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Mr. SteED, The committee will be in order.

The eommiitee is convening this morning to discuss some problems
with the Commissioner of Internal Revenue and his stafl. As you
know, Mr. Commissioner, the current issue of the national magazine
Reader’s Digest carried an article written by Mr. John Barron en-
titledd “Tyranny in the Internal Revenue Service” in which a consid-
erable number of case histories are reported which could give the aver-
age reader the impression that the great tax collecting agency which
you head is going beyond its authorities and good judgment in carry-
g out its work.

As you know, it has been the policy of this subcommittee not only to
2o into great detail in the budgets that we supervise, but from time
to time to sit in conference with those agencies to keep up with cur-
rent activities, problems, and changes in programs. So we are very
concerned about this article, its anthenticity, and what needs to be put
on the record to place all the facts in proper focus. We are not here to
prosecute or defend. We are, as you know, interested only in the factual
situation.

We know, of course, that collecting taxes is not one of the most pop-
ular and pleasant functions of Government, but it is probably one of
the most important and necessary. I recall that in all of your appear-
ances before this committee you have in the record discussed in great
detail your appreciation of the fact that the American people have
always taxed themselves under our code in a way that no people in all
history have done, and that the overwhelming majority of people have
been honest and forthright in their dealings with their Government.
You have also stated that you think it is of the utmost importance for
this public confidence to be maintained at all costs. I have always
agreed with that.

1




2 INTERNAL REVENUE SERVICE

We realize there are always those who want to cheat and evade, and
applying the law to that type of people is not the most pleasant task.
We know that in an organization involving as many human beings
as yours does, it is possible that now and then some agent can exceed his
authority or engage in activities that good judgment would not uphold.
We are not inclined to get too excited at some mishap on occasion, but
when the charge is made that this is widespread and by inference, at
least, has the acquiescence of management, I think that poses a ques-
tion that is very serious. I am sure you feel the same way. Our asso-
ciations with you and your people have been to the contrary of those
charges. I know youn have introduced some innovations in the agency
since you have been the head of it that make it more palatable to the
taxpayer to do business with the agency. I recall earlier this year you
made available some articles from a New York newspaper in which
they had interviewed people who had been called to face your revenue
agents on their tax returns, and almost without exception they were
high in their praise of the treatment they received at the hands of the
Internal Revenue Service. I thought the efforts you have made to im-
prove the relations between the agents of the Internal Revenue Service
and the taxpayers were bearing fruit, and that is why it was disturb-
ing to me to see this article.

First, you have read this article, have younot ?

Mr. Conrx. Yes, I have: with great distress, I might add.

Mr. Steen. I think first we would like to have any general statement
vou might want to make in response to this, and then we will have
questions we would like to propound and go on with the review of the
whole problem,

Myr. Conrx. Thank you, Mr. Chairman. I do appreciate the oppor-
tunity to meet with you and discuss in this way the very disturbing
article. It is disturbing to me because, as you well pointed out, the
efforts, not only during my administration but for a good long time in
the Internal Revenue Service. have been in trying to modernize pro-
cecdures to make them more humane and accessible to people and to
eliminate all possible digputes. To that end we have lnac'{(\. great prog-
ress, which T think has been recognized in many places independent of
the administration or the particnlar ageney involved.

So a broad accusation of a breakdown in the system I believe is
uncalled for. In an ageney with 60,000 people making independent
judgments we do not elaim infallibility. There are occasions when
errors are made. But T think there are enough checks and balances in
the system that each time a judgment is made there are checks made of
it so that no one judgment goes off on a tangent very far before it is
brought back. This is the majesty of the system.

I would like to run through a quick overview of the system, the
things we have done and why we think general charges are uncalled
for, and then handle a few specific instances that were brought up.
Then I will be glad to answer any questions you might have.

I think, if the chairman does not mind, the way to start off is to
read a letter I received yesterday afternoon. My secretary brought it
to me at 5 o'elock yesterday. It is a carbon copy of a letter sent to a
Congressman. It is from a taxpayer I never heard of and our people
don’t know him. It is addressed to Congressman Charles W. Whalen,
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Jr., of Ohio, and I don’t know Mr. Whalen either. I will read the let-
ter, if you don’t mind, in its entirety. It is not very long.

('l herenpon the following letter was read by Mr. Cohen:)

Hucnes WaITE Truck SAaLEs Co.,
Dayton, Ohio, August 7, 1967.
Hon. CuArrLEs W, WHALEN, Jr.,
Congressman, Third District, Ohio,
Washington, D.C.

Deak Onvek : Have you read the article by John Barron in the \n"lht issmne
of Reader's Digest, entitled “T yranny in the Internal Revenue Service?”

I did, a few nights ago, and I'm still incensed that a high grade publication
like Reader's Digest would stoop to print such a seurrilous and misleading
article.

Even if Mr. Barron’s report of certain instances is basieally factual. T feel he
is completely unjustified in trying to infer that these are representative of the
zeneral poliey or practice of the Internal Revenne Service,

In his peroration, Mr. Barron writes: “Let yonr Congressman know what you
think of IRS abuses.” Herewith I am following his snggestion, except for omis-
sion of his last word “abuses.” As head of two small corporations, The Hughes
White Truck Salez Co. and The Hughes Investment Co., T have had many con-
tacts with IRS regarding Income Tax, Withholding Tax. Highway Use Tax, etc.,
and without exception its representatives have been well trained and fair minded.
These contacts, over a period of nearly forty-seven years, have made me a sincere
admirer of IRS and its personnel.

Finally, Mr. Barron writes : “It is important for all of us to stop being afraid
of TRS. When it acts unfairly, we should speak out.” I agree with his last sen-
tence, but not his implication that it is so likely to use unfair tactics that we
need be afraid of it. If the law now has objectionable features, it is the function
of Congress to correct them. As an average “honest American taxpayer” (Mr.
Barron’s words), I have every confidence that IRS will enforce them properly
and fairly.

Sincerely,
Bos HuUGHES.

Mr, Conen. This is a letter that was completely unsolicited,
called Mr. Hughes last night to thank him for the letter and ask for
permission to use it, and he said he wonld appland my use of the
letter and in fact would be glad to make it publie himself. He said
when he went in business 47 years ago his first contact with the
Internal Revenue Service was in connection with an excise tax prob-
lem. He said he computed the excise tax and then went to the agent
because it was complieated, and the agent in charge of that office
pointed out he had mistakenly overcomputed the tax and that the
amount he owed was less than his.computation, He said over the years
somefimes he has come out on top and sometimes at the bottom, but
never was he treated unfairly.

These letters I have here are all addressed to this particular article.
I could have brought in a great many more, if I brought you all the
letfers addressed to me during the year—and 1 always read letters
addressed to me and signed. I don’t read unsigned ones, but all those
that are signed are given to me by my secretary and I read them,
whether they are complaints or praise.

It is rather sarprising that in an ageney such as ours, which by
its nature ean never be popular, the number of letters praising the
Internal Revenue Service is rather large: because people who are
happy with our operations are not prone to write.

One letter iz from a gentleman who diseusses the fact he just fin-
ished the first field andit he ever had and the Internal lwu-nnv Serv-
ice assessed him $10,000 in taxes. He says he is not enamored to pay
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$10,000, but he thought the andit was condnefed in a professional and
fair way, and he believes the audit is right. This taxpayer feels his
contact with the Internal Revenue' Serviee aftér going through an
“ordeal,” in his terms, is one of admiration. _

The basic strength of a self-assessment tax system is the confidence
the taxpayer has in his Government. I think I distributed to the com-
mittee some time ago a couple of talks I made along this line. Mr.
Rosapepe will distribute them. Two of them are illustrative. T made a
talk to the National Industrial Conference Board and one to the Execu-
tive Club in Chicago indicating that the basic strength of the American
tax system is mutual confidence. The taxpayer has confidence the Gov-
ernment is treating him fairly, and the tax agent is convinced the
average American taxpayer is an honest man. T think that is the key-
stone as Congress would want it and as the people would want it. So
any charge that anybody is breaching this trust and confidence—and
the thrust of this article is that we have—is particularly distressing in
the light of the fact that we think we have made some great changes
in efforts in the last 5 years.

I might just outline to you some of the things that have ocenrred in
the last 5 or 6 years.

The Internal Revenue Service, as you all are well aware, is a com-
pletely decentralized organization with its offices as close to the tax-
payer as possible so if can create an aura of closeness and lack of form-
ality and lack of inconvenience to the taxpayer to travel a great dis-
tance to have his dispute heard. There are 900 revenue offices all over
the country. We encourage our agents to discuss the taxpayer’s affairs
with him in an informal way and to dispose of the case by agreement
if at all possible, gathering the facts and making a quick disposition
if possible. Most taxpayers—by and large the overwhelming percent-
age—are completely cooperative and this is a process that takes very
little time. Some taxpayers have anxiety about this. I can’t say that
there aren’t a good many who might feel that way, but our agents are
instructed to try to keep them at their ease and to explain to them that
the ordinary tax audit is just a factfinding expedition. By and large,
the Internal Revenue Service puts its trust in the taxpayer. He is the
one in control of the facts. The agent has no way of knowing if he has
three or four children or whether the other facts claimed in his return
are true or not true. Therefore, it is not reflection on the integrity of the
taxpayer when the return is called for a verification; and that is all
it is, a verification of the facts given by him.

Mpr. Steep. In connection with your reference to these audits, perhaps
it would be helpful at this point if you would outline which audits are
mandatory and which ones are selected on a random basis.

Mr. Conex. T think a part of the problem of this or any other article
is a lack of understanding of the basic principles we follow in our
system. First I wonld like to describe the mathematical verification
process. Every return that goes through our automatic data processing
system is verified for its math. We don’t call that an audit. This is a
pure mathematical verification. The interesting thing to me is that
there were approximately 3.5 million corrections in arithmetic made
during this process last year. The taxpayer receives notice that it ap-
pears his arithmetic is wrong, and here are the results of our calcula-
tions.
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The number of returns which indicated errors in computation that
the taxpayer made against himself, to his own detriment, last year
amounted to 1,400,000, About $82 millien was refunded to these tax-
payers by the Internal Revenne Service without any request on their
party in fact without knowledge on their part that they had overpaid
us. This is not indicative of a desire on the part of the Internal Reye-
nue Service to get+the last buck. These people did not know they had
overpaid us. It is true, of course, that the other 2 million people whose
returns we verified made mistakes the other way. The objective of our
whole existence is to determine the proper tax, not a penny more and
not a penny less.

Now, why do we choose a return for audit? Very few are chosen at
random. Random selection is only used as a scientific device to show our
other methods are working. The reason a return is chosen for audit is
that there is some characteristic about it that leads one to believe there
is an error. So you would think in the overwhelming majority of those
chosen for audit there was a substantial error. Having chosen about
3.5 million, which was the capacity of our manpower last year to andit,
we discovered 38 percent of those were absolutely correct. We veri-
fiedd the figures with the taxpayer and the taxpayer was able to
show his claimed deduetions, et cetera, were correct, and in each such
case the taxpayer received a letter that after verification the return
was :lccepte{f as correct.

Another 7 percent. received refunds because it was determined
that their tax was overpaid. Something in the neighborhood of $154
million was refunded on those returns, That is 45 percent of all the
returns filed that were chosen for audit because it was thought there

was error and were found not to have errors or to have errors in favor
of the taxpayer.

When you get to the end of that statistical road you find 55 percent
of those chosen for audit did have errors and adjustments were made
of over 83 billion, about evenly distributed between individual and
corporate adjustments, about $1.5 billion in individual adjustments
and about the same, $1.5 billion, in corporate adjustments.

So the process is not one of extracting the last dollar, as some have
alleged. The process is one of determining the right tax.

Now, we have an agent determine the facts. That is his only job; he
is not a lawyer, he is not a judge; his job is to determine the facts and
apply the law as written.

The taxpayer, of course, has a right to be represented by a lawyer or
an accountant and most taxpayers with complicated problems are
represented. Our agents are instructed to be extra careful with tax-
payers not represented to be sure he understands the procedure and
the law.

The taxpayer, when he receives his preliminary notice from the
agent, is informed that if he disagrees with the agent he has certain
rights of appeal. Some rights are provided by the Internal Revenue
Code, but many are provided by the machinery we have set up to
eliminate as many disputes as possible. The amazing thing about
our system is that so few disputes arise. Some hundred million returns
were filed last year and $148 billion was collected last year. Forty-
eight million refunds amounting to $7.5 billion were made. When you
think of the number of pieces of paper and the questions involved,
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the miracle of the system is that it makes so few errors. This is not to
say we make no errors; we are human beings,

The taxpayers, 55 percent of those audited, have received notice
that the agent proposes an adjustment, They have an appointment
and discuss these adjustments with the agent. Most of them are agreed
upon at that point. If he chooses, the taxpayer has two administra-
tive rights of appeal which we have been constantly liberalizing over
the last few years. The first appeal is one we encourage all the small
taxpayers, the ones with factual questions or involving a small amonnt
of money, to go through, because it is the least formal and the most
accessible to him and will work best in that kind of case. This is what
we call the district conference procedure. If he has a claim of Jess than
$2,500 he merely has to call or write the office and say he wants an
informal conference and it is granted. No formal legal documents need
to be filed and he does not have to be represented unless he chooses it.
The person who hears his appeal is independent of the person who sef
up this original claim or adjustment. Conferees will sit permanently
in a great many cities, 50 or 60 cities aronnd the country, and when the
need is there he rides circuit to the smaller towns through the varions
States so that nobody has to travel any great distance to accomplish
this informal face-to-face conference with a man independent of the
audit procedure,

Most of the cases are disposed of right liere. The taxpayer may not
have understood the importance of the matter or he may not, have been
able to properly focus on the problem, and in most cases, over 75 percent
of the cases, are disposed of right there, That is the end of the road.
sometimes because the taxpaver understands now and gives up, and
sometimes because he has produced more facts and we are able, on dis-
covery of those additional facts, to reduce or eliminate the amount of
the claim.

The second level of appeal is for those taxpayers still unhappy after
this first procedure, and I think 40,000 took this first procedure,

Mvr. Rogisox. 40,000 ont of how many ?

Mr., Conex. We start with 3.5 million and 40,000 took the first
procedure.

Mr., Conte. You enivhasize the fact the person is advised he has the
right of appeal and the right to have a lawyer. Do you advise him im-
mediately that he has a right to have a lawyer?

Mr. Comex. The audit procedure is not a legal procedure. Tt is a
factual determination. There is no formal instruction to him that he
should have a lawyer. The problem there is that we might scare him
into believing he has to he represented. He doesn’t have to. The rules
sav he can be represented if he chooses, and we make that clear to him.

Mr. Coxte. But he has a right to a lawyer ?

Mr. Conex. He has a right to a lawyer or an accountant.

Mr. Coxte. The Reader’s Digest mentioned cases where the taxpayer
was not allowed to call a lawyer.

Mr. Conex. I will get to that allegation later.

The Appellate Division is where we suggest people with complicated
cases go, or people dissatisfied with the first conference. The A ppellate
Division sits in about 40 cities permanently and likewise rides ¢ireuit
to cities where there are problems, so that, again, the taxpayer does
not have to go great distances to have a conference, The appellate con-
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ferees are 700 in number. They are completely independent of our
whole field of operation. Their line of authority runs from me in
Washington and does not come from anybody in the district office that
has anything to do with asserting the deficiency. I think both the bar
associations and the accounting groups have applauded this effort and
this procedure has been successful.

Mr. Steep. How long has it been in effect ?

Mr. Conex, The appellate procedure has been in effect for 50 years
or more. The informal conference procedure, which we just improved
this year or late last year by going to this $2.500 no-document-needed
stage, has existed for 10 or 15 years in various forms and we have been
constantly trying to improve it. My conferences with the bar and ac-
countant groups indicate to me that it is going very well, and I am
constantly seeking improvements.

About 26,000 cases a year go the Appellate Division route and the
figures get a little more startling here because 90 percent of all the
cases that go into the Appellate Division are disposed of by agree-
ment. The taxpayer and the conferee agree on a deficiency—or lack
of one. The issues have been sharpened and they agree. Five or six per-
cent are defaulted. The taxpayer does not show up : they decide to drop
it. Only 3 percent of the cases that went through our Appellate Di-
vision last year went to the courts,

The startling fact in the United States—and this startles everyone
I have discussed this with, particularly abroad—is that we have so
little tax controversy. We have less tax cases going to the court system
in the United States than in a country such as West Germany, which
has about one-third of our population. Germany has a fine system. T
think ours is better. This is the miracle of the system. The taxpayer
is notified throughout this procedure as to how he can proceed. In
order to keep down the burden on the courts we encourage the tax-
payer to come in and discuss the case with us, and I think we do a
creditable job. That is not to say there is not a better way of handling
cases, We are constantly seeking to find better techniques. We have
over the years improved and hope to improve even more,

We now have electronic retrieval capability which gives our con-
ferees the ability to know what kind of cases are pending around the
country. I have demonstrated that technique to you here when it was
used in our chief counsel’s office. It is now being used and spread to
our regional appellate division offices so that we can simultaneously
or relatively quickly know around the country the way cases are arising
all over the country and the way they are being handled in other
places so that we can be fair, That is, so we can treat the taxpayer who
lives in Oklahoma the same as we treat the taxpayer who lives in Massa-
chusetts, New York, California, or wherever he might be.

That s not to say that 5 vears from now we wonld not have better
techniques, T hope that we will. Under the present state of science and
the present state of the human mind, the techniques are rather sophisti-
cated and T think from this discussion that you will see they work
pretty well. We are not relying completely on this alone to keep the
system going. We understand tﬁat in a system like ours where the con-
fidence of the people is the critical factor between great success, and
great effort on the other hand to bring a system up, one must have
critical analysis constantly. Therefore, we have gone out to solicit

82-750—67——2
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criticism of our system, aggressively solicit eritical comments on the
Revenue Service.

We do this in a rather unique way for almost any organization in
the Governiment, and I might say & number of foreign governments
have now observed the system and think they might want to adopt it
for their countries. We have on the national level a Commissioner’s
Advisory Group. This Advisory Group consists of lawyers, ace ount-
ants, both certified and noncerfified, businessmen, business tax repre-
sentatives, members of the teacliing profession. They are chosen on
recommendation from public bodies. We ask the bar association to
recommend people. We ask the American Institute of Certified Public
Accountants to recommend members. We ask the National Society of
Public Accountants to recommend members. We have recommendations
from an organization called Tax Executive Institute who represent the
tax officials of large corporations. This group meets with the Commis-
sioner and his staff’ here in Washington four times a year, nusually
for 2-day meefings, sometimes longer. The agenda is set by joint
recommendation; that is, each of these groups has the right to put
any item on the agenda, discuss any item it wishes. We bring up onr
iteins. The purpose is to find out what we look like to other people.

We know it is difficult to engage in self-eriticism, so when we have
a new program, for example, when our informal conference procedure
was being clarified, we presented this program to this group well in
advance of its dissemination to our own offic es, or'of its adoption, to
find out if the representative citizens of the United States think it
would work and what suggestions they might make.

It has been an excellent sounding board. Theyv can bring us the
eriticisms that they hear from their organizations, from their fellow
members, and the public, and they can help us in transmitting the
ideas that we have for improve ements. We similarly have such groups
meeting with our district offices and our regional offices around the
country. Each tries to discern what problems there are, what pmhhm«
are arising, so that we can head them off before they become major i
consequence.

I think that you ‘can see'we are hot walking away from criticism.
I think that healthy, constructive eriticism is the way to find better
methods of running Government, or private institutions, for that
matter. ' '

The problem that concerns us all is the problem that has been around
since the beginning of time. One of my favorite quotations, and I may
have used it before this committee hefore, is fmm Edmund Burke,
who was a friend of the American colonists, you recall, during the
Revolution and prerevolutionary period. ]imlm said : “To tax .mnl to
please, no more than to love and to be wise, is not given to men.”

Our agency is the agency that stands between the Congress which
enacts the laws and the t taxpayers who must pay the taxes. T ]1(‘[1)!"!:11\
if the taxpayer feels aggorieved, and unfortunately the seat of man’s
sensitivities is usually his pocketbook, so Jefferson once said, he t *1Lm
it out not on himself and not on you gentlemen either, but on us, So
it will be forever. We just have to be stoic about it.

I am pleased to say that most taxpayers understand their responsi-
hl]llnu. do a job, and, if errors are made, attempt with us, in the best

ray we both can, to find the right answer. As you can see, the numbers
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of disputes which arise are infinitesimal when compared with the num-
ber of disputes which might conceivably arise. We are seeking better
techniques all the time. }

Another thing I might add, and this is perhaps a personal distress
to me, as I indicated, this Commissioner reads his own mail. He is
appointed by the President with the advice and consent of the Senate
for the purpose of overseeing an agency that is, perhaps with the
exception of maybe the Defense Department, the most 1mportant
agency of the U.S. Government. Without a revenue system no govern-
menv rans,

With an inefficient revenue system, most countries break down. The
Commissioner’s job is to represent the people. Most of the Commis-
sioners of recent years have been appointed from outside of the Goy-
ernment, from the private sphere, and have had experience on both
sides of the fence, so to speak. They understand the revenue system
both as it works from the Government side and as it works and affects
the taxpayer, X

It is rather distressing to find people who feel that the Commis-
sioner has become part of a “system” which is designed “to get
people.”

I do not conceive my job that way. I try to get out whenever I can,
whenever the workload will permit, to visit field offices, talk with our
regional rank-and-file employees to find out what their problems are,
to meet with accounting and law groups around the country.

Last week in a trip to the American bar convention I met with three
CPA societies, a couple of bar groups, and tried to discuss with their
members what problems they have. 1 am pleased to say that I got very
few real complaints. I had some constructive suggestions for improve-
ments but no real feeling of distrust of this agency.

These people are the ones who deal with the Revenue Service on a
day-to-day basis on enough cases so they get a measure of the Revenue
Service. Unless I have misunderstood all of the signs that I see, I read
the Revenue Service as being a fine, healthy organization. I think it is
composed of 60,000 of the finest people in America, trying to do a job.
It is my job to oversee them and I must say that in the 214, almost 3
yvears, that I have been Commissioner I have done it with pleasure. 1
have felt that I could be proud of the accomplishments of the organi-
Zation.

With that general opening, I would like to go into a few details of
the particular article so that you might point any questions at partic-
ular aspects of the thing that you might desire.

(The document follows:)







REPORT ON ARTICLE IN AUGUST READER’S DIGEST

Prepared by Internal Revenue Service

An article in the August issue of Reader's Digest, entitled “Tyranny in the
IRS,” containg too many half-truths, distortions and unsubstantiated conclu-
sions to remain unanswered, the IRS said today.

Testifying this morning before the House Subcommittee on Appropriations
headed by Congressman Tom Steed of Oklahoma, Commisisoner of Internal
Revenue Sheldon 8. Cohen gave a detailed report on each of the eases mentioned
in the article.

While recognizing that honest criticism is desirable and necessary, TRS must
réspond to unfounded charges, since the most vital element in the American tax
system is publie confidence in the integrity and impartiality of tax administra-
tion.

The TRS said reputable publications make every effort to verify the truth of
allegations before printing them. However, in fairness to the anthor of the arti-
cle, had he songht to obtain farther details beforehand on some of the cases he
presents, TRS would have been unable to comply.

Under normal circumstances the law prohibits IRS from disclosing the details
of individual tax cases to anyone other than the taxpaver or his authorized
representative. This provision of law is designed to help insure privacy to the
financial affairs of the American taxpayer.

