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THE DEPUTY SECRETARY OF THE TREASURY
» WASHINGTON

March 13, 2000

!

MEMORANDUM TO  LAWRENCE H, SUMMERS
-~ WILLIAM DALEY -
JOHN PODESTA
GENE SPERLING
CHARLENE BARSHEFSKY
MICKEY IBARRA '
DAVID BEIER

FROM: - STUART E. EIZENSTAT J,p

SUBJECT: o - ADVISORY COMMISSION ON ELECTRONIC
, COMMERCE

I wanted to bring you all up-to-date on a significant development within the Advisory
Commission on Electronic Commerce (ACEC). After talking with John and Gene midday
Friday regarding whether I should call ACEC commissioners, I spoke with Utah Governor
Michael Leavitt. The Governor and I spoke about a draft compromise proposal fashioned by
Richard Parsons (Time Warner) and David Pottruck (Charles Schwab), after extensive and very -
sensitive negotiations with Governor Leavitt and Mayor Kirk of Dallas. We had been sent a
close-hold draft of the proposal Friday mid-morning and on quick review it looks very

- promising. Isuggest we have a meeting very soon to discuss how the Administration
commissioners would vote on the proposal, as well as other proposals before the Cormmssnon
T he final ACEC meeting is March 20-21, in Dallas. :

During my call with Governor Leavitt, the Governor stated that the draft consensus proposal has
the support of at least four State and local ACEC commissioners (himself, Mayor Kirk,
Govemor Locke and Gene Lebrun). Governor Leavitt asked that I make calls to ACEC business
commissioners, particularly Mike Armstrong (AT, &T) and John Sidgmore (MCI Worldcom), to
encourage them in the effort to reach a consensus based on the proposal. The Governor stated
that he believed a phone call to David Pottruck would also be useful. Governor Leavitt did not
think it necessary that we commit the Administration to supportmg the proposal for the calls to
be effective. 1iold Governor Leavitt that I would speak to Richard Parsons first, to make certain
that we did not pre-empt his efforts to present the plan to other commissioners. Ialso wanted to
commumcate with all of you pnor to- makmg the calls.

1 was able to speak to Mr. Parsons bneﬂy Friday evening. We agreed that he would call me after "
speaking to the other business commissioners regarding their reactions to the proposal and ,
regarding whether Mr. Parsons thought phone calls to them from the Administration would be -
helpful We have heard that Governor Gilmore of Virginia may have discovered thata
compromise plan is in the ofﬁng and may be calling commissioners himself to try to prevcnt the
forming of a consensus around it. It is possible Governor Gilmore may enlist Senator Lott, '
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Chairman Bliley and the press in any such effort. We have also heard that George Vradenburg
of AOL, who is staffing ACEC Commissioner Robert Pittman, may as well be making calls, to
push the aggressively anti-State proposal he and other business representatives have submitted

‘to the Commiission. I believe calls from myself or other Administration officials to the business

commissioners may be an effective counter to efforts to prevent consensus.

Below is a very brief description of the proposal We of course will be prepared to dlSCUSS itin
more detail at the meetmg [ suggest we have very soon.-

i

Under the proposal:
e The current moratorium under the Internet Tax Freedom Act on State and local taxation of
‘Internet access and on State and Iocal multlple or dlscnmmatory taxation of electronic

commerce would be made permanent :

o State and local governments would be encouraged to work with the telecommumcatmns
industry to simplify State and local telecommunications taxes, and Treasury would report to

. Congress annually on the progress of such simplification;

o State and local governments would be encouraged to redress dlscummatory taxation of the
telecommunications industry;

¢ Congress would enact legislation authonzmg an mterstate sales tax compact establxshmg a
smphﬁed tax system: A State adopting the simplified system would be authorized to
impose use tax collection obligations on remote sellers, other than on sellers of digital goods

~ and services and digital data and information;-

» Any digital goods and services and any digital data and information services not currently

~ taxable under the Internet Tax Freedom Act would be protected from tax until December 31,
- 2003, during which time the States would attempt to develop an acceptable tax regime that
would not violate individual privacy or create a compliance burden; :

o State and local governments would agree to a uniform process to provide openness and
accountability to their citizens so that those citizens could determine whether the collection
of use taxes on remote sales created a net increase in their tax burden;

» Congress would take no action regarding nexus other than detailed above; :

e Congress would request additional research on certain issues, such as the D1g1ta1 Divide and
the effect of electronic commerce on government revenues; and

e The 3% Fed eral Excise Tax on Commumcatlons would be repealed or phased out.

Although not perfect, the proposal mcorporates major concessions from both the busmess

. community and the States and localities, and is generally consistent with good tax policy. It

represents a good and serious start to solving a problem the President identified in his remarks
during the recent NGA meetings as critical to States and localities, especially with respect to

" maintaining and improving public educamon and other essential services.

However, the proposal regarding the Federal excise tax may be problematic for us. The .

-~

language of the current proposal prov1des

1
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¢ The 3% federal excise tax on communications services should be repealed, or phased out
‘expeditiously, consistent with the overall federal requxremcr;t to maintain a balanced federal
budget, and meet targeted reducuons in the national debt.

Should the compromise proposal as a whole go forward, we would hope that the Adnumstrauon
would not be forced to vote against it on the basis of this issue alone. We can try to have the

- FET proposal pulled out and put forward separately, but I am not optimistic that the business
‘commissioners would be willing to see the package fragmented. If we cannot support the FET

proposal as drafted, I am of the view that we need to consider compromlse fanguage. We

. propose the following: ,

‘o The 3% federal excise tax on commumcatlons services should be phased out, if phase out

can be accemphshed without threatening the important priorities of maintaining fiscal
discipline, paying down the national deht, extending the solvency of Medicare and Social
‘Security, and maintaining core government functions, such as healthcare and education.

As discussed above, I also propose that after consulting with Richard Parsons, I or other

-Administration officials make the phcne calls to ACEC business commissioners that Governor

Leavitt has sug gested.

. cc: Jonathan Talisman

Joseph Guttentag
Robert Novick
Andrgw Pincus

T
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THE QEPUTY SECRETARY OF THEVTREASUR"."
’ ' " WASHINGTON

March 14, 2000

MEMORANDUM TO LAWRENCE H. SUMMERS
WILLIAM DALEY
JACK LEW
JOHN PODESTA
GENE SPERLING
CHARLENE BARSHEFSKY
MICKEY IBARRA -
DAVID BEIER

FROM: » STUART E. EIZENSTAT 7%

SUBJ ECT : E-COMMERCE COMMISSION CONSENSUS AND THE
FEDERAL EXCISE TAX ON COMMUNICATIONS

The business community and the state and local tax officials have each moved substantially
toward reaching the kind of principled consensus around state taxation of e-commerce
transactions which we should be able to support. We have reviewed the latest proposal
thoroughly and are of the view that it is both a significant advance and generally consistent with
good tax policy. (We are prepared to discuss with you further any of the details such as the
treatment of digitized goods.) |

However, the component of the proposal regarding the Federal excise tax on communications
(FET) may be a problem for us. Previously, we had supplied the following Administration-
cleared language for consideration by those parties (Governor Leavitt, Mayor Kirk, Richard
Parsons and D.md Pottruck) working on the compromise:

e The Commission notes that repeal of the Federal Excise Tax on Communications has merit.
The Commission recognizes, however, that repeal of the excise tax should only be
undertaken in a context in which it would not threaten the important priorities of
maintaining fiscal discipline, paying down the national debt, extending the solvency of
Medicare and Social Security, and maintaining core government functions such as
healthcare and education. ‘

The current draft ACEC consensus proposal provides instead:
® The 3% federal excise tax on communications services should be repealed, or phased out

expeditiously, consistent with the overall federal requirement to maintain a balanced federal -
budget, and meet targeted reductions in the national debt.
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maintaining fiscal discipline, paying down the national debt, extending the solvency of
Medicare and Social Security, and maintaining core government functions such as
healthcare and education.”

The current draft ACEC consensus proposal provides instead:

s “The 3% federal excise tax on communications services should be repealed, or phased out
expeditiously, consistent with the overall federal requirement to maintain a balanced federal
budget, and meet targeted reductions in the national debt.”

Should the current consensus proposal go forward, we would hope that the Administration
would not be forced to vote against it on the basis of the FET issue alone. The States and
localities would be particularly upset if the Administration did not support the proposal, asitis a
significant advance from previous proposals. We can try to have the FET language pulled out of
the consensus proposal and put forward separately, but 1 am not optimistic that the business
commissioners, particularly Mike Armstrong of AT&T, would be willing to support a package
that did not'include an FET recommendation. In addition, disassembling the package.in any

way might lead to its wreckage, as most everyone who is considering supporting it likely has one -
or more parts they would like to see taken out. If we cannot support the FET proposal as '
drafted, 1 am of the view that we need to consider compromise language. 1 propose the
following: -

o “The Commission notes that repeal of the Federal Excise Tax on Communications has merit.
The.Commission recommends that phase out of the tax be considered, if phase out can be
accomplished without threatening the important priorities of maintaining fiscal discipline,
paying down the national debt, extending the solvency of Medicare and Social Security, and
maintaining core government functions, such as healthcare and education.”

That language zmay'not satisfy some of the business commissioners, as there is strong feeling
that the Commission should recommend that the FET be repealed or phased out. A
recommendation that repeal “be considered” might not go far enough.

If we are unsuccessful in negotiating fully satisfactory replacement language, another alternative
is to vote for an entire package which includes the language as currently contained in the
proposal, but qualified either by a footnote to the proposed language or by an oral statement
upon voting, that explains and qualifies the Administration position. We would want to let
Michael Armstrong (AT&T) and perhaps other business commissioners know in advance so
they would not argue bad faith. '

Attachment

cc: Jonathan Talisman
Joseph Guttentag
Robert Novick
Andrew Pincus


http:package.in

L5

4"’(

E-Commerce Tax Nexus

The business commissioners (primarily at the-instigation of through their staff) included in their
general proposal to the ACEC a nexus proposal that applies to sales tax and to business activity
taxes (e.g., state corporate income and franchise taxes). The proposal is cast as an attempt to
‘clarify” that certain activities should not create nexus. The effect of the proposal, however, is
not to clarify nexus, but substantially limit current state taxing authority.

If the business commissioners were truly interested in clarification, they would propose a nexus
standard that is easily verifiable, such as predicating nexus based on sales volume within a given
taxing jurisdiction. In our view, the proposal is an attempt to provide certainty regarding certain
aggressive business structures, such as the use of “e-subsidiaries”, to avoid sales tax collection
obligations. In fact, we have heard that Mr.Pottruck himself is uneasy with inclusion of certain
factors contained in the proposal, because they go too far. ~

The business proposal contains both controversial (and significant) nexus factors and non-
significant (and inconsequential) nexus factors. Even with respect to the less significant factors,
however, there will be some State opposition, on State sovereignty grounds.

Following is the laundry list of activities that would not create nexus under the business proposal
and our brief analysis of each “clarification”:

(a) aseller's use of an Intemet service provider that has physical presence in a state;
Analysis: Not a significant nexus factor, and already addressed within the Intemet Tax F reedom Act’s
prohibition on discriminatory taxes.

(b) the placement of a seller’s digital data on a server located in that particular stéte
Analysis: Not a significant nexus factor; and already addressed within the Internet Tax Freedom Act s
prohlbntlon on discriminatory taxes.

(c) a seller's use of telecommunications services provided by a te]ecommumcatlons provider that has
physical presence in that state;
‘Analysis: Not a significant nexus factor.

(d) a seller's ownership of intangible property that is used or is present in that state,

Analysis: This is a significant nexus factor. The South Carolina Supreme Court ruled in favor of the
state in a corporite income tax case 6 e., the Geoffrey case) This proposal seeks to leg!s]atlvely overtum
that case.

{(e) the presence of a seller’s customers in a state;
Analym Not a significant factor for sales tax ncxus, although the States would probably like the word
“mere” inserted before presence.

- (f) aseller's affiliation with another taxpayer that has physical presehoe in that state;

Analysis: This is a significant factor, and represerits the furthest reach by the business commissioners.
States havc had some success establishing nexus based on the presence of an affiliated company
performing activities on its behalf.
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(g) the performance of repair or wananty services with respect to property sold by a seller that does not
otherwise have physical presence in that state;

Analysis: This is a significant factor, and we have heard it was put into the proposai to placate Gateway

(Ted Waitt). States have a sound position that these repair activities can create nexus.

(h) a contractual relationship between a.seller and another party located withinthat state that permits
goods or products purchased through the seller's website or catalogue to be returned to the other
" party's physical location within that state; and
Analysis: This is a significant nexus factor. States view thiselement as an attempt to leglslatc a largc tax
loophole by facilitating the development of “Intermnet subsidiaries™ that would allow for collaboration with
a main street affiliate.

(1) the advertisement of a seller’s business location, tclephone number andwebsite address.
Analysis: Not a significant nexus factor. States have not succeeded in predicating nexus based on in-state
advertising. :

Conclusion: Clearly, some of the nexus factors included in the business proposal do not
represent a significant retreat of State taxing power. It may be possible to broker a consensus by
including some of these factors in the proposal, although we will need to see how resnstant the
States are to any federal preemptlon :

TALKING POINTS :

e _As you know, any discussions involving néxus are particularly sensitive, and raise important
and delicate issues such as state sovereignty and federalism that have implications beyond
taxes. .

e Therefore nexus clarification proposals that may appear non-controver51al or even
insignificant may be resisted by some State representatives.

» Furthermore, in our view, any discussion regarding nexus clarification should be limited to
sales and use taxes, This Commission has focused its efforts on sales tax issues. We have
not heard sufficient testimony or had sufficient discussions regarding the income tax issues to
justify a recommendation. ,

e We have reviewed the list of nexus proposals included in the Business Caucus plan. Some of
the proposals seem reasonable while others seem to severely limit current state taxing
authority, which seem inconsistent with their characterization as “clarifications”. For
example, providing that a seller’s use of an in-state Internet service provider (ISP) does not
give the seller nexus, seems both consistent with current law and the Commission’s mandate.
On the other hand, providing that the performance of warranty services in a state never
provides nexus, is an unreasonable restriction of nexus that is inconsistent with current law.

e Why don’t we try to identify the reasonable e-commerce-related activities that should not be
relevant for determining nexus? Once we have that list, we can discuss whether and how to
provide protection to business engaging in those activities. We can then incorporate that into
a consensus proposal. In my view, it would make sense to have those protections become a
part of the Parsons draft compromise.
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‘DEPARTMENT OF THE TREASURY
WASHINGTON .

O

ASSiSiANT SECRETARY | APR101995 ACTION

- MEMORANDUM FOR DEPUTY SECRETARY NEWMAN

FROM: George Muiioz h)M» -
Assistant Secretary (Management) & CFO

SUBJECT: Treasury/IRS Modernization Management Partnership

ACTION FORCING EVENT:

When the General Accounting Ofﬁce (GAO) and the Congressional Appropriations
Committees expressed concerns over the management of Internal Revenue Service (IRS) -
Modernization, budgetary pressures led Congress to reduce the Administration’s FY 1995
budget request for IRS Modemization by $367 million (37%). Unless these management
concerns are resolved quickly, budget requests of $1.03 billion for FY 1996 and $6.7 billion
through FY 2000, could be srrmlarly threatened

RECOMI\IEM)ATION.

In concert with our own efforts to improve financial management, project management, and

- technical oversight, Departmental Management must assume an active role in policy and
management decisions affecting IRS modemization. Recommend that you approve the
proposed charter (Tab A) and staffing (Tab B) for a Treasury/IRS Modernization
Management Partnership (MMP).

j[LAgree ' Disagree Let’s Discuss

Also attached are the Interagency Agreements to be signed by Mrs. Richardson and me
(Tab C).

