibmty for administering laws within their jUrisdiction 
and for investigating violations of those provisions. The Internal Revenue Serv
ice is similarly situated-it has the obligation to administer a complex system 
which touches more Americans than any other, and to investigate violations of 
those provisions. Congress should be aware of the costs likely to be incurred 
and dangers which may arise if the limiteu law enforcement capacity of the 
Service is diverted from a method of operation considered to be in the best in
terests of sound tax administration. 

The issue on which your subcommittee is holding heal.'ings today is one on which 
I have spol;:en several times before. It was probably ill my speech before the tux 
section of the American Bar Associu,tion in Holtol111u, in August 1974, that I first 
attempted to focus public attention on the fact that the Internal Revenue Service 
has been performing a number of functions unrelated to tax administration nnd 
that such activities had "a measurable effect on both the level of resources devoted 
to the tax administration effort and the quality of that effort .... " In a later 
address before the tax section of the New Yorl, Bar Association I noted that the 
issue is not whether organized criminal activity must be prevented or deterred. 
Of course it must, and of course organized crime figures, like others must meet 
their tax obligations, but the issue is the extent to which the IRS, with its limited 
resources, can participate in these endeavors without rendering itself incapable 
of effectively carrying out its almost limitless task of administering the tax system. 
:More recently, before Chairman Rosenthal's Subcommitee on October 6, 1975, I 
reaffirmed my solid support for a firm and comprehensive program of tax law 
enforcement, but discussed in some detail with the subcommittee some of the steps 
which the service has taken to insure that, in the information it gathers, in the 
techniques it employs, and in the application of its powers and resources, the 
Service is engaged in matters that relate only to tax administration and enforce
ment. 

I have described'before other forums the numerous actions which the Internal 
Revenue Service has recently taken to restore confidence in the tax administration 
system and to insure that the job of tax administration and enforcement which 
is the service's only mission, be carried on in a fair and effective manner. The 
Internal Revenue Service probably intrudes more deeply and more frequently 
into the private affairs of more Americans than any other organization, public 
or private. During the last fiscal period, for example, 84 million individuals filed 
Federal income tax l'eturns and almost 2 million individuals' income tax returns 
were audited by the service. Confidence in our self assessment system, which is a 
prerequisite to its effectiveness, will be severely impaired if the service permits its 
unique civil enforcement powers and expertly trained personnel to be diverted 
to non-tax uses. The Internal Revenue Service has, therefore, taken a number 
of internal actions designed to insure that our agency does not exceed its stated 
purpose. The service now has, for example, dear guidelines on the gathering of 
information, designed to insure that it collects "only information necessary for 
the enforcement of the tax laws". Because of the fact that engaging in the 
recruiting and use of paid informants is a risky process that may lead to abuses, 
and because of difficulty of policing it-the confidentiality of informer relation
ships may be used as a means of blacldng review and supervision-it is now 
required that payment of amounts to informers receive specific national office 
approval. We are considering a redelegation of this authority to the office of 
regional commissioner, the next highest level of authority. 

There is a great deal of interest now, among law enforcement agencies, in 
waging war against organized criminal activity and white-collar crime. The IRS 
supports vigorous enforcement of the law against those suspected of organized 
criminal activity, official corruption and narcotics trafficl,ing. What it does not 
support; however, is conduct which involves the law enforcer becoming the law 
breaker. Robert Ozer, chief of tIle Detroit strike force, is quoted in the recent 
issue of Newsweek magazine as spealdng enthusiastically of "investigation by 
terrorism". We question whether this would be an appropriate standard for the 
service to employ. 
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The actions which have been talren by the Internal Revenue Service recently 
are designed to implement what should be a guiding principle of tax administra
tion-the service's power, and its people, should not be used to further a~ .end 
other than tax administration and tax enforcement. For example, our llartlclpa
tion in the narcotics traffickers' program not only misapplied our prerogatives 
in some cases but produced poor results insofar as collected revenue is concerned. 
AIrthough the service's power of seizure, terminations of taxable years and jeop
nrdy 'assessments may have a'ccomplished, in some instances, the objective of 
depriving the arrested narcotics trafficker of his working capital (by constr~ct
ing an arbitrary tax assessment and seizing that amount of the cash WhlCh 
represented the unpaid tax liability), such practicE! would clearly represent an 
abuse ,of the service's power. Even before the service's action in these narcotics 
cases drew judicial criticism, we had taken steps to insure that the same stand
ards would be applied in narcotics cases as are applied to tax cases generally. 

There must be a reasonable basis for making an assessme;1t, and the circum
stances must show that collection 1)f taxes is in jeopardy, if these weapons 
which the Congress has granted are to be use. It is simply not appropriate to 
use the tax laws as a means 'Of effecting forfeitures. Further, while the central 
objective of our criminal enforcement program should be the establishment of 
a deterrent or corrective effect, the narcotics traffickers' program produced such 
'3. poor cost-to-collection ratio, in comparison with our general program, lthat 
that alone dictated a fundamental reexamination of that activity. The objective 
of depriving suspected narcotics traffickers 'of their working cap~tal would be 
far better accomplished by an amen(lment, suggested by the Internal Revenue 
Service, to broaden the forfeiture provision dealing with drug abuse, preven
tion and control 'to provide for the forfeiture of cash as well. If this were done 
i't would not be necessary to use the tax laws for a purpose for which they 
were not intended. 

The £trike force activity, coordinated by the D('partment of Justice, is 'another 
area in which there is considerable potential for the misuse 'and abuse of the 
Inter>nal Revenue Service's 'authority and resourres. While the recently released 
report to the iadministrative conference of the United 'States on tax a{lminis
tration would have the service completely remove itself from strike force aotivity, 
(finding, as it does, that the cost to effective tax administration is simply too 
great), the service does not propose :to withdraw. 

From this unified investigative and prosecutorial effort, in fact, ,the staff years 
expended during the first quarter of fiscal 1976 (lG.90/0 of total intelligence divi
sion investigative time) show an increase (from 13.20/0) from lthe first quarter 
of fiscal 1975. Of 'fill the agencies cooperating in the stril{e force 'activity the In
ternal Revenue Service has historically made m!}re personnel 'available to that 
a~tivity than any of the other pariticipating agenCies, includiong the FBI. Effective 
and fair tax enforcement 'fissumes that all ta:X"Payers, including those suspected 
of organized criminal activity and so called white-collar criminal activity, be 
appropritesubjects for the investigati'on of tax law violations. The strike force, 
un{ler the coordination of the Department of Justice's strike force attorney, and 
cases developed as a result of direct cooperation with the U.S. attorneys shoul{! 
consti'tute an effective vehicle for the identification, investigation, and subse
quent prosecution, of those involved in criminal activity who are suspected of 
committing tax law viola'tions. 

Despite 'the fact that the strike force approach may, indeed, be a £ound man
ner in which to develop ta.'I:: cases involving suspected 'organized criminal ac
tivity, the service has some concerns about its participation in this effort. 1i'or 
purposes of analYSis it is possible to classify the potential problem areas in two 
categories, 'those dealing with "con'trol"-who should have supervisory control 
over the IRS agents assigned to the strike force-and those deaUng with the 
parameters of the service's commitment of resources to such 'activity. 

We have 'been, ilnd currently are carrying on discussions with the Department 
of Justice concerning the 'areas in which a difference of view exists between us 
and the Department. These discussions are not proceeding at as fast a pace 'as ms 
would like 'and agreement on guidelines controlling each agency's participation 
may be difficult to achieve. On 'the question of whether the service is to have the 
right to control its personnel 'assigned to strike forces, there 'appears to be agree
ment. Deputy Attorney General Tyler testified before Congressman V'anik's Sub
eommittee on Oversigllt during September that "Poach 'figency participates in the 
planning and retains absolute control over its own operation." It would seem rea
sona'ble to assume that retention by the IRS of control includes the right of ap-
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propriate LRS supervisors 'to decide what Ita-'\: cases should be selected for 1nves
tigation. Given our limited resources-only 2,700 special agents-for the investi
gation of all tax law violations, those committed by the smail criminal element 
and the large non-criminal portion of the :taxpayer population, we must select 
those cases which serve our compliance objectives. 

Though our enforcement program produces substantial amounts of revenue, 
it does not exist for this purpose--its central mission is to bolster and ID'ake our 
voluntary self-assessmpnt system more effeCtive through the estrubUshment 'Of it 
deterrent and corrective effect. If lRS 'agents participating in 'a strike force 
"team" worl;: on .a case which they would not ordinarily select to serve compliance 
objectives, the limited enforcement resources of Jthe service are not behig proper
ly u'tilized. We think that the Internal Revenue Service, which has the respoll
sibility for administering our nation's vast tax system, should decide which cases 
best serve compUance objectives. 

If the Service is compelled to choose, in the llocation of its resources between 
a case involving a suspected member of an organized crime group and a respected 
professional, it may well choose to develop the case involving the latter taxpayer. 
The recently released report to the administrative conference of the United 
States on tax administration, found, for example, that since average taxpayers 
may not associate themselves with the taxpayer involved in an organized crime 
criminal tax case, and may be misled into believing that tax law prosecutions 
are more or less reserved for organized crime figUres, that "there if,; grave 
doubt that the investigation, prosecution, and conviction of organized crime 
figures promotes the objectives of the general program". 

Our point is simply this-sound tax .administration and enforcement is not 
benefited or served by directing IRS agents to spend their time developing 
criminal tax cases which fall short of the case selection criteria which the 
Internal Revenue Service has specifically deSignated as furthering the estab
lishment of the corrective and deterrent effect which is essential to a well func
tioning, voluntary compliance system. This is not to say, of course, that the 
service should not investigate and develop criminal tax cases against individuals 
suspected of organized criminal activity. Of course it should . .Agents participat
ing in strike force activities should receive, from the strike force attorney acting 
in a coordinating capacity, information regarding potential subjects for tax 
investigation. This information should serve as the basis for·the development of 
cases which are consistent with the service's case selection criteria. Service 
personnel should not, however, be directed to work cases simply because organized 
criminal activity or white-collar criminal activity is suspected. 

Also, IRS ,agents aSSigned to strike force activity should not end up worlung 
on so-called title 18 criminal violations, that is, cases which involve non-tax 
criminal violations. This, however, may well occur if Internal Revenue Service 
personnel begin working cases which fall below the ser.vice's own criteria. In 
such situations, it is Ukely that the agent, working a substandard potential 
criminal tax case, will actually be involved in developing a so-called title 18 
criminal violation. Ignoring for the moment the fact that such activity does 
not further the goals of revenue .administration, other problems are created 
by the involvement of Internal Revenue Service personnel in non-tax investiga
tive work. Such activity, since it exceeds the agents' authority (which is to 
investigate tax law violations) might well involve a misuse of our appropriated 
funds. Further, the involvement of Internal Revenue Service personnel in in
vestigative activity unrelated to the development of sound tax cases, might pos
sibly well subject special agents to loss of immunity for the consequences of 
their actions. Recent cases have held that the notion of absolute immunity for 
officials of the executive department no longer exists. Instead there is only a 
qualified immunity-the pxtent of that immunity being dependent upon the scope 
of discretion .and responsibilities possessed by the individual involved. The Court 
of Appeals for the Ninth Circuit recently pointed out in Marle v. Groff that the 
scope of the immunity possessed by an IRS agent is, by definition, relatively 
narrow since his range of official discretion and responsibility is also narrow. 
If the actions of a Service employee were not in the course of his official con
duct, and they would seem not to be if the agent w.as involved in investigating, 
or developing leads in. a case which had no tax potential, he might not be entitled 
to immunity. Regnrilless of What thi5 lille uf decisions portendS inSOfar as 
liability for the United States is concerned, it does not seem appropriate fOr the 
United States to pl,ace its employees in situations in which they might be in
dividually liable. 

80-321 0 - 77 - 23 
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Questions relating to the Service's allocation of its resources cons'titute the 
second group of considerations involved in the Service's participation in strike 
force and joint investigative activity with United States attorneys. The recently 
released report to the administrative conference of the United States states the 
issue succinctly: "First, and quite obviously, to the extent that Service personnel 
are assigned to work [special enforcement program] cases, they will not be avail
able for [taxpayer in general program], where deterrent objectives of the entire 
enforcement program are more fully served." While our special enforcement pro
gram activity, which inchudes the strike force as well as cases developed as a 
result of cooperation with,U.S. attorneys, does produce cases which are promotive 
of the Service's general compliance goals, it would be inimi.cal to sound tax ad
ministration for the Service to overemphll.llize its involvement in cases concern
ing individuals suspected of organized criminal activity ,to the detriment of its 
other responsibilities. As the report to the administrative conference suggests, 
such an action might adversely affect "the reputation of the Service for fair 
and impartial administration of the tax laws". 

The Service must continue to subject its participation in the strike force 
effort, and other joint investigations, to the closest .scrutiny. While it is certainly 
appropriate to commit some resources to strike force investigations, and investiga
tions carried on in cooperation with a United States attorney, our participation 
in such activity should be limited to the extent that it produces tax cases whieh 
are promotive of the best interests of our compliance program. 

The administrative conference report contains some observaGons tha:t should 
concern us. The report notes that frequently "criminal tax cases which are 
invp.stigated by a strike force group tend to be dropped at tht' indictment stage 
in favor of title 18 criminal cases". To the extent this is done, it can be readily 
seen that the advantages to tax enforcement may be nil, despite the sil5l1ificant 
amount of time that may have been devoted by Service personnel to ,the develop
ment of the tax. case. The notion that the Service benefits by having its tax 
cases handled in a speedy and aggressive manner by the strike force attorney is 
also questioned by the administrative conference report. The report notes that 
"the strike force attorney has no particular interest in obtaining criminal tax 
convictions in preference to non-tax criminal convictions". In view of the fact 
,that tax cases are often more complex and difficult to prove, the report notes 
that "this creates the distinct possibility that the cases which ,he (the strike 
force attorney) pursues will not be tax cases". 

The Internal Revenue Service feels that it must subject its participation in 
the strike force program to the same kind of scrutiny which it applies, on a 
regnlar baSiS, to all of its activities. This is particularly true in a period of 
budgetary stringency such as 1976-1977. A recent study by the Internal Audit 
Division of the Service's pnrticipation in the 'ltrike force program in the three 
largest strike force locations presents somewhat the same Irind of discoura~ng 
pIcture, from &\ r,evenue point of view, as that presented by our participation in 
the narcotics traffickers' program. 

The study reveals that deficiencies of $122.5 million were proposed in 157 
strike ior('e cases developed during fiscal years 1972 and 1973 by agents in these 
three locations. Of this amount, as of July, 1975, only $12.1 million had actually 
been assessed, and as of ,the same date, only $1.3 million in taxes and penalties 
had bpi'n collected. It is obvious that the amounts actually assessed represent a 
ve;ry'~t: 'l.U percentage, only 10% in this instance, of the <Ieficiencies originally 
prop us" .1. Further, the amounts actually collected in these cases seem to represent 
a dispropor,tbnately low r;ercentage of the amounts actually assessed. Of the 
$12.1 million actu9.Ily aSRPssed, $6 million had ,either been abated or disposed 
of as uncollectible. Thus even if the remaining $4.8 million of the $12.1 million 
actually assessed is eventually collectE'd.-a possibility which must be considered 
remote-the total amount collected wiil be just about the same as the $6 million 
which was eLthe:c abated or found to be uncollectible and a very small percentage 
of the amounts originally proposed. These figures seem to indicate that we may 
not have been making the most effecti'Ve use of our investigative resources. 

The argument is vigorously made that the Service's participation in tax cases 
involving those suspeoted of organized crimInal activities is essential to the 
success of the general commitment which this Nation has against organized 
crime and white collar criminnls. The validity of this proposition is questionable. 
First, it is misleading to imply, as is often {lone, that tax law violations con
stitute the only, or even the main, weapon to bp nsed in the drive against crime, 
white-coUar criminals and political corruption. The recent indictment of Governor 
Mandel indicates that the Department of Justice can proceed to develop evidence 
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and obtain indictments in cases of this type which dO not involve alleged tax 
law violations. 

The Federal Bureau of Investigation, which possesses broad investigative 
powers, has underlying jurisdiction over all Federal offenses and is specifically 
charged, "subject to the general supervision of the attorney general", to "in
vestigate v,iolations of the laws of the United States and collect evidence in 
cases in which the United States is or may be a party in interest ... " There 
are recent indications that the FBI is participating to a considerably greater 
extent in the ,type of investigation that most people think fall within its province. 
For example, the 1975 annual report of the FBI states that during fiscal year 
1975 "the FBI recorded a number of significant achievements in the fight against 
organized crime . . . with investigations resulting in more than 1,400 convic
tions of hoodlum, gambling and vice figures". The report goes on to state that 
"apprOXimately 1,900 other organized crime subjects including three national 
syndicate leaders, were in various stages of prosecution as the fiscal year ended". 
In the area of white-collar crime, the recent annual report recites the same type 
of substantial activity. It is noted that "crimes investigated by the FBI which 
fall into the white-collar category have increased over twenty-five percent since 
fiscal 1971 and that "during fiscal 1975, 3,427 convictions were recorded in 
white-coUar crime matters investigated by the FBI, nearly fifteen percent more 
than the previous fiscal year". This increased effort by the FBI in this type of 
investigation is highly commendable. The FBI report states that it "has set a 
high priority in this area of its responsibilities and is training special agent 
accountants in the latest accounting systems being utilized 'by Government and 
private lJUsiness. According to its annual report the li'BI now has about 1200 
agents (roughly 14% of its total force) committed to white-collar crime investiga
tions. This significant commitment of its resources to that effort should be of 
great assistance to the successful development of cases of that type. 

It is simply not true that only the Internal Revenue Service has the capability 
to penetrate the quite sophisti'cated systems and intricate business transactions 
in which organized crime and white collar criminals are involved. With the 
special training which FBI agents receive, an'd! the research which the FBI report 
states is "being conducted inoo the highly complex and sophistichted techniques 
used by the whitecoUar criminal", the drive against this kind of activity can 
be carried on in a manner which is effective and does 'not divert IRS resources 
from general tax enforcement. 

Criminal .tax cases involving those suspected of criminal activity should be 
developed and brought to trial if they further the service's compliance goalS. 
Sometimes in the past, however, investigators have strained to develop tax cases 
against organized crime suspects. I'll the Aaaarilo case, the taxpayer was prose
cuted for indicating an incorrect source of income and thus falsely claiming 
relatively small amouIl!ts 11S business automobile expense deductions on his return. 
As the report to the Administra.·tive Conference points out, "the selection of that 
type of case for enforcement purposes is likely to subject the Service to criticism 
and ridicule". Such counterproductive effec:ts should not be allowed to exist in a 
program which is designed to produce a positive deterrent and corrective effect. 

'I think that NU will sea that the subject matter of these hearings is closely 
tied with the question of tax return privacy on which this subcommittee held 
llearings in April of his year. The issues involved in malting .~J.:,{: return informa
tion available for use in connection with the investigation of non-tax criminal 
offenses, raises, as I think the Administrative Conference report indicates, serious 
statutory and constitutional questions. 

,Even if the Supreme Court decides, in the pending Ga'1'ner case which it has 
under consideration, that no 5th amendment problem is created by using a 
taxpayer's return (or information from that return) in a non-tax criminal 
investigation, serious problems for revenue administration would continue. Tax
payers claiming the 5th amendment at the time the return is filed, by omitting 
pertinent data from the return, will be filing what must be regarded as an 
incomplete retnrn, thus necessitating andit. When secondary sonrces are not 
sufficient, the information needed for revenue adminristration will be obtainllJble 
only from the taxpayer. Obtaining such information from the taxpayer would 
generally be at the price of a grant of use immunity, with result that the 
informa·tion would not be available to the Deparment of Justice. The announce
ment that 5th amendment rights must be claimed on the return would be accom
paniedby the imposition of severe prOblems for tax administration. 
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,It is imperative, of course, that a discussion of the issues ,that should not be a 
part of the proper IRS role not cloud the fact that the Service is proceedirlg 
vigorously to discharge its obligation to administer and enforce the tax laws, For 
example, in the recent past the IRS has conducted (as part of its· political cam
paign contribution compliance project) a national program to identify improper 
tax reporting ariSing out of campaign fund raising activities. This program, which 
has a significant number of ,both audit and intelligence division personnel assigned 
to it, has resulted in sending a sizable number of information items to the field 
for further investigation. Generally speaking, also, our activity in the deyelop
ment of criminal ta-.,. cases involving corporations has been active--the number 
of completed Intelligence DiYision cases involving corporations (many of them 
major corporations) increased substantially in fiscal 1975 oyer the prior fiscal 
period. The Service has also intensified its attention in areas of those tax shelters 
which defy economic reality and is currently dealing with problems arising out 
of the abuse of foreign subsidiaries. 

In the performance of its criminal law enforcement responsibility the Service 
fully understands the neeel to work closely and effectively with the Justice De
partment to see to it that the tax laws are effectively and responsibly enforced 
both against those suspecteel of other criminal conduct anel those whose only 
crime is tax evasion. This spirit of cooperation must, however, be marked with 
two extremely important aspects. As is stated in our publicly available policy 
statement, our investigative activities must ,be "in all respects ... within the 
bounds of the law". Next these investigative responsibilities we assume must give 
due consideration to the Service's limiteel resources and the allocation ()f those 
resources should be made in the way best suited to the fulfillment of our mission. 

EXOERPT FR01II NAR EXEOUTIVE CONFEhENCE, BROOK1IAVEN SERVICE CENTER, 
JUNE 8-10, 1976 

NARCOTICS PROGRAM 

l\femo of understanding between IRS anel DEA is in process. Commissioner 
Alexander met with top Mexican officials in El Savador and recently with 
Dr. Girtz who is the Mexican equivalent of the heael of our FBI anel DEA.. He 
has pledgeel his full cooperation to assist us in the elrive to enforce the tax laws 
with respect to high level narcotic elealers. 

This is an IRS program anel IRS line officials will elecide which referrals have 
sufficient tax implications to warrant elevoting our resources to them. There will 
be no National Office target selection. Cases will be made on their own merit. 
The Oommissioner said he hopeel that we will get quality information from DEA 
on what they have termeel "class I violators." It is estimateel that there are 
about 10.000 so-called "big shots." IRS is expected to work closely with Customs 
anel BATF in this program. 

The Service has gone forward with a request for more money to restore the cuts 
in Intelligence to hanelle both this program anel the Corporate Slush Fnnel pro
gram. The Oommissioner is convinced and is trying to cOJ;J.vince others that we 
need the money and the people to do the job. 

REMARKS BY DONALD O. ALEXANDER, 001ln.fISSIONER OF INTERNAL REVENUE, 
PREPARED FOR DELIVERY BEFORE THE ANNUAL OONVENTION OF THE TA...,. SECTION 
OF THE AlIIERICAN BAR ASSOaIATION, HONOLULU, HAWAII, AUGUST 14, 1974 

Within bureaucratic circles, the IRS is regardeel as one of the Feeleral Govern-
ment's best organized anel best managed agencies. Now, as some of you outsiile 
of the public sector are aware, I have unelertaken to make a number of changes 
in the operations of the Internal Revenue. In spite of that fact, I would concur 
that I find the Service to be, on the whole, an effectively managed instituti.on 
staffeel predominantly with high caliber professional personnel. I am, of conrse, 
very plpased that this is the case anel that I am able to stanel here before you this 
nfternoon and tell you so. 

However, in all canelor, I could wish the Servi.ce's image wasn't quite as gaoel 
as it is among the leaelership of the Feeleral establishment. In fact, once I even 
considered-but rejected-the possibility of leaking some trumpeel-up stories to 
the press about how poorly we were doing in some areas, so the other FecIeral 
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planners and executives would leave us alone and quit trying to give us addi
tional responsibilities, particularly in the non-tax areas. 

My discussion of the Service's management image is by way of setting the stage 
for my topic this afternoon, "Redefining Tax Administration." One of the results 
of the reorganization which the Service went through in the early 1950's was 
that it came out of that exercise with a very modern, orderly organizational 
hierarchy. A good hierarchial structure, when you see it on a wall chart, looks 
rather like a pine tree-you know, like a child's image of a Ohristmas tree. ~he 
IRS has presented such an attractive Ohristmas tree to the various Federal 
policy makers and planners over the past 15 or so years, that they hung a num
ber of ornaments on us that ilid not really belong there. 

During that period of time, the Service became involved with the enforcement 
of the expanded Fire Arms Control Act, information gathering for Revenue 
Sharing, the Economic Stabilization Program, the enforcement of Federal energy 
conservation activities during the past eight months or so, and presently some are 
talking about the possibility that the Service would be the organization to ad
minister the irocome maintenance or so-called "negative income tax" program 
for reforming the Nation's welfare system. 

In this particular case, they have said, "Now, the Internal Revenue is so 
well organized and so well managed that it would carry off the job most effec
tively". But surely the Internal Revenue Service does not have a monopoly 
on effective techniques of organization and management in the Federal Gov
ernment. Then it was suggested that this program, which is admittedly going 
to be a very sensitive one regardless of who administers it, would be better 
placed in the Internal Revenue Service because Congress won't interfere with 
us as much as they would with other agencies. A respunse to that is found in a 
volume of transcripts from the Montoya hearings almost a foot thick. You know, 
I have spent a lot of my time with the Senator and his committee during the 
past year. But then they said the Internal Revenue Service would be less emo
tional about running this very controversial progam. Well, maybe tax men are 
a little more calculating and rational than social scientists and economic 
planners. But all they've really said is that it's going to be a hard job to do right; 
well, so is tax administration! 

Now. I don't mean to imply that the IRS will shirk itil duties. If something 
is really part of the tax system, it is indeed our responsibility. But it doesn't 
become part of the tax system simply because it may be labeled as such. Havilllg 
said that, I will now say that if a job is assigned to us in the future, we 
will do our best to do it-just as we have done in the past. 

Tax administration is always going to be a hard job. What's more, no 
matter how well IRS does it, there will always be room for improvements. I 
would like to diS'cuss with you this afternoon some of the things that we have 
done, that we are doing, and that we are going to try to do in order tD improve 
Federal Tax: Administration. 

It is no accident that I have chosen to group these efforts to improve our 
management of the natiDn's Revenue laws under the title "Redefining Tax Ad
ministration". Over a period of years, the definition of "Tax Administration" 
has been altereel and mqmnded to the point that some of our important basic 
goals and respomribilities have either been subsumed or jeopardized. This 
diffusiDn of purposes and resources has been brought about, in large part, by 
three different sets of influences. The first has been through placing additional 
responsibilitieS' upon the tax administration organization. The second has, 
been through the use of the existing tax procedures and powers for purposes 
other than those of the tax system itself. The third, of lesser concern to the 
tax administrator, has been through the revision and expansion of the Internal 
Rev€IDue Code to include ;provisions whose principal purpose is other than 
that of raising revenue or defining what should be taxed. Each of these actions 
or, rather, groups of actions. has bad an influence upon the manner in Which 
the definition of "Tax Administration" has evolved over the years. These same 
influences have also affected the manner in which the Tax Administration charter 
has been carried out. 

Even prior to my coming with Internal Revenue, I had become concerned 
with the degree to Which I believed that some of these factors were impinging 
upon the administration of our tax laws. My experience as Commissioner showed 
me that my concern Waf( well placed. rund I began to take steps to ameliorate this 
sitllntion. I would like to spend the next few minutes discussing some of the 
results of these efforts. 
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With respect to removing the inappropriate ornaments from the IRS Christ
mas tree, I believe we have made very good progress. The Alcohol, Tobacco, 
and Firearms organization was transferred from the IRS to the direct juris
diction of Treasury Department in 1972. Still, the Internal Revenue continued 
to provide its former component with administrative support in a very large 
way throughout the Fiscal Year 1972. Today, however, the Alcohol, Tobacco, and 
Firearms Bureau of the Treasury is very largely on its own, and the support 
resources which the IRS had been expending on the ATF organization are 
now once again available full time to support the busines of Tax Administration. 

Of course, in a more dramatic and massive area of activity, the Service divested 
itself of its enforcement functions under both the Economic Stabilization and 
Federal Energy Programs. The death of the EconOlnic Stabilization Program 
was mandated by Congress, so we can take little credit for that. However, the 
Service was under some pressure to retain some of its enforcement fUl'ctions 
for the Federal Energy Office for an indefinite period of time. I am pleased to say 
that we successfully managed to stave off that particular initiative. 

Although none of the three activities I have just mentioned affected our in
terpretations of the tax laws or the manner in which we administered them, 
they did affect the levels of service which we were able to provide, and in some 
cases, the quality as well. For example, Taxpayer Service Representatives, 
whose prinCipal function is to respond to public inquiries and offer assistance to 
those in need of help in meeting their tax obligations, were seriously affected by 
our involvement in the Economic Stabilization and energy enforcement activities. 

In many locales, taxpayers had to compete with citizens seeking information 
regarding these other, non-tax activities; and I make no bones about it, we do 
not have these Taxpayer Service Representatives in sufficient number to meet 
the legitimate demands of the taxpayers, as it is. :.\Ioreover, these Representatives 
were required to learn and maintian up-to-date operating knnwledge of not only 
the Internal Revenue Code, but the Stabilization and Federal Energy regulations 
as well. Now, with the departure of these two programs, we anticipa:te a signif
icant increase in both the quality and quantity of the Taxpayer Service we will 
be able to provide. We will also be able to return slightly more than 1,000 ex
perienced Revenue Agents to the field and the auditing of tax returns. Added to 
that, of course, our administrative people will now be able to devote their -full 
time to the support of tax administration. 

While the kind of influences which I have just cited haye a measura.ble effect 
on both the leyel of resources devoted to the tax administration effort and the 
quality of that effort, they do not Significantly affect the integrity of that effort. 
There are influences, howe,'er, as I indicated earlier, which do affect that in
tegrity. These influences arise most often when eitIler the framing or the appli
cation of tax laws do not have the raising of reyenue as their principal objective. 

Forc£>nturies, governm£>ntill power to tax has been us£>d in a multiplicity of 
ways transcending the simple, straight-forward function of raising r£>v£>nue. 
Taxation has been used as an agent of morality-witness the traditional taxa
tion on alcohOl, tobacco, and other drugs; gaming -and amusement devices, etc. 
'l'axation has also been used as a private tool~a number of years back, 
there was a special tax on margarine to make butter more competitive against 
it. This W!l.:'; pushed through the Congress by the dairy interests, and the Internal 
Revenue Service administered it during the 1920's and 30's. 

Today, fortunately, the United States has only a limited number of such taxes. 
For those few which we administer, I believe it is of utmost importance to the 
int£>grity of the Tax Administration that we do so with impartiality, and, in the 
absence of any Congressional charter to the contrary, that we place no partic
ular 'emphasis on anyone tax or group of taxes oyer that which we place upon 
any other. 

For the Internal Revenue Service to place a disproportionate I'mphnsis on 
collecting on£> particular tax or enforcing the revenue laws for a particular group 
of people, in effect, puts the Seryice in a position of setting itself up as a judge 
.betwe£>n good and bacl in our Society. Clearl~'. under snch circumRtanc£>s, the 
IRS ceases to view all taxpayers as being equal b£>fore th£> 10."'. Such practices 
by the Servic£>, however rightly viewed :mcl snpported by other forces of the 
F£>Cleral ]]xecutiv£>, by l\Iemberi) of CongTess, or even by a large portion of the 
population in general, can only serye to the detriment of th£> integrity of the Tax 
Administration System. Selectiye enforcem£>nt of tax laws, desig-ll£>d to come 
down hard on drng dealers or syndicated crime, for example, may be applauded 
in many quart£>l's, but it promotes the view that the tax system is a tool to be 
wielded for policy purposes, and not an impartial component of a democratic 
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mechanism which applies equally to all of us. I need not tell you here this after
noon that the Service is already having some public image problems in that 
respect. 

One aspect of this program applies to public institutions across the board. We 
are victims of our own image making, because after all,pubHc policy mal,ers, 
planners and bureaucrats are also members of the public at large. The images 
which we create with our press releases and our public statements feed back to 
us and we believe what we are saying and we build on that. Let me give you an 
example of what I mean. Back in the 1930's, almost by accident, we stumbled 
upon the efficacy of the Bureau of Internal Revenue in combating organized 
crime, which had, up to that pOint, been practically impervious to the standard 
methods of law enforcement. So, tax problems got .AI Capone and a number of 
the other more notorious luminaries of the criminal world during the 1930's. 
Internal Revenue performed impressively, and the public, at the urging of the 
media, was impressed. In fact, we impressed ourselves as well. Gradually, law 
enforcement officers and public leaders began to see in Internal Revenue a use
ful tool that they could apply not only to organized crime, but to other areas of 
criminal activity which were difficult to detect and to prosecute lmder traditional 
la w enforcement methods. 

During the period of social and political turmoil, which began in the 1960's 
and developed up through the early 70's, the forces of bard-line law and order 
promoted the use of the Internal Revenue Service as a generalized tool for 
criminal law enforcement. IRS participation in the Organized Crime Drive of 
the Justice Department and in Federally-led strike forces in the major cities 
around the country were the first manifestations of this movement. Following 
that, there came the Narcotics Traffickers program. In part as a result of the 
adoption of this general philosophy, in 1969 Internal Revenue created a staff to 
collect information on the financial affairs of a ,ariety of right and left wing 
organizations. Congressional Committees and others were concerned that these 
organizations were being used to funnel tax-exempt money into various violent 
activities . .Although this Special Service Staff did nothing but collect informa
tion and forward it for review by different functions, I ordered it terminated on 
.August 9, 1973, because its existence implied that the Servce was concerned with 
activities, legal or illegal, that had little direct relationship to the administration 
of the tax laws. My point in bringing up the Staff and the other Rpeciallaw en
forcement applications of the IRS is to indicate the degree to which the orienta
tion of the Internal Revenue Service, and thus, the "definition" of Ta.'< .Admin
istration was being altered by its selective use over that period of time. 

This reorientation of purpose was manifested by Service operations in a variety 
of ways, both large and small. .An example was the Service's reaction to tax 
resistance related to the Vietnam War. During the late 1960's, antiwar groups 
identified nonpayment of the telephone surtax as having great potential to dis
rupt the tax administration system, and they urged, through their publications 
and at their gatherings, that people engage in large scale noncompliance with 
this tax. Now, the amount of this tax is extremely small-it generally comes to 
only one or two or three dollars per month for most individuals-while the cost 
to the IRS to bring its active collection process to bear on SUCll delinquencies is 
obviously many times in excess of those amounts. The antiwar groups were well 
aware of this disparity and they made their intentions clear in their public state
ments. They hoped to bring the nation's tax collecting mechanism to a halt by 
overwbelming its resources with thousands of tiny delinquent accounts. 

Obviously, they did not achieve their objective; nor dic1 they even come close. 
Still, in some of our largest districts, they did manage to generate a substantial 
number of delinquent accounts to whicll the Service'S reaction was precisely as 
they had anticipated. Many Revenue Officer manhours were wasted by deciding to 
emphasize the collection of these delinquencies, giving them a higher pri?rity 
than the collection of delinquencies arising in the normal course of IRS operuhollS. 

I have ordered a stop to such selective priority-setting. Once again, however, it 
is not my intention here to debate the correctness of the response to a particula~' 
situation. My point here is tlmt the definition of Tax .Administration was per
mitted to stray -.from its proper emphaSis. If our Tax Administration is eithe~' 
permitted or encouraged to respond s(;'lectively to such socio-political phenomena 
as are likely to crop up from time to time in our pluralistic nation, or if it permits 
itself to 'be used as a selective tool which places criminal enforcement or other 
criteria before revenue collection and enforcement, we may be jeopardizing our 
traditional tax administration processes, botll from the stanc1point of the most 
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effective use of our resources and from the standpoint of the public's faith in an 
impartial, non-political tax system. 

Now, what have we in the IRS done to "redefine" our working understanding 
of Tax Administration? In addition to doing away with the Special Service Staff, 
we have changed the criteria for IRS involvement in antinarcotics and strike 
force activities. Today, such activities must satisfy the revenue and professional 
criteria which have long been established within the IRS as guides for chan
neling our resources. In other words, in the future, special activities will have to 
compete openly and equally for resources against our regular tax administration 
activities. At the same time, we are tackling influences which have, over the years, 
crept into our own standard practices and procedures. I have reference not so 
much to manifestations of selectivity such as the telephone surtax situation, but 
rather to the more subtle incursions into our basic enforcement policies and pro
cedures. 

Now, I am sure you all know the Service's resources have never been sufficient 
to permit us to audit anything more than a small percentage of the total number 
of returns that are filed each year. Over the past 25 years, a number of policies 
and procedures have been developed to assure that the Service, and ultimately 
the public, get the maximum utility out of their tax collection dolllar. Many of 
these developments have been wise and fair; I am thinking particularly of the 
Discriminant Function, or DIF technique which, on the basis of mathematically 
determined criteria, identifies returns whose characteristics suggest a high prob
ability that they contain erroneous items. A measure of the effectiveness of this 
technique is reflected by the fact that, while roughly 41 percent of our audits 
generated no change in tax liability prior to the moe of the DIF technique, only 
28 percent of the returns selected for distlict audit by our computers applying 
the discriminant function criteria resulted in no-change determinations. 

Our Taxpayer Compliance Measurement Program is also quite effective in 
identifying areas of noncompliance. We are also constantly improving the quality 
of our audits as well, both through improved methodology, such as package 
audits, and through the application of modern technology as represented by our 
expanding program of computer-assisted audits. While we have been developing 
these and other sound programs for enhancing our effectiveness, however, we 
have also evolved some policies and practices which. although initially based 
upon apparent logiC, may have generated counter-productive tax administration 
decision making. 

For example, the Service has had a long-standing policy which encouraged 
field personnel to concentrate enforcement pfforts on cases with maximum "pub
licity potential", and stated, in part, that the purpose of criminal enforcement 
was to make an example of the offender. The original intent of this policy was 
clear, and laudable to the extent that it achieved its goal-that is, maximizing 
the deterrent effect arising from those cases which we successfully completed, by 
assuring that the public in general was made aware of the Service's enforcement 
activities. However, this policy, like those resulting in an excessive emphasis 
upon drug dealers or antiwar protesters, could have the effect of directing a dis
proportionate share of the Soviet's enforcement efforts Iwd resources toward a 
relatively small segment of our total population. This might mean that certain 
other portions of our society would eSCUIJe their oblig-ai'ions. Both aspects, in my 
view would seem inappropriate from the standpoint of a fair and impartial ad
ministration of the nation's revenue laws. 

Along much the same line, our own fascination with the Service's image as a 
"law enforcement" agency began to affect the manner in which we applied cer
tain of our enforcement policies. For example, a long-standing IRS procedure 
cautioned against the uncoordinated pursuit of civil enforcement actions where 
a criminal enforcement action was pending. The original purpose of this policy 
was to avoid accidentally imperiling the criminal prosecution potential in such 
circumstances. 

In application, however, the policy gradually led to a situation in which our 
normal audit and collection activities began to adopt a "hands-off" attitude to
ward all taxpayers against whom a fraud investigation was pending. This atti
tude applied regardless of the potential merits of the pending fraud investigation 
or the degree of relationship between the fraud issues and the legitimate civil 
atcions which the Service might have pending regardin~ the taxpayer. Now. this 
wus a prime exumple of public policy being set by bureaucratic momentum; 
organizational practice translated an otherwise pruc1ent procedure for coordinat
ing certain exceptional situations into a reinterpretation of the basic tax ad-
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ministration charter, whereby the IRS responsibility for equitable assessment 
and collection of revenue appeared to be subordinated to the goal of criminal law 
enforcement. As a result of this reinterpretation, normal audit assessment acti
vities coulc! have been delayed, and the collection of tax liabilities could have 
been jeopardized as taxpayer's assets were either depleted, or removed from 
ready access. There was a clear potential for the criminal fraUd investigation 
process, originally conceived of as a tool to be used in extreme situations, to be
come the tail that wagged the IRS civil enforcement watChdog. 

During the past several months we have reviewed and revised this entire area, 
and a new policy statement has been issued. Under the revised policy, the in
stances when criminal enforcement actions may take precedence over civil en
forcement actions are precisely defined, and are far more restricted than they 
were under the previous policy. As a general rule, civil enforcement actions for 
tax liabilities arising from taxable periods other than that for which the tax
payer is under criminal investigation, or involving different types of tax from 
that for which the taxpayer is under investigation, regardless of the tax period, 
will proceed concurrently with a criminal enforcement action, except under cir
cumstances in which a district director authorizes suspension of civil enforce
ment pertaining to a specific individual case. 

Further, in cases where civil enforcement actions against a particular ta~-payer 
have been suspended because of a pending criminal enforcement action involving 
the identical type of tax or identical tax period for that taxpayer, prOvisions 
have been made for dropping such a suspension where the collection of the civil 
liability would be imperiled by continued delay, and where such peril appears 
to outweigh the criminal enforcement issues. In short, we are moving to assure 
that we make these decisions on the basis of informed, subjective judgment and 
relative merit, and not upon the basis of some absolutist doctrine. We recognize 
the great importance of criminal enforcement of the tax laws, but we are also 
aware of our civil responsibilities to administer the laws ancl collect overdue 
taxes. 

These and other changes in our enforcement programs and policies have been 
evolving over the past 14 months, so it is a bit early yet to e:x:pect to see sub
stantial changes In our performance. However, data regarding our operations 
during the fiscal year completed just last month do reflect some changes for the 
better. In fiscal year 1974. we were able to examine 16% more returns than we 
did ill fiscal year 1973, with a more than 15% increase in the amount of addi
tional taxes and penalties recommended. These improvements were achieved in 
spite of the Service's support of the Economic Stabilization and energy enforce
ment programs throughout most of fiscal year 1974, and further, in spite of the 
number of our most experienced audit personnel who were involved in the 
training of more than 5,400 new revenue agents and tax auditors that we hired 
during that fiscal year. With the termination of the energy and Stabilization 
programs, and the cleployment of the new hires from last year, we can expect 
our audit activity to take an even greater surge during the coming year . 

.As regards our intelligence operations, the overall emphasis of our criminal 
enforcement activities has been shifted away from special enforcement programs 
such as Narcotics Trafficlrers and Strike Forces, and have been aimed more 
directly toward the taxpaying public in general. This shift in emphasis has en
abled us to achieve greater occupational and geographic coverage in our criminal 
tax sanctions are more equitably applied-reaching the broadest possible spec
trum of SOCiety within our resource limitations I believe that our revised 
enforcement philosophy and not only achieves this goal,but more fully meets the 
intent of Congress in that our resources are being used for the enforcement of tax 
statutes, rather than as alternative methods for the prosecution of violators of 
laws normally enforceel by other Feeleral or local agencies. 

Lest I give the impression that my concept of redefining tax administration 
is limited to issues of enforcement, let me assure you that we are extending this 
doctrine of fairness across the hoard in an aspects of our IRS operations. A few 
years ago, for example, most rural taxpayers had to either write a letter or drive 
to town to get tax information from the IRS. Today, however, with the nation
wiele installation of the new long distance telephone system, every taxpayer in 
the country can call an IRS office, toll-free. What's more, we are placing these 
phone numbers on every notice tl1at we send to the taxpayer, so that he can call 
us for clarification of anything that he doesn't understand or that he doesn't 
agree with. To meet the needs of those jobs do not afford them time off during 
the 8 to 5 work-day, except at the cost of lost salary to themselves, we are experi-
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menting with evening and weekend hours. We are also reexamining our guide
lines and those of GSA regarding the location of our IRS offices, so that we can 
assure that dealing with the Service represents no greater burden on one group 
of citizens than it does upon another. 

In our processing of receipts and returns, where our operations have already 
made extensive use of modern data processing technology, we are moving ahead 
with expanded applications of ADP, in many cases, with the aim of enhancing 
the equity of tax administration. The most ambitious of these undertakings 
relates to the processing of information documents. The Service receives hundreds 
of millions of these documents annually, relating to the payment of royalties, 
professional fees, dividends and interest, as well as to normal salaries. These 
are not fully checked at this time, but we examine many tapes reporting compen
sation, and we sample others. 

To correct the situation, we are preparing to implement working on a full 
document matching program, including the potential USf' of optical scanning, to 
permit us to review the information documents from all taxpayers, which will 
then be crosschecked with their tax returns. We estimate that such a cross
referencing will identify substantial amounts of under-reported income which 
will, of course, be translated into additional tax dollars from those who under
pay, and refunds to those who deserve them but do not apply for them, thus 
making tax administration mor e equitable. 

In another processing improvement, we are working with Treasury amI the 
Federal Reserve to see if we can't speed up the reporting of Federal Tax Deposits 
to the Service. At present, delays four to six weeks between the payment of tax 
to a member bank and the receipt of notice of that payment by the IRS result 
in our generating delinquency notices and otherwise troubling taxpayers who have 
already fully discharged their payment obligations. Such situations only promote 
the imag~l of an inefficient tax administration bureaucracy. Also, these delays 
impair our collection activities j we need early warning when taxes are not paid 
on time. 

Along the same line, we are also working with the Federal Reserve people 
and with our own revenue processing managers in the development of steps to 
appreciably accelerate the speed with which our local offices are informed of 
the FRB's receipt of bad checks for the purchase of FTD s. At present. the lag 
time between the issuance of such checks and the notification of local IRS offices 
that such checks have not been honored typically amounts to three months or 
longer. In cases involving individual taxpayers, such delays pose only a minimum 
burden upon the Service's revenue processing mechanism. However, large em
ployers normally pay their withholding taxes to us on a weekly or bi-weekly basiS 
in increments amounting to tens of thousands of dollars. 

The present lengthy delays in our receipt of notification that such withholding 
payments ·have not actually been made means that marginally solvent institutions 
may amass a very substantial tax liability before the Service becomes aware that 
the firm may be in finanical difficulty. Under such circumstances there is clearly 
a potential, which is too often realized, for the accrual of a massive liability 
which adds to the firm's fiscal woes, jeopardizes the employees' rights, places 
additional claims upon the firm's limited resources, thereby competing with the 
institution's other creditors, and curtails the Service's options for collection. 
Although the Service certainly cannot be held l'esponsible for the circumstances 
which led, either to the firm's insolvency in the first place, or its incurring an 
enormous tax liability in the second, we do com€' in for more than our share of 
criticism whenever we are forced by such circumstances to take fl.rm action to 
satisfy the government's just claims. 

Of course, the thing that mal,es such situations doubly frustrating is that, 
although the delays are not the fault of the IRS, it is the Service which must 
take the blame for them. As I say, we are working with the Federal Reserve in 
an attempt to find an acceptable means to short-cut their processing of FTD's 
and their notification of dishonored checks, and I trust that we will be successful. 
If we are not, you can expect to hear me saying a lot more about this in the 
future, because I don't believe that the Service should tal{e a bum rap for a prob
lem that is simply not of its own making nor umler its O'lnl control. 

We are also working in the technical areas to enhance the fairness and open
ness 'With which we deal with all ta:.\.1)ayers. For example, I have had a Task 
Force created to examine the technical skills and lmowledges required of our 
p-eneral managers in the fi.eld, so that we can assure ourselves that no matter in 
whidl district the taxpayer happens to reside, lJe will be afforded the flame tech
Ilical judgment and huve his problems handled in as nearly as possible the same 
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technical environment throughout the country. lYe can't construe a provision of 
the Code one way in J\Iaine and an entirely different way in California. lYe are 
pursuing the use of advanced ADP technology in this area as well, with a project 
to put our technical rulings on a computer and have them available, up-to-date 
and l'eadily retrievable in all districts of the Internal Revenue Service. 

Added to all the foregoing, we have renewed our endeavors to simplify IRS 
forms, instructions, regulations and correspondence. EYen prior to my confirma
tion as Commissioner of Intel'llal Reyenue, I ,became actively in','vlved in this 
effort, because this was the area which I, as a tax attorney in the private sector 
like you, had come into the most common contact with the IRS. During FY 1974 
Seryice personnel reviewed more than 1,600 form letters, notices, and stuffers to 
improve their quality, and to eliminate duplicative or obsolete communications. 
As a result of this effort, oyer 500 sucll items were cancelled outright or con
solidated with other forms. Moreover, I have personally worked on the revision 
of the most frequently issued Audit and Service Center letters. 

In response to concerns voiced during the ~Iontoya hearings, the Sel'vice ini
tiated a number of new publications and revised many more to explain tax law 
and tax administration processes to the public in nontechnical language. I believe 
that the revision of two particular illS publications merit special mention in this 
context. Publication Number 556 has ,been expanded to provide the ta).'}Jayer witl] 
a clear statement of his rights and privileges as they relate to the IRS Audit 
process. This includes a straightforward explanation of the ta).'}Jayer's appeal 
rights which, I may add, are also now being referred to in all of our first contact 
audit letters. Publication Numbet' 586 now sets forth the rights and responsibili
ties of taxpayers as regards the IRS Collection process. 

The principal thrust of both these publications is to provide the average tax
parer with the kind of lmowledge and understanding regarding our Audit and 
Collection processes which you ancI I and our clients have possessed for yenrs, 
but which the man on the street has quite often found to be unnecessarily mys
terious. As a further general improvement in these areas, I have had it made a 
matter of IRS policy for the appropriate, free IRS publications to be referenced 
in aU our pattern letters, tax forms, instructions, and regular correspondence. It 
just seemed to me that, as long as we hnd printed up all of this informative mate
rial, we had an obligation to afford the taxpayers every ODPortunity to know of 
their existence and use them. 

While these efforts have been aimed at improving tax administration across 
the board, it should be obvious that the principal iJenefi.ciaries of such clarified 
IRS communications will be the little man; the average taxpayer and the small 
businessmen who cannot afford high-powered legal or technical advice, and for 
whom the jargon of the Revenue bureaucracy is practically a foreign language. 
These efforts at simplification are integral to the redefinition of tax administra
tion, since the degree to which we can successfully communicate to each citizen 
his or her own tax responsibility is yet another measure of the equitability of tax 
administration. 

Although much of the technical sophistication of our publications and forms is 
required by the complexity of the tax law itself, all taxpayers found a number of 
improvements in their 1973 income tax packages. '£he instructions in general for 
lloth the Forms 1040 and1040A were shortened and simplified, and we were able 
to include in the tax packages a directory of the toll-free IRS taxpayer assistance 
telephone numbers for the entire United States. Also, in filling out their returns, 
ta).'}Jayers were no longer required to list the recipients of contributions for which 
they had cancelled checks or receipts, now were they required to list the names 
and dates for claiming medical payments. lYe hope to do more with these forms 
fOl'1974, as I am currently working on these. 

We will continue to do what we can in this respect to ease the burden of tax 
filing. But, any extensive simplification of tax forms or instructions must really 
be tied to revisiolls in the tax law. For example, in the 1972 tax packages, the 
Presidential Election Campaign Fund check-off was placed on a separate form 
from the 1040. There was a vel'y low rate of participation in the program, and the 
separate form and the l"w participation generated considerable criticism of 
the IRS. 

Now, there are a great number of other simplifications and clarifications to the 
tax forms and instructions which can be acomplisl1ed via the avenue of tax legis
lation. I am sure that you have been following the progress of the tax legislation 
presently being considered by the House 'Ways and Means Committee. I am 
pleased to say that among the items which have been subject to the COllfmittee's 
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deliberations have been a number of the tax simplification proposals recommended 
by the Treasury in April of last year, many of which originated within the IRS. 

Time limitations prevent me from going into all of the various changes which 
have tentatively been adopted by the Committee but I would comment that I 
believe that the simplification of provisions for child care deductions and the 
extension of simplified tax table computations to cover taxpayers with incomes 
up to $20,000 both represent moves beneficial to a large number of filers. Although 
these decisions are only tentative, I have high hopes that the broad support so 
far evidenced for these and other simplification proposals will eventually carry 
them into law. Of course, as we are all aware, the 93rd Congress is drawing to 
a close with elections coming up in November. This may rule out any tax re
visions this year. I am hopeful. however, that we can look to the 94th Congress 
for some Significant simplifying improvements, along with other, more substan
tive tax reform aimed at curbing questionable tax-shelter practices and various 
other abuses. 

I would lilre to be able to say that the wide-ranging efforts which I have dis
cussed with you today have done the tricks, that the Service now has its feet 
firmly planted in the pr0per direction, and that the "Redefinition of Tax Admin
istration" requires but a short passage of time to become a reality. I woulc1 like 
to be able to say this, but it would not be completely true. One thing that I have 
learned in my relatively short career within the bureaucracy is that change is 
very difficult to achieve. 

Let me hasten to add, before closing, that I do not wish to leave you with the 
impression that, in purifying the definition of Tax Administration, I am advocat
ing an "isolationist" position for the Internal Revenue Service, or that I am turn
ing a cold shoulder to all of the potential changes that tlle IRS may encounter 
in the future. On the contrary, there are a number of changes on the horizon 
that I welcome as real enhancements to sound tax administration in the United 
States. Three such changes come to mind which I would commend to you today. 

TIle first of these deals with Title II of the Revenue Sharing Act of 1972, 
which provides for the rollection of qualified state and local taxes by the Internal 
Revenue Service; a concept which has been labeleel "piggybacking." Call it what 
you will, anel I think piggybacking is an adequate shorthand for the concept, I 
bplievp that this is the way to go in the fU+llre. The potential economies-to-scale 
are patent and substantial. This concept C(l lstitutes a rather significant departure 
from standard praetice in the past, and for that rea:;;on it has been a little slow 
in coming since the passage of the act nearly three years ago; but I can assure 
you that I am pressing vigorously for the completion of the necessary regula
tions and guidelines so that individual states who are willing to participate in 
this program will be able to do so at the earliel"t possible date. 

Another, more recent legislative mandate for the Internal Revenue Service is 
the Pension Reform Act of 1974, and I want to assure all of you that I whole
heartedly endorse this mandate. The IRS has long been involved with the exami
nation of private pension funjs, whose assets today amount to appro:ll:imately 
two hundred billion dollars. In the course of our long-standing role vis-a-vis these 
funds, IRS representatives have witnessed some unsatisfactory practices and 
the mismanagement which, in some cases, have resulted in the bankruptcy of 
trusts and the loss of employees' retirement Ravings, yet it has been difficult for 
us to act effectively. The new legislation will provide additional sanctions that 
we need. Of course, Internal Revenue's interest in these matters is a good deal 
more than simple altruism. We are prinCipally concerned that institutional pay
ments to these funds are ultimately used for the purposes for which these institu
tions receive tax deductions. 

In fact, I think I can say that the new Pension Reform legif;lation, rather 
than distorting or inappropriately broadening our tax administration role. repre
sent:;; a happy roinr>idence of intere::ots. wherf'by the fair and equitable application 
of the tax law will serve to benefit both tlle employees covered by snch plans 
and the taxpaying public as a whole. In addition. the Pension Benefit Guaranty 
Corporation, which is being created by the new legislation, will provide insurance 
coverage to the roughly two thirds of the private nension nlanR which are not 
presently afforded such protection. Of course, the PBGC will al~o have a strong 
interest in seeing to it that these pensions are soundly administerec1, and yon 
can bet that our people will be working very closely with theirs in carrying out 
our respective responsibilities under the new act. 

The third positi'l'e change which I see on the horizon for the IRS is an irmova
tion of the Service's own malnng; this is the first overhaul of our automated 
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Master File system since it was initially installed in 1960. This new system will 
make the fullest possible use of the most up-to-date developmel1'ts of information 
technology in speeding our processing, keeping tax 'accounts correct, reducing our 
errors and detecting those of ta::.:payers, improving our assistance to the public 
and, perhaps most important of 'an, enhancing our ability to assure the tru .... payer's 
right of privacy. Under the new revenue accounts management system, which is 
presently being designed, a variety of sophisticated mechanisms and procedures 
wiTl be employed to protect all informa:tion regarding the taxpayer 'and his deal
ings with the IRS from unauthorized access und disclosure. 'l~hese defenses will 
be even more stringent than those 'built into our present ADP system. 

You know, this privacy issue is looming very large in the public forum, and 
in the legislatures throughout this country, and I rather imagine it is going to 'be 
with us 'as a topic of heated 'Public debate for some time to come. I would just 
like to say that 1 am somewhat concerned that the privacy issue may become dis
torted by some overzealous defenders of individual liberty. We cannot bury the 
issue of privacy by passing legislation which would restrict institutions, either 
private or pulllic, from collecting or keeping necessary personal data on in
dividuals or organizations. We are living in an information age. If our in
stitutions are gOing to meet their responsibilities to the public which they serve, 
then they are going to need information regarding that public. 
If our institutions me going to respond effectively to energy shortages or 

aberrant economic developments, if we are going 'to plan for adequate medical 
and educational facilities, or make determinations regarding optimal capital in
vestments, if we 'are going to run programs like Medicare and Social 'Security and 
if we are going to administer the revenue laws, then we are going to need 'Per
sonal data banks. Therefore, the issue should not be one of whether or not to 
collect necessary information but rather how to protect that information from 
disclosure and/or InapPl'Opriate use. The Internal Revenue Service, or any other 
institution, public or private, which collects personal data on individuals stands 
in a fiduciary relationship to the individual with regard to that <tata. In view of 
this, it ::.eems to me that a vital first step is for our legislatures to strengthen 
and tighten laws making the misappropriation and misuse vf D'.'l·sorral data as 
much a criminal act -as the misappropriation and misuse of funds held in ::t 
fiduciary relationship. 

In this respect, the Intern-al Revenue Service has traditional'ly been on the 
right track. As I am sure you are all aware, the Service lias long operated l1n"er 
s'trict antidisclosure provisions built into the Internal Revenue Code. We -are not 
resting on our laurels, however. We have recently completed 'a thorough review 
of the antidisclosure proviSions as 'a result of which we have developed pmposed 
revisions to the Code which would reduce the degree of access to tax information 
that is presently permitted under law and would broaden the application of that 
law to areas not envisioned during the dl"afting of the 1954 Code. One aspect of 
the proposed revisions might place an -additional burden upon the Service, since 
it would require the IRS to provide statistical studies to other Federal agencies, 
upon their request. But I \villingly accept this 'burden for the Service, in liell of 
the alternative, which would be to provide raw tax data ,to other Federal 'agen
cieB for 'their analytical purposes. 

While I'm Oil the subject of privacy, I would like to devote a moment or two 
to another, somewhat related topiC, and that is secrecy. There are those who seem 
to confuse 'the concepts of privacy and secrecy, and somehow try to make secrecy 
the institutional concommitant of privacy. I do not believe that this is 'accurate 
or appropriate, particularly as regards public institutions. It seems to me that 
the workings of a public institution should 'be 'Us open as 'Possible to the public 
which that institution serves. That is, after all, what the Freedom of Informa
tion Act is a'll a'bout. Except where tIle pubUc lmowle(lge of certain agency 'Poli
cies, practices, 'Und procedures woU'ld impair the ability of that 'agency to -accom
plish its Congressional mandate of law enforcement, such an agency should have 
nothing to hide from the citizenry. 

It was with this philosophy in mind that I announced, just two weel,s ago when 
I appeared before the Senate Subcommittee on Administrative Practice 'and 
Procedure; that I had requested our Technical {)rganization to open up the IRS 
ruling process. 

As with some of the other IRS policies which I have discussed with you this 
afternoon, the traditional Internal Revenue policy of restricting the publication 
of tax rulings was based upon sound rationale. These rnlings are ronde on the 
basis of speCific detai'ls of individual taxpayer circumstances. The statute and 
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regulations simply do not permit us to disclose this information. UoreC'ver, apart 
from the specific requirements of the statute, general philosophical questions arise 
because many of these rulings involve discussions of the taxpayer's prh"ate affairs 
and plans for the future; thus, it could be (and was), reasona'bly argued that the 
information contained in these rulings was essentially proprietary, and its revela
tion could be inimical to 'the tuxpayer's interest. For a number of years, the fore
going reasoning did indeed seem to represent good and 'Sufficient arguments for 
not publishing the great majority of our rulings. 

When our policy in this area began to be seriously questioned, we found 
that our position on the general philo;;ophical level, as contrasted with statu
tory construction, was not entirely satisfactory. Principally, we were troubled 
by our critics' argument that the contents of the private, or letter rulings might 
constitute a body of secret tax law, representing official positions on the inter
pretation of the Internal Reyenue Code. The legal research and debate \vhich 
went into producing these interpretati'ons was paid for by the public, yet they 
were essentially available only to relatively limited nnmber of tax practitioners. 

In addition to the substantive questioning of our basic rationale, these and 
other critics also raised a fundamental issue of principle regard1ng the letter 
I'uting process, the issue of Internal Revenue's institutional integrity. Now, from 
tile Service's point of view, this was merely an issue of image rather than of 
fact. These is no question in my mind as to the integrity of the Service in 
general or its technical rulings process in particular. However, so long as the 
bulk of our rulings remained closed to public access, the citizenry would have to 
take our word for our own integrity. Well, if you've read anything about the 
opinion surveys regarding the public trust of both private and public institutions 
in the nast year or so, you can imagine how effective such a defense of integrity 
might be. 

Public trust is absolutely paramount to maintaining the self-assessed voluntary 
compliance that makes Dur system of tax administration possible. If such 
confidel).ce is not forthcoming, as a matter of course, then we must gain it; 
we must demonstrate by our actions and our openness that we are entitled to 
the public's trust. In view of this, I determined that the tax ruling process 
should be opened up in the future. Now, we are not rushing into this change 
blindly j nor are we going to jeopardize the taxpayers' reasonable expectations 
or privl!cy in pursuit of our institutional self-interest. Our Technical people 
and our Chief Counsel's office are working to determine the best manner of 
achieving a maximum degree of public access, 

Obviously, we have not worked out the complete detfiils of this change. For 
example, we have reseryamons about the extent to which we should release 
trade secre·ts submitted with requests for mandatory rulings, those rulings 
that tll5! taxpayer is required by law to seek, for example under section 367 
01' to change either the method or periDd of his accounting. Similary, we will 
not publish the two thousand or so Teclmical Adyices which we issue each year, 
inasmuch as they are involved exclusively with the audit procesfi' Howeyer, 
we be::eye that we will be a:ble to provide public acf'':!"'; to ali letter rulings; 
we pIal). to achieve this access by asking all ta)."Pa;l'ers t e• include (l waiver of 
confidentiality in their request for rulings. 

As a fDotnote to this new policy, I would lik{, to n~dke it clear that this 
chan~e is prospective and not retroactiYe; thu::;, it d"cs not affect our pfl'1ition 
regarding the Tax Analyst and AdYocnt?1': suit. presently in ~rj" ('purt of 
Appeals, which aims to force the Servin; to open all past lette .... rulings to the 
public. Such a course of acmon remains anacceptable to us 1,ecau:le of the 
specifiC requirements of the Code and. Regulations. 

The decision to open the tax ruling process will he realized in practice 
sometime during the Fall Df tllis year. At approximately the Bame time, or 
perhaps in little earl1el', the Service will take yet another stf'P in the direction 
Df increased openness; this w\U be the completion of ,he rel{'a~e to thp. pubHc 
access of tile bank of the Internal ReYenue Manual. Currently, we are work
ing on the process of dividing that part of our namml that bas not tllready 
heen released, into two portions; one public, and the other "protection." Tbe 
protected portion of tIle manual will he restricted to law enforcement activities 
only; allothf'r fl.1'pects of our policies and procedures will he open to the 
public scrutiny. 

In seeldTl!' -r,) ",'edefine tnx admi.llistrat,i~m". I am well awarf' that I may be 
promoting :.1. Ill'Sing cause. I Sf'.y thb b'x'Uu~e r know that my ,!>oi:lition rests upon 
principle, mnd 'Prin~iples '!1.lnl idelllls JlItV,," Ileen losing more 'und more battles to 
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pragmatism and expediency in recent years. Principles aside, for example, the 
proposal that the IRSadminis'ter an income maintena:nce program is, after all, 
not without it., pragm'aticruppeal. As 'Oueof my colleagues hus observed, we 
don't even 'have to change our stationery; we'll still be the IRS-The Iucome Re
dis'bribution Service. 

Beyond the concrete proposals now under discussion for i]}roadening the IRS 
role, I can see reasona:ble men advancing new ideas; for example, charging the 
IRS with the responsibility for policing almost 'Ull activities-not just tax-of 
multi-nl3.tionals. Moreover, lam not full certain that we are out of the con
trols business ifor good. FUI1tiher, if the 94th Oongress does undertake a full-scale 
re"ision of t.he 1954 Code, I would not >be surprised to see a wbole raft of new 
provisions aimed at. promoting protection -and restoration of the environment built 
into the Revenue prOvisions. This would thrust our enforcement and rulings proc
esses squarely ,vi,thin the jurisdiction of the Environmental Protection Act, amI 
put the Service right in the middle 'Of a highly volatile sector of public concern. 

In summary, I feel rather cel'tain th!at the continued integdty of Tax Adminis
lJration CaJIlnot rest wi1lh the actions of one Commissioner, or be reasonably as
sured through a. single, short-term re-organization of the IRS. Rather, it 'Will be, 
of necessity, an ongoing effort requiring the conscious participati'on of our politi
cal leadership, IRS management, and 'the ta..'(; law prmession, of which I am 
proud to number myself 'a member. 

[From the Washington Post, s,' ;'" 1976] 

DRUG DEALERS .AND THE; ~A W 

No onr can say for sure, but the 'best estimates are that between $7 billion 
and $10 billion in illicit narcotics, particularly heroin, is sold ea'Ch yeft!." in th{~ 
United States. For years, the principal l>aw enforcement effort hl3.s be~n focused 
on 1Jhe lower-Ieyel sellers ,and their customers, pathetic junkies, s'oml' of whom 
sell off a portion of their sbash so they can afford their next fix. They are the 
prirrlcipal targets, for eX'ample, 'Of the New York stl3.te drug laws that were eu
acted three yoors 'Ugo with such fanfare 'Und rthat now appear to be ineffective. 
The reason these laws aren't working, 'according to most authorities familiar 
\vith the problem, is 1Jhat they do not reach the people tlmt law enforcement 
really should be reaching-the people who import, wholesale and distribute 
heroin in massive qU'antities for later streetdistr~bution. 

Amd the reason these higher-ups of the heroin traffic are sO' unreachable is 
tha:t they 1Jhe'lllSelves rarely have personal contact ,vith the drug' Dr its users. They 
deal through intermediaries, not all of whom necessarily know for sure who is 
at the top. The frustration this poses fur law enforcement is compDunded by 
the :fIaot that many 'Of these high-Ieyel operators are 'also highly mobile, a mobility 
facilitated by their large 'aecumul'ations of cash. Most of this cash is never de
cl>ared as incDme. Thus, it has seemed logi'cal for 'it long time :that the 'agency 
most able to do damage to t.he high-leyel heroin trafficker is the Internal Revenue 
Service. Not only has IRS a natural intereSt in large sums of unreported income, 
It alsO' bas legal mechanisms at its, disvosal that make it possible for that money 
to' be seized when such action is appropriate. 

Seyeral weeks ago, Sl:!n. Birch Bayh, chairman of the subcommittee to in
vestigate juyenile delinquency, tried to' find out just where IRS stood in this fight 
against the heroin trafficker, and the record shows that Dr. Bayh didn't learn 
nearly as much as he had boped he WOUld. It turns out to be a highly complicated 
problem for IRS, having to' do with its own understanding Df what the law per
mits the agency to do, with its own priorities and with its understanding of the 
wisbes of Congress. Even though Mr. Bayll didn't learn all he wanted to, he and 
the country got a pretty good idea Df what some of the problems are. Donald C. 
Alexander, the IRS commissioner, told Sell. Bayh: "There are many pressures on 
the Internal Revenue Service to put everything first ... so when we are told to 
take the affirmative resources and assign a certain number of them to' one partic~ 
ular program, we need to be told also what we should take them away from. 
Should we stop trying to prosecute major corporate tax evaders? Sbould we stop 
trying to put corrupt pOliticians in jail? Let's tell us now because there are only 
so many people." 

The hearings revealed that special funds had been allocated for a light against 
the narcotics traffic. But over time (and in a manner too complicated to recount), 
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some of these funds were diverted into other IRS investigative actiy··;es. Then, 
to top it off, some o~ the IRS budget for enforcement was C1: vithin the 
administration. 

The central point that the hearings developed is that, yes, IRS does lJave a 
merchanism for getting at the overlords of the drug trade. Yes, it has been tried 
with some marginal success, and yes, IRS is still working with the Drug Enforce
ment Administration on some high priority cases. But, can IRS point to any 
specific areas in which it can predict a real breakthrough? No, not really. To get 
into this in a big way is going to require a clearer mandate from Congress, 
especially fl.S to the money to be spent against drugs and drugs alone. 

'When listened to very ~arefully, Mr. Alexander sounds as if he's saying his 
agency can do this job if it l'eceives the money and the mandate from Congress. 
Mr. Bayh promised to takfc the issue up in some detail with the Senate Appropria
tions Committee. It probably will take more than that. This is a case where the 
members of Congress who come from areas of high heroin impact are going to 
have to add their voices to those calling for a serious effort. It wouM help if citi
zens from these areas-Washington, D.C. is one such area-joined this cam
paign. Remember thRt it was income tax evasion that proved to be the downfall 
of Al Capone; today's mobsters are probably no tougher. What's required is for 
Congress and IRS to know that the citizens of the country want action before the 
heroin epidemic gets seriously out of hand. That is not the only effort that needs 
to be made, but it's one that should be made, and made without a lot of excuses. 

[From the Washington Post, Sept. 22, 1976] 

AnOn.'1'ING AN ANTI-DRUG PLAN 

rBy Jack Anderson) 

Publicly, President Ford has called for a crackdown on the kingpins of the 
narcotics trade. But behind the scenes, he and Internal Revenue SeHice CommiB
sioner Donald C. Alexander aborted a tough drug enforcement program. 

Mr. Ford's failure to back the program comes at the very time when the heroin 
flow from Mexico, Europe and the lj'ar East is at a peak and the nation appears 
headed for a new addiction crisis. 

Top narcotics dealers :rarely handle the drugs. Instead, they rake in lucrative 
profits from street sales and hide their illegal spoils in foreign banks. Clearly, 
IRS is an essential agency in maldng strong cases against the money men. 

Thus, last April, the President ordered Treasury Secretary William E. Simon 
and Alexander to plan an IRS drug crackdown. The "merchants of death, who 
profit from the misery and suffering of others, deserve the full measure of na
tiona, revlusion," Ford said in a major speech. 

Treasury officials thought Mr. Ford meant business. They asked the White 
House for $20.6 million for intelligence operations, much of it to be used in the 
fight against narcotics. 

Mr. Ford's budget office turned down the request. 
Meanwhile, Simon established 11 Treasury Anti-Drug Enforcement Committee. 

The palle!. headed by Treasury Under Secretary Jerry Thomas, was supposed to 
develop a plan to comhat the drug peddlers. Other members included Dayid Mac
donald, assistant Trep.sury secretary for enforcement. activities; Veron Acree, 
commissioner of the U.S. Customs Service; and Alexander. 

Thomas, according to a confidential memoranclum, sllbmittecl a dynamic 14-
point plan developed by Macdonald that called for a stron~ IRS role in fighting 
drug traffickers. Under the proposal, which the committee supported, the IRS 
would annually investigate at least 600 of the biggest drug dealers in the country. 

The Macdonald plan never saw the light of day. Alexander refused to set up 
an anti-drug pro~am within the IRS and dispatched a weaker propo!'al to 
Simon's office. H< .. memorandum called for a simple exchange of information 
between the IRS and the Drug Enforcement Administration. The doculllent 
falsely indicated that the Alexander plan had Thomas' a]lIlrOrltl. 

Indeed, Tholllas was not even invited to a serret ml'Ptillg lwtwppn Alpxallder 
and top Treasury nldes where the final agreement between IRS and DEA was 
drawn up. 

Shortly '.;;J.terward, Thomas wrote another ('onfidential memo imploring his 
<.!ommittee members to accept at least a portion of HIl' fitronger Macdonald 
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plan. "Without these components," the document states, "it is unlil{ely that a 
new program will be ... successful ... As a matter of fact, it does not appear 
that the IRS agreement (with DEA) provides for a separate, identifiable program 
as contemplated by the President." 

Thomas' attempt to save the Macdonald proposal failed, and the woefully 
inadequate agreement between the IRS and DEA was adopted. 

To silence internal opposition to the weak program, the White House quietly 
moved Macdonald from Treasury to a Navy Department job which has nothing 
to do with drug enforcement. 

Rep. Charles Yanik (D-Ohio) will expose the lackluster efforts of the IRS 
and the White House to fight drug abuse in testimony before the new Select 
Committee on Narcotics and Drug Abuse. 

Footnote: White House spokesmen have conSistently said that the admin
istration is doing all it can to fight narcotics traffic. An IRS spokesman toW 
our associate :Marc Smolonsky that the 14-point plan was an old concept Violently 
f'riticized by the courts, Congress and the pubUc. He said "the present approach 
is both effective and fair" because it applies ta:'\: laws equally regardless of the 
taxpayer's business. . 

Unloved Diplomat-Secretary of State Henry A. Kissinger summarily dis
missed James Akins from his job as ambassador to Saudi Arabia last year with
out telling the diplomat the reason why. 

"I've pressed for reasons;' Akins wrote to Sen. Charles H. Percy (R-llI.), "and 
have been told only that I{issinger dislikes me and tl1at certain aspects of my 
reporting have 'annoyed' him. There has been no suggestion that anything I haw 
written is wrong or that any analysis is faulty-just that my reporting doesn't 
fit in with what the Secretary wants to hear." 

[From the Washington Post, Sept. 22, 1976] 

illS CHECKS TAX FILES OF DRUG KINGS 

(By John n-I. Goshko) 

The Internal Revenue Service is checldng the tax returns of 375 persons 
believed to be among the nation's top-rauking traffiel,ers in illicit narcotics, 
IRS Commissioner Donald C. Alexander said yesterday. 

Alexander disclosed tl1is information in an interview where he discussc(l 
IRS's new efforts to assist the Drug Enforcement Administration's war against 
the $10 billion annual trnffic in heroin and other illegal drugs. 

In response to a directive from President Ford, Alexander and DEA Admini
strator Peter B. Bensinger signed an agreement on July 27, calling for intensified 
cooperation between the two agencies. 

The pact gives IRS responsibility for pursuing high-leyel drug dealers who 
violate federal tax laws by failing to report and pay taxes on profits earned 
through illegal narcotics dealings. 

"DEA lms already given us the names and some details as to 375 individuals," 
..ilexander said, "and we're well into the process of pulling the tax returns of 
these individuals and seeing what they show." 

"As a result of what we've found, some already have been put under tax
evasion investigations; and we e:l."llect that, as we complete their returns, others 
" 11 be, too," he added. 

Neither Alexander nor DElA officials would reveal the names of those being 
probed. However, Alexander said, all 375 fall into the category' of what DEA 
calls "Class I violators"-pel'sons sUl:'pected of being the leaders or financiers 
of large-scale narcotics rings with dealings running into millions of dollars. 

IRS's enlistment in the drug war is an extension of its long-time involvement 
in combatting organized crime. Ever since the successful 1930 prosecution of Al 
Capone on tax charges, the federal tax laws have provided nn effective weapon 
for putting leading rackets figures in prison. 

This is done by mal;:ing a "net worth case"-laboriously piecing together a 
picture of a target individual's financial status by tracking down his holdings 
and expenditures and then comparing this net wort!l with the person's reported 
income. 

"Our job is to enforce the tax laws," Alexander said, "so it's pelofect]y proper 
for us to go after persons who maim huge illegal profits from {lrugs and willo 
hide these profits and pay no taxes on them." 
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But, he cautioned against the idea that a crackdown hy IRS on drug dealers 
can, by itself, significantly halt the drug traffic. Similarly, Alexander said, while 
IRS can provide important support for the federal drive against narcotics, it 
should not be regarded as the agency carrying the major burden of ·this drive. 

"For one thing, our involvement can't extend beyond enforcement {)f the tax 
laws," he noted, "and that makes us a somew.hat limited instrument for com
batting the drug problem, which involves questions of both supply and demand. 

"H we succeed in taking some narcotics kingpins out of circulation on tax 
charges, we still wouldn't necessarily be putting an end to the traffic. 'Ye'd have 
dealt something of a blow to supply, but we'd have done nothing to curb demand j 
and somebody will come aI.ong to fill any demand that gives promise of big 
profits." 

In addition, he added, IRS, which last year had its investigative staff cut 
by 10 per cent, faces a problem on priOrities. 

"You have to choose between other programs that also are highly important
other aspects of organized crime like gambling, corrupt politicians or major cor
porate evaders of the tax system. Any big concentration of our investigative per
sonnel against narcotics dealers means there has to be some lessening of these 
investigations. 

"I also think the FBI could do more in this area than it has done," he added. 
"The FBI is supposed to investigate organized crime, and the narcotics traffic 
at the top levels is a specialized facet of organized crime activity. :VIaybe the 
bureau should put some of those informers that they're talring away from. domes
tic intelligence work into the narcotics field." 

[From the Washington Post, Sept. 27, 1976] 

IRS CHIEF STRUCK TAx QUESTION 

(By Jack Anderson and Les Whitten) 

Over the strong prot'!sts of his own enforcement Officials, Internal Reyenue 
Service Commissioner Donald C. Alexander last ~'ear struck a l;:ey question off 
the income tax forms. The question, which siInply asked the taxpayers whether 
they maintained a foreign account, was intended to catch tax evaders. 

Big-time criminals, from corporate embezzlers to mubstf-"rs, use secret foreign 
bank accounts to escape paying U.S. taxes. The taxes they avoid, of course, must 
lJe made up hy the honest taxpayers. 

The question alJout foreign bank accounts has been used by the IRS to trap 
ta..'\: cheaters. Iu the biggest tax haven case inl1istory, for example, Ohio business
man Jack Payner has been indicted for falsely answering "no" to the question. 

Yet Alexander began maneuvering to remove the foreign bank account ques
tion from the tax form even before he was sworn in as IRS commissioner. It is 
an interesting coincidence that his former Cincinnati law firm has lJeen linked 
to a tax haven in the Bahamas. 

An IRS informant in the Bahamas swiped a Rolodex off the desk of H. 
:\Iichael Wolstencroft, director of t.he Castle Bank and Trust Ltd. Three cards 
on the Rolodex contained nameS" :>f lawyers in Alexander's old firm. We were able 
to reach only one of the attorn~ys, who said he had no idea how his name got 
on the Rolodex. 

On May 22, 1973, exactly one week uefore Alexander took the oath of office, 
he lJegan a behincl-the-scene:'l campaign to eliminate the foreign lJanl;: account 
question from _ the tax forms. He forwarded a letter, dealing with an unrelated 
subject, from a South Carolma lawyer to the IRS committee that deals with tax 
forms. In an accompanying memo, intended for official eyes only, Alexander 
brought up the foreignlJank account question. 

HEI followed the memo with pressure to remove the troublesome question from 
the tax forms. This was opposed by his enforcement people. John OlszeWSki, then 
the IRS intelligence chief, wrote a confidential melllo: "The loss of this (question) 
wouLd seriously restrict our efforts to identify those who would use foreign lJank
ing fllcilltie~ in ·avoidance and evasion schemes." 

A .similar illemo from Edward l\IorglUl, then the assistant Treasury secretary 
in charge of enfol"\.l)mem, also aclvised Alexander that the question "is a factor 
in ,the Treasury Department's efforts to combat the use of foreign bank accounts 
to facilitate illegal activities." Morgan added sternly that "dropping it from the 
tax returns at this time would be c-Juuter-productive." 
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Yet Alexander ignored the advice of the law enforcement experts and finally 
succeeded in removing the question in June 1975. The notes of the confidential 
IRS meeting indicate that he didn't eVE'n consult the Treasury and Justice De
lJartments before finally striking the question off the tax forms. Alexander's .atti
tude was betrayed by hIs remarks to a g;roup of public accountants. "We have 
knocked out the foreign bank account question at long last," he told them. 

Footuote: An IRS spokesruaIl acknowledged there had ,been disagreement over 
the question's removal, but insisted Alexander's actions were beyond reproach. 
Meanwhile, Rep. Charles A. Vanik (D-Oh'lo) has introduced legislation that would 
force the IRS to reinstate the foreign bank account question. 

SUSPICIOUS THAIS 

The Thai government is quietly investigating a questionable deal between a 
Thai airline and a U.S. ,aircraft manufactntel·. 

The Thais want to find out why the airline, Thai International, paid McDonnell 
Douglas Corp. $2 million more per plane than was charged to other airways. Thai 
investigators are also suspicious, say our sources, because the government-owned 
airline made a down payment ,before the transaction was approved by the Thai 
cabinet. This violated government regulations. 

As part of the investigation, the Thai government has sent a communications 
secretary, Dr. Gun Nagamati to the United States to do a little probing. He met 
privately with Securities and Exchange Commission officials and Senate investi
gators. 

A IIIcDonnell spoll:esman told us it was against company policy to discuss the 
terms of the Thai transaction. We have obtained ,a confidential cable, however, 
in which the corporation's president, Sanford N. McDonnell, denies any impro
priety. Corporation officials have also assurecl the Thais privately that the com
pany did not "bribe or promise to pay money to any airline or government official." 
A spokesman for the Thai embassy confirmed the details of the investigation. 

[From the Baltimore Sun] 

PROSECUTORS CALL RECENT CONVICTIONS ONLY THE START OF "WAR" AGAINST 
DRUGS 

(By Robert A. Erlandson) 

When a federal judge reccntly impo'led a 30-year sentence on Jerra Lyles, ring
leader of a vast heroin operation, it marked the la.test in a long series of success
ful major federal drug prosecutions in Baltimore. 

But it also led the prosecutor to tell the judge, "Although we have been fight
ing the lleroill war for seven years, it is safe to say we are losing." 

"The trouble is that there's just more war," Andrew Radding, the assistant U.S. 
attorney who prosecuted the case, said later in an interview. And he added that 
that war was not confined to heroin, but also included cocaine, various drugs 
known generaEy as "pills," and a "significant, read that significant, increase in the 
use of powerful hallucinogens." 

"We're seeing an awful lot of it and a prOliferation of illict laboratories for 
making the hallucinogens. It has been building for two years and it has reached 
proportions where it is keeping us busy," he said. 

The profits of drug trafficking, in its many variations, remains so high despite 
the risks of arrest and conviction that even long prison sentences appeal' to have 
little detel'l.'e: t effect, but they are the best that prosecutors like Mr. Radding can 
hope for. 

"Heroin is still the number one problem," Mr. Radding said. "As much as we 
would like to, we have not stopped the fiow of heroin into the city. However, if its 
sale and use is increasing. it's at a much lower rate than before," he said. 

"There are tangible symbols of our successes; in 1971, a llUg of 10 percent pure 
heroin sold for $5, now that same bag, at 2 percent ];::Jre, is selling for between 
$15 and $20," Mr. Radding said. 

The prosecutor estimated that there were 5,000 heroin addicts in Baltimore, and 
said that while their numbers were not rising sharply, "Heroin represents the 
greatest danger, not only for the users but because its effect spreads throughout 
the community as the No.1 crime-breeder. It's like a cancer. We may have con
trolled the spread but we can't completely prevent it from coming into the city." 

Mr. Rarlding roundly disputed, at least for Maryland, recent charges that Drug 
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Enforcement Administration policies have failed and led to a steadily worsening 
drug crisis in this country. 

Baltimore has a "record that is enormously better than comparable cities such 
as Boston or Buffalo. Our record of arrests, indictments, cOllvictions and sen
tences is significantly better," he said. 

Within the last three years, federal Drug Enforcement Administration agents 
in Maryland have broken up a half-dozen big-time heroin and cocaine rings, and 
succeeded with many smaller prosecutions. 

More than 300 indictments have resulted, and the subsequent prosecutions have 
led to long sentences for such leaders as John "Liddy" Jones, Melyin "Little 
Melyin" iVilliams, Bernard "Big Head Brother" Lee and Jerra "Gatorman" 
Lyles, said Mr. Radding, who is in charge of federal drug prosecutions in 
Maryland. 

But it was these very successes that led him to sound the note of pessimism. 
"iVe have made the dope peddlers reform," Mr. Radding said. "The new or

ganizations are smaller and not so flashY'. And, frankl,), what makes it harder 
for us is that the heroin coming in now is from Mexico, and it's harder to stop 
than it evcr was in the French connection. There are too IDany ways to get it into 
the country." 

The successes of recent years have enabled local agents to establish a strong, 
working network of informants, and the policy of George Beall and his successor 
as U.S. attorney, Jervis S. Flnney, has been to concentrate on narcotics con
spiracies-which are the cases that have led to the convictions of ring leaders. 

Mr. Finey said he is seeking assignment of a special Controlled Substances 
Unit to his office. This would add more special agents as investigatOirs and another 
assistant U.S. attorney to prosecute drug cases. 

"Narcotics prosecutions continue to be top priority in this office. Our theory is 
to emphasize the heavy, high-level conspiracy cases with the primary drug dis
tributors, rather than the buy-bust stJreet sales," Mr. Finney said. 

Baltimore is one of only fivc cities that concentrates on attacldng narcotics con
spiracies, Mr. Radding said. The otherR are New York, Los Angeles, Chicago and 
Miami. "Prosecutors in other cities want drug sales or seizures, but it's hwrder 
to get the top men that way," the prosecutor continued. 

He had the highest praise for the newest official weapon in the narcotics war, 
the formal agreement signed July 27 between the Drug Enforcement Administra
tion and the Internal Reyenue Service t.o assure the cooperation of the two 
agencies in battling drug dealers. 

Drug agents have long tried to use the tax laws as a means of seeking out 
big-time narcotics peddlers, but Donald C. Alexander, the IRS commissioner, had 
said the tax sen'ice was not a criminal investigating agency. 

He had used the same argument regarding the use of IRS investigators to 
catch white-collar criminals such as COl1l'Upt politicians and had been criticized 
sharply for it by prosecutors who fe1t tIm.: without the special aid provided by 
tax agents, it would be extremely clifficnir, if not impossible, to break corrupt 
schemes. 

Under the new agreement, which represents an apparent change in IRS policy, 
Mr. Alexander IUlllouncecl that the IRS had receivetl the names of two hundred 
suspected narcotics dealers for special audits as part of :a major new federal 
attack on the illegal drug traffic. 

'These are the organizers, the financiers, the guys who neyer touch the drug," 
a DEA spokesman said. 

In the Baltimore area, Mr. Radding said, the city, Baltim()ll'e county and federal 
agents haye continued a joint drug task force established in 1972 to deal primarily 
with the lower level dealers and street cases, but it is also moving into investiga
tions of sophisticated drug conspiracies. 

Mr. Radcling said there are "seyeral large organizations still unden: investiga
tion in Baltimore, and within a year there will be at least two significant heroin 
conspiracy prosecutions." 

The prosecutor said, "The people who are running the smaller networks were 
low rankers in the convicted networks and 110W are operating themselves. That 
means there is more to do, and we need sentences like the 30 years Lyles got to 
do the job." 

One of the counts on which IJyles was convicted was a charl!e of operating a 
"continuing criminal enterprise," and it alone carriers a penalty of ten years to 
life in prison. 
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Lyles was the first defendant prosecutcd in Maryland under that statute, which 
is part of the 1971 Controlled Substances Act. "We will continue to use that 
charge, and any time there is a leader we will use that statute. The head of every 
ring we have prosecuted has gotten the maximum sentence uncler the laws he , ... as 
cOllvicted of violating," Mr. Radding said. 

During the federal push that broke the "French Connection" in the early 1970's 
and brought a temporary halt in the production of Turkish opium poppies, heroin 
traffic dropped significantly. 

'Cocaine, the "Cadillac {)f stimulants," a product of South Aroerica'scoca bushes 
imported tllrough traditional smuggling routes, has been a growing problem 
throughout the United States for the last decade, Mr. Raddingsaid. 

During tile early 1970's its popularity increasE'd dramatically throu;;hout the 
United States, and became a major focus of enforcement attention. Within the 
iast three years, federal drug agents in Maryland have broken up at least four 
major cocaine gangs. 

At present, Mr. Radding said, "The cocaine problem appears to have been stabi
lized in the Baltimore area, nt least to the point where it is fnr less visible than 
it was a few years ago." 

The increase in the illicit manufacture, distribution and use of the "mind-blow
ing" hallucinogens, particularly among white, middle-class youths, is presenting 
a serious new problem, particularly because the 'two most popular substances, 
phencyclidine, lmown as PCP, killer weed and angel dust, and dimethyltript
amine, called DMT, cause permanent damage to the ,nervous system. 

[From the Bnltimore Sun] 

TAX-CASE DEPOSITS PUT AT $840,000 

(By Robert A. Erlandson) 

The Internal Revenue Service has uncovered another bank account showing 
$170,000 in deposits that bring to about $840,000 the total bank deposits made last 
year by a Thai national who is charged with falsifying Ilis 1975 tax return, it was 
testified yesterday. 

Andrew Radding, the assistant United States attorney prosecuting the case, 
told U.S. l\fagistrateClarence E. Goetz that the money comes from the salE.' of 
heroin and that the defendant, Suwan N. Ratana, 45, is a millionaire drug dealer 
in suburban ·Washington. 

After the testimony and l:>gal argument, the magistl'Ute said he believed that 
l\Ir. Ratana represented an "extremely high flight risk" and he continued the 
$250,000 bail set on the man after his arrest a week ago. 

An IRS 'Special agent, Ronald N. Beran, testified thut, only hours before he 
took the witness stand, he had reviewed the records of ithe latest account fOUlld 
that is owned by Mr. Ratana, who lives in 'Silver Spring. 

Mr. Ratana and his wifE.', Rebecca, 43, are charged with reporting on their 
1975 tax return income of $13,184--which represented her salary as a nurse
while depositing hundreds of thousands of dollars in various bank accounts. 
Agent Beran teStified that Mrs. Ratana had depositecl $5,200 of her pay in a credit 
union. 

In the first fonr lllontils of 1976, said Mr. Ra(lding, Mr. Rata,na deposited more 
than $1 million in a 'Swiss bank and $170,000 in a bank in Thailand. The couple 
faces a tax liabBity of $778,000 this year alone, he said. This money is inaddi
tion to the $840,000 tile IRS bas impounded in U.S. banks, he said. 

:;\11'. Radding told l\Iagistrate Goetz that "the deposits were tlw proceeds of in
come from the sale of heroin." He said Mr. Ratana has been unemployed since 
1972, after having worked at the Thai Embassy, a supermarket llnll a travel 
agency since coming to the U.S. as a permanent resident in 1959. 

Yesterday's hearing was on Mr. Ratana's request for a bail reduction. Mrs. 
Rlltana, the mother of four young children, is free on personal bOI1(1. 

Mr. Radding told :Magistrate Goetz that he expects a gral1d jury to return in
dictments 'ruesday charging the Ratanas with tax evasion amI false statements 
on their returns in 197-1 and 1975. and with conspiracy to defraud the U.S. In 
addition, he continued, the IRS is investigating the couple's tax returns for 1972 
and 1973. 
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:'IIr. Radding declined, however, despite questions by Joseph J. LY~lan and 
Kenneth A. Reich, the Ratanas' lawyers, to say when he expected to brmg drug 
charges against :'IIr. Ratana. 

In response to the defense lawyers' contenti?ns that. the $250,000 wa~ unr.e~son
ably high for a single tax charge, :'IIr. Ra~dmg ad~mtted that onls:. a mmlll~al 
part" of the government's case has been dlsclosed 111 court so far, out, he sald, 
"This is not a case where the ta)..--payer has fudged and gets slapped on the wrist." 

As two examples of Mr. Ratana's banking methods, Mr. Radding said that Feb
ruary '2, 1976, the man made 17 separate deposits, each between $?,OOO ancl $5,~15 
in one account in one bank, he said:Reminded that 1\Ir. Ratana IS charged wIth 
falsifying his 1975 tax return, 1\Ir. Radding recited a record of eight deposits, 
each of $5,000, made October 2, 1975, in a single account, "all in $5, $10 and $20 
bills." 

[From the Washington Whispers, Oct. 11, 1976] 

SATISFACTION FOR IRS CHIEF ALEXANDER 

Donald C. Alexander has gotten the best of Administration critics who were 
~rying a few months ago to ease him out as head of the Internal Re'l"'enue Service. 
'.rhese insiders had predicted his exit before the end of summer. But, :'Ill'. Alex
ander says now, "The end of summer has passed and I am still here." 

[From the Washington Post, Oct. 17, 1976] 

TAX SHELTERS 

'Wealthy Americans who have stashed away large amounts of money in tax 
shelters of questionable legality in the Bahamas may be feeling considerable 
discomfort in the coming months. 

"Project Haven," temporarily suspended by the Internal Revenue Service and 
then handed over to the Justice Department late last year, is, in the words of 
one of the principals of the in'l"'estigation, "yery acth'e, very viable and 'l"'ery 
productive." 

The in'l"'estigation had been halted last year after it was learned that an IRS 
informant remo'l"'ed a list of nnmes and telephone nnmher~ from the briefcllse of a 
Bahamas hank official and photocopied it while the bank official was in the com
pany of a female companion hired by the informant. 

At that time, IRS Commissioner Donald C. Alexander was reported to be under 
investigation for allegedly stopping the probe to protect high government officials. 
The .Justice Department subsequently cleared Alexander of the charge. 

As for that list of names and phone numbers. the government has recently ob
tained a court ruling saying that, regardless of whether the list was legally ob
tainec1. its contents may -be used in tile investigation. 

While declining to discuss the nature of the charges or the targets of the probe, 
Cono Xamorato. chief of the criminal section of the Justire Department's tax 
division, says the investigation is "broadening" and will produce indictments 
"further along the way." 

'" 

EXCERPTS FR02l[ HEAnINGS BEFORE THE HOUSE WAYS AND l\IEANS 
SUBCOMMITTEE, AUGUST 5, 1976 

'" * '" 
1\Ir. RANGEL. I am talldng about 'the number of people that have heen active 

politically, especially in the Southern States, where any number of journalists 
have pulled together statistics to show how many people are under investigation. 

I am not talking about immllnit;r. I am asking UFj to whether or not, in the 
course of some questions that I and other people 1m ve raised, you investigated 
to find out whether certain people are just checked out because of their activi
ties, rather than because of their tax sitllation. 

Commissioner ALEXANDER. Well, this morning. we were talking ahout checking 
because of activities, and those people were narcotics traffickers, and tax evaders, 
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and those people ought t{) be checked out. Because they are narcotics traffickers, 
they are Itax evaders. 

lVfl'. RANGEL. I want to talk about that, too. 
Commissioner ALEXANDER. That is what I was testifying about on the Senate 

side this morning. 
Mr. RANGEL. Did you make an agreement with our Drug Enforcement Ad-

ministration? 
Commissioner ALEXANDER. That is right. We made an agreement with the DEA. 
:Mr. RANGEL. Is that agreement public'! . 
Commissioner ALEXANDER. Sure it is public. It has been in the Press. I would be 

glad to furnish it-sent it to you. 
:Mr. RANGEL. I am only on this because you raised it. 
Commissioner Ar,EXANDER. What? On the DEA? 
Mr. RANGEL. I don't know why you would raise the drug offender that, cer

tainly, you and I are in accord with. I was talking about pOlitical activities. 
Commissioner ALEXANDER. Do you know why I raised that? 
Because you raised a very broad question, and because if I answered it, "Yes" 

or "No", I would have answered something that. went far beyond the question 
you raised. 

The question you raised, I think, to answer it narrowly, to put it in context 
back in 1973-something caUed Friends and Enemies, right? There was some 
investigation by the Joint Committee about the use, or mis-use, of the IRS to 
harass enemies and reward friends. And this was Count One, as I recall, in tlle 
House Judiciary Committee's impeachment process. 

Mr. RANGEL. I remember it well. 
Commissioner ALEXANDER. I do, too. I will never forget it. I hope my succes

sors never f{)rget it. We are not about to let the -system be abused by harassing 
people because of their beliefs; because of their political actions or non-actions; 
because of their cult; because of other irrelevancies. There is not going to be 
any of that. I don't believe there has been since I have been Commissioner. 

Mr. RANGEL. A list of names were alleged-
Commissioner ALEXANDER. We looked into that. 
Mr. RANGEL. I am just saying that you and I are in the business of attempting 

to restore confidence in the Government. 
Commissioner ALEXANDER. It is damn'difficult. 
Mr. RANGEL. You can help, because when the Press makes these types of 

statements and actually names individuals that have been selected, and you look 
at their backgrounds, if your investigation shows that they are just in a broad 
number of people that are under investigation, these things should be made 
public. 

My question does not deal, now, with the Drug Enforcement Administration. 
I will try to make it as narrow as possible. But there was some publicity given 
to people who were active in the Civil Rights struggles, and politics. Edder's 
name was among those included. You know, I am trying to get as small a list 
of people that I am talking about as possible. 

I asked your Office whether or not it could check this out to determine, not 
whether this is your policy-I don't II aVe any major problem with the direction 
which you think our Government should be going, Commissioner-but I am con
cerned as to whether or not certain regions of our Country-whether We are 
talking about the FBI, or th" IRS-whether there is enough discretion there 
where the m{)res of a particular town are not developed by those that have the 
discretion to make policies, to dete1"llline who will be investigated. 

Commissioner ALEXANDER. All right. Here we are taUring about general policy 
and specific policy. ' 

I would like Mr. Williams to respond, specifically. 
Mr. JONES. Let me also say that the Staff has been working on this iSSue for 

some time.-I thinl, with the IRS-and ).\fr. Von ·tells me that we will hav'e Il 
rather thick report within the month-they expect it to be the week after Labor 
Day--on this. 

Mr. RANGEL. Well, maybe my question is premature-except in a generlll way. 
Mr. WILLIAMS. It is not, really! We had some of the Staff down in our offices 

last week And in response to the list of questions-the rather long list of ques
tions-in which specifiC details in each of the cases were referred to, we did 
come up with several charts that were incomplete simply because, with the 
number {)f cases and the number of tax yearS involved, we have not been able 
to t.ackle them down to the last detail. But the things that we !lad identified, 
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we showed our Staff last week. That dealt with the way that the return was 
.!elected, broadly. There were cases that were in the newspaper. Of course, many 
of them, if not most of them, were not audited at all. The ones that were audited 
were all selected by the computer system, or by a return that was related to a 
return selected by the computer system, which we believe is evidence that they 
were selected in an objective manner. 

Then your Staff had some further questions. 
Mr. RANGEL. I assume that you can have a computer punch out what you 

want. You are saying that the computer did not identify anything special except 
as you would with an ordinary taxpayer. 

Mr. WILLIAMS. That is correct. 
Then your Staff came up with further questions as to whether the scure on the 

return was higher or lower than the average of other returns in that District. 
That is the data that we are in the process of putting all together. 

We showed them quite a bit of data. AU that We had, up to date, showed that 
these were high-score returns, and the higher the score on the return t'.IC nwre 
likely it is that tl1ere is going to be a tax revenue which, again, indicates that 
it is an objective selection-based on the lack of the ta:lCpayer, rather than some 
subjective selection based on political activity. 

But. as lI:Ir .• Tones indicated, we have, i.n effect, committed oursell'es to give 
a further reply by the end of this month. 

:Mr. RANGEL. I assume your computer could pnnch out something to sllow 
that the heavy delinquent is being processed with 'the SilJUe type of thorough
ness as the fellow in the lower income level? 

1\:Ir. WILLIAMS. You can do anything you want ,·;.t11 a computer. When I am 
talking about returns betng selected broadly, I llDl talh'ing about the fact that 
we start with a program to determine the high possibility of the tax return. We 
run the return through that system, and these returns pop out. 

1\Ir. RANGEL. Okay. The agreement between the Drug Enforcement AdminiS
tration and the IRS, I assume, is not inclucled in that, so that we could not 
determine, at this point in time, how effective it is going to be. 

Commissioner ALEXANDER. It is pretty dry, because it was signed up on July 
27th; but we are just getting it into effect. DEA sent us about 200 names. We 
sent those 2(){\ names out in the field. We sent them out today. And they have 
give us some information with respect to these people. They are Class One 
violators-by DEA standards. We ought to be interested. Of course, we are 
interested in malting sure that these Class One narcotics violators meet their 
tax obligation or go to jail if they don't! Of course we are intf'rested! 

Mr. RANGEL. I thought that is what you and I were agreeing on; that no 
matter where the person's source of income was coming from-legal or illegal
that where it became apparent that it was not accounted to the IRS, that an 
investigation would be made. 

Commissioner ALEXANDER. That makes it a lot different. 
1\:Ir. RANGEL. Does your agreement, actually, identify him, first, itS a narcotics 

violator? 
Commissioner ALEXANDER. As a likely tax violator. 
Now that they have been identified as ldng pin narcotics trafficlrers, and likely 

t.ax violators, we will pull the returns and see if they really are. If they really 
~re, these cases should be worked by established standards, and we work them. 

Mr. RANGEr,. I thought what you were saying was that the No. 1 job was to 
collect taxes, and that we should be concerned. Whether the person gets the 
income legally 01' illegally, you are going to collect taxes. Now you Bound like 
a crime fighter. 

Commissioner ALEXANDER. I am pretty much the same guy I was except that 
I lost about five inches in height and about fifty pounds. 

Mr. RANGEL. This is not the same testimony that I heard before. 
Commissioner ALEXANDER. Here is the reason: 
Mr. RANGEL. Well, who is next on the list? 
[Laughter.] 
Commissioner ALEXANDER. I am going to give you an example that I mentioned 

ibis morning when I was being pounded for not doing enough-and rather ably 
pfJ!lndoo, too. Senator Bayh did a beautiful job . 

.. in example is this: We are just sure that, if you had 100 Class One narcotics 
~lo1.'1bm; lined up on one side of the room and 100 Franciscan Monlts lined up 
t<;J-lJ rk<> oW!:'r Hide of the room. there would be more tax evaders that wouW be 
,w~;rt\1i..<?1'P.'than would be over there. 
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Mr. RANGEL. You give them a Monk's exemption! 
Commissioner ALEXANDER. I don't tell them that. 
Mr. RANGEL. Senator Bayh must have reaUy done a job on you! 
Commissioner ALExANDER. You don't like my analogy very much. I think it 

makes a lot of sense. You don't heat all people as though they are fungible. 
Some people are more likely to be tax evaders than others. Those who engage in 
illegal practices are more likely to be tax evaders. 

Mr. RANGEL. They don't have to give you any evidence at all that here is a 
man that lives in a $250,000 house; he has no obvious source of income? They 
don't have to give you anything except--

Commissioner ALEXANDER. Oh, they do! They have given us that. We have 
found $250,000 houses and a fancy swimming pool. 

Mr. RANGEL. Things that you would do if a guy was working in the Post 
Office? 

Commissioner ALEXANDER. They are more likely to be found, per 100 folks or 
1,000 foUrs, here than any place else. 

Mr. RANGEL. We don't have to talk about No.1 narcotics violators. We are 
talking about people who, obviously, have more income and are less likely to 
report the source of that income. 

Commissioner ALEXANDER. They cannot be caught by the entities that ha'Ve the 
responsibilities for enforcing the Narcotics law. They cannot reach them. 

Mr. RANGEL. You have not joined the DEA. 
Commissioner ALEXANDER. We are cooperating with the DEA, we think, in an 

effective way. We thought you liked this. 
Mr. RANGEL. I just don't like the language that you use. 
Commissioner ALEXANDER. Neither did Serllator Bayh-fQr obvious reasO'llS. He 

said I 'Was sterile! 
[Laughter.] 
I mn going to go out 'lind 'i:ake a test! 
1Ur. JONES. Be careful, Mr. Commissioner! 
'Mr. RANGEL. I would like to see how it operates. 
l\Ir. JONES. Not on Capitol Hill! 
:i\'Ir. RANGEL. I did not lmow the Agreement was sigued. 
I 'am not so much concerned with the la:nguage. 
I know both you and I 'are concel1lled that the role of the Goverument--'the IRS 

is to be used to collect the taxes-not to jlail wrong doers. 
Commissioner ALEXANDER. I thinlt we have 'an obligation to collect na..'Les. We 

have an obligation /f;o enforce criminal roncttoll8. I don't think that there 1S any 
ill'consistency between the views I have 'been 'trying to eXIPres13 Ithis morning and 
this afternoon with respect to this problem. Thooe are the views that I was ex
pressing at some 'heanings earlier. We need to do this job righlt. Doing it right 
means doing it }awfuUy. Doing it lawfully means doing it effectively. 

:Mr. RANGEL. There are any number of Ij)e'ople in my community that, you know, 
own fleets of cars. I know, and every,body know's, that they do not work, and 
the fact that 'they were on the DEA list or something of that nature-I mean, 
there 'are people that own fleets of mrs in my -community, 'Rnd the poor guy 
operating a luncheonette, you know, he 'Will get padlocked. It just seems to 
me that ilt woul:d be consJstent-since tax collecting is your prime respoooibility- , 
if anyone turned in some of these people, for you to say, "Well, let's check it out." 
These guys are not even relying on having 'a job. A part of 'their Teputation is 
that they don't have W'Orl{. 

If the DEA had 'a list of people ,thrat they just could not make a case against, 
but it was clear th'lit they had bank 'accounts 'a,nd ob,"ious wealth, I don't see 
where we have to be a crime fighter to say that that is part of your business 
to investigate ft. 

Commissioner ALEXANDER. We agree! TI:uat is wh'at we a,re trying to do here. 
:Mr. RANGEL. I thought tll'l1t Y'Ollr preliminary remarks 'Were, you lmo'Y, that you 

were really out there-well, tII'at is OK. 
ISenator Bay'll and I prob-wbly differ, but weare in accord, so we might as well 

leave on tlmlt note. 
Commissioner ALEXANDER. We thinl, it is ,a sound 'agreement. 1Ve thinlr we are 

going to have a sound, responSible, and effective program. 
Mr. JONES. Thank you. 
Mr. Commissioner, I just have a fe\v m'Ol'e questions in the ar~ of hardship 

cases. 
I sent you a letter on July 21. I had some field 'hearings in Oklahoma !3!nd, fol

lowing thn.t, a number of constituen!1s met wi/th me 'to eXIPlain their own particu-
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lar problems. One QIf tthem Ilhat I sent to YIOu, if I remember the fact situatien 
COlTectly, is the incredible story 'Of 'a gentleman woo worked ouJt an installment 
payment; was mruking 'the payments to the wrong 'Office. He was later notified 
'that he was m'aking the payments to the wrong office rund then, sUJbsequent to 
that, his 'Check-his employment check-Wlas seized, 'and then 'his bank account, 
and Ilhen he wrote a check to ,tihe insurance company, and that bounced, and his 
insUl.'allce was cancelled. ~'hen his h'Ouse was sold--'an $18,000 house was s'Old fer 
$2,900.00. 

Mr. RANGEr" The Agent I}oug'ht it! 
Mr. JeNEs. But these kinds of hardship cases apparently are more common than 

we would like to think. As I understand .it, in the southwest Division, the In
ternal Audit found that, out of 60 seizures and sales reviewed, 52 had vielations 
'Of prescribed procedures. 

Now, is this a problem in sales? 
Is this common, 'Or is it peculia'!.' te the Seltthwesi; Division, 'Or wh'at? 
Cemmissioner ALEXANDER. There are three problems, really: (1) Pelicy, (2) 

Practices, and (3) The specific case. 
First, we are reviewing our pelicies now, with respect te minimum bids. A 

minimum bid is invelved in the type 'Of situation that yeu described. 
We have reviewed 'Our pelicies, and we have described the results 'Of part of 

this review there, requiring a high level of preof befere seizure is made of a 
family residence. I think 'Our instructiens are clear en this. I am talking abeut 
policy. I am talking abeut practices 'Out in ,the field. 

We try te de our best te get our pelicies disseminated te the peeple that have te 
practice what ,they preach; and try te see te it that they de their jobs diligently, 
and well. We think that, generally, they de, We are not perfect. We make mistakes. 
We have made some in seme of these instances that yeu ,breught to euratten
tien-in this particular case. 

As is not uncommon, there are some facts that are necessary te cemplete 
the picture, and when the picture is completed by those facts, it is net as 'Oblique 
as it would appear witheut these facts. 

An $18,000 or a $20,000 heuse, fer example, may have an encumberance en it 
of a censiderable size-a size such as te bring a much smaller figure inte fecus 
as net far from the value 'Of the equity as contrasted with the gross value of the 
house, for example. 

There may be other problems and reasons why the figures may be cleser 
together 'than would appear. 

There may be failures in communication-and there frequently are-on 'Our 
side. There are alse failures in cemmunicatien en the side 'Of the taxpayer, 
which 'Occur net infrequently. 

Selective memeries-I heard a lot abeut .that this morning. Selective IL3mo
ries. It is net uncommen fer people te remember what they want te remember. 
Childheods are all happy and perfect, I guess. 

There was nothing whatever wreng with the old narcetics pregram. 
The three Supreme Ceurt decisiens never 'Occurred. 
A selective memory is a good thing te have, but it is much better to remember 

things as they really were, rather than as we wish they had been. 
Mr. Jo",£s. Let's just take what I mentioned on this Internal Audit in the 

Southwest District. Fifty-two 'Out if 60 cases, uhe audit shewed, had vielatiens 
of prescribed precedures. 
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Jicbmtl <lIrimimd ~11(t('sti.sators J\sso['icttiolt 

Mr. Donald C. Alexander 
Commissioner of Internal Revenue 
Room 3000 
Ull Constitution Avenue, N.W. 
Washington, D.C. 20204 

Dear Commissioner Alexander: 

P.O. Box 353 
Forestville, Connecticut 06010 

April 18, 1975 

I am the Executive Secretary of the Federal Criminal Investigators 
Association which is composed of both active and retired criminal investigators 
employed by the United States Government. We have approximately 900 Special 
Agents of the Intelligence Division, I.R.S., as membel's, which we believe is 
approximately 50% of your Intelligence Division working force. 

I am writing to ask your assistance in my organization's attempt to 
determine the validity of certain rumors regarding a number of your decisions which 
are having a demorali~ing effect on the investigative personnel of the I.R.S. and 
thereby reducing its efficiency. I am not attempting to interfere with the pre
rogatives of management of the I.R.S. as they have a difficult enough job. How
ever, I am taking the liberty of appealing directly to you because I know that you 
are just as concerned as we are in seeing that both the needs of your investigators 
and the Government are served. 

Let me give you an example of hOw an unfounded rumor was handled by 
the F.C.I.A. 

After the passage of H.R. 9281 (2 1/2% retirement bill), we received 
numerous inquiries indicating that various agencies were reviewing their criminal 
investigator position to determine if the GS-181l classification was Justified. 
part of the rumor was that Special Agents of the Intelligence Division would be 
reclassified to general investigators and that their positions would be downgraded 
or abOlished. Our inquiries established that there was no validity to this rumor 
and we passed this information to our membership by publishing our findings in our 
monthly neWSletter. 

However, since that time, numerous other rumors have circulated causing 
grave concern among our members and these rumors were buttressed by certain actions 
of your office. Will you please take time from your busy schedule to give us yO\\r 
comments on the following areas of concern: 
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minates the taxpayer's interest in those funds, the levy is ineffective 
against an attorney-assignee.118 . 

Once the attorney has obtained priority over the tax lien, that 
priority cannot be dislodged. An attempt by the IRS to attack the 
priority of a valid assignment on the grounds that it is re(llly a "se
curity inicrest"]]O and therefore subordinate under the Uniform 
Commercial Code to subsequently recorded liens if 110t perfected 
by filingl~O is unlikely to succeed. The assignment is a security in
terest only jf the attorney considers it collateral, guaranteeing the 
client's promise to pay, rather than a nonrefundable payment for 
services. If the assignment is an unperlected security interest, 
whether that interest is protected from subsequently filed tax liens 
depends upon the applicable state version of tlle UCC.121 

To obtain the funds to which he has priority, the attor
ney must bring suit. If the property has not been levied upon, the 
attorney may sue the holder o~ the funds, usually the arresting 
agency. The holder may respond by filing a complaint in inter
pleader, naming the taxpayer, the attorney, and the taxing authori
ties as defendants. If the properly has been levied upon by the IRS, 
the attorney may sue the United States under Code section 7426 for 
wrongfully levying against his property to satisfy the tax of·' 
anotller: While the attorney may raise the priority of his claim, the. 
statute appears to preclude any attack on the validity of the assess
ment itself.12~ Courts should create an appropriate exception tIn-

118 If the ta.xpayer transfers property to another with the intent of defeating 
collection of a tax, the Government could recoup the property indirectly by 
asserting liability, or directly by ~ transferee assessment under Code section 
6901 followed by distraint. 9 :ME1{'>:ENS, LA\V OF FEDERAL INCOME TAXATION' 
§ 49.203 (1911). Such a tactic might succeed if the Government could establish 
that the transfl!ree knew the taxpayer was remiss in paying his taxes. Howe\,er, 
in the ~cant case authority available, courts have found fraudulent conveyances 
in only the most aggravated circumstances. Sec, c.g., United States v. Hickox, 356 
F.~~cj 969 (5th Cir. 1966) (transfer to wife and sister of a 182 acre farm with 
house for less than S I, I 00, the transferor remaining in possession); United States 
v. Prathl!r, 66.2 U.S. Tax Cas. ~ 9169 (N.D. Ga. 1966) (transfer and sale for 
110 consideration to close relative with transferor remaining in possession). 

110 A 'security interest is defined as "any interest in property acquired by 
contract for the purpose of securing payment or perfonnance of an obligation or 
indemnifying against loss or liability." INT. Rh\,. CODE OF 1954, § 6323(h) (1). 

I~O {)f';IFORM COMMI:RCIAL CODE § 9-301(1)(b). Hereinafter, the Unifolnl 
Commercial Code will be referred tl) in text as the UCC. 

1~1 Status as' a security interest depends upon whether the interest "has be
come protected under local law against a ~\lbsequent judgment lien arising out 
of an un~ccllred obligation ••.. n lei. The official comments to section 9-102 
of the uec indicate that the UCC is the governing local law regarding all trans
:!c!ions intended tn have ~ffect ~ security, other th~n these !pccificallr excepted. 
lei. § 9·102, Comment l. 

l~~ Section 1426(c) provides: "For thc purposes of an adjudic.:\lion under 
this section. the as.'cssment of ta."t upon which the interest. or lien of thc United· 
SllItes is based shall be conclusiv.:ly presumed to be valid." INT. REV. CODE OF 
1954, ~ 74:!6(c). 
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der their equity powers as was done in Enochs so that an assignee 
will have a forum in \vhich to attack a fraudulent assessment.123 

Although the execution of a timely assignment increases the 
likelihood that the taxpayer's attorney will ultimately receive the 
funds, assignment is not a pC!Ilacea. Since recovering the funds may 
be expensive and time consuming, an attorney would only take 
such an assignment at a substantially discounted value. Further
more, the tax lien will attach to any property that the taxpayer 
might acquire in the future124 until the underlying assessment has 
been removed through litigation. 

II. THE IMPACT OF SUMMARY ASSESSMENT UPON 
THE CRIMINAL DEFENDANT 

'Jhe inadequacy of the existing remedies for summary assess
ment' is compounded for the criminal defendant. First, esti
mates based on megally seized funds raise significant fourth 
amendment problems. Some cases draw a tenuous distinction be
tween assessments computed on the basi's of illegally seized evi
dence and the application of property. taken in violation of the 
fourth amendment to satisfy assessments, approving only the 
Iatter.125 Tile policy of deterring unconstitutional' government 
conduct has Jed courts to void assessments which are comptltcd 
in "substantial part" from illegally seized property.12G An othe~-

123 No federal cases explore the possibility of an assignee attacking the 
validity of a prior IRS levy on the grounds that it would be. invalid under the 
line of cases following Ellochs. California law has no statute ·explicitI~· preclud
ing third parties from contesting the validity oC a tux assessment. Civil Code 
section 293J(c) (CAL. Clv. CODE. § 2931(c) (West 1974)) prevents a taxpayer 
from contesting the validity of an assessment in suits brought by the attorney 
general to enforce tax liens. and California Code section 1908 J (CAL. REV. & TAX. 
CODE § 19081 (West 1970)) has been interpreted by California courts as pre
cluding taxpayers from challenging the validity of assessments through any pro
cedures other than a suit for rehmd. Horacl: v. Franchise Ta.x Bd.. 18 Cal. 
App. 3d 363. 95 Cal. Rptr. 717 (4th Dist. 1971). It is unclear whether these 
~latlltes will be interpreted to bar third party attacks on the validity of C1lifornia 
assessments. Equitable considerations should require courts to· permit third party 
assignees to slle for conl'cr:;ion. alleging a bad faith or fraudulent assessment 
under a doctrine analogous to the principles sct out in Ellochs. The rationale 

'supporting Ihis approach is that. if the assignee cannot attack a fraudulent assess
ment, he would not have a forum in which to raise the issue since the attorney
assignee ClInnot control whether the tax\1aycr pursues the administrative remedies. 
However. while the attorney-assignee might be able to demonstrate the illegality 
of the Ia. .... it is doubtful that he could show irreparable harm if forced to wait 
until the taxpayer had pUf!'oued his statutory Icmedics. 

1~4 S,'e INT. REV. COlli! OF 1954, § 6322. 
1~5 See, e.g.; Pizzarello v. United States, 408 F.2d 579 (2d Cir.), ccrt. de

Ilied, 396 U.S. 986 (1969). 
12G It!. at 586. The court in Pizzarrllo reasoned that "[albsent an exclusion

ary rule. the Government would be Cree 10' undertake unrca~onable searches and 
seizures in all civlI cases without the poS!oibility of unfavol1lblc consequences." 
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wise valid ,assessment may .be satisfied with illegally seized prop
erty, since the illegal seizure only determines the custody of the 
a~sets, and the IRS may levy on property in anyone's hands.l2i 

Presumably the rules requiring the suppression of "tainted" evi
dence obtained indirectly from illegal seizures would invalidate 
assessments computed from other indicia of illegal business activ
ities uncovered as the result of the seizures. Howev~r, the courts 
have been reluctant to extend the logic this far,12S 

Id. Accord, Yannicelli v. Nnsh, 354 F. Supp. 143 (D.N.J. 1973); Suarez v. 
Commissioner, 58 T.C. 792 (1972); Lasson v. Gray, 207.F. Supp. 843, 846·48 
(W.D. Ky. 1%2). California cOUl1s follow this feueral di5tinction. Horack 
v. Fmnchise Tax Bd., 18 Cal. App. 3d 363, 368, 95 Cnl. Rptr. 717, 720 (4th 
Dist. 1971). 

l~j Simpson v. Thomas. 271 F.2d 450. 452 (4th Cir. 1959). 
128 In Yann.icelli v. Nash, 354 F. Supp. 143 (D.N.J. 1973). $58.930 was 

taken from tlw ddendant at the time of his arrest for gambling violations. The 
funds were levied upon pursuant to a jeopardy a.<,Scssment for $58,930. The court 
noted that the assessment would be void if it were substantially computed from 
the illegally seized properly, but found that the record did not reflect that the 
property \Vas used to compute the assessment. It is unclear whether any evidence 
concerning the computation was introduced, but the opinion does not point to 
any other source from which the IRS derived its information. Apparently the 
traditional judicial deference to tax dcterminations will result in COurlS upholding 
asseSSI11C;lts whenever possible. 

janis v. United States, No. 70·1383, (C.D. Cal., Feb. 27, 1973) •• affd memo 
No. 73-2226 (9th Cir., July 22. 1974). CNt. granted. 43 U.S.L.W. 3644, (U.S. June 
9, 1975). sbould definitively resolvc the questions related to tax assessments which 
arc computed from lInlawfully seized documents and funds. The trial court 
found that a "fedcHlI tax assessment which was based substantially all. if not all, 
upon illegally obtained evidencc" was invalid, The gO\'crIlmcnt petitioned for 
certiorari, contending that the rationale of the exclusionary rule docs not require 
the invalidation of a civil tax assessment wh,~n the revenue agencies' computation 
of the aOlOunt of tax due is based upon unlawfully seized e\'idence. 

In a blistering dissenting opinion. Justice Brennan recently chastized the cur
rent majority of the Court for what he characteri7.ed as the slow strangulation of 
the exclusionary rule. United States v. Peltier, 43 U.S.L.W. 4918, 4928 (U.S. June 
24, 1975). 11 is still not clear tbat the current majority is prcpared to adopt Chief 
Justice Burger's position set out in Bivcns v. Six Unknown Named Agents of Fed
eral Bur~au of Narcotics. 403 U.S. 388, 411·27 (1971) (Burger, C.J., dissenting), 
and abolish the exclusionttry nIle. CI. Voorsanger, United States v. Robinson, 
Gu~tafson v, Florida, and United States \'. Calandra: Dcath K/le/l of (hc E.tc/II
sio/lary Rille?, 1 HASTINGS CO:-;ST. I_Q. 179 (1974). 

In dctcnnining the applicability of the exclusionar)' nllc, a mcaningful dis· 
tinction cannot be drawn betwcen a criminal prosecution and a civil action by 
the government which imposes a significant \l<!natty upon an individual. See 
llcrkO\\·itz v. Uniteti Slates. 340 F.2d 168 (1st Cir. 1965) (forfeiture of fund~); 
Unit~d States V. Phy~ic, 175 F,2d 338 {2nd Cir. 1949) (forfeiture); United States 
V. Stonchill. 274 F.Supp. 420 (S.D. Cal. 1967). all'tf, 405 F.2d 738 (9th Cir. 
19(8) (cn[orcemt:nl of a I:lX lien): United States v. Blank, 261 F. Supp. 180. 182. 
(N.D. Ohio 19M) (potcntinl cil'il tax liability); United States v. $4.171.00 In 
Unih:J Statcs Cmrcncy, 200 F. Supp. 28 IN.D. 1l1. 1961) (forfeiture). C/. Comp
tOil 1'. Unitcd Stnt~s. 334 F.2d 212.217-18 (4th Cir. 1964) (tax asscssment). 
1 tOIl'CI'cr, holding that the cxclusionary IUIe does not apply to uny type of cil'il 
procccding would be consistent .with the pattern of crosion denounC<!u by Ju~ticc 
llrcl\l\i\O. Nc\'crthcle5.~. the deterrent effe.:t of the ml~ is rCl'ognizcd as the si.::nifi
cant policy consideration., [,"c Uniteti SI.ltes v. Calandra, 94 S. Ct. 613, 619.20 
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A defendant has a tight to freedom from prosecutions which 
violate due process. Due process of law precludes the Government 
from obtaining convictions by methods which "offend a sense of 
justice."1~n Bad faith interference with a defendant's sixth amend
ment right to counsel constitutes a violation of due process. 
An unjustified seizure of assets through summary assessment so 
that the defendant is unable to afford to defend himself is ob
viously an offensive interference with the defendant's right to 
counsel. . 

Both the federaP30 and California13l constitutions guarantee 
a defendant the right to an attorney. These protection~ include the 
right to retain the attorney of his choice, if the defendant has ade
quate fund~.132 A defendant who becomes impoverished as a re
sult of a summary seizure of assets is denied the attorney of his 
choice by- government conduet.133 The right to counsel also re
quires that a defendant bl1 competently represented, and that the 
attorney's ability to present a defense not be impaired by conflict
ing loyalties t6 codefendants.134 As a result of the summary 
seizure of bis assets, a defendant may no longer be able 10 afford 
to retain a separate attorney and therefore may choose to share 
counsel with a codefendant.m Finally, in order to effectively 

(1974); United States v. Peltier, 43 U.S.L.W. 4918 (U.S. June 24, 1975). Author
izing assessments which are computed frolll llnlawfully seized cvidcnce, as in !allis, 
would only encourage law enforcement officers to continue their joint operations 
with the revenue agencies. which are intended to administratively punish potential 
criminal defendants. This type of conducl call be dcterred by application of the 
exclusionary role, and invalidation of such an assessment is clcarly supported 
by the policy considcratkllls which determine when the role should be applied. 

1~9 Rochin v. California, 342 U.S: 165, 173 (1952). See also Liscnba v. 
California, 314 U.S. 219, 236 (1941). 

130 U.S. CONST. amend. VI. 
131 CAL. CONST. arlo I, § 8. 
132 Crooker v. California, 357 U.S. 433, 439 (1958); Lee v. United St.'lt~s, 

2.35 F.2d 119, 221 (D.C. Cir. 1956). 
133 In United Slates ex r.e!. Ferenc v. Brierley, 320 F. Supp. 406 (1970), 

approximately $700 was seized pur:;lIant to lhe dcCendant's arrest, and his molion 
in slate com! for return of the (unds to retain an attorney was denitd. In grant
ing a writ of habeas corpns, thc federal district court held that the ri&ht of an 
accuSed to retain counsel of his OWII choosing is a fnndamental guarantee of the 
sixth amendment, and that in this case the defendant would have been able to 
retain cuunsel of his owu choosing if his money had been returned to him. Re
jecting the state's :ugllment thaI the error was harmless because a competent nt
tome), was appointed. the court noleO: 

We arc not here considering the question of his competence. We con
sider and decide. rather. that relator was entitled to counsel of his choice 
because he could afford it, no matter how \\'dl qualiiied COUI1-appoinlcd 
counsel may have been .. 

lif. at 409 (elllph:\~is in origin;Il). 
1;;~ Sec, r.t: .• ,\uslin \'. Erickson. 477 F.2d 620, 623 (8th Cir. 1973); White 

v. United States, 396 F.2d S:!2, 824 (5th Cir. 1968); Morgan v. United States, 
396 F.2d 110 (2.1 Cir. 1%8); Sawyer Y. Jjrough, 358 F.2t1 70. 73·74 (4th Cir. 
1966); Campbell v. United Slate.~. 352 F.2<1 359, 361 (D.C. Cir. 1965). 
• 135 Waivers of conflkt of iuterest which result from the financial problems 
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represent a client, the attorney must be in a position to employ 
. invcstigators1:lO and experts.137 The financial pressures imposed 

upoI1a defendant by the summary seizure of his. assets may result 
in an attorney failing to prepare the case thoroughly. At least 
one court has held that prosecuting a defendant while tying up 
funds necessary for his defense violates tho5e principles of fairness 
which are the essence of due process,lSB 

caused by a bad faith summary seizure may well be invalid. Although there is a 
split of authority as to whether a court is required to determine if joint representa
tion produces a conflict, it appears settled th.at once a court is alerted to the 
possibility of a conmct, it must take steps to avoid the conflict or to procure a 
waiver. United States v. F05ter, 469 F.2tl I, 4-5 (1st Cir. 1972); LoHar v. 
United States, 376 F.2d 243, 246 (D.C. Cir. 1967). The waiver must be free 
and uncoerced. Johnson v. Zcrbst, 304 U.S. 458, 464 (1938); Kaplan v. United· 
States, 375 F.2d 895. 89'.( (9th Cir. 1967); United States v. Liddy, 348 F. Supp. 
198, 200 (D.D.C. 1972). When a defendant accepts joint representation because 
his funds have been seized pursuant to a levy, the validity of which. cannot be 
challenged prior to the criminal proceeding, the defendant has probably not made 
a free and uncocrced exercise of .choice. The court in People v. Vermouth, 42 
Cal. App. 3d 353, 116 ChI. Rptr. 675 (4th Dist. 1974), explicitly rejected "the 
People's claim [that] the defendants [had] waived their right to be represented by 
separate independent counscl of their choice" liecause they had refused the court's 
offer to appoint separate attorneys to relieve the confl;ct. ld. at 361, 116 Cal. 
Rptr. at 680. 

If a conflict exists and an attorney represents more than one defendant, 
. ethical considerations require that the clients knowingly and intelligently waive 
. the conflict of interest. See ABA CODE OF PROFESSIONAL Rcsro:~SIOILlTY, Canon 
5, EC 5-14 through EC 5-19, DR 5-105; Rules 4·101 and 5-102 of the California 
State Bar, sct forth fol/owing CAL. Bus. & PROF. CODE § 6076 (West Supp. 1975). 
See also Holland v. Henderson, 460 F.2d 978, 981 (5th. Cir. 1972) (the 
attorney has an obligation to "sugg~st separate connsel and make a sufficiently 
full disclosure of the conflict that his clients may knowingly waive their right to 
counsel"). . 

136 See, e.g., United State v. Ketchem, 4iO F.2d 901, 904 (4th. Cir. 1969). 
Cf. United States v. Penick, 496 F.2d 1105, 1109-10 (7th Cir.), cert. denied, 
95 S. Ct. 177 (1974); United States v. Chavis, 486 F.2d 1290 (D.C .. Cir. 1973). 

13j In United Slates v. ilrodson. 136 F. Supp. 158 (E.D. Wis. 1955), rCI"d, 
241 F.2d 107 (7th Cir. 1957), the court dismissed an indictment for tax fraud 
when a defell(lanl's assels were levied upon pursuant to a jeopardy assessment and 
he was unable to hire an accountant who might have proven neceS~"lry to prepare 
an crfective defense. The Scventh Circuit recognized the possible prejudice but 
rel'elsed because the lower court silould havc tried the case and then ascertained 
if tlle lrhll ~\';\s Ilnfair. Uniled States v. Drodson, 241 F.2d 107, 109-11 (7th Cir. 
1957). 

13$ Unilt'd Slales v. Brodson, 136 F. Supp. 158 (B.D. Wis. 1955), The 
court found seizure of a defendant's funds by One branch of tile government and 
prosecution by another violative of due process: 

A referee in a bo.xing match who was not blind would not permit 
"holding and hilting." Here the Ta'{ ))cl'nrtmcnt is holding a defend
ant's assets. As a practkal matter it prevents him from acquiring other 
assets if he coulll do so. l'wbably il will be established that tllese as' 
sets arc actually olw,1 to the GOI'ertlment for taxes. Nevertheless, whilc 
th~ GO\'~mll!l'nt i~ h<.\\din~ thQ,;e as-,ets, to require the dcf~ndrult to 
stand trial nil a criminal charge such ns {his where accounting services 
arc so ob\'io\l~ly nCCC",Il"Y comes vcry close to the same ethics or stand· 
ards as "hl1lding allll hitting." 

ld. at l(i3. Courts have recognized the due process considerations, but refused 
to reyerse convictions when the defendant failed to raise the issue prior to 
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Another significant problem arises if the defendant files a re
fund suit in district court before the criminal trial. The defendant 
faces serious self-incrimination problems since hl~ bears the bur
den of establishing in the r~f(,nd suit how much tax is actually 
due.13~ 

TIL REMEDIES IN THE CkIMINAL COURTS 

A major concern of the defendant is recovery of his asse(s 
beforc the criminal trial. The remedies discussed above result in 
thc defendant incurring substantial additional legal expenses and 
are inadequate to ensure timely recovery.140 The most expedi
tious remedy, a suit for injunctive relief, presents difficult prob
lems of proof. A suit for refund may be barred by the full pay
ment requirement, is unavailable for at least six months, and 
forces a .defendant to make incriminating admissions. All civil 
remedies entail additional expense and delay. However, there 
are four methods by which the court trying the criminal case can 
provide the defendant with relief so that he is not deprived of 
assets during prosecution. 

A. Injunctive Relief 

The criminal court could grant the defendant injunctive 
relfef. The defendant would probably have little difficulty in 
satisfying the first requirement of Enochs, the 'absence of ade
quate legal remedies to protect him f-rom the irreparable harm of 
conv~ction and imprisonment which could result if the defendant 

trial and never made an offer of proof (O'Connor Y. United States, 203 F.2d 301 
(4th Cir. 1953», or failed to show that he could have presented a different 
defense with the services of an accountant. Summers v. United States, 250 F.2d 
132 (9th Cir. 1957). 

139 In Hamilton v. United Slates, 309 F. Supp. 468, 474 (S.D.~.Y. 1969), 
aiI'd, 429 F.2d 427 (2d Cir. 1970), cerl. dellied; 401 U.S. 9J:i, (1971), to prevent 
self-incrimination the court granted the defendant a continu,lJIce of the refund 
suit \mti! after criminal prosecUl·ion. Accord, Iannelli v. Long. 437 F.2d 317, 
319·20 (3d Cir:) , cerl, dellied, 414 U.S. 913 (1973). This solution to the risk 
of 'self-incrimination fails to recognize the defendant's need for the funds b~forc 
the criminal proceedings. See notes 141-64 & ·accompanying text ill/m. Forced 

,selection between the protection against self-incrimination and the right to coun
sel in the criminal proceedings may be unconstitutional. The Supreme Court in 
Simmons Y. United States, 390 U.S. 377 (1968), held that a defendant may not 
be forced to wai\'c onc constitutional privilcge in order to ilssert another. Ct. 
Garrit), v. New Jersey, 385 U.S. 493 (1967) (defendant may not be forced '10 

choose between fifth amendment rights and employment). The choice betwecn 
self-incrimination and the right to counsel is not prescnted to n defendant disputing 
the en"tire assesslIlent mther than the amount of indebtedness because he or she 
will not be fLlrced to pro\,e·a lesser amount of !iabilitythan that a~sertcd by the 
laxing ngeney. White v. C:lrdoza, 368 F. Supp. 1397 (E.D. Mich. 1973). 

HO S"" nolcs 50-124 & "('companying lext supra. 

80-321 0 - 77 - 31 
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is deprived 'of 1he use of the seized assets iil the criminal trial.141 

The second requirement for injunctive relief-impossibility that 
the Government could ultimately prevail-could be satisfied by 
establishing either that the assessment was invalid or that the de
fendant had assigned the assets to an attorney before the taxing 
agency had perfected its c1aim.142 Although there is no prece
dent for the issuance of an injuIlction by a criminal court in these 
circumstances, the practical unavailability of any other forum 
should result in the criminal court providing a remedy.143 

A significant problem with granting injunctive relief is that 
the taxing agency is not a party to the pending case. Since the court 
would not adjudicate rights to property without the presence of all 
interested parties, it could either issue a temporary restraining or
der or subpoena the taxing agency and hold a full evidentiary 
hearing prior tQ the trial. 

B. Refum of the Assets 

The criminal court can order return of the assets without liti
gating the validity of the underlying assessment if the taxing agency 
has not yet levied. A tax lien without a levy is merely a cloud on the 
title to ownership and docs not deprive the rightful owner of.poss·es
sion of prQperty subject to the lien.14-I In ordering the return of 
funds, the court docs not have to adjudicate the validity of lien 
rights, but need only determine the rightful owner and return the 
fimds to him.H5 

Federal statutory authority for return of a defendant's funds 
can be found in the Federal Rules of Criminal Proeedure146 which 
authorize courts to return illegally seized property. \Vhether as
sets levied upon pursuant to an invalid a~sessment are "illegally 
seized" under a statute traditionally applied to seizures in violation 
of the fourth amendment is open to question. A more likely 
source of authority is Federal Rules of Criminal Procedure section 

141 See notes 85-90 & accompanying text slI[lra. 
H2 The assignment would take precedence if it were made before either 

service of a notice of levy by the IRS or an order to withhold or a warrant from 
the Franchise Tax Board. EYen if the assignment were made subsequent to a 
tax lien, the assignee would have priority so long as he or she took the assignment 
prior to filing of the lien. See notes 112-2 I & accompanying te:>.t .II/pm. 

143 A ta:-.payer might advance the following reasons for injunctive relief: 
thaI prcjudice from the assessments was intimately related to the criminal pro
ceedings, that other forums offered inadequate rcmedies, and that misconduct of 
the taxil1,!! authorities threatened the integrity of the criminal proceedings. 

1;-1 United Sinies v. Hoper, 242 F.2d ~6B (7th Cir. 1957). See \\'yshak, 
EllfC'1 01 (! "'Llllard), Ass,'ss/I/t'/ll 011 Iile 1'IIX Li(,Il, 30 TAXES 347, 348 (1952). 

14" People v. Vermouth, 42 Cal. App. 3d 353, li6 Cal. Rptr. 675 (4th Dis!. 
1974). 

H6 FED. R. GRIM. r. 41(c). 
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57(b): which permits federal courts to "proceed in any lawful 
manner not inconsistent with these ntles or with any applicable 
statute." Recent cases have held that California criminal courts 
have the power to return funds, seized with or without a \varrant, 
under comparable provisions of the California Penal Code.147 

TIle supervisory authority of federal courts provides a poten
tial jurisdictional basis for returning funds to which the tax collec
tor r.:;serts a claim. However, this power is invoked with "restraint 
and caution"H8 and is "subject to equitable principles."14D Equi
table jurisdiction may be satisfied· if the defendant can estab
lish that' he otherwise qualifies for injunctive relief under the 
principles of Enoc/zs.1no Similarly, if the govcrnment has no 
valid claim because the defendant assigned his interest in the 
funds to counsel prior to notice of levy or filing of a tax lien, 
the funds should be returned to the attorney-assignee. Al
though a foundational requirement of this type would limit relief 
to cases in which the GoveTI1ment's claim was completely frivo
lous, authorizing the return of funds to the defendant or an attor
ney-assignee in such circumstances would deter bad faith assess
ments. This reasoning apparently was followed by the criminal 

147 The CalifOlllia Penal Code authorizes a conrt to relurn properly seized 
under an invalid warrant, or property not described in a warrant. CAL. PEN. , 
CODE § 1540 (West 1972). TIle court in Gershcnhorn v. Superior Court, 227 
Cal. App. 2d 361, 38 Cal. Rptr. 576 (2d Dist. 1964), concluded that return was 
also proper in tilC ab~ence of a warrant: 

We deal with property scized by a public officer, acting under the color 
of his status as a law enforcement officer. . .. We regard property 
so taken and so held as being as much held on behalf of the court in 
which the contemplated prosecul.ion· will be instituted as is property 
taken and held under a warrant. . .• [The seizing officer] must re
spond, as does any custodian, to the orders of the court for which he 
acted. . 

[d. at 366. In issuing a writ of mandate ordering the trial court to entertain the 
defendant's motion for felum of f\lnds subject to tax liens, and assigned to an 
attorney, one California court held that authority to order Ulerc!urn of funds was 
unquestionable: 

Authority to release ... [seized funds] is within the express power con
fefred by Penal Code section J 536, which pn1l'ides all properly t.t{;en 
under a search II arrant is subject to the order of the court "in which the 

. offense in respect to which th¢ property ... ta!"cn is triable." 
Duker v. Superior Court, 25 Cal. App. 3d 1085, 1089, 102 Cal. Rptr. 494, 496 
(4th Dis!. 1972). 

14S Fifth Ave. Peace Parade Comm. v. Hool'er, 327 F. Supp. 238, 242 (S.D. 
N.Y. 1971). 

HO Lord v. Kelley, 223 F. Supp. 684, 689 (D. Mass. 1963). 
150 In Hunsucker v. Phinney, 497 F.~d 29 (5th Cir. 1974), CNI. granted, 95 

S. Ct. 1124 (1975), the criminal court held (hat it had power (0 grnnt the dc
fendant's motion for return under equitable principles, but observcd that it must 
first "inquire whcther those principles warrant jurisdiction in this c:\<;e." . It!. at 
34. TIlc court concluded that a I efund suit was an adequate remedy and that 
the defcndant would not suffer irreparable harm while awaitinG the outcome of 

'1he s\lit. . . 
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court in United States v. BOllagllro,l5l which granted a defendant's 
nonstatutory motion for return of his funds after he established 
that the IRS had made a jeopardy assessment With no inquiry into 
his true tax liability. 

A substantial body of precedent authorizes federal courts to 
return illegally seized property prior to indictment.] G2 These cases 
find jurisdictioll in the inherent authority of the court over its offi
cers.m Although several older cases indicate that IRS agents are 
110t included within this doctrine,lG4 more recent decisions have 
expanded the reach of the supervisOly power to include revenue 
agents.1f1G A recent California case has found that the criminal 
court has au t1:ority to order the return of funds subject to tax liens 
under the "inllcrent power of the court to control and prevent the 
abuse of its process."15G 

If the taxing agency failed to levy, a court might be reluctant 
to endanger eventual collections of the tax by returning the funds. 
Although any intcr~sts of the taxing agency would theoretically be 
protected because a ta.'i.lien attaches to after-acquired property, the 
defendant's future income may be severely curtailed if he 
is incarcerated. If the defendant assigned the assets to an 
attorney, however, transferring the funds to the attorney can
not further endanger collection of the tax because the assets are the 
property of the attorney-assignee. 

If the IRS has levied on the funds, a motion for return of the 
funds would necessitate appearances by all parties. A levy is the 
seizure of a particular piece of property, and it transfers ownership 

151 294 F. Supp. 750 (E.D.N.Y. 1968),' a/I'd, 428 F.2d 204 (2d Cir.), 
crr/. dCllied, 400 U.S. 829 (1970). While the court did not articulate the juris
dictional grounds for returning the defendant's funds, it did note that return 
was proper becausc the IRS had established no right to the funds. 

]52 See, e.g., III re Grand Jury Proceedings, 450 F.2d 199 (3d Cir. 1971), 
aiI'd wb 110111. Gelbard Y. United States, 408 U.S. 41 (1972); SmiUl Y. Katzen
bach, 351 F.2d 810 (D.C. Cit. 1965). 

] ~3 The classic statement of this theory, followed in numerous C.1SCS, was 
set out by Judge Hough in United States Y. Maresca, 266 F. 713 (S.D.N.Y. 
1920) : 

Whenever an officer of tbe court has in his possession or under his 
control booJ..s or papers, or (hy parity of reasoning) any other articles 
in which the court has official interest, and of \\'hich any. person 
I;\\'hether parlY to a pending litigation or not) has been unlawfully dc
pri"ed, that person may petition the court for restitution. This I take 
to be an clemcntary principle, depending upon the inherent disciplinary 
power of any court of record. 

Id.nt717. 
1M Scc, e.g., Eastus Y. Bradshaw, 94 F.2d 788, 789 (5Ul Cir.), cert. dellied, 

30-1 U.S. 576 (1938). 
155 Hunsucker v. Phinney, 497·F.2d 29 (5th Cir. 1974), cerro crallte'd, 95 

S. Ct. 1124 (1975); Smith Y. Kalzenbach, 351 F.2d 810 (D.C. CiT. 1965); Lord 
Y. Kelley, 223 r. SllPP. 684, 6SR-S9 (D. Mass. 1963). 

an Buker Y. Superior COllrt, 25 Cal. App. 3d lOSS, 1089, 102 Cal. Rptr. 
494,496 (4th Dist. 1972). 
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to the Govcr11mentY,7 Since a levy does affect ownership rights, the 
court could order the return of property to the defendant 
or his assignee only jf the Goverrunent, a potential claimant, were 
before the court. However, the court could order the JRS to appear 
fur purposes of adjudicating ownership and thereby avoid lengthy 
delays which would prejudice the defendant's rights.l(iS 

T.he interest of the prosecution in preserving seized funds as 
evidence in the criminal proceedings is not an insurmountable 
problem. It can be resolved by stipulations or photographs of the 
money.;5~ 

C. Continuance of the Criminal Case Pending Resolution of 
Civil Actions 

If the l:riminal court is unwilling to either enjoin the assess
ment oJ return the funds without altering the tax liability, it should 
be required to continue the criminal trial until the - defendant 
has had an opportunity to recover the funds in a civil action. 
However, a continuance is the least desirable form of relief because 
the defendant will deplete his resources obtaining the re
turn' of the funds, and will be denieq th~ right to a speedy 
criminal trial. Although there is no express federal authority for 
this remedy/co a Caiifomia court has held that· a defendant 
is entitled to a continuance until the:: conflicting claims to owner
ship of the seized funds are resolved in a separate civil aClion.101

• 

In7 INT. REV. CODE OF 1954, §§ 6331, 6337(c). 
l5S The court in Gershcnhom v. Superior Court, 227 Cal. App. 2d 361, 38 

Cal. Rptr. 576 (2d Disl. 1964), rejected the state's argument that an action in 
claim and delivery or conversion was an adequate allernatil'e to an order to 
return: 

[A)n action for convc:rsion gives only damages, not a return in specie. 
And the c:\pensc and complicalion~ of bonds and olher proccdmes in
volved in claim and delivery seem an unnecessary apparatus to recover 
property which ... is already in the hands of the court. 

ld. at 366. 33 Cal. Rptr. at 578. 
15P The usc of stipulations to avoid intrOducing cvidence is firml~' established 

in California lull'. Sec People v. Perry, 271 Cal. App. 2d 8-1, 101, 76 Cal. Rptr. 
725. 736 (1st Dist. 1969); People Y. Gonzales. 262 Cal. App. 2d 286, 290·91, 
68.Cal. Rptr. 578. 581 (4th Dist. 1968). The court in Buker v. Superior Ct., 
::!5 Cal. App. 3d 10S5, 102 Cal. Rplr. 494 (4th Disl. 1974), notcd that the evi
dentiary value of currency could be preserved through photographs. and S\lggc~tcd 
that "if the prosecuting attorney sincerely believed the currency, as slIch, was 
admissible in el'idence he might have lkmonstratcd his good faith in the premises 
by offering defendants a county warrant in the same amount." Id. at 108S, 102 
Cal. Rptr. at 495. 

160 The court's duty to postpone the criminal case can be inferred from 
cases requiring a continuance \Intil a dcfcrlllant has aueqllate opportunity to ob
tain an allorncy of his choice. Sa United St:l!c~ 1'. Johnstoll. 31S F.~d 288 (6th 
Cir. 1963); Rcldord Y. United States. 2!!S F.2<1 298 (9th Cir. 1961). 

