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1985 MISCELLANEOUS TAX BILLS

MONDAY, JUNE 24, 1985

U.S. SENATE,
SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
CoMMITTEE ON FINANCE,
Washington, DC.

. The committee met, pursuant to notice, at 9:30 a.m. in room SD-

215, Dirksen Senate Office Building, the Honorable John H. Chafee
(chairman) presiding.

Present: Senators Chafee and Moynihan.

{The press release announcing the hearing, a description of
S. 203 and S. 205 by the Joint Committee on Taxation the text of S.
203 and S. 205 and a statement from Senator Kerry follows:]

{Press release—June 5, 1985]

HEARING ON MiSCELLANEOUS TAX BiLis SCHEDULED FOR JUNE 24

Senator Bob Packwood (R-Oregon), Chairman of the Senate Committee on Fi-
nance, today announced that the Subcommittee on Taxation and Debt Management
will hold a hearing on two miscellaneous tax bills.

Chairman Packwood said that the Taxation Subcommittee's hearing is scheduled
to begir 3t 9:30 a.m., Monday, June 24, 1985, in Room SD-215 of the Dirksen Senate
Office Building.

The Chairman also stated that Senator John Chafee (R~-Rhode Island), Chairman
of the Subcommittee on Taxation and Dett Management, would preside at the June
24 hearing.

The hearing will review S. 203, a bill which would provide a onetime amnesty
from criminal and civil tax penalties, as well as 50% of any interest penalty, for
taxpayers who pay previous Federal tax underpayments during the amnesty period;
and on S. 205, a bill which would create a mechanism for taxpayers to designate $1
of any Federal tax overpayment for payment to the National Organ Transplant
Trust Fund.

S. 203 was introduced by Senator Alan Dixon (D-Illinois) and S. 205 was intro-
duced by Senator Dale Bumpers (D-Arkansas).

1)
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DESCRIPTION OF 8. 203 (RELATING TO
TAX AMNESTY) AND 8. 205 (RELATING
TO DESIGNATION OF CONTRIBUTIONS
ON TAX RETURN FOR THE NATIONAL
ORGAN TRANSPLANT TRUST FUND)

ScHEDULED FOR A HEARING

BEFORE THE

SUBCOMMITTEE ON
TAXATION AND DEBT MANAGEMENT

OF THE

COMMITTEE ON FINANCE
ON JUNE 24, 1985

PREPARED BY THE STAFF

OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION

The Senate Finance Subcommittee on Taxation and Debt Man-
agement has scheduled a public hearing on June 24, 1985, on S. 208
(relating to tax amnesty) and S. 205 (relating to designation of con-
tributions on tax returns for a proposed National Organ Trans-
plant Trust Fund).

The first part of the i;;a.mphlet ! is a summary. The second part is
a description of the bills, including present law, explanation of pro-
visions, and effective dates.

' This punﬁl\‘lot may be cited as foliows: Joint Committee on Taxation, Description of 8. 200
(Relating to Amnesty) and 8. 205 (Relating to Dgﬂ'“'”" of Contributions on Tax Return
for the Nations! Organ t Trust Fund) (JCS- ), June 21, 1985.



1. SUMMARY

S. 203

S. 203 (Senator Dixon) would provide a six-month period during
which taxpayers who voluntarily disclosed underpayments or non-
payments of taxes and who paid those taxes plus one-half of the
interest otherwise due on those taxes would receive amnesty from
all civil and criminal penalties (as well as the remaining one-half
of the interest). In addition, the bill would increase by 50 percent
the civil and criminal penalties in the Code. The bill also author-
izes the employment of 3,000 additional IRS agents.

S. 205

S. 205 (Senator Bumpers) would provide that taxpayers could des-
ignate on their tax returns all or a portion of their tax refunds (or
make contributions with their returns) to a new trust fund that
would defray the cost of necessary organ transplants. The provision
would be effective for taxable years ending after the date of enact-
‘ment.
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I1. DESCRIPTION OF THE BILLS
1. S. 203 (Senator Dixon)
Tax Amnesty
(*Federal Tax Delinquency Amnesty Act of 1985")

Present Law

The Federal Government has never instituted a program that
provided amnesty from both civil and criminal penalties for tax-
payers who both voluntarily disclosed that they had underpaid
their taxes and then paid those amounts. The Code includes civil
and criminal penalties that may apply to failure to file returns on
a timely basis or to pay taxes due. The Code also requires that in-
terest be paid on any underpayment of tax.

The Internal Revenue Service (IRS) had an administrative policy,
discontinued in 1952,2 that in effect provided amnesty from crimi-
nal prosecution (but not from civil penalties or interest) for taxpay-
ers who voluntarily disclosed that they had underpaid their taxes.
In 1961, the IRS issued a news release suggesting to taxpayers that,
since the IRS was then :nstalling new data processing equipment,
it might be a propitious time for taxpayers to disclose voluntarily
any underpayments of tax. The news release also noted that the
likelihood of criminal prosecution was not high in instances of vol-
untary disclosure, although the news release offered no assurances
that amnesty from criminal prosecution would be granted. A cur-
rent policy statement of the IRS includes voluntary disclosure of
tax underpayments as one criterion to be considered in determin-
ing whether a case warrants criminal prosecution.

A number of States have recently instituted tax amnesty pro-
grams.® These programs differed widely as to the types of taxes in-
cluded, whether criminal penalties only or civil penalties as well
were waived, whether interest was required to be paid, and wheth-
er increased penalties and other compliance measures were insti-
tuted following the amnesty period.

Explanation of Provisions

Generally

The bill would provide a one-time amnesty from civil and crimi-
na! penalties, as well as from 50 percent of the interest owed, for

* It appears that this policy was officially terminated because of failure to pay the taxes once
amnesty had beeg granted, increased litigation, and lack of uniformity in administering the pro-

ram.
3 These States are: Alabama, Arizona, California, Idaho, [llinois (two programs), Kansas, Mas-
sachusetts, Minnesota, Missouri, North Dakota, Oklahoma, and Texas.

3
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- ‘
taxpayers* who voluntarily disclose any underpayment of tax and
who pay the tax and the remaining 50 percent of the interest.

Taxes included

The amnesty would apply to any tax imposed under the Internal
Revenue Code. The amnesty would not apply, however, to under-
payments of tax attributable to income from illegal sources.

Taxpayers eligible

In general, any taxpayer would be eligible to participate, so long
as the taxpayer follows the specified procedures and pays the tax
and one-half the interest due.

A taxpayer would not be eligible to participate, however, with re-
spect to a specific taxable period to the extent that the taxpayer
has been notified that the IRS is questioning the taxpayer’s liabil-
ity for that period.® In addition, a taxpayer would not be eligible to
participate with respect to any understatement of tax to the extent
that IRS has already begun normal grocedures to obtain payment
of those taxes. Also, a taxpayer would not be eligible to participate
if any representation made by the taxpayer in connection with am-
nesty is false or fraudulent® or if, prior to the date the taxpayer
filed the required statement, a referral was made from the IRS to
the Justice Department recommending grand jury investigation or
criminal prosecution of the taxpayer.

Requirements

The taxpayer would be required to file a written statement with
the IRS. The statement must list the taxpayer’'s name, address, and
taxpayer identification number (for individuals, the social security
number). The taxpayer must specify the amount of the admitted
underpayment for the taxable period, and must include whatever
additional information the IRS requires to determine the correct
amount of underpayment. The taxpayer must agree to a waiver of
any restriction (such as the statute of limitations) on the assess-
ment or collection of the underpayment.

The taxpayer would be required to pay the amount of the admit-
ted understatement of tax when the taxpayer files this statement.?
In addition, the taxpayer must pay the interest due within 30 days
of being notified by the IRS of the amount of interest due.®

_ ¢ Amnesty would be available to any entity liable for any tax imposed under the Code, includ-
m{ tbut not limited to) individuals, corporations, estates, trusts, and tax-exempt organizations.
The bill would provide that notice to certain related parties would qualify as notice to the
taxpayer under this provision.
¢ Consequently, if a taxpayer followed the specified procedures and paid both the tax and one-
half the interest as uired, but it was later discovered that the taxpayer made false state-
ments on the amnesty form, the amnesty would in effect be revoked with respect to this taxpay-

er.

' If the taxpayer disputes the IRS’' determination of the amount of the underpayment, the
taxpayer must nonetheless pay that amount to garticipale in the amnesty. The bill provides
that these disputes would proceed through normal administrative and judicial procedures. If at
the conclusion of these procedures the uxpo’{er is due a refund, the bill provides that the
refund would include interest at the 6-month Treasury bill rate in effect as of the date the dis-
pute is resolved.

* Taxpayers must pay one-half the interest otherwise due. This in effect means that interest is
computed at a rate one-half the otherwise applicable rate. One-half the apg!icable rate would
vary from 3 to 10 percent, depending on the specific years with respect to which the underpay-
ment was outstanding.



The bill would authorize to be appropriated such sums as are
necessary to administer the amnesty program. The bill contem-
plates that special efforts, including direct-mail contacts and radio,
television, and print advertising, would be made by the IRS to pub-
licize the amnesty program.

Installment payments

The bill provides that taxpayers may request the privilege of
paying in installments, rather than paying the entire tax when
filing the written statement. The IRS would determine whether it
is appropriate to permit the taxpayer to pay in installments.

If the IRS determines that it is appropriate. the IRS and the tax-
payer would be required to enter into an agreement specifying the
installment payments within 30 days of the date the IRS notifies
the taxpayer that the IRS will consider permitting instaliment pay-
"ments. If the IRS determines that it is not appropriate to permit
the taxpayer to pay in installments, the IRS must so notify the tax-
ggy;er. The taxpayer then would be required to pay the tax within

ays.

Penalties

The bill would increase the civil and criminal penalties in the
Code by 50 percent.

Additional IRS agents

The bill would authorize to be appropriated such sums as are
necessary to employ 3,000 additional IRS agents.

Effective Dates

The amnesty would be effective for the six-month period begin-
ning on July 1, 1985, or on the first July 1 after the date of enact-
ment. The amnesty would be available only for underpayments for
taxable years ending before January 1, 1984.

The 50-percent increase in civil and criminal penalties would
apply to taxable years beginning after December 31, 1983. In addi-
tion, the increase would apply to any underpayment relating to
previous taxable years outstanding at the conclusion of the amnes-
ty period.®

* This provision would not apply to underpsyments with respect to which judgment was en-
tered before the date of enactment.



2. S. 205 (Senator Bumpers)

Designation of Contributions on Tax Return for the Organ
Transplant Trust Fund

(“Organ Transplant Contributions Act of 1985")

Present Law

Under present law, individual taxpayers may elect to allocate $1
(32 on a joint return) of their tax liability to the Presidential Elec-
tion Campaign Fund, a fund established to provide financing to the
campaigns of presidential and vice-presidential candidates. The al-
location is made on the first page of the taxpayer’s return. An allo-
cation to the fund neither increases nor decreases the taxpayer’s
liability, but merely determines whether or not the allocated
amount will be used by the government for campaign funding.

No other provisions of the tax law permit taxg:yers to designate
for what purpose the amount of tax owed must be used by the gov-
ernment. No provision of present law permits taxpayers to make
contributions for charitable or other purposes through their Feder-
al income tax return. However, the Commissioner of Internal Reve-
nue in the instructions to Form 1040 has encouraged taxpayers to
include with their tax return voluntary contributions to reduce the
public debt. Taxpayers wishing to do so must enclose a separate
check payable to the Bureau of Public Debt.

Explanation of Provisions

Designation of amounts for Organ Transplant Trust Fund

Under the bill, taxpayers entitled to an income tax refund could
designate all or any portion of the refund as a contribution to the
National Organ Transplant Trust Fund, a trust fund to be estab-
lished by the bill within the United States Treasury. The bill would
require that the designation appear on the first page of the return.
Taxpayers not entitled to a refund, or who wished to make a con-
tribution to the Fund in excess of their refund, could include an
additional amount with their return and designate this as a contri-
bution to the Fund. The designation would not increase or decrease
the tax liability of a taxpayer for the year covered by the return.

Disposition of amounts in Trust Fund

Amounts in the National Organ Transplant Trust Fund would be
used by the Security of Health and Human Services to carry out
the purposes of section 5 of the National Organ Transplant Contri-
butions Act of 1984. Specifically, the funds would be used to defra

the cost of qualified organ transplant procedures incurred by indi-
viduals with a life-threatening medical condition for which a trans-



plant is medically necessary, who lack the financial resources to
pay for such procedures. Expenses incurred by the Treasury De-
partment in administering the program also would be payable out
of the Fund.

Specific rules and procedures relating to the medical and finan-
cial eligibility of individuals for benefits under the program, which
transplant procedures would be eligible for payments from the
Fund, the maximum amounts payable for each procedure, certifica-
tion of health care facilities as potential recipients of Trust Fund
monies, and othes relevant determinations, would be prescribed by
regulations issued by the Secretary of Health and Human Services.

Effective Date

The provision would be effective for returns filed for taxable
years ending after the date of enactment.



99tn CONGRESS
18T SESSION ° 203

To provide a one-time amnesty from criminal and civil tax peraities and 50
percent of the interest penalty owed for certain taxpayers who pay previous
underpayments of Federal tax during the amnesty period, to amend the
Intornal Revenue Code of 1954 to increase by 50 percent all criminal and
civil tax penalities, and for other purposes.

IN THE SENATE OF THE UNITED STATES

JANUARY 21, 1985

Mr. Dixox introduced the following bill; which was read twice and referred to the
Committee on Finance

" A BILL

To provide a one-time amnesty from criminal and civil tax
penalties and 50 percent of the interest penalty owed for
certain taxpayers who pay previous underpayments of Fed-
eral tax during the amnesty period, to amend the Internal
Revenue Code of 1954 to increase by 50 percent all crimi-
nal and civil tax penalties, and for other purposes.

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

(&

tives of the United States of America in Congress assembled,

XS

SECTION 1. SHORT TITLE.
This Act may be cited as the ‘“‘Federal Tax Delinquency
Amnesty Act of 1985”.

Ov
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SEC. 2. WAIVER OF CRIMINAL AND CIVIL PENALTIES AND 50

PERCENT OF INTEREST PENALTY.

(a) GENERAL RULE.—In the case of any underpayment
of Federal tax for any taxable period, the taxpayer shall not
be liable for any criminal or civil penalty (or addition to tax)
or 50 percent of any interest penalty provided by the Internal
Revenue Code of 1954 with respect to such underpayment
i—

(1) during the ﬁmnesty period—
(A) the taxpayer files a written statement
with the Secretary which sets forth—
(i) the name, address, and taxpayer
identification number of the taxpayer,
(i) the amount of the underpayment for
the taxable period, and
(iii) such information as the Secretary
may require for purposes of determining the
correct amount of the underpayment for the
taxable period, and
(B) the taxpayer agrees to a waiver of any
restr'iction on the assessment or collection of such
underpayment,
(2) when filing the statement described in para-
graph (1), the taxpayer pays the amount of the under-

payment shown on such statement, and
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3
1 (3) not later than 30 days after the date on which

()

the taxpayer is notified by the Secretary of the amount
which equals 50 percent of the interest payable with
respect to the underpayment (and the amount of any

tax delinquent amount with respect to the taxpayer),

3
4
5
6 the taxpayer pays the full amount of such interest (and
7 such tax delinquent amount). i

8 (b) INSTALLMENT PAYMENT OF TAXx PERMITTED IN
9 CERTAIN CA8ES.—The requirements of paragraphs (2) and

10 (3) of subsection (a) shall be treated as met if—

11 (1) the taxpayer in the statement filed under sub-
12 section (a)(1) requests the privilege of making install-
13 ment payments under this subsection, and

14 (2) the taxpayer enters into an agreement with
15 the Secretary for the payment (in installments) of the
18 amounts required to be paid under paragraphs (2) and
17 (3) of subsection (a) within 30 days after contacted by
18 the Secretary for purposes of entering into such an
19 agreement (or in any case where the Secretary deter-
20 mines that permitting the payment in installments of
21 such. amounts is not appropriate, the taxpayer pays the
22 entire amount of such amounts within 30 days after
23 notified by the Secretary of such determination).

24 () AMOUNT OF UNDERPAYMENT DispPUTED.—If the

25 amount under paragraph (3) of subsection (a) is disputed by
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the taxpayer, such amount must be paid within the period
described in subsection (a). If the taxpayer is entitled to a
refund as a result of the resolution of the dispute through
normal administrative and judicial procedures, the Secretary
shall refund the amount plus interest at the G-month Treas-
ury bill rate in effect as of the date the dispute is resolved.
(d) AMNESTY NoT To ApPLY IN CERTAIN CASES.—
(1) WHERE _TAXPAYER CONTACTED BEFORE
STATEMENT FiLED.,—Subsection (a) shall not apply to
any underpayment of Federal tax for any taxable
period to the extent that before the statement is filed
under subsection (a)(1)—
(A) such underpayment was assessed,
(B) a notice of deficiency with respect to
such underpayment was mailed under section
6212 of the Internal Revenue Code of 1954, or
(C) the taxpayer was informed by the Secre-
tary that the Secretary has questions about the
taxpayer’s tax liability for the taxable period.
(2) WHERE FRAUD IN SEEKING AMNESTY OR
WHERE CRIMINAL INVESTIGATION PENDING.—Sub-
section (a) shall not apply to any taxpayer if—
(A) any representation made by such taxpay-
er under this section is false or fraudulent in any

material respect, or
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(B) a Justice Department referral (within the
meaning of section 7602(c)(2) of the Internal
Revenue Code of 1954) is in effect with respect
to such taxpayer as of the time the statement is
filed under subsection (a)(1).

(8) ILLEGAL SOURCE INCOME.—Subsection (a)
shall not apply to any underpayment of Federal tax
with respect to income resulting from a criminal of-
fense under Federal, State, or local law.

(e} DEFINITIONS AND SPECIAL RULES.—-For purposes
of this section—

(1) AMNESTY PERIOD.—The term ‘‘amnesty
period’’ means the 6-month period which begins on
July 1, 1985, or on the first July 1 after the date of
the enactment of this Act.

(2) FEDERAL TaXx.—The term ‘‘Federal tax”
means any tax imposed by the Internal Revenue Code
of 1954.

(3) TAXABLE PERIOD.—

(A) IN GENERAL.—The term ‘‘taxable
period”’ means—

(i) in the case of a tax imposed by sub-
title A of the Internal Revenue Code of

1954, the taxable year, or
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(i) in the case of any other tax, the

period in respect of which such tax is im-

posed.

(B) SPECIAL RULE FOR TAXES WITH NO
TAXABLE PERIOD.—In the case of any tax in re-
spect of which there is no texable period, any ref-
erence in this section to a taxable period shall be
treated as a reference to the taxable event.

(4) ADDITION TO TAX INCLUDES ADDITIONAL
AMOUNT.—The term ‘‘addition to tax’ includes any
additional amount.

(5) SECRETARY.—The term ‘‘Secretary’ means
the Secretary of the Treasury or his delegate.

(6) FORM OF STATEMENT.—Any statement under
subsection (a)(1) shall be filed in such manner and form
as the Secretary shall prescribe.

(7) NOTICE TO RELATED PERSONS TREATED A8
NOTICE TO THE TAXPAYER.— |

(A) IN GENERAL.—For purposes of subsec-
tion (d)(1)(C), any notice to a related person with
respect to a matter which may materially affect
the tax liability of the taxpayer for any taxable
period shall be treated as notice to the taxpayer

with respect to such taxable period.
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(B) RELATED PERSON.—For purpo'ses of
subparagraph (A), the term ‘‘related person”
means—

(i) any person who during the taxable
period bore a relationship to the taxpayer de-
scribed in section 267(b) of the Internal Rev-
enue Code of 1954,

(ii) any partnership in which the taxpay-
er was a partner during the taxable period,
or

(i) any S corporation (as defined in
section 1361 of such Code) in which the tax-
payer was a shareholder during the taxable
period.

(D PERIODS FOR WHICH AMNESTY AVAILABLE.—The
provisions of this section shall apply only to underpayments
of Federal tax for taxable periods ending before January 1,
1984 (or, in the case of a tax for which there is no taxable
period, taxable events before January 1, 1984).

(g) ADDITIONAL AUTHORIZATIONS.—

(1) AMNESTY PROGRAM.—There are authorized
to be appropriated such sums as are‘necessary to ad-
minister the amnesty program, using special efforts to
publicize such program including direct-mail contacts

and radio, television, and print-media advertising.
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(2) AppiTioNaL IRS AGENTS.—There are au-
thorized to be appropriated such sums as are necessary
to employ 3,000 additional Internal Revenue Service

agents.

SEC. 3. CRIMINAL AND CIVIL TAX PENALTIES INCREASED BY

50 PERCENT.
(a) CiviL PENALTIES.—
(1) Paragraphs (2) and (3) of section 6651(a) of

the Internal Revenue Code of 1954 (relating to failure

to file tax return or to pay tax) are each amended by

striking out ‘‘0.5 percent’’ each place it appears and
inserting in lieu thereof ““0.75 percent”.

(2) The following provisions of such Code are

- each amended by striking out ‘‘1 percent” each place

it appears and inserting in lieu thereof ‘1.5 percent’’.

(A) Section 8657 (relating to bad checks).

(B) Subsection (b) of section 6706 (relating
to original issue discount information require-
ments). |

(C) Paragraph (2)(B)() of section 6707(a)
(relating to failure to register tax shelter).

(3) The following provisions of such Code are
each amended by striking out “5 percent” each place

it appears and inserting in lieu thereof ““1.5 percent’.
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(A) The heading and paragraph (1) of section
72(q) (relating to 5-percent penalty for premature
distributions from annuity contracts).

(B) Paragraph (5)(A)(i)) of section 6013(b)
(relating to joint return after filing separate
return)‘.

(C) Paragraph (1) of section 6038(c) (relating
to penalty of reducing foreign tax credit).

(D) Subsection (a)(1) of section 6851 (relat-
ing to file tax return or to pay tax).

(E) Subsection (a)(8)(A)(ii) and (g)(3)(B) of
section 6652 (relating to failure to file certain in-
formation returns, registration statements, etc.).

(F) Paragraph (1) of section 6653(a) (relating
to failure to pay tax).

(G) Subsection (a) of section 6656 (relating
to failure to make deposit of taxes or overstate-
ment of deposits).

(H) Subsection (a) of section 6677 (relating
to tailure to file information returns with respect
to certain foreign trusts).

(I) Subsection (a) of section 6689 (relating to
failure to file notice of redetermination of foreign

tax).
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(4) The following provisions of such Code are
each amended by striking out ““10 pétrcent’ each place
it appears and inserting in lieu thereof ‘15 percent’.

(A) Subsection (m)(5)(B) and (0)(2) of section
72 (relating to annuities; certain proceeds of en-
dowment and life insurance contracts).

(B) Paragraph (1) of section 408(f) (relating
to additional tax on certain amounts included in
gross income before age 59%2).

(C) Paragraph (1) of section 6038(c) (relating
to penalty of reducing foreign tax credit).

(D) Paragraph (3)(A)(i) of section 6652(&)
(relating to returns relating to information at
source, payments of dividends, etc., and certain
transfers of stock).

(E) Subsection (a) of section 6661 (relating
to substantial understatement of liability).

(F) Section 6683 (relating to failure of for-
eign corporation to file return of personal holding
company tax).

(5) The following provisions of such Code are
each amended by striking out ‘“10 percent” each place

it appears and inserting in lieu thereof ‘“15 percent”.
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(A) Subsection (b) of section 6659 (relating
to addition to tax in the case of valuation over-
statements for purposes of the income tax).

(B) Subsection (b) of section 6660 (relating
to addition to tax in the case of valuation under-
statement for purposes of the estate or gift taxes).
(6) Subsectio.n (8) of section 8700 of such Code

(relating to promoting abusive tax shelters, etc.) is
amended by striking out ‘20 percent” and inserting in
lieu thereof ‘30 percent’.

(7) The following provisions of such Code are
each amended by striking out ‘“20 percent’ each place
it appears and inserting in lieu thereof ‘“30 percent”.

(A) Subsection (b) of section 6659 (relating
to addition to tax in the case of valuation over-
statements for purposes of the income tax).

(B) Subsection (b) of section 6660 (relating
to addition to tax in the case of valuation under-
statement for purposes of the estate or gift taxes).
(8) The following provisions of such Code are

each amended by striking out ““25 percent” each place
it appears and inserting in lieu thereof “37.5 percent”.

(A) Subsection (b) of section 6038B (relating

to notice of certain transfers to foreign persons).
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(B) Paragraphs (1), (2), and (3) of section
6651(a) (relating to failure to file tax return or to
pay tax).
(C) Paragraph (1) of section 6656(b) (relating
to overstated deposit claims).
(9) Subsection (f) of section 6659 of such Code
(relating to addition to tax in the case of valuation
overstatements for purposes of the income tax) is
amended by striking out “30 percent’’ and inserting in
lieu thereof ‘45 percent’’.
(10) The following provisions of such Code are
cach amended hy striking out ‘30 percent” each place
it appears and inserting in lieu thereof ‘45 percent’.
(A) Subsection (b) of section 6659 (relating
to addition to tax in the case of valuation over-
statements for purpose of the income tax).
(B) Subsection (b) of section 6660 (relating
to addition to tax in the case of valuation under-
statement for purposes of the estate or gift taxes).
(11) The following provisions of such Code are
each amended by striking out “50 percent” each place
ig appears and inserting in lieu thereof ‘75 percent”.
" (A) Paragraph (5)(A)(ii) of section 6013(b)

{relating to joint return after filing separate

return).
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(B) Paragraph (2) of section 6332(c) (relating
to enforcement of lgvy).
(C) Subsection (c) of section 6652 (relating to
failure to report tips).
(D) Subsection (a)(2), (b)(1), (b)(2), and (e) of
section 6653 (relating to failure to pay tax).

(12) Subsection (b) of section 6697 of such Code
(relating to assessable penalties with respect to liability
for tax of qualified investment entities) is amended to
read as follows:

“(b) 75-PERCENT LiMITATION.—The penalty payable

under this section with respect to any determination shall not
exceed 75 percent of the amount of the deduction allowed by

section 860(a) for such taxable year.”.

(13) Subsection (a) of section 6651 of such Code
(relating to failure to file tax return or to pay tax) -is
amended by striking out ‘“100 percent’ and inserting
in lieu thereof ‘150 percent’’.

(14) The following provisions of such Code are
each amended by inserting ‘“150 percent of”’ after
““equal to’’ each place it appears.

(A) Subsection (a) of section 6672 (relating
to failure to collect and pay over tax, or attempt

to evade or defeat tax).
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(B) Section 6684 (relating to assessable pen-

alties with respect to liability for tax under chap-

ter 42). ‘

- (C) Subsection (a) of section 6697 (relating
to assessable penalties with respect to liability for
tax of qualified investment entities).

(D) Subsection (a) of 6699 (relating to as-
sessable penalties relating to tax credit employee
stock ownership plans).

(15) Paragraph (1) of section 662i(d) of such
Code (relating to interest on substantial underpayments
attributable to tax motivated transactions) is amended
by striking out ‘120 percent”’ and inserting in lieu
thereof ‘180 percent"’.

(18) Subsection (a) of section 6675 of such Code
(relating to excessive claims with respect to the use of
certian fuels) is amended by striking oﬁt “Two times
and .inserting in lieu thereof ‘“‘Three times".

(17) Subsection (b) and (e) of section 6652 of such
Code (relating to failure to file certain information re-
turns, registration statem.ents, etc.) is amended by
striking out “$1” and inserting in lieu thereof

u$1.50n.
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(18) The following provisions of such Code are
each amended by striking out “$5” each place it ap-
pears and inserting in lieu thereof “$7.50".

(A) Section 6657 (relating to bad checks).

(B) Subsection (a) of section 6687 (relating
to failure to supply identifying numbers).

(C) Subsection (a) of section 8687 (relating
to failure to supply information with respect to
place of residence).

(D) Paragraph (2) of section 6695(e) (relating
to failure to file correct information return).

(18) The following provisions of such Code are
each amended by striking out “$10” each place it ap-
pears and inserting in lieu thereof “$15”.

(A) Subsections (d), (i), and (j) of section
6652 (relating to failure to file certain information
returns, registration statements, etc.).

(B) Subsection (a) of section 6675 (relating
to excessive claims with respect to the use of cer-
tain fuels).

(20) The following provisions of such Code are
each amended by striking out “$25” each place it ap-

pears and inserting in lieu thereof $37.50".
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(A) Subsections (f), (g)(2), and (h) of section

6652 (relating to failure to file certain information
returns, registration statements, etc.).

(B) Subsection (a), (b), and (¢) of section
6695 (relating to other assessable penalties with
respect to the preparation of income tax returns
for other persons). |

(21) The following provisions of such Code are

cach amended by striking out ‘“$50" each place it ap-

pears and inserting in lieu thereof “$75".

(A) Paragraphs (1) and (2) of section 6652(a)
(relating to returns relating to information at
source, payments of dividends, ete., and certain -
transfers of stock). ‘

(B) Section 6674 (relating to fraudulent
statement or failure to furnish statement to em-
ployee).

(C) Subsection (a), (b), and (c) of section
6676 (relating to failure to supply identifying
numbers).

(D) Subsection (a), (b), and (c) of section
6678 (relating to failure to furnish certain state-

ments).
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(E) Section 6690 (relating to fraudulent
statement or failure to furnish statement to plan
participant).

(F) Subsection (a) of section 6693 (relating to
failure to provide reports on individual retirement
accounts or annuities).

() Subsection (d) of section 6695 (relating
to other assessable penalties with respect to the
preparation of income tax returns for other per-
sons).

(H) Subsection (b)(1) of section 6698 (relat-
ing to failure to file part.nershii) return).

(I) Subsection (b)(1) of section 8704 (relating
to failure to keep records necessary to meet re-
porting requirements under section 6047(e)).

(J) Subsection (a) of section 6706 (relating to
original issue discount information requirements).

(K) Paragraph (2) of section 6707(b) (relat-
ing to failure to furnish tax shelter identification
number).

(L) Subsection (a) of section 6708 (relating to
failure to maintain lists of investors in potentially

N

abusive tax shelters).
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(22) The following provisions of such Code are
each amended by striking out “‘$100" each place it ap-
pears and inserting in lieu thereof “‘$150".

(A) Subsection (as) of section 6651 (relating
to failure to file tax return or to pay tax.

(B) Paragraph (3)(A)(iii) of section 6652(a)
(relating to returns t-'elating to information at
source, payments of dividends, etc., and certain
transfers of stock).

(C) Section 6686 (relating to failure to file
returns or supply information by DISC or FSC).

(D) Section 6688 (relating to assessable pen-
alties with respect to information required to be
furnished under section 7654).

(E) Subsection (a) of section 6694 (relating
to understatement of taxpayer’s liahility by
income tax return preparer).

(F) Paragraph (1) of section 6695(e) (relating
to failure to file correct information return).

'(@) Paragraph (1) of section 8707 (b) (relating
to failure to furnish tax shelter identification
number).

(23) Subsection (c) of section 6708 of such Code,
as added by section 612(d)(1) of Deficit Reduction Act
of 1984 (relating to penalties with respect to mortgage
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_ credit certificates) is amended by striking out *“$200”

and inserting in lieu thereof “$300".

(24) The following provisions of such Code are
cach amended by striking out *“‘$500” each place it ap-
pears and inserting in lieu thereof “*$750".

(A) Subsection (a) of section 6602 (relating
to false information with respect to withholding).

(B) Subsection (b) of section 6694 (relating
to understatement of taxpayer's liability by
income tax return preparer). -

(C) Subsection (f) of section 6695 (relating to
other assessable penalties with respect to the
preparation of income tax returns for other per-
sons).

(D) Subsection (a) of section 6702 (relating
to frivolous income tax return).

(E) Subsection (a) of section 6705 (relating
to failure by broker to provide notice to payors).

(F) Paragraph (2)(A) of section 8707(a) (re-
lating to failure to register tax shelter).

(25) The following provisions of such Code are
each amended by striking out ““$1,000” each place it

appears and inserting in lieu thereof “$1,500".
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(A) Paragraphs (1) and (2) of section 6038(b)
(relating to dollar penalty for failure to furnish in-
formation).

(B) Paragraphs (1) and (2) of section
6038A(d) (relating to penalty for failure to {urnish
information).

(C) Subsection (b) and (e)(2) of section 6652
(relating to failure to file certain information re-
turns, registration statements, etc.). )

(D) Subsection (a) of section 6679 (relating
to failure to file information returns with respect
to certain foreign trusts).

(E) Subsection (a) of section 6679 (relating
to failure to file returns, etc. with respect to for-
eign corporations or foreign partnerships).

(F) Section 6685 (relating to assessable pen-
alties with respect to private foundation annual
returns).

(@) Section 6686 (relating to failure to file
returns or supply information by DISC or FSC).

(H) Section 6692 (relating to failure to file
actuarial report).

(I) Subsection (a) of section 8700 (relating to

promoting abusive tax shelters, etc.).
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(J) Subsection (b)(1) of section 6701 (relating
to penalties for aiding and abetting understate-
ment of tax liability).

(K) Subsection (a) of section 6708, as added
by section 612(d)(1) of Deficit Reduction Act of

" 1984, (relating to penalties with respect to mort-

gage credit certificates).
(26) Subsection (c) of section 8708 of such Code,

as added by section 812(d)(1) of Deficit Reduction Act

10 of 1984 (relating to penalties with respect to mortgage

11 credit certificates) is amended by striking out “‘$2,000"

12 and inserting in lieu thereof ‘‘$3,000".

13 (27) The following provisions of such Code are
14 each amended by striking out “$5,600” each place it
15 appears and inserting in lieu thereof “$7,500".

16 (A) Subsections (d), (e)(1), and (i) of section
17 6652 (relating to failure to file certain information
18 returns, registration statements, etc.).

19 (B) Section 6673 (relating to damages as-
20 sessable for instituting proceedings before the tax
21 court primarily for delay, ete.).

22 (28) The following provisions of such Code are

28 - each amended by striking out “‘$10,000” each place it

24 appears and inserting in lieu thereof ‘“$15,000".

61-221 0—85——2
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(A) Paragraph (2)(A) of section 6038(c) (re-
lating to penalty of reducing foreign tax credit).

(B) Subsection (h) of section 6652 (relating
to failure to file certain information returns, regis-
tration statements, etc.).

(C) Subsection (b)(2) of section 6701 (relat-
ing to penalties for aiding and abetting under-
statement of tax liability).

(D) Paragraph (2) of section 6707 (relating
to failure to register tax shelter).

(E) Subsection (b) of section 6708, as added
by section 612(d)(1) of Deficit Reduction Act of
1984, (relating to penalties with respect to mort-
gage credit certificates).

(29) Subsection (f) of section 68652 of such Code
(relating to failure to file certain information returns,
registration statements, etc.) is amended by striking
out “$15,000” and inserting in lieu thereof
“$22,500".

(80) Subsection (e) of section 8695 of such Code

- (relating to other assessable penalties with respect to

the preparation of income tax returns for other per-
sons) is amended by striking out $20,000" and insert-
ing in lieu thereof ‘$30,000’".
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(31) Paragraph (2) of section 6038A(d) of such
Code (relating to penalty for failure to furnish informa-
tion) is amended by striking out “‘$24,000" and insert-
ing in lieu thereof ‘‘$36,000".

(32) The following provisions of such Code are
each amended by striking out “‘$25,000" each place it
appears and inserting in lieu thereol “$37,500".

(A) Paragraph (3) of section 6652(g) (relat-
ing to returns, etc., required under section
6039C).

(B) Section 6686 (relating to failure to file
returns or supply information by DISC or FSC).

(C) Subsection (d) of section 8695 (relating
to other assessable penalties with respect to the
preparation of income tax returns for other per-
sons).

(33) The following provisions of such Code are
each amended by striking out “$50,000" each place it
appears and inserting in lieu thereof ““$75,000".

(A) Paragraphs (1) and (3}(B) of section
6652(a) (relating to returns relating to information
at source, payments of dividends, etc., and certain
transfers of stock).

(B) Subsection (a) of section 8676 (relating
to failure to supply identifying numbers).
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(C) Subsection (a) of section 6678 (relating
to failure to furnish certain statemgnts).

(D) Subsection (b)(2) of section 6704 (relat-
ing to failure to keep records necessary to meet
reporting requirements under section 6047 (e)).

(E) Subsection (a) of section 6708 (relating
to failure to maintain lists of investors in poten-
tially abusive tax shelters).

(b) CRIMINAL PENALTIES.—

(1) Paragraph (3) of section 8012(e) of such Code
(relating to kickbacks and illegal payments) is amended
by striking out ‘125 percent” and inserting in lieu
thereof “187.5 percent”.

(2) Subsection (b) of section 7212 of such Code
(relating to attempts to interfere with administration of
internal revenue laws) is amended by striking out
“$500” and inserting in lieu thereof “‘$750"”, and by
striking out ‘‘double” and inserting in lieu thereof
“triple”.

