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REPORT BY THE 

Comptroller General 
OF THE UNITED STATES 

Illegal Tax Protesters 
Threaten Tax System 

The number of illegal tax protesters--persons 
who, according to IRS, advocate and/or use 
schemes to evade paying taxes--has increased 
significantly in recent years. Since they rep- 
resent a threat to our Nation’s voluntary tax 
system, IRS has taken some important counter 
measures, including the establishment of a 
high-priority Illegal Tax Protester Program 
and a program to prevent the filing of false 
Form W-4s, Employee’s Withholding Allow- 
ance Certificates. 

IRS has made some progress in detecting pro- 
testers and in deterring them through civil 
and criminal enforcement actions. However, 
it can further increase its effectiveness by in- 
vestigating protesters in a more timely manner 
and by making additional organizational and 
administrative changes. Also, the Congress 
can help by amending the summons provi- 
sions of the 1976 Ta Reform Act 
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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON D.C. zo54a 

B-203682 

The Honorable Benjamin S. Rosenthal 
Chairman, Subcommittee on Commerce, 

Consumer and Monetary Affairs 
Committee on Government Operations 
House of Representatives 

Dear Mr. Chairman: 

This report, in response to your request, discusses the 
nature and extent of.the illegal tax protest problem and the 
adequacy of the Internal Revenue Service's efforts to detect 
and deter illegal protesters. 

The report, which consists of the summary and comprehensive 
statements given in testimony before your subcommittee on June 10, 
1981, makes several recommendations for improving IRS' efforts 
against illegal tax protesters. 

We did not obtain official comments from the Internal Rev- 
enue Service because of time limitations and because the Service 
had been asked to present its views at your subcommittee's hear- 
ing. A copy of the Commissioner of Internal Revenue's statement 
is included as appendix XI to this report. 

We are also sending copies of this report to other congres- 
sional committees, individual members of the Congress, and other 
interested parties. 

Sincerely yours, 

Acting Comptroller General 
of the United States 
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UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON, D.C. 20548 

FOR RELEASE ON DELIVERY 
EXPECTED AT 1O:OO A.M. EDT 
June 10, 1981 

SUMMARY STATEMENT OF 

WILLIAM J. ANDERSON, DIRECTOR, 

GENERAL GOVERNMENT DIVISION 

BEFORE THE 

SUBCOMMITTEE ON COMMERCE, CONSUMER AND MONETARY AFFAIRS 

HOUSE COMMITTEE ON GOVERNMENT OPERATIONS 

ON THE 

INTERNAL REVENUE SERVICE'S EFFORTS 

AGAINST ILLEGAL TAX PROTESTERS 

Mr. Chairman and Members of the Subcommittee: 

Our testimony deals with the results of our review of the 
Internal Revenue Service's (IRS) efforts to detect and deter 
illegal tax protesters. Our review was based primarily on a 
random sample of 167 cases projected to a universe of 3,870 cases 
identified as protesters in 1978 and 1979 by three IRS districts-- 
Des Moines, Los Anqeles, and Manhattan. (See app. I.) We would 
now like to summarize the comprehensive statement which we are 
submitting for the record. 

IRS defines an illegal tax protester as "a person who advo- 
cates and/or participates in a scheme with a broad exposure that 
results in the illegal underpayment of taxes." The protest move- 
ment has grown significantly the past few years. Although it is 
but a part of the "subterranean economy," it alone poses a threat 
to our Nation's voluntary compliance tax system. To counter this 
threat, IRS has taken some important actions, including the es- 
tablishment of a nationwide program to detect and deter protes- 
ters and a related program to identify persons who file false 
form W-4s to evade taxes. As a result, IRS has had some impor- 
tant successes, including convictions of major illegal protest 
leaders. 



Although IRS' data on the illegal tax protest movement is 
the best available, its figures overall are understated because 
of problems in its identification procedures, which we will dis- 
cuss later. Nevertheless, the data is sufficient, in our opin- 
ion, to show that the movement is growing. 

IRS EFFORTS T" DETECT AND DETER 
TAX PROTESTERS NEED IMPROVEMENT 

In recent years, because of the growth of the protest move- 
ment, IRS has taken some positive steps to deal with the problem 
nationally. The most significant of these was its establishment 
in November 1978 of its priority Illegal Tax Protester Program, 
which was designed primarily to identify and control protester 
returns and documents. 

According to IRS, its district offices expended about 236 
and 304 staff years on the illegal tax protester program in cal- 
endar years 1979 and i980, respectively. This is about 1 percent 
of the estimated 24,000 average total staff years expended by the 
districts on all compliance enforcement activities. We estimate 
that these resources alone cost $6.3 million and $8.1 million for 
the 2 calendar years, respectively. 

In April 1980, IRS initiated another program--the Question- 
able Form W-4 Program--to identify illegal tax protesters as well 
as other persons who file false income withholding certificates 
to evade taxes. Under this program, employers are required to 
submit to IRS, at least quarterly, form W-4s on which employees 
claim 10 or more withholding allowances or complete exemption 
from withholding. (See pp. 20 to 22.) 

Through its efforts IRS identifies more illegal tax pro- 
testers each year and has had some success in obtaining convic- 
tions against important protest leaders and in bringing protesters 
into compliance. However, IRS needs to improve its procedures 
for identifying and bringing illegal tax protesters into compli- 
ance. In addition, it can make other programmatic improvements 
to better focus its limited resources on a spreading problem and 
have a greater deterrent effect. 

IRS' procedures for identifying 
illegal tax protesters 
could be improved 

IRS' procedures for detecting illegal tax protesters are 
limited primarily to identifying those who choose to file a pro- 
test return or otherwise notify IRS of their protest. Moreover, 
weaknesses in IRS' procedures allow certain protesters who do 
file a return or other document to elude detection. Thus, IRS' 
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Although it is too early to determine how effective the W-4 
program will be in identifying protesters, certain aspects of the 
program could cause IRS problems in its dealings with illegal tax 
protesters identified only through the W-4 program. The first 
aspect involve,s the long time lag between when a person submits 
a form W-4 to his or her employer and when IRS notifies the 
employer to disregard that form W-4. The second aspect relates 
to a loophole in the Questionable Form W-4 Program which IRS 
recently closed by issuing emergency regulations. The regulations, 
among other things, prohibit employers from honoring subsequent 
form W-4s once a false form has been filed, unless they meet cer- 
tain criteria. This action should go a long way toward reducing 
repeated filings of false form W-4s by protesters and other per- 
sons. (See pp. 25 to 27.) 

IRS' efforts to bring protesters into 
compliance need improvement 

Once IRS identifies illegal tax protesters, it has not been 
as timely and effective as it could be in bringing them into 
compliance. Cases are often delayed during many phases of the 
enforcement process for extensive periods, sometimes by the pro- 
tester and other times by IRS. We estimate that: 

--As of December 1980, when we completed our review, IRS had 
closed only 1,139, or 29 percent, of the 3,870 cases that 
the three districts included in the protester program dur- 
ing 1978 and 1979. About 2,280, or 59 percent, of the 
cases remained open, and IRS did not pursue about 451 
cases for various reasons. (See p. 28.) 

--About one-half of the 2,280 open cases had not progressed 
past the first compliance phase, examination, where IRS 
proposes an adjustment to the taxes owed. (See p. 28.) 

--Although IRS has no criteria for how long it should take to 
complete a case, 2,977, or 77 percent, of the 3,870 cases 
in the three districts were delayed in one or more phases 
of the compliance process for 180 or more days. The closed 
cases in our sample usually took 180 days or more in the 
examination phase, and about 41 percent of the examined 
cases for which we could make a determination took over a 
year. The average time to close a case was 466 days. 
About 84 percent of the 2,280 open cases had been open 
for a year or more, and about 41 percent had been open 2 
or more years. Most of the open cases were still in the 
Examination Division and had been there 1 or more years. 
Therefore, taxes had not been assessed. (See p. 28 and 
aw . VII and VIII.) 
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of 51 summonses to obtain records which protesters had refused 
to furnish. Nationally, IRS issued 937 summonses on illegal tax 
protester cases for the 6-month period ending September 30, 1979. 
Data is not readily available on how many of these summonses the 
taxpayer attempted to block by intervening. 

IRS itself also contributed to delays due to (1) difficul- 
ties in locating tax returns and assembling other tax information 
from its files, (2) competing priorities and heavy caseloads, and 
(3) the need to do additional work in developing cases. One over- 
riding cause has been that rather than establishing special proce- 
dures for protester cases, IRS chose to handle them within its 
regular compliance system-- a system designed to deal with general- 
ly cooperative and compliant taxpayers. More importantly, the 
program suffers from a lack of authoritative management direction 
and attention at all organizational levels within IRS. 

Currently, IRS' Assistant Commissioner for Compliance, 7 
Regional Commissioners, and 58 District Directors are charged 
with authority over and responsibility for the Illegal Tax Pro- 
tester Program, as well as other tax administration programs and 
activities. These top officials cannot reasonably be expected 
to direct, control, and monitor daily program operations. Yet, 
no one official has been designated at the national, regional 
and district levels to manage daily program operations and assure 
that it received the attention it deserved. Instead, IRS estab- 
lished coordinator positions in each of its divisions at each 
organization level, none of whom have any authority over the pro- 
tester program except within their respective divisions. Overall 
program direction and attention is important because protester 
cases, as well as other special compliances cases, often cross 
two or three district functional lines and are subject to the 
normal managerial and supervisory priorities and controls of 
each function. (See pp. 31 to 35.) 

In addition to improving its procedures for identifying and 
handling protester cases, IRS can make other programmatic changes 
to improve the efficiency and effectiveness of its efforts against 
protesters. These relate to planning, management information, 
and protester-related publicity. 

IRS needs an overall plan for 
dealing with illegal tax protesters 

In recent years, the illegal tax protester problem has con- 
tinued to grow, and IRS has devoted increasing resources to it. 
Yet, it has no overall approach or strategy for allocating it's 
resources to achieve maximum deterrent effect. At the protest 
movement's current growth rate, IRS may have to expend about 2 
percent of its district compliance resources on the problem this 
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Presently, IRS relies principally on its fragmented compliance- 
related information systems to manage its protester efforts. 
This is supplemented with information accumuiated manually by 
IRS' many illegal protester program coordinators or by computers 
at the service centers. 

Officials from each of the IRS rleadquarters compliance divi- 
sions stated that tlleir respective liianayement information systems 
are adequate for the manayement of their division's activities. 
None of the officials could speak for the ,>verall program, how- 
ever, because there is no single program manayer, and no overall 
management reports are being generated. (See pp. 37 to 39.) 

Additional opportunities for IRS to use -:------- the public media inzalinq with ille:~+J. __- 
tax protesters 

Considerable press coverage :XIS been given to protest lead- 
ers in recent years as they market tl&eir various schemes, and 
IRS' Public Affairs Division has devoted a majority of its re- 
sources to the protester program during this same time period. 
However, its efforts have involve:3 informin!; t.he public about 
IRS' position on the various schemes .ind the actions IRS has 
taken against violators, rather :.han countering specific false 
claims or misstatI-Jmer;-ts made ny grotrst Leaders concerning their 
tax status. 

Section 6103ix)(3) of the Internal Revenue Code allows IRS 
to disclose taxpayer return information or any other information 
necessary to correct misstatements of fact--provided such disclo- 
sure is authorized by the Joint Committee on Taxation. IRS offi- 
cials told us that the Service had never attempted to obtain the 
Joint Committee's approval on a protest-related case. These of- 
ficials were skeptlcal about the workability of the Code pr"vi- 
sion because they viewed the approval process as being burdensome 
and time consuming. 

WP recognize that to be effective, IRS' rebuttal should be 
timely. However, we question whether IRS' reasons are adequate 
justification for not at least tryirlq to obtain Joint Committee 
approval in selected cases. (See pp: 39 and 40.) 

CONCLUSIONS AND RECOMMENDATIONS -. 

In conclusion, Y-aced tiith 2 yro,vlA,:;I 1.lle~~~~l tax protest 
movement, IRS has taken some positive counter measures and has 
achieved some important successes. , i'owever I too many protesters 
escape detection, and IRS' untime1.1, ooi(:pliance efforts do not 
always calls= detected Drotesters to become compliant. 



Finally, we reaffirm our past position concerning the need 
for the Congress to revise the summons provisions of the 1976 
Tax Reform Act by requiring taxpayers to show cause to a court 
in writing why a summons should not be complied with. This would 
prevent protesters from delaying cases by failing to provide IRS 
with records until shortly before a summons enforcement court 
appearance date arrives. (See p. 43.) 

This concludes my prepared statement. We would be pleased 
to respond to any questions. 
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Despite these actions and successes, IRS needs to improve 
its ability to identify illegal tax protesters. It also needs 
to improve its efforts to bring protesters into compliance by 
investigating them in a more timely and effective manner. In 
addition, IRS needs to develop an overall strategy and provide 
for collateral information to better target its resources and 
maximize their deterrent effect on the protester problem. 

We would now like to discuss (1) the nature and extent of 
the illegal tax protest movement, (2) the various schemes used 
by protesters, and (3) the adequacy of IRS' efforts to detect 
and deter protesters, including improvements IRS can make in its 
Illegal Tax Protester Proqram. But first, let us distinguish 
between leqal and illegal tax protesters. 

LEGAL AND ILLEGAL TAX PROTESTERS -I_- 

Taxpayers need and have legal ways to protest the Govern- 
ment's tax policies. Legal tax protesters generally seek to change 
the tax laws through legislation, while continuing to pay taxes 
in accordance with existing laws. They are leqally and peacefully 
exercising their right to petition t'fi.3 Government. Tax law lobby- 
ists are probably the most common form of legal protesters. The 
State of California's "Proposition 13" movement is an example of 
a !.egal tax protest. 

In contrast, IRS defines an illeqal tax protester as "a per- 
son who advocates and/or participates in a scheme with a broad 
exposure that results in the illegal underpayment of taxes." 
These protesters attempt to undermine the tax system by usinq 
various schemes that lead to the evaston of taxes. Some attempt 
to interfere with the efficient administration of the tax system 
by harassing IRS employees in various ways. Some even advocate 
the use of violence, thus subjecting those IRS employees who deal 
directly with them to the threat of physical harm. 

NATURE AND EXTENT OF ILLEGAL 
TAX PROTEST MOVEMENT --- 

The illegal tax protest movement began in the early 1920s. 
Until a few years ago, the movement was centered mainly in the 
Western and Southwestern parts of the country, an-j was viewed by 
IRS as A local compliance problem. The movement consisted of 
a few individuals who shared similar views reqardinq the constitu- 
tionality of taxes and who practiced and promoted illegal schemes. 
The schemes were simple and straightforward--individuals would 
not file tax returns, or would file returns but report no income. 

The movement grew in the late 196Os, when protest returns 
were filed by individuals who belonged to geographically isolated 
groups who shared similar beliefs regarding (1) the Government's 
right to tax individual income, (2) the taxability of paper money 
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As shown in appendix III, the breakdown of IRS' data by 
service center reveals that illegal protester activity continues 
to be heaviest in the West and Southwest. However, it is inten- 
sifying across the country and has had the largest percentage 
increase in the Northeast. 

Presently, IRS does not generate periodic statistics on the 
characteristics of il.leqal tax protesters or on the amount of 
taxes involved in these protests. Alt.houqh certain data on 
characteristics can be found within the management information 
systems of individual IRS divisions, no profile reports are 
prepared for the overall protester program. We can provide some 
profile information, however, which is based on a sample of pro- 
tester cases. We selected these cases from among those which 
IRS put in its protester program in 1978 and 1979 in three of 
its districts--Des Moines, Los Angeles, and Manhattan. l/ - 

We estimate that 58 percent of the illegal protesters in 
the three districts were nonprofessional wage earners, 19 per- 
cent were professional persons and either self-employed c-r wage 
earners, 9 percent were nonprofessional self-Lmployed persons, 
8 percent had an unknown occupational status, and 6 percent 
involved other minor classifications. Some interesting subgroups 
within these broad occupational categories include doctors (9 
percent), teachers (7 percent), and government employees (6 per- 
cent). 

About 46 percent of the protesters had incomes between 
$15,000 and $50,000, and another 17 percent had incomes between 
$10,000 and $15,000. The highest income noted was about $275,000. 
We estimate that about 7 percent of the protesters were either 
local or national leaders; and about 78 percent limited their 
protest activity to just filing a protest return. Another S per- 
cent were nonfilers who told IRS they were protesters, and the 
remainder involved other minor categories. 

L/Throughout our testimony, unless otherwise specified, our sam- 
ple results from 167 randomly selected illegal tax protester 
cases are projected to the estimated universe of 3,870 tax pro- 
tester cases in the three districts. This estimated universe 
was used because our original sample of 222 cases included 16 
cases on which IRS could not provide records and 39 cases which 
IRS erroneously placed in its protester program. We excluded 
the erroneous cases from our projections and reduced the uni- 
verse accordingly. We are 95 percent confident that the esti- 
mated universe is accurate within + 181 cases. See appendix I 
for a more complete explanation of-our methodology. 
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refuse to furnish information to IRS. In fact, many constitu- 
tional returns are so incomplete that IRS does not consider them 
to have satisfied the filing requirements and treats them as non- 
filer cases. 

