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PROTEST OF NECLINATICN MEMIRANDUM

KENRY G. C-SNEROS

We are protesting the declination memorandum issued by
Accrerant Thief Czunsel (Criminal Tax) omn March 27, 1997, for
=he épbove-namec case. This document provides the basis for. our
protes: end edcdresses the uaeny eiiuneous conclusicns and
misrepresentaticns cade -n their analysis. Thess errors begin
with the very f:rst sentence of their background ciscussion and
contirue throughcou: their memorandum.’ Assistant Chief Counsel
(Criminal Tax) even misstates the origin of the =zase.?

DISCUSSION

When one removes the scokescreen created by defense counsel for
a Ligh profile 1ndividual, this turns out to be a very sinmple
case. That is., 2 smart, well educated and zncraxzfnnl man
subverts the established recordkeeping system and diverts
roccipte for hio pcroonol benefit. 1In their discussion of the
case, Assistant Chief Counsel (Criminal Tax) (hereinafter ACC)
ralses TwWO Dasic lssues: Wlllfulness and the Computation of
zhe Criminal Omission of Income. Their major concerrn is
whether it can be proven that CISNEROS’ actions were willful
and they armarr that willfuiness cannot be proven. !

g

! pssistant Chief Counsel asserts that the case was forwarded
for their review on 12/20/9%6. CID actually forwarded the
case to District Counsel in Austin on thia date. Assistant
Chlel Covunsel later took the case from them during the weesk
of 1/13/97.

! Counsel states that the IRS-CID investigation originated from
infarmarinn pravided to the FBI during CISNEROS’ background

check In 1593. The IRS-CID administrative investigation was
ectually initieted afte: wedia lepuils ebuut e Civil lawsull

reporting CISNIROS made payments to his mistress, Medlar.
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Aspistant Commuissicner (Crimna. Investigation)
National Office

b T
an excelient def:nitiom af willfulness camc out of the¥Spies
case.’” It incizatec trat an afIii~—uative willful attempt nmay be
‘rferred frcm ccncuct Suih a> heeping two sets oI books,
ccncealment cf assets, covering up sources of income, handling .
cf cne’s &f%a:cs tc 2veid makinc the records usual in
~vansaczicns of the x:nd, and any conduct., Tha likely eZfect of
which would be to c:slead or to conceal. The facts and
evicence That near Zirectly cn the proof of CICNEROS’ knowledge

ind wirllfulress are presented below:

CISNEROE’ Krowledge and Willfulness:

ACC's menorancd.o. essentially =zates That Cisneros was ignorant

=f what went cn -n h:s cff:ce and he entrusted his office
nanagexent %0 emplovecd without realiring they welwe uacl
f1:.24211ng his cbl:gation t> prepare and file complete and
eL-uleir Zeturns. The Tacts 1n this case show just the

cppcs.te.

-ne -sz0er cthoulcd f:rst refar tn the Special RAgent’s Report
'SAR), FP. 7 = 12 for TISNEROS’ complete business history and
work exper:cncc. This cleerly cemonstrates his kKuuwledye and
. uncerstencing cf Zinencial matters, detailed planning, and ‘
r1lity TC TENege Eany Frojects a: one time (Attachment 1).

| oG

The following ere highlights of the evidence, which exhibit
CISNEROS’ krnwlerdne nf his finencial matters and directien
g:ven to his employees (adcitional points are noted in _ P,
Atteackment 1, ZAR, P. 12).

1. Wnen CIENEROS cpened his private office ir June 1989,

~he and Rene Gonzaleix, CPA, worked together to.sstablish
sound off:ce procedures. The most important procedure
was to ceposit all income (ENEEEN. Conzoles
st2ted there was no guestion everyone in the CISNERDS
Couswuntlcations office knew income checks needed to be
deposited _ Under those procedures,
Gonzalez was able to ccmpare the details of the sources
of income l:sted on tha dapn=it slips te the Forms 1089

2s a double check to ensure income on the Forms 1099
w3t oll depesited. 7)

’ ' spjes v. United Stazes, 217 U.S. 492 (1543).
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2.

Whner CIENLFOS later retzined luis Hernmandez as his CFh,
CISNIRCS tolé Hornender, in June 1832, all ewplouyces
knew al. :nccre was -ec "red to be cepcsited in the
bank BCCOURTS 16N craer Icr the income to be recorded
for tax purpcses witheiashsssanstendeshf eI
RN

~*CNIRCS rac periodic cornversations and written
ce=municat:cnas willi Helllendez to keep Ebreast of the

firpncial status EEEETEEEENSNEAEEEEEAS

The
secl:naticn meccrancun asserted CISNEROS reliecd an
others vh:le he was traveling and away from home.
Eowever, -he evicdence shows, C-SNEROS was active 1n tho
Je..y <.:.2nzlal matlers oI his business:

2. CISNERCS ci-ected his exployees, specif;cally
Ram:rez, Arce-GaRrcia,

e ———
Reszles, TO mAke cCBsh withcdrawals m

"

E. CiSNLrUS wWes i1n conirol to the point of directing
hr-e-Garc:a on which business bank account she

should deposit the income checks to GGG

SNERCS cirected Arce-Garcia and Rawiitwz Lu
thdraw cash from the bank or cash income checks

4
© make ceposits to Medlar’s atcount WD

(4]

-
-
W
-
[

d. CISNEROS directed Ramirez on whether Ramirez should
withcraw cash, take “less cash” on a deposit, or
use an income check to make deposits to Medlar’s

accounts ik

€. Any dcciosiono required to run the office were made

by CISNEROS

f£. CISNELROS was so involved in the Communication’s
business financial matters he had weekly income
prrjersinne and controlled which bills were paid:
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[ fal

T

€ Lsec krce-Cerc.e’'s creen ledgers tc
‘vture -nccecme frcm speeches. Arce-
Crcv.dec tnenm 1c JISNERCE whenever he

LY
-— e

.z —
2 Xn - e
YEZ W02 RNET

were €% ncw the ainternal office
frcm :ts -rncection in June 19B9

P R = < T esponsible for

T.LEILNC LnE ChLecCk recisier intc the Quicken

Frcerem i 129C, _p cvided CISNEROS a
ccpy cf eech week’s check recister

TET.EETTICNE Cn €ech MzncZey fcr his review

(4, Weer jp-c< responsible for the check
(el

recister 1in 1221, che prcvicded a report to
TIZNIRZE eech week cf the expected income and
z...5 cue. CISENECRCS tclc ey Wwhich bills

¢ rey NN C:SNEROS complained

! mcreys due in were not received timely

(E* Wner. hceeles wes responsible for the check
rec:ster in the last quarter of 1992, he
z:cv.ced CISNERCS repcrtics cf kills due pllllilp

C.SNEFRCE directec Reszlies recarding which
\

R2S tcifd the investicet:nc acents he was "always
very cereful tc review his tax reccrc=" N

¢ he was "met:cuious, scrupulous and
}

oy sl by o ey R :r. mekling sure everything was reported

TIENEZRCE exh:fb:t1ec & wcrking knowledoe of the
Z:fference Zetweern grcss end net inccme for tax
purpcses when he stated, in 1290, he would have to make
st Zeast S€5(000) to $80(000) pefore taxes to net the
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$48(000) he paid to Medlar JEEEEEEEERENEN-
S S

