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Did you know? .

In This Issue

e In July of 1776 John Adams, an influential member of the
Second Continental Congress and later to become our first Fraud Talk Podcast:
Secretary of State and then the second President of the The U.K. Post Office Scandal
United States, proclaimed that passage of the Declaration of
Independence should be celebrated each year from one end
of the continent to the other with fireworks “from this time
forward forever more.” The first documented celebration of
Independence Day with fireworks was the next year in
Philadelphia on July 4, 1777.

e The Liberty Bell rings 13 times every 4th of July to honor the
13 original states.

e The first public 4th of July event at the White House occurred Top 4 Internal Controls That
in 1801, Thomas Jefferson was President. Reduce Fraud Losses

e Three presidents died on July 4th: John Adams and Thomas
Jefferson both died on July 4, 1826 — this was the 50th
anniversary. James Monroe died July 4, 1831.

Upcoming Events

Fake It Till You Make It

How the IRS went soft on
billionaires and corporate tax
e Inscribed on the tablet held by Lady Liberty is “July IV cheats

MDCCLXXVI” (July 4, 1776).

e Calvin Coolidge was the only president born on July 4th (July
4,1872).

Fraud Talk Podcast

The U.K. Post Office Scandal: Lessons in Accountability and System Reform -
Tony McClements - Fraud Talk - Episode 145

In this episode of Fraud Talk, Tony McClements, Head of Investigations at Martin Kenney
& Co., delves into the infamous U.K. Post Office scandal with ACFE Content Manager, Rihonna Scoggins. As
McClements unravels the layers of this miscarriage of justice, he discusses the critical failures of the Horizon IT
system and the damaging effects of withheld disclosures during legal proceedings.

https://acfe.podbean.com/e/the-uk-post-office-scandal-lessons-in-accountability-and-system-reform-tony-
mcclements-fraud-talk-episode-145/



https://acfe.podbean.com/e/the-uk-post-office-scandal-lessons-in-accountability-and-system-reform-tony-mcclements-fraud-talk-episode-145/
https://acfe.podbean.com/e/the-uk-post-office-scandal-lessons-in-accountability-and-system-reform-tony-mcclements-fraud-talk-episode-145/
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UPCOMING EVENTS

LOCAL:

ACFE South Florida Chapter 9th Annual Ethics & Baseball Seminar
“Uncovering Blindspots”

July 25, 2024

Webinar 9:00 — 11:00 am

Learn more: https://acfesouthflorida.org/event-5755805

LACFE Annual Meeting

August 28, 2024

5:00 pm

All members in good standing are welcome! If you are interested in attending, please contact Mark Lee
at president@lansingacfe.com for a Zoom invitation.

NATIONAL:

ACFE Safeguarding Seniors: Tackling the $28 Billion Elder Financial Exploitation Epidemic
Complimentary Webinar — ACFE Members Register for Free

July 16, 2024

Learn more: Event Details (acfe.com)

ACFE Government Fraud

Virtual Seminar

August 13-15, 2024 (early registration ends July 8™
Learn more: Event Details (acfe.com)

Help me create your newsletter! If you have an event that you would like posted or if you wish to share
an article or job opening, please contact Jennifer Ostwald at newsletter@lansingacfe.com



https://acfesouthflorida.org/event-5755805
https://www.acfe.com/training-events-and-products/all-events/calendar-of-events/event-detail-page?s=Safeguarding-Seniors-Tackling-the-28-Billion-Elder-Financial-Exploitation-Epidemic0724&utm_source=marketo&utm_medium=email&utm_campaign=20247-Save-the-Date
https://www.acfe.com/training-events-and-products/all-events/calendar-of-events/event-detail-page?s=Government-Fraud-0824Virt-GF&utm_source=marketo&utm_medium=email&utm_campaign=202408-Save-the-date
mailto:newsletter@lansingacfe.com
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Fake It Till You Make It

July 2, 2024
Larry Benson
https://fraudoftheday.com/fake-it-till-you-make-it/

Act confidently and no one will question you. That’s sure what Kimberly Cruz did. Cruz, posing
as an immigration attorney, brought nearly one hundred Mexican migrants through a border
crossing in Eagle Pass, Texas. Believing that she was a lawyer, the migrants paid her nearly
$275,000 for legal services to cross the border and connect with family. But she wasn’t
bringing them to the family like promised.

