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     LAS VEGAS, NEVADA; WEDNESDAY, SEPTEMBER 21, 2005; 9:06 A.M. 1 

                               --oOo-- 2 

                        P R O C E E D I N G S 3 

           THE CLERK:  All rise. 4 

           THE COURT:  Are we ready to proceed? 5 

           MR. IGNALL:  Yes, your Honor. 6 

           MR. SCHIFF:  I'm not ready. 7 

           THE COURT:  You're not ready? 8 

           MR. BOWERS:  Can I help you, Irwin? 9 

           MR. SCHIFF:  Don't tell me... 10carOiAa5Is the-2.somethin.24 -2.268 Td
(           MR. SCd)ld dore wRS: ? tell me... 
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              (Document displayed in open court.) 1 

  BY MR. IGNALL: 2 

  Q.  I believe yesterday you told us that you drafted the form of 3 

  this letter. 4 

  A.  Correct. 5 

  Q.  Could you explain to me how that happened? 6 

  A.  We have a procedure where if we feel that a letter needs to 7 

  go out to the taxpayer we can draft a letter personally and sign 8 

  it or we can draft a letter and have it approved by management. 9 

  Then it goes through what's called "the notice gatekeeper," who 10 

  works in headquarters, and they'll approve what that letter is 11 

  and make it a official IRS letter that can be used by anyone 12 

  that works at the Internal Revenue Service.  Or they can just 13 

  say that it is for the use of a certain program.  And this 14 

  letter is used for the Frivolous Filer Program. 15 

  Q.  And is this letter designed to respond to a particular type 16 

  of tax return? 17 

  A.  Yes. 18 

  Q.  What type of tax return? 19 

  A.  A type of tax return that is subject to the frivolous return 20 

  penalty. 21 

  Q.  But are there different letters that go out to inform 22 

  taxpayers that they might be subject to the frivolous return 23 

  penalty? 24 

  A.  Yes.  There is approximately six different types.25 
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           MR. SCHIFF:  Objection.  Do you have copies of 1 

  correspondence of -- of that kind of discussion? 2 

           THE COURT:  You're not -- you can ask that on 3 

  cross-examination. 4 

           MR. SCHIFF:  Okay.  All right.  Well, there's no 5 

  foundation, Judge. 6 

           THE COURT:  There is foundation. 7 

           MR. SCHIFF:  All right. 8 

           THE COURT:  She just gave it.  Overruled. 9 

  BY MR. IGNALL: 10 

  Q.  As a matter of IRS procedure, what type -- what criteria are 11 

  there in the return that generates this particular form letter 12 

  that we're looking at in Exhibit 49? 13 
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  A.  On line 22, it shows zero. 1 

  Q.  If I could flip two more pages to where naysore p 3 of 4ro. 

  AYesero. 

  Q--rdo you.64cognize this attachment?ro. 

  AYes, Ifdzero. 

  QWhae --rt srdo you.64cognize this?ro. 

  AThis is the same attachment thae is attachedges all as toae o. 

  QAndrt sr--rfrom looking.at this,rt srcan you.tell thae?ro. 1 

  ABasically re's alwaysore p 3 andr4  Q.e's in the same o. 1 

  Q.sothewheanything.in particular you.look
forges make thae o. 

  AUsually we'whe--ro. 
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  form that -- 1 

           MR. SCHIFF:  -- did she make determinations of whether 2 

  returns are frivolous or not? 3 

           THE COURT:  No.  She looks to see how it's categorized. 4 

           MR. SCHIFF:  Okay.  But she doesn't -- 5 

           THE COURT:  Well, she doesn't -- 5 5 
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           Ms. Morgan, I don't think that's up with you yet. 1 

  A.  It is not. 2 

  Q.  I'll put it on the screen.  Hopefully we can put it on the 3 

  right-hand side of the screen. 4 

           THE CLERK:  Mr. Ignall, I've provided the witness with 5 

  the exhibit. 6 

           MR. IGNALL:  Thank you, Ms. Vannozzi. 7 

              (Document displayed in open court.) 8 

  BY MR. IGNALL: 9 

  Q.  All right.  If I could turn your attention to what is the -- 10 

  probably the third page after the certification of exhibit -- 11 

  let's back up. 12 

           Can you tell us what Exhibit 68 is? 13 

  A.  68 is the certified copy of the U.S. individual income tax 14 

  return for Ann Kennedy for the year ending December 31st, 2000. 15 

  Q.  All right.  And, if you skip ahead to the third page after 16 
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  said it was from nineteen -- what time period did you run?  It 1 
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  A.  Because of the date stamps that are shown on the return, 1 

  that shows that it was received by the Internal Revenue Service. 2 

           First of all, July 16th of 2000 it come into the 3 

  service center.  That's a requirement as far as date stamping it 4 

  in.  The second state -- date stamp it says, "RECEIVED JUL 5 

  24[th], 2000," "FRP" that stands for Frivolous Return Program. 6 

           So, in turn, it was received; someone read that and 7 

  made the determination that it needed to go to the Frivolous 8 

  Return Program. 9 

  Q.  However, this is a letter that originally was sent out by 10 

  the IRS? 11 

  A.  Yeth,iiii -3.ettneded tosettS? 
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  answer before. 1 

           What does it mean that this letter was received back by 2 

  the IRS? 3 

  A.  The letter went out -- 'cuz as we send them, the only date 4 

  it goes out is the date of the letter, which is date stamped as 5 

  it's mailed.  Whench is
2.24 -sil1-2.cmeannu.2T0c5z stamped om56
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  bring in their books and records; to agree to that amount of 1 

  tax; to make an appointment and talk with someone, like an 2 

  Appeals' officer, regarding their tax liability; or to petition 3 

  Tax Court. 4 

  Q.  All right.  If I could turn your attention to Exhibit 65A. 5 

  A.  (Complies.) 6 

              (Discussion between Mr. Ignall and 7 

              Mr. Neiman.) 8 

              (Document displayed in open court.) 9 

  BY MR. IGNALL: 10 

  Q.  I'm sorry.  Do you recognize Exhibit 65A? 11 

  A.  Yes, I do. 12 

  Q.  What is Exhibit 65A?  And I apologize for how faint this is 13aoawT  24 0 Td
(4 )Tj
2.izes 
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  Q.  As of what date?  I'm sorry.  Did we say? 1 

  A.  The date is August 30th, 2005. 2 

  Q.  Thank you. 3 

           MR. BOWERS:  I'm sorry, your Honor.  Did we address the 4 

  date that that certification was talking about when it showed no 5I'm ss(rns filedm sorry.  Did we s6u. )Tj
-2.24 0 Td
(3 )Tj
2.24 -2THE COURT   Yes'm Itt thafor periods December 31st, sorry.  Did we s7no 5I'mate1, 2THughs December 31st,mat4j
2.2osy, r2.24e, uhe tax, sorry.  Did we 86u. 
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  foundation.  Whatever's easier for the Court. 1 

           MR. CRISTALLI:  I think it should be come through 2 

  Ms. Olen to be perfectlmgnest with yourt. 

         THE COURTLI:All righurt. 
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  take that risk" has been something that's been in all of 1 

  those -- those letters. 2 

  Q.  All right.  Thank you. 3 

              (Discussion between Mr. Ignall and 4 

              Mr. Neiman.) 5 

           MR. IGNALL:  All right.  No further questions, your 6 

  Honor. 7 

   8 

                          CROSS-EXAMINATION 9 

  BY MR. CRISTALLI: 10 

  Q.  Good morning, Ms. Morgan. 11 

  A.  Good morning. 12 

  Q.  Um, Ms. Morgan, first of all, I want to talk to you a little 13 

  bit about, um, the identification of, uh, these particular, um, 14 

  zero returns and how you identify them. 15 

           Basically I think it's your testimony that the zero 16 

  returns with this attachment go into a certain database;5twapcorrect? attachment go into8a certain database;5twap-2.8R2.268 attachment go into9imony that the zero 
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  A.  It comes from the Department of Treasury, Internal Revenue 1 

  Service, in Washington, D.C. 2 

  Q.  Okay.  And, during the course of your employ with the 3 

  Internal Revenue Service, have you reviewed correspondence from 4 

  that particular office in the past? 5 

  A.  Yes. 6 

  Q.  Okay.  Thank you. 7 

           MR. CRISTALLI:  Your Honor, I'd like to move for the 8 

  admission of Defendant's Exhibit 2506. 9 

           MR. IGNALL:  Objection.  I'm not sure what the 10 

  relevance is.  And, also, Ms. Morgan didn't say she'd actually 11 

  seen that document.  I'm not sure how it's -- how she could have 12 

  relied on it or how it's relevant to her testimony on di's 3 'i41 -2 Lamina68 Td
relevant to her te4y she'd actually 
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  not be available. 1 

