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DISCLOSURE OF IRS INFORMATION TO ASSIST
WITH THE ENFORCEMENT OF CRIMINAL LAW

MONDAY, NOVEMBER 9, 1981

U.S. SENATE, SUBCOMMITTEE ON OVERSIGHT OF THE IN-
TERNAL REVENUE SERVICE OF THE COMMITTEE ON FiI-

NANCE,
Washington, D.C.

The subcommittee met, pursuant to call, at 2:05 p.m. in room
2221, Dirksen Senate Office Building, Hon. Charles Grassley (chair-
man of the subcommittee) presiding.

Present: Senators Grassley and Baucus.

[The committee press release announcing this hearing, the bill S.
732, and the description of this bill by the Joint Committee on
Taxation follow:] - ,
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Press Release No, 81-173

PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON PINANCE
October 28, 1981 UNITED STATES SENATE
Subcommittee on Oversight of
the Internal Revenue Service
2227 Dirksen Senate Office Bldg.

FINANCE SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
SETS HEARING ON DISCLOSURE OF INTERNAL REVENUE SERVICE INFORMATION
TO ASSIST WITH THE ENFORCEMENT OF FEDERAL AND STATE CRIMINAL LAWS

-~ Senator Charles Grassley, Chairman of the Subcommittee
on Oversight of the Internal Revenue Service of the Scnate
Committee on Finance, announced today that the Subcommittee will
hold a hearing on Monday, November 9, 1981, on the disclosure of
Internal Revenue Service Informatlon to assist with the
enforcument of Federal and State criminal laws.

The hearing will begin at 2:00 p.m. in Room 2221 of the
Dirksen Senate Office Bullding.

Senator Grassley stated that the Subcommittce would welcome
testimony on the general topic of the disclosure of Internal
Revenue Service information to Federal and State authorities to
assist with the enforcement of nontax criminal laws, as well as
specific testimony relating to S. 732.

S. 732, introduced by Senator Nunn, would gencrally allow the
dlsclosure of Intcrnal Revenue Service information to assist
with the onforcement of nontax criminal laws upon: (1) an ex
parte order of a Federal district court judge or magistrate
if information provided by the taxpayer is being discloscd;
and (2) a writtem request from the hecad of a Federal agency
or the Attorney General if third party information which the
Secretary has collected or received is being disclosed.

In addition, S. 732 also would: (1) permit an attorney for
the Government to redisclose taxpayer return information to
other Federal Government personnel or witnesses; (2) impose
an afffirmative duty upon the Secretary to disclose
information concerning possible criminal activities under
certain circumstances; (3) permit redisclosure of information
to State authorities; (4) permit the disclosure of
information to foreign governments; and (5) create an
affirmatgve defense to the unauthorized disclosure of certain
information.



DESCRIPTION OF 8. 732

AND PRESENT LAW
RELATING TO

DISCLOSURE OF TAX RETURNS
AND RETURN INFORMATION

FOR PURPOSES OF NONTAX
CRIMINAL LAW ENFORCEMENT

PREPARED FOR THE USE OF THE

COMMITTEE ON FINANCE

BY THE STAFF OF THE
JOINT COMMITTEE ON TAXATION

INTRODUCTION

The Subcommittee on Oversight of the Internal Revenue Service
of the Senate Finance Committee has scheduled a hearing on No-
vember 9, 1981, on the subject of the disclosure of tax information to
assist with the enforcement of Federal and State criminal laws. This
pamphlet provides a description of present law relating to the dis-
closure of tax returns and.return information for urposes of admin-
istering nontax Federal criminal laws, and a bill (§). 732, sponsored by
Senators Nunn, Chiles, DeConcini, Cohen, Bentser. Domenici, Lon s
Roth, Rudman, Jackson, Schmitt, Boren, Pryor, Johnston, Holland,
Exon, Stennis, Danforth, Mattingly, and Zorinskv) which would ex-
pand disclosure for that purpose.

The firs:. part of the pamphlet is a summary of the bill. The second
part contains certain background information, including a brief de-
scription of recent Coniressional interest in the disclosure law. The
third part of the pamphlet contains an explanation of present law.
The fourth part contains a brief discussion of the issues relating to
the disclosure of tax information for purposes of nontax criminal
law enforcement. The fifth part provides an explanation of the
provisions of the bill. :



I. SUMMARY
S. 732—Senators Nunn, Chiles, et al.

Disclosure of Tax Information for Purposes of Nontax Federal
and State Criminal Law Enforcement

Under present law, Federal agencies may, in certain circumstances,
receive tax returns, taxpayer return information, and return informa-
tion ! from the Interna} Revenue Service for their use in nontax crim-
inal investigations. Returns and taxpayer return information are
available on{gy ursuant to an ex parte order granted by a Federal dis-
trict court judge. Return information, other than taxpayer return
information, may be received by written request. The IRS may refuse

disclose tax returns, taxpayer return information, or return infor-
mation if it determines that disclosure would identify a confidential in-
formant or seriously impair a civil or criminal tax investigation. Pres-
ent law also permits, but does not require, the IRS to disclose return
information, other than taxpayer return information, which may con-
stitute evidence of a violation of Federal criminal laws, to the extent
necessary to apprise the head of the appropriate Federal agency
charged with enforcing such laws,

Under present law, the unauthorized disclosure of tax returns or
return information is a felony punishable upon conviction by a fine
g(f) lllot more than $5,000 or imprisonment of not more than 5 years, or

th, -

Under present law, a taxpayer may bring a civil action for damages
against a person who knowingly or negligently discloses returns or
return information in violation of the (ﬁsc osure provisions.

The bill would modify the standards for obtaining an ex parte court
order for the disclosure of returns and books and records of individ-
uals. In addition, the books and records of any business or other entity
consisting of more than two owners would be available upon written
request. Furthermore, tax information that has been disclosed by the
Internal Revenue Service to the Department of Justice could be re-
disclosed to other Federal law enforcement personnel and witnesses and
could, pursuant to court or ~ r. be redisclosed to certain State law en-
forcement officials.

The Internal Revenue Service would be required to disclose any
nonreturn information (genemlll).rl books and records of a business
or other entity consisting of more than two owners) that may constitute
evidence of a violation of Federal criminal law to the appropriate Fed-
eral agency. Moreover, in certain emergency situations, the Internal
Revenue Service could disclose returns on its own initiative,

In certain circumstances, the bill would permit disclosure of tax in-
formation to foreign law enforcement officials. )

Under the bill, a Federal employee would not be criminally liable
for a wrongful disclosure that results from a good faith, but erroneous,
interpretation of the law while the employee was acting within the
scope of his employment, Moreover, any civil action for wrongful dis-
closure would brought against the appropriate Federal agency,
rather than a Federal employee.

' These terms are defined {* Part I1I of this pamphlet (“Present Law”).
) (8)



II. BACKGROUND .

Prior Law

Under the law prior to the Tax Reform Act of 1976, income tax re-
turns were described as “public records.” However, tax returns gener-
ally were open to inspection only under regulations approved by the
President, or under Presidential order. Pursuant to those regulations,
a U.S. Attorney or Justice Department attorney could obtain tax
information in any case “where necessary in the performance of his
official duties,” by written application to the IRS. Tax information
obtained by the Justice Department could be used in proceedings con-
ducted by or before any department or establishment of the Federal
Government or in which the United States was a party.

In connection with the enforcement of nontax criminal and civil
statutes, tax information was made available to each executive depart-
ment and other establishments of the Federal Government in connec-
tion with matters officially before them, on the written request of
the head of the agency. Tax information obtained in thismanner could
be used as evidence in any proceeding before any “departient or estab-
lishment” of the Unit tates or in any proceedings in which the
United States was a party.

Tax Reform Act of 1976

In enacting the disclosure provisions contained in the Tax Reform
Act of 1976, the Congress was concerned with the fact that the Justice
Degartment and other Federal agencics were able to obtain tax returns
and tax information for nontax purposes almost at their sole discre-
tion, It was the intent of Congress that private papers which an Amer-
ican citizen is compelled by the tax laws to disclose to the IRS should
be entitled to essentially the same degree of privacy as those private
ga'pers maintained in his home. Thus, the Congress decided that the

ustice Department and any other Federal agency responsible for the
enforcement of a nontax criminal law should be required to obtain
court approval for the inspection of a taxpayer’s return or return infor-
mation submitted by, or on behalf of, the taxpayer. Furthermore, with
respect to nontax civil matters, the Congress decided that returns and
return information generally could not be disclosed to the Justice
Department.

Other Congressional Action

On December 7, 11, 12, 13, and 14, 1979, the Permanent Subcommit-
tee on Investigations of the Senate Cominittee on Governmental A ffairs
held hearings on illegal narcotics profits. Among other things, these
hearings examined the extent of cooperation between the IRS and other
Federal law enforcement agencies in the area of narcotics enforcement,
and the effects of the disclosure provisions on that cooperation.

(4)
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On December 11, 1979, the Senate agreed, by a vote of 65 to 8, to
table an amendment to the Crude Qil Windfall Profit Tax Act, offered
by Senator DeConcini, which would have authorized disclosure of any
tax information in the possession of the IRS upon the written request
of the head of a Federal law enforcement agency. In addition, the
amendment would have placed an affirmative duty upon the IRS to
notify the appropriate law enforcement agency whenever there was
reasonable cause to believe that information within its control could
ifn;iicato the violation of any Fede=al criminal law constituting a

elony.

OnyApril 22, 1980, the Subcommittee on Treasury, Postal Service,
and General Government of the Senate Appropriations Committee
held hearings on pvolposed budget. estimates for fiscal year 1981 for the
- IRS. Among other things, these hearings focused on the disclosure of
information by the IRS to Federal law enforcement agencies, and
recent efforts to improve coordination between the IRS and Justice
Department in the investigation and prosecution of nontax Federal
criminal cases.

On June 20, 1980, the Subcommittee on Oversight of the Internal
Revenue Service of the Senate Finance Committee held a hearing on
several bills relating to the disclosure of tax returns and return in-
formation for purposes not relating to tax administration. Several
of the bills that were the subject of that hearing, although different
than S. 732, were similar in thrust.?

The provisions of S. 732 were cortained in the Senate version of
the Economic Recovery Tax Act of 1981.2 The provisions were not
agreed to in conference. However, the conferees indicated their inten-
tion that the matter should be examined thoroughly in Congressional
hearings in the near future and that appropriate legislative action
should be taken.?

! For a description of the bills that were the subject of that hearing, see the
pamphiet prepared by the staff of the Joint Committee on Taxation (JCS-
30-80, June 18, 1980).

! Floor amendment by Senator Nunn, adopted by voice vote; motion to table
defeated 28 to 66. (Seec, 127 Cong. Ree. S. 8313 (daily ed. July 27, 1981)).

-~ *See, H.R. Rep. No. 97-215, 97th Cong. ist Sess. 263 (1081).



III. PRESENT LAW

Disclosure of Returns and Return Information for Purposes of
Nontax Criminal Law Enforcement

Section 6103 of the Internal Revenue Code governs the disclosure of
returns and return information. Under present law, returns and re-
turn information are to be confidential and not subject to disclosure
unless specifically provided in section 6103 or other sections of the
Code. The level of protection that currently is afforded to tax informa-
tion depends upon whether the particular information is a return, re-
turn information, or taxpayer return information.

Definitions .

Return.—The term “return” is defined as any tax or information
return, declaration of estimated tax, or claim for refund which is re-
quired (or permitted) to be filed on behalf of, or with respect to, any
person. A return also includes any amendment, supplemental schedule,
or attachment filed with the tax return, information return, etc.

Return information—“Return information” includes the following
data pertainiug to a taxpayer: his identity, the nature, source, or
amount of his income, payments, receipts. deductions, exemptions,
credits, assets, liabilities, net worth, tax liability, tax withheld, de-
ficiencies, overassessments, and tax payments. Also included in the
definition of return information is any particular of any data, re-
ceived by, recorded by, prepared by, furnished to, or collected by the
IRS with respect to a return filed by the taxpayer or with respect to the
determination of the existence, or possible existence, of liability for any
- tax, penalty, interest, fine, forfeiture, or other imposition, or offense
provided for under the Code. A summary of data contained in a return
and information concerning whether a taxpayer’s return was, is being,
or will be examined or subject to other investigation or processing also
is return information. However, data in a form which cannot be asso-
ciated with, or otherwise identify, directly or indirectly, a particular
taxpayer is not return information. (Notwithstanding this sentence, or
any other provision of law, nothing is to be construed to require the
disclosure of standards used or to be used for the selection of returns
for examination, or data used or to be used for determining such stand-
ards, if the Secretary determines that such disclosure would seriously
impair assessment, collection, or enforcement under the internal reve-
nue Jaws.)?

Tawpayer return information.—“Taxpayer return information” is
return information which is filed with, or furnished to, the IRS by, or
on behalf of, the taxpayer to whom the return information relates.

! This latter provision was added by section 701 of the Economlic Recovery Tax
Act of 1981 (P.L. 97-34). J

(6)
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This includes, for example, data supplied by a taxpayer’s representa-
tive to the IRS in connection with an audit and data received by the
[RS from a taxpayer’s representative pursuant to an administrative
summons issued in connection with an IRS civil or criminal investiga-
tion of the taxpayer.

Disclosures

The IRS is authorized to disclose returns or taxpayer return infor-
mation to other Federal agencies, for purposes of nontax criminal
investigations,? only upon the grant of an ex parte order by a Federal
district court judge (Code sec. 6103(i) (1)). An ex parte order ma
be granted upon the determination of the judge that: (1) there 1s
reasonable cause to_belicve, based upon information believed to be
reliable, that a specific criminal act has been committed; (2) there is
reason to believe that the return or return information is probative
evidence of a matter in issue related to the commission of the criminal
act; and (3) the information sought to be disclosed cannot reasonably
be obtained from any other source, unless the information is the most
probative evidence of a matter in issue relating to the commission of
the criminal act. -

In the case of the Justice Department, only the Attorney General,
the Deputy Attorney General, or an Assistant Attorney General ma
authorize an application for an order. In the case of other Fed-
eral agencies, the head of the agency is required to authorize the
application.

Return information, other than taxpayer return information, may
be disclosed to the head of a Federal agency or to the Attorney Gen-
eral, Deputy Attorney General, or an Assistant Attorney General upon
written request setting forth: (1) the name and address of the tax-
payer with respect to whom the information relates; (2) the taxable
periods involved; (3) the statutory authority under which the pro-
ceeding or investigation (to which the information is relative) is being
conducted ; and (4) the specific reasons why the disclosure is or may
be material to the proce ing or investigation (Code sec. 6103 (i) (2)).
In addition, the Secretary of the Treasury is authorized to disclose
return information, other than taxpayer return information, which
may constitute evidence of a violation of Federal criminal laws to the
extent necessary to apprise the head of the appropriate Federal agency
charged with the responsibility of enforcing those laws (Code sec.
6103 (i) (3)).

In the case of any requested disclosure, the Secretary has the au-
thority to withhold the requested return or return information if it
is determined that disclosure would identify a confidential informant
or seriously impair a civil or criminal tax investigation.

In general, returns or return information disclosed by the IRS to
a Federal agency may be entered into evidence in any administrative
or judicial proceeding pertaining to enforcement of a specifically des-

* That is. for use by the agency in preparation for any administrative or Juat-
cial proceeding (or investigation which may result in such a proceeding) pertain-
ing to the enforcement of a specifically designated Federal criminal statute (not
lnvolrw;él,ng m:t:dminlsmuon) to which the United States or such agency is or
_ may be a party.
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ignated Federal criminal statute (not involving tax administrationg
to which the United States or the agency is a party. However,a r

- 0 information disclosed pursuant to the court order procedure
may be entered into evidence only if the court finds that it is probative
of a matter in issue relevant in establishing the commission of a crime
or the guilt of a party. The Secretary has th¢ authority to withhold a
return or return information from a criminal trial or hearing upon his
determination that the disclosure would identify a confidential in-
formant or seriously impair a civil or criminal tax investigation. The
admission into evidence of any return or return information contrary
to these disclosure ¥rovisions does not, as such, constitute reversible
error upon appeal of a judgment (Code sec. 8103 (i) (4) ).

A return or return information may be disclosed to a competent
-authority of a foreign government that has an income tax or gift and
estate tax convention or other convention relating to the exchange of
tax information with the United States. This information may be dis-
closed only to the extent provided in, and subject to the terms and
conditions of, such convention.

Penalties for Unauthorized Disclosure of Tax Information

‘Under present law, an unauthorized, willful disclosure of a tax
return or return information constitutes a felony which, upon con-
viction, is punishable by a fine of u§ to $5,000 or imprisonment of up

- to b years, or both (Code sec. 7213(a)). These penalties may apply

~to present and former Federal and State officers and employees, to

one-percent shareholders, and to officers and employees of contrac-

tors for processing, storing, and reproducing returns and return
information. ,

Civil Damages for Unauthorized Disclosure of Tax Information

Under present law, any person who willfully or negligently dis-
closes tax returns or return information in violation of the law may
be liable for actual damages sustained by the tr.xpayer (Code sec.
7217). Punitive damages are authorized in situat.cns where the un-
lawful disclosure is willful or is the result of gross neﬁligence. In
no event are these damages to be less than $1,000 for each unauthor- .
ized disclosure. However, no liability for this penalty shall arise in
the event of an unauthorized disclosure which results from a good
faith, but erroneous, interpretation of the disclosure laws.
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IV. ISSUES

In General

As indicated in the Background section of this pamphlet, there has
been much recent Congressional interest in the laws relating to the dis-
closure of tax returns and return information, and the impact these
laws have had on Federal criminal law enforcement. Many individuals,
while acknowledging that the disclosure laws prior to 1977 were too
loose and permitted far too many disclosures, believe that the Tax
Reform Act of 1976 was too restrictive and has had a deleterious effect
on legitimate law enforcement activities. Others have felt that it is
the primary function of the IRS to collect taxes, rather than partici-
pate in nontax criminal law enforcement, and that the 1976 Act struck
& proper balance between these activities. Some have raised questions
with respect to whether tax returns and return information should
be used for any purposes other than tax administration.

To some individuals, it is not gresent, law which has hampered co-
operation between the IRS and other Federal agencies with respect to
criminal law enforcement, but, rather, the way in which they believe

resent law has been interpreted and administered by the IRS. These
individuals, while preferring that present law be maintained, would
favor sending a signal from Congress to the IRS mandating that the
IRS comply expeditiously with the present law disclosure provisions
and that it not attempt to circumvent the law by establishing artificial
barriers to the dissemination of tax information in legitimate cir-
cumstances.

As the Congress noted in the consideration of the 1976 Act, the IRS
probably has more information about more people than any other
government agency in this country. Consequently, almost every other
agency that had a need for information about U.S. citizens generally
sou%ht it from the IRS. Accordingly, in considering any legislation
dealing with the disclosure of tax returns and return information,
the committee probably would want to balance the needs of law en-
forcement agencies for IRS assistance and information with the citi-
zen’s right to privacy and the related impact of the disclosure upon the
continuation of compliance with the Nation’s tax assessment system.

Specific Disclosure Issues

In addition to these fundamental policy issues, S. 732 raises a num-
ber of other technical and substantive issues that the committee may
want to consider. These issues include: (1) the tyﬁes of tax information
that should be protected by court order on the one hand and tax
information that should be available through written request on the
other hand; (2) whether the standards for obtaining a court order for

(9)
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the disclosure of tax information should be modified; (3) whether it
should be easier to obtain books and records of business and other en-
tities comprised of more than two individuals than it is to obtain books
and records of smaller businesses or of individuals; (4) whether tax
information that has been disclosed to the Justice Department should
be permitted to be redisclosed to other Federal law enforcement agen-
cies; (5) whether tax information that has been disclosed to the Jus-
tice Department or to other Federal agencies should be permitted to be

"redisclosed to certain State law enforcement officials for purposes of
enforcing State felony statutes; (6) the extent to which tax informa-
tion should be disclosed to foreign %overnments for use by a foreign
country in a foreign nontax criminal investigation or proceeding; (7)
the circumstances under which the IRS should be permitted to refuse
to disclose tax information; (8) the circumstances under which the
IRS should have an affirmative duty, on its own initiative, to disclose
tax information; (9) whether Federal district court magistrates, as
well as judges, should be permitted to grant court orders for the dis-
closure of tax information; and (10) tﬁe personnel level at which an
application for a disclosure order should be permitted.
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V. DESCRIPTION OF S. 732
Senators Nunn, Chiles, et al.
Explanation of Provisions

Classification of tax information

For purposes of disclosure, the bill would divide all tax information
into two major categories: (1) return information and (2) nonreturn
information.! The level of protection afforded to tax information would
depend upon which category the particular information is in.

eturn information.—Return information would be a tax return,
information return, declaration of estimated tax, or claim for refund,
as well as any amendment or supplement thereto, that is filed with the
Secretary by, on behalf of, or with respect to, any person. (Amend-
ments or supplements would include supporting schedules, attach-
ments, or lists that are supplemental to, or part of, returns or informa-
tion taken from returns.) In addition to returns, etc., return informa-
tion also would be any information provided to the Secretary by, or
on behalf of, an individual taxgzyer to whom the information relates.
An individual taxpayer would be any natural person or a corporation,
“partnership; association, union, or other entity consisting of no more
than two owners, shareholders, partners, or members. ,

Nonreturn information.—Nonreturn information generally would
be any information that is not included within the definition of re-
turn information. Specifically, this would be any information (other
than a return) provided to the Secretary by, or on behalf of, someone
other than the taxpayer to whom the information relates (for exam-
ple, information with respect to an individual that is submitted by a
third-party). In addition, this would include any information (other
than returns), received by the Secretary, that relates to any corpora-
tion, partnership, association, union, or other entity consisting of more
than two owners, sharcholders, partners, or members. Nonreturn in-
formation also includes written determinations from the Internal
Revenue Service, or any background file documents relating to writ-
ten determinations, that are not open to public inspection. However,
nonreturn information would not include data in a form that cannot
be associated with, or otherwise identify, directly or indirectly, a par-
ticular taxpayer.* _

-

1 As noted in Part YII (Present Law), above, present law divides tax informa-
tion into three categories: (1) returns, (2) return information, and (3) tax-
payer return information.

‘The present law definition of return information was amended by section
701 of the Economic Recovery Tax Act of 1981 (P.I. 87-84). The amendment pro-
vides that no provision of law 18 to be construed to require disclosure of standards
used or to be used for the selection of returns for examination, or data used
or to be used for determining such standards, if the Secretary determines that
such disclosure would Seriously impair assessment, collection, or enforcement
under the internal revenue laws.

(1)
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Disclosure of return information

The Internal Revenue Service would be required to disclose return
information pursuant to the order of a Federal district court judge
or magistrate. Upon the issuance of an ex parte order, return infor-
mation would be open to inspection by, or disclosure to, officers and
cmployees of the Department of Justice who are personaily and di-
rectly engaged in, and solely for their use in_preparation for, any
administrative, judicial, or grand jury proceeding (or inv itigation
that may result in such a proceeding) pertaining to the enforcement
of a specifically designated Federal criminal statute (not involving tax
administration) to which the United States or Department of Jus-
tice is, or may be, a party. The order may provide for continuous
disclosure.

Only certain specified ofticers and employees of the Department of
Justice would be permitted to authorize an application to be filed with
a Federal district court judge or magistrate for the disclosure of
returi information=T'he officers and employees specified are the At-
torney General, the Deputy Attorney General, an Assistant Attornc,
General, a United States attorney, or the attorney in charge of a
criminal division organized crime strike force. )

A Federal district court judge or magistrat~ could grant an order
requiring the disclosure of return information only if, on the basis
of facts submitted by the applicant, certain findings were made. These
findings would be that (1) there is reasonable cause to believe, based
upon information believed to be reliable, that a specific criminal act
has been committed or is being committed ; the information is being
sought exclusively for use in a Federal crimi..al investigation or
proceeding concerning such criminal act; and (3) there is reasonable
cause to believe that the information may be relevant to a matter
relating to the commission of such criminaf act. The Secretary would
be able to decline to disclose any return information if he determines,
and certifies to the court, that the disclosure would identify a confi-
dential informant or seriously impaira civil-or criminal tax investi-
gation. If this is not a problem, then the Secretary would be required
to disclose return information, with respect to which an order has
been granted, as soon as practicable after receipt of an order.

The bill would permit attorneys to whom disclosure has been made
to disclose the information further to such other Federal Govern-
ment personnel or witnesses as is deemed necessary for assistance
during a criminal investigation or in_preparation IZ)r the adminis-
E,lx;ai:ivec,l judicial, or grand jury proceeding that formed the basis for

e order.

Disclosure of nonreturn information

The bill would permit nonreturn information to be disclosed upon
written request from the head of a Federal agency, the Inspector
General of a Federal agency, or the Attorney General or his designee.
This written request would be required to set forth (1) the name
and address of the taxpayer with respect to whom the requested
nonreturn information relates; (2) the taxable period or periods to
which the nonreturn information relates; (3) the statutory authority

_under which the proceeding or investigation is being conducted ; and.

88-137 0—82——2
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(4) allegations of criminal conduct giving rise to the proceeding or
investigation. -

The Secretary would be required to disclose nonreturn information
as soon as practicable unless it is determined that disclosure would
identify a confidential informant or seriously impair a civil or crim-
inal tax investigation. The disclosure would be made to the officers
and eng)loyees of a Federal agency who are personally and direct}iy
engaged in, and solely for their use in, or preparation for, any ad-
ministrative, judicial, or grand jury proceeding (or investigation
that may result in such a proceeding) pertaining to the enforcement
of a specifically designated Federal crimina’ statute (not involving tax
administration) to which the United States or a Federal agency is
or may be a party.

The head of a Federal agency, or the Attorney General or his des-
ignee, to whom the disclosure of nonreturn information has been
made, could disclose further such information to other Federal Gov-
ernment personnel or witnesses who are deemed necessary for assist-
ance during a criminal investigation or in preparation for the admin-
istrative, judicial, or grand jury proceeding that formed the basis for
the disclosure request.

The bill would provide that the name, address, and social security
number of a taxpayer, whether a taxpayer filed a return for a given
year or years, and whether there is or has been a crim...al investiga-
tion of a taxpayer is nonreturn information for purposes of the pro-
wisions governing the information available through written request.
Thus, that type of information, as well as information received from
a third party and books and records of a business or other entity com-
prised of more than two persons, would be available upon written re-
quest (i.e., without having to apply to a Federal district court judge
or magistrate for an ex parte order).

Duty of the Secretary to disclose information concerning possible
criminal activities

The bill would require the Secretary to disclose in writing, as soon
as practicable, any nonreturn information that may constitute evi-
dence of a violation of Federal criminal laws. This disclosure would be
initiated by the Secretary. Nonreturn information would be disclosed
to the extent necessary to ap}ll)rise the head of the appropriate Federal
agency (or his designee) who is charged with the responsibility for
enforcing the law that has been violated. For purposes of this provi-
sion, nonreturn information would include the name and address of
a taxpayer.

Furthermore, when the Secretary makes a recommendation to the

Department of Justice for prosecution for a violation of the Internal
Revenue Code, any return or nonreturn information reviewed. devel-
oped, or obtained during the tax investigation that may constitute
evidence of a violation of Federal criminal laws would be required to
be furnished to the Department of Justice, for use in a nontax criminal
investigation without securing a court order.
. The Secretary could decline to disclose any return or nonreturn
information- under the foregoing provisions if it is determined that
such disclosure would identify a confidential informant or seriously
impair a civil or criminal tax investigation.
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. Finally, the Secretary would be permitted to disclose information
In certain emergency circumstances. {'nder emergency circumstances
that involve an imminent danger of physieal injury to any person.
serious physical damage to property, or flight from prosecution, the
Secretary or his designee could disclose any -information (including
return information) to the extent necessary to apprise the appropriate
Federal agency of the emergency. The Secretary or his designee would
be required to notify the Department of Justice that a disclosure was
made because of emergency circumstances, as soon as practicable after
the disclosure. The Department of Justice then would notify the ap-
propriate United States district court or magistrate of the disclosure.

Use of tax information in judicial or administrative proceedings

Any tax information (return and nonreturn information) that is
disclosed under the provisions of the bill, except information disclosed
in emergency circumstances. could be entered into evidence in accord-
ance with the Federal Rules of Evidence or other applicable law in
any administrative, judicial, or grand jury proceeding pertaining to
enforcement of a specifically designated Federal criminal statute gnot

.involving tax administration) or in any ancillary civil proceeding to

which the United States or any Federal agency is a party. This infor-
mation could be disclosed pursuant to applicable Federal discovery
requirements, to the exteat required by a court order. The court, in
issuing such order, would be authorized to give due consideration to
Congressional policy favoring the confidentiality of return and non-
return information.

Tax information generally would not be admitted into evidence in
any judicial or administrative proceeding if the Secretary determined
and notified the Attorney General or his designee, or the head of the
Federal agency to whom disclosure has been made, that admission into
evidence would identify a confidential informant or seriously impair
a civil or criminal tax investigation. However, the court would be able
to direct that disclosure be rade over the objection of the Secretary.

Asgistance of IRS in join! tax and nontax investigations

The bill would provide that no portion of Code section 6103 (the
provision governing disclosure of tax information) could be inter-
preted to preclude or prevent the Internal Revenne -Service from
assisting the Department of Justice or any other Federal agency in
joint tax and nontax investigations of criminal matters that may in-
volve income tax violations. Moreover, no portion of that provision
could be interpreted to preclude or prevent the Internal kevenue Serv-
ice from investigating or gathering relevant information concerning
persons engaged in criminal activities that may involve ‘ax violations,

Redisclosure of tax information to State authorities

Under the bill, arrly official who is authorized to apply for disclosure *
could apply to a Federal district court judge or magistrate for an
ex parte order to disclose any return or nonretwrn information in

N

SThat is, in the case of return information, the Attorney General, the Deputy
Attorney General, an Assistant Attorney General, a United wcates attorney, or
the attorney in charge of a criminal division organized crime strike force; and,
in the case of nonreturn information, the Attorney General or his designee. and_
the head of any other Federal agency or Inspector General thereof.
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his possession, which is relevant to the violation of a State felony
statute, to the appropriate State attorney general or district attorney.
An application for redisclosure of tax information to a State attor-
ney general or district attorney would be required to set forth (1)
the name and address of the taxpayer and the taxable period or peri-
ods to which the information relates; (2) a description of the infor-
mation sought to be disclosed; and (3) the State felony violation
involved.

A Federal district court judge or magistrate could grant an order
for redisclosure of tax information to a State attorney general or dis-
trict attorney only if certain findings were made. gpeciﬁcally, the
judge or mmagistrate would have to determine, on the basis of facts sub-
mitted by the applicant for redisclosure, that (1) there is reasonable
cause to believe, based upon information believed to be reliable, that
a specific State felony violation has occurred or is occurring and (2)
there is reasonable cause to believe that the inforination may be rele-
vant to a matter relating to the commission of the violation.

Disclosure to competent authority under an international
convention

The bill would permit the disclosure, in certain circumstances, of
return or nonreturn information to a competent authority of a foreign
government that has an income tax or gift and estate tax convention,
treaty on mutual assistance, or other convention relating to the ex-
change of tax information with the United States. However, this in-
formation could be disclosed only to the extent provided in, and sub-
ject to the terms and conditions of, the treaty or convention.

The bill provides that if return or nonreturn information is sought
pursuant to the terms of a treaty on mutual assistance in criminal
matters for use in an investigation or proceeding that is not related
to the tax laws of the requesting foreiggx country, then disclosure
may be made for the use of officials of the requesting country only
after the issuance of an ex parte order by a United States district
court j tgge or magistrate. An ex parte order for disclosure would
be granted only upon a finding by the judge or magistrate that (1)
there is reasonable cause to believe that the information sought may
be relevant to a matter relating to the commission of a specific crimi-
nal act that has been committed or is being committed against the
laws of the foreign count?v, and (2) that the information is sought
exclusively for use in the foreign country’s criminal investigation or
proceeding concerning that criminal act.

Penalties for unauthorized disclosure of tax information

Under the bill, it would be an affirmative defense to prosecution for
the unauthorized disclosure of return or nonreturn information that
the disclosure resulted from a l%ood faith, but erroneous, interpretation
of Code section 6103 while a Federal employes was acting within the
scope of his employment.

Civil damages for unauthorized disclosure of tax information

The bill provides that if an employee of a Federal agency knowingly
or negligently discloses return or nonreturn information with res;lalect

to a taxpayer in violation of the provisions of Code section 6108, then
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the taxpayer who has been wronged may bring a civil action for dam-
nges exclusively against the agency for whom the employee works. If
_any person other than an employee of a Federal agency knowingly or
negligently discloses return or nonreturn information, then the tax-
payer could bring a civil action directly against that person.

Any civil actions commenced under this provision of the bill would
be within the jurisdiction of the district courts of the United States.

Effective Date

The provisions of the bill would be effective upon enactment.

Revenue Effect

The provisions of the bill would have no direct revenue effect, but
could involve some additional administrative costs to the IRS.
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97TH CONGRESS
18T SESSION o 732

To insure the confidentiality of information filed by individual taxpayers with the

Internal Revenue Service pursuant to the Internal Revenue Code and, at the
same time, to insure the effective enforcement of Federal and State criminal
laws and the effective administration of justice.

IN THE SENATE OF THE UNITED STATES
MAaRrcH 17 (legislative day, FEBRUARY 16), 1981

Mr. NuNN (for himself, Mr. CHiLES, Mr. DECoNcCINI, Mr. COHEN, Mr. BENT-

To

St B W N =

SEN, Mr. DomENic1, Mr. LoNg, Mr. RoTH, Mr. RupMAN, and Mr. JACK-
8ON) introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL

insure the confidentiality of information filed by individual
taxpayers with the Internal Revenue Service pursuant to
the Internal Revenue Code and, at the same time, to insure
the effective enforcement of Federal and State criminal laws
and the effective administration of justice.

_ Be it-enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled, _
That paragraph (1) of subsection (b), section 6108 of the In-
ternal Revenue Code of 1954 (26 U.S.C. 6108) is amended

to read as follows:
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‘(1) RETURN INFORMATION.—The term ‘return

information’ means—

“(A) any tax or information return, declara-
tion of estimated tax, or claim for refund required
by, or provided for, or permitted under the provi-
sions of this title which is filed with the Secretary
b‘wn behalf of, or with respect to any person,d
and any amendment or supplement thereto, in-
cluding supporting schedules, attachments, or lists
which are supplemental to, or part of, the returns
so filed (or information taken therefrpm), and

‘“(B) any information provided to the Secre-
tary by or on behalf of an individual taxpayer to

whom such information relates.”

SEc. 2. Paragraph (2) of subsection (b), section 6103 of
the Internal Revenue Code of 1954 (26 U.S.C. 6103) is

amended as follows:

“(2) NONRETURN INFORMATION.—The term

‘nonreturn information’ means—

“(A) any information, other than return in-
formation, which the Secretary collects, prepares,
obtains, or receives with respect to a taxpayer or
return relating to the determination of the exist-
ence, or 'possible existence of liability (or the

amount thereof) of any person under this title for
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any tax penalty, interest, fine, forfeiture, or other
4 imposition o;' offense (including whether a return
was filed and whether the taxpayer’s return was,
is being, or will be examined or subject to other

investigation or processing), and
“(B) any part of any written determination
or any background file document relating to such
written determination (as such terms are defined
in section 6110(b)) which is not open to public in-

spection under section 6110,
but such term does not include data in a form which
cannot be associated with, or otherwise identify, direct-
ly or indirec;ly, a particular taxpayer.”

SEc. 3. Paragraph (8) of subsection (b) of the Internal
Revenue Code of 1954 (26 U.S.C. 6103) is amended to read
as follows:

“(8) INDIVIDUAL TAXPAYER.—The term ‘individ-
ual taxpayer’ means any natural person or a corpora-
tion, partnership, associatioq, union, or other entity
consisting of no more than two owners, shareholders,

- partners, or members.”’

SEC. 4. Paragraphs (1), (2), (3), and (4) of subsection (),
section 6103 of the Internal Revenue Code of 1954 (26
U.S.C. 8103) are amended to read as follows:

‘(1) DISCLOSURE OF RETURN INFORMATION.—
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“(A) DISCLOSURE PURSUANT TO ORDER OF

JUDGE OR MAGISTRATE.—Return information
shall, pursuant to, and upon the grant of, an ex
parte order by a Federal district court, judge, or
magistrate as provided by this paragraph, be
open, but only to the extent necessary as provided
in such order, to inspection by or disclosure to of-
ficers and employees of the Department of Justice
personally and directly engaged in and solely for
their use in preparation for any administrative, ju-
dicial, or grand jury proceeding (or investigation
which may result in such a proceeding) pertaihing
to the enforcement of a specifically designated
Federal criminal statute (not involving tax admin-
istration)to which the United States or Asuch
agency is or may be a party. The order may pro-
vide for continuous di;closure if such disclosure is
justified under subparagraph (B)(iii).

“(B) APPLICATION FOR ORDER.—The At-
torney General, the Deputy Attorney General, an
Assistant Attorney General, a United States at-
torney, or the attorney in charge of a criminal di-
vision organized crime strike force may authorize
an application to a Federal district court judge or

magistrate for the order referred to in subpara-
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graph (A). Upon such application, such judge or
magistrate may grant such order if he detemine;
on the basis of the facts submitted by the appli-
cant that— .

‘(i) there is reasonable cause to b;slieve,
based upon information believed to be reli-
able, that a specific criminal aét has been
committed or is being committed;

“(i1) the information is sought exclusive-
ly for use in a Federal criminal investigation
or proceeding concerning such criminal act;
and

“(iii) there is reasonable cause to be-
lieve that the information may be relevant to
a matter relating to the commission of such
criminal act.

However, the Secretary may decline to disclose

.any return information under this paragraph if he

determines and certifies to the court that such
disclosure would identify a confidential informant
or seriously impair a civil or criminal tax
investigation.

“(C) Dury OF THE SECRETARY.—The Sec-
retary or his designee shall disclose to the appro-

priate attorney for the Government (referred to in
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subsection (B) above) such return information or-
dered disclosed pursuant to paragraph (i(1XA) of
this subsection as soon as practicable following re-
ceipt of an ex parte court order issued pursuant
thereto. )
“(D) FURTHER DISCLOSURE.—An attorney
for the Government (ref;arred to in subsectign (B)
above) may further disclose any return informa-
tion, which has been disclosed to him pursuant to
an ex »parte order, to such other Federal Govern-
ment personnel or witness as he deems necessary
to assist him during the criminal investigation or
in preparation for the administrative, judicial, or
grand jury proceeding which formed the basis for
such order.

“(2) DISCLOSURE OF NONRETURN INFORMA-

TIONO-_

“(A) Upon written request from the head of
a Federal agency, the Inspector Gieneral thereof,
or in the case of the Department of Justice, the
Attorney General or-his designee, the Secretary
shall disclose nonreturn information as soon as
practicable to officers and employees of such
agency persbnally and directly engaged in, and

solely for their use In, or preparation for any ad-
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ministrative, judicial, or grand jury proceeding (or
investigation which may result in such a proceed-
ing) described in paragraph (1)(A). Such request
shall set forth—

“(i) the name and address of the tax-
payer with respect to whom such nonreturn
information relates; '

“(ii) the taxable period or periods to
which the nonreturn information relates;

“(ili) the statutory authority under
which the proceeding or investigation is
being conducted, and

“(iv) allegations of criminal conduct
giving rise to the proceeding o/r investigation.

However, the Secretary may ;lecline to disclose
any nonreturn information under this paragraph if
he determines that such disclosure would identify

a confidential informant or seriously impair a civil

or criminal tax investigation.

“(B) The head of an agency, an Inspector
General, or the Attorney General or his designee
may further disclose such nonreturn information
to such Federal Government personnel or witness
as he deems necessary to assist him during the

criminal investigation or in preparation for the ad-
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ministrative, judicial, or grand jury proceeding
which formed the basis for such request.

‘“‘C) For purposes of this paragraph, the
name, address, and social security number of the
taxpayer, whether a taxpayer filed a return for a
given” year or years, and whether there is or has
been a criminal investigation of a taxpayer shall
be treated as nonreturn information.

‘3) SECRETARY'S DUTY TO DISCLOSE IN-

FORMATION CONCERNING POSSIBLE CRIMINAL

ACTIVITIEB.—

“(A) The Secretary shall disclose as soon as
practicable and in writing nonreturn information
which may constitute evidence of a violation of
Federal criminal laws to the extent necessary to
apprise the head of the appropriate Federal
agency or his designee charged with the responsi-
bility for enforcing such laws. For purposes of the
preceding sentence, the name and address of the
taxpayer shall be treated as nonreturn informa-
tion. |

“(B) In addition to the above disclosures,
when the Secretary makes a recommendation to

the Department of Justice for prosecution for vio-

" lation of the Internal Revenue Code, any return
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or nonreturn information reviewed, developed, or

obtained during the tax investigation, which infor-

mation may constitute evidence of a violation of

Federal criminal la\w;é, shall be furnished to the

Department of Justice.

“(C) However, the Secretary may decline to
disclose any information under the above para-
graphs if he determines that such disclosure would
identify a confidential informant or seriously
impair a civil or criminal tax investigation.

‘“(4) USE IN JUDICIAL OR ADMINISTRATIVE PRO-
CEEDING.—Any information obtained under paragraph
(1), (2), or (3) may be entered into evidence in accord-
ance with the Federal Rules of Evidence or other ap-
plicable law in any administrative, judicial, or grand
jury proceeding pertaining to”enforcement of a specifi-
cally designated federal criminal statute (not involving
tax administration) or any ancillary civil proceeding to
which the United States or z;ny agency thereof is a
party. Any such information may be disclosed to the
extent required by order of a court pursuant to section
3500 of title 18, United States Code, or rule 16 of the
Federal Rules of Criminal Procedure, or other ap‘plica-
ble discovery requirements, such court being authorized

in the issuance of such order-to give due consideration
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to congressional policy favoring the confidentiality of
return and nonreturn information as set forth in this
tiﬂe. However, any information obtained under para-
graph (1), (2), or (3) shall not be admitted into evi-
dence in such proceeding if the Secretary determines’
and notifies the Attorney General or his designee or
the head of such agency that such admission would
identify a confidential informant or seriously impair a
civil or criminal tax investigation, unless a court shall
otherwise direct such disclosures.”

SEC. 5. Subsection (i) of section 6103 of the Internal
Revenue Code of 1954 (26 U.S.C. 6103), is amended by
adding new paragraphs (5), (6), and (7) and by renumbering
existing paragraphs (5) and (6) accordingly as paragraphs (8)
and (9):

“(6) EMERGENCY CIRCUMSTANCES.—Under
emergency circumstances involving an imminent
danger of physical injury to any person, serious physi-
cal damage to property, or flight from prosecution, the
Secretary or his designee may disclose information, in-
cluding return information, to the extent necessary to
apprise\ ‘the appropriate Federal agency of such emer-
gency. As soon as practicable thereafter, the Secretary
or his designee shall notify the Department of Justice
of his actions with respect to this paragraph, and the
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Department shall th(;eupon notify the appropriate
United States district court or magistrate of such dis-
closure pursuant to e;ﬁergency circumstances.

“(6) ASSISTANCE OF IRS IN .fc;xNT TAX AND
NON'I‘AX- INVESTIGATIONS.—No pox;tion of this section
shall be interpreted to preclude or prevent the Internal
Revenue Service from assisting the Department of
Justice or any other Federal agency in joint tax and
nontax investigations of criminal matters which may
involve income tax violations, nor shall any portion of
this section be interpreted to preclude or prevent the
Internal Revenue Service from investigating or gather-
ing relevant information concerning persons engaged in "~
criminal activities which may involve income tax
violations. —~-

“(7) REDISCLOSURE TO STATE AUTHORITY OF
INFORMATION OBTAINED FOR FEDERAL CRIMINAL IN-
VESTIGATION OR PROCEEDING.—An official author-
ized to apply for a disclosure under section 6103(i)
may make applicati.on to a district judge or magistrate
for an ex parte order to disclose to the appropriate
State attorney general or district attorney aﬁy_ return
or nonreturn information in his possession which is rel-
evant to the violation of a State felony statute. The

application shall set forth the name and address of the
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taxpayer, the taxable period or periods to which the in-

formation relates; a description of the information
sought to be disclosed; and the State felony violation
involved. Such judge or magistrate may grant such
order if he determines on the basis of the facts submit-
ted by the applicant that—

“(A) there is reasonable cause to believe,
based upon information believed to be reliable,
that a specific State felony violation has occurred
or is occurring; and

“(B) there is reasonable cauée to believe that
the information may be relevant to a matter relat-
ing to the commission of such violation.”

SEc. 6. Paragraph (k)(4) of section 6103, Internal Rev-

15 enue Code of 1954 (26 U.S.C. 6103) is amended to read as

16 follows:
17 “(4) DISCLOSURE TO COMPETENT AUTHORITY
18 UNDER INTERNATIONAL CONVENTION.—Return or
19 nonreturn information may be disclosed to a competent
20 authority of a foreign govefnment which has an income
21 tax or gift and estate tax convention, treaty on mutual
22 assistance, or other convention relating to the ex-
23 change of tax information with the United States but _
24 only to the extent provided in, and subject to the terms
25 and conditioné of, such treaty or convention. When

88-187 0—-82—38 -
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1 -return or nonreturn information-is sought pursuant to

2 | the terms of a treaty on mutual assistance in criminal

3 _ matters for use in an investigation or proceeding not

4 related to the tax laws of the requesting foreign coun-

5 try, disclosure may be made for the use of officials of -

6 the requesting counti'y, but only after a United States

7 district judge or magistrate issued an ex parte order

8 that there is— '

9 “(A) reasonable cause to believe that the in-
10 formation sought may be relevant to a matter re-
11 lating to the commission of a specific criminal act
12 that has been committed or is being committed
13 against the laws of the foreign country, and
14 “(B) that the information is sought exclusive-
15 ly for use in such foreign country’s criminal inves-
16 X tigation or proceeding concerning such criminal
17 act.”

18 SEc. 1. Secti;n 7213 of the Internal Revenue Code (26
19 U.S.C. 7213) is amended by adding a new subsection (d), as
20 follows, and by relettering existing subsection (d) as subsec-
21 tion (e):

22 “(d) It shall be an affirmative defense to a prosecution
23 under this section that such disclosure of return or nonreturn

24 information resulted from a good faith, but erroneous, inter-
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pretation of section 6103 while a Federal employee was
acting within the scope of his employment.”

- SEc. 8. Subsection (a) of section 7217 of the Internal
Revenue Code (26 U.S.C. 7217) is amended to read as fol-
lows:

‘“(a) GENERAL RULE.—Whenever any employee of a

Federal agency knowingly, or by reason of negligence, dis-

closes return or nonreturn information (as defined in section
6102(B)) with respect to a takpayc;r in violation of the provi-
sions of section 6103, such taxpayer may bring a civil action
for damages exclusively against such agency. Whenever any
person other than an employee of a Federal agency knowing-
ly, or by reason of negligence, discloses return or nonreturn
information with respect to a taxpayer in violation of the pro-
visions of section 6103, such taxpayer may bring a civil
action directly against such person. The district courts of the
United States shall have jurisdiction of any action com-
menced under the provisions of this section.”’ )

SEc. 9. (a) Subéection (b) of section 6103 of the Internal
Revenue Code of 1954 (26 U.S.C. 6103) is amended by

- adding a new paragraph (4), as follows, and by renumbering

existing paragraphs (4) through (9) accordingly:
‘(4) CoMBINED INFORMATION.—The term ‘¢om-
bined information’ means any combination of taxpayer

identity information, return information described in
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paragraph (1)(b), and, or nonreturn information de-

scribed in paragraph (2).”

. (b) Subsections (a), (b) (7) and (8), @), (0, (@) (1), (3), 4),
and (5), (h), (i) (6) and (7) as redesignated, () (3), (4), (5), and
(6) of section 6103 of the Internal Revenue Code of 195; (26
U.S.C. 6103) are amended by striking ‘“‘returns or return in-
formation” and “return and return information” wherever
such terms appear and inserting in lieu thereof the terms
“return information and nonreturn information” and ‘‘returns
and nonreturn information”’, as appropriate.

(c) Subsections (c), (e)(6), (g)(2), (k) (1), (3), and (6), (p)

(2)(B) and (3), (c) (I) and (ITT), and the last sentence of sub-
section (d) of section 6103 of the Internal Revenue Code of
1954 (26 U.S.C. 6103) are amended by striking the term
“return information”’ wherever such term appears and insert-
ing in lieu thereof the term ‘‘combined information.”’
(@ Subsections () (2)(B) and (4YB) of section 6108 of
the Internal Revenue Code of 1954 (26 U.S.C. 6103) are
amended by striking the word ‘““such” and inserting in lieu
thereof the word “‘the”’.

(e) Subsection ()(1)(B) of section 6103 of the Internal

. Revenue Code of 1954 (26 U.S.C. 6103) is amended by

striking the word “return’’.
(f) Subsection (b) of section 6108 of the Internal Reve-
nue Code of 1954 (26 U.S.C. 6108) is amended by striking
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the term “return information (as defined in section
6103(b)(2))"’ and inserting in lieu thereof the term “‘combined
information (as defined in section 6103(b)(4))"".

(g) Section 7213 of the Internal Revenue Code of 1954
(26 U.S.C. 7213) is amended to strike the terms “return or |
return information’”’ and “returns or return information”
wherever they appear and inserting in lieu thereof the term

“return and nonreturn information’’ and “‘returns and nonre-

$© O -3 O Ot B W D e

turn information’’, as appropriate.
(h) Section 7217 of the Internal Revenue Code of 1954
(26 U.8.C. 7217) is amended to strike the terms “return or

— e
N = O

return information’”’ and ‘“‘returns or return information”

p—t
W

wherever they appear and inserting in lieu thereof the terms

“return information” or ‘“return or nonreturn information,”

[y
.

15 as appropriate.

Senator GRAssLEY. I would like to call this meeting of the Sub-
committee on Oversight of the Internal Revenue Service to order.

The topic of this hearing is to examine the wisdom of changing
the Internal Revenue Code to allow greater disclosure of the tax
information to other Government agencies for nontax criminal
prosecutions. -

Before we begin changing current law, we need to know what
parts of the current law are not working properly. Next, we need
to analyze the proposals before us to determine whether or not
they solve existing problems. To assist us in this task, we have
before us today a group of individuals uniquely qualified to com-
ment on this issue.

Our first speaker will be Senator Lawton Chiles, and then after
him is scheduled Senator Sam Nunn, who will be coming at about
the middle of the afternoon; the Commissioner of the Interial
- Revenue, Roscoe Egger, Jr., accompanied by Mr. David Glickman,
Deputy Assistant Secretary for Tax Policy of the Department of
the Treasury; and representatives from the Department of Justice
and the General Accounting Office, who have studied this issue at
length will present testimony before this panel today.
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I am particularly flattered that two former Commissionérs of the
Internal Revenue Service, Jerome Kurtz and Donald Alexander,
have taken the time from their busy schedules to offer their

‘thoughts on the effect of greater disclosure on voluntary compli-

ance. Their critique of the legislation before us, from their vantage
points as former Commissioners will be particularly useful in our
consideration of this issue.

The American Civil Liberties Union and the American Chamber
of Commerce will also present important comments on the oper-
ation of this legislation to the subcommittee.

Senator Nunn and Senator Chiles have studied this issue for
years, and have drafted numerous bills to change section 6103 of
the Internal Revenue Code. Senator Weicker has spent years oppos-
ing this effort as well. All three of these gentlemen are acknowl-
edged experts in the field, and their testimony is of particular
importance to this subcommittee.

nother participant in this hearing, recognized for his expertise,

is Senator Max Baucus, ranking minority member of this subcom-

glgttee, and he was chairman of this subcommittee during the 96th
ngress.