Cruz’s scheme consisted of collecting identity documents, including birth certificates, passports
and I.D. cards, from Mexican nationals who believed she was an attorney. She paired the ID
photo with valid immigration paperwork to which she had access. She would then send the
completed documents to border officials to obtain the official stamp of approval for a border
crossing. The documents technically allowed the migrants to enter the country for only twenty-
four to forty-eight hours for immigration necessary appointments. But instead of taking them to
get finger printing, like the U.S. Citizenship and Immigration Services believed, or to family, like
the migrants believed, Cruz was dropping them off at mall parking lots or bus stations to fend
for themselves while absconding with the fees.

Cruz had previously worked at a law firm in an administrative capacity which accounts for her
general knowledge of legal matters. She knew enough to sound convincing to the authorities.
Cruz’s scheme continued for all of 2019 until a border agent talked to the people she was
helping cross and learned they thought they were going somewhere other than where their
paperwork claimed they were going. Now Cruz will be facing fourteen years in prison.

Shoutout to the border agent who asked questions!

Today’s Fraud of The Day is based on article “Phony lawyer gets 14 years in scheme to dupe
migrants and border agents in smuggling op” published by USA Today on June 18, 2024.

A woman in Texas who hatched a scheme to dupe border officials into thinking she was a
lawyer for migrants has been sentenced to 14 years in prison after investigators discovered
she was orchestrating a human smuggling operation, Department of Justice officials
announced Monday.

Kimberly Cruz, posing as an immigration attorney, brought nearly 100 Mexican migrants
through a border crossing in Eagle Pass, Texas. They paid her a total of nearly $275,000 for
legal services to cross the border and connect with family; the 35-year-old was also creating
fraudulent documents she used to fool border officials, according to the U.S. Attorney’s Office
for the Western District of Texas.


https://fraudoftheday.com/fake-it-till-you-make-it/
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Top 4 Internal Controls That Reduce Fraud Losses

July 2, 2024
https://www.acfe.com/acfe-insights-blog/blog-detail?s=top-internal-controls-that-reduce-fraud-
losses

Proactive anti-fraud controls play a key role in an organization’s fight against fraud. While the
presence of these mechanisms alone does not ensure that all fraud will be prevented,
management’s commitment to and investment in targeted prevention and detection measures
send a clear message to employees, vendors, customers and others about the organization’s
anti-fraud stance. But what happens when controls are not present? What happens when
budget cuts and shifting roles mean that some controls are overlooked or take a back seat to
revenue and survival?

The ACFE’s 2020 Report to the Nations not only identifies the top anti-fraud controls that can
help protect organizations, but also illustrates what can happen when controls are weak or
altogether missing.

To help organizations understand the potential impact of various controls, we compared the
median losses and median durations of the frauds in our study based on whether each specific
control was present at the victim organization during the fraud’s occurrence. For every control
examined, organizations that had the control in place experienced smaller fraud losses and
detected frauds more quickly than organizations lacking that control. Below are the top four
internal controls that reduce fraud losses and can improve detection:

A robust code of conduct.

A strong internal audit department.

Management certifications of financial statements.

Management reviews of internal controls, processes, accounts or transactions.

PwbdPE

These four anti-fraud controls were associated with a 50% or greater reduction in both fraud
losses and fraud duration. Internal audits and management reviews are both mechanisms that
can be used to actively look for fraud, so their correlation with reduced fraud losses and
duration stands to reason. In contrast, codes of conduct and management certifications of
financial statements are less directly tied to fraud detection, but both mechanisms likely help
increase the perception of detection and form the foundation for a holistic anti-fraud culture.

With fraud on the rise due to the economic downturn and global pandemic, now is the time to
invest in anti-fraud controls; not ignore them. Your bottom line depends on it.

Video of the Month

Former Chief of Disquise Jonna Mendez Reveals the Secret Masks of the CIA — Fraud Conference News

Jonna Mendez, former Central Intelligence Agency Chief of Disguise and author of “In True Face: A Woman’s

Life in the CIA, Unmasked”, revealed the reality of the CIA’s ability to do what even Hollywood could not. When
speaking to previous President of the United States, George W. Bush, she said “I'm here to show you the best
thing we’ve ever done—I’'m wearing it and I’'m going to take it off right now.”


