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1'997,.,-SE - 0 05331 
DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C.." 
GENERAL COUNSEL 

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS 

FROM: EDWARD S. KNIGHI0-~ 


SUBJECT: IRS Govemaiice 


As we have discU!;sed, attached are a memorandum from you to Secretary Rubin recommending a 
number of decisions in the area ofIRS governanceta draft Executive Order creating an Internal 
Revenue Service Management Board to, replace the Modernization Management Board and a 
draft Federal Advisory Committee Act charter for the new National IRS Council. The attached 
package reflects the changes that we discussed Friday. 

RECOMMENDATION: 

That you sign the memorandum attached at Tab 1. 

Agree 	 ___ Disagree ___ Let' s discuss 

Attachments 

Tab 1 	 M.~morandum to the Secretary' 

Tab A Current MMB Structure and Membership 

Tab B Draft. Executive Order . 

Tab C Draft'Advisory Committee Charter 
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limits the terms ofcommittees to two years, at which point a new charter must be issued. (Some 
committees run indefinitely under successive two year charters.) A draft charter is attached at Tab 
C. F ACA charters must be approved by OMB and published in the Federal RCiister. F ACA 
committees genel'allymust conduct open meetings. 

As a point of departure, my March 17 speech outlined several points concerning the advisory 
committee. We assume that these are acceptable, but list them to assure your agreement: 

• 	 The committee reports directly to the Secretary; 

• 	 .The committee's purpose is to bring private sector expertise to bear on management of 
ffi.$; 

• 	 . The committee will be composed of senior business executives, experts in information 
technology, small business advocates and tax professionals; and•. 

• 	 The committee will meet regularly and make recommendations on major strategic 
decisions facing IRS.' . 

The following issues need to be addressed in connection with creation of this advisory committee. 

Title 

We recommend that the blue ribbon committee be called the National IRS Council in order to 
reflect the scope of its responsibilities:and membership. 

Agree 	 ____ Disagree ____ Let's discuss 

Scope or 'Work 

In order to meet the Secretary's needs for expertise in connection with oversight of the IRS, we 
recommend that the members of the blue ribbon committee be authorized to consider issues that 
are presented to it by the Department which relate to: (1) management and operations of the 
Internal Revenue Service (IRS); or (2) current or proposed IRS policies, programs, procedures 
and plans. including budget matters relating to the IRS or tax administration. I 

___ Agree ____ Disagree Let's discuss 

Staffing 

lThe National IRS Council will not need access to "tax returns" or "return information" that is 
protected from di,sclosure by IRe §61OJ (generally, specific tax matter information) in order to 
perfonn its functions. . 
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We recommend that the Department provide staff and other administrative support to the Council 
in order to ensum that it has the resources it needs to fulfill its responsibilities. 

____ Agree ____ Disagree ____ Let's discuss 

Memil>er!;hip 

We recommend that the National IRS :Council be a 14-member board, consisting of senior 
representatives from the private sector: four from Fortune 500 companies~ one from the small 
business community; a current state tax administrator; two leading tax professionals (accountants 
and attorneys); two leaders of the technology community; one representative of the non-profit or 

. education sector; two community leaders~ and one representative of the t.ax preparer industry. 

____ Agree ____ Disagree _~__ Let's discuss 

Operations 

We recommend tbat the National IRS Council meet quarterly with the IRS and report quarterly 
on its findings and advice to the Office ofthe Secretary (NOTE: "OS" as term ofart does not 
include Assistllftl Secretary (Management) - it's just tile Secretary. the lJeputy Secretary, tile 
ChiefofStaffand t/ae Executi,'e SecrettlfJ)' 

____ Agree ____ Disagree ____ Let's discuss 

A1though Council meetings with the IRS and with the Office of the Secretary generally will be 
. open to the public: in accordance with the Federal Advisory Committee Act, we recommend that a 
designated Federall officer or employee be permitted to close certain meetings in accordance with 
FACA to the extent that information to be discussed in such meetings is of a personall1ature 
where disclosure would constitute a clearly unwarranted invasion of personal privacy, or is 
procurement-sensitive information, business confIdential information obtained from a business, or 
information the premature aisclosure of which would significantly frustrate implementation ofan 
agency action. 

NOle thai this existing srallilOry exemplion may 1101 be broad enough to cowr discussion.'> 
of the performance ofhigh-Iel'ellRS offiCials. . 

____ Agree ______ Disagree ____ Let's discuss 

We recommend that the Council be required to prepare an Annual Report to Taxpayers in order 
to ensure transparency for its influence on tax administration policy and that the Secretary be 
required to transmit the Report to Congress. 

____ Agree ____ Disagree ____ Let's discuss 
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IV. Leadership 

In order to ensur~; that the IRS has cOfltinuity ofleadership and that it remains responsive to 
policy direction from an Admirustration, we recommend that the Commissioner of Internal 
Revenue be appointed for a five.year term. This leadership arrangement emulates the law 
enforcement mod·e) set by positions such as the Director of the FBI. 

\ 

Note that .the FBI Director serves a len-year term. and some may ask why the same lerm 
ofyears would not be appropriate for the Commissioner ofImernal Revenue. The 
answer may be that the Commissioner's substantial civil administrative responsibilities 
make ten years inappropriate. 

____ Agree ____ Disagree ____ Let's discuss 

Attachments 

Tab A Current MMB Structure and Membership 

TabB Draft Executive Order 

TabC Draft Advisory Committee Charter 

/ 



CHARTER 

Department pf the Treasury Modernization Management Board 

purpose: 

The Department of the Treasury Modernization Management Board (MMB) is established to 
strengthen and enhance the Departmental Offices' oversight of the Internal Revenue 
Service's Tax Systems Modernization (TSM) program. 

To accomplish this, the MMB will: 

• 	 Provide strategic dir.ection affecting policies for and management of IRS' TSM 
program; 

Approve major decisions on and oversee priorities, resource allocations, and 
iri1plementation schedules through periodic monitoring at strategic decision 
p·oints; 

• 	 Ensure appropriate IRS follow-up actions on needed corrective actions; and 

• 	 Review and approve' IRS Modernization performance measures and oversee 
the realization of management goals. 

Responsibiliti~ . 

The MMB shall serve as the primary review and decision body for strategic decisions 
including the following; TSM direction, strategy, budgets, and significant information 
technology investments and disinvestments and communicating Departmental decisions to ' 
IRS, In exerci~;ihg its responsibilities, the MMB will serve as a vehicle for integrating long­
term strategic concerns with external oversight concerns. and for significantly building upon 
existing Departmental review and. oversight processes without duplicating their functions. 
To accomplish this, it will: 

• 	 Oversee IRS implementation of improved management processes, including 
adoption of GAO's U~est Practices" for strategic information management; 

• 	 . Coordinate the efforts of experts retained by Treasury to review plans for and 
progress of IRS ModernizatiOn; 

• 	 Coordinate Departmental oversight of planning. budget (plans and 
expenditures). procurement,. information systems, human resource and 
management issues related to IRS Modernization, including the development 
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and oversight of all performance goals, measures, and results and integrate 
trlese into the Treasury Department position; and 

• 	 Facilitate Treasury Department support of IRS Modernization efforts with 
e;<:ternal oversight bodies, inGluding the Office of Management and Budget 
(OMB), the General Accounting Office (GAO). and the Congress. 

Membership of the MMB: 

The Deputy Secretary will Chair the board. Membership of the group shall include the 
following: 

• . 	 Assistant Secretary for Management & CFO' 

• 	 A$sistant Secretary (Tax Policy) 

• 	 DI::puty Assistant Secretary (Departmental Finance and Management) 

• :' 	D'3puty Assistant Secretary (Information Systems} 

• 	 IHS Commissioner 

• . 	 IR.S Deputy Commissioner 

• 	 IRS Associate Commissioner for Modernization 

. • IRS Chief Information Officer 

The fotlowing will serve as advisory members: 
( 

• 	 Assistant Secretary (Legislative Affairs and Public Liaison) 

• 	 G~:neral Counsel 

• 	 Inspector General 

• 	 Director of Security 

• 	 IRS Chief Taxpayer Service/Compliance 

• 	 IRS Chief Management and Administration 

• 	 IRS Chief Inspector . 
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• t'epuly Director for Management, OMB 

• Director Office of Federal Procurement Policy, OMS 

o Treasury Procurement Executive 

• . IRS Assistant Commissioner for Procurement . 