Senator Chiles, since you are here, and since you are our major
spokesman on this issue, I would invite you to present your testi-
mony at this particular time.

STATEMENT OF HON. LAWTON CHILES, U.S. SENATOR FROM
THE STATE OF FLORIDA

Senator CHILES. Thank you very much, Mr. Chairman.
I want to thank you and the other members of the subcommittee

“for holding these hearings, and for giving us the opportunity to

testify. Getting the Internal Revenue Service fully involved with
other law enforcement agencies is absolutely essential if we are
serious about bringing crime, and especially sophisticated, well-

-financed narcotics trafficking, under control.

Over 2% years ago, the Senate Permanent Investigations Sub-
committee began looking into the role IRS plays in law enforce-
ment, with a focus on drug trafficking. Those investigations culmi-
nated in a series of hearings which underscored the seriousness of
the drug trafﬁcki% problem in South Florida. The hearings also
pointed out that IRS participation in stopping drug trafficking was
at best minimal, and in most cases nonexistent.

then held further oversight hearings on IRS’s efforts in stop-

I
. ging drug trafficking in my then capacity as chairman of the

nate Appropriations Subcommittee on Treasury and Post Office.
The hearings identified two causes for this lack of involvement.

First, the limits on disclosure glmvisions enacted as part of the
Tax Reform Act of 1976 crippled the IRS’s ability to cooperate with
other law enforcement agencies. Second, the IRS as an institution
had decided not to get involved in investigations of organized crimi-
nal activities. The 's attitude at that time was:

We are the impartial collector of the taxes. We should spend as much of our time

making sure a waitress has paid the tax on her tips as looking at organized crime
figures or major drug traffickers.

As a result of these hearings and investigations, I joined with
Senator Nunn and other Senators in introducing a bill that modi-
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fied the disclosure provisions of the Tax Reform Act of 1976. That
bill was desi%ned to retain the important protections against gov-
ernmental abuse of individual tax returns. But it also made
changes necessary to assure that mobsters and drug traffickers
could not abuse the disclosure provisions to evade criminal prosecu-
tion for their criminal activities.

We testified before this committee, and worked with the IRS and
the Justice Department to refine our bill. Last December, we
brought our bill before the full Senate, as an amendment to an
ap%ropriations bill, but we were defeated narrowéy.

his year, we reintroduced our proposal as S. 732. In April, I
joined with several other Senators and went to the White House to
ask the President to support S. 732 and several other bills which
taken together would make the fight against crime a top national
priority.

In July, the Justice Department announced its support for the
proposal, as did many of our Nation’s Governors. We then brought
the bill before the Senate, again, as an amendment to the Tax
Reform Act. This time we were successful and the Senate did adopt
the bill by more than a 2 to 1 margin.

Unfortunately, the proposal was dropped in the House-Senate
conference, with the House saying that they had not held hearings
on the bill, and they refused to accept our provision in the confer-
ence.

Today, we have the beginning of what I hope will be the final
successful effort to enact this bill into law, and to get the Internal
Revenue Service back into the fight against drug traffickers and
organized criminals. Mr. Chairman, let me say again that I am
delighted that you and the subcommittee are taking a leadership
role in holding these hearings.

The best way to understand just how critical this bill is, is to
describe the situation in my home State where the absence of IRS
participation in law enforcement efforts has been a significant
contributing factor in the growth of drug trafficking.

Florida has become the national port of entry and the financial
capital for a multibillion dollar, illegal drug enterprise. Revenues
fron. illegal narcotics trafficking are now estimated to amount to
$10 billion a year in the State of Florida alone, making drug
trafficking one of Florida’s largest and most profitable enterprises.

Until recently, the vast majority of the drugs actually flowed in
through Florida by planes landing at isolated airstrips or by high-
speed boats taking advantage of the thousands of miles of shore-
front in Florida. Recently, the amount of drugs actually being
brought in through Florida has declined a bit, due in part to tough
State sentencing laws.

It is not, however, a cause of relief. The smugglers have simply
moved their ports of entry to some other States, in addition to
Florida, along the Atlantic and gulf coast, or else their planes fly
directly into the interior States. But Florida, and especially Miami,
remains the financial capital of the drug world. Its proximity to
South American drug producing countries, and to the Caribbean
offshore banking havens where the drug money is laundered,
makes it a perfect spot for large trafficking rings to set up head-
quarters, and they have set up those headquarters in glorida.
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The effects on Miami and south Florida have been devastating.
Violence is the method trafficking rings use to enforce discipline,
and innocent citizens in Miami have been gunned down in shoo-
touts between cocaine cowboys. The murder rate has skyrocketed,
and Miami now has the dubious distinction of being the murder
capital of the Nation. Drug dealers use their cash profits to buy up
everything in sight. Luxury cars, boats, planes, and even $100,000
houses are purchased for cash, with no questions asked.

A 1979 study by the Treasury Department estimated that $4.5
billion in excess cash was deposited in the two Federal Reserve
banks in Florida, most in $20 and $100 bills. These excess deposits
of cash not only run totally contrary to the currency flow in the
rest of the country, but they also mean that two Florida Reserve
banks take in almost one-third of all the excess cash that flows in
to the Federal Reserve System. Drug money is the source of this
tremendous amount of cash, it is also the source of inflation in
south Florida, and it has corrupted businessmen, bankers, and
judicial officials. -

I believe that this situation can be turned around, but changing
a single law, or increasing the funding for a specific agency, will
not by itself do the job. A broad attack is needed, an attack which
focuses on three fronts: First, we have to work to cut off the flow of
drugs into the United States; second, we have to break up the rings
that control the flow; and, third, we have to make sure that our
criminal justice system puts the criminals and the peddlers behind
bars and keeps them there for a long time. ]

I am encouraged with our progress in this Congress. On the first
front, stopping the flow of drugs, the Congress has moved ahead in
several different areas this year. A bill to allow the military to
assist law enforcement officials in tracking down smugglers’ boats
and planes is about to be signed into law by the President.

The Senate has voted to allow the U.S. foreign assistance to be
used for drug crop eradication programs overseas. So we have
removed the prohibition on the use of paraquat. The Senate has
approved $100 million in special funds for the Coast Guard to be
used to purchase needed equipment. :

On the third front, reforming our criminal justice system, there
have been encouraging signs of progress, with the Senate Judiciary
Committee moving forward with needed reforms in the bail bond
laws, with tough sentencing provisions for drug traffickers and for
violent criminals.

The key component of the second prong of this attack, breakin
up the drug smuggling rings, requires the use of sophistica
financial investigations to uncover the drug kingpins. The people
at the top of these organizations have placed layers of people
bﬁtv»éeen themselves and the sale of the drugs, or the delivery of
the drugs.

We are never going to pin that on them, as long as we arrest
those people at the sale or delivery level. These are soldiers and
you can replace them 10 for 1. The only way we are going to get
the people at the top is bg' being able to trace the money. If we are
to catch these people and break up the rings, we have to focus on
the money, on the suitcases of cash, the laundering operations, and
the large cash purchases. .

-
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Mr. Chairman, we all know that no agency is better equipped to
find the money than the Internal Revenue Service. They have -
shown their expertise and ability in the past. Al Capone, the only
way we ever put him into prison was for tax evasion, with all of
the people that he killed and all of the laws that he broke.

Yet, today, the IRS has been unable to help, and a major reason
for this lack of help has been the Tax Reform Act of 1976, and the
limit it places on the disclosure of nontax criminal information.

The disclosure provisions of the Tax Reform Act were drafted
with an eye toward preventing abuses of taxpayer privacy by the
IRS and other Federal agencies. Such abuses had occurred during
the Watergate era, when the White House and the IRS made such
disclosures for highly questionable purposes. In practice, however,
the Tax Reform Act provisions have been interpreted so strictly
that disclosure of evidence of nontax criminal activities is virtually
impossible.

The General Accounting Office has reported that the IRS literal-
ly has a file drawer full of evidence of Federal nontax crime that it
is prohibited from turning over to the Justice Department.

In those instances where the IRS has been able to work with_
other agencies, the procedural requirements of the current disclo-
sure law have created such time delays that the information loses
its value, and in Senator Nunn'’s words, “We have a sledgehammer
to kill an ant.” -

The current law has created a catch-22 situation. IRS agents are
prohibited from telling other law enforcement officials about the
criminal evidence they have gathered in their normal course of
operation. To obtain that information, a Federal prosecutor has to
get a court order. '

The courts require that the prosecutor make a request for specif-
ic information in great specificity to get that court order. But since
the IRS agents cannot tell the prosecutor of the information that
they hold, he is unable to make that specific request with such
specificity to meet the test.

Moreover, if the tax returns are requested, they must be the
most probative evidence of the crime that the prosecutor is investi-
gating. Remember, we are talking about nontax crimes, and it is
highly unlikely that the tax information would ever be the most
probative evidence of a nontax crime such as drug trafficking, and
the result is an impossible standard to satisfy.

S. 782 would eliminate this catch-22 situation, yet still maintain

the protections needed to prevent abuses. As in current law, S. 732
requires a prosecutor to get a court order to obtain information
from the IRS. The prosecutor must show that the information he
seeks is relevant to a crime, and that the information will be used
solely in the investigation and prosecution of that crime. This new-
test is similar to the test a prosecutor must meet if he seeks a
wiretapping order from the court.
- The bill would promote greater IRS cooperation with the the
Justice Department and other investigative agencies by requiring
IRS to turn over certain types of criminal evidence, such as bank
- records that it obtains, to the Justice Department. This helps elimi-
nate the catch-22 provision.
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Finally, the bill makes changes in the penalty provisions,
:hanges which will promote closer cooperation in joint investiga-

10ns.

Mr. Chairman, the Tax Reform Act of 1976 was intended to
insure the privacy of returns, and of course to prevent Government
abuse of taypayer information, as is S. 732. It gives no additional
authority or power to the IRS to gather information about ordinary
taxpayers. It strengthens current protections by specifying that
only one agency, the Justice Department, is permitted to obtain tax
information. It retains the court order requirement for tax returns.

However, S. 732 -also recognizes that the IRS must have the
ability to work with other Federal law enforcement agencies to
bring those who earn their money through time to justice. The
n for IRS cooperation and IRS expertise is at its greatest when
criminals are the ringleaders of drug trafficking rings and orga-
nized mobsters.

In closing, I would like to read from a speech given by former
Attorney General Civiletti. He stated:

Before the Tax Reform of 1976, financial information in the ion of the
Internal Revenue Service—information filed by taxpayers as well as information
collected by the service in the course of its audits and investigation—was an impor-
tant resource for criminal ihvestigators and prosecutors in the Justice Department.
Money is the medium in which most crimes are transacted, and this is especially
true of the Federal crimes that merit the greater part of our investigatory effort—
organized crime, and white collar crime and narcotics trafficking. Before the Tax
Reform Act of 1976, financial information in the possession of the Internal Revenue
Service helped us to piece together and prove in court the paper trials—the illicit
financial transactions—that are characteristic of these crimes. Moreover, the skilled
personnel of the Internal Revenue Service were and still are ti:e best and most
numerous financial investigators in the Federal government, and in the Tax Reform
Act of 1976 we relied upon them heavily to unravel the complex transactions that
conceal both tax and non-tax crimes. But the disclosure restrictions imposed by the -
Tax Reform Act of 1976 have limited our access both to the financial information in
the possession of the IRS and to the assistance of these experts.

Mr. Chairman, the task of pursuil}_g and prosecuting the dru
smuggler is difficult enough without first having to face the chal-
lenge of penetrating what Mr.-Civiletti called the ‘“wall of secrecy”
between the IRS and the Justice Department.

If we are to reverse our current failure to contain the drug.
trafficking trade, there can be no higher priority than insuring
that the full resources of the Federal Government are dedicated to
fighting this problem. The IRS, with its unmatched expertise, re-
sources, and information, has to be a full partner in this effort, and
making the IRS a full partner in this fight is something that we in
Congress can and must do.

That is exactly what we have done, Mr. Chairman, in amending
the statute on Posse Comitatus to allow us to use the full source of
resources of radar and satellite information of the Army and the
military in trying to provide that information. Now we have got to
see that we use all of the tools at our hands in regard to the
Internal Revenue Service.

I have a copy of some of the information made available to us-
f}'(;m th}()e GAO study, and I would submit that with my statement,
if I might. ‘

Ser:lator GrassLEY. Without objection, it will be included in the
record.

[Statement of Senator Chiles, and GAO information follow:]
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TESTIMONY OF SENATOR LAWTON CHILES

Mr. Chairman, I want to thank you and the other members of the Sub-
coimmittee for holding these hearings, and for giving me the opéortunity
to testify. "Getting the Internal Revenue Service fully involved with
other law enforcement agencies is absolutely essential if we are ser-
ious about brinéing crime -- especially sophisticated, well financed

narcotics trafficking == under control.

+
1

Over two and a half years ago, the Senate Permanent Investigation
Subcommittee began to look into the role IRS plays in law enforcement,
with a focus on drug trafficking. Those inQestigations culminated in

a series of hearings which underscored the seriousness of the drug
trafficking problem in South Florida. The hearings also pointed out

that IRS participation in stopping drug trafficking was, at best minimal,
and, in most cases non-existant. I then held fur&her oversight hearings
on IRS's efforts in stopping*drug traffickggg in my capacity as Chair-
man of the Senate Appropriations Subcommittee on the Treasury and Post

Office. The hearings identified two causes for this lack of involve-

ment. First, the limits on disclosure provisions enacted as part of the
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Tax Reform Act of 1976 crippled the IRS's ability to co-operate with

—— -other—law enforcement agencies. Second, the IRS, as an ingtitution,

had decided not to get inyolved in investigations of organized cxim~ -
inal activities. The IRS's attitude remained:  "We plan to spend

just as much time investigating a waitxess vwho's trying to cheat on

her tips as we will spend going after sophisticated cximinals,”

As a result of these hearinéé ah& investigations, I joined with Senatox
Nunn and other Senators in introducing a bill that modified the
disclosure provisions of the Tax Reform Act of 1976, The bill was
designed to retain the important protections against governmentai'
abuse of individual tax returns. But it also made changes necesaary
to assure that mobsters and drug traffickers could not abuse the dis-
closure protections to evade prosecution for their cximinal activities,
We testified before this Committee, and worked with the IRS and the
Justice Department to refine our bill. Last December, we brought oux
biii before the full Senate, as an amendment to an appropriations bill,

but were defeated.

This year, we re-introduced our proposal as S, 732._ In Apxil, I
joined with several other Senators and went to the White House, "0
ask~the President to support S. 732 and several other bills which,
taken together, make the fight against crime a top national priority.
In July, the Justice Department announced its support for the pxoposal,
as did many of our nation's governors. We then brought the bill we-
fore the Senate again, as aniamendment to the Tax Reform Act. This
time we were successful, and the Senate adopted the bill by moxe

than a 2 to 1 margin. Unfortunately, the proposal was dropped in the
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House Senate conference.

Today however, we have the beginning of what I hope will#be the final,
successful effort to enact this bill into law, and to get the IRS

back into the fight against drug Fraffickers and organized criminals.

Mr. Chairman,-let me saf‘again that I am delighted that you and the

Subcommittee are taking a leadership role in holding these hearings?

The best way to understand just how critically this bill is needed is
to describe the situation in my home state of Florida, where the
absence of IRS participation in law enforcement efforts has been a

significant contributing factor in the growth of drug trafficking.

Flo;ida has become the national port of entry and the financial capital
for a multi billion- dollar, illegal drug enterprise. Revenues from -
illegal narcotics trafficking are now estimated to amount to $10 billion
.a yearwin Florida alone, making drug Efggﬁicking one of Florida's largest
and most prfitable enterprises. Until recently, the vast majority of
drugs actually flowed in through Florida, by planes landing at iso-
lated airstrips, or by high speed boats taking advantage of the thou-
sands of mileslof shorefront in Florida. Recently, the amount of
drugs actually being brought in through Florida has declined & bit,

‘ due in part to tough state sentencing laws. It is not however a

cause for relief. The smugglers have simply moved their ports of entry
to other states along ihe Atlantic and Gulf Coasts, or else they fly
planes directly into the interior states. But Florida, and especial{z‘
Miami, remains the financial capital of the drug world. Its proximity

to the South American drug producing countries, and to the Caribbean
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offshore banking havens where the drug monek is laundered, makes it
a‘SSF!ect gspot for the large trafficking rings to set up headquarters.

And they have set up headquarters.

The effects on Miami and South Florida have been devasting. Violence
is the method trafficking rings use to enforce discipline, and inno-~
cent citizens in Miami have been gunned down in shootouts between
cocaine cowboys. The murder rate has skyrocketed, and Miami now has
the dubious distinction of being the murder capital of the nation.
Drug dealers use their cash profits to buy up everythiﬁg in sight.

Luxury cars, boats, planes and even hundred thousand dollar houses

are purchased for cash, no questions asked.

A 1979 study by the Treasury Department estimated that $4.5 billion in
excess cash was deposited-in the two Federal Reserve banks in Florida,
mostly in 20 and 100 dollar bills. These excess deﬁosits of cash not
only run totally contrary to the currency flow in the rest of the
country. They - also mean that two Florida federal reserve banks

take in ;lmoat one third of all the excess cash flowing into the fed-
eral reserve system. Drug money is the source of this tremendous
amount of cash. It is also the source of inflation in south Florida,
and it has corrupted businessmen, bankers and law enforcement officials.
I believe that this situation can beizﬁrned around, But changing a ~
single law, or increasing the funding for a specific agency, will not,
yy itself, do the job. A broad attack is needed, an attack which
focuses on three fronts: first, we have to work to cut off the flow

of drugs into the United States; second, we have to break up the drug
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trafficking rings that control the flow; and third, we have to make
sure that our criminal justice system puts the drug peddlers and

organized criminals behind bars.

1'm encouraged with our progress in this Congress. On thi first
front, stopping the flow of drugsy the Congress has moved ahead in
several different areas this year. A bill to allow the military to
assist law enforcement officials in tracking down smugglers' boats and
planes is about to be signed ihto law by the President. The Senate
has votéd to allow U.S. foreign assistance to be used for drug crop
eradication programs overseas. The Senate has approved $200 million
in ;pecial f;nds fo; the Coast Guard, to be used to purchase needed
equipment. On the third front, reforming our criminal justice system,
there have been encouraging signs of progress. The Senate Judiciary
Committee is moving forward with needed reforms in the bail bond laws,
with tpugh sentencing provisions for drug traffickers and for violent,

criminals.

The key component of the second prong of this attack -- breaking up

the drug smuggling rings -- requires the use of sophisticated financial
investigations-to uncover the drug kingpins., The persons at the top
of these organizations have placgg layers of people between themselves
and the actual drugs. When a person is arrested for smuggling drugs,
the organization continues, no matter how large the amount of drugs
seized. The drugs seized amount to a temporary business loss, which
the organization can make up in a matter of weeks or months. And there

will be others rea@g to step in and take the place of those who were



44

arrested. The people at the top are never caught.

There is only one reason why the people at the top are involved, and
that is money. And if we are to capture these people and break up the
trafficking rings, we must focus on the money, on the suitcases of
cash, the laundering operations and the large cash purchases. And

Mr. Chairman, we all know that no agency is better equipped to find the
money than the Internal Revenue Service. They have shown their exper-
tise and ability in the past. Al Capone was put into prison for tax

~ evasion, not for murder or robbery or bootlegging. Yet today, the
I.R.S. has been unable to help.

A major reason for this lack of help has been the Tax Rgform Act of
1976, and limits it places on the disclosure of non tax criminal in-

formation.

The disclosure provisions of the Tax Reform Act were drafted with an .
eye towards preventing abuses of tax payer privacy by the IRS and other
federal agencies. Such abuses had occured during the Watergate era,
when the Nixon White House and the IRS made such disclosures for ﬂighly
guestionable purposes. In practice however, the Tax Reform Act pro-
visions have been interpreted so strictly that disclosure of evidence
of non tax criminal activities has become virtually impossible.

In fact, the GAQ reported that the IRS iiterally has a file drawer

full of evidence of federal non tax crime that it is prohibited from

;urning over_ to the Justice Department. In those instances where the
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IRS has been able to work with other agencies, the preceduaral -
requirements of the current disclosure law have created such time
delays that the information loses its value. In Senator Nunn's words,

"We've used a sledge hammer to kill an ant."

The current law has created a Catch 22 situation. IRS agents are pro-
hibited from ﬁelling other law enforcement officials about the criminal .
evidence they have gathered in their normal course of operations. To
obtain that evidence, a federal prosecutor must get a court order. -
The courts reqguire that the prosecutot make a request for specific
information to get a court order.- But since IRS agents.cannot tell

the prosecutor waht evidence is available, the prosecutor is unable

to. make a specific request. Moreover, ig_tax returns are requested,

they must be. the most probative evidence of the crime that the prose~

cutor is investigating. Remember, we are talking about non tax crimes.
It's highly unlikely that tax information would ever be the most pro-

bative evidence of a non tax crime such as drug trafficking. The

result is an impossible standard to satisfy.

8. 732 would elimingte this Catch 22 situation, yet still maiqtain the
protections needed tg érevent abuses. As in current law, S. 732
requires a prosecutor to get a court order to obtain information from _
the IRS. The prosecutor must show that the infofmation he seeks

is relevent to a crime, and that the information will be used solely

in the investigation and prosecution of that crime. This new test

is similar to the teést a prosecutor must meet when he seeks a wire-

tapping order from the court. °

88-137 0—82——4
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The bill would promote greater IRS cooperation with the Justice

Department and other investigative agencies, by requiring the IRS to
turn over certain types of criminal evidence such as bank records ;t
obtains to the Justice Department. This helps eliminate the Catch 22
situation. Finally the bill makes changes in the penalty provisions,

changes which will promote closer cooperation and joint investigations.

Mr. Chairman, the Tax Reform Act of 1976 was intended to insure the
privacy of tax returns, and to prevent gove.:mment abuse of tax payer
information. So is S. 732. S. 732 gives no additional authority or
power .to the IRS to gather information about ordinary taxpayers. It
strengthens current protections by specifying that only one agency,
the Justice Department; is permitted to obtain tax information. It
retains the court order requiremeﬂt for tax returns. éut S. 732 also

recognizes that IRS must have the ability to work with other federal

law enforcement agencies to bring those who earn their money through
crime to justice. The need for IRS cooperation and IRS expertise is
greatest when the criminals are the ringleaders of drug trafficking

rings and organized mobsters.

In closing, I would like to read from a speech given by former Atiorney
General Civiletti. He stated:

“Before the Tax Reform Act of 1976, financial information

in the possession of the Internal Revenue Service -- infor-
mation filed by taxpayers as well as information collected by
the Service in the course of its audits and investigation --
was an important resource for criminal investigators and pro-
secutors in the Justice Department. Money is the medium in
which most crimes are transacted, and this is especially true
of the federal crimes that merit the greater part of our in-
vestigatory effort -- organized crime, and white collar crime
and narcotics-trafficking. Before the Tax Reform Act of 1976,
financial information in the possession of the Internal Revenue
Service helped us to peice together and prove in court the
paper trails ~-- the illicit financial transactions -- that are
characteristic of these crimes. Moreover, the skilled .
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personnel of the Internal Revenue Service were and still are
the best and most numerdus financial investigators in the
" Pederal Government, and before the Tax Reform Act of 1976

we relied upon them heavily to unravel the complex transac-

tions that conceal both tax and nontax crime. But the dis-

closure restrictions imposed by the Tax Reform Act of 1976 have

limited our access both to the financial information in the

possession of the IRS and to the assistance of these experts.”
Mr. Chairman, the task of pursuing and prosecuting the drug smuégler is
difficult enough without first having to face the challenge of pene-
trating what Mr. Civiletti called the "wall of secrecy" between the IRS
and the Justice Department. If we are to reverse our current failure
to contain the drug trafficking trade, there can be no higher priority"
than insuring that the full resources of the Federal government are
dedicated to fighting this problem. The IRS, with its unmatched exper-
tise, resources and 1n£ormAtion,.mq§t be a full partner in that effort.
And making the IRS a full partner in this fight is something that we

in Cpngreés can do, and must do.

Thank you.
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BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES )

>

Gains Made In Controlling
llegal Drugs, Yet The
Drug Trade Flourishes

This report assesses the Federal Government’s drug
enforcement and supply control efforts during the
last 10 years, including information contained in a
series of GAO reports issued on drug control and
various refated topics during this time.

- Federal agencies have fought hard to reduce the ad-
verse impact of illegal drugs on American society.
While current indicators suggest some positive re-
sults in reducing drug-related deaths and injuries
and decreasing heroin supplies, the drug trade con-
tinues to flourish, and the problem persists for rea-
sons tied to the enormous supply of and demand
for drugs.

Effective law enforcement, crop eraditation, and
other controls will cause shifts and temporary dis-
ruptions in trafficking and use patterns, and buy
time to enable the Nation to concentrate on long-
term solutions. But if the United States is to make
greater inroads, it must take a much tougher and
consistent stance. The executive and legislative
branches must form-a partnership to agree upon
and vigorously carry out a consistent national
poticy on drug abuse.

GGD-80-4
OCTOBER 25, 1979
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--Coordination and communication among CSUs,
necessary for developing interstate and
international conspiracy cases, was not
effectively established.

During our visits to several U.S. attorney's offices we

" found specific examples of the situations related by the
Department of Justice (DOJ) Internal Audit Report. For
instance, in San Francisco, Assistant U.S. attorneys and

DEA personnel acknowledged that, up until recently, CSU
efforts were not very effective at developing and prosecuting
major conspiracy cases. In Chicago, all types of drug cases
are handled by the U.S. attorney's narcotics unit, which is
generally staffed by attorneys with little trial experience.
Although some ot the more complex drug cases are handled by
attorneys outside the unit to take advantage of their experi-
ence, these attorneys are not assigned full-time to narcotics.
In Miami, the lack of CSU emphasis on major conspiracy cases
prompted NDDS to assign two of its staft attorneys to work
with DEA in the investigation and prosecution of several
large-scale trafficking organizations.

Effective drug enforcement requires an unusually
high degree of communication and coordination among
agencies, and conspiracy cases against the top level drug
financiers require, additionally, sophistication and a
marshalling of available resources. CSU attorneys occupy. -
the best-position to accomplish this oversight and coordi-
nation through their early involvement in conspiracy case
investigations. For this to happen, however, the parochial-
ism and individual prosecution practices of U.S. attorneys
will have to be tempered, and the Justice Department's na-
tionwide drug prosecution strategy strengthened. Several
alternatives for doing this are: increasing Justice Depart-
ment (NDDS) control over CSU activities; establishing drug
prosecution units” independent of the U.S. attorneys'
offices, similar to the organized crime strike forces; or
implementing uniform prosecutive priorities among the
various Federal judicial districts to assure consistent
commitment to high-level drug prosecutions.

IRS' ROLE IN DRUG ENFORCEMENT IS LIMITED

The President and Members of the Congress have stressed
in recent years the need to use the tax laws and IRS®
financial expertise in investigating major drug traffickers.
With the increased emphasis on conspiracy and financial
investigations, the value ot tax and tax-related information,
as well as IRS' financial %xpertise, is obvious. However,

N s



the Tax Reform Act of 1976 placed certain restrictions on
IRS which limit its ability to assist drug enforcement
efforts. .

The intent of the Congress, in enacting the Tax Reform
Act of 1976, was to afford taxpayers increased privacy over
information they provided IRS and additional civil rights in
summons matters. In our March 1979 report, 1/ we pointed
out that the new legal provisions have had their desired
effect, although implementation of the act has caused some
time delays and coordination problems between IRS and other
Federal law enforcement agencies. 1In our opinion, the
adverse impact on the law enforcement community, as a result
of the disclosure provisions, had not been sufficiently
demonstrated to justify changing the law. Nevertheless, the
types of coordination problems being experienced illustrated
the need for better coordination within the framework of
existing law. The Congress needs to consider whether the
adverse impacts warrant revision of the legislation and
- whether any revision can be made without disrupting the
balance between criminal law enforcement and an individual's
rights.

IRS efforts against drug traffickers have varied in
recent years. The Narcotics Traffickers Program (NTP) was
- established at President Nixon's direction in 1971 to disrupt
the narcotics distribution system through intensive tax in-
vestigations of middle and upper echelon drug dealers. By
1975, however, the NTP nad been dismantled because IRS ex-
ceeded its cash-seizing authority and because of the pro-
gram's low revenue yield. The Commissioner of Internal
Revenue alsoc believed that the public's trust in the IRS as
an impartial administrator of the tax laws is vital and could
be jeopardized when IRS is assigned missions whose primary
objectives are not tax-related. The NTP activities were sub-
sequently integrated into_the Service's regular tax enforce-
ment efforts, and the practice of seizing drug-related cash
was severely restrained. ,

In 1976 President Ford directed IRS to again establish
a tax program aimed at high-level drug traffickers. In a mes-
sage to the Congress, he expressed confidence that a reason-
able program could be designed to promote e¢i ective enforce-
ment of the tax laws against individuals who were violating
them with impunity. Consequently, the heads of IRS and DEA

1/"Disclosure and Summons Provisions of 1976 Tax Reform
‘Act~=-Privacy Gains With Unknown Law Enforcement Effects"”

(GGD-78-110, Mar. 12, 1979). i -~ -

==
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signed a Memorandum of Understanding, and 1IRS implemented

its High-Level Drug Leaders Tax Enforcement Project.l/ The
House Select Committee on Narcotics Abuse and Control found,
however, that the program actually provides no greater empha-
sis on narcotics traffickers than on any other taxpayer group,

Whatever the effectiveness of the IRS High-Level Drug
Leaders Tax Enforcement Project, the Tax Reform Act uf 1976
restricts the extent to which IRS can get involved in drug
enforcement. The act reflects the Congress' intent to
tighten the rules governing IRS' disclosure of tax informa-
tion. It is consistent with the policy of the former Commis-
sioner of Internal Revenue that IRS, while participating in
activities such as strike forces and NTTP, focus its efforts
on tax administration matters, with a view toward avoiding
the abuse of certain IRS powers in the future. Among other
things, the act affords taxpayers increased privacy over
information they provide IRS by placing substantial restric-
tions on other Government agencies' rights of access to tax
information, with stringent criminal and civil penalties
for unlawful disclosure.

For nontax criminal cases the heads of certain Federal
agencies, including the Department of Justice, can gain
access to tax information that IRS had obtained from third
parties by submitting a written reguest to the Secretary of
the Treasury specifying the taxpayer's name and address, the
tax periods involved, the statutory authority under which
the agency head is proceeding, and the specific reason why
the tax information is needed. They-can gain access to in-
formation IRS had obtained from taxpayers, including tax
returns and associated information, by obtaining a Federal
district court order.

In a letter to GAO dated November 13, 1978, commenting
on a draft of our report on the effects of the disclosure
and summons provisions of the 1976 Tax Reform Act, the
Department of Justice was’critical of the act. Justice

-stated that the act is primarily responsible for the Depart-

ment's utilization of tax information dropping to a fraction
of pre-1977 levels. According to Justice, the significant
decline in access™to evidence of criminal activity demon-
strates thé severe adverse impact of the act upon law
enforcement when considered in light of the major role which
tax information has histprically played in prosecutions of
white-collar and organized crime, public corruption, and

. 1/Also referred to as the Narcotics Trafficker Tax Program

{NTTP).
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narcotics trafficking. The Department added that it is_
unavoidable that reduced access to tax information impedes
law enforcement effectiveness in controlling these high
priority areas of law enforcement.

The Justice Department further stated that the initial
effect of the act's disclosure provisions was to cause a
"virtual collapse"” in coordination between IRS and Justice.
Justice believes that although this situation has improved
somewhat with experience, coordination is and will continue
to be greatly diminished. It said one aspect of reduced
coordination is that other law enforcement agencies have
less access to IRS expertise in the analysis of financial
records so crucial to complex prosecutions.

In our visits throughout the country on this review,
many DEA officials and Federal prosecutors expressed
gsimilar views about the act!s disclosure provisions. The
types of problems being experienced were presented in our
March 1979 report, and included the following:

-~IRS cannot always disclose information about
nontax crimes. In conducting their daily
activities, IRS employees sometimes obtain
information indicating that a particular
taxpayer has committed a crime outside IRS'
jurisdiction. If such information is
obtained by IRS from a third party, IRS can
take the initiative ‘in disclosing the infor-
mation to the head of the appropriate Federal
agency including the Attorney General..
However, if that information is obtained
from a taxpayer, his records, or his repre-
sentative, IRS cannot alert the Attorney
General or other Federal agency heads
regardless of the crime's seriousness.

--IRS cannot alert Justice attorneys to seek
disclosure of criminal tax information. A
coordination problem arises when IRS has
criminal tax information on an individual :
which can be useful to a U.S. attorney or
a Strike Force attorney, and the affected
attorney does not know IRS has the information.
In this regard, the Tax Reform Act prohibits
IRS from initiating discussions with Justice
attorneys about a person's criminal tax
affairs until IRS officially refers its case
to Justice for prosecution. As a result,
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Justice attorneys believe that the Tax
Reform Act has adversely affected their
ability to properly carry out their duties
as Federal prosecutors and law enforcement
coordinators.

-~-IRS apparently takes more time to respond to
Justice requests for tax information. But
Justice was unable to provide us with examples
of specific problems caused by IRS' response
time. Before enactment of the Tax Reform
Act, IRS had little cause to question the
validity of requests for tax data made
by U.S. attorneys, Strike Force attorneys,
and other Department of Justice officials.

The time needed to respond to such requests,
therefore, would have been minimal. Since

the disclosure provisions became effective,
however, IRS has had to evaluate the propriety
of each request and ensure that all applicable
legal requirements have: been satisfied.

In light of these new concerns, an increase

in IRS' response time would not be unexpected.
Justice, however, has expressed concern about the
delays its attorneys encounter when seeking
tax information.

--Coordination between IRS and DEA has been
slowed. Once the disclosure provisions
became effective, implementation of the
IRS High-Level Drug Leaders Tax Enforcement
Project was slowed due to disclosure-
related questions about the legality of and
the methodology to be used under the IRS/
DEA agreement governing the project's
- operation. However, the Tax Reform Act
did not render the--agreement obsolete.
For example, in September 1977, DEA requested,
through an Assistant Attorney General,
access to third party tax information of -
798 alleged high-level drug dealers. IRS!
authorized that access in letters dated
October, November, and December 1977.

The above examples indicate that the disclosure provi-
sions have had some adverse effects, but, in our opinion,
the record of those effects is insufficient to warrant
recommending changes to the law. In this regard, we recog-

nize the need to strike an appropriate balance between
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S,

.criminal law enforcement and an individual's right to pflvacy.
That balance is particularly important in tax administration

because taxpayers should be able to satisfy their income tax
obligations with the knowledge that information they provide
IRS will be used only as aythorized by law. The types of
coordination problems be1ng experienced, however, point up
the need for better coordination within the framework

of existing law. The Congress needs to consider whether

the adverse impacts on Federal law enforcement activities
warrant revision of the legislation and whether any revision
can be made without disrupting the balance between criminal
law enforcement and an individual's rights.

FBI ATTACK ON ORGANIZED DRUG
CRIME HAS YET TO BE REALIZED

It is widely believed that the FBI has acquired
considerable expertise and intelligence in investigating
both organized crime and the financial aspects of criminal
activity, two areas that have been shown to be 1nextr1cab1y
linked to the drug traffic. Although the agency's role in
support of drug enforcement has never really been clear,

.there is today more interchange between DEA and the FBI than

in the past. Much of this increased level of activity,
however, had not shown significant results as of mid-1979.

At the time of hearings on Reorganization Plan No. 2
of 1973, various statements were made about FBI involvement
in drug law enforcement. The plan itself is not specific,
and merely requires the Attorney General to provide for
maximum cooperation between the FBI and DEA on drug law
enforcement and related matters. The Presidential message
transmitting the plan calls for "a more effective anti-
drug role for the FBI, especially dealing with the relation- —
ship between drug trafficking and organized crime." The
Subcommittee of the Senate Committee on Govérnment Operations,
in its report on the plan, was more specific in its comments
on an expanded FBI role. It recommended such things as a
close working relationship id the use of informants, daily
headquarters liaison at high levels, access to each other's
intelligence memos, and the sharing of laboratory d4nd train-
ing facilities as well as selected case records. In our
December 1975 report on Federal drug enforcement 1/,
however, we concluded that the FBI role needed_to be
clarified if more is expected than the exchange of infor-
mation and intelligence at the operating level.

1/"Federal Drug Enforcement: Strong Guidance Needed" _ )
(GGD-76-32, Dec. 18, 1975).



DISCLOSURE TO COMPETENT AUTHORITY
UNDER INTERNATIONAL CONVENTIONS AND TREATIES

26 U.5.C. §6103 §.732
(X)(4) Disclosure of tax information to foreign (K)(4) Adds an authorization for the disclosure of tax infor-
governments to extent authorized under tax con- ation to extent authorized under mutual assistance treaties.
ventions. Requires ex parte court order for disclosure of information

involving non-tax criminal matters under mutual assistance

| treaties, based on finding that
(1) on the basis of reliable information, there is reason-
able cause to believe a crime has been or is being commit-
ted; f
(ii) information is sought cxcluslvo%y for use in a Federal
criminal proceeding; and \
{iii) reasonable cause to believe information is relevant.

t
¢

GAO_Comments |

This provision provides a needed mechanism to allow the Government to perform according to mutual assistance treaties
it has entered into with foreign governments to exchange criminal evidence. Under §$.732, a court order is required for
all disclosures, which we believe adequately accomodates privacy concerns. Also, it should be noted that under mutual
assistance treaties generally, evidence exchanged with foreign governments must relata to criminal acts which are con-
sidered crimes in both countries involved, and there is considerable discretion provided in the treaties not to disclose
any information which would be contrary to the public interest of the governments involved. These safeguards should pro-
tect against abusive disclosures. ’

1 XIQGNEddY

1 XIQON3ddv
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t / CRIMINAL PENALTY PROVISION: COMPARISON OF
26 U.8.C. 13 and S.73
26 U.8.C. §7213 ’ $.732
Provides criminal penalties for unauthorized Adds an affirmative defense to a prosecution under this
disclosure of tax inforwation.' section: 1i.e., that the disclosure resulted from a good

faith but erronecus interpretation of the law.

0

I

GAO Comwments

Enactwent of §.732 would make clear that criminal sanctions attach only in the case of intentional violations
of the disclosure provisions.

‘

1 XIaraaav
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' CIVIL, PENALTY PROVISION: COMPARISON OF

.8.C. a 8.
‘ 26 U.5.C. §7217 8.732
Authorizes the ﬁnyunt of civil damages to a taxpayer when unauthorized disclosure is made by Pederal employes,
by the individual responsible for unauthorized disclo- the Govornwent, rather than the individual employea, is
sures of tax information. . responsible for payment of civil damages.

! GAO Comments

"The Government would be civilly liable under 6.732 for all unauthorized disc.iosures wade by Federal employees, in-
cluding those wade fatentionally aud with knowledge of the disclosure restrictions. However, this would not affect the
Government ‘s ability to proceed criminally against employees who intentionally violate section 6103.

I X1GNZ4dV

1 XIQR3dav

LS
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Senator GrassLEY. You have put almost total emphasis on the
need for the legislation as a tool against drug smuggling and drug
trafficking. :

Senator CHILES. Mr. Chairman, I guess because Florida is hit so
hard with that, I tend to come down on that. I think it has an
equal merit in any organized crime activity.

Senator GrassLEY. That answers the question I was going to ask.
But I also would, then, ask, why would yqu think of limiting it to
the number suspected crimes; let’s suppose that we would just limit
it to drug traffic?

Senator CHILES. If I thought that was the only way we were
going to get this legislation passed, I would have to say that it is of
such importance to Florida, I would not turn down having the
opportunity to do that.

ut I have a very hard time rationalizing that if you or I conceal -
information about a crime, that is the commission of a crime itself.
Why in the world should we have a Government agency, who

knows it has the information about a crime, and then have no basis

on which they can disclose or carry that information on.

The example that we often used to carry this to its extreme is
that today, under the IRS interpretation of the Privacy Act, if in a
routine tax audit they came across a plot to assassinate the Presi-
dent of the United States, they would be prohibited by law by
sharing that plot.

Why should we say-that they can target drug offenders, but
could not perhaps protect the life of the President of the United
States? I would have a hard time rationalizing that.

Senator GRASSLEY. Senator Baucus, why don’t you ask questions,
and then I will call upon you for an opening statement, after
Senator Chiles has completed and has left.
~ Senator Baucus. Senator Chiles, I appreciate very much your
efforts in this area. All of us are trying to find ways to crack down
on drug abuse, drug peddling, and organized crime.

You made a statement, though, that I would like to clarify, the
lagt statement you {QuSSt made. It is my understanding that under

resent law, if the IRS, through a routine tax audit, discovers some
information that looks like a violation or crime, that they may
disclose that information, according to their discretion, to the ap-
propriate Federal agency. Isn’t that the present law? -

Senator CHILES. No,. sir. The way that would work is that the
other agency has to make the request to them, and it has to make
it in such specificity that they make the information available to
them. That is the catch-22 situation that we are faced with.

Senator Baucus. I think we can clarify what the law is and what
the law is not on that point. -

Senator CHILES. Yes.

Senator BAucus. My basic problem, which I am sure is one of
your problems as well, I also want to make sure that we encourage
the public cooperation with IRS.

Senator CHILES. Yes.

Senator Baucus. We warit to make sure that the voluntary
nature of our tax collection system continues, that people voluntar-
ily disclose all relevant information on the taxpaafer’s tax status to
the IRS. We don’t want any significant chilling effect here.

-
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Our concern, obviously, is that while trying to accomplish one
goal, stamping out organized crime, we might be causing other
problems. -

Senator CHILES. Yes. That was not the purpose for the passage of
the 1976 amendment, though, I think you know. The purpose of the
Privacy Act was to protect the privacy of taxpayers because at that
time we were concerned about abuse, primarily from the executive
branch, from the President targeting somebody and saying, “I want
you to go after that person.” :

That was the purpose. It was not because we were worried about

a chilling effect at that time. At that time, when they could make .

disclosure and did, I don’t know that there was any problem in
getting the voluntary compliance of the taxpayer. On any event,
that was not the purpose for passing the act.

Senator Baucus. Under S. 732, if an agency wants certain in-
formtion from the IRS, what must the agency do in order to get
that information? : -

Senator CHILES. One of the different provisions is that if they
come across a crime, they now have to blow the whistle, they have
to notify the Justice Department.

Senator Baucus. That is not my question. My question really
goes to what does the agency do, if they want the information, go
to the Attorney General’s office?

Senator CHILES. I don't have all of the details, and we will supply
those to you. But they, in effect, must show that that information
would be of assistance to them in prosecuting a Federal crime, and
it is the Justice Department that must show that. They must have
a hearing before a Federal judge, and the Federal judge must
determine that he feels that the evidence would be relevant before
it is released to them.

Senator Baucus. 1 did not mean to ask the question with such
specificity, but it is your understanding that the Federal agency
must show (a) that the information sought is relevant?

Senator CHILES. That is right.

Senator Baucus. And (b) what? -

Senator CHILES, That it shows the commission of a Federal crime,
and that the information would be relevant to proving that crime.

Senator Baucus. Under present law, the agency must (a) show
that there is reasonable cause to believe that a specific criminal act
has been committed. - _

Senator CHiLES. That is right. .

Senator BAucus. And (b) the return and related information is
probative evidence of that act.

Senator CHILES. Yes. ..

Senator Baucus. And (c) that the information is relevant.

Senator CHILES. One of the differences now——

Senator BAucus. What are the essential differences?

Senator CHILES. One of the differences is that now they have to
show that what the IRS has is the most probative evidence. As we
said, in many drug transactions, it is not the most probative evi-
dence._ So if gou have to meet that test, often you cannot meet it.
So we would strike that, that it has to be the most probative
- evidence. ~

~
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Senator BAaucus. You may not have this information, but how
many requests has the Government made under present law to get
taxpayer return information specifically in order to prosecute some "
organized crime, or some drug crime, but where the judge has
refusezc‘l? to grant the information? How many times has that oc-
curr -

Senator CHILES. I don’t have that. We can supply some of that for
you.

In our hearings, what happened was, and what we found out, we
had U.S. attorneys testify, and they said that it became so complex
that when they could not get the information, they quit making
the requests. They quit attempting to even try.

The General Accounting Office did look at the number of cases
that IRS, some 700 or 800 cases, where there was evidence of
crimes that they were sitting on, that they had not disclosed.

Senator Baucus. Perhaps, if some other witness has the informa-
tion, it would be helpful to know the number of cases where a law
enforcement official attempted to get the information but where a
judge denied it.

Senator CHILES. Our hearing record will show some glaring ex-_
amples of where they did attempt to get information and couldn’t
in some cases that were not disclosed. I think you will find, as far
as the numbers being great, once they couldn’t-get them, and once
it took so long—they would tell us time after time that it took so
long, by the time they could go through the maze, through the
process,-the information was no longer of any value to them be-
cause it was so stale, and they just quit trying.

Senator Baucus. Thank you, Mr. Chairman.

Senator GRASSLEY. Senator Chiles, I have no further questions.
Thank you very much for your testimony. )

I will call Commissioner Egger now, and Deputy Assistant Secre-
tary of Treasury David G. Glickman.

I would also like to tell you, Commissioner Egger, as well as any
- witnesses that come after you that if Senator Nunn comes, and he
desires to be heard immediately, I may ask you to delay your
testimony to receive his.

Then, I would also like to ask Senator Baucus if he has an
opening statement that he wants to make.

Senator BAaucus. Thank you, Mr. Chairman, I do have a state-
ment that I would like to have made part of the record in order to
save time.

[Opening statement of Senator Baucus follows:]
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OPENING STATEMENT OF SENATOR MAX BAUCUS
BEFORE THE FINANCE SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE

NovemBer 9, 1981

IRS DISCLOSURE 1EGISIATION
MR. CHAIRMAN, | HAVE ONLY A FEW BRIEF OPENING REMARKS TO
OFFER., | HAVE ADDRESSED THE LEGISLATION BEFORE US ON A NUMBER
- OF OTHER OCCASIONS. My CONCERNS ARE WELL KNOWN TO THE PARTICIPANTS
IN THIS HEARING,

~

| UNDERSTAND AND RECOGNIZE SENATOR NUNN'S POSITION, AnD, |
COMMEND HIM FOR HIS VERY DILIGENT EFFORTS IN THIS AREA,

NEVERTHELESS, THE LEGISLATION BEFORE US TODAY DOES TROUBLE
ME. WE MUST STRIKE, ] BELIEVE, A CAREFUL BALANCE BETWEEN INDIVIDUAL
PRIVACY RIGHTS AND THE NEED FOR EFFECTIVE LAW ENFORCEMENT., THE
ISSUE 1S WHETHER THE STRINGENT RESTRICTIONS ON THE DISCLOSURE OF
- TAX DATA IN THE TAX REFOrRM AcT of 1976 ARE STILL APPROPRIATE.

S~

The Tax RerorM AcT oF 1976 pLACED LiMITS ON IRS DISCLOSURE OF
INFORMATION PROVIDED BY AMERICAN TAXPAYERS. THE ACT WAS PROMPTED
BY THE WHOLESALE ABUSE OF TAX INFORMATION BY THE NIXON ADMINISTRATION,
PrioR To 1976, THE IRS OPERATED LIKE A LENDING LIBRARY. NO STANDARDS
WERE APPLIED BY WHICH TO JUDGE THE MANY REQUESTS FOR INFORMATION
SUBMITTED BY OTHER GOVERNMENT AGENCIES, THE TAX RerForM AcT oF 1976
SUBSEQUENTLY ESTABLISHED SAFEGUARDS TO PROTECT THE PRIVACY OF
INDIVIDUAL TAXPAYERS.

88-137 O—82—5 -
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| CLEARLY RECOGNIZE THE NEED TO STRENGTHEN OUR NATION'S LAW
ENFORCEMENT ACTIVITIES, Yo WHAT EXTENT THE IRS SHOULD ASSUME A
ROLE IN LAW ENFORCEMENT ACTIVITIES IS THE KEY SUBJECT OF TODAY'S _
HEARING, ™

I, FOR ONE, AM DEEPLY TROUBLED ABOUT INCREASING FEDERAL
INTERFERENCE IN THE LIVES OF PRIVATE AMERICAN CITIZENS, THE
IRS HAS VERY BROAD POWERS TO COMPEL THE PRODUCTION OF INFORMATION,
AND | DON'T BELIEVE THE AMERICAN PEOPLE WANT THE IRS TO BE A GENERAL
POLICE AGENCY. AMERICANS HAVE VOICED TIME AND AGAIN THEIR
FRUSTRATION WITH UNDUE GOVERNMENT INTRUSION INTO THEIR LIVES.

IN THAT REGARD, MY PRINCIPAL CONCERNS WITH THE LEGISLATION -
BEFORE US TODAY ARE TWO-FOLD. FIRST,~1 AM CONCERNED ABOUT
PROTECTING OUR SYSTEM OF VOLUNTARY COMPLIANCE WITH OUR TAX LAWS.
THAT SYSTEM, AS MANY OF US KNOW, 1S UNDER SEVERE STRAIN TODAY,
SECOND, 1 AM CONCERNED ABOUT PROTECTING AMERICAN TAXPAYERS FROM
UNWARRANTED INVASIONS BY THE GOVERNMENT,

NEVERTHELESS, DESPITE MY RESERVATIONS, MY MIND IS NOT CLOSED
ON THE TAX DISCLOSURE ISSUE, | BELIEVE THAT SENATOR NUNN HAS
IDENTIFIED SEVERAL CHANGES WHICH ARE CONSTRUCTIVE AND WOULD SERVE
TO STRENGTHEN CRIMINAL LAW ENFORCEMENT,

1, "THEREFORE, LOOK FORWARD TO TODAY'S HEARING,
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Senator GrassLEY. Thank you very much.
Commissioner Egger, would you proceed?

; STATEMENT OF HON. ROSCOE L. EGGER, JR.,, COMMISSIONER
OF INTERNAL REVENUE, ACCOMPANIED BY DAVID G. GLICK-
MAN, DEPUTY ASSISTANT SECRETARY FOR TAX POLICY, DE-
PARTMENT OF THE TREASURY :

Commissioner EGGeR. Thank you, Mr. Chairman.

I want to say at the outset that some of the comments which I
will make will go to what is referred to as the administration bill,
which is a bill assembled by the Justice Department with the
assistance of other agencies, and which is in the process of being
introduced. It tracks generally the concepts in S. 732.

- "Mr. Chairman, and members of the subcommittee, we are
pleased to appear before_you today to discuss the administration’s
proposals to amend the disclosure and third party summons provi-
sions of the Internal Revenue Code. Accompanying us is David
Dickinson of the Internal Revenue Service Office of Chief Counsel.

- As you know, ours is a self-assessment tax system that depends
substantially on voluntary compliance by taxpayers. The Secretary -
of the Treasury has broad authority to require all taxpayers to file
tax returns and keep records necessary to a determination of their
tax liability. In addition, the Secretary is authorized to examine
books, papers, records or other data relevant or material to the
determination of tax liability.

These powers are essential to enable the Internal Revenue Serv-
ice to obtain by administrative action information necessary for tax
administration. The scope and complexity of the tax laws require
the Service to makeé a broad range of inquiries of taxpayers, both
on the returns they file and during examinations and investiga-
tions. .

Last year, we received more than 143 million returns from tax-

ayers and conducted more than 2.1 million examinations. We also
Initiated something more than 7,100 criminal investigations. As a
consequence, the Service probably has more information concern-
ing the lives and affairs of individuals and others than any other
“agency of the Federal Government.