https://www.acfe.com/acfe-insights-blog/blog-detail?s=top-internal-controls-that-reduce-fraud-losses
https://www.acfe.com/acfe-insights-blog/blog-detail?s=top-internal-controls-that-reduce-fraud-losses
https://legacy.acfe.com/report-to-the-nations/2020/
https://www.fraudconferencenews.com/home/2024/6/24/former-chief-of-disguise-jonna-mendez-reveals-the-secret-masks-of-the-cia?utm_source=marketo&utm_medium=newsletter&utm_campaign=20247-35AFC-Recap&mkt_tok=NDEwLUhZTC01NzkAAAGUDa1FN3FzFRNGzFxg5SVRxcVsGXDSr5ej0Z1Q1Dl_ddeGlPS45JHOe54wixuapUuF1xDWHHPH_jgO7SedG3NJl1fZjFviw2ykWk8ZLxnQEPE2lhoGBFyQhv4s
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How the IRS went soft on billionaires and corporate tax
cheats

By Spencer Woodman

June 11, 2024
https://www.icij.org/inside-icij/2024/06/how-the-irs-went-soft-on-billionaires-and-corporate-tax-
cheats/?utm_source=IClJ&utm campaign=5aae5900c1-

20240529 WeeklyEmail COPY_ 01&utm_ medium=email&utm term=0 992ecfdbb2-
5a2ae5900c¢1-83962568&mc_cid=5aae5900cl&mc eid=a2e0493a52

Michael Welu worked at the IRS for decades as a specialist in helping agents identify and
investigate possible tax crimes. In an agency known for offices working in their own silos, Welu
had the rare ability to move between divisions, dissecting and learning each office’s particular
customs and procedures. But that experience had its own consequence for Welu: Seeing
disparities in how the separate divisions treated different tiers of taxpayers left him
exasperated and helped drive him into early retirement.

For more than 30 years, Welu watched the agency struggle with budget cuts and dwindling
staff. What troubled Welu, he says, went deeper than just resource constraints.

During his time at the IRS, he says, upper management in the division tasked with auditing
large corporations and ultrawealthy people — the Large Business and International Division —
was quick to dismiss any suggestion that a powerful taxpayer may have committed a crime,
and commonly discouraged frontline agents from pursuing big cases. This stood in deep
contrast to the office that policed small businesses and self-employed people, which was
empowered to — as Welu saw it — take an appropriately firm stance toward taxpayers
breaking the law, even if they were dealing with far smaller dollar amounts.

“I was putting butchers, bakers and candlestick makers in jail, but the big stuff we really
wanted to go after was being ignored,” Welu told the International Consortium of Investigative
Journalists. “It could be the most egregious, ridiculous scheme and they were just not
interested.”

In 2022, Congress approved a Biden administration proposal to give the IRS $80 billion to
improve customer service and strengthen its efforts to enforce tax law on wealthy individuals
and large corporations. President Joe Biden has repeatedly pledged that under his
administration the IRS will use its new money to target illegal tax schemes by these high-end
taxpayers, who are believed to do an outsize portion of tax cheating.

ICIJ found that the agency will need more than new funding to fulfill the president’s promise.
The IRS’s Large Business and International Division, or LB&I, takes a comparatively light
approach toward the country’s most powerful taxpayers, according to a review of records and
interviews with current and former agents. In the agency’s own comments to ICIJ, the IRS
suggested that large corporations break the law less often than other types of businesses. ICIJ
found that the agency treats these powerful taxpayers accordingly.