• Senior Advisor to the Vice President (NPR) . 

The Chair ma~1 establish subcommittees of the MMS to undertake specific projects or 

address particular concerns. Subcommittee members may include senior Treasury and 

IRS officials and staff and other members designated by the Chair. 


Approach: 

The TSM Congressional' reports will be used as the baseline for monitoring critical 
deliverables and commitments fqr the program. The board will use the outputs of the IRS' 

. current TSM program management efforts,'specifically the Investment Review Soard (lRB). 
The IRS will be a primary vehicle for surfacing recommendations and issues to the MMB. 
(Deputy Assistant Secretaries for Departmental Finance and Management, and Information 
Systems, respectively, are members of the IRS). 

Agenda 

\ 
Nominations for agenda items may be submitted for consideration by either IRB or MMB 
members. A subset of the IRB, at a minimum to include the Associate Commissioner for 
Modernization and MMS Executive Director, will determine which IRS status items or 
update information should be provided to the MMBfor agenda consideration. The IRS 
Commissioner, Assistant Secretary for Management & CFO, MMS Executive Director, and 
Chair, can ide:ntify issues for the MMS, at their discretion. 
The standing agenda for MMB meetings is as follows: 

• IRS review/status update .. 
• Performance Measures for Modernization status update 
• Critical Program Initiatives (CPI) 
• Administrative issues . 

The ExecutivE~ Director will develop and present a proposed agenda to the Chair for 

approval. Thl; agenda will be approved and published 30 days in advance to ensure 

appropriate analysis and preparation. 
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Method of Ope.ration: 

The Chair may (:all or cancel meetings at his discretion. Meetings will be scheduled 
monthly for the remainder of FY 1996, and bi·monthly beginning in FY '97. 

The Executive Director will have re'sponsibility for ensuring any issues requiring MMB 
decision or input are identified and ready for presentation. The Executive Director may 
also have a pre·meeting with the Chair to provide a background briefing prior to the 
meeting when appropriate .. 

The Staff Direcb)r will have responsibility for administrative and logistical support of 
meetings, including documentation of the minutes. An historical record of all activities 
should be kept, .along with a running list of foHow·up items that are raised. These issues 
should be dated and aged, to be recurring agenda items at pre-determined time intervals. 

Staff Support: . 

The Assistant SE~cretary for Management & CFO, in consultation with the Chair, will 
designate the E)(ecutive Director. Staff support for the MMB will consist of a Staff Director, 
contractors, analysts, and support personnel. The Executive Director will serve as a senior 
advisor to the Chair, through the Assistant Secretary for Management & CFO. 

Funding: 

The Executive Director shall prepare an annual budget for the MMB for approval by the 
Chair. The bud~,et will be executed on an annual basis. 

The funding amc)unt to support this Charter and the related memorandum of agreement for 
. funding salaries and expenses will be provided from TSM funds .Iegally available for this 
purpose. 

Amendments tc~ the Charter: 

The Charter rna,' be amended as necessary by consent of the Deputy Secretary 
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May 19, 1997 (12:34pm) 

Executive Order __ of May _, 1997 

IRS Management Board 

By the authority vested in ·me as President by the Constitution and Jaws of the United States of 
America, including 31 U.S.C. §301 and 26 U.S.C. §7801(a), and in order to establish a permanent 
oversight board to assist the Secretary of the Treasury ("Secretary") in ensuring effective 
management of the Internal Revenue Service. it is hereby ordered as follows: 

Sec. 1. Establishment. There is hereby established within the Department of the Treasury the 
Internal Revenue Service Management Board (UIRSMB"). The IRSMB shall consist of: (a) the 
Deputy Secretary of the Treasury as Chair: 

. (b) the Assistant Secretary (Management). as Vice-Chair: 

(c) the following members: 

(1) the Assistant Secretary of the Treasury for Tax Policy: 

(2) the Deputy Assistant Secretary of the Treasury (Departmental Finance and 
Management): 

(3) the Deputy Assistant Secretary of t,he Treasury for Information Systems and Chief 
Information Offic!~r; 

(4) .the Assistant Secretary of the Treasury (Legislaiive Affairs and Public Liai~on): 

(5) the Inspector General of the Treasury; 

(6) the Gen(!ral Counsel of the Treasury; 

(7) the Director of Security of the Treasury; 

(8) the Treasury Procurement Executive; 

(9) the Commissioner of Internal Revenue; 

(10) the Dermty Commissioner of Internal Revenue; 

(11) the Chief Information Officer (IRS) and Associate Commissioner of Internal Revenue 
for Modernization: 
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(12) the D~:puty Director for Management (Office of Management and Budget); 

(13) a repmsentative of the Office of the Vice President; 

(14) a repn:sentative of the Office of Management and Budget; 

(15) the Director, Office of Federal Procurement Policy (Office of Management and 
Budget); 

(16) a repre:sentative of the Office of Personnel Management; and 

(17) such rI;::presentatives of othergovernment agencies as the Secretary designates; 

(d) The Secretary may appoint additional members who are officers or employees of the 
Department of the Treasury; and ' ' 

(e) The Secre:tary may remove any members who are officers or employees of the Department 
of the Treasury. 

(f) The President. National Treasury Employees' Union. may attend IRSMB meetings as an 
observer. 

Sec. 2. StruClure. There shall be an executive committee of the full Board, the members of which 
are appointed by the Secretary. 

Sec. 3. Functions, (li) The Board is established to support directly the Secretary's oversight of 
the management and operation of the Internal Revenue Service. (b), This includes: 

(1) working through the Deputy Secretary, assisting the Secretary on the full range of high­
level management issues and concerns affecting the Internal Revenue Service, particularly those 
that have a significant impact on operations. modernization and customer service; 

(2) acting through the executive committee. serving as the primary review and decision 
making body for strategic decisions concerning modernization of the Internal Revenue Service, 
including moderni2:ation direction; strategy; significant reorganization plans; performance metrics; 
budgetary issues; major capital investments; and compensation of personnel; and 

We hallen't really wrestled to the ground the role oj this board -- the italicized language 
would carry e)Ver the MMB charter description, which may overstale to some extent the 
role that the MMB has played and could be read to detractjrom the Secretary's 
responsibiliti,f;s. The most recent writing describes the role ojthe executive committee as 
hailing "responsibility jor. approlling" decisions ona series oj issues. 
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(3) meeting Inonthly and preparing semi-annual reports to Congress. which the Secretary of 
the Treasury tranS:mits to Congress. ' ! 

, 

Sec. 4. Adminislialion. To the extent permitted by law, and ~ubject to the availability of 
appropriations, thi~ Secretary shall provide the Board such ad!ninistrative services, funds, 
facilities, staff and other support services as may be necessary for the performance of its functions 
under this order. ' 

. i . . 
Sec. 5. Judicial Review. This order is intended only to improve the internal management of the 

. . I . . 

Internal Revenue Service, and is not intended, and shall not be construed. to create any right or 
benefit, substantive or procedural, enforceable at law by a party against the United States. its . . , 
agencies, its offic~:rs, or its employees. 

/ 

WILLIAM J. CLINTON 

THE WHITE HOUSE, 
, 1997 I 

I. 

, 
I 

i 
" 

, I. 

I 

.! 
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ClIla~ter for the National IRS Council to the Secretary of the Treasury 

This ,chaiter is prepared and filed in accordance with the provisions of the Federal 
Advisory Committee Act. Public Law 92-463, enacted October 6, 1972. . 

A.. ' Official1Citle.. The gro~p's official title is the National IRS Council to the Secretary of, 
the Treasury. The group is commonly known as the "National IRS Council" (hereinafter, "the 
Council"). 

B. Objectives and Scope. The purpose of the Council is to provide advice to the Secretary 
of the Treasury on ways to improve the management and operations of the Internal Revenue 
Service (IRS) based upon experience in the private sector. 'The Council's members may 
revi~w and provide recommendations concerning current or proposed IRS policies, programs, 
procedures and plans. This includes advising the SecretarY on budget matters relating to the 
IRS and tax administration. ' 

The Secre:tary may determine the size and organizatjonal representation of the advisory 
group in order to obtain balanced membership. Membership shall include individuals drawn 
from: (1) Forttir.le 500 companies; (2) small business, (2) the information technology industry; 
(3) current state tax administrators; (4) leading tax professi6nals (accountants and attorneys); I 
(5) the non-profit. or education sector; (6) community leaders; and (7) the tax preparer 
industry. Members may be appointed in an individual or r¢presentative capacity. 
Nominations are solicited from professional organizations, public interest groups, employee 
organizations, the: Office of Management and Budget and Congress. The committee shall 
contain up to fourteen members. I 

The activity of the Council is based on the authority .of the Secretary of the Treasury to 
administer and enforce the internal revenue laws conferred by section 7802 of the Internal 
Revenue Code (Title 26, United States Code). 

