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EXAMINATION AND COLLECTION JOINT CPE - TAX PROTESTORS

Introduction

Introduction

An illegal tax protestor is an individual using illegal methods to protest the
tax laws. These individuals and groups are attempting to disrupt effective tax
administration. They present a potential threat to the voluntary compliance
system. Some of these individuals and groups advocate the use of violence
and present an ever increasing threat to employees with direct taxpayer
contact. The illegal tax protestor generally advocates and/or participates in a
scheme with a broad exposure that results in the underpayment of taxes.

Tax protestor returns will be considered priority cases. These examinations
and collections must be completed as expeditiously as possible to achieve
compliance with the tax laws by tax protestors. These cases should be
coordinated between divisions.

This training will describe the schemes used by the tax protestors, their
arguments, as well as the facts and references to refute their claims. We will
also provide you with the tactics used by tax protestors to intimidate or
harass IRS employees. Finally, we will provide guidance in the identification
and examination or collection of tax protestors, fraud referral procedures,
safety and security steps, and education outreach for taxpayers.
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Protest Schemes - Constitutional Arguments

Definition

Constitutional
schemes

A "Tax Protest Scheme” is any scheme without basis in law or fact for the
ostensible purpose of expressing dissatisfaction with the substance, form or
administration of the tax laws by either interfering with such administration
or attempting to illegaily avoid or reduce tax liabilities.

Constitutional schemes are sometimes promoted around the country by
so-called tax protest groups who present, as fact, serious misrepresentations
of tax law. Generally, these promoters counsel taxpayers not to comply with
return filing requirements because they violate a person's constitutional
rights. Some taxpayers submit to pressure of friends, relatives, or fellow
employees who claim, "I don't pay taxes and you don't have to either." Itis
important that you learn the general characteristics, basic arguments, and
issues peculiar to constitutional protest cases because you are likely to
encounter them.

Tax protestors might raise any of the amendments to, or articles of the U.S.
Constitution as a defense for failure to comply with the tax laws. The
constitutional issues most commonly raised are based on the 1st, 5th, 13th
and 16th Amendments.
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Constitutional Arguments - First Amendment

Argument

Fact

The First Amendment provides, in part, that there shall be a separation of
church and state. The amendment also guarantees freedom of speech, press,
and the right to peaceful assembly. The taxpayer refuses to pay income
taxes, in whole or in part, on religious or moral grounds, contending that to
do so would violate First Amendment rights. '

The most common form of First Amendment tax objection involves an
alleged church scheme whereby the taxpayer declares a vow of poverty and
transfers all assets to the so-called church. Another First Amendment
scheme involves a large contribution to an alleged church. In each of these
schemes, the taxpayer usuaily receives direct benefits (payment of personal
living expenses) from the church. The taxpayer's standard of living rarely
suffers and may advance due to a decreased tax liability.

Federal Courts have held, in numerous cases, that there is no Constitutional
right to refuse pay income taxes; in whole or in part, on religious or moral
grounds or because the funds are used for government programs opposed by
the taxpayer. The fact that some persons may object, on religious grounds,
to some of the things that the government does is not a basis upon which they
can claim a constitutional right not to pay taxes.
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Constitutional Argument - Fifth Amendment

Argument

Fact

The Fifth Amendment provides that no person shall be compelled in any
criminal case to be a witness against himself or herself, nor be deprived of
life, liberty, or property without due process of law.

The tax protestor claims that the filing of an income tax return violates the
Fifth Amendment right against self-incrimination, and that he/she is entitled
to secure a ruling on the incriminating possibility of each item on the return.

The taxpayer also asserts that various provisions of the Internal Revenue
Laws violate the due process clause of the Fifth Amendment. Generally they
claim that the graduated income tax scale and the fact that certain deductions
or benefits allowed by the Internal Revenue Code are available to some and
not to others deny, those latter persons their Constitutional rights.

TAXPAYER'S CONTENTION

1. There is a constitutional right to refuse to file because of the
Fifth Amendment. (This position has been consistently rejected.)

2. Income tax laws violate the due process clause of the Fifth
Amendment. (This position has been consistently rejected.)

There is no Constitutional right to refuse to file an income tax return because
of the Fifth Amendment. The courts have uniformly held that disclosure of
the type of routine financial information required on a tax return does not, in
itself, incriminate an individual and does not violate one's Fifth Amendment
right against self-incrimination. United States v, Schiff, 612 F.2d 73, 77-83
(2d Cir. 1979). From a criminal perspective, returns containing little or no
financial information from which a tax could be computed may constitute an
affirmative act for the purposes of proving evasion. See United States v,
Waldeck, 909 F.2d 555, 559 (1st Cir. 1990).

Continued on next page
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Constitutional Argument - Fifth Amendment, Continued

Fact, cont'd

The Fifth Amendment has no application to the statutory requirement that
every citizen must report his entire income, even if a taxpayer is thereby
compelled to disclose an incriminating fact. United States v, Oliver, 505
F.2d 301, 308 (7th Cir. 1974). In short, the taxpayer does not have a Fifth
Amendment interest to protect when he turns information over to the IRS
concerning his income. Therefore, his Fifth Amendment clalm is without

basis in the law.

Also related to a tax protestor's Fifth Amendment challenge is the concept of
what constitutes a return. In addition to the Porth-Daly landmark cases, the
following is a sample of invalid returns and the applicable court cases.

Description of Invalid Return

Court Case References

Form 1040 reporting only zeros

United States v, Smith, 618 F. 2d
280, 281 (5th Cir), cert, denied,
449 U.S. 868 (1980)

Form containing asterisks and no
signature

United States v.Kimball, 925 F.2d
356, 357 (9th Cir. 1991)

Forms reporting nothing or small
amounts in the blanks for income &
expenses

United States v. Edelson, 604 F.2d
232, 234 (3rd Cir. 1979)

Form 1040 showing only a bottom
line figure for taxable income with
no information as to how the
reported taxable income was derived

United States v. Grabinski, 727
F.2d 681, 686-76 (8th Cir. 1984)

But See United States v. Long, 618
F.2d 74, 75 (9th Cir. 1980) (zeros
on Long's tax forms, unlike blanks,
constituted information as to income
from which a tax couid be computed
just as if the return had contained

other numbers).
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Constitutional Argument - Fifth Amendment, Continued

Fact, cont'd

References

A Fifth Amendment claim may be asserted to specific line items on the tax
form. United States v, Sullivan, 274 U.S. 259, 263 (1927). The amount of
a taxpayer's income is not privileged but the source may be. United States
y. Heise, 709 F.2d 449, 450 (6th Cir.) cert. denied, 464 U.S. 918 (1983).

The landmark cases in the area of Fifth Amendment protests are_Daly and
Porth. Returns filed with this protest are generally identified as Porth-Daly
types of returns.

United States v, Daly, (481 F.2d 28 (8th Cir. 1973), cert. denied, 414 U.S.
1064 (1973). In this case, a form 1040 was filed, but the form contained

only the name and address and a statement objecting to furnishing further
information. The opinion stated that Daly had made no reasonable showing
of how the disclosure of the amount of legal fees he had received as a lawyer
during the years in question could possibly incriminate him. Daly was
convicted for failure to file an income tax return.

Court Cases

United States v, Keig, 334 F.2d 823 (7th Cir. 1964)
United States v, Oaks, 527 F.2d 937 (9th Cir. 1975)

United States v. Hoopes, 545 F.2d 721 (10th Cir. 1976)
Due Process
Brushaber v. Union Pac. RR Co,, 140 U.S. 1, (1916) held that due process

was not denied by discriminating between classes or by having a
progressively graduated income tax scale.

7 Lines marked # are for Official Use Only.



Constitutional Argument - Thirteenth Amendment

Argument

Fact

Compelled compliance with the Federal income tax is a form of servitude in
violation of the Thirteenth Amendment. There are several theories of
servitude, each of which resuits in the protestors defining who is and who is
not a citizen. They refer to English law concerning the Lord of the Manor
and serfs. From there, they refer to the types of citizens that lived in the
United States before the Thirteenth Amendment. According to the
protestors, these people fell into two groups, natural enfranchised individuals
and "freemen" and people who were property, "otherwise known as slaves."
Following ratification of the Thirteenth Amendment, slavery was abolished.
However, protestors assert taxpayers are, in effect, indentured servants of the
United states government.

Protestors may also contend that the requirement of bookkeeping, records
maintenance, and employer withholding requirements is in reality
"involuntary servitude" and, therefore, are unconstitutional.

An extension of the citizenship argument uses the Internal Revenue Code to
"prove" the protestor is not subject to income tax.

As we read definitions in the Internal Revenue Code, we find that citizens of
the United States are subject to tax. We also find that the United States
includes Washington, D.C., the Virgin Islands, Puerto Rico, and other
territories of the United States. Accordingly, (from the protestor's
interpretation) the United States does not include any of the 50 states of the
Union. Thus, they are citizens of individual states and not of the United
States. Hence, they do not need to file Form 1040 but must file Form
1040NR. Of course, the Form 1040NR will show that they owe no tax.

This argument was found to be frivolous and without merit with no basis in
fact or law. Fox v. Commissioner, 969 F.2d 951 (10th Cir. 1992).

See also: U.S, v, Coilins, 920 F.2d 619 (10th Cir. 1990)

Ginter v, Southern, et.al., 611 F.2d 1226 (8th Cir. 1979)
Lonsdale v, U.S,, 919 F.2d 1440 (10th Cir. 1990)
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Constitutional Argument - Sixteenth Amendment

Argument

Fact

Court references

The Sixteenth Amendment provides that the Congress shall have the power to
levy and collect taxes on income, from whatever source derived, without
apportionment among the several states, and without regard to any census or
orientation.

Taxpayer' Contention

1. Tax laws are unconstitutional because the Sixteenth Amendment was
not properly ratified.

2. Because the State of Ohio was not properly a state at the time of
ratification of the 16th Amendment, the Amendment is not valid and,
therefore, income tax is unconstitutional.

This argument is unsubstantiated and without merit. The argument is
overcome by looking at the history of the Sixteenth Amendment.

The Sixteenth Amendment was ratified by 40 states, including Ohio, and a
proclamation issued in 1913. Shortly thereafter, two other states also ratified
it. Under Article V of the Constitution, only three-fourths of the states are
needed to ratify an Amendment. There were enough states ratifying this
Amendment without Ohio to complete the number needed for ratification.

Porth v. Brodrick, 214 F.2d, 925 (10th Cir. 1954).
United States v, Porth, 426 F.2d 519 (10th Cir. 1970)
United States v, Whitesel, 543 F.2d 1176 (6th Cir. 1976)
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Constitutional Argument - Wages are not Income

Argument

Fact

Reference

Wages, tips, and other compensation received for personal services are not
income but rather sources of income and as such, are nontaxable because the
value of the services performed equals the value of the wages received.
Hence, the argument goes, there is no taxable gain when a person exchanges
his labor for money.

The Supreme Court has rejected the argument, based on Eisper v,
Macomber. 252 U.S. 189 (1919), that the Code's definition of income is
limited to gain in Commissioner v. Glenshaw Glass Co., 348 U.S. 426 75 S.
Ct. 473 (1955). More recently, the Court has rejected the assumption that
the current statutory definition of income (in 26 U.S.C. sec. 61) incorporated
the income as gain definition of Eisper. Thus, the first assumption behind
the protestor’s argument is simply incorrect--income is not limited to gain or
profit.

Commissioner v. Kowalski, 434 U.S. 7794, 98 S. Ct, 315,325 (1977).
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Constitutional Argument - Income Taxes are Voluntary

Argument

Fact

References

Filing a tax return is voluntary according to the law. The IRS tells you in the
1040 instruction book that the tax system is voluntary.

Protestors have used language found in Flora v, United States, 362 U.S. 145,

176 (1960), "Our system of taxation is based upon voluntary assessment and

payment, not upon distraint," to support their assertion that filing returns is a
voluntary matter.

"In assessing income taxes the Government relies primarily upon the
disclosure by the taxpayer of the relevant facts." Helvering v, Mitchell, 303
U.S. 391, 399 (1938). There are several court cases that make it clear, that
although our tax system relies on the taxpayer voluntarily keeping records
and doing a self assessment in filing tax returns, failure to file returns and
pay the proper amount of tax will result in sanctions. The word "voluntary”
as used in IRS literature refers to our system of allowing the taxpayer to
determine the correct amount of tax as opposed to the government
determining the tax for them. The quote in Flora is taken out of context.

Lonsdale v, United States, 919 F.2d 1440 (10th Cir. 1990)
United States v. Payne, 978 F.2d 1177 (10th Cir. 1992)
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Constitutional Argument - Title 26 of the U.S. Code is not Law

Argument

Fact

Protestors use the preface of the United States Code and other references that
refer to some titles as being enacted into "positive law.” Since Title 26 is not
listed as one of these titles enacted into "positive law," they infer that Title
26 is not the law of the land and, therefore, taxes are not legally required to
be paid.

To understand why this conclusion is wrong, you must understand exactly
how laws are compiled. After the Congress passes a bill and the President
signs it, it becomes a "public law". This "public law" contains the exact
language passed by Congress and is identified by its sequence in the
Congress that passed it.

All the public laws passed by Congress since the beginning of the nation are
collected sequentially in huge sets of volumes which vary in name from year
to year (including the Revised Statutes of the United States, the Statutes at
Large, the United States Compiled Statutes, the Federal Statutes, and others).

In 1925, Congress directed that all the public laws be codified into a set of
convenient, easy to use volumes which we call the United States Code.
Congress attempted to codify IRS laws into one complete law with the
passage of Public Law No. 1 of the 76th Congress, the Internal Revenue
Code of 1939. However, since there were unresolved matters with that
compilation, Congress did not pass it as "Title 26 of the United States Code”,
but rather as the "Internal Revenue Code of 1939". In other words, it was
still a "public law" of the United States, but not yet added into the
compilation of laws called the United States Code. Similarly, when the 1954
Code was passed, it was denominated Public Law 591 of the 33rd Congress,
passed August 16, 1954; and when the 1986 Code was passed, it was passed
as P.L. 99-514; neither was passed as "Title 26 of the United States Code."
The various Amendments to the Code made by each Congress are also
referred to by their public law numbers.