7. CISNEROS paid a total of $111,588 to his wife (MARY
ALICE), Lincoln Benefit, and school tuition in 1981
when he only reported $105,509 in taxable income. He
paid an additional $73,024 to Medlar in 1991.
CISNEROS’ reported taxable income would not have
coverec his personal expenditures, even before
considering the payments to Medlar (Appendix B-1:
Attachment 2; D

Assistant Commissioner (Criminal Investigation)
National Office

§. CISNERCS paid a total of $88,520 to his wife (MARY
ALICE) and for school tuition in 1992 when he only
reported a taxable income of $68,599. 1In addition, he
paid $67,580 to Medlar. The reported taxable income
cd:d no:t cover CISNEROS' personal expenditures before
considering the payments to Medlar (Attachment 3;
Appendix B-1; D

9., Anna Maria Ornelas, CISNEROS’ insurance agent from May
1991 through 1993, explained the tax effect of
CISNEROS' contributions to his annuities, retirement
accounts, and distributions from the accounts, to

CISNEROS
Gl .  CISNEROS had a very thorough

understanding of his policies and did not reguire a
Form 1099 to determine the taxable nature of
distributions (NN Crnclas sent CISNEROS
a memo with the distribution checks from his annuities
indicating the taxable nature of the distributions in

1993 (A

10. CISNEROS wired money to Medlar in increments under
$10,000 and stated a larger amount would set off alarms
because of the drug laws, and he was sure it (cashing
in annuities) would be a big tax problem for him (D

11. CISNEROS stated his payments to Medlar "...get to you
(Medlar) before they get to the system," and the
accountant, Hernandez, would not know
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“he “Systemn”:

The ACC’s cffice hzs 2ssertec all recorcs were availaktle to the
pcccuntents, eud Lherefore, Lo wi_lIulness can be atiributed to

CISNEROS beczuse ne was relying on the zccountants anc his
sffice sta?f. This 15 clearly erzcnecus. The folliowing
discussion presents the farts regarding the offic:c csyctiem of

keeping reccrcs.

The primary sovrce c¢I :ncome for CISNEROS Communicaticns was
‘ron cpeechés ICI nLTerous organizations

CISHEROS 2lso received lncome srom director’s

‘ees and rravel -einbursenents WA ———

o The orcanizations were required to pay
~mif the fee uUp Z:uu. end the remalning hall aIter the speech

Ls ciscussec sczove, 1t was well known since the June 1989
opening cf ris private office, by CISNEROS and all the
emplcyees trhat 3ll _ncom:z wao to be deposited.

Ar.e-Gazula kept track of future speeches DY noting them in her

green ledger on the iaie of iil iiiih the speech was to be
performed

The paymants vaceived were noted by the

name of the organization on the page of the month the speech
wag to bc pcrformed in, not in the month the payment was

received

A compawiann nf The green ledgers and the bank deposit source
itenrs reveals that :n a particular month of the green ledger,
the list of speeches and incevwe dues not tie to the bank
deposits. The names of the organizstions in the ledger often
cifler from the names of the organizations in the source items.
The notations in the green ledger do not tie to the dates tha

source items were deposited —

Arce-Garcia seid she provided copies of her ledgers to the CPAs

fue L Lax returns . 32ut,
- the accountant who performed the work on the CISNEROS
b ith Gecnzalez, said there was no information, other than
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+he bank accounts, clven to icentify incividual inccze :tems

Herrandcz cictec re cic nBoT -eceive Arce-GarcCia’s -ecqgers for
USe :n Freparing tne tzx returns VNSNS .  Avce-
Garc.a, whern esxkec zca:in, statec she gave the lecgers to
Ram:re: at *he e~c cf the vezr. fhe would alsm give the

lecgers 1C CIENTRCS 10 Use for income prclectiorns ﬁ

CISNEFRC2 e=2ked He:znancez 0 help Tigure out his cash flow /SN
Arce-Garcia stated
€-r Lo provicing Hernandez the coples of the
L3 . The cash
ancez Z1d see inc:cated more than enough

mcninly Imccme Te ccver the month.y expendituies lisled by.

ZISNZR(CS anc rfemirez

-

Fe:m.'cez £X cted scnethling was wrong because there was a
cfference 1n The ‘rrmma in the bank accounts and the income
rc-ecticns JNEE® vhen Hernandez asked Arce-Garcisa

t‘ CxF4iclin her zystem c©f traecking the :ecelvables, she showed

L.im her jreen edoers. Hernandez could not reccncile the green

lecgers o tne bank accourts JNEEGG

It tust be ncted, Gonzalez and Hernandez never had the deposit
sourre items to assist them in ever beginning a ccmpariocon to
the green lecgers. Hernande: told Arce-Garcia her green
ledgers were nct sdeguele, eud Lhw corld not determine the
:ncone Ircx her lecgers, nor could he tie bank cepcsits back to

the green lecsers g

-

Hernance:z sskec Arce-Garcia eix times, Irom May 1552 through
Septenber 1992, to idecntify cources of income on the depoaits
JdIS—y¥ . Hernancez provided Arce-Garcis two differsnt
ivrmats 10 uUse SO cdeposits would be 10entillec ana the green
ledgers would tie to deposits

theze we$S RC ZE&T
:nccme sIrcheciic
prchecticns Herrn

Hercandezr told Arce-Garcia, if
inctome was Iecelved in the amnunts shown on her ledgers, there

snoulc not be & rroblem payirng the bills _

Hernance: had no success :n getting hArce-Garcia to identify the
scurce cI lncome cn the deposit siips. He discussed the
problem with CISNEROS, but CISNEROS brushed him off and told
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him just to work 1t out with Arce-Garcia. Hernandez was
frustrated by the lack of cooperaticn in getting the deposits
identified.

Hernandez did not know CISNEROS was making payments to Medlar
. /rce-Garcia stated CISNEROS never instructed
the employees to follow any of the suggestions made by Gonzalez
or Hernandez, though CISNEROS had stated he wanted to make the

system of records better for tax purposes (ENESSENEGE
T

Tax Return Preparation 1991:

Rene Gonzale:z maintained the books and records through 1991 and
prepared CISNEROS’ personal tax returns for the years 1976
through 1990 WSS $Cconzalez did not charge
CISNERQOS for the accountlng services or tax return
preparations. However, Gonzalez did charge for the services he
provided to CISNEROS Asset Management Co., owned primarily by
CISNEROS and two others

The ACC’s office has implied
Gonzalez 1s not a good witness or return preparer because he
was "free help". The undisputed fact is that Gonzales
establishezs a workable system to record and report CISNEROS'
income based on the bank deposits.

Luis Hernandez maintained CISNEROS' books and records for 1992
to the present and also prepared CISNEROS’ personal tax returns

for 1991 through 1993 | —

The 1income for tax purposes, for 19892 and 1990, was calculated
based cn the bank deposits b an accountant working

for Gonzale:z _ Gonzalez’ workpapers indicate
— asked for the information to identify any deposits not

previously 1dent:f:ed and asked for the remaining bank account

informatior tc finish the 1991 financial statements.