The needs of nontax law enforcement and those of tax adminis-
tration are in some respects difficult to reconcile. The balancing of
these considerations is a delicate process. We acknowledge that it is
difficult to strike a precise balance between the competing policy
considerations, but believe the balance struck by the administra-
tion’s bill is appropriate.

Perhaps the most fundamental change which the administra-
tion’s bill would make is to distinguish between the books and
records of individuals, on the one hand, and those of entities such
as corporations, partnerships, and the like, on the other. ,

Access to Service information obtained from an individual’s
books and records for nontax related criminal purposes would con-
tinue to require a court order in most cases, whereas information
from corporate books and records could be obtained by the Depart-

" ment of Justice upon request, or furnished to the Department by
the Service on its own initiative under limited circumstances
where evidence of nontax crimes was present.



64 i

We agree with this distinction. Individuals are entitled to a high
degree of privacy protection with respect to records which they are
required to maintain to meet their tax obligations. Corporations, on
the other hand, generally may not have privacy interests of equal
importance. :

Furthermore, the administration bill has the effect of decentral-
izing from the Washington offices of the Department of Justice to
responsible law enforcement officials in the field the authority to
request information, thus significantly improving the timeliness
and responsiveness of such requests.

Another significant improvement proposed by the administration
bill is to correct a problem in the existing statute which could be

" interpreted to require law enforcement officials to know in advance
the content of taxpayer return information before making a re-
quest for disclosure. -

Further, the administration’s bill clarifies- section 7602 to en-
hance the Service’s ability to use administrative summons and to
access by the Service to grand jury information under rule 6(e) of
the Federal Rules of Criminal Procedures for tax administration
-purposes. -

We believe that the Administration’sbill would also significantly
improve the summons provisions of the Code by requiring taxpay-
ers who oppose process against third party recordkeepers to contest
those summons in courts. This change will alleviate unwarranted

- delays in tax examinations and investigations. The administra-
tion’s bill would thus reduce a substantial burden on Government
with no impact on legitimate taxpayer interests.

Section 6103 permits disclosures of tax information for Federal
nontax criminal law enforcement purposes, subject to cértain safe-
guards, but generally does not permit such disclosures for Federal
nontax civil enforcement purposes, and permits no disclosures for
State nontax criminal or civil enforcement purposes.

With respect to disclosures for nontax criminal law enforcement,
section 6103 creates a distinction between returns filed by taxpay-
ers and information furnished to the Service by the taxpayer or his
representative, on the one hand, and information from sources
other than the taxpayer, on the other. T

In the case of returns and taxpayer return information, the
Department of Justice and other Federal agencies must obtain a
court order to obtain this information for nontax criminal law
enforcement purposes. To obtain the order the Department-or
other Federal agency must show that there is reason to believe
that a specific criminal act has been committed, that there is
reason to believe that the information sought is probative evidence
of a matter in issue, and that the information sought cannot be
reasonably obtained elsewhere unless such tax information consti-
tutes the most probative evidence. -

In the case of information obtained by the Service from third
parties, disclosure is permitted to the head -of the Federal agency,
or the Attorney General, the Deputy Attorney General, or an
Assistant Attorney General in response to a written request setting -
forth certain specific information, including the specific reasons
why the disclosure is or may be material to the nontax criminal
proceeding or investigation. ' '

-
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In addition, the Secretary is.authorized to voluntéer third party
evidence of a possible violation of a Federal criminal law to the
head of the agency charged with enforcing that law.

As noted, the administration’s bill would revise the distinction of
current law with respect to disclosures of tax information for non-
tax law enforcement purposes. In all cases, access to the tax return
itself would continue to require a court order. Maintenance of this
privacy protection with respect to tax returns is, of course, essen-
tial to avoid jeopardizing our self-assessment tax system, a primary
concern which led the Congress to revise section 6103 in 1976.

In the case of information obtained by the Service from an
individual taxpayer which does not appear on his return, such as
information from his books and records obtained in the course of a
tax audit, the court order requirement is also retained. Once again,
this protection is essential to maintenance of our present tax
system.

There would be one exception to this rule, however, regarding an
individual taxpayer’'s return and his books and records. If the
Service referred the case to the Department of Justice with a
recommendation for criminal prosecution, then the taxpayer’s
return and everything else in his file could be made available for
nontax criminal law enforcement purposes.

With respect to corporate books and records, and those of other

entities such as partnerships and trusts, information obtained by
the Service from these sources would be available to the Depart-
ment of Justice upon written request for non-tax criminal pur-
poses.
- Also, where the Service uncovered evidence of nontax crimes in
the books and records -of these entities, we would be obligated to
furnish such evidence to the Department of Justice, but only if it
were first determined that the entity was formed or is operated or
maintained for a criminal purpose.

"Return and return information disclosed to the Department of
Justice pursuant to the revised disclosure provisions could be used
by the Department for law enforcement purposes and, if a further
court.order were obtained, could be disclosed to State and local law
enforcement officials.

We believe that these changes to the present disclosure rules
would enhance Federal and State law enforcement efforts, while at
the same time protecting essential taxpayer privacy necessary for
the protection of our tax system. Admittedly, the balance is not
easy to strike, but we feel that these changes to existing law would,
}n many instances, remove impediments to law enforcement ef-
orts.

The Service has taken many steps to implement the present
disclosure statute. Procedures covering disclosure for non-tax crimi-
nal prosecution or investigation were coordinated with the Crimi-
nal Division of the Department of Justice, and the Service assisted
in the preparation of a manual for U.S. Attorneys for their guid-
ance in obtaining returns and return information. We have trained
our employees and created Disclosure Officer positions in each
District, Region, and Service Center to administer disclosure activi-
ties.
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We have also undertaken numerous administrative changes
which have streamlined the disclosure process. In particular, we
have decentralized the approval and processing procedures for dis-
closure in order to be more responsive to requests for return and
return information. I have attached to my statement a summary

- listing of the actions the Service has taken to decentralize. -

In addition to decentralizing, the Service has promoted the use of
section 6103(iX3) provisions for disclosin% non-tax criminal viola-
tions. A series of memoranda to the field, as well as revised
manual procedures, have been issued which explain and encourage
the proper use of section 6103(iX3).

This activity culminated in a January, 1981, memorandum to all
Regional Commissioners requesting a response within 45 days to -

the Assistant Commissioner for Compliance outlining the the steps
that have or will be taken to foster compliance with section
6103(iX3). Analysis of the responses to this request identified addi-
tional matters which require clarification, and changes to our
manual guidelines are currently being made.

We have also revised grand Jurﬁ approval procedures to improve
our capability for cooperation with other law enforcement agencies
in joint criminal investigations. Timeframes have been established
for each level of managerial approval of the request: Ten workdays
for the Chief of the District’s Criminal Investigation Division; 5
workdays for the District Director; 5 workdays for the Regional
Commissioners; and 10 workdays for the Regional Counsel.

Approval authority for grand jury requests has been delegated to
our Regional Commissioners, who may redelegate that authority to
the Assistant Regional Commissioners for Criminal Investigation.
These approvals must receive the concurrence of the Regional

Counsel. -

Expansions of existing grand jury authorizations now may be
approved by District Directors with the concurrence of the Deputy
Regional Counsel for Criminal Tax. Finally we are considering a
further delegation of this authority to the District Directors.

Finally, I should like to comment on an important clarification
and amendments which the administration’s bill would make to

-sections 7609 and 7602. -

Section 7609 requires the Service to provide the taxpayer with
notice in connection with service of summons on certain specified
“third party recordkeepers. Fo'llowing receipt of this notice, the
taxpayer has 14 days to notify the summoned party not to comply
with the summons and to furnish a copy of that notification to us.~
If- the taxpayer requests the summone partiv) not to comply, the
Servige must then obtain a court order to obtain the summoned
records.

At the time of its enactment, both the Service and the Depart-
- ment of Justice seriously questioned whether section 7609 should

be enacted because they believed that the provision eéxtended no
additional substantive rights to taxp%yers and offered opportunities
to those who wished to delay or defeat tax investigations and
examinations. - -

While acknowledging the validity of these arguments, Congress
enacted section 7609 in the belief that the taxpayer himself would
be more likely to assert whatever defenses to summons enforce-
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ment were available under éxisting law than would the third party
recordkeeper.

Whatever procedural or substantive protections may be afforded
taxpayers by the third party summons procedure, it is clear from
the experience of the last 5 years that permitting taxpayers to stay
compliance by simply sending a written notification to the sum-
moned party imposes a substantial burden on the Federal Govern-
ment that is not justified to protect the legitimate interests of
tax;‘)layers. "

This has been abused and misused as a means of obstructing and
delaying tax investigations. In fact, in numerous cases the delays
- have lasted for years, and when an enforcement action is com-
menced, many persons fail to assert their rights in court.

As a result, the stay of compliance procedure adopted in the Tax
Reform Act of 1976 frequently serves not only to delay the tax
investigation but also to waste the limited resources of the Service,
the Department of Justice, and the courts.

The administration’s bill would modify the stay of compliance
procedure to place on the person entitled to notice the burden of
commencing the summons litigation. Thus, any challenge by such a
person to the summons would have to be made by filing a motion
to quash in the U.S. District Court.

The motion to quash would have to be filed within 14 days, the
“ same time limitation for such motions as is provided in the Right
to Financial Privacy Act. This would enable courts to determine at
the outset whether there was a legitimate issue or whether the
purpose was merely to delay. :

Section 7602, wizich authorizes the Service to examine books,

records and other data, and to compel production of such informa-
tion to determine liability for tax, would be amended in several
respects.
" First, section 7602 would be amended to permit the Service to
issue an administrative summons for the sole purpose of conduct-
ing a criminal tax investigation. Under present law, the Service is
prohibited from enforcing such a summons once it has determined
to make a criminal tax referral to the Department of Justice. The
present situation has permitted taxpayers to throw needless road-
blocks in the way of proper criminal tax investigations.

Second, _the administration’s bill clarifies section 7602 to avoid
situations which have occurred recently where our agenis, working
as agents of the Federal grand jury, have devoted enormous time to -
investigation of a taxpayer only to be deprived of the use of the
information developed by the grand jury. X

This problem arises as a result of! several recent court decisions
which denied the Service access to grand jury information for use
in civil tax proceedings. The taxpayers involved generally are civil-
%y liable, and the Service, upon entry of a court order under rule

(e) of the Federal Rules of Criminal Procedure, should have access
to information developed by the grand jury to assist in preparation
for a civil tax proceeding. B

In addition, grand }iuries frequently uncover evidence of bribes or
other illegal forms of income that may not have been reported for
tax purposes. In these situations, the gervice has an obvious inter-
est in assuring that appropriate-taxes are paid on the illegal
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income. Thus, it would be proper for the Justice Department to ~
seek release of grand jury information to the Service in such cir-
cumstances.

We believe that these proposed changes in sections 7609 and 7602
would significantly improve the Service’s ability to effectively ad-
minister the Internal Revenue laws.

Mr. Chairman, this concludes our prepared statement. We would
be glad to respond to any questions which you, or the members of
the subcommittee, may have.

"~ [Statement of Commissioner Egger follows:]

StATEMENTS OF RoscoE L. EGGER, JrR., COMMISSIONER OF INTERNAL REVENUE AND
Davip G. GLICKMAN, DEPUTY ASSISTANT SECRETARY FOR Tax Poucv

Mr. Chairman and Members of the Subcommittee: We are pleased to appear
before you today to discuss the Administration’s proposals to amend the disclosure
and third party summons provisions of the Internal Revenue Code. Accompanying
us is David E. Dickinson, of the Internal Revenue Office of Chief Counsel.

INTRODUCTION

As you know, ours is a self-assessment tax system that depends substantially on
voluntary compliance by taxpayers. The Secretary of the Treasury has broad au-
thority to require all taxpayers to file tax returns and keep records necessary to a
determination of their tax liability.! In addition, the Secretary is authorized to
examine books, papers, records, or other data relevant or material to the determina-
tion of tax liability.? These powers are essential to enable the Internal Revenue
Service to obtain by administrative action information necessary for tax administra-
tion. ’ ' -
The scope and complexity of the tax laws require the Service to make a broad
range of inquiries of taxpayers, both on the returns they file and during examina-
tion and investigations. Last year, we received more than 143 million returns from
taxpayers, and conducted more than 2.1 million examinations. We-also initiated\
something more than 7,100 criminal investigations. As a consequence, the Service
probably has more information concerning the lives and affairs of individuals and
others than any other agency of the Federal Government.

The needs of nontax law enforcement and those of tax administration are in some
respects difficult to reconcile. The balancing of these considerations is a delicate— -
process. We acknowledge that it is difficult to strike a precise balance between the
competing {mlicy considerations, but believe that the balance struck by the Adminis-
tration’s bill is appropriate. - .

Perhaps the most fundamental change which the Administration’s bill would-
make is to distinguish between the books and records of individuals, on the one
hand, and those of entities such as corporations, partnerships, and the like, on the
other. Access to Service information obtained from an individual’s books and re-
cords for nontax related criminal pur would continue to require a court order
in most cases, whereas information for corporate books and records could be ob-
tained by the Department of Justice upon request or furnished to the Department
by the Service on its own initiative under limited circumstances where evidence of
nontax crimes was present. We agree with this distinction. Individuals are entitled
to a l;ifh degree of privacy Erotection with respect to records which they are
required to maintain to Meet their tax obligations. Corporations, on the other hand,
generally may not have privacy interests of equal importance. .

Furthermore, the Administration bill has the effect of decentralizing from the
Washington offices of the Department of Justice to responsible law enforcement
officials in the field the authority to request information—thus significantly improv-

" ing the timeliness and responsiveness of such requests.

- - Another significant improvenient proposed by the Administration bill is to correct
a problem in the existing statute which could be interpreted to require law enforce-
ment officials to know in advance the contents of taxpayer return information
before making a request for disclosure.

1 Section- 6001 of the Internal Revenue Code. (Unless otherwise specified, all references are to
ths é:gterna}l goezvenue Code of 1954, as amended.)
ion .
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Further, the Administration’s bill clarifies section 7602 to enhance the Service's
ability to use administrative summons and to access by the Service to grand jury
information under Rule 6(e) of the Federal Rules of Criminal Procedure for tax
administration pur . -

We believe that the Administrationi®s bill would also significantly improve the
summons provisions of the Code by requiring taxpayers who oppose process against
third party recordkeepers to contest those summonses in courts. This change will
alleviate unwarranted delays in tax examinations and investigations. The Adminis-
tration’s bill would thus reduce a substantial burden on Government with no impact -
on legitimate taxpayer interests.

CURRENT LAW

Section 6103 permits disclosures of tax information for-Federal non-tax criminal
law enforcement purposes, subject to certain safeguards, but generally does not
permit such disclosures for Federal nontax civil enforcement purposes, and permits
no disclosures for State nontax criminal or civil enforcement purposes.

With respect to disclosures for nontax criminal law enforcement, section 6103
creates a distinction between returns filed by taxpayers (“returns”) and information
furnished to the Service by the taxpayer or his representative (‘‘taxpayer return
information’’), on the one hand, and information from sources other thar the
taxpayer (“return information’’) on the other. In the case of returns and taxpayer
return information, the Department of Justice and other Federal agencies must—
obtain a court order to obtain this information for nontax criminal law enforcement
purposes. To obtain the order, the Department or other Federal agency must show
that there is reason to believe that a specific criminal act has been committed, that
there is reason to believe that the information sought is probative evidence of a
matter in issue; and that the information sought cannot reasonably obtained
elsewhere unless such tax infermation constitutes the most probative evidence.

In the case of information obtained by the Service from third parties, disclosure is
permitted to the head of a Federal agency, or to the Attorney General, the Deputy
Attorney General, or an Assistant Attorney General in-response to a written re-
quest setting forth certain specific information, including the specific reasons why
the disclosure is or may be material to the nontax criminal proceeding or investiga-
tion. In addition, the Secretary is authorized to-volunteer third party evidence of a
possible violation of a Federal criminal law to the head of the agency charged with
‘enforcing that law.

SUGGESTED REVISIONS TO'CURREN’I;_LAW

As noted, the Administration’s bill would revise the distinctions of current law
with respect to disclosures of tax information for nontax law enforcement purposes.
In all cases, access to the tax return itself would continue to require a court order.
Maintenance of this privacy protection with respect to tax returns is, of course,
essential to avoid jeopardizing our self-assessment tax system, a primary concern
which led Congress to revise section 6103 in 1976,

In the case of information obtained by the Service from an individual taxpayer
which does not appear on his return, such as information from his books and
records obtained in the course of a tax audit, the court order requirement is also
ret:x‘;ned. Once again, this protection is essential to maintenance of our present tax
system. -

There would be one exception to this rule, however, regarding an individual
taxpayer’s return and his books and records. If the Service referred a case to the
Department of Justice with a recommendation for criminal prosecution, then the
taxpayer’s return and everything else in his file could be made available for nontax
criminal law enforcement purposes. ___ T

With respect to corporate books and records, and those of other entities such as
partnerships and trusts, information obtained by the Service from these sources
would be available to the Department of Justice upon written request for nontax
criminal purposes. Also, where the Service uncovered evidence of nontax crimes in
the books and records of these entities, we would be obligated to furnish such
evidence to the Department of Justice, but only if it were first determined that the
entity was formed, or is operated or maintained for a criminal purpose.

Returns and return information disclosed to the Department of Justice pursuant
to the revised disclosure provisions could be used by the Department for law
enforcement pu and, if a further court order were obtained, could be disclosed
to State and law enforcement officials.
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We believe that these changes to the present disclosure rules would enhance
Federal and State law enforcement efforts while at the same time protect'i;;g essen-
tial taxpayer privacy necessary to protection of our tax system. Admittedly, the
balance is not easy to strike, but we feel that these changes to existing law would,
in many instances, remove impediments to law enforcement efforts.

SERVICE IMPLEMENTATION OF CURRENT LAW

The Service has taken many steps to implement the present disclosure statute.
Procedures covering disclosures for nontax criminal prosecution or investigation
were coordinated with the Criminal Division of the Department of Justice, and the
Service assisted in the preparation of a manual for U.S. attome?s for their guidance
in obtaining returns and return information. We have trained our emplogeeee and
created Disclosure Officer positions in each District, Region, and Service Center to
administer disclosure activities.

We have also undertaken numerous administrative changes which have stream-
lined the disclosure process. In particular, we have decentralized the approval and
processing Jn'ocedures for disclosure in order to be more responsive to requests for
returns and return information. I have attached to my statement a summary listing
the actions the Service has taken to decentralize.

In addition to decentralizing, the Service has promoted the use of section 6103
(1X3) provisions for disclosing nontax criminal violations. A series of memoranda to
the field, as well as revised manual procedures, have been issued which explain and
encourage the. proper use of section 6103 (1X3). This activity culminated in a Janu-
ary, 1981 memorandum to all Regional Commissioners requesting a response within
46 days to the Assistant Commissioner (Compliance) outlininfxthe steps that “have
or will be taken to foster compliance with section 6103 (IX3).” Analysis of the
responses to this request identified additional matters which required clarification,
and changes to our manual guidelines are currently being made.

We have also revised grand jury approval procedures to improve our capability
for cooperation with other law enforcement agencies in fioint criminal investigations.
Time frames have been established for each level of managerial aproval of the
request—ten workdatys for the Chief of the District’s Criminal Investigation Divi-
sion, five workdays for the District Director, five workdays for the Regional Com-
missioner, and ten workdays for the Regional Counsel. Approval authority for
Grand jurz requests has been delegated to our ional Commissioners, who may
delegate that authority to the Assistant Regional Commissioners (Criminal Investi-
%ation). These approvals must receive the concurrence of the Regional Counsel.

xpansions of existing grand jury authorizations now may be approved by District -
Directors with the concurrence of the Deputy Regional Counsel (Criminal Tax).
gnally we are considering a further delegation of this authority to District Direc-

rs.

CLARIFICATION OF SECTIONS 7609 AND 7602

Finally, I should like to comment on important clarification and amendments
which the Administration’s bill would make to sections 7609 and 7602.

Section 7609 requries the Service to provide the taxpayer with notice in connec-
tion with service of summons on certain specified “third party recordkeepers.”
Following receipt of this notice, the taxpayer has 14 days to notify the summoned
part{ not to comply with the summons and to furnish a copy of that notification to
us. If the taxpayer requests the summoned party not to comply, the Service must
then obtain a court order to obtain the summoned records.

_ At the time of its enactment, both the Service and the Department of Justice
seriously questioned whether section 7609 should be enacted because they believed
that the provision extended no additional substantive right¥to taxpayers and of-
fered opportunities to those who wished to delay or defeat tax invest&ations and
examinations. While acknowledging the validity of these arguments, en-
acted section 7609 in the belief that the taxpayer himself would be more likely to
assert whatever defenses to summons enforcement were available under existing
law than would the third party recordkeeper.

Whatever procedural or substantive protections may be afforded taxpayers by the
third party summions procedures, it is clear from the experience of the last five
years that permitting taxpayers to stay compliance by simply sending a written
notification to the summoned party imposes a substantial burden on the Federal
mernment that is not justified to protect the legitimate interests of taxpayers. This

been abused and misused as a means of obstructing and delaying tax investiga-
tions. In fact, in numerous cases the delays have lasted for years and when an

7/
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enforcement action is commenced, many persons fail to assert their rights in court.
As a result, the stay of compliance procedure adopted in the Tax Reform Act of 1976
frequently serves not only to delay the tax investigation but also to waste the
limited resources of the Service, the Department of Justice, and the courts.

The Administration’s bill would modify the stay of compliance procedure to place
on the person entitled to notice the burden of commencing the summons litigation.
Thus, any challenge by such a person to the summons would have to be made by
---filing a motion to quash in United States district court. The motion to quash would
have to be filed within 14 days, the same time limitation for such motions as are
provided in the Right to Financial Privacy Act. This would enable courts to deter-
minelat thg clmtset whether there was a legitimate issue or whether the purpose was
merely to delay.

Section 7602, which authorizes the Service to examine books, records, and other
data, and to compel production of such information, to determine liability for tax,
would be amended in several respects.

First, section 7602 would be amended to permit the Service to issue an adminis-
trative summons for the sole purpose of conducting a criminal tax investigation.
Under present case law, the Service is prohibited from enforcing such a summons
once it has determined to make a criminal tax referral to the Department of
Justice. The present situation has permitted taxpayers to throw needless roadblocks
in the way o procrer criminal tax investigations.

Seeond, the Administration’s bill clarifies section 7602 to avoid situations which
have occurred recently where our agents, working as agents of a Federal grand jury,
have devoted enormous time to investigation of a taxpayer only to be deprived of
the use of the information developed by the grand jury. This problem arises as a
result of several recent court decisions which denied the Service access to grand
jury information for use in civil tax proceedings. The taxgayers involved generally
are civilly liable, and the Service, upon entry of a court order under Rule 6(E) 6f the
Federal Rules of Criminal Procedure, should have access to information develo
by the grand jury to assist in preparation for a civil tax proceeding. In addition,
grand juries frequently uncover evidence of bribes or other illegal forms of income
that may not have been reported for tax purposes. In these situations, the Service
has an obvious interest in assuring that appropriate taxes are paid on the illegal
income. Thus, it would be proper for the Justice Department to seek release of
grand g‘)\;ry information to the Service in such circumstances.

We believe that these proposed changes to sections 7609 and 7602 would signifi-
<l:antly improve the Service’s ability to effectively administer the internal revenue
aws.

Mr. Chairman, this concludes our prepared statement. We shall be glad to re-
spond to any questions which you and Members of your Subcommittee may have.

AcTioNs TAKEN IN DECENTRALIZATION OF IRO 6103(iX1), (2) AND (3) DiSCLOSURES

" The following is a list of actions that have been taken to decentralize disclosures
under IRC 6103(X1), (2) and (3): =

1. REVISED DELEGATION ORDER

A Delegation Order was issued effective June 1, 1980, giving authority to District
Directors and Assistant District Directors to make disclosure directly to the Depart-
ment of Justice (DOJ) and the heads of Federal agencies under IRC 6103(iX1) and
(2). Authority was also dele%ated to Regional Commissioners to make disclosures of

ible violations of Federal nontax criminal statutes under IRC 6103(iX3). On May

6, 1081, District and Service Center Directors and their Assistants were delegated
authority to make disclosures under IRC 6103(iX3).

- 2. REVISED IR8 MANUAL

. Chapter (28)00 of Internal Revenue Manual 1272, Disclosure of Official Informa-
tion Handbook, has been revised and issued to the field. Significant changes in this
manual procedure are as follows: : - .

a. IRS liaison districts were designated specific responsibility for coordinating
with U.S. Attorneys and other DOJ agencies.

. b. Specific time frames were_established for completing processing for both rou-
tine and emergency requests. We have established the requirement that District,
Regional, and National ce officials become personally involved when the request
is not filled with the specified time frames.
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¢. A checklist was developed for use by District Disclosure personnel to insure
through reviewing and processing of ex parte court orders and written requests
without delay. In addition, a decision model chart was included in the chapter as a
guide for processing. :

d. Instructions were included in the text for processing special requests from DOJ.

e. Detailed instructions were provided for the processing of ex parte court orders
véxixg&gxlzl)lc 6103(iX1) and written requests from heads of Federal agencies under IRC

l . : .

f. The District Director was identified as the IRS official with primary responsibil-

ity for liaison with U.S. attorneys.- . ) ) -
. New instructions were included to provide for the disclosure of evidence of

violations of Federal nontax criminal laws. - -

h. Instructions concerning referrals to the Strike Force, DOJ, are changed to
require that the Region, instead of the National Office, make such referrals.

8. TRAINING OF DISCLOSURE PERSONNEL

Regional Disclosure Officers received training in the new procedures by May 1980.
They subsequently returned to their areas and conducted similar training for Disclo-
sure Officers and Specialists from each district.

4. COORDINATION WITH DOJ

A meeting was held with the Acting Director, Office of Legal Support Services,
DOJ and a representative of the Executive Office of United States Attorneys on
April 28, 1980, and our decentralization plan was explained. Subsequently, we have
held several meetings with officails in the Office of Legal Support Services and they
have received training about our new procedures.

5. “HOT LINE" ESTABLISHED

A “hot line” has been established between Disclosure Operations Division and
DOJ to handle problems arising during the first 2-3 weeks of our decentralization.

6. PRIORITY REQUESTS TO FRCS

‘The IRS Facilities Management Division, which is responsible for coordination
with Federal Records Centers (FRCs), has agreed to identify IRC 6103(iX1) and (iX2)
requests as priority to FRCs.

7. DEVELOPMENT OF VIDEO TRAINING TAPE

In participation with the Tax and Criminal Divisions, DOJ, we have developed a
training video tape which is designed to stimulate more referrals to DOJ under IRC
6103(iX3). This tape is currently being shown to IRS field personnel.

8. IR8-DOJ COORDINATING COMMITTEE

We have established an IRS-DOJ Coordinating Committee. The Directores, Disclo-
sure Operations Division and Disclosure Litigation Division are designated as
rweigreeent:atives. The committee has met several times during the past months and

1 continue to exchange information and maintain a high level of cooperation
between agencies.

9. BRIEFING U.S. ATTORNEYS

Each District Office made contact with their U.S. Attorney(s) office for the pur-
pose of offering to brief them concerning the new procedures.

10. MONITORING IRS8 RESPONSE

During the balance of fiscal year 1980 we visitied IRS offices in three of seven
Regions that receive the largest number of IRS 6103(iX1) and (2) requests. The
remaining four Regions were visited during the fiscal year 1981.

Senator GrassLeEY. I have questions, and I am sure Senator
Baucus does, too.

Before I ask questions, I would like to ask the following Feople,
who will be testifying, to limit their remarks to 5 minutes. I make
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this request at this point so that you will have an opportunity to

summarize while you are sitting there.

~ Commissioner Egger, how much of a judgment call is involved in
concluding that tax information constitutes evidence of a violation

of Federal criminal law? . -

Commissioner EGGER. I am not sure. Service personnel by and™
large have very little training or experience in.recognizing or
evaluating evidence of the myriad of crimes for which title 18 of
the United States Code imposes sanctions. It might be necessary to
educate our employees on these matters.

Senator GRASSLEY. Do you have any problem with losing control
over IRS information once you have released it to a. Federal
agency?

Commissioner EGGER. I don't have any real difficulty with that
since we do release information to Federal agencies in a number of
instances where the request is appropriate and where the informa-
tion is needed. In every instance where that information is sup-
plied, it is accompanied by a recitation of the obligations of that
agency to protect that information.

Mr. Dickinson reminds me that in each instance, we are entitled
to conduct safeguard examinations of those agencies. That is to say,
if necessary we go to the agency and take a look at the procedures
which they adopt and which they follow for the purpose of safe-
guarding the information.

Senator GrassLey. Under S. 732, the IRS will be_required to
release tax information which may constitute evidence of a viola-
tion of Federal criminal law. What standard will you use to deter-
mine ?that the information you have constitutes evidence of a
crime?

Commissioner EGGER. It will have to be, again, a judgment call
on the part of the investigating officers, and supervisors. They will
have to simply apply their knowledge and their skills to analyzing
the information, together with whatever other information has
come into_their possession in connection with the examination, and
then make the best judgment call they can. -

Senator GrassLEy. Will the information assistance requirements
of S. 732 cause any increase in IRS administrative costs?

Commissioner EGGER. Let me be sure that I am responding to
your question. This is the one where we are required to make an
affirmative judgment. » -

Senator GRASSLEY. Yes.

Commissioner EGGER. Yes; I think so. Whenever we are required
to disclose more tax information for nontax purposes, and particu- -
larly where we must carefully €xamine the information as would
be the case where nontax criminal offenses might be involved, our
administrative costs will increase. However, one part of this bill is
the amendment, which I referred to last in my comments the
changes proposed to sections 7609 and 7602, and we believe that
the savings in resources in those two instances will probably more
than offset the additional expenditures.

Senator GRASSLEY. Eithelé?you or Mr. Glickman, do you have any
revenue estimates for S. 73 , ]

Commissioner EGGER. I don’t have any revente estimates. Pretty
clearly, the ability of the IRS to work more closely, and to work on
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a more practical basis with-agents of other investigative agencies
should enhance the revenues, but we-have no way o
that would amount to. :

Senator GrRAsSLEY. Mr. Glickman. -

Mr. GLICKMAN. Mr. Chairman, I will check to see whether we
have any. I do not have any with me. It may be very difficult to
obtain an exact revenue estimate for something like that, but I will
check and see what we can get for this committee. :
~ Senator GrassrLEy. Commissioner Egger, will it be possible for

the IRS to discern, which of their 143 million pieces of information,
that an individual is about, for example, to destroy property or
injure another person, or flee prosecution?

Commissioner EGGER. I doubt it since evidence of these potential
-~ crimes rarely appears on the face of the return.

Senator GrAssSLEY. You doubt it.

If there is soie, will the IRS report that tendency to the appro-
priate Federal agency?

Commissioner EGGER. Yes.

My first answer went to the question of whether or not we would
be able to tell, from all of the 143 million returns. Obviously we
don’t look that closely at every one of those returns. There may be
some in there that we would never see.

Senator GrassLEy. Can you administer this affirmative duty of -

the emergency provisions?

Commissioner EGGER. To the extent that it is interpreted as
requiring that we turn over information that comes to our atten-
tion in the course of conducting examinations, and so on, yes, that
should not be a problem. The difficulty would arise if we were
required to do special or additional investigations, that would take
resources which we might not have. \

Senator GrASSLEY. One of the criticisms of current policy is that
all applications for information must be routed through Washing-
ton for approval before presentation to a ‘¢ourt. Is it possible that
regional permission could be granted or district?

Commissioner EGGER. Yes, I believe I made comments to that
effect in my testimony.

Senator GRASSLEY. So that is one of the changes in policy?

Commissioner EGGER. Yes, and we are looking at further decen-
tralization.

Senator GrassLEY. You have instituted decentralization, or are
you looking at decentralization? -

Commissioner EGGER. Both. We have decentralized and are look-
ing at further decentralization.

nator GRASSLEY. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Perhaps I missed it in your testimony, Commissioner, to what
degree does the Service want to have the mandatory duty imposed
upon it to turn over possible evidence of possible criminal conduct
to the appropriate Federal agency?

Commissioner EGGER. I doubt if it really makes any difference to
" us, Senator Baucus. I can’t imagine a circumstance in which we

would-come across evidence of a serious crime that we would not -

want to turn over, unless it were a violation of IRC Section 6103.

-

knowing what -
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Senator Baucus. Under present law, the Service may, at its own
discretion, turn over evidence of a crime. )

Commissioner EGGER. Only in certain circumstances involving
evidence obtained from third parties. - -

Senator Baucus. What about evidence that is not third party
evidence, but evidence that is obtained from the taxpayer directly
or from the return?

Commissioner EGGER. If it comes to us in that fashion, we cannot
volunteer it. N

Senator Baucus. Even if it is an obvious commission of a crime?

Commissioner EGGER. In an extreme case; obviously, we would
try to find a way to do it. -

Senator BAaucus. But if it is not an extreme case, but an obvious
case. - .

Commissioner EGGER. If it were an obvious case, and so on, we
are practical people and I think we would try to find some way to
make sure that that information came into the hands of the proper
agency, if it were truly obvious that a serious crime had or was
about to be committed. '

Senator Baucus. So I am asking, as a practical matter, how
much more information under the Nunn bill, would Service dis-
close affirmatively to the Federal agencies, compared with the
amount of information that the Service now turns over to the
appropriate Federal agencies?

mmissioner EGGER. I can’t say how much more. But pretty
clearly the Department could make written requests for informa-
tion under S. 732 fairly readily, which right now they have to have
a court order to obtain.

Senator BAucus. What do you understand to be the big problem
that Federal law enforcement agencies have in getting appropriate
IRS information; is it the standard for getting the information from
the taxpayer’s return, or the taxpayer return information that is
the biggest problem, or is it the administrative delays that are the
problem, or is it the third party information? .

What is the practical matter from the law enforcement officer
point of view?

Commissioner EGGER. It is really timing as much as anything,
Senator Baucus. What frequently happens is that our agents, work-
ing jointly with agents of another agency, let’s say Drug Enforce-
ment or-something of that sort, develop information in the course
of the investigation, and we cannot just immediately turn that
over. A fairly lengthy procedure must be followed in order to do
that. Very frequently the information is valuable only if it can be
furnished quickly, you see. That is a very large part of it.

Senator Baucus. I will ask a%ain. Is the timeliness problem a
{)roblem of standards that must be met? Or is the timeliness prob-
em a problem of administrative redtape, and bureaucratic delay?

Commissioner EGGER. To the extent that the problem results
from redtape, we are doing everything we can to reduce that. The

resent statutory standards do proscribe the disclosure of certain
information.

Senator Baucus. Let me ask my question again. I understand
you zta.re doing all this, and your answer is really a repetition of my
question.
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The question is, To what degree is it one or the other?

Commissioner EGGER. I just don’t know. I am not sure that I can
answer that. :

Mr. DickINSON. Senator Baucus, is that the Internal Revenue
Service is able to decentralize by adminstrative action, and we
have done that. The difficulty is that the Department of Justice
cannot decentralize because the statute requires approval at very
high levels here in Washington and S. 732 would permit approval
at much lower levels.

Senator Baucus. You are suggesting that the problem is not the
standard, but the problem is excessive centralization at the Depart-
ment of Justice.

Mr. DickinsoN. I understand that it may be a combination of the
two. The relevancy standards of section 6103(1)——

Senator Baucus. Do you know the deiree to which this problem
is excessive centralization, on the one hand, or is the impossibly
high standard to meet, on the other?

r. DickINsON. No, I do not.

Senator Baucus. Let me ask you the same kind of question in a
different area. To what degl;'ee is the problem the unavailability of
probative evidence sought
directly from IRS, on the one hand, compared with the situation
where the Federal law enforcement agency is trying to get third-
party information?

You may not be in a position to answer that. But if you do have
a good feel for that, I would appreciate your answer. If you can’t,
we will ask somebody else to answer that.

Comniissioner EGGER. Let us inquire of our associates, and if we
can, we will supply that information for the record. :

Mr. DickinNsoN. This information should be available from the
Justice Department. -

Senator Baucus. The obvious point there, I am concerned that
the bill, Senator Nunn’s bill, might be a sledge hammer to kill a
fly. In the meantime, the sledge hammer is going to possibly catch
a lot of innocent people, and cause a lot of excessive problems.

I am trying to find the right scalpel, rather than the ax, to try to
solve the problem, so we can catch these drug offenders and the
criminals.

Thank you very much.

Senator GrassLEY. Thank you very much, Commissioner Egger
and your staff. - ;

It is now my pleasure to call to the witness table-the Deput,
Attorney General, Edward C. Schmults. You may proceed wit

our testimony, and if you want the entire statement to be printed
in the record, it will be. -

: STATEMENT OF EDWARD C. SCHMULTS, DEPUTY ATTORNEY
- GENERAL, DEPARTMENT OF JUSTICE

Mr. ScumuLts. Thank you very much, Mr. Chairman.

I would like the entire statement printed in the record. I have
attempted in the past few minutes to shorten it substantially, so
there will be parts of it to which I will not refer.

It is a pleasure to have the opportunity to testify today on behalf
_of the Department of Justice regarding disclosure of tax informa-

e

-

y the Federal law enforcement agency
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tion for use in nontax criminal cases. As you know, the administra-
tion today is submitting its own series of proposed tax disclosure
amendments for consideration bl); the Congress. ‘

Generally, the amendments that we propose parallel those in S.
732, which was approved by the Senate as an amendment to the
Economic Recovery Tax Act of 1981, and are consistent with the
recommendations of the Attorney General’s Task Force on Violent
Crime, cochaired by Judge Griffin Bell and Gov. James Thompson
of Illinois.

Our proposal is broader than S. 732, however, in that it also
addresses needed changes in the methods by which the Internal
Revenue Service obtains information for use in connection with
investigation of tax crimes. We believe that both of these access-to-
information issues arising under the Tax Reform Act of 1976
should be treated together. .

In connection with any consideration of law enforcement access
!;a‘in_fo:imation, I believe there are two points which must be kept
-"in mind. ,

First, law enforcement agencies are primarily information col-
lecting and processing entities. When a crime is committed, the

- task falls to law enforcement officials to gather and assemble the

facts necessary to establish the various elements of the offense. The
information so collected is ultimately presented to courts of law so
that justice can be administered. Because the Government, in a
criminal trial, has the burden of proving every element of the
offense beyond a reasonable doubt, the need for access to informa-
tion is even more important than in normal civil proceedings. -
- Courts are keenly aware of the importance of information to the
administration of gustice, and have avoided creation of restraints
upon access to information. Evidentiary privileges established at
common law, for example, have not been significantly expanded
over the past century.

The Supreme Court has often stated, both in civil and criminal
cases, that restraints upon access to information are not lightly
created nor expansively construed as they impede the search for
truth that is at the heart of every judicial proceeding.

Our adversary criminal justice system requires that law enforce-
ment agencies have reasonablé access to information if they are to~——
fulfill their responsibilities to the public.

The second point I would make, preliminary to any discussion of
restrictions upon law enforcement access to information, is that
Federal law enforcement agencies rely much more heavily upon
documents than ever before in our history. This is a result of the -
types of criminal cases now receiving priority attention for Federal
investigation and prosecution. :

As the Attorney General has stated, narcotics trafficking, orga-
nized crime, public corruption, fraud against the Government, and
white-collar crime are foremost targets of the Department of Jus-
tice’s investigative and prosecutorial endeavors.

The investigation and prosecution of such sophisticated criminal
offenses require more frequent resort to documentary informa-
tion—and particulary financial data—than to street.crimes, which
often can be proved purely on the basis of eyewitness testimony.
While formerly law enforcement officials only occasionally relied

88-187 0 —82-—6
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on documentary records, a Federal case today is seldom developed
without access to documents.

The problems posed by enactment of the tax disclosure restric-
tions of 1976 have been well documented in hearings during the
96th Congress before several congressional committees, most nota-
bly the Senate Permanent Subcommittee on Investigations and this
subcommittee. ]

While some of the more shocking findings made during those
hearix_l%s have been mitigated as a result of adminstrative steps
taken by
Justice, legislative reform remains urgent.

In summary, at a time when Federal investigative and prosecu-
torial efforts are increasingly directed toward sophisticated nontax
_crimes in which tax information is frequ “ntly needed, law enforce-
ment access to such information has been precipitously curtailed.

In 1975, before tax disclosure restrictions were enacted, Federal
investigators and prosecutors sought tax information on approxi-
mately 1,800 occasions. In fiscal year 1980, that figure had plum-
meted to 255, or about 14 percent of the 1975 level.

Even after significant efforts by the Department of Justice to
increase use of tax information in appropriate cases, the request
figure of fiscal year 1981 was only 350. As surveys of Federal
prosecutors have shown, this decline is attributable in principal
part to the complexity of tax disclosure procedures.

Turning to the specific reforms we suggest, let me proceed
through the legislative proposal submitted by the administration,
highlighting the most significant provisions and noting variations
between the administration bill and S. 732 which is pending before
the subcommittee. ] -

The fundamental safeguards of taxpayer privacy enacted in 1976 _
are preserved in the administration bill. The effort throughout
both proposals, that is the administration bill and S. 732, is to
eliminate counterproductive procedures and to conform the lan-
guage of the statute to actual practice.

Both proposals seek to simplify the definitions applicable to re-

the Internal Revenue Service and the Department of =~ ~

quest for information needed-in connection with nontax cases. In=

place of the series of four confusing definitions in existing law,
both bills use two new definitions which conform to the two proce-
dures by which the information is obtained.

The first category of information, return information, consists of
all returns and accompanying schedules together with all informa-
tion furnished by an individual taxpayer such as during an~IRS tax
audit. As under existing law, this return information could be
disclosed only pursuant to court order, based upon a showing of
ob)ilgctive reasonableness. .

he second category of information, nonreturn information, con-
sists of information obtained from sources other than an individual
taxpayer, or in the case of legal entities, from information fur--
nished by the legal entity, other than the information supplied on
the tax return itself. This nonreturn information may be £sclosed
gursuant to formal request, a written request that is, by designated
ederal law enforcement officials or, in the case of an entity
“formed or being operated with the purpose to violate Federal crimi-

nal law, pursuant to an IRS initiated report of nontax crime. _
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Both S. 732 and the administration’s bill seek to streamline
- procedures by which Federal prosecutors obtain court orders for
disclosure of return information. Improvements include the elimi-
nation of-the requirement that officials in Washington .authorize
any application to a court for a disclosure order. This will reduce
needless delay. -

Both bills authorize U.S. magistrates, in addition to district
judges, to decide applications or issue disclosure orders. Magis-
trates are currently empowered to issue analogous orders such as

_search warrants. - -

Both proposals also modify the recltlirements for court orders to
make statutory standards comply with actual judicial practice. This
will avoid prospects for inconsistent judicial results and the chill-
ing effects of the rigorous statutory language but will have no
adverse impact upon privacy interests as it merely represents a
codification of existing practice in our view.

The administration’s proposal departs from S. 732 in two respects
with regard to court orders. First, our bill makes it clear that a
court order authorizes disclosure of both return and nonreturn

- information. In other words, if a prosecutor is able to make the

showing required to secure the more stringentlfy Frobected tax in-
formation, he should, without the necessity of filing a separate
written request, be able to secure related nonreturn information.

Second, our bill expressly authorizes entry of a disclosure order
upon a showing of reasonable cause to believe that tax information
may be relevant to locating a person who is a fugitive from justice
and for whom a judicial arrest warrant has been issued. Tax infor-
mation often provides valuable leads that assist in determining the |
whereabouts of fugitives. )

Both bills also seek to simplify the procedure by which law
enforcement officials request nonreturn information. Rather than
requiring an official in Washington to file a request, the amend-
ments to section 6103(iX2) would permit Federal prosecutors in the

- field to file written requests. As in the court order area, the stand-

ards for such a request are modified to conform the language of the
statute to present practice.

The one difference between S. 732 and the administration’s bill
in this area is that S. 732 would authorize investigative agents in
the field to file (iX2) requests, whereas under the administration’s
bill, only the head of an investigative agency, for example, the
Director of the FBI or the U.S. Secret Service, could request (iX2)
information; otherwise request would be filed by supervisory-level
Federal prosecutors. -

Both bills would seek to encourage IRS reports of nontax crime
gg making such referrals mandatory rather than discretionary.

oreover, both would increase the number of such reports by

roviding that the referral of a taxpayer’s file to the Department of
ustice for criminal tax prosecution may be accompanied by refer-
ral of any information évidencing nontax crime. '

Those who violate our tax laws should not benefit from restric-
tions enacted to protect those who honestly report their incomes.
The administration bill, however, would prohibit the Secretary

- from reporting nontax offenses based upon information provided by

or on behalf of legal entities except where the Secretary has rea-
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sonable cause to believe the legal entity was formed or is being
operated or maintained with a purpose to facilitate or engage in
Federal criminal activities. ‘ il

Thus, if the IRS, in the process of au’titing a sham corporation or
business being used to facilitate narcotics trafficking or organized
crime, uncovers evidence of nontax crime in the business’ books
and records, that information would be reported to the Department
of Justice. To the extent of an IRS audit of a legitimate business or
. other legal entity, the rule applicable to individuals would apply,
no disclosure except as initiated by Federal:\law enforcement agen-,
cles. N\ -

Both bills also propose new subsections of 6103(i) to_permit Fed-

eral prosecutors to redisclose tax information. to State and local -
prosecutors in carefully circumscribed situations, Upon application -
by a Federal official and entry of a court order finding reasonable- . -
cause to believe the tax information is relevant to a State felony,

the information would be disclosed to appropriate\\State or local
prosecutor for use solely in the investigation or prosecution of the
State felony offense. N

I would like to underscore that that provision will be applicable
only where the Federal prosecutor already has the tax information
for use, presumably, in a Federal nontax crime, and then discovers
it would be relevant to a State felony. In such. a case, the Federal
prosecutor would go to court and seek a court order permitting
redisclosure. So this is not a gaping hole that would permit State
and local prosecutors to get tax information willy-nilly. This is a
very carefully circumscribed provision. -

On foreign intelligence, the administration’s bill, but_not S. 732,‘
would authorize disclosure of tax informatiorr for use in connection
. with foreign positive or counterintelligence investigations directed
at specifically enumerated activities involving foreign powers. This -
procedure is similar to the analogous provision of the Financial
Privacy Act, but is more carefully limited in that it requires a
personal certification by the Attorney General. The disclosures
sought pursuant to this provision would be reported regularly to "
the House and Senate Intelligence Committees. -

In conclusion, we believe that the amendments the administra-
tion is proposin% leave intact the basic privacy protections in-
scribed in 1976. It is crucial that the disclosure and access to the
information provisions of the Tax Reform Act of 1976 reflect a
judicious balance between the legitimate competing interests of
taxpayer privacy and tax administration on the one hand, and the
public interest in the proper administration of justice on the other.

The administration has concluded, based on experience of almost
b years that the tax disclosure restrictions have been in force, that
there exists a clear and compelling need for adjustment in the 1976
law. On behalf of the administration and of law enforcement offi-
cials, I urge your prompt and careful attention to the proposals we
have submitted. )

Thank you very much, Mr. Chairman.
~ [Statement of Mr. Schmults follows:]

'\
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Mr. Chairﬁan and Members of the Subcommittee:
It is a pleasure to have the opportunity to testify today on
behalf of the Department of Justice regarding disclosure of tax
_’information for use in nontax criminal cases. As you-know, the
Administration today is submitting its own series of proposed tax
disclosure amendments for consideration by the Congress.
—Generally, the amendments we propose parallel those in S. 732
"(uhich was approved by the Senate as an amendment to the Economic
Recovery Tax Act of 1981) and are consistent with the recommenda-
“tions of the Attorney General's Task Force on Violent Crime co-
chaired by Judge Griffin Bell and Governor James Thompson. Our
proposal is broader than S. 732, however, in that it also
"addresses needed changes in the methods by which the Internal
Revenue Service obtains information for use in connezzion with
_investigation of tax criﬁes. We beliéve that both of these
access~to-information issues arising under the Tax Reform Act of

1976 should be treated together.
’ TAX DISCLOSURE RESTRICTIONS IN PERSPECTIVE

... ... In connection with any consideration of law enforcement —— -

> —

access to information, I believe there are three points which
must be kept in mind. First, law enforcement agenclies are

primarily information collecting and processing entities. When a

-

crime is committed, the task falls to law enforcement officials

———

to gather and assemble the facts necessary to establish the

various elements of the offense. The information so collected is

ultimately presented to courts of law so that Jjustice can be
administered. And because the government, in a criminal trial, .

has the burden of proving every element of the offense beyond a

—

reasonable doubt, the need for access to information is even more

important than in normal civil proééi?lngs. ~ -
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Courts are keenly aware of the importance of information to
the administration of justice and have avoided creation of

restraints ﬁ;én access to information. Evidentiary privileges

- ——

established at Common Law, for example, have not been significantly —
expanded over the past century. The Supreme céurt has often

stated in both eivil and criminal casesi/ that restraints upon

access to information are not lightly created nor expgnsively
construed as they impede the search for truth that is at the

heart of every Jjudicial proceeding. Our adversary criminal

—

Justice system requires that law enforcement agencies have

Py

reasonable access to information if they are to fulfill their

responsibilities to the public.

The second point which I would make preliminary to any

discussfon of restrictions upon law enforcement access --to

information is that federal law enforcement agencies rely much

_hore heavily upon documents than ever before in our history.

This is a result of the types of criminal cases now receiving

priority attention for federal investigation and prosecution. As

the Attorney General has stated, narcotics trafficking, organized e
crime, public corruption, fraud against the government and white-

collar crime are foremost targets of the Department's investigative

-;hd prosecutorial endeavors. The investigation and prosecution

of such sophisticated criminal offenses require more frequent

resort to documentary information -- and particularly financial

“aata -~ than do street corimes which often can be proved purely on -

the basis of eyewitness testimony. While formerly law enforcement

1/ B.g., Herbert v. Lando, 441 U.S. 153, 175 (1979),
Unite Stéies v. Havens, 446 U.S. 620, 627-28 (1980).
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officials only occasionally relied on documentary records, a
federal case today is seldom developed without access to documents.
Third and finally, I would note that, when we discuss
restrictions upon law enforcement accesgvto tax information, we
must be mindful o{ the network of statutory restraints that -
currently obtain., The Privacy Act of 1974, 2/ for example,
restricts access to information in §Z§tems of records held by
other federal agencies. The Right To Financial Privacy Act of
1978 3/ restricts law enforcement access to information held by
depository institutions and credit éafd issuers. The Fair Credit
Reporting Act 4/ restricts I;H enforcement access to credit
information held by credit-reporting aggggies. .
Unfotgunately, the various pgocedures and requirements with
which law enforcement officials must comply in order to secure
access to these various classes of documentary information are
not uniform. As a result, criminal investigators and prosecutors
must negotiate a labyrinth of varying procedural requirements in
-opder to secure access to the d}fferent types of information
needed to prosecute a complex criminal case. Although we do not

suggest that this subcommittee should or can deal effectively

2/ Generally, information is available only pursuant to‘formal
Taw enforcement request or court order, 5 U.S.C. 552a(b).

3/ Information is subject to an elaborate sei'ies of overlapping
restraints which vary depending upon the form of process

- utilized,
12 U.S.C. 3"01-3&22.