101 • People \'. Vermollth, 42 Cal. App. 3d 353, 116 Cal. Rptr. 675 (4th 
Dis!. 197-1). As n strate'gic consideration, a continuance may force the prose
cutor to pressure the ta.'l:ing IIgency into returning the funds so that the criminal 
trial may proceed. . 
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D. Di.l'miss{ll of the Criminal Charges ~r FllrnishiJ/g of 
Altcmati\'c Funds 

A court refusing to exercise any of the above options lG~ 
should dismiss the criminal charges if the defendant makes an 
initial showing that the assessment is invalid or if for some other 
reason the Govemment is not entitled to the funds. Courts have 
the authority to dismiss criminal charges because of govemmental· 
misconduct.lOa One federal court has dismissed charges without a 
showing of misconduct when the defendant wllOse assets 
had been seized by the taxing authorities established his need for 
funds to adequately defend his criminal prosecution.le.j An alter
native to dismissal is for the governmental entity prosecuting the 
defendant to provide him with altcmative funds for use in the 
criminal defense. lG;; Although this would place a burden 
on the publ~e freasury, public funds are frequentlj expended to 
remedy fortuitous disadvantage, as when an indigent defendant is 
provided with an attorney and other services needed to secure his 
sixth amendment rights. 100 The prosecutor's use of public 
funds to prevent dismissal is even more appropriate when he 
is simply repairing deprivations produced by. governmental mis
cond uet. 1 07 

CONCLUSION 

The summary assessment and seizure of assets of criminal 
defendants raises significant constitutional problems. If the 
defendant obtains review of the assessment in a civil pro
ceeding before the criminal case, he may be required to ad
mit incriminating facts. If the defendant cannot obtain re-

1G2 Sce notrs 92·104 & accompanying text slIpra. 
IG3 United States v. Bryant. 439 F.2d 642 (D.C. Cir.), alfd UP01! remalld. 

448 F.2d 1182 (1971) (per curiam); United States v. Apex Distrib. Co., 270 
F.2d 747 (9th Cir. 1959); United States v. Acosta, 386 F. Supp. 1072 (S.D. Fla. 
1974). 

104 United States v. Tlrodson, 136 F. Supp. 158 (E.D. Wis. 1955), rCI"d, 
2·11 F.2d IP7 (7th Cir. 1957). For cases in which couns have dismi~~d charges 
after the Govcrnment refuscd to supply funds necessary for investigation and 
travel expenses see note 165 infra. 

1115 .In Davis v. Coiner, 356 F. Supp. 695 (N.D.W. Va. 1973), petitioner 
was granted habeas corpus rdief N:can,e he was denied effective assistance of 
counsel when thl' court refused to pro\'idc his appointcd attorney with the lleces· 
sal)' funds to d~posc alibi witnesses in another slate. In United States v. Products 
Markrling. 281 F. Supp. 348 (D. Del. 1%8), charges were dismissed apins! 
sC\'cm! illdigcnt defendants because the GO\'cmmcnt \\'o\\ld not prm'idc them 
with funds 10 C'opy voluminolls rdevant documents and to relurn to the jurisdic-
li..l11 to con~ult \\ itlt their allorncy. . 

100 St'('. c.g., Gilleon v. \Vainwri~ht. 372 U.S. 335 (1963); Griffin \'. Dn· 
nois, 351 U.S. 12 (1956) . .'1,,(, aim note 136 supra. 

101 United Slales \'. Brodson, 136 F. Supp. 158 (E.D. Wis. 1955), r(!\"d, 
241 F.2d 107 (7th Cil'. 1957). Sec note 138 SUpra. 
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view of the assessment prior to the prosecution, as is usually the 
case, his assets are unavailable for the criminal defense. The 
problem is exacerbated by compelling evidence that assessments 
are often made without any informntion about the defendant's in
come. The clear inference is that assessments against criminal de
fendants arc often used to administratively punish suspects and to 
impede their defense, not to raise revenue. . 

In light of the inadequacy of existing civil' remedies, the de
fendant should have an opportunity to recover, funds nec:
essary to properly defend his case, in the most appropriate forum, 
the criminal court. Although relief from tax assessments may at 
first appear to be a solely civil matter, the impact of a summary 
assessment on a defendant's right to a fair trial and the absence 
of an adequate civil forum make it incumbent upon criminal 
courts to provide meaningful relief. If the defendant's assets are 
seized in bad faith, only the criminal courts arc capable of pro
viding a range of effective remedies that will ensure a fair 
trial and deter future abuse of jeopardy tax procedures. t 

t After tbe press deadline for this 'issue of the UCLA Law Re\'iew, the 
California Supreme Court filed its opinion in Dupuy v. Superior Court, ,No. L.A., 
30381 (Cal. Sup. Ct., filed Aug. 13, 1975), discussed in note 108 supra. In 
Dupuy, the Franchise Tax Board issued jeopardy assessments against the tax
payer and then seized his property. The taxpayer sought a preliminary injunc
tion'to prevent the sale and to order the return of the property. The trial 'court 
concluded that an anti-injunction provision of California law precluded it from 
exercising jurisdiction. lei. at 7, 8 n.7. In .an opinion amhored by Justice 
McComb, the Court adopted the exception to the federal anti-injl1nction stat
ute articulated in Enochs y. Williams Packing & Navigation Co., 370 U.S. 1 
(1962). SCC! notes 83-104 & accompanying text supra. A California trial court 
now has jurisdiction to enjoin a jeopardy assessment seizure of propeny if the 
taxpayer establishes that he or she (1) has no adequate remedy at Jaw and (2) is 
certain to succeed on the merits. In Dupuy, the Supreme Court approved the 
holding in Shapiro v. Secretary of State, 499 F.2d 527 (D.C. Cir. 1974), cuI. 
gran lcd, 43 U.S.L.W. 3451 (U.S. Feb. 18, 1975), discussed in notes 102-04 & 
accompanying text s/lpra, and concluded that when a taxpayer seeks injunctive 
relief, the Franchise Tax Board "must show good faith ••• and to do so, it is 
required to reveal the foundation for its c1aim[ed assessment] ...• n Dupuy v. 
Superior Court, supra at 16. Although rejecting the argument that a taxpayer is 
entitled to an administrative healing prior to the seizure of property, the Court held 
that due process requires a post·seizure bearing before any properly is sold. The 
opinion is unclear as to whether a taxpayer is en tilled to a prompt and meaning
fuJ post·seizure bearing when assel~ such as currency arc seized. Sec note 1013 
supra. 
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[From the Journal of Taxation, August 1976] 

THE PRIVAOY AOT OF 1974: How IT AFFEOTS TAXPAYERS, PRAOTITIONERS 
AND THE IRS 

(By William J. Bowe) 

"The privacy Act of 1971;, among other thin.gs, mal.;es it p088ible for 
individuaZ tampayer8 to el1JlMnine and amend information. about them 
whiclb the Service has collected and stored. The author analyzes the 
impaet of the A.ct on tampayer8 and the Service." 

Many practitioners were probably asked by their clients about the significance 
of a half-page announcement in their 1975 tax returns, entitled "Privacy Act 
Notification." This notification was but one of a host of changes which the Pri
vacy Act of 1974 ' brought to the collection, maintenance, and use of taxpayer 
information. Briefly, the Act restricts the collection of improper personal infor
mation by lfuderal agencies and for the first time, gives individuals the legal right 
to compel deletion or amendment of Federal records concerning them, where 
such records are inaccurate. For background information see the material in 
the box on page 75. 

The Privacy Act was passed by the Congress on December 31, 1974, and be
came effective on September 27, 1975. Prior to the effective date, the Act pro
vided that every Federal agency, including the IRS, publish in the Federal 
Register a list of each "system of records" under its coutrol from whIch informa
tion can be retrieved by the name of an individual or by some other identifier 
assigned to an individual (such as their Social Security number).2 Thus, 011 
Au@st 26, 1975, the Treasury on behalf of the IRS, published in the Federal 
Register notice of the existence of over 200 separate IRS systems of records fall
ing within the definition of the Act, In all, 8,000 ::>eparate systems of records 
containing files on millions of individuals were identified by Federal agencies." 

According to the IRS, it maintained files on individuals in the following cate
gories: Public Affairs, Accounts, Collection and Taxpayer Service Accounts and 
Data Procesr,ing; Collection; Administration; Fiscal Management; Facilities 
Management; Personnel; Audit; Appellate; Intelligence; Office of International 
Relations; In:;pection; Planning and Research; Technical; Office of Chief Coun
sel; as well as a catch-all category entitled "General Items Not Otherwise 
Numbered." 

Typical of the specific systems of records within these categories are: Sys
tem 22.011, Card Index File of Erroneous Refunds; System 22,055, Tax Prac
titioner, Extension-of-Time Card File; System 42.012, Tax Shelter Program File; 
System 46.005, Electronic Surveillance File; System 60.002, Bribery Investiga
tion File. 

In a triumph of bureaucratic euphemism, the infamous IRS "enemies list," 
which helped prompt passage of this kind of legislation, became System 26.023, 
Defunct Speciai Service Staff File Being Retained Because of Congressional 
Directive. 

As to. each of these uystems of record'l, there was disclosed in accordance with 
the Act: the name and location of the system; the categories of individuals un 
vvhom records are maintained in the system; the categories of records in the 
system, the routine uses of the records contained in the system, including the 
categories of users and the purpose of such use; the policies and practices of 
the IRS regarding storage, retrievability, access, controls, retention and disposal 
of records; the title and business address of the IRS official responsible for the 
system, the procedures by which an individUal can obtain notice if the system 
of recol:ds contains information pertaining to him; and the procedures by which 
an individual can obtain access to and contest the content of a record in the 
system.' 

The Act also codifieR standardS concerning the collection, maintenance, and 
use of taxpayer information. To the extent it did not before, the IRS now is 
to maintain only such information about an individual as is relevant and neces
sary to accomplish the purpose for collecting the information established by 
statute or Executive Order." The IRS also must now maintain all records with 

1 P.L. 93-579. 12/31174. 5 U.S.C., Section 552(a)-(Q). 
'5 U.S.C., Section 552(e) (4). 
3 Speech by David F. Lincives, Chairman, Privacy Protection Study Commission, 

11/18171). 
• 5 U.S.C .• Section 51)2 (e) (4) (A)-(l). 
s 5 U.S.C., Section 552(e) (1). 
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such accuracy, relevance, timeliness, and completeness as may be necessary to in
sure fairness to the individilal.° 

Further, the obligation was imposed upon the IRS to inform every individual 
whom it asks to supply information of the authority which authorizes the solici
tation, the principal purpose for which the information is intended to be used, 
the routine uses to be made of the information, and the effects on the indi
vidual, if any, of not providing all or any part of the requested information: 
Thus, it was that FQrm 1040 came to have its second page taken up with the 
"Privacy Act Notification." 

Those who read the notice discovered, hardly to their surprise, that the principal 
purpose for sOliciting tax return information is to administer the Internal Re
venue laws of the United States. They also learned that the Internal Revenue 
Code imposes penalties for failure to file a return; failure to supply information 
required by law or regulations; failure to furnish specific information required 
on return forms; or for furnishing fraudulent information. Routine uses of tax 
return information were specified as including disclosures: to the Department of 
Justice in connection with actual or potential criminal prosecution or civil 
litigation; to other Federal agencies; to states, the District of Columbia, the 
Commonwealth of Puerto Rico or possessions of the United States to assist in 
the administration of their tax laws; to other persons in accordance with and 
to the extent permitted by law and regulations; and to for.eign, governments in 
accordance with treaties with.the United States. 

With certain limited exceptions, the Act prohibits the IRS from diseloRing 
information concerning individuals to any outside party without that individual's 
consent.s The major exceptions include: disclosures which are compatible with 
the purpose for which the information was collected; disclosuxes for statistical 
research which do not involve identification of the individual involved; dis
closures to the National Archives; disclosures to other agencies or state and 
local tax author1ties for civil or criminal law enforcement activity; and dis
closures pursuant to court order. 

Also, the IRS is now under an obligation to keep an p-ccurate accounting of 
the date, nature and purpose of each disclosure of a record made to another 
agency and, except where civil or criminal prosecutions are involved, the IRS 
must mal{e this accounting available to the individual upon his request." 

StluLy Oommission ana return confiaenUality. The Act also establishes a Privacy 
Protection Study Commission with seven members. The Commission is authorized 
and directed to report to the President and Congress 'at a later date "wheth2r 
the Internal Revenue Service should be prohibited from transferring individually 
identifiable data to other agencies and to agencies of State Governments." 1. 
Thus, the Act at least opened the door for limiting even further presently permis
sible disclosures. 

The Commission published the following recommendations on June 9, 1976, 
and sent them to Congress." 

1. That no disclosure of individually identifiable data by the IRS be permitted 
without the prior, written consent of the individual to whom it pertains, except 
when such disclosure has been specifically authorized by Federal statute; 

2. That the Congress provide by statute that ,the IRS Commissioner may dis
close to a Federal or state agency that is specifically authorized by statute to 
obtain individually identifiable informa,tion from the Service only such informa
tiun as that agency needs to accomplish, the purpose for which such disclosure 
tS made and, further, that the Commissioner adopt administrative prl)cedures 
that permit public scrutiny of the Service's compliunce with this statutory 
requirement; 

3. That the Congress specify in each statutory authorization for disclosure 
the categories of information that may be disclosed and the puxpose for which 
the information maybe used; and 

4. That a recipient of individually identifiable informa:tion from the Service 
be prohibited from redisclosing such information without the consent of the 
individual to whom it pertains, unless specific authorization for such redisclosure 
has been expressly provided by Federal statute. 

In its most controversial specific recommendation, the Commission recom
mended that. Congress prohibit the Commisbioner of Internal Revenue from 

.5 U.S.C., Section 552(e) (5). 
15 U.S.C., Sections 552(e) (3) (A)-(D). 
85 U.S.C., Section 552(b) (1)-(11). 
05 U.S.C., Section 552(c). 
10 Privacy Act of 1974. Section 5(c) (2) (B) (li). 
11 Priv!l~y Protection Study Commission, Federal Tax Return C(\nfidential1ty, 6/9/76. 
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disclosing individually identifiable information about a taxpayer to another 
Federal agency for non-tax law enforcement purposes unless the Commissioner 
is in receipt of a court order directing it to release the information. In 1975 
alone, the Justice Department sought tax return information of 2,374 taxpayers 
suspected of vl}.rious criminal offenses. The Commission's recommendution in 
this area, therefore, would be ,a sharp break from past procedure. 

Taw Reform BiLL of 1975. In a related development, certain other aspects of 
confidentiality of tax information have been dealt with recently in the Tax 
Reform Bill of 1975 (H.R. 10612), passed by the House and sent .to the Senate 
on December 4, 1975. In its Report on the Bill, which is still pending before 
Congress, the House Ways and Means Committee suggested that a new Section 
6110 be added to the Code. The new Section would codify recent court decisions 
under the Freedom of Infutmation Act," holding that private rulings issued by 
the IRS are not exempt from disclosure under Sections 6103 and 7213. The Bill 
would also provide for disclosure of technical advice memoranda and determina
tion letters. 

The Bill contains a number of limitations on these disclosures, however. There 
is no provision for public inspection of IRS determinations (including written 
determinations issued at the district director's level, as well as National Office 
rulings) in cases where it is not contemplated that the determination will be 
disclosed to the person involved. Further closing agreements between the IRS 
and a taxpayer, which finally 'determine the taxpay~r's tax liability with respect 
to a taxable year, would not be made. 

Perhaps most importantly, the Bill provides that commercial or financial 
information or trade secrets may not have to be disclosed, where such disclOSure 
would cause a taxpayer material financial harm. There is also a provision for 
nondisclosure of information which would (!onstitute an unwarranted invasion 
of personal privacy, including, but not limited to, a pending divorce, medical 
treatment, adoption of a child or the amount of an individual's gift. 

The Committee on Finance of the U.S. Senate released a number of tentative 
decigions on the bill on May 26, 1976. The Committee made a numb~r of technical 
-:ecommendations with respect to the Bill's proviSions relating to the disclosure 
of private letter rulings. In the area of disclosure as __ return informll.tion, 
the Committee on Finance tightened the regulations dealing with disclosures 
to the Congress and the White House, and in essence __ with the Privacy Protec
tion Study Commission by agreeing to require that such information be subject 
to disclosure to Federal agencies for non-tax crimial purposes only upon the 
issuanco of the order by a Federal district court. The order would only be able 
to be issued upon a showing that there was probable cause to believe that a 
specific criminal act has been committed, that there was a reasonahle belief that 
the information contained in ·the return was prohibitive of the commission of 
a crime and that no other 'Ulternative of information was readily available. 
New right8 for illdivid.ua~8 

Under the Privacy A.ct, individuals now have the right to request access to 
records pertaining to them. They have the right to review 1Jhe records and have 
copies made. They also have the right to request correction of records which they 
believe are inaccurate, irrelevant, untimely, t)r incomplete. If such a correction is 
refused, reasons must be given and the individual has the rght to request an 
internal review of such refusal.'" 

If an individual taxpayer still is unsatisfied, he has the right to bring a 
civil action in a federal district court to seek an order directing the IRS to 
amend the record.'" Should the taxpayer meet the necessary burden of proof 
and prevail, he will be entitled to recover the costs of the court action, attorneys' 
fees, and not less than $1,000 in actulli damages. 

Detailed rules ant! regulations r,overning the procedures by which individual 
taxpayers may assert their rights under the Privacy Act have also been pub
lished." 

Generally, where there is a new act affecting a Federal agency, there are new 
forms. The Privacy Act is no exception to this rule. Individual taxpayers wishing 
to assert their rights lmder the Act can do so by filling out new Form 5394. 
Request for Notification and Access-Systems of Records. 

12 t; U.S.C., Sections 5fi2(d) (2) (B) (l), (11) and (3). 
13 5 U.S.C .. Section 1152(~). 
" 40 Fed. Reg. 45,684-45.692, 10/2/75. 
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Exelnptions to file acce88. The right of individual taxpayers to have access to 
and amend portions of systems of records containing information concerning 
them is limited by the Act's provision for exempt systems of records. Among 
the exempted systems are those pertaining to the enforcement of criminal laws 
or record systems otherwise containing investigative material compiled for low 
enforcement purposes.'· 
Long-tern~ effort 

It is still too early to determine the long-term effect of the changes wrought 
by the Privacy Act of 1974. The IRS and other F~deral agencies have been forced 
to look within their own houses ,and place on the public record evidence of the 
files they maintain on individual Americans. Those individuals, in turn, now have 
the right to examine much of this information and correct it where it proves 
inaccurate. How many individuals will actually avail themselves -of their 
new rights in the years ahead is hard to tell, although to date there has certainly 
been no stampede by citizens for access to IRS records that pertain to them. 

With the increasing complexity of our society and our Government, citizens 
concerns over the files the Government maintains on them has grown. The Pri
vacy Act has been burdensome for Federal bureaucracies, including the IRS. 
They haye had to eXlilmine their operations and devise new procedure!; in order 
to comply with the Privacy Act. However, this burden seems minor when 
balanced against the fact that individuals now can find out what the Govern
ment knows about them and can complain and correct inaccurate information. 
Further, the Privacy Act means that "enemies lists" are out, and civil and 
criminal remedies have been established to insure this remains the case. 

j55 U.S. C., Sections 552(j), (k). 

LEGISLATIVE POLIOY LEADING Up TO PRIVAOY Am 

Increasing computerization of Government records and files during the decade 
of the 1960's, coupled with the Watergate revelations of abuses by the IRS and 
other agencies, combined to set the stage for passage of the Privacy Act. Thus, 
passage of the Act can be attributed in part to computer salesmen, and in part to 
former President Richard M. Nixon, whose IRS "enemies list" politically catalyzed 
Congressional liberals, moderates and conservatives to enact privacy legislation. 

IFrom the very beginning of our republic, Congress has debated and enacted 
legislation affecting the disclosure of information collected by Government agen
cies and departments, including the tax eollection authorities. 

'In 1789, the head of each department 'Of the Federal Government was author
ized to prescribe regulations dealing -with the "custody, use and preservation of 
the record'S, papers and property appertaining to it.'" There is little evidence 
over the next 100 years of the extent to which the so-called housekeeping provi
sion of 1789 affected the disclosure or nondisclosure of inf-ormation falling under 
the control of Federal tax collection agencies. 

In 1870, however, Congress specifically denied tax collectors the right to publish 
tl'.X returns." Then, under the Income Tax Act of 1894, the Congress went a step 
further and established penalties for the disclosure 'Of income tax return informa
tion. The Tariff Act of 1909 briefly opened corporate tax records to the public, 
but the next year, the Appropriations Act of 1910 restricted this disclosure policy 
by requiring that corporate returns not be availa!ble for publil! scrutiny unless the 
President or the Secretary so provided. 

The secrecy of tax records was debated by the Congress regularly from 19'13 
to 1924, with the secrecy of tax records generally maintained. 

A shift in this policy occurred upon passage of the Revenue Act of 1924, which 
provided for public listing 'Of taxpayers and their incomes. The negative reaction 
to this reversal in policy -was s'Wift, and in 1926, the publication of taxpayers and 
their incomes -was prohibited by Section 257 of the Revenue Act of that year. 

'President Hoover, in an Executive Order issued in 1931, f·or the first time 
authorized disclosure of individual income tax returns to state tax officials. In 
1935, the Congress limited such disclosures by making them solely for the purpose 
of state or local tax purposes. At this time, Congress also repealed its 1934 "pink 
slip" provision which would have authorized disclosure of individual income tax 
information at -the discretion of tax collectors. 

'fi U.S.Coo Section 22 (1789). 
2 For n fuller description of the history of disclosure policies 1870-19J5, see "Disclosure 

History," Midwest Revenews, October/November 1975, pp. 3-4. 
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ISection 55 of the Code, adopted by the Congress in 1939 (carried forward as 
Section 7213 of the 1954 Code) , provided for criminal penalties to be levied 
against state or Federal officials guilty of unauthorized disclosure of Federal 
income tax data. 

The Administrative Procedure Act of 1946 3 in its Section. 3, reflected an attempt 
to make Government records more available to the public. The Section reflects 
the philosophy that Governmental operations and procedures should n.ot be hidden 
from public view where there is no 'Substantial reason for non-disclosure. Section 
3 also contained, however, sufficient loopholes to p'lrmit non-disclosure where there 
was invoived "any function of the United States requiring secrecy in the public 
interest" or where there were records "required for good cause to be held con
fidential." In 1958, these loopholes resulted in the Congress passing the Moss
Hennings Amendment to the 1789 "housekeeping" provision. The amendment 
stated: "This section does not authorize withholding information from the public 
or limiting the availability of records to the public.'" 

Since even this amendment resulted in no fundamental shift in opening general 
Government records, including tax records, to public view, the Congress after 
extensive debate passed the Freedom of Information Act of 1966 (5 U.S.C., 
Section 552). 

The Freedom of Information Act of 1966 established that disclosure of informa
tion held by the Government would be the general rule not the exception, 'and 
that all individuals would have equal right to access to such information. The 
structure of the Freedom of Information Act made it a "disclosure law" not a 
"withholding statute." For the first time, the act required agencies of the Federal 
Government to publish in the Federal Register 'statements of policy and inter
pretations, administrative staff manuals and instructions to staff, that affect 
members of the public, except where such materials were promptly published 
and offered for sale to the public. 

The disclosure policy of the Freedom of Information Act did not reverse the 
historical policy of maintaining the secrecy of tax records, however. The Act 
included a section authorizing the non-disclosure of information which would 
otherwise be a "clearly unwarranted invasion of personal privacy." Further, the 
act did not reverse the effects of other federal statutes specifically forbidding 
the disclosure of various categories of governmental information. 

If one looks back at the history of our country's policy toward the disclosure 
or Hon-disclosure of Governmental information generally, and taxpayer-related 
information speCifically, it can be seen that the clear thrust has been toward 
non-disclosure. The Freedom of Information Act of 1966 reflected a sharp turn 
toward disclosing broad categories of information concerning government agen
cies and departments, and their conduct of the public's business, but taxpayer 
privacy was not thereby eroded. 

35 U.S.C., Section 1002 (1946) . 
• P.L. 85-619 (1958). The statute as it presently exists is now codified as 5 U.S.C .. 

Section 301. 
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INTERNAL REVEi'WE CODE OF 1954", SECTION 7421 (a), THE 
ANTI.INJUNCTION ACT: JUDfCIAL :\IUZZLE MAKES FOR 

SERVICE MUSCLE 

There is aile difference be/ween a lax collector and a ta:cicie. list
the ta:tiderm;st leaves the hide. 

" -:Mortimer Caplan, fanner Commissioner of Internal Revenue 

Essential to the elTective functioning of any government is the generation 
anti protection of rcvenue. The disparate components of American society, . 
however, have frequently compelled federal I<-gislators to recognize other, 
sometimes competing. goals. Through an integrated Internal Revellue Code, 
Congress has attempted to harmonile these divergent objectives. 

In addition to the familiar graduated tax on income, the Code embraces 
other revenue gel/crating measures. Among these is the "Wagering Excise 
Tax,l which places a flat ten prr cent assessment 011 wagers. Represelltative 

183. Su note 159 supra. 

1. 1ST. Rr.Y. CoOl: OF 1D54. ~{,(Ol. rcods in pertinent I'arl: .. (:1) lI'agrrs.-1.'here .hall 
be im)>osed on ..... 3g~n ••• an clo:ci~ t~X equal 10 10 rer rent or the :lmount tl,crl"Ot •••• 
(t) Pmolls liable for IlllC.-Eath pcrwn ..... ho is .::ng:lgcd ill the busincu of :lcccpting 
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of revenue-protecting measures are section 7421(a),2 the "Anti-Injunction" 
Act, and the Jeopardy Assessment provisions.a Section 7421 (a) effectively 
forestalls most pre·assessment and pre-collection litigation by prohibiting 
suits for the purpose of restraining the assessment or collection of taxes. The 
Jeopardy Assessment procedures allow immediate demand for pa}ment where 
assessment or collection is imperiled by delay. But not all provisions of the 
Code are directed toward the generation or protection of revenue. Exemptions 
from the tax laws have been used to encourage the development and growth 
of a dh-ersified social order_ Illustrative of such provisions is section 501,4 
which grants preferred tax status to organizations whose purposes and opera-_ 
tiOIlS satisfy its guidelines for socially desirable activities. 

The Code is, of course, not self·executing, and this characteristic has per
mitted the Internal Revenue Service to employ Code provisions to effectuate 
its own objectives, 'thereby causing an imbalance in the political structtlre. 
For example, in the Wagering Tax and Jeopardy Assessment areas, Service 
zeal in constraining "undesirable" conduct such as gambling and drug·related 
activities has occasionally led to arbitrary assessments and other forms of 
harassment. Such acts, which often permit the Service to impose "administra
tive" sanctions where criminal prosecution is not sustainable, are unrelated 
to the congressional policies of revenue generation or protection. 

Similar problems have occurred in the section 501(c)(3) area. Increased 
social awareness, with its resultant challenges to traditional concepts of 
charitable organizations, has proven the wisdom of adopting fie:'(ible de
finitional criteri;l for exempt organizations. But the effect of this approach 
has been to repose in the Service the authority to define the parameters of 
permissible activities, and this power has not been ignored. It has been 
used to impose the Service's interpretation of proper social policy and, more 
alarmingl)" to achieve politically motivated objectives such as nullification 
of opposing views. I 

'Within the familiar system of corrective justice, such abuses would not go 
unchecked. The aggrieved party could seek redress of preliminary administra
tive decisions in the courts. But through adept use of the protective shield 
of section 742 I (a) in these areas, the. Service has largely precluded judicial 
review. The ·result is that distorted administrative interpretatic.ns of con-
gressional policy attain a privileged status similar to res judicata. . 

This note analyzes the applications of section 742J(a) in the' three pre: 
viousl)' mentioned areas and attempts to delineate the power available to the 

wagers ••• [or] who conducts any wagering pool or lottery shall be liable for and shall 
pay the tax under this subchapter .••• " 

2. 1ST. RE\·. CODE OF 1954, §i421(a) proritlc. in part: "Except as provided in section 
6212(3) and (c), 6213(a). and 7426(a) and (b)(I). no suit Cor the purpose of restraining 
the assessl1lclll or coll"'tioll o( :Ill)' tax shall l>c maintaint'ti in any court by any per-
son ... ,.U 

3. I:..'T •. REV. CODE OF 1954, §§6861-6-I. These :sections provide for immediate ass=. 
ment if collection will be jeopardized by delay, 2S well as procedural provisions for im
plementation. 

... Lvr. Rxv. CODE OF 195·1, §§501(a), (c)(3). 
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Service. under present judicial interpretations of the statute's scope. An 
evaluation of the present state of the law is undertaken, and corrective 
measures are suggested. 

HISTORY AJ'ID BACKCROUND OF SECTIO:-1 7421(a) OF TIlE 

INTER:-1,"_ REVE!'IUE CODE OF 1954 

Traditionally, courts of equity were unwilling to enjoin the assessment· 
or collection of taxes merely upon a showing that the tax was illegal' or 
the assessment irregular.· They required the taxpayer to further establish 
that special circumstances made his legal remedy inadequate before an in
junction would be issued! Such judicial restraint was deemed necessary be
cause a delay in the collection of revenue could prove detrimental to govern
mental operations.s 

It was against this setting that the precursor of section 7421(a)9 was 
enacted. Although its background is "shrouded in darkness,"lo its sweeping 
prohibition of all suits "for the purpose of restraining the assessment or 
collection of any tax"u appeared to preclude juclicial review of the revenue, 
collection process. Juclicial interpretation of this statute, however, belies 

5. Su, e.g., Hannewinkle v. Georgetown, 82 
Note, Enjoining the Assessment and Collection 
hibition, 49 HARV. L. REv. 109 n.6 (1935). 

U.s. (15 Wall.) 547 (1873). See generally 
of Fed~al r.axes Despit~ Statutory Pro-

6. See, e.g., Dows v. City <if Chic:rgo, 78 U.s. (0 Wall.) IDS (1870); Note, supra note 
5, at 109 n.7. 

7. A clear showing of equitable jurisdiction was necessary. As stated in Magee v. 
Denton, 16 F. Cas. 382 (No. 8!H3), 2 A.F.T.R. 2065, 2066 (C.C.N.D.N.Y. 1863): "If this 
[assessment] has not been made in such form and mode as to give the legal right to levy 
and collect the tax therefor, that objection must be urged in a court of law and not in a 
court of equity." Special circumstances sufficient to invoke equity jurisdiction were found 
where irreparable harm or a multiplicity of lawsuits would result if the requested relief 
were denied. Dows v. City (If Chicago, 78 U.s. (ll Wall.) 108, lIO (1870). 

8. Dows v. City of Chicago, 7B U.S. (11 Wall.) 108, 110 (IB70). 
9. INT. REv. CoDE OF 1954, §7421(a) was first enactt'll as Revenue Act or IS67 ch. 169, 

g10, 14 Stat. 475, as ammd_d, REV. STAT. §3224 (IB75). Int. Rev. Code of 1939, §3653 
and the current prm'islon are similar to the earlier codification except for the redetermina. 
tion exceptions by right to petition the Tax Court. Sc1:tion 7421(a) provides: "Except as 
provided in sections 6212(a) and (c), 6213(a). and 7426(a) and (b)(I), no suit for the 
purpose of restraining the assessment (lr collection of any !aX shall be maintained in any 
court by any person, whether or not such person is the person against whom the t;lX was 
=ed." The word "any"' before "tax" was added to the revised statutes "crsion, REV. 
STAT. §3224 (1875). The phrase beginning "b)' any person" was added by §1I0(c) of the 
Federal Tax Lien Act of 1966, Act of 1966. Pub. L. No. 89·719, 80 Stat. 1126, 1144. For a 
discus.,ion o~ the purpose of this addition. see Bob Jones Univ. v. Simon, 94 S. Ct, 2038. 
20-13, 1974-1 U.s.T.C. fl943S, at 84.06i n.6 (19;4). For a thorough discus.!ion of the history 
and purpose of this Act, see Gorm'itz. Fedrral Tax Injullclions and ,/I. Standard Nut 
ClUes, 10 TAXES 446 (1932); Note. supra note 5. For consistency, tile pro"ision is cited as 
§7421(a) (or as the Anti.lnjunction Act) t1:roughout the lext. See gCTlerolly 9 J. Mf.ll.TEN!, 
THe L~w OF FEDERAL INCO~IE TAXATION §H9.!!10-.216 (1971). As explained in Note, supra 
note 5, at 109 n.9, there is almost no pilb1i~hed lcgislath'e history on the Act. 

10. Note, supra note 5, at 109 n.9. 
U. INT. REV. CODE OF 1954, §7421(a}. 
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its uncompromising language." The history of its application is replete with 

, factual circumvention. the boundaries of which have changed over time.13 
- - --: For about sixty years the tendency of the courts was to -deny injunctive 

relief." The one case' $ on which the Supreme Court seemingly relied'6 to 
establish a pennissive standard was speedily and severely restricted." But in 
1932 the Court's decision in Miller v. Stalldard Nut Margarine CO.IS opened 
the' door for lower courts to broaden the exceptions to the operational bar 
of &cction 7421(a). Despite precedent holding that an identical product was 
not ~able19 under the Oleomargarine Tax Act;· the Service· threatened to 

12. See Pullan v. Kinsinger. 20 F. Cas. 44. 48 (No. 11.463) (C.C..';.D. Ohio 1870). 
where the court states: "[I1he statute [now §7421(a») prohibiting an injunction in this 

_ ca5e was wholly unnecessary, enacted only as a politic and kindly publication of an old 
and familiar rule. • .'. H -

13. S<e, e.g., Enochs v. Williams Packi~g & Navigation Co .• 370 'U.s. 1, 1962-2 U.s.T.C. 
'1195-15 (1962); Miller v. Standard Nut Margarine Co .. 284 U.s. 498, 3 U.s.T.C. 1]878 (1932). 
- These cases are discussed in the text accompanying notes 18-34 infra. 

- 14 .. Bailey v. George, 259 U.S. 16 (1922); Dodge v. Osborn, 240 U.S. 118, 1 U.s.T.C. 
116 (1916); State R.R. Tax Cases, 92 u.s. 575, 2 A.F.T.R. 2367 (1876) (analogous treatment 
of a state tax). The assessment should, however. be made "under color •.• of office." .Su 
Synder v. Marks, 109. U.s. 189, 193, 3 A.F.T.R. 2460, 2463 (1883). Nor wa.~ allegation of 
an unjust assessment sufficient to avoid the bar imposed by §3224 [now §7421(a)].ld. at 194, 
3 A.F,T.R. at 2464. The Supreme Court, in Cheatham v. United States, 92 U.s. 85, 88, 2 
A.F.T.R. 2365, 2366 (1876), discussed the necessity Cor "stringent measures for the col1ec· 
tion of taxes •.•• These measures are not judicial; nor does the government resort, 
except in extraordinary cases, to thr~ courts for that purpose •••• The United States ••• 
(has] enacted a system of corrective justice, as well as a system of taxation, in both its 
customs and internal·re,·enue branches. That system is intended to be complete." Notable 
exceptions were suits between private parties, Pollock v. Farmer's Loan & Trust Co .. 157 
U.s. 429 (18D5), and situations where the exaction was held to be a penalty rather than a 
true tax. Su, e.g., Regal Drug Corp. v. Wardell. 260 U.s. 386, 1922 CCH 112074 (1922); 
Lipke v. Lederer, 259 U.s. 557, 1 .U.s.T.C. l!67 (1922); Hill v. Wallace, 259 U.s. 44, 1 U.S.T.e. 
1]65 (1922). ' 

15. Hill v. Wallace. 259 U.s. 44, I U.s.T:C. 1165 (1922). 
16. Dodge v. Brady, 2·10 U.S. 122. 126, I U.s.T.C. 1]7. at 1014 (1916) (dictum). 

-~'::-!;17. - Graham v. Dupont, 262 U.S. 234. 1 U.s.T.C. 1]78 (1923). The Court distinguished 
." the penalty C3.\eS cited in note 14 supra on the basis that they were nOl situations of en· 

joining taxes •. but rather illegal penalties in the nature of punishment for a criminal' 
offense. [d. at 257, I U.s.T.C. 1178, at 1203. In discussing Hill v. Wallace, the Court stated: 

• WUnder these [blocking-the entire Cuture grain business of the country) extraordinary and 
most exceptional circumstances, it was held that section 3224 [now §7421(a») was not ap· 
plicable to prevent an injunction against collection of such a prohibitive tax imposed for 

-tIle purpose of regulating the future grain business with all the unnecessary and disastrous 
'consequences its enforcement would entail if the act was unconstitutional. Hill v. Wallace 
should, in fact. be classed with Lipke v. Lederer • •• as a penalty in the Corm of a tax." 
Id. at 257-58, 1 U.S.T.C. at 1203·04. 

18. 284 U.s. ,198, 3 U.s.T.C. 11878 (1932). . 
19. Taxpayer's product had been held not to constitute oleomargarine. and not taxable 

~s ruch. Hi~ns Mfg. Co. v. Page, 297 F. 6-1-1 (D.R.i. 1924). A letter from the Collector 
of Internal Revenue in answer to inquiry made by the company as to taxability oC its 
'product alfirmed its nontaxable status. Additionally. a favorable Treasury decision had 
'been rendered earlier. T.D. 3590, 192·1:1 CUM. Bl'LL. 507 (1924). 

20. Oleomargarine Act of 1886. Act of Aug. 2. 1886, ch. 840, 24 Stat. 209. as amended, 
Act of May 9. 1902, ch. 786, 32 Stat. 193. The Court specifically distinguished the penalty 
situatiotU oC Upke v. Lederer, 259 U.s. 557, I u.s:r.c. 1167 (1.922) and Regal Drug Corp. 
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make an assessment against respondent. 'Vhen the company sued for in
junctive relief, the Service asserted section 7421(a) as a defense, arguing 
that the provision barred an injunction even if the tax had been. erroneously 
assessed,,1 Focusing on the arbitrariness of the Service's detennination of the 
product's taxability," the Supreme Court upheld an order granting the in
junction. 

The nebulous criteria" developed by tite Court, however. offered little 
guidance to lower courts, and when forced to delimit the scope of the Nut 
Margarine exception they split drastically .. ' Although the Supreme Court 
appeared to revive the pre·section 7421(a) requirements in a subsequent 
case;' it was not until thirty years after Nut .Margarine that the controversy 
was settled and the Current interpretation announced. In Enochs v. Williams 
Packing it Navigation Co.,'" the ta..'tpayer sued to enjoin the Service from 

v. Wardell, 260 U.s. 386, CCH 1922 STA:-.-n. Fm. TAX. REP. 112079 (1922). It is important to 
note at the outset that this was not treated as a collection of a penalty, for such an ap
proach brings the case initially within the boundaries of §7421(a). 

21. 284 U.S. at 506, 3 U.s.T.C~ at 3140. 
22. 284 U.s. at 506, 3 U.s.T.C. at 3140. The Court observed that an act in 1930 

entarged the definition to cover products such as Standard Nut Margarine·s. However, 
under no interpretation could the original act, which was applicable to the taXpayer's 
product, include this product containing no animal fat. 

23. The Court appeared to be confused as to the precedential value of Hill v. Wallace, 
259 U.s. 44, 1 U.s.T.C. 1165 (1922), when it cited that case in support of its contention 
that "extraordinary and exceptional circumstances render its [§i421(a)] provisions inap· 
plicable." 281 U.S. at 510, 3 U.S.T.C. at 3141. See discussion of Graham v. Dupont, 262 
U.s. 234, 1 U.S.T.C. lli8 (1922), note 17 supra. 

24. Commentators disagree on the e.xact nature of the divisions. See gen~ally Note, 
supra note 5, at 113; Comment, Federal Taxation: Section 7421(a) of Internal Re'llenue Code 
Lit~ally COllstrued To Ban All Suits To Enjoin Assessment or Collectioll of Taxes, 1963 
DUKE L.J. 175. 178 [hereinafter cited as Seclion 7-/2l(a) Literally Constnwi1; Comment, 
Taxation-Federal Income Tax.Enjoining Coliection, 61 MICII. L. REV. 405, 408 (1962) 
[hereinafter cited as Enjoining Collcction1. But at least two theories, representing end
points of a continuum, are discernible. At one extreme are the courts that interpreted 
the opinion a.. reviving the pre·§7421(a) requirements for injunctive relief. Set, c.g., Lassoff 
v. Gray, 266 F.2d 745, 1959·1 U.S.T.C. n15,235 (6th Cir. 1959); Gold Medal Foods, Inc. 
v. Landy, 11 F. Supp. 65 (D. hrinn. 1935). They premised their conclusion on the Supreme 
Court's assertion that the prOVision was merely declaratory of the common law rule. 284 
U.s. at 509, 3 U.S.T.C. at 3141. In other jurisdictions this drastic departure from develop
ing law was rejected. Pointing to the Supreme Coun's statement thal the "special and 
extraordinary circumstances" of Nut Margarine made "the reasons underlying §3224: 
[now §i421(a)] apply, if at all, with little force." ld. at 510, 3 U.s.T.C. at 3141, these courts 
concluded that the decision merely added one more exception to the Anti.Injunction Act's 
application. Su Homan Mfg. Co. v. Long. 242 F.2d 645 (7th Cir. 1957). Such confusion 
is understandable because the Nul Margarine Court W35 rather adept at obfuSClting its 
position. Only with the aid of hindsight in the analysis of more recent = do the Nul 
Margarine facts appear to fully satisfy the modern requirement (or an exception to 
§7421(a) discussed in text accompanying notes 39·40 infra. A short diMet1t in NIII Margarine 
a!.serted that the !talule wa! an absolute bar. 284 U.S. at 5\1, 11 U.S,T.C. at !l41-42. 

25. Allen v. Regents of Unh·. S)'S., 304 U.s. ~j!l, 1938·2 U.s.T.C. 1l9S21 (1939), The 
language of the opinion, howc\'er, suggysts that the Court treated the imposition of the 
tax in this case as a penalty. 

26. ~70 U.s. I, 1962·2 U.S.T.C. n9545 (1962). 

00-321 0 - 77 - 32 
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~essing soci~l security and unemployment taxes.·r In rejecting the ta.xpayer's 
-,--contention that the action was governed by Nut Margarine, the Court under

took an analysis of the scope of section H.21(~).·8 Pointing to the Tax Injunc
tion Act of 1937;" which permitted federal injunctions of state tax assess
ments solely upon a showing of an inadequate legal remedy, the Court 
concluded that in order to avoid the more sweeping language of section 
7421 (a), a taxpayer would have to show more than merely an inadequate 
remedy at law.30 Additionally, he must establish that on the facts of his case 
it is impossible for the Service to succeed in its claim: 

[I]f it is clear that under no circumstanceS could the Government 
ultimately prevail, the central purpose -of the Act is inapplicable 
and, under the-Nut Margarille case, the attempted collection may be 
enjoined if equity jurisdiction otherwise exists.3l 

Williams Packing thus established that a judicial exception to section 
7421{a) would be made only where two elements existed: (1) Under the 
most liberal view of the law and the facts the government could not ultimately 
prevail,"' and (2) equity jurisdiction otherwise exists.·3 Because these criteria 

27. The corporate taxpayer pro\'ided fishing boats to captains who employed their 
own crews. The Service contended that the members of such crews were employees of 
Williams Packing Co. The district court held for the taxpayer and granted an injunction, 
finding, irller alia, the lack of the requisite common law element of control, essential 
for an employment relationship. 176 F. Supp. 168 (S.D. Miss. 1959), afJ'd, 291 F.2d 402, 
1962-1. U:S.T.C. 119263 (5th Cir. 1961). 

28. The Court pointed out that 10ll'er court decisions misinterpreting the thrust 
of Nut Margarine had turned on the absence of an adequate legal remedy. 370 U.s. at 6, 
1962-2 U.s.T.C. -at 85.289. 

29. Act of Aug. 21, 1937, ch. 726. 50 Stat. 738, as amended, 28 U.s.C. §1341 (1970). 
This Act forbids federal courts from entertaining suits to enjoin collection of state t3-xes 
"where a plain. speedy, and efficient remedy may be had at law or in equity in the 
.!=,?urts of such State • , • 0" _ 
.-; 3q. 370 U.s_ at 6, 1962-2 U.s.T.C. at 85.289. The· company had alleged . that payment 

.• ~f_ the assessment ",-ould_ force.it into bankruptcy. and thereb)' cause irreparable injury. 
_!!t,:.Court said that while such sbowing was notsuffident in itself to avoid the §7421(a) 
prohibition. proof of inadequate legal remedy was essential. A careful reading of the 
opinion suggests that the Coun ;s l'quatinp; irreparable harm with inadequacy of legal 
remedy. But ue Alexander v. "Americans United" Inc .. 94 S. Ct. 2053, 1974-2 U.s.T.C. 
1]9439 (1974) (B1ackmun. J., dis.lenting) (analysis of the clements of irreparable harm and 
inadequate legal remed)' as separate factors); Comment. "Americans' United'! Inc. v. Walters 
~and Bob Jones University v. Connally: Rroocation of Ta ... Exempt Status and §7121(a) o/the 
IRC, 46 TEo\lP. L.Q. 596. 600 (1973) (commentator derives a 3-pronged test from Wil
liams Packing. with each of these factors as a separate prong). 

31. 370 U.S. at 7. 1962-2 U.s.T.C. at 85,~89. 
_._3~,- Tpe_Court said; "We believe that the question of whether. the Government has 
~,chance of ultimately prevailing is to be determined on the basis of the information 
av.ailable to it at the time of the suit. Only if it h then apparent that, under the most 

._ !Lb.!:EL view_of .th~ l;iw. :uld...!he faeu, the..Culted. Stiltes cannot establish its claim, may 
. the. suit for an injunction be maintainetl." Id. The dissent by Judge Rives in the Fifth 
Circuit', _ opinion contains an analysis that appears to be of firmer logical foundation 
that. the majority opinion. 291F.2d 402. 1962-1 U.S.T.C. U9263. at 83,633. He point .. out 
.Ihat Nul Margarine was the only case not im'olving a penalty where the Supreme Cour~ 
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were presaged in the Nut Margarine factual situation, Williams Packing ap
peared to limit the Nul Margarine exception to the facts of that case." By 
requiring the taxpayer to prove certainty of success on the merits in order 
to satisfy the first prong of the test, the opinion seems to prescribe that sec
tion 7421(a) can never be avoided when a factual dispute exists. . 

In evaluating the import of Williams Pac/dTlg, it is critical to realize 
that the factual dispute involved a taxpayer directly litigating his own tax 

·liability. Therefore, the Court wa:; not compelled to address the question of 
whether the suit was one "for the purpose of restraining the assessment or 
collection of any tax." Consequently, the case did not define the applicable 
scope of section 742l(a); it merely created a judicial exception for an action 
within the ambit ohhe Act. 

JUDICIAL APPLICATION OF SECTION 7421 (a) SUBSEQUENT TO 

Williams Packing 

A taxpayer may circumvent the prohibition of section 742l(a) by satisfying 
either the statutory or judicially created exceptions. Successful use of the 
latter method requires, inter alia, that the ta.xpayer satisfy the rather stringent 
first prong of the JiVilliams Packing test. In determining the range of para
meters that permits a taxpayer to neutralize the government's use of section 
742l(a), it is necessary to examine the functional utility of both the statutory 
exceptions and the Williams Packing exception. 

Cases involving a wagering excise tax imposition or use of the jeopardy 
assessment procedure represent two areas of extensive section 742l(a) litiga
tion in the years since Williams Packing. l\foreover, they demonstrate typical 
instances in which the Service might be motivated by interests collateral to 
purely revenue protection or generation. In both areas the arbitrary assess
ments and other questionable tactics indicate the abuse potential of the sec
tion 7421(a) injuncti .... e bar. . 

pennitted an injunction. See discussion in 9 J. MERTENS, supra note 9. §49.212. Furthermore, 
"the rational of Miller v. Standard N,u Margari" .. Company, supra, cannot be extended 
to bring within some suppoS<.-dly implied exception cases like the pre,;ent 'one without 
emasculating the prohibition contained in the statute." 291 F.2d at 409, 1962·1 U.S.T.C. at 
83,634. Realizing that Nut M"rgari"~ was not a case or an illegal e.xaction in the guise 
of a tax, judge Rives recogniled the central qucstion of law·qucstion of fact dichotomy 
that must be explored in determining jurisdiction. oo[T]he question is closely and hotly 
litigated purely as a question of fact ••. :' Id. at ·!l0. 1962·1 U.S.T.C. at 83,635. 

8S. 370 UJ,. at 7. 1962·2 U.S.T.C. at 8:;.289. To cstablish equitable jurisdiction, the 
taxpayer would have to prove that he would suffer irreparable harm for which there 
is no adequate remedy at law. . 

34. As discussed in the text accompanying note5 201·!W·! ill/ra, Williams Packing can 
be read to' endorse a purpose·oriented approach to the application of §H21(a). But morc 
recent Supreme Court opinion! ha,·e ,cjected this view and applied lhe Willian~ Packing 
test so as to effectively preclude judicial relic£. Thul such ~ possibility existed in sitUations 
where Tax Court relief wa~ not U"uilable did not go unnoticL't1 by commentators. See,. ~.g., 
Sution 7-/21(a) Lilt!fally COllstrued, supra note 24, at 181; Enjoining Collection, supra 
note 2~, at ~09. 
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Interaction of the Jeopardy Assessment Procedures and,~he 
'Section 7421(a) Prohibition 

421 

To allow a taxpayer sufficient opportunity to petition the Tax Court for 
a redetemlillation of a deficiency. section 6212(a) of the Code authorizes a 
notice of deficiency to be sent to the taxpayer."" Section 6213(a) provides that 
no assessment of a deficiency."· nor any levy or court proceeding for its col
lection. may be made until ninety days" after mailing of such notice. If a 
petition is filed with the Ta.x Court. there is a further prohibition until a 
final decision. S8 

Section 6213(a) also affords the taxpayer injunctive relief during the 
time these prohibitions are in force. thereby constituting a statutory excep
tion to section 7421(a).39 There are exceptions to these, general rules,'o how-. 
ever. including provisions covering situations where assessment or' collection 
of a deficiency may be jeopardized by delay.it In such a case section 6861(a) 
provides for immediate jeopardy assessment of the deficiency. together with 
interest and additional amounts provided for by law. and demand for pay'
ment thereof." Since this procedure gives the District Director rather broad 
discretionary powers in making the assessment." the taxpayer'S right of 
petition to the Tax Court is protected by section 6861(b). Generally. this 
provision requires the mailing of a deficiency notice to the taxpayer within 

35. 1r.7. REv. CoDE OF 1954, §6212(a). The notice of deficiency is of critical importance 
to the taxpayer because it is a jurisdictional pr~requisite to litigation in the Ta.x Court. 
Su Mason v. Commissioner, 210 F.2d 388, 1954-1 U.s.T.C. ~9326 (5th Cir. 1954); INT. REv. 
CoDE OF 1954, §6213(a). 

36. "An assessment is an administrath'e determination that a certain amount is cur
rently due and owing as a tax. It makes the taxpayer a debtor in much the same way 
as would a judgment." Rambo v. United States, 492 F.2d 1060, 1061, n.l, 1974·1 U.s.T.C. 
,~92'12, at 83,453 n.! (6th Cir. 1974). As to a deficiency, see discussion id. at 1064. 1974-1 
U.s.T.e. .,t 83,-155; Il'o7. REV. CoDE OF 1954, §§6211, 6861; TREAS. REG. §301.6211.1(a). 

S7. The statutory period is extended to 180 days if the notice is addressed to a person 
out.side the United States. Il'o7. REv. CoDE OF 1954, §6213(a). 

38. ld. 
39. ld. 
"'0. For a discussion of other restrictions, see 9 1. MERTENS, supra note 9" §§49.13il·.143, 

.158·.169. . , 

"'I. INT. REV. CoDE OF 1954, §§6861·54. Thus, §6213(a) contains an override, providing 
Cor a §6861 assessment. 

42. The injuncth'e bar of §7421(a) is applicable to these jeopardy assessments. See 
Milliken v. Gill, 211 F.2d 869, 1954·1 U.s.T.C. ~9343 (4th Cir. 1954); 91. MERTESS, supra 
note 9, §49.216 n.56. The absence of prior notice in this procedure has been held to be 
constitutional. Harvey v. Early, 6G F. Supp. 761, I!H6·2 U.S.T.C. ~93H (W.D. Va. 19-16), 
aU'd, 160 F.2d 836, 1947-1 U.s.T.C. ~922') (4th Cir. 1947), The underlying reason Cor 
the jeopanJy assessment procedures was discuMed in a case decided by the Seventh Cir
cuit. "(I)t is clear that jeopardy assessments are of their nature and purpose arbitrary .•• , 
There is little doubt but what a jeopardy asses.lment i, a statutory label Cor the sovereign" 
stranglehOld on a taxpayer" assm." Homan Mfg. Co. v. Long, 242 F.2d 54!i, 6!iO·51, 1957-1 
U.s.T.e. 1j93i2. at 56,599 (7th Cir. 1957). 

·U. See 9 J. MDtTENS, supra note 9, H9.145 (1971). 
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sixty days after the jeopardy assessment, if such assessment is made before 
the issuance of a section 6212(a) notice of deficiency." 

Ixi lieu of a jeopardy assessment, a taxpayer's ta.xable year may be ter
minated and demand made for immediate payment under section 6851(a). 
This provision may be invoked upon a finding that a taxpayer is about to 
leave the United States or "do any other act tending to prejudice or to 
render wholly or partly ineffectual proceedings to collect the income 
tax •.. :' •• There is presently' a split of authority'· as to which statutory 
provision, section 6201" (the general assessment provision) or section 
6861,<8 provides assessment authority for this telmination procedure. The 
significance of this difference is that only section 6861 requires the sending 
of a notice of deficiency. Therefore, because receipt of the notice is a juris. 
dictional prerequisite to litigation in the Tax Court,.· a taxpayer is effectively 
precluded from that forum if assessment authority is found under section 
6201.'0 

44. INT. REv. COOl: OF 195-l, §6212(a). 
45. INT. REv. CODE OF 1954, §6851(a). 
46. The earlier view was that §6B51(a) itself contained assessment authority. Seo Wi!· 

Iiamson v. United States. 31 A.F.T.R.2d l1i3·456 (7th Cir. 1971); Puritan Church·Church of 
America. 10 CCH Tax Ct. Mem. :118.332 (1951). aO'd per curiam on olhor grounds, 209 
F.2d 30G, 1953·2 U.S.T.C. 1j9601 (D.C. Cir. 1953), cerl. delliod, 347 US. 975 (1953); Lud· 
wig·Littauer & Co., 37 B.T.A. 8"40 (1938). This theory, which rests on the premise that 
§6851 presupposes a more e.xigent situation of jeopardy than does §6861, was first rejected 
in Schreck v. United States, 301 F. Supp. 1265, 1969·2 U.s.T.C. n9541 (D. Md. 1969). 
'VhiIe courts since Schreck hal'e been unanimous in their rejection of the earlier view. 
their rationales have differed. See notes 47. 48 if/Ira and cases cited therein, 

47. lNT. REv. CODE OF 1954, §G201. The Sen'ice has argued that termination of 
the taxable year under §6S51 does not im'oke the §68Gl 60.day notice rule. The basis 
for the argument is that there is no deficiency within the meaning of §6211. For cases 

.accepting this rationale, see Laing v. United States. 496 F.2d 853, 1974·\ U.s.T.C. 9423 (2d 
Cir. 1974), cort. gran led, 9 CCH 19i4 SU:<D. FED. TAX REP. 70,728; IrYing v. Gray. 479 
"F.2d 20, 1973·2 U.s.T.C. 119581 (2d Cir. 19i3); Williamson v. United States, 31 A.F.T.R. 2d 
73·8456 (7th Cir. 1971). 

48, For a good discussion of the history and del'elopment of the split in authorities, 
.ee Clark v. CampbelI. 501 F.2d 108. 1974·2 U.S.T.C. 119687 (5th Cir. 1974). Using the 
language in the §62Il Regulations, the court concluded that a §6851 "liability is a de· 
ficiency; §6851 Ol.sscssment authority flows from §6861; and the procedural safeguards of 
§6861, especially the right to petition the Tax COllrt, are applicable to a §6851 quick 
termination. 501 F.2d at 116, 19i4·~ U.s.T.C. at 85,231. The court's reasoning followed that 
of the 6th Circuit in Rambo v. United States, 492 F.2d 1060. 1974·1 U.s.T.C. 119242 (6th 
Cir. 1974). Certiorari has been applied for in a later 6th Circuit decision in accord with 
Rambo. Hall ". United States, 493 F.2d 1211, 19i4·1 U.S.T.C. 119296 (6th Cir. 1974), 
corl. granlod, 9 CCH STA:<D. FED. TAX REP. 70,7i3. District courts in accord include Lisner 
v, McCanless. 356 F. SUp? 398, 19;3·1 U.s.T.e. 1I;3·2U38 (D. Ariz. 19;3), aproal doc/It led, 
Nos. 73·2037, 73·2038, 9th.Cir .. June 8. 1973; Schreck V. United States, 301 F. Supp. 1265, 
1969·2 U.s.T.e. 1j95H (D. Md. 1969). TealI'd on reco,,,idoralilm, 375 F. Supp. 742. 1974·1 
U.s.T.C. n9295 (D. Md. 19i3), appeal docit<ied, No. 74·1566. 4th Cir .• May 16.1974. 

49. See note 35 supra. 
50, Under §6201 a taxpayer', only remedy i. to pay the entire tax, file a claim {or 

refund. and, if the claim is denied, bring suit in a federal dbtrict coun Cor refund. See, e.g., 
INT. REV. COOl: OF 1954, H6511, 6532. 7422. In HaII v, Unit<-d States. 4.93 F.2<l 1211, 1914.1 
US.T.e. fl9296 (6tb Cir. 1914), ,ort. graflltd, 9 CCll 19i4 STASD. FED, TAX REP. 70,773. 
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Those courts holding that a notice of deficiency is required for a section 
6851(a) taxable year termination could find that failure to issue a notice 
pursuant to section 6861(b) results in two forms of relief to the taxpayer. First, 
injunctive relief may be provided within the section 6213(a) exception to sec
tion 7421(a), as though the usual section 6212(a) notice had not been issueciOl 

Second, although no court has specifically so held, such a failure seems to 
satisfy the first prong of the TVilliams Packing test'· for injunctive relief. In 
addition to satisfaction of the statutory exception by failure of the Service 
to send a notice of deficiency, constitutional violations'3 and arbitrary assess
ments" have been found sufficient to trigger Williams Packing injunctive 
relief despite the prohibition of section 7421(a). The subsequent analysis 
focuses upon the various factual situations involving a jeopardy assessment 
wherein a taxpayer' is able to satisfy the William Packing two-pronged test 
or the statutory exception to section 742I(a). 

Representative of the split of the courts over assessment authority for a 
short year termination are the cases of Irving v. Gray" and Rambo v. United 
States.'6 The Irving case involved the "Hughes hoa.x!" wherein McGraw-Hill, 
Inc. made payments to Clifford Irving in connection with his 'writing a book 
about the wealthy recluse, Howar.d Hughes.57 Fearing that delay might 
imperil revenue, the Service terminated Irving's taxable year and levied 
on his securities accounts. The taxpayer claimed that he was entitled to in
junctive relief because the Service had failed to comply with the deficiency 
notice requirements of section. 6861(b). The Second Cir<:uit disagreed, how
ever, finding that short year assessment authority flowed from section 6201(a), 
not section 6861(b).·8 The court reached this conclusion by reasoning that a 
section 6851 assessment is not a deficiency as defined in section 6211,.· and 

the 6th Circuit. following its precedent in Rambo, noted that no deficiency notice was given 
under §6861(b) after a §6861(a) taxable year termination. The court pointed out that 
U[i]' is very important to a taxpayer. particularly to one who does not have ~52.000, that 
.he have a right to litigate the validity of the tax before her property is levied upon 
and sold to pay the tax." Furthermore, "[the] I.R.S. has prevented plaintiff from availing 
herself of the remedy in the Tax Court." [d. at 1212, 1974·1 U.S.T.C. at 83,625. 

51. See Lisner v. McCanless, 356 F. Supp. 398, 1973·1 U.S.T.C. 119299 (D. Ariz. 1973). 
app~al docketed, Nos. 73·2037, 73·2038, 9th Cir., June 8, 1973. 

52. Failure of the Government to comply with the GO·day notice of deficiency require. 
ment would mean that the Gm'ernment couill not possibly prevail in further litigation. 

53. See text accompanying notes 95·97 infra. 
54. See text accompanying notes 8,,·9-\ infra. 
55. 479 F.2d 20, 1973-2 U.S.T.C. 1f958 I (2d Cir. 1973). 
56. 492 F.2d 1060, 1974·1 U.s.T.C. fjY242 (6th Cir. 1974). 
57. Thi. was "a scheme by Clifford Irving and Richard Susl:ind to '"rite and sell 

an 'authorized' version of the life of billionaire recluse Howard Hughes. when in fact 
there was no authorization therefor by Hughes." 479 F.2d 20, 21, 1973·2 U.s.T.e. 1l9~81, 
at 81,857 (2d Cir. 1973). 

58. In so doing. it declined to follow Schreck v. United Stat.,.. 301 F. Supp. 1265, 1969.2 
U.s.T.C. 1\95.u (D. Md. 1969), reaO'd on reconsic/~ralion, 375 F. Supp. 742, 1974-1 U.s.T.C. 
1l!i'!85 (D. Md. 1973), apptal doclt~led, No. i4·1566. 4th Cir .• May 16, 1974. 

59. INT. REV. Coo.; OF 195,1, §G211. The cOUrt followed, for example, Williamson v. 
United StatC5. 31 A.F.T.R.2l1 fj7:l .. 156 (7th Cir. 1971). See also Da Doulv. Commissioner, 429 
F.2d 38, 1970-2 U.S.T.C. 1\9502 (9th Cir. 1970). 
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therefore the section 6851(b) deficiency notice requirement did not controL 
As a result, the taxpayers were barred from seeking Tax Court relief."o 

. In contrast to irving, the Sixth Circuit in Rambo affirmed a summary 
juflgment subsequent to an injunction,51 oruering the Service to return at-. 
tached property and to refrain from collecting any tax assessed for the ter
minated period. In a pattern of events that is becoming increasingly prevalent 
in: drug·related cases,G2 ta.'{able year termination and an assessment for in
come taxes were made following a traffic arrest and a subsequent search of 
the taxpayer's car and person.53 The Rambo court concluded that statutory 
au'thority for the short year assessment was conEerred by section 5861 (b) , and 
thus the sixty-day deficiency notice was mandatory.·t The court reached its 
decision by reasoning that the tax. imposed constituted a deficiency within 
the meaning of section 6211, and, therefore, the notice requirement of sec
tion 6851 was applicable."' The holding was buttressed by an examination 
of the statute's legislative history, which the court viewed as "a movement 
away from the harsh, and often unjust, effects of a code which required the 
taxpayer to pay his ta.x before he could have a judicial hearing on the 
amount properly due."60 This supported the taxpayer's assertion that the 
procedural requirements of sections 6851 and 5853 were meant to apply to 
all jeopardy taxpayers, whether· assessed at the end of the taxable year or 
upon ta.'{able year termination pursuant to section 5851.07 

Moreover, the court noted, the sequential arrangement of sections 6851 
and 6861 permitted the reasonable inference that Congress intended for 
the latter section' to provide assessment authority for the former.os 

. A ~omparison of the reasoning employed in the two opinions demonstrates 
the inadequacies of the Irving rationale. In arriving at its conclusion that a 
deficiency sufficient to trigger a notice requirement could not exist if the 
taxpayer had not filed a return' prior to the assessment, the Irving court re-

'. 60.: Sec note 35 supra .. 
. 61. 353 F. Supp. 1021, 1972-1 U.S.T.C. 11924-1 (W.D. Ky. 1973) . 
. ' 62. See, e.g., Clark \". Campbell, 501 F.2d 108, 1974·2 US.T.C. 119687 (5th Cir. 1974): 

Willits v. Richardson. 362 F. Supp. 456, 1973·2 U.s.T.C. 119602 (S.D. Fla. 1973), rtv'd, 
497' F.2d 240, '1974·2 U.S.T.e. 119583 (5th Cir. 1974). 

63. The search revealed a supply of drugs and $2.200 in cash. There was no prosecution 
on 'any Charge related to this arrest; probation arising from pre"lous charges was, however. 
revoked 492 F.2d at 1061, 1974·1 U.S.T.C. at 83,453. 

tH. 492 F.2d at 1065. 1974·1 US.T.C. at 83.455. The Sen'ice took the position that 
termination under §6S51(a) is not a deficiency within the meaning of §6211. That i.'I, 
a §6851(a) termination results in a "provisional statement of the amount which must be 
presently paid as a protection ngainst the lmpossibility of collection," Ludwig·Littauer 8: 
Co., 37 B.T.A. 840, 842 (1958). See also Williamson v. United States. 31 A.F.T.R..2d U73456 
(7th Cir. 1971) • 
. ' ·65. "Clearly, the I.R.s. has imposed a tax and just as dearl)' the taxpayer has denied 

that he owes that amount by refnsing either to pay the imptY.>Cd tax· or to file a return." 
492 F.2d at. 1064, 1974-1 US.T,C. at 83,455. 

60. Id •. 
67. Id. For caSC1 agreeing that §6861 provines the assasment authority for " §6851 

quick termination, . see cases cited note 48 supra. 
, 68. 492 F.!!d at 1064. 1974·1 US.T.C. 119242. at 83.455. Secl.ions 6851 and 6801 both 

appear in cIi. 70, .ubsch. A of the Code under ·the heading "Jeopardy." 
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fused to look beyond the statute itself and the "plain meaning" of its 
language.·' The Rambo court, on the other- hand, found that the opposite 
conclusion was compelled by congressional intent as gleaned from the legis
lative history and the practical realities of the situation.'o Similarly, the 
Irving court failed to recognize the total elIf;ct of a failure to issue a deficiency 
notice. It limited its inquiry to the absence of the Tax Court forum, which 
it found inconsequential because of the available procedure of filing a full 
year return and suing for overpayment ia a federal district court." The 
Rambo court, however, held that til:: taxpayer should not be relegated to 
a refund suit,'" ,,vhich would deny him the other procedural safeguards 
provided in. the jeopardy assessment sections.7' l'vfof'i':over, the court noted 
that permitting the Government to seize an:;l''.iell pruperty without judicial 
consideration of the_ validity of the tax cor/sututed a potential due process 
violation.H 

Although the Rambo court recognized the Williams Packing decision, i'i; 

declined to decide the case witIlin this judicially-creattd exception." Rather, 
the injunction was sustained because of tIle Service's failure to send the sec
tion 6861 notice .. " It seems quite clear. however, that the Government could' 
not prevail because of its failure to send the required notice, and the second 
prong of Williams Packing-equity jurisdiction-also existed." While the 
Irving court considered the availability of injunctive relief under Williams 
Packing/B it negated tIle second prong by finding that. the t ~;l!':payers had an 

69. 479 F.2d at 24, 1973-2 U.S.T.C. at 81,859. 
70. 492 F.2d at 1064, 1974·1 U.S.T.C. at 83.455. 

'71. 479 F.2d at 24. 1973·2 U.s.T.C. at 81.859 . 
. 72. The only remedy would thus be for the taxpayer to pay the tax, file a return 

at the end of his regular taxable year and sue in district court for a refund. See INT. RI'.'V. 
Coo£, OF 1954, §§65Il, 6532, 7422. and Flora v. United States. 362 U.s. 145, 1960-\ U.s.T.C. 
n9:H7 (1960). 

'73. Not only is the notice a jurisdictional prerequisite to Tax Court litigation. but 
"while awaiting the decision of the Tax Court. the jeopardy taxpayer may staU collection 
proceedings if he is able to post an adequate bond. see 6863(a). If he cannot, the seized 
property cannot be sold absent certain limited exigent circumstances:- see 6863(b)(3)(A). 
The I.R.s. may abate the jeopardy assessment if it find~ that jeopardy docs not exist. Sec. 
6a61(g)." 492 F.2d at 1052, 19i4·1 U.s.T.C. at 83.4fi.l. : _. 

74. rd. at 1064·65, 1974·1 U.S.T.C. at 83,455·56. . -' 
75. rd. at 1062 n.2. 1974·1 U.s.T.C. at 83,453 n.2.- ~, . 
76. See text accompanying notes 61·68 supra. 
77. The Service had levied on Rambo's bank account and several of his automobiles.. 

Furthermore, there was no adc'quate legal remedy. since the taxpayr-:- had no notice of 
deficiency, barring Tax Court relief. The sufficiency of tl',e lack of notice as a satisfaction 
of the erst prong has not been clearly articulated in (J(her lower court opinions following 
the Rambo logic as to requirement for the notice. Rather. the courts place their reliance 
on the statutory exceptions to §7·121 (a). S~e Shaw v. McKeever, 1974·1 U.s.T.C. n9348 (D. 
Ariz. 1974), 1I0lice of appeal /ikd, 9 CCH, J9i4 STASO. FF.D. TAX REP. 70.741. In view of the 
bazard. involved in meeting the lirst prong of Il'illiams Packing such reliance s«rru well 
foundeti. In fact, where a taxpayer faile,l to demonstrate that the Government could not 
ultimately pre\'ail as to the validity of its asscssment upon trial, a court granted §6213(a) 
relief pan failure of the Service to issue the 5O.day n(ltice of deficiency. Id. 
- 78. Because the court found no requirement for a notice of defici~cy. §6213(a) in. 

junctive relief was not available. . ... 
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adequate legal remedy.79 The court then apparently nullified the first prong 
by stating that no deficiency had been shown.s• This type of reasoning is 
disturbing because it tends to expand the power matrix available to the 
Service. Thus. the section 62l3(a) exception to section 742l(a) is not available 
to a taxpayer whenever a court follows the Service's contention that no notice 
of deficiency is required. The limited procedural safeguardsS1 noted in 
Rambo, as well as the Tax Court forum,s2 are also negatived. The Service 
can, therefore, terminate a taxable yearB' and seize assets while precluding a 
petition to the Tax Court. 

A related problem emanates from the Service's power to use the jeopardy 
procedures for other than revenue·related motives. The potential for abuse 
and the necessity for adequate judicial response are welI demonstrated in 
Willits v. RichardscJII.s4 In that case a search of the ta.."'payer's purse at the 
police station following a traffic arrest revealed "a few pills" and 4,400 dollars 
in cash.·' A subsequent call to an agent connected with the Narcotics Proj
ectS' of the IRS resulted in termination of the plaintiff's taxable year 
and assessment of taxes on alleged income from drug sales.sT An immediate 
demand for payment and levy upon the taxpayer's p(,fsonal property were 
made. The taxpayer then sued for injunctive relief, whereupon the Service 
interposed section 742l(a) as a defense. The district court concluded that 
no notice of deficiency was required under a section 6851 termination, fol
lowing Irving, and furthermore that neither prong of the Williams Packing 
test was satisfied.ss 

79. See note 72 supra. 
80. 479 F.2d at :!5, Di3·2 U.s.T.C. at 81,860. The coUrt also commented On the talt· 

payer's lack of "clean hands" and quoted the lower court: "(Ilt is bearable inequity that 
those whose 'bold plans' are frustrated may suffer potentially costly inconvcnier.ces." Id. 
While the conduct by the taxpayers in Irving may have been socially undesirable, the 
Service had. perhaps, firm e,'ldenre on which to base its assessment. Id. at 22. 1973·2 U.S.T.C. 
at 81,857. This has not always been the:. case; see text accompanying notes 84·94 infra. 
Furthermore, the lack of rapid access [0 the Tax Court by a jeopardy taxpayer appears 
to be an additional penalty not meant to be imposed by Congress in enacting §6851. The 
harsh result of tax prepayment before Iitig-dtion can easily financially ruin a taXpayer. 

SI. See note 73 supra. 
82. See note 35 supra. 
83. INT. REv. COOl: OF 1954. §6S51(a). 
84. 362 F. Supp. 456. 19;3'2 U.S.T.C. 119602 (S.D. Fla. 1973). 
85. "[T]he police report indicated that only a few pills contained in two vials had 

been found in Mrs. Willits purse •••. " Id. 1979·2 U.s.T.C. at 81.945. Several diamond 
rings worn by plaintiff were surrendered to police at thelr request. Id. 1973·2 U.s.T.C. at 
81.944. 

86. In Clark v. Campbell; 501 F.2d 114-15, 19;4·2 U.s.T.C. 119687, at 85,229 (5th Cir. 
1974), the court said: "Until quite recently there has been a paucity of litigation on the 
wue before this Court despite the lengthy codal c<>cxistence of H6851 :lnd 6861. The 
emergence of the issue seems primarily attributablc to the Servicc·. reccnt pattern of it.s 
willingness to utilize §6851 in conjunction ",ith rctluesl$ (tOm UNDD in na.rcotics enforce· 
ment activities." 

87. 362 F. Supp. al 459. 1973·2 'U.s.T.C. at 81,9-15; 197j taxable Income was computed 
to be $60,000 on sales o[ cocaine, although the 1I1clhotl used wa~ not .tllletl in the opinion. 

8S. Relyin~ Oil the e\ idcnce obtained by the pOS1ibly illL'g:I1 police search, the district 
court determined th:lt the plaintiff had failed to sat;'f)' the f,m prong-that the Covern· 
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In reversing the decision of the district court.B. the Fifth Circuit found 
"no basis in fact nor foundation for any reasonable assumption" that l\frs. 
Willits was connected with any narcotics sales .. • Thus. the court concluded 
that "the evidence adduced established such a gossamer basis for the drastic 
actions of the Internal Revenue Service that they cannot be sustained."·' 
Therefore. th.e first prong of the Williams Packing test was satisfied .. • The 
court also held that seizure of 1\[rs. Willits' means of supporting her children 
and herself constituted irreparable hann. for which a refund suit could not 
provide an adequate legal remedy because of the tremendous time delays 
involved .. , Recognizing the dire consequences that unrestrained Service power 
could portend. the court observed: 

The I.R.S. has been given broad power to take possession of the 
the property of citizens by summary means that ignore many basic 
tenets of due process in order to prevent the 1055 of ta.x revenues. 
Courts cannot allow these expedients to be turned on citizens sus
pected of wrongdoing-not as tax collection devices but as summary 
punishment to supplement or complement regular criminal procedures. 
The fact that they are cloaked in the garb of a tax collection and 
applied only by the Narcotics Project to those believed to be engaged 
in or associated with the narcotics trade must not bootstrap judicial 
approval of such use'" 

A final ambiguity arising in this area is the viability of certain constitu
tional arguments. Although the taxpayer in Willits alleged that an illegal 
search and seizure had been made. the Fifth Circuit declined to consider this 
issue .. ··Such a consideration was not necessary in light of the finding of an 
arbitrary assessment. Had the court used such an approach. however. it 
could have buttressed its finding that the Government could not prevail. be
cause there is case authority indicating that illegal evidence cannot be used 

ment could not possibly prevail. In so doing, the court ignored its own st~tement that 
it was not n~ussary to determine the legality of the search. As to the second prong, the 
court concluded that an adequate legal remedy was available through a refund suit afur 
filing a return for the full taxable year. Alternatively, if the Service disagreed with the 
full year return, it could issue a §6212(a) notice of deficiency, allowing Tax Court jurisdic
tion. 362 F. Supp. at 461. 1973·2 U.s.T.C. at 81.947. 

89. 497 F.2d 240. 19;4·2 U.S.T.C. 'jj9583 (5th Cir. 1974). . 
90. Id. at 245.19;4·2 U.S.T.C. at 8·1,835. 
91. Id. See also Woods v. McKeever. 1973·2 U.S.T.C. [9727 (D. Arir. 1973) (arbitrary 

assessment satisfied fir.lt prong of Willia1lls Packing). 
92. Id. at 24:H6. 1974·2 U.s.T.C. at 84,836. The court followed the tcst announced in 

Lucia v. Unitc-d Statl'S. 4i4 F.2d 565. 573. 1973·1 U.S.T.C. 'jj 1 6.075. at 81.368·69 (5th Cir. 
1973). that: "[AJ taxpayer unoer a jeopardy assessment is entitled to an. injunction 
against collection of the tax if the Imcrnal RC\'cnue Service's assessment is entircly ex
cessive. arbitrary, capriciolls. and without (Jctua1 foundation, and equity jurisdiction 
otherwi5e exists." 

93. Willits \'. Richardson. 497 F.2d 240. 246. 1974·2 U.s.T.e. 'jj9583. at 84.836 (5th 
Cir.1974). 

94. Id. Accord. WO<XI5 .... McKeever. 1973·2 U.S.T.C. 'jj9527 (D. Ariz. 1973). apptal 
dochetcd, No. 74·1133. 9th Cir .• Jan. ~. 1974. 

95. Id. 
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to support a jeopardy assessment. In fact. where a taxpayer. arrested on a 
traffic violation. had his car searched and was interrogated without benefit 
of Miranda warnings, the blatant constitutional violations were held to 
satisfy the first prong of Williams Packing.'· Because all of the plaintiff's 
assets were frozen, irreparable harm without an adequate legal remedy was 
present to satisfy the second prong and permit injunctive relief. Unfortunate-

. ly. the weight of case authority suggests that constitutional objections are 
overwhelmingly ignored by acquiescence to the jurisdictional precedent of 
section 742 I (a) .91 

It seems desirable that the Service not be permitted to continue making 
thinly supported assessments in "criminal" cases where there is no evidence 
to sustain a prosecution. Such a bifurcated system of justice. with an ad
ministrative agency. essentially imposing sanctions for the appearance of a 
deviation from an undefined norm, has inherent dangers that this pluralistic 
society cannot tolerate. Historically. individual rights have been asserted 
and protected against the state in this country. Erosion of these rights through 
abrogation of well developeu constitutional theories presages a trend that 
should alarm even the ardent apologist for administrative shortcut tactics in 
pursuance of "control" of drug-related and other activities at variance \Vith 
agency norms. Tolerance of the developing pattern may result in domination 
'0£ the acquiescent citizen. ... . . 

Gambling Tax Cases 

Is.It a Tax? Initial attacks on the Wagering Tax's centered on the legality 
of the tax itself. Challengers either claimed that it was an attempt to regulate 
behavior rather than an exercise of the taxing power or that it was outside 
the congressional power to tax. As the effect of the law was to increase 
revenue, however, it was held to be an exercise of the taxing power, which 
could not be rendered invalid merely because it had a deterrent effect on 
the activity ta.xed."9 Therefore. attempts to avoid the strictures of section 

96. Anderspn v. Richardson. 35-! F. Supp. 363 (S.D. Fla. 19;3). Despite an assurance 
by the Service that his returns were in order. the ta:(pnyer karned on the next day 
that the IRS had attached his assets in a safety deposit box, joint checl::ing and savin!!, 
accounts, and had also placed a lien on his home. At a hearing {or emergency injunctive 
relief. the IRS spokesman admilted that he saw no way in which the Service could succeed 
on the jeopardy assessment.Id. at-36:;. 

97. E.g., LaLonde v. United Slales, 350 F. Supp. 976, 1972-2 U.s.T.C. '.19756 (D. Minn. 
19i2), aO'd. 478 F.2,\ 700 (8th Cir. 1973). plaintiff argued that a jeoparoy assessment was 
made for the purpose of obtaining records to uncover sourc,", of printed materials that 
he retailed and this violated hi. first amendment rights. Strict application of the first 
prong of the Williams Packing test resulted in acquiescence to §7421(a) and rejCi:tion of 
the constitutional argument. 

98. INT. REV. CoVE OF 1954. §4401. The language of the provi5ion is sct out in not¢ 
I supra. 

99. In United State! \'. !{ahriger, 345 U.s. 22, 1953-1 U.s.T.e. 119245 (1953), appellee 
argued that the Wagering Tax was an altempt on the part of CongTe!' to regulate intrastate 
crime by imposing a penalty on the actiVity lInuer the pretext of taxation. J\dditioually; 
h«1lllsc the tax had the effect of deterring gambling. it W:15 alleged to be an infringemenl 
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7421(a) on the basis that the "tax" caused an unconstitutional deprivation 
of property without due process of law were dismissed out of hand. Courts 
merely noted "it is settled law that the wagering tax it.self. . [is] constitu
tional."100 

Is the Government "Attempting To Assess aT Collect" Taxes? In 1968 the 
Supreme Court held that criminal sanctions could not be imposed on a 
person who failed to comply with the registration,01 and occupational10• 
provisions of the 'Wagering Tax. The Court reasoned that such actions 
would violate the fifth amendment privilege against self-incrimination.'o, 
It later applied this same rationale to prohibit criminal prosecution for 
failure to pay the Wagering Tax. lo• Finally, in United States v. United States 
Coin .& Currency/os "the Supreme Court held the fifth amendment privilege 
applicable in ?roceedings for forfeiture of "property intended for use in 
violating the provisions of the internal revenue laws."Ios In that case the 
Court found a "forfeiture" resulting from a statutory offense to be indis-
tinguishable from a "criminal fine."loT . 

Although none of these cases concerned the tax per se, persons facing 
Wagering Ta.x assessments have attempted to avoid the application of sec
tion 7421(a) by asserting the same rationale. The central theme in each case 
has been that the government's motivation is punishment, not revenue, and 

on the states' police power and thus violative of the teoth amendment. Noting the ex
tensiveness of thc taxing power and focusing on the rcvenue.generating effect of the 
Wagering Tax. the Supreme Court upheld the tax. 

100. Trent v. United States. 442 F.2d 405. 406. 1971·1 U.s.T.C. 115.995. at 87.091 (6th 
Cir. 1971). It has also been argued that Congress' failure to provide for Tax Court review 
of Wagering Tax assessments results in a deprivation of property in violation of the fifth 
amendment. The rationale is that the prerequisite to refund litigation. full payment of 
the ~ssessment. is an intolerable burden. Courts. however. seizing upon the dicta in 
Flora v. United States. 362 U.S. 145. li5 n.38. that "excise tax assessments may be di
visible into a tax on each transaction or event. so that the fuIl.payment rule would 
probably require no more than payment of a small amount:' ha,'e uniformly rejected the 
contention. They hold that making partial paym~nt a prerequisite to contesting the 

. assessment does itot violate due process, E,g., Cole v. Cardoza. 441 F.2d 1337. 1342. 1971·1 
U.s.T.C. 1115,986. at 87.071 (6th Cir. 1971); Bowers v. United States. 423 F.2d 1207. 1208. 
1970·2 U.s.T,C. 119560. at 84.36+ (5th Cir. 1970): Vuin v. Burton. 327 F.2d 967, 970, 196+·1 
U.s.T.C. 1115.553, at 92.525 (Gth Cir. 19(4). 

101. INT. REV. CODE OF 1954. §4412(a) provides that "[eJach person required to pay a 
special ta.~ u?dcr the ~~'bchapter shall register with the official in charge of the internal 
revenue district .••• 

102. 1:'7. RE\,. CODE OF 1954. HIll pro"ides: "Th'cre shall be imposed a special tax 
of $50 per year to be paid by each person who is liable for tax under section 4401 or who 
i! eng:lged in rcceiving wagers for or on behalf of any person so liable." 

103. Marchetti v. United States. 390 U.S. 39. 1968·1 U.s.T,C. VI5.800 (1968). 
104. Gr05SO v. United Stat .. , 390 U.s. 62. 191iS·l U.s.T.C. 1115.801 (1968). 
105. 401 U.s. 715. 197J.l U.S.T.C. 115.979 (19;1). 
106. INT. REV. CODE OF 1954, §7302. 
107. The Court said: "From the rc!c"ant constitutional .t:Il1dpoint there i. no difference 

between a man who 'forfeits' $8.674 because he has used Ule /Iloney in illegal gambling 
activiti .. and a man who pays a 'criminal finc' of $8.674 Ul a result oE the same course 
of conduct." 401 U.s. at 718, 1971·1 U.s.T.C. at 87,050. 
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thus a suit seeking to enjoin the 'governmental action is not intended to 
restrain the "assessment or correction of a tax." For example, in White v. 
United States,'·· the Service used plaintiff's personal records as a basis 
for computing the 'Wagering Tax assessment. Because this action made the 
plaintiff a witness against himself, he attempted to invoke the fifth amendment 
privilege against self·incrimination in his suit for injunctive relief. He argued 
that because a 'Wagering Tax assessment has the same consequences as a 
forfeiture, the Coin Currency rationale extended to him the fifth amend
ment protection. This argument was rejected on two grounds. First, the 
court found an "essential difference" between the two proceedings: for
feiture involves property that a person could have retained had he complied 
with the law; a tax assessment, on the other hand, applies to money that 
would have gone to the Government had the law been obeyed.'·· Moreover, 
the logical extension of the plaintiff's argument would be to preclude the 
possibility of imposing a tax on income derived from illegal activities, a 
result expressly disavowed in Coin Currency."0 Thus, because the govern
ment's action was cast as a revenue measure, not a penalty, section 7421(a) 
barred the injunction. 

Another perspective was taken in Ianelli v. Long.m The district court noted 
that a forced sale in satisfaction of a 'Wagering Tax assessment might cause 
plaintiff's property to be sold at much less than market value. Therefore, it 
held that "a tax sale of all property ... without the opportunity to contest 
it in a court of law is for all intents and purposes a forfeiture. not a tax."110 
Accordingly. section 7421(a) did not prevent the court from issuing an in
junction, effective until the plaintiff cou~d appropriately contest the assess
ment without danger of selE-incrimination.1l3 The Third Circuit reversed 
the focus, however, and with it the decision.'u While agreeing that "the 
section [7421(a)] presupposes a bona fide attempt of the government to 
collect revenue," the court held that these levies satisfied the requirement 

108. 363 F. Supp. 31, 197~-2 U.S.T.C. 1116,117 (N.D. Ill. 1973). 
109. This distinction was articul3ted in United States v. Donlon, 355 F. Supp. 220. 

223. 1973·1 U.S.T.C. 1116,090. at 81,400 (D. Del. 1973). a case that the Whit" court cited 
in support of its "essential difference" remark. 36~ F. Supp. at 35, 1973·2 U.s.T.C. at 82.776. 

110. Urban v. United States, 445 F.2d &II. &13 (5th Cir. lOil), also cited in White v. 
United States. 363 F. Supp. at 35, 1973·2 U.s.T.C. at 82.776, stated this reason. 

Ill. 333 F. Supp. 407, 1971-2 U.S.T.C. 1I16.0~1 (W.D. 1'01. 19i1). 
112. Id. at412. 1971-2 U.S.T.C. at 88.096. 
113. The court attempted to buttress its circum\'ention of §7421(a) by stating th~t 

~ause it was issuing only a temporary injunction ami was ordering a receiver to handle 
the property in the interim, iu decision was "not really 'to prohibit but only to deCer 
collection of the taXes •••• " ld. at 413. 1971·2 U.S.T.C. at SR.096. But §7421(a) does not 
distinguish between temporary and permanent injunctions. and its central purpose is to 
avoid delay in the collection of government re\'cnuc. Thus, lhis statement docs no more 
than show that the court was responding to the equities of the situation rather than the 
language of the Act. 

114. Iannelli \'. Long. 487 F.2d 317. 1973·2 U.S.T.C. 1116.098 (3d Cir. 1973), rro'g 333 F. 
Supp. 407. 1971·2 U.s.T.e. 1116.021 (W.D. Pa. 1971). 
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because they constituted a "potentially productive attempt to collect reve· 
nue." Any other governmental objectives ' ... ere immaterial.'l> 

The message of While and lallelli is clear. So long as the court can discern 
a nexus between the government's action and procurement of its legal en
titlements, section 7·121(a) will bar a taxpayer's suit for injunctive relief. 

Still another facet of the problem is exemplified by two cases in which 
the plaintiffs attacked the magnitude and method of the assessment. 'Where 
the Service projected the amount of wagers handled in a ten-month period 
from evidence of plaintiff's actual wagering in the preceding fh'e-year period, 
the Seventh Circuit rejected plaintiff's contention that the assessment was 
50 arbitrary that it became necessary to question the bona-fides of the 
government's revenue.raising objective.lls On the other hand, when con
fronted with an assessment of 0$2,653,640 that was derived by projecting one 
day's betting slips over an arbitrarily determined period of four years and 
nine months, the Fifth Circuit remanded for findings of fact as to "whether 
the computative basis is so insufficient as to make the assessment an exac
tion in 'the guise of a tax' rather than a legitimate tax on wagers."'11 With 
reference to section 7421(a), the court stated: "A finding that the assessment 
is arbitrary, capricious, and without foundation in fact would free the 
Court of the constraint of the anti-injunction statute."118 

As these latter two cases show, the section 742 1 (a) bar is formidable but 
not absolute. Upon a clear showing that the Service is abusing its statutory 
authority to assess or collect ta."(es, courts will find the actions outside the 
protective shield of section 7421 (a). 

Can the Tax Be Collected? The third category of Wagering Tax injunc
tion suits comprises cases where the plaintiff, although conceding that the 
tax itsel£ is legal and that the government's objective is to obtain revenue, 
contends that, on the facts presented, no tax can legally be assessed against 
him. This is the Nut Margarine-Williams Packing situation, and the plaintiff 

115. Id. at 318, 1973·2 U.S.T.C. at 82.728. 
116. Collins v. Daly, 4~i F.2d 736, 738,' \971·\ U.S.T.C. 1116,976, at 87.041 (7th Cir. 

1971). Other c:!ses thnt hnve acknowledged the validity of this argument. although finding 
that the particular facts did not meet its reqUirements. are: lanneH v. Long, 487 F.2d 317, 
1973·2 U.S.T.C. 1116.098 (3d Cir. 1973); Cole v. Cardoza, 441 F.2d 1337, 1971-1 U.s.T.C. 
1115,986 (6th Cir. 1971); Hnmilton v. United States. 309 F. Supp. 468, 1969·2 U.S.T.C. 1115.924 
(S.D.N.Y. 1969). . 

117. Lucia v. United States, 474 F.2d 565. 575. 1973·1 U.s.T.C. 1116.075 at 81.371 (5th 
Cir. 19;3). Similnrly, in Piuarello v. Unit~'<l States, {ll~ F.2d 579, 1969·1 U.s.T.e. 1l15,1l~6 

(2d Gir. 1%9), the court held that projecting wagers mer an arbitrarily determined th'e
Ye'dr period on the basi. of three days' receipts was so "totally excessive . • • because 
based on entirely inadequate informatiun. [that] collection should be enjoined if equity 
jurisdictiun othenvise exists." 'd. at 584. 1969·1 U.s.T.e. at 85,027. 

liB. 4i4 F.2u at 577, 197.j.J U.S.T:C. at 8I,3i2. Of course, the ordinary requirement. 
of equity jurisdiction, irreparable harm and an inadequate remedy at law, would also 
h,we to be lostablished berote an injunctiun would be iSSUl'<l. The court remanded (or 
Ilndin~ of fact on this question. Id. 
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stands or falls on. his ability to meet the two-pronged Williams Packing 
test.UO 

An interesting •. but unsuccessful. constitutional argument was raised in 
Lucia 1.1. United Slates,120 Under a provision declaring the ordinary three-year 
statute of limitationsl2l inapplicable where no return is filed.no the Govern
ment assessed a vVagering Tax almost six years after the last transaction. 
Lucia sued for injunctive relief. claiming that he could not constitutionally 
be denied the benefit of the statute of limitations. and thus under no cir
cumstances could the Government ultimately prevail. He argued that filing 
a return would have violated his fifth amendment privilege against self-in
crimination. Therefore. a denial of the benefit of the statute of limitations 
constituted a penalty for the assertion of a constitutional right. The Fifth 
Circuit disagreed. however,:·3 holding that "there is no substantive or funda
mental right to the shelter of a period of limitations:'124 Therefore. because 
the plaintiff had not been denied anything to which he. was otherwise en
titled. the inapplicability of the limitation period did not constitute a 
penalty. 

A more persuasive constitutional argument was raised in Pizzarello v. 
Ullited States. t2 ' In a suit to enjoin a levy for unpaid wagering taxes. plaintiff 
claimed that under no circumstances could the Government prevail because 
the assessment was based on evidence seized in violation of his fourth amend
ment rights. After concluding that there was no Supreme Court precedent 
on point. the Second Circuit applied the exclusionary rule and held the 
assessment invalid.I '. 

li9. In order to qualify for an injunction under Williams Packing. the taXpayer 
must show: (1) that under no circumstances can the Government pre,·ail. and (2) that 
equity jurisdiction otherwise exists. For further amplification. see text accompanying 
notes 26-34 supra. 

120. 474 F.2d 565. 1973·1 U.s.T.C. 1[16.075 (5th Cir. 1973). " 
121. INT. REV. CODE OF 1954. §6501(a) provides in pertinent part: "Limitations on 

assessment and collection (a) General rule.-li.."cept as otherwise provided in this section. 
the amount of any tax imposed by this title shall be assessed within 3 years after the 
return w.u filed ••• and no proceeding in court without assessment Cor the collection 
of such tax shal1 be begun after the expiration of such period." • 

122. INT. REV. CoDE OF 1954. §6501(c) provides in pertinent pan: "(c) Exceptions.-(3) 
No Retum.-In the c;Jse of failure to file a return. the tax may be assessed. or a proceeding 
in court for the collection of such tax may be begun without assessment, at any time." 

123. Lucia v. United States. 474 F.2d 565. 569·70. 1973-1 U.s.T.e. 1116.0;5. at 81.366 (5th 
Cir.I973). . 

124. rd. at 572. 1973-1 U.s.T.e. at 81.368. 
125. 408 F.2d 579, 1969·1 U.S.T.C. 1115.886 (2d Cir. 1969). 
126. ld. at 586. 1969·1 U.S.T.C. at 85.028·2<). Of course. this satisfied only the first 

prong of the Williams Packing test. He still had to satisfy the second prong of the test. 
by showing that he was entitled to equitable relief because he would suffer irreparable 
harm for which there was no adequate remedy at law. before an injunction would issue. 
The court remanded for findings of fact on this question. [d. at 581. 1969·1 u.s:r.e. at 
85.030. Compare this result with the approach taken in the Jeopardy Assessment area (see 
nole 91 supra and accompanying test) where the court refused to permit the taxpayer to 
invoke the fourth amendment as a basis for satisfying the fir>! prong of the Williams 
Packing test. 
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Another successful attack on an attempted government collection was 
made in Cole v. Cal"dOUl.m The Government had obtained a lien on the 
plaintiff's residence to satisfy overdue gambling taxes. Finding that under 
applicable law a federal tax lien solely against a husband could not at
tach to property owned by him as a tenant by the entirety, the courlt declared 
the lien void.128 

Summary. As these cases show, attempts to characterize the Gambling 
Tax as a penalty have been unsuccessful, and section 7421(a) presents a 
formidable barrier to relief from its assessments. If a nexus between legal 
revenue and the government's action can be discerned, the Act will be 
applied.'29 On the other hand, if the assessment is so outrageous as to bear 
no resemblance to.a "tax," the Service has not· been permitted to hide its 
extra-legal actions behind the shield of section 7421 (a)Yo -Finally, even -in 
cases seemingly within the scope of the Act, courts have granted relief where 
the facts satisfy the Williams Packing requirements. While constitutional 
claims alone are insufficient to invoke this exception,l3l they can be used to 
satisfy the first prong. . 

Perhaps the most important message conveyed by these cases is the courts' 
reluctance to apply section 742 I (a) mechanically. Rather, they have examined 
each factual situation to assure that the purpose of the Act would be served, 
before applying its strictures. The desirability of this purpose-oriented ap
proach is obvious, the application of section 7421(a) makes the Service's deter
mination of the rights of the parties binding. Where such a situation re
flects the will of the people, as interpreted by Congress, it must be obeyed_ 
But courts must carefully examine each factual circumstance in order to 
ensure that they do not abdicate to the Service their role as final arbiter 
of the rights of men in contexts beyond those contemplated by Congress. The 
potential for abuse inherent in such situations is too great to be tolerated.13O 

127. 441 F.2d 1337, 1971-1 U.S.T.C. 1115,986 (6th Cir. 1971). 
128. The Government had conceded that it had "no valid claim" against Gole's home. 

ld. at 1M3, 1971-1 U.s.T.C. at 87,071. Thus, appellant satisfied the first .prong of the 
Williams Packi'lg test-assured success on the merits. As the court found that the I3.X lien 
would cast "doubt [on] the title of the property and cause reasonably prudent purchasers 
to refuse to accept it until they were certain the title was clear," the court held that 
appellant was entitled to have the lien removed. ld. at 1344, 1971-1 U.s.T.C. at 87,07!!. 

129. This interpretation of §7421 (a)'s scope parallels the conclusion recently reached 
by the Supreme Court. See discussion of Bob Jones and "Americans United" accompanying 
notes 201-210 infra. 

130. But compare with this conclusion the Supreme Gourt's rejection of Bob Jones 
University'S argument that its suit was not for the purpose of restraining the assessment or 
colf""tion of a lax, because the Service's objectil'e in removing the school's taX-exempt 
statu. was unrelated to revenue. See discussion accompanying notes 2().I-205 infra. 

131. Similarly, in "America7ls United" the Supreme Court held that the institution's 
claim that the invocation of §7421(a) deprived it of due process of law was insufficient to 
nvoid application of the act. See discus-,ion accompanying notes 2:15·247 infra. 

132. BUI compare the Supreme Court's decision in "AmeriCQ7IS United,U where the 
GoUrt held §7421 barred the action despite .trong evidence that a .uit (or injuncth'e 
relief provided the only access to meaningful jUdicial review, See discuS5ion accompanying 
notes 227-237 infra. 
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INTERACTION OF SECTION 501 (c) (3) AND THE 'SECTION 7421(a) PROHIBITION 

Background 

In addition to its function as a revenue-generating device, the Internal 
Revenue Code is a vehicle for implementing congressional policies. One 
such policy is a tax subsidy for organizations carrying out functions that 
otherwise would be funded through federal programs.'33 Thus, Congress 
has provided in section 501(a) that income of certain organizations shall be 
exempt from specified federal taxation if the organization is one that is 
described in sections 4.01 (d) , 501(c), or 501(d).t3< 

Included in the list of organizations exempt under sectk.n 501(c)(3) are 
corporatio.ls, . and_ any community chest, fund, or foundation;'" thus, in
dividuals, partnerships, and formless aggregations of persons cannot qualify. 
Assuming compliance with this structural requirement, an organization 
seeking tax-exempt status faces a series of hurdles that must be negotiated 
frOIJl two perspectives: its organization and its operations.laG The "organiza
tional" requirement examines the dominant purpose for which the organiza
tion was created, focusing on substance, not form"" The operational test 
essentially requires that the organization's actual activities comport with its 
stated purpo.5es while not contravening any of the statutory prohibitions.'"" 
Although the sta~ute specifies that the organization must be "organized and 
operated exclusively" for certain enumerated purposes, courts have con-

133. See Garrett, Federal Tax Limitations on Political Activities of Public Interest 
and Educational Organizations, 59 Goo. L.J. 561 (1971). Sections 50I(c)(3) and 170 of the 
Code have been characterized as reflecting a "CongTessionai disposition favoring various 
types of charitable organizations deemed beneficial to society ••• [by making them] objects 
of federal support through tax policy." Notl!, Tile Loss of Privileged Tax Status ill Suit.< To 
Restrain Assessmrnts, 30 WASH. & LEE L. REV. 57!!, 575 (1973). 

134. INT. REV. CODE OF 1954, §501(a) provides tax exemptions to the organizations 
described in 501(c)(3): "Corporations, and any community chest, fund, or foundation, 
organized and operated exclusively for religious. charitable. scientific, testing for public 
safety, literary, or educational purposes, or for the prel"ention of cruelty to animals, no 
part of the net earnings of which inures to the benefit of any private shareholder or 
individual. no' substantial part of the activities of wh1ch is carrying on propaganda. or 
otherwise attempting, to influence legislation. and which dots not participate in, or 
intervene in (including the publishing or distributing of statements). any political cam
paign on behalf of any candidate for public office:' 

ISS. See note 134 supra. 
136. TREAs. REG. §1.501(c)(3).I(a)(I). 
137. In Samuel Friedland Foundation v. United States, 144 F. Supp. 74, 84. 1956·2 U.s.T.e. 

U9896, at 56,385 (D.N.]. 1956), the court said that an organization must be "created to per
Corm" or "established to promote" a proper purpose. Merely ha\'ing poWers that are limited 
to proper purposes is not sufficient. Thus, the charter and bylaws are not conc!ush'e, bllt 
may be supplemented or rebutted by e)(trinsic e\'idence of purpose. Faulkner Y. 'Commission
er. 112 F.2d 987, 19-10·2 U.s.T.G. 119544 (1st Cir. 1940): Journal of Accountancy, Inc., 16 
B.T.A. 12® (1929). The Service has proclaime,1 that the .organization'. purpose must be 
proper. and its power substantially limited to such purpose. in order to "'lbfy the 
organizational test. Su TRF.AS. Rt:c:. HI.501(c)(')·I(b)(I)(i)(a). (b). 

138. See TR£AS. RF.G. HI.501(c)(3)·J(c). The text of the $tatute is set out in nOle: 13~ 

supra. 

80-321 0 - 77 - 33 
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sistemlyand liberallyl3' construed the term "exclusively" to mean "principal
ly" C!r "primarily."uo 

Unfor.tunately. the other requirements of the provision have not received 
such unifornl construction. For example, the requirement that "no substantial 
part of the activities ... is carrying on propaganda. or othenvise attempting. 
to influence legislation." has resulted in a confusing array of interpretations. 
"Legislation:' is defined in the Regulations to include action by any legisla
tive body or by the public in a referendum.'u There is, however, a wide 
divergence of opinion over exactly what constitutes "attempting to influence" 
legislation. The Service has broadly interpreted the provision to include 
any activity tending to influence the outcome of legislation-even if only 
by influencing public opinion on an issue.H ' It has also ruled that any 
organization that actively advocates a primary objective obtainable only by 
legislation or the defeat of proposed legislation cannot qualify for section 
501(c)(3) status.143 The legislative history of the provisions.'" although in
conclusive, suggests that Congress intended to preclude only politically sel(
serving donations,'" and that the broadly stated prohibition was a drafting 

139. Helvering v. Bliss. 293 U.S. IH. 1935·1 U.s.T.C.~9001 (1934). The rule of construc· 
tion that provisions granting exemptions to chariti.::s are to be co,nstrued liberally is de· 
rived from the idea that such pro"isions are "begotten from moth'es of public policy." Id. 
at 151. 1935·1 U.s.T.C. at 9-103. The Sen'ice e.xpres.<ly adopted this rule in G.C.lIf. 21.610. 
1939·2 CUM. BULL. 103. While this ruling was declared obsolete by Re\,. RuI. 67·46. 1967·1 
Cm-t. BULL. 377, there was no indication of a modification of the Service', view on this 
matter. Set: 6 J. MERTENS. supra note 9. §34.03. 

140. Courts. in a rare display of unifonnity in this area. have held that this require· 
ment is satisfied if the activities that comprise a substantial portion of the organization's 
total operations pertain to a proper purpose. E.g., nulles \'. Johnson, 273 F.2d 362. 1960·1 
U.s.T.C. flll.916 (2d Cir. 1959); Seasongood , .• Commissioner. 227 F.2d 907. 1956·1 U.s.T.C. 
~9135 (6th CiT". 1955); William L. Powell Foundation ,'. Commissioner. 222 F.2d 68. 1955·1 
U.s.T.C. ~9398 (7th Cir. 1955). 

141. SU TR£AS. REG. §5L501(c)(3)·I(c)(3)(ii)(h). 
142. TREAS. REG. H\.501(c)(3}.I(c)(3)(ii)(a}. (b). This approach assumes that political 

activity is inconsistent with charitable purposes. Therefore. if any nexus can be shown. 
!.he acth'ity is improper and the organization is denied §501(c)(3) status. But such groups, 
tenned "Action Organizations" by the Sen·ice •. may be eligible .for a tax exemption under 
§50l(c)(4) of the Code. 

143. TR£AS. REG. HJ.501(c)(3).J(c)(3)(iv). Consistent with its premise that legislath'c 
activity is inconsistent with charitable purp05CS. the Sen:ice does not distingui~h between 
political acth'ity in furtherance of what might be considered a proper purpose, and 
political acth'ity motivated by other concerns. Thc Regulations do require. ho .... e'·er. that 
thc organization do more than merely engage in nonpartLun analysis •• tudy. or research. 
with the results made available to the public. in o .. ler to be clas.<ifi(.u as an "action" 
organization outside the scope of §;;0\(c)(3). Such activity would fit within the "Education" 
clas5ificaUon. and thus shoult! not he condemned as an attempt to influence legislation. 

144. For debate on the pro'·ision. see i8 Co;o;r.. Rr.c. 5861. 5959. 7831 (1934). Su 41so 
110 CoNt:. REc. 5078·79 (I 96-1}. 

145. With respect to the pUrpo.,e of §50J(c)(~}. Senator Recti said: "There is no reason 
in the world why a contribution made to the lI:ation;:1 Economy League should be de· 
ducrible 3$ if it were a charitable contribution if it is a .tdfisil one made to ad,,,,"c,, the 
i><r.lonal ill/eusls of the gitlCl' of the mo,,~y. This is what the committee was trying to 
reach •••• " 78 Co;o;c. RI:c. 5861 (1934) (emphasis added). Such an anal),sis would start 
Cram thc premise that charitable purposes and political activities are not mutually CJC-
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Judicial opinion is split with respect to this question. The majority of 
cOUrts follow Judge Learned Hand's statement that: "(P]olitical agitation as 
such is outside the statute, however innocent the aim .•.. Controversies of 
that sort must be conducted without public subvention; the Treasury stands 
aside from them."l" Section 501(c)(3) is thus interpreted as a broad prohibi
tion against political activity.HS Other courts have found po1itical activity 
consistent with proper purpose,H. and therefore, 110t grounds for denial of 
section 501(c) (3) status. Still others have concluded that the phrase refers 
only to direct communication with legislators.un The only certain conclusion 
to be drawn from these divergent views is that an organization cannot be: 
sure when it is engaging in activities that "influence legislation" and imperil" 
its" tax-exempt status.'" ." 
.: The further requirement of section 501(c)(3), that legislation-influencing 

elusive. If it could be shown that the political activity is in fa.t in furtherance of the 
orgaD;·, .. tion's charitable purpose, the acth"ity would not be a potential cause of preferred 
tax scatus revocation. 

146. In reference to the provision of §501(c)(3) prohibiting political activity, Senator 
Reed stated: "[W]e found great difficulty in phrasing the amendment. I do not reproach 
the dr:!ftsmen. I think we gave them an impossible task; but this amendment goes further 
than the committee intended to go." 78 Case. REc. 5861 (1934). 

147. Slee v. Commissioner, 42 F.2d 184, 185, 2 U.s.T.e. ff552. at 2302 (2d Gir. 1930). 
148 In Estate of Blaine, 22 T.C. 1195, 1213 (1954). the court denied charitable deduc

tiOn5 for contributions made to an organization whose "ultimate aim ••. was the attain
ment of a political objective." Similarly. preferred tax status was denied because of at· 
tempts to mold public opinion in favor of a certain revision of the law in American Hard
ware &: Equip. Co. v. Commissioner, 202 F.2d 126. 1953·1 U.s.T.e. ff9"..21 (4th Cir.), c.:rt. 
d""i~d, 344 U.s. 865 (1952). Accord, Kuper ,', Commissioner. 332 F.2d 562, 1964·2 u.s.T.e. 
119541 (3d Cir.). ca-t. drni~d, 3i9 u.s. 920 (19tH): Marshall v. Commissioner. 147 F.2d 
75, 1945·1 U.S.T.e. ~IO.I66 (2d Cir.). CtTt. denied, 325 U.s. 8i2 (1945). 

149. These cOllrts responded to JUdge Hand's dictum in Slee v. Commissioner, 42 
F.2d 184. 185, 2 U.S.T.e. 11552, at 2302 (2d Cir. 1930). that political activity that Was 
"mediate to the primary purpose" would not be improper. In Dulles v. Johnson. 273 
F.2d 362. 1960·1 U.s.T.e. \i1l.91G (2d Cir. 1959), the court found the activities of a bar 
:wociation. including reporting to the legislature on proposed and existing legislation, to 
be beneficial to the public. It therefore pennitted donations made in support of these 
actions to be taken as § 170 charitable deductions. Accord, International Reform Fed'n v. 
Dutriet Unelllployment Compensation Bd., 131 F.2d 337 (D.c. Gir. 1942); Martha H. Davu. 22 
T.C. 1091 (1954). 

150. Seasongood v. Commissioner. 227 F.2d 907. 1956·1 U.s.T.e. 119135 (6th Cir. 1955). 
Thi.! interpretation attempted to restrict the prohibition against inBuendng legislation 
by focusing on the form of the acth'ity rather than on its purpose. Prohibiting direct 
lobbying but pennitting "grass roots" lobbying has been criticized as allowing an or
ganization to do indirectly whal it is forbidden to do directly. Su Note, The RCI!aJ 'Je Code 
and a Charily's Politics, 73 YAI.E L.J. Gm, 673 n.5G (19&1), 

151. Another factor adding to the organization's uncertainlY is the oclecti"e and 
sporadic nature of the Sen'icc's enforcement of §501(c)(3). For example, it has been sUggc>ted 
that the Sierra Club lost its §501(e)(3) statu. not for the opinion it expressed in a full page 
ad, but bcc:Iuse of the openn .... with ... hich it acted. S~" Note. The Internal Rrornue Cocl~s 
Provisions Agains: l.eiJUlalil,t: Activity on the Part of TtL .. Exrmpt Organi:ntions: A Legiti. 
male Safeguard or a rioJation o[ tile Fil1t Amrodmeul1. 3 N.Y.U.L. k SoctAL CIIANCE 159. 
1&1 (1975). 
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activities may not constitute a "substantial" part of the organization's 
operations, presents a similar but distinct problem: In Seasongood v. Com
missionerm the Sixth Circuit concluded that attempts to influence legislation 
were not substantial when constituting only five per cent of the organization's 
total activities."3 Unfortunately. the court's attempt to quantify the statutory 
term has not generally been followed.'s, Rather. weight has been given to 
more qualitative factors such as the sporadic nature of the legislative ac
tivity,''' the amount of time spent on such activities in comparison to the 
total activities of the organization."· and the benefit that the group's over-all 
activities' bestow on the community.l5T 

An additional problem in determining substantiality .is the. question of. 
how much. if any. of the organi7.ation·s supporting activities, .should be con-, 
sidered. In, Kuper v. CommissiollerlM the time devoted .. by the League of 
Women Voters in discussing issues. formulating 'alternatives;: and agreeing. 
on a position with respect to variolls legislative measures 'was' taken into 
account in determining the substantiality of the time spent attempting to 
influence legislation. Another court impliedly rejected this position by re
fusing to disallow deductions for contributions to the same organization. 
because its "sporadic forays into the political arena were of little con
sequence [when] viewed against the background of,the whole, of their 
efforts in behalf of better government.""· Perhaps the only conclusion that 
can be reached concerning judicial guidelines in this area is that the ab
sence of accord in defining "substantial" makes the courts' inability to define 
"influencing legislation" less problematical. 

Several commentators have suggested that the restraints imposed by sec
tion 501 (c) (3) on political activity should ,be totally, or partially removed.'60 
Because section 16. , ,) allows a business expense deduction for direct lobbying 
activities. organizations such as public interest groups arguably should be per
mitted to use political means to create an adversary viewpoint representative 
of segments of society that lack political or economic power. Imposition of 
political sterility on these organizations also seems contrary to the first and 

152. 22.7 F.2d 907. 1956·1 U.s.T.C. §9135 (6th Cir. 1955). 
153, Id. at 912. 1956-1 U.s,T.e. at 54.210. 
154. See Note. supra note 151. at 162. 
155. Liberty :';at'l Bank &: Trust Co. ". United States. 122 F. Supp. 759, 766. 1954·2 

U.s.T.C. 119537. at 46.403 (W.D. Ky. 1954)., 
156. Kuper v. Commis.sioncr. 332 F.2d 562. 1964',2 U.s.T.C. 119541 (3d Cir.). UTI. 

dmi~d. 379 U.s, 920 (1964): League of Women Voters v. United States. ISO F. Supp. 
379. 1960·1 U.s,T.C. 1111.924 (Ct. C1. 1960). 

157. Cornpar~ Dulles v. Johnson. 273 F.2d 362. 196().1 U.s,T.C. 1111,916 (!!d Cir. 1959) 
(donations to a bar as.sociation. which reporled to the legislature on existing and propaSdl 
legislation. held deductible). wilh Hammcrstin v. Kelley. 235 F, Supp. 50, 1964·2 U.s.T,e. 
1112.269 (E.D. Mo. 19(4). aU'd. 3-19 F.2d 9'28. 1965·2 U.s.T.e. 1112 .. H3 (8th Cir. 1965) (con
tributions to medical society held not deductible because its political and legislative 
activities were substantial). . 
.-, 158. 332 F.2d 562. 1964·2 U.s.T,e. 119541 (3d Cir.). urI, denied. 379 u.s. 920 (1964). 

159. Liberty Nat'l lIank &: Trust Co, ". United. States. 122 F. Supp. 759. 766. 1954·2 
U.s.T.e. 119537. at 46.403 (W.D. Ky. tWA). 

160. See, e.g" Garrell. supra note 13~: :';ot<:. supra note lSI. 
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fourteenth amendments.tBI Indeed it is difficult to find any basis that justifies 
. this unequal treatment. l .' 

Although section 501(c)(3) exempts organizations for "charitable •.• or 
educational purposes."1.3 the Supreme Court has recently concluded ~hat the 
common law concept of charity-benefit to the entire society-subsumes all 
secti.m .501(c)(3) c1assifications.m As a result. section 50l(c) (3) status has 
be'._'1. denied, for example. to educational institutio~s that discriminate on 
the basis of race.I • S The net effe,:t of these varying judicial and administrative 
interpretations of ambiguous .,tatutory language. exacerbated by arbitrary 
enforcement, is that an organization cannot be certain of its compliance with 
the requirements for tax-exempt status. Because an organization attempting 
to enjoin revocation or denial of section 501(c)(3) status must either demon
strate that it is ou~ide the scope of the section 7421(a) prohibition. or that 
it can satisfy the stringent Williams Packing test, this interpretational uno' 
certainty over the parameters of permis$ible action places a virtually in
sU2Crable burden on the organization. 

Lower Court Decisions Granting Injunctive Relief 

Informative in determining the scope of section 7421(a) are several re
cent cases in which taxpayers successfully enjoined the Service from affording 
tax-exempt status to certain private organizations. Attempts to circumvent 
federal court integration orders resulted in the formation of numerous 
white-only private schools, many of which were accorded section SOl(c) (3) 

161. See Note. supra note 151. at 166·76. 
162. One counter-argument is that because corporations pay taxes and 501(c)(3) 

organizations do not. a taxpayer may be forced to support a di~tasteful "iewpoint if 
exempt groups are allowed to lobby. This ignores. however. the direct tax subsidies 
such as oil depletion allowances that support the corporate establishment. Additionally. 
the corporate goal of profit maximization has not suffered because of an overabundance 
of concern for social issues. The economic power of the country is increasingly con
centrated in corporations. Set! Berle. Proper!>', Production, and Rroolution, 65 CoLUM. L. 
REV. 1 (1965). Corporate subsidies tend to cluster at one end of the socio-economic 
spectrum. Tax exempt organizations represent virtually the only viable adversary view
point with a capability to illuminate the other end. Without indirect tax subsidies through 

. allowances of lobbying, the omnipotence of corporate wcalth may tend to impose in
creasingly unilateral approaches on congressional action. 

163. The entire text of §501(c)(') is set OUt in note 134 supra. 
164. In Alexander \'. "Americans United." Inc .• 94 S. Ct. 2053. 2065 T 10. 19i4·1 

U.s.T.C. 'l19439. at .84.082 n.IO (1974). it was noted that "the §501(c)(3) \c .. ocation is 
arrived at by the Commissioner not solely by construing the langu~ge of §501(c)(3). but 
by his assertion that that section aOlI §170(a)(I) and (1O)(2)(D) are in pari maC"Tia. Thus. 
the idiosyncracics of the word 'charitable' in ~ liO(a)(I) are cngrafted upon, and entwined 
with. the 'organized and operated cxclmivcly Cor religiou. charit:lble ••• or educational 
purposes' standard of §50I(c)(3)." Accord. Green ". Connall),. 330 F. Supp. 1150. 1157·61. 
1971-2 U.s.T.C. 119529. at 87. 146·40 (D.D.C.), oU'd iJ~r curiam sub 110m. (..)it V. Green. 
404 U.S. 997. 1972·1 U.S.T.C. 119123,\ (1971) (collcludon that "educo.tional purposcs" reo 
quire ac.tion. in best imerL'Su of soCiety as a whole, as opposed to a limited group. derived 
from law of charitable tru.u). . 

165. Green v. Corially. 330 F. Supp. 1150. 1971·2 U.s.T.C. li9529 (D.D.C.). oU'd pf:T 
curiam sub /lorn. Coit v. Green. 404 tl.S. 997. 1972·1 u.s:r.c. fJ9123A (1971). 



468 

fHE ANTI-INJUNCTION ACT 

-status:' In Green 'v. Kennedy'·· black plaintiffs sued for declaratory and in
junctive relief. arguing that the exemptions amounted to government aid 
of racial discrimination in violation of the due process clause of the fifth 
amendment. Although the Service had changed its position in the interim and 
construed the Code to exclude such schools from tax-exempt status.'·' the 
court issued :J. permanent injunction to ensure the plaintiffs adequate re
li-~f.1ea The decision was defended on two grounds. First, discrimination 
was found to be inconsistent with the common law notion of "charitable:"·' 
Second, and more compelling."· was the fact that affording 'preferred tax 
status to institutions following racially discriminatory admissions practices 
amounted to :J. frustration of federal policy against racial segregation in 
education. an impermissible result because "[tJhe Code must be construed 
and applied in consonance with the Federal public policy."';l 'While the 
section 7421(a) bar was not directly asserted in this casc,172 the fact that a 
ta.xpayer was permitted to interfere with an IRS determination of section 
501(c){3) status showed tha~ tnt; Service's power in this area is not plenary, 
a recognition long overdue. 

LeSs than a year later. the question of the Anti-Injunction Act's appli
cability in this context was brought before the same court."' Grasping the 

166. 309 F. Supp. 1127. 19iO·l U.S.T.e. ~9176 (D.D.C. 1970). In the original class 
action. Green v. Kennedy. 309 F. Supp. 1127. 19iO·l U.S.T.C. 1j91i6 (D.D.C. 19iO). plaintiffs 
sought a preliminary injunction prohibiting the Service from granting any future exemp
tions. pending a determination of whether the 5chools actually were "part of a system 
of private schools oper::ted on a racially segregated basis as an alternative to white students 
seeking to a"oid desegregated public schools." {d. at 1140. 19iO-l U.S.T.C. at 82.732. A 
preiiminary injunction was issued because the COUrt found that the tax. benefits constituted 
"SUbstantial and significant SUppOrL by the Government." titus raising a question of constitu
tional violation if the schools in fact were part of a segregated prh'ate school pattern. Id. 
at 113-1. 1970·1 U.s.T.C. at 82.728. Additionally. the injunction was issued because of the 
"probability of irreparable harm to plaintiffs' class and the public interest." Id. at 1139, 
1970-1 U.s.T.e. at 82.731. 

167. News Release. 7 CCH 1970 STASD. FED. TAX REP. nn6790. 6814. 
168. It was in the sequel action. Green v. Conally. 330 F. Supp. U50. 1971-2 U.s.T.e, 

n9529 (D.D.C .. QU'd per curiam sub nom. Coit v. Green. 404 U.s. 997. 1972·1 U.s.T.e. 
n9123A (1971). that a permanent injunction. covering all the racially discriminating privet" 
schools in Mississippi, was issued. The cou~t said: "We think plaintiffs are entitled to a 
declaration of relief on an enduring. permanent basis. not on a basis that could be with
dr:.wn with a shift in the tides of administration. or changing perceptions of sound 
discretion." 1d. at 1170·71. 1971·2 U.S.T.e. at H7.ISo. • 

'169. This conclusion was reached after an extensive discussion of the law of charitable 
l>USts. 330 F. Supp. at 1I57·61. 1971-2 u.s:r.c. at 87.146·49. 

170. The court admitted that while there was merit in interpreting Code provisions 
by reference to the common law background. "the ultimate criterion for determination ••• 
[is] Federal policy." [d. at 1161. 1971-2 u.s:r.c. at 8i.149. 

171. 1d. at 1163. 1971-72 U.S.T.C. at 87.151. The court pointed out that federal 
public policy included the Civil Right> Act of 19tH. 42 U.s.e. §§2OOOc to 2000d-4 (1964). 
[d. at 1164. 19i1-72 U.s.T.C. at 87. 151. 

li2. Notwithstanding this fact. one commentator has suggested that because this case 
recognized the underlying i:!Suc to be one of social policy. it could be used to support the 
argument that §7421(a) should not bar injunctive relief in a case invoh'ing social policy. 
because there is no question of revenue generatioll. S~e Comment. supra note SO. at 599. 

173. IIIcGlotten v. Conally. 338 F. Su!'p. 448. 1972·1 U.s.T.e. fl9185 (D.D.e. 1972). The 
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functional utility 0,£ section ,7421 (a) with a 'L,~rreshing clarity oE t!toJ.!,ght",the 
;~oitrt· held-'that- thls"indeed' \'l;tt~ii a~en~~KCr~~ifie'~'iei1'igf~\'?{p,o~e'-o('the 
: '{Anti-Injunction J ;-Act is'"ina pplicab'li:,';"-r/' becli\1~~-[li~"'ptain1Ht -;:aru.'~oi: ::Seek 

to .... limit the amount of revenue collectible by-the' United. State~:~'l~:-:rlie im
" portance 6£ this case lies' in itS limitation' of sectioii'7'121(ar to -.:situations in 
'which a revenue effect is discernable."6 To 110id othenvi~e w6tild' afford the 
Service essentially unlimited power in this'-area "because Aw.o?I!rpe>i:.le, to 

-' invoke the protective shield of sectior( 7421 (ar ~'irtl!aUy", a.C'~rrr.:-'TliUs; a 
"taxpayer beyond the'scope of the' Anti,Injunction Act; 'as in tn'j.s.~~ase. should 
: never be subjected to 'the rigorous examination requihi(["'under' Hie, WiUtams 
"Packing doctrine.' .,' ....., ~"'-~:- -"=::.-:-~~: _~.~~:~~_;-~~.~ .. ~~ 
·:·Since Williams' Packing, there have been few cases-~ri whrcll-a:taxpayer 
~-wi.thin the'scope of section 7421(a)'!iasoeen ab1e t((~\'efcome 'ih)o~miaable 
c'prohibition and obtain' an injunction 7against 'me -Se·rvii:~.1~7 ..A_:notable"ex
. ·'ception is the case of Center on- Corporate Responsibi,fity, Inc. v.: Schult1.,m 
-Plaintiff filed suit when, faced 'with. protracted; de1ay '1>ver" it,S.J:e8.u~s( for 
. section 50l(c) (3) status;'-despite'iompliance" \\'ith' a1C'oCtTie "Se'ITice's'sugges
, tiansand the apparent favorable stance of the IRS.l1~ Sho,rtly thereafter, .the 

Service TIlled t~at the plaintiff '~'as not entitle(r __ .to~sectioii 50J1c).(3f sta,tus. 
-The court'held to the contr~ll·. ho,~ever, n~llgYin,Lt.fie -.~p.il£..n (J~n,i'!t on - - - ... -.~- - ~--. .". 
~ontested e.xcmptions in this case arose from 1ST, REV. '~DI; OF 1954<§50r(c)(S)., which 
'Covers fraternal organizations." ," , .. ',::, ,~ .... ~:-.:_ '~.:: .. ,:~-:::': 

-'-. -: ,174. Id. -at 454, 1972,1 U.s.T.C; at 83,752;' quoting "Eno&s''.::V~i1~i;lIli$·'1'a?<liig. g, 
.; Navig-ation Co .• S70 U.s. '1. 7. 1962,2 U,S,T.C, ~9:H5. at 85';289.(1962). -. , .. _', '.. ',_', 
.. ,·175:' 338 F. Supp. at 453, 1972,1 U,S-T,C. at 83.751' [emphasis-added). 'tn"this:context 
--the net revenue effect.- if any. would be fa\'Orable to the Go\'crnment"H"plaintir! pre· 
:'vailed. Thus. application of §7421(a) wO}ltd produce'an'cffcct diamcltiailIf.'opposeo:!.lo"the 

'central purpose of ,the' Act. '1:oss of tax exempCstatus -woulu"produce ·tax-'re\,'miieon· the 
- organization's income.' .- .. ". . - .. =::-.":_:... .. - .-; ...... ~~ ~-':":"':.~ •.• ~ !.' - ~ ... 

The court went 00 to' hold that' the provision,' "wliich" gTantS:C'a~ la..rnciluclion - for 
charitable contributions, is 11 grant 'of' fedcr:ll' financial 'assistance' ,"'illiin the~scope of the 

-1964 Civil Rights Act. as is the exemption pro"ided fralernal. orders by §.:;Oi(c)(S). In con
tra.t .. the motion 'to dismiss ',\\,as granted .. ~s to the nonprofit club's ~xempted u!lder §501(t)(7} 
because- that exemption -"as limitcd to-membe{.genei'3tcd 1urids:'In-r<tachin,g'fhe rssue' of 

'" the, con~titutionalily of fedcr:l1 tax benef,ts to these' groups; 'thc' court 'noted: "The minds 
,... aim hearts of men-mai'bc bcyond 'the pur\'iew of this -ot ~ritothei:"io.u,t{:~E~~rilaps"lhose 
"';"h·o cling ·to 'infantile"aod-ultimateIY'scl£,dcstructi,e not!ons'o~ thcir'raci:U"'S\lperiority 
· cannot be' forced to oilturity. But'the Fifth arid Fourteenth"-:\'mendmenfscdo require 
;that such individuals nOI be given sol:ice: ili'their del\lsioi\~=by tii~::g6\'ertiment:}:'[d at 
-454; '1972·1 U,S.T.C. at 83.752.- ... - - - -'. . 

'176. 'But su'discussion accompanying notC;'·20I:225'in[f!i~'''':>''':·.u,,,,; .... ,,, c::=-~.' 
:--,' 177. Of course, the Gr<m and McG/ollm cases a~,: e."cepti~n~!, .~use~eI. ~;~.~e.!ilDed 
· at. forcing the Serl'ice to' f).·ithdraLL· or r~/raill 'rolli" granl~"g~sll.dl sra~~s.._:-_ ~ '. :' '.

"178.-' 363 F. Supp. 863. 19i-\.('U.s.T.C. ~91l8' (D:n.c. 19i3). ai'l,~ar'dis;iiissed. 9 CCH 
19H STAND. FED. T A)C REI'. 70,707. The Government had mo,'ed to (.lisroi5.'l irs appcal. T.I.R. 
No. 1277; 9 CCH 1974 STAl.'Il. Fi.ll. TA)c: REI'. 1lG46~. . u.,-~_ :-">:l:";-.. ""." .. ~ l=:.lC_ 

: '--179. The .tated pu~posc. of ',the taxp:t)et w:iS'to-'el\ii~g-c iri-':."M cin3iitftduciUonal 
• ,.nq charitable 'acth'itics :on -~ ,non: profi t_ ~.~~~. t~. i~lpro"e __ a,O(!, b~t,tcr .~_~ndit~o~ of 

Amrnc:ut' life ~'nd institution~ b)' 'pr.o'lllltiU!l'- the', dc\'i!1opmEilt'-or_'-~I~~rsaS<.~~·r::~o~sitJiiity 
"''iIiid-:--nwarcncss-on' the paii of 'corporatccntitics' ant! 'decisioli'iuakeh to us(:' Me"corpoiate 
"institution :md' power m-hclltit- lh\!' soti:ll·cw~trarco :' •• :;;N~ Itf.'at 'saa: i974!t'1J.s.T.C: at 
&.'83;047 • .:..:.-':; ." : .. 1 ... \-1:'>00::":' (t-, rt"' .... ~hl-: :.--r.--o!.;~~;_ .":"'!" .... 'J=!:!:=._.:.;.r~.:..n~ .. ':~:.. .;:.' '. 

.. =_ ..... n.·."'::'. \ ~+;-~.1" ~":, ... : • .:s.::"-: "';'"'::.. !-:-;_"': 'L..:::.--:-.~ ;::l.:::~ .~-:JZ.':'" is:':H T::.e 
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procedural grounds.1BO To buttress its conclusion, the court observed that 
even .without this nulIification plaintiff was entitled to section 501(c)(3) 
status because it satisfied the operational test for such groupS.'Sl 

Although the Center had instituted the action as a refund suit for FICA 
ta..xes, its primary purpose was dearly injunctive relief. Although this question 
immersed it in the section 7421(01) quagmire, the district court met the 
challenge directly by finding t':at it had the power to grant the requested 
remedy. Because the FICA refund necessitated resolving the ta.x-exempt 
status issue, the court found that the injunctive. request would not burden 
the Government with additional litigation, an ancillary purpose of section 
7421(a).1S2 Moreover, because the plaintiff was legally entitled to section 
501(c)(3) status, "a suit to prevent collection of those revenues (to which 
there is no legal entitlement] cannot be a suit interfering with the collection 
of legal revenues, as forbidden by the Statute."lB3 Thus, the central purposelS' 

of the Act was not contravened. Instead of holding that these facts placed 
the plaintiff outside section 7421(a), however, the court used them to show 
that the Center had satisfied the first Williams Packing requirement- assured 
success on the merits.'B' The second prong was established because, inter alia, 

180. Because the Service fa;led to comply with a discOl'ery order, which was intended 
to determine the extent of political influence on the ruling. the court invoked the sane· 
tion of FED. R. CIV. P. 37(b)(2)(A), and held plaintiff's allegation of political influence on 
the Service's decision established as fact. 

181. See text accompanying notes 137·140 supra. 
182. 368 F. Supp. at 879, 1974·1 U.s.T.C. at 83,058. In Enochs v. Williams Packing &: 

Navigation Co., 370 U.S. I, 7·8, 1962·2 U.s.T.C. li9545, at 86.289 (1962), the Supreme 
Court noted that "a collateral objective of the [Anti·Injunaion] Act [i~] protection of 
the colleclor from litigation pending a suit for refund." 

183. 368 F. Supp. at 879, 19i4·1 U.s.T.C. at 83,058. 
1M. In Enochs v. WiIIi",ms Packing &: Navigation Co., 370.U.s. I, 7, 1962·2 U.s.T.C. 

119545, at 85,289 (1962), the Supreme Court said that the "manifest purpose of §7421(a)" 
is to assure the Government of "prompt collection of ilS laWful re,·enue." "'here the 

,Government cannot possibly achie"e this goal .. the central purpose of the Act Is inap. 
plicable." (Emphasis added.) • 

185. In light of ilS statemenlS, the court's application of the lViIliams Packing doctrine 
warrants furthCl; analysis. As previously indicated (see text accompanying notes 181·184 
'supra), the court found that the plaintiff was /lot attempting to do anything forbidden by 
the Act. Neverthcless, it proceeded to analyze the situation until it was satisfied that "the 
Plaintiff has fully demonstrated that it filS the e>:upticm to 26 U.s.C. §7421(a) as specified 
in William.s Packing." 568 F. Supp. at 880, 19;4·1 U.s.T.C. fj9118, at 83,059 (emphasis 
added). The question then becomes: Why did the court require the plaintiff to show that 
it satisfied the Williams Packing exception to §7421(a) when it had previously found 
that the plaintiff was not attcmpting to do anything that §7'121(a) condemned? The logical 
answer is that the court, at least implicitly, "iewed the Williams Packing ~ituation as the 
only context in which §;·121(a) would not bar the action. In other words, the court read 
the Williams Packing statement that "[i]f it is clear that under no circumslancC3 could 
the g\lvernment ultimately prevail, the cenlral purpose of the Act is inapplicable," 370 
u.s. at 7. 1962·2 U.s.T.C. 1l9545, at 85.289, to mean Ihat certain go"emment deCeat on 
the merilS was the only case when the' Act would not be applied. This rationale rejects 
the purpose·oriented approach taken in the Gambling Tax = (see text accompanying 

. notC3 13H32 supra), which would interpret this langu~ge in William. Packing to mean 
that whenever the central purpose or H4!!1(;l) is nOI served the Act should not be applied, 
with H'ilIiams Packing's factual circumslance being merely one example of such a situatioa. 
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the organization was exposed to probable extinction if forced into repeated 
litigation. Furthl!r equitable grounds were found in the "dirty hands",s8 of 
tlie Service. The court thus held that the plaintiff satisfied the lVi.lliams 
Packing requirements. and it enjoined the Service from denying section 
501(c)(3) status. 

In comparing this case to tIte most recent Supreme Court decisions in 
the area.m it is of critical importance to note that the Center was able to 
litigate the section 501(c) (3) issue by instituting the action as an FICA re
fund suit. Once the plaintiff's right to ta.x-exempt status had been settled 
in the FICA controversy. the organization was able to use this determination 
to prove that it satisfied the strict. first prong of Williams Packing. Thus. by 
raising the question of injunctive relief as a collateral issue in a refund suit, 
the Center was able to overcome the section 7421(a) har Unfortunately, not 
all groups are able to survive the financial strain involved in waiting to 
litigate their tax-e.xempt status in a suit for refund. For less financialIy solid 
organizations. section 7421(a) provides a serious threat to survival.lSs 

Recent Supreme Court Decisions 

On July 10 and July 19. 1970. the Service announced that private schools 
following racially discriminatory admissions policies would no longer be 
eligible for tax-exempt status. and that gifts to stich institutions could no 
longer be deducted as charitable contributions.189 Upon receipt of an inquh'y 
letter regarding its admissions practices. Bob Jones University, a funda
mentalist institution. replied that its religious beliefs'90 forbade an open 
admissions policy. When negotiations reached an impasse. the University 

This rejection of a purpose·oriented approach to the application of §1421(a} appears to 
comport with the position taken by the Supreme CoUrt in the Bob jo"es case. See text 
accompanying notes 204·205 i,,/ra. 

186. 368 F. Supp. 880. 1974-1 U.s.T.C. at 83.058·59. The court pointed principally to 
the defendants' rcCusal to grant the exemption despite the fact that the plaintiff had made 
all the cha~ges the Service had specified as necessary to its r~eipt Of §501(e)(3} status. 

187. Bob Jones Uni\'. Y. Simon, ~/S. Ct. 2033. 19H-} U.s.T.C. 1\9438 (\913); Alexander 
v ."Americans United" Inc .• 94 S. CL'2053. 19;4·\ U.s.T.e. 1\9439 (I 974}. 

188. It has been estimated that under optimum conditions there would be a one· to 
two-year time lag between a rCI'ocation ruling b)' the Sen'ice and adjudication of an 
organization's claim of §501 (e}(3) status a't the district COUrt lel'd. Thrower, I.R.S. Is Con
.f,·deri,,!: Far Reachi"g C/IQ"ges ill RUling 011 Exem/'/ OrgalliUllions, 34 J. TAX. 1GB (1971). 
An appeal would add se"eral additional years to the timeo;pan. E.g., Christian Echoes 
Nat'l Ministry, Inc. v. United Slales, 4iO F.2d S19, 197H U.S.T.C. 119129 (10th Cir. 1973). 
uri. derlied, 414 U.S. 864 (\9i3) (final judicial redcw oC a 196G rel'QC3tion, litigated in an 
F.I.C.A. reCund suit, was not concluded until 1973). 

189. Rev. Rul. 71-H7. 1971·2 CUM. BeLL. 230. See text accompanying note3 183·184 
supra. 

190. Tht: school sub.scribes to the doctrine that Got! intended the various raCe3 
of men to live separately, and that interlIlarriage is contrar)' to God's will :md the 
SCTiptures. See Bob Jones Univ. v. Connally. 472 F.2d 903. 904·05. 1973-1 U.s.T.C. 1\9185, 
at 80.287 (4th Cir. 1975), 
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filed suit requesting that the Service be enjoined from revoking its tax-exempt 
s(:.tuS.'91 

"A.mericans United" (AU), an organization dedicated to the separation 
of Church and State, had enjoyed section 501 (c) (3) status for nearly twenty 
years. On April 25, 1969, the Service revoked the ruling on the ground that 
a "substantial" part of the organization's activities constituted attempts to 
influence legislation.''' Although AU's income tax status was not affected 
because it was granted a section 501(c)(4) exemption,193 the ruling caused 
the organization to be liable for Federal Unemployment (FUTA) taxes.'Of 
More significantly, AU was removed from the list of organizations to whom 
tax-deductible contributions could be made.'95 Asserting that the 1969 ruling 
caused a "substantial decrease in its contributions," AU filed suit for de
claratory and injunctive relief from the Service's revocation of its section 
501(c) (3) status.'1>6 -

III both cases the Government moved to dismiss the action OIl the ground 
that the suit was for the purpose of restraining the assessment or collection 
of a tax, and thus barred by section 7<121(a).197 Although both the Fourth 
Circuit in Bob Jones University v. COllnally and the District of Columhia 
Circuit in "Americans United" v. Walters adopted a purpose-oriented ap
proach, they evolved widely differing tests'98 and reached opposite conclusions 
as to the applicability oLsection 7421(a). 

191. Id. 
192. "Americans United" Inc. v. Walters. 477 F.2d 1169. 1172. 1973·1 U.s.T.e. 119165, 

at 80.216 (D.C. Cir. 1973). 
193. INT. REv. CoDE OF 1954. §501(c)(4) lists "civic leagues or organizations not or

ganized Cor profit but operated exclllsi"ely for the promotion of social welfare .••• the 
net earnings oC which are de,·oted exclusil'ely to charitable.' educational. or recreational 
purposes" for e..'<.cmption under §501(a) from income tax liability only. 

194. See INT. REV. CODE OF 1954. §§3301. 3306(c)(8). As §501{c)(3) organizations are 
exempt from social security (FICA) taxes. whUe §501(c)H) organizations are not, the shift 
in A U's status WOUld. in the ordinary case. result in this additional tax burden. But. 
because AU had been ,·oluntarily pa~·ing FlCA taxes for more than eight years, it was now 
incapable of terminating the election e'·en if it had ret.~ined its §501(c)(3) status. See 
INT. REV. CODE OF 19:H. H3121(b)(8)(B), 3121(k)(I); Alexander v. "Americans United" 
Inc .• 94 S. Ct .. 2Q53. 19;4·1 U.s.T.e. \i9439 (197-1). 

195. In order to qualify as a charitable contribution. deductible under Iz..7. REv. 
CoDE OF 1954. §170(a)(I). b7. REV. CODE OF 1954, §170(c)(2)(D) requires that a gift be 
made to an organil.ltion "no substantial part of the acti"ities of which is carrying on 
propaganda. or otherwise attempting. to inliuence legislation .••. " Organizations that 
meet this and the other rl'quirements of § 170(c) are listed in the Service's Publication No. 
78. "Cmuulath·c List of Organizations Dl'SCribcd in Section 1 iO(c) of the Internal Re,·enue 
Code of 1954:' Bcau..: the actions that caused A U's §501 (c)(~) status to be fe,-oked also 
contra"eoed §170(c)(2)(d). the organization was excluded from the "Cumulative List" as 
well. 

196. "Americans United" Inc. v. Waiters. 477 F.2d 1169. 1973-1 U.s.T.C. jJ911i5 (D.e. 
Cir. 1973). 

1!l7. Bob Jones Univ. ,'. Conally. 472 F.2t1 9O~. 904, 1973·} U.s.T.C. 119185. at 80,287 (4th 
Cir. 1973); "Americans United" Inc. v. Waite .... 477 F.!ld 1169. 1177. 1973·1 U.s.T.e. 1j911i5. 
at 80,217 (D.C. Cir. 1973). 

198. The D.e. Circuit limited iu inquiry 10. the .,lfect that the requested relief 
would have on .the taxes of the organiation itself. Although an injunction would cause 
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The Supreme Court granted certiorari lU to resolve this conflict between 

circuits. In each case the Court denied injunctive relief, holding section 
7421(a) applicable. Although separate opinions were handed down, the cases 

contributions to be deductible. and thus decrease the tax liability of AU'. donors, this 
result was held to be "at best a COllateral effect of the action, [beyond] the primary 
design." and insufficient to trigger §7-121(a). 477 F.2d at 1179. 19i3·1U.s.T.C. at 80.221. 
Moreover AU was exempt [rom inco)lle taxes by virtue of its §501(c)(4) status, its attack 
was placed "in a posture removed from a restraint on assessment or collection." ld. 
Therefore, the court refused to hold the action barred by §7421(a). 

In its original opinion the Fourth Circuit's approach was considerably less constrained. 
That court found ·that the withdrawal of Jones University's tax exempt status would 
subject the organization to tax liability and prohibit donors from taking deductions. 
Noting that "[e]ither e\'ent would result in an increase in taxes," the court held §7421(a) 
applicable. 472 F.2d at 9(){i, 19i3·1 U.s.T.e. at 80,288. While these statements dearly imply 
that donor·deductibility would be a sufficient reason Cor invoking §7421(a), the court 
seemingly retreated from this position in its opinion denying rehearing. Bob Jones Univ, 
v. Connally. 476 F.2d 259. 1973-1 U.s.T.C. ~9306 (4th Cit. 1973). There. the court at
tempted to.reconcile its original opini(1O with "Amoricans Unitod" by noting that, althougb 
AU would have been exempt from into me taxes regardless of the outcome of the litigation, 
injunctive relief would ha\'c affected Janes University'S income tax liability. ld. at 250, 1973-1 
U.s.T.C. at 80.650. (This distinction, based on the fact that AU had §501(c)(4) status 
while Jones University did not, was expressly rejected by the Supreme Court. See text 
accompanying notes 219-220 infra.) 

The test as originally articulated. howe"cr, was accepted and applied by other coUtts. 
in one case notwithstamling knowledge of the Fourth Circuit's seeming retreat. See. e.g" 
Crenshaw County Private Sch(>Ol Foundation v. Con ally, 474 F.2d 1185. 1973·1 U.s.T.C. 
~9287 (5th Cir. 1973). ,~I. denkd. 94 S.Cr. 2604' (19;4); Peach Bowl, InC'. v. Shultz, 197~·2 
U.s.T.e. ,,9705 (N.D. Ca. 1973). In Cronshaw, a nonprofit. religious private school. 
threatened wiLh termination of its tax·exempt status because it would not publicly ad,'ertlse 
a racially nondiscriminatory admissions policy. filed suit requesting that the Service be 
enjoined from withdrawing its §50l(c)(3) exemption. The institution argued that its 
suit was not for the purpose of restraining the assessment or collection of a tax. because 
the administrative acts that it sought to enjoin did not constitute an "assessment or col
lection" of a tax. and because the purpose o[ the contested acts was to compel compliance 
with tlte GO"emment's policy of racially integrated education. not to raise revenue. 
Stating that 'it "agree[d] with the Fourth Circuit in Bob jOllos U"ivorsity,U the court re
jected both arguments. The reasons for the GO\'emtnent's action were found to be "ir
relevant:' With respect to the question of wbether the Service's actions constituted an 
"assessment or collection" of a tax, the court, citing Bob jo"os Univorsity, said: "1£ those 
rulings are withdrawn. appellant will be liable Cor taxes on any net income realized by 
it and contributors to it will not be permitte{l [0 dcduct Crom their gross income the 
amount of their contributions. Either el'ent will result in an increase jn taxes. On the 
contrary. if the injunction issues. any assessment or cOllt'CLion of such increased taxes will 
be prohibited. Section 7~21(a) is directed against that result." 474 F.2d 1185, llS. 1973-1 
U.s.T.C. ,,9287. at 80,581·82. The roach Bowl, Inc. court IWEed that Bob jonos Univ.rsily 
had "impliedly agree[d] that assessment and collection of I::tXL'S upon contributors to would
be §50l(c)(3) organizations was not sufficient 10 raise the bar or F~21(a)." 1973-2 U.s.T.e. 
at 82,280\ n.l. nut in denying injuncti'e relief, it dcdind to follow tltis logic, opting for 
the tcst as originaUy articulated ip Bob Jon.s Unh'orsily, because it agreed witb the 
Cronshaw court.ld. 

199. Dob Jones Univ. v. Simon, -l14 U.s. 817 (1973): Alaandcr v. HAmericalU United" 
Inc.. 412 U.s. 927 (1975). 
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will be analyzed together because the Court's rationale in applying section 
7421(a) to AU relies and builds upon the Bob Jones decision.'oo 

Purpose. The question of "purpose" in this context connotes the co
alescence of two similar. but distinct issues: the purpose of section 7421(a) 
and the purpose of the litigation under consideration . 

. A careful reading of Williams PackiTlg suggests that it can be read to en
dorse a purpose-oriented approach to the application of section 7421 (a).'Ol 
Noting that "[t]he manifest purpose of §7~I(a) is to permit the United 
States to assess and collect taxes alleged to be due without judicial inter
vention,'··02 the Supreme Court stated that a clear showing of the govern
ment's inability to succeed in its claim would make "the central purpose of 
the Act . .. inapplicable." thus permitting "the attempted collection [to] be 
enjoined if equity jurisdiction otherwise exists."·o3 In other words. section 
7421 (a) should not be applied where a denial of injunctive relief would 
not serve the central purpose of the statute.'O. 