BACKGROUND ANALYSIS:

Since its inception in 1987, the IRS modernization effort has evolved from a relatively simple
automation upgrade to a complete business process re-engineering. The evolution of

- organizational structures, priorities, and system development strategies has led oversight
bodies such as GAO to conclude that IRS may need to improve its technical and management
skills. Appropriations Committee Reports likewise have called for IRS to improve program
management, technical expertise, and performance measurement.

ATTACHZMEN']FS Tab A: MMP Charter TAB C: Interagency Agreements
Tab B: MMP Staffing

EXECUTIVE SECRETARMT



CHARTER

Treasury/IRS Modernization Management Partnership

Purpose:

The Treasury/Internal Revenue Service (IRS) Modernization Management Partnership
(MMP) is established to foster Treasury Department participation in and support for
strategic policy and management decisions affecting modernization of the IRS.

The partnership is being formed specifically to address management concerns identified
by oversight bodies such as the General Accounting Office (GAO), and to ensure that

~core business processes of the IRS are realigned to efficiently meet the needs of U.S.

taxpayers in the 21st century. To accomplish this, the MMP will:

Participate in and approve stratégic decisions affecting policies for and
management of IRS Modernization;

Foster effective program management by overseeing priorities, resource
allocations, staffing levels and implementation schedules; ‘

Monitor the progress of IRS Modernization toward specific program
milestones and strategic decision points, initiating corrective actions when

necessary,

Ensure that oversight recommendations are responded to in an appropriate
manner and that follow-up actions are documented; and

Ensure that the IRS Modernization planning proeess includes performance
measures and oversee the achievement of management goals.

Context:

IRS Modernization is introduéing a new concept of operations to IRS. It is intended to

~overcome the challenge of exploding workload caused by statutory changes and

demographic shifts, permit innovative solutions to a new generation of compliance
problems, and exploit continuing advances in information technology. But much of the
progress to date is not yet visible to the taxpayer. This circumstance may have led to
GAO’s recent assertion that "after § years and an investment of almost $2 billion,
progress ... has been minimal." ‘



Over the next 10 years, spending on IRS Modernization is projected to exceed

$12.6 billion. If successful the project will yield an estimated $32 billion in additional
‘revenue over the same period, while vastly improving service to the taxpayer.
Principal risks to successful completlon include: :

» . The need for an additional $12.6 billion not yet appropriated by Congress, and

. Organizational and labor-management issues associated with transition to a new
‘concept of operations.

Responsibilities:

The MMP-shall serve as the primary review body for strategic decisions affecting policies for
and management of IRS modernization, and as principal point-of-contact for presenting IRS
modernization initiatives to Departmental Management and communicating Departmental
decisions to IRS. Guidance will be provided to IRS on activities and issues that are critical to
the success of IRS modernization, entail significant resource expenditures, or may engender
significant Congressional interest. In exercising its responsibilities, the MMP will serve as a
vehicle for integrating long-term strategic concerns with day-to-day management decisions, and
~ for building upon existing Departmental review processes without duplicating their functions.
To accomplish this, it will:

Encourage implementation of improved management processes, including
adoption of GAQO’s "Best Practices" for strategic information management;

.. Coordinate the efforts of blue-ribbon panels and outside experts retained to
review plans for and progress of IRS modernization;

. Coordinate and expedite Departmental review of planning, budget (plans and
expenditures), procurement, information systems, human resource and
management issues related to IRS Modernization, including the development and
overs:.lght of all performance goals, measures, and results and mtegrate these
into a coherent Treasury Department p051t1on

Facilitate Treasury Department support of IRS Modermzanon efforts with
external oversight bodies, including the Office of Management and Budget
(OMB), the General Services Administration (GSA), the General Aecountmg
Office (GAO), and the Congress.-



Executive Steering Group:.

The MMP..;;hall be directed by an Executive Steering Group, co-chaired by the Assistant
Secretary (Management)/CFO and the Commissioner of the IRS. Membership of the group
shall include the: ‘ :
Deputy Assistant Secreiary (Departmental Finance and 'Managemént)
Deputy ‘Assistant‘ Secretary (Information Systems)
Deputy Chief Financial Officer
IRS Deputy Commissioner |
IRS Modernization Executive
. IRS Chief Information Officer |
+ IRS Chief Financial Officer
The Executive Stezring Group also includes fhe following advisory members:
~ Assistant Secretary (Tax Policy)
Assistant Sécretary (Legislative Affairs)
General Counsel
Inspector Generai
| Dir@tor of Security
IRS Chief Management and Administration
IRS Chief Inspector
Subcommittees of the Executive Steering Group may be established by the Co-chairs to
undertake specific projec;ts or address particular concerns of the Steering Group.
Subcommittee members may include full-time and advisory members of the Executive Steering
Group, and other members designated by the Co-chairs. :
Tﬁe Executive Steering Group shall convene at intervals determined by the Co-Chairs.

In addition, bimonthly meetings may be held with the Deputy Secretary to review progress on |
issues related to IRS Modernization.



Staff Support:

The Deputy Assistant Secretary for Departmental Finance and Management (DAS/DFM) will
~ provide support to the Executive Steering Group. Staff support for the Executive Steering
Group will consist of an Executive Director, a senior. analyst, and a secretary. The Executive
Director will serve as a senior staff advisor to the Executive Steering Group Co-Chairs. For
purposes of administrative and managerial control, the staff will report to the Director of the
Office of Organizational Improvement under DAS/DFM.

Funding:

The Executive Director shall prepare an annual budget for the MMP for approval by the Co-
chairs. The budget will include costs of staff salaries and benefits, travel expenses for the .
Executive Steering Group and MMP staff, consulting fees for outside technical experts, and -
other expenses of the MMP. Funding for the MMP will be provided by the IRS to -
Departmental Offices on a reimbursable basis, subject to availability of funds, through an
Interagency Agency Agreement to be executed each-fiscal year.

Amendments to the Charter:

The charter may bie amended as necessary by consent of the Executive Steering Group, with
the approval of the Deputy Secretary.

I hereby approve this charter.

Frank Newman ‘ . (date)
Deputy Secretary



\LARTES AND BENEFITS
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TREASURY/IRS MODERNIZATION MANAGEMENT PARTNERSHIP

Staffing and Costs -- FY 1996

ANNUAL

DAYS ON

st

| DAILY . "BASE | 33%PAY | 20% . | TOTAL
TITLE GRADE SALARY | SALARY | BOARD | SALARY RAISE | BENEFITS | ESTIMATE
ixecutive GS15/05 $81,221 $312 260 | $81,221 $2,010° | $16,646 | $99,877
lenior Analyst | GS14/05 69,047 266 260 69,047 1,709 14,151 84,907
ecretary* - | GS07/05 27,698 107 | 0 260 | 13,849 343 2,838 17,030
"OTAL | - $164,117 $33,635 $201,814
ITAL COSTS:
rsonnel Costs $201,814
msultant** 108,000
avel 30,000
ipplies- 1,000
ital Agreement Costs - 340,814
Iministrative Overhead @11% _31.330
SREEMENT TOTAL $372,144

Emplovee devotes 50% time to MMP, . . .
Contractor will work 2 days a week for 26 weeks and 1 day a week _for 26 weeks Daily rate is $1,000. Consultant travel expenses are included in the estimate,




\LARIES AND BENEFITS

TREASURY/IRS MODERNIZATION MANAGEMENT PARTNERSHIP

Staffing and Funding -- FY 1995 (April 1 - September 30)

'ANNUAL | DAILY | DAYSON TOTAL '20% | TOTAL

TITLE | GRADRE SALARY SALARY. BOARD SALARY BENEFITS | ESTIMATE
xecutive | GS15/05 $81,221 $312 130 $40,560 $8,112. $48,672
enior Analyst | GS14/05 69,047 266 130 34,580 6,916 41,496
ecretary* GS07/05 27,698 | 107 130 6,955 1,391 8,346
'OTAL | - - | $82,095 $16,419 $98,514
DTAL COSTS:
rsonnel Costs $98,514
msultant** 70,000
avel 30,000
;pplies 1,000
nasonic Fax Machine UF-755 - 2,200
>. installation and one year warranty :
PC 486DX266 and 1 Printer HP4 12,400
ot inc. installation and support
ital Agreement Costs 214,114
iministrative Overhead @11 % 21,573
SREEMENT TOTAL - $235, 687

Implovee devotes 50% time to MMP,
- Contractor will work 5 days a week for initial 6 weeks, 2 davs a week for following 6 weeks, and I day a week for remaining weeks in the FY. Dazly rate is

000, Consultant travel expenses are mcluded in the esnmate




DEPARTMENT OF THE TREASURY
DEPARTMENTAL OFFICES
INTERAGENCY AGREEMENT #95-R-194

OFFICE RECEIVING SERVICES: INTERNAL REVENUE SERVICE

BILLING ADDRESS: ‘1111 Constitution Avenue, N.W,
' Washington, D.C. 20224

PURPOSE: The Internal Revenue Service (IRS) agrees to reimburse the Department of the
Treasury, Departmental Office, for the services provided by the Departmental Offices to the
Treasury/IRS Modernization Management Partnership (MMP), as described in more detail in
the attached charter, in an amount not to exceed $235,687 for the period April 20, 1995

- through September 30, 1995. Estimated breakdown of costs are as follows:

Personnel Costs - $98,514
Consultant . 70,000
Travel | ‘ 30,000
Supplies - 1,000
Panasonic Fax Machine UF-755 2,200
Inc. installation and one year warranty

3 PC 486DX266 and 1 Printer HP4 12,400
Not inc. installation and support

Sub-total , 214,114
Administrative Overhead @11 % - 21,573

AGREEMENT TOTAL | $235,687

 AUTHORITY:, This agreement is entered into under the authority of Section 601 of the
Economy Act of June 30, 1932, as amended, 31 U.S.C., 1535 and 1536, and the authorizing
legislation of the agencies involved. ‘

PAYMENT: Payment will be quarterly, at the end of each quarter.

APPROVALS: - DEPARTMENTAL OFFICES

“George Muiioz ' © Date
Assistant Secretary (Management) and CFO ‘

Financial Manager




APPROVALS: INTERNAL REVENUE SERVICE

Margaret Milner Richardson
Commissioner, Internal Revenue Service

Financial Manager

. Date

Agency Locator Code (ALC) or Accounting Classification
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DEPARTMENT OF THE TREASURY
DEPARTMENTAL OFFICES
INTERAGENCY AGREEMENT #96-R-194

OFFIQ;E RECEIVING SERVICES: INTERNAL REVENUE SERVICE
" BILLING ADDRESS: ' ‘1111 Constitution Avenue, N.W.

Washington, D.C. 20224

PURPOSE: The Internal Revenué Service (IRS) agrees to reimburse the Departmem of the
‘Treasury, Departmental Office, for the services provided by the Departmental Offices to the
Treasury/IRS Modernization Management Partnership (MMP), as described in more detail in

~ the attached charter, in an amount net to exceed $372,144 for the period October 1, 1995,
through September 30, 1996. Estimated breakdown of costs are as follows:

Personnel Costs _ ‘ $201,814
Consultant 108,000
Travel S : 30,000
Supplies 1,000
Sub-total ' ‘ 340,814
Administrative Overhead @11 % 31,330

AGREEMENT TOTAL  $372,144

AUTHORITY: This agreement is entered into under the authority of Section 601 of the
Economy Act of June 30, 1932, as amended, 31 U.S.C., 1535 and 1536, and the authorizing
legislation of the agencies involved. : ;

PAYMENT: Payment will be quarterly, at the end of each quarter.

_ APPROVALS: DEPARTMENTAL OFFICES

Gwrée Mufioz - Date
~ Assistant Secretary (Management) and CFO

Financial Manager




APPROVALS: INTERNAL REVENUE SERVICE

Margaret Milner Richardson , Date
Commissioner, Internal Revenue Service '

Financial Manager

Agency Locator Code (ALC) or Accounting Classification



THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON, D. C. 20220

NOTE TO THE SECRETARY

Tax Systems Modernization (TSM) reguires
direct involvement at the Departmental level.
Accordingly, I have met with Peggy Richardson
and George Mufoz, and together, we have °
agreed on the charter, membership, and
funding for a new Modernization Management
Partnership (MMP) to provide departmental
support for TSM, as outlined in the attached
memorandum. This is an internal agreement
with outside consulting support and full-time
staffing.

The MMP should satisfy our oversight
committees and GAO, as well as our own
requirements for proper guidance of TSM.

I'll meet with this group>oh a monthly basis
and keep you informed of our progress.

Frank N. Newman

Attachment



THE DEPUTY SECBETARY OF THE TREASURY
WASHINGTON, D. C. 20220

April 13, 1995

NOTE TO THE SECRETARY

. Tax Systems Modernization (TSM) requires
_direct involvement at the Departmental level.
Accordingly, I have met with Peggy Richardson
and George Mufioz, and together, we have
agreed on the charter, membership, and
funding for a new Modernization Management
Partnership (MMP) to provide departmental
-support for TSM, as outlined in the attached
memorandum. This is an internal agreement
with outside consulting support and full-time
staffing. :

The MMP should satisfy our oversight
commnittees and GAO, as well as our own
requirements for proper guidance of TSM.

I'll meet with this group on a monthly basis
and keep you informed of our progress.

Frank N. Newman'

Attachment
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| DEPARTMENT OF THE TREASURY = /4 L7/%
WASHINGTON o .

Asslstatt? sscaamaf -‘ “ o " | o | Cctobér 27, 19‘95.‘

MEMORANDUM FOR DEPUTY SECRETARY SUNIMERS '

o »FROM o | George Munoz '. | IS
o o Assistant Secretdty for Management & CFQ
» SUBJECT o 'IRS M‘odernlzatlon.-"Issues'aud Recommendationsﬂ ’

o ThlS memo prowdes you wnh concrete recommendattons that you can' tmplement to ensure a

- successful modernization effort at IRS. Tt should be clear from our discussions'and your .
. analysis of the situation to date that without fundamental changes in the IRS’s approach to its_- S
- Tax Systems Modermz:atlon, there is a significant probabitity that the IRS may not be able tm Wty

. jtmplement TSM and will not realtze 1ts full potentlal value L ‘/_i\ o b
: The memo contams the follovnng seetlons L e T il

5 VA, ',i Background on the modermzanon effort

S Dealing with risks and exposures
2. @ The Department’s initial response

o ',- Management re commendanons for changmg course at IRS
- L BACKGROUND |

K 'kFundmg IRS has spent about $3 btlhon on TSM from FY 1990 1995 thb another $5 b11110n
“proposed over FY 1996-2000. The Appropriations Committees. have cut the last two. years’ '

i . budget requests of $1 billion by 40% and 30%. Also, the Senate proposed withholding all FY -

1996 TSM funds until the IRS took steps to correct ISM. weaknesses. . The Senate and House
h "agreed in Conferenee that $100 million will be “fenced” until the Treasury subtmts certain
" _réports on IRS progress. Citing unpredxctable funding as a barrier to TSM success, the IRS' has
- _-been pushing hard for altérnative means of fundmg TSM outside of the budget caps, possxbly
o 'through a non-dtscrenonary trust ﬁmd M : o , _ _

o ) : "."”‘On-gomg Crmclsms Two 1995 GAO reports were h1ghly cnttcal cauttonmg that TSM : ‘

‘would not succeed if IRS did not. improve its business management and also its information

systerns deve lopr capabttmes and management GAO menfmem o

L. 1neffect1ve strategtc management of mvestments , .
e madequate systems architecture, testing and mtegratton

o ~_k '« ‘a weak software development process; - :
e al ‘business strategy that wﬂl not maxnmze electrome ﬁhng and that may 1mpa1r the

~ IRS’s future ability to process paper returns; and: -

o _ ‘A_:J;".lf;agmented_authonty and lack of aCCQumabﬂ,ltY v




4

- mhelb}f and Kerrey have amended the apprOpnattons bill to create a ‘bipartisan Nationa

o w1th a view. to makmg the IRS a quam«governmental agency

- _already in trouble and ug_de_r_h_em_cnngl‘sm‘ ince 1

-

GAO still has four open TSM audtts and Wlll continue to report on IRS progress in meetmg 1ts .
recomrnendatlons . ,

' Several crtttques cited the IRS’s tnadequate in-house expertlse for properly developmg and

implementing TSM. " The FY 1996 appropriations bill requires the IRS to.provide a plan for '
expandmo the use of extemal consultants for deveIOpmg and 1ntegrat1nc TSM ' :

. More 0vers10ht Proposed Roger Johnson, head of the General Semees Admtmstratlon |
Wthh approves large-scale information technology: investments, was prepared to recommend a
“time-out” for TSM and is proposmo establishment of a TSM- Techmcal Advisory Board.