Only if the information becomes a matter of public record, such as throngh
court action, or if a taxpayer or his representative first makes publie disclosnre,
as in the cases described in the article, can the IRS reveal the full story.

In administering one of the most complicated laws in the world—to callect
each year more than $148 hillion needed for the Nation's security, welfare and
progress—it is inevitable that honest men will oceasionally have differences of
opinion.

It is also inevitable that, in processing 300 million documents, even the hest
managed operations and the most dedicated employees will make some mistakes.
It is humanly impossible to deal with anything on this mammoth seale and not
make some errors. The miracle of our fine system is that there are so few mis-
takes,

The Reader's Digest says its writer took six months, travelled 5.800 miles and
held 200 interviews in order to make sure he did not write about “disgrantled
cerackpots and conniving tax dodgers.”

This massive enterprise resulted in 16 instances of alleged wrong-doing by IRS,
considered worthy of inclusion in the article. The full story on these cases is
attached to this report and readers can judge for themselves the validity of the
conclusions in the article.

The article states that most TRS agents, “want to be just and reasonable™ but
criticizes the “system.” Conveniently overlooked is the efficiency and fairness with
which the “system” deals with 100 million taxpayers, filing 70 million income
returns, in a process that resnlts in 48 million refunds, totaling 87.5 billion. Most
of these refunds are made within 45 days from the date the taxpayer files his
return,

While, in the course of a year, 3.5 million taxpayers are ealled in to substan-
tiate their deductions and claims, some 25 million are given help and information
a8 to their obligations and their rights—as a part of this “system.”

Senator Edward V. Long of Missouri. whose Senate Suhcommittee on Admin-
istrative Practice and Procedure has investigated TRS—and whe has been eritical
of the Service—said in the Congressional Record of Angnst 21

“Fortunately, most Tnternal Revenue Service Agents are courteous,
considerate and helpful. Most citizens fry to cooperate with IRS, and
this, certainly, is as it should be. Our tax system depends on this great
degree of cooperation.”

11
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The misrepresentations in the article are too numerous to be refuted in detail.
A few examples of the most glaring ones, however, will give readers an oppor-
tunity to put the whole article into perspective.

As “proof” of some of the conclusions that “may sound ineredible to thoze who
have not vet been vietimized by IRS,” the article cites several sources of its
material. These should be considered in some detail :

“Conrt rulings"—In several cases the article makes the point that suspected
tax evaders were found not guilty, implying they should not have been brought to
trial. As everyone knows, it is the responsibility of the courts to decide whether
anyone has willfully violated the law. IRS does not determine guilt or innocence
in a tax fraud case, but only investigates the facts.

Under our legal system a grand jury must indict before anyone is heid for
eriminal trial. The fact that a court may aequit the individual means only that
the government was unable to prove beyond & reasonable doubt that eriminal
tax fraud was committed. Last year the conviction rate of persons indicted for
tax frand was 97 percent.

“Congressional Investigations and Unrefuted Sworn Testimony"—Several of
the cases cited in the article came from the hearings of the Senate Subcommittee
on Administrative Practice and Procedure. Reference to “unrefuted sworn testi-
mony"” is made several times in the article. Where it refers to statements made
before the Senate Subcommittee. the artiele does not make clear that these were
legislative hearings and not judicial trials.

Americans who have seen court trials know that “sworn testimony” does not
always produnce the complete truth, unless there is cross-examination by the
defense attorney and testimony of other witnesses to bring ont the whaole story.
In the subcommittee hearings there was no ¢ros camination of witnesses,

“Admissions by IRS officials themselves"—It the policy of IRS to admit a
mistake and at the same time to tell what has been done to correct the error and
what is being done to prevent it from happening again.

This policy is essential to maintain the confidence the American people have
in IRS for providing fair, courteous and impartial service to taxpayers. This
includes apprehending those few who would put an unfair tax burden on their
neighbors by willfully failing to pay their own proper share.

Among the most serious distortions in fthe article is reference to the addi-
tional taxes “extracted” from 1.9 million taxpayers for “alleged” errors found
during “special” examinations lagt year. These so-called “special” examinations
are nothing more than normal audits of returns selected through procedures
which identify returns most likely to contain errors in applying the tax laws.

The article then relates the 1.9 million taxpayers who made mistakes of this
kind to the 1,224 taxpayers who were found guilty of actual fraund-—with the
implication that taxpavers not convicted should not even have been questioned
in the first place. This implieation overlooks the difference between returns with
honest errors cansed by complexity of the law and the relatively few eases
where there was proof that the taxpayer wilfully committed tax fraud.

Furthermore the article does not bother to tell what happened to the remainder
of the 3.5 millicn returns that were selected for examination during the year.

Of those 2.5 million, over 1.3 million taxpayers were notifled that their returns
were accepted without change and 300,000 other taxpayers received £154 million
in refunds, because examination showed they had made errors which caused
them to overpay their tax.

These figures were not nsed in the article, presumably becaunse they.would
not jibe with the statements that IRS agents are judged by the “alleged errors”
they find and “how often they bring in meore dough."

Obviously, thousands of IRS agents and auditors, who found errors in some
refurns but also reported “no change” in 1.3 million returns or gave refunds
in 300,000 cases, were trying to do their job in line with IRS policy to determine
the correct tax—no more, no less,

In addition the article did not point out that IRS refunded $82 million to
1.4 million other taxpayers who made mistakes in arithmetic and overpaid
their taxes—further evidence that IRS seeks only the correct tax.

In March 1966, President Johnson made speeifie reference to these unexpected
refunds made by IRS in the preceding year, stating:

You have not forgotten that a good tax collector is not only efficient,
but a good collector also ought to be fair and just—and he shounld treat
the other fellow as he would like to be treated if he were on the other
side of the desk.
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Among the many misrepresentations of fact in the article, there is space
here to nail down only the most glaring examples of Inaceuracy ;

IRS maintained “a staff of specialists in illegal snooping.”"—As any law en-
forcement organization, IRS has a staff of investigators trained in the tech-
niques of detecting violations of the law. It has no staff of specialists in
“illegal snooping.”

“Wiretaps, bugs, spying equipment, lock picking devices were used.”—The
article does not say that Congress is econsidering a dozen bills on the subject
of electronic surveillance because the law is unclear. Nor does the article
point ont thet In over 300,000 ¢riminal investigations over, eight years, there
were only 94 wiretaps, 32 bugs, and 20 phone booth bugs—all in connection with
investigation of racketeers, gamblers, moonshiners and other eriminal evaders.

“Such lawlessness was encouraged from high levels of IRS.”"—Quite to the
contrary, all questionable use of electronic devices was stopped in July 1965 as
soon as it became known to top managers of the IRS,

“Top IRS bureancrats have tried to cover up and withhold data.”—The facts
are that in addition to more than a hundred letters and reports submitted to
the Senate Subcommittee by IRS, some 50 officials and employees were instructed
by Commissioner Cohen to testify “fully and frankly.” These included, besides
Mr. Cohen himself, an assistant commissioner, regional commissioners, division
directors, district directors, branch chiefs and supervisors.

The only data withheld from being spread on the public record by the sub-
conmnitt formation which inot be disclosed because of specific provi-
sions of r or which identified innocent third parties.

As a basis for its conclusions on IRS activities, the article mentions sibeom-
mittee interviews with 621 individuals and 2,756 pages of “sworn testimony.”
However, the article did not say that more thin half of these individuals had
nothing to do with IRS, They included manufacturers and salesmen of elec-
tronie devices, employees of other federal, state and loeal governments, college
professors, consultants, police informers and a varied collection of convicted
eriminals,

More importantly, the article did not mention the eases of the following per-
sons who were among the 621 individuals interviewed or who gave “sworn
testimony.” These individuals or their testimony are not mentioned because ap-
parently they would not have sustained the thesis of the arficle:

Ex-IRS agent John W. Harris of Boston, convieted on charges brought by IRS
that he was shaking down a taxpayer.

x-IRS agent Archie P. Sherar of San Francisco, dismissed for refusing fo
bring in his own tax records.

Ex-IRS agent Joseph Rasonsky of San Francisco, dismissed for insubordina-
tion.

ternard Spindel of New York, and Harold K. Lipset of San Francisco, wiretap
experts who served as consultants fo the snbcommittee and were later indicted
by a New York grand jury.

Ex-police official William M. Canaday of Kansas City, convicted of tax eva-
sion, whose appeal later wag denied.

Thomas Wheeler of Asheville, N.C., who testified he was wiretapped, with nei-
ther evidence nor reason to support such a claim, and who was convicted of tax
evasion (later reversed on an nnrelated technieality).

Anthony (Tony) Grosso, Pittsburgh gambler who testified he paid a Pitts-
burgh police lientenant $1,000 a month for protection and to be informed if the
“Teds” wiretapped him.

The Reader’s Digest article says ITRS can assert that a citizen owes taxes and
force him to prove he does not. The American system of taxation is a self-assess-
ment system in which the taxpayer tells the Government what he owes and not
vice versa.

As Vice President Humphrey said in a talk last year:

—+the American tax agents and the citizens are really on the same
team and they do not oppose each other in an atmosphere of distrust and
suspicion or contempt but rather meet with a feeling of mutual respect
* ® # You do not arbitrarily tell the citizen what he owes * * *

In complying with the Revenue laws, it is necessarily the taxpayer's responsi-
bility to establish facts peculiarly within his own knowledge. For the average
¢itizen, this “burden of proof” in an examination, is met with a simple state-
ment of wages, canceled checks, or receipts fo substantiate deductions and
payments,
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When taxpayers disagree with a revenue agent’s findings, they are advised
of their rights of appeal. For small taxpayers, district conferences are avail-
able with independent conferees stationed throughout the country. No formal
protest documents are needed when the tax amounts involved are $2.500 or less.
Last year nearly 40,000 taxpayers obtained such conferences. In addition, alinost
26,000 taxpayers took advantage of the TRS regional appeals procedures,

The article, in a gross over-simplification, say that IRS, at its whim, can
seize a taxpayer's assets, Collection of taxes from those who will not pay volun-
tarily is a necessary procedure in extreme cases, in fairness to those who do pay.

However, only when there is an overt action on the part of a delinquent tax-
payer to purposely dissipate his assets or to take them out of the country,
will the IRS seize assets without warning. In every other case, a person who
owes taxes is given ample opportunity to pay voluntarily. He is given several
written notices, afforded conferences and, if warranted by his financial condi-
tion, part payment agreements are worked out. Enforced collection is made only
as a last resort.

As Senator Frank Lausche of Ohio says in the Congressional Record of
August 2:

“—Every one of us realizes that to the extent that one individual
fails to meet his tax obligation, others are compelled to bear a part of
that delinquency.—"

The article quotes one U.S. Senator as criticizing TRS collection practices.
Yet it does not mention that Senator John Williams of Delaware. for example,
for more than 10 years has been encouraging IRS to take more prompt and
strict action against delinquent taxpayers,

In pursning its mission, the IRS makes every effort to treat all taxpayers
fairly, regardless of economic, political, or social status, whether they are man
agers or employees, judges or farmers, editors or members of Congress. As Senator
Williams told the IRS:

I do not object to my accounts being audited. Quite the contrary, I
have always taken the position that no official of government is too high
to be audited in exactly the same manner as is every other taxpayer, and
I would eriticize you if this procedure were not followed.”

Through the years, IRS has invited taxpayers to write to their Distriet Director
or to the Commissioner in Washington, D.C., when they think a mistake has
been made or they have received unfair treatment. This invitation continnes
in effect with assurance that IRS will consider every valid complaint and will
take corrective action wherever warranted.

(Details of individual cases mentioned in the Reader’s Digest article are
attached.)
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Washington, D.C.

SUMMARIES OF CASES MENTIONED IN READER'S DIGEST ARTICLE
OF AUGUST 1967

My, Michael Darrah—Kansas City, Mo.
and Kenneth R. Layne

The Reader’s Digest alleged that IRS agents “intruded upon” Mrs. Darrah,
who “pleaded with the men to come back another time"”: that she was not per-
mitted to eall her father and advised not to call a lawyer; and the “terrified
woman” was “being held a prisoner in her own home."

The facts are these:

An income tax investigation of Kenneth R. Layne, Mrs. Darrah’s father, was
begun in April 1961. An interview of Mrs. Darrah became necessary, as Mr.
Layne claimed unexplained receipts were partly her income turned over to him.

The interview with Mrs. Darrah, accompanied by her husband Michael whom
she wished to be present, took place on Sept. 14, 1961, at the U.S. Courthouse,
Kansas City, Mo. For the convenience of Mr. and Mrs. Darrah, the interview
began at 7:30 p.m. Mrs. Darralh’s information essentially corroborated her
father's statements about her earnings while living in her father's house.

Mrs. Darrah then read a statement containing the gist of her testimony which
had been prepared after she finished, discussed it with her husband, stated it
was true, but refused to sign it until her father had read it. Although the agents
would not permit the unsigned statement to leave the office, they agreed she
could bring her father, or anyone else of her choice, back to the U.S. Court-
house to read it there. The interview ended before 10:00 p.m.

During this interview, the agents learned Mrs. Darrah was expecting a child
in early January 1962. Because of this, she was not contacted again until after
her baby was born. Kenneth Layne’s attorney informed the agents late in January
1962 that the baby had been born a week or two previously. On Feb. 7, 1962 she
was telephoned for an appointment to obtain her signature on her statement pre-
pared in September 1961.

Mrs. Darrah invited the IRS agents to come to her residence at a time when
Lier hushand could be present. She said she would eall back and set up a definite
appointment, which she did a few days later.

By appointment the agents met Mr. and Mrs. Darrah at their home, arriving
about 9:30 am. on Feb. 15, 1962, The subsequent interview disclosed changes
were necessary in the original September 1961 affidavit, and it was retyped at the
Darrah home.

After reading it and discussing it with her husband, and with her father or
his attorney, Mrs, Darrah signed the corrected affidavit at 1:30 p.m.

Mr. and Mrs, Darrah, who were pleasant and cordial during the entire visit
af their home, served the group coffee around the noon hour, and did not ask the
agents fo leave or to return at another time. Mr. Darrah was present the entire
time. Neither agent, at any time, attempted to prevent her from telephoning her
father or anyone else. As a matter of fact, she did telephone her father or his
attorney.

The Reader's Digest says Mr, Layne “ultimately” was absolved of any wrong-
doing. He was indicted by a Federal Grand Jury Feb. 27, 1964 on two counts
charging income tax evasion. His trial was held in December 1964, and he was
acquitted on the day before Christmas 1964, These events fook place nearly
three years after the interview with Mrs, Darrah. The Reader’s Digest concludes
that Mrs. Darrah’s unfortunate nervious breakdown was directly caused by the
interview,

15
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Lew M. Warden, Jr—Alameda, Calif.
The Reader’s Digest alleged that attorney Lew M., Warden, Jr. “patiently
answered questions” about his tax return but refused to surrender files con-
ing his clients, which “an IRS agent demanded,” As a result IRS “arbitrarily
llowed his legitimate business deductions for three ars,” seized his bank
account and confiscated his sailboat, then *“after hounding his for 33 months”
swidenly dropped all charges against him.

These are the facts:

When an examination of Mr. Warden’s tax matters was begun in June 1962,
he refused to answer questions about his tax returns and refused to make his
records available to the examining officer. The records requested were those
relating only to his personal financial activities and his personal tax situation,
not as the Reader’s Digest says, records which contained *confidential informa-
tion™ about Mr, Warden’s clients.

For over two years, Mr, Warden refused to produce his husiness records to
verify certain items on his return, and twice refused a conference to discuss
his tax situation. In order to determine Mr. Warden's correct tax, the IRS had
to gather information independently to substantiate certain items of expense
claimed for the years 1959, 1960 and 1961.

Lacking Mr. Warden's records to support his elaimed deductions, IR proposed
certain adjnstments calling for additional tax on the returns at issue. Mr, Warden
wrote to the San Francisco IRS office, refusing to accept the deficiency findings.
In a subsequent letter to IRS, Mr. Warden concluded with a desire to avail him-
self of the IRS appeal procedure.

With the ease therefore transferred to the IRS Appellate Division, Mr. Warden
appeared in April 1963 at an Appellate conference, but again refused to supply
his business records. In December 1963 a statutory notice of deficiency was is-
sued, showing the proposed adjustments to his returns,

A month earlier, in November 1963, Mr. Warden started an action in District
Court, alleging that certain individuals employed in IRS8 had acted arbitrarily
in proposing certain deficiencies in his 1959, 1960 and 1961 tax returns. The com-
plaint further said that the defendents had schemed and conspired to deprive
him of his llin\tltnlll’lllﬁl rights.

On Jan. §, 1964, Judge Zirpoli dismissed Mr. Warden's complaint. The Court's
findings inc lmil-d the statement that the acts of IRS employees were undertaken
solely to determine Mr, Warden’s correct tax for the three years in question, and
that none of these acts was undertaken for the purpose of denying him any
right, privilege, or immunity guaranteed by the Constitution.

Mr. Warden filed an appeal ; he subsequently dropped the appeal. In February
1964 Mr. Warden filed a petition with the U.S. Tax Court, on his income tax
deficiency for 1959, 1960, and 1961.

At a pre-trial conference in November 1964, Mr. Warden gave the first indi-
cation of cooperation by informing members of the IRS Regional Connsel's staff
that he was compiling records to substantiate expenses on his return, Two monihs
later, in January and February 1963, Mr. Warden finally made them available
for examination at his place of business.

With the records thus available, it was at last determined that no additional
tax was due. But this occurred only after Mr. Warden made his records avail-
able, a reasonable action which, if taken at the time of the initial request for
them, might have saved both taxpayer and government time and money.

The Reader's Digest says Mr. Warden unfairly had his bank account “seized"
by the IRS, which also “confiscated his sailboat.”

Mr. Warden owed taxes reported by him on his original returns, He was
seriously delinquent in payment of these taxes; taxes which were not in ques-
tion. The Collection Division, in activities entirely distinet from the examination
of his tax returns, made numerous efforts to collect these taxes, admittedly
owed by Mr. Warden. Only after he refused to submit financial data which would
have enabled IRS to determine whether collection could be deferred; he was
informed in June 1964 that action to colleet the tax would be necessar v

On June 25, 1964, a levy was served on his bank account, and on .]111_\- 17, 1964,
his auxiliary sloop was seized in the yacht harbor where Mr, Warde t kept it
moored. These actions were unrelated to the examination of his tax returns ai nd
proposed additional tax. They took place as part of enforcement action to ¢ qollect
taxes seriously delinquent in payment.

On Aug, 4, 1964, Mr, Warden made full payment on all his existing tax liabil-
ities, and his boat was released to him.
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Businessman (unnamed)—Tennessee

The Reader's Digest alleged that an IRS agent opened a taxpayer's persanal
mail and showed a copy of a letter from “another woman® to the taxpayer's wife,
trying to anger her so that she would agree to inform against her husband.

The facts are these :

This allegation is substantially true, An investigation made by 1RS at the time
of the incident which occurred on October 15, 1962, confirmed that the agent did
show a copy of a letter to the taxpayer's wife.

IRS npeither anthorizes nor condones such conduct on the part of its employees.
IRS employees are instructed never to remove from a taxpayer's office any rec-
ords or books of account without the taxpayer's permission or due process of
law. The IRS investigation resulted in disciplinary action being taken against
the employee,

Roger Logan—Detroit, Mich.

The Reader's Digest alleged that IRS “slapped” liens on the suburban Detroit
home of Roger Logan (real name not given by the Digest) simply because ‘tit
had two old claims against someone with a similar name.”

The facts are these :

On Nov. 8, 1950, IRS filed a lien against a “Roger Logan” (note the absence of a
middle initial) of a Detroit street address for unpaid income taxes, On March
8, 1961, IRS filed a second lien against the same “Roger Logan,” now living
at another Detroit streef address, for additional unpaid taxes.

In the late summer of 1865, another individual, the one identified in the Digest
article as “Roger Logan” of suburban Detroit, sought to sell his home. This
individual had a middle initial which we will call “X". “Roger X. Logan's"
property title was not cleared,

On Sept. 1, 1965, Mrs. “Roger X. Logan” came to the IRS office to clarify the
matter, Displaying cancelled checks to show that the “Logans” had paid all
their taxes, Mrs, “Logan” requested an immediate release of the lien. IRS cannot
give a release of outstanding liens until it has been determined that the tax
liability is satisfied, and Mrs. “Logan’s” eancelled checks were not in payment
of the tax covered by these liens,

An IRS clerk explained to Mrs, “Logan” that the IRS would ¢heck out the mat-
ter but that it would take several days. Since Mrs. “Logan” indicated that she
wanted an immediate release, the clerk, apparently assuming Mrs. “Logan” was
the taxpayer named in the liens, advised that the only way this could be accom-
plished would be for her to pay the tax and then file a claim for refund. This in-
dicates that during the discussion both the IRS clerk and Mrs. “Logan” were
unaware that a case of mistaken identity was involved.

That same day Mrs. “Logan” discussed the matter with her attorney, The
attorney and IRS were able to substantiate the fact that the lien was not against
“Hoger X Logan."”

On Sept. 2, a certificate of non-attachment was prepared releasing “Roger X.
Logan” from the effects of the lien, and Mrs. “Logan” was notified by telephone.
Mrs, “Logan” or her attorney then secured the certificate and the title was cleared

Noel Smith—Taylor, Mo.

The Reader’s Digest alleged that “farmer” Noel Smith had his books checked
for nine years without IRS telling him it suspected “any significant irregularity.”
Other allegations are that Smith's assets were seized, that he was presented with
a bill for over $501,000 and that IRS later decided he “actually owed £54,573 in
taxes.”

The facts are these:

The Reader's Digest article in reciting certain facts does not give the reasons
behind the facts and the full story does not support the conelusions drawn in the
article,

Mr. Smith, like any other taxpayer with a large income. a variéty of complex
financial transactions and numerous business interests has had his returns
examined nearly every year. Taxpayers in higher income brackets have learned
to expect as routine an examination of each year's return.

In 1953 an examination was begun of Mr. Smith’s 1951 and 1952 tax returns,

secause of apparent understatement of income and a lack of records, an extensive
investigation was necessary. Developments during the examination extended the
audit to include the years 1946 to 1953. Mr. Smith could ha rdly have been unaware
at this point that IRS suspected “significant irregnlarities,”
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In July, 1956, while conferences were being held with Mr. Smith or his repre-
sentatives to discuss the proposed tax adjustments, IRS learned that Mr. Smith
was attempting to dispose of his principal holdings, thus jeopardizing eventual
collection of any tax. To protect the Federal Revenue, on Aug. 9, 1956 notices
of liens were filed for a total of $375.688.45. No further collection enforcement
action was deemed necessary at that time.

In July. 1957, IRS learned that Mr. Smith was transferring his asrets to
another country. Thus, it became necessary to enforce collection by serving
levies on tenant farmers, grain elevators, banks and life insurance companies
holding assets belonging to Mr. Smith, Beginning in Oectober 1957 there were a
series of court actions initiated by Smith to restrain the collection of his taxes.

During this period. 3,285 bushels of grain were seized by IRS and sold to avoid
destruetion of the grain by flooding of the storage nunits, IRS agents were present
when the grain was removed by the purchaser. There is no evidence of destrue-
tion of Mr. Smith's property by anyone. Proceeds were ceredited to Mr. Smith.

Ultimately, in October, 1960, it was determined that for the period 1946-53
additional tax due totaled $54,573.11. Mr. Smith paid this amount together with
other taxes and interest due for 1956 and 1957 totaling $102,270.32.