As an example of a constitutionally based argument, persons 
may claim they are providing no income information because to do 
so would violate their 5th amendment right against self-incrimina- 
tion. The Supreme Court held as early as 1927, however, that a 
taxpayer could not refuse to file a Federal income tax return on 
the basis of 5th amendment protection. Similarly, protesters 
assert that the internal revenue laws constitute a taking of pro- 
perty in violation of the due process clause of the 5th amendment. 
The courts have also denied this claim, stating that "It is now 
well settled that the income tax laws are not unconstitutional 
under the due process clause of the 5th amendment." 

Family estate trust scheme 

The family estate trust scheme, which is over 30 years old, 
has become the second most popular scheme. It was used in con- 
nection with about 26 percent of all the protest returns IRS 
identified in 1980. 

Under this scheme, a person purchases a "trust package" from 
a promoter. All personal assets (the estate) are then assigned 
to the trust, and any personal earnings become trust revenues. 
The promoters misrepresent that (1) a grantor can assign his or 
her income to either another person or a trust to escape taxation, 
and (2) substantially all the grantor's living expenses may be 
deducted on the trust's fiduciary income tax return as business 
expenses. 

Under this scheme, the trust pays many personal expenses of 
the grantor, such as housing, medical, automobile, and interest 
expenses. Any remaining trust income is paid to the grantor, who 
is a trust beneficiary: or the trust income can be divided among 
several beneficiaries, such as the grantor's minor children who 
have little or no income. The taxpayer files a form 1041 showing 
these transactions and a form 1040 return showing any distribu- 
tions from the trust as income. Our review showed that most users 
of this scheme attempted to divert personal earnings of between 
$15,000 and $50,000 to the trust. 

Several IRS rulings have been published adverse to this 
scheme, and IRS challenges to these trusts have been upheld in 
various court cases. 
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Under the false W-4 scheme, an employee claims excessive 
withholding allowances or complete exemption from withholding so 
that little or no Federal income taxes are withheld by the em- 
ployer. Later, the employee may either underreport income, 
refuse to pay the difference between taxes withheld and due, 
or not file a return at all, thus creating a collection problem 
for IRS. 

This scheme usually starts with a few employees and expands 
as others learn that their counterparts take home more money for 
doing the same work. For example, very recently, about 3,500 
General Motors autoworkers in Flint, Michigan, primarily at the 
urging of two leaders, filed questionable form W-4s. The scheme 
has even been used by Federal employees and municipal employees, 
such as policemen and sanitation workers. 

In 1980, IRS included in its Illegal Tax Protester Program 
937 cases in which individuals filed false form W-4s that IRS 
determined were protest-motivated. However, this figure should 
not be construed to be a true indicator of the number of protest- 
ers who filed a false form W-4 that year. It is probably under- 
stated because for the first 3 months of 1980, employers were 
not required to send IRS questionable form W-4s. Also, IRS' new 
program had not progressed to a point where IRS could effectively 
determine how many false form W-4s were filed by protesters. 

Fair market value scheme 

The fair market value scheme, which is seldom used, involves 
taking a deduction for the declining value of the dollar, thus 
substantially reducing taxes. The tax court has upheld IRS’ posi- 
tion that such a deduction is neither provided for nor authorized 
by the Internal Revenue Code or regulations. 

Gold/silver standard scheme 

Under the gold/silver standard scheme, which is also seldom 
used, protesters argue that Federal Reserve Notes do not consti- 
tute income because they are not redeemable in gold or silver. 
They further argue that Federal Reserve Notes are not legal ten- 
der. In most cases, the protester will file a blank return with 
supportinq arguments attached. These arguments have been consis- 
tently rejected by the courts as being frivolous and without merit. 

Protest adjustment and nonpayment 
protest schemes - 

The protest adjustment scheme involves the use of an unallow- 
able deduction, adjustment, or credit based on philosophical ob- 
jections to the use of tax money for certain Government programs, 
such as defense or foreign aid. 

19 



its limited resources on the spreading problem. Specifically, 
IRS should 

--develop, with input from the Justice Department, an 
overall approach or strategy for dealing with illegal 
tax protesters: and 

--develop better management information. 

IRS' illegal tax protester activities 

Early IRS illegal tax protest efforts were guided by a myr- 
iad of local procedures, primarily in the Western and Southwest- 
ern regions where the protest movement originated. In recent 
years IRS has taken some positive steps to deal with illegal tax 
protesters nationally. The most significant of these is its Il- 
legal Tax Protester Program which had its origin in September 
1977, with the establishment of a task force to study the pro- 
tester problem. The task force was charged with (1) determining 
the scope and impact of the protester movement and the effective- 
ness of IRS' current policies and procedures for dealing with 
protesters, and (2) developing alternatives for dealing with the 
problem. In addition to interviewing IRS regional, district, 
and service center personnel, the task force established proce- 
dures for identifying protester returns and documents at service 
centers and for controlling those returns and documents identi- 
fied. 

IRS issued interim protester program instructions in Novem- 
ber 1978 and comprehensive instructions in January 1979. The 
Assistant Commissioner, Compliance, was designated as the senior 
coordinating official responsible for implementing and monitor- 
ing the program. Functional coordinator positions were also es- 
tablished at the national, regional, and district offices, and 
at the service centers. 

The comprehensive program instructions also implemented the 
task force's proposed identification and case control procedures. 
They also added a quarterly reporting requirement to record sig- 
nificant tax protester activities and IRS enforcement accomplish- 
ments. The quarterly report, based on field input, contains 
information on criminal investigations and intelligence collected 
on the illegal protest movement. It serves as a means for keep- 
ing the field informed of new protest schemes. The report also 
contains a section on resource expenditures by the districts. 
This resource expenditure information is generally inaccurate and 
national officials said that they do not rely on it. They were 
uncertain as to why it was included in the report. 
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--allocate resources to and investigate the most 
significant protesters, and 

--measure the results and impact of its national program. 

"Silent protesters" who do not file returns are the most 
difficult to detect. In a July 1979 report l/ on the difficulty 
IRS has in detecting nonfilers, we estimated-that up to 5 million 
individuals, owing a net total of about $2 billion in taxes, did 
not file returns for tax year 1972 and that IRS was only able to 
detect about 12 percent of these. Not all nonfilers would meet 
IRS' definition of an illegal tax protester because some persons 
fail to file due to ignorance or oversight, or other reasons, 
such as fear of disclosing illegal source income. Neither we nor 
IRS know how many of the 5 million individuals, including those 
IRS may have identified, would have met IRS' official definition 
of an illegal tax protester. However, since protest leaders 
encourage nonfiling, it seems reasonable to us to conclude that 
some of those nonfilers were protesters. Through its nonfiler 
program, IRS did identify an estimated 264 protester cases, or 7 
percent, of all protester cases identified in the three districts 
we reviewed. However, IRS does not know how many protesters were 
identified through this program nationally. 

To the extent IRS effectively implements the recommendations 
in our July 1979 report, its identification of protest nonfilers 
should improve. However, even when IRS identifies nonfilers or 
underreporters, it only includes those persons in its Illeqal Tax 
Protester Program when they voluntarily indicate being protesters. 
Also, IRS has not ascertained how effective its nonfiler program 
is at identifying illegal tax protesters and causing them to be 
placed in the protester program. Rather, IRS relies on its man- 
ual provisions which require that the reason for nonfiling be 
ascertained and also that identified protesters be placed in the 
protester program. 

Unless IRS routinely determines whether those nonfilers and 
underreporters it identifies are protest-motivated, it will not 
know the extent and makeup of the protest movement for planning 
purposes. Nor will it be assured that such protesters receive 
adequate enforcement attention. Also, some of the most signifi- 
cant protesters may be excluded from IRS' protester program. 

Even when individuals file protest returns with IRS, some 
can be more difficult to identify than others. Tax returns that 
call attention to protesters' causes are easier to identify than 
those that resemble ordinary returns. For example, a war protest 

l/"who - 
to F 

's Not F ilinq Income Tax Returns? IRS Needs Better Ways 
ind Them and Collect The ir Taxes" (GGD-79-69, July 11, 1979). 
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percent or more of adjusted gross income. IRS eliminated 6,870 
of the cases because either the return could not be located, it 
had no tax potential, it involved an apparent traditional church, 
or it would otherwise eventually be selected for examination. 

As of August 1980, after completing 93 percent of the 1,760 
remaining cases, IRS had found that 197 returns contained con- 
tributions to nontraditional churches. None of these cases had 
been previously identified by IRS' detection procedures. Also, 
IRS might have been able to identify more protesters who utilized 
a church-related scheme had it chosen to examine some of the sam- 
ple cases it eliminated for various reasons. The study showed 
that IRS statistics on protesters were understated because of 
problems in identifying cases involving large contributions to 
nontraditional churches. However, the study results did not 
permit IRS to determine the overall extent to which this scheme 
was utilized by the study universe because IRS did not review 
all, or a valid sampling, of the universe of returns. Recently, 
IRS decided to further study contribution deductions and the use 
of these deductions by protesters. 

Another identification problem resulted from IRS' failure 
to properly train employees assigned to identify protest docu- 
ments. At one service center, a procedure which had identified 
44 illegal tax protesters in 1978 identified only 2 protesters 
the next year. We found that IRS designated a different unit to 
identify protest documents in 1979. However, personnel assigned 
to this unit were not familiar with case selection procedures. 

Weaknesses in IRS' identification procedures contribute to 
IRS' statistics understating the number of protest returns filed. 
We reviewed the prior and subsequent year returns for the indi- 
viduals in our sample to determine whether they also filed pro- 
test returns in those years and, if they did, whether IRS counted 
or even identified them. On this basis, we estimated that in the 
three districts we reviewed IRS failed to count 273, or 18 per- 
cent, of 1,516 prior or subsequent year protest returns filed by 
these identified protesters. We do not know how many cases IRS 
may have overlooked in processing the returns of unidentified 
protesters. 

Although not all persons who file false form W-4s are ille- 
gal tax protesters, IRS may realize a significant increase in 
the number of protesters identified through its new Questionable 
Form W-4 Program. The volume of questionable form W-4s received 
and those requiring followup have both greatly exceeded IRS' ini- 
tial estimates. 

As shown in appendix V, IRS estimated that in the program's 
first year about 1 million W-4s meeting the filing criteria would 
be received from employers. It further estimated that processing 
these documents would produce 30,000 questionable W-4s requiring 
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additional changes, if any, are needed. In this regard, IRS' 
Internal Audit Division has initiated a nationwide audit of the 
program, which should provide a better basis for considering any 
needed changes. 

IRS' efforts to bring protesters into 
compliance need improvement 

Once IRS has identified illegal tax protesters, it has not 
been as effective as it could be in bringing them into compliance. 
IRS' effectiveness is somewhat reduced because of the delaying 
tactics employed by protesters. Cases are delayed during many 
phases of the enforcement process-- some times for extensive per- 
iods by the protester and other times by IRS. Too often, protes- 
ters continue to file protest returns or become nonfilers. Also, 
the protest movement continues to grow. This growth continues 
even though IRS spent an estimated $14.4 million of its district 
compliance resources on the program alone over the last two years 
and has made some changes to improve its compliance efforts. Be- 
fore IRS can make significant progress in curbing the protest 
movement, it must demonstrate to the taxpaying public that protes- 
ters will be dealt with in a timely manner using the most appro- 
priate and effective enforcement powers available. 

We would now like to present the results of our review of 
IRS' compliance efforts based on a random sample of cases placed 
in the Illegal Tax Protester Program in three selected districts 
during 1978 and 1979 and on certain cases involving protesters 
who were convicted during 1979 of selected criminal tax viola- 
tions. 

IRS' compliance efforts are 
untimely and ineffective 

It is important that IRS timely convince protest return 
filers that they cannot evade taxation by using a protest scheme. 
Failure to convince them will only result in the continued filing 
of protest returns, which in turn will absorb more IRS resources. 

To assess the effectiveness of IRS' compliance efforts 
against protesters, we considered (1) how successfully it closed 
cases by assessing and collecting taxes, (2) how long the enforce- 
ment process took, and (3) how far open cases had progressed in 
the process at the time of our review. To measure deterrent 
effects, we reviewed 1979 tax return information to determine 
whether persons previously investigated under IRS' protester pro- 
gram voluntarily complied or continued to protest. We also re- 
viewed the extent to which IRS used special compliance measures, 
such as penalties, to try to deter protesters. 
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One of the best measures of the effectiveness of IRS' com- 
pliance efforts is its ability to collect taxes from protesters. 
IRS has had some early successes at collecting these accounts. 
IRS had made final tax assessments totaling $2.5 million on an 
estimated 1,266 cases in the three districts. It assessed penal- 
ties totaling $251,000 on 1,211 cases. IRS collected $2.4 mil- 
lion, includfng interest on all or part of 1,148 cases. These 
figures include partial payments. In an estimated 391 cases, 
about $420,000 had not been collected, and, of this amount, an 
estimated $23,000 was presently determined to be uncollectible 
by IRS. 

Collection results to date should not be interpreted as 
meaning that IRS will have an easy time collecting protester 
accounts. It should be noted that protesters were contesting 
an estimated $5.7 million in proposed tax assessments at the 
time of our review. Also, additional taxes are involved in 
other cases that have not progressed to the point of IRS even 
proposing an assessment, and most of these protesters refused 
to provide the necessary records for IRS to complete its exami- 
nations. As such, the taxes involved in these cases may be more 
difficult for IRS to collect. 

It should also be pointed out that about $1.3 million of 
the $2.4 million IRS did collect was collected from persons who 
voluntarily paid after the examination. Most voluntary payments 
were made by persons using the family estate trust scheme. This 
is not surprising because, according to IRS, these persons are 
often not hardcore protesters but rather persons who discover 
they have been misled by a promoter: thus, they are more willing 
to pay. 

To determine IRS' deterrent effect on those illegal tax pro- 
testers it investigates, we reviewed the 1979 tax year filing 
status for our sample cases. We estimate that 1,787 persons in 
the three districts filed a nonprotest return, 567 filed a protest 
return, and 928 did not file. In the remaining 588 cases, infor- 
mation generally was not available to permit us to evaluate their 
filing status. Although a statistically valid conclusion could 
not be reached, indications are that persons using the family 
estate trust scheme were more likely to become compliant. In 
contrast, persons using constitutional, church-related, and 
gold/silver schemes were more apt not to file. Thus, although 
IRS definitely had a deterrent effect on some protesters, many 
others remained protesters, including a substantial number who- 
resorted to nonfiling. 

To further evaluate IRS' pursuit of nonfiler protesters, we 
examined 10 illegal tax protester nonfiler investigations which 
one IRS district had closed< on the basis that expected revenue 
did not warrant the cost. Although this revenue yield criterion 
may be generally valid in dealing with the average taxpayer, we 
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was 8 years in prison, with 5 years suspended, plus 5 years proba- 
tion; and 2 years in prison with 1 year suspended, plus 5 years 
probation. The average probationary sentences were 32.6 months 
and 26.2 months, respectively. 

IRS secured tax returns from 44 of the 71 convicted protes- 
ters. It collected almost $93,000 from 20 of the 44 protesters, 
and the other 24 still owed about $133,000 at the time of our re- 
view. Taxes were also due in the 27 cases in which IRS had not 
secured a tax return. tlowever, we do not know how much taxes 
the individuals involved in these cases owed because neither the 
taxpayer nor IRS had proposed an assessment. 

These results raise a potential problem in that a require- 
ment to file returns and pay any taxes owed is often a condition 
of probation for individuals convicted of criminal tax viola- 
tions. It is possible that the terms of the probation are not 
being met. IRS has a procedure whereby Criminal Investigation 
Division personnel are to coordinate with Collection Division 
personnel and in turn with probation officers. All such cases 
are supposed to be flagged until terms of the probation are 
met. However, national office officials are not kept apprised 
of the results of the collection attempts. Therefore, they do 
not know why the delinquent returns have not been secured or 
whether the procedure is working as it should. We did not deter- 
mine the effectiveness of this procedure or the extent to which 
IRS and the Justice Department effectively coordinated on these 
matters because of the time it would have taken to review the 
records spread throughout various district offices across the 
country. 

Factors hindering IRS' compliance efforts 

We sought to find reasons for the delays in IRS' process- 
ing of protester cases and to determine whether changes could be 
made to improve IRS' timeliness and effectiveness. Often, neither 
case files nor IRS officials could provide the reasons for delays. 

Our analysis of sample cases in the three districts showed 
that many delays were caused by protesters, who were generally 
uncooperative and took advantage of the system to prolong IRS' 
inquiry. Most often, protesters would either not timely provide 
the necessary records or refused to talk to IRS. Protesters 
taking advantage of statutory or regulatory provisions, such as 
the summons provi.sions of the 1976 Tax Reform Act, and other 
factors also ,caused many delays. But IRS also contributed to 
delays due principally to (1) difficulties in locating tax 
returns and assembling other t-ax information from its files, 
(2) competing priorities and heavy caseloads, and (3) the need 
to do additional work in deveLoping cases. 

