DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

INSPECTOR GENERAL
for TAX
ADMINISTRATION

July 16, 2001

Joseph Farah

Executive Director

Western Journalism Center
P.O. Box 2450

Fair Oaks, CA 95629-2450

Dear Mr. Farah:

This is in response to your August 10, 1999 letter, in which you sought to appeal the
Treasury Inspector General for Tax Administration’s (TIGTA) July 6, 1999 response to
your Freedom of Information Act (FOIA) request dated April 5, 1999. Your FOIA
request sought information concerning Western Journalism Center.

TIGTA's July 6, 1999 response indicated that information contained in ROl 5-9702-0022
as well as documents pertaining to Western Center for Journalism v. Cederquist et al.
were responsive to your request. At that time TIGTA asserted FOIA exemptions (b)(3),
(b)(5) and (b)(7)(C) as the bases for withholding various documents in full and in part.

We have reviewed the 139 pages of documents that contain information responsive to
your request. At this time, we are releasing sixty-three (63) pages in full and fifty-six
(56) pages in part. (See enclosed). In addition, we continue to withhold twenty (20)
pages in full. We are asserting FOIA exemption (b)(7)(C). Further, information has
been withheld from the enclosed documents because the information is outside the
scope of your request for information concerning Western Journalism Center. This
information is marked as "OS" on the documents that are enclosed.

FOIA exemption (b)(7)(C) protects from disclosure "information compiled for law
enforcement purposes the release of which could reasonably be expected to constitute
an unwarranted invasion of personal privacy." 5 U.S.C. § 552(b)(7)(C). The withheld
information consists of identifying information about various individuals other than
yourself. Releasing the withheld information would not shed any light into the Bureau's
performance of its official functions, but instead would result in an invasion into the
personal privacy of the individuals whose names and personal information have been
withheld. The information was compiled for law enforcement purposes and the privacy
interest of the third parties outweighs the public's interest in having the information
released, and therefore, this information is exempt from release in response to your
request.

The FOIA requires us to advise you of the judicial remedies granted in the Act. You
may file a complaint in the United States District Court for the district in which you



reside, or have your principal place of business, or in which the agency records are
located, or in the District of Columbia. If you have any questions, please contact Lori
Creswell of this office at (202) 622-4068.

Sincerely yours,

GEORGE W. REYNOLDS
Deputy Chief Counsel

Enclosure
cc: Disclosure Section
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BASIS FORINVESTIGATION

By memorandum, dated January 30, 1997, EVELYN PETSCHEK, Assistant Commissioner (Employee
Plans and Exempt Organizations), reported that in recent weeks there have been a number of media articles
and congressional correspondence critical of Exempt Organizations’ examination activities and other issues.

ALLEGATIONS

1. There is outside intervention in the IRS” Exempt Organizations’ examination selection and/or exempt
status determination letter process, to target specific entities/taxpayers for political purposes.
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RESULTS OF INVESTIGATION

Based on our investigation of 28 cases and extensive interviews, this special inquiry did not develop
any evidence that outside intervention for political purposes was involved in IRS decisions in
examinations or determination letters. Qur inquiries included numerous interviews with revenue
agents, managers, executives (including the Assistant Commissioner (EP/EQO), the Deputy
Commissioner and the Commissioner), exempt organization representatives and information item
complainants/sources. The majority of the examinations in our inquiry were initiated from media
articles and individual complaint letters submitted as information items from a variety of non-IRS
sources, i.e. individuals, other exempt organizations, etc. Our special inquiry showed that IRS
actions in the 28 cases were based on the merits of the alleged prohibited political activities.
Because information items not selected for examination are not retained by the key districts, a

practice authorized by the national office, we were unable to assure that IRS actions for other
information items are consistent with those in the 28 cases.

During our interviews with current and past IRS executives, we asked a series of questions regarding
instances of intervention, outside contacts for information on specific cases, etc. The executives

stated they had not experienced anv nalitical intervention in exempt organization cases. ,*‘

-

Our special inquiry identified internal control vulnerabilities that prevent the IRS {rom readily
assuring oversight bodies that a process exists for timely, objective, and consistent decisions in the
examination of alleged political activities of exempt organizations or to quickly finalize a
determination for tax-exempt status. These vulnerabilities could contribute to an impression by
Congress, other exempt organizations and the general public, that the [RS* examination and
determination letter processes are susceptible to manipulation by individuals or organizations that

Special Inquiry - Questionable Exempt Organization Examination Activity
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utilize the media, congressional and/or White House complaints to voice their political views. The
lack of training and accurate explanations by revenue agents with some representatives on why their

exempt organizations were audited does little to allay concemns that they are selected for audit based
on their political leanings.

— o<

DETAILS OF INVESTIGATION

Exhibits

In a memorandum dated January 30, 1997, the Assistant Commissioner, EP/EO (Employee

Plans and Exempt Organizations), stated that media articles and congressional 1.1
correspondence allege that there has been intervention in EQ’s examination selection

process to target specific taxpayers for political purposes, that EO’s examination selection

process is either improperly selecting cases or is otherwise susceptible to manipulation, and

I >

A review of the Assistant Commissioner’s memorandum and other related media articles 1.1,2.1,
and congressional correspondence dated between September 1996 and February 1997, 3.1
initially identified 32 names of individuals and entities alleged to be exempt organizations

and/or individuals that were either examined or not examined or received expedite or

delayed decisions on exempt status because of their “political” activities.

—

The IRS receives information items from various external sources (i.e. media articles,

individuals, congressional inquiries, other exempt organizations, etc.) regarding aliegations 6.1-10.5
against exempt organizations. The IRS followed a consistent practice of forwarding the

information items to key district offices for evaluation of the merits of the laws alleged to

have been violated, without directing the field managers and revenue agents in whether to

examine or not examine the exempt organizations.

We reviewed available information for the 28 cases included in the special inquiry and 6.1-31.4
interviewed aurnerous revenue agents, managers, executives (including the Assistant

Commissioner (EP/EQO), the Deputy Commissioner and the Commissioner), exempt

organization representatives and information item complainants/sources. In addition to the

swomn statements of IRS employees, managers and executives, we conducted an extensive

Special Inquiry - Questionable Exempt Organization Examination Activity
RQ707.00272



review of procedures and practices in the national office and each of the five key district

offices. From these investigative steps we determined the following events and actions 5.1
occurred in the 28 cases:

- 15 examinations were initiated. The sources of the 15 information items included
media articles, individuals, and other exempt organizations. The IRS forwarded the

information items to one of their key district offices for evaluation and any action they
deemed necessary;

-~ —

The actions taken by the IRS in the examinations initiated <
— - were consistent in addressing issues involving allegations of improper activities
for exempt organizations, i.e. prohibited political activities. The fact that a violation of the
Internal Revenue Code is in question is what caused the examination or influenced a
determination decision, not the political leaning and/or motivation of the sources. We did not
identify any directions by IRS officials to managers and/or revenue agents to examine/not 3.1
examine or approve/not approve applications for the involved exempt organizations, and we

did not develop any evidence that suggests that Exempt Organizations’ examination selection
process is improperly selecting cases.

An analysis of the media articles and congressional correspondence for the 28 cases Sl
showed:

¢ 17 alleged politically conservative EO entities were either currently under audit

or recently audited:

N R ———
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»  Western Center for Joumnalism

. \ =

Investigative Steps Taken to Resolve Allegations:

31.1-31.3

In order to prove or disprove the allegations of external influence contributing to decisions
to examine or not examine or to approve or not approve exempt status applications for
these entities, we evaluated IRS procedures for classification and selection of EO returns
for examination and for processing applications for exempt status. Also, we determined

whether IRS followed procedures in examining EO entities and processing applications for
exempt status.

Special Inquiry - Questionable Exempt Organization Examination Activity



Specifically, we:
4.1

¢ secured case files and conducted in-depth reviews of IRS actions in the 28 6.1 -6.28
cases, including interviews under oath of 15 case agents and six of their 7.1-7.15
immediate, first-line managers and interviews of five taxpayers who were the 8.1-8.6
sources of complaints of the alleged improper political activities and two 18.1 - 18.5
exempt organization representatives who were quoted in media articles as 19.1-19.2
critical of the IRS’ examination selection process.

e interviewed 31 other Service managers, executives (including the 9.1-163
Commissioner, Deputy Commissioner and Acting Chief Compliance Officer),
and Chief Counsel employees under oath regarding improper influence,
procedures, sources of and basis of examinations and exempt status
determinations.

» interviewed the former Assistant Commissioner (EP/EQO) regarding his 17.1
perspective on any improper influence during his tenure in the top EP/EO
executive position.

e conducted walkthroughs to evaluate procedures authorized and practices 31.1-31.2
followed at IRS’ national office and in the five key district offices (four for
examinations and one for determination letters).

e interviewed three Treasury Department and Administration employees 313
regarding control, transmittal and receipt of congressional and White House
correspondence sent to the IRS.

e reviewed national guidelines and wraining material to identify the procedures 314

and techniques for Exempt Organization employees to utilize during the initial
interview with the taxpayer, specifically, what training did employees receive

regarding how to respond to the taxpayer’s question, “why is my return being
examined?”

Special Inquiry - Questionable Exempt Organization Examination Activity
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Review of the 28 case files, computer system records, interviews of case agents and managers, and
interviews of outside sources showed the following:

17 Alleged Politically Conservative EOQ Entities Were Either Currently Under Audit o.r
Recently Audited

- 12 of 17 entities were examined.

e

OS

Special Inquiry - Questionable Exempt Organization Examination Activity
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Western Center for Journalism 6.27

e Several newspaper articles reported that the Clinton Administration
influenced the initiation of an audit against Western Center for
Journalism (WCJ) because of their investigative reporting of the
circumstances surrounding the death of White House Deputy Counsel
Vincent Foster. One of the articles stated that the revenue agent

remarked that “this is a political case, and it is going to be decided in
the national level.”

e WClJis currently being audited for tax periods 9412 and 9512.

¢ The audit originated from a taxpayer who faxed a letter to the White
House expressing his concem over a one-page advertisement paid for
by WCIJ that asked for contributions to investigate Foster’s death. The
fax was forwarded to the EO National Office and then to the respective
Key District Office for appropriate actions.

Special Inquiry - Questionable Exempt Organization Examination Activity
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® An interview with the taxpayer confirmed that he authored the fax.