  Q.  Okay.  Um, prior to you coming into court here today, as I 2 

  believe you identified yourself as a witness -- I'm sorry.  What 3 

  was your title again? 4 

  A.  As a court witness. 5 

  Q.  Court witness. 6 

           So that means you probably testify a lot; correct? 7 

  A.  I do testify at both criminal and civil trials -- 8 

  Q.  Okay. 9 

  A.  -- yes. 10 

  Q.  Would it be your practice to review IMF files before coming 11 
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  regarding positions. 1 
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  Q.  Correct.  Or any letter for that matter. 1 

  A.  That's not correct. 2 

  Q.  Well, she didn't file a 1040 Long return. 3 

  A.  There's also letters that -- if you file frivolous 4 

  correspondence, there's the same type of letter that would go 5 

  out. 6 

  Q.  So that goes -- okay.  Wait a second.  I'm just -- I'm 7 
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  one another.  Correct? 1 

  A.  Yes. 2 
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  the State of Nevada is in the Ninth Circuit Court of Appeals? 1 

  A.  Yes. 2 

  Q.  Okay. 3 

           MR. CRISTALLI:  Your Honor, I don't have any further 4 

  questions. 5 

           THE COURT:  Okay. 6 

           MR. CRISTALLI:  Thank you. 7 

           THE COURT:  Mr. Bowers. 8 

           MR. BOWERS:  Um, I was gonna go after Mr. Schiff. 9 

           THE COURT:  Okay. 10 

           Mr. Schiff. 11 

           MR. SCHIFF:  Yes. 12 

              (Pause in the proceedings.) 13 

           MR. SCHIFF:  Excuse me, your Honor. 14 

              (Pause in the proceedings.) 15 

           MR. SCHIFF:  Can I just take five minutes?  I had... 16 

           THE COURT:  Mr. Bowers, you go next. 17 

           MR. SCHIFF:  Oh, I'm sorry.  Here they are. 18 

           MR. BOWERS:  May Mr. Schiff go, your Honor? 19 

           THE COURT:  Pardon? 20 

           MR. BOWERS:  I'm assuming Mr. Schiff may cover some of 21 

  my material. 22 

           THE COURT:  Okay. 23 

           MR. BOWERS:  And the same may not be the -- 24 

           THE COURT:  He appears to --25 







 1623

  Q.  Okay. 1 

  A.  -- type of return with this attachment is subject to the 2 

  frivolous return penalty. 3 

  Q.  Okay.  And, in connection how -- in connection with the 4 

  frivolous penalties that were imposed upon me or sent to me, was 5 

  there any document that said who actually determined, uh -- who 6 
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           THE COURT:  All right.  Now, what is -- what is the 1 

  relevance of this? 2 

           MR. SCHIFF:  The relevance, it's directly related to -- 3 

  relevant to a frivolous penalty and how a penalty gets assessed. 4 

           THE COURT:  Well -- 5 

           MR. SCHIFF:  It says -- 6 

           THE COURT:  No.  You're not going to read it.  You can 7 

  hand it to me.  I don't think -- I don't think your question is 8 

  relevant.  Hand me the aeumeant. 

           THE LERKF:  u can ged i, Judget. 04 

           THE COURT: Taked itfrom himt. 14 

           MR. SCHIFF:  Wel..t. 24 

             (Daeumean  hanted to theCyout.). 34 

           THE COURT: TThe rcorde rflrecis that yo  hve. 44 

 ideanifited theCyde srection that yo wishg to readaseCyde  54 

 Srection6801t. 64 

           MR. SCHIFF: Iis that -- Itoonk --iis that6801?.  eaht. 74 

           THE COURT: Noe, it's no.: TTheonet yo  hve.hriglrighted 84 

 HandIs asu me tait'stTheonet yo wvant to read s Srection6751t. 94 

           MR. SCHIFF: If  u canseed i,  I don't --iit'stTheonet 

  thatI've.hriglrighted tait'stTheonetIt think s  relevant.  Wel,t 

  me -- Ijusts -- 

           THE COURT: Herme. S how it tohimt. 

           MR. SCHIFF: If  u ouldnseed the aeumean again.: TThe 

 statutet is --I'm sorry.: 60-s --67-t --iit's6751t.s6751t.sI 
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           MR. IGNALL:  Have you marked this, Mr. Schiff? 1 
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  document. 1 

           THE COURT:  Approach. 2 

              (Witness handed the document by Mr. Schiff.) 3 

           THE WITNESS:  (Reviewing document.) 4 

           THE COURT:  Your question? 5 

           MR. SCHIFF:  Pardon me? 6 

           THE COURT:  Your question is? 7 

  BY MR. SCHIFF: 8 

  Q.  Okay.  So -- so isn't that document, uh, gives instructions 9 

  or recommendations on -- on -- no -- on the sources and 10 

  priorities in which you are to judge, uh, tax returns and -- 11 

  is -- is that what -- well -- 12 

           MR. IGNALL:  Objection, your Honor. 13 

  BY MR. SCHIFF: 14 

  Q.  -- what is the document about? 15 

           MR. IGNALL:  I think the original foundational question 16 

  has to be does she recognize -- 17 

           MR. SCHIFF:  All right. 18 

           MR. IGNALL:  -- the document. 19 

  BY MR. SCHIFF: 20 

  Q.  All right.  Do you recognize this document? 21 

  A.  This actual document, no.  This is from something called 22 

  "The" -- "The Digital Daily."  And that's -- that's not -- 23 

  Q.  But you recognize that as an IRS document? 24 

  A.  It contains reference to different processes but not as an25 



 











 1
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              (Discussion between Mr. Leventhal and         tweeSchiff.)al and      MReeSCHIFF:  I'll get --al and      THE COURT:  I don't see --al and      MReeSCHIFF:  --athe hang --al and      THE COURT:  --aan 8972.al and      MReeSCHIFF:  --aofathis yet.al and      THE COURT:  Mine ends at --al and      MReeSCHIFF:  Okay.al and 
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  BY MR. SCHIFF: 1 

  Q.  -- the return that I filed for the year 2002. 2 

              (Discussion between Mr. Leventhal and 3 

              Mr. Schiff.) 4 

  BY MR. SCHIFF: 5 

  Q.  Is that the -- is that my 2002 tax return that I filed for 6 

  the year 2002? 7 

  A.  Okay.  I can take that -- this document and I can marry it 8 

  up with the actual 2002 and match the document locator numbers 9 

  and tell you yes or no.  Would you like me to do that? 10 

  Q.  Well -- well, all I want -- you know, I wanna do it the 11 

  simplest way possible. 12 

  A.  On Exhibit 45 shows a 2002 zero return and it does not have 13 

  a document locator number. 14 

  Q.  Okay.  It doesn't have a document locator. 15 

  A.  No, it -- 16 

  Q.  In any case -- 17 

  A.  -- does not. 18 

  Q.  -- is it a fact that I reported that I had zero income in 19 

  that year and I had zero taxes owed?  Is that what I said -- 20 

  A.  On -- 21 

  Q.  -- on that document? 22 

  A.  On the 4340 or on the -- 23 

  Q.  No.  On -- 24 

  A.  -- return?25 
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  Q.  -- on my tax return. 1 

  A.  On your tax return on the 2002 year -- 2 

  Q.  Yes. 3 

  A.  -- it shows all zeroes. 4 

  Q.  That I swore under penalty of perjury that I had zero income 5 

  and zero liability? 6 

  A.  Correct. 7 

  Q.  Okay.  Now, the 4340, which is Government Document 22 -- 8 

  read what the first line says on -- on the Government's 9 

  document. 10   document. 10 
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  individual -- but there's certain inconsistencies involved in 1 

  those assessments which, uh, the counsel cannot recognize. 2 

              (Discussion betmm Mr. Levsmehduaande. 

            Mr. Schiff.)e. 

         MR. SCHIFF:  O uhI'm sorry.  I don't wanbuto take upe. 

evsrybodyre'timize B but the ahe s certaithinge'that I t recognie. 

onh, the assessmentthat I wannahe vsrze. 
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  know someone who has probably one of the highest positions in 1 
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  Q.  And it shows the assessment was made on 4-24-1998; is that 
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           MR. SCHIFF:  Well -- 1 

           THE COURT:  -- down the line. 2 

           MR. SCHIFF:  -- there's a lot of discrepancies.  I just 3 

  haven't gotten to many yet. 4 

           THE COURT:  Well, let's get to 'em. 5 

           MR. SCHIFF:  And for certain years there's two returns 6 
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           MR. SCHIFF:  Your Honor -- 
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           THE COURT:  All right.  Go ahead. 1 

           MR. SCHIFF:  Okay. 2 

           THE COURT:  You're asking her to read from -- 3 

           MR. SCHIFF:  Well -- 4 

           THE COURT:  -- Exhibit 32. 5y. 2 

    .0e I canto reait32. 