The reduction in tax was due primarily to adjustments in inventories and cost
basig of real property In compiling the net worth statement on which the tax
was based, the TRS used the inventory and cost figures reported on the tax
returns, These amounts were changed because Smith established that the amounts
previously reported on his tax return were not correct.

After settlement of the 1946-53 tax, an examination was made of the 1956-
1959 returns and refunds of $6,559.47 for 1956 and $1,762.01 for 1957 were made,
These refunds were based on net operating loss carrybacks for 1958 and 1959,
A refund check of $8,321.48 plus interest was sent to Mr. Smith in September 1961,

Subsequently, elaims of $7,820.12 for 1957 and of $4,834.27 for 1960 were filed.
These ¢laims were disallowed by the IRS and Mr. Smith filed suit. The case was
settled and a refund allowed for the 1957 claim. A check in the amount of

$9,812.43 covering refund plus interest was issued in March 1965,

Gordon W, Warren—Richland, Mo.

The Reader's Digest alleged that IRS agents demanded of Mr. Warren, presi-
dent of a bank in Richland, Mo., the records of a depositor and that Mr. Warren
was threatened with fine and imprisonment if he attempted to notify the
depositor.

The facts are these:

During an examination of a taxpayer's returns in 1961 it became necessary
to examine records of the Pulaski Bank. Two Revenue agents on April 13, 1961,
asked Mr. Warren for these records. Mr. Warren asked first to notify the
depositor and did, in fact, make a telephone ecall to the depositor who could
not be reached at that time. Mr. Warren declined to supply the information.

The agents cited their legal authority to have the information and in fact
read to Mr. Warren the exact language of the law including the provisions
which state the penalty for violation. Mr. Warren was not threatened in any way.

On May 18, 1961, IRS agents again visited Mr. Warren ; he agreed at that time
to supply the requested information. It was actually supplied early in June 1961,

Informing any person of his obligations and rights under the law is required
of Revenne agents. They would be remiss in their duties not to do so.

Waitress—Richland, Mo.

The Reader's Digest alleged that an TRS agent threatened to confiscate and
“dispose of” a waitress's car unless she paid a tax bill that day: that only after
spending days getting a sworn affidavit documenting deductions was she able to
get IRS to admit the bill wan't owed.

The facts are these:

Additional tax plus interest was assessed on a joint return filed for 1962 by
the waitress and her husband after they failed to supply requested information
concerning dependents claimed as exemptions on their return. They were notified
of the assessment July 24, 1964, and payment was requested. Additionally,
requests for payment were mailed on Sept. 29, 1964, and Feb. 16, 1965, and a
final balance due letter was mailed March 16, 1965.
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The case was then assigned to a Revenue officer on April 20, 1965. He found
no one home on May 7 and June 14, but finally found the taxpayer at home on
July 19, She said she would try to borrow the money at the bank and bring her
tax return preparer to the IRS office on July 21 to sabstantiate proof of the
exemption, The appointment was not kept by them.

On Sept. 1, the Revenue officer left a note at the residence asking the taxpayers
to phone him. She did and made an appointment for Sept. 7 but on that day the
tax preparer was ill and the meeting was postponed until Sept. 14. The Sept. 14
appointment was not kept.

Finally on Oct. 5, the Revenue officer filed a lien, and notified the taxpayers that
he was prepared to seize their auto and truck., The seizure was not made when
she said she would try to get a bank loan. While two Revenue officers waited
she arranged for the loan. This was the day described by the Reader's Digest.

Gordon W. Warren, the bank president (see case above, said the check would
be mailed to arrive on Oct. 11. When the check did not arrive on Oct. 12, the
Revenue officers went back again to get the check or seize the car and truck.

This time Mr, Warren said the check would be mailed the following day. It
was received on Oct. 14, 1965, nearly 13 months after the first notice. As part of
the loan agreement with the bank the taxpayer agreed to get proof of the exemp-
tion so a refund could be made and the loan repaid. Proof of the exemption was
provided and a refund credited.

Fred and Katherine Tomlinson—Richland, Mo,

The Reader's Digest alleged that IRS, without warning, seized the bank account
of Mr, and Mrs. Tomlinson for overdue taxes. After the seizure, Mr. and Mrs.
Tomlinson mailed a eancelled check to IRS proving they had paid their taxes in
full.

These are the facts:

A 1962 income tax return filed by Mr. and Mrs. Tomlinson erroneously re-
flected a withholding tax credit. Properly prepared, the return should have
claimed the credit as an estimated tax payvment. On July 50, 1964, IRS sent a
letter to Mr. and Mrs. Tomlinson requesting information to assist in identifying
the eredit claim. The taxpayers did not reply.

On Oct. 9, 1964, the credit was disallowed and the taxpayers were notified that
the assessment was made. A check dated Dec. 23, 1964, was received in part
payment of the additional taxes.

On Jan. 20, 1965, not having received the balance, the IRS office sent a balance
due notice. Again no reply was received. A notice of levy against their bank
account was served by a Revenue Officer on March 31, 1965. Later that day, the
Revenue Officer received a call from Gordon W. Warren, president of the bank
(see case above), saying he had a copy of a letter from IRS and proof that the
payments had been made,

The Revenue Officer agreed to release the levy if he could get proof of pay-
ment. On April 6, 1965, he received the letter that had been sent by IRS on
July 30, 1064 (which therefore had been received by the taxpayers almost nine
monihs eariler), There was also proof of payment made by two checks, one on
Sept. 24, 1963, and the other on April 6, 1964. The notice of levy was released
on April 7, 1965.

Jerry G. Pfaister—Chicago, I1.

The Reader’s Digest alleged that IRS attached Mr. Plnister's salary “without
warning,” and that “only later would IRS give him a letter admitting that it
had made an error and he owed nothing.”

The facts are these ;

Mr. Pfnister filed a joint return for 1965 without paying the tax due on May
27, 19606.

On that date TRS mailed Mr. Pfnister a first notice to which he responded
on July 18, 1966, with a partial payment. Two more months passed without
further payment,

On Sept. 5, 1966, the couple was notified by mail that their account was being
assigned for collection due to its delinquency, and they responded with a sec-
ond partial payment on Sept. 14, 1966, There followed a period of five months,
during which time no further reduction in the balance took place, despite
repeated telephone calls, letters, and personal contaets from IRS.
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Finally, in response to a eall on Feb. 10, 1967, Mr. Pfnister on February 13
telephoned and agreed that he would pay another partial payment immediately
and send the balance due on his delingquent tax account by March 6, 1967. The
day after the call, Mr. Pfnister did send another payment as he had promised,
and then in early March he remitted two separate payments, to cover the
balance. But, one of the two payments was inadvertently sent to the wrong IRS
office,

Sinee the colleetion office was unaware this payment had been made, it faced
a4 situation in which Mr. Pfnister apparently had disregarded his own pledge
of the month before, and IRS had no other course of action left but to levy on
his salary.

After the Notice of Levy had been served, Mr. Prnister on April 5, 1967,
visited the IRS, presented ecanceled checks, including the misdirected check,
showing payment of his delinquent taxes in full, although he still owed some
accrued interest. He paid the balance due and then asked that his employer be
told the reason for the levy on his salary.

Immediately on learning the situation, TRS contacted the employer hy tele-
phone, offered a verbal apology in behalf of Mr., Pfnister and an explanation
for the service of the levy. Mr. Pfnister then was given a Release of Levy for
his employer, with a written explanation. These specific efforts were made to
clarify and explain the serviee of the Notice of Levy.

This is a far ery from the Reader's Digest conclusion that “This eallous dis-
regard of the rights, feelings and welfare of ordinary people goes on all the
time."”

Claude F. Salter—San Francisco, Calif.

The Reader's Digest alleged that Claude F. Salter, formerly Chief of the
San Francisco Audit Division, was demoted because “he consistently said no”
to “superiors who asked special treatment for certain taxpayers.” The article
further alleged that IRS “tried to have him declared unfit by ordering him to
the U, 8. Public Health Service Hospital” and improperly implying that Mr.
Salter was mentally ill

The facts are these:

The voluminous record of a long series of hearings and appeals on Mr. Salter's
demotion does not indicate any evidence that Mr, Salter’s superiors ever asked
for special treatment of certain taxpayers as alleged by the Reader's Digest.

Over a period of years Mr, Salter had exhibited personality traits that made
it impossible to retain him in a management position.

When Mr. Salter's views were in conflict with those of his superiors, he ex-
pressed his opposition with shouting and indisereet language. As an example,
on Feb. 8, 1963, he was informed that an agent under his supervision was to be
disciplined  because the agent improperly discussed the tax problems of one
taxpayer in the presence of another persomn without the consent of the tax-
payer. Mr. Salter objected vehemently, nsing lond and profane langnage. This
was one of a number of incidents in which he displayed inereasingly intemperate
conduet.

Singe Mr, Salter continned to behave in this manner, the possibility that he
might be ill arose. As a routine matter he was referred for a complete checkup
to the U, 8. Public Health Service Hospital., As a result of the examination he
was declared medically fit for duty.

Belleving that the best interests of the IRS required reassignment of Mr.
Salter to a position of less responsibility, the Regional Commissioner in San
Francisco transferred him to a non-managerial position in the Appellate Division.

When Mr Salter was demoted in September 1964, his salary was reduced
from $19,310 to £18,580. His present salary is $19.813.

Mr. Salter appealed this demotion to the Washington headquarters of IRS.
After a 3-day hearing in December 1964, the regional action was upheld. Mr.
Salter then appealed to the Regional Office of the Civil Service Commission
which conducted a 2-day hearing in July 1965. His appeal was rejected. Mr,
Salter next appealed to the Board of Appeals and Review of the Civil Service
Commission in Washington in October 1965. This appeal was rejected in March
1966, That same month Mr. Salter requested reconsideration from the Board of
Appeals and Review and this was denied.
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Donald R. Lord—Dedham, Mass.

The Reader’s Digest alleged that “three IRS agents pushed past” Mr. Donald
R. Lord, when he answered a knock at his door “one Saturday morning, still
in his pajamas.” After confiscating boxes of papers, and “threatening him with
a jail sentence if he resisted,” they left and subsequently “hounded” his relatives
and “even tried to question his 88-year-old grandmother.”

The facts are these:

On a Wednesday at 10:15 a.m., having made an advance appointment with
Mr. Lord (not a surprise visit as Reader’s Digest implies), three IRS agents
arrived at his house, and Mr, Lord fully clothed (mot in his pajamas) admitted
the agents.

Mr. Lord is the son of a deceased accountant for a taxpayer under investiga-
tion at that time, The agents sat at Mr. Lord's kitchen table, inasmuch as he
voluntarily produced the records they wanted to examine. Mr. Lord had no office
gince he is employed elsewhere and his father's records were at the house. The
agents inventoried the records, then removed them with authority of a summons
given to Mr. Lord. At no time was Mr, Lord threatened with a jail sentence if he
resisted.

The Reader’s Digest says “soon therafter, a neighbor phoned” reporting that
agents had been there that day asking questions “about you.” The neighbor who
phoned was Mr. Lord’s mother, wife of the deceased accountant, and the time was
about 8 months later.

On that oceasion and later, still seeking additional records in the principal
case, IRS agents contacted Mr. Lord’s relatives. There was no “hounding” of any-
body by anybody. Mr, Lord's mother had made it known that her deceased hus-
band's sister, Miss Marie A, Lord, had certain of Lord’s records. By pre-arranged
appointment with Miss Lord, and at her invitation, an agent ealled at her home,
Miss Lord’s aged mother was in the house, but was at no time questioned.

IRS agents did contact the deceased Mr. Lord's bank, to obtain records of
finaneial transactiongs between himself and the taxpayer under investigation.
This is not nunusual procedure under the circumstances.

The taxpayer who was being investigated and whose records were involved
was represented by attorney Lawrence O'Donnell, also discnssed in the Reader's
Digest article,

Lowrence O'Donnell—Boston, Mass.

The Reader's Digest alleged that accountant Donald R. Lord had engaged “a
distingnished Boston lawyer,” Lawrence O'Donnell, who was “suddenly” subject
to hostile IRS examination including questioning of medical expenses for opera-
tions, and who finally, in court, proved IRS was “in arrogant contempt of the
court order.”

These are the facts:

Mr, O'Donnell’s income tax returns for the years 1962 and 1963 were heing
andited. He songht through the courts to prevent the andits. On Jan. 25, 1966, the
U.5, District Court denied his request. Mr. O'Donnell appealed. Here is what
Federal Judge Coffin of the U.S. Court of Appeals said on July 11, 1966 :

“Appellant’s (O'Donnell’s) 1962 return was chosen for examination
because of a large bank deposit consisting mostly of bills of $100 or
more. His 1963 return was chosen for aundit by an agent who had no
knowledge of the prior selection, as the resnlt of a routine classifica-
tion of a block of returns, where claimed deductions for medical ex-
penses and Schedule C reporting of business income and expenditures
indicated the desirability of checking.”

Concerning “arrogant contempt” of court, the Reader's Digest alleges the Fed-
eral Court in Boston ruled “seizure of the business records completely illegal * * *”
but in that case, District Court Judge Wyzanski on April 13, 1965, found that
IRS was not in contempt and ruled ;

“® ® % T dismiss the petition with respect to civil contempt as well as
with respect to eriminal contempt.”

Federal Judge A. J. Julian told the rest of the story in his ruling on the first
of a series of legal actions pertaining to records of a tax client of Mr. O'Donnell.
Mr. O'Donnell’s tax client, convicted on April 7, 1967, of tax evasion of $40 425,
was sentenced to a 5-year jail term and fined $30,000. The records, legitimately
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obtained on April 18, 1962, from Mr. Donald R. Lord (see case above) by IRS
agents, were taken from IRS by Mr. O'Donnell in defiance of a court order.
In that case, Judge Julian ruled on Jan. 5, 1966, as follows :

“The conduct of respondent O’Donnell * * * constituted contempt of
court. This contempt persisted from Aung, 23, 1965, until Sept. 28, 1065,
when the records were delivered to the Clerk of this Court. I find the
respondent O'Donnell * * * guilty of civil contempt of court.”

Cirenit Court Judge Coffin, to whom Mr. O'Donnell appealed on July 11, 1966,
sustained the lower court and said ;

*The district court in its opinion dated Jan. 6, 1966, ably set forth both
factual findings and legal conclusions. Its order adjudged appellant
(O'Donnell) guilty of eivil contempt and ordered that the records in
controversy be made available to the Internal Revente Service for pur-
poses of a complete and unhindered examination for a period of forty-
five days.”

The Judge continned :

“The order, which appellant (0'Donnell) has been found below fo
have willfully disobeyed, was one link in a lengthy chain of events in
connection with an investigation of the tax liability of (names of the tax
clients,) It was preceded by summonses, refusal to produce, challenges
to their legality, petition for enforcement, a prior order of enforcement,
appeal, affirmance on appeal, and denial of a stay of enforcement by a
Supreme Court Justice * * +.

“The district court found these reasons (the ones advanced by Mr.
O'Donnell * * *) to be spurious and mere pretexts for the removal of
the records. The real reason for the removal * #* * was to prevent the
completion of the examination and to impede and obstruct the investiga-
tion of tax clients tax liability.”

The Reader’s Digest said Mr. O'Donnell proved “with testimony of one agent
who resigned in disgust” illegal nse by IRS of the tax records.

Regarding this testimony by the ex-agent, Federal Judge Andrew Caffrey on
April 7, 1967, said :

“Former Revenue Agent Donald Young left his employment at IRS
to take the position at the dog track becanse his superiors denied him a
promotion to which he felt he was entitled.”

In this opinion, Judge Caffrey further says:

“On direct examination Mr. Young testified glibly as to minute details
of conduct that ocenrred approximately five years prior to the date he
testified * * * On cross examination his manner was markedly differ-
ent, and even more different when queried by the Court at the conclu-
sion of re-direct and re-cross-examination.”

Webh & Knapp, Ine.

The Reader’s Digest alleges that TRS allowed the real estate firm of Webh
& Knapp to pile up tax debts over a period of seven vears and then wrote off
$26 million as uneollectible.

The facts are these:

The firm of Webb & Knapp is a huge real estate complex whose affairs are
involved and intricately interwoven through a number of corporations and joint
ventures,

The tax law permits certain “carryover” and “carryback” tax adjnstments
so that financial activities in one tax year may be reflected in tax returns of other
years. Consequently, it is a practical necessity for IRS to audit very large cor-
porations for as many as ten tax vears at a time,

This enormous complexity in corporate transactions and in the tax laws ex-
plains an accumnlation of tax debts. The andit takes time : counter-argument and
appeals take time,

In audits on the Webb & Knapp case. additional taxes and interest totaling
$27 million were fonnd for the years 1952 throngh 1959 and were assessed on
Nov. 16, 1965, IRS records show that the additional taxes were due to accounting
technicalities developed during the course of the audit and were not attrihutable
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to evasive reporting by Webb & Knapp or to any failure on the part of IRS to
colleet taxes known to be delinquent. A substantial portion of these additional
taxes are in dispute and the cases are pending in the U.S, Tax Court.

The Federal Distriet Court for Manhattan approved a petition for reorgani-
zation under the Bankruptey Act for Webb & Knapp on May 18, 1965,

In December 1965, IRS was advised the assets in the Webb & Knapp estate at
that time were approximately $2 million. No possbility of collecting the taxes
appeared likely.

IRS wrote off as uncollectable almost $26 million. This is an administrative
action which means that there are no assets or prospects of assets from which
to collect. The tax liability is not discharged by the “write-off.”

One account, larger than any anticipated payment, has been held open for
the application of any funds obtained through the reorganization.

American Shipping Companies—New York
SNtavros Niarchos

The Readers' Digest alleged that “similarly” to its handling of the tax matters
concerning Webb & Knapp, IRS “last year wrote off as ‘uncollectible’ a tax bill
of more than $23 million” owed by six shipping companies eontrolled by Mr.
Stavros Niarchos.

The facts are these:

That Reader's Digest is as wrong about this sitnation as it was about Webb
& Knapp, and furthermore nothing could be more dissimilar than the two situa-
tions,

First, no claims for taxes have ever been made against Mr. Niarchos as an indi-
vidual. Mr. Niarchos owned or controlled six American corporations, which owed
about $17 miilion in Federal taxes plus interest. These taxes were based on the
government’s contention that income of certain of the U.S. corporations was
improperly diverted to certain foreign corporations chartering and sub-charter-
ing seagoing vessels. These taxes are not written off as uncollectible.

The government was unable to collect these taxes. Faced with an imminent
expiration of the statute of limitations for collection, IRS in 1962 went to court
to get a judgment against the corporations for $17 million plus interest. As a
result of this action, the court in April 1966 granted judgments totalling $25
million. To date, the government has received $1,501,022.27 in return for not
seizing assets worth far less than this,

Thus, the six corporations admittedly still owe the government some $23 mil-
lion. This debt is outstanding, and the government may seize any corporate
assets discovered in the U.S. in the future.

Laiwrence L. Callanan—=St. Lowis, Mo.

The case of Lawrence L. Callanan is eited by the Reader’s Digest as an example
of “double standard” treatment, in which he was treated “quite differently”
from some taxpayers because he and his union Heutenant contributed to the
Democratic Party. The article says that the “IRS settled his unpaid tax debt
of £40,219.84 for a token $17,000.”

The facts are these:

The whole story, which could have been ascertained by checking with Mr, Calla-
nan, his lawyer or accountant, is that IRS collected the full tax and interest from
Mr. Callanan in a series of payments, the first of which was for $17.000.

In 1964, some time after Mr. Callanan had been released from prison, IRS moved
to collect outstanding taxes owed by him for the years 1950 through 1954 in the
amount of $40,219.84 which included taxes, penalties, and interest.

On April 30, 1964, IRS collected $17,055.65. (Mr. Callanan obtained this money
by getting a mortgage on his jointly-owned home and borrowing the balance.
This payment was greater than the forced-sale value of any assets IRS might
have seized.)

At the same time, and in accordance with long-established IRS procedures, a
collateral agreement was entered into providing for payment of the balance.
(Previous attempts to reach agreement on Aug. 2, 1960, and Sept. 20, 1962, sub-
mitted by Mr. Callanan’s lawyers were rejected by IRS as being inadequate.)

82-750—67——4
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Contrary to the article's statement of a total payment of $17,000, Mr. Callanan,
in accordance with the collateral agreement, paid & 6.14 on May 15, 1966, and
on Oct. 25, 1966, paid the final balance of $10,138.09 in taxes and penalties and
$11,874.36 in interest to the date of the payment.

Instead of settling his tax debt for $17,000 as the Reader's Digest said, he was
required to pay the full $40,219.84 plus $2,437.40 in additional int

————

Paul R. Campbell—Kansas City, Mo.

The Reader’s Digest alleged that an unidentified IRS agent, stopped by police-
man Paul R. Campbell for a traffic violation, caused the examination of Camp-
bell’s tax returns and that Campbell was “pestered’ for months with interro-
gations.

The facts are these :

The IRS is unable to identify the employee allegedly charged with a traffie
violation. However, an investigation shows that Mr. Campbell’s 1960 income tax
return was selected for audit by normal selection procedures,

Mr. Campbell was asked on May & 1961, for a form which was required to
complete his 1960 return. He was also contacted on Feb. 1, 1962, as a result of
comparison of data on his return with information documents required by law
to be furnished the IRS., This comparison led to the return’s assignment for
examination in May 1962,

Mr. Campbell was requested to bring his records in for examination on June ,
1962. The return was found to be correct as filed and the taxpayer was so in-
formed on June 20, 1962, two weeks later.

Mr. Campbell’s 1960 return was one of 45.666 returns selected for examination
through the regular procedures in the Kansas City District where nearly 640, 353
returns were filed in 1960,




Myr. Steep. Commissioner, before you take up the various cases cited
in the nltu.]e, there is a general question or two I would like to ask at
this point.

Who in your organization was interviewed by Mr. Barron during
preparation of this article?

Mr. Conen. As I recall this article, Mr. Barron has probably been
in to see some of our people on other matters. As I wc'-alll the facts on
this particular article, Mr. Barron did not come in to speak to any of
our people. Mr. Rosapepe is out of the room now unfortunately.

As I recall, Mr. Rosapepe telling me, Mr. Barron had been in to see
him about some other matters but not these particular cases. T don’t
know whether he '\pul\(‘ to any of the e ’mpln\'('(‘n directly involved.

Mr. Steep. Would it have heen possible for him to have gotten some-
body at the policy level to go over this material with him?

Mr. Comen. Part of the problem i, the answer to that is “Yes™ and
“No.” This is one of our difficulties in dealing with the press, as this
committee well knows.

The Revenue Code has provision which makes it unlawful for us to
discuss anyone’s private tax affairs as a public matter, The refurns,
the information we learn from the returns and audits, are held con-
fidentially under the law. The only way we can discuss these matters
is if the taxpayer himself chooses to make them public. In this case,
each of these taxpayers has chosen to speak with Mr. Barron and there-
fore I am at liberty to disclose our side of the case, or if a taxpayer
chooses to litigate or the Revenue Service must litigate, any material
that comes out in the courtroom is perfectly proper.

This is one of our difficulties,

Mr. Steep. Aside from the case history itself——

Mr. Conrx. Excuse me.

Hr. Rosapepe. On one case he did come in. He came in to discuss
one case.