31 



A person at the national and regional office levels and especially 
at the district level could be given cross functional authority 
to assure that protesters and other special compliance problems 
receive adequate agencywide attention and support. These persons 
at each level could be given overall authority and responsibility 
for managing and directing special compliance programs, including 
IRS' illegal tax protester activities. Our views in this regard 
are based, partially, on similar administrative problems noted 
in our work on IRS' Abusive Tax Shelter Program. 

Administrati.vely, IRS can make several procedural changes 
which should increase its timeliness and effectiveness in handl- 
ing illegal protester cases. Such changes should be based on 
the recognition that illegal protesters are generally not volun- 
tarily compliant taxpayers, but rather persons committed to 
thwarting the tax administration system. 

First, to speed up the processing of cases at the district 
level, IRS could require its service center personnel to do an 
adequate records search and accumulate a case file before for- 
warding the case to the district. This should include querying 
all available data sources within IRS for the present and prior 
tax years, including the information documents and questionable 
W-4 data files. Such data, together with tax returns, could be 
used to make a final decision as to whether a case should be re- 
ferred to the appropriate district for action. The data could 
then be forwarded to district personnel responsible for working 
the case, thus minimizing the extent to which they would need 
to develop and query for additional data. Using the W-4 data file 
should also help district personnel more timely identify the il- 
legal tax protesters' employers from which to obtain sufficient 
information to quickly make a proposed tax assessment. 

One IRS region noted that delays were caused by the inter- 
mingling of protester returns with other nonpriority returns 
when returns were shipped from service centers to district of- 
fices. Requiring special handling of shipments of illegal tax 
protester cases from service centers to the district offices 
should help solve this problem. 

To expedite the tax assessment process, IRS should increase 
its use of the technique of proposing tax assessments based on a 
substitute return when a protester refuses to cooperate. The 
opportunity for increased use lies with wage earner protester 
cases wherein IRS can identify the protesters' employer from the 
questionable W-4 or information return data files. 

IKS could particularly expedite the examination and proposed 
assessment phases on family estate trust cases. Once IRS has the 
forms 1040 and 1041, it could compute a proposed assessment on 
the basis of the amount of wages or salaries diverted to the trust. 
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motives are i~ol'e directly related to tying up IRS' resources 
and beilig uncooperative. Administratively, IRS could establish 
criteria for how Long it should wait for known protesters to 
provide records before initiating the summons process. This 
would ensure that some positive steps were being taken to expe- 
dite protester cases. Legislatively, as we have expressed in 
several prior reports and testimony, the summons provisions of 
the 1976 Tax Reform Act need to be revised to require a taxpayer 
to expeditious1.y show cause in writing to a court why a summons 
should not be complied with. 

In addition to improving its procedures for identifying and 
handling protester cases, IRS can make further programmatic im- 
provements to better focus its limited resources on a spreading 
problem and have a greater deterrent effect. These relate to 
planning, management information, and protester-related publicity. 

IRS needs an overall plan for 
dealing with illegal tax protesters 

Presently, IRS has no overall approach or strategy for ille- 
gal tax protesters that attempts to maximize deterrent effect 
while consuming a minimum of resources. From a policy standpoint, 
IRS has estabiished protesters as one of its major priorities. 
Once identified, however, most protest returns are processed as 
part of the regular compliance enforcement process at the dis- 
tricts. 

In recent years, the illegal tax protester problem has 
continued to grow, and IRS has devoted increasing resources to 
it --about 1.3 percent in 1980. At the protest movement's current 
growth rate, IRS may have to expend about 2 percent of its district 
compliance resources on the problem this year and even more next 
year to work the increasing number of protest returns. We estimate 
it expended almost $14.4 million over the last 2 years on illegal 
tax protester cases. Although this may not seem like much, the 
problem continues to grow, and IRS has not been as effective as 
it could be in bringing protesters into compliance. Before IRS 
can be more effective it needs to plan how to better spend its 
current resources so as to maximize deterrent effect. Even with 
an effective plan, IRS may need to spend substantially more 
resources until the movement is effectively countered. The pro- 
test movement, because of its high visibility and potential for 
spreading, poses ii threat to the voluntary tax system. 

Because of the many other compliance problems confronting 
IRS, continued growth in the number of illegal tax protesters 
will only place an added strain on IRS' limited compliance re- 
sources. Of equal concern are the constraints on the resources 
of the Justice Department and Federal court system, both of which 
play a role in criminal and civil litigation against protesters. 
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We believe IRS and Justice are moving in the right direction, 
especially in terms of efficiently and effectively using criminal 
proceedings to combat the protester problem. However, as the pro- 
tester problem intensifies, we believe it will become increasingly 
essential for IRS and Justice to have an overall coordinated plan 
for dealing with illegal tax protesters. We believe IRS, with in- 
put from Justice, can use the techniques discussed in our November 
1979 report and the recent experience gained in coordinating on 
church-related and W-4 matters as a basis for developing such a 
plan. The plan, which should have the input of local IRS program 
coordinators and U.S. Attorneys, should provide a framework for 
making key program decisions. These decisions include: 

--To what extent should resources be directed at proactively 
identifying and pursuing leaders and activists as opposed 
to protesters identified through IRS' service center pipe- 
line and other sources? Perhaps cases deemed not to have 
as much potential deterrent effect could continue to be 
processed as part of IRS' normal com.pliancc enforcement 
process. 

--What approach will provide the most deterrent effect for 
each of the various protest schemes, and what aspect of 
the protest problem should receive the most emphasis? 

--Generally, when and against what types of protesters 
should criminal versus civil proceedings be used to en- 
force compliance? Because of the similarity in the 
development of civil and criminal litigation for some 
protest schemes, such as church-related, Justice's 
input regarding a criminal/civil strategy is important. 

IRS cannot efficiently and effectively plan, allocate re- 
sources, and make other strategic decisions regarding its Illegal 
Tax Protester Program without adequate management information. 

IRS needs better management information 

Presently, IRS relies principally on its fraymented compli- 
ance related information systems to manage its protester efforts. 
This is supplemented with information accumulated manually by 
IRS' many illegal protester program coordinators or by computers 
at service centers. Headquarters officials from each of IRS' 
compliance divisions stated that their respective management 
information systems are adequate for the management of their divi- 
sion's activities. None of the officials, however, could speak 
for the overall program because there is no single program mana- 
ger, and no overall management reports are being generated. 

IRS ' current management information system has several short- 
comings. First, it does not provide adequate staff and calendar 
time informaticn. Although IRS accumulates total staff time 
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other than that presently accumulated, and supported its elimination. 
We believe, however, that the form would have been useful in col- 
lecting information for managing and evaluating the overall Ille- 
gal Tax Protester Program. 

Additional opportunities for IRS to use 
the public media in dealing with illegal 
tax protesters -- 

Considerable press coverage has been given to protest leaders 
in recent years as they market their various schemes. According 
to IRS, its Public Affairs Division has devoted a majority of its 
resources to the protester program during this same time period. 
Their efforts were primarily directed toward providing responses 
to the media and developing a package of information on each 
scheme that could be used by district office officials when re- 
sponding to local media requests or issuing press releases. 

Such efforts should inform the public about (1) IRS' posi- 
tion on the various schemes and (2) criminal and civil actions 
IRS has taken against persons who previously attempted to use a 
particular scheme. However, such efforts will not necessarily 
counter specific false claims made by protest leaders. 

No empirical data exists to show how effective IRS publicity 
efforts have been in convincing other persons not to become pro- 
testers or the extent to which protest leaders' false claims cause 
other persons to become protesters. Available evidence does show 
that more people become protesters each year and the movement is 
growing. 

IRS' illegal tax protester task force members pointed out in 
1979 that the credibility of the illegal tax protest leader is a 
principal force in the expansion of the protest movement. The 
task force also pointed out that, in many cases, protest leaders 
make false claims about their personal tax situations and IRS' 
dealings with them. During our review, district personnel asso- 
ciated with the Illegal Tax Protester Program continued to express 
concern about the false statement problem and the restrictive na- 
ture of Internal Revenue Code provisions which limit IRS' ability 
to disclose personal tax data. 

Section 6103(k)(3) of the Internal Revenue Code allows IRS 
to disclose taxpayer return information or any other information 
necessary to correct misstatements of fact, provided such dis- 
closure is authorized by the Joint Committee on Taxation. IRS 
national office officials told us that IRS had never attempted 
to obtain the Joint Committee's approval on a protest related 
case because IRS district offices have not asked the national 
office to a0 so as yet. These officials also expressed some 
skepticism about the workability of this Code provision because 
they viewed the approval process as burdensome and time consuming. 
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IRS has not handled illegal protester cases as timely or 
effectively as might be expected of a priority effort. Until 
recently IRS had not developed special procedures to cope with 
the factors that caused delays in dealing with this special com- 
pliance problem. Instead, IRS handled protesters as part of its 
regular compliance enforcement system which is designed to deal 
with the average, generally compliant, and cooperative taxpayer. 
Yet, our sample results showed that protesters often abused the 
voluntary compliance system through such delaying tactics as with- 
holding records: challenging IRS' summonses, short of appearing 
in court: and requesting appeal or tax court hearings, primarily 
for the purpose of absorbing IRS' resources and delaying the 
assessment and collection of taxes. As a result, many cases take 
from 1 to 3 years for IRS to complete, collection is delayed, and 
deterrence from future noncompliance hindered. 

Several other factors reduce IRS' effectiveness in dealing 
with protesters: 

--In selecting and processing protester cases, IRS does not 
generally distinguish cases by their potential deterrent 
significance. With the exception of criminal cases, 
leaders and activists are often handled routinely with 
other, perhaps less significant cases. 

--Organizationally, IRS is not structured to ensure that 
protester and other special compliance cases which cross 
functional lines get adequate management attention and 
support. 

--IRS does not have an overall approach or strategy for 
dealing with protesters. A plan is necessary to ensure 
that Government resources are used efficiently and 
have the highest deterrent effect possible. 

--IRS' management information system is not sufficient for 
monitoring protester cases and measuring program results. 

IRS can take several actions to improve its efforts to iden- 
tify and bring illegal tax protesters into compliance. 

TO improve its detection procedures and information on the 
overall extent and makeup of the tax protester problem, we recom- 
mend that the Commissioner of Internal Revenue direct IRS offi- 
cials to: 

--Routinely determine whether persons detected through IRS' 
nonfiler program are protesters and assure that they are 
pursued accordingly. 
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--Develop, with input from the Justice Department, an 
overall plan for dealing with illegal protesters. 

--Develop more comprehensive management information for 
use in planning, allocating resources, and making other 
strategic decisions relative to the illegal tax protester 
efforts. 

--On a test case basis, seek Joint Committee approval un- 
der Code section 6103(k)(3) to disclose taxpayer return 
information or any other information necessary to correct 
misstatements of fact. 

Finally, we reaffirm our past position concerning the need 
for the Congress to revise the summons provisions of the 1976 
Tax Reform Act by requiring taxpayers to expeditiously show cause 
to a court for not complying with a summons. This would prevent 
protesters from delaying cases by failing to provide IRS with 
records until shortly before a summons enforcement court appear- 
ance date arrives. 
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APPENDIX I APPENDIX I 

We also reviewed the tax return filing and payment records 
of 71 protesters that were convicted in fiscal year 1979 for 
failure to file tax returns or for filing a false form W-4. 

In addition to the three IRS district offices, we performed 
work at IRS' national office in Washington, D.C.; its Atlanta, 
Chicago, Dallas, New York, and San Francisco regional offices: 
and its Fresno, Brookhaven, and Kansas City service centers. 
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APPENDIX III APPENDIX III 

Service Center 1978 1979 1980 

West: 
Ogden 
Fresno 

1644 
1528 

3172 

3478 
3664 

7142 

5585 
3716 

9301 Subtotal 

Southwest: 
Austin 

Northeast: 
Andover 
Brookhaven 

Subtotal 

East: 
Philadelphia 

Southeast: 
Memphis 
Atlanta 

Subtotal 

Central: 
Cincinnati 

Midwest: 
Kansas City 

Total 

Illegal Tax Protester Returns 
Identified By IRS Service Centers 

1978-1980 

Percentage 
increase 

1978-1980 

240 
143 

193 

984 1478 1998 103 

325 693 1767 444 
346 1251 1259 264 

671 1944 3026 351 

667 794 1204 81 

325 306 575 77 
370 352 SlO 38 

695 658 1085 56 

499 543 836 68 

435 387 776 78 

7123 
Z 

12,946 18,226 156 
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IRS Questionable Form W-4 Program 
1980 

Estimated annual 
Actual receipts for 

first 6 months 
receipts 

Questionable 
(April-September 1980) 

Questionable 

Reasons for 
questioning 

Forms forms W-4 forms W-4 
w-4 requiring Forms W-4 

received fOllowUE 
requiring 

received followup 

Excessive 
withholding 
allowances 800,000 20,000 (a) 29,392 

Exempt 
status: 250,000 10,000 (a) 113,978 

Prior year 
tax 
liability (a) (5,000) (a) (111,528) 

No prior 
year 
liability (5,000) (2,450) 

Total 

a/Breakdowns were not available. - 



APPENDIX VII AP'PENDIX VII 

Range Gf Days Required For IRS District Office 
Functions To Handle Closed Cases (note a) --.--- 

------------Days--------- 

IRS function l-179 1813-364 365 or more 

Criminal 
Investigation 115 

Examination Sb 

Post Examination 
(note b) 334 

Appeals 143 

Collection S8 

District Counsel 
(Summons 
Enforcement) 48 

District Counsel 
(Tax Court) 48 

0 43 

337 278 

241 48 

143 48 

10 3 

700 

790 

482 

472 

499 

0 0 26 

48 u 2b5 

Largest number 
of days on a case 

a/This table indicates in which phase of the compliance process - 
protester cases are likely to experience delays. The figures 
do not total because some cases may not have been delayed in 
every phase. 

b/These cases were either awaiting group managers' review or ex- 
piration of time allowed taxpayers to respond to IRS notices. 
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APPENDIX IX APPENDIX IX 

Principal Reasons For Delays 

Protester caused 

Withheld records 1,309 
Refused to talk to IRS 815 
Repeated rescheduling of appointments 270 

IRS caused 

Securing related returns 
Trouble locating return 
Additional work suggested 
Large caseload 
Other priority work 
Leave 
Training 
Lost the case file 

Number of cases in 
three IRS districts 

(note a) 

by reviewer 

922 
785 
655 
536 
438 
231 
231 

88 

Statutory and other causes 

Appeals process 
Awaiting taxpayers next action 
Collection notices process 
Summons issuance and enforcement 
Awaiting information from Social Security 

Administration 

961 
782 
238 
144 

86 

a/These are projections based on GAO's sample of 167 protester 
cases identified by three IRS district offices in 1978 and 
1979. The figures do not total because some cases had more 
than one reason for delay. 
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sPPENDIX XI APPEMT‘;IX XI 

OPENING STATEMENT 

OF 

KOSCOE L. EGGEK, JR. 

COMMISSIONER OF INTEKNAL KEVENUE 

BEFOKE THE 

COMMERCE, CONSUMER, AND MONETAKY AFFAIRS SUBC<lMMITTEE 

OF THE 

COMMITlEE ON GOVERNMENT OPERATIONS 

U.S. HOUSE OF REPRESENTATIVES 

ON ILLEGAL TAX PROTESTERS 

JUNE 10, 1981 

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE: 

I AM PLEASED TO BE WITH you TODAY TO 0Iscuss THE INTERNAL 

REVENUE SERVICE'S POLICIES AND PRACTICES RELATING TO ILLEGAL TAX 

PROTESTERS. WITH ME TODAY ARE PHIL COATES, ASSISTANT COMMISSIONER 

(COMPLIANCE), AL WINBORNE, ASSISTANT COMMISSIONER (EMPLOYEE PLANS 

AND EXEMPT ORGANIZATIONS), AND LESTER STEIN, ASSISTANT TO THE 

CHIEF COUNSEL. 

LET ME BEGIN BY RECOGNIZING -- AND 1 BELIEVE THE SUBCOMMITTEE 

SHARES THIS VIEW -- THAT THE VAST MAJORITY OF TAXPAYERS DO VOLUNTARILY 

COMPLY WITH OUR TAX LAWS AND REGULATIONS. UNFORTUNATELY, THE 

PROTESTER MOVEMENT MUST BE GIVEN A LEVEL CF ItiPORT4NCE BY THE 

SERVICE WHICH IS GREATER THAN THE NUMBER OF PROTESTERS WE HAVE 

IDENTIFIED WOULD SEEM TO WARRANT. '2/HILE 1 AM CERTAINLY CONCERNED 



APPENDIX XI APPENDIX XI 

THE RECENT ARTICLE IN PARADE MAGAZINE, WE ALSO ARE PREVENTED FROM 

RESPONDING EVEN THOUGH, AS IN THE CASE OF THE INDIVIDUAL ON THE 

COVER OF THAT ISSUE, THERE IS A SUBSEQUENT CRIMINAL INDICTMENT 

FOR TAX VIOLATIONS. 