Jones University'S attempt to avoid the application of section 7421(a) 
reflected this approach. It contended that the Service's actions represented an 
attempt to regulate the admissions policies of private universities. rather than 
to protect revenue. and thus the case was not one to which the Anti-Injunction 
Act was meant to apply. The Court rejected this argument. stating that as 
the Service was attempting "to enforce the technical requirements of the tax 
laws ... we cannot say that its position ... is unrelated to the protection of 
the revenues. The Act is therefore applicable."'o, 

The implications of this conclusion merit further consideration. It must 
be remembered that section 7421(a) literally prohibits a suit for the purpose 
of restraining the assessment or collection of any tax. It does not prohibit 
a suit that seeks to restrain enforcement of a Code provision, nor one that 
ultimately results in restraining a tax. Inferring a revenue-protecting purpose 
from an attempt to enforce a Code section requires an unarticulated major 
premise that the provision is a revenue-raising measure. But such is not the 
case with section 501(c)(3) .200 Its purpose. rather, is to "assure the existence 

200. Bob Jones Univ. v. Simon, 94 S. Ct. 2038, 19j4·1 U.s.T.C. 1]9438 (1974); Alexander 
v. "Americaru United" Inc., 94 S. Ct. 2053, 1974·1 U.s.T.C. 119439 (1974). 

201. See Comment, Applicability Of Prohibition of Suits To Restrain Asses.,nrnt aTld 
CoUection 0/ Taxes To Revocatio" of Tax Exemptions Under Seelio" 50J(cX}) of the 
Jntemai Revenue Code. 73 COLUM. L. REV. 1502, 1510·15 (1973), where the commentator 
articulatcs the dichotomy rc:;ulting from a fOCo. on purpose or eUect and advocates use 
of thc test applied by the D.C. Circuit in "Americans United:' 

202. Enochs v. Willianu Packing 8: Navigation Co., 370 U.s. I. 7. 1962·2 U.s.T.e. 
1]9:;45. at 85.289 (1962). 

203. rd. (emphaou added). 
20-1. Ct. ca5es discussed in note 14 supra; Comment, supra note 201. The Third 

Circuit has noted that "section [7421(a)] prcsupp0s<'S a bona fide attempt of the gel'crn· 
ment to collect rel'enue." Iannelli v. !-Ollg, 487 F.2d 317. 318. 19i3·2 U.s.T.C. 1116.098. at 
82,728 (3d Cir. 1973). 

205. !H S. Ct. at 2(}17, 1974·1 U.s.T.C. at 84,009. 
206. It is true, of course. that re\'Oeation oC §50J (c)(3) exemption could. in the proper 

cue. result in a change in nct revenue. Therefure. the provisio,n cou,h1 be ustd to generate 
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of truly phi1ant~ropic organizations and the continuation of the important 
public benefits they bestow."2o. Nor can a purpose of tax assessment be 
inferred from the factual background giving rise to the Service's action. The 
proceedings against Jones University were begun "in accordance with an 
announced policy of withdrawing tax·exemption and deductibility.assurance 
rulings of schools having racially discriminatory policies:'20s Indeed, the 
organization had only to conform its admissions policy to the social goals 
expressed in the 1964 Civil Rights Act in order to have its exemption re. 
turned.209 By finding a mere ta.x. nexus sufficient to trigger section 7421(a), 
the Court effectively read the word "purpose" out of the Act insofar as the 
Government is concerned, and repudiated the purpose·oriented approach to 
the Act's application suggested in Williarns Packing.olo An uncollectible assess· 
ment has thus been made the only situation where the Act will be held in· 
applicable, rather than merely one example of a case where failure to com· 
port with the central purpose of section 7421(a) placed the action outside 
the Act. 

Both Jones University and AU attempted to persuade the Court that, 
regardless of the government's objectives, their own purpose was not to restrain 
any tax. Because Jones University would be liable for FICA, FUTA, and 
probably income taxes211 if its suit were successful, the Court had no problem 
holding that "in any of its implications this case falls within the literal 
scope and the purposes of the Act."212 AU, on the oth.er hand, presented a 
more difficult situation. Because the organization also had a section SOl (c) (4) 
classification, the outcome of the suit would have no effl~ct on its income tax 
liability. Moreover. AU was already locked into paying FICA ta.xes/ IS and it 

revenue. At this point, however, we are concerned only with the purpose of the provuion 
itself, and in the words of Commissioner Alexander "the excmpll organitalion prOVisions 
of the law must be interpr eted in light of their special purpose and their place in the 
tax law. Their purpose is not to rais.:: re\·enue." BNA Daily Tall: Report, Aug. 30, 1973, 
at J.1 (emphasu added). 

207. 94 S. Ct. at 2064, 1974-1 U.s.T.C. at .84,081 (B1admun, J., dissenting) • 
. 208. Bob 'Jones Univ. v. ConaIly, 4i2 F.2d 903, 904, 1973·1 U.s.T.C. ~9185, at 80.287 

(4th Cir. 1973). 
209. Bob Jones Uni". V. Connally, 341 F. Supp. 2i7. 284, 1971-1 U.s.T.e. ~9245, at 83,882 

(D.s.C. 1971). 
210. See text accompanying notes 201·204 supra. Compare the approach taken 

. in the Wagering Ta:< cases (sec text accompanying notes 129·132 supra), with the suggested 
implication of the Center on Corporate Rapoll5ihility ratjunale. See note 185 supra. 

211. In support of its claim of irreparable harm. Bob Jones University alleged that 
it would' be subject to "substantial" income tax liability if the Sen'ice were permitted 
to levoke its §501(c)(3) exemption, an allegation that the Court I[ound somewhat diliicult 
to reconcile with the institution's claim that it was not attempting to restrain the =ment 
or collection of a tax. 9-1 S. Ct. at 2().16, 19N-1 U.s.T.C. at 84.008. Dut the Court noted 
that "petitioner's assertioru that it will owe federal income ta~.c:s should its §50l(c)(S} 
statu, be revoked are open to debate, because they are based in part on a failure to take 
into account possible dcductioru for' depreciation of plant and elluipment." 94 S. Ct. at 
2047, 1974-1 U.s.T.e. at B~,069. . 

212. Id. 
213. See note 194 supra.. 
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expressed willingness to pay any FUTA taxes_'\< Therefore, the issuance 
of ,!n injunction could have tax consequences only with respect to the 
organization's contributors. AU vigorously maintained that such result was 
not its purpose. Instead, its primary design was to "avoid the disposition of 
contributed funds away from" itself; the removal of tax burdens from con
tributors was at best a collateral efIect.215 The Court responded by sta.ting that 
because the organization's objective could be accomplished only by per
mitting donors to deduct their contributions, the purpose of the: suit was 
"to restrain the assessment and collection of ta-xes . . _ .... 1.· . 

Once again the Court's definition of the word "purpose" goes far beyond 
the normal characterization. 'Vhile some element of effect is implicit, the 
term is normally limited to the object that one desires to achieve;211 Here the 
Court has included within its meaning all the ta.x consequences that could 
conceivably result. Thus, the Court has done implicitly whar. it expressly 
stated it would not do; it has made the' prohibition of section 7421 co
extensive with the Declaratory Judgment Act's ban on suits "with respect 
to Federal Taxes."·18 

Taxes. Having decided that "purpose" includes the consequences of the 
action, the Court was next faced with the question of whose tax consequences 
were included within the Anti-injunction Act's prohibition against restraint 
of "any tax." While granting injunctive relief would have no effect on AU's 
tax outlay, it would increase Jones University's assessment."· The Court, 

214. "Americans United" had begun paying FUTA taxes in 19;0. stating that it pre
ferred to continue doing so rather than challenging their imposition via a refund suit. 
94 S, Ct. at 2056 n.4, 2059 n.13, 1974-1 U.s.T.C. at 84.075 n.4, 84,077 n.13. 

215. 94 S. Ct. at 2058-59, 1974·1 U.S.T.C. at 84,0n. 
216. 94 S, Ct. at 2058, 1974-1 U.S.T.C. at 84,077. 
217. "Purppse" is defined as "(t]he objC{;t toward which one strives ••• [a]· result 

or e/fC{;t that is intended or desired." THE A~IERlCAN HERITAGE DICTIONARY OF TIiE 
ENGUSH LANGUAGE 1062 (W. Norris cd. 1971). Moreover, its distinguishing characteristic 
~ lllat it connotes "what one proposes to accomplish ••• in distinction from .•• the 
actual or envisioned outcome:' WEBSrER'S NEW DICTIONARY OF SYNONYMS 458 (P_ Gove 
ed. 19;3) (emphasis added). 

218. 28 U.S.C. §2201 (1970). Su Bob Jones Univ. v. Simon, 94 S. Ct. 2038, 2044 n.7, 
1974-1 U.s.T.C. 1j9438, at 85,066 n.7 (1974); Alexander v. "Americans United" Inc., 94 
S. Ct. 2053, 2057-58 n.IO, 1974·1 U.S.T.C. 1]9439, at 84,Oi6 n.IO (1974). The Supreme Coun', 
dC{;ision, that the scope of the Acts is coextensive. is not unusual. Several courts havc 
agreed with the D.C. Circuit's statement that although the Dooaratory Judgment· Act 
is "(I]iterally broader than §H21(a) in its preclusion of tax oriented remedies, the §2201 
[Declaratory Judgment] exception has literally been fotInd coterminus [sic] with that 
provided by §74!!I(a;:' "Americans United" Inc. \'. Walters, 477 F.2d 1169. 1176, 1973·1 
u.s:r.c. 119165, at 80.219 (D.C. Cir. 1973); accord, e.g., Tomlinson \'. Smilll, 128 F.2d 
80S, 1942·2 U.s.T.C. 1]9540 (7th Cir. 1942); McGlotten v. Connally, 338 F. StIpp. 448, 
1972-1 U.s.T.C. 1112,827 (D.D.C. 1912). Hut the Supreme Court's locus is unique. The lower 
courts hare found the Declaratory JtIugmcnt Act to be coterminou, with the more re
,tricth'c language of §7421(a). In cdmrast, the Supreme Court', interpretation of §7421 
has the e/fC{;t of making that Act', restrictions conform to lhc broader language of the 
Dedaratory judgment Act. 

219. See text accompanying notl'S 21l-2Hi supra. 
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however, found this distinction "irrelevant";··o it would not avail AU be
cause "a suit to enjoin the assessment or collection of anyone's taxes triggers 
the literal terms of section 742I(a)."221 Consequently, it became necessary to 
consider the effect of the litigation on contributors to the organization. It 
was contended that granting the requested injunctive relief would not 
affect even the donors' tax liability; a fortiori contributors would continue to 
achieve tax deductibility, even if the injunction were denied, by merely re
directing their gifts to other exempt organizations. The Court rejected this 
argument, finding it "too sPeculative to be persuasive:'·" Therefore, be
cause the contributors' tax liability could be affected by the outcome of the 
litigation, section 742I(a) applied .... 

In his dissent, Justice Blackmun severely reproached the majority for 
giving such a sweeping definition to the Act's prohibition. He predicted that 
section 742I(a) would become "an absolute bar to any and all injunctions, 
irrespective of tax liability, of purpose, or effect of the suit, or of the character 
'of the Service's action."'" Moreover, he warned that the combination of 
section 7421(a)'s sweeping prohibition of judicial review and section 
501(c)(3)'s lack of clear statutory requirements raised grave concerns about 
possible administrative abuse.'" 

As suggested by Justice BlackmuI;l's statements, the Court's acceptance 
of a scintilla of revenue effect as sufficient to trjgger the Anti-Injunction 
Act's prohibition, without comideration of the magnitude of such effect or 
its nexus to a litigant's primary purpose, appears dubious. When the first 
revenue effect occurs at the donor level, as in "Americans United:' the nexus 
to primary purpose is slight indeed. Why should a litigant be denied injunc
tive relief because of an arguable revenue effect of very low magnitude that 
is far removed from his purpose? He did not, after all, bring a class action. 
It would seem that a minimum threshold level, beyond which such effect is 
de minimis in relation to the "central purpose" of the statute, should be 
defined by the judiciary in order to ensure that a litigant who is properly 

220. Alexander v. "Americans United" Inc., 94 S. Ct. 2053, 2059 n.13, 1974-1 U.s.T.C. 
119439, at 84.077-78 n.l3 (1974). 

221. 94 5: Ct. at 2058, 1974·1 U.s.T.C. at 84.077 (emphasis added). 
222. Thi, point was addressed in the Rob Jones opinion. 94 S. Ct. at 2047 n.IO, 

1974·1 U.s.T.IC. at 84,069 n.IO. The court took issue with the premises of the argument 
that all donors who take § 170(c)(2) deductions will both desert those org:mimtions and 
contribute equh'alent amounts to other tax-exempt org:miutions. See also Note 238 inlta. 

223. 94 S. Ct. at 2047 n.lO, 1974·1 U.s.T.e. at 84,O!)9 n.IO. In his dissent, Justice 
Blackmun questioned the wisdom of such a broad interpretation. Addressing "Americans 
United· ... assertion that it. contributions had "dried up" due to the loss of its favorable 
ruling letter, resulting in "contributors [finllingl other [tax deductible] objects for their 
bounty," he concluded: "When nothing more than possible collateral effect on the reVenues 
is involved, the Coun's wide-ranging test of applicabllity o( §74!!I(a). announced today, 
is. for me, too attenuated and tOi) removed to be encompassed within the intendment 
of the statute'. phrase. '[or the purpose of restraining the ass=mcnt or colleClion of any 
tax.' " 94 S. Ct. at 2062, 1974·1 U.l1.T.c. at 84.080 (Blackl1lun, J .• dissenting) (emphasis 
added). 

224. 94 S. Ct. at 2063. 1974·1 U.s.T.C. at 8Mal. 
225. See text accompanying nole 180 supra. 
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outside the jurisdictional prerequisites to section 7421(a) is not subjected 
to its strictures. By declining to recognize that the Williams Packing criteria 
are irrelevant in a situation where the revenue effect is so attenuated as to 
be secondary to the need for equitable jurisdiction, the Court appears to 
have eschewed the judicial function.2'. 

Procedural Adequacy. Although the District of Columbia Circuit held 
that AU's suit was not barred by section 7421(a) because, inter alia, "an al
ternate legal remedy in the form of adequate refund litigation [was] un
available,"22T the Supreme Court found that AU was not being f01·eclosed 
from judic,ial review. An FUTA refund suit would provide an opportunity 
to litigate the legal~ty of the Service's withdrawal of its section 501(c)(3) 
status. The inability of this remedy to prevent irreparable harm in the form 
of lost contributions was inconsequential, because it satisfied only the second 
prong of the Williams Packing test."· 

While the Court's logic with respect to the availability of a legal remedy 
contains a superficial appeal, a careful analysis places its conclusion in doubt. 
As implied in both Bob Jones and "Americans United," a finding of some 
alternative access to judiciaI review of disputed section 501(c) (3) status appears 
crucial to the application of section 7421(a).220 In holding that an FUTA 
refund suit provides the proper Iitigatory opportunity, the Court said. that 
AU's voluntary payment of these taxes "does not alter this conclusion. A 
taxpayer cannot render an available review procedure an inadequate remedy 
at Jaw by voluntarily foregoing it."2'O 

But is the FUT A action in fact a "review procedure?" That term con
notes a method for passing upon the correctness of a decision with respect 
to a claim,231 in this case AU's complaint that its section 501(c)(3) status 
should not have been revoked. But an FUTA refund suit fails to meet this 
definition for two reasons. First, judicial review is not available based solely 
on the section 501 (c) (3) claim. Rather AU must first raise the issue of its 
FUTA liability-an issue it did not want to litigate-before this route be
comes available. Therefore, the FUTA refund suit is not a review procedure 
for the wrong complained of, but rather for a dilIerent action that has its 
roots in a common legal and factual issue. Moreover, the remedy addresses 

226. See text following note 249 infra. 
W. 477 F.2d 1169, 1180, 1973·1 U.S.T.C, U9165, at 80, 222 (D.C. Cir. 1973). 
228. 94 S. Ct. at 2059. 1974-1 U.S.T.C. at 8·1.077-
229. In Bob Jo,,~s U"i"trsily the Court said: "This is not a case in which an aggrieved 

party has no acc~ at all to judicial rel·iew. Were that true. our conclusion might well 
be dilferent." 94 S. Ct. at :1050, l!l7·!-1 U.S.T.C. at tH.071. Similarly. the Court'. refutation 
01 the possibility that "respondent lacks an opportunity to have it. claim. finally ad· 
judicatro by a (onrt of law" in "A mmeans U"iled" implies that .uch a failing would 
otherwise have been fatal. !l4 S. Ct. at 2059, 1974·1 U.S.T.C. at 84,077. 

230. !l4 S. Ct. at 2059 n.13, 1974·1' U.s.T.C. at 84,077 n.13 (emphasis added). 
231. "Review·' is defined: "to Te·examine judicially," and a. a "consideration for 

purprues oC correction." Buc,,'s LAW DlcnoNARY 1425 (reI'. 4th eel. 1968). Clearly, the 
FUTA refund suit is not for the purpo~e of corre<:ting the alleged mistake made in 
.determining AU'. §501(c)(.!!) .laIU •. Ste texl following immediately. 
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a wrong other than the one with which AU is pumarily concerned. It seems 
an unwarranted distortion of the term "judicial review" to say· that it may 
be satisfied by the availability of another, "manufactured" action. 

Even assuming that the FUT A refund suit does provide suitable alter
native access to judicial review, there is no assurance of its availability. By 
deciding to refund the FUTA assessment rather than to litigate, the Service 
can completely eliminate judicial review of the section 501(c)(3) claim.23' 
This conclusion renders curious Justice Powell's statement in the majority 
opinion that "this is not a case in which an aggrieved party has no access 
at all to judicial review. Were that true, our conclusion might well be 
different."233 

It is worthy of. note that the Service's power to moot the litigation is not 
limited to the FUT A situation; it extends to aU Tax Court and refund 
litigation. In the typical case this power presents no problem. Since the 
taxpayer is usually concerned with the size of his tax bill, by refusing to 
contest the issue the Service provides the relief sought. But when an organiza
tion's claim to section 501(c)(3) classification is litigated in a refund suit, 
the desired relief (determination of tax·exempt status) is not obtained from 
the Service's failure to contest the refund. Thus, by using section 742l(a) in 
conjunction with a refusal to contest an assessment, the Service is able to 
preclude judicial review of its section 501 (c) (3) determinations. Power of 
control over the availability of redress in the hands of the one from whom 
redtess is sought is inconsistent with the term "right," and the existence 
of this power renders the present statutory procedure inadequate for claims 
of this sort.23' 

Fairn~ss. In discussing the problems faced by an organization seeking 
judicial review of its section 50l(c)(3) status, the Court recognized that "these 

232. In his dissent, Justice Blackmun said: "There is litlle doubt that the CammissioneT 
possesses the authority to make the refund and moot the suit if he chooses not to litigate 
the underlying issues." In response to the Commissioner's assertion that such action 
would amount to impermissible bad faith, he said that it would be virtually impossible 
for the organization to prove bad faith where, as here, "sound administration may not 
warrant the time and e:.:pense necessary to contest a claim of small amount when vital 
issues and conceivably profound precedents are at stake." He also noted the possibility 
that the Service might inadvertently concede the refund. 94 S. Ct. at 2067. 1974·1 U.S.T.C. 
at 84,084 (Blackmun. J., dissenting). Thus, the FUTA Refund Procedure merely changes 
the stage at which the Service's decision with respect to an organization's §501(c)(3) status 
becomes final, rather than guaranteeing access to judicial re,·iew. 

233. !lob Jones Univ. v. Simon. 94 S. Ct. 2038, 2050, 1974·1 U.s.T.e. TI9438, at 84,071 
(1974) (emphasis added). 

234. This inadequacy has not gone unnoticed. Su g~era/ly Worthy. Judicial Deler. 
mination of Ext:mpt Siatus: Elas the Tim" Co",,, for a Change of S)'s/ems7. 40 J, TAlC. 
324 (1974). There, the commentator suggests that lhe jurisdiction of the Tax Court in· 
clude dctennination of an organization's e:tempt status. Noting that "there h now a 
precedent for declaratory judgments in exempt organization matler:! in the Tax Court 
in a little noticed provision of the omnibus Pension bill, H.R. 4200," he suggests a similar 
provision fot §501(c)(3) organizations. ltI. at 327. Commissioner Alexander has endorsed 
legislation that would pro"ide for such direct appeal. Soe 40 J. TAX. 273 (1974). 

BO-32t 0 - 77 - 34 
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avenues of review • present serious problems of delay during which the 
flow of donations to an organization will be impaired and in some cases 
perhaps even tenninated."'" It held, however, that forcing the organization 
to meet the standards of section 7421 (a) and Williams Packing did not 
amount to a denial of due process of law "in light- of the powerful govern
mental interests in protecting the administration of the tax system from 
premature judicial interference.".,6 

In deciding whether a procedure violates the due process clause, the 
extent of the infringement must be weighed against the asserted govern
mental interest.·'T In terms of the actual revenue involved, a suit aimed 
primarily at litigating tax·exempt status, such as AU's, has only a de minimis 
revenue effect.2"a Detriments to the taxpayer include the delay inherent in 
the judicial process, a time span frequently measured in years.:'· The 
typical charitable organization cannot survive such a delay; its very existence 
depends upon maintenance of a flow of contributions. Even if the organization 
is able to survive the lack of contributions long enough to litigate the issue, 
it is faced with additional procedural problems. Refund suits are "geared to 
~ detenninationof the technical aspects of [tax] liability and not to the larger 
constitutional issues,"·4. and the relief granted may be inadequate."l More· 

235. 94 S. Ct. at 2051, 1974·1 U.s.T.C. at 84,072. 
236. Id. (emphasis added). 
237. See Roe v. Wade, 410 U.S. 113 (1973). 
238. Assuming AU cannot be forted to withhold its FUTA payments. the only revenue 

restrained by an injunction will be that which otherwise would have become due from 
contributors to the organization. It would seem that the majority of large contributions 
are part of an "intelligent tax plan." That is, they arc contingent upon the availability 
of a tax deduction. Therefore, the requested relief would have no revenue effect with 
respcct to these contributionso Such donors would merely reallocate their gifts to other 
tax·exempt organizations. See -Garrett, lupra note 133, at 581·82; Note, The Revenui: Code 
and a Charily'S Politics, 73 YALE L.J. 661 (1964). Thus, the "governmental interest" is 
reduced to the minority of donations that come from contributors whose interest in a 
specific organization is such that they will tllake contributions to it regardless of the talC 
consequenres. There are so many §50!(c)(3) organizations with similar goals that a donor 
can virtually always find another tax·exempt group that will put his money to the 
same use. Thus, the purpose of the organization is not the controlling factor. Rather, 
allegiance to the institutIon is the key. See Garrett. supra note 133. But even these con· 
tributions represent an O\Oerstatemem of the government's interest. Because § 170 charitable 
contributions are not included in §6!! of the Code, they must be deducted from adjusted 
gross income and can be taken only it' lieu of the standard deduction. See INT. REV. CODE 

OF 1954, §§62. 63, HI, 170. Therefore, donors in this categor)' who elect the standard 
deduction could not take advant:lge of the tax benefit regardless of its availability. Con· 
"eql.cmly, the grant of injunctive relief will ha\Oe tax consequences only for the sub· 
categorj of donors who itemize deductions. 

239. See note 188 supra. 
2~0. 94 S. Ct. at 2067, 1974·1 U.s.T.e. at 8-1.083. But at least o'tle organiz"tion bas 

.uccessfully used a refund suit as a vchicle for vindicating its claim to §501(c)(3) statu,. See 
discussion of Center on Corpora!e Responsibility v. Schultz. 368 F. Supp. 863, 1974·1 
U.s.T.C. ~9,1l8 (D.D.C. 19;3), accompanying notC$ 178·188 l"pra. 

241. It is not at all clear that a district court has the powcr to grant injuncthoe reIter 
In a suit for refund. In Bob Jonrs, Ihe Conn said: "l'elitioner did not bring this case 
as a rerund action. Accordingly. we ha,oc no occasion to decide Whether the Sen'ice i. 
PlrrCCI in asserting that a district court" may not issue an injunction in such " suit, but 
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over, the organization must contend with the unfettered power that is vested 
in the Service.'·' The availability of section 501(c) (3) status involves: 

[S]ocial policy . • . a matter for legislative concern. To the extent 
these determinations are reposed in the authority oE the Internal 

. Revenue Service, they should have the system of checks and balances 
provided by judicial review before an organization['s status] ..• 
is imperiled by an allegedly unconstitutional change of direction on 
the part of the Service;" 

Finally, application of section 7421(a) retards the development of clarifying 
case law,'" and the resulting ambiguity surrounding section 501(c)(3),s ap
plicable scope tends to inhibit vital innovation, experimentation, and adap. 
tation.'" . 

In the final analysis, the competing considerations in a due process' 
analysis are these: the government is interested in protecting revenues ob
tainable through a percentage tax assessment on contributions made by 
those donors who neither follow intelligent tax planning nor. take the 
standard deduction .. •• Arrayed against this need are the interests of the 
organization and of society. The harm to the organization includes at least 
irreparable harm and possibly extinction through the loss of donations, 
and the further possibility that procedural problems may produce non
existent or inadequate relief. The injury to society stems from the abuse 
potential inherent in the Service's virtually uncontrolled power over section 
501(c) (3) status, and from the "chilling effect" of such power on creative 
experimentation by ta.x-exempt organizations. Simply to state these com
peting factors is sufficient to compel agree~ent with Commissioner Thrower's 
statement that to prefer the former over the latter "offends my sense of 
justice:·· .. 

A recurring element of the foregoing analysis has been a sense of dis
tortion of reality. In reaching its decision, the Court defined "purpose" to 

is restricted in any tax case to the issuance of money judgments against the Vnited 
States." 94 S. Ct. at ~051 n.22. 1974-1 U.S.T.C. at 84.072 n.22. Absent such action. it is 
questionable ,,'hether potential contributoTS would regard a favorable outcome of such 
suit. which cames with it no assurance of future deductibility. as possessing the reliability 
of a favorable letter-ruling by the Service. . 

242. With respect to §7421 (a)'s foreclosure of judicial detennination of suits for in· 
junctive relief from revocation of §50lCc)(3) status, Commissioner Thrower $aid: "Tbis 
is an ~tremely unfortunate situation for several =caSOns • • . • [I]n practical elfect it 
gives a greater finality to I.R.s. decision than we would want or Congress intended." 
h -rower, supra note 188. at 168. 

')43. 94 S. Ct. at 2065. 1974·1 U.s.T.C. at 84.082 (Blackmun. J .. dissenting). 
241. Thrower, sU[n'a note IllS. at 168. 
245. S~e 1%5 Trea •. Dcp't Information Rep. on Private Funds. quot~d in "Americans 

United," 94 S. Ct. at 2OG4 n.S. 1974·1 U.s.T.e. at 34.081 n.S (Blackmun. J .. dissenting). 
246. See note 238 supra. 
247. Thrower. sup~a note 188. at 168. This statement was quoted in both the Bob 

Jones University majority opinion. 94 S. Ct. at 2052 n.23. 1974-1 U.s.T.e. at 84.072·73 n.2" 
and in Mr. Justice nIackmun's diMent in ".\mcricans United," 94 S. Ct •. at 2067 n.14, 1974-1 
U.s.T.e. at SI.08S u.H. . . 
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include any conceivable consequences, and stated that the requisite "tax" 
effect will be found whenever anyone's taxes are influenced_ An awesome 
barrier to injunctive relief has thus been erected, as demonstrated by the 
Court's seizure upon an artificial procedure to provide satisfactory alternative 
relief. The confluence of these factors produces a result that is difficult to 
reconcile with the notion of fairness. 

The Court could have avoided many of the objectionable features of its 
interpretation by adopting a purpose-oriented approach to the application 
of section 7421(a) .... By limiting application of the Act to factual situations 
in which its cen,_ll. purpose is contravened, the terms "purpose" and "ta-x" 
would assume more rational and definite meanings. Particularly, the plaintiff 
organization would not be barred by the potential effect that its suit would 
have on the ta-xes of others. :\!oreover, it would not be necessary to employ 
such artificial procedures as FICA and FUTA refund suits as the appropri
ate fonns of relief. Finally, the increased availability of judicial relief would 
place a needed restriction on the Service's power in this area_ 

.. : For Congress to carve out a specific statutory exception, providing in
junctive relief for section 501(c)(3) groups, is a' process measured in years.'" 
Certainly in the case of AU any revenue effect caused by litigation of its 
status was negligible in comparison with the need for judicial review. A 
judiciary that is not willing to carry out its role as a "feedback system," cor
recting power imbalances without the legislative time lag, strains the ope
.rational efficiency of a tripartite political system. Due process considerations 
are reduced to responses to "average" factual situations. This is inappropriate 
in an AU situation where a litigant is effectively barred from access to the 
courts by an abrogation of jurisdictional powers in favor of an already power
ful administrative agency. A limited judiciary function is not compatible 
with the complex problems facing this society in the future . 

. CoNCLUSION· 

.' 
Although section 7421(a) is undeniably useful in situations where the 

suit simply delays assessment or collection of taxes, its abuse potential is 
extremely high in several areas. The statute has been used in conjunction 
with the jeopardy assessment and wagering tax provisions as a fairly effective 
harassment tool. The presence of arbitrary assessment appears to be more 
than occasional, yet there seems to be no effective restraint. 

In the area of exempt organizations, it would appear that public policy 
favors a means of obtaining equity relief in con'testing revocation of section 

248. Bul the Court rejected the purpose-oriented approach because: '"[W]e think our 
reading of §74l21(a) is compelled by the language and apparent congressional purpose of 
this statule." 94 S. Ct. at 2059 n.H, 19i4-l U.s.T.C. at 84.0i8 n.14. By adopting this posture: 
and interprcting §7421(a) ~IJ a broad~y based prohibition, thc Court apparently lrunt:lted 
judicial rcsponsh'cnc:ss to .:t litigant's plight. 

2-49_ fnr ~~~~!~. !h~!': :::~ hi'~:"''''''ivi'i; thai the breadlil 'of S5ui(c}{3fs prohibrrion 
.gainst political activity is the r~lIlt of an error in draftsmanship. Sec: note 146 supra. 
Yel this language remains intact forty years 1aler. 
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501(c)(3) status. For example. the political influence in Center on Corporate 
Responsibility served to deny section 50l(c)(3) status to a group with ideas 
and values contrary to those of the current administration. but arguably in 
the best interests of many poorly represented segments of the American 
public. This result vividly portrays the abuses that can occur when virtually 
unfettered power to interpret and enforce social policy is vested. in an ad
ministrative agency. Certainly. in factual situations like that of "Aml!Ticans 
United," the remoteness of any possible revenue effect and the tenuous nexus 
to a litigant"s primary purpose indicate that judicial caution should be ob
served in permitting section 7421(a) to bar injunctive" relief. Otherwise. the 
Service may be able to rely on section 742 1 (a) to avoid equity jurisdiction even 
though the central purpose of the statute is not being contravened. 

Recent Supreme Court decisions appear to have sounded the death knell 
for attempts by the judici2.ry to delimit the already vast scope of section 
7421(a). In fact, under Bob loues University and "Americans United," it 
would app.~ar that the often fatal loss of contributions stemming from revoca
tion of tax-exempt status can never be challenged in the courts at the pre
liminary stage. Even if the organization manages to survive. its lack. of 
taxable income would preclude the tax assessment necessary for Tax Court 
or refund relief. Alternatively, an FICA or FUTA refund suit. aside from 
the lengthy time factor involved. may not allow litigation of the actual issues. 
Moreover. it is subject to the whims of the Service, which may moot the 
litigation before the section 501(c)(3) issues can be reached. Certainly, one 
cannot finel any indication that good faith is in overabundance within this 
agency'~Q in light of the arbitrary assessment techniques sometimes employed 
in the jeopardy assessment and wagering. ta.x areas. 

It appears that legislation is desirable in several areas to provide access 
to judicial relief. Specifically. it is suggested that exceptions to section 742l(a) 
be codified to permit organizations to contest Service determinations of tax
exempt status in a suit for injunctive relief. This would permit litigation 
of the section 50l(c) (3) issue before the sweeping prohibitions of section 
7421(a) could be imposed, thereby alleviating the problem of ineffective 
judicial remedies for sudl groupS}'1 Further. within section 501(c)(3) itself. 
it is recommended that provision be Plade for tax-exempt organizations to 
devote a specified portion of their activities to direct lobbying. The purpose 
of such a provision would be to provide an adversary voice to that of the 
business and industrial lobbyists, who can deduct lobbying expenses under 
section 162(e). 

~cause the Supreme Court has interpreted section 7421(a) to preclude 
injunctive reiief where there is the slightest revenue effect. it seems that the 
Court has ignored its function as a flexible corrective body. operational when 

250. Su Clarlt v. Campbell. 501 F.2d lOS. 19;4·2 U.s.T.C. ~%S7 (5th Cir. 1974) 
(opinion 'luot~.g at note 85 f!lpra); Sherman v, ;-I~sh • ••• F.2d •••• 1974·1 U.s.T.e. 
~9111 (3d Cir. 1973) (bad faith jeopardy ='lllcnt enjoined); Andcrwn v. Richardson. 
354 F. Supp. 363 (S.D. fl •. 1973). 

251. See nOle 23-1 supra. 
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abuses of the law have occurred. It thus remains to be seen if the protracted 
methods of legisJalh'e reri1edies will be sufficient or indeed capable of con
fronting these problems. 

~CHARD CANDELORA 

JOHN W. HA WRES 
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Jeopardy and Termination Assessments 
After Laing and Hall: J eop a;'dizing 

the Fourth Amendment 
SAMUEL ROSENTHAL* 

The physical power to get the money does not seem to me a test of the 
right to tax. Might does not make right even in taxation. l 

Introduction 

On January 31, 1973, state troopers searched the home of Elizabeth 
Jane Hall in Shelbyville, Kentucky, following the arrest of her husband 
on drug related charges in Texas. 2 The police found controlled sub
stances there. The next day the acting District Director of Internal Reve
nue notified Mrs. Hall that she owed $52,680.25 in taxes for the first 
30 days of 1973.3 Because she was unable to pay the full amount of the 
assessment immediately, the Internal Revenue Service seized Mrs. Hall's 
1970 Volkswagen, offered it for sale, and took $57 from her bank ac
count.4 The Service justified the summary seizure of Mrs. Hall's assets 
on the basis of its power to levy termination assessments. 

In United States v. Hall, the Supreme Court held that the procedure 
used against Mrs. Hal! failed to comply with the statutory requirement 
providing for notice to the taxpayer of the tax deficiency within 60 days 
after the assessment is made and before any seized assets are offered for 
sale. This notice of deficiency is of critical importance to the t~xpayer 
because it enables him to file a petition with the Tax Court for a redeter
mination of the deficiency. Because the Court based its decision on the 
definition of a "deficiency" within the meaning of the Internal Revenue 
Code, it found it unnecessary to consider the constitutionality of the 
termination assessment scheme. r. Nevertheless, the Court specifically 

>« Cornel! University, B.S. 1973, J.D. 1976. 
1 International Harvester Co. v. Wisconsin Department of Taxation, 322 U.S. 

435,450 (1944) (Jackson, J., dissenting). 
2 United States v. Hall, 96 S. Ct. 473, 478 (1976), aD'g 493 F.2d 1211 (6th 

Cir. 1974), rev'g Laing v. United States, 496 F.2d 853 (2d Cir. 1974). 
3 Ibid. The District Director "immediately terminated" Mrs. Hall's taxable year, 

allowing the Service to make a demand for the immediate payment of the tax 
which was asserted as due. 

• Counsel for Mrs. Hall asserted that $57 had been taken from her bank aC
count "nd that the Service "WoUld. or did, seize her P:I;!';!Wck," ld. d 4?g n.JO. 

"Because the Court decidcd the case on the basis of the Scrvicc's failurc to 

317 
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identified at·leas~ two separate constitutional issues which might arise 
upon a jeopardy assessment. The jeopardy and tcrminatioJ). provisions 
-sections 6851,° 6861 j and 6862 H-oftcnhave been criticized on con-

issue a deficiency notice and on the definition of a deficiency within the meaning 
of section 6211 (a), it found it unnecessary to reach the taxpayer's contentions 
that the termination provisions constituted a violation of due process under the 
fifth amendment. See United Stalcs v. Hall, 96 S. Ct. 473, 485 n.26 (1976). 
However, Justice Brennan, .in a concurring opinion, indicated that he felt the 
Court should have considered the constitutional claims and that the procedure did 
violate fifth amendment due process. Justice Brennan rejected the Service's claim 
that there were overriding governmental interests at stake which might justify the 
sunmlary termination assessments. Id. at. 487. 

GSection 6851(a)(1) provides for terminating the taxpayer's taxable year: 

If the Secretary or his delegate finds that a taxpayer designs quickly to de
part from the United States or to remove his property therefrom, or to conceal 
himself or his property therein, or to do any other act tending to prejudice or 
to render wholly or partly ineffectual proceedings to collect the income tax for 
the current or the preceding taxable y.ear unless such proceedings be brought 
without delay, the Secretary or his delegate shall declare the taxable period for 
such taxpayer immediately terminated, and shall cause notice for such finding 
and declaration to be given the taxpayer, together with a demand for imme
diate payment of the tax for the taxable period so declared terminated and of 
the tax for the preceding taxable year or so much of such tax as is unpaid, 
whether or not the time otherwise allowed by law for filing return and paying 
the tax has expired;· and such taxes shall thereupon become immediately due 
and payable. In any proceeding in court brought to enforce payment of taxes 
made due and payable by virtue of the provisions of this section, the finding of 
the Secretary or his delegate, made as herein provided, whether made after 
notice to the taxpayer or not, shall be for all purposes presumptive evidence 
of jeopardy. 

7 Section 6861 (a) provUe.; fQr jeopardy assessments of income, estate and gift 
tax~: . 

If the Secretary or his delegate believes that the assessment or collection of a 
deficiency, as defined in section 6211. will be jeopardized by delay, he shall, 
notwithstanding the provisions of section 6213(a), immediately assess such 
deficiency (together with all interest, additional amounts and additions to the 
tax provided for by law), and notice and demand shall be made by the Secretary 
or his delegate for the payment thereof. 

s Section 6862(a) provides for jeopardy assessments of taxes other than income, 
estate and gift taxes: 

If the Secretary or his delegate believes that the collection of a'ny tax (other 
than income tax, estate tax, gift, and certain excise taxes) under any provision 
of the internal revenue laws will be jeopardized by delay, he shall, whether or 
not the time otherwise prescribed by law for making return and paying such 
tax has expired, immediately assess such tax (together with all interest, add i
tiunai aIlluunis, and adciiri'ons to the tax provided for by law)". Such tax, ad
ditions to the tax, and interest shall thereupon become immediately due and 
payable, and immediate notice and demand shall be made by the Secretary or 
his delegate for the payment thereof. 
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stitutionai grounds 0 and have frequently been the subject of calls for 
legislative reform. Io 

To date, constitutional challenges have focused on the issue of whether 
C?f not jeopardy assessments result ln a denial of due process in viola
tion of the fifth am.endment. Any comprehensive analysis of the jeopardy 
provisions must also take into account the fourth amendment prohibition 
against unreasonable searches and seizures I I-a protection of a set of 
values different from that which· the due process clause safeguards. 
This article concludes that the fourth amendment is applicable to sum
mary tax seizures and requires the approval of any assessment by a neu
tral, detached magistrate prior to the seizure of assets. The first part of 
this article describes the summary seizure procedures available to the 
Service, the effect that they may have on an assessed taxpayer, and the 
failure of existing remedies to provide meaningful safeguards against 
abuse. The second and third parts discuss the constitutionality of the 
summary seizure provisions in light of the fourth and fifth amendments. 
The last part analyzes the most recent proposal calling for independent 
review of jeopardy assessments and considers what remedy should be 
made available to a taxpayer who has had his assets illegally seized. 

Defining the Problem 

Procedures for Determining and 
Collecting Jeopardy Assessments 

The Service's authority to impose summary tax assessments gives it 
wide latitude to deal with delinquent tax payments. Present law au-

o See, e.g., Tarlow, Criminal Defelldants and Abuse of Jeopardy Tax Proce
dures, 22 U.C.L.A.L. REV. 1191 (1975); Note, Jeopardy Assessment: The Sover-' 
eign's Stranglehold, 55 GEO. L.I. 701 (1967); Nott!, Jeopardy Terminations Under 
Section 685i: The Taxpayer's Rights and Remedies, 60 IOWA L. REV. 644 (1975); 
Note, Termination of the Taxable Year: The Need for Timely Judicial Review, 
48 S. CAL. L. REV. 184 (1974). 

10 See, e.g., Tax Reform Act of 1975, H.R. 10612, 94th Cong., 1st Sess. § 1209 
(1975); Gould, Jeopardy Assessments: When They May Be Levied and What to 
Do About Them, 18 N.Y.U. INsT. 937 (1960); Odell, Assessments; What Are 
They-Ordinary? immediate? Jeopardy?, 31 N.Y.U. INST. 1495 (1973); Note, 
Jeopardy Assessment: The Sovereign'S Stranglehold, 55 GEO. L.J. 701 (1967); 
Not .. :., Jeopardy Terminations Under Section 6851: The Taxpayer's Rights and 
Remedies, 60 IOWA L. REV. 644 (1975); Note, Termination of the Taxable Year: 

. The Need jol'" Timely Judicial Review, 48 S. CAL. L. REV. 184 (1974); Note, 
Termination {]f Taxable Year: Procedures in Jeopardy, 26 TAX L. REV. 829 
(1971). 

11 The fourth amendment to the Constitution reads: "The right of the people 
t~ bv SCCUIC iii their persons, houses, papers, aha Clrccts, agaInst unreasonable 
searches and seizures, shall not be violated, and no \Varrants shall issue, but upon 
probable cause, supported by Oath or ailirmation, and particularly describing the 
plaee to be searched, and the persons or things to be seized." 
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thorizes the summary assessment and collection of tuxes at any time,12 
even before the taxpayer has had a chance to litigate the validity of the 
assessmentY The power to make such assessments is delegated to each 
of the 64 District Directors 14 and is limited only by agency discretion.1r. 

J2 Jeopardy assessments are auth->rized at any time after the assessed tax is pay
able and due. I.R.C. §§ 6tl61 (a). 6862. If the Commissioner determines that a 
tax payment is in jeopardy before the end of a taxpayer's taxable year he may 
terminate the taxable period and assess the tax which is due based on the termi
nated period. I.R.C. § 685l. Finally, where there is any claim for income, estate 
and gift taxes in bankruptcy and receivership proceedings,. the Commissioner may 
immediately assess any deficiency. I.R.C. § 6871. 

While termination assessments arc not technically jeopardy assessments (CCH 
INTERNAL REVENUE MANUAL ~i 9329, at 28,142 (1974», because both types of 
assessments give the Service summary seizure power, this article will discuss both. 
The Service has stated that it utilizes the same procedures for jeopardy assess
ments as it does for terminations of a taxpayer's taxable year (except where de
parting aliens are concerned). Ibid. Until recently, the Service maintained that 
a termination taxpayer need not be given the notice of deficiency which is required 
in the jeopardy assessment situation. See N. 27 infra. 

13 Under normal procedures, the Service must send the taxpayer a notice of 
deficiency, and wait 90 days before seizing the taxpayer's assets. I.R.C. § § 6212 
(a), 6213 (a). The taxpayer has that 90 days in which ,0 petition the Tax Court 
for a redetermination of the deficiency. I.R.C. § 6213(a). 

14 Section 6861 (a) provides for the Secretary or his delegate to make the deter
mination as to the propriety of each jeopardy assessment. I.R.C. §§ 6861(a), 
6851 (a). In practice, the recommend~tion for a jeopardy assessment is processed 
through the Service division in which it originates, either audit or intelligence, and 
then is approved by the chief of the division. However, prior to actually levying 
the assessment all recommendations must be channelled through the audit division 
and approved by the District Director or acting District Director. Reg. § 1.6851-
l(a); CCH INTERNAL REVENUE MANUAL ~ 9329, at 28,142 (1974). 

'a The decision by the District Director is nonreviewable. See, e.g., Transport 
Mfg. & Equipment Co. v. Trainor, 382 F.2d 793, 799 (8th Cir. 1967) ("[C]ourts 
have refused to scrutinize the grounds underlying the Director's determination of 
jeopardy and have accordingly declined to substitute their judgment for that of 
the Director."); Lloyd v. Patterson, 242 F.2d 742, 744 (5th Cir. 1957) (Hit is 
within the sole legal discretion and judgment. of the Commissioner to determine 
\vhen this authority is to be exercised."); Homan Mfg. Co. v. Long, 242 F.2d 
645, 655 (7th Cif. 1957), cert. denied, 361 U.S. 839 (1959); Publishers New 
Press, Inc. v. Moysey, 141 F. Supp. 340, 343 (S.D.N.Y. 1956); Communist Party, 
U.S.A. v, Moysey, 141 F. Supp. 332, 336 (S.D.N.Y. 1956); Foundation Co. v. 
United States, 15 F. Supp. 229, 246 (Ct. Cl. 1936); Estate of Kohler, 37 B.T.A. 
1019, 1030 (1938); Brown-Wheeler Co., 21 B.T.A. 755 (1930); Continental 
Products Co., 20 B.T.A. 818, 828 (1930); James Couzens, 11 B.T.A. 1040,1158 
(1928). See also Tarlow, Criminal DefendallIS and Abuse of Jeopardy Tax Pro
cedures, 22 U.C.L.A.L. REV. 1191, 1195 (1975); Odell, Assessments: What are 
They-Ordinary? Immediate? Jeopardy?, 31 N.Y.U. INST. 1495, 1507 (1973); 
Note, Jeopardy Assessment: The Soverei!?II's Stranglehold, 55 GEO. L. J. 701, 702 
n.13 (1967); Note, Termination of Taxable Year: Procgdwes in Jeopardy. 26 
TAX L. REV. 829 (1971). 

Judicial review may be available, however, to determine whether the District 
Director's decision to levy a jeopardy assessment was such an abuse of discretion 
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Furthermore, there are no limitations in the Code as to the scope of the 
power delegated to the Service. Almost all property is subject to a lien 
or actual seizure,lij without regard to the actual value or amount of the 
property17; the amount of the jeopardy assessment is not limited to the 
amount of the anticipated tax or to the amount specified in the notice 
of deficiency sent to the taxpayer after the initial assessment.1B 

The power vested in the District Director is triggered whenever he 
"believes that the assessment or collection of a deficiency ... will be 
jeopardized by delay." 111 Similarly, with regard to terminations of the 
taxpayer's taxable year under section 6851,20 the director is authorized 
to use summary seizures whenever he finds that the taxpayer's conduct 
suggcst~ that the collection of the tax would be jeopardized under ordi
nary collection procedures.21 Although the Service has, by its own ini
tiative, specified what conduct is necessary to indicate when the coIIec-

as to fail to satisfy even the minimal requirements under the statute, i.e., that 
there existed a beJief that the tax payment would be jeopardized by delay. See, 
e.g., Rinieri v. Scanlon, 254 F. Supp. 469, 474 (S.D.N.Y. 1966) (granting sum
mary judgment for the taxpayer in a refund suit under section 6851 where the 
court found the government's action to be "arbitrary, capricious and unconscion
able"). 

16 Section 6331 provides that failure to pay a federal tax authorizies a levy 
"upon all property and rights to property (except such property as is exempt 
under section 6334) belonging to such person or on which there is a lien pro
vided ... for the payment of such tax." See Field v. United States, 263 F.2d 
758, 763 (5th Cir. 1959). Section 6334(a) exempts from seizure (1) wearing 
apparel and school books; (2) fuel, provisions, furniture and personal effects not 
exceeding $500 in value; (3) books and tools of a trade, business or profession 
not exceeding $250 in value; (4) unemployment benefits; (5) undelivered mail; 
(6) certain annuity and pension payments: (7) workmen's compensation; and 
(8) salary, wages or other income necessary to comply with a court order pro
viding for support of a minor child. 

1< Sections 6861(a) and 6862(a) specify only that the District Director is able 
to assess the tax or deficiency "together with all interest, additional amounts, and 
additions to the tax provided for by law." In one case the amount of the jeopardy 
assessment was $19,500,000. United States v. First National City Bank, 379 U.S. 
378 (1965). 

1S I.R.C. § 6861 (c). Although section 6212(c) prohibits additional deficiencies 
after the petition is filed in the 'fax Court, it does not prevent additional assess
ments in excess of the amount specified in the prior deficiency notice. 

10 I.R.C. § 6861 Ca). 
20 I.R.C. § 6851 (a). 
21 See generally Kaminsky, Administrative Law and Judicial Review of Jeopardy 

Assessments Under the 111fernal Revenlle Code, 14 TAX L. REV. 545, 556-60 
(1959). Kaminsky argues that the use of the word "believes" in section 6861 (a) 
was intended by Congress to require an actual finding on the part of the Secretary 
or his delegate, in which case the District Director's finding at least would be 
subject to review under the Administrative Procedure Act. Although section 6851 
U$~S the '.'lord ufind~ ... " tc' describe th~ Secfcliu:y's determination, it has not been 
suggested thaI the use of the two different words suggests a different level of deter
mination by the District Director with respect to each section of the Code. 
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tion of a tax payment would be jeopardized by delay,22 it would not be 
subject to meaningful judicial review for failing to meet its own criterla.23 

Unfortunately, there is evidence that the Service has not limited itself in 
the past to its stated criteria for determining when a tax payment is in 
jeopardy.2-l . 

In addition to having a wide degree of discretion in determining when 
to use its summary assessment power, the Service also has a great deal 
of control in deciding how to carry out a summary assessment. Once 
the government detem1ines that a deficiency exists it is then authorized 
to (1) assess, (2) notify the taxpayer und demand payment and (3) 
levy upon or seize all of the taxpayer's property.25 There is no require
ment that a taxpayer receive the statutory notice of deficiency prior to 
having his assets seized and, in fact, notice demand and seizure may 
occur contemporaneously.~11 Even though the government may send the 
taxpayer the required statutory notice of deficiency any time within 60 
days after the summary assessment is made,27 the effect of the assess
ment is immediate. Although the summary assessment is not a final de-

22 The Internal Revenue Manual states: 

Before a jeopardy assessment may be made, at least one of the three following 
conditions must exist unless prior approval has been secured from thc Director, 
Audit Division: 

(a) the taxpayer is or appears to be designing to depart quickly from the 
United States or to conceal himself. 
(b) the taxpayer is or appears to be designing to quickly place his property 
beyond the reach of the government either by removing it from the United 
States, by concealing it, by transferring it to other persons, or by dissipating it. 
(c) the taxpayer's financial solvency is or appears to be imperiled. 

CCH INTERNAL REVENUE MANUAL ~ 9329, at 28,142·(1974). 
23 See N.15 supra. This point is apparently true even though the law is clear 

on the point that administrative regulations arc binding on the administrator and 
limit his otherwise unfettered discretion. 

2·1 See the text accompanying Ns. 39-46 infra. See also United States v. Bona
guro, 294 F. Supp. 750 (E.D.N.Y. 1968), aO'd slIb. nom. United States v. Dono, 
428 F.Zd 204 (2d Cir.), cerl. dellied, 400 U.S. 829 (1970). 

25I.R.C. §§ 6861(a), 6862(a). 
wI.R.C. § 6331(a). . 
21 I.R.C. § 6861 (b). The statutory notice of deficiency is required before the 

taxpayer can litigate the amount of the deficiency in the Tax Court. See, e.g., 
Rambo v. United States, 492 F.2d 1060, 1062 n.3 (6th Cir. 1974) ("Such a 
deficiency notice ... is a jurisdictional prerequisite to the right to petition the 
Tax Court for a redetermination of the tax."). Recently, the Supreme Court helli 
that the notice of deficiency required to be sent the taxpayer under section 6861 (b) 
must also be sent where the taxpayer's tax year is terminated pursuant to section 
6851. Laing v. United States, 96 S. Ct. 473 (1976); United States v. Hall, 96 
S. Ct. 473 (1976). . 

Although the assessment may be invalidated if the Service fails to send the de
ficicncy notice within the 60 day period, under sections 6861 and 6862, the Ser
vice may make additional assessments despite the invalidity of initial assessments. 
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termination of the balance due the government,28 it has the force of a 
judgment,~O and' upon notice and demand for payment an assessment 
becomes a lien on all of the taxpayer's assets.ao If the Service wishes, 
it may use powers which it does not have in the ordinary assessment 
situation 31 and immediately seize all of the taxpayer's assets pending a 
decisi?n by the Tax Court. 32 

The determination of whether or not a taxpayer's projected tax pay
ment is actually in jeopardy is er.tirely committed to agency discretion. 
Although the Service has indicated that they will use the jeopardy assess
ment procedure "sparingly,";l;l there is no provision within the Code pro
viding for independent review of the Commissioner's determination of 
jeopnrdy. The review whieh is available does not come until several 
months or years after a taxpayer has had his assets subject to either a 

See, e.II., United States v. Ball, 326 F.2d 898 (4th Cil'. 1964). Berry v. Westover, 
70 F. Supp. 537 (S.D. Cal. 1947); W. Cleve Stokes, 22 T:C. 415 (1954). 

~'United States v. Hardy, 299 F.2d 600 (4th Cir.), cert. denied, 370 U.S. 912 
(1962) . 

20 See Citizens Nat'l Trust & Sav. Bank v. United States, 135 F.2d 527, 528 
(9th Cil'. 1943); United States v. PceHe Co., 131 F. Supp. 341 (E.D.N.Y.), a/J'd, 
224 F.2d 667 (2d Cir. 19~~); United States v. Canadian Am. Co" lOO F. Supp. 
721 (c.D.N.Y. 1951). 

30 I.R.C. §§ 6321, 6322. " 
31 Normally, the Service must send a "notice and demand'! letter to the tax

payer, and wait ten days before levying upon the taxpayer's property. I.R.C. 
§ 6331(a). 

32 In certain instances the Service has the power to (lispose of the seized prop
erty. Under section 6861 (a), the Service can sell the property if the taxpayer 
consents, or if the property is llntlllly expensive to maintain or is perishable. 
1.R.C. § 6863(b)(3)(B). However, unless the sale is justified under one of these 
exceptions, the Service is prohibited from disposing of the seized assets while the 
petition for a redetermination is pending before the Tax Court or while such pro
ceedings are pending. I.R.C. § 6863 (b) (3) (A). Where the Service improperly 
sells the taxpayer's assets, the taxpayer may be able to enjoin the sale. See Smith 
v. Flynn, 262 F.2d 7)31 (8th Cir. 1958), mudified pel' curiam, 264 F.2d 523 (8th 
Cir. 1959). 

Where (ile seizure of property is authorized under section 6862, the Service is 
auihorized to sell the property before the taxpayer has a chance to litigate the 
validity of the assessment. STAFF OF THE HOUSE COMMITTEE ON WAYS AND 
MEANS, 94TH CONG., 1ST SESS., JEOl'ARDY AND TERMINATION ASSESSMENTS 
(Comm. Print J 975). In section 6862 seizures the Tax Court docs not have 
jurisdiction and the taxpayer can only sue for a refund after payment. I.R.C. 
§§ 6214, 7442. Until recently, the law was unclear with respect to seizures pur
sUllnt to section 6851 terminations. However, Laing and Hall make clear that the 
provisions gOVl!rning the sale of assets under section 6861 now apply to Nrmina
tion assessn'lents under section 6851. 

33 The Illternal Revenue Manllal states: "Jeopardy assessments should be used 
sparingly and care should be taken to avoid excessive and unreasonable assess
ments. They shoultl be limited 10 amounts which reasonably can be eXpected to 
prolectlhe Government's interest." CCH INTEI\NAL REVENUE MANUAL 1r 9329, 
at 28,142 (1974). 
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lien or seizure, and does not include a reappraisal of the Commissioner's 
belief that the tax payment was in jeopardy.34 

Impact of Summary Seizure Procedures on 
Taxpayer and Potential for Abuse 

After reviewing the Service's summary seizure power, one court con
cluded that "a jeopardy assessment is a statutory label for the sovereign's 
stranglehold on a taxpayer's assets." :\:; This characterization accurately 
describes the ability of a sudden jeopardy or termination assessment to 
choke off all of the taxpayer's resources. 3U The Code's summary seizure 
provisions deny the taxpayer access to resources which he needs in order 
to hire competent counselor an accountant with which to adequately 
contest the tax liability,37 or even funds to meet the everyday demands 
of living expenses.:1H Furthermore, despite the Service's recent procla
mation that they will use the summary assessment power sparingly, a 

3·\ See, e.g., Veeder v. Comm'r, 36 F.2d 342 (7th Cir. 1929); Adler v. Nicholas, 
70 F. Supp. 514 (D. Colo. 1946), rev'd on other grounds, 166 F.2d 674 (10th 
Cir. 1948); Foundation Co. v. United States, 15 F. Supp. 229 (Ct. CI. 1936); 
Brown-Wheeler Co., Inc., 21 B.T.A. 755 (1930); David Gray, 12 B.T.A. 956 
(1928); Luman W. Goodenough, 12 B.T.A. 935 (1928); Paul R. Gray, 12 B.T.A. 
916 (1928); James Couzens, 11 B.T.A. 1040 (1,928). 

3. Homan Mfg. Co. v. Long, 242 F.2d 645, 651 (7th Cir. 1957), cert. denied, 
361 U.S. 839 (1959). 

3. The power' of the Service is not limited to placing a lien on the taxpayer's 
property but also extends to seizure of his assets. Although the Code contains 
certain exemptions, these will often represent a minor portion of the taxpayer's 
assets. See N. 16 supra. 

:I; In Lloyd v. Patterson, 242 F.2d 742 (5th Cir. 1957), the Service filed a fed
eral tax lien pursuant to a jeopardy asses,;ment "against all the propcrties of Lloyd 
in favor of the United States," amounting to S 165,631.25. Although the taxpayer 
argued that .the lien would effectively leave him without sumcient assets to hire 
competent legal and accounting services to meet the civil and criminal charges 
then pending against him, the court concluded that even if proven, the taxpayer's 
allegations would not be "extraordinary and exceptional circumstances warranting 
the cancellation or abatement of the lien or enjoining the collection." 242 F.2d 
at 744. See also United States v. Rubio, 404 F.2d 678 (7th Cir. 1968), cert. 
denied, 394 U.S. 993 (1969) (taxpayer alleged that the seizure of his assets and 
subsequent return of only $1,000 denied him effective assistance of counsel in 
criminal charges then pending against him). 

3S See, e.g., Willits v. Richardson, 497 F.2d ?-40 (5th Cir; 1974) ("every mean
ingful asset" of the taxpayer seized); Kimmel v. Tomlinson, 151 F. Supp. 901, 
902 (S.D. Fla. 1957) ("every bit of property (inclusive of bank accounts) of 
both taxpayers (and their wives) had been seized" (emphasis in original»). See 
also Clark v. Campbell, 501 F.2d 108, 122-123 (5th Cir. 1974), citing Gould, 
Jeopardy Assessments: When They May Be Levied and What to Do Abollt Them, 
18 N.Y.U. INST. 937 (1960): "The taxpayer may become 'indigent over
night' •... : 'The action of freezing the assets of the ta.xpayers prevents them 
from paying fire jnsurance premiums on their property, making necessary repairs, 
paying rcal estate taxcs and from using their funds for the protection of their 
property anu for ordinary Jiving expenses.' " 
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review of case histories suggests that the Service seeks to maximize tbe 
impact that a termination or jeopardy assessment has on the taxpayer 
and that it fails to make certain that each computed assessment is justi
fied. 3U Although this may have been an unintended consequence under 
the statutory scheme, the summary seizure power may leave the tax
payer totally without assets to defend against arbitrary governmental 
action and at the whim of the Service. 

Additionally, the Service has been criticized for using its summary 
seizure power to accomplish end~'. sought by other law enforcement 
agencies.4U In 'the area of narcotics enforcement, the ServiCe had set up 
one project which was intended to combine tax enforcement procedures 
with weapons generally available to the government to combat illegal 
narcotics:!l As a result of this arrangement, the Service used the sum
mary seizure power at their disposal to penalize taxpayers suspected of 

aD See, e.!:., Odell, Assessments: What Are They-Ordinary? Immediate? Jeop
ardy?, 31 N.Y.U. INST. 1495 (1973). Odell argues that "the lnternal Revenue 
Service usually makes the jeopardy assessment by computing the greatest liability 
possible and immediately attempting to collect this amount by summary proce
dures, leaving the taxpayer denuded of all of his worldly possessions." Id. at 
1512. See generally the cases collected therein: Pizzarello v. United States, 408 
F.2d 579 (2d Cir.), cert. denied, 396 U.S. 986 (1969) (jeopardy assessment of 
$282,440): Homan Mfg. Co. v. Long, 264 F.2d 158 (7th Cir. 1957), cert. denied, 
361 U.S. 839 (1959) (jeopardy assessment of $3 million where Service admitted 
maximum tax liability of S300,OOO); Melvin Bldg. Corp. v. Long, 262 F.2u 920 
{7th Cir. 1958) (jeopardy assessment of $550,000 where maximum tax due was 
$58,000) . 

·10 See, e.g., Tarlow, Criminal Defendants (lnd Abuse of leop(/rdy Tax Proce
dl/res, 22 U.C.L.A.L. REV. 1191 (1975); Silver, Terminating the taxpayer's tax
able yew': HolV IRS lIses it against narcotics suspects, 40 J. TAXATION 110 (.1974); 
Note, Jeopardy Assessment: The Sovereign's Stranglehold, 55 GEO. L.J. 701 
(1967). 

H See Silver, Terminating the taxpayer's taxable year: How IRS llses it against 
narcotics sllspects, 40 J. TAXATION 110 (1974); Taxilll: Tactic: The IRS Swiftly 
Grabs Drug Suspects' Assets in CrackdolVlI EOort, Wall Street J., April 10, 1974, 
at 1, col. 1 (West Coast Ed.). Silver cites an Internal Revenue Manual supple
ment, dated November 10, 1971, which describes the Service's "Narcotics Project" 
as designed to " 'disrupt the distribution of narcotics through the enforcement of 
all available tax statutes ... maximum use (is to be] made of jeopardy, quick, 
and transferee assessments, and termination of taxable periods.'" 40 J. TAXA.TION 

at 111 n.1. In addition, Silver cites a directive from one of the District Directors 
to his field personnel: "The Phoenix District is fully committed to the narcotics 
traffickers project. An integral fUllctioll to the success of the operation is the 
prompt termination of tax years, etc. When we are in possession of facts which 
warrant such action ... procedures will be developed so that terminations, etc., 
can be made in less than two hours ...• Emergency situations may be handled 
orally and covered there.lfter by written reports." lei. at 110. 

The Service has stated (hat it has terminated the narcotics trnffickers program. 
Referring to an internal audit report, Commissioner Donald Alexander testified 
before the House Committee on Ways and Means: 

1 think that report dealt with a program of the lnternal Revenue Service which 
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violating the narcotics laws,4:! and to deprive them of capital which the 
Service believed was being used in illegal activities:l

:! In one case a 
jeopardy assessment was used to seize "every meaningful asset" of a tax
payer, merely on the basis of the government's "vague suspicion" that 
the taxpayer had been involved in illegal activities.4

.' The tendency for 
abuse of the Service's power in such arrangements is clear: Instead of 
using the summary seizure power only to protect the legitimate govern
mental interest in the collection of taxes, present law enc'ourages both 
the Service and the pOlice to disregard constitutionally mandated pro
cedures for ferreting out crime,4;' and to substitute for them an arbitrary 
system based on expediency.~H 

we have terminated, a narcotics program. We are in favor of narcotics traf
fickers paying their taxcs. 

Thcy arc called on to do so, and the penalties for nonpayment and tax eva
sion apply to them. However, we are not in favor of using tools or weapons 
or powers given us to enforce the tax laws as a means to achieve other goals, 
however worthy. 

Hearillgs on Proposals for Administrative Changes in Internal Revenlle Service 
Procedures, Before tlte Sl/bcommittee on Oversight of the House Committee on 
Ways and Means, 94th Cong., 1st Sess. 373 (1975). 

·1, See STAFF OF THE SUBCOMMITTEE ON INTERNAL REVENUE TAXATION, 85TH 
CONG., 1ST. SE55., PROGRESS RE!'ORT ON INTERNAL RE.VENUE ADMINISTRATION 
73 (Comm. Print 1957), cited ill Note, Jeopardy Assessment: The Sovereign'S 
Stranglehold, 55 GEO. L.J. 701, 704 (1967) ("a frequent complaint is that jeop
ardy assessments are being used in sp('cific instances for punitive and not re\'enue 
purposes") . 

,,:1 See Hearings all Proposals for Adl1lini~·trative Changes in Internal Revenue 
Serl'ice Procedures, Before the Subcommittee on Oversight of the HOllse Committee 
0/1 Ways alld Means. 94th Cong., 1st Sess. 380 (1975): "As the Narcotics Traf
fickers Project progresscd, the Service became increasingly concerned about the 
emphasis placed upon depriving narcotics traffickers· of their working capital as 
opposed to.emphasis that shotllt! be placed en enforcing the tax. laws." 

.J< Willits v. Richardson, 497 F.2d 240, 245 (5th Cir. 1974). TIle court sum
marized the Service's evidence upon which the jeopardy assessment was based as 
"scanty ant! largely inaccurate information which, at best, amounted to nothing 
more than a vague suspicion that [the taxpaycr] must have come by her jewelry 
and cash by improper means since she admitted that she gambled for a living and 
was being kept by a man who police believed was dealing in narcotics." (Foot
note omitted.) See also Aguilar v. United States, 501 F.2d 127, 130 (5th Cir. 
1974), in which the Servicc seized an alien taxpayer's truck and money, "with no 
more than a vague suggestion that the Government 'suspected' that these strangers 
were trafficking in drugs." 

'J. See, e.g., United States v. Bonaguro, 294 F. Supp. 750, 753-54 (E.D.N.Y. 
1968), aD'd sllb nom .• United States v. Dono, 428 F.2d 204 (2d Cir.), cert. 
denied, 400 U.S. 829 (1970): "The inference is-in short-that [the Service] had 
not acted under the statute to protect the revenue interest and collect a tax that 
seemed to be in jeopardy, but had made a merely colorable use of the statutory 
forms at the suggestion of another agency of government in accordance with a 
pattern of conduct that is not strange to the courts:' See also Willits v. Richard
son, 497 F.2t! 240 (5th Cir. 1974). 

·IU The court in Willits v. Richardson, 497 F.2d 240, 246 (5th Cir. 1974), COll-
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A further danger posed by the Service's summary seizure power is 
that the mere threat of an assessment can have the effect of coercing 
taxpayers into complying with the government. For instance, in For
tugno v. Commissioner,'" the Service told a group of taxpayers after an 
audit that "they stood in danger of jeoparuy assessments and possiule 
criminal proceeuings." ·IS After two months of negotiating with the Ser
vice the group of eight taxpayers comprising the family partner.ship 
under investigation agreed to deposit with the District Director $1 mil
lion, to be credited against any tax deficiencies which the District Di
rector might find. Despite the fact that the Service later agreed to reduce 
the aggregate deficiencies to one tenth the original amount, or a sum 
slightly in excess of $100,OOO,·1!J the court found that under the statute 
the taxpayers were not entitled to interest on the additional amount 
which they had felt compelled to deposit with the District Director.f,(l 

Similarly, in Foundation Co. v. United Slates,"1 the taxpayer agreed 
to comply with Service demands, presumably in order to avoid an jm

pending seizure of his property. After a telephone conversation with tbe 

eluded: 

The IRS has been given broad power to take possession of the property of 
c·itizens by summary means that ignore many basic tenets of pre-seizure due 
process in order to prevent the Joss of tax revenues. Courts cannot allow these 
expedients to be turned on citizens susp-::cted of wrongdoing-not as tax col
lection devices but as summary punishment to supplement or complement regu
lar criminal procedures. The fact that they arc cloaked in the garb ofa tux 
collection and applied only by the Narcotics Project to those believed to be 
engaged in or associated with the narcotics trade must not bootstrap judicial 
approval of such use. 

An additional ,criticism of the narcotics projc:ct is that it fostcrs thc type of 
relationship between Service agents and police which encourages Violations of 
constitutional rights by one agency in the hope that fruits of that illegality can 
successfully be used by the other <,gency to prosecute the individual in question. 
Several cases suggest that the Service docs seek to usc evidence obtained in illegal 
searches and seizures by police in order to compute jeopardy assessments or to 
bring civil charges of tax deficiencies. See, c.g., Pjzzarello v. United States, 408 
F.2d 579 (2d Cir.), cert. dellied. 396 U.S. 986 (1969); Yannicclli v. Nash, 354 
F. Supp. 143 (D.N.J. 1972); Efmin T. Suarez, 58 T.C. 792 (1972) . 

. " 353 F.2d 429 (3d Cir. 1965), cert. dismissed, 385 U.S. 954 (1966) . 
• ~ 353 F.2d at 430. 
40 The Service's original prediction was based on its mistakett view that Anthony 

Fortugno was the sole owner of the Hudson Manure Co., from which the tax 
liability generated. The Service changed its claim whcn the Superior Court of 
New Jersey ruled that the company was owned by an eight way partnership. 

00 The court found that the Service had not actually made an assessment against 
ihc ta::pnycr5 TIur- had it '!lcq!.!!es~d in .a P!0P0~. !lefider.~y. CVii5CqiiCOiiHy, -(lie 
court ruled that the payments deposited with the District Director were not over
payments within the meaning of the statute providing for inteNst on overpay
ments. 

ul 15 F. Supp. 229 eCL CI. 1936). 

80-321 0 - 77 - 3~ 
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Commissioner, the taxpayer agreed to waive ·the statute of limitations 
which wa~ about to terminate and not to file any claim for an abatement 
or a bond. The Commissioner immediately postponed the coIIection of 
an assessment which had been computed for $447,623.09.5~ The court 
found that although the assessment had not been made because of any 
fear that the collection of the tax would be jeopardized by delay, the 
Commissioner's reasons for making the assessment were not subject to 
review and the taxpayer was foreclosed from recovering any additionai 
tax which might have been over assessed. The court found that the tax
payer had waived any right to have the Commissioner's determination 
of the amount reviewed since he had not filed the bond required for such 
review before the Tax Board.;;:! 

The sum·mary seizure power also gives the Service the ability to ex
tend the statute of limitations which would otherwise prevent the assess
ment of additional taxes beyond the normal three-year period.5

.
1 Be

cause the notice of deficiency need not be sent until 60 days after an 
assessment, the Service can assess the taxpayer immediately prior to the 
termination of the limitations period and wait 60 days before mailing 
the notice of deficiency:'" This enables the Service to extend the statute 

n, Although the causal connection between the !axpayer's offer to waive the 
statute of limitations and not to file a claim for an abatelllcnt or a bond and the 
Commissioner's decision to postpone the immediate collection of the assessment 
is speculative, it is at least arguable that the possibility of having an immedinte 
seizure of his assets nmounting to $447,623.09 was a paramount concern to the 
taxpayer. 

r.~ The court stated "the Commissioner did not make the jeopardy assessment 
because of any apprehension or belief on his part that collection of the tax would 
be jeopnrdized by the inability of the plaintiff to pay the amount which appeared 
at that time to be due." J 5 F. Supp. at 245. 

51 See Note, Jeopardy Assessment: The Sovereign's Stranglehold, 55 GEO. L.J. 
701, 7t9-22 (1967). . 

Sections (>,:,,1 (a) nml 650 I (c)(2) provide that the applicable statute of Iimitn
lions for tar .h;ikiencies which arc not "willful attempts to evade" the payment 
of a tax, is three yenrs. However, taxpayers who fail to file any return may be 
subject to a deficiency ,",sscssment at any time, and a return which omits more 
than 25 percent of the property which is includable in gross income subjects its 
maker to a deficiency assessment for up to six years. I.R.C. §§ 6501(e)(3), 
6501 eel. 

ror. Once the notice of deficiency is sent, the statute of limitations stops running 
for 60 days beyond the period during which the Service is prohibited from making 
additional assessmcnt~. I.R.C. § 6503 (0.)( I). As a result, the limitations period 
docs not include the time during which the petition for redetermination is filed 
with the Tax Court and pending, when Subsequent appeals are taken and an addi
tional 60 days. The extension docs not apply to the deficiency upon which notice 
is based .. und hence, the Scrvic;e cannot increase the deJkicncy. See Note, Jeop
ardy As.\·essJI/('n/: The Sm·Neign'\· Stranglehold, 55 GEO. L.J. 701, 720 n.125 
(1967), citing Comm'r v. Wilson, 60 F.2d sot (10th Cif. 1932). 
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of limitations for an additional 60 days, thereby giving it further time to 
complete the audit. Although it may be argued that the statute of limi
tations does not confer a right upon the taxpayer but is only a matter of 
legislative grace,"G the statutory language embodying the limitations 
period does not provide any support for this practice."7 

Finally, the summary tax seizure provisions have been criticized as 
being potentially detrimental to the exercise of constitutional rights not 
necessarily connected with property interests.fls Although the Service 
does maintain a procedure of internal controls over its assessment au
thority and has announced a policy of self-restraint in using its power, 
something more may be necessary. The past misuse of power under the 
COGe, together with current allegations of Service wrongdoing gen
erally,"o indicate the need for meaningful limitations which currently 
do not exist. 

Failure vi Existing Remedies to 
Provide Meaningful Safeguards 

Statlltory Safeguards 

The Code does inclllde provisions intended to safeguard taxpayer 
interests: 

ron Chase Securities Corp. v. Donaldson, 325 U.S. 304, 314 (1945). 
f,7 Seclion 650 I provides simply that "the amount of any tax imposed by this 

title shall be assessed within three years after the return was filed (whether or not 
such return was filed on Qf after thc date prescribed) ... and no proceeding in 
court without such assessment fOf the collection of such tax shall be begun after 
the expiration of such period." 

0" E.g., sixth amendment right to counsel, see I.R.C. §§ 6321, 6322; Tarlow, 
Criminal Defendants and Abuse of Jeopardy Tax Procedures, 22 U.C.L.A.L. REV. 

1191,1210 (1975); fifth amendment privilege against self-incrimination, see Piz
zareilo v. United States, 408 F.2d 579 (2d Cir.) , cut. denied, 396 V.S. 986 
(1969); fourth amendment prohibition against unreasonable searches and sei
zures, sec Tarlow supra at 1208-209; first amendment freedom of the press, see 
Publishers New Press Inc. v. Moyse)', 141 F. Supp. 340 (S.D.N.Y. 1956) (allega
tions that jeopardy assessments were used to prevent publication of newspaper, 
and not to prote('t collection of taxes). 

r,o See, e.g.) ll~S Chief Says Pressures Prompt Some Ta." Audits, Los Angeles 
Times, Oct. 3, 1975, at 1, col. 1 (quoting Commissioner Alexander as admitting 
that a "special services staff" (SSS) had been set up to investigate protestors, in
cluding columnist Joseph Alsop, former New York Mayor John Lindsey, actress 
Shirley MacLaine, the National Education Ass'n, and the American Jewish Con
gress. Alexander admitted that the SSS had gone "way beyond the primary mis
sion of the IRS"); I.R.S. is NolV Collecting Much More tlran Taxes, N.Y. Times, 
April 20, 1975 (staling that Commissioner Alexander had admitted that the Ser
vice had operated a special school for undercover agents. One sueh usc of the 
trained agents was "Operation Leprechaun," a Miami operation in which data 
was gathered 011 the sex lives nnd drinking habits of 30 Florida political figures). 
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(1) The taxpayer may post a bond to stay. the collection of the 
assessmen t. GO 

(2) The Service may not sell any of the seized assets pending a 
determination by the Tax Court. r.l 

(3) The Service has the power to abate an unreasonable assess
ment.G2 

(4) The taxpayer may seek judicial review under the statute.G3 

However, the statutory remedies do not provide the taxpayer with a 
means of questioning the validity of the Service's determination of jeop
ardy. Instead, they only attempt to ameliorate the hardship which re
sults under the summary seizure power. Because the remedies available 
to the taxpayer do not give him a chance to question the underlying 
reasons for the assessment, the statutory safeguards do not minimize the 
potential for abuse. Furthermore, the statutory remedies fail in their 
essential purpose and are of only limited utility in lessening the hard
ship which occurs as a result of the seizure power. 

Posting a Bond. The first statutory safeguard afforded the taxpayer 
is the ability to stay the collection of the assessment or the continued 
possession by the Service of the assets pending the determination of his 
case in the Tax Court by posting a bond.o~ The remedy fails in its pri
mary purpose of protecting taxpayer interests since the statute requires 
that the bond 'be equal in amount to that of the assessment.°r. The Ser
vice can obviously frustrate the usc of this remedy by depleting the tax
payer's resources with which he might have posted the necessary bond 
or by utilizing its discretion to foreclose the posting of the bond until 
irreparable injury has oecurred. 'lG A Jarge assessment which is not in-

00 I.R.C. §§ 6863, 6851(e). 
olI.R.C. §§ 6331(a), 6863(b)(3). 
02 I.R.C. § 6861 (g). 
o:II.R.C. §§ 6213(a), 6532. 
0 .. Section 6863 applies to jeopardy assessments. Section 6851 (e) applies to 

termination assessments. Although under normal, nonjeopardy procedures, assess
ments wiiJ be prohibited until all appeals from an adverse Tax Court determina
tion have been exhausted, where a jeopardy assessment is made the taxpayer must 
file a bond as provided for in section 7485 in order to stay the sale of seized 
property pending an appeal of the Tax Court decision. I.R.C. § 748J; Reg. 
§ 301.6863-2(a) (2). In order to stay the' forced sale of assets pending review of 
the Tax Court decision, se-;tion 7485 requires that the bond must be double the 
amount of the portion of the deficiency in respect of which the notice of appeal 
is filed, unless a jeopardy bond was already filed under the income or estate tax 
laws. I.R.C. §§ 7485(a)(I), (a)(2). 

onI.R.C. §§ 6863(a), 685J(e). However, the taxpayer may stay the collection 
of a portion of the assessment by posting a bond equal to that amount. Ibid. 

00 The Code states that the bond must be filed "within such time as may be 



499 

1976J JEOPARDY AND TERMINATION ASSESSMENTS 331 

tended to foreclose the bond remedy can have that effect.by depriving 
the taxpayer of the collateral which is required in order to obtain a com
mercial bond.Ii' This result has prompted many commentators to call 
the remedy "iIlusory,"IiH and at least one court to characterize it as a 
"mockery." 00 

Prohibition on Sale at Seized Assets. The Code also attempts to pro
tect taxpayer interests by placing limitations on the power of the Service 
to sell seized property pending a determination by the Tax Court or 
until the time within which the taxpayer can file a petition for review 
expires. Although staying the forced sale of seized assets will obviously 

fixed by regulation." LR.C. § 6863(a). Section 301.6863-1 (a) (2) of the regu" 
lations provides: 

(2) The bond may be filed-
(i) At any time before the time collection by levy is authorized under 

section 6331(a), or 
Oi) After collection by levy is authorized and before levy is made on 

any property or rights to property, or 
(iii) In the discretion of the district director, after any such levy has 

been made and before the expiration of the period of limitations on collection. 

Note, Jeopardy Assessment: The Sovereign's Stranglehold, 55 GEO. L.r. 701, 705 
n.28 (1967), points out that since section 6331 (a) authorizes the immediate 
collection without regard to the normal ten day waiting period, section 301.6863-1 
(a) (2) (iii) of the regulations leaves the taxpayer's "right" to post a bond subject 
to the discretion of the District Director. 

e'See Kimmel v. Tomlinson, 151 F. Supp. 901, 902 (S.D. Fla. 1957): 

1n the instant case every bit of property (inclusive of bank accounts) of both 
taxpayers (and their wives) has been seized; it would seem to be mere mockery 
to say they, after they have been stripped of all assets, are protected in that 
they may either post a bond or pay the three hundred odd thousand dollars of 
taxes and penalties assessed in order to stay the waste of a forced sale of their 
assets and the certain destruction of their business. (Emphasis in original.) 

See also Shelton v. Gill, 202 F.2d 503, 507 (4th Cir. 1953); Macejko v. United 
States, 174 F. Supp. 87, 89 (N.D. Ohio 1959). 

A commercial surety company is likely to require that the taxpayer have assets 
at least equal to the amount of the assessment. See Gould, Jeopardy Assess
lIletlls: Wilen They May Be Levied and Whal (0 Do Aboul Them, 18 N.Y.U. 
INST. 937, 945 (1960); Note, Jeopardy Assessment: The Sovereign's Strangle
hold, 55 Gno. L.J. 701, 705 (1967). However, in Yoke v. Mazzel\o, 202 F.2d 
508 (4th Cir. 1953), the court indicated a willingness to allow the taxpayer to 
seck aid from personal friends. The court held that it was an abuse of discretion 
for a District Director to refuse to I1ccept the surety of two friends of the tax
payer when such surety amounted to unencumbered real estate valued at over 
twice the amount of the assessment. 

o·~ See, e.g., Gould, Jeopardy Assessments; When They May Be Levied and 
What to Do Abollt Them, 18 N.Y.U. INST. 937, 944 (1960); Tarlow, Criminal 
Defendants and Abuse 0/ Jeopardy Tax Procedllres, 22 U.C.L.A.L. REV. 1191, 
1197 (1975); Note, Jeopardy Assessment: The Sovereign's Stranglehold, 55 GEO. 
L.J. 701, 705 (1967). 

00151 F. Supp. at 902. 
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lessen the injury which otherwise might result, the remedy extends only 
to certain assessments; the Service may sell seized assets whenever (1) 
the taxpayer consents to the sale, (2) thc pr.)perty is perishable or (3) 
the net proceeds of an eventual sale would be greatly reduced by the 
cost of conserving the asset until a final adjudication.70 

Power to Abate Unreasonable Assessment. A third procedural remedy 
gives the District Director the power to abate an assessment if he con
cludes that the payment is not in jeopardy,71 or to adjust the assessment 
if he concludes that the original assessment was unreasonably high.72 
However, the power to abate an assessment which has already been de
clared has little chance of protecting taxpayer interests. Since the deci
sion as to whether or not to abate an initial assessment may come after 
the taxpayer has already been deprived of the use of his property, the 
remedy may come after irreparable injury has already occurred. In 
addition, when the plea for an abatement is filed with the same District 
Director who originally made the assessment, he is unlikely to be recep
tive to arguments that the initial assessment was the product of misjudg
ment on his part and that it should now be modified or terminated.73 

Statutory Review. The taxpayer who has had his assets seized or en
cumbered under a tax lien may seek a judicial redetermination of the 
amount due. There is, however, no provision for review of the Com
missioner's determination that the collection of the tax was in jeopardy 
at the time of the seizure or filing of thc}ien.H Under normal deficiency 
proceedings the government is denied the ability to take collection action 
against the asscts of a taxpaycr prior to the time allowed for filing a peti-

70 See N. 32 supra. But, where the District Director improperly seeks to sell 
seized assets under one of the above exceptions his decision may be enjoined. 
See Smith v. Flinn, 262 F.2d 781 (8th Cir. 1958), modified per curiam, 264 F.2d 
523 (8th Cir. 1959). 

71 I.R.C. § 6861 (g); Reg. § 301.6861-1 (f). 
;2 Reg. § 301.6861-1(e). 
;3 Section 301.6861-1 (f) (3) of the regulations specifies only that a H[r]equcst 

for abatement of a jeopardy assessment, because jeopardy does not exist, shall be 
filed with the district director, shall state fully the reasons for the request, and 
shall be supported by such evidence as will enable the district director to deter
mine that the collection of the deficiency is not in jeopardy." See generally Miller, 
Jeopardy and Other Summary Assessments, 7 N.Y.U. INST. 195,200 (1949). 

Since the provision for abatement appears only within the section dealing with 
jeopardy assessments, arguably, this remedy does not apply where termination 
assessments are made pursuant to section 6851. Tarlow, Criminal Defendants and. 
Abuse of Jeopardy Tax Procedures, 22 U.C.L.A.L. REV. 1191, 1198 n.57 (1975). 

;; See, e.g., Veeder v. Comm'r, 36 F.2d 342 (7th Cir. 1929); Adler v. Nicholas, 
70 F. Supp. 5J4 (D. Colo. 1946), rev'd 011 other grounds, 166 F.2d 674 (10th 
Cir. 1948); Foundation Co. v. United States, 15 F. Supp. 229 (Ct. CI. 1936); 
Brown-Wheeler Co., Inc., 21 B.T.A. 755 (1930); David Gray, 12 B.T.A. 956 
(1928); Luman W. Goodenough, 12 B.T.A. 935 (1928); Paul R. Gray, 12 B.T.A. 
916 (1928); James Couzens, 11 B.T.A. 1040 (1928). 
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tion for redetermination and during the period within which litigation 
is pending in the Tax Court.'" By contrast, the jeopardy taxpayer's assets 
are immediately subject to seizure.7u His only remedy is to file a petition 
for redetermination in the Tax Court or to pay the amount of the de
ficiency and then claim a refund.77 

Both the Tax Court redetermination and the suit for a refund suffer 
from two defects: (1) They are time consuming 78 and (2) they do not 
allow the taxpayer to challenge the underlying reasons for the assess
ment.'D The suit for a refund is additionally difficult for the taxpayer to 
utilize since he must first pay the full amount of the assessment.so The 
amount of the assessment together with the cost qf litigating a refund 
suit can easily have the effect of entirely foreclosing this remedy. Fur
thermore, the ability of the Service to'seize assets which are being used 
to violate the revenue laws, without applying the value of the seized items 
to the asserted tax liability, further enables the government to effectively 
thwart district court review.81 

Injunctive Relief 

A taxpayer may be able to enjoin the continuance of a jeopardy as
sessment if he can adequately overcome statutory preclusion of such 

"I.R.C. § 6213(a) . 
• a See Ns. 12-13 supra. 
7. I.R.C. § 6213(a). The taxpayer must file a petition with the Tax Court for 

a redetermination within 90 days of receiving the notice of deficiency. The notice 
of deficiency must be sent the taxpayer within 60 days of the assessment. I.R.C. 
§ 6861 (b). 

A suit for a refund may not be litigated for six months following the filing of 
the claim, unless an earlier rejection of the claim occurs. I.R.C. § 6532(a). 

'R KEIR & ARGUE, TAX COURT PRACTICE 35 (4th ed. 1970), suggests that al
though the taxpayer has a right to petition the Tax Court within 90 days of re
ceiving the deficiency notice, the Tax Court may not decide the case for two years. 
Since the time required to litigate the refund suit necessarily depcnds on the time 
necessary to obtain an administrative rejection of the claim, it is difficult to deter
mine whether Tax Court review or a refund suit would produce a quicker result. 
See generally Note, Termination of the Taxable Year: The Need for Timely 
Judicial Review, 48 S. CAL. L. REV. 184, 194-95 (1974). See also Laing v. 
United States, 96 S. Ct. 473 (1976); United States v. Hall, 96 S. Ct. 473 (1976). 

,U See, e.g., Veederv. Comm'r, 36 F.2d 342 (7th Cir. 1929); Adler v. Nicholas, 
70 F. Supp. 514 (D. Colo. 1946), rev'd all other grounds, 166'F.2d 674 (10th 
Clr. 1948); Foundation Co. v. United Stlltes, 15 F. Supp. 229 (CI. CL 1936); 
Brown-Wheeler Co., Inc., 21 B.T.A. 755 (1930); David Gray, 12 B.T.A. 956 
(1928); Luman W. Goodenough, 12 B.T.A. 935 (1928); Paul R. Gray, 12 B.T.A. 
916 (1928); James Couzens, 11 B.T.A. 1040 (1928). 

"" Floru v. United Stales, 362 U.S. 145 (1960). 
"' Tarlow, Criminal Defendants and Ahllse of Jeopardy Tax Procedllres, 22 

U.C.L.A.L. REV. 1191, 1199, n,.70 (1975), and the accompanying text, which 



502 

334 TAX LAW REVIEW [Vol. 31: 

review.s~ Because a suit for an injunction may review the propriety of 
the assessment at an earlier stage than is normally available under statu
tory review, this remedy is more likely to prevent abuses. Although 
injunctions have successfully been employ'ed to curtail· abusive assess
ll1ents,S~a courts generally have not been inclined to enjoin the summary 
seizure powers given the Service.s:! Furthermore, even if injunctions 
were liberally granted, because an injunction still requires time and 
money to litigate and docs not always prevent irreparable injury which 
may result from immediate seizure, the government could still abuse its 
assessment power. • 

Although the Code prohibits any "suit for the purpose of restraining 
the assessment or collection of any tax," 8~ it is possible for a taxpayer 
to obtain injunctive relief. For instance, taxpayers who have not re
ceived the required statutory notice of deficiency are authorized to obtain 
injunctive relief under sections 6212 and 6213. Sii In addition to this 
statutory exception to the Anti-Injunction Act embodied in section 
7421 (a), courts have created a judicial exception to the statute where 
the taxpayer can show extraordinary and exceptional circumstances. 

The Supreme Court, in Miller v. Standard Nut Margarine Co. of 
Florida,so fashioned the judicial exception to the general rule barring 
injunctive relief. In Standard Nu! the Court temporarily enjoined the 

-------
suggests that since the Service has the power to seize property subject to forfeiture 
without crediting it against the assert ell tax liability, the governme:1t could use its 
power over forfeitures to further lIeplete the taxpayer's assets. 

S~ l.R.C. § 7421 (a). 
'~.1 Most recently, in Commissioner v. Shapiro, 96 S. Ct. 1062 (1976), the 

Court helll that a ta,'(payer was not foreclosed from enjoining a jeopardy assess
ment levied pursuant to section 6861 of the Internal Revenue Colle. See discus
sion accompanying Ns. 100-111 ill/ra. 

83 Referring to the precursor to the present Anti-Injunction Act, Justice Stone, 
dissenting in Miller v. Standard Nut Margarine Co., 284 U.S. 498, 511 (1931) 
found: "Enacted in 1867, this statute, for more than sixty years, has been con
sistently applied as precluding relief, whatever the equities alleged." Similarly, 
the Supreme Court's dccision grunting injunctive relief in Standard Nut was re
garded as "a tribute to the tenacity of the American taxpayer." GOROVITZ, FED
ERAL TAXES 446 (1932). 

81 Section 7421 (a) states: "except as provided in sections 6212(a) and (c), 
6213(a) and 7426(a) and (b) (l), no suit for the purpose of restraining the 
assessment or collection of any tax shall be maintained in any court by any per
son, whether or not such person is the person against whom such tax was 
assessed." 

8' Ibid. The statutory notice of deficiency must be sent to the taxpaycr within 
60 days of the asscssmcnt. Injunctive relief is available regardless of whether the 
seizurc or lien is malic pursuant to a jeopardy or a termination assessment. Laing 
v. United States, 96 S. Ct. 473 (1976); United States v. Hall, 96 S. Ct. 473 
(1976). 

su 284 U.S. 498 (1932). 
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collection of a tax under the Oleomargarine Act of 1886.b1 After ex
amining the language of the act, the Court concluded that the taxpayer's 
product could not have been reasonably taxed, hence, the order of the 
Commissioner was "arbitrary anCl oppressive." 8M The Court declined to 
hold that Congress's expressed desire to forbid an injunction of a tax 
based upon its alleged illegality was controlling; instead, the Court con
cluded that the tax "could by no legal possibility have been assessed" 
against the taxpayer.S!! Because the Commissioner's act was arbitrary 
and capricious and would have resulted in irreparable injury to the tax
payer, the Court held that the case presented "special and extraordinary 
facts and circumstances" which justified the granting of injunctive 
relief. flO 

Although the judicial exception to section 7421 (a) remains, the Court 
has repeatedly construed it narrowly. In Enochs v. Williams Packing & 
Navigation CO.,Dl the Court found that the government's claim for social 
security and unemployment taxes was "not without foundation" 02 and 
refuse to enjoin the collection of back taxes. In doing so, the Court in
dicated that in order to succeed the taxpayer would have had to show 
(1) there was a substantial certainty of winning on the merits and (2) 
co1lection of the tax would have caused irreparable injury for which 
there was no legal remedy.o3 

8, Oleomargarine Act of Aug. 2, 1886, 24 Stat. 209, as amended by the Aet of 
May 9, 1902, 32 Stal. 194 . 

• 8284 U.S. at SlO. 
so The Court indicated that the Anti-Injunction Act would not prohibit an in

junction based upon the type of illegality found in the instant case, but would 
prohibit an injunction based upon mere error in the'amount of the tax. Ibid. 

DOId. at 510-11. 
01 370 U.S. 1 (1962), rehearillg denied, 370 U.S. 965. 
02 370 U.S. at 8. The Court held that "whether the Government has a chance 

of ultimately prev-ailing is to be determined on the basis of the information avail
able to it at the time of suit." Id. at 7. 

03 370 U.S. at 7. The Court in Williams Packing & Navigation Co. concluded 
that it did not have to reach the issue of whether or not the tax asserted against 
the taxpayer would have caused irreparable injury. Finding that the taxpayer was 
rcquired to show both irreparable injury and that the government could not estab
lish its claim, the COLlrt held that the taxpayer's right to injunctive relief was fore
closed by his inability to win on the second issue. The conclusion that irreparable 
injury and the absence of an adequate legal remedy were not alone sufficient to 
warrant the granting of injunctive relief was based on a comparison (,f section 
7421 (a) with the Tax Injunction Act of 1937, which, by its express terms, forbade 
the granting of an injunction "where a plain, speedy, and efficient remedy may 
.be had at law or in equity in the courts of such State." 50 Stat. 738, as amended, 
28 U.S.C. § 1341. The 'Court concluded that "if Congress had desired to make 
the availability of the injunctive remedy against the coIlection of Federal taxes 
not lawfully due dcpend on the adequacy of the legal remedy, it would have said 
so ~xpIicitIy. Its failure to do so shows that such suit may !lot be entertained 
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In the companion cases of Bob Jones University v. Simon 91 and 
Alexander v. "Americans United," u;; the Supreme Court again construed 
the judicial exception to section 7421 (a) narrowly. The Court held 
that injunctive relief could not be granted to two, nonprofit, educational 
organizations which sought to contest the revocation of their tax-exempt 
status.OIl In deciding the cases, the Court admitted a willingness to con
strue the Anti-Injunction Act almost in its literal terms,07 and as intended 
to assure a "minimum of precnforcement judicial interference." 08 

Even though the test developed in Standard Nut and Williams Pack
ing & Navigation Co. has repeatedly been construed narrowly, courts 

merely because collection would cause irreparable injury, such as the ruination 
of a taxpayer's enterprise." 370 U.S. at 6. 

~'416 U.S. 725 (1974). 
0"416 U.S. 752 (1974). 
or. In both cases the taxpayer argued that the Service's decision to terminate its 

tax-exempt status, pursuant to section 501 (c) (3), would have the effect bf re
ducing charitablc contributions, since contributors would lose the favored tax 
treatment under section 170(c)(2). In Bob Jones University v. Simon, 416 U.S. 
725 (1974), the Service terminated the university's tax-exempt status for main
taining racially discriminatory admissions policies. In Alexander v. "Americans 
United," 416 U.S. 752 (1974), the favored status was withdrawn because the 
educational corporation had violated the statutory lobbying rules. The decisions 
construe suits enjoining "the assessment or collection of any tax" broadly, and 
foreclose any argument that the Anti-Injunction Act prohibits injunctions only 
where the tax has been definitively determined. See generally Asofsky, Injunc
tions and Declaratory Judgments ill Federal Tax Controversies, 28 RUTGERS L. 
REV. 785, 803 (1975). . 

0; The majority referred to Standard Nut as a "significant deviation from prece
dent," and indicated that "read literally," Standard Nut would "effectively repeal" 
the Anti-Injunction Act. 416 U.S. at 744. Justice Blackmun, dissenting in Alex
ander v. "Americans United," expressed the opinion that the Court was now 
interpreting the Anti-Injunction Act even more literally than it hac.1 in Williams 
Packing & Navigation Co.: "To read Williams Packing as broadly as the Court 
does today is to make § 7421 (a) more restrictive than the Court in Williams 
Packing or Congress intended. The result is that § 7421(a) becomes a[l absolute 
bar to any and all injunctions, irrespective of tax liability, of purpose or effect of 
the suit, or of the character of the Service's action." 416 U.S. at 771. See a/so 
416 U.S. at 736. 

os The Court stated; 

The Anti-Injunction Act apparently has no recorded legislative history, but its 
language could scarcely be more explicit-Hno suit for the purpose of restrnining 
the assessment or collection of any tax shall be maintained in any court. .•. " 
The Court has interpreted the principal purpose of this language to be the pro
tectiQn of the Government's need to assess and. collect taxes as expeditiously as 
possible with a minimum of preenforeement judicial interference, "and to reo 
quire that the legal right to the disputed sums be determined in suit for a 
refund." The Court has also identified "a collateral objective of the Act
protection of the collector from litigating pending a suit for refund." 

416 U.S. at 736 (footnote and citations omitted). 

I. 
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have enjoined summary seizures under the Internal Revenue Code.uu 

Recently, the Supreme Court declared that the Anti-Injunctiol1 Act did 
not prohibit a taxpayer from obtaining injunctive relief where the facts 
of the case brought it within the Williams Packing & Navigation Co. ex
ceptionYIO In Commissioner v. Shapiro, the Service assessed $92,726.41 
in taxes against the taxpayer, and used notices of levy to freeze $35,000 
in bank accounts and the contents of safe deposit boxes.10t Because the 
taxpayer was subject to an imminent extradition order and pending 
crimina1 charges in a foreign country, he argued that he would not be 
able to litigate the issue of the assessments unless he could use the money 
in the levied bank accounts to post baH overseas.102 The Court agreed 
with the taxpayer's contention that the combined effect of the extradition 
or.der and the jeopardy assessment would cause him irreparable injury, 

00 The Fifth Circuit has mainly been responsible for recent initiative in enjoin
ing jeopardy or termination assessments. See, e.g., Lucia v. United States, 474 
F.2d 565, 573 (5th Cir. 1973): 

[T]his eourt holds that a taxpayer under a jeopardy assessment is entitled to 
an injunction against collection of the tax if the Internal Revenue Service'S 
assessment is entirely excessive, arbitrary, capricious, and without factual foun
dation, and equity jurisdiction otherwise exists. We hold that such· a set of 
facts would bring the taxpayer within the narrow bounds of the exception to 
the anti-injunction statute designed by the United States Supreme Court: in 
Stal/dard Nllt Margarine and Enochs. (Footnote omitted.) 

See also Aguilar v. United States, 50l F.2d 127 (5th Cir. 1974); Willits v. Rich
ardson, 497 F.2d 240 (5th Cif. J974), reversing and reI/landing 362 F. Supp. 
456 (S.D. Fla. 1973), accord, Shapiro v. Secretary of State, 499 F.2d 527 (D.C. 
Cir. 1974), cert. granted sub nom., Comm'r v. Shapiro, 420 U.S. 923 (1975); 
Sherman v. Nash, 488 F.2d 1081 (3d Cir. 1973); Pizzarello v. United States, 408 
F.2d 579 (2d Cif.) , cert. denied, 396 U.S. 986 (1969); Uuited States v. llona
guro, 294 F. Supp. 750 (E.D,N.Y. 1968), aD'c/ sub 1!O1ll., United States v. Dono, 
428 F.2d 204 (2d Cir.), cert. denied, 400 U.S. 829 (1970). But see Irving v. 
Gray, 479 F.2d 20 (2d Cir. 1973); Ianelli v. Long, 487 F.2d 317 (3d Cii'. 1973), 
cert. denied, 414 U.S. 1040 (1974); Lloyd v. Patterson, 242 F.2d 742 (5th Cir. 
1957); Darnell v. Tomlinson, 220 F.2d 894 (5th Cir. 1955); Harvey v. Early, 
160 F.2d 836 (4th Cir. 1947); Lalonde v. United States, 350 F. Supp. 976 (D. 
Minn. 1972); Parrish v. Daly, 350 F. Supp. 735 (S.D. ]ndY1972); Hamilton v. 
United States, 309 F. Supp. 468 (S.D.N.Y. 1969), afJ'c/ per CIIriam, 429 F.2d 427 
(2d Cir. 1970), cere. denied, 401 U.S. 913 (l971); McAllister v. Cohen, 308 
F. Supp. 517 (S.D.W. Va. 1970), aD'd per c/lriam, 436 F.2d 422 (4th Cir. 1971); 
Publishers New Press, Inc. v. Moysey, 141 F. Supp. 340 (S.D.N.Y. 1956); Com
munist Party, U.S.A. v. Moysey, 141 F. Supp. 332 (S.D.N.Y. 1956). 

100 Commissioner v. Shapiro, 96 S. Ct. 1062 (1976). 
lQ1ld. at 1067. The assessments were based on deficiencies for the tax years 

1970 and J971. The 1970 assessment was based on an unexplained bank deposit 
of $18,000 and the assessment for 1971, on "$137,280 derived from respondent's 
alleged activities as a dea1r:r in narcotics." 

10" Although the taxpay~r was subsequently extradited and was able to meet a 
reduced bail amount·, the Court remanded the case to the District Court to deter
mine whether any additional irreparable injury remained from the levies. 96 S. 
Ct. at 1074. 
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and held that the Anti-Injunction Act did not foreclose injunctive 
relief. loa 

To meet the first of the two requirerrients under Williams Packing & 
Navigation Co. the taxpayer must show that the assessment is wholly 
invalid, which can be done "only if it is ... apparent that, under the . 
most liberal view of the law and the facts, the United States cannot es
tablish its claim." 104 In Shapiro, the Court accepted the taxpayer's 
argument that unless the government is required to disclose the factual 
basis for the assessment, the taxpayer would never be able to prove the 
government's inability to prevail on its claim. Iu;; The Court specifically 
denied the government's contention that the Service could defeat the tax
payer's 'request for injunctive relief merely by claiming that the assess
ment was made in good faith. lOG Although the Court left the taxpaye.r 
with the ultimate burden of persuading the court of the propriety of in-

103 The Court explicitly noted that if the failure to obtain a final determination 
in the Tax Court was due to the taxpayer's decision not to vigorously pursue that 
remedy, then equity would intervene and his complaint for injunctive relief would' 
be dismissed. 96 S. Ct. at J074 n.lS. This requires the taxpayer to continue 
efforts to obtain relief in the Tax Court, while seeking injunctive relief. 

HHEnochs v. Williams Packing & Navigation Co. 370 U.S. 1,7 (1962). 
10. 96 S. Ct. at 1070-1071. 
100 Although the Court founJ sufficient basis for its conclusion in the Williams 

Packing & Navigation Co. exception to the Anti-Injunction Act, the Court stated 
that "to permit the Government to seize and hold property on the mere good-faith 
allegation of an unpaid tax would raise serious constitutional problems in cases, 
such as this one, where it is asserted that seizure of assets pursuant to a jeopardy 
assessment is causing irreparable injury." 96 S. Ct. at IOn. 

The Court's opinion in Williams Packing & Navigation Co. suggests that, even 
as applied to summary tax seizures, the good faith of the Service might be suffi
cient to sustain the official conduct: 

[T]o require more than good faith on the part of the Government would unduly 
interfere with a collateral objective of the Act-protection of the collector from 
litigation pending a suit for refund .... [I]n general, the Act prohibits suits 
for injunctions barring the collection of Federal taxes when the collecting offi
cers have made the' assessment and claim that it is valid. 

370 U.S. at 7, 8. The opinion fails to state whether a finding of an improper 
purpose alone would be a sufficient ground for granting an injunction. Compare 
lanelli v. Long, 487 F.2d 317 (3d Cir. 1973), cert. denied, 414 U.S. 1040 (1974), 
with Sherman v. Nash, 488 F;2d 1081 (3d Cir. '1973). In Ianelli the court found 
the Service's go'od faith to be relevant to whether or not the assessment was a 
"bona fide effort to collect revenue." 487 F.2d at 318. However, the court con
cluded that even though the purpose in levying the assessment was "to put eco
nomic pressure upon persons bclieved to be engaged in large scale criminal activi
ties," an injunction was effectively prohibited by section 7421 (a) since the levies 
were "potentially productive attempts to collect revenues." Id. 

Although Shapiro apparently rejects the "good-faith" test in Williams Packing 
& Navigation Co., it fails to specify the effect that a finding of an improper pur
pose in levying the assessment will have on a suit for injunctive relief. 
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junctive relief/or the opinion clearly indicates a duty on the part of the 
government to make available t6 the taxpayer facts in its sole possession 
which could be used to test the validity of the assessment.10S 

The second requirement under Williams Navigation & Packing Co. 
is that the taxpayer must be able to show that the collection of the tax 
WOuld cause irreparable injury for which there is no legal remedy. The 
Court in Shapiro found compelling the taxpayer's argument that his ex
tradition and incarceration without sufficient funds to post bail would 
cause irreparable injury and prevent him from litigating the validity of 
the assessment. The Court's decision leaves the way open for a taxpayer 
who is not subject to extradition to argue that, because the freezing or 
seizure of his assets will deprive him of the ability to hire competent 
counsel to contest the tax liability or to defend against criminal charges, 
the assessment will cause irreparable injury.lOD 

101 Referring to the standard enunciated in Williams Packing & Navigation Co., 
the Court held: 

[T]he taxpayer himself must still plead and prove facts establishing that his 
remedy in the Tax Court or in a refund suit is inadequate to repair any injury 
that might bc caused by an erroneous assessment or collection of an assertcd tax 
liability. Evcn then, thc Governmcnt is not required. to litigate fully the tax· 
payer's liability outside the statutory scheme provided by Congress. It is re
quired simply to litigate the question whether its assessment has a basis in fact. 

lO~ The Court upheld the decision of the court of appeals, even though it dc-
c1ined to specify precisely how the government would make relevant facts avail
able to the taxpayer on remand. The Court held that "it woult! appear to matter 
little whether the Government discloses such information because it is said to 
have thc burden of producing evidence on the question or whether it disCloses 
such evidence by responding to a discovery motion made or interrogatories served 
by the taxpayer." 96 S. Ct. at 1071. 

Unfortunately, the Court failed to state whether the taxpayer can meet the 
burden imposed on him by Williams Packing & Navigation Co. by merely attack
ing the Commissioner's finding that collection of the tax was in jeopardy, or 
whether he must also prove the substantive illegality of the tax. Lower courts 
have generally focused on the inability of the Service to sustain the amount of the 
deficiency. See, e.g., Aguilar v. United States, 501 F.2d 127, 130 (5th Cir. 1974) 
("total-the word is total-lack of any basis for computing the quick termirtatcd 
tax"); Willits v. Richardson, 497 F.2d 240 (5th Cir. 1974) (insufficient evidence 
to link the taxpayer with an alleged sale of drugs on which tax was based); Lucia 
v. United States, 474 F.2d 565 (5th Cir. 1973) (evidence tbat computations of 
tax were taken from a single day's betting slips insufficient to demonstrate tax 
liability); PizzareIIo v. United States, 408 F.2d 579 (2d Cir.), cert. denied, 396 
U.S. 986 (1969) (tax collected by lIse of a three day average of receipts and 
extrapolated over a five year period found totally excessive). But ct., United 
States v. Bonaguro, 294 F. Supp. 750 (E.D.N.Y. 1968), afj'd sub nom., United 
States v. Dono, 428 F.2d 204 (2d Cir. 1969), cm. denied, 400 U.S. 829 (1970) 
(finding that the Service had failed to make sunlcient findings to warrant the con
clusion that '(he Commissioner had maintained the requisite belief under the 
statute that the tax payment was in jeopardy). 

lQO See N. 37 supra. 
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Although Shapiro does give the taxpayer relief against irreparable 
injury, the potential availability of that remedy cannot be an effective 
substitute for measures which might plevcnt improper assessments in 
the first place. Even under Shapiro, an injunction will be denied where 
the injury resulting from the assessment is not irreparable, requiring the 
taxpayer to seek an adequate remedy at Jaw.1l0 Secondly, even if an 
injunction is granted, it will not lessen the irreparable injury which may 
occur immediately upon levy or seizure. Finally, the determination 
whether or not the Service has a chance of ultimately prevailing on its 
claim is to be resolved on the basis of the information available to the 
Commissioner at the time of suit; the government may still levy a spu
rious assessment in the hope of obtaining information to justify its levy 
or seizure prior to the suit.l11 

Constitutionality of SUlllmary Seizure Power Under the 
Fifth Amendment 

To date, no arguments have been advanced that the jeopardy and ter
mination assessment provisions are unconstitutional based upon the 
guarantees of the fourth amendment.m Where the constitutionality of 
the summary seizure power has been attacked, the focus has been on 

110 The fact that an assessment was computed on the basis of illegally seized 
evidence will not be sumcicnt grounJs to warrant injunctive relief since the tax
payer has an adequate remedy at law. See McAllister v. Cohen, 308 F. Supp. 517 
(S.D.W. Va. 1970), afl'd per cllrial1l, 436 F.2d 422 (4th Cir. 1971). See gen
erally, Ns. 134-36 and the accompanying text ill/I'a. 

1ll Where an injunction is sought for an assessment of a tax. which had already 
become due, ther: would be little sense in enjoining the collection of the tax; even 
if the assessment could be declared invalid, such a ruling would not prevent the 
Service from making additional assessment's. However, in the case of a termina
tion assessment, a tax may be cMrectly computed for the portion of the ta.xpayer's 
taxable year, but not due for up to fifteen months. In such case, even if the tax 
is correctly computed the taxpaYlf should not be denied the use of his assets un
less the Service can prove that the c011ection of the tax is in jeopardy. 

112 But ct. General Motors Leasing Corp. v. United States, 514 F.2d 935 (lOth 
Cir.), cert. granted, 96 S. Ct. 561 (1975). The court reversed a lower court de
cision which had concluded Ill:!t jeopardy assessments resulting in the seizure of 
the taxpayer's automobile and documents were illegal seizures. However, the 
court of appeals limited its analysis to a determination of whether the Service 
had acted within the scope of the statutory authority granted them and did not 
reach the constitutional bsues. Furthermore, the court based its decision, in part, 
on its finding that the lower court's reliance on the "malicious character" of the 
seizures was clearly erroneous. Since the taxpayer has argued that the search and 
seizure conducted by Service agents in carrying: out the assC!ssmenr was in viola
tion of his constitutional right to privacy and, as such, was an ilfegal search and 
seizure, the CU"iC offers the Supreme Court an opportunity to confront the fourth 
amendment issues underlying the jeopardy HSSo:!Shment problem. 
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the right to an adversary hearing prior to the seizure of assets, under the 
fifth amendment due proce~s clause.11:I Although the Supreme Court 
has held that the procedures do not constitute a. denial of due process,n'l 
because it limited its analysis to an alleged infringement of property 
rights, it left open the question of whether or not the summary tax seizure 
provisions violate the guarantees afforded personal rights under the 
fourth amendment. 

The claim that the summary ~eizure provisions result in a denial of 
due process was decided by the Supreme Court in Phillips v. Commis
sioner}!" The case arose out of the attempt by the government to use 

113 The fifth amendment to the Constitution states: "nor be deprived of life, 
liberty, or property, without due process of law; nor shall private property be 
taken for a pubHc use, without just compensation." See, e.g., Phillips v. Comm'r, 
283 U.S. 589 (1931); Dyer v. Gallagher, 203 F.2d 477 (6th Cir. 1953); Con
tinental Products Co. v. Comm'r, 66 F.2d 434 (1st Cir. 1933); Hamilton v. United 
States, 309 F. Supp. 468 (S.D.N.Y. 1969), aD'd per curiam, 429 F.2d 427 (2d 
Cir. 1970), cert. denied, 401 U.S. 913 (1971). See also Note, Jeopardy Assess
ment: The Sovereign's Stranglehold, 55 GEO. L.J. 701 (1967); Note, Termination 
of the Taxable Year: the Need for Timely Judicial Review, 48 S. CAL. L. REV. 
184,196 (1974). . 

114 Phillips v. Comm'r, 283 U.S. 589 (1931). However, in Laing v. United 
States, 96 S. CL 473 (1976), and United States v. Hall, 96 S. Ct. 473, 485 n.26 
(1976), the Court left open the question of the constitutionality of the jeopardy 
and te,'mination provisions under the fifth amendment. Recently, the Court, in 
Commissioner\'. Shapiro, 96 S. Ct. 1062, 1072 (1976), noted the limitations on 

. the summary seizure power imposed by the Due Process Clause: 

[T]o permit the Government to seize and hold"property on the mere good-faith 
allegation of an unpaid tax would raise serious constitutional problems in cases, 
such as this one, where it is asserted that a seizure of assets pursuant to a jeop
ardy assessment is causing irreparable injury. This Court has recently and re
peatedly held that, ::It least where irreparable injury may result from a depriva
tion of property pending final adjudication of the parties, the Due Process 
Clause requires that the party whose property is taken be given an opportunity 
for some kind of predeprivation or prompt post-deprivation hearing at which 
some showing of the probable validity of the depriv~tion must be made. (Foot
note omitted.) 

115 283 U.S. 589 (1931). However, recently the Court distinguished the hold
ing from dicta in Phillips, indicating an intention to construe Phillips narrowly. 
The Court in Commissioner v. Shapiro, 96 S.Ct. 1062, 1073 (1976), stated: 

[Tlhe Phillips case itself did not involve a jeopardy assessment and the tax-
payer's assets could not have been taken or frozen in that case until he had 
either had, or waived his right to, a full and final adjudication of his tax lia
bility before the Tax Court (then the Board of Tax Appeals). The ·taxpayer's 
claim in that case was simply that a stAtutory scheme which would permit the 
lax to be lIssessed ami collected prior to any judicial determination of his Jia
bility-by way of u. rcfund suit or review of the Board of Tax Appeals' decision 
WAS unconstitutional. [Footnotc omitted.] Thus, insofar as Phillips may be said 
to have sustained the constitutionality of the Anti-Injunction Act, as applied 
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its summary seizure powers to collect unpaid profits and income taxes 
from a transferee of the property.of the taxpayer.1l'·: The petitioner 
argued that even though the jeopardy assessment could be tested under 
deferred postseizure review, th~ assessment denied him due process. The 
Coun rejected the petitioner's argument, basing its conclusion on the 
finding that summary proceedin[s to secure payment of obligations owed 
to the government had consistently been sustained where later judicial 
review of legal rights had been available.l17 Significantly, the Court ex
pressly indicated that its decision was based solely on the alleged in
fringement of property rights and not on an infringement of personal 
liberty: 

Where only property rights are involved mere postponement of the 
judicial inquiry is not a denial of due process, jf the opportunity given for 
the ultimate judicial determination of the liability is adequate. Delay in 

to a jeopardy assessment and cons('luent levy on a taxpayer's assets without 
prompt opportunity for final resolution of the question of his liability by the 
Tax Court, it did so only by way of dicta. 

Moreover, the Court by way of dicta in Shapiro questioned the applicability of 
Phillips where the taxpayer alleges that review in the Tax Court will be ineffective 
in preventing irreparable injury. The Court stated: 

[N)either the holding nor the dicta in Phillips supports the proposition that the 
tax collector may constitutionally seize a taxpayer's assets without showing 
some basis for the seizure under circumstances in which the seizure will injure 
the taxpayer in a way that cannot be adequately remedied by a Tax Court judg
ment in his favor. 

110 The assessment was made pursuant to section 280 (a) (1) of the 1926 Code 
which is substantially the same as section 6861 of the present Code. 

m "The right of the United States to collect its internal revenue by summary 
administrative proceedings has long been settled. Where, as here, adequate op
portunity is afforded for a later judicial determination of the legal rights, sum
mary proceedings to secure prompt performance of pecuniary obligations to the 
government have been consistently sustained." (Footnote omiHed.) 283 U.S. 
at 595. . 

As was pointed out in the Court's opinion, "delay in the jUdicial determin!}tion 
of property rights is not uncommon where it is essential that governmental needs be 
immediately satisfied." Id. at 597. See, e.g., Central Union Trust Co. v. Garvan, 
254 U.S. 554 (1921) (upholding statute allowing Congress to immediately seize 
property supposedly belonging to the enemy); Adams v. City of Milwaukee, 228 
U.S. 572 (1913) (uphold: ,~' the confiscation and immediate destruction of milk 
where it does not conform to municipal ordinances requiring tuberculin tes;s of 
cows from which the milk came) ; Hutchinson v. City of Valdosta, 227 U.S. 303 
(1913) (requiring property owners to install sewage systems in their houses within 
30 days under penalty of fue and imprisonment for noncompliance); North 
American Cold Stcr;:t~e Co. v. City of Chicago, 211 U.S. 306 (1908) (upholding 
the summary seizu!"e and destruction of food which was unfit for human con
sumpti0U). 
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the judicial determination of property rights is not uncommon where it is 
essential that Governmental needs be immediately satisfied.us 

Consistent with the expressed limitation in Phillips, the Court has 
specifically declined to hold that the government's need to collect taxes 
may outweigh constitutionally protected personal rights. In Marchetti 
v. United States llU and Grosso v. United States,120 the Court held that 
the wagering tax statutes J21 interfered with the privilege against self
incrimination, and refused to uphold criminal convictions of those per
sons asserting fifth amendment grounds as a justificat:on for not comply
ing with the statutes.122 Rejecting the government's suggestion that the 
Court could uphold the cor..victions by imposing use restrictions to ,the 
wagering information which the taxpayer was required to provide, the 
Court conclude~ that the taxing power granted Congress by the Con
stitution was not meant to be interpreted as being superior to the consti
tutional restrictions "which attend the exercise of those powers." 123 

Marchetti and Grosso are applicable to the jeopardy assessment prob
~em. In Pizzarello v. United States 12~ the taxpayer also had been charged 
with violating the wagering statutes. As a result of its then recent deci
sions in Marchetti and Grosso, the Supreme Court vacated the conviction 
against Pizzarello for failing to comply with the wagering statutes.125 In 
response, the Service computed a jeopardy assessment against Pizzarello 

118 283 U.S. at 596-97 (citations omitted). See also ld. at 595-96: "Property 
rights must yield provisionally to governmental need. Thus, while protection of 
life and liberty from administrative action alleged to be illegal may be obtained 
promptly by the writ of habeas corpus ... the statutory prohibition of any 'snit 
for the purpose of restraining the assessment or collection of any tax' postpones 
redr'3ss for the alleged invasion of property rights if the exaction is made under 
color of their offices by revenue officers charged with the general authority to 
assess and collect the revenue." (Footnote and citation omitted.) 

110 390 U.S. 39 (1968). 
l~O 390 U.S. 62 (1968). 
101 Marchetti was convicted for failing to register and pay an occupational tal> 

required ;~f those engaged in the wagering business, and for conspiring to cvade 
payment f the occup:ttional tax. I.R.C. §§ 4411, 4412. Grosso was convicted 
of failing to pay the excise tax on wagering, failing to pay the occupational tax 
imposed on those in the business of wagering and for conspiracy to evade the 
payment of these taXes. I.R,C. §§ 440l, 4411. 

m Payment of the wagering tax does not "exempt any person from any penalty 
provided by a law of the United States or of any state for engaging in the same 
activity." I.R.C. § 4422. 

1~3 "The Constitution of course obliges this Court to give full recognition to the 
taxing powers and to measures reasonably incidental to their exercise. But we are 
equally obliged to give full eITect to the Constitutional restrictions which attend 
the exercise of those powers." 390 U.S. 39 at 58. 

12. 40S F.2d 579 (2d Cir.), cert. denied, 396 U.S. 986 (1969). 
12G Stone v. United States, 390 U.S. 204 (1968). 

80-321 0 - 77 - 36 
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for the amount of the unpaid taxes.l~1l Although in a subsequent pro
ceeding tlw court merely enjoined the Service from contlnuing the as
sessment/!7 it did suggest in dictum that since the statutory procedures 
for contesting the assessment would have required Pizzarello to provide 
wagering information, his fifth amendment privilege against self-incrimi
nation would be violated. 12M Although Marchetti, Grosso and their ap
plication to the jeopardy assessment problem in Pizzarello all r.lealt with 
the constitutional protection of personal rights under the fifth amend
ment, they implicitly· suggest that the taxing power should not be used 
to override constitutional guarantees of personal rights under the fourth 
amendment, which also"attend the exercise of the taxing powers. 

Constitutionality of Service's Summary Seizure Power 
Under the Fourth Amendment 

The fourth amendment protects the individual from arbitrary govern
mental intrusions 12U and acts as a limitation on the scope of governmen
tal aqion.13\! Because that amendment is not limited to the protection 
of property rights,l3l analysis of the summary seizure power under the 
fourth amendment is not barred by the Court's decision in Plzillips.132 
Although a jeopardy or termination assessment which deprives the tax
payer of "every meaningful asset" or "every bit of property" may not 
deny the taxpayer due process under the fifth amendment, if the sum
mary seizure is an arbitrary exercise of governmental power it may un
reasonably intrude upon the privacy of the taxpayer and violate his 
fourth amendment rights. I:I;I 

J.:!a The jeopardy assessment was for $282,440.70. 408 F.2d at 582. 
127 The court found that the amount of the assessment 'Nas totally excessive' 

since it was based on a miscalculation and on unconstitutionally seiz\!d evidence. 
See 408 F.2d at 583-85. 

m See 408 F.2d at 587. 
120 See, e.g., Berger v. New York, 388 U.S. 41 (1967) ("the basic purpose of 

the Fourth Amendment is to safeguard the .privacy and security of individuals 
"gainst arbitrary invasions by governmental officials"); Ker v. California, 374 
U.S. 23 (1963) ("implicit in the Fourth Amendment's protections from unrea
sonable searches and seizures is its recognition of individual freedoms"). 

1;10 See Silverman v. United Statcs,365 U.S. 505 (1961) (Uat the w~ry core of 
lheFourth Amendment is the right of a man to retreat into his home and there 
be free from unreasonable governmental intrusion"). 

'31 "The premise that property interests control the right of the Government to 
search and seize has been discredited. Searches and seizures may be 'unreason
able' within the Fourth Amendment even though the Government asserts a supe
rior property interest at common law. We have recognized that the principal 
object of the Fourth Amendment is the protection of privacy rather than property, 
and have increasingly discarded fictional and procedural barriers rested on prop
erty concepts." Warden v. Hayden, 387 U.S. 294, 304 (1967). 

132 Although the fifth amendment is not limited to protecting property rights 
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Although cases have relied upon the fourth amendment to invalidate 
jeopardy assessments which have been based on illegally seized evi
dence,lal courts have yet to consider whether the procedural require
lD.ents of the fourth amendment should be held to apply to summary tax 
seizures generally. In order to evaluate fairly whether the fourth amend
ment does apply to summary tax seizures it is necessary to consider 
whether (l) the fourth amendment applies to prohibit governmental 
conduct unrelated to the prevention of crime, (2) that amendment ap
plies to noninvestigatory seizures and (3) assuming that the fourth 
amendment does apply to the Service's summary seizure power, an as
sessment under the present procedures, conducted without the consent 
of a neutral, detached magistrate, is &n unreasonable seizure within the 
meaning of the fourth amendment. 

Applicability of Fourth Amendment to 
Prohibit Arbitrary Governmental Conduct 
Unrelated to Prevention of Crime 

Initial justification for extending the protections of the fourth amend
ment to noncriminal cases stems from the Supreme Court's attempt to 
provide a meaningful remedy for violations of fourth amendment 

but applies equally to deprivations of "life, liberty, or property without due process 
of law," the Court in Phillips suggested that the only interests of the taxpayer 
intruded upon were his property rights. See N. 114 supra and the accompanying 
text. 

Because the Supreme Court first applied the fourth amendment to administra
tive action in Camara v. Municipal Court of City & County of San Francisco, 
387 U.S. 523. (1967), and See v. City of Seattle, 387 U.S. 541 (1967), it is 
possible to explain the Court's failure to treat summary seizures as violative of 
the individual's right to privacy and personal security as protected by that amend
ment. However, since it has been determined that the fourth amendment does 
apply to administrative action, it is now necessary to reexamine the outcome 
under the summary seizure cases. 

"'" In Warden v. Hayden, 387 U.S. 294 (1967), the Court stated that the fourth 
amendment "was intended to protect against invasions of 'the sanctity of a man's 
home and the rr;·.'!J.cies of life' ... from indiscriminate, general authority (cita
tion omitted)." lnsofar as the fourth amendment has been held to extend beyond 
the protection of mere privacy, it is no less of an invasion of the sanctity or 
privacy of one's home when it is seized as opposed to merely being searched. 
Katz v. United States, 389 U.S. 347, 350 (1967). 

1:" Pizzarello v. United States, 408 F.2d 579 (2d Cir.), cert. denied, 396 U.S. 
986 (1969); Janis v. United States, No. 70-1383 (C.D. Cal., Feb. 27,1973), aff'd 
memo No. 73-2226 (9th Cir" July 22, 1974), cert. granted. 43 U.S.L.W. 3644 
(U.S. June 9, 1975); Lassoff v. Gray, 207 F. Supp. 843 (W.D. Ky. 1962); James 
v. McKeever, 73-2 U.S.T.C. ~: J6,119 (D. Ariz. 1973); United States V. Chase, 
6i .. l U.S.T.C. ~) 15,733 (D.D.C. 1966); Efrain T. Suarez, 58 T.C.792 (1972). 
But see Yannicelli v. Nash, 354 F. Supp. 143 (D.N.J. 1973). 
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rightsY:; In fashioning the exclusionary rule, the Court commented upon 
the constitutional guarantees which the new rule was intended to pro
tect: "This protection reaches all alike whether accused of crime or not, 
and the duty of giving it force and effect is obligatory upon all entrusted 
under our Federal system with the enforcement of the laws."13G 

In keeping with the broad rationale given the exclusionary rule in 
Weeks v. United States, the Court has barred evidence obtained illegally 
in a criminal investigation from being used in any subsequent proceed
ing.137 Several courts have extended the reasoning to apply to summary 

135 Even if the fourth amendment were limited to the protection of rights in 
criminal cases, it is arguable that the punitive nature of jeopardy assessments 
would warrant their being considered within that category. See United States v. 
Blank, 261 F. Supp. 180 (N.D. Ohio 1966): "Where, as here, there is a correla
tive civil action open to the Government which imposes a penalty upon the citizen 
commensurate with the criminal sanctions to which an accused, victimized by an 
illegal search, would be exposed, then we see no distinguishable difference be
tween the two forms of punishment which excuses the government from comply
ing with constitutional mandates when prosecuting their action in a civil forum." 
But c/., Helvering v. Mitchell, 303 U.S. 391 (1938). 

Historically, the fourth amendment has been applied only in criminal investiga
tions. See Murray v. Hoboken Land and Improvement Co., 59 U.S. (18 How.) 
272 (1856); In re Strouse, 23 F. Cas. 261 (No. 13,548) (D. Nev. 1871); In re 
Meador, 16 F. Cas. 1294, 1299 (No. 9375) (N.D. Ga. 1869); ct. Abel v. United 
States, 362 U.S. 217 (1960); Oklahoma Press Publishing Co. v. Walling, 327 
U.S. 186 (1946). However, it is clear from the period preceding the adoption of 
the fourth amendment that the colonists were especially concerned with invasions 
of their privacy by officials carrying out the taX Jaws. The colonists and the En
glish argued bitterly against the use of civil warrants to enforce the customs laws. 
Comment, Siale Hea/th inspections and "Unreasonable Search"; Ihe Frank Ex
clusiol! 01 Civil Searches, 44 MINN. L. REV. 513, 521-22 (1960). Tn this regard, 
Pitt uttered the now famous words to contest the rianger of excise officers entering 
his home to levy the "Cyder Tax": "The poor;.st man may in his cottage bid 
defiance to all the force of the Crown. It mayoe fraU-its roof may shake-the 
wind may blow through it-the storm may enter, the rain may enter-but the 
King of England cannot cnter-all his force dares not cross the threshold of the 
ruined tenement!" 15 HANSARD, PARLIAMENTARY HISTORY OF ENGLAND (1753-
1765) 1307, cited in Frank v. Maryland, 359 U.S. 360, 378 (1959) (Douglas, J., 
dissenting) . 

Many commentators have expressed the opinion that the broad purposes of the 
fourth amendment as intended to protect the privacy of the home necessarily 
inpicate that the amendment serves as a limitation on the power of civil as well 
as-criminal investigators. See, e.g., Abel v. United States, 362 U.S. 217 (1960) 
(Brennan, J., dissenting); Frank v. Maryland, 359 U.S. 360 (1959) (Douglas, J., 
dissenting); District of Columbia v. Little, 178 F.2d 13, 16-17 (D.C. Cir. 1949), 
aO'd on other grollnds, 339 U.S. 1 (1950); Comments, State Heallh Inspections 
and "Unreasonable Search"; the Frank Exclusion of Civil Searches, 44 MINN. L. 
REV. 513, 521-22 (1960); Note, The Law 0/ Administrative Inspections; Are 
Camal'a and See Still Alive and Well?, 1972 WASH. U.L,Q. 313-14, ns.3 & 4. 
See generally LASSON, HISTORY AND DEVELOPMENT OF THE FOURTH AMENDMENT 
OF THE UNITED STATES CONSTITUTION (1970). 

lS0 Weeks v. United States, 232 U.S. 383, 392 (1914). 
m Silverthorne Lumber Co. v. United States, 251 U.S. 385, 392 (1920): "The 
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assessments and have held that assessments based on illegally seized 
evidence were invalid.I:l8 In one such case, Efrain T. Suarez,130 the court 
rejected the notion that the governmental need to collect taxes through 
summary means was sufficient to outweigh constitutionally protected 
rights, a lesson made clear in Marchetti and Grosso. Significantly, the 
decision in Suarez extends the reasoning to apply to fourth amendment 
guarantees: "[W]e conclude that any competing consideration based 
upon the need for effective enforcement of civil tax liabilities ... must 
give way to the higher goal of protection of the individual and the neces
sity for preserving confidence in, rather than contempt for, the processes 
of Government."HO 

If an assessment which has been computed on the basis of illegally 
seized evidence is invalid by reason of the fourth amendment, then, a 
fortiori, the fourth amendment should apply to limit the manner in which 
the tax seizure itself is carried out. This conclusion, and that the fourth 
amendment applies to noncriminal searches, is equally justified by the 
Supreme Court's decisions in Camara v. Municipal Court of the City 

essence of a provision forbidding the acquisition of evidence in a certain way is 
that not merely evidence so acquired shall not be used before the Court but 'that 
it shall not be used at all." 

Extension .of the exclusionary rule has barred the use of .jI\egally seized evi
dence from being used in civil proceedings. See, e.g., Knoll Associates, Inc. v. 
F.T.C. 397 F.2d 530 (7th Cif. 1968) (FTC proceedings); Powell v. Zuckert, 
366 F.2d 634 (D.C. Cir. 1966) (discharge hearing of government employee); 
Berkowitz v. United States, 340 F.2d 168 (1st Cir. 1965) (forfeiture); District 
of Columbia v. Little, 178 F.2d 13 (D.C. Cir. 1949), afj'd on other grounds, 339 
U.S. 1 (1950) (housing code inspections); United States v. Physic, 175 F.2d 338 
(2d Cir. 1949) (forfeiture); Rogers v. United States, 97 F.2d 691 (1st Cir. 1938) 
(action to recover import duties); United States v. Stonehill, 274 F. Supp. 420 
(S.D. Ca!. 1967), afj'd. 405 F.2d 738 (9th Cir. 1968) (enforcement of taK lien); . 
United States v. Blank, 261 F. Supp. 180 (N.D. Ohio 1966) (potential tax 
liability); United States v. $4,171.00 in United States Currency, 200 F. Supp. 28 
(N.D. Jll. 1961) (forfeiture). Ct. Compton v. United States, 334 F.2d 212 (4th 
Cir. 1964) (tax assessment); F.T.C. v. Page, 378 F. Supp. 1052 (1974) (sub
poena duces tecum before FTC). See also cases collected in Efrain T. Suarez, 
58 T.C. 792, 803-04 (1972). But see American Tobacco Co. v. Werckmeister, 
207 U.S. 284 (1907); Adams v. New York, 192 U.S. 585 (1904), both decisions 
being handed down prior to the Supreme Court's decision in Silverthorne Lumber 
Co. v. United States, 251 U.S. 385 (1920). 

138 Pizzarello v. United States, 408 F.2d 579 (2d Cir.)., cut. denied, 396 U.S. 
986 (1969); Janis v. United States, No. 70-1383, (CD. Ca!., Feb. 27, 1973), 
afj'd memo No. 73-2226 (9th Cir. July 22, 1974), cert. granted, 43 U.S.L.W. 
3644 (U.S. June 9, 1975); Lassoff V. Gray, 207 F. Supp. 843 (W.D. Ky. 1962); 
James V. McKeever, 73-2 U.s.T.C. II 16,11 9. (D. Ariz. 1973); United States V. 
Chase, 67-1 U.S.T.C. II 15,733 (D.D.C. ]966); Efraf.n T. Sunrez, 58 T.C. 792 
(1972). BlIt see Yannicelli v. Nash, 354 F. Supp. 143 (D.N.J. 1973). 

l3058 T.C. 792 (1972), subsequent proceedings 61 T.C. 841 (1974). 
,.058 T.C. at 805. 
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& Coullty of San Francisco 1-11 and See v. City of Seattle.H2 Those cases 
definitively foreclose any argument that the fourth amendment applies 
in civil cases to "fruits" of illegality committed in the criminal context, 
but not directly to the activities of civil agencies. Although the cases 
involved criminal convictions for failing to comply with an administra
tive regulation,H3 the Court found that the protections of the fourth 
amendment applied even where an individual was not suspected of crimi
nal behavior."'·1 Specifically, the Court held that the fourth amendment 
stan~ard of reasonableness controlled the legality of searches conducted 
for the purposes of detecting building code violations. The outcome in 
the cases is consistent with the view that the fourth amendment serves 
as a broad limitation on all governmental conduct which invades the 
privacy and security of the individual, regardless of the purpose for 
which it is conducted. 

Applicability of Fourth Amendment to 
Noninvestigatory Seizures 

Although the fourth amendment has mainly been applied to situations 
involving searches for material to be used in a later judicial proceeding, 
it has also been applied where there has been no traditional search pre
ceding the seizureY' For instance, in addition to applying to the law 
of arrests,146 the fourth amendment applies to seizures in forfeiture ac-

H1387 U.S. 523 (1967). 
1-1 2 387 U.S. 541 (1967). 
143 San Francisco, Cal., Municipal Code § 507; City of Seattle Ordinance No. 

87870, ch. 8.01; Seattle, Wash., Fire Code § 8.01.140. 
HI "We may agree that a routine inspection of the physical condition of private 

property is a less hostile intrusion than the typical policeman's search for the fruits 
and instrumentalities of crime .... But we cannot agree that the Fourth Amend
ment interests at stake in these inspections are merely 'peripheral.' It is surely 
anomalous to say that the individual and his private property are fully protected 
by the Fourth Amendment only when the individual is suspected of criminal be
havior." 387 U.S. at 530. Although the Court in Wyman v. James, 400 U.S. 
309,317 (1971), held that administrative inspections by welfare workers did not. 
violate fourth amendment guarantees, the Court reaffirmed its earlier holding in 
Camara and Spe and reiterated "that one's Fourth Amendment protection subsists 
apart from his being suspected of crii'ninal behavior." 

• l~fi See CONSTITUTION OF THE UNITED STATES OF AMERICA, ANNOTATED, S. 
Doc. No. 82, 92d Cung., 2d Sess. (1973): "For the Fourth Amendment to be 
applicable to a particular set of facts, there must be a 'search' and a 'seizure' oc
curring typically in a criminal case with a subsequent attempt to use judicially 
what was seized." . 

,"0 An arrest is, in effect, a seizure of the person. Clearly, the fourth amend
ment protects against arbitrary arrests. Giordenello v. United States, 357 U.S. 
480 (1958); Ex parte Burford, 7 U.S. (3 Craneh) 448 (1806). 
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tions.H'· In Boyd v. United States,HS the government contended that the 
Boyds, two New York City merchants, had illegally imported into the 
United States 35 cases of plate glass, thereby violating the revenue laws. 
The Supreme Court held that the,fourth amendment did apply to pre~ 
vent the compulsory production of the Boyds' books and records for the 
purpose of sustaining the forfeiture of the imported glass. 140 Signifi~ 

cantly, the Court held that the .compulsory production of the records, 
although not involving a search in the usual sense, still came within the 
protections of the fourth amendment. lao 

U1 See California Bankers Ass'n v. Shultz, 4i6 U.S. 21, 65 (1974) {U 'the right 
to be le~ alone-the most comprehensive of rights and the right most valued by 
civilized men,' is not confined literally to searches and seizures as such, but ex
tends as well to the orderly taking under compulsion of process" (citations 
omitted»; One 1958 Plymouth Sedan v. Pennsylvania, 380 U.S. 693 (1965); 
Bramble v. Richardson, 498 F.2d 968 (10th Cir. 1974), cert. denied, 419 U.S, 
1069 (1975). 

With respect to contraband, the Supreme Court has held that even though the 
owner of the seized property could not succeed on a motion for the return of the' 
property, it was subject to fourth amendment standards and could not be intro
duced into evidence if illegally seized. United States V. Jeffers, 342 U.S. 48 
(1951). However, certain exceptions exist for seizure of contraband in regulated 
industries involving licensing problems. See United States v, BisweIJ, 406 U.S. 
311 (L972) (regulation of gun dealerships); Colonnade Catering Corp. v. United 
States, 397 U.S. 72 (1970) (regulation of liquor industry)., Because the sum
mary seizure power is not limited to regulated industries nor to individuals who 
are required to obtain licenses, this exception is inapposite to the problem of 
jeopardy and termination assessments. 

1-1
8 116 U.S. 616 (1886). For a detailed explanation of the Boyd case, see 

LANDYNSKI, SEARCH AND SEIZURE AND THE SUPREME COURT 49-61 (1966). 
WI Boyd would also militate in favor of applying the fourth amendment to non

criminal cases. Justice Bradley, speaking for the Court, admitted that the case 
was technically civil, but avoided the Court's holding 31 years earlier in Murray 
v, Hoboken Land and Improvement Co., 59 U.S. (18 How,) 272 (1856), where 
it had held thaI the fourth amendment did not apply to a civil proceeding. Justice 
Bradley conc\ud.::d that an action "instituted for the purpose of declaring the for
feiture of a man's property by reason of offenses committed by him, though they 
may be civil in form, are in their nature criminal .... The information, though 
technically a civil proceeding, is in substance and eITeet a criminal one." 116 U.S. 
at 633-34. Insofar a~ summary tax seiZUres are often made because of alleged 
criminal violations and! or tax frauds, Justice Bradley's conclusions might also 
apply in the context of jeopardy and termination assessments. See N. 135 supra. 

100 "It is not the breaking of his doors, and the rummaging of his drawers, that 
constitutes the essence of the offence, but it is the invasion of his indefeasible 
right of ... private property." 116 U.S. at 630. Although limiting its comments 
to the protection of property rights under the fourth amendment, the Court sug
gested in dictum that the collection of taxes is within the category of seizures 
limited by the fourth amendment: "Distresses, executions, forfeitures, taxes, & 
c., are all of this discription, wherein every man by common consent gives up 
that right for the sake of justice and the general good. By the laws of England, 
every invasion of private properiy, be it ever so minute, is a trespass .... The 
justification (for the trespass] is submitted to the judges, who are to look into the 
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Although Boyd dealt with a seizure for the purpose of obtaining evi
dence in a forfeiture action, the fourth amendment has also been applied 
to searches or seizures of other than evidentiary materia!.!"! For in
stance, in Laprease v. Raymours Furniture Co.,lr.~ the court held that 
the warrant requirement of the fourth amendment applied to the New 
York statute governing procedures in a replevin action.1r.3 The court 
concluded that "if the Sheriff cannot invade the privacy of a home with
out a warrant when the State interest is to prevent crime, he should not 
be able to do so to retrieve a stove or refrigerator about which the right 
to possession is disputed." 154 The court's opinion implicitly applies the 
fourth amendment to noninvestigatory seizures. 

Similarly, in Miloszewski v. Sears Roebuck & CO./ 55 the fourth 
amendment was applied to the seizure of a television set which the seller 
had sought to retrieve under a court rule providing for recovery of per
sonal property. 1M In language equally applicable to the government's 
attempt to collect its debts through suminary seizures, the court held that 
the "sanctity and right to privacy are human values and human rights, 
and the value of defendants' attempt to collect a debt by an unlawful 
search palls, into insignificance by comparison with plaintiff's human 
right of privacy." 157 Although the government arguably has a greater 

books, and see if such a justification can be maintained by the text of the statute 
law, or by the principles of the common law." Jd. at 627. . 

lot See, e.g., Warden v. Hayden, 387 U.S, 294, 301 (1967): "On its face, the 
provision assures the 'right of the people to be secure in their persons, houses, 
papers, and effccts ... " without regard to the use to which any of these things 
are applied." The Court held that the fourth amendment was not limited to 
searches and seizures of "mere evidence" but also extended to searches and seizures 
of instrumentalities, fruits. of crime or contraband. See a/~o N. 147 supra. 

100 315 P. Supp. 716 (N.D.N.Y. 1970). 
lr.a The court held that'sections 7101, et. seq. 7102, 7110 of the New York Civil 

Practice Law and Rules, which 'governed the procedures in a replevin action, were 
unconstitutional under the fourth amendment. In accord on other statutes, see 
Miloszewski v. Sears Roebuck & Co" 346 P'. Supp. 119 (W.O. Mich. 1972); Blair 
v. Pitchess, 5 Cal. 3d 258, 486 P.2d 1242, 96 Cal. Rptr. 42 (1971). Por cases 
distinguishing Laprease and holding seizures under state attachment statutes as, 
reasonable within the fourth amendment, see Jondora Music Publishing Co. v. 
Melody Recordings, Inc., 362 P. Supp. 494, 499-500 (D.N.J. 1973); Sellers v. 
Contino, 327 F. Supp. 230 (E.D. Pa. 1971); Lebowitz v. Forbes Leasing and 
Finance Corp., 326 F. Supp. 1335, 1353-54 n.77 (E.D. Pa. 1971); Epps v. 
Cortese, 326 F. Supp. 127, 136-37 (B.D. Pa. 1971). The Supreme Courlhas 
explicitly left open the question of state replevin statutes under the fourth amend
ment. See Fuentes v. Shevin, 407 U.S. 67, 96 n.32 (1972). 

'.,J 315 F. Supp. at 722. 
,., 346 F. Supp. 119 (W.O. Mich. 1972). 
lno Mich. Dist. Ct. Rule 757. The court held that it had jurisdiction to consider 

a suit for damages based upon a violation' of the plaintiff's fourth amendment 
rights. ' 

m 346 F. Supp. at 122. 
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interest in making certain that taxpayers pay their taxes than it does in 
providing an enforcement device for private debts, the government's need 
to collect taxes through summary assessments is not any greater than its 
need to prevent crime. Consequently, it would be illogical to give the 
government virtually unlimited power to utilize summary seizures for 
the purpose of collecting taxes, but not for preventing crime.1GS 

Reasonableness of Existing Procedures 
Under Fourth Amendment 

The fourth amendment prohibits only unreasonable searches or sei
zures.1:;u Therefore, the Service's summary seizure power would violate 
the fourth amendment only if it were an unreasonable exercise of gov
ernmental power. IUO Where the search or seizure is not made based upon 
probable cause as determined by a neutral and detached magistrate/G1 

the reasonableness of the seizure is to be determined by measuring the 

158 The need to collect taxes must be distinguished from the need to use sum
mary measures to carry out the tax laws. Furthermore, the Service has not limited 
itself to using the summary tax assessment power to collect revenues. 
. 150 Terry v. Ohio, 392 U.S. 1 (1968); Elkins v. United States, 364 U.S. 206 
(1960); Harris v. United States, 331 U.S. 145 (1947). 

leo However, the fourth amendment guaranties against unreasonable searches 
and seizures are to be liberally construed. See, e.g., Sgro v. United States, 287 
U.s. 206 (1932); United States v. Lefkowitz, 285 U.S. 452 (1932); Go-Bart Im
porting Co. v. United Stales, 282 U.s. 344 (1931); Gouled v. United States, 255 
U.S. 298 (l921). 

lGt The second clause of the fourth amendment. provides that "no Warrants shall 
issue, but upon probable cause, supported by Oath or affirmation, and particularly 
describing the place to be searched, and the persons or things to be seized." The 
requirement that a warrant be issued by a neutral and detached magistrate has 
been read into the clause. See Johnson v. United States, 333 U.S. 10, 13-14 
(1948): ~ 

The point of the Fourth Amendment, which often is not grasped by zealous 
officers, is not that it denies law enforcement the support of the usual inferences 
Which reasonable men draw from evidence. Its protections consists in requiring 
that those inferences be drawn by a neutral and detached magistrate instead of 
being judged by the officer engaged in the often competitive enterprise of ferret
ing out crime. Any assumption that evidence sufficient to support a magistrate's 
disinterested determination to issue a search warrant will justify the officers in 
making a search without a warrant would reduce the Amendment to a nullity 
and leave the people's homes secure only in the discretion of police officers. 