(3) The following provisions of such Code are
each amended by striking out “‘$1,000" each place it
appears and inserting in lieu thereof “$1,500".

(A) Section 7204 (relating to fraudulent
statement or failure to make statement to employ-

ees).
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(B) Subsections (a) and (b) of section 7205

(relating to fraudulent withholding exemption cer-
tificate or failure to supply information).

(C) Section 7209 (relating to unauthorized
use or sale of stamps).

(D) Section 7210 (relating to failure to obey
summons).

(E) Section 7211 (relating to false state-
ments to purchasers or lessees relating to tax).

(F) Subsection (b) of section 7213 (relating to
unauthorized disclosure of information).

(@) Subsection (a) of section 7216 (relating
to disclosure or use of information by preparers of
returns).

(4) Subsection (a) of section 7212 of such Code

(relating to attempts to interfere with administration of
internal revenue laws) is amended by striking out

“$3,000” and inserting in lieu thereof ‘‘$4,500".

(5) The following provisions of such Code are

each amended by striking out ‘‘$5,000" each place it

appears and inserting in lieu thereof “‘$7,500".

(A) Subsection (a) of section 7212 (relating
to attempts to interfere with administration of in-

ternal revenue laws).
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1 (B) Subsection (a) of section 7213 (relating
2 to unauthorized disclosure of information).
3 (C) Subsection (b) of section 7214 (relating
4 to offenses by officers and employees of the
5 United States).
6 (D) Subsection (a) of section 7215 (relating
(| to offenses with respect to collected taxes).
8 (E) Section 7231 (relating to failure to
9 obtain license for collection of foreign items).
10 (F) Section 7232 (relating to failure to regis-
11 ter or false statement by manufacturer or produc-
12 er of gasoline or lubricating oil).
13 (@) Subsections (a)(2), (b)(3), ()(8), and ()(2)
14 of section 9012 (relating to criminal penalties).’
15 (6) The following provisions of such Code are
16 each amended by striking out ‘“$10,000” each place it
17 appears and inserting in lieu thereof ‘‘$15,000".
18 (A) Section 7202 (relating to willful failure
19 to collect or pay over tax).
20 (B) Section 7207 (relating to fraudulent re-
21 . turns, statements, or other documents).
22 (C) Section 7208 (relating to offenses relat-

23 ing to stamps).
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(D) Subsection (a) of section 7214 (relating

to offenses by officers and employees of the

United States).

(F) Section 7240 (relating to officials invest-
ing or speculating in sugar).

(F) Section 7241 (relating to willful failure to
furnish certain information regarding windfall
profit tax on domestic crude oil).

(G) Subsection (c)(3), (d)(2), and (e)(2) of sec-
tion 9012 (relating to criminal penalties).

(H) Subsections (b)(2), (¢)(2), and (d)(2) of
section 9042 (relating to criminal penalties).

(1) The following provisions of such Code are
each amended by striking out ‘$25,000” each place it
appears and inserting in lieu thereof *'$37,500".

(A) Section 7203 (relating to willful failure
to file return, supply information, or pay tax).

(B) Subsection (a) of section 9042 (relating
to criminal penalties).

(8) Secction 7207 of such Code (relating to fraudu-
lent returns, statements, or o ier documents) is amend-
ed by striking out ““$50,000” and inserting in lieu
thereof *‘$75,000". \
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(9) The following provisions of such Code are
each amended by striking out ‘$100,000" each place
it appears and inserting in lieu thereof ‘‘$150,000".

(A) Section 7201 (relating to attempt to
evade or defeat tax).

(B) Section 7203 (relating to willful failure
to file return, supply information, or pay tax).

(C) Section 7208 (relating to fraud and false
statements).

(10) The following provisions of such Code are
each amended by striking out ‘$500,000” each place
it appears and inserting in lieu thereof “$750,000".

(A) Section 7201 (relating to attempt to
evade or defeat tax).

(B) Section 7206 (relating to fraud and false
statements).

(11) Section 7209 of such Code (relating to unau-
thorized use or sale of stamps) is amended by striking
out ‘6 months” and inserting in lieu thereof 9
months”’,

(12) The following provisions of such Code are
each amended by striking out “$1 year” each place it
appears and inserting in lieu thereof ‘‘1.5 years’'.

(A) Section 7203 (relating to willful failure

to file return, supply information, or pay tax.
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(B) Section 7204 (relating to fraudulent
statement or failure to make statement to employ-
ees).

(C) Section 7205 (relating to fraudulent
withholding exemption certificate or failure to
supply information). _

(D) Section 7207 (relating to fraudulent re-
turns, statements, or other documents).

(E) Section 7210 (relating to failure to obey
summons).

(F) Section 7211 (relating to false statements
to purchasers or lessees relating to tax).

(G) Subsection (a) of section 7212 (relating
to attempts to interfere with administration of in-
ternal revenue laws). )

(H) Subsection (b) of section 7213 (relating
to unauthorized disclosure of information).

(1) Subsection (a) of section 7215 (relating to
offenses with respect to collected taxes).

(J) Subsecticn (a) of section 7216 (relating to
disclosure or use of information by preparers of
returns).

(K) Section 7231 (relating to failure to

obtain license for collection of foreign items).



L X =3 B O e W D

[ I - T - I X B . R e T e N N Y Y
W N = O O @ =St e WY = O

38

30
(L) Section 7241 (relating to willful failure to

furnish certain information regarding windfall

profit tax on domestic crude oil).

(M) Subsections (a)(2), (b)(3), ()(3), and (g)(2)
of section 9012 (relating to criminal penalties).
(13) The following provisions of such Code are

cach amended by striking out ‘2 years’ each place it
appears and inserting in lieu thereof ‘3 years'".

(A) Subsection (b) of section 7212 (relating
to attempts to interfere with administration of in-
ternal revenue laws).

(B) Section 7240 (relating to officials invest-
ing or speculating in sugar).

(14) The following provisions of such Code are
each amended by striking out ‘3 years’’ each place it
appears and inserting in lieu thereof ‘4.5 years”.

(A) Section 7208 (relating to fraud and false
statements).

(B) Subsection (a) of section 7212 (relating
to attempts to interfere with administration of in-
ternal revenue laws).

(15) The following provisions of such Code are
each amended by striking out ““5 years’’ each place it

appears and inserting in lieu thereof ‘7.5 years’.



© D@ I A O e W N -

[ R - R S I R - I e T o S S o S S Py
N o W NN = O O O A Y e W NN = O

89

31
(A) Section 7201 (relating to attempt to

evade or defeat tax).

(B) Section 7202 (relating to willful failure
to collect or pay over tax).

(C) Section 7208 (relating to offenses relat-
ing to stamps).

(D) Section 7213 (relating to unauthorized
disclosure of information).

(E) Subsection (a) of section 7214 (relating
to offenses by officers and employees of the
United States).

(F) Section 7232 (relating to failure to regis-
ter, or false statement by manufacturer or produc-
er of gasoline or lubricating oil).

(G) Subsections (c)(3), @)(2), and (e)(2) of
section 8012 (relating to criminal ponalties).

(H) Section 9042 (relating to criminal penal-
ties).

(c) OTHER PENALTIES.—
(1) Section 7273 of such Code (relating to penal-

ties for offenses relating to special taxes) is amended

* by inserting “double the amount of”’ after “‘equal to”’.

(2) The following provisions of such Code are
each amended by striking out ‘‘double” each place it

appears and inserting in lieu thereof “‘triple”.
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(A) Section 7268 (relating to possession with
inteﬁt to sell in fraud of law or to evade tax).
(B) Section 7270 (relating to insurance poli-
cies).
(C) Section 7278 (relating to penalties for of-
fenses relating to special taxes).

(3) Section 7273 of such Code (relating to penal-
ties for offenses relating to special taxes) is amended
by striking out ‘“$10" and inserting in lieu thereof
“$15".

(4) The following provisions of such Code are
each amended by striking out “$50" each place it ap-
pears and inserting in lieu thereof “‘$75".

(A) Section 7271 (relating to penalties for of-

fensex relating to stamps). T

(B) Section 7272 (relating to penalty for fail-
ure to register).

(5) Subsection (c) of section 7275 of such Code
(relating to penalty for offenses relating to certain air-
line tickets and advertising) is amended by striking out
“$100” and inserting in lieu thereof “'$150".

(8) The following provisions of such Code are
each amended by striking out “$500" each place it ap-

pears and inserting in lieu thereof “‘$750".
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(A) Section 7268 (relating to possession with

intent to sell in fraud of law or to evade tax).

(B) Section 7269 (relating to failure to
produce records).

(1) The following provisions of such Code are
each amended by striking out “‘$1,000” each place it
appea;‘s and inserting in lieu thereof “$1,500".

(A) Section 7261 (relating to representation
that retailers’ excise tax is excluded from price of
article).

(B) Section 7262 (relating to violation of oc-
cupational tax laws relating to wagering—{ailure
to pay special tax).

(8) Section 7282 of such Code (relating to viola-
tion of occupational tax laws relatiﬁg to wagering—
failure to pay special tax) is amended by striking out
“$15,000"” and inserting in lieu thereof *‘$7,500".

(d) Excise Tax PENALTIES.—

(1) Subsection (a)(1) of section 4701 of such Code
(relating to tax on issuer of registration—required obli-
gation not in registered form) is amended by striking
out ‘‘1 percent’” and inserting in lieu thereof ““1.5 per-
cent”’.

(2) The following provisions of such Code are

each amended by striking out “2% percent” each
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place it appears and inserting in lieu thereof *‘3.75 per-
cept".
(A) Subsection (a)(2) of section 4941 (relat-
ing to taxes on self-dealing). »
(B) Subsection (a)(2) of section 4945 (relat-
ing to taxes on taxable expenditures).
(C) Subsection (a)(2) of section 4951 (relat-
ing to taxes on self-dealing).
(D) Subsection (a)(2) of section 4952 (relat-
ing to taxes on taxable expenditures).

(3) Section 4981 of such Code (relating to excise
tax based on certain real estate investment trust tax-
able income not distributed during the taxable year) is
amended by striking out ‘3 percent” and inserting in
lieu thereof ‘4.5 percent'’.

(4) The following provisions of such Code are
each amended by striking out “5 percent” each place
it appears and inserting in lieu thereof “7.5 percent”.

(A) Subsection (a)(1) of section 4941 (relat-
ing to taxes on self-dealing).

(B) Subsection (a)(1) of section 4943 (relat-
ing to taxes on excess business holdings).

(C) Subsections (a).and (b)(2) of section 4944

(relating to taxes on investments which jeopardize

charitable purpose).
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(D) Subsection (a) of section 4953 (relating
to tax on excess contributions to black lung bene-
fit trusts).

~ (E) Subsection (a) of section 4971 (relating

to tax on prohibited transactions).

(F) Subsection (a) of section 4975 (relating to
tax on prohibited transactions).

(5) Subsection (a) of section 4973 of such Code
(relating to tax on excess contributions to individual re-
tirement accounts, certain section 403(b) contracts, and
certain individual retirement annuities) is amended by
striking out ‘6 percent” each place it appears and in-
serting in lieu thereof *‘9 percent’.

(8) The following provisions of such Code are
each amended by striking out ‘10 percent” each place
it appears and inserting in lieu thereof ‘‘15 percent”.

(A) Subsection (a)(1) of section 4945 (relat-
ing to taxes on taxable expenditures).

(B) Subsection (a)(1) of section 4951 (relat-

_ing to taxes on self-dealing).

(C) Subsection (a)(1) of section 4952 (relat-
ing to taxes on taxable expenditures).

(D) Subsection (b)(1) of section 4978 (relat-
ing to tax on certain dispositions by employee

stock ownership plans and certain cooperatives).
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(7) Subsection (a) of section 4942 of such Code
(relating to taxes on failure to distribute income) is
amended by striking out ‘“15 percent” and inserting in
lieu thereof “22.5 percent''.

(8) The following provisions of such Code are
each amended by striking out ‘25 percent” each place
it appears and inserting in lieu thereof “87.5 percent’.

(A) Subsection (a)(1) of section 4911 (relat-
ing to tax on excess expenditures to influence leg-
islation). - ‘

(B) Subsection (b)(1) of section 4944 (relat-
ing to taxes on investments which jeopardize
charitable purpose).

(9) Subsection (a) of section 4977 of such Code
(relating to tax on certain fringe benefits provided by
an employer) is amended by striking out ‘30 percent”
and inserting in lieu thereof 45 percent'’.

(10) The following provisions of such Code are
each amended by striking out ““50 percent’; each place
it appears and inserting in lieu thereof ““75 percent'.

(A) Subsection: (b)(2) of section 4941 (relat-
ing to taxes on self-dealing).

(B) Subsection (b)(2) of section 4945 (relat-

ing to taxes on taxable expenditures).
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(C) Subsection (b)(2) of section 4951 (relat-

ing to taxes on self-dealing).

(D) Subsection (5)(2) of section 4952 (relat-
ing to taxes on taxable expenditures).

(E) Subsection (a) of section 4974 (relating
to excise tax on certain accumulations in individ-
ual retirement accounts or annuities).

(11) The following provisions of such Code are
each amended by striking out “100 percent” each
place it appears and inserting in lieu thereof 200 per-
cent’’.

(A) Paragraph (6)(A) of section 857(b) (relat-
ing to method of taxation of real estate invest-
ment trusts and holders of shares or certificates of
beneficial interest).

(B) Subsection () of section 4942 (relating
to taxes on failure to distribute income). .

(C) Subsection (b)(1) of section 4945 (relat-
ing to taxes on taxable expenditures).

(D) Subsection (b)(1) of section 4951 (relat-
ing to taxes on self-dealing).

(E) Subsection (b)(1) of section 4952 (relat-
ing to taxes on taxable expenditures).
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(F) Subsection (b) of section 4971 (relating to

taxes on failure to meet minimum funding stand-

ards).

(@) Subsection (b) of section 4975 (relating
to tax on prohibited transactions).

(H) Subsection (a) of section 4976 (relating
to taxes with respect to funded welfare benefit
plans). |
(12) The following provisions of such Code are

each amended by striking out ““200 percent”’ each
place it appears and inserting in lieu thereof “300 per-
cent’’.

(A) Subsection (b)(1) of section 4941 (relat-
ing to taxes on self-dealing).

(B) Subsection (b) of section 4943 (relating
to taxes on excess business holdings).

(13) Paragraph (5) of section 857(b) of such Code
(relating to method of taxation of real estate invest-
ment trusts and holders of shares or certificates of ben-
eficial interest) is amended by inserting ‘2 times after
‘“equal to”’.

(14) The following provisions of such Code are
each amended by striking out ‘“$5,000” each place it

appears and inserting in lieu thereof ‘‘$7,500".
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(A) Subsection (d)(2) of section 4944 (relat-

ing to taxes on investments which jeopardize

charitable purpose). '

(B) Subsection (c)(2) of section 4945 (relating
to taxes on taxable expenditures).

(15) The following provisions of such Code sre
each amended by striking out ‘“$10,000” each place it
appears and inserting in lieu thereof *‘$15,000"".

(A) Subsection (c)(2) of section 4941 (relat-
ing to taxes on self-dealing).

(B) Subsection (d)(2) of section 4944 (relat-
ing to taxes on investments which jeopardize
charitable purpose).

(C) Subsection (c)(2) of section 4945 (relating
to taxes on taxable expenditures).

(e) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in this
subsection, the amendments made by this section shall
apply to taxable years beginning after December 31,
1988 (or, in the case of a tax for which there is no
taxable period, taxable events occurring after such
date).

(2) AMNESTY PERIOD.—At the expiration of the
amnesty period described in section 2, in the case of

any taxpayer remaining liable for any underpayment of
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Federal tax, the amendments made by this section

shall apply to any taxable year (or any taxable event
occurring during such taxable year) for which any
period of limitation has not expired.

(3) ExceEPTION.—Paragraphs (1) and (2) shall not
apply to any judicial or administrative proceeding with
respect to any underpayment of Federal tax pending on
the date of enactment of this Act in which a judgment

was entered before such date.
o
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To amend the Internal Revenue Code of 1954 to provide a mechanism for

Mr.

To

- DT A W N

taxpayers to designate $1 of any overpayment of income tax, and to contrid-
ute other amounts, for payment to the National Organ Transplant Trust

Fund.

IN THE SENATE OF THE UNITED STATES

JANUARY 21, 1985

BumpeRs introduced the following bill; which was read twice and referred to
the Committee on Finance

A BILL

amend the Internal Revenue Code of 1954 to provide a
mechanism for taxpayers to designate $1 of any overpay-
ment of income tax, and to contribute other amounts, for
payment to the National Organ Transplant Trust Fund.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1, SIIORT TITLE.

This Act may be cited as the ‘'Organ Transplant Contri-
butions Act of 1985".

SEc. 2. Statement of Congressional findings and pur-

poses.
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(8) The Congress finds that there exists an urgent na-
tional health problem in the area of human organ transplan-
tation, and that the Federal government is morally obligated
to assist those citizens who are in need of organ transplant
surgery.

(b) The Congress finds that advances in medical sciance
have made organ transplantation an accepted medical treat-
ment in an increasing number of cases, but that the cost asso=
ciated with such treatment remain beyond the reach of many
Americans. ‘

(c) The Congress finds that many organtransplant pro-
cedures remain experimental in nature and that further organ
transplant research should be'encouraged so that the hori-
zons of medical knowledge may be expanded and the quality
of health care improved. |

(d) The Congress finds that a number of States have
established programs to assist citizens in obtaining needed
transplant procedures, and that a number of charitable orga-
nizations are available to assist such persons, but there re-
mains a substantial unmet need in this area.

(e) The Congress finds it necessary, therefore, to estab-
lish a National Organ Transplant Fund in the Treasury of the
United States which shall be used to assist those Americans
who are in need of transplant surgery and who have no other

means of paying for such treatment; and it is the intent of the
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Congress that this Trust Fund shall be administered under

‘rcgulations to be promulgated by the Secretary of Health and

Human Services and shall be funded solely by voluntary tax-
payer contributions under a taxpayer check-off system to be
established by this Act.

(0 1t is further the intent of the Congress that the Na-
tional Organ Transplant Trust Fund be administered by the
Secretary of fairly and expeditiously, taking into account the’
medical condition of the applicant, the financial resources of
the applicant and his or her ability to raise funds from state
and private charitable sources, including the resources which
the-transplant center may devote to transplant research.

SEC. 3. DESIGNATION OF OVERPAYMENTS AND CONTRIBU.
TIONS FOR NATIONAL ORGAN TRANSPLANT
TRUST FUND.

() IN GENERAL.—Subchapter A of chapter 61 of the
Internal Revenue Code of 1954 (relating to returns and
records) is amended by adding at the end thereof the follow-
ing new part:

“PArT IX—DESIGNATION OF OVERPAYMENTS AND CON-

TRIBUTIONS FOR NATIONAL ORGAN TRANSPLANT

TrusT Funp

“Sec. 6097. Amounts for Nationa! Organ Transplant Trust Fund.
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“SEC. 6097. AMOUNTS FOR NATIONAL ORGAN TRANSPLANT

TRUST FUND.

‘“(a) IN GENERAL.—With respect to each taxpayer's
return for the taxable year of the tax imposed by chapter 1,
such taxpayer may designate that—

“(1) any portion any overpayment of such tax for
such taxable year, and _
“(2) any cash contribution which the taxpayer in-
cludes with such return,
be paid over to the National Organ Transplant Trust Fund.

“(b) JoINT RETURNS.—In the case of a joint return
showing an overpayment, each spouse may any portion of
such overpayment under subsection (a)(1).

“(c) MANNER AND TIME OF DESIGNATION.—A desig-
nation under subsection (a) may be made with respect to any
taxable year only at the time of filing the return of the tax
imposed by chapter 1 for such taxable year. Such designation
shall be made on the first page of the return.

“(d) OVERPAYMENTS TREATED A8 REFUNDED.—For
purposes of this title, any overpayment of tax designated
under subsection (a) shall be treated as being refunded to the

_taxpayer as of the last date prescribed for filing the return of

tax imposed by chapter 1 (delermined without regard to ex-

tensions) or, if later, the date the return is filed.”.
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(b) CLERICAL AMENDMENT.—The table of parts for

subchapter A of chapter 61 of such Code is amended by
adding at the end thereof the following new item:

“PART IX—DEBIGNATION OP OVERPAYMENTS AND CONTRIBUTIONS POR
NaTionaL OroaN TrRANSPLANT TrusT Funp.".

(c) ErrecTIVE DATE.—The amendments made by this
section shall apply to taxable years ending after the date of |
enactment of this Act.

SEC. 4. ESTABLISHMENT OF NATIONAL ORGAN TRANSPLANT
TRUST FUND.

() IN GENERAL.—Subchapter A of chapter 98 of the
Internal Revenue Code of 1954 (relating to trust fund code)
is amended by adding at the end thereof the following new
section:

“SEC. 9504. NATIONAL ORGAN TRANSPLANT TRUST FUND.

‘“(a) CREATION OF TRUST FUND.—There is established
in the Treasury of the United States a trust fund to be known
as the ‘National Organ Transplant Trust Fund’, consisting of
such amounts as may be appropriated or credited to the Na-
tional Organ Transplant Trust Fund as provided in this sec-
tion or section 9602 (b).

“(b) TRANSFER TO NATIONAL ORGAN TRANSPLANT
TrusT Funp OF AMOUNTS DESIONATED.—There is hereby
appropriated to the National Organ Transplant Trust Fund
amounts equivalent to the amounts designated under section

6097 and received in the Treasury.
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“(c) ExpENDITURES FROM TRUST FUND.— X
“(1) IN GENERAL.—The Secretary shall pay, on
the order of the Secretary of Health and Human Serv-
ices, amounts on behalf of eligible individuals to health
care facilities specified by the Secretary of Health and
Human Services in carrying out section 5 of the Na-
tional Organ Transplant Contributions Act of 1984.
‘“(2) ADMINISTRATIVE EXPENSES.—Amounts in
the National Organ Transplant Fund shall be available
to pay the administrative expenses of the Department
of the Treasury directly allocable to—
“(A) modifying the individual income tax
return forms to carry out section 6097,
“(B) carrying out this chapter with respect
to such Fund, and
“(C) processing amounts received under sec-
tion 6097 and transferring such amounts to such
Fund.”.
(b) CLericAL AMENDMENT.—The table of sections for
such subchapter A is amended by adding at the end thereof

the following new item: 4
“Bec. 9504. National Organ Transplant Trust Fund.”.

S8EC. 4. ORGAN TRANSPLANTATION PAYMENTS PROGRAM.

(a) ESTABLISHMENT OF PROGRAM.—The Secretary of
Health and Human Services shall authorize payments by the
Secretary of the Treasury from the National Organ Trans-
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1
plant Trust I';und on behalf of eligible individuals. Such pay-
ments shall be available to pay the costs of organ transplan-
tation procedures, both preoperatively and postoperatively,
for such individuals.

() ReGULATIONS.—The Secretary of Health and
Human Services shall prescribe by regulations the procedures
which shall be eligible for payment, the maximum amounts
payable for each such procedure, and the terms and condi-
tions under which payments will be made on behalf of an
eligible individual under this section. Such regulations shall
gpecify, at 8 minimum—

(1) procedures, terms, and conditions for the veri-
fication of the need for orgen transplantation by an eli-
gible individual; '

(2) criteria for the determination of which individ-
uals are eligible individuals under this section and pro-
cedures to verify the eligibility of such individuals;

(8) the types of organ transplantation procedures
for which payments may be made under this section;
and

(4) procedures for certification of health care fa-
cilities as transplant centers authorized to perform
transplant procedures on persons eligible for assistance
under this Act.

(c) DEFINITIONS.—For purposes of this Act—
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(1) the term “eligible individual'’ means an indi-
vidual who, as determined by the Secretary of Health
aad Human Services by regulation, has a life-threaten-
ing medical condition for which a transplant procedure
is reasonably medically necessary, and who has no
source of payment for an organ transplantation proce-
dure, including sources of payment such as—

(A) the program established by titles XVIII
of the Social Security Act;
(B) a State plan under title XIX of such Act;
and '
(C) any insﬁance coverage applicable to
 such individual; ~.d

(2) the term ‘‘organ’” means the eye, kidney,
liver, pancreas, heart, lung, bone marrow, or any other
organ or tissue included by the Secretary of Health
and Human Services by regulation, whether from a
human body or artificially manufactured.

(3) “Transplant center’’ means a health care facil-
ity which has been certified by the Secretary of Health
and Hwnan Services as qualified to perform specified
types of transplant procedures.

(4 “Transplant procedure” means the surgical
procedurcs necessary to accomplish the organ trans-

plant, as well as appropriate preoperative and postop-
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erative treatments, including immunosuppressive drugs,
approvcd under the Federal Food, Drug, and Cosmetic
Act, furnished by a transplant center, as defined
herein, in connection with a transplant procedure, but
only if furnished not later than the end of the thirty-
sixth month after the month in which the individual re-

- & O W W N e

ceives the transplant for which the drugs are furnished.
8 SEc. 5. This statute shall not be construed to create any
9 privat;: right to sue by or on behalf of any person defined as
10 an “eligible person’” under this Act, and shall not be con-

11 strued to create an entitlement on behalf of any individiual.
O



58

MOWBX STATEMENT OF SENATOR KERRY
IN SUPPORT OF DIXON AMNESTY BILL

Mr. Chairman; I am pleased to support Senator
Dixon's bill, S. 203, calling for a national tax amnesty
program, Senator Dixon's proposal for a limited amnesty
period, followed by an increase in the enforcement efforts
of the IRS, is the right idea, at the right time. It
speaks to the immediate need to reduce the deficit-- which
it would do bringing in a potentisl revenue windfall of up
to $15 or $20 billion-- at the same time it addresses the
long-term decline in taxpayer voluntary compliance.

Those officials in the Reagan Administration who
oppose Senstor Dixon's proposal put forth a variety of
excuses for their failure to give the idea a8 try. It is
interesting to note, however, that their arguments are
based entirely on abstract assumptions about taxpayer
attitides and possible reactions to an amnesty program.

These officials conviently ignore the facts about the

—y
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success amnesty programs have encountered in more than a

dozen states over the last three years.

I have seen the remarkable success of one such
program firsthand, in Massachusetts, In the spring of
1983, the Massachusetts Department of Revenue estimated
that 640 million in tax revenues were being evaded each
year, amounting éo approximately 12% of the annual revenue
collection. Recognizing the severity of this problem, and
mindful that a continued increase in tax evasion would
lead inevitably to higher taxes for our honest taxpayers,
Governor Michael Dukakis designed a strategy to attack
tax cheating head-on: amnesty was a vital element of the
program proposed by the Governor and adopted by the state

legislature.

As Thomas Herman, First Deputy Commissioner of the
Massachusetts Department of Revenue, has explained in his
testimony before this Committee, the state-wide amnesty
program was implemented as part of a plan entitled
REAP-Revenue Enforcement and Protection. In addition to
granting a one-time amnesty to taxpayers coming forward to
make good on past obligations, a range of "get tough®
enforcement policies were adpoted as well. The program
made tax evasion a felony and gave the Massachusetts
government the power to revoke or refuse to renew state

and local government licences and contracts to those
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individuals who had not filed or paid their taxes.

Another provision allowed the government to engage
private collection agencies to act on long-standing
delinquent accounts. The government organized and
conducted a seizure drive, examining two seriously
delinquent businesses per day. In addition to these legal
powers, the 1984 Massachusetts state budget provided the
Department of Revenue a 30% increase in their
appropriations for bolstered staff and more advanced
resources,

In Massachusetts alone, during the perios of amnesty
which REAP provided for, some 50,000 individuals came
forward to pay their past tax liabilities. Financisally,
this translated into over 80 million dollars for the
state; an estimated 37 to 1 return on every dollar
invested in special costs for the program, Since amnesty
in Massachusetts, the state has experienced a record
increase in fiscal year 1984, and the next fiscal year
will match and exceed that increase.

In Massachusetts, amnesty was offered as a transition
to a new era of more stringent tax enforcement, with the
revenue department demonstrating quite visibly that its
bark was just as bad as its bite, This example
illustrates what I feel is a very important point. When
we, as our nation's representatives, show our citizens

that we take our tax laws seriously, then they will too.
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A program like amnesty shows citizens that we will provide
for the legislétion to enforce our laws,

The rapid rate at which states are adopting amnesty
programs and their success speak for themselves. To date,
fourteen states have enacted if not yet installed tax
amnesty plans and at least four more states are seriously
considering such an option. If such a plan.uere
implemented on a federal level, the financial effects
would multiply.

I strongly urgé you as my colleagues to support
Senator Dixon's tax amnesty plan as a part of the tax
reform package. I believe that it would also reinforce
the proposals for increased enforcement which are
contained in a bill which I recently introduced, the

Taxpayer Awareness and Enforcement Act of 1985, S. 1152.

Surveys conducted by the IRS indicate that the
general public is well aware of the vagt number of
Americans who get away with cheating. They must believe
that they can get away with it for such widespread tax
evasion to occur. We, as our nation's legislators, must
show them otherwise, if ever the tide will turn.

According to Senator Dixon, the "vast majority of honest
taxpayers will see a one-time tax amnesty for what it is-a
demonstration of the extraordinary lengths the government
is prepared to go to collect delinquent tax payments.® It

is my belief that these people will have more faith in

§1-221 0—85—-38
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their government for instituting such a system. The not
so honest taxpayers, on the other hand, will realize that
the government is serious about its tax legislation, and
if they do not pay their liabilities, they will be
prosecuted.

As the federal deficit continues to grow, we as our
nation's representatives have a responsibility to find and
implement the right solutions to our problem. I urge you,
as a part of the tax reform effort, to supporp a program
of tax amnesty as the tax reform issue comes before us.

We in Congress have the vote, and the power to implement a
working solution. I believethat Senator Dixon's Federal
Tax Delinquency Act of 1985-S.203, is such a one and
deserves a chance to prove itself on the federal level. I
hope that you will consider it carefully when the issue

comes up again.
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Senator CHAFEE. Good morning.

Senator DixoN. Good morning, Mr. Chairman.

. Senator CHAFEE. Good morning, Senator. Delighted to have you
ere.

Today we are holding a hearing on Senator Dixon’s bill, S. 203, a
bill to create a Federal tax amnesty program. Recently, we’ve
heard much about the existence of a vast and growing under-
ground economy. The tax compliance problem has actually been
one of the moving forces behind the tax reform proposals that we
are currently considering in the Congress. :

A’l have often stated—and I think we will all agree—that
people will obey the law if they respect the law. So in that sense
we are addressing this compliance problem as we are working to
make our tax system more fair.

The key word, of course, is “fair.”” We have to assure that all
those in the lower- and middle-income brackets who are filing the
short form that those who are itemizing are paying their fair
share. But there is another problem which must be adjusting even
as we are addressing the system. That's the problem of bringing
~ those who have cheated or dropped out in the past back into the

system.

This is one of the problems we will be focusing on today.

S. 203 proposes the type of program, an amnesty, which has been
recently tried with varying success in 12 States: Alabama, Arizona,
California, Idaho, Illinois, Kansas, Massachusetts, Minnesota, Mis-
souri, North Dakota, Oklahoma and Texas. And tried in at least
three foreign countries: Italy, France and Belgium.

These amnesties have permitted taxpayers to report previously
unpaid taxes without being subjected to penalties or prosecution.
There is potential in this type of plan to raise considerable reve-
nue, which is always welcome.

Senator Dixon's own State of Illinois, I understand, last year in a
2-month period collected $127% million. It's estimated that this
amount equals nearly 15 percent of the outstanding delinquent
taxes. This percentage of collections if duplicated on a national
scale would bring in approximately $12 to $15 billion.

This potential, of course, must be weighed against concerns
which have caused other States not to enter into tax amnesty pro-
grams. The concern of those States is that this approach rewards
ﬁeople who haven’t paid their taxes at the expense of those who

ave obeyed the law.

There is also the fear that an amnesty would be an incentive to
law-abiding citizens to avoid paying their taxes in the hope or ex-
pectation that Congress would repeat this type of program.

So we welcome this opportunity to listen to what has been
learned in these States with their experiences and to hear how this
type of program might be implemented on the Federal level.

And I want to compliment Senator Dixon for his keen interest in
this subject. He has pursued it vigorously and, of course, can report
to us on the experience in his own State.

So, Senator, we welcome you here and look forward to what you
have to say on this important subject.
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STATEMENT OF HON. ALAN J. DIXON, U.S. SENATOR, STATE OF
ILLINOIS

Senator DixoN. Thank you, Mr. Chairman.

Mr. Chairman, let me begin by expressing my deep gratitude to
you as the chairman of this subcommittee for scheduling this hear-
ing on my bill.

S. 203 is known as the Federal Tax Delinquency Amnesty Act of
1985. I know your schedule is very crowded and I appreciate your
willingness to afford me this opportunity. Let me also express my
regret that my long-time friend, the distinguished president of the
Illinois State Senate, Senator Phil Rock, is unable to be here today.
The Illinois legislative session ends on June 30, and legislative
business there forced him to cancel his appearance.

He was the father of the successful Illinois amnesty legislation. I
hope the committee will be able to afford him an opportunity to
testify in person on another occasion.

For today, Mr. Chairman, I would appreciate it if the chairman
would include Senator Rock’s prepared statement in the hearing
record. And may I say, Mr. Chairman, I have a prepared statement
from Senator Rock and also a more lengthy statement of my own,
each of which I would ask the Chair to place in the record.

Senator CHAFEE. Yes; they definitely will be.

[The prepared statements of Senator Dixon and State Senator
Rock of Illinois follow:]
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June 24, 1985
Statement of Senator Alan J. Dixon
Senate Pinance Subcommittee on Taxation and Debt Management
Oon

S. 203, the Federal Tax Delinquency Amnesty Act of 1985

Let me begin by expressing my deep gratitude to the
Chairman of the Subcommittee, my distinguished colleague from
Rhode Island, Senator Chafee, for scheduling this hearing on
my bill, S. 203, the Pederal Tax Delinquency Amnesty Act of
1985, I know his schedule is very crowded, and I appreciate
his willingness to afford me this opportunity.

Let me also express nmy regret that my longtime friend,
the distinguished President of the Illinois Senate, Phil Rock,
is unable to be here today. The Illinois legislative session
ends on June 30th, and legislative business there forced him
to cancel his appearance. he was the father of the successful
Illinois amnesty legislation. I hope the Committee will be
able to afford him an opportunity to testify in person on
another occasion. For today, I would appreciate it if the
Chajirman would include his prepared statement in the hearing
record.,

We are here to talk about tax amnesty. The issue of
amnesty arises because, as I'm sure the Chairman knows, there
is substantial and growing noncompliance with our nation's tax
laws.

In 1981, the most recent year for which comprehensive
data is available, federal tax collections were more than $81
billion below what they would have been if every taxpayer had
paid his or her legal tax obligations. 1Individual taxpayers
failed to report to the Internal Revenue Service almost $250
billion in income that year.

Unfortunately, 1981 is not an unusual year. The "tax
gap" was more than $28 billion in 1973, or approximately
double the budget deficit of $14 billion that year, and it has
increased steadily since then. The Treasury Department
anticipates a "tax gap" -- the difference between the amount
of tax that would be collected with 1008 compliance with our
nation's tax laws and what is actually collected -- of $92
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billion or more in 1985, and believes that level could rise to
between $386 to $473 billion by the turn of the century.

The growth in the "tax gap®" is not simply due to economic
growth; percentage compliance levels, according to the IRS,
are currently only about 80%, and are declining by about 0.2%
per year. Now that may not seem like a large number, but over
time, and given the size of the U.S. economy, it represents a
real problem.

I know the members of the Finance Committee are very
expert on the dimensions of the compliance problems, so I
don't want to take a whole lot of time in this area. However,
1 do think that two points need to be highlighted.

First, most of the noncompliance is not from people who
don't file tax returns at all. 1In 1981, only $2.9 billion of
the $81 billion “tax gap” was attributed to nonfilers. Over
$52 billion, however, resulted from people who filed tax
returns but who understated their income. Another. §13 billion
came from taxpayers who filed, but who took larger deductions
than they were entitled to.

While almost 94V of wages and salaries were reported to
the IRS in 1981, only 83% of the dividends, only 86% of the
interest, only 60t of the capital gains, only 62% of the
alimony, and only 76% of the estate and trust income was
reported that year.

Second, these delinguent taxpayers are not basically
crooks. As Jack Warren Wade, Jr., a former IRS Revenue
Officer stated in testimony before the Senate Finance
Subcommittee on Dversight of the Internal Revenue Service in
May 1983, most tax cheaters are otherwise honest citizens who
earn their livings respectably; and are "caught in a vicious
web of delinguency they want to abandon, but don't know how."

I might say I have had some personal experience on this
last point. Since I introduced S. 203, my office has received
phone calls every day from delinquent taxpayers who want to
repay the service, but who are afraid of potential criminal or
civil sanctions if they contact the IRS.