https://www.icij.org/inside-icij/2024/06/how-the-irs-went-soft-on-billionaires-and-corporate-tax-cheats/?utm_source=ICIJ&utm_campaign=5aae5900c1-20240529_WeeklyEmail_COPY_01&utm_medium=email&utm_term=0_992ecfdbb2-5aae5900c1-83962568&mc_cid=5aae5900c1&mc_eid=a2e0493a52
https://www.icij.org/inside-icij/2024/06/how-the-irs-went-soft-on-billionaires-and-corporate-tax-cheats/?utm_source=ICIJ&utm_campaign=5aae5900c1-20240529_WeeklyEmail_COPY_01&utm_medium=email&utm_term=0_992ecfdbb2-5aae5900c1-83962568&mc_cid=5aae5900c1&mc_eid=a2e0493a52
https://www.icij.org/inside-icij/2024/06/how-the-irs-went-soft-on-billionaires-and-corporate-tax-cheats/?utm_source=ICIJ&utm_campaign=5aae5900c1-20240529_WeeklyEmail_COPY_01&utm_medium=email&utm_term=0_992ecfdbb2-5aae5900c1-83962568&mc_cid=5aae5900c1&mc_eid=a2e0493a52
https://www.icij.org/inside-icij/2024/06/how-the-irs-went-soft-on-billionaires-and-corporate-tax-cheats/?utm_source=ICIJ&utm_campaign=5aae5900c1-20240529_WeeklyEmail_COPY_01&utm_medium=email&utm_term=0_992ecfdbb2-5aae5900c1-83962568&mc_cid=5aae5900c1&mc_eid=a2e0493a52
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New data obtained by ICIJ shows that over the past five years, LB&I flagged no more than 22
instances of possible tax crimes for the agency’s criminal investigators to review further — out
of trillions of dollars in annual income from large corporations and ultrawealthy people that the
office oversees. During the same five years, the IRS office that covers small businesses and
self-employed people flagged roughly 40 times more possible crimes, sending criminal
investigators 848 referrals. This office is larger than LB&I and deals with easier cases, but
many of the individuals and businesses it audits deal in dollar amounts too small to be
considered for a criminal referral.

The IRS’s civil divisions, which make up the vast majority of the agency’s workforce, are
supposed to flag egregious tax cheating cases for potential prosecution from the volumes of
returns they process and audit. The comparatively small number of referrals from LB&I has
frustrated officials within the Criminal Investigation Division, who say they’re often unsupported
in identifying cases involving the biggest taxpayers.

In response to questions from ICI1J, the IRS said that comparing criminal referrals between
divisions is misleading, adding that LB&I conducts “the most complex audit situations the IRS
faces, and there are unique circumstances around each examination.”

The agency said that large corporations generally have a limited ability to commit crimes, since
they are audited by independent accounting firms and often have disclosure requirements. It
said that LB&I ensures its agents have the training and resources to identify tax crimes and
make referrals when necessary. The agency emphasized that it “is in a period of transition”
and that it takes time to hire staff and strengthen its capabilities in the most complex areas of
tax enforcement.

Welu and other agents said LB&I is not a monolith; some offices and managers within the
division are more willing to stand up to high-income earners than others. Current and former
agents pointed to various reasons for the office’s unique approach, including a separate set of
audit rules and a sort of learned helplessness from years of fierce pushback by wealthy
taxpayers amid government budget cuts. The movement of IRS officials in and out of the major
accounting firms that represent big taxpayers has also raised questions of fair treatment.

Whatever the ultimate explanation, Welu and several current IRS agents told ICIJ that LB&I’s
enforcement style encourages continuous egregious behavior by the most well-heeled
taxpayers, who know the office will almost certainly not elevate reports of tax dodging to
criminal investigators. A Treasury Department inspector general has opened an inquiry into
whether LB&I gives large corporations preferential treatment, according to people with
knowledge of the matter.

Tax evasion by the ultrarich is a key element in Oxfam International’s recent forecast that the
world will soon see its first trillionaire. Experts say the U.S.’s failures to address high-end tax
evasion have contributed to worsening global inequality.

“‘Normal taxpayers are scared of the IRS — they fear real consequences,” one current LB&I
agent, who spoke on the condition of anonymity, told ICIJ. “These highly wealthy people, it's
more like a game to them.”
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Different rules for the wealthiest

LB&l is the most important office in the IRS’s — and President Biden’s — commitment to
ensure billionaires and multinational corporations pay their fair share. The IRS says the
amount of U.S. taxes left uncollected could exceed $600 billion per year. And the Treasury
Department, the IRS’s parent agency, has estimated that wealthy people commit an outsize
share of tax evasion. As of 2019, the top 1% of Americans were estimated to be responsible
for 28% of the “tax gap” — defined as the difference between taxes that are owed and
collected. This number added up to an estimated $163 billion annually.

LB&I is seen as an elite office within the IRS and a destination for more experienced and
sophisticated agents. The office has 5,700 employees. LB&l is leading a new push to improve
oversight of investment partnerships, like hedge funds and private equity firms, that alone
account for trillions of dollars in income each year and are known to operate in gray areas of
tax law to provide substantial benefits to their investors.