The general rule is that" 'searches conducted outside the judicial process, with-
out prior approval by judge or magistrate, are per se unreasonable under the 
Fourth Amendment.''' Coolidge v. New Hampshire, 403 U.S. 443, 454-55 
(1971); Katz v. United States, 389 U.S, 347, 357 (1967). See also United States 
v. United States District Court for the E. Dist. of I.Vfich., 407 U.S. 297, 321 
(1972); Whiteley v. Warden, 401 U.S. 560,564 (1971); Jones v. United Stales, 
362 U.S. 257, 270 (1960). 
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need to search or seize against the invasion which the search or seizure 
entails. 'G2 

Although the Service procedures indicating conditions which must 
exist prior to levying an assessment do arguably provide a measure 
equivalent to "probable cause," ]G3 there are no limitations on the use of 
the power to make certain that the Service will limit itself to its stated 
criteria in making assessments. Assuming that the present standards for 
determining jeopardy do comport with the probable cause requirement 
of the fourth amendment, it is still necessary to consider whether inde
pendent review of the Commissioner's determination by a neutral and 
detached magistrate is required by the warrant c1ause.1G4 

lU'Terry v. Ohio, 392 U.S. 1 (1968). However, cases admit no ready formula 
for determining "reasonableness" and indicate that each case must be determined 
on the basis of its own set of facts and circumstances. See, e.g., Mapp v. Ohio, 
367 U.S. 643 (1961); Harris v. United States, 331 U.S. 145 (1947). 

IG3 Although probable cause usually is applied to the issue of whether or not a 
violation of the law exists, it has been more generally applied. See, e.g., Comm'r 
v. Shapiro, 96 S. Ct. 1062, 1074 (1976) (using probable cause to denote whether 
or not the Service can sufficiently justify a jeopardy assessment, so as to defeat 
a claim for injunctive relief); Camara v. Municipal Court of" City & County of 
San Fran., 387 U.S. 523, 534 (1967) (" 'probable cause' is the standard by which 
a particular decision to search is tested against the constitutional mandate of 
reasonablene3S"). . 

164 Although the Supreme Court has held that the Service may issue administra
tive summonses for the purpose of tax investigations without first determining 
that a violation exists, this article argues that the Service would have to show 
some evidence of jeopardy supporting its belief that 'an assessment is justified. 

In United States v. Bisceglia, 420 U.S. 141 (1975), the Court held that the 
Service's authority to issue John Doe summonses was "not limited to situations 
in Which there is probable cause, in the traditional sense, to believe that a viola
tion of the tax laws exists." 420 U.S. at 146. The rationale for the decision was 
expressly limited to the investigative necessities of tax enforcement and the sub
stantial safeguards which surround the use of the administrative summons. Insofar 
as the nature of certain investigations may make it impossible to describe the 
place to be searched or the person or things to be seized, the decision in Bisceglia 
is consistent with the power given other investigative bodies. See, e.g., United 
States v. Morton Salt Co., 338 U.S. 632 (1950) (the FTC); Blair v. United 
States, 250 U.S. 273 (1919) (the grand jury). However, the rationale in Bisceglia 
is inapplicable to probable cause in the summary seizure context. First, the sum
mary tax seizure power does not require the powers of investigation which the 
Service generally needs to investigate tax returns under the self reporting system. 
Unlike a general investigation to determine if there has been illegality, a sum
mary tax seizure is designed to focus on a particular individual only where evi .. 
dence already exists indicating that the tax payment is in jeopardy. Second, the 
COUrt in Bisceglia eXplicitly noted that substantial protection is afforded by the 
provision that an lnternal Revenue summons can be enforced only by the courts. 
420 U.S. at 15l. Because cnforcemcnt by thc court results in substantial review 
of the propriety and scope of the summons, it serves the same fun~tion as a ncu
tral and detached magistrate. Consequcntly, even if the administrative summons 
power in Bisceglia was analogous to the Service's authority to make summary 
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The warrant clause embodies the conclusion that one asked to prose
cute an offense "cannot be asked to maintain the requisite neutrality 
with regard to their own investigations-the 'competitive'enterprise' that 
must rightly engage their single-minded attention." l(;(i The purpose of 
the clause is to interpose a neutral and detached magistrate between the 
official carrying out the search or seizure and the individual who will be 
the target of official action. luu The rule is not limited to police officers 
engaged in criminal prosecutions, but also extends to administrative 
officers involved in inspections to detect housing code violations,1oj and 
even to the President and executive branch of the government in carry
ing out searches and seizures to protect the domestic security of the 
nation. lOS Because the Service must also act under the same competitive 
pressures and adversary system under which police and other officials 
must act, application of the warrant requirement to the Service would 
be justified. 

Unlike an adversary hearing required under the fifth amendment, an 
ex parte hearing as required by the fourth amendment 160 would not in
terfere with the legitimate power given the Service. A decision by a 
neutral, detached magistrate could be made in less time than is now re
quired by the Service to follow its own procedures,liO and would mini-

assessments, Bisceglia would still suggest thal review by a neutral and detached 
magistrate was required. 

lG5 Coolidge v. New Hampshire, 403 U.S. 443, 450 (1971). 
lOG The fact that summary tax assessments must be reviewed within the Service 

before actual levy is permitted would not be sufficient to meet the requirements 
of the warrant clause, which requires review by a neutral and detached magistrate. 
See N. 161 supra. Shadwick v. City of Tampa, 407 U.S. 345, 350 (1972), held 
that a magistrate issuing a warrant must "be neutral and detached, and he must 
be capable of determining whether probable cause exists for the requested arrest 
or search." The Court defined neutrality and detachment as requiring "severance 
and disengagement from activities of law enforcement." ibid, Significantly, in 
finding that a clerk of the municipal court satisfied the requirement of a neutral 
and detached magistrate, the Court noted that "he is removed from prosecutor or 
police and works within the judicial branch subject to the supervision of the mu
nicipal court judge." ld. at 351. See also United States v. United States District 
Court for E. Dist. of Mich., 407 U.S, 297 (1972); Coolidge v. New Hampshire, 
403 U.S. 443 (1971). 

lG1 See Camara v. Munidpal Court of City & County of San Fran.) 387 U.S. 
523 (1967). 

lGS See United States v. United States District Court for E. Dist. of Mich., 407 
U,S. 297 (1972). 

lao See Fuentes v. Shevin, 407 U.S. 67, 93-94 n.30 (1972). 

170 (W]e have a review by our regional counsel. We also have a post review 
of every case at the regional level by the Office of the Regional Commissioner. 
The Director of the Audit Division in the National Office reviews 5 percent of 
all jeopardy and 10 percent of all termination cases, and so, consequently, they 
do have those reviews. 
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1. Restrictions on Title 18 Investigations 

Your text material for a speech before the Annual Convention of the Tax Section 
of the American Bar Association, Honolulu, Hawaii, on August 14, 1974, indicated 
a strong and drastic move away from the use of the Internal Revenue Service as a 
"lnw enforcement agency." If this is to be your policy for the future, what role 
do you have planned for the Intelligence Division? 

2. Restrictions of Arrests by Special Agents 

In numerous conversations you have indicated strong opposition ,to Special Agents 
making arrests, particularly when shown photographs of suspected felons in handcuffs. 
Are you opposed to the use of established law enforcement procedures in tax cases, 
at the risk of the safety of the Special Agent and the arrested individual? Would 
you prefer that criminal investigators in the I.R.S. not make any arrests? If so, 
how do you expect the courts and the pu~lic to consider tax evasion a serious crime 
(which it must, if voluntary compliance is to continue) when I.R.S. does not con
sider it or treat it as a serious crime? 

J. Prohibitions on Special Agents Participating in Raids 

Improper conduct by a criminal investigator during a raid can generate unfavor
able publicity and possible law suits for damages. However, such isolated in
stances do not call for the complete abandonment of this investigative technique 
but, rather, are a lesson upon which to formulate future conduct. If one of your 
investigators abuses his subpoena authority, does that mean that you will forbid 
all investigators,from using this authority? Is there perhaps another reason for 
prohibiting your investigators from participating, in raids and arrests with other 
Federal agencies, even when they can gain valuable information on a person they are 
investigating? 

4. De-emphasis of Strike Force Program an~ Narcotics Traffickers Program 

You have stated that the Internal Revenue Service has changed the criteria for 
involvement in these activities in that they must satisfy the revenue and pro
fessional criteria which have long been established within the I.R.S. as guides 
for chann~ling its resources. Further, you have stated that in the future, special 
activities will have to compete openly and equally 1'or resources against the regulnr 
tax administration activities. It is the opinion of the Association that the I.R.n. 
cannot and should not divorce itself from the needs of the government as well as 
the public which it serves. In the areas of Organized Crime, Narcotics Traffickers 
and Political Corruption, history has proven that numerous skillful violators of 
various statutes of the U.S. Code have only been brought to justice through the 
Judicious use of tax laws. Thelefore, to curtail or restrict such resources from 
endeavors in these areas is to deny the public, for whom we all work, the right to 
a fair, unbiased and impartial return on its investment and to deny your criminal 
investigators the integrity of a system which should be operated impartially. Is 
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there not a need for I.R.S., as well as all other enforcement agencies, to be 
vitally concerned with law violators? Should we not utilize, whenever and where
ever needed, all our resources to combat crime? Is not the I.R.S. one of these 
resources? 

5. Restrictions on Premium Pay 

This. above all else. has caused more complaints and rumors than any other 
sUbject. We understand that the study by Treasury has be"n completed and its 
preliminary draft presented to you for corranents. Will you follow the guidelines 
published by Treasury? If not, 'what guiqelines will you issue? Can you put to 
rest the persistent rumor that your restrictions on premium pay Vlere designed to 
defeat the new legislation making such pay part of the base pay computation for 
retirement purposes? 

Is it not to the benefit of the taxpayer that the investigation be completed 
as speedily and efficiently as possible? Is it not to the benefit of the witness 
contacted during an investigation that they be contacted in the evening rather 
than normal daytime working hours when they might suffer a loss of pay? Does not 
premium pay save the government and witnesses both time and money in addition to 
spct'ding up the investigation? 

How can premium pay be applied after the fact when regulations prohibit it? 
What happens when an agent is required to interview a witness after hours, the 
situation is uncontrollable and the agent is not on premium pay? \1hy is I.R.S. 
the only U.S. Treasury law enforceme~t agency that administers premium pay 
differently? On agajn, off again - more off than on, l'egardless of whether the 
cases call for the investigator to be on premium pay. 

6. Suspension of Information Gathering and Retrieval, and Confidential Funds 

Since the inception of the Intelligence Division, it has always been the policy 
and DUTY to receive, evaluate, and when necessary, investigate fully any infor
mation which has a tax consequence and comes to the 8.ttention of any Special Agent. 
However, with the suspension and/or restrictions placed on Information Gathering 
and Retrieval and the use of Conf~dential Funds, you have removed your criminal 
investigative personnel from contacts with informants and the surveillance of or
ganized crime figures, corrupt politicians and narcotics traffickers, since monicn 
for these activities comes from Confidential Funds. Even worse, you have prohilJ.iLcd 
your criminal investigators from contacts with other law enforcement 8.eencies (in 
developing information on the aforementioned people) since Internal Revenue Manual 
Section 93ll.2() does not permit contacts outside of the I.R.S. other than public 
records. I would be remiss if : did not inform you that the suspension of the 
Manual provisions per",itting agents from gathering information on people such as 
narcotics traffickers, corrupt politicians and organized crime figures might raise 
grave questions concerning thes~ suspensions. 

No responsible management official can fail to understand the importance of 
this function to any intelligence organization. 
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Will your future instructions limit the I.R.S. information gathering to merely 
straight tax information? Is it not true that many significant income tax cases 
are developed as a result of gathering information that appeared unrelated to 
taxes? For example, Former Vice President Agnew, Governor Hall and the Watergate 
tax cases. Iu it not true that a large pai't of the Intelligence Division inventory 
comes from Information Gathering by the Special Agents? I am sure your Special 
Agents are riot interested in the Rex lives of any individuals unless an individual 
pays large sums of money for this service and this expenditure is not commensurate 
with his reported income. This should cause an agent to become suspicious of 
the tax return and rightly so. Would he not be remiss in his duty if he did not 
attempt to document this expenditure in any criminal tax case as a cost of living 
item in a net worth case? 

7. roor and Inadequate Communications by the Commissioner's Office and OtherS on 
l~tters Affecting Employee Morale in the Intelligence Division 

We have received allegations that the Director's comrnunications are often 
misinterpreted by your staff before they reach your office. We have been told that 
on£ "f your staff has stated that the Intelligence Division is "behind the times." 
A further remark allegedly made by this same individual while he was in a district 
was t,hat he "one day would bring Intelligence to its knees." Would you please ex
plain these remarks, if true • . . and if not true, put this rumor to rest? 

8. Adversary Posture of the Commissioner Toward OC&R Section of the Department 
of Justice 

Numerous reports of conflicts between your office and the Department of Justice 
suggest an adversary relationship rather than the.spirit of cooperation needed to 
work together to perform effectivE>ly. 

Since the Department of Justice handles the prosecution of all the criminal 
case$ of the Intelligence Division, is that adversary posture another way of 
emasoulating the Intelligence Division? 

9. Restrictions on Legal Use of Electronic Surveillance 

If the Use of Electronic Surveillance is legal, why do you prevent your 
Intelligence Agents from using it? Do you plan to continue this restriction? 

10. Failure to Endorse and Support Agressive Fraud Investigations of ~jor Political 
FigUl'es, Organized Criminal Activities and ~jor Corporations 

I would b~ remiss if I did ~ot call to your attention the reaction of the public 
and media to your actions and statements that I.R.S. should prosecute the "little 
guy" Le., tht! butcher, the baker and candlestick maker while organized crime figures, 
narcotics traffickers and major political figures are pushed into the background. Is 
this a correct evaluation of your policy? If not, will you please state your policy 
in this area? 
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11. J·ransfer of Wagering Enforcement to BATF 

Why this was done we do not know. However, the effect is clear, as your men 
and other law enforcement people believe, that you did this because you did not 
consider your men capable of doing this type of investigation. Could you explain 
the reason for this transfer - especially WI,en the I.R.S. Agents were fully trained 
and experienced in the field of wagering and BATF was forced to expend large sums 
of money to send its agents to school during a period when the President is calling 
for economy in government? 

12. Retirement or The Director, Intelligence Division 

It· has been alleged that the Direc~or of the Intelligence Division has retired 
because he was being pressured by your office to conduct investigations on the 
"little guy" as opposed to his policy of conducting investiga.tions in accordance 
with the mission of the Intelligence Division. This mi&sion is, in fact, the iden
tification of and agressive enforcement of pockets of nO:l-compliance which encompasses 
Narcotics Traffickers, Organized Crime Activities and political corruption. Will 
you advise whether or not these allegations are true? 

13. ~losure of Identi ty of Confidential Informants 

Another recent development are the questions Internal Audit (a non-criminal 
division) is asking your criminal inves'"igators about their contacts with "con
fidential informants" even though no payment was made to the informant. It appears 
from the questions that they are attempting to learn the names of these informants. 
As any criminal investigator knows, once an informant's name has been disclosed tc 
another individual, two things usually occur: a) the informant is useless to the 
investigator from then on, and b) other informants discover that YOIl divulged a 
name without the informant's permission, and they, therefore, refuse to give you 
any further information. 

The above restrictions pluH others instituted by the I.R.S. prevent the Intell
igence Division from developing informants to give them information on corrupt 
politicians, organized crime figures and narcotics tratficlcers. How is the public 
going to react to the preclusion of your special agents in investigating political 
corruption, organized crime and narcotics cases? Will it not be a "black eye" for 
the entire agency? 

14. Restrictions on Pre-Trial Publicity Far Beyond the Requirements of the 
Attorney General's Guidelines 

Is it your policy to restri~t pTe-trial publicity so that the public will not 
be aware that I.R.S. does prosecute tax evaders? 

In summary, Mr. Commissioner, whereas each of the circumstances mentioned 
herein, taken separately may be explained as a proper exercise of management's 
discretion, the SlUll total of all of these restrictions and curtailed activities can 
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create the impression that your intent is to reduce the effectiveness of all 'criminal 
investigative aspect3 of the Intelligence Division. Apparently you want criminal 
investigctions conducted but more along the lines of an audit examination. In this 
manner, very few - if any - criminal cases will be made against organized crime 
figures, narcotics traffickers or corrupt politicians - but only on the low and middle 
income cI • .ss people. 

Finally, all of the above lend credence to the suspicions beillg 
whispered that it is your in.ention to destroy the effectiveness of the Intelli
gence Division, long recognized as one of the leading investigative agencies in 
law enforcement. 

I am pl~ased to offer you the services of the Federal Criminal Inves
tigators Association to assist you in any way we can to fulfill your law enforcement 
functions and to enhance the pr~fessional level of Federal Crimi~al Investigators. 
I sincerely hope that our correspondence will bring about improved understanding 
and communication between your office and your employees. Your views on these 
subjects will be disseminated throughout the Federal law enforcement establishment. 

Sincerely yours, 

FEDERAL CRIMINAL INVESTIGATORS ASSOCIATION 

JPR/ecf ~§L.Q~~-John P. Ryan 

Exec tive Secretary 



Dear Mr. Ryan: 
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In~ernal Aevenue Service 

• MAY 161975 

Mr. John P. Ry,'n 
Executive Secretary 

Cl' 

Federal Criminal Investigators Association 
l' .0. Box 353 
,Forestville, Connecticut 06010 

Commissioner Alexander has asked me tv reply to your lotter of 
April 18, 1975, conveying your concerns, and those of your membershIp, 
about certain matters relative to the IRS IntellIgence DIvision. In 
recent ~eeks, this particular arm of the Service has received consider
able coverage in the ne"s media -- much of it based on incomplete facts 
and considerable misinterpretation, Many of the issues raised in your 
letter are the same as those that have been receiving a great deal of 
attention from the ne"s media. I welcome this opportunity to respond 
to the questions you have raised and, hopefully, help dispel any rumors 
or misinterpretations abo~" the Intelligence Division and its continuing 
role as the criminal tax law enforcement arm of the Service. 

In order to put my answers in proper perspective, I think that i~ 
wO\l1d be useful if I ~ere to explain why we believe that the criminal 
investigative role of the Internal Revenue Service muse be li",ited to 
the enforcement of the tax laws. The reason is simply that we believe 
it is vital to the survival of the IRS as an effective administrator 
of our self assessment tax system. 

The Internal Revenue Service probably intrudes more deeply and 
~ore frequently into the private affairs of more Americans than any 
other organization, publiC or private. Last year, for example, more 
than 8~ million individuals (or fiduciaries) filed Federal income tax 
returns and over 1.76 million individual and fiduciary income tax 
returns were audited by the Service. It is essential to the continued 
viability of our self assessment system, and to the effective civil 
enforcement of the tax laws, that the public have confidence in the 
Internal Revenue Service. I believe that this confidence ~ill be 
severely impaired if the Internal Revenue Service permits its civil 
enforcecent powers and personnel to be used in mere fishinB expeditions 
where there is, at best, a mere suspicion of tax ~vasion, or if the 
Service begins collecting information about the subjects of such 
suspicions, or paying confidential informants for information in such' 
circumstances. 

80-321 0 - 77 - 25 
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I want to make it clear that we are firmly beh.lnd the efforts to 
eliminate corruption in public office and other so-called white 
collar crimes, particularly tax crimes. I am sorely disappointed 
when a Federal prosecutor declines to prosecute, 0).' a Federal judge 
declines to impose a jail sentence in a tax evasion case because of 
his/her view that tax evasion is nat a serious offense. Whenever 
the Internal Revenue Service uncovers any evidence of a violation of 
Federal laws other than the tax law, we are quick to furnish that 
information to the appropriate agency. However, I also believe just 
as firmly that if the Internal Revenue Service permUs itself and 
its employees to become entangled.in investigations relating to those 
who are suspected of committing only non-tax related crimes, public 
confidence in the IRS as the tax administrator will be shattered, 
and our system of self assessment and our high voluntary compliance 
levels will be severely damaged. Quite simply, our present revenue 
collection system cannot be administered by an agency which lacks 
public confidence, and the type of criminal law enforcement activities 
which are currently being urged on the Service will destroy that 
confidence. 

I am quite sympathetic with the budgetary and manpower pressures 
that affect the Justice Department, and with the fact that they do not 
have enough qualified people to do their job. However, the remedy is 
not for the Internal Revenue Service to do their job for them, because 
of the adverse impact this would have on our job of administering the 
tax laws. The Service stands ready to aid them in every way possible 
in acquiring the funds, personnel, and expertise which they need. For 
eXl!lllple, we are ready to provide accounting and auditing training to 
Justice Department employees who may need, but lack, those skills. 
And when they are able to develop sufficient indication of a criminal 
tax case, or when such an indication is developed by our Audit personnel, 
our Intelligence personnel will exert their full energies to bringing 
the case to a successful conclusion. 

I will respond to each of YOL'r questions in the order in which 
they were presented in your letter. 

1. Restrictions on Title 18 Investigations 

The Intelligence Division will continue to be the criminal 
investigatory function within the IRS charged with the responsibility 
of enforcing Title 26 violations. In addition, violations of Title 18 
prOVisions will be investigated when committed in contravention of the 
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tax ImJs. However, Intelligence Division resources will nct be used 
to investigate violations of Title 18 which do not have any tax 
implications. This in no way affects the status of the Intelligence 
Division as a law enforcement agency. It is merely a position which 
focuses on the speclfic investigative jurisdiction and responsibilities 
"hieh the Intelligence Division is authorized to enforce. 

2. Restrictions of Arrests by Special Agents 

The 1RS does treat tax. evasion as a SPl:ious crime and on many 
occasions the Commissioner has made very clear his position that tax 
violations are serious and that there should be more severe sentences 
for convicted tax criminals. The fact that tax cases are within the 
province of the Justice Department when most arrest situations arise, 
makes it the responsibility of the United States Harshals, not IRS 
special agents, to effect the arrests. Our position in this regard 
does not lessen the seriousness of tax evasion, but does recognize 
the U.S. Harshals as the proper arm of the judicial system to make 
post indi'ctmcnt arrests. Proper u.tiliz3tion of resources dictates 
that each agency within the government perform those functions for 
which they are responsible. 

3. Prohibitions on Special Agents Participating in Raids 

As you recognized in your letter, improper conduct by agents 
conducting raids is one of our concerns. HoW'ever, a more likely 
danger exists in exposing our agents to possible legal actions 
involving alleged crimes and torts committed by other participants 
in a raid over which IRS flas no control. It is important to note 
that the type raids you mention in your letter do not include IRS 
participation in the planning stages, and as a consequence the IRS 
has little control over t.he ultimate outcome. Furthernore. any 
tax-related information developed as a result of such raids can be 
obtained by IRS agents after the raid. 

4. De-e~phasis of Strike Force Program and Narcotics Traffickers 
Program 

The IRS will continue to participate in the Strike Forces and 
to investigate significant narcotics traffickers provided the investi
gations are for tox law violations. The IRS cannot lJ.tilizB its 
rescurces for the sole purpose of correcting social ills. Such results 
often do occur, however, .:lS a by-product of our tax law enforcement 
activities. Nevertheless, we must bear in mind that the principal 
responsibility charged to the IRS by Congress is the effective admin
istration of the tax laws, and our ability to discharge that responsi
bility can be impaired by our engaging in other activities. 
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5. Restrictions on Premium Pay 

The IRS will continue to abide by the Treasury Department guide
lines regarding premium pay. The present IRS policies on premium pay 
are temporary measures until th-':l. new Treasury guidelines are published. 
Any inference that the present IRS policies regarding use of premium 
pay arc intended to reduce retirement benefits is sinply not correct. 

The IRS administers premium pay according to the Civil Service 
regulations which require periodic r~views to determine an employee's 
continued eligibility for premium pay and prohibit retroactive 
determinations. Ifhere those reviews indicate that an employee should 
continue on premium pay, he will continue to have that status. 

6. Suspension of Information Gathering and Retrieval, and Confidential 
~ 

The recent suspension of the Information Gathering and Retrieval 
System is's temporary measure. We.are currently preparing euidelines 
for a new system, which will permit special agents of the Intelligence 
Division to continue to meet their responsibilities to seek and assemble 
information necessary for the discharge of their duties. The principal 
difference from the prior system will be a much greater emphasiS on 
ensuring that the information gathered is directly tax-related. I,e 
have neither the duty nor the resources to assemble information which 
does not, in some way, relate to ongoing or contemplated IRS investi
gative actions. Rather than being a hindrance to law enforcement, we 
view the changes in our information gathering procedures as a major 
step in making our law enforcement activities more efficient. 

With regard to the use of confidential funds, this is an area 
that is currentl;,' under intensive study, both within the IRS as well 
as"by outside agencies. Decisions as to the ultimate continuance or 
modificatiCi(l of this practice have not yet been made. 

7. Poor and Inadequate Communications by the Commissioner's Office 
and Others on Hatters Affecting Employee Horale in the 
Intelligence Division 

The establishment and maintenance of effective communications is 
perha.ps the most common problem faced by large, multifunctional 
oreanizations. The IRS is no exception. We are constantly seeking 
better ways to keep our employees informed about the actions of 
management and, conversely, to keep ourselves informed about the 
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entire spectr~ of IRS activities. The nature of our organization, 
of course, requires that communications pass through various levels 
of authority en route to their ultimate destination. This fact may 
have contributed to your inference that communications fro", the 
Director cf Intelligence are often "misinterpr"ted" by members of 
the Commissioner's staff before they reach Commissioner Alexander. 

What normally occurs is that the Director, Intelligence Division 
ItLakf.:G recommendations to me or prepares correspondence to the 
Commissioner foe my signature. 1f I elect an alternative course of 
action to that proposed by the Director, Intelligence Division, it 
is not the result of misinterpretation of his views but the choice 
of another option reached after considering the various alternatives. 
I Eeriously consider his views when making any decision whicb impacts 
pn his area of responsibility. 

You also quote an unidentified member of the Commissioner's staff 
as having said that Intelligence is "behind the tices", and that he 
"one day would bring Intelligente to 11:5 knees." I do not know whether 
such remarks l-:ere actually made by anyor..e. I can only assure you that 
they do not represent my views, no~ the views of the Commissioner. 

8. Adver.sary PostU"C of the Cowmissioner, Tawa~d OC6R Section of the 
Departme~L of Justice 

First, I would like to point out that in the processing of our 
criminal cases, au~ relationships with the Department of Justice 
continue to be eXCellent. It is in the area of policy considerations 
in the application of IRS resources that we have views that may differ 
from those of some Justice Department officials, particularly in the 
matter of Strike Forces. I believe we are in agreement that tr.e 
basic concept of the Strike Force is sound and should be continued. 
However, 1 believe our major cantribution must come about through 
our enforcement of the tax laws and tax-related Title 18 provisions. 
I think it is this posture that may have caused some cisunderstanding 
between our tWO agencies. However) to label this an "adversary 
posture" is, in my view, a gross exaggeration of the situation. 

9. Restrictions on Legal Use of Electronic Surveillance 

The IRS does permit the use of electronic surveillance provided 
the consent of at least one of the partiCipants has been Obtained 
and that certain designated officials grant their approval. In order 
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to condor.t electronic surveillance wit"nJut any participant's consent, 
it i9 necessary to obtain a court order under Title III of the Omnibus 
Crime Control and Safe Streets Act. This statute does not authorize 
non-consensual monitoring to investigate violations of Title 26. 

10. Failure to Endorse and Support ABgressive Fraud Investigations of 
'Major Political Figur<!s, Orsanized Crininal Activities nnd Y.ajor 
Corporations 

It is simply not true that the IRS wants to prosecute the "little 
guy" at the expense of foregoing prosecutions of racketeers and 
political figures. There have been a significant nuno"r of racketeers 
and political figures prosecuted since Commissioner Alexander took 
office. To achieve the clBxiu:.UDI levels of vOluntary complia:1ce with 
trle tax laws, it is necessary that criminal enforcement activi ties be 
directed toward all segments of the taxpaying public. This would 

.. include some attention to the. "ordinaryll ta.x criciunls as well as those 
involved in organized crime or political corruption. 

11. Transfer of Hngering Enforcer.lent to BATF 

The decision to transfer this -responsibility was mure by top 
officials of the Treasury Department. Before making the decision, 
they reviewed position papers and proposals submitted by both agencies 
IRS and BATF. The facts cited in your letter regarding the availability 
of trained IRS personnel and thei,prior experience in enforcing these 
statutes V,'ere among many factors tilat ,~·ere. considered in making the 
decision. I have no doubt that IRS Intelligence personnel are full:l 
qualified and capdble to enforce the wagering laws, nor was any such 
doubt expressed by the off!cials making the decision. The key factor 
was to try to derive the greatest benefit from the effective deployment 
of Treasury's law enforce~ent p~rsonnel. 

12. Retirement of the Director, Intelligence Division 

The Director has stated that he is retiring for personal reaSOns. 

13. DiscloRure of Identity of Confidential Infor~1nts 

The IRS Inspection Service has always had the responsibility to 
review the procedures and practices of other segme:nts of IRS to ensure 
adherence to existing laws, regulations and rules. In the light of 
recent events, it has become nece.ssary to conduct a thorough revie'''' of 
the use of informants by the Intelligence Division. Such a revic., may 
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require that Inspection. be given the names of certain, selected 
informants for purposes of verification of payments and other pro
cedures. This doeo not mean that complete lists of ~ll informants 
used in a given district will be disclosed to Inspection. It does 
~ean that each lntelligence Division Chief should ~aintain a list of 
informants and, upon receipt of a duly authorized request, reveal 
the n"tles of a selected fet{ informants for test check or verification 
purposes. This Inspection responsibility is not new, nor is the 
process of verifying transactions with informants. I believe the 
cu~rent concern on chis issue has been sparked~ to a great-extent, 
by the recent misleading pUblic;ty regarding IRS informants. 

14. Restrictions on Pre-Trial Publicity far Beyond the Requirements 
of the Attorney General's Guidelines 

IRS guidelines regarding pretrial publicity were designed with 
'two principal objectives in mind. First, they are intended to fix 

the responsibility for publicizing these actions with the agency that 
has jurisaieCion in the case -- in this instance, the Department of 
Justice. Seeond, the guidelines are designed to avoid prejudicing an 
individual's right to a fair trial by causing excessive pretrial 
publicity. Both of these 'nre genuint! concerns that the IRS must 
recognize if it is to be suecessful in its criminal enforcement efforts. 

On the other hand, I<e recognize that a prosecutive aetion can be 
more effective if it is publieized. For this reason, our guidelines 
aTl! lIeH1gl1(-t\ nnt to r~lltr1ct, lnlt uimply to "ontrol our publicity 
gc'ncrllllng acr.ivi tie". 

Nr. Ryan. let me assure you and the mernber~ of your organization 
that both Commissioner Alexand<!r and 1 are keenly aware of the' need 
for a stLong criminal enforcement program as an integral part of our 
tax system. \4e also recognize and appreciate the effective and 
efficient performance of the Intelligence Division in this regard. It 
is unfortunate that recent events have presented an unfair and distorted 
impression of Intelligence and of our views toward it. 

Once again, I thank you for this opportunity to present our views 
on these very impoxtant issues.. Please convey them to your oembers,. 
along ,;ith my reassurance of support for the important role of the 
Intelligence Division as one of the top law enforcement agencies in 
the federal service. 

Wi th kind regards, 

;;z:(2 / tn. Wolfe, 
Assistnnt Commissioner 
(Compliance) 



C. TREASURY POLICY 

To: Edward C. Schmults, Under Secretary. 
From: David R. Macdonald, Assistant Secretary (Enforcement, Operations & 

Tariff Affairs). 
Subject: Narcotics trafficker program. 

JUNE 27, 1975. 
As you requested, I have re1Jiewed Commissioner Alexander's memoranda of 

June 7 and 9 to the Deputy Secretary concerning the Narcotics Trafficker Pro
gram. Although I share the Commissi{)ner's desire that our tax enforcement 
pOlicies should be equitable and enhance the Service's public image, it seems that 
we have different opinions regarding the role of the IRS special enforcement 
programs in achieving those goals. 

The memoranda raise the follcwing issues: 

JUNE 7 MEMORANDUlI[ 

(1) The equity of the IRS tax enforcement policies. 
(2) The public's reaction to those pOlicies. 
(3) The use of the IRS authority to terminate tax years and to make jeopardy 

assessments. 
(4) The cost effectiveness of the NTP vs other IRS programs. 
(5) The decline of the N'l'P activity at a time when there is national concern 

over the increase in the drug traffic. 
(6) The allegation that NTP cases have not met the selection criteria that 

other cases have met. 
(7) The proposal that re50urces previously allocated to NTP be allocated to 

other IRS programs. 
JUNE 9 lIfElIIORANDUU 

(8) The advisability of sponsoring new legislation to amend 21 U.S.C. 881 (a) 
to permit the forfeiture of cash or other property found in the possession of a 
drug trafficker. 

COll!1lfENTS 

(1) Equity of IRS Enforcement Policie.~ 
For many years IRS enforcement policies have been vulnerable to the charge 

that they favor those engaged in illegal occupations. In FY 1974, IRS office 
auditors examined 1,455,000 returns, mostly of low and middle income taxpayers 
engaged in legal activities. The additional taxes and penalties recommended 
totalled $335,300,000-$230 per return. During the same year, the IRS Audit 
Division examined 2,030 NTP cases and recommended additional civil assess
ments and penalties totalling $69,500,000-$34,236 per case. Even if the NTP 
figure is discounted as much as 90%, the NTP average would still be 10-15 times 
larger than the average return from the office audit program which accounted 
for 82% of all the examinations of individual and fiduciary income tax returns 
completed in 1974. 

These figures clearly show that the IRS civil enforcement effort is continuing 
to concentrate on the "little gUY." One reason for that may be that the criminals 
do not willingly cooperate with the tax authorities. They do nnt eveil file returns 
in many instances. I understand, for example, that a high perf~en.tage of the NTP 
cases-perhaps 25% or more-involve persons who have failed to file income tax 
returns. 
(2) Public Reaction to IRS Enforcement Policie8 

The only recent professioil.ally conducted attitude !,urvey related to IRS 
enforcement policies appears to have been the one SP01!S0iYd in 1966 by the 
IRS and the Tax Division of the Department of Justice. It wa:i conducted by the 
University of Michigan and the results were contained in a study published 
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by the IRS in 1963. The survey clearly shows that the public wants people 
engaged in illegal occupations to pay their rightful taxes and expects the Gov
ernment to discriminate in prosecuting and penalizing tax violators. 

The attached newspaper clippings indicate the favorable publicity developed 
for the IRS in connection with some of the NTP cases prosecuted in period 
1971--1974. (Attachment A) 

(3) The Use of the Authority to Terminate Tam Years and to Malee Jeopardy 
Assessments 

The Commissioner's memorandum does not state how many times NTP 
terminations and jeopardy assessments have resulted in substantial reductions 
and refunds. The frequency is only described as often. It is my understanding 
that in more than 4,000 such cases, involving assessments of more than $140,-
000,000, relatively few taxpayers contested the assessments. In the four years 
the Office of Law Enforcement was actively involved in the operation of NTP, 
the IRS revorted no more than 8 or 9 cases in which there was adverse court 
action. 

The service also makes seizures in connection with its routine collection 
activity. Those seizures have probably resulted in more adverse publicity than 
the seizures based on NTP terminations and jeopardy assessments. However, 
no one has suggested that they be abandoned. 

Obviously, any suml1!ary authority should be used with discretion; neverthe
less, virtually none of the revenue realized as a result of the NTP seizures would 
have been collected if the special assessment procedures had not been used. 
I fail -to see why the use of these procedUres should be condemned because they 
also happen to remove working capital from the illegal traffic in drugs. The 
precipitious drop in such assessments and seizures from $14,000,000 in FY 1973 to 
less than an estimated $3,000,000 in FY 1975 may have been a factor in the ap
parent increase in drug traffic during that period. 

In my opinion, lhe IRS has u duty to use terminations and jeopardy assess
ments to protect the revenue whenever necessary; there should be no reluctance 
to use its powers, based upon probable cause and in compliance with the statute, 
just because illegal income is involved. 
(4) Gost Effectiveness of the NTP vs Other IRS programs 

The Commissioner's memorandum does not contain enough information to 
make a meaningful analysis and is, in fact, misleading for the following reasons: 

(a) The $35 million revenue figure appears to be very questionable. 
(b) The cost figure used in the comparison is more than twice as large as it 

should be. 
The revenue is understated and tl"e cost is overstated. 
The IRS normally does not have the capability to determine the amount of 

revenue collected as the result of the assessments made in connection with a 
given program. To our knowledge, there has been no attempt to develop similar 
figures for any other program. While we have not examined the procedure used 
to devel01l the figures for NTP, the figures cited in the IRS memorandum are 
suspect. 1l'rom the inception of the program throngh the 3rd Quarter of FY 1975, 
the IRS reported seizures of $32.7 mil.lion and total collections of $35 million. 
The spread of $2.8 mililon is not realistic. Most of the cases against major traf
fickers which did not involve seizures should have produced several million 
additional dollars in revenue. Furthermore, the 3rd Quarter FY 1975 report 
from the IRS (Attachment B) shows a $34.5 mililon figure for collections 
through FY 1974. It also indicates that coUection figures are not available for 
FY 1975. Under these circumstances, we find it d!fficult to rely on $35 million 
as a true indication of what has been collected. 

On the cost side, the IRS memorandum states that $53 million was expended 
to collect whatever revenue .was actually collected. Included in the $53 million 
was $32 mililon expenned by the Intelligence Division. As most IRS managers 
well lmow, the Intelligence Division does not raise revenue. Audit programs 
are judged on the basis of additional assessments recommended versus Audit 
costs. Collection programs are evaluated on revenue collected versus Collection 
costs. The activities of the Intelligence Division are not directly related to reve
nue collections; its principal purpose is to encourage voluntary compliance with 
the self-assessment sy::::tem. Therefore, Intelligence costs of $32 mUlion should 
be subtrllcted from the $53 million cited. The NTP revenue raising activities 
actually cost $21 million. 
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While we do not know the total amount collected as a result of the NTP activi· 
ties, it is obvious that, since more than $30 million was seized, the civil side of 
the program has more than paid for itself. If NTP is to be compared with other 
audit or collection activities, the comparisons should be made with each of the 
other programs, by audit class and i:3pe of return iHed. The overall statistics are 
distorted by corporate returns, and the statistics from the examinations of the 
returns of individuals suffer by comparison. 

In terms of the return on the Intelligence Division's activities, the newspaper 
clippings referred to in (2) above and the much longer prison terms imposed on 
NTP tax evaders speak for themselves. On the basis of the conclusions of the 
IRS·Justice study on the RoZe of Sanction8 in Tax Oompliance, NTP has been 
very successful. The puni~hment of the violators has been Significant, and it has 
been communicated to the tax paying public. Very little publicity is generated by 
most of the cases against nurses, doctors and mechanics. 
(5) Decline of NTP ActwUy Dm'ing a Period, When the Drug Traffic I8Inore(J;8ing 

The IRS quarterly reports on NTP show a steady decline in activity beginning 
in 1973 when the Office of Law Enforcement reduced its role in the management 
of the program. At a time when the Vice·President and other senior people in 
the Administration are very concernecl about the drug traffic, the IRS has reo 
ported that it is not using a major portion of the funds allocated to it for tlw 
fight against drug dealers. The statistics and the Commissioner's remarks (At· 
tachment C) indicate that the program is being deliberately phased out. 

'I.'he Treasury Department could be severely criticized for its failure to sup· 
port NTP; especially since Treasury has been so active in other anti·narcotics 
efforts. 

(6) Allegation That NTP Oa8es Have Not Met the Selection 01'itcl'ia That Other 
Oa8e8 Have Met 

The statement that the NTP cases did not initially meet the test of being tax 
related is false. In fact, on the average, the quality of the cases has decreased. 
The following statistics on additional assessments are based on IRS reports: 

Fiscal year 

1972 ..•••..•....••.•••...••.•.•...••....•••..••..•••....•...•.••...••....•• 

mL==================================================================== 1975 (9 ma) •••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Average for 
all ~ases 

$78,665 
39,024 
34,236 
29,425 

Average for 
target cases 

$275,893 
86,847 
57,712 
38,990 

Until recently. all "target" (major traffickers) cases were screened by aNa· 
tional Office Committee for tax potential and drug relatedness before an investi· 
gation or audit was initiated. The balance of the cases involves close associates of 
those who were selected by the Committee or terminations resulting from cash 
found in the possession of persons arrested on drug charges. 

All of the statistics, as well as the personal observations of my staff, contradict 
the statement that the quality of the cases has improved. 
(7) The Pl'oposal that 1'eS01t1'Ce8 allocated to NTP be 8hifted, to other p1'o.qrams 

Contrary to the IRS claims, few of the IRS progralllS are as productive in 
terms of additional assessments per case. In NTP's worst year, 1975, the average 
per case was over $29,000. The latest available figures for all examinations of in· 
dividual and fiduciary returns indicate that, in 1974, the average additional 
assessm'~nt per return was $697, a small percentage of the assessment in an 
averare NTP case. These statistics clearly show that drug dealers constitute a 
significant pocket of flagrant non·compliance. ' 

Olwiously, N',rP examinations are more difficult and time consuming to com· 
plete than the audit of 'a bank clerk, but that is not a reason for neglecting them. 
To do so would indicate that only those who are relatively compliant are going to 
be required to file returns and pay taxes. 

What will happen if NTP is abolished can be easily surmised from what has 
happened during the last two years. While the program was being de-emplmsized 
and decentralized, the productivity and effectiveness of the progrum steadily 
declined. IRS programs dealing with persons in i1l('~al activities historically have 
required strong support from top management in order to succeed. Many IRS 
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officials have a natural repugnance to dealing with th€' criminal element even 
though it is productive from a revenue point of view. 
(8) New legislation to permit forfeiture of currency 'lwller 21 u.s.a. 881 (a) 

While I have no objection to such legislation, it will not do the entire job. The 
Government will still be required to prove that the cash was connected to the 
drug activity. Even if that could be done, the IRS, in many instances, would find 
it necessary to conduct a tax examination. The tax law does not exempt drug 
dealers from liability for Federal income tax. 

On .Tune 9, before I was aware of his memoranda of June 7 and 9, I sent the 
Commissioner the a~tached memorandum regarding NTP (Attachment D) and 
invited his suggestions on how NTP might be revitalized. I believe my memoran
dum is still valid and that the IRS, perhaps with additional oversight from 
Treasury, should reactivate :NTP at this time. 

Attachments. 

INTERNAL REVENUE SERVICE ME1WRANDUM 

To: :Mr. Stephen S. Gardner, Deputy Secretary. 
From: Commissioner. 
Subject: Xarcotics traffickers program. 

JUNE 7,1975. 

Since becoming Commissioner of Internal Revenue nearly two years ago, I 
have sought to have all of the Service's policies and practices refiect equity in the 
administration and enforcement of the ta..x laws. The public's trust in the IRS as 
a wholly impartial administrator of the revenue laws is a basic underpinning (jf 
our voluntary tax compliance process. When the Service i.s assigned miSSions, 
whose primary objectives are not directly tax related, aimed at selectively con
centrating its enforcement efforts against particular activities or individuals, 
the public may come to a:ccept the view ,that the IRS is a tool to be wielded for 
policy purposes, and not an impartial cumponent of a democratic mechanism 
which applies equally to us all. 

In 11)74, as a result of the concerns expressed above, I had the objective of the 
Service's participation in the Treasury Department's Narcotics Traffickers Pro
gram (NTP) revised as follows: 

'''1'0 achieve maximum compliance with the internal revenue laws by use of 
the civil and criminal sanctions against middle and upper echelon narcotics 
traffickers. " 

Subsequently, after considerable thought and study, I further reappraised the 
IRS role in N'.rP, and determined that our Narcotics Traffickers Program activ
ities should be integrated into the Service's regular tax enforcement effOrts. This 
decision has been refiected in our FY 1975 MBO objectives, in which the Service's 
NTP activities have been subsumed under our overall Tax Fraud objectives. 

ThIs decision to re-orient our NTP activities vis-a-vis our other compliance 
programs has not been based solely upon the issue of equity or simple concern 
for our public image. The Narcotics Traffickers Program has raised significant 
operational issues for us as well. Because of the special nature of NTP cases, 
the Service has been called upon to make disproportionate use of termination and 
jeopardy assessments, powerful enforcement measures originally intended for 
extreme exigencies under the normal revenue collection process. Upon detailed 
full year follow-up examinations, however, such assessments have often resulted 
in substantial reductions and refunds. This has left the Service open to charges 
of improper behavior; therefore, action was taken to restore rer,traint aml to 
exercise careful judgment in order to avoid excessive and unreasonable termi
nation and jeopardy assessments. 

Moreover, the Narcotics Traffickers Program is deficient as a tax-related ac
tivity, in that it has not proven cost-effective, based on revenue yield to date. 
From its inception in FY 1972 through the close of FY 1974, the program has 
cost the Service approximately $53 million, compared to revenue collections of 
only $35 million. Therefore, although the program hasbeeu successful in obtain
ing criminal convictions, it has been very disappointing in terms of its revenue 
results when compared with our other compliance programs. Although we recog
nize that the primary IRS objective of this progra:m is improved compliance 
rather than immediate direct tax yield,' there is no quantifiable measurement 
available to gauge the impact on complianre resulting from the number of prose
cutions, indictments, convictions, etc.. in the Narcotics Traffickers Program. 
It is quite probable that the general ta.';:: fraud program would generate a some-
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what greater ripple effect on compliance than would the Narcotics Traffickers 
ProO"ram. 

R~CentlY, there has also beell a steady elecllut! ill :NTP cases, tiue ill pill-I. to our 
applying the same selection criteria as applied in other cases so as to assure that 
only cases with substantial documentable tax violations are included in the 
Narcotics Traffickers Program. This trend is continuing. It is becoming increas
ingly clear that, in terms of voluntary compliance effect, our enforcement man
power would be better applied to other compliance activities. This is particularly 
important at present, as our FY 1976 budget, now before Congress, provides funds 
only for maintaining current programs, without provision for expansion. 

The actions which I have taken integrate the Narcotics Traffickers Program 
into the other compliance programs. Thus, if the NTP workload continues to 
decline according to present indications ... this would permit the utilization of 
unused NTP manpower in the other compliance programs. Of course, the Service 
will continue to make narcotics traffickers the subjects of investigations. How
ever, potential NTP cases will have to meet the same screening and selection 
criteria that all other cases must meet in our compliance programs. The selected 
cases involving narcotics traffickers would fall into one of the other categories 
of our tax fraud and audit programs, as the Narcotics Traffickers Program 
would lose its identity as a separate program. The manpower necessary to pursue 
these cases effectively will still be available from our other programs. In the 
near future I expect to inform Congress, because of Congress' prior actions, of 
our plans for change in focus with respect to the Narcotics Traffickers Program, 
along with a justification of the rationale for this change. 

I have attached a more detailed analysis exploring some of the operational 
results of the Narcotics Traffickers Program. I think the data show that alterna
tive use of the N'IP manpower is in order. 

Attachment. 
ANALYSIS OF NARCOTICS TRAFFICKERS PROJECT 

The Narcotics Traffickers Project was established by the Treasury Depart
ment on July 7, 1971, following President Nixon's June 17, 1971 omnibus drug 
control message to Congress announcing the Administration's expanded effort to 
combat the menace of drug abnse. This message included the establishment of a 
high priority program to conduct systematic tax investigations of middle and 
upper echelon narcotics traffickers. The original purpose of this program, as 
stated by the Treasury Department, was "To mount a nationally coordinated 
effort to disrnpt the narcotics distribution system by employing the tool of 
intensivp tax investigations of these key figures. By ntilizing the tax laws, both 
civil and criminal, our objective is to drastically reduce the profits of this 
activity by attacking the illegal revenues of the narcotics trade." 

To carry out the Narcotics Traffickers Program, in FY 1972 Congress author
ized $7.5 million and 541 positions (250 man-years) of which 200 were special 
agent, 200 revenue agent and 141 operational support positions. These positions 
were annualized in the FY 1973 budget at a cost of $14.4 million. In addition. in 
FY 1973 Congress authorized supplemental funds of $4.5 million and 238 posi
tions (198 man-years) of which 168 were special agent and 70 reVPllue agent 
positions. In FY 1974 Congress approved the IRS budget request for 901 average 
positions for the Narcotics Traffickers Program at a total one year cost of $23.2 
million (270 revenue agent, 353 special agent and 278 operational and adminis
tration support positions). 

Annually, the resource levels allocated to the Narcotics Traffif'],ers Program 
are as follows: 

Man·years 

Fiscal year 
Special Revenue Operational Administra-

agent agent su~port tion support Total 

1~~L============================== 
230 91 135 26 482 
324 265 214 51 854 1974 _________________________________ 
361 255 248 49 913 

Total. ________ • ________________ 
915 6ll 597 126 2,249 1975 estimate _________________________ 315 240 -- -_ .. - -- ---- -- -- -- -- -- -- ---- -- -- -- -- ----



Since the Service was concerned about the interpretation of its role in the Nar
cotics Traffickers Program-which should 11a ve been the placing of emphasis on 
narcotics traffickers who violate the tax laws-the objective of this program was 
revised by the Internal Revenue Service as follows: "To achieve maximum com
pliance with the internal revenue laws by use of the civil and criminal sanctions 
against middle and upper echelon narcotics traffickers and financiers." 

We have recently conducted an evaluation of the Narcotics Traffickers Project. 
From this program analysis we have determined that the costs for the Narcotics 
Traffickers Project have exceeded its tax yield, based on revenues coUectec1 
through FY 1974. From its inception in FY 1972 through the close of FY 1974, 
the total IRS costs are $52.6 million, compared with revenue collections of 
$34.6 million (Table 1 attached). These collections represent about 161% of the 
$218.1 million NTP assessments recommended by our Audit Division. It is 
recognized that at the close of fiscal 1974 there were a number of NTP cases still 
in the Audit, Collection, and Intelligence pipeline and that for cases alreadY 
worlmd some portion of the NTP recommended assessments will become collectible 
in the future. In addition, as of the close of FY 1974, the Collection Division hac1 
assets with an estimatecl value of $3.6 million under seizure and levy which 
aro still to be liquidated. It is uncertain how much of this $3.6 million will be 
realized. 

Revenues collected of $34.6 million represent approximately 24J% of· the re
ported assessments of $143.6 million received by the Collection Division (Table 
1). These assessments primarily pertain to termination and jeopardy assess
ments and cover FY 1973 and FY 1974 (no data on assessments received by the 
Collection Division are available for FY 1972). This overall percentage of collec
tions in terms of assessments is not expected to change appreciably ill the neal' 
future, even though the percentages of dollars collected on cases recently 
assessed appear higher than on cases previously assessed. This recent trend is 
a result of actions taken by IRS in FY 1974 to prevent excessive termination and 
jeopardy aS~essments. IRS issued instructions that these assessments should only 
be made in strict accordance with the special provisions of the Internal Revenue 
Code that permIt them and that there should be substantial evidence to make a 
more reasonable determination of actual tax liability. 

The low percentage of collections in relation to NTP recommended assess
ments is due in part to the fact that full year follow-uI> examinations of termi
nation assessments for non-target cases (very few termination assessments were 
made on target ca~es) often result in suhstantial reductions and refunds to the 
taxpayers (these assl'ssments account for $103 million, about 000/0 of the $218.1 
million total recommended assessments, Table 5 attached).l As mentioned ahove, 
in FY 1974 IRS took action to prevent excessive termination assessments by 
issuing instructions aimed at baSing these assessments on a more reasonable 
determinu tion of actual tax liability. 

The IRS Intelligence activity on the Narcotics Traffickers Project includes 
the following accomplishments: For the per'()d from fiscal 1972 through fiscal 
1974, 1309 investigations completed, 516 pr, <!cution recommendations, 205 in
dictments and 139 convictions with an average jail sentence of 21) months (Table 
2 attachl'd). A number of prosecution recommendations is still uncler review 
by Ohief Counselor the U.S. Attorney's office. 

From the inception of NTP through the first six months of FY 1975, 2,142 
target cases were selected. However, the number of target cases has been steadily 
declining due, in part, to the application of more stringent IRS case selection 
criteria designed to ensure that only narcotics trafficl,ers with substantial tax 
violations are included in the program. The decline in the number of target cases 
selected began in FY 1974 and has continued through the first six months of 
"Fy 1975. as evidenced by the completion of fE'wer investigntIons during the first 
six months of FY 1975 compared with the first six months of FY 1974 (201 inves
tigations completed in the first six months of FY 1975 compared with 277 cases 
completed in the first six months of )j'Y 1974).2 

The decline in NTP caseR is also reflected by the reduced number of Audit 
QxamiTIations of narcotics traffickers turgE't cases and the corresponding diminu-

1 Internal Auillt Report on Examination of On-Line Audit of the Narcotics Traffickers 
Pro(!ram-Tprminut!on Assessments, Office of Assistant Commissioner (Inspection), In
ternut Audit Division . 

• Data for the first 6 months of fiscal year 1074 are not shown in table 2. 
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tion in recommended assessments (157 target cases examined with $4.2 million 
in assessments during the first six months of FY 1975 compared with 250 target 
cases examined with $18.9 million in assessments during the first six months 
of FY 1974, Table 4 attached).3 

There is also a declining trend in the number of termination and jeopardy 
assessment cases and the corresponding dollars assessed (175 termination and 
jeopardy assessments with $3.8 million assessed during the first six months of 
FY 1975 compared with 342 spontaneous assessments with $38.4 million assessed 
during the first six months of FY 1974) .. This decline in termination and jeopardy 
assessments reflects the adherence to the aforementioned FY 1974 IRS instruc
tions aimed at basing these assessments on a more reasonable determination of 
actual tax liability. 

The reduction in workload is further reflected by the underrealization of re
sources applied to the Narcotics Traffickers Program for the first six months 
of FY 1975, as seen below: 

PLANS VERSUS ACCOMPLISHMENTS FOR NTP FOR 1ST 6 MO OF FISCAL YEAR 1975: DIRECT TIME IN MAN-DAYS 

Audit Division ___________________________________________________ _ 
I nlell ig&nce Division ______________________________________________ _ 

Plan 

22,273 
31,721 

Actual 

17,076 
24,328 

Percentage 
realized 

77 
77 

The decline in the number of target cases as well as the underrealization of 
manpower applied to NTP can be expected to continue as evidenced by the de
clining inventory of target cases! Further, although the program has been suc
cessful in obtaining criminal convictions, it has been very disappOinting in tel.·ms 
of its revenue results compared with the regular audit program in which the 
marginal yields are at least three times the marginal cost. Although we recog
ni'ile that the primary IRS objective of this program is improved compliance 
rather than immediate direct tax yield, there is no available quantifiable measure
ment to gauge the impact on compliance resulting from the number of prosecu
tions, indictments, convictions, etc. in the Narcotics Traffickers Program. It is 
quite probable that the regular tax fraud programs would generate a somewhat 
greater ripple effect on compliance than would the Narcoties Trafficl<ers Program. 

With these facts in mind and in view of the limited success the Sel"l'"ice has 
had in gaining resource support for high priOrity tax administration programs
programs which w,tuld have a high revenue yield and an improved effect on tax 
law compliance-it would appear that a reorientation of our enforcement re
sources devoted to the Narcotics Traffickers Program is in order. This is par
ticularly important since our FY 1976 budget, now before Congress, provides funds 
for maintaining current programs only, without any provisions for expansion. 

These consideratiOlls suggest that actions should be taken to integrate the man
years devoted to the Narcotics Traffickers Program with the other compliance 
programs. Of course, the Service will continue to make narcotics traffickers the 
subjects of investigations or examinntiOIlS. However, potential NTP cases will 
have to meet the same screening and selection criteria tIlat all other cases must 
meet in the compliance programs of the Service. The manpower necessary to effec
tively pursue these cases will still be available from tIle other programs. 

The man-years devoted to the Narcotics Traffickers Program would be inte
grated with the other compliance programs and beginning in FY 1977, the Nar
cotics Traffickers Program will 110 longer be separately identified. If the NTP 
workload continues to decline according to present indications, this would per
mit the utilization of unused NTP manpower in the other compliance programs: 

. Thus, for example, if in FY 1977 the NTP workloa<l were to warrant a one-third 
reduction of the manpower allocated to NTP in FY 1976 (300 special agent and 
225 revenue agent man-years are planned for NTP in FY 1976), this would per
mit 100 special agent man-years and 75 revenue agent man-years to be applied to 

" Data for the first 6 months of fiscal year 1074 are not shown in table 4. 
• As of December 31, 1974, 301 joint in,'estlgatlons of target cases were in inventory com

pnred with an inventory of 462 such cuses as of June 30, 1974 (Table 2). 
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other tax law enforcement programs. With 100 special agent man-years, 290 
investigations could be completed in the regular tax fraud program." If there 
were sufficient NTP workload, 120 NTP investigations could be completed with 
the same amount of manpower. Consequently, approximately 170 additional in
vestigations could be completed in FY 1977 (290 less 120). 

Similarly, with 75 revenue agent man-years, approximately 3,300 field audit 
examinations could be made in the regular audit program." If there were sufficient 
NTP workload, apprOXimately 500 examinations of returns from NTP targets 
could be completed (closed by the Audit Division) with the same amount of 
manpower: Consequently, approximately 2,800 additional field audit exam'.!IHl.
tions could be completed in FY 1977 (3,300 less 500). 

It should be reemphasized that although the Narcotics Traffiel.ers Program will 
be discontinued as a separately identifiable program beginning in FY 1977, we 
will continue our enforcement efforts, through the other compliance progrruns, 
against narcotics Traffickers who violate the tux laws. The selected cases in-

. volving narcotics traffickers would fall into one of the other categories of the 
Service's tax fraud and audit programs. 

TABLE I.-Summary of costs, recommended assessments, and revenues collected 
under the narcotics trafficlrers project in the Internal Revenue Service, .Tuly 1, 
1971 to June 30, 1974' 

MillionB 
1. Total costs (encompassing the entire Internal Revenue Service)' ____ $52.6 

2. Total recommended assessments by Audit Division 3 Fiscal Year 1972 to Fiscal Year 1974 _____________________________________________ 218.1 

Fi~cal Year 1972 ______________________________________________ 54.2 
Fiscal Year 1973 ______________________________________________ 94.4 
Fiscal Year 1974 ______________________________________________ 69.5 

Fiscal Year 1975 (First 6 months) (not included in $218.1 million total) ______________________________________________________ 4.7 

3. Assessm~~ts ~eceived by Collection Division Fiscal Year 1973 to Fiscal Year 1974 _____________________________________________________ 143. 6 

Fiscal Year 1973 ______________________________________________ 95.2 
Fiscal Year 1974_______________________________________________ 48.4 
Fiscal Year 1975 (First 6 months) (not included in $143.6 million total) ______________________________________________________ 6.5 

4. Revenues collected (Fiscal Year 1972 to Fiscal Year 1974)____________ 34.6 

Fiscal Year 1972______________________________________________ _ 7.1 
Fiscal year 1973 _______________________________________________ 10.9 
Fiscal Year 1974 ______________________________________________ 16.5 

Fiscal Year 1975 (first 6 months) (not included in $34.6 million total) ______________________________________________________ 2.3 

1 Intelligence activity accompllshments are preRented in Table 2. 
2 For man-years applied to the Narcotics Trafllckers Program, see Table 3. Costs include 

personnel compensation and benefits for all technical and nontechnical: personnel, over
time pay, holiday pay, traYei, transportation, and other costs Including $4_6 m!11ion in 
the Narcotics Reserve Fund. The Narcotics Reserye Fund provided for additional operating 
costs for such expenses as premium pay, travel, operation of government owned ve
hicles, securing (purchasing) eYidence, communications, printing and other costs. 

3 For more detalls. see Table 4. 
, These assessments prlmari1~' pertain to jeopardy and termination assessments. Data on 

assessments received by the Collection Division are not avallable for ll'Y 1972. 

"Based on the completion of 2,D Investigations per mnn-year (in the regUlar tn....: frllud 
pro/!'ram) and on the completion of 1_2 NTP investigations per man-year. 

"Based on an estimated examination rote of 44 examinations per man-year in the regular 
audit program. Grade of revenue agents was considered in this calculation. 

7 For more details. see Table O. 
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5. Amounts reported as uncollectible (l!'iscal Year 1972 to Fiscal Year 1974" __________________________________________________________ 25.6 

Fiscal Year1972 _____________________________ ~_________________ 6.0 
Fiscal Year 1973_______________________________________________ 2.3 
Fiscal Year 1974 _______________________________________________ 17.3 

Fiscal Year 1975 (first 6 months) (not included in $25.6 million total) ______________________________________________________ 15.1 

"Statistics on amounts reported un collective prior to FY 1974 are not fully comparable 
with stich statistics for FY 1974 and thereafter, sInce the reportIng system designating an 
account uncollectible was changpd in FY 1974. 

NOTE.-Details may not add to totals because of rounding. 

TABLE 2.-SUMMARY OF IRS INTELLIGENCE ACTIVITY UNDER THE NARCOTICS TRAFFICKERS PROJECT JULY 1 
1971 TO JUNE 30, 1974 AND 1ST 6 MO OF FISCAL YEAR 1975 

I NTELLIGENCE ACTIVITY 

Fiscal year-

1972 1973 

Fiscal 
year 
1975 

1974 Cumulative (lst 6 mo) 

Target cases selected __________ c_______________________ 791 831 421 2,043 99 
Investigations completed_______________________________ 143 503 663 1,309 201 
Prosecution recommendations__________________________ 54 217 245 1516 62 
Indictments__________________________________________ 23 96 86 205 21 
Convictions___________________________________________ 6 45 88 139 37 
Average jail sentence__________ ________________________________ __ __ ______________ ____ (I) ___________ _ 
Inventory of target cases (joint investigations) as of 

June 30____________________________________________ 554 748 462 ____________ 3301 

I A number of prosecutions recommendations are still under review by Chief Counselor the U.S. Attorney's Office. 
229 months. 
3 As of Dec. 31, 1974. 

TABLE 3.-BREAKDOWN OF COSTS I AND TECHN ICAl MAN-YEARS INCURRED IN NARCOTICS TRAFFICKERS PRO IECT 
BY INTERNAL REVENUE SERVICE JULY 1, 1971 TO JUNE 30, 1974 

Division 

~J~\\~~~~c_~-_::========::=::::::=:::::::=:::::::::=::::::::::::::::::::::::: Collection _____________ .• ___________________________________________________ _ 

~gre~I~~~nsei.:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: Other ___________________ . _________________________________________________ _ 

Technical 
man-years 

Total costs 
(millions) 

915 $31. 6 
611 19.6 
63 1.3 2 _______________ _ 

2 .1 
(') ----------------

Total ________________________________________________________________ ----1-,-59-4-----5-2.-6 

I Cost~ Include personnel compensation and benefits for all technical and nontechnical personnel, overtime pay, holiday 
pay, travel, transportation, and other costs including $4,600,000 in the narcotics reserve fund. The narcotics reserve fund 
provided for additional operating costs for such expenses as premium pay, travel, operation of Government-owned vehicles, 
securing (purchasing) evidence, communications, printing and other costs. 

, Less than 1. 

Note: DetailS may not add to totalS because of rounding. 
Source: Technical man-years, manpower costs and other costs for Intelligence and Audit Divisions were obtained from 

IRS long-range plans. Technical man-years and costs for the Collection and Appellate Divisions and Chief Counsel were 
obtained from information supplied by the respective divisions and Fiscal Management Division. 
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TABLE 4.-SUMMARY OF RECOMMENDED TAX ASSESSMENTS I FOR NARCOTICS TRAFFICKERS PROJECT 
BY FISCAL YEAR 2 

[Dollar amounts in millionsj 

Fiscal 1972 Fiscal 1973 Fiscal 1974 Fiscal 1975 

Cases Amount Cases Amount Cases Amount Cases Amount 

Tar~~t c~ses examined by Audit Di-vIsion __________________________ 73 $23.2 455 Related cases _______________________ 4 __________ 
60 

JeoparJyO~~~essmenls-(iiicfrfde(Talj(jve)= 77 23.2 515 
35 lB. B 53 

Spontaneous assessments: 
Selected NTP targetcases:Termi-nations _______________________ 36 7.7 24 

Non-selected NTP (nontarget) cases: 
542 Termi nations ___________________ 22.5 1,7BO Jeopardy _______________________ 34 .8 100 

Total spontaneous assessments_ 612 31. 0 1,904 
Total assessments _____________ 689 54.2 2,419 Seizures ___________________________________ B.5 ________ 

Revenues collected __________________________ 7.1 --_ ... --_ ... 

1 Includes additional taxes and penalties. 

$26.6 570 
1.7 56 

2B.3 626 
6.3 22 

15.0 

46.9 1,352 
4.2 35 

66.1 1,404 

94.4 2,030 14.3 ________ 
10.9 ________ 

$26.3 157 
2.5 21 

2B.B 17B 
9.0 4 

.9 2 

3B.5 157 
1.3 10 

40.7 169 

69.5 347 B.l ________ 
16.5 ________ 

$4.2 
.5 

4.7 
.2 

.2 

3.0 
.2 

3.4 

B. 1 
1.4 
2.3 

2 Covers cases with over $2,500 in recommended assessments. 
3 Examinations completed through District Audit Review Staff (not necessarily closed by the Audit Division). 
Note: Details may not add to totals because of rounding. 

TABLE 5.-SUMMARY OF RECOMMENDED ASSESSMENTS IN THE NARCOTICS PROGRAM JULY I, 1971 TO JUNE 30 
1974 I (DETAILS GIVEN IN TABLE 4) 2 

Number of 
Cases 

Recommended 
Assessments 

by Audit 
Divj~lon 3 
(millions) 

Total ___________________________________ : ____________________________ ====5,;,,1=3B===~$=21=B~.I~ 

Target cases plus related cases examined I (by Audit Division)___________________ 1,21110B BO.3 
Cases with jeopardy assessments_________________________________________ . 34.1 
Other target and related cases examined___________________________________ 1,10B 46.2 Spontaneous assessments ,___________________________________________________ 3,920 107.9 

• Termination assessments: 
Target cases________________________________________________________ 67 23.6 Nontarget cases _______________________ .___ __________________________ 3,6

1
8
69
4 107.9 

Jeopardy assessments: Nontarget cases____________________________________ 6.3 

I C'$vers cases with over $2,500 in recommended assessments. 
, llttails may not add to totals because of rounding. 
a Includes additional taxes and penalties . 
• Includes 1,098 target cases plus 12G related cases. These cases have cleared technical .nd 9rocedural review in the 

Audit Division. Note that not all of these cases have been closed by the Audit Division. 
, On the spot examinations. 

Nota: Seizures (cash and property), $30,BOO,OOO. 

PROCEDURE USED TO ESTIMATE NUlIIDER OF RETURNS FROll[ NTP TARGETS THAT COULD 
BE EXAMINED (CLOSED BY AUDIT DIVISION) WITH 75 REVENUE AGENT 1I[AN-YEARS 1 

In detail, the estimate of approximately 500 Audit examinations of returns 
from NTP targets that could be made with 75 revenue agent man-years is obtained 
as follows: 

1 It is assumed that practicalIy all of the direct time applied to the Narcotics Traffickers 
Program would be devoted to target cases. 

80-321 0 - 77 - 26 
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Step 1. 56.25=75 multiplied by 0.75=direct man-years available for target 
case examinations. 

Step 2. The 56.25 direct man-years translates to 14,175 direct man-days, as 
14,175=56.25 multiplied by 252 man-days per man-year. 

Step S. S06 target cases can be examined by the Audit Division since S06= 
14,175 divided by 46.S direct man-days applied to a target case. 

The estimate of 46.3 direct man-days applied to a target case is obtained as 
follows: From fiscal year 1972 through the first six months of fiscal year 1975, 
we have, excluding time applied to work in process, 

direct man-days applied to target plus related cases 64.704_
46 

3 
number of target plus related cases examined 1,396 - . 

Step 4. The 306 ,target cases corresponds with the examination of 765 target 
returns, as 765=306 multiplied by an assumed 2.5 returns per target case. Note 
that these examinations have gone through the review process but have not been 
necessarily closed by the Audit DiviSion. 

Step 5. 502 returns from NTP targets could be closed by the Audit Division as 
502=765 mULtiplied by 0.66 where 0.68=800 NTP cases closed by Audit Division in 
fiscal year 1972 through fiscal year 1974 divided by 1,218, the total number of 
target plus related cases examined through review not necessarily closed by the 
Audit Division during this same period. 
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THE ROLE OF THE INTERNAL REVENUE SERVICE 
IN THE LAW ENFORCEMENT COMMUNITY 

This year, the first year after the Watergate-related disclosures, 
is the year for investigating the investigators. The interest of the media 
is apparent to anyone who watches television or reads newspapers, and 
Congressional committees with overlapping jurisdiction are inquiring into 
what the investigative agencies do, how they do it, and whether they should 
do it. The Internal Revenue Service has not gone unnoticed; thus far this 
year I have testified 13 times before various Congressional committees, and 
the 14th, 15th, and 16th appearances are already scheduled. Moreover, two 
television networks have devoted an hour each of prime time this Spring to 
examining the tax system and the papers have been full of articles about the 
IRS and how it conducts (or conducted) its business. 

Now I can't say that all this is enjoyable, but I can say that much of 
it is healthy and necessary. Tax administration is too important to leave to 
the administrators alone. Of course, we would prefer to have a few less 
quarterbacks and at least a few rooters in the stands. 

Well before this current interest in investigative agencies, the IRS 
was engaged in a basic reexaminati,:m of itself. I o~tlined much of this in 
a speech last August to the American Bar Association Section of Taxation. 
The reexamination involved determining what is the work of the IRS, what 
are the resources available to do this work, and what are the ways in which 
this work should be done. 

We start with the basic proposition that the administration ana 
enforcement of the tax laws of the United States is an undertaking of 
enormous proportions and the resources assigned to the IRS to accomplish 
its task are insufficient for this purpose unless the general public assists 
by believing in, and complying with, the tax system. Such belief and 
compliance by the public have been the case in the United States, and I 
surely hope and believe they will continue. Continuance, however, depends 
upon the public's belief in the basic fairness of the tax laws and in the basic 
fairness and efficiency of tax administration, and the public's confidence in 
and goodwill towards the tax administrator. 

We then review the resources of the IRS. First, we find that the 
IRS has a vast store of confidential personal and financial information supplied 
to it voluntarily by millions of taxpayers. Second, the IRS has powers 
granted to no other investigative agency to secure the additional information 
necessary to administer and enforce the tax laws. Third, the IRS has 
powers to take property by levy or seizure, 'by preemptory action without 
advance judicial determination of its right to levy or seize. The IRS has 
the authority to terminate taxable years and make jeopardy assessments 
where it believes collection of the revenues would be otherwise endangered. 
Finally, the IRS has people -- over 15,000 revenue agents and over 2, 500 
special agents - - who are trained and skilled financial investigators. And 
~ts people are good. 
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It is hardly surprising, therefore, that those charged with the 
general responsibility for law enforcement or particular responsibility for 
the conduct of one or more of the wars in which law enforcement officers 
are periodically engaged, i. e" the war on organized crime or the war 
against narcotics traffickers, should seek to enlist the IRS, with its infor
mation, its powers, and its people, in their battalions. In the past IRS 
has been a willing recruit. We are now examining and being examined on, 
whether the IRS has been too willing. 

The Narcotics Program is an excellent example. On June 17, 1971, 
the then President Nixon announced a "new, all-out offensive'! upon drug 
abuse, "America's public enemy No. I ••• , In order to fight and defeat 
this enemy." The IRS was instructed to participate in this war and was 
given some additional money to enable it to do so. Under the direction of 
various Treasury officials. the IRS, with considerable reluctance on the 
part of some senior career people, proceeded to engage in the war. Among 
the weapons used were the powers of seizure, terminations of taxable years, 
and jeopardy assessments. Although a disproportionate amount of IRS 
Intelligence and Audit resources were assigned to this program and large 
assessments were made, collections were small. From the inception of 
the program in Fiscal Year 1971 through the close of Fiscal Year 1974, the 
Service expended approximately 53 million dollars on the program, but 
revenue collections were only 35 million dollars. It should not be necessary 
to paint out that this ratio of costs to collection is quite the opposite of 

. that of the general IRS program. 

More significant than the question of mis-assignment of resources 
is the question of misuse of powers. Those engaged in wars are not inclined 
to delay the use of a weapon until the propriety of its use has been fully 
debated. The application of the powerful enforcement measures intended 
for extreme tax exigencies to the goal of attacking the perceived public 
enemy resulted, as might be expected, in some counteractions by the 
courts. Judge Clark of the Fifth Circuit Court of Appeals stated in· 
Willits v. Richardson, "The IRS has been given broad power to take 
possession of the property of citizens by summary means that ignore many 
basic tenets of pre-seizure due process in order to prevent the loss of 
tax revenues. Courts cannot allow these expedients to be turned on 
citizens suspected of wrongdoing - - not as tax collection devices but as 
summary punishment to supplemeht or complement regular criminal 
procedures. The fact that they are cloaked in the garb of a tax coUection 
and applied onl:: by the Narcotics Project to those believed to be engaged 
in or associated with the narcotics trade must not bootstrap judicial approval 
of such use. " . 

The IRS has already taken steps to apply the same standards to 
narcotics traffickers' cases as those applied generally. We are aware of 
our responsibility to see to it that those who deal in narcotics meet their 
tax obligations fully. and we intend to fulfill that responsibility. We cannot. 
however, use the tax laws as a means of effecting forfeitures. 
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The Narcotics Program is perhaps an extreme example of the use 
of IRS, its information, its people and its powers, as a tool -- or a ">,/eapon -
to achieve ends other than those of tax administration and tax enforcement. 
More basic and difficult questions arise ,in t,he relationship of IRS to the 
Federal strike forces against organized crime and to the general law enforce
ment community. One aspect of this question has been explored at some 
length in recent weeks -- the need of other law enforcement agencies for 
the assistance of skilled IRS agents in the fight against organized crime 
and political corruption. ,But there are other needs to be considered: the 
need of the IRS for public confidence, the need of the nation for an effective 
tax administration system, and the need of us all to limit invasions of our 
privacy. These needs impose campeting pressures on' the use of Internal 
Revenue's investigative powers and pel'sonnel, and on access to its records. 
They must all be weighed in determining the proper role of the IRS in non-
tax criminal law enforcement. 

Before turning to an evaluation of these needs, it is worth taking a 
moment to make clear what is not in issue. The issue is not whether 
'organized crime figures should be called upon to meet their tax obligations 
and should be prosecuted if they engage in criminal violations of the tax 
laws; it is clear that they should be. The issue is not whether political 
corruption must be punished and deterred; it must. The issue is the extent 
to which the IRS can participate in these endeavors without rendering itself 
incapable of effectively carrying out its task of administering the tax system. 
A subsidiary issue is how, and whether, one can distinguish between the use 
of the tax system to investigate political corruption and the use of the tax 
system to investigate political opponents. 

The need of the IRS for public confidence flows from the fact that 
ours is a self-assessment tax system, and the fact that IRS necessarily 
intrudes into the private financial affairs of every ta.'payer. For the seU
assessment system to be effective, Internal Reve;1Ue must have the complete 
confidence of the taxpaying public. In the words of Mr. Justice Jackson, 
concurring in United States v. Kahriger, 345 U. S. 22, 36 (1952): "The 
United States has a system of taxation by confession. That a people so 
numerous, scattered and individualistic annually assesses itself with a 
tax liability ••. is a reassuring sign of the stability and vitality of our 
system of self government. • .• It will be a sad day for the revenues if 
the. good will of the people toward their taxing system is frittered away 
in efforts to accomplish by taxation moral reforms that cannot be ac
complished by direct legislation. " 

The allegations of recent months about activities of IRS employees 
aSSisting in the carrying out of general law enforcement programs, or 
other non-tax related activities, have created the risk if not the fact of 
impairing "the good will of the people toward their taxing system." Although 
"Operation Leprechaun", "IGRS" and the "Special Service Staff" may not be 
everyday terms to many members of the tax bar, they are constantly in 
the minds of the tax administrators these days. 
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The nation's need for an effective tax administration system requires 
no explanaUon: The effect that unrelated activities can have on that system 
is more subtle. The IRS has extraordinary powers to investigate taxpayers' 
affairs and ensure satisfaction of their tax liabilities. For example. by 
administrative summons the IRS can require an individual to produce his 
books. records. and other ,financial information. This power is not limited 
by the 5th Amendment privilege against self-incrimination when exercised 
in connection with a civil tax examination. To aid in collecting taxes when 
it appears that collection is in jeopardy. the IRS is empowered to terminate 
an individual's ta." year. demand immediate payment of the tax. and to seize 
the taxpayer's property if such payment is not forthcoming. 

Congress has given these powers to the Internal Revenue Service 
for the purpose of encouraging and enforcing compliance with the tax laws. 
and to permit effective collection of the reve~ues. The Service b(>lieves 
that these powers are necessary to the accomplishment of its Congressionally 
assigned duties. but it also believes that these powers must be used wisely 
and judiciously. 1f such powers are used in furtherance of other purposes. 
such as the enforcement of the criminal laws. their exercise becomes subject 
to the Constitutional safeguards which history has shown to be necessary for 
the protection of individuai liberties. The use of In!ernal Revenue's powers 
in furtherance of these other purposes jeopardizes the availability of these 
powers for tax administration purposes. and also infringes on the individual 
rights we have come to take for granted. 

This P! :lblem is exemplified in the Federal strike forces. Although 
the "team" concept may increase the forces brought to bear on the strike 
force targets. it also decreases the control and supervision that I!]S managers 
can have over IRS employees assigned to the team. 

The tendency towards "team" play can create special problems for 
IRS members. For example. we require, our Special Agents to give the 
taxpayer Miranda-type warnings when they begin an investigation. We do 
not require these warnings when a Revenue Agent begins an examination. 
With both Hevenue Agents and Special Agents on the Strike Force team as 
full-time representatives. there could be a temptation for the team manager -
who is not an IRS manager. to begin an investigation with the Revenue Agent. 
and without the Miranda-type warnings. although it is known from the begin~ 
ning to the strike force members that they are engaging in a criminal 
investigation. One can question whether this is a desirable situation. 

Although the Federal efforts to stem the flow of narcotics and combat 
violence. organized crime and political corruption are undeniably worthwhile 
goals to which we must aU subscribe. we appear to be learning from the 
disclosures of IRS activities in the narc.otics program. the Special Service 
Staff. and the so-called "Operation Leprechaun" thaI; IRS participation in 
those efforts can lead to abuses if not confin.ed to directly tax related matters. 
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And yet the IRS is being criticized vehemently in some quarters for 
undertaking to reexamine its practices and procedures in an attempt to 
prevent these abuses. 

The reasons for this criticism seem to be varied: a desire on the 
part of a few IRS personnel to be engaged in a broad attack on criminal 
activity even though that criminal activity does not necessarily involve 
violations of the tax laws; a desire on the part of law-enforcement personnel 
in other agencies to be able to utilize IRS experts and enforcement techniques 
in their investigations.' In some instances, this criticism seems to be based 
on failure to obtain and read the materials describing the a~tions that the IRS 
is taking. 

In other instances, the basis for this criticism is even more difficult 
to understand. For example, the IRS has recently been criticized for engag
ing in a review of the use of confidential informants. It has bcen stated that 
the review renders the IRS useless in the investigatory field. However, 
other Federal law-enforcem.:!nt agencies" as a matter of practice, require 
their investigators to disclose the identiti<'!s of all confidential informants to 
their superiors, This fact is, of course, well known. .For example, the 
former chief of the FBI's Miami Office was quoted last March in the Miami 
Herald to the effect that the FBI "wouldn't use an informant until two a~enls 
have evaluated a person and then a supervisor reviews this evaluation. I 

The im'asion of privacy issue is probably the most serious aspect 
to be considered, when viewed from the standpoint of the immediate impact 
on taxpayers. The mere initiation of a criminal tax investigation can have a 
devastating impact on the taxpayer involved. as a result of third party 
contacts by IRS' Criminal Investigators. It certainly seems open to question 
whether the Service should subject an individual to a crim.inal tax investiga
tion if there is no sufficient indication that the individual has likely engaged 
in a criminal violation of the tax laws. For example, although the mere 
existence of a "public knowledge" th,,; a number of elected officials or 
judges in a particular area of the country are creoked may be an appropriate 
basis for a general investigatio\1 of tnuse officials, it is a questionable basis 
for initiating a criminal tax investigation of all (,fficials in the area. If the 
IRS becomes entangled in information gathering, confidential informants, 
and fishir.,s expeditions relating to persons who are merely suspected of 
committing nontax-related crimes, public confidence in IRS as the civil 
tax administrator, with only ancillary criminal investigative powers, could 
be seriously damaged. 

The Internal Revenue Service is ·fortunate to have dedicated. skilled 
employees, and the·pcwers necessary to administer the tax laws effectively. 
If these people and ihese powers are diverted to objectives other than the 
administration of the tax system, they may well be utilized in an efficient, 
ef~ective manner. But the cost to the tax system and to individual rights 
may be too high a price for Americans to pay. 
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To: Donald C . .Alexander, Commissioner, Internal Revenue Service. 
From: David R. Macdonald, .Assistant Secretary (Enforcement, Operations and 

Tariff .Affairs). 
Subject: Narcotics trafficker program. 

JUNE 9, 1975. 
Recent quarterly reports on the progress of the Narcotics Trafficker Program 

indicate -that there has been a substantial decline in the program's achievements 
during the first nine months of fiscal year 1975. Wllen compared with fiscal year 
1974, on an average monthly basis, there has been a 40% drop in the number of 
('riminal investigations completed and a 47% decrease in cases recommended 
for prosecution. The results of efforts to enforce the civil provisions of the tax 
law have l:Jeen even more disappointing . .Again on an average monthly basis, 
.the number of cases closed has declined 70% and recommended additional taxes 
and penalties have declined 74%. The average per case has also decreased. 
Collection activity has suffered; seizures have dropped from $8,100,000 in fiscal 
year 1074 to $1,800,000 for the first nine months of fiscal year 1975. 

To cur knowledge, the fuuds and manpower allocated to the program have 
not been cut. Therefore, at your convenience, we would appreciate having your 
analysi;, of what Ims been causing the program to lose its effectiveness flnd 
how it might be restored. 

In view of the recent White House meetings on drug enforcement and the 
Vice-President's interest in attacking the problem through its financial aspects, 
I am certain that you will agree that this matter should be given a high priority. 

Memorandum for: Stephen S. Gardner, Deputy Secretary. 
Thru: Edward C. Schmults, Under Secretary. 

JUNE 27, 1975. 

From: David R. Macdonald, .Assistant Secret/uy (Enforcement, Ope>:ations, and 
Tariff .Affairs) . 

The attached memorandum has been prepared in response to Commissioner 
.Alexander's memorandum of June 7 which notified you that the Commissioner 
has decided to eliminate the Narcotic Trafficl,ers Program (NTP) and to use 
the resources, budgeted for NTP for other compliance programs. 

The attactltd table shows the effectiveu0ss of NTP has been declining since 
1973 and <that during Fiscal Year 1975 the drop has been precipitous. Although 
the manpower expended has also been reduced, the reduction has not been 
commensurate with the decline in results. Consequently, NTP has bl'come not 
only much less effective, but also inefficient. 

The need for a vigorous anti-drug program is apparent, not only from the 
statements of various Federal and local police officials, but also from the trend 
in the drug seizures made by Customs which have been increasing. During a 
two week period in May, 1975, Customs reported 16 large seizures of cocaine, 
marihuana, heroin, and hashish with an estimated retail value of more than 
$20,000,000. Of course this only representfl the tip of the iceberg. 

By all indications, the drug traffic is flourishing and the traffickers are making 
large profits. Under Federal law, prOfits from illegal activities are as taxable 
as tIle profits of a grocery store or the salary of a typist. There should be co 
stigma attached to the enforcement of the tax laws just because such enforce
ment also hinders an illegal activity . 

.Although the Commissioner indicates that the tax liabilities of drug traf
fickers will be examined as part of the IRS general compliance programs, there 
is no reason to believe that the effort against drug dealers will rise from its 
current relatively low level. In fact if nothing is done to reverse the present trend 
the IRS effort will soon become almost invisible. 

The success of a program like NTP depends heavily on top management sup
port and emphasis. Field personnel, especially in the Audit and Intelligence 
Divisions, must put forth a special effort to identify and investigate the traffickers 
and their associates. Such cases are much more difficult and unple.asant to work 
than are those involving physicians and legitimate business people. Without en
couragement from above, it is easy to overlook them. 

The sentiment of this administration is to mount a program against drugs. 
The Domestic Council is currently studying the drug problem in an attempt to 
improve the Government's response to the drug threat. Furthermore, at least two 
Senate committees are holding hearings related to the traffic in narcotics. In 
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view of these circumstances, it is difficult to see how Treasury or IRS could de
emphasize or eliminate N1.'P. 

In addition to clarifying some of the statistics the Commissioner has cited, 
the attached memorandum to the Commissioner pOints out how NTP has bene
fited the IRS and instructs him to develop a plan for a new, revitalized program. 

Recommendation: Tl1>:t you sign the attached memorandum. 
Attachment. 

NTP ACCOMPLISHMENTS, COMPARISON BY FISCAL YEAR 

OS direction IRS direction 

Fiscal year Fiscal year Fiscal year Fiscal year 
1972 1973 1974 1975 (9 mo} 

Cases selected (joint and audit) _______________________________ 791 831 421 1146 
Intelligence: Cases completed ________________________________________ 143 503 653 298 Withdrawal recommendations _____________________________ 89 286 418 200 Prosecution recommendations ____________________________ 54 217 245 98 

Ratio ot prosecution recommendations to completed cases (percent) ____________________________________________ 
35.7 43.1 37.0 32.9' Indictments ____________________________________________ 23 96 86 47 

Audit: Target cases closed ______________________________________ 112 479 577 218 
Additional ta~ and penalty recommendations (millions) ______ $30.9 $41.6 $33.3 $8.5 All cases closed __________________ • ______________________ 689 2,419 2,030 452 
Additional ta~ and penalty recommendations (millions) ______ $54.2 $94.4 $69.5 $1~.3 Collections: Seizures (mill ions) ________ • ______________________ $8.5 $14.3 $8.1 $1.8 

I Questionable; there no longer is a way to develop this figure. 

Note: Target cases are major traffickers. 

lVIemorandum for: Donald 'C. Alexander, Commissioner, Internal Revenue ·Service. 
From: Stephen'S. Gardner, Deputy Secretary. 
Subject: Narcotics Trafficker Program. 

While I concur in some of the thoughts expressed in your memorandum of 
June 7, I do not find myself in complete agreement with your conclusions. At a 
time when the nation and the Administration are becoming increasingly concerned 
about the narcotics traffic, it is difficult to understand how a major law enforce
ment agency can withdraw from the Federal effort to reverse a trend that 
threatens our society. 

·As your memorandum pointed out, our tax enforcement policies should ibe 
equitable and should enhance the Service's public image. 1.'he Narcotics Trafficker 
Program (NTP) is not inconsistent with those goals. In Fiscal Year 1974, the 
v.'TP audit examinations resulted in re<.'ommended additional assessments averag
ing $:340,236 per case. As you know, tllis figure is many times the average for all of 
the individual returns examined by the Audit Division in FY 1974, and more than 
100 times ·the average for the individual returns examined by office auditors. 
These comparisons appear to indicate that NTP is needed to help balance the 
tax enforcement program. 

The identification and investigation of pockets of serious non-compliance is 
essential to the sound administration and enforcement of the tax laws in a 
d~ocratic SOCiety. In such a society, each citizen is expected to bear a fair 
share of the tax burden. Those persons engaged in illegal activities, including 
narcotics trafficking, shoulel also be expectecl to hear ·their fair shares. It is gen
erally acknowledged tllat individuals involved in criminal activities do not report 
their illegally-earned income. This group has within it a proportionately greater 
number of individuals who fail to comply with the ·tax laws. For the most part, 
the tax returns of persons engaged in these illegal activities do not surface in 
the normal A.udit selection processes. In fact, a high proportion of narcotics 
traffickers do not even file returns. 

The cost authoritative information currently available concerning the public's 
attitude toward IRS enforcement policies appears to be that in the Report on 
Role of Sanctions in Tax Compliance, which was published by the IRS in 1968. 
The report contains the results of a survey conducted by National Opinion 
Researcll Center, University 'Of Michigan, which clearly shows that the public 
wants people engaged in illegal occupations to pay their rightful taxes and 
expects the Government to discriminate in prosecuting and penalizing tax 
violators. 
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There is no indication that the public image of the IRS has suffered from its 
NTP activities. The attached clippings are representative of the favorable pub
licity the program has generated for the Service. The run 'Of the mill tax cases 
against physiCians, accountants, and farmers do not generate the same public 
interest. 

Your memorandum also raised the issue of the cost effectiveness of NTP. 
While I believe that it would be unwise to judge a law enforcement program 
solely on the 'basis of a cost·benefit analysis that considers only tbe immediate, 
direct dollar benefits, it is worthwhile to measure those benefits and the cost. 
Your memorandum aIrel its attachments cite a cost figure of $53 million to collect 
$35 million in revenue. Further analySis, however, indicates that the costs 
appears to be overstated by $32 million and that the collections may be under
stated by several million. 

The $53 million figure includes Intelligence Division expenditures of $32 million. 
Since the mission of the Intelligence Division is to encourage voluntary com
pliance, its activities are not directly related to the assessment and collection of 
taxes. Tax collection is a civil matter. Therefore, the $53 million cost figure 
should va reduced to '$21 million, which is less than the $.30 million reported 
seized. 

Although I realize that developing an estimate of actual NTP collections has 
been difficult since the Service does not ordinarily attempt to relate collections to 
specific audit programs, the $35 billion figure for collections through FY 1974 
appears to be on the low side. The seizures alone almost equal that amount, and 
they do not include tens of millions in assessments made on the basis of regular 
NTP examinations. Part of the problem could be related to the fact, brought 
out in the attachment to your memorandum, that there is a difference of $7',1.5 
million between the total assessments recommended by the Audit Division
$212.1 million-and the assessments reported received by the Collection Divi
sion-$143.6 milIion. Consequently, under the circumstances, it is difficult to place 
a great deal of confidence in the $53 million ftgure. 

The benefits to the IRS from the Intelligence Division's NTP activities are 
clearly demonstrated by the publicity referred to above as wen as by the much 
longer prison terms that courts have imposed on NTP tax evaders. 

In view of the increase in the drug traffic, the tendency of drug dealers to 
evade taxes, and Treasury's commitment to the anti-narcotics effort, we cannot 
authorize the discontinuance of the NTP. We would prefer to see it revitalized 
and operated under the general supervision of someone on your staff who would 
lmve the necessary authority to properly coordinate the NTP activities of the 
Intelligence, Audit and Collection Divisions. This plan would also include the re
establishment of a central coordinating committee at the National Office level 
which would screen cases nominated for the program. Assistant Secretary 'Mac
donald would designate someone on his staff to work with your staff in pre
paring a new departmental statement governing the operation of the program. 
In the meantime, please inform your field officials that NTP will ,be maintained 
and monitored as a separate program. I would appreciate it if the new plan is 
submitted to me for approval within 45 days. 

Attachments. 
MEMoRANnu:r.t 

To : Mr. Eugene ~'. Rossides, Assistant Secretary for Enforcement and Operations. 
From: Commissioner Thrower. 
Subject: Proposed Narcotic Program-Fiscal Year 1972 Supplemental Request. 

The President recently announced an all out effort to control the flow of 
narcotics traffic wllerever it may affect American citizens. We fully endorse the 
concepts and the principals outlined in his proposal. 

TIll'! Internal R.evenue Service through its regular progrrtms has already iden
tified narcotics violators as a 'by-product of its war on the racketeer segments 
of society in this country. We welcome the opportunity to pursue this program 
further in a more definitive fashion by attacking the financial structure of the 
wholesaler. We believe this is one of the keys to eliminating the overall problem. 
However, I have reservations and am far from convinced that IRS is the vehicle 
to produce SUbstantial impact in this area. 

There is no question that IRS has always been fully committed and has always 
been a major contributor in terms of resources to those programs aimed at 
eliminating syndicated crime. When one considers the participation of aU Fed
eral agencies in the program, IRS now provides substantially more than 500/0 
of the manpower committed to battIe organized crime. 
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In recent years congressional legislation in the exempt organizations, as well 
as our continuing expansion of manpower commitments to strike fOrce activi
ties, have severely limited and in many cases hampered our efforts to deal with 
mainstream Service programs in the Audit and Intelligence activities. Our 1972 
budget request indicates our willingness to participate in these special pro
grams. However, even if the entire '72 budget request remains intact the impact 
of these various programs on the Service during the past few years will not be 
offset by one or even two years of uncut budgets. 

The Service has gone as far as it can go in diverting manpower from our main
stream programs and we have alreadY reached a dangerous compliance profile 
throughout the general population. Yet, no matter how one looks at it, a supple
mental request must still result in manpower diversions of some kind. Newly 
recruited Special Agents and Revenue Agents need considerable time and train
ing before they can assume a fully mature and productive l'oIe in the Service. 
Obviously, then, experienced manpower will be required to do the job in FY 72 
and beyond. 

Narcotics traffic in largely enelemic to the major cities in our country. As in 
other special programs, this program will impact heavily in the large districts 
where there is little or no manpower available for further eliyersion. This will 
necessitate attracting needed personnel from other districts. We anticipate the 
need to offer temporary promotions, premium pay, and of course, per diem. EYen 
with these inducements, we will proba:bly have some elifficulty in staffing properly 
to meet the challenge. 

Due to our limited experience in the proposed program, we cannot forecast with 
any certainty upper and lower limits anel resource requirements. We do believe, 
however, that our experience in all of our special programs requires that we 
proceeel with caution, so that we may have aelequate time to develop and imple
ment a proper operating program. 

The attached supplemental request is not a recommendatiou but reflects the 
cost of any given size program in multiples of 100 Special Agent many ears. I want 
to emphasize that the Service feels an obligation to resist manpower commit
ments until the supplemental request for replacement has lJeen authorized by 
Congress. We further recommend that the established task force consisting of 
Service and Treasury officials convene as soon as possible in order to properly 
evaluate the short term and long term needs regarding IRS <contributions in the 
overall program. 

Attachment. 

PUNNING ASSU11I'TIONS FOR A NARCOTICS PROGRAU IN INTERNAL REVENUE 
SERVICE 

1. Internal Revenue Service will examine or investigate tho:::e engaged in 
narcotics, who generally lJaye insulated themselves against arrest on a narcotics 
charge. This will be primarily wholesalers anel financiers in the upper echelons. 

2. Only experienced agents are qualified to conduct these auelits and investiga
tions. In the initial year of a program, this would entail diverting manpower from 
lUainstream Programs. 

3. Other enforcement agencies having knowledge of narcotics trade will iden
tify and furnish rather detailed information on major narcotics figures. 

4. After evaluating all available information on specifiC individual or individ
uals, the Serv1ce will make the decision whether investigation or audit is appro
priate. Investigation or audit will not be mandatory merely because an indi
vidual is known or suspected of being engaged in narcotics. 

5. In the racketeer area. an average 1 of every 4 criminal investigations ini
tiated results in a prosecution recommendation. Civil tax liability is recolU
mended on a high proportion of all investigations. It can be assumeel that the 
results of l1Ul'Cotics investi'gations will be substantially the sa:me as in other 
raclceteer cases. 

6. Due to lacle of records, most investigations will focus on the "net worth" 
approach which requires more investigative time than other types of financial 
in vestiga tions. 

7. SurveillaThCe of il1{lividuals will be required to determine location of funels 
and other assets and types of expenditures. 
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CONCLUSION 

Based on the above assumptions, we can reasonably expect an experienced 
special agent to submit one prosecution case per year. Further, we estimate that, 
on all cases under investigation (both prosecution and non-prosecution) Internal 
Revenue .Agents will recommend $75,000 in additional tax and penalties. 

BUDGET INCREASES-FISCAL YEAR 1972 

For every 100 Special .Agents assigned to the Narcotic Program, the Internal 
Revenue Service will require a supplemental appropriation of $7,200,000. 

The cost of the increase required was computed as follows: 

~~~~~Jea~~~~·c~~~~~~~~~~~~~~~~~==~===~=~~~~~=~~~=:=~=~~=~= OtheL ___________________________________________________ _ 

Positions 
100 
100 

71 

Man·years Amount 
100 _______________ _ 
100 _______________ _ 

71 _______________ _ 

-------------------------Total permanenL____________________________________ 271 271 Premium pay and overtime _________________________________________________________________ _ 

~~~~~~~~iob~nn~fi~~~~:_n:~~~_~~~~~::====::::::::=::::::=:::=:=::==:=:=:::=:::=::==:::=:=::=:=: 

lr~~,~f!~~yr~ii;ifii~===================:================================================== T olal _______________________________________________________________________________ _ 

$2,988,000 
784,000 

3,772,000 
268,000 

1,722,000 
631,000 
807,000 

7,200,000 

For every 100 Special .Agent man-years, support personnel of 100 Revenue 
.Agent-66 field c1erical-5 National Office manyears have 'been included. 

One-time special costs for purchase of enforcement automobiles und tW<Mvay 
radio units for each enforcement vehicle have beeu included in the material and 
facilities costs. 

Cost ra<tes for sraff expansion have been used for the lliring of personnel to be 
trained anO Gventually assume the duties of the personnel assigned to the Nar
cotic Program. Increased costs of premium pay for administratively uncontrol
Iltbla overtime 'at the maximum rate of 250/0, overtime pay for personnel other 
than Special Agents and travel costs for detail aSSignments have ·been included 
for the personnel involved. 

The a'bove cost is 'based on full-year employment, therefore no lapse for part 
year is shown. 

If a decision is made to e:\.-pand the Narcotic Program in the Internal Revenue 
Service, the required Office of Management and Budget schedules for a supple
mental 'IlPpropriation estimate will be provided. 

Memorandum for: Deputy Secretary Gardner. 
Through: Under 'Secr~tary Schmults. 

MARCH 3, 1975. 

From: DAVid R. Macdonald. Assistant Secretary (Enforcement, Operatl.ons and 
Tariff Affairs), IRS Enforcement Policies. 

In view of my responsibilities as the 'Principa'l 'advisor to the Secretary on law 
enforcement matters, I think I am constrained to draw your attention to an un
desirable situation which, in my opinion 'and that of the'Sitaff of my enforcement 
office, has been developing within the Internal Revenue Service.1 During the past 
two years, as a by-product of the effort of the IRS to '8:ttain, "tax equality" and 
avoid a "storm trooper" mentality, there 'appears to have been a sharp falloff in 
criminal income 'tax prosecution efforts against individuals who earn their in
come illegaUy. This is evident from 'a number of e,'ents, which individually may 
not 'be conclusive but col1ective'ly point to a decisive change in the role of the 
IRS enforcement divisions, especially the Intelligence Division. 

The clearest statement of the IRS's intent to 'atter its enforcement 'Policies 
seems to be e:\."Pressed in ,the press release of the -Commissioner's speech 'before 

1 IRS hus more truined crlminul Investlgutors thun nny other Treusury component. 
Customs bus 572; Secret Service bus 1,248; BATF hus 1,542; und IRS hUB 2,650. 
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the American Bar Association's Convention in Honolulu last August (Attach
ment A). In tha't speech, 1\Ir. Alexander emphasized the following points con
cerning IRS law enforcement palicy: 

1. Even prior to his association with the IRS (1973); lIe was concerned 
'about the variety of responsibilities and goals that had 'been assigned to the 
IRS. Since becoming Commissioner, he has tulten steps to redefine the mission 
of the IRS (pages 2 and 3). 

2. The IRS's selective enforcement programs aimed at drug dealers and 
organized crime figures are an improper use of the tax laws (pages 5, 6, 
and 7). 

3. He disagrees with the Service's long-standing policy to concentrate on 
criminal cases with "publicity potential" in order to achieve a deterrent 
effect by making an example of the offender (page 8). 

Tho Commissioner's views on point (2) were also publicly reflected in a U.S. 
News & World Report interview (Attachment B, l)age 57) and a Wall Street 
Journal item (Attachment C). The same negative feelings toward the Nar
cotics Trafficker Program (NTP) were evident in the Commissioner's July 17, 
1973, memorandum to then Deputy Secretary Simon (Attachment D). That 
memorandum, in efFect, called for the end of NTP in order to permit local field 
Officials to set their own enforcement priorities. 

On .January :12, the IRS sent a telex to all Regional Commissioners (Attach
ment E) ordering them to stop all information gathering activities. This very 
brief message literally prohibits agents from looking for tax violations. Except 
for investigations of violations that surface during a roucine examination, an in
vestigation can only be opened if specific allegations are received from another 
agency or from the public. If no return is filed and there is no complaint from 
others, there is little likelihood that anyone engaged in an illegal occupation 
will ever be bothered by the IRS. This new directive will greatly handicap the 
Service in its efforts to detect tax violations. IRS documents describing the pro
grams referred to in the telex are attached (Attachment F) . 

In issuing the January 22 telex eliminating information gathering activities, 
the IRS appears to have ignored its statutory responsibility under Section 7601 of 
the Internal Revenue Code "to proceed, from time to time, through each internal 
revenue district and inquire after and concerning all persons therein who may 
be liable to pay any internal revenue tax, and aU persons owning or having the 
care and management of any objects with respect to which any tax is imposed" 
(Attachment G). 

I believe that we can all sympathize with CommiSSioner Alexander's desire to 
rid the IRS of the adverse image created by the publication of an alleged 
"enemies list." In addition, this is an era of investigations of the investigators, 
and it Is certainly politic to attempt to tamp down Congressional inquiries which 
may be directed at investigative agenCies. Nevertheless. we canot afford to 
overloolc the potential revenue from the examination of those engaged in major 
criminal activities or, indeed, anyone else who might be identified as a substan
tial tax evader. Such an oversight would result in hundreds of millions of dollars 
in illegal income being left untaxed while the incomes of the law-abiding citi
zens, who generally file returns. are taxed. 

The IRS's continuing dispute with the Department of Justice over the opera
tion of the strilce forces appears to be directly related to the Commissioner'S 
fundamental and much publicized objection to the Organized Crime Program; 
it is difficult to support a program you have publicly repudiated. The IRS's uni
lateral decision to completely decentralize the management of the strike forces 
and to eliminate the Audit Division Strike Force representatives weakens the 
Strike Force Program and seems to violate the intent and the provisions of 
Executive Order 11306 (Attachment H). That order calls for maximum law 
enforcement efforts at every level of government and designates the Attorney 
General to <wordinate and facUitate those efforts. The order directs e~c!l Fedpral 
department "within the limits of available funds" to furnisll the Attorney Gen
eral with "such reports, information, and assistance as he may request." For 
many years, the IRS has been given hundreds of man-years specifically for law 
enforcement activities aimed at organized crime. Obviously, the question of the 
17 Audit Division Strilm Force representatives and the coordination of law en
forcement activities within the IRS and with ,Justice is not related to resource 
limitations; it is simply a question of who should set Federal law enforcement 
policy. 

In order to provide some perspective on what has happened to law enforcement 
in the IRS during the last two years, it might be useful to compare some of 
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Commissioner Alexander's statements in Attachments A and B Witll those of 
former Commissioner Thrower (Attachment I) at the time the Manhattan Strike 
Force was launched in 1969. Commissioner Thrower recognized the insidious 
threat of organized crime--"preying upon all levels but most heavily upon the 
poor; corrupting government; bribing officials; polluting business; terrorizing 
aU that would oppose it." 

In contradiction to Commissipner Alexander's public statements, the IRS ef
forts against organized crime have been tax related and have resulted in an 
excellent return on investment. In many instances, these special enforcement pro
grams have produced much more in additional assessments than the audit pro
grams aimed at the general public. For example, in FY 1972, IRS Office Audit 
examined 1,071,984 individual and fiduciary returns, recommending $222,000,000 
in additional taxes and penalties. This was less than the $255,000,000 recom
mended on the 5,894 returns examined by the Strike Force agents in that year. 

The effect of the Commissioner's policies, pOlicies formulated without consul
tation with the Office of the Secretary or the Department of Justice, has been 
detrimental to the effectiveness of law enforcement organizations in the IRS. 
While the decline in the strike force operations has not been precipitous, there 
was a noticeable decline even before the IRS announced the reorganization of its 
strike force struct.ure. However, i:1 the Narcotics Trafficker Program, which the 
Commissioner reorganized in 1973, there has been a sharp decline in activity 
and results (Attachment J). Even the statistics on the criminal investigations, 
which tend to reflect investigations that were completed in prior years, reflect the 
down turn. During the period the IRS has been operating this program without 
guidance from the Office of Law Enforcement, additional taxes and penalties 
recommended dropped from $94.4 million for FY 1973, to about $8.1 million for 
the first half of FY 1975. Even if termination assessments, which dropped 90% 
during that period, are disregarded, the decline is from $41.6 million to about 
$4.4 million. Seizures also fell from $14.3 million to $1.5 million. These figures 
seem to indicate that a decision has been made to terminate the Narcotics Traf
ficker Program. 

On February 4, 1975, the IRS unilaterally took another step to eliminate the 
NTP, the Target Selection Committee was abolished, and the responsibility for 
monitoring the program was transferred to each of the Regional Commissioners. 
Apparently, coordination at the national level will be phased out. 

We believe that the Narcotics Trafficker and Strike Force programs, which 
were created by Presidential mandate, must be supported by the Office of the 
Secretary and the IRS. In addition to being effective and productive, they provide 
equitable treatment for the taxpaying public. The IRS's experience clearly indi
cates that the incidence of tax violations is much higher among criminals that 
it is in almost any other group. A high percentage of them even fail to file tax 
returns. Without speCial programs, most of these persons would be overlooked, 
and IRS auditors would probably spend more time examining law-abiding citi
zens whose returns generally have nominal deficiencies. 

For many years, Congress has advocated that the IRS give special attention 
to criminals. Attachment K is an excerpt from a report prepared by the Office of 
Planning and Research, IRS, in August 1961. The excerpt summarizes the early 
history of the Intelligence Division and its relation to organized crime. It em
phasizes the Kefauver Committee's (1950-1951) dissatisfaction with the IRS's 
activities against racketeers-"the gangsters, mobsters, and gamblers are liter
ally getting away with murder in their tax returns" (Attachment K, page 4). 
The Committee also found that the establishment of a special unit to "collect 
taxes from the criminal element" was a very useful and effective measure, that 
the IRS shoulll work in close cooperation with the Department of Justice, and 
that the IRS should maintain "on a eurrent and continuing basis a list of known 
gan!!sters, racketeers, gamblers, and criminals whose income tax returns Sllould 
receive special attention by a squad of trained experts." (Attachment K, page 6). 
In 1969, during hearings on the Organized Crime Control Act of 1969, the IRS 
was again criticized for its lacl, of support of the OCD effort (Attachment L). 
Senator McClellan said, "Internal Revenue Service, Intelligence Division, partici
pation in the organized crime drive--a key participation which at its height 
yielded a majority of the program's prosecutions-fell from 1963 to 1968 llY 56 
percent. No one actually dismantled it after Attorney General Kennedy left. 
but then no one tool, the trouble at that time' to rebuild it either." 

Attachment M consists of excerpts from a report ;recommending changes in the 
management and direction of the law enforcement function of the IRS. It was 
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prepared in 1969-1970 for the Deputy Commissioner of Internal Revenue by E. J. 
Vitkus, Assistant Regional Commissioner (Intelligence), and Rex D. Davis, then 
the Director, ATF Division. Both men were career IRS executives of recognized 
ability when they were selected to write the report. The report emphasizes the 
IRS's obligation to become "a full partner" in the Administration's fight against 
organized crime (Attachment 1\:[, page 12). It also recommended that the control 
of all IRS criminal law enforcement activities be centralized under a professional 
law enforcement official (Attachment ~I, page 23). Obviously, while such a rec
ommendation goes far beyond Justice's request that Strike Force management 
be centralized, it certainly supports the Justice Department's position. 

Finally, we would like to comment on the Commissioner's announced opposi
tion to the Service's long-standing policy to concen;;rate on criminal cases with 
"publicity potential" in order to achieve a deterrent effect by mal,ing an example 
of the offender. In a comprehensive report on the RoZe ot Sanction8 in T(UJJ Oom
pliance, issued by a joint IRS, Treasury, and Justice study group in September 
1968, the rationale of the Service's policy is clearly stated. It is summed up in 
the final sentence of Chapter. 13, "Purposes of Punishment" (Attachment N) : 

It is observed that each of the significant purposes of punishment-deter
rence, consolation, condemnation, and clarificfltion-require communication 
to the taxpaying public of actual impositions of punishment. 

We believe that the facts which we have recited above clearly show that there 
is a need for the Office of the Secretary to initiate corrective action with respect 
to the management of the IRS's law enforcement function. The fact is, the crimi
nal provisions of the Internal Revenue Code are on the books to be enforced 
against criminals, as well as other taxpayers, and if they are not so enforced 
by the Treasury Department, I am sure that the Justice Department will prevail 
in obtaining direct jurisdiction of an agency which will be charged with their 
enforcement. 

The Commissioner has stressed his commitment to tax administration. There 
can be no quarrel with that. However, it should also be stressed that the collect
ing of taxes from those earning illegal income is just as much a part of tax ad
ministration as is the collecting of taxes from those earning legal income. Admit
tedly, it i'l more difficult; but, that is not a valid reason for failing to pursue this 
responsibility. 

The Commissioner has pointed out that enforcement activities will be directed 
at the taxpaymg public in general and will be shifted away from those engaged 
in organized criminal activity. The effect of this act is to give a distinct advantage 
to the criminal. He is on notice that no special efforts will be made by the Govern
ment to ascertain whether he has paid his proper taxes, although he has made 
special efforts to conceal the source as well as the amount of his income. 

Another pOint that should be stressed is that the Commissioner is not one who 
emphasizes reliance on the more genteel civil procedures to collect taxes while 
disdaining the methods a cop would employ to enforce his laws. /)n the contrary, 
the Commissioner is on record (Attachment B, page 63) as stating that he is ex
panding the enforcement activities of IRS and would like more severity in punish
ment for those who cheat on their taxes. In that U.S. News & World Report 
interview, (Attachment B, page 56), he specifically mentions his feeling that a 
light sentence ("a slap on the wrist" as he puts it) is not sufficient where the tax 
offense is the only violation shown in the life of an otherwise very respectbale 
person. This is certainly the attitude of one who believes in prospcution and 
punishment and who has no intention of relying mainly on civil sanctions. 

IRS has, at times, complained that it is often asl,ed to investigate crimes under 
the jurisdiction of other agencies. This, however, is not what Justice is asking 
IRS agpnts to dc. They are being asked to investigate violations of Title 26. It 
just so happens that violations of the income tax laws by those engaged in illegal 
activities are frequently related to violations of other Federal, state, or local 
laws. 

Based on what has occurred in the past, we can anticipate criticism from Con
gress and the press if we stand idle while IRS, on its own, withdraws from the 
Federal Government's program directed against organized crime. Treasury will 
be hard put to explain why, especially in a period of hard times for the average 
working man whose dollars are being eaten up by inflation, we are sanctioning 
an IRS policy that picks on the little guy and lets the "big shot" racketeer "get 
off", as the average citizen would put it. That is the way it will be seen even 
though wrapped in a new package and labeled "Tax Administration." 
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OPTIONS 

1. Take no action and permit the IRS law enfQrcement functiQn to continue 
to be de-emphasized. While this may appear to be the easiest course to. follow, it 
will turn the clock back at least 25 or SO years in terms Qf the effectiveness and 
fairness of IRS law enforcement efforts. Such a course may also expose the 
Administration to the charge that it is doing less than it should in the fight 
against organized crime. 

2. Counsel the Commissioner on the management of the IRS law enforcement 
activities and require him to follow pertinent Treasury and Administration 
policies and guidelines which call for wholehearted cooperation with Justice in 
the Strike Force Program,and vigorous support of the NTP. This option would 
entail the following: 

(a) Greater centralization of the IRS Strike Force effort. 
(b) Restoring the Audit representatives to the Strike Force. 
(e) Reaffirming the Acting Secretary's memorandum governing the estab

lishment and operation of the Narcotics and Trafficker Program. 
(eL) Reinstituting IRS information gathering_ and joint compliance 

projects. ~ 
(e) Reinstituting the practice of submitting quar(erly reports on IRS law 

enforcement activities. 
(1) Clearance by the Office of the Secretary of any proposed change in IRiS 

law enforcement policies. 
S. Transfer the Intelligence Division and its functions to the Office of the 

Secretary. It could be operated as an independent bureau; it is comparable in size 
to the Secret Service. 

4. Create a Treasury Criminal InvestigatiQn Service that would include the 
Intelligence DivisiQn as well as components of Customs; Bureau of Alcohol, 
Tobacco and Firearms; and Secret Service. 

None of the apparent solutions are completely satisfactory. Option 1 would be 
retrogressive. Option 2 would not prevent the periodic reoccurrence of the basic 
problem which appears to stem from a large criminal law enforcement function 
being housed in an agency that is managed by persons who are primarily inter
ested in the intricacies of civil tax law. While options Sand 4 would put the IRS 
criminal law enforcement function in a specialized organization CQncerned solely 
with potential criminal violations of the law, the problem of securing the coopera
tion of the IRS Audit and Collection Divisions would still remain. 

RECOMMENDATION 

Option 2 should be given preference. It eQuId be implemented almost imme
diately with very little, if any, additional expense and no strain on the IRS or 
other Treasury units. The results would be immediate. 

Attachments. 
[TELEX] 

From William E. Williams, Deputy Commissioner, IRS Washington. 
To all regional commissioner IRS, January 22, 1975. 
Priority pending clarification of the definition of '~tax-related information as 

it relates to JiGRU, JCP and other similar information gathering activities con
ducted by any function of the service, all such activities shall be suspended im
mediately. Personnel currently aSSigned to these activities shall be reassigned 
to the regular examination and investigative duties for which the respective 
functions are responsible. 

o 
CHAPTER 78.-DISCOVERY OF LIABILITY AND ENFORCElIfENT OF TITLE 

Subchapter: 
A. Examination and inspection. 
B. General powers and duties. 
C. Supervision of operations of certain manufacturers. 
D. Possessions. 

80-321 0 - 77 - 27 
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SUBCHAPTER A-EXAMINATION AND INSPECTION 
SEC. 
7601. Canvass of districts for taxable persons and objects. 
7602. Examination of bool,s and witnesses. 
7603. Service of summons. 
7604. Enforcement of summons. 
7605. Time 'and place of examination. 
7606. Entry of premises for examination of taxable objects. 
7607. Additional authority for Bureau of Narcotics and Bureau of Customs. 
7608. Authority of internal revenue enforcement officers. 
7609. Cross references. 

1958 Amendment. Pub. L. 85-859. Title II. § 204 (16). Sept. 2, 1958. 72 Stat. 1480. added 
Item 7608. and redesignated former item 7608 as 7009. 

1956 Amendment. Act July 18. 1956, c. 728, § 104(b), 70 Stat. 570, added item 7607, 
and redesignated former item 7607 as 7608. 

§ 7601. Canvass of districts for taxable persons and objects 
(a) General rule.-T.be Secretary or his delegate shall, to the extent he deems 

it practicable, cause officers or employees of the Treasury Department to proceed, 
from time to time, through each internal revenue district and inquire after and 
concerning all persons therein who may be liable to pay any internal revenue 
tdX, and all persons owning or having the care and management of any objects 
with respect to which any tax is imposed. 

(b) Penalties.-
For penalties applicable to forcible obstruction or ,hindrance of Treasury 

officers or employees in the performance of their duties, see section 7212. 
August 16, 1054, c. 736, 68A Stat. 901. 

Historical Note 

1939 Internal Revenue Code. Similar provisions to this section were contained in section 
3600 of the 1939 Internal Revenue Code. 

Deviation. Section 3600, I.R.C. 1939. was derived from R.S. II 3172, as amended by 
Act Aug. 27. 1894. c. 349, !l 31. 28 Stat. 558. and reenacted without change. 

CHAPTER 78---DISCOVERY OF LIABILITY AND ENFOROEMENT OF TITLE 

SUBCHAPTER A-EXAMINATION AND INSPECTION 
Sec. 
7607. Additional authority for Bureau of Customs. 

1970 amendment. Pub. L. 91-513. Title III. ~ 1102 (g) (2). Oct. 27. 1970, 84 Stat. 1293, 
struck out "Bureau of Narcotics and" preceding "Bureau of Customs" in item 7607. 
§ 7601. Canvass of districts for taxable persons and objects 
1. Duty of Secretary 

This section directing Secretary or delegate to cause Treasury Department of
ficers or employees to proceed and inquire after all persons who may be liable to 
pay any internal revenue tax flatly imposes upon Secretary the duty to canvass 
and to inquire. Donaldson v. U.S., Fla. 1971, 91 S. ct. 534, 400 U.S. 517, 27 L.Ed..2d 
580. 

This section imposes duty upon Secretary to canvass and to inquire concern
ing all persons who may be liable to pay any internal revenue tax. U.S. v. 
Berkowitz, D.C. Pa.1973, 355 F.Supp. 897. 

PRESIDENTIAL DOCUMENTS 

TITLE 3-THE PRESIDENT 

EXECUTIVE ORDER 11396 

Providing for the coordination by the attorney general of Federal law enforce
ment and crime prevention programs 

Whereas the problem of crime in America today presents the Nation with a 
major challenge calling for maximum law enforcement efforts at every level of 
Government; 

Wllereas coordination of aU Federal criminal law enforcement activities and 
crime prevention programs is desirable in order to achieve more effective results; 



36'9 

Whereas the Federal Government has acknowledged the need to provide as
sistance to State and local law enforcement agencies in the development and ad
ministration of programs directed to the prevention and control of crime; 

Whereas to provide such assistance the Congress has authorized various de
partments and agencies of the Federal Government to develop programs which 
may benefit State and local efforts directed at the prevention and control of crime, 
and the coordination of such programs is cIC'sirable to develop and administer 
them most effectively; and 

Whereas the Attorney General, as the ("hief l!l.w officer of the Federal Govern
ment, is charged with the responsibility for un prosecutions for violations of the 
Federal criminal statutes and is authorized under the Law Enforcement As
sistance Act of 1965 (79 Stat. 8f.8) to (!oopernte with and assist State, local, or 
other public or private agencies in matterR relating to law I'nforcement organiza
tion, techniques and practices, and the pr,evention and control of crime: 

NOW, therefore, by virtue of the authol.'itJ' v£'st~d in the President by the Con
stitution and laws of the United Swtes. it 1s ordered as follows: 

SECTION 1. The Attorney General is .bure'\w deSignated to facilitate and co
ordinate (1) the criminal law enfOl'C",roellt a ~ti\'ities and crime prevention pro
grams of all Federal departments and ageuci~l:l, and (2) the activities of such 
departments and agencies relating [0 the development and implementation of 
Federal programs which are design,!6, in \\'hoie or in substantial part, to assist 
State and local law enforcement a:~'.'ncies IH.1l crime prevention activities. The 
Attorney General may promulgate ~uch r 1li0h' and regulations and take such ac
tions as he shall deem neceSSflr3' ()r apPl'oJll'ii't", to carry out his functious under 
this Order. 

SEC. 2. Each Federal department and8.g',JUCY is directed to cooperate ,vith the 
Attorney General in the performancH of hi" {unctioJ1s under this Order and shall, 
to the extent permitted by law and wituin L'lC limits of available funds, furnish 
him such reports, information, and assisl:ll~lr,:l as he may request. 

LYNDON JOHNSON. 
THE WHITE HOUSE, Febntary 1, 191j3. 

[F.R. Doc. 68-1688; Filed, ]'0':). 7,1968; 12 :16 p.m.] 

NTP ACCOMPLISHMENTS, 1~,,'nl'ARISON BY FISCAl. YEAR 

OS direction IRS direction 

Cases selected (joint and audit) _____________________________ 
Intelligence: Cases completed ________________________________________ 

Withdrawal recommendations ___________________________ 
Prosecution recommendations ____________________________ 
Ratio of prosecution recommendations to completed cases 

lnafr~r~~~?s-_-_~::::::::::::::::::::::::::::::::::::::::: 
Audit: 

I~'litoc;:r~a~o:~3p-e-ria1tyreciimm,;iiifa'iiiiiis-(iiiiiiiois5:::::: All cases closed _______________________________ • ________ 
Additional tax and penalt~ recommendations (millions) ______ Collections: Seizures (millions _______________________________ 

Note: Target cases are major traffickers. 

Fiscal year Fiscal year Fiscal year 
1972 1973 1974 

791 831 421 

143 503 663 
89 286 418 
54 217 245 

35.7 43.1 37.0 
23 96 86 

112 479 577 
$30.9 $41.6 $33.3 

689 2.419 2,030 
$54.2. $94.4 $75.6 
$8.5 $14.3 $8.1 

Fiscal year 
1975 

S mo 

99 

lot 
139 
62 

30.8 
2.1 

159 
$4.4 

341 
$8.4 
$1. 7 

EXCERPTS FROll! SUPPLEMENTAL REPORT ON A CONTEMPORARY AND FUTURE VIEW OF 
THE CRIMINAL LAW EN~'ORCE}'lENT FUNOTlON IN THE IRS, PREPARED BY: REX D. 
DAVIS AND E. J. VITKUS, FEBRUARY 12, 1970 

A LAW ENFOROEMENT PROGRAM FOR THE SEVENTIES 

'1.'1;", existence of crime, the talk about orime, the reports of crime, and the fear 
of crime have eroded the basic quality of life of many Americans. 
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THE PRESIDENT'S COMMISSION OS LAW ENFORCE:!.IENT AND ADMINISTRATIOl'I OF 
JUSTICE 

In response to demands by American society, this and preceding administra
tions have co=itted themselves to abatement of the crime problem in the United 
States. Department of Justice Organized Crime Strike Forces, substantial in
creases in federal law enforcement personnel, additional anti-crime legislation, 
and creation of the Law Enforcement Assistance Administration offer tangible 
evidence of the commitment. In his State of the Union Address on January 22, 
1970, President Nixon reiterated his stand IUgainst crime and pledged additional 
funds for law enforcement at a time when most programs were being cut. In 
other words, the American people are demanding an all-out war against crime 
and they are getting it. 

Crime in America can be classified in many ways. The most popular view 
today is that crime is made up of crime in the streets (murder, rape, robbery, 
assault), white collar crime (embezzlement, ldckbacks, corruption, price fixing, 
tax fraud), and organized crime (combinations to achieve unlawful purposes 
by legal means or lawful purposes by illegal means). The Internal Revenue 
Service is concerned with all of these categories of crime. As a result, the Service 
can not be insulated from social pressures for action against crime and from 
becoming a full partner in the administration's commitment. 

There are several factors which are causing a change in the approach to law 
enforcement generally. A long line of restrictive Supreme Court decisions has 
forced law enforcement organizations to revise lJraditional investigative tech
niques. Civil unrest On the part of dissident groups in American society has 
adde1:1 a new dimension of social and political sensitivity to otherwise routine 
cases. As organized and white collar crimes become more sophisticated their 
investigation requires more imaginative and time-consuming apP'roaches. Finally, 
law enforcement organizations are becoming more professional as they receive 
additional training and resources in response to the public demand for an all
out fight against crime. 

Obviously, all of these factors have a greater impact on state and local law 
enforcement organizations than 1hey do on the b~tter-trained, better-endowed 
federal law enforcement agencies. As the state and local organizations receive 
training and resources, there will be less and less difference between the quality 
of state and federal law enforcement. During the seventies, criminal lawen
forcement at all levels will be characterized by more subtle investigative tech
niques, increased sensitivity to the social implications of clJ.'ime, greater cooper· 
ation between agencies and better quality prosecution cases. 

OrirninaL Enforcement anit Volll.ntary Oomplia.nce 
To meet the long, uphill battle against crime in the seventies, the Internal 

Revenue Service must accept the responsibility for conducting a criminal law 
enforcement program for its own sake and without the necessity for invariably 
relating to the inte~rity of the self-asse~sment system. 

A rather traditional view has been that every transaction of the Internal 
RevE'nue Service must be directly related to voluntary compliance. Those ac
tivities which are tangential have become organizational bastards in the minds 
of many managers, advisors and planners. As we E'xamined the origin and con
sequences of this view, there emerged two overriding values. First, the Service 
has geared operations to make taxpayers technically compptent to comply with 
the tax laws through education, public information and direct assistance. Second, 
the Service has been determined to maintain a high degree of voluntary com
pliance through its enforcement program. We might quarrel with the adequacy 
of taxpayer assistance and some priorities within the enforcement program, but 
all in all the Service has developed and maintained a tax system second to none 
in efficiency over the past two decades. However, efficiency is not equivalent to 
effectiveness particularly at a time of dramatic social changes. Our E'fficiency, 
which centers around the assessment and collection of quick and visihle dollars, 
has become in our opinion an Achilles heel. It has in tum resulted in the sub
ordination ·of those activities which are not measurahle in favorablE' dollar tplrms. 
We fully appreciate the political and practical considerations which created this 
value systE'm. Thl're can be no question that these values had to exist as part of 
our evolutionary process. In the light of today's stresses and social changes, the 
system tends to be somewhat prehistoric and seriously hampen's the Service's 
potential as a significant change agent. 
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As we mentally scanned various activities and recent developments, there was 
evidence of untold areas which were sacrificed for an immediate high dollar 
return. The following represent cogent past and/or present examples: 

International Operations. 
Pension Trust Examinations. 
Exempt Organizations. 
Wagering Tax Enforcement. 
Lntelligence Gathering. 
Fraud Penalty Assessment and Litigation. 
'.raxpayer Assistance. 
Organized Crime. 
Audit Fraud Time. 
Delinquency Checks. 
Gun Control. 
Each of the foregoing has serious social implications. The overall pattern also 

suggests that the Service has succeeded in skirting the real gut issues which could 
blow the myth of 97% voluntary compliance into obli,v!on. 

What does this 'all mean and how does it relate to 'the criminal law enforcement 
function? In essence, we suggest that going for the quick and visi:t'" dollar has 
created a kind 01 mental complex which may have set back voluntary compliance 
anci cast the criminal law enforcement function into a tertiary rank in the Com
pliance family and a sort of necessary evil in the Internal Revenue Service as Ii 
whole. What are the indicators of this complex? 

We had already mentioned in our initial. report the ambiV'alence which -sur
rounded the OeD program for many years. We also spoke of general dissatis
factions among many criminal enforcement personnel. Furthermore, it was no 
secret that a number of top officials breathed a Sigh of relief when the ,supreme 
Court struck down the wagering ta.x laws. There has been less itha:n enthusiastic 
response about IRS getting involved more deeply in gun control enforcement. 
The current Field Audit program insures that Intelligence will not be over
burdened with referrals or that any serious attempts will ever be made to dis
co\'er high cost fraud. There is the ironical and potentially scandalous fact that 
the Audit Division i,n the Manhattan District 1138 devoted fewer actual man-days 
to fraud time than districts such as Greensboro and Nashville. There are restric
tions on criminal law enforcement personnel which go beyond the requirements of 
law. There is more concern about statistical audit coverage than identifying 
and acting on hard core noncompliance. 

There are also occurrence within the organization which so often reveal dis
comfort with criminal tax cases as reflected in the following excerpt from a 
recent National Office conference memorandum: 

There was a discussion 'of the Sears Roebuck case. A large case con
tinual audit is done of -Sears Roebuck with about a $2,000,000 a year pickup 
of addi:tional tax. It was suggested that if we proceed with a criminal case 
,Sears could stop us from dOing this continual ·audit. 

Finally there ,are frustrations among Audit personnel who want to get away 
from technical games and shifting of income between years. Although this latter 
point could be supported with reams of evidence, the following comment sums 
up one revenue agent's sense of frustration in not being able to examine the rc-' 
turns of a former public official: 

I surveyed the returns as I didn't have sufficient tim!,! to work the case. 
It would have taken three or four months to do it properly. 

While these high income returns were being routinely surveyed each year since 
1963, there was time available 'and a higher priority given to shifting income 
during the audit of many corporate retUrIlS in the same geographic 'area. 

We have no quarrel with the need for reasonahle audit coverage. Our position 
is that the present system has an adverse effect on the criminal law enforcement 
function with highly debatable in1iuence on voluntary compliance. When 'Sears 
Roebuck or any ather company is tht. subject of an ,annual pickup, often on the 
same itechnical issue over and over again, we have accomplished nothing to 
strengthen long-term compliance. If anything, we may be witnessing the deteriora
tion of respect for Audit personnel and the enforcement system. It may well be 
an IR'S-taxpayer version of "Games People Play". 

These developments would not concern us for purposes of this report if Ithey 
did not reduce the fraud consciousness of the Internal Revenue 'Service and divert 
resources from the discovery and vigorous investigation of well-insulated illnd 
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carefully thought out fraud schemes. The political contribution cases, most kick
back cases, and far too many other cases involve situations which have gone 
on for years in spite of prior audits. The nationwide dearth of fraud referrals 
among GS-12 and GS-:l3 revenue agents adds to our conviction that sophisti
cated fraud is not being uncovered within the time and with the Audif tech
niques which are now applied to cases. 

As one final point, we might look at the experience which occurred in Montreal, 
Canada, on October 6, 1969, and gain some insight into the nature of "voluntary" 
compUance. The Montreal pOlice had gone out on strike. And that day one of the 
most civilized cities in the world found what it was like to be wIthout police 
protection during one day and night. Before the ordeal known as "Black Tuesday" 
wa.s over, two men were slain, 48 wounded or injured in rioting, 7 bank holdups 
(l.J,'10 of all holdups for a full year) were committed along with 17 other.rob
beries at gunpoint and 196 burglaries. More important for our purposes, hundreds 
of ordinarily disciplined and peace 10Ying citizens went wild, smashing 1,000 plate 
glass windows in the heart of the city and looting stores. The losses and damages 
exceeded one million dollars. 

/ ~l"he statistics alone are not too meaningful. It was the social a,nd psychological 
phenomenon which gave the story its real horror. The resulting message was 
about the "thin blue line" that separates civilization from chaos and anarchy. 
There were riffraff out that night. But it was the behavior of ordinary people 
that caused the most perPlexity and anxiety. Men and women of every kind 
and variety flocked into the street to abandon their inhibitions. 

ORGANIZING FOR LAW ENFORCEMENT 

Modern management theory holds that an organization should be structured 
to accomplish its objectives. For a law enforcement organization, this means 
the ability to detect. investigate and prosecute violators of the laws over which 
it has jurisdiction. Therefore, it becomes neceS"...B.ry to example the character 
of the crime problem in the United States with particular emphasis on those 
areas over which thE' Internal Revenue Service has responsibility. 

The "local" crime problem in the United States is being viewed increasingly 
as an area or regional problem rather than the exclusive respollsibiUty of any 
particular political subdivision. l\Iore and more, cities, counties and states are 
joining together in the regional approach to solution of crime. Considerable 
emphasis is placed on the regional planning approach to law enforc-ement in the 
Law Enforcement Assif;tance Act of 1068. Underlying this philosophy is a recog
nition that, il). today's complicated society the highly mobile criminal does not 
respect political boundaries. 

The same considerations exist in meeting the crime problem at the federal 
level. Many federal criminal statutes are constitutionally based on an interstate 
element. Militant organizations and civil disobedience groups operate on a 
national scale. Organized criminal groups generally operate over a regional area 
coYering several poUtlcal divisions. Wagering tax violations usually have inter
state implications. The traffic in firearms generally extends between different 
states. Large scale tax fraud ordinarily has ramifications in more than one state 
and even international aspects. Illicit liquor violations may extend between 
states and sometimes between regions. Legal liquor violations frequently have 
national implications. In other words, a large part of the criminal activ.ity 
investigated by the Internal Revenue Service is either interstate, national or 
internati.onal in scope. 
Oentralization v. Decentralization 

If we were bss than clear on this issue in our original report, it was not delib
erate. Our definition and concevts were necessarily Ii bit obscure due to the 
focus of the overall orga.niuwtivllal study. An added dilemma was tIle practical 
Ieulization that criminal law enforcement would not determine the ultimate 
shape of the Service. In other words, if the final structure was a two tier orga
nization, there was little value in a three tier perspective for criminal enforce
ment activities. Conversely, ·there were no compelling reasons to rule out a 
three tier alternative if a newly desigued three tier structure overcame the 
fragmentation which exists in ·the current 58 district alignment. 

We should perhaps begin a reexamination of the centralization vs. decentral
i:r.ation question with the following categorical statement. We do not favor nor 
to our Imowledge do any other responsible criminal enforcement officials favor 
a structure which directly or indirectly resembles the F.B.I. Since our initial 
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charter called foy an examination of altematives, we attempted to use the 
extremes (Alternatives I am VI) as points of references for the advantages 
and disadvantages and as a means to avoid reflecting our personal preference. 

We believe that the most effective way in which the Internal Revenue Service 
can respond to criminal activity is through a greater geographic centralization 
of law enforcement operations. This approach would eliminate many of the 
problems associated with internal jurisdictional boundaries, provide flexibility 
in the allooation of resources and permit a rapid response to critical crime 
problems. 

The Service can also mere effectively organize for the seventies through cen
tralization or merger of its criminal enforcement function lmder distinct leader
ship at the Assistant CommisSioner level. This would provide an independent 
forum for establishing criminal enforce:nent priorities which are now obscured 
in the compliance monolith and permit improved utilization of manpower, 
equipment and other resources. It would facilitate cross-training and broaden 
career opportunities. A unified command would also inevitably lead to increased 
emphasis on collection and dissemination of the Type of intelligence which is 
becoming the life blood of successful law enforcement organizations. Most 
important; however, would be the direct and indirect benefits which would flow 
from having a fully supported and distinguishable criminal enforcement func
tion with a well-defined miSflion common to all its members. 

Next, the effective organization. of the criminal enforcement function should 
include both a centralization and a decentralization of authority. The National 
Office official responsible for law enforcement should have sufficient authority 
to assist in the formulation of Service pOlicy, to represent the Servicp. on law 
enforcement matters and evaluate the effectiveness of field operations. The 
official responsible for regional field operations should have sufficient authoritr 
to make operational decisions, represent the Service in regional law enforce
ment matters and allocate resources within hill jurisdictional area. 

In many areas Service tax policy is inextricably interwoven with the criminal 
enforcement function. AS a result the function must remain responsive to the 
overall Service policy and objectives. In other words, while we do not believe 
the Internal Revenue Serv,ice dog should iguore its law enforcement tail, neither 
do we believe that the tail should wag tile dog. 

We frankly believe that the proposed criminal law enforcement design, with 
some greater freedom, higher priority and an integrated organizational struc
ture could add greatly to a more socially oriented Internal Revenue Service. This 
doesn't mean throwing the bool, and all controls away or iguoring developments 
which occurred in Newarl{ and New York. However, these recent developments 
demonstrate two salient facts. First, a highly decentralized criminal law en
forcement organization offers no guarantee of integrity or operational effective
ness. Second, we perhaps have already relied too much on controls, paper work, 
chain of command, and legalistic niceties which steal untold time away from 
managerial and supervisory personnel. If a supervisor lacks the time or the 
sense of responsibility to get involved with case and personnel management, the 
key link is broken. Furthermore, our current structure seriously dilutes direct 
responsibility for overall criminal law enforcement activities. This condition 
leaves us vulnerable to breakdowns and often helpless to nail down the cause. 

SummlPry 
The foregoing organizational concepts offer a positive response to the changing 

needs of criminal enforcement and meet such conditions as outlined below which 
now impair the effectiveness of our enforcemcnt efforts: 

A Chief, Intelligence with three working special agents is an anachronism in 
a modern well-managed organization. In fac.t the condition reminds us of the 
popular musical, "Call Me l\fadam", which appeared on Broadway some years ago. 
The Control Group mlty recall that the play featured a woman ambassador to 
the Grand Duchy of Liechtenstein with its population of 15,700. International 
poUtics may force us to have ambassadors to Liechtenstein and state politics may 
force us to maintain Chiefs, Intelligence in South Dakota but the absurdity is 
difficult to iguore in any study of organization. 

The criminal law enforcement function of the early 1950's cannot effectively 
carry out the criminal law enforcement function of the socially unbalanced 
1970's. 

There is too much evidence of highly routine criminal cases being worked 
expeditiously in some areas while major noncompliance problems collect cob
webs due to lacl, of resources in other areas. This condition has far more to do 
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with the fundamental difficulty in and organizational barriers to short-term 
shifts of manpower rather than in long-term allocation of resources. 

The l:ioutlleast Region recently shifted seven special agents to the Birming
ham District to cope with a politically hot and corrupt practice. Although the 
realignment was accomplished due to the fine cooperation of all districts, the 
negotiation process required days instead of hours to accomplish. 

~'he present structure does not adequately mesh the l:iervice's total criminal 
law enforcement function. 

The system now forces far too many decisions to the highest levels of the 
Service and relieves the criminal law enforcement officials from true account
ability for their actions and effectiveness. Too often National Office decision 
making is regarded at the field level as lack of confidence and poor substitute 
fuI' holding top field officials accountable. l:iociety and the federal courts are 
m!l1.ing criminal law enforcement a goldfish bowl. As a con~equence no field 
manager (if given more latitude) could long survive bad judgment nor find it 
desirable to step far outside l:iervice policies. 

Interstate crime, subsidiary operations, international transactions, and a 
highly mobile society have outdistanced the l:iervice's present structure of 
criminal law enforcement. Our highly decentralized organization fragments and 
obl!tructs an aggressive and effective response to well insulated fraud and other 
criminal transactions. 

The l:iervice seems to have no alternative except to plan for the worst in today's 
times. Since society is demanding and getting an unprecedented emphasis on 
law enforcement, we can ill afford to remain aloof and detached from social 
trends. 

If the Internal Revenue Service is to offer a serious challenge to much of the 
younger generation, the challenge will not lie in fast audits and technical games. 
The criminal law enforcement function is far more likely to appeal to a large 
segment of the new generation. White collar crimes, organized crime, police 
corruption, gun control, illicit alcohol, numbers and other gambling operations 
among low economic levels, and other criminal enforcement activities have 
Significance. Each of these areas have strong social implications, bear on the 
quality of life in the United States and rank high in the value system of this 
nation's well-educated youth. 

The increasing pressures, sensitivity and importance of the criminal law 
enforcement function dE:nand some form of full-time representation at the 
Assistant Commissioner level. 

'We can add very little more to an examination of centralizlltion vs. decentral
ization. Suffice it to say that many dissatisfactions can be detected in the 
present way of doing things. Our view is that most are legitimate complaints of 
well motivated people who seek to do a better job. If what they are saying cuts 
no ice in the final deciSion-making, the structure will not disintegrate. They 
will continue to work and make the best of things. Thus our fear is not the 
physical departure of people. Our greater concern is the gradual decay of their 
spirit and creative processes. 

D. IRS AND DEA POLICY 

DEPARTMENT OF JUSTICE-INTERNAL REVENUE SERVICE ,GU1DELINES REG.AllDING 

COOPERA'l'ION IN JOINT INVESTIGATIONS 
Januarv 8, 1976. 

I. G€neral Purposes and Objectives 

Department of Justice-The Attorney General is designated to facilitate and 
coordinate the criminal law enforcement activities of the federal government. 
In accordance with that responsibility, the Internal Reyenue Service has con
sistently cooperated with the Department of .Tustice in criminal investigations 
and prosecutions involving civil or criminal tax consequences. The Attorney 
General h.as determined that priority must be given to the investigation and 
prosecution of organized criminal activity, corruption in government, narcotics 
trafficking, and aU forms of white-collar crime. Such crimes can be efficiently 
and effectively investigated and prosecuted 'by Department of Justice attorneys 
and IRS agents worldng together in .a spirit of cooperation toward the same 
goal-the vigorous and impartial enforcement of the law. Such cooperation is 
often esselltialto detect and to prosecute those persolls involved in snch activity. 
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Internal Revenue Service-The mISSIOn of the Internal Revenue Service is 
the fair and effective administration .and enforcement of the tax laws of the 
UnHed States. This process must be carried on in a way which most effectively 
utilizes the resources of the Internal Revenue Service and which does not 
imperil its reputation for fair and impartial administration of those laws . .An 
important part of this responsibility for tax administration is the vigorous 
enforcement of the criminal sanctions within its jurisdiction. To encourage com
pliance with the tax laws, the criminal enforcement program should be equitably 
applied and characterized by broad occupational and geographical coverage. The 
Department of Justice shall continue to assist in the achievement of this mission 
by prosecuting those criminal tax cases referred to it by the Internal Revenue 
Service which the Department of Justice determines in the exercise of its dis
cretion are appropriate for prosecution. 

As part of the tax law enforcement responsibility of the Internal Revenue 
Service, special agents and revenue agents, possessing a special expertise in the 
investigation of crimes with financial aspects, will cooperate with United States 
attorneys and Department of Justice attorneys in developing cases concerning 
tax violations which are witi~:n the enforcement jurisdiction of the Service. 

This cooperation, which shall be consistent with the compliance objectives of 
the Internal Revenue Service. ':'ntails the commitment of intelligence and ,audit 
manpower to the investiga'"1or, and prosecution of tax offenses related to organized 
criminal activities, corruption in government, narcotics trafficking, and white
collar crime. 

II. Operational and Control Aspects of Investigations With U.S. Attorneys and 
Department of Justice Attorneys 

A. Supervision of IRS Agents 

The investigative activities of lI1.S agents working on a joint investigation with 
the Department of Justice will be coordinated by the United States attorney 
01' Department of Justice attorney in charge of the case. IRS is to participate 
in the planning and contribute to group strategy and operations through in
vestigations conducted in its specialized area of responsibility. IRS agents will 
be assigned by IRS supervisors and the IRS will retain complete control over 
its own operations. 

B. Seleotion ('f Oase8 tor Investigation 

Consistent with its compliance goals and criteria, the Internal Revenue Service 
will cooperate fully with United States attorneys and Department of .Tustice 
attorneys in criminal tax investigations where there exists potenial criminal or 
civil tax violations. 

In selecting cases for investigation and possible prosecution, DOJ and IRS 
will: 

(l) Recognize that appropriate priority be given to investigations involving 
organized crime, major narcotics trafficking; public corruption and white-collar 
crimes; 

(2) Consider the limitations upon their resources including the availability of 
personnel; and 

(3) Recognize the IRS's policy of It balanced program of tax enforcement and 
administration. 

O. Oond .. ct of Inve8tigations 

The Internal Revenue Service and the Department of Justice recognize that 
it is frequently impossible to determine at the outset of an investigation what 
types of charges, suitable for prosecution, will result from the investigation. 
Consequently, no premature determination regarding the eventual potential of 
cases under investigation shall be made by either the IRS or the Department of 
Justice. 

During the course of an investigation, it may be concluded that it is not rea
sonable to continue to develop eUller a civil or criminal tax case. If this occurs 
the IRS will normally withdraw its personnel from the case. In the event that 
an individual case presents difficulties or disagreements respecting withdrawal 
of IRS personnel from any particular case, the difficulties or disagreements shall 
be referred to the Coordinating Committee. In resolving such difficulties or dis
agreements the Coordinating Committee sball conSider, among other things, the 
effect of such withdrawal upon the development of the ('ase and thl' comparative 
manpower needs and total enforcement resources of both IRS and DOJ. 



37'16 

D. Participation in. Strike Forces 

The Internal Revenue Service shall assign an intelligence agent to each Strike 
Force to act as Strike Force representative who will cQordinate Strike Force 
objectives with the district or districts in the cases under investigation. It will 
also designate for each Strike Force an IRS audit group manager to act, on an 
as needed basis, as policy and program adviser to the Strike Force. The Strike 
Force representative will remain under the supervision and control of IRS super
visors. However, their participation in Strike Force investigations will be co
ordinated by the Strike Force attorney who will also assist in the formulation of 
enforcement policies and the selection of cases for potential investigation. How
ever, final authority concerning taAlIayers to be investigated by IRS will be 
vested in IRS. IRS Strike Force representatives will patrieipate with representa
tives of other agencies in the analysis and evaluation of organized crime activi
ties, and IRS will be provided \vith all relevant information pertaining to poten
tial criminal or civil tax cases. Disagreements concerning commencement of par
ticular investigations may be referred to the Coordinating Committee. 

Fl. Proseattting a Oase In.volving Taw and Non-Taw Offenses 

In situations in which a criminal tax case and a non-tax criminal case in
volving the same taxpayer, or arising out of the same set of circumstances, are 
referred to the Department of Justice for prosecution, the Service and the De
partment of Justice will make every effort to coordinate the prosecution for 
both the tax and non-tax criminal cases. This coordination will manifest itself in 
obtaining, whenever possible, simultaneous indictments and the prosecution of 
both types of cases with equal vigor. For example, in any situation in which an 
attorney of the Department of Justice or an United States Attorney agree to 
accept a plea, every effort will be made to insure that any such plea accepted 
shall involve a plea of guilty, other than a plea of nolo con.tendere, to at least 
one tax offense. 

III. Exchange of Information 

A. The Department of Justice, including the Federal Bureau of Investigation, 
shall supply IRS with any information that the Department obtains concerning 
possible tax violations. 

B. To the extent permitted by applicable law and regulations, the IRS shall 
supply the Department of Justice with any information. obtained during a tax 
investigation, relating to the possible commission of non-tax crimes. Normally 
IRS will not further develop such information except with appropriate super
visory review and where further development is necessary and this can only be 
accomplished by IRS personnel. 

IV. Coordinating Committee 

A six man committee is hereby established to monitor the application of these 
~idelines. IRS shall designate the following as members of the Committee: (a) 
the Commissioner or Deputy Commissioner; (b) the Chief Counselor Deputy 
Chief Counsel; and (c) the Assistant Commissioner (Compliance) or Director, 
Intelligence Division. The Department of Justice shall deSignate the following 
as members of the Committee: (a) the Deputy Attorney General or an Asso
ciate Deputy Attorney General; (b) Assistant Attorney General for the Criminal 
Division or the Deputy Assistant Attorney General for the Criminal Division; 
(c) Assistant Attorney General for the Tax Division. 