Commission on Restructuring the IRS that would review not Just TSM but all IRS operatlons-- o

Other Issues A number of senior executtves and Imddle managers have recently rettred or

gone to the private sector--leavmg the IRS with sornethmg of a brain drain and vacant key
_positions. The Chief Information Officer is one such position; which is proving difficult to ﬁll :
~Since the private sector can offer a much higher salary to someone with the I‘eGmSlte skills for -

fis critical job. - The Chief’ Fman01al Officer posmon just became vacant ' '

.‘ Hlstory is Important. It should be recogmzed that the TSM prOJect had several false sta.rts,
© dating back to 1989.- Initially, it was designed as nnproved automation. Then it was ~ * . - .
‘redesigned as-a reengine ermg effort.  For example, back in 1989, GAO pointed out the i 1ssues Do

.. with the initial TSM effort in its report "ADP Modernization: IRS’ Automated Exammatton R
Administra g 3 A pzoj Ct.,,, .

N System-—Troubled Past, Uncertain Future." The Clinto

3, eahmproveme

' »been done to: gam _back some credtbthty

o II Dealmg thh Rlsks and Exposures

- interim deliverables with recognizable business, benefits.
.. intent of GAO
ﬂiirnplemented.e :

: ‘,These TSM problems create 31gmﬁcant rlsks for the. IRS the Department and the | » N
Administration. ﬁ?he GAO, in its continuing audits and Teports,. concludes that IRS has fatled -

. to take clear, credible and qmck action, Congress could well pull the plug on TSM fund@
o (TIE risk of ‘not domg TSM, in at least some major form, is that the emst;nﬂ?gstems will

“eventually become unmaintainable and fail to perform their basic functions. Beside these -

- management Tisks, there is the market risk that the public wﬂl not fully race electronic
L ﬁhng, ‘which would alter TSM’s costs and benefits. In a separate risk category, tax reform may‘ -

- negate both operattonal and revenue-enhancmg beneﬁts

. é; Department ay a major roIe in deahng w1th each of these nsks The Department
* must work direcffgnally with the IRS to establish focus, @gntles co

iggency plans, and

*

s "ecommendatlons and other best practtc o that dtrectlon can be -

e must also_help the IRS meet the B S



Threat to TSM. related and consequenhal nsk 1s that a contm ng stream of crmcal GAO - B
reports will prod CGfigress to withhold or eliminate TSM fundm<r The result will be a write--

off of some of the investment. We will also have wasted years of effort without solving the
core problems that drove TSM. We must therefore ensure that the IRS: responds to GAO
criticisms and recomme :ndatrons . We also need to help IRS. develop a:cogent story about ‘what
TSM is, why it’s impoitant, what ‘the business case is and what’s been accomplished to date.
Stakeholders need to be able to-see-the differences in the TSM work: system processes—-how a
return or taxpayer queshon is handled now versus how it w111 be handled under TSM ’

Old Systems Farlmg<£)ancellat10n of TSM actrvmes (whether voluntary or mandated) carrres .
- its‘own set of risks. Many. core IRS systems are written in obsolete computer language, known
- to exe}fewer programniers/” If the IRS does not’t update or phase out these old systems, there .
- will be no one to maintain them, and the IRS wrll be.vulnerable to filing season failure with
= potentlally serious consequences We need to ensure - that in settmg TSM prrontres IRS
~ accounts for the nsk of not underta.lqng a pro;ect LT :

"Not Meetmg Electronlc Fllmg Goals Although IRS has pubhcly stated its goal of havmg 80 -
million eléctronic ﬁlers by 2002 @_eetromc filing dropped 19 percent from 1994 to 1995} with .

- ‘many issues surfacmg to the public. [There is not a clear strite getting to 80 mtlhon R
- filers; which underlies much of TS conomic JustrﬁcatL; ithout this level of R
~penetration, the IRS will jhave to increase its investment in paper processing technology, add -

‘staff; and sacrifice capuyr\.hg addmonal mformatlon needed to produce the antrcrpated ‘

‘-comphance beneﬁts : G ‘ o

o Respondmg to GAO’S cntrmsm and dn‘ect pressure from NPR and OMB IRS isnow . ,
" undertaking a crash pro gram to expand electronic filing this year to people~who prepare their’ '
-~ own returns with tax preparation software This program called Global Qp-Line Electronic v"'x \"’j
- vFrlmg (GO-ELF), ‘may or may not be ready for use in calendar year 1996. ‘We want to ensure e
: that IRS apphes sohd precepts of consumer marketmg and has adequate contmgency plans o ,..:UC' ‘

- "Effect of Tax Reform on TSM Certam varieties of tax reform can dramatlcally change tax S
;admnnstranon and reduce the value of TSM capabrhtles Although we may have limited abrhty‘ S
~"or inclination to affect the direction of tax reform, we should at least help IRS rdentrfy R

s e mvestments that wrll be useful in the wrdest vanety of scenarios.

- IH Department’s Response' Modermzatmn Management Partnershlp

,essv‘ expreSSed concern_ that ‘-TreSSUIy’s ouersight- and influence c‘m* TSM ha've'heen
) e Department’s oversight structure was primarily focused on activities ansmg 7
m statutory requirements. This left gaps in Treasury s impact on IRS; for exarnple, in - R ’

| ;strateglc 1nf0nnatron mcmagement electromc ﬁlmg strategy, and systems archrtectures

foster Departmental partici t10n in and support for strategrc policy and management ‘decisions
~ dffecting IRS. modermmtxon he MMP is'a partnershrp of key Departmental and IRS ofﬁcrals,’ '
_ supported by an executrve wrth a srnall staff and consultant support It is our prnnary vehlele .

B o l In response the Departrnent formed the Modermzauon Managernent Partnershrp (MMP) to

i
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for assérting a Departmental management perspective on business vision, economic justification,

. prioritization, management, funding and functionality of prO'ects' drives rational and .

. objective decision making and accountability for results. ‘a catalyst for change, the MMP
'addresses selecnve issues, asks key questxons and works. mth the IRS to develop good ansx_avy

The MMP ‘is mtendod to complernent—-not replace or duphcate--statutory over31ght authority
already in place, such as the Office of Information Resource Management and the Office of

. Budget.: Taking d non~trad1tlonal approach in its focus and mode ‘of operation, the MMP is

~ beginning to exerc:lse its role in several ways.' The team is providing counsel and adv1ce to

help IRS improve its economic analy51s and create a decision support system By actlvely

- - supporting the IRS’s rescoping initiative, the MMP is encouraging the IRS to create short-term

o dehverables of tangible value in FY 1996 .and develop FY 1996 “ﬁature-proof’ options that w111

- make sense in a wide range: of future ﬁmdmg scenarios. ‘The MMP is also helping the IRS
'explore ways to offer more attracnve compensanon for the Cmef Informatxon Officer. . ~ -

. Over ‘the next. year ‘the M'[\AP and the Department as a whole should push the IRS to: move
~ apidly to advance.the systems architecture and incorporate reengineering; openly evaluate
outsourcing of TSM design and development develop a credible Strategy to build: electromc
filing volume. based on solid precepts of consumer marketmg, and create tangible '

" time supporting the IRS if GAO’s deadlines for some deliverables become counterproductlve)

dcmonstratlons of substantive accomphshment driven by GAO recommendations (at the sai;) |

" When and if the Natlonal Comm1551on on Restructunng the IRS 1s formed we should use 1

la change lever

. IV Management Recommendatxons for Changmg the Course of Modermzatxon at IRS

- The overall theme for Departmental management is to mtervene more than 1t hlstoncally has )
and to do so in a more productive way. We must. avmd the traps of intervening in unimportant
areas or mtervenmg to the extent of creatmg a bamer and/or an excuse. é?gghallenge is to
pick the interventions carefully and to execute them w thhout diluting™tfie critical executive
. function of the Commxssmner or poh’ucxzmg" the IRS ese interventions are about good
Vbusmess pracnce and ap 3ropnate exermse of the Se s overs1ght respons1b111t1es

o : 'Cntena for recogmzmg .an appropnatc mterventxon are

B a‘.' '“Lack of attentlon to the ba51c busmess case (e g comprehen51ble archltecmre e
documerits, ratiorial and useful economic analysis tools; identification of meamngful
.. short-term deliver ables clear dec1smn—mak1ng criteria, communication of success stories, -
.-tangible example'a of how TSM will impact what taxpayers and employees W’IH see)
:b. Decisions with broad nnpact A A :
.. ‘Key appointments. - RERI R SR :
‘ ,,.,_"Malntenance of - good worklng rclatlons w1th Congress OMZB GAO
e lelted views are bemg taken by the IRS . , ,
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o ast one mdmdual w1th capabrlrtres matchmg each of the GAO target 1mprovemerfﬁ'ezrs’f" > -

Spe

T —

P

cific actions we recomrnend at this point are: '

C .

‘Demand the basics. Requrre appropnate documents and deliverables; offer help from
- MMP staff in ensurmg their orrentatron content and Ievel of detail before subrmssron

Imtlal targets mclude

. Comprehensrble archltecture documents Develop an archltecture for TSM Whlch can
- be used to commumcate clearly and readﬂy what TSM is and what 1t wrll do

. - Rational’ and us.eful economrc analysxs Get beyond the exrstmg mﬂexrble accountmg-

V‘ _oriented "econoraic” model and build a true economic ‘model which supports decisions
. about resource allocation, risk analysis, and contrncrency planning. Rrgorously apply a

-~ standard investment process to select, control and evaluate all IS pro;ects through an

- UInves‘unent Revrew Board

L Busmess cases Subrmt a one page summary of the husrness case for each TSM pro;ect S
... including costfbeneﬁt analysis and RO where applicable. “Any prOJect for whrch there R

is no busmess case is stopped unt11 one is. developed and approved

) jShort-term delrvenes. , Show stakeholders that the IRS has what it takes to unplement |
. key components of TSM. Choose a ‘critical _project with high impact, assess its level of

difficulty, and ensure that the IRS' at the start has the capability to handle the
" assignment at its given level of complemty Then assemble an elite team -- IRS’ best

R and bnghtest and. a select group of contractors - and turn them loose on the pro_}ect

. 5:Commumcatxon of success stones. Fmd everythmg that is good about TSM progress o

- date, obtain rigorous documentation for every claim and package it to he able to answer.
L the questron "What has the IRS accomphshed w1th TSM to date?" . : :

= "Create tangrble examples mcludmg descnphons mockups and prototypes of how L

'TSM w111 1mpact taxpayers and what employees wﬂl see.

Pamcxpate in key ]RS declsnon review groups Actrvely parhcrpate in these groups, T

“driving out issues, pushing. for tough decisions where needed, and ensunng that priority -

L Burld a foundatton for sustalnable rmprovement of technology management F1rst
" enable the IRS ‘o recrui

' “fgoes to efforts wrth the greatest rmpact under the wrdest range of scenarros Results to push
";for mclude : : : :

Elunmatmg major downsrde nsks and Waste in the TS‘VI portfoho of prolects by prunmg
some prolects and cuttmg others : : o : : ,

Actmg on the recommendatlons of the reseopmg effort at the $3 5 hrlhon level and o
removmg low-retum pro;ects frorn hfe-support o : ST

rienced CIO odernization team with at
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(e software development system archrteemre secunty, reengmeermg) Then 1mp1ernent .
- the. followmcr new practlces and processes: - ‘ L

Develop case SUJdleS of what IRS has done well and use them to tram other IRS
managers : ~ : :

: Engage a best—of-breed ‘partner (USAA SSA) to develop serv1ce quahty vision.

e Selectlvely and carefully push “lateral thmkmg” 1deas Fu'st among these ideas is to
- make the vision real. Create an integrated; ‘working, mdependently Venﬁable prototype of -
“the "future”. . Provide an on-screen experience of what it would be like to be a customer of
- the IRS with these new capabilities. - Given the IRS current level of sophlstlcauon with - ’
" rapid prototyping, it should be possible to complete a prototype m 51x eight months... . -
- Completion of a workmg prototype wouild also provide i tnig
- facility; visibility for all stakeholders, 1dent1ﬁcat10n of mlstakes and weaknesses m the
P system before nanon-w1de roll-out T : -

The Deputy Secretary should ut1112e the MMP core. team when formulatmg and asserung strong o
posmons on crmcal issues w1th IRS, OMB the Admmxstratlon and Congress S :
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'DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
v\ . WASHINGTON, D.C. 20224
~ - November 27,1995 /-

COMMISSIONER

* MEMORANDUM FOR THE DEPUTY SECRETARY

FROM:' o Margaret Milner thhardson o
: B Commrssroner of lnternat Revenue

SUBJECT Natlonal Commrssron on Restructurngthe lRS o

, he FY 1996: IRS appropnatron mcluded a provrsron creatrng a Natronal ’
Commission on. Restructunng the IRS ("Commnssron") | thought that it would be
_,_helpful to summarize for you the purpose and activities of the Commlssron and to.
: propose some crrtena for prospectsve Commlss ion members ~

;'Purpose and Actrvrtres

R The Commrssuon is charged wrth examlmng the organlzatron of the IRS and
R recommendlng actions to expedrte the lmplementatlon of TSM and Wlth rmprovrng
S servrce to taxpayers I : "L .

o The Commissron is. charged wrth revrewmg (1) the IRS’s present practrces wrth
o focus on the structure: of its organrzatton paper and returns processing activities, :
" infrastructure and the. collection process; (2) how to improve the IRS's modemrzatren ‘
~ efforts and expedite the move to a paperless system (3) changes to the IRS's culture
" that would make it more efficient and customer-oriented; (4) whether the IRS could be -
" replaced. with a quasi-governmental agency, and (5) whether the IR_S coutd perform
other federal gover nment functlons e e e T e T

b Commrssron members are to be appomted not more than 60 days after the
- . enactment of the- appropnatxons bill = January 18, 1995. If seven or more members of
-+ the Commission have been appomted by that date, they can meet and select a_ '

-, chairman who will have the authorrty to begin the operatrons of the Cemmlssmn

.. including hiring of staff. '$1 million from IRS- FY 1996 Information Systems budget was.