LB&I agents who want to audit such elite taxpayers effectively have a difficult job. They not
only must be excellent accountants but also must have knowledge of arcane corners of tax
law, investigative skills and experience in financial forensics. Caseloads are often heavy, and
incentives can tilt toward closing audits quickly. When agents find evidence of serious
cheating, the easier win is to nudge a taxpayer to pay the government its owed tax rather than
attempt to add on civil or criminal penalties. A 2019 report by the IRS’s inspector general
examined dozens of cases where LB&I officials declined to impose civil penalty fees on
taxpayers who had underpaid the agency by more than $10,000. Even when auditors find an
egregious case, they may decide against crafting a criminal referral — known internally as a
fraud referral — which can add significant time to an audit for an uncertain future payoff.

Welu and other current and former agents argue that this has been happening more than it
should. The office, agents say, has established a soft playbook around reporting possible
crimes that gives high-end taxpayers confidence that, if they’re audited, the highest cost of
getting caught cheating will amount to little more than paying the taxes they owed in the first
place. Although federal agents frequently deal with a degree of confrontation, it's often
discouraged at LB&I by timid managers and gun-shy attorneys, according to current and
former agents.

Obtaining information about income, deductions and money movements is crucial for building
a tax case. Although IRS agents have the power to send legally binding demands for
information — known as summonses — LB&I agents issue comparatively few of them, instead
relying more on information requests that do not carry the force of law, according to current
and former agents. Unlike with these softer requests, a taxpayer who ignores a summons can
be criminally prosecuted. A half-dozen current and former IRS agents told ICIJ that LB&l
agents can go their whole careers without sending a summons.

An agent within LB&I, who spoke on the condition of anonymity, described an office culture
averse to summonses. He said that as a new agent wanting to take a more forceful posture
toward suspected tax cheats, he found little help. “When | asked around about how to craft a
summons, no one was familiar with it,” he said. “| was asking experienced agents who had
been there for a while and it was something they hadn’t done.”
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The agent said managers within LB&I appear to fear that issuing a summons would upset the
esteemed lawyers and accountants representing the country’s wealthiest taxpayers.

In one publicly reported instance, an auditor in LB&I’s Global High Wealth unit who merely
mentioned the possibility of a summons while auditing a billionaire was forced to apologize
after the billionaire’s representatives complained to the IRS, according to ProPublica.

Welu says the reluctance to issue summonses generally came from the higher levels of
management. Welu would attempt to overcome this resistance by preparing a united front of
lower-level attorneys to support taking steps like sending a summons for bank records or
compelling a taxpayer to be interviewed by agents, he says.

“It's standard practice in Small Business [and Self-Employed Division], and they don’t think
twice about it,” Welu told ICIJ. “But in LB&I, oh my god, I'd have to round up a coalition of
support. I'd have to pave the road.”

ICIJ found that LB&I’s written rules impose layers of restrictions on issuing summonses,
compared with the Small Business and Self-Employed Division.

These extra steps for LB&I agents include sending two warnings to taxpayers who have not
complied with a voluntary information request before sending a summons, according to agents
and an ICIJ examination of the IRS handbook. LB&I auditors are also required to, at the outset
of an audit, share an audit plan with taxpayers, allow them to suggest changes to the
impending audit, and request they sign the plan.

Nina Olson, who served for 18 years as the IRS’s national taxpayer advocate, tasked with
ensuring the fair treatment of taxpayers, says that LB&I’s audit steps provide powerful actors
with more information earlier that they can use to defend themselves. “LB&l has a bespoke
audit process,” Olson, who left the IRS in 2019, told ICIJ. “With LB&I, you get a custom-made
suit. With the Small Business and Self-Employed Division, you get it off the rack whether it fits
you or not.”

While at the IRS Olson tried unsuccessfully to get the small business division to adopt the
extra steps taken in LB&I audits, which she says provides taxpayers a greater level of
transparency and due process.

“Other people don’t get those protections,” Olson said. “It's only large corporations and the
wealthiest individuals.”

‘An ingrained culture’

One of the most recent examples of the U.S. government at least attempting to pursue a
multinational corporation for alleged tax crimes was a major investigation into manufacturing
giant Caterpillar, which used aggressive offshore maneuvers to avoid hundreds of millions of
dollars in taxes. In 2017, federal agents, including IRS criminal investigators, raided three
Caterpillar facilities in lllinois. But the following year, the criminal investigation was abruptly
halted amid circumstances now under investigation by two Democratic U.S. senators. The
senators are seeking information on possible political interference in the investigation by
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lawyers hired by Caterpillar, which included Willlam Barr, who served as President George
H.W. Bush’s attorney general and would later hold the same post under President Donald
Trump.