C. Time Peri!1d., The Secretary of the Treasury has a continuing need to receive advice on 
tax management issues. Therefore, the Council is a continu'ing advisory group which operates 
under a two-year charter. 

I 

lNo non-attonrreylaccountanl tax professionals? It undoubtedly will create pro.blemfor 
us wiJh enrolled ~~gents, who are individuals specially licen'sed by IRS to represen(taxpayers 
before IRS. 

http:Forttir.le
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D. Reportin~ The Council reports to the Secretary o( the Treasury. 

E. Sup,port Services. The Department of the Treasury provides the necessary staff and 

support services for the Council. . 


F. Duties. The Council's duties are to research, analxze, consider and make 
recommendations on a wide range of tax management issues. Reports and recommendations 
aremadedirect1y to the Secretary or his designee, except that the Council prepares an Annual 
Report to Taxpayers, which the Secretary transmits to Congress. The Secretary or his. 
designee has solc~ responsibiHty for any action to be taken with respect to the Council's 
recommendations. 

G. Annual Crperatine Costs .. The estimated annual operating costs are $_and _ 
. staff years. Annual operating costs include travel, staff salary and representation fund 
. operating expenses. Committee members are not paid (or their time or services. Members 

will be reimbursl!d for their travel-related expenses (transportation, lodging, meals and 

incidental expen~:es) based on Federal travel regulations for public meetings or scheduled 

working group sl!ssions .. 


H. Number 2lnd Frequency of Meetings. The Council meets four times a year with the 

IRS and reports to the Secretary of the Treasury in connect~on with each such meeting. . 

Meetings generally are public, but may be closed as, and to the extent, warranted by the 

subject matter. 


. . 

1. Termination Date. A termination date of two years Jrom the signing of this charter has 
been established. 

].~L.te... The date of filing for establishment o( this charter is 
! ------ ­

Approved by: 

Robert E. Rubin pate 

Secretary of the Treasury I 




·£.: :' ,I. 

, . 1,9';97-SE·-OO 6474 , 

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. ! 

GENERAL COUNSEL.. 

June 13, 1997' 

MEMORANDUM FOR. SECRETARY RUBIN I 

DEPUTY SECRETARY SUMMERS / 

FROM: EPWARD s. KNIGHTd$j:: 
SHERYL SANDBERGVJ 

SUBJECT: IRS 
• I •

Restructuring CommlS'Slon: Next Steps 

I. overview 

On Wednesda~, Jun~ 25, the IRS Restructuring Commission will 
be releasing its report. On Tuesday, June 17, we will review with 
you the contents of that report and raise some strat~gic issues 
relating to it. Also, on June 19, Deputy Secretary Summers will 
testify before the Senate Treasury Appropriations SUbcommitee at 
which Senator Bob Kerrey will also testify. 

I I . Backg'round 

By way of background, the commisston held its first meeting 
on July 25', 1996, and since then has h~d twelve days of public 
hearings and three town meetings. As you know, there were 
numerous executive sessions of the Commission in which the real 
work was done. The Commission claims to have held over 100 hours 
of Task Force meetings and to have interviewed more than 500 
individuals in. the course of its work., 

A.' '. Process 

In t(~rms of the process that the Commission would follow, we 
expressed early concerns that the Commission not turn into an 
investigatory body that would issue subpoenas and needlessly 
disrupt the work of the IRS. Fortunat~ly, this investigatory 
approach was not taken. Second, despi~e the fact that the 
statute establishing the Commission stated clearly that the IRS 
Commis.sioner was an ex-officio member, initially s.ome members of 
the Commission resisted including commissioner Richardson. In 
the end, she was included in much of the commissions . 
deliberations. Third, the Commission staff was initially 
resistant to including IRS officials in the panels of witnesses. 
on discrete topics, such as quality improvement and technology. 
Again, the Commission recognized the'need to take a more 
responsible course and included the IRS in the hearings. 

Finally, throughout the de]ibera~ions of the commission, the 
Treasury and .IRS pointed out numerous [errors ahd inappropriate 



statements in the commission' s draft. For instance, -at, one point 
the com.m~ssion· s report was to inclu,de it lengthy section on the 
commission'·sfindings. Of course, thet:erm -findings" implies 
factual statements. However, many of the statements in this 
section were without factual foundation! The commission 
abandoned this approach. 

B. Issues Other Than Governance 

Nevertheless, -as you know wE:ll, the Commission's report is 

fundamentally flawed. In particular, as we have discussed, the 

governance proposal poses serious risks:with the revenue ' 


, collection process in this country _ Our briefing next Tuesday 
will focus ort this and other aspects of:the Commission's report 
that,deserve attention. For instance, ~e need to discuss the 
following: 

(1) The Commission has proposed major changes with regard to 
filing dates for electronic and paper filing as well as 
information returns. These propos~d changes could 
significantly increase the cost of , borrowing from the U.S.' 
Treasury and would favor wealthy taxpayers over the less 
wealthy_ ' 

(2) The Commission's report aggressively embraces electronic 
filing. We need to be prepared to express our views on that 
subject in some detail. ' 

(3) A number of the Commission's ideas in the area of tax 
simplification are poorly r{~asoned:or simply restatements of 
proposals from special interests. : For instance, the 
Commission proposes to allow life insurance companies to 
file consolidated returns for theit life and non-life 
operations. Also, the Commission proposes to establish a 
family allowance byi consolidating the present law standard 
deduction, personal exemption, dependent care credit, earned 
income tax credit and the proposed child credit into oneI 

"family allowance, "the purpose of which is to eliminate tax 
complexity for working individuals~ Additionally, the 
Commission proposes to "replace current itemized deductions 
with a reduced family allowance for individuals taking 
deductions for qualifying mortgage interest, charitable 
contributions, and 'state and local taxes." With regard to 
the EITC, the Commission states that ·Congress and the 
President should w6rk together to simplify the ~ITC, 
maintain its h~gh participation rate and reduce it's 
overpa~ment rat~ to below lO%.H All of these simplification 
proposals are in a section that is, "forwarded without 
endorsement to the Committee ,on Ways and Means, and the 
Committee on Finance." -, 

(4) The Commission is more explici~ in endorsing specific, 
legislative changes in the area of'taxpayer rights. Some of 
these are not well reasoned. For example, the Commission 

j. 



pro~oses to raise the net ~orth ceilings that limit relief 
available to individuals and corporations for recovery for 
adminlstrative.and litigation cost~ when the IRS position is 
not substantially justified. Under the Commission's 
propos~l, Congress would raise the: net worth ceilings to $5 
million for individuals and $35 million for businesses. 
Also, under the taxpayer rights set of recommendations, the 
commission would give the National Archives and Records' 
Administration access to IRS records which would result in 
those records being made public after a period of 40 

I . years. 

By and large, many of the more objectionable proposals that 
we mentioned to you earlier~ such as the elimina~ion of the EITC 
and its conversion into state block grants, were eliminated over 
time due to persistent objection by a number of Commissioners. 

III. strategy for June 2S 

We have had several intern'al meetings to discuss the 
appropriate strategy for June 25. Many questions remain but we 
seem to have reached consensus on a few' points. 

(1) We should identify and ha~e prepared a number of 
validators from outside of the Treasury Department who could 
concur in our views with regard to: the Commission. 

(2) We should have a set of materials prepared for release 
by the Department on June 25 to supplement the Commission's 
release. These materials could include our minority view~ 
and key correspondence, such as that from supportive former 

,Commissioners 	of the IRS and the Office of Legal Counsel at 
Justice. 

(3) We are attempting to obtain frpm the Justice 
Department's Civil Division, or perhaps from the Attorney 
General, herself, a letter concurring in Treasury's concerns 
with regard to the impact of a priYate sector dominated 
board upon the administration of l~w enforcement at the IRS. 