CISNEROS did not inform Gonzalez’ firm that all income was not

deposited EINNENNENEEEEESLenEeaEENNER. If an income

check was not deposited, there was no wa onzalez or

— to 1nclude 1%t 1 i1ncome

Gonzalez (NN rclied on the fact CISNEROS and his office
employees all knew 1ncome needed tc be deposited into the
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Genzz.ez con'F ~ave Frepared am sccuriic reiuvra for CISKERCS fuu
<he year 5351, - CISNIROS had previcec the inZormation he was
--xed for =YY E-nk cepos:ts nac elreacdy bes=n 1centilied
to Genza.ez anc the financial statements could have been

cczr.etec cnce tne reguested recsrds from CISNIROS were received
cy Genzalez fer [FE.

Trszeac, CZISENIRCS anc Remirez provided Hermandez witl a one
_eut Qu:cken Frcfit anc .css tcrz and Ferms 1085 for the 1991

-=~ccme &nLC expense .nlcrrmation — ]
~-e werkpapers f:rcm Gorzale: were not celivered until August
-1 - Ir, zhe neant:me, CI3NEROS tuld Hesnaudez the

1ce] reccres f-cs Gonzélez were inccmplete and Hernarndez could

ret use ther NN

TISNERCS anc Ram.rez told Hernancez what made up the income and
evperse CRIeGCTies cn the cne page Quicken sheet

. Hernendez understood the inacome
reperted on the Quithen shest was inaccurete because CISNEROY
and Rermirer tcld Hernercez transfers from CISNEROS® accounts
were :rmproperly -ncluded in incoxe and, as a result, income was
cverstated cn the Quicken sheet — Hernandez
vtilized the cnly other informaticn given to him by CISNEROS,
the Fcrms 1CSP plus certain income catcgericc for the 15951 tex
TeTUrE

"“Iﬂ"m'-#

~ue to ZISNEROS tot provicding complete records, for 1991, and
r.ot havirng The benk stetements available for 1591, Hernande:z
wal B.22 unable to recngniza thar tawxable income was not always
cepos:ted es CISNEROS had teld hiz (I S-. Hernande:z
caccusoed the 1991 return with CISNLRO3 and told CISNEROS le

wanted to go back through sany and all available records for
1991 to mAaXke Sure :t was accurate. CISNEROS told him not te do

-
-

In summary, for 18Q9], Hernandez did not have the 1991 bank
statezents ava:lable to nim. Ee cid not have any backup
cocuxzenteticn for the 125] Quickeu slelewent. He dld pot have
Arce-Garcia's creen ledgers to use for 1591, and he had already
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(

“eterc-.ned, :n hls Gz werk, the ledgers could not pe
reccncilec -r rh- or-at:zor he was civen., Ee:nandez was
siver. Fcrms 10 €9, a cne rage Quirven staterment, and told he
=culd not use the p:.ul aCSCURIENT’S WCIKkoeéperIs Cecause they
WJere incomxpiele.

irnd

=~ x Rsturr. Preparat:cn 1592:

~he A=C's c?2f:ce 2zzert> Tcr=s 1089 wese 23€ed TO prepiare Tne

1EG2 return. -his :f .ncorrect. The 1992 return was prepared

Ly Berr.ance: Ufing cnly the bank deposits ﬂ
No ;:we c ral housencld or joint bank aconunte fram

Westc:ce Eank cr ZTity Implicyees Federal Tredit Union vere
‘nc.uced - Hernance?’ analys:is because CISNEROS told llernendez-
-hese zcceunts were cnly used by MARY ALICE JINGNG.

Eowcver, CZIENZNRCS c:d depusil inccme lTems InToO Those accounts

~he depcsit slips were not icentilied with the <nurce of the
depos:Ts, SC Hernznoe: treated 2ll unidentified deposits as
inceme fer the year ‘.992~. As was already
s:scucsced ebcve, Hernendez orly used Arce-Garcia’s green
lecdgers in l..> el.ecpt 10 flnd out why there was a difference
retween the bank ceposi.ts and the cash flow income preovections.

c:nce He-nacdez cculd not get Arce-Garria, Ramirez, and
CIENERCS, tc identifly the source of the income on the bank
ceposits cr chsnge thc woy the green ledgers were nuted, le
relied on CISNEROS'’ statement that all income was deposited.
Yernancel hed no -eason to ODelleve it weas not true é

The Forma 1099, frr 1882, could not be :individually compored to
the bank deposits since the depcsits were pot identified G

w. Therefore,
Hernance:z comparec the total of the Forms 1099 to the total

cron the Denk cepcsits for the year and used the larger figure
Zor incope which was the bank deposits for the year

! income was not deposited, Hernandez would not know unless
CI3NERCS, Ramilee, Ui Arce-Gercila informed him

}). Eernandez stated no cne ever told him
that any -nccne checks were pbeing cashed and/or not deposited
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~he itemized Categcry Tepnrt Zor 1992 gencrsted by llernandez’
Quickbecoks nfcrmaticr revea.ed There weIe NO deposits after
‘cs/5/52 GEP’. :e vncersle.ement Of Income ICI The last
quarter of 1882 was rct accressed :n tne ACC’'s ceclination
mexcrandum (ATttacznoment I).

~ISNLRCS tc.c Kernence:, 2pproximately September 1552, there
weuld ke nn mave Inccme after the firat pert of Octoleir 1992,
be-euse C-ZENLRCS was heav:ily :nvolved in President C.inton's
ce=pe:cn JHNSEMNNES, . :rervance:z askec for the bank
c-atements for tne last guarter of 1992, but he did not receive
cnec SN, :nc Subfxhibit 4). Therefore,

verrance? wtck CISNERCS’ wcrc that rhere vas no income in the

last quarter ¢? 1992 PN -

~YSNERCE expla:nec the rmakeup of hls annultles to Hernande:

_.SNLKDS teold Hernendez the contributions to
limccin Eenefit were fcr 2 SEP retirement rvlan. As a result,
Yerrance:z cZecuciec payments from CISNEROS as a Se_f-Employment
Fian (Attachmernt €:

=-x Return Preparat:ion 1552:

CISNLRUs civestea nirself of his assets and ownership in
corporaticns during 1993 as a -esult of his eppcintment as
Secretery of HUD

Hernance: used the Forms 1098, Forms 1095R, annuity closing,
stetements, Ziscussivus wilh the broker on stock sales, and
‘nfcrmation proviced by CISNEROS regarding distributions, te
repare the 1993 tax returns with regard to assets sold Y
Hernandar. nNaad the Forms
1099 provided by CISNEROS to determine Schedule C income from
director’s fees and speaking fceo for 1993 JSIIEINGNGED) .
CISNEROS cdid not provide the bank statements for any account to
Fwi:liaudez [Or the 1993 returnm.