IN OUR MARCH 1979 "REPORT ON THE-STUDY OF ILLEGAL TAX 

PROTESTER ACTIVITY", TEN CATEGORIES OR SCHEMES OF ILLEGAL TAX 

PROTEST ACTIVITY WERE NOTED. A LIST OF BOTH PAST AND PRESENT 

PROTESTER CATEGORIES IS INCLUDED HERE AS ATTACHMENT I. As YOU 

WILL NOTICE FROM THE LISTING, THERE HAS BEEN ALMOST NO CHANGE 

IN THE GENERAL CATEGORIES OR SCHEMES OF PROTESTS OVER THE PAST 

TWO YEARS. RECENTLY, HOWEVER, WE HAVE BEGUN To NOTICE TWO NEW 

VARIATIONS ON EXISTING SCHEMES. FOR EXAMPLE, A NEW TWIST TO 

THE “PROTEST ADJUSTMENT" SCHEME IS BEGINNING TO SURFACE. 

SERVICE CENTERS HAVE BEEN RECEIVING WHAT APPEAR, AT FIRST, TO 

BE LEGITIMATE FORMS 1040. UPON CLOSER SCRUTINY, HOWEVER, THE 

FORMS ARE FOUND TO BE ALTERED FORMS 1040 WITH CERTAIN LINE ITEMS 

CHANGED BY THE TAXPAYER. THE TAXPAYER WILL REPORT TOTAL WAGES 

FROM FORM W-2 ON THE CORRECT LINE, BUT REFLECT A LARGE DEDUCTION 

ON A LINE ADDED BY THE TAXPAYER TO FORM 1040 LABELED '~JoN-TAXABLE 

HECEIPTS" OR "FACTOR DISCOUNT EXPENSE" OR "EISINER vs. MACOMBER, 

252 U.S. 189". 

A RELATIVELY NEW CATEGORY OF TRUST SCHEME IS BEGINNING 

TO SURFACE ALSO. THIS IS KNOWN AS THE llFOREIGN TRUST ORGAN- 

IZATION (FTO)," AND IS SIMILAR TO THE FAMILY ESTATE TRUST SCHEME'. 

WITH A FTO, AN AGENT !N A FOREIGN (TAX-HAVEN) COUNTRY CREATES 

A TRUST IN THAT COUNTRY AND NAMES THE TAXPAYER AS THE TRUSTEE. 
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APPENDIX XI APPENDIX XI 

WITH THESE REGULATIONS IN PLACE, THE IRS' QUESTIONABLE 

FORM W-4 PROGRAM BECAME OPERATIONAL ON JULY 31, 1980, WHEN 

EMPLOYERS BEGAN SUBMITTING W-4’S To IRS FOR THE SECOND-CALENDAR 

QUARTER OF 1980. BASED ON THESE SUBMISSIONS, IRS DETERMINED 

IF THE’ WITHHOLD1 NG STATUS WAS DEEMED “CORRECT”. IF NOT, WE 

NOTIFIED THE EMPLOYER TO DISREGARD THE FILED W-4, AND WITHHOLD 

AS IF THE EMPLOYEE WERE SINGLE WITHOUT ANY WITHHOLDING ALLOWANCES, 

IF THE NEXT w-4 ALSO UNTIL A NEW w-4 WAS FILED BY THE EMPLOYEE. 

MET THE CONDITIONS NOTED ABOVE, IT TOO HAD TO BE SUBMITTED TO 

IRS, AND THE EMPLOYER HAD TO WITHHOLD BASED ON IT UNTIL NOTIFIED 

OTHERWISE BY THE SERVICE. 

BUT THESE STEPS DID NOT COMPLETELY SOLVE THE W-4 ABUSE 

PROBLEM. A DEFICIENCY IN THE 1980 REGULATIONS ALLOWED THE 

TAXPAYER TO #DRAG OUT’ THE w-4 FILING PRCCESS BY CLAIMING 99 

EXEMPTIONS, THEN 98, THEN 97, AND SO ON, THEREBY CONTINUING TO 

EFFECTIVELY ELIMINATE WITHHOLDING. 

CONSEQUENTLY, TEMPORARY AND NEW PROPOSED REGULATIONS WERE 

PUBLISHED IN THE FEDERAL REGISTER ON MARCH 19, 1981. THESE 

REGULATIONS PERMIT THE IRS TO MAKE A SINGLE RULING ON THE 

NUMBER OF EXEMPTIONS TO WHICH A WORKER IS ENTITLED, AND AN 

EMPLOYER IS BOUND BY THAT DETERMINATION REGARDLESS OF WHAT THE 

EMPLOYEE PLACES ON SUBSEQUENT w-4’s. THE ONLY EXCEPTION IS 

WHERE THE EMPLOYEE SUBSTANTIATES TO IRS' SATISFACTION THE VALIDITY 

OF CLAIMING A LARGER NUMBER OF EXEMPTIONS. WITHOUT QUESTION THIS 

CHANGE WILL HELP US REDUCE W-4 ABUSES. 
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APPENDIX XI APPENDIX XI 

THE GENERAL FOCAL POINT FOR MATTERS INVOLVING ILLEGAL TAX 

PROTEST ACTIVITIES IS THE DIRECTOR OF OUR CRIMINAL INVESTIGATION 

DIVISION (CID). THE TAX PROTESTER PROGRAM RECEIVES TOP PRIORITY 

ATTENTION BY CID IN THE GENERAL ENFORCEMENT AREA. THIS HAS 

RESULTED IN SIGNIFICANT ACHIEVEMENT. DURING THE PAST 30 MONTHS, 

TO MARCH 31, 1981, CID HAS INITIATED 1,151 CRIMINAL INVESTIGATIONS 

OF ILLEGAL TAX PROTESTERS AND RECOMMEND PROSECUTION IN 548 CASES. 

DURING THE SAME PERIOD THERE WERE 141 TRIAL CONVICTIONS AND 124 

GUILTY OR NOLO PLEAS. FIFTY-FIVE PERCENT OF THOSE CONVICTED AND 

SENTENCED RECEIVED PRISON TERMS THAT AVERAGED 12-1 MONTHS. 

THE OVERALL PROCEDURES USED BY THE SERVICE TO DEAL WITH ILLEGAL 

TAX PROTESTERS DO NOT DIFFER SIGNIFICANTLY BY THE TYPE OF PROTEST 

SCHEME USED. BRIEFLY, PROTESTER CASES ARE HANDLED IN THE FOLLOWING 

MANNER: 

1. THE INITIAL DETECTION OF ILLEGAL TAX PROTESTER-TYPE 

DOCUMENTS USUALLY IS MADE IN THE RETURNS PROCESSING 

AREA OF OUR SERVICE CENTERS, BY A "TEAM" UNDER THE 

CONTROL OF THE COMPLIANCE DIVISION OF THE SERVICE 

CENTER. THIS TEAM, WHICH RECEIVES SUSPECTED PROTESTER 

RETURNS AND DOCUMENTS FROM THE RETURNS PROCESSING 

AREA PRIOR TO PROCESSING, DETERMINES WHICH RETURNS/ 

DOCUMENTS ARE CONSIDERED PART OF ILLEGAL TAX PROTESTER 

ACTIVITY. INDICATIONS 0~ PROTESTER-TYPE ACTIVITY 

INITIALLY DETECTED IN A DISTRICT OFFICE WILL BE 
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OR TAX FOR PROTEST REASONS. IN THESE CASES, THE 

CHIEF OF THE CRIMINAL INVESTIGATION BRANCH AT THE 

SERVICE CENTER DETERMINES WHETHER THE RETURN HAS 

POTENTIAL FOR CRIMINAL ACTION. IF NOT, THE RETURNS 

ARE FORWARDED TO THE APPROPRIATE DIVISION (EXAMIN- 

ATION OR COLLECTION) OF THE DISTRICT WHERE THE 

TAXPAYER RESIDES FOR REVIEW AND FOLLOW-UP. 

3. EACH CONCERNED DIVISION IN THE DISTRICT (CRIMINAL 

INVESTIGATION, EXAMINATION, AND COLLECTION) HAS 

ESTABLISHED PROCEDURES FOR HANDLING THESE CASES- FOR 

EXAMPLE, IN THE CRIMINAL INVESTIGATION DIVISION, 

REFERRED RETURNS WILL BE EVALUATED WITHIN 15 WORKDAYS 

OF THEIR RECEIPT AND, IF SELECTED FOR INVESTIGATION, 

WILL BE DESIGNATED AS PRIORITY CASES. IN THE EXAMIN- 

ATION DIVISION, REFERRED RETURNS WILL BE CONSIDERED 

PRIORITY CASES, AND AN EXAMINATION BEGUN WITHIN 90 

CALENDAR DAYS OF THEIR RECEIPT. 

WE ARE UNABLE TO RELIABLY ESTIMATE THE NUMBER OF TAX 

PROTESTERS OR THE AMOUNT OF UNREPORTED INCOME AND RELATED TAXES 

FOR ANY YEARS PRIOR TO 1978, WHICH WAS WHEN PROCEDURES WERE 

FIRST ESTABLISHED AT OUR SERVICE CENTERS TO DETERMINE THE 

EXTENT OF THE PROBLEM. BEFORE THEN, WE HAD FOCUSED NATIONAL 

OFFICE ATTENTION ONLY ON INDIVIDUALS USING THE TAX SYSTEM To 

PROTEST A SPECIFIC NATIONAL POLICY SUCH AS THE'VIETNAM WAR OR 

WORLD WAR II. SINCE THEN, HOWEVER, WE HAVE MAINTAINED STATISTICS 

:TURNS/DOCUMENTS [DENT IFIED ON, AMONG OTHER THINGS, THE NUMBER OF RE 
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EFFORTS TO IDENTIFY SUBTERRANEAN TYPE INCOME. FOR TAX YEAR 

1978, IRS RECEIVED AN ESTIMATED 500 MILLION INFORMATION RETURNS 

WITH 88 PERCENT OF THOSE FILED ON MAGNETIC MEDIA* WE WERE ABLE 

TO USE 77 PERCENT OF THE INFORMATION REPORTED TO MATCH AGAINST 

THE MORE THAN 90 MILLION INDIVIDUAL INCOME TAX RETURNS RECEIVED 

FOR THAT YEAR- FOR 1976, WHICH IS THE LATEST YEAR FOR WHICH 

RESULTS ARE COMPLETE, WE WERE ONLY ABLE TO USE ABOUT 47% OF THE 

INFORMATION REPORTED, BUT IRP YIELDED $392 MILLION IN ADDITIONAL 

ASSESSMENTS AND RESULTED IN $188 MILLION IN REFUNDS. 

THIS YEAR WE EXPECT TO FOLLOW UP ON 2-l MILLION UNDERREPORTER 

CASES AND ABOUT 1-5 MILLION NONFILER CASES- ADDITIONAL ASSESSMENTS 

ARE ESTIMATED AT $457 MILLION AND REFUNDS OF 8146 MILLION AT A 

COST OF ABOUT 365 MILLION. 

WE ARE PROCESSING 100 PERCENT OF DOCUMENTS RECEIVED ON 

MAGNETIC MEDIA AND A 25 PERCENT SAMPLE OF PAPER INFORMATION 

RETURNS. IRS RECEIVED 88 PERCENT OF THE INFORMATION RETURNS ON 

MAGNETIC MEDIA, iNCLUDING 100 PERCENT OF WAGE INFORMATION FROM 

THE SOCIAL SECURITY ADMINISTRATION AND 81 PERCENT OF NONWAGE 

INFORMATION RETURNS, SUCH AS INTEREST AND DIVIDENDS FROM THE 

PRIVATE SECTOR. 

IRP IS BECOMING INCREASINGLY MORE IMPORTANT IN PLANNING 

OUR EXAMINATION AND COLLECTION ACTIVITIES. FOR EXAMPLE, INFOR- 

MATION RETURNS ARE AVAILABLE (THROUGH AN lACCELERATED IRP” PROCESS) 

TO REVENUE AGENTS, TAX AUDITORS, AND REVENUE OFFICERS As THEY 

EXAMINE INCOME TAX RETURNS OR INVESTIGATE NONFILER SITUATIONS 

INCLUDING TAX PROTESTER CASES. 
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THIS RESISTANCE CAN ALSO TAKE THE FORM OF HARASSMENT AND THREATS 

AGAINST SPECIFIC SERVICE EMPLOYEES. 

FOR EXAMPLE, EMPLOYEES HAVE BEEN HARASSED BY TELEPHONE, 

RECEIVING ABUSIVE OR OBSCENE CALLS AT HOME AT ALL HOURS. THE 

MAILS HAVE SIMILARLY BEEN USED FOR .HARASSMENT* UNWANTED 

MERCHANDISE MAY ALSO BE ORDERED FOR DELIVERY TO THE EMPLOYEE 

AT HOME AND A REQUEST MADE THAT THE EMPLOYEE BE BILLED. 

PORNOGRAPHIC MATERIALS HAVE BEEN ORDERED AS WELL AS EVERY 

CONCEIVABLE FORM OF MERCHANDISE INCLUDING SUBSCRIPTIONS TO 

MAGAZINES, RECORD AND BOOK CLUBS, ETC. HARASSMENT HAS EVEN 

CARRIED OVER TO EMPLOYERS WHO ARE TRYING TO CARRY OUT OUR 

NEW w-4 REGULATIONS* IN ONE RECENT CASE AN EMPLOYER REPRESENT- 

ATIVE PASSING OUT NOTICES EXP.LAINING THE w-4 REQUIREMENTS WAS 

TOLD HE MIGHT “DISAPPEAR” IF HE CONTINUED. 

CONSEQUENTLY, REACHING A SETTLEMENT ON TAX DUE AND ACTUALLY 

COLLECTING SUCH TAX CAN BE A MUCH MORE DRAWN OUT PROCESS THAN 

WITH OTHER TAXPAYERS, AND THEREFORE MORE COSTLY. NOTWITHSTANDING 

THIS ADDITIONAL COST, THE DETRIMENT THE TAX PROTESTER MOVEMENT 

POSES TO TAX ADMINISTRATION OBJECTIVES DEMANDS VIGOROUS CONTINUATION 

OF OUR ACTIVITIES IN THIS AREA. 

IN THIS LIGHT, OUR PROGRAMS TO COMBAT ILLEGAL TAX PROTESTERS 

ARE SEEN AS ENFORCEMENT-ORIENTED MORE THAN REVENUE-ORIENTED, AND 

CRIMINAL PROSECUTION MAY BE RECOMMENDED EVEN WHERE THE TAX 

LIABILITY BY NORMAL STANDARDS IS MINIMAL* IN THOSE CASES WHERE 

FLAGRANT OR REPETITIOUS CONDUCT IS EVIDENT, CRIMINAL SANCTIONS 
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DISCERNABLE RELATIONSHIP BETWEEN THE ILLEGAL TAX PROTESTER 

“MOVEMENT” AND OUR ABILITY To MAINTAIN AN EFFECTIVE VOLUNTARY 

COMPLIANCE SYSTEM. 

IN TERMS OF ABSOLUTE NUMBERS THE ILLEGAL TAX PROTESTERS 

THAT WE HAeVE IDENTIFIED ARE NOT A SERIOUS PROBLEM- FOR EXAMPLE, 

IN 1980 SOME 143,446,OOO TAX RETURNS AND SUPPLEMENTAL DOCUMENTS 

OF ALL TYPES WERE FILED WITH THE IRS, YET ONLY 18,225 RETURNS 

OR-DOCUMENTS WERE IDENTIFIED AS PROTEST RETURNS. 1 THINK THIS 

REINFORCES MY ASSERTION THAT THE VAST MAJORITY OF TAXPAYERS ARE 

HONEST, AND DO NOT ATTEMPT TO THWART THE TAX ADMINISTRATION 

SYSTEM. 

BUT AT THE SAME TIME IT IS POSSIBLE FOR PUBLIC CONFIDENCE 

IN THE GOVERNMENT’S ABILITY TO FAIRLY AND FIRMLY ADMINISTER THE 

TAX LAWS TO BE JEOPARDIZED IF THE ILLEGAL’TAX PROTESTER “MOVEMENT” 

CONTINUES TO GROW* FOR THIS REASON, WE THINK IT IS ESSENTIAL, 

DESPITE THE COST AND EFFORT, TO ENFORCE THE LAWS VIOLATED By 

THESE INDIVIDUALS, AND TO DEMONSTRATE TO THE PUBLIC THAT THESE 

TACTICS SHOULD NOT BE ATTEMPTED-BY OTHERS. 

RR CHAIRMAN, THIS CONCLUDES MY PREPARED REMARKS. MY 

ASSOCIATES AND I WILL BE PLEASED TO TRY AND ANSWER ANY QUESTIONS 

YOU OR THE MEMBERS MAY HAVE. 
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BECOME WARRANTED. WE OFTEN MUST ACT REGARDLESS OF THE AD HOC 

YIELD WHERE AN ILLEGAL TAX PROTESTER USES A SCHEME KNOWN TO BE 

AND WIDESPREAD U-E COULD IN FREQUENT USE BY OTHER TAX PROTESTERS, 

ADVERSELY AFFECT VOLUNTARY COMPLIANCE. 