Y4/ Credit reports ars available for law enforcement purposes only
pursuant to court order, 15 U.S.C. 1681(b)(1).
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with this largeé issgg of uncoordinated restrictions upon law
enforcement access to information, we do hope that you will keep
its existence in mind when considering our proposals to alleviate
what we believe to be the needlessly complex, cumbersome, and
ambiguous provisions of the Tax Reform Act of 1976.
THE PROBLEM AND ITS MANIFESTATIONS
The problems ppsed by enactment of the tax disclosure
- restrictions of 1976 have been well documented in hearings during
the 96th Congress before several Congressional Committees, most
notably the Senate Permanent Subcommitee on Investigations agd -
this Subcommittee. While some of the more shocking findings
made
during those hearings have been mitigated as the result of
administrative steps taken by the Internal Revenue Service and
the Department of Justice, legislative reform remains urgent.

In summary, at a time when federal invegiigative and
prosecutive efforts are increasingly directed toward sophisticatsa
nontax crimes in which tax information is frequently needed, law
enforcement access to such inférmation has been precipitously
curtailed. 1In 1975, before tax disclosure restrictions were -
enacted, federal investigators and prosecutors sought tax
,1nfofmation on approximately 1,800 occasions. In FY 1980, that
figure had plummeted to 255 -- about 14% of the 1975 level.
Even after significant efforts by the Department of Justice to
increase use -of tax information in appropriate cases, the request--

~figure of FY 1981 was only 350. A8 surveys of federal prosecu-
tors have shown, this decline is attributable in principal part

to the complexity of tax disclosure procedurés.
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Moreover, the tax disclosure restrictions of 1976 obstruct
effeciive cooperation between the Department of Justice and the
Internal Revenue Service. For example, the nﬁmber of Organized -
Crime Strike Force cases initiated by the Service was 620 in FY
1975; that number had fallen by almost two-thirds in FY 1978. 1In
many cases IRS agents have uncovered evidence of serious nontax
federal crimes unknown to federal law enforcement agencies and
have reported these offenses to IRS headquarters. The reported
crimes, however, go unpunished because of the disclosure
-restrictions of the 1976 law. Finally, although nontﬂi crimes
frequently involve tax violations as well -- tax compliance among
eriminals is notoriously low -- the Tax Reform Act of 1976
severely inhibits joint tax-nontax investigations resulting in
duplication of investigative effort.

In summary, we believe that the 1976 tax disclosure restrictions
have had a substantial adverse impact upon federal law enforcement
qfforts. In fact, as among the nineteen criminal justice
legislative initiatives which the Administration has endorsed, we
believe reform of tax disclosure laws is of paramount importance
in constructing an effective assault on narcotics trafficking,
organized crime and other offenses involving large sums of money.

HIGHLIGHTS OF PROPOSED DISCLOSURE AMENDMENTS

Turning to the specific reforms we suggest, let me proceed
through the legislative proposal submitted by ?he Administration,
highlighting the most significant provisions and noting variations
between the Administration bill and S. 732 which is pending
before the Subcommittee. At the outset, I believe both our bill
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and S. 732 are accurately characterized as proposals to "fine-
tune" existing law. The fundamental safeguards of taxpayer
privacy enacted in 1976 are preserved. The effort throughout
both proposals is to eliminate counterproductive procedures and
to conform the language of the statute to actual practice.
DEFINITIONS -
[26 U.S.C. 6103(b)]

Both proposals seek to simplify the definitions applicable
to requests for information needed in connection with nontax )
cases. In place of the series of four confusing definitions in
exigting law, both bills use two new definitions which conform to
the two procedures by which information is obtained. The first
category of information, "return information," consists of all
returns and accompanying schedules together with all information
furnished by an individual taxpayer as during an IRS tax audit.
As under existing law, this "return information" could be
disclosed only pursuant to court order based upon a showing of
objective reasonableness. The second category of information -
"nonreturn information®™ -- consists of information obtained from
sources other than an individual taxpayer, or, irn the case of
legal entities, from information furnished -by the legal entity
other than the information supplied on the tax return itself-
This "nonreturn information" may be disclosed pursuant to formal
written request by designated federal law enforcement officials
or, in the case of an entity formed or being operated with a
purpose to violate a federal oriminal law, pursuant to an IRS=-

initiated report of nontax crime,.
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One difrgbenéé between S. 732 and the Administration
definitions is that S. 732 would change the definitions for all
the various subsections of Section 6103. Because the thrust 6f
these tax disclosure amendments is to facilitate apprdpriate law
enforcement access to tax information, the Administration's bill
is written in such a way as to limit the application of the new‘
definitions to-subsection 6103(i) governing access to tax
information for nontax crim}nal cases. This avoids any unnecessary
administrative burden upon the IRS and other agencies which use
tax information_pursuant to other subsection of 6103. 1In
additidﬁ, S. 732 would require the IRS to disclose evidence of
nontax crimes obtained, e.g., from an audit in the case of even a -.

-

legitimate-corporation or other entity -- an aspect which we
believe is not essential for sound law enforcement-énd could have
serious repercussions on the relationship of the IRS to legitimate
business concerns. - _
COURT ORDER PROCEDURES
(26 U.S.C. 6103(1)]

Both S. 732 and the Administration bill seek to streamline
procedures by which federal prosecutors obtazn court orders for
disclosure of "return information." Improvements include

elimination of the requirement that officials in Washington
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authorize any application to a court for a disclosure order.
This will reduce needless delay. Both bills authorize United =
States Hagistrates, in addition to District Judges, to decide

currently empowered to issue analogous orders such as search
warrarits. Both proposals also modi{y the requiréaénts for court
order; to make statutory standards comply with actualvjudicial
practice. This will avoid prospects for inconsistent judicial
results aﬁd the chilling effects of the rigorous statutory
language but will have no adverse impact upon privacy interests
as it is merely a codification of existing practice.

The Administration's prggbsal departs from S. 732 in two
respects with regard £o dourt orders. Firs{Z our bill makes
clear that a court order authorizes disclosure of both "return"
and "nonreturn" information. In other words, if a prosecutor is
able to make the showing reqﬁired to secuﬁe.the more stringently
protected tax information, he should --without the neeessify of
filing_a separate written request -- be able to secure related
nonreturn information. Second, our bill expressly authorizes
entry of a disclosure order upon a showing of reasonable cause t§
believe that tax information may be relevant to locating a person
who is a fugitive from Justfbe and for whom a judicial arrest
warrant has been issued. Tax information often provides valuable

leads that assist in determining‘the whereabouts of fugitives..
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FORMAL REQUEST PROCEDURE"
(26 U.S.C. 6103(1)(2)]
Both bills also seek to simplify the procedure by which law
t enforncement officials request nonreturn information. Rather than
requiring an official in Washington to file the request, the -
amendments to §6103(1)(2) would permit fedé;QI prosecutors in the
field to file written requests. As in the court order area, the
standards for such a8 request are modified to conform the language
of the statute to present practice. »

The one difference between S. 732 and the Administration
bill in this area is that S. 732 wquld authorize investigative
agents in the field to file (i)(2) requests. Under-the\;dmin{3~
tration bill, only the head of an investigative agercy (e.g.,
Director of the FBI or U.S. Secret Service) or Inspectors General
could request (1)(2) information; otherwise, requests would be
filed by supervisory-lével federal prosecutors. )

h IRS-INITIATED REPORTS OF CRIME
[26 U.S.C. 6103(1)(3) / ~

B;;h bills would seek to encourage IRS reports of nontax
erime by making such referrals mandatory rather than discretionary.
Moreover, both would increase the numggps of such reports by
providing that referral of a taxpayer's file to the Department of
Justice for criminal tax prosecution may be aceomp;nied by
referral of any information evidencing nontax crime. Those who
violate our tgx laws should not benefit from restrictions enacted

to protect those who honestly report their incomes. The Adminis-

tration bill, however, would prohibit the Secretary from rbporting
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nontax offenses based upon information provided by or on behalf
of legal entities except where the Secretary has reasonable cause
to believe the legal entity was formed or is being operated or
maintained with a purpose to facilitate or engage in federal
orimingl activities. Thus if the IRS, in the process of auditing
a sham corporation or a business being used to facilitate
narcotics trafficking or organized crime, uncovers evidence of
nonta;.erime in the business's books and records, that 1nform;;10n
would be reported to the Department of Justice. To the extent of
an IRS audit of a legitimate business or other legal entity, the
rule applicable tqQ individuals would apply -- no disclosure N
except as initiated by federal law enforcement agencies.

EMERGENCY DISCLOSURES

[26 u.s.C. 6103(1i)(5)

The Right to Financial Privacy Act of 1978 recognizes that
there will occaqionally be situations in which disclosure of
financial information is necessary on an expedited basis to avoid
threats to life, serious broperty damage or flight from prosecu-

tion. This 1978 law contains a special emergency provision (12

U.S.C. 341u(a)). Both S. 732 and the Administration bill propoSe

similar emergency disclosure provisions applicable to tax o

1nformation.
DISCLOSURES TO STATE AND LOCAL~PROSECUTORS
(26 vu.s.c. 6103(1)(T))
Both bills also propose new subSections of §6103(1i) to
permit federal prosecutors to redisclose tax information to State

and local prosecutors in carefully circumscribed situations.
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Upon application by a federal official and entfFy of a court order
finding reasonable cause to believe the tax iaformation is
relevant to a State felony, the ianformation would be disclosed to
the appropriate State or local prosecutor for use solefy in the
investigation or prosecution of the State felony offense.

FOREIGN INTELLIGENCHE ACCESS
(26 U.5.C. 6103(1)(9))

The Administration bill, but not S, 732, would authorize _
disclosure of tax information for use in connection with foreign . _
positive or countev-ingelligence investigations Jirected at
specifically enumerated activities 1nvolviné_foreign powers.

This provision is similar to the analogous provision~of the
Financial Privacy Act (12 U.S.C. 3414(b)) but is more carefully
limited in that it requires a personal certification by the

Attorney General. The rare disclosures sought pursuant to this

provision would be reported regularly to the House and Senate =

Intelligence Committees,
OTHER DISCLOSURE PROVISIONS -
{26 u.s.c. 6103(1)(4), (6) and (8)]

Both bills would revise §610;(i)(u) to clarify that adnission
of tax information into evidence is governéd by the Federal Rules
of Evidence rather than special evidentiary rules a;blicablq_
only to tax information. Both would also authorize disclosure of
tax information to foreign governments pursuant to mutual
assistance treaties or conventions. Such international excﬂﬁnges
of t;x information are already authorized in connection with tax

matters ($6103(k)(4)).
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_Both bills also seek to clarify~that joint tax-nontax investiga-
tions are proper under the Internal Revenue Code.
SUMMONS AND SUMMONS ENFORCEMENT PROVISIONS
[26 U.S.C. 7602 and 7609) : -

In addition to disclosure amendments, the Administration
bill seeks to facilitate IRS access to the inférmgtion it needs
in connection with a purely criminal tax investigation. 1In the
summons enforcement area, we propose that the procedures of the
Internal Revenue Code be revised to conform more closely to those
of the Right to~Financia1 P;ivaoy Act of 1978.

The difficulties which the Service faces in these areas are
enormous and can be‘substantialiy resolved without adversely
affecting privacy interests. As the focus of this hearing is tax
disclosure, I ;111 not go into more detail with respect to the
summons-related amendments except to repeat that it is the view
of the Department of Justice and the Administration that tax
disclo;ure and summons amendments should be considered together.

" CONCLUSION

The foregoing remarks are merely the highlights of ourA-
proposals. The section-by-section summary ;ccomShnying the
Administation proposal sets out our position in more detail. 1In
aéﬁition, representatives 6? the Department are, of course,
available to discuss our proposais and the need therefor at the
convenience of the Members and staff of the Subcommittee.

We believe that the modest amendments we propose leave
intact the basic privacy protections which the Congress insoriped

in 1976. It is crucial that the disclosure and access to

88-197 0—82—7
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information provisions of the Tax Refora Act of 1976 reflect a
Judictious dalaunce betwean the lacttt-g;o competing interests of
taxpayer privacy and tax administration; on the one hand, and the
public interest in the proper administration of justice on the
other hand. This Administration has concluded, based upon
experience during the almost five years that the tax disclosure
restrictions have been in force, that there exists a clear and
compelling need for adjustments i{n the 1976 law. On behalf of
the Administration and of law enforcement officials, I urge your
prompt and careful attention to the proposals we have submitted.

Thank you.
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U.S. Department of Justice
Office of the Deputy Attorney General

The Deputy Attomey General - ' Washington, D.C. 20530

WOV 19 1981

The Honorable Charles E. Grassley

Chairman, Subcommittee on Oversight
of the Internal Revenue Service

Committee on Finance

United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:
X ~

This is with reference to my testimony on Monday, November 9,
regarding disclosure of tax information for use in nontax criminal
cases. During the hearing, I offered to supplement the hearing
record with respect to the number of occasions upon which applie
cations for disclosure orders under 6103(i)(1) of the Internal
Revenue Code have bgfn deni;d. -

Because statistics maintained by the Department of Justice
do not record information on (i){1) applications and the disposition
thereof, I am unable to provide a definitive answer to the
question. Attorneys in the Criminal Division of the Department,
however, indicate that they are aware of three instances in which
(1)Y(1) applications were rejected. The first involved a federal
investigation into international narcotics trafficking and
resulted in a published opinion, United States v. Praetorius, 451
F. Supp. 371 (E.D.N.Y. 1978). The second denial of which we are
aware occurred in October of this year and involvei a federal
investigation into mail fraud and perjury. The third denial
occurred this month and involved an investigation of a large-
scale fraud-by-wire scheme. Because these two applications
relate to ongoing criminal cases, it would be inappropriate for
me to furnish additional information in this public report.

In submitting this information, I should once again clarify
that it is not merely the potential for denial of applications
which discourages federal prosecutors from seeking tax information,
Rather, the cumbersome procedures, delay, paperwork and unrealistic
statutory standards combine to deter federal prosecutors from
seeking tax information. As a 1980 survey conducted by the Tax
Division noted, approximately half of all federal prosecutors
surveyed indicated that they had sought tax information on only
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one or two occasions since the Tax Reform Act of 1976 became
effective because of the cumbersome procedures and delay involved.
The potential that a federal judge will interpret disclosure
restrictions in a hypertechnical way is merely one additional
consideration which discourages prosecutors from seeking tax
information in appropriate cases. It is because of the multiple
factors inhibiting federal prosecutors from seeking disclosures
that the Administration has submitted a comprehensive package of
amendments which seek to address each of the various impediments
to reasonable law enforcement access to tax information,

I trust that the foregoing is responsive to the question
posed during the hearing and hope that you and your staff will
not hesitate to let me know if the Department can be of further
assistance in providing information with respect to the various
provisions of the Administration proposal.

- CTRLN

TN SEPLETS

Edward C.JSchmults
Deputy Attorney General

Senator GrassLEY. Has the exact language of the legislation been
submitted to the Congress?

Mr. Scamurts. It has, we have distributed it to your staff. It got
up here just today, so I appreciate that you have not had a chance
to review it.

Senator GrRASSLEY. In regard to your last paragraph; where you
say, “This administration has concluded, based_upon experience
during almost 5 years,” then I go back to the figures you gave us
that prior to the 1976 act there were 1,800 requests and that had
gone down to 255, and then through some effort that had gone back
up to 350. Is there connected with this an indication that crime has
gone up directly related to the inability to use this information?

Mr. ScHumuLTs. Mr. Chairman, I don’t think that it would be fair
to say that crime has gone up as a result of the inability to use the
information. Our point is, as we all know, crime is a very, very
serious problem, particularly when you are talking about drug
trafficking, as Senator Chiles did, and organized crime, and that

access to tax information in a carefully controlled way is certainly -

desirable. The proposals that the administration is making, in
effect, would protect the legitimate claims of taxpayer privacy and
would not injure in any way our voluntary tax compliance system,
but at the same time will make it, in carefully circumscribed
situations, easier for the criminal justice agencies to get informa-
tion faster. _

I think speed is very important here. I believe that the GAO
study indicated that it took something like 65 days on the average
t%get access to tax information. This is really too long. While the
IRS and the Justice Department have made some administrative -
improvements, it just simply isn’t necessary, for example, if you
- are going to a court and the court has to make the findings (that is,
you have to establish to the satisfaction of the court the need for
the information) for a request to travel from the field to Washing-
ton, and then have it go back out to the field in order to get to the
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court. We see no reason why the U.S. attorney, or the head of a
strike force, should not have authority to go directly to the court.

Senator GRrAssLEY. I guess I would like to have you state that
having access or requesting information on 1,800 cases, as com-
pared to 255 for another year, and 350 for the most recent year, is
related to a need for investigation, as opposed to the things that
Senator Baucus, for instance, is concerned about, just the fishing
expedition type of use. .

Mr. Scamurts. It is certainly true, and I think my statement
addresses that point. There is certainly a clear need for this tax
and financial related information in prosecuting drug dealers, and
the higher-ups in organized crime. _

I think that the falloff, and the inability of Federal prosecutors—
I should not say inability, but the great difficulty they have in
obtaining this information, is discouraging to them, and it is some-
thing that we ought not to do lightly. - o

A better-balance can be struck, and on the basis of 5 years of
experience, it is our recommendation that, and this is true of
Senator Nunn’s bill as well, the Congress take another look at
access to tax information and strike a better balance on the basis
of the experience we have had with the Tax Reform Act.-

Senator GRASSLEY. Since the concept of S. 782 and the adminis-
tration’s proposal is the use of IRS information to assist other
Federal agencies in enforcing the Federal criminal laws, why is
there a need to disclose the information to State authorities?

. I know you did speak to that in your emphasis on that point, but
you did not speak directly to the question.

Mr. ScumuLts. Certainly, the problem of dealing with crime
broadly falls primarily on State and local agencies. That is particu-
larly true in violent crime. The point in the bill is that where a
Federal prosecutor has tax information, because the target, if you
will, is suspected of a Federal crime, and has gone to a court or
otherwise obtained the tax information in a lawful manner, and
then he ascertains or has reason to believe that in fact the same
target has committed a State felony, it seems reasonable for the
Federal Government, having that information in its possession, to
.turn it over only, and I stress this, only to the State attorney
general or the district attorney, and even then only after the
Federal prosecutor has gone to a court and established to the
. court’s satisfaction that the information ought to be turned over.

To have this information be in the hands of the Federal Govern-
ment, under the circumstances where there is clear evidence of a
State felony, and not turn it over to the State to prosecute crimi-
nals would be a very serious mistake in our view. We see no sort of
privacy or other interests being jeopardized here. We simply ought
to be making better use of this information to prosecute nontax
crimes. It is very important.

Senator GrassLEy. You are not indicating in any way that an
individual’s Federal tax return would show evidence of criminal
activity, whereas the State tax return might not?

Mr. Scumurts. That might be true, but my point does not go to
that question.

S
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I do emphasize that the State and local officials cannot make a
request. This is in the hands of Federal prosecutors. There is no
history of abuse of this information by Federal prosecutors.

Senator GrassLeEy. Once the IRS has released information to a
Federal agency, what restrictions are there in the administration’s
proposal on the redisclosure of the IRS information?

Mr. ScamuLTs. The restrictions, of course, would subject anyone
who rediscloses tax information in violation of the law to criminals
and civil penalties. Over and above that, of course, there would be
administrative and disciplinary proceedings. So there is consider-
able deterrence here, we believe, to assure that tax information is
not redisclosed to unauthorized persons.

Senator GRrAssLEY. Since Federal investigators and prosecutors
can obtain almost as much tax information under current law as
under the administration’s proposal, is it your conclusion that Fed-
eral investigators and prosecutors currently are not attempting to
get relevant tax information because of the administrative steps
necessary to obtain the information?

Mr. ScamuLTs. Yes; that is my information.

Senator GrassLey. Would you characterize your problems with
the current law as not being able to obtain enough tax information,
or j’s it not being able to obtain the information in a timely fash-
ion? :

Mr. ScamuLts. Both, Mr. Chairman. I think that there is evi-
- dence that there has been information in the hands of the IRS over
the years that has not been turned over to criminal justice agencies
for use in prosecution. Of course, the delay and the procedural
morass is discouraging to Federal prosecutors.

On both of those points, both the administration’s bill and Sena-
tor Nunn’s bill do not discard the protections in the Tax Reform
Act. Taxpayer information will remain very carefully controlled
under the amendments we are proposing, and that Senator Nunn
is proposing. We think the safeguards will remain rigid. Indeed,
many of the changes just conform the law to existing practice.

Senator Chiles mentioned the catch-22 situation in the law,
where you really have to prove that the tax information you are
getting is valuable before you have even seen it, which is an
impossible standard. The courts by and large have not adhered to
this standard because they know it doesn’t make any sense. So
courts have been more reasonable than the literal language of the
law. Several of our changes attempt to address that point, and I
hope that you would try to keep that in mind.

enator GRASSLEY. Generally, at what point during an investiga-
tion would you like to have IRS information?

Specifically, how much other information, which may constitute
evidence of violation of Federal criminal law, would you normally
have before requesting IRS information?

Mr. Scuimurts. Mr. Chairman, that is very difficult to answer as
it will vary from case to case. :

It is clear that you do need some other evidence because yo
must have, in fact, an allegation of criminal conduct to make the
formal request or to go into court. So presumably there will al-
ready be some Federal investigation underway based on nontax
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information evidence. As to how much that would be, I think that
is really quite impossible to answer in the abstract.

Senator GrASSLEY. Under the administration’s proposal, Federal
agencies engaged in foreign intelligence, and counterintelligence
- activities will be able to obtain IRS information. How will they
benefit from this information?

Mr. ScumuLrs. Do you mean in what way is it useful?

Senator GRASSLEY. Yes.

Mr. ScumuLts. For example, when someone is living above and
beyond their means, or their visible means, certainly tax informa-
tion or financial information is extremely useful to have in seeing
what the other sources of income are. They might be payment from
a foreign government in connection with intelligence activities, or
they might be payment from your grandmother’s trust. That sort
of information is extremely useful. )

I would note in that connection that our bill provides some very
tough criteria for the Attorney General to establish before he could
get access to that sort of tax information. Our bill would require a
personal certification by the Attorney General, and then the fur-
ther protection of reports to the Congressional Intelligence Com-
mittees.

So we think that this provision is carefully circumscribed, but
would be useful to the Government in a vital area.

Senator GRASSLEY. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Thank you, Mr. Deputy Attorney General, for coming here, and
we appreciate your help today.

As you understand it, what is the big problem that the Federal
law enforcement agencies have? This is the same question I asked
the Commissioner. _

To what degree is the problem standard; is the standard too high
that the Federal law enforcement officials have to meet in trying
to get taxpayer return information or the returns themselves in
order to prosecute Federal crimes?

Or, to what degree is the problem bureaucratic redtape delays?
What is the essential problem here; to what degree is it third party
information compared with return and return information?

Mr. Scumurrss. I think that it is in part all of those things. The
. standard is clearly too high, as Senator Chiles indicated.

Senator Baucus. What part of the standard is too high?

Mr. ScamuLts. For example, 6103(iX(1)b)(2) requires that “there
is reason to believe that such return or return information is
~probative evidence of a matter in issue related to the commission
of the act.” That is in part a catch-22 requirement. Until you have
seen the return, you don’t really know that. That is an example, I
think, of a standard that should be changed.

Senator Baucus. What standard is in the administration’s bill?

Mr. Scamurrs. The standard in the administration’s bill, we
think, largely conforms the law to what courts have actually done,
but people may differ with this.

Senator Baucus. What are the operative words?

Mr. ScHmuLTs. There are really three tests. One, there -is a
reasonable cause to believe, based upon information believed to be
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reliable, that a specific crime has been, is being, or will be commit-
ted. That is essentially the same in the present law and in our bill.

Two, the information is sought exclusively for use in a Federal
criminal investigation or proceeding concerning such crime.

Three, here is, I think, the corresponding standard—‘‘There is
reasonable cause to believe that the information may be relevant
to a matter relating to the commission of such criminal act.” That,
in our view, is largely what the courts have done anyway, but it is
helpful to clarify this in the law to prevent differing judicial inter-
pretations.

Senator Baucus. Since this is what the courts have done

. Sorma
r. SCHMULTZ. In most cases.

Senator BAucus. If that is what the courts have done anyway in
most cases, then logically the problem is not so much the standard
as it is the bureaucratic delay.

Mr. ScumuLts. Yes and no. This is a problem. I am not saying
this is not a problem. I am saying that it makes sense to conform
the law. It is helpful to prosecutors out there in the field to know
what they can obtain and what they have to show.

Senator BaAucus. Assuming that the judges——

Mr. ScuMuLTs. And it is helpful to the judges, yes, sir.

Senator Baucus. Assuming that the judges are practicing com-
monsense.

Mr. ScamuLts. I wish that we could assume that in all cases.

Senator BAucus. Again, assuming it is the case that the adminis-
tration’s bill is largely written to conform the law with the present
practice, again 1 pose the question, doesn’t it seem that the greater
problem lies in the excessive centralization of the Justice Depart-
ment procedures, or some other area than the standard?

Mr. ScumuLTs. Excessive centralization is required now by the
present law. That is the next change that you have asked about a
revision of the procedures.

We think it would be desirable to change those procedures, so
that the requests to courts do not have to come here to Washington
to Main Justice, but instead can go directly to the court at the
initiation of a U.S. attorney, or the head of a strike force.

I mentioned before the need for speedy access. Under current
law, a request for tax information in fact has to come to the
Department of Justice and be authorized by the Assistant Attorney
General, for the most part, in the Criminal Division. It takes a lot
of timeé, and we would like to shorten and cut that process, bearing
in mind that it still has to go to a court. A judge still has to be
satisfied that the criteria have been met, and that is basically the
taxpayer’s Brotection here.

Senator Baucus. Do you know in how many cases a Federal law
enforcement officer has requested certain taxpayer return informa-
tion or returns themselves, where that law enforcement officer,
since 1976, was declined? ~

Mr. Scumurts. No, sir. I heard you ask that of Senator Chiles.
We will attempt to get that for you, if we keep information that
wag, and we will provide it for the record.

enator Baucus. I understand, too, the administration position is
that not only judges but magistrates should have this authority?
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Mr. ScamuLts. Yes, sir.

Senator BAucus. Why is that?

Mr. ScumuLTs. Magistrates can issue search warrants, and we
really don’t see any difference between issuing a search warrant,
which in many ways is a lot more intrusive than obtaining tax
information which has already been provided to one Federal
agency, the IRS. So we think that it makes sense to have magis-
trates authorize access to tax information. It is, again, part of the
need for speed, and so forth.

Senator Baucus. To what degree is the problem of Federal law
enforcement agencies, the problem they face, the inability for them
to get third party information, or is it more the inability of them to
get taxpayer return information directly from the taxpayer or from
the IRS? -

Mr. Scamurts. As to which one is more important than the
other, I don’t really know. Of course, that would vary from case to
case, and in the abstract, I cannot answer the question. ‘

Senator Baucus. The main reason for this bill is because the
dope peddlers are getting away with peddling dope.

Mr. ScumuLts. Right.

Senator BAaucus. So we are trying to stop that.

Mr. ScumuLts. Yes, and organized crime as well.

Senator BAucus. In an effort to try to stop that, how important
is the problem of obtaining-third party information by the Federal
{)a‘\)wh‘e;nforcement agencies, the EDA or whoever? Is it 90-10 or is it

th -

Mr. ScamuLrts. It is certainly a major problem, which one is
more important than the other, I would not be prepared to quanti-
fy that. They are both very important. Certainly, third party infor-
mation is extremely important.

Senator Baucus. Obviously, I am trying to find out what the
problem is, and suggest the problem directly.

Thank you.

Senator GRAsSLEY. You suggested that a need for the legislation
is drug trafficking and organized crime. Does the administration
see this legislation as necessary for a broader array of criminal
activity beyond those two you just mentioned, or basically limited
to those two, or maybe, as I was going to ask more specifically, or
just to help solve the problem of drug trafficking?

Mr. ScumuLTs. No, we see the problem as being across the board,
I think. When you start citing examples, we should talk about
organized crime as well as drug trafficking.

: nator GrAssLEY. But in the councils, where the administration
decided to propose legislation, there was not just the talk of this as
a tool to help solve one or two major crimes?

Mr. ScumuLrts. No, sir. We see this as important to deal with the
issue of crime generally, and to strike a better, more appropriate
balance between taxpayer privacy and the needs of the public to
have the Federal Government get about addressing the issue of
crime in a more effective way.

Senator GrassLEY. Thank you very much for your kind testimo-
ny, your expertise, and for presenting the administration’s point of
view on this legislation.
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Senator Sam Nunn has come to the hearing, so as I announced
“previously, I will call Senator Nunn to iive his testimony.

Thank you for your leadership in this area. This hearing is a
direct result of a commitment I made to you when your amend-
ment was up on the floor of the Senate as an amendment to the
tax bill, that we would, if the legislation did not dgo through, as a
compromise hold this hearing. Thanks to you leadership and \y‘our

request, we are here today.

STATEMENT OF HON. SAM NUNN, U.S. SENATOR FROM THE
STATE OF GEORGIA

Senator NUNN. Thank you very much, Mr. Chairman. I appreci-
ate very much you having these hearings this rapidly. I had hoped
we would have them this year, and I had expected that it would be
next year. My hopes rather than my expectations have come to
pass, which is unusual in the Congress as far as timing, at least.

I also want to thank Senator Baucus for his participation in
these hearings, and for his study of this issue over a long period of
time. We have not always completely agreed on every detail, but
he has given a great deal of time and thought to this subject, and
for that I am very grateful.

Mr. Chairman, I am delighted to appear here this afternoon at
the opening of this subcommittee’s hearings on the proposed-
amendments to the Tax Reform Act of 1976. S. 732, which em-
bodies those amendments and which I sponsored with the biparti-
san support of 19 other Senators before the Senate on March 17,
1981, attena)f)ts to remedy serious problems concerning the role of
the Internal Revenue Service in Federal law enforcement efforts.

S. 732 is similar to S. 2402, S. 2404, and S. 2405 which I and 10
other cosponsors introduced before the 96th Congress in March of
1980. I might add that S. 732 was passed by the Senate on July 27,
1981, which you just alluded to, as amendment 492 to the Economic
Recovery Tax Act of 1981. A similar amendment was not enacted
by the House of Representatives, however. The conference report
concerning those provisions recommended full hearings, and of
course the Conference Committee did not approve the final version,
which I was disappointed in, but they had many other matters and
I certainly understand that the House did not feel they had had
sufficient time to study all of these issues.

I just want to offer m{ comments briefly today. I am going to ask
the chairman to put all of my comments in the record, and I will
attempt to summarize them. "

Senator GRAssLEY. Of course.

Senator NUNN. Mr. Chairman, this amendment is an outgrowth
of extensive work done by the Permanent Subcommittee on Investi-
gations, of which I was honored to serve as chairman during the

6th Congress.

Our subcommittee spent the better part of 1979 and 1980 investi-
gating various aspects of organized crime, labor racketeering, and
narcotics trafficking. As I look back on these studies and hearings,
I am astounded at the size and sophistication of the menaces to the
well-being of our Nation. :

The underground eco:z;_ny is estimated at upward of $124 billion
a year, of which the trdffic in illegal narcotics amounts to some-
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where between $44 billion and $63 billion. Included in these astro-
nomical figures are an estimated $25 billion to $50 billion in unre-
ported and untaxed profits.

It has long been recognized that financial investigations relying
on financial and tax records are one of the most effective tools in
piercing the veil of secrecy that protects those at the top of any
criminal organization be it a drug smuggling operation, or a tradi-
tional organized crime family.

Indeed, it was the ability of the Internal Revenue Service to
conduct sophisticated financial investigations that sent such notori-
ous mobsters as Al Capone and Frank Costello to jail on income
tax evasion charges, when other agencies were unable to gather
enough evidence of nontax crimes to have them indicted, much less
convicted.

We found, however, that even though organized crime and nar-
cotics trafficking have become bigger and more sophisticated than
ever before, the one law enforcement agency that the kingpin
criminals fear the most, namely, the Internal Revenue Service, has
largely withdrawn from the fray.

Prosecutors and others involved in Federal law enforcement tes- /
tified before our subcommittee that they were hindered in doing
financial investigations by the reluctance of IRS to lend them a
hand in attacking those who call the shots in organized crime and
narcotics trafficking.

We found that there were two prime reasons for this withdrawal
by the IRS. One was the disclosure provisions of the Tax Reform
Act of 1976, but it would be a mistake, Mr. Chairman, and Senator
Baucus, to blame all the difficulties on this act. The other, and

rhaps just as important, was a general attitude on the part of
RS officials that the agency only should collect taxes and not serve
in any capacity as a law enforcement agency and cooperate on
nontax crimes.

The disclosure provisions of the Tax Reform Act of 1976 are
found in section 6103 of the Internal Revenue Code of 1954. They
were enacted in the dying days of the 94th Congress and were
intended to avoid future abuses of a Watergate nature.

Interestingly enotigh, and certainly there is some virtue to that
act, and we retain in this revision what we think are the virtues,
and that is considerable privacy for taxpayers. But the main allega-
tions that led to the enactment of that law were the allegations
relating to the White House sending down the names of certain
?eople that they wanted investigated and, in their view, prosecuted
or tax crimes. That was what gave impetus to the real thrust.

That is what many people, and I will not say most because I
can’t speak for the minds of the Congress at that time, but many
people felt that that was the thing that was being prohibited. Our
testimony was ample in all the hearings that we have had by
expert witnesses that that was not touched at all by the Tax
Reform Act. It is still no violation of the law for that to happen,
unless it comes under a previous statute which would be malicious
use of prosecution.

So the main target of the Tax Reform Act of 1976, that is the so-
called enemies list, was missed. It is still not a violation of the law
for the President to send the name of Max Baucus down to IRS and
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have him investigated, any more than it is for a citizen of Montana
to turn in the name of Max Baucus and have him investigated.
That target, if that was the target, and I think it was for many,
was simply not covered in this law. I don’t know that it should be
covered, but nevertheless it was not.

In short, various congressional committees found that tax re-
turns and tax information were made available to a number of
Federal agencies for many questionable purposes. I certainly think
all of us would agree that the kinds of disclosures that have gone
on in the past represented an abuse of taxpayer privacy.

But I want to point out, Mr. Chairman, and Senator Baucus, that
the Permanent Subcommittee on Investigations was unable to doc-
ument any abuse of tax information on the part of a Federal
prosecutor, and that is what we are here today to talk about—what
has happened to law enforcement.

To cure these abuses, the Tax Reform Act made tax réturns and
most other information gathered by the IRS confidential and sub-
ject to disclosure by IRS only in accordance with very strict proce-
dures. These procedures apply across the board and govern all
disclosures to all Federal agencies. They are so sweeping that they
can be compared to the use of-a sledge hammer to kill an ant.

IRS agents are forbidden to disclose on their own initiative any
tax return or tax return information, which is any information
they gather in connection with the tax return, or taxpayer return
information, which is any information they obtain from a taxpayer
or his representative, such as his attorney or accountant.

I might say that these definitions have been extended to include
the case where the Internal Revenue Service recovered from a
trashcan outside a building certain discarded records. So the sweep-
ing nature of it is very, very broad. In that particular case, the
Drug Enforcement Administration wanted to see that information,
and they were not allowed to see it because it was deemed to fall
within the definitions which are very broad, sweeping, and very
vague under the present law.

Let us say, for example, that IRS agents conduct an audit of the
bank records of a taxpayer, and they discover in his checking
statements that he has made a series of unexplained cash deposits.
This may very well lead them to suspect that he has been dealing
in narcotics. If, however, they tell the Drug Enforcement Adminis-
tration about this evidence, they would be guilty of a felony under
the Tax Reform Act.

As a result, there is very little criminal information exchanged
today between IRS and the other Federal law enforcement agen-
cies. IRS turned over an average of just 32 pieces of criminal
evidence per year during 1977, 1978, and 1979. DEA officials testi-
fied at our hearings that they received no nontax criminal evidence
over that same period of time.

What happens to the nontax criminal evidence that IRS comes
across during the course of their investigations? Apparently, it is
simply buried somewhere in the IRS files.

For example, IRS agents told our subcommittee that they found
evidence of massive embezzlements when they audited a labor
union’s records, but they could not report this information to the
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Justice Department. Thus, Justice had no information upon which
to begin a nontax prosecution.

In another example, IRS agents found evidence in a taxpayer’s
business records that a policeman had been bribed. The evidence
was never disclosed, and as far as I know sitting here today that
policeman is still on the job. -

In my mind, by keeping secret this evidence of criminal activity
- found in a taxpayer’s business books and records, bank account
statements, and check stubs, we have legislated, inadvertently, un-
intentionally, an exemption for criminals.

Our investigation has convinced me that the disclosure provi-
sions of section 6103, coupled with the way they have been inter-
preted and enforced by IRS have had a highly detrimental effect on
our Federal law enforcement system.

That system is complex and sophisticated. We do not have, nor
do we want, a Federal police state. Instead, we have a series of
agencies broken down by criminal jurisdiction that must operate
with a high degree of cooperation and zoordination. It is not unusu-
al, in fact it is quite common, to combine the skills and information -
of many agencies to achieve any measure of success in criminal
enforcement. -

The language and interpretation of the Tax Reform Act, howev-
er, have caused a severe breakdown in our delicate and complex
Federal law enforcement system. It has taken up to 13 months
simply to receive the assistance of IRS agents in joint investiga-
tions. The Tax Reform Act and its interpretation by IRS has
caused a bureaucratic nightmare in cases where Federal agencies
should willingly assist each other.

Moreover, the Tax Reform Act and its interpretation by IRS
have posed terrible dilemmas for Internal Revenue agents who
must ignore the dictates of justice that apply to every other Ameri-
can, and refuse to turn over evidence of serious crimes to the
appropriate authorities.

It is possible, of course, for other agencies to obtain tax returns
and other IRS-gathered information under section 6103. However,
they must apply for a court order in order to get tax returns, and
they must make written requests to obtain other IRS information
about nontax crimes such as forgery, bribery, or narcotics viola-
tions that comes from sources other than tax returns. In either
situation, the requesting agency must describe the information it
seeks to obtain.

The court order and written request requirements have created a
catch 22 situation. Since Internal Revenue agents are forbidden to
tell the other agencies of the criminal evidence they gather, it is
virtually impossible for these other agencies even to know that

- such information exists, much less to describe that information

with such particularity that they can satisfy the requirements for a
court order or a written request.

In other words, section 6103 requires Federal investigative agen-
cies to go through elaborate request procedures to obtain informa-
tion that they probably do not know that IRS has. This is the catch
22 situation, and it has made all but impossible for the FBI, DEA,
and other agencies to recejve the cooperation and information from
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I might add here that it is my opinion that the other agencies
now cooperate less with IRS because of this. In other words, it is
becoming a two-way street to the detriment of the tax collecting
system of our Nation.

Section 6103 is only part of the reason why IRS dropped out of
the cooperative law enforcement community. Another part is the
attitude of the top officials of the IRS, and I hope, Mr. Chairman,
that this has changed. I believe it started changing in the last year
of the Carter administration, and it is my understanding that that
attitude change is continuing to take place. I hope that that under-
standing is correct.

Between 1974 and 1980, a series of IRS Commissioners and their
top aides took the view that IRS should stick to tax administration,
by which they meant tax collection and only tax collection, and out
of the general law enforcement arena.

They said that paying attention to ordinary taxpayers was a
better way of keeping the voluntary tax collection system working
than cracking down on organized criminals who peg' no taxes, and
who have tremendous ill-gotten gains. We have detailed this in
several reports, which we have written, which we will make availa-
ble for the committee and the staff. -

Obviously, IRS must be aggressive in collecting the Nation’s
taxes, but I can certainly understand the skepticism of a smalltown
waitress who is caught for underreporting her tips, when organized
crime millionaires escape without reporting a cent of their illegal
income. And that too many times has been ‘the case in the past.

Our subcommittee concluded that if the average taxpayer knows
that IRS can successfully collect taxes from the mob, he is a lot
more likely to ante up his fair share, if for no other reason than
fear, the fear of being caught. '

When he sees a drug pusher prosecuted as a result of work by
IRS, he is likely to have confidence in our voluntary tax collection
system. On the other hand, if he sees criminals getting away with
tax evasion on top of murder and extortion, his natural skepticism
toward our tax policy will increase.

IRS’s recent emphasis on ordinary taxpayers has not increased
voluntary compliance with the tax laws. In fact, statistics compiled
by both the IRS and the General Accounting Office indicate that
voluntary compliance with the tax laws has decreased since the
i)assage of the Tax Reform Act, and the subsequent withdrawal of

RS from cooperative law enforcement efforts.

Other statistics indicate the extent of IRS withdrawal. Between
1974 and the first 9 months of 1978, the number of organized crime
cases, which originated from IRS-developed tax information,
dropped from 620 to just 221. We believe now that there have been
some changes that have taken place internally in IRS, and we
think those changes have helped. But we do not believe that the
job can be anywhere near complete without the enactment of this
eglgslation.

here are several fears that I would like to tackle for just a
moment about this h(aigislation. Let me dispel some of them.

I am the first to admit that this is a very, very intricate, confus-
ing, and very complicated area of the law, but if it is understood, 1
believe that the staff and the members of this committee will
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conclude that we have made an extraordinary effort to correct the
abuses and the loopholes, without destroying the crucial privacy
provisions.

Let’s look at the type of information that could be disclosed only
by ex parte order under our amendment as just as under existing
law. This includes individual tax returns and all supporting attach-
ments, such as W-2 forms, lists of donations to charitable and
nonprofit organizations, and various other schedules.

It also includes the returns and supporting documentation of
small closely held corporations, partnerships, associations, and so
forth. In other words, the tax and supporting records of these
organizations, in which there is a privacy expectation because they
usually are closely owned by just a couple of family members or
friends, will be protected just as they are today.

On the other hand, information gathered from other sources,
such as from larger corporations or from third parties, such as
banks, would not have the same degree of protection. The courts
have consistently held that corporate information does not enjoy
the same constitutional protection as individual information, nor is
there the same practical privacy expectation in corporate records,
simply because of the number of people in most corporations that
have access to that information.

Let us look at the judicial standards that the Justice Department
would have to meet before it could gain access to the information
provided by a court order. In order to obtain an ex parte court
order, Justice Department attorneys would have to present infor-
mation believed to be reliable that establishes reasonable cause to
believe that a specific criminal act has been committed.

Those attorneys would have to certify that the information is
sought exclusively for use in a Federal criminal investigation or
proceeding, and they would have to establish to the satisfaction of
a district judge or magistrate that there is a reasonable cause to
believe that the information may be relevant to a matter relating
to the commission of a criminal act.

These are essentially the same standards that must be met under
Federal law in order for authorities to wiretap our telephones, or
put listening devices in our homes and offices. It seems to me, Mr.
Chairman, that if these standards are sufficient to protect the
privacy of our most personal conversations, they are also sufficient
to protect the privacy of our tax information.

In addition to these privacy protections, I would point out that
our bill, unlike the existing provision of the law, would channel all
requests for IRS information through the Justice Department. Only
one agency would be permitted to obtain tax information, and the
requesting official in every case would be a Government attorney.

In other words, Mr. Chairman, our disclosure amendment is
laden wich safeguards for the privacy of all information we can
reasonably expect to keep private. There will be no wholesale
scrapping of privacy here. There will certainly be no sellout to a
few law enforcement authorities who might like to see their work
made easier. There certainly will be no attempt to create a breed-
ing-ground for a repeat of the Watergate abuses. And there also
will be no meat-ax attempt to butcher the Tax Reform Act.
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We believe we have offered a very balanced, well-thought-out
effort to fine-tune section 6103 which, as the record clearly indi-
cates, must be done. These amendments are the product of 2 years
of hard work on the part of several congressional subcommittees,
the Justice Department, and the IRS itself.

No one who is concerned about the privacy of tax returns or a
repetition of the abuses of tax information should fear this amend-
ment. Hard-working, law-abiding taxpayers can rest assured that
the information they supply IRS will remain within that agency
where it belongs.

The people that should fear this legislation are narcotics traffick-
ers and organized crime figures and white-collar criminals who are
cheating other taxpayers by not paying their fair share.

This amendment would give no additional power or abilities to
IRS to gather information about ordinary taxpayers. The ordinary
citizen is and always will be handled in-house by the IRS, with no
need for cooperation with the FBI or DEA.

On the other hand, criminal tax evaders, who earn their money
by participating in a life of crime, should receive different treat-
ment by IRS. In cases where criminal ventures generate profits,
-IRS must have the capability to cooperate with and exchange
information with the Federal investigative and prosecutory agen-
cies.

It is in this very small area, criminal tax evasion, that we seek
our primary change, so that IRS and other Federal law enforce-
ment can work even more effectively against those criminals than
they do today. As it now stands, the Tax Reform Act of 1976 makes
it easier for IRS to go after the average taxpayer than the crimi-
nal, and I submit that this is a reversal of what we should expect.

Mr. Chairman, for generations the Internal Revenue Service led
the way in this Nation’s battle against organized crime and narcot-
ics trafficking. But since 1977, it has hidden behind the disclosure
provisions of the Tax Reform Act to stay out of the battle. It is now
time for us to decide that IRS shall become once again the effective
force for justice that it has been in the past.

We spent many long hours in drafting what we believe is a well-
reasoned amendment. We will retain and do retain the very impor-
tant privacy safeguards that will prevent any repetition of Water-
gate-type abuses, except as enumerated, which were not covered in
the law of 1976. At the same time, we put a duty on IRS to
cooperate once again in the fight against the ever-increasing orga-
nized crime and narcotics problems facing the Nation.

Five years of inactivity by this once effective law enforcement
agency is enough. It is time now to act. ‘

Mr. Chairman, again I want to thank you for the opportunity of
presenting these provisions here today. I know my statement is
long, but it is a complicated subject. I have skipped over a good bit
of it that I would hope would be part of the record.

I would also like to submit a section-by-section summary as well
as a comparison of the existing law with the Nunn proposal, which
may be of some help as you go through this legislation.

Senator GrRassLEY. Without objection, so ordered.

[Statement of Senator Nunn and additional materials follow:]
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STATEMENT OF
e SENATOR SAM NUNN
BEFORE THE

SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
OF THE COMMITTEE ON FINANCE

NOVEMBER 9, 1981

Mr. Chairman, I am delighted to appear here this
afternoon at the opening of this Subcommittee's hearings on the
proposed amendments to the Tax Reform Act of 1976. S. 732, which
embodies those amendments and which I sponsored with the bipartisan

support of 19 other Senators before the Senate on March 17, 1981,

-

attempts to remedy serious problems concerning the role of the
Internal Revenue Service in federal law enforcement efforts,
S. 732 is similar to S. 2402, S. 2404 and S. 2405 which
I AAH 10 other cosponsors introduced before the 96th Congress in
March, 1980. This Subcommittee, then under the leadership of our
distinguished colleague from Montana, Senator Baucus, held a
hearing on those bills on June 20, 1980. After those hearings
I undertook to revise last year's bills, taking into consideration
the testimony of the various witnesses. The result is embodied
in 8. 732, which is before the Subcommittee today.
- I might add that S. 732 was passed by the Senate on
July 27, 1981, as Amendment No. 492 to the Economic Recovery Tax
Act of 1981, A similar amendment was not enacted by the House of
Reﬁresentatives however. The Conference Report concerning these
provisions recommended full hearings on S. 732 in the Sena:ce and on
its companion bill, S. 1502, in the House prior to passage: I
want to thank you, Mr. Chairman, as well as the full committee
and staff, for the prompt scheduling oflthese hearings.
e I would like to take this opportunity to offer my own
comments both as to the factual evidence which I believe supports

- and necessitates the passage of S. 732 and also concerning the

provisions of the bill.

88-187 0—82——-8
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This amendment-is an outgrowth of extensive work done by
the Permanent Subcommittee on Investigations, of which I was honored
to sé}ve as Chariman during the 96th Congress.

Our Subcommittee spent the better part of 1979 and 1980
investigating various aspects of organized crime, labor racketeering,
and narcotics trafficking. As I look back on our studies and hearings,
I am astounded at the size and sophistication ¢© these_triple menaces
to the well-being of our Nation.

The "underground economy"™ is estimated at upwards of
$124 billion a year, of which the traffic in "llegal narcotics
amounts to somewhere betweeen $44 billion and $63 bi.lion. Included
in these astronomical figures are an estimated $25 billion to $50
billion in unreported and untaxed profits. 1In other words, we
may not have had a deficit last year if taxes has been paid on
these illegal profits. -

All of this money has had a tremendous inflationary
impact on the economy of several regions of the country, especially
Florida, Texas and the Southwest areas bordering Mexico. Even my
homestate of Georgia has experienced an increase in narcotics
trafficking, for as enforcement authorities have cracked down oﬁ
smuggling into Florida from South America, many traffickers have
moved their operations northward.

The Permanent Subcommittee on Investigations explored N
this problem extensively, and in December of 1979 we conducted very
thorough hearings on "Illegal Narcotics Profits." We issued a
comprehensive report on this investigation in August 1980. (Senate
Report No. 96-887).

It has long been recognized that financial investigations,
relying on financial and tax records; are one of the most effective
tools in piercing the veil of secrecy that protects those at the
top of any organized crime ring -- be it a drug smuggling operation
or a traditional organized crime family.

Indeed, it was the ability of the Internal Revenue Service
to conduct sophisticated financial investigations that sent such

notorious mobsters as Al Capone and Frank Costello to jail on
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income tax Qvasion charges when other agencies were unable to
gather enough evidence of non-tax crimes to have them indicted;
much less convicted.

We found, however, that even though organized crime and
narcotics trafficking have become bigger and more sophisticated
than ever before, the one law enforcement agency that the kingpin
criminals fear most -- the IRS -- had withdrawn from the fray.

Prosecutors and others involved in Federal law enfozceﬁent‘
testified before our Subcommittee that they were hindered in doing
financial investigations by the reluctance of IRS to lend them a
hand in attacking those who call the shots in organized crime and
narcotics trafficking.

We found that there were two prime reasons for this
withdrawal by the IRS. One was the disclosure provisions of the
Tax Reform Act of 1976. The other was a general attitude on the
part of IRS officials that the™agency only should collect taxes

and not serve in any capacity as a non-tax law enforcement agency.

The Tax Reform Act of 1976

The disclosure provisions of the Tax Reform Act of 1976
are found in Section 6103 of the Internal Revenue Code of 1954
(26 U.S.C. 6103). They were enacted in the dying days of the
94th Congress and were intended to avoid future abuses of a A
"Watergate" nature.

Until the act became effective, tax returns were
considered to be public records, and access to them was governed
by Presidential Executive order. Many Federal agencies, including
the White House, had easy access to tax returns for a wide
variety of uses.
' During the Watergate investigations, it was revealed —
that the Nixon White House had used tax returns to pressure potential
campaign contributors and certain other individuals who were on a
White House "enemies list," and that the Administration had

ordered IRS to gonduct audits of its "enemies."
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It also was revealed by the Senate Judiciary Committee
that an IRS special servlcé staff collected and disseminated
information about thousands of individuals and groups which the
IRS considered to have "extremist views and philosophies." _

In short, various congressional committees found that
tax returns and tax information were made available to a number
of Federal agencies for many questionable purposes. I think all
of us would agree that such disclosure represented an abuse of
taxpayer privacy.

But I want to point out, Mr. Chairman, that the

Permanent Subcommittee on Invéétigations was unable to document
)

any abuse of tax information on the part of a Féderal proseqﬁtor.

To cure these abuses, the Tax Reform-Act made tax
returns and most other information gathered by the IRS confidential
and subject to disclosure by IRS only in accordance with very
strict procedures. These procedures apply across the board
and govern disclogure to all Federal agencies. 'They are so
sweeping that they can be compared to the use of a sledge hammer
to kill an ant.

IRS agents are forbidden to disclose, on their own
initiative, any tax return of "tax return information," which is
any information they gather in connection with a tax return, or
"taxpayer return information," which is any information they
obtain from a taxpayer or his representative, such as his
attorney or accountant.