BY -2.268 Td
( . )Tj
-2.24 0 Td7(5y. )Tj
-2.24 0 Td
(2 Qht.They au'rsayskinthatnthey receivednthis returnad frome . )Tj
-2.24 0 Td8(3 )Tj
2.24 -2.273 Td
(durskinthe course ofnthe probationto vocationt ahrskiht.Now,nthe . )Tj
-2.24 0 Td9(5y. )Tj
-2.24 0 Td
(2 probationto vocationt ahrskier ok place August 1, 1991ht.The . )Tj
-84124 0 Td
0(5y. )T84122.24 0 Td
(2 date I filednthese returns was 0 -13-1990. . )Tj
-84124 0 Td
110.9g4YEj
2.ld
(2 Qhhaveht.They au'em Td
8-1iled1 Td
ahese returns was 0 291ht.The . )Tj
-84124 0 2 ?  C
2.you exionin 0 Td
(oey ?hese returns was 0 391ht.The . )Tj
-84124 0 Akier ooe place August 1, 1791ht.The .        e August 1,81791ht.The . 

       e August 1,91613-1990. . 
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  says. 1 

  A.  No.  The signature -- 2 
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  A.  Yes, it is. 1 

  Q.  You're saying it's a correct statement? 2 

  A.  Yes. 3 

  Q.  Okay, okay.  We'll move on.  Okay.  You're saying this is a 4 

  correct statement.  Okay.  Even though the dates don't match. 5 

  In other words, the date of the revocation hearing was 8-1-1991 6 

  and the date on the zero return was about ten months before 7 

  that.  Your -- your testimony is still the statement is 8 

  accurate. 9 

           THE COURT:  She doesn't know the date of the revocation 10 

  hearing. 11 
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  Q.  Exactly.  Okay. 1 

           Now, the next date is the -- is 1987. 2 

           MR. IGNALL:  Objection, your Honor.  I still don't 3 

  understand the relevance of this -- 4 

           MR. SCHIFF:  You -- 5 

           MR. IGNALL:  -- line of inquiry. 6 

           MR. SCHIFF:  -- I just pointed out that the date that 7 

  they received it was wrong.  It'll be -- all right, all right. 8 

  Let -- all right.  Let's move ahead then.  Okay.  Let's move -- 9 

  I was going -- all right.  Okay, okay.  You wanna move ahead. 10 

  Okay, okay. 11 

  BY MR. SCHIFF: 12 

  Q.  Let's move ahead to the year 1982. 13 

           THE COURT:  Exhibit number? 14 

           MR. SCHIFF:  Exhibit 54.  Okay.            THE COURT:  Exhibit number? 1mber?            MR. SCHIFF: mber? 
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  the first one -- I shouldn't -- 1 

           MR. BOWERS:  Your Honor -- 2 

           MR. SCHIFF:  -- go to '82. 3 

           MR. BOWERS:  -- just for the record, I believe -- 4 

           MR. SCHIFF:  Okay.  Let me go -- 5 

           MR. BOWERS:  -- this witness has offered herself as 6 

  custodian of records for the IRS and, uh, a person knowledgeable 7 

  about IRS -- 8 

           THE COURT:  Well -- 9 

           MR. BOWERS:  -- business practices. 10 

           THE COURT:  -- there's no question about that.  The 11 

  question is does she have the documents in front of her. 12 

           MR. BOWERS:  Oh, I apologize, your Honor. 13 

           THE COURT:  She doesn't have it right now. 14 

           MR. SCHIFF:  Okay.  Okay.  Skip that. 15 

  BY MR. SCHIFF: 16 

  Q.  We'll go to 1985 because 1985 -- 17 

           THE COURT:  Now, wait a minute.  You started out with 18 

  54.  That's what we just took a few minutes to produce to the 19 

  witness.  Are you abandoning that? 20 

           MR. SCHIFF:  In the interest of brevity here, the '85, 21 

topow,hich wasse 19at. 

           THE COURT:Ae'lt rigte.Gihavus85 -- 
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  to now? 1 

           MR. SCHIFF:  I'm returning -- my tax return for that 2 

  year.  It's page 3.  It says -- I can read it.  It's easier. 3 

           THE COURT:  No, you're not going to read -- 4 

           MR. SCHIFF:  Okay. 5 

           THE COURT:  -- that. 6 

           MR. SCHIFF:  Well, is the witness gonna read it? 7 

           THE COURT:  Well, you can -- 8 

           MR. SCHIFF:  Well, all right. 9 

           THE COURT:  -- you can ask her questions -- 10 

           MR. SCHIFF:  I can ask -- 11 

           THE COURT:  -- subject to objection. 12 
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  A.  -- 3? 1 

           "Therefore, not to be in violation of the conditions of 2 

  my probation I have decided to accept the government's 3 

  determinations with respect to these amounts.  Since I do not 4 

  have any books or records with which to challenge these figures 5 

  in any way." 6 

  Q.  So I -- so would you conclude from that that these were 7 

  filed at the probation hearing?  So -- 8 

           MR. IGNALL:  Objection to what she concludes from that. 9 

           THE COURT:  Sustained. 10 

           MR. SCHIFF:  All right. 11 

  BY MR. SCHIFF: 12 

  Q.  Okay.  And -- and that was dated 8-1-1991.  Okay. 13 

           MR. IGNALL:  And, your Honor, we'll stipulate, just as 14 

  the Government's witness Special Agent Wenthe testified, that 15 

  these were all filed at the probation revocation hearing on 16 

  August 1, 1991. 17 

           THE COURT:  And I'm still trying to see the point -- 18 

  BY MR. SCHIFF: 19 

  Q.  Now, let's go -- 20 

           THE COURT:  -- of all of this. 21 

  BY MR. SCHIFF: 22 

  Q.  -- let's go to the Government's document Exhibit 22. 23 

           THE COURT:  Page. 24 

  25 
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  Q.  Are you familiar with Code Section 6201 which says the 1 

  secretary shall assess all taxes determined by the taxpayer -- 2 

           MR. IGNALL:  Objection, your Honor, on the same 3 

  irrelevanrIhal issue.me 

         THE COURTLL:It is Q.I irreleva.me 3j
-43ecrright    8 Tkses3 -3to lookermined by the taxpa7ue.me 
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           MR. IGNALL:  Objection. 1 
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  the Government stipulated when I went to this Tax Court -- all 1 

  right.  Let me get it.  I have the document. 2 

              (Pause in the proceedings.) 3 

           MR. SCHIFF:  I have a stipulation here from the 4 

  Government with respect to 1979. 5 

           THE COURT:  In this case you have a stipulation? 6 

           MR. SCHIFF:  Well, it had to do with '79. 7 

           THE COURT:  In this case you have a stipulation 8 

  regarding '79? 9 

           MR. SCHIFF:  Well, the government stipulated that no 10 

  assessment had been made for '79.  If they had -- if they had a 11 

  return, there would have been an assessment.  I'll get their 12 

  stipulation.  It's directly -- 13 

           MR. IGNALL:  Your Honor, I suspect Mr. Schiff is 14 

  talking about evidence from the Tax Court case from 1984, '85. 15 

  But I -- I don't know that. 16 

           MR. SCHIFF:  Let me just get it and -- 17 

           THE COURT:  What are you referring to? 18 

           MR. SCHIFF:  What I -- I wasn't -- it's here. 19 

           THE COURT:  What stipulation are you referring to? 20 

           MR. SCHIFF:  I'm referring that when I went to the Tax 21 

  Court trial the Government stipulated that with respect to the 22 

  year 1979 there had been no assessment.  And I got their 23 

  signature on that stipulation.  That's why there is no return. 24 

           I'll get it.  I have it here.  I thought it was right25 
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  in front.  Geez, I got so many documents here.  I'll get it in a 1 

  minute.  Oh, let me see. 2              (Pausets hthe proceedings.)ute.  Oh, let me 3ee. 