The Committee, which is authorized to receive and consider communications 
concerning the implementation of these guidelines and to discuss and negotiate 
their application to particular cases, is to serve as a focal point for the discussion 
of the nature and extent of each agency's participation in cooperative investiga
tive efforts and for the resolution of any other disagreements with respect to 
criminal investigations, indictments or prosecutions. 

The Committee shall have no authority to meet and transact business unless 
at least two of the three members of each agency's membership are in attendance. 

Dated: January 8, 1976. 
HAROLD R. TYLER, .Jr., 

Dep-uty Attorney General, Department of JlI,stice. 
DONALD C. ALEXANDER, 

Oom11l4ssioner of Internal Revenue. 
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MEMORANDUM OF UNDERSTANDING· BETWEEN THE INTERNAL REVENUE SERVICE 
AND THE DRUG ENFORCEMENT ADMINISTRATION 

July 27, 1976. 
The following is an excerpt from the President's message to the Congress 

dated April 27, 1976: "I am directing llie Secretary of the Treasury to work 
with the Commissioner of the Internal Revenue, in consultation with the Attor
ney General and Administrator of the Drug Abuse Enforcement Administration, 
to develop a tax enforcement program aimed at high-level drug trafficking. 
We know that many of the biggest drug leaders do not pay income taxes on the 
enormous profit they make on this criminal activity. I am confident that a 
responsible program can be designed which will promote effective enforcement 
of the tax laws against these individuals who are currently violating these laws 
with impunity." 

In order to carry out the President's program aimed at high-level drug traf
ncking and to promote effective enforcement of the tax laws against those indi
viduals who are violating these laws with impunity, the Internal Revenue Service 
(IRS) and the Drug Enforcement Administration (DEA) have agreed to the 
following: 

I.-Primary liaison between IRS and DEA will be maintained at the National 
Office level of IRS, and at the Headquarters level of DEA. The Assistant Admin
istrator, Office of Intelligence, DEA, and the Assistant Commissioner (Compli
ance), IRS, are designated Senior C'oordinating Officials responsible for imple
menting the provisions of this Memorandum of Understanding and are responsible 
for monitoring the progress of the program within their respective agencies. 

H.-The responsibility for the investigation of substantive narcotics violations 
will remain with DEA. The responsibility of IRS is to conduct appropriate civil 
examinations and criminal investigations of high-level drug leaders and financiers 
who IRS determines to have violated the internal revenue laws using its estab
lished standards. 

To assist IRS in identifying high-level drug leaders and nnanciers, DEA will 
provide IRS information about individuals identified by DEA as Class I violators. 

HL-IRS will furnish information involving substantive narcotics violations 
either direct to DEA or to the Assistant Attorney General, Criminal Division, 
Department of Justice, in accordance with the disclosure laws and regulations. 
DEA will furnish to IRS, on a continuing basis, financial information and 
documents obtained by DEA relevant to the possibility of tax violations by all 
individuals involved in narcotics trafficking, regardless of their level of involve
ment. However, only those individuals who meet DEA Glass I criteria will be 
considered for inclusion in this program. 

The exchange of information between DEA and IRS will 'be subject to all 
procedures established under,and will be accounted for in accordance with the 
Privacy Act of 1974. 

IY.-The primary responsibility for gathering information relating to and the 
identification of major narcotics leaders remains with DEA. DEA will furnish 
periodically to the IRS, National Office, an updated list of selected Glass I 
violators together with information relating to the individual's involvement in 
narcotics and whatever financial information DEA may have for IRS to deter
mine the individual's compliance with the tax laws. The IRS, National Office, 
will distribute this information to the appropriate IRS regional offices for further 
evaluation anel dissemination to the IRS district offices. The IRS district offices 
will supplement the information by contacting the local DEA office and by 
independently developing additional tax-related information in accordance with 
normal IRS procedures. 

V.-DEA Class I violators are generally given investigative priority by DEA. 
Therefore, to avoid compromising DEA investigations llnd endane:ering DEA 
personnel and cooperating individuals, IRS will ordinarily honor DEA requests 
to temporarily suspend or limit specific IRS investigative acts involving such 
cases. For example, IRS will ordinarily honor a DEA request to temporarily 
suspend any IRS activity which would expose or hinder the activities of DEA 
undercover personnel; however, other IRS investigative and examination ac
tivities related to the CLse would proceed. All such requests from DEA Regional 
Directors should be in writing and should state the specifiC activities to be tem
porarily limited and the period of time for which the suspension is requested. 

YL-Appendix One is a list of IRS district offices and posts of duty cross 
referenced to DEA offices baving jurisdictional responsibility within tbe district. 
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The Chief, Intelligence Divisions, IRS, in each of the districts designated, is the 
responsible official for implementing an effective liaison program with all DEA. 
offices located within the IRS district. 

VII.-The statutory authority of IRS is clearly limited to those matters falling 
within the purview of the Internal Revenue Code. A.ppropriate IRS officials at 
the district level shall make the final determination as to which cases shall be 
subject to either an audit examination or a o:!riminal investigation. The investiga
tion and prosecution of sUbstantive narcotic violations l)y DEA. will p:enerally 
take precedence over the investigation and prosecution of tax violations. However, 
in those instances where the tax investigations have either been completed or 
substantially completed, DEA. and IRS will cooperate in attempting to secure 
simultaneous indictments. 

VIII.-Jeopardy assessments and terminations of taxable years, which are 
measures provided in the Internal Revenue Code to protect the tax revenues 
when collection is believed to be in doubt, will be made only in accordance with 
the provisions of the Code, as interpreted by the U.S. Supreme Court. A.ppendix 
Two contains the text of Sections 6851 and 6861 of the Internal Revenue Code 
and the Syllabus of the recent decision of the U.S. Supreme Court in Laing v. 
U'llIitett States, which relate to jeopardy assessments and terminations of taxable 
years. The IRS will assist the DEA. in a program to inform DEA. field personnel 
of the Judicial and proposE'd legislative limitations of the IntE'rnal RE'venue 
Service's Jeopardy and Termination A.ssessment powers to minimize any friction 
that might result if DEA. agents' expectations as to the use of these powers are 
frustrated by such limitations. 

IX.-To fUrther an understanding of the jurisdictional responsibilities of DEA. 
and IRS, personnel of the respective agenCies are authorized to partiCipate in 
training programs conducted by the other agency. Such participation shall be 
limited to the exchange of qualified instructors to participate on a temporary 
basis as guest lecturers. This cross-training can best be coordinated and accom
plished at the district level. 

X.-IRS personnel are not authorized to participate in arrests, raids and 
similar activities with DEA. personnel. 

XI.-In emergency situations where the safety of DEA. or IRS personnel is in 
jeopardy, all necessary assistance will be rendered without delay by personnel of 
the other agency. 

XII.-Central Tactical (CENTA.C) Units are created by DEA. to direct investi
gative activities at key individuals who, under varied positions of power in drug 
trafficking organizations, are insulated from normal investigative efforts. 
CENTA.C Units are conspiracy oriented and are specially designed to investigate 
drug networks that cut across local, state, regional, national, and international 
borders. Each unit has direct control of the investigation as it develops. They are 
highly mobile, having authority to pursue an investigation wherever it ma~ lead. 
The CENTA.C Unit collects documents, organizes and corroborates testimony 
and other evidence to be presented to grand juries sitting in judicial districts 
where violations have occurred. 

With the approval of both Senior Coordinating Officials, IRS may detail, on a 
temporary basis, IRS personnel to provide specialized assistance to CENTA.C 
Units. IRS personnel will at all times remain nnder the direct control and super
vision of IRS management and their duties in this liaison capacity shall be 
limited to review and evaluating tax-related information obtained by DEA. 
CENTA.C Units. 

XIII.-Tax-related books, records and other documents seized by DElA. per
sonnel as a result of the execution and return of search and arrest warrants may 
be examined by IRS personnel to determine whether the individuals involved 
had compliE'd with the internal revenue laws. 

XIV.-IRS and DEA. personnel will not discourage potential sources of infor
mation from furnishing information to the other agency j and will not compete 
for informants or information. Thi8 cooperation shonld be made known to po
tential sources of information in order to cUscourage informants from "agency 
shopping." 

XV.-The debriefing of informants by DEA. personnel will include an inquiry 
about finuncial information ancl potential tax violations. If the informant. ap
pears knowledgeable about these matterfl, DEA. per~onnel will. if appropriate, 
E'ncot1rage the informant to meet directly with lUi'; personnel. If the informant 
declines, DEA personnel will debrief the informrmt of any financial information 
and information relating to potential tax viola~ions, and will transmit such in-
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formation to IRS in accordance with DEA IJrocedures. When it apIJeal's that an 
IRS informant is knowledgeable concerning IJotential narcotics violations, IRS 
will encourage the informant to meet directly with DEA. personnel. If the in
formant declines, IRS personnel will debrief the informant of the information 
relating to potential narcotics violations and will transmit such information 
either direct to DEA or to the Assistant Attorney General, Criminal Division, 
Department of Justice, in accordance with the discolsure laws and regulations. 
IRS will be responsible for evaluating and, where appropriate, making payment 
for financial information concerning potential tax Yiolations; and DEA will be 
responsible for evaluating and, where appropriate, making payment for informa
tion relating to potential narcotics violations IRS and DEA will coordinate to the 
extent necessary to prevent duplicate or excessive payments for the same 
information. 

XYI.-DEA shall furnish IRS with strategic information and stUdies relating 
to the domestic and international flow of funds used in narcotics trafficking. To 
the extent this strategic information, unrelated to tax matters, is further de
veloped by IRS, the additional information will be furnished to DEA. DEA and 
IRS Senior Coordinating Officials may authorize joint studies that would benefit 
both agencies. 

Date: July 27, 1976. 
PETER BENSINGER, 
Administrator, Druu Enforcement Administration. 
DONALD C. ALEXANDER, 
Oommissioner ot Internal Revenue. 

APPENDIX I-DISCLOSURE AND EXCHANGE OF INFORMATION 

.01 The disclosure of tax information from Internal Reyenue Service files will 
be governed by Sections 6103 and 7213 of the Internal Revenue Code of 1954, 18 
U.S.C. 1905 and Treasury Regulations Sections 301.6103 (a)-l(f) and (g) . 

. 02 Disclosures initiated by the Internal Revenue Service concerning informa
tion related to tax returns or obtained in the course of tax investigations, but 
involving non tax Federal violations, must be made as follows: the Service will 
notify the Assistant Attorney General, Criminal Division, that the Service has 
obtaillE'd information concerning the possible violation of Federal narcotics sta
tutes. If the Assistant Attorney General submits a request for the information, 
under the provisions of 26 CFR 301.6103(a)-1(g), disclosure of information 
specifically concerning the violation will be authorized . 

. 03 Facts or information, relating to the commission of nontax Federal crimi
nal acts or violations of non tax Federal criminal laws, not directly or indirectly 
related to a tax return or a tax iuYestigation, may be <lisclosed by IRS employees 
directly to DEA in emergency situations or through their supervisors when cir
cumstances permit . 

. 04 Disclosure requests initiated by the DEA. concerning matters under in
vestigation by that agency, as distinct from matters under investigation by De
partment of Justice attorneys and within their jurisdiction, must be in accord
ance with the provisions of 26 CFR 301.6103(a)-l(f) and be signed by the 
Attorney General. Requests for access by Department of Justice attorneys for 
use in matters under that agency's consideration involving narcotics violations 
must be in compliance with 26 CFR 301.6103 (a)-l (g). Such request should be 
in Writing and addresfled to the Commissioner of Internal Revenue, Washington, 
D.C. 20224, with a copy addressed to the District Director or Service Center 
Director having custody of the information. Such applications must show: 

(1) the name and address of the person or entity of concern; 
(2) the kind of tax involved; 
(3) the taxable peri'Od c'Overed; 
(4) the reason why inspection is desired, which must include the manner in 

w11ic11 the information will be used: and 
(5) in the case of requests made pursuant to 26 CFR 301.6103(a)-1(f), the 

name and the offiCial designation of the person by whom the inspection is to be 
ID'rude. 

The mpplication 'lllWlt specify 'the 'Intt1l'ori'ty for tIle request and sl1Quld indicate 
wheirh€<r inspection or copies of the Vax inf{)l"lll'ation is desired. 

'If 'applicable, the 'alpplica.tion should also request thlftt Service offici'als who 
conducted investigations concerning the named ta~ayer be 'J)ermii1ted to discuss 
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the details -of their investigation with authorized re<presentatives of the Depart· 
ment of Justice. 

Any documents furnished in response to a DEA request must be returned to 
the office furnishing them 'after they lm-ve sen·ed the purpose for which they were 
requested. 

Any questions concerning applications made on belmlf of DE.A. should be di
rected to the Director, Disclosure Operations Di-vision 'fit 964.-3908, 4263, and 
4847. 

APPENDIX II-INTERNAL REVENUE CODE SECTION 6851. TERMINATION OF TAXABLE YEAR 

(a) Income Tax in Jeopllrdy.-(I) In general.-If the Secretary or his delegate 
finds that a ta.~ayer designs quickly to depart from the United States or to 
remove his property therefrom, or to cOll'ceal himself or his prope-l'ty therein, or 
to d:o any other 'fict tell(ling to prejudice or to render wholly or partly ineffectual 
proceedings to collect the income tax for Ithe curren t or the preceding taxable year 
unless such proceedings be <brought without d-elay, the Secretary or his delegate 
shall de\!~are the tax!lJble period for such ta."'I1payer immediately terminated, ancl 
shall muse notice -of suc!h finding and declaration to be given the ta."l:payer, to
getherwith a demand for immediate payment of the vax for the taxable period 
so declared terminated and of the tax for the preceding ta .. "a<ble year or so much 
of such tax as is unpaid, whether or ndt the time otherwise allowed by law for 
filing return and paying the tax has e}.-pired; and such taxes shall thereupon 
become immediately due and payable. In -any proceeding in court brought to 
enforce payment 'Of taxes made due and payable by virtue of the provisions of 
this section, the finding of 'the Secretary or his delegate, made as llerein provided, 
wllether made 'ltd'ter notice to the tuX']!ayer or not, shall be for 'all purposes pre
sumptive endence of jeopardy. 

(2) Corrporation inliquidu'tion-If the Secretary or his delegate finds that the 
collection 'Of the income tax of a corpo-ration for the current or the preceding tax
able year will be jeopardized by the distdbution of all or, a portion of the assets 
of such corporation in the liquidation of the whole or any part of its capital 
stock, the Secretary vr his delegate s'hall declare the taxable perivd for such tax
payer immedi>ately Iterminated 'and shall cause notice of sU'ch finding and declarn
tion to be given the t.a}.-payer, together with 'U demand for immediate 'Payment of 
tlle tax for the ta.,wble period s'o declared terminated /find of the tax for the 
preceding taxable J"ellr or so much of such tax as is unpaid, whether or not the 
time otherwise allowed by law !for filing return mJ:d paying the 'tax has e}.-pired; 
and such taxes shall thereupon become immediately due and payable. 

(b) Reopening 'Of Taxable Period.-NotwithsiJanding the 1ermination of the 
taxruble period 'Of the taxpayer by the Secretary or his delegate, as provided in 
subsection Ca), the Secretary or his delegate may reopen such tax!lJble period each 
time the ta:\ .. payer .is found by the SecrffiJaI.·y or his delegate 'to 'have received in
come, within tJhe current ta..,a!ble year, since a termination of the period under 
subsection (a) . .A. taxable period so terminated by the Secretary or his delegate 
may 'be reopened by the ta."\.-payer (other than a nonresident 'alien) if he files 
with the Secretary or his delegate a true and 'ficcurate return of the items of 
gross income and of the deductions and credits allowed under this title for such 
~'l'lilruble period, toge'ther Witll such otlher inrormation as the Secret:ary or his dele
gate may by regulations prescribe. If Ithe taxpayer is 'a nonresident alien the 
taxrulJle perivd so terminated may be reopened by him if he files, or causes to be 
filed, with the Secretary or his delegate 'a true 'and accurote return of his total 
income derived from all sources within the United Sta1tes, in the manner pre
scribed in this title. 

(c) Citizens.-In the case of a citizen of the United. States or of 11 possession 
of tJb.e United States about to depart 'from the United States, the Secretary or 
his delegate may, at his discretion, waive any or all of the requirements placed 
on the ta}."j)ayer by this section. 

(d) Departure 'Of Alien.~Surbje'Ct to such exceptions 'Us may, by regulations, 
be prescribed by the Secreitary or his delegate-

1(1) No alien shall depart from the United StatE'S unless he first pl'Ocures 
from the Secretary or his delegate 'a certificate that he has complied with all 
tlhe obliglati'ons impooed upon him by the income tax la~vs. 

(2) Paym€lllit of taxes s'haU not be enforced by any proceedings under the 
pl'ovisiO!IJ.s of this section prior to the eX']!imtron of the time otherwise al
lowed for paying such taxes if, in the case of an alien rubout 'to depal't from 
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the United StJates, the Secretaxy or his delegalte determines that the collec
tion of the bax will not Ibe jeopardized by the departure of the nlien. 

(e) Furnishing I()f Bond Where Taxable Year Is Closed by the Secretary or Eif:! 
Delegate---P.aY'lllent of taxes shall not be enforced by any proceedings under the 
provisions of this section prior to the expiration of the time otherwise allowed 
for paying such taxes if the taxpayer furnishes, under regulations prescribed by 
the SecretJary or his delegate, a bond to insure the timely maldng of returns with 
respect to, and payment 'Of, such taxes or any income or excess profits taxes for 
prior yea:rs. 

SECTION 6861. JEOPARDY ASSESSMENTS OF INCOME, ESTATE, A.ND GIFT TAXES 

(a) A.uthority for Maldng-If the Secretary or his delegate believes that the 
assessment or collection of a deficiency, as defined in section 6211, will be jeop
ardized by delay, he shall, notwithstanding the provisions of section 6213 (a), 
immediately assess such deficiency (together with all interest, additional amounts, 
and additions to the tax provided for by law), and notice and demand shall be 
made by the Secretary or his delegate for the payment thereof. 

(b) Deficiency Letters-If the jeopardy assessment is made before any notice 
in respect of the tax to which the jeopardy assessment relates has been mailed 
under section 6212 (a), then the Secretary or his delegate shall mail a notice 
under such subsection within 60 days after the making of the assessment. 

(c) Amount Assessable Before DeCision of Tax Court-The jeopardy assess
ment may be made in respect of a deficiency greater or less than that notice of 
which has been mailed to the taxpayer, despite the prOVisions of section 6212 (c) 
prohibiting the determination of additional deficiencies, and whether or not the 
taxpayer has theretofore filed a petition with the Tax Court. The Secretary or his 
delegate may, at any time before the decision of the Tax Court is rendered, abate 
such assessment, or any unpaid portion thereof, to the extent that he believes 
the assessment to be excessive in amount. The Secretary or his delegate shall 
notify the Tax Court of the amolmt of such assessment, or abatement, if the 
petition is filed with the Tax Court before the making of the assessment or is 
subsequently filed, and the Tax Court shall have jurisdiction to redetermine the 
entire amount of the ueficiency and of all amounts assessed at the same time in 
connection therewith. 

(d) Amount Assessable After Decision of Tax Court-If the jeopardy assess
ment is made after the decision of the Tax C'Ourt is rendered, such asssessment 
may be made only in respect of the deficiency determined by the Tax Court in 
its decision. 

(e) Expiration of Right to Assess-A jeopardy assessment may not be made 
after the decision of the Tax Court has become final or after the taxpayer has 
filed a petition for review of the decision of the Tax Court. 

(f) Collection of Unpaid Amounts-When the petition has been filed with the 
Tax Court and when the amount which should have been assessed has been 
determined by a decision of the Tax Court which has become final, then any unpaid 
portion, the collection of which has been stayed by bond as provided in sec
tion 6863 (b) shall be collected as part of the tax upon notice and demand from 
the Secretary or his delegate, and any remaining portion of the assessment shall 
be abated. If the amount already collected exceeds the amount determined as 
the amount which should have been assessed, such excess shall be credited or 
refunded to the taxpayer as provided in section 6402, without the filing of claim 
therefor. If the amount determined as the amount which should have been 
assessed is greater than the amount actually assessed, then the difference shall 
be assE'ssed and shall be collected as part of the tax upon notice and demand 
from the Secretary or his delegate. 

(g) AbatE'ment if .Jeopardy Does not Exist-The Secretary or his delegate 
may abate the- jopardy as:::ef:8ment. if he finds l-hllt jE'opardy does not exist. Such 
abatement may not be made after a decision of the Tax Court in respect of the 
defiCiency has been renderE'd or, if no petition is filed with the Tax Court, after 
the expiration of tIle period for filing such petition. The period of limitation on 
the making of assE'ssments and levy or a proceeding in court for collection, in 
resnect of any de-ficiency. shall be determined as if the jeopardy assessment so 
ahated had not heen made, except tllat the l'lmning of SUCll period shall in Ilny 
eve!1t he sus~en~ed for the- period from the date of such jeopardy Ilssessment 
until the E'xplration of the 10th day after the day on which snch jeopardy assess-
ment is abated. . 
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TO Principal Field Offices DATE: 12/11/75 
(U.S. Customs Service/Drug Enforcement Administration) 

FROM Commissioner of Customs/Acting Administrator, 
Drug Enforce~ent Administration 

SUBJECT: Nemorandum of Understanding Betwee'l U.S. Customs Service/Drug 
Enforcement Administration 

As the Commissioner of Customs and the Acting Administrater, Drug 
Enforcement Administration, we wish to assure all personnel of both 
agencies that this Hemorandum of Understanding was signed in good 
faith by both parties and it is our intention to insure that the 
relationships between our agencies are cor,ducted according to these 
operational guidelines in both a coordinated and professional manner. 

It is of the utmost importance that the U.S. Customs Service and the 
U.S. Drug Enforcement Administration work together in an atmosphere 
of harmony and efficiency in combating the illegal.importation and 
trafficking in illicit drugs. It is essential that.each agency 
compV~ment ::Ind ~Ur=,0 ... t th~ t;'t:h,:~ i~ f'-'lfi~.!~.!"'g: t-~oi.r '!"e~!'t),..t:·hFP t"\~li

gations. 

The attached policy guidelines have bee .. establishl'd between the Drug 
Enforcement Admini~tration and the U.S. Customs Ser',ice for the purpose 
of clarifying the respective operations of each agen.~Y in regard to 
drug related enforcement activities. It is anticipated that. the 
guidance'established in this agreement will promote.and insure tha.t 

. the inter-agency relationships are in the best interests of the United 
States and wil~. result in effective and efficient law enforcement. 

A copy of this memorandum and the attached Nemorandum of Understanding 
is being sent directly to all field offices of both agencies so that 
all personnel will be immediately aware of the agreed upon operational 
guidelines. We expect all principal field offices t.O insure that 
meetings are arra.nged at the earliest date between U. s. (. ... ·.stoms Service 
and Drug Enforcement Administration counterparts ~t the various mana
gerial and working levels to develop the closest possible working 
relationships within these operating guidelines. 

Attachment ~~.~ 6 j~ 
"\ . ..!rnon D. Acree 
Commissioner of Customs 

Drug 

BtJy U.S. ~avilli.s Bonds RegtJlarly on th, Payr~1t Savings Plan 



MEMORANDUM OF !J~'tJ~l1.STAl'1D1NG 

:Between 

The Customs Service and the Drug Enforcemenc 
Administration on Operating Guidelines 

The purpose of this memorandum is to emphasize and clarify the roles and 
the need for cooperation between the respective agencies. Under the broad 
guidelines of Reorganization Plan No.2, the Drug Enforcemen~ Administration 
has been assigned the primary responsibility for " •••• intelligence, investi
gative and law enforcement functions •••• which relate to the suppression of 
illicit traffic in narcotics, dangerous drugs or marihuana •••• " Under the 
plan and delegations, Customs retains and continues to perform those func:'
tions 1I •••• to the extent that they relate to searches and seizures of 
illicit na~cotics, dangerous drugs, marihuana or to the apprehension or 
detention of persons in connection therewith at regular inspection locations 
at ports-of-entry or anywhere along the land or water borders of the United 
States ... iI However, C·ustoms is required to turn over to DEA Ifany illicit 
narc.otics, dangerous drugs, marihuana or related evidenc.e sei.zed and any 
person apprehended or detained •••• " 

Both agencies have vital roles to perform within the Federal drug enforce
ment program. Customs, as part of its overall responsibility for inter'~ 
dieting the smuggling of contraband, retains the full responsibility for 
searching, detecting, seizing s~uggled narcotics. and arresting suspected 
smugglers or any contraoand. v~~ nas the fulL r~spons10111ty for any 
narcotic-related folloW-Up investigation as well as tor providj.p.g Customs 
with information related to narcotics interdiction. Clearly, for the 
Federal effort to accomplish its enforcement goals related to reducing 
narcotics trafficking, both agencies must cooperate and pr~vida appropriate 
mutual assistance in performing their respective functions. It is mutually 
agreed that an employee who willfully violates the intent. and conditions of 
this agreement will be subject to firm disciplinary acti " 

To implement the above, the Commissioner of Customs and he Administrator 
of the Drug Enforcement Administration jointly approve '-.L following guide
lines for dealing with specific operational problems. 

1) Operational Roles of Customs and DEA 

Customs is the agency with primary responsibility for interdiction 
of all contraband, including all drugs at the lar.d, """ and air 
borders of the United States •• 

DEA is the agency with primary responsibility for 
intelligence gathering related to drug smugglin. nl 

~·.!stigation and 
trafficking. 

The Drug Enforcement Administration will notify the V.S. Customs 
Service of information from its narcotic investigation.:: Hhich 

80-321 0 - 77 - 28 
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indicates that a smuggling attempt is anticipated at or between 
an established port-of-entry as soon as possible after the in
formation is received. Such information may result in a coopera
tive joint interdiction effort but shall in no case result in un
coordinated unilaceral action. 

Within the limitations of its resources, Customs will cooperate whe~ 
requested to support DEA operations and ongoing investigations, in
cluding interception of aircraft suspected of drug smuggling and 
convoys. 

For purposes of this agreement an ongoing investigation includes 
only those cases in which information indicates a seizure and/or 
arrest should not occur at the initial point of contact in the 
United States, but should continue as a convoy to the final 
delivery point. The mere fact that a suspect or vehicle is known 
to DEA does not constitute an ongoing investigations. 

2) Law Enforcement Coordination 

Whenever Customs has information on any person, aircraft, vessel, 
etc., that is involved in or suspected of being involved in drug 
smuggling or trafficking, DEA will be the first agency contacted 
by Customs. DEA will then have primary responsibility for the 
coordination of all investigative efforts. . 

Wnenever OgA has information on any person, aircraft:, vessei', etc .• 
that is involved in or suspected of being involved in the.smuggling 
of contraband, .Customs will be the first agency contacted oy DEA. 
Customs will then have primary responsibility for interdiction if 
a seizure or arrest is to occur at the initial point of conlact in 
the United.States except in those cases under the con~rol of DEA. 

3) Placing of Transponders on Aircraft and Transponder Alerts 

Transponders will not be utilized by Customs. in drugs related 
activity without prior advice to DEA of the aircraft's identity and 
suspects involved. If DEA has an ongoing investigation, DEA will 
make the tactical decision as to the course of action to be taken~ 

Both agencies will expeditiously advise each other of all trans
ponders placed on aircraft, and immediately upon recieving signals 
therefrom. 

Customs will normally respond to all specially coded transponder 
alerts crossing the border. DEA will be given immediate notification 
whenever Customs responds to a drug-related transponder alert. 
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4) Combined Seizures of Narcotics and Other General Contraband 

Where both narcotics and general contraband are seized in the same 
case, the Customs Office of Investigations is to be notified and 
they will coordinate with DEA On a joint investigation. 

Investigative efforts will be dependent upon the magnitude of the 
violations and/or the value of the general merchand"ise seized. 

5) Violations to be Reported to the U.S. Attorney 

DEA case reports will include any custOms reports related to the 
drug violation. Customs will furnish their reports to DEA in an e~
peditious manner. DEA will present the violations to the concerned 
prosecutor for determinacion of charges. 

6) International and Domestic Drug Intelligence Gathering. Coordination 

DEA is the agency with primary responsibility for gathering intelli
gence on drug smuggling and trafficking, including air trafficking. 

Customs has primary responsibility for intelligence gathering of 
smuggling activities and also a supportive role to OEA in drug 
smuggling and trafficking. Nothing in this agreement precludes 
Customs from gathering information from the air ann m~ri~~ ~c~~nitr 
related to the smuggling of contraband. Customs will continue to 
waluLaln lla.i.l:wll anu gat..ht:oL infurma.tiun from· (ut:elgl1 Customs sarvicas 
on all smuggling activities. 

Customs will expeditiously furnish all drug-related information to 
DEA. DEA will e~peditiously furnish drug smuggling intelligence to 
Customs. Unless immediate action is required, such drug smuggling 
intelltg6nce collected will not be subjected to enforcement action 
prior to coordination between Customs and DEA. 

DEA and Customs will refrain from offering or lending support to any 
derogatory remarks regarding the othe.: agency" When dealing with 
other law enforcement agencies, Fed~ral, state and local officials 
should not be mislead as to DEA and CustomS respective responsibili
ties. 

Neither Customs nor DEA will discourage potential sources of infor
mation from working for the other agency. The promiSing of rewards 
to informants for intelligence shall ~Ot be competitively used to 
increase the price of information and knowingly encourage the source 
of inforDlatio~ to llAgency Shop." 
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Under no circumstance3 will Customs officers employ a participating 
informant for drug-related matters unless prior agreement and con
currence is obtained from DEA. Both agencies recognize that the 
identity of an informant may have to be revealed in court and that 
the informant ~ay have to testify. 

In those drug smuggling cases involving a DEA confidential source, 
. Customs will be promptly notified of the role of the informants so 
that the safety of the cooperating individual is not jeopardized. 
Customs officers will not attempt to debrief DEA informants. 

None of the foregoing is intended to limit total resource utiliza
tion of DEA and Customs law enforcement capabilities, but rather 
to insure coordination, elimination of duplication of effort, and 
prevention of counter-productive or potentially dangerous enforce
ment activities. 

At the field level, Customs and DEA offices will identify specific 
persons or organizational units for the purpose of information re
ferral and to coordinate enforcement matters. 

7) Procedures to be Followed When DEA has Information that an Aircraft, 
Vehicle, Vessel, Person, etc., will Transit the Border Carrying 
Narcotics 

For criminal case development purposes, DEA may request that such 
persons or conveyances be permitted to enter. the United States 
without enforcement intervention at that time. These requests will 
be made by DEA supervisory agents at the ARD level or above to 
District Directors or their designated representative. Such requests 
will be rare and made only when DEA intends to exploit' investigations 
of major traffickers. 

Customs officers will participate in the enforcement actions until 
the initial seizure and arrest. The number of Customs personnel 
and equipment needed will be decided by the Customs· supervisor with 
input from the DEA Case Agent, subject to the limitations of avail
able Customs resources, not to e~ceed the number recommended by the 
DEA Case Agent. 

On drug-related joint enforcement actions, no press releases will be 
made by Customs or DEA without the concurrence of each other. 

8) Drug Seizure Procedures 

Customs responsibility for interdiction of contraband, including 
illegal drugs, remains unchanged~ Using every enforcement aid and 
technique available to them, Customs officers will continue to search 
for illicit drugs. Each time any drugs are discovered, they will be 
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seized and the nearest DEA office will be' immediately not~fied 
unless otherwise locally agreed upon. Ques~ioning of arresteJ 
violators will be limited to obtaining personal history and 
seizure information for Customs forms. Further questioning is 
the responsibility of DEA. Chain of custody forms or receipts 
are required for transfers of all seized items. 

Customs will take every step possible to preserve all evidentiary 
material and not remove suspected drugs from original containers 
when such action compromises evidentiary and investigative potential. 

In those instances where DEA will not accept custody of detained 
persons ur seizure of drugs due to U.S. Attorney prosecutive 
policy, DEA will notify local enforcement authorities for prose
cutive consideration. Otherwise DEA will request Customs to notify 
these authorities. When local enforcement authority declines, 
Customs will proceed to assess administrative and civil penalties, 

, as appropriate. Otherwise, administrative and civil penalties 
should be held in abeyance until local prosecution is completed. 

9) Convoy Operations After Customs Seizures 

In those instances where DEA decides to convoy the contraband 
seized by Customs to the ultimate consignee, Customs personnel 
will fully cooperate, and will withhold publicity. All seized 
vehicles or conveyances will be included in a ~h~in of c~£tody 
tt:celpc. 

The weighing of the contraband may be waiv~d when the method of 
concealment makes it impractical. At the termination of the con
voy, an accurate weight will be supplied by DEA to the'originating 
district director, and the chain of custody will be annotated with 
the correct weight. Customs officers will not normally participate 
in this type of convoy operation. 

At the termination of this type convoy operation, involved vehicle 
or conveyance shall be released to the custody of the nearest 
district director of Customs. 

10) Disposition of Vehicles, Vessels, Aircraft and Seizures in Joint 
Enforcement 

All vehicles, vessels, and aircraft involved in joint smuggling 
cases will be seized and forfeited by Customs. Final disposition 
of the conveyance will be determined by a joint Headquarters review 
board comprised of Customs and DEA personnel. Guidelines governing 
disposition will be developed. 

Upon prior DEA request in writing, Customs will not administratively 
dispose of seized aircraft or other conveyances until it is no longer 
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required for. evidence by the courts or termination of DEA in
vestigation. 

11) Referral to Other Agencies (Chain of Custody and Laborat~~ 
Sampling) 

Customs will continue, in the case of seized heroin and cocaine, 
weighing two ounces or more, to take samples not to exceed 7 grams. 
However, the Customs laboratory will not perform the quantitative 
and qualitative analysis until completion of the prosecutive action, 
except for special contingencies. 

12) DEA Access to Customs Personnel and Controlled Areas 

Designated Customs areas are not normally accessible to others. 
Access to Customs controlled areaS and Customs personnel on an as 
needed basis will be obtained from the officer-in-charge of the 
Customs facility in each instance. Customs will honor such re
quests, provided that DEA personnel in no way interfere in exami
nation and inspection processes. 

13) Procedures When Discovery of Drugs is Made Before A~tual Violators 
Have Been Identified and Goods or Conveyances are Still in Customs 
Custody 

When Customs officers discover the presence of concealed drugs in 
imported goods. a.nd the goods or conveyances are !=iti'1 IlTldpr Cu~t;nJl1Cj 
custody or control, and they have not been claimed by a consignee 
or reached their ultimate destination, Customs shall maintain con
trol of the drugs, but DEA will be notified immediately •. Customs 
officers will cooperate with DEA and be guided by DEA's tactical 
decisions regarding investigative develupment, arrest and seizure. 

14) Any representation made to Federal, state or local prosecutors for 
mitigation of sentence or other consideration on behalf of a 
defendant who has cooperated in narcotic cases cr investigations 
will be made by DEA. DEA will bring to the attention of the 
appropriate prosecutor cooperation by a narcotic defendant who has 
assisted Customs. 

There are existing DBA/Customs agreements not covered in this document 
that pertain to cross-designation of DEA agents, mail parcel drug inter
diction and other matters. DEA and Customs mutually agree to review 
each of these and amend where appropriate for consistency with the 
cooperative intent of this agreement. 

No guidelines are all encompassing and definitive for all occasions. 
Therefore, the appropriate field management of both agencies are 
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di~ected to establish co~~unication with their respective counterparts 
to better coordinate their respective operations. Similar cooperation 
and harmonious working relationships should be implemented at all sub
ordinate levels. It must be recognized that good faith as well as 
mutual respect for the statutory responsibilities of our agencies and 
for the employees are the cornerstones upon which full cooperation must 
be established.' To this end, Customs and PEA personnel must take the 
appropriate affirmative actions to minimize conflict and develop a 
combined program which adequately serves the interests of the United 
States of America and its citizenry. 

Vernon D. Acree 
Commissioner 
U.S. Customs Service 
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Part 3-InternaI Revenue Code and Drug Traffickers 

THE ANTI-INJUNCTION ACT AND SUITS TO 
ENJOIN WAGERING TAX ASSESSi'vrENTS 

1. h -I IW))lJ(' , 1r .,~ 

Congress oft(,11 employs its taking power to regulale conduct consid
ered undesil able. I Regulation by taxation is in some respects more 
advantageous than other more traditional forms of regulation such as 
criminal statutes or licensing requirements. Often, individuals engaged in 
the taxed activity-for example, accepting wagers-must register with the 
local district director of the Internal Revenue Service2 (IRS), thereby 
admitting tJlCir involvement in conduct that may be made illegal- under 
either federal or state criminal codes.3 In addition, such individuals usu
ally must maintain comprehensive records of their taxable activities4 and 
file periodic returns.s Fulfilling these requirements ma}' also expose them 
to potential criminal liability by providing law enforcement officials with 
additional evidence of the illegal conduct.s Of course, few individuals 
comply with these requirements.7 Although the Internal Revenue Code 

I _ See, I'.g., Int. Rev. Cede of 1954, § 4101 (tax on accepting wagers); id. § 4461 (tax on 
coin-operated gaming deviccs, such as slot machines); id. § 5811 (tax on transfcrs of machine 
guns and other firearms). '. 

, Su, e.g., id. § 4412 (persons in business of accepting wagers must rcgister with officer in 
charge of local IRS district); id. § 5802 (same requirement with respect to importcrs. 
manufacturers and sellers of firearms). The definition of "firearms" includes 0111y tllOse 
types of weapons that one would normally associate with criminal activities-sawed nff 
shotguns, machine guns. silencers, bombs. grenades. or any concealable wcapon.ld. § 5845. 

3 In cI'ery state cxcept Nevada. gambling is broadly proscribed. Marchetti v. United 
States. 390 V.S. 39,44-46 & n.5 (1968). There arc also federal laws designed to cOnlrrJI 
gambling. Sre, c.g., 18 V.S.C. § 1084 (1970) (criminal sanction for intcrstate transmission of 
wagering information); id. § 1953 (sanctions for interstate transportation of wagering 
paraphcl'1lalia). 

• See, e.g., Int. Rev. Code of )954, § 4403 (persons liable for wagering tax must keep dail)' 
records of all wagers); id. § 5842 (rccords must be kept of all firearms transaclions). 

~ Sec, c.g., Treas. Reg. § 44.601 1(01)-1 (a) (l95!l) (IRS form 730 must be submitted each 
month by those liable for payment of wagering taxes). Recently, the Internal Revenue Sel'l~ce 
revised form 730 to comply with chang-es made by Act of Oct. 29. 1974.l'ub. L. No. 93-499. 
§ 3,88 Stat. 1550. addillg Int. Rev. Code of I !)54 , § 4424. Thc instructions on the form were 
rt!l'ised to explain the new law's IJrohibition against disclosure by emplu}'ccs of the Treasury 
Department of wagering tax information to statc law enforccment officials. See 1975 Int. 
Rev. Bull. No.7. at 21. 

6 Sillee Ikccmber·l. I !)74. this is no longer true with respect to wagcring tax registrations 
and returns, S.·.' Int. ReI'. Code of 1954, Ii 4424 (no Treasury Department cmployee ma), 
disclose an)' relurn. registralion, or other iJlfonllation filed pursuanl 10 the wagering tax 
SL'ltlltcs lO all)' slate or feclerallaw cnforcen)('nt agenc),}. S(r gfl/crall)' notc 32 illfra. 

1 It has becn estimatcd lhat org;lIli7.cd gambling rcc(;'ivcs between $7 billion and $50 
billion a re,lr in bcts. R. Klludtcn, Crime in a Complex Societ),: An Introduction to 
Criminologr I!)O (1970). VlIlil 19i5, the excise tax on wagering was 10 jlelccnt of the 
~.Jllount risked by the bet 101'. hit. Rc\,. Code of 195·1. § ~40 I (a). as lllllt'mil'd, Ac:t of Oct. 29. 
197'1, Pub. 1.. No, !)~·'199, § 3(a). 81l Slat. 1550 (lowering tax to two perccnt). Thus, if 
C\,Cl'yont· p:,id r"I)' t1!X t!~!!!. ~h~~ !!:::. r;;;"CiitiC f.\;;iii g-~lIlIl}iilf!; ior dR' )'t'HI"S Ix~l(n'(~ H17:, should 
hal'c IX'en allcasl S700 million (lcr year. liollc""r. in lisc,11 1!17'I, the I RS wilen"" a Illere 
$IH!i,IOO in wa)\L'ring ex.-is(! lax"s. 'I)·cas. Bull .. No\,. 197·1,:11 12. Thercfore, ilwould appear 
tlial les~ than one perCt'1ll of the potenlial wagering lax revenue is collected. 

627 

.' 
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(Code) provides criminal san~tions for failure to registerH or to file tax 
returns,!) the application of these provisions to those eng'aged in wagcring 
activitics has been declared unconstillIlional by the Supreme Court. II) Thc 
Court did not, however, hold that civil assessmcnt and enforcement of the 
tax was impermissible. 11 Conscqucntly, the IRS has concentrated its en
forcelllent efforts on the collection of wagering taxes. In doing so, thc 
IRS oftcn bases its calculations of wagering tax liability on estimates and 
projections lacking an)' substantial factual foundation.'2 A taxpayer at
tcmpting to challenge the accurateness of his tax liabililY assessed under 
such circumstances has the burden of overcoming the presumption of 
correctness accorded all 1 RS assessm.ents.13 HOlVcver, some taxpayers 
have asserted that meeting this burden of proof requires a taxpayer to 
incriminate himself.l~ Thus, taxpayers faced with large wagering tax as
sessments-pursuant to which the Government may seize virtually every
thing a taxpayer_ owns 15-have attempted to enjoin the assessments alto
gether. 

The Anti-Injunction ActIO (Act), scction 7421(a) of the Code, proscribes 
all suits to enjoin the assessment or collection of any tax. However, in 
Enochs v. Williams Pacliing & Navigation CO.,17 the Supreme Court held 
that, if the traditional prerequisites to equitable jurisdiction are met, a 

• Int. Rev. Code of 1951, § 7201 (maxilllum penalty of SIO,OOO fine or live years' 
imprison men I or both for willful al1empl 10 cvade laxes in any manner). 

• Id. § 7203 (in addilion 10 olher penalties, maximum fine of $10,000 or one year 
imprisonment or both f"0l' failure to file return). 

,0 Grosso v. United Slates, 390 U.S. 62 (19GB); Marchelli v. United Slates, 390 U.S. 39 
(19G8). For furlher discussion or Ihese cases see nole !{2 infra. 

II Marchetti v. United Slales, 3!l0 U.S. 30, GI (1968). 
U Sa note 37 and accompanying lext infra . 
• 3 Commissioner v. Hansen, 360 U.S. 4·t6, 468 (I!l59); United States v. Anderson, 269 

U.S. 422, 443 (1926). If, in a refund suit, the laxpayer argues nol that he owes no lax but 
only that the assessml~nt is excessive, he must also assume the burden of proving Ihe correct 
amount awed. Hc1vering \'. Taylor, 293 U.S. :.07, !i 14 (19:~5). Howe\'el', in a prepayment suit 
in the Tax Court, once the I<txpa)'cr has sllccessfully demonstrated the. invalidit)' of Lhe 
Commissioner's assessment, an additional hearing in wh,ich Ihe taxpayer does noi have Ihe 
burden of proof must be held 10 dcterminc Ihe correct amount due. It!. at 515·16. For 
discussion of the V<lricIUS avenues Ihrough which a tax assessmel11 can be challenged see 
notes 39-42 and accompanying text infra. Because a laxpayer may not challenge Ihe assess· 
ment of excise taxcs--surh as wagering taxes-in Ihe Tax Court, wagering taxpayers may 
only recover ('xcessivc assessmenls Ihrough ['('fllnd suils. Sfr nOle 39 infra. Thererore, 
wag~ring taxpa),ers must assllme the burden of prcll'ing either Ihal the assessment is lOudly 
invalid Ill'lhat il is excessh'c; if" excessive.lhe laxpa)'cr IIlUSI show Ihe propcr amount owed. 

" Ser, e.g., Lucia v. Unill'd Slates, '174 1'.2<1 5G5, 576 (5th Cir. 1973) (en bane); Cole v. 
Cardoza, 441 F.2d 1:137. 13:W (Glh Cir. 1(71). The s,·lr·iIKrilllinalion argument has, how
ever, been r~jecled hy Ihc WUI'IS. Srr nOll'S O(6-·IR and aC(,()lllp'lIlying lCXI infra. 

U Srr, r.K., Ianndli \'. Long. !l:I:{ F. Supp. ·to7, ·109 (W.D. Pa. 11171), m,'d, 4B7 F.2d 317 
(3d Cir.), errl. tirnird, 414 V.S. ltJ·ID (11l7:l) (Ihrcatened sci/.llre). It should be noted Ihat 
summary sei'l.lII'e of prnpcny 10 colll'ct laxes is conslilulionally permissible. See FuenlCS v. 
Shevin, 407 V.S. 67, 9t-!12 (1972). . 

)6 Th,' Anli-lt:iunClion ACI provides Ih:1I "no snil for Ihe pnrpose of reslraining the 
asscssnll')l1 or coll"clion (If an)' lax shall bc mail1l:lil1ccI in an}' coun b)' any person, whl'lher 
!!:. :~:-:t :;::t'h P,i;;iiii i;; the pi:i":\u'-. HH,liw .. i. whom sHch ("ax WitS asscsscci.~~ jilt. Key. Code ()f 

19!i4, § 7421(a). 
11 370 V.S. I (l962). 
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taxpayer can enjoin the assessment of a tax when it is apparent that the 
Government could not ultimately prevail in a refund suit to recover the 
tax after it has been collected. IN Recently. a conflict among circuit courts 
has developed concerning the circumstances that are sufficient to come 
within the Williams Packing exception to the Act.!!1 

This Note will examine the wagering tax system and suits to enjoin 
wagerin~ tax assessments. It will demonstrate that courts faced with suits 
to enjoin wagering tax assessments have given the Williams Packing "Gov
ernment cannot ultimately prevail" test two different. although overlap
ping, readings. Several courts have held that, if the taxpayer can show 
that the IRS' assessment was not a good faith effuL.1t.r.<;xe~lue..!;;oll.e'1.i..OJJ. 
he is entitled to an i!l.il!!lc:;ti~_bccal!s.;:;-unacr the cirCull~Sf"1nCes. the 
Government could not ultimately prevaiJ.20 Others have I,e; -,1 (hat a tax
payer is entitled to an injunction only if he can demonstrate that, even if 
the law and facts are viewed in the manner most favorable to the Gov
ernment, there is no possibility that the Government could ultimately 
prevail.21 This Note will conclude that the latter reading of Williams 
Packing is more consonant with the purpose of the Anti-Injunction Act 
and the wagering tax system and that, consequently, those courts that 
have read a requirement of good faith into the Williams Paching test have 
applied an erroneous standard. 

II. THE '\o\'AGERING TAX SYSTEM AND METHODS OF COLLECTION 

The wagering tax system,22 part of the miscellaneous. excise tax provi
sions of the Code, imposes upon a person a two percent excise tax on the 
total of all wagers he accepts. 23 The tax is based on the amount risked by 
the bettor,24 and the person liable for the tax is the one receiving the 
wager.25 Those persons engaged in the business of accepting wagers must 
keep daily records of all betting activities26 and must make these records 
available for inspection by revenue agents at any time.27 In addition, all 
persons required to pay the wagering tax must register with the district 
director of the IRS28 and must pay a yearly occupational tax of $500.29 

I. Id. at 6-7. 
I. Comflarr James v. United Staws. 74-\ U.S. Tax Cas. ~ \6.142 (W.O. Ky. 1974). afld per 

wtiam, 75·1 U.S. Tax Cas. fI !G.179 (61h Cir. Feb. 12, 1975),/'ctitionforCl'l't.jilrd, 43 U.S.L.W. 
3501 (U.S. Mar. 8. 1975) (No. 74-112\), with Lucia v. United States. 474 F.2d 565 (5th Cir. 
1973) (en banc). . 

2. Sce notes 69.83 and accompan)'ing text infra. 
21 Srr notes 8·1-94 and accompanying text illfra. 
22 Int. Re\,. Code of 19M. §§ 440\-24. 
23 Id. § 4 .. 10 I (a). 
2< Id. § 440 \ (b). 
,. Id. § 410 I (c). Forms of gambling licensed or conc!uclcd by a Slale arc cxempled from 

collcction or paymcnt of thc tax. Id. § 4402. Sre also it!. § 44?, I (the definition of the terms 
"wager" and _"Iollcry" effectively exempt all church bingo games and othcr lotteries run by 
chmitics). 2. It!. § 1.103. 

27 lei. § 1423. 
2. Id. § 4412. 
,. Id. § 141 J. 
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Frol11 1968· to 1974, civil tax assessments were the exclusive means of 
enforcing the wagering- tax laws. Although the 1974 nondisclosure provi
sions of section 4424 36 may have cured the self-incrimination problems 
found fatal to criminal enforcement of the wagering tax laws in Marchetti 
v. United Stales3J and Grosso 1). United Slales,32 civil assessmel1l will probably 
remain an often used method of discouraging violations of gambling 
laws.33 

The IRS' method of wagering tax assessment and collection can be swift 
and har~l1. The Code authorizes the Secretary or his delegate immediately 
to assess and to demand payment of any wagering tax if its collection is 
determined to be jeopardized by dc1ay,34 whether or not. the time for 
filing a return has expired. Because wagering taxes are normally only 
owed by persons suspected of criminal activities-persons who are likely 
to hide their assets35-collection will almost always be jeopardized by 
delay. Conseque(ltly, as a practical matter, wagering taxes can be. assessed 

30 Act of Oct. 29, 1974, Pub. L. No. 93-499, § 3, 88 Stat. 1550, adding Int. Rev. Code of 
1954, § 4424. 

3' 390 U.S. 39 (1968). 
32 390 U.S. 62 (1968). Until Ma"dlel/; and G"(lSSO were decided. district IRS officers were 

required 10 keep avail<1ble for public inspection lists of all persons who had paid the 
occupational tax on wagering. Act of Aug. 16. 1954, ch. 61, § 6107. 68A SIal. 756 (formcrly 
Int. Rev. Code of 1954, § 6107), repealrd, Act ofOet. 22,1968, Pub. L. No. 90-618. § 203(a), 
82 Stat. 1235. A certified copy of the lisl was to be furnished to any prosccuting o['ficer who 
applied for it. !d. ~Ithough the Court in March,lIi recogni7.ed that Congress intended the 
wagering tax scheme to aid the prosecution of criminal anti-gambling laws, 390 U.S. at 
58·59, it held lhatlhe listing requirement exposed those persons paying the occupalionaltax 
to such a serious hazard of criminal liability for violating state or federal gambling laws that 
a federal c!'iminal prosecution (or failure 10 registcr for and pay the lax violated the fifth 
amendmelll's privilege against self-incrimination. I d. at 54. . 

On Ihc samc dar Ihal Afarchr.lli was decided, thc Court held in Grosso that a criminal 
prosccluioll for failllrc 10 file a wagering tax return likewise violated the fifth amendment. 
390 U.S. at 66-67. Allhough the IRS was not required by statute to divulge to prosccutors 
thc names of those filing returns, it routinely did so. Iti. 

The 1968 repeal of Ihe listing requirement,sec ACI of Oct. 22,1\)68, Pub. L. No. 90-618, § 
203(a). 82 Stat. 1235. may have sufficiently dC'all with the Court's objections ill Marcilclli, but 
it may not have cun:d Ihe constitutional dcfects of informal disclosure found signifirant in 
Gro.lSo. To remove thrse lingering doubts and 10 "renlO\'e any constitutional problems 
regarding the cnforcemcl\l of lhe \~agering taxes," H.R. Rep. No. 93-140 I, !l3d Cong., 2d 
Sess. 6 (1974) (conference reporl), Congress enacted sec lion 4·124. Act of Oct. 2(), I 9N, Pub. 
L. No. 93-499, § 3,88 Slat. 11)50, addill~ Int. R(:v. Code of J954, § 4424. This senion 
prohibits Treasury Departmcnt dis<'iusllre of any informatiou flied pursuant to the wagcring 
taxes to any pcrson othe,· Ihan federal officials charged with criminal enforccment of the 
wagering lax laws. Id. §§ 4124(a). (h). 

33 The merc existCJl(c of a nondisclosurc provision will not neccssarily (·tmvincc those 
cngaged in illegal aClivil), 10 kcep daily records or 10 file wagering taX retufllS. Moreovcr, 
even when criminal proseculion is pos'sible, Ihe GoVenllllc'lt may ch9usl' civil litigation 
because of tlte lesser burden of proof. Also, a criminal pr'OSl'CIllioJ.l for violating gambling 
laws will not bar a civil assessmcnt for unp:tid taxes. Finally, it should be noted th:n vigorous 
enforcelllent of civil wx aSSCSSIlIClIlS can be an (offective dt,telTt'lll. Sft', e.g., Lucia v. United 
Slates. 474 F.2tl 5115 (51h Cir. 197:11 (en bane) (aSSt'SSlllelll of' 52,l;5:.1,6·1O): Jaltles \'. United 
Stall'S, 74-1 U.S. Ta:o.: Cas. \J J(i,I'I~ (w.n. Ky. In7·!), u[/'"/''''' wriulII, 75-1 U.S. Tax Cas. \J 
IG,17!l ({jlh Cil'. Feh. 12, lU75), I"'lilioll fuuert. jiil'd, 43 U.S.L.W. 350 I (U.S. MOlf. 8_, H175) 
(N",. ';"'J;;j i2Hj (asscssm.cl1r of $!1;!H.OOO). 

34 Int. Re,. Code of' l!1!i·I, § (jH6~('I) • 
• ~ See Marchetti v. United Slatcs. 3UO U.S. at 47. 
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alld collected at any time. Upon receiving notice of tax due and demand 
for payment, the taxpayer must pay the tax at once; upon the taxpayer's 
failure or refusal to pay, the IRS may immediately begin to collect by levy 
and distraint against his property.36 

The assessments themselves often appear arbitrary and unsupported by 
any substantial factual foundation. It is not unusual for the Government 
to assess a taxpayer for four or five years' back taxes in an amount based 
solely on an extrapolatioll of a few days' betting slips seized in a raid. 37 

Considering the magllitude of the sums that may be involved38 and the 
suddenness with which tax liability may be assessed and assets levied 
upon, it is not surprising that many individuals subject to such methods of 
tax collection seek judicial relief. 

The Code provides two basic avenues for challenging one's tax liabili
ty.39 For all types of tax, the taxpayer may pay the tax and then sue for a 

" Int. Rev. Code of 1954. § 6331(a); .Ire Treas_ Reg. § 301.6862-1 (1967). 
" Sec, e.g., Lucia v. United States, 474 F.2d 565,574 (5th Cir. 1973) (en bane) (tax for 

over four years calculated from one day's belting slips); Mitchell v. Commissioner, 416 F.2d 
101 (7th Cir. 1969) (tax for four years based on four days' records); Pizzarello v. United 
States, 408 F.2d 579,583 (2d Cir.), cert. denied, 396 U.S. 986 (1968) (tax for five years based 
on belling slips for three days). 

3. Sec note 33 stlpra. 
3. The vast majority oftaxpa~rs simply file income tax returns and pay the tax owed with 

no further collection pl'Ocedurc re'luired. See II. BiLLker & L. Stone, Federal Income Estate 
and Gift Taxation 932-33 (4th ed. 1972). Jf, however, the IRS believes that a taxpayer owes 
additional tax, or has failed to pay the entire tax due, it will determine that a deficiency 
exists.ld. at 913-14. The IRS then informs the taxpayer of the deficiency by mailing to him a 
preliminary notice.ld. at 914. Upon reccipt of this notice, the taxpayer has 30 days to either 
pay the tax or requcst a conference with the district director, reviewable by the regional 
director, in which an effort will be made to resolve thc case. M. Garbis & R. Fromme, 
Procedures in Fedcral Tax Controversies, Administrativ'e & Trial Practice 15-17 (1968). If 
no settlement is reached within the administrative review framework, the IRS is required to 
send !lIe taxpayer a statutory notice of deficiency by secured mail. Int. Rev. Code of 1954, § 
6212('1). For a 90-day period followinir the mailing of this notice, the IRS may not attempt to 
collect the deficiency, id. § 6213(3); hence, the lettt·), is known as a "90-day letter." After 
receipt of this lettcr, !lIe taxpa),er may contest liability in either of two alternative forums. 
Within the same \)0 da),s that thc I RS may not attempt to collceL the deficiency, the taxpayer 
rna)' file a petition with the Tax Court for a prepayment redetermination of the deficiency. 
Id. Altl:rnatively, he may pay the alleged deficiency and file a claim for II refund either in a 
federal district court or'in the Court of Claims. 28 U.S.C. § 1316 (1970). However, he must 
give the district director six months to administratively redetermine the deficiency before 
suing for a refund. Int. Rev. Code or 195<1, § 6532(a)(I). With either method of judicial 
review, the rourt's decision is reviewable by a federal court of appeals and ultimatel)' by the 
Supreme CUlirt. 

The Code grants the IRS special powel-s and procedurcs if there is reason to believe that 
the collection or the revcnue would otherwise be ,ieopanlized by deJa)'. [d. §§ 686 I Ueopardy 
assessment), 633 I(a) (distraint). Under these procedures, the 1 RS does not have to wait the 
nomml (10 days before bl'l\illnill~ assessment, lev)' :l1Id seizure of the taxpayer's property. 
HOII'(!ver, the IRS IIIUSt still provide the taxpa)'el with notke of thl' d('ficieIlC)' within 60 days 
of the jeopardy assessment, ie!. § 6861(b), and allow the taxpayer to petition the Tax Court 
for a I'edctcrlllination.ld, § 68(;1«"). In adcJition, although a taxpa)'er's assets may be seized, 
the Jl(S is prohibited frolll actually disposilll{ of 111('111 r1urinir the titllC in which th" taxpayer 
lIIay pelition the Tax COliI'I (II' durin/{ tile pcn<l~lI(}' of Tax Court proceedillgs. ld. § 
m~G:~{:,J(3/ iiuwcn.T. if Iht' iRs dt.'{Cl'fllillcS that a laxpa)'<.'r intends to leave Iht: coulltry 
without pa)'illg his taxes 01' lliat he intends t\l cOllceal him"'lf or his property in ordt'r to 
avuid pa)'lll('llt of his taxes, the Code proddes that his taxable year may be immediately 
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refund either in the Court of Claims or in a federal district court.40 For 
income. estate. or gift tax assessments. the Code also provides a prepay
ment mode of review by way of a suit in the Tax Coun.4t Because 
wagering taxes are excise taxes. this latter form of prcpayment review
especially established by Congress to mitigate the substalltial hardship of 
forcing the taxpayer always to pay first and to litigate later42-is not 
available to a person challenging a wagering tax assessment. Plaintiffs 
have argued in several wagering tax cases that this unavailability of pre
payment judicial review in the Tax Court is a denial of procedural due 
process. Although the argument would seem to have some merit to it. it 
has been rejected by every court that has considered the issue.43 

In addition to the position that the lack of prepayment judicial review 

terminated. The IRS must provide the taxpayer with notice of the termination. but it may 
demand payment of the tax which is then immediately due and payable.ld. § 6851(a). Actual 
collection of the tax is enforced through the levy and distraint power prO\'ided in the Code. 
Id. § 633I(a). 

For wagering taxpayers, the procedures are more truncated. Generally, the Tax Court's 
jurisdiction is limited to those cascs hl\'olving deficiencies in paymcnts of wxes imposed by 
subtitles A and B of the Code-income, estate and gift taxes. Id. § 6213(a). Because the 
wagering tax is an excise tax, imposed under subtitle D, the Tax Court is nOl available to 
wagering taxpayers. Thus, there is no method of prepayment review provided wagering 
taxpayers. In addition, the jeopardy and taxablc ycal' termination pro\'isiol15 applicable to 
income, estate and gift taxes arc combined for thc purpose of collecting excise taxes. Thus, 
wagering taxes-upon a determination that their collection will be jeopardized by delay
may be assessed ami collected at any time. [d. § 6862. 

<. 28 U.S.C. § 1346 (1970). 
" Int. Rev. Code of 1954, §§ 6212-13. 
" See H.R. Rep. No. 179, 68th Cong., 1st Sess. 7 (1924), rcpr;,zlrd in 1939-2 Cum. Bull. 

246-47. That the Tax Court-f~rrncrly thc Boanl of Tax Appeals-was established to 
mitigate the harshness of paying the tax before seeking judicial re\'iew is commonly acccpted 
by the courts. Sec, e.g .• Flora ". United States, 362 U.S. 145, 158 (1960); Rambo v. United 
States. 492 F.2d 1060. 1064 (6th Cir.), pClilionfor errl.fi/ed, 43 U.S.L.W_ 3115 (U.S. July 10, 
1974) (No. 73-2005). 

<3 E.g., Trent v. United Stales, 442 F.2d 405, 40G (6th Cir. 1971); Hamilton v. United 
Stales, 309 F. Supp. 468, 471 (S.D.N.Y. 1969),ajJ'd/lrz-cwiam, 429 F.2d 427 (2d Cir. 1970),crrl, 
dellied, 401 U.S. 913 (1971); if. Phillips v. Commissioner, 283 U.S. 589, 597·99 (1931) (income 
laX case). 

Thc taxpayer can most forcefully support his position by basing his argument on a similar 
due process issue that will soon be resolved by the Supreme Court. The controversy 
concerns the propriety of the Commissioner'S termination of a taxpayer's taxable year under 
section 6851(a),.<r, note 39 supra, without issuing a notice of deficiency pursuant to Int. Rev. 
Code of 1954, § G212. If such a procedure is proper, one of the jurisdictional prerc'luisitcs 
to prepayment review in the Tax Coun-receipt of a dcficiency not icc-would be lacking, id. 
§§ 6213-14, and the Anti-Injunction Act would bar prepayment review by means of a suit to 
cnjoin the assessment and collection of the tax. 

. The Court must determine whether such procedures are authorized b,' the Code and, it 
authori7.ed, whether the)' constitute a deprivation of property without due process. See Laing 
v. United States, 496 F.2d 853,!l54 (2d Cir. 1974), d~ci,in" /lflZti;lZg, 43 U.S.L.W. 3424 (U.S. 
Jan. 21,1975) (No. 73-1808) (detldency notice not required); Hall v, United States, 493 F.2d 
1211, 1212 (6th Cit·. 1974), dl'rision jlrntiil1g, 43 U.S.L.W, 3424 (U.S. Jan. 21, 1975) (No, 
74.75) (dcfidency noticc rCCjuirt!d). 

If the taxpa)'ers prevail in these suits on constitl1t1onal grounds, then perhaps denying 
wagering taxpaYl'rs an)' form of prclmymcllt review is also inconsistcnt with the due process 
clause of the linh a1l1cnd1l1cut. 11ul 5fI' Phillips v. C()nll11issi()nc~, s!llira <It 596-97; Preble v. 
United States, :n6 F. Supp. 13G~), 1372 (D. Mass. 1!l74). l!owever, it should be noted lhat, 
altJlough Tax COlin prCpll)'JllCnt rCVil!W is normally availablc to income taxpayers, the Tal' 
Cour! has always been closed to wagering taxpayers. Sce note 39 3upra. 
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presellts constitutional difficulties, taxp:J.yers challenging wagering tax 
assessmellts have asserted that the alternative method of challenge-a 
refund suit-is inadequate. This contention has been based on several 
lines of reasoning-all of which have proved to be generally unpersuasive 
to the courts. In a refund suit, the burden of proof is on the taxpayer 
either to demonstrate the invalidity of the assessment ifhe argues that he 
owes no tax or to show the amount he actually owes if he argues that the 
IRS' assessment is excessive.44 In some wagering tax situations, the tax
payer claims that no tax is owed because he is not in the wagering 
business.4~ In olhers, the taxpayer alleges that the amount of tax assessed 
is excessive.46 However, as soon as he attempts to demonstrate the proper 
amount of tax owed, he will admit that he is engaged in illegal gambling. 
T.his hazard of self-incrimination, it is argued, forces the taxpayer to 
make the constitutionally impermissible choice of paying what amounts to 
a fine in the guise of.a tax or incriminating himself.41 Therefore, the 
whole wagering tax system is alleged to be unconstitutional because forc
ing the taxpayer to challenge an assessment by means of a refund suit 
does not sufficiently protect the taxpayer's rights. However, to date the 
courts have remained universally unpersuaded by this argument.48 

Another possible justification advanced for finding the refund proce
dure inadequate is the "full·payment" rule of Flora v. United States. ~9 The 
Supreme Court in Flora held that prepayment in full of the assessed 
income tax is a prerequisite to seeking a refund.on Taxpayers faced with a 

.. Helvcring v. Taylor, 293 U.S. 507,514 (1935); 10 J. Mertens, Fcderalincome Taxation 
§ 58A.35 (rev. cd. 1965) . 

.. E.g., Merse! Y. United Sl;jtes. 420 F.2d 516, 519-20 (5th Cir. 1970). 
,. E.g., White v. Cardoza, 368 F. Supp. 1397. 1399 (E.D. Mich. 1973); Iannelli Y. Long, 

333 F. Supp. 407, 410 (W.D. Pa. 1971), Tel/d, 487 F.2d 317 (3d Gir.), eert. dmied, 414 U.S. 
1040 (1973). 

H See, e.g .• Lucia v. United Stales, 474 F.2d 565, 576 (5th Gir. 1973) (cn banc); Collins v. 
Daly, 437 F.2d 736. 738-39 (7th Cir. 1971). It seems clear that this self·incrimination 
argument is an attempt to extend the rationale of Marchelli and Grosso to civil assessments. In 
1971, the Supreme Court appeared conducive to such lypes of arguments when it held that 
forfeiture proceedings pursuant to section 7302 of the Code-which provides for the 
forfeiture of all property used to willfully evade the tax laws-were sufficiently anatogous to 
a criminal penalty as to be a constitutionally unacceptable method of enforcing wagering tax 
violations. United States v. United Stales Coin & Currency. 401 U.S. 715. 722 (1971). 
However, th(' Court again stated that taxation of unlawful activities such as gambling was not 
unconstitutional. It objected only to the method of collecting the tax. fd. at 717 . 

.. E,g., I~nnelli \.; Long. 487 F.2d 317. 318 (3d Gir.), uri. deui,·d. 414 U.S. 1040 (1973); 
Cole Y. Cardoza, 441.F.2d 13~7. 1.339-41 (6th Cir. 1971); Collins v. Daly, 437 F.2d 736, 
738·39 (7th Cir. 1971). If the constitutional argument were to be ,u:cepted, the ,tddition of 
section 4424 to the Code would not entirci)" eliminate rhe self·incrimination hazard. AI· 
though the I RS may no longer make available to state or fedeml law enforcement ofliciah. 
inrormation contained in wagering tax returns. the opinion and record of a refund suit in 
which the taxpayer admits to having taken bets, although not as llIany as the Government 
alleges, continues to be available to the public. Consequent I)" itt order 10 establish the 
excessiveness of the assessment. the taxpayer still fact's the dall!(cr of incriminating hill1sdf. 
Sev"ml CClurts have assct"led. howevcr, that this danger is mitigated b)' the fact that the 
ta)(l'a)"cr Illay file wit for a r!'futld and th"1l ask for a con till lWIIC(' until the statute of 
limitatiolls runs on the crilllinalliahility. SrI' lallnelli v. Lung. supra at 318; White v. United 
State's. 36:i F. Supp. 31. 30 (N.D. Ill. 1973). 

'" 362 U.S. 145 (1960). 
~n Id. OIL 146. 
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substantial wagering tax liability have argued that their inability to pay ~he 
full amount as required by the full-payment rule efTectively denies them 
any form of judicial review.51 This argument seems to be insubstantial, 
however, because the Flora Court specifically excepted excise taxes from 
the operation of the full-payment rule. The taxpayer need only pay the 
excise tax on one wagering transaction and then sue for a refund.52 

With no prepayment review available in the Tax Court and with the 
hazards of self-incrimination present in refund suits, taxpayers liable for 
wagering taxes have sought to enjoin the assessment and .collection of the 
tax altogether. Such suits for injunctive relief have run squarely into the 
proscription of the Anti-Injunction Act, which provides that no suit for the 
purpose of restraining the assessment or collection of an·}' tax may be 
maintained in any court by any person.53 Despite the absolute character 
of this statutory prohibition, several courts have indicated that the collec
tion of wagering taxes may ce enjoined in certain circumstances. The 
remainder of thIs Note will examine these cases ancI the application of the 
Anti-Injunction Act to .wagering tax assessments and collection . 

. III. THE ANTI-INJUNCTION Acr AS IT ApPLIES TO 

WAGERING TAX ASSESSMENTS AND COLLECTION 

The Anti-Injunction Act has been in force for over a century54 and, in 
that time, has been the subject of considerable controversy in the courts. 

~1 See, e.g.; Cole v. Cardoza, 441 F.2d 1337, 1339. 1342 (6th Cir. 1971); Bowers v. United 
States, 423 F.2d 1207, 1208 (5th Cir. 1970) . 

.. Flora v. United States, 362 U.S. at 171 n.37. Paying the tax on one transaction and 
suing for a refund is not, however, without hazards. Sec Higginbothilm v. United Slates. 75-1 
U.S. Tax Cas. \l 16,177 (S.D.W. Va. Dec. 21, 1974) (plaintiff, suing for refund of $293.50 
paid on one· wagering transaction, forted to pay additional $48,388.92 on counterclaim for 
additional taK); Thomas v. United States, 74-2 U.S. Tax Cas. II 16,170 (N.D. Tex. Nov. 12, 
1974) (suit for refund dismissed after plaintiff refused to answer Government inter-
rogatories on fifth amendment self-incrimination ground). . 

There is, it would seem, a more substantial argument that the refund procedure is 
inadequate, although it docs nOI appear to have been made in any of the cases. Except 
within nan'owly prescribed limits, once a taxpayer has petitioned the Tax Court for review, 
the power of the Commissioner to continue collection of the ta)( is stayed. Int. Rev. Code of 
1951. § 6213(<1). On the other hand, paying the tax on one wagering transaction and suing 
for a refund in district court or the Court or Claims does not stllY the Cummissoncr's power 
of collection, id. § 7422; nor may collection be el~oilled.ld. § 7421(a). Howevel', the taxpayer 
is often seeking relief because the continued collection of the wagering tax will force him 
into bankruptcy. See, e.g., Lucia v. United States, 474 F.2d 565.577 (5th Cir. 1973) (en banc). 
-nlUS, the absence of a stay provision when the taxpayer pays the tax on only one transaction 
would seem to make the refund procedure inadequate. Indeed. there docs not seem to be 
any way of prevcnting the IRS from continuing to collect the remainder of the lax allegcd to 
be owed even after the taxpayer has prevailed in his refund suit on one transaction: instead, 
the taxpayer would have to bring repealed suits for refund. Sec Flora v. United Stat,:s, 362 
U.S. at 193 & n.l6 (Whittaker, J., dissenting). 

In addition, because Ihe tnxpaycr is required to give the Commissioner six monlhs to 
rcdctennine his tal( before suing for a rc!"und, Int. Rev. Code of 1954. § 6532(",)(1). there is 
a substalllial delay involved that is not present with the Tax Court procedure. In the case of 
a taxpayer who has had all his assets attached and who is heing forced into bankruptcy to 
pay a tax that he argues was arbitrarily assessed and is excessive in amount, a six-month 
delay may involve substantial hardship. 

" Sn.' note 16 Jupra . 
•• The original Anti-Injunction Act wa.s part of Ihe first attempt at income taxadon made 
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The Supreme Court's interpretation of the Act has ranged from a literal 
construction permitting no exceptions55 to a construction that permits 
suits for injunctive relief to be brought in numerous situations.56 As a 
result, the cases cannot be reconciled. In 1962, the Court, in Enorhs tJ. 

Williams Packing & Navigation CO.,57 attempted to resolve the confusion by 
sClling forth .an interpretation of the Act that it has subscquently staled 
was intended to be definitive.os Nevertheless, the lower courts have disa
greed as to both the effect of Williams Pacf1ing on previous decisions59 and 
the correct application uf the Williams Packing test. 60 

A. The Williams Packing Exception to the Anti-Injunction Act 

In Williams Packing, the Court held that a litigant seeking to enjoin the 
assessment or collection of a tax and thereby to avoid the bar of section 
7421(a) must show (1) that it is apparent, under the most liberal view of 
the law and the facts, that the Government cannot ultimately establish its 
claim61 and (2) that equity jurisdiction otherwise exists.62 The Court 
expressly held that hardship to the taxpayer was not, by itself, a sufficient 
abrogating circumstance.63 The Court was careful to restrict the operation 
of its newly formulated exception to the Anti-Injunction Act to those 
instances in which it was truly obvious that the Government could not 
possibly win: 

We believe tl]at the question of whether the Government has a 
chance of ultimately prevailing is to be determined on the basis of the 
information available to it at the time of suit. Only if it is then 
apparent that, under the mOSL liberal view of the law and the facts, 

during thc Civil War. Rcvenue Act of 1867, ch. 169, § 10, 14 Stat. 475. It has remained in 
force: largely unchanged, through various codifications until the present day. 

o. Snyder v. Marks, 109 U.S. 189, 193 (1883) . 
•• Sec, e.g., Allen v. RegellLS of the Univ. Sys., 304 U.S. 439 (1938) (the statute does not 

prohibit suit to enjoin collection of tax alleged to burden unconstitutionally a governmental 
aCli,·ity of the state); MilIcI' v. Standard Nut Margarine Co., 284 U.S. 498 (1932) (Act does 
not apply if collection of the tax would destroy the taxpayer's business); Hill v. Wallace, 25\1 
U.S. 44 (1922) (Act does not prevent suit for injunction if collection of tax would ruin the 
Chicago Board of Trade). 

07 370 U.S. 1 (1962). . 
.s Bob Jones Univ. v. Simon, 416 U.S. 725, 742 (1974). 
on In Lucia v. United States, 474 F.2d 565 (5th Cir. 1973) (en banc), the court discussed 

both Willimns Packing and MiIler v. Standard Nut Margarine Co., 284 U.S. 498 (HJ32), as if 
the two cases collec.tively set forth the circumstances that mllst bc shown to exist to circum
vent the statute. Lucia v. United States, SII/lra at 573. Othcr courts have confinc:d their 
inquiry 10 a consideration of Williams Packing, app<.trc11lly considering it to bc the only 
relevant test. E.g., Trent v. United States, 412 F.2d 405, 406 (lith Cir. 197 I); Pizzarello v. 
Uniled States, 408 F.2d 579, 582-83 (2d Cir.), mi. denied, 3\16 U.S. 986 (1969) . 

•• Com/me Jam~~ v. United States, 74-1 U.S. Tax Cas. II 16,142 (W.D. Ky. 1974),aff'd per 
cunum, 75·1 U.S. Tax Cas.\! 16,179 (6th Cir. Feb. 12, 1975),pclitia7Ijorcerl.jiied, 43 U.S.L.W. 
3501 (U.S. Mar. 8, 1975) (No. 74-1129) (assessment will not be enjoined unless the Government 
cannot possibly prevail under allY circumstances), wilh Piz7.arello v. United States, 408 F.2d 579 
(2d Cir.), errl. denied, 396 U.S. 986 (1969) (assessment will be enjoined if arbitrary, capricious 
ancI excessive). 

61 370 U.s. at 7 . 
.. Jd. at 6 • 
• , "[Sjuch a suit [to enjoin an assessment} may not be entertained mcrely because collection 

would c.allse an irreparable injury, such as the ruination of the taxpayer's enterprise." Id. 
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the United States cannot establish its claim, may the suit for an 
injunction be main tained. 64 

That is, considering the evidence on hand, a court should indulge in 
every possible presumption in favor of the Government's position. 

Initially, it may be noted that this test set!l11S an inappropriate method 
of determining when to apply section 7421 (a). When equity jurisdiction is 
otherwise present, the test requires the litigant to establish that the Gov
ernment could not possibly win if he paid the tax and sued for a refund. 
Such a test, which goes to the merits of the case, should have no bearing 
on the determination whether a particular jurisdictional statute is applica
ble. That the statute is jurisdictional, and not merely remedial, was clear 
to the Court: "The object of § 7421(a) is to withdraw jurisdiction from the 
state and federal courts to entertain suits seeking injunctions prOhibiting 
the collection of federal taxes."65 Whether a court has jurisdiction to en
tertain a lawsuit should not turn on what it perceives the ultimate out
come on the merits would be if the 'action were fully litigated.66 The 
test would be more appropriate in the summarv judgment context, in 
which the parties could substantiate their claims through affidavits.117 This 
unsuitableness of the Williams Packing test has probably caused some of 
the disagreement concerning the proper scope of section 7421(a). How
ever, the Supreme Court has recently reaffirmed its holding in Williams 
Packing, ,perhaps even broadening its reading of section 7421(a).68 Con
sequently! becau~e it appears unlikely that the Court will abandon Wil
liaw PaC/ling, this Note's analysis of the Anti-Injunction Act as it applies to 
wagering tax assessments will be restricted to a consideration of section 
'1421(a) as interpreted in that case. 

B. Conflicting Readings oj the Williams Packing Test 

1. The "Good Faith" St.andard 
After setting forth its test for the application of the Anti-Injunction Act, 

the Court in Williams Packing added that requiring "more than good faith 
on the part of the Government would unduly interfere" with the collec·, 
tion of the rev,enue.69 Several courts have seized upon this language as the 

•• Id. at 7. The "under the most liberal view of the law and facts" formulation of Wil/,imlS 
Packing was recentl)' reaffirmed by the Supreme Court in rejecting a suit for an injunction to 
prc\'ent the revocation of a taxpayer's tax-exempt status. Bob Jones Univ. v. Simon, 416 U.S. 
725, 710 (1971) . 

•• Enochs v. Williams Packing & Navigation Co., 370 U.S. at 5 . 
•• See Bell v. Hood. 327 U.S. 678,682 (1946); Gunther, The Subtle Vices of the "Passive 

Virtues"-A Comment on Principle and Expediency inJudicial Re\'iew, 64 Colum. L. Rev. 1, 13 
(1961). lJut see Land v. Dollar, 330 U.S. 731, 735 (1947). 

6T Fed. R. Ch·. P. 56 . 
•• Alexander v. "Americans United" Inc., 416 U.S. 7,<;2 (1974); Bob Jones Univ. v. Simon, 

416 U.S. 725. 742-46"(1\)71). Decisions in the lower fed,crill courts since BabJollcs and "Amenclllls 
l);ii:~d" hn~"~ :~.~d::d !C 2.d!.!flt;!. ve~y ~!dd !"!!:!cl!no a.f th!! _~!lti-!nj!1!!~t!C~ Ac!.. ~!"'.d the fYi!.li!!m! 
Par/dug tcst.Srf, e.g., Cattle Feeders Tax Comm. v. Shull?, 504 F.2d 462 (10th Cir. 1974); Lewis 
v. Sandler, 498 F.2d 395 (1th Cir. 1974). 
'." :170 U.S. at 7-8. This "l{ood faitll" fOnTIulation of,the 5cope of tlH~ Anti-lf!junctiun ~ct was 

repeated in BobJones Un i\'. v. Simon, 416 U.S. 725, 740 (l974).1l was, howe\'cr, dearly dIctum. 

80-321 0 - 77 - 29 
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proper standard for applying the "Government cannot ultimately prevail" 
test of Williams Packing. Accordingly, they have indicated that· injunctions 
would be proper when the assessments were so arbitrary, capricious ~nd 
excessive as to show a lack· of good faith on the part of the assessing 
authority such that the Government could not ultimately prevail in a 
refund suit.70 Several other courts that app.ear to have applied a "good 
faith" gloss to the "Government cannot ultimately prevail" test have con
cluded that the assessments in question were bona fide and so dismissed 
the suits.71 

The two most significant cases that have placed a good faith gloss on 
the Williams Packing test are Pizzarello v. United States72 and Lucia v. United 
States. 73 The cases .are significant because they appear to be the only 
instances in which a litigant has successfully p.ersuaded a court that a 
wagering tax assessment ought to be enjoined. In both cases the assess
ments were very larg~74 and were made only after criminal convictions-
in Lucia for failure to file wagering tax returns15 and in Pizzarello for 
failure to register and pay the ?ccupational tax16-were overturned in 
light of Marchetti and Grosso. 

In Pizzarello, the amount of tax liability was calculated from an extrapo
lation of three days' wagering receipts-as evidenced by betting slips 
seized in a raid-over five years.77 However, there was no evidence that 
Pizzarello had been involved in gambling for five years or that the three
day average represented his average daily business ·for the other 1,575 

Elsewhere in the opininn, the Gourt seemed to be applying a "certainty of success on the merits" 
standard. Jd. at 747-49; see notes 84·94 and accompanying text illfra. 

1. See Sherman v. Nash, 488 F.2d 1081, 1084 (3d Gir. 1973) (IRS does not have "complete 
license to act arbitrarily and in bad faith and for other than the purpose of preserving the 
~"·venue'·); Lucia v. United States, 474 F.2d 565, 573 (5th Gir. 1973) (en banc); Pizzarello v. 
United States, 408 F.2d 579, 584·86 (2d Cir.),cert. denied, 396 U.S. 986 (1909). In neither of the 
latter two cases did the COUTt actually state that it felt the Government's assessment showed an 
absence of good faith. However, in calling the assessments "arbitrary, capricious and without 
factual foundation," both courl~ appear to have felt that the assessments in question were not 
bona fide efforts at revenue collection. 

11 Iannelli 'I. Long, 487 F.2d 317,318 (3d Gir.), cert. denied, 414 U.S.- 1040 (1973) 
(Anti-Injunction Act "presupposes a bona fide attempt of the government to collect rev
enue"); Collins v. Daly, 437 F.2d 736, 738 (7th Gir. 1971) (section 7421(a) d.oes not apply 
when "it is so obvious that the tax cannot be ultimately sustained that any effort to collect it 
r.alls into qllestion the government's good faith"); Fiore v. Secretary of Treasury, 74·2 U.S. 
Tax Gas. II 16,150 (E.D.N.Y. 1974); Pizzarello v. United Stutes, 285 F. Supp. 147, lSI 
(S.D.N.Y. H1(8), rt:v'd, 408 1'.2cl 579 (2d Cir.), mt. denied, 396 U.S. 986 (1969) (Government 
cannot ultimately prevail requirement "amounts to a showing of bad faith on the part of the 
government"'). See also Shapiro v. Secretary of State, 499 F .2d 527, 535 (D.G. Cir. 1974), cert. 
gr.:mted, 43 U.S.L.W. 3446 (U.S. Feb. 18,1975) (No. 74·744) (good faith standard applied to 
determine whether jeopardy assessment of income taxes should be enjoined). 

12 408 F.2d 579 (2d Gir..), cat. dmird, 396 U.S. 986 (1969). 
1~ 474 F.2d 565 (5th Gir. 1973) (en banc). 
HId. at 568 (ussessmel:t of $2,653,6'10); Pizzarello v. United States, 408 F.2d at 5BO 

(assessment of 5282,440.70) .. 
1! 4'17 F.2d 912, 913-16 (3th Cir. 1971), rev'd onrrhcaring, 474 F.2d 565. 
TO See 408 F.2d at 581·82. 
17 ld. at 583. 
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days he was alleged to have been in the wagering business.78 Also, the 
court held that the assessment was based 011 illegally seized evidence19 

and, thus, was completely invalid.Bo The Lucia assessment was calculated 
by extrapolating receipts evidenced by one day's betting slips over a 
period of four years and eight nlOnths.81 The court followed Pizzarello, 
holding the assessment to be "arbitrary, capricious and without factual 
foundation."B2 The Government's figures were not a realistic projection 
but were "merely derived, Mandrake-like, from a filament of evidence 
and subjected to a sleight-of-hand computation."83 

2. The "Most Liberal View of the Law and Facts" Standard 

Given the circumstances of Pizzarello and Lucia, it is understandable that 
the courts, without stating so directly, suspected that the Government's 
efforts at tax coliec:tion wen~ not gooJ faith attempts to ensure collection 
of the reventle~ However, several courts have apparently held that the 
Government's motives are not at issue in a case involving the propriety of 
enjoining collection of a tax. Injamcs v. United Slates,84' the Sixth Circuit 
recently dismissed a suit seeking injunctive relief from a wagering tax 
assessment. The: case was virtually indistinguishable from Lucia and Piz
zarello in all essential factual aspects, but the court declined to follow these 
earlier decisions.85 

Injamos. the rather substantial56 assessment covered a period of four 
years and was based 0\1 wiretap evidence obtained over two days.87 As did 
Pizzarello, James argued that the evidence was illegally seized and that 
this fact, along with the unwarranted use of two days' receipts to support 

78 Jd. 
7. Id. at 5e5. 
8. Jd. at 586. There is presently a connlct in the circuits as to whet'ler evidence that is 

obtained pursuant to an illegnl search and seizure should be supprt 5sed in a civil tax 
proceeding so that assessments based on such evidence may he enjoined. Compare Zamaroni 
v. Philpott, 346 F.2d 365, 366 (71h Cir. 19(5) (coun refused to enjoin wagering tax 
assessment that taxpayer alleged was based on illegally seized evidence), with Pizzarello v. 
United States, 408 F.2d at 586 (ass{'ssment, based on illegally seized evidence, is invalid and 
may be enjoined if basis for equitable jurisdiction is established). The Tax COUrt has recently 
extended the foul~th amendment's exclusi()nary rule to civil tax assessmcnts. Efmin T. 
Suarel, 58 T.e. 792, 806 (1972). However. at icast one lUemher of the Suarez court fclt that 
an assessment based on illegally seized cvidence was not presumptively arbitrary, capricious, 
excessive, or invalid.ld. at 8 J 7 (Tant1et1wald.J., concurring). Of coursc, the Tax COlin is n()t 
available to· wagering taxpayers. Sec text accompanying note 39 supra. Sec gcnemll,v Note, 
Intemal Revenue Service Use of Eleclronic Surveillance Information in the Enforcement of 
the Wagcring Taxes, 55 B.U.L. Rev. 387 (1975). 8. 474 F.2d at 574. 

82 Id. at 573. 
83 lei. at 575. 
8' 74-1 U.S. Tax Cas. ~ 16,142 (w.n. Ky. 1974), /I[rel fler wrimn. 75·1 U.S. Tax Cas. 

\l16,179 (6th Cir. Feb. 12, ID75),Pclilionforurl.jilrd, 43 U.S.L.W. 3501 (U.S. Mar. 8, 1975)(No. 
74-1129). 

B' lei. In dedining to follow i.llri(l and Pizwrrlln, the Sixth Circuit appears to have impliedly 
rejected a strong argumcnt by the petitioner that the GOVC1'Illllcnt lacked good failh by 
making an aSSt'SSlllenL thaL was arbitrary and tapl'icious. S/·p Reply Brief for AppellanL at 3·9 • 

• 8 74-1 U.S. Tax Cas. at 8,1,501 ($929,600). 
87 lei. at 84,503. 



---------------

402 

WAGERING T,'XES AND THE ANTI-INJUNCTION ACT 639 

an ;)ssessment covering four years, rendered the assessment "arbitrary, 
capriciolls and witholll factllal foundation."B8 III one respecl, however, 
james is arguably distinguishable from at least Pizzarello. Although Piz
zarello's criminal conviction was overturned, James actually had pleaded 
guilty to one counl of conspiracy to violale the gambling laws.an Thc court 
seemed to feci that this prior successful criminal prosecution was impor
tant evidence that James was involved in gambling operations, despile 
strenuous arguments that James' guilty plea was not admissible in the civil 
suit.gO However, James' prior guillY plea, if admissible, did not in any way 
indicate that he had been involvcd in gambling during the entire period 
for which tax liabilily. had been determined; nor did it help to eSlablish 
the factual validity of the calculations. 

Apparently, the james court reached a result contrary to that. reached in 
Lucia and Pizzarello because it applied a differcl\l standard in evaluating the 
plaintiffs argument that the challenged assessment came within the "Gov
ernment cannot ultim-ately prevail" half of the ~1iilljams Packing test.91 The 
court's formulation of the Williams Paching test was that, unless, "under the 
most. liberal view of the law and the facts" based on information available at 
the time of the suit, it is clear that the Government cannot ultimately prevail, 
the assessment cannot be enjoined.92 A similarly strict standard has been 
applied in several other cases in which litigants sought to enjoin wagering tax 
assessments.93 Thus, it appears that the courts have applied two varying 
standards in evaluating the first half of the Williams Pac/ling test: lhe "good 
faith" standard of Lucia and Pizzarello and the more stringent "under the 
most liberal view of the law and facts" standard of james. 94 

•• Id . 
• 9 [d. 
DO Scr Brief for Appellant at 6·10. James' argumcnt was hasecl on the Suprcmc Court 

clccision in Nurth Carolina v. Alford, 400 U.S. 25 (1970), which held that a plea of guilty 
induced by a desire to avoid thc hazards of trial-in Alford's casc, the risk of the death 
pcnalty-and ac:companiecl by repeated claims of i .. nocencc was csscntially equivalcnt to a 
plea or nolo cOlltcndcre.ld. at 37. Jamcs' plea of guilty to one count of conspiracy was made 
with express refcrence to Alford and was coupled-with Ilrotestations of innoccncc. Can· 
sequcntly.Jamcs argucd that it was cquivalent to a plea of nolo contendere. Normally. a plea 
of nolo contcndere is not admissible in another procecding as an aid to prove guilt or 
liability. United Statcs v. Graham. 325 F.2d 922, 928 (Gth Cir. 19(3). See (tlm Fed. R. 
Evidence 410 (not effcctive until Aug. I. l!l75). Thus, it was argucd, James' guilty plea 
under the Alford rationale was not admissible in the civil L;IX assessment proceeding. 

DI lamcs v. United Statcs, 74·1 U.S. Tax Cas. at 84.503 . 
•• id. . 
., Trent v. Unitcd Statcs, 442 F.2d 405, 406 (6th Cir. 1971) (per curiam); Cole v. 

Cardma, 441 .F.2d 133'7, 13-1 J (6th CiI .. H171); Mastro v. Unitcd States, 75-1 U.S. Tax Cas. ~ 
16.182 (D. Con n. Jan. 30. I H75) (to mcet Williams I'ac/lillif tcst tax payer must show "ccl·tai nly 
of succcss on thc merits"); Lancoon v. Dcpartmclll of Trcasllrr, 74-2 U.S. Tax Cas. I' 16.151 
(S.D.N.Y. 1974) (taxpayer must show Govcrnment "cannnt possihly win"); Whitt: v. Unil~d 
States, 363 F. Supp. 31, 34 (N.D. 111. 1973) (t:txpayer mllst show that "under no cir· 
cumstances could the go\,crnntt'!1l prevail"): Mr.,\listcl· \'. Cohen. 308 F. Supp. 517, 521 
(S.D.W. Va. 1970). aff'd /ll'r Ctlriam, 436 F.2d 422 (4th Cit·. 1!171) (same). 

"' Thl' more s(ringcnljmnl''\ stanrlnrd would seem to be difficult (0 meet. In nonc of the 
cascs dted as using a .I"I1Il'l'\)"pe stantlnnl was the taxpayer sllCcl'~srul in having lhc lax 
enjoined. Sre l'ascs cited nllle \13 slIpra. Huwcver, an income tax ass("ssmcnt was cnjoincd 
undcr a strict reading of IVil/iall/.! I'arkillg when it was shown tlillt the Governmcnt failedtu 
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C. The Prop,er Application of the Williams Packing Test 

When determining which reading of the Williams Packing test is more 
persuasive, several factors must be considered. Initially, one must 
examine the purpose of the Anti-Injunction Act and its relation to the 
various interests at stake-the efficient collection of the revenue and the 
protection of taxpayers from arbitrary action of the Internal Revenue 
Service. In Williams Paclling, the Supreme Court stated: 

The manifest purpose of § 7421 (~) is to permit the United States to 
assess and collect taxes alleged to be due without judicial interven
tion, and to require that tfle lerral right to the disputed sums be 
determined in a suit for refund.'U5 ' 

Thus, the Government's unhindered collection of the revenue appears 
to be the paramount interest protected by the Anti-Injunction Act. u6 Of 
course, as the Court in Williams Paclling stated, "if it is clear that under no 
circumstance could the Government ultimately prevail, the central pur
pose of the Act is inapplicable."97 This proposition seems almost self
evident: if the Government cannot win under any view, there is no reason 
to protect it from prerefund suit litigation. However, the Court made it 
clear that it inteI1ded to restrict the operation of its test to those instances 
in which' it was readily apparent that l.he Government had absolutely no 
chance of emerging victorious.98 

In the normal suit, the taxpayer \.JiIl argue that the facts do not support 
the Government's calculations. However, under the most liberal view of 
the facts, even if the tax for five years were calculated from one day's 
betting slips, it would seem that the Government could possibly win and 

follow the formal steps necessary to comply with the jeopardy assessment provisions of 
sections 6851(a) and 6861(a) of the Code. United States v. Bonaguro, 294 F. Supp. 750, 
753-54 (E.D.N.Y. 1968), aO"d sub nom. United States v. Dono, 428 F.2d 204 (2d Cir.), en'l. denied, 
400 U.S. 829 (1970). Similarly, the court in White v. Cardoza, 368 F. Supp. 1397 (E.n. Mi.ch. 
1973), although refusing to enjOin the assessment at that time, held that, if the plaintiff could 
demonstrate that the Government failed to comply with the assessment provisions of sections 
6862(a) and 6331(a), then a wagering tax assessment could be enjoined under a strict reading of 
Williams-Packing.ld. at 1398-99. The significance of this decision is open to question, however; it 
has never been cited or followed. In addition, the ratio decidendi was probably that an 
assessment may be enjoined if the taxpayer can demonstrate that the assessing authority clearly 
acted outside the scope of his authority. In such a case, it would seem obvious that the 
Governlllent could not ultimately prevail. In noneofthe other recenlcases in which a taxpayer 

, sought to enjoin a wagering tax assessment was it alleged that the 1 RS officials involved had 
acted outside the scope of their stalUtory authority. Rather, the taxpayer in each case argued 
that the factual baseofthe assessmelH wasso tenuous that the Governmentcould notulrimately 
establish its validity. Whether the assessing official acted outside the scope of his authority is a 
question of law and may be appropriately determined in a suit for all injunction. WhNher the, 
assessment is excessive or arbitrary is a question offact and Illay be JIlore appropriately left to 
the normal channels of administrative review and refund litigation. ' 

.. 370 U.S. at 7. 
96 Scc Hob Jones Univ. v. Simon, 416 U.S. 725, 736-37 (1974). The une'ocumbcred 

collection of the revenue was also a substantial factor in the Supreme Court's decision that a 
jurisdictionallHcrccjuisilc to a refund suit Was full payment of the tax. See Flora v. United 
Stntes, 362 U.S. at 175-76 . 

., 370 U.S. at 7. 
98 S~f. text accompanying nOIe 64 supra. 



404 

WAGERING TAXES AND THE ANTI-INJUNCTION ACT 641 

that, therefore, an injullction should be denied.99 Similarly, with the 
presenl conflict in the circuits concerning the applicability of the exclusion
ary rule of the fourth amendment to civil tax assessments,lOO whether an 
assessment based on illegally seized evidence should be enjoined would 

.. vary with the circuit. In those circuits that have extended the exclusionary 
rule to civil tax proceedings, even under the most liberal view of the law 
for that circuit, the assessment may be enjoined. However, in a circuit that 
either has not extended the rule to civil tax proceedings or has not yet 
considered the question, under the view of the law most favorable to the 
Governmellt's position, the assessment should not be enjoined. 

Competing with the Government's interest in unhampered revenue 
collection is the taxpayer's interest in freedom from arbitrary a'ctions of 
the IRS. Those courls that have applied a "good faith" standard lol in 
evaluating suits for injunctions appear to have given great weight to the 
interest of the taxpayer. These courts have held that the taxpayer is 
entitled to an evidentiary hearing on the question whether the assessment 
is so arbitrary, excessive and lacking in factual foundation as to justify the 
conclusion that it was not a bona fide effort at collection of the revenue. I02 

Such a hearing must be based on the evidence available at the time of the 
suit,I03 and the burden of proof is on the taxpayer to establish the 
Government's lack of good faith. 1M However, it is not clear from Williams 
Packing that the Supreme Court ever intended that a hearing be held 
every time a taxpayer seeks to enjoin the assessment of a tax; in fact, for 
several reasons, i~ may be argued that an evidentiary hearing is inappro-
priate.. . 

First, a litigant desiring to challenge an action taken by some gov
ernmental agency is usually required to exhaust his administrative re
medies, especially if he is seeking equitable relief. I05 Any time a court 
allows a taxpayer to enjoin an assessment, it allows him to circumvent the 
prescribed methods of administrative review. IOG .Consequently, the whole 
procedure of permitting taxpayers to collaterally attack the amount of 

99 Such a mClhod of calculalion is no~ per se unrea.lonable and therefore invalid as a 
matter of law. Hamilton v. United States. 309 F. Supp. 468, 472 (S.D.N.Y. 1969). afl'd /Icr 
Cltrinm, 429 F.2d 427 (2d Cir. 1970), crrl. denied. 401 U.S. 913 (1971). Scver~1 courts have 
noted that extrapolation of evidence is necessary because of the taxpayer's failure to keep 
daily records. E.g., Mitchell v. Commissioner, 416 F.2d 101, 102-03 (7th Cir. 1969); Hamil
ton v. United Sl~lCS, wpra at 473. )Jul see Lucia v. United States, 474 F.2d at 575 n.42; 
Pizzarello v. United States, 408 F.2d at 584. 

I •• See nOle 80 sllpra. 
,., Sea lext accompanying notes 69-83 sllllra. 
,.2 Shapiro v. Secretary of State, 499 F.~d 527, 534 (D.C. Gir. 1974), crrl. grall/cd, 43 

U.S.L.W. 3446 (U.S. Feb. 18, I !175) (No. 7-1·744): Lucia v. United States, 474 F.2d at 574-75. 
I •• See text accompanyilll( note 64 sll/lra. 
I •• SLoe United States v. Calamaro, 354 U.S. 351, 358 (HI57) (the principal interest of the 

United Slates is presllmed to be the collection of revenue and not the punishnlt'nt of 
galllbl~rs). 

I •• Weinherger v. Rental<. I'hal'lllaccuticals,.lnc., 412 U.S. 645. 0[>3-54 (1973); McKart v. 
United States, 3U5 U.S. 185, 1£).1 (l\l6U); Myers v. Bethlehem Shipbuilding Corp., 303 U.S. 
41, 50-!i1 & n.9 (1!l38). 

100 The refund procedures are set forth at Int. Re\,. Cocle of 1954, §§ 6532(a)(I), 7·122(a). 
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their assessments prior to administrative redetermination is of question
able propriety. Second, the Supreme COllrt in Willia1l1s Pac/ling stated that 
one of the purposes of the Anti-Injunction Act was to protect the Com
missioner from prerefund suit litigation. lo7 Thus, to whatevet extent the 
courts hold evidentiary hearings on the merits of taxpayers' allegations, 
they undermine one of the purposes of the Act. Third, it is not yet clear 
how great a showing a taxpayer must make under the "good faith" 
standard in order to establish that the Government cannot ultimately 
prevail. I08 Conseqllently, applying a 'good faith gloss to the Williams Pack
ing tesl involves the courts in a premature determination of the strength 
of the IRS' assessment when, for example, a court must decide whether 
an extrapolation of a few days' evidence into several years of tax liability is 
warranted under the circumstances. However, judicial evaluation of the 
Government's assessment procedure runs contrary to the VVilliams Packing 
command that t1!e facts must be examined in the manner most favorable 
to the Government's position. lOS 

Finally, there is the issue that only a few courts appear to have 
considered-the question whether the taxpayer is any more protected 
from arbitrary IRS action if he is allowed an evidentiary hearing and 
perhaps an injunction than he would be in a suit for a refund. If he is not, 
or if the degree of enhanced protection is insignificant, there seems to be 
no compelling reason to carve any further exceptions out of the Anti
Injunction Act. 11 0 If the taxpayer is equally protected in a refund suit, he 
has an adequate remedy at law and so fails to satisfy the jurisdictional 
requirements, for equitable relief-the second half of'the Williams Pacfling 
test. I 11 

.01 370 U.S. at 7·8. 
108 Compare Fiore v. Secretary of Treasury, 74-2 U.S. Tax Cas. I! 16,150 (E.n.N.Y. 1974) 

(under good faith standard, four months' tax calculated from one day's betting slips is valid), 
and Hamilton v. United States. 309 F. Supp. 468, 470 (S.D.N.Y. 1969), afI'd /Jer curiam, 429 
F.2d 427 (2d Cir. 1970). cat. denil'd, 401 U.S. 913 (1971) (four years' tax based on three days' 
betting slips is valid under good faith lest because taxpayer admitted being in the gambling 
business), witlt Lucia v. United States. 474 F.2d at 574 (four and a half year assessment based 
on one day's betting slips is arbitrary and capricious and may be enjoined). 

"'. Sec text accompanying note 64 supra. Two courts, in applying a good faith reading of 
Williams Packing, appear to have overlooked this point altogether. In deciding whether to 
dismiss suits under the Anti-Injunction Act, the courtS construed the factual allegations of 
the pleadings most strongly in favor of the plaintiff because the Government, as defendant, 
had movC'd for the dismissal. Shapiro v .. Secretary of State, 499 F.2d 527, 533 (D.G. Cir. 
1971), mI. gra""'d, 43 U.S.L.W. 31'16 (U.S. Feb. 18. 1975) (No. 74·744); Willits v. 
Richardson, 497 F.2d 240. 244-45 (5th Cir. 197<1). Although the normal practice is to 
construe the fanual allegations most s.trongly against the movant, the Supreme Court in 
WilIiaws Packing has clearly estaulished a contrary rule when the Government's motion is 
uased on the Anti·Injunction Act. 

110 For the discussion that follows, it will be assumed that there is no constituliOl'al 
infirmit)' in denying the wagering taxpayer any form of prepayment judicial review as long 
as he has ac~ess to postpayment review by way of a refund suit. See note <\3 slIjJra. 

III Several courts have held t!Jat. even if the taxpayer can cstahlish that the GOVC1'lllllent 
c.annot uitimalely prevail, the refnnd suit is a sufficiently adC'quate remedy at lolW and so' 
have denied injunctions. Kg .. Zaillaroni v. Philpotl, 346 F.2d 365, 366 (7th Cir. 1\165); 
Lancooll v. Department ufTreasury. 74-2 U.S. Tax Gas. ~ 16,151 (S.D.N.Y. 1974); J)olan v. 
United States, 74-1 U.S. Tax. Cas. I! 16,122 (N.D. Ga. 1973). 
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A comparison 0[. the cases that have favored injunctions o[ arbitrary 
assessments with the cases in which taxpayers have successfully sued for 
refunds because the assessments lacked any substantial factual underpin
nings indicates that injunctive relief is, [or the most part, o[ little benefit 
to wagering taxpayers. Because the [ull-payment. rule of Flora v. United 
States ll2 does not apply to excise taxes, the burden of paying first and 
then litigating is minimal. Thus, the wagering taxpayer cannot persua
sively argue that collection of the tax will force him into bankruptcy l13 

before he is able to litigate the validity of the ass·essment. 114 

In certain situations, a refund suit affords the taxpayer even greater 
protection than docs a suit for an injunction. Under Williams Pacldng, 
doubtful legal issues must be resolved in favor of the Government. 
Therefore, a circuit that has yet to consider the question should not apply 
the fourth amendment exclusionary rule115 to a suit to enjoin a civil tax 
assess.ment. However, in a refund suit Williams Paching is irrelevant, and a 
court' properly could consider whether illegally seized evidence should be 
excluded in certain civil cases.11S 

Moreover, the self-incrimination implications of a refund suit are no 
more serious than those involved in suits for injunctive relief. Because the 
burden of proof in a refund suit is on the taxpayer to establish the correct 
amount of tax owed, some have urged that the taxpayer's fifth amend
ment privilege against self-incrimination is infringed upon. ll7 However, 
when the taxpayer seeks equitable relief, he has an equal burden of proof 
in demonstrating that the assessment is excessive. I IS If the taxpayer can 
carry the burden of proof in a suit for an injunction despite the hazards 
of self-incrimination, he can carry it in a refund suit.119 Several courts 
apparently recognized this fact and, when refusing to enjoin wagering 

112 362 U.S. 145 (1960); see text accompanying notes 49-52 supra. . 
113 The argument that collection of the tax will force the taxpayer into bankruptcy or ruin 

him financially has been made in sl~veral of the cases. E.g .• Lucia v. United States. 474 F.2d 
at 577; White v. Cardoza, 368 F. Supp. 13~J7. 1400-01 (E.D. Mich. 1973); Pizzarello v. United 
States, 285 F. Supp. 117, 153 (S.D.N.Y. 1968), rev'd, 408 F.2d 579 (2d Cir.), cerl. denied, 396 
U.S. 986 (1969). 

"' Bill see note 52 su/Jra. Becausl~ there is no stay provision to prevent the COInmissioner 
from continuing to collect the tax alleged to be owed while the taxpayer sues for a refund on 
one transaction, the refund procedure may be inadequate. However, this argument does not 
appear to have ever been made in a wagering lax case. This may well be because the 
Government has been willing to stay collection when the taxpayer files suit for a refund and 
then counterclaim in the refund suit for the total tax alleged to be due. E.g .. Higginbotham 
v. United Stales. 75-1 U.S. Tax Cas.1l16.177 (S.D.W. Va. Dec. 21.1974); Thomas v. United 
Statcs,.7·j-2 U.S. Tax Cas.1l 16,170 (N.D. Tex. Nov. 12, 1974); Florio v. United Slates, 74,1 
U.S. Tax Cas. II 16,145 (N.D.W. Va. 1974). 

115 Sec note 80 supra. 
116 See Janis v. United Stales, 73-1 U.S. Tax Cas.1l 16,083 (C.D. Cal. 1973), afl'd mem., No. 

73-2226 (9th Cir. July 22. 1974), cerl. grantcd, 43 U,S.L.W, 3645 (U.S. June 10, 1975) (No. 
74-958). 

117 See lext accornpanyinf: notes 46-18 supra. 
"8 Sec Lucia v. United States, <\70\ f.2d at 575-76. 
IIU Id. at 576; Dolan v. United States, 7'1-1 U.S. Tax Cas. \I 16,122. at 84,137 (N.D. Ga. 

1973). 
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assessments,. declared that the proper place to test the strength of the 
Commissioner's case is in a refund suil. 120 

It may also be urged that the time delay in obtaining'a refund,is crucial, 
and that, therefore, an injunction offers greater protection to the tax
payer. 121 Such an argument is insubstantial. For example, in Pizzarello. the 
taxpayer was deprived of a substantial sum of money for four years while 
seeking an injunction. In In contrast, one wagering taxpayer paid the 
tax-less than $5.000-0n a few wagering transactions and then success
fully sued for a refund; the total assessment was in excess of $80.000. 123 

Although it took him five years to recover his money, the hardship to this 
taxpayer was significantly less than that in Pizzarello. In. at least some 
circumstances. therefore, the additional delay and inconvenience of a 
refund suit ",iII be minimal or nonexistent. 

Thus, courls ought not to assume without a strong showing that an 
injunction protc:cts the taxpayer to any greater extent than does a refund 
suit. However, in certain narrow situations such an assumption might be 
warranted. If the assessing official acted outside the scope of his authori
ty, so that even under the most liberal view of the law and facts the 
Government could not ultimately prevail, a court might be justified in 
issuing an i~unction. In such a case, a taxpayer would have to 
demonstrate only that the Commissioner failed to comply with the statu
tory assessing requirements. 124 Similarly, in it circuit that has already ruled 
that the fourth amendment exclusionary rule applies in civil proceedings. 
an assessment based on illegally seized evidence should be enjoined. In 
either case, the taxpayer would be .protected from the hazards of self
incrimination because the entire assessment would be attacked as invalid. 

Of course, the Government could assert that the taxpayer's legal 
remedy-a refund suit-is adequate. As in a suit for an injunction, a 
refund suit would entail no self-incrimination problems because the entire 
assessment would be attacked on the ground that the IRS had exceeded 
its authority. However, the taxpayer might argue that, in these cir
cumstances, the delay involved in a refund suit would be significantly 
greater than that in a suit for an injunction. A suit for an injunction 
would be decided solely on the question of law, and, although a refund 
suit would be similarly restricted, it could not be brought until the IRS 
had actu;llly assessed and collected the tax. Perhaps more substantial is 
the claim that, unless the legal question were resolved in a suit for an 
injunction, the IRS could force the taxpayer to bring a number of refund 

120 Sec Zmnaroni v. Philpott. 346 F.2d 365. 366 (71h Cir. 1!1(5); Campbell v. Guclcrsloh, 
287 F.2d 878, 881 (51h Cir. 19(1). . 

121 Such an argu(llent. by' itself, docs nOI render Ihc refund suit an inadequate legal 
remedy. See Bob Jones Univ. v. Simon: 416 U.S. 725. 74.7 (1974). 

122 The G<l\'Cl'IlI11Cnl la'lel $125.882 of Pizzarello's money; Ihe assessment i\~c1f was in 
excess of $280.000.408 F.2d al.586-87. 

• 123 Janis v. Unilcd States, 73-1 U.S. Tax- Cas. ~ 16,083 (C.D. Cal. 1973), (lJf'd Will., No. 
73-2226 (9th Gir. Jul), 22, 19701). mI. gralllt'ci, 43 U.S.L.W. 3645 (U.S. June 10, 1975) (No. 
74-\158). 

124 While v. Cardoza. 368 F. Supp. IS!J? J3!)8-!)!) (g,D. Mich. 1973). 
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suits .\imply by assessing wagering taxes on each separate transaction. 
Finally, the taxpayer might argue that his legal remedy is inadequate 
because, if he must bring a refund suit, he will be deprived of the use of 
his money for an indeterminate period of time. . 

As noted earlier, arguments such as these have generally been unper
suasive in suits to enjoin the collection of taxes. However, these conten
tions take on added signifi<:ance as grounds for equitable intervention 
when the sole dispute is one of law. Whether the case involves the 
statutory assessment procedures or the facial validity of an assessment 
based on illegally seized evidence, the court will determine whether the 
Government has acted outside the law. If .it has, its interest in unham
pered revenue collection becomes less substantial. At the same time, the 
taxpayer's interest in freedom from arbitrary IRS action becomes more 
appealing. Just as the first element of the Williams Packing test-whether 
the Government might_ ultimately prevail-must be construed in light of 
these competing interests,12; the second element-the existence of inde
pendent grounds for equitable jurisdiction-should be examined with 
these interests in mind. When the legitimacy of the Government's interest 
is suspect and the taxpayer's interest is endangered, a court would be 
justified in liberally construing the Williams Packing requirement of inde
pendent grounds of equitable jurisdiction. 

IV. CONCLUSION 

The Anti-Injunction Act appears to bar all suits seeking injunctions to 
restrain the assessment or collection of any tax. However, the Supreme 
Court in Enochs v. Williams Packing & Navigation Co. held that in certain 
narrow instances an injunction against tax assessment may be justified. In 
Williams Packing, the Court set forth a two-prong· test to determine 
whether an injunction should be allowed: (1) it must be shown that, even 
under the most liberal view of the law and the facts of the case, the 
Government could not ultimately prevail in a refund suit and (2) equita
ble jurisdiction must otherwise exist. These two factors should be 
evaluated on the basis of the two competing interests at stake-the unhin
dered collection of the revenue by the Government and the protection of 
taxpayers from .arbitrary IRS action. 

The circuits have split in formulating standards for determining 
whether the Government cannot ultimately prevail. Some courts have 
held that, when an assessment was not made by the lRS in "good faith," 
the first half of the Williams Packing test is satisfied. This is an inappro
priate standard because the issue of good faith turns on factual questions. 
which the Supreme Court stated should always be resolved in favor of the 
Government. Instead of a "good faith" standard, this half of the test 
should be limited to narrow questions .of law, such as whether the IRS 

." Ser text accompan)'ing notes 95-98 supra. 
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operated within its statutory framework or whether the exclusionary rule 
has been violated. 

When an analysis of the first half of the Williams Paching test indicates 
that the Government could not ultimately prevail even jf the law were 
viewed most favorably toward its position, the Government's interest in 
unhampered collection of the revenue becomes minimal. At the same 
time, the taxpayer's interest in being protected from arbitrary IRS action 
becomes compelling. In such circumstances, a court should resolve all 
doubts concerning the eXistence of equitable jurisdiction in favor of the 
taxpayer and should then enjoin the assessment. 

ARTHUR H. FERRIS 
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CRIMINAL DEFENDANTS AND ABUSE OF 
, JEOPMDY TAX PROCEDlJllES 

l::Sarry Tarlow* 

INTRODUCTION 

Federal 'and California taxing agencies can exercise awe
some statutory authority to summarily assess and collect taxes if 
they conclude that collection of the taxes is endangered.1 This' ex .. 
traordinary authority is necessary to ensure that suspected criminals 
who may flee or dispose of their assets pay their share of taxes. If 
exercised fairly and for a legitimate revenue-raising purpose, this 
power would not raise constitutional problems. 2 However, re-

* A.B. 1961, Boston University; J.D .. 1964, Boston University. Member, 
California Bar. The author served a~ Assistant United States Attorney, Central 
District of Califo)TIia, Criminal Division in 1965. He wishes to uisclose his 
participation as counsel in the following cases: Buker v. Sup';:110r C6urt, 25 Cal. 
App. 3d 1085, 1r l Cal. Rptr . .;~.; (4th Dis!. 1972); Peorle v. Vermouth, 1,2 
Cal. App. 3d 3j3, 116 Cal. Rplr: 675 (4th Dist. 1974); United States v. 
Marshall, No. CR 74-227 (C.D. Cal., 1-I'fay 13, 1974), appeal docketcd, No. 
2070, 9th Cir., June 7, 1974; United States v. Marshall, No. CR 74-228 (C.D. Cal., 
Sept. 25, 1974), appeal docketed, No. 3038, 9th Cir., Nov. 24, 1974. AU relevant 
issues considered in this Article were raised in the briefs. The author gratefully 
acknowledges the assistance of Gordon C. Rhea (J.D. 1974, Stanford) in the. 
preparation of this Article. ' 

1 Under the Internal Revenue Code (hereinafter referred to in text as the 
Code), the District Director may immediately assess a deficiency jf he "believes 
that the asst'ssmcnt or eoJleclion of a deficiency ..• will be jeopardized by delay" 
(INT. REV. ConE 0 .. 1954, § 6861), or tenninate the taxable year of a tax
payer if he "finds that [the] taxpayer designs •.• to do any ... act tending 
to pTejudice or to render wholly or partly ineffectual proceedings to collect the 
income tax fOT the current or the preceuing taxable year unless ,ueh proceedings 
be brought without delay ..•. " INT. REV. CODE OF 1954, § 6851. For an 
analysis of the source of authority undeT which the District Director assesses 
a tax after termination of the taxable year see Meyers, Terminatiotl of Ta:mble 
Ymr: l'roccdllrrs ill Jcopardy, 26 TAX. L. REV. 829, 630-33 (1971) [hereinafter 
citeu as Meyers]. In California the Franchise Tax Board is authorized to assess 
a deficiency immediately if it "finds [that collection] ..• will be jeopardized in 
whole or in part by uclay ..•. " CAL. REV. & T",-,. CODE § 1l\641 (West 1970). 
The California Revenue and Ta~ation Code (hereinafter referred to in text as 
the Califomi(l COde) authorizes termination of the taxpayer's taxable year where 
the tax jcopardilcd is for th~ current reriod. lei. § I S642. 

2 Summary seizure of pro'f'I!rtr for collection of feueral incor.Jc taxes was 
approved b>' lhe Supreme Court ill Phillips v. COnlmissiotlcr, 283 U.S. 589 (1931). 

1191 
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cent cases indicate a disconcelting pattern of abuse. Taxing 
agencies are immediately notified of arrests for gambling or nar
cotics violations when funds are seized.3 With little or no investi
gation into the defendant's financial background,4 the agencies 
conclude that taxes from unreported illegal income are endangered 
unless an assessment is made immediately. 'An income which 
yields a tax equal to or exceeding the amount seized is esti
mated,1I and liens and levies are imposed on the property .. 

For a discussion of the posl·seizure remedies requircd by the due process clause 
seo Note, Tl'Tmination of the Taxable Year: TIll! Need for Timely Judicial Re
view. 48 S. CAL. L. Rev. 184 (1974). 

3 Close cooperation between the IRS and law enforcemcnt agencics is 
described in Silvcr, Terminating the Taxpayrr's Taxahle Year: How lRS Uses 
11 Against Narcotics Suspects, 40 J. TAX. 110 (1974). Silver cites an Internal 
Reyenue Service Manual Supplement (dated Nov. 10. 1971) which sets out the 
procedures of the IRS Narcotics Project. Officers of this special dh'ision' are 
in5tructeli to "disrupt the distribution of narcotics through the enforcement of 
all available tax stalutes . . .. [M]a.'(imum use .•. [is to be] made of jeopardy, 
quick. and trat!sferree assessments, and termination of taxable periods." Id. at 
1l0. See also, Taxing Tactic. The lRS Swiftly Grabs Drug Suspects' Assets In 
CrackdoWII Effort, Wall Slreet Journa1, Apr. 10. 1974, at 1. col. 1 (West Coast 
ed.). 

It is common for law enforcement agents to notify both the lRS and tbe. 
California Franchise Tax Board whcn cash is seized pursuant to a gambling or 
narcoties arrest, and for summary assessments to issue within hours. Set! affidavits 
from ten attorncys, United States v. Marshall, No. CR ;4·227, (C.D. Cal., May 13. 
1974), appeal dockeled, No. 2070, 9th Cir., JUIIC 7,1974). 

4 Failurc of the taxing agencies to make even colorably accurate estimates 
of tile defendant's true income has resulted in injunctions, orders to return funds, 
or remands to determine whether all inj\1nctipn should iS5ue . . See, c.g .• Lucia v. 
Unitcd States, 474 F.2d 565. 575 (5th Cir. 1973) (taxpayer entitled to a hearing 
to determine if jeopardy assessment was "arbitrary, capricious and without factual 
foundation" because Government estimated gross receipts for a betting 5Caso~ 
from one day's wagel'ing slips; remanded for possiblc injunction); Pizzarello v. 
Unitcd States, 408 F.2d 579, 584 (2d Cir.), em. dellied. 396 U.S. 986 (1969)" 
(income over five year period was estimated from gambling receipts frolll three 
days, although GO\'crnmcnt could not e5tablish that Pizzarello had operaled M a 
gambler for five ycars, or that the slips were typical of his income in that period; 
remanded for possible injunction); Rinieri v. Scanlon, 254 F. SUIlP. 469, 474 
(S.D.N.Y. 1966) (Government prc5Cnled no evidence that the taxpayer had 
earned his money in United States; injunction granted). 

G The court in Clark v. Campbell. 501 F.2d !O8 (5th Cit. 1974). peti/ion 
for cerl. filed. 43 U.s.L.W. 3433 (U.S. Dec. 9. 1974), noted that a summary 
asSessment against Clark exceeded the amount reized at the lin\e of his arrcst, in 
conformity with a pattern indicative of arbitrary assessments. The Clllrk court 
sarcastically obseryed: . 

The cat got out of the bag in Rinicri v. Scanlon, 254 F. Supp. 469 
(S.D.N.Y. 1966) ••.. 

Q: To be very blunt about it, isn't it a fact that you wcre just 
mcrely told to wrile a report that would come all! wilh an 
income tax of approximately ~247.500 so that the go\'ernmmt 
would ha\'c a basis of seizing this money. isn't that the blunt 
fact? ...• 
A: [lRS agent] Yes. 

501 F.:!d at 117 n.28. In United States y. Rubio, 1,04 F.:!d 678 (7th Cir. 1968). 
cerl. dCllil'd, 394 U.S. 993 (1969), $2,796 was seized from a suspect during a 
narcotics arrest, and a deficiency in that precise amount was assessed lIpon a 



412 

1975J JEOPARDY TAX PROCEDURES 1193 

The punitive motive behind these assessments has been con
dcnmed b),'courts in a number of civil cases.G One criminal court7 

ordered the Internal Revenue Services to return seized assets to a 
defendant, finding that the IRS had acted in "evident ex
cess of statutory authority" after it admitted that it. had faile.d to 
determine whether the defendant was delinquent in the payment 
of his taxes and had not even conducted a minimal investill'ation 
into his business affairs.n The involuntary return filed by the 
IRS for the defendant was inconsistent with data available to 
the IRS, and it imposed penalties which were unsupported by 
the facts. 10 

Seizure of a defendant's asscts by revenue authorities 
may severely impair his ability to defend himself and impinge 
on several constitutional protections. l1 Section I of this Article de
scribes the summary assessment and collection procedures, the 
traditional 2t'dministrative and judicial relief from such assessment 
and colleclion, and the inadequacy of thcse remcdies. Section II 
analyzes the particular problems of criminal defendants whose as-

termination of the taxable year. See also Aguilar v, 1Jnited States, 501 F.2d 
)27 (5th Cir. 1974); Willits v. Richardson, 497 F.2d 240 (5th Cir. 1974). 

G See, e.g., Willits v. Richardson, 497 F.2d 240 (5th Cir. 1974). Because 
the taxpayer gambled for a living and was "kept" by a narcotics silspect, her 
property was seized pursuant to a tennination of the taxable year. The court 
observed that: 

The IRS has been given broad power to take possession of the 
property of citizens 1:>y summary means that ignore many basic tenets 
of pre-seizure due process in order to prevent the loss of tax revenues . 

. Courts cannot allow thcseexpcdients to be turned on citizens ~uspected 
of wrongdoing-not as tax collection devices but as summary punish
ment to supplement or complement regular criminal procedures. The 
fact that they are cloaked in the garb of a tax collection and applied 
only by (he Narcotics Project to those brlic\'ed to be engaged in or 
associated with the narcotics trade must not bootstrap judicial approval 
of such use. 

[d. at 246. 
7 United States v. Bonaguro, 294 F. Supp. 150 (E.D,N.Y. 1968), aiI'd sub 

Itom. United States v. Dono, 428 F.2d 204 (2d Cir. 1969), cert. denied, 400 U.S. 
829 (1970). . 

S Internal Rcvenue Service will be hereinafter referred to in text as IRS. 
II 294 F. Supp. at 754. The court reasoned that. 

[tlhc inference is-in short-thnt .•. [the IRS) had not .acted under 
the statute to prolect the revenue interest and collect a tax that seemed 
to 11c in jeopardy. but had made a merely colorable use of the statutory 
forms al the 5upgestion of anolher agency of government in accordance 
with a pattern of conduct that is not strange to the courts. 

ld. at 753-54. 
10 ld. at 754. The computations were based On the as,;umption that the 

ddendant was unmanicd. and n sin!!le exemption WllS allowed. Yet the IRS 
agent testified that the defendant's income was estimatcd'on the as.~umption that 
he was married amI had two chH,lrcn, ano nnliiication of the a~sessmcnt W:lS 

ser\'cd on the defendant by lem ing itwilh his wife. A 2S<;;' (1\!nalty was added 
for atlcmpting t'o jeopardize Ih<' ,ollection of the tax (INT. REV. CoDE OF 1954, 
§ 6658), but no facts were presented supporting Ihis conclusion. 

11 See notes 125-39 & .accompanying le},t il/fra. 



413 

1194 VCLA LAW REVIEW [Vol. 22: 1191 

sets. have been seized, arid section III considers "the possibility of 
ensuring speedier recovery of these assets through motions in the 
criminal case. " 

I. SUMMARY ASSESSMENT PROCEDURES AND REMEDIES 

A. Procedures 

Summary collection procedures constitute a radical depar
ture from normal methods of assessment and collection. Typically, 
in federal taxation, the collection process is initiated by receipt of 
the taxpayer's annual return.l2" If the IRS detennin"es that addition
al tax is due, it is required to send the taxpayer a notice of deficien
cy/3 and cannot assess or collect the tax for 90 days.14 During 
these 90 days the taxpayer may stay collection by petitioning the 
Tax Court to redetermine the deficiency.15 If the taxpayer does 
not petition the Tax Court, the IRS may assess the additional tax. 
From the moment of assessment, a federal tax lien applies to all 
of the taxpayer's real and personal property.16 If the taxpayer 
still refuses to pay the tax, the IRS may send a "notice and de
mand" letter, wait ten days, and then l~vy upon the taxpayer's" 
property.17 

The California assessment and collection procedure resem
bles the federal practice. If the Francbise Tax Board determines 
that the taxpayer's return underestimates the tax due, a notice of 
proposed deficiency is mailed.18 The; taxpayer must file a written 
protest with the Board within 60 days or the assessment becomes 
finuI.1D If the taxpayer files- this protest, the Board lUllst grant a 
hearing.20 The taxpayer must appeal an adverse Board decision 
within 30 days to the Board of Equalization':!1 and then petition for 
a redetermination of that higher forum's decision.!!!! The assess
ment then becomes final, and the tax must be paid ten days "after the 
mailing of a notiee and demand letter.23 

Summary assessment procedures, in contrast, prevent the tax
payer from litigating the validity of the assessment before collec-

12 INT. REV. COPE OF 1954, § 6011. 
13 ld. §§ 6212(n), 6213(a). 
14 ld. § 6213 (a). 
11> ld. 
16 [d. §§ 6321,6322. 
17 ld. § 6331 (a). 
18 CAL. REV. & TAX. Coon § 18583 (West 1970). The Board has four 

years in which to act. It!. § 18586. 
1D ld. §§ 18590 & 18591. 
20 ld. § 18592. 
21 ld. § 18593. 
22 ld. § 18596. 
28 Jd. § 18597. 

I 
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tion. TIle ("YO federal summary assessment procedures are jeopardy 
assessment2

-l and termination of the taxable year.~~ The jeopardy 
assessment procedure applies only when the tax in question is due 
and payable. ~o The District Director is authorized to assess the tax 
::mmediately27 jf he "believes" that assessment or collection 
w·)uld be "jeopardized by delay."28 The District Director's deter
mination of jeopardy is presumptively correct and nonreview
able;:!o payment is due the moment tbe assessment is made. No 
prior notice is required,so and the 90 day ban on collection is in
applicable.a1 A tax lien arises with the assessment,32 and the IRS 
may levy upon the taxpayer's property without the formality of 
ten days 110tice.3a Within 60 days of the assessment, the IRS must 
send a deficiency notice, which entitles the taxpayer to Tax· Court 
review of the assessment,34 but the liens and levies remain in 
force, and the.taxpayer is denied the use of his property.35 One 

24 INT. RIO\,. CODE OF 1954, § 6861 (a). 
2S Id. § 6851 (a). Termination of the taxable year may hereinafter. be 

rcfcned to in tcxt as termination assessment. 
1,(\ Section 6861 applies only to a "deficiency" as defined ID section 6211. 

Section 6211 defines a "deficiency" as, 
the amount b)' which the tax imposed ••. exceeds •• '. 

(1) the sum of 
(A) the amount shown as tbe tax by tbe taxpayer upon his 

return, if a return was made by the taxpayer and an 
amount was shown a5 the tax by the taxpayer thereon, 
plus 

(B) the amounts previollsly assessed (or collected without 
assessment) as a deficiency ...• 

INT. REV. ConE or- 1954, § 6211(a). For an analysis of· whether a "dcficien:y" 
may exist before the tax is due and payable see Meyers, supra note 1, at 833·43. 
Even if a "deficiency" may exist before the lax is due and payable, section 6861 
cannot be used to assess the "deficiency" until the taxpayer's ta'1:able year has 
been terminated under section 6851. Taxes are due and payablc four and one 
half months after the end of the· taxable year. INT. REV. CODE OF 1954, 
§ 6072.(a). . 

27 INT. REV. CODE OF 1954, § 6861 (a). 
28 ld. 
2U Transport Mfg. & Equip. Co. v. Trainor, 382 F.2d 793 (8th Cir. 1967). 

Sce Note, Jeopardy Asscssment: 7h'! So\·C'rdgn's Stranglehold, 55 GEO. L.J. 701, 
702 n.13 (1967). Sce also Kaminsky, Administratirc Law and Judicial Review 
of Jeopardy Asscssments U,ldcT lilC' in!cTlla{ Rel·CIII/£, Code, 14 TA.". L. REV. 545, 
556-60 (1959) (contending that the Secretary's "belief" shculd be reviewable 
under principle~ of administrative law as a nondiscretionary act, since the Director 

. is mandated to brinr. a jeClpardy assessment once he forms a "~licf"). 
Although a reviewing court is precluded from considering the soundness of 

the District Director's de.cision. it can determine whether he hr.d facts from 
whic:h to {onn a "belief." United States v. Ronaguro. 294 F. Supp. 750, 753 
(E.D.N.Y.1968). Sec Odell. ~lSSI"SSm<!IIIS.· What Are Thry-Ordillary? Immrdi· 
(1(<"7 Jt'(lpardy?, N.Y.V. 31ST INST. ON FLO. TAx. 1-195. 1509 (1973). 

3() Yllnicclli v. Nash, 354 F. Supp. 143 (D.N.J. 1973). 
81 INT. Rlw. CODl; OF 1954, § 6861ta}. 
82 Jd. §§ 6321,6322. 
lI8 Id. § 6331 (n). 
84 Id. § 686·1 (b). 
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cour,t has noted that "[t]here is little doubt but what a jeopardy 
assessment is a statutory label for the sovereign's stranglehold on 
a taxpayer's assets."36 

The tennination of taxable year procedure applies before the 
tax in question is due and payable. The District Director is author
ized to terminate a taxable period and demand immediate payment 
of the tax for thc tenninated period (and of any unpaid tax ior the· 
preceding taxable year) upon "finding" that the taxpayer intends 
to flee, conceal his property, or "do any other act tending to 
prejudicc" collection o[ the tax.a7 The termination of the taxable 
year provision docs not contain authority to assess a tax. as The 
source of the District Director's authority to assess titis tax is under 
consideration by the Supreme Court.30 If the District Director's au
thority is derived from the jeopardy assessment provisions, the pro
cedures and remedies for terminations of the taxable year arc loen
tical to those for jeopa~dy assessments. It authority is derived 
elsewhere, as is assumed in this Article, not only may the taxpayer 
be deprived of his property by immediate levy, but the IRS is 
not required to send the deficiency notice which entitles him 
to Tax Court review after the 1evy.40 The IRS power to terminate 
the taxable year has been characterized as "summary in nature 
and awesome in effect."41 Assessments against persons suspected 
of illegal activities arc generally made under this more stringent ' 
provision.4!l 

35 Although tbe IRS may immediately seize the ta,<payer'sproperty, it 
may not sell it during the time in which the taxpayer may petition the Tax COllrt 
for a redetermination, or while Tax Coutt proceedings are pending. 1,{. § 6863 
(b)(3)(A). To the taxpayer, the freezing of his assets may be as disa~t(ous as 
their sate. As onc court has noted, "bv summarily immobilizing his assets the 
financial disastcr may overcome the taxpayer. Thus the taxpayer may bcco~ 
'indigent' ovcrnight." Clark v. Campbell, 501 F.2d lOS, 122·23 (5th Cir. 1974). 
The criminal defendant is exposed to particularly $c"cre hardships, since hc is 
deprived of fUllds necessary for the defense of the criminal prosecution. 

36 Homan Mfg. Co. v. Long, 242 F.2d 645, 651 (7th Cir. 1957). 
37 INT. REV. CODE OF 1954, § 6851 (a)( 1). 
3S The IRS '1dmitted in Rinicri v. Scanlon, 254 F. Supp. 469, 474 (S.D.N.Y. 

1966), that section 6851 docs not contain its own assessment authority. 
59 Hall v. United States, 493 F.2d 1211 (6th Gir.), cerl. grall/cd, 95 S. Ct. 

40 (1974); L'Iing v. United States, 496 F.2d 853 (2d Cir.), cert. grallfl'd, 95 S. 
Ct. 39 (1974) .. 

~o :rhe IRS contends that assessment authority for termination assessmcnts 
is de lived from section 6~01. SI'€', e.g., Irving v. Gray, 479 F.2d 20 (2d Cir. 
1973). Section 6201 docs not require the IRS 10 send the taxpayer ;1 notice of 
dcficiency before 01' after assessment. For comparison with section 6861 
jeopardy assessments, it will he nssum('d in (his Article that terminations of (he 
taxable ycar arc il)lIoll'cd P)' :me,~ment under scction 6~OI. 

.1 Clark v. Campbell, 501 r.2J J08, 122 (5th Cir. 1974). 
42 One court noted the "Sen'icc's recent pattern of its willingness to 

. utilize § 6851 ill conjunction with ••• narcotics enforcement activities." 1<1. at 
115. Virtually nil reported cases involving :tSseSSlllents arising out of arrests 

Bn-32l o· 77 • 30 
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Cali[o~nia law contains comparable jeopardy assessment~3 
'and termination of taxable year 4 provisions, All summary assess~ 
ments are undertaken as jeopardy assessments,45 but every assess
ment of taxes for the current period is preceded by 1'1 termination of ' 
the taxable year,4U The assessment is "immediately due and paya
ble,"oIi and collection may begin at once unless the taxpayer peti
tions for reassecsment within ten days of receiving notice 'anci posts 
a bOlld.4s The taxpayer's property may be encumbered by liens and 
levies comparable to those in federal tax practice.4

!1 

B. Remedies 

The judicial and administrative remedies available to a ta:<
payer subjected to summary assessment are inadequate because 
they are both costly and time-consuming. In those rare situations 
where a taxpayer has assets which were not levied upcn by the 
revenue agency, it may not be economical to incur the expense 
required to retain an attorney fa contest the validity of the assess
ment. These remedies are of little use to criminal defendants 
whose assets have been seized. 

1. Posting Bond 

Under federal law, levy and sale can be stayed if the taxpayer 
. posts a bond equal to the assessment. 50 In California, u stay may be 

obtained by both filing a petition for reassessment and posting 
bond "in such amount as the Franchise Tax Board shall deem nec
essary," not to exceed twice the amount of the assessment.51 111is 
remedy is "illusory" when, as iri most cases, the taxing agency has 
tied up all of the taxpayer's assets. Since bonding companies will 
not underwrite the bond without adequate security, the taxpayer is 
denied the use of commercial sureties. 52 

and the sPlzure of fnnds indicate that section 6851 <termination assessment) 
rather that. section 6861 (jeopardy as~ssment) was used. 

43 CAL. RF..v. & TAX. CODE § 18641 (\Vest 1970). 
H hi. § 18642. 
~5 ld. § 18641. Asscssml!nt "of a tax or a deficiency for any year, curren! 

or past ...• " is authoriz.ed. 
4: hi. § 18642. 
41 Itl. § 18643. as amended, (''Vest Supp. 1975). 
48 lei. ,§ 18643. 
~ll Collection may be either by a tax waTmot which has the force and effect 

of a writ of execution (Ie/. § lS906) or by an order to withhold. CAL. REV. & 
TAX. CODIl §§ 18817·19 (West SuPp. 1975). For lien provisions see icl. §§ 18881· 
82, 

GO INT. RI:v. CODr: OF 1954, §~ (iS6~(n), 6851 (e). 
~1 CAL. REV. & TAX. CODe § 186-13 (West 1970), as tIIl/ene/C'd, (West Supp. 

1975). 
fj2 Tl.c bonding procedure has been condemned llS a "mere mockery" of a 

remedy. Kimmel v. Tomlinson, 151 F. Supp, 901, 902 (S,D. Fla. 1957). St'!: 
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2. Abatement of the Assessment 

Upon request of the federal taxpayer, the. District Director 
may abate a jeopardy assessment if he believes that the as
sessment is excessive, (;3 or finds that jeopardy docs nut in fact ex
ist. fi4 The decision to abate is wholly discretionary, and the taxpay
er carries the difficult burden of persuading the Director that his 
assessment was erroneous. uG Tltis approach is an exercise in 
futility if the assessment was made in bad faith, and is hardly a 
satisfactory substitute for judicial review.sa However, even such 
limited protection is not available to taxpayers whose taxable years 
have been terminated.o7 The California taxpayer is entitled to a 
conference with the Franchise Tax Board at which arguments for 
reassessment can be presented.us 

3. ;rax Court Redetermination 

Within 90 days of receiving a notice of deficiency,50 the feder
al taxpayer may petition the Tax Court for review of a jeopardy 
assessment.GO Although filing of the petition prevents a sale of the 
taxpayer's property pending Tax Cour.t review,Ol the Tax Court 
may take more than two years to reach a decision. G2 Tax Court re
view is limited to redetermination of the amount.due; the initial 
finding of jeopardy may not be cha1lenged.03 As with abatement,o'l 

Gould, Jeopardy Asscssmcllts When They May lJe Lel'ied alld What to J)o 
abollt The/ll, N.Y.U. 18Tn INST. ON FED. TAX. 937, 944·45 (1960) [hereinafter 
cited as Gould}. The IRS is apparently reluctant to permit friends of the tax
payer to post bond. However, one court found that the District Director had 
abused his discretion by refusing to accept two sureties with. unencumbered prOp
erly valued at twice the ta.'\: assessment in lieu of the bond under section 6863 (n). 
Yoke v. Ma7.Zcllo, 202 F.2d 508 (4th Cir. 1953). 

63 INT. REV. CoDE OF 1954, § 6861 (c). 
54 ld. § 6861(g). 
55 See Darnell v. Tomlinson, 220 F.2d 894 (5th Cir. 1955); Note, Ter

mination of the Taxable Year: The Need for Timely Judicial Review, 48 S. 
CAL. L, REV. 184, 193·94 (1974). 

GO There is no right to a formal hearing under federal law, and the IRS's 
refusal to abate is unreviewable in court. Schreck v. United States, 301 F. 
SUJlP. 1265, J280 (D. Md. J969). &e (/lso GOUld, slIpra note 52, at 145·46. 

57 Provision for abatement is within the jeopardy assessment provisions. 
·INT. REV. CODB 01' 1954, § 6861(e). See notes 38-40 & accompanying text 
supra. 

68 Unless the taxpayer appeals from an adverse decision by the Board wiUlin 
30 days its determination beco:nes final. CAL. RilV. & TAX. CODn § 18645 (West 
1970). 

09 See text accompanying note 34 supra. 
GO INT. REV. CoDE OF 1954, § 6213(a). 
01 See note 35 supra. 
o~. L. Kmn & D. ARGUE, TA.' COURT PRACTICE 35 (4th cd. 1970). 
os INT. Rcv. CODr: OF 1954, § 6861 (r.). 
640 Sec note 5? & accompanying text supra •. 
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this remedy. is denied to a taxpayer whose taxable year has becn 
terminated. OG 

4. Suit for Refund 

An alternative statutory remedy for federal taxpayers is a suit 
for refund. However, before such a suit may be initiated, the tax .. 
payer must pay the full assessment, ijO file a claim for refund with 
the IRS, and wait six months, unless the claim is denied earlier.o1 

Taxpayers whose taxable years have been terminated carulOt file 
a claim for refund before the end of the normal taxable year. ij8 

The full payment requirement often renders a suit for refund 
impossible. If the IRS assesses a deficiency which exceeds the assets 
seized, the taxpayer must pay the additional amount before he 
can bring' the ~uit. Assuming the taxpayer has additional assets 
\vhich the IHcS did not discover, these can be exhausted in defend
ing thc criminal case. It is doubtful that a taxpayer in this situation 
would decide to deposit additional SlIms with the IRS to obtain the 
right to file fora refund. The IRS may also thwart a refund suit by 
levying upon property without applying it to the tax liability.69 For 
example, jf the property is subject to forfeiture,70 the IRS may 
refuse to credit it against the tax liabiIity.71 Not only can the IRS 
determine when the taxpayer will have access to the district court, 
but it can effectively preclude district court review. 

Equally burdensome obstacles face the taxpayer seeking judi
cial review of a CaJifornia assessment. He may stay collection 
only by posting a bond72 and requesting a.hearing before the Fran
chise Tax Boatd.73 If the Tax Board's resolution is unfavorable, the 

os See notes 38-40 & accompanying text supra. 
00 Flora v. United States, 362 U.S. 145 (1960). 
07 INT. REv. CODE OF 1954, § 6532(a). 
as See I[\'ing v. Gray, 344 F. Supp. 567 (S.D.N.Y. 1972), a/i'd, 479 F.2rl 

20 (2d Cir. 1973). 
OD Schreck v. United States, 301 F. Supp. 1265, 1281 (D. Md. 1969). 
70 Funds, devices, and "carriers" are subject to forfeiture by the Govern

ment if used in conjullction with certain crimes. Sec, e.g., 15 U.S.C. § 1177 
(1970) (forfeiture of gambling devices), 49 U.S.C. § 782 (1970) (forfeiture of 
carriers lml\sporling contraband). :1 .After reviewing these possibilities, the court in Schreck v. United States, 
301 F. Supp. 1265 (D. !I[d. 1969). concluded: 

In essence, the Government asks this Court to hold that Congress 
has constitutionally authorized the IRS to seize and sell all of a person's 
pl'opert>' and has also provided that that person has no right to institute 
all)' COUlt pl'occcdbgs, for pcrhaps longer than three y~ars, in which 
io Iiligate the valiJity of the tlmlcrlying :tsscssment and the seizure ••.• 

rd. nl12S1 (cmrhasis original) (footnote omitted). 
12 St'c nolc -IS & accompanying text supra. 
18 The petition for l'eaSSC~sment must be filed with the Franchise Tax 

Board within sixty days (If notice (If the jcol'aruy assessment. CAL. REV. & 
TAx. CODE § 18644 (Wcst Supp. 1975). 
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taxpaycr may appeal to the State Board of Equalization.74 Only 
after cxhausting all administrative remediesi5 and paying the tax76 

may the taxpayer sue for a refund in the Superior Court.H 

5. Injunctive Relief 

Injunctions prohibiting the collection of improper summary 
assessments would avoid much of the expense and delay cif statuto
ry review. However, the taxpayer must overcome strict prohibitions 
against injunctions and the reluctance of courts to interfere 
through cxtraordinary proccdures with the collection of taxes.78 

Internal Revenue Code section 7421(a) provides that "no 
suit for the purpose of restraining the assessment or collection of 
any tax shall be lD:.!intained in any court . . . ." There are two 
relevant exceptions to this. prohibition. The first is statutory. Sec
tion 6213(a) authorizes injullctive relief for a taxpayer who was not 
sent the required notice of deficiency. 111is avenue of attack is avail
able to a jeopardy assessment taxpayer who was not sellta notice of 
deficiency within 60 days after the assessment. i9 Since the termina
tion assessment taxpayer is not entitled tQ a notice of deficieney,so. 

·74 If the Franchise Tax Board rules against the taxpayer, he may file a 
petition for rehearing within 30 days. Id. § 18596. The Llecbion on rehearing 
may be appealed within 30 days to the Board of Equalization. Id. §§ 18645, 
18646. 

75 Horack v. Franebise Tax Bd., 18 .Cal. Apl'. 3d 363, 368.69, 95 Cal. 
"Rptr. 717, 720 (4th Dist. 1971) . 

. 76 California law docs not specify whether the taxpayer faces a state 
equivalent of the federal docll ine of full payntent. For a discussion of the doc
trine see Flora v. United States, 362 U.S. 145, 146·47 (1960). ·California courts 
do not have the dual jurisdiction that prompted the prior payment rule in federal 
tax law. Section 19082 of the California Code makes "payment of the tax" a 
prerequisite \0 a refund suit in superior court, but does not state that the payment 

. must cover the entire assessment. Section 19092 seems to envision cases in • 
which less than the actual assessment is paid before suit. "If judgment is ren
dered against the Franchise Tax Board, the amount thereof shall first be credited 
against any taxes ..• and the remainder refunded to the ·ta.~pa)'er •.•• " ·CAL. 
REV. & TAX. CODE § 19092 (West 1970). The court in UniQn Bank & Trust Co. 
v, McClogan, 84 Cal. ApI'. 2d 208. 213, 190 P.2d 42, 45 (I9~S), apparently 
permitted a refnnd suit with only partial payment, but the facts arc ambiguolls. 

i7 The taxpa)'cr may sue in slIperior COllrt, but the Franchise Tax Board 
can change the venue to Sacramento. CAL. REV. & TAX. ConE § 19088 (West 
1970). 

is The Court in Millcr v. Standard Nut Margarine Co., 284 U.S. 498 
(1932), cxplain~d: 
. 111e principle reason [for generally not allowin~ suits ·to stay cnforce

ment of n tax] ·is that ... such sllits would enable those liablc for 
taxes· in some alllOunt to d~l:ll! pa)'m~nt or possibly to escape their 
lawful burden :lml so to interfere with nod thwart the collection of 
re\,enucs for the support of Ihe governmcnt. 

/d. at 509. 
79 Sec note 34 & accompanying Ic:'(t sllpra. 
80 Sec 110tcs 38·40 & accompanying te:'(t supra. 
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he may 110t l;>ring suit for injunctive relief under section 6213(a).sl 
The courts arc divided as to whether a taxpayer must establish 
the existence of traditional grounds for equitable relief to obtain 
this statutory injunctive reIief.8~ . 