Mr. Steen. In addition to the case history phase of the article, he
makes a statement that last year IRS subjected 3,500,000 returns to
special examination, exacting payment from 1.9 million citizens be-
canse of -||]mrm] errors. This type of information could have been ob-
t llnnf] from the material you produced before this subcommittee and
which was printed in the hearings.

Having had some experience with writing in my time, I am im-
|m’~~c-d with the impact this statement has, as it is printed, as against

what it would have sounded like had he included the remainder of the
material——

Mr. Conex. Which is the material T gave: the other side of the coin.

Mr. Steep. How many refunds did you make?

Mr. Conrx. 48 million.

Mr. Steep. All T want to do is point out that he could have had
proper access to that information. T am not questioning his right to just
print as much or as little as he will.
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Mr. Couex. That kind of statistical information could have been
easily explained. I think the words “special examination” in his par-
lance there connotes something there which we do not understand, and
I do not think that anyone who is involved understands.

An audit of a return is a routine procedure. A special examination
in our parlance, and I think in most tax people’s parlance, is a. fraud
investigation. There are only about 2,000 full-scale fraud investiga-
tions in the whole United States in any given year.

When you try to compare peaches and pears, you get rather odd-
looking results.

Mvr. Sreep. What I am trying to establish is that in addition to ma-
terial printed in official hearings in which yon participate before
various committees of the Congress, it is possible for a writer or a
newspaperman, for instance, to get information that would deal with
a particnlar program like your appeal system or policies that are gen-
eral throughout the system.

Mr. Conen. Yes, sir, I think from the hearings here and our annual
report which contains most of the statistical data. Perhaps it may be
that the gentleman tried and misunderstood or misinterpreted it.
I donot know.

Mr. STeep. Let us assume that a writer who had this sort of material
and this sort of reaction to it prior to his submitting it for publication,
suppose he had desired to get your side of the story, conld he have
gotten it ?

Mr. Conxx. Yes, sir. Particularly in these areas of procedures and
statistics. These services our Public Information Office generally
provides to all publications.

Mr. Steep. In that light, were any of the members of your staff in-
vited or given an opportunity or otherwise asked to participate?

Mr. Conen. Not that T am aware of at all.

Mr. Steep. In the material that would have been apropos to this
article?

Mr. Conen. No, sir.

Mr. StEED. Now, you may proceed with your statement.

Mr. Conex. I would just like to cover a few matters.

As was indieated, the gentleman indicates that he traveled 5,800
miles and interviewed some 200 people to discern some 16 cases. As
was written in that letter, even if the 16 cases were agreed on as facts
by both sides. I do not think that this is an indication that the system
15 out to get the taxpayer. I think that the premise is not, sustained by
the facts. T think, from the figures that T have given you, it would be
obvious to yon that T do not think that the facts even bear this out.

Senator Edward V. Long, who is otherwise critical of the Internal
Revenue Service, said as recently as August 2 that—

Fortunately most Internal Revenue Service agents are courteous, considerate,
and helpful. Most citizens try to cooperate with the IRS, and this. certainly, is
as it should be, Our tax system depends on this great degree of cooperation.

I concur in this completely. It is difficult to answer an article such
as this because there are half truths and, with due deference to the
author, T am sure that he thought he understood the facts completely.
The problem is that as we know certainly—as a lawyer I can state—
perception is a strange thing. I think this is one of the first thin
one learns when one goes to law school. When you talk to one wit-
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ness you are getting the facts as he perceives them from his vantage
point. j ;

[f you talk to a taxpayer who has been convicted of tax evasion, he
has a rather skewed vision of the system. If you talk to a taxpayer
disgruntled for one thing or another, he may not have a complete
view of the system. He may have a view of the system as he perceives
it. But in order to discern the full weight of the way the system works,
one should talk to a cross section of taxpayers and one shonld talk to
the people who observe this particular fact as it is applied to this
particular individual from another viewpoint.

This is the American system of jurisprudence. In order to get the
facts one talks to a number of witnesses. The catchwords of the article
say that “in sworn testimony it was stated that,” and this gives to
the lay reader a ring of authenticity which, as a lawyer, I can say is
not there. The reason that a court allows for cross examination and
allows for the presenting of one’s own witnesses is that we all know
that either because they did not perceive properly or because they
may be misstating, and that sometimes occurs in the best cases, the
particular sworn testimony may or may not be true. The fact some-
body states it in sworn testimony does not make it any more true than
if it were not sworn testimony. One must look at all sides of a picture
and then one makes a judgment.

Mrs. Rem. Would the gentleman yield for a moment?

Mr. Conen. Yes.

Mrs. Rem, Of the various cases which have been cited in this art icle,
have you talked with the people involved? Do you say now that the
article is true or not?

Mr. Conen, Several of the cases T would admit with 20/20 hindsight,
perhaps the best judgment was not used. That is only a very few of
these. In most of these cases the facts as T understand them are quite
different. In fact, in several of these cases there have been court deci-
sions which indicate, and I would like to cite them to you in a moment,
that courts have found the facts completely different, if the author of
the article had taken the time and trouble to discover the court records
and read the complete records. He might have discerned in some case
the courts had just gone the other way. In the number of individuals
that were witnesses, who gave sworn testimony, and T will only give
a few to illustrate the kind of sworn testimony that was given, for
example, one was an ex-IRS agent named John W. Harris of Boston.
Mr. Harris at the time he testified had been suspended by the Internal
Revenue Service after examination of some transactions in which he
had been involved in shaking down, extorting money from taxpayers.
Mr. Harris has since been convicted.

Mvr. Rosarere. This man is not mentioned in the article.

Mr. Conex. He said some 600 people were interviewed, or gave
sworn testimony. This is one of the kinds of sworn testimony that
create this atmosphere that we are talking about.

We have another Internal Revenue agent who was dismissed for
refusing to bring in his tax records. He was interviewed, I might say,
by the Administrative Practices Subcommittee,

Mr. Conre. Tsthisin the story, too?

Mr. Rosarere. This isnot.

Mr. Comex. There are a number of other people such as that. Several
of the witnesses who testified, for example, before the committee were
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two gentlemen one named Bernard Spindel and a Harold K. Lipset of
San Francisco, who were so-called wiretapping experts and who also
happened to be under indictment by a grand jury in the State of New
York for engaging in a conspiracy to wiretap private citizens,

We know the reporter interviewed a former police official of Kansas
City, a man named William Canaday, who was convicted of tax
evasion, later appealed. The appeal was denied and conviction up-
held. T could go on and cite any number of these things. I do not
mean to say that all of the witnesses that were interviewed were lying
or had a bad purpose. I do mean to say that some of them perhaps did
and it certainly colors the way one views the testimony.

Mr. Rogison. Mr. Chairman, if you would permit.

I am curious as to how you know which former IRS employees or
presently employed IRS employees were interviewed by the author of
the article since he does not identify them, I do not believe.

Mr. Conex. The people that I am referring to here, he mentioned
that 600-some-odd people, I have forgotten the number, were inter-
viewed in sworn testimony by the committee. These people we do know
were all interviewed by the committee. In one, he did talk to one of our
people and indicated that he spoke to Canaday.

Mr. Rosson. What I want to make sure is that this record is clear.

Mr. Couex. We have not followed this gentleman around and we
do not know other than what he tells us what he did.

Mr. Rosisox. Yes, but you are talking about “a committee.” What
is that committee ?

Mr. Conrx. It was the Senate Subcommittee on Administrative
Practices.

Mr. Steep. What was the date of that inquiry?

Mr. Conen. These inquires all involved questions which arose in
almost every instance more than 2 or 3 years ago. There are no cases
of any transgressions that are discussed that are more recent than
about 21/, years ago.

I think we can discuss, if you would like, several of the cases. I do
not want to dwell at length because we will supply you with sum-
maries of these cases. For example, we had one case reported where
the Reader’s Digest alleges that this attorney patiently answered ques-
tions about his tax return but refused to surrender his files concerning
his clients and that the IRS demanded this. As a result—

IRS arbitrarily disallowed his legitimate business expenses for 3 years, seized
his bank account and confiscated his sailboat, then after hounding him for 33
months dropped all charges against him.

Here are the facts, page 2 of the case summary. On this particular
lawyer, in fact, examination was begun in 1962. He refused to answer
questions about his tax records. He refused to make his records avail-
able to the examining officer. The records requested were only those
relating to his personal activities and not confidential information
about, clients. We only wanted to know about his business affairs.
This is on page 2 of the summary.

For over 2 years the lawyer, Mr. Warden, refused to produce his
business records to verify certain items on his return, and twice
refused a conference which was offered for the purpose of discussing
the situation. In order to determine his correct tax liability, we had to
gather information independent of his particular records to substan-
tiate his expenses for 1959, 1960, and 1961. Lacking his records, the
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only thing we could go on were these third-party records which we
know on occasion are incomplete.

He wrote to the San Francisco office refusing to accept our deficiency
findings and in a subsequent letter he indicated he desired to go through
our appellate procedures.

With the case therefore transferred to our Apellate Division, Mr.
Warden appeared in April 1963 in an appellate conference. At this
time again he refused to supply any records. In December of 1963,
as required by law, statutory notice was sent to him showing a pro-
posed adjustment on his return. A month earlier, in November of
1963, he started an action against the Revenue Service in the district
court alleging that certain individuals in the Revenue Service were
acting arbitrarily. The complaint further said the defendants schemed
and conspired to deprive him of his constitutional rights,

On January 8, Judge Zirpoli dismissed the complaint. The court’s
findings include the statement that the acts of the Internal Revenue
employees were undertaken solely to determine Mr. Warden’s tax
liability for the years in question. None of these acts was undertaken
for the purpose of denying him any rights, privilege, or immunity
guaranteed by the Constitution.

He filed an appeal. Subsequently he dropped the appeal. In Feb-
ruary 1964, he filed a petition with the U.S. Tax Court on his defi-
ciencies and at a pretrial conference in November he gave the first indi-
cation he might cooperate with the Internal Revenue Service by
informing the Chief Counsel’s staff he was compiling records to sub-
stantiate his expenses. Two months later, in January and February, he
finally for the first time made his records available to the Internal
Revenue Service. With these records available for the first time it was
determined that no additional tax in fact was due. This occurred only
after he had made his records available, a reasonable action, which if
taken on the initial request, would have saved both the taxpayer and
the Government a great deal of time and effort.

The Reader’s Digest story said Mr. Warden unfairly had his bank
account seized by IRS, which also confiscated his sailboat. This is
really another chapter and relates to the recaleitrance of the taxpayer
in regard to another matter. Mr. Warden owed taxes reported by him
on his original return but not paid with that return. He was seriously
delinquent in the payment of these taxes, taxes not in question in the
deficiency at all.

The Collection Division, in activities entirely distinet and separate
from examinations of his tax returns, made numerous efforts to collect
these taxes admittedly owed by Warden. Only after he refused to sub-
mit financial data which would enable the Revenue Service to deter-
mine whether this collection could be deferred on the basis of hardship,
he was notified in June of 1964 the action to collect the taxes would be
commenced.

On June 25 a levy was served on his bank account and on July 17
his sloop was seized at the yacht harbor where he kept it moored.

These actions were unrelated to audit of his tax return and took place
as a part of an enforcement action to collect a delinquency. On August
4, 1964, Mr. Warden made full payment of all existing tax liability and
his boat was released to him.

I would like to outline for you the steps that are taken before any
seizure is made of anyone’s assets. Contrary to what the author might
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believe to be the case, this is an action which we regard as very serious
in both our own behalf and on behalf of the taxpayer. Therefore, be-
fore any action is taken in a normal case, three notices, three written
notices are sent to the taxpayer. If in response to any one of these
notices the taxpayer establishes that payment would create an undue
hardship, as distinguished from inconvenience, or that in fact there
has been some mistake made or in fact a liability is not owed, then we
can either make adjustment arrangements if a mistake has been made,
or make periodic payment arrangements which suit his financial
condition,

If collection in full, or part payment, is not accomplished, then and
only then do we authorize any action to enforce the payment of the
tax. Even then he is usually given one last notice that we have come to
the end of the road. If enforced action is taken, we try to avoid any
unnecessary hardship on the taxpayer. We do try to take into account
the facts as we understand them. Mind you, in most of these cases the
taxpayer has been completely uncooperative, It is difficult to discern
the facts.

Mr. Coxrte, Commissioner, are you all through with that page?

Mr. Conex. Yes,sir.

Mr. Coxte. The next one that yvon mention seems to be a bit under-
handed to me. That is where the IRS man opened the man’s letter from
another woman and showed it to the taxpaver’s wife.

Mr. Conen. I do not try to justify this action. We admit this is a
mistake. In fact, T have written letters to Congressmen and other peo-
ple that on oceasion our people make mistakes. They are human beings.

Mr. Coxre. This woman must have been highly indignant the minute
she saw a letter like that. That is on page 4 of the summary. What
happened to this agent ?

Mr. Conex. This one, disciplinary action was taken. Right now T do
not know what it was,

Mr. Conte. This is just unpardonable,

Mr. Conrxy. I would agree,

Mrs. Rem. Would yon yield ?

I wonder if you can furnish to us what action has been taken with
the agents who apparently were involved in these cases.

Mr. Conex. I can try to find out. I do not know right now.

(Subsequently, the following information was supplied for the
record by Commissioner Cohen :)

The Tennessee Case

There was only one agent involved in the Tennessee case. He came with the
Service in February 1950, and thus, at the time of the incident, had been with
the Serviee for 12 years. He is a competent employee who progressed to posi-
tions of increasing responsibility and had received a number of awards for mak-
ing beneficial suggestions on improving the Service's operations. He had an un-
blemished record prior to the incident.

A thorough investigation was made by the Inspection Service which substan-
tiated the agent's improper actions in the case. T might add that the agent has
steadfastly denied—and it was never establshed—that he opened the envelope
in question although he does admit making a copy of the letter and showing it
to the taxpayer's wife. The agent was given a letter of official reprimand dated
February 9, 1965, from the Acting Distriet Director, Nashville,

The other cases cited:

In the other cases cited by the article, when all the facts beeame known, it was
found that our employees had not done anything wrong—either in violating the
law or regulations or depriving a taxpayer of his legal rights,
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Mrs. Rem. It seems to me the problem here is with personalities in
your own Department in the way of handling these situations. Cer-
tainly, in a way, if it is at all true, anyone who would write to anyone
would objeet.

Mr. Comex. I would agree. Disciplinary action is taken under the
appropriate procedures, which take into account whatever extenuat-
ing circumstances might have existed, what the man’s record might
have been before. Is this an isolated case or is this a case where we have
had a problem with this particular agent before? In the light of that
history, sometimes an action which is an isolated action will be pun-
ished in one way whereas if the action is an action where an agent
has made a serious mistake in more than one instance, it might lead
to his dismissal. They vary from case to case. I do not recall or have
the records with me to indicate that.

Mr. Conte. I would appreciate that information

Mrs. Rem. Also, Mr. Commissioner, yvou mention the few numbers in
the article in relation to the many, many cases which you have before
you but it cerfainly is true that just a few tend to reflect on the entire
Service.

Mr. Conrx. This is absolutely correct. This is one of the reasons we
have had an inereasing emphasis in our training effort on conrtesy
and tact. My slogan, that I have tried to emphasize in a number of
talks to all of our employees is, that we may have to disagree, but we
should never be disagreeable. T think this is the way we try to operate.

Mr.Steep. Mrs. Reid, I tried to get the Commissioner to agree that
these courses they give in this area could be like a eharm school. He
never has quite come toan agreement yet.

Mr. Cominissioner, at this point this discussion could leave an im-
plication that this disciplinary action is only taken by you when some-
thing like this happens. Why do you not give us a picture of what goes
on all the time, whether the public makes a complaint or not ?

Mr. Conex. I have three disciplinary cases on my desk right now
on appeal from regional or district people. One of the cases complained
of here is a disciplinary action taken against a former supervisor, a
gentleman named Salter, who was in our San Francisco office, who,
the regional Commissioner felt, did not have the capability of super-
vising. He was abusive both to the people supervised and to others
and as a result thereof the district director felt maybe he had a physi-
cal or mental problem and suggested he have an examination, medical
examination. The doctor said, “No, he is in good health. He is fit for
duty.” Under the circumstances, since the regional commissioner did
not. feel he was capable as a supervisor, he was transferred to another
job which, T understand, he is performing in a fine fashion. This is
the kind of effort that good supervisors ought to bring about.

If a man is not suited for the particular job, we may be able to find
him a job that he can do without any diffienlty. We ought to be looking
at ourselves and we are constantly looking to make sure that we are
putting round pegs in round holes and square pegs in square holes.

Mr. Steep. You also made reference to the fact that some employees,
some agents, have actually been caught doing illegal acts and they
have been prosecuted and imprisoned.

Mr. Conen. Yes, sir. We have a very active inspection program
which constantly is probing to make sure of two things: One, an in-
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ternal audit procedure which is to discern whether we are following
the law and the procedures established. This is an independent office,
again directly under my jurisdiction, that goes out to all of our oflices
all over the country once a year to make an audit of procedures, to
make sure that our people are doing what they should do, that man-
{_’!’l'llll'llf is directing and supervising in a proper way and reporting
back to me.

Their second role is to constantly inquire into the integrity of the
Internal Revenue Service so that no blemish goes ‘llIl]I‘l\(“-tlﬂ' ated. If
there is any suspicion of any wrongdoing on the part of any TRev enue
employee, it is investigated, This is important both for the taxpayer’s
benefit and for our employee’s benefit As often as we find where an
employee has done something wrong, has perhaps exceeded his au-
thority, quite often we also find that taxpayers have given erroneous
reports of abusive conduct for the purpose of tr\lnrr to avoid some
other responsibility.

Mr. Yares. Did the employee, Mr. Commissioner, in the Tennessee
case exceed his authority or was he authorized by the Department to
look at the taxpayer’s mail ?

Mr. Conex. No, he was not authorized.

Mre. Yares. Did not Senator Long’s investigation relate to a time
when you were tagging mail of delinquent taxpayers?

Mr. Conex. No. That related to another area altogether. That re-
lated to a procedure used by the Post Office D(‘p.u'tnwnt for listing of
addresses. There was no mail opening. No discussion of InmLmer the
seal on the mail.

Mr. Bacon. There was a legal procedure where we seized a business,
The legal interpretation was that the mail that came into the business,
including business mail, was properly part of the business. We did
open that mail for business receipts. That had been stopped because
of the complaints and reinterpretation legally. That is the only situa-
tion.

Mr. Conex. Even when that was done, as long ago as 3 years ago,
even when that was done, it was always done where possible in the
presence of the employee or the management of the business. In other
words, they would go to the manager ‘and say the business received so
much mail. Some of this is probably checks. We would like to open it
to discern whether there are any assets probably taxable.

Mr. Yares. If I can return to this particular case

Mr. Conen. In this case there was no authority to do what he did.

Mr. Yares. Not from the supervisor ?

Mr. Conex. No, sir.

Mr. Y ares. This is just an enthusiastic agent ?

Mr. Conen. Yes, sir: bad judgment.

Mr. StEED. (‘nmmlc‘;mner T would like to ask you this sort of a ques-
tion: Suppose I am one of these timid, terrified 105 million taxpayers
that one of your agents comes to see and despite all that you have
done to try to make the Service as high class as you ean, he happens
to be the kind of an individual who approaches me either with some
highhanded type of thing that is mentioned here, or some that no one
has thought up vet, and I feel T am being made a very unfair vietim,
Suppose I wired you. What would take place if T wired yon—had the
nerve to let somebody know about it ?
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Mr. Corex. I donot think it takes nerve. I think it takes good sense
to know the Government wants its people to operate in a proper fash-
ion. This is the job of the district director. It is the job of the regional
commissioner and it is certainly the job of the Commissioner of In-
ternal Revenue. Therefore, we have instructed, and I think we did
not even need to instruct our district people and our regional people
and certainly our inspection people, to be constantly ready to receive
any complaints that taxpayers might make. Any complaint that a tax-
payer might make is generally, if warranted, investigated by our In-
spection Service to discern if there is a violation of our rules of the
road, law or otherwise, If there is, proper disci\)]nmry action is taken
by the Service management. If there is not, the employee certainly
onght to be cleared and given a letter by the Internal Revenue Service
saying we find a complaint unjustified.

Every year the Inspection Service investigates hundreds if not
thousands of these things. In those few cases they discern that we have
had someone do something wrong, a report is made to the supervisory
official in charge of this employee so he might take an appropriate
disciplinary action. In a case where they find nothing is wrong, then
the employee as a citizen of the United States deserves a letter saying,
“We find your actions were entirely proper.” He gets such a letter.

Mr. Yares. In the Tennessee case how much time had elapsed be-
tween the time he opened the taxpayer’s personal mail and the original
beginning of the dispute ?

Mr. Conex. Idonotknow that fact that closely.

Mr. Bacox. We will get the facts on that.

Mr. Conrn. Mr. Bacon will let you know probably within a day.

Mr. Steep. Commissioner, as a Member of Congress I have had a few
occasions where some constituent meeting me would start outlining a
very rough time that he had had with one of your agents. In his original
presentation of the situation he was very severe and outspoken in his
analysis of the man’s highhanded and unfair treatment. So far in every
case where I said, “Why didn’t you call me? Perhaps I could have
helped you,” he always wound up by saying, “Well, I got it all worked
out and I didn’t want to bother you.” My impression was that some-
times people in the first instance are a little inclined to exaggerate.

Mr. Conex. I think there is a rationalization. All of us like to think
that we are pretty careful and we have done a pretty good job. After
all, this agent’s job is to make sure that you have been reasonably care-
ful and done a pretty good job. No one of us likes to have our ability to
do that good job questioned.

There is a natural feeling of antagonism that perhaps creeps in.
When the agent discovers that you have made some error, there is a
feeling, I am sure, that arises in the taxpayer that, “Well, I am em-
barrassed by this,” There is a feeling of chagrin, and some taxpayers
being naturally more aggressive, might take it out in ways of venting
their anger.

I think what happens in most. cases when they become analytical and
see what the process is really about, they discover that substantial jus-
tice has been done here, This is not really bad.

From my own practice I recall representing taxpayers in a trans-
action in which they went with some knowledge. The law is unclear
here. The tax might apply this way and it might apply the other way.
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We are not exactly sure but it is a good business transaction and you
ought to go ahead with it whatever the tax consequences will be. By
the time the taxpayer goes into it and the agent comes in 2 or 3 years
later the taxpayer has rationalized in his own mind the answer that he
wants, This is human nature. He is now determined that the lowest
possible tax applies even though he was told at the beginning that it
might be this or it might be that. When the agent asks him those ques-
tions, it is painful and that rationalization process requires almost
that he say, “This is absolutely highhanded and erroneous.” T have sat
with taxpayers who have gone through that process.

From the taxpayer's representative point of view, T ean say that 1
have seen it now from both sides.

All the right does not ever exist in any one institution or person.
The Revenue Service does the best job it knows how to determine the
correct, f:'l.l'l“"-.

One case in the list there that is particularly disturbing to me is the
one on page 12, and 13, and so on that involves the Donald R. Lord case
and his lawyer named O’Donnell.

If you will bear with me, I wonld like to go through this particular
one because I think the conrt records indicate very clearly the nature
of the particular problem here which could have been easily deter-
mined.

The Reader’s Digest alleged that “three IRS agents pushed past™
Mr. Donald R. Lord when he answered a knock at his door “one Sat-
urday morning, still in his pajamas.” After confiscating boxes of
papers, and “threatening him with a jail sentence if he resisted,” they
left and subsequently “hounded™ his relatives and “even tried to ques-
tion his 88-year-old grandmother.”