ANOTHER MATTER ABOUT WHICH You INQU IRED IN YOUR LETTER 

CONCERNS IRS’ USE OF SEARCH AND SEIZURE POWERS IN THE ILLEGAL 

TAX PROTESTERS PROGRAM. SECTION 7608 OF THE INTERNAL REVENUE 

CODE OF 1954, AS AMENDED, AuTHoRrzEs CRIMINAL INVESTIGATION PER- 

SONNEL (IN OUR CRIMINAL INVESTIGATION AND INSPECTION FUNCTIONS) 

TO SERVE SEARCH WARRANTS WHEN SUPPORTED BY PROBABLE CAUSE OF 

CRIMINAL ACTIVITY AND AUTHORIZED BY A CoURT. THIS AUTHORIZATION 

IS CONTAINED IN THE IR MANUAL IN SECTION 9451.1; SUBSEQUENJ 

SECTiONS DETAIL THE PROCEDURES TO BE FOLLOWED IN OBTAINING AND 

EXECUTING SEARCH WARRANTS. HOWEVER, WE DO NOT HAVE SEPARATE 

SEARCH STATISTICS ON TAX PROTESTERS. 

WITH RESPECT TO SEIZURES, WE DO NOT DIFFERENTIATE ILLEGAL TAX 

PROTESTERS FROM OTHER DELINQUENT TAXPAYERS IN OUR COLLECTION 

ACTIVITY; IN OTHER WORDS, THE D.ECISION TO USE SEIZURE AUTHORITY 

IS NOT BASED ON THE REASON A TAXPAYER IS DELINQUENT. INSTEAD, 

IT IS BASED ON A TAXPAYER'S ABILITY AND WILLINGNESS TO SATISFY 

THE LIABILITY* SINCE AS I SAID, WE DO NOT TREAT ILLEGAL TAX 

PROTESTERS UNIQUELY OR DIFFERENTLY, WE DO NOT HAVE SEPARATE 

SEIZURE STATISTICS ON THEM EITHER. 

IN CLOSING" LET ME REEMPHASIZE MY CONCERN'OVER THE EFFECTS 

THE TAX PROTESTER "MOVEMENTI MAY HAVE ON TAX ADMINISTRATION. 

AT THE PRESENT TIME, HOWEVER, WE CAN NOT SAY THAT THERE IS A 
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EXACT COSTS AND DOLLAR BENEFITS OF OUR TAX PROTESTER 

PROGRAMS CANNOT BE ISOLATED IN DETAIL BECAUSE OUR INFORMATION 

SYSTEMS DO NOT USUALLY TRACK COLLECTIONS BY TYPE OF ISSUE 

HOWEVER, THE DATA THAT IS AVAILABLE SEEMS TO INDICATE THAT 

RESULTS OF EXAMINATIONS OF TAX PROTESTER CASES ARE IN THE SAME 

RANGE AS RESULTS OF REGULAR INDIVIDUAL INCOME TAX EXAMINATIONS. 

FOR EXAMPLE, IN FY 1980, THERE WAS 81,522,573 IN RECOMMENDED 

TAX AND PENALTIES RELATED TO TAX PROTESTER CASES, A 'RETURNI) 

OF $276 PER STAFF HOUR COMPARED TO $207 PER STAFF HOUR ON 

REGULAR INDIVIDUAL INCOME TAX EXAMINATIONS. FOR FY 1981 THROUGH 

APRIL 24, THE COMPARABLE FIGURES ARE 86,335,174, WITH A "RETURN" 

OF 8329 vs. $260. 

1 WOULD LIKE TO CAUTION YOU THAT, DESPITE THESE FIGURES, 

OUR OPERATING EXPERIENCE SUGGESTS THAT PROCESSING TAX PROTESTER 

CASES Is MUCH MORE DIFFICULT THAN OTHER CASES (ALTHOUGH NO 

SPECIFIC DATA IS AVAILABLE). TAX PROTESTERS OFTEN HAVE STRONGLY 

RESISTED OUR EFFORTS TO OBTAIN INFORMATION THROUGH: 

1. FREQUENT CANCELLATION AND RESCHEDULING OF INTERVIEW 

APPOINTMENTS; 

2. FAILURE TO KEEP SCHEDULED APPOINTMENTS; 

3. DEMANDING THAT ALL QUESTIONS 0~ COMMUNICATIONS BE 

MADE IN WRITING; AND, 

4. WITHHOLDING OF RECORDS THAT WERE SPECIFICALLY IDENTIFIED 

AND REQUESTED BY THE EXAMINERS THUS NECESSITATING THE 

ISSUANCE AND COURT ENFORCEMENT OF SUMMONSES TO OBTAIN 

ANY TAXPAYER AND THIRD PARTY RECORDS. 
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AND THE NUMBER OF TAXPAYERS INVOLVED IN ILLEGAL SCHEMES. FOR 

EXAMPLE, DATA FOR THE YEARS 1978-1980 SHOWS THE FOLLOWING TRENDS: 

NUMBER OF TAXPAYERS 7,661 13,601 20,786 

THESE FIGURES DO NOT INCLUDE INDIVIDUALS WHO HAVE NOT FILED OR 

WHO HAVE STOPPED FILING TAX RETURNS NOR DO THEY INCLUDE THE 

FRAUDULENT W-4’S* WE BELIEVE OUR EXPERIENCE WITH THE PROGRAM 

IS NOT SUFFICIENT TO SPECULATE ON HOW THESE FIGURES MIGHT LOOK 

IN 1985. 

1 WOULD LIKE TO.TURN NOW TO SOME RECENT DEVELOPMENTS IN 

THE INFORMATION RETURNS PROGRAM (IRP) WHICH MAY INTEREST YOU 

AND THE MEMBERS OF THE SUBCOMMITTEE. As 1 SAID EARLIER, THE 

INFORMATION RETURNS PROGRAM ITSELF DOES NOT SPECIFICALLY 

IDENTIFY TAX PROTESTERS BY MATCHING INFORMATION PROVIDED BY 

PAYERS WITH TAX RETURN DATA; INSTEAD IT IDENTIFIES TAXPAYERS 

WHO UNDERREPORT INCOME OR FAIL TO FILE THEIR TAX RETURNS. 

SUBSEQUENT INQUIRY MAY IDENTIFY THE INDIVIDUAL INVOLVED AS TAX 

PROTESTERS AND THESE CASES ARE THEN REFERRED TO CRIMINAL INVESTI- 

GATION FOR RESOLUTION. 

COMPUTER MATCHING OF INFORMATION IS A RELATIVELY INEXPEN- 

SIVE AND COST EFFECTIVE METHOD OF VERIFYING INCOME REPORTING 

BY A LARGE SEGMENT OF THE POPULATION. To THE EXTENT WE RECEIVE 

INFORMATION RETURNS, IT IS A SIGNIFICANT TECHNIQUE IN OUR 
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REFERRED TO THE DISTRICT ILLEGAL TAX PROTESTER 

COORDINATOR. THESE MAY SUBSEQUENTLY BE REFERRED TO 

THE SERVICE CENTER FOR PROCESSING AS NOTED BELOW. 

2. ONCE IDENTIFIED AS PROTESTER-TYPE RETURNS/DOCUMENTS, 

ALL SUCH RETURNS/DOCUMENTS ARE DETERMINED TO BE EITHER 

PROCESSABLE OR NON-PROCESSABLE. 

A. NON-PROCESSABLE: THESE HAVE PRIMARILY INCLUDED 

THE "BLANK FORMS 1040" AND THE "CONSTITUTIONAL" 

(ALSO BLANK FORMS) SCHEMES. IN THESE CASES, THE 

TAXPAYER IS NOTIFIED BY REGISTERED MAIL THAT THE 

RETURN IS NOT ACCEPTABLE. IF AN ACCEPTABLE RETURN 

IS SUBSEQUENTLY RECEIVED WITHIN 30 DAYS, IT IS SENT 

BACK TO RETURNS PROCESSING FOR REGULAR PROCESSING. 

IF THERE IS NO REPLY OR ANOTHER PROTEST RETURN IS 

RECEIVED, THE RETURNS AND ANY RELATED PRIOR RETURNS 

OR COLLECTION ACTIVITY INFORMATION IS REFERRED TO 

THE CRIMINAL INVESTIGATION DIVISION OF THE DISTRICT 

WHERE THE TAXPAYER-RESIDES. CASES ULTIMATELY FOUND 

TO BE LACKING PROSECUTION POTENTIAL ARE REFERRED 

TO THE DISTRICT COLLECTION AND EXAMINATION DIVISIONS 

FOR REVIEW AND FOLLOW-UP. 

B* PROCESSABLE: THESE HAVE PRIMARILY INCLUDED RETURNS 

FOR THE OTHER TYPES OF SCHEMES, WHICH TYPICALLY 

REFLECT INCOME BUT CLAIM CLEARLY UNALLOWABLE DEDUC- 

TIONS OR CREDITS FOR PROTEST REASONS, AND WHICH 

IDENTIFY THE OMISSION OF A PORTION OF THE INCOME 
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HEARINGS WERE HELD ON THESE REGULAriONS BY THE IRS ON 

JUNE 2, 1981 AND 1 1 SPEAKERS TES TIFIED. A SPOKESMAN FOR THE 

NATIONAL SOCIETY OF PUBLIC ACCOUNTANTS REACTED FAVORABLY TO THEM 

BUT SEVERAL EMPLOYERS OBJECTED :TRONGLY ON THE GROUNDS OF INCREASED 

PAPERWoRK AND POTENTIAL HOSTILITY BY EMPLOYEES. THESE COMMENTS 

AS WELL AS THE WRITTEN COMMENTS WE HAVE RECEIVED WILL BE CAREFULLY 

CONSIDERED BEFORE FINAL REGULATIONS ARE ISSUED. 

ANOTHER PROBLEM THAT HAS EXISTED IS THE 'TIME LAPSE FROM THE 

FILING OF THE i-4's WITH THE SERVICE CENTER ANY THE TIME THEY ARE 

PROCESSED. To RESOLVE THIS WE CURRENTLY ARE TAKING STEPS TO 

PROCESS W-4'S ON A MORE FREQUENT BASIS RATHER THAN QUARTERLY. 

As YOU KNOW, OUR 1979 TAX PROTESTER REPORT MADE 8 FINDINGS, 

EACH WITH A NUMBER OF RELATE3 RECOMrlENDATIONS (36 IN ALL). NEARLY 

ALL THOSE RECOMMENDATIONS EITHER HA\E BEEN IMPLEMENTED OR ARE 

BEING IMPLEMENTED NOW. 

THERE ARE, HOWEVER, 3 AREAS WHERE RECOMMENDATIONS HAVE NOT 

BEEN IMPLEMENTED. FIRST, THE INFORMATION RETURNS PROGRAM (IRP), 

IS ONLY CAPABLE OF IDENTIFYING TAXPAYERS WHO UNDERREPORT INCOME 

OR FAIL TO FILE RETURNS. IT IS NOT DESIGNED TO IDENTIFY THOSE 

WHO ARE ILLEGAL TAX PROTESTERS oR TO OTHERWISE DISTINGUISH THEM. 

I WILL HAVE MORE TO SAY ABOUT IRP LATER. SECOND, WE HAVE NoT 

YET SUCCEEDED IN TOTALLY AUTOMATING OUR SYSTEMS FOR TRACKING 

AND REPORTING ILLEGAL TAX PROTESTERS, ALTHOUGH PORTIONS OF THESE 

SYSTEMS ARE IN PLACE. THLRD, WE HAVE DECIDED NOT TO PROPOSE 

LEGISLATION AT THIS TIME TO BETTER DEFINE A CHURCH ANo IMPOSE 

FILING REQUIREMENTS oN ANY SUCH DRGANIZATION. 
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THE TAXPAYER TRANSFERS ASSETS AND INCCME-PRODUCING PROPERTY TO 

A NUMBER OF OTHER FOREIGN TRUSTS. THROUGH A SERIES OF SHAM 

TRANSACTIONS AMONG THE TRUSTS, WHICH ARE CONCEIVED ONLY FOR TAX 
, 

PURPOSES, THE TAXPAYER ATTEMPTS TO EVADE THE INCOME TAX. WE 

HAVE ISSUED GUIDELINES AND INSTRUCTIONS FOR EXAMINING THIS SCHEME. 

PERHAPS THE MOST vIsIaLE TAX PROTESTER SCHEME IN RECENT 

MONTHS HAS BEEN THE FRAUDULENT WITHHOLDING STATEMENT OR W-4. 

THIS PROBLEM INCLUDES CASES WHERE THE INTENTIONAL EVASION OF 

PRQPER WITHHOLDING IS DONE FOR PERSONAL FINANCIAL REASONS, BUT 

MANY w-4 ABUSES ARE PROTESTER RELATED. 

GENERALLY, W-4 AausEs INVOLVE EMPLOYEES CLAIMING EXCESSIVE 

ALLOWANCES OR TOTAL EXEMPTION FROM WITHHOLDING. IN EITHER CASE, 

THE EFFECT IS THAT THESE EMPLOYEES ESCAPE WITHHOLDING, MAKING 

FUNDS UNAVAILABLE TO THE GOVERNMENT. ADDITIONALLY, SINCE NO 

TAXES WERE WITHHELD, NO REFUND WILL BE DUE, AND MANY MAY NOT 

FILE TAX RETURNS AT ALL. CONSEQUENTLY, SOME ULTIMATELY DO NOT 

REPORT OR PAY ANY TAX, NOR DO THEY REPORT OTHER INCOME THEY MAY 

HAVE RECEIVED (E.G., INTEREST, RENTAL, ETC.). 

THIS SITUATION REPRESENTS AN EROSION IN COMPLIANCE WHICH, 

IF PERMITTED TO CONTINUE, THREATENS NOT ONLY THE WITHHOLDING 

SYSTEM BUT ALSO THE REPORTING AND COLLECTION OF TAXES. 

To HELP ADDRESS THIS PROBLEM, AMENDMENTS TO THE EMPLOYMENT 

TAX REGULATIONS WERE ISSUED ON MARCH 11, 1980, AND TOOK EFFECT 

APRIL 1, 1980. THESE AMENDMENTS REQUIRED EMPLOYERS TO SUBMIT 

QUARTERLY TO THE IRS COPIES OF ALL THEIR EMPLOYEES’ W-4'S 

CLAIMING TEN OR MORE WITHHOLDING ALLOWANCES, OR CLAIMING 
:* 

EXEMPTION FROM WITHHOLDING IF THE WAGES USUALLY EXCEED $200 

A WEEK. 

58 



WITH CORRECTING THE ACTIONS OF IND:'vIDUAL PROTESTERS IN THE 

CONTEXT OF THEIR OWN PARTICULAR TAX CIRCuMSTANcES, THE CORE 

PROBLEM WE FACE IS THE POTENTIAL FOR FRUSTRATIONS 'WITHIN THE 

TAX SYSTEM. 

1 SHOULD ADD IMMED[ATELY THAT THE IRS DIFFERENTIATES BETWEEN 

LEGAL AND ILLEGAL TAX PROTESTERS. ALL CITIZENS HAVE THE RIGHT 

TO EXPRESS CR!TICISM OF THE TPX SYSTEM AND GOVERNMENT POLICIES 

RELATED TO IT, AS WELL AS TO JOIN GROUPS WHICH EXPRESS SUCH 

CRITICISMS. NOTHING THE SERVICE HAS DONE OR IS DOING IS DIRECTED 

AT SUPPRESSING THIS DISSENT. HOWEVER, ONCE AN INDIVIDUAL MOVES 

FROM EXPRESS!NG DiSSATlSFACTION TO ACTIJALLY EMPLOYING SCHEMES 

WITH THE INTENTION OF EVADING TAXES, THE SERVICE HAS AN OBLIGA- 

TiG?l TO BECOME INVOLVED IN ORDER TO PRO.TECT THE GDVERNMENT'S 

REVENUE BASE AND TO PRESERVE THE TAX SYSTEM. 