Congrest has recognized the growing compliance problem
these numbers represent and has taken a number of actions to
try to correct it. Just last month, during consideration of
S. Con. Res. 32, the budget resolvtion, the Senate adopted, by
an overwhelming vote of 93 to 5, a resolution offered by the
distinguished Senator from Massachusetts, Senator Kerry,
urging the taxwriting committees to act to strengthen tax
compliance. Much of the tax legislation in the last three
years have also had improved tax compliance as a major
objective,
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Congress has also been part of the problem, however. We
have let IRS manpower levels erode in the past few years. IRS
personnel levels are only now returning to their 1980 levels,
and are still grossly inadeguate to cover the increase in
workload caused by increased complexity and the increasing
number of tax returns being filed. To cite just one measure
of this problem, in 1976, the service audited 2.6% of tax
returns; this year it will audit only 1.2%, or less than half
the 1976 level.

Further, there have been 19 major changes in the tax law
in the past 22 years. The tax code has become so complicated
that over 44% of all taxpayers are now using paid preparers,
up from 37% just two years ago. The complexity and rapid pace
of change has encouraged the growth of the perception that the
tax code is unfair, and therefore helped to undermine the
voluntary compliance that our tax laws fundamentally depend
upon.

According to a survey commissioned by the IRS last year,
the publir ir well aware of the compliance problem. A
majority of Americans helieve that tax cheating is on the
rise, and that 25% of axpayers cheat. One-quarter of the
survey believes that a majority of taxpayers cheat. Roughly
20% admit cheating on their own tax returns,

The survey found that the major cause of the rise in
noncompliance seems to be that most Americans believe the tax
system is unfair and inequitable. 75\ believe their taxes are
to high in relation to the governmental services they receive.
An appalling 808 believe the present -tax system benefits the
rich and is unfair to the average working man. And two out of
three believe they pay more than their fair share,

The fundamental tax reform proposals now before the
congress are an attempt to deal  with the interrelated problems
of fairness, complexity, and noncompliance. In fact, the
administration's proposal is titled "The President's Tax
Proposals to the Congress for Fairness, Growth, and
Simplicity."”

Now 1 don't want to take time this morning to talk about
the merits of specific elements of the various tax reform
proposals. That subject is best left to another forum. I do
want to point out, however, that there is a relationship
between tax reform and tax amnesty, and that the prospect for
fundamental tax reform creates a major opportunity to recover
at least some of the billions in tax revenue from prior years
that will not otherwise be collected.

In my view, perhaps the most crucial measure of the
success of any tax reform proposal is its impact on future
compliance. If tax reform truly simplifies the tax code and
makes it fairer, than the slide in voluntary compliance levels
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will be reversed. Even a proposal designed to be
revenue-neutral at current compliance levels could produce a
substantial growth in tax receipts as voluntary compliance
levels improve. Each 1% growth in compliance produces $5
billion in additional annual revenues, according to the IRS,
8o the potential revenue gains are significant,

Tax reform only produces these revenue windfalls in the
future, however; it does nothing about collecting even some
part of the billions and billions of dollars that the tax
system failed to collect in the past. Neither will increased
collection efforts by the service result in the payments of
the vast majority of these outstanding delinquent balances.
The IRS has stated that it would take an additional 200,000
agents or even more to track down and collect a significant
part of the "tax gap®”, and that kind of police-state option is
something that no one, including the IRS, wants.

That does not mean, though, that there is no way td
recover any part of the "tax gap” from prior years. There is
a mechanism that has been used successfully in a number of
states, including Massachusetts and my own state of Illinois.
That mechanism is known as tax amnesty.

Amnesty is a simple concept. It provides an opportunity
for delinquent taxpayers to fully pay their overdue tax
liability without being subject to criminal or civil
prosecution. PFourteen states -- Illinois, Massachusetts, New
York, Connecticut, Kansas, Alabama, Texas, Missouri,
Minnesota, North Dakota, New Mexico, Arizona, California, and
Idaho -- have already enacted, and in many cases, implemented
tax amnesty programs. At least four additional states --
South Carolina, Wisconsin, Colorado, and Oregon, have amnesty
programs under active consideration.

The state amnesty programs are different in scope,
extent, and many other particulars, but the amnesties that
have been implemented seem to have at least one thing in
common: they were successful. They all resulted in taxpayers
coming forward to pay overdue taxes who would probably have
not otherwise done so.

Senator Rocks testimony details the Illinois experience
for you. Let me just say by way of summary that Illinois
collected approximately«.'$150 million, far more than the $§20
million the State Department of Revenue originally eatimated.
Massachusetts collected over $72 million, and in California,
over 130,000 delingquent taxpayers came forward.

The state programs were not giveaways. They did not
reward tax cheaters. The state programs were balanced; they
increased compliance efforts and penalties for noncompliance
after the amnesty period. The state programs resulted in
placing additional taxpayers back on the rolls, and in
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additional tax collections that the states would not otherwise
have received.

While I recognize the enormous differences between the
state and national tax systems, I believe a national tax
amnesty program could be effective and ought to be considered.:
In Januvary of this year, therefore, I introduced S. 203, the
Federal Tax Amnesty Delinguent Act of 1985.

My bill establishes a six-month amnesty period, to begin
on the July lst after the bill is enacted. The amnesty period
would cover all tax years through 1985 still subject to
. collection by the IRS -- and I understand that the Service, in
some circumstances, can go back 7 years or more.

All taxpayers would be eligible for the amnesty with some
limited exceptions: First, those involved with the IRS in
adminjistrative or judicial proceedings before the amnesty
period begins; second, those under criminal investigation
where the IRS has referred the matter to the Justice
Department before the amnesty period begins; and third, those
wvho make false or fraudulent representations in attempting to
take advantage of the amnesty.

.The amnesty itself would be simple and straightforward.
It would include amnesty from criminal and civil penalties and
from 508 of any interest penalty owed. It would, however,
apply only to legal-source in.ome. Taxes due on income
resulting from criminal activity would not be covered by the
amnesty.

All federal taxes would be included under the amnesty,
not just the income tax.

The amnesty provisions are generous and provide a
substantial incentive for taxpayers to take advantage of the
amnesty period. However, the bill does not rely just on
carrots; it also contains a couple of substantial sticks.

Pirst, it increases all tax-related civil and criminal
penalties, including money fines and jail terms, by $50%. The
tougher penalties would apply to any tax year after 1984, and
after the amnesty period, to any open tax year. Of course,
the increased penalties would not apply to cases pending on
the dste of enactment where a judgement was entered before
that date.

Second, the bill authorizes such funds as are necessary
to add 3,000 additional revenue agents to the IRS, an increase
of about 208 in the agent force. Adding agents can be
extremely cost-effective, because each additional agent can
bring in as much as twelve and one-half time his salary in
additional tax revenue. 1In fact, the IRS has told me that
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agents can bring in as much as forty times their salary,
depending on where enforcement efforts are concentrated.

The bill also authorizes the funds the Treasury will need
-to administer and publicize the amnesty program. The state
experience demonstrates that wide publicity can significantly
enhance the effectiveness of an amnesty progran.

I believe in the amnesty coéncept, but I recognize we need
to analyze the potential impact of an amnesty on compliance
very carefully before we act. As you may know, at the request
of members of the House Ways and Means Committee, the Joint
Tax Committee is currently analyzing the feasibility of a
. federal amnesty, and their report is currently scheduled to be
ready in September.

In an article entitled "Tax Amnesties As A Tool For
Revenue hdministration®, Professor John Mikesell of Indiana
University sets out two priority objectives for tax
administration:

1) Ensuring that the extent of underpayments is not serious
from either a competitive -~ where the cost of cheating
is less than the cost of paying, even if caught - or an
equity point of view, and

2) ensuring that other taxpayers are not tempted to cheat
because others are successfully doing so.

Our current tax system is failing these tests. The "tax
gap" is huge and continue to grow. Voluntary compliance
continues to decline. The public is well-aware of the fact
that large numbers of taxpayers are getting away with
cheating.

He goes on to, point out that the impact of an amnesty on
the climate for voluntary compliance depends on whether the
taxpayers believes the amnesty is a one-time event and whether
the public believes evasion opportunities successful before
amnesty will be successful after.

These principles provide a good framework for evaluating
a potential federal tax amnesty program. I do not believe,
however, the tax amnesty will either undermine tax
administration objectives or the overall climate for voluntary
compliance. Purther, as I stated before, the prospect for
comprehensive tax reform provides an unique opportunity to
ensure the success of the amnesty.

Annesty will not increase the extent of underpayments.
As the state experience demonstrates, it will, in fact, add
thousands of taxpayers to the rolls., Purther, it will not
adversely impact future tax collections. I am confident that
vast majority of honest taxpayers will see a one-time amnesty
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for what it is -- a demonstration of the extraordinary lengths
the government is prepared to go to collect delinquent tax
payments.

My bill will not reward delinquent taxpayers the Service
already has uncovered. It will provide an incentive to come
forward for those who otherwise would not be discovered.
These taxpayers would have to pay their full delinquent
amounts, and it is worth foregoing the penalties in order to
get them to do so.

Tax reform adds to the prospects for the success of an
amnesty. By closing loopholes, simplifying the code, and
making our laws more equitable, it will reduce incentives to
cheat in the future. It will also help improve compliance in
the future because successful reform will mean less
opportunities for tax evasion, and an increased likelihood of
being caught for any future evasions.

Tax reform and tax amnesty therefore dovetail together
well., Tax reform will improve future compliance. Tax amnesty
will collect a significant part of past uncollected amounts.
The net result will be a windfall for honest taxpayers, and an
opportunity for basically honest people who have drifted in to
tax evasion to return to full compliance with the law.

I know the IRS is opposed to tax amnesty, and is
extremely concerned about its effect on future compliance. I
respect the Service's opinion, but I believe this idea is
worth a more serious look at the federal level than it has
received so far.

Amnesties have worked at the state level. They have
produced significant amounts of revenue. They have not seemed
to undermine taxpayer compliance with the tax laws in the
states, although, since most amnesties have been very recent,
I wiél admit that it is too early to forecast long-term
trends.

The same benefits can be achieved at the federal level.
In fact, if the federal government is only as succeasful as
the State of Illinois, the amnesty could raise between $10 and
$15 billion for the federal Treasury, and perhaps even more.
A balanced amnesty program with appropriate upgrading of
enforcement provisions after the amnesty period could be much
more desirable than the Internal Revenue Service now believes.

This hearing is the first step i1. what I hope will be a
serious review of the desirability of tax amnesty at the
federal level. I look forward to working with you, Mr.
Chairman, and the rest of my colleagues to see that the
amnesty idea gets the kind of careful, considered review that
it deserves. I am confident that such a review will discover
the real merit behind this idea.
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I want to thank you once again, Mr. Chairman, for
providing me this opportunity this morning. I'd also like to
thank the witnesses from the State of Massachusetts and the
National Taxpayers's Union for their interest and
participation.
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T Mr. Chairman and members of the subcommittee: my name is Phflip J. Rock,
President of the Illinois Senate, and 1 am the author of the Illinois Tax

Amnesty Program.

I am pleased to appear before vour distinguished subcommittee to discuss

tax amnesty programs along with my friend and colleague Senator Alasn Dixon,

My remarks will focus on: (1) the benefits of an amnesty program, {2) the
details of lllinois' program, and (3) how these relste to the topic of this
hearing, S.203, the Federal Tex Delinauency Act of 198S.

Twelve states including Illinois have adopted tax amnesty programs with
two common features: (1) increased enforcement for tax evasion and (2)

increased public awareness campaiens,

These two features, often coupled with increased appropriations for
revenue collection officials, convinced people in each of these states that

the governsent was serious about ecuity and the need for taxes to be paid.
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Of all these efforts, I1linois' program has heen the most successful to
date in terms of revenues collected. Our success came about hecsuse there was
more public information and debate sbout the program before it was implemented
and, sch more imsportantly in sy view, because the pubdblic hecsme convinced
that the goverrment of Illinois was serious about overseeing the public's tax

laws,

The permanent effects of these enactments were new sanctions and new
public swareness. The short-term amnesty period and comprosise features
called for in these ensctaents were in fact necessary to provide a fair and
reasonable transition into the new and verv serious penalty law to be applied

to future tax evaders,

Reasonable transition rules are, of course, tvpicasl requirements of
aeplislative acts. [n this case, the amnesty transition handled the' problew ol
enacting new sanctioning laws which would have appliad as new tax evasion
cases were hrought forward, (The new penaltv sums could be ouite substantisl
if it were possidle to actuasllv pursue all the tax evasion cases that exist
now bt which sre not vet identified,) The lack of a transition period would
also have disconraged people fros ever coming forward under the new sanctions

and we probably would have lost these people forever,
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Not onlv is the transition period necessarv from the standpoint of
legality and fairness, but the trar ' prograd can provide some very good

practical results -- -

(1) people are encoursged to ioin or rejoin the rolls of responsible
citizens and to leave their status as outriders and non-contributors,

and

(2) curcent and future revenues are incressed by collections from
usually unijdentifisble cases and from the new incresse in the actual

mmber of filers.

Before 1 go on to comment on S.203, let me auickly detai) for vou the
mafor provisions of the I11inois Tax Amnesty Program which was enacted in July
of 1984, It contained two basic features: (1) changes in penalties and

sanctions and (2) a transiticn amnestv period,
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(1) Changes in Penalties and Criminsl Sanctions

o 8 permanent SO% increase in all tax evasion monetarv penalties

0 a permanent one level penalty increase in criminal actions

(2) Transition Amnesty Period

n covered all state tax laws

o covered natural persons and busjnesses

o covered knowing failures and inadvertent failures to pav
o provided for a two month period for filing

o restricted the revenue agency from seeking further prosecution of
those who finish the program

o expressed coapromise and settlement terus providing reduced interest
and no penalty charaes

o no principal tax debts were statutoriallv reduced

o maintained prosecutorial settlement discretion for eouitable or
practical reasons

o reauired to share information with the federa) IRS
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The program was desipned to meet the two criticisms brought up in debate,

People objected to the setting of a precedent of amnesty to tax evaders,
These people did not understand the need for a transition rule to tﬁe new
sanctions nor did they understand that the revenue agencv and the Attorney
General have alwavs practiced compromise and settlement discretion, which is a

form of ad hoc amnesty.

The ampesty verjod called for in the program promotes a voluntary act
while setting, for a brief period, a publjc policy on the use of existing

discretion,

The success of the program demonstrates that people would not come forward
voluntarily {f the revenue spency would have simplv set such a policv on its
can, Furtherwore, the revemie agency alreadv needed iceislative action to
provide sufficient resources for a puhlic information campajgn and to handle

the increased costs of anv new claims,



79

Legislation was also necessary to convince people of the seriousness of
our commitment to the tax laws, The agency cannot by administrative fiat
expand its resources or make up a new sanctioning svstem. A reliance oh the
status quo, that is, existing rescurces, prosecutorjal discretion and existing

sanctioning rules, simply could not have done the iob.

The revenue agency felt that the future sanctions would be too high, Of
course, the act did not change the basic discretion currentlv held by the
agency or the Attornev General, The sanctionirg rules are actually upper
limits on the government's actions apsinst those judged to have violated the
tax laws. But like all classification schemes it is designed to be a

deterrent too.

It was the intent of the lepislature to make this verv statement -- that
our tax laws are important, as important as our environmental, commercial and
spending laws. The new sanctions have proven thiemselves, in mv view, to have
encoursged peoole to come forward in the transition to avoid the possibility
of more serious p;nalt!es should thev be identified and prosecuted in the

future.
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Let me also emphasize that amnestv was not open to those in administrative
or iudicial proceedings at the time nor was it open to anvone to avoid any

laws applicable to illegal gains from criminal acts.

Participation in the Illinois tax amnesty program was fairly diverse.
Reauests for amnestv were received from individuals in 49 states and S foreign
countries and, i1n some cases, dated as far back as 1960 (for sales tax)}. The
amounts pald also varied considerablv, Two corporations reguesting amnestv
fer corporate income taxes submitted pavments of more than $7 million each,

while one individual income tax amnestv applicant paid 37 cents.

Our amnestv program attracted over 27,000 businesses and individuals, The
majority of applications (56%) came from individual income tax pavers, who
paid an average of $S11. Business income tax accounts, which represented only
158 of the applications, accounted for 73% of the pavments. The aversge )
pavment in that sector was $32,085, Nearlv half of the amnesty dollars were

paid by 45 companies, each of which paid a half mjllion dollars or more.



TLLINOIS AMNESTY PROGRAM PARTICIPANTS

Amount of
Nusber of t of Total Paveents t of Total Average Number of
Applicstions Applications (in millions) _Pavments Pavment New Filers

Individusl income tax 15,287 S6% $6.1 a3 $s1 5.060
Business income tax . 4,095 15% 11:.2 738 $32,085 459
Sales tax payers 3,276 123 30.4 208 $12,600 472
Withholding agents 3,822 148 3.0 Y33 $970 364
Miscellaneous 818 b 3 1.7 1% - 113

TOTAL 27,298 100% 152.4 100% | 6,468

18

Source: I1linois Department of Revenve
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As vou can see bv the figures in the table, we had a successful effort --
$154 million in cash receipts and increasine compliance in regular
collections, despite the fact cur economy Jags behind that of the nation and
our unemplovment levels remain high,

Our program was even more successful than these collection figures show
because it permitted us to appropriate large sums for public elementary and
secondary schools ($95 million) and td meet our obligations to help finance
local government services ($35 mj)Jlion)., Since we dedicated these collections
to a special fund, other public services will also benefit from the remaining
$24 million which is unallocated and from increased revenues in the future.

Senator Dixon's bill resembles the lf;{nﬁi;uoroeran in manv respects and I
think onlv the magnitude of the expected outcomes would be different from our
successful efrorts. 1n fact, a national eftort should ve relatively more
successful as it does not face some of the impediments and controversies our
program faced and alsn covers a larger tax svstem including socisl security

and federal excise taxes,
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First, I1linois could not guarantee federal immunities or federal
settlement terms to people so it is likely that many who were also evading
federal law did not come forward. You would not face this problem {though I
expect vou to consider sharing anv new filing information with the states).
Second, our effective tax rates are some of the lowest in the nation while, in
comparison, the national revenue system causes more to be gained and lost
which is an incentive for people to cowe forward. Third, S.203 proposes a six
sonth transition period, a reasonable time period in light of the
" administrative claim demands at the federal level, and this should also permit
more people to come forward, And finslly, a public swareness campajgn at the
national level now would have the benefit of pigevbackine on recent state

efforts and should in fact, because of its scope, be pore successful,
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In summary, let me reemphasize the lessons of our program:

o we simply do not have the resources to identifv all the non-filers
and evaders or to pursue endless administrative and ijudicial recovery

actions,

o we pust improve awareness of the public's tax laws and our
seriousness about enforcing them,

O we neeo to encourage non-filers and evaders to come forward
voluntarilv and {oin the rest of us in shou)dering our public

responsibilities, and

o in moving forward to a more convincing svstes, we can act reasonsbly
to promate transition or amnesty periols with less cost and more
coverage than the current ad hoc litigating approach we now follow,
and with the good practical results of raising needed revenuves while

prormoting voluntarv compliance.”
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1 compend my colleague, Senator Dixon, for promoting this practical
concept before the U.S., Congress and I urge vou to pass the measure, I think
that as it has proven itself to be a pood idea at the state level, it should
prove even more successful at the national level, and 1 offer mv unaualified

support for Senator Dixon's initiative,

Thank vou, Mr, Chajrman, and members of the subcommittee for providing se
with the opportunity to present testimony today. I hope my remarks have been

helpful and I will be happy to answer anv auestioh vyou mav have.
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Senator DixoN. We are here today to talk about tax amnesty.
The issue of amnesty arises because, as I am sure the chairman
knows, there is substantial and growing noncompliance with our
Nation’s tax laws. In 1981, the most recent year for which compre-
hensive data is available, Federal tax collections were more than
$81 billion below what they would have been if every taxpayer had
paid his or her legal tax obligations. Unfortunately, 1981 is not an
unusual year. The Treasury Department anticipates a tax te?' the
difference between the amount of tax that would be collected with
100 Percent compliance with our Nation’s tax laws and what it ac-
tually collected, of $92 billion or more in 1985, and believes that
level could rise to between $386 billion to $473 billion by the turn
of the century.

According to a survey commissioned by the IRS last year, the
public is well aware of the compliance problems. A majority of
Americans believe that tax cheating is on the rise, and that 25 per-
cent of taxpayers cheat. Roughly 20 percent, Mr. Chairman, admit
cheating on their own tax returns. The survey found that the
major cause of the rise in noncompliance seemed to be that most
Americans believe the tax system is unfair and inequitable, a
matter, of course, that your own committee is reviewing at this
time.

An appalling 80 percent believe the present tax system benefits
the rich and is unfair to the average working person. And two out
of three believe they pay more than their fair share.

The fundamental tax reform proposal now before the Congress is
an attempt to deal with the inter-related problems of fairness, com-

lexity and noncompliance, but tax reform looks only to the future;
it does nothing about collecting unpaid taxes currently outstand-
irnii Only tax amnesty, may I stress, Mr. Chairman, will do that.
ow amnesty is a simple concept. It provides an opportunity for
delinquent taxpayers to fully pay their overdue tax 1ability with-
out being subject to criminal or civil prosecution. Fourteen States—
and you have named them, Mr. Chairman—including my own,
have already enacted, and in many cases implemented, tax amnes-
ty programs. At least four additional States have amnesty pro-
grams under active consideration.

The State amnesty programs are different in scope, extent, and
many other particulars, but the amnesties that have been imple-
mented seem to have at least one thing in common, Mr. Chairman.
They were successful. They all resulted in taxﬁayers coming for-
:ivard to pay overdue taxes who would probably have not otherwise

one 8o.

Senator Rock’s testimony, Mr. Chairman, details the Illinois ex-
perience. And that, of course, will be in the record.

Let me just %.by by a wafy of summary that Illinois collected ap-
proximately $160 million, far more than the $20 million the State
department of revenue originally estimated. And may I depart
from my text there, Mr. Chairman, to say this to you on a personal
basis. I recognize that the IRS is suggesting that they are opposed
to this idea. You should know that in our own State of Illinois the
Illinois Department of Revenue opposed this idea; suggested that
the maximum amount of money that could be brought in would be
$20 million, but to date the Illinois experience is that $160 million,
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which has been usefully employed for the education of our chil-
dren, has been brought into the State treasury.

The State programs were not giveaways. They did not reward tax
cheaters. The State programs were balanced. They increased com-
Fliance efforts. I want to stress that. They increased compliance ef-
orts. And penalties for noncompliance after the amnesty period.
The State programs resulted in placin%additional taxpayers back
on the rolls. And I want to stress that: Placed additional taxpayers
back on the rolls, and, in addition, tax collections that the State
would not otherwise have received were received.

While I recognize the enormous differences between the State
and national tax system, I honestly believe a national tax amnesty
program could be effective and ought to be considered in January
of this year. Therefore, I introduced S. 203. My bill establishes the
6-month amnesty period to begin on the July 1st after the bill is
enacted. The amnesty period would cover all tax years throuﬁh
1983 still subject to collection by the IRS. And I understand the
Service in some circumstances can go back seven years or more.
All taxpayers would be eligible for the amnesty, with some limited
exceptions.

First, those involved with the IRS in administrative or judicial
proceedings before the amnesty period begins. Second, those under
criminal investigation where the IRS has referred the matter to
the Justice Department before the amnesty period begins. And,
third, those who make false or fraudulent representations in at-
temgting to take advantafe of the amnesty.

The amnesty itself would be simple and straightforward. It would
include amnesty from both criminal and civil penalties and from 50
percent of any interest penalty owed. Now that was the Illinois
plan. It would, however, apply only to legal source income—taxes
dues on income resulting from criminal activity would not be cov-
ered by the amnesty. The amnesty provisions are generous, and
they provide a substantial incentive for taxpayers to take advan-
tag of the amnestﬁ' period.

owever, the bill does not rely just on carrots, Mr. Chairman. It
also contains a couple of substantial sticks. First, it increases all
tax-related civil and criminal penalties, including money fines and
jail term by 50 percent. The tougher penalties would apply to any
tax year after 1984 and after the amnesty period to any open tax
ear. Second, the bill authorizes such funds as are necessary to add
,000 additional revenue agents to the Internal Revenue Service,
an increase of about 20 percent in the agent force. The bill also au-
thorizes the funds the Treasury will need to administer and to pub-
licize the amnesty program.

Now this is important, Mr. Chairman, because the State experi-
ence demonstrates that wide publicity can significantly enhance
the effectiveness of an amnesty program.

I believe in the amnesty concept, but I recognize we need to ana-
lyze the potential impact of an amnesty on compliance very care-
t{xﬁ’y before the Congress acts. As lUlou ma&know, at the request of
members of the House Ways and Means Committee, the Joint Tax
Committee is currently analyzing the feasibility of a Federal am-
nesty. And their report is currently scheduled to be ready in Sep-
tember of this year.
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The impact of an amnesty on the climate for voluntary compli-
ance depends on whether the taxpayer believes the amnesty is a
one-time event. Now that's important. And whether the public be-
lieves evasion opportunities successful before amnesty will be suc-
cessful after.

These rincirles prcvide a good framework for evaluating the po-
tential Federal tax amnesty program. I do not believe, however,
that amnesty will either undermind tax administration objectives
or the overall climate for voluntary compliance. Amnesty will not
increase the extent of underpayments.

As the State experience demonstrates, it will, in fact, add thou-
sands of taxpayers to the rolls. Further, it will not adversely
impact future tax collections. I am confiden: the vast majurity of
honest taxpayers will see a one-time amnesty for what it really is—
" a demonstration of the extraordinary lengths the Government is
prepared to go to collect delinquent tax payments.

y bill will not reward delinquent taxpayers the Service already
has uncovered. It will provide an incentive to come forward for
those who otherwise would not be discovered.

These taxpayers would have to pay their full delinquent
amounts, and it is worth foregoing the penalties in order to get
them to do so.

Tax reform adds to the prospects for the success of an amnesty.
- By closing loopholes, simplifying the code, and making our tax laws
.more equitable, it will reduce incentive to cheat in the future. It
will also help improve compliance in the future because successful
reform will mean less opportunities for tax evasion and an in-
creased likelihood of being caught for any future evasions.

In conclusion, tax reform and tax amnesty, therefore, dovetail to-
gether well. Tax reform will improve future compliance. Tax am-
nesty will collect a significant rart of past, uncollected amounts.
The net result will be a windfall for honest taxpayers and an op-
portunity for basically honest people who have drifted into tax eva-
sion to return to full compliance with the law. If the Federal Gov-
ernment is only as successful as my own State of Illinois, Mr.
Chairman, the amnesty should raise between $10 and $15 billion
for the Federal Treasury. And I honestly believe, Mr. Chairman, it
will raise very much more than that.

This hearing is the first step in what I hope will be a serious
review of the desirability of tax amnesty at the Federal level. I
“look forward to working with you, Mr: Chairman, and the rest of
my colleagues to see that the amnesty idea gets a kind of careful,
considered review that it deserves. I'm confident that such a review
will discover the real merits bchind this idea.

I want to thank you once again, Mr. Chairman, for providing me
this opportunity this morning. I'd also like to thank the witnesses
from the States of Massachusetts and Illinois and the National
Taxpayers Union for their interest and participation. And, finally,
I hope the chairman will honor me by including my complete state-
ment in the hearing record along with that of Senator Rock, the
distinguished President of the Illinois State Senate.

Senator CHAFEE. Well, that was an excellent statement. And as I
mentioned before, we will put your full statement and that of Sena-
tor Rock in the record.
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I notice that my distinguished colleague from New York is here.
And if he has an opening statement, now would be a good time to
deliver it.

Senator MOYNIHAN. Mr. Chairman, thank you.
. I just wanted to welcome our colleague, Senator Dixon. I listened

with great attention to his remarks. I've been able to read the re-
marks of Senator Rock, and I will just say in advance that Senator
Dlixon is addressing a very real problem, and has a specific propos-
al.

I have been on this committee for over 8 years. I'm beginning to
wonder why is it that the Treasury has dlfficul&y describing the
nature of the problem that compliance presents. We don’t know at
what level the problem begins—whether it's an administrative
problem or a problem of anti-social bchavior. We don’t know to
what extent it's a problem of the complexity of the tax laws. Treas-
ury has not developed a very good theory of their case. And they
don't have much information in round numbers that would tell us
wl}ly we are going to lose $92 billion this year.

hank you, Mr. Chairman.

Senator DixoN. May I say to my colleague, the distinguished
senior Senator from New York, that I think one of the simple ex-
planations for part of it simply is that the number of IRS agents
necessary to adequately enforce compliance continues to be too
small against the whole problem. And my records here somewhere
would show, may I say to the Chairman, that we audited about 50
percent less returns than we used to audit just for one example of
one of the practical problems that we face with respect to this.

I mentioned in here that the stick involved is a 50-percent in-
crease in penalties both civil and criminal after the amne:atlv

riod, plus 3,000 additional IRS agents. We have found statistical-
y that those IRS agents, believe it or not, bring in about 12'%
times their annual salary. Some very ive ones, as much as
40 times their annual salary. So, obviously, those IRS agents are a
good investment for the Government.

Senator CHAFEE. Well, thank you on that subject.

I just looked here under the number of IRS employees. In 1981,
there were 238,300. In 1984, there were 26,493. So we have been in-
creasing the number of agents. In the 1983 budget, we increased
them by 1,000.

And I have a feeling that in the 1986 budget we have a further
increase. Somebody from IRS is going to be testifying so I will ask
them about that.

Let me ask you a few questions, Senator, if I might. What about
the sharing of information? You don’t go into that. Do you think
that should be done or shouldn’'t be done? In other words, if we .
went into this program, should we share the IRS information with
the States?

Senator DixoN. Well, that was an issue in Illinois. Illinois, to cite
the examrle of our own experience, did not stop sharing the infor-
mation with the IRS during the entire amnesty program. Some had
said that would be a very serious problem to having people come
forward. Yet over 27,000 individuals and businesses did come for-
ward, Mr. Chairman. The Illinois income tax rates are very low,
may | say. For every taxpayer, Federal tax liabilities are far great-
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er than State tax liabilities. But delinquent taxpayers, therefore,
have an even stronger rationale to participate in a national amnes-
ti; even though information would be shared with the States. So I
!t)e ink that that is not the problem that one would suppose it would

Senator CHAFEE. As you know, I think it's widely viewed, that
Federal tax collection system for Federal taxes is more stringent,
more sophisticated than State tax collection. In view of that, would
{ou think that the amount that we might bring in on the Federal
evel would be considerably less than on the State level? For exam-

le, in my State, they are getting rid of the gift tax because, frank-
y, nobody ever pa*s the gift tax on the State level.

Senator DixoN. Yes.

Senator CHAFEE. It's not understood. People just don't pay it.
Right or wrong, that's a fact. Now they are getting rid of it.

sing the Federal gift tax as an example, do you think that be-
cause of the difference in the collection systems there is more
money available out there on the State level? Is Illinois considered
a stringent collector of its taxes?

Senator DixoN. May 1 first say to that, Mr. Chairman, yes, we
have a very good reputation for enforcing our tax laws. And our
income tax law is predicated on a percentage of payments of the
Federal tax. And so that compliance is rather high in our State.

But, of course, your point is well taken that Federal tax compli-
ance efforts are more stringent than those of the respective States.
But the truth is, Mr. Chairman, that the Federal Government will
not collect over $30 billion of taxes legally owed in this year—one
dollar out of every five will not be collected. If an amnesty allowed
us to recover only 10 or 16 percent of delinquent taxes, and consid-
ering that amnesty would apply to not just one tax year but to all
tax {eara that are open, the amounts that could be brought in, I
think, would be very substantial. Further, the amnesty could be
used to signal a tougher enforcement policy. And the rerceptnon
that enforcement efforts were being toughened could help produce
better voluntary compliance on a long-term basis, adding additional
Federal revenues every year. So that while I think your point is a
very valid one, I do honestly believe that it would yield very sub-
stantial sums of money.

Senator CuHAFEE. Well, I think one of your good points was that

ou brinf people onto the rolls that might not have been there

fore, although in your testimony you indicated that most of the
money you collected was from those who were paying rather than
those who were not flling at all.

Senator DixoN. That's right.

Senator CHAFEE. A couple of questions on equity. The peorle who .
pay, what do they think of letting somebody come on the rolls later
or receive amnesty? And ind ou waive all penalties, and you
waive 50 percent of the interest. What do the people who pay, the
guod guys in all this, what do they think when some cheater, in
effect, comes on without paying the penalty and without paying the
interest? The interest, it seems to me, would be quite disturbing to
some. He's paid his money. His money has gone to the Federal
Government. Somebody else has had use of their money and then
pays up but only half of the interest.
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Senator DixoN. Well, that was a major part of the debate in Illi-
nois, Mr. Chairman. Our findings are, though, that honest taxpay-
ers as the Internal Revenue Service’s own polls show, clearly know
that tax cheating is on the rise, and that cheaters are getting away
with it. Taxpayers recognize that the amnesty brings in revenue
that is otherwise not collected. And that it's better to get at least
the basic tax owed from delinquents than it is to preserve the theo-
retical opportunity to collect penalties that everyone knows will
never actually be collected.

And in my own State, Mr. Chairman, this program has proved to
be very popular. The press from the very liberal to the very con-
servative press has been &enerous in its praise of the program,
which has been a very effectively administered program in my
State. And, incidentally, when I go around my State and I speak to
civic groups, chambers of commerce, Rotary, Kiwanis, groups of
that type, labor organizations, I find support for this program to be
almost unanimous. I must represent to you and the senior Senator
from New York State, that I have never found a program after its
application as universally accepted and suppo in my State as
this one. And to the extent that people get up in meetings and say
I've always paid mine, at first I didn’t like this idea much, but I'm
delighted that we got this money; I'm delighted that new people
came on the rolls; I'm delighted that we strengthened the law for
the future, and I'm just quite amazed at the public support for this
in my State.

May I sa‘y; this: That originally—and I would like to say that
President Phil Rock, the president of the Illinois State Senate, is a
distinguished leader in our State and has been the president of the
State senate for many years—when he introdu this K am,
there was general opposition by the business groups in the State,
by news media, and at first by the State administration. I had indi-
cated earlier the IRS said in our State—rather the Department of
Revenue—said it will only bring in about $20 million and it will
affect adversely compliance in the future.

To make a long story short, there was a lengthy dialog about it,
a long fight about it. It finally e‘ssa.med The Governor, at first, |
think with some reluctance signed it. The end result has been that
it imgroves compliance, it brought in $150 million, may I say to my
friend from New York, all of which has been spent for education in
our State. It has been extremely popular. And all people now like
to take their share of the credit for it.

And it just is an unusual experience. My State, as both of you
distinguished members know, is a kind of an evenly divided State
politically, kind of a swing State in elections and so forth, yet both

rties like what has happened. I said generally the press does.

usiness and labor interests in the State do so. It has had a re-
markably good result with excellent public acceptance. .

And I might say that Senator Carey, who represents, as you
know, the State of Massachusetts, says that they had the same ex-
gerienoe in their State. He wishes he could be here this morning.

ut he supports enthusiustically this concept as well.

Senator CHAFEE. It's a one-shot deal, isn't it?

Senator DixoN. Yes.
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And that’s the secret. We would have to make that very strongly
understood. In my State, they spent quite a little amount of money,
Mr. Chairman, on publicity, and made it clearly understood—look,
this isn’t going to happen aqain next year. It isn’t going to happen
again in this decade. It isn’t going to happen again in your life-
time. This is your one chance to fess up and pay up and come on in
and clean your shirts, and peoYle became believers. And you don’t
hear anybody saying, now, well, I'm not going to gay because in 2
more years | know they are going to do it again. You know, that's
important. I think I stressed that in my statement, and I do want
to stress it. We would have to make it understood in the country at
large that this is a one-shot deal.

nator CHAFEE. Senator Moynihan.

Senator MoyNiHAN. Mr. Chairman, I must say I'm very im-
pressed with Senator Dixon's arguments. We are going to have a
rﬁport from the Joint Tax Committee, I believe, in September on
this.

Senator CHAFEE. He mentioned that in his testimony.

Senator DixoN. The Ways and Means Committee, may I say to
my distinguished friend from the State of New York, we will have
a report in September on this question.

Senator MoYNIHAN. I v.ould like to make this suggestion, Mr.
Chairman.

I would like to suggest that the Treasury, as an organization in
the Government, respond to this question in a way different from
other departments. There is a certain abstraction in their com-
ments to date. They come in and say to us that the rate of non-
compliance is growing and therefore you had better change the tax
law. It never occurs to them that if the rate of non-compliance is
E;owing. they may not be doing their job right. If this law isn’t

ing enforced, the administrators of the law must be held account-
able at some level. They don’t seem to consider themselves account-
able. You never hear any internal criticism. They are a first-rate
organization. But we don’'t hear any internal criticism regarding
the compliance problem.