The facts are these, as we understand them :

On a Wednesday at 10:15 a.m., having made an advance appoint-
ment with Mr. Lord (not a surprise visit as Reader’s Digest implies),
three TRS agents arrived at his house, and Mr. Lord, fully clothed
(not in his pajamas) admitted the agents.

Mr. Lord was not being examined for his own return. Mr. Lord is
the son of a deceased aceountant for a taxpayer under investigation at
that time. The agents sat at Mr. Lord’s kitchen table, inasmuch as he
voluntarily produced the records they wanted to examine. Mr. Lord
had no office since he is employed elsewhere and his father’s records
were at the house. The agents inventoried the records, then removed
them with authority of a summons given to Mr, Lord. At no time was
Mr. Lord threatened with a jail sentence if he resisted.

The Reader’s Digest says “soon thereafter, a neighbor phoned™ re-
porting that agents had been there that day asking questions “about
you.” The neighbor who phoned was Mr. Lord’s mother, wife of the
deceased accountant, and the time was about 8 months later.

On_that oceasion and later, still seeking additional records in the
principal case, IRS agents contacted Mr. Lord’s relatives. There was
no “hounding™ of anybody by anybody. Mr. Lord’s mother had made
it known that her deceased husband’s sister, Miss Marie A. Lord, had
certain of Lord’s records. By prearranged appointment with Miss
Lord, and at her invitation, an agent called at her home. Miss Lord's
aged mother was in the house, but was at no time questioned.
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IRS agents did contact the deceased Mr. Lord’s bank, to obtain
records of financial transactions between himself and the taxpayer
under investigation. This is not unusual procedure under the circum-
stances.,

The taxpayer who was being investigated and whose records were
involved was represented by attorney Lawrence O'Donnell, also dis-
cussed in the Reader’s Digest article.

Mr. Yares. By way of information, what is the force of a summons?
How can you remove records through the authority of a summons?
Should not that word be “subpena” ?

My, Courx. The statute reads “summons.” There is an administra-
tive summons authorized under the Internal Revenue Code which is
enforceable by judicial action. If the taxpayer declines, it is enforce-
able by court action.

Mr. Bacon. I have a recollection of the case because I was in Boston
as regional commissioner at the time. When it was reported to me, it
was not disputed at that time. The investigation related to a person
up there who was later convicted, and I was alerted to the case and
so I knew some of the circumstances.

The agents reported they talked to Mr. Lord, who had the records,
and they gave him what we call a courtesy summons, which banks or
others frequently ask for.

Mr. Conex. He wanted to give them voluntarily, but he wanted the
summons to show he had been forced.

Mr. Bacon. He gave us the records voluntarily, and we gave him
the summons. He could have said, “I have 10 days to supply them.” He
did not make that request for 10 days, so our agents took the records
but at the same time gave him the summons.

Mr. Yares. It isin the nature of a subpena?

Mr. Courx. Yes;it isa misnomer.

Mzrs. Rem. I do not understand what you are saying.

In the article, apparently Mr. Lord was the one who was interviewed
by the writer.

Mr. Conen. A number of years later Mr. O’Donnell and others
appeared before the Senate committee and made a number of accusa-
tions. I do not know, but perhaps that is the genesis of the problem.

Mrs. Rem. The different story which you are telling is the story
told by the agents?

Mr. Conex. Thisis the story as we understand it.

The last aspect of this is Mr. O’Donnell’s aspect, and I think, in
addition to our agents’ version, we do have it from a district court judge
and out of a cireunit court judge’s opinion. So if you will bear with me,
I would like to go into that.

Mr, Bacox. May I mention that our data come from our daily rec-
ords and the diaries of the agents as to what they did on these cases.

Mr. Conex. That is why we can tell you the time. The agent writes
a daily report. So if he tells us a year later we can pretty well sustain
where he was a year earlier.

The Reader’s Digest alleged that Acecountant Donald R. Lord had
engaged “a distinguished Boston lawyer,” Lawrence O'Donnell, who
was “suddenly” subject to hostile IRS examination, including ques-
tioning of medical expenses for operations, and who finally, in court,
proved IRS was “in arrogant contempt of the court order.”
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These are the facts: Mr. O’Donnell’s income tax returns for the
years 1962 and 1963 were being andited, e sought through the courts
to prevent the audits. On January 25, 1966, the U.S. district court
denied his request. Mr. O'Donnell appealed. Here is what Federal
Judge Coflin of the U.S. court of appeals said on July 11, 1966:

Appellant's (O’Donnell’s) 1962 return was chosen for examination because of
a large bank deposit consisting mostly of bills of $100 or more. His 1963 return
was chosen for audit by an agent who had no knowledge of the prior selection,
as the result of a routine classification of a block of returns, where claimed
deductions for medical expenses and Schedule C reporting of business income
and expenditures indicated the desirability of checking.

Concerning “arrogant contempt” of court, the Reader’s Digest
alleges the Federal court in Boston ruled “seizure of the business rec-
ords completely illegal * * *” but in that case District Court Judge
Wyzanski, on April 13, 1965, found that IRS was not in contempt and
ruled as follows:

* * % I dismiss the petition with respect to civil contempt as well as with
respect to eriminal contempt.

Federal Judge A. J. Julian told the rest of the story in his ruling
on the first of a series of legal actions pertaining to records of a tax
client of Mr. O'Donnell.

Mr. O'Donnell’s tax client, convicted on April 7, 1967, of tax evasion
of $40,425, was sentenced to a 5-year-jail term and fined $30,000. The
records, legitimately obtained on April 18, 1962, from Mr. Donald R.
Lord (see case above) by IRS agents, were taken from IRS by Mr.

J . =™ p .
(O’ Donnell in defiance of a court order.

In that case, Judge Julian ruled on January 5, 1966, as follows:

The conduet of respondent (O'Donnell) * * * constituted contempt of court.
This contempt persisted from August 25, 1965, until September 28, 1965, when
the records were delivered to the Clerk of this Court. I find the respondent
(O'Donnell) * * * guilty of civil contempt of court.

Cirenit Court Judge Coffin, to whom Mr. O'Donnell appealed on
July 11,1966, sustained the lower court and said ;

The District Court in its opinion dated January 6, 1966, ably set forth both
factual findings and legal conclusions. Its order adjudged appellant (O'Donnell)
guilty of civil econtempt and ordered that the records in controversy be aade
available to the Internal Revenue Service for purposes of a complete and un-
hindered examination for a period of 45 days.

The judge continued :

The order, which appellant (O’Donnell) has been found below to have wilfully
disobeyed, was one link in a lengthy chain of events in connection with an
investigation of the tax liability of * * * (names of the tax clients). It was
preceded by summonses, refusal to produce, challenges to their legality, petition
for enforcement, a prior order of enforcement, appeal, affirmance on appeal, and
denial of a stay of enforcement by a Supreme Court Justice . . .

The District Court found these reasons (the ones advanced by Mr. O'Don-
nell . . .) to be spurions and mere pretexts for the removal of the records. The
real reason for the removal . . . was to prevent the completion of the examina-
tion and to impede and obstruct the investigation of tax clients' tax liability.

The Reader’s Digest said Mr. O'Donnell proved “with testimony of
one agent who resigned in disgust” illegal use by IRS of the tax
records.

Regarding this testimony by the ex-agent, Federal Judge Andrew
Caffrey on April 7,1967, said :

Former Revenue Agent Donald Young left his employment at IRS to take the

position at the dog track because his superiors denied him a promotion to which
he felt he was entitled.
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In thisopinion, Judge Caffrey furthersays:

On direct examination Mr, Young testified glibly as to minute details of conduct
that oceurred approximately five years prior to the date he testified . .. On
cross-examination his manner was markedly different, and even more different
when queried by the Court at the conciusion of redirect and recross-examination.

For example, one of the cases is politically sensitive and therefore I
think it is important that we get the record clear on this.

The article attempted to show there is a double standard, that some

taxpayers are treated better because they are wealthy or 1111p0rt‘111t

As the statement shows, in regard to the Niarchos Shipping Lines
that no tax was forgiven, that Ihe Government collected all of the tax
that it was possible to collect, that in no event did the Government ever
have a claim against Niarchos as an individual, it was only against
corporate entities controlled by him, and that none of it has in fact been
forgiven.

For example, in the case of the so-called double standard treatment
of Lawrence L. Callanan, who was a labor leader in the St. Louis, Mo.,
area, they indicated we settled a $40,000 tax liability for $17 (]{}0 The
facts on this one are crystal clear and this is why 1 want to mention
this,

The whole story, which could have been ascertained by checking with
Mr. Callanan, his lawyer or ace ountant, is that IRS collected the full
tax md interest from Mr. Callanan in a series of payments, the first
of which was for $17,000.

In 1964, some time after Mr. Callanan had been released from prison,
IRS moved to collect outstanding taxes owed by him for the years
1950 111:-«,1;35: 1954 in the amount of $40,219.84 which included taxes,
pen: Wties, and in 'u rest.

On Apr 11 30, 1964, IRS collected $17,058.65. Mr. Callanan ol btained
I]i.~»1|1r-w\ by getting a mortgage on his jointly owned home and bor-
rowing the balance. This payment was greater than the forced-sale
value of any assets IRS might have seized.

At the same time, and in accordance with long-established TRS pro-
cedures, a collateral agreement was entered into providing for payment
of the balance. Previous attempts to reach agreement on August 2,
1960, and September 20, 1962, submitted by My, Callanan’s lawyers,
were rejected by IRS as being inadequate.

Contrary to the article’s statement of a total payment of $17,000,
Mr. Callanan, in accordance with the collateral agreement, paid
.,%11 on May 18, 1966, and on October 25, 1966, paid the final bal-
ance of $10.138.09 in taxes and penalties and $11,874.36 in interest to
the date of the payment.

Instead of settling his tax debt for $17,000 as the Reader's Digest
said, he was required to pay the full $40,219.84 plus $2,437.40 in addi-

tional interest.

This is an easy one that makes me a little angry.

Mr, Steep. For the sake of continuity, we will insert this material
at the beginning of your discussion of the case histories so that, as you
have discussed items in it, it will be handy for readers,

Mr, Couex. In order not to belabor the committee, T tried to pick
out the items that were of interest or which were particularly easily
explained so that you might see the tenor of the problem.
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Mr. Steep. Commissioner, now that I have gone throngh with you
what I think is the basic record, other members have questions they
would like to propound. I would like to yield to Mr. Passman.

Mzr. Passaran. Thank you, Mr. Chairman.

Mr. Chairman, I should think that the individual members to some
extent would judge the IRS by the experience they have had in their
own congressional district. I have been in Congress 21 years, operating
businesses prior to coming to the Congress, and several years after I
came here. My district is no different than any other congressional
district. It is diversified. I have requests for service, of course. Many
of them come from taxpayers both by mail and personal interview
during my visits back to my district office.

I am somewhat out of character when I defend Federal agencies,
but the Internal Revenue Service and the Post Office Department are
two 1 know something about. I have had reason to commend them for
the way they have run their businesses over a period of many years.

I have had many disgruntled taxpayers come in, disgruntled by
agents, and by referring them back to the Internal Revenue Office it
has always served my purpose well. I have never interfered, because I
have never known of an instance where a taxpayer has act ually been
mistreated. Some of them have been dealt with somewhat firmly, but 1
know of no instance where there has been any mistreatment.

So I would be inclined to discount this article very greatly and take
the position that if the Internal Revenue Service should ever start lis-
tening to the whims of too many Members of the Congress and taxpay-
ers, the system would break down.

So I actually would not have any comment on this article other than
to say I think it should be very greatly discounted and I would regret
very much if the IRS should let this go by without trying to get some
answer, even if it is the hearings here. I cannot believe they would not
give some individual an opportunity to respond. I believe, in fairness to
the Service, that in some way this article should be responded to.

I am not going to waste the time of the committee. I think T have
heard from two constituents with respect to this article since it ap-
peared. That would indicate there is not a lot of dissatisfaction in the
district that I represent and I question whether there has been too many
complaints elsewhere,

Fmally, IRS agents are human just like Members of Congress, and if
a client becomes abusive, I do not think you would want an agent that
would not respond with some pretty straight talk. T have had many
checks in my life and T always wondered why I had them. But they
have always turned out well and T surrendered my books and vouchers
and said, “Everything is wide open, just check as long as you want to.”
With that, Mr. Chairman, T do not think I have any more questions.

Mr. Steep. Mr. Conte?

Mr, Conte. Commissioner, would you agree that the small tax court
concept sponsored by Senator Magnuson and mentioned in the article
would be a very valuable means of dealing with the types of problems
weare disenssing ?

Mr. Comex. 1 am not at all sure, T would like to examine it, but as
you can see there is a rather informal Tow-cost means of providing
taxpayers with the assistance they now need. The Tax Court under its
present arrangements is readily accessible. It sits all over the country,
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It does have the authority even under its present jurisdiction to ap-
point commissioners to hear cases, and in 1l'm't when I was in Seattle
last week I learned there was a Tax Court commissioner sitting hear-
ing some cases in that city. The Tax Court has experimented recently
itself under present procedures with pro se doeckets, that is with tax-
payers who file their cases without representation of attorneys. As I
recall the ficures, the Tax Court judges indicated that most of these
are disposed of under present procedures amicably without too much
controversy. The problems that do come up are generally problems of
understanding,

One of the things that the Congress has just recently done, that is
going to help us tremendously and help, I think, the Tax Court tre-
mendously, is a suggestion that T had the privilege of making almost 4
years ago, involving the most litigated, the most controversial issue
that faces us in the courts and through our appellate procedure. This
was the question of who is entitled to the dependency exemption for the
children of divorced spouses. The wife, under ordinary circumstances,
has the custody of the child and the husband is providing, under a
conrt decree, some measure of support and the wife is contributing also.

We had constant, controversy in that area, most of it ending up in
court, unfortunately, becanse neither taxpayer would cooperate with
the other one. They felt they wanted the deduction for themselves,
and we were really the stakeholder, incuring the animosity, I might
say, of both taxpayers.

The Senate passed the House bill just the other day, T think last
Friday, that would set up presumptions and would encourage courts,
when they hand down decrees, to designate that person who is enti-
tled to the dependency exemption. This will give the taxpayers the
ability of knowing in advance what the tax consequences are going to
be and getting the Revenue Service out of the middle.

We are looking for other areas such as that, where we can suggest
to the Congress means of obviating the dispute in the first instance.
These are the kinds of disputes little taxpayers find themselves in.

I think with that kind of a constructive approach and the construe-
tive approach of the Tax Court in trying to handle pro se taxpayers
in an informal way. We are all cooperating, the Tax Court, the bar,
and the IRS. T wonld think we really ought to try that before we go
to any new procedure which may add expense and burden in effect
rather than alleviating the problem.

In other words, I would say let's try to make the present procedure
work. If it does not and we see what onr problem is after study, I
think yes, we may want to go to some other procedure.

Mr. Coxrte. Can you explain to me why under our tax collection
system, contrary to practically all other legal situations, the burden
of proof is on the individual being claimed against rather than the
one making the claim?

Mr. Conrx. This is one of those problems that at first brush always
causes people surprise. I think if you think about it for the moment,
logic requires it.

Ours is a self-assessment tax system. The taxpayer tells us what he
owes rather than vice versa, as in many countries, The taxpayer rep-
resents that this is my fair share of the tax under our tax laws. The
taxpayer is peculiarly acquainted with the facts and we are not.
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Under our laws he is entitled to deduct medical expenses, dental ex-
penses, interest, charitable contributions, and the like, a whole long
list of items. These items are only in the knowledge of the taxpayer.
The Revenue Service has no independent means of discerning these
facts. So that the law rightfully says to the taxpayer, you are entitled
to these deductions providing you furnish sufficient proof to estab-
lish these facts. And that is the reason for that rule.

Mr. Coxte. I am not too much concerned with the big taxpayers
who have the means and the resources. I am concerned about the tax-
payer with lesser means who does not have the financial resources.

Mr. Comen. In the main, these problems are really de minimus. The
taxpayer has a checkbook and he has receipts for dectors or dental,
or medical expenses, and that is all that is required. In most of these
cases, while you say burden of proof, which sounds rather formalistic,
the degree of proof is one of reasonable probability that the expenses
were incurred.

There are one or two areas where the law sets up a very strict
standard of proof. For example, in the entertainment expense area, but
this is not a problem that the unsophisticated get into, it is a problem
that the sophisticated get into. In that area the Congress has estab-
lished a very tongh principle of proof and requires more elaborate
records.

But as to interest, for example, on my mortgage T get a statemerit
each year as probably each of you do from the bank that holds your
mortgage—if you do not get one you could on request—that you paid
$345.05 in interest this year.

I likewise have a copy of my statement from the county tax assessor
that my taxes on my house were whatever the dollar amount was. And
these things are the only things that might be required in the normal
course of an examination of a garden variety tax return. We are not
talking about sophisticated records or elaborate procedures.

One of the things I think the committee is pretty well aware of that
we are doing is trying to disseminate more information to taxpayers
as to the ways they can miminimize their tax. This is their right under
our law, and therefore we are getting up any number of pamphlets
and we have any number of TV programs and we have educational
programs in the schools to tell taxpayers the kind of records that will
substantiate deductions so we do not have controversy, which we at-
tempt to avoid, '

Mr. Coxtr. Along that same line of questioning, your agency has
the right to place a lien on a piece of property ? ‘

Mr, Conrx. Yes, sir.

Mr. Coxre. Or attach a salary, attach a lien on a bank account ?

Mr. Conex. Yes.

Mr. CoxtE. This happens once you find out a tax is due and has not
been paid. I am just wondering whether vou ever thonght of having
preliminary hearings?

Mr. Comen. As I indicated to you earlier in the morning, T went
through the procedures that are adopted before any such action is
taken—three notices, offer of conference procedures, and so on.

Mr. Conte. I realize that, but the point I swas going to make is what
type-of hardship is this going to work on the individual. Ts it going
to put him right out of business? i
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Mr. Conex. This is the purpose for offer ing the conference.

For example, if we discern tlm! this is an employer, for example,
and he has a going business and there are people employed here, it is
to the mutual interest of the t axpayer and the Government that this
business go on. It helps employment, it keeps up the economy, it pro-
vides more tax moneys in the long run. So we are not interested in
driving [hh man ont of business. Yet at the same rlult-, as against other
taxpayers in a smu[m-l}:ll- situation, we have to be fair to t}wm. they
are paying their taxes on time, and so we must be sure the tax is going
to be pml. And so in that kind of a situation, where the taxpayer can
give us a reasonable assurance that over a reasonble period of time he
can pay the tax under ordinary arrangements, we will enter into such
arrangements. It may require escrows, it may require monthly pay-
ments. \\'n have great flexibility and we try to use that flexibility to
keep the taxpayer going in business but pay ing his i 1l ility.

\I Passyman. That is also true of individuals, If an individual
is de Imfiuvtll many times you may take possibly $2 to $3 a week?

Mr. Comnexn h e may take a payroll deduction from his employer if
they want t tifitis an appropriate ¢ "~f.

Mr. I’wau AN, ] !\nun'.' you have many adjustments where an indi-
vidual was permitted to make monthly payments over several years
rather than eausing him to lose his job,

Mr. Coren. We are as conscious of those problems as I think you
gentlemen might be.

Mpr. Conte. I have some other 1;iit'~ii='r!l:- I will forgo. I have one last
question.

As usunal, I want to comp liment you for what an outstanding job
you have done here today in presenting this case for IRS. Not only
'H' S, but also the t axpayers. I find that you have made a good case
in all of these exce pt the Tennessee case on the right of privacy.

Mr. Conex. I have never maintained becanse a person is a Revenue
employee he is infallible. We have to make, in handling this volume,
some mistalkes. I think we likewise have to be sensitive to have a proper
procedure to correct them and we think we do.

Mr. Rosisox. On this Tennessee case, is it not so, since that hap-
pened, that there has been a change in procedure with respect to your
right or your privilege or your practice of opening mail ?

Mr. Conrx. That is true, but I do not think even under whatever
procedure existed at the time what was done there was excusable.

Mr. Roemsox. I would not think so either.

Mr. Conex. It was an individual aberration and we could not seek
solace in the fact that under some other cirenmstances a similar event
might not have occurred. This is just an aberration.

Mr. Romison. It is true that your practice along those lines has
changed, right?

Mr. (nmn-: Yes, sir, dramatically.

I might indicate to the committee that recently I received a letter
from Senator Edward Long which indicated “The reverse of the atti-
tude on the part of IRS in  relation, for exam le, to electronic eaves-
dm])pmtv is noted and we congratulate you for your efforts in this
direction.’
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So I think it is recognized that whatever problems may have existed
3 or 4 years ago—and they were de minimis, as I have indicated in our
report which I think has been distributed to the committee—they no
longer exist.

Mr. Conte. I am pleased to hear that.

The question T wanf to ask is this: This Reader’s Digest article seems
to me to emanate, a great portion of it, from Senator Long’s hearings.

Mr. Conex. A number of the cases that are discussed were brought
up in the hearing.

Mr. Coxte. T am just wondering why, and vou could tell ns, you did
not answer it at that time as you have answered it so well here this
MOrning.

Mr. Corex. Part of this is the fact of the way a hearing goes.

Mr. ContE. You were called first?

Mr. Commxn. T was called first: yes, sir. When some of these cases
hecame public knowledge, while we did not introduce our answers into
the record, as we had no opportunity to do so, we did distribute as
press information, and did distribute in fact to the committee, what
we called fact sheets, which gave the facts as we understood them in
several of these cases. '

Someof these charges that are made in the article are not directly
from the hearings, but are outgrowths from the hearings. So the
combination is the reason that the answers do not appear in the hear-
ines, both reasons really.

Mr. Passman. Have you had many inquiries from Members of
Congress about this item?

Mr. Conex. The Public Information Office tells me we have 40, 50,
60 inquiries, mostly in terms of “I have gotten a letter from my
constitnent. What is your reply ?”

Mr. Passmax. Thank vou.

Mr. Steep. Mr. Addabbo?

Mr. Avparpo. Mr. Cohen, first of all, T know vour office handles tens
of thousands of cases and what we have read about and what has been
discussed here this morning are probably the exceptions, T have been
in touch with your office on several oceasions on behalf of constituents
of mine. In the last 7 or 8 years T have had a dozen cases, which is per-
haps nominal, but still every harassed taxpayer is entitled to the full
protection of the Constitution.

One of the complaints we have received T understand is a spot-
check made by the tax office, a TOMP form which goes into the man’s
life history from the year 1, and sometimes in the working of these
we receive complaints.

Mr. Comen, The TCMP audit takes longer than normal

Mr, Appaeso. And the phone calls are continuous and all hours of
the night.

I wish in these cases you would at least limit them to the taxpayer
and not the :nii_{‘_’hht‘nr‘:— '

Mr. Comex. T think T have discussed the TCMP program with the
committee before. This is an attempt to be able to tell this committee
and the committees that are writing tax legislation and the Secretary
of the Treasury what the real problems on a cross sectional sample are
like. Therefore, the taxpayers whose returns were chosen—that is a
pure random selection of returns—have no particular concern involved.
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They were not picked because they have errors on their return, they
were picked because we picked returns in the eross section of popula-
tion. It is an attempt to find out what kind of problems arise and it
will give us a statistical tool to use to develop better auditing tech-
niques. It may be uncomfortable, T realize that.

Mr. Avpaepo. But again the depth and the time and the type of
investigation——

Mr. Conex. And I think the fullness of the examination is neces-
sary and that the particular taxpayers understand fully the reason for
this. We will cooperate with him in making it as painless as possible.
I think you are right.

