Iniemal Revenue Service

memorandum

date: March 31, 1857

to: Chief Inspector
National Off:ice —

from: Chief, Criminal Investigation Division
South Texas District

subject: Possible Improprielies by Assistant Chief Counsel (Criminal Tax)

Re: Henry G. Cisneros

An aaministiratii:ve craminal tax investigation of Henry
C:sneros was .n.T:ated in late 1994 after the media
reported thatl he rad allegedly lied to the FBI during a
background investigation to finalize his confirmation as
Secretary of Housing and Urban Development (HUD). The
allieged false statements were in regard to the amount and
frequency of payments he had made to his former mistress,
Linda Jones Medlar. Medlar was also a political fund
ralser for Henry Cisneros.

The Office of Independent Counsel (0OIC) has conducted
their own nvestigaticn and inquiry into matters related to
Cisernos. OIC independently requested expansion authority
to include possible tax violations from two separate
sources, a three judge panel and Attorney General Janet
Reno. The OQIC request was made on January 28, 1997. They
are currently awaiting the court's order on both reguests.

On December 20, 1996, the Criminal Investigation
Division (CI) forwarded a Special Agent's Report and
related exhibits to District Counsel, Austin, Texas, with a
recommendation that criminal proceedings be instituted
against Cisneros. The criminal investigation disclosed
that Cisneros willfully filed false Federal income tax
returns for the years 199], 1992, and 1993 in violation of
Title 26, U.S.C., Section 7206(1).

After the prosecution case had been forwarded to
District Counsel, several incidents occurred which have
caused CI to be highly concerned about possible
impropriet:es in the office of Assistant Chief Counsel

(Craminal Tax). Specifically, our concerns are: (1) Barry

Finkelsteln 1s reported to have a very “cozy” relationship
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with C.sneros' cefense counsel; (2) the case was pulled
srom the fielc with the apparent intent to “kill” it,
regarcdless of the evicence and; (3) 1mpr9pgr‘dlsclcsure5
rave possibly taken place with the Tax Division of the
Department of Justice .n a further attempt TO Stop the case
from being prosecuted. Our observations and a discussion
cf these :tems are presented below:

1. Unprecedented Deviation from the Normal Review Process

The ncrmal review process calls for the CI Chief to
‘forwarc the prosecution case to District Counsel, after
he/she conZurs with the prosecution recommendation. If
~:gtrV e Counsel ccncurs with the recommendation for

crcsecution; Tthey then transmit the case to the Tax
~.:visicn 0f the Depariment of Justice for their review.

cames Macccnalcd, Assistant Distract Counsel, upon
rece.pt of the Cisneros' case assigned District Counsel
Azterney Thomas Fagan in Austin, Texas, to conduct the
.egal review. UTLagan had substantially completed the review
and hac ut:l:zec Revenue Agent SR detailed to
District Counsel, to review the computations and method of
proof. Macconalcd was then contacted by Carl Knectel,
Regional Counsel :n Dallas, and requested to immediately
‘furnish 2 copy of the Special Agent's Report (SAR) to Chief
Counsel's Office :n Washington, DC for their review.

Shortly thereafter, Macdonald notified CI that Chief
Counsel had informed him they did not believe the case
could be prosecuted. Chief Counsel stated there was double
counting of income, errors in the special agents'
computations, 1nappropriate method of proof, and an
inability to establish willfulness on the part of Henry
Cisnercos. They also indicated a grand jury should have
been utilized to tie down the witnesses. Chief Counsel's
Office raised these concerns after only reading the SAR.
Their determination had been made without any review of the
exhibits, witness statements or analysis of the special
agents' schedules.

Sometime on or before January 15, 1997, District Counsel

s informed by Chief Counsel's Office that the case was to
be transferred to the National Office. District Counsel
was told this was necessary due to the sensitive nature of
the case, which required a "centralized review."™ District
Counsel was cdirected to cease their review, box up the
exhibits and the report and mail it to Chief Counsel.
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+ am not aware cf any other criminal tax cases that have
been pulled from experienced District Counsel attorneys to
be reviewed in Washington. It should be noted that
District Counsel, based upon thelir review of the evidence
and involvement in the case as 1t was belng investigated,
was supportive of the prosecution recommendation.

2. hnpocarent Fa:lure to Consider Facts and Evidence

-ne dec:sion to decline this case seems to have been
mace regardless of the evidence and facts. At the very
peginning of the process, Barry Finkelstein, having only
read the SAR, had also contacted National Office CI
cf%:cials incdicating the case could not be prosecuted due
o the wrong method of proof being utilized, errors in
scmputations and lack of evidence.