THE EFFORTS OF THE SERVICE TO ASSESS AND COLLECT TAXES FROM 

THESE INDIVIDUALS HAVE NOT BEEN EASY. WE HAVE BEEN TOLD BY SOME 

THAT OUR EFFORTS HAVE BEEN INSUFFICIENT; THAT ilE SHOULD BE MORE 

AGGRESSIVE. OTHERS HAVE CHARGED THAT OUR EFFORTS AMOUNT TO 

HARASSMENT AND ARE VIOLATIONS OF INDIVIDUAL RIGHTS. THESE 

CONTRADICTORY AND CONFLICTING CHARGES ARE MADE MORE DIFFICULT 

BY THE PROHIBITION IN SECTION 6103 ON PROVIDING INFORMATION ABOUT 

OUR DEALINGS WITH TAXPAYERS. THUS WHEN WE ARE ACCUSED OF NOT 

PROSECUTING A PROTESTER THAT CLAIMS NOT TO BE PAYING TAXES, WE 

CANNOT DIVULGE (WITHOUT APPROPRIATE CONGRESSIONAL APPROVAL) WHETHER 

OR NOT HE OR SHE HAS ACTUALLY PAID TAXES OR THE STATUS OF ANY ON- 

GOING INVESTIGATION. WHEN WE ARE CHARGED wITti HARAS~IENT, AS IN 



APPENDIX X 

p Sam lin 
Key Projections 

APPENDIX X 

Description 

Number of protester cases 
in the three districts in 
1978 and 1979 

Average dollar amount of 
proposed additional taxes 
assessed 

Total additional taxes 
involved in protester cases 

Open cases 

Closed cases 

Cases IRS did not pursue 

Cases delays for 180 days 
or more 

Average days to close a 
protester case 

Final tax assessments made 

Cases involving final tax 
assessments 

Total taxes and interest 
collected 

Cases involving tax and 
interest collections 

Persons filing a non protest 
return in the three dis- 
tricts for tax year 1979 

GAO 
estimates 

3,870 

$3,690 

$10.2 million 

2,280 

1,139 

451 

2,977 

466 

$2.5 million 

1,266 

$2.4 million 

1,148 

1,787 

Persons filing a protest return 567 

Persons not filing a tax return 928 

Sampling error 

+ - 

+ 

+ - 

+ - 

+ - 

+ - 

+ - 

+ - 

c - 

+ - 

+ - 

f - 

percentage 
(note a) 

181 cases 

$1,902 

$5.3 million 

377 cases 

319 cases 

252 cases 

323 cases 

153 days 

$0.8 million 

355 cases 

$1.3 million 

389 cases 

+ 378 persons 

+ 272 persons 

+ 317 persons - 

a/Computed at the 95 percent confidence level. - 
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Range Of Accumulated Days Required By IRS 
District Office Functions To Handle Open Cases 

Total Largest 
------------Days------------ open no. of days 

IRS function l-179 180-364 365-729 730-up cases on one case 

Criminal 
Investigation 45 0 0 2 47 799 

Examination 47 184 405 401 1037 1,739 

Appeals 0 0 45 148 193 1,270 

Collection 2 1 187 3 193 887 

District 
Counsel 

Total 

0 0 93 148 241 1,481 - 

94 185 730 702 a/1711 = Z ===I - -- .- 
Percent (5) (11) (43) (41) - 

a/Since these sample cases were still open at the time of our re- - 
view, the time for each case is cumulative and is not all nec- 
essarily attributed to the function where the case was located 
when we reviewed it. Also, not all open sample cases are in- 
cluded here because some were at the service center rather than 
at the district office. 
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Projection By Scheme Of The Status Of Protester Cases 
Identified By Three IRS Districts In 1978 and 1979 

Scheme Open Closed Not pursued Total 

Constitutional 420 151 90 661 

Family estate trust 1,345 664 278 2,287 

Church-related 178 9 6 193 

Gold/silver 54 1 43 98 . 

War protest 19 32 10 61 

False form W-4 130 234 0 364 

Other 134 48 24 206 

Total 2,280 1,139 a/451 3,870 -- 

Percent (59) (29) (12) (100) 

a/The major reasons cases were not pursued are because they 
had either little or no tax potential. 
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APPE1IDIX IV APPELIDIX IV 

IRS Identified Illegal Tax Protester 
Returns ily 'Type Of Scheme 

1978-1980 

Schemes 197d 1979 

Constitutional 
Family estate trust 
Church related 
Fair market value 
Gold/silver standard 
Nonpayment protest 

(note a) 
Protest adjustment 

(note a) 
Blank 1040/1040A 
Other 

2534 3885 5930 
836 3888 4117 
486 953 2784 

56 21Y 196 
469 317 167 

224 342 643 

63 
111 
760 

Total returns 5539 

467 
189 
900 

11,160 

Nonreturn items 

Form W-4s (note b) 826 680 
Correspondence 213 148 

Total non- 
return items 828 

Total c/11,988 

1980 

533 
175 

1,644 -- 

16,189 

9.37 
97 - 

1034 

c/17,223 

a/Nature of protest varied: that is, defense, foreign spending, 
nuclear plants, etc. 

b/Includes only those false forms W-4 IRS classified as being 
filed by protesters. 

c/The annual totals by scheme do not agree with the total returns - 
identified (appendixes II and III) because of adjustments, such 
as counting only one of the two returns involved in a family 
estate trust for scheme count purposes. 
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APPENDIX II APPENDIX II 

Illegal Tax Protester 
Returns Identified By IRS 

1978-1980 
RETURNS 

IDENTIFIED 

25,000 

20,000 

15,000 

10,000 

5,000 

0 

7,123 

1 I I 
1978 1979 1980 
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APPENDIX I APPENDIX I 

REVIEW OBJECTIVES, SCOPE, AND METHODOLOGY 

The objectives of our review were to determine the nature and 
extent of the illegal tax protest problem and to evaluate the 
effectiveness of IRS' efforts to deal with the problem. To accom- 
plish these objectives, we reviewed: 

--IRS procedures for identifying illegal tax protesters and 
processing and controlling cases that IRS placed in its 
program. 

--IRS' management information system as it pertained to 
illegal tax protesters. 

--Coordination between IRS and the Department of Justice's 
Tax Division. 

We also interviewed various IRS national_, regional, and district 
level and service center officials responsible for coordinating 
illegal tax protester related activities. 

To assess IRS' effectiveness in expeditiously bringing il- 
legal tax protesters into compliance, we initially selected a 
random sample of 222 cases. The sample was taken from a universe 
of 4,192 illegal tax protester cases which were identified in 
1978 and 1979 in IRS' Des Moines, Los Angeles, and Manhattan dis- 
tricts. We finally analyzed 167 of the sample cases. Sixteen 
cases were dropped because IR S either could not locate or could 
not provide complete information on them. To eliminate any bias, 
we also dropped another 39 cases because they were erroneously 
placed in the protester program. That figure, when projected, 
reduced the universe in the three districts to 3,870 valid ille- 
gal tax protester cases. 

In analyzing the 167 sample cases, we assessed IRS' effec- 
tiveness in terms of its 

--timeliness in processing cases, 

--success in getting protesters to file required 
returns and pay their taxes, and 

--success in preventing future noncompliance by 
protesters. 

In performing our analysis, we were also concerned with the 
differences between types of schemes used by protesters, the 
varying problems they posed for IRS, and IRS' success in dealing 
with those problems. Sampling error statistics for selected 
figures contained in this statement are shown in appendix X. 
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--Develop a service center computer program to identify re- 
turns with large charitable contributions and establish 
procedures for questioning those contributions before mak- 
ing refunds or accepting the return as filed. 

--Provide appropriate personnel with sufficient training on 
protester identification procedures. 

--Conduct an annual delinquency check on previously identi- 
fied protesters to verify that filing requirements were 
met and the proper tax assessed and paid. 

To increase the timeliness and effectiveness of compliance 
enforcement efforts against illegal tax protesters, we recommend 
that the Commissioner institute the following changes. 

--When service centers identify a protester, they should ad- 
cumulate a file of all pertinent data from sources within 
IRS, including information documents, questionable W-4s, 
and prior returns. In addition to being used to make a 
final referral decision, the file could be referred to 
the district and help expedite the case at that level. 

--Shipment of protester cases from service centers to dis- 
tricts should be specially handled to reduce lost time. 

--When protesters are uncooperative, IRS should prepare 
and process substitute tax returns based on available 
information, such as employer-provided information. 

--Explicit guidance should be provided to examination and 
appeals personnel regarding how family estate trust cases 
should be expeditiously examined and processed. 

--When a protester case involves a paid preparer, IRS should 
expeditiously assert, where appropriate, a penalty against 
the preparer. 

--IRS should establish criteria on the time it will allow 
for protesters to provide records before issuing summons. 

To improve the overall efficiency and effectiveness of its 
Illegal Tax Protester Program, we recommend that the Commissioner: 

--Establish a working group in each district division to 
handle protester and other special compliance cases and 
designate one district official with the responsibility 
and authority for cutting across functional lines to en- 
sure that such cases receive adequate and expeditious at- 
tention. Similar positions should be established at the 
national and regional office levels to ensure that the 
protester program and other special compliance programs 
receive the attention they need. 
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We recognize that an effective IRS rebuttal of a protester's 
false claim would require that it be timely. However, we ques- 
tion whether IRS' reasons are adequate justification for not at 
least trying to obtain Joint Committee approval in selected cases. 
In those situations where protesters make false statements, IRS 
should collect information showing what false statements were 
made, their potential impact, what the facts are from IRS' stand- 
point, and how disclosure by IRS of the tax information would 
clarify the situation. Then, Joint Committee approval could be 
sought to allow IRS to make a future disclosure about these pro- 
testers' previous false claims. Unless IRS tries the Joint Com- 
mittee approval process, it will never know its usefulness in 
deterring other persons from becoming protesters. 

CONCLUSIONS AND RECOMMENDATIONS 

Faced with a growing illegal tax protest movement, IRS has 
taken some positive counter measures, including implementing a 
nationwide program to identify and investigate protesters. Al- 
though IRS has achieved some success under this program and its 
related Questionable Form W-4 Program, IRS can improve its ef- 
forts to detect and deter illegal tax protesters. Too many pro- 
testers escape detection, and IRS' sometimes untimely compliance 
efforts do not always cause protesters to become compliant. 

Although the number of known protesters in comparison to the 
taxpaying population is not overwhelming, the protest movement 
is growing. It represents a threat to our Nation's voluntary 
compliance tax system because of the visibility of tax protest 
leaders and activists and their "sales" approach. Therefore, it 
is essential that IRS demonstrate to protesters and to the tax- 
paying public that it can and will agressively pursue protest 
cases to a timely conclusion, thus assuring that these persons 
shoulder their portion of the burden in accordance with existing 
laws. Otherwise, protesters will continue to file protest returns 
or become nonfilers and presently compliant taxpayers will pos- 
sibly become protesters. 

Due to various limitations and weaknesses in IRS' detection 
system, its information on the extent of the illegal tax protest 
problem is understated. Also, its understanding of the nature 
and makeup of the problem is inadequate for efficiently and ef- 
fectively allocating resources to the most significant protester 
cases and for measuring program results and impact. IRS' new 
Questionable W-4 Program should help IRS identify more protest- 
ers. However, IRS could identify even more illegal tax protest- 
ers through its nonfiler program, annual delinquency checks, and 
better identification of returns with questionably large contri- 
bution deductions. 

40 



charged to the national program, we identified some problems with 
the accuracy of this data. For example, some of our sample cases 
had no record of the time charged to them by some of the divisions 
that worked on them. Also, although IRS keeps track of the age of 
the cases in each division as part of its regular compliance in- 
formation system, it has no cumulative data showing the length of 
time protester cases were open in IRS as a whole. Moreover, none 
of the information is available by scheme or type of protester, 
such as leader, activist, or follower. Therefore, IRS does not 
know how long it takes to work illegal tax protester cases over- 
all or to what extent it is expending its resources on various 
schemes and types of cases. 

Second, IRS does not have sufficient information on the re-: 
sults of the protester program. It generally does not know the 
(1) aggregate results of its enforcement efforts, particularly 
civil actions, taken against protesters and (2) the extent to 
which protesters are brought into compliance by filing required 
returns and paying taxes due. Furthermore, no information is 
available by type of scheme or protester involved. Neither does 
IRS have statistics on the subsequent voluntary compliance his- 
tory of identified protesters, a needed measure of the deterrent 
value of the program. 

Third, IRS' system is not adequate for tracking protester 
cases from division to division or for reconciling service cen- 
ter figures on the number of cases identified with district fig- 
ures on the number of cases being worked. We found several 
cases in the three districts we visited which had been closed 
by the Examination Division but not picked up statistically by 
the Collection Division. Tracking the cases is important from 
a management standpoint because our sample results showed that 
most illegal tax protester cases pass through two or three IRS 
divisions before they are closed. We also found several illegal 
tax protester cases identified in the districts which were not 
placed in the protester program at the appropriate service cen- 
ter: thus they were not included in IRS' program statistics. 

In January 1979, IRS introduced a tracking form to record, 
for each compliance phase, how a protester case progressed, what 
problems were encountered, the disposition of the case, and the 
time charged. This form would have provided a complete history 
on the case for local managers to use. Also, if the information 
were summarized and analyzed, it could be used for overall pro- 
gram management purposes. Unfortunately, the form was seldom 
prepared and, when it was, management neither accumulated nor 
used the information. IRS plans to eliminate the form and con- 
tinue to rely on that information collected by its present man- 
agement information systems. 1RS national office officials 
representing various compliance functions contended that the 
form provided little additional useful management information 
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Thus, it is essential that IRS have a planned approach so that 
it has a basis for assigning its resources and expediting those 
cases which will have the most deterrent effect on the protester 
problem. Such a plan should also provide a basis for measuring 
program results and making appropriate changes. 

In a November 1979 report l/ we discussed the elements of 
and need for good planning in the criminal tax area and the need 
for IRS to coordinate with Justice at the national and local 
levels because of its prosecutive role. The two agencies have 
attempted to improve overall coordination in the criminal tax 
area although the number of Justice declinations of IRS cases 
continues to rise. Recently, they have coordinated in develop- 
ing criminal tax cases for some of the more sensitive and grow- 
ing illegal tax protest schemes. 

For example, because of sensitive constitutional issues sur- 
rounding church-related schemes, IRS agreed to develop several 
high-quality investigations as test cases while Justice agreed to 
provide general legal guidance and legal support. Pending the 
outcome of these first cases, IRS also agreed to seek civil reme- 
dies in church-related cases and refrain from routinely referring 
them to Justice for criminal prosecution. As a result of this 
coordinated effort, in February 1980, Justice forwarded 8 of 14 
test cases involving church-related schemes to grand juries for 
criminal investigation or the initiation of criminal prosecution. 
Justice declined prosecution on the remaining six cases. As of 
May 14, 1981, criminal indictments had been returned in four 
cases, and Justice obtained the first two convictions in a 
jointly-tried case. In addition, IRS has won all of the 25 
church-related cases pursued civilly before the Tax Court. 

With the recent rise in false W-4 filings and IRS' estab- 
lishment of the Questionable Form W-4 Program, IRS and Justice 
began to coordinate more closely on W-4 related cases to deter- 
mine which should be pursued criminally as opposed to administra- 
tively through IRS' Questionable Form W-4 Program. This was ne- 
cessitiated because Justice no longer allowed IRS to take W-4 
cases directly to the local U.S. Attorney. Justice has worked 
with IRS to allow certain W-4 cases to be pursued criminally. 
For example, on April 14, 1981, on the basis of information de- 
veloped by IRS, Justice obtained criminal indictments against 
two leaders involved in the false W-4 filing incident in Flint, 
Michigan. 

l-/"Improved Planning For Developing and Selecting IRS Criminal 
Tax Cases Can Strengthen Enforcement of Federal Tax Laws" 
(GGD-80-9, November 6, 1979) 
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It could then mail the proposed assessment in the form of a 30-day 
notice advising the individual that two options are available 
with regards to certain deductions claimed on the form 1041. The 
first option would be to provide the necessary support for the 
claimed deductions within the 30-day period so that IRS could 
recompute the person's income tax liability. The second option 
would be to file an amended income tax return or other claim 
detailing those form 1041 deductions which the person claims are 
allowable in computing his or her individual income tax liability. 

One district did make proposed assessments based on income 
diverted to the trust and ignored the deductions claimed on the 
form 1041 when the protesters did not timely provide records. 
An Examination Division person in another region agreed that 
this procedure would expedite the process. He said that such 
a procedure had been tried in his district, but that Appeals 
Division personnel rejected the cases and sent them back to the 
Examination Division to be further developed to include appro- 
priate form 1041 deduction adjustments. An IRS national office 
Examination Division official agreed with our suggested procedure 
and said that guidelines were recently revised accordingly. How- 
ever, the revised guidelines do not explicitly describe our suq- 
gested accelerated procedure. 

IRS has tried to accelerate the initiation of collection 
action on protester accounts by using its accelerated delinquent 
account program. Protester accounts exceeding certain dollar 
criteria are supposed to be processed through its accelerated 
delinquent account program. Also, such accounts are supposed 
to be assigned to the more experienced revenue officers. If 
the procedure works as intended, the larger dollar taxpayer 
accounts should be expedited through the collection notice 
process. Those accounts below tolerence, however, will not 
be expeditiously pursued. 

Revisions regarding the summons provisions of the 1976 Tax 
Reform Act could also reduce delays in handling protester cases. 
In 17, or 10 percent, of our sample cases, IRS had issued a total 
of 51 summonses to obtain records which protesters had refused 
to furnish. Nationally, IRS issued 937 summonses on illegal tax 
protester cases for the 6-month period ending September 30, 1979. 
IRS does not have figures readily available on the number of times 
protesters attempted to block the summonses by intervention. How- 
ever, according to IRS, protesters frequently use this tactic for 
delaying purposes. 

Although taxpayers have a legal right to temporarily delay 
a summons through intervention, the sincerity of protesters' ac- 
tions with regard to summonses is questionable because, accord- 
ing to IRS, protesters seldom appear in court to argue why the 
summons should not be enforced. According to IRS, protesters' 
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There may be an additional reason for delays in processing 
church-related cases due to the unusually sensitive nature of 
the legal issues involved. They can involve, for example, the 
difficult determination of whether a "church" is organized 
exclusively for religious purposes, and thus afforded benefits 
by the internal revenue laws: or whether it is solely a tax eva- 
sion scheme. Since religious organizations also have the con- 
stitutional protections of the 1st amendment, this determina- 
tion is considerably more complex than other protester schemes. 