Let us say, for example, that IRS agents conduct an
audit of the bank records of a taxpayer, and they discover in
his checking accouné‘statements that he has made a series of
unexplained cash deposits. This may very well lead them to suspect
that he has been dééling in narcotics. 1If éhey teil the Drug
Enforcement Administration about this evidence, however, they would
be guilty of a felony under the Tax Reform Act.

As a result, there is very little criminal information
exchanged today bégyeen IRS and the other Federal law enforcement

agencies. IRS turned over an average of just 32 pieces of criminal

——
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evidence per year during 1977, 1978, and 1979. DEA officials
testifigd at our hearings that they received no nontax criminal
evidence over that-same period.

- What happens to the nontax criminal evidence that
IRS agenés come across during the course of their tax investigations?
Apparently, it is buried somewhere in the IRS files.

For example, IRS agents told our\§gbcommittee that they
found evidence of massive embezzlements when Ehey audited a labor
union's records, but they could not report this information to
the Justice Department. Thus, Justice had no information upon
which to begin a nontax prosecution.

In another example, IRS agents found evidence in a
taxpayer's business records that a policeman had been bribed.
That evidence was never disclosed, and the policeman is still on
the job.

These examples pale in comparison to an ;ncident known
as the case of the trash can in which DEA was investigating
a chemist suspected of concocting illegal drugs. DEA learned
that an IRS agent had searched the chemist's trash can and had
discovered evidence that the chemist indeed was making illegal
drugs. However, IRS would not volunteer this evidence to DEA.

The prosecutor subpoenaed the IRS agent and the trash
can documents, but IRS cited the Tax Reform Act and refused to
let the ag;;z\answer the subpoena. IRS said the trash was
gathered in connection with the chemist's tax return: therefore,
the prosecutor needed a court order under section 6103 to see the
documents. -

In my mind, by keeping secret this evidence of criminal
activity found in a taxpayer's business books and records, bank
account statements, and check stubs, we legislated an exemption
for criminals.

Our investigation has convinced me that the disclosure
provisions of section 6103, coupled with the way they have been
‘interpreted and enforced by IRS, have had a highly detrimental

effect on our Federal law enforcement system.
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That system is complex and'sophisticated. We do not
have a Federal police state. Instead, we have a series of
agencies broken down by criminal jurisdiction that must operate
with a high degree of coordination and cooperation. It is not
unusual, in fact it is quite common, to combine the skills and.
information of many agencies to achieVe any measure of success
in criminal enforcement.

IRS has a fine tradition and history of being one of
the most effective law enforcement agencies, especially in cases
involving high echelon criminals. Obviously, since the purpose
of criminal ventures is to make money, very few substantive
crimes can be committed without some tax consequence. Therefo}e,
IRS always has been -~ and continues to be =-- a key agency both
in terms of financial expertise and in terms of financial
information.

The language and interpretation of the Tax Reform
Act, however, have caused a savere breakdown in our delicate
and complex Federal law enforcement system. It has taken up
to 13 months simply to receive the assistance of IRS agents in
joint investigations. The Tax Reform Act and its interpretation
by IRS has caused a bureaucratic nightmare in cases where
Federal agencies should willingly assist each other. Moreover,
the Tax Reform Act and its 1nterpretat}ons by IRS have made,
in effect, common criminals out of IRS agents who must ignore
the dictates of justice for every other American, and refuse to

turn over evidence of serious crimes to the appropriate authorities.

The "Catch 22"

It is possible, of course, for other agencies to obtaih
tax returns and other IRS-gathered information under section 6103.
However, they must apply for a court order in order to get tax
returns, in& they must make written requests to obtain other IRS
information about non-tax crimes such as forgery, bribery, or
narcotics violations that comes from sources other than tax
returns.

In either situation; the requesting agency must desacribe

the information it seeks to obtain.
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The court order and written request requirements have
created a "Catch 22" situation. Since IRS agents are forbidden
to tell the other agencies of the criminal evidence they gather,
it is virtually impossible for these other agencies even to‘know
that such information exists, much less to describe that information
with such particularity that they can satisfy the requirements
for a court order or written request.

In other words, section 6103 required federal

investigative agencies to go éhrough elaborate request procedures

“to obtain information that they may not even know that IRS has.

This "Catch 22" situation has made it all but impossible

for the FBI, DEA, and other agencies to receive the necesgary

information and cooperation from the IRS.
IRS Attitude -

Section 6103 is only a part of the reason why IRS dropped
out of the cooperative law enforcement community. Another part
is the attitude of the top officials of the IRS and the policies and
procedures they adopted in interpreting and app;ying section 6103.

Between 1974 and 1980, a series of IRS commissioners
and their top aides took ghe view that IRS should stick to "tax
administration® =-- by which they'meant tax collection and only
tax collection =-- and out of the general law enforcement arena.

They said that paying attention to ordinar§ taxpayers
was a better way of keeping the voluntary tax collection system
qorking than was cracking down on organized criminals who pay
no taxes on their tremendous ill-gotten gains.

In our report on "Illegal Narcotics Profits," the
Permanent Subcommittee on Investigations differed witﬁ that view
of tax administration.

Obviously, IRS must be aggresive in collecting the
Nation's taxes, but we understand the skepticism of a small town
waitress who is caught for under-reporting her tips when Qrganized
orime millionairesuiscape without reporting a cent of theit lllegal

income.
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Our Subcommittee concluded that if the average taxpayer
knows that IRS can successfully collect t&xes from the mob, he
is a lot more likely to ante up his fair share -- if for no other
reason than the fear of being caught.

When he sees a drug pusher prosecuted as the result
of work by the IRS, he is likely to have confidence in our volunfazy
tax collection system and feel that his taxes are being well spent,
especially on law enforcement. On the other hand, if he sees
criminals getting away with tax evasion on top of murder and
extortion, his natural skepticism toward our tax policy will
increase. -~

IRS' recent emphasis on ordinary taxpayers has not
increased voluntary compliance with the tax laws. In fact,
statistics compiled by both the IRS and the General Accounting
Office indicate that voluntary compliance with the tax laws
actually has decreased since passage of the Tax Reform Act of
1976 and the subsequent withdrawal of IRS from cooperative
law enforcement efforts aimed at big-time criminals.

The GAO findings also refute the contention that voluntary
compliance is in direct proportion to the degree of confidentiality
of tax return information. If that is so, then the total
confidentiality of the Tax Reform Act would have resulted in total
compliapce. Obviously, it has not. ' _

Other-statistics indicated the extent of IRS withdrawal:
baetween 1974 and the first nine months of 1978, the number of
organized crime cases which originated from IRS-developed tax
information dropped from 620 to just 221.

Partially as a result of our Subcommittee's work, the
Carter Administration ordered IRS to step up its investigations
of suspected narcotics dealers and organized criminals. 1IRS has

devoted more of its resources to these efforts, and it has adjusted

"some of its policies and interpretations with respect to the

disclosure of non-tax criminal evidence obtained by its agents.
These are steps in the right direction; however, we

still need to fine-tune the Tax Reform Act of 1976 in order to

remove some serious and unnecessary roadblocks to IRS active

participation in federal law enforcement.
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Diclosure Amendments

Our amendments will not scrap the privacy safeguards
which were written into the Tax Reform Act, but it will strike a
balance so that IRS can and will again cdbperate with federal
prosecutors, to whom no documented abuse of tax information
has been attributed. )

Let me try to dispel some of the unfounded fears of
our disclosure amendment by explaining how its provisions will
protect the privacy of tax returns and other information supplied
to IRS. I am sure that once these provisions are understood -- and
I admit this is an intricate, sometimes confusing area of the

law =- they will be accurately seen for their privacy merits as

well as their attempt to improve law enforcement.

Let's look at the types of information that could be
disclosed only by ex parte court order, just as under existing
law, Thisiincludes individual tax returns and all supporting
attachments, such as W-2 forms, lists of donations to charitable
and non-profit organizations, and various other schedules.

It also includes the returns and supporting documentation
of small closely held corporations, partnerships, associations,
unions or other entities consisting of no more than two owners
or members. In other words, the tax and supporting records of
these organizations =-- in which there is a privacy expectation
because they usually are tlosely owned by only two family members
or friends -- will be protected just as they are today.

On the other hand, information gathered from other
sources, such as from larger corporations or from third parties,
such as banks, would not have the same degree of protection.

The courts have_consistently held that corporate information does
not enjoy the same constitutional pro;ections as individual
information; nor is there the same practical pribacy expectation
in corporate records, simply because of the number of people in
most corporations who have access to that informatio;. We really
" cannot expect the same degree of privacy for information about

us that is maintained by third parties as we do for information

that is in our own possession.
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The fact of the matter is that other Government
agencies, such as the Securities and Exchange Commission and the
Department of Labor have access to similar information concerning
entities, but those agencies, unlike IRS, have no disclosure
prohibitions to interfere with their referring criminal information

to the Justice Department, which they do on a regular basis.

Let us look at the judicial standards that the Justice
Department would have to meet before it could gain access to the
information protected by court order. 1In order to obtain an
ex parte order, Justice Department attorneys would have to present
information believed to be reliable that establishes reasonable
cause to believe that a specific criminal act has been committed.
Those attorneys would have to certify that the information
is sought exclusively for use in a Federal criminal investigation
or proceeding, and they would have to establish to the satisfaction
of a district_judge or magistrate that there is reasonable cause
.to believe that the information may be relevant to a matter
relating to the commission of the criminal act.

These are essentially the same standards ﬁhat nust be
met under federal law in order for authorities to wiretap our
telephones or put listening devices in our homes and offices. It
seems to me that if these standards are sufficient to protect the
privacy of our most personal conversations, they also are sufficient
to protect our tax information.

In addition to these privacy proteotions, I would point
out that our bill - uﬂlike the existing provision of the Tax
Reform Act -- would channel all requests for IRS informa:ion
through the Justige Department. Only one agency would be permitted
to obtain tax information, and the requesting official in every
case would be a‘government attorney.

In other words, Mr. Chairman, our disclosure amendment
is laden with safeguards for the privacy of all information we
can reasonably expect to keep private. There will be no wholesale
scrapping of privacy fere. There will be no "sell-out" to a few

law enforcement authorities who might like to see their work made
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easier. There certainly will be no attempt here to create_a breeding
ground for a repeat of the so-called Watergate abuses. And there
certainly will be no "meat-ax" attempt to butcher the Tax Reform

Act. ) )

On the other hand, we believe we offer a very balanced,
well-thought-out effort to fine-tune section 6103 of the Internal
Revenue Code, which, as the record clearly indicates, needs to be done.

These amendments are the product of two year's hard
work on the part of several congressional subcommittees, the Justice
Department, and the IRS itself. They have been developed in the
broad daylight with the views of all sides considered.

No one who is concerned about the privacy of tax returns
or a repetigion of the abuses of tax information should fear this
amendment. Hard working, law-abiding taxpayers can rest assured
that the information they supply IRS will remain within that agency
where it belongs.. )

The only people that need fear this legislation;a:e narcotics
traffickers and organized crime figures and white collar criminals
who are contributing to inflation and who are cheating other

taxpayers by not paying their fair share.
This amendment would give no additional power or

abilities to IRS to gather information about ordinary taxpayers.
The ordinary citizen is and always will be handled
"in-house” by the IRS with no need for cooperation with the FBI
or DEA. On the other hand, criminal tax evaders, who earn their
money by participating in a life of crime, receive different
treatment by IRS, In cases where criminal ventures generate
profits, IRS must have the capability to cooperate with and
axchange information with the federal investigative and prosecutive
agenices. “
It is in this very small area -- criminal tax
evade;s -- that we seek our primary change so that IRS and
other federal law enforcement agencies can work even more
effectively together against these criminals than they can today.
As it now stands, the Tax Reform Act of 1976 makes it much
easier for IRS to go after the average taxpayer than the cr&minal.
This is a complete reversal of the societal priorities that we

should be encouraging.
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Civil Damage Provisions

The Tax Reform Act of 1976 contains severe criminal
and civil penalities for persons who disclose tax returns or
related information in violation of the Act.

The civil damage provision, 26 U.S.C. 7217, makes any
person who willfully or negligently discloses a tax return or
tax return information in violation of the Act personally
liable for civil damages in a suit brought against him by the
taxpayer. -

Existing law provides that there is no civil liability
for disclosures which result from good faith, but wrong,
interpretations of the Act.

Our proposed change to section 7217 provides that the
Government will be liable for damages awarded against a Federal
official or employee so long as the disclosure occurred within
the scope of his employment and was not done corruptly, maliciously,
in return for anything of value,. or willfully in violation of
the disclosure provisions of the Act.

We do not believe that IRS agents should be personally
liable for damages arising out of disclosur;s which are not done

with wrongful intent, and our proposal spells this out.
Criminal Penalties

The criminal penalties of the Tax Reform Act, 26 U.S.C.
7213, make it -a felony to willfully disclose tax returns or tax -
return information in violation of the Act. Persons found guilty
can be fined up to $5,000 or sentenced to jail for up to 5 years,
or both, and assessed the costs of prosacution.

Under existing law, theré is no defense available for
good faith but wrong interpretations of the disclosure provisions,
As a result, IRS agents testified before our Subcommittee, they
will always stay on the safe side of the law and not disclose any
IRS information to ogh?r agencies except in the most serious
situations. The disclosure provisions are not always easy to

interpret in every situation when an IRS agent comes across evidence
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of a nontax crime. In fact, even though IRS has issued a number
of “clarifying" interpretations and instructions, its agents
testified that thejﬂnever could be sure if they were violating
the Act when they discloyed lnfor@g&}oa. In fact, IRS's own
legal counsel had difficulty interpreting the provisions when
asked questions at our hearings.

In order to ease the minds of IRS agents and to encourage
them to report nonreturn information of possible crimes, we
propose that an affirmative defense provision be added to the
criminal penalty section to relieve them of criminal liability
when they can establish that they made the disclosure based on
good faith, though erroneous, interpretation of the disclosure

provisions,

Conclusion

Mr. Chairman, for generations the Internal Revenue
Service led the way in this Nation's battle against organized
crime and narcotics trafficking, but since 1977 it has hidden
behind the disclosure provisions of the Tax Reform Act to stay
out of the fray.

It is now time for us to decide that IRS shall become
once again the effective force for justice that it was in the days
of bootleggers and rumrunners. -Our proposals will send IRS a clear
and unmistakable signal that it should do just that.

We have spent hany long hours in drafting what we feel
is a very well-reasoned amendment. We will retain very imporgigt .
privacy safeguards that will prevent any repetition of Watergate-type
abuses. At the same time, we put a duty on IRS to cooperate once
again with the fight against the ever increasing organized crime
and narcotics problems facing the Nation.

Five years of inactivity by this once effective law
enforcement agency is enough. It is time to act.

Mr. Chairman, my full statement, together with a
section-by-section analysis of S. 73g‘and a comparison of it to
existing law appears in the March 17, 1581 cOngresgional Record.

I would like to present a copy of that for the record of these

hearings. -—
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I thank you and the Subcommittee for this opportunity
to discuss the provisions of S. 732, and I would be pleased to

answer any questions you may have. ~



. (a)

()

Disclosure Provisions

cwpaxi#on f! Exis$ing Law to Nunn Proposal

26 usc 6103 Existing Law

General Rule~~"Returns” and "return information
shall be confidential, and no person who had had
access to returns or retwn information shall
disclose the returns or information, except as
authorized in §6103.

Definitions

(1) Return—Tax or information return, declara-
tion or estimated tax or claim for refund, or
claim for refund, or amending or supplement .
thereto, including supporting schedules,; attach-
ments, or lists vhich are supplemental to, or
part of, the filed return.

(2) Return Information-—A taxpayer's identity;

the nature, source or amount of his income,
peyments, receipts, deductions, exemptions, credits
assets, liabilities, net worth, tax liadility, tex
withheld, deffciencies, overassessments, or tax
payments; vhether the taxpayer's return vas, is
being, or will be examined or subject to investi-
gation or processing; any other data received,
recorded, prepared,!or collected by, or furnished
to a determination of tax liabdbility; any written
determination, or any background file document
relating to such determination, vhich is not open

for pudblic inspeation, .

! ' NUNN Proposal
e

.o -~

Ctmpgo in nomenclature to reflect new
terns "roturn information” and “pon-return
information” vice “returns” and "return
information.” :

(1) Return information——Includes tax returns
and supporting documentstion nov covered under
"return® and "any information provided by or oo
behalf of an individual taxpayer {including
natural persons or corporatives, partnership,
association, union or otter eutity consisting of
no more than 2 owners, shareholders, partners,
or members] to vhoa such information relates.”
(Sce (b)(3) delov.) '

(2) Non-Return Information-—Any other informa-
tion in possession of IRS except data in a form
which cannot be used to identify, directly or
indirectly, s particular taxpayer.

The 3 existing definitions are reduccd to 2.
DOJ must obtain an ex parte order to gain
access to tax returns, supporting susmiksions,
or any other information subaitted to IRS with
respect to an individual or a smell corporation,
partnership, association, union, or other eatity
pade up of no more than tvo members. The
records of a small corporation owned by a man
and his wife, for example, will be protected by
the court order provision. Records «<f a large
corporation other than tax returns and other

panying d ts required by lav to dbe
suppifed to IRS (in vhich privacy exipcctations
sre less because a number of persons have access
to the information) would not be covered by a
court order but would require a formal request
from the DOJ to IRS.

Information which does not identify a particular
taxpayer, such as statistical data ard rulings
vhich do vot ideatify the taxpayer, may be
disclosed vithout & court order.

gd1
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{
(3) Taxpayer return information--Return information
as in (2)) vhich is filed vith, or furnished to,
IRS by or on beholf of the taxpayer or to whom
such information relates.

¢

(1) Disclosure for administration of Federal laws
Federal lavs not relating to tax administration.

(1) Non-tax criminal investigation--

(A) Information from taxpeyer--Upon grant
of an ex parte order by a Federal '
district court judge, & rcturn or
taxpayer return information shall be
open, but only to the extent necessary
as provided in the order, to officers
or employces of a Federal agency who
are personally and directly engaged in
~-ond solcly for their use in--prepara-
tion of any administrative or Judicial
proceeding (or investigation which
may result i{n such a proceeding)
pertaining to the enforcement of a
specifically designated Federal criminal
statute

NUNN Proposal |

}

(3) Indaividual Taxpayer--Any natural person
or a corporation, partnership, association,
union, or other entity consisting of no more
than 2 owners, shareholders, partners, 0r
menders.

(1) Disclosure of return information

(A) Return information shell be disclosed,
pursuant to an ex parte order of a
federal district court judge or magistrate,
to officers and employees of the
Justice Department who are personally and
directly engaged in and solely for their
use in preparation for any administrative,
judicial, or grand jury proceeding (or
investigation which may result in such a
proceeding) pertaining to the enforcement
of a specifically designated federal
criminal statute (not involving tax
administration).

The order may provide for continuous
disclosure if'justified under subparagraph
(B){111) [i.e., there is reasonadble cause
to believe the information may be relevent
to a matter relating to commission of a
criminal act]. .

{
Comments

Carter administration and other witu«:ises
advocated keeping the books ond recerds of
small corporations, c¢te., vithin thc court
order provision since these usually are, for
all practical purposes, owned by a single
individual, vho has an expectation that
these records will remain private. In the
case of larger corporations, the courts have
made clear that no such privacy expectation
ik present.

Disclosure of return information wouil be
permitted only to Justice Department. per-
sonnel, not to those of other federa! agencics
as nov permitted, and only for use ir a crimi-
nal proceeding or fnvestigation. This pro-
vides an additional check on the appropriatncss
and legality of disclosnre.

Magistrates, vho muy issue search warrants,
would be alloved to issue ex parte cisclosure
orders as vell as district Judges.

The present statute had a privision vhich
included return information vhich hac been
loosely interpreted to cover taxpaycr books
and records, accountants’ books and (.—ecords,
corporate records, third-party interviews,
tips from other agencies and other zaterial
by law to provide IRS. Thus, the present

act had the unfortunate result of puiting IRS
in the position of discovering bribery,
embezzlement, union payoffs, etc. ir fimancial
records of organizations but not beiznz able to
turn it over or tell the Justice Dejartment
about 1it.

R
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26 USC 6103 Existing Law

(B) Application for order—Thc heud of nny Federal
agency descrived dn (A) or, if the Justice

Departacnt, the AG, Deputy AG, or Assistant
AG, may authorize an application for an ex
parte order.

The jJudge may grant the order if he dcterminez
on the basis of facts submitted by the applicant
that—

({) there is reasonable cause to bdelieve, based
on informatiocn believed to be reliadble, that
a specific criminal act has been committed;

(11) there is reason to belicve that such return
i

or return information Is probative evidence
of a matter in issue relatcd to the commission
of such criminal act; and

{1i1) the fnformation sought to be disclosed cannot

reasonably be obtained from any other source,
unless the information constitutes the most
probative evidence of a matter in issue
relating to the commission of such criminal
act.

lowever, IRS shall not disclose any return or return
{nformation if it determines and certifics to the court
that such disclosure would identify a confidential
{nformant or seriously impair a civil or criainal tax
investigation.

NUNN Proposal

{B) Application for order--The Attorney
General, Deputy AG, an Assistant AG,
a United States Attorney, or the Attorney-
in-charge of a Criminal Divisjor Organized
Crime Strike Force may authorize an :
application for an ex parte order.

The judge or magistrate may grant the order
if he determines on the basis of facts
submitted that—

(1) {no change)

(11) the information is sought exclusively for
use in a federal criminal investigation or
proceeding concerning such act; and

(if1) there is rcasonable cause to believe that
the information may be relevant to a matter
relating to the commission of such
criminal act. .

No chnng'e. |

Comnents

Applications for ox parte orders co:id be made -
only by certain DOJ offficials, not }o- officials

‘of other sgencies. This ic an uddi: ional

privucy safcguard not in cxisting lnw.,
' |

The existing standards requirc DOJ to describe
vith specificity tax infrrmation thoti its
attorneys have never scen. This leacs to a
"catch-22" gituation. The proposcd changes would
establish standards similar to those nov required
under the federal vwire tap statutes. While they
wvould eliminate the "catch-22" aspecis, they are
high enough to protect against indi-criminate
violations of individual privacy.

The proposed standard is mare reascr ble vith the
added safeguard of prosccutorial fnl.rvention.
The main criticism of the present standard vas
that it wvas impossible to meet. Thor:rore, no
one used it.

Also we've eliminatcd the third requaircment that
the Covernment prove the financial ininrmation
cannot be obtained from any other source. The
fact is that the financial informatiun is
"available” elsevhere but that the Governwent
would have to completely reconstrucl - tanpayer's
bank records to duplicate the infori..ticu on the
return, This third requirement of the present
act olso requires the Covernment to prove that
the tax return vas the most probative evidence
of the crime to be proven. Since this section
deals only with non-tax crimes, the tax return
1tself would never be the most probative evidence
of the crime. Only the actusl financial record
would qualify. Thus an impossible standard would
be deleted.

gzl
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No siailar provision.

Further disclosure is governed by
{£)(1)(A) above. '

(2) Return information other than taxpayer
return information--Upon written recquest by
agency heads authorized to apply for cx parte
order [para. (1)(A)}, information supplicd by
third partics {{.c., return information not
supplicd by or on bchalf of a taxpayer) shall
disclosed to officers and caployees of such
sgency personally and directly engaged in, and
solely for their use in, preparation for any
aduinistrative or judicial proceeding (or
investigation which may result in such a pro-
ceeding).

B !

NUNN Proposal

(C)-Duty of TRS--IRS shall disclose to the
appropriste Justice Department attorney
such information ordered disclosed as-soon
as practicable folloving receipt of the

ex parte order.

Further disclosure--The governmeant attorney
may furthey disclogse return information to

such other/ federal government personnel or
y to assist him

in a criminal investigation or in preparation

(p)

Conments ~

Witnesses testified that even vhen n order

1s obtained under existing 86103, 1u3 has

taken inordinate time to comply, even to

the point of Jeopandizing criminal trials.

This nev provision would remedy thore delays.
Essentially, there would be no chunyc in further
disclosure as a practical matter. “his languase
is similar to that already contain:: in Rule 6(c)
of the Federal Rules of Criminal Mr:cedure,
regarding the relcase of secret grond Jjury

for the administrative, judicial or grand jury evidence.

proceeding upon which the ex parte order is
based.

(2) Disclosure of Nonreturn information.

(A) Upon vritten request from the head of a |
federal agency, the Inspector General
thercof, or the Attorney General or his
designee in the case of the Justice
Department, the IRS shall disclose non-
return information as soon as practicable
to officers and employees of such agency
personally and directly engaged in, and
solely for their sue in preparatioa for
any administrative, judicial, or grand
Jury proceeding (or investigation vhich
moy result in such a proceeding) as
described in paragraph (1)(A).

The procedurcs for rcquesting nonrcturn information
would not be altcered substantislly. MNowever, since
the definitions would be c! » mare information-.
such as corporate records, third party records, und
witneas intervievs--could de producsl pursuant to
written request rather than by couri order thanm is
the case under existing lav.

921
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Such vritten request shall set forth~-
(A) the name and address of the taxpayer;

{B) taxable period(s) to vhich the return
information relates;

{C) the statutory suthority under which the
proceeding or investigation is being
’conductcd; and

{D) the specific reason(s) vhy such disclosure
is or may be material to the proceeding or
investigation.

Hovever, IRS shall not disclose any return or
return information if it determines that such
disclosure would identify a confidential '
informant or seriously impair a civil or
criminal tox investigation. The name and
address of a taxpayer may be disclosed under

tbis paragraph.

No specific provision 1on further disclosure
(see(1)(2) adove).

NUNN Proposal

Such written request shall set forth—-
(1) the name and address of the taxpayer;

(11) the taxadble period(s) to vhich th
noareturn information relates;

(111) the statutory authority under vhich
the proceeding or 1nve'tigati&n is deing
conducted, and .

(1v) allegations of criminal conduct giving
role to the proceeding or investigation.

No Change.

(B) Further disclosure--The agency head, an
I.G.,.- or the AG or his designee may further

disclose nonreturn information to such federal

personnel or vitness as he deems necessary ‘to

essist him in preparation for the administratiwe,
- This is the same procedure nov in effect

Judicial, or grand jury proceeding upon vhich
the request is dbased.

Comments

Since it 1s DOJ and not IRS wvhi~ii must
determine 1f evidence is materin: to a
criminal proceeding or investigation,

the change would require DOJ mercly to

cite the conduct vhich gave risc to

the request. !

There would be no substantial change ir;/
further disclosure except permii disclosure
to vitnesses, who often must be shown
evidence during an fnvestigation or in
preparstion for a criwminal proceeding.

pursuant to Rule 6(e), Federal Rules
of Criminal Procedure concerning the
disclosure of -secret grand jury
evidence.

131



26 USC $6103 Existing Law

Uader parsgraph (1)(1), taxpayer identity
{nformation is considered to be taxpayer
return inforsation and sudbject to disclosure
onlyw;rmtofmcxpnmm. Howvever,
under peragraph {1)(2), texpayer identity
Anformation may be disclosed in connection
with the disclosure, pursuant to written ,
request, of return information other than that
provided by or on behalf of a taxpayer (i.e.,
third-party information).

(3) Disclosure of return information concernin
ible criminal activities-—IRS may disclose

in writing return information (other than
that provided by or on behalf of a taxpayer)
which may constitute evidence of a violation
of Feteral criminal lavs to the extent
necessary to apprise the hcad of the appro-
priate Federal sgency charged vith enforcing
such lavs. The name and address of a taxpayer
may be disclosed, even though supplied by the
texpayer, if there is thid-party return
{nformation thst may constitute evidence of
a Federal crime.

7

NUNN Proposal

(C) For this purpose, the name, address
end social sccurity number of a taxpaysr,
vhether a taxpayer filed a return for a
given year or yesrs, and vhetber there
is or has dDeen a criminal investigation
of a taxpayer shall be treated as non-
return information.

(3) Secretary's duty to disclose nonreturn
criminal information.

(A) The RS shall disclose, as soon as
practicable and in writing, nonreturn
information vhich may constitute
evidence of a violstion of federal
criminal laws to the extent necessary
to apprise the head of the appropriate
federal agency or his designee charged
with the responsidility for enforcing
such lavs. For this purpose, the
peme and address of the taxpayer shall
be treated ss nonretwrn information.

Coaments

Our section makes it c¢lear that taxpay~
idcutification information is availadl~
upon written request of the attorncy for
the ‘government. This avoids problems such
as those faced by lav enforcement officcers
vhen trying to return stolen property
according to social security numbers and
IRS won't provide the information under
the present act.

Present lav merely permits IRS to disclose
third-party criminal information to DOJ.
The change would put an affirmative durien
on IRS to carry out every citizens basi:
duty to report evidence of crime, except
vhere the information is return information.

Our section requires the IRS to disclose
crimina)l dnformation it uncovers except
anything listed on the tax return itsel?
and accompanying records. Under the
present act IRS {s not required to disclose
the information {and the evidence at the
PSI hearing disclosed that they dida‘'t).
The tax return would still dbe inviolate
except via court order.

This section eliminates the "catch-22"
situstion of requiring an agency to
request information without ever knovirs |
vhat informstion exists. This section also
would require IRS to alert the Justice
Department to criminal information.

821
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.

No similar provisiocn.

IRS shall not disclose any return

or return information if it determines
that such disclosure voul? identifty a
confidential informant or'seriously
impair a civil or criminal tax investi-

gation.

No similar provision.

'

NUNN Propoéosal

Comments )

(3)

(c)

(%)

In addition to the above disclosures,  _
vhenever IRS recommends to DOJ a prosecutiocn
for tax lawv violation, it shall furnish to
DOJ any return or nonraturn information !
revieved, developed, or obtained during
the tax investigation vhich may constitute
evidence of a violation of federal criminal
lavs.

Howcver, IRS may decline to disclose any *
information under the above paragraphs if

it determines that such disclosure would
identify a confidential informant or seriously
impair a civil or criminal tax investigation.

Use in judicial or administrative proceeding——
Any information obtained wndaer paragraphs &)J
(2), or (3) may be entered into evidence in
accordance with the Federal Rules of Evidence

or other ayplicable lav in any administrative,
Judicial, or grand jury proceeding pertaining

to the enforcement of a specifically designated
federal criminal statute (not including tax
sdninistration) or any ancillary civil proceeding
to which the United States or any agency thereof :
is s party. . .

Once IRS has recommended a tax prore:ution

to DOJ, it can disclose tax inform-ion relating
to the case. This minor alteration would only
allov IRS, after it has recommended o tax case
to DOJ for prosecution, the ability to give DOJ
all information associated vith tha: case.

i

No change in substance.

This section codifies the commonly a:ccepted rise

of tax returns obtained pursuant to 6103 in federal
courts according to the appropriate rules

evidence. This section would also provide a
mechanisa to transfer information corcerning
federal civil litigation to the appropriate federal
authority. Under the present act, no such provision
exists. GAO found, -for instance, that the Govern-
ment under the present act lost federal civil cases
of substantial size because it could not obtain

" information from IRS. This section would provide

a mechanism to transfer information in serious civil
cases such as civil rights, anti-trust and fraud
cases vhich an ancillary to a criminal proceeding.
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.Jo sinilar provisions

Ko similar provision.

‘

NUNN Proposal

Any such information may be disclosed to the
extent required by order of a court pursuant
to 18 USC 3500 or Rule 16 of the federal Rules
of Criminal Procedure, or other applicable
discovery requiremsnts, such court being autborized
in the issuance of such order to give due consi-
deration to congressional) policy favoring the .
confidentiality of return and nonreturn information
ag set forth in this title.

-

However, any information obtained under paragraphs
(1), (2), or (3) shall not de admitted into evidence
in such proceeding if IRS determines and notifies
the AC or designee or the hesd of such agency that

such admission would identify a confidential informant
or seriously impair a c¢ivil or criminal tax investiga-

tion, unless the court shall othervise direct such
disclosure.

(5) Emergency circumstances--Under cmergency
circumstances involving an imminent danger of
physical injury to any person, serious physical
damage to property, or flight from prosecution,
IRS may disclose information, including return
information, to the extent necessary to apprise the
appropriate federal agency of such emergency. As
soon as practicadle thereafter, IRS shall notify
DOJ of this action, and DOJ shall thereupon notify
the appropriate federsl district court or magistrate
of the disclosure.

Comnents -

This section nllows IRS to disclose nay
information to the appropriate ag:ncy in
circunstances vhere a threat exists of
injury to a perssn, serious damege to
property, or flight from prosecution.

This obviates prodlems that exist under the
present lav vhere even thrests of assassina-.
tion couldn’t de disclosed without elaborate
and time-consuming procedures. This scction
requires that after the emergency disclosure,
the: Government notify the appropriatc court
of the disclosure. '
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¥o similar provisions.

NUNN Proposal

(6) Assistance of IRS in joint tax and non-tax
investigationo--No portion of 50103 shall be .-~

Interpreted to preclude or prevent IRS from
assisting any other federal investigative
agency in investigations of criminal matters
vhich moy lead to income tax violations, or
from investigating or gathering relevant
information concerning persons involved in
such criminal activities.

(1) Disclosure to State authority upon certification

of evidence of a State felone violation—-the
official to vhom disclosure has been made may
apply to a district court for an ex parte order
to further disclose to a State Attorney General
or district sttorney any return or nonreturn
information that is relevant to a violation of
a State felony statute. The application shall set
forth the name and address of the taxpayer, the
relevant taxsble period(s), the State felong
violation and statute, and a description of the
information sought to be disclosed.

-

Comnents

This soction makes it clear on the fac~

of the statute that IRS is frce to vorx
Jointly vith other government agencies tn
combating crime. This is to obviate the
need to process a Title 26 Grand Jury request
simply to obtain the assistance of IRS.
Hearing testimony revealed that the Grand
Jury request process took upwards of onc¢
year just to obtain the services of IRS in

a criminal case.

Thio section gives the government a mechaniss

to provide evidence of state crimes to ine
appropriatc authorities. The present act
contained no such'provision. Thig sec'ion
provides for a court-authorized procedurc to give
evidence of state crimes to state authorities.
Under the present act, for instance, cvidence of
briding a policeman in the hands of IES sould not
be given to the appropriate state auth-:rities.
‘Our revision provides a mechanism to az-omplish
this which includes a court order as a privacy

safeguard.
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26-UsC §6103 Existing Law

Ro similar provision.

/ No similar provisions.

/ NUNN Proposal

The order for discloure to State authorities
may be granted if the judge or magistrate
finds on the facts subaitted that—

(A) there is reasonable cause to believe,
based on information delieved to de
reliadble, that a specific state
felong violation has occurred; and

(8) there is reasonable cause to believe
that the information may be relevant
to a matter relating to thewcommission
of such violation.

'

{x){k) Disclosure to competent authority under
international convention--Return or non-
return information may be disclosed to
competent authority of a foreign govern-
ment vhich has a tax convention, mutuol
assistence treaty, or other convention
relating to the exchange of tax informe-
tion with the U.S. dut only to the terms
of the agreement.

Disclosure of return or nonreturn
information sought pursuant to a treaty

or convention for use in non-tax criminal

matters may be made only after a U.S.
district judge or magistrate issued an
ex parte order that there is—

(A) reasonable cause to believe that the

Comments

This scction creates a mechanism to allov
the Covernment to perform according to
mutual assistance trcaties it has entercld
into with foreign countries to exchange
eriminal evidence. Under the present ac’.,
IRS refused to give criminal evidence tc
the Justice Department so that it could
comply vith this country's mutual assistince
treaties.

information may be relevant to a matter of a specific /
criminal act that has deen committed or is deing
comuitted egainst the laws of the foreign country,
and
. (B) that the information is sought exclusively
for us in such country's criminal investigation or
proceeding concerning c¢riminal act.
1
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26 USC 86103 Existing Law

(n)(l) It shall be unlavful for any pr.:.cnt

or former officer or emploype of
federal governcent to willfully
disclose any rcturn or return informn-
tion except as authorized in 26 USC
€103. A violation s punishalle
by a fine not exceeding 35,000 or
S years in prison, or btoth, Logether

fth the costs of prosc.ution, and any

sson convicted of a violation shall be
¢ ocharged from Coverawcnt esyloy. !

!

e

NUNN Proposal )

{Criminal Penalty for Disclosure)

No change.

(d) It shall be an affirmative defense
that such disclosure of return or
nonreturn information resulted from
a good faith, but erroneous, inter-
pretation of section 6103 vhile a
federal employee vas acting within
the scope of his employment.

IRS agents testified that section 6103 is very
technical and detailed, and that IRS' inlrpr-
pretations of the section have been confucing
to them. Therefore, rather risk violating
7213, wvhich contains no good faith defensc,
they are "gun shy" and reluctant to discloze
criminal evidence even when, as a techaical,
they are permitted to do so, Therefore, 2
good faith defense would be added to 26 UCS
T213.
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.26 USC 7217 Existing Law

(a) General rule—Whenever any person
knovingly, or by rcason of negligence,
disclozes a return or return informa-
tion in violation of cection 6103,
the taxpayer may bring a civil action
for damages against such person.

NUNN Proposal

(Civil Penalties for Disclosures)

"(a) G al rule--Whenever any federal employee
knowingly, or by rcason of negligence, discloses
return or nonrcturn information in violation
of section 6103, the taxpayer may dring a civil
action for damages exclusively against the agency
employing that employece. Waenever any person
other than a federal employee discloses return
or nonreturn information in violation of section
6103, the taxpayer may dbring a civil action
directly against such person.

Comments

The change shifts liability foi- demnges
for authorized disclosure in twe case

of a federal employce from the individual
employee to the Government.
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SECTION-BY-SECTION SUMMARY

OF PROPOSED AMENDMENTS TO 26 U.S.C. 6103,

26 U.s.C. 7213, NAND 26 U.S.C. 7217

This bill would streamline and clarify provisions of the
Internal Revenue Code governing access to tax information for use

in non-tax crlmxnal investxgatzons and prosecutions. The bill ~

combines the salient features of Senate-initiated proposails

and. those developed by the carter administration. This compromise

measure is based on more than eight months of study and hearings

by four Congressional committees. Generally, the bill would clarify

ambiguities in existing law, refine needlessly cumbersome ﬁrécedures,
and distinguish between privacy rights of individuals as coatrasted

with those of legal entities such as corporations. The modest

changes proposed would substantially assist federal law enforcement
authorities in combatting narcotics trafficking, organized crime

and white-collar offenses involving large sums of money. At the

same time, the bill preserves the safeguards for taxpayer privacy

established in 1976.

-

Definitions of Protected Information
[26 U.S.C. 6103(b) (1-3)])

Exist:ng Jaw uses a baffling series of four terms to descr;be

information held by IRS, i.e., "returns," "return information,"

*taxpayex return information," and “return infoxmation other than

taxpayer return information." S. 2402 wolld clarify the law by

adopting a workable two-part definitional structure.
— Section ). The new §6103(b) (1) would describe the first

category of protected tax information, ®return information,

* which
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includes (A) rcturns of all taxpayers and (B) underlying records
and information submitted by or on behalf of "individual taxpayers,

to support the filing of a tax return. E -

Section 2. The second category of 1n£ormatxon held by IRS,

“non-return information,” is defined to encompass all information
held by IRS not covered by the definition of "return information.*
Section 3. The bill defines the term "individual taxpayer®

as an individual or a legal entit§ with no more than two owners,

shareholders, or membgrs. such as a small, family-owned business,

Taken together, these three definitions simplify existing law

by reducing thé~number‘of categories of information from four to two;

moreover, the two new categories of information conform to the methods

of obtaining access: "return information" requires a court order

while “"non-return information” may be obtained pursuant to a fornal

law enforcement request under (i) {(2) or pursuant to a report of crime
under (i) (3). The only substantive change made by the revised

definitional structure is that the books and records of legal entities,

such as banks and corrorations, are made available under (i) (2) or (1) (3); they
are now available only under (i)(1l), as are books and reccads of
individuals.

The rationale for the distinction is that natural persons
have greater privacy rights than do corporations or other entities.
A'similar distinction is made in the Privacy Act of 1974 (5 u.s.cC.
SEZa) and the Financial Privacy Act of 1978 (1zfu.s.c. 3401-3422),
neither of whiéh applics to corporate rccords:

.
Morcover, recoxds of

corporations and other entitics arc normally subject to inspection

by sharcholders and othiers with an interest in the entity, as well
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as federal, state and local authorities; individual books and -
-ecords are not. Furthermore, books and rccords of legal entities
are . normally maintained for purposes other, than tax requirements;
individual books and rccords .are frequently maintained solely to
939?11,Q55h tax }aws. Finally, the Fifgh amendnent privilege

against self-incrimination does not extend to legal entities.

For these reasons, S. 2402 accords a higher degree of pro-

tection.to underlying books and records of individuals than to those

of legal entities. Because legal entities comprised of only two

persons, such as small, closely-held businesses, are usually the

alter ego of an individual, they are treated as individuals. Again,
it Shbuld#;; noted‘;hat Eil tax returns are accorded the higher
degree of protection without regard to the nature of the taxpayer;
the distinction between individuals and entities applies only to

underlying information, primarily financial books and records.

pisclosure Pursuant to Court Order
{26 U.S.C. 6103(i) (1))

- Section 4, Part 1. The revised §6103(i) (1) preserves the
structure of the existing court order,pgovision. The modifications

ave intended only to clarify existing law and to-make the literal’
terms of the staiute comply with actual practice.
For example, the standards in existing (i) (1), if read literally,
" require a factual  showing that cannot be made unless the prosecutor
seeking access is alrecady in possession“of the information sought.
Courts have interprcted this language in a commonsensc fashion to
require proof only of those facts a federal prosccutor can realistically

be expected to demonstrate: that there is rcasonable cause to Eflicve

a specific federal crime has occurred or is occurring, that therc is
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-

reasonable cause to beliecve tax information is relevant to that
offense, and ghat-fhe informaéiég‘will be usecad cxclusivel} for
investigation and prosecution of that offense. S. 2402 would
substituta these ;tandards fq;'those of egisting law, Becaus;
this merely codifies present practice, it ﬁas ho practical effect
on taxpayer priVacy or tax administration. It does, ypwéver,
-reduce the potentiai fér_widely varving judicial results and the:
extréme‘chilljng effect that the unrealistic language of cufrept
law has on federal prosecutors who nced tax information for

legitimate law enforcement purposes. -

The proposed standard is more reasonable, with the added safeguard
of prosecutorial intervention. The main criticism of the present standard
was that it was impossible to meet. fhe}efore, no one used it. Also,;l
the proposed would eliminate the_third requirement that the Government
prove the financial information cannot be obtained from any other source.
The fact is that the financial information is *available" elsewhere, but:
t;;‘Government would have to completely reconstruct a taxpayer's bank
records to duplicate the information on the return. This third require-
ment of the present act also requires the Government to prove that the
tax return was the most probative evidence of the crime to be proven.
Since this section deals only with non-tax crimes, the tax return itself.

wouid never be the most probative evidence of the crime. Only the actual

financial records would qualify. Thus an impossible standard would be
deleted.
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The new (i)flf modifies the class of federal officials wh;
nay auéhorize an application for a court order. Existing law
requires all such applications to be routed through Washington for
approval before being presented to the court, a reqdirement which
results in substantial delay and paperwork. The new (i) (1} (B) would
permit United States Attorneys and Attorneys-in-Charge of Organized
Crime Strike Forces in the field to present applications directly
to the appropr;ate federal court for consxderatxon.

S. 2402 would delete the authority currently possessed by all
heads of federal agencies to approve (i) (1) applxcatxons, thereby
centralizing application authority in a single agency, the Department
of Justice, where it can be more effectively coordinated. Since 1976,
only five applications for (i) (1) orders have been signéd by non-Justice

Department entities; this change will not, therefore, adversely affect

federal agéﬁcies._

The revised (i) (1) (p) also clarifies existing law by

~explicitly providing that redlsclosure can be made to those
support personnel necessary to prepare for a criminal prosecu-

tion. This would not change insting practice.

~~

—

" Findlly, the new (i) (1) provides that court orders may be
granted by u.s. Magistrates as well as U.S. District Judges.
Magistrates are now authorized to grant analogous applicatiors

such as those for search and arrest warrants.
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Disclosure Pursuant to Formal Law Enforcement
Request [26 U.S.C. 6193(i)(2)]

Section 4, Part 2. The revised §6103(i) (2) clarifies

existing lav governing requests for non-return information. As

amended, (i) (2) would permit reguests to be made bf~3;§Eice

Department officials in the field, as designated by the Attorney
General, to avoid the necessity of routing all requests through
Washington. It is anticipated that the Attorney General would

Suthorize Assistant quted States httorneys and supervisory-level
officials of investigative agencies to request non-return information,
i.e., officials not directly involved in an investigation. In
.addition to the lileads of agencies nou;auEhorized'to request (i) (2)
information, S. 2402 would grant similar ?uthority to the fifteen

Inspectors General whose mandate is to combat fraud, wvaste and abuse

in federal programs.

The new (i) (2) (C) also authorizes these federal law enforce-

ment officials to inquire whether a taxpayer filecd a return for a
given year and whether there is or has been a criminal investigation

-e

of the taxpayer. This will help'avoid the waste of resources vhich
has occurred vhere a court order is sought and obtained only to find
that the taxpayer did not file a return for the year in question.

' 4 rinai1§, the revised (i) (2) wvould modify the factual‘sh6wing
required tg support a disc;osurg of non-return infotngtién_by sub-
séiéuting "the Elleqation of crininal cénduﬁt g;ving rise to the
procceding or investigation" for ;tﬁe specific reason or fgagons

why such disclosure is or may be material to the proceceding or
inéestigation." Like the (i) (l) court order requirement, a
prosccutor cannot show the materiality of tax informaﬁion to a case

without access to the information sought.

.
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IRS-initiated Disclésure
[26 U.S.C. 6103(i) (3))

Section 4, Part 3. S,

2402 proposes two improvenents to the

proccdure by which IRS initiates rcports of non-tax crime to law

enforcement authorities. First, the new §6103(i) (3) would make such

reports mandatory rather than discrétionary. Second, the new (i) (3)(B)

— . . .
provides that when the IRS refers a tax case to the Dapartment of

Justice, it must also refer any evidence it has of non-tax crimes

committed by the taxpayer. The purpose of the non-disclosure rule
,

is to encourage taxpayers to report their incomes fully and honestly;

taxpaycrs who evade taxes should not benefit from a ‘policy enacted

to ehcourage honest reporting. The proposed section requires the IRs

to dislcose criminal information it uncovers except return information.
Under the present act, IRS is not required to disclose the information

(and the evidence at PSI's hearing disclosed that they do not]. This
section eliminates tirc Catch-22 situation of requiring an agency to

request information without ever knowing what information exists. It

also requires IRS to alert the Justice Department to criminal informa-

|
Adnissibility of Tax Information
3 {26 U.s.C. 6103(i) (4))

Section 4, Part . 4. Finally, section 4 of the comptomise bill

would amend (i) (4) of 56103 to prov;de that tax xnformutxon is

admxssxble in judicial and adnxnx strative proceedings lxke other

evidence rather-than pursuant to spcczal tulos. The bill also

.clarifies that tax information is admxs sible in proccédings "ancillafy

to criminal proceedings. i.e., thosce arising from the same course of

conduct and involving the same parties. Civil proceedings'anclllary'

-to.criminal proceedings include civil forfeiture or damage actions

which may be pursued in qddition to or in lieu of criminal prosecution.

88-137 O0~—82—-10
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The amendments to (i) (4} also clarify that tax information may
be disclosed to a defendant pursuant to the Jencks Act, discovery pro-
visions of the Federal Rules of Criminal Procedure or other discovery

requirements, This éxplicltly protects a defendant's Due Process

rights and is consistent with current practice.

Emergency Disclosure

Section 5, Partll. S. 2402 vould add three new paragraphs to
§6103(i). The new paragraph (i) (5) would permit IRS, in it; dis-
cretion, to report to the appropriate federa aé;ncy any circum-
stances in§olving an imminent danger of ghysical in, iry to any person,
serious piopetty.damage or flight from prosecution. This authority
for disclosure in rare emergency situations is pattérned on the
similar provisions of the Financial Privacy Act of 1978 (12 vu.S.C.
3414(b)) and, like the Financié} Privacy Act, requires that all such

diséloiures be reported promptly to the appropriate federal district
court. o i

Joint Investigations

Section 5, Part 2, "~ The new {i) (6) merxely states that §6103

does not preclude or prevent IRS from assisting or working jointly

with federal law cnforcement agencies in the investigation of non- '

ta» crimes which may involve violations of federal tax laws. This

does not change current law, but clarifies the law &ﬁiph now discourages

such cooperation by the vague and uncertain language in the act.

Disclosure to State and Local Authorities

Section 5, Part 3. S. 2405 also proposes a new (i) (7)

authorizing carefuily limited redisclosure of tax information to

State and local law enforcement authorities. This limited redis-
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closure would be pexmitted only as to information already obtained
- by federal law enforcement officials for a federal non-tax criminal

-investigation. If such information reflects a State felony violation,

the federal official obtaining access would be authorized to go back
to court and seek an order quthorizing redisclosure to the appropriate
State attorney general or district attorney exclusively for use in
the‘investigation or prosecution of that State felony-violation. Like
other persons receiving tax information, the State attorneys general
and district attorneys receiving tax information under (i) (7) wouid

be subject to civil and criminal sanctions for any unauthorized use.

Disclosure Pursuant to Mutual Assistance Treaties

Section 6. S. 2402 would amend §6103(k) (4) to pernit dis-
closutes to foreign governments pursuant to mutual assistance treaties
for use in non-tax criminal matters such as narcotics trafficking,

thereby making it possible for federal officials to obtain reciprocal

disclosure of foreign tax information. Such treaties, of course,

must be ratified by the Senate. To further regulate this foreign

- accehs to tax information, the amended (k) (4) would require entry‘
of an order by a U.S. district court, similar to that required by '
86103(1) (1), before a disclosure could be made. Paragraph (k) (4)
presently aythprizes similar disclosures to foreign governments for

tax use pursuant to international tax conventions.

CRIMINAL PENALTIES

Section 7 would amend the criminal provision of the

Internal Revenue Cods, 26 U.S.C. 7213, to create an affirmative
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defense to prosecution where the disclosure of tax information

-in question was made pursuant to a good faith but erroneous
interpretation of the law.

%
The new subsection would make it clear to federal employees

that they need not fear criminal prosecﬁtion if they proceed

reasonably and in good faith. Actually, this makes no practical

change in e#isting law which requires a "willful” violation to

sustain a conviction, It would, however, reduce the extreme

chilling effect th;h present law has on legitimate disclosures.

CIVIL REMEDY

Section 8 would am;hd the civil remedy section of the
Internal Revenue Code, 26 U.S.C. 7217, to make federal agencies,
rather than individual federal employees, the defendants in suits
alleging unauthorized disclosures of tax information. This change
would conform 87217 to the Financial Privacy Act of 1978 (12-U.S.C.
3417) and the Administration's proposed Tort Claims Act amendments.

Under present law, civil suits may be filed-against
both the federal agency and the employee involved. This creates
a potential conflict of interest requiring rg?ent}on of private
counsel to represent the employee. Moreover, it is unduly harsh
to place federal employees who work with tax information regularly
in the position‘;t.rlsking f%nancial ruin daily for any mistaken
disclosure. ‘

Of course, federal employees would continue to bé subject
to administrative sanctions, including dismissal, for any negligent
disclosure as well as criminal prosecution for any willful, corrupt

or malicious abuse of tax information. ‘ -~

Conforming Amendment

Sect#on 9. The final section of the compromise bill is a
technical conforming amendment to make the remaining provisions of

86103 consistent with the new two-part definition of tax-related
data held by IRS.
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Senator GRASSLEY. You have time for questions, I hope.