Lines marked # are for Official Use Only.
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Constitutional Argument - Title 26 of the U.S. Code is not Law

Fact, cont'd Consequently, at the present time, we continue to refer to the actual public
laws passed by the Congress,i.e., the "Internal Revenue Code of 19XX,
Public Law XX-XXX"--rather than to the compilation found in the United
States Code. This has no effect on the validity of the tax law, but merely
refers to where the underlying law may be found.

"The (taxpayer's) argument that the Internal Revenue Code was not enacted
by Congress is * * * meritless." Urban v. Commissioper, 47 T. C. M.
(CCH) 1130, 1131 (1984). The 9th Circuit also held this contention to be
frivolous. Ryan v, Bilby, 764 F.2d 1325, 1327 (9th Cir. 1985).
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Other Arguments

Introduction These schemes involve individuals who have never filed an income tax return

Non-filers or have simply stopped filing. These protestors are the most difficuit to
identify since they do not readily identify themseives by sending in protest
letters or nonacceptable returns.

Unless the individual is known to the Service, it is extremely difficult to
determine if the taxpayer is an illegal tax protestor. You may not be able to
identify this taxpayer as a protestor, until you actually contact them and
request their delinquent returns. Common schemes and meritless beliefs
used by these protestors are discussed in the following pages.

Lines marked # are for Official Use Only.
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Other Arguments - IRS is not a Government Agency

Taxpayer's The IRS is merely a private corporation, incorporated in Delaware in 1933,
contention which has no authority to collect tax.

Service position  The IRS is a government agency that was given authority to collect taxes by
Congress under Title 26 of the United States Code, or more commonly
known as the Internal Revenue Code.

Fact A company known as "The Internal Revenue and Audit Service" was
incorporated in Delaware in 1933. It went out of business a few years later.
It has no relationship to the IRS.

Lines marked # are for Official Use Only.
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Other Arguments - Federal Reserve is not a Government Agency

Taxpayer's The protestor believes that the Federal Reserve Bank is privately held by 12
comtention families (one American and eleven foreign).

Service position  No Federal Reserve Bank exists as a profit-oriented business. Rather than
being a corporation, the Federal Reserve Bank (FRB) is an independent
agency, in corporate form, created by Congress and operated within the
government for one primary reason, to keep the nation's financial system
healthy and its economy growing without undue political pressures intruding
on a day to day basis. The FRB is responsible to Congress, and reports
annually to Congress on the results of its operations.

Lines marked # are for Official Use Only.
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Other Arguments -Gold/Silver Standard

Based on two The gold/silver standard protest is usually based on one of two arguments.

arguments The first states that Federal Reserve notes are not real money and do not
constitute income since they are not redeemable in gold or silver, and only
gold or silver may be constitutionally taxed.

The second argument is that Federal Reserve notes are actually accounts
receivable and not reportable as income until redeemed for gold or silver.

Service position  The Service's position is quite clear. Federal Reserve notes are legal tender
and, therefore, constitute income to the recipient. This position has been

upheld in the courts in Hatfield v. Commissioner, 68 T.C. 895 (1977), and

United States v, Wangrud, 533 F.2d 495 (5th Cir. 1976), cert, denied, 429
U.S. 818 (1976).
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Other Arguments - Filing of False W-4 or W-8 Withholding Allowance

Certificates

Protestor
Nexemp "

Fact

The protestor will submit false W-4's or W-8's, to their employers claiming
"exempt" status or excessive allowances. This eliminates or substantially
reduces the amount of federal income taxes withhe‘d from their wages. This
scheme often precedes the taxpayer not filing an : _ome tax return. The W-
8 declares foreign status exemption from withholding.

Taxpayers can only legally claim additional allowances or claim "exempt" on
their W-4 if they meet certain requirements. If these requirements are not
met, the taxpayer is asked to file a new W-4. If the taxpayer refuses to file a
correct W-4, then their employer is instructed by the agent or the Detroit
Computing Center to withhold based on a filing status of "Single" with zero
allowances. The taxpayer is also notified of this change. A $500 False
Withholding Statement penalty under IRC 6682 may be applied on every
false W-4 submitted by the taxpayer. Similar procedures should be used if
false W-8's have been filed.

Treas. Reg. 31.3402(f)(2)-1(g) mandates that employers, who receive W-4's
claiming more than 10 exemptions or claiming exempt status, when earnings
are anticipated to exceed $200 per week, must submit such W-4's to the IRS
Service Center with their next Form 941. See Exhibit 1 for examples of false
W4's filed.
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Other Arguments - Trusts

Introduction Taxpayers have used trusts for many years as a means of hiding assets,
and information as well as complicating examinations and the examiner's
attempts to determine accurate facts. Phillip Marsh and "The Pilot
Connection Society” recommended placing assets in trusts as a means of
hiding income. More recently, promoters are using so called "business
trusts” as the primary means of evading income tax.

Asset trusts The taxpayer will place assets in multiple trusts to hide them from detection.
Any number may be set up with the sole purpose to change the name of title
from the taxpayers to another name that is more difficult to find in searching
for assets. Sometimes a single asset, such as a home, will be transferred
from trust to trust to further cloud ownership. The trust name will rarely
have any connection to the name of the taxpayer. Sometimes the trusts are
registered in another county or state in order to further complicate locating
them. Check the taxpayer's home address first. This will help to determine
if assets have been placed in these trusts.
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Trusts

Business trusts  This scheme is being sold by promoters, attorneys, and tax preparers as a
means of avoiding taxation. It is an illegal scheme. The taxpayer is advised
to place his business "in trust”. The trust then files its own tax return (Form
1041) and a "net profit" is passed on to the taxpayer. Frequently the
taxpayer will "tier" several trusts and, by not reporting income and using
false deductions, trickle only a fraction of the profit if any at all onto his own
1040. Exhibit 2 shows an example of how a business trust operates. This
scheme has found success because traditionaily IRS has examined relatively
few fiduciary returns. Package audit procedures usually do not include even
an inspection of these returns. This scheme has even found its way onto CEP
returns with correspondingly larger numbers. The scheme has other
earmarks:

® There appears to be a nationwide network where promoters exchange
names and services across state lines in an effort to further obscure and
insulate themselves from detection.

e The taxpayer requests an EIN for the trust then provides the EIN to
payers of remuneration. alleging he is not subject to 1099 requirements.
If no W-2s or 1099s are filed, there will be no IRP cross checking. The
taxpayer typically ceases filing 1040s or files minimal income returns.
Taxpayers also escape employment taxes.

e Taxpayers are using the EIN to represent themselves to state taxing
agencies as business trusts, to secure a sales tax number in order to make
tax free purchases.

Fact A business entity may operate as a sole proprietorship, partnership,
corporation or limited liability corporation (LLC). There is no provision in
the tax law to recognize a "business trust.” ’
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Returns and Claims

Non-resident
returns

Amended returns
or claims

The Form 1040NR is filed by non-residents who have no income from U.S.
sources or whose income is exempt from U.S. tax. For legitimate non-
residents, it is the proper form to receive a refund of withheld income tax.
The Form 1040NR is typically filed with the Philadelphia Service Center for
processing.

In recent years, wage-earning protestors have attempted to file 1040NR's to
receive a refund of any withheld income tax, particularly when the Service
has issued a corrected Form W-4. The protestor bypasses the local Service
Center, and files directly with the Philadelphia Service Center, claiming non-
resident alien status. Philadelphia Service Center employees now verify
these returns to prevent erroneous refunds.

Protestors file claims on either Form 1040X or Form 843, demanding a
refund of all taxes paid. They contend that they never intended to relinquish
their constitutional rights by filing returns and did so only because they were
misled into believing that filing a return was mandatory. They will often
include a statement rescinding their signature and declarmg all previous
returns null and void.

These claims can also include a statement in which the protestor requests a
refund of all Social Security contributions ever made, plus interest.

21  Lines marked # are for Official Use Only.

H 3 HF I ¥ R

I ¥ H W



Tactics - Intimidation

Introduction In an attempt to intimidate or harass IRS employees, protestors have been
known to use one or more of the following tactics. Their intent is to prevent
you from doing your job. Awareness of these tactics can keep you in control
of the situation.

Tape recordings When meer'ng with Service personnel, the protestor will produce a tape
recorder tc .ecord the conversation. Tape recording is normally permitted,
subject to the restrictions cited in IRM 4245.1 or IRM 5189. If the protestor
wishes to record the meeting, you should also record. Typically, you should
require no less than 10 days advance notification of the protestor's intent to
record.

Once the decision is made to tape the interview, at a minimum, the following
items, should be incorporated into the recording.

® Date, place, and time of the interview.
® Name of persons present, and their capacity.

e Affirmation that the interview is being recorded by the taxpayer and
Government, at the taxpayer's request.

e Clarification that the taxpayer does not object to a discussion of his/her
personal tax matter in the presence of witnesses.

® [dentification of items presented by the taxpayer as substantiation by their
physical characteristics (i.e., check #501, dated May 14, 1995, payer,
payee, and account number).

® Statement that the taping session is being concluded, noting the time, and
possibly, the reason.

Lines marked # are for Official Use Only.
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Tactics - Intimidation

Cameras and
video recorders

Witnesses

If a tax protestor brings a camera or video recorder to an interview, ask the
taxpayer to remove it as video recordings or photographs of the examination
interview are not permitted per IRM 4245.1. If the protestor insists on using
the equipment, terminate the interview. Under no circumstances should you
try to confiscate cameras, video recorders, or other equipment brought to the
interview by the protestor. If the protestor makes an unauthorized recording,
or if photographs have been taken, notify your group manager.

Should the protestor arrive for the appointment with a large number of
persons, contact your manager so he or she can either sit in on the interview,
or assign another employee to be present.

The number of persons taking part in the discussion should be limited to the
protestor and only one or two others. Try to obtain the identity and expertise
of the individuals allowed to accompany the protestor. If they refuse to
identify themselves they cannot be heard in the capacity of "witnesses."
However, they can be allowed to observe, but must remain silent during the
entire interview or they can be asked to leave.

If they do identify themselves, they can be allowed to participate in the
discussion if they have direct knowledge of facts relevant to the tax liability.
"Any individual who has knowledge of the facts, or who can give
information which will assist in establishing the facts, is a proper source of
determining the tax liability, and can be heard in the capacity of a witness."
(Rev.Proc. 68-29). These witnesses should be informed that they can act in
the capacity of a witness only, and cannot advocate the taxpayer's position
unless they are properly authorized to practice before the Internal Revenue
Service as directed in Circular 230.
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23



Tactics - Intimidation

Witnesses, cont'd Any remaining witness may be allowed in the meeting only when their

Court reporters

Questionnaires

testimony is needed, and then only after they have positively identified
themselves and the relevance of their testimony has been established.

Regarding disclosure in any face-to-face discussion with a taxpayer when the
taxpayer is accompanied by a third party, consider the witness's presence as
the taxpayer's implied consent to discuss tax matters in the presence of a
third party. You do not need a written authorization from the taxpayer
consenting to or requesting such disclosure. However, advise the taxpayer
that tax return information will be disc.osed during the interview in front of a

third party.

The taxpayer may arrive at the interview accompanied by a court-approved
stenographer. This is an allowable procedure, however, you need to make an
audio recording as well.

Generally, any nonverbatim recording of an interview, such as notes or
shorthand, is allowed and requires no action on your part as it is not
admissible in a court of law.

During interviews, or via the mail, some protestors may submit a
questionnaire soliciting personal information from you, such as; home
address, social security number, or home telephone number. Do not divulge
personal information as it is an invasion of your privacy. However, you can
disclose your name, group, work telephone number, and your manager's
name.
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Tactics - Intimidation

Harassment

Legal threats

Some IRS employees who have had dealings with tax protestors later find
that they are the target of harassment. The harassment may come in various
forms. It is intended to embarrass, influence or intimidate the employee.

Examples of harassment include:

® Unsolicited mail, merchandise, magazines, books, etc., received at
home.

® Services rendered that were not requested, such as having a load of
manure dumped on an employee's lawn.

® Telephone calls or hang-ups late at night.
® Anti-IRS literature distributed in the employee's neighborhood.

e Personal information about the employee published in protestor
literature, identifying the employee as a public enemy.

As a Service employee, you are protected by law from job-related
harassment. Notify Inspection and your manager of any situations in which
you feel you have been made the target of harassment.

Computers have accelerated the ability of protestors to generate bogus legal
documents. Protestors can now generate civil suits and common law liens
against IRS employees in minutes using proforma documents. Internet access
allows protestors to share information from remote iocations around the
United States.

Civil suits, naming IRS employees as defendants, have been filed in both
State and Federal courts. Because many protestors refute the legitimacy of
the IRS as a government agency, some actions are brought against employees
in their personal capacity.
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Tactics - Intimidation

Legal threats,
cont'd

Physical threats

If you are named as a defendant in a suit, or a subpoena is received requiring
your appearance:

1. advise your group manager.

2. Contact the Disclosure Officer.

3. Disclosure Officer is to notify District Counsel

4. Notify Inspection if necessary.

5. Retain all materials received for evidence.
Due to the revival of the common law courts, common law liens have been
filed against employee's real property. These bogus liens cloud the title on
the property making it difficult to sell or transfer the property. Most county
register of deeds are aware of this tactic, and refuse to file these documents.

If a common law lien is filed against you, call Inspection and contact your
group manager.

If a threat of physical violence occurs during a field contact, the agent/officer
should terminate the meeting and notify Inspection and/or Criminal
Investigation.

If a similar threat occurs in the office, know and utilize your local office
procedure, i.e. emergency alarms, contact guards.

In remote offices, these meetings may require planning and risk assessment
prior to the actual meeting. Armed escorts could be considered/utilized in
pre-arranged situations. Local police agencies are better equipped for
immediate response.

