I. THE CRIMINAL INVESTIGATION IN GENERAL

Administrative investigations are those investigations worked outside of the grand jury process. Most
administrative investigations involve only Title 26 violations, although it is possible to investigate Title 31
violations and some Title 18 violations administratively. Administrative investigations may be worked whenever
the Special Agent anticipates working without the cooperation of other agencies.

A. Administrative Investigations.

1. Administrative investigations may be initiated whenever information indicating possible violations of tax,
money laundering, or bank secrecy laws is received or developed by the Lead Development Center (LDC) or
Special Agent.

2. This section contains a number of administrative procedures to be employed in most administrative
investigative situations.

3. The Special Agent in Charge (SAC) or Assistant Special Agent in Charge (ASAC) will select for
investigation all information items which, upon evaluation and screening, are deemed to warrant inquiries
beyond those authorized for evaluating information items.

4. A brief summary of the basis for opening the investigation will be prepared and retained in the
administrative file. At the discretion of the SAC, it may be a separate document, such as a memorandum
prepared by the evaluating special agent, or it may be incorporated in an existing document used in the field
office's investigation initiation process.

5. All assigned investigations will be subject to sufficient investigative inquiry to support the disposition
recommended in the report, except when surveyed.

6. Internal Revenue Code (IRC) §7605(b) provides that no taxpayer shall be subjected to unnecessary
examinations or investigations, and only one inspection of a taxpayer's books of account shall be made for
each taxable year, unless the taxpayer requests otherwise or, after investigation, he/she is notified in writing
that an additional inspection is necessary.

7. Authority has been delegated to the respective Operating Division Territory Manager for cases within their
jurisdiction to sign the notice to a taxpayer that an additional inspection of such taxpayer's books of account
is necessary.

8. In general, the provisions of IRC §7605(b) should be invoked only where, subsequent to closing a case,
information is developed which indicates fraud, malfeasance, collusion, concealment, or misrepresentation of
a material fact. Any such notice, after signature by the appropriate Operating Division Territory Manager,
will be delivered to the taxpayer by the Special Agent or the cooperating Revenue Agent or Revenue Officer
at the time the inspection is begun.

B. Grand Jury Investigations. Special agents are authorized to assist the United States Attorney in conducting
investigations, in preparing for indictment, trial, and in obtaining evidence relative to sentencing, in matters
involving potential violations of Title 26, and/or Title 18, and/or Title 31 of the United States Code committed in
contravention of tax, bank secrecy, or money laundering statutes. A United States Attorney or Strike Force
Attorney may request special agents to assist in such investigations by a Federal grand jury, or to make
presentations to a Federal grand jury. Also, the IRS or an attorney for the government may initiate a request for a
grand jury investigation.
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The IRS may request the use of a grand jury either before, during, or after conducting an administrative
investigation. A grand jury may normally be requested whenever:

1. using a grand jury would be more efficient, e.g., the administrative process cannot develop the relevant facts
within a reasonable period of time; or

2. an investigation has proceeded as far as the administrative process allows, but prosecution potential would be
strengthened by the grand jury process.

C. Title 26 — Criminal Penalties Applicable to Fraud.

1. IRC 6050L. Structuring Transactions to Evade Cash Reporting. Internal Revenue Code §60501 requires
trades and businesses to file Form 8300 when in receipt of $10,000 in cash from one transaction or two or
more related transactions.

Internal Revenue Code §6050I(f) prohibits structuring transactions to evade the reporting requirements. It
states:

“(1) In general. . .No person shall for the purpose of evading the return requirements of this section—

(A) cause or attempt to cause a trade or business to fail to file a return required under this
section,

(B) cause or attempt to cause a trade or business to file a return required under this section that
contains a material omission or misstatement of fact, or

(C) structure or assist in structuring, or attempt to structure or assist in structuring, any
transaction with one or more trades or businesses.

(2) Penalties. A person violating this subsection shall be subject to the same civil and criminal
sanctions applicable to a person who fails to file or completes a false or incorrect return.”

2. IRC §7201. Attempt to Evade or Defeat Tax. IRC §7201 states in its entirety:

“Any person who willfully attempts in any manner to evade or defeat any tax imposed by this title or
the payment thereof shall, in addition to other penalties provided by law, be guilty of a felony and,
upon conviction thereof, shall be fined not more than $100,000 ($500,000 in the case of a
corporation), or imprisoned not more than 5 years, or both, together with the costs of prosecution.

Note: By operation of the criminal fine provisions under 18 USC §3571, the maximum permissible fines for
the violations of IRC §7201, is at least $250,000 for individuals and $500,000 for corporations. Alternatively,
if any person derives pecuniary gain from the offense, or if the offense results in pecuniary loss to a person
other than the defendant, the defendant may be fined not more than the greater of twice the gross gain or
twice the gross loss.