6.27
® The initial issue was whether the organization is required to file Forms

990. Additional issues raised: (1) That investigative reporting was
paid for with tax-deductible contributions. The agent is waiting for
copies of a proposed 1994 ruling relating to investigative reporting to
“rule” on this issue. (2) That there is evidence of inurement (the
accrual of personal benefit).

e The revenue agent stated that he advised the organization’s CPA that
he would not be making the decision as to whether or not the story was
political. He would send it off to National Office and let them decide.
He did not want to take it upon himself to make such a decision. He
never said that the case was a political issue.

e The revenue agent and group manager stated that they were not aware
of any interest in the case by the Commissioner, Treasury, or White
House personnel.

Special Inquiry - Questionable Exempt Organization Examination Activity
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During our interviews with current and past IRS executives, we asked a series of

15.4-15.6,
questions regarding instances of intervention, outside contacts for information on specific 17.1
cases, etc. The executives stated they had not experienced any political intervention in '
exempt organization cases i
__’__—_’—-"’.-r‘l
: 15.5

15.5

/& 154,171
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15.5,17.1

15.4
29.1

ol, r.valuation and Retention of [nformation Items
{(complaints, referrals, efc.) on Allegations Against Exempt Organizations

Procedures for Classifying Information Items 31.1
And Conducting Church Examinations

IRM procedures for evaluating information items were very general, contained both

vague and sometimes conflicting information, and have been virtually unchanged
since 1986.

e The Returns Program Manager or designated manager administers the

Employee Plan/Exempt Organization (EP/EO) classification program for
information items.

e There is no guidance on the specific issues to consider when evaluating
information items.

e Various sections of the procedures contained conflicting information as to

whether information items should be destroyed.
The IRM gives field management broad discretion in local coordination and
development of local procedures.

Special Inquiry - Questionable Exempt Organization Examination Activity
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Procedures for church examinations were:
» Specific as to the steps to follow once an inquiry or examination is
initiated;
» Non-specific with respect to classifying and selecting church returns
for an inquiry or examination.

Practices At The Key District Offices

No local procedures for processing information items/referrals. Two of the
four KDOs had procedures but they were incomplete for processing
information items.

The KDOs did not maintain a record-keeping system for tracking information
items from receipt to disposition.

The KDOs did not have time swandards established to ensure that information
items/referrals are promptly screened. '

The KDOs did not have specific criteria for evaluating the information items
for audit potential.

The information items not selected for examination were destroyed shortly
after the evaluation at three of the KDOs and they did not maintain a record-
keeping system that explained why these information items/referrals were not
selected for examination and destroyed.

Information items selected for examination are controlled by the KDOs on
Audit Information Management System (AIMS) with a source code 60,

Information Report, rather than the specific AIMS source code that would
have identified the actual source of the lead.

Conclusion

Overall, the KDOs were inconsistent on how information items were
processed, scréened, and controlled. The information items were screened
intermittently and seldom annotated as to why the referral was not selected for
examination. Information items were not tracked from receipt to disposition
and the source of the lead was not accurately recorded on AIMS. Without
accurate or complete information the Service can not provide reliable data
regarding the exact source, status, or disposition of information items.

Special Inquiry - Questionable Exempt Organization Examination Activity
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IRS Procedures and Practices for Receipt, Control, Evaluation and Approval/Disapproval of
Applications for Exempt Status

Determination Letter Processing Procedures

Overall, IRM procedures for Field Offices were generally of sufficient detail and contained )
specific criteria for when applications should be approved on an expedite basis, processed 31.2 O S
under “technical screening” guidelines (organizations such as the

e J, or forwarded to the National Office (N.O.)

for a decision.

However, the IRM contains no definitive standard for the number of days by which
applications should be processed. In addition, there are no specific IRM procedures or
guidelines for actions taken in the N.O. As such, N.O. managers developed local case
processing operating procedures.

Practices in the Cincinnati Key District Office and in the National Office

Based on a walkthrough of processing, interviews of managers and a review of available
documentation, the Cincinnati office is following established national and local guidelines
for processing applications for recognition of exempt status. The N.O. is also adhering to

established IRM guidelines for application processing; and has developed local procedures to
supplement those in the IRM.

Procedures for IRS Handling of White House, Congressional, and Treasury Correspondence

All correspondence received at IRS’ Legislative Affairs is controlled on the Executive
Control Management System (ECMS). ECMS is a Lotus Notes paperless tracking system
designed to manage and control correspondence. As of January 20, 1997, ECMS was
implemented in the National Office and the four Regional Offices. It has not been
determined whether ECMS will be implemented at the Service Centers and District Offices.
Prior to that Legislative Affairs controlled correspondence on Congressional Correspondence
Tracking System (CCTS) and Commissioner’s Mail Tracking System (CMTS).

313

Most of the mail is hand delivered by a mail clerk to Legislative Affairs. The White House
mail is routed to Legislative Affairs through Treasury. The mail comes in bulk in a mail
pouch, box or similar container. There is no transmittal or similar document transmitting the
mail to the IRS and Legislative Affairs does not acknowledge receipt of the correspondence.
The White House will annotate “Treas/IRS bulk” on the top left comer of the

Special Inquiry - Questionable Exempt Organization Examination Activity
5-9702-0022



correspondence. Occasionally, the White House mail will be sent directly to 1111
Constitution Ave. and that mail would be delivered to the courier desk and they would call
Legislative Affairs to come and get the mail. Upon receipt, the mail is opened, counted and
date stamped and the totals are entered in the Daily Correspondence Received log by type
(Congressional, Treasury, Commissioner, and White House).

Conclusion

Our walkthrough and observations showed that Legislative Affairs followed the procedures
for processing correspondence received from the White House, Members of Congress, and
Treasury. We also observed large volumes of bulk mail received from the White House and
noted that most of the correspondence dealt with individual tax issues or the taxpayers
commented on the complexity of the tax laws

Procedures for the Initial Contact with Taxpayers

The IRM and the training material addresses how the revenue agents should conduct the
initial contact and interview with the taxpayer. The material provides direction and
techniques to ensure that the communications between the taxpayer and the revenue agent are
effective. It also stresses that the revenue agent should explain the examination process to
the taxpayer, including how their retumm was selected for examination. In addition, the
appointment letter explains that the Service is examining their return to determine whether
the organization is operating in the manner stated and for the purpose set forth in its
application for recognition of exemption.

Internal Control Vulnerabilifies

Internal Control Vulnerabilities in IRS’ Exempt Organization Operations That
Pertain to Receipt and Retention of Information Items on Exempt Organizations and in
IRS’ Receipt, Control and Processing of Applications for Exempt Status

The special inquiry did identify several internal control vulnerabilities that may
contribute to an impression by Congress, other exempt organizations and the general
public, that the IRS’ examination selection and detennination letter approval processes
are susceptible to manipulation by individuals or organizations that utilize the media
and/or congressional complaints to voice their political views.

These vulnerabilities include:

o lack of written procedures and inconsistent practices in the key district offices

314
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for receipt, control and retention of complaints (information items) of alleged

improper political activities of exempt organizations received from various
sources,

information items not selected for examination are destroyed by the key
district offices, a practice authorized by national office instructions, thus

preventing comparisons and assurances that identical IRS actions are taken in
identical or very similar situations.

information items received under cover letters from members of Congress
and/or the White House are forwarded intact by the IRS’ national office to
field (key district) offices for evaluation of examination potential.

the methodology practiced by the IRS in referring certain proposed adverse
exempt status determinations to the national office for final decisions, and the
national office and Counsel negotiating directly with applicants when their
request for determinations of exempt status do not meet criteria in the law, has
resulted in protracted periods of time (several years) without final decisions in
two of the three determination letter cases that appeared in the media articles.

lack of training and outdated, inappropriately worded taxpayer notices for
what to tell taxpayers when asked why they are being audited, may have
contributed to misunderstandings by exempt organization representatives
quoted in the media articles. Follow-up with two exempt organization entity
representatives quoted in media articles showed that in one case, the articles
were not accurate when stating what they and the IRS revenue agent discussed
relative to the cause of the audit. The second exempt organization
representative confinmed that the media article accurately represented their
impression of what occurred during the conversation on why they were being
audited. However, both representatives stated that they are still uncertain why
their exempt organizations were audited by the IRS.

The IRS constantly faces a dilemma when trying to determine the fine line
that separates tax administration from tax policy and tax legislation.

These vulnerabilities prevent the IRS from readily assuring oversight bodies that a
process exists to insure timely, objective, and consistent decisions to examine the alleged
political activities of approved exempt organizations or to quickly finalize a
determination on new applications for exempt status. The lack of clear and accurate
discussions with representatives on why the IRS is auditing their exempt organization
does little to allay their concerns that they are selected for audit based on their political

leanings.

31.1

31.3,6.7,
6.12

31.2,6.6,
6.16

314,

19.1

19.2

154 -15.6
17.1
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EXHIBIT LIST SHEET

Exhibit 1 - Memorandum from Assistant Commissioner (EP/EO
Evelyn Petschek, dated 1/30/97 with attached media articles
and congressional correspondence.

1.1. A/C Memorandum

Exhibit 2 - Review and analysis of media articles and

congressional correspondence attached to A/C Petschek's
memorandum dated 1/30/97.

2.1.  Memorandum of Activity, dated 2/10/97

Exhibit 3 - Review of media articles and congressional

correspondence to identify entities/individuals to include in our
special inquiry.

3.1. Memorandum of Activity, dated 3/1/97

Chart showing current and former IRS employees, exempt
organization representatives, information item
complainants/sources inteviewed and 28 related
entitiesf/individuals included in this special inquiry.

4.1.  Exhibit 4 - Flow Chart

Exhibit 5 - Chart showing examination/non-examination activity

for exempt organizations included in special inquiry, source of
examinations, etc.