- appropriated for the Commission’s expenses: - The Commission is authorized to. hold
o hearlngs recewe evrdence -and subpoena wrtnesses and documents

The Commlssron has the authorrty to operate for one year from the date of rte o

i 3 . ‘flrSt meetrng A fmal report to Congress wrll be due at that trme



r Members 5

o

* MEMORANDUM FOR THE DEPUTY SECRETARY

o

“The Commlsston wull have thlrteen members seven from the prtvate sector, two o

“from the executlve branch two Senators, and two Representat ives.. In addition, the =

Commissioner of Intemal Revenue |s an ex ofﬁc:o member The charrman wﬂl be -

' ‘setected by the members

The members are to be chosen as follows f :

o Frve appotnted by the Presndent two from the executlve
~ - branch, two from “private life,” and one “from an- organrzat ion that k o
o represents a substantial number of Internal Revenue Serv:ce employees L
ol the Nattonal Treasury Employees Unron ‘ , -

T e Two appomted by the Senate Majonty Leader - one a Senator .
. _and one from prlvate life; ‘ N S :

o Cx Two apponnted by the Senate Mtnonty Leader - one a Senator and ~
o ]one from pmrate hfe : : :

o ~Two appolnted by the Speaker of the House one a House Lo
o Member and one from pnvate life; - :
e Two appomted by the House Mtnonty Leader - one a House
Member andt one from pmfate hfe : ;

S S The se\ren pnvate sector members wil be compensated at level IV of the o
executwe pay te\fet for each day of servrce ‘ - :

: Suqoested Membershrp Cntena

To assure the mtegnty of the Commrssron s process and its report care should B

. ..be taken to avoid real or perceived conflicts of interest on the part of Commission -
members Legal counsel is cheokmg to determme which, if any, conﬂ icts of mterest LT
N and fi nancxal disclosure rules would be applicable. (Presumably; prospectlve members PRI
.. -would have to submrt toa tax check and possmly, some type of background .
rnvestlgatxon) I LS

| Senator Kerrey, who provrded the tmpetus for the- Comm|SS|on has emphaazed o

o f:fA ~that it was not his tntentron for the Commrssron to rev ew or report on tax poltcy rssues o



' MEMORANDUM FOR THE DEPUTY SECRETARY = .

or types of tax systems, because there are other forums to pursue those types of

- inquiries.- Instead, he wants the focus to be on the best form of organization and -
~.whether the IRS should continue as a part of the Treasury Department or whether. it

should have some type of quasn-govemmental status (He cnted Fannie Mae as a
possrble model ) R . o o r

For the Commtssuon to have the greatest tmpact lts members should reﬂect a |

, " broad range of skills and expenence Partlcularly lmportant SKIHS and expenence
o would be: EERE : , L ~

L Knowledge about the orgamzatlon and operatlons of the IRS and tax o
admrnlstratnon Lo : . .

- Expenence at the sentor levets of government

*o Extensnve management expenence in large customer servnce—onented

" organizations ¢ oncerned with accounts management. For exampte companres
in the financial- services business, such as credit. card companxes commercual
' banks brokerage t” rms or msurance companles ' e

L * Expenence in successful!y reegnneenng a targe busnness partzcularly one
that has taken .advantage of technology in connect on wrth lts reengmeenng
: 1eﬁ0rt ’ : : s ’

' o = Extensrve exper ehce wrth technology, partlcutarly w1th ntodernizing”' |
‘jjrhformatlon sys ems S R S
LA Expehence wi th a quas;-governmental agency who could provrde ah p |

. understanding of how they operate and the- advantages and dlsadvantages of
- that type of structure ‘ ST T .

| '}"Fmdmg rndtwduals who have had all of th!S expenence is most unhkely, but wrth ”

© seven private sector members:it should be possrble to get a good- cross-section of
L '_people who have had much of this experience: As for the two executive branch .
]representatxves one excéllent and very logical candidate would be John Koskinen .~ = -~ "
. from OMB. Another: poss;bte candidate might be someone from the Social Secunty N
.Admrnrstratnon who has been mvotvedwth rts customer service efforts o e
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- MEMORANDUM FOR THE DEPUTY SECRETARY - -

, | vaéuld'be happy to discuss how we should proceed with this process at your
. ‘convenience. S e | - : e
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- FROM: %\5 Larry Summers S A

ASHBJECT°f" ; Natlonal COmm1551on on Restructurlnb the Iﬁs

DEPARTMENT OF THE TREASURY -~ | %\ .
S WASHINGTON, D.C. 20220 | ‘ ;ﬁ;.,“' '

 January 24, 1996 - - f&:’“
MEMORANDUM FOR SECRETARY RUBIN . . “7
' Deputy Secretary '* - "1pxwf R L¢£@

: “.\.,\,".y :

The FY 1996 IRS approprlatlon 1ncluded a prov181on creatlng

.+ a National Commission on Restructuring the "IRS. The Commission" &
o -1s charged with examining the organization of the IRS and.
- recommendlng actlons to expedite the implementation of ‘TSM”and

- with improving service to taxpayers. While this Commlssren/has , ,
not our: 1dea, if - structured properly, the. Commission could be -Q“fﬁg{
~helpful 'in assurlng continued funding for IRS’s modernization [
- efforts, as well as, providing to us, useful’ technlcal adv1se and «y”"”
,1nput from others outs1de the Department.v' :

The Comm1551on wlll have thlrteen members s flve app01nted

" by the President - two from the executive branch, two from-

" wprivate life", and one "from an- organlzatlon that represents a
-substantial number of Internal Revenue Service employees"'
[Towards that end I convened a worklng ‘group comprised of Peggy o
»Rlchardson, George Munoz,. Leslie - ‘Samuels, Linda Robertson and

 “Leslie Maddin to assist me in- ‘making recommendatlons to you on

“~the Pre91dent1al app01ntments.

--q}app01ntments is John Koskinen, Deputy Director for Management
. . .OMB. For the second app01ntment I recommend a Treasury o
" .official, preferably Ed Knlght. Bob/Toblas of the Natlonal

”1~frapp01ntments.

vapp01ntments are'

The three leadlng candldates for the "prlvate llfe" ivfh

fﬁf?y o Josh. Weston ~- Chalrman and Chlef Executlve Offlcer,

roo .
A,u, N

‘fyt* Sﬁ"Automatlc Data Proce381ng, Inc.

A e ;;Dr. Mlchael Hammer - Pre51dent Hammer and Co., Inc. -
| "is a recognized expert in reengineering and formerly a

R A professor of Computer Sc1ence at M I, T’ - :
/. e cinda Eallman - Vlce Pre51dent of Informatlon Systems B

gf\;  and Chlef Informatlon Offlcer, DuPont ‘Inc.

The 1ead1ng candldate for one. of the Executlve Branch

Treasury Employees Uni: d, if yeu/agree, complete our '

“--,‘recommendatlons to the Pre51 ent. Sl T f“ﬁ~) s%wwwetcfei'

Please let me know your thoughts on the Comm1581on and these

S EXECUTIVE SECRETARIAT, -

S



" The Secretary of the Treasury

lJanuarygzg( 1996‘
NOTE FOR LARRY SUMMERS
FROM: BOB RUBIN

 How are ‘we doxng, ‘more

'*Ngenerally in 'trying to make’

~ this better. 1Is this belng
<dr1ven energetlcally.

'_Sounds good to me. - Only
.~ 'question: Will any be . L
‘unwilling :to be: dlplomatlc in
public discussion of IRS -

’jproblems and our: actlons,‘even

w4~wheré‘tthmembgrYdisagrees;%,‘

- Why?'. He'’s overloaded -as is.
_ - Why not Gotbaum, who may be
. fairly shrewd about o B
‘ bureaucratlc reorganlzatlon.v"~

ﬁzgttéchmeﬁti~f_‘



. THE DEPUTY S CFETADY OF - THE reensum
’ st WASH]NGTO'\I :

w"w:EM RANDUMFORSE S T S
0 | | CRETARYRUBH\I S CT"’ Jircore
) FRO*\/I - - ', DEPUTY SECRETARY SUMMERS

o 'S‘UBJECT: . OURPLANTODRIVE IMPROVEMENTSINTHE

o DR IRS MODERNIZATION EFFORT ..

o :‘INTRODUCTION |

' :Thrs memo outhnes a plan to nnprove the IRS modermzatron effort 1nclud1ng S

LR ""A dlSCUSSlOﬂ of the nature and serlousness of the problem 1n 1mplement1ng

o ﬂ'modermzatlon at the IRS." - :

~ Anoverview of the optmns consndered and rejected 1nclud1ng radrcal optrons

N A recommendatmn for the Department’s intervention and sustained leadership.

' -A.process to support and sustain accountability and results from the recommendatren; .
A set of lmmedlate, substanttve decisions for the Deputy Secretary and Commlssmner o

-

'- The 1ntended result of our recommendanons is to rnodermze the IRS s0 it can better serve the o
taxpayer and do so cost effectively.- It is not p0551ble to meet 1990' -style customer serv1ce '
'expectatlons w1th 1060 S, technology and busmess processes ] SR ‘

NATURE OF THE PROBLEM

AThe budget has been cut Approxtmate y $2 5 brlhon has been spent on TSM since 1986 The R
Aappropnatton for this ﬁscal yearis $.7 billion rather than the $1.1 billion requested The IRS 1s o
‘now planning around a budget for the next five years of $3.5 brlhon (m constant dollars), - RN
- considerably less than the more than $5 billion they were prevrcusly expecting. Hence the total S
o ‘program budget has been scaled back from $8 brlhon to $6 b11 ion through the year 2{}00 ’

. ‘The Secret‘try is ac countable for ﬁxmg TSM That Congress is lookmg to the Secretary to R
. - take action'is clear from the 1996 appropriation language,. ‘which states we may not.use $100 *

- million of our $695 million approprrated for TSM until the Secretary ." .provides a- report 0 the /1
Committees on Approprratrons of the House and the Senate that (1) w1th exphcrt decision - - f '
- criteria; identifies, evaluates, and prioritizes all systems investments planned for-fiscal year .-

1996, (2) provides a schedule for successfully rnmgatmg deficiencies identified by the General
o »Accountmo Office in rts April 1995 report to the Committees, (3) presents a milestone schedule
" fora development and 1mplernentatron program, and(4) presents a plan to expand the utlhzatlon .
L of external expertrse for systems development and total prooram mtegratmn ol . ‘

o~
SN

N —.».?‘.‘ I
a

e
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‘Thel e will be a. Nanon‘ll Commlssmn on- Restructurm0 the IRS. The approprratron language
also establishes a national commlssron to" .. recommend actions to e‘cpedrte implementation of
TSM and improve service to taxpayers." The commission is scheduled to be appointed by

~ January 19, 1996; with one year to conduct a wide-ranging review of IRS operations and TSM
efforts. It will specifically consider " Whether the IRS could be replaced with a quasi-

) governmental agency with tan01ble 1ncent1ves and 1nternally managing its proorams and

'» act1v1t1es for modermzm0 its act1v1t1es :

| Congressnonal he‘trmgs begm soon. GAO must report to. Conoress regarding IRS response to
its criticisms-of TSM not later than Aprll l 1996 IRS and Treasury ofﬁcrals may be called to
o test1fy ' - R ‘ . _ ,

s 'Four years ago; tht, IRS_ said thin"gsfwer_e*ﬁne. In 1991', Commi'ssioner‘Goldberg testified:

" We have reached a. major turmng pomt in our modermzatron efforts We have a clear sense
- of where we are headed -- we know how we want to run our busmess and what we will |

-accomplish through Modernization. We have a comprehenslve road map that-is gu1d1n0 us
. “rom: here to there," and providing benchmarks to assess our progress along the way. ...The
- challenge now is delrvery - if we can stay on the road, we:are conﬁdent that we will mdeed
- reach our destmatlon ' : : :

Desplte progress in some areas, 1t would be dlfﬁcult mdeed 10 be so conﬁdent today wrthout a |
credlble story of drarnatlc change in the approach to.TSM. ‘ :

e -__Experts now say we are floundermg Many recent studles have concluded that TSM isin
- deep trouble and they’ also. agree on the basic causes such as ineffective techmcal approaches and .
‘ _Vmanaoement processes, "lack of technical expertise and techmcally astute management, and the |

" IRS culture itself Their conclusions about the future of TSM are highly pessrmlstlc absent

T .-fundamental change- The bottom line: the v1s1on is good 1mplementat10n is the problem

L Prevnous reforms have falled Prevrous cycles of cr1t1c1sm resulted in several reform

measures, Wthh appear to have been largely unsuccessful The Systems Architect's Ofﬁce for

‘example, was to consist of about a dozen crack technologists who would translate the business .
‘-‘:v1s1on mto a grand plan the engmeers ‘would. 1mplement It now consrsts of two architects Who -
are very able but -who have little real authorlty to influence outcomes: Slmrlarly, a group of *
: techmcal experts was hlred but has been scattered and has had llttle 1mpact

B The essence of the problem The IRS 1s an operatlons serv1ce and systems mamtenance _
- organization; not a systems development organization. They do not have the right leadershlp,
+skill base or- phllosophy for systems: development IRS and its stakeholders have become

R -:'frustrated by the lack of dellvery in return for almost $3 billion spent. If the situation- does not ..

~ improve soon, OMB or the Congress will probably mtervene perhaps drast1cally llmltmo our
. optlons to make the much needed modermzatlon happen :




.

7 oPTIO’NS CONSBj.ERED o

- We e*tammed a broad spectrum of optrons n terms of feasrbthty, servm0 the taxpayer and
pohneal vtabthty Some bold optrons were; - i : :

‘Call a tnme-out Get TSM development back mto the r10ht precedence relatronshlp with IRS

. reenomeermrJ and TSM architecture and system engineering. In the prrvate sector, this would be

the most: likely choice. But the private sector has the ability to restart a project like this atd

*moment's notice -- an option we do not have in the public sector. Therefore we did not ﬁnd this-

: advrsable given the vaoanes of the’ budcetmg and approprrattons process

.Bunld TSM state by-st‘tte Burld the "21st Century lZRS" up around new processes and systems
starting with a single small state,.e.g., Vermont and gradually add states as the capabilities -~

R become more- robust.” The TSM vision could be made tangible and evaluated much faster. If 3 we
. were not already ten years mto TSM thrs mtght be a v1able approach desplte possrble problems )

_kwrth scalabthty

‘ 'Reeonstltute the mlermatron technology component of IRS as a separate utlllty The utthty .'

could be operated as a:quasi-governmental entity or even prlvattzed with a block of initial long-
. term investment funding. While this is a bold and wrenchtng orgamzattonal change it. does not

: by 1tself solve the T >M problem it merely relocates it.

, 8 ,Devolve tax collectxon to states and dramatlcally downsxze the IRS Break up ‘the [RS
L monopoly on Federal tax collectlon by ‘outsourcing large pieces to states, which would collect -

Federal taxes for a fee and remit them upward. There are serious substantrve and pohtrcal B

S problems for example some states do not have an mcome tax )

‘ . fWe concluded that senous practreal 1ssues outwerghed the advantages of these "lateral thmkmg o
. options.. Zealous pursuit of any of them by Treasury could cost us credlbrhtyy thus blunting the =
" impact of all of our recommendatlons ‘Nevertheless, we adapted ideas from several of them

_ 'whrch are embodled in the followmg bold--but appropnately hedged-—strategy

o RECOlVHV[ENDATION

Our strategy, in short is to have the Department functlon as a more proa ard of

directors”. Sustained leadershtp--not just one-shot actions--will be requlred to redirect the IRS's -

mdernrzatlomme tlme polmcal capltal and drSmplme Specrﬁcally, we propose R
- tor :

————— i

”:’*ﬂ'-@\‘ake a hrghly mvolved role in acqumng and empowermg a techmcally and managen— e

skllled CIO and a supportmg team of techno]oglsts

o ,‘*_"IDevelopmeﬂt of large scale and complex mtegrated systems based on up-to date technologles
. requ1res a substantral number of technrcally skrlled people and techmcally astute managers.. IRS




- of the taxpayy/er/y/ _

, ,Technlcal and management issues are h10h1y hnked in the development of mformatron -

- systems. - Failure to understand these linkages is very costly. Only a technically competent -
.CIO can make the tradeoffs necessary to balance the perspectives of software developers, -

" data spec1a115ts and hardware experts with the overall needs of the organization. Otherwrse

o have prevented thrs

has nerther n anywhere near suffrcrent quantlty Even 1f rnost of TS\d is contracted out, the RS
is ultimately responsible for the performance and maintenance of thié Systems as well 45 tireir—

N N
" cost- effectlv CquIsTtion; so it must be able to provide expert direction and knowledgeable

oversroht Whﬂe contractors provrde value, they are not accountable for final results, and the1r '

incentives are\nece&arrly more ahoned wrth those of the flrm than w1th those of the oovernmentf
} B

‘the debates continue while serious money is spent. For example some of the interfacing. -

.~ -systems for the Document Processrng System- (DPS) are not ready, and DPS itself has been ‘
" heavily overspecnﬁed The result: a potential $300+ million write-off: A technically qualrfied

CIO would have insisted on the archrtecture desron and mtegratton approaches whtch would

| 7“:2 e

'Desptte efforts over the oast 8ix months the ]RS has farled to recruit a CIO “We @il nd the

debate about a non-technical CIO al C10, personally recruit top candidates Jrom industry and govern- - '

" barrier to récruitment of a topnotch Q_Q The type of talent (techmcal plus managerlal) and
.~ experience (building large transactlon-processmg systems) the IRS needs is much more "

o :patd very Well It'is not realistic to expect such a person to accept a 50
- difficult and penlous an assignment as turning the TSM ship. @lso; the government hasa 1ong o
o history. of paying man?lanes for speotahzed expertrse e g in the Nattonal Laboratorres the B

k ment, and vet the final select1on %tnvolvement will cut red tape, but not take WS s
ts ‘

ultimate respon51b111ty to make 1 qmﬁ It 1s v1tal however, that compensatlon not be a.