2           MR. SCHIFF:  Ht s stip- -- okay4 -DGeez, I 201 T  201 T te.  Oh, let me 4e7l..r.7rad
(1 )Tj
2.24 -2.268 T5
(  minute.  Oh, let me see. )TjTHE COURTd
(A   you2 7ferr    to Exhibis stip?)Tj
2.24 -2.268 T6ings.)ute.  Oh, let me 3ee. 
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           THE COURT:  -- counsel. 1 
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           THE COURT:  -- asked and answered. 1 

  BY MR. SCHIFF: 2 

  Q.  -- what it says? 3 
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 1710
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           Now, let's take a look -- well, what -- what was the 1 

  year in which I had a frivolous return penalty?  All right. 2 

  Bkbisr-hat was  



 

1 7 1 2

           T H E  C O U R T :   W a i t  a  m i n u t e .  1  

  B Y  M R .  S C H I F F :  2  

  Q .   - -  i s n ' t  i t  a  f a c t  - -  3  

           T H E  C O U R T :   W a i t  a  m i n u t e .  4  

           M R .  S C H I F F :   I ' m  s o r r y .  5  

           T H E  C O U R T :   O k a y .   W e ' r e  g o i n g  t o  t a k e  o u r  n o o n  b r e a k .  6  
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           THE COURT:  I don't know if you recognize it's already 1 

  happened.  We've had people testify as to what your -- 2 

           MR. SCHIFF:  I didn't -- I didn't hear what -- 3 

           THE COURT:  -- income was. 4 

           MR. SCHIFF:  -- you said, your Honor. 5 

           THE COURT:  All right. 6 

           MR. SCHIFF:  What has already happened? 7 

           THE COURT:  We've had witnesses who testified to your 8 

  income -- 9 

           MR. SCHIFF:  Yeah.  But -- 10 

           THE COURT:  -- for years that you reported zero. 11 

           MR. SCHIFF:  But -- yeah.  But that's -- but, your 12 

  Honor, you didn't question -- you didn't tell me anybody who was 13 

  on the stand who was an expert on that stuff.  That's what 14 

  they -- I'll admit that I put zeroes.  But I also put on my 15 

  return that the reason I believe I have zero income, I cited 16 

  Merchant's Loan & Trust v. Smietanka and ten other cases. 17 

           Now, I haven't gone into those cases.  But what I want 18 

  to simply say that my return could be wrong.  I could cite every 19 

  case incorrectly.  But it's certainly not frivolous. 20 

  "Frivolous" means "off the wall ys
tthosell1hh2.8.  -2.ivozero. 20lE C.268n 1 eturhe decis Honor,1 e841tuten't return could  "Fmsell1hh2.8.  -2.ivo your 19that MR. SCHIFF:  -841mtly.  -2ing4 
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           I'm saying this return could be fraudulent.  But it 1 

  can't be frivolous.  "Frivolous" means "off the wall, without 2 

  any basis."  I have a basis in saying I have zero income.  Now, 3 

  maybe my basis is incorrect.  I am not arguing here, your Honor, 4 

  that I'm right. 5 

           I'm simply saying that when I cite 10 statutes, 10 6 

  cases -- I cite U.S. v. Long, U.S. vs. Kimball U.S. v. Moore, 7 

  Cross v. [The] United States.  I cite Merchant's Loan & Trust 8 

  Co. v. Smietanka.  I cited U.S. v. Ballard in -- n stating that 9 

  income is not defined in the Code.  I state Doyle v. Mitchell. 10 

  Stratton.  I could cite these wrong.  I'm not claiming that I'm 11 

  right.  All I'm claiming is by definition my return isn't 12 

  frivolous. 13 

           THE COURT:  Well, the courts have rejected your 14 

  position, Mr. Schiff, and found that your position is frivolous. 15 

           MR. SCHIFF:  No -- 16 

           THE COURT:  So -- 17 

           MR. SCHIFF:  -- the courts never -- 18 

           THE COURT:  -- whether you -- 19 

           MR. SCHIFF:  -- did that with respect -- 20 

           THE COURT:  -- whether you -- 21 

           MR. SCHIFF:  -- to my zero return. 22 

           THE COURT:  -- want to listen to that, whether you want 23 

  to bury your head in the sand and pretend it didn't happen, 24 

  that's for the jury to decide --25 
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           THE COURT:  Well, that's for the jury to decide whether 1 

  you're reliance -- 2 

           MR. SCHIFF:  Well, you have to give me -- 3 

           THE COURT:  -- is on good faith. 4 

           MR. SCHIFF:  -- an opportunity, therefore, to prove I 5 

  relied on good faith on these cases. 6 

           THE COURT:  Well, you're not gonna do it with this 7 

  witness. 8 

           MR. SCHIFF:  Well, I -- 9 

           THE COURT:  You may do it when you get on the stand 



 1
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  Because it has a lot to do with what I'm up to. 1 

           THE COURT:  Sure.  If you want to renew it, submit 2 

  whatever you have to the Government; give them an opportunity 3 

  to -- overnight to address it.  And then I'll hear it. 4 

           MR. BOWERS:  Okay.  And I'll -- I'll just -- if I get 5 

  it done tonight, I'll fax it to chambers and we can -- okay. 6 

  Thank you, your Honor. 7 

           THE COURT:  As long as they have an opportunity 8 

  overnight.  If -- 9 

           MR. BOWERS:  Well, we can -- if the Government needs 10 

  more time, we can.  I don't think their argument's changed.  But 11 

  I just wanted to make sure the Court would consider it if I 12 

  refiled it. 13 

           MR. IGNALL:  Your Honor, in all likelihood, we wouldn't 14 

  need any additional time.  But if -- 15 

           MR. BOWERS:  I'll e-mail it up to you. 16 

           MR. IGNALL:  -- if Mr. Bowers faxes it to us, we can 17 

  look at it.  And if we're ready to argue it the next morning, 18 

  which we probably would be -- 19 

           THE COURT:  Okay. 20 

           MR. IGNALL:  -- I think that's fine. 21 

           MR. BOWERS:  I'll e-mail it to you.  If you want more 22 

  time tomorrow, you can have it.  And, if not, maybe we can get a 23 

  decision. 24 

           THE COURT:  Okay.25 
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  Q.  I'm Chad Bowers.  I'm Mr. Cohen's counsel. 1 

           I just want to clear something up.  I was unsure. 2 

  You're -- you're a court witness for the Internal Revenue 3 

  Service; correct? 4 

  A.  Correct. 5 

  Q.  As well as an investigative aide? 6 

  A.  Right. 7 

  Q.  And a custodian of records for these purposes of today in 8 

  this case? 9 

  A.  Right, representing the Commissioner of the Internal Revenue 10 

  Service. 11 

  Q.  Okay.  With respect to records though; right? 12 

  A.  Right. 13 

  Q.  Okay.  And then, finally, um -- I don't know if you're an 14 

  expert on it and it's really not important -- but you're 
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  they -- you know, they have a right to their own file.  Would 1 

  you agree with me on that?  You can't ask for somebody's, but 2 

  you can ask for your own information? 3 

  A.  If they -- if they follow proper procedures, yes. 4 

  Q.  Okay.  Do you know any explanation for why if somebody had 5 

  followed the proper procedures in requesting their own 6 

  information that way, uh, it wouldn't be provided? 7 

  A.  I have -- I have no idea -- 8 

  Q.  Okay. 9 

  A.  -- why it wouldn't be provided, no. 10 

  Q.  So -- okay.  That answers my question. 11 

           Um, do you have any special training as -- as part of 12 

  your, uh -- on-the-job training with the IRS in testif;e 0 Tisof 

y ijustif sothf;e o yodo, o yojustigove din testive dio yotalkof 

t tcasavegentsve diattorneysvefterwardsvebo bur youropinfornceof 

or..on. 

  A.Well, wave -we'reob traoweeverys, area -- 

  Q.  Okay. 

  A.  -e dinhen-we'reoalsoin vielowee day, uhwavg nac Td Ok2 
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  Social Security number for those tax years? 1 

  A.  For the tax years listed on this form, yes. 2 

  Q.  Okay.  And you're not here making any conclusion about 3 
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  A.  Yes. 1 

  Q.  -- that that's correct? 2 

  A.  I pulled the transcripts and looked at the information. 3 

  And, as far as I know, that is correct. 4 
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           THE COURT:  -- we'll all agree -- 1 
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  other methods at the Government's disposal for collection 1 

  proceedings? 2 

           MR. IGNALL:  I'm not -- I'm not sure what the relevance 3 

  of that is. 4 

           THE COURT:  I think -- I think you've established your 5 

  point. 6 

           MR. BOWERS:  Okay.  Thank you, your Honor.  I'll move 7 

  on. 8 

  BY MR. BOWERS: 9 

  Q.  Um, now, you -- you had a discussion about how as head of 10 

  the Frivolous Filer Department you keep track of -- of -- and 11 

  I'm a little unclear -- either arguments or the forms or 12 

  something that's been deemed as frivolous by the Service; is 13 

  that correct? 14 

  A.  In the program, there is a computer database that keeps 15 

  track of inventory -- 16 

  Q.  Which -- 17 

  A.  -- that all of the tax examiners in that area use.  It's not 18 

  just myself. 19 

  Q.  I'm sorry. 20 

  A.  It's -- it's an inventory control system. 21 

  Q.  Okay.  You said "in the program."  Is that -- is that -- 22 

  A.  Frivolous Return Program. 23 

  Q.  Thank you.  Okay. 24 

           And, as I understood your testimony, that's all in25 
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  this page, as I understand your testimony, contains various, um, 1 