5.1.  Infonnation Chart of 28 entities/individuals included in this special
inquiry.

Exhibit 6 - Case Reviews and Glossary
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Exhibit 9 - Memorandums of interview - Branch Chiefs

w L | °

— o )(F)e )

Exhibit 10 - Memorandums of Interview - Division Chiefs
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Exhibit 12 - Memorandums of interview - District Directors
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oS
134 —_
© 13.2. Maniyn Day, dated 4/3/97
13.3 g 0S

/ — -

Exhibit 15 - Memorandums of Interview - National Office EO
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Exhibit 29 - Affidavits of EP/EO National Office Employees
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Assistant Commissioner Memorandum

(ntemal Revenue Service
memorandum

date: JAH 30 K9

.30
to: Chief Inspector I q.\ou
\-
from: Asgistant Comuissioner Ef_>
*  (Ewployee Plans and Exempt Organizatio :E > b C:%L
X JL!—L.-_./

)
subject: pallegations Concerning Caae Selection and Disclosure of

Taxpayer Information

In recent weeke, there have been a number of media
reporte, including editoriale, critical of the examination
eselection process in EP/EQO. The concerms raised in the
articles include allegatione of intervention in the process to
target specific taxpayere for political purposes, as well as
allegations that our exam selection process ie either
improperly selecting cased@ or is otherwise susceptible to

manipulation by third parties who refer only one side of the
political spectrum.

These allegatione have been made in Congressional
correspondence as well. 1In separate letters, Chairman Archer
has questioned our activities in connection with a number of

cages. o~ C)
e i

While we have no information indjcating improper behavior
by any Service employee, we are bringing the allegations to
your attention because of the gravity of charges. Please be
adviged that we have underway a general review of best
practices in our exempt organizationé exam selectioa process,
Thie etudy ie being undertaken, among other reasons, due to
the restructuring of our field offices, revision of the
Internal Revenue Manual, and roll-out to the field of a new
computer eyetem for returme classification.




-2

Chief Inspector I

Attached are copies of the following media reports,
editoriale., as well am oertain Congressional correspondence

and our responses. Note that aimilar reports have appeared
eleewhere in the media.

Washington Times articles entitled:

IRS audite target conservative groups, 1/17/97

Rightist group hit by eurpriee audit, 1/30/97 :5
Wall Street Jourmal editoriale entitled:

Politice and the IRS, 1/9/97
s __._'_.__.——'—'_'—'_'—.-—._‘__‘-‘-‘

Wall Street Jourmal--Op Ed piece by Joseph Farah CD':S
The White House Playe Politice with the 1IRS,
10/22/9¢6

Washingten Times editorial entitled:
What’s up at the IRS? 1/97

0SS

If you or your etaff have any questions,
me or Steven Miller at 622-6700.

please contact

Attachments




Washington Times Articles

“IRS Audits Target Conservative Groups”- 1/17/97

————— e —

IRS audits target
conservative groups
Liberal nonprofits escape scrutiny

ﬁxﬂmn&xbo-w
. Thelntf.fudkcmuemu

conducting intrusive wudits of
high-profllé conservative think
tanks

and adyocacy groupy, some
aof which are A 1"::
in Internal Clintoa & traton
docurcents

A mpot survey of richt-o!«mer
nonprefit gTouPs showy at jeast
scven being scrutinkzad by the
IRS, which can revobe an organd:
rationy Lax-exempt statss and es-
sentally put it out of busineas.

A comparsvle check of peomi-
nent bera) groups  und oo such
scrutioy. .

A @overument source said coo-
gresxiona! sides have made &rg—
Uminary bWuiries with the
Based on s review of files, the

nides have lelt open the possibility
that grou E m b:i.ng argeted
based on
Amoag lhou under Iovestiga-
tion are the Heritage Foundation,
Citizens Against Government
Waste, the Natonal Rifle Associ-
the Hepubliean Party's mack out.
epublican’ most out-
figures. That group has de-
L od'i:kl: lic about tb:f-u
s, gan ter
President Clinton m in
J 1993 and i today.
All !1: organizatdons have one
thing in oummnn_ 'I'.'her actively

mmsu hudcd bx Mugmt

umhw'ym'md a
tiend of first lady Hillary Rad

see IRS, page AZO
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Wall Street Joumnal

Politics and the IRS, 1/9/97

Al

. Wl Steeet Jourael  1/A117

REVIEW & OUTLOOK

Politics and the IRS

Nixon's wishes and barned over a copy
of hls “enemies’ Ust™ 1o Congressiona)
(nivestiguiors.

. Wewish we could be completely con-
fident he days of questionable IRS
practices are over. W 1993, unfoamnded
amnors that TIrAST, o charter coto-
pany used by the White House Travel
arfice, engaged in Dekbacks to seaoe

Willlam Keruvedy to say he'd cali the
RS 1o et some auditing erpertise. A
week later, IRS auditogs shaowed up at
(trAlr to conduct 3 full-scale audit.
The IRS denies It had any contact with
the WhiteHouse: itsagents told UltrAdr
officials they'd read about tive contro-
versy in the newspapers. UltrAlr wasfi-
nalty cleared of wrongdoing after a
two-y=ar alidit of Its finances.

_Maxe Tecanlly, theve have ks
charges that RS awd(ts of cerialn
So01(c)3 noaprofit organtaations have
been (olitically neoUvated. Joseph
learaly, @ former editoc of the $acre-
mento Unlon, says (lie Western Jour
nalism Center that he nms ls being sy
dited alter It was the ooly news outiet
mentioned In & While House “action
plan” on bow to deal with administra-
tion scandals. In a meelng, the Cen-
ter's ascounfan! Questionad Wiy IRS
oxanliere wanted Gumenis e
[a%4d o the selection of Cheislogher
Ruddy as an lavestigative reporter
und how the tople 1o Wiillewater| was
selected,” Accwdlag (o Mr. Faruh,
IRS Metd Ageat Thamas Cederquist
sald, “Look, thiz |z a poltcal esse,
and 1t's going to be decided at the na-
tlonal level.” The [RS denles It has
any political motives behlnd ity audit
declisions.

Nopelhejess. the Landmart Legal
Coumigtim this week e Al K
will mondior cnmplalnis abont FRS au-~
dits. It polnis to pubdished reports (hat
(he Nationa) Rlfle Asoclation, the
Herttage Foundaton and other con-
servative groups are alsn the Luyels
of TRS iavestigutions, The conserva-
tive American Center foc | aw and Jus-

{ice bas gone further and sued (he
RS, R contends the agency singled

ing “sn ontoing lvesdgeDan” of
chiritable groups eoucatd with
Speater Newt Gingrich. Rep. Bod
Bast, 2 former lederal Fosamy, has
fired off g tetier o Altamcy Cenern)
Janet Rena. * Rep. Range| at
his word. he has violated section 6103
of the Internal Revenue Code, wilch
prohibits (he disclanare of confidential
fax \nformation. and ts e felamy.® Pre-
Sumably the IRS made it Gear to Mr.
Range) how important it is that such
informaUon be tepd coafidentiat.

Collins), she notes that only two out-
tiders have ever been broughl In to AU
senicr poadlions at de IRS. She 014 ua
this fnslerity hes gented a “pars:
nald eultute of secrery” within the
agency, which ls largely “uwntouchable
decause of lts power®

Chcistopher Bergen, the editor of
the Lax practitioners’ jouma) Tax
Notes, strusey the IRS of having “a
bunker soentality,” “It may even be un
ageney (n aanger of going el of con-
trol," he told the Netional

tructuring fhe [RS, which meets
today (n Washlogton. Coovmission
members come from both the govern-
ment @ pivale sechr and are
charged wilh Anding ways 1o “ensure
(e TRS la effective and aser-triendly.”

An essential element In reformlng
the IRS s to erect greater safeguards
fhat the tax laws are administered
without regasd 10 the prejudices of
wy sitling Administretisn. When
Presidemt Qlinton serids W » mew
nominee o replace Commigsioner
Richardsan, we hope CungreD makes
clear 1l wanta the new head of (e IRS
to (oliow the eaample of Johante Wal-
fers, the Nixon IRS commissioner,
whio sceupulously avolded mixing pol-
Itlcs with 1040 forms.

Exhibit 1.1



Washington Times Articles

“IRS Audits Target Conservative Groups”- 1/17/97

—————— =

IRS audits target

conservative groups
Liberal nonprofits escape scrutirry

Jﬁm\ranSc.arborwgh

The Internal Revenue Serviu in
conducting Intrusive audits of
high-profile conservative think
tanks and advocacy groups, some
of which are narfied gs “enemies”
In Interna) Clinton administration
docuroenty

A 3pog Wurvey of right.of . eenter
aonprofit groups ehowa ut least
scven sctutinzed by the
RS, which can revolx an oreani-
ration’s tax-exempt status and es-
sendaliy put it oul of busineas.

A co pasadle check of promi-
nent liberal groups fovnd oo such

A Bovernment source said coo-
graxonal bave made

uc\lmry inquiries with the s

Based o0 a veview of files, the

dduhlve left open the possibilicty

lﬁ‘ are being targeted
earkimlow
under

Amm. lovesdga-
ticn ere the Heritage Founcadon,
Cmum Ageinst GCovernment
Weste, the Nadonal Rifle Asso<l-
atiou and 8 grouy headed by one of
the Repuhucuv Puv‘u wost oul-
3:.4 Biie Aot the At

c about
whlg E: sharity (lcr
Ph:’deot Cnnum ook office in
Jnnun;; 1993 lnd continte tday
tHons bhave one
thing in common They lcl:lvtly
oppose Clinton policies.

‘The IRS [2 beaded by Margaret
A(mn, Richardsan, a cor-
ax lewyer and a close
rl-ul-d ot first lady Olmaxy Rod-

see IS, page A2G
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Wall Street Journal -- Op Ed By Joseph Farah.
The White House Plays Politics with the IRS, 10/22/96

Wall Street Journal --Op Ed by Joseph Farah. “

The White House Play Politics with the IRS”, 10/22/96

nnd gTan

that are the [ifellne for'a nonproflt, My or-
s the Western Journallsm Cen-
fer. is cwrently being audited, But I'm go-
Ing w:l lie, because the sviderice sugpgests

te House is uging the 1RS a5 a po-
Imw attack dog.
Just & month after B LT wan

The White Housg lez s Politics |

Qme Ln our five-year history. Wilen the
f2uminer Toet with oW aceounianl. It be-
came clear b2 NS mas ol CODCIVed
with our baakkecping procedure o fund:
talst g echniques, but. rather. ullh our
ehoice ol gutl e repaniing

‘When our sccountant qmuomd ﬂw di-
rection. extent and propriely of the probe,
TRS Fleld Agent Thomas Cederquist
blurted. “Look, this is a political case, and
It's going to be decided at the natlonal
tevel.”