Mr. Bacox. I would like to elear up a misunderstanding.

I know of no instance we have had occasion to visit neighbors or
anybody besides the taxpayers.

Mr. Apparpo. How about relatives?

Mr. Bacon. No.

Mr. Conen. Not in that kind of examination.

Mr. Syrrn. There were only 38,000 in the United States last year.

Mr. Conrx. We vary the sample from year to year to get the kind
of information weneed.

Mr. Avpaseo. In the hearings before the subcommittee of the 89th
Congress, second session, we went into the question of revenue agents,
and your answer in testimony was:

Our revenue agents are under no pressure to produce certain amounts of
revenue; there are no quotas. Rather, emphasis is on guality and fairness with
which the examinations are condueted,

Is it not a fact that your agents are required to keep time sheets and
case histories and plus or minus on tax collected ?

Mr. Conex. No, not the plus or minus. The time sheet, yes, and ease
histories yes, sir, because these are the only things from which a super-
visor can discern whether an agent spent too much time on a case.

In other words, if there is a small amount of tax invelved, do not
spend a lot of time, do not bother this taxpayer any more than
absolutely necessary. And we have to make sure as supervisors that the
tax return is given that amount of energy it warrants and no more.
The only way we can do that is to have the agent keep records.

I must say that when I worked for an accounting firm and when 1
worked for a law firm, I kept time records. They are the only things
by which supervisory officials can judge how effective you are.

In other words, the important thing to us is how much time does the
average audit take for this particular degree of complexity, not how
much money is brought in, because the money that is brought in is
pure chance. This particular man made a serious mistake, the next
fellow did not. The complexity of the audit may be just the same.

So these are the purposes for this kind of records. As a lawyer, T
can say to you I practiced law with Adlai Stevenson and he kept
time records.

Mr. Appaeeo. This we can understand, but when the agents say
that they have been demoted or have been passed over for promotion
because they have not had certain production sheets up to par——

Mr. Conmx. T suspect the real reason is a rationalization on the
employee’s part. We do counsel our emplovees and trv to advise them
if we feel they are dillydallying or wasting time. The watching of
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time is an effort on our behalf to make sure that they do not stay in
a taxpayer’s office any more than is absolutely necessary for a par-
ticular case and that they are as productive as the particular kinds
of audits that they are working on would normally bring in, but not
in terms of dollars but in terms of utilization of time.

Mr. Bacoxn. I think we should clari fy that. We do have a control
record for each examination and that does include on it the amount
of any deficiency or overassessment.

Mr. Appasgo. This werealize and are happy about.

Mr. Conen. I think I outlined to you the procedure that is proper
and, as far as I know, is carried out.

Mr. Appasro. I think it would be well from time to time to send
out memorandums to your field offices.

Mr. Conex. This was the subject of discussion recently. I think
that is the thing we worry most about, the proper supervision in this
maftter.

Mr. Avpasso. Are your agents advised of court of appeals and
Tax Court decisions?

Mr. Conen. Yes, we bring those to their attention as rapidly as
possible,

Mr. Avpapso. Are they told to adhere to those decisions of the
court of appeals or the Tax Court ?

Mr. Conrx. The problem there is, if you have a Tax Court decision
on appeal. We notify them the Tax Court has decided against us, but
where we are appealing or the taxpayer is appealing and the decision
is not final—you can’t say, because a single court has determined a
single case, that the law is decided. As soon as the law is clear we send
out notification to our field offices that this appears to be the settled law
and this is the way we will operate.

Mr. Saora. ¥ is not unusual for two circuit courts to decide dif-
ferently.

Mr. Comex. Where you have a conflict of eirenits and an appeal is
pending, we tell them there is a case now being appealed to the Supreme
Court that will determine this issue, and if the taxpayers don’t want
to get into litigation they can sit and wait until the decision comes
down. If an answer will come from the Supreme Court that will solve
the problem, we will hold the similar cases. We had a ease a couple
years ago, Clay Brown was the name, where we had a number of sim-
ilar cases and we suggested to the taxpayers that sinee this case was
in the Supreme Court it would be to our mutual interest to wait. That
worked out. We lost that ease in that instance and gave up a number
of other cases like it.

Mr. Apbaseo. On the question. of harassment, is it not a fact if the
taxpayer feels he is being harassed or is not being treated properly by
the agent, all he has to do is call the supervisor of the district office
and tell him the problem?

Mr. Conex. That is right. If he feels aggrieved he should get in
touch with the district office and make his feeling known. It is not en-
tirely unheard of that you have just a plain personality conflict, two
people can’t get along. It may be the taxpayer’s fault or it may be the
agent’s fanlt or it may be nobody’s fault, really, it is just a conflict of
personalities. Tn that case another man will be assiened who has a
different kind of personality. That does not mean the taxpayer is
wrong or that the agent is wrong.
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Mr. Appaeio. Youdon't oo intoa !tmlf ill\'t‘\'ti'f'lt ion?

Mr. Comex. In that type of case, unless the t: axpayer gives a reason
that is not reasonable, such as if he says the agent is finding everything
against him and when you look at the record you see there 1s reason for
the agent =o finding, we will not change the agent in a case such as
that; but if a reason is given that appears to have validity, a change
is made.

Mr. Appapeo. Thank you.

Mr. Steep. Mr. Robison.

Mr. Rorison, Mr. Addabbo touched on this, but I would like to tie
it down for the record. As I understand from what you have said,
there is no quota or other standard of measurement by which IRS
agents are judged with respect to their vﬂicil‘l'u_'y or “productivity” and
by which measure they earn promotions?

Mr. Conex. Absolutely not, It wounld be silly of us to operate on
that basis because an issue determined today on one basis may work
to the taxpayer’s advantage tomorrow. This has happened before.
'There are usually two sides to every legal question and we don’t know
which side will work to the benefit of all taxpayers. Many work both
ways. So the answer we have to find is the right answer, whether or
not in a particular case it works to the advantage of the Government
or to the advantage of the taxpayer.

Mr, Ropisox, I think probably one of the best barometers, apart
from the mail produced by the Reader’s Digest article, of whether or
not the .r-f}]aIvL-n k home feel they are being treated fairly by the In-

ternal l.\-\(mw Service is the amount of mail you get from Congress,
mail received by Congressmen from their constituents as to their

treatment by ITRS agents and referred to you.

Would it be your judgment—and you can supply it for the record
if you want to—that this mail has been going up or down in recent
years?

Mr. Conexn. I can give you a judgment that most of the problems we
see are problems of time. A taxpayer files a refund claim and we haven’t
seen it yet. It is not a matter of how he has been treated. In many cases
refunds have been mailed and the taxpayer moved and the refund
has not been forwarded, or some quirk such as that. The number of
complaints I see of congressional type mail-

Mr. Roeisoxn. Do you see them ¢

Mr. Conex. I see them all. They are small. Tt would be an arduous
task to go back and check them, but the tenor over the last couple years
has been better. Most people who want to compliment you don’t write
you. But I asked some of the fellows 6 months ago or so to collect a few
of those and we have an awful lot of letters from people who say, “You
know, I got hooked or elipped or nicked for $5.000 or $10,000, but your
anditors did a pretty ;_rt}ucll job. I don’t necessarily agree with the result,
but I was given every courtesy, it was explained to me, and I was told
I could go to court.” And he writes saying the agent should be com-
mended. I have a lot of them. I didn’t want to burden the record by
bringing them all here, but this is indicative of the fact it has gotten
across to our agents that this is the best policy.

Mr. Rorison. But you do not see a great upturn of complaints com-
ing to you from Members of (‘nngrchs?

Mr. Conex. No.
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Mr. Roprson. With respect to the message you just mentioned. 1
notice from some of the additional material handed to us that one of
the speeches you made was sent out by Deputy Commissioner Smith
to regional and district officers. Is this an attempt to get the message
across to older agents in the field ¢

Mr. Conen. This is an attempt to expound the philosophy we have
all over the Service. Mr. Smith asked me if I would mind his doing
this, and he did it. Mr. Rosapepe has asked me to film talks T have
made to groups so he can disseminate them. I can talk to all the regional
and district officers and I do so, and I pick a small group of rank and
file employees I can sit down with and discuss swhat we are doing and
what their problems are, but to reach all the employees this is the tech-
nique Mr. Rosapepe has suggested. I am a novice in the field of publie
information but I think he has done a good job of it.

Mr. Romison. I suppose this philosophy approach is a part of your
training program for new IRS agents?

Mr, Conen. Right.

Mr. Ronison. 1 wonder if you have ever formalized this attitude in
any specific directive ?

Mr. Conex, There is a statement of the mission of the Internal Reve-
nue Service which embodies it, signed by myself. It is in the manual.

Mr. Rosrson. If it is not too long, could it be made a part of the
record ?

Mr. ComeN. Yes. One of them is one Mr. Caplin and I drafted when
he wats Commissioner and I was Chief Counsel.

(The statement referred to follows:)

U.S, TREASURY DEPARTMENT, INTERNAL REVENUE SERVICE, PUBLIO INFORMATION
DivisioN, TECHNICAL INFORMATION RELEASE
For release, Friday, May 1, 1964,
Commissioner of Internal Revenue Mortimer M. Caplin today announced that

the following Revenue Procedure will be published in Internal Revenue Bulletin
No. 1964-22, dated June 1, 1964.

REV. PROC. (4-22

Statement of Some Principles of Internal Revenue Tax Administration.

The function of the Internal Revenue Service is to administer the Internal
Revenue Code. Tax Policy for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to ca rry aut that policy by cor-
rectly applying the laws enacted by Congress; to determine the reasonable mean-
ing of various Code provisions in light of the Congressional purpose in enacting
them ; and to perform this work in a fair and impartial manner, with neither a
government nor a taxpayer point of view.

At the heart of administration is interpretation of the Code. It is the responsi-
bility of each person in the service, charged with the duty of interpreting the law,
to try to find the true meaning of the statutory provision and not to adopt a
strained construction in the belief that he is “protecting the revenue”. The revennue
is properly protected only when we ascertain and apply the true meaning of the
statute,

The Service also has the responsibility of applying and administering the law
in a reasonable, practieal manner. Issues should only be raiged by examining
officers when they have merit, never arbitrarily or for trading purposes. At the
same time, the examining officer should never hesitate to raise a meritorious issne,
It is also important that care be exercised not to raise an issue or to ask a court
to adopt a position inconsistent with an established Service position,

Administration should be both reasonable and vigorous. It should be conducted
with as little delay as possible and with great courtesy and considerateness, It
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shonld never try to overreach, and should be reasonable within the bounds of law
and sound administration, It should, however, be vigorous in requiring compliance
with law and it should be relentless in its attack on unreal tax devices and fraud.

Mr. Ropison. A suggestion was made about a small Tax Court.
The Reader's Digest article seems to leave the impression that people

can’t go to the present Tax Court without an attorney. Is that right?

Mr. Conen. No. I would say about one-third of the petitions filed in
the Tax Court are pro se unrepresented by tax counsel. T have dis-
cussed this with the chief judge of the Tax Court, and the court bends
over backward to make sure the full facts are brought out in these

cases. I have also discussed with the bar association that in those cases
where the court feels counsel should be provided, that the bar associa-
1]“” 1 {!l’]!{‘l ate '1]1(' IHI!‘ “l(‘ ( Ulllht‘l

Mr. Rorsox. That is my point. This might be an area where the
bar association might be helpful or the f_on(.ept of an ombudsman
could be used.

Mr. Conen. The court does have authority and, on occasion, ap-
points counsel in cases where they think counsel is needed. There was
a case in the Supreme Court last year where a court-appointed counsel
(-;ll'l‘ird the case through to the Supreme Court. It had been filed pro

. The court felt counsel should be had and appointed counsel.

\[1 Rorrson. My final question has to do with the allegation in the
Reader’s Digest article that in some cases agents quest ioned people
and prevented them during that period from t‘-L]]Il]“ their attorney or
accountant to give them assistance or moral support. Is there any re-
quirement of law that exists with respect to your operation in this
regard ?

Mr. Conrx. There is absolutely no inhibition on anyone at any time
from being represented by a lawyer of his choice. There is a statute
that states all certified public accountants and lawyers without cita-
tions against them are allowed to appear. There are other individuals
also qualified to ap pear, and a person can get anyone from that realm
to represent him, and in fact we encourage that he do so.

I can understand a taxpayer perhaps feehnl' that when the agent
starts asking him questions he has to answer them right now or he will
get upset, but. that is not the case at all. Anybody who desires to be
represented just has to say, “I will engage counsel and will you get in
touch with me in a week” and that is it.

Mr. Rorison. Would it be useful for the Service to make this a part
of the procedure in a case where the taxpayer may not have an un-
derstanding of his rights?

Mr. Conex. Maybe we should put it in a letter to the taxpayer. We
can check that out. These are our rules. We have no inhibition on rep-
resentation.

Mr. Coxte. Will the gentleman yield ?

At one time we used to have a Treasury license of some kind good for
6 years,

Mr. Conex. Five years. That is only true as to the people not 1i-
censed by the State, such as certified public accountants or lawyers. If
a person who is not a certified public accountant or a lawyer feels he
wants to do some tax work, he can take an examination and if he passes
it qualifies him to practice. But any qualified lawyer or certified public
accountant can practice.
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Mr. Roersoy, In conclusion, T would like to say T think this hearing
has been most useful to the committee and to the public.

Mr. Steep. At this point, since it has a bearing on this subject under
discussion in the sense of action taken by the Commissioner to expound
his policies to his employees prior to the appearance of this article
in the Reader’s Digest, we will make this material a part of the
record at this point.

(The documents referred to follow :)

DECEMBER 20, 1906.
To: Assistant Commissioners, Chief Counsel, Regional Commissioners, Regional
Inspectors, Distriet Directors, and Service Center Directors.
From : Deputy Commissioner,
Subject : December 15, 1966, Speech of Commissioner Clohen,

As you know, we have a procedure whereby we send to all of yon a few
copies of speeches made by the Commissioner or myself where a text is available.
We do this, of course, so that you can be aware of the kinds of matters the Com-
missioner and I are talking about and also as an aid for possible use in speeches
by you or members of your staffs.

On December 15th, Commissioner Cohen made a major address hefore the
National Industrial Conference Board in New York which I want to say a special
word about.

In this speech the Commissioner sought to draw attention to the changing
philosophy that has been evolving in Revenue over the last several years and its
significance to the taxpayer. I think you will agree, however, that this new philos-
ophy alse has significance for all of us and calls for a questing spirit, a willing-
ness to examine old ways and old assumptions, and a creative attitnde toward
our work. For this reason, we wanted not only to call the speech to your special
attention, but also to give you enough copies to permit a wider distribution than
isnormal,

Wirrram H. Smrrm.

Attachment.

REMARKS BY COMMISSIONER OF INTERNAL REVENUE SHELDON 8. CoHEX BEFORE
NATIONAL INDUSTRIAL CONFERENCE BOARD, NEW York, N.Y., DeceMmBeEr 15,
1966

‘0 TAX AND TO PLEASE"

Just about 60 years ago my grandfather arrived in this country—a penniless
refugee from oppression—with a family of eight children. My father was the
youngest of two boys, In today’'s parlance, my father was a high school dropout
at the age of 16—not by choice but to help the family snrvive, He was an educated
man and demanded the best his ehildren could do in all aspects of their activities.
Now, a few years later, I have the privilege of appearing before this group of
industrialists—some of the most prosperous in America, This, gentlemen, is the
finest tribute to the American gystem I know. The system we have built provides
this kind of success for those who are willing to work and contribute to the ful-
fillment of our country's aspirations. This is the beacon which will show the
underdeveloped countries of the earth that ours i< the system to be emulated—not
some other totalitarian system which reduces man to a ereature of the state with-
out individual desires or aspirations.

The title of my talk, of course, comes from Edmund Burke, that ereat friend
of the American colonies and one of the earliest advocates of American tax re-
form. If his adviee had been followed. the American tevolution might have
taken a different form or, indeed, might not have even occurred. Mr, Burke said:

“To tax and to please, no more than to love and be wise, is not given to
men."”

Burke was as perceptive of the need for people to determine their own fax
system as he was of the traditional unhappy lot of the tax colleetor.

By contrast, in April of this vear, the Honorable William IL Timbers, a Federal
judge in Connecticut, had this to say:

“ . . in my own view . . . attempted tax evasion ig tantamount to strilk-

ing at the jugular vein of the United States . . .

“ . . defense of freedom of this country, of the free world, has a very di-
rect relationship to the vigorous, adequate enforcement of the Internal Reve-
nue laws of this country . . .”
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This is quite a change of attitude over the span of two centuries. I should like,
this evening, to try to suggest why this change has come about and what, if any-
thing, the Internal Revenue Service has had to do with it.

I realize that there are many improvements which ean still be made to our
system, but this is a minor problem. There are very few voices heard today which
seriously contest our basie system, There are those few who would, for example,
amend the Constitution to do away with the income tax altogether. Those who
advocate this course do not make ¢lear where the money would come from to
operate the Government and finance our national security. On the more serious
side, though, one does hear 4 more provocative objection to the income tax and
that is that it tends to sap initiative—presumably, initiative to earn more money.

It appears, however, that this is another one of those easy assumptions that is
not borne out by actual research.

Only last month, for example, the Brookings Institution reported on a study of
high-income Americans in a book entitled “Economic Behaviour of the Affluent.”
Their findings pretty well shatter the belief that the progressively steeper rates of
the income tax inhibit the wealthy and the talented. Seven out of eight high-
income Americans said explicitly that they would not curtail work because of
taxes. The Brookings Institution coneluded that :

“The annual loss of output due to the effect of taxes on work incentive,
coutrary to popular opinion, appears very small . ., . probably less than one-
half of one percent.”

So I think one may reasonably say that this country has managed to raise the
large sums necessary to meet its obligations without stultifying the urge of
Americans to work hard and to excel. Indeed, I think a case can be made for a
more positive statement : that high taxes actually encourage risk taking.

Nor has the income tax, as is sometimes alleged, turned us into a nation of tax
cheats. In an essay a few months ago on “Larceny in Everyday Life,” TIME
Magazine had this to say :

“Fverybody is supposedly eager to cheat the Government on his tax return.
That impression is reinforced by the occasionally epie seareh of U.S. business
tax loopholes—which may be ethically debatable but are, by definition, not
illegal. In faet, the American is a model taxpayer, and was so even before
Internal Revenue installed its formidable antomated data processing system
known as ‘the Machine," The Government last year indicted fewer than 2.000
out of 102.5 million taxpayers for fraud. Even the most pessimistic estimate
of nunreported income . . . suggests that more than 959% of all income was
reported.”

In fact about 37% of all andits result in no change. This is in spite of the fact
that the reason these returns were andited in the first place was that something
appeared to merit attention,

What are the reasons for the American tax system being perhaps the most
efficient and widely supported the world has ever known? Why are we called
upon to export our tax know-how to Latin America, India, Turkey, Vietnam, and
other parts of the world? I submit that what makes our tax structure a success
and a national asset is the confidence of the American people in its administration
and their faith in the democratie tradition. Our people believe that the tax laws
are reasonably fair and are being administered honestly and evenhandedly, so
they in turn report their income and pay taxes honestly.

We tend to take this compliance for granted, but it is really quite remarkable.
Very few countries, including those in the Western family of nations, can
snccessfully administer a mass income tax, As one reporter wrote:

“Most nations do not even attempt the self-assessed income tax return:
people would not have enongh confidence in each other, or in their Govern-
ment, to try it. The idea would seem preposterons.”

It is a historical coincidence that the income tax, the backbone of the American
tax system, was recommended by President Lineoln and enacted into law by
Congr to finance the Civil War. And it was another war, World War 11, that
ushered the self-assessment tax system we have today. World War II changed
a lot of things permanently, but nothing more fundamentally than the income
tax. It converted the income tax from a narrowly-based tax affecting some 8
million individual taxpayers to a broadly-based one now affecting nearly 70 million
raxpayers,

Before World War II, the tax systenr was so designed that Internal Revenne
could audit virtually all the returns that a tax administrator might want to audit.
As the tax base mushroomed, this became impossible. The alternative the Govern-
ment faced was either to increase the number of auditors to permit the same




510) INTERNAL REVENUE SERVICE

blanket audit coverage, or face up to the fact that the great mass of taxpavers
would have to compute their tax themselves and send in their returns with
payment.

It is fortunate for the country that the latter approach was adopted. It is, I
think, not only more in keeping with the American concept of the role of Govern-
ment but it also capitalizes on the strength of the American character.

Two other national characteristies helped the tax collector: American inven-
tiveness and genius for organization. These led to development of the steps that
were essential to a tax system comprising 70 million taxpayers filing over 100
million returns.

The major events that have shaped the modern Internal Revenue Service are
the deveiopment of the standard deduction and the per capita exemption which
made possible the short Form 1040 ; withholding at the source, which applied the
pay-as-you-go principle to tax collecting; the Reorganization of the Internal
Revenue Service in 1951 and 1952; the conversion to automatic data processing
in 1959 ; and the recent flowering of that conversion, legislation for direct filing of
taX returns at Service Centers, passed this year. These developments are the
pillars of modern tax administration. They enable us to run the system effectively
and economically—that is, with a work force which is proportionately one of
the world’s smallest and at a cost of less than half a cent for every dollar collected.

Let us at this point take a quick look at the nation’s tax collecting agency,

The Internal Revenue Service ranks in size with the 100 largest United States
corporations, We employ about 65,000 people, including over 15,000 accountants,
600 lawyers, and 10,000 other professionals. Ours is a decentralized organization
for we have long believed that the eitizen should be able to settle his tax affairs
locally, without the need for decisions to be referred to Washington.

We have 58 District Offices, at least one in each state, and about 900 local
offices, placed for the convenience of taxpayers. Joined to these are seven regional
offices performing intermediate supervision and certain operating functions and
seven service centers set up under our automatic data processing network,

All of our people are in the civil service, which means that the sole qualifi-
cation for recruiting and promoting employees is merit and fitness, In the
Federal family, we are perhaps distinguished for the vigor and scope of onr
executive selection and development efforts and for the independence and pro-
fessionalism of our internal aundit and internal security operations. This last
emphasis seems only fitting. Since we expect so much from the American taxpayer
it behooves us to be above suspicion ourselves.

The Internal Revenue Service entered the 1960's well organized and well
equipped to administer a tax law that reaches into the lives of virtually all
adult Americans. The time was ripe, with the ferment and creativity of a new
Administration, for articulating a new philosophy that would reflect the funda-
mental changes that had taken place in our tax system in the post-war years.
This was to have a profound effect on the thrust of future Service policies and
programs.

Since it has grown, step-by-step, this philosophy has not been as eclearly
recognized—inside or outside the Service—as would be desirable, It is time
we took account of it. ¥

Recent Commissioners have become increasingly aware that the great strength
of the American tax system is its self-assessment nature and have launched
programs designed to nurture and support the self-assessment system. My im-
mediate predecessor, Mortimer Caplin, was especially noteworthy in articulating
the need for following, and indeed accelerating, this trend.