  theories espoused by Mr. Schiff through his teachings on why 2 

  someone maeis ec-e maeis ehave tos py incsom tax; his haty 

 correct?y 

 A.  T hishis he atteacments hat's usually atteacsedtos thistypey 

 of4 rturn.y 

 Q.  Okay.  Aandc-etandso wi thns hatyatteacment,n we hers hehy 

 are frivolpou oreis eaccordhindtos te Servicge, here are  somy 

  theories on why yo don' ehave tos py incsom tax ore yo don' e 

 declare it orewhatevers he casne maebe.  Iis hatycorrect?y 02 

 A.  Accordhindtos te Servicg?y 12 

 Q.  No.  Accordhindtos te documentsitself.y 22 

 A.  Accordhindtos te document.  Yeah, are  hehyare  tathind 32 

 reasoins wh.y 42 

 Q.  Okay.  Aand te Servicge, I understan, says  hehyare  52 

 frivolpou.  Right?y Okay.  T hishismy quteston.y 62 

          MR. BOWERS:  Ume, I thnke mabe  he nexts pag.y 72 

             (Documentsdisplaysedhnsopenycourt.)y 82 

 BY MR. BOWERS:  92 

 Q.  Okay.  Tthis pag referencies somyspecific  theorie,  somy 

 specific casne, tandso forth; right?y 

 A.  Yne, it does.y 

 Q.  Okay.  Here'ismy qutestondc-etandI'mdsorrydtosmake it so  

 csoplex.  I'mdjusts ryin'dtosbe cleardc-e he specific  theorie  

 referencids on haty page,okaye, here'isc-e here'ismore  hansone. 
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  Pick any of 'em -- do they have their own code or are they just 1 

  included with everything on that form? 2 

  A.  No, they don't have their own code. 3 

  Q.  Okay. 4 

  A.  Just this type of document in its entirety -- 5 

  Q.  Okay. 6 

  A.  -- is numbered. 7 

  Q.  Okay.  So do other people besides Irwin Schiff have some of 8 

  these arguments?  In other words, as part of the Frivolous 9 

  Filer -- or head of the Frivolous Filer Program in Ogden, do you 10 





 1
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  other Code, but it doesn't reference any case? 1 

  A.  Honest -- honestly, I have not read Publication 105 [sic] 2 

  recently to be able to actually say what it contains. 3 

  Q.  Well, have you ever read it? 4 

  A.  Have I -- I've read it. 5 

  Q.  Okay. 6 

  A.  But I have not been in the program for two years. 7 

  Q.  Okay.  Well, do you have any recollection of what you read 8 

  in 2105? 9 

  A.  The -- the Publication 2105 just talked about the 10 

  obligations that individuals have to file tax returns and why 11 

  the positions that they are taking on these tax returns, 12 

  regardless of the argument, is frivolous and is subject to the 13 

  penalty. 14 

  Q.  Regardless of the argument; Right? 15 

  A.  Right. 16 

  Q.  Okay. 17 

  A.  It's a general publication for different arguments. 18 

  Q.  So you don't send a different publication depending on what 19 

  code goes with what argument with this letter; right? 20 

  A.  No.  The publication goes out with this letter. 21 

  Q.  Any time something's frivolous this goes out -- 22 

  A.  Correct. 23 
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  at this? 1 

1 

1    (Document handed to4 Te Court.)  at this? 1 

1 MR. BOWERSRTMYour Honor, if it helps, I'm not offering  at this? 1 1 

1 

1 MR. BOWERSRTMI'm not offering it for4 Te substance --  at this? 1 

1 

1 MR. BOWERSRTM-- I'm offering it as an example of I  at this? 1 
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  Q.  Do you share with me the information in -- in whatever 1 

  report there is about what -- what area counsel thinks of my 2 

  arguments? 3 

  A.  Okay.  I'm sorry.  I didn'oSderstandme thquesmati.s? 

  Q.Well,Do yot -o yohav me e inice longth mo fromat area counse? 

 dvisingto yo- whato do andm- what thlawre ; rightts? 

  A.Right.s? 

  Q.  Do you shart whae with ma is taxpayevewhenDo yoletth mknows? 

f m  argume's frivolounts? 
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  Q.  Yes. 1 

  A.  This -- this is a general letter that goes out to all 2 

  individuals that file frivolous returns with the publication 3 

  because there's many different frivolous arguments.  So it is a 4 

  basic letter -- 5 

  Q.  But -- 6 

  A.  -- for the issues -- 7 

  Q.  I'm sorry.  Go ahead. 8 

  A.  -- that's used in -- in any frivolous return that's filed. 9 

  Q.  But you have coded each argument; right? 10 

  A.  Right.  For our office internally purposes -- 11 

  Q.  Okay.  But you don't -- 12 

  A.  -- for inventory -- 13 

  Q.  -- you don't have them coded for responding to this 14 

  taxpayer; right? 15 

  A.  Well, there -- there is information for each tax examiner so 16 

  that they can look at the database and know what's going on.  If 17 

  they get a phone call from the taxpayer knowing that -- another 18 

  piece of correspondent [sic] is sent in or another claimis y16 10   Asent now tababem thprocesss re24   Well,thice k
2.or another claimis2 10 11 13 13 
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  A.  Yes. 1 
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  giving private legal advice nor their attorneys. 1 

           MR. BOWERS:  And I'm not saying -- 2 

           THE COURT:  And that -- 3 

           MR. BOWERS:  -- that should be the case.  I'm just 4 

  pointing out -- 5 

           THE COURT:  The only way it can come in is if I ignored 6 

  that principle.  The IRS is not in the business of giving out 7 

  legal advice to people.  What they have said in the -- in the 8 

  frivolous return notice is "In answering your tax questions, we 9 

  encourage you to seek advice from competent tax counsel." 10 

           Counsel for the IRS is not counsel for the individual. 11 

  To send out a letter from their counsel is to be giving advice 12 

  with a conflict because now you're seeking to adviin the 8 
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  A.  I've known him about 17 years. 1 

  Q.  And how did you first meet Mr. Cohen? 2 

  A.  Well, my husband and I became cab drivero-lneb this t knars. 

nd,him aboa 17 y later, Larryd I becaaame cab dri  Q.  Aat that s. 

  QDodid yseeeet Mr. Coero-lneb thcamourtroom t dayhen? 

  AYeears. 

  QCandid ypleaslnedentifyown hby what he'sawearinghen? 

  AOh  AHe'sagoboa suit onand aa
tieand astnd ing upars. 2 

  Q.ll rightars. 2 
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  BY MR. NEIMAN: 1 

  Q.  Approximately what time period was this when you first 2 

  began -- when you developed this friendship with Mr. Cohen? 3 

  A.  Well, when he first started driving.  You know, all the 4 

  drivers, you know, you get to know them.  And, uh, uh, he was a 5 

  likeable person and so we became friends.  And then, uh, his 6 

  wife was a singer at the time.  And so, um, about a year -- 7 

  maybe a year later we kinda all talked her into driving a taxi 8 

  also because she was havin' a hard time getting gigs. 9 
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           THE COURT:  It was reasked. 1 

  BY MR. NEIMAN: 2 

  Q.  Did you discuss with Mr. Cohen how much he was making at NOS 3 

  Communications? 4 

  A.  Yeah.  We all talked about that. 5 

  Q.  What did Mr. Cohen say with regards to his -- his salary at 6 

  NOS? 7 

  A.  Well.262.27Ts witct8 2tRk Td witct8 2tRk Td witct8 2tRk Td witct8 2tRk Td witct8AjUo=T
Q
BT
/TT0 1 Tf
0.001 Tc 10.98 0�Éwitct8 2tRk Td witct8 2tRk T8 2tR«T8 2tR«T8#ªò•¢ò«T8#ªò•¢ò«T8#ªò•& m•,t that. 5 
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  sales job, if you know? 1 

  A.  I don't know.  Three months maybe. 2 

  Q.  Do you know where he went to work next? 3 

  A.  Uh, the, um -- the Flamingo Hilton vacation package thing. 4 

  Q.  And what did he do for Flamingo Hilton vacations packages? 5 

  A.  Selling the vacation packages. 6 

  Q.  Do you know where Mr. Cohen worked after selling packages 7 

  for the Hilton -- Flamingo Hilton? 8 

  A.  That's when he went with, uh, Irwin Schiff. 9 

  Q.  And what was your understanding of what he did, uh, with 10 

  Mr. Schiff? 11 

  A.  Well, I really didn't know anything about it.  Uh, it was 12 

  just something that -- to do with the IRS, uh, I don't know, 13 

  business. 14 

  Q.  Did there come a time, Ms. Olen, when you needed some advice 15 

  on what to do with your tax returns? 16 

  A.  Well, it wasn't that I needed advice.  Um, Sharon and I 17 

  would talk on the phone like girlfriends, you know. 18 

           MR. BOWERS:  Your Honor, I'm gonna make an objection to 19 

  hearsay as to conversations she had with Larry's wife on the 20 

  phone. 21 

  BY MR. NEIMAN: 22 

  Q.  Ms. Olen -- 23 

           TH9MyURTS:  ges. Sjusasinad witboutfo uncationwas 

 excepction to the hearsayrulce. Sthe reallyhwas justmadke  
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  Q.  Did you -- prior to this, uh -- going to this office where 1 