Amonk Ihe thousands of do<uments de-

control of Congress In 1934, the Cllnton
"White Howse drafted an action plan to deal
with rid and rulsing
Musstions about 4 sevies of edminlsiration
b, from T igute o Whilewal
lAssociate Counsel Jine Sherborne wntle a
mo naming names, outlining sirategy
w-mwmmm-
memo was made public t
month, when It was releasad to unl:r
mwlmmmmm:donlhu

The \\"mm Journallam Center was
the targeted for pe-
Hnn wn were singied out lor luppomu

[ Vincent Foster,

Tois Ay, st awotio after the RS
(had gtves [nal e@DCOval 10 the eenter’s
tax-exempt status as & 601(c)3 educationn}

T ‘we were audiled for the {irst

of the center for that polllical de-
cisie are siltlhose “related lo the selection
Of Christopher RuUdd) &5 an investigallve
reporiec and how Lhe loplc wak selecied.”
The IRS alwo ¥a5is 10 Kaow Who serned an
(he cevlew oomemiuee o chanae the Fosler
projec . what kt d of peer-review process
was employed In his aeleclion, whal & ec
projects were considersd and iy our ad-
vertsemenly don’t presenl “opposing

Why do | assume a connectlo bic we n
the Wiute House targeuing of the Western
Journaltson Center in December 1394 and
Lhe IRS audit in 19967 For one thing. the

With the IRS N

The IRS i5n't the only federal agency
harsasing the Wealem Jouwrnalisto Center.
Days after The Wall Sirect Jouwna) named
eeverel of our donocg [ ¢ 1798 (cwe siogy,
o e of them—(he founder af & Publicly
aded Internaticnal corporution h avily
rellant on federat contracts —received a
call from Enetgy Sectetacy Haael O'Leary.
He nys Ms. O'Leary 1old l1itm his com-

any's €Overnment  alnes® would  In

r lrdy If he continued to suppart the

Western  Jourallsm

Center. The warming

was effective: He has

nol  donated any
Mmones slnce.

Qiven the history
of goveranear ba-
cassiens of the santec
and (s contributers.
pechaps you € n un-
derstand my reluc-
lance 1o (urm over &
she [RS sll of the con-
tel’s cuaTespondence

*
Nuoel O'luery

for 1995, ag @ have been agked (o do, Imag-
Ine the chilling tﬂqll compliance would

have on our fund-raising efforts, not o

Gherburne memo listed ous or us
e “Western Center for S ~ That

our ability 1o protect confidential

I8, Lndeed. ouc offic al legal mame, But It's
soar gt 1A the While Houte would use 1t
[} & ovhoe 18 88 g, in ver
w‘:;:n o A FOotrid or M sny of
the darens of aews sl0ries U Mive been
wrillen about us. [t does appéar o one
late in Washington, D.C.—In our officlal
lings with the Inter al Revenue Secvice.

And the Western Journalism Center Is
not alone. The IRS Is reportediy auditing or
investigating other Clinton ulmlnlsan

the National Rifle As-
sociation and the Herftage Foundation. Or-

tional leaders are

wary of discussing the matter.
two Heritage sources say prluuly that
their organization is being investigated by
the [RS, sanfor public relstions execulives
Naily state that no IRS audit or investiga-
tion Is taking piace. In addition, while cur-
rently auditing some state and ocat chap-
ters of the Chiristian Coalition, the [RS has
yet to rule on the tax-exempt status of the
nationsl nirstion after slx years.

Ceoincidence? Maybe. But the unconsti-
turional harassment of the Western Jour:
nelism Center I8 a smoking gun Lhat
proves thac the White House ix marnipulat-
Ing the LRS for politieal purposes.

Mr. Furah, a former editor of the Sacra-
mento Union, is founder and executive di-
rector of the Western Journalism Jenter,

Exhibit 1.1
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October 24, 1996 and Response

)

DHE HADNLD FOUITH CONIACAS
DAL ANGIEA, TIRAS, CHARMMAN
L VHOL, Cal o, m. A, S VERE.
iy iy o RO S e LA e ey COMMITTEE ON WAYS AND MEANS
v’ HEKIGHTON, b TORK . uuur‘unn'u‘gm
WLLY HORGER, Grismsai RS B EBPSELLY, SOl ETauT U.$. HOUSE OF REPRESENTATIVES
poryoore— s ey iy WASHINGTON, DC 205156348
Balt Catde, BOH AN L, CARDI, MARYL s
) AD, b BOTA e Wi
ICE MR, HEW CLAALD b, KLECTAA, WALCD W
Ll A o O SLORLLA
EALL St D8, eE bl LF, FaveL Ve
Fehrdn DAL ATTTC
AT COLLieL, STOA G SuDL, A, BAARTY, MOW YORE
P PORTMA,
I UATEL LOULAA
o . GUER Piartasn Octobcer 24, 1936
SO ST Tibagrht, P A e
UL D, MOSCLLY, Cheey OF KTAY ol
Bt o
GNP TR, STV Cary CRAD. -
<3
SR
h} .
. . “ M
The lHonorablc Margaret Milner Richardson a9 =
Commissioner. P ‘3

Intcrnal Revenue Service
1111 Constitulion Ave., N.W,
Washington, PDC 20224

=
<

Dear Conunissinner Richardson:

Recent press reporis have suggested that there may be politicol mativations for
ccitaia Intemel Revenue Scrvice audils and investigations. Beeause taxpayer
sonfidence in the faimess and impartiality of the tax systcm is crucial 1o compliance, 1
must teke scrtously any responsible alicgations that the Intcmal Revenue Service is
violaling ity public trust by targeting oppunents of the Clinton Administration for
scrutiny.

A Wall Street Joumnal story (Qctober 22, 1996) entitled "The White House Plays
Yolitics With the IRS" raiscs concems aboul the manncr jn which an investigation of
the Western Center for Journalism wus begun. Tt also reporls that un TRS ficld agent
referred to the Investigation as a "political case.

L_////j 0S5

In order to examine the serious questions raiscd by thesc storics, | hereby
request lie Intemal Revenuc Service to supply me with all background relaling (o the
S =vd Westeen Center for Journalism investigations. Io
particular, [ am requesting sl! documents including, but not limiled to, files, tax
returns, notes, telephonc logs, memoranda, recorids of intermal IRS commutinications,
and records of communications with non-IRS #dministration officials relating to these

Exhibit 1.1



2.

two examinatiops. 1 would also like a Jist of all Intemal Revenuc Scrvice employees
who ate now, or have previously, worked on thesc mattcrs.

Pleasc let me kaow by November 1, 1996 when you anficipate being able to
provide the information reguested. T recogaize that this is an extensive information
requcst and that you may need morc than just a few days to gather Uie requested
" information. Ilowcver, hecausc setious questions have been raised conceming the

impartiality ol the Intemal Revenue Service, I am confident that you will wanl to
supply thc material as soon as possibic,

Sipgerely,

Bill Archer
Chaifnnan

Exhibic¢ 1.1



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

OEFUTY COMMITIIIONER

November 1, 1996

The Honorahble Bill Archer

Chairman, Committee on Ways and Means
U.S. House of Representatives
Washington, D.C. 20515-0348

Dear Mr. Chainnan: \

Commissioner Richardson has asked me to respond to your letter dated
Qctobaer 24, 1996, in which you requested background docurnents, including tax retums O
relating to the examinations o’ - and the Westem Center for S
Joumalism. The foliowing confidential tax information is being provided to you as
Chainnan, Committee on Ways and Means under the authority and limitations of
section 6103(f)(1) of the intemal Revenue Code.

OS

The Westem Center for Joumalism is recognized as exempt {from federal income
tax under section 501(c)(3) of the Intemal Mevenue Code. The IRS Westem Key
District (EP/EQ) in Los Angeles began an examination of the organization in September

_ 1995. Shortly after our agent made contact with the taxpayer in 1996, the Center filed

delinquent Forms 990 for 1994 and 1995. The examination is in the preliminary stages
of development.

Floyd Wiliiams, National Birector , Legislative Affairs Division, Marc Owens,
Director, Exempt Organizations Division and Dianne Grant, Senior Advisor to the Chief
Compliance Officer met this aftemoon with Philip Moseley and Tim Hanford of the

Exhibit 1.1



The Honorable Bill Archer

Committee staff to discuss your request. As a result of that meeting, our staffs agteed

to future discussions on the time and place for providing the information requested on
the Westem Center for Journalism.

| hope this information is helpful. Please do not hesitate to contact me If | can be
of further assistance.

Sincerely,

(

Michasl P. Dolan

Exhibit 1.1



Memorandum of Activity, dated 2/10/97

Type of Activity: Inspection Service Date and Time
[ Personal Interview Memorandum of Interview
[0 Telephone Interview or Activity February 10, 1997
2 Records Review
[ Other |
Activity or Interview of: (Include all necessary data) Conducted by: Harry B. Odom
Deputy ARI (IA), SER

Analysis of inforination contained in Location Of Interview/Activity
January 30, 1997 memorandum from the Regional Inspector’s Office
A/C (EP/EO) to the Chief Inspector Atlanta, GA

Subject Matter/Remarks

Joint JTA/IS Integrity Project
Questionable Exempt Organization
Examination Activities

IAMIS #97151.08
ISMIS #5-9702-0022

Joint IA/IS Integrity Project
Questionable Exempt Organization
Examination Activities
97151.08

Analysis of Information
Referral Document
from
Assistant Commissioner (Employee Plans and Exempt Organizations
Memorandum Dated January 30, 1997

A/C (EP/EQO) Evelyn Petschek signed the memorandum dated January 30, 1997, addressed to Chief Inspector and entitled,
“Allegations Conceming Case Selection and Disclosure of Taxpayer Information”.

Memorandum referenced several media reports, including editorials, critical of the examination selection process in EP/EO.
Concems raised in the allegations include intervention in the process to target specific taxpayers for political purposes, as well as
that the exam selection peocess is either improperly selecting cases or is otherwise susceptible to manipulation by third parties
who refer only one side of the political spectrum. The newspaper atticles from the Washington Times and the Wall Street

Narme: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1
Form 8052 IS (Rev. 8-/96) Department of the Treasury - Internal

Revenue Service



Joumal allege that the White House intervenes to have the IRS audit conservative think-tank organizations because of their
opposition to the Clinton administration’s liberal views on politics; some articles allege that exempt organizations connected to
House Speaker Newt Gingrich also are targeted by the IRS for audit and possible revocation of their tax exempt status.