The second exception to the prohibition against injtJl1ctive re
lief has becn created by the courts. The Supreme Court in Ellochs v. 
H'ilfiams Packing & Navigation CO.83 held that the prohibition 
against injunctions is inapplicable if the taxpayer (1) qualifies for 
equitable relief by dcmonstrating irreparable harm and the ab
sence of an adequate legal remedy, and (2) establishes that jf the 
Government's claim were contested, it would not be upheld 
"under the most liberal view of the law and the facts."S4 

It is easier to· satisfy the first requirement of Enochs, 
qualification for equitable relief. First, the taxpayer must demon
strate "irreparable harm" if his funds are not immediately 
returned. Courts have found sufficient injury in the imminent col
lapse of a businesss5 or severe physical deprivation.s6 One court 
held that freezing funtls needed to post bail for a pending criminal 
trial results in "an incarceration that will cause irrcparableinju
ry."S7 Another court has intimated that prejudicing a taxpayer's 
sixth amendment right to counsel might satisfy the stanc;lard.5s The 
taxpayer must also demonstrate the absence of an adequate legal 
remedy. Some cases have held that jeopardy assessments and termi-

81 See note 40 & accompanying text slipra. 
82 Compare Hogan v. United States, 32 Am. Fed. Tax R.2d 1\73-5148 (E.D. 

Mich. 1973), willi Lisner v. McCanless, 356 F. Supp. 398 (D. Ariz. 1973). 
83 370 U.S. 1 (1962). 
84 Id. at 7. The court observed: 

We belieYe that the question of whether the Government has a 
chance of ultimately prevailing is to be deternlined on the basis of the 
information available to it at the time of suit. Onl~' if it is then 
apparent that, under the most liberal view of the law nnd the facts, 
the United States cnnnot establish its claim, may the suit for an in
jUllction be maintained. • .• To require more than good faith on the 
part of the Government would unduly interfere with a collateral ob
jective o( the Act-protection of the collector from litigation pending 
n suit for refund. 

It!. at 7-S. The cuurt found that "[tJhc record before us clearly reveals that the 
Governmerit's claim of liability was not without foundation," and denied an 
injunction. lei. nt 8. 

8~ Miller v. Standard NlI't Margarine Co., Z84 U.S. 498 (1932); Lucia v. 
United Stales, 474 F.2d 565 (51h Cir. 1973); Pizzarello v. United Statl1s. 408 
F.2d 579 (2d Cir.), errt. tI"lIit'd, 396 U.S. 986 (1969). But sec Morton v. White, 
174 F. Supp. 446 (E.D. Ill. 1959). 

S6 Thc' court in Willits v. Richardson, 497 F.2d 2·jO, 246 (5th Cir. 1974), 
approved injunctiw I'I!lieC where all assessment denied the taxpayer the means 
of $IlPPI'rting hersdf nnd her children. 

S7 Shapiro v. s.:crdary of Stat.:, 499 F.2d 527, 535-36 (D.C. Cir. 1974), 
et:rl. grail ted, 43 U.S.L.W. 3451 (U.S. Feb. 18, 1975). 

~s . 111C ta.xl'aycr in Lisner v. McCanlcss, 356 F. Supp. 398, 400 (D. Ariz. 
197:.\), appalcntl}· a\lC!~cd that aSsessments would deprive him of counsel, but 
failed to produce cvidcncc supporting this nIlegatioD. 
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nations of the taxable year leave the taxpayer with inadequate legal' . 
remedies;8D others have remanded for determinations of whether 
the taxpayer would suffer "irreparable harm" if relegated to Tax 
Court review. 00 . 

Enochs requires an additional showing that the Coml11i~sion
er's assessment is wholly invalid.U1 TItis second requirement 
presents the 1110st significant problems, since many tax cases in
volve factual disputes'in which the Government could conceivably 
prevail. Nonetheless, assessments have been found invalid where 
the assessllient was not preceded by a factual inquiry into the ta,~
payer's financial 'baekground,oz where the evidence was insuffi
cient to support the amount of the assessment,93 and where the tax 
was erroneously computed.04 The IRS has promulgated strict pro
cedural guidelines to reduce the possibility cf arbitrary jeopardy 
assessments.o;; Failure to follow these guidelines may render the 
assesSment invalid,06 

Assessments have also been held invalid when undertaken in 
"bad faith," i.e., when not motivated by the collection of revenue. 
In Iannelli v. Long,OT a taxpayer contended that the IRS made a 
summary assessment to put economic pressure on persons believed 
to be engaged in large scale criminal activities. The court found that 
this motive was unrelated to tax collection and \V'ould support an 
injuIlction; it reasoned that under these circumstances "a snit to 

. so Sec, e,g., Willits v. Richardson, 497 F.2d 240 (5th Cir. 1974). Tile court 
in Shapiro v. Secretary of State, 499 F.ld 527 (D.C. Cir. 1974), held that review 
procedures available to a taxpayer subjected to a jeopardy assessment were in
adequate safeguards against the "irreparable injury" of incarceration, reasoning 
thnt "while he can pursue his remedy against the levies either during or aftcr 
his probable incarceration, a l11ere restoration of his funds will not repair the 
injury caused by his imJlrisonment." ld. at 536. . 

00 Lucia v. Unitcd States, 474 F.2d 565, 577 (5th Cil'. 1973). 
91 See notes 83-84 & accompanying te"t sUpra. 
02 United Statcs v. Bonaguro, 294 F. Supp. 750 (B.D.N.Y. 1968), a/I'd sub 

·nom. United States v. Dono, 428 F.2d 204 (2d Cir. 1969), CCTt. denied, 400 U.S. 
829 (1970). &c notes 9-10 & accompanying (ext sl'pra. 

P3 Sec note 5 supra. 
HU . 
05 Rcvenue Procedure 60-4, 1960-1 CUll!. DULL. 877-79, requircs tllat: (I) 

All such assessmcnts be rcvicwed personally by the District Dircctor (ld. at 878, 
. § 2.03); (2) After nn assessmcnt has b.:en made it must .bc scnt to the Regional 

Commissioner's OCfice to determine whether the COlic ami pertinent regulations 
have becn followed (ld. § 3.01); and (3) All requests for abatemcnt must be 
personlllly considercd by the Dif1!ctor, nnd his action on such lcquests, together 
with reasons for stich action, must be ihdlld~d in the file (ld. at 879, § 5.02). 

06 Thomton v. United States, 493 F.2d 164 (3d Cir. 1974). Apparently 
failure to folIow these guidelines was a signifkant factor in the court's il1\'alitla
tion qf the jcopaTlly assessment 1n United States v. Bonagllro, 294 F. Sllpp. 750 
(E.D.N.Y. 196:», (I/I'll sub 110m. United States v. Dono, 42$ F.2cl 204 (2d Cir. 
1969), cut. denied, 400 U.S. 829 (1970). 

01 487 F.2d 317 (3d Cir. 1973), ccrl. denied, 414 U.S. 1040 (1974). 
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restrain the tax collector's enterprise is not' in reality a suit to re
strain the collection of taxes."9B However, the court denied relief, 
since the asseSSlllCnt and levies were also "bona fide and potentially 
productive attempts to collect revenue."~9 In Sherman v. Nash,loo 
the court remanded for an evidentiary hearing to detennine wheth~ 
er the Government's motive III applying a "ruinous" sununary as
sessment was to force the taxpayer to testify before a grand jury. 
Clarifying the holding of Iannelli, the court observed that if sulU
mary assessments were brought in bad faith, they would' not be 
sustained simply because they might yield substantial revenue.101 

It may be difficult for a taxpayer to make a showing of invalid
ity because the Government possesses all tlle information regard
ing the computation of the assessment. The court in Shapiro v. Sec
retary of State l02 held that the Government must divulge sufficient 
information regarding an assessment to enable the court to deter
mine whether it was made in good faith. loa Although the Supreme 
Court is presently considering whether this initial burden should be 
pJaced on the IRS,104 logic and fairness require that the taxpayer 
have access to information ,necessary to determine whether this 
second requirement for injunctive relief is satisfied. 

ns Jd. at 318. 
00 Id. 

100 488 F.2d 108.1 (3d Cir. 1973). 
101 TIle court noted that, 
[w]hen the IRS has acted ostensibly under secti9n 6861, but in fact has 
used (he jeopardy assessment as a device to harass a taxpayer or as a 
leverage to exert pressure on a taxpayer for nontax purposes, it has 
exceeded its statutory authority. . ' 

Id. at 1084. The Sherman court did not clarify whether an injunction is proper if 
the illegal aim is one of the purposes, the primary purpose, or the exclusive pur
pose for an assessment, although it does establish that the incidental collection 
of revenue, standing alone, will not justify the assessment. 

1()2 499 F.2d 527 (D.C. Cir. 1974), em. granted. 43 U.S.L.W. 3451 (U.S. 
Fcb. 18, 1975). 

103 Shapiro petitioned the district court 10 enjoin a federal jeopardy assess
ment against funds allegedly earned in narcotics transactions, claiming that there 
wa~ no factual foundation for believing that he was engaged in narcotics sales, 
and that the calculation of the deficiency had no rational basis. The appellate 
court renlanded for a factual inquiry into the method of assessment: 

(All the vcry least the District Court must obtain some evidence by 
which to judge whether the :lsserted ddiciency was a'tax or was so 
arbitrary and exccssil'e as to be "an exaction in the guise of a la:'(," 
While it is not probable that the GOI'ernment created the deficiency out 
of whole cloth. it is equally true that "(the Government's) burden (to 
show good faith) is not met by mere 'protestations of good faith and 
concJusory statements of plaintiff's tax liability.''' The District Court 
shoulu therefore inquire whether there are an}' facts from which 
gOlld faith may he il1f~rrcd. and absent such {:lcts. the judg.; should not 
dismiss the case in deference to any presumption in {al'or of the IRS. 

It!. nt 535. 
104 Shapiro v. ScCl\:tary of Stale, 499 F.2d 527 (D.C. Cir.), cerl. granted, 

43 U.S.L.W. 3451 (U.S'-Feb. 18,1975). 
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'Th~ California Revenue and Taxation Code contains an anli
injunction statute similar to that of Internal Revenue Code section 
7421.J05 However, California cases have explicitly refused to cre
ate an Enochs exception; the rationale is that "equitable process" is 
altogether precluded by the literal wording of the statute,lOO and 
that procedures for review set out in the revenue code arc ade
quate.10

; These holdings have ht~en challenged in 11ght of recent 
developments in federal law, and are under consideration by the 
Califomia Supreme Court.10B While the court may adhere to 

105 Section 19081 provides: 
No injunction or writ of mandate or other legal or equitable process 
shall issue in any suit, :>.clion or ~roceeding in any court against this 
State or against any officer of this State to prevent or enjoin the assess
ment or collection of any tax under this part •.•. 

CAL. Rr:.v. & TAX. CODE § 19081 (West 1970). This is almost a verbatim fe, 
statement of CAI~ CONST., arlo XIII, § J 5. . 

lOG TI1C California Supreme Court in Eisley V. Mohan, 31 Cal. 2d 637, 
192, K2d 5 (1948), emphasi7..ed that "[tlhe provision of the C"llifornia Constitu
tion is much more than a merc declaration of the rules generally applicable in 
proceedings for injunction, mandamus, or other Jegal or equitable relief." Id. 
at 641, 192 P.2d at 8. In Modern Barber Colleges, Inc. V. Employment Sta
bilization Comm'n, 31 C'll. 2d -720, 192 P.2d 916 (1948), the court added thaI 
to ignore section 19081 "would not only result in impeding the collection of 
these contributions and in jeopardizing the stale's system of social security bene
fits; it would also have a far reaching and destructi\'e effect on the administration 
of justice." [d. at 732-33, 192 P.2d at 923. The court explicitly refused to create 
a judicia.l exception analogous to that in federal courts, holding: 

It follows [from the foregoing discussion] that cases such as 1I1mcr v. 
Standard NUl Margarine: Co • ••• which discuss the various instances 
under which an injunction may be a\'ailable according to the common 
law rules of equity or under statutes restating them are not applicable 
here. 

ld. at 725, 192 P.2d at 919 (citations omitted). The prohibition in the Cali
fornia statute, which precludes all "equitable process," is more sweeping than the 
ban in Internal Revenue Code section 7421, which forbids only "injunctive relieL" 

107 In Horack V. Franchise Tax Bd., 18 Cal. App. 3d 363, 95 Cal. Rptr. 
717 (4th Dist. 1971), a jeopardy assessment was brought against funds seized pur
suant to an arrest. TIle defendant initialed administrative proceedings, and then 
petitioned for a writ of mandate in the superior court for return of the funds. In 
overturning the grant of thc writ, the appellate court held that "[al suit to recover 
alleged o\'erpayments is the exclusive means of obtaining' judicial review of tax 
proceedings." /d. at 370, 95 Cal. Rplr. at 721. 

lOS In Dupuy y. Superior Court, Civil No. 4490 (Cal. Ct. App., 2d Dist., 
O~t. 3, 1974) (petition for writ of mandate denied), "orillg crall/ed, No. L.A. 
30381, Cnl. Sup. Ct., Nov. 15, 1974, a taxpayer petitione-d for n·wril of mandate 
barring enforcement of a jeopardy assessment, .conlending that judicial exceptions 

.similar to those for the federal anti-injunction act should be available to California 
taxpnyers. The nppclla'te court denied the writ, apparently on thc ground that 
administrative remedies within the California Code provided adequate oppor
tunity for relief. 

However, Dllpuy did not in\'olve criminal charges. One recent California 
case docs indicatc that a HLxpa>'cr facing criminal prosecution mal' have nn c\'en 
stron!;cr case for injunctil'!: relief, particularly if he can demonstrate a need for 
the funds to prescn'c sixth amendment rights. Franchise Tnx HI!. v.Municipal 
Court,~15 C.'II. ApI'. 3d 377, 387 n.4, 119 Cal. Rptr. 552,559 nA (2d Disl. 1975). 

111e Supreme Court'lm~ treated federal summary assessment as an "exlraordi· 
nary situation" ex~eplioll to the requirement that a le\'Y should pe preceded by a 
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precedent aQ,d deny attacks on assessments otlt<;ide the proscribed 
procedures, the equitable considerations discussed in this section 
should require courts to permit injunctive relief jf the taxpaycr can 
demonstrate asignificant hardship and a bad faith or fraudulent 
tax assessment. . 

If both state and federal tax assessments arc involved, juris
dictional problems may further complicate judicial review. Federal 
couits are barred from enjoining state taxes when a "plain, speedy, 
and effective remedy" is available in sfate court.100 In rare instances 
federal courts have enjoined the collection of state taxes upon proof 
similar to that required under Enochs. llo An additional ground for 
injunctive relief may arise u"nder 42 U.S.C. sections 1981 through 
1987, which permit "civil rights" suits whenever state actions de
prive persons of rights guaranteed by the Federal Constitution.l1l 

6. Assignment to an Attorney 

Additional remedies are available to a taxpayer who assigns 
his interest in seized funds to an attorney. A federal tax lien 
applies to all of a taxpayer's "real and personal property from the" 
time a deficiency is assessed.m It is not effective against subse
quent mortgagees, pledgees, purchasers, 'or judgment creditors 
whose interests arose prior to either filing of the lien or serving no
tice of levy.1l3 Since an assignment for consideration is a "pur-

prior judicial hearing. Sec Phillips v. Commissioner,' 283 U.S. 589 (1931). It 
relied upon the availability of a post-seizure hearing. ld. If the California Su
preme Court is to conclude that due process docs not require a pre-seizure hearing, 
then adequate and effective post-seizure remedies must be available to the ta.\:
payer. However, the administrative procedures obviously do not provide the 
state taxpayer with a speedy remedy for obtaining the return of seized property 
or a meaningful opportt)l1ity to stay further collection. 'Therefore the cOllit can 
protect the interests of the revenue agencies and the ta.-xpayer by formulating 
standards which require a prompt and effective opportunity to contcst assess
ments and provide the taxpayer a meaningful procedure to stay the enforcement 
of a selies of continuing liens and levies. 

10D 28 U.S.C. § 1341 (1970). 
110 In D.C. Transit System v: Peari;on. 149 F. Supp. 18, 20 (D.D.C.), 

rc\"d all oliler grolll/cis, 250 F.2t! 765 (D.C. Cir. 1957), the court noted that the 
federal statute limiting injunctions of state assessments (28 U.S.C. § 1341 (1970» 
restated general principles of equity. The court· catalogued se\'cral cases iu 
which courts have enjoined state taxes when an injunction would otherwise be 
appropriate under thc ~tandards of Enocils. The court in Denton v. City of 
Carrollton, 235 F.2t.1 481, 485 (5th Cir. 1956), noted that state taxes may be 
<!njoined if they have n punitive character or impose a heavy burden on the 
taxpayer. Collcction of a state tax pursuant to a jeopardy aSsessmcnt which 
was brought in bad faith for the purpose of punishing a criminal defendant, or 
without the proper foundation, should be enjoined under these standards. 

111 Sec notes 126-37 & accompanying tcxt ill/rei. . 
112 INT. REV. COilE OF 1954, § 632 1. The lien arises when the summa1J' 

record is signed by Ihe assessment officer. Treas. Reg. § 301.6203-1 (1954). 
113 INT. Rc'V. CODE OF 1954, § 6323(a). 
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cha'se,"114 and a purchaser prior to the filing of a tax lien has priori
ty,ll~ an attorney who pledges legal services in consideration of an 
assignment of a taxpayer's seized funds has priority over subse
quently filed tax liens as a purchaser. Similar rules govern priorities 
ullder California law.1lG An attempt by the IRS to levy upon the 
property is ineffective, because a notice of levy only affects proper
ty .in which the taxpayer has retaincd rights at the time poticeis 
servcd,u 'I' Since an assignment of funds prior to notice of levy ter-

1H The Code defines "purchaser" as one who for valid consideration ac
quires property or an interest therein. ld. § 6323(h)(6). 

115 Johansson v. United States, 336 F.2d 809 (5th Cil'. 1964); Marleney 
v. United Slates, 245 F.2d 135 (10th Cir. 1957); lll.re City of New York,S 
N.Y.2d 300, 157 N.E.2d 587 (1959). See S. REP. No. 1708, 89th Cong., 2d Scss. 
3-4 (1968). 

The taxing authorities generally contend that the assignment has priority to 
tax liens only to the extent of the value of legal services actually performed. 
This argument is based Upon the theory that til<! fiduciary relationsbip between 
an attomey and a client requires the attorney to charge only a reasonable fee. 
However, federal cases indicate that an assignment is valid if it is made for 
valuable consideration, whether or not the consideration is reasonable. See, e.g., 
Enochs v. Smith, 359 F.2d 924, 926 (5th Cir. 1966). Since it is difficult to 
put a monetary valu\'. on tbe worth of ser\'ices to a client, this latter interpretation 
is the more reasonable view, particularly if the priority of an assignment is liti
gated before the attorney has provided his services. At most, any inquiry into the 
reasonableness of fees should be limited to a threshold detem1ination of whether 
'fraud was involved or whether any substantial value was given. 

The amount of funds :;ssigned raises two ethical problems for the attorney- ' 
assignee. First, he cannot accept an assignment \\ilh the lmder.;tanding thai 
all or part of the funds will later be returned to the client. ABA CODE OF 

.PROFESSIONAL RESPONSlBlLlTI', Disciplinary Rule 7-102. Second, jf the attorney 
accepts an unreasonably large assignment without such an agreement, he may be 
charged with collecting a "clearly excessive" fee. ld. at 2-106. In attempting to 
determine value, the funds must be discounted because of the delay, expense, and 
uncertainty of eventual recovery by the attorney-assignee. 

110 Tax penalties constitute a lien against all the la,payer's real property 
in the' county and his personal property in the state from the tilIle of filing. 
CAL. REV. & T",'I(. CODE §§ 18882, 18882.5 (West S\lpp. 1975). However, an 
assignment prior to recordation of the lien prevails. lit rc E·;tate of Beffa, 54 
Cal. App. 186,201 P. 616 (3d Dist. 1921). In California, lIpan summary assess
ment, there is always a tax warrant or an order to withhold issued. Scc Cal. Rev. 
& Tax Code §§ 18906, 18817-19 (West Supp. 1975). Since a warrant has the 
force and effect of a writ of execution (id. § 18907), recordation is unnecessary 
and the priority of the Franchise Tax Board is established at the time of service. 
C/. Estate of Bndivian, 31 Cal. App. 3d 737, 107 Cal. Rptr. 537 (2d Dis!. 1973). 
However, an order to withhold is one of two "separate and distinct procedures." 
Greene \'.Franc~isc Ta.-.; Board, 27 Cal. App. 3d 3!:, 42, 103 Cal. Rptr. 483. 485 
(4th Dist. 1972). Since the legislatUre did not provide tbat an order to withhold 
"has the force nnd effect of a writ of execution" such an order is analogous to a 
notice of a writ of attachment. The service of a Ilotice of a writ of attachment 
creates a lien which is not valid against a purchaser_ CAL. Cl\,. PRo. CODE § 
542(b) (West Supp. 1975). Therefore, when the order to withhold procedure is 
followed, ahsent rcconltlti(>n or nNice, a prior assignee will prevail since the funds 
nrc no lon~cr the property of the debtor-taxpayer. See, e.g., Fount \Vip, Inc. v. 
Goldstein, 33 Cal. Apr. 3d 1:\4, lOS Cal. Rplr. 732 (2d Dist. 1973). 

117 Stuart v. Willis, 244·F.2d 925, 929 (9th Cir. 1957). 
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mize its propensity to disregard its own criteria for determining whether 
an assessment should be levied. Furthermore, the finding that termina
tion assessments are unproductive from a tax collection viewpoint 171 

indicates the government's need to use such procedures is far outweigned 
by the effect an assessment can have on a taxpayer. Because the detri
mental effects of assessments are magnified when an assessment is made 
for improper purposes, and minimal interference that preseizure, inde
pendent review can have on lawful Service duties would be justified. 

Fashioning a Remedy 

Several proposals have been advanced calIing for independent judicial 

We have one further review. We have an Inspection Service that,. as a gen
eral rule, gets to visit every district at least once a year and as a part of their 
program they look into this. So there are multiple reviews of what we do in 
this area. 

Hearings on Proposals for Administrative Changes in Internal Revenue Service 
Procedures Before the Subcommittee On Oversight of the House Committee on 
Ways and Means, 94th Cong., 1st Sess. 373, 408 (1975) (testimony by Singleton 
V. Wolfe, Assistant Commissioner (Compliance». 

171 See Hearings on Proposals for Administrative Changes in Internal Revenue 
Service Procedures Be/ore the Subcommittee on Oversight of the House Com
mittee Oll Ways and Means, 94th Cong., 1st Sess. 373 (1975) (General Account
ing Office report) : 

The GAO repmt iJ;1dicaled that most jeop~rdy assessments and termination 
assessments were utilized against taxpayers engaged in illegal activities, although 
some of the jeopardy assessments under section 6862 we.re utilized to collect 
penalty taxes from persons who had failed to collect, or pay over, employment 
taxes. Although the GAO generally found that these types of assessments had 
not been misused, it did note that the termination assessments were generally 
unproductive from a tax collection viewpoint, since in 25 cases which had been 
completed at the time of review, $742,294 was assessed and the total deficiency 
after audit was $36,665 (4.9 percent of the assessments). GAO also noted that, 
in at leasl one case where a section 6862 jeopardy assessment was used to col
lect pi.'nalty taxes resulting from a corporation's failure to pay employment 
taxes, it was at least possible that the taxpayer was not liable for payment of 
the penalty tax. . 

Furthermore, statistical data provided by the Service confirms the report, that. 
the r.1ujority of assessments in recent years have been for the purposes of narcotics 
control and, in some cases, have been unrelated to collecting tax revenues. In 
1973, during the height of the narcotics program, jeopardy and termination assess
ments were made against 3,090 taxpayers. In 1975 the figure was cut to 548. 
According to Commissioner Donald Alexander, while testifying before the Sub
committee on Oversight of the Bouse Committee on Ways and Means, the re
duction represents a shift in attitude towards using the summary seizure power 
against narcotics traffickers. The following data is also taken from Mr. Alexander'S 
report: 
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review of the Service's summary seizure power.172 Although all of these 
recommendations recognize the need for limitations on the jeopardy and 
termination assessment power, none has suggested judicial authorization 
or review prior to the assessment. However, under a fourth amendment 
analysis, review of the C0I11missioner's determination by a neutral and 
detached magistrate would be required prior to each seizure. In addi~ 
tion to examining the latest of these proposals, consideration will turn 
to what remedy should be made available to a taxpayer who has had his 
assets illegally seized. 

"Tax: Reform Act of 1975" 

The most recent proposal calling for independent review is the House 
Committee on Ways and Means recommendation embodied in the "Tax 
Reform Act of 1975." JTa The bill recognizes the need for additional 
protections for the tax.payer in order to lessen the hardship which a jeop~ 

. ardy or termination assessment entails.l74 In addition to provisions Iimit~ 

U.S. JEOPARDY AND TERMINATION ASSESSMENTS 

(Fiscal years; dollar amounts in thousands1 

1972 1973 1974 1975 
Narcotics: 

Taxpaycrs-J eopardy ........ 98 141 113 60 
Amount assessed-Jeopardy $11,879 $13,892 $9,170 $8,568 
Taxpayers":"'Terminations ... 999 2,448 1,523 304 
Amount assessed-Termination .. $35,837 $65,463 $37,126 $7,040 

Total number of taxpayers . " . 1,097 2,589 1,636 364 
Total assessments ............ $47,716 $79,355 $46,836 $15,608 

Other than narcotics: 
Taxpayers-Jeopardy .... , .. , ... 200 358 413 150 
Amount. assessed-Jeopardy ..... $73,771 $55,519 $38,032 $22,930 
Taxpayers-Terminations ... 73 143 125 34 
Amount assessed-Terminations .. $12,359 $6;551 $6,036 $921 

Total number of taxpayers ..... 273 501 538 184 
Total number of assessments $86,030 $62,070 $44,068 $23,851 

Summary: 
Number of taxpayers .. ~ ... ~ .... 1,370 3,090 2,174 548 
Amount assessed ............... $133,746 $141,425 $90,904 $39,459 

172 See, e.g., Tax Reform Act of 1975, H.R. 10612, 94th Cong., 1st Sess. § 1209 
(1975); H.R. 11450, 89th Cong., 1st Sess., § § 87-88 (1965); Committee on Pro
cedure in Fraud Cases of the Ta.x Section of the American Bar Association, Sec~ 
tion 0/ Taxatioll, 1958 A.B.A. Rep. 158; Note, Termination 0/ the Taxable Year: 
the Need for Timely Judicial Review, 48 S. CAL. L. REV. 184 (1974). 

173 Tax Reform Aet of 1975, H.R. 10612, 94th Cong., 1st Scss. § 1209 (1975). 
:171 See generally H.R. REP. No. 94-658, 94th Cong., 1st Sess. 92 (1975): 
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ing the power of the Service to sell property, and exempting a limited 
amount of the taxpayer's wages from an assessment, the proposal pro
vides for judicial review in the Tax Court within 20 days after the tax
payer files a petition for such review.l'r. Most irnportant, the Tax Court 
is authorized to review whether the Service had reasonable cause for 
making the assessment and whether the amount of the assessment was 
reasonable.l7G 

"While recogmzmg that the jeopardy and termination procedures are valuable 
tools for the collection of taxes, the committee believes that, because of the sud
denness and harshness of their application, a taxpayer subjected to such procedures 
should have a timely right to obtain judicial review of the propriety of the use of 
these procedures in his case." 

17r. The new provision would eliminate the exception to the section prohibiting 
the sale of assets where the property is unduly expensive to maintain, but would 
maintain an exception to the prohibition where the taxpayer consents to the sale 
of the seized assets, or the assets are perishable. H.R. 10612, 94th Cong., 1st 
Sess. § 1209 (1975). The bill would add to the exemptions from levy stated in 
section 6334 an exemption for a portion of the taxpayer's wages. An individual 
taxpayer who is paid on a weekly basis may have exempted from levy $50 per 
week plus $15 per week for each dependent. The allowance for dependents does 
not include a minor child for whom an amount is already excluded from levy as 
a coun ordered support payment. Individuals who are not paid on a weekly basis 
are also to have a similar amount exempted, as provided for by regulations to be 
promulgated by the Secretary of the Treasury. H.R. 10612, 94th Cong., 1st Sess., 
§ 1209 (1975). See also H.R. REP. No. 94-658, 94th Cong., 1st Sess. (1975). 

H.R. 10612 provides: 

(a) Filing of Petition-Within 30 days after the day on which there is notice 
and demand for payment under section 6861 (a) or 6862(a) notice of termina
tion of a taxable period under section 6851(a), the taxpayer may file a petition 
with the Tax Court for a redetermination under this section. 

(b) Determination by Tax Court-Within 20 days after a petition is filed under 
subsection (a) with the Tax Court, the Tax Court shall determine .... 

H.R. 10612, 94th Cong., 1st Sess. § 1209 (1975). This section would at least give 
the taxpayer whose assets have been levied upon pursuant to a termination assess
ment, the right to have the reasonableness of the assessment reviewed. Under the 
existing statute, the Service maintains that a termination taxpayer -has no right to 
review in the Tax Court. 

H.R. 10612 -also gives the taxpayer the sole right to extend the 20 day .period 
by not more than an additional 40 days. 

lOU The Tax Court is authorized to review whether or not 

(I) there was reasonable cause for making the assessment under section 
6821 or 6862 or declaring the termination of the taxable period under section 
6851, as the case may be, 

(2) the amount so assessed or demanded was appropriate under the circum
stances, and 

(3) there is reasonable cause for rescinding (in whole or in part) the action 
taken under section 6861, 6862, or 6851, as the case may be. 

H.R. 10612, 94th Cong., 15t Sess. § 1209 (1975). Although the above determina
tions may be made by commissioners appointed by the Tax Court, the Tax Cour.t 
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The committee's proposal recognizes the need for review which is 
both independent from the Service and includes an examination of the 
Service's reasons for making the assessment. Although the bill fails to 
specify whether an assessment should be rescinded 'where the Service 
obtains information justifying the assessment subsequent to its being 
levied,!" the proposal may prevent abuses which have occurred from 
happening again. However, because the bill calls for review after a tax
payer's assets have been seized, it does not eliminate irreparable injury 
which may occur upon the seizure of assets or while review is pending. 

Remedies for Illegal Seizure of Assets 

Because the exclusionary rule can only operate to prevent the intro
duction of illegally seized evidence in a later judicial proceeding it is 
inapplicable to the problem of fashioning a remedy for summary tax 
seizure violations. However, the concomitant rule requiring the return 
of illegally seized assets to their owner is relevant.178 Unlike mere evi
dence which is seized for later use in a criminal proceeding, assets either 
seized or encumbered under a tax assessment are almost always finan
cially of great value to their owner.l7n Consequently, there is greater 
justification for requiring the return of illegally seized assets in the tax 
context than there is in the criminal setting. However, since the inva
lidity of one assessment does not prevent additional assessments from 
being made, this remedy alone cannot fully protect the taxpayer from 
abuse; the Service could still make spurious assessments with the hope of 
obtaining information to justify the summary seizure prior to review in 
the Tax Court Or in a refund suit. 

may review the commissioners' decisions. However, once the Tax Court reviews 
the decision, it may not be appealed or reviewed by any other court. 

The committee report makes clear that the determinatior. indicated above has 
no effect upon the determination of the correct tax liability: 

A determination made under new section 6866 will have no effect upon the 
determination of the correct tax liability in a subsequent proceeding. The pro
ceeding under the new provision is to be a separate proceeding which is un
related, substantively and procedurally, to any subsequent proceeding to deter
mine the correct tax liability, either by an action for refund in a Federal dis
trict court or the Court of Claims or by a proceeding in the Tax Court. 

H.R. REP. No. 94-658, 94th Cong., 1st Sess. (1975). 
1~1 However, under existing case law, the invalidity of one assessment does not 

prevent additional assessments from being made. See N. 27 supra. 
178 See, e.g., Go-Bart Importing Co. v. United States, 282 U.S, 344, 355 (1931); 

Weeks v. United States, 232 U.S. 383, 398 (1914) ("That papers wrongfully 
seized should be turned over to the accused has been frequently :recognized in the 
early as well as later decisions of the courts."). 

17. Although contraband may also be of great value to its owner, it is not sub
ject to return to its owner even if it is ob!ained illegally. 
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A second potential remedy for illegal summary tax seizures is an 
action for damages against officials who violate taxpayer's fourth amend
ment rights.1sO This solution would compensate the taxpayer for dam
ages incurred as a result of official illegality and, in addition, would dis
courage Service agent" from making assessments wi~hout determining 
whether there is probable cause to believe that the tax payment is in 
jeopardy.1S! Because the chance of succeeding in such a suit would de
pend on the degree to which the Service pursued the assessment in good 
faith, and not merely on the substantive legality of the tax,IS2 this solu
tion would discourage the Service from seizing or levying upon a tax
payer's assets before it has justification for such an assess~lent.1S3 

ISO See Bivens v. Six Unknown Named Agents of Fed. Bureau of Narcotics, 
403 U.S. 388 (1971). The Court held that an individual could recover damages 
for any injuries which he has suffered as a result of official misconduct which 
violated his fourth amendment rights. See also Miloszewski v. Sears Roebuck & 
Co., 346 F. Supp. 119 (W.D. Mich. 1972) (damage action for official misconduct 
pursuant to a state replevin action resulting in fourth amendment violation). 

181 Although section 421 (c) of the Federal Tort Claims Act, 28 U .S.C. § 2680 
(c) (1964), might foreclose a suit against the Service for damages, the taxpayer 
would still be able to sue the 'individual agents responsible for carrying out the 
assessment. However, even the agents themselves would be. immune from suit 
whenever they perform "'discretionary acts at those levels of government where 
the concept of duty encompasses the sound exercise of discretionary authority ... .' 
Once an oflkial is found to be exercising this kind of discrction, the act com
plained of must be 'within the outer pcrimeter of [his] line of duty,' before the 
official will be granted immunity." Bivens v. Six Unknown Named Agents of Fed. 
Bureau of Narcotics, 456 F.2d 1339, 1342-43 (2d Cir. 1972), all remalld from 
403 U.S. 388 (1971). 

182 Bivens v. Six Unknown Named Agents of Fed. Bureau of Narcotics, 456 
F.2d 1339 (2d Cir. 1972), all remand from 403 U.S. 388 (1971), held that offi
cials charged with violating fourth amendment rights would not have to show 
that probable cause for the search or seizure existed, but would have a valid de
fense to the claim for damages if they could "allege and prove [that they] acted in 
the mattcr complained of in good faith and with a reasonable belief in the validity 
of the arrest and search and in the necessity for carrying out the arrest and search 
in the way that the arrest was made and the search was conducted." 456 F.2d 
at 1341. 

183 However, see Bivens v. Six Unknown Agents of Fed. Bureau of Narcotics, 
403 U.S. 388 (1971) (Burger, C.J., dissenting): 

The problems of both error and deliberate misconduct by law enforcement 
officials call for a workable remedy. Private damage actions against individual 
police officers concededly have not adequately met this requirement, and it 
would be fallacious to assume today's work of the Court in creating a remedy 
will really accomplish its stated objective. There is some validity to the claims 
that juries will not return verdicts against individual officers except in those 
unusual cases where the violation has been flagrant or where the error has been 
complete, as in the arrest of the wrong person or the search of the wrong house. 

403 U.S. at 421. Accord, Wolf v. Colorado, 338 U.S. 25, 41 (1949) (Murphy, 
J., dissenting). 

See Laing v. United States, 96 S, Ct. 473 (1976); United States v. Hall, 96 
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Unless the Service is required to obtain judicial review prior to carry
ing out each seizure, the assessment power will continue unchecked. 
The ready availability of procedures which allow the government to 
summarily seize "every meaningful asset" a taxpayer may own destroys 
for all taxpayers the security inherent in the right to privacy guaranteed 
by the fourth amendment. Mere governmental self-restraint, which has 
not worked in the past, is not sufficient to protect personal rights guar
anteed by the Constitution. 

Merely interposing an independent magistrate between the Service 
and the taxpayer cannot prevent all abuses which are possible under the 
statutory scheme. Rather, review by a neutral and detached magistrate 
is proposed because it involves only minimal interference with the law
ful duties of the Service yet it presents a means of eliminating the errors 
in judgment which sometimes arise when virtually uncontrolled power 
is vested within one agency. Because a magistrate mayan occasion act 
as a rubber stamp, the solution does not ignore the need for self control 
on the part of the government in using its power. Nevertheless, review 
of summary tax assessments by a neutral and detached magistrate, 
coupled with the possibility of an action for damages against Service 
agents abusing their power, are necessary limitations and should sub
stantially curb misuses of the summary jeopardy and termination power. 

S. Ct. 473, 497 n.14 (1976) (B1ackmun, J., dissenting). Justice Blackmun's 
opinion suggests, the view that a damage action would be an appropriate remedy 
for abuses of the jeopardy or termination assessment power: 

I do not condone abuse in tax collection. The records of these two cases do 
not convincingly demonsirate abuse, although Mrs. Hall's situation, as it de
veloped after the initiat critical moves by the'Service, makes one wonder. I have 
no such concern whatsoever about Mr. Laing. In any event, abllse is subject to 
rectification otherwise, and Congress and the courts surely will not be unsym
pathetic. Cf. Bivens v. Six Unknown Fed. Narcotics Agents, 403 U.S. 388 
(1971). 

80-321 0 - 77 - 37 
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Edllor: JOEL M. FORSTER, CPA 

The taxpayers' bill of rights 

Amid all the furor over the dollar and cents effect 
of the current tax reform provisions, a little-noticed 
bill may be progressing toward enactment. This' 
bill, entitled "The Federal Taxpayers' Rights Act 
of 1975" (H.R. 9599), was Introduced on September 
15, 1975, by Rep. Charles Vanlk, Chairman of the 
House Ways and Means Subcommittee on Over! 
sight of the IRS. The bill's four co-sponsors are 
also members of that subcommillee. The proposal 
also has support on the Senate side as evidenced 
by Its companion, S. 2342, which was Introduced 
by Sen. Magnuson and a bipartisan group of 
senaiors. 

While this bill cannot be evaluated by the public 
In terms of a cost benefit or hardship, there Is no 
doubt that it could have far-reaching eltects on 
tax administration. The Ways and Means Commit
tee has already agreed that its reform bill will 
Include a number of provisions relating to tax 
administration. Upon Introducing the bill, Mr. Yanik 
Indicated that he was hopeful that this legislation 
would be included within the general tax reform 
bill. 

While the tentative decisions nOW being formu
lated by the Ways and Means Committee at this 
point do not Include all of the proposals Included 
In H.R. 9599, there seems a good chance that 
somo acllon Qn this bill will be taken, If not in the 
general tax reform bill then perhaps as a sepa
rate Item. 
, Pressure for legislation of this type has been 
building for quite a while. For instance, separate 
bills presently exist which would aulhorlze the 
GAO to conduct oversight audits of the IRS or 
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restrict the use of tax returns for Investigative pur
poses. In addition, the Treasury has recently trans
mitted proposed legislation to Congress which 
would amend Sec. 6103 and related Code sections 
having to do with disclosure of federal tax returns 
and tax return information. Since I'l.R. 9599 wl)uld 
accomplish in one sweep most of what these other 
bills would do separately, and since it has strong 
backing In both the House and Senate, it could 
become the principal vehicle for administrative tax 
reform. 

Basically, the bill provides the following: 
• Require IRS to fully inform the taxpayer of 

his rights during any audit or tax appeal procedure. 
• Establish a taxpayer Service and Complaint 

Assislance Office to monitor Improper behavior by 
IRS agents. 

• Authorize a pilot project of Independent legal 
assistance to taxpayers in audils and appeals. 

• Protect taxpayers from arbitrary IRS proce
dures by placing IImils on the power of 'jeopardy 
assessment and termination of a tax year. 

• Establish safeguards against the political mis
use of the IRS and place limits on non tax related 
surveillance activities. 

• Place new limitalions on disclosure of tax 
return information, and would permit taxpayers to 
recover civil damages for unauthorized disclosure 
of personal tax "data. 

• Provide General Accounting Office oversight 
authorily of the IRS. 

Following Is a detailed analysis of all the ~ections 
contained in the bill with the exception of Sec lions 
1 and 2 which are definitional in scope. 

THE TAX ADVISER, DECE.MBEn 1975 
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• Disclosure of rights and obligations of tax pavers 

: Section 3 would require the IRS to develop a 
series of booklets which describe In clear and 
simple language the 

-rights and obligations of a taxpayer and the . 
Service during an audit; 

-procedures by which a taxpayer may appeal 
any adverse decision 01 the Service (including ad
ministrative and Judicial appeals); 

-procellures for prosecuting refund claims and 
filing of taxpayer complaints; and 
-procedure~ which the Service may use ir. ell

forcing the Internal revenue laws (Including as
sessment, Jeopardy assessment, levy and distraint, 
and enforcement of Hens). • 

This information would be transmitted to the 
taxpayer with the taxpayer's first communication 
from the Service regarding his liability for a tax
able year. In olher words, the taxpayer would auto
matically be advised of his rights In aH of his 
doallngs with the IRS. 

The bill would also rGqulre that the congres
sional tax-writing commitlees be given an oppor
tunity to comment on all of the proposed publica
tions prior to their release by the Treasury Depart
ment. 

Olllee 01 taxpayer services 

S~~tion 4 wOIJld establish an Office of Taxpayer· 
Services under the direction of a new Assistant 
Commissioner for Taxpayer Services. This oftice 
would be responsible for 

-helping taxpayers to obtain easliy understand
able tax information and Information on audits, 
corrections, and appeals procedures (In addition, 
It would provide asslslance in answering questions 
on tax liability, preparing and filing returns, and in 
locating documents or payments such as lost re
fund checks or unrecorded tax payments); 

-providing personnel in local olliees of the IRS 
to receive, evaluate,complalnts on, and take correc
live acllon agalnsl, Improper, abu~lve, or inellicient 
service by IRS personnel; 

-surveying taxpayers to obtain tneir evaluation 
of the quality of the service provided by the IRS; 
and 

--compiling data on the number and type of tax
payer complaints in each Internal revenue district 
and evaluating the actions taken to resolve these 
complaints. 

One very Important aspect of this office would 
be Its authority to Issue "Taxpayer Assistance 
Orders (TAO)," a neW vehicle for taxpayer relief. 
The Issuance of a. TAO would occur, after appllca-. 
tlon by the taxpayer, If the Assistant Commissioner 
for Taxp~yer Services determined that the tax
payer was 'sulferlng from an unusual, unnecessary 
or Irreparable loss resulting from adminl~tration of 
the Internal revenue laws. 

If a TAO Is Issued, the IRS would be prevented 
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(for up to 60 days) from taking any action adverse 
to the taxpayer including aclions relating to collec
tion, jeopardy, bankruptcy, discovery of liabilily 
and enforcement of titie. 

Legal representation for taxpayers 

Section 5 would establish a 3-year pliot project 
for the legal representation of taxpayers In tax 
matters. The pilot project authorizes the Lsgal 
Services Corp. (an agency established under the 
Legal Services Corporation Act of 1974 to provide 
legal assistance to lower-income citizens) to sel 
up Taxpayer Representation Offices In 4 cities. 
These ollices would provide legal representatives, 
for individuals desiring their services, in all ad
ministrative matters before the Service and in any 
litigation involving tax matters. 

Fees for these services would be set In accord
ance with the Individual's ability to pay and the 
type of servic!, provided. The fees would be re
turned to the U.S. Treasury as miscellaneous re
ceipts. It is hoped that the project will be useful 
in determining whether the treatment of lower
and middle-income taxpayers can be improved 
through more readily available legal assistance. 

Jeopardy and lermlnallon asseflsment. 

Section 6 of the I'ropased legislation would 
amend Secs. 6851 and 6861 concerning the jer
mination of taxable years and jeopardy assess
ments. Under existing law, when the Service de
cides to use its assessment powers under these 
sections, there Is no provision affording taxpayers 
Immediate access to the courts. 

H.R. 9599 provides for access to the District 
Courts within 10 days if petitioned by the taxpayer. 
If the court determines that the IRS, by a prepon
derance of the evidence, did not have reasonable 
cause for making the assessment or terminating 
the taxable period, then the assessment will be 
abated or the year reopened. In the event a jeop
ardy assessment is found to be an unreasonable 
amount, the IRS will be ordered to release the 
portion found unreasonable. 

Furthermore, Secflon 7 would provide tor an in
crease, as a result of Inflation, In the amount of 
property exempt from assessmenl. It Is Intended 
to provide an assessed taxpayer with enough In
come to meet dally needs. For Instance, it would 
ralsa tha amount of the exemption for personal 
effects from $500 to $1,500 and for tools of a 
trade or profession I,'om $250 to $1,000. 

In addition, it would grant a taxpayer an exemp
tion for satary received In the amollOt of $100 per 
week for personal needs plus so much of his 
income as might be necessary to comply with a 
judgement to ~"'nlrlbute to the support of his minor 
children. Formerly, thare was no specific salary 
exemption for the taxpayer's personal needs. 
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Certain Investigations prohibited 

Section 8 would make it illegal to Investigate or 
maintain surveillance or records regarding the be
liefs, associations, or activities of an individual or 
an organization which are not directly related 'fo 
the revenue laws. An individual or organizatio;1 
would be abl9 to bring suit for. damages against 
any olficials who violate this provision. 

Access to tax returns 

The privacy of tax returns and the misuse of tax 
Information Is one of the major issues resulting 
from Walergate. If no other reason exists for the 
enactment of this bill, the questions raised by 
Watergate may provide sulliclent impetus. 

Section 9 of the bill would increase the taxpay
er's right to privacy and protection against political 
misuse of tax information by amending Sec. 6103. 
Basically, the bill provides that returns will be 
available for Inspection only by the taxpayer or an 
official or employee of the Treasury Department, 
the Department of Justice, or the President if the 
purpose of inspection is solely In connection with 
admlnlslration of the Internal Revenue Code. 

In connection with investigations of alleged 
criminal acts by the taxpayer, It would be neces
sary for employees of the Investigating branch to 
obtain search warrants before the taxpayer's re
turn could be Inspected. Strict conditions must be 
met before a search warrant can be Issued: In 
addition, certain agencies of the federal govern
ment may continue tb inspect returns for purposes 
of accomplishing their mission. The agencies 
enumerated are the Social Security Administra
tion, Railroad Retirement Board, Department of 
Labor, Pension Benefit Guaranty Corporation, HEW, 
Bureau of Census, and the GAO. 

The legislation would strictly limit the disclosure 
of information obtained from federal tax returns to 
be made available' to the states. No Individual's re
turn would be made available for Inspection to any 
state unless that state has enacted a law which pro
vides criminal penalties for disclosing information 
derived from federal tax returns and which SUbstan
tially conforms with this bill and Sec. 7213. While 
the sponsors of this bill recognize that this provi
sion may make It difficult for states to colfect their 
taxes, they feel that federal tax return confidential
Ity Is the prime concern. In this regard, they sug
gest that If the state wants help with the collection 
qf taxes It use the "piggy back" provisions In Title 
2 of the Revenue Sharing Act, which provides for 
IRS collection of state taxes. 
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Finally, Section 9 provides for Inspection of re
turns by the tax-writing committees of Congress, 
certain other committees aulhorized by resolution 
of the Senate or House, and by persons having a 
substanlial interest such as partners or stockhold
ers of a corporation In certain instances. 

Section 10 would establish civil remedies for an 
Individual's benefit when information is improperly 
obtained from his tax return. 

GAO oversight of IRS 

Finally, the bill would attempt to lay to rest the 
continuing controversy between Congress and the 
IRS as to the oversight authority of the GAO. In a 
very comprehensive manner, Section 11 instructs 
the Comptroller General of the GAO to establish a 
program to provide for a continuing audit of the 
efficiency, uniformity, and equity of the administra
tion of the internal revenue laVis. To carry out this 
mandate, specific provisions give the GAO access 
to any federal agency's records and the right to 
inspect returns. 

Additionally, the GAO would be instructed to 
prepare an annual report on the IRS, including its 
findings concerning 
.-Ihe type and extent of assistance which the 

Service provides to taxpayers in the preparation 
of returns, and the accuracy and consistency of its 
advice; 

-the adequacy of the procedures by which the 
Service responds to taxpayer complaints, and the 
nUh'ber and nalure of such complajnls; 

-the equity of the procedures by which the 
Service conducts audits, makes collections, hears 
taxpayer appeals, and advises taxpayers of such 
procedures; 

-the uniformity of the Service's administration 
of the internal revenue laws, including the uni
formity of the standards and legal interpretations 
It ef1)ploys; 

-the number and specific circumstances of dis
closures, if any, of returns or of information de
rived from such returns which the Comptroller 
General determines to be in violation of law; 

-the investigation and prosecution by the Ser
vice and the Department of Justice of alleged civil 
and criminal violations of the internal revenue 
laws; 

-'-the implementation by the Service of section 
552 of title 5, United States Code (relating to free
dom of information): and 

-any other matter which the Comptroller Gen
eral determines to be necessary or appropriate. DE 
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iRS SUBPOENA POWER TO INVESTIGATE 
UNKNOWN TAXPAY~:RS. 

I 

INTRODUCTION 

Through its power in Section 7602 of the Internal Revenue 
Code1 to subpoe!la documents and records to aid in investigations of 
taxpayer liability, the Internal Revenue Service (IRS or the Serviqe) 
has a disturbingly great ability to influence the life of every citizen of 
the United States. Recent litigation has highlighted this power as 
the IRS has attempted to obtain records from third parties concern
ing the tax liability of unknown ta:q>ayers. Either an individual fi
nancial transaction or a class of transactions has 'attracted the 
Service's attention and the IRS has subpoenaed records in order to 
discover what taxpayers were involved. For example, the IRS has 
requested the names of all lessors whose leases expired or were 
returned in a given year to an oil company,2 the names of Elll farmers 
bringing their soybean crop to a processor,3 and the names of ?11 
income beneficiaries ,of trusts administered by a trust company.4 In 
these cases, the IRS had no knowledge of any outstinding liability 
on the part of the individuals whose transactions comprised the 
class, while the burden was on the third party (that is, one who is 
not himself under investigation) to provide financial records. 

In other instances, an individual transaction has led the IRS to 
suspect that' some unknown person or persons had outstanding ta~ 
liability.5 In such cases, the Service has issued a subpoena to a lhird-

lI:-:T. REV. CODE OF 1954, § 7602, provides in part: • 
For the purpose of ascertaining the correctness of any return, making" 

return where none has been made, determining the li,lbility of anr person for 
any intern,ll re\'enue tax or the liability at Jawor in equity of any transferee or 
fiduciary of any persoll in respect of any internal revenue tax, or collecting imy 
such liahility, the Secretary or his delc!(ate is :Illthorized-

(1) To examine any books, papers, records, or other d'ita which lIIa~' be 
rele\'ant or I\ltItcrial to such inquiry, 

~ Unitt·d Statl's v. HUlllbl" Oil & R,'f. Cu .• 48/l f.2d 953 (5th Cir. 1974), cal'aled 
and rl'/IICIIIC/<,(/, 95 S. Ct. J670 (1975). 

3 Unitt.'d Stall'S v. Andl'rsnn Clayton & Co .. 369 F. Supp. 6 (S.D. Miss. 1973). 
4 Mays v, Davis, 7 F. Supp. 596 (W,D. Pa. 1\)34). 
& Unitl'd States v. Bisl'l'!(lia, 420 U:S. 141 (1975); United States v. Theodlwe, 479 

F.2d 749 (4th Cir, 1973); Tiliutson v, nUll~hn~r, 333 F.2u 515 (7th Cir,), (,(!r/. dl'lIkc/, 
3i9 U.S. 913 (1964). 
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party participant in the transaction either to identify the unknown 
person so that his liability could be investigated further, or to obtain 
the financial recqrds of the suspected taxpayer to aid in determining 
whether or not liability actually exists. 

While traditionally courts have interpreted s~ion 7602 to bar 
enforcement of John Doe subpoenas6 because a particular taxpayer 
or taxpayers \vere not under investigation, the IRS has recently 
attacked this interpretation by several routes. The Supreme Court 
has reviewed the issue in United States v. Bisceglia,7 and has sup
ported the IRS in its attempt to have. a John Doe subpoena enforced 
without having a particular taxpayer under investigatio~. . 

Ten years ago, in another rare review of a section 7602 sub
poena, the Court, in United States v. PQwell, 8 enunciated four 
criteria for enforcing a subpoena issued pursuant to section 7602 .. 
The first two criteria, that the subpoena be issued for a Jegitimate 
statutory purpose and that the documents subpoenaed be relevant to 
that purpose, are based on the constitutional ~ requirements de
veloped in earlier administrative subpoena cases. The third and 
fourth criteria, that the information subpoenaed not already be in 
the Service's possession and that the IRS adhere to its own adminis
trative procedures, are based upon the statute itself. These four 
criteria provide the general framework within which the statutory 
questions raised by John Doe subpoenas of third-party records are 
considered. 

This Note will first examine the constitutional criteria enun
ciated in Powell. The roots of these res"trictions will be set forth and 
their effects on John Doe subpoenas of third parties will be ex
plored. After establishing the constitutional framework, the statutory 
limits which courts have enforced in reviewing section 7602 sub
poenas issued to third parties will be analyzed through an examina
tion of three recent cases, and, finally, an analysis of the Supreme 
Court's decision in Bisceglia will be undertaken with a view to the 
construction of guides for future IRS John Doe subpoena cases. 

• Sn !:alled hecause the IllS SUh\JIll'lHl I(mll wads, "111 till' matter nf the tax liahil
ity of ," and if the ta"paYl'r is unknown, John DOL' is us!:d. United States 
\" Humhle Oil &: lh'[' Co., 3·H' F. Supp. \)-1-1, \)-18 (S.D. Tex. Wi:?). Tht, InS wfers to its 
SlIhpo(.'nas as "sllIlInHlIIs(.'s." The tl'nll "slIhpOl'IHI" will he used ill this :-\ntc to reler to 
lHS as wdl as to \\tlwr admillistrative sllh\l\\t'nas. 

7420 U.S. 1-11 (Hii5). 
• 3i9 U.S. 48 (1!J64). 
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II 

THE CONSTITUTIONAL CRITERION OF. ~ASONABLENESS 

A. The Development of Constitutional Standards for 
Administrative Subpoenas 

179 

When exercising its subpoena powers, the IRS is bound by the 
same constitutional requirements of reasonableness as are all ad
ministrative· agencies. 9 These requirements originated very early in 
the history of administrative agencies when the fourth amendment 
prohibition of unreasonable searches and seizures10 was applied to a 
subpoena duces tecum.ll Though its nature as an investigatory tool 
appears to have shielded the civil subpoena from the probable cause 
necessary for the issuance ofa warrant, the early cases held that the 
scope of the subpoena could not be so sweeping as to be "unrea
sonable."12 

Regarding subpoen~s issued by administrative agencies, as well 
as those issued by other arms of government, the Supreme Court in 
the early t\ventieth century interpreted this requirement to give 
considerable protection to the object of a subpoena.13 An agency 
could request only documents which it already had reason to believe 
were relevant to a pending investigation, and Mr. Justice Holmes 
spoke for a unanimous Court when he said: "It is contrary to the first 
principles of justice to· allow a search through all the respondents' 
records, relevant or irrelevant, in the hope that something will tum 
Up."14 

B Only the fourth amendment lmd the due process clause are of intere,t here, The 
fifth amendllwnt pri..-ile!.(e a~llinst sell:incrimilllltion does ·not apply to third partie~ 
who are not .themseh·es under in\'estj~ation e\'en if the documents would tend to 
incriminate them, United States \" White, 322 U.S. 69.t, 698-700 (19.t4). 

10 The right of the people to he secure in their persons, houses, papers, and 
elTects, against unreasouable searches (Illd seizures, shall not be violated, \\I\d 
no "'arrants shall issue. uut upon probllble cause, supported hy Oath Qr affirma
tion, and pllrtil'ularly descrihing the place to be searched, (Illd the persons or 
things to he scized. 

U.S. CO:\ST. amend. IV. 
11 The first case 10 apply the fourth amendment to a civil subpoena appears to 

ha\'e been Boyd \'. United Stat~-s, 116 U.S. 616, 621-22 (1886). t\one oflhe e(lriy cases 
appears to have d<'UHlIId<,d prolmble c(luse tn be shown for enforcement, and latcr 
cases specifically Ilt'g(lted any such rC'luirelllent, dewite statutury hillguage indicating 
sll\!h a showing to he necessary, see United Stall-s v. Powell, 379 U.S. 48, 52.54, 
56-57 (11)64), discl/ssed ill note 122 ilifTII, and even \\'h<'n the agency's jurisdiction 
o\'er the cll-fl'ndant was in question. Sce Endicott Johnson Corp. v. Perkins, 317 U.S. 
50 1, 508-09 (19.t3). 

12 Hale v, IIt-nkcl, 201 U.S. -13,76 (l})()6), 
13 See, e.!!., FTC \'. Amerie(1ll Tolhlccn Co., 2M U.S. 298 (1924). 
14111. at 3\16. 1I1l1mt!s also pmscrihed "nshill)( e:'llcditions into llri\,ute pupcrs on 
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As the increased complexity ,of the economy produced an in
creased need for regulation, however, and as administrative agencies 
consequeptly multiplied, Congre~s .. c,ountered {qese cpurt-imposed 
limits on agency investigations with' new legislation which 
broadened agency authority.15 Eventually the courts' joined Con
gress in loosening the constitutio!lal ·reins that checked administra-
tive investigation. . _ ,_ . . ' .' ,. .:.:::'. ',:- ~ ... , . 
~., The most important manifestation of this change of heart came 

in the.1946 case of Oklahoma Press Publishing Co. ,v .. Walling. 16 

There, a massive request for production, inter. alia .... oCall books, 
papers and documents showing hours worked. and ,,,{age,s paid to 
e~ployees over a 'five-year periQd in connection with-;IDl !nvestiga
t!on of possible violations of the Fair Labor Standards Act was up
held over fourth. amendment objections .. !vIr. Justice:Rutledge, for 
~~ Court, was unsure whether the fourth amendme.nt even applied 
to the enforcement of a subpoena.17 The Court, however, did not 
feel calle,d upon to decide this question because, whe!her the valid
ity of a subpoena was constitutionally measured by_ the fourth 
amendment or by the more general restrictions of the due process 
clause, "[t]he gist of the protection is in the requirement .. '. that 
the disclosure sought shall not be unreasonable."l,8 In the case of an 
administrative subpoena du~es tecum, the Court held that this re
quirement is satisfied by a court's determination (1), that the docu
ments are relevant to an investigation authorized by Congress and 
for a purpose Congress can order; and (2) that the specification of the 
documents to be produced is not so indefinite or overbl'Oad as to be 
beyond the scope of the pending investigation.19 Clearly, these con
stitutional' criteria 'phic1n:mly-thEn'nosr-gerieral1irhlt~ on 1igency-in-= 
vestigations. Courts have been loath to quash such subpoenas 
unless documents are described so broadly that they cannot be 
specifically identified,20 or the subpoena is both very broad and 
directed to a third party. 21 ..-' 

the pos~iuility that they mar disclose e\'idence of crime." ld. 
I. See 1 K. DA\'IS, ADW:-;ISTRATI\'E LAW TREATI'E § 3.03 (1958). 
18 327 U.S. 186 (19-16). A precursor of this decision was Endicott Johnson Corp. v. 

Perkins, 317 U.S. 501. 508·09 (19-13). _ 
17 327 U.S. at 195, 202, 208. Unlike a warrant. which is issued ex partt· and to 

whil·h the full panoply of fuurth amen<inll'nt restrictiolls ;Ipplies. a subpocna call be 
enforced only after a court hCllrin~ lit which the o[,j"ct uf the subpoena has an (lP' 
portunity to present his obj~ctions .. St.'1! icl. at 195; See v. City of Seattle, 387 U.S. 5-11, 
5-15 0967l. . :"., " 
'. 18 327 U.S. ilt 208. 

I"lel. at 209'. 
10 See First :\at'l Bank \'. United States, 160 F.2d 532, 535 (5th Cir. Hl-l7). 
II See Fmser ,'. United States. -152 F.2d 616, 619 (7th Cir. 1971), citilll( lIale ... 

Henkel, 201 U.S. -13 (1906). und United States v. First :-':,11'1 BUllk, 173 F. ~Ui>p. 716, 
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Subpoenas directed at third parties are, however, more fre
quently narrowed than quashed, A third-party object of a subpoena 
must be a good citizen and shoulder some ~urden in producing 
evidence or information required for the proper administration of 
governmental regulations. 22 There are limits, thougIi, on the extent 
to which an agency may impose this burden. If the cost to the third 
party of producing the information is too high, or the interference 
with the third party's business is too great, then the court will not 
enforce the subpoena as it stands. 23 Whether th~ source of these 
restrictions is considered to be the fourth amendment24 or the due 
process clause of !he fifth amendment,25 the result is the same. 

B. Unreasonableness and IRS .Subpoenas 

It is evident (hat under Oklahoma Press the effect which con
stitutional restrictions have on an agency's administrative subpoenas 
depends in large part on the breadth of that agency's enabling legis
lation. If-Congress has given an agency broad investigatory powers, 
and the agency institutes sweeping investigations based on these 
powers, the Oklahoma Press criteria are largely satisfied. Only if the 
requests are quite burdensome to a third party is there real hope of 
judicial restriction of a subpoena. 

. Judicial consideration of section 7602 IRS subpoenas has re
flected this state of affairs. The criteria set forth in Oklahoma Press 
are echoed in United States v. Powell,26 a section 7602 case. These 
criteria are combined with a broad statutory grant of investigatory 
authority to give the IRS a great degree of freedom from constitu
tional restrictions on its subpoenas.27 

720 (\V.D. Ark. 1959). Administrative agencies have the power to subpoena documents 
that are necessary llnd relc\',mt to ,I lawful inyesti!(ation even from parties that are 
outside the agency's rC!(loIatnry jurisdiction. FCC v. Cohn. 154 F. Supp. 899. 906 
(S.D.N.Y. Hl57). 

22 See Fostcr y. United States. 265 F.2d 183. 188 (2d Cir.), ccrt. denied, 360 U.S. 
912 (1959); United States v. i'orthwest Pa. Bank &. Trust Co.: 355 F. Stipp. 607, 614 
(\V.D. Pol. 19i3). 

23 See United States y. First Nat'! Bank, 173 F. Supp. 716, 718,720-21 (\V.D. Ark. 
1959). Sec also Oklahoma Press Puhlishiu!l Co. y. WHiling, 327 U.S. 186, 213 (1946); 
.FTC v. Anlt'rit-an Tohacco Co., 26-1 U.S. 298. 306 (HlN). 

2. See See \'. City. Ill' Sl·attle. 3Si U.S. 5·11. 5·14 (Hl6i); (hIlI! \'. Henkel, 201 U.S. 4<3, 
71 (1906); United States \'. Ilarrin~tun. 31l1l F.2d 520 .. 523 (2d Cir. 1968); United States 
v. Dauphin 'Deposit Trust Cu., :38.5 F.2d 12fl, 131 (:3d Cir. W6i) . 

•• See III r(' Hurowitz. -Ill:'! F.2d i2, i.5-7fl (2£1 Cir.) (Frienelly, J.), cert. denied, -114 
U.S. 867 (W73): United St,lIes v. Ginrdallll, 419 F.2d 564, 569 (8th Cir. HI69), cert. 
dellid. 397 U.S. 1t137 (lUi!)). 

2·3i9 U.S. -IS (HJ6-1). 
21 S('(' :-Iilll'f, Adlllilli~tr(ltit'e :\J,(,IlC!llllteiliJ,('IIC('-C(lt/t('rilll-(: Art ApJlmis(l/ oJ tlte 

llll'estigtllil'£' ['OICt'rs oJ tire III/crl/al HI'n'IUle Serei£'('. 6 B.C. I:O;D. & COM. L. HI-:\,. 
657, 6fl6-97 (19(\5); Hithulz. Tire Commissioner's lllqllisi/ori(l/ POIVcrs, 45 TAXES 782 
(Hl67); Comment, 22 ~\X. L. RE\,. 1-11. 1·1-1 (Hli3). 
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The b~eadth of this statutory grant is manifested in section 
7602(1),28 under which the Service has the authority to subpoena 
documents "which may be relevant or material to [the] inquiry" 
authorized in section 7602. Uiider section 7602 tne IRS is authorized 
to inquire into and determine the liability of "any pst'son" for "any 
internal revenue tax." The usual judicial reading of section 7602 
provides that documents in the hands of third parties which on their 
face are financial records of the taxpayer under investigaUon are 

; relevant and that the IRS need not specifY precisely which financial 
records it needs. In addition, documents relevant to a taxpayer's 
liability for purposes of an IRS subpoena may include records that 
are technically not .of a financial nature, such as memoranda or let
ters. The occasional situations in which a court has narrowed a sub
poena directed to a third party have not proved overly confining. 
Clearly, for example, "limiting" the IRS to those portions of corpo
rate minutes and correspondence which actually indicate the receipt 
or disbursement of money29 does not interfere significantly with the 
ability of the IRS to subpoena a vast range of documents. 30 

-. When subpoenaed documents are not actual records of income 
arid disbursements, however, courts have looked more ciosely at the 
nature of the records subpoenaed to df;~ermine their relevance to 
thE': IRS inquiry. One frequently cited test for determination of rele
vance and materiality was set out in Foster v. United States,31 in 
which the court phrased the question as "whether the inspection 
ZQ·.Ight 'might have thrown light upon' the correctness of the 
taxpayer's returns. "32 This test is hardly more enlightening than the 
bare words of the statute. A later explanation of this standard in 
United States v. Harrington 33 indicated that "whether the inspection 
sought 'might have .thrown light upon' the correctness of the 
taxpayer's returns" depends, in a given case, on "an indication of a 
realistic expectation [that the documents subpoenaed will determine 
the correctness of the ta...:payer's returns] rather than an idle hope 
that something may be discovered. "34 The opinion f\lrther suggested 
that when the IRS subpoenas a third party, the Service may be 

:18 I!':T. HE\·. CODE OF 1954, § 7602(1). 
29 United States v. Lutllt.'r, 481 F.2d -129, 433 (9th Cir. 1973). 
30 Sl'e also United States v. Hu[:)(eiro. 300 F.' Supp. 968, 973 (C.D. Clli. 1969), 

a/l'eI, 425 1-'.2d 1069 (9th Cir. 1970). crrt. clcllieel. -101 U.S. 922 (1971), which upheld a 
subpot'lla of ali records "relating to tlte nn:mciai and business transactions" of a 
tilxpi)yer . 

.. 265 F.2d 183 (2d Cir.), ccrt. dellied, 360 U.S. 912 (1959) . 
• 2 lei. :It 187. 
:so 388 F.2d 520 (2d Cir. 1968). 
"ld. nt 524. 
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required to show a stronger expectation that information bearing on 
the .tax liability of the taxpayer under investigation will be dis
covered than if the subpoena is directed at the taxpayer himself 
Two cases together illustrate this distinction between two- and 
three-party situations. 

In United States v. Egenberg,35 the IRS, as t>:lrt of an investiga
tion of an accountant's tax liability, subpoenaed all the tax returns 
prepared by the accountant for his clients in certain tax years. The 
Service stated that the clients' returns would show the amount the 
clients had deducted for the taxpayer-accountant's servic~s and 
thereby reflect at least a part of the accountant's income. The 7602 
subpoena was directed to the taxpayer-accountant himself,36 and, 
since none of his clients objected to his surrendering their returns, 
no financial burden or invasion of privacy was imposed upon anyone 
else in requiring the accountant to produce the records. The court 
held that the government had provided the minimum showing of a 
"reasonable expectation" that the documents subPoenaed would in
dicate the correctness of the taxpayer-accountant's return, and thus 
the subpoena was enforceable. 37 

The second illustrative case, United States v. Williams,38 is very 
similar to Egenberg but involved a significant burden on third par
ties which resulted in the subpoena's being quashed. In Williams, 
the IRS subpoenaed all the records of a taxpayer-doctor's answering 

" service to get the names of the patients who had seen the doctor 
during the tax period in question. The IRS hoped to determine 
some portion of the doctor's income by questioning his patients in 
order to discover how much the patients had paid the taxpayer for 
medical services. The court found that the list of names subpoenaed 
from the answering service would have included pe'rsons who were 
not patients of the doctor, and patients who did not see the doctor 
during the pertinent time period. But. because thl'. records obtained 
from patients who used the doctor's answering service could reason
ably have been expected to shed light on the income and therefore 
the tax liability of the taxpayer-doctor, making the subpoenaed 
records relevant in the broadest sense, the court indicated that the 
irrelevant data and the burden to third parties would not alone have 

os 4-13 F.2d 512 (3d Cit. lU71). 
'"' A tlfth anwndlllent objt·ction was not sIIst,lined bel'allse recllrds were ill'tnally 

the property of the accountant's clicnts. :-:0 clients ObjCl'tcd to the subpoena, It!. at 
516. ' 

07 lcl. at 515-16. 
,'18 337 F. Supp. 1114 (S.D.:-:' Y. 1971), ulI/I,'czi dismisseci unci jllcl~"rent r;u('ut('cl 

as muut, 486 F,2d 1397 (2<1 Cir. 19;'2). 
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b~irr~i the subpoena.~-At th~ sa~e -tim-eo, -ho~v~~~~~"-the -~o-~~:-~:oied 
that the subpoenaed records would not have- included the names of 
many patients who saw the doctor during this rime bOut left no mes
sages with his service. The court therefore concluc4W. that because 
the information obtained from these persons would fall far short of 
determining the doctor's income and his resulting -tax liabilitY., _ the 
b"urden on the third parties whose names were -included in the 
records and who would have been questioned by the IRS to deter
mine when they saw the doctor would be -disproportionate to the 
end achieved by the IRS.39 The lists of names were not sufficiently 
relevant to an investigation of the doctor's tax liability- to justify the-
r~sulting burden on third parties. -. - _ ----~, =~-~ :_-- . ___ ,~, 

, These two cases illustrate that the constitution'al criterion of 
r~levance may be applied differently in two- and three-party"situa7 
tions. In an ordinary two-party situation, in which the -Service sub
poenas records from the party being investigated" the relevance of 
the documents subpoenaed to the investigation' or" taX_ liability is
broadly defined. However, if the party subpoenaed is nofthe object 
of the investigation into ta.x liability, one can argue, using Egenberg 
and Vlilliams, that courts should weigh more carefully the balance 
between the burden on the interests of a third party producing the 
documents, or others affected by their production, and the public 
interest represented by the subpoena.4o Revenue collection is an 
important public interest to be balanced against the private interest 
to be "free from officious intenneddling:"41-0ne must keep in mind, 
however, that the public interest is in revenue collection and not 
merely in the Service's ability to investigate: The cost to the priva~e 
individual should be weighed against the actual probability of de
termining outstanding ta.x liability from the subpoenaed records. 
Relevance and burdensomeness as elements of the c-onstitutional 
requirement of reasonableness, then, have some impact on the abil
ity of the IRS to browse through citizens' records._Wit~in this con
stitutional framework, it may be argued that an IRS subpoena can be 
struck down if a court finds that the burden on _a third party is not 

·'lei. ;It 1116. The facts in Williallls would have been exacth' the same as those in 
Egen/Jerg if the IRS had silblloelHll'd the patlcn!s·-nml\es'-d'r~ctly-fmm .. tlT"doctor. 
This wus not dOlle bl'cause the ductor could h''''e aSH'rled his filih amendment 
privill'ge against sdl:iru:rimination alltl rt,rust'd to produce the IHUlIeS; The accountant 
was not simihlr1y prutected bl'('ause the rl'hlrns sul!poen,led were his clients', ml'rely 
in his possession, and not within his pri\'ile~e. United States v, E~enherg, -t-t3 F.2d 
512,516 (3d Cir. H.l71J. 

«l Sc'/! United St.ltes \'. :o.latras. -IS7 F.2L1 12";1, 127-1-75 (8th Cir.1973l; Venn v, 
Unitt,d States, -too F.2d 207. 211-12 (5th Cir. H.l681. ' 

<1 Oklahoma Press Publishin!-( Co. \'. \\'allill~, 327 U.S, 186,213 (1946). 
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proportionate to the end the Service hopes to achieve with the 
subpoena. 

This argument has not been favored by the courts, however, 
which more commonly have achieved a similar re~ by narrowing a 
burdensome subpoena directed at a third party to those documents 
most clearly relevant to the investigation. 42 'When it was not possi~ 
hIe to specify the documents actually relevant to the investigation, 
one court permitted the IRS to examine certain records in order to 
identify and specify exactly what further records were required. 43 

The court suggested that the government issue two narrow sub~ 
poenas, the second bast;d on information received from the 'first, 44 to 
replace a sweeping request for records which, if enforced, would 
have cost the third party $30,000.45 ' '. 

Thus, with the broad scope of judicial notions of relevance and 
burdensomeness applied to administrative subpoenas generally and 
to section 7602 subpoenas in particular, neither -the fourth amend~ 
ment nor due process in the guise of reasonableness provides !l 
practical barrier to the power of the IRS to use its subpoena author~ 
ity. If there are to be significant restraints on the ability of the IRS 
to subpoena records from third parties, therefore, they must come 
from the enabling statute itself. 

III 

THE STATUTORY LIMITATIONS 

A. The History 

Section 7602 authorizes examinations of records to determine 
the liability of any person for any internal revenue taxes. In most 
cases, the IRS issues a subpoena for documents concerning tax liabil~ 
ity of a named person who is under investigation. As to these sub~ 
poenas, at least, the only restrictions on enforcement imposed 
by the statute are those reflected in United Stat~8 1,). Powell:46 the 
information subpoenaed must not already be in the Service's pDS~ 
session and the IRS must adhere to its own administrative 
procedures.47 The issues may be different, however, when the 

42 See. ('.1( •• United Stitte~ v. Luther. -lSI F.2d 429. 433 (9thCir. 1973) . 
., United States \'. First !\at'l Bank. 173 F. Supp. 716, 721 (W.O. Ark. 1959). 
'" lei. 
os lei. ut ilB . 
... 379 U.S. 48. 51·58 (1964). . 
.1 S.:e text uccompanyinl-( note B Sf/lira. 
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investigation' involves . an unkno\vn taxpayer or taxpayers, and 
the subpoena is issued in the name of John Doe to a third party, . 
frequently a bank, which is not itself under investigation. 

: -. The few cases decided prior to 1972 involving unnamed tax
payers have a common denominator: enforcement was predicated 
upon the existence of a taxpayer or .taxpayers actually under inves
tigation. The earliest such case,. Mays v. Davis,48 was decided under 
the predecessor· to section 7602.49 .. The government there sought 
enforcement of a subpoena for all records of all income beneficiaries 
of testamentary trusts administered by the defendant bank to de
termine if the ,beneficiaries had any outstanding tax liability from 
unreported trust income. The court refused to enforce the sub
poena, calling it a "mere (exploratory] search for information," and 
.finding that it was outside the Service's lawful authority of "ascer
taining the correctness of any return. "50 While the court did not 
discuss the-case in constitutional terms, its interpretation of the 
statute is entirely consistent with Holmes's proscription in American 
Tobacco of "fishing j'!:-.-peditions. "51 Mays introduced a statutory limi
tation on the ability of the IRS to use its subpoeila power, roughly 
equivalent in scope to the pre-Oklalzoma Press constitutional 
limits. 52 

Even after the judicial expansion of administrative authority in 
the 1940's and 1950's and the accompanymg debasement of the con
stitutional limitations on agency- subpoena authority, 53 the courts 
continued to require a particular individual to be under investigation 
before they \vould enforce an IRS subpoena. The broad purpose of 
section 7602 to investigate any.person's tax liability, combined with 
expanding judicial notions of the pennissible scope of administrative 
investigations; would otherwise have permitted the IRS to examine 
virtually any records held by anyone to see if those records indicated 
undisclosed ta,\: liability. The judiCial interpretation of the statute to 
require that a particular individual be under investigation before a 
subpoena could be enforced, then, has provided an important con
straint on IRS subpoena power. And this yoke was not significantly 
loosened by the one instance prior' to 1972 in which a subpoena 

.87 F, SlIPP_ 596 (W.D. 1':1. 193,1) . 
•• HCVClIlIt' Act nf If)21l, ell. S52, ~ 611l, 45 St:lt. 87S. Acenrdin~ tn the Sixth Cirellit 

COllrr"f Alill",:,rS~-Clii'!if(;~s ·'llciinCrio··ii1;,tl·riaI eh,in)!e in tht· law ill t',,,,elill!! tIlt' 19.').1 
Cod.·. Biscc~lia \". United States, 486 F.2d 706, 712 (6th Cir. 1973), m;"cl, 420 U.S. 141 
(1975). Bllt Sl't' Unih·d States v. Annuur, 376 F. Supp. 318, 322 (D. Conn. 1974) • 

• 07 F. SllpP. :It 595. 
at Sel~ nute 1-1 Sl!pm. 
uS"(' tt'xt ilt·t·,lIllpanyinp: Ilote.< 9-1-1 .I'II/Ira. 

a:J S,:C It'xl :leeolllpilllyill!! nutes 15-21 ~""rtI. . . 
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'involving an unknown taxpayer ~as enforced. In Tillotson v. 
Boughner,54 the IRS subpoenaed an attorney to tes.tify concerning 
the identity of the taxpayer who had sent the .... IRS a cashier's check 
for unpaid taxes. The court held that the subpoe~as enforceable 
because a specific taxpayer was under investigation; only the 
taxpayer's identity was unknown to' the IRS. 

Both Mays and Tillotson illustrate the courts' historical insis
tence that a subpoena be issued pursuant' to an investigation of a 
particular person's tax liability. Recently, however, the IRS has at
tacked this interpretation in the courts. Three cases represent the 
direction of the offensive and the partial success of the IRS. 

B. United States v. Theodore 

In 1972 the Internal Revenue Service initiated the Tax Prepar
ers Project to ~nvestigate the accuracy of returns prepared by inde
pendent tax preparers who were not governed by any code of pro
fessional ethics like those which regulate certified public accountants 
and attorneys. 55 A Project investigation would begin when an un
dercover agent provided a commercial tax preparer with financial 
data from which to fill out a return. If the return was not correct, the 

. case was transferred to the Audit Division of the IRS which deter
mined whether copies of other returns prepared by the pre parer or 
a list of clients for whom returns were prepared would be sub
poenaed. 56 If the preparer refused to comply with the subpoena, the 
IRS applied to the local district court for enforcement. 

United States v. Theodore57 was the first Project enforcement 
case to reach a circuit court. As a result,' Theodore has become a 
frequently cited case regarding section 7602 John Doe subpoenas, 
and has been relied on as precedent in more recent enforcement 
proceedings against commercial tax preparers. Its importance re
quires attE:ntion here despite the lack of clarity in its holding and 
supporting rationale. 

In Theodore, the IRS subpoenaed all the returns, with accom~ 
panying documentation, that Mr. Theodore had prepared for a 
three-year period, as well as a separate list of the names, addresses 
and social security numbers of these clients. The district court en
forced the subpoena. 58 The Fourth Circuit Court of Appeals denied 
enforcement of that portion of the subpoena whicn requested the tax 

a< 333 F.2d 515 (7th Cir.). ccrt, cil!llil'ti. 3i9 U.S. 913 (1964), The attorne)'-client 
privilt·J.!e W:lS lint at i~~lle in this dl)cision, 

40 Scc United States ". Ttlnll'r. 4110 F.2d 272. 274 (7th Cir. 1973), 
.. SI'e United Stales ". The(ldnre. 4i9 F.2d 749. 752 (4th Cir. 1973) . 
• 1 -179 F.2tl 7·19 Htll Cir, 11>73l., 
as United Statc~ v. Theodore, 347 F., SlIpp. 1070 (D.S,C. 1972). 
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returns and documentation. S9 At the same time, the court upheld 
the IRS request for a client list. 60 

In considering the subpoena of Theodore's documents, the 
court had two inquiries to make: first, whether an-m.vestigation of 
Theodore's clients was a valid subject of the subpoena directed to 
Theodore and therefore within the agency's statutory power; and 
second, whether the scope of the subpoena was within the constitu
tional bounds of reasonableness. 61 

The F·ourth Circuit separated the request for documents into 
two parts and decided these questions differently as to each. The 
court denied enforcement of that portion of the subpoena relating to 
the returns and documentation because it was "too broad and too 
vague to be enforced."62 The district court's grant of enforcement of 
tile list of names, on the other hand, was upheld, as the Fourth 
Circuit said that such a request was clearly within the authority of 
the IRS and that the only determination left for the district court on 
remand was whether the IRS could practically compile the list 
itself.63 Since the burden on Theodore in providing the list of names 
was slight,64 it would appear that the differentiation- between the 
two sets of documents was made on the basis of the burden to 
Theodore, that is, the constitutional reasonableness of the request. 65 

The court seemed at other poiI?-ts in the opinion, however, to 
have qualms about the authority of the IRS to have a John Doe 
subpoena enforced at all. The court noted that in Tillotson only a 
single taxpayer had been involved, not a l¥ge group as in 
~heodore. 66 In denying the returns and documentation to the IRS, 

~. 479 F.2d at 754·55. 
GO Id. at·755. 
81 A court should decide the statutory question before the constitutional question 

to avoid -unnecessary constitutional adjudication. See Ashwander v. TVA, 297 U.S. 288, 
347 (1935) (Brandei~, J., concurrin~) . 

• 0479 F.2d at 755. Previously the court had described the silbpoena for approxi· 
mately 1500 returns and documentation as "unprecedented in its hreadth." lei. at 7.'54. 
But see Adams \". FTC, 296 F.2d B61, 867·80 (8th Cir. 1961). ccrt. denied, 36\l U.S. S6-t 
(1962), ill which, the court enforced an administrative subpoena of: iJlt~r (dia. books, 
records, writin!ls,' documents allcl letters pertaining to the relationships under inves· 
tigation frolll tiS earI~' as 19·W until W59. 

63 479 F.2d at 755. 
U The list had alwady been deposited in camera pursuant to an order of the 

district court. lei. 
83 The comt noted \\11 alternative \\f~ul\lent based on the third Pawe/l criterion, see 

text accompanying note 8 supra, that the infilTlllation not already be in the Scrvict.'·s 
hllnds. So r,lf liS the returns lIfl' concerlled, they were indt'ed 'Ilready in the pnssession 
of the IRS. Howt'ver, TIll'odorc's accollll'.ltlyin).t docullIentation was not. The court 
determined that the IRS could ).tcl thc list of n.llllcs ollly if till' IRS could show that 
retrieval of till' wtllms in tlwir llos~essiou was not "tlit'rwise possihle. 4i9 1-'.2<1 lit iS5. 
Sec IIlso Ullitl'd St.llt·S v. Tllrner, 480 F.2d 272, 274 (7th Cir. Wi3) • 

.. ·li9 F.2d at i54. 
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the court said: "We hold that [section 7602] only allows IRS to 
summon infonnation relating to the correctness of a particular return 
or to a particular person. "67 If the Service's al1l:hority extends only to 
investigations of particular returns and taxpayers, though, the court 

. could no more grant the list of taxpayer names than it could grant 
the returns and documentation. Clearly the court was not saying 
exactly what it meant and this has led to some confusion. Courts 
enforcing post-Theodore subpoenas of names and addresses of tax
preparer clients have cited Theodore as authority without consider
ing the basis of the court's reasoning. 68 Other courts have made a 
fundamental ern?r in interpreting Theodore as, a 'case in which the 
third-party tax preparer \vas the "particular person" under in
vestigation. 69 Theodore might have been liable for fraud,1° but not 
for his clients' civil tax liabilitv. Since courts will not enforce a 
'section 7602 subpoena if there is no civil liability under 
investigation,71 the subpoena could not have been enforced against 
Theodore in a criminal investigation of fraud in his preparation of 
the returns, and therefore Theodore could not have been the ta.x
payer under investigation. 

In the tax-preparer cases since Theodore, the IRS appears to 
have stopped subpoenaing any documents beyond a list of the 
clients' names, addresses and social security numbers, and the 
courts have regularly enforced these subpoenas.72 Since Tillotson 
appears to be the only instance prior to Theodore of a court's enforc
ing a section 7602 John Doe subpoena, Theodore seemingly broad
ened IRS authority to subpoena. 73 Outside the area of the Ta.x 
Preparers Project, however, the courts have looked more carefully 

.7 Id. at 755, 
•• United States v. Carter. 489 F.2d 413. 414-15 (5th Cir. 1973) (per curiam); 

United Stutes .... Bl'rkowitz, 488 F.2d 1235. 1236 (3d Cir. 1973) (per curiam), cert. 
denied, 95 S. Ct. 16;4 (1975). . 

•• United States v. Humble Oil &: Ref. Co .• 488 F.2d 953, 958 (5th Cir. 1974), 
vacaled and remalldec/, 95 S. Ct. 1670 (1975); United States v. Armour, 376 F. Supp. 
318. 324 (D. Conn. 1974). 

1<> See INT. REV. CODE OF 1954. § 7207. 
11 United States v. Held, 435 F.2d 1361. 1364 (6th Cir. 1970). 
12 See Unit ... d States v. C;trter, 489 F.2d 413 (5th Cir. 1973) (per curiam); United 

States v. BNk(lwitz. 488 F.2d 1235 (3d Cir. 1973) (pl'S' curiam). ceri. denied, 95 S. Ct. 
1674 (l975); Unitl'd States v. Turller, 480 F.2d 2;2 (7th Cir. 1973). 

13 ~ot C\'l'ryOlw has fl'gardl·!l Them/on' ill this li~ht. Tht, fOllrth Circuit's refusal 
to enforce thl' slIh(lOl·Il.1 (If tlte returns alld d(lCUlllellts appears to ha\'e caust'cI some to 
look UpOIl TIIt'I>\ltll't' as a restraint Upl>ll Ihl' expansive pllwers of the ms. See Sote, 
The EXl'llIIciirV!. Righls III Tlrirt/ I'arlh'" l'lIIh'r Ih" Inlrrual Ret:('nlle Sal'ic("s TIlX 
Pn'/wl't'rs Pr(!i('cl: A Umit (III IIII,·/'IW/ R"I"'II1/(' Fishing E.t/I<·ditiml .• P, 5 ST. ~I.-\H\,·S 
L,J. ii3. 7H8·f)U (1974); COIlll1ll·nt. 22 ~\:-:. L.lh:\'. 1-11, 142, 150 (Hl73), Tlll'se discus
sions ufTlil'ot/(>rt' aSSlIllle the \'alidit~; (lfjuhu Dlll' suhplIt'nas and wgard the decision 
IlS restrictivt, uf thl' IRS since iJ purtiun of the suhpm'na was nut enf"rc:t·d .• 
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at Theodore, and the IRS has continued to'have difficulty with John 
Doe subpoenas, even when names, rather than financial documents 
per'se, are the target. 

~ C. United States v. Humble Oil & Refining Co, 

~- Not satisfied \vith only the client lists it obtained in Theodore, 
the IRS in United States v. Humble Oil & Refining CO.74 attempted 
to use the broader language of section 760175 to justify court en
forcement of a section 7602 subpoena. The Fifth Circuit there up
held the district court's denial of enforcement of a subpoena which 
requested the names of all lessors who held mineral leases surren
dered by Humble Oil during 1970. The purpose of the IRS project 
was to determine if the mineral lessor taxpayers properly adjusted 
their ta;: status upon termination of the leases. 76 

, , Since the Service conceded that it was gathering data only 
and that the tax liability of neither Humble nor any specific lessors 
was under investigation, the'Fifth Circuit upheld the district court's 
decision that the subpoena could not be enforced, quoting the lower 
court's eontention fhat enforcement of a section 7602 subpoena re
quired "some nexus between information sought and a specific in
vestigation of specific individuals before the government can compel 
third parties, at their own expense, to give information to the Inter
nal Revenue Service."77 The appellate court did not, however, base 
its holding on. the lack, of a particular person under investigation. 
Rather the court came to the same conclusion as the district court by 
examining the differences in language behveen sections 7601 and 
7602, The former, the court noted, permitted IRS "inquiries" ofuaU 
persons," while the latter section permitted "examinations" only of 
"any persons." The court maintained that thi.s difference required 
that a subpoena be enforced "only when IRS scrutiny of a taxpayer 
or a group thereof becomes particularized or focused. "78 As a result, 
the Humble Oil court barred the IRS on statutory grounds from 

TO 488 F.2d 953,955-56 (5th Cir. i974). The decision in Humble Oil was recently 
v;\catcd b,· the Supri.!me Court lmd rcmandcd to the Fifth Circuit "for further consid· 
eration in light of United States v. Bisceglia." 95 S. Ct. 1670 (1971\) . 

.. INT. REV. CODE. OF Hl54, § 7601, provides: 
The Secretary or his delegate shull, tn the extent he deems it practicable, 

cause ofilcers or l'mpl"Yl'CS of the TTl'asur~' D"purtment to proceed, from time 
to time, through elll'h internal Tl'Vl'nUl' district and incluire after and concerning 
o.!1 persons therein who may be liable to pay any internal revenue ta~, and 1111 

persons owning or having the care and managl'nlCnt of any objects with respect 
to which IIny tax is imposed. 

,. 488 F .2d lit 954·55. 
n Id. ut 960. 
tt/d. 
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using section 7601 to support a subpoena. At the same time it left 
open the enforcement of John Doe subpoenas when the investiga
tion of the taxpayers "becomes particularized or focused" and the 
subpoena is therefore within the investigatory puwer authorized by 
section 7602. When this time might occur was no.t..discussed by the 
court, but the requirement seems similar to, if not the same as, the 
differently worded requirement' of Theodore that a particular 
taxpayer'sliability be under investigation to support enforcement of 
a subpoena. 79 The court concluded this argument by noting that 
since there exists this difference in language between the two sec
tions, it is illogical to enforce under the broader section 7601 a 
subpoena that would be barred as a "fishing expedition" under sec
tion 7602.80 

Thus the Humble Oil decision barr;d on statutory construction 
grounds an alternative attempt by the IRS to use the agency's sub
poena power to obtain tax information from third parties concerning 
unknown taxpayers. In Theodore, the court blocked enforcement of 
the subpoena on the constitutional grounds of burdensomeness. Al
though the court in Humble Oil, like that in Theodore, referred to 
the statutOIY requIrement that a particular taxpayer be under inves
tigation, the focus of both decisions lay elsewhere, in the Constitu
tion and in section 7601. Our third recent case, however, focuses 
and was decided on the question of whether section 7602 requires a 
particular taxpayer to be under investigation for an IRS John Doe 
subpoena to a third party to be enforced. The only case to have been 
decided by the Supreme Court, it is basic to all further litigation. 

D. United States v. Bisceglia 

In United States v. Bisceglia,81 a routine currency report on 
large cash transactions filed by the Federal Reserve Bank with the 

, 7. Scc text nccompanyin!: note 67 supra. 
80 488 F.2d at 960-61. Whdher or not one accepts as correct the court's reading of 

the language of the two sections, it is clear from the structure of the Code and Regilla
lions that the complex argument was unnecessar>·. Sections 7601 and 7602 are linked 
by physical proximity but by llothin!: else, th'I\,!!h frequentiy they have been casually 
linked in geneml discussions of IRS ""thorit), to con dUN invl·stigations. Scc DOllaIJ
son v. Unitl!d States. 400 U.S. 517. 523-24 (W71); Unitl'c! Shltes v. Brown, 349 F. 
Supp. 420, 430-31 (:-;.D. Ill. 1\)72). lIIudifiecl, 47B F.2t1103B (7th Cir. 1973). Treas. Reg. 
§ 301.7602-1(1)) pruvidl!s that a subpoena issues for the PUrpUSl'S spl'cified in sl'ctio\l 
7602, but the R"gldation makes no ml'ntion of sl'ctioll 76(l!. Sections 7603 and 7604 of 
the COUt', provitiing I'm service anti ellforcl'mcnt or IHS suhpoenns, sllCcilkally IHIIIIC 

the scetions to which this service ,lIld enli,reeml'nt authority upply. but again st't·tion 
7601 is not indudl!d. In short lieitllt'r COc!l' nor Rellulai'iolls c<lntl'mplatl' that a suh· 

'·.-poena powcr'will he assochltcu with sl'etion 7601. See United St .. te" v. Bisceglia, 420 
.. U.S. loll, \55 n.1 (u)75) (Stewart, J., dissenting). 

. 11 420 U.S. 141 (1975), 
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IRS noted that the Bank had received a large number of badly 
deteriorated Sl00 bills from a local bank in its district. Because the 
IRS suspected that the bills had come from a cache of money never 
reported by a taxpayer,82 it issued a subpoella for the local bank's 
records to identifY the taxpayer-depositor. The subpoena, as ordered 
enforced by the district court, required production of all records 
for a one-month period relating to deposits over S20,000 or which 
contained more than $5000 of $100 bills at one time. 83 

The Sixth Circuit reversed and refused enforcement of the sec
tion 7602 subpoena because "the section presupposes that the IRS 
has already identified the person in whom it is interested as a tax
payer before progeeding, "84 and found that the words of the statute 
provide no authority for the IRS to examine financial records of an 
indefinite number of unspecified persons to learn identities of per
sons who might be liable for taxes. Additional support for the court's 
position was found in the subpoena form itself, which begins: "In the 
matter of the tax liability of ." This indicated to the court 
that a specific taxpayer must be under investigation before the sub
poena could be enforced. 85 Once the court interpreted the language 
of the statute to require a particular person to be under investiga
tion, the decision in the case was made easy by the Service's admis
sion that no taxpayer was under investigation and that the subpoena 
was issued solely to get the depositors' names. 86 

A majority of the Supreme Court took a very different ap
proach, emphasizing the unusual nature of both the size of the 
transactions and the state of the currency.87 The subpoena itself was 
described as the "initial step in an investigation" that might or might 
not bear fruit. 88 The Court explicitly denied, however, that the 
Sixth Circuit's "restrictive readiqg" requiring a particular taxpayer to 
be under investigation was mandated by the statute. 89 The Court's 
reasoning was based on the language of sections 7601 and 7602, 
the analogous power of such other bodies as the grand jury, and 
historical enforcement of John Doe subpoenas. . 

The second and third reasons are ancillarv and not difficult to 
dispense with. The Court pointed out that a g~and jury could have 

82 It is possible. of cour~e, that tht' hills did not come from a depositor at all but 
from some person or persons e.~chiln~inR old bills fur new. 

13 Unitt.d Statt's v. Ri5ce)!lia. 72-1 U.S. Tax Cas. 'i 9-17-1. at 84,645 (D. Ky. 1972). 
~4 Bisct.glhl v. Uniwd Statt's, 486 F.2d 706, 710 (6th Cir. 1973). 
MId. 
16Icl. lit 712. ' 
11 United States v. Bisceglia, 420 U.S. 141. 142-43. 150 (1975). 
u ld. at 143. 
191d. at 149. 
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compelled the respondent bank to testify and then, citing United 
States v. Powell,9o noted that the subpoena power of federal agen
cies is analogous to the power of the grand jul"]·. 91 That may be true 
when describing the maximum constitutional sc<m,.e of the Com
missioner's power. Unlike the grand jury, however, the IRS is re
stricted by its statutory power. Analogies to the grand jury cannot 
expand the Service's power beyond what Congress has chosen to 
give it. Nor, as we have seen, is the history of John Doe enforce
ment a weighty argument. 92 The Court cited93 Tillotson v. 
Boughner94 and two recent tax-preparer cases.95 Tillotson was the 
product of a high)y unusual fact pattern in which an unknown tax
payer had admitted outstanding liability, and we have already seen 
that it was the Service's mixed success with the tax-preparer cases 
that enticed it to venture into the new area which produced this 
case. 9S 

The majority relied most heavily on the language of the statute. 
It stated both that the words of the statute do not require a particu
lar person to be under investigation and that such a requirement 
actually frustrates the general statutory scheme. In arriving at this 
conclusion, the Court looked at both sections 7601 and 7602. Point
ing out that section 7601 authorizes the Service to inquire after "all 
persons . . . who may be liable" and that section 7602 permits 
subpoenaing of records to ascertain the "liability of any person," the 
Court concluded that this language is inconsistent with a require
ment that the investigation already be focused on a particular person 
or liability.97 The Court did not make any attempt to justify its use 
of section 7601 authority to support l:l section 7602 subpoena. Nor 
did it distinguish a "research" purpose of section 7601 from an "in
vestigation" purpose of section 7602 as the Fifth Circuit did in 
Humble Oil. 98 Rather, the Court rested on the proposition that the 
subpoena power is available to effect the general purposes stated in 
section 7601,99 despite the specific statement of purpose in section 
7602 itself. Stressing the importance of revenue collection, the 

~ 379 U.S. 48 (1964), discussed in text accompanying note 8 sl!pra . 
• 1 420 U.S. <It 147·48 . 
• 2 See text accompanying nott's 48-54 supra . 
•• 420 U.S. ut 148··19. 
P< 333 F.2e1 515 (7th Cir.), cert. d('nied, .379 U.S. 913 (1964). discussed in text 

accompunying note 54 slIlJra. 
PO Unit.,d States v. Carter, 489 F.2d 413 (5th Cir. 1973) (per curiam); United States 

v. Turner, 480 F.2d 272. 279 (7th Cir. 1973). 
ViI See text accompanying notes 55-73 supra . 
• 7420 U.S. at 149 (t'mphasi,; nelued by the Court). 
oa See Il'xl nccompanying nott's 78·80 supra • 
•• 420 U.S. at 145-46, 149. . 
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Court said that the IRS is legitimately interested in large or unusual 
transactions, and that if the Service cannot determine who was in
volved, investigations into tax liability am ... stopped before they 
have really begun. lOa 

Justices Blackmun and Powell concurred in the Court's opin
ion, but took the opportunity to point out what they considered to 
be the narrowness of the issue decided. They stressed the "over
whelming probability, if not ... certitude," that the currency in 
Bisceglia can1e from one taxpayerlOl and the Service's "more than 
plausible" suspicion that outstanding liability existed. 102 This sus
picion provided the IRS with a valid basis for an investigation. Un
like the majority, the co·ncurring opinion cited Humble Oil for its 
differentiation of research and investigation.103 In short, the con
curring opinion read the Court's opinion as leaving undecided the 
Service's authority to enforce a subpoena "where neither a partic
ular taxpayer nor an ascertainable group of taxpayers is under in
vestigation. "104 

Mr. Justice Stewart's dissent, joined only by Mr. Justice Doug
las, adhered strictly to the long-established standard that a particular 

. taxpayer must be under investigation. Stressing the tax relevancy of 
virtually all economic transactions in the United States, the dissent 
argued that the Service could use this' newly authorized power, 
contrary to congressional intent, to "closely monitor the operations 
of myriad segments of the economy. "105 Stewart pointed out that, in 
the past, when a type of transaction :was shown to be of particular 
importance to revenue collection, Congress has required that these 
transactions be specifically reported, keeping the subpoena power 
within narrower bounds. lOS 

Certainly the Court's decision has expanded the bounds of the 
Service's subpoena power. The Court reviews IRSstl bpoena cases 
infrequently and there are many such cases every year in the district 
courts. Thus, the manner in which this decision is applied by the 
district courts will be very important to taxpayers. The question to 
be eX'Plored in the next section of this Note is whether the expansion 
of authority in Bisceglia is necessarily, as the dissent says, so broad 
that "[t]hese transactions \vIll now be subject to forced disclosure 

'00 Id. at 149-50 •. 
'O'ld. at 151. 
'02 Id. at 152. 
'03Id. 
' 04 ld . 
• OlI Itl. at Is.!. 
' 04 ld. at 1s.!·55. 
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at the whim of any IRS agent, so long only as he is acting in good 
faitl:t,' "107 

IV 

THE FUTURE IN THE LoWER COURTS 

Bisceglia, read in the broadest possible way, permits the IRS to 
subpoena documents concerning the possible tax liability of any tax
payer, known or unknown. lOB This Note has pointed out that records 
relevant to tax liability include all of a taxpayer's financial and many 
types of'his persgnal and business documentR,I09 If the requirement 
of an investigation is not linked to the presence of a particular per
son, and the statute is read at its broadest, third parties such as 
banks could be required to produce virtually any records concerning 
taxpayers at the third party's expense and with relatively little po
tential value to the IRS or the public policy of revenue collection. In 
Mr. Justice Jackson's words, the IRS could "investigate merely on 
suspicion that the law is being violated, or even just because it wants 
assurance that it is not."110 Since practically everyone falls within 
the "regulation" of the IRS, since income tax liability reflects virtu
ally all of one's finances, and since most of one's life can be con
nected in some way to these finances, the IRS would have an awe
some ability, far greater than that of any other governmental 
agency, to delve into individual lives and harass third parties . 
Prot~ction is required for the general public as well as for those 
directly involved in the transactions. 

But the courts are not required by the decision to give the 
Service this broad latitude. The Bisceglia Court noted specific:ally 
that it was not authorizing "fishing expeditions" and that enforce
ment is predicated on the existence of a "legitimate investigation" in 
progress, III but did not provide the lower courts with any guidance 
as to what constitutes a "legitimate investigation." Likev.:ise, the 
Court stressed the protection inherent in judicial enforcement of 
su~poenas but did not provide standards to make that protection 
meaningful. 112 

107 lei. at 157. 
108 For an example of broad use of IRS suhpoena pow("r predating Biscl'gliu, see 

United States y. Anderson Clayton & Cn" 3tl\) F. S\lPp. 6 (S.D, Miss. 19;3). 
109 Sel' text aecomp:'"ying notl's 28-30 SIIJ1rtl. 

110 United States v. ~(()rtllll S.llt Co .• 338 V,S. 632. 642-43 (1950): sec Local 174, 
Teamsters \'. Unitt·c! States. 240 F.2t1 38;, 394 (9th Cir. 1956) (Pope, j., dissenting). 

11142.0 U.S. nl 150-51. 
"'ld. at 146-47, 151. 
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In attempting to define a "legitimate investigation," one must 
remember that revenue collection, not information gathering, is the 
basic goal of the IRS. When the IRS has subpoenaed records 0f a 
class of transactions or of similarly situated taxpayer~the court Tlust 
be assured that there is an investigation in progress and not either a 
general collection of data or a non-tax investigation hidden by the 
bulk of tax-related information requested. u3 Similarly, if "fishing 
expeditions" are not authorized, a district court asked to' enforce 
a John Doe subpoena must be assured that the IRS is after some 
kind of specific tax-related information and not just sweeping a 
field to see what it picks up. 

If one looks to the district court in Bisceglia to see what the 
Supreme Court called a finding of a legitimate investigation, U4 one 
gets little assistance. It appears that the 100ver court assumed the 
existence of a taxp~yer under investigation,115 that is, the existence 
of a focused investigation, rather than a generalized fishing expedi
tion. This assumption was not entirely unwarranted by the facts: a 
small number of highly unusual transactions, apparently related, 
occurred within a short time at one bank. If these facts warrant a 
conclusion that a legitim~te investigation exists, some genenl~iza
tions on that basis may be made for future cases. 

There are at least two possible approaches that lower courts 
might take in making this determination for themselves. The first is 
requiring the IRS to show some degree of probable cause to believe 
that outstanding tax liability exists, and the second is attempting to 
balance the probable gain in revenue to the IRS against the reasona
bleness of the burden on the third party. Although neither ap
proach defines "investigation" in any classic sense, each measures 
the seriousness of the Service's tax interest, and therefore provides a 
restraint upon abuses. Additionally, each approach balances the 
revenue collection policy underlying the IRS's powers with protec
tion of third parties from expensive and unproductive intenerence 
with their business. us . 

113 See United States v. DiPiazza. 415 F.2d 99, 109-10 (6th Cir. HJ69) (Celehrezz(', 
J., dissenting), cerl. dellied, 402 U.S. 949 (1971). In this case. ioformation obtained 
from an IRS subpoena wus the basis of a H'areh warrant resultin!-'. ill indictment and 
conviction !If a third party on gambling charges. The importallt'e of the criminal nOll' 
tax investigation may lead courts, viewing the situation after the fact, to overlook the 
abuse of tht, civil suhpoena. 

"4420 U.S. at 151 
... Sec 72·1 U.S. Tax Cas. nt 84.644. 
111 See Miller, supra noteJ!7, at 663-64. 
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A. A Probable Liability Standard 

The majority opinion in Bisceglia noted the· extraordinary 'na
ture of the deposits in the particular bankN7 and this appears to 
have played a part in the Court's conclusion that JlW;eglia involved a 
valid investigation of tax liability. It is the concurring opinion of Mr. 
Justice Blackmun, joined by ~[r. Justice Powell, however, that an
nounced an investigation standard based on suspicion qf liability. 
The concurrence described the holding as pennitting John Doe sub
poenas when the Service needs to "ascertain the identity of a person 
whose transactions with [aJ bank strongly suggest liability for unpaid 
taxes."l1a It is tbis "more than plausible" suspicion that a particular 
person owed the IRS money which, to two members of the Court, 
defined the Service's activity as a genuine investigation. 

Justices Blackmun and Powell joined in the majority opinion, so 
it is clear that they felt their description. of the case was consistent 
with that· of the majority. The majority made ·no mention of the 
concurrence and evidently was unwilling to give real substance to 
"legitimate investigation" at this time. The concurrence provides a 
straightforward standard, however, even if the actual point at which 
there is sufficient suspicion to support the subpoena is not clearly 
defined. 

Applying this 'standard in the commercial tax-preparer cases, 
such as Theodore, one can conclude that, on the basis of the IRS 
research generally1l9 and the one incorrectly prepared return 
specifically, tl~e IRS had a strong reason to believe that a significant 
number of the tax preparer's clients had outstanding tax liability. 
Enforcement of the IRS subpoena request, therefore, was proper. 
In Humble Oil, on the other hand, the IRS had no reason to suspect 
Humble's lessors to have been any less honest in their reporting of 
their changed ta\: status than any other oil company's lessors.120 
The "inv~stigation" was in filct data collection and enforcement of a 
subpoena of Humble's records would have been ~njustified.121 

117 420 U.S. at 150. 
lIBld. at 151. 
119 An uffid,,1 hIlly uf -1600 returns prepan,d fur IRS .\!(ellts by c(1I111lll'rdal hLX 

preparers hctwl'cn J.\ll\lary ,Illd ~h\rt'h of Wi3 showcd that 16% wt'rc "incorrcct, 
llun-fnamlull'nt" :lIld 22'70 Wl'rc "poll'lItially fr.l\Idlll.mt." ~. Y. Tillll·S. :l.lar. 18, l!)i3. 
§ I, ,It 23, col. 1; set' :\ote, Til., Prl'1l(1rt1litlll Agt'llci.·.\·: 11'11111 is Xe.:tit'djor tIJt, PIIMic's 
Pm/t'clitlll? 13 B.C. bm. 6: Cml. L. R/:\,. S\l5 (Wi2). 

12<1 St'/! UlIitt·U Shllt'S v. l.lumbll· Oil 6: R,'f. Cu., -ISS F.2d 953, 955 (5th Cir. 19i4), 
caca/cd find n'/llIIlltlt'd, 95 S. Ct. 16i() (l9i5), 

121 Thc Sl'rvil-l', thnlll!(h Tl'sl'urt·h in Incnl fl'al l'stute Tl'Cilrds, huwl'ver, cuuld 
devclop il sample uf minl'wl Icssors in the url'.t .. An l'xOlmirmtiun of tlwH' lessors' 

80-321 0 - 77 - 36 
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Demanding that the IRS show a strong suspicion of outstanding 
liabilitY to enforce a John Doe subpoena would be considered by 
some to be a substantial depal ture from prest!nt notions of agency 
subpoena power. Courts have consistently held thaLprobable cause 
is not required for the enforcement of administrative subpoenas.122 

It can be argued, however, that, when there is no known taxpayer 
under investigation, such a required showing is the best way for the 
courts to a~sure themselves that the IRS is pursuing a legitimate 
investigation. 

B:'A Balancing Standard" 

: The second approach lower courts might take in determining 
whether an investigation is in· progress is that based on the test 
formulated by the Second Circuit in United States v. Harrington ,123 

which does not concern itself with the existence.of an individual 
~axpayer but requires the IRS to show a realistic expectation that the 
documents subpoenaed will shed light on outstanding tax liability. 124 

When a third party is subpoenaed, this standard additionally re
quires this realistic expectation to be balanced against the burden 
placed upon the third party to produce the information. 125 

The contrast between the tax-preparer cases and other situa
tions involving IRS subpoenas of third parties.illustrates, once again, 
the potential application of this balancing approach. In the tax-pre
Darer cases, because of its research126 and because of the existence 
~f at least one incorrect return, the IRS was able to show a.likeli
hood that the subpoenaed documents would result in the deter
mination of outstanding tax liability. Initially, therefore, the rela
tively minor burden on the pre parer was proportionate to the end 
to be achieved by enforcement of the subpoena. But the analysis 
may be carried further to point out differences between the third 
parties themselves, for a commercial tax preparer and an unin-

returns might justify an assertion that probable cause existed to believe that one group 
of lessors was less reliable in reporting its changed tax· status than another, thus 
making a subpoena such as that in Humble Oil enforceable under this standard. See 
id. at 957 n.8. .' 

122 See text accompanying note 12 sliwa. Section 7605(b) of the Code bars un
necessary eXllminations, and limits the IRS to one inspection of books for II t'lxllble 
year; any additional inspections lllust be approved h}' the Secretary or his dele~ate. 
Despite tlte stntute's requirement that thc IllS make II determination of necessity 
before allowing a second exumination, the Suprcille Court held that "necessih''' did 
nqt mean probable cause. United States v. Po\vell, 3i9 U.S. 48, 53 (1964). The Court 
placed the burden on the taxpayer to prove n lack of good faith. Id. at 58. 

123 388 F.2d 520 (2d Gir. U168). 
I,. Sec text accomp.mying notes 33-34 slil/ra. 
It. See text following note 3·1 slipra. 
Ita See note 119 supra. . 

\ 
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volved third party like a bank stand in very different positions 
relative to the IRS. . . 

First, because the tax I-\reparer incorrectly prepared an under
cover agent's return, it is the preparer's activity-that triggered the 
IRS investigation initially. Even if the tax preparer himself is not 
under investigation, as it appears he cannot be,127 he is deeply 
involved in the investigation. Second, a commercial tax preparer 
may be liable for penalties under the Code for fraud if he willfully 
misrepresents clients' in.fDrmation on ;:heir retums.128 And he may 
be liable in tort to the clients for any penalties assessed to clients 
as a result of the tax preparer's misrepresentations. Initially, there
fore, there is a" very close and purposeful relationship between the 
tax preparer and his clients. 

In contrast, banks and oil companies are ne'-ltral third parties, 
affected by the IRS inve~tigation and subpoena only because of the 
actual cost to them of compliance with the subpoena. They have not 
purposely involved themselves with the question of their deposi
tors' or lessors' tax liability, and . they have no responsibilily to the 
IRS or to the taxpayer for that liability. They are burdened by IRS 
requests not through any. action or fault of their own, but only 
because they provide a ready repository of financial information 
about individual taxpayers. Thus the relationship of the third-party 
object of the subpoena to the taxpayer or to the IRS would affect 
application of a balancing test of probable liability against burden to 
the third party.129 The close relationship of the tax preparer to his 
clients' tax liability and the voluntary nature of his undertaking make 
the burden on the commercial ta" preparer less than the burden on 
a bank or other innocent third party to produce the same docu
ments. 

In determining the burden, a court should look at the volume of 
documents involved. Assuming a low volull.le and little or no burden 
on the party's other customers, the order co~ld· reasonably be en
forced. 130 But if the cost were significant or if the disruption of 

127 See text accompanying notes 69-71 supra. 
n81NT. REV. CODE OF 1954. § i2()6(2). 
129 At le.lst one court has SlI!!!!cstcd thllt the !(O\'efllment be helel to a higher 

standtlrd whew theft! is nl) indication of evasion un .the ptlrt of the buruimed party. See 
United States ,'. ~tatras. -lSi F.2d 12i1. 1275 (8th Cir. Hl73). In fact this reasoning Illay 
have played ;1 p.\rt hi the inscflltaule r/l('(I(iore decision. Tho! court. though .ihhorring 
the iut'a that tilt· IRS was attt'nlptilll( III "pulice the act'oollting profl'ssioll," 479 F.2d 
at 754, had no difficulty in authurizing tIll' lurniug o\'(·r· of II list of clit'nts' nanll:5 $0 

that the IRS cO\lld t'\l'·\·lmltt· the same purpnse frmll its (lWI\ records.ld. (It 755. 
",0 The hurden is on the third party to pruVt· the suhpollnn IUo burdensulllc. See, 

e.g., United States v. Humblc Oil & Rl·f. Cn., 488 F.2u 953. 95i n.8 (5th Cir. 1974), 
oacated and nmwlHit·d, 95 S. Ct. 1670 (1975). 
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normal activities interferes with customers other than those who 
might have possible liability, a court might well'decide that the 
probability that the IRS would discover 'an)"'- tu;'( liability was too 
small to justify the cost of ferreting out the documents. Bisceglia 
would be enforceable under this standard since there was!;ufficient 
likelinood of liability in that case to overcome the inconvenience 
tq'the bank. -. . .,: .. ...... _. . .. 

. Social as well as financial costs should be considered, for a 
burden may fallon third parties other than the obj~ct of the sub
poena. Subpoenaing names of a doctor's patients in order to examine 
them"and their re!ums to assist in determining the doctor's income 
is-an invasion of patients' privacy out of all proportion to the impor
tance of the doctor's tax.liability.l3l Third parties should not have 

. their privacy invaded for the convenience of tIle IRS. Again, it is 
worth noting that the purpose of IRS subpoenas is to aid in determi
nations of "liability, not to gather financial data, even if tax-related. 
The absence of a particular taxpayer under investigation makes it 
especially important that the court assure itself of a legiti
mate probability of liability, even if the third-party burden is light. 
If the IRS cannot show that the possibility of outstanding liability 
exqeeds the interference with third parties, the existence of a valid 
tax iiwestigation must be questioned.~"-

Thus tests exist, short of permitting enforcement of all such 
subpoenas, which may be used to limit the IRS in its subpoenas to 
third parties conceming unknown taxpayer liability. Either balanc
ing the third-party burden with the probability of liability, or requir~ 
ing some' probability that an individual is indeed liable for unpaid 
taxes, provides a means to measure the concreteness of the Service's 
interest in a particular suspected case of tax liability and to dis~ 
tinguish those requests which eire relnUvely frivolous. Since both 
approaches ,would permit enforcement in the tax~preparer cases as 
well as in those other instances in which outstanding ta.x liability is 
most likely to exist,they do not conflict witli the important and 
oft-stated policy of revenue collection, while providing some pro
tection to individuals and third-party businesses.involve.d.with the 
IRS as well as to the general public. 

, J3I Althou!-:h expressly dl'"yill!: n dnC!tur-llatil'llt privill'!-:l' ill \l'iII/IIIIIS. JlltI!!e 
lIiotleyrl·C!o!loi7.ed th ... f."culiar natul'l' of till' hurdl'll (Ill the. patients in haYinl: to 
disclllsc the tilllt's lind 1Il1l1l111't of Ihl'ir visits 10 a prlldicilll: psychlllll!-:isi. Unik·d 
Slates \'. WiI!lallls. 337 F. SIIPP, 1114. 1116 (S.I).X.Y. Wil). appeal (/ism/ssl'lI ulld 
judgm~1I1 t'ucllted us I/Iuol. 486 F.2t1 1397 \2d Gir. Wi2). 



555 

April 19751 IRS SUBPOENA POWER 201 

v 
CONCLUSION 

In a country with an annual federal government budget in ex
cess' of 274 billion dollars,132 emphasis on the policy of revenue 
collection has taken the IRS far. This Note has examined the inade- ) 
quacy of constitutional limitations on section 7602 John Poe sub
poenas to third parties in the absence of patent burdensomeness, 
and the expansion of IRS au,:hodty in the Court's decision in 

. Bisceglia. Since the Court did not provide any guidelines for lower 
court determinations of what constitutes a valid investigation in the 
absence of a known taxpayer, there will undoubtedly be a variety of 
standards applied. Courts will, at pest, make their determinations 
on a case-to-case basis, enforcing subpoenas when revenue collec
tion is most likely to be affected (such as in the tax-preparer litiga-. 
tion) and quashing them when it appears that ,the IRS is simply 
rummaging. The goal of revenue collection should not impinge 
further than this on freedom from governmental curiosity. Section 
7602 should not be construed to confer upon the IRS the right to 
browse. 

132 BUREAU OF THE; CEl"SlIS, U.S. DEP'T OF COMMERCE, STATlS1'lCAL ABSTRACT 
OF THE UNITED STATES: 1974, at 222. 
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My name is Scott P. Crampton and I am Assistant Attorney 

General in charge of the Tax Division, Department of Justice. 

He welcome the opportunity to present the views of the Department 

of Justice on Section 1205 of the Tax Reform Bill of 1976 cap

tioned "Administrative Summons." This section would amend the 

Internal Revenue Code of 1954 by redesignating Section 7609 as 

7611 and inserting new Sections 7609 and 7610. Proposed Section 

7609 is entitled "Special Procedures for Third-Party Summonses" 

and proposed Section 7610 would provide for fees and costs of 

witnesses in these new procedures. We believe this proposal, 

if enacted, would seriously interfere with the enforcement of 

the tax laws, particularly in the organized crime and white-collar 

crime erc~s, and further overburden the federal judicial system. 

In principal part and ~lith certain exceptions, Section 

1205 of the bill would require notice to the person, usually 

the taxpaye~ and hereinafter referred to as such, idc.ntified 

in a summons issued to a third-party record keeper by the 

Internal Revenue Service. The taxpayer would be given 14 days 

within which to notify the record I,eeper not to comply 'l'7ith 

the summons. Once the taxpayer thus barred compliance, the 

Government could only obtain enforcement through a court 

proceeding in which the taxpayer would have a right to inter

vene and to litigate the matter. A summons to require testimony 

relating to records would be treated as a summons to produce 

records. The civil and criminal statutes of limitations would 
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be suspended during the period of such court action, including 

appeals, if the person barring compliance is the taxpayer. A 

John Doe summons could only be served after a court proceeding. 

Under present law, a taxpayer or third party cannot 

intervene in a summons enfor~&ment proceeding unless he has a 

legally prolectable interest. Reisman v. Caplin, 375 U.S. 440 

(1964). However, in Donaldson. et al. v. United States, 400 

U.S. 517 (1971), the Supreme Court said this meant a significantly 

protectable interest. In that case, the Court held against the 

taxpayer because he had no "proprietary interest" in the records 

sought and they were not protected by an attorney-client or 

other legally recognized privilege. It is worth noting at this 

point that, altho'.lgh the district court had denied the intervention 

of the taxpayer in Donaldson, stays were granted pending appeal; 

that the summonseS were issued on September 12 and 13, 1968, with 

respect to tax liabilities for 1964 through 1967, inclusive, 

and that the date of the Supreme Court's opinion was January 25, 

1971, or some two years and four months after issuance of the 

summonses. In this context, one can understand the concern 

the Supreme Court expressed by sa.ying that to allm~ the tax

payer to intervene in such case "ould "stultify the. Service's 

every investigatory move" (p. 531). We completely agree and 

believe that the word "stultify" was used in the dictionary· 

sense: "to impair, inllalidate, or reduce to futility." 



559 

As 'the Supreme Court pointed out in Donaldson, the 

statute (Section 7601, Internal Revenue Code of 1954) imposing 

the duty on Treasury Department officers to "proceed . . • and 

to inquire after and concerning" all persons "who may be liable 

to pay any internal revenue tax" has its Toots in the fhst 

modern general income tax act, the Tariff Act of October 3, 1913, 

Sec. II, 38 Stat. 178" and, beyond that, in Section 3122 of the 

Revised Statutes of lB74. Thus, the express requirement that 

the Secretary or his delegates go to third-party sources to 

"canvass and to inquire," as the Supreme Court put it (p. 523, 

supra), is an historical procedure. The implied requirement 

or practice probably goes back ,to the beginning of the country. 

Never was it considered that a taxpayer could or should have the 

right to prevent this except where he'had some legally protectable 

right in or to the papers at issue. As the lat~ Justice Douglas 

put it in his c,o!!.c1!rringopinicn in Donaldson,' "it is difficult 

to see hmv the summoning of a third party, and the records of a 

third party, can violate the rights of the taxpayer." 

Thus, the proposal would create a completely new legal 

right, which, we believe, would be used to frustrate fair and 

uniform enforcement of the revenue' laws. Existing law is a 

necessary adjunct to the self-assessment system. Many millions' 

of taxpayers are subject to withholding. Declarations of their 
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incomes and the taxes withheld and paid over are routinely 

submitted to the Government by their employers as required by 

law. Their incomes are known and their ability to reduce their 

taxes is limited. Therefore" the proposed section would benefit, 

primariiy, those tm~payers the major part of whose income is 

not subject to withholding. Congress has recognized that 

. they may not always comply and has enacted criminal sanctions 

for ar.y person "1110 \villfully fails to keep .:my records or supply 

any information required by the statutes or the regulations 

thereunder (Section 7203, Title 26, U.S.C.). However, the 

Government caImot compel an individual to produce those records 

aga:inst e, cl?1m 0f ~'!lf-i!1criminatiol:l 1melp.:r t.he Fifth Amendment. 

When the indiv:i.dllal texpaycr fails to keep records or fails to 

produce or falsifies the records he has kept, the Government 

must go to third-party sources to determine the tax liability. 

Even under existing,law, this is not something the Internal 

Re,renue Service undertakes, other than as a last resort, for 

it is a tedious, time-consuming, and expensive process to 

reconstruct the income and the tax of an individual or corpora

tion by third-party sources. In fairness to all other taxpayers, 

ho~vever, it is a statutory duty that must be carried out. But 

it is the breakdOl\1l1., or alleged breakdOlvu, of the self-assessment 

sys tern that renders i 1: neces sary. , 
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'Apparently, the right to priJacy is the principal 

consideration underlying this proposal; yet it would confer 

this right only on the person named in the summons. The neces

sity for this highly selective grant of a right to privacy was 

recognized in the Report of the Senate Finance Committee, fn. 

3, p. 369, in the CCH Report, No. 28, dated June 16, 1976, 

~o]here it is stated: 

Of course, the Service ~l7ould not be required to 
send a notice to each person to whom the X 
corporation wrote a check during the period under 
examination; not only would this be impossible 
administratively. but the identity of these 
persons ~l7ould not even be known by the Service 
until the records had been examined. 

It might L", questl':llled why thE: "privacy" of "X corl'.::)j:aticn" 

should be respected and that of the thousands of persons having 

transactions with it not be? And what about the privacy of 

other individuals in multi-party transactions, not named in the 

summons, \'lhose status and interest in the records are identical 

to that of the one who is named? Therefore, it is highly likely 

that persons other than those named in the summons 1110uld attempt 

to intervene. It could be questioned whether the proposal offers 

equal protection of the la~l7s to persons whose" interests in a 

record are identical. A court conceivably could permit such 

persons to intervene. 
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The foregoing illustrates, and the Report of the Senate 

Finance Connnittee concedes, that it is not administratively 

possible to give equal protectl:on to the "privacy" of all per

sons involved in connnercial q:aasactions. Thus, the effect 

of this provision would, primarily, be to protect the "plrivacy" 
" of the individuals ~~ho, had not complied vlith the ,requirements 

of the self-assessment system. It is true that, occasionally, 

what appea~ un their face to be adequate records are checked 

by reference to third-party sources. This is because, as the 

Supreme Court said in Holland v. United States, 348 U.s. 121 

(1954), p. 132, some records are "more consistent than truthful" 

Ilnd Congr::ss n::ver intended D. "set of blindc:::-::: v7hich prevents t!1c 

Government from looking beyond the self-serving declarations in 

a taxpayer's books." It is important, then, ~o emphasize just 

whose "privacy" is being protected by this proposal. If neither 

the record keeper nor the taxpayer objects to the summons, the 

transactions of hundreds or even thousands of other individuals 

may be laid bare. Therefore; unlike the historically recognized 

privileges, there is no uniform standard for the proposed selec

tivity of persons \~hose privacy is to be legally protected. There 

is only the connnon denominator of being listed on a sunwons. 
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Aside from the unfairness of this provision to the 

millions of taxpayers who fully comply with the law and the 

highly selective "privacy" that would be protected, we have 

the following specific objections to the proposal: 

1. The delays resulting from taxpayer intervention 

could effectively frustrate efforts. of the Internal Revenue 

Service to reconstruct income and tax by resort to third-party 

records. Of the approximately 500 Special Agent summons cases 

handled by the Tax Division each year, it is most often some 

special relationship between the taxpayer and the record keeper 

that accounts for the failure of the latter to comply. If 

taxpayers are allowed to intervene of right, it could very well 

take two years for the agents to obtain the records of the first 

bank and the number of summons enforcement proceedings would 

only be limited by the number of record keepers involved, most 

of whom may not even be known until after the records of the 

first are obtained. 

2. The already overburdened courts, in which some 1,100 

summons enforcement cases are currently being brought (about 

500 Special Agent summons cases and 600 Revenue Agent summons 

cases), would be further swamped at a time when the Speedy Trial 

Act means that criminal trials will be occupying more of the 

courts' time. It would mean substantial increases in the number 



564 

of agents and the number of lawyers handling such cases. A 

prime consideration would then be whether the investigation 

was administ~atively feasible. The areas most affected would 

be the organized crime and white-collar crime drives, because 

those categories of taxpayers have developed delay and non

compliance to a fine art. This proposal would further the 

process of turning the district courts into administrative 

tribunals. 

Although the statute of limitations would not run when 

the taxpayer intervened, it would continue to ru.n When the person 

named in the summons was the nominee of the taxpayer. This is 

commonly the case (the use of nominees) as to organized and 

white-collar crime figures. As stated earier, it is possiblu 

that t~e courts would permit intervention of persons with identical 

relationships to the records at issue. If the taxpayer did not 

intervene, the statute of limitations would run. And, there is, 

of course, the problem that the statute would be running when 

the record keeper is contesting the summons alone. 

4. There would probably be motions to suppress evidence 

in subsequent proceedings on the ground that there had been 

some failure on the part of the Government to comply with some 

aspect of this proposal. 
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Although we object to the subject proposals, we wish to 

assure you, Mr. Chairman, that we have a sincere concern with 

the privacy of individuals. In the sustained effort to comply 

with the Freedom of Information Act on the one hand and the 

Privacy Act on the other hand, we are constantly on gu.3.rd against 

an inadvertent disclosure that would provide information to one 

at the expense of the privacy of another. We literally have to 

make a line-by-line, paragraph-by-paragraph analysis of many 

documents; and, because of the complex nature of the areas of 

law we administer, sometimes it takes an experienced tax lawyer 

to determine what should be turned over and what should be with

held. Knowledgeable defense counsel are now inundating us with 

requests under these two acts as discovery weapons in current 

criminal tax cases, including those under investigation by grand 

juries. This has increased the strain on our limited manpower 

resources, particularly on our trial attorneys, since the attorney 

handling the case must, of course, be consulted concerning the 

documents involved which may range in the thousands. In other 

words, F.D.I. and Privacy Act provisions are bei~g used effectively 

and with resulting delay of criminal justice, both at' the admi.n

istrative and subsequent stages. We foresee the proposal here 

providing another vehicle for the same result at the investi

gative stage. 
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Although we disagree with other aspects of the proposal, 

we think it may be advisable to have a statutory requirement 

of notice to a taxpayer that the Internal Revenue Service may 

be serving summonses on third parties. As noted earlier, there 

are circumstances when the taxpayer does have a right to inter

vene under the Reisman and Dona~dBon decisions of the Supreme 

Court. A notice was suggested by a committee of the Section of 

Taxation, A. B. A., see 26 The Tax Lawyer 591, in which the 

Committee on Civil and Criminal Tax Penalties discussed studying 

the advisability of registers in each Internal Revenue Service 

District or Federal Judicial District ~vhere such summons would 

ba Hsted. We think it may be preferable to give the taxpayer 

notice directly rather than to make a public record at the 

investigative stage. This notice provides the taxpayer with a 

last opportunity to substantiate the items on his returns and, 

thus, to obviate the necessity (in most instances) for a summons. 

The taxpayer is then in the best position to safeguard his own 

privacy. 

The following examples illustrate our concern about this 

pro~ision as a means for delay: 

1. Taxpayer is in an illegal business and refuses to 

sub~tantiate the items on his returns. As direct evidence of 

speCific items of income is unavailable, the Government undertakes 

to reconstruct his taxable income by the net worth method (see 
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Holland v. United States, supra). A summons is issued to his 

only known bank (bank A); he intervenes in the ensuing court 

proceeding, and it takes from a year to eighteen months to gain 

access to the records of that bank. In going over the records 

of that bank, leads to banks or brokerage accounts B. C, and 

D are obtained, and it appears that property is held for him in 

the names of nominees. If only nominees intervene in summons 

proceedings, the statute of limitations is not suspended. At 

any rate, each proceeding. which could take from one to two 

years, results in the discovery of leads to additional record 

keepers, and so on. Obviously. if taxpayer has dealt with 

multiple institutions which become known through this unraveling 

process, it may not be feasible at all to develop this type case. 

Had this proposal been the law, many of the famous net worth 

cases on prominent racketeers probably could never have been made. 

See, e.g., Costello v. United States, 350 U. S. 359 (1956). 

2. In an audit of Contractor Jones, a revenue agent 

obtains documentary evidence, which Jones corroborates, of a 

bribe r~id to Federal Procurement Officer Smith. Smith's return 

is alldi1:ed to see if he reported the item. There are items on 

Smith's return which could include the bribe. Smith refuses to 

furnish his records from which the reported items may be checked; 

third-party summons are issued, and Smith intervenes. The 

80-321 a - 77 - 39 
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agents foresee a year, or perhaps years, of litigation. In the 

meantime, the Title 18, U.S.C., offense has been referred to 

the Federal Bureau of Investigation and is soon ready for the 

grand jury. The alternatives, then, are: (1) to proceed with 

the Title 18 offense without the Title 26 offense, or (2) to 

investigate the Title 26 offense by grand jury. The result of 

the first choice is to weaken the case and to divide offenses 

which should be joined; the second choice bypasses the careful 

review process which is essential to uniform enforcement of the 

revenue laws. Often it is not a simple process to determine 

whether an item is or is not on a return: considerable investi

gation and expertise in tax law may be required. 

In summary and in conclusion: This proposal would ham

string the investigative procedures of the Internal Revenue 

Service. It would require large manpower resources in the 

Internal Revenue Service, in the Tax Division, and in the 

Offices of the United States Attorneys. It would further over

burden the Federal court system. And, most importantly, it w.ould 

afford procedures whereby those who would thwart the self

aSRp.RRment system could do so with impunity. Thank you, again, 

for pprmitting us to present the view of the Department of 

Ju~ri~~ on this matter. 
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Drug-Law Enforcement: Should We Arrest 
Pushers or Users? 

Any society wishing to rednce the ... ;,·."p·"ption of an "undesirablc" 
item, such as illegal drugs, has availab:c: t...,,, general strategies: rt'ducing 
demand, by hnrassing buyers, or redur:.ng supp!.)', by ~ .. lnlSSjng scllers. 
Law enforcement agencies in the Unitr~d StaleS, pr.:sumably with the 
approval of the votir,g publiC, seem to Iw,ve opted largely for the latter 
strategy ("we're 1I0t really interested iIC uscrs; we wan~ the pushers"),' 
and ),et ex-addict William S, Burroug!;;; :1966, p, xl) advises: "If we 
wish to annihilate thejunk pyramid, we must start with the bottom of the 
pyramid: the Addict ill Ihe Street, and !,top tilting quixotically for the 
'higher ups' so called, all of whom are immcdiatdy repbceable" (italics 
in original). This note will consider wh~1: is involved in choosing bctween 
these two strategies and wi!! argue"th"t ,he United States has chosen to 
emphasize the strategy which, for a :;,<ivcn enforcemcnt expenditure, 
(I) probably has the smaller cffect U'J(,n drug consumption, (2) seems 
likely to increase crime rates by addi';ls, making enforcemcnt of other 
laws more difilcult, and (3) seems m'l!'e iikely to corrupt polict, That 
something is wrong with our strategy ill!ll!S clear enough. The Govern
ment Accounting Office recently conch ded trom a year-long investigation 
that tramc in heroin is too big to stn!' at United States borders (New 
York Tim'!, December 13,1972, p. 31), :1I.omcways even more disturbing, 
howe\'cr, was thc recent allnounecmen ',hM about one-fifth of the heroin 
and cocaine seized in New York City ,;w'r the past 12 years has bee!} 
slolen from the police department (New l',~d; 1'imes, February 1, !973, p.l), 

The economics of drug law enforcen "fll is .imilar to that of sales taxes. 
As is well known, who "pays" such a I;,l{ ,.IIld its effects upon price and 
quantity depend upon thc 'slopes of 'b: demand-anC:-supply curves as 
well as upon the contcnt of the law. Thl 'm,' determines whether the buyer 
or the ~cllcr shall act as the state's "ca ,ct;'lIl agent," in the case of Sl',:.CS 

taxes, Since punishment for violating .1:')1;' laws is'usually at Icast partly 

210 
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nonpecuniary, taking the forlll of jail limc, social disgracl', and other 
inconvenicnces, the contcnt of drug laws, together with pulice en/i,rcc
ment uccisiollS, detcrmines upon whom these nOllpeconiary 'cost, sl,all 
fall as well as upon whom the initial burden of pecuniarr "taxes" (tllc 
expected value of fines, legal fecs, etc.) shall/nil. If sale is prohilJitcd and 
pllI'c1lase not (by law, or de t:lctO, by pulil"c dccisiom withillthc cllns\millts 
of Iimitcu enforcement lesuurees), tlw t;lX will /4li initially npon seilers, 
who will convert the resulting pecuniary and nonpecuniary costs into a 
pecuniary increase 'in supply price to buyers. Likewise, buyers will 
convert pecuniary and nonpecuniary inconveniences arising from polire 
harassment into a pecuniary decline in demand price to sellers. As is 
true with sales taxes, a given shift in demand relative to stlpply will 
result in the same e1rect upon consulllPtion, regardless or whether the 
shift is in demand or supply. Presumably, sales taxes arc usually levied 
upon selle~ because of lower enforcement and collection costs; a giv/'n 
amount of enforcement effort will produce more net revenue if directed at 
sellers. \\lith sales taxes, we would wish to arl'llnge collections so as to 
shift demand relative to supply as little as possible for a given tax rale. 

With drug laws, on the other hand, the goal is not to collect revenue 
but to discourage consumption, and we would wish to an'a!lg~ laws [t!lci 
enforcement procedures so as to shift demand relative. to supply as much as 
possible. Whether we would wish to impose the "tax" initially upon 
sellers or buyer.; depends upon which arrangement we would expect to 
result in a greater shift in demand relative to supply. This, in turn, 
would seem to depend mostly upon whether buyers or sellers arc mom 
efficient in converting the inconveniences of dealing with fines or non
pecuniary punishments such as jail sentenccs, social disgrace, etc., inlO 
pecuniary shifts in supply or demand, The more efficient the conversion, 
the smaller the shift a g'ven amount of harassment will produce. It seems 
likely that sellers woule. have the advantage over buyers in making this 
conversion, since opportunities for specialization should attract to the 
drug-selling trade individuals who arc peculiarly suited for it. If the law 
requires that sellers occasionally cope with fincs, jail sentences, and 
resulting social disapproval, we should exp~ct successful drug dealers to 
be those who have the lowest supply prices for thC'ie services or art: most 
adept at avoiding them. Presumably, the successful practitioners of allY 
trade are largely distinguished by their ability to convert pecuniary ami 
nonpecuniary costs into SJIlaU pecuniary prices; there is no obvious reason 
why drug dealers should be an e."ception. In addition', specialization by 
erug !iea!ers malces investment in devices for reducing the impact of 
cnforcement (knowledge of whom to bribe to avoiu arrest, which lawye!'s 
to hire to avoid conviction, etc.) more remunera:ive. Finally, possipililies 
for en:c:'ing the drug-selling trade wi'l tend to make seller haramn'.:'1t 
less effective. A buyer jailed means one buyer less for the duration of the; 
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sentence; a sellcr jailed may simply mean fresh opportunity for a hopcful 
cntJ':tut. 

Empiric,!1 evidence Oil Ihe cnccts IIP"" consumption of buyer harass
lI1t'nt V<'J'sus seller harassmcllt is cxlJ'e11lcly difficult to obtain, but the 
I1Ieagcr evidence available seems to indicat" that decreases in the effective 
penalty on buyers does lead to marked incr~ascs in consumption. Wheat 
(1972) found that in Boston the expected costs of arrest to a user (defined 
as probability of arrest times probability of being sentenced to prison 
times average prison sentence) declined sharply between 1961 and 1970, 
while the estimated number of addicts in Boston increased by a factor of 
about 10. During the British expcriment with decriminalizing heroin 
use and allowing physicians to prescribe heroin as they wished, addiction 
increased so greatly that the practice was abandoned in J 968. 

A second point to consider in choosing a drug-law enforcement strategy 
. is the effect upon the pecuniary drug price. Clearly. reducing supply will 
raise the price; reducing demand will lower it. In effect, reducing supply 
imposes an income tax upon those with highly inelastic demand 
("addicts"?). Simon Rottenberg (1968, p. 87 n.) claims that the price ofa 
gram of heroin rises from $0.05 in Turkey to $295 retn;; in Chicago. 
Since much of this price increase is due to enforcement of drug laws, the 
implicit income t~ upon addicts resulting from seller harassment is 
substantial. Adding to the troubles of these unfortunates is a perhaps 
regrettable concomitant of reducing drug consumption. However, much 
of the income tax imposed upon addicts by current enforcement strategy 
scems to be shifted onto others by theft and other addict crimes. Estimates 
of the proportion of property crimes ·committed by addicts range from 
about one-fourth to two-thirds (Erickson 1969, p. 485; Wilson, Moore, 
and Wheat 1972, p. 12). This heavy tax upon innocent bystanders has 
no obvious social function and could be largely avoided by concentrating 
enforcement effort upon users, reducing demand and the pecuniary 
price of drugs. In effect, by shifting to such a policy we would be exchang
ing the current pecuniary tax upon addicts, which they easily shift onto 
innocent bystanders, for a largely nonpecuniary tax, whieh they could not 
casily shift onto anyone except drug sellers. 

Becker (1968, pp. 193-98) has argued convincingly in favor offines for 
criminal olrcnses whenever feasible. Indeed, givcn the current strategy of 
concentrating on sellersJ it would seem Ihat ~ given amount of enforce-

. ment cost would have more effect upon drug traffic if expenditure currently 
used to maintain in prison those already arrested and convicted were 
diverted to making more frequent arrests or obtaining more con',(ictions 
once arrests are made. However, fines for drug users would seem as likely 
to increase property crime rates as the current seller-harassment strategy, 
since they result in an increase in the pecuniary price of drugs to addicts. 
Nonpecuniary punishment or users is not so easy to shift onto others and 
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also has the advantage of giving the community a mechanism for cn
couraging users to seck rehabilitation. Some authorities have claimed that 
many addicts VIii! not seck rehabilitation without some measure of 
compulsion (Wilson et al. 1972, pp. 20, 25, 27; see also statemcnts by 
Dr. Herbert D. Kleber oCthe Connecticut Mcntal Health Center reported 
by the New York Times, April 27, 1973, p. 39). 

Perhaps the most serious flaw cf a policy of harassing drug sellers is 
that it lays the basis for a cooperative relationship between drug sellers 
and the police. The gains from collusion in an industry are known to be 
greater the smaller the elasticity of demand, the greater the elasticity of 
marginal costs, and the smaller the costs of enforcing the collusion 
(Becker 1968, pp: 205-7). It is widely believed that the elasticity of 
demand for hard drugs is very small (at least in the short run). The 
elasticity ofmarginil! cost! is presumably very large. Thus, th~ gains from 
collusion would be large if colluding sellers could obtain cheap means of 
enforcing collusion and of preventing entry into the industry. Enforcement 
policies directed against sellers furnish just that. Schelling (1967, pp. I 19, 
124-25) cited evidence that the Miami wire service syndicate "relied 
heavily upon the police as their favorite instrument of intimidation." 
Drug laws directed against sellers make this instrument available to 
colluding sellers' for use against price cutters and potential entrants. 
One way to view police policies of harassing sellers is as establishing a 
nonpecuniary "license fee." Those who are relatively efficient in converting 
arrest and other harassment into pecuniary terms will "pay the fee" and 
sell; others will be barred from the trade. The sellers who succeed have 
all interest in enforcement of the law to prevent entry by others. Both 
seUers and enforcement officials, however, have an interest in converting 
the license fee into terms other than harassment and arrest. One possibility 
is to convert it into pecuniary (and illegal) bribes for police inaction, 
which raises ominous pO$sibilities as to the types of people who will seek 
police work in the long run. But colluding sellers may purchase police 
inaction by furnishing .information on other criminal activity or by 
rendering other quite legal services to the police. In this way, the police 
could avoid illegal and antisocial behavior. Indeed, they could simul
taneously serve their social mandate of reducing drug consumption and 
serve the interests of the colluding sellers by preventing individual 
members of the collusion from increasing their sales at the expense or other 
members and preventing new entrants from competing with established 
sellers. 

Thus, enforcement strategy directed against drug sellers tends to 
enhance a natural accord between illegal business firms and the police 
based upon their common interest in civil order. After visiting Harlem 
in May 1968, Harry McPherson (1972, p. 371) reported hearing of a 
conversation between Rap Brown and a Harlem rackets boss. Brown 
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imd made a strong speech. The boss told him: "I agree with a lot of what 
you said. Except I don't want any riols. I've got to raise $60.000 to buy 
nIT some people downtown on a narcotks rap. I can't do that if there's 
a riot. You start a riot and I'll kill YOII." Hl'Own is rumored to have left 
IOIVn the /l~xt day. 
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NOTES 

CRIl\UNAL TAX FRAUD INVESTIGATIONS: LIMITATIONS ON 
THE SCOPE OF THE SECTION 7602 SUMMONS" 

Although every individual is subject to examination by the Internal 
Revenue Service concerning the con-eel payment of any federal tax, few 
realize the danger of criminal prosecution in such an investigation. By re
linquishing his tax records to an Internal Revenue agent or assisting in a 
review of such records a taxpayer may reveal sufficient evidence to support a 
criminal prosecution. Although this threat of criminal sanction always exist.~, 
constitutional protections normally extended to an accused have generally 
been denied in tax investigations because the examination is deemed both 
"civil" and "criminal" in nature. 

Since the examination is considered civil, the courts have consistentIy 
permitted usc of an administrative summons to gather evidence in further
ance of the investigation.1 The taxpayer who will not voluntarily produce 
records for examination may be compelled by the Service to relinquish records 
that may lead to criminal conviction.2 In recent years, however, the United 
States Supreme Court has emphasized that criminal investigations must be 
conducted with a sense of fair play, and the use of the administrative pro
cess to aid in criminal investigations will be closely scrutinized.s Since the 
hybrid civil-criminal nature of tax examinations invites abuse of the adminis
trative summons, commentators and some courts have urged tighter controls 
on the Service's inquisitorial investigations.' However, the issuance of a sum
mons has been med with increasing frequency by the Service to gather 
evidence for use in criminal prosecution, or to determine whether criminal 
action should be initiated against tIle taxpayer. This note will discuss tIle 
Internal Revenue Service's summons power and examine the grounds upon 
which the taxpayer may challenge the issuance and enforcement of a section 
7602 summons. 

INTERNAL REVENUE SERVICE SUMMONS POWER AND PROCEDURE 

The Internal Revenue Service is empowered to summon any books, papers, 
records, or other relevant data in order to: (1) ascertain the correctness of any 
return, (2) make a return where none has been made, (3) determine the 
liability of any person for any Internal Revenue tax, and (4) collect any 

-EDITOR'S NOTES This note received the Gertrude Brick Law Review Al,prentice Prj:. 

for the best student note submitted in the spring 1972 quarter. 
I. See United States v. Mathe, 303 F. Supp. 136G (E.D. La. 1969) and cases cited therein. 
2. INT. RF.V. CODE OF 1954, §7602 (I); see note 5 infra. 
3, See, e.g., Camara v. Municipal Court, 387 U.S. 323 (1967); Abel v. United States, 

362 U.S. 217 (1960). 
4, E.g., United States v. Ruggeiro, 300 F. Supp. 9GS, 974-75 (C.D. Cal. 1969); see, e.g., 

Andres, The Right To Counsrl ill Criminal Tax Illvestigatiom Uncler Escobedo lind 

(114) 
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Mtch liability." Although the Service possesses this seemingly pervasive 
power to summon an individual's records, the power is seldom utilized during 
a routine audit." 'When a taxpayer is selected for audit he is first contacted 
by a revenue agent whose duty is merely to determine the taxpayer's correct 
tax liability. The taxpayer is usually willing to cooperate because he feels 
~uch cooperation will lead to a favorable settlement. Since less than three
tenths of one per cent of all audi ted returns advance lJeyond the civil de
ficiency state,t he may be correct ill his assumption. If tIte taxpayer were 
aware of the potential criminal prosecutions that may result from this ex
amination, however, he might not l'cJinquish his private records so willingly. 