Review Document 7410 (Rev. 7-94), Guide To Assaulits and Threats.
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Tactics - The Paper Chase

Introduction

Voluminous or
Frivolous
Documents

Freedom of
Information Act
(FOIA) Requests

A technique that has had long term use by protestors is to attempt to flood the
IRS system with paperwork. The protestor philosophy is that if the agent
spends all their time processing and responding to frivolous documents, legal
arguments, comments, and questions, they will have less time to do actual
case work. They believe (perhaps justifiably so) that given enough frivolous
paper, the entire IRS would be unable to perform the work they have to do.

One tactic is to send voluminous documents filled with legal sounding claims,
threats, and questions. Many of these documents may be sold on computer
disk or passed over the counter from a promoter to another protestor.

Frequently, copies of the same document are sent to agents, managers,
service centers, district directors and commissioners. Each will demand a
written response by a given date. Once we respond, another letter will be
sent enumerating another list that is just as long.

Our policy is not to respond to long lists of frivolous, enumerated questions
and we do not have a responsibility to do so. Frequently, this tactic can be
cut short by responding with a letter such as the one shown in Exhibit 3. It
can be sent in response to each of the taxpayers attempts to draw you in, but
is not required.

A well-known promoter, John Kotmair of Westminster, Maryland, continues
to use this tactic. He attempts to represent taxpayers through the Save-A-
Patriot organization as well as the National Workers' Rights Committee.

Mr. Kotmair is currently not authorized to practice before the IRS. Exhibit 4
provides a sample response to Mr. Kotmair's correspondence.

Another tactic which is being used to flood the system with paperwork, is the
filing of numerous Freedom of Information Act (FOIA) requests. FOIA
allows any taxpayer legally to have access to his official file. Protestors are
filing the requests to find out if they have been identified as a protestor as
well as to simply flood the system with additional paperwork. FOIA requests
should be forwarded to the District Disclosure Officer.
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Tactics - The Paper Chase

OMB Numbers

Bankruptcy
actions

Protestors frequently burden agents and officers with requests for direct
answers to frivolous questions. One such question deals with OMB
Numbers. OMB numbers are required by the Paperwork Reduction Act,
Public Law 104-13, to be assigned to all official government documents and
forms. The protestor will argue that since OMB numbers cannot be found on
some IRS forms, they are not official government forms, and therefore,
taxpayers are not required to respond to them.

Public Law 104-13, Section 3518(c)(1)(B) specifically states that forms used
in the collection of information in the conduct of any civil action, or
administrative action, are exempt from the provisions of PL 104-13. This
means that revenue agent reports, levy forms, lien documents,
correspondence, workpapers, files and other such documents are exempt
from the requirement for OMB numbers.

Protestors can also temporarily thwart the assessment and collection process
through the filing of bankruptcies. The bankruptcy "stay" prevents
assessments from being made. It also prevents enforced collection while the
bankruptcy remains open.

Typical bankruptcies filed by protestors include:

Chapter Description

7 This is a liquidation where debts exceed assets, and where
there is little likelihood of making full payments to creditors
even over a long period of time.

By meeting applicable criteria, a protestor can have tax
liabilities discharged through a Chapter 7 in as little as four
months. '

13 Routinely called the wage-earner plan, Chapter 13 is limited to
individuals with a regular and stable source of income that is
reliable enough to enable the debtor to make payments for the
term of the plan.

Lines marked # are for Official Use Only.

28



Tactics - the Paper Chase

Bankruptcy
actions, cont'd

Legal actions
(lawsuits)

If a protestor files a bankruptcy petition, contact your Special Procedures
Staff (Spf). It is important to have proofs of claim filed, and if all returns are
not filed, the Service can request that the protestor file all delinquent returns
to establish liabilities. Failure to file the returns can lead to a quick dismissal
of the bankruptcy petition.

Protestors continue to bring frivolous actions in all legal venues. Lawsuits
have been filed in Small Claims, Circuit, State, and Federal Courts. Their
intent is to flood the legal system and force the Government to waste time
and resources, while intimidating other defendants. For example, to dismiss
a small claims action, would typically require the involvement of District
and/or Regional Counsel, Disclosure, the U.S. Attorneys Office, and the
U.S. Department of Justice.

Civil suits have been brought against:

e RS empioyees

® Employers who honor levies

® Account receivables, i.e., insurance companies, vendors, etc..

® Police officers who assist on seizures

e Judges

Once dismissed, any of these actions can be appealed, thus expending
additional government time and resources. Suits have also been filed for
disclosure issues and bankruptcy filings.

With computers, protestors now have the ability to generate realistic legal
documents in minutes. Sharing information via the Internet or modifying

legal software purchased over-the-counter, has made preparation of these
documents quick and easy.
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Tactics - Common Law Courts

Common Law
Court

Member's
position

IRS efforts to
counter

The Common Law Court, also known as the Constitutional Common Law
Court, Our One Supreme Court, or The Juries Christian Asser:bly, is a
growing movement with representation in over 30 states. This movemer
rejects the authority of existing governments and court systems, claimin¢
they are corrupt and unconstitutional. Members disavow U.S. citizenship
and declare themselves to be "freemen" or "sovereign citizens" of the
particular state where they reside. They claim they have no responsibility to
adhere to the laws enacted by the legitimately elected government.

Members cite the U.S. Constitution, the Uniform Commercial Code, and
common law as the basis for their position and the authority for establishing
their own system of courts. Members of these "courts” believe they possess
the authority to issue indictments, arrest warrants, and liens against anyone,
including government agencies. A variety of public officials, including
judges and Internal Revenue Service employees have had "indictments"
issued against them by a Common Law Court. In some instances, frivolous
liens for enormous sums have been filed against IRS employees or other
public officials. In Western Region, a county official received death threats
and was subsequently beaten for refusing to accept the filing of a frivolous
lien against an IRS employee. In another instance, members of one "court”
openly discussed the possibility of seizing Internal Revenue Service property
in order to satisfy one of their bogus liens.

The effort to counter this movement has already been successful in several
areas of the country resulting in convictions against members on a variety of
charges including filing frivolous liens, issuing bogus money orders, and
threatening jury members. Additional investigations are currently underway
and prosecutions are anticipated. In spite of these successes, the movement
continues to grow and Internal Revenue Service employees in the field should
be on the alert when dealing with known or suspected members of this
movement. Any employee who learns that he/she is the subject of any
action by one of these "courts” should contact the nearest Inspection or CID
office immediately.
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Tactics - Marketing Schemes

Introduction

The promoters of the un-taxing or de-taxing packages prey on an individual's
religious, patriarchal, and family oriented heart strings. They are very slick
talking salesmen, who are able to work a crowd into a frenzy. They present
their theories or schemes in such a manner that it sounds legal when, in
actuality, it is not.

By combining the promoter's public communication skills with the fact that
what they are proposing to the formerly compliant taxpayer, is a way to
legally place more money in the taxpayer's pocket, you get a very receptive
audience. Often the promoters are so convincing, that the purchasers of the
un-taxing packages become essentially brainwashed into believing that the
methods that they are following are perfectly legal. This cult type
atmosphere makes it difficult for the Examination Division to convince the
protestor to rejoin the rest of the taxpaying public. On many occasions, it is
not until the Collection division follows through with their liens and levies,
that the protestor becomes reformed or de-programmed. Sometimes, even
this enforcement action is not successful in bringing the protestor back into
compliance.

The promoters of the illegal tax protestor packages offer individuals a
variety of items to purchase, at varying costs, through various different
advertising mediums.
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Tactics -Marketing Schemes

Untaxing
packages

The promoter sells these complete packages to individuals for prices up to
$2,000 in some instances. These packages contain form letters, and easy step
by step instructions for the taxpayer to follow, to supposedly legally
eliminate their requirement to pay income taxes. These form letters are often
contained on a computer disk, for easier preparation (see Exhibits 5A, 5B,
and 5C). The protest package includes the names of the Government officials
and the government agencies to which the taxpayer should send these form
letters. The taxpayer is instructed to send almost all communication by
certified mail. These packages inform the taxpayer what information they
can obtain from Disclosure, as well as the course of action that they should
take after each step in the Examination and Collection process.

These packages are often sold at a persons house or in the basements of local
business establishments. The individuals attending these meetings are also
given the opportunity to sell these packages on behalf of the promoter, which
is identical to the pyramid schemes used by Amway, Tupperware, etc. See
Exhibit 6 for a sample of this marketing approach. These subsequent sellers
will then approach their friends, families, and co-workers, attempting to
convince them to purchase the un-taxing package.

Besides selling whole protestor packages, the promoters also offer a variety
of other propaganda, including books, newsletters, videos, etc. These items
can be purchased for a fraction of the cost of the more sophisticated untaxing
protest package. These smaller marketing itemns usually leave the individual
desiring more information on the topic, which eventually lures them into the
purchase of the whole package.

Income tax protest activities have become increasingly popular as a result of
today's technology, more specifically the information highway. It is a
known fact that protestor theories and packages are being discussed and sold
via the Internet.
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Tactics - Marketing Schemes

Money Orders

A scheme that has been marketed most recently by the illegal tax protestor
promoters, is the sale of phony money orders and cashier's checks. These
worthless money orders look somewhat authentic, and are being submitted by
individuals to various financial institutions and mortgage companies across
the country. They have been remitted at retail establishments, including gun
and ammunition shops. They have been submitted at sheriff's sales of
protestor properties, and have aiso been submitted to the Service and State
department of revenues to pay off delinquent tax accounts. See Exhibit 7 for
a sample of one of these phony money orders.

In some instances, the money orders submitted to the Service were for
amounts far exceeding the tax deficiency owed by the protestor. In these
cases, the protestor would ask that the difference be refunded to him
immediately. This, unfortunately, resuited in one protestor receiving a
$50,000 refund from the Service.

This scheme originated out of Montana by an individual named Leroy
Schweitzer and his anti-government group "The Freeman". It has since
branched out to areas all over the country, and is a tactic that is being closely
monitored.
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Procedures - General

Initial
identification

Potential tax protestors may be identified in several ways. The chart below
lists ways you can identify protestors that may be in your case inventory

TYPE PROTESTOR

WAYS TO IDENTIFY

Taxpayer has not filed
a return (Nonfiler)

e Current IDRS (Information Document Retrieval System)
records shows that the taxpayer has not filed a current year
return. '

® Secure transcripts of the three prior taxable periods.

e There is a TC 148 indicator on the account.

You may receive a referral from other divisions, such as

Referrais
Collection, Criminal Investigation, etc. Also, referrals may be
received from state and other governmental agencies.
Claims/Amended Forms 843 or 1040X where the tax protestor demands a refund
Returns of all taxes.

Altered 1040 and Form
1040NR

The standard Form 1040 has been changed. Protestor files
Form 1040NR renouncing U.S. citizenship.

Trusts ¢ Form 1041 may have been filed.
® The taxpayers assets may have been placed in a trust.
Correspondence Tax protestor sends to IRS various documents claiming

constitutional arguments, renouncing U.S. citizenship, and
surrendering Social Security Numbers.

Practitioners

Protestor returns are prepared by so-called practitioners that are
known to the IRS as promoters of protest schemes. These
practitioners also claim to represent taxpayers on tax matters.

IDRS

® A TC 148 indicator may have been previously placed on the
taxpayer's account. This indicator identifies the taxpayer as a
protestor.

® Check the acco. -: for a PDT indicator. If the indicator is
present, contac  -ur local Inspection office for further
information.
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Procedures - Examination

Pre-contact Once you have determined that a taxpayer may be a protestor, there are a few

analysis additional steps that should be followed during the pre-contact analysis. The
current protestor tactic is the non-filer approach. Scheme promoters are
convincing their followers that taxes are "voluntary” and there is no
requirement to file a tax return. Most likely your taxpayer filed returns until
buying into this scheme. At that point, your taxpayer ceased filing returns.
In some cases, claims for refunds on previous returns may have been filed.
The following page lists these additional steps.
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STEPS FOR PRE-CONTACT ANALYSIS

1.  Filing History: Use IDRS to determine the taxpayer's filing history. Look for things such as prior years filing requirements, income and tax
liability, which years returns were filed, filing status, etc.

2.  Name and Address: Determine the taxpayers most recent address. In the case of non-filers, the most recent address on IDRS may be old. Use
telephone directories, Cole or Polk Directories, Dept. of Motor Vehicles, Postal Tracers and other services to locate the taxpayer.

3. Income: Use IDRS to find any IRP income.

4. Cross Functional Activity: A review of the SUMRY screen on IDRS will identify any current activity in collections. A Revenue Officer currently
working with a taxpayer may add background information and help in locating and securing a taxpayer's cooperation in filing returns. An ADP
handbook will provide help with codes, but the following status codes will be most helpful.

Stajus Code Status

22 Automated Collection System (ACS)
24 Awaiting Assignment

26 Currently Assigned to an RO

If the case is assigned to a revenue officer, use the Employee Number to identify the Revenue Officer. Find out what contact he has made and what he
knows about the taxpayer.

A review of the TDINQ screen will identify other Collection activity. If a case has been assigned but is now closed, this screen will put you in contact
with the revenue officer who worked the case previously.

Check for PDT indicators on the account. If a PDT indicator exists, contact Inspection for information about the taxpayer. They will also provide an
escort to accompany the agent.

A TC 148 is a tax protestor indicator and should be input by the agent if it is not already there.

5. FED/State: Some districts have established information sharing procedures between Federal and State agencies. These avenues can provide
assistance in locating taxpayers and establishing return information. For instance, if the taxpayer has filed a state tax refurn it could be used to
determine information for a federal return.  Some state statutes have stronger and quicker remedies for dealing with difficult taxpayers such as non-
filers. :
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Procedures - Examination

Taxpayer contact [n general, the taxpayer will try to prolong or delay your examination. He

Type of Contact

will either not respond or delay his response to your attempts to contact him.
Once he responds, he may try to side track you with extraneous requests or
long drawn out letters filled with demands and questions.