The A/C's memorandum states that these allegations have been made in Congressional correspondence in separate letters from
Chairman Arche ———

. Qs

—

The A/C goes on to say that she has no inforination indicating improper behavior by any Service employee and she is bringing
the allegations ¢o the Chief Inspector’s attention because of the gravity of the charges. The A/C also inforins the Chief Jnspector
that they have underway a general review of best practices in the exempt organizations exam selection process, and that the
study is being undertaken, among other reasons, due to the restructuring of their field offices, revision of the IRM and toll-out to
the field of a new computer system for returms classification.

———

The A/C attaches media reports and Congressional correspondence. An analysis of those attachments follows.

Washington Times
1/17/97 Writer: Rowan Scarborough

Atticle discussed several tax exempt conservative organizations that allegedly were scrutinized by the IRS
because of their right-of-center political views, also stating that the IRS is headed by Margaret Milliner
Richardson, former corporate lawyer and close friend of Hillary Rodham Clinton.

B e e

(A

L

e Western Journalism Center

(article states IRS agent told t/p director that this was “political case™ and that decision would be made at
“national level”; article shows name of Joseph Farah as director of organizatien)

e ———

_—-—l—'_'___.____

OS

Name: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1

Depariment of the Treasury - Internal Revenue Service

Form 8052 [S (Rev. 8-/96)



Washington Timcs
1730/97 Weriter: Rowan Scarborough

Atrticle reports that a “rightist” group is hit by surprise IRS audit. Article discusses how IRS launches audits
(based on media stories or complaints from an organization's opponents. Article reports that Senator Don
Nickles (R-OK) said he plans to discuss IRS auditing with Treasury Secretary Robert E. Rubin. Article also
reports that the IRS responded to an inquiry by Representative Charles B. Rangel (D-NY), with Deputy IRS
Commissioner Michael P. Dolan said that audit selection “is based largely ... on issues raised in media report
and third-party communications”™. Article also quotes Deputy Commissioner Dolan as saying “The service

has examined and will continue to examine all types of tax-cxempt organizations that may engage in political
campaign activities, regardless of political affiliation”.

Groups listed in this article are:
h..___________.—-——-——'—_____

b O

Name: Case Number:

Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1

Department of the Treasury - Intermal Revenue Service

Form 8052 IS (Rev. 8-/96)



—
e

*  Westem Joumalism Center

(organization in Sacramento, CA; IRS auditor more blunt; said was “political case”; final decision to be
made by Washington, not regional office. Article reports organization prominently mentioned in an
internal White House report entitled “Communication Stream of Conspiracy Commerce”, drafted in the

White House in 1995, alleges a conservative conspiracy among some think tanks and reports to spread
damaging stories about the President and first lady)

s

Wall Street Journal
10/22/96 Title: Letter to Editor

OS

Letter by Director, Westem Journalism Center, citing (RS audit infortnation and non-tax focus of [RS

agent’s questions.

Wall Strect Journal
1/9/97 Title: Politics and the IRS
Article discusses Commissioner Margaret Milliner Richardson stepping down; discusses Nixon tapes
recently released re use of IRS; discusses 1993 UltrAir two-year IRS audit, eventually with no
Name: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1

Form 8052 1S (Rev, 8-/96)

Department of the Treasury - Internal Revenue Service



findings; discusses Western Journalism Center; discusses Congressman Rangel potential ICR 6103
disclosure of IRS audit three weeks before t/p notified; discusses forter [RS Historian allegations.

Name: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1

Form 8052 IS (Rev. 8-/96) Department of the Treasury - Intema! Revenue Service



Congressional Correspondence and IRS Responses
10724/96 Congressman Bill Archer, Chairman, Committce an Ways and Means

Chainnan Archer inquires about Wall Street Journal article of 10/22/96, re IRS auditing Western O <
Center for Journalism and Washingtoa Times article 10/21/98 re audit of

nm—

IRS Responses
11/1/96 Deputy Commissioner, Michacl P. Dolan

T —

OS

Name: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 2.1
Foom 8052 IS (Rev. 8-/96) Department of the Treasury - Internal Revenue Service




“Type of Activity:

Inspection Service Date and Time
O Personal Interview Memorandum of Interview
O Telephone Intecview or Activity 3/1/97
@ Records Review
~ [ Other ‘

Activity or Interview of: (/nclude all necessary data)

Conducted by: Deputy ARI(IA)
Harry B. Odom

Review of media articles and congressional Location Of Interview/Activity
correspondence; detailed analysis to identify Bailey’s Crossroads VA IRS Office
entities/individuals to include in our
special inquiry.

Subject Matter/Remarks
Joint IA/IS Integrity Project

Questionable Exempt Organization
Examination Activities

IAMIS #97151.08
ISMIS #5-9702-0022

Analysis of Media Articles
and
Congressional Correspondence
for
Allegations Re Exempt Organizations

Media Articles and Congressional Correspondence in A/C’s 1/30/97 Memorandum

In a 2/10/97 analysis of the 1/30/97 memorandun from the Assistant Commissioner (Employee Plans and
Exempt Organizations), seven media articles and five pieces of congressional correspondence were
identified that listed numerous exempt organizations or individuals connected with exempt organizations.

All were included in our initial listing of cases to investigate IRS’ actions. The 28 exempt organizations
and individuals are as follows:

ENTITY NAMES

_________,_.-.—-———-——-
-_______,_,_.—-—'—'_'_'_._‘-__“"-

e et Jemem
Name: Case Number:
Questionable EO Examination Activity 5-9702-0022

Exhibit 3.1

Form 8052 1S (Rcv. 8-/960) Department of the Treasury - Intemal Revenue Service
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WESTERN CENTER FOR JOURNALISM

b

|

Media Articles Received Subsequent to A/C’s 1/30/97 Memorandum

Subsequent to receipt of the A/C (EP/EO)’s memorandum and attached media articles and congressional
correspondence items, we received from other sources additional media articles for analysis to identify
exempt organizations alleged to have been audited/not audited or those that were alleged to have received
favorable (speedy) or unfavorable (delayed) decisions on their applications for exempt status, based on their
political leanings (conservative vs liberal). From these articles, we identified two additional exempt
organizations not included in the A/C’s memorandum, both of which dealt with the length of time required
for the IRS to review the applications for tax-exempt status. Those articles are as follows:

—— e

OS5

_—

February 9, 1997 - The Cincinnati Enquirer - “Portman questions IRS audit motives”

Name; Case Number:

Questionable EO Examination Activity 5-9702-0022

Exhibit 3.1

Department of the Treasuty - Intemal Revenue Service

Form 8052 IS (Rev. 8-/96)



e Representative Rob Portman, co-chair of the National Commission on Restructuring the IRS,

named conservative tax-exempt organization: = —_ C
1 and the Western Journalism Center as having identified themselves as subjects of -
IRS audits.
;____‘_—_‘_\__

SN

February 25, 1997 - The Washington Times - “IRS began using news stories’ audit tips only
during 1996.”

¢ The article reports that the IRS intensified its auditing of public-policy groups during
Republican administrations but did not direct investigators to use the new media for tips until
1996. About one dozen conservative tax-exempt organizations are now under IRS audit, some
of them are harsh critics of President Clinton and first lady Hillary Rodham Clinton. The IRS’
reliance on press reports to pick targets is a central complaint from conservatives.

¢ The article reports that groups now being audited include th P S

Y

and thp Warctam lmlmn\i‘:m Center~
5 s

¢ IS spokesperson Frank Keith stated that agents are not susceptible to manipulation, quoting
him as saying “I think it’s important for people to realize whether a media referral leads to a
examination...ultimately is determined at the local level, IRS agents are more likely to be seeing

Name: Case Number:

Questionable EO Examination Activity 5-9702-0022

Exhibit 3.1

Department of the Trcasury - Intemal Revenue Service

Form 8UDZ IS (Rev. -/96)



media leads from a broad spectrum of news sources, so I don’t think it is likely that a media bias
will exist.”

o The article also references the IRS’ September 17, 1996, letter to Congress that 50 tax-exempt
organizations are now being examined based on issues of “political activity.”

P

Name: Case Number:

Questionable EO Examination Activity 5-9702-0022

Exhibit 3.1
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28 CASES INCLUDED IN SPECIAL INQUIRY

# ENTITY NAME

ORGANIZATIONS MENTIONED IN
NEWS ARTICLES/CONGRESSIONAL
CORRESPONDENCE -
CONSERVATIVE ORGANIZATIONS
ALLEGEDLY UNDER AUDIT OR
RECENTLY AUDITED

O S

o ™mrm kora kY

9 Western Center For Journalism

10 P
11

Name: Case Number:
Questionable EOQ Examination Activity 5-9702-0022
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WESTERN REGION EMPLOYEES INTERVIEWED

d i MARILYN DAY
REGIONAL COMMISSIONER
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COMPLIANCE OFFICER

i/ STEVEN JENSEN =~
 DISTRICT DIRECTOR
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Type of Activity: Inspection Service Date and Time
O Personal Interview Mcmorandum of Interview

O Telephone Interview or Activity 6/26/97

[ Records Review

(O Other

X |
Activity or Interview of: (Include all necessary data) Conducted by: Harry B. Odom

Deputy ARI (IA), SER

List of cases involved in investigation Location Of Interview/Activity

Regional Inspector Office
Atlanta, GA

Subject Matter/Remarks
Joint IA/IS Integrity Project

Questionable Exempt Organization
Examination Activitics

[AMIS #97151.08
ISMIS #5-9702-0022

EXAMINATION/NON-EXAMINATION ACTIVITY

AND

SOURCEs OF EXAMINATION

(28 Cases Included in Special Inquiry)

Name: - Case Number:

Questionable EO Examination Activity 5-9702-0022
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ORGANIZATIONS MENTIONEO IN NEWS ARTICLESACONGRESSIONAL CORRESPONDENCE -
ALLEGED CONSERVATIVE ORGANIZATIONS CURRENTLY UNDER AUDIT OR RECENTLY AUDITED
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GLOSSARY OF TERMS

ABBREVIATIONS

S S a0 08 e a 00 aad000a8aaa0 e *Audit Information Management System
BME 2o 5o o o g spiie e @ 1o 2 ¢ = = = 6 6 6 aao s aco a0 aaaseanna *Business Master File
CC vowmapuatwe < 3 *EFTARIE B 9 cHeBaferods & o o & ule] S nF N SRE Y £ € 5 3 9 Sww . - .. Command Code
CEP Sy wtf 5 § aomisimn & & \ Sommumgeds o & & 5 o s Coordinated Examination Program
Cl ittt it ittt sttt et et taeeaanteanennans Criminal Investigation
DIF .., oetamguescsaasasscans B *Discriminant Index Function
EIN ..., e e e Employer Identification Number
EOQ mvin 5 & g dBInim 1 & Tacisama « & o edsmsismadonsy snams b B kLY 5 4 3 U Exempt Organization
D 5 S S S S S s *Integrated Data Retrieval System
b I S I R DSy S *Individual Master File
IRC . e s # v ecoscas et e e e et e et Internal Revenue Code
N.O. §, TR L P a B B% BT o o o o0 ece™oconecaneeeacans National Office
RB e o st 2 d ORI « c c ca v vanaeaaa buacOo0o0O0co000ac Revenue Agent
TIN

............................... Taxpayer Identification Number

*See Definition of Terms below.