He and top Service officials concluded that in subtle but significant ways
the Service had fallen into the habit of looking primarily at the enforcement
side of the Service's activities. This created a climate in which an adversary
spirit could grow between our people and taxpayvers—a feeling that Internal
Revenue's job is to “protect the revenue:” and it's the taxpayer’'s job to protect
himself,

In contrast, we concluded that we shonld foens on the hundred billion in
Federal tax revenue that comes in through voluntarily as opposed to the $3
billion or so that comes in through direct enforcement efforts. This idea was
eventually embodied in a new statement of our mission, which read as follows:

“The mission of the Service is to encourage and achieve the highest possible
degree of voluntary compliance with the tax laws and regulations and to
maintain the highest degree of public confidence in the integrity and effi-
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ciency of the Service. This includes communicating the requirements of the
law to the public, determining the extent of compliance and causes of non-
compliance, and doing all things needful to a proper enforcement of the law,”

As a corollary to this, the Service also developed in 1964 a Statement of
Principles which laid great stress on the meed for objectivity and integrity in
the interpretation of the tax statutes, I myself as Chief Counsel, drafted that
Statement which developed out of an Order earlier that year to the 600 lawyers
in the Chief Counsel's office, This Order called for @n approach to litigation that
would foster orderly and reasonable development of the Internal Revenue Code
as opposed to an approach that wounld bring in maximum revenue, That Order
said in part:

“It is easy , . . in handling a partienlar case, to focus solely on the money
at issue and to ignore or underestimate the broader effect of the case. Yet
it is just that broad effect of the case which must govern our litigation
attitnde,

“The position taken must represent the interpretation the Service wants
becanse it is the best and most reasonable, the interpretation which makes
the maximum contribution to a sound, wise tax system, not only immediately,
but over the long run.”

This Chief Counsel’'s Order and the new Statement of Principles exemplified
the new spirit at work in the Revenue Service. As a result, over the last several
years, tax administration policies in the Service have been directed toward three
main goals:

(1) Seeking more reasonable, responsive interpretation of the tax laws;

(2) Providing better service to American taxpayers; and

(3) Continuing a vigorous enforcement program to discourage and deter
tax abuses.

These goals are not only institntional : they sum np my own philosophy abont
the direction in which the Service should be heading, They also received important
support from another quarter.

As a Presidential appointee, one of my goals is to give effect to the aspirations
of the President. We are partieularly fortunate that Mr. Johnson has taken a
keen interest in the Internal Revenue Service,

The President really only gave me two instructions on taking this job. One
was to continue to safeguard the integrity of the Service, The President is fully
aware that the Internal Revenue Service must be as incorruptible as any hnman
institution ean possibly be if it is to continue to deserve and maintain the con-
fidence of the people. Secondly—and this shows the President is as human as the
rest of us—he asked me to try to do something abont the tax forms.

Beyond these two specifies, the President has also shown a continuing deter-
mination to make the activity of the Federal Government more meaningful to
American citizens, He has therefore spoken to us in Revenue on several occasions
about remaining alert to ways to improve our programs and our services to tax-
payers. The thrust of the President’s guidance to me, therefore, has been to re-
inforce the new philosophy at work in the Revenue Service,

I should like to give you an idea of some of the things we are doing to earry
out our new philosophy, fulfill the President's wishes, and make things a little
easier for taxpayvers. We have first of all recognized that taxpayers eannot com-
ply with the law if they don’t know what their responsibilities are, This may
surprise yon but 40 million taxpayers have no contact of any kind with the
Revenue Service except for receipts of the tax package every year. These people
can only learn about their tax responsibilities through the educational process
and throngh the mass media.

We have in recent years, therefore, given inereased stature and modest staff
increases to our publie information activity as our linison with the mass media
and our vehicle for reaching this great taxpayer audience, We have stepped up
our production of television and radio spots, films, news releases, and pamphlets
and booklets as part of this expanded information program.

In short, we are trying to give out more information, better understood informa-
tion, more easily accessible information,

We are also expanding our program of taxpayer asgistance, particularly during
the filing period. We have created new taxpayer assistor positions in our field
offices whose main purpose is to answer taxpayvers' questions aceurately and
pleasantly. New assistors are selected on their ability to meet and deal with the
public and get a speeial training course in what they need to know to handle the
26 million inquiries we receive each year. Today we have over 900 permanent full-
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time assistors, about half in metropolitan areas and the other half in 400 cities
and towns throughout the rest of the nation. During the filing period, we supple-
ment this foree with about 450 specially trained temporary employees,

Next to acenracy in determining a I:lxp:l_\'o*l"s correct tax, we vlllpll.‘l,\tlzo cour-
tesy and service to taxpayers. To begin with, we select for publiccontact posi-
tions only those individuals who possess the personal gqualifications and char-
acteristics needed to meet and deal with the public effectively.

After these individuals are hired, we convey to theém through our training
programs the importance of courteous behavior to all taxpayers. This has ranged
from training in simple telephone techniques to training in the more sophisti-
cated and sensitive areas of tax administration. We emphasize these points
during classroom training for new employees and continue to stress the subject
during on-the-job training.

To ensure that the ideas thus implanted do not lose impetus, we stress the
importance of similar training in refresher courses conducted for experienced
Revenne Service personnel.

I also made a film stressing the need for courtesy and we have shown this to
onr employees throughout the United States. We recently developed a special
award for emiployees who have demonstrated outstagnding ability to serve the
publie. Sinee our whole philosophy is based on the taxpayer helping himself, we
feel we have a special responsibility to provide good service where and when the
taxpayer needs it.

We have also launched a major effort to simplify the content and improve the
appearance of our tax forms and form letters, As you may know, we brought in
an industrial design firm to help us improve the typography and appearance of
the 1040 and its sister forms. We have also been pushing the development of
tables, such as the sales tax and gasoline tax tables, to make the taxpayers'
computations easier.

We brought in a special group to help us with our form letters. We recently
created a special section to work on improving the clarity and tone of these
letters and we are in the process of bringing in a consultant to help us finish the
job.

I recently approved a new in-Service training program aimed at im-
proving the skills of our people who write and review letters. All of this is,
of course, an enormous task, bt we made a good beginning and we are pushing
forward.

This filing period, in the southwestern part of the country, we are testing a
radically new test form called the 1040Q. This is a tax return in the form of
a questionnaire whieh interweaves instructions right along with fhe tax ques-
tions so that the taxpayer need not consult any other sources as he works and
answers the questions. We have reason to believe that taxpayers will find the
guestionnaire easier to work with than the 1040, but the 60,000 taxpayers who
make up the sample will have the final say.

For a number of years we have had a Teaching Taxes program in' the na-
tion’s high schools which shows some three and one-half million stndents in
22 000 schools how to fill out and understand a tax refurm. Forty million stu-
dents have eompleted this course to date with commensurate aid and benefit
to their parents. As this proceeds, we expect to see new generations of tax-
pavers who will have overcome their feeling of despair at encountering the
10440,

We are also fraining about 20,000 adults a year in how to make out tax
returns under adult education program. We are experimenting in one of our
rerions with a special task foree for high school commercial and business
students desizned to acqnaint them with the tax responsibilities of small busi-
nessmen. About 3,000 students in 50 high schools in five states are receiving this
training.

We have another éxperiment going training returns-preparers in how to
make out tax returns for others. If this proves successful, it might be the first
step toward assuring a minimum competence for tax practioners not profession-
ally trained.

In all these matters, we are not flying blind, We are undertaking a special
study of our whole eomplex of taxpayer assistance programs, on which we
are spending some 5,700 man years and $60 million this fiscal year. This special
study will not only evaluate existing programs for possible improvements, but
will also consider other ways of strengthening our services to taxpayers.
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Because of the complexity of business operations and the need for cer-
tainty in tax affairs, a number of Internal Revenue's programs are of direct
and special benefit to businessmen. A case in point is the area of advanced
tax rulings on proposed transactions, About 30,000 rulings are issued every
vear, two-thirds at the request of business organizations., Ours is the only
Government in the world that issues income tax rulings prior to cousum-
mation of the tax transaction. We are trying to improve our service in this area
as well,

We are about to announce a new program for bringing up to date old rul-
ings we have published since 1919, This will save taxpayers many hours of re-
search, will reduce the possibility of their arriving at erroneous decisions, and
will help the Service as it converts its legal interpretative activities to automatic
data processing.

Barly this year we also entered into an experiment with leading practitioner
organizations whereby they could submit suggested revenue rulings. If this
proves to be successful, we will expand the program as an additional means of
getting timely suggestions from the business community.

In the compliance area, we are constantly striving to move our procedures
¢loser to the grass roots. We have, for example, decentralized closing agreement
anthority and we have recently put our international field audit group under
local supervision. Similarly, we are trying to speed up and improve the resolu-
tion of tax cases. This involves reducing the number of old cases in inventory,
streamlining the management of large refund cases, perfecting our audit pro-
cedures as they affect large corporations, and strengthening district conference
procedures.

This audience in particular will be interested in our program to modernize
aundits of large corporations. For a number of years, we've been aware that our
approach to auditing large corporations was lagging seriously behind the tre-
mendous changes in the structure, composition, and size of United States business,
Ounr traditional “one man, one case” approach often resulted in serious delays in
auditing corporation returns, and, in some cases, in rather superficial audits.

Our new approach has three elements: pre-identification of large corporate
taxpayers, coordinated control to assure prompt andit results, and use of teams
to conduct the audits. We think this new method of managing large cases
will result in faster, more current, and more uniform audits. This, too, will make
a contribution to enhance voluntary compliance.

In sum, there has been a perceptive shift of philosophy in the Service from a
protecting-the-revenue approach to one that is more taxpayer oriented, more
balaneed, more reasonable, and more humane, Protecting-the-revenue in a narrow
sense is no longer the shibboleth it once was. It has been replaced by a new and
broader concern for orderly development of the law and reasonable tax admin-
istration,

It has become increasingly clear in recent years that the stability of the free
world depends on the good health of our economic¢ system and the soundness of
our currency. This country must have a productive and yviable economy that is
strong enough-to enable us to meet our commitments at home and around the
world. Ability to do this rests in large measure on the capacity of our tax
system to produce the revenues we need to meet the cost of world responsibility
and domestic progress,

This places a heavy responsibility on the Internal Revenue Service and as 1
near the end of my second year in office I can say we are meeting that responsi-
bility. In the time ahead, with the cooperation of the American taxpayer, we
intend: to continune along this new path of strengthening our voluntary.com-
pliance tax system.

To: All Regional Commissioners and District Directors.

¥From : Director, Public Information Division National Office.

Subject : Taxpayer Information Material (1967) (IRM 1(19)51.2) Speech Ma-
terial—"“Settling Disputes With IRS" (S-07-4).

The attached text of remarks made by Commissioner Cohen before the Execu-
tives Club of Chieago on March 17, discusses various aspects of tax administra-
tion with emphasis on the right of taxpayers to have a fair and impartial
hearing in disputes with IRS.

This speech is particnlarly timely now that the 1967 filing period is past and
the concern of many taxpayers and practitioners turns to audit and appellate
procednres,
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Regional Commissioners, District Directors and other TRS personnel who speak
before practitioner or ecivie groups may want to include in their talks the themes
and data in this text.

The transeript will also he helpful in providing background to newsmen who
may be interested in IRS activities in the ensuing months,

JoserH 8. ROSAPEPE,

Attachment.

SertniNGg Disrutes Wit IRS

By Sheldon 8. Cohen, Commissioner of Internal Revenue

When people stop to think, they quickly become aware that the RS todavy js
nsing some rather modern, advanced concepts in the administration of what is
perhaps the most comnlex, most successfnl revenue system ever devieed.

We talk a great deal about the responsibility of the American citizen for the
welfare of this country. These disemssions range from the college ecampus to
Capitol Hill and all points in between, But there has not been much disenssion of
the responsibility of the country to its citizens.

We have in the government the problem of serving 100 million taxpayers, 200
million people, and some of the technioues that have heen devised in this conntry
are the model for elsewhere in the world.

Most of us do not appreciate the technioues that our government and onr
people have devised. These include the methods by which controversies with one's
government are disposed of,

Each of us looks at our own particular problems from our own particnlar
vantage point and we are greatly concerned with onr individual problems. The
difficult thing for government, any government, whether it be local or state or
federal, is not that particular problem. Tt is the very diffienlt problem of coping
with and heing fair to every one at the same time yvou are coping with and heing
fair with individnals.

Iustrative of this, T suspect. is an ineident that took place Iast July. T was
briefing President Johnson on the budgetary situation, especially onr receipts,—
giving him a randown of the receipt side.

At the conclusion of the discussion he looked at me and said, “Sheldon, what
kind of problems do yon have

Here was a chance to pour your soul out to your hoss, tell him how vou are
mistreated and yon don't have enough funds, and there are all sorts of diffienlt
interpretative problems in the Revenue Code—in other words, here is your
opportunity,

T looked at him and T was ready to plead on how T needed more manpower
and how T don’t have enough of this or that. Then T thought kind of serfonsly
for a moment and T said. “Yon know, it is a rather amazing system we have.
We have 200 million people, we have 100 million taxpayers who file about 70
million individual tax retnrns—requiring the handling of 102 or 102 million forms
and returns altogether and 250 million information documents—$128.9 billion
in taxes, 45 million refunds paid last year amounting to about £7.5 billion. When
you think of all the things that could go wrong, in a system like that, and didn’t,
it i= pretty much of a miracle.”

The question conld be asked: “Why don’t we drop more things between the
chairs?” We do. We all make mistakes. We are human beings, Just beeanse one
works for the government, doesn’t make one any brighter than he was before he
worked for the government. If T made mistakes then, T will make some now,

But when you think about the system from that viewpoint, yon take a different
approach. Unfortunately. not enough of us have the apportunity to think ahout
it from that vantage point. T think we wonld have hetter government, we wonld
have hetter evervthing if all of us econld occasionally walk away to the top of
the mountain and look down. Unfort unately. most of us don’t have the time and
nerhaps don’t have the desire, Bach of us is nsnally too wrapped up in his in-
dividual vrollems and difficulties to worry ahout whether the system of govern-
ment waorks or not.

But here we are, we collected $129 billion last year. Ninety-seven per cent of
that comes in through payments of one voluntary nature or another. Three per
ecent of that is acconnted for by our enforcement activity. That does not mean onr
enforcement activity is therefore unimportant. It is terribly important that it be
uniform and fair to keep that confidence that we have, that enconrages that 97%
of the revenue to come in through the voluntary acts of our citizens, Most of the
countries of the world would not even dare try a system like this,
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Looking at this mass income tax that we have today, you have to see it in
perspective. In the Thirties the paying of an income tax was a privilege that we
only gave to the wealthy, In 1938 there were eight million taxpayers and by 1945
there were 45 million. Last year there were about 104, and in 1980 we will have
135 million. This is just a measure of the growth of our economy and as it has
grown, so unfortunately has the complexity of the Revenue Code.

We all wish for those dear, distant days of the simple past when each of us
was infinitely worse off than we are today, but we all long for them nevertheless,

The circumstance of the complexity of the Revenue Code really follows from
the complexity of the economic society we live in. One desires simplicity, but one
is not willing to live with the arbitrary nature of a simple system.

A simple system draws very straight lines and very straight lines hit people in
very arbitrary ways.

But with the growth of the Internal Revenue Code from a starting point of
16 pages in 1913 to a point today where it is over 1200 pages in length, this
brings problems.

One might expect that with a system such as this, the courts of the United
States would be bogged down completely with nothing but tax litigations and
that we wonld have an army of tax collectors out collecting taxes, Neither one of
these is true, Civil tax litigation in the United States involves less than a thou-
sand cases in a year. We have 60,000 people and to most of us that sounds like a
lot of people, until we realize that the tax system of Great Britain—with a popu-
lation about one-third the size of ours and a geographic area that is infinitely
smaller than ours—has a tax collection force of 60,000 people. All things are
relative, of course.

What leads us to a system that works as well as it does here? One of those
things is the American character. American people have an inherent belief in
fairness and fair play. They think their Congress has enacted a relatively fair
law. We each have our gripes, but on the whole, we each think it is fair. We can
each think of some abuse, and there are many improvements that could be made,
but I think we agree basically, that the law is enforced with integrity and fair-
ness throughout the country, That is the absolute esszential to any system that is
going to work on a voluntary basis.

So it is necessary that the Revenue Service design a system to eliminate con-
troversy at the earliest possible moment in order to keep confidence, to keep this
system moving. This is a designed system that has worked, that has proven
itself over a long period of time. Indeed, the very first link in the chain, the
revenue agent, is encouraged to dispose of cases at the earliest possible moment.
Thus we try to keep disputes from ever getting into the pipeline in the first place.

Of conrse, part of this problem is that the courts simply are not equipped to
handle the volume of appeals that could arise. An interesting facet is that a
conntry the size of West Germany has more tax litigation in its courts than the
United States. Our experience has shown that the tax litigation, tax controver-
sies, can and are settled with due deference to the taxpayer’'s point of view and
to the government's problems,

Any appeal system that is designed to work has to really provide three things:

First, you have to have a system that assures an equitable disposition of each
case; justice if you will. The system also has to assure uniformity, that is, con-
stant and uniform treatment of issues and persons.

Finally, it has to be accessible in a sense of being readily available to anybody
wherever he lives.

Justice in the field of taxation is determination of the correct tax that the
Congress intended. That is one of my problems. The problem is, as most people
realize when they think about it—but they don’t really think about it—that Con-
gress enacted the tax laws, not the Internal Revenue agent who stands in front of
you and must take the abuse for enforcing if.

The view has long been held, in many circles, that the Revenue Service is not
g0 much seeking the right answer as it is seeking the most dollars and acting
as an advocate for the government. This is not the ease. This has never been our
position and more particularly, is not our position today. Indeed, several years
ago, we published a statement of philosophy which states unequivoeally, “The
sole interest of the Revenue Service is in the determination of the correct tax
and in the reasonable interpretation and development of the law, not in the pur-
suit of dollars.”

Many taxpayers read that as if it were the Magna Charta, but it is simply an
articulation of a philosophy that has long been held. It is more particularly im-
portant to one who really understands the technicalities of the tax law.
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It is a very complex law and a decision today that favors the government may
ent the other way tomorrow, so that even out of selfish interest you must deter-
mine these things on the basis of principle and not on the basis of dollars.

The important thing about our system that differs from many in the world is
its completely decentralized nature, with 58 distriet offices and 900 loeal offices
spotted for convenience of the taxpayer throughout the country, with a system
to keep these field people fully informed on the operating rules of the road. This
iz a gystem that came into existence in 1952 and it has flowered since.

Likewise, part of this situation is the right of the taxpayer to have his hearing,
his aundit, his appellate hearing, whatever it is, relatively elose to home, Yeéars ago,
one had to travel to Washington for many of the deicgions, almost all of which
are now rendered either by the District Offices or Reglonal Offices spotted around
the country. Even though these 900 offices cover most of the nation, we have
cirenit-riding people who provide service in those parts of the country where we
do not have an office.

Basiecally we have two levels of appeal from a decision of the revenne agent
that one deesn't like. First, the agent is available or the supervisor is available
for discussion. The agent supplies a copy of a report which sets forth the positions
that he will take so that the taxpayer is fully informed of what his particular
problem is,

The two levels are first the District Conforence and second the Appellate
Division,

The District Conference has been revised and modified over a period of years
to meet the needs and desires of the tix practitioner, the taxpayer, and the modern
problems as we see them. The District Conference staff is completely independent
of the revenue agent and the revenne agent supervisor and is availalile particu-
larly to the taxpayer who has a small case generally involyved in a factual matter,
No formal documents are necessary to get into this eycle and it works very well.

Until now we have limited the informal no petition, if you will, or protest cases
to about $1,000. We are now considering raising that to slightly larger cases, per-
haps $2,000, perhaps $2,500, in the interest of keeping the small pro se taxpayer
representing himself free of any red tape. And most of the cases are settled in
this area.

One has to think about the fact, thongh, that ont of 70 million tax retuins, only
about 5% are selected for audit, and about twp million involve some changes. The
interesting thing is that during the course of andits last vear, $278 million worth
of refunds were made that the taxpayer never asked for. You never heard that
figure. T bet. Nobody ever heard of an andit where we gave money back that was
not asked for, but it happens every year.

In our mathematical verification last year, we gave back about £82 million
where the taxpayers did not know they made mistakes against themselves. It
cuts both ways,

Last year in the district conferences for small taxpayers there was a rédue-
tion of 369 in deficiencies originally proposed. And about 749 of all the ¢ases—
large and small—that went through that procedure were disposed of finally to
the satisfaction of the taxpayer. If he was not satisfied, he had the right to go
either to the Appellate Division or the court.

The Appellate Division, which is the second level of our appeal system, is de-
signed really to handle the more complex cases, the ones involving not only com-
plex legal questions, but also complex factual situations,

We have a separate line of authority. The Appellate Division is not even under
the District Director’s line of authority. Their anthority runs from the Commis-
sioner, directly from me to them. completely independent of any of the local
people who set up the agent’s report in the first instance. In fact, they have
operated that way and I think they have the respect and confidence of the legal
and the accounting societies around the country.

In the cases that are docketed, the responsibility lies concurrently in onr re-
gional connsel’s offices and appellate offices to dispose of these cases. It is a4 diff-
cult matter, to determine what is fair, what is Just, and in addition the tax-
payer has a view of what is fair and just in his ease, Each of ng would like to
pay the lowest tax. In fact, if one reads the tax literature, particularly a book by
the late Lonis Einstein called “Ideologies of Taxation”—which is not as formi-
dable as its title would indicate—he would find the statement that each of us
would have our neighbor pay the tax, but each of us would find some rationaliza-
tion why we should pay something less.
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I cannot say that everybody is extremely happy when they walk out of any of
these settlement procedures, but I have always considered the settlements as
fair.

There are two kinds of settlements, one where everyone walks away happy ; that
is fine, but that happens rarely. And the other one is where everyone walks away
a little unhappy and that is probably usually the case and that is probably fair
also.

The Appellate Division has this reputation. In 1965, for example, 919 of the
ases that went through the regional appellate division offices—sitting perma-
nently in 40 cities in the United States, but riding-cireunit where necessary—
were settled to the satisfaction of the taxpayer and the government. Six per cent
were disposed of by default. The taxpayer appealed to the Appellate Division
and then for seme reason or other, never showed up, and 39 went to litigation—
726 ¢ases in the whole United States.

The taxpayers are not inhibited. If the taxpayer feels aggrieved for a very
nominal price he ean docket with the tax court, he can be heard pro se and in
fact about a third of the tax court dockets are pro se taxpayers, filed by himself,
represented by himself, where he has a judge, where he has a right to a hearing,
where the judge gives him the benefit of every doubt. That is about standard.

We have about 700 cases litigated in the U.8, Tax Court every year and about
another 500 in the Federal District Courts around the country—Iless than half
the litigation of West Germany. This system works amazingly well. So some-
thing is working.

The eases we are talking about are not the easy cases. The cases that were
involved in the Appellate Division represent one and one-half per cent of the
total cases examined in a given year, but they represent 50% of the deficiencies
asserted in a given year, and yet 9% are settled to the satisfaction of both sides.

This high record, I think, reduces the potential disputes and with our new
techniques and communications—by use of automatic data processing equip-
ment, by the use of electronic retrieval systems—we are able to keep onr field
people in the Appellate Division, and in the regional counsels' offices informed
of the kind of decisions that are oceurring all over the eountry. so they can
dispense justice in Chieago in the same way that our Appellate Division in

Joston or in Miami or #n San Francisco is working.

Settlement, while it is important in the over-all administration, basically
cannot be at the expense of fairness or taxpayers will lose confidence in the
system. So we have this basic system, this mechanized system, really, which
is both informal and aceessible. We, and I think the taxpayer,—giving due
deference to the bar and the accounting profession, all of us professionals on
both sides—have a strong desire to reach the proper result at the earliest possible
moment, at the least possible cost to the taxpayer, who, after all, as a partner
of mine used to say, “Has the most expensive; seat in the house.”