Contacting the taxpayer who is or may be a protestor should be handled
much the same as any taxpayer. Remember at all times that our goal is to
convert the protestor back into a taxpayer. Take every opportunity to put the
Service's "Best Foot" forward. Avoid the temptation to respond to the
taxpayer's tactics in kind. He would like to throw you off balance and put
you on the defensive. If you maintain control of the meeting or discussion
you will be better able to cut through any rhetoric or harassment tactics and
gather the information you need.

TYPE " ACTION/REACTION

Correspondence | Usually a contact letter will be the least confrontive.
Insure that all required disclosure information such as
Pub.1 is provided. Avoid allowing long time periods
for the taxpayer to respond or appear. Be alert to
taxpayers' attempts to delay the examination by setting
appointments that are later canceled. You should also
avoid being drawn into long oral or correspondence
debates about the constitutionality of the tax laws, etc.
A suggested response to these attempts is attached
(See Exhibit 3).

Telephone This may be an opportunity to catch the taxpayer off
guard. If the taxpayer will talk with you, begin your
initial interview. Try to secure some of the
information you will need immediately. Find out
where the taxpayer works, lives, banks, etc. Take the
opportunity to try to persuade the taxpayer about tax
laws and explain the benefits of cooperating with you.
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TYPE

ACTION/REACTION

Personal contact

If there is no response to letters or phone calls you
may consider attempting to talk to the taxpayer in
person. As a part of your examination, you will need
to observe the taxpayer's standard of living. A

Form 2246 can be an effective means to get the
taxpayer to respond. It can be filled out and left at the
residence, advising that you attempted to contact and
request that the taxpayer call you. While you are
there, document your file as to standard of living,
types of autos and license numbers, etc.
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Procedures - Examination

Working the How you proceed with the examination will be based on how the taxpayer

Examination responds to your request for information. If at any time during this process,
the taxpayer decides to cooperate, you can proceed as with a regular
examination. Secure and process delinquent returns per IRM 4562.31.

Noresponse or  Usually the taxpayer will not respond with returns or information to help you
uncooperative prepare returns. You will need to proceed with the following steps to close
taxpayer your case.
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STEPS TQ C1.OSE CASE - NO RESPONSE TAXPAYER

4. Penalties: When examining an illegal tax protestor, you will be concerned primarily with the following penalties :

Penalty code Secti
Delinquency-Failure to File IRC 6651(a)(1)
Fraudulent Failure to File IRC 6651(D
Negligence IRC 6662(b)(1)
Civil Fraud IRC 6663(a)
Estimated Tax IRC 6654
Failure to Pay IRC 6651(a)(2)
Substantial Understatement IRC 6662(b)(2)
Frivolous Return IRC 6702
False Form W4 IRC 6682

If a valid return for the years under examination was delingquent, the delinquency penalties(FTF and FTP) and the estimated tax penalty should be considered.

The failure to pay penalty docs not apply when the substitute for return procedures are used, since a return for purposes of that section, does not exist until the
taxpayer ultimately consents to the deficiency or the tax is assessed by default.

If you are auditing a protestors return, the traditional penaltics used in any regular examination may be asserted.

Fraudulent Failure to File Penglty. IRC 6651(f) has been successfully assessed against protestors that have submitted falsc W-4s. Discuss this avenue with your
local District Counsel before pursuing.

Frvolous Return Penalty: IRC 6702 provides for an immediate assessment of a $500 civil penalty against individuals who file frivolous income tax returns or
frivolous amended income tax returns. The intent of the law is to stop the flow of returns, amended returns, or documents which purport to be returns, that
contain altered linc items, or claim unallowable deductions or credits, based on a frivolous position.

This penalty is directed against specific conduct by an individual with respect to the filing of a retum. The legislative history clearly reflects that Congress
imposed this penalty to halt the increase in the filing of protestor returns, the processing of which declays and impedes the administration of the revenue laws.
Accordingly, multiple frivolous returns submitted by a single taxpayer can subject that taxpayer to multiple penaltics. The subsequent filing of a legitimate
return has no effect on the assertion of the penalty with respect to previously filed frivolous returns.

The penalty is computed on Form 8278 and becomes part of the penalty case file that js forwarded for closing. This file should be flagged with a Form 3198.
In addition to Form 8278, the file should include the frivolous return document and your workpaper setting forth the facts of the casc. When the case file is
complete, it can be forwarded for assessment because this penalty is independent of the income tax examination and no income tax deficiency is required in
order to make the assessment. The normal deficiency procedures for appeal do not apply to this penalty.

Ealse W-¢: For those protestors who are employees, the QW-4 (Questionable W-4) program is your first linc of defense. If employee protestors are claiming
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Procedures - Collection

Introduction

Internal
Identification

The primary focus of Collection is to bring the protestor back into
compliance. Preliminary work should include contact with examination
employees for potential sources of collection, such as income and property.
IDRS command codes IRPTR, IRPOL, and LEVYS should be researched
for potential levy sources. Many older protestors who were previously
uncollectible are now receiving Social Security benefits. This information is
now readily available on IDRS. Contact should also be made with your
state taxing authority, as they may have significant information on your
taxpayer. In marital property states, similar research should be conducted
on the spouse for collection potential.

Safety of employees is critical when dealing with any taxpayer. Research
your local policy to determine if Inspection or CID has primary
responsibility if a protestor confrontation occurs.

Work to minimize confrontation when dealing with protestors. If you have
bona fide levy sources, and the legal notice requirements have been met,
attempt collection without making direct contact with the tax protestor.
This can bring the taxpayer to our "turf" not theirs.

Do not attempt to refute their arguments. If a protestor believes that the
Internal Revenue Code is not "positive” law, or that the Sixteenth
Amendment was never ratified, anything you say will not convince them
otherwise.

Some protestors do not show their "true colors” until confronted with
collection action. It is important that IDRS be updated to indicate if an
individual is a protestor or a potentially dangerous taxpayer (PDT).

1. When TC 148-02 is input on IDRS, it identifies the taxpayer as an
"illegal tax protestor.” A "P" or "Q" indicator will then show on
TDA’s, SUMRY, and TXMOD to alert collection personnel. Use
Form 4844 to request input. (See Exhibit 8.)

2. PDT Indicators require an investigation by Inspection and District
Director approval. This indicator should only be used on those
taxpayers who advocate violence or who have verbally or physically
threatened Service employees.

Lines marked # are for Official Use Only.
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Procedures - Collection

Streamlined
procedures

w4
Adjustments

To streamline the enforcement process, a copy of the prompt assessment
document prepared by examination, Form 2859, Request for Quick or
Prompt Assessment, should be forwarded to the Collection Illegal Tax
Protestor Coordinator. Collection can then generate the first notice, Form
3552, which gives the protestor 10 days to pay in full. If full payment is
not received within 10 days:

1. File the federal tax lien.
2. Issue a Final Demand (Letter 1058) via certified mail.

This procedure allows a revenue officer to take enforcement in 41 days
versus waiting for a TDA to be issued following the normal notice cycles.
Exhibit 9 compares the streamlined process vs. the normal issuance cycle.
The streamlined process also prevents delinquency accounts from being
placed in the collection queue (Status 24) or being delayed by Automated
Collection (Status 22). Prompt filing of the federal tax lien is important in
the event the protestor is attempting to place property in trust, or transfer
property to a third party.

IRC 3401 and 3402 gives the IRS authority to correct invalid and/or
unauthorized Withholding Exemption Certificates, Form W-4. Code section
3403(f) specifically states that the number of withholding exemptions which
he claims, shall in no event exceed the number to which he is entitled. If a
protestor is currently claiming exempt or ten or more exemptions, send a
copy of the frivolous W-4 to the Detroit Computing Center for corrective
action.

Once the W-4 is corrected, it places the emphasis back on the protestor to
file an accurate return. There should now be ample withholding on file.
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Procedures - Collection

Bankruptcy
procedures

As previously discussed, protestors, representing themselves, have attempted
to file Chapter 13 bankruptcies to thwart collection efforts. A Chapter 13
bankruptcy is limited to individuals with a regular source of income that is
reliable enough for the taxpayer to make payments under an approved plan.
The main problem in collection is that once a bankruptcy is filed, the
automatic stay imposed by the Court requires collection activity to cease. In
situations involving seizures, although we can seek adequate: protection
through the Court, we cannot go to sale. In other levy situations, such as
wage garnishments, the levies must be released until the bankruptcy is
dismissed.

Coordination with Spf is essential to making timely responses in establishing
accurate liabilities with the Court. Our intent is to have the bankruptcy
dismissed so that collection activity can resume. Rarely does a protestor
submit a bona fide plan to the Court. Spf should be notified, via Form 4488,
that the bankru. -cy has been filed. This document should also include a
listing of all untiled returns. Spf will then file a proof of claim with the
Co:1t, and request that the taxpayer be compelled to file all delinquent
re..rns.

If _.e protestor fails to file the returns, that is, to fail to accurately report all
liabilities due to the IRS, then the Court will usually dismiss the action.
Once dismissed, collection action can resume. The bankruptcy schedules
completed by the taxpayer should be obtained, as they may include asset and
income information.

A taxpayer cannot refile a Chapter 13 for six months. Be prepared for
repeat filings.
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Procedures - Collection

Trusts and
fraudulent
conveyances

Tax protestors continue to use invalid trusts as a means of placing property
beyond the reach of the Government or other creditors. Fraudulent
conveyances can range from family trusts to church-type trusts. A thorough
real property check will identify the trust.

When a trust is encountered, it is the responsibility of the revenue officer to
determine if the transfer circumstances indicate either actual or constructive
fraud. In other cases, property may have been acquired in the name of
another person or entity but the protestor continues to exercise control over
the property to such an extent that it is clear the title holder has nothing
more than "color of title." Such situations may give rise to an administrative
transferee assessment, a suit to assert a transferee liability, or a suit to set
aside a fraudulent transfer.

In cases where the property has been transferred or acquired in the name of
a third party with the protestor’s funds, a notice of transferee lien may be
used to subject the property to the government’s lien. In some jurisdictions,
State law may not recognize a transferee lien without judicial process.
Check with District Counsel or consult your local law guide.

Where a transferee lien is not feasible but a combination of facts and
circumstances support a conclusion that the protestor clearly treats the
property as his’her own, a nominee lien may be filed. Such factors to be
considered include, but are not limited to:

* The transfer of all or nearly all of the protestor’s property.

* A close relationship between the parties involved in the transfer.

* The transfer was made in anticipation of a tax deficiency or while an
investigation of a deficiency is pending.

» The protestor maintains an interest in the transferred property.

 The protestor retains possession of the property.

* There is no or inadequate consideration paid by the "purchaser."

+ The property taxes continued to be paid by the protestor.

» No Form 1041 fiduciary returns are filed by the sham trust.

The burden of proof to set aside a fraudulent conveyance is on the
Government. Your district counsel will be able to advise you as to which
type of lien notice is appropriate. For more information on fraudulent
conveyances, see IRM 57(16)800.
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Procedures - Collection

Trusts and
fraudulent
conveyances,
cont’d

Seizure and sale

Once a transferee or nominee lien is filed, you should consider the likelihood
that confusion in the chain of title (i.e. clouded title) and potential
redemption rights, may depress the sale of the property that has been
administratively seized. A judicial lien foreclosure or seizure followed by a
suit to foreclose the lien will generally bring a greater sales price,
particularly for real property. Consult district counsel to determine the
merits of judicial vs. administrative enforcement of a transferee or nominee
lien.

When seizing the assets of tax protestors, follow the Seizure and Sale
Reference Guide (IRM 5600-24). Take adequate precautions to ensure the
safety and security of all personnel involved in the seizure and sale. These
precautions should include:

1. Follow your local procedures when requesting armed escorts, allowing
adequate lead time. A request for armed escorts usually requires a pre-
seizure meeting with CID or Inspection.

2. To the extent possible, prepare seizure documents prior to the seizure to
expedite the on-site process.

3. For additional information, see Assaults and Threats Guide (Document
7410, Rev. 7-94).
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Fraud Referrals to Criminal Investigation

Introduction

Criminal
violations

In October 1995, a streamlined fraud referral format was adopted by
Examination, Collection, EP/EO and Criminal Investigation. One aspect of
the new process is the creation of the District Fraud Coordinator (DFC). IRS
and NTEU recently agreed on a position description for the DFC, and in
many districts the position has been filled.

As a result of the new guidelines, the time required to complete a fraud
referral has been significantly reduced. Extensive reports and attachments
are no longer required. The DFC and CI have agreed on local (district)
guidelines for case referral and CI acceptance. These district guidelines and
instructions on submitting referrals are available from your DFC. Local
referral criteria is protected from FOIA disclosure as it has been designated
"For Official Use Only." This information should not be shared with
taxpayers.

The following is a list of the applicable criminal charges that might be
applicable to tax protestors.

IRC § 7201 Tax Evasion

IRC § 7203 Failure to File

IRC § 7205 Fraudulent Employee's
Withholding Allowance
Certificate

IRC § 7206 (1) Subscribing to a False Return

IRC § 7206 (2) Aiding & Assisting in the
Preparation of False Returns

IRC § 7212 (a) Omnibus Clause Protection

IRC § 1001 False Statement or Document
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Fraud Referrals to Criminal Investigation

Points to
consider

Consider the following points on fraud referrals:

1. Referrals of protestor cases n.ay involve either felony or misdemeanor

violations

* A felony results in possible incarceration of more than one year

* A misdemeanor is one year or less

» Felonies include evasion, false returns, or assisting in filing false
returns

» Misdemeanors include failure to file and filing false W-4 forms

. Criminal Tax Cases

» Criminal cases cannot be based on estimates of income (Bureau of
Labor)

» The burden of proof is on the IRS, not the taxpayer

» Burden of proof is higher than in an audit (beyond a reasonable
doubt)

» Referring agent/officer’s notes of contact may be critical

» Referring agent/officer may be a witness at trial

» Most criminal tax cases are settled with a plea rather than trial

o Tax cases take significant amount of time to come to completion
(sentence)

. The U.S. Attorney is the prosecutor of all federal crimes

» All federal agencies send cases to the U.S. Attorney (9 major
agencies including IRS, and a host of smaller ones)

» CI chiefs will secure agreements from the U.S. Attorney to help in
enforcement in problem areas such as protestors

» CID does not control how many tax cases are prosecuted by the U.S.
Attorney

. Sentences are governed by the sentencing guidelines

 Much discretion (by judges) has been removed by the guidelines

« Sentences for tax cases are, in part, based on the tax evaded

» Consideration is given to the total tax loss, not just for the year
convicted

 Each year is considered a separate count (charge)
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5. Probation

» Payment of tax is generally a specific condition of sentencing

+ Terms of probation are not satisfied unless tax is paid

« Probation may be violated if IRS contends taxpayer is not

cooperating

« IRS loses clout if agreement is not reached with taxpayer prior to
probation expiration.