DEFINITION OF TERMS

Audit Information Management System (AIMS): Computer system used

by the Examination Division to control and manage returns open to
Examination.

Business Master File (BMF): A magnetic tape file containing

information about taxpayers filing business returns and related
documents.

Case File: The examined return, related workpapers,
correspondence, etc.

Discriminant Index Function (DIF): Formula used to determine the
potential increase in tax resulting from an audit. It is a four
digit score assigned to a return based on the calculation of a
mathematical formula which in combination with the formula code




determines which returns should be inventoried for potential
examination.

Disposal Code: Two digit codes used to indicate the disposition

of an examination. The codes are assigned by the Examination
Division.
Freeze Code:

Master File processing alpha codes to identify

specific conditions which requires additional action before the
account can be settled.

An “-L"” Freeze on Master File represents an AIMS
Freeze--a tax module is selected for audit freeze with
the posting of a TC 420/424.

Individual Master File (IMF): A magnetic tape file containing

information about taxpayers filing individual income tax returns
and related documents,

Integrated Data Retrieval System (IDRS): A system which enables
IRS employees to have instantaneous visual access to certain
taxpayer accounts. Several different files compose the IDRS data
base. Some capabilities of the system include:

1. Researching account information and requesting
returns.

2. Entering transactions such as adjustment, entity
changes, etc.

3. Entering collection information for storage and
processing in the system.

4. Rutomatically generating notices, collection
documents, and other output.

A tax module remains on IDRS as long as any one of the
specified criteria is met, such as accounts in Collection
Status, modules with open pending transactions, or modules
with open control bases. If the module no longer meets any

retention criteria, it is dropped from IDRS and a generated
transaction is sent to Master File.

BMF and IMF can be accessed and researched on and through IDRS,
Retention Register: Contains all entity and tax modules removed
from the Master File. The basic criteria for removal of a tax
module are: (1) the assessed module balance is zero and the last
transaction (including the return) has been posted 51 or more
months; (2) the assessed module balance is a credit and the last




transaction (including the return) has been posted 60 or more
months.

Source Code: Two digit codes used to identify the type of
program being examined.

Status Code: Two digit codes used to reflect the current (and
possibly the past) rating of an account on AIMS or Master File.
Examples of AIMS Status Codes are: (06} if the tax module is
awaiting classification, (08) has been selected for examination,

but is unassigned, (10) assigned but not time applied, or (12)
has been started.

Tax Module: Part of a taxpayer’s account which reflects tax data
for one tax class and one tax period. For example:

(1) Taxpayer has filed 3 Forms 1120, 12 Forms 941, and
3 Forms 940 within a three year period. He has

only one account on the Master File but 18 tax
modules.

(2) Taxpayer files 3 Forms 1040. There is only one
account but 3 tax modules.

DEFINITION OF CODES

COMMAND CODES

Command Codes are five character codes used to initiate
information from IDRS. The following provides explanations for
the Command Codes used to research IDRS and determine the current
status and history on the organizations reviewed.

AMDIS/AMDISA

Command Code AMDIS provides a summary of current data of
taxpayers/organizations controlled on AIMS.

Command Code AMDISA provides examination details for an
individual tax module controlled on AIMS.

BMF'OL

The Business Master File On-Line (BMFOL) provides research of
nationwide entity and tax data information posted to the BMF.
BMFOL displays an index (summary) of tax modules showing the tax
years available. The index contains nationwide information which
includes entity, posted return, general tax data, status history,

vestigial, adjustment, and audit history for a specific Taxpayer
Identification Number.




The BMF contains information provided via weekly computer tapes

submitted from each service center. The BMF is updated weekly on
Thursday morning.

BMFOLT 2up§ ; 42000l 55X ) 5 Arguartisn, | B3 Aa @R e 2, o o o Index (Summary) Screen
BMFOLO icne o o o romonencs &« 5 4 moclnp s = 5 sy psima Exempt Organization Screen
BMEOLT g = § sioa st = + o > ansitemonc $.4 3 S hSskvy 259 . - - Tax Module Screen
BMFOLV :ccv sowet 5 s svamte amiom o0 2 o 28 Vestigial Screen (Retention Register)
BMFOLZ ....... e e e Ll T R T AT R e e e Audit History Screen
IMFOL

The Individual Master File On-Line (IMFOL) provides research of
nationwide entity and tax data posted to the IMF. IMFOL displays
an index (summary)of tax modules showing the tax years available.
The index contains nationwide information which includes entity,
posted return, general tax data, status history, vestigial,

adjustment, and audit history for a specific Taxpayer
Identification Number.

The IMF contains information provided via weekly computer tapes
submitted from each service center.

IMBOLT £ P = £ = S/ocirek = 7 5 SevdlWeir & = 2 o ooome tuehs = o o X Index (Summary) Screen
IMEOLIT . ¢ ot e e v oo noonaassssasasen oo s daeas «s e Tax Module Screen
IMFOLV ... ittt ineenn Vestigial Screen (Retention Register)
IMFOLZ .. .... § Fetiind b AR EN G w5 B ¢ s +<... BAudit History Screen
MFTRA

The Transcript Research System portion of the Microfilm
Replacement System allows for hardcopy transcripts or real-time

displays of transcript data through Command Code MFTRA. A MFTRA
provides details of the entire taxpayer account.

NAMES/NAMEE

Command Code NAMES searches for Social Security Numbers for both
the Primary and Secondary filer for individuals, and Command Code

NAMEE for Employer Identification Numbers for both Primary and
Doing-Business-As (DBA) names.

IDRS TRANSACTION CODES

A Transaction Code (TC) is a three digit code used to identify

actions being taken on a taxpayer’s account. The following are
used throughout the Report of Investigation.




TC 300 Debit Assesses additional tax as

a result of an Examination
or Collection Adjustment to
a tax module. Generates a
TC 421.

TC 420 Examination Indicator Computer generated at the
service center when opening
record is posted.

Indicates that return has
been referred to the
Examination or Appeals

Division.
TC 421 Reverse Examination Generated at the computing
Indicator center when TC 300 posts
with specified Disposal
Codes.
TC 424 Examination Request Return referred to
Indicator Examination or Appeals

Division. Generates
opening Inventory
Information. Deletes

record, if present, on the
DIF file.

IDRS MASTER FILE TAX CODES g

Master File Tax (MFT) Codes reduce the numerous types of . tax to a
two digit code. The following are used throughout the Report of

Investigation.

MET Ol g 5 ietmiohe b s s o = = o o a o o ¢ « o s s o o6 soaseassoesassaaass 941 Series
[ O S 0 7 1120 Series, Corporation Income
MFT 34

................... 990-T, (Trust)-0U.S. address 401 and 403
............. (Trust and Corporation)-0.S. and Foreign IRC 501({c)

...... 990/990ez, Return on Organization Exempt From Income




Westem Center For Joumalism

IP 97151.08

QUESTIONABLE EXEMPT ORGANIZATION
EXAMINATION SELECTION ACTIVITIES

Western Cenfer for Journalism
Case Review

A case review of the Western Center for Jounalism (WCJ), Employee Identification Number (EIN) 68-
0260052 included: reviewing newspaper articles and related correspondence, researching the RS’

Integrated Data Retrieval System (IDRS), and reviewing the case file, and interviewing the revenue agent
and managers.

IRS Employees Related To Entity

Region and District Western Region, Los Angeles Key

District

m Uﬁ)(?l(‘f’)

Steven Jensen
Frank Miceli
Marilyn Day

District Director

Regional Chief Compliance OIficer
Regioaal Commissioner

Review of Newspaper Articles

Several newspaper articles reported that the Clinton Administration influenced the initiation of an audit

against WCT because of its investigative reporting of the circumstances surraunding the death of White
House Deputy Counsel Vincent Foster.

One of the articles stated that the revenue agent remarked that “this is a political case, and it is going to be
decided in the national level.”

Review of Related Correspondence

There are numerous pieces of correspondence concerning the WCJ. Several are from congressmen writing

on behalf of coastituents voicing their concerns that IRS is “trampling the Constitution,” and “conducting
politically motivated audit of WCJ.”

Another letter from Congressman Archer to the Commissioner requested that he be supplied background

inforination on WCJ. He refers to a Wall Street Journal story that raises concers about the manner in
which the audit of WCJ was initiated.

IDRS Research
Research on IDRS resulted in the following.

¢ Command Code (CC) BMFOLI showed Examination Freezes (-L) for tax periods 9412 and 9512.

]

CC BMFOLT for 9512 showed the return was picked up in August 1996, Source Code 60
(Information Report),



¢ BMFOLZ showed no prior audit history.

Case File Review

The case file was obtained by Internal Security. Inspector Jack Pike made copies of the file in the order in
which they appeared in the file.

Case Origination

Note: Senior Auditor Ed Gorman visited the Exempt Organization (EO) Technical Branch I Office and

obtained documents relating to the source of the case examination. Some of these were duplicated in the
case file.

The following documents were found in a pink envelope in the case file or at Legislative Affairs in the EO
Technical Branch II Oftice.