(4) We need to consider making news ourselves in the days 
leading up to June 25 by, for inst~nce, announcing the 

-selection 	of some of the members of the outside advisory 
committee, issuing the Executive Order and announcing the 
Treasury Order. 

We ha.ve begun the process of wri ti!ng f act sheets and 
assembling documents for release on th~ 25th. Attached for your 
further study are key excerpts from the draft report. On 
Tuesday, June 17, .we will review the a~ove questions with you and 
answer any further questions that you ~ay have. 
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cc: 	 Linda .. Itobertson 
Howard Schloss 
Michael Froman 
Bob Bo()rs tin 
Michelle Smith 
Bob Bean 
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Rubin Renews Ad_lstration's Attack 
. On Independej,URS GOvenaing Panel 

T
reasury Seaetary Robert E. Rubin renewed the ad­
ministration"s attack June 12 on a National Com­
mission on Restructuring the Internal Revenue 

Service proposal to implement an independent, mostly 
private sector bClard of directors for the beleaguered 
agency. 

Commission c:o-chairs Rep. Rob Portman· (R-Ohio) 
and Sen. Robei1 Kerrey CD-Neb) are "100 percent 
wrong" in their ideas for the new seven-member panel, 
which would consist of five private-sector individualS 
and two governinent officials. Rubin said. 

"Overseeing Ihe IRS is not a part-time job," said Ru· 
bin, speaking at a meetIng of the Council for Electronic 
Revenue Communication· Enhanceme..nt. The agency's 
budget. personriel, technology and strategic decisions 
"should not be put in the hands of sporadic and part­
time managers," Rubin said, reiterating concerns that 
control of the al~ency's purse strings also denotes con­
trol of law enforcement resources. , 

However, commission chief of staff Jeffery Trinea, 
speaking at a separate session of the CERCA meeting 
contended that the members of the panel would be 
"govemment olficials in every sense of the word." 

Special Coyerament EinpIoyees? Trinca said the panel 
members would fall under the federal definition of 
"special goverllment employees" because they would 
be appointed b~f the president and approved by the Sen­
ate, and could be fired at will by the president as well. 
He acknowledl~ed that the board would be part time, 
but stressed th:at most successful public and private or­
ganizations halle part-time directors who focus on high-
level strategy. . 

. "We do not want another group of people microman­
aging every de.::ision of the top officials of th.e agency on 
a daily basis," Trinca said. . 

Rubin said ~he change would represent too much .of 
a shakeup and· be a dangerous change at an agency 
whose activities fund nearly all government operations. 

"1 don't believe we can afford to put an agency that 
generates 95 l>ercent of our revenue at risk," said Ru­
bin. 

Trinca said he disagreed. "Selieve me, ifthe agency 
can survive the Treasury Department's historic pattern 
of neglecting its oversight responsibilities .. .it can sur­
vive this," he said, noting that the majority of tax col­
lection in the nation is done by payroll departments. not 
IRS. 

The commission chief of staff told BNA he would 
step down from his post on July 1. a week after the fi· 
nal recommendations are expected to be issued. Doug 
Shulman. who now serves as the commission's senior 
policy adviser. will take over as chief of staff unlH the 
commission is dismantled later this year, Trinca said. 

Legislation based on the commission recommenda­
tions is expected to be introduced in early July. 

By AuSON BEf'JNEIT 

Employment Taxes 

Ways and Means Approves 

Changes in Unemployment Taxes 


T
he House Ways and Means Committee late June 10. 

approved changes to unemployment insurance and 

talCes as part of the welfare provisions of the bUd­


get reconciliation package. 

. The committee agreed .to several provisions dealing 

witn the Federal Unemployment Account (FUA), which 

provides authority for loans to sta.tes with insolvent un· 

employment insurance benefit accounts. Republicans 

on the committee said the changes are designed to 

mil-intain h.igh balances in state and federal UI accounts. 

the committee said. . 


First, the FUA account ceiling~would be doubled to 

0.50. percent o{ covered wages, up from 0.25 percent, ef­
fective Oct. 1,2001. This would result in more FUA rev­
enues being held in federal accounts rather than being 
transferred into state benefit accounts. 

The committee approved language that limits to $100 
'million a year the amount transferred from the federal 
UI accounts to state accounts that are used in adminis· 
tering state Dr programs. Additional amounts, if any 
above the $100 million.limit per year. are to be returned 
to Ihe FUA, notwithstanding the amount ceiling. ac· 
cording to the package the Ways and Means Committee 
endorsed. 

The panel also added a provision authorizing funds 
'.'for state Ulintegrity activities." The language would 
authorize S89 million for fiscal 1998, $91 million for fis· 
cal 1999, S93million for fiscal 2000, $96 million for fis· 
caJi 2001, and $98 million for fiscal 2002; according to 
the package. : 

The com~ittee also endorsed language that Rep, 
Clay Shaw (R-Fla) said would clarify that states have 
the authority to set their own "base .periods" for unem· 
ployment compensation. Sase periods indicate the 
amount or ti~e an employee must work 10 qualify for 
unemployment insurance. The issue was raised in the 

. 1994 Seventh Circuit decision in Pennington v. Dohf?fty 
"-and targeted in a hearing by Shaw's panel in April. 

Shaw said the amendment was needed because witli· 
out some clarification, some 40 states may be forced 10 

c~ange their base periods, costing the states millions of 
dollars. . 

Tax Legislation· 

Ways-Means Continues Tax Markup, 

Defeats Wide Range of Amendments 


The House Ways and Means Committee slogged 
through a second day of debate on the tax package 
offered by Chairman Bill Archer' (R-Texas). with 

the panel turning back a wide variery of amendments 
offered by Democrats to expand the package's prO\;· 
sions on the child credit and education tax incenlives. 
a,nd to modify the way the bill applies capital gah;s reo 
lief. . 

The committee did. however, approve a handful oC 
amendments. One, offered by Rep. Xavier Becerra. (D. 
Cali!), would expand student· loan forgiveness rules un· 
der Internal Revenue Code Section 108(0 so that they 

DAILY TAX REPORT 0092.6684/97/$0+$1.00 BNA 6-13-&7 

http:0092.6684/97/$0+$1.00
http:Enhanceme..nt


I 

Section 5-EHectronic Filing 
I 

Electroni~' filing holds great potential to increase cost savings and compliance with only a small 
investment by the IRS. With a cohesive plan to market and implement electroriic filing, the IRS 
can improve its customer service capabilities, modernize its processing functions, and facilitate 
more efficient compliance efforts. Such a plan must eliminate barriers and provide benefits and 
incentives for practitioners and taxpayers. 

Introduction 

The IRS presently receives approximately 205 million (ax returns each year. The l.argest 
workload involves the nearly 120 million individual tax returns. The ten service centers process 

" I 

paper returns using an error prone process during which approximately forty percent of the tax 
return data is entered and perfected manually. The error rate for this data capture and perfection 
process is approximately twenty :percent, half of which is attributable to the IRS. Because 
electronically filed returns usually are prepared by computer program~ with built in checks. 
undergo pre-scrt:erung by the IRS, and experienc.e ho key punch errors, these returns have an 
error rate ofless than one percent. ' I 

Presently over one half of all individual tax returns exist in 'electronic format prior to submission 
to the IRS. Prac.titioners usually prepare returns on their computers, ,but print them out and send 
them to the IRS on paper. Digital-to-paper-to-digital conversion inefficiencies, including 
physical handling of the paper returns, opening of mall, physical arraIlging and batching of paper 
documents, and error prone manual data entry, add to the cost of processing paper returns. 
Common sense tells us that information already in electronic fotlnat should be transmitted 
directly to the IRS, avoiding these redundancies and ineffici;encies. : 

1n addition, the pipeline (IRS paper return processing function) 'still' uses antiquated equipment, 
such as the Distributed Input System (DIS) and Remittance Processing System (RPS), to input 
information from paper documents. Installed in 1984 and 1978, respectively. these systems 
experience significant downtime and slow operator productivity. 

In 1993 the IRS established at:l electronic filing goal of:eighty million tax returns by 2001. 
However, the IRS has not yet developed a comprehensive~ plausible strategy to meet this goal. 
Better marketirlg to taxpayers. elimination of taxpayer burde~s and barriers, increased 
cooperation with tax practitioners, and lower costs of filing are the keys to greater electronic 
filing. Previous efforts at marketing have focused almost exclusively on those taxpayers 
concerned with quick refunds. The IRS must reach beyond this group of taxpayers and develop 
appealing strategies for various segments of taxpayers and practitioners in order to achieve its 
stated goal. 