Appendix IX shows our projections of the incidence of delays 
caused by various factors in protester cases in the three dis- 
tricts. We could not determine how much delay each factor caused 
because the records needed for such an analysis were not avail: 
able. 

We obtained further information on the causes of delays from 
IRS officials when we tracked our sample cases through the various 
compliance phases and from IRS studies. One overriding cause was 
IRS' policy to not single out protesters, or even protest leaders, 
in order to minimize the potential for charges of harrassment. 
Such a policy does not recognize that protesters are a special 
compliance problem. Also, rather than establishing special pro- 
cedures for protester cases, IRS chose to handle them within its 
regular compliance system-- a system designed to deal with gener- 
ally cooperative and compliant taxpayers. 

More importantly, the program suffers from a lack of au- 
thoritative management direction and attention at all organiza- 
tional levels within IRS. Currently, IRS' Assistant Commissioner 
for Compliance, 7 Regional Commissioners, and 58 District Direc- 
tors are charged with authority over and responsibility for the 
Illegal Tax Protester Program, as well as other tax administra- 
tion programs and activities. These top officials cannot 
reasonably be expected to direct, control, and monitor daily 
program operations. Rather than designate a program manager at 
each level, IRS established coordinator positions in each of its 
compliance divisions and its Exempt Organizations Division at 
each organizational level. igone of the division coordinators 
have any authority over the protester program except within their 
respective divisions. Overall program direction and attention 
is important in the tax protester program because cases often 
cross two or three functional lines and the case beco,nes subject 
to the normal managerial and supervisory priorities and controls 
within each function. 

What can IRS do to improve its efforts against protesters? 
Organizationally, IRS may need to include tax protester cases 
in a high priority special compliance program along with otiier 
special compliance problem cases such as abusive tax shelters. 
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question its use in deciding not to pursue nonfilers who are also 
illegal tax protesters. In 4 of the 10 cases, income information 
available in IRS data files showed that the investigation was not 
as thorough as it should have been. For example, one nonfiler 
had income of about $15,000 which would have yielded about $2,500 
in taxes alone had IRS not decided to drop the case. 

We also reviewed whether, as a deterrent measure, IRS imposed 
penalties against protesters. We found that IRS examiners had 
appropriately proposed penalties against protesters. A penalty 
against protesters was proposed in an estimated 1,999 of 3,870 
cases in the three districts. About 1,492 of these involved neg- 
ligence penalties-- a penalty imposed against persons who fail to 
exercise due diligence when preparing their tax return and comput- 
ing their tax liability-- and about 507 cases involved various 
other penalties. 
penalties, 

In those instances in which IRS did not assess, 
we obtained the reasons why from the case files or 

from discussions with IRS personnel. We found no instances in 
which IRS erred by failing to consider an appropriate penalty 
against the protester. 

None of the three districts had assessed a preparer penalty 
even though paid preparers were involved in 199 of the 3,870 cases 
in the three districts. About 76 percent of the returns they pre- 
pared involved family estate trusts. These protesters, in effect, 
paid for poor advice and perhaps purchased it from a scheme pro- 
moter. Considering IRS' opinion that the users of the family 
estate trust scheme are often misled, we question the timeliness 
of and the limited use IRS has made of the preparer penalty. IRS 
has recently initiated some efforts against return preparers. 
IRS officials in one district said they were developing some pre- 
parer penalty cases, including a criminal investigation against 
a major promoter of the family estate trust scheme. It seems that 
IRS should have been more concerned with penalizing such preparers 
sooner. 

As a separate test of IRS' effectiveness in deterring ille- 
gal tax protesters, we reviewed the return filing and taxpaying 
records of 71 of the 143 protesters convicted of criminal tax 
violations in fiscal year 1979. Our objective was to determine 
how successful IRS was in securing delinquent tax returns and 
collecting taxes due from convicted persons and whether such per- 
sons voluntarily met their subsequent year tax obligations. Of 
the 71 cases we reviewed, 39 of the protesters were convicted of 
failure to file and 32 were convicted of filing false form W-4s. 
Individuals convicted of failure to file received an average pri- 
son sentence of 15.5 months, reflecting the more serious nature 
of the violation, while false form W-4s filers received only 6.5 
months. The most severe sentence for each violation, respectively, 
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Appendix VI shows that, as of December 1980, IRS had only 
closed an estimated 1,139, or 29 percent, of the 3,870 cases that 
were included in the protester program in the three districts 
during 1978 and 1979. About 2,280, or 59 percent, of the cases 
remained open, and IRS had decided not to pursue about 451 cases 
for various reasons. About one-half of the open cases had not 
progressed past the first compliance phase--examination--where 
IRS proposes an adjustment to the taxes owed. 

Because of the way we drew our sample we could not reach 
a statistically valid conclusion regarding the types of protest 
schemes that took IRS the most time to work. However, our data 
does indicate that IRS had more success closing cases involving 
false W-4 and war protest schemes. On the other hand, cases 
involving church-related, constitutional, and family estate 
trust schemes were seemingly more difficult to close. Most , 
of the cases still open in examination involved family estate 
trust schemes. 

IRS has no criteria for the length of time a case should nor- 
mally take to complete. Therefore, for purposes of our review, 
we arbitrarily considered a case delayed if it was in the same 
phase for 180 days or more. On this basis, we estimate, that 
2,977, or about 77 percent, of the 3,870 cases in the three dis- 
tricts were delayed in one or more of the compliance phases. Of 
the 1,139 cases IRS had closed at the time of our review, 858 of 
them, or about 75 percent, were delayed. In contrast, 1,985 of 
the 2,280 open cases, or about 87 percent, were delayed. IRS did 
not pursue the remaining 451 cases. 

Next, we analyzed closed cases to determine how long they 
took in each phase of the compliance process. As shown in appen- 
dix VII, closed cases generally stayed in the criminal investiga- 
tion phase less than 180 days. This is because, after reviewing 
the case, criminal investigation personnel decided not to pursue 
the case criminally. The examination phase usually took 180 days 
or more, and about 41 percent of the examined cases for which we 
could make a determination took over a year. The distribution of 
cases taking more or less than 180 days in both the post examina- 
tion and appeals functions was generally the same. The average 
number of days to close a case was 466. 

We did not perform a similar analysis on open cases because 
all work on the cases had not been completed. However, we did 
determine how long the cases had been open, in all phases, at the 
time of our review. As shown in appendix VIII, about 84 percent 
had been open for a year or more, and about 41 percent had been 
open 2 or more years. Most of the open cases were still in the 
Examination Division and had been there 1 or more years. Since 
they were still in the Examination Division, taxes had not been 
assessed. 
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followup. However, in the first 6 months of the program, IRS 
received about 687,000 documents from employers, which yielded 
about 143,000 questionable forms for followup. Since the program 
has not been implemented long enough, we do not know how many of 
the questionable forms IRS will eventually identify as having 
been filed by illegal tax protesters. However, the chances are 
good that some of the forms will involve protesters. 

Although it is too early to determine how effective the W-4 
program will be in identifying protesters, certain aspects of 
the program could cause IRS problems when dealing with illegal 
tax protesters identified only through the W-4 program. 

First, there is a long time lag between when a person sub- 
mits a form W-4 to his or her employer and when IRS notifies the 
employer to disregard that form W-4. In the interim, the employee 
could retain most of his or her income, thus giving IRS a poten- 
tial collection problem. One cause for the time lag is that IRS 
only requires employers to submit questionable W-4s quarterly, 
thus over 3 months can elapse before IRS sees them. However, the 
main cause is the time it takes IRS to process and evaluate the 
forms. According to IRS, it takes 11 to 19 weeks after receipt 
to fully process a questionable form W-4. However, at the end 
of 6 months, IRS had not yet completed work on all of the first 
group of forms processed. Although some of the delays can be 
attributed to the newness of the program, the fact that IRS under- 
estimated the volume of cases to be worked by over 376 percent 
created a resource problem that cannot be quickly remedied. 

Until recently a loophole in IRS' Questionable Form W-4 
Program regulations was causing problems. The regulations al- 
lowed an employee to file additional false form W-4s after IRS 
had (1) determined the first and subsequent W-4s to be false and 
(2) directed the person's employer to withhold income tax as if 

he or she was filing as a single person without dependents. The 
employers had no authority to turn down subsequent W-4 changes 
submitted by the employee. 

To close this loophole, IRS issued emergency regulations on 
March 19, 1981, which, among other things, prohibit employers 
from honoring subsequent form W-4s once a false form has been 
filed, unless the new form W-4 meets certain criteria. This ac- 
tion should go a long way toward reducing repeated filings of 
questionable form W-4s-- a tactic likely to be tried by illegal 
tax protesters. 

At this time, we are reluctant to make any recommendations 
regarding the Questionable Form W-4 Program because we did not 
conduct a comprehensive assessment of the program. A compre- 
hensive analysis of the program should help IRS decide what 
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scheme in which an individual fi.1.i::: a return but documents a re- 
fusal to pay taxes because of GOVAlNIient defense expenditures 
1s easier to identify than a churcl --CC- >lated scheme in which an 
individual takes a questionable tier ?uc':ion for a large church con- 
tribution. 

Service centers play the primary role in implementing IRS' 
procedures for identifying tax protest returns. These procedures 
first come into play during the initial coding of the returns as 
they are being prepared for inputting data into the computer. It 
is important that IRS detect the protest return during this phase: 
otherwise, it might issue any claimed refund. This could cause 
a collection problem for IRS if the p'erson filing the &turn is 
later identified as a protester who refuses to pay taxes. Pro-' 
test returns are also identified a1. the service center by the 
work units that process claims, approve applications for exemp- 
tion from social security tax, and screen returns tentatively 
selected for examination. 

IRS service centers detected ?In estimated 63 percent of the 
illegal tax protest returns identifi.ed by IRS during 1978 and 
1979 in the three districts we reviewed. Protesters were identi- 
fied, to a lesser extent, at the district offices during routine 
examination and collection activities or through special district 
projects. 

We found several problems with the service center identifi- 
cation procedures. First, we noted that some family estate trust 
returns eluded detection. IRS procedures require that both the 
forms 1040 and 1041 be scrutinized by service center personnel 
during service center processing to identify those returns poten- 
tially involving illegal trusts. Thus, the service centers have 
two chances to identify an illegal trust. However, since the 
procedure relies on the ability of service center personnel to 
identify such returns during a hiyp.-speed edit process, it can 
be expected that some returns elude detection. For example, IRS 
obtained information from State tax officials and found 128 fam- 
ily estate trust returns that the sq-rvice center had processed 
but had not identified as protest 3 ?tlirns. 

Another problem involves pro,.. -tidures for identifying returns 
using a church-related scheme. In L979, IRS studied the effec- 
tiveness of its procedure for sei.?..':1ng returns for examination 
as a backup to the regular identifie:ation procedure followed by 
service centers for identifying qnesjtionable large contribution 
deductions. IRS found that neither procedure was effectively 
identifying returns with large corlt ributions, even those which 
had deductions equaling 101) perce;-:~ jf adjusted gross income. 

The study was performed by I;<:: bvestern region at the Fresno 
and Ogden service centers. The reylotr selected 8,730 tax-year 
1977 returns where claimed charit.C31:me contributions equaled 40 
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According to IRS, the district offices expended about 236 
and 304 staff years on the illegal tax protester program in 1979 
and 1980, respectively. This is about 1 percent of the estimated 
24,000 average total staff years expended by the districts on all 
compliance enforcement activities. We estimate, on the basis of 
the average cost for each occupational specialty, that these 
resources cost $6.3 million and $A.1 million for the 2 years, 
respectively. These figures do not include the cost of program 
coordinators and related personnel at the national and regional 
offices and service centers, because those persons have collateral 
duties which are not separable for time reporting purposes. 

IRS also recently initiated another program--the new Ques- 
tionable Form W-4 Program--that will help to identify illegal 
tax protesters. Not all persons who file questionable form W-4s 
are illegal tax protesters, but protesters use the technique 
intentionally to keep tax revenues from the Government. Other 
persons may file false form W-4s simply for economic or other 
reasons. 

IRS became so concerned about the false filing of form W-4s 
that it formed a task force in 1979 to develop a program to as- 
sure their correct filing. As a result, the Questionable Form 
W-4 Program was initiated in April 1980. Under this program, 
employers are required to submit to IRS questionable form W-4s-- 
those on which employees claim 10 or more withholding allowances 
or complete exemption from withholding. IRS' service centers 
process these forms quarterly to identify the false form W-4s 
and assure that the persons file correct forms. 

IRS' procedures for identifying 
illegal tax protesters 
could be improved 

IRS has made positive efforts but further improvements 
would enable it to more efficiently and effectively detect and 
deter illegal tax protesters. 

Presently, IRS figures on the number of illegal tax protes- 
ters are understated. Improvements in IRS' detection system are 
needed because of the difficulties it has in identifying protest- 
ers who do not file tax returns and problems in its procedures 
for detecting protesters who do file. By improving its detection 
system IRS would be able to more efficiently and effectively 

--determine the extent of the protester problem and identify 
developing trends, 

--identify emerging schemes, 
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The nonpayment protest scheme involves correctly computing 
the tax, but refusing to pay the balance due on the basis of phil- 
osophical objections. 

Federal courts have held in numerous cases involving these 
schemes that there is no constitutional right to refuse paying 
income taxes because the funds might be used for Government pro- 
grams that the taxpayer opposes. 

We would now like to discuss the adequacy of IRS' efforts 
to deal with the growing illegal tax protest movement. 

IRS EFFORTS TO DETECT AND DETER 
TAX PROTESTERS NEED IMPROVEMENT 

In 1978 IRS implemented a nationally coordinated program to 
detect and deter illegal tax protesters. It designated the pro- 
gram as one of its priorities and has spent increasing amounts 
of its compliance resources annually in an attempt to curb the 
movement. IRS identifies more illegal tax protesters each year 
and has had some success in obtaining convictions against impor- 
tant protest leaders and in bringing protesters into compliance. 

Despite its successes, IRS efforts have been hampered in 
part because of protester tactics that tend to frustrate and 
delay IRS compliance efforts. However, IRS could improve the 
management of its overall efforts against protesters. For exam- 
ple, IRS' detection procedures are limited primarily to identi- 
fying those who choose to file a protest return or otherwise 
notify IRS of their protest. Moreover, weaknesses in IRS' pro- 
cedures allow certain protesters who do file a return or other 
documents to elude detection. Thus, IRS' information on the 
extent of the protest problem is understated, and its understand- 
ing of the nature and makeup of the problem is limited. 

Once protester cases were identified, IRS, did not always 
handle them in a timely or effective manner indicative of an 
effort it has designated as a priority. Rather than designing 
special procedures for processing protester cases quickly, IRS 
handled them as part of its regular compliance enforcement ef- 
forts. Also, it generally did not select and direct resources at 
those cases which might have the most deterrent effect, such as 
ones involving protest leaders and activists. This is not to 
say that IRS has not pursued some prominent national leaders and 
successfully prosecuted them. 

IRS has made and is making changes to improve the timeliness 
of its efforts. However, IRS still needs to further improve its 
procedures for identifying and bringing illegal tax protesters 
into compliance. In addition, it can have a greater deterrent 
effect by making other programmatic improvements to better focus 



Church-related schemes 

Church-related schemes are the newest and, perhaps, the 
fastest growing of the protest schemes. They were used in con- 
nection with about 17 percent of the protest returns IRS identi- 
fied in 1980. 

This scheme has two variations. Under the first, an indi- 
vidual purchases ministerial credentials and perhaps a church 
charter from a promoter. The person then forms an organization, 
or becomes a branch of another organization, claiming it to be a 
tax-exempt church. The person's residence usually houses the 
"church," and his or her family is usually the "congregation." . 
The person contributes up to 50 percent of his or her income--the 
maximum allowable--to the church and claims it as a form 1040 
deduction, substantially reducing taxes. The church's revenue 
is used to pay the person's living expenses, such as food, auto- 
mobile, and housing. 

Under the second variation, a person takes a vow of poverty, 
pledging to obey the orders of the church. The orders, in es- 
sence, generally require a person to retain his or her current 
job and continue his or her existing lifestyle. The person may 
file a form 1040 claiming income, but then takes an adjustment 
against gross income for an equal amount. This adjustment elim- 
inates any tax liability. Some protesters show no financial data, 
stating that they are not required to pay taxes as ministers un- 
der a vow of poverty. 

An estimated 67 percent of the church-related cases in the 
three districts we reviewed involved an audit of a church's tax- 
exempt status. Another 28 percent of the church-related cases 
involved large contribution deductions, and the other 5 percent 
involved vow of poverty claims. 

When IRS has successfully disallowed a form 1040 deduction 
or adjustment under this scheme, it has done so on two general 
premises. First, the internal revenue laws require that to be 
exempt from taxation, qualifying religious organizations must 
be organized and operated for religious purposes and not serve 
private interests. Second, contributions to an organization are 
not deductible when made with the expectation of receiving some 
commensurate benefit in return. 