  Mr. Cohen had directed you, did -- did you prepare your own tax 2 
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  A.  No. 1 

  Q.  Do you know who wrote this book? 2 

  A.  Irwin. 3 

  Q.  And what was he saying with regards to the book? 4 

  A.  Well, he was just mentioning thingTm
(2766)
n 0ying with regards to tyingook? b 8268 T, um, um, int was he saywhere I wouldn't have saypay any(2766)
n 0ying wi6n.   A.  Irw9o. 1 
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  that this worked? 1 

  A.  Larry. 2 

  Q.  Okay. 3 

  A.  So -- I mean, 'cause I kept sayin', "Is this on the 4 

  up-and-up, you know?  I don't want to get in trouble." 5 

  Q.  How did he respond? 6 

  A.  He said sure, otherwise he wouldn't have told me the story. 7 

  Q.  Did -- 8 

  A.  So, he's... 9 

  Q.  I'm sorry. 10 

           Did Mr. Cohen ever tell you that people were being 11 

  fined for -- 12 

  A.  No. 13 

  Q.  -- filing these -- 14 

  A.  No. 15 

  Q.  -- returns? 16 

  A.  No. 17 

  Q.  Did he tell you whether or not people were being 18 

  penalized -- 19 

  A.  No. 20 
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  A.  No, otherwise I would have got up and left, you know. 1 

           MR. NEIMAN:  Your Honor, if I maT2ioroach oth witness,. 

 please?. 

          THE COURTN:  YoI maw. 

           MR. NEIMAN: For oth record, I'md hnding oth witness. 

 what's beenI mrked as Government's Exhibits 129p and130w. 

 BY  MR. NEIMAN: 

 QA. Ms. Olenr, if Ican direct, yor attention to Government: 

 Exhibit 129w. 

  A. Yeahw. 01 

 QA. Do, yourecognize otat document?. 11 

  A. Yes.  This is oth one th -- th filled outw. 21 

 QA. "He" being Mr. Cohen?. 31 

  A. Yes.  41 

 QA. Aandis otat, yor signaturh on oth bottom of -- or oth back  51 

 of pagh -- pagh 1 of oth return?. 61 

  A. Yeah, I signed this after th signed itw. 71 

 QA. All rightA. Aandis otat,Mr. Cohen's signaturh also on oth  81 

 bottom?. 91 

  A. Yes.  

           MR. NEIMAN:  Your Honor,at,this time oth Government: 

 wwouldmove into evidence Government's Exhibit 129w. 

          THE COURTN: Any objection?. 

           MR.CRISTALLI:.  N objectionw. 

           MR.BOWERS:.  No,yYour Hono. 
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  Q.  Explain to me what you mean by he signed it before I signed 1 

  it. 2 

  A.  Well, he signed it and then he handed -- he took Xerox 3 

  copies of it and then he gave me a couple copies, one to mail in 4 

  and one to keep.  The one I have at home doesn't have my 5 

  signature on it because he took a Xerox copy of it before I 6 

  signed it. 7 
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              (Document displayed in open court.) 1 

  BY MR. NEIMAN: 2 

  Q.  Did you write this letter or this attachment to your zero 3 

  return? 4 
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  A.  Yeah. 1 

  Q.  Is -- is it your W-2? 2 

  A.  Well, I can't see the employer's name. 3 

           THE COURT:  Well, there is "VMPI Nevada Inc." and there 4 

  is "NOS Communications Inc." 5 

           THE WITNESS:  Okay.  That's that -- that one I couldn't 6 

  remember. 7 

  BY MR. NEIMAN: 8 

  Q.  The VMPI? 9 
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  Q.  Ms. Olen, did Mr. Cohen charge you for the preparation of 1 

  this return? 2 

  A.  No, because we were friends. 3 

  Q.  Did he indicate whether or not he charged other people for 4 

  preparing these returns? 5 

  A.  He didn't tell me.  He said that -- well, yeah in -- in a 6 

  sense he did because he said people pay to have this done.  But, 7 

  since we're friends, I'm not gonna charge you.  But you have to 8 

  promise when you get your $3500 that you buy Irwin's book for 50 9 

  bucks.  And I said, "Sure.  I'll buy it." 10 

  Q.  And e henevothll bor t's b?t." 10 

  A. ure. nevothgm nor tr $3.t." 

  Q.  Aife. coul Andrec get yoattenarative Govotnmenat." 

DocumenatdisplayarghenopCohet yt.)oof 

  QDoe henrecognize500 thdocumena?t." 

  A(Reviewparidocumena.)o Ls bolikes inletter500 thIhgm nfromt." 

  Q.  A th00 thletter5addressargtoe he?t." 

  AY, yyoof 
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  A.  It's stamped March 21st, '01.  And I would have to reread 1 

  it. 2 

           MR. NEIMAN:  Your Br, at this timavehe Governmentt. 

I woulmove ine tevidence GovernmentIt'Exhibit 130it. 

           MRBOWERSAN:No objection from meit. 
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  BY MR. NEIMAN: 1 

  Q.  You need -- 2 

           MR. BOWERS:  -- the question. 3 

  BY MR. NEIMAN: 4 

  Q.  -- you need to answer the question. 5 

  A.  Okay.  Well, I called and I said, Why are you after an old 6 

  lady like me for 256 bucks when you got, uh, that Marc Rich, 7 

  millions of dollars he owes you and you just let him go, you 8 

  know, out of the country.  You don't chase him.  Just little old 9 

  ladies, you know. 10 

  Q.  And -- 11 

  A.  So the -- I can't remember if it was a man or a woman, but I 12 

  think it was a woman.  And, um, she said or he said, you know, 13 

  well, if you pay, we'll drop the penalties of the $500.  And so, 14 

  um, I said, okay, 'cause I didn't want to get in trouble.  I'm 15 

  too old to go to prison.  You know, it's not worth it. 16 

  Q.  Did you -- so did you make payment of the $256? 17 

  A.  Yeah.  They set up a payment program for on me for 25 a 18 

  month.  And then I don't know.  I got hold of some money.  I 19 

  don't know if my son gave it to me or what.  Anyways, I -- I 20 

  think I only made one payment and then I paid 'em off. 21 
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           MR. NEIMAN:  Your Honor, the Government has no further 1 

  questions. 2 

           THE COURT:  Cross-examination? 3 

           MR. BOWERS:  Very briefly. 4 

   5 

                          CROSS-EXAMINATION 6 

  BY MR. BOWERS: 7 

  Q.  Ms. Olen, I'm Larryi ibhyney Q. y nameryiChad Bowerons. 

A Q.Hello,iChadns. 

  Q.SoLar tont ve yelledi i you during firsi your s-exns. 

A Q.Yeahns. 

  Q.I apologizens. 
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  about what you and Sharon said.  And I don't mean to box you in, 1 

  but I gotta ask you a very specific question.  If you don't 2 

  know, you don't know. 3 

           Would you say that Larry's thoughts and ideas about 4 

  taxation changed after his association with Irwin Schiff? 5 

  A.  Yes, in a sense.  But, I mean, it wasn't anything I really 6 

  thought about. 7 

  Q.  That you really thought about? 8 

  A.  I mean, I didn't sit there and think about it. 9 

  Q.  Okay.  Well, lookin' back you'd
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  A.  Right. 1 

  Q.  Do you recall that? 2 

  A.  Right. 3 

  Q.  Okay.  Um, now, when he gave you the material, it's clear 4 

  from your tes Right. 4 
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  though, and give him an opportunity to talk to you about it; 1 

  right?  You were juo
talda done witht i?; 

 A.  I don't4 rmember all -- no.  I think I tolde himthat,o you 

 know, I'm not gonna dom au6re;w, I't gonnpaTj
2.2m because I't  

 gettin' nervous.  I think he said, fine,o youknow.  

 Q.  Didn't4asko youfor6reney or6--  

 A.  No, no6--  

 Q.  -- or6 tobuy6--  

 A.  -- no, no6--  

 Q.  -- another tape or6--  01 

 A.  No, no6--  11 

 Q.  -- anything likemthat6--  21 

 A.  -- no, no, no.  31 

 Q.  --  right? 41 

          One lauo
question.  Wheno youcalledmthe IRS office6--  51 

 A.  Yes.  61 

 Q.  -- in Utagh,dido youhaivea discussion withtthem in -- in  71 

 detail ofo yor underst aning ofothe law, andthey said, no,  81 

 that's not the case.  Or,dido you juo
say, hey, I needmbouta  91 

 this.  Whatever it takes I't -- I't here.  Dto yourecall?  Or, 

 something other th an thse.  

 A.  No, I don't4 rally4 rmember.  All I4 rmember ismthat6I was  

 upset.  And, whenoI't upset, I say things.  But, ugh,that's why  

 I threw in Marc Rich,o youknowh, andall that.  