LB&I did refer Caterpillar to IRS criminal investigators, but it did so only after the Criminal
Investigation Division notified LB&I that it had opened its own inquiry into the corporation’s
possible tax dodges, according to two longtime IRS agents familiar with the case.

“It's Caterpillar — LB&I had been auditing them forever. How could they have missed these
issues?” a supervisory agent within the Criminal Investigation Division told ICIJ on the
condition of anonymity. “It was just an instance of CYA,” the agent said of LB&l’s referral, using
the acronym for “cover your ass.”

In statements to IC1J, the agency defended LB&I, emphasizing that its cases are extremely
complex and said that “there are major differences between a large international corporation
and any other for-profit enterprise.”

“The accounting profession operates under a professional code of conduct as well as under
the purview of oversight review boards outside of the IRS related to the preparation of certified
audited financial statements,” IRS spokesperson Robyn Walker told ICIJ in a written
statement. “These internal controls and checks and balances generally limit the opportunity for
criminal activity. Instead, noncompliance for this population often presents itself in the form of
disputes between the IRS and the taxpayers as to whether a taxpayer’s position is consistent
with laws and regulations.”

A key part of the IRS’s mission is to enforce U.S. tax laws. Tax crime investigations and
prosecutions allow the agency to show that cheating carries consequences — and thus
persuade taxpayers to voluntarily comply with the law.

ICIJ reviewed data showing small numbers of cases that LB&I flags as potential crimes to
investigate. Last year, the office flagged just seven instances of possible crimes to investigate
further — the most since 2017, when it flagged eight.

That's seven cases of possible crimes among all of the large corporations and ultrawealthy
people that the office oversees. Last year, Fortune 500 companies brought in $18 trillion in
combined revenue, and trillions of dollars more flowed through the investment partnerships
favored by the ultrawealthy.

The low number of referrals from LB&I has left investigators in the agency’s criminal division
frustrated.

“Those are ridiculous numbers,” Don Fort, a longtime IRS agent who led the Criminal
Investigation Division before leaving in 2020, told ICIJ of LB&I’s referrals. “In my experience,
it's an ingrained culture where they don't like to serve summonses, they don'’t like to do fraud
referrals.”

The sources of investigations opened by the IRS’s criminal investigators between 2014 and
2020 illustrate the small role LB&l plays in the agency’s criminal cases. During that period,
according to the referrals data reviewed by ICI1J, LB&I sent criminal investigators no more than

9



LACFE NEWSLETTER July 2024

40 fraud referrals. In comparison, according to a separate dataset, the IRS opened roughly
260 times as many criminal investigations from information it received from federal agencies
outside the IRS, including federal prosecutors. The agency opened nine times as many
criminal investigations from reading news stories.

ICIJ acquired this additional data regarding the sources of criminal investigations from Robert
Warren, a former IRS agent and assistant professor of accounting at Radford University in
Virginia. Warren says that over the past 13 years, IRS criminal investigators have spent only a
fraction of their time pursuing cases primarily related to tax crimes. Instead the investigators
frequently chase cases such as drug crimes, cryptocurrency schemes and money laundering.
Warren says this is a distraction from the agency’s core mission. Many IRS criminal
investigators are uninterested in chasing tax crimes due to a perceived reluctance of
prosecutors to issue indictments and the generally light punishments that tax convictions often
fetch, he says.

“If they can put in the same amount of work on a case that gets a higher rate of return, they’re
going to go with the higher rate of return,” Warren told ICIJ.

In 2020, then-IRS Commissioner Charles Rettig oversaw the establishment of the Office of
Fraud Enforcement, which helps the civil divisions develop tax fraud cases. Rettig told ICIJ that
when he arrived at the agency, he was shocked to discover only 7% of the IRS’s criminal
investigations had come from the civil divisions, which include LB&I. “To me, the civil side isn’t
doing their job if they’re out there and” can’t detect possible tax crimes, Rettig said.

Olson, the former IRS taxpayer advocate, expressed concern about where the fraud
enforcement office fell in the IRS’s organizational chart: within the Small Business and Self-
Employed Division. She worries that this may send the message that the IRS is more
interested in finding crimes among less powerful taxpayers. “It should be a separate
operational unit,” Olson told ICIJ.

Damon Rowe, a career IRS criminal investigator who ran the fraud enforcement office until
retiring from the agency in 2022, disagreed, saying the office’s place did not bias it in favor of
any one division.

