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Memorandum July 23, 2001

TO: House Majority | eader
Attention: Elizabeth Tohias

FROM: David L. Brumbaugh
Spacialist in Public Finance
Govarnment and Finance Division

SUBJECT: HReported Estimate of U.S. Tax Revenue Lost through Use of Tax
Havans

This memorandum responds to your request for information on o reported estimate of
the U.S. tux revenue lost because of the use of tax havens, The cslimate was made by
atomey Jack Blum, and you asked for information on the method used to cemstruct the
estimate. Mr. Blum's estimate was contained in u declaration filed in connection with a
petition the Internal Revenue Scrvice filed with 1.8, District Court for the Southern District
of Florida.'

In respanse (o your request, we contucted Mr, Blum and discussed his estimate: he wus
not able to send us a writlen discussion of his eslimating procedure. In general, Mr. Blum
indicuted that the estimale was an uncerfain ane. llowever, he did provide cerlain
mformation on his methodology. “'he sturting point for the revenuc-loss ligure was an
estimile of the volume of hunk deposits in tax havens - an amount exlimated at £3 1o 54
trillion. Becuuse the deposit figure was for deposits trom all countries, the U.S. revenue lass
ligure also used an estimale of the shure of the Lax haven deposits belonging to U.S, investors
— In this case the proportion was estlimated 10 be between 60% and 0%

Necessarily, the final estimate would also huve required an assumption or estimate of
the ratc at which U.S. deposits in tax havens would generale tuxable income if they were
actually subject to U.S. tax, the stututory tux rate thut would apply 1o the income, and the
extent Lo which foreign tux credits were assumed to olTset U.S. tax, We did not discuss thege
particular uspects of the cstimating process in our initial conversation with Mr. Blum, und
our atlempts to contact Mr. Blum on a follow-up busis have not been successful. [f you need
further assistance, do not hesitate 1o call, at (202) 707-7792.

' For information on the case and mention of Mr. Blum’s declaration, see: John Hembera, “IRS
Targets AmEx, MasterCard in Offshare Fishing Expedition,” Tax Norex, Oct. 30, 2000, p- 399-600,
A copy is aljached,
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