          But, ugh,no.  I  juo
saidmthat6this ismwhat6I 
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  A.  Yes, I do. 1  
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  Q.  What was the name of the business? 1 

  A.  Freedom Books. 2 

  Q.  All right.  Who hired you? 3 

  A.  Linda Hicks. 4 

  Q.  What was her position at the time? 5 

  A.  She was the office manager. 6 

  Q.  And what were you hired to do at Freedom Books in 1998? 7 

  A.  To help with the shipping and to help, um, code IRS Code 8 

  books and help with whatever they needed at that time. 9 

  Q.  Did you have anything -- did you have any responsibilities 10 

  with help -- as far as helping Schiff with publicity? 11 

  A.  Yes.  On the radio program, setting him up with radio 12 

  programs through, um, actually Linda's fiancé, Dennis, um, who 13 

  was doing that at that time.  I helped him.  I was kind of his 14 

  right-hand person at that time. 15 

  Q.  How many people worked there when you started in 1998? 16 

  A.  Um, approximately -- I think there was about six, seven, 17 

  maybe eight employees total, including Linda. 18 

  Q.  And what was the business that Freedom Books was in? 19 

  A.  Um, selling materials that, um, Irwin had created. 20 

  Q.  How long did you work there in 1998? 21 

  programs throug material98? not.84Denniged hin 1nager. 

  was doing that at that tjobnageoith
 -oks i

2 right-hand perss the business thhre in 1,publbest 
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  not only for the purpose -- nobody ever had their Social 1 

  Security numbers on any documentation in the office.  That was 2 

  part of Linda's training with me. 3 

  Q.  Did you ever receive a W-2 or a Form 1099 at the end of the 4 
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  Originally that was how it was set up. 1 

           I asked her at that time:  Why ik 7991 



 1800

  BY MR. IGNALL: 1 

  Q.  What -- what did you hire -- well, you -- when you started 2 

  there, what was your role when you started in 1999? 3 

  A.  My role? 4 

  Q.  At Freedom Books. 5 

  A.  I was the office manager.  I hired and fired all 6 

  employees -- 7 

  Q.  All right. 8 

  A.  -- I've -- everything.  I did everything.  I did all -- 9 

           THE COURT:  Are you looking for foundation as to the 10 

  time? 11 

           MR. CRISTALLI:  As to the hiring time frame and to -- 12 

           THE COURT:  She said feutnd fu- 
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  A.  I can't be honest -- I mean, to be honest, I don't know -- 1 

  Q.  All right. 2 

  A.  -- at what time they started dating. 3 

  Q.  All right.  I think you were mentioning before:  Did your 4 

  mother's responsibilities change during the time that you were 5 

  the office manager? 6 

  A.  Well, not necessarily change, but they became much more 7 
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  Q.  All right.  Do you know was Freedom Books -- did anyone at 1 

  Freedom Books prepare tax returns while you were working there? 2 

  A.  Yes, they did. 3 

  Q.  Was there a particular type of tax return that people 4 

  prepared at -- 5 

  A.  The 1040 -- 6 

  Q.  -- Freedom Books? 7 

  A.  -- zero return. 8 

  Q.  What's a zero return? 9 

  A.  Uh, the return that -- the return that Irwin has, um, taught 10 

  the followers to file regarding, um, if they were ever equ- orht 

, if they wen'ter equ- andas, um,oin veid athrking thaf themayht 

n veihad put iurn rotauouhaf t yearas, umpa diin,oif tesht 

e retuare,oifhem thaf t endpe of t year.ht 

  Q.D die yos -- die yoe evehearpe od anyonwh to fire,his a zert 

e retu(n vrkin ksblfhewithe of IRSurns while yre  fireg there? )Tj
-2.841 0 T6
410 

  Most generallyaras, uat peowouldd
(cein ve lette e- otwou- orht )Tj
-2.841 0 T7
(10 )Tj
2.841 -2.268 Td
(-- u- ofou e- ofin (  As, just dept e fione of plloone040 -- )Tj
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(10 )Tj
2.841 -2.268 Td
(  Q lette esay vrk040 -- )Tj
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  they've been around for a while. 1 
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  A.  He was our shipping department; um, he was the one that took 1 

  care of all the shipping of most of the materials, um, 2 

  respectively.  He -- 3 

  Q.  Where is he located? 4 

  A.  He was in Indiana. 5 

  Q.  All right.  Thank you.  I'm sorry. 6 

  A.  Um-hum. 7 

           And we would fax the orders to him and then he would 8 

  ship them to the people.  Unless if they were a walk in or a 9 

  Nevada order then, um, they walked in and, of course, walked out 10 

  with the materials keduingwas thy paild oer thum. 10 

  Q. Uh,y were yo p remend in the ffiche thenMr. Schiff had. 20 

 consultations  withcustomder?. 30 

  A. Yels,Ie was inmye ffich.   Ann, ue -- andIe wasialos inmye 40 
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  A.  Irwin, my mom, Cheryl Godfrey.  Um, several employees. 1 

  Q.  Did you ever hear Mr. Schiff talk to anyone about whether to -j
2oe 0 ff tordo aforms?one about whether3to 
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           MR. BOWERS:  -- your Honor. 1 

           THE COURT:  76 is received. 2 

              (Government's Exhibit No. 76, received into 3 

              evidence.) 4 

           MR. IGNALL:  If we could... 5 

           THE CLERK:  Touch it and the top lights will come on. 6 

           MR. IGNALL:  There we go.  Technology. 7 

              (Document displayed in open court.) 8 

  BY MR. IGNALL: 9 

  Q.  All right.  Ms. Degrosselier, can you identify your 10 

  handwriting on this document? 11 

  A.  Yes, I can.  The 5/20, 5 dash 20 [sic], on the date is my 12 

  mom's and then you can tell mine is different because the -- 13 

           MR. CRISTALLI:  Objection.  Foundation. 14 

           MR. IGNALL:  All right. 15 

  BY MR. IGNALL: 16 

  Q.  Have you ever seen your mom's handwriting before? 17 

  A.  I used to tt moe date is my 
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  got so mad at me because I would not stop writing the orders up. 1 

  Q.  Did you ever -- did Mr. Schiff ever ask you for cash for any 2 

  reason? 3 

  A.  No. 4 

  Q.  Okay.  Uh, you said -- explain to me again what your 5 

  responsibility was, and explain to the jury obviously, for 6 

  making the payroll every week? 7 

           MR. CRISTALLI:  Objection.  Asked and answered. 8 

           THE COURT:  Excuse me. 9 

           She didn't talk aboutISTALLI:
-2 andjury obviously obviously, for 
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  Q.  And how did he get the cash? 1 
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           And, when we had a slow period -- because Irwin wasn't 1 

  able to get new materials out.  We were trying to get a lot of 2 

  things done with the reprint and stuff.  So, um, there wasn't 3 
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  She would set it up.  Sometimes she would run and do the 1 

  deposits.  However, there's been several times where I myself 2 

  have gone and done the deposits for the Foundation. 3 

           As, um -- like if Bill Thomas were to send me $5,000, 4 

  I'd go put it in Freedom Foundation upon Irwin's request because 5 

  there was too much in the other accounts or, you know, he wanted 6 

  it disbursed amongst all the accounts. 7 

  Q.  Did you ever see any documentation regarding what type of 8 

  organization Freedom Foundation was? 9 

  A.  A nonprofit organization is all that I know.  And that he 10 

  has -- 11 

  Q.  How do you know that? 12 

  A.  -- a big book. 13 

           Because Irwin told me that. 14 

  Q.  Did you ever see any IRS documentation or anything else? 15 

  A.  No.  I just know that he has a big, huge book, binder book, 16 

  that, um, he was supn spe tkeepon pe tundeNo.  assocudk, 

go evncumeok, puI'm A tas reat. 

  Q.A alright Q.  Did you evemaksee any depositine tei othee of 

  e Bankee oAmericahe accounse? 

  A.Ye Asbe oee o'emat. 

  Q.  Did yo  -- Ang whad Did yoy depostine tthpn he accounse? 

  A.U um evyo  - evyorarelyad DiIou evey depostcashk, pat, um? 

 ameyon ind Aschecksow.  anythine ow thasort Q.Orschecks fredo? 

f Bi,ng imuce woul  havs beefredoourscredostcards.? 
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  Q.  All right. 1 
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  A.  Yes. 1 

  Q.  Do you know what this check is for? 2 

  A.  Yes, I do. 3 

  Q.  How do you know that? 4 

  A.  Because there's a "P" with a circle on it. 5 

  Q.  Who wrote that "P" with a circle on it? 6 

  A.  I did. 7 

  Q.  And why did Td
(4ghte that--. )Tj
-2.24 0 Td
86 

  A. Fort--. 

  Q. --. "P" with--. 07 

  A. --.payroll, toy dstinguishe thy dffhernce between, uh,. 17 

  dffhernts checis fo my own ausA. Nobody elsre'so thee thn my  27 

 ownA.  rwiny din't evenu know t issystemA.  t wais fo my own  37 

 pwrotction.  47 

  Q.  did Td
wrioteanyh--. 57 

          MR. SCHIFF:  Chn I heare thyanswhee oh--. thyquestion. 67 

 aAndanswhe?. 77 

             (Discussion.between Mr. Crdstalli aAnd 87 

             Mr. Schdff.)d 97 

          THE COURT:  Go ahead.  