And they don’t do the kind of studies that should be done. I
guess | have spent half my life reading accounts of why people go
on welfare or go off welfare and things like that. Why people pay
}axes or don’t pay taxes, as far as I can tell, is an unexplored sub-
ect.

The tax administrative and enforcement divisions of Treasury
are sort of seg:rated out—over in IRS. If it turns out that the Sec-
retary of Labor is not enforcing the Fair Labor Standard Act,
people will say to him, well, why don’t you resign. Just that. It
never would occur that this might happen in Treasury. Nor am I
suggesting that it should.

ut the issue of compliance is an issue that this subcommittee
and our committee rarely looks at beyond asking ‘“Should we have
a few more agents, a few less.”

And 1 want to thank Mr. Dixon for bringing it before us as a
propositi}c‘m. If you don't like this proposition, you have to be able
to say why.

Senator DixoN. Well, I want to thank my distinguished friend
from New York State whose contributions here are so well known
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and say only this in response to both the distinguished senior Sena-
tor from New York and the chairman. The last year that all the
information is available about is the year 1981, Mr. Chairman. And
in that year, we had an on and off budget deficit of $79 billion. But
the amount owed was $81 billion. You could have actually had a
surplus in that year, as recently as 1981, with full compliance.

Senator CHAFEE. Did Illinois try this in 1981?

Senator DixoN. Illinois tried this in—we had a legislative amnes-
ty last year, 1984.

Senator CHAFEE. Then I'm a little mixed up. When did you do
your amnesty in Illinois?

Senator DixoN. Last year.

Senator CHAFEE. That you are talking about.

Senator DixoN. Last year.

Senator CHAFEE. This was the Rock plan.

Senator DixoN. That is correct.

Senator CHAFEE. | had a suggestion that you tried something pre-
viously in 1981.

Senator DixoN. We tried administrative amnesty but it did not
work very well. And then they had a legislative amnesty in 1984,
which worked immensely well.

Senator CHAFEE. I'm not sure I know the difference between an
administrative amnesty and a legislative amnesty.

Senator DixoN. Well, a number of states have had tax amnesty
without legislation or anything of the kind where they just make it
known publicly that folks will come in during some open period to
their department and that they will be given amnesty. And that
has not worked very well anywhere.

As an exaq\rﬂle, Missouri just recently did one. It brought in
some money. There is a general feeling—and I want to make sure
I'm stating this to you correctly because I want to turn to my aide
for that—but I believe I'm correct when I make that statement.

For instance, the two noted amnesty Frograms that worked very
w}r‘ell—l want my aide to correct me if he believes I'm at all in
the——

Senator CHAFEE. Why don’t you bring him up to the desk?

Senator DixoN. This is Bill Mattea. I think that perhaf)e he
would be known to my distinguished friends on this panel. Mr
Mattea has been with me since I've been in the Senate, and part of
that time served with the distinguished Senator from Illinois who
preceded me here, Senator Stevenson, for 10 years. So he is well
qualified in this area.

Massachusetts and Illinois have had the two most successful am-
nesty programs-—correct me if I am wrong, Bill. Both were legisla-
tive amnesty programs that had excellent yield, good results, and
have irc compliance. With few exceptions, most others were
done administratively and have not been nearly as successful.

Illinois and Massachusetts have been the ones that have been
cited as the excellent experiences of the country. Both were done
essentially by legislation, like mine here, with a carrot, which lets
you come in, the window is open for a period of time—in this bill
six months whemou come in in—and civil penalties are forgiven
and interest is reduced by 50 percent, or some like amount, and
then a stick with additional agents for compliance in the future,

51-221 O-—85——4¢
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increase the penalties massively, as we did in this bill, 50 percent
for criminal and civil and so forth.

llSel?a\ot,or CHAFEE. You mean in Illinois you did? In Illinois you did
all this’

Senator DixoN. Yes, sir; we did, Mr. Chairman.

Senator CHAFEE. With the penalties?

Senator DixoN. Yes, sir; we did, Mr. Chairman.

Senator CHAFEE. Now what about the equity of saying somebody
who hasn't been caught can come in and get the amnesty but some-
body who the State has started investigating or the Federal Gov-
ernment has started investigating, that person cannot get the
amnesty.

Senator DixoN. Well, that has been——

Senator CHAFEE. Why should there be that difference?

Senator DixoN. Well, in our state we felt that the focus of an am-
nesty program should be to provide incentive to delinquent taxpay-
ers to come forward who would not otherwise be identified unless
the IRS put literally hundreds of thousands of agents into the field,
creating a state that no one, including the Service, wants.

However, it seems to me to be unwise to change the penalties for
those already identified by the Service and who are currently in
administrative or judicial proceedings already. I think that the sug-
gestion to provide amnesty on an across the board basis is not en-
tirely without merit. I think this issue deserves further study. In
our state, this is the way we did it and it worked well, and I'm
committed to the idea that that result has been one that has been
well received in my state.

Senator CHAFEE. All right. Well, thank you very much, Senator.
We appreciate your testimony. And, obviously, this is an intriguing
suggestion. When this first came up, [ suggested it to our state.
We've heard about it mostly from Massachusetts, which tried it in
1983. Our people chose not to do it. But that’s no reason why the
Federal Government shouldn’t do it.

Thank you.

Senator DixoN. I certainly thank the Chairman.

Senator CHAvEE. Thank you very much.

Now the next witnesses are Mr. Thomas Herman, First Deputy
Commissicner, Massachusetts Department of Revenue; and Mr.
David Keating, Executive Vice President, The National Taxpayers
Union, who is accompanied, 1 understand, by Mr. Jack Warren
Wade.

Why don’t you all three come up.

All right. Mr. Herman, we welcome you here and look forward to
your testimony.

STATEMENT OF THOMAS D. HERMAN, FIRST DEPUTY COMMIS.
SIONER, MASSACHUSETTS DEPARTMENT OF REVENUE,
BOSTON, MA

Mr. HErmMAN. Thank you very much, Mr. Chairman. It's an
honor to be here. And it’s an honor also to represent Governor Mi-
chael Dukakis before this subcommittee in support of Senator
Dixon’s bill calling for a federal tax amnesty. Only poor health and
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doctor’s orders have prevented Commissioner Ira Jackson from
being here today also.

We in Massachusetts weren't the first state to have an amnesty
g;ogram, nor, as you have discussed already this morning, will we

the last. Tax amnesty—— .

Senator CHAFEE. What are the dates of your program, and how
lorﬁ did it last, Mr. Herman?

r. HERMAN. Mr. Chairman, our program was a 3-month pro-
gram and extended from October 1983 through January 1984.

Senator CHAFEE. Thank you.

Mr. HErRMAN. We have collected through that amnesty program
over $80 million. That's an estimated 37 to 1 return on every dollar
we invested on special costs for the amnesty program. If compara-
ble success were achieved at the federal level, Mr. Chairman, we
estimate that almost $10 billion could be collected. And I under-
stand this morning Senator Dixon gave another figure. Figures can
be a little bit above that, little bit below that, but extrapolating
from Massachusetts’ experience, we believe $10 billion could be col-
lected federally.

In Massachusetts, some 50,000 individuals and businesses came
forward to clear up past tax liabilities and wipe the slate clean
under amnesty. If that experience were replicated at the federal
level, you might expect 3 million taxpayers to take advantage of
the program Senator Dixon has proposed in Senate 203.

One other point should be made in trying to assess the potential
for a federal amnesty based on our results. A number of taxpayers
and accountants and lawyers representing them have written to us
to tell them that they or their clients would have paid up under
amnesty, but they did not want their names shared with the IRS.

One such letter, for instance, states that if the IRS adopts an am-
nesty program, ‘I think it's safe to say that five times as manK
F‘eople would participate if they knew they could pay off their bac

ederal taxes without fear of punishment for their past indiscre-
tions.”

Senator CHAFEE. In other words, in your case, you did share it
with the IRS? But the thing is you would have gotten more people
if you hadn’t shared.

r. HERMAN. We believe that to be true, Mr. Chairman. In our
case, pursuant to a federal-state exchange agreement, we shared
upon the request of the Internal Revenue Service certain informa-
tion. And I might add we made that—we ?ut anybody applying for
amnesty on notice that we might do that if we were asked.

Senator CHAFEE. Now what did you do about those who were
under proceedings at the time you gave your amnesty, either ad-
ministrative, civil or criminal?

Mr. HERMAN. Our amnesty was not available to taxpayers sub-
ject to ongoing criminal prosecution or court proceeding. Cases
which had been referred by our office to the State Attorney Gener-
al’s office or another prosecutor, those cases were not eligible for
amnesty.

Senator CHAFEE. As the proceeding was to have been started? In
other words, actually filed? Where was the border line?

Mr. HErMAN. Similar to the proceeding which is suggested in
Senate 203. That's 7206(cX2), I believe, which means once the case
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has left the Internal Revenue Service or in Massachusetts the
State Department of Revenue, once it has been referred to the At-
torney General, that case is not subject to amnesty. That taxpayer
cannot take advantage of that.

Senator CHAFEE. Was that a good provision, in your judgment?

Mr. HErRMAN. In our judgment, that's a very good provision. On
the other hand, whether or not a taxpayer was delinquent and on
the books or was, for instance, a non-filer, an under-reporter, an
over-deducter, all of those people were eligible in Massachusetts for
amnesty.

Senator CHAFEE. What did you do about penalties? What did am-
nestyj,'nean? No penalties, no interest, no anything?

Mr? HErMAN. In Massachusetts, interest had to be paid, the prin-
cipal tax had to be paid, the penalty was waived. :

Senator CHAFEE. As you know, in Senator Dixon’s bill, you only
paK{half the interest.

r. HERMAN. | understand that Senator Dixon’s bill proposes
that 50 percent of the interest would be waived.

Senator CHAFEE. But in your experience you had to pay 100 per-
cent.

Mr. HERMAN. In Massachusetts, our experience was all tax, all
interest.

Most tax administrators will tell you that full and voluntary dis-
closure of past tax liabilities won’t land you in jail. In fact, crimi-
nal cases, as we have just discusséd, are general{y precluded. Even
penalties are frequently waived.

And I might add, Mr. Chairman, last year the Internal Revenue
Service abated $2 billion worth of penalties as part of its standard
operating procedures. But most taxpayers just don’t see it that
way. They know they have fallen into bad tax habits for a number
of reasons, some of them understandable, and they don’t believe
there is a second chance to be had.

Changing perceptions means changin%] behaviof. Andamnesty is
just one small element of the effort we have undertaken in Massa-
chusetts to change public attitudes about tax evasion. People need
to understand that the enemy is not the tax collector, but the tax
evader. That honest taxpayers are being ripped off, if you will, by a
minority of deadbeats and cheats. That tax evasion is not a harm-
less and socially accepted lark, but a serious crime, a crime with
real victims.

Mr. Chairman, preparation for amnesty began in Massachusetts
almost 7 months before the program was officially started. Gover-
nor Dukakis and Commissioner Jackson were determined to crack
down on both tax delinquents and evaders. We gambled on the bold
strateg{ that sought to balance a progressive state budget with rev-
enues from better collection and tougher enforcement of existing
taxes rather than the imposition of new taxes or higher rates.

The Governor felt that the honest, hardworking men and women
of Massachusetts, the vast majority of our citizens, were already
paying enough. He also recognized that if Massachusetts is to
maintain its healthy, competitive economy, taxes need not and
must not be raised. And the key to tax rate stability, we believe,
was to go after the estimated 15 percent of our potential revenue
being lost to evaders and delinquents.
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Senator CHAFEE. Mr. Herman, your entire statement will go into
the record.

Why don’t you stress the particular points you want to make.

By the way, was this legislative or was this an administrative
amnesty?

Mr. HErMAN. Mr. Chairman, it was a legislative amnesty, and it
was part of a larger program which we call our “revenue enforce-
ment and protection program,” which we feel is the key to any suc-
cesf in cracking down successfully on tax evasion.

And if I may have just a couple of minutes to describe the other
part of the program, of which amnesty was a part, which we call
the “Revenue Enforcement and Protection Act.” I think it might
be instructive to you and the rest of the committee.

Under REAP—and this is again in the nature of the carrot and
stick formula, which Senator Dixon was discussing—under REAP,
tax evasion was made a felony. Another REAP initiative gave us
the power to revoke or refuse to renew State or local government
licenses and contracts when individuals or businesses hadn’t paid
their taxes. A third REAP provision allowed us to contract out to
private collection agencies to act on long-standing or delinquent ac-
counts, similar to what the Federal Government now does with stu-
dent education loans. In preparation for the amnesty program, as
authorized as a part of REAP—and this is another important
point—we conducted a carefully orchestrated seizure drive, hitting
seriously delinquent businesses. We brought out major tax indict-
ments against the most egregious tax evaders in this State. We
went after luxury yachts and airplanes. Now I have submitted a
fgll summary of these three provisions so I won’t get into them fur-
ther.

But, clearly, in Massachusetts the ground rules changed with
legal penalties getting more severe and our crackdown potential
plainly demonstrated amnesty was offered as a transition to a new
era of even tougher enforcement.

Amnesty offered a one-time window of opportunity, which con-
sistent with the remarks of Senator Dixon, is critical. One time
only. With the Revenue Department demonstrating daily and visi-
bly that not only could it bark, but we also had a bite, people took
us seriously and came on down and paid up in record numbers.
Our early estimates of amnesty were in the $5 million category. In
the end over $83 million came in. - -

I might add that during amnesty we said that once the amnesty

rogram was over, there would be no more Mr. Nice Guy at the

assachusetts Department of Revenue. Once amnesty was over,
our crackdown resumed with fresh force. Over a 2-year period, our
audit assessments were increased 92 percent; seizure activity was
up substantially, as were our criminal ﬁrosecutions.

One more final point I'd like to make. That is another strategy
which was developed to help combat tax evasion, and that’s a com-
mitment in Massachusetts to treating honest taxpayers as valued
customers; not victims of a bureaucracy. Amnesty helped us realize
that people will respond to a second chance, to an appeal to their
better instincts, with some positive reinforcement.

We've taken that lesson and attempted to implement it on a
broad scale with more “user-friendly” tax forms, with taking our
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taxpeyers’ services to where taxpayers are, whether it's suburban
shopping malls, senior citizen centers, and so on.

Finally, in summary, the key point is we seem to have been turn-
ing the tide on tax evasion in Massachusetts. We have attempted to
isolate what the economy can’t explain in our revenue growth and
believe that increased voluntary compliance as a result of amnesty
and our other efforts to crack down on tax evasion have accounted
for $165 million of our collections last year. That's a quarter of our
total revenue gain and it doesn't take into account the $83 million
in revenue from amnesty.

Now I've submitted supporting documentation for that estimate
for Massachusetts. 1 note that a similar Federal increase might
mean another $20 billion in Federal collections.

Senator CHAFEE. I'd just like to ask you a question on page 7,
next to the last paragraph. You say you have had a revenue
growth of over 26 percent in 2 years. -

Mr. HErMAN. Yes, sir, that’s correct. In two years, our revenue
growth has been over 26 percent.

Senator CHAFEE. With the same taxes? No tax increase?

Mr. HErRmMAN. We have not raised broad-based taxes in Massachu-
setts. We have had some minor adjustments which account for less
than 1 percent of our revenues. But we have had a substantial rev-
enue growth which cannot be explained either by the growth in
GNP, personal income or inflation. And we feel a substantial per-
centage of that is an increase in voluntary compliance as a result
of our efforts through amnesty, through educating the population
of Massachusetts that tax evasion is not a victimless crime, honest
taxpayers are victims, and with the stick, if you will, that if you
don’t come on down and pay up, the Revenue Department is seri-
ous and will be able to come out after you and collect the taxes one
was\;or the other.

nator CHAFEE. Well, thank you very much for this information.
And it's veryninteresting the way you did it. Putting the heat on
‘he people in advance of this program so that they knew they had
better take advantage of the amnesty or they were going to be in
trouble. That seems to make a lot of sense.

Mr. HErRMAN. Mr. Chairman, if ] may make one final point with
regard to fairness of the system. We in Massachusetts believe that
part of the problem arose in Massachusetts and also nationally be-
cause of the perception of unfairness of the system. Today, you and
your colleagues are presented with a rare opportunity to link tax
reform and tax fairness to improving voluntary compliance.

With new and fairer tax laws, public attitudes can be changed,
and we feel they must. So what better time, Mr. Chairman, to offer
an amnesty? With a change in the ground rules, taxpayers will get
a deserved opportunity to come in, to clear up their own tax delin-
quencies and to welcome tax reform with a clean ¢late.

Senator CHAFEE. Do you think the Federal Government should
share its information, if we went into this amnesty, we should
share it with the States?

Mr. HERMAN. Mr. Chairman, we have shared our information
with the Internal Revenue Service.

Eenator CHAFEE. But you indicated that perhaps that was a mis-
take.
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Mr. HErMAN. We don’t feel that was a mistake. We feel that our
program would have been even more effective if there had been a
Federal amnesty at the time. I encourage—and I find as a tax ad-
ministrator that it makes our job easier; it helps us bring in more
revenue and it's more beneficial to the Federal Government—if
there can be a two-way sharing, both from the IRS to the Massa-
chusetts or other State departments and the other way around.

Senator CHAFEE. How would you compare Massachusetts’ en-
forcement efforts and administration of its tax system with the
Federal Government? The same? Less vigorous? More vigorous?

Mr. HErMAN. The Massachusetts Department of Revenue has a
distinguished history of tax enforcement and innovation. It has
also had very serious problems in the past. When Commissioner
Jackson and I came to office 22 years ago, we found an accounts
receivable problem—a Massachusetts tax gap—of over $600 mil-
lion. We have narrowed that gap substantially. We feel that our ef-
forts may not have been as innovative at that time or as effective
as the Internal Revenue Service’s, but I might add in recalling
what Senator Dixon said earlier, that there is today a very, very
serious Federal tax gap problem—over $100 billion this year. So
whether or not we did as good a job—or not as good a job—as the
IRS in the past, there is a very serious problem facing the Federal
Government today and a problem the solution to which could go
substantially toward helping deficit reduction.

Senator CHAFEe. What did the honest taxpayers who were
filing—what did they think of your system?

Mr. HErRMAN. We found that there was an extremely widespread
acceptance of our amnesty. Obviously, among those people who
took advantage of it, but among the general public as well. We had
an $83 million windfall in amnesty, plus as a result of amnesty and
our other crackdown efforts, substantial increase in voluntary com-
pliance, which last year was $165 million and we expect to have
that figure recur in the future.

Senator CHAFEE. Wait. I don’t understand that. You had an in-
crease in compliance.

Mr. HErMmAN. That's correct.

Senator CHAFEE. How can you quantify it in dollars?

Mr. HErMAN. I can submit supporting documentation for it, but
using an economic analysis, taking into account growth in personal
income, GNP and inflation, there was approximately $165 million
which didn’t fit into any of these categories and which weren't ex-
plained by any of the growth of any of those three elements. And
we attribute that to voluntary compliance as a result of our effort
to educate the public as to the seriousness of tax evasion and our
crackdown on tax evasion.

Senator CHAFEE. All right, fine. Thank you.

[The prepared written statement of Mr. Herman follows:]
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It's an honor to represent Governor Michael Dukakis
before this Subcommittee in support of Senator Dixon's
bill calling for a Federal Tax Amnesty. Only poor health
and doctor's\orders have prevented Commissioner Ira Jackson
from being here today. We 1in Massachusetts weren't the
first state to have an Amnesty program nor will we be the
lagt. To date, twelve states have declared Amnesty ‘for

tax delinquents and almost a half billion dollars has been

collected nationwide from the programs.

Tax Amnesty worked in Massachusetts. We've collected
over $80 million -- an estimated 37 to 1 return on every
dollar we invested in special costs for the program. 1f
comparable success were achieved at the federal level,

almost $10 billion could be collected.

In Massachusetts, some 40,000 individuals and businesses
came forward to clear up past tax liabilities and wipe
the slate clean under Amnesty. If that experience were
replicated at the federal 1level, you could expect three
million taxpayers to take advantage of the program Senator

Dixon has proposed.

One other point should be made in trying to assess
the potential for a Federal Amnesty based on_ our results.
A number of taxpayers, and lawyers and accountants
representing taxpayers, have called or written us to tell
us that they or their clients would have paid up under

our Amnesty, but they did not want their names shared with
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the 1IRS. One such letter states, "If the IRS adopts an
Amnesty program I think it's safe to say that five times
as many people would participate if they krew they could
pay off their back federal taxes without tear of punishment

for past indiscretions.”

What's obvious from this correspondence -- and what
we in Massachusetts have learned from the Amnesty experience
in general -- is that popular perceptions are often what
motivate people to act -- or not to act. Most tax
administrators will tell you that a full and voluntary
disclosure of past tax liabilities won't land you in 3jail.
In fact, criminal cases are dgenerally precluded in such
instances. Even penalties are frequently waived for
taxpayers who voluntarily pay in full. The IRS abated
$2 billion worth last year alone as part of its standard
operating procedures. But most taxpayers 3just don't see
it that way. They know they've fallen into bad tax habits
for a number- of reasons -- some of them excusable -- and

they don't believe there is a second chance to be had.

Changing perceptions means changing behavior and Amnesty
is just one small element of the effort we've undertaken
in Massachusetts to change public attitudes about tax
evasion. People need to understand that the enemy is not
the tax collector but the tax evader; that the honest
taxpayer is being "ripped off" by a minority of deadbeats

and cheats; and, that tax evasion is not a harmless and

W
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socially acceptable lark, but a serious crime, a crime

with real victims.

Preparation for Amnesty began 1n Massachusettsg. almost
seven months before the program officially started. Governor
Dukakis and Commissioner Ira Jackson were determined to
crack down on both tax delinquents and evaders. We gambled
on a bold strategy that sought to balance a progressive
state budget with revenue from better collection and tougher
enforcement of existing taxes rather than the 1imposition

of new taxes or higher rates.

The Governor felt that honest working men and women
-- the vast majority of Massachusetts citizens -- were
already paying enoagh. He also reccqnized that if
Massachusetts is to maintain its hea.:hy, competitive
eccnomy, taxes need not and must not bn raised. And the
key to tai rate stability was to go after the estimated

158 of our potential revenue being lost to evaders and

major delinquents.

The effort began 1n Massachusetts with a drive to
make the public aware of the scope of the problem. With
better management and focus, we sought to make better use
of the collection powers already on the books. And with
the help of the Governor and the Legislature we created
an arsenal of new powers through an omnibus tax enforcement
law known as the Revenue Enforcement and Protection Program

-- REAP for short.
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Under  REAP, tax evasion was made a felony in
Massachusetts -- a remedial step which brought our penalties
in line with federal statutes. Thus, immediatelylthe stakes
for being convicted for tax evasion went up dramatically.
Another REAP initiative gave us the power to revoke or
refuse to renew state or local government licenses and
contracts when the individuals or businesses had not filed
or paid their taxes. Our philosophy is that when government
licenses a business or a professional, or buys services,

it has a right to insist that the basic obligation of paying

taxes 1s met.

A third REAP provision allowed us to contract with
private collection agencies to act on long-standing

delinquent accounts.

Along with these legal pcwers, the 1984 state budget
gave us a 3(0% 1ncrease in our appropriation for bolstered

staff and more sophisticated computer resources.

In preparation for the Amnesty program, authorized
as part of REAP, we conducted a carefully orchestrated
seizure drive, hitting at least two seriously delinquent
businesses 4 day in different parts of the state. Naturally,
all this was done carefully and in full observance of
everyone's due process and other legal rights. In the
summer, we moved the seizure drive from restaurants and

retail establishments to luxury yachts on which the sales

A
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or use tax hadn't been paid. In the fall we began scouring
airports across the state for planes on which the tax had

been illegally avoided.

I've submitted, for the record, a full summary of
the enforcement initiatives which were authorized by REAP
-- along with results from these and other previously
authorized programs. These documents reinforce the point
that Amnesty was not an isolated event. Nor, in our opznion,
can any successful Amnesty be. Just before Amnesty began,
we initiated our first action to revoke professional
licenses. We also closed down two well known restaurant
chains in Greater Boston and seized the warehouse of a
major tax evading border merchant. In the courts, working
with the Attorney General, we brought the largest single
group of criminal t%ax evasion indictments in the state's

history.

Clearly, in Massachusetts, the ground ;ules changed.
With the legal penalties getting more severe and the
crackdown potential plainly demonstrated, Amnesty was offered
as a transition to a new era of even tougher enforcement.
Amnesty gave people a one-~time window of opportunity to
come in and settle up, ;}tﬁéut fear of penalties, prosecution
or further recriminations. With the PRevenue Department
demonstrating daily and visibly that not only could it

bark, but it could bite, people took us seriously when

we said this was a last-chance opportunity.
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Even so we didn't anticipate the incredible response
to our Amnesty offer. Applications poured in from virtually
every state and 12 foreign countries, and from people in
all walks of 1life, professicns and income categories. On
the last day of Amnesty over 30,000 pecple contacted us;
over 10,000 lined up at our Boston headquarters alone to

file forms and pay bills.

OQur crackdown resumed with fresh force the minute
Amnesty was over. Over a two-year period, audit assessments
were increased 92%, seizure activity was up 317%. Referrals

for criminal prosecution were up 59% in fiscal year 1984

alone.

Along with Amnesty -- and made much more public because
of it ~- another strategy was developed to help combat
tax evasion. That is a commitment to treating taxpayers

as valued customers, not victims of a bureaucracy. Amnesty
helped us realize that people respond to a second chance,
to an appeal to their better instincts and some positive
reinforcement., We've taken this 1lesson and implemented

it on a broad scale.

New "“user-friendly" tax forms were developed -- forms
which are shorter, printed in lay English with understandable
instructions and spruced up with graphics, contrasting

colors and helpful examples. Our outreach efforts were
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expanded to take taxpayer services where taxpayers are
-- at suburban shopping malls, senior cit:zen centers,

and, with a couple of "taxmobiles", to remote communities.

Finally, we've been giving people the fastest possible
refund servace. This year Commissioner Jackson made a
commitment to tavpayers that refund checks would be issued
in four weeks' time to those filing error-free returns
through early March. Wwe ended up doing even better than
that. Ninety percent of .all 1.7 million refunds filed
right up to April 15th went out in four weeks. In fact

most of those were out in less than 20 days.

I've already mentioned the $83 million we collected
from the Amnesty program. But what's more striking is
our overall revenue collections since the Amnesty program.
We experienced a record increase in fiscal year 1984, and
the fiscal year 3Jjust ending will match and exceed that
increase. Cur booming state economy %s one key to these
genuinely unexpected revenues. But revenue growth over
26% in two years is well above any growth in inflation,
GNP or personal income. As one sage of the Massachusetts

revenue scene put it, "We're REAPing out all over."

The key point is that we seem to be stemming the trend
and turning the tide on tax evasion in Massachusetts. We've
attempted to isolate what the economy can't explain in

our revenue growth and we believe that increased vcluntary
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compliance accounted for $165 million of our collections
last year. ‘'That's a quarter of our total revenue gain
and it doesn't take into account the $83 million in revenue

from Amnesty.

I've submitted supporting documentation on that estimate
for Massachusetts. I note that a similar federal increase

would mean another $20 billion in collections.

In making comparisons, I realize that some people
have 'argued that our program succeeded only because people
did not previously take us seriously -- certainly not as
seriously as the IRS. Perhaps. The IRS 1is a solid
organization, with an excellent track record over the years.
No one takes it lightly. But no matter what the validity
of the comparison, it misses the point dramatically. For
whatever reasons, the IRS today has a $100 billion tax
gap and another $30 billion in accounts receivable. We're

‘
losing thé national battle with the tax evadér and voluntary
compliance 1is plummeting. The IRS is auditinq fewer
individuals and corporations, servicing fewer taxpayers
apd losing employeec. Its own study reveals that one in
five Americans admits to cheating; one in three condones
it, and taxpayers' attitudes and behavior are getting worse

1

not better.

Wwhy not go after these problems with every proven

and every possible weapon?
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We don't claim any franchise on wisdom in Massachusetts.
wé're just one case study. We've looked at what's worked
elsewhere and sough- to innovate and improve upon it. In
executing our Amnesty and REAP, we have made our share
of mistakes. But we have learned from them. California
and 1Illinois have benefitted from our experience. NeQ
York is about to embark on its own program with an even

broader base of experience to draw upon.

We realize the difficulty of applying our state
experiences to an agency like the IRS, with a different
history, so many times our size, spread over the entire

nation.

All state tax administrators are indebted to the IRS
for the leadership and assistance it has provided for many
years. our exper%?nce with AmnestY is offered as a way
of repaying one small portion of the debt we owe to their

example. L

And there may be no better time to develop new and
creative enforcement techniques. No one has to be reminded
that the federal deficit has reached wunacceptable levels
and threatens to choke off economic growth. Reductions
in domestic programs for people in need threaten a fiscal
crisis at the state and local level, if not a safe and

decent life for our most vulnerable citizens. And vyou
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in Congress are the ones who in the end have to vote on

the tough choices involved.

At the same time, you and your colleagues are presented
with a rare opportunity to 1link tax reform to improving
voluntary compliance. With new and féirer tax laws, puablic
attitudes can be changed. So what better time to offer
Amnesty? With a change in the ground rules, taxpayers
will get a deserved opportunity to come in, clear up past

delinquencies and welcome tax reform with a clean slate.

With Congressional support for enabling legislation
and needed resources, our colleagues at the IRS can be
given not only the chance to take on this challenge but
the tools to succeed. Certainly, all of us, both as publi
officials and as private citizens, stand to benefit if

they can.
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State Tax Amnesty: Sti

ByEDBLAZINA
0f The Tribune-Review
Slate Rep Fred Trello makes
no bomes about W: le's out to
blatanily copy the Massachusells
tax ammesly pm"nm and 3
Into operation in Pennsylvania.
After a House Finance Commit-
(ee hearing ia Pittsburgh Friday,
Trello hlbe.l;eusy aols thx‘
amacst w proposed w
need isl revision belore it
is ready (o be presented Lo the full
islature.

ing the bearing. the heads of

(he revease in both
Massachusetts and Pennsylvania
sald that any amsesty program
must be combined witha am
(o toughes peaaities for tax delin-

and evasion.

Massachoscits Revenve Com-
missioner Ira A Jackson sald the
amnesty program jastituled last
October has resulted in the collec-
tion of $62.3 million in delinquent
taxes Howeves, he 3aid the prog:
ram would wnot have been a
success if H hadn't been combined
with a siepped-up enforcement

g
* law alone and well-

‘Any amnesty program should go hand-in-hand
1with provisions 1o put even more teeth into
Pennsylrania’s tax enforcement. While am-
nesty muy be a short term treatment for some
delinquencies, voluntary compliance and
strong enforcement is the long-term -

prescription.’

~— Secrctary James Scheiner

intended staicments doesn’t make
for 8 successfu]l amaesty
progam,“ Jackson sald. “It wos
made plain that Massachusells
was to get serious about
deli taxes. It was ad-
vent of thal new era of enlorce-
meat thal made amnesty work ™
The Mass:ichusetls program
worked “bryond owr wildest
dreams” because the Common-
weaith made 1ax evasion a felonv
r-ntshble by a Jail term and went
nto a mastive marketing cam-
paign to encowrage residents to
paxlbelr taxea.
fler four inonths and several
arrests, the slate suddenly an-

Pittsburgh Tribunc Review -

nounced a three-month amnesty
reriod that has resulled in 130,000
:::rayers turning themselves in
and paying back taxes with inte-
rest

In addilion to the financial
penaltics, Massachusells law was
changed to sllow the state to
revoke the licenses of an es-
sionals who willfully a pay-
ing tazes.

Jackson sald one taxpayer
showed up ot the Revenve rt-
ment walted outside while he
sent a {eiend to get his tax forms
for the past 40 years. In another
Instance, Jacksop sald & lawyer
who quit paying bis laxes in 1975

BEST AVAILABLE COPY

when be found out he had terminal
cancer go.: lu.m“ for tl‘e ha:;l‘bt
ars, xes w
z:nd 'p: wished him eo.lh:ﬁ
goodhealth.”
Pennsylvania Revenue Secre-
tary James 1. Scheimer meither
nor criticized the propo-
sal, but be cm‘dh&mwt” .
teenot to treat taxphy-
ers better than these who pay on
time. He sald that the
::’Ishuoa currenily walves both
erest and fees, which
would mean delinquent tax-
mmml‘hnmdemyu
r taxes by iavesting the money
rather thanpeyingtaxes.

“Any amsest rognmthuld
.olu"-h-lnl th isions l»
Pt even more teeth into P I

vanla‘s ax enlorcement,”
er sald. “While amnesty may he a

- short-term (resltnent for some

ance and strong el i ]
the long-(erm prescription.

Scheiner alsp cavtioned the

tee 0ot (o asgpume Penasyl-

vapla would receive a3 much

delinquent tax revenne as Massa-

March 24, 1984

11 A WayTo Go |

chuseils because laxes !n some
sreas are Idur times higher in
Massachuset!

ts.

Allegheny Couaty Treasurer
Jay Costa said be quoru giving
amaesty (o fadividual Lazpayers,
but he sald be is aguinst Jvh.
weallhy atioas ammesty.
‘The state Assaciation of Bwo-ttn
also expressed for {he

am, but whether

t be ex to property
tazes C -
Trdilo sald his commitiee plahs
to meet with -Schelaer to “put
some teeth” into the tax enforve-

ment laws before the BALL.
The fNiasl form of the

do,” Trello wald. “I{ we can't make
it as effective as Mamachusells,
we as well oot do k. Wé'rb
dlw do it right or nol do It at

Trello said (he legisiation
should be ready for submission te
the (ull House by mext fall (of
passage and enactment pest year;

491
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Coming Clean

Bay Staters scramble to pay up

he scene was rerrunuscent of an unem-

ployment office But the thousands of
gnm-faced men and women who lined up
wn the office of the Massachusatts revenus
department 11 downtown Boston last
wesk were there 10 give money. not Wake
it Marveled one tax examiner: “It's the
first tume ['ve seen taxpayers stormung the
doors of the revenue department.”

With good reason. Last year the state
lepsiature made lax evasion. whuch had
been a misdemeancr. a felony with a
maxumum sentencs of five years un pnson.
But it gave delinquents a 90-day gracs pe-
nod. ending last week. (0 pay theur back
taxes plus witerest. The opportunity per-
suaded aa astounding 1 30.000 tax dodgers
to open thewr checkbooks. and netted the
state approxumately $50 muilion. Ex-
claimed Revenue Commissioner Ira
Jackson: "The amnesty has besn ex-
tremely successful.”