= 1s hicnhly guestionable and baffling as to why Chief
Counsel's Office decided to extract a "sensitive”™ case from
an experienced District Counsel, and assign the legal
review TO Two attorneys (Martin Klotz and Martin Needles)

who 00 ROt review cr:minal tax cases on a regular basais.

Martin Klotz informed the CI Group Manager and Special
Agents that he did not have any accounting background and
was relying on Martin Needles to conduct the financial
analysis. Klotz further explained Chief Counsel recently
hired Needles, and the Cisneros' case was his first case to
review. Based upon the discussions the group manager and
the special agents had with Klotz and Needles regarding
methods of proof, it was apparent that neither attorney
understoocd or had previous exposure with the bank deposits
method of proof. It was also apparent that they had
received thelr direction to kill this case from Barry
Finkelstein at the ocutset.

Barry Finkelstein was never present during any of the
meetings held to discuss the evidence. However, Martin
Klotz constantly referred to "Barry this" and "Barry that."
It 1s our concern that the Office of Assistant Chief
Counsel (Criminal Tax), and Barry Finkelstein in
particular, has not based the decision to decline this case
on the facts and evidence.

In an effort to address the concerns and questions
raised by Chief Counsel, Cl flew the group manager and two
case agents to Washington. On January 28, 1997,  these
three i1ndividuals met with Klotz and Needles. The manager
and two special agents walked through the entire SAR and
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evidence with Klotz and Needles. Klotz and Needles
sndicated to CI that all of their guestions had been
answered to their complete satisfaction, and they saw no
errors in the computations Or Serious flaws in the case.
However, after the,r subseguant discussion with Finkelstein
on the morning oi;iiagiizﬁsz 1593—they reverted back to
their original pesiticr chat The case could not be
prosecuted. HKlot: sncdicated Finkelstein did net want to
meet with the agents and that Finkelstein was the "deciding
factor” regarcdless of what Klotz might think. Klotz then
qjok:ngly commentec that he needed the job because his boys
were an college. This comment has been interpreted to mean
that Klotz has been directed by his superior and is fearful
for his pes.tion.

Cr:minal Investigalion requestec, at the very least, to
~ave the case returned for supplemental work to address any
* zzncerns Chief Counsel might have. Finkelstein refused to
return the case.

There were a2 number of additional telephone discussions
between Chief Counsel’s Office and the investigating agents
and group manager during the following weeks. The general
purpose of these conversations was to answer questions and
cencerns raised by Counsel. In addition, a conference was
held with defense counsel on February 12, 1997, wherein
they presented to Chief Counsel their version of the events
and thelr reasons why the government should not go forward
with prosecuticn in this matter. CI did not receive a copy
of this conference memo until March 7, 1997. A review of
the conference memo disclosed that the defense submitted "a
story” to Chief Counsel, which was an unfactual and
unfounded version of the events. Chief Counsel immediately
and wholeheartedly accepted the defense counsel view as the
factual basis for declining this prosecution. They
sumzarized their views in their memorandum dated March 7,
1997, and outlined their concerns with the case. This
memorandum parrots the defense version and is replete with
misstatexents and false characterizations of the evidence
and testimony.

In a final attempt to deal with the issues raised by
Chief Counsel, the Cl chief, group manager and one of the
assigned special agents flew to Washington, DC. The
Director of Investigations from Dallas joined them there
for another meeting with Counsel. It should be noted that
the original arrangement for this meeting was fog Martin
Klotz to fly to ARustin. However, Finkelstein insisted that
we "come O them” and thus forced four travelers to incur
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airfare costs anc per ciem, instead of just one.

In this meet:ng which took place on(March 18, 1997,
Criminal Investication pointed cut to krbt&—tﬁapﬂiédles
every piece of evidence that rebutted the defense counsels’
presentation cf the "facts" and the points raised in the
Counsel memcrancux cf March 7. This meeling was tO no
avail since Ccunse. cfficially declined the case :rn their
memorandum catec March 27, 1887. Their declination 1s
nothing more than an enhanced version of the March 7'°
memorancum anc a regurgitation of the defense
character:.zati:cn cf the facts. They clearly cid not
consider the pcints ra:sed during the meeting of March 18.

In summary, Ch:ef Counsel's Office has consistently
‘a:lec to rely upocn the evidence showing Cisneros' guilt.
~he evidence shows C:sneros was i1nvolved in his tax
affa:rs, and know.ngly concealed substant:ial income in each
of three vears frcm h:s CPAs and the Internal Revenue

Service.

3. Chief Counsel's Relationship with Defense Counsel

It has been reported that Barry Finkelstein has a cozy
and/or close relat:onship with defense attorneys Cono
Namarato and Chac Muller. Both of these individuals have
been reta.ned by Ci:sneros to represent him in the matters
at hand. This relationship apparently has existed for a
number of years and perhaps dates back to the time that
Namarato and Muller were employed by the Tax Division.