" I 

The IRS reports that it could accept over 100 million electronically filed returns annually without 
requiring any new systems development effort: Howevet, to acco:mplish this goal the agency 
needs to put in !place additional building blocks, including 'acceptance of all form types, internet 

. capability, and paperless payment. 
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1 .. Strategic Marketing Plan 
J 

The IRS must clevelop a strategic marketing plan to make paperless filing the preferred and most 
convenient means offiling for the vast maiority of filers in ten years) . 

The IRS needs a strategic marketing plan to make paperless filing the preferred and most 
convenient means of filing for the vast majority of filers in ten years. This goal can be achieved 
through· increased industry partnership, elimination of baniers, use of competitive market forces 
to lower costs, additional benefits to taxpayers, and changes to IRS systems and procedures; 

In promoting movement toward electronic filing, a key element is cooperation with paid· 
preparers. In testimony to the Commission, however, there was an overwhelming response from· 
relevant stakeboldeJ)l that the IRS has not partnered with ,extemal'stakeholdersto increase the 
level of electrotllc filing, and that the IRS does not make it easy for practitioners or individuals to 
file electronically. . 

The current electronic filing proce.ss can be complicated, and measures to protect against fraud· 
can increase the complexity unnecessarily. To help move taxpayers toward electronic filing, 
many tax practitioners believe that these barriers should be removed by: 

• 	 Making the process truly paperless by eliminating the current requirement to file 
. Forrn 8453 to obtain the taxpayer's signature;' . 

• 	 Reducing the cost to the taxpayer for electronic filing; .. , 
• 	 Marketing electronic filing beyond that segment of taxpayers who desire a quick 

refuild; 
• 	 Enabling taxpayers to file all fonns electronically; 
• 	 Streamlining the annual procedures for certification as an electronic return originator; 
• 	 Enabling taxpayers to submit supplementary notes, explanations, or elections when 

filing electronically; and . 
• 	 Eliminating the erroneous perception that electronicalJy filed returns are prone to 

grea.ter audit scrutiny. 
, 

The IRS has nClt achieved its original objectives for electronic filing because its current program 

has limited appeal to taxpayers and practitioners. The Corlunission,has concluded that no single 

modification will change taxpayer or practitioner behavior, and that a comprehensive plan to 


. remove barrier!;, increase benefits, and broaden the appeal of electronic filing to all segments of 

the taxpayer and practitioner population is essential. Based on extensive discussion with relevant 

stakeholders. the Commission has developed such a plan, which is presented in Appendix G. 

Because many eleq1ents of any comprehensive plan to increase electronic filing require 

legislative action, Congress should, act immediat(:ly so that the IRS can begin to jmplement the 


[ 
plan. 	 .•. . 

. . 
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, . 
Because the IRS will need continued input from practitioners as it implements its electronic 
filing stra'tegy, it should consider institutionalizing this partnership by establishing an Electronic 
Conunerce Advisory Group (ECAG) to address issues of mutwtl concern to IRS and' the 
practitioner community. For example, the ECAG could work with IRS to develop marketing 
campaigns to encourage electronic ~ling and educate taxpayers about its benefits. 

2. Incentives CClr Electronic Filing 

Congress should eliminate barriers.: provide incentives, and use competitive market forces to 
increase electron.ic filing. , ;. ' 

Many external :;takeholders support electronic filing because they believe it reduces burden for 
themselves and taxpayers, in addition to reducing burde~ for the IRS. Presumably, as the 
volume of electronically filed returns increases, demand in the marketplace will drive down 
prices for electronic filing. Most tax practitioners charge fdr electronic filing today because they 
incur additional e,xpenses, including costs of conununic'ations and third party transmitters. 
Swveys indicate that the cost of electronic filing is a disincentive to taxpayers to file 
electronically. The Commission expects that more taxpayers woul~ file electronically, but for 
this cost. 

To expand the appeal and broaden the benefits of electronic filing, the IRS strategic plan should 
incorporate a range of features that makes electronic filing attra~tive to both taxpayers and 
practitioners, including the following: 

• Papt:rless filing; , 

., Exte:nded due dates for electronically filed returns~ 


., Acc1;:ptance of all 1040 forms and attached schedules; 


., Regulation ofall paid pregarers; I 


., Incentives for filing electronically; and , 


., Secure access to taxpayer accoWlt data for taxpayers who file electronically. 

, I 

Incentives ,,' 
Because increased electronic filing will yield significant cost savitigs for IRS, some sharing of 
these savings with stakeholders may provide a useful incentive. ' A combined incentive and 
mandate plan would help to increase levels of electronic f,iling, particularly if it facilitated free 
electronic filing. In the plan outlined in Appendix G,: the IRS would pay transmitters an 
incentive for etlch return filed electronically. Assuming that transmitters shared these incentives 
with originators based on market competition, this plan shou1d facilitate increased electronic. 
filing when coupled with requirements for practitioners to' file returns electronically at some· 
point in the futme. As the level of electronic filing increas~s. the in~entjves could be phased out. 

Realignment 0/return submission deadlines 
Realigning the due dates for tax and information returns would pro~ide a more realistic timetable \ c.~"''''.a ( 
for submission and incentives for electronic filing, as well as leveling the workload of IRS and 
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tax practitioners. In addition to tax returns, the IRS and the Social Security Administration 
(SSA) receive aild process over 1.1 billion information r~tums each year-including Forms 
1098. 1099, and·W -2-many of which are received in magnetic format. The IRS has reported to 
the Conunission that it receives more than five million updated, corrected information returns 
during the year, impeding document matching between taX and information return documents.' In 
addition,significant numbers of returns are corrected by taxpayers prior to submission, and 
untold numbers of returns are never corrected. SeveI'a1 stakeholder groups informed' the 
Commission that the current due dates for W-2s and somel099s can impose burdens on both 
small businesses and large providers 'of information returns, such as brokerage houses. While 
some may argue that extending the deadlines for information reporting would delay information 
reporting further, this logic ignores the complexities of taxpayer compliance processes and 
problems. In retieving these burdens for information reporting, the Comrilission expects that 
providers wilt continue to provide information returns to taxpayers as soon as the information is 
available~ Sufficient time to perfect data would allow taxpayers to submit accurate information C""'''-''Oc. 
returns, eliminating the duplicative work caused by corrected return submissions and reducing 
extension requests. 

Moving toward a system that increases the opportunity for perfected data to be submitted 
electronically, accompanied, with time between entity reporting and individual reporting; would 
establish the foundation for return free filing for many individual taxpayers. 

3. Modernizing return processing
t't..c.. ; 

') [The IRS should use technology to update its return processinFapproaches. 

Increased electronic filing would facilitate IRS compliance efforts, allowing the IRS to receive 
information and ·tax returns and match data during the same calendar year. Moreover, better data 
capture capability will facilitate customer service. At present, only forty percent of data on 
individual income tax returns is entered into IRS computers. To improve compliance and 
customer service, the IRS must modernize its return processing approach to refl~t the realities of 
the information ag~. 

As levels of.electronic filing increase, the IRS should capitalize its savings by marlaging and 
consolidating service center pipeline capacity to maintain paper return refund processing times at 
six weeks. 

The IRS must process returns more efficiently once they arc received. In. particular. the IRS 
should consider aggressive plans to improve processing paper and electronic returns through 
managed competition. Such plans should include incentives to encourage electronic return 
processing. A major challenge to the IRS will be management and consolidation of its service 
center pipeline capacity as the number of electronically filed: tax returns increases. 

Finally. the IRS should pursue simplification efforts that Iwould allow more taxpayers to use 
Forms 1040EZ and 1040A, which are simpler to file andiproccss. In particular, such efforts 
should include expansion of the TeleFile program to more taxpayers. 

33 



Appendix G 

]~lect~onic Filing Supplementary Information 


The Commi!ssion believes that IRS must. develop and implement a strategic and 
marketing plan to make paperless. filing the preferred' and most convenient· means of 
filing for the: vast majority of taxpayers. This vision can be achieved over a ten-year 
period by using existing infrastructure such as tax practitioners. financial institutions. and 
the Internet as intermediaries for submitting tax returPs to the IRS. The obstacles to 
achieving this vision are not necessarily the cost of developing information technology 
systems, but entering into a partnership with practitioners and fmancia1 institutions that 
would pro~de burden reductions and incentives for filing tax returns electronically. 