Senator NUNN. Surely. ‘

Senator GRASSLEY. Senator Baucus had to excuse himself, and he
will not be back, but he did ask that I ask you for him where your
bill disagrees and is different from the administration bill?

Senator NUNN. I can’t answer that now because I have not seen
the administration bill. I have not had the chance to study it. It is -
my impression that they are very close, but I really can’t give you
a good answer to that.

nator GRASSLEY. If you would like to, for Senator Baucus’'
benefit, submit something in writing for the record. -

Senator NUNN. We will submit it for the record. My impression
is that the two bills are very close.

Senator GrRASSLEY. I will also announce, then, for the benefit of
anybody, that we are going to keep the record open to receive any
appropriate material on this legislation.

i y is it necessary to create new definitions for returns and for
return information; won’t this create problems with other parts of
section 6103? .

Senator NUNN. I would say, whatever problems are created, and
I would never underestimate our ability to create new problems
with solutions because that is the history of legislation. But what-
ever problems are created would pale in comparison to the prob-
lems of the current definitions. That is one of the biggest problems
that flows through the whole problem area.

These definitions, first of all, are very sweeping. I have already
given you one example of having the IRS digging out a trash can
outdoors, and DEA could not even get that information. It was
deemed to be taxpayer information, which to me is incredible, but

" - that was the way it was interpreted.

So the definitional part of the law is uninterpretable. It is vague.
It's all inclusive. It dramatically needs clarification.

We had the Chief Counsel of the Internal Revenue Service for
one of our hearings, and we asked him to give us his interpretation
of several different hypotheticals under the existing law on how
they fit in the definitions, and he could not do it.

Senator GrAssLEY. If judges already use the standards you have
in your bill for granting ex parte court orders, why is it necessary
to include them in your bill? o :

Senator NUNN. Mr. Chairman, let me add to the last question,
and then we could come back to that one. ‘ -

If the definitions cause problems in the 6103 area, you could
isolate our definitions to the non-tax crime section, and my staff:
will be glad to work with yours on that. )

Senator GRASSLEY. All right. . )

Senator NUNN. We will be glad to try to mitigate any confusion
‘caused in here. ‘

"If you don’t mind repeating your last question. ‘

Senator GrassLEy. If judges already use the standards you have
‘in frour bill for grantin% ex parte orders, why is it necessary to
include them in your bill

Senator NUNN. For clarification purposes, and because different
courts have different definitions. The law itself is sufficiently clear,
even though some courts have used common sense and have ap~
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plied a degree of common sense to the law, which I welcome. The
law itself causes a great deal of confusion, and in effect the law
intimidates a great number of people who would otherwise use the
_ provisions of the law, if they knew what the court decisions were,

but many times they don’t. S

Senator GRASSLEY. Disclosing an individual’s tax return to State
and local governments troubles me. Many law enforcement officials
in small communities could divulge the information from an indi-
vidual’s income tax return, and it might at some later time be a
source of embarrassment to that person. Obviously, this sort of
~ disclosure would be very discrete, but incidents do occur. What in
your bill could prevent this from happening?

Senator NUNN. We have sanctions against any individual who
improperly discloses any of this information, or in any way abuses
the information. There would be two court orders that would be
required. : '

First, the Justice Department, on any taxpayer-supplied informa-
tion, would have to get a court order in order to secure that
information. Second, before they turned it over to any State or
local official, there would have to be another court order. So going
through two procedures, we think is sufficient safeguard.

We cannot guarantee in any law against human fallibility, and
nothing in here does that. But there are continued provisions for
punishment, and we think we have, with the two court orders
regzired, very stringent safeguards here.

nator GrRassLEY. What justification is there for ever disclosing
an individual’s tax return to an international entity? -

Your bill provides for broad disclosure of return information to
international authorities. If the problem we are concerned with is
drug trafficking, shouldn’t we just limit the scope of your bill to
disclosing illegal narcotics trafficking?

" Senator NUNN. Mr. Chairman, if that is the wich of the commit-
tee in that particular area, on that subsection about foreign coun-
tries, I would certainly go along with that.

First of all, you would have to have a treaty. Secondly, there
would have to be reciprocity with the other country before this
provision would be enacted. Third, it would only be in matters of
great international congern.

I can visualize matters in the non-narcotics area, in organized
crimeé, and so forth, where it would come into play, but if the
committee wishes to limit it to narcotics, I think it-would be a step
forward. ‘ .

We have got to get foreign countries to cooperate with us in the
narcotics .area. If we don’t improve that cooperation, we are not
going to make a lot of progress. This would encourage them to do
80, but it would only apply if there was reciprocity, and we had t
same provisions, for instance, with a citizen of Colombia. at
would make a tremendous amount of difference in many of our
- prosecutions.

Senator GrassLEY. My last question deals with the subject you
discuss in your written testimony in regard to the difference be-
tween corporations with two or less shareholders, as opposed to
those with three or more.
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What is the significance of two rather than three shareholders,
and is there some evidence that corporations with three or more
shareholders engage in more criminal activity than those compa-
nies owned by two or fewer people?

Senator NUNN. Mr. Chairman, that is a good question. There is
no good answer to that. There is no difference in two and three. We
are simply trying to define small. Two is obviously small. I think
that three is small, too. You might want to say 10, or you might
want to say 25. I would certainly be willing to accept a reasonable
amendment in this area.

I think the point is that large corporations don’t have the expec-
tation of privacy under any of our other laws that the small
corporations have. But there is nothing magic about the number. I
think myself it is too small. Defining a small corporation is a
constant problem in the Small Business Committee. The only real-
istic definttion-I have ever heard is that a small corporation is one
that does not have a fully engaged, full-time paid lobbiest repre-
senting them in Washington. {General laughter.]

Senator GrassLEy. Thank you, Senator Nunn, for your kind at-
tention to our questions, your expert testimony, and your leader-
ship in this area. Obviously, you are tackling a big problem, and I
hope that you are successful.

nator NUNN. Thank you very much, Mr. Chairman. -

Senator Baucus had asked another witness questions about how
many cases, if I could just volunteer some information.

Senator GRASSLEY. Yes.

Senator NUNN. We had a very brief survey done for us by DEA
and FBI. It was done over a weekend, and they only had a very
limited amount of time. We asked them the question: In how many
cases was the IRS impeded in cooperating with DEA and FBI that
they knew about. The catch here is, FBI and DEA don’t know
about most cases, because they don’t ever know that the informa-
tion exists, like the examples I have given you. ]

So in order to get g information, you have to get the IRS to
give you that answer, too. Frankly, they never have been willing,
with their past reluctance to support this kind of legislation, to
pravide that kind of information to us. But I think this committee, -
with its leverage, could probably get that from them, particularly
since they have obviously changed direction now.

The answer to the question we got was that there had been 70
separate cases that were documented by FBI and DEA in which the
Tax Reform Act had severely impeded and/or completely halted
certain criminal investigations. These investigations involved espio-
nage, child pom?raplgr, drug smt:iggling, land fraud, public cor-
ruption, oil fraud, and GSA fraud. But that was a very brief
survey, and perhaps it could be updated.

I would encourage you to get more updated information from
IRS. That is an area where they would have the best information.

Senator GrassLEY. Thank you, Senator.

Senator NunnN. Thank you. L

Senator GRASSLEY. It is now my pleasure to call the person on
the list, Mr William J. Anderson, Director of General Government
Division, General Accounting Office. .

Would you like to introduce your staff members, Mr. Anderson?
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STATEMENT OF WILLIAM J.- ANDERSON, DIRECTOR OF GENER-
AL GOVERNMENT DIVISION, GENERAL ACCOUNTING OFFICE,
ACCOMPANIED BY ANDREA KOLE, ATTORNEY; AND JOHN
GUNNER, AUDIT MANAGER, GENERAL ACCOUNTING OFFICE

Mr. ANDERSON. Good afternoon, Mr. Chairman.

I am accompanied today by, on my left, Andrea Kole, an attor-
ney in our Office of General Counsel, an expert in tax matters. On
my right is John Gunner, the audit manager who has been respon-
sible for GAO’s work in the area involving section 6103 and disclo-

sure of tax information generally.

- I do have a detailed statement which I would like inserted for
the record, sir, and then I have a brief summary I would like to
present. '

Senator GrassLEy. Thank you very much, and your statement
will be printed in the record in toto.

Mr. ANDERSON. Thank {ou, sir.

I think as a result of all the work it has done, GAO is persuaded
that there is a need to revise section 6103 to ease access to the
information that IRS has by law enforcement agencies. We don’t
expect that this is going to result in any great revolution regarding
apprehension of criminals, but it will help. It is an unwinnable
}b;astle apparently, but we do believe there-are some gains to be

ad. _
I would like to briefly cover the problems that we see that
presently flow from the language of 6103. )

First, Justice doesn’t know what IRS is about. There is a rela-
tionship here to between Justice’s policies on successive Federal
prosecution and dual prosecution whereby cases that IRS develops
will at the last minute not be prosecuted, deferring instead to a
drug prosecution. .

Next, U.S. attorneys are making limited use of the access provi-
sions because of the complications involved. The figure was cited
earlier that in 19756 we had 1,800 requests, and recently we are
averaging an amount of 274 a year. .

Next, IRS cannot initiate disclosure of information it has about
nontax crimes that was provided by the taxpayer or his agents. For
example, one we cite in our detailed statement, a taxpayer had
actually shown narcotics to be his occupation in showing iricome of
$200,000 as a result of trafficking in these substances, and yet IRS
was prohibited by the law from disclosing that information to law
enforcement authorities. Whether in fact the law was violated in
some fashion, and whether in some manner the information was
communicated, we cannot speak to. -

Finally, information obtained by Justice attorneys under 6108
cannot be used for related civil proceedings.

As 1 said before, we believe that S. 732 will help, but we do
believe that it needs to be modified in several respects. :

First, we believe that similar protections should be afforded to
all taxpayers. I think you hit on that very precisely here with
Senator Nunn regarding what is magic about one- or two-person
partnerships, and corporations. We believe that corporations and
p:lrtnerships should be afforded the same protections as individ-
uals.
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Next, regarding the limiting of authority to seek access and
relaxing of criteria for getting court approval, we believe that this
should be modified to recognize that access should not be sought if
the information can be obtained more readily in some other fash-
ion.

In other words, we see a need for recognition that Justice
shouldn’t have carte blanche entree, and if in fact the information
can be obtained elsewhere, Justice need not go to IRS to get it.

Next, we disagree with extending access to inspectors general,
and in fact even retaining access for heads of agencies. We believe
that all these requests should be funneled through the Department
of Justice. For one thing, this would certainly insure improved

__ coordination with the Department, and improve awareness of what

is going on across Government.

Next, we believe that there should be some clarification with
respect to the language in the bill where IRS is obligated to dis-
close third-party information to law enforcement agencies. I think
that Commissioner Egger touched on this briefly. :

The point being that if obligated were interpreted to mean that
IRS should on some regular basis scan their files for possible
information, this could impose quite a burden on the Service. If, on
the other hand, they run across this information in the course of
their regular tax administration activities, there is no problem at
all. We believe the committee should consider clarifiying that.

There is one omission in the bill that we believe should be -
addressed; namely, IRS would still lack the authority to unilateral-
ly disclose privileged information, that is, return and taxpayer
return information concerning nontax crimes that it has in its
files, absent a request from a law enforcement agency that has
been successful in obtaining an ex parte order.

We believe that IRS, in such instances, should be empowered to
obtain an ex parte court order on its own initiative, and to transfer

the information to the proper authorities:
- Concerning the emergency_circumstances section of the bill, we
believe that the IRS should be required to include a specific dis-
claimer on its inability to obtain an ex parte order, such as I have
just described,”in order to provide information under the emergen-
cy v%row.vision.

e also have a problem with the open-ended language which
essentially states that no portion of the disclosure provisions are
designed to prevent IRS from assisting other agencies. This is one
broad, seemingly catch-all provision in the bill that perhaps could
be interpreted to override all other provisions in it. We believe it
should be clarified.

Finally, we believe that IRS should be authorized to discuss its
own tax cases with Justice before referring them for prosecution.
Presently, the lack of such authority- probably contributes to the
fairly high declination rate that IRS experiences with the cases
that it submits to Justice.

That concludes my summary, sir. We will try to answer any
questioxig you have.

[Statement of Mr. Anderson follows:]
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C.

FOR RELEASE ON DELIVERY
EXPECTED AT 2:00 P.M. EST
N MONDAY, NOVEMBER 9, 1981

STATEMENT OF
WILLIAM J. ANDERSON, DIRECTOR
GENERAL GOVERNMENT DIVISION
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT OF THE
INTERNAL REVENUE SERVICE
SENATE COMMITTEE ON FINANCE
ON THE EFFECTS OF THE
1976 TAX REFORM ACT'S DISCLOSURE PROViSIONS
ON LAW ENFORCEMENT ACTIVITIES
Mr. Chairman and Members of the Subcommittee:

We ;re pleased to be here today to discuss an issue which
_continues to generate concern and controversy--ghether tax dis-
closure restrictions prevent cooperation and coordination be=-
tween the Internal Revenue Service (IRS) and'other law enforce-
ment agencies. Our testimony is based on extensive work that
we have donekﬁt various times over the last few years on the

e!fce;ahof the disclosure provisions on Federal law enforcement
activities.
— In MQrch 1979, we issued a report to the Joint Committee

on Taxation entitled "Disclosure and Summons Provisions of 1976
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Tax Reform Act--Privacy Gains With Unknown Law Enforcement Ef-
fects" (GGD-78-110). In that report, we pointeé out that the
disclosure provisions had afforded taxpayers increased privacg
_over information they provide IRS but had adversely affected
IRS' ability to coordinate with other m.mbcri of the law en-
forcement community.

In December 1979, we testified before the Permanent Sub-
éonnitteo on Investigations, Senate Committee on Governmental .
Affairs, on IRS' efforts to combat narcotics traffickers. We
1§on§i§}g§ the disclosure provisions as a factor iimiting IRS'
involvement. We stated that changes were needed tc the disclo-
sure provisions, particularly with respect to allowinghxas to
initiate disclosure of information about non-tax crimes.

In April 1980, we testified before the Senate Appropriations
Subcommittee on Treasury, Postal Service, and Gonpral Government
hgn changes needed to strengthen Federal efforts to combat narcot-
ics traffickers. We proposed various administrative actions that
~-IR§ could take to expedite authorizo§ disclosures of tax informa-

tion to other agencies. However, we reemphasized the need for
legislative changes to the disclosure provisions to enhance
cooperation and coordination between IRs—and law enforcement
- agencies.,

Shortly thereafter, hearings were scheduled on a series of
legislative péoposals to amend the disclosure provisions. The
proposals--8,2402, $.2404, and S.2405-~were developed and intro-
duced by. the Chairman of the Permanent Subcommittee ;n Investiga~

tions as a result of the December 1979 hearings. In June 1980,
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we issued a report 1/ and testified on the results of our analy-
sis of the proposed Senate bills. We expressed support for the
overall thrust of the bills. However, we called for substantial
modifications to S$.2402 to accommodate privicy concerns and to
authorize a more effective disclosure mechanism. Following the
June 1980 hoarings.mextensivo revisions were made to S.2402.
Then, in March 1981, §.2402, s§3404,‘and $.2405 were consolidated
and reintroduced in this Congress as S.732.

For several years, we have supported the need for changes to
the disclosure law‘to improve thereffectiyenaso,gf law enforcﬁ-
ment. In doing so, we have consistentlﬁ maintained that it is
essential to strike a proper balance between laegitimate privacy
concerns and equally legitimate law enforcement information needs.
In this regard, our work in the disclosure area has been guided
by two bas;; principles. First. IRS is not primarily a criminal
law enforcement agency. Rather, its primary mission is to col-
lect taxes and to encouraée and achiaeve the highest pos;iblc de-
gree of voluntary compliance with the tax laws. Second, taxpayers
who supply information to IRS have a basic right to priyacy with
f;lpect to that information. Such information should be subject
to disclosure for non-tax purposes only when society has a com-
pelling interest which outweighs individual privacy concerns.

- With those principles in mind, I would now like to describe
some of the specific problems caused by the disclosure provisions

~

1/"pisclosure and Summons Provisions of 1976 Tax Reform Act--
An Analysis of Proposed Legislative Changes" (GGD-80-76,
June 17, 1980).
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and highlight our suggestions for dealing with these problems
Eﬁrough legislation. -
DISCLOSURE PROVISIONS HAVE REDUCED

COORDINATION BETWEEN IRS AND OTHER
RCEMENT AGENCIE

_In enacting the disclosure praovisions, the Congress elearl;‘
‘signaled its intention that IRS concern itself primarily with its
basic mission--encouraging and achieving the highest possible de-
greoﬁbf volugiaty compliance with the tax laws. On the other
h;nd. the Congress did not intend to put a halt to appropriaée
IRS paiticipation‘in joint Federal\gfforta to combat crime. -
Rather, it>§ought to place tight controls on such IRS activi=
ties in an effort to prevent infringeménts on taxpayers' privacy
rights. Since their enactment over S years ago, however, the
disclosure prbbisions have affected cooperation and coordination
between IRS an& other law enforcement agencies in four major
ways. » '_

- First, IRS' ability to coordinatg effectively with Justice
Department attorneys and other law enforcement agencies has been
reduced. Coordination between IRS and the Dapartment of Justice

is essential to efficient Federal law enforcement. U.S. attor-
neys, tor>oxamplc, are responsible for prosecuting criminal tax
éalo. and other criminal cases referred to them by other agencies.
Because gpoy often are aware of the invoatigativo—e!foQti‘é?‘nu-
merous agencies, U.S. attorneys can coordinate Federal law en-
forcement efforts, help prevent duplicative investigations, provide
investigative gufdanco. and othorQLQ9 assist Federal law enforce-

.ment officials in developing successful cases. Likewise, Strike__
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Force attorneys are responsible for coordinating the efforts of
various Federal law enforcement agencies against organized crime.

Under the disclosure provisions, however, U.S. attorneys and
Strike Force attorneys often cannot coordinate IRS' criminal tax
investigations with the non-tax investigations conducted by other
Federal agencies. This is because the provisions, as interpreted
by IRS, generally prohibit the Service from discussing the spec-
ifics of contemplated or ongoing investigations with Justice
attorneys until cases have been formally referred to Justice for
‘prosegution. .

Thus, because Justice attorneys often do not know the iden-
tity . of taxpayers under invostigat;on by IRS, they cannot fully
carry out their prescribed duties. For example, Justice attor-
neys have prosecuted individuals on non-tax criminal charges
without knowing about ongoing tax investigations on the same in-
dividuals.™In such instances,'tﬁe attorneys lose the added ad-
vantage that the rax violaeion; might have brought to their cases. -
In addition, such prosecutions rend;r IRS investigations meaning-
less bacause Justice's ”dﬁal prosecution® policy requires that
all offenses arisiné from a single transaction, such as narcotics
trafficking and evading taxes on the eqsuing profits, should be
tried together. That policy recognizes the difficulties a Justice
attorney would face in seeking to secure a second conviction on
the basis of essentially the same set of facts. The tcllawiﬁé
examples illustrate the dual prosecution problem.

‘ -=An individual who had failed to report at least

$150,000 during a 2-year period was sentenced to
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1 year in prison on a narcotics misdemeanor.” IRS
‘attorneys did not refer the criminalrtax case on
this i&dividnal to Justice because ﬁe already had
been incargerated.
~ ==In another case, the Department of Justice declined
to prosecuts:a Drug Enforcemant Administration class
) I violator -on criminal tax charges because he pled -
guilty to a non-tax felony violation carrying a ﬁ;;imum
;ontod;e of 5 xaérs in prison. Subsequently, the individ- .
ual was sentenced to 5 yéars probaéion. IRS' investiga-
tion thus proved useless from a criminal tax standpoint.
The disclosure provisions also hinder Justice attorneys in pro-
viding investigative guidance to IRS special agents before cases
are formally recommended for prosecution. Finally, the attornays
cannot ot!ecéively coordinate ongoing IRS investigations with
anontigagiénQ being carried out by other Federal agencies.

Second, since: the disclosure provisions were enacted, Justice
attorneys have made little attempt under these provisions to ob-
tyin‘tax information for use in non-tax criminal cases, even when
. they have a bonafide need- for and are authorized to obtain such
“information. In the 1976 Tax Reform Act, the Congress provided
two means through which Federal agencies, such as the Justice
Departnent, could gaigiaccoss to tax information. .

-=To obtain information supplied to IRS by a taxpayer, an

agency h-ad'must obtain a  court order.



156

--To obtain information supplied to IRS by third parties, an
agency head must file a written request for the information
~ with IRS. ‘

Since January 1, 1977, the effective date for the disclosure
provisions, we have closely monitored the utility of these £w6
access mechanisms. The Congrass intended U.S. attorneys and
Strike Force attorneys to be the priﬁe users of -tax information
for non-tax criminal purposes. From the outset, howaver, defini-
tional problems, misunderstandings, and differences over legal
interpretations caused serious problem§.> Moreover, many Justice
Attornnya were of the view that it would be difficult to meet the
criteria to obtain a court order and that the administrative dis-
closure process would be Purdensome and time-consuming. These
Justice attorneys thus decided that they wéuld carry out their
duties as well as they could without tax information. As a re-
iulg; requaests for tax information declined precipitously. Jus=-
tice reported, for example, that-its attorneys had made 1,816
requests for tax information in 1975. 'In contrast, IRS statis-
tics indicate that fewer than 250 requests were received, on the
average, in 1977, 1978, and 1979=-«the first 3 years the discl;-
sure provisions were in effect.

In response to'continuiné congressional inquiriesf‘howover,
Justice ané IRS took a number of administrative actions in 1980
to facilitate the disclosure process under existing. law. éor )
example, IRS decentralized the authority to discloseiﬁax infor-
mation in response to court orders and written requesta. Concur-

rently, Justice developed a comprehensive set of guidelines for

~
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U.S. attorneys. The guidelines soug@g to clarify disclosure
criteria, simplify disclosure paperwork, and otherwise encourage
use of the access mechanisms authorized by existing law. These
actions were successful in removing some of the burden associated
with the étoco-a and improving timeliness. However, on th§ basis
of a recent sampling of Juptice attorneys' views, we detcrmiﬁ;d
that the administrative actions taken had not succeeded in changing
the attorneys' views concerning the access mechanisms. As a result,
the attorneys say they still make little use of tax information
-for.non-tax criminal investigativ@ and prosecutive purposes, despite
congressiohal recognition of the propriety of, and the need for,
such‘ulaa of tax information.

Third, IRS cannot self-initiate the aisclosure of informa-
tion about certain non-tax crimes. For example, in one case we re-
viewed, a taxpayer blatantly listed “narcotics” as his occupation
on his tax return and, over a 2-year periocd, reported well over
$200,000 in revenues from the “sale of controlled substances."

fBecauee the information was reported on a tax raetirn, iRs could
not refer the matter to the Justice Department.

Fourth, current law authorizes Justic;-attorneys, through
court order or written request, to obtain tax information ford
use in nou-t;x qriminal cagses. However, information the attor-
ﬁoys obtain from IRS through these processes cannot be us;d in
eivil proceedings diiictly related to the criminal investigation.
éoF example, under Title 21, Section 881 of the U.S. Code, Jus-

tice attorneys may seak civil forfeiture of vehicles, equipment,
. ‘ ~

- 88181 0—82——11 -
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cash, and other items used in connection with narcotics tran;-
actions. In some 1nat;ncos, a Justice attorney investigating a
udrug trafficker for criminal violations will seek ;ax informa-
tion from IRS. 1If, hawovor,kéhe attorney subsequently decides
to pursue the trafficker under-siqtion 881, he cannot use the
tax information obtained from IRS as part of the civil casae.
SENATE BILL 732, WITH
MODIF TIONS, WOULD HELP
RESOL COORQINATION PROBLEMS

After almost 5 years of experience with the disclosure
provisions, it is apparent that coordination and cooperation
between IRS and law enforcement agencies have been advorsely’
‘affected. Thus, while some administrative actions have been
taken to enhance law untorcement,éfforts, legislative changes
also are needed. Howevaer, there is no need to completély re-
vamp existing law; instead, refinements can be made to resolve
coordination problems while 8till protecting important privacy.
rights. ‘

Although refinements to the disclosure provisions could be
accomplished in various ways, an existing proposal--Senate bill
732-=already contains many of the needed rofinemaﬁts. That bill
can be modified in light of the basic principles mentioned earlier
in my testimony to provide-a more effective disclosuia'procens
and more balance betwegn-privacy and ;aﬁ enforcement. vx would now

like to summarize our proposed modifications, which are discussed

in detail in the appendix to my prepared statement.
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our first moditicatién centers on changes S.732 would m&kq
to categories of tax information. Prcaonivlaw defines three cat-'
egories of tax information--a "rotufn.“ “return information," and
“taxpayer return information." These categories have proven some-
what contus1n§ and noc& to be simplified. si732 saeﬁs to accom=-
plisp that objective by dividing tax'informat;on into two mutual-
ly exclusive cateéoriea-—“roturu information® and “"nonreturn
information.* i

Although we shbport the concept of simplified tax informa-
tion categories, S.732's definition of “return information*
is too narrow. Under 8.732, information supplied to IRS by
any business entity composed of more than two persons would
receive lesa pr;tection than that afforded to information sup-
plied IRS by individual taxpayers. 1In our view, any tax return
information supplied to IRS by any taxpayer ought to be included
within §.732's “return information® category. and should be af-
forded the higher level of protection that category warrants.

Sacond, $.732 would vest the authority to seek access to
tax informacion via court order {n a limited number of Justice
Department attorneys. It would also relax the criteria an at-
torney must meet- to gain the court's approval for such access.
These changes would facilitate appropriatQ use of tax informa-
tion, thus enhancing~federa1 efforts to combat crime. Decen-
tralization should facilitate and improéo timeliness of the dis-
closures process. Relaxing the court order criteria would en-
courage, rather than discourage, use of this access mechanism

where there is a bonafide need for tax information. From a



160

privacy perspective, however, the criteria set forth in 8.732
could be modified to recognize thgt Justice attornéys should
not seek access to tax information via court order if, in fact,
the information can be more readily obtained elsewhere.

"Third, §.732 would extend the authority to seek access to
tax information via written request to additional Justice at-~
torneys, the>heada of Federal agencies, and Inspectors General.
It also would slightly relax the criteria requestors must meet
in order to be granted access to tax info;ﬁhtion. wWhile we agree
with the.intent of this provision, we see no need for agency
heads and Inspectors General to have éhc authority to seek access
via written request. I£ that authority were limited to Justice
attorneys, agcﬂcy heads and Inspectors General céuld still gain
access to needed tax information by coordinating effectively
with Justice. We suggest that S.732 be modified accordingly.

Fourth, present law authorizes IRS to discl;ao information
concerning non-tax crimes it obtaiqg from third parties not
acting on the taxpayer's behalf. §.732 would legally obligate,
rather than authorize, IRS to disclose third-party information
to other Federal law enforcement agencies. 1If interpreted as
requiring IRS eoArcgularly search its files for evidence oé non-
tax crimes, this provision coﬁld cause IRS to become involved
in intelligence gathering to the detriment of" its primary respon-
sibilities. While we do not believe this to be the intent, the
scope Of IRS' responsibilities under this érovision needs

cla:izication.
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On a related matter, under present law, when information
provided by a eaxpafor indicates commission of a non-tax crime
by that person, IRS cannot report the violation to Justice.
$.732 would not resolve this problem. Therefore, we suggest that
it be modified so IRS can apply for an ex parte court order to
disclose such information. The court could then determine whether
the information is material and relevant to-a violation of
criminal law, and whether it ought to be disclosed.

Pifth, preson& law provides no specific authorization for
disclosure under “"emergency circumstances." §S.732 seeks to
resolve this problem by ag}horizing IRS to disciose to other
Federal agencies, without a court order, necessary information
concerning (1) imminent danger to persons or property or (2)
£light from prosecution. We agree with the intent of this
provision. However, the provision could be more narrowly drawn
by keying it to IRS' inability to obiain a court order, as we
suggested ;arlier. in sufficient time to prevent»;he emergency
from occurring.

Sixth, §.732 explicitiy states that no portion of the dis-
closure provisions is designed to prevent IRS from assisting
other agencies in joint tax and ncn-tax investigations. The
intent of this. provision is unclear and, in the extreme, some,
might view it as completely overriding most other disclosure
rastrictions. Therefore, it needs to be clarified.

Finally, consideration also should be given to deailng with

another problem which S.732 does not address. Specifically, under
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curroné law, IRS considers itself precluded from discussing
lnveiilgative targets with Justice attorneys until such time as
completed tax cases are referred for prosecution. As discussed
earlier, this has caused considerable coordination problems

between IRS and Justice. §.732 should address this problen.

In summary, the disclosure provisions have afforded taxpay-
ers increased privacy over information they provide IRS. The
provisions have also affacted coordination between IRS and other
agencies and thus ha;§ had an adverse effect on law enforcement
efforts. The extent of that effect is difficult to measure
and, indeed, may not be measurable. However, one fact is clear--
despite admiﬁistrative actions aimed at facilitating coordination
and cooperation under existing law, problems persist. Thus, to
improve the asffectiveness of Federal law enforcement efforts.
legislative changes are needed-to facilitate cooperation between
IRS and other agencies. The Congress cpuld accommodate this
need aanstill maintain essential privacy controls by enacting
a modified version of S.732.

This concludes my preparod.statemont. We would be pleased

to respoﬁd to any questions.
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APPENDIX I " APPENDIX I

CO&PAM‘I‘ﬁ’! Aﬁuggts OoF 26 U.8.c. §§6103, 7213, and 7217

WITH
SENATE BILL 732 ..

-
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PAX DISCLOSURE PROVISIONS: COMPARISON OF ‘26 u.S.C. §6103 AND S.732 1/

\

. CATEGORIES OF TAX INPORMATION 2
g
26 U.8.C. §6103 ‘ $.732 5
. . -
Existing law divides’ information into three categories: rsturn, Proposal, by definition, divides information into b
return information, and taxpayer return inforwation. return information and nomretura information, elim- =
: : inating the category of taxpayer return information.
(b) Definitions (b) Definitions
(1) Return--any document the taxpayer is required by law to (1) Return information--(a) all docuwents within
file, including iaformation returns, declarations of esti- existing category of “return® and (b) any infor-
mated tax, claims for refund, and any schedules and attach- mation provided to IRS by or on behalf of an in-
wents. ¢ « dividual taxpayer. ¢
. ]
(2) Return information--(a) all information on the re- (2) Nonreturn information--all other information

turns (b) all information IRS has concerning the return, IRS has relating to the return and tax liability. -
(2.g.., whether the return is being audited;) (c) all data )
received or collected by IRS relating to the return and de-
termination of tax liability; and {(d) any background or
. written document on the datermination not open for public
inspection. * -

By definition, return information does not include data

in a form which cannot be associated with, or otherwise

ideatify, directly or indirectly, a particular taxpayer.
- ¢

Proposal adds a new definitions

) :,(3) Taxpeyor return information--return inforwmation (as ' (3) Individual taxpayer--includes any individual
= in (2)) which is filed with or furnished to IRS by or on taxpayer and small corporation, partnership, as-

- behalf of the taxpayer. sociation, union or other entity with no more
. than two members.

§
¢

Ljfhia.analysls is limited to thocippact ot che major provisions of S.732.

I XIaRradav
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Under pro; t law, information supplied to IfS by a taxpayer, or anyone acting on his behalf generally is disclosed
nly pursuant to) court order. This court order rgquirement applies to information supplied by corporate as well as in-
ividual taxpayers. Under S.732, the category ofjprotected tax information would include: (1) all tax returns, and (2)
a1y information supplied ' IRS by, or on behalf of, [individual taxpayers and one- or two-person corporations, partnerships,
- similar business entities. TInformation suppli¢d IRS by any business entity composed of more than two persons could
e disclosed u the written request of certain @overnment officials. We believe that information supplied to IRS by
usiness entities, regardless of size, should remain on the sawe footing as information supplied by individual taxpayers.
¢ would r . therefore, that the bill not draw a distinction between individual taxpayers and corporations, part-
erships, associations, unions, or similar business entities. ’ *

. 'Several factors underlie the rationale for this recommendation. First, the basis for distinguishing between two-
d three-person business entities has not been established. Second, recent court opinions, including those of the Su-
rewe Court, do not support the proposition that corporations, unlike individuals, do not enjoy constitutional protec-
ions. And third, information supplied to IRS by persons in support of a corporate return may disclose information about
odividual taxpayers. 1In other words, in disclosing business records, it may be easy to identify the individual taxpayer
nvolved. This is true regardleass of the size of the business entity involved. Finally, the matter of access to tax in-
armation in general should be placed in perspective. §.732's amendments to section 6103 would facilitate access to all
ax iaformation. This would be accomplished under $.732 primarily by lessening the standards for obtaining court orders

1d decentralizing the authority to reguest tax information. Corporate records could be disclosed under these mechanisms
& readily as individual records. '

{ The importance of $.732's definitional section cannot be overstated since the dgfinitional categories ultimately
etermine the degree of p.ivacy afforded ine taxpayer. Under present law, the statutory definitions are somewhat ambig-
ous and' nead clarificati. a--a point recognized by S.732. One alternative way to clarify the categories of tax informa-
ton, and at the same time provide comparable protection to corporate and individual taxpayers, would be to amend section
103 to provide for only two categories of tax information: (1) return--to include all tax returns and information sup-
lied to IRS by all taxpayers or anyone acting on their behalf, and (2) return information--to include all other infor-
ation IRS has with respect to the taxpayer. Frow a technical standpoint, we note that use of the terms “return® and
return information®, in lieu of $.732's terms “return information® and “nonreturn information,® would miniwmize the need

> make cohﬁotudpg'anandnents to those provisions im section 6103 which are unrelated to disclosures foF law enforceuent
arposes, such as disclosures to the Census Bureau. g

e
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GAO Suggested Stegntor& Language

Paragraph (1) of subsection (b), section 6103 of title 26, Unltod’snte. Code, should be amended to read as follows:

- €1) Return .
" The term "return® means: f
(A) ‘Any tax or information return, declaration of estimated tax, or claim for refund reguired
by, or provided for or permitted under, the provisions of this title which is filed with
the Secretary by, on behalf of, or with respect to any person, and any amendme’r.t or sup-
plement thereto, including supporting schedules, attachments, or lists which are supple-
" mental to, or part of, the return so filed, and
(B) Any information provided by or on behalf of the taxpayer to whom such information relates, including
(1) the nature, source, or amount of the taxpayer's income, payments, receipts, deduc-
tions, exemptions, credits, assets, liabilities, nét worth, tax liability, tax with-
held, deficliencies, over-assessments, or tax payments, and '
(11) any part of any written determination, or any background file docuwent relating to
. o ‘ such written determination (as such terms are defined in section 6110(b)) which is not open
. to public inspection under section 6110, . .
But such term does not include data in a foram which cannot be associated with, or otherwise
identify, directly or indirectly, a particular taxpayer.

y { .
‘Paragraph (2) of subsegtion (b),' section 6103 of title 26, United States Code, should be amended to read as follows:

(2) Return information The term “"return information® weans any information which the Secretary
collects, obtalns, or receives (including whether a ‘return was filed and whether the taxpay-
!  er's return was, is being, or will be examined 'or subject to other investigation or processing),
or any part of any written determination or any background file document relating to :uch writ-
ten determination ‘which is not a return as defined in paragraph (1). . ' .

. But such term does not include data in a form which cannot be associated with, or otherwise
‘identify, directly or indirectly, a particular taxpayer. :
. t ;

i

‘Paragraph (3) of subsection (b), section 6103 of title 26, United States Code, the category “"taxpayer return infor-
mation,” should be repealed, . ., f
: ! " " : /

{ t
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) ' S COURT-ORDERED DISCLOSURES -

26 U.5.C. §6103

{i) Dinclosut. for AMministration of Federal Laws !
“ ! Not Relating to Tax Adniniattation

(1) Non-tax criwminal anestigatlon;

(A) Requires ex ggrte court order for disclosure
of return or taxpayer return information to .

" law enforcement agencies. ‘

" ¢8) Application for order by head of Federal agency
involved in law enforcement or in case of De-
partment of Justice, the Attorney General,
Deputy Attorney General, or Aosiotant Attorney
General.

Bx gertc order way be issued if

(1) on the basis of reliable ibfbrmation, there is
reasonable cause to believe a crime has been
committed;

. (41) there is reason to believe that the return is
probative; and

{tii) information cannot reasonably be obtatned from
another source.
. ’ .

8.732

'

&1) Disclosure for Administration of Federal Laws Not Relatipg

to Tax Administration

(1) Non-tax criminal investigation:

(A) Requires ex parte order for disclosure of "leturn’
information.

{(B) Application for order by Attorney General, Deputy
Attorney General, Assistant Attorney General, U.S.
Attorney, or Attorney in charge of organized criwe
strike force. .

Bx parte order may be issued if

(i) on the basis of reliable information, there is reason~-

* able cause to believe a crime has been, or is being,
cOmn}tted:

(ii) information is sought exclusively for use in Federal

criminal investigation; and there is

(iii) reasonablae calse to believe information sought is

relevant.
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GAO Comments

‘Under -existing law, “return” and “taxpayer return information® can be disclosed only by court order, applied for by
the heads of Pederal law enforcement agencies. Taxpayer return information includes any information concerning the re-
turn supplied to IRS by either the taxpayer or anyone acting on the taxpayer's behalf. Under this provision, for example,
an accountant's work papers provided to IRS during an audit can be disclosed for non-tax purposes only by court order.

) Onder 8.732, ex parte orders would be required for disclosure of "return information.” As a general p}opoalt.i.on, all
other iaformation, Inc ng the records of three or more person business entities, would be disclosed on the request of
certain Government officials. In our view, information supplied to IRS by any taxpayer or his agents should be disclosed
only pursuant to a court order. (See p. I-2). !

. . .8.732-would amend the criteria for obtaining' a court order. According to Justice officials, under the existing cri-
toria, law enforcement agencies are caught in a Catch 22 position. To obtain the order, they must show that there is rea-
soa to believe that the information sought from IRS is probative. The Department of Justice has testified to considerable
difficulty in ing this standard_in that often it cannot show that the information is probative until it actually has
the .Fequested tax infdrmation. 8.732 responds to this by amending section 6103(i)(1) to require the Justice Department
to ehow- that the information sought from IRS is relevant, rather than probative. wWhile we retognize that the standard
of “relevancy” is intended to be less demanding than the "probative” test of present law, we would recommend the Committee
provide interpretive guidance about how the icriteria proposed in 8.732 would differ in application from the requirement of
current law. ' [ '

8.732°d0es away with the requirement that, to obtain a court order, the agency seeking disclosure from IRS first
ascertain that the information is.not available from another source. In recognition of IRS® primary responsibility to
administer the tax lawa and tollect the revenue, the Committee could consider refining the bill to recognize that if the
law enforcement agency can obtain the information from another source in a timely manner, and without prejudicing enforce-
ment, there is no persuasive reason why judicial process should be invoked to compel disclosure by IRS.

. minder- existing law, the authority to request tax information for law enforcement purposes, either by court order or
written request, generslly lies with the hoad of any Federal agency that enforces Federal criminal laws not involving tax
administracion. - 8.732 would vest the authority to request a court order in a limited number of Goveranment attorneys with-
in the Department of Justice. 7he heads of Federal investigative agencies could no longer independently request tax in-
formatrion.  We agree with this proposal. Restricting this authority to Justice officials would prowmote the coordination
between IRS and Justice which is essential to efficient Pederal law enforcement. In this manner, Justice could help pre-
vent duplicative investigations, provide investigative guidance, and otherwise assist Pederal law enforcement officials

in developing successful cases. And, by placing this authority in Justice, a mechanism is provided to insure that re-
quests made under both sections 6103(1)(1)‘ and' (1)(2) meet the applicable statutory requirements. ‘ '

Ah"o. when information obtai under §6103(i)(1) is didclosed, we see no need for the requirement that Justice sub-
mit a written requast for disclosure of less protected “return information* under §6103(i)(2). This is because in obtain-
:,ng 56103‘(1:(1)‘ information, Justice has already met a more stringeamt criteria than that contained in §6103(i)(2).

See p. I-7). :

s
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DISCLOSING NONRETURN INFORMATION

’ 26 U.8.C. $6103

(1) (2) Disclosure of return information other
than taxpayer return information by written
request of agency heads directly engaged in
criminal law enforcement. ’

]
o Such request shall include
(&) name and address Oof the taxpayer,

(ii) relevant taxable periods,

(11i) statutory authority for the investigation or
proceeding, and

{iv) specific reason or reasons why such disclo-
"sure is or may be material to the proceeding
or investigation.

Name and address of taxpayer disclosed pursuant to
written request.

-

I XIQRiadv

{ \ §.732 "
(i) (2) pisclosure of nonreturn information on written request /
of agency heads and Inspectors General, and in the case of
the Department of Justice, the Attorney General or his desig-
nee. :

Such request shall include t
(1) name and address of! the taxpayer, f
(ii) relevant taxable periods,
(iii) statutory authority for the investigation or
proceeding, and )
(iv) allegatidns of criminal conduct _giving rise to the
proceeding or investigation.

‘ 691

Nawe, address, social security Lunber of taxpayer, whether '

a taxpayer filed a return, and whether there is or has been

a criminal iavestigation of taxpayer disclosed pursuant to ,

written request. -
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‘ . GAO Comments
i * .
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Under existing law, information which can be disclosed on written request of an agency head is limited to information

which is not considered taxpayer return information. $.732 would allow all “nonreturn information® to be disclosed upon
written request of certain Government officials. As discussed on page I-2, the category of protected ifnformation under
§.732 seemp too narrow. It would:allow Government officials to gain access by written request to some categories of in-
formation that, in our opinion, should be protected and disclosed only via court order.

! under present law, the written request must state the specific reason why disclosure is or may be material to the
criminal ianvestigation. §.732 amends this to simply require an allegation of criminal conduct giving rise to the proceed-
ingior investigation. This amendment should alleviate the so-Galled Catch 22 situation, discussed on page I-5, in the
case of writtea requests. _ »

We do not agree with the proposal in S$.732 to allow all agency heads and Inspectors General to gain access to tax
information by written request. This authority should be restricted to Justice officials to insure effective coordina-
_tion between IRS, Justice, and other Federal agencies. (See p. I-5.) We agree, however, with the provision in $.732
which would allow the Attorney General to delegate this authority to those officials who need access to tax information
by written request. Under this proposal, the Attorney General could authorize U.S. attorneys and heads of organized
crime strike forces to gain access via written request. Conversely, the Attorney General could subsequently withdraw
that authorization as necessary.

Under S.732, Government officials could also find out, by written request, whether a taxpayer filed a return and
whether there is or has been a criminal investigation of a taxpayer. This is a needed amendment to section 6103. 1In
the ianterest of efficiency and economy, law enforcement officials should first know if IRS has potentially useful infor-
mation on the taxpayer before seeking a court order. ' ’
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: ! , 'REDISCLOSURE OF TAX INFORMATION F

26 U.s.C. §6103 s.732 |
Tax information obtained undaf (i)(1) ana / Explicity authorizes a Government official to redisclose re-
(1){2) way be redisclosed to any Pederal J turn -and nonreturn information obtained either under (i)(1) or
..employee directly ongrged in the criminal ( (1) (2) to such other Pederal goverxnment perspanel, or witness,
proceeding.

_he deems necessary to assist hl@ during the criminal proceeding.
f .
}

GAO Coumments

5.732 would make clear that Governwent officials are authorized to redisclose return and nonreturn information to
those necessarily involved in the criminal investigation, including prosecutive witnesses. We agree with this proposal.
For example, it is sometimes necessary for prosecutors to disclose evideance to a witness during an investigation or in
preparation for a criminal proceeding. We would recommend, however, that when Justice makes requests on behalf of other
Federal agencies, the authorization be clear that Justice can then redisclose any information obtained under either sec-
tion 6103(i)(1) or (i)(2) to those agency heads. Also, an aFcounting should be required for ail such redisclosures.
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! ERS-INITIATED DISCLOSURE OF

NON-TAX CRININAL INFORMATION

4 1

26 U.6.C. $6103 . | | 8132 C
“(i)(3) IRs may disclose information other than taxpayer (1)(3){(A) Places logailduey on IRS to disclose nonreturn
return information to agency heads where there is evi- information where there is evidence of a Federal crime.
denca that a Federal crime has been committed. Name Nawme of address of taxpayer can also be disclosed under
. and address of taxpayer can be disclosed under this this provision. .

provision if return information is available.

tice involving a FPederal tax crime, any return or nonretura
. . information evidencing a non-tax Pederal crime must also
o7 A be disclosed.

No comparable provision. (B) when IRS makes a prosecutive recommendation to Jus-

IRS may decline to disclose any information under the
above paragraphs if disclosure would identify a confi-
dential informant or seriously impair a civil or criminal
v tax jinvestigation. . . :

. GAO Comments
¢

48;732‘placos an affirmative legal duty on IRS to provide enforcement agencies information that “may constitute evi-
dence of & violation of Federal criminal laws.” The scope of this duty needs clarification. As presently drafted, the
bill could contewmplate a responsibility, even in the absence of a request, for IRS to regularly review its files for non-
tax criminal ‘evidence. Recdqg .izing that IRS® primary responsibility is tax administration, we believe IRS' disclosure
obligation should extend to non-tax criminal information it becomes aware of during the normal course of administering
the tax laws. . : ‘

o .

S.732 also authorizes IRS to disclose criminal evidence on non-tax matters to Justice when making prosecutive recoa-
mendations in a tax case. This would allow necessary coordination within the Departwent, providing Justice officials with
the needed flexibility to decide how to proceed against a certain individual, and helping to avoid problems stemming from
the. Department ‘s dual prosecution policy. )

-

..’ 'We recognize the need expressed in 5.732 to enable IRS to provide assistance to law enforcewent agencies. Under pres-
ent law, when IRS uncovers criminal evidence based on taxpayer return information, it lacks authority to report it to

the appropriate law enforcement agency. 8. 732 does not resolve this problem. Under §.732, IRS would not be authorized
to unilaterally inform law enforcement officials when it had criminal evidence based on return information. We suggest,
therefore, that the Congress authorize IRS to apply for a court order to disclose protected information. Such a provision
would insure that a neutral third party--the judiclary--decides on the disclosure of such information.
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. o GAO Suggested Statutory Language

1

-Parpgraph (3) of subsection (i), section 6103 of title 26, United States Code, should be amended to read as follows:
' (3) Disclosure of information concerning possible criminal activities.

(A) Information from taxpayer: Upcn.application by the Secretary, a U.S. District Court may, by ex parte

order, direct that.a return (as defined in section 6103(b)(2)) be disclosed to the head of the appropriate

Pederal investigati:> agency if, in the opinion of the court, such information is material and relevant to

a violation of Federsl criminal law. .

(B) Application for order: The application for an ex parte court order shall set forth the name of the tax~

payer involved; the time period to which the request re%atcc; and the reasons why, in the opinion of the Sec-
_ retary, the information is material and relevant to a violation of Federal criminal law.

(C) Procedures: A U.S. District Court shall act upon any application for an ex parte order within 5 days
of the receipt theraof. In the event that the district court denies the applTEnt;on
(i) a motion for reconsideration shall be acted upon not later than 5 days after the receipt
of such motion, and .
(ii) an appeal shall be disposed of as soon as practicable but not later than 30 days after
receipt of appeal. .
" (D) Duty of the Secretary: The Secretary or his designee shall disclose, to the head of the appropriate
Foderal investigative agency, information ordered disclosed pursuant to this subsection.
i
‘(E) Purther Disclosure: The head of the Pederal investigative agency may further disclose any informa-
tion, which has been disclosed to him pursuant to an ex parte order, to such other Government personnel
‘or witness as he deewms necessary to assist him during or in preparation for any adwinistrative, -judicial,
or.grand jury proceeding or in a criminal investigation which may result in such a proceeding.

(P) Return Inforwation: The Secretary may disclose in writing retura information which may constitute

evidence of a violation of Federal criminal laws to the extent necessary to apprise the head of the ap-.

propriate Pederal agency charged with the responsibility for eanforcing such laws. For purjoses of this
- subsection, the name and address of the taxpayer shall not be treated as a return if there is return

information which may constitute evidence of a violation of Federal criminal laws.

\
1
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USE OF TAX INFORMATION IN JUDICIAL OR ADMINISTRATIVE PROCEEDINGS

26 U.S.C. §6103 . . §.732 ",
(1)(4) Any information obtained under (i)(2) or (i)(3) (i) (4) Any information obtained under (1)(2), (1) (2) or (1)(3)
way be entered into evidence in any administrative or may be entered into evidence in any aduministrative, judicial,
judicial proceeding involving a non-tax Federal crime. or 'grand jury proceeding involving a non-tax Federal crime
Information obtained uader (i)(l) may be entered into or any ancillary civil proceeding by order of the court.

avidencé upon the court's finding that the information
is probative.

! GAO Comments

This provision provides a needed authorization for redisclosure of tax information in connection with civil actions
initiated under the civil rights, antitrust, fraud, and organized criwe statutes. It also could be invoked for other
civil statutes that have a criminal counterpart. It should be recognized, however, that the authorization would not ap-
pPly to organized crime and antitrust cases where the Government elected to proceed solely on a civil basis, as in a civil
forfeiture action under 21 U.S.C.§861.  This is because the provision provides no mechanism to tr isfer tax related in-
formation where the judicial action is exclusively civil, and there is no ancillary criminal proceeding or criminal in-
vestigation. The Congress way want to consider the desirability of such an authorization.

———
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| : [ DISCLOSURE UNDER EMERGENCY CIRCUMSTANCES A g

26 U.5.C. §6103 §.732 . o
No comparable prévisioﬁ. ' Adds a new paragraph (5) to subsection (i) '

’
4

Emergency circumstances:

Under emergency circumstances involving an imminent danger of physical

injury to any person, serious physical damage to property, or flight
from prosecution, IRS may disclose any necessary information to the

must notify the District Court after such disclosure has been made.

4 f
{ ¢ !
, GAO Comménts

We support the intent of this provision, which provides the Secretary discretionary authority to disclose informa-
tion in emergency circumstances. We would, however, include the threat to national security in the emergency circum-
stances identified in the proposal. On the other hand, this provision could be more narrowly drawn and still achieve
-its intent. As discussed on page I-9, the Secretary should, in our'view, be given the authority to seek court~ordered
disclosure when IRS uncovers criminal evidence based on a return. In light of this, we suggest that the emergency
circumstance disclosure authority of §.732 be explicitly keyed to the Secretary's inability to obtain a court order in
sufficient time to prevent physical harm to persons, physical damage to property, harm to national security, or flight
-from prosecution. We also would suggest expanding this authority to allow disclosure of criminal evidence to appro-
priate State authorities, since some emergency circumstances, such as murder, would involve State crimes.

appropriate Féederal agengy. IRS muat then notify Justice, and Jpstice
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GAO Suqgested Statutory Language /

’

Subsection (i), section 6103 of title 26, United States Code should be amended to add a new paragraph:

Emergency Circumstances ‘ ‘ f '
{A) Under emergency circumstances, the Sacratary or his designee may disclose such information, including returns, as is
necessary to apprise the appropriate Pederal or State authorities having jurisdiction over the offense or matter to which
such information relates.
g
(1) “Emergency circuustpnces” means circumstances involving an imminent threat of harm tp persons,

property, or national security, or flight from pro-ecutton, and in which, in the judgment of the

Secretary, time is insufficient to obtain an ex!parte order authoriziang disclosure of the in-

formation involved.