We have sought to put no barriers in anyone’s way but I think there are
changes that ean be made. We can have a better system and I, for one, would
never believe that we had the perfect tax system. If we had a perfect tax system
today, it. would not be perfect tomorrow. This is a rather dynamie, changing
world we live in and one must constantly adapt one’s self to new and changing
conditions.

But if you think about it, we have a pretty good system. We have a will to
make it work, and I think with the cooperation of the professional groups of
lawyers and accountants, we can continue to make this the strongest system
in the world, the most workable, really, the envy of the rest of the world. We
have had people visit my office from just about every nation in the world to
find out what makes it work, I think that it is this basic confidence and
integrity. I have confidence in your integrity as taxpayers and you have con-
fidence in mine and that is why it works.

Wiiriasm C. CAPES,
PUBLIO ACCOUNTANT,
Nan Mateo, Calif., July 31, 1967.
Mr. Spernoxy 8. COHEN,
Commigsioner of Internal Revenue,
Washington, D.C.

Dear Mg, Conex: I have, in the past, prided myself as a Reader's Digest
subscriber. After the August issne I don't know. How the editors could have
passed such an infamous article on the Revenue Service is hard to understand.
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I am sure accountants thruout the country share disgust with such a per-
verted article.
My sympathy to you and your staff.
Yours very truly,
W. C, Carpes.

WESTCHESTER TRAVEL BUREAU,
White Plains, N.Y., August 2, 1967,
DISTRICT DIRECTOR OF INTERNAL REVENUE,
New York, N.Y.
(Attention Mr. Edward Fitzgerald,)

Dear Mg. Frrz6eraro : 8o much has been said and written about the unethical
methods nsed by Interal Revenue Service to secure tax information, especially
the article in the current issue of “Reader's Digest”, that I thought it might be
nice to take a few minutes to deseribe my own experience, even though my pocket-
book is depleted by something over $10,000.

I established this business in 1925 and paid my taxes without any discrepancy.
In May 1964 I sold the business to National Bank of Westchester, but was re-
tained as manager. I bought it back again Sept. 1966. This caused involved trans-
actions between the bank and myself.

In April of this year I received a notice from one of your field agents in White
Plains—Donald Ferrara of Group #305 that he had been assigned to examine my
tax records for 1965, I live in Dobbs Ferry but the records are all kept here. The
appointment was made and he spent many days during a period of three months
in going through all the records of myself and the bank. He decided to audit the
returns of 1966 as well as 1965. He showed every consideration and did not
interrupt our business. Subsequently I received a notice that a tax deficiency
for 1965 and 1966 is in excess of $10,000 which T will try to liquidate, as it is an
honest debt.

Mr. Ferrara left the impression that the I.R.S. does not use Gestapo methods,
but is only doing it's duty under the law and if more of his type got around to more
people, I am certain the public at large would change it’s opinion of LR.S.

Cordially,
THOS. P. OUSSANT,

August §, 1967,
THE READER'S DIGEST,
Pleasantville, N.Y,

GENTLEMEN : The article “Tyranny in the Internal Revenue Service” hy John
Barron in your August issue, in my opinion is grossly unfair to the Internal
Revenue Service, is very detrimental to the public interest, lowers the prestige
and value of your publication, and I was very surprised indeed to read it as a
subscriber.

It is generally known that many small businesses, professional people, and
individuals, keep no proper records from which their returns can be verified, and
that resort must be had to extraneouns information such as bank statements and
cancelled checks showing deposits, purchases and expenditures, making verifica-
tion by an agent a very difficult task especially if the taxpayer should be unco-
operative,

Also it is well known that statutory notices must be given a taxpayer before an
assessment can be made, and that he may have review within the Internal Rev-
enne Service and by the U.8. Tax Court before such an assessment, and of course
property cannot be seized without assessment.

The article deals very superficially with a few cases in which taxpayers have
had trouble, and who would be naturally hostile; and it is written from their
standpoint. I am satisfied that if the cases were gone into fully and fairly it wonld
be revealed that important facts have been omitted and that the facts or inorma-
tion presented are so distorted and exaggerated as to make the article untrue.

I have been practicing law for many years but have never experienced any such
treatment as the article charges has been suffered by so many taxpayers. The state-
ment that the agents are pressured to find additional taxes regardless of the merits
is certainly incorrect. I think a better way to put it would be that they are pushed
to complete examination of as many returns as possible.

Very truly yours,
ALBERT A. JONES, Attorney.
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JuLy 31, 1967.
To rHE EpiToR
Reader's Digest Association, Inc.
Pleasantville, N.Y.

Dear Sir: In all history the tax collector was regarded as the common enemy
of men and our IRS is no exception. But eriticism and condemnation can go
beyond reasonable limits as I think they did in your August issue. Mr. Barron's
examples appear to be loosely thrown together and 1 think I have cause to
wonder because of my own experience. My personal and business returns have
been examined by a lot of agents over 45 years and I have never had an experi-
ence that even remotely approaches the incidents he reveals.

I am no more, and no less, honest than any other taxpayver. I never hesitate to
resolve borderline cases in my own favor and when the agent disagrees I al-
ways had the choice of a hearing. 1 have examinations that resulted in “No
Change” and I have always had a courteous letter telling me so,

Mr. Barron leaves me the choice of believing that the agents have become a
gang of unbridled marauders, or that the TRS has become a Mafia with the
“burn, baby, burn,” spirit. I reject both. I reject the notion that these examples
are typical, and urge the opinion that some facts are missing.

I reject the notion that any supervisor or district director wounld tolerate
such procedure.

Very truly yours,
CHARLES B. SACKETT.

ErL Paso, TEX.
CHIEF, BUREAU OF INTERNAL REVENUE,
Washington, D.C.

Notwithstanding the article which appeared in the Reader's Digest for the
month of August during my annual audit of my income tax return I found Mr.
Charles Coffman and Mr. Richard Crandall of the El Paso office most coopera-
tive intelligent and thorough. Please express my appreciation to both of them.

CoL. WILLIAM A. STRICKLAND, Jr., Retired.

NASHVILLE, TERN., August 1, 1967.
Mr. SaeErpox COHEN,
Commisgioner of Internal Revenue,
Washington, D.C.

DEAR Mr. Cones : T assume in your busy life that you will never personally see
this letter but I hope that it is placed in the stack of papers which praise the
examiners for the Internal Revenue Service,

I recently read the article in the August issue of the Readers’ Digest and I
am hopeful that those who have heen treated as I was treated when my ineome
tax was examined will write you as a rebuttal to the information which this
artiele contained.

I am not sure of the dates but I think in 1953 and 1954 my tax return was
examined and I ¢ould not have been treated better than by Mr. Fritz Gottfried, one
of your local examiners. At that time, I was General Agent and my Company
reported my income and my cashier also reported my income which made it ap-
pear that I had earned twice as much as I reported.

I would say that Mr. Gottfried and Mr. Nicholas Taylor who worked over him
were very kind and gentle when an explanation was given,

In 1954 T believe was the date, Mr. Ben Mabry from your local office here in
Nashville eame to my office fo go over my return with me, I remember very well
that he put me completely at ease by télling me that he had found nothing wrong
with the return. He checked my books carefully and came to the conclusion that
the Government owed me about $25.00 and I told him to just forget it.

I have served on the Federal Jury and I know for a fact that the Internal
Revenue Service as far ag my experience, go out of their way to give the tax-
payer the benefit of every doubt as long as they believe that the tax-payer is
honest. Neither of the above men knew me personally, but actually it seemed
to me that a personal friend could not have treated me nicer,

With kindest regards, I am

Most sincerely yours,
HerscHELL EMERY.
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Joux J, DASNNIN AND JOSEPH A. DANNIN,
Licexsep PUBLIC ACCOUNTANTS,
Newport, R.1., August 7, 1967:
Commissioner SHELbON COHEN,
Internal Revenue Serviece,
Wushington, D.C.

My Drear ComMmissioNer Conex ; Enclosed please find a copy of the letter dis-
patched this date cancelling my subseription to Readers Digest. When a sup-
posedly Responsible publication goes to such lengths as to slander such a hard
working organization as yours without getting all the facts it is time we reas-
sessed their infegrity and objectivity.

I have had the pleasure of working with IRS men for the past 40 years, and
I state unequivacably that never have I received anything but courteous co-
operation, Your local officials, and in fact the whole Rhode Island District Office
Staft, have assisted me on any and every oceasion that I sought help.

Mr. Commissioner, I am certain that these dedicated men in Rhode Island are
truly representative of your whole organization; and I wish there were some
way that I, and my fellow tax accountants and lawyers, could bring to the atten-
tion of the whole country, how deeply we resent the shadow ecast on these honor-
able men such a8 District Director John O'Brien. Revenue Agent in charge, New-
port, Jack M. Martin; and Revenue Officer Edward Leary; to name those with
whom we are in almost daily communication.

[ am deeply moved by this terrible, terrible injustice and as a citizen, I
apologize for my fellow ecitizen, who has maligned you and your men. I take
this as a personal insalt just as though one of my own family had been maligned.

With Deep Respect, I am

Joun J. DANNIN.

P.8. an’t close without mentioning the fact that last year I had the pleasure
of meeting Regional Commissioner All's wife along with the wives of a number
of the North Atlantic Region's Asst. Commissioners and District Directors. The
oceasion was a day trip for the wives while their husbands were attending a
Regional Conference somewhere in Connecticut. I was pleased to accompany
the group on their visit to our own Touro Synagogue, A National Shrine, and to

present them to Rabbi Lewis.

The enthusiasm the women had for Newport rivaled that of Presidents Bisen-
hower and Kennedy who spent many “Working Vaecations” in our city.

Our Chamber of Commerce has written Commissioner All inviting him to
schedule this year's seminar in Newport in October, and should Mr, All see fit
to accept the city's invitation I hope that it is possible for you to use this occa-
sion to make your first to Rhode Island.

I am enelosing a brochure of Touro Synagogue which I am sure yvou will
enjoy as an addition to your library.

JoHX J, DAXNIN AND JOSEPH A, IJANNIN,
LICENSED PUBLIC ACCOUNTANTS,
Newport, R.1., August 7, 1967.
Eptror-ReApER's DIGEST,
Pleasantville, N.Y.:

Your outrageous maligning of our Country’s hardest working Administrative
Agency has done irreparable damage fo what is recognized world over as the
finest tax collecting body in world history,

[ have reference to your article “Tyranny in the Internal Revenue Service”,
August 1967 edition.

[ have been working as a Public Accountant in Newport, R. I. for more than
forty years. During this period of time I have represented clients in thousands
of audits with Deputy Collectors, Revenue Officers and Internal Revenue Agents

(ar least 100 different individuals) and never have I found any suggestions of
the abuses your articles treats as though they were everyday events. I can
understand that individuals have abused their power in some instances; ‘but for
your magazine fo indiet the whole IRS is irresponsible reporting and down-
right shameful.

These men who represent the IRS are real professionals, and I have found
them to be eompetent, able to exercise their independent judgment, impartial,
and their very integrity bespeaks their loyalty and objectivity. I was partie-
ularly incensed by the reference made to “tax payer being an adversary” at no
time have I been placed in position where I felt that my client was not getting
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the same consideration he was entitled to under the law as the government was.

The local office in Newport and the Director's office in Providenee, haye always
maintained our “Open Door” policy when we accountants or lawyers found our-
selves confounded by a particular vexing tax problem, and have had to look for
fssistance in interpretation or procedure.

I am not alone in my deep respect for the Internal Revenue Service, and the
individuals who strive so hard to give full meauning to the word “service”, About
the middle of June it was learned that Jobn J, O'Brien, who had been ap-
pointed Distriet Director for Rhode Island in May, was to make his official
visit to Newport. The Newport County Bar Association, Certified Public Ac-
conntants, Newport County Publie Accountants Society and representatives of
the banking institutions tax departments joined together to form a committee
to arrange an appropriate welcome, Under the co-chairmanship of President of
the Newport County Bar Association and myself, representing the Accountants,
a Ilnneheon at our leading hotel, which was attended by more than one handred
lawyers, accountants and bank officials, was a tremendous success in bringing
together the people you elaim erroneously to be adversaries.

The District Director met each of us individually, and later from the podinm
spelled out in very definite terms what the goals of the Service were, and how
he expected to attain them in this District. He was not shy in pointing ouf our
obligations as practitioners; and the high quality of work he expected of us.
The luncheon was deemed a great suceess by all who attended (909 of Newport
lawyers and accountants, who were available attended), and all were in agree-
ment that they would be able to work with such a high type individual.

To give tangible evidence of the esteem in which the Internal Revenue Service
is held in Newport, and in appreciation of the Service rendered our community
and its citizens, the mayor and the City Council passed a resolution proclaiming
June 30, 1967 to be known as “Internal Revenue Day”. Mayor Shea presented
the original resolution, appropriately formed fo Director O'Brien at the luncheon.

Since serving as Co-chairman of the welcoming committee, I have received
comments from fellow practioners and taxpayers from all over the Eastern sea-
board that commended our cooperation; and not a few noted that “Internal
Revenue Day™ was certainly a first in the nation. I hope through my contacts
with. professional and fraternal societies to encourage other cities and counties
in Southern New England to demonstrate that the IRS is not considered to be
the monster you depict ; but truly a friend.

Please cancel my subscription. I am ashamed for you.

Jorx DANNIN.

LivestoNe CounNtyY COURT,
Athens, Ala., August 8, 1967.
CoMMISSTONER OF INTERNAL REVENUE,
Washington, D.C,

Diak Sie: The recent article in the “Readers Digest” purporting that many in
the Departiment of Internal Revenue are Devils, makes me want to give even the
“Deyil” his dues,

My dealings with the Internal Revenue Serviee have always been most pleasant
and, if anything, helpful ; frankly, my only contacts have been mainly when I
would wish information from the source or “Fountain of Wisdom” about some
tax matter that I was unfamiliar with and I would always get a prompt reply,
usnally giving me sound and often tax-saving advice.

On July 4, 1965 my father died, leaving an estate subject to estate tax, I had
never prepared such and knew nothing about such, and when I wrote to the
Internal Revenue Office in Birmingham I received much helpful advice from a
gentleman in that office, Mr, Arthur F, Lovell, Jr., who seemed to go out of his
way fo help me in this unknown field and even to save the estate money.

After the estate return was filed, in due course an Estate Tax Examiner from
the Birmingham office, Mr. Irving W. Buchalter, came fo Athens to contact me
about the return, details, valuations, ete., and I could not have had dealings with
a more pleasant, efficient and conscientious person.

True, he made me pay about $250.00 more tax, and he was correct in such, but
he also ealled to my attention that I had paid the estate tax which amounted to
about $18,500.00, in cash, whereas I could have paid it with 1.8, 214% Treasury
Bonds of 1967-72 at par value (they were selling at only a little over 88¢ on the
dollar on the open market) and he helped me prepare a petition to the Treasury
Department to redeem the amount of bonds equal to the tax at par and in turn be
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reimbursed by the Internal Revenue Service after the Treasury Department re-
mitted to them, which gave the estate back several times the additional tax he
had us pay. I told several attorneys here about this, and without exception they
stated their dealings with representatives of the Internal Revenue Service had
been courteous and pleasant.

Therefore, while the few *Devils” in the Internal Revenue Service are “cateh-
ing Hell”, let me say these words of praise about these two “Saints” in the
Service ! I hope that you promote each of them to Top Sergeant.

With all good wishes,

Cordially,
D. L. RosENAU, Jr.

Mr. Steep. Mr. Commissioner, in conclusion I would like to say that
personally I have enjoyed the many years that I have had the op-
portunity to be associated with the Internal Revenue Service and es-
pecially with you and your current staff. T have had many opportuni-
ties to know your employees out in the field, through their organiza-
tions and as individuals, and T have always found them to be people
I was happy to know and people I admired for their dedication to their
publie service and to their jobs. I have had occasion to see at the very
grassroots, so to speak, your employees in action, and I rub elbows
all the time with people who pay taxes and do business with them. I
agree with you there is more to be surprised about in the great volume
of honesty and integrity and good service that exists rather than to be
alarmed about the very small number of things that do happen when
human beings are involved but which have nothing to do with intent or
aims or policies. I want yon to know that in nowise does this article
inveigh against the high opinion I have of you and the Service. T have
been concerned, though, about the way in which it was written, and
sinee T have had some experience in writing myself, and because of my
training, I think I know a little bit about the art of innuendo and
propaganda. T am more impressed by the artistry that went into this
article than T am with the facts. I can see where it could very unjustly
cause a great deal of unfair trouble both in the functions of your im-
portant agency and the way the people themselves react.

To me the overshadowing cloud here is that motives have been under
attack, either by direct charge or innuendo. To use the word “tyranny”
1s a very serious thing. T would have to say that this, by any standard,
is a very severe and I might say deliberate effort, at least' by innuendo,
to create an inference that facts do not justify. And sinee your motives
have been thus put under attack, I think the integrity of the publica-
tion itself and of those who prepared the article might be looked into
by the same standard.

Since this magazine is a business corporation and I presume at some
stage has to live up to its tax responsibilities. and since the author
of the article is paid and has his tax responsibilities, is there any in-
formation you could give us that would bear on the reason why such an
article has been written—whether it is just a legitimate effort to bring
facts to the attention of the publie, or whether there might be grounds
to auestion their motives?

Mr. Conen. As the chairman knows, the Revenue Code forbids us
to discuss the tax affairs of any individual or corporation. and there-
fore whatever knowledge we might have of the tax affairs of these
people is not relevant, in my opinion, I won't say there is or I won't
say there isn’t a motive, but the sexy stories sell magazines or news-
papers. If you write sometling nice about the Internal Revenue
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Service you can’t advertise it by sending press releases, which ob-
viously were sent to every radio and television station as well as to
Members of Congress and to newspapers, because reporters have
shown them to me. We were surprised at the peppering of self-
adulation that ocecurred here, but that is the publication’s right.

The Government should be open to criticism, hopefully to construe-
tive eriticism. Our job is to be sensitive enough to recognize that which
is valid and that which is not. I hope our employees are sensitive to
the fact that the American taxpayer has done a magnificent job and
deserves a fair shake, and from my point of view I have been prond
to be the Commissioner of the Internal Revenue Service because our
agents have been sensitive, when they find a mistake has been made,
in finding a way to correct it if at all possible. They are sensitive to the
problems of the taxpayer and if they make a mistake they do the best
they can to correct it.

Mr. Steep. Perhaps I can get you to agree with me on this general
academic statement. When someone institutes an action, in this case
a magazine article, which raises a question about the motives of some-
one, is it not fair that in return people who read the article might
have a question about the motive of the person who writes it in the
first place?

Mr. Conex. T don’t know that T had better answer that, Mr. Chair-
man. I have never met Mr. Barron.

Mr. Steep. Does it not generate a reaction of that sort?

My, Comex. Some people might think that but T prefer not to ques-
tion their motives. I think the motive is to sell magazines.

Mr. Steen. But when it impinges on a function of Government I
think it concerns us.

Mr. Conen. I think the people in the press have a duty to the public
to take into account what effect it might have. When you are dealing
with the confidence the American people have in their tax system, one
ought to be very careful that one make just criticism. This is the only
thing I can eriticize in this respeet. I think the criticism is overdrawn.

Mr. Steep, In the case of the Senate committee where a relentless
effort was made to get at the facts about charges against the Internal
Revenue Service, Senator Long and others, as the facts unfolded,
were not hesitant to pay compliments to the Serviee.

Mr. Conexn. They do compliment us and they criticize where they
question our actions, which is their right.

Mr. Steep. Any questions, Mr. Passman?

Mr. Passmax. T am afraid my defense is better than yvours. T either
represent the best people or you have the best agents in my congres-
sional district or both. This 18 more than eriticism: “Today, evidence
from all over the country discloses that the IRS has bullied. degraded
and crushed innocent citizens in the name of collecting taxes.”

That is not eriticism, that is a very derogatory charge, and T admire
yon very much for taking this and not going further than you have
in defense of your agency. This is a rather serious indictment so far
as I am personally concerned. As a matter of fact, were it not for the
reputation of the Reader’s Digest and this author, one might think
they had an ax to grind stemming from their own tax difficulties. T
have nothing to gain and certainly nothing to lose, and if the oppor-
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tunity presents itself I will have excerpts made from this hearing,
but I have nothing but praise for the way you operate.

Mr. Corex. Thank you.

Mr. Steep. One other point before we conclude. In the area of an
individual taxpayer’s resentment or displeasure with your actions,
there inevitably comes this situation where an individual, for reasons
best known to himself; brings to you a complaint that someone else
1s not playing fair with the Government. They make charges and
even may provide you with some material evidence that somebody
is trying to beat his taxes. Now, when you get such information—
and knowing the American people as I do I am sure you do get some—
would you be derelictin your duty if youignored it ¢

Mr. Courxy. It is absolutely necessary that any law-enforcement
agency that receives information about a violation of the law investi-
gate it. We are sensitive, of course, to the fact that all information one
receives is not accurate, and therefore we have skilled people review
any material that we might receive in such a way to determine whether
or not there is any reasonable basis for such an accusation. If there is
a reasonable basis for such an accusation after a preliminary investi-
gation that does not.involve going outside, hopefully, the secrecy prob-
lem, then we have to investigate it.

Mr. Sreep. Because this in individual instances can be a source of
irritation to some of the vietims.

Mr. Couex. T suspect that is true. If yon happen to be the fellow
investigated becanse you apparently have made an error or committed
a violation of one sort or another, you get irritated if somebody comes
after you, to say the least.

Mr. Steep. Mr. Commissioner, there is another thing that T would
like to have yon make whatever comment you feel that you can on.
This is this matter of campaign contributions, testimonial dinners, this
sort of thing. That poses some problems. What is the current attitude
of the IRS in regard to this sort of thing ?

Mr. Comex. There are published revenue rulings which indicate that
campaign contributions received as such will not be included in the in-
come of the recipient, but should there be any diversion of those cam-
paign contribufions from strict political purposes to personal purposes,
then income will result,

There are two circuit court cases, @’Diwyer and Jett. We can get you
the citations for the two cases which sustain that position. I think it is
fair to say that our presumption is that any gift given to a political
figure as a political figure is presumed to be for political purposes un-
less it can be shown clearly otherwise.

(The citations referred to follow :)

O’'Dicyer v. Commissioner; 28 T.C. 698 (1957) aff'd 266 Fed (2d) 575 (C.A.
1959) cert. den. 361 U.S, 862.

U.S.v. Leslie E. Jett; 352 F. 24 179 (CA 6, 1965) affirming an unreported disteict
court opinion.

Mr. Steen. Would that include the receipts from a testimonial
dinner?

Mr. Comexn. I do not want to get into a discussion of that particular
problem since there is a particular case involved. I do not want to pre-
judge anything,
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Mr. Steep. Commissioner, on behalf of the committee I want to
express our real and deep appreciation to you and your colleagues for
coming here today and providing us this information.

We appreciate the candid and complete way you have responded
to the questions and the information that you have made available.
We hope that out of this will come some clarification of the faets in
the minds of the people who are interested, both in and out of the
(Government.

The probable bad result from such an attack made on the Service
has been minimized, we hope. We think that you are doing a good job
and will continue to do so and assure you that this committee will con-
tinue to cooperate with you.

Mr. Comrex. Thank you very much, sir.

Mr. Steep. The committee stands recessed.

O
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