Rowe told ICIJ that while the office saw plenty of potential criminal cases coming from the
small business division, he sensed a cultural aversion within LB&I to flagging possible crimes
among corporations and the ultrawealthy. His inability to meaningfully lift LB&I's criminal
referral numbers remains a major regret from his time running the fraud enforcement office, he
says.

“l get that these cases are hard, but that doesn’t mean that they shouldn’t try,” Rowe said. “If
LB&l believes there’s an infraction, they’re more willing to work it out with the taxpayer rather
than call over a fraud enforcement agent to take a look.”

The Treasury Department’s Inspector General for Tax Administration has apparently taken
notice of LB&I’s differing approach. The watchdog opened an investigation in 2022 to
determine whether the division gives large corporations preferential treatment, according to
sources familiar with the inquiry.

10
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In an email, the inspector general told ICIJ that the inquiry is ongoing and that its report on the
matter should be released by the end of this fiscal year. The office did not elaborate further.

The IRS’s “revolving door”

Officials interviewed for this story pointed to numerous contributors to LB&I’s comparatively
light approach, and not everyone agreed on the causes. In addition to the division having to
follow more cumbersome rules, current and former agents cited a culture of acquiescence after
being beaten down for years by wealthy taxpayers and their high-priced accountants and
lawyers. The representatives of these people and corporations often seek to gain an
advantage by accusing IRS agents of breaking protocols or laws, and have enlisted lawmakers
to attack the agency’s enforcement actions.

One current LB&I agent, however, disagreed that culture plays any role, saying his managers
supported him taking a firm stance toward big taxpayers. The agent, who spoke on the
condition of anonymity, said it was insufficient resources — not timidity — that caused the
office to shy away from taking a hard line on egregious tax dodging. He described a case in
recent years in which an LB&I manager declined to advance any criminal investigation
involving a major tax dodge by a wealthy individual. The agent described the case as a “dead
bang” — in terms of easily proving criminal intent.

“It pissed me off,” the agent said of his office declining to refer the case to criminal
investigators. “It was because we didn’t have enough people to chase it.”

Every current and former IRS official interviewed for this story said leadership is key in setting
the tone for how LB&I approaches the most powerful taxpayers. Some agents expressed
concerns about the seeming friendliness and familiarity of LB&l managers with the
representatives of taxpayers under audit.

Some agents, as well as legislators and watchdog groups, singled out the prevalence of high-
ranking officials at the IRS who previously worked for the major accounting and law firms that
go head-to-head with LB&I every day. A closely related concern is the prevalence of former
IRS agents and managers who went on to represent rich people and large corporations. In
many cases, these former IRS agents and executives bring the arguments of wealthy
taxpayers directly to IRS officials they know well as friends and former colleagues.

Last August, the IRS’s watchdog, the Treasury’s Inspector General for Tax Administration,
released a report warning that the movement of employees between the IRS and accounting
firms and big companies raises “impartiality concerns.” The report identified no direct
correlation between the employees’ work assignments and the companies they came from or
left the agency for. But it found that nearly 500 employees in LB&I, the Office of Chief Counsel
and the appeals office had received income from a major accounting firm or large corporation
before or after their time at the IRS. Some executives also received retirement income from a
large accounting firm during their time at the IRS and properly reported it in their financial
disclosure forms, the report said.

“It undermines trust in government and our tax system when IRS employees go back and forth
between government service and lucrative jobs with big accounting firms and other giant
corporations,” Senator Elizabeth Warren, a Democrat from Massachusetts, told ICIJ in a
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statement. “We need stronger ethics rules across the board for government officials and to
close the revolving door.”

The IRS finds itself in a difficult position in this regard. Experts agree that with its new funding
from Congress, the agency must attract top talent from major accounting and law firms who
earn far more than the agency can pay.

An ICIJ review shows that top executives in LB&lI commonly switch hats from regulating the
wealthiest taxpayers to working for them.

A review of LB&I executive lists covering the past 13 years shows that out of 114 top
executives named, at least a quarter either had worked for a major accounting firm, a tax
consulting firm or a major tax law firm shortly prior to joining the IRS or left the IRS for such
private sector roles.

In a statement to ICIJ, the IRS said it needed private sector talent and that safeguards are in
place to prevent conflicts of interest.