An out-of-state Fortune 500 company
coughed up $1 mullion. Other checks have
ranged from 8¢ (0 $287.000 [n last week's
queus: 3 rmuddlie-aged widow who bad dis-
covered that her late husband had failed
10 pay & 1973 state wax bul for $52.70
With interest. she now owed the state
more than $200. The startling resuits have
unspired Nauve Son Tip O'Neill. Speaker
of the House. to call for a congressional
study of a federal tax amnesty program. @

Time - Jan. 30, 1984

T
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Week'y cOMCIONS Dy Lhe Massachusetts Department ol
OUnng the amnesty perod
Oct 17 1583 Jan 17 1964 Totanrg $5x 6 minon
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Boston Globe

Tax amnesty ends,
luxury cars are next

& AMNBeTY
Continued from Page 17

tculmrty

the ones regaiered wilh
wns and sre ohats whal.’ he
wid  We have 3 priniad wnh
10,000 of theye cars

‘Many of them are perfacily i
A But we know 1Nt some of t
ceners don | Ale s same refe
ter thetr cars ol corporstions
that don't file excime tages We
know the! eome of (hase care are
regsirred (Nough “Ma and Py
siores and | want (o hnow f &
BMW 530 (s reatl) making local
Seliveries of Wender Brend

§ihian i wwwbs be Dderetia
snd uminating 10 sudit some
those prople - some of whom have
161 us they are Dankrupt ond
some of whom have sdhusied tax:

paid cash for Iheir fanc) cars

We hnoe we have (o be flrm,
falr conaisten] sgpgreasive - ond
unprafrtable ' Joackeon sald In &
teirphone Interview

The revelation wae vintage
Jachson Nemboysnt and comdat
ive Since last summer he has teen
the maretro BERIng & 0rnes of or
thestrated 1gn arizites - of yaehls
airplunes restauranis and even an
spghiance sarchouse Bul those
wtre simply lead Ine 10 Lhe amnen
ty program’

It was 8 necessany pretude
said Jachson  We knes U would
only work i we were Lahen seTIous
Sy 0 wr decided {0 go afier the
:onulul and Influenttal folks

™

Jackson doesn't take all the
credit [or putling the amnesty pro-

m Into place He es)s H was
tp Robert B Amdler (D Wey
mauthl the vice chatrman of the
House Ways and Means Commit
tor who od 1t become § part
of Ihe Dulakis admintetralion’s

' r Mt and Protec-
tion’ {REAP) package

"1 lesped for Joy inaide when
Ambier Loy .$ﬁ,~.u4u.
son “We had thought abou it. but
hed dectded not 10 Inchude 1t a8
pert of REAP berausr we didn'l
want 10 overlond the pachage
Alier Ambler broached the wes ®
then was Introduced by Sen [Ches
ter G} Alhing {D-Concord) and it
became the last REAP item
proved

In the past fre woeks the re
poried success of the amnesly pro
gram has made Jsckeon some-

- Jan. 25, 1984

payments

known who had @
rvad) negntiated aritiements weee
being counled an part of the overal)
amnesty tlake

Jachson conlirmed that but
said 1t acceierates delinquent pay
menls ﬂ;!l though the state Y
the payments

&: " ODubno the com:nn
stoner of Cannecticut's Revrnue
Service aaid he would never con
sidey darianing emnesly for prople
alresdy hnown 10 owe tares

"We collert 85 million t 310
million of delinquent tazes &
month. 1hal's what we are oup
posed Lo do.” sald Dubno 1 would
think of amneely a8 what could be
collevird above and bryond (hat *

Neveriheloas Oubno aaid be In
lenda to ernd & team 1o Bosion ic
look ot Jeckson's sysiem

Amneaty has Aot besn &t S
censful i four ether slaies that
have tried & Artsona coliected o
mere 06 mittion In 1962 Missour!
collted only 0853633 st fal
Narth Oakots and idaho ssch col
lacted §150.000 last ymar

Nesther o the m‘ :l"‘t am
nes! 'mg:u ah fal aeas
rhunyml e for Revenue em
ployess working extrs hours (o pro

cens Ihe 8 Lions may run e
nigh s 1000 mare than the
anticipated cosls
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Yax Report

A Special Summary and Forecast
Of Federal and State Tax
Developruents

GUILT AND FEAR add up (0 & bonanza

for Massachusetts.
The suate received over $54.6 mllion
m a three-month ‘‘tax avocsty” that
ended Jan. 17. That's way above even the
most opimistic  “forecasts. . The
‘once-in-a-lifeume’ -offer allowed most
eadbeats (o pay taxes and interest without
of criminai charges or penalties. One

paid $257,000 owed op & capital guin. A

broker who hadn't filed in three years
id §165,000, State officials sttl) haven't fin-

ed counting all the. checks they re.
rived.
> “It’s kind of unusua) in the tax business
fo have thousands of evaders and delin-
quents storrung your doors with payments
hand,” says [ra A. Jackson, revenue com-
oner. More than 25 other states have
ed for details. House Speaker O'Nell] fa-
rs a onetime nationwide amnesty; the
'ays and Means Committee is studying the
idea. Senale Budget Chairman Domenici
says it's “astounding'’ bow much Massachy-
betts raised and that a national ampesty
Fsurely is worth considering.”

But the IRS remains opposed, or-
puing that Aonest tarpayers would view
it as special and unfair treatment jor
cheaters.

Wall Street Jourrg.a1~Jan.25, 1984
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Uncle says ‘no’

COME AGAIN, please.

. Massachusetts runs a one-
time-only amnesty deal for tax
delinquents, deadbeats and
evaders, and picks up $40 mil-
lion (or possibly more) it was
owed.

Arizona, North Dakota and
Missouri try the same thing,
and make out pretty well too.

But the Internal Revenue
Service, which chases and col-
lects taxes for a federal gov-
ernment up to its armpits in a
deficit which some experts
fear will kill our economic re-
covery unless it's brought
under control, won't touch the
idea. :

Why not? Well, IRS Com-
missioner Roscoe L. rdr.
says it would be “unfair” to
honest taxpayers to try some-
thing like that.

Come again, please, Com-
missioner. What's really un-
fair to honest taxpayers is
knowing that while they file on
time, pay what they owe, and
even get audited every now and
then, other folks are either
ducking or under-paying what
they owe — and, thus far, quite
a few of them seem to be get-
ting away with it. Call it a case
of misery loving company if
you wish, but we wouldn't
mind at all if they were per-
suaded to pay their share.

Then there's Ernie Acosta,
who is identified as a spokes-
man for the IRS, who says am-
nesty might be seen as “special
treatment” for tax cheats.

Horrors. But when you think

The Boston Herald-Jan.

about it, so is jail, and that
hasn't yet stopped the feds
from sticking egregious
welshers into a cell. It just
might be that giving some of
them a chance to pay up rather
than court prosecution might
be just as effective, and s lot
less expensive, than giving
them free room and board in
Danbury.

But there's another reason
why it's necessary to ask the
commissioner and the voice of
the [RS to come again, please.
An side to Speaker Thomas P.
O’Neill Jr., who h:g. xkd the
agency to try offering am-
nesty, figures that about $100
billion in federal taxes are not

id = each year. We have

n warned, until we're sick
of the sight and sound of the
numbers, that the government
is running a deficit, this year,
of somewhere between $180
and $200 billion.

We suspect there's a multi-
tude of honest taxpayers who,
thinking about those deficit
numbers, might think it a good
idea for the IRS tocollect more
of that owed money by what-
ever legal means are available
to it, including amnesty. So
when the IRS says uh-uh, and

ives as reasons that it would

“unfair” to good folks and
“gpecial treatment” for cheats
and deadbeats, they ought to
come again, please — with far
better reasons.than those.

Better still, maybe they
ought to get going on an am-
nesty program of their own.

22, 1984
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Tax amnesty — one-time take

assachusetts has just tried s disarmingly sim-

ple approach to collecting taxes that

owed but bhadn't paid — and it worked.
Bay State offered amnesty for thres moaths to an
whoowdhuxu.mvidedthcyuquand ac:
oounts. And pay up did, an estimated $40 million,
far more than even the most optimistic expectation.

voluntary compliance; tax officials say the level of hoa-
esty is quite high. Yet enormous sums that are owed gov-
ernment at all levels lie or uncollected — by
ooe estimate as much as $100 billioo a year.

Many taxpayers who *ook advan of the Massa-
chusetts program had oot previously the required

returns. Some of them likely would not have beea caught

or, if found out, prosecuted sucosssfully, inasmuch ss
their cheating bad occurred 80 long ago that the statute of
limitasions had run out.

Evidently they

Christian Science Monitor-Jan. 19, 1984
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Tax dodgers storm state revenue. offices to pay up
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l'ax amnesty nets $40M

By JAMES SIMON
Assecia’d Prem

BOSTON — State officiils. {!C' \“y .m, 3 weary Jackson said

ing thousands of taxpayers hoping
to beat today's dadlfne for tax
%w office hours
and in workers on a holiday
to wind up the that ma
oet as much as $40 million in ba

taxes — far more than officials
dreamed.

“It's like 13 out there," said
Revenue Commissioner Ira
Jackson. “We're just trying to pre-
vent chaos.

“We coliected about $10 million

boliday for my , but it's
been off the wall,” be said, a
that his office received

calls by noon Monday.
< At the downtown Boston
fome taxpayers were
despite the free coffee and
tsanda friend-
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Middlsex News -~ Jan.

in the first 10 weeks of the
gram. | wouldn't be ised il we
wound up with that much" from to-

Monday after his downtown Boslon

until midnight tonight, the
ine (or citizens to pay off state
tax debis and interest without fear
of penalties or criminal

'bon.‘l‘heotberolﬂcuwentobe.

open until 8 p.m., but the hours
(Contisued oa 9A)

o e e

treasury. nal

were g’ﬂ to m
Jackson said his office had col-

Jected $18.5 million from 16,000 tax-

for noapayment of tax
he state alsymlnernud

-]

3

:nmﬂlim.lnm.heuid.

Due to the Bay State's success, 2
states have requested additional
- information. ’
Massachusetts amnesty plan
"‘hasn't solved the ‘tax gap' or clos-
ed the door on‘tax evasion,” he
$aid, *'but it gives a chance
(o come clean, up and never
have to Jook back.”
17, 1984
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Mass. tax
amnesty

pays off

Spec.ai ar USA TODAY

BOSTIAN = Th-saads of
de.2G.ent faxpareT™ are ex-
Deciec S jam sate !les o
¢ay 1o deat Vassact.serts
m.2%ght tax Ar e Zeadiine
- 3[real\ Uhe mow €, IoagsNy)
of ine sates 3~ -esr. e

The cnet.me am es™ offer
—deg.n OcL {7 = s 2xDecies
1C eam e sae $40 ~...on

M:re than | 3 e=yn ax.
DAVErY Criaged At 3 drwn
towr 8ogion fce Mriezay i
23y o5 %L operd.ny One
held 3 85 )" shesk

Fo.r states — ar:2any,
No=kr Dakota. [2ah¢ ane M .
$Oum — have mec sir .37 am.
nesh programs By Mondav.
Massachysel:s Bad ¢o.n:a¢
$183 mullion from 16 ¥ wax-
PaYErS = 10D2:Ng AmS0na s "o
¢ard $6 mullion coliecuon 0
1982 Massach.se:ts expects
about $10 rrultion more 10day

USA Today - Jan. 17, 1984
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A Tax Amnesty
In Massachusetts

Massachusetts ¢ makung en offer some
of 1ts ressdents can's refuse amnesty for
delnquent taxpayers 1a an atrempt to -
¢resse revenues without rausiog already
bigh taxes, the state 1s allowing individuals
and dusinesses 10 pa)y ther dack taxes—plus
1nrermt—mithanut the threat of further ren.
alties The swate esumates that it 1s owed
$300 aullion. and. since the program began
last October. $.200 tax evaden have repad
more than $12 rmullica tn long-overdue as-

Newsweek -
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sessments Although 80 percent of the pay-
ments Jave come (rom pnvate catiens, e
biggest —$750,000—o a3 sent in by an out-
of statecympany Business issobnskatthe
Bostoo ofice that revenue commusnoner
Ira Jackson says they ve begua “t0 pve out
aumbers ke it's a bakery ™

The amnesty propw"s part of “I::

g00ds 10ld since 1977 [a Octoder revenue
sgents seized the company’s warehouse and
deliveny trck The company was later or-
dered 10 pey $! millioa 10 back tares “The
depariment 18 0ot \n business 10 pul people
out of dusiness.” wausts Jackson “But se
are not bere 10 be a loan agency, ether ™
To catch tax chests, Jackson 1 uung

sute's tough pew wax

that now makes Lax evasion a feion) punish-
ahle by uptofive yoars in prson wnth Anes as
hugh as $500,000 One reason for the amnes-
1y program’s success 15 that Jacksoo bas
been roundine up the roore Gagrant offend-
env—coaliscating thewr lurury yachts and
pnvate planes and even padiockung some
comparues One small manufacturer, for
example. bad farled to pay any sales azes on

Jan. 16, 1984

pecial computer read of recent buyers

of luzury cars, siomlar bists of yacht and
condomumium owners are planned About
200 extra s and taa cold s bave
been bired. and the agency has nstalled Sve
oew toll-free telephone Lines 1o handle the
thousands of calls 1t receives each a2y And
the amoesty ‘s days are numbered
“After Jan 17, Jackson warns, “its no
more Mr Nice Guy
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State Amnesty

Tax Break Reaches Uganda

By GERALDINE A COLLIER  would get bare by Tuenday, the day that  scheme’s final st to more thas §25 mil-.

OIS SN forgiveness stops snd criminal penall- lou. 50 far, the state estimated it has
The state’ for dak- ties begin. collected $13 millicn from penitent tax-
nquest taxpayers has reached out s Time Rusning Out P T Revewe Department reported s0

'mw in : . and
- Martucel explained bow, then sent the *1 told hima 1 would give bim amoesty, $10,000,” be said.
man eut the proper forms by air mail, if be would give me absolution,” be said. OBrien said one well known local

Worcester Gazette - Jan. 12, 1984
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Massachusetts is cracking down harc on individual
and corporate tax delinquents and evaders.

¢ Coilection of delinquent taxes 1S up 70% over
last year. audits are up 71%.

o Criminat prosecutions are being stepped up
against evaders. who now face felony charges, jai
sentences up to five years, ana penaities up to
$100.000 for individuals. $500.000 ‘or
corporanons

e The Revenue Department is addin3 new
compute” equipment and 200 more auditors.
C0l:e{T0rs 3¢ Crimirai investigators to implement
STICNG New 1853 powers. inctuding the right to
€ance! pudic CoNTTACTs and licenses %0 coNduct 3
traze or pro‘ession

If you. your ¢ompary or ciients have any
unresoine Cr unreported Massachusetts tax
cohigations. e wamed Be aware Of a last chance
Amnesty te settie these prodlems with no
DENATy Ma3es 07 legai repercussio=s Byt the
Amnesty program ends January 17. You muyst
apply anc pay tax ang interest by that deadline.

Otners ave jotten the message and moved into
acton,

126

MASSACHUSETTS TAX AMNESTY
A Warning And An Opportunity

® We have now had over 55.000 Amnesty
Inquiries from ail over the country.

o Over 12,000 individuals and corporations have
paid us more than $10 miilion In back taxes and
interest. -

¢ One nor Viassachusetts company filed for the
first time and paid us more than $750.000 In
back taxes and interest. With Amnesty. the
company saved over $100.000 in penaities. It also
has our assurance there will be no criminal action.

For delinquents who fail to take advantage of
Amnesty, and for evaders we detect after January
17,1t wili be far d:¥erent.

informanion and Amnesty forms can be obtained
from Massacr usetts Revenue Department Offices tn; -

New York (212 582.0776 Houstor (713 £52.039C
Atasta (404 373 2920 Los Angees (21313845146
CmKago (312 987-9040

or wire me d:rectly.

173 A. Jackson, Commizs.crer
Massachyserts Department of Revenue
100 Cam:  :3e Steet

Boston, Massachusetts 02204

AMNESTY ENDS IN 8 DAYS

Wall Street Journal-Jan,9, 1984

BEST AVAILABLE COPY
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Amnesty plans let tax cheats repent

By Richard Benedetto
USA TODAY

More and more siales are
finding that amnesty programs
encourage their tax evaders to
come forward and pay up

Under mom plans. indinyd-
uals of corporsuons who have
failed to fle or who haveal
compieted their Lax returns ¢
curately can pay what they
Owe dunng the amnesty penod
without facing civil of cnmunal
penalues

But they must pay interest
charges

The most common benef-
cuanes of WX annesh are peo
ple who don't file tax returns
and have yet to de Caught dy
the s'a’¢

Fcr them amnesn provides
one la® chance before the
sale launches s crackdown on
tax cheass

In Massachisents. officials
a7¢ pleased wilh their amnesty
£rogram Nearly 5.200 indig-

'5A Today -

A last chance to pay up
The 1088 0f sty 10 WX SVEGN’S 1§ QBNWNG SOCEORBN0N

4ross e USA

A Massachuery has cofacied $7.5 mikon oc for 0 8
PV es-month program Mat ends Jan 17
STy %Y TYS YOI NOTted $6 Mimon
@ Lvmhec pmesty 100" 2™ n I o At Dacots. Mg-
SOUN 377 IGANO Nenec §1 ¢ maon
@ impres3ed Dy the res JRe oisewhere, Catioma s cons.g-
97N &Y STINLYy PIaN Next yosr 30 8 Connecear.
DS §°0 e AMerCan Bar ALAOCCHNON Ne
e Revenus Service for an

@ anzora s

8 Tapeyy
presmng

amnesty
on fecers! xes They 8y up 10 $20 bikor Coud be 00k
[ LT

uals and businesses have paxd
up Lheir taxes 30 far. with esu:
mates on tola! collecuons run-
ung as high as $20 mullon dy
the ume Lie program ends
next month

Among those who came for-
%ard was 8 man s ho flopped
paring his taxes in 1978 be
cause he had a termunal iliness.

Dec.

Now, eight years later, he's sill
alive and decided 10 peY Up

A retired military chapisin
deides 10 “muke peace with
the commonwealth” and pawd
$12.000 in dack taxes

Offica:s emphasited that
amnest . 1o de effective, must
be & oneghot deal.

“1l you make clear thatit's 8

20, 1984

one-ume program not likety to
be repeated R's worth
doing.” sald Kent Coarad,
North 's X comms
faoder

With the succems of sate pro-
gams. R has been sugpemed
tha! the federa! gwo mment af.
fer amnasty to bri-g in some
axes hat otherw it v, i< g0

.
“nf:lcrnll Revenue Service
Commusioner Roscos L.
ger Jr. told 8 US. Senatle
AMRCe sudcommitiee eariier
Wi year that 8 federal tax am-
nesty could draw many oon-
filers iato Whe system. But be
sa1d honest laxpayers may

ment for dishones! peup:«

ARy amresty pi.n. e Qid.
Ke.id 3Pty only 1 ¢r.or.yl
Proseculion. not CvY Peria!ues
and (nterest

IRS invesugatons las! ysar
collected §2 9 billion from non-
fiing and delinquent L2apay-
en
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Tax Report

A Special Summary and Forecast
Of Federal and State Tax
Developments

JIMINY CRICKET chirps agaln: Statey
give auiesi) W Uwe cunscience-suncken.

Four states have offered to waive crimi-
nal charges and most or all civil penaliies
for evaders who unmask voluntanly and pay
taxes and interest due. In a two-month pro-
gram ended last Jan. 20, Anzona coaxed in
$6 million trom 10.000 such delinquents-~one
an FBI agent. An insurance company paid
Missourt §730,000 last week. A three-month
Massachuseits campaign that began Oct. 17
already has turned up 7.000 debtors owng
$500.000. An amnesty just ended in North
Dakoid exceeded is goal.

Non-fiters and under-payé¢rs who came in
from the cold 1n Massachusetts wnclude two
nuns who hadn't paid meals taxes for a res-
taurant they run, a public corpora‘ion that
owes $200.000, and a retired, 80-year-o!d
electncian who hadn't hled for 43 years
Billboards. some in Spanish, help publicize
the amnesty, which state lepslators ap
proved 4s they upgraded evasion to a felcny
from a misdemeanor.

IRS Commussioncr Egqcr opposcs a
Jederal amncsty. He says Aonest tarpay-
ers wmght see it as unfair and that it

= mght spur eiaston latcr by those whe
crpected the offer to be repeated.

Wall Street Journal-Dec.2, 1984
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Amnesty offer
nets $2.6m in

back state taxes
Associated Press A\ R

More than 3100 persons have taker

advantage of the Massachusetts tax atn
nesty prograin in the first month, generat
Ing §2.6 mitlion In back taxes and Interes!
charges for the atate treasury, officials
say.
The payments received 80 far in the
three-month program have ranged from
$2.07 to settle a personal income tax ac
count to $375.000 for a llability on with-
holding taxes. ’

“I'm encouraged by the response we
have had to date.” sald Rev. Comr. Ira
Jackson. "But I'm still u&‘iﬂr to get the
word about this program to every last eli-
?ble person in every part of the state be

ore the clock runs out.”

The last day for individuals and busi-
nesses to complete payment of all back
taxes and interest charges ts Jan. 17. Par-
ticipants then have all penalty charges
waived.

Revenue officlals said the delinquent
taxpayers included:

® A man who had been told in 1978
that he had only six months to live decid-
ed to stop paying his taxes. He kept living.
his doctor died. and he decided to begin fil-
ing again.

©® A 55-year-old man who had never
filed a state income tax. His comment: “I
guess my conscience got the better of me.”

@ A retired military chaplain who nev-
er filed a state tax return after establish-
ing a residence In Massachusetts. With
the advent of the amnesty -program he
said he wanted “to make peace with the
commonwealth."

Four other states - Arizona, Missourt,
North Dakota and idaho - have tried am-
nesty programs, but the Massachusetts f-
fort is the most-extensive ever undertaken
by a state, said Revenue Department
spokesman Harry Durning.

The department also has conducted a
ceries of highly pubdlicized raids and sel-
zures of airplanes. boats and businesses
owned by individuals who allegedly owe
back taxes.

*“This is a once-in-a-lifetime opportuni-
ty for those who have tax obligations ~
nonfllers. evaders and delinquents - to
come In and settle up with no recrimina-

tions, penalties or | repercussions,”
Jackson aaid, ne

Evening Gazette - Nov. 21, 1984
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‘Once-in-a-lifetime’ state
program nets $2. 6 million

Ouauy News !%
BOS'I'ON - moath of a special tax amnesty

gr:gnm has produced over $2.4 million for the state

More than 30,000 people from 13 states have inquired
asbout the am, generating payments rangin
from §2.07 to ,000, state revenue officials sa
Friday. The calls have come TIOMITler , convicts,
orrlton of small neighborhood stores a executives
g gx]or corporations traded on the New York Stock

xchan

lndivrdnm and businesses have until Jan. 17 to pay
back taxes and interest charges and avold penalty
charges and criminal action.

Revenue Commissioner Ira A. Jackson said the
amnesty period represented a ‘‘once-in-a-lifetime"
opportunity (or non-(ilers, evaders and dellnquenu to
come (n and sete their tax obligations. “ax evasion
mmc & felony last July 1 with sttt ll\- ‘erms and

According to Jackson aides, one 3S-year-old man
who had never (iled & state income tax return took
advantage of the amnesty program because ''l guess

conscience got the beller of me.” A man doin,
llmo (n a state prison had similar ts. “It's &
time 1 setiled this account as well,'" state officlals
quoted him as saying.

The officlals cited the case of another man who
was told in 1975 that he had only six months Lo live and
decided then to stop u{c Ing taxes. Although the man's
doctor has since dief. man himself is still allve and
felt it was time to catch up with his (ilings.

Jackson sald 200 auditors and tax collectors are
belns added to his rtment's Criminal Investiga-

ureay. ‘We're also putting in new systems and
ipment to make our personnel more
effective and to expand our matches of IRS data and
our computerized of (lnanclal data,” he said.
“Very o mgly. the chances of getting uu‘ht are
greater consequences once caught are (ar
more serious than ever belon "

The revenue chief said people should move qulckly
to take advantage of the amnesty program bdecause

computer

"Interest charges continue to accumulate at a rate of 18

percent. Those charges must be paid in full along with
u:? oai(lnu tax bill for the amnesty provisions to be
effective

The Beverly Times - Nov. 21, 1984
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Amnesty offer popular

By JOAN FALLON
ews Sividoves Borese

stripes
inmates to la and
folks. They have joined the ranks of
those taking advantage of the state
Revenue Department's last chance

I period for tax evaders
150 delinquents

A to Revenue Commis-
-glooer Ira Jeckson, two prison in-
mates, one {rom the Massachusetts
- Correctional Institution at Norfolk
and one (rom the federal prison in
Danbury peid up in accordance
with the o interest or penalty

(Conttnued (rom 1A}

to each of the 120,000 people on the
state’s delinquent tax list.

m‘e‘A lot of people have welcomed
tion and potential prosecution
which may come their way in the
future,” Jackson said, calling the
response $o far ‘‘extremely

The plan is part of the depart-
ment‘spl:nckdg\‘vn on delinquent

laxpayers which includes use of 8 g

more sophisticated computer
system, better at finding evaders.

The department can now also
cross check returns with the Inter-
nal Revenue Service.

The size of its criminal investiga-
tions bureau has been doubled.

“It is now more likely someone
will get caught and the conse-
&n:neu are more severe than in
past,” Jacksoo said. “There

:;nnsty'hichmw.lm

ity to avoid recrimina- they step

erreporting tions,
m‘& promised the depart-

meet all
ﬂ.ﬁnglndp‘ymentobliuuom.

‘The maximum crim
ties for tax evasion have been

10 five years imprison- N

TH
g
g

know dividuals and

!
§
i
:

1
I
]
E
%

5
g

i
:
1
g

{Coatinved e 10A)
ment and fines up to $100,000 for in-
,000 for corpora:

pmenta:::yoom{orhupnla-
ment and a full percent for late il
ing. Each goes to a maximum of 25
percent of the amount of the tax
due and therefore can add 50 per:

Ef

bankruptcy laws. As a result, it has

had to take the locks off three area

vestaurants Callahan's in Wayland

and Newton and Diamond Jim's in
orthborough.

Middlesex News - Nov. 13, 1984
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First state amnesty program
for tax delinquents productive

Brewma The Revenue rtment's tax become evident following the ex
glu?&,.m moaltoring cup abill ly is bolnﬁ g‘l’lﬂmd arapesty on Jan. 17, uk
izing that the chances of  beefed up subs t”m inciod
- getling caught and the (ines are now . - W - - Abou emp el

greater, state Reven Com-
missioner Ira A. son urged

dividual and corporate tax delm-
quents to take advantage of the
state’s first ever smnesty program
Ly an interview um week at the

rﬂmm and (ines up to §100,000
tndivicuals and $300, wo for cor-
porations.

“As the ground rules change, as
the penaities get more severe and
the crackdown escalates, we wanted
to give e this last chance o
ecome in a scukmand for all,
without penalties. prosecutions, or
further recnminations.”" be sald, ex-
plaining bis reasons for initiating the

ampesty program. Ira A Jebkson

'he court.” he said, and are not  Hesaid that “a 10itery wimner who
subject to punitive action by the falled to file taxes Tor 10 years™ has
sevenue department, he “E now complied with the law, he said,
However, Chief Justice Edward stressing that the person will now
Hennessey of the state Supreme never have to wotty abowt prosecu-
Judicial Court has been asked by the tion for not filing.
Revenue Department to police tax  “Now that person never has to
delmquency among lhuuuslenl look back " he stated.
community. depanmem officials arc
The three-month amty of making a dent in i
gram has already enabled the stale de| lnquent tax accounts, he said. m
to collect §1 million in back taxes state has on its books ‘‘about §300
during the first three weeks, he said. million in delinquent taxes. Some of
Jackson mentioned that the state it is uncou«:u . This applies to
expects to collect “several million bankruptcies and cua re the
1n back taxes prior to the Jan. 17 delinquent parties have either mov-

amnesty deadline. - to other states or are currently
There are other tndlcauom um in m he said.
the amnesty program is re re are five toll-{ree telephone

some success, hcexplamed o,,,llnes for statewide use at

Pequested 43 into thd office and N0 SGS m\rsn:“u:l phones 1h

‘mted 4 years of back tax hours a. day, Monday through Fri-
day, and 10 am. to ¢ pm. on
Saturdavs-until Jan. 17.

Cape Cod Times - Nov. 12, 1984



States give tax cheats one last chance to

By Wemen
-*.mm Aonsior

Sesten
For most it is a question of conscience . . . or fear.
The list includes an Arzona-based PBanII-
souri insursnce company, and two Massachusetts nuns.
MMWMn.Mmdm
delinquants,

hmd-ﬁnm the tax rolls in the
mm is aleo soen as a last-chance, one-

mﬁﬁhmmwﬂh
their back mbdnndnmmz
cnddwuuhuh-u

money — jus. in case.

Two oune in the Bay State took advantage of the tax
amnbesty to pay back taxes for a meals operstion they
ran.

In Missouri, an insurance

y started tax of6i-
cials when it paid back $750,000.

No one is quite sure who first thought of having a tax
ampesty, but Arizona is said to be the first ciate in the
country to olfer such a broad program. The amnesty,
which ended last January, was part of the **Arizona Tax
Hunt,” a statewide crackdown on tax delinquents that
netted the state more than $35 million in previously
unpaid taxes. The amnesty is credited with bringing in $6
million of that total.

Greg Smith of the Arizona Department of Revenue
says the ides of an smnesty was born in a burst of inspi-

1 was thinking how the lbrary has a grace
period for overdue books. And | just thought,

why not try i with taxes?’ says Greg Smith of
$he Astzo..a Department of Revenue

ration on an Arizoos Interstate. “'I was driving down the
freeway one day, and | was thinking how the has
8 grace period for overdue books. And I just thought,
why not try it with taxes?"

The idea has sparked a hot debate among some stats
tax officisls, even in the states that have held asanestics.
For starters, the US Internal Revenue Service opposes
the concept of holding a tax amnesty. In addition, there
are ethical questions of whether it is right to overiook
mhw blanche what in many cases amounts to years of

And there is the question of whether amnesty offers
are fair to honest taxpayers. There are also concerns that
offering an amnesty might encourage residents (o with-
hold their taxes in anticipation of future tax amnesties.

But officials in the states that bave beld amnestics
stross that the amnesty is a one-time opportunity — it

Christian Science Monitor-tov. 8, 1984

‘wipe slate clean’

will not be repested. They also stress that it is only on
md‘mmmmmnﬂybuhm
offered as a “last chance™ before state tax collectors pul
out all the stops against tax evaders.

But there is another side to tax delinquency. Not al
tax delinquents are deliberataly Lrying Lo cheat the state
Some are chronic procrastinators — others sanply can’

afford to pey.
Aomt&bNoﬂthkdnmwMKm
Conrad, very few “big fish” took advantage of his state":
tax snnesty.

Though he expects to collect between $65,000 an
$100,000 in back taxes and interest, the average Liability
returned to the state was about 3100 pe- tax return.
The amnesties in Arizons, Missouri, and Massachu
setts mark efforts in those states (o launch revitalized ta)
collection and enforcement programs — where almos
none existed before. The investigative sections of the rev
enus departments in those states have been completel:
overhauled and beefed vlhmmndundm

we hope we sre goiag to changs that,” sa;
Herman, first Mywuln
sotts Department of

Indesd, get-tough stops are elready being taken. T
mh-beu

i eight
victimless crime,” says Ham
of Reveaue.

gel
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Amnusty Pr for Delinguent Tax-
payers !mblixd (Mass.) ~The Com-
missioner of Revenue has estadblished o
three-month amnesty period—from Octo-
ber 17, 1983 through January 17, 1984
. duwring which he will waive pealtia imposed
for failure to file returns or for late pay-
ment of tax.

To be eligible for amresty, taxpayers
are required to file a3 “Request for Am-
nesty” form by January 17, 1984, and must
voluntarily file all delinquent returns or, if
applicadle, file amended returns to report
income not included on original returns or
to correct insufficient or incorrect original
returns  Taxpayers must pay in full all
taxes and interest owed for all filing periods

within the t:me specified by the Commis-
sioner, or by January 17, 1964, whichever
is earlier.

The Commissioner will not grant am.
nesty to & taxpayer who is the subject of
current state tax-related, criminal investi-
gaticns or cecurt prosecutions, nor will he
waive penalties attribuvitable to any one
filing per:ad if the taxpayer has outstand-
ing lia®lities for other periods Further,
ary tax returns and payments which be-
come due ducing the three-zmonth amnesty
period are not ehgidle for amnesty. Tech-
nical Jrnformation Release 8).2, Massachu-
s;!st; Department of Revenue, Octcber 14,
1983.

State Tax Review - Nov. 8, 1984



Thousands paying up under tax amnesty

“After fallure to pay taxes for 43
years. he was the worsd. He
was o frighvened that he iefl a friend out-
side with ball money in case he was ar-
rested.” enid Wra A. Jackwon, stale rev-
Cowmbsstoney.

“We d him he idn't be ar-
rested ~ that's part of the amnesty pro-
gram - and then we had 0 go into the

forwa,” Jackson explsined.
It the two weeks since the siart of tax

We're hoping they'll take advantage of

the amnesty.

Ira A. Jackson

state, the Revenue Drpartment eslimates.
An unknown amnunt of thet $200 mil-
fon 8 considered uncoliecitble breause

- individuais hauve died or cienpanies have
- mowved or goue out of business.

.Under the terme of the amnexty, Indi-
viduals, onrporations and compunics that
make full payment of back taxes and In-
terent will not have (o pay penalties. They
will also avoid crimine! prosecution
they make full dluclosure and pay all
their obligations. Jackson explained.

Harry M. Durning. Revenue Drpart-
ment spolicaman. auid thet as of the mid-
dir of laut week, when a tally was laken,
about 7000 culls had been recetved by the

about the amnedy program.

The calls inciuded inquiries from pro-
ple Bving 0 four loreign countries and
seven siates More than 5000 calls were
reveived atl Ul Revenoe Department's
central office 14 Cambridge alone.

All state tazes qualifly

The tax umsswenty. Durning explained,
applics (0 all state taxes, inchuding n
come, sales. corporate excine. witholding

- and mesls. & spplics nnt only (& thae

who have futled to rrpart slogether tast
8o (0 thase who have uiwler-reporied in-
came, claioned excevalve deductions or are
debinguent in prying past tases '
The amncsty is rwd uvailabic (o thour

who are alrendy the subjects of Lax-rett-
ed criminal investigations or prosecu-
tions. While the Revenue Department will
not ek prasecution of those applying for
amncsty, t reminds them thal the state
and the federal internal Revenur Service,
under an agreement. share tax informe-
tion.

Jackson aleo naoted that. ““This s not
the time (0 try to make a deal on a pay-
ment schedule. Amnesty requires that
taxes and titevest be pald in full by certl-
fied cheek or money order.”

“Many of the calls refloct uncertaloty.
fenpie want asmurences that they will not
be prasecuted f they pay up,” said Jack-
|0N

Other calls. he satd. indicate that large
tax payments can be anlicipated.

“Lawycrs and acrountants for other
lawyers, for exampie, have made inquir-
s ueing hypothetical cases. A number of
thawe prupie indicated that (ax payments
i six fygures could be expected,” he add-
ed.

Jackson attributed much of the suc-
ceus 0f the program 30 fur 10 the Revenue
Orpartment s tax enforcement program
that has ed to the closing of resiaurants.
scizures of atrplanes, yachis and bust-
ncss warchouses 10 force payment of al-
Irggedily definguent taxes.

Pr<ton Sunday Globe - Oct. 30, 1984

Ao, he satd, "'Prupic are beginning to

take us seriously because, with our com-
puterized Information systems the

chances of getting caught are now much
preater.”

Neticss sant to 130,000

The Revenue Depurtment sent out no-
tices of amnesty to 120,000 persons and
busincsses ( 10 owe taxes, ha¥f of
whom have foderal tax returns but
not siate tax returns.

“We're hoping they'S take advantage
of the amnesty. This ts not & revenue gim-
mick. When it ends on Jan, 17. that’s the
cnd of #.” Jecksor, emphasised.

“N’s more picasant when compliance
s voluntary. Last week an applance
store paid us $7000 in sales taxes they
had collected over the past several years
bt had not sent in,” he aald.

in another case, a corporation sent in
a check for more than $100.000 i &M
quient corporate exciee laxes and anolher
company maitied In $15.000 &2 owed after
(ashing to file for 22 years

“Another puyment camw from a per-
son who hit the lotlery and had recetved
10 years' of paymenis without paying
state income tax. The tax moncy ls com-
tng In from cab drivers and from people
who are very well off financiaily.” satd
Jackson.

R is also coming In from people who do
not owe sums of money that would keep
one up al night,

One check came in for a deftnquent In-
come 1a~ payment of $2.07 - the smaliest
payment (0 dute under the tax amnesly.

S8l
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Moagsachusetts Reaps
Mog?&in Tax Amnesty
N

¥4STON Oct. 23 (AF) — As Massa-
chusetts' three-month amnesty for tax
evaders took effect last week, two nuns
admittec that they had not been paying
state taxes on meals .

An electrician admitted he had not
filed income tax returns in 40 years.
Some executives surrendered more
than $10,000. saying their company had
evaded excise taxes for 22 years.

The State ue Commssioner,
Ira Jackson, sali that un the first four
day- 2,200 le called on the tax de.
paniment. In all, he estimated $106,000
in back taxes were paid last week
“That's ji. * a traction of what | thunk
thoge 2.2- inquines represent,’” he
said.

- New York Times - Oct. 24, 1984 ~
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State officials declare ‘last chance’ tax amnesty

BOSTON (AP) — State reyepue officials have de- they now make full disclosure and meet all filing and
clared a three-month amnesty penod for tax evaders psyment obligations.
and delinquents, saying it was'a “last chance™ to pay However individuals will still have to pay interest
up and have penaity charges waived. charges on delinquent amounts.

Revenue Commissioner irs Jackson said the am- A::o. state d':nd;'i; “mmhh::lgm
nesty period, which begins Monday, siso will tax ment to exchange format .. -
Mi:qmm.nwmwmm,::m nal Revenme Service, which does not have an amnesty
for etste tax evasion, which Is now a felony crime pun- ,Program in effect. .
ishable by five years imprisonment -and a $100,000 “It’s a new experience for us,” said Harry Dumn-
fine for Individuals, ing. a spokesman for the revenue department.