~prevalent in the private sector than in government and these people, When they good, are

6 pay cut to-take on'as - |

o RTC and Fannre Mae

_;':Thrs effort should also energrze the search for a techmcal feam- of ten to twenty semor—level
: "experts through app ropriate OPM or IPA- (Intergovernmental Personnel Act) mechanisms or f o

‘personal service contracts. Technical expertlse is not, however, sufficient in itself. It has to be

~ supported by 1nst1tut1onahzed technical practrces and management processes as Wel\a's'“l‘d’mwr'
- edgeable champrons at the top to prov1de the necessary credibili -

g recommended by the NRC and GAO

@_H___,,,____M__.,,N,MA P

6? Ensure the rmplemﬁtaﬂarrand xnstrtutnonalxzatmn of the management process and
infrastructure reforms required forsuccessful mformat:on systems management, as -

S "New processes are requrred for new outcomes For example the ]ZRS is JUSt learrung to apply

. rigorous : standards to IS investment decrslon—maktncr--years after beomnrng TSM.  We will
v requrre the IRS to build the basrc capacity to- make good management and technrcal decrsrons in .

areas such as:'security, privacy, reengineering, archltecture software development investment -

" re\new economic analysrs and human resources.
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© We will lso requrre the IRS to submrt a one- paoe busmess ana1y51s for each TSM prOJect
; mcludmc cost/benefit analysis and ROI where applicable, and direct a rigorous post-implemen-
tation evaluation. of svery significant TSM project from which the IRS has claimed a benefit in

- the past four years. We will make these reqmrements part of the Ml\/[P trackmcy and accountabtl-
1ty respons1b1 mes ‘ » - . R

‘;"I)ggresswely mcrease the use of outside contractors to enhance the overall techmcal sknll
~Tevel being applied to the problem of modermzatlon and to mcrease the llkehhood of
: '»successful 1mplementat10n I

 While the IRS has’ begun to develop a plan to increase use. of contractors our dlreetlon wrll l)
establish the goal of obtaining a prime contractor relatronshlp at a date certain; and 2)use

-~ existing contract mechanisms to increase the involvement of present contractors in such vital

areas as system integration through a revised management partnersmp agreement This keeps

“TSM moving forward under srgmﬁcantly improved technical management. Of course, the CIO-
- and technical feam raust be in place to make.this recommendatlon work. In addition, the IRS
o .should consrder outc:ourcmg key components of the paper mput functlon 1. e paymg for data
notasystem o T RS

Rescope modermzatlon efforts to accompllsh the ongmal v1s1on and meet emergmg
N ‘budget constramts S : : .

o As [RS has taken on the task of hvmg wrthm new and lower budgets 1t has begun to rescope

= TSM The result has been a reallocation of resources from long-term systems infrastructure to
' projects with a shorter- ~term orrentatlon Thrs )eopardlzes the orlgtnal TSM vrslon of draman-'-
o cally 1mproved taxpayer service. - : e - , o

a ‘We w1ll drrect the IRS o make their busmess case on the 1ntenm results of therr rescope effort

' reviewing aspects of the long term vision which have been delayed or eliminated. ‘We will

. define a better balance between: short and long term mvestment and make ita part of the .
Investment Rev1ew Board selectlon crrterra B ~

upport the ereatlon and use of a dedleated facnhty for mtegrated prototyplng and
‘ testmg of hardware (mc]udmg networks), software and data wnthm and across systems )

&‘;The techmcal approach to TSM 1s not mee‘nng the needs of such a large and complex program

- Ina ‘comprehensive modermzatlon program mtegrat1on of the components is the biggest
+ " challenge.: The IRS still uses a "stove- -pipe" approach to. development whrch too often: leads to
- late discovery of illfitting components The result; delays and rework. The IRS has not yet

e progressed sufﬁclently in creating the kind of integration facnlrty and 1ncremental approach more

o o advanced orgamzatrons use to avord these problems

A : ;’We w111 dlrect the ( ommlssmner to establrsh and staff a fully operatlonal mtegrated prototypmo o
R and test facrhty and to develop somethm0 concrete Specrﬁcally, we agree w1th the NR.C that :

BIRS IR ERAN Fﬁ”?f ST



L mvolvement

B _ the Commissioner and key IRS and Departmental leadershlp to set a strategy and w1ll follow up

. the IRS should push forward on. the Intecrated Case Processrncr (lCP) initiative as the front 11ne
- ;systern suppomng nnproved taxpayer servrce

-“Moreover a nurnber of addrtronal actrons have been 1dent1ﬁed to support and sustain these five
- recommendations by Mam Treasury Most 1rnportant isa process for sustamed Departmental

PROCESS TO SU]PPORT THE STRATEGY

- :Frnally, we propose an ongorng process to support and sustain accountabrllty and results from
- the recommended strategy, i.e., anchor the response to this strategy in a strong set of reporting
‘requirements and relatzonshlps The Deputy will hold an off-site program review “retreat” with

‘ ~with monthly rneetmgs wrth the Commrss1oner We w1ll hold the. IRS accountable in several '
L ‘ways : ‘ : ' :

et 'Flrst strengthen the posrtton of the Modernrzatlon Manaoement Partnershtp (MI\{P) by \

o fully backing its efforts, and using the MMP as advisors on IRS issues. ‘Have the MMP
~ serve as the Department s “Board of Directors” and involve the Deputy Secretary in the ™
R process when decisions cannot be agreed on through the regular MMP process. In its recent]. . o ,‘_ '
* report, the NRC mentloned the MMP in saying, "The IRS must engage in a more construc- :

. ‘:.‘twe partnershrp wrth 1ts oversrght organrzatlons and work wrth them to make progress ' D.., -R
S 'Second levera ze. exrsttng overslght roles The. Deputy Secretary should SUpport and M""")/ -
" -mobilize exrstmg Departmental offices (IG, OIRM, Budget OOI) in performmg program : G\J.J o
e »',rev1ews and technrcal and management analyses R R ) (-),(_ '
o _g"LTlnrd form a standmg Techmcal Ad\ftsory Group as suggested by the NRC report ThlS [ ry
-group of paid, tndependent techrncal experts would report to the IRS cmd the Department et

Athroughthel\ﬁvﬂ’ e

. aWhen the Department and RS have dec1ded ona proposed course of actron the Secretary and/or l‘:; PN

L Deputy should meer with senior-level external stakeholders Rivlin, Litan (Ol\/IB) Bowsher o

(GAO), Lrvmgston (Approprlatlons) to dtscuss the proposed plan and ehcrt buy m on’ proposed L
,'solutlons o » r . y '

o R The MMP 15 comprrsed of the senior leadershlp of the IRS and Ofﬁce of Management it is co- -
‘ 'fchmred by the Commissioner and ASM&CFO and ‘includes the AS for Tax Pohcy Its purpose i 1s to usea .

o . partnershlp approach to develop md assert a Departmental perspecttve on TSM m*ttters




" IMMEDIATE SUESTANTIVE DECISIONS
There are substent’ivedecisions'tha‘t require.immediate attention even as we lock-in the strategy
to intervene in the modernization effort at the IRS. -The Department will play a strong leader-

’ 'shrp role fo Qet the IRS to make approprrate trmely dec1srons on these 1ssues They are:.

Appomtment of a new CIO and a Deputy CIO Our posrtron regardlnv technrcal qualrﬁca- :

o tions for the CIO must be ‘made clear ‘We would also want to vet a permanent Deputy CIO™

~ appointment, but more ‘important, we do not ‘want anyone appomted who is not nornrnated by the_' B
new CIO except in an 1nternn actrnc role : ~ :

‘ ‘Du’ectmn for Contrractmg The IRS needs to-move aggressrvely to get the wheels in motion for' o
. procurement'of a pr(me contractor, -They are now working to expand contractors’ ‘roles within )
j.the Ta 'l'sfmg confrﬁcts but thls should be consrdered Just the first step in obtammg SR

o a prime contractor

‘ ‘CyberFﬂe (GO ELF) GofN o-Go. As the last practrcal nrne draws near to rnarl personahzed -
access codes to selected taxpayers and to pubhcrze the program, there are still open issues -

, regardrncy the 1mplementat10n schedule and secunty Whatever the merits of this initiative or its . - C

- components, we must pull the plug if the risk of non- or under-performance is unacceptable and o
- thatis, unfortunatelv, appearmg more and more to be the realrty ' : ‘ '

| ‘Document Processmg System (DPS) Contract Dlrectlon The DPS pro;ect mvolvmg ‘ ‘
» ‘hardware and software to automatrcally read and image tax forms, has been called into questron A
‘as no longer affordable in the current budget environment. If this is.the r1ght direction; actlon "

o needs to be taken quickly with respect to the contract with Loral Systems. However, the

Ny ‘Department is concerned ahout the impact this. would have on serving the taxpayer, and needs to. V\ ,
- better understand the economic and policy consequences of this decision. This'is an expensive
L project and 1ts ca.ncellatron Weuld entarl a hlgh proﬁle wrrte off of more than $3OO million.

Natlonal Commxssnon to Restructure the [RS The Depa.rtment should take the lead wrth the

White House in settmg up thrs Comnussron Leverage the work of the Comrmssron to, obtarn R

desrred outcomes
| 'V'CONCLUSION

- After havmg review ed the issues and stakes we cannot farl to act o improve service to taxpayers -
_ and do so cost effectrvely Our apprcprrators have made it known that they will call for a
;hearrng where they expect answers from the Secretary -- not the Commissioner -- on ‘how the s
e problems discussed above are being addressed. - The recommendatrons I have made are the kmd -

: of response that most crmcs of the TSM effort Would applaud ~
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L - The Députy Sécr«etary (y')'f‘ the Treasury o

' January 30, 1996

To: BOB RUBIN (ﬁﬁ B
‘FROM;  ‘”LARRY SUMMERS_, - gpp%umgw

. o . : R 66'-

Bob,
- This'is a sécdndtdfaft of’ my‘plan“tok,,’;
‘address issuesjat*the:IRS SIt will tell you
‘more than you now know.. ‘It is still too -
'process-orlented "It has’ not been shared’

-with the IRS and obv1ously would ralse ‘some.
vhackles there v :

Attachment o

~ Room 3326 ‘f. - _‘ ;‘, 622 1080
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The Secretary of the Treasury

- February 6, 1996

NOTEFOR LARRY SUMMERS. -

" 'FROM: BOB RUBIN

‘Let’s discuss: =

”Attaéhmén£ j f‘
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' NOTETO: LAWRENCE SUMMERS .
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FROMGeorge Mufoz (/7" . o B
.- . Assistant Secretafy for Management & CFO."..
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L THE DEPUTY SECRETARY OF THE TREASURY ’
) e WASH]NGTON

, MEMORANDUM F OR SECRETARY RUB]_N

| 'FRQM; R DEPUTY SECRETARY SUMMERS

| SUBJECT: . OURPLANTODRIVE ]MPROVEMENTS INTHE
© IRSMODERNIZATIONEFFORT = |

]NTRODUCTION
B Thrs memo outlmes a plan to 1mprove the [RS modermzat1on effort mcludmg

- A dtscussron of the nature and serlousness of the problem in 1mplement1ng

" 'modernization at the IRS: ‘ S .
An overview of the optmns consrdered and rejected 1nclud1ng radrcal optrons

A recommenclatlon for the Department’s intervention and sustained leadershrp

"o oo oo

: ',»'A set of rmmed:ate, substantwe decrs:ons for the Deputy Secretary and Comm1ssroner

T The mtended result of our recommendatlons 18 to modermze the IRS so 1t can better serve the

‘.taxpayer and do so cost effectively. It is not possible to meet 1990’3 style customer service j a
expectanons Wrth 1960‘5 technology and busmess processes : L

o -."NATURE OF TE[E I'ROBLEM

,:p '

'The budget has been cut Approxrmate y $2 5 brllron has been spent on TSM srnce 1986 The :

‘ kS ‘approprratton for thrs ﬁscal year is $.7 billion rather than the $1.1 billion requested The IRS is
. .now planmng around a budget for the next ﬁve years of $3.5 brllron (in constant dollars) '
. considerably less than the more than $5. brlhon they were previously expecting,. Hence the totalf

s program budget has bl en- scaled back from $8 brllron to $6 brllron through the year 2000

5 The Seeretary is accnuntable for ﬁxlng TSM That Congress is looklng to the Secretary to

~take action is clear from the 1996 appropriation’ language, which states we may not use $100 .
- million of our $695 million approprlated for TSM until the Secretary ".. provrdes a report to the
 Committees on. Approprtattons of the House and the Senate that ) w1th explicit decision : A
. criteria, identifies; eValuates and. prrorrtlzes all systems mvestments planned forfiscal year :
- 1996, (2) provrdes a schedule for successfully mtttgatrng deﬁcrenfnes identified by the General -

S . “Accountmg Office-in its Aprrl 1995 report to the Committees, (3) presents a mllestone schedule

fora development and 1mplementatron program, and (4) presents a plan to: expand the uttlrzatton V
of external expertlse for systerns development and total prooram mtearatlon ' :

A process to. support and sustain accountablllty and results from the recommendation. - .
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There will be a Natlonal Commlssmn on Restructurmg the IRS The approprratron language
also establishes a national commission to™"... recommend actions to expedite 1mplementatlon of

‘TSM and improve service to- taxpayers.” The commission is scheduled to be appornted by -

- January 19, 1996, with one year to conduct a wide-ranging review of IRS operations and TSM
~efforts. It will Specrﬁcally consider ... whether the IRS could be replaced with a quasi- .

g governrnental agency with tangible mcentrves and mternally managmg its programs and .