Processing workload 
, 	Table G-l iUustrates IRS tax return processing workload for 1995. IRS estimates that 120 

million. individual tax returns will be filed in Tax Year 1996, of which approximately· 
half, or 60 million, will be prepared by paid tax preParers. Virtually all of these 60 
million retwns are prepared using tax preparation software. Another 10 million or more. 
tax retumsa:re filed by self preparers who use consumer~riented tax preparation software 
products. 

Table G-l. ReturD Types Received by IRs fOIi Tax Year 1995 
. Return 1;ype Forms Volume Electronic 

Volume 
Individuallneome tax 1040 family 116,298,325 11,142,582 
Estimated tax 1040ES 35,475,945 0 
Fiduciary 1041 3,187,143 6,889,074 
Fiduciary estimated tax 1001ES 583,473 0 
Partnership 1065 1,571,872 ° , 
Corporatfon income tax 1066 and 1120 series 1.780,956 0 
Estate tax 706 series ~2,860 0 
Gift tax. 709 i 

215,010 0 
Employm,ent taxes 940 series, cr-1, and 1042 29,006,291 ° Exempt organizations 990 series, 5227, and 4720 560,057 0 
Employee plans 5500 series 1,261,700 ° Excise tal. ,I 720,730,2290, and IIC 787,011 °.. 
Supplemental documents 1040X, 1120X, 2688, 486~, 11,936,542 0 

7004,8752,1041A 1 

Costs· 
IRS estimates the average cost of processing aU paper returns at $2.65 a return, but 
acknowledges that this figure did not include all cost. Similarly, the costs of processing 
electronic returns was estimated at $1.15, including .the processing of paper signature 
documents. The IRS· is conducting a cost study to determine the actual costs. The 
Commission has received an estimate from the Private Sector Council that a project by a 
Fortune J00 company to automate paper processing experienced a six to one cost 



differential of paper to electronic processing costs. This rePresents a significant cost· 
savings for the IRS ifthe number of electronic returns can be increased significantly. 

• 	 • • J 

In addition to labor. overhead, and management costs to operate theretums processing 
pipeline, there are other cost reductions that could be realized with an increase in 
electronic filing, such as the following: 

• 	 Heavy dependence on manual labor creates additional recruitment and training 
costs for'lRS since it causes spike demands for I?w cost labor that is not always 
avaiblble. .; 

• 	 Facility and physical handling equipment associated with paper filing is mu.ch 
highet than that used for electronic returns. 

• 	 After the data is manually entered into the data base, the paper return is archived. 
Storage, costs for paper returns are higher than those for electronic returns. Any 
subsequent need to access a return, such as an examination or collection, or 

. requests by taxpayers for a copy of the return, results in retrieval costs as welL 

To save pro(:essing costs, the IRS currently only captures in electronic fonn 40% of the 
information submitted on paper· returns. AI) paper, data submitted by taxpayers is 
archived, however. After a return is posted to the Master File, IRS uses automated 
algorithms 10 detect conditions. that may warrant an examination. For those returns 
selected for further evaluation, the paper return must be retrieved from archives, and 
examined manually. With electronic returns, 100% of data submitted are captured and 
archived electronically. This situation provides the opportunity for the IRS to enhance its 
detection algorithms to use an expanded set of data, while also reducing the need for 
retrieval of suspicious paper returns. Since this type ofiexamination occurs without any 
taxpayer COfltact, it is the least intrusive type of examination. 

Reasonsforfailure ofexisting electronic filing program. 
The Commission believes that the failure of electronic returns to increase at rates 
originally projected by the IRS does not represent a technical failure by the IRS, rather a 
failure to plan and market electronic filing in an organ.iZed, thoughtful manner. This was 
reported to IRS as early as July 1995 by GAO. which reported that IRS had no 
comprehensive business strategy for promoting the ~nefits of electronic filing to all 
taxpayers. Rather, its strategy was aimed only at taXpayers desiring a quick refund. . 
Without a comprehensive strategic plan, GAO believed'that IRS would not achieve their 
stated goal of 80M electronic returns by 2001. The Commission believes this situation is 
still true today. No comprehensive strategy has been made available to the Commission. 
a1though a high level issue paper was released by IRS in February, 1997. 

In 	an intelview with Mr. Peter Simpson, Second Commissioner for the Australian 
Taxation Office (A TO). he stated that the technology costs for electronic filing were low, 
but the teaN keys to success were marketing the servj~e properly and letting the private 



sector develop products in the marketplac~. The Commission has received testimony and 
input from th.e practitioner community that would confinn A TO's e~perience. 

. I 

In/ormation relurns and documenl matching i 

Electronic filing of both tax and information returns :aids earlier document matching . 

. With today~s filing profile and -legacy systems, ~ delays the identification of 
underreporter cases for over a year until all the docwnents are ready to be matched . 
. Receipt by taxpayers of underreporter notices 18 months after filing increases the 
. likelihood of missing taxpayer records and builds taxpayer resentment against the IRS 
due to the accumulation of interest and penalties. i 

. . i '. 
Although it is not currently possible to perform docurpent matching before a refund is 
issued,electronicfiling of information returns could 'allow IRS to perform document 
matching in the' same calendar year during .whic~ a tax return was' submitted. 
Underreporter cases could then be pursued in a morer timely manner. The IRS should 
perform \inc:ome reporting verifications through m~tching of 100% of submitted 
information documents. IRS also should include ·the Schedules K-I as part of the 
document matching process. . 

I 
t 

Plan for Making Electronic Filing More Attractive t~ Taxpayers and Practitioners 

I 

The Commission's comprehensive plan for increasing ~lectronic filing is summarized in 
Table G-2. The Commission believes only a compr~hensive plan that appeal~ to all 
segments of the taxpayer and practitioner population can make electronic filing the 
preferred and most convenient method of filing for Ithe vast majority of Americans. 
Features of the plan are describ~ in the following paragraphs. While this plan focuses on 
individual ULX returns .because they constitute the buud of the IRS processing workload, 
the Commi~ision emphasizes that plans should be established to encourage' all returns 
types, such .lSpayroll, corporate, and partnership re~, tobe filed electronically. 

I . 

I 

Partnering with stakeholders i 

IRS needs an improved sense of partnership with taxi practitioners, other organizations 
that supply data, and state tax administrators. We recorpmend IRS establish an Electronic 
Commerce Advisory Group (BeAG) to address issues of mutual concern to. IRS, the 
practitioner community. other stakeholders, and: state tax admil)istrators. The 
Commissioll'S intent in recommending establishment ofthis group is to establish an 
ongoing forum for discussing future electronic comme~ce issues. 

! 
The Commission envisions that the ECAG would addr~ss issues to help further electronic 
commerce .unong the member 'organizations, such as [the remova] of additional barriers 
faced by practitioners, simplification of the application to be an Electronic Return 
Originator (ERO), and plans to achieve complete partidipation by all states in the 
. . . I 



Table G"2. Electronic Filing Plan for Individual Tax Returns 
Feature Implementation Year I 

98 99 00 01 01 03 04 OS 06 07 08 09 10 

• Increased partnership between practitioners, tax software X X X X X X X X X X X X X 
industry. transmitters, and IRS 
=> Creation of an Electronic Conunerce Advisory Group X 

=> Eiimination oi paper signature document fonn8453 '" .I\. 