Corrected Taxable lnooma:

:n this section, 1t 1s necessary to point out the false
prceunptiond used by the ACC tu aisiive al an incorrect premise
regarcing what mekes up the case sgainst CISNERCS (Attachment
£, Pg. 12). Jc exp:ein the significance of the differencs
berween RCC’s focus and the reality of what haprened, it is
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imperazive tC have a2 fzcital understancing of how the correct
1rcome WS ccoputcd by the egents. For 1881 anc 1¥92, a bankg
peposits method was uUtec 0 CChLEi'"e ccrrecled taxakble incexe
(Azcacluweu. 1, SRR, rr. <% = 32; Appencix E-1 - B-4. ol

zC
-

QEEEER. “he c—enk cezctsits methoc was Used becanse That was the:
svster Usec by the acccuntants whc xep: the books ancd records
s:nce -SES. The bank nercsits cosputatich used 13 as folluws:

J.cd all cerz-a2its
rlue a’_ .tems which diag not cc .nto the bank ac-cunts
Pius al. cesh expencditures
M:nus 2.1 cash withdrawals up rn the amount of cash
cepceitec —lus cash expenditures
M_mug -cans c—eporitcd, transzfers betwewmls alLLOUWNLS,
anc cther ror-business ceposits
Eite.s Clurrect CGross neceldts fcr Schedule C

The celculatiern cf corrected gress receipts is the first step
=5 zZeter—:re >f there 25 2 fhlsa matter and if the :atter ic
meEierial The ezizblizhment of those two facts is the only
guest:cr the ksenk cdcpeaits computaticn is Jdesiyuned to answer.
Tre .:st cf =pecifilic :ncome items cashed :s cnly a par:t of the

weldluzaliCn.

A ccrpariscn cf the tctal of correct gross receipts to reported
Crcss receipts revealas there is over $107,000 Zor 1991, and
cver 5§111,000 fcr 1552, in unreported gross receipts. The CID
:nvestigstion revesled that CISNEROS w.llfully and knowingly
filed 2 Tax return where gross receifts were substantially
uncCerstated -y tnose acounts.

Certrary to what ACC suggests, CID does not propose that the
evidenreof a Zalse material matter lico ogquerely on CIONERDS’
acztions t> cash checks. To focus narrowly on cashed income
checks -gnores LLe lzrger part of the evidence and it also
ignores the larges: part cf what makes up the amount of the
celse matter. Specifically, the false material matter for 1991
was $107,052.66 end the cashed cnarka amount to $37,693.12. 1In
1352, the false mate-ial matters (unreported receipts and a
€3C,000.00 false cdeduction) amount o [£141,290.78 and Lhe
cashed checks total $32,015.00.

CISNERDS knew 2l) of his :ncome was tracked throuch his bank
eccounts for tax purposes. This was the only system, xnown by
the CPRs since 1889, where CTSNEROS' income was recorded. The
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-5 investigazt:cn :nclucec detallec analys:s and cver 180
crgantzation ccriact:s thet ceterllued TISNIZRUS has cashed
-nceme chrecks. CISNTRCE knowine!. end willfully c2shed inzome
crecks tha. he x—ew wolLlc Cypess the bank ceposits used by the
CEAs =C repcrt crcss recelpts. This Is cnly ome way In whien

TTSNEROS bypassed the svster and causec the returas o be
fz.se.

C*E€NEROS’ cct cf ce:zhiny .ucome chezks :in 1991 resulted in the
ceshed items c? :n-zme not being repcried in the reccrcds
-roviced te Gernzalez. II CISNZROS ~ad provided Gernzalez thre
firal reccrecs ? €3] ancd Gonzalez had actually prepared =
-ggl =ax return, -nen the unreperted Inccoe could have been
-plculatad vs:ing the specific itens nmethod. Gulcalez never
~cea Femmes 1086 ¢

LX B "

report inccme for tax purposes since the
-~sal c* Feirms 1099 was always subszentially less than inccme
ceposited in the banx sccounts. Thereicre, the specific items
unrepcrted woulcd heve teen the items which hed been cashed

=aam

c:nce they were n~cI :nclnded in thke kank deposite uccd by
Gonralez.

vU~wever, as 2!
*Q

scucsec abcve, ZISNEROS did not allow Gonzalez to
prepare the 2981 return. His acts and worcds led Eernandez to
relieve the nk ceposits cn the cne page Quicken PLl were
cverrepcrted enc czusec Eernandezr to heave to rely on Forms 1089
and cther inccme !‘Tems to arrive 8t gross receipte. CISNEROS
rever put Herrance: in & positicn to allew him to prepare 8
cerrect 1991 ®ax return. ZISNEROS allowed Hernandez to believe
F-rms 1099 would account for the bulk of his ncone when he.
wall kKnew that he had substantlially mcre inccme.

u
o

Hernendez’ reliance on CISNEROS’ words about the Forms 1099
reanlted- in scme cf CISNEFROE’ caochcd incone to appear to be
reported on the 1991 return. Since there is no actual 1991
records to 8now vaecClly how The 1891 income was calculated,
there {8 some quesztion about exactly what i1tem is and is not on
tne tax return. How does ACC know that an item was repcrted on
+he 199] return? The answer is That +hey dor’t know.

The ACC is factually incorrect when he seays tlie 1992 return wvas
Frepered using the Forms 1098. The 1552 return was prepared by
ussny vnly The bank ceposits. As cdiscussed above, there was no
abil:ty for Hernandez T2 errive at a correc: income using the
Forms 1099 or the green ledgers. This means that the ACC is
wrong when he suggesr< individual cash items wecre aoctually
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reported cr the 185z feturn. Unlike the obfuscaticn that
exigeed in 1961, 1632 waz cleer, Herunauder coulad cnily use what
was in the Lenk Zepcsits <c caiclr’ite GICSS TeCelptls.

*r additicn, when the ACC stated the 1583 speci®ic Ztems cashed
were 2lreacyV, enc rrcperly reportec in 1992, he s incorrect.
“he 1383 spec.?.z :texs were ot :ntluded in the 1532 bLauk
cepcsits &anc hezelcre, ~ere not on the 1292 return. Further,
cince ZIENERCS :: o cesh besis Lexpayer and the evidence shows
he rece:ved anc neactiatec the iterms in 1893, the items are
srupecly reportarle :r 1553 not in 1882, or in 1581 as in the
exanple of the S1,0CC Harverd :tlem. The year in which an
crcan:zaticn repcrted the Form 1099 is of no consequence to a
cesh basls taxrayer wnc Cces rnot :ctucily receive the iucone
~m=22 a sucsecuent vear, ;

In acd:ticnel fzlse material matter cn the 1592 return is the'
segucTion © $30,00C & Self-Employed Pension Plan. This will

ne ciscussec .atler.

me ~f the false maier:al matters on the 1993 tax reiurn 1§ The
cross cecelfts cn CISNERCS’ Schedule C, ceused by CISNEROS’
fm:lure tc snclude 21l business receipts in the information
proviced to his CFA. An edditionel false material matter om
~ne 1993 retu-n s the total pensions and annuities
cistributions on CIENZROS’ first page of the return, caueccd by
CISNEROS’ fa:lure tc include al)]l taxable annuity distributions
:n the irfeorzation previded to Hernandez. Thls will alsc be

Ciscussed later.

Additicnal Itens Relating te Rillfulness:

While “pilure tn report :nceme is not, by i:eclf, proof of
intent tc defrsud, ccnsistent fallure to report substantial
arounte c¢f incowe cver the Ywairn [p significant proof of intant
*o defrsud (Gremackl, 262 F.2d 727 (7th Cir. 1966). As for
C:SNEIRUS’ rel:ance cn others, if a taxpasyer does not supply all
relevan: information o the preparer, there can he ne innocence
claized due to rel:ance on the preparer (Korecky, F.zd 1566
(17rh Cir. 1586).