‘ actrvrtres for modernrzmg its actwmes "o , : -

- Congressronal hearmgs begm soon. GAO must report to Congress regardmg IRS 1 response to v
its crrtrcrsms of TSM not later than Aprrl L, 1996 IRS and Treasury ofﬂcrals may be called to
testrfy R S : S A :

V-Four years ago‘, ttvhe‘ﬁ[R'S' ‘saidthjing's‘.were ﬁ'ne'.'A'In 199 1, ComrniSSioner Gol'dberg 'testiﬁed‘: e

We have reached a major turnmg pomt in our modermzatlon efforts We have aclearsense -~

" . of where we are headed -- we know how we want to run our busmess and what we will -

. "accompllsh through Modernization. We have a comprehenswe road map | that is guldmg us
" "from here to there," and provrdmg benchmarks to assess our progress along the way. The -
_ challenge now is delrvery - if we can stay on the road, we are conﬁdent that we will rndeed o

- '_reach our destrnatron EE : L et T

o Desprte progress in some areas it would be drfﬁcult 1ndeed to be SO conﬁdent today w1thout a

: credrble story of dramatrc change m the approach to TSM

o Experts now say we are floundermg Many recent studres have concluded that TSM is in A
" deep trouble and they also agree on the basrc causes such as ineffective technical approaches and. -

. management processes, lack of technical expertrse and technically astute management, and the

~ IRS culture itself. Therr conclusrons about the future of TSM are hrghly pessimistic absent - -

; _fundamental change The bottom hne the vrsmn is good nnplementatlon 18 the problem

: "Prevrous reforms have falled Prevrous cycles of crmcrsm resulted in several reform .
measures, which appear to have been largely unsuccessful The Systems Archxtect‘s Office, for o
_ exarnple was to consist of about a dozen crack technologrsts who.would translate the business -
_vision into a grand plan the engineers would implement. It now consists of two archrtects who -
are very. able but who have little real authority to influence outcomes. Srmrlarly, a group of
£ Vtechmcal experts Was hrred but has been scattered and has had lrttle 1rnpact -

b The essence of the prcblem ‘The ]RS isan operatrons service and systems marntenance

" organization, not a systems development organization. They do not have:the right leadership,
- "skill base or phrlosophy for systems development IRS and its. stakeholders have become

- frustrated by the lack of delivery in return for almost $3 billion spent. If the situation does not
o .improve soon, OMB or the Congress. will probably-intervene, perhaps drastrcally hmrtmg our
""Aoptrons to make the. much needed modernrzatron happen L :

o l'“' E}AFT
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: OPTIONS CONSIDERED

We examined a broad spectrum of optrons in terms of feasrbrhty, servrng the taxpayer and.
pohtrcal v1ab1hty Some bold optrons were: : .

‘C'all a time—ou't Get TSM development back into the right precedence relationship with IRS" .
reengineering and TSM architecture and system engineering. In the private sector, ‘this would be :
- the most likely choice. But the private sector has the ability to restart a project like this at a
' moment's notice -- an option we do not have in the public sector.” Therefore; we did not ﬁnd thrs :
o advrsable g1ven the. vagarres of the budgetrng and approprratrons process. '

g . ‘Build TSM state-by-state Burld the "21st Century ]RS" up around new processes and systems o o

:'startmg with a ‘single small state e. g Vermont and gradually add states as the capabilities -

- become more robust. The TSM vision could be made tangible and evaluated much faster. If we -

. were not already ten years into TSM this m1ght bea v1able approach desprte poss1ble problems -
with. scalab1l1ty » : ' :

L Reconstltute the mformatlon technology component of [RS as a separate utlllty The ut1l1ty_“ N

+ . -could be operated as a quasr-governmental entity or even pr1vat1zed with a block of initial long- "
o _term investment fundmg While this is a bold and wrenchmg organrzat1onal change it does not R
by itself solve the TSM problem it merely relocates 1t ' M :

L ‘Devolve tax collectlon to states and dramatlcally downsrze the [RS Break up the [RS
monopoly on Federal tax. collection. by outsourcing large preces to states which would collect -
. Federal taxes for a fee arid remit them upward There are ser1ous substantrve and pol1t1cal

- "g-problems for example some states do not have an 1ncome tax.-

| ‘ .We concluded that serious practrcal issues outwe1ghed the advantages of these “lateral thrnkmg o
. .options.. Zealous pur‘.u1t of any of them by Treasury could cost us credibility; thus blunting the . -

impact of all of our re commendat1ons Nevertheless, we adapted ideas from several of them
'whrch are embod1ed in the followrng bold--but approprrately hedged--strategy L

- '_-‘RECOMIV[ENDATION

i _Our strategy, in short is S to have the Department funct1on asa more proact1ve "board of
~ directors". Sustained leadership--not just one- -shot actrons--w1ll be required to redrrect the IRS's
“'modernization effo_rt.,.It will take time, pohtrcal capital and discipline. Spec1ﬁcally? we propose_"

1. Take a hlghly mvolved role in acqurrmg and empowermg a techmcally and managex i-
ally skrlled CIO and a supportmg team of technologrsts : '

. ’Development of large scale and complex 1ntegrated systems based on up-to- date technolog1es
- requrres a substantral number of technrcally skilled people and technrcally astute managers ]RS
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has neither in an'ywhere' near sufficient quantity Even'if most of TSM is contracted out, the IRS
1s ulnmately responsd)le for the performance and maintenance of the systems as well as their -
cost-effective acquisition, so it must be able to provide expert direction and knowledgeable = -

B oversrght While contractors provide value, they are riot accountable for final results, and their
incentives are necessarlly more ahgned wrth those of the ﬂrm than w1th those of the government :
or the taxpayer o

, _Techmeal and manage ment issues are hrghly lmked in the development of mformatlon A
systems. Failure to understand these ltnkages 1s very costly Only a. techmcally competent -
CIO can make the tradeoffs necessary to balance the perspectives of software developers,

- data specialists. and hardware’ experts with the overall needs of the organization. Otherwise,
. the debates continue while serious money is spent ‘For example, somé of the interfacing

B systems for the Document Processing System (DPS) aré not ready, and DPS itself has been

~ heavily overspecified. ‘The result: a potential $300+ million write-off.- A technically quallﬁed
"+, CIO would have insisted on the archltecture desrgn and 1ntegrat10n approaches whrch would
. have prevented thts : : : . S :

Desplte efforts over the past six months the ]ZRS has farled to recruit a CIO We w1ll end the
debate about a non-technical CIO, personally recruit top candidates from industry and govern— '
- ment,and vet the final selectlon Our. 1nvolvement will cut red tape, ‘but not take away the IRS's
- ultimate respon51b111ty to make its selection: It is v1tal however that compensatron not be a

barrier to recruitment of a topnotch CIO. The type of talent (technical plus. managertal) and

R «experlence (hu1ld1ng large transaction-processing systems) the IRS needs is much more’

: prevalent in the private sector than in government, and these people when they are good are.

-~ paid very well. Itis not reahsttc to expect sucha person o accept a 50+% pay cut to take on as -
- difficult and pertlous an assrgnment as turning the TSM ship. Also the government has a long _
S htstory of paying market salarles for specxahzed experttse €. g in the Nattonal Laboratones the S

:VRTC and Fanme Mae . R ~ : o

.QThts effort should also energ1zethe search for a techmcal team of ten to twenty semor~level
~experts through : appro yriate OPM or IPA (Intergovernmental Personnel Act) mechanisms or
_ personal service contracts. Technical expertise is not; however, sufﬁment in itself. ‘It has to be
~supported by mstltunonallzed technical practtces and management processes as well as knowl— :
: :edgeable champrons at the top to provrde the necessary credlhxhty o

o 2 Ensure the 1mplementat10n and mstxtutwnallzatlon of the management process and

" infrastructure reforms required for successful mformatlon systems management as

. } recommended by the NRC and GA()

New processes are requrred for new outcomes For. example the IRS 18 Just learnmg to apply

B : rigorous ‘standards to IS mvestment decision- makmg—-years after begmmng TSM. We will
requrre the IRS to bu1ld the basw capacnty to make good management and techmcal decisions in

~ areas sueh as: security, prwaey, reengineering; archlteeture software development mvestment ,

- revrew economlc analy31s and human resources o C




, Investment Revrew Board selectlon cr1ter1a

We will also rec{uire the IRS to submit a onefpage business analysis for each TSM’pr_oj ect,
including cost/benefit analysis and ROI where applicable, and direct a rigorous. post-implemen-

B tation evaluation of every srgnlﬁcant TSM proj ect from which the IRS has claimed a benefitin
S the'past four years. We will make these reqmrements part of the MI\/IP trackm0 and accountabxl-
ity responsrbrhtres : : t

3. AggreSSively increase the use of outside contractors to enhance the overall tech’nicalv skill
' level being applied to the problem of modermzat:on and to mcrease the hkehhood of

successful 1mplementatnon

. sthe the IRS has begun to develop aplan to rncrease use of contractors our drrectlon wrll 1)
" establish the goal of obtaining a prime contractor relattonshrp at a date certain, and 2) use . -
. existing contract mechamsms to increase the 1nvolvernent of present contractors in'such vital -
‘areas as system integration through a revised management partnershxp agreement This keeps
~ . TSM moving forward under significantly 1mproved technical management. Of course, the CIO -
B and technical team must be in place to make this recommendatron work. In addition, the IRS
~should censider outsourcmg key components of the paper rnput functron Le. payrng for data
»not a system. - : : » : : .

o 4 Rescope moderm.ratlon efforts to accomphsh the orlgmal vision and meet emergmg
- budget constramts R r

‘ As IRS has taken on the task of 11V1ng w1thm new and lower budgets it has begun to. rescope
- TSM. The result has been a reallocation of resources. from long-term systems infrastructure to t
- :pl‘OjeCtS with a shorter-term orientation. This Jeopardrzes the orlgmal TSM vision of dramatr- o

K cally 1mproved taxpayer service. ' - T o o

' We w111 drrect the IR to make their. busmess case on, o the mterrm results of thelr rescope effort
~ reviewing aspects of the long term vision which have been delayed or elxmlnated We W111

define a better balance between short and long term- mvestment and rnake ita part of the

RS .

: _5 Support the creatron and use of a dedrcated facrhty for mtegrated prototypmg and
‘ 4testmg of hardware (mcludmg networks), software and d’xta wrthm and across systems

o The techmcal approa( h to TSM 1S not meetmg the needs of such a large and complex program
. In a comprehensive modermzatron program,. mtegratxon of the components 18 the biggest =~
) 'j‘challenge The IRS: still uses a “stove-pipe" approach to development which too often leads to .

late drscovery of ill-fi itting. components The result: delays and rework. ' The IRS has not yet

L progressed sufﬁ01ent1y in creating the kind of i integration facrhty and mcrernental approach more
‘ ﬁadvanced organrzatro as use to avoxd these problerns L

G :-;We Wdl d1rect the Cornmlssxoner to estabhsh and staff a fully operatronal mteorated prototypmcr

and test facrlrty and to develop somethmo concrete Specrﬁcally, we agree w1th the NRC that
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the IRS should push fi arward on- the Integrated Case Processrng (IC?) 1n1t1atrve as’ the front-hne L
- system supporttng 1rn roved taxpayer servrce ' '

, Moreover a number of addttronal actions have been 1dent1ﬁed to support and sustain these five.
frecommendatrons by Main Treasury Most 1mportant 1s a process for sustarned Departmental
~ nvolvement :

. »PROCESS TO SUPPORT THE STRATEGY
: _Frnally, We propose an ongomg process to supp_ort and sustarn accountabrhty and results from

- the recommended strategy, i.e.,-anchor the response to this strategy in a strong set of reporting’
requirements and relattonshrps ‘The Deputy will hold an off-site program review “retreat” with

* the Commissioner and key IRS-and Departmental leadership to set a strategy and will. follow up.

‘thh monthly meetings with the Commrssroner We wrll hold the IRS accountable in several

- ,'ways

- Frrst strengthen the posmon of the Modermzatton Management Partnershtp (MMZP) by
fully backing its efforts, and using the MMP as advisors on IRS issues. Have the MMP
- serve as the Department s “Board of Directors” and involve the Deputy Secretary in the
. process when decisions cannot be agreed on through the regular MMP process. In its recent
“report, the NRC mentioned the MMP in saying, "The IRS must engage in a more construc- ~
ttve partnershrp mth its oversrght organrzatrons and work Wlth them to make progress

'. Second leverage exrstrng 0versrght roles The Deputy Secretary should support and o
mobilize existing Departmental offices (IG, OIRM, Budget OOI) in performrng program
. irevrews and technrcal and management analyses - :

: N ,Thrrd form a standrng Teehnrcal Advrsory Group as suggested by the NRC report Thrs .
© .-group of. pard 1ndependent technrcal experts would report to the [RS and the Department
, through the MMP SRR , : .

' ‘When the Department and IRS have decrded ona proposed course of actron the Seeretary and/or :
Deputy should meet with senior-level external stakeholders: Rivlin, Litan (OMB) Bowsher
* (GAO), Lrvrngston (Appropnatlons) to dtscuss the proposed plan and ehcrt buy-rn on proposed e

. solutrons

! The MMP 1s (omprrsed of the senior leadershrp of the IRS and Ofﬁce of Management 1t isco- j:
- chaired by the Commrssroner and ASM&CFO and includes the AS for Tax Policy. Its purpose 1s tousea -
o ‘partnershrp approach to cle\ eIOp and assert a’ Departmental perspectrve on TSM matters ” S




© IMMEDIATE SUBSTANTIVE DECISIONS

"There are substantive decisions that require immediate attention everi as we | lock-in the strategy
to intervene in the modernization effort at the IRS. The Department will play a strong leader-
, ,shrp role to get the IPS to make approprrate t1me1y decrstons on these 1ssues They are:

N Appomtment of a new CIO and'a Deputy CIO Our posrtron regardmo techntcal qualrﬁca- .
* tions for the CIO must be made clear. We would also want to vet a permanent Deputy CIO

.. -appointment, but more important, we do not want anyone appomted who is not nommated by the: :

new CIO except in an interim. acttng role :

- Du‘ectlon for Contractmg The IRS needs to move aggresswely to get the Wheels in motton for '
- procurement of a prime contractor. - They are now working to expand contractors’ roles within’
- - the framework of exrs‘trng contracts, but thts should be con51dered Just the ﬁrst step in obta1n1ng

Sa prlme contractor

- "CyberFrle (GO ELF) Go/No-Go. As the last practrcal trme draws near to matl personahzed
~dccess codes to-selectad taxpayers and to pubhcrze the program, there are. still open issues:
- -regarding the rmplementatron schedule and security. ‘Whatever the merits of this initiative or its.
© components, we must pull the plug if the risk of non- or under-performance is unacceptable and .

- that is, unfortunately, appearmg more and more to he the reahty

A Document Processmg\System (DPS) antract Drrectmn The DPS prolect 1nvolvmg .

t -hardware and software fo automaucally read and image tax forms, has been called into quesuon '
-as no longer afferdable in the current-budget environment. If this-is the right direction, acuon
needs to be taken qurckly with respect to the contract with Loral Systems. However, the

- Department is concerned about the tmpact this would have on serving the taxpayer, and needsto -~
" “better understand the economic and policy consequences of this decision. This s an expensive

- project and 1ts cancel anon Would entad a hlgh proﬁle wrrte off of more than $3 OO mtlhon

, .'_Natmnal Commlssmn to Restructure the IRS The Department should take the lead wrth the v
" White House, in setting up thrs Commrssron Leverage the work of the Comrmsswn to obtam

o desrred outcomes

: CONCLUSION‘

: After havmg rewewed the 1ssues and stakes we cannot fatl to act to 1mpr0ve service to taxpayers E
- and do so cost effectrvely Our approprtators have made it known that they will call fora -
'hearmg where they expect answers from the Secretary -- not the Commrssroner -- on how the

S problems discussed above are being addressed. The recommendatxons I have made are the kmd :

o of respOnse that most crttzcs of the TSM effort Would applaud , k' kD
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COMM]SSIONER, INTERNAL REVENUE SERVI

o ~Fli0M: RN | George Munoé
I ~ Assistant Secret{ (Management)
o _and Chief Fman ,m.l Ofﬁw :
. SUBJECT o Intemal Revenue Servxce Reductwn—ln—Force ('RIF) Pla.n =

) “rhe Deparunem:’s staff has complewd its review of the l'RS RIF Plan, submxtted in mcrements -
- ‘over the past two months. We believe it complies with generally accepted personnel practxoes ‘
. and gmdehnes apphcable 10 the conduct of a reductxon»m—force o -

’ .'I'he Department has no objecnons io your plan to negotme and conduct a reducuon-m-force
_subject to: 1) the guiding principle that employees are to be taken care of, i.e,, the IRS will look
at all other available options, and if termination or displacement occurs, the XRS will assist -
employees in seeking ¢ placement; 2) open, helpful communication between all parties involved at
all times; and 3) Mauagement’s. continued oversight. The Office of Personnel Policy will
Alcontmue to provxde adwce and assistance to IRS Hnman Resources staff. ’

1 appremate the time, attentmn and profess:onahsm aﬂ'ordcd by ]RS management and techmcal
~ staff throughout the process. This work and yeu: contmued cooperauon should help to ma.uage
- this dxﬁicult sxmauon wnsely B : . .
o Att;achment -
. e Dej:uty Sécretai‘y o
~ Chief of Staff’ :
- Executive Secretary - .-

‘&* DUTIVE ¢ FC’%‘TI‘“‘ 33
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

GENERAL COUNSEL

March 31, 1997

- MEMORANDUM FOR SECRETARY RUBIN
» * DEPUTY SECRETARY SUMMERS

FROM: ~ EDWARDS. KNIGHT%
SUBJECT: IRS Strategy
1. We had a siccessful week rolling out our IRS management proposal. However, we‘ha‘ve

a long way to go before it is enacted. Moreover, this issue is very volatile and subject to
influence by a number of events that are either outside our control or very difficult to
affect (g.g., the success of the filing season, the overall relationship between the Executive
and Legislative branches, and the possible development of unexpected new probiems with

TSM).