« CI will assist in probation revocation if notified by Collection of
taxpayer’s failure to perform/make payment(s).

 Most probation officers are not familiar with tax issues, installment
agreements or taxpayer appeal rights.

» Probation Officer case load similar to Revenue Officer case load.
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Safety and Security

Consider the If at any time an armed escort is warranted, you should consider the
following points  folowing points.

Inspection has primary responsibility for employee protection.
CI has back up responsibility.

Agents/officers should determine district policy on requesting escorts and
follow local armed escort procedures.

Attempt to minimize direct confrontational contact with protestors.
Attempt necessary meetings at IRS or on neutral ground.
Intent should be to bring protestor back into system.

Agents and officers in imminent danger (loss of life or bodily injury)
should call 911 for immediate help.

When a situation is escalating toward the possibility of violence or threats
of violence, agents/officers should break off the meeting and leave the
area.

CI must be notified 2-3 days in advance to allow for background and
planning.
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Education Outreach

Introduction Promoters are holding seminars and selling packages of information
describing how to "untax" oneself. A fee is being offered to current
members for recruiting others and results in a systematic and organized
growth of the organizations. The rate of growth of the protest movement is
such that it appears uncontrollable by using conventional enforcement
techniques.

It is recognized that protestor organizations are selling protest packages and
recruiting members who are unlearned about tax and constitutional law.
There is a ready market of individuals who are unhappy with the current
state of the economy and feel the tax burden is too much. Those who are
uneducated become prey to those who would "educate” them about their
"real" rights. If taxpayers can be informed before they are approached by a
protestor they will be far less likely to buy into such schemes.

Action plan The team action plan should combine both taxpayer education efforts and
compliance/enforcement techniques. The following elements should be
included.
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Education Outreach - Action Plan

Education efforts a. Quick Response Packet

Develop a brochure of information that could be mailed to protes  group
members immediately upon receipt of protest documents, determiaation of
protest affiliation, or upon request. This information should deal directly
and specifically with protestor arguments by citing court cases, etc. (See
Exhibits 10 and 11.) '

The brochure is also used to educate the general public as to tax protest
issues. It provides education beforehand to those who may be approached
by promoters.

b. Telephone Hot Line

Make a telephone hotline available for taxpayers to call in where
questions can be answered concerning protestor issues. Operators could
answer questions, mail out information brochures, copies of more specific
court cases etc. They could also take reports of promoters, seminars,
other activity, etc.

c. Kickoff Press Conference

Hold a press conference at the start of the program to publicize joint
cooperation of IRS and State Tax Commission (STC), awareness of
protest movement, issues being addressed, etc.

Seek a well known, respected, public official such as Governor, Senator
etc., as keynote speaker.

d. Road Tour
IRS and State Public Information Officers would engage in a statewide

road tour to address the public via local radio stations to talk over the
issues and answer questions.
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Education Outreach - Action Plan

Education e. Education Qutreach

efforts, cont'd

Assemble a cadre of outreach speakers made up of IRS and State Tax
Commission (STC) personnel who can address the protestor and other
issues. Publicize their availability to civic groups, businesses, etc.

Proactively schedule engagements with civic groups, business seminars,
and such. This could be most effectively used by scheduling local
community seminars to be conducted in conjunction with the radio road
tour.

Schedule time in already conducted small business seminars held at IRS.

Area Compliance f,
Initiative
"Geographical"

Compliance Initiatives

Initiatives can be completed using the following steps:

1.

Use available databases, both State and Federal, to analyze the profile
of protestor groups. Determine trends and locate pockets where there
will be an increased chance to impact larger numbers of protestors
and potential protestors by exercising various compliance measures.

Organize and execute "compliance initiatives" in key geographical
areas. An initiative would consist of the execution of traditional
compliance measures in such concentration as to bring public
awareness to the increased activities of the IRS and State Tax
Commission. An initiative would primarily address protestor groups
and issues but will also include compliance and enforcement action on
nonprotestors in the same areas. Activity of all types increases the
"presence". Use available State and Federal data to analyze and
profile protestor groups. Determine trends and locate pockets where
there will be an increased chance to impact larger numbers of
protestors and potential protestors by exercising various compliance
measures.
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Education Outreach - Action Plan

Suggested
Compliance steps

The following steps can be used to enhance compliance.

STEP

ACTIONS

Businesses promoting or employing
groups of protestors:

IRS and State Tax Commission will verify the company's.
compliance with all agency filing requirements including
Empioyment Tax, W-4, Sales Tax, Licensing, etc.

Lists of employees claiming exempt of over 10 status will be
solicited from the employers. Employee lists will be
researched to determine what compliance measures may be
applicable in individual cases.

Meet with employers, corporate officers, and/or payroll
personnel to discuss the protestor issues. Solicit their help
in identifying and counseling employees. Request
permission to meet with problem employees to discuss the
issues. Provide copies of the brochure.

During an initiative, both state and federal personnel! from
examination, collections, and other appropriate functions
will be used to enforce compliance in deficient areas to the
greatest extent possible.

We suggest employers who are nonprotestors but who
employ protestors not be dealt heavy handed compliance
measures at this time. We expect they will be cooperative
and friendly.

Individual protestors

Individuals within the geographical area will be contacted,
interviewed, examined, levied, served, etc. during the
initiative.

Businesses with non-protest tax
problems/issues

To the extent resources will allow, a heightened presence
may be generated by performing regular examination and
collection activities in a given area at or near the same time
as a sweep. This may be implemented by management once
a given schedule is arrived at. Caution should be used to
keep from disclosing information such as timing which may
be useful to the protestor groups.

Individuats with non-protest tax
problems/issues

As with businesses, we may increase taxpayer awareness of
tax agency presence by scheduling regular tax work during a
time when a sweep is in process.
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Education Qutreach - Disclosure

Disclosure issues  To meet the requirements of internal Revenue Code Section 6103(d), several
actions should be taken. A Memorandum of Understanding should be
executed between the Internal Revenue Service and your state tax agency.
This request provides a "two way" sharing (disclosure) of tax information on
individuals identified as being associated with the protest movement. The
two way disclosure request should also be used when joint contacts are made
on non-protestor cases as part of the Compliance Initiatives.

Overall, the FedState Protester Initiative has been very successful in
increasing awareness of both Federal and state tax requirements in many
states.
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Appendix

Appendix A The following references should be noted:

1. Illegal Tax Protestor Training (Coursebook)
Training 3110-02 (Rev. 112-87), TPDS 86406, OFFICIAL USE O. LY

2. Examination:
IRM 4231, Chapter (11), 400, and 500.
IRM 4293, Tax Protestors
IRM 4562.1, Delinquency Cases
IRM 4562.4, Substitute for Return

3. Collection:

IRM 5164.4, District Collection Activity Procedures
IRM 5600-24, Seizure and Sale Reference Guide

4. Compliance CPE - Bankruptcy
Training 3203-147 (Rev. 3-96) TPDS 84180D

5. Document 7410, Assaults and Threats Guide (Rev. 7-94)
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Appendix

Appendix B

Glossary

United States Code The United States Code, otherwise known as "The
Code of Laws of the United States" is the official restatement in convenient
form of the general and permanent laws of the United States.

Internal Revenue Code The Internal Revenue Code of 1939 was enacted
into law and became part of the United States Code on February 10, 1939.
The Internal Revenue Code of 1954 was enacted into law on August 16,
1954. Public Law 99-514 was enacted into law on October 22,1986. This
law contained extensive revisions to the IRC of 1954 and provided, in part,
that the IRC could be cited as "Internal Revenue Code of 1986."

Code of Federal Regulationns The Code of Federal Regulations (CFR) is a

codification of the general and permanent rules published in the Federal
Register by the Executive departments and agencies of the Federal
Government. Title 26 of the CFR is published as of April 1 of each year by
the Office of the Federal Register National Archives and Records
Administration as a Special Edition of the Federal Register.

Definiti

(a) Secretary of the Treasury (IRC 7701(11) When this term is printed
in any location in the IRC, it means the Secretary of the Treasury
personally.

(b) Secretary (IRC 7701(11)) When this term is printed in any location
in the IRC, it means the Secretary of the Treasury or his delegate.

Continued on next page
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Appendix B, Continued

) Secretary (IRC 7701(12)) When used with reference to the
Secretary of the Treasury, this term means any officer,
employee, or agency of the Treasury Department duly
authorized by the Secretary of the Treasury directly, or
indirectly by one or more redelegations of authority, to perform
the function mentioned or described in the context. (see also 26
CFR 301.7701-9(b)) In any case in which a function is vested
by the IRC or any other statute in the Secretary or his delegate,
and Treasury regulations or Treasury decisions approved by the
Secretary or his delegate provide that such function may be
performed by the Commissioner,...district director,... or by a
designated officer or employee in the office of any such officer,
such provision in the reguiations or Treasury decision shall
constitute a delegation by the Secretary to the Commissioner of
the authority to perform such function and a redelegation thereof
by the Commissioner to the designated officer or employee.

(d) District Director (26 CFR 301.7701-10) This term means the
district director of the Internal Revenue for an Internal Revenue
district.

(e) Person (IRC 7701(a)(1)) This term shall be construed to mean
and include an individual, a trust, estate, partnership,
association, company or corporation. (26 CFR 301.7701-1
provides additional details.)
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Appendix B, Continued

®

()

()

Taxpayer (IRC 7701(a)(14) This term means any person
subject to any Internal Revenue tax.

Gross income (IRC 61(a)) Except as otherwise provided in
this subtitle, gross income means all income from whatever
source derived, including (but not limited to ) the items listed
in this subsection.

Taxable income (IRC 63(a)) Except as provided in subsection
(b), for purposes of this subtitle, the term "taxable income”
means gross income minus the deductions allowed by this
chapter (other than the standard deduction). Subsection (b)
deals with individuals who do not itemize deductions.
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Appendix B, Continued

Imposition of i

(a) IRC 1(a), 1(b), 1(c), and 1(d) These subsections of the IRC (26
U.S.C. 1) begin with the phrase "There is hereby imposed on the
taxable income of..." The words thereafter in each subsection différ
from each other depending on which subsection is being read.
Basically, 1 of the IRC imposes income tax on individuals. (see also
26 CFR 1.1-1)

Requi { to mal fi

(a) General rule (IRC 6011(a)) When required by regulations
prescribed by the Secretary, any person made liable for any tax
imposed by this title, or with respect to the collection thereof, shall
make a return or statement according to the forms and regulations
prescribed by the Secretary. Every person required to make a return
or statement shall include therein the information required by such
forms or regulations.

(b) (26 CFR 1.6011-1(a)) Every person subject to any tax , or required
to collect any tax, under Subtitle A of the Code, shall make such
returns or statements as are required by the reguiations in this
chapter.

(c) (IRC 6012(a) and 6012(a)(1)(A) et seq.) Returns with respect to
income tax under Subtitie A shall be made by the following: Every
individual having for the taxable year gross income which equals or
exceeds the exemption amount, except that a return shall not be
required of an individual... (see subsections for details, e.g. an
individual who, for the taxable year, has gross income of less than the
sum of the exemption amount plus the basic standard deduction
applicable to such individual.) (see also 26 CFR 1.6012-1).

Continued on next page
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Appendix B, Continued

Requi fil I fi

(a) General rule. (IRC 6072(a)) In case of returns under 6012, 6013,
6017 or 6031 (relating to income tax under subtitle A), returns made
on the basis of the calendar year shall be filed on or before the 15th
day of April following the close of the calendar year...(see also 26
CFR 1.6072-1).

Requirement to pay tax

(a) General rule. (IRC 6151(a)) Except as otherwise provided in this
subchapter, when a return of tax is required under this title or
regulations, the person required to make such return shall, without
assessment or notice and demand from the Secretary, pay such tax to
the Internal Revenue Officer with whom the return is filed, and shall
pay such tax at the time and place fixed for filing the return...(see
also 26 CFR 1.6151-1).

s dditional Inf .

26 U.S.C. 6203 does not require that a signed record of assessment be
provided to the taxpayer. It does provide that upon request of the
taxpayer, the Secretary shall furnish the taxpayer a copy of the record of
assessment. See also 26 CFR 301.6203-1 which details what will be
provided to the taxpayer upon request relating to the record assessment.

Any assertion that the Bureau of Alcohol, Tobacco and Firearms is the
only part of the Treasury Department that has the authority to issue and
enforce summonses is inaccurate. 26 U.S.C. 7602 provides in part that
the Secretary has the authority to summon, among others, any person
having possession, custody, or care of books of account containing entries
relating to the business of the person liable for tax or required to perform
the act, or any other person the Secretary may deem proper.

Noncompliance with the requirements of Title 26, U.S.C. is not a lawful
option.

Conrinued on next page
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Appendix B, Continued

The income tax imposed by 26 U.S.C. 1 is not a tax that taxpayers may
choose not to report and not to pay. All of the requirements of the IRC
are requirements of the law and taxpayers are expected to voluntarily
comply with the law.

Title 26 of the U.S.C. is law. A letter or other document directed to
Government employees is not the proper manner in which to chailenge the
validity of a law and the Service is not required to argue points raised in
taxpayers' letters with regard to the validity of the law.

Assertions that section 7806 of Title 26 states that Title 26 has no legal
effect are incorrect. This IRC section does not provide that Title 26 has
no legal effect. 26 U.S.C. 7806(a) provides:

The cross reference in this title to other portions of the title, or other
provisions of law where the word "see" is used, are made only for
convenience, and shall be given no legal effect.