Throughout their involvement in this process, Chief
Counsel has wholeheartedly accepted and endorsed the
defense version of events. As mentioned previously, the
“story” which has been created, quickly falls apart when
compared to the facts, testimony and evidence gathered
during the investigation. 1In addition, when they write
about and discuss the case, Chief Counsel exaggerates and
misstates events to bolster the position they have taken.
Their discussion of the case mirrors the position put forth
by Cisneros’ defense attorneys. It is not objective and
unbiased. Examples of this conduct abound and include the
complete discounting of the evidentiary value of the
recorded conversations between Cisneros and Medlar and the
insistence that Ciscernos was completely unaware of office
activities and the manner i1n which income was recorded.

On January 8, 1997, Group Manager Sheila Colbénson was
contacted by Chad Muller, one of Cisneros' defense
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attorneys. Muller requested a Chief's conferen:e‘and _
indicated the agents had promised him an opportunity prior
to forwarding the case to District Counsel {which_was
untrue). Muller :indicated he had contacted District
Counsel, and they did not have a problem with a District
conference. It was explained to Muller the case had
already been forwarded, and no ccnference would be held by
Cripinal Invest:gation at the District level. However, he
could request a conference with District Counsel.

Sometime on or before January 15, 1997, District Counsel
receivecd notif:cation to forward the complete SAR and
exhibits to Assistant Chief Counsel. On January 21, 1997,
Technical Ass:stant Martin Klot:z informed the District of
their concerns about the case. He also revealed Barry
r:nkelstein hacd agreed to a conference with defense counsel
over a week earlier, and the conference had been scheduled
¢or February 12, 1997. Therefore, it appears that
Tinkelstein had already agreed to and scheduled a
conference with defense counsel prior to "taking"” the case
from District Counsel.

knother example of defense counsel's reliance on
Finkelstein, 1s when the defense counsel made an oral and
written request for the CPA's workpapers in order to
prepare for the Chief Counsel conference. The District
denied this request. The defense attorney’s (Chad Muller)
response was words to the effect " I'll just get those
records from Chief Counsel then®". Defense counsel sounded
absolutely confident and assured that he would receive the
documents and total cooperation from Chief Counsel's
Office.

4&. Chief Counsel's Disclosures to DOJ, Tax Division

In the meeting on March 18, 1997, Klotz explained to the
Criminal Investigation Division that Stan Krysa, Department
of Justice, Tax Division, had forwarded OIC's request to
the Department of Justice for expansion of his
investigation to include tax matters to Finkelstein. Krysa
asked Finkelstein to review the request and give his
opinion. Klot:z stated Finkelstein opened the package and
saw that it was grand jury material, he immediately closed
the package and informed Krysa that he could not disclose
anything related to a potential tax case, nor could he
review the grand jury material.

However, District Counsel, Austin, Texas, recéntly
informed Criminal Investigation Division that Stan Krysa,
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Department of Justice, Tax Division, had asked District
Counsel about the case involving the "secretary”. Krysa
stated he believed the case was not prosecutable. Krysa
indicated he had meet with Cisneros' defense counsel and
the Public Integrity Section of the Department of Justice
on February 12, 1997. The purpose of that meeting was to
discuss the 0ffice of Independent Counsel's request to

f Attorney General Janet Reno for expanded authority in 1its

/ investigaticn cf Henry Cisneros.

Krysa also :ncicated CID was "dragging its feet" in
responding to Chief Counsel's conference memorandum so that
OIC could take jurisdiction. When Krysa was asked who told
Eim that, he saic he couldn't remember.

0IC :nformed Special Agent lLange of Attorney General
Reno's :nit:al written response to OIC's expansion request.
The language used :n Reno's response mirrors the language
Tinkelstein has given to CID for declining the case.

It 1s Distract Counsel's opinion that Krysa seemed to
have "inside” knowledge from Assistant Chief Counsel
(Craminal Tax) about the review of the case. It also
appears that the possible disclosure by Chief Counsel, of
their intentions to decline the case, has potentially
influenced Reno's decision. Her decision should have been
made independently and without knowledge of any tax
investigation.

In conclusion, we raise these issues for your
consideration because we have serious concerns about the
propriety of the actions that have taken place in the
review of this case. We are not privy to nor do we wish to
speculate about personal or political motivations for the
conduct that we have witnessed. The Criminal Investigation
Division will protest the declination of the case.

However, we strongly feel that the conduct of Assistant
Chief Counsel (Craiminal Tax) which preceded this
declination needs to be examined.

We are elevating our concerns with full appreciation of

the gra of this situation. Please feel free to call me
at if you have questions or need additional

information. Members of your staff may call Group Manager
Sheila Colbenson at @

ohn J. Filan
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