2. Therefore, we must focus on developing a strategy whose goals are, through aggressive
tactics, the adoption of legislative elements of our plan by Congress and the successful
implementation by the Administration of the non-legislative aspects of our plan. True -
success cannot be achieved unless the American people are willing to “give the IRS'
another chance.” In other words, we must convince taxpayers that they should be open to
the notion that the IRS is deserving of their respect.

3. The elements of such a strategy are as follows:

a. Develop additional details of the substance of the plan

b. Develop support for the plan among stakeholders (mcludmg the IRS) through
education and outreach.

c. Reach out to average taxpayers through the media in key regxons of the countxy .
(based in part on legislative representation).

d.  Develop support in key Committees in Congress and with the Leadershlp

I will review each element of such a strategy.
4. Substance

a. Thie drafting of the Deputy Secretary’s speech on March 17 was preceded by an
intensive policy development process that included Main Treasury, the IRS, OMB



"

and the Vice President’s staff. Supporting documentation was generated that can |
be utilized in the process of refining our detailed substantive proposals. However,
draft legislation, draft executive orders or directives, and new supporting:

‘documentation must be produced. -In addition, a process should be established to

evaluate intensely and quickly competing proposals, new ideas (both from within
the Administration and thhout) and material generated by the IRS Restructuring
‘ Commxssxon ’

To achieve these goals, we have established the following six task forces which
- meet at least on a weekly basis (a list of the members of the task forces is attached
at Tab A)

i.

ii.

ii.

iv.

Roll Out Task Force: to give overall direction to the implementation of the
strategy and to identify actions and decisions to be taken by the Deputy
Secretary or the Secretary.

Restructuring Commission Task Force:  to ensure efficient coordination
with the Commission and to articulate aggresswely the Department’s views

- before the Commission.

Budge1, Flexibility, and Governance Task Forces (onginally established -
to develop broad policy options in process leading up to March 17 speech)
three different task forces to develop detailed policy proposals in each area
consistent with the program announced on March 17 and to evaluate new
proposals and ideas, including draft recommendatnons of the IRS
Restructuring Commission.

Drafting Task Force: to ensure key legal policy and legislative documents
are drafted in a consistent, carefully considered and well vetted manner;
wxll work thh all the other task forces.

'Key projects:
- union negotxauon strategy decision memo
- flexibilities decision memo
- governance decision memo
- budget and flexibilities legislation
- executive order or executive directive reconstituting the
- “Treasury Directive establishing “blue ribbon” commission

‘These task forces are actively worhng The major issues they must confront in the
" niear term are:

There are no “silver bullets” to solve the IRS’ management problems. The
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5.

program we have announced is responsible and achievable. Nevenheless it
lacks drama and sizzle. '
The heart of the program, from a legislative perspective (and Kerrey and
Portman are determined to have legislation), is within the jurisdiction of -

 OMB, namely management flexibilities and budget policies. OMB has

generally expressed opposition to the proposition of IRS establishing
innovative policies in the budget and flexibility areas that are not part of a
broader Administration framework and fully vetted. The process OMB
envisions at this time will surely reduce any boldness currently perceived in

- the Treasury proposal.

The flexibility proposals will have to be developed in consu]tatlon with the

. union. How such a consultation will be structured is unclear (wé will send

v,

vii.

Stakeholders

you a separate memo on this topic). Moreover, it is expected that such a
process will further diminish the boldness of our proposal.

We are in the midst of a filing season. Its success or fa:lure will create a
lens through which our proposal will be viewed. h

We have promised Congress an electronic ﬁlmg strategy and technology
architecture plan by the Spring of this year. The success or failure of these
plans will also affect the lens though which our proposal will be viewed.

' From the viewpoint of the typical Member of Congress, there is little to be

gained by being reasonable in evaluating our proposal and the IRS’ -
problems. From this perspective, attacking our proposal as insufficient and
the IRS as fundamentally flawed would seem to generate the most political

support,

There must be continued vigilance on the governance issue. Kerrey and
Portman seem committed to an independent board to govern the IRS. As
one reflection of this, Jeff Trinca (the staff director for the Commission)
has stated that he believes that the Secretary and the Deputy Secretary are
too busy to deal with the IRS and that the Secretary of the Treasury is the
“Secretary of the Economy.”

a. ~ We need to build a coalition for our proposal. The core elements of this coalition .
must be the IRS, the union and key elements of the business community.

b. We have focused in the past few weeks on shoring up the base of our support in
these three areas. You will be meeting with employees at the IRS, officials of the
union and key CEO:s in the near term. In the coming months we will continue to
focus on these three groups by scheduling events with them.

.c. This coalition is not sufficient to ensure success; it must be broadened. One of the

most effective ways of broadening our support will be through cross-cutting
groups which will allow us to reach out to large numbers of taxpayers. That is one

3



reason we chose the Tax Executive Institute as the appropriate venue for our
initial roll out. We now need to take this further by identifying practitioner groups
(e.8., the ABA, AICPA) and possibly interested business coalitions (e.g., the

. Electronic Industry Association) that might be receptive to our message. -

" While building our coalition, we must not allow an opposing coalition to form.
Such a coalition could possibly take hold among consumer groups or ideological
groups associated with the flat tax or other radical tax policy initiatives. To head
this off we should approach groups like the Center for National Policy. .
The support of the IRS is critical to our success; the IRS has a presence in scores -
of Congressional districts. The initial reaction from the Service has been positive.
Névertheless, a proposal to remove the IRS and “treat it like the Fed” could have
.- some surface appeal t0 the Service. Consequently, we must schedule regular
outreach events with IRS employees over the coming months. -

The IRS Restructuring Commission is beginning to reach some tentative
conclusions. It plans on releasing its report on June 30 (with the document sent to
_ the printer on June 5). The Administration has some support on the Commission
(see the attached list of the members of the Commission at Tab B with an asterisk
indicating that the member has expressed support in the past). However, we need
to continue to reach out to individual commissioners, including:

i Ernest Dronenberg (member California State Board of Equalization,
appointed by the Speaker; undecided on the independence issue);
il. Fred Goldberg (former commissioner of the IRS; partner at Skadden, Arps;
close to Kerrey; made positive statements to Business Week about our
- proposal (Le.,“They [Treasury] have acknowledged that there are
fundamental management issues, and they are moving in the right
- direction.”); unclear where he is on the independence issue};
iii. = Fred Kubick (retired CPA from Kansas; appointed by Senator Dole;
. unclear where he is on the independence issue);
iv. Mark McConaghy (Price, Waterhouse partner; appointed by Senator Dole;
- supports keeping the IRS in Treasury but still needs attention); .
v. " Rep. Bill Coyne (D-PA) (appointed by Congressman Gephardt, supports
keeping the IRS in Treasury but still needs attention);
vi. George Newstrom (EDS executive; appointed by Congressman Gephardt
unclear where he is on independence, but appears to be leaning in favor of
. keeping the IRS in Treasury);
vii.  Bob Tobias (NTEU president; appears to be leaning in favor of keepmg the -
. IRS in Treasury),
wiih.  David Keating (Executive Vice President of the National Taxpayers. Union;
‘ appointed by Senator Dole; assumed to be leaning against the
: Administration); and
ix. Josh Weston (appointed by the Presxdent)

4



We need the support of six of the above list of nine commissioners (four appear to be
leaning in our direction), as of today, to attract a majority of the Commission to support
Treasury’s views on governance. In a March 24 Congressional Quarterly article, Senator
Grassley, one of the members of the Commission, stated, “Without a doubt, a heavy
majonty on the committee [sic] is going to recommend an mdependent board ... [w]e’re
gomg to want it to be very mdependent

6. Media

a.  The press covered our March 17 announcement in a straightforward manner.
However, we must expect that, at least when the Restructuring Commission
announces its position -~ if not sooner - we will have a more compelling story for
the press: conflict between the Administration and key members of Congress.
Therefore, we must aggressively use the period before the conflict erupts to .
educate the press. Such an effort might aiso serve to limit the likelihood of conflict -
with the Commission, if the Chmrmen read the public sentiment as receptive to our
ideas. ;

b. Specifically, we must schedule a series of public events between now and June that
highlight our proposal (see anchor events below). Second, we need to approach

- some of the key editorial boards whose selection is based upon the membership of
the Commission and key Congressnonal commxttees :

7. Congress

a. Congress is currently fractured on issues relating to the IRS and tax policy
generally. How long this situation will persist is unclear. Our proposal has
energized our supporters. Nevertheless, our support is very fragile; it is more a
reflection of being the first out of the gate. We need to tie down our support.

b. We must understand that, with a Republican Congress, Congressman Portman’s
final position will have a big impact. Moreover, many in the majority leadership
(Armey, Archer) want to “tear the tax code out by its roots” and abolish the IRS
altogether. Legislation that improves the IRS is perceived as ratifying the current
code. On the other hand, at the March 18, Ways and Means Oversight
Subcommittee heanng, Chairman Archer stated that he supports an adequate
budget for the IRS. /

c. The Republicans have their own internal struggles, but t}ns is one tOplC upon which .

1/ Chairman Archer stated, “Let me make one last point - and this is very important - as
long as we have an income tax, we must have an IRS that has the resources and the tools to
perform the mission it has been given by Congress. That means the IRS must receive adequate

funding.”



they could agree. They lost the fight over the Balanced Budget Amendment;

Gingrich seems to have backed off on tax cuts; their budget strategy is stalled. If
\they support our version of IRS reform, a possible issue that could unify their
“opposition would be removed. -

On April 10, the Senate Committee on Governmental Affairs has scheduied a

hearing on the GAO’s Report on IRS Management (High-Risk Series of Reports,
* February 1997). Senator Fred Thompson has invited Deputy Secretary Summers,
George Munoz and Art Gross to testify. The Administration’s five-point plan to .
restructure the IRS may be raised at this hearing,
On April 14, the House Subcommittee on Government, Management, Informanon
and Technology has scheduled a hearing on the GAQ’s Report on IRS

-~ “Management (High-Risk Series of Reports, February 1997). Rep. Stephen Horn

has sent a letter inviting Secretary Rubin to testify. The Administration’s five-
point plan to restructure the IRS may be raised at this heanng

On April 15 the House may debate a bill that makes it a crime for an IRS employee
to browse through electronically stored tax return information; we support this bill.
However, the House could modify the bill, and the debate could generate some
nasty rhetoric.

Also on April 15, the House may debate tax limitation legislation in the form of an

. amendment to the Constitution that would require a 2/3 majonty vote of both the

House and Senate for any legislation to increase taxes.

On April 19, the Senate Appropriations Treasury, Postal and General Government

" Subcommittee has scheduled a hearing on FY'98 appropriations for the IRS.
Deputy Secretary Summers will be testifying. The Administration’s five-point
plan to restructure the IRS will come up at this heanng.

' Most Members of Congress, other than the appropriators, are unaware of the IRS
issues, except for those matters brought to their attention by constituents. The
Minority Staff Director of the Ways and Means Commuttee has told us that not one
Democratic member asked her about the March 17 speech

~ We need support in the following areas in order of importance: appropriators
(their legislative packages will move sooner and are more likely to be enacted this

"year); Ways and Means and Finance (the Commission report will be immediately
referred to these committees for action), Leadershxp (we could face a floor ﬁght at
any time).

The Secretary and Deputy Secretary need to meet with and/or talk to targeted '
Members of Congress over the next month. I have consulted with Legxslatlve
Affairs and we would recommend the following:

1 The Secretary should visit the following Members of Congress:
(1) Senator Robert Byrd
(2) Senator Ted Stevens
(3) Senator Tom Daschle



@) Senator Robert Kerrey and Rep Rob Portman (meetmg held
~ March 11; next meeting should be when the Administration’s tax
sxmphﬁcataon package is ready to be discussed)
(5) Minority Leader Richard Gephardt (Secretary’s office has already
- " requested a meeting) A

ii. The Secretary should call Senator Moniyhan after his meetmg with Senator
Kerrey and Rep. Portman.

iii. The Deputy Secretary should call or visit the following Democrats on the -

" House and Senate Treasury Subcommittees of Appropnanons as hxs
schedule permits:
(1) . Senator Herb Kohl (meeting scheduled for Apnl 19)
(2)  Senator Barbara Mikulski
(3)  Rep. Steny Hoyer
(4)  Rep. Carrie Meek
(5)  Rep. David Price

iv. The Deputy Secretary should call or visit the followmg Republicans on the
House and Senate Treasury Subcomrmttees of Appropriations as hxs
schedule permits:

(1)  Senator Ben N:ghthorse-Campbell (meeting scheduled for April 19;
~ has already had a meeting with the Secretary) ,
(2)  Senator Richard Shelby
(3)  Rep. Jim Kolbe (meeting held Feb. 27; call every time thereis a
significant event).
(5)  Rep. Frank Wolfe
(6)  Rep. Emest Istook
- (7)  Rep. Michael Forbes (meeting held Feb. 26) :

\2 The Deputy Secretary should call the Ranking Member of the House Ways
and Means Committee? /and the following Democrats on the House Ways
and Means Oversight Subcommittee as his schedule permits:

(1)  Rep. Charles Rangel

(2) Rep. Bill Coyne (Ranking Member of the Oversight Subcormmttee
- and a Commissioner, meeting held March 6)

(3)  Rep. Gerald Klezka

(4)  Rep. John Tanner

(5)  Rep. Karen Thurman

(6) - The Deputy Secretary should visit Rep Nancy Johnson,

2/ On Aprﬁ 10, the Secretary is scheduled to meet with the Democratic Members of the
House Ways and Means Committee to discuss the Administration’s FY *98 budget. The
Secretary could take this opportunity to discuss briefly the Admmsstranon s five point plan for
restructuring the IRS.



vii.

Chairwoman of the Ways and Means Oversig}tt Subcommittee.
The Deputy Secretary should continue to call or visit members of the
Senate Finance Committee, including in particular Senator Charles

. Grassley, who is a member of the Commission. ' (meeting held on.

April 18)

k. The Secretary and Deputy Secretary should mention the Administration’s five-
point plan to restructure thg IRS whenever they meet with a Member of Congress.

8. Anchor Evtents

a. To puIl the strategy tegether we need- deadlmes and goals Events tend to impose
~° this discipline and give focus to a strategy. ' In the coming months between now
" and June 30 when the IRS Restructuring Commission will produce its report, we
should consider the following events (in addition to the planned IRS event, IRS
Commissioners lunch and CEQ meeting): : :

i.
i

iii.

iv.

Roll out of the executive directive or order establishing the reconstituted -
MMB; '

Roll out of our simplification package; -

Naming of the “blue ribbon commission” to advise the Secretary,

-Roll out of our legislation mcorporatmg our proposals for flexibilities and

budget reform;

v. Roll out of our electronic filing strategy;
Vi, Roll out of the new commissioner; and
vii.  Announcement of a successful filing season.
'b. There are undoubtedly other ideas. For instance, as stated above, we need to have

a series of events with IRS employees. However, these seven events will ensure
~ that we stay on track and will provide a focus to our substantive, stakeholder
media and Congressional strategies.