This section clearly states that the words or phrases which are to be given
no legal effect are those words and phrases appearing as cross references
following the word "see."

IRC 7806(b) provides in relevant part:

No inference, implication, or presumption of legislative construction shall
be drawn or made by reason of the location or grouping of any particular
section or provision or portion of this title, nor shall any table of
contents, table of cross references, or similar outline, analysis, or
descriptive matter relating to the contents of this title be given any legal
effect.

This section simply provides that the content and effect of the law cannot
be assumed or presumed to be anything it is not based on whether or how
it appears in the table of contents, in a table of cross references, etc. or
on where it might appear in the title.

Continued on next page
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Appendix B, Continued

Federal Tax Lien

A lien arises under 6321 after assessment of the liability, notice and demand
is made on the taxpayer and the taxpayer refuses or neglects to pay. After
three requirements necessary for a lien under 6321 have been met, the lien
comes into existence with no further action by anyone.

Because this statutory lien comes into existence automatically after the three
basic requirements have been met without any further action, there is no need
for any individual to "impose" the lien on the taxpayer.

With regards to the enforcement of the lien, 26 U.S.C. 6331(a) provides:

If any person liable to pay any tax neglects or refuses to pay the same
within 10 days after notice and demand, it shall be lawful for the
Secretary to collect such tax (and such further sum shall be sufficient to
cover the expenses of the levy) by levy upon all property and rights to
property (except such property as is exempt under section 6334)
belonging to such person or on which there is a lien provided in this
chapter for the payment of such tax. Levy may be made upon the accrued
salary or wages of any officer, employee, or elected official, of the
United States, the District of Columbia, or any agency or instrumentality
of the United States or the District of Columbia by serving a notice of
levy on the employer (as defined in section 3401(d) of such officer,
employee, or elected official. If the Secretary makes a finding that the
collection of such tax is in jeopardy, notice and demand for immediate
payment of such tax may be made by the Secretary and, upon failure or
refusal to pay such tax, collection thereof by levy shall be without regard
to the 10-day period provided in this section.

The first sentence of this code provides the authority to levy on any property
or rights to property of any person liable to pay any tax. See also 26 CFR
301.6331-1

A person need not be an officer, employee, or elected official, of the United
States, etc. to be liable for tax. Any taxpayer who asserts that only the
second sentence of this code section is applicable is in error.

Continued on next page
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Appendix B, Continued

Notices of Levy:
The beginning of 26 U.S.C. 6331(a) provides:

If any person liable to pay any tax neglects or refuses to pay the same
within 10 days after notice and demand, it shall be lawful for the
Secretary to collect such tax (and such further sum as shall be sufficient to
cover the expenses of the levy) by levy upon all property and rights to
property (except such property as is exempt under section 6334)
belonging to such person or on which there is a lien.....

See also 26 CFR 301.6331-1. Note the term "any tax." The definition of
"person" is found in IRC section 7701(a)(1).

There is no requirement that the Service provide the taxpayer with a certified
copy of a levy. The District Director has delegated the authority to sign the
Form 668-B Levy to revenue officers GS-9 and above by Delegation Order.
However, it must be noted that the delegation Order relating to the seizure of
principal residences of taxpayers provides that only the District Director may
approve the Form 668-B.

A principal residence may be lawfully seized under IRC section 6331 ~hen
such seizure is approved in writing and in person by the District Director
prior to the seizure as required by IRC section 6334(e). Any assertion that
only BATF has the authority to seize under section 6331 is inaccurate.

Publishine in the Federal Resi

A bill becomes Federal law after it is sent by the Congress to the President of
the United States and is signed into law by the President. There is not a
requirement that every law be published in the Federal Register before it can
become effective.
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Appendix

Appendix C IDENTIFIED TAX PROTESTER GROUPS

Sovereign Citizens Group #
Schemes used include the filing of 1040NRs (Nonresident), claiming exempt
status on W-4s, non-filing, and sending a sequence of correspondence to
leaders of various government agencies stating the unconstitutionality of
income taxes and alleged violations of the Internal Revenue Service. They

also flood the Disclosure Office with Freedom of Information Act (FOIA)

and Privacy Act requests.

The Pilot C o0 Soci )
National based protest group operated by Philip Marsh. This group of #
protesters has been dying out ever since the indictment and conviction of

eight of the group's leaders in California, in December of 1993. Schemes

used by this group include all of the schemes currently being used by the
Sovereign Citizens Group. They also advocate placing assets and businesses #
in trusts. Members purchased "Untaxing Packages" which gave them steps

to follow to supposedly legally withdraw from the country's system of

taxation, which included revoking their SSN with the Social Security
Administration. Their main belief was that taxes are voluntary.

Posses Comitatus 4
The Posse Comitatus (Latin for "Power of the County"), is based on the #
belief that the Executive branch of the U.S. Government is vested in the local
sheriff. No other branch of government has authority to conduct any

business, make laws, or direct the daily events of the United States. The
Federal Government has exceeded the original authority granted by the U.S.
Constitution.

Family Farm P .
A spin off organization of the Posse Comitatus protest group. The number of :
members is unknown. They advocated not filing income tax returns. This
group has sold fake money order packages across the country. The money
orders have been used to attempt to purchase property or pay off large
outstanding debts.

Continued on next page
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Appendix C, Continued

We the People
Another spin-off organization of the Posse Comitatus. Their main argument
is that taxes .e unconstitutional. Members follow the steps of the "Untaxing

Packages" purchased.

Nationwide tax protest organization led by John Kotmair. Kotmair attempts
to represent all of the members of this organization, but is not recognized by
the IRS as a valid power of attorney. Their protest scheme is not to file tax

returns or file voluminous documents.

Midwest War Tax Group

They have voiced their disapproval of tax dollars being spent on weapons and
for the funding of wars. Members are advised to avoid having tax dollars
spent toward this cause by living a life of poverty. They are also advised to
increase the number of dependents claimed on their W4, and to donate the

tax money saved to various organizations for peace.

National Workers Rights C .
This is a spinoff of Save-A-Patriot group. Members of this group attempt to
intimidate banks into refusing to honor our notices of levy. In the letter they
send to the banks, they make several spurious arguments concerning the

authority of the IRS to levy and the effect of honoring our levy, and threaten

the banks with litigation if the levy is honored.

Associates De Libertas (ADL)

This group believes that because of the wording of the 13th and 14th
amendments income taxes only apply to Blacks. They also believe in
sovereign citizenship and that "sovereign” citizens should file Form 1040NR.

ican Institute for the Republic (AIR

This is a business operated by Albert E. Carter. Carter produces and sells a
line of products that teach taxes are voluntary, the Federal Reserve is a
privately-owned bank, and the IRS is a private corporation. They are
associated with several other organizations.

Continued on next page
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Appendix C, Continued

Militia G

These groups have extreme philosophies which advocate anarchy and
government overthrow. They frequently refer to themselves as patriots or
freeman. They are strong believers in 2nd Amendment rights (right to bear
arms) and frequently believe they will need those arms to defend themselves
against the "New World Order.” A large part of their platform is tax protest
and doing away with the IRS.
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EXHIBIT 1
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EXHIBIT 2

BUSINESS TRUST

-EXAMPLE-

In prior years, the taxpayer filed form 1120S. This year, it should have filed an 8810S
with a net profit of $210,000. This net profit would have been passed through to Mr. & Mrs.
Shareholder to report on their form 1040. Instead, the filing looked like this.

Restaurant - 1120S

$210,000
Mr. & Mrs, Shareholder Trust #1
$55,000 $155,000 From S Corp.

—(1.000) Trust expenses
$154,000 Net to Beneficiary

Trust #2 :
$154,000 From Trust #1

(4,000) Accounting fees
{3.,000) Trust expenses
$147,000 Net to Beneficiary

Txust #3
$147,000

(5,000) Accounting fees
(70,000) *Charitable deductions
(65,000) *Other deductions

—(1.000) Trust expenses
$ 6,000 Taxable Income

1,134 Tax Paid

*These amounts were paid for personal living expenses of the taxpayers.
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EXHIBIT 3

ITNTERNAL REVENUE SERVICE DEPARTMENT OF THE TREASURY
District Director

Person to Contact:

Telephone Number:
Date:
Dear
We recently received your correspondence of date . We do not respond to

letter of this kind on a point-by-point basis. However, we are pleased to have this opportunity
to explain to you the mission of the Internal Revenue Service.

The mission of the Service is to encourage and achieve the highest possible degree of
compliance with the tax laws and regulations and to conduct ourselves in manner to warrant
the highest degree of confidence in our integrity and efficiency. While tax administration is
not a popular function of government, it is clearly a necessary one. Those individuals who file
and pay their taxes expect the Service to enforce the tax laws against those who do not.

We support and have successfully implemented the Taxpayer Bill of Rights passed by
Congress on November 20, 1988. This is an important piece of legislation which we feel
provides all taxpayers with the necessary safeguards against government waste and abuse. We
will continue to emphasize throughout the Service the provisions of that law and the
importance it plays in tax administration.

The success of our tax system relies upon the taxpaying public’s perception that the Service
is firm but fair in administering the tax laws. Please remember that refusal to file and/or pay
taxes when such returns are required is illegal. The courts have consistently backed the
legality of taxes, with most arguments put forth by protestors being classified as frivolous.

We will extend every effort to ensure that we earn and deserve the public's confidence.

We have that you would reexamine your philosophy of protesting the tax laws and decide
to rejoin the taxpaying public who believe that the only fair and equitable tax system is one
where everyone is complying with the tax laws.

Sincerely,

Group Manager
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EXHIBIT 4

INTERNAL REVENUE SERVICE DEPARTMENT OF THE TREASURY
District Director
Person to Contact:
Telephone Number:
Refer to:
Date:
Dear
This letter is in response to your correspondence of date in which you claim to
be the authorized power of attorney for Our regulations governing practice

before the Internal Revenue Service do not grant representation privileges to persons other
than attorneys, CPAs, enrolled agents, preparers, and members of the taxpayer's immediate
family. Our records indicate that you are not qualified under any of the aforementioned
categories. Accordingly, you are not authorized to represent this taxpayer before the Internal
Revenue Service.

You were previously notified by the District Director of District that you are not
authorized to act as a power of attorney before the Internal Revenue Service.

If you have any questions regarding your standing, please direct your inquiries to
, Office of the Director of Practice, at _phone number .

Sincerely,

Group Manager
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EXHIBIT S5A
SAMPLE COVER LETTER OF JURISDICTION DEMAND LETTER
Your Name
Address

City, State, & Zip
Date

Internal Revenue Service

Address

City, State & Zip

Dear (Name of agent, if you know it or District Director):

I have recently found out that you are operating under color of law, and have been
attempting to extort money from me.

This is a formal demand that you cease and desist from such activity at once. Failure to
answer the enclosed Demand for Jurisdiction, in writing would cause me to ignore anything
further you might have to say.

If you wish to proceed further with this matter, I first demand herewith to see a certified
copy of your letter of Designation of Authority from the Secretary of the Treasury.

I am also informed about IRC Sec. 7214, and so should you be, if you wish to proceed
illegally, as you have in the past.

Sincerely,
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EXHIBIT 5B

PAGE 1 OF 2

Respond within 10 days to:
Your Name
Address
City, State Zip
Date

Internal Revenue Service

Address

City, State Zip

Dear (Name of agent or District Director):

Cert./Reg. Mail #

DEMAND FOR JURISDICTION/AUTHORITY,
INFORMATION FROM INTERNAL REVENUE SERVICE,
AND NOTICE OF CHALLENGE AND DISCLAIMER OF SAME,

PLEASE TAKE NOTICE that the undersigned does demand that the INTERNAL
REVENUE SERVICE (hereafter called IRS) hereby advise the undersigned, forthwith, as to
each and every claim of Jurisdictional Authority the IRS enjoys and/or otherwise claims to
have/provide Jurisdiction and/or Authority over to undersigned. this to also include, but not
limited to: Constitutional, Statutory, Contract and/or Merchant Law(s).

Said information is necessary to enable the undersigned to adequately prepare a meaningful
and affirmative defense to the charges, allegations, and/or penalties imposed and or threatened
in the within case, thus protecting the undersigned's right to Due Process and Equal
Protection.

The undersigned is informed and believes that the IRS is operating under a secret
jurisdiction and, as such, is operating unlawfully.

Without knowledge of Jurisdiction, the undersigned cannot and does not know under which
Jurisdiction the undersigned must prepare the undersigned's defense. To keep the undersigned
insulated from knowledge of Jurisdiction, has, in effect insulated the undersigned from the
undersigned's rights to Due Process, Equal Protection, and access to the courts, in which the
undersigned desires to redress the undersigned's grievance(s). Such is a violation of 42 USC
1983, and/or 18 USC 241 and 242, under which sections the undersigned will sue, should this
matter prevail.
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EXHIBIT 5 B
PAGE 2 OF 2

Should the IRS claim Contract Law/Jurisdiction, the undersigned does hereby demand to
know what contract (including, but not limited to title, date, witness(es) thereto, and all parties
thereto) the undersigned has knowingly and willfully entered into to provide any such alleged
Jurisdiction. Also, please take notice that should any contract(s) currently exist, the
undersigned does hereby rescind the undersigned's signature(s) on any such contract(s) and do
challenge same.

Further, please take notice that the undersigned does hereby challenge your Jurisdiction
and/or Authority in this matter, and do further rescind any and all signatures the undersigned
has place upon any and all document(s) which are in effect with your agency.

Also, the undersigned no longer volunteers the undersigned's involvement with your
agency or any of its subdivisions, and any such dealings are without the undersigned's express
knowledge and/or consent, and as such are unlawful!

This request is also made pursuant to the freedom of information act, which mandates
response within 30 days.

Respectfully,
(Your Name)
c: File
Attorney
PROOF OF SERVICE

I do hereby certify that I have service a true copy of the within document on the Internal
Revenue Service and/or its District Director by Certified Mail R.R.R. Said service effected at
(your local Post Office).