False W-4 scheme 

Since 1974 the filing of ,:i false Form W-4, Employee's With- 
holding Allowance Certificate, has become more common and is 
often used by illegal protesters in conjunction with another 
scheme. It is also widely used by other persons for different 
reasons. We will elaborate on this later when we :qiscuss IRS' 
Questionable Form W-4 Program. 



On the basis of IRS' proposed tax adjustments, we estimate 
that the average amount of additional taxes involved when an 
adjustment was proposed was $3,690. l/ The highest proposed tax 
assessment was $49,989. We estimate-that total taxes involved in 
the 1978 and 1979 protester cases in the three districts amounted 
to $10.2 million. In an estimated 1,106 cases, IRS ultimately 
will not propose a tax adjustment. This includes cases such as 
those not pursued by IRS. Neither we nor IRS know the annual 
impact of illegal tax protesters on total tax revenues. However, 
our review indicates that, although the number of protesters is 
relatively small, substantial tax revenues are involved. 

Thus, today, more than ever before, the illegal tax protest . 
movement, in our opinion, poses a threat to our country's volun- 
tary compliance tax system. Like the subterranean economy, of 
which it is a part, the movement apparently continues to gain 
followers. We attribute this, in part, to the visibility of pro- 
test leaders and activists, and their "sales" approach. As tax- 
payers who are complying with the laws hear of others who report- 
edly realize financial benefits by not complying, they too may 
be less inclined to carry the tax burden for those who do not pay. 

ILLEGAL TAX PROTEST SCHEMES 

Over the years, illegal tax protesters have developed various 
complex and sophisticated schemes to evade or reduce their taxes, 
and the courts have denied the legality of many such schemes. 
However, as shown in appendix IV, the "constitutional," "family 
estate trust," and "church-related" schemes have been the most 
popular in recent years. Together, these schemes comprised about 
80 percent of all protest returns identified by IRS in 1980. 

We would now like to discuss each of these and other schemes 
in more detail. 

Constitutional scheme 

The constitutional scheme is one of the oldest and most fre- 
quently used protest approaches. In 1980, it was used in connec- 
tion with about 37 percent of the protest returns IRS identified. 

Generally, these protesters claim that any payment of tax 
or providing of tax return information violates their constitu- 
tional rights, and they cite the 4th, 5th, and 16th amendments. 
They file an essentially blank income tax return and thereafter 

L/The sampling error for this and other key figures throughout 
the statement is shown in appendix X. 
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versus gold or silver, and/or (3) the unwarranted growth of Gov- 
ernment. They generally used a particular protest scheme which 
involved filing a blank form 1040 tax return and citing the 5th 
amendment or monetary arguments. These arguments have long been 
denied by the courts. 

In recent years, the movement continued to grow and spread 
across the country as protesters made speeches and offered semi- 
nars, often misrepresenting the tax laws. According to an IRS 
regional illegal tax protester task force report, the movement 
became more appealing to some persons as our Nation's economic 
conditions worsened. Today people from all walks of life are 
involved, and the schemes are more sophisticated. 

Although it is apparent that the illegal tax protest move- 
ment is growing, the exact extent and makeup of the movement are 
unknown. The best available data on the number of illegal tax 
protesters are probably those compiled by IRS. This data is 
based on tax returns primarily identified by IRS' 10 service 
centers as being filed by illegal protesters. 

As shown in appendix II, IRS identified about 7,100 pKoteSt 
returns in calendar year 1978, when it first began collecting 
data, and about 18,200 protest returns in calendar year 1980--an 
increase of about 156 percent. Part of this growth is attribut- 
able to possible improvements in IRS identification procedures. 
Notwithstanding this possibility and the fact that the number of 
IRS-identified protest returns is still relatively small, the 
growth rate is alarming. 

According to IRS, the number of protesters connected with 
the returns it identified increased from about 7,700 in 1978 to 
20,800 in 1980. The difference between the number of protesters 
and the number of returns is attributable mainly to the fact that 
IRS counts a joint return as one retilrn involving t,,'o protesters. 

Although this is the best available data, the figures overall 
are understated because of problems in IRS' identification proce- 
dures, which we will discuss later. For example, IRS figures 
generally do not include protesters who chase not to fiLe a re- 
turn or otherwise notify IRS of their protest. Further evidence 
that these figures may be understated is the fact that, during 
its first 6 months of operation, IRS' program to detect false form 
W-4s yielded 143,000 questionable W-4s for followup. Although 
neither we nor IRS know how many of these will be identified as 
having been filed by protesters, some will involve protesters. 
Nevertheless IRS' data on identified protest returns, in Our 
opinion, is sufficient to show that the problem is growing. 
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UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON, D.C. 20548 

FOR RELEASE ON DELIVERY 
EXPECTED AT 1O:GO A.M. EDT 
JUNE 10, 1981 

COMPREHENSIVE STATEMENT OF 

WILLIAM J. ANDERSON, DIRECTOR, 

GENERAL GOVERNMENT DIVISION 

BEFORE THE 

SUBCOMMITTEE ON COMMERCE, CONSUMER AND MONETARY AFFAIRS 

HOUSE COMMITTEE ON GOVERNMENT OPERATIONS 

ON THE 

INTERNAL REVENUE SERVICE'S EFFORTS 

AGAINST ILLEGAL TAX PROTESTERS 

Mr. Chairman and Members of the Subcommittee: 

We are pleased to assist the Subcommittee in its inquiry 
into the illegal tax protester problem. Our testimony is based 
on the results of our review of the Internal Revenue Service's 
(IRS) efforts to detect and deter illegal tax protesters. The 
review was done, of course, at the Subcommittee's request. (A 
brief description of the objectives, scope, and methodology of 
our review is included as appendix I.) 

We would like to state at the outset that the illegal tax 
protest movement has grown significantly in the past few years. 
Although it is but a part of the "subterranean economy," it alone 
poses a threat to our Nation's voluntary compliance tax system. 
To counter this threat, IRS has taken some important actions in 
recent years. In 1978 it established a nationwide program to 
systematically identify and pursue illegal tax protesters. In 
1980 it initiated a program to identify individuals, including 
protesters, who file incorrect withholding certificates to evade 
taxes. Very recently IRS has taken some actions to enhance the 
timeliness and effectiveness of its efforts. As a result of 
these efforts, IRS has had some important successes in detecting 
protesters and deterring them through its civil and criminal 
enforcement actions. 



Due to various limitations and weaknesses in IRS' detection 
system, its information on the extent of the illegal tax protes- 
ter problem is understated. Also, its understanding of the na- 
ture and makeup of the problem is inadequate for efficiently and 
effectively allocating resources to the most significant pro- 
tester cases and for measuring program results and impact. 

Once identified, illegal protester cases have not been pro- 
cessed as timely or effectively as might be expected of a pri- 
ority effort. Instead of developing special procedures to deal 
with generally uncooperative persons committ.ed to thwarting the 
tax administration system, IRS has handled protesters as part of 
its regular compliance enforcement system--a system designed to 
deal with a generally compliant and cooperative taxpayer. 

Although the number of known protesters in comparison to 
the taxpaying population is not overwhelming, the protest move- 
ment is growing. It represents a tnreat to our Nation's volun- 
tary compliance tax system because of the visibility of tax 
protest leaders and their "sales" approach. Therefore, it is 
essential that IRS demonstrate to protesters and to the taxpaying 
public that it can and will aggressively pursue protest cases to 
a timely conclusion. Otherwise, protesters will continue to file 
protest returns or become nonfilers, and presently compliant tax- 
payers will possibly become protesters. 

We believe IRS can take several actions to improve its ef- 
forts against illegal tax protesters. 

--To ensure that its efforts receive priority attention and 
proper direct.ion, IRS should establish a working group in 
each district division to handle protester and other spe- 
cial compliance cases and designate one district official 
with the responsibility and authority for cutting across 
functional. lines to ensure that such cases receive adequate 
and timely attention. Similar positions should be estab- 
lished at the national and regional office levels to en- 
sure that the protester program and other special compli- 
ance programs receive the attention they need. (See p. 
42.) 

--IRS can improve its timeliness and effectiveness in iden- 
tifying and bringing protesters into compliance by making 
various administrative changes which we detail in my com- 
prehensive statement. (See pp. 42 and 43.) 

--IRS can improve its management of program resources by 
developing, with input from the Justice Department, an 
overall plan for deterring illegal protesters, and by de- 
veloping more comprehensive management information. (See 
p* 43.) 



year and even more next year. Aithougn this may not seem like 
much, the problem continues to grow, and IRS has not been as ef- 
fective as it could be in bringing protesters into compliance. 

Because of the many other compliance problems confrontiny 
IRS, continued growth in the number of illegal tax protesters wil 
only place an added strain on its limited compliance enforcement 
resources. Of equal concern are the constraints on the resources 
of the Justice Department and Federal court system, which must 
get involved in criminal and civil litigation against protesters. 
Because of the threat posed by the protest movement, it is essen- 
tial that IRS have a planned approach so that it has a basis for 
assigning its resources to and expediting those cases which will 
have the most deterrent effect on the protester problem. The 
plan would also provide a basis for measuring program results and 
making appropriate changes. 

We believe IRS, as a basis for developing an overall plan 
for detecting and deterring illegal tax protesters, can use the 
techniques discussed in our November 1979 report on developing 
and selecting criminal tax cases for investigation (GGD-80-9) 
and the recent experience the two agencies gained in coordinating 
on church-related and W-4 matters. The plan, which should have 
the input of Justice, should provide a framework for making key 
program decisions. These decisions include: 

--To what extent should resources be directed at proactively 
identifying and pursuing protest leaders and activists as 
opposed to protesters identified through IRS' service cen- 
ter pipeline and other sources? Perhaps cases deemed not 
to have as much potential deterrent effect could continue 
to be processed as part of IRS' normal compliance enforce- 
ment process. 

--What approach will provide the most deterrent effect for 
each of the various protest schemes, and what aspect of 
the protest problem should receive the most emphasis? 

--Generally, when and against what types of protesters 
should criminal versus civil proceedings be used to en- 
force compliance? Because of the similarity in the de- 
velopment of civil and criminal litigation for some pro- 
test schemes, such as church-related, Justice's input 
regarding a criminal/civil strategy is important. (See 
pp. 35 to 37.) 

IRS needs better management information 

IRS cannot efficiently and effectively plan, allocate re- 
sources, and make other strategic decisions regarding its Illegal 
Tax Protester Program, without adequate management information. 
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One of the best measures of IRS' compliance efforts against 
protesters is its ability to collect their taxes. IRS has had 
some early successes. In this regard, we estimate it had made 
final tax assessments totaling $2.5 million on an estimated 1,266 
cases in the three districts. It assessed penalties totaling 
$251,000 on 1,211 cases. It collected $2.4 million, including 
interest, on all or part of 1,148 cases. In 391 cases, about 
$420,000 had not been collected, and, of this amount, IRS decided 
that about $23,000 was presently uncollectible. 

Collection results to date, however, should not be inter- 
preted as meaning that IRS has an easy time collecting protester 
accounts. We estimate that protesters were contesting about $5.7 
million in proposed tax assessments at the time of our review. 
Also, additional taxes are involved in other cases that had not 
progressed to the point where IRS could propose an assessment, 
and most of these protesters refused to provide the necessary 
records for IRS to complete its examinations. Thus, the taxes 
may be difficult to collect. It should also be pointed out that 
about $1.3 million of the $2.4 million IRS did collect was from 
persons who voluntarily paid after the examination. (See p. 29.) 

Although IRS' actions definitely had a deterrent effect on 
some protesters, many people remained protesters, including a 
substantial number that resorted to nonfiling. For example, we 
estimate that of the 3,870 protesters identified in the three 
districts, 567 filed a protest return for tax year 1979, and 928 
did not file. (See p. 29.) 

Even in cases involving convicted protesters, IRS has some 
difficulty obtaining returns and collecting taxes. For example, 
in a test unrelated to our sample, we found that IRS secured tax 
returns in only 44 of 71 cases which involved protesters convicted 
in fiscal year 1979 of failure to file a tax return or filing a 
false form W-4. IRS collected almost $93,000 from 20 of the 44 
protesters, and the other 24 still owed about $133,000 at the 
time of our review. Taxes were also due in the 27 cases in which 
IRS had not secured a tax return. However, we do not know how 
much taxes the individuals involved in these cases owed. (See 
PP. 30 and 31.) 

Factors hindering compliance 

Many delays in brinying protesters into compliance were 
caused by the fact that they were generally uncooperative and 
took advantage of the tax administration system to prolong IRS' 
inquiry. protesters taking advantage of statutory or regulatory 
provisions, such as the summons provisions of the 1976 Tax Reform 
Act and other factors, also caused many delays. For example, in 
17, or 10 percent, of our 167 sample cases, IRS had issued a total 



information on the extent of the protest problem is understated, 
and its understanding of the nature and makeup of the problem is 
limited. 

"Silent protesters" who do not file returns are the most 
difficult to detect. Neither we nor IRS know how many nonfilers, 
including those IRS identifies nationally as part of its nonfiler 
program would meet IRS' official definition of an illegal tax 
protester. However, since protest leaders encourage nonfiling, 
it seems reasonable that some nonfilers are also protesters. 

Even when IRS identifies nonfilers or underreporters, it 
only includes thoae persons in its Illegal Tax Protester Pro- 
gram when they voluntarily indicate being protesters. Unless 
IRS routinely determines whether those nonfilers and underreport- 
era it identifies are protest-motivated, it will not know the 
extent and makeup of the protest movement for planning purposes 
nor be assured that such protesters receive adequate enforcement 
attention. Also, some of the most significant protesters may 
be excluded from IRS' protester program. (See pp. 23 and 24.) 

Even when individuals file protest returns with IRS, some 
can be more difficult to identify than others. Service centers 
play the primary role in implementing IRS' procedures for identi- 
fying tax protest returns. We found several problems with the 
procedures which led to some protesters not being identified. In 
this regard, we estimate that in the three districts we reviewed 
IRS failed to count 273, or 18 percent, of 1,516 prior or subse- 
quent year protest returns filed by protesters identified by IRS 
in 1978 and 1979. Of course, we do not know how many cases IRS 
may have overlooked in processing the returns of unidentified 
protesters. (See pp. 24 and 25.) 

Although not all persons who file false form W-4s are ille- 
gal tax protesters, IRS may realize a significant increase in 
the number of protesters identified through its new Questionable 
Form W-4 Program. The volume of questionable form W-4s received 
since the program began and those requiring followup have both 
greatly exceeded IRS' initial estimates. 

As shown in chart IV before you and in appendix V, IRS esti- 
mated that in the program's first year about 1 million form W-4s 
meeting the filing criteria would be received from employers. It 
further estimated that processing these documents would produce 
30,000 questionable W-4s requiring followup. However, in the 
first 6 months of the program, IRS received about 687,000 docu- 
ments filed by employers, which yielded over 143,000 forms for 
followup. The chances are good that IRS will eventually identify 
some of these as having been filed by illegal tax protesters. 



Despite its successes, IRS needs to improve its efforts to 
identify illegal tax protesters and to bring them into compliance 
in a more timely and effective manner. In addition, IRS needs to 
develop an overall strategy and provide for collateral informa- 
tion to better target its resources and maximize their deterrent 
effect on the protester problem. 

NATURE AND EXTENT OF ILLEGAL 
TAX PROTEST MOVEMENT 

The exact extent and makeup of the illegal tax protest move- 
ment are unknown. The best available data on the number of ille- 
gal tax protesters are probably those compiled by IRS on the basis 
of tax returns identified primarily by IRS' 10 service centers as 
being filed by protesters. 

As shown in chart I before you and in appendix II, IRS iden- 
tified about 7,100 protest returns in calendar year 1978, when it 
first began collecting data, and about 18,200 protest returns in 
calendar year 1980 --an increase of about 156 percent. According 
to IRS, the number of protesters connected with the returns it 
identified increased from about 7,700 in 1978 to 20,800 in 1980. 
(See p. 14.) 

As shown in chart II before you and in appendix III, the 
breakdown of the data by IRS service center reveals that illegal 
protester activity continues to be heaviest in the West and South- 
west where it started in the 1920s. However, it is intensifying 
across the country and has had the largest percentage increase 
in the Northeast. (See p. 15.) 

Over the years, illegal tax protesters have developed vari- 
ous complex and sophisticated schemes to evade or reduce their 
taxes, and the courts have denied the legality of many schemes. 
However, as shown in chart III before you and in appendix IV, the 
"constitutional," "family estate trust," and "church-related" 
schemes have been most popular in recent years. Together, these 
schemes comprised about 80 percent of all protest returns identi- 
fied by IRS in 1980. Since 1974 the filing of a false Form W-4, 
Employee's Withholding Allowance Certificate, has become a more 
common scheme and is often used by illegal protesters in conjunc- 
tion with another scheme. (See pp. 16 to 20.) 

IRS does not generate periodic profile statistics on the 
characteristics of illegal tax protesters or on the amount of 
taxes involved in these protests. However, based on our random 
sample, the largest number of cases in the three districts in- 
volved protesters who were nonprofessional wage earners, had in- 
comes between $15,000 and $50,000, and on the average owed about 
$3,700 more in taxes when IRS made adjustments. (See pp. 15 and 
16.) 