"As the ground rules change. a5 the penaities get 1 Pere’s no book (o turn back to and see bow we did
more severe and the crackdown escalates, we wanted m‘.".r:“““'" "::'“'o‘ steps € the
10 give people this last chance to come in and settle up 1 lb:.:mllyl l?:to :'""’ eps taken by
once and for »il, without penalties. prosecutions or better tax-collecting Sures. revenue through
further wination,” Jackson said in a statement Since July 1, Jackson said his department hes col-
that was embargoed for use until Sunday. lected more detinquent taxes from seizures, levies and

Under the . individuals and corporations comparable period i
making full payment of back taxes snd interest will 'm;mi:;n&e coommonweslth's wm»

have all penalty charges waived. Those under investl: nancement and protection statute, more Individuals
Ration by the department are not eligible. mmmwmmw

The current penalty charge is 18 percent annual for tax evasion in September than ever before, he ssid.
interest on a lete filing and 12 percent a year for late “We are stepping up our enforcement activities
payment. across the board, including & whole new range of com-
Jackson sald individuals and corporations who puterized cross checks of IRS tapes, W.2 and 1099 tax
have not filed required Massachusetts tax returns, un- forms, bank records and personal property holdings
derreported incorme or overreported deductions will such as cars, summer homes, bosts and planes.” the
not be referred for criminal prosecution by the state if commissoner said. “We're hiring more auditors and

Sunday Eagtle Tribune - Oct. 16, 1983

doubling the size of our criminal Invetigations bu-
reau.”

Another tool effectivelyiused by the revenue de-
pertment has been the news media. The amnesty an.
nouncement was a prime exampie: Durning admitted
the story was held for use in Sunday newspepers
partly because more peopie read that edition than any
other during the week.

Revenvue officials also have repeatedly tipped off
reporters, photographers and televigion crews when
they plan on seizing a2 restaurant or bost in hopes of
havy news coverage that might scare other tax dvad-
ers into peying up. .

A certified letter explaining the amnesty program
is being sent to each of the 120,000 people on the
state’s delinquent tax list, officials said. Each letter
carries a total of the tax lisbility owed and the dis-
counted amount to be psid under amnesty.

“Clearly the walls sre closing in on both evaders
and chronic tax delinquents,” Jackson said. “"We hope
everybody who has failed to file or who failed to hon-
estly report income or who is delinquent will take ad-
vantage of this amnesty window.

* "1t will be opened widely, but only once, and only
for three months. When our Jan. 17 deadline passes,
the window will be firmly shut forever.™

881



window wil§ be firmiy shut forever.™
Individeals who are already of
crtminal or court cases are not of-

The Revenue Department to sending certy-
fled Netsers 80 §20,000 known tas delinguents o
nform them (o red ietiers of an 'ngh-
nesty: a werning and sn opportunity.

.. Eive (oli-[ree hothines will han-

qﬁiuﬂmdlmamm tighten up
sions of the REAP package. tax

cvayon became a felony in Massa- (he penalties get more severe and  the Artzona Revenue

ts on July 1. REAP aho in-  the crackdown escalates. we want-
« tonsed prnalttes for tax evasion (o ed 10 give people this last chance to
fwe years in prison and ines of up  come In and setlle up once and for

10.8100.000 for individuals and all, without penalties. prosecu-  ing ihe amnesty period.

000 for corpnrations.

Penalty charges amount 10 03  satd Juckson,

ward,” he said in a telephone Inter-
view Friday. “"They came from ev-

«ywkd!‘c-pnyﬂﬂa"ﬁh.h(

tors. lawyers, clerks, laborers, min-
isters, an FBI agent and arcoun-
tants who prepare nthers’ tax re-
turns.

g
of people filing srveral yesrs' worth
of returns, Including some people
filing as many as » dozen returna,”
Smith said.

The state of Missour! fe nearing
the end of u 60-day amnesty that

began on Sept. 1. according to Jer-
ry Hert, a spokesman for the Mis-
sour! Revenue Department. The
tax amnesty has bren of-
only to previously unident!-

fied tax evaders, he anid.

He dechined (o reiease

tion on the amount of awney re/

. crtved so far. “We did recover & few

dollars.” he said.

Sunday Boston Globe - Oct. 16, 1984

Massachusetts to one of the Nirst
and  states in the nation 10 declare such
K amotnt to as much as 50 per- & broad tax amnesty.
dln queries during the amnenty pe  crnt of a delinquent’s tax bilt, The

Artzons extended a more limited
sud. The number is 1-800-521- Revenue Department !s in the

amnesty to individuals and corpo-
campaign to  rations thet had never paid taxes
ion of tax doliars.  for three months at the end of tant

year. Greg Smith, a spokeaman for

Ocpart .
soid that the department recetved
more than 84 million In income
taxes from 10.000 Individuale dur-

“We were surprised by the di-
versity of the poopie who came for-

681
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Senator CHAFEE. Mr. Keating.

STATEMENT OF DAVID L. KEATING, EXECUTIVE VICE PRESIDENT,
THE NATIONAL TAXPAYERS UNION, WASHINGTON, DC

Mr. KeaTING. Thank you, Mr. Chairman, for the opportunity to
appear today. The National Taxpayers Union represents 150,000
tz;xpayers and we support the concept of a national tax amnesty
plan.

With me is Jack Wade. He worked as a revenue officer for the
Internal Revenue Service for 8 years, wrote more than 12 IRS
manuals on tax collection and enforcement, and is the author of
the book “When You Owe the IRS,” which was published by Mac-
Millan a couple of years ago.

I'm going to turn my attention directly to the portions of the bill
that we think need some improvement, although overall we think
it's a pretty good bill.

First of all, it only allows amnesty for tax years ending before
December 1983. I think it's fairly obvious that amnesty should be
extended to 1984; otherwise, some people could be subject to crimi-
nal prosecution for tax evasion or fraud which continued into that
year.

Although we think the proposal to provide for a waiver of crimi-
nal and civil penalties and 50 percent of interest will be more than
enough in most cases, in some cases it won’t be enough. The reason
why is that a taxpayer probably won’t ask for amnesty if his back
taxes are simply impossible to pay. One of the reasons is that there
is currently no statute of limitations owing on back taxes, even
though there is a statute of limitation for prosecution for failure to
file a return.

As a solution, we think taxpayers who come forward under the
amnesty program should be allowed to enter into a liberal install-
ment arrangement to pay their back due taxes. And, if appropriate,
the taxpayer should be eligible to have his tax liability waived, in
part or in whole, if it was judged that it would be impossible to

pay.

We also think the IRS——

Senator CHAFEE. What was that?

Mr. KEATING. In part or in whole.

Senator CHAFEE. Your first suggestion is to let them pay an in-
stallment?

Mr. KeaTing. That's correct.

Senator CHAFEE. It seems to me that that is really giving a break
to the cheaters. Not only do they pay without interest, without
penalty—he pays, what, with half interest under your proposal?

Mr. KEaTiNG. Well, that's under Senator Dixon'’s proposal.

Senator CHAFEE. What’s your proposal?

Mr. KEaTING. We think at least penalties should be waived. We
have no problem with charging full interest. We feel that taxpay-
ers who can’t afford to pay off the taxes in one lump sum ought to
qualify for installment arrangements. Otherwise, they will take a
look at their back due tax bill and decide they can’t possibly afford
it and decide not to come back into the system. We think that
could be a problem.
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We also think the IRS should not share amnesty tax returns
with other Federal Government agencies for the purpose of discov-
ering other violations of the law. And we think the IRS should not
share amnesty to—— .

Senator CHAFEE. Well, they don’t do that now, do they?

Mr. KeATING. My impression is that they don’t, but can if re-
quested, I think this is something that should be further barred
under an amnesty program.

Senator CHAFEE. You mean the Drug Enforcement Administra-
tion can’t come in, for example? Couldn’t ask for the information?

Mr. KeaTiNG. That's correct.

Senator CHAFEE. All right. Go ahead.

Mr. KeaTing. We also think the amnesty tax return information
should not be shared with State or local revenue authorities, which
have not instituted an amnesty program of their own.” We think
the reasons for this are obvious.

Senator CHAFEE. Well, let’s just take the case of Massachusetts.
Let’s say we had a Federal program starting for a 6 month_ period
from June 1 to December 1, 1986. Now Massachusetts com-
pleted their program in 1984. What would you do then?

Mr. KeEATING. In that case, I would prefer to have the amnesty
program err a bit on the liberal side and have a prospective amnes-
ty provision in order to give the time to orient their amnesty pro-
grams with the Federal program. .

Senator CHAFEE. All right. Go ahead.

Mr. KeaTiNG. Also, the bill provides for a 50 percent across the
board increase in penalties. We disagree with this across the board
approach. There have been a number of tax law changes recently
which have substantially increased penalties, interest charges and
reporting requirements, but at the same time little has been done
to increase taxpayer safeguards from IRS abuse.

We think it would be wise to not increase penalties which have
already been increased since 1981. We also strongly recommend
adoption of the Taxpayers Procedural Safeguard Act that Senator
Grassley has introduced this year.

That concludes my statement, Mr. Chairman. Thank you for the
opportunity to appear today.

nator CHAFEE. Thank you, Mr. Keating. In your statement you
say something about an amnesty program to ﬁenerate $7 billion or
more in tax revenues. How did you arrive at that?

Mr. KeaTInG. Well, I looked at the Massachusetts experience and
extrapolated to the Federal Government level if we had the same
response. And that was the number I came up with. Mr. Herman
came up with a number a bit higher than mine. I think the esti-
_ mates are reasonably close.

... Senator CHAFEE. Would you agree with Senator Dixon that this
should clearly be made a one-shot deal?

Mr. KEATING. I think it would be best to make it a one-shot deal.

Senator CHAFEE. Well, you say you think it might be best. Why
do you hesitate?

Mr. KeaTing. Well, I think part of the population that may come
forward under a tax amnesty are people who may be illegal aliens
who have since become citizens; or people who may have businesses
that deal in cash and have been in business a long time. And these
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situations could, again, crop up in the future where people for some
~Jeason who are outside the tax system would like to come in..-Cur-
rently, I understand from tax attorneys who specialize in these
things—and I've also read this on many different occasions—that it
is often possible to come forward voluntarily with expert guidance,
and usually escape criminal prosecution from the IRS. But the
person of moderate means does not know how to go about doing
this. So.there may be a way of designing a permanent program, but
at this point I think it's best to proceed with a one-shot p1.gram.
[The prepared written statement of Mr. Keating follows:]
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Mr. Chairman, and members of the Subcommittee, thank you for the
opportuaity to present testimony on S,203, a national tax sanesty plan. The
National Taxpayers Union represents 150,000 taxpayers nationwide and has long
been concerned with the tax burden and taxpayers' rights.

We support the concept of a national tax amnesty plan, but have several
recommendations on how to jmprove §.203,

Appearing with me is Jack W. Wade, Jr., an adviscr to the National
Taxpayers Union, He worked ae a revenue officer for the Internal Revenue
Service for eight years and wrote more than 12 IRS manusls on tax collection

and enforcement, He fs author of the dook When You Owe the IRS, pubdlished in

1983 by Macaillsn Publishing Company. .

There fs evidently & de-facto voluntary disclosure "aamnesty”™ policy which
is known to sophisticated attorneys who specialize in tax fraud cases. But it
fa doubtful that the typical citizen is aware of such an IRS policy, or if
aware, capable of taking sdvantage of it. Instituting an amnesty program
would end this double-standard.

1 hope the Congress will serfously consider instituting a taxpayer amnesty
program as part of a tax reform package. This would probably be the best time
to institute an amnesty program. The publicity which will accompany
institution of the new tax reform systea would also help bring attention to
its amnesty provisions. _

An amnesty progras could generate $7 bilifon or mor in tax revenues per
year, It could help insure against a possible loss tax revenues froa an
fnaccurate estimate of the revenues generated un’ a tax reforam plan,
Alternstively, some of these additional revenv .aay also be used to ?educe
tax rates further.

An amnesty program could benefit both the IRS and taxpayers. A carefully
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designed amnesty program would benefit the IRS by bringing in untold billions
of dollars from the underground economy into the light. The non-filer problem
could be significantly reduced.

In the book When You Owe the IRS, Mr. Wade gives an example of a taxpayer

who had not filed his returns for 1) years. Once the first filing deadline
had passed, the taxpayer became too frightened to file in the following years.
Even so, he would have been owed refunds for a total of $700 for the first

six years. Then for the next three years, he owed money while in the last two
years he was again due for a refund, which in this case was large enough to
pay all the back taxes. That year he came in and filed the return with Wade,
vho was then an IRS employee. The taxpayer "admitted that this problea had
been bothering him for all !l years. He had suffered two heart attacks, an
ulcer, a nervous breakdown and countless sleepness nights worrying about what
would ever happen {f he got caught.”

No doubt there are nan; taxpayers who might surface but are scared
about what the IRS aight do to them. An amnesty program would allow taxpayers
to voluntarily disclose past due taxes without worrying about criminal
prosecution and jail.

Some people have suggested that no legislation is necessary. We disagree.
A key element for success of an amnesty program i{s sssurance that no crimfnal
prosecutfon will result. Without legtslatlgn, taxpayers may fear that the IRS
will retroactively revoke an amnesty policy. But a statute would replace that
beyond the power of the IRS. '

Let's look at the provisions of S$.203, the Federal Tax Deliquency Act of
1985,

The proposal provides for a sf{x month amnesty period which would begin the

first July after the date of enactment of the bill. Six months should give
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taxpayers plenty of time to come forward. The six wonths which cover July 1
to Deteaber 31 of each year are typically not as busy for the IRS, and would
be the best time of the year for IRS personnel to adainister such a prograa.

The bill would allow amnesty for all open tax years ending by December 31,
1983.

It would be better to extend the amnesty to all tax years ending December

31, 1984. Otherwise, someone who has been out of the tax systea for many
years prior to and including 1984 could still be subject to criminal
prosecution for tax evasion or tax fraud in 1984, 1ldeally, the amnesty should
cover tax years which end by December 31 of the tax year which ended prior to
the date of enactment of the bill.

The bill provides amnesty from criminal and civil penalties and 50X ¢f the
interest penalty owed. We thipk that this amnesty is reasonable, but it may

not be enough. Why? Taxpayers probably won't ask for amnesty if tlklr back
L]

taxes are impossible to pay.

A statute of limitations on owi{ng tax should be considered. Some

ttaxpayers may find it Winancially impossible to come forward voluntarily and
pay their back due taxes. There is currently a statute of limitations of six
years on prosecution for failure to file a return but no limitation on owing
taxes., lt may be worthwhile to put a statute of limitations which would liaft
tax l1abflity to the six mos! recent years of liability or net worth, .
whichever {8 larger. This would still enable the IRS to collect a large sum
of montes ovwed, while not proving to be an impossible amount of tax to pay.

Taxpayers who come forward under the amnesty program should be allowed to

enter into a liberal installment agreement to pay their back due taxes, and if

appropri e, be eligible to have thefr tax liability waived if it 18 judged

that {t would be impossible to pay.
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It would be a shame {f many taxpayers did not take advantage of the
amnesty progran because they thought they wculd %ave o pay all the taxes due
in one lump sum. An installaent agreement which is binding on the IRS would
certainly be an appropriate addition to the bill. ,

Any fndividual or cotporaglon would be eligible for the amnesty program,
with exceptions for those currently involved {n aduinstrative or judicial
proceedings, those under crimfnal investigations vhere the IRS has referred
the matter to the Justfice Department before the amnesty perfod begins and
those who make false or fraudulent representations in atteapting to take
advantage uf the amnesty. The amnesty would also cover all federal taxes. We
agree with the eligibility criteria for the proposed amnesty as well as
allowing amnesty to cover all federsl taxes.

There are other significant omi#sions from this bill. The IRS should not

share amnesty tax returns with any other federal government agency for the

purpose of<dlscoverln&>other violations of law. Why would any taxpayer coae

forward to the IRS {f he could be prosecuted on other federal grounds.

The IRS should not share amnesty tax return ipformation with any state or

local tax revenue authority which has not instituted an amnesty prograa.

Otherwise, because of the exchange program between the IRS and state tax
collectfon sgencies, taxpayers may be subject to prosecution at the state and
local level by disclosing federal violations to the IRS. State and local
authorities should be given time to implement programs. If the states do not
develop siamilar programs, they should not have access to this new data unless
the taxpayer agrees with the disclosure.

The bill provides for 50X across-the~board increase .in tax penalties. We

strongly disagree with this across-the-board approach. Recent tax law changes

have already substantially increased penslties, interest charges, and
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reporting requirements. At the same time, little has been done to protect
taxpayers from unreasonable IRS actions or to provide for redress for unfair

IRS actions.

At _the very least, any penalty which has been changed since 1981 should be

exenpt from the 50X increase. There 18 no need to revisit the already

increased penalties provided for by recent tax laws.

We strongly recommend that Congress pass S$.453, the Taxpayers Procedural

Safeguards Act which has been introduced by Senator Charles Grassley. It

would be a serious uistake to allow the Iks to impose much higher penalties on
taxpayers without building additional safeguards into the system. Potential
for serious IRS abuse already exists and does not need to be exacerbated by a
dramatic fncrease in tax penalties,

No doubt, supporters of increased penalties will say that penalties are a
necessary part of the amnesty program, providing the complementary “stick” to
the amnesty “"carrot”™, They will note that state programs have in many cases
increased the penaltfes. But some of these states had low penalties for tax
evasion or revenue enforcing departments which had no respect. Certainly,
this is not the case with the IRS,

It would be better for the IRS to eaphasize that faflure to take advantage
of an amnesty program would substantially add to the likelfhood of successful
prosecution of tax evasion because of the additional proof of willfulness on
the part of the taxpayer. Eaphasis could also be placed on the vast increase
ifn information the IRS receives, and 1ts computer modernization program )
(although this year the IRS made their computers appear to be a weakness, not
the strength that ihey are).

The bill also authorizes money to administer and publicize the amnesty

program. This 18 very important. A special legislative report by the
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National Conference of State Legislatures noted the i{mportance of publicity,
calling ft "a key to success... Press releases and public announcements are
usually not enough. Patd advertisement in major -.ewspapers, magazines,
billboards, television spots or free brochures are utilized ...” in the more
successful amnesty programs.

Mr. Chajrman, we hope the Subcommittee and the U.S. Congress will approve
an amnesty plan. We would be happy to assist you, other ameambers 2f the

Subcommittee, and staff on this important {ssue.

11:43
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Senator CHAFEE. Mr. Herman, you made it very clear in your tes-
timony that clearly it should be a one-shot program. Right?

Mr. HerMAN. Absolutely, Senator, we believe it should be one
shot only.

Senator CHAFEE. How did you work it in Massachusetts with the
duration of the amnesty and the realization that the legislation
was moving through the legislature, that an amnesty was coming
u;})] .?09 therefore people could relax and not pay their taxes for a
while? :

Mr. HERMAN. Well, we were granted authority by the legislature
in July of 1983 to have a 3-month amnesty at any time at the dis-
cretion of the Commissioner. We didn't tell people ahead of time
when it was going to be. In a sense, we tried to spring it on people
with some surprise. In leading up to amnesty—and this was the
key element of it—we had a very tough crackdown on delinquents
or evaders so people would take us seriously when we extended the
hand of friendship, of compassion, of humanity and said, OK,
here's your last chance; we can be very tough, here’s your chance
to come on in and settle up.

The Commissioner then declared this 3-month amnesty period
from late 1983 to early 1984. Again, it was a 3-month period man-
dated by the legislature. And when we cut it off, we then cracked
down hard again. '

Senator CHAFEE. The statistics you gave were extraordinary. You
had 10,000 people lined up the last day. -

Mr. HErRMAN. Yeah. It's the psychology of an amnesty. It is very
interesting. In the early days of the amnesty, we didn’t get a lot of
calls on the telephone, a lot of people writing in. We had a number
of massive mailings to our delinquent file, the file which we had
created through matching Massachusetts’ Federal filers who were
not filing Massachusetts’ State tax returns. We engaged in a mas-
sive publicity campaign to let people know what amnesty was and
then to our great surprise and our delight, literally on the last—
most of the money came in on the last few days of the amnesty.
And there were 10,000 people lined up in Boston and in our district
offices around the State on the last day of amnesty in JJanuary of
1984. It was remarkable.

Senator CHAFEE. Gentlemen, I'm going to ask you to stay there
at the table and ask Mr. Ross who is the Treasury witness, the
Dept;ty Tax Legislative Counsel for the Department of Treasury, to
testify.

Mr. Ross, why don’t you come right up and sit there. And I sus-
pect you won’t favor this, and I might ask the others for comment
on your testimony.

Do you have a statement, Mr. Ross?

Mr. Ross. I do, Mr. Chairman.

Senator CHAFEE. You have copies of it?

Mr. Ross. Yes. We have given copies to your staff.

Senator CHAFEE. All right. Why don’t you go to it, Mr. Ross?

Mr. Ross. OK. Thank you, Mr. Chairman.
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STATEMENT OF DENNIS ROSS, DEPUTY TAX LEGISLATIVE
COUNSEL, DEPARTMENT OF THE TREASURY, WASHINGTON, DC

Mr. Ross. I'm pleased to present the views of the Treasury De-
partment on two bills currently before the Finance Committee: S.
203, a proposal to provide a one-time amnesty from criminal and
civil tax penalties and also for one-half of the interest owed for cer-
tain taxpayers who paid previous underpayments of Federal tax
during the amnesty period; also S. 205, a bill that would permit
taxpayers to designate one dollar of any overpayment of income
tax or to contribute other amounts for payment to a national organ
transplant trust fund.

If I may, I will turn first to the question of the taxpayer amnes-

ty.

Senator CHAFEE. I'll tell you, why don’t you hold up your views
on that organ transplant thing because we are not going to have a
hearing on that until July.

Mr. . I will do that. }

Senator CHAFEE. And we might get you back or have your state-
ment at that time.

Mr. Ross. Fine. I will do that.

Senator CHAFEE. Let's stick with the tax amnesty.

Mr. Ross. I will, Mr. Chairman.

Mr. Chairman, no problem facing our tax system today is more
pressing than the need to maintain volunta? compliance with the
tax laws. Our revenue-raising efforts depend upon taxpayers hon-
estly reporting their income and paying their fair share of tax.

Although the great bulk of American taxpayers are honest, the
facts concerning the level of taxpayers noncomplying are disturb-
ing. Some estimates of the tax revenues to be lost in 1985 alone,
due to noncompliance by taxpayers engaged in legal activities,
exceed $90 billion, roughly half the current budget deficit. The per-
centage of noncomplying individuals has been estimated at 20 per-
cent, and that percentage has been estimated to be increasing. And
as n'?éCh as 10 percent of all corporate income may be going unre-
ported.

The Treasurr Department has been actively exploring ways to
close the so-called tax gap between actual tax liabilities and report-
ed tax liabilities. In that process, we have given careful consider-
ation to a taxpayer amnesty, an approach, as you have heard
today, that has been tried recently by a number of States.

In a typical amnesty program, taxpayer amnesty has been cou-
pled with a proposal for tougher enforcement of the tax laws. Advo-
cates of amnesty believe that the combined incentives, the so-called
carrot and stick, of reduced tax liability and more aggressive future
enforcement will bring forward many taxpayers who have ill:fally
concealed their income and, thus, raise significant additional tax
revenue.

Our analysis of various amnesty programs has led us to conclude
that we should not enact taxpa{er amnesty at the federal level.
Our conclusion is based principally on concerns over the actual and
perceived fairness of a Federal amnesty program, and, thus, over
the possible adverse effects of amnesty on taxpayer morale and
compliance.
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-In addition, we question whether an amnesty program at the
Federal level would raise significant additional revenue in the
short run, and, indeed, we are concerned that amnesty at the Fed-
eral level would be a long-run revenue loser.

The issue of fairness must be paramount in any consideration of
an amnesty program since taxpayer compliance with the tax laws
ultimately rests on taxpayers’ belief that those laws are fundamen-
tally fair. As this committee is well aware, there is much discus-
sion at present over how we may improve the fairness of the tax
system. The administration has recently proposed a comprehensive
reform of the tax system for fairness, simplicity and growth. We
believe that the strong public support for that proposal reflects a
widespread belief that the fairness of the system can and must be
improved.

We have serious concern, however, that the enactment of a Fed-
eral amnesty program would raise additional doubt in the public’s
mind over the fairness of the current tax system.

The great majority of taxpayers, those that dutifully comply with
the law and have paid their fair share of taxes, are likely to feel
cheated when others who knowingly broke the rule are allowed to
escape punishment. And, indeed, to the extent that interest on
overdue tax liabilities is forgiven, as S. 203 proposes, profit from
their wrong.

This natural commonsense reaction would inevitably lead to a
certain cynicism about the tax laws and about the importance of
complying with them in the future.

We cannot overstate the threat such attitudes pose to a tax
system that depends in the long run on taxpayers honestly report-
ing their own liability for tax.

nator CHAFEE. Mr. Ross, why don’t you skip around a bit until
you get to the things you really want to stress here, although this
is a good statement.

By the way, Massachusetts collected the full interest, didn’t you?

r. HERMAN. We collected the full interest, yes.

Senator CHAFEE. I know what Senator Dixon recommended, but
I’'m not sure what Illinois did.

Go ahead, Mr. Ross.

Mr. Ross. Mr. Chairman, let me turn just briefly to the question
of the effect of an amnesty program on revenues. It is the success
of several State amnesty programs in increasing tax revenues that
has caused many to ask whether an amnesty program would have
the same effect at the Federal level. Our studies reveal no evidence
that a Federal amnesty program would raise significant additional
current revenue.

The State amnesty programs have varied in a number of re-
spects, but the greatest success seems to have been achieved where
amnesty is accompanied by a seignificantl increased risk that tax
delinquents will be apprehended in the future. Many States that
have tried amnesty did so at a time when their enforcement of
their own tax laws was somewhat lax. As a consequence, it is not
clear that the additional revenues collected would not have been
glollected had tougher enforcement measures been in place all

ong.



153

As you know, in contrast with many state revenue systems, the
Federal Government has pursued aggressive enforcement policies
in this area for many years. Thus, we question whether a Federal
amnesty program would provide a significant- additional incentive
for those currently outside the law to come forward.

We are also concerned about the long-term revenue effects of a
federal amnesty program. A taxpayer amnesty, even if described as
a one-time program, would lead taxpayers to wonder whether it
might be repeated, and, thus, to question the importance of contin-
ued compliance with the tax laws.

Somewhat perversely, the more successful the program in raising .
short-term revenue, the greater the likelihood that taxpayers
would expect the program to be reported. We believe the tax sys-
tem’s ability to raise revenue must ultimately suffer from any pro-
gram that casts doubt on the need for and importance of taxpayer
compliance with the law.

An amnesty program would gamble with our tax system’s most
important asset—the willingness of taxpayers to obey the law. And
that willingness turns in large part on taxpayer’s belief that non-
compliance will not be tolerated. The small and very likely short-
run revenue gain that might come from an amnesty program is not
worth the risk that taxpayers’ belief in the integrity of the system
would be weakened.

In conclusion, let me say that our judgment that a Federal am-
nesty program would be unwise should not be taken to indicate a
lack of concern with the existing problem of taxpayer non-compli-
ance. To the contrary, the problem of the tax gap requires and is
receiving in-depth study. As you know, we believe that many prob-
lems concerning non-compliance are rooted in the unfairness and
complexity of the current tax laws. That is why it is imperative
that we continue on the road to fundamental tax reform. Such
reform, if it improved the fairness of the system and lowered tax
rates would be a significant step in our efforts to improve taxpayer
compliance and reduce the size of the tax gap.

Mr. Chairman, that concludes my prepared remarks.

[The prepared written statement of Mr. Ross follows:]



1564

ror Release Upon Deliver
Expected at 9:30 a.a., E.D.T.

a
June 24, 1985

STATEMENT OF
DENNIS ROSS
DEPUTY TAX LEGISLATIVE COUNSEL
DEPARTMENT OF THE TREASURY
BEFORE THE
SUBCOMMITTEE ON TAXATION AND
DEBT MANAGEMENT OF THE
SENATE PINANCE COMMITTEE

Mr. Chairman and Members of the Subcommittee:

I am Yloascd to present the views of the Treasury Departament
on two bills currently before the Finance Committee: §5.203, a
proposal to provide a one-time amnesty from criminal and civil
tax penalties and for one-half of the interest owed for certain
taxpayers who pay previous underpa¥-onts of rederal tax during
the amnesty period; and $.205, a bill that would permit taxpayers
to designate $1 of any overpayment of income tax, or to
contribute other amounts, for payment to a National Organ
Transplant Trust Pund. If I may, I will address first the
taxpayer amnesty bill.

TAXPAYER AMNESTY

The Noncompliance Problem

No problem facing our tax system today is more pressing than
the need to maintain voluntary compliance with our tax laws. Our
revenue raising efforts depend ugon taxpayers honestly :ogortlng
their income and paying their fair share of tax. Although the
great bulk of American taxpayers are honest, the facts concerning
the level of taxpayer noncompliance are disturbing. Some
estimates of tax revenues to be lost in 1985 alone due to
noncompliance by taxpaYets engaged in legal activities exceed $90
billion, or roughly half the current budget deficit. The
percentage of noncomplying individuals has been estimated at
tventy percent, and increasing steadily. As much as ten petcent
of all cocrporate income may be going unreported.

B-194
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The Treasury Department has been actively exploring ways to
close the so-called "tax gap" between actual tax liabilities and
reported tax liabilities. 1In that process we have given careful
consideration to a taxpayer amnesty, an approach that has been
tried recently by a number of States. In the typical aanesty
program, taxpayer amnesty has been coupled with a proposal for
tougher enforcement of the tax laws. Advocates of taxpayer
amnesty believe that the combined incentives of reduced tax
liability and more aggressive future enforcement will bring
forward many taxpayers who have illegally concealed their income,
raising significant revenue at low cost.

A rlawved Approach

Our analysis of various amnesty programs has led us to
conclude that we should not enact taxpayer amnesty at the rederal
level. Our conclusion is based principally on concerns over the
actual and perceived fairness of a Federal amnesty program, and
thus over the possible adverse effects of an amnesty program on
taxpayer morale and compliance. 1In addition, we question whether
an amnesty program would raise significant revenue in the short
tun, and indeed, are concerned that amnesty could be a long-run
revenue loser.

A Question of Fairness

The issue of fairness must be paramount in any consideration
of an amnesty program, since taxpayer compliance with the tax
laws ultimately rests on taxpayers’' belief that those laws are
fundamentally fair. As this Committee igs well aware, there is
much discussion at present over how we may improve the fairness
of the tax system. The Adainistration has recently proposed a
comprehensive reform of the tax systeam for fairness, simplicity
and growth. We believe that the strong public support for that
proposal reflects a widespread belief that the fairness of the
system can and must be improved.

We have serious concern that enactment of a Federal amnesty
program would raise additional doubt in the public’s amind about
the fairness of the current tax system. The great majority of
taxpayers, those who have dutifully complied with the law and
paid their fair share of tax, are likely to feel cheated when
others, who knowlnglg broke the rules, are allowed to escape

unishment and indeed, to the extent interest on overdue tax

iabilities is forgiven, profit from their wrong. This natural,
common sense reaction would inevitably lead to a certain cynicism
about the tax laws and the importance of complying with them in
the future. We cannot overstate the threat such attitudes pose
to a tax lYltel that depends on taxpayers honestly reporting
their own liability for te:.
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Effect on Revenues

The success of several State amnesty programs in increasing
current revenue has caused many to ask whether an anmesty program
would have the same effect at the Federal level. After studying
the various State programs, we find no evidence that a Federal

“amnesty program would raise significant additional current
revenue.

State amnesty programs have varied in the taxpayers they
cover, in the taxes, penalties or interest that they forgive, and
in their provision for increased future enforcement efforts or
penalties. However, the greatest success seems to have been
achieved where amnesty is accompanied by a significantly
increased risk that tax delinquents will be apprehended in the
future. Many States that tried amnesty programs did so at a time
when enforcement of their tax laws had been somewhat lax. As a
consequence, it is not clear that the additional revenues
collected would not have been collected had tougher enforcement
measures been in place all along. In contrast with these States,
the Federal government has pursued aggressive enforcement
policies for many years. We thus question whether a Federal
amnesty program would provide an additional incentive for those
currently outside the law to come forward.

Other factors also suggest that the Federal experience with
amnesty would differ from that of the States. The history of
strict enforcement at the Federal level is likely to result in a
greater reluctance for taxpayers to confess to Federal than to
State authorities. The risk of unexpected consequences,
including costly administrative proceedings, could be more
difficult to gauge at the Federal than at the State level. 1In
addition, because there would be more dollars at stake federally,
many taxpayers would be financially unable to wipe the slate

clean.

Possible Adverse Long-Term Revenue Effect '

We also believe that a Federal amnesty program could have a
substantial negative effect on long-term revenues. A taxpayer
amnesty, even if described as a "one-time” prograam, would lead
taxpayers to wonder whether it might be repeated and thus to
question the importance of continued compliance with the tax
laws. Somewhat perversely, the more revenue the program raised
in the short run, i.e., the greater its apparent success, the
more likely taxpayer perceptions that it would be repeated.

We believe the tax system’s ability to raise revenue must
ultimately suffer from any program that casts doubt on the need
for and impcrtance of taxpayer compliance with the law. An
amnesty program would gamble with our tax system’s most important
asset, the willingness of taxpayers to obey the law. This
willingness rests in large part on taxpayers’ belief that
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noncompliance will not be tolerated. The small, and very likely
short-run revenue gain that might come from an amnesty prograam is
not worth the risk that taxpayers’ belief in the integrity of the
systea would be weakened.

Suggested Approach -

Our conclusion that a Federal amnesty program would be unwise
should not be taken to indicate a lack of concern with the
existing problem of taxpayer noncompliance. To the contrary, the
problea of the tax gap requires, and is receiving in-depth study.
As you know, we believe that many problems concerning
noncompliance are rooted in the unfairness and complexity of the
current tax laws. That is why it is imperative that we stay on
the road to fundamental tax reform. Tax reform that improves the
fairness of the system and lowers tax rates would be a
significant step in our efforts to improve compliance and reduce
the size of the tax gap.

NATIONAL ORGAN TRANSPLANT
TRUST FUND

§.205 would employ the tax return system to facilitate
taxpayer contributions to a National Organ Transplant Trust Fund.
However worthy the purposes of a National Organ Transplant Trust
rund, we oppose use of the tax system and the return process for
goals that are wholly unrelated to the raising of tax revenue.
You should note that we have, on the same grounds, proposed
repeal of the existing Presidential Campaign Check-off as part of
fundamental tax reform. Provisions such as these, though
:cc-in91¥ harmless when considered alone, add significantly to
the complexity of the tax system. The question of support for a
National Organ Transplant Trust Fund should be pursued in another

aanner.

51-221 0—85——6
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Senator CHAFEE. Well, Mr. Ross, I think that's interesting. Of
course, we have Massachusetts sitting next to you where Mr.
Herman has testified that they've had great success and yet I don’t
think there’s any suggestion-that since it proved successful, they
had better try it again.

Mr. Ross. Are you raising the issue of whether a one-time pro-
gram is proposed or desirable?

Senator CHAFEE. I don't think anybody has ever suggested any-
thing more than a one-time program. I really dor.’t agree with Sen-
ator Dixon’s proposal that you excuse half the interest. I think that -
is, as you say in your statement, rewarding the fellow who has
cheated. Waiving the penalty is one thing, but to let them make a
profit on that is another.

But, you know, I agree with what the other witnesses have said.
That this would not upset the honest taxpayer. I think the honest
taxpayer’s reaction, as both Senator Dixon and Mr. Herman have
described, is that they are very pleased that this additional reve-
nue came in. And I don’t think they think that the delinquent is
getting away with something. Except in Illinois. I would have been
upset about the lack of interest. Apparently, it has been mentioned
here by Senator Dixon'’s assistant. Illinois excused half the interest.
But outside of that, I think the honest taxpafver would say, gee,
this is a bonanza, thank goodness. We are all better off because
there is more in the pot than there would have been without it.

Mr. Ross. Mr. Chairman, I think you also have to consider,
though, what the honest taxpayer is going to think about his own
future behavior. As you pointed out, the program in Illinois was, in
a sense, repeated. There was an initial administrative amnesty and
then a couple of years later there was a legislative amnesty. And
in a couple of years, there may be additional proposals for amnes-

ty.

I take it Mr. Keating’s group thinks that there should be serious
consideration given to some sort of standing amnesty program. And
that's not without precedent worldwide. Many of the European na-
tions and some of the Latin American nations have standing am-
nesty programs. And I think they have experienced compliance
problems. Even as serious as our own compliance problems are,
they are dwarfed by those of many foreign governments.

And certainly that's the Treasury Department’s fundamental
concern in this area. What message you are going to be sending to
taxpayers. Is it necessary to obey the tax laws or do you wait
around for the possibility of an amnesty?

Senator CHAFrEe. Well, I think—not every 50 years. But we
haven’t done it before, and if we did it once, and you got a lot of
revenue, I don’t think the incentive would be, gee, it's worked once,
try it again. B

Let me ask you a question. What do you do about the fellow who
is out there—and these people turn up every so often, usually
when they have applied for some kind of a job—that has never
paid any income tax? He doesn’t dare start ’Fl?ying them because
when he does then he’s really in trouble. These people are out
there. We have turned them up when they have gotten some kind
of a Federal position and some FBI check is run on them for this
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reason or that. I think Federal jidges have turned up that haven't
paid their income taxes, pérspective judges.