The ACC’'s office p3serts CISNXKUS had a good faith reliance on
others (i.e. employees and CPAs). This i{a false because the
“ethers® a.l sey very clearly that it was CISNEROS who directed
thear acticns. CTIINEROS was the one parson with & duty teo
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rrcvide his acccuntents with all re.evant infcrmation and
failed to oo <n.

“ISNEROS’ =tete cf .ud, ¢ have actec willfully, zust be
ce-erraned ‘rcn all evicdence avellab.e. Chief Coursel’s Office:
crnly appears te be ccnszicering the “Iatis® which the defencant’s
2e-crreys Bre TuIiing fcrth. This investigation LS catablished
CTENERCS’ willfulness by showing that nis words and acts censtitute
J eoe, mMisstate=ents anc ccts cf concealueul. IoOnslder the

‘ollowing exacfples:
excluces CISNZROS from apny process -nvolving
at.cn cf his f:inencial recorcs, commuenication
ro Hernarn“ez., anr prepareticn and filling of the Tax
rezurns. Fowever, the evidence shows CISNEROS was
izvo.vec ir. the ca:ly disection 2n¢ control or nis
ezpicyees 2nc his f:nenclal matters. The evidence
.30 shows CISNIROS has & working xnowledge of his tax

rercrnn

Tect:imony cf numerous witnczoco end ceorreoborating

cocu zents ghow that CISNERCS knew under the system,
establi=hecd Ly Gunzales, all inccme checks Lad to be
ceposited 1nto his bank account in order to be included
cn his lntcme tax returns. Knowing this he subverted and
bypassed The system.

b

3. The investigating agecnts specifically asked if he hed
repcrtecd all of his income. CISNEROS stated he waa
"mellculcus, scrupulous, 2no unccmpronlising in making
sure everything was reported for texes.” The evidsncs
shows thrat this was a false statement. In an evasion

~case. trhis lie wonld he construed as an overt acot.

4. CISNLROS ¢t} ecdxitted to carefully reviewing his own
returns ﬂ: zncd yet, the returns, as filed,
contalined ltems wnicn were materially falsa.

£. CISNLROS startied ceshing income checks in mid-1991.
He fonrealed this fact from Gonzalez ond Hernandeg. 1In
19E9 ancd 15890, the deposited inccme was greater than
the total o? Fouiws 1099 received. Gonzalez used bank
Jeposits o report income snd CISNEROS knew it.
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€.

“he Tzxable :nccme on the returns for 1551 and 19952
equalec sukstantially all the income CISNEROS had
zveilabtle w2 zmay fcr hi. nondeductible expenditires,
CISNERCS hac the knowlecge and ceteailed control of his
“imnancia. nmetters. <The result is CISNEROS, afier '
carefully reviewing his tex seturns, f2iled returns which
c:c rnot repcrt enough NET tc cover his own personal
expencitures plus paynents to Medlar.

CISNZRCS chancec accountants during the 18581 fil:ing
sezscn ana c.¢ nct provide Gonzelez with the records
reedec tc f:n:ish the .85] finencial statements and tax
recurns. .nsteed of allowing Gor.zalez tc finish the 1991
rececrcs, CISNERCS hirecd Eernendez in April 1992,

ZIENERCS exple:ned how :ncome was handled to Hernandez as

- #

discussed below:

2. Wha? TISNERCS sa:d, was that he and all the
explcyees knew inccme had to be deposited in order
to be reporzed for tax purposes. He did not tell
Hernencez thet not all income was deposited and
KEernandez wculd have to uvse additional records. 1t
was CISNERCS who explained Arce-Garcla’s green
lecgers 28 beang B method she used to ensure

receivgebles were ccilected.

It was CISNEROS and Ramire: who met with Hernande:z
tc explein the one page Quicken Profit and Loas
form to Herrnandez. It was CISNEROS and Ramireg who
expleainec thet trenafers between accounts had been
included in income on the Quicken pege causing it
to be overstated. It was CISNEROS who told
Hernendez that Gonzalez’ workpapers could.not be
used because “they cdidn’t really have a CPA in
1591”" anc the records were incomplete.

c. Therefore, Hermandez could not use the one page
Quicken for income, could not use Gonzalez’
“incczplete” records, knew Arce-Garcia’s green
ledgers were for receivables only, had not even seen
the green ledgers at the time he was meeting with
CISNEROS anc Ramirez, and cid not have the bank
statexents for 1891. Hernandez had the 1950 and
1589 return and the 1991 P&L and Forms 109S.
Hernendez was left with being able to only use the
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' Forms 1C¢% plus aoditicnal filgires to make a good
‘a1t setimate of inccme for 1801, It was fully
withiz CTISNERCS' power tp have had 2 ccrrect return

ceam 4w

crecperes.

¢. MHernence: tren tcld CISNIRCS he wented To go over
evervihing fcr 19891 and CISNERMS would not
avthec e 17 (Attachment 4, P. 23). 3psed on what
-id hiz about the Quicken Pil, Hesnande
that -ncome was probably overreported.

B. CISNERDS +cicd Hersnandez he never deposited any incone
:nte the kcusehold account . Yet,

TYSNERCS cic depeosit income into thke houseahold acceount

Trie iz cn outrigsht lie by CISNEROS.

S. CISNERCS c¢iZ not tell tonzalez and Hernandez he was
=pking pay=ents to MEDLAR. Gonzalez and Hernandezr did
not know, from 2ll the systems available, about the

ceyzents o Meoirk
—

,. 10. ZISNERQS hacd shared intimete details with Hernandez
regsrcing tne pessibility of divorcing MARY ALICE and
chi.d custody (Atzachment 7). It appears CISNEROS was
not ccocerned with Hernandexr not keeping the details of
CISNERDS!’ hneiness and persconal lifo confidential,
fince ccnfidentiality wis not the problem, there is no
other reeson to culiteal Lhe paynents to Medlar troa
Ferpandez cther than to conceal {t from the tax return
calculation ¢ incoms.

L

11. CISKERCS circumvented the bookkeeping system in nmany .
ways and did not tell Hcrnonde:r about it. He did aul
tell him that income checks were not being deposited
into the businesg accounts; that income checks weare
deposited to Medlar’s accounts; thast income checks were
deposited to perscnal accocunts; that income checks were
used to make note paymants; or sven that CISNEROE wap

making payments to Medlar —

12, CISNEROS also ssked Hernandez to help him with his cash
flow problem, but never revealed the large expenditures
he was making toc Medlar, thus making it impossible for

\®
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' Hernenzezr *c ficure cut why the :nccze prejections dic
rnct ccver tne cx;:cr.di....u:: CISNERUS hago revernled.
Hernerse: was 27 & lcss ¢ explein why there wculd be 2
cesh Zlow prec.em s:nce the income projecticns that
cote.ec over £40C,000 per year wevre ernugh tc cover the
experc:tures CISNERCS sa:c he hec. What Hernandez did
0% rTea.i:Te was trat CISNZROL hec not nlicvimned him of

a.>: his czl:zcez:ens (i.e. Medlar)

-
-
-

When Yernarnce: stertéed chezkipng up cn what was used tn
arrive 2t the .nccrme prcyections, he discovered the
reccris csec for inccme projections did net tic to the
cenk cepceits. Although Herrandez was supposedly hired
hy TTSNIRCS tc improve the system, wheu Kernancez
“:scuscted the prechiems with TZISNEROS, CISNZROS refused teo
=ecke eny <..enge. In trtact, CISNEROS never nade cone
crange, succested by Hernandez, to any of his procedures

To .=prcve The gquality of the system.