:::;> Elimination ofpaper W-2 filing (attached to 8453) X 
r-~~ 

Practitioner regulation in accordance with Circular. 230 to X=> 
achieve more consistent compliance checks between paper 
and electronic preparers 

=> Authorization for preparer to discuss return information with X 
IRS as checkoff box on return 

=> Field for inclusion of taxpayer/practitioner notes X 
=> Acceptance by IRS of all 1040 forms, with retention of paper X 

copies of attached forms/schedules by taxpayer/practitioner 
for forms that cannot be electronically received by IRS (i.e., 
treat forms as worksbeets) I 

.~ Expansion of TeleFile pool to include some 1040A filers X X 

.~ Increasing p0<JI f)f I('I40A and 1040EZ filers by changing lintits X X 

• Additional electronic input ofinforrnation returns X 
• Due date realignment, including extensions for electronic filers X 

• Capability to receive all fonTIS X~ 

• Paperless payment available for taxpayers X ~ - - -~, 

• Incentives for transmitters for filing electronic returns $2 $2 $2 $1 $1 $1 

• Paid preparers required to file all returnS electronically X 

• Systems to allow direct horne PC filing (if not already supported X X X 
by marketplace) 

• Secure access to account data for electronic filers X 
• Improved marketing and advertising by IRS X X X X X X X X X X X X X 
• Simpler filing methods, such as return free filing X 
Projections of Individual Tax Returns by year (in millions)' 119 120 122 123 124 126 128 130 132 134 136 138 140 
EstiInated number of electronic returns (in minions), less TeleFile 25 30 40 4S SO S5 80 85 95 98 100 102 104 
Estimated number of TeleFile returns by year (in millions)" 6.5 7.0 7.S 8.0 8.S 9.0 9.2 9.4 9.6 9.8 10.0 10.2 10.4 
Remaining paper returns (in millions) 87.5 83 74.5 70 65.5 62 38.S 35.6 27.4 26.2 26 25.8 25.6 
Percent of paper returns 74 69 61 57 S3 .~- ~ .. 

27 21 20 19 19 18.­
Note 1: For previous tax year (e.g., Implementation Year 98 is Tax. Year 1997) . 

Note 2: Extrapolated from IRS Calendar Year Projections of Individual Returns by Major Processing Categories, Table 13. and Tax Year 1996 TeleFile Profile, lune 24, 1996 




Federal/state electronic filing program. Additionally, as the IRS moves to more paperless 
tax administrlltion, the ECAG is envisioned to be a forom where 1RS and practitioners 
can mutually facilitate the ability of tax practitioners to move to more paperless business· 
systems, such as paperless records retention systems. 

Additional changes to improving partnering between IRS and preparers involve treating . 
practitioners as valued suppliers of information to IRS. The Commission recommends 
such change:s as elimination of filing requirements for signature documents and 
associated W-2s by having taxpayers retain signed 10405 and W-2s on file, regulation of 
aU paper and electronic preparers under Circular 230 to ensure standard procedures for 
treatment of all tax preparers; inclusion of a checkotrbox on the electronic tax return t;hat 
allows taxpayers to authorize their preparer ·to discuss aspects of the return with iRs 
Customer Sc~rvice Representatives, accepting of the transmitter's date/time stamp as a 
postmark, and development of a white field in the electronic return for tax preparers to 
Include supplementary notes. . . 

Elimination ofForm 8453 
The filing ofForm 8453 has been identified by practitioners as a major impediment to the 
efficient filil1g ofelectronic tax returns. IRS has also reported to the Commission that the 
handling of these forms is largest cost element associated with the processing of 
electronic n:turns. The Commission believes that the filing of this form is unnecessary. 
Several models exist where organizations accept electronic tax returns without signature 
documents, including Canada, Australia, and the state of California. In addition, the 
Securities and Exchange Commission accepts electronic finanCial reports such as lO-Ks . 
without signatures. In each of the above cases, the only requirement is for the originator 
to maintain the signed copy on file. While the Commission believes that electronic . 
authentication technology will make electronic signatures viable on a national basis, the 
infrastructure does not yet exist to support such a program. The elimination of the Form 
8453 should not wait until this technology is in place. A change to allow taxpayers to 
maintain the original signed copy of their returns will require legislative action, since 
current TretLSury interpretation of existing law is that a signature is required. 

Acceptance ofall forms 
Another si!:nificanl barrier the Commission heard from practitioner groups is that IRS 
does not accept electronically every form or schedule that can be attached to the 1040. As 
an incentive for IRS to modify its . systems to. accept· all attached schedules, the 
Commission recommends that IRS, starting in 1998. accept all 1040s electronically. If 
certain attached schedules cannot be received electronically by IRS, the taxpayer should 
simply be required to maintain these forms in their records, much like a worksheet is 
treated today. 

RegUlation ofpreparers 
Regulation of all preparers under Circular 230 is' important to the development of an 
improved relationship between preparers and IRS,since it applies enforceable rules of 
conduct to all return preparers. Our recommendation is to amend 31 U.S.C. 330 to require 



all persons 'engaged in the business of preparing returns or otherwise accepting 

. compensatioIl lor advising in the preparation of returns to comply with the standards of 


conduct set forth in Circular 230 as enforced by the Office of the Director of Practice 

which is established under Treaswy. By holding ail paid preparers to the same levels of 

due diligence, the proposal seeks to ensure that taxpayers are· not misled by their 

representativ,e8. Return preparers that violate the roles of conduct are subject to 

disbarment from return preparation or representation of taxpayers before the IRS. The 

ability of the Director of Practice to administer and enforce actions based on allegations 

of professional misconduct should not be compromised by the organizational placement 

ofthe Director. . . 


Unifonn requirements wilJ increase professionalism. encourage continuing education, 
improve ethics, and better enable theIRS to prevent UD$crupulous tax preparers from 
operating. R!~gulation under Circular 230 promotes the integrity of our tax system, places 
all return preparers on a level playing field. promotes voluntary compliance and 
stanaardizes the procedures for all preParers for· electronic filing and other compliance, 
procedures. Currently. commercial return preparers are allowed to represent taxpayers 
before the IRS at the examination level and only for returns which they prepared. Higher 
education arId qualification criteria should continue to be enforced for representation at 
all le~els before the IRS.The Commissiori does not envision complex and cumbersome 
registration procedures or requirements, simply a system to capture preparer information 
already provided on the tax fonDS for a database ofpreparers. 

Realignmenfo/due dates 
The complete schedule for revised due dates is shown in Table G-3 andG-4. The 
Commission believes these changes better support same year docwnent matching and 
possible future implementation of simpler return filing processes, such as return free 
filing. . . 

. . 
. Expansion o[TeleFile pool 

TeJeFile is considered by IRS and the Commission to be a successful program. The 
nwnber of taxpayen; using TeleFile has increased approximately 50% in 1996 to close to 
5 million filen;. To encourage even more taxpayers to use this method of filing taxes, we 
recommend that IRS consider expanding the TeleFile pool in two ways. The first method 
is to expand the TeleFile pool by including more taxpayers now filing l040A returns. 
This expan:;ion is currently being .evaluated by m.s and if m.s assessments indicate 
favorable benefits •. it should be accomplished. A second approach is to expand the 
number of 1. 040EZ filen; by changing the limiting conditions so that additional taxpayers 
could use the simpler form and thus be eligible for TeleFile. 

Paperless payment 
The Commission also recomme~ds that paperless payment methods be made available to 
taxpayen;. This option could be as simple as using the existing direct deposit blocks in 
reverse to authorize an electronic transfer of funds to the IRS. Other options include the 



Table ~3. Information Return Preparation and Processing Dates 
CurrentInformation Returns' Paper Electronic 

InfonnatiQn retuttis due to aaxpayer February 15 N/A January 31 
April 15· February 28 Information returns due to IRS and SSAl March 15 

Automatic Extension of filing . April 15 May 15 none 

Additional ExtenSion of filing . N/A N/A March 30 

Additional Extension of filing ·N/A N/A Apri129 

Table G-4. Tax Return Preparation and-Processing Dates 
Income Tax Returns andPass-throu2h Paper Electronic Current 

Entity Returns~ 
Corporate (domc~stic) Mareh IS April 15 Mareh IS 

Additional Extenilion of filing August 15 September 15 September 15· 

s.corp Mareh IS April IS March 15 
Additional Extension of filing August 15 September IS September 15 

Partnership (dorne5tic) March 15 April 15 April IS 

Automatic Extension offiling N/A N/A July IS 
Additional Extension· of filing August 15 September 15 October 15 

Trusts Mareh IS April IS April IS 
Automatic Extension offiling . N/A N/A July 15 

Additional Extension offiliDg August IS September 15 October 15 

Estates· April 15 May IS April 15 
Additional Extension of filing same same 90 days up to 6 months 

Form 990 April IS May IS May IS 
Additional Extension of filing. same same 90 days up to 6 months 

Form 990C (cooperatives) September IS October 15 September IS 
Automatic Extension of filing same same Ma.ch 15 offollov.i.ng year 
Form 990T (corporation) April 15 May IS May 15 
Automatic Extension offi1ing August ]5 September 15 November 15 
Form 990T (40].(a) trust) April 15 May IS' April IS 
Additional ExteIlSion offiling same saine 90 days up to 6 months 
Form 990T (olber trusts) April 15 May IS May 15 
Additional ExtellSion offiling same same 90 days up to 6 months 

Individuals May 15 June IS April IS 

Automatic ExtellSion of ruing July 15 August 15 August 15 

Additional ExtellSion ofriling Sep~ember 15 October IS October 15 


First quarter individual estimated payment continues to be due April 15. However, with the change in 
return filing due: dates, the prior year's tax liability will not yet be known on April 15. Therefore, the ftrst 
quarter estimated payment shou1d be based on 100"10 of the estimated prior year's tax with a Ucatch-up" on 
the second eSMlated payment (due lune 15), Another safe harbor could be to raise the.standard from 90% 
to 95% of expec:ted current year tax. 