In addition to this unawareness of potential criminal prosecution, few 
taxpayers realize the distinction between a revenue agent and a special agent, 
or the change that 11a5 occurred in the nature of an investigation in which 
a special agent is participating. A revenue agent is not empowered to investi
gate criminal tax fraud. If his examination reveals evidence of fraud, he must 
wspend the examination and refer the matter to the Service's Intelligence 
Division." Upon referral a special agent is assigned to make a preliminary in
\·estigatioll,· which in most cases results in a determination that further 
action is not justified.'° However, if a full-scale investigation is deemed neces
sary it is conducted jointly bv a special agent and a revenue agent. The 
revenue agent is responsible for determining the coneet civil liability and the 
special agent coordinates theO investigation and development of evidence to 

~riranda: The "C,oWeal Stage," 53 Iow,\ L. RF.v. 1074 (1968); Duke, Prosecutions for At
templs To Evade Income Tax: A Discordallt View 0/ a Procedural Hybrid, 76 YALE L.J. 1 
(1966); Hewitt, The Constitutional Rights of the Taxpayer in a Fraud Investigation, 44 
TAXES 660 (1966); Note, Extending Miranda to Admillistrative Illvestigations, 56 VA. L. REv. 
690 (1970). 

5. INT. REv. CODE OF 1954, §7602 (I). 
6. See B. GEORGE, DEFENDING TAX FRAUD PROSECUTIONS 42 (1970). "The policy o~ the 

Service respecting the issuance of a summons by special agents is very specific. First, all 
t"'timony, records, etc. should be obtained on a voluntary basis, if p(lssible. Secondly, a 
summons should be used very sparingly-only when absolutely necessary and only when 
enforcement action will be taken in the event the snmmons is n(lt honored." 

7. DUke, supra note 4, at 35. 
8. See United States v. Ruggeiro, 300 F. Supp. 968 (C.D. Cal. 1969); United States v. 

Crespo, 281 },'. Supp. 928 (D. Md. 1%8); Lipton. Constitutional Protection for Books and 
Records ill Tax Fraud Investigations, N.Y.U. 29TH INST. ON FE!>. TAX 948, 972 n.96 (1971); 
"If during all investigation the agent discovers what he believes to be an indication of 
fraud, he will immediately suspend his invcstigation ..• and' report his findings in 
writing to the Chief of the Audit Division through his group snpervisor .••• " 

9. See Statement of Organization and Functions, 30 Fed. Reg. 9399·9400 (July 28, 1965) 
promulgated by the Internal Revenue Service: "11111,6 Intelligence Division. The Intelli
gence Division enforccs tile criminal statutcs applicable to income. estate, gift, employment, 
and excise tax laws •.. by developing infornlation concerning alleged criminal violations 
thereof, evaluating allegations and indications of snch violations to determine investigations 
to be undertaken, im'cstigating suspected criminal violations of such laws, recommending 
prosecution when warranted, and measuring effectiveness of the investigation and prosecu
tion processes." 

10. In 19GB the Intelligence DivisiOl\ evaluated 123.000 infomlation items and con· 
ducted 10,000 preliminary investigations; 2,900 full scale investigations resulted from the 
10,000 preliminary investigations. B. GEORGE, supra note 6, at (35. 
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permit an informed decision on whether criminal prosecution should be 
rccommended.11 

During any of these stages of investigation, whether it is the routine audit, 
the preliminary investigation by the Intelligence Division, or the full-scale 
joint investigation, the agents may issue a summons requiring the ta..xpayer 
to produce his books, papers, records, and any other relevant materials." 

Procedure for Objecting to a Section 7602 Sttmmons 

It is not mandatory that a ta..xpayer comply with a section 7602 summons, 
but he is precluded from seeking pre-enforcement relief.13 Instead, he must 
appear at the time and place of the scheduled examination," and may then 
object to the validity of the summons and refuse to divulge the summoned 
information_" In Reisman v_ Caplin16 taxpayer's attorneys sought declaratory 
and injunctive relief from a summons issued to ta..xpayer's accounting firm to 
produce all audit reports, work papers, and correspondence pertaining to tax
payer's business interest. The Court concluded an adequate remedy existed at 
law and dismissed the suit for want of equityY Howevel; the Court did 
establish procedures to be followed in objecting to such a summons,'S and 
stated a good faith refusal to comply may be asserted without incurring risk 
of sanction for noncompliance.1 • Upon such refusal the Service must make 
application to the district court for enforcement.2o The enforcement pro
ceeding provides the taxpayer with an appealable judicial determination of 
the validity of the summons.2l 

11. See B. GEORGE, supra note 6. at 33. 
12. INT. REV. CoDE OF 1954. §7602 (2). 
13. Reisman v. Caplin, 376 U.S. 440 (1964). 
14. "The time and place of cxamination • _ • shall be such time and place as may be 

fixed by the Secretary or his delegate and as are reasonable under the circumstances •••• 
[I'lhe date fixed for appearance ••• shall not be less than 10 days from the date of the 
summons." INT. REv. CODE OF 1951, §7605 (a). 

15. Reisman v. Caplin, 375 U.S. 140 (1964). 
16. ld. 
17. ld. at 443. 
18. A person summoned must appear at the tim" and place specified and may' then 

interpose challenges to the summons' validity. 1£ the challenges arc rejected by the 
hearing officer and the witness still refuses to testify or produce. the examiner is given no 
power to enforce compliance or to impose sanction for non· compliance. However. if the 
person summoned fails "to appear or producc," he is subject to fine or imprisonment or 
both under §7210. Prosecution under §7210 may not be maintained, however. if the 
person appears and interposes good faith challcnges to the summons. 

If the Service wishes to enforce the summons. it must proceed under §7-!02 (b), granting 
jurisdiction to the district courts to compel testimony or production. In the cnforcement 
proceeding. only a refusal to comply with an ordcr of the district judge subjects the 
person to contculpt proceedings. Reisman v. Caplin. 375 U.S. 440, 445-47 (1964). See Bender. 
The ImplicatiOtlS of Reisman \'. Caplin ill Fraud Cases. N.Y.U. 23D IN,,.. ON FED. TAX. 1293 
(1965). 

19. Reisman v. Caplin, 375 U.S. 4-10, 417 (196·!). 
20. Enforcement may be sought undcr §§7402(b). 7604(a); Reisman v. Caplin. 375 U.S. 

440, 445-46 (\964); II'T. REV. CODE OF 1954. §§7102 (b). 7601 (3). 

21. Reisman v. Caplin. 375 U.S" 440. 446 (1954). 
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A frequent problem in objecting to a section 7602 5U!1l!1l0ns arises when 
the documents summoned are not within the taxpayer's possessioJ;! or when 
a person other than the taxp,lyer is summoned. In such cases the taxpayer 
may challenge the validity of the summons only if he is permitted to inter
ycne in the administrative process. The Reisman Court held that if a third
party witness indicates an intention to comply with a summons, the tax
payer may intervene and raise the same objections to the validity of the 
summons as if it were directed to himself!' 

In Donaldson v. United States,"" however, the Court held the right of in
ten·ention in such cases is only permissive, not mandatory;' despite the tax
payer's contention that Federal Rule of Civil Procedure N (a) (2)25 granted 
intervention as a matter of right. The rule implies those having an interest 
relating to the property that is the subject of the action may intervene. The 
Court, however, said the phrase "an interest relating to the property" refers 
to a "significantly protectable interest" and such interest was not present in 
the case sub judice.2• Although the term "significantly protectable interest" 
was not explicitly defined, the Court said such an interest might c.xist by way 
of privilege, or to the extent "abuse of process" exists.~7 Intervention is 
thus precluded unless the intervenor can show the record$ summoned are 

22. Id. at 450. 
23. 400 U.S. 517 (1971). 
24. In Reisman the Court had stated: "(TJhat both parties summoned and those 

aiTected by a disclosure may appear or intervene before the District Court and challenge 
the summons by asserting their constitutional or other claims:: Reisman v. Caplin, 375 
u.s. 440, 445 (1964). While this language would seem to grant taxpayer intervention as 
a matter of right, Justice Blackmun, speaking for the Donaldson court, interpreted it as 
permissh·c only and left the question of intervention to thc discretion of the district court. 
Donaldson v. United States, 400 U.S. 517, 529 (I97l). 

Three circuits had interpreted Reisman as giving a taxpayer the right of intervention 
simply because it is his tax liability that is the subject of the summons. United States v. 
Benford. 406 F.2d 1192, 1194 (7th Cir. 1969); United States v. Bank of Commerce, 405 
F.2d 931, 933 (3d Cir. 1969); Justice v. United Stales, 365 F.2d 312, 314 (6th Cir. 1966). 
The Supreme Court, however, agreed with the opposite conclusion reached by the First, 
Se<:ond, and Fifth Circuits. United States v. Donaldson, 418 F.2d 1213, 1218 (5th Cir. 
1969); O'Donnell v. Sullivan, 364 F.2d 43, 44 (1st Cir.), cert. denied, 382 U.S. 969 (1966); 
In re Cole, 342 F.2d 5, 7·8 (2d Cir.), cert. 'Jellied, 381 U.S .. 950 (1965). 

25. FEll. R. elV. P. 24 (a) (2) states: .. (?:) Intervention of Right. Upon timely application 
anyone shall be permitted to intervene in an action; (2) When the applicant claims an 
interest relating to the property or tram.::=aon which is the subject of the action and he is 
so shuated that the disposition of the action may as a practical matter impair or impede 
his ability to protect that interest, unless the applicant's interest is adequately repre
se'llted by existing parties." 

26. Donaldson v. United States, 400 U.S. 517, 531 (1971). The Court apparently con
cedes that a lit.eral Teading of rule 2{ (a)(2) would give taxpayer the right to intervene, 
since it relics on rule 81 (a) (3) to limit the application of rule 24 (a) (2). !d. at 528. "Rule 
81. Applicability in General (a) To what proceedings available (3) •••• Tilese rules apply 
to proceedings to compel the giving of testimony or production of documents in accordance 
with a ~ubpocna issued ••. hy an agency of the United States ••• except as otherwise 
proVided by statute or by rules of the district court or by order of the court in the pro
ceedings." FED. R. CIV. P. 81 (a) (3). 

27. Donaldson v. United Slates, 400 U.S. 517, 531 (1971). 
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within his fifth amendment privilege, subject to the attorney-client privilege 
or that the court's process has been abusecl,2S The Court further indicated its 
disapproval of liberal intervention, stating the taxpayer may always assert 
these interests in due course at their "proper place in any subsequent trial."2> 

A contrary holding would have allowed the taxpayer to intervene on all 
summonses issued to third parties and appeal each court's decision. The 
Court felt liberal intervention would be devastating to the Service's collection 
of the revenue. Subsequent decisions indicate intervention will seldom be 
granted and the DOllaldson rationale will be followed.3o Since a summons is 
usually 'issued only when criminal fraud is suspected, however, it would not 
seem burdensome in light of the potential penalties to allow the taxpayer to 
intervene to protect his in terests. 

LIMITATIONS ON ISSUANCE OF A SECTION 7602 SU:VIMONS 

Although literally section 7602 appears to encompass every taxpayer and 
any of his records, other provisions of the Internal Revenue Code limit its 
scope to some degree. Additionally, the summons power is always subordinate 
to the ta.xpayer's constitutional guarantees. Furthermore, courts have placed 
restrictions upon the use of a 7602 summons when it will apparently be used 
solely to gather evidence for use in a criminal prosecution. 

Statutory Limitations 

Despite the broad purposes for which the Service may issue a summons 
pursuant to section 7602,31 Congress has placed certain restrictions upon both 
the time and the reasons a summons may be issued. Section 7605 (b) of the 
Internal Revenue Code provides that no taxpayer is to be subject to un
necessary examination or investigation, allowing only one examination for 
each taxable year unless an authorized Internal Revenue officer notifies the 
taxpayer in writing that an additional inspection is necessary.'· The scope of 
the "one examination" limitation is uncertain and has often required judicial 
determination. For example, subsequent visits are not considered second 
examinations if at the first visit the taxpayer did not furnish all the records 
necessary to complete the examination.s3 Also, if the investigation is classified 

28. In Donaldson the documents summoned were those of the taxpayer's fonner em
ployers. Although the documents concededly were of significance for federal income tax 
purposes, they were not within either the taxpayer's fifth amendment privilege against self· 
incrimination or the attorney-client privilege. rd. at 530. Seemingly, the district cou-rts will 
ha\'e to rule on whether the materials are privileged to :letcl111ine whether the taxpayer 
will be allowed to intervene. Such a procedure will prevent the taxpayer from appealing 
adverse decisions on the privileged nature of the materials. 

29. Id. at 531. 
30. United States v. Newman, 4011 F.2d 165 (uth Cir. 19i1); United States v. White, 

326 F. Supp. 459 (S.D. Tex. 1971). 
31. INT. REV. CODE OF 195·1, §7602 (I). 

33. United States \'. Giordallo, 419 F.2d 5M (8th Cir. 1969), cerl. del/ied, 397 U.S. 1037 
(1970) (on the fil'st \ isit the taxpayer did not produce the accounts receivable, cash 
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as "continuing," additional inspeLtions will nut be cOl15idered second exami
nations requiring 1ITittetl notice."' 1n United States v. Crespo3. investigation 
of ta:-.:payer's books was being performed by two revenue agents. One agent 
had. examineu taxpayer's books and records sufficiently to complet\! his report 
[or the taxable year ended March 31, 1963. The ,ecoml agent, however, had 
not completed his reports for the years ended March 31, ]964, and March 31, 
19G5. The Court held that the examination was continuing for the years 
1964 and 1965 and a subsequent in~pcction of thcse years would not amount 
to a second inspection within the meaning of section 7605 (b) ."G 

If a second examination within the mcaning of section 7605 (b) occurs, the 
taxpayer must make a timely objection to such examination or he will be 
deemed to have waived the requirement of written notice.31 'When a timely 
protest is entered, however, the court may either refuse to enforce a summons 
issued for a second examination or grant another appropriate remedy.as Since 
section 7605 (b) was designed to protect only the taxpayer from harassment 
by prolonged or repeated investigations, it does not apply to summonses 
issued to compel production of documents in the possession of a third person.39 

Thus, where a taxable year has bcen examincd and closed and a deficiency 
assessed, further investigation may still be made of records in the hands of 
a fhird party.'o 

disbursement~, and other necessary underlying journals and documents. When the tax
pa)'er's attorney notified the agent that such documents would not be produced, the agent 
issued summons requiring production of such documents); Application of Magnus, Mabee 
I'.: Raynard, Inc., 299 F.2d 335 (2d Cir. 1962) (summons issued to third pzrson afler pre
liminal")' examination of taxpayer's records); see National Plate & Window Glass Co. v. 
United Slates, 254 F.2d 92 (2<1 Cir. 195B). 

H. United States v. Crespo, 281 F. Supp. 928, 93·1 (D. Md. 1968). 
35. Id. 
30. Id. By implication, notice would have been required if the agents sought to further 

examine tlte books and records pertaining to lhe year ended March 31, 1963. 
37. Lessman v. Commissioner, 327. F.2d 990, 996 (8th Cir. 1964); United States v. 

O'Conner, 237 F.2d 466, 477 (2d Cir. 1956). 
38. Rcineman v. United States, 301 F.2d 267 (7th Cir. 19(2) (deficiency assessment "''as 

><:t aside, since discovered in violation of §7605 (b»; Application of Leonardo, 208 F. Supp. 
124 (N.D. Cal. 1952) (suppressing evidence whether in the fonn of testimony by the agents 
or in the form of their notes and memoranda and Yestraining United Stales Attorney from 
using such evidence as the basis for any subsequent criminal tax prosecution). 

$9. Hall v. Commissioner, ·106 F.2<l 706 (5th Cir. 1969); United States v. Bank of Com
morce, 405 F.2d 931 (3d Cir. 1909); United Stales v. Dawson, 400 F.2d 194- (2d Cir. 1968), 
«rt. denied, 393 U.S. 1023 (1969); Hinchlield v. Clarke. 371 F.2d 697 (6th Cir.). cert. 
denied, 387 U.S. 9H (1967); Guerkink v. United Slates, 354 F.2d 629 (7th Cir. 1965) 
(neither examination of corporate books and records of which taxpayer is the sole share· 
hoMer nor examination of other records in hands of the Commissioner is a reexamination 
Within §7605 (b»; Bouschor v. United States, 316 F.2d 451 (8th Cir. 1963); DeMasters v. 
Arend, 313 F.2d 79 (9th Cir.), cerro denied, 375 U.S. 936 (1963); United States v. Crespo, 281 
F. Supp. 928 (D. Md. 1968). 

40. Hinchfield ". Clarke, 371 1'.2d G97 (61h Cir.), cert. denied, 387 U.S. 941 (1967) (tax
payer could 1I0t object when agent had requested taxpayer's accountant to produce work 
papers pert:ll11ing ~" u~'pe!l" }'e~£ ~!!!}r .. b!!!: P~P!!!:~ !'C::d.-;~d iiiduucu wOfkpapcrs of prior 
l'cars leading to a summons issued to the accountant for production of all workpapcrs). 
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In addition to the one examination limitations, section 7605 (b) unequi
vocably states that no taxpayer shall be subjected to unnecessary examina
tions or investigations.41 However, since the Commissioner's powers and 
duties in collecting the revenues are extremely broad, the possibility of an 
examination being held unnecessary seems virtually precluded.42 An investi
gation is not deemed unnecessary if it contributes to the accomplishment of 
any purpose for which the Commissioner is authorized to make inquiry." 
Since two such purposes are to ascertain the correctness of any return and' 
to determine the tax liability of any person," a first examination will rarely 
be held unnecessary.·· 

CONSTITUTIONAL LIMITATIONS 

Constitutional challenges to the use of section 7602 summons'es pre
dominate in recent criminal tax cases. Although the taxpayer's right to be 
advised of his fifth amendment privilege set forth in Miranda v. Arizona·" 
has received the most attention,41 the fourth and sixth amendments also 
provide extensive protection. 

Fourth Amendment Protection 

The fourth amendment's is applicable to the Internal Revenue Service 
during a tax investigation and may limit the Service's use of the 7602 sum
mons}· However, the question of what constitutes an unreasonable search or 
seizure has recently prompted extensive litigation. 

Apparently the papers of the closed years would not have been subject to the summons had 
they been in taxpayer's possession. Thus, after a Service examination has been completed 
the accountant should transfer all workpapers to the client if they are no longer necessary 
to the performance of the accountant's services. 

41. INT. RI:v. CODE OF 1954. §7605 (b). 
42. INT. REv. CoDE OF 1954, §7601 (a). "General Rule - The Secretary or his delegate 

snall to the extent he deems it practicable, cause officers or employees of the Treasury 
Department to proceed, from time to time. through each internal re\'enue district and in
quire after and concerning all persons therein who may be liable to pay any internal 
revenue tax, and all persons owning or having the care and management of any objects 
with respect to which any tax is imposed," 

43. DeMasters v. Arend, 313 F.2d 79 (9th Cir.), cert. denied, 375 U.s. 936 (1963). 
44. 11\7. REv. CODE o~· 1951, §7602. 
45. DeMasters v. Arend, 313 F.2d 79 (9th Cir.), cert. denied, 375 U.S. 936 (1963); 

Application of Magnus, Mabee &: Reynard, Inc., 311 F.2d 12 (2d Cir. 1962) (holding the 
prohibition applies only to inquiries made of the taxpayer personally and not to inquiries 
made to third persons). Bllt see United States v. Pritchard. 438 F.2d 969 (5th Cir. 1969), 
cert. denied, 400 U.S. 929 (1970) (dismissing the enforcement proceeding where the Govern
ment made no showing that the document~ were not already within the Service's possession). 

46. 381 U.S. 436 (1966). 
47. See text accompanying notes 129-160 infra. 
48. "The right of the people to be secure in their persons, houses. papers, and effect!, 

against unreasonable searches and seizures, shall not be violated." U.S. CONIT. amend. IV. 
49. Sih'erthorne Lumber Co. v. United States, 251 U.S. 385 (1920). See also Gouled v. 

TT C nno .un ..... ~ 
v_, ,;.;;tu \.1;1&'1}. 
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l\{isrepresclltation. Although a summons issued pursuant to section 7602 
may not be unconstitutional on its face; fraud, trickery, or deceit in obtaining 
access to incriminating evidence can make an otherwise lawful search Ull

reasonable. If a summons is issued to secure documents whose existence be
came known through an unlawful search, the documents will be protected 
by the fourth amendment.SO 

The nature of the ordinary tax investigation generally precludes the 
possibility of an unreasonable search or seizure occurring in the usual 
manner. No need ordinarily exists (or secretive or forceful coercion, since 
the taxpayer is usually willing to cooperate thinking such cooperation will 
enhance the likelihood of a favorable settlement. Cooperation or consent to 
inspection may constitute a waiver of any constitutional rights the taxpayer 
could have asserted.s1 'Where the taxpayer has not voluntarily waived his 
rights, however, the usc of fraud, trickery, or deceit to obtain evidence for 
use in a subsequent criminal prosecution will require that evidence be sup
pressed.s2 

'What constitutes a voluntary waiver by the taxpayer or a !nisrepresen· 
tation by the agent has become a litigious question. Apparently, tlle failure 
to disclose the duties of a special agent's as opposed to those of a revenue 
agentS4 does not constitute misrepresentation.~· In United States v. Pruddenso 

the Fifth Circuit reversed the lower court's holding tllat the agents had en
gaged in a deliberate scheme to deceive the taxpayer in order to prevent his 
suspecting that the nature of the investigation had altered materially.'7 The 
court held that letters written after referral to the Intelligence Dhision, which 
did not reveal the referral, friendliness of the agents, and promises of advice 
from the agents did not constitute fraud, deceit, or trickery.58 The court 
decided the agents had not concealed anything, but had merely identified 
tllemselves .. • 

50. Sih'crthorne Lumber Co. v. Unitcd Mates, 251 U.s. 385 (1920). 
51. See United States v. Spomar, 339 F.2d 941, 942 (7th Cir. 1964), cert. denied, 380 U.s. 

9i5 (1965); Bowles v. Sachnoff, 65 F. Supp. 538, 547 (W.D .. Pa. 194Q). 
L2. United States v. Prudden, 424 F.2d 1021 (5th Cir.), cert. denied, 400 U.S. 831 

(1970) (although finding no such fraud, deceit, or trickery in the instant case, the court 
explicitly rejected the governmcnt's contention that the agents were free to use fraud, 
deceit, or trickery in obtaining taxpayers' consent to cxamine documents); Goodman v. 
United States, 285 F. Supp. 245 (C.D. Cal. 1968). 

53. See tcxt accompanying note 9 supra. 
54. See text accompanying note 8 supra. 
55. Unitcd States v. Tonahill, 430 F.2l1 1042 (5th Cir.), cert. denied, 400 U.S. 943 (1970); 

United Statcs v. Prudden, 424 F.2d 1021 (5th Cir.), ccrt. dellied, 400 U.S. 831 (1970); Spahr 
v. United Slates, 409 F.2d 1303 (9th Cir. 1969); United States v. Sclafani, 265 F.2d 4Q8 (2d 
Cir.), ceTt. denied, 360 U.S. 918 (I 959}; United States v. Decker, 311 F. Supp. 1223 (W.D. 
Mo. 1970); see Turner v. United States, 222 F.2d 926 (4th Cir. 1955). 

56. 424 F.2d 1021 (5th Cir.), cert. denied, 400 U.S. 831 (1970). 
57. ld. at \032. 
58. Id. at t035 (note, howe\'er, the court emphasized that Prudden was a law school 

graduate and sccudty analyst for a member firm of the New York Stock Exchange). But ct. 
Goodman v, United States. 285 F_ Supp_ 245 (C.D_ ('.:II I!lfiSl)_ 

59. United States v. Prudden, 42-1 F.2d 1021, 1032 (5th Cir.), cert. denied, 400 U.s. 831 
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Expanding the Service's right to examine without a full disclosure of the 
nature of the investigation, the Fifth Circuit apparently condoned the prac
tice of concealing the criminal nature of the investigation in United States 
v. Tonahill60 and now requires a showing of a "material misrepresentation 
which clearly and convincingly shows fraud ... _"01 In Tonahill neither de
fendant nor his accountant knew the significance of the term "Special 
Agent" and asked several times why the audit was taking so long and 
whether fraud was involved.·' Rather than disclose the criminal nature of 
the investigation, the agents merely replied that "their function was to recon
cile the large diso'epancies, to see if they were the result of innocent errors."6' 
The court held this misrepresentation was immaterial and thus did not 
clearly and convincingly show fraud.·' 

At least one federal court has suppressed evidence gathered by an agent 
who intentionally misled the taxpayer and affirmatively represented to the 
taxpayer that he was investigating other taxpayers.ao Active misrepresentation 
lIas also been found where a special agent told the taxpayer that he was not 
pursuing his usual kind of assignment, but rather was conducting a routine 
civil auelit.aa Similarly, if a special agent has a revenue agent secure docu
ments for him, it would seemingly constitute a material misrepresentation.a? 

If a revenue agent uncovers evidence of fraud he is required to cease his 
examination and refer the case to the Intelligence Division for possible 
criminal prosecution.6s To continue collecting incriminating evidence without 
alerting the taxpayer to the new dimensions of the investigation would 
arguably constitute a material misrepresentation in violation of the fourth 
amendment. The courts, however, have consistently refused to suppress evi
dence gathered by a revenue agent who delayed referral, holding such delays 
do not constitute active misrepresentation.60 Similarly, courts have refused to 

(1970). 
60. 430 F.2d 1042 (5th Cir.), COTt. denied, 400 U.S. 943 (1970). 
61. ld. at 1045. 
62. Id. at 1044. 
63. ld. 
64. ld. at 1045. Note the court dropped the usc oE the tenns "trickery" and "deceit" 

from its formula for obtaining consent by unreasonable means. If the special agent's re
sponse as to the natnre of his investigation is companid with the duties of a special agent 
set forth in note 9 supra, it seems the cOllrt is condoning fraudulent practices. See note 9 
supra. 

65. Goodman v. United States, 285 F. Supp. 2·15 (C.D. Cal. 1968). In Goodman v. 
United States, 369 F.2d IG6, 169 (9th Cir. 1966). the Government conceded that if the 
records were ohtained pursuant to a scheme of deception and Craud, the seizures were un
lawful. 

66. United States \'. ;\Coon, 70-2 U.S. Tax Cas. n949l (W.D. Wis. 1970) (evidence gathered 
after the taxpayer had obtained counsel was not suppressed however, since the attorney ad
mitted he had considered the possilJililY that the audit might lead to a criminal prosecution). 

67. United States \'. Lipshitz, 132 F. Sl1Pp. 519 (E.D.N.Y. 1955). 
68. See authorities cited note 8 supra. 
69. United States v. Sclafani, 265 F.2d 408 (2d Cir.). cert. denied, 360 U.S. 918 (1959). 

The court stated a taxpayer surely knows that 'contained in an openly commenced "routine" 
t~ .in.'!!!~t~oz.tb!1. tb::-:: 1:; 1jj;hLl~i"t"iiy a warning that the government's agcn~ will pursue 
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suppress evidence gathered by rcvenue agents initially assigned to an investi
g:llioll even though informants had previously rdateel to the Service that 
criminal activities had transpired.10 Thus, while active m.isrepresentation by 
:tgcnlS will be considered an unlawful search and seil.Ure, the courts have 
condoncd practices that materially, if not actively, misrepresent the investi-
5alion. 

Probable Cause. When the Internal Revenue Service seeks all enforcement 
order from the disu'ict court, the protection of the individual's right of privacy 
mmt be weighed against the public interest in the inspection.a Although the 
adminisu'ative summons per se docs not violate the fourth amendment,a 
recent decisions have indicated the nature of the search authorized by the 
summons must be closely examined. Those aimed at the discovery of evi· 
dence of crime must show a high degree of necessity or probable causeP 
ShO\~ing of probable cause, however, need not be made for issuance of a 7602 
5ummolls,« since the Treasury's responsibiliLy to collect revenue and the 
public'S interest in the performance of tllis duty justify the limited in
lrusion :upon the individual's right to privacy.10 Despite these factors, how
C\'cr, it would not seem overly bunlensome upon the Service to require a 
5howing of probable cause if the investigation has become criminally 
arien ted.~G 

Such a procedure would make the taxpayer more acutely aware of the 
IlalUre of the investigation and permit him to make a more intelligent de
cision whether to waive his constitutional protections. In Donaldson v. United 
Stalcs," however, the Supreme Court concluded that Congress had authorized 
the use of the 7602 summons in investigating potentially criminal conduct. 
The Court refused, to take notice of the emphasis on collection of criminal 

evidence of misreporting and held "moreover it is unrealistic to suggest that the Government 
could or should keep a taxpayer 'advised as to the direction in whkh its necessarily 
flucLUating investigations lead." ld. at 415; United States v. Decker, 311 F. Supp. 1223 
{W.o. Mo. 1970}; see Badger Meter Mfg. Co. v. Brennan, 216 F. Supp. 426 (E.D. Wis. 1962). 

70. United States v. Davis, 424 F.2d 1241 (5th Cir.), eert. denied, 400 U.S. 821 (1970). 
Dut some cases havc required the nalure of the im'cstigation or possibility of prosecution be 
roade clear to the taxpayer where evidence indieatcd the possibility of criminal fraud from 
the outset. See United States v. Wheeler, 149 F. Snpp. 445 (W.D. Pa. 1957), rev'd on other 
r,rounru, 256 ·F.2d 745 (3d Cir. 1958). 

71. OklallOma Press Publishing Co. v. Walling, 327 U.S. 186, 213 (1946). 
i2. ld. at 214. 
73. Camera v. MUllicipal Court, 387 U.S. 523 (1967); Frank v. Maryland, 359 U.S. 

Sr.O (1959). In Franl, the Court repeatedly stated that evidence for use in criminal prosecu
lions may not be taken without a search warrant. A search warrant may be issued only upon 
a ,hawing of probable causc and prior approval of a judge or magistrate. ld. at 363, 365.66. 
SU aLto Katz v. United States, 389 U.S. 48 (1964); Abel v. United States, 362 U.S. 217 (1960). 

74. United Slates v. Powell, 379 U.S. 48 (1964). 
75. ld. 
76. Only about 2,000 fnll·scale criminal fraud investigations are undertaken each year. 

Donaldson v. Unitfd Slates, 400 U.S. 517, 535 n.17 (1971); n, GEORGIl. mpra note 6, !!t i}!;. 
77. 4uu u.s. 517 (1971). 

80-321 0 • 77 - 40 
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evidence occurring when a special agent enters the case!" If the entry of the 
special agent were recognized as the initiation of a criminal investigation, the 
Donaldson Court felt the Service would be forced to "forego either the use of 
the summons or the potentiality of an ultimate recommendation for prose
cution."'" This would not necessarily be the result, however, since the sum
mons could be issued even though a special agent were investigating, if a 
standard of necessity or probable calise were met. 

The Improper Pw·pose Test. Although recent decisions indicate increased 
fourth amendment protection for the taxpayer by holding issuance of a 
summons to collect evidence for criminal prosecution would not be tolerated, 
these holdings have continued to place the public interest in the uninter
rupted collection of revenue above the individual's right to be free from 
unreasonable searches.so In Reisman v. Caplins1 the Supreme Court indi
cated that a taxpayer could challenge a summons issued under section 7602 
on any appropriate grounds, including "that the material is sought for the 
improper purpose of obtaining evidence for use in a criminal prosecution."8. 
Although taxpayers have repeatedly relied upon this dictum in challenging the 
validity of summonses, lower courts have consistently refused to find an im
proper purpose.S3 

Ten months after Reisman the Court in United States v. Powells< indi
cated the improper purpose test would not be liberally applied, holding the 
fact that the statute of limitations had run on ordinary tax liabiFty was in
sufficient to show an abuse of the Court's process.B5 The decision, however, 
reiterated that a court should not allow its process to be abused by issuing a 
summons for an improper purpose such as harassment, coercion, or for any 
other purpose reflecting on the good faith of the particular investigation.s6 

Furthermore, the Commissioner must show that the investigation will be 
conducted pursuant to a)egitimate purpose.S7 

While Powell appears to give taxpayers greater protection from an Internal 
Revenue Service summons by imposing a good faith restriction on the Service, 
the lower courts have concentrated on the existence of a legitimate purpose. 
Thus, even where the primary purpose of a summons is to further a criminal 

78. ld. 
79. I d. at 535·36. 
80. Sec United Stales , .• Mathe, 303 F. Supp. 1366 (E.D. La. 1969), and cases cited 

therein. 
81. 375 U.S. 440 (1964). 
82. Id. at 445. 
83. See United Slales v. Mothe, 303 -F. Supp. 1366 (E.D. La. 1969), ane! cases cited 

therein. Corrtrn L'nited States v. O'Conner, 118 F. Supp. 248 (D. Mass. 1953). 
84. 379 U.S. 48 (1964). 
85. Altbough Powell did not speciHcally claim the improper purpose, the Court's ad

ditional Hnding that tbe examination was not unnecessary within the meaning of §7605 (b) 
indicates a claim of improper purpose would not have succeeded. Td. at 58. 

86. fd. 
87. 1,1. at 57. 
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i:1\c,dgation, the secondary purpose of determining civil tax liability is a 
~(lP.iciel1t legitimate purpose to uphold issuance!S Every federal circuit facing 
:I\c i5sue has held the existence of an improper putpose does not negate a 
proper purpose i£ they both exist.so Since determination of tax liability is a 
ltJ-itill,ate purpose, it would be virtually impossible, under the circuIt courts' 
lll~t'rprctations of Reisman and Powell, to prevent issuance of a summons 
kcallse of an improper purpose.90 

The Court further emasculated the Reisman dictum in Donaldson v. 
l'ni1t:d States.Dl The Court held under section 7602 an Internal Revenue 
!lIlllmons may be issued in aid of an investif,ration if it is issued in good 
iaitlt and prior to a recommendation for c.;riminal prosecution.D2 The ma
jQrit)' interpreted Reisman to be limited to investigations solely for the pur
pose of gathering incriminating evidence that "would likely be the case 
"'here a criminal prosecution has been instituted and is pending .... "03 

Although lower federal courts had previously conflicted on the question 

88. United States v. Held, 435 F.2d 1361 (6th Cir.), cert. denicd, 401. U.S. 1010 (1970). 
Apparently no test of good faith issuance will be made despite the Court's stipulation of 
RIch in Powell. See also Wild v. United States, 362 F.2d 206 (9th Cir. 1966) (spec.1al agent 
alone was conducting invcstigation). Some courts l13ve used the existence of a revenue agent 
in an investigation to support the existence of a legitimate purpose and thereby negate any 
improper purpose. United States v. Schoendorf, 307 F. Supp. 1034 (E.D. Wis. 1970). 

89. See cases cited in United Statcs v. Mothe, 303 F. Supp. 1366 (E.D. La. 1969). 
90. Despite the fact that the existence of a special agent intima;e. a search for infonua

lion 10 be used ill a criminal prosecution, investigation by such an agent does not make it 
improper. Wild v. United Stales, 362 F.2d 206 (9th Cir. 1966). But see United Statcs v. 
Ruggciro, 300 F. Supp. 968 (C.D. Cal. 1969), aU'd 425 F.2d 1069 (9th Cir. 1970). District 
judge Real, though npholding the petition (OF enforcement of the summons because of 
circuit court holdings, points out the senseless rhetoric in which the decisions have been 
couched: "To say that a summons is not being used for all improper purpose unless the 
niStCllce of a proper civil purpose is absent ••• simply begs the question. All criminal 
tax im'csligations to be prosecutable require the 'proper civil purpose' of determinatioll 
of tax liability." Judge Real would interpret Reisman and Powell strictly to Illean a 7602 
"'romons cannot be used [or the purpose of gatheling evidence [or usc in a criminal prose
cution. If it were shown a special agent was ascertaining tax liability as one of the steps 
in determining whether a criminal violation exists, then the summons should not be 
enforced. ld. at 975. 

91. 400 U.S. 517 (1971). The Court held the taxpayer had no right to intervene in 
dte proceeding, but attempted to clariCy the Reisman improper purpose test. 

~2. Id. at 520. 
93. rd. at 533. The dictum in Reisman included a citation to Boren \'. Tucker, 239 

F.l?d 767 (9th Cir. 1956), which held the Service need not refrain from issuing a 7602 
'utnmoru; simply because criminal prosecution was a possibility; and while conceding the 
Court should not lend its support to the use of an unrestricted administrative subpoena 
power, found no such use in the imtant case. The Tucker decision agreed with, but dis. 
tinguished United States \'. O'Conner, 118 F. Supp. 248 (D. Mass. 1953), which refused to 
enforce a subpoena where the taxpayer was presently under an indictment for tax f(alld 
and the Dcp,lt'tment of Justice had suggcsted that the. subpoena be used by the special 
agcllt to aid the Government in the preparation of tll(! pending criminal case. The special 
~genl admitted at least one of his purposes was to aitl the Dep~TtmCI1t of Justice in the 
p:v:ecutiul1 ur: the criminal case. 
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whether a pending pro,ecution precluded issuance of a section 7602 sum
mons,DI Donaldson appears to establish that a recommendation [or prosecu
tion is the point beyond which a summons may not be issued."' Lower courts 
have interpreted Donaldson to say that if a recommendation for prosecution 
occurs after issuance of the SUIl1mOnS, but before compliance, an enforcement 
order will not be gT<!llted.uo 

The good faith requirement of Powell was reiterated in Donaldson. It 
will apparently be limited, however, to cases where the taxpayer has been 
harassed or coerced into a settlement,D. and will play little or no role in 
determining the validity of a section 7602 summons.OS Protecting a taxpayer 
from summons of his records only after he has been recommended for 
prosecution, however, is no protection at all. 1£ a special agent, whose duty it 
is to investigate and accumulate evidence of fraud, may usc a summons to 
gather whateyer documents he deems necessary and then transfer such in
formation to the Justice Department, the taxpayer's protection is illusory. 

Discovery. Following Donaldson, if a 7602 summons is issued, the taxpayer 
should be allowed to conduct discovery proceedings to establish the purpose 
for which the summons was issued, or at least to discern if a recommenda
tion for prosecution has been made.DD The Supreme Court has indicated that 

The Court Cclt the Reisman "improper purpose" dictum must be read in light of both 
the above decisions and concluded the dictum applies only to such factual situations as 
existed in O'Conner, where a criminal charge was pending or there was "at most ••• an 
investigation solely for criminal purposes." Donaldson v. United States, 400 U.S. 517, 533 
(1971). 

94. United States v. Moriarty, 435 F.2d 347 (7th Cir. 1970); In re Magnus, Mabee & 
Reynard, Inc., 311 F.2d 12 (2d Cir.), cert. denied, 370 U.S. 918 (1962) (where summons was 
issued 10 months prior to indictment, but taxpayer had not yet complied, enforcement order 
was issued subsequent to indictment); see United States v. DeGrosa, 405 F.2d 926 (3d 
Cir.), cert. denied, 39-1 U.S. 973 (1969) (summons enforced where criminal proceedings had 
been l'ecommended, but not fonvarded to Justice Department); c/. Venn v. United States, 
400 F.2d 207 (5th Cir. 1968). But see Application of Myers, 202 F. Supp. 212 (E.D. Pa. 1962); 
United States v. O'Conner, 118 F. Supp. 248 (D. Mass. 1953). 

95. Donaldson v. United St.~tes, 400 U.S. 517, 536 (1971). 
96. United States v. Kyriaco. 326 F. Supp. 1184 (C.D. Cal. 1971). See also United States 

v. Monsey, 429 F.2d 13-18 (7th Cir. 1970) (considering developments arising after issuance 
of the summons). 

97. Since the court concludes that Congress has authorized use of the summons to 
investigate crimin~1 conduct, seeking incriminating e"idence would not constitute a bad 
faith usc of the SUllllllons barring exceptional circumstances. (If recommendation for 
prosecution were dela}'ed in order to summons incriminating documents, bad faith would 
possibly be a good defense.) 

98. United Statl'S v. Troupe, 438 r'.2d 117 (8th Cir. 1971) (although citing Donaldson 
th:: court did not make mention of the good faith test and upheld issuance of summons 
e,'en though the investigation was begun solely because the tal<payer was on a list of 
alleged underworld members and I,ad reported income under the heading of "miscel
laneous"). 

99. Discovery should be granted if the summons is served upon the taxpayer or a 
third parly and the taxpayer is allowed to intcn·ene. A part)' is entitled to examine a 
deponent on "auy matter, not privileged, which is rele\ant to the subject matter involved 
ill the pending action." 1'£1). R. GIV. 1'. 26 (b). ' 
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fe,leral Rules of Ch'il Procedure granting discovery are applicable to ell
i;llccmcnt proccedings,loO but lower courts have given the trial judge wide 
(!:~crction as to the scope oE discovery proceedings.lol Where the purpose of 
t!it: ,tlmmons is in isslle and affects the legality oE its issuance, the taxpayer is 
dnll the right to discovery,lo. Discovery proceedings, however, must be COIl

ductcU reasonably'"' and may not bc used to harass 1he Internal Revenue 
s..·r\·ice.'O< 

Fifth A mendment Privilege 

The fifth amendment privilege against self-incrimination' °· clearly pro
tects dOctlmcllts as well as oral evidence.'os Thus, the Service may not require 
:\ taxpayer to produce self-incriminating documents that he created, owns, 
:)11,1 possesses.' 01 Documents afforded fifth amendment protection in the tax-

100, Donaldson \'. United States, 400 U.S. 517,528 n.II (1971); United States v. Powell, 
~;!) U.S. 48, 58 n.18 (1964). 

101. Unitcd States v. Bowlllan, 435 F.Zd 467 (3d. Gir. 1970); United States v. Erdner. 422 
F.2d 835 (3d Cir. 1970) (not an abu~e of discretion to d.eny an oral motion for discovery 
.. hell the agent is pre.em at the hearing alld available for questioning); see United States 
\'. ~llOcndorf, 307 F. Supp. 1034c (E.n. Wis. 1970); 1'];1). R. CIV. P. 81 (a) n.23. 

The most far-reaching step taken by any federal cOllrt is the "Omnibus Hearing" 
initialed in the Western District of Missouri, which makes available to the accused all 
dCO(lItneIHary evidence, statements of witnesses, computations, schedules and. rcports of both 
'I>ociai and rC"cmlc agents. Lay, Post Conviction Remedies olld the Overburdened Ju
diciary: Solutions ,1hcad, 3 CREIGHTON L. REv. I, 14, 23 (1969); Morris, C"iminal Sanctions 
of fh. [,,/ernal Revenue Coele, CASIl & COM., March-April 1972. at 3. 

102. United Slates v. RO\lnd.tree. 420 F.2d 845 (5th Cir. 1969); llnited States v. 
?l'lInnaIly, 278 l~. Snpp. 843 (W.D. Tenn. 1968); sec United St~les v. Moriarty, 278 F. Supp. 
lSi (E.D. Wis. 19(7); Kennedy v. Rubin, 254 F. Supp. 190 (N.D. III. 1966). But see United 
Statt'S V. Monsey, 429 F.2d 1348 (7th Cir, 1970) (the lower COUTt's holding that discovery 
nt"l' not he made after an indictment has bern filed. hut before cnmpliance would seem to be 
moot in light of Donaldson, since the summons conld not be enforced after prosecution 
"", b<-gun). 

10!!. FLO. R. CIV_ P. 30 (d.). 
lC». United States v. Nunnally, 278 F. Supp. 8·j3, 846 (W.D. Tenn. 1968). 
105. U.S. CO:-;ST. amend. V, provides in part: "No person shall be compelled in any 

criminal case to be a witness against himself." 
lOG. BOj'd v. United States, IIG U.S. 016 (1886). Although recent Supreme Court cases 

h.\·c iterated that only "communicativc" or "tcstimonial" evidence i~ protected. Gilbert v. 
California, roSS U.S. 263 (19fi7); Schmerber v. California, 384 U.S. 757 (1966), it is dear 
thnt records prcpared by the taxpayer or his employees are within the fifth amendment 
pri\'i1cge. Gilbert v. California, 388 U,S. 263, 267 (1967), and cases cited therein. 

llii. However, the taxpayer may not make a lJlanket refusal to produce the documents 
or to testify. Hl: m\lst appear at the time and. place Stlulllloned and elect on each question 
"'11I,ther to raise the prh'i1ege, and the court wiII consider whether each objection is 
~'dl taken. United. States v. Roundtree, 420 F.2d 845 (5th Cir. 19(9). 

Althol1gh the prh'i1egc does not protect rccords subject to the "required records" 
doctrine set forth in Shapiro v. United States, 335 U,S. 1 (1948) (compelling production of 
n:t:ords required to be kept under the Price Control Act), the Service has refrained from 
mill!; the doctrine in tax cases. See Stuart v. Unite(l States, 416 F.2d. 459, 462 n.2 (5th Cir. 
l!lti9). ?forcover, rcccnt cases have imlicated the ~ourt~ will be reltlc!ant to apply the re· 
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payer's possession are likewise protected when transfen'ed to his attorney.IOB 
No protection against self-incrimination, however, is provided when docu
ments not owned by the taxpayer are in the hands of a third person.IOD 

Additional problems arise when the Service asserts the taxpayer lacks an 
ownership interest in documents within his possession. A majority of the 
federal circuits facing the question have held that mere possession of docu
ments by the taxpayer is insufficient to afford the fifth amendment privilege, 
and ownershitJ of such documents is required.110 The issue arises frequently 
when the documents are transferred from a third party to the taxpayer during 
an investigation or subsequent to the issuance of a summons calling for pro
duction of such documents.lll 

In determining whether the taxpayer or a third party owns documents, 
the decisions reiterate the doctrine that if the third party relinquishes all 
rights in such documents, they are within the taxpayer's privilege.ll2 How
ever, establishing the taxpayer's ownership interest in the documents when 
they have been transferred during an Internal Revenue Service examina
tion may be difficult. For example, United States v. ZalwtanskyllS 11eld asser
tion of ownership by the taxpayer and the third party transferor are not 
binding on the court.1H In Zakutansky taxpayer's accountant held the docu-

quired records doctrine to an individual's financial records. Marchetti v. United States, 390 
U.S. 39 (1968); see Lipton, Record Keeping alld the Privilege Against Self-ltlcrimination, 
N.V.U. 14m INST. ON FED. TAX. 1331 (1956). 

lOB. United States v. Judson, 322 F.2d 460 (9th Cir. 1963). Bllt see Bouschor v. United 
States, 316 F.2d 451 (8th Cir. 1963). 

109. Donaldson v. United States, 400 U.S. 517, 537 (1971) (Douglas, J. concurring: 
"There is no right to be free from incrimination by the records or testimony of others"); 
Harris v. United States, 413 F.2d 316 (9th Cir. 1969) (customers of bank have no standing 
to object to subpoenas requiring the bank to produce records of the customer's account), 

IlO. United States v. Lyons, 442 F,2d 1144 (1st Cir. 1971); United States v. Zakutansky, 
401 F.2d 68 (7th Cir.), cert. denied, 393 U.S. 1021 (1969); Deck v. United States, 339 F.2d 
739 (D.C. Cir. 1964), cert. denied, 379 U.s, 967 (1965); Bouschor v. United States, 316 
F.2d 451 (8th Cir. 1953). These decisions are <:xtensions of the Supreme Court's holdings 
in United States v. White, 322 U.S. 694 (1944) and Wilson v. United States, 221 U.S. 361 
(1911). In White the Court held that an officer of a labor union could not avail himself 
of the privilege to avoid producing his union's records despite the fact they might in
criminate him. Wilson held a corporate officer could not claim the privilege to avoid 
producing his corporation's records. The decisions indic.,te that a person may not avail 
himself of the privilege if he has a duty to surrender the document. to another (that is, 
the union members or corporation's stockholders). Thus, the above circuit courts deny the 
privilege to a taxpayer in a mere possession of documents, holding he is under a duty to 
slllTemler the documents to the tme owner. 

Ill. It i. clear that the person to whom a sUlllmons is issued cannot be held in con
tempt if he is unable to produce the object of the summons. United States v. Jacobs, 322 
F. Supp. 1299 (C.D. Cal. 1971). Rtlt see In re D.l. Operating Co., 2·10 F. Supp. 672 (D. Nev. 
1965) (holding gross inattention to and reckless disregard for the presen-ation of contested 
records can be nothing less than contemptuous). 

112. Sec, e.g., United States \'. Zaklltansky, 401 F.2cl GR, 71 (7th Cir.), ccrt. denied, 393 
U.S. 1021 (1969). 

113. 401 F.2d 68 (7111 Cir'.), ccrt. deniccl, 393 U.S. 1021 (1909). 
114. Id. at 72 and cas~ rilrd therein. [Jilt sec United States v. Levy, 270 F. Supp. 601 
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ments ulltil twice subpoened by the Service. The accountant had initially 
stated the papers were his, but subsequently transferred the papers to the 
taxpayer and denied possessing any interest in the documents."' The court 
held the attempted tram fer of ownership was invalid as a mere attempt to 
thwart the government's investigation.110 Thus, most decisions are determined 
on the bona fides of the transfer and not on notions of ownership and 
posscssion.117 Seyeral decisions have also heltL the transferor is under a mOTal, 
if not legal, duty to surrender the documents and therefore refuse to recog
nize the transfer."8 

A minority of jurisdictions have held that possession, not ownership or time 
of transfer, is the determining factor when a taxpayer asserts his privilege 
against self-incrimination."· In United States 'IJ. Cohen120 the Ninth Circuit 
Court of Appeals upheld the taxpayer's claim of privilege even though papers 
had been transferred the day after a special agent had begun his investigation 
anti despit.e the transferor's request that the taxpayer return the papers}21 
In examining the nature of the privilege against seH·jnaimination the court 
rejected the ownership requirement, stating: 1" 

It is possession ... not ownership which sets the stage for exercise of 
the governmental compulsion which it is the purpose of the privilege 
to prohibit. The "nuel trilemma" of perjury, contempt, or self
incrimination. of which the court spoke in .i'v.furphy v. Waterfront 
Gomm'nl23 • • • faces the individual whenever the government seeks 
to compel him to produce papers in his possession ..•. " 

The availability of the privilege against self-incrimination should not be 
detennined by the fine distinction between possession and ownership. AI-

(D. Conn. 1%7) (where evidence had no convincing force as to who owned the documents, 
the summons could not be enforced). 

lIS. United States v. Zakutansky, 401 F.2d 68, 72 (7th Cir.), cert. denied, 393 U.s. 
1021 (1969). 

116. ld. 
117. United States v. Lyons, 442 F.2d 114-1 (1st Cir. 1971); United States v. Zakutansky. 

401 F.2d 68 (7th Cir.), cert. deflied, 393 U.S. 1021 (1969); Deck v. United States, 339 F.2d 
739 (D.C. Cir. 1964), cerl. (Ie.flied, 379 U.S. 967 (1965); Bouschor v. United States, 316 F.2d 
451 (8th Cir. 1%3). 

118. United States v. Zakutansky, 101 F.2d 68 (7th Cir.). c ... t. denied, 393 U.S. 1021 
(1969): see United States v. Lyons, 442 F.2d 1144 (1st Cir. 1971) (a post·subpoena transfer 
cannot change the character of tlte papers and thereby deCeat n legitimate government 
inspection). 

lJ9. United States \'. Cohen, 388 F.2d ~64 (9th Cir. 1967); see Colton v. United States, 
306 F.2d 633 (2d Cir. 1962), urt. denied, 371 U.S. 951 (1963); United States v. Levy, 2'l0 
F. Supp. 601 (D. Conn. 19(7); Bauer v. Orser, 258 F. Stipp. 338 (D.N.D. 1966); Application 
of House, 144 F. Stipp. 95 (N.D. Cal. 1956). 

120. 388 F.2d 464 (9th Cir. 1967). 
121. ld. 
122. ld. at 468. The COUrt rebutted the majority's reliance on White and Wilson (see 

note IIO SlIprtl) by interpreting them merely as an extension of the ntle that the privilege 
against self·incrimination is available to protect only the personal interest of natural per
sons and not group interests embodied in impersonal organizations, lel at 467. 

123. 378 U.S. 52 (1964). 
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though the taxpayer's interest in the documents should enter into the granting 
or denying of the privilege, it should not be conclusive. Despite the Cohen 
court's conclusion that the nature of the right against self-incrimination and 
the interests it was intended to protect should be the determining factor, 
most courts have continually refused to grant the privilege unless the tax
payer can prove good faith ownership of the documents. t .. 

Nonprivileged Records. The fifth amendment privilege applies only to 
personal private documents of the privilege-claimant. In Hale v. Henckel125 
and subsequent cases"" the Supreme Court has held that records of a corpo
ration or other impersonal organizations are not subject to the privilege, even 
if an individual claiming such privilege has acquired both possession and 
title. In addition, it has been uniformly held, despite commentators' criti
cisms,to; that the privilege does not apply to closely or even solely held corpo
rations.128 

Taxpayds Right to Miranda Warnings Under the Fifth and Sixth 
Amendments 

Since Miranda v. Arizonat29 and Escobedo v. Illinois'"o many commen
tators have advocated that taxpayers be warned of the potential criminal 
implications of tax investigations.m In 111.iranda the Court held statements 

124. See note 1I7 supra. A further problem arises when the taxpaye':'s attorne-/ is 
summoned to produce documents in his possession. Some courts have he~d the attorney 
has no right to assert his client's privilege against self-incrimination. United 3tates v. 
Goldfarb, 328 F.2d 280 (6th Cir.), cerl. denied. 377 U.S. 976 (1964); nuuschor v. United 
Scates, 316 F.2d 451 (8th Cir. 1963); h. -re F;hey. 300 F.2d 383 (6th <:ir. 19F,1); United 
States v. White, 1126 F. Supp. 459 (S.D. Tex. 1971); United States v. Boccuto, 175 F. Supp. 
886 (D.N.J. 1959), apIJeal dismissed, 274 F.2d 860 (3d Cir. 1960). Contra, United Scates 
v. JUdson. 322 F.2d 460 (9th Cir. 1963); Colton v. United States, 306 F.2d 633 (2d Cir. 
1962), cerl. denied, 371 U.S. 951 (1963); Application of House. 144 F. Supp. 95 (N.D. Cal. 
1956). 

125. 201 U.S. 43 (i906). 
126. See Grant v. United States, 227 U.S. 74, 75 (1913); Wheeler v. United States, 226 

U.S. 478 (1912); note llO supra (disCllssion of White and Wilson). The Govt:rnment may 
also contend that documents prepared by a third part)' such as a taxpayer's accountant 
are not personal, private papers of such taxpayer. United States v. Cohen, 388 F.2d 464 
(9th Cir. 1967). The personal nature of schedules relating to itemized deductions, income, 
and rrlated items, however, would seem to clearl)' bring such documents within the pro
tection of the prh·i1ege. ld. 

127. E.g., Lipton 8: Petrie, COllstillltional Safegu(mTs and Corporate Records, N,V.U. 
23D INST. ON FFll_ TAX. 1315, 1325-26 (1965); Ritholz, The Commissioner's Inquisitorial 
Power, 45 TAXES 781, 781 (1967). The onlr judicial support for the commentators is Judge 
Madden's dissent in Wild v. Hrewer, 329 F.2d !J24 (9th Cir.), cert. denied, 379 U.S. 914 
(1964). 

128. See United States ,'. Crespo, 281 F. Supp. 928 (D. !lId. 1968) and cases cited 
therein. 

129. 38·1 U.S. ,136 (1966). 
130. 378 U.S. 478 (19M). 
131. Set', e.g., articles cited lIote 4 sllpra. 
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~oJicited [rom a criminal suspect during a custodial interrogation woulel be 
excluded at trial unle~s the suspect had been advised of certain constitutional 
rightS.15 " The lower t<!deral courts have held, almost unanimously, that failure 
to give iUiranda warnings in tax investigations will not lead to ~uppression 
of a taxpayer's statements because the taxpayer is not in custody.'3:! Miranda 
clearly de,llt with one whose freedom of movement had been curtailed/sot and 
such restraints are usually not present at the outset of tax investigations. 

The Escobedo decision concentrated l10t on cu~todial questioning, but 
rather on interrogations after the investigation had begun to focus on a par
ticular suspect and the process had shifted from inn!stigatory to accusatory.13' 
A majority of courts have distinguished Escobedo from tax investigations 
in that the essential question in tax investigations is not who committed a 
known crime, but w11et11er in fact any crime has been committed.lOG l'Yfore
over, the transfer of an investigation from a revenue agent to a special agent 
has been distil1!,'l.lished h'om the focusing on a particular suspect refelTed to 
in Escobedo.13; 

Mi1'01lda has been held inapplicable to non-custodial investigations on the 
grounds that it would complicate an already difficult administrative task; 
would require supplying indigents with attorneys; would llinder efficient col
lection of taxes; and would be administratively impossible to forewarn tile 
taxpayer every time the investigation shifts.133 'Where the taxpayer is put 
under oath and questioned by agents, however, the warnings must be given or 
the testimony will be suppressed.130 

In ilvIathis v. United StatesHO the Supreme Court explicitly rejected the 
~overnmel1t's contention that tax investigations are immune from the 
Mir(lnda requirements and held 1I1iranda is applicable to custodial tax in-

132. ,,{iranda v. Arizona, 384 U.S. 436 (1966). A suspect must be warned p~ior to any 
questioning that lIe has the right to remain silent, that anything IIC says can be used 
against him in a court of law, that he has the light to the pTesence of an attorney, 
and that if he cannot afford an atturney one will be appointed for him prior to any 
que>tioning if he so desires. Opportunity to exercise these rights must be afforded to him 
throughout the interrogation." ld. at 479. 

133. E.g., United States v. Squeli, 398 F.2d 785 (2d Cir. 1968), and cases cited therein; 
United States '1. Dawson, 400 F.2d 194 (2d Cir.), cert. denied. 393 U.S. 1023 (1968) (in
terrogation at trial attorney's office in the Juslice Department and at office of United 
Slaies Attorney held not custodial). Contm, United States v. Lackey, 413 F.2d 655 (7th Cir. 
1969) (questioning at office of the Internal Revenue Sen-icc is custodial illlerrog:Jtion). 

134. Miranda v. Arizona, 384 U.S. 436, 467, 477 (1966). 
135. E<cobedo \'. Illinois, 378 U.S. 478 (1964). 
136. United States v. Mancuso, 378 F.2d GI2 (4th Cir. 1967). cere. dellied, 390 U.S. 955 

(1968); Selinger v. Bigler, 377 F.2d 542 (9th Cir.), ccr/. denied, 389 U,S. 904 (1967); Koltatsu 
,'. United States, 351 F.2d 898 (9tlt Cir. 19(5), cert. denied, 884 U.S. lOll (1966). 

\37. United States v. Mackiewicz. 401 F.2d 219 (2cl Cir.), ccrt. denied. 393 U.S. !l23 
(1968)_ 

138. ld. 
139. United States v. Gower, 271 F. Supp. 655 (i\f.D. Pa. 1967). But see United States v. 

Daw.on, 400 F.2d 194 '(2d Cir.), cert. del/ied, 393 U.S. 1023 (1968). 
140. 391 U.S. 1 (l968). 
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vestigations.H1 The peculiar circumstances of the case, however, resulted in 
the decision having virtually no effect on the lower courts.''' 

In United States v. DichersonH3 the Seventh Circuit held the Miranda 
warnings must be given to the taxpayer after the case has been transferred 
to the Intelligence Division. The special agent in Dickerson neither advised 
the taxpayer the investigation had become criminally oriented nor informed 
him of any of his constitutional l·ights. The COllrt realistically analyzed the 
taxpayer's dilemma and concluded few taxpayers would realize they could 
refuse to produce their l'ecortls or understand the difference between a revenue 
agent and a special agent.1H Thus, the court concluded:Ho 

Incriminating statements elicited ill reliance upon the taxpayer's 
misapprehension as to the nature of the inquiry, his obligation to re
spond, and the possible consequences of doing so must be regarded 
as eaually violative of constitutional protections as a custodial con
fession extracted without proper warnings. 

Subsequent decisions, however, have declined to follow the Dickerson de. 
cision"·· 

Internal Revenue Bulletin No. 949. Prior to and in most cases after 
Miranda no warnings were given to the taxpayer when an investigation was 
transferred from revenue agents to special agents of the Intelligence Divi· 
sion.H1 However, in 1968 the Service stated in a news release;l<8 

At the initial meeting with a taxpayer, a Special Agent is now 
required to identify himself, describe his functiOl"!, 7tnd advise the tax
payer that anything he says may be used again:.t him. The Special 

141. ld. at 4. 
142. See United States v. Squerl, 398 F.2d 785 (2d Cir. 1968), and cases cited therein. 

In Malhis the taxpayer was already in jail for a separate offense. See Lipton, Supreme Court's 
Decision in Mathis Lihe/y to Rave Very Limilel/ Effect, 29 J. TAXATION 32 (1968). 

143. 413 F.2d Illl (7th Cir. 1969). 
144. ld. at 1116. 
145. ld. at 1116. The Court did not reject the necesstt)' of ··custodial interrogation" 

but intetprete<l ;ifirll7lda as saying: "[O]ne confronted with governmental authority in an 
adversary situatl· n should he accorded the opportunity to make an intelligent decision as 
to the assertion or relinquishment of those constitutional rights designed to protect him 
undp.r pre.:lscly such circumstances." ld. at 1114. The court rejected the Kollatsu logic 
as to the applicabilit)' of E.<cobedo. saying it is irrelevant ,vhether the culprit be known 
before the crime or the crime before the culprit. In either instance the adversary process 
has begun {mct the investigator is attempting to gather evidence against this suspect for 
the purpose of criminal prosecution. Id. at 11l5; see Orozco v. Texas, 394 U.S. 324. (1969) 
(custodial situation may exist in suspect's own bedroom if it appears he is not free to 
go where he pleases). 

146. United States v. Prudden. 42·1 F.2r1 1021 (5th Cir.). uri. denied, 400 U.S. 831 
(1970). and cases cited therein. BlI! see United States v. Browney. 421 F.2d 48 (4th Cir. 
1970) (Sobeloff,].. concurring opinion). 

147. Sec note 133 supra.: United States ".1askicwC7, 278 F. Supp. 525 (E.D. Pa. 1968). 
118. eCA 1968 ST.\r>O. Fro. TM •. RFI'. ~694{j. 
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Arrcnt will also tell the taxpayer that he cannot be compelled to in
diminate himself by an5wering any questions or produciJlg any docu
ments, and that he llas the right to seek the assistance of an attorney 
before responding. 

133 

Since the required procedure exceeds comtitlltional guarantees,"" claims 
b.!scd upon the agent's failure to comply with the procedure have been 
held completely devoid of merit.'50 

In United Stales v. Heffner,1St however, the court upheld the taxpayer's 
claim that the agent must scrupulously observe established rules, regulations, 
or procedures.10" The decision rested upon the duty of an agency to follow 
itl prescribed procedures rather than a constitutional right to warnings.'03 It 
I\'~, immaterial that the instructions were not promulgated into a "regulation" 
or adopted pursuant to the Administrative Procedures Act'S-! Further, the 
court held it was not significant that the procedures or instructions established 
by the Internal Revenue Service exceeded constitutional l'cquiremellts.100 

Dlle Pmcess. Although agreeing with Heffner the First Circuit in United 
Stales v. :r-eaheyl." emphasized the "public" nature of the agency, the purpose 
of the announced procedures, and the fact that taxpayers may have relied 
upon the announcement,lS7 The court said that after referral to the Intelli
gence Division. the Service was in effect conducting a criminal investigation 
amI during such investigations the strict rules of due process are applicable.l5S 

14!l. The vast majority of decisions do not require the Miranda warnings at the time 
o! refen-al to a special agent. See Uuited States v. Squeri, 898 F.2d 785. 789·90 (2d Cir. 1968), 
lncl cases cited therein. 

150. United States v. Jaskiewicz, 278 F, Supp. 525 (E.D. Pa. 1968) (constitutional 
rights arc a matter for the court, and administrath'e policies may not be raised to the level 
col a constitutional mandate): see United States v. LUlla, 313 F. Supp. 1294 (W.D. Tex. 1970) 
(.dministrative agencies may not dictate preconditions for the admissibility of evidence in 
• federal trial). 

151. 420 F.2d 809 (4th Cir. 1969). 
152. ld. 
153. ld. at Sll. 
151. ld.; see United States ex rel. Accardi v. Shaughnessy, 347 U.S. 260 (1954); Admin. 

i$ttath'c Procedure Act, 6 U.S.C. §552 (1966). 
155. United States v. Heffner, 420 F.2d 809, 812 (4th Cir. 1969); ct. Service v. Dulles, 

~;'I U.S. 363 (1957). The peculiar facts of Heffner must be noted. The taxpayer Celt he 
ru.d been done an injustice and sel'eral previous requests Cor government aid had gone 
unanswered. To get the government's attention the taxpayer claimed eleven, then twenty 
drpcndents, and then even wrote a letter to the Service notifying them of his claimed 
dependents. Upon dismissing the case, the C.o1ll't recommended defendant not be tried 
.\,,,,;n. 

156. 434 F.2d 7 (1st Cir. 1970). 
157. ld. at lO·ll. 
1[08. ld. at 9. The Government contended the strict rules of due process do not 

.ppl)' to investigative proceedings as they do in adjudicatory proceedings. However, the 
coun (ound the Sen' ice was functioning not as a Jegislative Cactfinding agency, but rather 
.s a police agency perfonning criminal investigations. ld.; sec Hannah v. Larche. 363 U.S. 
~2Q (1960) (Civil Rights Commission not bound by the strict mlcs of due process when 
functioning only in an investigatory factfinding capacity). 



594 

134 UN!VERSITJ' OF FLORIDA LAW REVIEIl' [Vol; XXV 

However, an agency's failure to follow pronounced procedures will not always 
constitute a denial of due process.'"" Yet when the procedure is specificiaUy 
designed to protect the taxpayer and a public announcement is made, upon 
which many taxpayers may reasonably rely, a failure to conform to the pro
cedure will require exclusion of evidence gathered in violation thereof.'oo 

ATrORNEy-CLlENT PRIVILEGE 

Documents not protected by the fourth and fifth amendments may be 
withheld from examination if within the attorney-client privilege. The 
privilege, however, may not be as extensive as commonly believed and does 
not apply to documents simply because they have been turned over to an 
attorney.10l 

Scope and Policy 

Competing considerations are often suggested for determining the scope 
of the privilege. Generally, the privilege applies only to communications that 
are made to an attorney by the taxpayer as a client seeking legal advice.,o2 

Thus, documents prepared substantially prior to the time the attorney-client 
relationship arose are nut within the privilege.'·3 Although an attorney has 
drafted a document, it is not privileged if it is neither a confidential com
munication nor contains any legal advice.' O< Further restriction of the privilege 
has been urged for the purpose of seeking truth and the enforcement of 
testimonial duty.loo On the other hand, liberal application has been advocated 
because the complexity and difficulty of our laws can only be interpreted by 
professional men, therefore making it "absolutely necessary that a man _ .. 
should have recourse to the assistance of professional lawyers, and ... it is 

159. United States v. Leahey, 434 F.2d 7, 11 (1st Cir. 1970). 
160. 1d. 
161. Sec Bouschor v. United States, 316 F.2d 451 (8th Cir. 1963). 
162. The most commonly cited definition of the plivilege is that of Judge Wyzanski in 

United States v. United Shoe Mach. Corp .• 89 F. Supp. 357 (D. !\Iass. 1950). Tbe privilege 
applies: "[O]nly if (I) the asserted holder of the privilege is or sought to become a client; 
(2) the person to whom the communication was made (a) is a member of the bar of a court, 
or his subordinate and (b) in connection with this communication is acting as a lawyer; 
(3) the communicatioll "elates to I, fact of which the attorney was informed (n) by his 
client (b) wHilom the presence of st.-angers (c) for the purpose of securing primarily either 
(i) an opinion on law or (li) legal services or (iii) assistance in some legal proceeding. and 
not (d) for the purpose of committing a crhne or tort; and (·1) tile privilege has been (a) 
claimed and (b) not wah'eel by the client." 

163. 13ol1s(hol' ,'. United States, 316 1'.2d 451 (8th Cir. 1963) (holding the privilege may 
not be created hy simply tran;ferring doculllents to :1Il attorney after an Internal Revenue 
Sen'ice audit has begun). 

164. /,. re Kearney, 227 F. Supp. 174 (S.D.N.Y. 1004) (bank's attorney conferred with 
accountants in course of :m investigation and aided in drafting Teport to SlIpport bank's 
claim against irs insurers). 

165. 8 J. WIG~roRF. F,,-rnrsc:r §2192 (::Ifc!'<allghton rev. 1!l61). See Unitcd States v. 
){ol'cl, 296 F.2d !lIR (2d Cir. 1961). 
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is equally necessary ... that the communications he so makes to him should 
be kept secret."lM 

Procedure. A blanket refusal to produce or describe uocuments is not per
mitted on the basis of the attorney·client privilege. Ill. The privilege extends 
only to the substance of matters communicated to an attorney in professional 
confidence; the client identity or the fact that a given individual bas become a 
client are not matters that an attorney may refuse to disclose, even though 
the fact of having retained counsel may be used as evidence against the 
client.'os The answers to such questions better enable the judge to determine 
the validity of the taxpayer's claim of privilege.lo9 

Third Parties 

The privilege has also been extended to non-lawyers, such as secretaries 
or stenographers, when acting as the attorney's agcnts,l7o However, in Himmel
farb v. United StateslOl the court found that matters disclosed by the taxpayer 
to his attorney in the presence of the accountant employed by the attorney 
were not privileged, since the accountant's presence was not indispensable . 
while that of an attorney's seo'etary might be.t;· 

In United States v. Kovel,173 however, the Second Circuit held the "pres
ence of an accountant, whether hired by the lawyer or by the client, while 
the client is relating a complicated tax story to the lawyer, ought not destroy 
the privilege."m The court rejected the government's contention that the 

IG6. United States v. Koyel, 296 F.2d 918, 921 (2d Cir. 1961). 
167. Colton v. United States, 306 F.2d 633 (2d Cir. 1952), ceTI. dellied, 371 U.S. 951 

(1963); United States v. Roundtree, 420 F.2d 845, 852 (5th Cir. 1969). 
168. Colton v. United States, 306 F.2d 633 (2d Cir. 1962), .cert. dellied, 371 U.s. 951 

(1963). Questions of a general nature such as the date and general nature of services 
rendered, or detellDining whet11Cf services were performed in a specific year must also be 
answered. Answers to questions as to the nature of services rendered need not be specific, 
but may be answered in such general terms as "litigation," "drafting of documents," "tax 
ad"ice:' et cetera. There is "no question that the giving of tax advice and the preparation 
of tax returns .• , arc basically matters sufficiently within the professior>al competence of 
an attorney to !uake them prima facie SUbject to the attorney-client privilege." ld. at 637. 

169. ld. 
170. United States v. Kovel, 296 F.2d 918 (2d Cir. 1961); sec, e.g., 8 J. WIGMORE, EVl

DJ:.~CE §2301 (McNaughton rev. (961). Communications made by the client's agent to an 
attorney are also privileged if the other requirements arc met. ld. §2317 (I). In Kouel the 
decision did not deal with the theory that the taxpayer may be relating infonnation to an 
accountant as his agent to transmit the information to an attorney. 296 F.2d 918, 922 n.4 
(2d Cir. 19(1). 

l7I. 175 F.2d 924 (9th Cir.), ce,-t. denied, 338 U.S. 860 (1919). 
172. ld. at 939. 
173. 296 F.2d 918 (2d Cir. (961). 
174. ld. at 922. The vital re'luiremellts of the privilege must still be met. The com

munications must be macle ill confidence and for the purpose of obtaining legal advice (as 
opposed to accounting services only) from the attorney, and not accounting advice from 
the accountant. 
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privilege remains only when the communication is related to one, other than 
the attorney, with a menial duty.175 

The Ninth Circuit apparently overruled Himmel/arb in United Slates v. 
Juclson.l7" There, a net worth statement and memorandum prepared by an 
accountant at an attorney's request were held privileged. Thus, information 
initially given to an independent accountant and later trans felTed to an at
torney will usually not be privileged, while that taken to an attorney who 
subsequently gives it to an accountant for "interpretation" may be privileged. 

The type documents within the scope of the privilege has not been 
clearly decided. The courts have generally held that financial transactions 
conducted by an attorney with or on behalf of his client,177 tax returns pre
pared for the client by the attorney"'s or accounting services performed by 
the attorney when he is also an accountant"" are not privileged.'S" Clearly, 
information that is to be included in the taxpayer's tax return is not intended 
to be confidential and therefore is not within the privilege.l81 However, the 
question of whether papers and summaries prepared by the client to aid the 
attorney in preparation of the client's tax return are privileged is in dispute. 

In United States v. Merrell's. the court held income and expense sum· 
maries given to the attorney were of a non-confidential nature and therefore 

175. ld. at 921. Decisions relating to communications to agents of the attorney had 
previously applied only to persons with menial duties such as secretaries, stenographers, or 
interpreters. In Kouel the attorney had directed the client to relate the story to an ac
countant. employed by the law firm and wbo speciali7.ed in tax law. so that the accountant 
could interpret the problem for the attorney. therehy enabling him to better represent 
the client. The court found no difference between these facts and an attorney using an 
interpreter to relate the story of a client speaking a foreign language. Id. at 922. 

176. 322 F.2d 460 (9th Cir. 1963). The documents were found to have been prepared 
in the course of an attorney·c1ient relationship for the purpose of advising and defending 
the client. and the accountant's role was to facilitate an accurate complete consultation 
between the client and the attorney. See United States v. Jacobs. 322 F. Supp. 1299 (C.D. 
Cal. 1971); Bauer v. Orser. 258 F. Supp. 338 (D.N.D. 1966). 

177. Lowy v. Commissioner, 262 F.2d 809 (2d Cir. 1959); McFee Y. United States, 206 
F.2d 872 (9th Cir. 1953); Banks v. United States. 20-1 F.2d 666 (8th Cir.). cert. denied. 3·16 
U.S. 857 (1953); Pollock v. United States, 202 F.2d 281 (5th Cir.). cert. denied, 345 U.S. 
993 (1953). 

178. United States v. Tellier. 255 F.2d 441 (2d Cir.). c"rt. denied. 358 U.S. 821 (1958); 
Olender v. United States, 210 F.2d 795 (9th Cir. 1954). ccrt. denied. 352 U.S. 982 (1957); 
United States v. Schlegel, 313 F. Supp. 177 (D. Neh. 1970); United States v. Merrell, 303 
F. Supp. 490 (r-i.D.N.Y. 1969); Gretsky v. Miller. 160 F. Supp. 914 (D. Mass. 1958). 

179. Olender v. United States, 210 F.2d 795 (9th Cir. 195'1). cert. dellied, 352 U.S. 982 
(1957); Itl re Fisher. 51 F.2d 42·1 (S.D.N.Y. 1931); United States v. Chin Lim Mow. 12 
F.R.D.433 (N.D. Cal. 1952). 

180. A taxpayer who has an attorney perform his acconnting scrvices for him or 
handle his business affairs is apparently not in an advantageous position. In Colton u. 
United Slates the court allowed the agents grcat latitude in discovering what matters were 
privileged or unprh'ilegcd. 301) F.2d 633 (2d Cir. 1962). cert. dt'lliecl. 371 U.S. 951 (1%3). 

181. United States \'. Schlegel. 313 F. Supp. 177 (D. Ncb. 1970); United States v. 
Merrell. 903 F. Supp. ~90 (N.D.N.Y. 1969). 

182. 303 F. Supp. 49ll (N.D.N.Y. 1909). 
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not within the privilege.]S" In United Stalcs v. Schlegel/a< the District Court of 
:\ebraska held that only information that is wbsequently conveyed to the 
Government is non·confidential in natnre. Furthermore, the fact that the 
attorney makes the final decisior~ as to what items are included in the tax
p:l)'cr's return should not decrease the scope of the privilege.!s" The Schlcgel 
decision was f,'1'oullded upon the desirability of having the taxpayer freely dis
close information to his attorney.ISG The lIIerrcll opinion, however, treats the 
transactions as if the information were taken to an accountant. The fact 
that non·lawyers (that is, accountants) deal with many questions arising 
under the Internal Revenue Code should not shrink the attorney·client privi
lege in the tax area.1Sr 

State statutes creating an accountant·client privilege are not applicable 
in federal tax fraud investigations.lsa Although it has been contended that the 

183. [d. at 493. "The workpapers of Merrell, by definition, consisted of information 
!hat was intended to be transcribed onto the tax returns, and cannot be of a confidential 
nature .... 

1M. 313 F. Supp. 177 (D. Ncb. 1970). 
185. ld. at 179. But see Falsone v. United St.~tes, 205 F.2d 734 (5th Cir.), cert. denied, 

M6 U.S. 864 (1953). The Sell/egel court felt the client intended only so much of the infor' 
mation as the attorney concludes shonld be sent to the Government to be of a non
confidential nature. The fact that the attorney decides what is finally included in the 
return should not alter the taxpayer's intent. Thus, those items that are not included in 
ule return should be considered confidential. 

186. If the client felt all infonnation given to the attorney would be non.confidential, 
the taxpayer would tend to withhold infonnatioll he deems detrimental. Thus, the client 
... ould be withholding infonnatiotl (rom the one man professionally qualified to evaluate 
it. This clearly violates tile spirit of the attorney·client privilege. The court noteu. how
",'cr, the decision did 7Iot imply that the client's books and records, as opposed to his 
,unlmaries of them. are covered by the privilege. United States v. Schlegel, 313 F. Supp. 
Iii (D. Neb.l!l70). 

18i. In Schlegel the Government also contended the infonnation was not privileged 
due to rule 503 of the Proposed Rules of Evidence for the United States District Court' 
and Magistrates, which states: .. Cd) Exceptions. There is no privilege under this rule •••• 
(I) •... If the services of the lawyer were sought or obtained to enable or aid anyone to 
commit or plan to commit what the client knew or reasonably should have known to be 
a crime or fraud ••• :' ld. at 180. 

The delivery of two sets of information to the attorney, the second showing less eamed 
income than the first, was held not sufficient to establish that Schlegel knew or reasonably 
ohould have known that inclusion in an income tax retum of the lower set of income 
ligures would be or would further a fraud or crime. The court rejected the advisory 
committee's note, which states: H[N]O preliminary finding that sufficient evidence aside 
born the communication has been introduced to warrant a finding that the services were 
>ought to enable the commission of a wrong is required." ld. at 179. 

The court instead held evidence other than the communication itself must be shown 
10 establish the conditions of the exception. ld. at 180. 

18S. Commissioner v. Lustman, 322 F.2d 253 (3d Cir. 1963); Falsone v. United States, 
20:; F.2d 734 (5tb Cir.). eerl. denied, 346 U.S. 864 (1953); United States V. Bowman, 236 F. 
Supp. 548 (M.D. Pa. 1964), aD'd, 358 F.2d 421 (1966); Petition of Bordan Co., 75 F. Supp. 
8;1 (N.D. Ill. 1948). The decisions are 1n disagreement as to why the privilege does not 
apply. See Cohen, Accounta7lts' IVorkpapws in Federal Tllx Investigations, 21 TAX L. REv 
ISS (1965). 
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Treasury Department's granting enrolled agents the right to practice before 
the Internal Revenue Service creates an accountant-client privilege, the courts 
have refused to judicially create an accountant-client privilege equivalent to 
the attorney-client privilege.lso 

CONCLUSION 

The investigatil'e power of the Internal Revenue Service is by nat.ure 
inquisitorial and enables the Service to invade the privacy of every person in 
the United States. Due to the overriding necessity of collecting revenue, courts 
have generally been reluctant to curb the Service's investigative powers even 
when it is aimed at criminal prosecution. Furthermore, statutory limitations 
have generally proved to be of limited usefulness. The recent, self-imposed 
requirement to give the Miranda warnings at the outset of a criminal investi
gation is encouraging. 'Whether the courts will enforce the procedures remains 
to be seen, but the recent decisions of HeDner and Leahey indicate an in
creasing judicial awareness of the protections that must be afforded the tax
payer. Not only shpuld a warning be given at the outset of a criminal in
vestigation, but every taxpayer should, at the outset of an Internal Revenue 
Service examination be apprised of the potentialities of the investigation. This 
would not seriously hinder the Service in its investigations and it would give 
each unsuspecting victim a chance to make an intelligent decision whether to 
waive his constitutional rights. The Service vigorously prosecutes those cases 
that will receive the most notoriety, as fear of prosecution is the main deterrent 
to filing false returns. Thus, every taxpayer should enter this adversary situa
tion armed with the knowledge of the possible outcome. 

The courts need to abondon the "legitimate purpose" versus "improper 
purpose" test and focus on the bona fides of the individual investigation. If 
a special as-ent is present it cannot honestly be disputed that he is seeking in
criminating evidence. As is so often stated, the courts should not permit such 
an abuse of their process. The time of referral to the Intelligence Division 
rather than the time of recommendation for prosecution should be the 
terminus for issuing a section 7602 summons, yet even this time should not 
be conclusive. Referral should be the guideline and the actual purpose the 
determinant. 

Basing the privilege against self-incrimination on the sole issue of owner
ship versus possession degrades the nature of the privilege. An individual is 
forced to seek professional accounting and legal assistance because of the 
complexity of the tax law, having no intention for his records to be made 
public. 'When the complexity of the law compels a persoll to divulge in con
fidence to another what may eventually be incriminating evidence, and this 
confidential communication is IIOt privileged, the person is compelled to in
criminate himself. This is not to say that an ext~nsiye accountant.client 

189. E.g., l'al50nc v. United States, 205 F.2t1 734 (5th Cir.), ccrl. de/lied, 5-16 U.S. 8M 
(1%3). 
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privilege should exist. Routine accounting services arc not intended as confi
dential and do not invoh'e the seeking of legal advice, Yet those matters that 
are intended to be conlidelltial and do not involve the rendering of pl:O· 
fessional services should be protected. 

Thus, while the recent extension of the lI-Iiranda warnings to tax investi
gations is commendable, the courts have generaIly condoned the Service's in
quisitorial investigations and continued to deny the taxpayer constitutional 
protections generally available in criminal investigations. 

MIKE ROLLYSON 

80-321 0 - 77 - 41 
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Part 4-Economic Impact of Heroin Traffic 
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I DIRECTORY 

of the 500 Largest 
U.S. Industrial Corporations 
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I 
Once again last yea\: the record of the 600 largest in

dustrials in the U.S. featured an ironic contrast between 
,operating results and stock~market performance. The op
erating results were niost1y dismal; gripped by reccssion, 
the 500 suffered the ntost severe earnings drop in seven
teen years .. On WaU Streot, however, the stoek market 
staged a welcome turnaround. The median ('total return 
to investors"-which combines dividend yield and priee 
appreciation-was a breathtaking 51.23 percent in 1975. 
The year was a mirror image of 1973, when stocks col
lapsed while business boomed. 

Sales of the 600 rose to $865 billion, an increase of only 
.3.9 percent over the pr.evious year. That was the smallest 
year-to-year gain since 1961 (when sales rose only 2.2 
percent). In real terms, sales of the 500 aetunily declined 
last year, since the ·U.S. government's index of the price 
of manufactured goods rose by 11 percent. 

Exxon, which took over first place on the Hst last year, 
retained its lead easily; the company reported sales of 
$44.9 billion, whieh gave it a cushion of more than $9 bil
lion over General Motors r again No.2. Texaco moved 
past Ford into third plnce. The other big change among 
the top ten involved International Busine.qs Machines, 
which increased its sales by nearly 14 percent and passed 
both General Electric and Gulf Oil to become No.7. 
Procter & Gamble increased its sales by 24 percent and 
moved up nine places to become No. 19;. General Foods 
Advanced thirteen places to become No. 44. Soaring sugar 
prices gave Great 'VeStern United the sharpest sales gain 
.of 811 __ dazzling 99.5 percent--,mabling it to return to 
the 500 (as No. ,346)' nfter a two-year absence. 

Despite the poor overall sales record, two-thirds of 
the companies reported higher sales. So did ail but five 
industry groups. Tobacco did best of all-with a median 
increase Qf 16.8 percent-because of cigarette price in
creases and the expansion of the low~tar market. 

Among those. registering declines, the metal manufac
turers reported the heaviest drop, 15.6 percent. The 

'~n. " • ....... ~-

company with the greatest sales decline'· (53.8 'percent): 
was Kennecott Copper, which stopped consolidati"ng the 
sales of its Peabody Coal subsidiary and dropped ~38 
places to become No. 257. Behind Kennecott's decision 
was a Federal Trade Commission ruling that oid"ied the .. " 
company to divest itself of the coal co~pany.,PeabodYt.~!··· 
which had dropped off the list when it was acquired by'.'::. 
Kennecott in 1968. returned as No. 270.. :'.: ,~ .. ~ .... ,';. :~":,,,: ~, 

For the first time since 1963 there was no increase in "~" .. l'. 
membership of the billion-dollar club. The number of . ". 
companies reporting sales of more;than $1 biIlioii-re ... ,,:·.'.~, 
mained at 203. The ~5.biI1ion club, however,' grew. b)j'., 
three members (to twenty-seven). The FORTUNE Direc-., : 
tory excludes privately held companies that' dO' Dot pub- ". 
lish financial statements, such as Deering Milliken •.. '" ' ....• ' 

;, ' ".: .. ' .. ,: , ...... ~::'. 
The Dot •. so-obscene profits in all .•. ~.,.~', : '-; :.';. .• 

Profit's of the 600 fell sharply, by,iRS', pereent; Tn • .'. ,\ 
group's profit problems were heavily concentrated in the ! 
oil companies, which broke all sorts of records·ln. 1974, .. ~ 
but ran into big trouble last year. The group's earnings ... ; 
fell by 26 percent and aecounted for more than half o{. ; 
the 500's overall profit decline_ Elimination of-:the oilw'~' . ~ 
depletion allowance at home, heavier taxes in most qPEC· .. ~, .. 
countries, and weak markets overseas werc:the·.Jtlpjor: ,"\ 
problems. Exxon's earnings fell by 20.8 perc~ntl~EP'~co'~ .. ~ ~.,. 
by 47.7 percent, Gulf's by 34.3' percent. .. '. " '.," 

The list of money Josers rose to twenty~efght:rast yen·r .. ! 
-up from twenty-onc in 1974. Singer,' which abandoned .,:: 
and wrote off its unprofitable buainess~tnachiries divjsion~ , , 
suffered the single biggest loss 'in the history a! the .600 . 
~a whopping $451.9 million. (The previous record was 
Anaeonda's $356-million loss in 1971.) Chrysler'was in . 
the red for the second consecutive year, with a deficit, .... ' .. 
of $259,5 million. . ':.. . ,,: 

Not surprisingly, the profit-margin picture 'Was dismal.. ; 
too. The median return on sale!J for all indu'striC!l was .. ,.' 
3.9 percent, down from 4.3 perc~nt th~. ~:ear ~~~~~' The~. 
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mining group, which posted a return "f 13 percent in 
1974 and has now been the leader in profit margins for 
twelve consecutive years, slipped a bitt to 12.3 percent. 
Texosgulf led the list for the second year in a row with 
a margin of 23.2 percent. 

The median return on stockholders' equIty fell two per. 
centage points, to 11.6 ·percent. Broadcasting and motion 
pictures. with a return Qf 19.4 percent, edged pa::;t min-
hlg and led the list, Lockheed Aircraft had the h;ghest 
raturn on equity of any company, 60.2 percent. A major 
reaSon for Lockheed's leadership in this category is the 
fact that its equity base is so small in relation to the 
company's volume of business. The base was shrunk by 

Performance of the 500 

1976 

. Combined sllles 

1914 1973 

($000) ••••••••••••• 865,233,382 •••• 833,089,679 •••• 667,105,711 
Chnngoin slIles ('10) ........ +3.0 ........ +24.9 ........ +19.6 
Combined profits 

($000) .............. 87 ~49,994 ..... 43,642,946 ..... 38,680,461 
Cha.nge in profits 

(%) ................... _13.3 ........ +12.8 .......... +39 
Combined Bssets 

($OOO) ••••••••••••• 668,478,042 •••• 630,271,081 •••• 655,462.284-
'Sales increases ••••••••• ~ ••••• 338 ••••••••••• 472 ••••••• , ••• 490 
Profit increases ., ••••••.•••••• 231 ••••••••••• 347 ••••••.•••• 425 
Jo.1oncy loscr.l ................. 28 •••••••••••• 21 ............. 9 
Medhmprofit 

mnrgin (~) ............... 8.9 ........... 4.3 ••••••••••• 4.0 
Median return on 

equity, 9'o) ............... It.6 .......... IS.6 •••••.•••• 12.4 
Median b'1'Owth in eArnings 

per share over 
previous decade (%) •• , ••• 6.59 •••••••••• 9.45 •••••••••• 9.67 

Median total • 
return ('10) ............ ~. +61.23 ••••••• -22035 •.••••. -25.49 

Median total return 
over previous ~ 
decade ('lo) •••• ~ ......... S.QJ •••••••••• 1.83 •• ~ •• ~.~~~ 6.22 

Combined • 
, employment ••••••••• 14,412,992 ••••• 16,318,046 ••••• 11),532.083 

'The CUloff for InclusIon In the 500 rose by 3.9 percenf last y~ar. 
10 $297.2 Rul!lon (the sales volumo 01 EconomiCs ta':oraloryj. .:' 
The ,ise was well below the 8.9 percent annuli.! averaga (ogfol!!red 
during the twenly-two yeats In whIch the !ist h,::Js b'3en publ!shed. 

those heavy losses on the C-5 and TriStnr programs. 
1\1ore than 90 percent of the 500 posted gains in total 

return to investors during 1975. The broadcasting and 
motion-picture group proved especially popular with in
vestors and registered n median total return of 107.78 
percent. American Bakeries topped alI other companies 
with a spectacular 251.34 percent return. The list of 
leaders als" included a host of apparel and textile com·· 
panies-Blue Bell (211.61 percent), Levi Straus. (210.51 
percent), Collins & Aikman (176.43 percent). Nashua, 
which makes computer disc packs;and paper ·for office 
copiers, did worst. Its total retllrn: minus. 34.41·percent. 

Last year's bu!l market also lifted total-return figure~ 
for the decade. After the bear markets of 1973 and 1974, 
the median return for the 1964-74 decade was down t" 
1.83 percent- The median for 1965·76 is b.!'k up to 8.08 
percent,l Fleetwood Enterprises, n manufacturer o.f mo
biJe homes, had the best record for the decade, an average 
annual return of 43.05 percent. 

The 500 trimmed its \york force by 5.9 percent,· or 
nearly n million employees. The four largp,st employers-
General ~rotors, Ford, International Telephone & Tele
graph, .nd General Electric-aocounted for about a fifth 
of that drop all by themselves. Median s.les per employee 
rose 8.7 percent. 

Assets grew to $668 billion, n figure "'presenting 11 
gain of only 6.1 percent o\'er the previous year. The. total 
stockholders' equity of the 500 did not do much betier, 
increasing by only 7.2 percent to $331 billion.. . 

This year, for the first time, the directory of the 600 
largest industrials includes industry coda number~. The 
numbers indicate which individual lin1! of business fie· 
counts for the greatest volume of each company's indus .. 
trial sales. Among the twenty-eight industry groups 
represented on the list, petroleum refinin!; had the hlgh-· 
cst volume of sales ($200.5 billion). The food in.lustt'J 
had the most rompanies-n. total of seventy-one. • 

-SUSiE GHARIB NAZEM 
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The 500 Largest IndustrIal CorporatIons (,anked by sa'es) 
STOCKHOLDERS' 

RANK COMPANY SALES ASSETS NET INCOME EQUITY 
'75 '74 (1000) (1000) RANK (1000) RANK (1000) RANK 

L EIIan (New Vorl<) 14,864,824' 32,839,398 2,503,013 I 17,024,411 
I Glomi Molors(Oetroit) 35,724,911 21,660\,885 1,253,1191 3 13,OO'I,3GS 
J r.ueo (New York) 24,501,454 17,262,448 830,583 4 ~614,817 
4 ford Malor (Dearborn, Mlth,) 24,009,100 14,020,200 322,100 23 ~350,300 
5 MtbU 011 (<<&w Yotk) 20,620,312' 15,050,287 809,Bll 5 ~840,997 

6 S\lnd.rd 01101 Call1ornla(Sanfrantisco) 16,822,011 12,898,150 7 112,509 1 6,485,062 6 
.1 Inletnatlonl Butlnus M'thlr.u (Armonk, N.Y.) 14,436,541 15,530,416 4 1,989,811 2 11,415,171 3 
S G\lIIQil{f'ittsbul£h) 14258,000' 12,425,000 8 100,000 8 5,458,000 7 
9 8 G4Deni Eletttlc(Faufield, Conn.) 13,399,100 9,163,500 11 580,800 11 4,069,200 12 

10 11 Ctlryslu(HighlandPatk, Mich.) 11,699,305 6,266,728 17 (259,535) 492 1,409,209 22 

11 10 Inllrl\l\\BI\IIftl.& l'I1.(ttewYofll.) 11,351,647 10,401,941 9 398,111 15 4,15~3\l 11 
12 13 StJnd.rd 011 (Ind.) (Chicago) 9,955,24S- 9,854,099 10 186,981 6 5,584,919 9 
13 II U.S.Slul(PiltsbLlfgh) 8,161,269 8,148,114 12 559,614 12 4,850,143 10 
14 14 SlIell 011 (HoDston) 8.14],445· 7,010,153 14 514,821 13 3,911,364 13 
15 18 Atlan\lcRltbntl~{losAnitles) 7,307,854' 7,364,187 13 350,m 17 3,663,558 16 

16 15 ConUnenli1 OU (Stamford, Conn.) '1,253,801 5,184,581 10 330,8\4 22 1,134,882 25 
17 11 E.I. do Pent d. Nemaurs (Wilmington, Del.) 1,121,500 6,425,000 16 211,800 25 3,834,900 14 
18 15 't/fluflrn EItt\Tlt (Hew 'iolk) 5,59~1l5 4,119,9.\\ 22 lQ7,308 81 3,200,232 11 
19 28 Pred'r' Glmble(Cmcinl'latl)i 6,081,675 3,652,613 32 333,862 21 1,118,141 26 
20 19 W.stlnrholluEleclrtc(P.Usburgh) 5,862,1\1 4,666,286 23 165,224 45 2,001.692 21 

It 22 Union Cllblde(Hev{Yoflo.) 5,665,000 5,740,800 19 381,700 15 2,m,000 18 
22 2\ Ttnneca(Hollslon) 5,599,709 6,584,2{)4 15 342,936 18 2,400,079 23 
23 23 G\lO~Jur Tlrl & Rubber (Akron, Ohio) 5,452,413 4,113.615 29 161,613 48 1,816,051 34 
24 25 Jnlernalianal Hmesler(Chlcago)2 5,335,385 3,510,340 33 19,354 120 1,443,863 42 
25 20 OttldenlaIPetrol.urn(losAngeles) 5,333,919 3~00,3n 34 171,155 42 I~OO,QlG 52 

26 25 PhllllptPetroleum(Bart!esville,Oklll.) 5,\33,551 -1,544,929 25 342,568 1, 1,424,299 21 
21 34 UnIon Oil of CJlifornla(los Angeles) 5,086,427' 3,776,124 3D 232,754 II l,gI9,441 29 
28 21 8~tbl.hlm Stnl{Bethlehem, Pa.) 4,9/)'228 ',59\,\4\ 24 241,951 30 2,511,985 19 
29 36 CJ1erpllluTuclor(Peoria,llI.) 4,953,683 3,385,635 37 398,735 14 1,760.145 36 
3D 32 Eutmln Kod.k (Rochester, N.Y,) 4,958,536 5,056,238 21 613,594 10 3,7(.9,019 15 

31 35 R~tben 'nttrDlUm\ (Pittsburgh), 4,943,400 2,888,\00 47 101,too 90 \,h~900 55 
32 27 Dow Chemlcl' (MIdland, Mien.) 4,888,114 5.846,7Jl 18 515,662 9 2,4S0,556 20 
33 33 KII!tco(GlenVle ..... , III.) 4,857,378 1,611,in -93- 13~551 55 93M15 12 
34 31 RCA(NewYofk) 4,789,500 3,728,400 31 110,000 18 1,119,700 \4 
35 30 Elmark(Chtugo)U 4,13~ll9 1,413,914 -!l~. 79,885 1\9 021,78\ 132 

36 37 Sun Oil (St. Davids, Fa.) 4,389,128 4,383,519 21 220,054 34 2,391,300 24 
31 29 LTY(Dallas) 4,312,463 1,962,813 1!- 13,142 314 360,463 115 
38 42 BntrlceFoDds(Chicago), 4,\91,764 1,658,170 ~- 13~,764 59 &1\,451 81 
39 41 Xml(Stamfold,Conn.) 4,09',Oll 4,455,649 26 244,307 29 1,9Q6,951 30 
40 46 UllltedTechnalalln(Harlford)' 3,877,712 2,701,311 48 117,490 13 957,660 10 

41 45 GUJhaund(PhoenlI) 3,733,191 1,421,964 .m- 8\,120 115 614,969 133 
42 40 Firestone Tit. , llubber(Akron,Ohlo)J 3,724,150 3,180,801 44 134,296 61 ·1,51~699 39 
43 39 B~'lnl (Seattle) 3,718,853 1,188,896 .sa. 16,341 125 1,010.093 '66 
44 57 G.ner.1 Foods (While Plains, N.Y.)' 3,675,092 1,896,554 19 99,386 93 ·902,905 ·71 
45 50 "',hlandoll(Russell, Ky.)' 3,631,126' 1,913,011 13 119,361 10 125,511 109 

45 t Manunta(SlLouis) 3,524,700 3,450,900 35 306,300 24 1,916,100 28 
41 44 W.R. Grm (New YOlk) 3,529,163 2,523,803 52 166,618 43 1,015,013 59 
48 49 R.l, lleJnaldllndullrlu (Win~ton·Salem. N.C.) 3,528,895' 3,294,322 40 338,573 20 1,899,580 32 
49 53 Lilian ladustrlu (Beverly HilIs)l 3,43~168 2,185,731 66 35,280 233 796,598 97 
50 47 L~ck~b'.d Airelill (Burbank, Calil.) 3,381,211 1,573,400 101- 45,3DO 191 15,300 465 

THE oHIKIrIOKS AHD COKuns UKDUUIIUJ THE nGUllu IK litiS tAUf'II lor Ih YUI; Sft Ih, ,elerent,lo ~flll~l~nJ" un Pit'lll. 
DIII[CfOIlY.l.II[U'l.I.IK[O011 PAO[llS. Irll~rttll'lorf~l,urendmIJunela,19J5. 
ttA.NolulltJbte, 'rl,u"s~lelo,l1sul}u,'n~mIOtlobffll,19J5. 
'Dlln Mlll'Klude tid" talH; n.l~1 tl$lhnlMI'I el"uln" ~I'I P~l' 111, l11IUlnllflDr"'C11ytaren~onIStplemb't30.n15. 
··~ri:N~~'~.~~~~:f'~~~:~fn~'~~,a:~'II,~~~!~J~,~:rm.t, su Ih. tI~II~I"nnl 01 
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TOTAL RETURN 
NET INCOME AS PERCtNT nF EARNINGS ptR SHARE Tn INVESTORS 

STOCKHOLDERS' GROWTH RATE m5·1! 
EMPLOYEES SALES EQUITY 1965·75 1915 AVERAGE INDUSTRY HUMBER RANK % RAHK % RANK '15(1) '14(1) '65(1) % RANK % RANK % RANK tOOE 

137,DOOI 12 5.6 142 14.1 128 .. 11.19 14.04 4.£0 8.83 175 45.06 269 6.43 154 29 
681,01101 I 3.5 275 9.6 314 4J2 3.27 7.4t (515) 414 9\.20 68 0.29 31\ 10 
15,23\ 3t 3.4 284 96 316 3.06 5.84 US t68 326 21.56 386 (013) 328 29 

416.120t 2 IJ 424 5.1 418 3.46 3.86 633 (5,86) 418 39.62 284 3.34 219 40 
11,300 36 3.9 243 IU 23\ 7.95 la2e 3.1\ 9.1D 151 40,)0 291 4.15 187 29 

3~801 98 4.6 191 11.9 219 4.55 5,11 2J4 ~8B 222 41.02 288 2.89 236. 29 
288,547 5 13.8 10 11.4 W 13.15 12.4/ 3.53 14.21 74 37.35 306 7J6 136 44 
52,100 58 4.9 173 10.8 278 3,60 5.47 2.06 5.74 252 25.97 362 1.78 26B 21' 

315,DOOt 4 4.3 216 IU 141 3.17 3J4 1.96 4.93 273 42.99 279 0.41 311 36 
2\7,594t 6 (4.33) (0.92) 553 39.69 293 (\0~9) 442 40 

376,000 3 3.5 216 9.4 323 3.20 3.63 1.79 5.98 246 6tBJ 189 (1.15) 345 36 
46,808 15 1.9 62 14.1 ISO 536 6.68 1.55 13.21 SO 2.59 411 9.9] Sl 29 

112,196t 1 ~9 95 11.5 249 lal3 11.12 4.62 a38 18\ 18.43 133 8.11 lIS 33 
32,496 120 6J 115 13.2 IBO 1,59 9.21 3.86 1.00 211 IOJ8 431 1.65 214 29 
18,OIlO 138 4.8 181 9.6 3lJ 6.16 3.16 3.02 7J9 212 2J4 448 11.98 '53 29 

44,028 86 4.6 199 15.5 104 ~50 6.41 all 11.80 104 40.89 289 9.83 85 29 
112,235 13 3.S 25S 7.! 383 5.43 8.20 8.63 ('.51) 410 41.74 281 (2.55) 316 28 
152,677 9 1.6 401 3J 442 N.A. N.A. N.A. 36 
51,400 60 5.5 145 15.8 95 4.05 3.85 1.53 10.22 142 11.66 428 12.64 47 43 

166,048t 8 2.S 329 8J 354 1.89 0.11 1.43 2.83 323 43.47 212 (4.51) 406 36· 

106,415 19 6.7 '100 13.9 158 6.23 8.69 3.16 5.18 261 53.14 229 3.53 218 211' 
78,lSO 18 6.1 122 14.3 14;}, 4.15 4.08 1.81 8.65 119 IQ99 391 6.64 1SO 29 
14~225t 10 3,0 121 8.9 134 2.24 2.18 1.53 J.a9 301 11.41 '119 t91 235 30 
104,ll0t 20 1,5 415 5.5 411 VI 4.46 3046 (2.20) 385 21.90 384 (1.42) 351 45 
33,000 111 3.2 299 14J 139 2,64 4.14 ass" 16.98 4S 11.66 400 6.i3 146 10 

3~500 129 p.1 102 14.1 147 4.50 5.30 1.91 a9\ 169 29.13 346 ; 10.10 12 29 
15,668 250 4.6 \98 12.1 224 6.81 an 3.30 7,51 210 8,79 435 1.41 283 29 

112,1491 17 4.9 1/6 9J 325 5.14 I.S5 3.28 5,38 260 43.22 218 393 209 3J 
78,286 29 8.0 60 22.6 22 6.97 4.01 2.85 9.36 ISO 41.64 253 6.31 158 45 

124,000 14 12.4 16 1~5 11 3.80 3.90 1.54 9.45 1\9 7aoo ISS 7.82 122 39 

122,789 IS 2.1 379 9.0 330 t96 4.14 3.881 (2.61) 389 30~8 116 0.43 310 41 
53,121 56 ItS 14 25.1 16 6.65 6.OJ 1.20 • 18.68 40 69.23 166 16.40 28 2S 
47,845 71 2.9 32S 14.9 125 5.01 3.41 2.41 J. 1.\9 201 21.36 352 4.19 20J 20 

IIl,OOO 16 2J 364 9.1 324 1.40 1.45 1,10 (1.92) 382 81,25 104 (5.OJ) 411 36 
13,600t 109 1.7 405 Its 189 5.05 4.41 1.08 ta68 51 47.27 251 6.75 149 20 

21,848 141 5.0 161 91 126 4.20 7.84 an 1.11 215 (1155) 412 2.53 24' '9 
SO,400 41 0.3 460 3.6 418 1.02 lall" 1.84 (5.13) 417 14.10 412 (9.49) 411 20 
54.000 19 3.2 100 15.5 101 1.71 1.55 0.64 IOJ3 140 7Q04 164 9.11 96 20 
93,532 23 M 126 Its 191 3.01 4.18 0.94 12.56 91 0.13 455 (lSI) 362 38: 
13~07' II 3.0 316 m 211 1.7& 6.62 4.61 5.31 261 48.28 ,51 (1.32) 350 41 

53,438t 55 U 314 13.2 118 1.81 IJ1 1.60" 1.51 343 3W 301 131 2fl1 20· 
111,000 18 3.6 261 88 341 2J6 2.71 1.51 4.51 280 14.51 146 3.91 208 30 
n,600t 34 2,1 380 I.G 312 3.60 3.42 4.82 (2.88) 392 61.12 194 (6.86) A30 41' 
AB,OOO 68 tl 341 11.0 210 tOO 2.40 1.12 1.52 344 62.40 19<7 010 318 20 
21,000 144 3J 29.3 16.5 89 4.42 4.45 2,00 8.25 189 2a61 358 1.01 291. ~. 

59,242- 46 8.5 53 15.5 105 as3 9.25 3.74 8,n 117 93.70 93 32S 222 .- 28" 
60,200 44 4.7 181 15.5 IOJ 5JI 4.12 t80 6.61 230 20.13 395 (3J2) 391 2B· 
34,666 105 9.6 39 11.8 51 1.39 a99 3.27 8.49 183 23.01 311 8.58 105 21 
91,000 22 1.0 438 4.4 429 0.87 (1.29) US (4.11) 408 125)5 35 (\2.85) 451 41 
51,561 41 1.3 421 60.2 I 3,86 2.04 4,89 (2J4) 368 110.27 53 (1669) 455 41· 

·FilulIlsleIH~rlIIAml/ica"Arillicn. lHlfII' cbUledlrolll Unr!fd AntuU In Mar. 1975, FIUlts 'Of 1915 Include OilS 
Ifiurts'CI 1975!nclud,Da/!c1l914 IIn\" 911J"ll1!llh.dareollls (r'f~rOI (19H (U\; 119) hom Ihe (We 011ls uquJllbarr. NaYlmbrr. 1915. 
I~q~l"billl. ",pilI, 1915- 'frlU!e! I,./or "JUI rut tndrnl MArclll!. U7S. 

If'(Curum.lal t.\C1I ~"r tMulr. rtbllltlY U. I1J15. '(!Il.Iln Ittlal Illed YUI tndtnr. M¥ n, un. 
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The 500 Largest IndustrIals 
STOCKHOLOERS' 

RANK COMPANY SALES ASSETS NET INCOME EQUITY 
'15 '14 (1000) (1000) RANK (1000) RANK '(1000) RAHK 

: 51 4i Bald~n (New York) ,.3,367,243 1.656,472 ~S .. ·92,884 101 .863,560 114 
52 54 M~Don!lell DouI'as (S\.lOllIS) 3 I~;:',t€g 'l2Cl,141 " 85.650 107 ,846,912'. ,88' 
53 60 CllluSmlce{Tulu) 3,200,700 3,233,500 43 137,100 58 1,631,800 '31 
54 38 A""tnd~ H'n(<<a.~ Y~Tt.) UIG,~G9 ~.~e:v:59 .,. 12OA03 64 1,(J.I3,105 63 
55 55 Ralston Pllrln.a(SLloUls)i 3,149,091 1)17,314 122 93,548 92 .614,256 118 

56 58 MinMtula Mtt:tne; l Minuladuunl(Sl l'avl1 l:27).j~ ] ~llli.l62 46 [aum 26 1,822,699 33 
57 52 Continenlal Can (New yc,~) 3,101,862 1,963.100 -75- 101.184 82 867.500 62 
58 56 Inlernationll Paper (tle'.'l YOlk) .;: n!0 ~OO 3l1/. ~~'1 J, ~18 C(1O 35 1,501,600 40 
59 51 AtmtO Stul {MII!d!etGwn, OtIlO} 1,lJlG.1l8 2.605,971 49 116,661 74 1,330,743 45 
60 63 Spent Rand (New YGrk)l 3.i;·:O,~6? :,~l1m ;1 131,420 S? !,058,954 60 

61 61 GtUY OU(lQsAng~les) 2,963,582 3.239,863 42 256,688 27 1,902.201 ,31 
E~ 74 Oeu8' (fliohr.e. 111/ :.~S~ te·: l.~;~ }!,,'g " 119.073 41 1,169,129 '53 
63 59 MuathonOII(Flrtdla)"Ohio) 2,87am' 2,005.425 -12 12~1I7 65 I,Oll,102 65 
&\ " tou·t}o!3:(AtlJn\a) 2,'~P~41l 1 JlO,bH So, n~,~Gl 31 l;l1S,?19 ' ,48 
65 66 Ameriall Can (GreenwIch, Ccnn.) 2,810,156 1.855,280 d3 71,291 124 790,258 98 

t. t9 Cclg1\ftoP1Imll\j~e (Hw Yell<.) ]fl;,'JNJl tAH~lt !l\. lt8,S60 12 710.539 11)2 
67 61 HanDYWeU(MmneapolJs) 2,760,068 2.573,914 50 77,826 123 99~153 .61 
68 lQ CPC Internaho,nl(EnglewocdCflHs, rlJ.) :.':1.'lt2 Uti!.,! 111_ 1{)3,244 79 651,019 122 
69 82 Gull t.We51etnln~uslti81(tlelV'iolk)'l 1.£02.141 3.3C:;",1115 39 140,055 54 849,1lI is 
10 76 Bendll (Saull'fie~~, Mlt!l)l 251~ no(: J :t. " ~ ..lW 19,EOO IB 731,600 107 

71 75 TRW (tleveland) 2.555.6%3 i,!;EGA65 SI- 103~S9 65 .761,854 104 
72 85 Amelltan Brards(N(wy;},k) ~ .'.ij ,1, 'I,j'" :, J,/'j II 14~.527 49 1,103.!45 57 
73 65 Slntet(Uew\'ork} 2,569.000 1.197,100 81 (451900) 493 306,200 236 ' 
74 91 FhtlJp Mortis (N~I'I YOlk) l ~~l,~ll' .3 ;";~ Jlt t;S Zll,fij'!i JS 1.221.181 '9 
75 79 Cl)nso/!d~led Fcads (ChIcago), 2,535.627 1,036,815 ~6ff 12,143 377 'ill,851 1.4 

76 86 SlandardOil{Ohlo)([;lev{'lar,cn f .. \:lUS\ ~ 7~1.1,:'4.1 " 126,5SS ;G .1,4.1,119 41 
71 88 Tnhon(Provldellce) 2.459,060 1,433,334 -113 95,955 97 ,754,491 10' 
78 72 \'Icyorllaeum (T":Jm~. Wash.) ~.~,'" In ~ . 13:)71 " 191.88$ 38 1.188,039 3, 
19 71 Champion Inturnalional(Slamrard,Cann.) 2,399,25B 1,971.244 .)4- 61.019 151 7",339 99 
80 18 Georg!a'Piltllll:(Proilland, Ore.} .~. ~'Etj.610 2 J~'';-,~1G 148.n?U 50 1,02/,630 6J 

81 62 Republic Sleel (Cleveland) 2,,33.281 2,011,119 " 72,198 130 1\2.1S,100 41 
82 14 Allied Chamieal (M!l~115toNn, N.J.) :.'iJ.111 l ?":l9~~ 6' lla,19~ 75 1.044.85' 61 
83 89 PupsiCo (Purthase. N.Y.) 2,321,243 1,36.919 123 104,600 84 627,173 ·.130 
84 9' Gl'neraIMlIfs(MllmeaPJhs)tt .',~;~.soo l.:C~,I1~J ·134- 16.213 126 5EC,'89 148 
85 64 Aluminum Co. 01 Amema (PI\lsbllrgh) 2,305,900 3.419,900 36 6',800 138 .1,575,400 38 

86 90 fMC (Chicago) 2."';].'l:2 Jan:PES ... - 10a16. 80 823J40 91 
81 93 American Mlliors (Southfield, Mlch.)1 1.282,199 1,010,349 161 - (27,500) 485 351,011 216 
88 87 Owens·Ulmols(Tolcdo) '!':.lll ]g1i'l'&7 ... lI- 81,136 105 841,913 81 
89 91 Amnlcan Home Produtls (flew YOlk) 2,25B.642 1,390,712 ·120 250,GB9 28 899,012 78 
SO 100 Ra~theon(Le~rntIOll, ,-l.m.) , !4~,U~ llijlJ,t54 IbJ. 10.913 131 464,193 172 

91 63 thlfonaISlnl(Plttsburgh) 2,241,167 2,410,418 56 18,041 161 1.20am 51· 
92 99 JChnson "JchnSOR (flew BfunS>'lI~k. til.\ /,!2U!lG 1.1j.':I.;G·~ 1(0 _ hB.SlS 39 .1,150,637 55 
93 81 Uniroyal (Middlebll'Y. Conn.) 2,187,645 1,605,869 ~L 23,041 300 626,190 1" 
9~ 83 lInltedSrands(Boston) 2.l!lfi ~2l , I ~cl,7(".) m IO,iSg 39' 482,315 161 
95 11)2 Yiarner.llmbelt(MamsPI:uRs,NJ,) 2,l1Z.~;'1 1,108,249 .&6- 163,899 41 1,098,803 .58 

96 ~7 tlCR (Daylon, Ohnl) l,165.607 ?19Utl 6; 7/,491 129 198,287 95 
97 121 $i.r:RII Companles(BevellytWs)tt 2.162,9'8 1,866.823 '~1 • 41,131 209 '8~,243 92 
98 98 GeneratOYllamlcs(Sllou(s) l.H.O,CJ8 1.33!!,C3S t25 84..;89 109 544.184 149 
99 77 InlindSlul{Chlcago) 1,107,418 1,866,543 ,~. 83,350 III 9/0,185 GB 

100 103 Carnatlcn(Lo5An&~lt.s) 2.015.310 J.4jJi)W 1" 88.536 104 566,029 146 

'DIlOS noflr.tludl U~1e ta~~I: ne lha el~lan.~c~ tl'uln"en ~t" 3j1 t4yer~Je IOf the yUt, ice tile f,ftlCn=tlo "um~!c~fI$" 0/1 pla.na. 
"R.~tds an '1\l1c."hrlr~ CJO~ltct 1\lfUI I~ per,ul. Set t~e upllt,lt,on 01 IffllyrrlsfCtMellennrllAutlilr. 

"ndl"tO!ll'''lnd''UUlIIIII'~·tl-~lre··Cnpl,e3Ja. lI'jilltr IS lOf U.S, P!,"':~:I 
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TOTAL RETURH \ 
HET INCOME AS PERCENT OF EARHINGS PER SHARE TO INVESTORS '. 

STOCKHOLDERS' GROWTH RATE 1955·15 
INDUSTRY' : EMPLOYEES r:ALES EQUITY 19S5·1S ISIS AVERAGE 

NUMBER RANK " RAHK % RAHK '15(1) '1~1) 'SS(I) % RANK % RANK % RAHK CODE '.; 

42,JUOt 89 2.8 335 10.8 280 . 3.01 2.12 2.03 4,02 295 ' 37,92 303 ~18 m'· \~o:~~!, 
6Z,830 42 2.6 315 10.1 m W 2J7 \.2&:11 5.76 262 8a.tz 103 (0,£1) S32 .,·c ."1;','; 
17,100 Z3I 4~ 7ZZ 8.4 351 5,12 7.58 3.71 327 315 (4.87) 463 3,75 '212 ... 29:i" 
5,145t 428 4,0 235 12J 214 3.]4 5.19 1.2.' J~42 138 IQ.93 430 3J3 .224 2.9'-t. 

55,000t 52 3,2 300 14.8 127 2.80 2.S5 0.98 11,07 122 28,92 317 11,27 '62 20 ',;' 

18,417 27 M ~ 1!;A Il8 2.29 2.£6 I.no) 7.71 205 23.26 375 &.7S 148 38-::'1 
59.875t 45 3.5 280 12A 212 3,64 4.07 2.14 5AS 25S 12,63 418 4.67 lSI 34 i' 
50,811 52 7.1 11! 14.5 Il2 4.91 5,95 2.02 9,ll tGt 67,13 16& 10.85 69 26'\ 

. 48,818t 55 3.8 253 8,8 UI 3,71 ~71 3.15 1.52 341 20S5 392 3,2S ZZO ~.:~ , 92.963 24 4~ 217 124 20S 3.81 327 0.71 la30 42 46.18 21i3 7~6 "135 

11,577 327 8,5 47 13,5 164 13.71 15,00 0.74 ]].90 4 4.58 442 17.12 ZZ .. 29'-
53,134 5' 6.1 124 150.1 119 6.03 5.55 2.01 11.61 111 25,80 363 10.19 71 45 .' 
11,873 J18 4.5 209 121 194 4.28 5.70 2,03 7,74 204 24,24 359 8,OB 116 29' 
31.08-\ 124 8J 55 U.s 38 4,QQ 318 1J3 11.84 110 59,63 702 . a74 103 49· 
50,I00t 53 2.7 343 9.8 305 4.17 5.19 3,52 1.42 345 1~45 406 0.17 '321 34> 
42.000) 90 4.2 230 15.4 1lI 1.73 1,73 ~50 lI.17 120 22.08 383 14.71 32 43 
83.051 25 2.8 328 7.9 363 3.95 3,91 Z.51 415 288 55,53 177 (5~1) 417 44 
42,900 8S 4.0 m 1G.6 76 4.62 4,19 2.46 ,.51 2lS 34.03 3\7 2.53 m In' 
75,000 32 5.4 1~ 15,5 78 4.49 2,96 M9 27.68 12 77.63 13B 5,91 .'143 34 
14.100 II 3.1 11l 10~ 215 4!9 4.65 2.53 6.al 226 lI4.0' 49 1.62 126 ' 40· 

8~7S7 25 4.0 2,}:: 13.5 leo 3.08 ),05 1.57 ~97 219 101.45 74 4,83 185 4tI. 
56,500 SO 5.8 113 134 1&1 5.61 ;.16 1.04 6.36 237 lB! 307 5.00 ' 152 21 
98.000 21 (27.5!!) (0,89) 4,03 (14.78) 471 (l2!2) 450 35, 
48,000 69 B,3 58 11.2 64 3.6! ,.IS {l's9- 19,69 32 12.11 m 2\.40 's 1\ 
78,000 30 05 454 2.2 463 0,27 2.41 1~5 (14S3) 434 8247 120 1.57 .m zo 
20,550 201 5,1 164 8.7 147 342 4.03-- 2,05 5.25 '51 15.64 40,; 11,70 .. 55 29 
84,000 40 3,9 247 12.7 i93 2,58 2.83 1J3 ~85 223 73,24 152 3,00 '230 41 
45,595 75 7.9 61 107 281 1,51 2.17 ~6a 8,30 187 18,M 298 16.61 25 26 
47,728 72 25 353 7.' 365 1.82 314 1.5111 I.8B 335 8H7 118 1.21 292 25 
Jl.~O III tt3 IlB 14.4 116 2.45- 2.S5 0.94 10.05 146 75,01 145 13,64 40 .,26 

39,430) 94 3.1 312 5.5 409 4.45 10,55 4,90 (0.94) 373 2J.fil 351 U8 255 33 
33,400 113 5.0 170 11.1 265 4.17 5.43 3.02. 3.28 314 21.53 374 1.07 2S5 2ll 
49.000 84 4.5 207 15.7 75 4.41 3.59 1.96.1 a45 184 75,00 143 7,52 127 49· l 

47,969 70 3.1 291 13.6 1&1 3.19 3.18 1.32 912 1&5 50,59 242 9.67 89 20' : 
44,100t .5 2.8 J31 4.1 43J 1.85 5,14 2.28 (2.07) 383 33.78 320 0.19 319 33 

46,572 77 4.7 188 11.1 I1Z 3.24 2.40 B5 S~I 256 9a25 77 (3.03) '384 45' , 
33,045 IIG (0,92) 0.S4 ~27 55,51 179 (4,45) 403 40 
66,934 38 3.8 252 10J 293 &02 5.74 4.41'· 3.15 318 58,79 204 1.03 300 32' 
4a391 78 11.1 23 27.9 II 1.5' 1.42 ~52 11.75 lOG 3,03 445 1115 53 42 :: 
52,692 51 12 l07 153 lIZ 4.6S l,85 112 14.41 71 '5.~5 lOB 10,'6 51! 3& 

31,348t Jl5 2.5 348 4.8 425 3.10 9,44 5.56 (5,57) 415 22.n 379 IJI tIl8 33 
S3,BOO 53 aJ 57 16,0 SI 3.18 2.BO 0.58 18.55 41 12.02 424 17.46 21 3B 
55,542t 51 I.! .15 3.7 437 0,58 1.55 1.34 (6.55) 422 ,.42 30' (3.84) 3S7 30 
48,000 51 0,5 ~55 22 m O.BO (4.25) 0.4911 5.02 270 61,65 192 0.15 321 :/0 
57,500 48 7,5 79 14.9 122 2,08 1.98 0.'0 10.03 148 4U7 274 8.14 )13 42 

72,000 as 33 lS8 9.1 129 2.99 3,57 1.41 1.81 202 61.12 185 (2.86) i81 44 
'~800 92 I.S 390 5.1 417 I.8S 7.56 2.13 (1.19) 375 17.47 401 (1,44) 352 ·40 
61,BOO 41 3,9 241 155 102 7.94 5.05 4.51 5.B2 251 95.48 85 (1.75) 359' 37 
32,639t 119 4,0 240 B.5 349 W 7.95 3,75 1.58 338 34.85 116 5.64 158 33 
21,871 18S 43 22J 156 99 4.76 4.27 !.l7 15,06 63 23.84 37Z 13.86 38 20 

IInturtsl"l~rrIiUllea,.ndi"''''.rJI.J915. 
IlfitluetslQrAMK. 
t'fllu\U lellsnil\du~. Unl~II\11 01\ P,dllt\s usn Illl)l,~ l'3>tl'Clll'o 
Ihld.ltGtllslCduISUI~n,Mlr.1975. 
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The 500 Largest Industrials 
STOCKHilLDERSi , 

RANK COMPANY, SAlES ASSETS NET INCOME EQUITY " 
'7l '74 (l001!) (1000) RANK (1000) RANK '(1001!) . RAN~ 

101 146 Dmur IndDltrln (Dallas)' 2,011,600 1,424,400 116 123,900 67 ,! &l6,.l00~' 124, 
102 144 Pullman (Chicago) 2,006,911 886,451 .. m· ,39,350· 215 "323;232" ,:229 
IOJ 106 H.blsec (East Hanover, NJ.) 1,970,829 1,014,389 -165" 59,038 159 ~~. m:~~ . 18~' 

104 80 Burfinilollinduslries (Greensboro, N.C.)I 1,958,092 t,566,525 ,1111 39.769 2.14 ' ·79, 
105 III CBS (New YOlk) 1,938.867 1.193.110 ·136' 122.903 69 f,'644,640 12'" 

106 101 Amerltan Cranamld (Wayne, N,l) 1.928.444 1,722.174 89 147,675 52 :1;1114.216 .,2' 
IU1 95 B.F. Goodll:h (Akron, Ohio) 1,901.202 1.596.825 99 25.555 284 " ".736.960 <le6 
108 101 Calanm (New York) 1.900.000 1.908,000 78 50,000 m c' :768.000 103 
109 1I3 PPGlndutlrin(Pittsburgh) 1.686.600 1.869.000 -80· 89,0C<l 102 ,; •• 910 .. '100 ·:75 
110 125 Bdslol·Mrm (New York) 1.821.669 1,183,344 140, 111.696 53 ',698.140: 114 

III 128 Arehu Daniels Mldl'lId(Oeealul,IIl.)1 1.822.878 481.816 ,180 34.951 235 • , '20s.16S " 308 
112 113 Horton Simon (New York)l 1.815.169 1.355.711 114 81.758 111' ': 125,327· . ,110 
1I3 131 Iowa Beel Procenols (Dakota City, Neb.)' 1,805,340 119,684 440 23,237 197 " 107~57' '442 
114 120 Standard Brandf(Newyo,k) 1,799,895' 947.165 172 66,895 134 419,051 ·182 
115 129 Kerr· McGee (Oklahoma City) 1,/98,580 1,387,882 121 131.080 63 ' • ,807,894 ',93 

116 111 CentraISeya(FortWayne,lnd.)16 1.789,168 408,214 ~Ie- 21.1117" 314 ,206,070 312· 
lI7 109 CrownZennbac~(San francisco) 1,758,120 1,523,084 107 74,490 118 .. :m.689 ' .-100 
118 115 General Tile & Rubb~r (Akron, OhIO)" 1,751.958 1,421,300 1Il . 62,368 146 ' m,I17 : lIZ' 
119 116 Teledrne (Los Angelu) 1,714,972 1,141,883 146· 101,706 89 491~09 '165 
110 140 Combusl'on EnElneerlnl (St3mford, Conn) 1,711,151 ),054.485 158- 44,591 196 ,':'36-1.9.34 '212 

121 141 InaetlDIl.Rlnd(WOOdeliffLake,NJ.) 1.708,298 1,673,154 92 J!9,171 71 799,774 94' 
122 191 Amstat(tfew IOlk)' ),686,991 441.456 JllI· 39.035 117 230,413 292' 
123 95 flernllldsMelals(Richmand,Va) 1,679,262 2,204,138 64 60,017 156 830,599 90 
174 134 Burroulhs(Delroil) 1,675,646 2434,951 55 164,409 46 '1,308,131 46 
125 130 Pftter(rlew\'olk) 1,665,458 1,019,379 70 147,715 51 ,,930,495' '73 

126 139 H.J. Heinr(P,lIsburgh)" 1,661.701 1,114252 -145 66,567 lJ6 502.795 162 
121 143 Anheum·BulCh(SlLouis) 1,644.979 1,201,116 135- 84,713 108 593,842 140 
128 108 Borg·Warner{Ch!cago) 1.639,000 1,191,500 137 44,500 197 689,100 115 
129 lI7 American Standud (New York) 1,611,261 1,018,663 ,164 44,761 193 405,884 18' 
130 114 Kaim Aluminum & Chemical (Oakland, Cahl.) 1,57B,I25 2,101.160 ·67 94.705 100 797,458 96 

131 156 Blbtack , Wiltol (Nl!w YOlk) 1,564.995 1,135,397 148' 42,317 204 374,379 '205 
131 110 Ealon(Clevcland) 1,558,294 1,251,084 132 47.043 181 1OB,937 136 
133 136 Campbell Soup (Camden, NJJ' 1,545.555 8<\,164 194 86~13 lOG 666,400 120 
134 105 Lyku· Younl11own (New Olleans) 1,517,839 1,630,45< 97-' 56,890 IS3 m,331 III 
135 162 Farmland Induliliu (Kansas Cily, Mo.)!' 1,507,805 930,489 -HS-- N.A.1t 284,651 153 

13' 145 IC Indllllrles(Chieago)U 1.504,835 2,242.70\ 60 48,600 176 925,911 74 
131 169 Piitstan(NowYalk) 1,504.212 890.246 -IlI~ 200,146 37 495,816 165 
138 104 Oiden (New YOlk) 1,491,164 925,953 176 41,018 182 281,359 256 
139 152 Mmk (Rahway, ru.) 1,489,658 1,513,693 100 118,778 33 949.991 71 
140 118 Klmbelly.Clnk(Neenah,Wis.) 1,483.738 1,305,243 ·118 101,544 68 729,744 103 

141 141 Anocbted Milk Producers (San Antonio) 1,477.851 184,948 469 N.A.n 61,023 474 
142 121 Whlllpool(BenlonHarilor,Mich.) 1,467,566"' 764,939 1iI6 58,853 160 432,062 179 
143 137 BoisaCamde(Bo'ise,ldaho) 1,45a050 1,569,517 '102" 63,890 140 B6~241 83 
144 158 Allls·Chalmels (Wesl Allis, Wis.) 1,443,159 980,949 170 ~ 19,393 167 443,644 Il5 
145 148 Clark Equipment (Buchanan, Mich.) 184,580 915,986 179 46,618 186 403,139 181 

146 i33 Hercules (Wilmington, D,~I ) 1,413,111 1,316,151 -126 31,459 146 664,910 121 
147 104 Nurth Amerltan p~nrpl\(~lew YOlk) 1,409,841 887,870 183 31,363 251 354,728 211 
148 160 GiIltttll(Bos!an) 1.406,906 1.025,931 ·161 79.954 III 471,784 170 
149 150 SllIdllblker.Wall~ln"on (New YOlk) 1,396,237 883,643 186 29,B73 265 333,289 216 
150 135 St. ReEls Paper (New Yor,~) 1,394.75< 1,394,239 119 !:5,913 98 771,759 101 

N.A.Nolu.,I.bll. lRrU«b III utrlgrllln • .., thUI' ClI,I"ull; ',fUnl; 1ft Ih lI~bnlti~fll DI "utl!lt1lml" Ind 
'Oounoltnc!ud,lltilelufI;lIelbielplindionCl'''ulnN oQp,,13Jr "'UfllflIIPIlI/u,,"onp'IIll5. 
• tllflltdl u ulrurdlMlI)' trdll cllt Itlula ptlct"l; In Iht up!lft.hcnl cl "~tl Inrtml" In4 UF"ul"I'CfHunIFC~I&I,,~"'IUri . 

"rllnlnll ptr lhu." on pl,lllS IIFl1uluarelcrliu,IY.lftn!!,nIAUlu,lll.19J5. 
tAur""QII~' rear; ,"1ft. rdt/lnct to ""mpIOrUl"on pll.ll!. 11r"UItIII.'ol'llUlr.'rudinINc~tfllbtrJIJ, 1975. 
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TOTAL RETURN 
NET INCOME AS PERCENT OF EARNINGS PER SH~~E TO INVESTORS 

STOCKHOLDERS' GROWTH RATE 1115·15 

UiDUiJgt~~ EMPLOYEES SAlES EQUITY 1165·75 1m AVERAGE 
HUMBER RANK % UNK % RANK '7~1) '11(1) 'I~S) % RANK % RANK % RANK 

51,000 II 6.2 It1 192 44 R29 4.60 2.07 14.88 66 47.48 211 ll.21 64 . ~ 45; 
26,.100 149 2.D la7 122 In 3.61 3.79 2.01 6.01 243 12.71 417 5.a6 164 37. 
47,000 14 3.0 319 145 133 3.70 2.85 2.20 ~83 324 85.43 109 U9 278 20 '. 
71,000 37 2.0 384 4.' 42a W 3.65 2.18 (~4) 4ll 96.n 84 O.lJ ln IS .. ' 
29,171 134 6.3 ll4 19.1 46 4.30 3.80 <19 6.98 218 5a10 205 5.92 163. 42 

37,820 99 1.1 17 14.1 146 3.09 1.24 2.11 3.89 300 27.ll 353 (0.82) 338 28 
44,898 83 1J 423 3.5 441 1.65 3,50 2.96 (5,68) 416 .1.62 282 (2.62) 318 3D.··· 
37,000 101 2.6 114 5.5 393 3.30 6.7B 5.10 (4.16) 405 BUO U6 (1.71) 357 28 • 
34,9001 104 4.1 189 93 306 4.28 4.51 2.14 4.56 281 5l.43 238 4.21 200 n 
29.186 133 7.8 71 20J 33 4.44 3.76 1.44 11.92 101 '1.15 2as 5.13 lsa 48 • 

3,940 469 1.9 389 16.8 71 2.10 1.79 0.20 26.51 13 ll5.91 45 27.70 2 20 .. 
25,0001 157 4.5 100 11.4 253 1.84 1.59 O.55u IV!' 87 113.63 50 13.6! 41 20 

6,610 420 1.3 429 21.6 2' 8.05 5~' 1.79" Ia22 54 93.85 92 (1.01) 431 20 
2MOO 200 3.7 263 15.6 98 2.40 2.03 0.51 5.1!l 151 39.19 295 10.53 17 20 
10)05 345 7.3 86 16.2 84 5.15 4.64 1.29 14.85 57 (0,35) 457 13.23 43 29 

9.149 355 1.2' m 10.2 296 1.37" 2.06 Q79 5.66 255 13.52 149 6.32 157 20 
3~85J 121 4.2 226 9.6 315 3.01 5.06 2.02 4.07 294 56.74 214 560 170 26 
39.285 96 3.6 211 8.8 339 2.82 3.53 W 2.89 321 83.54 JI1 1.51 281 30' 
45.400 81 5.9 128 20.1 21 6.09 1.29 0.31 32.32 9 122.34 40 5.65 161 .. 36'. 
45.938 80 2.6 317 12.2 220 4.16 3.50 1.87 8.32 186 Ja85 338 328 221 34 

45,299 82 7.0 90 14.9 123 6.42 5.62 3.30 6.88 221 8~ 434 6.48 152 45 : 
7.018\ 410 u' 361 16.9 68 9.46 7.75 3.81 9.52 157 54049 225 a12 114 20 

33.4001 114 3,6 269 12 382 3.29 6.23 2.93 1.11 341 S087 195 (4.59) 401 33 
51.611 59 9.8 31 12.6 203 4.14 3.66 059 21.51 26 11.69 426 2163 10 44 
39,200 91 8~ 42 15.9 94 2.10 1.93 Q90 8.84 174 (13.51) 469 3.01 229 42 . 

31)81 123 4.0 238 13.2 176 4.40 4.26" 1.46 11.65 109 33)1 324 f 11.41 58 20' 
13~01 282 5.2 162 14.3 142 1.88 1.42 0.60 12.10 91 43.2!1 217 14.18 35 49 
37.700 100 2.7 338 6.5 395 2.31 2.66 2.42 (0.461 367 59.63 201 3.13 22l 40 
48.300 66 ~8 334 11.0 269 ~54 2.40 1.81 3.45 311 110.09 55 1.74 269 34'· 
23.261\ 176 aD 125 11.9 232 4.18 5.29 2.10 a51 182 129.29 31 0.50 308 33 

40,975 91 ~7 342 IIJ 258 3.49 2]2 1.38 3.90 295 43.8. 211 (4.92) 408 34 
43)46 87 3.0 317 7.7 368 2.56 5.19 2.35fl' 125 346 62.84 188 4.62 192 40 
30,941 125 5.6 140 13.1 186 2.61 2.56 1.53 ; 5.49 258 26.31 360 2~1 23J 20 
29,300 132 3.7 261 1.9 361 5]3 1231 0.11'° 23.22 19 9Jl 432 5.41 171 33 

6,570 423 NA N.A. N." 28 

39,851 93 32 298 52 414 2.SS 3,55 2.03' 2.70 325 S070 196 1.12 295 n 
17~96 219 13.3 12 40.4 6 5.41 2.94 0.30 33.69 6 la78 132 25.44 5 \0 
33.0001 118 3.2 309 16.7 74 4,62 4.52 1.56 11.41 115 2~42 381 1.20 293 33 
26,800 146 15.4 4 24.1 18 3.03 ~19 0.92 12.66 90 6.44 438 8.92 101 ~2 

27,810 142 6.9 93 14.1 151 4.41 4.10 1.72 9,87 ISO 55.14 216 1.03 140 26 

3,502 415 NA N." M.A. 20, 
23.400 172 4.0 237 13.6 161 1.63 Q69 1.06 4.40 283 8QI5 124 9.93 83 36 
2~917 135 '.4 215 7.4 377 2.16 3~5 1.49 3.78 307 13Q50 29 014 3ll 26 . 
26,7441 141 2.0 383 6.6 389 . 2.33 1.77 2.33 aoo 359 88.56 102 (1.99) 436 45 
25,783 152 3.3 295 11.4 251 3.43 3.68 2.12 4.93 212 16.20 409 ),65 21.5 45 

23,500 17I 2.3 363 4.9 421 Q7/ 2.21 1.11 (3.59) 400 11.91 399 5.4L 176 28',' 

3~896 126 2.2 369 8.8 335 2.SI 2.83 t.30n 2.02 333 63.32 184 1.1)1 299 . 36 
33.500 112 5.7 136 16.9 66 2.£6 2.92 1.49 597 248 37.44 305 ),81 266 31· 
22.91l1 181 2.1 J71 9.0 332 8.14 1.92 2.46" 1l.71 89 lIall 43 4.60 193 45 
28,000 140 .9 94 12.4 208 4.21 4.16 1.76 9.21 162 84.71 112 8.31 110 26 

IlFJ,u,u _,. for ,,'", ~.u .ndlnl A,nllG, I97S. 12M.m, tfun"d "Qm illinoiS Ctnlll'lnciullfin In Mn. 1915-
Itfl,uII Ir 'or Ealon MlnulJctullnc. uri,ufI II for ConlOri~III" tltchon~'J Im;MWn. 
»r.ruI.tslo,1.y\,I. ~'rrIU"II,orWorlhl"'lolL 

IlCllooptrlthn provid' ani, "1111 m,rvn" ~'~lfI. which Ire not "m~rlbl. 
fol/ltu!·rncom,lrrululllt/!'lflllbnIS. 
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The 500 Largest IndustrIals 
STOCKHOLOERS' 

RANK COMPANY SALES ASSETS NET INCOME EQUITY 
'IS '14 (1M') (1000) RANK (Ionn) RANK (1000) RANK 

151. 163 Quakfr Dais {Chicago}~ 1,398,013 165,062 '205 31,031 255 400,141 192 
,m 12G Tunlnslrumenlsltlallas) 1"I,b21 ~l.411 '" 62,142 148 585,258 141 
153 121 U,S.lndusltflS(NewVork) 1,341,616 911,646 --113 10,419 398 498,439 164 
·154 193 Alway (De Will, tty.)1 1,l29.4Z5 511,156 2J3- NAt! 152,282 382 
155 115 Grumman (Bethpage. N.Y.) 1,328,622 522,101 2/1.- 1],541 295 HS,I58 39<l 

ISS 149 M(llorDIa(Stb~L1mbLlrg, 111) 1,311,771 1,001,460 169 41,127 210 610,991 134 
151 Z34 Inlernallonal Minmls & Chemltal(Uberty\'ilIe, 1ll)I·n 1,3D2.9OO 1,081,500 \54- ISS,ooo 44 451,900 lJ3 
.158 \59 AYon Pcodutls(NcwVork) 1.2gS,(lt2 81~.518 19t' 1J9,00-I 56 524,322 lSI 
\59 165 SCM (New YOlk)1 1,287,454 104,078 12t' 11,58S 211 289,319 251 
1,0 164 oullndultries(losAn,Cc!es) J,"UOAOl 1,190,C~7 -\lB· n,9all 12\ SS3,11S \\J 

161 124 Nllnduslriu (New York) 1,219,311 1,059.49, 156 45,591 189 52~001 158 
162 192 OcIMllnt~(SanFranmco)l! l.2i9174 m.;li~ .20) 41,245 \19 305,196 239 
163 161 DUn (Slamrord, Conn.) 1,2G1J.590 1,013,5S9 16iI 59,411 158 535,193 153 
164 IJ2 Emerson Eletlric(SllollI1)115 1.1\0;" S5:',~53 19/ 96,187 96 598,424 137 
ISS 132 Mnd(Dayton, Ohio) 1,24.1,631 1,091,215 15Z 52,118 170 531,414 155 

166 155 JIm WaJlllr (Tampa, Fla}!' 1,237,251 1,30',114 121 69,961 133 435,141 118 
161 11. Ell lilly (Indianapolis) 1,233,741 l,m,891 lIZ 181,213 40 957,948 69 
ISS 19' While Copsolidaled Industries (Clevelnrd) 1,229,852 848,192 ·193' 46,878 184 312,609 13S 
IS9 147 Wbit,MQtot(Clelll!.!alldl 1)28S18 716,491 216 (69)14) 491 112:220 353 
110 181 ConlroIOala(Mlnneapo/ls) 1.118,110 1,!P2,82l 85-- 41,476 201 831,OS7 89 

III 114 Intm.o(SllQuis.)~ " 1,211,895 573,748 -251 53,SOl lSI 405,556 190 
I1Z 200 K~JloU (Batlle Creek, Mich.) 1.213,620 1i81),MG 221 103,016 87 403,228 191 

'113 201 Pillsbury (Minne.lpoils)1I 1,I91,41S 610,835 131 30,917 251 222,372 291 
Il4 118 SCI\\\ Pa~f.l (PhIlao:l ... lphls) l.l'lU'I3 1.184,6" '130 6\,SO/ 137 669,060 119 
17~ 182 Horth .. esllnduslr!8S(C~jcago) 1,187,500 1,184,142 139 101,125 91 582,938 142 

lI' I!O WattetK(dde(Chlton,rOl 1.155,81S 85",8JH m- 43,181 200 369,615 '208 
117' 188 Dana (Toledo)ll 1,136,450 822,184 1,1 62,114 141" 431,354 180 
118 211 OiamondSh3mroek(Cleveland) 1.12lJ.348 Uljl,5j~ -t.n 114,2C8 7. 535,06. 154 
lI9 210 \hllbl~in(Fafm\n&\on,Conl'l.)l 1,1",2<l4' 142,921 ,m .1.496 149 324.568 228 

'180 183 LandO'Laku(Mmneapohs) 1,12t.036 311.109 315 nAIl 1<0,532 398 

lSI 157 J.P. S\mns (Hew YOlk~ 1.\22,9/4 )55,566 ~ur \9$98 322 413.11~ 185 
182 170 CUne (New YOlk) 1,119.494 122,2t11 -<11 bl.60B 141 267,331 265 
183 201 Sqlllbb(NewYllIk) 1,111,018 1,169,oza 142· 9B,170 95 635,589 12S 
184 181 Johns·h\anvlllll(Denvel) \.\\11.1)12 U)]J.3S1l 155 38,413 220 580,512 143 
185 16S Genmo(Nashville)t 1,095,972 507,425 -215 (14291) 419 208,644 301 

186 153 fruehau1(Othol\) 1,M4,41~ 889,512 ·182 25,1IS 287 _ 345,796 219 
181 205 WllUamsComnanies(Tulsa) I,09<l,057 1,519,B88 108 113,7M 68 629.498 128 
IE8 118 Anmnda (tlew YOlk) I,CBl.n8 2,OU1,453 '71 (39,186) 490 1,210,918 50 
189 184 Panntllll(HorJslcn) 1.078.315 1,02S,603 69 105.822 83 573,413 145 
19<1 ZIl Kop~m(PIlI$bufgh) 1,0]5.4(4 619,715 m- 60,325 154 368)02 210 

19\ 2tlG AmerltU BftIJd~1S'inr (New Yolk) 1,064,848 691,811 -m- 17,0% MS 338,882 213 
192 209 Omr MaJer (Madl!.On, WIS)2 },05--\,643 309,861 319 26,951 211 192,130 328 
193 168· Marlin Mar/alia (R~kville, Md.) 1,053,36S 1.139,040 147 55,367 164 609,164 135 
19·1 196 Rohm &. Hau (Philadelphia) 1,046,Q.1S ),OIl?,037 151 22,977 301 52S,970 \SS 
195 198 Elhyl(Richmond,Va.) 1,029,220 815,809 181 SI,OO-I 152 43~,981 .177 
\96 11l' Co1l1ndIlSlriu(llew'tOlK) 1,[122,1S9 861\274 ,re- 52,121 \II ~75,081 1M 
191 113 Chartar(JaeksonvllIe,Fla,) 1,021,599 550,000 262 S,oool 432 141,800 3'1 
l~a 229 fosler Wheeler(ll'lmgslon,Nl) 1.02G.E67 441,023 ·303 14,132 3S7 108,IIS 440 
19, 186 Kalserlndllslrlu(Oakland,Calif,) 1,016)12 1,292,903 129 18,84S 122 632,365 127 
200 22Z Ltd Stuuu (San FranmtoY' 1,015,215 496,216 ·216 64,74Z 139 265,191 IS9 

"-
ttA,ffot,."ljbl •. t4'1r'''lcrlhtfll,;,ulh,"rrJ.nctlo'''l'rIplo,~u''IInPlu1l8, 
°Don ~ol Indlllfl UCI" tu;.; u. Ih. el&:llRlb~n o'''uIH'' OQ PIllllS. 111.Il~han .. !rlordin"1d1I!ItD"llenIIOptlunl;, .. lhe'lpl,"llio"'Gt 
HE~:n~e:~.~~~~r~;~::.rn~',·g~" ~)h::i,'!~ JM~!:~\; IU \ht IJpblllbDrlI 01 "1I,t t~QII'I"" 1M. "tlll\I~'\~'! 1M!t" 011 ~1,.131. 