Attachment A:

Members of the Treasury Task Forces on IRS Issues

Attachment B: List of the Members of the IRS Restructuring Commission . -



Roll Qut Task Force
Ed Knight -- co-chair
Shery! Sandberg -- co-chair
Bob Bean

Bob Boorstein

Joyce Carrier

- Paul Clermont

Alan Cohen

Sarah Fordney

Matt Gorman

Scott Gould

Ken Krupsky

Ben Nye

Emily Mao

~ Bill Murphy

Linda Robertson -
Howard Schloss

Ken Schmalzbach -
Michelle Smith

Jason Solomon

Budget Task Force
‘Alan Cohen - - chair
Tom Andretta (IRS)
Carl Moravitz

Randy Sim -
Kathleen Turco (OMB)

Flexibilities Task Force
Michael Froman - chair
Donna Beecher (OMB)
John Binion (IRS)

Paul Clermont

Mike Dolan (IRS)"
Joyce Edwards (OMB)

" Therese Faller

March 28, 1997
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Rochelle Granat
Scott Gould :
Dorris Hausser (OMB)
Ray Kogut (OMB)
Dave Mader (IRS)
Bob Miller

John Murphy

Frank Padalino

Greg Rothwell (IRS)
Sheryl Sandberg

Bob Welch

Greg Woods (NFR)

Governance Task Force
Ken Schmalzbach -- chair
Paul Clermont

Mike Dolan (IRS)

Ken Krupsky .

Dave Mader (IRS)
‘Robert Miller -

Bill Murphy

Mike Paup (IRS)

Restructuring Commission Task Force

Ed Knight -- chair
Bob Boorstein
Stu Brown (IRS)
Mike Froman
Matt Gorman
Rochelle Granat
Frank Keith (IRS)
Caroline Krass
Ken Krupsky

. Emily Mao
Bill Murphy -
‘Mike Paup (IRS) °
Chnis Rizek

- Sheryl Sandberg

March 28, 1997
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Howard Schloss
Ken Schmalzbach
Jason Solomon
Sue Sotiel (IRS)

- Liz Wagner (IRS)

Drafting Committee
Ken Schmalzbach - chair
Paul Clermont
_Eleni Constantine
Beverly Dale

Scott Gould

Rochelle Granat

Bob Humphries
Karen Keller

Ed Knight

Dave Mader (IRS)
Robert Miller.

Carl Moravitz

Bill Murphy :
Judy Shephard (IRS)
Randy Sim

March 28, 1997
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2)

3)

4)

5)

6.)

*7)

- *8)

9)

10)

Attachment B

Senator Bob Kerrey (D-NE)
Co-Chairman

Rep. J. Robert Portman (R-OH)
CwChaim‘man‘

'Mr. Emest J. Dronenberg, I

Member, California State Board of Equahzatton
Appointed by Speaker Gingrich

Senator Charles Grassley (R-10)
Appointed by Senator Dole

Mr. Fred Goldberg.

Former IRS Commissioner

Skadden, Arps, Slate, Meagher and Flom
Appointed by Senator Daschle

Mr. Gerry Harkins
General Manager, Southern Pan Services Co.
Appointed by Speaker Gingrich

Mr. Larry Irvmg, Jr

- Assistant Secretary for Commumcatxons and Informatxon, Department of Commerce

Appointed by President Clinton

Mr. Ed Knight
General Counsel, Department of Treasury .
Appointed by President Clinton

Mr. J. Fred Kubick
Baird, Kurtz and Dobson
Appointed by Senator Dole

Mr. Davxd Keating
Executive Vice President, National Taxpayers Union (NTPU)V

Appointed by Senator Dole
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11) Rep. Bill Coyne (D-PA) - leaning -
" Appointed by Minority Leader Gephardt

12) Mr. Mark McConaghy - leaning S
: National Director, National Tax Services, Pnce Waterhouse
Appointed by Senator Dole

13.) Mr. George Newstrom - leaning
Corporate Vice-President, EDS A
Appointed by Minority Leader Gephardt :

14) Mr. Grover Norquist -
President, Americans for Tax Reform
Appointed by Speaker Gmgnch

15.) . Mr. Robert Tobias - leaning
President, National Treasury Employees Union (NTEU)
Appointed by President Clinton

16.)  Mr. Josh Weston ,
CEO, Automated Data Processing, Inc. (ADP)
Appointed by President Clinton

*17.) Mr. James W. Wetzler
- Deloitte & Touche
Appointed by President Clinton
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THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

May 14, 1997

The Honorable Ben Nnghthorse Cambel]

Chairman

‘Subcommittee on Treasury, Postal Service and General Government
- Committee on Appropriations -

United States Senate

Washington, D.C. 20510

Dear Mr. Chairmin:

Pursuant to the requirements of the 1997 Treasury Department Appropriations Act (Public Law
104-208), I am transmitting copies of the IRS Modemization Bluepn’nt This Blueprint outlines a
plan for updating the IRS computer systems in order to provide superior service to the taxpayer,
to improve opera1 1onal efficiency, and to increase compliance with the faw. '

The Blueprint is based on the specific business needs of the IRS and integrates those needs with a
functional and technical systems architecture and a project sequencing plan. Last year, Secretary
Rubin and I promised to take a sharp turn in the systems modernization program at the IRS. This
‘Blueprint represeits one very significant step in our pursuxt of eﬂ'ectlve technology
modernization.

We are also transmitting to you a Request for Comments -- a document that will invite input from
the private sector and begin a process of competitive bidding for the hiring of 2 Prime Contractor
to take responsibility for building the modernized tax system. This is the first comprehensive
attempt to form a strategic partnership with private industry in order to solve past problems and
ensure that the IRS is flexible for the future. It is a new way of doing business at the IRS.

- In developing these documents we have stnved to make certain that the results are loglcal
prudent, cost-effective and achievable. These documents call for:

v Hiring a Prime Contractor through competitive bidding among private sector firms, and
using performance incentives to get the best deal possible for the taxpayers. As you
know, this is a major change from the prior Tax Systems Modernization approach.

v Using centralized, mainframe-based systems to protect taxpayer privacy and minimize
cost, while enabling IRS customer service and compliance personnel to access more
accurate and timely information. Improving system security is a top priority, as is
improving IRS productivity.

v Protecting the ability to collect revenue. Qur tax filing seasons have been very successful
in the last few years, and their operations will not be jeopardized as we modernize under
the Blueprint. , :


http:represeli1.ts

v Developing a set of systems that are effectively linked with each other. When the Blueprint
is implemented, for example, IRS employees who now have to check five to nine different
terminals to get information for taxpayers will be able to retrieve data from a smg!e
terminal.

The Modemization Management Board reviewed and approved the Blueprint and the Request for
Comment earlier this month. Taken together, these documents form the basis for modemnizing
IRS technology. They outline the first steps to solving the technological problems at the IRS, but
they are essential to overcoming problems which have developed over many years and developing
flexible systems for the future. During the next few months, we will produce more detailed
business plans that will provide Congress and the Treasury with specific analyses of costs and
beneﬁts

Art Gross, the IR Chief Information Officer, is in the process of providing technical briefings for
your staff. In the meantime the Secretary and I would be delighted to discuss this program w1th
you at any time.

Sincefely,
Lawrence H. Summers

¢c: Chairman Stevens



THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

‘May 14, 1997

The Honorable Herb Kohl

Ranking Member

‘Subcommittee on Treasury, Postal Service and General Government
Committee on Appropriations -

United States Senate

" Washington, D.C. 20510

Dear Mr. Kohl: |

Pursuant to the requirements of the 1997 Treasury Department ‘Appropriations Act (Public Law
104-208), I am transmitting copies of the IRS Modernization Blueprint. This Blueprint outlines a
plan for updating the IRS computer systems in order to provide superior service to the taxpayer,
to improve operational efficiency, and to increase compliance with the law.

The Blueprint is based on the specific business needs of the IRS and integrates those needs witha -
functional and technical systems architecture and a project sequencing plan. Last year, Secretary
Rubin and I promised to take a sharp turn in the systems modernization program at the IRS. This
Blueprint represents one very significant step in our pursunt of effective: techno]ogy -
modernization. :

We are also transmitting to you a Request for Comments -- a document that wxll invite input from

" the private sector and begin a process of competitive bidding for the hiring of a Prime Contractor
to take responsibility for building the modernized tax system. This is the first comprehensive
attempt to form a strategic partnership with private industry in order to solve past problems and
ensure that the IRS is flexible for the future. It is a new way of doing business at the IRS.

In developing these documents, we have strived to make certain that the results are logical,
prudent, cost-effective and achievable. These documents call for:

¥ - Hiringa Prime Contractor through competitive bidding among pﬁvate sector firms, and
using performance incentives to get the best deal possible for the taxpayers. As you
know, this is a major change from the prior Tax Systems Modernization approach.

v Using centralized, mainframe-based systems to protect taxpayer privacy and minimize
cost, while enabling IRS customer service and compliance personnel to access more
accurate and timely information. Improvmg system secunty is atop priority, as
1mprovmg IRS productivity.

N Protectmg the ability to collect revenue. Our tax filing seasons have been very successful
in the last few years, and their operanons will not be jeopardized as we modermze under
the Bluepnnt :



oV Developing a set of systems that are effectively linked with each other. When the Blueprint

is implemented, for example, IRS employees who now have to check five to nine different
terminals to get information for taxpayers will be able to retneve data from a single
terminal. :

The Modernization Management Board reviewed and approved the Blueprint and the Request for
Comment earlier this month. Taken together, these documents form the basis for modernizing
IRS technology. They outline the first steps to solving the technological problems at the IRS, but
they are essential to overcoming problems which have developed over many years and developing
flexible systems for theé future. During the next few months, we will produce more detailed '

- business plans that will provnde Congress and the Treasury with specific analyses of costs and
. benefits.

Art GTOSS the RS Chlef Informatmn Oﬁicer 1sin the process of prowdmg techmcal bneﬁngs for

your staff. In the meantime the Secretary and I would be- dellghted to discuss this program with
you at any time. :

Sincerely,

Lawrence H. Summers

cc. Senator Bird



THE DEPUTY.SECRETARY OF THE TREASURY
WASHINGTON

The Honorable Steny H. Hoyer
Ranking Member
' Subcommittee on Treasury, Postal Service and General Government
Committee on Appropriations
U. S. House of Representatives
Washington, D.C. 20515

Dear Mr. Hoyer:

" Pursuant to the requirements of the 1997 Treasury Department Appropriations Act (Public Law
104-208), I am transmitting copies of the IRS Modernization Blueprint. This Blueprint outlines a
plan for updating the IRS computer systems in order to provide superior service to the taxpayer,
to improve operational efficiency, and to increase compliance with the law.

The Blueprint is tased on the specific business needs of the IRS and integrates those needs with a
functional and technical systems architecture and a project sequencing plan. Last year, Secretary
Rubin and I promised to take a sharp turn in the systems modemnization program at the. IRS. This
Bluepnnt represents one very significant step in our pursuxt of eﬁ'ectlve technology

modermzatlon :

We are also transinitting to you a Request for Comments -- a document that will invite input from
the private sector and begin a process of competitive bidding for the hiring of a Prime Contractor
to take responsibility for building the modernized tax system. This is the first comprehensive
attempt to form a strategic partnership with private industry in order to solve past problems and
ensure that the IRS is flexible for the future. It is a new way of doing business at the IRS.

In developmg these documents we have stnved to make certain that the results are logical,
prudent, cost-effective and achievable. These documents call for:

v Hiring a Prime Contractor through competitive bidding among private sector firms, and
using performance incentives to get the best deal possible for the taxpayers. Asyou
know, this is a major change from the prior Tax Systems Modemization approach.

v Using centralized, mainframe-based systems to protect taxpayer privacy and minimize
cost, while enabling IRS customer service and compliance personnel to access more
accurate and timely information. Improving system security is a top pnonty, asts
improving IRS product1v1ty

v Protecting the ability to collect revenue. Our tax filing seasons have been very successﬁJl
- inthe last few years, and their operations will not be jeopardized as we modernize under

the Blueprint.



N .

v Developing a set of systems that are effectively linked with each other. When the Blueprint
is implemented, for example, IRS employees who now have to check five to nine different
terminals to get information fcr taxpayers will be able to retneve data from a single
terminal. :

The Modernization Management Board reviewed and approved the Blueprint and the Request for
Comment earlier this month. Taken together, these documents form the basis for modernizing
IRS technology. They outline the first steps to solving the technological problems at the IRS, but -

~ they are essential to overcoming problems which have developed over many years and developing
- flexible systems for the future. During the next few months, we will produce more detailed

business plans that will provide Congress and the Treasury with specific analyses of costs and
beneﬁts « :

Art Gross the IRS Chief Informanon Officer, is in the process of prowdmg techmcal bneﬁngs for
your staff. In the meantime the Secretary and I would be delighted to discuss this program with
you at any time.

‘Sincerely, |

Lawrence H. Summers

cc: Congressman Obey



THE DEPUTY SECRETARY OF THE TREASURY
'WAsumc;'rpN‘

The Honoral?le Jim Kolbe
Chairman
Subcommittee on Treasury, Postal Service and General Govemment

oo

Committee on Appropriations - . » o o
U. S. House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman: j

Pursuant to the requirements of the 1997 Treasury Department Appropriations Act (Public Law
104-208), I am transmitting copies of the IRS Modemization Blueprint. This Blueprint outlines a
plan for updating the IRS computer systems in order to provide superior service to the taxpayer,
to improve operational efficiency, and to increase compliance with the law.

"The Blueprint is based on the specific business needs of the IRS and integrates those needs witha
functional and technical systems architecture and a project sequencing plan. Last year, Secretary
Rubin and I proriised to take a sharp turn in the systems modernization program at the IRS. This

Blueprint represents one very significant step in our pursmt of effective technology -

modernization.

We are also transmitting to you a Request for Comments -- a document that will invite input from
the private sector and begin a process of competitive bidding for the hiring of a Prime Contractor
to take responsibility for building the modernized tax system. This is the first comprehensive
attempt to form a strategic partnership with private industry in order to. solve past problems and
ensure that the IRS is ﬂexible for the future. It is a new way of doing business at the IRS.

- In developing these documents we have stnved to make certain that the results are loglcal
prudent, cost-effective and achievable. These documents call for

v

Hiring a Prime Contractor through competitive bidding among private sector firms, and
using performance incentives to get the best deal possible for the taxpayers. As you

~ know, this is a major change from the prior Tax Systems Modernization approach.

Using centralized, mainframe-based systems to protect taxpayer privacy and minimize
cost, while enabling IRS customer service and compliance personnel to access more
accurate and timely information. Improving system secunty is a top priority, as is
improving IRS productivity. :

Protecting the ability to collect revenue. Our tax filing seasons have been very successful
in the last few years, and thetr operations will not be jeopardized as we modemxze under
the Blueprmt :


http:Pursuant.to
http:SECRETA.RY

L VP

v Developmg a set of systems that are effectwely linked with each other. When the Blueprint
is implemented, for example, IRS employees who now have to check five to nine different -
terminals to get information for taxpayers will be able to retrieve data from a single
termmal ‘

The Modermzatmn Management Board reviewed and approved the Blueprint and the Request for
Comment earlier this month. Taken together, these documents form the basis for modernizing
-IRS technology. They outline the first steps to solving the technological problems at the IRS, but
they are essential to overcoming problems which have developed over many years and developing
flexible systems for the future. During the next few months, we will produce more detailed ’
“business plans that will provide Congress and the Treasury with specific analyses of costs and
beneﬁts

Art Gross, the [RS Chxef Informatlon Ofﬁcer is in the process of prowdmg téchnical bneﬁngs for
your staff. In the meantime the Secretary and I would be delighted to discuss this program with
you at any time. .

Sincerely,

Lawrence H. Summers
cc: Chairman Livingston
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