What do you think? That person is in a trap. He can’t come for-
ward. But under this program he could. He can clear the slate. He
can get out of this hole that he is in.

Mr. Ross. That is a possibility.

Senator CHAFEE. So this would be nonsexist. That she might be
in that position.

Mr. Ross. Sure.

Senator CHAFEE. It’s not only men that cheat on taxes.

Mr. Ross. That'’s no doubt true.

The question is, I think, in part whether that dperson even in the
face of an amnesty is going to come forward. And you might
wonder whether that person, if they have escaped paying income
tax for so long in the past—may think “why stop now.”

And amnesty will, no doubt, cause some people to recalculate
their position and decide this is the time to fjoin the system of
people who pay taxes. But others will stay out of the system.

Senator CHAFEE. Is your principal objection that once we did it
we might do it again?

Mr. Ross. I wouldn’t say that if you could somehow constitution-
alize the matter, so that the possibility of repeated amnesty would
be so remote that no one would take it seriously, that we would no
longer have an objection. We certainly have concerns about how
much revenue this program would raise.

We also question what effect even a one-time program will have
on other taxpayers who, again, for the most part, comply with the
law faithfully, honestly, and repeatedly and would see others who
made different choices escape, for the most part, the consequences
of those choices.

Senator CHAFEE. I'm sorry we don’t have a witness from some of
the other States. We've had witnesses from two States where the
thing has been a great success. It may well be that the Massachu-
setts program was rather lethargic in advance of it. But some of
the other States tried it and my information shows it didn’t work
very well. South Dakota was one of them. Maybe South Dakota just
didn’t have that much revenue out there that is going uncollected.

Mr. Ross. Mr. Chairman, I might point out that when you meas-
ure the possibility of success at the Federal level by reference to
what has happened at the State level, you are really venturing on,
I think, a little shakey ground.

First of all, and it is a Foint that you brought out earlier, en-
forcement at the State level has not been as strict as at the Federal
level. This raises the question of how much of the gain in revenue
is really attributable to the stick part of the program. Most of the
state amnesty programs have had both approaches—the carrot of
amnesty, the stick of enhanced enforcement. I think one has to ask
how much additional revenue the States would have gained by
simply bringing their enforcement efforts up to speed.

Senator CHAFEE. Kansas did it from July to September. Three
months. And they picked up about $1% million. Now I suppose the
Massachusetts peoplegwould say, well, they didn’t do the program
correctly; they didn’t publicize it; they didn’t have a prelimina
crackdown to show they meant business; they didn’t have hig
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(Yislib(iility in the seizure of some assets; and, therefore, the program
ailed.

North Dakota collected $135,000.

Do you gentlemen have anything else to say? Mr. Herman?

Mr. HErMAN. Yes, Mr. Chairman. A couple of quick points.

Mr. Ross discussed and raised the question of undermining peo-
ple's confidence in the fairness of the tax system. Well, I think that
part of the national debate today is that our tax system is funda-
mentally unfair. Even President Reagan last week, I think in ex-
pressing a view of many people in the country, said cheating on ex-
isting tax laws is not a sin but a duty. So I don’t think that many
people in this country today think that our tax system is fair.

Second, as to enforcement and the IRS' success with enforce-
ment. While it has a long and distinguished history, today it is
losing its battle. We have the $100 billion annual tax gap. We have
one in five people admitting they are cheating on taxes—and that’s
from an IRS study, the Yankolovich study. Your chances of being
subject to criminal investigation by the IRS is 1 in 43,000. As to long-
term revenue effects—while Mr. Ross suggested that there is an
argument that there would be a long-term loss, we find to the
contrary. We believe that there will be not only a one-time windfall,
but once we get people on the rolls from amnesty, voluntary compli-
ance will go up, people will be on the rolls and additional revenue
will continue to come in from these people year after year.

Senator CHAFEE. Well, I think there’s a lot to that, what you say.
Any rebuttal, Mr. Ross?

Mr. Ross. I don’t want to engage in a point by point rebuttal.

Senator CHAFEE. Well, engage in one or two points.
beMr' Ross. Fair enough, Mr. Chairman. I'm trying to remem-

r-———

Senator CHAFEE. Well, he said, first of all, you get more people
on the rolls and they will stay on the rolls.

Mr. Ross. There is some possibility of that. I should point out,
however, that the IRS studies of State amnesty programs reveal
that something well less than 10 percent ot the persons that come
forward under State amnesty programs are not already Federal
filers. So it’s not clear how much potential there is for the Federal
system to expand simply throuﬁh an amnesty program.

I would also point out that the most optimistic estimates about a
Federal amnesty program project about a $15 billion revenue
pickup. The problem of the tax gap or the problem of taxpayer non-
compliance by all estimates exceeds that by a ratio of 5 or 6 to 1.

Senator CHAFEE. Beg your pardon. I missed that. What did you
sai,l Mr. Ross?

r. Ross. Well, the most optimistic estimates about the revenue
to be gained from a Federal amnesty are something like $15 bil-
lion. The problem of the tax gap dwarfs that. We are not going to
eliminate the problem of noncompliance through an amnesty. And
that’s really one of the reasons why we anticipate there will be
pressure in the future to do something like this again.

This is not a solution to the problem of noncompliance in the tax
system. Moreover, I think there are better approaches to a solu-
tion. And to some extent the Service and the Treasury Department
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are pursuing those. For example, the Federal budget now contains
for fiscal years 1987 through 1989 proposals to increase the number
of revenue agents.

Senator CHAFEE. Seventy-five hundred, isn’t it?

Mr. Ross. Seventy-five hundred over 3 years. That's right.

And it’s believed that that will significantly improve the enforce-
ment efforts of the Service. Beyond that, recently enacted legisla-
tion has increased significantly the volume and character of infor-
mation that the IRS receives in the nature of reporting various
items of income in the economy.

Senator CHAFEE. You mean waitresses and so forth?

Mr. Ross. Well, that’s one example. Mortgage interest is now re-
quired to be reported. State and local tax refunds must now be re-
ported. And a variety of partnership information items must be re-
ported. The IRS is pursuing increased audit of tax shelters. A lot of
this has come on ﬁne in the last few years. And while we don’t
want to say that this is in and of itself going to significantly abate
the problem of taxpa?;er noncompliance, there are important ef-
forts being made in the enforcement area. And that is where we
would like to see the focus maintained rather than going for the
sort of quick-fix solution of an amnesty. And I'm not even sure the
proponents identify it as a solution.

Senator CHAFEE. I don’t think anybody says it's a solution.

My trouble is I don’t see that they are mutually exclusive—doing
what you are sugﬁesting and an amnesty. I don’t see how they get
in the way of each other. I think there should be increased audits.

By the way, somebody said that there is a chance of only 1 in
43,000. What are the chances of audit now? What percentage of re-
turns do you audit? )

Mr. Ross. I'm not certain of the exact percentage, Mr. Chairman.
It's clearly not an extremely high percentage. I think it’s probably
under 5 percent. _

Mr. WADE. It's more like 1%2.

Senator CHAFEE. That's what I thought. I thought it was around
1%. I think the more audits the better. If somebody thinks they are

oling to be audited, they really are careful. And he or she is care-
ul.

Here's a note. Audit coverage in 1984—1.3 percent, which is a
very low percentage. If you know you are going to be audited, you
just err always on the correct side.

Mr. Ross. Mr. Chairman, if I could make one additional point
here. The problem of people gambling with audits, so-called audit
roulette, I'm not sure it’s not enhanced to some extent by an am-
nesty program. All of the amnesty programs carve out taxpayers
who are currently under investigation or have been contacted by
ghe Internal Revenue Service. And in the case of the State, the

tate——

Senator CHAFEE. What do you mean carve them out?

Mr. Ross. Well, they are not eligible for the amnesty.

Senator CHAFEE. Yes.

Mr. Ross. And I think no one is going to voluntarily comply if
they can wait until the IRS catches them and at that point come
into the system. I think you have to have that kind of carveout.
The problem has always been—and there is historical experience at
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the Federal level for this—you know, at what point do you consider
the taxpayer to have been contacted. The taxpayer can, in a sense,
keep the ear to the ground and see if something is afoot, see if
there is some possibility that his or her return is going to come
under IRS scrutiny. And only at that point come forward.

Senator CHAFEE. Well, I don’t know about that. First of all, these
amnesties are very brief. In 3-month periods. [ don’t know if any of
them are more than 3 months. And second certainly in the Massa-
chusetts one, they didn’t let you know when it was going to be. I
think you are right in saying that once proceedings have been
started—and I don’t know how you would define them—but some
kind of proceedings—then you don’t get the amnesty. So, therefore,
I don’t think there is an amnesty roulette. If you knew someone
was on your trail, sure, if the amnesty was in effect you would rush
in. But if you didn’t know when the amnesty was going to come
along, and I think it’s a good point, one Massachusetts did—give
thi;l‘reasury Department an opportunity to choose when it is going
to be.

Well, I appreciate you all coming.

Thank you very much. That concludes this hearing.

[Whereupon, at 10:58 a.m., the hearing was concluded.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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STATEMENT
on
TAX AMNESTY
before the
SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
of the
SENATE COMMITTEE ON FINANCE
for the
CHAMBER OF COMMERCE OF THE UNITED STATES
by
David R. Burton*
June 24, 1985

The Chamber of Commerce welcomes this opportunity to comment on Senator
Dixon's “Federal Tax Deliquency Amnesty Act of 1985" (S. 203). The Chamber is
opposed to tax amnesty because of strong reservations about the fairness and

administrative wisdom of a tax amnesty.

Because of Massachusetts' recent experience and lobbying by several
citizens' groups, the tax amnesty issue hasAattained an uncharacteristically
high profile. Many prominent persons have either endorsed the idea or
promised to give it extended consideration. In the wake of Massachusetts'
success, Speaker 0'Neill and House Ways and Means Chairman Rostenkowski both

said it is worth examining whether such a program on the federal level would

be desirable.

* Jax Specfalist
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On January 17, 1984, the last day of the Massachusetts tax amnesty
progranm, taxpayers stormed into the state's tax collection offices voluntarily
paying additional taxes to the state government. The government was
overwhelmed. Under the program, the state offered to forgive criminal and
most civil penalties to those tax evaders who would voluntarily come forward
and pay back taxes and interest. The program raised at least $62.3 million in
90 days. About 50,000 people who had been cheating on their taxes took
advantage of this opportunity to settle their accounts with Massachusetts'

taxing authorities.]

This experience has prompted at least 11 other states to implement a tax
amnesty program. But these programs have experiencaed markedly differing
degrees of success. For example, North Dakota's amnesty raised only $150,000

and ldaho's program raised only 5300.000.2

! See Wall Street Journal, January 25, 1984, p. 1; John L Mikesell, "Tax

Annesties as a Tool for Revenue Administration,” 57 State Government 114
(1984).

2 Mikesell, 1bid., p. 19.
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Proponents argue that a federal amnesty would rnige tax rev;nues without
raising taxes. They contend that an amnesty would be compassionate, allowing
otherwise taw-abiding citizens to clear their conscience and avoid the
" possibility of going to jail. An amnesty would allow the IRS to attack the
underground economy. Everyone, it seems, would benefit, and Massachusetts'
and other states' experiences prove that any administrative problems can be

easily overcome. However, there are reasons to be wary of a tax amnesty.

Although hearings which looked into the subject were held by Senator
Grassley as early as May, 1983,3 the lack of professional commentary and
historical documentation makes an exhaustive normative or historical
discussion of tax amnesty particularly difficult. In fact, tax amnesty has a
long, 1ittle known and less than honorable history in the United States. An
examination of the reasons that caused such-a policy to be abandoned in 1952
may provide otherwise unavailable insight about whether the policy is
desirable. To institute a tax amnesty without an extended review of the
experiences of our predecessors would be unnecessarily to condemn ourselves to
repeat their mistakes. Moreover, there are moral considerations that seem, so
far, to have been omitted altogether from the policy debate. In short, the

policy is not an unmitigated panacea.

3 Hearings before the Senate Finance Committee Oversight Subcommittee, May

20, 1983 (hereinafter Grassley Hearings).
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History

“Experience,” satd Publius, "is the oracle of truth; and when its
responses are unequivocal, they ought to be conclusive and sacred."
Experience may preclude an amnesty; but if we decide to adopt a voluntary
disclosure policy in principle for other reasons, it should at least be

structured so it will not repeat the mistakes of the past.

From 1919 to 1952, the Bureau of Internal Revenue (as the IRS was then
called) matntained a policy of granting immunity from criminal prosecution to
tax evaders who voluntarily disclosed their evasion.5 In 1952, the policy

was discontinued because of 'administrative difficulties.”

4 The Federalist Papers (No. 20).

5 Attachment 12, History of Yoluntary Disclosure Policy, p. 165, undated

Treasury document obtained from the IRS under the Freedom of Information Act;

also, Administration of the Internal Revenue Laws: Hearings before a

Subcommittee of the House Committee on Ways and Means, 82d Cong., 2d Sess.

(1952) (statement of IRS Commissioner John C. Dunlap) (cited hereinafter as
*King Hearings").

N
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The policy had given rise to corruption, uneven administration of the tax
law, uncertainty, increased litigation and unpunished and flagrant failure to
pay taxes due. Treasury has refused to reinstitute the policy primarily
because of these problems, some of which are discussed in greater detail under

separate headings below.6

One example of corruption within the Bureau of Internal Revenue was the
Chief of an Income Tax Division who made a regular practice of falsifying
written documentation of voluntary disclosures so it looked as if the taxpayer
had disclosed before an investigation had commenced. This sort of practice,
however, was not unusual. In less than one year, over 10% of the Bureau's top

personnel were discharged because of administrative irregu\arities.7

e

6 King Hearings, Treasury testimony.

7 See Charles S. Lyon, "The Crime of Income Tax Fraud: Its Present Status

and Function,” 53 Col. L. Rev. 476, 476-477 (1953); Report of the Subcommittee

on the Administration of the Internal Revenue Laws to the House Ways and Means

Committee, 82nd Congress, 2nd session, 11, 45-46 (1952),
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In light of this experience, any amnesty proposal must grapple with
several broad structural issues. None of the major amnesty proposals

presently circulating adequately does so.8

Duration

If we implement an amnesty, we must decide whether it wili be one of
indefinite duration or whether it will be a one-time offer with a defined
termination date. If amnesty is a good idea, rather than a cynical
response to the exigenéies of contemporary tax revenue shortfalls, then it
seems contradictory to 1imit the program to only a few months. W¥hether the
motive is revenue raising or compassion towards repentant tax evaders, the
situation does not magically change after 90 or 180 days. No doubt, the major
reason cited by proponents of a short, fixed period is the need for deterring

future tax evasion.

8 Major proposals include those of the Chicago Bar Association and Jack
Warren Wade made at the Grassley Hearings, May 20, 1983. The American Bar
Association proposed a statutory continuing voluntary disclosure policy in
1962. 15 Tax. L. 191-195 (1962). Recent legislative proposals include
Senator Dixon's “Federal Tax Delinquency Amnesty Act of 1985" (hereinafter the
Dixon bi11) (S. 203) and Title Il of Rep. Siljander's "Ten Percent Flat Tax

Rate Act" (hereinafter the Siljander bill) {H.R. 200).
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-

But once an amnesty has been adopted, the damage i1s done; taxpayers will
anticipate future amnesties. Moreover, less sophisticated taxpayers may
misinterpret an amnesty to mean that criminal penalties for tax evasion simply

have been repealed.

A method of at least partially addressing these concerns would be to
combine a vastly increased effort to apprehend tax evaders with any tax
amnesty which might be enacted. Thfs would deter future evasion, encourage
present voluntary disclosures and apprehend more unrepentant tax evaders.
Presently, however, the trend seems to be towards reducing the IRS's
investigatory and prosecutorial resources, not expanding them. This, of

course, would assure a marked increase in demand for tax amnesty.

E1fgibility Test

For purposes of determining whether a taxpayer's disclosure was timely,
each proposal must include a test based on whether the taxpayer had actual
knowledge he was under investigation or on some "objective” test which
considers only when the iRS actually commenced or concluded its investigation.
It does not seem fair to deny a taxpayer immunity under'so-called “objective"
tests even though he actually did not know he was u;de; investigation, he had
no way of finding out whether he was under investigation, and he complied with

all of the government's requirements.:
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This point of view rests on the premise that the government is making an
offer which, 1f accepted, should be binding. The proposal is subject to
criticism for granting rights to tax evaders who gave nothing in return for
the right, while all U.S. taxpayers are obligated to pay taxes without
receiving any special rights. An "objective" test would strongly discourage
disclosures because people would be afraid that they would disclose
fncrimninating evidence in good faith only to discovery out that, unbeknownst

to them, the IRS had begun an investigation.

One of the primary reasons the earlier policy was discontinued, however,
was that the Bureau became saddled with proving beyond a reasonable doubt that
the taxpayer did have actual knowledge of an investigation in cases where
taxpayers “"voluntarily disclosed” their fraud only after, in fact, learning of

an tnvestigatfon.9

One suggested solution is to require the IRS to give notice to taxpayers
upon initiating an investigation. This has the advantage of allowing all
t&&p&yers to know thefr status with respect to the amnesty. It has tﬁe
disadvantage of insulting honest taxpayers and of warning dishonest taxpayers
and allowing them to destroy evidence or hide assets.

“ (N

9 See, e.g., Treasury testimony at the King Hearings, January, 1952; U.S. v.
Weisman, 78 F. Supp. 979, 981 (D. Mass. 1948); In Re: Liebster, 91 F. Supp.
814, 816 (E.D. Penn. 1950); U.S. v. Levy, 99 F Supp. 529! 532 (D Conn. 1951};
U.S. v. Pack, 140 F. Supp. 121, 126 (D. Del. 1956). .See. also Plunkett v.

C.I.R. 465 F.2d 299, 302 (7th Cir. 1972).
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¢ .. A similar approach would be to set up an independent office which would
tell a taxpayer whether he was under investigation; however, {t would be
'difficult, if not impossible, to convince taxpayers that such inquiries would
not lead to an investigation of their affairs. The preferred solution is to
employ the "subjective" actual knowledge test but shift the burden of proof to
the taxpayer. The lack of an IRS fnvestigation would, of course, make the
issue moot. The Dixon and Siljander (S. 203 and H.R. 200) bills both employ
the objective test and would, therefore, tend to discourage disclosures. The

Dixon bill would further 1imit eligibility to those who earned their untaxed

income legally.

Degree of Civil Liability

Each proposal must state whether the taxpayer will be immune only from
criminal penalties or also from civil penalties. The more generous the
immunities granted under the amnesty, the greater the response will be.
Forgiveness of civil penalties and, for that matter, interest and back taxes
would encourage more tax evaders to disclose and join the tax rolls. On the
other hand; to the extent that tax evaders are free from meaningful

punishment, the importance of the crime of tax evasion is degraded and its

commission encouraged.

The Dixon bill would forgive all civil and criminal penalties. In
addition, the bill would forgive one-half of the interest on back taxes. The
Sfljander bill would forgive all civil and criminal penalties. It would also
forgive any “addition to tax" which is defined as “any additional amount.”
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Presumably, then, the Siljander dbi11 would forgive all interest. Thus,
under both the Dixon and Siljander bills, tax evaders would be treated better

than honest taxpayers who were forced to forgo interest on taxes paid.

Minimum Procedural Formalities

Each proposal must include a procedure for taxpayers to make their
disclosures. Any contemporary amnesty program must institute minimum
formalities if it is to be a success. Under the abandoned policy, the lack of
~ven minimum formalities gave rise to problems of administrative abuse,
corruption and 1itigation arising vut of uncertainty. As simple a step as
requiring that a special form be filed with a special Washington office by
certified mail would eliminate much corruption, abuse and uncertainty. This
procedure need not hinder ease of administration, however. The forms could be
made available anonymously at all post offices and, once a proper disclosure

was made, the case could be administered by local IRS offices.

The Payment Problem

It must be determined whether payment must accompany disclosure or whether
a mere promise to pay is sufficient. Historically, the problem of disclosure
being followed by nonqooperation or failure to pay was a very real one.
Since, however, the basic agreement between the government and taxpayer would

be Tmmunity in exchange for money, it seems clear that failure to maintain
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payments under a reasonable installment agreement should result in loss of
immunity and subsequent criminal prosecution in most, if not all, cases. The
tax evader should not be treated better than the law-abiding taxpayer as,
indeed, he would be if allowed to maintain his crimina) immunity yet default
in his payments. Moreover, the threat of criminal punishment will act as a

constant incentive for tax evaders to meet their obligation.

Both the Dixon and Siljander bills would explicitly allow installiment
payment plans., They are drafted so that the IRS would retain total discretion
about whether to grant a payment program. Neither bill makes it clear whether
criminal or civil penalties could be reinvoked upon nonpayment. If not, then
tax cheats could simply fite the amnesty form, not pay and h2 secure in the

- knowledge that the IRS cannot even collect interest.

Scope of Immunity

Each proposal must state whether the scope of the immunity will extend to
partial disclosures and years for which a disclosure was not made. Immunity,
it would seem, should extend only to those years for which.the tax evader has
paid or agreed to pay his taxes. Otherwise, the policy, in effect, would be
forgiving back taxes. Yiewed from a somewhat different perspective, the
adoption of any other policy could be viewed as tu:tamcunt to subsidizing
fraud. If it is shown that for any year, including years for which a tax
evader made only partial disclosure, a person coomitted fraud, then he shoutld

be fully liabdble.
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Treatment of Related Persons

Each proposal must contain provisions regarding the treatment of related
or i&sociated persons or entities such as famfly, subsidiaries, business
partners, shareholders, management, frequent business assocfates and the
1ike. This issue is extremely problematic. Obdviously, {f a supplier is being
investigated he wil) probably inform his customers of the 1nvestigat16n so
that they may "voluntarily”™ disclose before it is “too late" ({.e. before they
too are under formal investigation). Likewise, a relative or partner would
probably inform his family or partner as soon as he was the least suspicious
that he may be under investigation. This is precisely the kind of warning

which the Treasury considered impossible to prove under the abandoned policy.

Perhaps the dest rule to fashion would be one that denied immunity to any
party which had substantial commercial or financial involvement with the
investigated party. It might be possible to borrow from securities'
regulation standards regarding insider trading. It would be preferable to use
borrowed standards because it would eliminate much of the uncertainty that
would surround a novel test. Both the Dixon and Siljander bills adopt the

reasonable, but perhaps too lenient, test presently found in section 267(b).

Administrative Discretion

Each proposal must state whether the policy is implemented by statute,

Treasury regulation or administrative policy. It is a fundamental



175

tenant of the American political ethos that we should have a government of
law, not of men. In furtherance of this sound principle the policy should be
elevated beyond mere policy in the sense that binding rules governing the
policy should be made. B8inding rules are legally enforceable rules which will
be applied against both the tax evader and the IRS. Binding rules prevent
favoritism and abuse of administrative discretion; they promote certainty,

uniform administration of justice and the rule of law.

The Judiciary began to develop binding rules with respect to the policy,
placing 1imits on the Bureau's hitherto unbridled discretion. The most
prominent example of judicial restraint was the case of In Re: Liebster.1°-
In that case, the court held, in effect, that the Treasury had a well known
policy of offering immunity in return for a voluntary disclosure of fraud, a
policy designed to induce such disclosures, and that if a taxpayer
substantially complfed with the known terms of that policy, the Bureau was
estopped from prosecuting the taxpayer. The Bureau, jealous of its
discretionary prerogatives, soon announced the discontinuation of the policy.

Yet it has maintained a de facto voluntary disclosure policy, with no judicial

interference, unto this day."

10 91 F. supp. 814 (E.D. Penn. 1950).

n See, e.g9.. testimony of Chicago Bar Association at the Grassley

Hearings; Marvin J. Garbis and Stephen C. Struntz, Tax Procedure and Tax

Fraud. West Publishing Co., 1982, pp. 596-597. Richard J. Trattner and Mark
D. Pastor, “IRS Disclosure Policy." 1 L.A, Lawyer 30 (May 1978).
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If the Treasury should continue to maintain that the policy is undesirable
in principle, propcnents of an amnesty. have only statutory recourse. In light
of the limited, and generally unfortunaie, experience with the policy, it may
be more prudent to attempt to use the more flexible regulatory route first. If
a statute be enacted, it may be desirable to frame it in broad language so
that Treasury may change the mechanical rules of the policy as experience

dictates.

Considerations of Federalism

Each proposal must include the degree to which the IRS should cooperate
with state and 1ocal taxing authorities. Unless sharing with state and local
authorities of information garnered from voluntary disclosures is predicated
on their having an amnesty too, the possibility of being prosecuted by a
nonparticipating government will be an extremely strong disincentive to
participate in a federal amnesti program, In fact, it seems that many people
who disclosed to the Massachusetts government may soon find themsleves under
IRS investigation because Massachusetts may share information with the IRS.
In order to incure the success of an amnesty program these fears must allayed
either by a guareitee enforeable at law not to share information or by a
geographically limited program. Neither the Dixon nor the Siljander bill

addresses this problem,
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Revenue Effects

The extremely limited data available from the 1940s imply a contemporary
federal revenue increase of about $6 billion to $10 billion each year
attributable to a continuing tax amnesty program.]2 To the extent that the
underground economy is larger than it was in the 1940s, the expected revenue
pickup would be larger. Massachusetts' recent experience implies a similar
federal figure. None of these figures is reduced to account for revenues that
could or would have been received because of enhanced or even ordinary IRS
investigatory initiatives, nor does any account for tax revenues lost because

of increased tax evasion induced by amnesty programs.

12 See, e.g9., Joseph W. Burns and Murray L. Rachlin. "Should We Penalize
Yoluntary Disclosures,” 28 Taxes 39 (January, 1950); Seraid L. Wallace.
"Penalties and Prosecutions for Evasion of the Federal Income Tax," 1 Tax L.

Rev. 329, 342 (1946).
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Justice

All too often, tax evasion is not viewed as a serious crime. But for
those who harbor now somewhat unfashionable notions about an individual's
duty, if not to the state then to other civilized individuals, the tax evader
has seriously breached his obligation as a citizen. He has forced others to
bear a heavier burden than is rightfully theirs. If his behavior were to
become the normm, the very fabric of civilized society would rapidly be torn as
under. To allow persons blithely to avoid supporting a society from which

they benefit dafly is morally repugnant.

Although a policy of not prosecuting a person who voluntarily comes
forward admitting his transgression is consistent with a policy of trying to
bring back prodigal persons who have strayed from the fold of civilized
society, compassion and sympathy for the newly enlightened criminal must be
weiéhed against the value of deterring undesirable conduct in the future and
tae sense of moral outrage caused by the additional burden thrust on others by

the evader's shirked obligation.
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Conclusion

As the Massachusetts andhearly federal experiences indicate, an amnesty
program can be expected to raise money. With proper regard for the lessons of
experience, a workable amnesty program could, no doubt, be instituted at the
federal level. It would cause administrative difficulties which might be
serious enough to outweigh an amnesty's benefits. It is an open and undebated
question whether an amnesty is just. In short, it is doubtful whether we

should grant an amnesty to the republic's tax evaders.



180

AMNESTY

Preliminary Analysis

Massachusetts Department of Revenue

lra A. Jackson, Commissioner

March 21, 1984



181

<1977

AP eI N

FOR $5.83 N UNERORTED
TS W \937.. AND
INCOME FROM BABYSITTN
THEN OME \939...

I PAID NO TAX ON MY

_.AND FORGNE ME
GOONESS ME! N 1938

1 0

MASS. TAR PEUNQUENTS GIVEN AMNESTY PERI0D.




II.
I11.
Iv.

VI.

VII.
VIII.

182

AMNESTY
Preliminary Analysis

Overview and Strategic Considerations
Enabling Legislation

Description of Amnesty Program
Results of Amnesty Program

A. Volume of Response

B. Amount of Payments

Costs of Amnesty Program

Effects of Amnesty on Other Collections
of Delinquent Taxes and Total Revenues

Conclusions

Appendix



183

This preliminary report provides a first overall look
at the Massachusetts Tax Amnesty program -- the background,
the preparations, the requirements, the working details and
the results. It seeks to answer numerous questions on collection
data, taxpayer response and costs of the program.

A few words should be said at the start about the broader
issues and objectives of the program to better understand the

quantitative information which follows. s

while the program officially ran from October 17, 1983,
through January 17, 1984, the Massachusetts Tax Amnesty was
more than a three-month effort. The program can only be
understood in the context of a new, innovative, strategic
initiative which commenced well before its surprise announcement
in October. Much of our Amnesty success was due to this

extensive preparation.

Preparation for Amnesty really began last spring. For
the first time the Department of Revenue took the initiative
to highlight the tax evasion problem. It also outlined
innovative programs and plans to crack down on both evaders
and delinquents. Acknowledging the importance of firmness
and fairness in tax administration, the Department stepped
up its enforcement activities. There followed an accelerated
and highly visible campaign of business and other property
seizures. Criminal prosecutions were stepped up. There were
more audits, more liens and levies, and more computer matches
to detect evasion. Through this campaign, based on an overall
. strategic design, %the Department collected $128.8 million in

delinquent taxes in fiscal 1983. That was a 70% increase over
FY 1982 and more than four times what had been collected only
five years ago.

The crackdown on tax evasion was strengthened in June,
when the Legislature passed the Governor's Revenue BEnforcement
and Protection Program, known as REAP. One part of that
10l-section omnibus bill made tax aevasion a felony in
Massachusetts. The bill gave the Department a broad range
of other enforcement tools and powers, including the use of
private collection agencies and the authority to recommend
revocation of licenses and vendor contracts for failure to
comply with the Commonwealth's tax requirements. This
legislation also authorized the Amnesty program.

In the month immediately preceding the Amnesty program,
more individuals and corporations were indicted on criminal
charges for tax evasion than ever before in the Department's
history. An intensive program was mounted to collect use taxes
on luxury boats and airplanes whose owners had documented them
out of state. The Department began to hire more auditors and
collectors, as well as doubling the size of its Criminal
Investigation Bureau.
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Wwithin the limits of the confidentiality of tax returns
and records, DOR went to great lengths to focus public attention
on its heightened enforcement activities. The enforcement
and the resulting media coverage were stepped up in the weeks
before annrouncement of the Amnesty program. The strategic
goal was to make it plain to evaders, delinquents and the general
public that the Revenue Department was dead serious about
collecting taxes and catching evaders -- and that we were
increasingly successful in doing so.

Clearly, the public began to perceive that the walls were
closing in on both evaders and chronic tax delinquents. As
the ground rules changed, as the penalties got more severe
and the crackdown escalated, Amnesty gave people a one-time
window of opportunity to come in and settle wup, without
penalties, prosecution or further -recriminations. With all
that had gone beforehand, people took the Department seriously
when it said this was a last-chance opportunity.

The message certainly got across to nearly 47,000
individuals and corporations, who took advantage of Amnesty
and paid over $62 million,

Implementation of the Amnesty program required careful
planning for use of personnel and other resources. An Amnesty
Unit was established with new forms, procedures and phone lines.
Posters informing the public of the program were distributed
to all Massachusetts post offices, banks and libraries.
Billboards and broadcast public service announcements were
arranged across the state to help get the message out. Amnesty
applications and informational brochures were mailed to all
delinquent taxpayers, all registered businesses with outstanding
filing periods and all individual and business taxpayers who
were discovered to be nonfilers as a result of IRS tape matches.
In sum, over 400,000 letters, bills and brochures were mailed
from mid-Octoper through December.

.Even with all the efforts to iniorm the public, the
resulting success of the program was wholly unanticipated.
Initial estimates of the collections from Amnesty ranged from
a low of $S5 million to what at the time was regarded as a most
optimistic $20 million. The current total of $62 million was
beyond anyone's imagination at the start.

Throughout the program, Department of Revenue staff handled
over 130,000 taxpayer contacts -- 30,000 in the last day of
the program alone. Mail poured in from virtually every state
and 12 foreign countries. One taxpayer even tried to settle
his liability with a 5-pound British note.
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A massive Departmental effort was.  needed to keep pace
with the work load. In the final days Ot the program over
a thousand people were involved -- answering 1nquiries, providing
taxpayer assistance, processing payments or setting policy.
This unified effort create. a new spirit of cooperation and
commitment among employees. The success of Amnesty fostered
a new sense of pride throughout the Department.

Because of the employees' efforts, the public got the
chance to see the Department in a new and favorable light.
In place of the usual perception of an inefficient bureaucracy
with intricate rules and red tape, the public saw a group of
dedicated people, willing to work long hours and capable of
being responsive, helpful and service-oriented.

The program could not have worked without a commitment
to overtime by both emplayees and the Department. In alli,
there were some 78,000 hours put in by some 1,000 people at
all levels. Individual staff and managers have worked as many
as 700 hours of overtime each.

Just as the program did not begin in October, it did not
end in January. Amnesty still has a very real presence within
the Department of Revenue, with final processing yet to be
completed on thousands of cases. That work will continue for
several more months, and the- revenue total will continue to
rise.

For the tax-paying public in Massachusetts, the heightened
awareness about tax evasion and tax-filing requirements did
not end once the Amnesty billboards and bus signs were removed.
The elderly man who settled a 40-year backlog of tax bills
under Amnesty and then came back to file his 1983 return is
just one example of the increase in voluntary compliance that
has been achieved through this program. Changed public attitudes
about tax evasion and the effectiveness of the Department in
administering the tax laws have helped swell revenue collections
well ahead of the prior year toc date. An increase in voluntary
compliance is expected for years to come.

During Amnesty the Department warned that there would
be a new and even tougher period of enforcement afterward.
And it is carrying through on that warning. In the two months
since the end of Amnesty, there have been 19 new property
seizures. A new round of criminal indictments brought seven
individuals and seven corporations to court on tax fraud charges
totalling some $700,000. A new computer match program has
been started to check for tax delinquency and tax fraud among
luxury car owners, and one vehicle has already been seized
to settle a $15,000 income tax liability.
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The pace of activity will continue to accelerate, with
implementation of new powers in the REAP legislation, addition
of new auditors and expansion of the Department's computer
capabilities. The Department is also committed to a public
education campaign aimed at changing society's attitudes about
tax delinquency, showing people how they are the victims of
that crime and how they lose even from serious tax delinquency.

The Amnesty program helped toward that goal by getting
many evaders within the law and many delinquents up to date
in their bills. The Department will now move on to help the
vast majority of the taxpayers -  who comply with our laws. It
will also seek out and punish those evaders and delingquents
who passed up the Amnesty and think they can continue to violate
the law and ignore their legal tax obligations.

C“,‘,
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II. ENABLING LEGISLATION

Chapter 233 of the Acts of 1983, an act to provide
a Revenue Enforcement and Protection program for
the Commonwealth, was enacted on July 1, 1983.

Section 98.

In order to encourage the voluntary disclosure and
payment of taxes owed to the Commonwealth, the commissioner
of revenue is hereby authorized during the fiscal year ending
June thirtieth, nineteen hundred and eighty-four to establish
a three-month period during which all penalties, imposed by
sections thirty~three and thirty-four of chapter sixty-two C
of the general laws will be waived if any taxpayer voluntarily
files delinquent returns and pays taxes owed. Such waiver
shall apply to the non-reporting, under-reporting of tax
liabilities or to the non-payment of tax previously assessed,
but shall extend only to penalties attributable to the taxes
paid during said three-month period. The terms and other
conditions of such a program shall be determined by the.
commissioner.
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III. DBSCRIPTION OP AMNESTY PROGRAM

Authorized by Chapter 233 of the Acts of 1983, the

Revenue

Covered
through

open to
e who
® who
e who

e who

Enforcement and Protection Program (REAP).

a three-month period--October 17, 198i
January 17, 1984,

anyone:
had failed to file a Massachusetts tax return:
had underreported income;

had overreported deductions; or

was delinquent in paying a past State tax obligation.

Not open to those who were the subject of tax-related,
criminal i1nvestigations or court prosecutions.

Covered

all tax types.

Required taxpayers:

® to apply in writing on a special form; and

e “to make full payment of all taxes and interest.

Waived civil penalties

e LlLate filing of a return provides a penalty of

one

percent (1l%) a month of the amount due, up

to a maximum of 25%.

e Late payment provides a penalty of one-half
percent (%%} a month, also up to a maximum of 25%.

Made no

referrals for criminal prosecutions.

5-221 O-85——7
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iV A. VOLUME OF RESPONSE

1. <Jontacts

Almost 130,000 taxpayers contacted the
Cepartment of Revenue during the Amnesty
program.

Gver 30,000 taxpayers contacted the Department
on the last day of the program alone.

The largest volume of traffic was handled
by the Department of Revenue's ten district
offices.

The volume of calls 1increased substantially,
following each of the Department's targeted
mai1lings. )

2. Applicants

46,951 1ndividuals or corporations applied
for Amnesty during the three-month period.