Date:

(Signature of witness)
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EXHIBIT 5C

PAGE 10F 2
PRIVACY ACT REQUEST
Your name
Address
City, State Zip
Date
Internal Revenue Service
Address
City, State Zip

RE: Request for Notification and Access
Dear (Name of agent, if you know it or District Director):

This is a request under the Privacy Act, 5 USC 522a. This is my firm promise to pay fees for dupticating the
documents requested below.

This request pertains to the years 19XX through 19XX.

If some of my request is exempt from release, please furnish me with those portions reasonably segregatable.
If you determine some of this request is exempt, please furnish me with an indexing, itemization and detailed
justification concerning information which you are not releasing.

Please send me a copy of this request with your response. (Copy enclosed for your convenience.)

Please send me a copy of al documents maintained in a System of Records known as Individual Master File
(IMF): Data Services - Treasury/IRS, 24.030 which pertains to me. Additionally, I am requesting ail Collection
File History Notes in this System of Records which pertain to me.

Please note: I am requesting a complete IMF transcript.

I understand the penaities provided in 552a(i)(3) for requesting or obtaining access to records under false
pretenses. [ am the individual making this request and this is my signature.

The Social Security Number is not provided voluntarily, and is restricted and limited for purpose of record
identification. The said number is: 999-99-9999.

Respectfully

Is/
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EXHIBIT 5C
PAGE 2 OF 2

State of

County of

*

Before me, a Notary Public, on this day, personally appeared the above named individual.

Subscribed and sworn before me on this day of , 1990.

Notary Public

My Commission Expires:
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EXHIBIT 6

MORNING STAR CONSULTANTS

“Praviding information and educational resources upon request”

REFERRAL SCHEDULE FOR DE-TAX PACKAGES

1-5 packages $100 each (upon full payment received)
6-15 packages $200 each (upon full payment received)
16 packages and up $300 each (upon full payment received)

Please have referrals contact us at the voice and fax numbers, or e-mail
address listed below ONLY.

Please have referrals clearly indicate who referred them.

P.O. Box 227 Port Washington. W1 53074
413-5371-2137 Voicr 414-570-0770 Fax MomactarCna@AQL.com
Robert R. Rayinonc Robert G. Bemhoft
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EXHIBIT 7

vgrwest Bank An:conda—hut‘.c NA, =—m———— Ca'hﬁd’&nk_m M===

vl North Muain Street ;
sutze. Montana state, U.S. of A Date h. ol /DL" , 1995

Zguted States District Court escrow

?iﬂ‘rﬂ? 1/01, Rona &L ﬂ/’j—‘t "“’2( Lot oy iris a Mﬁ‘ﬂ,—g $ 0 MM
j )ml;/L'AJ Mﬂﬂ; —_— T, _
via Treasurer-of the United States ofAmeﬁcn ;

at office of Postmaster

Pavabie oa sight
:092900024: :8520799406 special private funds LeRoy M. Schweitzer drawer/maker
Norwest Bank Anaconda-Butte NA. Ca'tzﬁa{ Bankers Check:
101 North Main Street "
Butte. Montaoa state, U.S. of A Date — 1995

United States District Court escrow

via Treasurer of the United States of America J
at office of Postmaster

-0 4 45 v
ized acceptance si

Payablc oa sight “withogt recoarse U.C.C. § 3415
accotimodation/surety/gaarantor
:092900024: :8520799406 special private funds LeRoy M. Schweitzer drawer/maker
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EXHIBIT 8
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EXHIBIT 9

NORMAL CYCLING OF IDRS STREAMLINED ISSUANCE CYCLE
NOTICES AND TDAs

Form 3552 Issued (Notice & Demand)

Return or Stautory Notice of Defic:
Submitted to Service Center Prompt Assessment Made Form 2859

6 WEEKS

Status 21

Tax Assessed -- 1st Notice

5 WEEKS [0 DAYS

Statug $6

3rd Notice Issued

4 WEEKS
Status 58 File Federal Tax Lien
Final Demand Issueq Final Demand Issuedl(l.etter 1058)
6 WEEKS J0DAYS
TDA Status
Status 22 -ACS |

Status 24 - Queue -
Status 26 - CFf "

21 WEEKS 40 DAYS
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EXHIBIT 10
PAGE 1 OF 2

(PROTESTERS CLAIM:
canavod paying taxesthroughthe use of rusts.

JTH:

acaseofthe Unned Statesv SantordKnapp.the
1 upheld the IRS contention that Mr. Knapp (ot
>ser. Wisconsin) committed a felony crime (vio-
3 Section 7201 of the internai Revenue Code) by
Jlly ading or assisting in -- of preparnng -- fraudu-
1ax returns which invoived itlegatl trusts M

D was sentenced 10 eighl years in pason. His
‘1s, John ana Lois Hillmer, were convicted with
; @ joint tax return containing taise information

J were sentenced 10 a combinea total of 37
ths n prison.

(PROTESTERS CLAIM:

>nhie andpay mytaxes. | wilinotgotojail Sixty-
30 Americans did not file or pay 'taxes with the
aslyear.

JTH:
& 1968, the number of convictions fortax cnmes
steadily ncreased (rom 756 to more than 2.300
391. Atotaiof 92 percent of alhndvduals the IRS
mmends {or prosecution are convicted. Of
econvicted. 71 percent are sentenced to serve
in pnson tor their tax-related crimes. The aver-
snsontermis more than 40 months. Recentnew
tougher sentencing guidelines mean that
sie convicted will serve nearly 90 percent of the
to which they are sentenced.
.naddmnonto crimuinal prosecution, IRS seeksto
<1 delinquent laxes, Civilpenafties, andinterest.
secrvilassessments can easiy triple the amount
‘he government, comparedtothe tax bill if it had
1 properly paxd in the first place. Enforced
ction can lead to the filing of federal tax liens
seizure of bank accounts and property {0 pay
ax bl

TAXPROTESTERS CLAIM:

The IRS is not 100 tough lo take on. The
IRS is only one person -- the one that 1s
contacting you, and £ you know your nghts,
you can take that one person ‘on’ easily.

TRUTH:

IRS has approximately 115,000 empioy-
ees nationwide. We stand by our track
record of coarainated hanaling of cases
from audit through entorced coliection of
delinquent returns and the taxes, penai-
ties, and interest due. IRS is commitied
1o dealing with those who don't pay the
taxes they iegaily owe. That's only fairto
the miilions of Americans who dofile their
returns and pay therr taxes.

Want more

straight tatk

and common-sense
answers?

ILLEGAL TAX
PROTESTS

T~

J .
\‘\.@

FACT VS.
FICTION

Their names may vary.

We The People.

Sovereign Citizens for Liberty.
Family Farm Preservation.

COSMOS. .

The North American Freedom Counci
Professional Weaith insights.

Some are hard-core protesters.
Some are local anti-tax protesters.

All have been active in Wisconsin.
All have spread similar messages.

Their messages are faise.

Here is the truth about the claims
made by tax protesters.

These common-sense answers are
provided by Wisconsin's IRS.
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EXHIBIT 10
PAGE 2 OF 2

SROTESTERSCLAIM:
1 no such code that requires me 1o fiie a tax
Only an “indvidual’ is required 10 file a tax

H:

16012 of the internai Revenue Code makes
in great detail -- that the only pecole who are

sured 1o file tax refurns are thase whose in-
alis below certain leveis

ROTESTERS CLAIM:

mcome taxes --and hiing tax returns -- s
ary ”

<+

1est groups have irequently takenthe phrase
3ry comeirance” out of context and used it to
spuncus claims that taxes are cptionai

.ns have rustorically heid that there are no
:honat. moral or legal grounds for failingtofile
-nsandfaiingtopay taxes Theterm “volun-
~pliance’ reters 1o the fact that the majority of
rs 1n the United States complete tax returns
41n1axes due without the need for entorce-
sion on the par of the Internal Revenue Ser-
ilure to file required tax returns and faiiure to
-s wall result 10 criminal and-or crvil penaities.

IOTESTERS CLAIM:

tthe internai Revenue Code Imposes atax

aw can e Inunc in Ttie 25 of the United
2de Title 26ofihetU S C isthe codification
ernal Revenue Code of 1986 as amenaed,
© ang pubhshed under the supervision of
» Judiciary Commntee  The courts have
the Code aflectsallU.S citizensthroughout

TAXPROTESTERS CLAIM:
The IRS can only assess laxes agains! pecple
who have fied returns

TRUTH:

Taxes are imposed by Title 26 of the intematl
Revenue Code whether a return is liled or not

Section6201 of the internal Revenue Code states
that the Secretary of the Treasury 1srequired to
make assessments “of alltaxes (including inter-
est. addiional amounts. additions to the tax. and
assessabie penaities) imposed by this litie

TAXPROTESTERS CLAIM:

Fiing a Form 1040 violates the Fifth Amendment
right against sell-incnrmnation. Filing 8 Form
1040violates the nghtto privacy containedin the
Fourth Amendment

TRUTH:

Numerous court cases (United States v Neff,
United States v Turk, Halloweil v. Commus-
sioner, Baker v. Commissioner) have struck
down these arguments

TAXPROTESTERSCLAIM:
The 16th Amendment was never properly rati-
tied. :

TRUTH:

Courts have freguently stated that the 16th
Amendment was property ratified {(Mitchell v.
Commussioner, United States v House, United
States v Sitka. and Siskv Commussioner).
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TAXPROTESTERSCLAIM:

People who like paying taxes and supperiing thes
country should know that not one cime ¢t this monev
IRS sleals from you goes to suppen this country

TRUTH:

The followingcharts detailhowmuzhiax maney was
collected by the IRS from vancus sources and hov.
Congress direcied the spending of that money

Where the income Came From:
foases eremecyay

ST serrw Mot a'e FY N
Ea 04 cona o ol o 4
CIN PP tavem

Ay,

Boreswap o2 the penes
18
Crorsw =rvoeccean

L

What the Outiays Were:
¢ Lawemompme

© leme sme - ttemcne
[ dhas ot it ol
28%

t Sy
L ]
(R A
Clan ol A ol o
SOty SN 9 NIt 7 Sy ey Tovcm,
.. 1 e —eer romma vog Ssme gun e
e et 24%,
14%
TAXPROTESTERS CLAIM:

am helping todestroy the United States by filinganc
payingthe IRStaxes. The meney aliwindsupinthe
hands of this country s enermes

TRUTH:

This also may be a matter of poiitcal opinion and
depends on the definition of “enemies ° Heowever.
once again. the pie chart above shows how the lax
dollars are collected and spent.
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Department of the Treasury
Internal Revenue Service
Document 9300 (9-94)
Catalog Number 21066S
[} L] - * i
Ten Core Ethical Principles

Honesty
Integrity/Principled
Promise-Keeping

Loyalty

Fairness

Caring and Concern for Others
Respect for Others
Civic Duty
Pursuit of Excellence
Personal Responsibility/Accountability

The Five Principles of Public Service Ethics *

Public Interest
Objective Judgment
Accountability
Democratic Leadership
Respectability

* Used by permission of the Michael and Edna Josephson Iinstitute of Ethics

87 * U.S. GOVERNMENT PRINTING OFFICE: 1996 - 417-691/40014



23. TAX PROTESTERS

A.

c.

Revised May 1995

References

IRM 4231(11), Tax Protesters. IRM 4293, Tax Protesters
Program.

Overview

An illegal tax protester is an individual using illegal
methods to protest the tax laws. These individuals and
groups are attempting to disrupt effective tax-administration
and present a potential threat to the voluntary compliance
system. Some of these individuals and groups advocate the
use of violence and present an ever increasing threat to
employees with direct taxpayer contact. The illegal tax
protestor generally advocates and/or participates in a scheme
with a broad exposure that results in the underpayment of
taxes.

Tax protester returns will be considered priority cases, by
Examination Division, as described in IRM 4231(11)21. These
examinations must be completed as expeditiously as possible
to achieve compliance with the tax laws by tax protesters.

Definitions

1. A "Tax Protest Scheme" is any scheme without basis in law
or fact for the manifest purpose of expressing dissatis-
faction with the substance, form or administration of the
tax laws by either interfering with. such administration or
attempting to illegally avoid or reduce tax liabilities.
See Section K for examples of different protester schemes.

2. Tax Protester Project Codes have been requested to attempt
to better stratify the tax protester schemes being used.

085 - Constitutional Type Protester

151 - Alleged Church

152 - Family Estate Trust

160 - Multiple Foreign Trust Organization
165 - Failure to File

166 - Non-taxable Receipt Schemes

167 - Protest Adjustments and Other

Refer to sections K and L for information on different tax
protester schemes.

D. Potentially Dangerous Taxpayers

1. All potentially dangerous taxpayer (PDT) cases shall be

IIr-23.1
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placed in a yellow folder. This folder will be clearly
marked"PDT" case. The first area that identifies the case
as a PDT case will be responsible for placing the case in
the special folder.

2. Potentially dangerous taxpayers are those who have
assaulted, threatened or attempted to intimidate
employees. Taxpayers meeting this criteria are identified
on transcripts, Aims weekly update reports, and sometimes
on charge-outs. The indicator may be one of several
codes. "PDT" on transcripts, "PDT or "W" on charge-outs,
and "57" on the Aims weekly update. :

3. If any of these indicators are present, the group manager
should contact the Collection Division Potentially
Dangerous Taxpayer Coordinator who maintains a background
information file on these taxpayers. Also contact
Inspection to determine if any additional information is
available. See IRM 427(14) for full instructions.

4, Examination employees are not responsible for adding or
deleting PDT indicator codes. Contact Internal Security
immediately. Reports to Internal Security will result in
identification of these taxpayers on Master File.
Collection function employees will then be alerted if they
receive TDA's or TDI's on these taxpayers.

E. Taxpayer Contact

1. A written record should be kept of all contacts with the
taxpayer. Appointments should be made using an appropri-
ate appointment letter including Notice 609, Privacy Act
‘and Paperwork Reduction Act Notice.