Lt

1¢4. ZIENLRDOS :rtent.cnally critted approximately §100,000
fren the 1552 seturn by telllinyg Hernandez no lncome
exiszeo cur:ng the later part of the year and by not

. FICvViCing the tenk statements. CISNZROS was singularly
' respcr.a:bie for this amission.

Wren CISNLRNS was resorded by Medlar :in 1652, the
cecncealzent ancd uncerreporting had already begun.
CISNEROS’ cwn werds in -992 revepl hs was thinking of
he IRS and taxes in contipuing the ccncealment when he
was corsicering the movement of money to pay NMedlar

T ——

16. Reccrcec statements by CISNEROS include xzany comments to
evidence CISNZROS' bad purposs ang state of mind. Such
Fbrases inclucde: "It gets to you Lefcre it qgets to the
systesm,” “., .can't move large sums of nmoney around
without the IRS and bank examiners or scrnebody taking
zote of thcse voluzes...,” "...there are problems with
sarge amounte beccouse of the drug lews...,” "the
accountant would not kmow...," "...whether he
‘Heinandel) knew of any payments, and he szid he didn't
because he cdcesn't, he coesn't cet involved in that, ha
accounts with the accounts for the money that we put
:nto the sys<tem and the zcney I help you with comes

- bd

()
(V]
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tefcre thet, ccnes cut cf that befcre 1t gets to
higp...," "... I'm svre il's a rig tax prokiem {for
re...," "need tz make 2* lea2st €5 tc EBO tc net the
é€...," "...tolc niz .t caxme =c 10 cr 15,000 a year (lie
to trte Presifent:al Transiticn Team)...," regarding an
arco—ent tetw~een TISNLROS enc his wife ebout the FBI
c;ég:;:ns, "...she played clong .1ke =2Le knew...”

~ne SIT's cffice ess=ests The Tcnversation where CISNEROS
cells Mecdler the payments get to Mecdlar refore they get
1o the ecccuntants only serves as evidence that payments
o Med.ar ex:sted. The ARCC’s interpretation ic the
statemert cces =ot meen ky ccrncealing the peyments “ron
-re ac-cuniants 3t wourld el30 cause LlLiw T2X retusns to be
neterielly felse (htta2chment &, Footnote &; GEJJNF. This
s er :ncied.tle conclus:on. In light of all the other
evicence, the stalement means whet it says. The meaning
crat ccney that went to Medlar came from funds that
e cel To the syxtem, and therefcrc, the sccountaunls
¢ not acczount for it. Neither accountant ever knew,

1 the rccores eveilablde LU them, the expenditure
ar ex:sted.

wn

Cn
+

“ Y (L e

O % N e
0
Y

Madl

Additional Ineaccuracies :in Declination Memorsndum:

[

The ACC’s c?fice tas Zixated cn Appendix D §, Specifie

Items Not Deposited, and espoused the view that this

schedulc punmarizes the Lulzlity of the unreported income.
accusaticn against CISNEROS., This is incorrect.

Aprencix E-4 s no acrusation, it is one exanple, among

many, c©f CISNEROS' willfulness by hir failure te deposit -
2ll income, and it is simply a part cf the czlculation of

~tcrrect ‘ncame for 1991. The popecific incowe -lileams that

were Ol deposited are only one pert of the computation
fcr tetsl corrected yrces recelpts. It is the total
uncerstatement of gross receipts, not anvy cne particular
item, wnich pakes Up the false material mertter.

The ACC’s cffice is incorrect in their assertion that
the 1982 return wap prepered uesiny Lhe FoIms 1099. The
1992 return was prepared by Hernandez based on the bank
deposils only. FKernancez coulcd only compare the totals
o! the Fcrms 1035 zo the total of the bank depn=its
pecsuse CISNERC3 would not direct his amployees to
:cdentifv the 20urce n? income on the dcponit slip whaen
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' asket ¢ cc =0 by Fernandez. In accition, as discussed
amcve, Her-ancez couid nnt use the grcen ledgers sud
CISENERDS knew 1t.

(. The ACT's c?fice .s -ncorrect .n thelr asserticn the
1653 retusn ...CTIZe 15 cverstateld by the agents becanse
scze ¢ Tne :tems were alreacdy reported in 1882, Sinee
l¥yZ was creparec using crnly the bark deposits, the
inccoe .:ctec cn Fonrms 108§ for itcms negotiated 4in
1963 were rnct repcrted on the 1592 return.

Acdrtisrally, CIIZNIRDS !: o cash basls tTaxpayer arnd did
not necot:zte ety of the items cf income until 1983,
thiezefcIe, Thne .Texs are Froperly -eportable irn 16983,

: TIENTROSE & & cash basils taxpayer. As such, 2is correct
crces reze.pnts should reflcet the income Lie sctually
rece:vec 2n¢ hecd unrestricted access to in each calendar

year. If en :ncome ilem 18 dated 12/31/92, but not
rece:vec unt:l 1953, as evidenced by the dates the funds
~erfe NegoT.ztes 2ng distance between the payer and
ZISNERCS, then it is properly raportable in 19%3. Cven
<4 <he pever sent & Ferm 1099 in 1992, it is still

repertable o 1583 under the cesh besis system and in

' chis exazple.

€. The RCC’s cffice zaintain the sources of funds for

peyoents to Medler existed in either the bank deposits,
Tcrrs L0958, cr the green lerdgers. The RACC egtatco this
zeans FEernancet had reason to know and is at fault and
rnar CISNIROS. Tho ACC’s office alau EBnserts 17 an item
‘s :n cne of the three places, CISNEROS ls not at
Zault. Ay discussed above, it 18 only correct to say
~hat Hermardez did not know, and could not have ¥nown,
py any of the reccrds ir existence that funds were not

reported.

B. Tke ACC'p cffice cocntend Luat the SAK states CISNEZROS

tried to hide the transactions from his employees. This
<3 wrcecng. the SAR s qQuick to point out that without
loyal emplcyees, who 2re currently provided legal coungpel
hand-picked by CISNEROS’ attorneys, the CPAs might have
teen anla tm discover the unrcported inconme.

§. The ACC’'s cffice .> lUCOTIect in thelr assertion
Gorizalez used Forxms 1099 to prepare the income on the

@
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»

ix rezurns fcr pricr vears. Genizlez zlways prepared
»

~TENTROE wen- :ntp busine-s . 1%8E. CISNLRCE was

fully awarc cf this fact.