.. P

(8) The Secretary shall maintain standardized records or accountings of all disclosures made Qnder this paragraph.
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: § . ASSISTANCE OF IRS IN JOINT TAX/NON-TAX INVESTIGATIONS
26.u.8.C. §6103 . 8.732
No comparable provision. . V‘ Adds a new parngra;;h (6) to subsection (1)

No portion of §6103 precludes or prevents IRS from assisting
Federal agencies in joint tax/non-tax criminal inveatigations.

GAO Comments

We anticipate that IRS and Justice will encounter considerable difficulty administering this provision, and recommend
the intended operation of this section be clarified. The precise purpose of the authorization, and the uses to which it
may be put, should be defined with greater descriptive clarity. Although the proposal states that nothing in sectién 6103
shall ‘be construed to preclude or prevent IRS' assistance in joint tax/non-tax criminal investigations, it is not clear
what type of IRS “assistance™ is envisioned, what might qualify as a “joint tax/non-tax* investigation, or whether the au-
thorization is intended to override the disclosure restrictions set forth elsewhére in section 6103. Assuming the exist-
ence of a joint investigation, for example, would IRS still be obliged to await a court order or written request to dis-
close evidence of non-tax offenses in its files? On the other hand, this authorization may be intended simply to eacour-
rage IRS' participatfon in joint investigations, but only within the framework ~f the disclosure restrictiohs prescribed
by section 6103. This could be viewed as consistent with other provisions of the onill which, among other matters, modify
present law to explicitly authorize IRS to disclose non-tax criminal information to Justice when making a tax case.

.In s»ddition, the Congress may want to consider two problems under existing law which are not -:nciticauy addressed
in 8.732. Under $6103(h)(2). which authorizes disclosures to Justice for tax administration purposes, IRS can disclose
tax information to Justice when referring a tax case for prosecution. IRS has interpreted this provision as precluding
the disclosure of tax information, either in a tax or a joint tax/mon-tax criminal case, prior to case referral. Pre-
referral disclosure in tax cases is essential, however, to insure effective coordination between IRS and Justice in

osecuting criminal tax matters, and to obtain such advice as may be necessary to develop the tax case. In addition,
6103 should be clear in authorizing such disclosure to both U.S. attorneys and Strike Force attorneys. S8trike force
attorneys, for example, sometimes need tax information to successfully prosecute organized crime figures.
. ‘ (
{

.-
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"DISCLOSURE TO STATE OFPICIALS -5 g

26 U.s.C. §6103 ' ' - §.732- 9,

No comparable provision. Adds a new paragraph (7) to subsection (i) =

!

Provides authorized officials with authority to obtain an
ex parte court order authorizing the redisclosure of tax
Information which evidences a violatign of a State felony
] statute. Under this provision, a court can authorize re-
' : ’ disclosure to a State attorney general or a district attor-
T . ney upon finding that

(i) on the basis of reliable information, there is reason-
able cause to believe a State felony has or is occurring;
and
{ii) there is reasonable cause to believe that the 1nfor-

mation is relevant. .
%

@ .

( GAO Comments !

Present law does not authorize the redisclosure of tax information concerning non-tax State crimes. §.732 would au-
.horize certain Federal officials to obtain an ex parte court order authorizing redisclosure when the jinformation relates
.0 State felony violations. Although there is a need for this redisclosure authorization, we would suggest a wodification
.0 this section to accomodate privacy concerns. Redisclosure should be made only to state attorneys general. The attor-
leys general would, of course, be authorized to further redisclose the information as' necessary to carry out their specif-~
¢ criminal enforcement responsibilities. Also, IRS should be notified of redisclosures to State attorneys general, as
vell as any redisclosures made by these State law enforcement officials.

I
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§nator GrassLey. Thank you very much.
1 would like to start by asking if S. 782, or similar leglslatlon is
- enacted, do you believe the taxpayers will stop reportmg income
derived from illegal actmtxes?
~ Mr. ANnDERsON. Yes, sir: I would say that we would probably
" never see another return with narcotics listed as an occupation.
Senator GrassLEy. In addition, if taxpa, fers stop reporting
- income derived from illegal actxvitles, ow will the return informa-
. tion ;\ssmt other Federal agencies conducting criminal investiga-
tions
Mr. AnDERSON. That is a very good question, sir. There would not
___be as muchinformation of that nature in their files to report.
T would” say probably the t dype of information that would be of
most value in IRS files would be unaccounted for income of some
 kind of another under miscellaneous income categories which is
another device that some of these people have used. IRS could

- provide information like that.

. Senator GrassLey. Have the actions of IRS and Justice in at-

.tempting to administratively simplify the disclosure process by

Jelc‘:?entrahzmg speedy approval of disclosure requests been success-
u .

Mr. ANDERSON. Our limited followup work indicates that law

» ggtf:orcement agencies still see the problem bamcally as it was
ore

- Senator GrassLEY. What other measures should be undertaken,
if you have any ideas?

Mr.—~ANDERSON. Let me defer to John Gunner on my right, sir.
" Mr. GuNNER. Mr. Chairman, there is only one additional admin-
istrative action that we have been able to identify that could
possibly be taken, and it has to do-with a high level directive,
perhaps at the Attorney General level, to try to get U.S. attorneys
and strike force attorneys to start using the authorized access
mechanisms that are in the act now. Beyond that, we have not

&en litble to identify any additional administrative actions that can

taken
Senator GRAsSLEY. How about changes made by statute?
~~ Mr. GunNER. There are numerous statutory changes, we believe,
that are needed-to-both facilitate and encourage use of access
" mechanisms under current law. We specify them in the appendlx
““to our full statement.
~ Senator GrassLEY. In your statement, you state that all corpo-
rate return information should be subject to the same standard for
disclosure, irrespective of the number of shareholders. Why?

- Mr. ANDERSON. That is correct, sir. We believe that it is difficult
. to make a distinction, as Senator Nunn said, between a partnership
'with two persons and one with three persons. We believe that they
are all entitled to the same protections of the law.’ :

Senator GrRASSLEY. So, then, you would hot even go-as far as he
did l:iy saying that some number mgmficantly gteater than two
woul be a proper number.
Mr. ANDERSON. That is correct. ,
- Senator GRASSLEY. You say that there should be no dxstinctlon.
Mr ANDBRBON That is correct ‘ , 4

o P
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- Senator GrAsSLEY. Yet, on the other hand, as I recall Senator
Nunn’s statement, he did argue for a difference in the application
of the law, but maybe a larger number than two. - '
. Mr. ANDERSON. Yes, sir. I think trying to decide what that

number would be, would be an almost impossible task. I guess, we
believe there is no compelling reason why even these larger organi-
zations shouldn’t enjoy the same protections. We believe that even
‘with respect to them, there should be some kind of a justification
to have access to the records of the organization, whatever its
nature. ) :

Senator GrassLey. Thank you, Mr. Anderson; and representa-
tives of the General Accounting Office, for your testimony. We will
use your information in deciding the end product of this legislation.

Mr. ANDERSON. Thank you very much, Mr. Chairman.

Senator GrassLEY. The next witness Mr. John M. Walker, Jr.,
Assistant Secretary for Enforcement and Operation, Department of
the Treasury. -

Mr. Walker, would you like to introduce your staff?

Mr. WALKER. On my left I have Jordan Luke, Assistant General
Counsel of the Treasury. - ' . -

Senator GrassLEy. Would you proceed with your summary. Do
you have a written statement you want incorporated in the record?

Mr. WALKER. No, Mr. Chairman,tijust have a very brief state-
ment that I would like to make ay. I don’t have a written
statement to submit. —

STATEMENT OF JOHN M. WALKER, JR., ASSISTANT SECRETARY
FOR ENFORCEMENT AND OPERATIONS, DEPARTMENT OF
THE TREASURY, ACCOMPANIED BY JORDAN LUKE, ASSIST-
ANT GENERAL COUNSEL, DEPARTMENT OF THE TREASURY

Mr. WALKER. Mr. Chairman, and ‘'members of the subcommittee,
it is a pleasure to be able to testify today on behalf of the D?art-
ment of Treasury in support of the administration’s proposed tax
disclosure amendments, which “were submitted today by the De-
partment of Justice. ‘ :

In this regard, we wholeheartedly endorse the comments made
by Deputy Attorney General Edward C. Schmultz in his prepared
statement to this subcommittee. As Commissioner Egger of the IRS
has testified, the Treasury Department’s support of this measure is
unqualified.

In particular, I speak for the Office of the Assistant Secretary of
Treasury for Enforcement and Operations. This Office includes
among its responsibilities Treasurywide law _enforcement policy -
ar.d supervision of the activities of the Secret Service, U.S. Customs
Service, and the Bureau of Alcohol, Tobacco and Firearms. My
comments will be general and brief. _ =
- The administration’s bill will greatly assist these law enforce-

ment enforcement agencies in developing information to meet the

difficult burden in criminal cases of groof beyond a reasonable
doubt. Under this bill, there will be substantial safeguards for'the .
individual taxpayer. Court orders will still be required before
return information, including the tax return itself, can be relea_?ed.‘

Nonreturn information will only be made available by the IRS -
_upon written request of certain responsible agency officials, and -
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. "then only for use in administrative judicial or grand jury proceed-

" As a formerFederal prosecutor myself, as an assistant district
attorney for the Southern District of New York in the early '1970’s;
I can speak personally to the prosecutor’s need for access to-tax
‘information. . : |

" First, this information usually provides, early in the investiga-
tion, a financial picture of the defendant’s activity which may well
relate to the charges under investigation. This is pal}icularly true -
in cases of drug trafficking, stock manipulations, and other forms
of crime based upon greed. . =

Second, tax returns are valuable because they often provide leads
to the defendant’s associates, business connections, and other
sources of income. They can also assist in locating witnesses needed
to l‘Q‘erfect a case. ,

inally, where evidence of crime comes to the attention of the

IRS, and the IRS alone, it is important, indeed essential, that the
IRS be required to disclose this information to other law enforce-
ment authorities. ‘ '
~ From my more recent experience as Assistant Secretary for En-
forcement and Operations, I know that the existing section 6103
has created a frequently unsurmountable barrier to effective and
meaningful cooperation between the IRS and other Treasury law
enforcement agencies. ' : :

For instance, IRS has had information concerning violations of
the customs smuggling and tariff laws, which they are precluded
from disclosing because of the prohibition in the,current tax law.

In addition, I have bzen recently informed of two pending smug-
gling cases being investigated by the Customs Service, involvin
currency and precious gems, where tax return information woul
be invaluable to their final resolution, but where the information
cannot be obtained in a timely fashion under the present law.

- While the administration’s proposal facilitates access to tax re-

. lated information, it still retains important privacy safeguards

. which were not present prior to the passage of-the Tax Reform Act
of 1976, and which meet the requirements that were generated at

- that time. The administration’s proposal does, however, permit
more timely and realistic access to such tax information when it is
~deemed relevant to ongoing nontax criminal cases. In my view, Mr.

Chairman, this access is essential. ‘

In short, the Treasury Department stands firmly with the De-
partment of Justice in sugporting the administration’s proposed
amendments to section 6103.

Thank you very much. : g

Senator GrassLEY. Thank you very much. A

1 have just one question for you. Doesn't -the administration’s

~ proposal allow Federal law enforcement officials to obtain tax in-

formation from the IRS under a standard that is less than that
which would be necessary to obtain the same information from the

taxpayer or other private sources? . :
- Mr, WALKER, That is not my understanding. -

-

Senator GRASSLEY. It is not your understanding? ™ - | |
.. Mr.WaLker. No. . = = A - c
. Benator GRAssLEY. I was, thinking about the probable cause.
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Mr. Luke. Mr. Chairman, if you will examine section 7602 and - *
7609, which are included in the administration_bill, you will find
the Internal Revenue Service currently has procedures for adminis-
trative summonses. Those summenses don’t work off any more
stringent standard than the standard that would be applicable for
transfer of the information from the Internal Revenue Service.

Senator GrassLeEy. All right. Thank you very much for your
. testimony. b :

Mr. WALKER. Thank you very much, Senator. ‘

Senator GrassLEY. If it is all right with the next two witnesses, I
would like to call on Mr. Alexander and Mr. Kurtz simultaneously,
because you are both former Commissioners of Internal Revenue.
We did not set up as a panel, but it might not only facilitate
things, but it might make your communication easier if you had
reason to communicate with each other. -

Just for the record, I would like to state that Mr. Alexander, if
my information is accurate, was Commissioner during the Nixon
and Ford administrations, from May of 1973 until February of
1977, and Mr. Kurtz was Commissioner during the Carter adminis-
tration, from. February of 1977 until he retired in.the summer of
1980. Is that correct? _ ~

Mr. ALEXANDER. That is correct, except that I was the first
Commissioner under the Carter administration, but for a very brief
period of time. But we constitute the series that Senator Nunn
talked about.

Mr. Kurrz. I lasted beyond the summer, and into the fall of 1980,
but that is close enough.

Senator GrAssLEY. Which one of you will want to go first.

Mr. ALEXANDER. I am the elder, so I will go first. He knows
everything about the subject, so he will cover it.

STATEMENT OF DONALD C. ALEXANDER, FORMER COMMIS.
SIONER, INTERNAL REVENUE SERVICE, PARTNER, MORGAN,
LEWIS & BOCKIUS, WASHINGTON, D.C.

Mr, ALEXANDER. Mr. Chairman, I am here purely in my personal .
capacity, and I have not submitted a prepared statement. I would
like to do so, if the record is going to remain open. ’ '

Senator GrassLEy. The record is normally open for about 14
days. As long as there is not any rule to' the contrary, I will say
that it will be open for 14 days. :

-Mr. ALEXANDER. Then, I expect to submit a statement for the
record, Mr. Chairman, which will detail more than my very brief
oral statement to you. ‘ .

There are two problems basically with S. 732, as I see it. First, to
use Senator Baucus’ phrase, and a phrase that has been repeated
by others today, it employs the classic sledge hammer to kill a

at. : . "

It does have certain provisions which would probably be benefi-
cial to a somewhat awkward system, and that have a place, and a
real place, in an effective system of law enforcement. On the other
. hand, the detriments of the bill, Mr. Chairman, as I see it, greatly

outweigh the benefits. B -

Second, to touch on thke problem that goes beyond the bill in —- -
some respects, but not in others; the real

ssue here is the role of ,
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" IRS. Should IRS devote itself to administration and criminal en- -

- forcement of the tax laws of this Nation, or should it be an all-
. pu ' criminal investigative unit, responding and responsible to
‘entities ha;ingaother needs and having other missions of great

: &rtainly we need to deal with drug trafficking, and we need to

" deal with i1t whether it is conducted by individuals or. corporations

. of two or more shareholders, by the way. But we have an agency, -

“the Drug Enforcement Agency, charged with that primary respon-
sibility, that is all they have to do. Let’s make sure that they are
given the resources to do it, let's assist them in doing their-job,
cgrltl%inly, and let’s have strong oversight to make sure they do it

Somehow, if wé seem to be losing a war against drug trafficking,
but who is losing it? The agency charged with fighting it, and
charged with winning it. - : S

" Similarly, the FBI has title 18 responsibilities, and I think that
under its present leadership, it conducts itself very well and very
effectively. I can’t say that it always has. I can’t say that it always
cooperated as closely with the Department of Justice strike forces

. as some would have liked.. :
In the past IRS filled a void in law enforcement, but-in fillin
_.that void, the IRS’ personnel, too thin to meet its tax responsibil
ities, was stretched even thinner. IRS powers were used for nontax
pu , and IRS was frequengfr struck down by the courts, and
in the 1976 act Congress curtailed IRS powers.
~'IRS information was shared to such an extent that there were
frequent accusations, when I came to office, that IRS was a lending
library. Those accusations has some foundation. ‘ :
The question we have, sir, is whether in an effort to try to make
~ our system work better, we impair tax enforcement and tax admin-
istration in two respects: One, by ‘diversion of IRS personnel and

U

two, to pick up on what the GAO witnesses said, and what the

Chamber of Commerce witness, I believe, will say—to reduce com-
plmt:)lce by both those in the illegal sector and those in the legal
sector. : - -

Your turn, Commissioner. -

~* STATEMENT OF JEROME KURTZ, FORMER COMMISSIONER OF
. INTERNAL REVENUE; PARTNER, A PAUL, WEISS, RIFKIND,
. WHARTON & GARRISON, WASHINGTON, D.C. |

" Mr. Kurtz. Thank you, Mr. Chairman.
‘My name is Jerome Kurtz, and I, as Mr. ‘Alexander, appear in
my individual cagacity today. ‘
' e bill, S. 782, and the administration’s proposed modification,
which I have not had much of ‘a chance to look at since it just
__appeared toda{‘,amake a number of changes in existing law. Many
" of them are what might properly be called technical changes. But
~ there are a few maﬂor substantive changes, and those are the ones
* -on which I would like to focus. - - — = SR
' The basic issue, of course, involves the circumstances under
- which a taxpayer’s books and records are to be made available by
. the IRS to law enforcement agencies for nontax criminal purposes.

... Most of the other provisions are, as I say, of a technical nature.

ar——
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S. 782 and the administration’s proposal both properly continue
the protection of individual’s records. But for most corporations S.
732 would require the Internal Revenue Service to turn over to law
enforcement authorities any evidence of-nontax crimes that it
comes across in the course of an audit.

.The question raised by the proposals to disclose corporate tax
information discovered in the course of an audit is not so much one
of privacy, although in the case of small cc}xl:porations it borders on
that question. It is really a question of efficiency. When Senator
Nunn talked about moving the number from two shareholders to'5,
10 or 25, he was focusing only on the privacy issue. -

It probably is true that major corporations do not have anything -
like the claim to privacy that an individual has, but there is quite
another reason why this proposed disclosure is a bad idea from a
tax administration point of view. In examining ‘major corporations
it is esgential that the IRS in carrying out is function of verifying
the taxable income of the corporation, have free and easy access to
virtually all of the information that the corporation maintains.
. There is absolutely no doubt in my mind, nor, I think, in the
minds of anyone else who has been involved in tax administration,
that such access will become far less free if the corporation knows
that anything that bears on, or is evidence of the commission of
some other crime, misdemeanor or felony, has to be turned over to
law enforcement authorities when the agent comes across it.

Such-a rule will turn examinations into a game of hide and-seek,
and dissipate very scarce IRS resources, resources which, I might
sa{, are becoming more and more scarce under current budgets.

t will inevitably divert agents’ attention from their main func-
tion of tax administration to, I am afraid in some cases, digging
around in taxpayers’ files looking for interesting tidbits of informa-
tion—again a dissipation of very scarce resources with, I believe,
minimal law enforcement gains. :

Restated purpose of this bill was orﬁ;inally to deal more effective-
ly with narcotics trafficking. It is a long way from talking about
narcotics traffickers to the changes in this bill dealing primarily
with major corporations in the United States. The organized crime/
narcotics goal does not in any way support this diversion of tax
_administration resources in the corporate area. . .

"~ I might say that for fiscal year 1980, the Internal Revenue Serv-
ice examined about 146,000 corporate income tax returns, and
about “24,000 “returns of exempt organizatiors., That is almost
200,000 returns. The chanPges proposed by this bill are in a way

~equivalent to saying to a Federal agency; “Here is a license to do
200,000 door-to-door searches, see what you can find,” because
these-returns are selected for audit not because there is any reason-
to believe that there is any misconduct, but simply as part of tax

administration. To then turn routine tax examinations into general

fishing expeditions is a vast misuse of governmental resources.
There are just two other points that I would like to mention.
One is the ability of the Attorney General and the Department
of Justice to turn over information, once it receives it, to State law
enforcement agencies. . _ | ,
I might point out that there are 19,000 State and local law
enforcement agencies in the United States, 50 percent of which

-
~ -

P
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have fewer than 10 employees. When we think about turtiing over.
confidential information to law enforcement agencies who do not .-
have the minimum ability to safeguard that information, I have
great concern. , - . '

The other is a provision which would require the Internal Reve-
nue Service on making a criminal tax referral to Justicé, to turn
over the entire file, that is, those findings that relate to the tax
crime as well as other information that is irrelevant to the tax
crime. This, again, I believe is a substantial violation of privacy.

1 miﬁ}ét add that I have substanial fears that the requirement
that IRS turn over strictly nontax information creates a real
danger that at some point the Department of Justice or other law
enforcement agencies will begin to ask the IRS to do an examina-

tion to see if they_can find nontax criminal information.

. If the ability is there to hand it over, it is but a short step to -
turn that ability into response to a direction to look .for it. I have

great fears of that. ‘

Thank you, Mr. Chairman. :

Senator GrassLEY. Thank you very much for your statements. I
have several questions I would like to ask one or both of you.

I think we would be not performing our responsibilities in legis-
lating with the care that we should without referring to your
ex&ertise and your experience in this area.

r. Kurtz, 'you suggest that the availability of corporate records
“on written request by a Federal :ﬁency will reduce corporate com-
- pliance. Obviously, I am concerned about any reduction in compli-

ance. I am also concerned that the books and records of corporate.
taxpi?rers with three or more shareholders may not indicate any
s%cant illegal narcotics activity. .
at are your views on this issue? »
Mr. Kurrz. The point that I was making related to spontaneous
~disclosures, without a request. But the standard for the requested
information is also a problem. .
- T think the law enforcement gains, if any, will be absolutely
-minimal: In order to make these changes, to run the risks to the
~ tax administration system, there must be a-conclusion drawn some-
. where that better cases are unidiscovered than the cases that are
- discovered. R ' .
It seems to me there are ample numbers of investigations around
without looking to what might be turned up in these corporate
investigations, where there is a substantial price to pay, both in
‘fairness and in efficiency.
. _ Senator GrAssLEY. Let me give an opportunity to pinpoint the
- comment you just made bmnswering this question. )
.In aIour oginion will this bill improve Justice’s ability to stop
ﬂlﬁ‘ drug raffic?
r. KurTz. No. . - , |
- Senator GrassLey. What return information might be useful to
- catch criminal Violatin%gur drug laws? CE
Mr. Kurtz. I do not i

lieve it is appropriate to look only at law-
:inforcement. There are changes that would result in more convic-
- Isup if we did away with the fourth and-fifth amendments,
~ we could get a lot more convictions. But it is a balancing of peo-

oy A
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ple’s individual rights with the needs of law enforcement. It seems
to me the balance here comes out very much in favor of keeping
~ tax return information confidential. 3

Mr. ALEXANDER. One thing.to help in'the war against the narcot-
ics traffickers is to give the DEA more money. I believe the Senate
is taking action to restore some of the budget cut that has been
assigned to DEA for whatever reason, and I think it is a very wise
move. Another step that should be taken is continual, strong over-
sight to make sure they do their job right.

The provision that Mr. Kurtz discussed, mandatory turnover of
nonreturn information which may constitute evidence of a viola-
tion of criminal laws, not only creates the problem that he de-
scribes, but creates a further problem. It turns catch-22 on its head,
and the Internal Revenue would have a catch-22, .

What if the Internal Revenue found, without looking for it, evi-
. dence which to a skillful person would indicate a Federal criminal
violation of the antitrust laws, but Internal Revenue does not have
that skill and doesn’t know that it has found evidence which shows
a violation of a Federal criminal law. Then Internal Revenue itself
would be in violation of this provision. - :

" Senator GrassLEY. I would like to ask both of-you my last ques-
ion. .

Are there any ways in which the IRS can administratively im-
prove cooperation between the Service and Federal law enforce-
ment agencies?

Mr. Kurrz. I think there are, and I think a lot of it has been .
done already. Let me say, there are also a number of ways in
which the Justice Department can improve cooperation. This is not
just a one-way street.

My experience was, Senator Grassley, that 6103 _as it exists today
has some problems but it is perfectly workable. The fact that there
have been so few requests for information under existing 6103 is -
the fault of the Justice Department in the way they handle 6103.

If you look at the 6103 requests by the Justice Department, the
requests for court orders, over the years, U.S. attorney by U.S.
attorney, "gz_ou will see that over half of the U.S. attdrneys have
never made such a request, never. The requests that have been
made have been made by very. few. » -

The answer is that if a U.S. attorney wants to use it, and takes
the time to read the code and the regulations, it works perfectly
well. But there has been a great hesitancy on the part of Justice to
use what they already have.

Again, I am not saying that this section is perfect. The series of
~ technical amendments I think are fine. But it is okay the way it is,
. if people would use it~ - . .

nator GRASSLEY. Mr. Alexander. : :

. Mr. ALEXANDER. Mr. Chairman, I would associate myself with
that. I believe that in the particular part of 6103 that we are
discussing, the application to a“court for an appropriate order, the
suggestions in the Department of Justice’s bill do make sense.
understand, however, that there has never been a turn down
under present law, and I don’t believe that any of the witnesses
testifying-in favor of the bill indicated otherwise today, or in prior
hearings." Nevertheless, the current standards are, read literally,

.

-
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- extremely tight, and it would make sense to streamline the process
~to provide, as the Justice proposal would, for field officials, having
responsible positions, to be able to act without taking the case-to
Washington; to provide for a magistrate to be in a position to grant
the order upon appropriate showing; and to relax somewhat the
very strict legislative standards. . ,

But the other provisions of S. 732 create far more problems to
our system; the far ﬁreate; likelihood of noncompliance not only by
those who make their living through illegal means, but major
corporations, than any possible benefit to law enforcement.

r. KurTz. I agree with that.
" Senator GrassLEY. That is all the questions I have. Thank you

very much. , - :

I would now like to call on Mr. Edwin Cohen, chairman, Tax-
ation Committee, Chamber of Commerce of the United States.

STATEMENT OF EDWIN S. COHEN, CHAIRMAN, TAXATION COM.-
MITTEE, CHAMBER OF COMMERCE OF THE UNITED STATE

Mr. CoHEN. Thank you very much, Mr. Chairman.

My name is Edwin S. Cohen. I am a member of the board of
directors, and chairman of the Taxation Committee of the Chamber
of Commerce of the United States. I appear before you on the
chamber’s behalf.

I am a member of the law firm of Covington & Burling of
Washin%:,on, D.C. T~ - :

- The chamber’s memberships consists of more than 200,000 busi-
ness, trade association, and local and State chamber of commerce
members. :

. Although we strongly support the goal of S. 782 to strengthen
the Government'’s ability to combat narcotics traffickers and orfa-
" nized crime, we strongly oppose some of the broad proposals for
- disclosure of tax information set forth in the bill that have been -
discussed here today. ) T
~ If enacted, S. 732 would allow other Government agencies, with- .
out court order, to have what we believe would be unwarranted
- access to business records and information that are now routinely
" supplied to the Internal Revenue Service by taxpayers in connec-

tion with tax audits.

Indeed, it would require the IRS on its own initiative to disclose
_to other agencies any such information—and I quote—‘‘that may
constitute” evidence of a vielation of any Federal criminal law, and
would permit persons in the other agency, in turn, to disclose the
information to other Federal Government personnel or witnesses.

The possibility of such disclosure without judicial approval re-
garding possible violations of-any of the many Federal laws having

- criminal sanctions, we think will make businesses hesitant about
furnishing information to the IRS because of the concern that it
- may initiate or affect nontax investigations or actions by other

. agencies, - ‘ \

- I 'need not remind you, Mr, Chairman, of the many Federal laws
that regulate business behavior and impose ¢riminal sanctions for

‘violations. These would include, for example, the Occupational

Safety and Health Act, [OSHA), the consumer products laws, the

>

~ antitrust laws, the securities laws, and environmental laws—misde-
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meanors as well as felonies. Violations of these laws constitute
crimes, and the interpration and application of these laws are often
uncertain. o )

Larger companies are continually under audit by the IRS. They -
maintain a staff of tax employees that constantly provide the IRS
personnel with financial and operating data relating to the taxable-
years that are under audit. But the larger companies do not, as a
rule, forward the information they plan to disclose to their corpo-
rate counsel’s office for approval before it is turned over to the IRS.

Under S. 732, businesses necessarily would be hesitant about
furnishing information to IRS agents without review by legal coun-
sel familiar with these many nontax Federal laws that impose
criminal sanctions. ,

Smaller firms would be disproportionately affected by the bill.
When they are audited, they tend to rely on an accountant to
prepare and submit and explain information to the IRS during the
course of a tax audit. ‘ _

Lawyers are not customarily involved in the tax audit unless and  _
until a dispute arises between the IRS and the taxpayer as a result
of the audit. Under S. 732, however, businesses would be hesitant
about furnishing confidential information to the IRS without
review by a lawyer who has knowledge of Federal statutes that
affect that industry and contain criminal sanctions. '

We have a very real concern at the chamber that this additional
burden placed on the already overburdened small business sector
would impair the maintenance of a strong and healthy small busi-
ness community.

I would point out, Mr. Chairman, that IRS agents are not trained
to be familiar with the many nontax Federal laws that contain
Federal sanctions, nor to analyze information to determine wheth-
er they may constitute a violation of any of these laws, requiring
forwarding of the information to the Justice Department or other
agencies. ) :

Thus, neither the taxpayer nor the agent would know during the
course of the audit whether the IRS on its own initiative would
have to disclose the information to the Justice Department orother
Federal agency for consideration under these many nontax crimi-
nal laws, or whether it could be obtained under court order by one
of the many assistant U.S. attorneys throughout the country, or by
some other Federal agencies.

We understand, Mr. Chairman, from the testimony today that
the proposed administration bill will modify some of the provisions
of S. 732. We look forward to the opportunity of studying those
changes in the hope of achieving the goal of the legislation, with-
._out undue burden on taxpayers undergoing tax audits.

Thank you. - - |

[Statement of Mr. Cohen:]
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Bdwin S. Cohen
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My name is Edwin S. Cohen. I am a member of the Board

of Directors and Chairman of the Taxation Committee of the

' Chamber of Commerce of the United States, on whose cehalf I

am appearing today. I am a member of the law firm of Covington
& Burling, of Washington, D.C., and I am accompanied today by
Kenneth D. Simonson, of the Chamber's Tax Policy Center.

On behalg of the Chamber's over 200,000 business,
trade association, and‘local and state chamber members, we
welcome this opportunity to present our views on the general
issues involved in S. 732. We understand that there may soon
be~other bills relating to these issues.

Introduced March 17, 1981, by Senator Nunn, of
Gecrgia, and others as a revision of earlier bills, S. 732
proposes amendments to current Internal Revenue Code Sec-
tion 6103, entitled "Confidentiality and Disclosure of Re~-
turns and Return Information." The bill was approved by the
Senate on July 27, 1981 as an amendment to the Economic
Recovery Tax Act of 1981, It was deieted from the new tax
bill in conference with the understanding that‘?earings on

the proposals would be held.
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ox% the goal 65 s. 732 to

e

Al+*hcugh we strongly sugn
strengthen the government's ability to combat narcotics
traffickersvand organizeé crime, we strongly opéose the broad
proposals for disclosure of tax information set forth by the
bill. If enacted, S. 732 would allow other gov;}nment agencies,
without court order, to have unwarranted access to business
records and informationm—now routinely made available by tax-
payers to the Ii.ternal Revenue Service in connectggn‘with tax
audits. Indeed, it would require the I.R.S. on its own
initiative to disclose to other government agencies any such
ipformation tgﬁt "may constitute" evidence of a violation of
any federal criminal law, and would permit persons in the other

“Tagency in turn to disclose the information to other federal
governmenf personnel or witnesses. . )

The possibility of such disclosure, without judicial
permission, regarding possible violation‘of any of the many
federal laws having criminal sanctions will make businesses
’hesitant about fu:ﬁishing information to the I.R.S. because
of concern that it might initiate or affect non-tax>investiga-

- tions or actions by other agéncies. Lawyers for taxpayers
may have to review such information prior to disclosure to
the I.R.S. because of possible collateral effect.on non-tax
~matte£s. This would tend to delay or inhibit éhe disposition

of tax audits and increase the expense of those audits to A

taxpayers.. While the bill would affect all businesses with
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wial turien
or £ial) z_vinasses *hi: d¢ not tusweririly live lawyvers in-
volved in tax audits unless and untii a Zfisagreement develops

between the I.R.S. and the taxpayer.

ANALYSIS

Under present sé&:ion 6103(i) (1), information given
by a taxpayer to the I.R.S. during the course of a tax audit
may not be disclosed by the I.R.S. to other governrent agencies
without a federal court order. This information can be dis-
closed only if a federal judge determines that, based on the
facts submitted in an application authorized by an Assistant
Attorney General or his superior, there is reasonable cause
to believe that a specific criminal act has been committed,
that the return or related information is probative evidence
of a criminal act, and that the information cannot reaso: 15ly
be obtained elsewhera. Additionally, under Section 6103(i) (3),
the I.R.S. may (but is not required to) disclose to the agency
charged with enforcing federal criminal law any such informa-
tic.. that may constitute evidence of a criminal violation.

Under the proposals of S. 732, however, the I.R.S.
would be reguired to disclose such information given to the
I.R.s.-ﬁy business entities owned by more than two individuals
whenever it received a written request from another federal
agency. Moreover, if such information "may constitute® evi-
dence of a criminal violation, the I.R.S. on its own initiative

must disclose it to other federal agencies.
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INPLCT ON THE BUSINISS COMMUNITY

S. 732 or legislation conzaining similar broad
disclosure provisions would pose significant problems for
businesses with more than two owners, particularly for smaller
firms.

Larger companies are continuvally under auvdit by
the Internal Revenue Service. They maintain a staff of tax
employees who constantly provide I.R.S. personnel with £fi~-
nancial and operating data relating to the taxable year or
“years being audited. However, larger companies do not as a
rule forward the information they plan to disclose to the
I.R.S. to their corporate counsel's office prior to disclosure.
Under S. 732, businesses necessarily would be hesitant about
furnishing information to I.R.S. agents without review by
legal counsel familiar with non-tax federal laws that impose
criminal sanctions.

The bill would permit a federal agency official
having jurisdiction over enforcement of any such laws, who
may be considering whether the firm or its customers or
suppliers may have violated a criminal statute, to obtain
from the I.R.S. on his own written request all of the firm's
underlying tax return informgtion, including books and records
gathered during the course of an I.R.é. audit. Apparently
the I.R.S. agent's supporting memos, analyses and mental in-
pressions would also be subject to disclosure. We need not

remind the Committee of the many federal laws that regulate
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Lusinese Lahlvier and Lnoose craminal senzelilo. nese would
include, for example, the Occupational Szfezy &< Herlth Act,
the Robinson-Patman Act, the Foreign Corrurt Prac:tices Act,
the securities laws and environmental laws. Tne interpretation
and application of these laws are often uncertain.

The possible effect of disclosure to other agencies
on their own request would be a matter that would require a
company's serious consideration before information is furnished
to an examining agent of the I.R.S. Moreover, there would be
concern over the possibility of the other agency disclosing
the information to potential witnesses, some of whom might be
competitors of the taxpayer, as would be permitted by the
bill.

Smaller firms would be disproportionately affected
by S. 732. When they aré audited, they tend to rely on an
accountant to prepare, submit and explain the information to
the I.R.S. during the course of a tax audit. Lawyers are not
customarily involved in tax4audits unless and until a tax
dispute between the I.R.S. and the taxpayer develops as a
result of the audit. Under S. 732, however, businesses would

highhesitant about furnishing confidential information to the
I.R.S. without review by a lawyer having knowledge of federal
statutes which affect that industry and which contain criminal
sancti;ns. We have a very real concern that this additional
burden placed on the already overburdened small business
sector would impair the maintenance of a strong and healthy

small business community.
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S. 732 would mike it nandati.,
disclose information sought by other &gsncies in +wo situa-
tions. FPirst, the I.R.S. would be reguired to furnish all
underlying return information (other than the return itself) and
ancillary documents upon written request of an agency head, the
Attorney General or his designee, all without a court order.
The section-by-section analysis. of the bill states that it is
anticipated that the Attdrney General would designate the

many assistant United States attqrneys throughout the country
as persons authorized to demand disclosure from the I.R.S.

The Attorney General under S. 732 could conceivably designate
any Justice Department employee, even one not directly involved
in the case, If S. 732 became law, the I.R.S. would be re~
quired .to disclose confidential information on reéuest, even
when there is no judicial determination of probable cause or
that the material sought is relevant to a matter relating to

the commission of a criminal act.

Second, the I.R.S. would be reqguired to disclose on
its >wn initiative such information if it "may constitute"
evidence of a violation of a federal criminal law to the
ageﬂE?‘charged with enforcing the law. I.R.S. agents are not
trained to be familiar with the many non-tax federal laws
that contain criminal sanctions, nor to analyze information
to determine whether it "may" constitute a violation of any
of those laws. Thus neither the agents nor the -taxpayer
would know during the course of the audit whether the I.R.S.

on its own initiative would have to disclose the information

-
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sideratior under thor: zny non-tay federal laws., We believe
such & reguirement would impose a most serious burden of
decision and review both on 1.R.S. and business taxpayers,

and would delay ané hamper the administration of the tax laws,

CONCLUSION

The Chambe¥ strongly supports the goal of S. 732 to
provide the nation with greater protection from organized crime.
However, we object most seriously to several of the bill's
specific provisions. First, the broad disclosure that would
be allowed under the bill would unre;sonably burden all busi-
ness and would particularly disadvantage smaller businesses.
Secortd, the disclosure that would be permitted under the bill
would be made more onerous by the universe of federal employees
able to reguest information and share it with potential
witnesses and others. Third, the I.R.S., through the mandatory
disclosure provisions, would be diverted from its primary
role of tax administration and enforcement. We respectfully
submit that the scope of the bill should be significantly

narrowed before it is enacted.
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Senator GRASSLEY. Along that line, would you have any sugges-
tion for limiting the impact of the legislation in the area affectin
small businesses? You pointed out a special problem for sm
businesses?

Mr. CoHEN. I would agree with the comment -made earlier that
the problems of small businesses are not different from those of
large businesses. The problem that we are concerned about relates
to information that now is voiuntari}ly and routinely supplied to
the IRS in the course of a tax audit. That information, under this
bill, would have to be made available to other agencies.

I don’t see the difference between the small business and the
large business in that regard. I think the larger businesses would
be just as hesitant and involved in just as much of a problem. The
only difference is that the expense of having lawyers review the
information before it is submitted is likely to be more burdensome
on the small business than on the large business.

Senator GRASSLEY. In your opinion, will S. 732, or any similar
proposals cause businesses to stop voluntarily giving IRS informa-
tion that they now give to the agents of that agen%y?

Mr. CoHEN. I think, as the bill is presently drafted, it will cause
a good deal of hesitation. I think that could be changed. I seems to
me that most of the objectives of the Justice Department and the
administration could be satisfied with some relatively minor
i:hs(ainges in the existing law, without going as far as S. 732 present-
y does.

I would hope that the needs of the Justice Department, and the
needs of the revenue system and taxpayers could be reconciled
with some further work before the bill is enacted.

Senator GrassLEy. Thank you, Mr. Cohen. These are all the
questions I have. Thank you for your testimony and your contribu-
tion to the discussion of this very important subject.

Mr. CoHEN. Thank you, Mr. Chairman.

Senator GrassLEY. I would like to call Mr. Wade J. Henderson,
legislative counsel, American Civil Liberties Union.

- -
STATEMENT OF JOHN H. F. SHATTUCK, NATIONAL

LEGISLATIVE DIRECTOR, AMERICAN CIVIL LIBERTIES UNION
Mr. SHATTUCK. Mr. Chairman, if I could make a correction for

the record. Mr. Henderson, my deputy, is not here today.. I am _-

John Shattuck, the legislative director of the American Civil Lib-
erties Union.

Senator GRASSLEY. I have a statement here in your name, and I
was confused myself.

Mr. SHATTUCK. I am not quite sure how that confusion resulted,
but I am glad to be here. I have been here before, Mr. Chairman,
and I will try to be brief in light of the hour, although not to slight
the importance of the subject. ,

This is a subject of great importance to all of us, the American
Civil Liberties Union and the other witnesses who have testified
here before.

I would like to state for the record that our views are the same
today as they were the last time we axpeared, and they are the
same as the views of the American Bar Association, and the Ameri-
can Bankers Association, who I believe will be communicating with
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you, although they were not able to appear at this hearing. I am
not saying that our testimony is precisely the same as theirs, but
our views are the same.

Our views are essentially that the Tax Reform Act of 1976 was
adopted by Congress after considerable deliberation, and that the
privacy protections in that act should not be changed.

The act is a product of extensive evidence, real evidence, well-
documented by Congress of substantial abuse of IRS records by
Government agencies for nontax purposes, which had a severe
impact on the administration of IRS, as well as the rights of
American citizens. I have reviewed a great deal of that evidence in
my Frepared testimony. :

Although the act is by no means perfect, it provides a minimum
degree of privacy protection of tax records. It requires the Govern-
ment to meet a reasonable standard of proof to justify disclosure,
and disclosures may only be made following the independent judg-
ment of a Federal judge.

IRS has been given enormous, unparalleled powers by the Con-
gress, powers that are well used in the collection of taxes, but we
must remember that these are tpowers to collect information from
individuals about every aspect of their private lives.

Because of the threat that such powers could be used to deny
constitutional rights, the Supreme Court of the United States has
carved a narrow exception for IRS to the fifth amendment privi-
lege against “self-incrimination. But, in return, IRS, as you have
heard from the former Commissioners, is obligated to treat the
information it collects as absolutely confidential.

This is not only a constitutional requirement, but it is a require-
ment of good and fair tax administration because taxpayers should
be encouraged to Jxrovide information about themselves, and in
}r;gturxh %he should be given confidence that it will not be used

on .

n introducing this legislation, Senator Nunn identified his cen-
tral concern as the insufficient level of IRS participation in the
Government battle against organized crime and drug trafficking.

In our view, castinﬁsthis issue in that light fundamentally dis-
torts the purpose of IRS, which is the collection of taxes, because it
was not designed to participate in the battles that Senator Nunn is
talking about, which are important battles, but they are not battles
to be fought by IRS.

These questions of constitutional policy concerning the disclosure
and dissemination of tax information provide the background
against which we have reviewed the specific proposals that are
under discussion today. Let me just quickly review our concerns
about aspects of S. 732.

First is the change in the definition of protected information so
that nothing, except taxpayer return information, would be pro-
tected against disclosure for nontax purposes, under the bill a
distinction is made between corporate and noncorporate records. I
would like to associate myself with the remarks of the previous
three witnesses on that point.

Beyond that, we oppose the change in the standards of proof that
an agency would have to meet to obtain a court order for access to
IRS information. I would like to point out at this stage that Sena-



198

tor Nunn claims that his bill would provide the same standard of
proof as is required for a wiretap.

That is simply not true. Under laws passed by the Congress, the
Omnibus Crime Control and Safe Streets Act of 1968, it is neces-
sary to show probable cause that the information that is sought to
be obtained under a wiretap will, in fact, be useful for criminal
investigative purposes. .

Whereas, under S. 732, all that is necessary to show is reasonable -
cause to believe that it may be relevant to a criminal investigation.
There is a very important distinction here and I think if Senator
Nunn wants the wiretap standards, then he really should endorse
{:he higher standard, which of course is the standard in the current

aw.

A third area is the possibility that in. rmation obtained under
court order could be further disseminated withir the Government,
without any checks against that further dissemination.

Fourth, we are concerned, as previous witnesses are, about the
dissemination to State agencies, some 19,000 State agencies, with-
out any further checks on the use of the information that would be
disclosed.

Finally, the disclosure to foreign governments is also a matter of
grave concern to us. Many foreign nations have standards of-proof
in their criminal laws that are very different from the standards
required under our Constitution, or by definitions of criminal laws
that have been enacted by Congress. In fact, there may not even be
criminal conduct under the laws of this country when the tax
information is -disclosed pursuant to a request under a treaty. So
we are very concerned about that area.

Finally, Mr. Chairman, let me just end my remarks on a positive
note in the sense that we, as the two former IRS Commissioners,
would endorse some of the procedural changes that are before this
subcommittee.

We think that the appropriate way for this issue to be addressed,
and the evidence certainly points in that directioh, is for the proce-
dural streamlining of the way in which this whole approach under
existing law works. We endorse the imposition of time limits, the
extension to magistrates of the authority to rule on Government
applications and the provision allowing attorneys for the Federal
Government, rather than the heads of agencies, to apply for disclo-
sure.

But that is very different from altering the fundamental struc-
ture that the legislation that was passed in 1976 set up. Until
today, in fact, the IRS itself has always said this is an appropriate
procedure, a necessary procedure. It is also protective of individual
privacy, as well as the fair administration of the tax laws.

We would be happy to answer any questions, and to work further
with the subcommittee as you consider this legislation.

[Statement of Mr. Shattuck follows:]
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I am pleased to testify this morning on the privacy of
taxpayer information, an issue of much importance to the American
Civil Liberties Union. I am the Legislatf@e and Washington Office
Director of the ACLU, a nationwide, nonpartisan organization of
more than 250,000 members devoted to the protection of individual
rights and liberties under the Constitution. I am also the author
of a textbook, Rights of Privacy (National Textbook Co. 1977).

For many years the ACLU has played an active role in the
‘effort to safeqguard individual privacy from broad intrusion by
government and p;iQate recordkeeping practices. Through a
project on privacy and data collection which we sponsored from
1973 through 1978, the ACLU provided advice--and in some instances
legal reprébentatipn-—;o individuals whose rights and interests
were adversely affected by the recordkeeping and disaeminatiou'%
practices of governmental and private institutions. We also

sought to publicize in a monthly Privacy Report the many ways

in which privacy has been ‘eroded in a society where personal
information is increasingly recorded by third parties and used
for a wide variety of purposes, without the consent or even
the knowledge of the person involved.

The ACLU is particularly concerned about the issue of tax-
payer privacy, and has testified frequently in congressional and
other hearings on this subject, including hearings of this committee
when it was considering the Tax Reform Act of 1976y and last year
when it considered a bill similar {; the one under consideration
today. We were strong opponents of the Justice Department's earlier
effort td“amqnd the Act in 1977, and we oppose many of the
proposed amendments before the Committee today.
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Privacy of Tax Records

The disclosure and summons provisions of the Tax Reform
Act of 1976 are the product of a grave concern for the privacy
of tax records held by the IRS. The provisions were generated
by revelations, over a period of several years, of ; yide-
spread pattern of abuse of IRS records by government agencies
for non-tax purposes. Among the many improprieties that were
revealed by various investigations of governmental intelligence
operations were a number of projects initiated within the IRS
as a result of pressure brought to bear on that agency by
goverﬁmental law enforcement agencies. These projects included
the Ideological Organizations Audit Project and the Special
Service Staff (1969-73) which targeted more than 8,000 individuals
and 3,000 groups for exte;sive investigation specifically
because of their political activities. The SSS operated in‘
secrecy and was abolished in 1973 whén IRS Commissioner
Donald Alexander learned of its exiatence. These internal
IRS projects seriously thr;atened the contitutional rights of
all taxpayers. The projects were the product of external
pressures exerted by Congress, the White House and Qovernment
law enforcement agencies who claimed that the IRS was not
participating sufficiently in the governmental battle against
.crime. _

More central to the origins of the disclosure p:ovisidns
of the 1976 Act were the extensive revelatisni‘ot abuse of
IRS information by other agencies of the government which had =
solicited the information from the IRS. See Final Report,
Book IIl, Senate Select Committee on Study of Governmental



202

. Operations with Respect to Intelligence Activities, 94th
Cong., 2d. Sess. ([Church Committee) (1976). Between 1966 and
1974, the FBI, either directly or through the Justice Department
made approximately 200 requests to the IRS for tax returns.
65% of these requests were for two counter-intelligence
(COINTELPRO) programs conducted by the FBI--the Key‘hctlvist
program aimed at leaders of the anti-Vietnam War ﬁovement,
and the Key Black Activist program, aimed at leaders of the
so-called Black Nationalist movement. In addition, the FBI
made numérous ongoing requests to the IRS for lists of contri-
butors to ideological organizations under investigation by
the Bureau. - In this manner, the FBI obtained informatioﬁ
offered voluntarily to the IRS by groups to assist in enforce-
ment of the tax laws. Between 1957 and 1972, the Central
Intelligénce Agency made a number of unofficial requests to
the IRS for tax return information on persons the CIA was
investigating.

Finally, the Senate Committee that investigated the Water-
gate burglary revealed extensive use of IRS records by the White
House against political opponents of the Nixon Administration,
Indeed, abuse of tax information was one of the central components
of the Nixon Administration's broad pattern of intelligence
operations aimed at harassing and intimidating political "enemies.”

Before the Tax Reform Act of 1976, the-IRS lacked any
meaningful standards by which to judgé the numerous requests
for information it received from other government agencies.

Though a procedure for determining the legitimacy of requests

» —~
N
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did exist, it was so vague.'and so widely ignored as to be
useless. ‘Indeed, in 1968 when the Chiéf of Disclosure of IRS
learned of the procedure, he termed it "illegal." The Church
Committee found that in the absence of any meaningful guide-
lines, the IRé could not judge whether the request was legi-
timate. Consequently, the Committee noted, the "IRS had
delegated the determination of the propriety of the request
to the requestiaé agency." Final Report, Senate Select Com-
mittge to Study Government Operations. With respect to
Intelilgence Activities, Béok I1I, p. 840.

The Tax Reform Act was designed to remedy this legacy of
abuse of IRS information. Although the Act is by no means
stringent, it provides a degree of protection of IRS records.
It requires the government to meet a reasonable standard of
proof tovjustlfy disclosure. Furthermore, such disclosure-
may only be made following the independent judgment of a
federal judge. These safe;uatds were all designed with specific .
reference to known abuses of IRS information by government
agencies.

Sensitive Nature of Taxpayer Information

A person's tax returns, and tne records of hi; financial
transactions with a bank or Qnother private entity, are a
reflection of that person's life. Those records mirror,
often in great detail, the personal habits and associations
of individuals. The beginning of a tax return gives name,

address, social security number, identity and dependents and
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thg‘taxpayer's gross income. Various schedules may {ndicate
political and religious affiliations and activities, medical

or psychiatric treatment, union membership, creditors, investments
and holdings. Additional documents compiled by the taxpayer

and pertaining to statements made on a tax return but not

filed with the return contain a similar wealth of sensitive
personal 1n£orm$tion. In 1975, the then IRS Commissioner

Donald Alexander noted that the IRS has "a gold mine of
information about more people than any other agency in this

country.” Committee Print, Confidentiality of Tax Returns,

House Committee on Ways and Means, September 25, 1975, at 3.
Apart from information related to taxz returns, docu-

mentary materials routinely obtained by IRS for the enforce-

- ment of the tax laws also contain vast quantities of private

information. Bank records, or similar records, reveal the
political causes one supports, the books and magazines one
buys, the ozganizatlons‘one joins, as well as one's style of
life, tastes and habits. People assume that these matters

are confidential, and that they do not sacrifice that confiden-~
tiality whgq theysconduct financial transactions with the
assistance of a bank. This assumption has been acknowledged
and embt;ced by'COUtts across the country. As one state

court has noted:

(1)t is impossible to participate in the-
economic life of contemporary society without
maintaining a bank account. In the course of
such dealings, a depositor reveals many aspects
of his personal affairs, opinions, habits and
.associations. 1Indeed, the totality of bank
records provides a virtual current biography. . .
Burrows v. Superior Court, 13 Cal. 3d 238, 529
P.2d 590 (1974).
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I make these opening observations so that it is clear that
the privacy interest an individual has in his or her tax return
and bank records is formidable, and must be taken fully into
account. Last year, in introducing proposed amendments to the
Internal Revenue Code similar to those under discussion today,
Senator Nunn noted that "a balance must be struck between the
privacy of tax returns and the legitimate needs of law enforce-

ment agencies." Congressional Record, March 11, 1980, p. S2375.