“The tax law is complex, and the IRS needs insight from those in the tax community to help the
agency tackle complex issues and share valuable insights that can complement the work of
career government employees,” IRS spokesperson Robyn Walker told ICIJ in a statement.
“People from the private sector provide important viewpoints and unique expertise needed to
help the IRS run the tax system. This takes on even more importance as the agency works to
build compliance work in high-risk corporate and high-wealth areas.”

“Given the intricacies and evolving nature of the nation’s tax code and the economy, it’s
impractical to assume only current IRS in-house employees can be executives,” the statement
added.

The agency also said it has a “strong system of checks and balances in place to ensure
fairness in its compliance activities,” including a review process to make sure that decisions
are shielded from outside influences.

The IRS’s current chief counsel, Margie Rollinson, has gone through the revolving door twice.
In 2013, after more than two decades at EY, the Big Four accounting firm formerly known as
Ernst & Young, Rollinson took a senior post at the IRS chief counsel office, overseeing more
than 60 attorneys. She returned to EY in 2019 and then recently rejoined the IRS after the
Senate confirmed her nomination for the chief counsel job at the end of February. During her
first stint at EY, Rollinson advised Hewlett-Packard Co. on a major offshore tax scheme,
according to records obtained in a Senate investigation into the technology firm’s tax
avoidance efforts. The Senate Permanent Subcommittee on Investigations found that, with
EY’s apparent support, Hewlett-Packard used a loophole to avoid paying taxes on billions of
dollars in income. “We believe it's egregious,” then-Subcommittee Chairman Carl Levin, D-
Mich., said at the time about the offshore tax maneuvers.

The agency noted that during the senate confirmation process Rollinson pledged to recuse
herself from matters involving her past clients in her first four years at the IRS. She also
committed to a four-year buffer after leaving the agency during which she will avoid working for
firms whose clients she dealt with at the agency.
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The IRS Independent Office of Appeals, tasked with impartially deciding taxpayers’ challenges
to IRS findings, is headed by Elizabeth Askey, a former principal at PwC, another Big Four
firm. The appeals office can have extensive influence over how much a company will ultimately
owe the IRS and is known to frequently slash the tax bills of multinational corporations
challenging audit results. A 2016 article that Askey co-authored while at PwC argued that LB&lI
was too aggressive with wealthy taxpayers and large corporations. Askey and her co-authors
criticized LB&I for using the term “campaign” in publicizing its enforcement priorities, arguing
that it “suggests a military style assault on perceived tax noncompliance.”

The IRS said that Askey has a strong record in “fairly serving the interests of both taxpayers
and tax administration.” It noted that the agency’s taxpayer advocate recently recommended
that the appeals office hire more employees from the private sector to ensure fairness and
impartiality. “External hires help Appeals maintain an arms-length relationship with the rest of
the IRS,” the agency told ICIJ.

Fulfilling a commitment

Michael Welu is proud of his more than three decades at the IRS. He sports a custom golden
ring with the agency’s logo that he had a jeweler make after his retirement nearly two years
ago. The walls of his home office are lined with his awards and recognitions from the agency,
and he drinks from a coffee mug emblazoned with the emblem of IRS Criminal Investigation,
one of the offices he worked closely with.

He says he is speaking out publicly for the first time because he wants the agency to do better
in its pledge to stand up to the county’s most powerful taxpayers. Even with the agency’s new
billions, he says, it will need a significant culture change to fulfill this commitment. Welu says
that solutions can be as simple as teaching agents from an early stage that as long as they
follow all protocols, they should not be afraid to take a firm stance with an uncooperative
wealthy taxpayer. He believes the agency must pursue the firms that formulate and sell tax
evasion schemes to major taxpayers.

Welu also thinks that procedures for information gathering should be streamlined and made
more equal across offices. To get serious about going after high-end tax cheats, he says, the
agency will have to train its managers to be unafraid of conflict with big taxpayers who don’t
cooperate. To do this, they’ll need support from the very top ranks, including the IRS
commissioner and the Office of Chief Counsel.

“These are difficult cases,” Welu said, “but they can be done.”

Quote of the Month

“l just felt deeply and strongly that the work we were doing was work that was worth
doing. We were helping our country; disguise was a form of protection.”

— Jonna Mendez, the CIA’s former Chief of Disguise. Throughout her 27-
year career, she helped Russian assets evade KGB detection during the
Cold War and hid the identity of several CIA officers. i