Avoidance Distinguished from Evasion. Avoidance of taxes is not a criminal offense. Any attempt to reduce,
avoid, minimize, or alleviate taxes by legitimate means is permissible. The distinction between avoidance and
evasion is fine, yet definite. One who avoids tax does not conceal or misrepresent. He shapes events to
reduce or eliminate tax liability and, upon the happening of the events, makes a complete disclosure. Evasion,
on the other hand, involves deceit, subterfuge, camouflage, concealment, some attempt to color or obscure
events, or makes things seem other than they are. For example, the creation of a bona fide partnership to
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reduce the tax liability of a business by dividing the income among several individual partners is tax
avoidance. However, the facts of a particular case may show that an alleged partnership was not, in fact,
established and that one or more of the alleged partners secretly returned his/her share of the profits to the
real owner of the business, who, in turn, did not report this income. This would be an instance of attempted
evasion.

IRC §7201 — FElements of the Offense. The elements of the offense of willfully attempting in any manner to
evade or defeat any tax or the payment of any tax are the same, but the courts have interpreted the terms
differently in some instances. The differences are noted in the explanation. The elements of the offense are:

(a) additional tax due and owing;
(b) an attempt in any manner to evade or defeat any tax, or the payment thereof; and
(c) willfulness.
3. IRC §7206. IRC §7206 states its entirety:
“Any person who—

(1) Declaration Under Penalties of Perjury. Willfully makes and subscribes any return, statement,
or other document, which contains or is verified by a written declaration that it is made under the
penalties of perjury, and which he does not believe to be true and correct as to every material
matter; or

(2) Aid or Assistance. Willfully aids or assists in, or procures, counsels, or advises the
preparation or presentation under, or in connection with any matter arising under, the internal
revenue laws, of a return, affidavit, claim, or other document, which is fraudulent or is false as to
any material matter, whether or not such falsity or fraud is with the knowledge or consent of the
person authorized or required to present such return, affidavit, claim, or document; or

(3) Fraudulent Bonds, Permits, and Entries. Simulates or falsely or fraudulently executes or signs
any bond, permit, entry, or other document required by the provisions of the internal revenue
laws, or by any regulation made in pursuance thereof, or procures the same to be falsely or
fraudulently executed, or advises, aids in, or connives at such execution thereof; or

(4) Removal or Concealment With Intent to Defraud. Removes, deposits, or conceals, or is
concerned in removing, depositing, or concealing, any goods or commodities for or in respect
whereof any tax is or shall be imposed, or any property upon which levy is authorized by section
6331, with intent to evade or defeat the assessment or collection of any tax imposed by this title;
or

(5) Compromises and Closing Agreements. In connection with any compromise under section
7122, or offer of such compromise, or in connection with any closing agreement under section
7121, or offer to enter into any such agreement, willfully—

(A) concealment of property. Conceals from any officer or employee of the United States any
property belonging to the estate of a taxpayer or other person liable in respect of the tax, or
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(B) withholding, falsifying, and destroying records. Receives, withholds, destroys, mutilates,
or falsifies any book, document, or record, or makes any false statement, relating to the estate
or financial condition of the taxpayer or other person liable in respect of the tax;

shall be guilty of a felony and, upon conviction thereof, shall be fined not more than $100,000
($500,000 in the case of a corporation) or imprisoned not more than 3 years, or both, together
with the costs of prosecution.”

Note: The maximum permissible fine for the felony offenses set forth in IRC §7206, is at least $250,000
for individuals and $500,000 for corporations. Alternatively, if the offense has resulted in pecuniary gain
to the defendant or pecuniary loss to another person, the defendant may be fined not more than the
greater of twice the gross gain or twice the gross loss.

4. Section 371. Conspiracy to Commit Offense or to Defraud the United States. 18 USC §371 states in its
entirety:

“If two or more persons conspire either to commit any offense against the United States, or to
defraud the United States, or any agency thereof in any manner or for any purpose, and one or more
of such persons do any act to effect the object of the conspiracy, each shall be fined under this title or
imprisoned not more than five years, or both. If, however, the offense, the commission of which is
the object of the conspiracy, is a misdemeanor only, the punishment for such conspiracy shall not
exceed the maximum punishment provided for such misdemeanor.”

(a) Klein Conspiracy. A Klein conspiracy, which is named for the lead case, is a conspiracy to defraud
the government by impeding and impairing the lawful function of the Internal Revenue Service.

If evidence is developed in a case which shows deceit, trickery, craftiness or dishonesty, and if done in
furtherance of an agreement to interfere with or obstruct the IRS in its lawful function of tax
administration, including examination, assessment, and collection, then there is a potential Klein
conspiracy.

The object of the Klein conspiracy would be a plan and the subsequent overt acts by which conspirators
knowingly deceive the IRS. However, tax evasion does not necessarily have to be proved to have been
the motive for the conspiracy to defraud.

(b) Tax Conspiracy. Reference to the particular Title 26 criminal tax statute which the conspiracy
attempted to violate must be made in the indictment, (unless it is a conspiracy to defraud, impede or
impair the IRS as in a Klein conspiracy, discussed below). For example, A, B, & C conspired to evade
payment of A's tax liability in violation of IRC §7201.
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