,I 



EMPlOYEES 
HUMBER R~HK 

25,100 
5S.ti~·~ 

3;,100 
12,615 
28,000 

47.000 
10.455 
25,001) 
26.300 
28,612 

23)00 
32.000 
23,000 
llO)' 
24.000 

23,100 
23.535 
27.300 
14,146 
3'.261 

39,400 
11,001' 
27,000 
:0,013 
30,600 

35.000 
20.600 
10,261 
25,912 
6,B00 

44,'00 
22.<56 
34.000 
2'.000 
46.0001 

21.227 
6,785 

22,74' 
9,433 
17,~l9t 

9.000 
1~133 
21.700 
19.188 
17,070 

21,800 
8.000 

1l'.64) 
21,700 
29,615 

154 
.9 

)02 
299 
139 

73 
343 
116 
150 
136 

174 
121 
179 
Ij8 
)54 

17, 
169 
143 
258 
105 

95 
236 
145 
lr:J 
)28 

IIll 
199 
346 
151 
416 

84 
183 
107 
162 
79 

194 
418 
)&1 
354 
224 

362 
310 
182 
210 
234 

l~n 

388 
m 
193 
131 

NET INCOME AS PERCENT OF 
STOCKHOLOERS' 

SALES EOUITY 
% RANK ~ RANK 

2.2 368 
4.5 101 
03 441 

1.8 391 

31 311 
12.7 13 
10.7 2' 
22 376 
6.2 m, 
3,6 270 
3.7 ;66 
4.7 190 
17 15 
4,2 215 

5.7 IlS 
14.7 5 
38 2!l:l 

3.4 283 

4.4, 21\ 

85 " 
2,6 349 
5,4 149 
8,5 50 

3) 2112 
5.5 146 

10.1 35 
5,5 141 

1.8 398 
5.7 131 
as 43 
35 278 

23 3EG 
11.4 19 

9.9 36 

" U1 
1.6 408 
2.6 352 
53 1£0 
2.2 372 
5.9 129 

51 163 
0.6 451 
1.4 4\q 
7.8 69 
6.4 III 

7,7 366 
lOG 2f13 
21 454 

161 87 

[ij ~~; 

36.3 8 
?.,~ U 
9,6 3ll 

11(, 217 

U 343 
15\ 106 
11.: 266 
tH 1':\ 
9.9 300 

!61 es 
18.9 49 
J~O I2I 

50 120 

132 177 
25'~ l.; 

13.9 156 
9? 3'::.1 

174 61 

11.7 113 
J4.4 )]5 
214 :'Ij 

18.9 48 

4.8 423 
?lll l~ 

IS.' 1\0 
&.1 •. lljl 

73 
19.7 

18,6 
16,4 

5,0 419 
14 t) l~l 

9.1 327 
44 A3(; 

14.0 153 

13 9 J~7 

4.2 431 
13.\ 11t~ 

12,5 207 
2·1,4 11 

.... n~~~::: I'~{~ \~r:r~n:i'~~~'C~ft~f':~'l St~:~,~;,t'U!:.;r;;r1) ',em III. dati cillf 
un't/if' for 1915 imlv1l1 A.B. Chuu (1974 "nll: au). Jtqlliru MaJ. 19J5. 
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EARNIHGS PER SHARE 
GROWTH RATE 

1965·75 
'75(1) '7!(1) '6~1) % RANK 

1.45 1.91 0.87 
171 3:'~ 123 
0.20 0,44 1.02 
NA. tii\ r.A. 
3.08 438" 2.75 

1 '~f) 7.~~ III 
10.17 444·· 1£0 
1·10 IG. (Ill:; 
3.04 3.1)2 l.30 
J11'i 283 1(1 

l!9 3.23 2,51 
HI 3th I;l 
5.03 7.15" 5.11 
,.H lH. ,If') 

307 4.90 1.13 

~(l.5. 3f'J 1'\-;:' 
2.62 259 0.65 
~ 1] 3 t.,~ Oi: r, 

(~52) 2.60 350 
144 (n,H UP 

4$0 4.23 1..52 
1 4" !).rl~ 04::1 
5.50 5,04 2.36 
I fll tr'J l'~ 

11.56 18.55" 4.3811 

1.19 W 1~', 

4.26 4.20 ).78 
~;.~ t /'1< 2M! 
2.9!l 257 0.76 
ti I. Nil. NA 

L71 339 2.80 
t:5~ 1na1 I;~ 

2.18 1.98 1.22") 
7111 ]~~n 21.1 

(1.41) 1.07 W 

:nl 1.91 3~' 
5.11 4.07 0.80 
ltA,n tt\9:'* lil 
3,04 367 1.02 
.j qg 4 t ~ 1.21 

0.99 2,92 Ll2 
i S] 3.14 [I }:~ 

235 358 1.46 
JR,J sal 2RI 
6,09 7.41 2.67 

IfI/ 10'i5 H~ 
0121 2.14 (0,03) 
HI :i31) tl~l 

279 1.22" (oAO) 
590 3Zl1 01& 

5,24 265 
&21 Pi:, 

(15.03) 435 

to4 348 

1 09 ~~~. 

2032 30 
ll;,; J)) 
8.8l 173 
:'4 ;"1 

(2J!O\ 391 
~71 l'd 

(0.16) 363 
i1"1 tl» 
5.90 249 

\lTt 45 
14.96 65 
i.~(." L 

F 21) 1~>1 

l1.71 108 
lil'; J'I 
UJ 116 
I .,~ .1',· 

10.19 144 

".Z:! l~.j 

9.12 lE6 
1'-1'5 113 
10.1 72 

(Ul) 412 
:",r.g 15 
5.98 247 
r) l~ ?~, 

(~.52) ;~K 

20.37 29 

11.54 113 
J4.f,.I ~'l 

(L23) 378 
14.99 6' 
4.81 215 

(4;l) olli' 

8.60 181 

2143 23 

TOTAL RETURH 
TO INVEstORS 

1965,75 
1975 AVE~AGE INOUSTRY 

% RANK % RAN X CODE 

108.17 59 
41.13 285 
sam 207 

5284 234 

2V~l 31& 
1.01 453 

26.56 359 
10.15 341 
l3lI, 25 

2\.73 385 
2928 34,1 

114.41 48 
43.37 215 
49.58 246 

6532 181 
(22.28) 475 
124.58 36 
(0.28) 456 
h8S 176 

736 134 
9JG 95 

(3.21) 386 

(3.84) 398 

\.14 2'14 
2.EO 244 
1.£1 213 

Ul39) 446 
(130) 348 

1321\ 3g8 
lE6 241 
1.27 137 

11.47 59 
234 252 

19.14 15 
10.99 66 
10.&1 ,14 

(12.55) 449 
(721) 434 

JlU9 51 lQ61 75 
1.573 2f8 11.39 6.1 

119.72 42 9,71 87 
2117 3,. (555) 414 
81.87 121 1.53 282 

)(.3J8 69, (5.95), 419 
150.80 15 10.46 78 
m.74 13 991 80 
137.76 22 12.53 49 

6296 187 
6619 liD 
18.63 39. 
25·)0 365 
79.02 ),9 

11.IiG 252 
(19.62) 474 
11.4~ 31& 
11.21 419 
9M~ /' 

54.16 228 
7('.10 142 
33.11 321 
28.17 349 
33~7 323 

}91i2 342 
11.81 425 
~f1m 241) 
89JO 100 

210.51 3 

(0.93) 342 
11.8B 19 
3.88 210 
2.53 247 

(14.22) 453 

(0.11) 326 
11.10 65 
(3.77) 39.\ 
207 262 

13.70 39 

0.98 302 

3.08 228 
0.]8 305 
LOS .298 

6,11 161 
20.72 12 
10,94 67 
(0.69) 335 

20 
36 
45 
20 
41 

36 
28 
43 
28 
30 

211 
20 
28 
36 
26 

26 
42 
36 
40' 
44 

.11 
20 
20 
26 
23 

45, 
40 
28 
49 
20 

22 
33 
42 
32 
23 

40 
28 
33 
10 
28 

48 
20 
41 
28 
28 

34 
29 
34 
33. 
23 

Jlfll!tllt,,'gr Ch,U!D & tlartllWuteln lIa,r"U. 
~lflllUt ,,,let Ihttll-NI.o\ lit. S,~tlj 
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The 500 Largest Industrials 
STOCKHOLDERS' 

RANK COMPANY SALES ASSETS NET INCOM! EQUITY 
'II '14 (1000) (1000) RANK (1000) RANK '·(10011) RANK 

201 221 Pat (51. Louis)1 1,008,501 417,443 /85' 23,158 298 .25~911 ..•. 213· 
202 191 AMF (White Plains, ttY.) '1,001,691 179.410 '200- 32,133 241 ,291,698 245 
203 151 AnrCQ (Hew York) 1,001,638 1.501,631 ·109 25,438 285 .861,018 ·85 
2()1 215 GfO. A. Hormal (Austin Minn.)l 995,593 224.488 #I" 13)66 313 126,819 414 
20S 236 K'lftht!l~ (Lol ArW.~It!) 988,123 464,191 '289· 24,132 289 )85,291 331 

206 213 Amnletn PelroHn!{Dallas) 986,036 601,611 '1'1- 4~186 212 "363,165 213 
201 226 Hewlatt-Plckard (P.alo 11.110, Calil.)' 981,161 161,108 2<»- 83~82 lIO '561,000 141 
200 m United Mttctnl\ts r. Manuhttut«t (New "ark)' 91~1l83 1,055.689 -151- (IMS1) 482 '210,835 263 
209 241 CrmtalntfCorp.of Amerlu(ChICilgo)2' 964,690 862,240 ~90 14,596 121 :445,281 114 
210 214 'GAF (flew YOlk) 964,421 705,43] m 30,946 256 -319,031 201 

211 161 AMAX. (Greenwith, Conn.) 962,090 2,480,120 53 134,310 60 1~64,510 .44 
212 224 Slerl/nIOrul(Newynrk) 951,146 136,389 /14 82,099 113 506,091 161 
213 233 Sllutrer Chemleal (Westport, Conll.) 949,836 966,696 -+11 98,105 94 :511,235 160 
214 185 HaUoul Olstillers & Chemicil (New York) 942,639' 1.024,191 '!63- 62.409 \45 '595,344 139 
215 149 Abb~t\ ubon.t~11" {north thiCliO, III.) 940,£60 915,517 ,m 70,£70 m .4ll,On 185 

216 190 Cornlnl Glm Walks (Corning, N,Y.) 93~959 921.441 m' 31,131 253 542,314 '150 
217 203 Alto SI.naud {Valley rorRe, Pa.)' 931,955 423,561 311 31,158 252 1.201,524 316 
21S m Murphy nil (E\ Dolado, Alk.) 931,035 1,1~5,215 -\41- 40,135 m ,m~81 2!l 
219 201 Cmler(syracuse, N.Y.)! 929,855 163,410 2Q1 13,465 312 .336,185 225 
220 240 Jas.SchlilrSrewlnl(MUwaukee) 922,981' 670,235 212 30,895 258 326,519 221 

!l1 239 tlmt tnt. (Ne'll YOlk.) 910,859 m.814 -m 45,051 192 391,513 194 
222 218 Zenith Rtaio(Chicago) 900,501 491,581 II&-- 30,163 259 211,544 252 
223 242 Uplohn(Kalamazoo, Mich.) B9~11\ 814,241 -M!\' 66,141 135 .442,391 116 
224 238 Owens·Cornlnr Fiberglas (Toledo) 8PA,935 743,515 212- 41,803 '20\ . 392,9~5 196 
125 228 An4enan, &laJlontHous\on)l 87S,90S 412,308 .. 14 31,520 250 '. 27~Q2Q 2SO 

!l. 220 McGraw· Edison (Elgm, III.) 814,621 559,193 >le' 31,685 222 '368,998 209 
221 241 Sharwln.WllliJms(Cleveland)" 866.853 553,121 <61 28,588 299 216,424 246 
228 225 .IIrmslroDl CClk {lancaster, Pa.) a59",412 730,120 tl .. 36.5;4 2/S :472,592 1~9 
229 258 Sunbnm(Chlcago), 852.126 606,953 -246 23,011 299 26.,25 266 
230 255 Cnllil& Cccke(Hcnohllu) 843.051 660.454 23~ 38,160 221 303,211 241 

231 
" 

Union Clmp(Wayne, tU.) 835,931 826.m -W&- 88,131 103 ,479,566 168 
232 l='. Jonph E. Surum & Sons (New YOlk)' 835,319' 1.563,828 105 29,136 268 706.138 113 
233 256 InternllianaIMullifaods(Mrnneapolls)' 82~200 295-}31 394 \4,111 368 , 12~28S 422 
234 194 WheeUnr·PitlsbutlhSlnl(Pillsburgh) 826.132 615.531 m' 563 462 ,365.638 21\ 
235 248 Crown Cark r.Sul(Ph!ladeiphia) 825,001 538,950 ... 1- 41,611 200 ;, 292,~1 219 

236 232 U,S. G,Psum(Chieago) 820.426 750,595 .G8- .!0,456 261 469)5~ 111 
237 245 Bruns.'clr(Skokie, III) 811,959 £51,224 ~5 18,126 339 .3oa.200 231 
238 331 Tasaro Patroleurn (San Anlonio)1 815.185 589,113 '2~0 42,926 201 ';223,055 295 
239 252 Geld KIS1(AI1anla)l 815,151 325,745 36<- N.A.u )18,612 428 
240 253 Poluold (cambtidge, Mass.) 812,103 834,315 195 62,590 144 '~9,O11 116 

241 219 MeA (Universal Cily, Cali!.) 8\1,484 S24,545 fIt;- 95,513 99 315,433 203 
242 210 Timken(Canton,Ohio) 804.491 655,208 235 61,323 150 499,569 163 
243 260 Tlmn Miner (Los Angeles) 199,482 642,383 -238' 41,240 180 .423,336 163 
244 lG5 N1.t!o.ns\Can(ctuta'lll) 799,087 41~99, .f< 18,731 335 ·110,948 351 
245 235 Westnto (Nf!'N York)' 191,455 119,501 1!19 39,090 215 ·3Ha152 198 

24S ~ Sudd(TfOy,Mich.) 794,089 527/649 1!10- 9,€D9 408 .-199,825 318 
247 266 Seherlnt·Plauth(Kenllworth,N.J,) 193.215 161,594 - \38,!91 51 595,102 138 
248 203 AII!&heay Ludlum Induslrles(Pltlsburgh) 791,982 638,284 1!4! 30,081 263 319.810 233 
249 244 Cbro~I"DY Am,ritan (tlew York) 791,400 566,439 250·· 21,701 308 198,229 322 
250 237 Cummins Enllne(Columbus,lnd,) 189,231 624,002 fl" 491 463 233)53 289 

H.A./1oju"tlt;l •. tA~u"e IOf thf un; ,ulh. Wffencr to ~em~tO'fU" 011 p.,.3JI 
'Don /IO(indud. Utili tun; ~u th. ,.plln'\lolI 01 "ulu" 011 pile 338 ur'lurulIl'or 'oSc.t Jeu endlft, h~ulr~ 31 1975. 

"Re"ttIIIllUh,o,dlnllrcrld,loIIIIIIIIIOPIIUnl,lft\hrUpJ,n'l,onlot 
"nl\ln;nmt·')nd""lllll'lI\UI\I'."t'·C1\P~l'lll. 

Uf"Ulf "for Whul,n,SJut. 
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TOTAL RETURN 
NET INCOME AS PERCENT Of EARNINGS PER SHARE TO ,"VESlORS 

EMPLOYEES 
STOCKHOLDERS' GROWTH RATE 1!65,75 

SALES EOUITY 1965·75 m5 AVERAGE INDUSTRY 
NUMBER RANK % RINK % RANK '75(1) '1~(1) '65(1) % RANK % RANK % RANK CODE 

17,700 220 2.3 365 19 333 3.31 2.93 I.11 6.65 228 58.02 206 (~85) 339 20. 
28,300t 13l 3.2 302 IQS 219 1.11 1.19 1.11 3.81 302 nQI7 54 4.81 '186 31 
J3,SOOt 213 2.5 355 3.0 441 0.95 4.71 1.79 (6.14) 419 4.1» 444 (0.93) 341 33\" 
B,656 360 13 415 10.5 286 2.18 3.62 0.91 n.82 103 16.69 404 1~51 50 20 • 

/3,300 175 2.5 356 13J 168 4.32 3.24 1.41 lUI 102 IU2 /36 6.40 ISS 41 

3,055 419 ~.I 233 11.0 268 3.71 8.13 0.60 19.04 34 21.0.! 390 20.11 14 29 
30,100 no ~5 49 14.9 1!4 3.02 3.OS, 0.18 17.94 43 11.19 210 17.11 20 38 
32,000 122 (3.12) 1.1& 3.n 24.10 310 11.88) 361 22 
2~815 196 1.1 1Z 16.& 12 N.A. N.A. N.A. 26 
20,231 202 3,2 301 8.2 351 2.06 2.13 1.10 6.47 236 55.35 219 (6.69) 428 38 

13,340 280 14.0 9 9.& 301 4.43 5.&2 2.68 5.15 268 59.35 203 &.26 11/ 10 
2~1I5 148 a6 48 16.2 85 1.39 IJI ~63 8.23 192 (19.D5' 413 2J3 2\3 42 
13,019 281 10.4 30 19.3 39 9.10 1,81 3.13 11.98 99 11».21 60 9.89 84 28 
13,594 212 6.6 101 ID.I 288 2.51 3.61 1.18 1.84 200 22,46 380 5.44 114 28 
/3,699 168 7.5 80 17.1 65 2.57 2.00 ~94 1~5& 134 65.43 t&O 1.64 t25 4~ 

33,500t no 3J 290 1.1 401 1.16 2.13 /J3 (2.71) 390 49.67 ;45 (1.40) 413 32, 
12,000 311 3.3 289 15.5 109 2.19 2.31 0.49 19.00 3\ 10.1.11 61 15.59 30 41 
3,910 461 4.3 220 11.8 240 3.20 4.90 0.12 16.09 II 9.OS 433 5.43 115 /9', 

/3,209t 111 1.4 416 4.0 434 0.53 0.33 0.81 (4.11) 404 13.03 153 2.11 261 45 
7,421 401 33 281 9.5 318 1.06 1.69 0.56 ~59 231 32,04 330 n.60 56 4~ 

12,100 311 4.9. 112 11.3 215 '.12 5.01 4.98 (0.96) 314 16M2 II (1.00) 344 21 
22,928t lBO 3.4 282 113 216 1.64 0.10 LBO (0.93) 311 14~24 18 (4.93) 409 36 
17,600 221 1.5 82 11.1 118 226 2.34 1.31 1.60 256 (lMO) 410 3.\1 216 42 
16,I\3t 241 4.1 186 10.6 282 2.81 2.33 1.45 6.84 224 lJ.9.1 151 4,49 196 32. 
8,0(0) 389 3.6 268 11.4 252 5.02 3.93 1.50" 12.84 86 13.13 148 11.44 60 20 

24,000 163 43 221 10.2 291 232 1.06 2.45 (0.54) 368 109.02 58 (~38) 329 36 
20,892 195 33 292 9.6 310 5.11 5.24 3.61 3.3i 313 (0.84) 418 (~43) 330 28 
22,903 182 4J 2/4 1.1 361 1.40 1.45 1.19 (1.10) 316 7,B1 436 ~44 J09 2/ 
25.100 151 2.1 340 8.6 348 1.62 2.25 1.52 0.64 356 85.11 III (2.19) J66 36 
23,951 161 4.5 204 12.6 201 2.23 2.52 1.12" 3.91 29B 35.70 312 1,18 124 :3 
14,100 264 1~6 29 ltl 52 5.81 6.13 1.18 14.02 II 89.01 101 1133 31 16, 
12,100 303 3.5 211 4.1 m N.A. N.A. N.A. 49 
1,466 400 1.1 402 11.\ 248 3.88 3.21 1.10 t60 180 46.18 259 1.13 130 20 

15,401t 253 0.1 464 al 465 (M') IW (l.94V' 0.99 45. ('.11) 400 3J 
15,626 211 5.0 161 14.2 143 2.43 2.20 0.63 13.42 18 12.51 421 4.19 194 34 

18,)OOt 213 3.1 l65 6.5 194 1.6\ \.70 2.11 (2.'3) 381 30.11 340 (Q64) 334 Jl 
24,100 118 2.2 370 1.9 404 0.91 2.06 (4.22) 2~14 311 1.90 264 41 
4,000 461 5.3 159 19.2 41 4.04 1.16 0.01 55.11 (2.41) 459 11.54 51 /9 
1.50011 396 itA. N.A. N.A. 20 

13,381 219 1.1 74 9.1 ~l8 1.91 0.86 0.92 7.58 209 68.16 161 (5.60) 415 38 

11.500 304 11.8 11 ZI.4 14 11.01 ~85 Ul 11.42 41 133.46 24 8.31 lOS .. 
22,609 185 1.6 18 It.3 216 5.49 5.01 4.18 1.83 331 51.96 20& 2.9. 234 .5 
16,057 /45 5.9 130 112 263 1.40 1.13 0.73 6.13 221 83.12 119 2.91 232 21·:. 
12.801t m 2J 360 11.0 211 2.31 2.18 0.9! 9.23 164 I~IO 411 0.87 303 301 
11,14' 211 4.9 114 10.3 294 3.51 1.10 1.86 6.56 232 13.82 141 1.11 138 26· 

19.500t 201 1.2 431 4.8 414 1.52 1.71 1.96 (2.11) 388 '~03 264 (2.84) 3io 40 
I~ooo /46 17.5 2 133 20 2.11 /JO 0.46" IW 39 1.84 450 18.98 11 42 
16,1&3 238 3.8 217 9.4 320 5.02 8.15 4,64 ~19 315 31.98 311 (1.16) 346 33. 
21,900 ... 2.1 336 11.0 273 1.81 ~31 Q91 1.01 216 23.64 313 (1.58) 316 34, 
11,911 218 ~I 465 0.2 464 (0.21) 3.35 2.12 26.14 361 (4.20) 401 40 

tlFlIUlflslrORTUNE'1!jlJ\l.t., 
nr •• u,.lsle'SUI"'~I. 
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.-
The 500 Largest Industrials 

STOCKHOLDERS' 
RANK COMPANY SALES ASSETS NET INCOME EQUITY 

'15 'n IIMD) IIMD) R,.KK (ICCD) RANK (lOCO) RANK 

251 189 Commonwealth 011 Rannln, (San Antonio) ~al,l54 51l,m '153- (2',ISJ) 454 m,lIG 340 
252 J95 P~elps Dodie (New Yolk) lEm8 1,652,142 -~- 46,391 181 893,263 80-
253 246 Ol.mood Inl01113110nll (New York) 779,012 531,1Ii9 269 4S,I92 lJS 36S,811 201 

'254 281 A.E.Slaley MlnuI2clurini(Oecalllr, IlL)' 116,i89 .347,951 35-1 50,3~ 112 JGJ,)J2 ~62 

255 lJ7 ~unl Produdl(Partland,Ore.) 774.29J 565,2S1 256 12.656 380 217,948 299 

256 259 Oauld (RolJing Meadows, 111)1 n2,S67 641.651 - 3J.062 224 2SS,On 2'] 
.25J l1S Kennecott ccpper (New VOrk) J68.554 2.223,691 ,,- 21,J41 30J 1,410,422 43 
258 25G Ellu(tlewYork)1 JEf;,591 535.123 m 31;,544 m 298.049 24. 
25S 251 A[,ca(Montv~le,tU.) J65,656 714,680 220 42,6J3 202 322.015 231 
260 285 Universal Lell TohmD (RIchmond, Va.)l It~,467 231198 434- 13.992 370 103,414 446 

261 264 Brown jJrDup(~t.louls)l 152,149 363,194 3" 13,116 375- 195.633 324 
262 291 Revlon (New YOlk) ;49,773 152,442 ill 62.622 143 379.650 1i!>J 

.263 269 lmr Brothen (New YOlk) 747,500 298.600 391- 11)00 391 181,100 339 
264 <G1 Sl Joe Mlnm.lt CNtw 'talk) 129)80 555,936 260 81,667 114 360,531 214 
265 312 cr~'QX (Oaklilnd,Calll.)1 721,505 265.157 <10 21,150 312 135,540 406 

266 280 pennwalt(PhfladelpI1l3) 713.136 54D,945 i65 - 33,446 241 265,814 268 
261 216 WMltakl!f(Los.A.ngelu)f 112.562 S08.907 114- 3.005 452 183.255 335 
268 288 G,D.Searle(Skckll!,IIL) 111,800 897,813 ISO 60.542 116 398,S07 193 
26S 261 MBPXl(Witl\ila)l 108,166 <19)81 49< 5.718 0\36 45.114 481 
270 pubadf Ceal (New YOlk»> 1D5,932 !.I05,!11 lSO- 40.191 211 905,033 76 

211 308 Air Producls " Chellll;ils (Allenlown, Pa.)' 699,012 776.262 2il2 54,244 166 301,200 242 
212 nt pmat(aen~lJe,Wash.) 689.871 3(8,413 ~41 20.643 318 233,673 288 
213 336 Ulah InlornaUanal(San Francisco)' 686)58 I,M5.636 J59 111.5811 11 540,631 151 
214 273 lillbey·Owens·rcn1(lmedo} 634,105 513,Q{.5 '1>4- :n.a95. 149 384,311 191 
215 254 Aklona(AsheviUe, N.C.) 681,714 656,117 ~ 1,867 421 315,443 235 

216 281 USM(Boston) 618.946 5j8,990 1£r. 10,174 40Z; 266.239 261 
211 184 Lln&lt " My"s (OllIham, RC,) 615,992' 642.100 -289 lG,l85 228 376,910 101 

-218 3" Chmbrl)t11h·Pand's(Greenwich.Conn.) 674,S'aJ 478.58Z 18< 41,912 171 282.82Z 255 
21S 263 Warner CommUnIcations (flew 'tolk) 609,114 804.2OS 11')' S,lI8 413 214.319 261 
280 19-1 Campbell Tanart(Oa1l3S) 651,197 253,13,)3 '4rr 18,621 331 118.662 421 

281 171 General Host(New YOlk) 667,581 205,680 '6\- 9)88" 411 61,923 473 
282 300 Ri~h3ldlDn·Mtl1tll (Wllloo, Conn.)l 65S.'SI £208\3 *. ".m lS5 948,209 l18 
283 17l. Kane·Mlllar (ranytown, N.Y.) 657,504 176,4l5 m- 10,190 401 1~066 46t 
284 218 BJacll &. D6ekcr Manulaclurinl (Towson. tM.l' {,53.SSG 6U,ti5G -2l>- 35.'!lB 231 342,822 216 
285 283 Am (Greenwich, Co~n.)17 tjO,696 1,250,396 133 60,835" 153 514,258 159 

215 28G Inltrlako(Chicago) 65{).5U9 ~E(l,113 ~83 31,375 231 264,MG 271 
281 268 Grut Ncrthern UekoDU (Stamlord, Conn.) 641,1l7 p9l,4}] ·m. 42,412 2tl3 37S,2SS 200 
288 298 Reljan~Pl Electric (ClevelJnd)' £43.091 409,435 611- ~'.9i4 23' 191,501 31' 
289 211 Len SI~lrer (Santa Mon!ca l Calif.)! 642,456 376.605 334 IS)24 321 171.804 354 
290 223 Amerlnn Beel Packerl (Omaha)\! 631.159 52,9~7 49-1 (32t18) 48S (10,350) 500 

291 216 Lonl Star Indu$lrlu {Greenwich, Conn.' 611,462 548.191 2&1 19,314 328 264,282 170 
19Z m Clafk 011 & Rtfinlng (Milwaukee) EOO,.l15 M.1llS JaO 5.231 ." lOO,Soa 450 
2S3 251 C.JlO(ChlcagO)U 599,16S 720,690 ·218- (2,410) 468 341,195 221 
294 334 Hoover (Nolth Canlon. Ohio) 59],1A7 391.489 318 1I~03 385 199,071 321 
295 306 Knlthl-Jl/dder Newrp'pers (MIami) 593,630 480,506 -'182 32,748 244 .331.158 124 

296 31S Eulern Gas & fuel AUOCjlles (BoSlcn) 591.885 614.903 aD 57.958 162 283,852 254 
2S7 326 SmllhKlln.(Philadelphia) 588,718 580,128 251 63,59< 141 315.69< 234 
298 321 Addrasso(raph Mulhllaph (Cfevdand)' 584,246 4111.141) .02 4.908 443 209,259 306 
299 344 . Tr~ns Unlan (LIncolnshire, III.) 578,816 1)96,18-1 ·118 - 16.845 341 242,130 281 
300 281 ConAlra(Omaha)' 513.54' 12'.1I0 Aat 4.071 m 38,781 485 

N.A. t(clulilibl,. tA~tr~a.lo, I~t )tJl, Itf Iht rt/~"/lc.lo "fmployn"" on p~" ll! . 
• ,l\diclhjtthlt.cclpor.tlon ..... u/l~llmo"'lhe500c(lh!stcond500ln197,(, ''',nttl, ~n ~'I,uldln"y chUU ~/ .111.111 10 o.rrnl; Sf, t~f •• pl,utlon~ or 
·Dol$nc\hltl~d.tltll.t .. u.lul"'flp)llIJlICnol ... ull1 .. cnpl •• 3)l1. "n'lll\tIlmt"lI\d"uUl'I\J'P'I$UJe"C""'tf~l. 

··e;~r::J~.!,lir::~~~~~~rn;~':~~ ~~!l~~':~ ~~::~C:~I; It.lh, ,lplin,llons or 
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TOTA~ RETURN 
NET INCOME AS PERCENT OF EARNtNGS PER SH~R£ TO INVESTORS 

STOCKHOLDERS' GflOWfH RATE m5·1S 
EMPLOYEES SALES EQUITY 1965·75 1915 AVERAGE INOUSTU 

NUMBER RANK % RANK % RANK '75(1) 'lAm '65(1) % RANK % RANK % RANK CODE"" 

2,100 'Ill (1.15) D.m 1.04 5J.i8 2()9 (l.£(}) 393 ~ 
13,900 261 59 127 52 416 226 592 329 (3"69) 402 31A5 332 502 112 33 
19.000 2ll 6J lI6 13J III 4.23 4.4l 2.77 4.32 285 51.24 212 us 202 2& 
3,762\ 471 65 lI~ 30.t 10 q" W 182 1191 1\ 1'044 11 IlIg .2 20 
12~00 301 1.6 400 5.8 '()6 0.74 (U9) I~'" (9.19) 425 95.47 81 (4.23)' 492 26 

20,696 198 '.8 ISO 12.d 210 384 351 I.BI lEI 201 77.82 137 1.57 128 3&· 
11.1oof 232 2.8 321 1.5 .58 0.65 6J6" 3.08 (14.28) 433 (9.96) 465 2JO 254 33 , 23.512 \l0 .g 11!\ 12.7 119 .86 4.10 1.8\ 11:'-2,' ).13 E583 115 138 133 36 
13,183 2S5 5.6 143 13.2 175 3.76 2.92 251 4.12 293 79.04 128 (2.41) 313 '28 
12.5'"'1 305 1.8 3j1 135 ~L:f 5"4 48, 2.91 111 '2nl 55.67 218 9.£.0 9Il 21 

2',200 160 1.1 399 6.7 388 1.tO 2~2 2.15 (1.76) 381 'oJ7 lIZ 0.78 312 31 
19.100 200 BA 5\ 165 19 435 3)6 V5t 9.S1 J~6 6(,.&1 191 lI.9'l '52 4J 
6.100 419 1.5 412 .2 .00 N.A. NA N.A. 4.1 

11.,001 326 112 21 217 n .,1'6 ·Ul 11- 1:.5!} 93 10681 62 11.m 23 10 
6,200 426 2.9 323 15.6 100 DES 0.8B N.A. 92.62 95 28 

14.)00 263 4.1 1M 126 ;'1)1 344 2.81 128 420 2<>:) 66119 173 (151) 355 .28 
12,600 300 0.4 458 1.6 451 0.10 Q44 0.33 (11.25) 421 121_ 32 1.29 265 4r 
19,400 2~ \\3 1, 202 3l IS' \.4\ OS~ 1114,', \.1J 1363 '14 (0.0&) 325 .2 
3,000 430 0.8 446 12.7 196 3.12 2.20 N.A. 73.47 ISO 20, 

14.4001 2" 5' 114 45 ~u flA. fl./!. N.' 10 

13,000 239 1.8' Sa lao 56 4.02 295 0.71 18~3 31 41.GI 258 16.09 29 28 
1 • .s1 392 30 310 S, ?ll 2 ~G 283 1511 ;',,11 311 tS,51 lJ8 40 
5.150 441 16J 3 20.6 28 3.54: lOB n.l 23.41 18 21.52 381 2.89 1 10 

18.314 215 4.1 195 83 3~3 24.3 240 366 (401) 4.' 69.93 165 12.29) 369 32 
15,1911 2'9 12 41. 25 449 O.GJ WI l.'ll (10.64) '26 86.13 101 I.GJ 216 2B. 

22,191 181 \.5 ". '8 41!) Hl 42' VI ()ll) 30;\ 1O'J.48 56 2Bl 13& AI 
6J800 -m 5.4 ISS 9.6 313 4.25 3.30 2.63 4.92 214 2G.i.1 356 5.12 118 21" 

.5.434 252 i.1 S7 I .. .1 .li.l 21~ lfi8 1019 liC w(J5 m 10113 70 43 
5,100 .50 • 1.4 422 13 .n 0.47 254 1lES" (3.63) 401 101~9 60 l~5 211 48 

11.ll! 229 28 3J3 lSI " ·121 ,14<t Ul 1113 " 11264 38 16.' 21 20 

9,229 356 1.4 ." 15.2 114 5."" 9.11-- (2.49)1 124.43 31 (296) 382 20 
)5.000 256 M !i'I J2.8 ltjr, HI 1% OR8 '''' 1!':t 51.02 213 406 206 '2 
5.100 448 1.1 411 13.1 lSS 3.90 3.43 0.41 2526 16 73.33 151 9048. 91 20 

11.2CO 228 5, 151 IO~ '~2 0" 110 .1],1 9J,j J~~ 1262 419 13.13 44 45 
23,302 113 93 40 \l.B 231 1.Bl" (1.23) l.98 6.S3 228 .s.10 89 (1l.B4) 41Z .1 

)0.502 142 53 lSI 11.0 1'1 '" lj97 2.00 12'.'25 ~; 4Hl m 692 142 13 
12,150 309 6.6 lOB n.2 262 6.20 B.95 2.38t~ 10.05 147 GJ.16 185 8.05 liB 26 
11,585 223 5.4 14B 132 55 32J 'Hl l.I3 In97 V5 9138 96 5.14 171 36 
17,113 230 3.0 318 11.2 260 12. I.l1 n.n 1.73 153 SO.OO 126 ('l.lS) 311 3. 

363 500 CJ7rO) '5(1 N./\ 2G 

1~816 291 32 308 73 3S0 1.74 2.22 1.74 ~oo 360 55.84 215 3.12 22. 32 
5.0-15 m 0.9 4·12 52 m fl.l·1 (l.ro) 115 0.11) 4lJ 3W 335 2.46 250 29 
B.ooo lS! (030) 2.01 3.SG 54.S9 22G (0.46) 331 31 

23,113 m 2.0 3B5 60 ~n.l 0:'1 0.66 096 (06') 3:;1 22.13 3R2 576 }65 36 
\3.855 268 5.5 144 9.7 301 2.02 2.18 0.68 11.50 114 IOS.45 64 '21' 

ro,loo 339 9.8 3' '114 29 4.{)9 3.15 0.68 19.65 13 5461 223 IQ12 79 10 
13,m. 2l\ 10.S Z' 2G.I 3S 428 3.91 ZA9 4.01 296 1l.91 326 Q.99 m 42 
20,300 191 0.8 4-13 ~J 451 Uf'l (J.{1·1 2.31 (1241) 43'1 13319 26 (l5.5S) 454 44 
10,641 340 2.9 324 1.0 385 1.63 3JO 1.65 (0.12) 361 (U8) 460 m ISB " 4.2GI 462 01 4,3 105 2BI HI (J.8') 1.11 (026) 3:4 J6443 10 (231) 310 20 

l':::.~~t~~~r~~rJ~~ t~~:~'~i:~:~~!~!ll;~~~~~; ~:~~::~tlh~':f:;;c~h:a~~rn!,~~~~~;~r( nrl(Urel1!DrCi,uIHDIlh"np~ptr 

a hdrll) TI.de CO(l"llllruron Guier ,eQU!IIn' drnslllUlt cl Iht (cmpany. "Merted *1111. M~t"'.'11 r:.~"n m"h,tjn\. ((b!u!ry.lel/i, la {Drm CfllQ 1I·· ... c/l. 

J'rllu" "fat !<Innet Srrvi(e,. 



The 500 Lergest Industrials 

RANK COMPANY SALES 
'15 'II (1000) 

301 329 81ua Bell (Greensboro, N.C.)I 568,638 
302 328 Hershey Foods(Hershey,Pa.) 568,275 
303 330 GATX (Chicago)" 567,629 
304 323 ACf Industries (New York) 566,965 
305 363 Chteaco Urldu & Iran (Oak Bloc~.III.) 564,401 

306 352 Bader Laboralorin(Deerfie!d,III.) 564,085 
307 313 CarbofUndum(Niagara Falls,N.Y.} 563,064 
308 315 Maham (Amsterdam, N.Y.) 560,337 
309 305 A.D. Smllh (Mliwaukee) 559,792 
310 343 Sybran(Rocheslcr, N.Y.) 557,740 

311 403 JOlMlnubcturinr(PiUsburgh}' 555,299 
312 342 Rnncrd(Mllwaukee)2 553,853 
313 310 Certaln·lled Products (Valley Forge,Pa.) 552,980 
314 296 511em & flulchlnson(NewVork) 550,681 
315 311 Narton (Woreester, Mass.) 548,332 

315 358 Genml Sflnal(New York) 547,733 
317 293 SpIl"p Mills (fort Mill. S.C.) 543,091 
318 290 Bemis (Minneapolis) 541,639 
319 302 Awnet (New \'ork)' 541,463 
320 301 Kayser·Roth (New 'folkP' 54~613 

321 345 Marton·Haiwithpraduch(Chieago)l 538,425 
322 316 Fuqua Indusllies (Allanta) 535,813 
323 332 M~Gnw.HIII(New YOlk) 535,475 
324 292 Hammermill Paper (Elie, PI.) 535,354 
325 295 NaUanal G}psum (6uff81o) 534.462 

326 189 01111.1 Equipment (M3ynard. M,m.)' 533,744 
327 314 Wilcc Chemlnl (New YOlk) 527,731 
328 215 SeBvIllManuraelurlnz(Walelbury,CGIln,) 526,779 
329 297 Wilt PaInt· Pepperell (West poinl, Ga.)" 525,999 
330 385 Pahst Brewlnl (Milwaukee) 525,015-

331 289 Indian Htld (New YOlk)'1 522,511 
332 . Adalph Coon (Golden, Colo.) 521,587 
333 337 HIr!Co(lUrrisbufg,Pa.) 521,558 
334 322 Cluett, Pelbody(NewYolk) 519~55 
335 359 Caaklnduslrlu(Memphls)" 517,728 

336 317 Newman! Mlnln, (NewYork)U 516,524 
331 350 Outboard M.llnl(Waukegan, 111.)1 513,359 
338 307 M. Lowenslein & Sans (New YOlk) 512,600 
339 527 BakuTnI8tnllional(OI8nge,Calif.)Ul 509,777 
340 350 Amsled Industllu (Chicago)' 50~748 

341 358 Sundstrand(Rockfold, III.) 508,698 
342 345 Pollatch(San FranciSC1l) 504,294 
343 340 I·T·E Imperial (Spring House, pa.) 503,664 
344 371 R.R. Donnell., , Sans (Chicago) 501,554 
345 535 IltutWularnUnlted(Oenverj!' 501,352 

345 335 Hmls(Clentand)l 500,987 
3U 400 Anchor Hocklnl (lancasler, Ohto) 493,564 
348 394 Cmnl Almaft (Wichita)S 491,577 
349 353 Wild Foads (WllmeHe, III.) ~89,203 

350 341 Hilt Schllfner & Man: (Chlcago)!r 486,833 

/'f,A.HDlln,l,bl •. 
.lndic.Cn Iht. corpoution lIU not arnon. tile SOO Of \t. ItQind SOlI 1111914. 
"Do.snotlllClud •• ldnhlll;S.llhlupllnluonol"slln"onpH,lla.' 

.. ~~:n~~ •• !~~~I~!~::.rn~':~~re:h.,',~tl~~ 1:.~:lm~.I~.,h' uplu.Uonl el 
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ASSETS NET INCOME 
(1000) RANK (1000) RANK 

302~90 388 25,781 283 
298,388 ~92 32,962 243 

1,282,680 131 44,739 19l 
591,034 225 30,724 250 
491,741 277· 41,165 208 

685,00> -226'- 44,472 198 
470,117 -2ea 27,187 275 
361,669 -34. IO,2l5 400 
313,088 ~73 (8,817) 475 
444,517 300- 25,385 285 

425,027 310 3~500 219 
349,913 352 25,050 2ea 
428,874 309 19,494 325 
60'),615 243 • 1~1501 403 
447,889 298 20,890 315 

367,711 312 24,530 291 
410,845 -31~' 6,572 425 
309,554 m 8,646 411 
283,116 ·400 25,304 281 
401,993 ·322· (10,559) 478 

459,945 -291- 17,535 343 
397,376 315 (17,527) 480 
453,720 -295 33,121 m 
440,664 '"" 16,383 351 
485,097 279 22,228 304 

565,069 257' 45,000 l88 
300,824 38~ 13,852 J7I 
384,383 331 (33,195) 489 
350,019 '345 19,755 323 
314,615 371 20,595 317 

325,543 363 4,317 446 
551,345 -m- 59,520 1>7 
m,770 -345 35,641 230 
271,507 402 11,359 381 
641,467 ,241 21,810 30G 

1,129,552 -149 52,888 159 
395,444 ;21 20,035 320 
351,071 350 (17,571) 481 
438,249 30G 45,407 190 
258,330 .4lf· 34,500 236 

522,974 ·271 21,970 305 
473,552 '287- 37,457 223 
384,279 "2 11,411 344 
410,899 315 35,316 232 
33~979 -359 53,455 158 

370,103 81'1, 852 451 
325,083 365· 21,704 309 
320,3" .368 18,974 332 
145,830 479 4,021" 448 
218,799 39~ 8,310 420 

tAvtll,.!or I~e ~ur. Uf Ih, "I'"nCI II) ",mll!Olttl" lin Pl,_ lll. 
tRtnrtl1.n uhnrdmuy t/I.Ir,l DI ,I leut 10 plrclnt; n. Ihl upl.n.Uol\S 01 

H n.lrntcm .... nd"nrnrnzsp.r.shl'l"onpl •• 33a. 
J1/ltm. cl'IUlfd 110m Cenfrll Amfllcan Tllnsperl.hon In J'u1t, 1915 • 
Jlrll~l!lslor ~ll1uPtturne,. 

STOCr-HOLOERS' 
EQUITY 

(1000) RANK 

164,165 363 
195,817 323 
429,755 181 
254,073 275 
222,719 296 

373,756 206 
248,007 179 
171,312 355 
151,739 379 
213,982 303 

254,020 277 
174,248 347 
216,385 300 
224,533 294 
255,432 275 

207,374 309 
276,412 259 
162,139 365 
112,802 352 
161,284 367 

237,458 285 
132,399 4118 
145,745 280 
218,828 298 
323,178 230 

394,385 195 
147,444 389 
143,205 396 
234,305 287 
234,914 286 

167,396 361. 
422,140 184 
2OG,274 311 
153,405 380 
114,619 433 

648,331 123 
226,113 293 
135,898 403 
213,460 304 
1I~840 341 

174,097 348 
296,098 247 
199,182 320 
304,140 240 
110,428 435 

(83,3d2 333 
193,405 326 
151,845 383 
20,932 492 

Ul.06Z 356 

(' 
,I 



EMPLOYEES 
NUM8ER RANK 

NET INCOME AS PERCENT OF 
STOCKHOLOERS' 

SALES EQUITY 
% RANK % RANK 
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EARNINGS PER SHARE 
GROWTH RATE 

'965·75 
'75(1) '14(1) '65(1) % RANK 

TOTAL RETURN 
TO INVESTORS 

1961.71 
1975 AVERAGE 

% RANK % '. RANK 

161 
40S 
321 
319 
314 

4.5 203 15.1 96 4.19 3.26 134 12.08 98 '211.61 2 12.57 48 
(D.86) 340 
(1.54)'354 
aog '227 

20.28 13 

.25,700 153 
17,0751 m 
16.956 231 
12,7331 295 
1&,500 243 

12,469 306 
13,304 2Rl 
9,136 358 

]6,600 240 
18,510 214 

14,408 
19,400) 
13.391 
8,000 

23,850 

1~300 
15.838 

.11.801 
10,100 
12,538 

210 
209 
218 
386 
160 

308 
I'B 
320 
348 
302 

19,000 212 
5,000 m 

14,875 257 
21,800 191 

5,iOOt 443 

9,500 
7,200 

13,400 
24,390 
6,200 

12,000 
13,8511 
16,350 
11.625 
1~400 

13,455 
10,242 
11,019 
11.700t 
2,930 

13,200 
17,000 
13,500 
8,700 

19,500 

353 
406 
2ll 
159 
427 

316 
269 
244 
325 
3.4 

276 
347 
265 
324 
481 

264 
235 
274 
364 
207 

SA 132 lliJI 69 
7.9 65 10.4 291 
5.4 ISO 12.1 225 
7J 85 18.5 51 

1.9 64 11.9 230 
U 179 1l.0 211 
1.8 394 aD 402 

4.6 201 11.9 m 
6~ 91 15.2 1I5 
4.5 205 K4 m 
3.5 213 9.0 111 
1.8 392 4:; 426 
3.8 256 M 356 

4.5 208 11.8 238 
II 430 2.4 450 
1.6 409 5,3 413 
4.9 177 15.2 III 

33 296 1.4 316 

6.2 1I9 11.5 160 
3.1 314 1.5 374 
4.2 229 6,9 zaG 

as 46 11.1 244 
2.6 346 9.4 321 

3.a 259 8.4 352 
3.9 241 B.S JJa 

0.8 444 2.6 448 
11.4 18 14.1 148 
6.8 96 17.1 63 
23 362 7.8 364 
4.Z 228 19.0 47 

1~2 31 a.2 358 
3.9 246 8.8 316 

8,9 41 21,3 26 
6.8 97 193 40 

43 219 12.6 199 
7.4 83 12.7 197 
3.5 279 a7 345 
1.0 89 11.6 245 

10.1 28 48.4 3 

~2 461 0,5 462 
4.4 212 11.2 261 
1~ 249 ItS 206 
0.8 445 19.2 41 
1.7 401 4.9 422 

2.53 1.70 t02 
3.50 4.54 2.41 
535 M7 3.13 
4.20 t91 O.i& 

1.44 1.22 0.18 
7.00 6.88 3.69 
1~4 ~93 1.74 

(1.80) ~10 1.75 
2.09 US 1.50" 

3.51 1.76 1.50 
4,M z.n 1.98 
1.36 (0.70) 0.89 
~94) US 2.17 
3.85 U8 3.29 

3.18 2.71 
13.1: 1.56 
1.54 3.91 
1.90 tOG 
(1.90) 1.70 

1.40 1.97 
(2.11) l.m 
135 1.20 
2.lI 5.18 
1.36 1,&1 

1.53 
2.48 
1.22 
0.48 
2.29 

J.)4I0 

(030») 
0.91 
2.04 
1.25 

2.28 329 
3.80 305 
167 30S 

16.92 49 

23.11 20 
a61 229 

(121) 377 

1.37 112 

8.87 172 
739 211 
433 264 

(8.03) 42J 
1.58 342 

1.59 208 
(11.27) 428 

2.16 328 
14.75 68 

Z.08 332 

1.80 306 
0.80 354 
0.85 352 

3.85 1.BO D.lO 44.06 2 
2.46 4,\\ \.62 U7 287 

(5.03) 1.71 1.39 
4.15 5.20 4,8:3 (151) 379 
2.42 2.02 l.ll) 7.91 199 

0.67 3.77 1.73 
1.69 1.16 H.A. 
4.04 2.87 1.83 
1.20 (1.24) I.sa 
5.29 10.1I N.A. 

2.05 4,55 1.43 
2.'2 2.02 135 

(5.34) 135 2.13 
3.43 1.68 0.51 

12.93 a68 4.27 

3.29 2.87 1.16 
5.03 6)0 1.16 
2.10 2.50 1.6411 

U7 1.52 1.06 
23.23 US 1.21" 

0.14 2.92 2.05 
3.20 23B 1..7 
2.4l tal I.SO 
1.06" 0.32" 0.38 
0.97 136 1.32 

(9.05) 424 

~24 190 
(1.11) 397 

3.67 310 
aD1 245 

21.00 27 
11./2 107 

10.99 124 
15.80 51 
t50 327 
5.B< 250 

34.38 3 

(23.54) 440 
a09 197 
5.11 269 

lO.8D 129 
(3.03) 393 

99.74 76 
4.19 441 

24.55 367 
(10.07) 460 

la26 408 
18,39 134 
97.14 80 
310S 325 
38.62 297 

54.75 221 
71.57 159 

139.28 19 
54.28 227 
lU5 lI9 

47.42 256 
29.22 345 
13.58 415 

141.88 16 

21.08 389 
38.4> 19'1 

125.99 34 
4a47 160 
4MO )50 

2122" ·11 
4.13,,204 
~79 .304 
(~9B) :343 
1.31 t't) 

as, . 100. 
lS5 ~07 
6.58 151 

(~£4) .. 331 

6.16 ISO 

436 '19B' 
4.l1 '.189" 

(3.41) '.192 
(2.48)-374 
(4.57) 4OS. 
(O.SO)·· 331 
2.12 .' ,260 , 

UAcquutd by Cull & Wlst"n Induslrlu In October. 1915, a!ll/ tbe 'lost or both !;lImpanlu' f,lcal 
YUIS. U~':~I:~~:~::J~::~~:k:~b~1 \O~!!11~11~~~~~.IUh.llltII16 IIcv,mbtr. m~ 

4ofllurt.lfarNOl'WlthPhll'!Ntll. 
~lFIIUfU I~, "l1Slrcl~. f~" Min'" (\1)14 "Ill: US). I«\ui'loj S~III'!I\~tf, lU ... 

80-321 0 - 77 - 42 

url,ureuIQrl·T·tCUtIlItD!eI~If. 
~'rr'Ulllt lor Carcrado IoIIUm. I. (ltYI!Df. 

INDUSTRY' 
CODE 

;il' 
.10 
·,7 

'.11 
'<4 

:. 4~ 
\')2. 

'22 ' 
40 

:3,8.1 

45 
• 45 

.32 
12 

·32 

;'~5" 
·n·, 
.'2& 
36 
.il 
42· 

,,47': 

"~if~: 
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The 500 largest IndustrIals 

RANK CoMPANY SALES ASSEts NET INCOME 
STOC~HOlOERS" 

EQUITY 
'15 'H (I~~~) (1"0) RANK (1000) RANK (IQ~1l) RANK 

351 409 Stokaly·Van Clmp (Indlanapo!iS)U 484,262 239,109 432 '10,860 393 123,628 ' 419 
352 214 t::yclGPs(pittsburg'n) 433,561 31ll,981 3$- (6,8l3) 414 "·131,91)1 4~ 

353 3Si A·T·O (WlU(lughby, Ohlo) 480,482 299,801 390 12,194 382 .1lS,551 '432' 
35. 361 Macmillan (New York) 4/7,341 451,118 -m- 2,994 453 241,958 283 
355 310 FaderaICo.(Memphis)l' 416,691 124,231 .S;> 8,4)3 418 80,972 461 

356 399 Crown Central Pelroleum (Sallimo, 475.253 206,303 -459 5,584 438 71,666 ' '69 
357 364 libby. McNeill & libby (ChicagO)l 414,791) 353,617 ;48- 9,819 407 IS1,J59 384 
358 401 Coaperlndustrles(Houslon) 473,195 369.195 340 - 31,134 284 117,150 342 
359 . CFlndtulrln(LongGrove,IfI.)I 468,138 456.068 i93 • N.A.n ',110,113 358 
360 392 Rohrlnl!usltles(ChuIaVista.C:.lil.)- 468,106 31l.802 312 (1.621) 415 '74.921 466 

361 339 PmeY(Minneapolis)1 467.612 206.118 ~61)- 15.21ll 359 107.893 44! 
362 391 Midl~nd·Ross(CleveIJnd) 466,369 351,036 'J5t 21.069 313 181.719 338 
393 319 Thom3S J.lIplon (Englewood Cliffs, NJ.) 465.493 249,361 .n-- 24.935 290 167.716 360 
364 380 Chemelron{Chlcago) '64.268 311,309 ·m 30,369 262 209.484 305 
365 318 StanleY Warks (New Britain. Conn,) 464.158 374,465 ;JJ6' 19.054 331 203)15 314 

366 3S0 RjyI.1113 Foods (Hrllls!on)' 463,693 223,261 .", 11.850 386 96.1111 452 
367 384 Cana MlUs(Greensboro, N.C.) 462,291 213,453 4111 24,243 2!:4 176.433 343 
3GB 396 Fairmanl Faad~ (Hous!on)~ 461,229 144,U67 ~so- 6.150 429 65.053 471 
369 3lS PltM1· Be'Wtl(Stamforo,Cenn.) .60,9OQ 484,596 .. 19· 15.952 282 167,844 359 
310 366 SquJUI o (Park RidRe, III.) 460.364 312.093 ·W 35.857 229 201.18') 310 

311 382 ChampfenSparkPlu(CTeledo) 458.196 402.223 ~2r 46.141 185 293.201 248 
372 402 Hecloll, Dlckln$on(Rulherlord,NJ)J 456,039 450.536 -m- 33,762 239 2Bl.628 252 
313 373 Bell & Hewell (Chit3&o) 455,318 432,340 ~~- (5.751) 412 175.620 344 
374 359 tnrnont(NeNYollo..) 451.5511 306.431 38' 11.649 388 141,615 388 
315 391 WestmoreIJndCoal(PMadelphla) 451.520 213.m ,'S~' 60.m 155 151.617 385 

376 314 ClntlnnaUMUacron(Cincinnali) 450.1RS 375.374 ..". 9.946 los 157.015 373 
317 354 HatfonaISenlealndustrfe:o(AII3nta)11 448,303 229mO .... 1- 17.625 342 155.181 376 
318 401 PUfeJ(lakewooo,C.,hf.)1 441,336 293.668 412 18.m 333 147.697 387 
m 301 'Temt.u\l(tle'H'{ol~) 444.645 1.155,J3i 144 103.224 86 628.127 129 
380 395 Spencer Foods (Spenter, Iowa)' 444,308 52.653 -4M- 1,793 459 13.510 '98 

3S1 m Sllu\h~es\Fett:!.tlndus\rlu.{PhGenh,) «2,912. 400.m 313· ~001 451 139,511 399 • 
382 351 HmncrWaldoll{SI.Paul)l 441,157 31],375 ]5; . 28.245 210 199~51 319 
393 431 Oil Sflall (los Angeles) '31.922 169.011 '41, (3.933) 471 29,110 491) 
3M 3'~ fllntkote(WhltePlillnl,JI.'1,) 435.2\5 439.1}5 -or" 12.440 aSl 230,418- 291 
385 418 Willalllt!le Induslriu (Portland, Ore.) 434.513 396,461 326 34,322 238 215,230 301 

31.& 3JJ Simmons ~MllI!\\"'} '3'.4~ 2£0,&10 Al3- 19.266 399 15~~17 374 
381 312 Suon Induslrles (New York) 434,262 325.184 ~ 5.828 433 103.921 444 
388 499 Shellef·Globe(ioledo)' '30.412 241.'16 .. 21 14.188 362 109.932 438 
389 591 SuCren(lIew"'l'olk)U 430,402'l 105.331 .* 4,341"l1445 , 9.972 '99 
391) 411 Trane (La Cros~e. YiIS) 427.071 331.846 35/ 15.016 361 183.848 337 

391 419 Ex·tell·Q (Troy, Mlch,),' 423,545 311,353 ~16 1~.95J 37.1 21ll.469 313 
392 452 Gardner.Oenvcr(Oallas) 421.140 31I.4eO 331 32.842 245 244.699 281 
393 412 Intentala Brands (Kansas Clly, Mo.) 422.842 110.13\ 486" 6,336 426 53.645 417 
394 387 Ger1er_1 Instrument (UewYolk)' 419.664 3e6.450 329 11,716 381 1&0.645 369 
395 '26 Lubrlzo!(Witkliffe,OhIG) 419.089 305,381 '385' 46.892 183 23Mll 291) 

396 405 American Ba'lterles(Chtcago) 417.243 11l9~01 '97, 5.739 434 43.698 483 
391 355 UV Inaustrles (New YOlk) 416.991 446.708 ·299 . 24.316 293 184.116 332 
398 429 Mllu labaralDties(flkh3rt, Ind.) 413.162 345.155 355 15,368 351 145.B:!.1 391 
399 406 Parker·Hilnninrl(Clevllland)1 411.152 268,811 ,40&' 19,344 326 124.005 ,18 
400 Consoildllied Aluminum (St lours) 411,121 482,699 "81 (2&.402) 486 144.441 394 

/i,A.Ncln',llhll. tAvtrlle ler Ihl ,~U. su the lelrrenCtl 10 Ntmplorns" O~ pl"ll&.. 
.'ndlt~les tM11 tcrpor.!Jon wu nllf_menl the 500 or fbI ualnd sao in 19H. fR,lIe:h an .lIr.ardlnuy WfJI 1I111/IISI 10 percenl; Itt thl uP/Initio", or 
··Rlnrt:tslnel1r.crdln'l)'crldltol,llusIIOpelt'nt;suthllelpt.~.\ions at "'n,llnccme" ua "urmnll per wrt"lIn ~I.lla. 

"ncJJnt""Om.",nd"urnln,spersMul"onill,eJl8. "rl~Ula Illof HOe/ner DOlts. 
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TOTAL RETURN 
HET IHCOME AS PERCEHT OF EARHmGS PER SHARE TO INVESTORS 

1991.15 
EM~LQYEES 

STOCKHOLDERS' GROWTH RATE 
SAtEs EQUITY 19;5·15 lSl5 AVERAGE INDUSTRV 

HUM8ER RAHK % RANK % RAHK '15(1) '14(1) '95(1) % RANK r. RAHK % RANK CODE 

6,000 432 t2 367 8.8 342 3,09 2,93 1.64 6,54 233 40,89 290 1.57 280 '20 
7,483 399 (3.80) 8.94 5,08 (12,03) 468 (4,41) 4~\ 33 
17~40 226 2.5 354 10.6 284 1.61 1.45 034 16,82 50 111.98 44 (319) 3i1O 45 
18,256 216 0.6 450 11 460 0,20 112 0.g6 (13.51) 432 32.14 329 (11.06) '4013 27 
7,500 398 1.8 396 lo,s 289 t93 432 1.16 9,11 152 150,81 14 934 92 20 

1,065 496 1.2 433 1,7 369 3.24 591 131 9,48 158 U9 449 4,97 184 ~9' 

6,143 429 tl 378 6.5 395 1.00 IJ8"' 0,40 9.60 155 93,28 94 (6.45) 425. 20 , 11,262 331 a6 106 17,6 59 6.06 4.87 W 1056 135 102,92 71 10.59 76 45 
1,5941 492 N,A, N,A. N.A. 28 

13,1001 296 (1.91) 1.9-1 1.60 (33.51) 476 (11.'5) 449 41 

3,960 468 33 297 14,1 149 t68 3,67 016 2a27 14 5D.43 243 20 
9,983 350 45 206 n.G- 2'6 3.53 350 2,68 2.81 322 19.54 ·121 2.23 258 45 
5,6191 437 53 156 14.1 129 "A. N,A. N.A. 20 
9)00 351 6,5 109 14.5 134 '60 5.52 5.30H 3.51 309 3138 333 (l.73) 358 28 

14,5461 259 '.1 232 9,4 322 t, 2.57 1.29 as. 234 eo,os 125 1,90 120 34 

8,200 3ao 2,6 m 12.3 213 1.91 1.16 0.6, 11.56 m 1513 1'4 819 \It 20 
14,400 261 5.2 161 13.1 159 7,9' \02 t71 1135 116 15715 12 808 117 22 
8)84 318 13 428 9.5 319 1.40 t.'qt 1.51 (0,15) 311 4853 249 (0.15) 321 20' 

17,246 227 ~6 139 15.5 108 US 1.9>. 1.07 6.19 240 31.28 334 (1.95) 363 44 
16,000 m 7.1! 61 113 62 UO 1.55 1.21 2.17 331 5t1l 235 1.95 263 35 

13,000 290 101 ' 3l' 15,9 93 l.24 1.26 ,2 9,08 161 3W 296 933 93 16 
15~ 254 7.4 £4 11.7 142 1.9-\ 1.£9 c.~ . 13.23 19 4335 216 8.51 106 38 

112.656 297 (1,00) 2.12 151 10,92 162 (6.52) 426 38 
8,SOI 310 t6 350 7~ 30l 1.45 l.77 tOO (35~ 399 6~21 198 (~91) 418 28 
4,933 455 133 11 39.7 7 8,82 530 051 ;:,."'1 7 132,61 27 24.49 7 10 

12,551 301 21 371 63 399 2,S9 3.2~ 2.85 (0.58) ',s 16.19 410 (1.10) 31S ·45 ' 
17,600 222 3,9 242 11,4 254 1.27 1.60 0.73 5.69 2.' 5736 211 1.28 289 36 
7$IJ 3'1 4.2 221 11.8 191 lr,8 1.4. 101 4.61 119 105.44 65 ~ll 314 43 
4,814 456 231 1 16,4 81 331 4.£4 0.60 18.84 38 ltM 416 1.68 271 10 

.' I,SOO 490 0.4 459 133 114 1.10 ta8 126 3.1).1 319 K~ 90 (11.13) 441 20 

8,500 312 05 457 1.4 459 0.06 \.61 0.49 (18.94) 438 53.42 ~~, (0.16) 336 26 
8,300 315 6.4 112 14.2 145 1,99 235 O.72l~ ) 10.70 132 9\159 98 5.63 1£9 26 
1,445 493 (0.20) 0.48 N.A. 16.85 40J (Ii..!.': ,~ 

8,049 385 t9 326 5.' 412 1.93 2.3. 1.96 (0.15) 3S2 6\12 193 2J!3 23. " 7~00 40S 7.9 63 15.9 92 V9 3.06 N,A, 96.26 83 26 

13,850 210 2.4 359 65 391 1.51 1.90 1.37 0.98 351 10.49 163 639 156 25 
6,821 415 13 426 5,6 .10 0.75 034 0.17 laoo 56 Gall 171 4.40 191 26 

12,655 298 3.4 281 13.5 165 m 1.73 0,851) 10.08 145 183.25 5 1.61 211 40 
1,3011 494 1.0 439 43.6 4 2.39"47(1.75) 1,02 S.89 111 41.62 283 3.60 214 2\! 
9,839 352 35 21. n 35S 2.70 1.13 215 1.84 336 50,10 241 (7.4&) 435 4S 

1O~651 336 4,1 191 9.8 31).1 251 233 2.38 0.53 357 51,23 239 (2.12) 365 45 
,\1,051 333 7.1 76 13.3 172 1.74 1,43 095 624 238 38.09 302 9,7s 86 43 

11,500 328 1,5 413 11,8 241 2.71 1.14 1.16 4.4l 282 134.l9 23 0.11 324 20 
22,300 185 2.8 332 7.3 378 1.46 1.18 0.61 8.10 196 643' lal (1133) 445 36 
3,588 473 111 22 203 30 tal 2.49 0,49 16,11 51 2.85 445 19,06 16 28 

9,9011 351 1,4 420 13.1 183 3.25 (1.12) 1.16 10,85 121 251.34 1 (214) 361 20 
11,1011 324 5,8 131 131 119 5,45 1.19 159" 13,11 82 31.48 331 3,85 211 36 
8,449 314 3.7 264 105 285 2-87 3,00 137 3.83 30J 45,82 266 (3,22) 381 42 

11,092 332 4,1 192 15,6 101 331 3.15 150 8.24 191 17.85 136 2.18 2S9 34 
5,000 454 NA. NA. NA 3.' 

"FlluII/slcrCllob,WfllIi;hlndusld.s. 
uflllllalslrO~TIl"Et'limat'. 
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The 500 Largest Industrials 
STOCKHOLDERS' 

RAHK COMPAHY SALES ASSETS HET IHCOME EOUITY 
'75 '/4 (100a) (1000) RAHK (l00a) RAHK (SODa) RAHK, 

401 .15 Hath PI,);lnl (Waterloo,lowa)' '10,79' 52,837 ~9~ (6,554) .73 14,592 .97 
.02 . H.P. Hoed (Bcslon), 410,498 125,654 "'82'-- (3,Gl3) .70 .7.123 .78 
.03 .GI CltrOl(8oslon)' '10,096 4l7JI. -185-- (8,898) '77 2'0,397 284 
4M 3.8 AMP (Harrisburg, Pa.) '09,551 '1'~77 313 21,767 272 250,696 278 
405 .1' HIW YMk Tll1Iu (tlel'l Yark)· '08,879 2'0,688 429 1~754 376 145,092 393 

.06 3'7 Relchhold Chlmltals (While Plains, N.Y.) m,BS8 237,100 435 15.948 355 129,835 412 
407 m Quutor(Toledo) 416,526 293,267 aS6· 2,253 456 125,1'0 417 
40S 42J Grun Glalil (Chaska, Minn.)' '05,828 263,895 • Ir 8,801 41 • 101,1'3 448 
409 378 Du Rlnr (Greenville, S.C.) 'GI,384 308,399 ,81 (2,949) '69 144,432 395 
410 398 SnIllRahFoadstlndustrlu(Savannah,lia.) 401,832 IOS,270 .as 16,292" 353 37,957 487 

411 383 Dayeo (Oayion, Ohio), 401.479 271.133 .06 8,190 415 lZJ23 '68 
'12 427 CUller.Hammsr(Milwaukee) 400,930 257,961 ,409 15,335 358 129,581 413 
m .16 VF (WYomiSSing. Pa.) 396,364 23),662 m 26,'56 279 161,514 366 

'14 424 ClJnialeum(t~ilwaukee}'1 . 395~60 219~52 439 9,558 409 120)16 42. 
m 410 Cannon MJUs(Kannapolis,N.C.) 395,198 309,923 371 18,733 334 267,706 264 

416 432 Hobarl{Troy,Ohio) 393,819 29B.020 393 19,293 m 156,005 375 
4IJ 303 Tecumnh Products (Tecumseh, Mich.) 393,352 235,448 '436 19,672 324 199,9~3 JI7 
418 356 Hnudl Fo~d Pr~dLleh (Oclroil)l' 388,566 73,264 49. 5,294 440 41,823 "85 
419 411 Norris Indultrles(losAngeles) 387,402 196,014 46> 17,991 340 1IB,810 426 
~20 367 LOLllslana·PaelOc(Porttand,Ore.) 386,700 5'9,690 2" 16,710 348 277,260 258 

421 365 I.lumn:(San Maleo;Callf.) 383,806 461,938 290 20,702 316 27as26 257 
422 429 K8I1waod(Sl.louls)l' 383,560 250,322 421' 418 464 56,)27 .76 
423 m Kalhrlnl(Milwaukee)!' 383,347 280,449 '01 3,615 450 103,649 445 
424 448 Superior OIl(Houst~n) 382,1'9 886,782 184' 55,342 165 5'1,828 151 
425 327 Rim. CO~~1r I. BrlSS (New York) 382,059 457,512 m (31,278) 487 136,809 4G1 

426 514 HarnlnhltIBr(Brcoklield,Wis.)l' 373,801 319,'95 970 23,'74 2,S6 139,495 400 
427 4J7 Emhart (Farminifon, Conn.) 371,099 294,463 395 22,830 303 190,342 329 
428 338 MclluthSlul{Oeltcll) 365,828 J28.EB8 960 5,730 435 174,642 346 
429 522 Patl(Muncte, Ind.) 365,291 225,069 449 14,060 369 100.654 449 
430 388 cYJlnl1 Mines (los Angeles) 365,254 600,219 ,2.9 11,1221 392 32~7G1 212 

431 562 Enyfraleeh(MenloPark,Calil.,. 364,6G4 241,197 .... 28 6,858 423 91,036 455 
432 552 ClmtrOlJ Iron Works (Houston)! 361,89' 399,212 924 36,&)3 225 145,487 392 
433 386 Vulcan Mllar/llf (Birminghlm, Ala.) 360,023 32~,757 361 27,742 273 173,655 35Q 
434 469 Amerlcan Hotst & Outlek (51. paul)!' 359,162 269,044 407 11,405 389 85,782 459 
435 403 Slrnodl(Glenvlew.IlI.) 357,565 272,2OS '05 17,099 3'5 113,739 349 

436 554 KewlRu InduslIles (Bryn Mawr. Pa)U 357.'20 357,146 147 27,719 274 183,375 3J4 
437 454 Glnoell(Rochester, N.Y.) 355,354 331,196 358 38,548 218 256,902 27' 
438 435 OJlrylu Coapmliu (Pearl Rivet,N.Y.}1 355,118 79.338 493 N.A." 31,772 '88 
439' 487 Brockway Glm(BrockwaY,Pa.) 354,643 245,528 ~24 17,822 341 148,326 386 
440 428 Fedml.MDIUI(SDulhfield,Mich.) 354,200 27'.154 403 ',007 449 131,465 410 

441 439 Call1ni & Aikman (Nlll'l York)' 354,124 213,389 453 2,503 455 122,743 .21 
442 529 Bucpus·ErII(SaulhMilwaukeo,Wis.) 353,137 454,284 -294- 29,876 264 214,555 302 
44J 478 Amlll(Providence) 349,425 173,989 47~ 6,022 431 ' 45,186 480 
441 613 HlllhI1Taal(Houdon) 347,983 377,510 333 43,422 199 259,570 272 
445 430 E1cll'PjebarlndullItu(Clnclnnali)1' 347,OSI 218,692 446' 18,683 336 131,768 40j 

446 468 Thiokol(Ney,,1own,Pa.) 345,071 208,'97 4l,a 14,338 366 120,933 423 
447 44. H.H.Jlohtrban(PIUsbursh) 343,972 194,757 465 16,405 350 88,000 456 
448 5IJG lIntar(Portland,Ore.)" 342,273 -1l,895 387 10,133 4~ m,m 401 
449 MAPCO {Tulsa} 342,178 434,191 307 49,314 17. 183,123 364 
450 ,50 Bluebltd(Phlhdelphla)' 341,513 68,404 -49\ 3,565 451 29,531 419 

tfJ .• Ii~lu,,1JbI~. tAv"H' reI the Y:II; n. thl "I","u Ie ",m~roJus" 011 P'lt lll . 
• I"d,~tu that I torpora1ion 11'11 Mt Imanl thl SOO or th' .Itond SOO tn 1914. IR.nlc\,an tdr.erdrnll}' thlll' 0' Itlu,t IDI).rClnl; u.th.llplan.ho n,of 
·'R,fttd,.n Iltllordml'l' tlldd clllln" 10 D'tunl, "tlhl .. ptan.l,o~t tl '·u!,ncom,",nd"tUlllnl,pl1lhu,"onpn,l18. 
"Mtlntom'''lIId''nlnr""p.r,II.I''~GRPII.13a. ~'Ii.m~ thUlld flem 8ath IndU1tun In Ap,,!, 1975. 
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TOTU RETURN • 
NET INCOME AS PERCENT OF EARNINGS PER SHARE TO INVESTORS 

STOCKHOLDERS' GROWTH RATE 1165·15 
EMPLOYEES SUES EOUITY 1165·15 1115 AVERAOE INDUSTRY 

NUMBER RANK % RANK % RANK '7~1) '1~1) '6~1) % RANK % RANK % RAN~ CODE 

3,9Ra 4 .. (5.49) (0.51)" (3.13) .13.B2 413 (10.86) 441 20 
3,B95 470 (3.B3) 4.57 2.2a 20 
5,560 439 (1.67) 5.05 1.56 24.07 371 I.B2 267 .28 

n,an 292 6.a 98 11.1 261 0.15 \.25 034 a23 193 12.54 420 14.26 '3' ,36 
6,600 422 3.1 .J1l B.B 340 1.15 1.82 0.19"" 3.83 304 54.38 226 27 

4,305 .61 3.9 m 12.3 215 232 3.19 M9 12.!9 al 18.1' 397 2.62 243 28 
10,116 334 0.6 453 1.8 456 0.23 (0.31) 0.96 (1331) 431 49.22 241 (6.04) 420 40 
6.600 421 2.2 375 B.l 346 2.47 2.74 1.54 HI 216 24.12 366 (3.01) '383 20 
I~OOO 211 (0.58) \.20 2.55 110M 154 (10.00) 439 22 
1.279 495 4.1 234 42.9 8.92"" (7.60) 1.51 18.91 36 7.4& m 5.41 172 20 

1~l13 338 22 313 12.2 223 t.m 'US 1.62 S.24 264 4.92 440 2.49 l49 30 
1l.9CO 2 .. 3.B 254 11.8 236 4.02 4.47 267 4.18 292 60.11 199 (3.77) 395 36 
17,500t 225 a7 101 16.4 82 W 2.S1 0.84 12.43 94 76.B9 141 9.70 8B 23 
10,519t 341 2.4 35B 7.9 360 1.25 0.D7 Q29 15.13 58 195.01 4 11.17 54 Ii 
20,000 204 4.7 185 7.0 384 ~OJ 1.67 0.26 22.B2 21 47.44 255 035 313 22 

11,498 330 U I7S 12.4 2ll 1.10 1.68 0.94 aiD m 96.08 as 0 ... 31l\i 45 
7,518 395 5.0 1GB 9.8 303 3.60 5.25 2.27 4.12 278 48.17 248 5.45 173 45 
3,500 476 1.4 421 12.7 195 5.21 5.B6 1.11"" Ian 52 20.82 393 5.07 180 20 
9,000 360 4.6 196 15.1 116 4.50 2.18 0.63 21.13 25 120.58 41 12.61 '46 34 
B,300 376 4.3 218 6.0 401 0.64 2.16 NA. 53.14 2J2 26 

5,600 438 5.4 152 7.4 375 N.A. H.A. RA. 33 
16.500 24~ 0.1 462 0.7 461 0.12 2,51 1.36 (21.56) 439 89.62 99 W 316 23 
6,B65 414 a9 440 ~5 439 0.71 1.25 4.00 (15.88) 437 BO.SO 123 (10.7B) 440 45 
3.341 47B 14.5 6 10.2 295 13.79 IS.SS" 9.12"" 4.22 299 (4.01) '62 1.26 290 10 
6,9101 4IJ (5.59) 3.04 2.10 45.79 267 (6.35) 422 33 

8.200 311 63 117 l6.8 70 6.45 3.78 2.37 10.53 137 95.92 81 6.7. 147 45 
l(l.~JO 337 ~I 123 ll9 231 3.65 3.52 2.13 5.53 257 51.94 237 4.54 195 45 
4,800 45a 1.6 410 3.3 445 1.01 4.21 2.03 (<20) 420 53.10 233 1.59 279 i3 
8,000 390 3.8 250 14.0 154 3.OJ 2.05 0.74 15.14 62 71.38 160 34 
5,200 444 3.0 31S 3.5 440 I.OJI 4.69 1.63"" (4.49) 409 1.76 451 ~68 240 10 

B,610 367 I~ 391 7~ 313 til, 1.12 ~.A. )8.80 131 4\ 
8.6\7 365 10.1 34 252 IS 15.01 10.11 1.16 29.23 10 4.55 443 45 
5,mt 440 7.7 73 16.0 90 4.B7 5.30 2.07 B.93 170 JB.l9 300 8.B9 102 10 
7~41 402 3.2 303 1l.3 173 3.14 2.35 1.21 10.01 149 64.56 182 3.59 215 45 
~710 436 4,8 Ia" 9.8 302 2.36 331 1.29 6.23 239 24.52 368 9.07 97 34 

5.153 446 7.B 70 15.1 117 2.90 2.99 1,50'· 6.BI 225 12.36 422 3.13 225 2B 
13,490 215 1M 24 15.0 120 I.B2 1.58 0.56 !t51 92 46.32 262 2) 
1,950 'BI N'. NA NA 20 

10,900 335 5.0 166 12,0 228 3.72 ~50 1.22 1l.l9 105 101.BI 73 a96 141 32 
11,975 311 1.1 435 3.0 446 0.54 I.BJ 2,92 (15.53) 436 (3.01) 461 (3.82) 396 40 

B.l00 371 0.7 449 2.0 455 0.22 1.21 0.75 (11.54) 429 17W 6 5.09 1)9 22 
1~28 404 B.5 52 13.9 155 1.53 1.16 0.B5 6.05 242 la91 402 14.30 33 45 
4,047 414 1.7 400 133 170 0.99 1.83 OJ5 10.96 126 IJO 452 .82 145 45 
8,300 377 12.5 15 1&7 73 J,41 1.97 N.A. 17.95 398 45 
8,200 379 5.4 153 14.2 144 3.81 3.72 1.23 U.97 100 10l.lJ 75 9.23 94 45 

a.t73 l82 4.2 231 iI.9 234 2.52 3.21 1.04 9.25 163 30.82 339 (1.30) 349 41 
7,129 409 4.B IBJ 18.6 50 6.05 2.GB 2.28 10.25 141 10.96 161 6.43 153 34 
B,606 368 3.0 J22 7.3 3)9 1.70 2.60 I." 2.16 330 35.61 )1\ (US) 37Z 45 
2,197 485 14.4 7 30.2 9 2.64 2.21 0.32 13.49 17 32.B6 327 25.45 4 10 
1.825 4B9 1.0 437 12.1 226 066 0.58 0.04 3236 8 B6.11 106 7.18 139 20 

·'n.UfU ICIIS1SI~llId. t!litlmuler Dn1~ ilGm III. eWe (II dsacqulsll!clI, April- 1915, Nant. chln,e!! 
hGmK''',nu.Q,t\IlI1111·l'l1i. 
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( 
The 500 Largest IndustrIals 

STOCKHOLDERS' 
RANK COMPANY SALES ASSETS NET INCOME EOUITY 

'IS 'I. (lCCC) (ICCO) RANK (1"0) RANK (I"~ RANK 

.51 5DS Twenlleth cenlury,Fol Film (los Angeles) 3'0,589 322,994 ;61 22,68D" 302 115,959 '31 

.52 511 Wm. Wrilio Jr. (Chicago) 340,491 214,614 ~51' 27,485 215 154,418 311 

.53 501 Anln Indutlrin(Columbus, Ind.) 340,306 228,261 - • .m '<4 ' 74,846 '61 

.54 413 liandy & Harman(rleI1Yofk) 238,444 14&,531 418' 12.706 319 56,381 475 

.55 '55 Warn3tn(Bridgeport, Conn.) 331,941 218,468 441 356 465 86,852 .51 

456 414 Keyslone COnlolidaled Industtles (Peoru, HI}! 337,625 21~.282 ·m- IUDS 390 112,116 43S 
451 519 TeklronlxCBeaverton.Ore.)lt 336,545 306,616 382 26,329 280 202J21 315 . 45B 449 Inbnd Conbiner(lndlal1~polts) 335.111 :m.9R2 <n. 29.469 266 15.1,121 318 
m 484 83mh & LombCRochester.N,Y.) 333.8&3 258.579 -415 16.114 354 123,027 '20 
460 443 Federal Paper Boud(Montl.'a!!!,rl J) 333,£;92 2~O,S!)8 *B- 16,631 349 152.753 3BI 

461 436 InslJeo(Menllen,Conn.) m.m 352,845 "'9 1 • .128 363 111.48<) '430 
452 44:} WhHlabrallll.Frye (Hamplon,IlJt) 332.1Bl 142.142 ~2& 14.562 354 119.429 '25 
463 533 Columbia PiclufU Inlluslrles(rleIVYork)1 332,064 305.484 J84 10.Sll" 397 19.848 .93 
464 SIS Hanna MIOinr(C!evthnd) 311.€44 3f!.1,<J67 3Jol 41J50 11B 292,675 250 
465 324 HVF(yorklyn, Del) 331.247 319,516 ~~ 12.141 318 112.530 43. 

466 434 Mallel(Ha .... lhoTnl',CalJfft 329,31)6 17jl,~91 41f (19,896)1 '83 16.921 .95 
467 459 Gsnml Relraclories (Bala·Cynwyd, Pa) 329,023 255,886 ...tIl· 9,271 412 108.513 '39 
468 511 Gerber Products Irrcl,~MI. Mlth)' 328.140 W,,5~3 ~~g 16.339 352 130.621 'll 
.69 466 Amarican Chain & Cable (BridReport. Conn) 327.760 245.183 425 6,107·· 424 102,529 441 
410 325 General Cable (Grecntllth, Conn) 32&,632 3H,4!!1 Jb{, 21,660 310 194.685 325 

411 512 CUI!iss·WrIRM.(Woad·Rtlllle,NJ) 326.35B 323.004 966 1',341 365 129.2BO 330 
412 441 Dover(tlewYor~) 316.156 1~1),~~2 ..;&' 24494 292 133.114 401 
413 457 feno(CIeveland) 323.730 212,286 454 15.126 360 126~15 415 
414 ~1~ Idle WUd Foclls (Wo!cesler. Mass)lt 323,169 4~ 111,1 "'3 - L88a 458 19514 494 
415 411 lalleylnllustrles(Mm,Aliz.)I 321,585 210.179 455 B.731 416 76,153 '54 

'16 '55 Jon31ban lcgan(NOllh Belgen. NJ.) 321.791 252.f,~~ -41" 6.234 418 159~64 370 
411 416 Submd Allied MllI!nR (Chestnut Hill, Mass.)\~ 320.514 100.511 491 1.601 4~0 27.466 491 
41B (·IS International S,siems & Conllols(Hou5tofl)1 318,43~ 175,m 4IJ - 6259 421 42.181 '84 
419 446 Roper (Klnkakee. III.) 317,453 2011,558 .m 5J83 439 10,459 410 
480 463 alins & Stratlon {Wauwatosa, W1S.)1 3Hi,2E5 15.u~3 ." 18.269 338 125.832 .16 

4Bl '70 Phillips-Van Hellsen (New York)" 316.231 181.199 41<1 (1.296) .61 B6.836 45B 
482 496 Hanes (Wms!on Sar~m, rj C) lI4,7,J )jIJ,114 415 !D.619 396 97.500 .51 
483 501 tlal,o Cbemtcal(Olk Brook. III.) 313,934 21~146 ~'9 32,G68 24B 151,969 312 
484 545 Mmo{Taylol.f.1ich) 3Ht~fl 292.8:JZ 39/ 33.674 240 115.058 345 
485 492 Varian Amtiales (Palo Allo, Cahl.)1 310.444 245,616 423 1.105 422 135.159 405 

'B6 498 Washln"lcn Pasl(Washinglon, DC.) 309,335 2~f),599 ~"3a . 12'()12 383 110,15.1 437 
487 .97 Unfled Rcnnlni(Warren,Pa.) 307,542 120.829 <!14 • 5.551 '37 44.082 4B2 
488 461 Wallm MUir., (Nel'! York) 306.568 209,310 45G B)97 .19 1(l4.!43 443 
489 413 Belta Ptircleum(Nel'lYork) 306.292 4M.551 320 21.216 311 173.024 351 .90 563 FOl~oro(f(;Xtloro,Mass) '3[15,310 250,]18 -ell 20.068 319 158.940 311 

'91 '65 HuhuI,(Nashuo1,tl,H) 3M.B91 214.808 ~60- 2.190 454 84.183 460 
492 471 Narthwestern Sleel & WileeSte/IiIll:. 111)9 3'll,161 23M,ZOO 433 26.826 118 183,234 336 
493 'Bl Flelderest MiIIs(Eden,N.C) 303)36 199.465 43· 9.927 4C6 95)16 453 
'91 539 Peahodr Gahon(Nr,'i 'Yor;';)' 302,125 218,459 m 10.103 395 94.943 45.1 
.95 494 Flmrllndlnduslrfes(Omaba)l 301,171 56.013 496 (399) '66 16.850 .96 

496 !B Fleetwood EnltrJllises(RlvelSlde,Cahl)11 300.515 106,611 43, 5,075 442 79.185 462 
491 546 WeanUnIIBd(PlItsburgh) 29B.451 190.371 .66 6.106'· 430 62.811 4T2 
49B 51, Perkln·Elmer{Norw31k,Conn)' 291.435 24;).(52 ·4j() 19.054 330 161,213 36B 
499 .60 Monlortol Cal~radD(Gree!ey.Coro,)l1 291.311 111.294 -4as 9.439 .10 46.493 419 
500 570 Econllmlcs Laboratcry(St Paul)1 297,207 201.833 .'2 )5.E87 356 111.593 m 

TOTALS 865,m,382 668.478,042 37.849.994 331,340.247 

tf.A.Not'".llbl •• tRenreis In UillOldml/, (lIu,. cf .tlust 10 perct~l. sn tht 'I~rlnlhon' III 
··Rlnetlllnfllll~fd'"Ir)"CfedjlolallllltIDJ)tItenl: IUthe tlpllUllnnlcl "nt\lr.tnme~ln.d "n,nlr.lspfllh.,."onplu3ll. 

"net 'n~nme" '"~ '·tllm~u pull'ln." on pale 3la. I~f'.u!e " /01 [qUlt~ Corp. 
fAYlliU 101 th. ¥UI; Sft Iht nIt/tnt, to' ompl~ltU"C" pllt 3}8 IIf"ureltfORTUNEuhm.le. 
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TOTAL RETURN 
HET iHCOME AS .ERCENT OF 'EARNINGS PER SKARE TO INVEStORS 

STOCKHOLDERS' GROWTH RATE lm·75 
EMPLOYEES SALES EQUITY 1965·15 1975 AVERAGE INDUSTRY 

KUMlER RANK % RANK % RANK '75(1) '1«1) '65(1) % RANK % RAHK % RANK CODE 

5,100 449 ~I IOJ 19.6 31 3.00" 1.19" 1.99 4.19 291 107~6 61 (lE6) 364 48 
5,m 445 ~I $ 17.s S8 6.96 4.61 3)4 7.GS 206 IUS 130 a.1l 1111 20 
8,497 373 1.4 418 6.4 398 0.80 .12 1.11 (1.22) 395 76.97 140 ~23 2S7 ,40' 
2.650 484 3.8 260 22.5 23 5J8 530 US 15.71 59 (9J7) 464 4.69 190 33 

13,025 188 0.1 463 0.4 463 0.00 ).40 2,53 2I.W 364 (5.13) 416 23 

7.000 4U 3.4 286 10.1 29' 6.05 5.521 4.09 1.9 291 1M2 407 (2.51) 3J7 .33 
12,664 196 1.8 66 13,0 US 3.1lI 2,41 (l,'31 IU2 SS 13U7 28 7.tt} 23J S8 

4.583 460 '.8 45 19.1 45 6.94 5.99 1,90 1l.33 7,' 102.85 72 10.64 71 26 
1~100 312 4.9 liB 13.1 181 V, Z15 1.02 10.55 I3S 50.18 244 .33 109 38 

7,000 412 5.0 169 lO.q 171 4.9) 6 .• 3 1.13 1l.Ol m 66.93 169 6.26 159 " 
7,332 403 4,4 210 1~5 2111 151 1.54 1.10 3.22 316 60.G! 200 (2.26) 368 £. 
5,787 m 4.4 214 m 12I tal HIl lOJ'~)\' S1.l' 105 9.93 S2 45 
2,'00 4.2 3.2 305 51.0 2 137" (.29) 0.40 13.10 33 126.35 33 (6.40) '23 .8 
3,3E6 477 14.3 8 16,;? 86 516 2.32 1.92 1081 I1B 61.£6 113 7,52 III 10 
5,915 .34 3.8 251 11,3 257 1,29 4.60 0.20 2M9 28 '1.79 280 a50 107 )3 

12,050t 313 C,18)l (o,m O.19!1 .7 
8,130 363 ~8 330 as 150 U8 3.1)" 2.02 1.65 ))9 )6.26 309 (9.54) 438 32 
7,706t 39) 5,0 171 12.5 IDS 200 1.35 1.70 1.64 140 114,91 46 0.51 307 20 
7,982 391 ~o 381 6,5 392 2.79'· 3.26 3.90 (U9) 396 112J8 39 Z.9 248 34 
5,200 441 6.6 104 11.1 264 l.J2 1911 1.59 (0,45) 366 45~8 265 (721) m )) 

6,082 430 '.4 2IJ 7.6 371 1,62 1.13 0,80 7,31 2IJ 8524 110 (4.00) 399 3t 
8,100 384 7,5 81 18.3 S' 5.48 5.01 1.1' 13.17 BI 18.03 135 13.90 lG ~ 7,620t 394 4.7 19) 12.0 227 3.16 4.OJ 13' a96 168 53.33 231 8,94 .. 99 
1,000 .97 0.6 .52 9.6 312 1.61) 3.7/ NA 2e 
9,000 361 2.7 339 U.S 250 1.29 1.22 0.07 3),33 44,01 270 6,89 144 3B 

11,500 329 1.9 388 3.9 435 1.21 1.18 1.93 (4.56) 411 m.07 7 ; (5,22) 412 23 
576 499 0,5 455 5.8 405 1.19 1.96 0,0 10.72 131 41,54 284 7.57 129 20. 

3.630 412 20 385 14.9 11& 110 231 l.Oi w 226 61.S6 191 17.97 18 34 
6,000 .ll 1.7 .03 7.6 310 2.06 (2.14) 2.,7 (2.19) 384 97.75 78 1,22 291 .5 
&,318 .24 5.d 115 14S 111 2.S3 3.58 1.\5 5,02 271 26,80 355 Itoo 51 45 

13)00 233 (OJ3) 1.41 1.44 110.87 52 (W) 429 23 
12,7<5 294 3,4 285 10.9 276 2.66 (1.01) 3.16 (1.71) 380 139.10 21 (3.28) 389 22 
3,51B '7< IQ2 32 20.3 32 tEo IJ6 0,41 14,59 70 BI.65 122 12,73 45 2B 
4,850 4\7 to.a 2\ 1'.2 '2 1.32 1.10 011 20.J8 31 55.73 217 23.02 9 34' 
9,993 349 2~ 357 5,7 408 U1 1.08 0,8) 2,95 320 84.23 114 (7,20) .32 36 

4.700 459 3~ 248 10.9 174 2.5, 3.1lI 1.59 4.84 277 28.43 348 27 
1,903 428 1.8 395 12.6 200 1.05 2.49 2,81 0.82 353 84.18 115 29 
8,100 381 ~7 Jl7 8.0 3~9 2.18 1.(13 2.24 (0.271 365 108,41 57 (M9) '21 34 
1,621 491 6.9 ,2 12) 21B 2.83 5.76 0,97 11.l0 117 26.99 354 (1.851 360 10 
9,090 359 os 107 12.6 l,g 3.95 2.02 2.20 6.0) 244 20.15 394 (1.19) 385 38 

6,249 425 0.9 441 33 444 Q60 2.6& 0~3 ('.29) 406 (34.41) 417 1..3 284 26 
41153 463 B.8 " 14.6 130 3.51 4.55 1.01 13.'6 77 (10.18) <67 16.77 2S 33 

11,700 323 33 294 10.4 290 2.75 0.39 228 1.89 334 114,89 47 ~:) 347 22 
7,180 407 3,5 m 11) 1\9 1.5~ 1.'8 Q!1 W7 11 35,11 315 98 .6 

719 498 (M8) 2.77 2,22 4.26 .201 .20 

£,000 .11 1.7 ,0\ 6. 391 0.45 01' Q06 22.32 2,\ 66~6 \72 .1.05' 'I 31' 
5,208 .41 2.0 382 9.7 308 1.71" 0.76" N,A, 37,67 3111 45 
8.527 369 6,4 III 11,8 219 I,c.g 0.98 OJI 12.93 84 2)31 375 7,90 119 38 
2,llS 486 3,2 30\ 20,l 31 1.90 (0.'0) OJS 17.46 46 IG1.!l 68 20 
5,073 .51 53 IS! I)J 16' 1.24 !.IO 0.29 15.01 61 5.81 439 16,87 24 41 

l4,m,'n 



NOns TO THE FORTUNE DIRECTORY 

SALES Include IelYlt. IIId rental revenutS but u~!II:!e 
dMdenllt.lntllut, and othrt nan-opeflllnl revenues.. All 
cemp.nlu en Ih' list mud hn. detlvee! men IIlIn 50 De,. 
unl of Iht!T ul~ from manuflcturlnr '/ldler mlnlll,. 
Sales of sl/blfdrlt1Ulre Included wilen Ih., 1/1 conSOli' 

-dll,d, urn Itom dltcontrnufd eperaUcns "e '"dudell 
\lllIe" theu tillltU III published,AU rr,UfH are lor Ih. 
}nr endln, DecemherJI, 1;15, IInl,n otherwise noted. 
Salts tillites de ~llncrud. 'ICIU luts coUected by lilt 
manufactUrer, Ind Sf) th. fi,ules 'er stme coIPorallons
mcstcf'WhlthullrItCnn"lIq\lOt,c'tcbuc~'tbe 
ICYftrthanlhoslpubllthll3b)'lhlccrpar.Ullnslhemtelvu. 
Wlun the, .re .t lent 5 percent lower for this reuen 
IMr.II'l!utftlsk(·)nutlllih.ulufilure. • 

ASSETS lie Ihou emplO)'ed In the business .t Ihe cem. 
p.n,'"nr·end. 

HET INCOME Is shown .fler lues and 1!ftl:r tllraordlnary 
credits er chltln when t:r,o ue Ihawn en Iht Income 
slllem.nt. " ~ubll ululs:;' Co.) II.nlfiu an utuc/dlnary 
"eclt uillcllnl ., tellt 10 plrcent 01 ~". net Income 
shown. a double daner min uillardln~" thure 01111 
fuillOperunt. 

STOCKHOLDERS' EDUITY Is III, IUIT! ol.uell.1 stock. lur. 
plul,.ndr.t,lnldu,n!nu.ltha c:ompln,·lynr .• nd. 

EMPLOYEES: TIle fi.ure shawn Is • ,m·.nd 10t.1 ncept 
wilen It Is lellowed bJ • d •• U' m, In wlilell cue It Is an 
n.tlrefotlheyn,. 

EARNINGS PER SHARE; ror l1l(I,1 comll'nlu Ihl filllfes 
Shown far 1915111d 1974 ale Ih. "prlmlry" tllnlnUllvtn 
in I/lnu,1 tcpt)l!s,llIeu reRtctlll)tonlJ Ih. co~mGn Ihlres 
oubl,ndln. bUI,II "common'lilcek cqulvalents; t eO/lupt 
th.tlncluduln,debentlllu.llltl.rted dock. or IIIIIt.nls 
wholl mltket welue II .ovelned 1I,11r.1I11), by prtt move. 
mcnb II! I~' ccm!lllln. Semi ccmp.nlu ,eporl only lully 
dllulcd Ulnlnes-I. •. , Illn .uume con~.rslon Inlo common 
,Iccll 01 111 converllbl,ucullI!ts. r,en thou prlmltllyval. 
u.d II deMln,bum.nll,ln IhelrClusthl fully diluted 
IIrnlnllero.lven.(arnlna,fu1975IndI974.rawel.hled 
net'llI ef culsl.ndln. ,nlln. whiCh It! comp'nles now 
apurt. Wal.hltd .,,,ae" 118 used for 1965 wllera lIIete .11 '~IUlble: where jhe11rl nOI. fi,ulu "e blfed on, 
slmpl' 'Vlra,1 01 1954 .nd 1i65 yu,·end sharn ouhl,ndo 
In,. !'er.sh.llu,nl/lufo, 1970fand 191i5 Ifa.djusled lor 
'l~kspUIs.ndsll)Clldl,'dendJ.ll1erlll not rtslJlrd fOl 
mernu, IcqulsWons, lit ,ccollnUn, thln.u m,de .lIer 
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hn been Illumed that In)' procud, from CI!Jl dIvidends, 
Ille ult of '1,1I1s anrJ warrlnt off~flnlt, Ind stoek recelnd 
In spln·cti' .... ere re:UI ... uled II Ihe end of the yur In Which 
Illey wne r,cehtd. Relurns .r, Idlush" far slack splits, 
U~ck dIvIdends, IttaplbHlIl1ons. Ind terpoutt le()flanl' 
zIUons,ullley !:teu,: lIoweve" no eflcrthu bnnm,lIe 10 
renect !ha cost 01 b'ohrlClcOlllmlnlonl or of !.:u. Rr. 
SUlIs ,I,hstedasno!lvllI,ble(N.A.)wl!ettsl!lIu"enol 
publicly tracied ar tt.ded en. onty 11 IImltell blsls. Whe/t 
cc.mp.nlu lone more Ih.n on, eI.u 01 shues ouliland!nl. 
only Ihe more Wldl11 held and ICllvely Irlded lin been 
consldlrecl. 

Talal·retum pucenllusshown .re Ihe ,elurnstttelved 
by Ihe IIJPothlllullnveslorducrlbed .!love. neten·yur 
lilures lIe,lln/lu.1 antaln, compounded. Wher! ec.rpou· 
lions we,e IlIbll.lnll.IIJ rearU!\!:td-e.r., lIec,u$t 01 
mt"~ls_lhe credecula, cClIIplniu used In ealeul.II:I' 
Ict!l rtlulnl I" the $1m, as IhoncUed In Ih,loolnolu 
d,opped 110m Ille urnln,s·pft·sll,,, Ilrutu. 

INDUSTRY CODE numbers uud In the diree!ary Indicate 
which Industry represents Ille ,rulest vaillma 01 Indlls. 
trl,l ules lor uch complny. The nllmbers relu to tnt 
'ndust/v ,roups below, all 01 .... hleh ale tu.:! on cite· 
carles ulabllslled b1 the U.S. Olliee 01 MInaum!nt 
Ind 8I1d,et. Th.y are the um.lndultry l'OllpS IS thou 
sllown In the bbltS bellnnlfl, on IhlS p"e. Til. medlin 
IIIu, .. Sln those tables lelet cnlyto luults cfeompanlu 
Imon, Ille 500: lIowlVu, mI atlempl 1':11 been made 10 
calculate medians In IttlUpS with loos t~'n f;;ur companlu. 

CODE 
HD. 
ID 

" 21 
22 

" 2S 

" " " 29 
JD 
3\ 
l2 
3J 

" " J7 

INDUSTRY 

Mlnlni.ctllde-ollploduction 
rood 

Tobacco 
TntUn, vInyl fleering 

,!.pp".1 
rurnlture 

Paper,liber,'ndw~prodllch 
PIIbhUlin •• ~rlnllni 

ChemlClls 
~j,olellmrellnln&: 

Rubber, plutf: prodllcts 
. ,( luther 

CI.n, concrete. Ibrui~es. IYplllm 
ldetltm.nul':lUrln. 

. Metllprodllctl 

::'~;~I~n:~~'~e!~\~'l~k ~:~es~fn~le~!n :::r~~~~~:ry~!~d~~ 38 

[1'elronlcs,BpplianCel 
Shlpbulldlfll.rnlllo,dlnd 

tr.nspotbt;on eQuipment 
MUlurj"g, ulentlfic. 

photoillphlcequipmeni 
Motllrv.h)clu 

,!.UOIP'C' 
Pllllm"'III1"ls 

Soap'. cosmetics 
Olllc, '>1u!pmenll'~clud', CDmpute,,) 

:e:::~:: :::~I~~ (!:a'ils~~~'~dl~~? J~:r:b~aOI(r:.~~e~~e!~ 40 
:!'/le~0~~bi:31~,r:: :rlt~~~tI;:~pi~,~~. V:;!II~~~f; ,~r.OI:: :~ 
!~:.:W'I'he, ,;:~~,,::~~, :01~~:u,~d!1ih~~ ~~:~,'~~7~~ :: 
rOTAl RETURN TO INVESTORS /nelulln boll! pritt IP' 
pttCI.UIIII.nddl'ldendy/eJd,' .... tQ'nln'ula"nthe 
cllmp.n1" Iloe •. Th. IIIlIru shewn luum. IIles.1 thl 

46 
47 .. 

end 01 J975 of licek owned .llh, e~d 01 1965 or 1974, It 49 

industrlal'lI!! f~lm equipment 
Jewelry, sU~erwlle 

Muslc.Jlnsllllmenls, toys. sporltn&: loads 
n'o"~':ulln •• motlon'plcture 

CrcdllclJonlnddlstrlbullon 
Beverau) 

WHO DID BEST' 

TOTAL RETURN 
TO INVESTORS, 1975 

THE TEN HIGHEST 

SAtES RANK • 
AmerleanBakefies. .... 396 .... 251J4%' 
ElueBell..... 301 .... 211.61 
LevISlrausL ........... 200 •••. 210.51 

~~~fr~lr~~bi;.~:::::::::: : ~~ :::: t~:~~ 
Collins & Aikman • 441 .... 176.43 
Jona'.hanLogan 476 .... 113.07 

g~~~;dq~~~~t:.:::::::: ;i~ :::: Ig.U~ 
CenAgta .................. 300 .... 164.43 

THE FIVE LOWEST 

~~~~~~dustrles::::::::::: ~~ :::: j~:~:% 
~!lfi~~i·coirlPanles::::::: U? :::: :f~~~ 
Sterling Drug ............ 212 .... -19.05 

THE INDUSTRY MEDIANS 
Broadeasting.motic.n.pictu.re 

At::r~1~~~~.B.~~ d.I~~r!~~~I~~. :::::: ::: l~~~~~ 
Texlt)es. vinyl flooring ..•..•..••••••• , 84.53 
Rubber. ~laStiCproQucts... .....•..•.. 14.57 
bM;~.e~u~~,;:nd~~~rug~ucts....... 66.71 

EI:~tn~~:slppiia·n·Ce's'.·.: ~3~ 
Food .............•• , ....•.•••.••.. 61.65 
Glass, concrete, abrasives. gypsum ..•.. 58.79 
Metal products ................ ,," 55.73 
Mctctvehicies ................... 54.43 

f~3~~sm~f.~~i1!~~·eqUipmeni::::;::: ~3~ 
~:~~~:;~::::::::::::.::: :::::: ::::: ~r:ft 
Measullng.5Cientiflc:. 

Ch~~it~~~~~~~~ .e.~u.i~.~~~~:::::::::::: :Ul 
Metalmanufadufing ...••..•.•••.. , 34.32 
Mming,crude·oJlproduttion. 32.86 
Tobacco. ........................ 26.14 
Soaps, cosmetics........ 26.56 
Shipbui'ding •. railtD~:;;d 

Iransp:rlilrroRequlpment 24.55 
retroleumrefining. ....•. 16.85 
Pharmaceuticals.. ...... 16.26 
Musical irlStruments, toys, 
lei~~r.n.~ .g.~~ ... , .•... , ~:t 
Furnilur2 ...... ,. .................. N.A. 
i'tl~Zi,~~~~~,a:~~:: ... ~:'.' ... : ..... : ........ '. 5~~ 
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(AND WORST) AMONG THE 500 

TOTAL RETURN 
TO INVESTORS, 1965-75 

THE TEN HIGHEST 
S!I.!S RAliK 

r~~~n~i:r~~f:'rf.'.:::: ~if :::: ~j:~~ 
Utahlnttlr.tlianll.. ........ 213 .... 26.89 
MAPCO .................... 449 .... 25.45 

~~~~~~niemaljD;,ji::·:~:::: U~ :::. ~::~ 
Wes1rJ1orclandCOaL ........ 315 ...• 24.413' 

~~~~~~~~j~:::::~::::~:::: 4~ :::: f1:~ 
BunWihs. ................. 124 .... 2t..53 

THE FIVE LOWEST 

X~~r~~~g~~1~:uiljiripri.':: 2~~ :: :::;j~~ 
ttntS(:Q. ..... " ........... , las .. -I4.2t 
A"" .................... 285 ... -13.84 
lillonlndu$frieJ ............ 49 ... -12.85 

THE INDUSTRY MEDIANS 

ood ................... .. 

11.91% 
IQI7 
8.58 
815 

m 
5.63 
510 
5.07 

ShlpbulldinLt1j1md.nd 
Iransport&licnequlpment.... 4.74 

Metalprodutts ............ ,.. 4.45 
Indust(laland t.rm equipment. 4025 

~~:~:~~~t~~l.~ .. ::::" :::: ::~::::: :::: ~:~ 
Glass,conerete,.braslves. lYpsum .•... 2.53 

e~~g~I~\J~~WoOJj~~?~.u.r~. ~~~u~.i~~. 
~~~~:.i~~ft~~c:s::;: :::::: .:::: 
~:~:~,a~~:t~:ii~i::~:·.,:: :::::~ 
Motorvehldes, 

~~~:~~~~. p'rintinj:':::::::::'" 

W 
1~5 
1.57 
1.45 
25 

-.11 
-1)0 

.. -1.52 
Offite equipmenl (lncludt' 

Cl:lmpUlets) .... -2.B6 
~l~1.l!\'inimenti..toiit .... " ..... _5.48 

Le~~~m~iOO.~~ ... ::::',::::: ~1 
furniture.. ................ N.A. 
)ewelry, silverware .. , .•.•..•.. ".. riA 
All IndlLrtrlu.,. +3.01 

RETURN ON 
ST6cKHOLDERS' EQUITY 

THE TEN HIGHEST 
SAltS RANK 

~~~t~ ~i~~:~~"""'" . 50 60.2% 
Industries ................ 453 •.. 53.0 

Greal Western United ....... 345 , .. 4&4 
SuCrest .................... 389 43.6 
SavannahfO«fs& 

Indus\riH. . .... 410 . . 1,2.9 
Pittston .. " .. ,... 137 .... 40.4 
Wesi.morelandCoal ......... 375 .... 39.1 
InlernafionalMinerals& 

ChemicaL ................ 157 36.3 
MAPCO .................... 449 3Q2 
A.£. SialeyManufatturing.. 254 .... 30.1 

THE INDUSTRY MEDIANS 
1975 1974 

BroadtaSling.molion. 
pictureprodUr;1/on 
IInddistfibubon.. ...19-.4% .. 17.1% 

M~:~u~~~e,.o.i~.. .. 16.3 
Pharmaceuticals ........... 1Ii.2 
Scaps,cosmetits... .. 15.6 
Be"'~:Jgu.. .. 14.2 
Tc'c:ttO.... ... 115 
:~r;t,l products. 13.1 
food...... . .. 13.1 
Chemicals .... ..... .. 12.6 
Measuril'lt!tientific; 

.... 231 

... 17.1 
... 16.4 
.. 15.1 

12.5 
14.0 
13.7 
15.6 

photographic 

I n~~~~e:Jd 'firm" 
Pe~~~~e~!iinirii: .... 
:1~~;~~~·.·ipPlf,n·c·is '. 

It5 ... II~ 

11.9 12.1 
.. 11.9 IU 

11.9 ... 13.0 
.. 11.2 ; ... 11.2 

11.2 IH Publlstlillg, prmhlli . 
Paper, tiber, and 

woodp.roducts ......... 100S 15.7 
Stllpbuil01lli. T1Iilro3d 

andlransportat;on 
equipment. " ........ 10.8 ... 11.6 

OfficseO,uipmenl 
(int!udestompiliers) ... , 10.4 

Rubber,p!anlcproducts 8.8 
Glass.toncrele, 

M~~l~;~~f~~~:: .. ~i 
Molorvehlcles .,. . 5.S 
TeJ1i1es,vinylfloorina 5.4 

~~~lins,itiirien'~' 4.4 
IOYS,Sportll\li~S ...• N.A. 

L~a\htl" ............... ttjl,. 
furniture ................. N.A. 
Jewelrr.sUmwlfll ........ N.A. 
Allladurllln. .. •... 11.8 

n.7 
9.8 

... 9l 
.. 14.6 

7.5 
6.0 
6.7 

.... N.A. 
. N." 

.. N.A • 

.. N.A. 

.. 13.B 

RETURN ON SALES 

THE TEN HIGHEST 
SAlEsAAtl~ 

Texulurr ......•••••••••••.. 379 .... 23.2% 

fi~~~~f~~~~i~~".':·:::::::: ~1I :::: lk~ 
Merck .....••••.. " ......... 13g .... 15.4 
Elilill, .................... I67 .... 14.7 
SuperlorOil.. ................ 24 ,,' ••• 14.5 
MAPCQ .. , .............. , .. , 449 .... 14.' 
JiannaMining .............. 464 .... 14.3 

rn~~~usineSsMadiine;:.::::: 21J ::;: 1::~ 

THE INDUSTRY MEDIANS 
1975. 1974 

M~~:~e-~~~........ 12.3%~... 13.0% 
Pharmaeaullcals. •.•.. .. 8.S .•.•• 8.8 
Measuring.scienfific. 

pholographlc 

Tot~:~~~~::::::::::::::: ~:; ,~ .. 11 
Paper, fiber, and 
woodProdu~~ .. 5.6 .... a7 

5.5 6.1 
5.4 6.4 
4.1 4.5 

Inddis(tibution.... 4.8 
ChemIcals ... , ... " ........ 4.7. 

5~ 
5.8 
6.S Pelroleumrefining......... 4.6 

Industllal and fllmJ 

M~~~IC~~~t.':::~:::::::: :1 
Offi.ceequlpmenl 

(mdudtstomputert) 
Glass,concrele • 

abrasiv8s,gyp$~m ' 

.... 3.& 
17 

m~~~'~~~~~i~~~ej.::::: : 
S~!pbUI[dinio {Illfllad 

andttansportation 

3.9 4.4 

3.& .... U· 
3.8 : •.• 6.0 
3.7 ..... 3.9 

Rut~~ir.~f:sttic p'roa'u'cii::"'~] I:: 
Aerospace........... 2.6 3.6 
food.. ............. Z.3. t5 
Teddes. YinylRooring 1.9 3.1 
Appal!!L, ................ 1.8' 1.9 
Molorvehleles...... 1.7 2.6 

Mf~;~l:~~:~~s .... ,. Nk'.:: ... N.A. 
tfl3Iher... .. •• ".1\ . ... : ".~ 
r~:\I~~eslverwa·ri, .. ··.:::: ~:t ::::~::: 
A!llndustriu..... ...' 3.B ~ .•. U 



CHANGES IN SALES 

THE TEN BIGGEST INCREASES 

SALES RANK 
GreaIWeslemUnited.. 345 
Bakerlnletnat!onal... . 339 
SuCres! .... ,...... 3S9 
HugheJTooL....... 444 
Arnstar ....•• ,....... 122 ... 
TesoroPetrll!eum •... .• 238 . 
EnVlroledi.' ......... 431 
InlemahonalSystems 

&Ccnhols .,_ ,.. 478 
Inlcrn2hona' Minerals 

& Chemical.. .. 151 . 
Sheller·Globe., 388 

99.5% 
94.1 
92.5 
65.2 
61.1 
59.1 
52.9 

52.7 

51.8 
50.1 

THE TEN BIGGEST DECREASES 
t<ennetottCopper... 257 .. 
NVF .. .. .....• 465 
General Cable.... 470 .... 
AnaCllnda. . .. . .. 188 .. 
TewmsehProduds.. 411 
Evans Products • . •... 255. 
AmcmanBeefPatkers. 290 
ConsohdaledAluminum 400 .. 
Ifevcre Copper & Brass . 425 
MclouthSleel ...... " .... 428 

53.8% 
37.9 
31.0 
35.0 
31.1 
30.2 
29.6 
2SE 
262 
2~1 

THE INDUSTRY MEDIANS 

TllbactlJ ." . ... . ..... 

~~~~JCac~t~~~t~~lion:p,ciuie 
Jllcductlon and disttlbulJon 

Beverages 
PhummullC3l! •• _ '" 

INCREASES 
16.3% 
10.0 

16.0 
13.6 

Aerospace. . .......... . 
Omte eqUIpment (includes OImpulers). 
Measuring, scienltfic; 

phGtographic.equlpm~nt 
IndUslfJa1 and farm eqwpment 
Shrpbul!ding,radroadand 

,12.1 
11.5 
11.1 

Iransporlalloneqolpment 
Pel/oleum refining . 

~~~t)IS~~~~ut~~rittng: .: 
MlOlIIK.cruie'Ollproduciron 
Food.. .. ... 
ChetTHtals .. 
MOlorvchldes 

:~~~~~~ plastic ProdUct; 

Meta/manufacturing... . 
Paper, fib~r, and w~od products 
Tutl/es, o'lOylfloormg 
Glass, ~nCJele. ~br.asJVes, iypsum 
[Iechonles, apphsnces .. 
MUSltalmstnrmenls, toys, 

sporltl!ggoods .. 
leather ..... . 
FUlnllllre ....... . 
Jewelry. silverware 

11.0 
10.2 

9.1 
ao 
7.1 
7.6 
7.5 
6.9 
5.3 
2.8 
2.0 
1.3 

DECREASES 
15.6% 
4.1 
3.5 

.5 

.I 

N.A. 
N.A. 
N.A. 
RA. 
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CHANGES IN PROFITS 

THE INDUSTRY MEDIANS 

INCREASES 
Broadca~:rng, motr~n,plcture 

Tot~~dlon and dJstl~~utlon ~~i% 
Beverages... .. . 16.8 
Indu~IIl~land.farmequjpment 15.1 
Sll3ps,ctlSmetltS 12J 
Food., . ... .. . ., 11.8 
Olficeequlpment (Indudes almputers). 11.7 
Measurmg.scienhfic; 
Ph~~~~~~ri~~sequlpmenl l~:~ 
MelaHlfoduets .... . 7.1 
ShipbuIlding. railroad and 

transportationequrpment 6.8 

Melalmanllfactllrmg 
Apparel ..... 
Tedrles.vin~lflocnng 
Petrolellmrefimng ..... 

~~~1~r~~f!$t~~~:~~~rodllcts 
Aerospace. ., 
Motorvehldes 
Pllbhshlng.pllnlrng 
Gfass.roncrele,abrasives.gypsum 
Mlnmg.cfude,ollproducflcn 
Chemltals ..... 
£!ectronrcs.appliances. 
Muslcalm~trumenls,toys. 

Spoltmggoods 
Leathet 
Furniture 
Jewelry, Silverware 

DECREASES 
44.8% 
29.0 
23.1 
22.7 
11.1 
12.8 
12.0 
11.7 
10J 
9.0 
7.6 
5.0 
2.1 

N.A. 
NA 
N,A. 
N.A. 

THE MONEY LOSERS 

COMPANY 
Smge,
Chrysrer~ 
While Molor 
Anaconda. . 
SCOVIIr Manuf~ctuflng. 
AmerrcanBeef 

SAlES RANK 
13 
10 

169 
188 
328 

Packers 290 
RevereCoppel & Brass 425 
Consofrdated 

Alummum 
Amew:anMolors 
CommonweaithOl1 

Refining 
Maltel' .... 
Under:! Merchants 

400 . 
81 

251 
466 

& Manufacturers 208 
M.lowenstetn& Sons 338 
Fuqua Industnes 322 
Genmtl 185 
Kavser·Rolh. J20 
Cabot .. ,. 403 
A,e. Smith, 309 
Rohrtndustnes 3GO 
Cyclops. . 352. 
RalhPackmg 401 
Be!l& lIoweU 313 
011 Shale .. 383 .. 
H.P.Heod 402 . 
DallRlvfr •. , .. 409 
Cerro... ... 293 

, Phrihps·Van Heusen 481 
F/3vorland Industnes 495 
'A!s3IG5tm~ne)'ln 1974. 

6.554.000 
5,151.000 
3.633.000 
3,043.000 
2.949,000 
2,410,000 

1,~~~:~~ 

SALES PER DOLLARS OF 
STOCKHOLDERS' EQUITY 

THE TEN HIGHEST 

SAUS RAN~ •. '. 
lockheed Altcralt..· .• , .. :._ •• · 50 •. :. $44.91t. 

~~~~~·F~Od·S ::',:·:.::~::~':/~:rJ;;;: ~E~:' 
:~~:I~~n'tlk'produters::':'#1~~ .~:: .~~~~', 
~:rtl~d$._ .... ::::: .. ::::·: .~~~::;:~: ~~r ' 
Flava,land Industries... .,."'·195· I· ... 17.91 

~~~;~b~f~~~i~~~Sdustiies:'~ ,:~M X'-:_ l~:~~ .. 
_'4:,-;, 

THE FIVE LOWESl'-:' 

Pcabot!yCoal.. .::::270' .-:.' $ .'18" 
Texasgulf ..••.... ,. n .•.•• ,319 .... .11 

x~f~~crO~:::::.:: :·:.'~>;~U :.::~ " :Ji" 
Kennec:ottCopper, ,251 :.:. .54 

'. -~. ' 

THE INDUSTRY MEQIANS 

Food ....•.. . ' ...... ;:~~, ........ J5.49 

~,~~r~:!~'!es' .'. '-~::;>:~;.;:.;:' ::.. j:g' 
ShJpbulldrng. ra!!roa~ and . 

transportation etjulpmellt, l'~' ~:~~, 

~'r~:~~:I~~~I~IIOIl'Plciuie' .• '.' 
produchon and dlslnbulion.. ........ 2,98'. 

¥~e;IIII~,l~·n~rft~~:: ... :.::~.:::: ~~~ 
OHJceeqUlpme-:t(inc!udesccmputers) '2.73 
PelroleIJmrefinlj1g. 2.71. '. 
Soaps.cosmelrCS ... ...•..• 2.10' 
Industnal and falm equIpment,'... 2.68 
Rubber, plaslltproducts -' 2.58 
Beverages 2.56 
ChemIcals.. ... .... ... 2.32 
G1ass,ccncrete.abrasives,gypsum. 2,26 
Paper, fiber, and wood products.. 2.11 
TobilttO . .., 2.09 
Melalmallufactullng. i:~. 

tl~~~~~II~~ ~i,)~~I~Hc; 
photographlcequlpmenl..... 1.92 

Pharmaceulll:als , . . 1.89· 
Mlmng.~rude,ollproduthon 1.83 
Musical mSl!umenls, toys, 

sparling g~ods NA 
leather N.A. 
Furmture ttA. 
JewelrY. Silverware ItA. 
All Tnduslries 2.13 
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SALES PER EMPLOYEE ASSETS PER EMPLOYEE 

THE TEN HIGHEST THE TEN HIGHEST 

SAlES RANK SACES RANK 
American Beef Packel'3 .•.. 290 . .11,7'0)83 Amera~lI Hen. .. . .... 54 ... $3B~I'5 
Seaboard Allied Milling . 477 556,448 Stand~O!lofCahfomfa .. 6 . 332,418 

~:~d~a~~:[;Midrand.·.~: )~ :::. 511.42'4 MurphyOi! 218 2S3,52C 
462,65' CFlndustnes .. 359 286.115 

CrownCenfral Petroleum .. 356 '" '46.2U GettY~ll 61 219.SS3 
Standarrl 011 of SupenorOl1 '" m 265.424 

California .. 4ll.S48 IItlantltfirehlield 15 262.219 
AssoeJatedMllk Be/co Petroleum "," Ai, 249.569 

ProrlUtelS ...•. " .•••.. 141 •. m.C02 UnionOllofCahfornla 11 241,009 
Flavarlandlndustrle, . . 495 ... 387.383 Enon I 23!1,70-$ 
SuCrest ,389 331,018 
EUOA 1 327,480 

THE FIVE LOWESt 

THE FIVE LOWEST BlueBell 301 112,6()0 
Cluett. Peabody . 33. 11.578 

Dan ~Iver .. 4ilS 122,466 AmentanBa)o;eties 396 11."1 
BallerLabor2(orJc, .. . 3OG 21.949 Genesco las 11,1l31 
Cluelt.Peabady 33' 21,294 tnlerslaleBrands 393 9,&29 
CannantrMls ....... .. 415 19,1611 
General Instrument.. ,394 18,819 

THE INDUSTRY MEDIANS 

THE INDUSTRY MEDIANS Petroleumrefimng ....... 1196,921 

fetrolelJmrefimng. . . 
Mtning.crude,ollpro,ducttltn U4,as8 

124~4lJ flroadcaslU1g.rr:ollon-pltture. 
flroadl:asllng. mohan-pldure prcductnlll and dl$lububon 'I),4J~ 
prcdt.l~nanddJStrlbutlon S~538 Beverages 69.026 

MIning. crude·oll prodllchcm 91,380 Tobacco . , 65.19' 
food '. . 83,S05 Metal manufacturing. 51,212 
Beverages 82,433 Chemicals 54,212 
Toba~co 60,831 jlaper, fibet, and wood products 47,S81 
Chemicals 60m Pharmacel.:lIcalS". '~923 
Saaps.cnWl~ics ............ <" ." S9,1I6 Soaps,cnsmetlcs .. _ .. 36,'as 

~8~:~,~~~~~~~~r~lOd' product!: : 
55,646 PubJlsnlllg. punttng. 36,46a 
52,832 rood ..... , .. .,,, 3~'63 

Shrpbulldmg. rallroad.llnd Indllsltlalandlarmeqllipmenl 33,893 
ttan!~rtatJQnequlpment 48,104 Shrpbuildmg,rallroadand 

~Ilel~~~tg:tl~~ntjni' '. .. 
45,661 Iranlportallonequlpmenl .. 3l.11i5 
'5,460 Glas$.concrele,abfaslVes.gypSUm 32.180 

Molorvehltles 43,941 Met~ptodlJcts 30,&25 
Pharmacelll!cals .......... , ... (1)14 Office equlpmenl (mcfudes 
Industflal and farm egulpmenl 4~2'5 computers) 30,1ll 
Aerospace ......• , .. ". '2,221 Molorvehltles '. 2',154 
Glass, concrete, abra'Jves,gypsum 40,158 Rubberlr1aslicprodutts 28,913 
Rubber. P!aslleprodll'" 39,3&1 Measunng.sc!enlihc. 
Measurmg.sc!enltfic. pholographlcequlpment las38 
pholographlc~urpmf:ft 35,132 Eleelronrcs-,apphance$ 25.239 

Electrcnrcs-, appliances ..... 35,686 Aerospace 23,,54 
Office equipment (mthsde:fcompllters) 32,510 lUllln, vmylnooTing 21.254 
Textiles .... rnylnoonng 29,2S0 APparel. .... . ... 14.S91 

rtu~~~:jnslninien·IS;loYi. . 23,801 MlIslcalmstrumenls,toys, 
itA. sporltnggoods 

sporlmggaods. NA lealher NA 
leather N.A. Fornllll'e N.A. 
Furmture NA Jewelry, sllverware N,A. 
Jewelty,sllverwaie' NA AlIlndlll\tiu. 31,'!! 
AJllndllstrlu., .. 50,213 

Reprints of this year's FORTUNE Diredor1J will be ut'Uilcl.ble soon. The dil'fc
tory ,,,ill include the FORTUNE 500 ({,.Ollt tllis issue), tile Se-oud 500 (to be 
published 'next month), and the non-illdlistriuL "fifty largest" lists (to be 
llttblislted in tlte July issue). Siflgie copies 0/ the directory are priced at 
$5.00; !2ri to 99 copies at $.$.50 each: 100 or more ropies at $3.50 earli. Please 
address itlQuin'es and payments to Fortune Dirertories, Room 18-2~, Time & 
Life Building, Rockefeller Cente-,', Nell' York. N.Y. 10020. 

ARRIVALS 
AND DEPARTURES 

NEWCOMERS TO THE 500 
1975 S/llES IWIK • 

Bakerlnlemalfonal 339." 
Ball . '.429 
crlndllsflles. . 359 

~;:'li3a:~nA%%~;Llin ... . .:: :M ~: . 
Coors (Adolph) . ... . ..332" 
EconClmieslabaralary. . .• 500. 
Enviltlleth 431 
Foxboro. ,. ..,:'" .490, 

~~~~H{,~) . ......,.: ~L 
Intemahtlnal Systems & Conl(1)\s.. . 413 ' 
Ke'N.IIneelndllstill!S 436 
MAPCO 449 
Masco. "'__ 484 
Peabody Galitln ~S4 • 
SuClest. . 3S9 
Te.,.trDni~ .451 

DISPLACED FROM THE 500 
1974 SAlES RANK 

AllledProduds 475 
AveryProdllds ... ,4f15 
Bangor Punta ,451 
BleWer(C.)1 , .. 461 
Bunker Ramo . ..,467 
Buller Manllfactllnng 419 
Ceal . .. . ...•.• 411 
Cenco ..... '. . .. 491 
Champion HomeBlI!ldels 48B 
CoaslalSlatesGasr . 154' 
Copperweld 458 
DIGiorgiO! 333 
ESBl ....... ' ........... 381 
Farrchild Camera & Instrument. ,.,. 421 
Ftddels 445 
Fibreboard. ... , •. 489 
GeneralCmema! . ...... . ........ 482 
Houdallleindusifles.... .. . ........ 464 
Hawmetl .• , .• 393 
loews' .320 
Ma$ijni/e. , ..... ~.... 438 
Microdot.. 490 
g:rl~kl~!aioit ::: ~.:: ~"":::. 1~~ 
PUlCl·Dlxlelndusfrles . ••.• 453 
Pdrter(H.K.) . • •••. 43) 
Swll&Fetzer .495 . 
Skylme 48(1 
SOlllhdown, .... ..... 4E6 
SOllthemlndustfles 441 
Tyler, , 500 
U,S.Shoe\ .. , 316 
Universal 011 Products. .~.,.,... 243 
ICompany Is no longer tludfled as In tlldast!ll!. 
:!Campa", WJl ICljulred bY Irll.·~~II~n.1 Nlt~.1 CCI.· 

~~;;~~ WIS mer,td Inta Pe,l!ln.~ Ualnl Kul!!m.nrt. . 
'~g~.pany was .cq~llfd by ."orher CampI", on tlle 



626 

ALPHABETICAL INDEX OF THE 500 LARGEST INDUSTRIALS 

COMPANY RANK 
ACFlndllstries ................ 304 
AMAX ....................... 211 
AMF ••••••••••••••••••.••.••• 202 
AMP ....................... .404 
!.-T·O ••.•.••••••••••••••••... 353 
AbbotlLaboratories •••••••••••• 215 
Addressograph Multigraph ....•.. 298 
Arway.............. . .. 154 
Air Products & Chemicals . ".271 
Alreo ••••••••••••••••.. •• 259 
Aizona ...... , ••••••.•... , .. 275 
AicoStandard ...•.••. '''''' ... 217 
AlIeghenyLudlumlndust,Ies ..... 248 
AmedChemical " •... 82 
Allis·Chalmers ,. .144 
Alumar •..•.••••.••••..•. , •• .421 
AluminullI Co, of America ••. . •• .. 85 
AmeradaHess ................ 54 
AmerlcanBakeries .•••......... 396 
American Beef Packers .• " ...... 290 
AmericanBrands .............. 72 
AmericanSroodeasling •..•• " •. 191 
AmeriCJnCzn .," .•••••.•••.• ,. 65 
Amerlcarl Chain & Cable •..•..•.. 469 
AmerlcanCyanamld ..••....... )06 
American Ho!sl& Derrick ....• , .. 434 
AmericanHomeProducls •. : .••. 89 
AmericanMatars .............. 87 
AmerlcanPeltolina ••••..••... 206 
AmerlcanSlandard .••....... 129 
Amstar ..................... .122 
Amsted Industries .••••...•.. 340 
Amlel ...................... 443 
Anaconda ................... 188 
Anchor Hocking ...•.• . .347 
Anderson, Clayton .••. . .225 
Anheuser·Busch ..... . .. 127 
Archer Oanlels Midland ... 111 
Armco Steel. 59 
Armstrong Cork •..•... . .. 228 
Arvin Industries .............. 453 
Asarco ... .. ... 203 
AshlandOi/ .................. 4S 
Assotaaled Mitk Producer!> •..•.. 141 
Atlanllc Richfield ...• , •....... 15 
Aveo ..•...••••.•••••. , .. 285 
AVnet ... 319 
Avon Praducls .... 158 

Babcock & Wilcol( ... ..... . 131 
Baker Internal/onal •••.••..... 339 
8all ........ , .429 
Bausch & lomb ........ ,459 
Ba~ter Labaralaries , .. . 306 
Beatrice raods ..••••... 38 
Seclon, DIckinson .••• . ..•. 372 
Belco.retroleum ..•.•. .489 
Bell & Howell ..... 373 
Bemis. . ... 318 
BendIX ... ..... . 70 
Bethlehem Sleel ............. 28 
Black & Decker Manufacturing ... 284 
Blue Bell .... 301 
Bluebird. . ... 450 
BoeIng ,................ ... 43 
Boise Cascade .•.•...•..•... ,.143 
Borden ...................... 51 
BorgWarner ................. 128 

Briggs & Stratton ... , .480 
Bristol·Myers , ... • f'... . •. 110 
Brockway Glass .•. 439 
Brown Group. ,. .261 
Brunswick ..... .. ... 237 
Bucyrus·Erie ...... 442 
Budd..... ......... .. 246 
Burlington Industries ... _., .. 104 
Burroughs ., ... J24 

CBS ....... .. ......... 105 
CFlndustries .. ,.,. . .. 359 
CPC International. . ,. 68 
Cabot ... ' ...... .. .A03 
Cameron Iron Works. . ..432 
Campbell Soup .... .J33 
Campbell Taggart ... 280 
Cannon Mills ,415 
Carborundum .307 
Carnation , .•. ,.100 
Carrier .. " ..... . ... 219 
CasUe & Cooke... 230 
Caterpillar Traclor. . ..... 29 
Celanese .. ' ..... J08 
Central Soya. . ... 116 
Ceno ...... _ ..... . 293 
Certaln·teed Products. . ... 313 
Cessna Aircraft .......... 348 
Champion International. . .... 79 
Champion Spark Plug ... 371 
Cbarter . 197 
Chemetron .. ....... " .. 364 
Chesehrougb·Pand's. .278 
Chicago Bridge & Iron .•...... 305 
ChromalloyAmerlcan ........ 249 
Chrysler ........ .. to 
Cmcmnati Mllacron 376 
ClUes Service ." . 53 
Clark EqUipment .. . .• 145 
Clark Oil & Refining ...... 292 
Clorox...... ., .265 
Cluett. Peahody. . ..... , ... 334 
Coca·Cola. .. .64 
Colgate,Palmolive ... 66 
Comns & Aikman. . . . .441 
ColtlndustrJes., ........... 196 
Columbia Pictures Industries •.. 463 
CombUstIOn Engmeenng .. .. 120 
Commonwealth 011 Relining 251 
ConAgra . , ........... 300 
ConeMiI1s. . 367 
Congoleum ....... _ ......... 414 
Consolidated AlumInum . . .. 400 
Consolidated reods .. .•.. . 75 
Conlainer Corp. of America. .. 209 
Continenlal Can .. 57 
ConUnentalOli ...•. 16 
Contra! Data.. . ..... 170 
Cooil.lnduslrles. 335 
CooperlndustrJes 358 
Coors (Adolph) .• ".. .332 
Corning Glass W.uks. , •.. , ... 216 
Crane 182 
Crown Central Pttroleum. .. 356 
Crown Cork & Seal ... 235 
Crewn Zellerbach .117 
Cummins Engine .250 
Curtlss·Wright .......•••.. ,471 

Cutler·Hammer 
Cyclops 
Cyprus Mines. 

Dairylea Cooperative. 
Dan River. 
Dana ..•...•.. 
Dart Industries 
Dayco ... 
Deere 
Del Monte 

.•. 412 
........ 352 
....... 430 

.. 438 
...... 409 

...... 177 
... 160 
.. .411 

.... 62 
.. 162 

Diamond Internal10nal ., 
Diamond Shamrock 

.... 253 
.178 

326 
.. 344 

..... 472 
32 

..... 101 
.. 17 

Digital Equipmenl 
Donnelley(R.RJ & Sons 
Dover ...... . 
Dow Chemical 
Dresser Industries 
ou PontlE.U de Nemours 

Eagle·Picher Industries ...... 445 
Eastern Gas & Fuel Associates .. 295 
Easlman Kodak. .., .... 30 
Eaton .. ..... ..132 
Econemics Laboratory ...... 500 
Ellra .. 258 
Emerson Elet!rlc ., •• 164 
Emhart ... . .... ,427 
Envirotech .. 431 
Esmark 35 
E1h,1 ....... 195 
Evans Products ... ,255 
Ex·Cell·O ... . ,.391 
Exxon. . .....• 1 

FMC ........ 
Fairmont Foods 
Farmland Industries . 
federal Co. 
Federal·Mogul ..... 
FederajPaperBoard 
Ferro ......... . 
Fleldcrest Mills .•.... 
Firestone TIre & Rubber 
Flavorlandlnduslries 
Fleetwood Enterprises 
Flintkele 
FOld Melor 
Fosler Wheeler ... 
foxhoro 
Fruehauf 
ruqualndustries 

GAF .•. 
GATX. 
Gannett 
Gardner·oenver 
GeneralCable .... 
General Dynamics 
GeneralElectric . 
Gen2ralroods 
General Host 
Generallnstrumenl . 
GeneralMllis . 
GeneralMotors " ... 
General RefractorIes 
General Signal . . 
GeneralTire&Rubber 

...... 86 
..... 368 

... 135 
355 

.. 440 

... 460 
.473 
.493 

42 
.... 495 

... 496 
.384 

... 4 
.. 198 
.. 490 

........ 186 
322 

...... 210 
.... 303 

.437 
.... 392 

.. 470 
..... 98 

9 
44 

... 281 
.. 394 

...... 84 
..... 2 
.... 467 

.316 
.HIt 

Genesco .•.•.• ., •••••••••••••• 185 
Georgla·Pacific: ...... ' ........ 80 
GerberProduch ............... 468 
GeUyOil ..................... 61 
Gillette ...................... 148 
GoldKist .................... 239 
Goodrich fB. FJ .............. 107 
GoodrearTire &R.Jbber ..•••.... 23 
Gould ...................... 256 
Grace ('\Y,R.l ................ 47 
Great Northern Nekoosa. ,.287 
GreatWestemUniled " ..••.•.• 345 
Green Giant .................. 408 
Greyhound ................... 41 
Grumman ., ... , ••.••....•..•• 155 
Gull 011 ...................... 8 
Gulf & Western Industries. . 69 

HammermUl Paper ........... 324 
Handy & Harman .............. 454 
Hanes ....................... 482 
Hanna Mining ......... . •. 464 
Harnisch(eger .•.•.•.•• . .• 426 
Harris •.. , ... , ........... 346 
Harstc ..................... ,333 
Hart Schaffner & Marx .........• 350 
Heinz (H. J.) .. . ... , ...• 126 
Hercules ..................... 146 
Hershey roods ....... , ....... 302 
Heublein."" ............. ' .179 
Hewlett·packard •.•.•..•..••..• 207 
Hobart ." .•.•.•••• , ..•.••..•. 416 
Hoerner Waldorf ............... 382 
Honer-Iell ••.••••.••.•.•••••• , 67 
Hcor. (H. P.l . .402 
H:lo~er .. 294 
Hormel IGeo.AJ .•.. . ..• 204 
Hughes Tool .. 444 
Hygrade Food Producls . . A18 
Hyster .. 448 

Ie Industries. " .• 136 
'·T·E Impefl)!1 .343 
Idle Wild fo,'lYs, ............. 474 
IndIan Head. . .. 331 
Ingersoll·Rand " ............. 121 
InlandCon!ainer •.•..•... , ...• 458 
InlandSleel ••• ,99 
Inmenl ' ......... , " .... 374 
Insileo .................... 461 
Interco ..... 171 
Interlake .......... , ......... 286 
tnlernationaIBuslnessMachines •. 7 
Internat/onalHarvester ...• , .... 24 
International Minerals & Chemical 157 
InlernaUonalMultlfoeds ,233 
IntemallCnalPaper •.• , , •.•••. 58 
IntemalfonalSystems& Controls .478 
InternaUonaITel.& Tel. _ •...... 11 
InterstaleBrands .••.••.••••... 393 
Iowa Beer Processors .•. 113 

Johns·Manville ................ J84 
Johnson & Johnson ............. 92 
JonalhanLogan ............... 476 
Joy Manufacturing .... ..311 

1f~1:,!~ :.t:lm:"",u & Chemical .•... 130 



Kaiser Industries .••• ,.... .199 
Kal'ii!·Mlt!ef .. 283 
Kayser,Roth . .320 
KerJogg .... .. .172 
KeJlwood ......... , .... " ... 422 
Kennecott Copper ., ........... 251 
\t;elf,MtGti! .................. 115 
Kewanee Industries .•......••.. 436 
Keystone Consolidated Induslries .456 
KJdde(Waller).... • .176 
Kimberly·Clark •.•••. , •.•••.... 140 
Kni&ht·Ri~~el He'HSp~pel$ . . , .295 
Koehring., ... 423 
Kotlpers. ...190 
Kraflco " 33 

l1V ........ • ••••. 31 
Land O'Lakes .180 
Lear Siegler , .. 289 
Lever Brolhers .•••. 263 
Levi Strauss ... . ...... 200 
lIbbe1-ilwens-FoTd " .'" .. ,.214 
LibDY, McNeill & Libby ", .,.357 
Liggelt & Myers. ..,277 
lillylEII) , .... _.. ...167 
liptonIThomas 1.)., .... , .•. 363 
tittOI\ Industfles ..•. 49 
loc~heed Aircraft. 50 
LoneSlarlnduslries, 291 
loulsiana·Pacific ..•.•. ,., 420 
lowenslemlMJt Sons .,. . 338 
lubrilo1 ., •. 3SS 
lykes-Youngstown .. 134 

MAPCO .. 449 
MBPXl 269 
MC~.. .. .. . .. 241 
Matmillan. . 354 
Marathon 011 . , •. 63 
Marhn Mariella ., ... 193 
Masco ,484 
Mattei ....• 46& 
McDonneHOouglas ". 52 
McGraw·Edison. ..226 
McGra,y·Hil! .... 323 
Mtlouth Steel .428 
Mud.. . ..... 165 
Merck 139 
Midland·Ross . 362 
Miles Laboratories., ......... ' 398 
MmoesotaMining & Manufacturing 56 
M[lbilOII,.. . ....••... ' .. 5 
Mohasco .... ,.... .. ...... 308 
Monfort 01 Colorado ......... ".499 
Monsanto .........•• " ••.••• 46 
Mlllten·Norll'ich Products " .. ' .321 
1I',otol[l13." ' ............ 156 
Murphy 011 • ., .... 218 

HCR ..................... 95 
NL Industries ... , ...... ., ..... 161 
«~f ... . ................. .465 
Nabisco ..... , ...... , ..... 103 
Naleo Chemical ............... 483 
NashUa .................... 491 

• Natil)nalCan ' ................. 244 
Hal\on3\ [hslilltl!. t. CtltmlClol •. ' .Z14 
NalionalGypsum ..•.•••••.•.. ,325 

627 

NalionalService Indus-Irits ..... 377 
f/atianaISteel..... .. ..... 91 
New YOlk Tim!ls. , ..••. 405 
NeWman! Milling . '" 336 
Norris Industries . 4113 
north American Philips ...... ,147 
tto[thrGIl" ' .......... ,205 
northwesllndustrles. , .... ,175 
Northwestern Steel & Wire. . . .. 492 
Norten. ..... .. .. 315 
Norlon Simon ... 112 

Occidenlal Petroleum. . 25 
Ogden. . .. " ..... 138 
Oil Shale '" .383 
Olin _ ...... . 163 
OstafMayef ..... 192 
Outboard Marine ... .. ..337 
Owens·Cornlng Fiberglas ..... 224 
Owens·lllinois ..... 88 

PPG Indushies 
Pabst Brel'ling 
Paccar ...•..••.•• 
parker·Hannilm 
peabody Coal 
Peabody Ga:ion . 
Peavey 
pennwalt 
Pennloil 
PepsiCo 
perkm·Elmer 
Pet 
Phlet .... ,_ 
Phelps Dodge 
Philip Morris ..... . 
PllllJips Petroleum .. ' 
Prlllips.Van Heusen 
PI!lsbuf1 
Pllney.Bowes .' 
Pjttston 
Polaroid 
Potlalch.. . 
PfOt\ef t.Gamble. 
P\lllman 
Purex 

Cuaker Oals 
Questo, 

.. 109 
· .330 

.... 272 
... 399 

· .270 
..... 494 
.... 361 

.. 266 

.. 189 
83 

.498 
..... 201 

.. 125 
.. 252 

.... 74 

..... 26 
... .481 
•.•• 173 

..••••. 3E9 
..... 137 
.... 240 

· .342 
•. 19 

102 
..... 378 

.151 
.... .407 

RCA ... .. 34 
Ralston Purina .... 55 
R;I(hP,ding .4bl 
Raytheon ......... ,"" •... 90 
Rt!lchhold Chemicals ... 406 
RelianceE!ectnc 288 
Republic Steel ...... ,. , ... 81 
Revere Copper & Brass, ' ... 425 
Revlon., .2&2. 
Rexnord ...... , ............. 312 
R~ynQ!ds. (fL U Industries 48 
Reyno!dsMetaJs ............... 123 
Richardson·Melte". , ..• ,' .••• 282 
Rivianafoods ....... 366 
Robertson IH. HJ . ••... ' .. 447 
RQt~welllnlel(l3t!onal. . 31 
Rohm & Haas .• , .194 

Most of the fioures in this FORTUNE 500 DirectoT1J 
were prepa1'ecl by rpsea1'ch associate Linda Snyder, 
who is responsible for tke columns reportin{J on com· 
panies' sales, assets) net income.stockholders' eqtlity, 
employees, 1Wt income as a proportion of sales and 
of stockh.olders' equity, and. the. industry code nttm· 
bers. Sydney Ladensohn Stern. prepared all the earn· 
ings-per-share figures. The fioures on. the tota.t Te
turn to investors wcre prepared by Claudine Knight. 

Roh( Industries ... . 300 
Roper .. 419 

SCM. . .•.•.. 159 
St. Jlle Minerals ._264 
St.RegisPaper ... , .......... 150 
Savannah Foods & Industries .. 410 
SaJ.on Il'idusbies. .387 
Schering·Plough .... . .. 247 
SchIltz UosJ Brewing ,. 220 
ScoU Paper.. ..... . ..... 174 
Scovill Manufacturing .. 328 
Seaboa.rd Allied Millil'ig ,_.... ' 417 
Seagram Uoseph E.l & Sons ... 232 
Searle !G. OJ 268 
Shell 011 •.• 14 
Sheller·Globe ....... . , .. 388 
Shemin-Wima.ms . . 22.1 
Signal Companies . 97 
Signode. .435 
Simmons 386 
Singer .73 
Sm'ltntA.O.l. . " ,31)9 
SmithKhne .... , ........... 297 
Southwest Forest Industries 381 
SpencerFoods.. • .... 38D 
Sperry & HLitchinstln . 314 
Sperry Rand ......... &0 
Springs Mills .317 
SquareD... 370 
SqUibb .J .......... ,'" 183 
Staley (A. EJ Manufacturing . 254 
Standard Br;lnds .. , .. 114-
Standard 011 01 California .' 6 
StanaardOi!tlndJ .. 12 
Stan~ardOil (Ohio) .. ." 76 
StanltyWorks. .365 
Stauffer Chemical. ..213 
Sterling Drug . 212 
Ste~el'\s (1. PJ . _.,. 181 
Stokely.vanCamp.., .' 351 
Studebaker·Worthington .149 
SuCrest. .389 
Sun all • 36 
Sur.beam. .., ••.. 2:29 
Sundstrand ,,341 
Superior all .. , .424 
S),bron .. 310 

lRW 
Talley Industries .. 
Tecumseh Producls 
Tektronix. 
Teledyne. 
Tenneco., ...... ' 
Tesoro Petroleum ' 
Texaco ......... , .. 
Te~as Instrumenls . 

o 

.71 
. .. 475 

. .417 
.451 

.. 119 

.• 22 

.. 238 
..... 3 

.152 

Texil,gult .... .. ....... 319 
Textron ................ 77 
Thiokot ." ............ .446 
Time Inc ................... 221 
TlmesMirror .•• , .. , ,243 
limlten ...................... 242 
Trane .•.... , .....•. , .•••.•.. 390 
Tr:Jl'is Union .................. 299 
rl'lentiethCentury.f'ox Film .... 451 

USM ..•• . .••••••.••.•.• 21. 
UV Industries •....••.•... , •.. 397 
UnionCamtl ................. 231 
UnionCarbTde ..... 21 
UnionOllolCaJifornla .. , ....... 27 
Uniroyal, .............. 93 
VniledBrands ................. 94 
UniledMerchanls & ManufacfUrers208 
UniledRefining .....• , , ....... 487 
UniledTechnolagies , ..•..•.•.• 40 
U.S. Gypsum " ..... 236 
U.s. Industries ..•.•. ,153 
U.s.Sleel .................. 13 
Universal leaf Tobacco ....•.... 260 
Upjohn .. .. .. 223 
utah International... . .. 213 

Vf ....... . .. .413 
Varian Assocfales ,485 
Vulcan Malerial5 . . .. 433 

Wallace Murray .............. .488 
Waller (Jim) ............... 166 
Ward Foods .............. 349 
Warnaco ........•..•.•.••...• 455 
Wame, Commlloicatluns .••••••• 219 
Warner·lambert .............. 95 
Washington Post .... 486 
Wean United ................. .497 
West Poiot'Pepperell _ •...•.. , .. 329 
wes\cmElectlic ............... 18 
WestinghouseEleclrlc ...•..... 20 
WestmorelandCoal ..•••••.•..•. 375 
Westvaco .................... 245 
Weyerhaeuser ................. 78 
Wtleelabra1or·frye ..••.•...•••• 462 
W~eelJng.Pilfsburgh Sttel .•..•.. 234 
Wbirlpool """ .............. 142 
While Consolidated Inc'Jstries ..• 168 
While Molor .............. 169 
Whittaker ................... 267 
WiUamelle Industries .' ...•. ,.385 
Williams Companies ,., ••••••... 187 
Wileo Chemical ............... 327 
Wrigley (Wm.) Jr ............... 452 

Xefo~ .... .. •. 39 

lenithRadio. • .. 222 