 BY MR. IGNALL:  

  Q.  Andif I chn turnd Tdr attrntion. oh thynext.page.  

             (Documrnts dsplayendin open cTdrt.)d 

          MR. IGNALL:  If we chn try aAndblnowupe that chec.  
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  BY MR. IGNALL: 1 
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  Friday? 1 

  BY MR. IGNALL: 2 

  Q.  And -- 3   BSCHIFF:  $2500; rightFriday? 

1 

  BY MR. IGNALL: 

2 

  Ado you know what this check was forFriday? 

3 Yes, IAdo.riday? 

2 
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  A.  Yes, I do.  And it's his actual signature, not the stamp 1 

  as -- 2 

  Q.  And -- 3 

  A.  -- you can tell. 4 

  Q.  -- did you fill out this check before Mr. Schiff signed it? 5 

  A.  Always.  He would never sign a check that wasn't filled out 6 

  and he would always ask questions about every check -- 7 

  Q.  Thank you. 8 

  A.  -- when he signed them. 9 

  Q.  And did you discuss with Mr. Schiff what the purpose of this 10 

  check was? 11 

  A.  He knew. 12 

  Q.  How did he know? 13 

  A.  Because I only went to Irwin with payroll checks. 14 

  Q.  All right. 15 
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  these proceedings. 1 

           THE COURT:  Oh.  Well... 2 

           MR. IGNALL:  He kind of needs to be here I think. 3 

           THE COURT:  He needs to be here.  We need to -- 4 

           MR. BOWERS:  All right.  Well, let me go get him then. 5 

  The guy was choking. 6 

           THE COURT:  Okay.  Well, we'll wait for him to come 7 

  back. 8 

              (Pause in the proceedings.) 9 

           MR. BOWERS:  Sorry, your Honor.  I didn't want to 10 

  interrupt. 11 

           THE COURT:  Well, thank you for letting us know. 12 

           Where were we when we left?  Which question were we on 13 

  when he left?  Were you on this check? 14 

           MR. BOWERS:  Yeah, I think it was about this check.  It 15 

  was very brief, your Honor. 16 

           THE COURT:  Okay. 17 

           MR. BOWERS:  We'll just pick up where we left off. 18 

           THE COURT:  All right.  We're discussing a check for 19 

  $3,000 dated December 7th, '99. 20 

           Go ahii-2.r 
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  Q.  -- you talked about -- did you have a discussion with 1 

  Mr. Schiff about whether to write anything on the check that you 2 
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           MR. BOWERS:  Thanks. 1 

           MR. IGNALL:  -- I'm gonna hand -- 2 

           MR. BOWERS:  Sorry. 3 

           MR. IGNALL:  -- a new exhibit up. 4 

  BY MR. IGNALL: 5 

  Q.  I've handed you what we've marked as Government Exhibit 75. 6 

  I'm gonna ask you to take a look at that.  Tell me, do you 7 

  recognize Exhibit 75? 8 

  A.  Yes, I do. 9 

  Q.  What is Exhibit 75? 10 

  A.  It's a check to my mother for $750 for her rent. 11 

  Q.  Written on what bank account? 12 

  A.  Um, the -- Irwin's personal account, Irwin A. Schiff account 13 

  through Bank of America, signed by him not -- 14 

  Q.  Who wrote out the check? 15 

  A.  I did.  It's my writing. 16 

  Q.  All right. 17 

           MR. IGNALL:  At this point, the Government moves into 18 

  evidence Exhibit 75. 19 

           THE COURT:  Any objection to 75? 20 

           MR. BOWERS:  No. 21 

           THE COURT:  Hearing none, 75 is received. 22 
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  yet. 1 
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  working at Freedom Books? 1 

  A.  Yes, I did.  Um-hum. 2 

  Q.  On whose instruction did you write this check? 3 

  A.  Irwin's. 4 

  Q.  And was this part of your employment at Freedom Books? 5 

  A.  It was while I was employed. 6 

  Q.  Yes. 7 

  A.  Yes. 8 

  Q.  But how -- how do you know this was for your mother's rent? 9 

  A.  Because I know how much my mom's rent was and her rent was 10 

  due.  And that's the only way I was able to write a check 'cuz I 11 

  didn't have time to go to the bank that day and she needed the 12 

  check that day -- 13 

  Q.  All right. 14 

  A.  -- because as you can see, 11-5 is when it was due. 15 

  Q.  How do you know that your mother's rent was due on 11-5? 16 

  A.  Because I paid her rent before -- 17 

  Q.  All right. 18 

  A.  -- myself personally when I worked previously. 19 

  Q.  Did she ever tell you how much her went was? 20 

  A.  Yes, because -- yes. 21 

  Q.  All right.  And did she ever tell you when her rent was due? 22 

  A.  Yes. 23 

           MR. CRISTALLI:  Objection.  Asked and answered.  Said 24 

  it was her rent check three times --25 
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  Q.  But you saw customers walking out with the brochure? 1 

  A.  Oh, yes, and asking questions about ejiw anI alwayse? 
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  now. 1 

  BY MR. IGNALL: 2 

  Q.  You mentioned that Mr. Schiff -- did you ever ask Mr. Schiff 3 

  for cash?  You said you did for payroll.  Did you ever ask him 4 

  for cash for other reasons? 5 

  A.  No, I didn't need cash for any other reasons. 6 

  Q.  How often did Mr. Schiff come up with cash himself for 7 

  payroll? 8 

  A.  Um, during the winter months, um, maybe once a month.  And 9 

  usually it was only if Bill had not sent the checks from Indiana 10 

  yet to me. 11 
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  A.  Um, not protecting per se, no. 1 

  Q.  Protecting it from the IRS perhaps? 2 

  A.  Just that there was certain ways that he, um, put his money 3 

  so nobody could touch it. 4 

  Q.  Did he say who -- 5 

           MR. SCHIFF:  Again, this is -- this is rank hearsay. 6 

  Can I cross-examine her on it? 7 

           THE COURT:  Well, you're present, so it's not hearsay. 8 

           MR. SCHIFF:  Well -- 9 

           THE COURT:  It's admissions. 10 

           Go ahead. 11 

           THE WITNESS:  Yes, Irwin only spoke about hiding stuff 12 

  from the IRS. 13 

  BY MR. IGNALL: 14 

  Q.  Do you know what car Mr. Schiff drove while you were working 15 

  at Freedom Books? 16 

  A.  Yes.  The Intrepid. 17 

  Q.  Do you know whose name that car was titled in? 18 

  A.  Um, Tim Deaton (phonetic). 19 

  Q.  Did Mr. Schiff ever tell you that? 20 

  A.  Yes.  And so did Tim Deaton. 21 

  Q.  Well -- 22 

  A.  Oh, I'm sorry. 23 

  Q.  Sorry. 24 

  A.  I'm sorry.25 
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  payment of outstanding tax liabilities.  This shows an ability 1 

  to pay and an attempt to pay his rent out of Freedom Books 2 

  account rather than his own account for something that -- 3 

           MR. SCHIFF:  Your Honor -- 4 

           MR. IGNALL:  -- the IRS may have access to levy.  We're 5 

  gonna have some more testimony about this.  I'm not sure the 6 

  Coura havnts-- 47

           MR. ICHIFF:  Your Honor -- 48
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           MR. CRISTALLI:  -- why she left.  Asked and answered. 1 

           THE COURT:  Well, he asked -- 2 

           MR. CRISTALLI:  And leading. 3 

           THE COURT:  -- he asked why she quit, and she said her 4 

  body couldn't take it anymore.  And then he asked if she was 5 

  fired or so forth.  And so that's a different question. 6 

  Overruled. 7 



 



 1
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  Q.  What drugs did you use while you were working there? 1 Speed and marijuana.there? 

1 Haveorko yo What affecteugs dr memory oforki eventsorkQ. here? 

1 

1 No,orkiy haveonot.there? 

1 Haveos did yd anyo What since whileweryd rking there? 

1 Yes, I have.there? 

1   Q.  What haveos did yd since rkin there? 

1 Um, speed and marijuana.there? 

1 
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           MR. CRISTALLI:  Objection.  Relevancy. 1 

           THE COURT:  What is the relevance? 2 

           MR. IGNALL:  The relevance of this is gonna be for the 3 

  expenditures method of proof showing an opening n (1)Tvhn. Ande 

           THE COURT: Overruledy. 

           THEWITNESST: So I(1)uld dri
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  the -- all of the evidence has been received and the case has 1 