The hearings that generated these bills contained testimony
principally from law enforcement officials concerning the
asserted needs of law enforcemént agencies. If the balance
to which Senator Nunn referred is to be struck fairly and
accurétely. it is essential that the privacy interests of
individuals be given equal weight.

The Extraordinary Powers of IRS

The IRS is accorded enormous, unparalleled coercive
power to obtain information from individuals concerning
every aspect of thei; private lives. The IRS may, without a
subpoena or a warrant or any showing of probable cause,
require an individual to divulge information. Because of
the clear thr;at such broad powers hold to an individual's
constitutional rights to be free from government cocercion,
the Supreme Court has carved a narrow "required records”
exception to the Fifth Amendment,'principally for the benefit
of IRS. See United States v. Sullivan, 274 U.S. 259 (1927).

This exception and the extraordinary authority which Congress

~—
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has bestowed on IRS create a powerful presumption against any
attempt to transfer that authority to other agencies of BN
government. N —

The statutory authority of IRS to oktain information
must not be viewed as creating.some form of governmental o
asset which may then be transferred to other atms_of the
government pursuing legitimate governmental objectives. The
information gained by the IRS does not in any sense "belong"
to the Government. ﬁather. it is held in special trust by
the IRS for its unique, impertant purpose of collecting
taxes. 1Indeed, it is only the unique nature of the IRS
function that justifies the extraordinary degree of intrusion
that that agency is allowed to make into the lives of
indibiduqls. Dissemination of IRS information to other
§overnmenta1 agencies for non-tax purposes, however merito-
rious, is a violation of the IRS' special trust.

In introducing S. 732, Senator Nunn identified as
his central concern the 1nsufficient_ieve1 of p;rticipation
of IRS in the government battle against organized crime and

lafge drug E;;fficking. In our view, casting the question

“in that light fundamentally distorts the realities of the

situation. The IRS is not designed to participate in that

quﬁle. Its extraordinary powers were granted for quite

another purpose--the collection of revenue and enforcememnt -
of tax laws--and are limited to that purpose. To the extent

that the IRS has, in the past, strayed from that purpose, it
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"has operated outside its charter. Measures taken to remedy

that impropriety are to be lauded; to portray the Tax

— Privacy Act of 1976 as withdrawing the IRS from the battle
against crim§~is misleading and harmful.

éove:nmental agencies such as the Nepartment of Justice,

the Drug Enforcement Administration and the Federal Bureau
of Investigation are not--and should not be--empowered to
exercise the same authority as the IRS to compel and use
personal records and other information about virtually the
entire public. As the Prigacy Protection Study Commission

noted in its 1977 report:
It is understandable that other agencies with

important responsibilities want to use informa-
- . tion the IR3 has authority to collect, but they
have not, in fact, been vested with the IRS'
authority to compel such information. [Report
at p. 540.]
- We believe that dissemination of taxpayer information
and records by IRS to other government agencies, and the

: éummoning of financial records by IRS threaten the constitu-
tional policy underlying the Fifth Amendment right to be free
from compulsion of self-incriminating statements.

The Fifth Amendment protects an individual from govern-

. ment coetcioh in a criminal prosecution. In most instances, '
the dovernment may not compel an individual to divulge informa-
tion that might tend to iné;iminate him. The "required records®”
exception of the Fifth Amendment was created in part to allow
the IRS to require individuals to divulge information that

might otherwise be protected by the privilege against sélf-
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incrimination. Failure to provide information séught by

the IRS is a felony punishable by statute (26 U.S.C. § 7602),
Alternatively, the government may issue a summons to the tax-
payer or to third partiés that will yield information to the
IRS. In either case, the information is effectively obtained -
by IRS through compulsion. The use of that information in a
non-tax criminal proceeding, therefore, is sharply at odds

with the constitutional policy underlying the Fifth Amendment.

In order to promote fair and efficient administras}on
of the revenue laws and collection of taxes, it is essential
not to burden the filing of taxpayer returns with Fifth
Amendment problems. If a taxpayer believed that the informa=-
tion he or she was providing to IRS might be routinely made
available to other law cenforcement agencies, he or she might
be Qisposed to be less cooperative with IRS. The taxpayer
would be put in the position of having to scrutinize all of
the revelations on the return and determine their relevance
to any possible criminal investigation. If as.a result of
this guesswork, the taxpayer determined the possibility of
‘gelf=tnecrimination, he would, at that time, claim a Fifth
Amendment privilege, for fear of losing it otherwise at a -
later stage. See Garner v, United:Stateé, 424 U,S8, 628 (19761;

This process would make the tax collecting procegh 80 complex
and so cumbersome as to render it fundamentally ineffective.
. The Privacy Commission expressed concern for this result in

‘noting that "widespread use of the information a ta#payer
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provides to the IRS fér purposes wholly unrelated to tax
administration cannot help but diminish the taxpayer's
disposition to cooperate with the IRS voluntarily. . . .

Such a tendency in itself creates a potentially serious threat

-to the effectiveness of the federal téx system." Report of the

Privacy Protection Study Cémmission, p. 540.

These impediments are unjustified. Moreover, they are
unnecessary. The number of potentially valid Fifth Amendment
claims wéuld be small in comparison with the total number of
people filing returns. The more practical solution is to allow
the tax return process to go unimpeded by Fifth Amendment
considerations--and that is precisely why thedigggpired records"
exception to the Fifth Amendment was cré;;ed, aﬁa/;hy it was
limited. to circumstances such as revenue collection.

These broad questions of constitutional policy
concerning the disclosure and dissemination of tax information
provide the background against which the specific amendments
under discussion today must be viewed. Because the IRS has
been accorded special and extraordinary powers, we are funda- )
mentally opposed to any dissemination of tax information within
the government. If, in some extraordinary case, such
dissemination is authorized by statute, we believe it is
esgential that in order to justify it, the government must meet
a high burden of proof. Prom‘this perspectivd, we are not
satisfied with § 6103 as currently written, but we strongly
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oppose any attempt to further dilute its protectibns of tax-
payer privacy.

I will now highlight the speciélc objections we have
to the proposed amendments. ‘

Narrowing of the Definition of Protected T;x ayer
fnformatgon

The bill collapses the current three-tier classifica-
tion of IRS information into two categories. This change
would substantially diminish the brotection afforded the
information in IRS records. Under existing law, the govern- _

-ment ﬂ;st obtain a court order to gain access both to tax-
payer returns and to what is called "return information."™ The .
latter category includes any information the IRS collects or
obtains from the taxpayer with reference to the return. Such
information might include documents substantiating claims for
deductions, contributiona or related éxpenditures. Current
law protects this information with the court order requirement
precisely because it is at least as sensitive as the informa-
tion on the face of a return.

Under the proposed two-tier classification scheme of

8. 732 - any taxpayer information or documents which are not

taxpayer returns would be available to the government upon
receipt of a written request by an attorney for the government.
No independent judicial check on these disclosures is required.’

Moreover, the bill places on the IRS an affirmative duty to <
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disclose any such information to the government which may Sé
pertinent to a federal criminal investigation.
We submit that this change in deéfinitions eliminates

much of the protection of 6103. The comment to the proposed
change suggests that the bill will enable the Cbnqress to
separate those items which deserve a higher degree of privacy and
hence a court order for disclosure, from those items that IRS,

like any other investigative agency, uncoJ;rs in a typical
investigation. This is misleading., It is by no means clear

.that the information on the return is the information deserving

of a higher degree of privacy. Indeed, there is good reason to
believe that other information compiled and maintained by IRS
is of an even more private nature.

The proposed new definition of protected taxpayer informa-
tion draws a dist{pction between an individual's tax return and
a corporation's tax return, apparently on the assumption that a
corporation's return (consisting of more than two owners or
shareholders) does not contain sensitive information concerning
individuals. Such a premise is unjustifiable. A corporaﬁion's
tax return can reflect a person's stock holdings, how he or she
voted on intérnal matters and confidential communication between
the corporation and an individual

Standards of Proof

8. 732 would substantially lower the standards of proof -
that a government agency must meet in order to obtain access

to taxpayer information. -
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Prior to the enactment of the Tax Reform Act, the

Privacy Commission recommended that when another government
agency requests taxpayer information from IRS, the taxpayer
be given notice, and an opporqynity to contest the disclosure..

Disclosure could then be authorized by.a court only if it

found:

a. probable cause to believe that a violation of

clvil or criminal law has occurred.

b. probable cause to believe that the tax information

requested from the IRS provides probative evidence
that the violation of civil or criminal law has
occurred; and

c. that no legal impediment to. the aﬁplicant agency

acquiring that information sought directly from
the taxpayer exists.

Report of the Privacy Protection Study Commission, pp. 553-4.

The Tax ReEOtm Act clearly fell short of these proposed .
safeguards. An ex parte proceeding requiring a demonstration
of reasonable cause is considerably less rigorous than an
adversary proceeding demanding probable cause. Further, the
third consideration, that no legal impediment exist to direct

solicitation from the individual, was overlooked altogether,

The pfoposal in 8. 732 would further un&;r@ine taxpayer
privacy by eliminating altogether the requirement of a court
proceeding, or demonstration of reasonable cause with respect
to the disclosure of non-return information. Substituted for
these safeguards would be the word of the government attorney -
that the information sought is material to an ongoing investi-
gation. In short, the proposed legislation eliminates any
protection of tax information h;1d by the IRS, other than the

tax return itself.
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S. 732 also reduces the standard of proof required to
justify issuance of an ex parte order for dissemination by
the IRS of the actual tax return. We oppose-this further erosion
of taxpayer privacy protection.

Section 6103 of the Tax Reform Act now requires a showing
that there is reasonable cause to believe that:
a., a specific criminal act has been committed;

b. the information sought is probative evidence of a matter
related to that criminal act; and

c. the information cannot be obtained elsewhere.

Agéin, these statutory standards fall short of the Privacy
Commission recommendations. However, S. 732 would further reduce
the safeguards. Under S. 732, the government need show only that:

ayv there is reasonable cause that a specific criminal act
has been committed; _ - .

b. the information is sought for an investigation concerning
such act; and -

c. there is reasonable cause to believe that the information
sought may be relevant to a matter relating

While the "reasonable cause" language is retained, the bill
affects several chaﬁges damaging to taxpayer privacy. There is
no requirement--onlflthat it "may be relevant"; and there is
no requirement that the information be otherwise unobtainabie.
These lower standards will open up tax records of innocent
taxpayers to a wide variety of new investigative uses. For
example, if the Department of Justice were engaged in an'ongoing
investigation of a suspected criminal enterprise, the proposed
standards would allow the Department to gain access to tax records

of any individuals innocently associated in any way with that
. _ .



214

enterprise. While it ma§ be argued that the focus of the
amendment is on drug trafficking and organized crime, it is
too easy to forget that similarly loose standards created the
enormous record of abuses of IRS disclosures prior to the
enactment of the Tax Reform Act.

There is little factual documentation o6f the need for
these changes in the standard of proof in the Tax Reform Act.
When asked to supply such information, the General Accountim§
Off}ce was unable to do so. In fact, in March 1979 the GAO
issued a study of the disclosure and summons provisions of the
Tax Reform Act, which concluded that "the adverse impact on
coordination between IRS and other members of the law enforce-
ment community as a result of the disclosure provisions has
" not been sufficiently demonstrated to justify revising the

law." Report by the COmgtroller'Generall Disclosure and Summons

Provisions of 1976 Tax Reform Act--Privacy Gains and Unknown Law

Enforcement Effect, March 12, 1979. Not only are the good
intentions of the sponsors inadequate to 3ua:1£y legislation of
l such potentially harmful consequences, but there is no clear
evidence that tﬁe proposals would achieve their intended goal.
Duty of IRS to Disclose

The bill would make a major change in existing law.by
requiring Igs to disclose "to the appropriate federal agency"
any non-return information which "may constitute evidence of a
violation of federal criminal laws." Under current law IRS is

not mandated to make such disclosures and the burden is on the
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investigating agency to initiate a written request or court

order procedure. The proposed change makes IRS an active
participant in non=tax investigations and thereby substantially
undermines the integrity of its_tax information gathering
procedures. Moreover, the burden placed on IRS of constantly
searching its records to determine if they "may contain evidence
of crime” is unreasonable, unworkable and wasteful of administra-
tive resources.

Redissemination

S. 732 contains no check on the chain of dissemination
of taxpayer information within the government. Indeed, the bill

explicitly provides that:

"An agency head, an 1.G., or the A.G. or his designee
may further disclose non-return information to such
federal personnel or witness as he deems necessary to
assist him., . ."

The comment to the bill notes that this provision is

almost identical to the grand jury secrecy rules. This
comment overlooks the crucial fact that in grand jury
proceedingg; the government cannot compel self-incriminating
testimony, at least without a grant of immunity. Since the
fundamental issue here is the use 9f information that is
‘coerced without a grant of immunity, the.analogy the comment
draws is inappropriate.

The government must meet an extraordinarily high burden
to justify dissemination. Once that burden is met at the
outset, the removal of all barriers to further dissemination

i8 not justifiable. We suggest that in effect, walls be



216

placed at every step of the process so that highly sensitive
informatioh'not be disseminated throughout the government on

the judgment of the government attorney.

Dissemination to State Agencies

The bill provides for disclosure of IRS information to
state law enforcement officials if the 1n§oraation is relevant
to investigation or prosecution of a state felony. This
proposal is flatly at odds with a Privacy Commission recom-
mendation that disclosure of tax information to the states be
was sufficiently concerned about the potential for abuse
that exists in inter-governmental disclosure that it

suggested limitations even on tax related disclosure.

Commission Report, pp. 546-47. Disgeminatien of taxpayer
information is an extraordinary invasion of the privacy of -
individuals, jdstified only in extraordinary circumstances.
The provision allowing dissemination to state agencies is
not justified by such circumstances. -Rather, it treats
intergovernmental disclosure as a routine matter of

coordinating law enforcement, so as to make it more effective.

Tax returns should not be treated as a common resource for

criminal investigations at all levels of government.

Disclosure to Foreign Governments

- S. 732 also authorizes disclosure of information to
'Lforetgn governments with whom the United States has mutual
assistance treaties. Aphrt from the objection»yg noted to
disclosure to state officials, which applies with equal or

greater force to this provision, such disclosure is problematic
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for another reason. A nation with whom the United States has
a mutual assistance treaty could seek access to taxpayer
records for use in a criminal investigation for which the
standards of proof are dissimilar from those in the United
States., Moreover, what is a crime in a foreign country may
not be criminal in the United States. The extraordinary
coercive powers of the IRS should not be used to gain informa-
tion about individuals which would then be used for purposes
not only different from those for which thé information was
obtained, but also unsupported by any legitimate United States
interest.

. — .
The Assistantce of IRS in Joint Tax and Non-Tax Investigations

The bill contains a new provision which states that:

"No portion of this section shall be interpreted to

preclude or prevent the Internal Revenue Service from

assisting the Department of Justice or any other federal

agency in joint tax and non-tax investigations of criminal .

matters which may involve income tax violations, nor shall

any portion of this section be interpreted to preclude. or
prevent the Internal Revenue Saervice from investigating

or gathering relevant information concerning persons

engaged in criminal activities which may involve income

tax violations.,"

We find this section to be particularly problematic and
confusing. An overbroad interpretation of its provisions could be
used to negate all specific requirements of a court order to
permit the disclosure or subsequent redissemination of taxpayer
information by IRS to other federal agencies. There is no
definition provided for what the term "assistance® means with
in the context of joint cax and non-tax investigation by IRS
and other federal agencies. The IRS is theoretically unktridled
to provide a broad range of information without the "limitation"

of judicial review.
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The comment which accompanied submission of the bill
indicates that "this section makes it clear on the face of the
Statute that IRS is free to work jointi} with other government
agencies in combatting crime®”. This statement, of course, goes
to the very heart of the issue embodied within these proposals.
As we have shown previously, the IRS is not like other federal
investigative agencies and should not be "free" to assist other

agencies in carrying out functions, of government, for which

it was not designed. Clearly, some further clarification of this

provision is needed.

-Expediting Procedures

We do support some.of the prop: sed changes that would
facilitate the process, provided adequate standards of privacy
protection are met. We endorse the imposition of time
limits; gﬁe extension to magistrates of the authority rulel
on government applications; and the_provision allowing
attorneys for the government, rather than heads of agencies,
to apply for disclosure. In short, we endorse changes in the.
Tax Reform Act that will allow a constitutionally sound
process, which respects individual rights, to proceed more
expeditiously.

Conclusion
The claim that the proposed amendments put the IRS back

into the fight against organized crime and drug traffic is _
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a distortion. The IRS does not belong in that fight. Its
special powers are not granted to facilitate law enforcement.
To the extent that IRS in the past has been used as an
investigative resource for other government agencies, its
special authority was abused. The Tax Reform Act of 1976
was passed to correct those abuses. The current amendments
threaten to undermine the Act by redefining the information
that deserves protection, lowering the standard of proof
necessary to justify disclosure and opening broader nels
of dissemination. These changes carry with them an enormous

potential for abuse and should not be adopted.

Senator GrAssLEY. I have one specific question and one general
question.

The general question comes from the second paragraph of the
summary of your statement, where you refer to the Tax Reform
Act of 1976 as being needed because of a widespread pattern of
abuse of IRS records by Government agencies.

Would you be taking the position in your testimony today that if
the Nunn legislation were passed, or -if the administration’s bill
were passed, that we would be back at that point we were pre-1976,
or not necessarily that far back?

Mr. SHATTUCK. It would certainly be an invitation to make many
of the kinds of broad uses of tax records for nontax investigative
purposes, perhaps in the political arena, which is of course what
was the gravest concern underlying the 1976 act. ~

I am not saying that we are necessarily going to go back to that,
but I think if Senator Nunn’s bill were to pass, it would be an
invitation to those who sought to misuse IRS sensitive records to-do
80 again.

Senator GRASSLEY. Again, from your summary, you are asking us
to take a look at the proposition that the Government must meet
what you refer to as a high burden of xo)roof. Does your testimony
include some suzgestions along that line?

Mr. Suarruck, Mr. Chairman, we endorse the burden of proof

that is now in the law.
thSen?ator GRraASsLEY. So you are not really suggesting anything new

ere ;o

Mr. SHaTTUCK. No, we are not suggesting anything ttew. We say
that the Tax Reform Act burden was itself more than was recom-
mended by the Privacy Protection Study Commission. So it was a
compromise right then in 1976, and we don’t think that any fur-
ther compromise should be made now.

I would just like to reiterate that if Senator Nunn is serious that
the same standard should apply for wiretaps as apply to access to
tax records, then the appropriate standard is the standard that is
in the law right now. ‘

Senator GrassLEY. You state that bank records and similar docu-
mentary material of an individual are confidential. But under cur-
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rent law, can’t Federal law enforcement authorities obtain thls
information?
- Mr. SHAaTTUCK. Yes, but not from IRS. They can generally obtain
it by subpenaing it from the records of a person’s bank, or using an

administrative summons procedure. There is, of course, a law on
the books to authorize that, the Right to Financial Privacy Act. So
they can obtain it, but they can’t obtain it through the IRS back
channels that this bill would authorize.

Senator GRASSLEY. I have no further questlons Thank you for
your testimony.

Mr. SHATTUCK. Thank you very much.

Senator GrassLEY. Thank you for your orgamzatxon s interest in
this legislation.

The hearing is concluded.

[Whereupon, at 12:45 p.m., the subcommxttee adjourned, subject
to call of the Chair.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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STATEMENT OF SENATOR LOWELL WE1CKER, JR,

BEFORE THE COMMITTEE ON FINANCE

SUBCOMMITREE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
HEARINGS ON DISCLOSURE OF IRS INFORMATION

ON MONDAY, NOVEMBER 9, 1981 )

Mr. Chairman, in 1976, Congress enacted strict safeguards to protect
the tax privacy rights of Americans. The 96th Congress twice, in
December 1979 and Décember 1980, rejected efforts to weaken these
statutory safeguards. On July 27, a similar effort was successful
in the Senate in the form of an amendment to H.R. 4242, the Econoﬁic
Recovery Tax Act of 1981; this provision was droped in conference
with the Housé. The 97th Congres§ has thus been prescnted with new
legislation incorporating many of the provisions previously debated
and~;ejec§gg in ‘the last Congress. I therefore would like to voice

once again the concerns I raised with my colleagues in opposing

this unwise assault on the rights of privacy of taxpayers.

As this subcommittee reexamines the 1976 law, I think it would be

appropriate to review the history surrounding this important privacy

issue.

-

The starting point fS the Fourth Amendment to ocur Constitution.

This Amendment provides that: -

~

The right of the people to be secure in their persons, houses,
papers, and effects, against unreasonable searches and seizures
shall not be violated, and no Varrants 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. : i
I am certain that my colléagues are familiar with the Amendment.
However, how many of my colleagues are aware of the fact that a
principal reason for the adoption of this safeguard was the abuse of
privacy rights perpetrated by ;nglish monarchs in the name of tax

collection?

88-187 0—82——15
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These abuses were discussed by Mr. Justice Blackmun in G.M. Leasing‘

Corporation v. United States, 429 U.S. 338 (1976); he concluded that:

"Indeed, one of the primary evils intended to be ¢liminated

by the Fourth'Amendment was the-massive intrusion on

privacy undertaken-in che collection of taxes pursuant to

general warrants and writs of assistance." 429 U.S. at 355.
James Madison realized the necessity of placing resﬁrictioné on the
powers given to the Government for the purpose of col:ecting taxes.
In arguling for the adoption of the Bill of Rights to restrain the

United States Government, Madison sald:

"The General Government has a right to pass all laws which
shall be necessary to collect its revenues the means for
enforcing the collection are within the direction of the
Legislature: may not general varrants be considered
necessary for this purpose, as well as for some Durposes
which it was supposed at the framing of their constitutions
the State Governments had in view? If there was reason
for restraining the State Governments from exercising this
power, there is like reason for restraining the Federal
Government." 1 Annals of Congress, 438 (1834 ed.).

Thus, our Founding Fathers wrote safeguards into the Constitution
because they understood that the protection of the basic liberties
of our citizens must be founded on law and not on the assurances of
government officlals. They realized that there is a tendency
among those who govern to justify the use of ignoble means to
achieve noble objectives. As Samuel Johnson observed, "Patriotism

1s the last refuge of a scoundrel."

Unfortunately, subsequent generations forgot the lesson that our
Founding Fathers had so painfully learned. Despite attsmpts to -
1imit disclosure, by 1934 income tax returns and infcriztion were
deémed to be '"public records'". Federal law enforceinent officials
vere able to obtain tax Information simply by stating that, in

their discretion, it was "necessary in the perfornmance of...official
duties". The Internal Revenue Service, for all intents and pubpdses

operated a lending library.
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In 1976, Congress was confronted by overwhelming evidence of
abuses similar to those which prohpted our Founding Fathers to
adopt the Fourth Amendment. The statutory ru1e$ governing the
disclosure of tax information were reviewed for the first time
in over 40 years and tax privacy safeguards were enacted in the
Tax Reform Act of 1976 as a result of four 1nterre1ate¢ develop-

ments.

" First, abuses uncovered during the Watgrgate investigations,

documented use of the IRS as an intelligence body to derive infor-

.

mation harmful to enemies of the Nixon Administration and helpful

to its friends. These abuses were summarized by the House Judiclary

Committee -in Article II, subparagraph 2 of the "Articles of Impeach-

ment of President Nixon:"

He has, acting personally and through his subordinates
and agents, endeavored to obtain from the Internal Revenue
Service, in violation of the constitutional rights of citizens,
confidential information contained in income tax_ returns for
purposes not authorized by law and to cause, in violation:
of the constitutional rights of citizens, income tax audits
or other income tax investigations to be initiated or conducted
in a discriminatory manner.
Among the most egreglious violations of individuals' rights were
.those committed by the "special service staff," a semi-secret
unit operating within the ITRS which was charged with collecting
information on so-called "activist oréanizations ang 1nd1v}duals."
Because there were no limitations at that time on the disscemination
of tax return information, the special service staf{ traded tax
information frecely with the Justice Department in an atteinpt to
eslablisn non-tax Statute violations by these "énemies". - Senator
Ervin described the questionable activities of this group:

The special service staff was tasked with collecting,

analyzing and disscwminating information on individuals and
groups publicly promoting what the IRS considered to be

e rommen
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"extremist views and philosophies." What began with an -
initial list of 77 organizations mushroomed to an intelligence
file on approximately 3,000 organizations and 8,000
individuals who openly disagreed with Government policies...

Special cooperation with other Government agencies with
regard to non-tax statute violations was high on the 1ist of
special service staff responsibilities. For example, the
Internal Security Division of the Justice Department sought
out a special informal working arrangement with the staff
whereby it would have access to such information. A 1listing
of 14,000 entities which "posed a threat and probability of
tax violations was sent by the Internal Security Division

to the special service staff...

The special service staff's political intelligence activitics
went far beyond the Internal Revenue Service's proper functiuvn.
of enforcing ‘the tax laws... -

.

In short, abuses of tax privacy rights in the name of non-tax
criminal violations were a prime reason ‘for enactment of the dis-

closure safeguards contained in the Tax Reform Act.

.

Second, vioclations of Americans' constitutional rights were.d{scovéred
by the Church Committee on "Iﬂielligence Activities and the Rights

of Americans.” The Committee found that there was nothing to insure
the limitaiton of the subsequent use of tax information to the

purpose for which it was disclosed, and concluded in 1its 1976 repbrt

that:

The FBI has had free access to tax information for improper
purposés...The FBI used as a weapon against the taxpayer the
very information the taxpdyer provided pursuant to his legal
obligation to assist in tax cases and, in many cases, on

the assumption that access to the information would be
restricted to those concerned with revenue coliection and
used only for tax purposes. .

Third, disclosures were mmade that special powers of the IRS were
being misused tp coilect information for purposes well beyénd tax
administration but related to other law enforcement activities.

These led to a series of congressional hearings on the propriety of
various uses of tax informatlion. In the 93rd Congress, ihe Senate
Judicliary Committee held hearings and numerous hearings were conducfcd

by the Senate Finance Commi{tce and House Ways and Means Committee

in the 94th Congress.
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Fourth, recommendations were made by the Privacy Protection Study
Commission for more stringent safeguards with.respect to diéclosures ‘
of records made by the IRS. The Commission stated that the taxpayer's
disclosures to the IRS...

cannot be considered voluntary because the threat of criminal

penalties for failure to disclose always exists. The fact

that tax collection is essential to government justifies an-

extraordinary intrusion of personal privacy by the IRS, but

it is also the reason why extraordinary precautions must be

taken against misuse of the information the Secrvice collects
from and about taxpayers.

. The Privacy Comqission concluded that:

Federal law enforcement officials should not have easier

access to information about a taxpayer when it is maintained

by the IRS than they would have if the same information were

. maintained by the taxpayer himself.

Mr. Chairman, I have taken the time to review this history because
it.-is important to remember the events surrounding and consideration
given the formulation of the existing standards governing disclosure
of tax information. Based upon this substantial record, Congress
carefully drafted legislation which balanced the rights of Aﬁéricans

to certain privacy standards with the needs of Government in enforcing

the law.’ h

Now, 1gss than five years after-the striking of this balance, attempts
have been made to tip the sca{es in f;vor of law enforcement, at

"the expense of the taxpaygr's privacy right. 1In December 1979, an
unprinted amehdment was offered to the windfall profit tax bill which
vwould have removed the safeguard of a court order for disclosure of
tax.return information. That attempt failed by a 65 to 8 vote.

In December 1980, ‘on a rider to a continuing approﬁriatioqs bil1l

that supporters wvere ruéhing through a lameduck session of Congress,
language to wecaken tﬁé tax privacy safcguards was offered and tabled:.

by a vote of U43-34. This end-run was made despite the fact -~ or

N



perhaps because of it - that the Finance Committee held hearings
on legislation to amend the Internal Revenue Code and decided not

to report a bill to the full Senate.

Similar legislation was offered by Senator Nunn as an amendment to
H.R. 4242, the Economic Recovery Tax Act of 1981. The Nunn }
ahendment was approved by'the Senate on July 27, 1981 by a vote of
66-28; however, in conference with the Hpus;: the Nunn provision

was eliminated.

. .

S

Mr. Chairman, I am pleased to see thét Senator Nunn, in introducing

S. 732 has made some changgs from his previous proposal.

Although for the most part minor in nature, these changes do address
some of the concefns I expressed during floor debate in the last
Congress and while testirying'before the Senate Finance Subcommittee
on IRS Oversight and the Houée Ways and Means Subcommittee on
Oversight. I applaud these changes, but clearly they are inadequate
and fall far short of maintaining the delicate balance achieved under
current law between the taxpayer's privacy rights and law eﬁ}orcement's

1nfo}mation needs.

The law presently requires thpf a court order be obtained by law
enforcement officials before ﬁhe IRS can turn over a taxpayer's
return or any:informétion supplied in support of the return. The-
Nunn ppoposal, however, would greatly erode the protection now
granted to any busgness, corporation, partnership or association

consisting of three or more persons! Why?

As evidenced by the privacy hearings held by the Sinall Business
Committee, businesses are quite concerned about their privacy rights.

Tax return information on sﬁéll businesses invariably contain

personal information abéut the principal of the firm.

Lt
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There 1s no reason to relax the burden on the government when it

comes to access toO records of small or large corporations. For
exanple, there is no lesser standard‘ro; search warrant orders for
corporate records than for individual's records. The standard is
the same-because the publié as a whole wants to protect privacy
rights by preventing "unreasonable searches and seizures" under
the Fourth ;hendment. Similarly, the Supreme Court has established
that speech does not lose its protection under the First Amendment

becaunse it has a corporate rather ‘than an individual origin.

Under Senator Nunn's proposal, the taxpayer's privacy rights would

. further be eroded by relaxing the standards A;cessary for the

Justice Department to prove in order to obtain an ex parte order.
This standard, which would oqu require that there be reasonable -
cause that information sought "may be relevent" to the commission

of a crime, is not even as strong as the evidentliary standard
proposed in the bill rejected by the Senate last year which

required both "relevance arid materiality."

The Nunn proposal also eliminates the rquirement that the Justice

- Department‘exhaust all other sources bero;e it can turn to the IRS

to obtain information. This safeguard, which was suggested by
former‘IRS Commissioner Donalé D. Ale%§nder, 1s similar to the
_requirement deemed necegsary by Congress 4n 18 u.s.c. B 2518 (1)(C)
that investiga%ivevprocedhres be attempted before a court may order

a wi;etap or other form of eleétronic surveillance. With the erosion
of such essen§1a1 séandards, it 1s 1likely that the IRS would simply
become another automatic, investigative tool to be used by Federai

law enforcement agencies in their investigation of crimxnal activity -

much like the taking of photographs or the conducting of surveillances.

i



228 -

Furthermore, the provisions in S.732 which would require the IRS to
disclose under "emergency c}rcumstances .to "the appropriate

agency information "to the extent necessary” contains insufficient
safeguards to ensure that the taxpayer 1is not stripped of his privacy
rights. The broad standards of this provision cdu;d give the IRS

the unbridled discretion to turn over any information in their files
to anyone in the government, and tﬁreatens to mark the return of ’
the days of'thé IRS "lénding library." This proposal does not

even afford the taxpayer the protections contained in 18 U.s.cC.

§ 2518 (7), which require notification ﬁo and approval of a court

within 48 hou%s‘after a wire or oral communication has been inter-
cepted in an "emergency situation",

The loosely drafted proyision in S.732 which would permi? disclosure

to state law‘enrorcement officials also gives me grave concern. The
abuses which I enumerated eariier in my statement were not confined

to high level Federal employees. There is ample documentation that
state and‘local officials were responsible for equally appalling

abuses.

Finaily, I am worried about the provision which would authorize
disclosure of information on American citizens to foreign countries.
The thought that personal 1nfpﬁmatioq on Americans can be disclosed
to other countries which do not have the guérantees of individual
‘rights thch‘gre‘contained in our Constitution is simply repﬁgnant
to the principles upon which our nation was founded.

Mr. Chairman, what is the rationale for this back door encroach-
ment upon the rights of Americans? It is done under the banner -
which all good citizens willingly carry - of the fight aéaibsb
organized crime, mobéters and narcotics traffickers. Why? Becapse
one 18 best able to obfuscate‘the true issues by arguing in an.
inflammatory way that a change in the law 1is the only solution to

these aevils,
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I

One must look behind the rhetoric to ascertain the reason for this
legisiaeion. Is is8 expediency. It is not that the Justice
Department does not have the means of obtaining evidence other
than from tax return information in its fight against crime. The
Justice Department, as evidenced by the great number of its
successful prosecutions, does. But 1t is far simpler - and more

expedient - to go directly to the tax return and related information

N

than to the other sources. _

Jerry Litton, the late Congressmaﬁ rrom"M1ssour1 who coauthored

the disclosuré protections in 26 U.S.C. § 6103, succintly rebutted
the expeqiency rationale. In.testimony before the House Ways and
Means Committee in January of 1976 he said that "if we are only
looking for expediency, let's wiretap every one thousand.hémes,

open the mail of every one thousand citizens, if we are only looking
for expediency." But this codntry aoes not look simply for expediency
when dealing with the rights of eitizens. Our heritage is other-

wise.

Two hundred years ago our Founding Fathers authored a Constitution
~premised on the principle that individuals - as human beings - are
more important than the conveniences of soclety. A greater
importance was placed on 1ndiyidua1 liberties than on government
efficiency. That waé the philosophy Lndérlying the Bill of Rights.
The existing tax information disclosure provisions reflect the
fact that Americans are compelled to surrender the Constitutional
rights guarantced Syvthe Fourth and Fifth Amendments - the right
to "be secure in their...papers, and effects, against unreasonable
searches and sé;zures" and the riEht against self-incrimination.
In order‘to facilitate the effective administratidn of our tax laws,

‘each American voluntarily surrenders certain rights and assumes
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the duty of self-investigation, fact-finding and reporting. This
baring of private papers and matters is an accommodation by citizens
to their government for tax purposes - not for scientific purposes,
not for non-tax justice purpoées, not for sociological purposes,

not for political ﬁurposes, not for stéfistical purposes.,

The method in which taxpayers voluntarily comply with our tax

-laws and, in most cases, fully report their earnings is the envy

of most other nation§ where dishonesty is often the rule rather than
- the exception. If taxpayers become cdhvinced that confidential data
th&y submit éach year is used for other than tax purposes, how long
will it be before cheating is commonplace? Widespread cheating.
would be beyond the capacity of teh IRS to control and our entire
system of voluntary self-assessment would collapse.

Mr. Chairman,. those who advodate diluting existing tax privacy
safeguards claim that the Tax Reform Act of 1976 has led to a
Aglourishing of illegal nareotics trading. They seem to ignore,
however, the deficiencies of the agency entrusted with enforcement
of the criminal statues - the Justice Department. 1In its March

1977 report entitled "War on Organized Crime Faltering.- Federal
Strike Forces Not Getting the Job Done;" the GAO concluded that,

and I quote:

The Government still hés not developed a strategy to fight
organized crime.

There is no agrecment on what organized crime is and,
consequently, on precisely whom or what the. _Government is

fighting.

The strike forces have no statements of objectives or plans
for achieving those objectives, -

A subsequent report in October 1979, went on to elaborate that .

governnent drug enforcement and supply control efforts were hampered
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by poor coordination, a failure to use available enforcement

tools and poor training. The report also coﬁcluded that "the

adverse impact on the law enforcement community, as a result of

the disclosure provisions (enacted as part of the Tax Reform Act

of 1976), had not been sufficiently demonstrated to Justify changing -

the law."

Mr. Chairman,.the few years that have transpired since enactment
of the Tax Reform Act have not shown that Congress erred in

enacting needed tax reform legislation or that the provisions of

‘this law have unfairly or unduly burdened law enforccement efforts.

What time and experilence have.shown is not that the law is burdensome,
or wrong, or unfairly'restﬁ}ctive, but that those who have 1nterPreted
the law have done so incorrectly. For example, in testimony in the

last Congress before the Seﬁate Permanent Subcommittee on Investigations,
Péter B. Bensinger, the Administrator of the Drug Enforcement kdminia;
tration, commented with respect_go the aughority given IRS under 26

~

U.S.c. § 6103 (1)(3) to disclose to other law enforcement agencies
information it has regarding yiolations of ceriminal law. Astonishingly,
his Feétimony revealed that DEA records do not show ever having
received such disclosures from IRS. This indicates not a problenm

with the lawv, but a probelm wi;h the agency emﬁpyevcd to act pursuant

to thé law. How can one profess that the provisions of the Tax

Reform Act prohibit effective law enforcement when a provision of

the act designed to assist law enforcement is not properly put to use?

Mr. Chairman, = respect for the Constitution and respect for individual-

liberties should be the prime concern to each one of us here. The

/



232

protections that are in the present Act certainly allow the_groper
enforcement of our tax laws and the maximum collection of taxe;,
but at the same time, assure that history will not repeat itself in
this instance, and that Americans' tax privacy rights will be

unabridged.

Mr.  _Chairman, the new legislation introduced by my respected
collquue from Georgia, Senator Nunn, and others, should be care-
fully considered by my éolleagues. I believe any legislation
making significant changes in statutory tax privacy safeguards
requires careful scrutiny. I caution, however, that this is not a
matter for hasty action in the name of more effective law enforce-
ment. My colleagues should clearly understand the Constitutional
and legislative history compelling strict safeguards of taxpayer
rights of privacy. 1 belleve there is an overwhelming burden on
those who seek to balance away these fundamental rights.

Mr. Chairmag, I very much appreciate the opportunity ;o testify at
these important hearings. For the further information of the
subcommittee, I request that a recent article I wrote, entitled
"Ensu}ing Tax Privacy", which appeared in the September 1981 issue

of USA Today, be included in the hcaring record.
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[Cnsuring

“If taxpayers become convinced that confidential data
they submit each year is used for something other
than tax purposes, how long will it be before

cheating is commonplace?”’

by Lowell Welcker, Jr.
U.S. Senator (R.-Conn)

HIEF Justice Warren Burger got us

1alking about it again, and the at-
tempt on the President’s life wrenched up
the debate’s volume by quile a few
decidels. Ask any person on any street.
cornet in America 10 name the number-
one prodlem plaguing our sociely today
and he is liable to answer: crime. In small
1own churches and on big city stoops, the
consensus is the same—~—we have got 1o put
a2 stop to it.

We certainly. nced to have our
consciousnesses raised abaut crime, Qur
law enforcement sgencies need to be
strengthened and streamlined. However,
the last thing we should do is beef up law
enforcement at the expense of fundamen-
tal civil liberiies. That in itself would be 2
crime, ° .

There is one such bill now before the
Congress which suggests we make an end
ron around the Constitution in the name
of law and order. Section 6103 of Title 26
of the U.S. Code presently sequires thata
court order be obtained by law enforce-
ment of ficials before the Internal Revenue
Service can lurn over a taxpayer's return
or any information supplied in support of
the return. Proposed legislation would
grant_court protection only (o the tax

Sen. V/eicker was the sponsor of the
privacy provisions of the Tax Reform Act
of 1978,

return and information filed with it—
nothing else. Thezefore, any information
produced 10 substantiate the relurn—such
as correspondence, sources of income, in-
vestments, any check ever writien by the
taxpayer, any bill ever paid, and the
reasons for doing so—would be routinely
available o the Jusiice Depariment,
which, in turn, could turn the information
over 10 mOst anyone it wanis.

‘The new bill.further erodes taxpayer
privacy rights by relaxing the standards
the Justice Depariment must meet in
order 10 obtain an ex parte order from the
court. It climinates the requirement that
the Justice Depariment must exhaust all
other sources before it can turn to the IRS
for information, This provision in existing
law, which was suggésted by then-IRS
Commissioner Donald D. Alexander, is
similar to the requirement decmed
necessary by Congress in 18 U.S.C.
2518(I1XC) that investigative procedures
be attempled before a court may order a
wiretap or other form of electronic
surveillance.,

Although Congress defeated similar
bdills in each of the last two years, sup-
poricrs of the new legistation appear 1o be
counting on renewcd anxielies and new
political alignments 1o carry the day. In-
voking (he name of gangster Al Capone,
they argne that an activist role for the IRS
is absolutely necessary 1o combat the
“tripke menace* of organized crime, nar-
cotics 1rafficking, and labor racketeering.

PRIVACY

In his introduciory statement, the bill's
primary sponsor, Sen. Sam Nunn
{D.-Ga.) said he looks forward 10 the day
when IRS will **become again Ihe effec-
tive force for justice that is was in the days
of bootleggers and rumrunners.”’

My fears for the future are a1 least as
great as Sen. Nuan's hopes, for | believe
that, if this legislation is passed, the IRS
will again become the tool for Fourth
Amendment abuses and political persecu-
tion it was priot 10 the passage of the Tax
Privacy Act of 1976.

Nobody likes 1o talk about those days
before 1976. The mere mention of them is
enough to get yoursell accused of wallow-
ing in Watergate. Yet, history has shown
that those who refuse 10 learn from their
mistakes are condemned 10 repeat them,

The fact is that the Walcrgate investiga-
tions documented use of the IRS ss anin-
telligence body to derive information
harmful 10 **enemies’ of the Nivon Ad-
ministration and helpful 10 its fricnds.
These abuses were suinmarized by the
House Judiciary Commitice in Article 11,
subparagraph 2, of the Articles of Im-
peachment of Pres, Nixon:

He has, acting personally and through his
subordinates and agents, endcasored 1o oblain
from 1he IRS, in violation of the constitutional
rights of citizens, confidential information
contained in income tax telutns for putpones
ot authorized by law, and 10 vause, in viola.
tion of 1he conviitutional rights of citizens, in-
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come Lax audits or other income 1ax investiga-
tions to be iniliated or conducted in s
discriminatory manner,

A memao made public at g 1974 hearing
on warrantless wiretaps and elecironic
surveillance showed that the IRS set up an
**Activists Organizations Commattee’ to
collect information and **find out general-
ly about the funds of these organiza-
tions."

In its 1976 report, the Church Commit-
tee concluded that **the FB) used as a
weapon against the taxpayer the very in-

“~{6tmation the 1axpayer provided pursuant

to his legal obligation 10 assist in tax cases
and, in many cases, on the assumplion
that access to the information would be
restricted to those concerned with revenue
collection and used only for tax
purposes.'*

Why the fuss?

Some may ask, why the fuss about pro-
tecting tax returns? If people have nothing
to hide, why shouldn’t their tax returns be
common knowledge? Or, as Sen. Nunn
phrases it, *‘the only people that necd fear
this legistation are narcotics traffickers and
organized crime figures and white collar
criminals who are contributing .to infla.

criminal. If that is the case, it dos not
speak well for the overwhelming majority
of my colleagues who perenially ~vote
against proposals to require Members of
Congress 1o make public their income 1ax
relurns. Should their constituents be any
more anxious to have their lax relurns
publicized?

The crux of the problem is that tax
returns and their supporting documents
contain very telling information. A good
sleuth can unecarth about as much evi-
dence about an individual from alook ata
tax return as you or 1 could from a
thorough scarch of their home. Rep. Pete
Stark (D.-Calif.) spoke 1o -this point
belore the Senaie Finance Commitiee last
summer, while discussing an experiment
that appeared on the television news show
60 Minutes'":

We showed that by taking 8 person who had
formerly been a staff member of mine, who
agreed 1o let his credit cards and banking
records be locked at by a private investigator
from New York, this man was able, just from
his records . . . to almost desceibe his esery ac-
Livity, tell you what doctor he went to, tell you
what his bealth problems might or might not
have been . . . how many children he had,
whether be dranl whishey, where he was at
what time of the year, _

tion and who are cheating other taxpayers ™ This gold mine of facts tax returns con-

by not paying heir fair share,” This type
of remark implies that anyone who wants
to keep his tax return a secret must be a
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1ain can certainly give law enforcement
personnel a leg up in their investigations,
Any FBI agent worth his salt is able to

read between the lines of a 1ax return and
discover a dozen leads. The names and ad-
dresses of corporations in which in-
dividuals hold stock, properties they own,
and the identities of those with whom they
do business can all-help build a case
against them. To get at that information
without the crutch of a tax return requires
footwork. It involves tailing a suspecl,
cultivating reliable informanis, and
cooperating with local police—in short,
gleaning bits and pieces of the puzzle from
dozens of different sources, rather than
just one.

Existing law is cognizant of the
premium Federal investigations place on
tax return information. That is why it
gives them the option of obtaining a court
order to look al a return. However, the
Depariment of Justice has made diminish.
ing use of this provision since the law's
passage. Investigators say that the stand-
ards that must be satisfied 10 obtain 8
court order are impossibly high, They
claim to be trapped in a Catch 22; in order
to get at the information on the 1ax
return, they say they must show the court
that they already have that information,

However, the standaid they are ached
(0 meet Is less stringent than that with
which law enforcement officers must
comply every day. It simply requires thata
specific criminal act has been capmitied
and that the tax return sought is probative
evidence relatéd 1o that criminal act. In
addition, it must be shown that the infor-
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matiog sought can not be reasonably ob-
1ainéd clsewhere.

Suppose somcone is suspecied of nar-
cotics smuggling. Al that must be done
under-the law as it now stands is to show
that a crime has been committed and to
putl together the beginnings of a case
agalnst that person by documenling the
very acls that have aroused suspicions. It
could be shown that the person astociates
with pcople whom reliable informants
have identified as equally involved in the
drug trade, that he leads the life of a high
roller, chauffered from a private jei (o his
many mansions, without any apparent
means of income. An argument can then
be made that the individual's tax return is
probative evidence of criminal activity,
presumably because he would indicate
that jncome and its source on the return,
- A look at the individual's return in order
10 clear up the matter of income would be
. justified, since other investigative means
have already been tried without success.

-Admittedly, some cases may be more
complex, but no one ever sald crime
fighting was a cinch. The Department of
Justice trains its litigators in the P's and
Q's of trial tactics. Why shouldn’t it teach
* its attorneys how to apply for ex parie
rulings under the Tax Privacy’ Act?

The Justice Department’s gripes do not
end there. lts attorney-investigatlors say
that, even after a coust order is granted,
the IRS has taken up to 13 months to
comply. I suggest that this is the fault of
the IRS and not the fault of the law, but
the Justice Department argues that the
taw's civil and criminal penalties for
unauthorized disclosute of tax informa-
tion have had such a chilling effect upon
the IRS that it is now playing it safe by
handing over little or no information at

The Justice Department’s frustration
" “on this point is understandable, but can’t
this state of affairs be resolved ad-
ministratively, without emasculating the
law? Everyone agrees that routine law en-
forcement would be made casier by the
tax privacy law's abolishment, but where
would that leave the Fourth and Fifth
Amendments? As Jerry Litton, the late
Congressman from Missouri and co-
suthor of the protectiont™in 26 U.S.C.
6103, pointed out in testimony before the
House Ways and Means Committee, *'if
we are only fooking for expediency, lel's
wiretap every 1,000 homes, open the mait
of every 1,000 citizens, if we are only
looking for expediency.”

Voluntary compliance

The existing 1ax information disclosure
provisions reflect the fact that Americans
ate compclled to surrender the constitu-

" tional rights guaranteed by the Fourth and

Fifth Amendments—the right to ‘‘be
secure In their papers and effects against
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unrcasonable scarches and seizures® and
the right against sclf-incrimination.. Each
Amcrican voluntarily assumes the duty of
sclf-investigation, fact-finding, and report-
ing. This baring of grivate papers and
matiers is 3n accomm ion by citizens
for their government for tax purposes—
not for sociological purposes, not for
political purposes, not for statisticat
purposes.

Most Americans are familiar ith the
privacy protections in the Bill of Rights,
but how many are aware that a principal
rcason for the adoption of these safe-
guards was the abuse of privacy rights
perpeirated by English monarchs in the
name of 1ax collection?

The abuses that led to the Fourlh
Amendment were discussed by Supreme
Court Justice Harry A. Blackmun in
G.M. Leasing Corporation v. United
States in 1976. He concluded that “‘in-
deed, one of the primary evils intended to
be eliminated by the Fourth Amendment
was the massive intrusion on privacy
undertaken in the collection of taxes pur-
suant to general warrants~and writs of
assistance.” -

James Madison understood the necessi-
ty for placing restrictions on the tax-
collecting powers of the government.
Arguing for the adoption of the Bill of
Rights, he said:

The General Govenment has a right (0 pass all
laws which shall be necessary to collect its
revenue; the means for enforcing the collection
arce within the direction of 1he Legislature: may
not gencral warrants be considered necessary
for this purpose, as well as for some purposes
which it was supposed at the framing of their
constitutions the State Government had in
view? If there was reason for resiraining the
Siate Governments from exercising this power,
there is like reason for restraining the Federal
Government. {1 Annals of Congress, 438 (1834
edition))

The way in which American laxpayers
voluntarily comply with our (ax laws and,
in most cases; (ully report their earnings is
the envy of most other nations. Else-
where, dishonesty is ofien the sule, rather
than exception. If taxpayers become con-
vinced that confidential data they submit
cach ycar is used for something other than
1ax purposes, how long will it be before
cheating is ¢ place? Widespread
cheating would tax the resources of the
IRS and our entire system of volunlary
self-assessment would collapse.

Scn. Nuna notes that statistics compiled,
by both the IRS and the General Account-
ing Office indicate that voluntary com-
pliance with the tax laws had diminished
sinve the passage of the tax privacy provi-
sions in 1976, but ccrtainly he can not be
trying 1o Jink the tw 0. He knows as well a3
1 that compliance has gone down because
we have legislaled so many loopholes for

O

the big husinesses and the wealthicst of in-
dividuals. Frustrated by what he sces, the
average tapaycr is simply trying 10 get in
on the act and look for a few loopholes
himself.

Contorted ¢ ing is ¢ P
among those who would wipe away the
protections of the Tax Privacy Act. They
consider the law the perfect scapegoat for
any of a number of sociely's problems.
They perceive a need fot better coordina-
tion between Federal law enforcement and
the grassroots variety. They are right—
that peed does not exist—but distributing
confidential tax information like candy to
state and local Jaw enforcement officials
will not forge that working parinership; it.
will simply open the way for abuse at
Jower levels. Similarly, they have iden.
tified a nced for more concerted efforts 10
combat ¢rime that crosses borders and
oceans, linking Turkish poppy ficlds to
Swiss bank accounts. They are right about
the need for that, 100, but 10 share per-
sonal tax information on Americans with
other countsies which may not have the
guaraniees of individual rights that are
contained in our Constitution s simply
not-compatible with the principles that in-
spired the Constitution, .

They are concerned about our securily

as a nation, as well they should be, but to -

require the IRS to disclose 1o the ap-
propriate agency any information under
‘exigent circumsiances” is 10 sirip the
taxpayer of his privacy rights in the name
of national security. The vague s1andards
for this provision would give the IRS the
unbridled discretion to turn over any in-
formation in their files to anyone in
government. This power improperly used
would mark the return of the days of the
lending library" which IRS formerly
operated,

As Samuel Johnson so aplly observed,
spatriotism is the last refuge of the scoun-
drel.”* 1 do not mean 1o so label all of
those who support this legislation. Many
of them are motivated by a desire 1o com-
bat crime. Then let them vote against, not
for, this legislation, for it can only lead 10
lawlessness in the long run.

We can not allow crime in the streets—
or the executive suites—to confuse the
issue. We must continue 10 combat that
xind of crime by strengthening the in-
vestigative abilities of the Drug Enforce-
ment Agency and the FB], We must train
local law enforcement officials in the most
up-to-date methods and sce that they have
the technology they need. Houever, the
issue raised by this legislation has to do
with a different kind of crime, which has
much in common with the ingtitutionaliz-
¢d crime of the police state. 1t is the crime
this government and fis officials commit
wheneser the constitutional rights of our
citizens are violated. Individuals may not
die as a sesult of 1his hind of crime, but
democratic sociclics do. .
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