L Memorandum dated 2/28/95 from Director, Exempt Organizations (EO) Division CP:E:EO to the
District Director, Los Angeles Key District, ATIN: Chief EP/EO Division.
A. This memorandum was date stamped with the following:
1. Chief, EP/EO Division of Los Angeles District 3/6/95.
2. Classification Section of the Los Angeles EP/EO Division 3/16/95.
B. The memorandum explained that attached is a facsimile (fax) from e— -

dated 11/8/94 conceming a full page advertisement in the L.A. Times on 11/9/94,
questioning the circumstances of the death of Vincent Foster. ————— notes that the

advertisement solicits tax-deductible contributions anc —alieges there may be a media
campaign to hurt the President.

C. The memorandum stases that the information is being forwarded “for your information
and any action that you deem appropriate.”

D. The memorandum continues advising that the advertisement might not be in full
compliance with IRC Section 6113 conceming disclosure of nondeductible contributions.
Additionally, based on the EO Retum Register, the organization might not be in
compliance with Section 6033, concerning filing of tax retums.

IL Fax cover page to President Bill Clinton dated 11/9/94 ). The fax was transmitted

over MCI Mail fron There is a received stamp for 2/3/95, from Congressional
Affairs Unit Legislative Affairs Division PC:L.

A The attached page, all type-written, is addressed to Mr. President, and after

congratulating him on a tremendous job, asks that someone on his staft fotlow through
(assuming — meant on the article).

B. - explainy ——concems on the WCJ ad.— states when the ad appeared and in
what newspaper. e also provides the organization’s address and Federal Tax [D
Number (EIN 68-0260052).

(G Finally e expresses his concern that WCJ is running a very expensive ad, probably
$25,000.

D. =~ provide: — name and address.

~—— was interviewed and stated tha —#authored the letter and sent it to the White Houe. ~— did

h UOS(:‘\’\CC’\

Exhibit 6.27




NOTE: There is no indication as to how the taxpayer’s fax and letter was routed from the White
House to the fRS. There is no caver sheet from the White House to Treasury or the IRS.
However, as noted on the fax from the taxpayer, it was logged into Legislative Affairs.

It is common practice for the White House to send bundles of documents to the IRS without a
cover sheet.

1. Copies of IDRS printouts are included in the pink envelope: INOLE (11/30/94), and PMFOL,
BMFOLO, BMFOLI (3/20/95). There is also an excerpt from LIRS printout of exempt
organizations listing WCJ and its address and EIN.

Iv.

Letter to the taxpayer dated February 28, 1995 from Chief, Exempt Organizations Project Branch
explaining that the Service has receivei— letter and will take whatever action is appropriate.

An interview with the revenue agent assigned the case confirmed that the advertisement was the focus of
the initiation of the examination. The agent stated that the organization must have grossed over $25,000 to
afford to place the advertisement in the newspaper. If gross receipts are greater than $25,000, the
organization must file Form 990. WCJ had no record of filings to date.

Contents of Case File

In addition to the above, the case file contained the following documents. The documents were divided
into bundles, paper-clipped together. Each bundle is described below and noted by the bundle number.

L A copy of 1994 Form 990 with a notation that it is a copy secured from “TP-BY-EO. The original

was mailed 3/29/96 to IRS Fresno CA 93888-0027. Attached isa letter from William J. Lehrfeld
to Cederquist that there is no need to file another power of attorney.

II. E£xamination Return Charge-Out (Form 5546) dated 9/07/96. The Source Code is 60 (Information
Report). Attached is a Special Handling Notice (Form 3198) listing the WCJ tax period 9512.
There are no special handling or processing instructions on it. NOTE: This is the common form
used by Examination to cover case files. A copy of Form 990 tax period 1995 is also attached.

IIL Chronology of Events for WCJ. This appears to be the revenue agent’s account of his actions on
the case.
NOTE: This auditor is assurning this is reconstiucted as it is not on the usual form used by
revenue agents found in both open and closed cases. The first entry states the case was assigned
either in September or October 1995.
A The first notation is that the case was assigned by a manager in September or October
1995.
B. The remaining entries note actions of the case. Of note:
l. Revenue agent initially could not find 1RS records on the case. After letters to
WClJ received no response, the agent requested that i% exemptionbe terminaied.
Howerver, the case was reviewed and the agent received the case back from
review. He sent out three additional letters and received a response from one.
2. He received copies of Forms 990 for 9412 and 9512.
3h The agent stated that he has concemns that investigative journalism is not
educational, but could not make a determination without requesting technical
advice.
4. An entry on 10/22/96 concemns the inquiry on the agent’s comments as quoted
in the paper. \
X \¢
V. Case Chronology Record (Forin 5464). This is a computer generated account of the examination k\o
activity.

Exhibit6.27



A. The first entry is 7/19/96 when the agent received the case back from review.

B. The last entty noted “MFT 67" (no narrative) 2/5/97 with 207 hours on the case.
V. Various documents loose, but referred to as Bundle 12. Of note:
A. Minutes of meetings with WCJ’s president, accountant, and attormey. The group

manager and agent attended for the IRS. Discussed are the purpose of the organiaation,
bookkeeping, and fundraising activities, to name a few issues.

B. An entry on Page 7 states that President Farah asked why WCI was being audited. The
group manager answered that the primary reason was because they had not filed the
required forins. The agent then gave them an account of his actions to start the case.

C. Copies of publications and mail solicitations.

VL Interview records, Board Meeting Minutes, and Form 6018 (Consent to Proposed Adverse
Action).

The remaining documents were financial analyses, copies of the original determination letters, and Internet
Web Page printouts.

Case Issues

The initial issue was whether the organization is required to file Forms 990. An exempt organization is
required to file Forin 990 if it has an income greater than $25,000. The advertisement in the newspaper
would have cost that much; therefore, WCJ should have filed a Form 990.

Additional issues were raised:

1. Thatinvestigative reporting was paid for with tax-deductible contributions. The agent is waiting for
copies of a proposed 1994 ruling relating to investigative reporting to “rule” on this issue.

2. Thatthere is evidence of inurement (the accrual of personal benefit).

Write-Ups Of Discussions And Meetings
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I have read the foregoing statement consisting of __.;__paqes. each of which I have signed. I fully under-

stand this statement and it is true, accurate and complete to the best of my knowledge and belief. I made the
corections shown and placed my initials opposite each,

1 made this statement freely and voluntarily without any threats or rewards, or promises of reward having

been made to me in return for it. %

(2.3 i we of affia
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['f'itl:} (Signature af witne , if any)
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WCJI’s Certified Public Accountant

John Roux, WCI’s CPA, was interviewed regarding the audit and the agent's comments on the reason for
the audit. See Memorandum of Interview for John Roux.

e  The revenue agent did not explain why WCJ was selected for examination.

¢ The agent stated that that this audit would have tc be decided at the national level because it was too
political. After some thought, Roux understood this to mean that there was White House invoivement.

CONCLUSION

There are no indications that WCJ was selected for examination other than through normal Examination

practices. There are no indications of any internal or external influence on the selection and classification
of WCI’s tax return.

e  The case originated from a source who faxed the White House expressing his

concern over a one-page advertisemeat paid for by WCJ that asked for
contributionsto investigate Foster’s death.

o  The fax was forwarded to the EO National Office and then to the respective district

office for appropriate actions. There is no indication on how the letter got from the
White House to the IRS and the EO office.

e  Once it reached the EQ Office, it was forwarded to the appropriate KDO. Once in

the KDO, the agentreceived it in a group of cases that were to be reviewed for
possible examination.

e  Once arriving at the IRS, there does not appear to be any priority treatment
provided the letter.

e Issues and concerns resulting from the informant appear to be issues worthy of
examination.

Exhibit 6.27
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Inspection Service

Memorandum of Interview or Activity

Type of Activity: | Date:
X} Personal Interview
[C] Teteptone interview
] Records Review
[J other April 3, 1997

Time:

9:50 a.m.

Conducted by:

Inspector Rod Ammari
Supetvisor In Charge Rex Marshall

Supervisory Intemal Auditor Frank
Dunleavy

Activity/interview of {include all necessary data):
STEVEN A. JENSEN

District Director

Los Angeles District

Intemal Revenue Service (IRS)

300 N. Los Angeles Street

Los Angeles, California 90012

(213) 8944120

Location of interview or Activity;
Office of the District Director
300 N. Los Angeles Street
Los Angeles, California 90012

District Director STEVEN JENSEN was interviewed regarding his knowledge of the Exempt Organization (EO)
examination of the SIERRA CLUB (SC) and any extemnal or intemal attempts to influence the examination of
any EOs. JENSEN stated that he had been previously interviewed telephonically related to this topic by an
Inspector in Atlanta, Georgia. After being read the introductory paragraph related to the FY 97 workplan by

Subject Matter/Remarks

inspector Ammari, JENSEN stated as follows:

He is currently employed as the District Director in the Los Angeles District. He previously was the

District Director in the Buffalo District and was formerly the Chief of the Examination Division in the
Cleveland District.

When JENSEN became the District Director in Los Angeles in September 1997, the FY 97 Examination
workplan had already been in effect as established by the National Office. JENSEN does not have any

knowledge of how the EO examination of the Sierra Club was initiated. He was not the District Director
of the Los Angeles District when the EO examination was initiated.

JENSEN did not direct the Chief EP/EO Division in the Los Angeles District to establish any local
projects to address compliance issues or to initiate examinations of specific EO entities related to the
National Office FY 97 workplan. Additionally, there was no discussion with the Chief EP/EO Division to
focus on examining politically-oriented entities using their conservative or liberal positions as the

examination criteria. By the time JENSEN became the District Director in Los Angeles, the FY 97
workplan had aiready been initiated.

JENSEN has never received any contacts from within or outside the IRS to expedite or delay
processing of any determination letters related to the examination of an EO. There are some reasons
why some determination letters would be expedited and why some others may be delayed. The
reasons included the possible financial hardship of an EO, and may include valid business reasons.
The delaying or expediting of determination letters would not include any politically based reasons. If a
Congressman or Senator requested or referred information related to an EO, the information would be
treated as any other requests or referrals from taxpayers. Any of these decisions to expedite or delay a
determination letter would be based on the merits of a specific case and not based on political reasons.

cace Tiie: QUESTIONABLE EO EXAMINATION ACTIVITIES | case humber: 5-9702-0022




JENSEN has never been contacted by anyone with higher authority in the IRS, Treasury Department,
Administration or Congress requesting that a specific EO retumn or EO be examined. JENSEN has not
been contacted by anyone outside the IRS requesting the initiation of an examination of an EO.