Defenpce Coulivel’' S "Analveis”:

Terense ccunce. enelvreC Medlar’s tank depesits and argued that

a2l the xcney o Meclar wae either iu Arce-Garcia’s log ox in

-he Fcrms 1085, cr tne rtank deposits 'httachment 8, Defense

~erPerence Mexcrencw., P. I, Attechment ¢ and 10, Defense

znelysis cf paynent c Medimr). The schedulax first identify

ceposdi.s IC Mec_gr’ nk eczccunts which defense identifies as
ENEROS. The cefericc 2lsc notes who made
o)

€scz ©r cn bensll ¢
~he cepcs.T &ni nL2:r & Jumn t0 :denti?y, based cn their .

re.op cf Utre system, " the soulrte Ul The depcsits.
~re BOCnT eneliy«ed the green lecgers, fcrmzs 1058, and bank
ceposits, -n the seme fcrmat &8s was gva:labhle to Herrn:xndez, to
cetermine the possikility cf accurately ancd reasonably erriving
a* unrepcrtec :nccme and to check the defense wahilbits’
accuracy.

£
-
c

~he agents’ anslys.s revedls the green ledgers do not support
cny correct calculaticn of incoxe (Attachment 11). The delense
scnedules 2re ineccorezte as to items identified as the scurcse
cf CLSNERQOS’ peyments to Medlar, as to amounts, and double
ccur.ted ncecme 1tems which had becn cverlookwd. Hernandez
cculd not heve used the green ledgers to ccmpare with the bank
caposits, 28 Thcy ex:sted, .C arrive atl a correct income
calJcu.ation.

It took~CIlZ cver 180 :nterviewa and rmapy zonths. of obtaiulng
scurce docurents to be able to identify the specific items that
had beerm czshari. It was not the green lecgers which identified

the items,

pistributions from Massachusetts Muotuml ITRA Anoonnt:

Regarcing the Mass Mutua.: distribution in 1993, TISNEROS directed
thet the money Z:om the annuities, be Federal expresaed to Frank
Wwirg at HIID. to ensure no one uwpened The mail and CISNEROS would
get the money fENGNGGNNGGEENENNY = CISNEROS wan
reeizded by Ornelas to give the informat:on to his accountant in
2 meno QP . When the transaction orrurred in 1993, Hernande:
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was stii. werk'ng crn colleclzng tIE€ inforzaticn £5r <he 1992
rezurn. CISNZIROS czuld have fexed the inferzaticen for 1993 at
+he «ame tize he secelveC the mcney.

financial stetemepts con’t show Hernandez
Lad nctice ci The 2 iruTi:on ©! notice he shculc have
guesticzec anyining. ke public ficarcial staterent asks for «
1ist of a)! ssse:s end sources of income cver 5200 fcr the year
-9g3. There *5s nc cisclcsure of eny of the Itcms cI ipcoOme Over
€200. I1m ecdsizion, the cnly statedent Hernarndez hac to tell him
anything akcut Mess Muzyral was a3 PMV stelenment 28 of 1/24/794,
wh.=r. srowecd & velue :n cne of the scccunts. This MV notice had
reen sent TC The <ime accre=s useC 10X the Fcrms 1p49s, CISN'EROS'
car, RntCr.C res.cence, &nd Hernandez got thas form.

1 edadiion, the pukla
I=t

-he ACC’s cflice se->ac the Forms 1099 wcre not :ecelved by
CIENTRCS® :=ince tne zcoress usecd to send the Forms 1085 were the
Adree«s and *he CISNERCS ErNEFIT GROUP, INC.,
gccress . However, every other 1089, wW-2,
and misce.lpnecus :tcc releled tO inccme seexed to get into the
rencs cf Fernencei, regercless of the address whers the forma

were sent MARRY FLI(r's Elster, m}w
veuse on' NN ¢ : CISNEROS. ,

. ond Auna Mar:e Crnelas were at CISNEROS Benefit Group and served .
) vo gather mail fcr CISNERDS. There is no Celense in the fect the
scrms that Hernmance: cid not get were sent to his San Antondio

residence (Rtilachmcnt 12, PP. 1 - B).

€clf Dploymenli Pensicn Plan Deduction:

Reyarding the cecuction of $30,000 as 2 Self-Employment Pensioa
Plan on the 1592 returns, Hornendwaz’ aXficevit signed 2/4/97,
stated ke ceducted the linccln lLife payments on his incorrect
assuzptinn that there was & retirement account (Attachment 6).

In censrssl, Bernende:r tcld agaents he asked CISNEROS, Arce-
sercia, apd Ramirez about the linceln Life payments and was
tcld py all three that 1t vas a retirement plan. Hernandex
said 1t would have alsc been vuvered :n the tax planning

reeting with CISNCROS SRR

“he staterents are in cirect conflict. Thc only w~ay to resclve
this issve :s to have Hernendez testify in a grand jury.
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Tape Reccrdings

The RCC't cffize exprecsec couht on the uze ¢I IThe lzpes and

cse cf Meclar &s g wiiness. The declinatlion memorancum asserts
+3¢ tapes will pe admissible only LO the exlent stale iaws

wnere CIENERCS was lzcated wculd allow for acmossihility.

~ne ACI's office states thelr analysils nt the ccaversal.cns on
~he tcpes lufre€ss tnerm with the statements CISNERCS made
indicating he i1f pay:ng his taxes. They aseerl tne tape in which
~ISNtROS 1s exple:n:ing how the mcney gets to Mediar before °t
gets ¢ the gysTex cnly meens Lhatl there were peymerts to Medlar
ar.d :n Lo way suggests the mcney was not repcrred fer tax :

-urprses. ©r not pe:zi CI Ine accountant’'s :nformation. .

-“he =:1..€ stazement CISNERCS nade, which says anything about
-~e mcrey teing nis end That he paid texes on 1t, s In the
context of exclairing the conversation he had with Senater
Reagal ccricezning the Medler psyments, 1/21/93 AR
SEED.. r -his cegerd, CISNZROS had 2lready lied to the TIBl
»nd concocted & z.Ccry he wanted Medlar to go ealong with. His
conversaticns with & senator who hard the power to iulluence
whethier CISNEROS wourld be confirmed or not are self serving and
:r no way :nc:icate the truth. He did uot tell Medlar he paid
nis texes. He tclc Medlar that he had told Senatocr Reagal he
had paid his texee. Therv i3 3 Dig difference and the tape
does not serve as exculpatory materiel.

—ae use ¢f the surreptiticusly recorded conversatllons has besn
cuus.Cersc .n cepth. Meclar has been cooperative in the
investigaticn of thie« tax caec. Medlas has already made
statezants explaining the tapes, and she will testily aither
voluntarily or by beiny ccmpelled to testify. Whether or not
Medlar was ever advised to seek immunity by her attermey in no
w3y suggesls That she would be unavailable as a witness. We
meve no reesch to believe that Medlar will nul appear as a
withess.

The Dffice of Independext Gouassl«amizyinformed the agents that
“he tapes have bewn analyred, and after extensive research,
they have deternmined the tapes to be ardmissiblc in Federal
courts. No specifics about the results of the analysis weres
rmade ava:lsble to CID. Hnwever, wc heve Leen told that they
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Assistant Commiss:cner (Crzman Znvestigation)
Yaticnal Cffice

have suthenticstec tl.e vciZes enc that the ccrnversaticns were
not splicec tcgether.