The majority of these applicants’ were individual
1ncome taxpayers, accounting for 60 percent of
all payments.
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IV B. AMOUNT OFP PAYMENTS

JUiL. TayTents
e 5],. 7 ,8%4..7 .. Amnesty Tayments nas
ylreraly reen deposited.

re racence s expected {ro- adiustments to

Breas iown of Payrents

tividsal 1ncome tax, sales tax, withholding
tax and corroration excise accounted for the
TaTor:ity of these payments.

Jiwvidual itncome tax accounted for
2.3 miilion or 37 percent of the total:

® Sales v*ax was resgonsidle for $15.7 million
2r .5 percent of the total:

e w:thholding tax amounted to $.:3.3 million
or 7 rercent; ard

® Jorporaticn Excise brought 1n $S6.1 million,
or lC percent.

® JOver =wo-thirds of the payments came in during
the last three days of the program. (This includes
Tmail postrarked by January 17, 1984 and subsequent
adrustments made to accounts.)

e The rayments ranged from a h.gh of $1.08 million
for Corporation Excise to 8 cents for individual
ncom rTax.

&
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NUMBER OF AMNESTY PAYMENTS
MARCH 17, 1984

Sewrcac Mmassiamelie Depertment of Aovense

51-221 O0—85——8
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V. COSTS OF AMNESTY PROGRAM

e To date, rthe total cost of the Amnesty program
is $51.23 million.

o Overtime $1,103,000

e 1.004 employees worked
78,737 hours of overtime.

e Printing and Supplies $46,000

Billboards

e Signs for buses and subway cars
e Posters in English and Spanish

® Amnesty brochures

¢ Amnesty request forms

e Letters and inserts for mailings

e Postage : $68,000

e Letters and bills sent to
all delinquents

e Notices sent to nonfilers
identified through IRS match

® Letters sent to registered
businesses with outstangfng
filing periods )

e Advertising $13,000

e National ad placed in
Wall Street Journal

o Ads placed in newspapers in
border states

® Given the volume of case research and processing which
remains, additional overtime expenses are anticipated.

e Every dollar invested in the Anneltj;progran has provided
an addit{onal $51 in revenue for the Commonwealth. The
return on investment, therefore, is 51 to 1.
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VI. EPPECTS OP AMNESTY ON OTHER COLLECTIONS

OP DELINQUENT TAXES AND TOTAL REVENUES

1. Delinguent Tax Collections

Excluding Amnesty, delinquent tax collections for the
first 36 weeks of the 1984 fiscal year were $8.3 million
ahead of the first 36 weeks of fiscal year 1983. This
represents a 12.8 percent increase.

Fiscal year 1984 delinquent tax collections exceeded
collections for the same period in FY 1983 before,
during and after the Amnesty program.

e Collection of delinquent taxes for FY 1984 were
$7.2 million ahead of FY 1983, before the Amnesty
program began.

e This gain increased to $7.8 million during the
Amnesty program.

e For the seven weeks after the close of the Amnesty
program, the gap increased by an additional half-
million dollars to $8.3 million.

At no point during FY 1984 have total delinquent tax
collections fallen below the comparable year-to-date
figures for FY 1983.

2. Total Revenues

Overall revenues are 15.7% ahead of the prior fiscal
year to date, 13.7% excluding Amnesty.

Individual income tax, the category with the largest

impact under Amnesty, is ahead 14.5V for the year to date,

13.2% when Amnesty is excluded. -
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VII. CONCLUSIONS

Amnesty worked 1in Massachusetts. The program allowed
literally thousands of :1ndividuals and corporatisns to come
in voluntarily to admit past wrong-doings, settle Lp and never
have to look back. Given the severity of the newly, authorized
sanctions and heightened enforcement activity, Amnesty provided
a window of opportunity to change bad tax habits. To the extent
that the Amnesty program extended to delinguents as well as
evaders, it could be interpreted as merely a one-time windfall
of accelerated collections. It is, however, interesting to
note, that even without Amnesty collections, the Department
did better in 1ts regular delinquent tax collections during
the period of the program than in the comparable period in

the prior year.

At this point, it is difficult to determine whether this
success 18 a result of the Amnesty program itself or a
combination of events, unique to Massachusetts, The fundamental
components of the Amnesty program -- public awareness of stricter
penalties for tax evasion, aggressive enforcement practices
prior to the Amnesty period and creative means of spreading
the word -- are clearly integral parts of any Amnesty equation.
In many respects, the Massachusetts Tax Amnesty experience
may have been unique -- the result of a fertile accounts
receivable file of tax delinquents, an under-utilized system
of computer matches and a Department of Revenue which had,
in the past, suffered from a poor public perception of its
internal management. All of this combined with a new commitment
to the aggressive use of innovative collection techniques and
a Governor and Legislature who provided their full support
may have made the Massachusetts experience unique.

However, in a nation struggling with a $200 billion deficit
and conservative estimates of the federal tax gap at $100
billion, perhaps further scrutiny of the Massachusetts experience
can provide useful lessons for increasing voluntary compliance.
At a time when so many states and municipalities are strapped
for revenues, the windfall alone of an Amnesty program merits
further investigation.

While Amnesty was a spectacular success, it took only
a minor bite of the problem which continues to exist in other
states, the nation at large and here in the Commonwealth.
Results from the program are encouraging, but they by no means
signify a cureall or a curative for the underlying problem.
Amnesty was only one of a broad range of creative tools to
combat a problem which persists in Massachusetts.
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This preliminary analysis is intended to take only a briet
glimpse at the Massachusetts Tax Amnesty program. Plans for
further review and in-depth analysis are well underway. Beyond
1ts 1mpact on collections, Amnesty represents an even more
fertile area for examination in terms of the unique window
1t provides into a large population of tax evaders and
delinquents --- who they are, why they acquired their bad tax
habits, what previous collection tools had railed to disclose
and, most 1importantly, what motivated them to voluntarily take
advantage of the chance to come in and come clean. Perhaps,
as Commissioner Ira Jackson characterized it, the combination
of “"fear, quilt and gratitude” <created the winning formula.
Wwe're hopeful that further analysis will answer these as well
as other as yet unasked gquestions.
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Where can | get more information?

AMNESTY fonns and Information can be
obtained from any of the DOR district
oftices listed below In addition. the DOR
AMNESTY Untt wilt have extended hours
during the t ~onth period:

8 am to 6 pm Monday Friday
10 am to 4 pm Saturday
AMNESTY HOTLINES
BOSION &MCA .......couornct 4910838

BROCKTON
486 Forest Ave. ................. S88-7570
CAMBRIDGE
21SFIrMt St ... 4910838
FALL RIVER
1670 President Ave. . ............ 675-2431
FITCHBURG
470MaIn St .. ... ... 345-0381
GREENFIELD
STWells SL ..., ooiiriiaeonns 774-2740
HYANNIS

| 17 7757784
LOWELL
21 PAMErSL ..o 458-7583
PITTSFIELD
Fa4North St .......ooieineninns 4426585
SALEM
10Colontal RA. .......... ...t 7440210
SPRINGFIELD
436 DWIghtSL ... 737-1424
WORCESTER
TS5Grove St ... 753-4400

Or. write to: AMNESTY
Masa. Dept. of Revenue
P.O. Box 7044
Boston. MA 02204

WM 1 TI8TT

VIII.

APPENDIX

A Last Chante for
Tax Evaders and
Tax Delinquents

¥02



AMNESTY:
A Waraing and an Opportunity.

How does AMNESTY work?

Tax evasion has been made a felony
crime in Massachusetts. punishable by up
10 five years in jatl and/or fines of up to
8100.000 for individuals and 8500000 for
corporations. The State can also revoke the
licenses of practitioners who fail to file or
are delinquent on tax payments.

Tax delinquency has become increasingly

as well. The current interest rate
is 18%. plus penalties that can accumulate
up to another 30%.

The Massachusetts Department of
Revenur (DOR), meanwhile. has new legal
powers. more auditors and collectors. and
improved computer capacity (o go after both
tax evaders and delinquents.

If you are in cither category. you are in for
trouble. buth financial and . Now. a last

chance a’temative is being for you to
avold that trouble.
The Commissioner of Revenue hos set a

tduee-month TAX AMNESTY program from
October 17, 1963 to January 17, 1984,
During that perfud. you can settle your
State tax obligation without any penaity
and DOR will not refer your past
violationa for criminal prosecution.

You must apply in writing to DOR on a
sperial form which has been prepared for
this purpose. Forms are avallable at any of
the DOR oflices.

[}
-

What are the penaities involved?

There are two kinds of penalties which
will be waived If you qualify for AMNESTY.

Late fling of a retumn provides a penalty
of one percent (1%} a month of the amount
due, up to a maximum of 25%.

Late payment provides a penaity of one-
half pereent (14%) a month. also up to a
maximum of 25%.

There are other penalties which apply to
partnerships. promoters and those involved
tn handling corporate returns. They are
spelied out in Chapter 62C. Section 34 of
the Massachusetts General Laws.

How is payment made?

Who is cligible?

The AMNESTY program is open (o anyone:

o who has failed to file 2 Massachusetts tax
retum:

o whio has underreported income:;

o who has overreported deductions: or

o who is delinquent in paying a past State
tax obligation.

You must make full payment of all taxes
and interest you owe to qualify for
AMNESTY on the penalties. You can not get
AMNESTY on one tax obligation while you
still owe another.

Payment of taxes and interest you owe
must be by etther certified check or money
order.

Who is not eligible?

What tax pesiods are covered by
AMNESTY?

Docs AMNESTY ztfect a ponding
appeai?

If vou have an appeal pending on a tax
assesament, before either DOR. the
Appellate Tax Board or the State Supreme
Court. you are dligible for AMNESTY,
provided you pay the basic tax and interest.
After making payment. you still have the
right to pursue the appeal of your case to
the courts.

What about criminal prosecution?

The Commissioner of Revenue. who
initiates virtually all criminal tax cases !n
Massachusetts, will make ne referrals to the
Attorney General or District Attorneys of
elther individuals or corporaiions which act
in good faith under AMNESTY.

What about reiated federal taxes?

DOR has an agreement with the internal
Revenue Service (IRS) for the exchange of
tax information. Therefore. what you
disclose to DOR under the AMNESTY
program will also be available to the IRS.

You should be prepared to clear up your
federal tax obligations as weil

Will AMNESTY returns be checked?

Any return filed under AMNESTY will be
subject to verification and assrsame”..
under Massachusetts law [f you want to
take advantage of AMNESTY. and avoid

AMNESTY is not ooen (o those who are
the subject of current tax-related. criminal
Investigations or court prosecutions.

All tax retums and payments that were
due before October 17, 1983 are digtbie for
AMNESTY relief.

or } investigaiions and referrals for
prosecution by DOR for past iling viola-
tons. clear up your tax bills compietely and
truthfully.

G502
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17340 983 1 7887

MASSACHUSETTS DEPARTMENT OF REVENUE
REQUEST FOR AMNESTY

To quality for AMNESTY:
~— You must file this requesl, receive Department of Revenue approval, and pay al! taxes and interest
due on or delore January 17, 1984; .
~ You mus! voluntarily disclose to the Depariment ol Revenue all current Massachusetts tax
liabitities;

— You mustfile all cutstanding Massachusetts tax returns due to the Department of Revenue; and

~ You must not be under current tax-related criminal investigation by the Department of Revenue or
Attorney General.
Myou agres to satisfy all of these criteria, please complete this form.

Name Telephone: Home
Work
Address Occupation(s)

Spouse’s Namae (if filing jointly)

Spouse's Social Security Number

1. List below~ ail namaes, socia' security numbers, federal identiticstion numbers and tax types under
which you have filed returns, should have filed returns, and/or received dills from the Massachusetts
Oepartme-t of Revenue List any additional information on the back of this form.

Taxpayar's Hame's) Social Security Number(s} or Tax Type(s)
Federal identitication Number(s) ’

2. Are there any tax periods for which you have not filed Massachusetts tax returns? __Yes. ___No.I!
yes, anter all tax typas and taxable pariods lor which you have not filed returns.

3. Do you have an adbatement or any other appeal panding with the Department of Revenue?
—Yos. __No.Il yes, please explain the nature of your sppeal.

4. MHave you filed for bankruptcy? __Yes. __No. If yes, enter the date filed, the court in which you
filed, your dockel number, and the Chapter under which you filed.

5. Are all of the businesses you listed above still going concom;? —Yes. ___No. If no, enter the
Federal tdentification Number(s) and the date(s) your business{es) ceased operation.

Under 1he Donaitios of Donury, | G0Ciare Ihat 10 the DESt 8F Ary KAOWISsge SNd Deilel, Lhe InlOrmetion CONLEAGG 1A ths rIQUENt I8 11ve, COMTeCt
1 COMOiete. | urther 5070 10 5atiaty Bl 500CINEA Slegebility criteria

Signature of Taxpayer Date
I you have any questions, call (817) 4910838 or t0il-tree, 1-800-821-8598.

AMNESTY
Malito: Massachusetts Depariment of Revenue
_ P.O.Box 7044
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SAMPLE NEWSPAPER ADVERTISEMENT

MASSACHUSETTS TAX AMNESTY
% A Warning And An Opportunity

Massachusetts s cracung down hard on individual
and corporate tax dehnquents and evaders.

o Collection of delinquent taxes 1S up 70% over
1ast year. auarts are up 71%

o Criming! prosecutions are being stepped up .
Qanst evaders. who now face felony charges. jaul
sentences up to fAive years. and penaities up to
$100.000 for individuals. $500.000 for
corporations.

o The Revenue Department 18 adding new
computer equipment and 200 more audrtors.
collectors and cnMing! INvestigators to implement
STTONg New iegal powers, induding the nght to
cancel pubhic Contracts and hcenses o conduct 3
trade or profession.

If you, your company of chents have any
unresotved or unreported Massachusetts tax
obligations. be wamed. Be aware of a last chance
Armnesty to settie those prodlems with no
penaity charges or legdl repercussions. But. the
Amnesty program ends January 17. You must
apply and pay tax and interest by that deadline.

Others have gotten the message and moved Into
achon:

® We have now had over 55.000 Amnesty
nquiInes from ail over the country.

o Over 12.000 individuals and corporRTIoNs have
pard us more than $10 miihon in dack taxes and
interest.

o One non-Massachusetts company filed for the
first ome and paid us more than $750.000 in
back taxes and interest. With Amnesty. the
company saved over $100.000 in penaities. it aiso
Nas our assurance there witl be no Crimunai action.
For delinquents who fail to take advantage of
Amnesty. and for evaders we detect after January
17. 1t will De far Gifferent.

Information and Amnesty forms can be odtaned
from Massachusetts Revenue Department Offices in,

New York (212)6820776 Hovston | 713)650-0390
Aterm  (404)874 2920 Los Angeles (213:384 5148
ago (3121987 9040

or wwre me directly.

Ira A Jackson. Commussioner

Massachusetts Department of Revenue

100 Cambrioge Street

Boston. Massachusetts 02204

AMNESTY ENDS IN 8 DAYS
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PROTECTING HONEST TAXPAYERS BY
MAXIMIZING COMPLIANCE WITH EXISTING TAX LAWS

A REPORT BY:
THE MASSACHUSETTS DEPARTMENT OF REVENUE
DECEMBER, 1984
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PROTPCTING HONEST TAXPAYERS BY
MAXIMIZING COMPLIANCE MITE EXISTING TAX LAWS

The fiscal year which ended in June of 19B4 saw the larcest single vear
qrowth 1n revenue in the history of the Commonwealt:. This remarkadle i1ncreass
of $66%5 million s noteworthy because 1t was achieved without resort to
broad-based tax increases. Economic growth was a major force deh:ind this revenue
increase. However, not all of the incresse 13 explained by Our strong economy.

An estimated $165 million or 25V of the total $665 million increase 1in
FYR4 revenue 13 attributable to increased voluntary compliance. Thig estimate
does not include the substantial revenues collected (a sizable $67 million)
under the Amnesty program or revenues directlv attridbutadle to heightened
enforcement activity /which, for the second year in a row, showed significant
increases :n virtually all areas). Aldditional personnel resources, improvemenss’’
1n computer capabilities. and tough new lawe provided by the Legislature, firmly
and vasibly enforced, enabled the Department of Revenue to improve compliance
with existing tax laws: increasing revenus to fund vital state services for
the citizens of the Commonwealth without broad-based tax i1ncreases.

Maximizing voluntarv compliance requires tax administration which is hoaest,
firm and fair. A wide range of management and enforcement initiatives at the
Department of Revenue “ave contributed to these dasic goals.

BONBS TY

The integrity and professionalism with which a state taxes its citizens
1s & fundamentasl measure of tne deqree to which 1ts government upholds the
public truse. Public confidence 1n the integritvy of tax administration is
a critical component in encouraging voluntary compl:a-ce.

Several major management 1nitiatives have een 1mplemented to promote,
menitor and seek to assure the honesty and profess:.:nalism of all DOR employees
and their interactions with taxpayers. Principal ar>ng these are:

Division of 1nspecticial Services

The establishment of a Division of Irspectional Services with two xmporé‘ht
new offices: an Office of Internal rffairs to ensure employee integrity
and protect emplovees from outside :nfluence. and an Office of Internal
Audi% t> protect the 1ntegrity Of internal managemsnt systems.

Pre-Biring Checks

Full criminal background and tax filing checks on all employees of DOOR
to i1nsure the higrest standards are met first and foremost by those
enforcing the tax laws of the Commonwealth.

.

Professionalism

A new emphasis on professionalism and career advancement for DOR employees
through the implementation of new training and education programs as well
as 1mproved performance appraisal svstems for professional advancement.

These wmajor orqanizational and gsystemi¢c changes have resulted in che
strongest possible Jquarantee to the citizens of the Commonwealth that ctheir
tax agency 1:s one which firmlv recognizes the need for integrity safeguards
and professional conduct.
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2RSS
REAP

In the summer of 1983 the Department's drive to increase voluntary
compliance moved into high gear with the passage of REAP (the Governor's Revenue
gnhancement and Protection Program). REAP provided the UDepartment of Revenue
with strengthened enforcement tools to combat tax evasion. The most important
of those tools are described below.

Criminal Penalties

REAP authorized increased penalties for a number of tax offenses. For
example, willful tax evasion was classified as a felony, and is now
punishable by a fire of up to $100,000 ($500,000 for a corporation! or
tive years imprisonment. In July, 1984, the Department obtained the first
jail sentence ever imposed in a tax evasion case in the Commonwealth,
and that was imposed under the old misdemeanor statuts. Referrals by
the Department for criminal prosecution increased 59% in fiscal 1984. 1In
the near future, cases being brought before the grand jury will cover
offenses under the tougher REAP felony law.

Tax Collection by Private Collectors

Under REAP, the Commissioner of Revenue has the authority to hire private
collection agencies to supplement the Department's own efforts to collect
from delinquent ctaxpayers. Over $80 million of the oldest delinquent
accounts have been assigned to private collection agencies -~ freeing
up Department collectors to pursue more currant accounts. At the sanme
time, the private collection agencies are bring:ng in revenues from accounts
which were previously thought to be uncollectible.

License and Coatract Revocation .

Persons holding state or local business licenses or persons doing dbusinoss
with state or local governments must now be in compliance with state tax
laws in order to be licensed by or do business with state or local
governments. Other government agencies now submit to the Commissioner
of Revenue lists of these license holders and providers. The Revenue
Oepartment then matches those names against tax files. When the match
shows taxes owed or a failure to file, the Commissioner can then petition
to revoke the offender's license or contrace.

At the beginning of fiscal 1984, the Department matched a list of vendors
with 1982 t¢ax “data. Of 123,000 vendors with state government, 10,000
or 8.5V were found to be dalinquent. Just one year later, after the
revocation program was well undervay, a so;ond vendor match was conducted.
This time only 2,000 vendors were found to be in non-compliance. As s
result of this program, the non-compliance rate was lowered from 8.5%
to 1.8%, an improvement of 400%.

Boats

Harbormasters are now required to file annually with the Commissioner
a4 list of boats registered out of state which anchor in waters under their
jurisdiction for a period of two or more weeks. This requirement is
the keystone in the Department of Revenue's drive to seize the boats of
delinquent taxpayers. This seizure effort bhoth speeds the paywment of
delinquent taxes and deters other boat owners from bacoming delinquent.
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This high visibility enforcement tool has been responsible for several
million 1n additional sales tax collections directly attributable to beat
tax evaders. The major revenus impact of this initiative, along with
others 1involving airplanes and luxury cars, however, has been adcitional
voluntary compliance across all taxes.

Amnesty

REAP provided for a one-time Amnesty period of three months when delinquent
caxpayers could make voluntary payments of delinquent taxesy without
penaities. Amnesty was an unprecedented success. Over 50,000 businesses
and private citizens applied to the program, settling all types of accounts.
Delinquent tax collections from the program are expected to exceed $80
million once all accounts are settled. Even more important .than this
one-time collection of delinquent taxes is the ongoing annual rovenue
benetit from changing the bad tax habits of tens of thousands of citizens.

AUDIT STRATEGY

REAP provided a legislative tool-kit to {mprove voluntary compliance.
But the Department of Revenue has also implemented an ambitious management
agenda, and an important part of that agsnda is improved audit strategy. In
FY84, the Department of Revenue assessed an additional 8148 million dollars
from audit activity. Im FY8), $124 million in additional taxes vere assessed
through audit. These results represent an impressive improvement over previous
years. The two vear total of $272 million in audit assessments represents
an increase of $1)0 million or 92\ over the prior two years.
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+his improved audit performance is primarily attributable to the initiatives
described bdelow, some of which are completely implemented., and some of which
are only partly 1implemented. All will result in further i1mprovements when
+=ey become fully operational.

Multi-Tax Audits

Many corporations are liable for a aumber of taxes -- corporate excise,
sales tax, meals tax and withholding tax. Until FY8% however, the
Department of Revenue would audit a taxpayer for only one type of tax
at a time. Under this system an auditor deing a withholding audit might

ind & good lead for a sales audit, but there would be delays and
duplication of effort when this case was referred to A sales tax auditor,
costing the Department time and resulting in unnecessary and unprofessional
interactions with corporate taxpayers. Now, specially trained audit teanmg
can perform 3 comprehensive audit of all the different taxes a corporation
is liable for and good leads are referred to appropriate team members.

This approach is the primary focus of the new 128/495 Regional Oftfice
scheduled for opening 1n m1d-FY8S. This office, located in the heart
of Massachusetts' high tech community, will combine the multi-tax audit
approach with creative compliance efforts to identify non-filers. It
#ill also offer a service component to help corporations understand the
extent of their tax responsibilitiss.

More Auditors

To deter potential tax evaders the Department must have enough auditors
to achieve the level of “market penetration” needed to make the threat
of an audit credible. Since fiscal 1981, the Department has increased
its number of auditors by 79%. Beyond the suostantial increase in annual
audit assessments resulting from these additional personnel, the most
important benafit is the deterrent effect that increased audit activiecy
has on taxpayers.

Automated Audit Selection

In FY8S the Department began a major effort to create an automated
audit selection system. This system will assigqn weights to different
aspects of a return that research has often proven an indication of
non-compliance with the tax laws. If the total weight assigned to a return
axceeds a certain threshold, the return is flaggeg-—for an audit. This
increased reliance on computer support to target refources most efficiently
is just ons of the many ways the Department .s using twentieth century
technology to better enforce the tax laws and to insure =he inteqrity
of internal Departmental decision making.

Informational Exchanges With The IRS

By exchanging information with the IRS, the Departazent of Ffavenue
identifies potential non-filers and underreporters. Improvements in data
processing capabilities will allow increasingly sophisticated matches
of IRS and DOR %apes to 1nsure reporting consistency between federal and
state returns. They will also match information across taxes to insure,
for example, that gross income reported on a federal corporate return
matches with gross sales reported on a state meals tax return.
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High Visibility Seisdres’

The Oepartment of Revenue's mOst serious and visidble enforcement
strategy is seizing the property of the Commonwealth's most flagrant tax
chests. In the last three years the Department has greatly increased
ivs seizure activity. Restaurants. 8utos, boats, planes, trucks, buildings
and construction equipment have all been taken in a crackdown on such
egregious activity as collecting taxes from customers and employees and
then failing to turn that money over to the state. In fiscal 1964 and
1983 the number of%Yeilures conducted increased 317% over the prior two

fiscal years.
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Once again, the major payoff is not only in the taxes collected by sefiing
property ($4.5 million in FY84) but in the deterrent effect that such
seizures creats.
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PAIRNESS

The Department of Revenue is the only state agency that every vear affects
virtually every adult citizen of the Commonwealth intimately and personally.
At the same time the Department is cracking down on tax evaders, it 1s extending
a helping hand to honest taxpayers who want to comply but who are confused
by the complexity of our tax laws. DOOR has made a comnitment to treat honest
taxpayers as though they were customers -=- customers who deserve to be served
professionally. While the Department is striving to provide taxpayers with
prompt, efficient and courteous service in all areas, several actions exemplify

the priority the Department has placed on tlxpayoé service.

Strengthening the Taxpayer Assistance Bureau

With increased staff ctraining and more spacious, professional quarters,
the Taxpayer Assistance (TPA) Bureau is at the heart of the Department's
effort to treat taxpayers as valued customers. The recent accomplishments
of TPA are impressive. In fiscal vear 1984, TPA provided counter assistance
to 121,332 taxpayers, a 69%¢ increase over the previous year. TPA also
responded to 79,686 written inquiries, handled over 410,000 phone calls
and conducted 45,795 interviews with taxpayers. Other firsts include
installing special facilities to allow access by handicapped taxpayers,
providing services in 6 languages, and automating much of the bureau for
faster taxpayer assistance.

Creating A Problem Resolution Office

Established early in fiscal 1984, the Problem Resolution Office was designed
to assist taxpayers who have encountared ser-:ous problems in raesolving
tax issues and who have exhausted all other rormal channels designed to
settle taxpayer problems. The Office is resoonsible for providing not
only individualized taxpayer service in difficult cases but for identifying
recurring systemic problems and developing Cepartment-wide interventions
to address them. The Office also provides a central contact point for
legislators see¢king responses to constituents’ inquiries.

Porm Revision

In order to voluntarily comply with the tax laws, citizens must first
understand what they are required to do. In fiscal 1984, the Department
developed Form ABC =-- designed to make it easier for almost two million
taxpayers to file their income taxes.

For fiscal 1985, the Department raised the maximum income for Form ABC
so that more taxpayers could use it., In addition, the basic income tax
form, Form 1, was revised for the first time .in two decades. Using
qraphics, examples, colors and a simpler format, this revised Form 1 and
Form ABC were designed to make the process of paying taxes as painless
as possible for almost four million adult citizens of the Commonwealth.

In fiscal 1985, the Departmant will also introduce a corporate excise
form for small business corporations -- Porm SBC. This form was developed
in acknowledgement of the valuable contribution made to Massachusetts'
economy by small entrepreneurial operations. Its goal is to make compliance
with our complex corporate tax laws a little easier for small businesses.
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Quicker Refund Turmaround

peginning in PYS84, the ODepartment of Revenue made a commitment to speed
ap refund processing for income taxpayers. Every vear approximately 1.8
million refunds worth some 3250 million are issued during tax filing time
-- and {n PY84. the Department got them out seven weeks earlier than the
process vas ever completed before. In rY8Y, the ODepartment has made &
commitment to a four-week-turnaround for taxpayers who file an ecror-free
return by early March. )

Improvements and internal efficiency qains in the processing of returns
have not only made possible the quicker refund turnaround but at the same
tima the deposit of all income tax payments in record time.

JEE RESULTS
The Revenue Department's push to improve voluntary compliance has resulted
in increased revenue collections. With the help of economic indicators,

statistical analysis and the Department's own records, it {s poasible to estimate
how much revenue growth {s due to each of the above factors, and how much is
due to improved voluntary - compliance. In fiscal year 1984, the Department
of Revenue estimates that approximately $166 million {n revenue came from
improved voluntary compliance. This fiqure, which does not {nclude the $87
million of PYS84 Amnesty revenue, represents about 254 of the year's total revenus

qrowth of $66S million.
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It is extremely difficult to relate the total improvement in voluncary
compliance to 1ndividual compliance strategies. For example, consider the
restaurant that until now has not registered for meals tax, but suddenly does
so and begins to comply with the law. What caused this change of heart? Was
1t the fact that tax evasion is nov & felony punishable by five vears in ja1l?
Was it the Department's well publicized seizure of other restaurants? Or was
{t the Department's public education sfforts about the seriousness of cax evasion
and the many new tools and initiatives the Department is using to detect such
evasion? In most cases, we will never Xxnow what Departmental action or
combination of actions changed the behavior of tndividual taxpayers. we do
xnow, hovwever, that the Department's overall efforte -- to become more efficient,
to provide batter service and to promote tougher enforcement -- are working.

The following charts illustrate several ways to look at revenue growth
above and beyond economic factors.

First, revenue growth is controlled for the impact of inflation. By
comparing real versus nominal revenues, any {increases attributadle only to
inflacion can be isolated. In FY84, approximately 4 points of the 13.4% increase
over FY8) revenues can be explained by inflation.
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Another way to 1solate the effect of the economy 13 to cCompare revenue
growth to the Jrowtl 1n the national economy. Increases 1n Gross National
osroduct are ONE WAy O MeAasure, 1N Aggregateé, economic growth. When GNP qrowth
.3 compared to revenue Jrowth both 1in real cterms o again control for
inflation!., a real fncrease of 2.2\ remains unexplained.
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Finally, a mors accurate neaeirea Sf growth :n the State's economy can
be obtained by using increases in Massachusetts personal income. The following
chart compares real growth in revenues with real personal income growth for
Massachusetts citizens since PY?79. Using this comparison, the economy accounts
for a 6.1V increase in FY84 revenua collections: the remaining 3.3V remains
unexplained by economic factors alone.
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tmproved voluntary compliance is good news for everyone: gqood news for
citizens of the Commonwealth who depend upon growing revenye collections <o
fund needed state services, good news for our booming state economv as revenues
are collected from existing sources and the tax burden holds steady or actually
declines. Most of all, though, it's gqood news for honest taxpayers who no
longer have to foot the bill for tax evaders.
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AUDIT ASSESSMENTS
FY81 + FY82 VS. FY83 + FY84
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NUMBER OF SEIZURES
FY81 + FY82 VS. FY83 + FY84
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REAL REVENUE COLLECTIONS & REAL GNP
% CHANGE
FISCAL YEARS 1979 THROUGH 1984

REV COLLECTIONE GNP

10 e e e

LI
7.
S 4.4%
3 ox
7
1 68X
1.3% -
e T
3 P O e | | . i |
(%) .
-
é ~1.9%
§ -4.0X
-5W
-10 Y T ¥ - "‘r
FY79 FY80 Frai FYaz FYa3 Fyea4

SOURCE: MASSACHUSETTS DEPARTMENT OF REVENUE

. e G ICYMESS

€28



REAL REVENUE COLLECTIONS §& REAL PERSONAL INCOME
% CHANGE
FISCAL YEARS 1979 THROUGH 1984
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Massachusetts Department of Fevenue
100 Cambridge Street ® Boston. MA. 02204

The Amnesty Program

Amnesty was authorized by Section 98 of Chapter 213 of the Acts of the 1983
Massachusetts Legislature, xnown as the Revenue Enforcement and Protection
Program (REAP). It was designed to provide a transition to a new era of tough
enforcement. The response was positive, whether from fear, guilt or gratitude
-- fear of administrative action, gquilt over non-payment or gratitude for the
chance to set tax records straight.

Preparation for Amnesty began the previous spring when the Department conducted
an accelerated and highly visible campaign of seizures, criminal prosecutions,
audits, liens and levies, and computer matches. This campaign resulted in
$i28.8 million in delinquent taxes collected in FPiscal 1983, 70% above FPiscal
1982 collections.

Amnesty was implementad for a three-month period from October 17, 1983, through
January 17, 1984.

Over 400,000 informational letters, bills and brochures were mailed to taxpayers
by the Department between mid-October and December, 1983.

Some 52,000 applications were received by the Department, with a total collection
of $83.2 million. Some 3,710 taxpayers received refunds totalling $742,752.

The program was open to those who had failed to file a Massachusetts tax return,
underreported income, overreported deductions or were delinquent on payment
of any type of state tax. There was one exception. The program was closed
to taxpayers who were the subject of tax-related criminal investigations or
court prosecutions.

Taxpayers seeking Amnesty were required to pay in full all taxes and interest
owed the state. They received in exchange a waiver of civil penalties and,
in cases of evasion, a promise that there would be no referral for criminal
prosecution. The Department announced that all Amnesty files would dbe available
to the I.R.S. through an information exchange between the two agencies.

Payments ranged from a high of $1.08 million for a corporation excise payment
to 8 cents for an individual income tax payment. Over two-thirds of the
applications came in during the last three days of the program.

An estimated $37 return was received on every dollar the Department invested
in special costs for the progranm.

The effects of Amnesty are apparent in the dramatic rise in collection figures
following the program. Revenue collections for Fiscal 1984 totalled $5.611
billion, up a record $664.3 million or 13.4% over Fiscal 1983. We expect this
rate of increase to be duplicated again this year.
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Massachusetts Department of Revenue
100 Cambridge Street ® Boston, MA. 02204

REAP and the Massachusstts Revenue Story

The Revenue Enforcement and Protection {(REAP) Act was a l0l-section omnibus reform
package of tax enforcement statutes. It was passed by the Massachusetts
Legislature in June, 1983.

The major new powers given us under REAP included: tougher criminal (felony)
and civil sanctions for tax evasion; the authority to use private sector agencies
to collect long delinquent accounts; the authority to terminate state and local
licenses when taxes weren't being paid:; tax compliance requirement for companies
and individuals doing business with the state; 18% interest on delinquent accounts;
and provision for a three-month Amnesty period during Fiscal 1984.

To gquarantee enforcement of the new REAP powers and existing compliance statutes
and to develop more sophisticated computer technology and programs, allocations
for the Dapartmept of Revenue have been increased S0V over the past two years.

Revenue growth for Fiscal 1984 surpassed the estimated 9.6% increase and reached
a record 13.4% -- with no increase in broad-based taxes. The original 7.5% growth
prediction for Fiscal 1985 has already been increased twice, and now stands at
a full 13%. This 26V revenue growth over two Yyears cannot be fully explained
by inflation or growth in GNP or personal income, even with the booming
Massachusetts economy.

Those holding state or local business licenses or doing business with state or
local governments mrust now be in compliance with state tax laws, Lists of
licensees and vendors are compared with Department tax files to find delingents
and evaders. A match conducted prior to a pilot revocation progam found 10,000
vendors, or 8.5V, were delinquent. One year later, after the program was well
underway, a second match found only a 1.8% non~-compliance rate -- an improvement
of 400%.

Project Clean Sweep, & pilot check of 44 communities for non-filing and other
forms of evadion by business operations, identified $2.6 million in lisbilities.
Some $1.4 million of that was collected immediately.

The courts have become tougher in sentencing tax-law offenders. Since July,
1984, three 3jail terms have been handed down for the first time in the
Commonwealth's history and fines have increased for those guilty of tax evasion.

Improved taxpayer service has been given iqual priority with enforcement. New
and simpler tax forms have been developed. Help was provided to over 500,000
people in the last filing season, many of them reached by programs in their own
communities.

A pledge was made to those filing error-free forms by early March that refund
checks would be mailed within four weeks. That commitment was met and 90V of
all the 1.7 million refunds handled by the Department were sent out within twenty
working days.
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Massachusetts Department of Revenue
100 Cambridge Street @ Boston, MA. 02204

The Revenue and Enforcement Record Over Four Years

Total Tax Revenues

Delinquent Tax
Collections

Individual and
Business Audits

Seizures

Criminal Referrals

Increased
Voluntary Compliance

Increase FY 83-84

Fiscal over Increase Over
-Year Amount Prior Year PY 81-82
1984 $5.611 Billion 13.4% $1.8 Billion
1983 $4.948 Billion 7.6% or

1982 $4.598 Billion 10.6% 21

1981 $4.156 Billion

1984 $167.8 Million 20.0% $149 Million
19823 $128.8 Miilion AT or

1982 $ 75.5 Million 4.7 101
1981 $ 72.2 Million

1984 $147.8 MN.llion 19.3s $130 Million
1983 $123.9 Miilion 63.74 or

1982 $ 75.7 Millioa 25.7% 924
. 1981 $ 66.3 Million

1984 91 Cases 168.0% 95 Cases

1983 34 Cases 70% or

1982 20 Cases 100.0% 3N

1981 10 Casea

1984 78 Cases 59.2% 29 Cases Y
1983 49 Cases 22.5% or

1982 40 Cases: (37.5%) 308

1981 58 Cases

1984 $165.8 Million Estimated additional revenue

paid voluntarily by taxpayers
who would not have filed or
paid in full except for the
stimulus of DOR's vigorous

and visible enforcement efforts
against other evaders and
delinquents. This money is
above the amount received
under Amnesty.
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