2. The taxpayer may attempt to engage in delaying tactics by
requesting information that is not directly related to the
conduct of the examination. While it is important to be
responsive to the taxpayer, correspondence should be
limited to issues that are relevant to the Examination.

3. Various tactics are similarly used in telephone conversa-
tions. The protester may question your authority, attempt
to engage you in a debate regarding the Constitution or
the dogma of his/her "church," or verbally abuse you. The
purpose of these tactics is to frustrate and confuse you
so that you will lose control of the situation and do or
say something which the protesters hope they can use to
further their cause. Remember that your obligation to
explain the Service's position does not mean you should
permit yourself to be drawn into a debate.

IIT-23.2
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F. Interview Techniques

1. Tax protesters may request immunity from criminal prosecu-
tion. Emphasize that the examination constitutes a civil
investigation of tax liability and that you have no-
authority to grant immunity. If the protester insists on
invoking Fifth Amendment Rights, consider terminating the
interview.

2. Protesters may inquire whether it is mandatory or volun-
tary to appear for the examination. While we cannot
compel a taxpayer to respond, you should refer the
taxpayer to Notice 609, which indicates that in the event
of no cooperation, the Service would make a determination
regarding the tax liability based on the best available
information.

3. Anticipate that the taxpayer may inguire about why his/her
return was selected. Be prepared to explain the reason.
If the return was selected because of a potential protest
scheme, respond that the return appears to have deductions
or credits, etc. that warrant examination and that it is
your duty to ascertain the correctness of the return.

4. It is imperative that you set the tone for the examination
and maintain control of the interview at all times. A
common tactic of the protester is to control the interview
by asking irrelevant questions. He/she may also try to
intimidate you by being very loud or abusive.

S. Explain to the taxpayer that you will be glad to respond
to pertinent questions. However, these questions should
be held to the end of the interview.

6. Do not limit your imagination or hesitate to pursue a lead
brought up during the interview. Use common sense in
asking a question, or a logical sequence of questions,
that will secure pertinent information regarding the
issue, or that will determine relevance of evidence
presented. Try to determine how the taxpayer became
involved in the protester scheme. The following questions
can be asked to obtain background information: Did the
taxpayer attend a seminar? If so, where and who sponsored
it? Did he/she pay money? How much? What was the method
of payment (cash or check)? Try to secure copies of
material given out. Who were the speakers or instructors?
How many times was the seminar held?

7. The interview should be used to secure sufficient facts to
ascertain the taxpayer's financial picture. The informa-
tion will direct you in completing the examination and in
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determining the necessary books and records to be re-
quested.

8. Concentrate on the issues decided upon in your pre-audit
plan. Keep the conversation on the issues you must
resolve. If the taxpayer refuses to discuss-the issues,
terminate the interview. Document your efforts in the
case file and make your determination using other sources
of information or based on the facts available.

9. If additional information is required, complete Form 4564,
Information Document Request and be as specific as
possible. These cases are frequently litigated and all
activity between the taxpayer and the Service should be
carefully recorded on your Examination activity record.

10. If the taxpayer refuses to produce the necessary books and
records, apprise the taxpayer of the statutory requirement
to produce them. Inform the taxpayer that to deny access
to the records will only delay the examination. It should
be made clear that the taxpayer's refusal to cooperate
will not prohibit us from determining a correct tax
liability.

11. When deciding whether to terminate the interview, you
should be satisfied that either:

a. enough information was secured to allow you to expedi-~
tiously close the case; or,

b. that the taxpayer was uncooperative and it would be
counter productive to continue the interview.

12. Do not assure the taxpayer that their books and records
will be used solely for civil purposes. If a taxpayer
insists, or asks you to sign a statement to this effect,
refuse to grant any assurances.

G. Tactics Employed by Some Protesters

If you encounter any of the following tactics you may want to
contact your manager for assistance. Together, you can
proceed with the recommended actions regarding each of the
tactics:

1. Large Number of Persons

a. If there is a large number of persons, the meeting
should be held in a private setting such as a confer-
ence room. The number of persons taking part in the
discussion should be limited to the taxpayer, legal
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representative, and necessary witnesses. Obtain the
identity and expertise of the individuals allowed to
accompany the taxpayers. If they refuse to identify
themselves, they cannot be heard in the capacity of
"witnesses" and must be instructed that they are to
remain silent during the entire interview.

If they do identify themselves, they may be allowed to
participate in the discussion if they have direct
knowledge of facts relevant to the tax liability. "Any
individual who has knowledge of the facts, or who can
give information which will assist in establishing the
facts, is a proper source of information in determining
the tax liability, and can be heard in the capacity of
a witness" (Rev. Proc. 68-29). These witnesses should
be informed that they can act in the capacity of wit-
nesses only, and cannot advocate the taxpayer's posi-
tion, unless they are properly authorized to practice
before the Internal Revenue Service (Circular 230).

Any remaining witnesses should be allowed into the
meeting when their testimony is needed, but only after
they have identified themselves and established the
relevance of their participation.

The taxpayer should be advised that tax return informa-
tion will be disclosed during the interview.

In any face-to-face discussions with Service personnel
at which a taxpayer is accompanied by a third party,
the Service will consider the taxpayer's presence as
implied consent to discuss the taxpayer's confidential
tax matters in the presence of the third party.

2. Tape Recorders

If the taxpayer requests to tape record the audit inter-
view, you must also record the meeting. Tape or other
verbatim recordings are permitted subject to the condi-
tions in IRM 4245.1 as follows.

All recorded interviews will contain the following

information:

a. The date, time, and place of the interview,
b. The taxpayer's name and SSN/EIN,

c. The purpose of the proceeding,

d. The tax year(s) under examination,
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e. A clear description of written documentation provided
in support of the issues, and

£. At the conclusion, a statement indicating:

i. The total recording time for the interview (i.e.,
the time the tape was running in making the
recording), and

ii. That the interview has been completed and the
recording is ended.

The cassette will be labeled with the taxpayer's name,
SSN, year(s) examined, date of interview, and total time
of the recording. Recording of multiple interviews
relating to one taxpayer's examination will begin on one
side of a cassette or on an additional cassette and be
labeled in sequence.

The completed cassette recording will be put in a manila
envelope, sealed and securely stapled into the body of the
workpapers. At the top of Form 5344, Examination Closing
Document, write "Recorded Interview - Cassette Enclosed".

Stenographic/verbatim recordings are allowable and will be
processed under the same provisions as audio recordings.

3. Cameras

Cameras or videotape equipment are not permitted. At no
time should examiners try to physically confiscate this
equipment. If assistance is needed contact Criminal
Investigation Dividsion (CID), Inspection, or Security.

Telephone conversations are specifically not recordable.
4. Questioning your Authority

a. Under IRC 7602, 7601 and 7801, the Service is given
broad authority to examine books and witnesses. Section
7602 gives the Service the power to examine any books,
papers, records or other data which may be relevant or
material to a tax examination. The Supreme Court, in
United States vs. Euge (444 U.S. 706(1980)), broadly
construed the Service's power under IRC 7602, and has
concluded that a taxpayer is under an obligation to
produce any information that may be relevant to a
legitimate revenue purpose.

b. The taxpayer's responsibility to produce records and
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file returns is enumerated in IRC 6011, 6012 and 6001.
S. Public Servant's Questionnaire

Do not complete any questionnaires. You may freely
disclose your name, group number, your group manager's
name and information about the appeals system.

H, Terminating the Interview

1. Keep the conversation on the issues you must resolve. It
is important that you retain control of the interview. If
the taxpayer refuses to discuss the issues or continues to
pursue disruptive tactics, do not hesitate to terminate
the interview.

2. If the taxpayer refuses to leave when asked or creates a
disturbance, request assistance from Criminal Investiga-
tion Division (CID), Inspection or Security. At no time
should Examination employees try to physically remove the
taxpayer (s) and/or witness(es).

I. Fraud Referrals

Follow the guidelines set forth in the chapter on FRAUD and
IRM 4565.

J. Congtitutional Type Issue

1. Some tax protesters are making speeches and offering
seminars around the country at which serious
misrepresentations about the tax laws are being presented
to the public as fact. Generally, these protesters are
counseling taxpayers not to comply with the Federal income
tax return filing statutes on the grounds that they
violate a person's constitutional rights.

2. Those who use constitutional arguments have often been
encouraged by promoters to use the same tactics used by
other tax protesters to frustrate, intimidate, or confuse
examiners in conducting their examinations. Documents
filed using these arguments are not generally considered
valid returns and thus do not normally satisfy the
taxpayer's filing requirements.

3. Refer to IRM 4231(11)30-33 for more information.

K. Protester Schemes
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Protest schemes take many forms. Protesters may claim
improper deductions, credits, exemptions, exceptions, or
exclusions. They might not report income, omit items of
income from returns, or otherwise underreport income.
Protesters might refuse to pay or report based on a variety
of frivolous or discredited legal or constitugional theories.
Following is a non-exhaustive list of protester schemes:

1. Constitutional Basis - Refusal to include tax return
information on Form 1040/1040A because of violation of
Constitutional rights. 1In lieu of.information required on
Form 1040/1040A, the illegal tax protester either shows
"O", or "none", "object", or a Fifth Amendment annotation
in all of the blanks or will include a broad general
statement regarding his/her Constitutional rights
(including 4th Amendment and 16th Amendment). This is
commonly reported to as a Porth/Daly type return.

2. Fair Market Value - Reducing gross income because of the
declining value of the dollar. The gross income is listed
on the face of the return and there is a large adjustment
to income which makes adjusted gross income small enough
for the standard deduction to eliminate taxable income.
The adjustment to gross income is on Schedule D, Schedule
of Capital Gains and Losses, or Form 2106, Statement of
Employee Business Expenses, for Form 1040.

3. Gold/Silver Standard - Any return with a statement that
only gold or silver currency can be taxed.

4. Blank Form 1040/1040A - These generally fall into two
categories. In one category the individual files a return
with only a name and address, and possibly signature, and
Form(s) W-2 is attached. This scheme is usually verified
upon correspondence with the taxpayer. In the second
category the individual files a return similar to the
Porth type return. In both instances the return may not
list marital status and/or exemptions.

S. Non-payment Protest - Non-payment or underpayment of tax
based upon some type of protest statement written or
attached to the return.

6. Protest Adjustment - This is similar to Non-payment
Protest, in that the return contains specific unallowable
items (e.g., deductions, exclusions, etc.) identified to
some type of protest.

7. Alleged Churches - Individual receives income from
non-religious sources and declares that it is non-taxable
because of "vow of poverty". This scheme also involves
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10.

11.

12.

13.

returns where the individual includes all or substantially
all of gross income as a contribution deduction on
Schedule A of Form 1040. Some individuals will complete
Form 1040 and then take an unusually large contribution
deduction on Schedule A of Form 1040, normally 50% or more
of adjusted gross income. '

' ’
Protester Letters and Cards - The receipt of letters and
cards (without tax return) protesting the use of taxes for
war, defense and/or other government spending policies,
and indicating that this will affect .their reporting and
payment of taxes.

Family Estate Trust - A device used to avoid paying
personal income taxes. While there may be factual
variations in the creation of a family estate trust, the
basic prototype involves the establishment of a trust by a
taxpayer/grantor and the transfer to the trust of all real
and personal property. This includes the exclusive use of
lifetime services and earned income accruing from the
services of the taxpayer/grantor in exchange for certifi-
cates of beneficial interest in the trust.

Foreign Trust Organization (Double Trust) - Procedures
used to set up the foreign trust are similar to those used
for a family estate trust. An agent in a foreign country,
who is named as the "creator" creates a trust in that
country, naming the taxpayer as trustee. The taxpayer
transfers certain assets and income producing property to
the foreign trust. The "creator" then creates a second
trust in the same country naming the first trust as
trustee. The taxpayer and trusts enter sham transactions
with each other, conceived only for tax purposes.

W-4 Excessive Overstatement of Allowances - The claiming
of excessive allowances is usually directed towards
elimination of withholding of Federal taxes from wages. To
be considered as part of an Illegal Tax Protest, the
taxpayer must in writing or orally indicate that the Form
W-4 was filed as a protest document or as part of a
protest movement. -

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

Other Tax Protestor Schemes - Many variations of the above
schemes exist. They generally involve frivolous constitu-
tional arguments or sham transactions in continually
changing forms. Some examples of these schemes are:
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a. "Wages are not Income" or "Nontaxable Receipts" - These
schemes involve various deductions, usually equivalent
to the amount of W-4 or 1099 income, based on arguments
that wages are not profits or not income and, there-
fore, not taxable. These deductions have appeared on
Schedule C as the total of business expenses, cost of
goods sold, or as wage expense. The Eisner v. Macomber
return is a "Wages are not Income" scheme variation.

b. Eisner v. Macomber - A document which looks almost
identical to page 1 of Form 1040 but line items are
altered to reflect Eisner v. Macomber and/or other
similar court citations to deduct large amounts from
income.

c. Factor Discount - Involves claiming a loss on Form 1040
created by discounting a wage earner's paycheck with a
foreign trust financial organization pursuant to life
services contract. Simultaneously with the discount-
ing, the life services contract is purchased by a
second foreign trust organization. These sham transac-
tions disguise what is nothing more than assignment of
income. This scheme is distinguishable from the
Multiple Foreign Trust Organization scheme in that the
wage earner does not create any foreign trusts.

L. Alleged Churches, Related Individuals, and Tax Avoidance
Schemes

1.

The examination Division's involvement with the books and
records of churches generally is limited to those
situations where transactions between a church and
individuals other than a church relate to the tax
liability of those other individuals. 1In these
situations, the Examination Division may use the usual
procedures and summonses described in IRM 4293.54.

The examination of the books and records of a church to
determine its initial or continuing qualifications as an
organization to which deductible contributions may be
made, or to determine the amount of tax, if any, imposed
upon it, are exclusively in the jurisdiction of the EP/EO
Division. This does not include a Form 1120 filed by an
organization claiming to be a church but which lost its
exempt status. This Form 1120 would be under the
jurisdiction of Examination.

Réfer to IRM 4293.4 for more information.
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