JENSEN never received any guidance or direction from any source on how to classify and/or proceed
with an EO examination. JENSEN was never contacted by anyone outside the IRS for a briefing on the
classification and/or status of a specific EO examination. JENSEN is unaware of anyone else receiving
a request from anyone outside the IRS for the status of an examination and/or classification and

selection of a specific EO entity for examination. if anyone were to receive such a request, he believed
there were clear guidelines for how to handle such requests.

JENSEN stated that he will provide an affidavit to Internat Security in the future, if it is deemed necessary.

case Tile: QUESTIONABLE EO EXAMINATION ACTIVITIES Case Number: 5-9702-0022
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Cese Tile: QUESTIONABLE EO EXAMINATION ACTIVITIES | Case Number: 5-9702-0022

Marilyn Day, dated 4/3/97

Typa of Activity: | Date: Time: Conducted by:
% ::::::::‘:“l: :::w Inspector Jack Pike
Records Review Intemal Auditor Joanola Rose
D other Aprit 3, 1997 | 1045 hrs. Inspector David A. Richardson
|

Activityinterview of (Include all necessary data):
DAY, MARILYN W.

Regional Commissioner, Westem Region
1650 Mission Street, Room 511

San Francisco, CA 94103

(415) 675-7000

Locatlon of [nterview or Activity:
Regional Commissioner’'s Conf. f
1650 Mission Street

San Francisco, CA

Subject Matter/Remarks

MARILYN W. DAY, Regional Commissioner, Westem Region was interviewed regarding
issues relating to Exempt Organizations (EO). Bill Schroeder (US Treasury OIG) and
Barry Grzechowiak (US Treasuty OIG) were also present for the interview. After

receiving Privacy Act Notice 417 (Employee Interviews) and being placed under oath,
DAY stated as follows:

DAY is employed by the Intemal Revenue Service (IRS) as the Regional
Commissioner of the Westem Region. She was selected for that position duting
May of 1995, and she reported for duty during August of 1995. She has been
employed by the IRS for 24 years, and she began her career with the IRS as a
Revenue Officer in Oaktand, Califomia. After completion of the Executive
Development program she served in a variety of positions, such as Deputy
Assistant Commissioner for Human Resources and Assistant District Director for
the Chicago and Milwaukee Districts. Prior to assuming her duties as Regional
Commissioner, she was the District Director for the Chicago District.

The Director of the Los Angeles Key District reports directly to DAY, who is the
immediate superior of that Director. Day primarily provides program oversight
and does not typically get involved in the particulars of a given case. She may
get involved if a case is notorious or if there has been a taxpayer or

congressional complaint. She did not recall any of these factors occurring with
respect to any EO case.

DAY stated she has not directed the Regional Chief Compliance Officer or the
Los Angeles District Director to establish any local projects to address concems
about intervention in political activities or increased electioneering efforts by
Exempt Organizations. She was not aware of such direction by any member of
her staff. DAY has not directed anyone to initiate an examination of any specific

Form BOS2.WR Rev 08/95 Page # Exhlblty Depactment of the Treasury-
Infernal Revenus Service
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__Caunuo: QUESTIONABLE EO EXAMINATION ACTIVITIES | Case Number: 5-9702-0022

Exempt Organization. She was not aware of any focus on, or specific discussion

by anyone about, examining politically oriented entities using their conservative
or liberal positions as examination ctiteria.

DAY stated she has never been contacted by anyone from within or outside the
IRS requesting that a determination letter be delayed. She did recall one
instance, while she was the Chicago District Director, when she was contacted by
someone outside of the IRS with a request to expedite a determination. She
thought she was contacted by a member of Congress about an Exempt

Organization being set up to assist flood victims. This was the only such contact
she could recall.

When DAY was the Chicago District Director, she had an EP/EO Division
assigned. In her experience, she had found that determination letters were most
often delayed or expedited based upon the criteria of EO involved. Simple EO
deterrninations could be made by “merit closure” which is a quick clerical

process. More complex determinations require field contact, which is a longer
process.

Day has never been contacted by anyone from higher authority in the IRS, the
Treasury Department, any Administration, or by any member of Congress
requesting that a specific EO be examined. She has never been contacted by
anyone from outside the IRS with a similar request. Information items about a
specific EO may come to the Regiona! Office, but they are not reviewed by DAY.

She has not received any guidance or direction from any source about how to

classify or proceed with an examination. She has not given any such guidance to
anyone else.

She has never been contacted by anyone from outside the IRS requesting a
briefing on the classification or status of any specific examination. She is not
aware of anyone else who might have received such requests.

DAY thought that the general public did not realize how difficult it would be for an
executive to direct that an inappropriate examination be conducted. Such a

request would have to go through numerous levels, any or all of which would go
running to Internal Security.

DAY agreed to sign an affidavit.

Form 8052.WR Rev 09/95 Page # Exhibit# = Department of the Treasury-
Internal Revenue Service
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Type of Activity: Inspection Service Date and Time
63 Personal Interview Memorandum of Interview
[0 Telephone Interview or Activity March 12, 1997
O Records Review 9:15 a.m.
[ Other | |
Activity or Interview of: (Include all necessary data) Conducted by: S/l ROBERT E. JOHNSON
Audit Manager JOE STOLZ
STEVEN T. MILLER Location Of Interview/Activity
Special Assistant to Assistant Commissioner .
(Employee Plans/Exempt Organizations) Office of the Chief
1111 Constitution Avenue EP/EO Division, Baltimore Key District
Washington, D.C. Baltimore, Maryland
Subject Matter/Remarks

On the above date, STEVEN MILLER, Special Assistant to the Assistant Commissioner, Employee
Plans/Exempt Organizations Division, was interviewed under oath by Special Investigator ROBERT

JOHNSON and Audit Manager JOE STOLZ. MILLER was provided with Privacy Act Notice 417.
MILLER stated essentially the following:

The Exempt Organizations Division at the National Office is responsible for preparing an annual workplan
which provides direction to the field as to time allocation in various program areas. Suggestions for areas
to include in the workplan come from both the field and National Office employees. All selection and/or
classification of specific organizations to be audited occurs in the Key District Offices (KDOs). The
National Office does not direct the KDOs in the area of classification or return selection. Although these
offices may have different local procedures, they should generally be following Internal Revenue Manual
guidelines with respect to classification. The National Office does, on occasion, send out “Directed
Samples” to the field. However, the field can choose not to examine such samples and/or decide which
entities among the samples to examine. Other than these “Directed Samples”, there are no national
procedures, other than what is contained in the IRM, for selecting returns for examination. The Exempt
Organizations Division is in the process of developing some type of outcome measures to evaluate the
productivity of it’s various programs. Because it’s mission is different from that of the Examination
Division, it has not traditionally measured it’s productivity in terins of dollars or the identification of non-

compliance. Because of this, there are no statistics to show which program areas, i.e. special projects,
referrals, etc.., are more productive than others.

Information items/referrals are received at the National Office from a variety of sources. These sources
include other areas of the IRS, referrals resulting from Letter Determination issues, newspapers, third
parties, Department of Justice and local govemment agencies. Referrals predominantly take the form of
correspondence. When received, refetrals are sent to the office of MARCUS OWENS, Director, Exempt
Organizations Division. While there, if any intemal information is available regarding the subject of the
referral, i.e. exempt status, location, etc.., that information will be attached to the complaint. The
information is then forwarded to the appiopriate KDO for whatever action they deem necessary. He
believes that referrals, in the form of correspondence, are tracked when they are received by the National

Name: | Case Number;

Questionable Exempt Organization 5-9702-0022
Examination Activities

Exhibit 15.4
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Office and again when they are sent to the KDOs. However, he is unaware of any tracking system used by
the National Office to determine the disposition of their referrals. He has never nor is he aware of anyone

e
L1

-continued-

at the National Office ever directing any KDO (formally or informally) to examine any specific

organization.

When an organization is accepted for examination by the KDO based on a referral, the refercal is attached
to the case file. The examination is also established on the AIMS system. However, if the referral is
surveyed, he is unaware of any specific procedures in the KDOs govemning the tracking or disposition of
referral information. The National Office does not track which referrals are accepted for examination and
which ones are not. He suspects that the classification process in the KDOs is subject to Quality Review
per the IRM and local procedures. However, he is unaware of any National Office Quality Review with

respect to referral or classification procedures.

With respect to the “Determination Letter” process, he explained the same basic procedures as Assistant
Commissioner (Employee Plans/Exempt Organizations) EVELYN PETSCHEK. Those procedures are
detailed in the Memorandwn of Interview of PETSCHEK dated March 12, 1997. He believes there are
timeframes established as to the determination process; however, he is unaware as to specifics. He believes
that there are IRM instructions which allow an organization to expedite their determination process by
forwarding a request to the KDO Division Chief. An organization in jeopardy of losing a significant grant

should they not receive a quick determination would be an example of one who would qualify for

expeditious treatment. He has never been contacted by anyone from within or outside the Internal Revenue
Service asking that he delay a particular entity’s application determination nor is he aware of any other IRS

employee receiving such a request.

As far as a national Management Information System designed to monitor referrals and referral

dispositions, he is unaware of such a system. With respect to referrals, the National Office does not track
individual case names. However, it would be possible to match National Office correspondence files to
AIMS in order to identify actions on those cases which were accepted for examination. As of this date,

such a match has not been undertaken,

The guidance/oversight provided by the National Office lies in it’s programmatic responsibilities carried
out through the workplan. It does not exercise line authority over the KDOs. He is aware that previous

.

field visits to the KDOs were made by National Office personnel for various reviews/assessments.

However, he is unaware of any review being done in the area of referrals and/or the classification process.

He has never been contacted by any higher authority within the Internal Revenue Service, the Department

of Treasury, the President’s Administration or Congress requesting that a particular tax exempt

organization be audited nor has he received such a request from anyone else outside the Service. He has

never received any direction with respect to classifying or proceeding with a particular examination by any
source. He has been contacted previouslv bv the NDenartment of Treasury, General Counsel for Tax Policy

on two occasions N e

e — \
Name: Case Number:
Questionable Exempt Organization 5-9702-0022

Examination Activities

Exhibit 15.4
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-continued-

s He is unaware of any other Internal Revenue Service employees receiving a
request from any outside source requesting that a particular tax exempt organization be audited.

Inspector Note: MILLER provided a swomn affidavit.

Name:

Questionable Exempt Organization
Examination Activities

| Case Number:

5-9702-0022
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