LEE SR Y

< cmculced with an ksaistant US Attorney I Th
nestern C°IS re cf Texas and have been &cdv.sed that These
tapes wi1l be »nmiss:tle :n fegerel court ocespite the Zact that
They may héve Zeen msge [N violptlion cf the -.aw n Some sztates.
A5 lcnag =5 the moun..ooring s allcwed under Zederal statutes,
i ++ may te usec s evidence in federa: rourt.

l--.e.! -

We have al

The ConVErsallcns be:ween MISNERCS and Medlelr cvusistently show
~-SNER2S’ knowlecge &nc Intent to hide the rcney and prevent
R:c gc;:-,n-'a-.:s frcm iknewing ebvut The Tayments, and to keep
¢ tre Cysten whiCh ex.steCc IO Cause nccme ™o be

Marnancez as 8 Witress

~re FCZ izpliec Hernarncez 1s incompetent anc 1s & grudge bearing
-fn whc was cu: <0 get CISNLROS. Xowever, the evidence in all
~re interviews ccncuctec wit: Hernandez :indicates he did the
oest he Lovuld with tne cocperaticn he got frcm CISNEROS. There
~as never feer 2ny succesiicn during the course cf th-.s
investigaticn thet Herrandez currently, or in the years as
CISNERCS’ accountant, holds 3 grudge egeiusl CISNEKOS., 12 he
nolds & grucge, he cctld have made many darmaging statements
dur:iny the :nterviews tu czuse CISNEROS trouble. But, the
cppecsite ccourred, he was reluctant to even believe CISNEROS was
—ot JepcsiTing 2.l lncome when the agents pointed this out te
rim. Finally, 17 he holZs tha:z much of a grudge agairst '
C.snercs, why would he have given an affidavit to Cisnercs’
defense ccunmel cla:mang rospopsibilily for the SEP deduction?

b ol

Charactar Ividencw

The ALL'3 office conterds the character testimony by many
"digr:.taries” will be harmfnl to the poooibility of counviction.
Cisneros may very well be able to produce numerocus “dignitaries”
t0 cite "ty alleged high moral clhiaracter. sHowever, their
testimony may be restricted and the court will probably limir the
number of sulth witnesses. What will also come cut during the
=rial will be the extra-marital affair, the circumvention of the
recorckeep:ing syster, six f{igure understatements of income,
conceslrent cf significant facte from the accuuntants and
outright lles to the FBI anc the Presidential transition team.
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ABs:.stant Commiscicrner (Crim:nal Invuugat-ionl-
Natiocnal QOffice

2l.eged Cieciceure Violaiicns

The ACC’S n€%ice 3lsc cle.=s TCnCern willh 2rparent cdisclosure
wiclations im this cese. It g :_.criant tc ncte thet all
disciozuc-es wede in thls case to Incepencent Ccunsel were made
snger the cirecticr 2nc ccunsel ¢l the Tistriutl Dlisclosure
ctsicer. HAS sOCr. as & -echnical z:slake was ciscoverec, T was
ccrrected as -ecrarmenced by Assisiant Cniel Counsel, Disciosure
S.tigation b the Nat:cnal CIfice. The _ss2ue was also reported
¢ Ipspectiern in Ruziin, whc eovised that po willZfulness, or
~ripiral .NtenI, cr actions existed tc rause 3 nced fou
inveotigetaurn. 1nls tssue 1s separate from the consideratlicn
cf wnether trere :s evidence tc provc the elements o the tax
crere Atzachzent 13, Memo 2/24/57). cC., =n fact,

rnis i0s3ue will not lead to dismissal of
rn ¢cf ev:igence.

ckncw.egges That
<«

charges OI sfuppressic

as
-
-

Witrese Teslinony

“njtielly, Mr. Tirkelste'n :indiccted he >Lrongly believed the
wi-nesses shculd e trcught befcre & grand jury to sclidify
their testimeny. In the Jdwiulinaticd memsSrancum, he reverses
his view, RCW STat:zng, "There 18 nc reason to believe that the

. witnesscr will Chenge tnelr Testimony.”

Fe bLelieve There !s c:rect avidence tz the contrary. The ARCC’s
office cites 2 defense ccunsel obteined afrfiaavat from
Hernancez, dated Fekbruary 7, 1997. Hernandez had previously
—ace & sTatazent that i3 in direct conflict with this newly
chta:ned afficavit. It has been IRS~CID's ohservation that
Lefcrse Coutusel's presence 3T neaarly every witness interview
has :influenced the witne=ses' atateczeants. In esddiliocn, several
pertinent wiinesses who rermained employed by CISKEROS had
stated they ‘elt rnmpelled to sllow Defense Counsel to be
present during the interviews,

Even with Defense Counsel present, the pertinent witnesses Lave
furrnished surficient testimony which, when coupled with the
dccumentary evicence, make mut 3 primo fscie case against
‘!SKEROS. Befcre the granc jury, &nd in the absence of
CISKEROS' hired counccl, thesc and otner witnesses will ke even
=ore cendld and forthcorning with information abour CISNIROS!®
cCIrines.
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A;-i-t;bt Comrissicner (Criminal Investigaticn
National Office

CONCLUSION

Tris is e sinple case tnat the defense counsel and Assistant
Chief Coursel (C{r:zipal Tax) hetec convnluted and tricd to make
ccmplex. All CISNEROS hed to do was deposit all his zncome and
let che accotntants have the tank ctolements aud do Thelr Jjob.
Insteac, CISNIRCS l:ec to Kermandez, lied to Gonzalez, lied to

-he TRE, liecd %c the I'31, eud l.ed 'O the Presidential

+ransiticn tea=. CISNEZROS was Ip full control o? his own
sipanciel aZfalrs. Kls employees only acted when cirected by
rim.

CYENERCE checse h'« actions. He knew he wad €3Ining a
substant-ially grezter emount of income than he reported. In .
131, he chcrngecd zhe system and never told his return preparer.
~hat is ccnceal=ent. He continved his ccacealment throughout
-gg2. H's wcrcs reccrded in late 1992 and early 1993 reveal bea
rad feen tainking cf his taxes whan he was acting in prior

yEeRTrS.

~kis i3 notT 8 cese that Linges cn cone witness, one nistress,
cne empicyee, or ounr accountant. It is not a csse about timing
cé .nccme or tek:ng a few checks. It is about a man who
concepleC a substantiel arnount of income from his accountants,
concealed wvhere h:s largest aingle cash cxpcnditures wuie
going, anc then lied tc cover his past and his actions.
Willfulness can be inforred from vue’s conduct. CISNEROS has
lied, concealed, cofuscated, acted without Justifiable vurpose.
snd chosen cznduct which would likely cause people to be

misled.

15 conclusicn, tlre analyris cf this caec ond the conclusions
drawn by Assistant Chie? Counsel (Criminal Tax) are just plain
wrong. The svidencc in this cese clearly proves CISNEROS
know:ngly and will?ully signed and filed false and fraudulent’
income tea retUrns for sach of the years 1951, 1992, and 1593,
in violatlion of Title 26, Urited States Code, Section 720€(1).

O Q .

John J. Filan
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