Information returns and transmittal documents include Forms 1099, 1098, W-2, and W-3 
2 IRS receives l099s and 1098s and SSA would be required to capture all Fonns W·2 and W-3 information (including 
Slale and local). f:orm W·3 would be revised to add lines to report state and local payroll information. 
3 For 1994 tax return year. 5,306,301 Partnership and S·Corporation returns and 476,980 Estate and Trust returns were 
filed. 
4 For those estatt:s electing a calendar year. 
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use of debit and credit cards. Some municipalities and states have already started 
allowing the use of credit cards for payment of taxes. Typically, the taxpayer must absorb 
the cost of allY merchant fee when using credit cards to make tax payments. Receipt of 
tax payments could also be privatized through electronic funds transfer or submission of 
paper payme:nt to a financial institution or other third party processor for electronic 
transfer to IRS. " 

Incentives 
A major ince:ntive for tax practitioners is a combined incentive and required electronic 
filing plan to encourage practitioners to file electronically, and requiring practitioners not 
to charge taxpayers extra for electronic filing if they accept the incentive payments. lpe 
Commission recommends that IRS pay transmitters an incentive for SUbmitting electronic 
returns until 2004. Transmitters would be expected to share the payment with originators 
based on matket competition. The recommended payment schedule is shown on Table G­
2. A second incentive, one geared to taxpayers, is faster refund cycles. 

The Commission believes that this plan offers several benefits. The incentives provide a 
short term benefit to. transmitters and originators and provide taxpayers with free 
electronic filing services. Surveys indicate that the cost of electronic filing is a major 
reason taxpayers do not file electronically. Incentives, combined with other changes to 
make electronic filing more attractive, are expected to increase volwne and encourage 
market dynamics to react with competitive products in sufficient nwnbers to provide 
taxpayers with I a ral!ge of choices. Based on briefings the Commission has already 
received from Industry, there are already signs that this marketplace development is 
beginning. The Commission recommends that regulations concerning electronic filing 
should be examined to ensure they do not impede the development of products in the 
marketplace that facilitate electronic filing. 

In 2004 inc':entives come to an end and all practitioners will be required to file 
electronically. The Commission believes this requirement also encourages themarket to 
develop products, (while at the same time providing more than adequate time for 
practitioners to prepare for the requirement. Many practitioner groups have told the 
Commission that they support this requirement as a means to get the industry to adopt 
electronic filing as common practice. 

Home filing 
As more Americans have personal computers (PCs) in their homes, filing tax retwns from 
home will have more appeal to taxpayers. The Commission envisions that the 
marketplace will develop systems that will allow taxpayers to file directly from their 
home PCs, and using appropriate security and privacy safeguards, independent of any 
IRS action. Should this situation not occur, we recommend that IRS develop systems to 
allow taxpa.yers to transmit tax retwns directly to IRS using home computers. One 
example of a market development that could occur is for banks and other financial 
institutions to incorporate options for electronic filing as part of home PC banking 



services, offering competitive tax filing services as part of an overall package ofproducts 
available to c\ltStomers. Other organizations could offer the same or similar senrices. . 

Secure access to taxpayer records 
The Commission recommends that IRS allow taxpayers and their authorized practitioners 
who file electroruc returns be provided secure access to their own account information by 
2006. We recognize that this capability cannot be achieved until IRS first. integrates its 
data bases, but we believe this capability should be planned and developed as part of 
modernization, and not added as an additional requirement in the next century. Banks 
currently offer this feature to customers who participate in home banking services. AJ; the 
number of consumers participating in home banking grows, this feature becomes ano~er 
capability tax])ayers will expect for their IRS account as well. 

Changes to IRS systems and procedures 
IRS changes to complement. the above actions would include. less restrictions on 
advertising to improve taxpayer. understanding of the benefits of electronic filing, 
acceptance of all form types and addition of a white field for supplementary notes, more. 
frequent payrnent cycles· for electronic returns. and expansion of IRS infrastructure to ' 
accept more than 100M returns. 

Filing ofFon'rt W-2 
The Commission recommends that the current threshold for magnetic/electronic reporting 

to SSA be lowered. The current requirement is that submitters of more that 250 W-2s 


. must file using magnetic or electronic format. The Commission recommends this 

threshold be lowered to 100 W-2s, and that the threshold be applied in the aggregate to 

third party pmparers.The immediate goal is to reduce the 53M paper W-2s, with the long 

range goal of using incentives to transition to electronic filing. 

We also recommend a single point of filing of Forms W-2 andW-3 by having SSA 
capture all form information, including state and local information. Electronic submission 
of the majority of Forms W-2 and W-3 will reduceSSA's data capture burden. SSA 
should then transmit the captured data to the appropriate governmental agency. IRS must 
revise Form W·2 to add state and iocal information. 
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Section 7-Taxpayer Rights 

A significant part of improving taxpayer service and changing the culture of the IRS involves 
ensuring that tw'payers are treated fairly and impartially by the IRS, are able to seek redress or 
review oCIRS ru~tions by the courts, and are able to resolve conflicts creatively and expeditiously 
with IRS cooperation. . 

In order to ensw-e that fewer taxpayers are subject to improper treatment or excessively burdened 
by the IRS, Congress and the IRS need to focus more attention on preventing problems. berore 
they occur. The Commission found that the passage ofthe Omnibus Taxpayer Bill of Rights and 
Taxpayer Bill of Rights 2 have had an important effect on changing the culture of the IRS. The 
agency spends significant resources educating personnel to treat taxpayerS fairly, and the 
Commission found very few examples of IRS personnel abusing power. Nevertheless, with the 
complexity of the tax' law and an agency of its size with powers to audit and collect from 
taxpayers, there likely will contin~eto be the few unfortunate examples of abuse. Many of the 
additional safeguards.against abusive actions. enacted over the last ,few. years are ,helping people' . 
deal with these ~;ystemic problems, however. 

1. Taxpayer Advocate.s . 

Taxpayer Advo(~ates must be accessible by taxpayers and have the authoritY and accountability 
necessary to spe'ak for and take actions on behalf oftaxpayers. 

While the national and local Taxpayer Advocates make a significant contribution to' fair tax 
administration, there is a perception .in Congre~s and among the public tha~ they cannot be truly 
independent voices for taxpayers. This lack of independence weakens their ability to have a 
critical view of]RS action or inaction regarding taxpayer rights and providing specific legislative 
or administrative solutions to the problems facing taxpayers. 

Taxpayer Advo(:ates play an important role and are essential for the protection of taxpayer rights 
and to promote taxpayer confidence in the int~grity and accountability of the IRS. To succeed, 
the Advocate must be viewed, both in perception and reality, as' an. independent voice for the 
taxpayer within the IRS. Currently, the national Taxpayer .Advocate is not viewed as 
independent by many. in Congress. This view is. based in part on the placement of the Advocate 
within the IRS .and the fact that only career employees have been chosen to fill the position. 
Because a candidate for the job is likely to have additional career ambitions at the IRS after 
performing the Advocate position, it is difficult to perceive the Advocate as independent when 
the position is fI:!garded as just another assignment for an IRS executive, with the Commissioner 
viewing, his or her performance as determining the next position. Additionally, while the 

'. Advocate has provided recommendations for improvements at the IRS, these recommendations 
merely tend to highlight ongoing IRS corrective efforts with little in the way of 
recommendatioils that focus attention on issues that the IRS either is doing nothing or its efforts 
are inadequate. Finally, what recommendations the Advocate has provided have limited value 
because they do not prescribe specific legislati,:e or administrative corrections. 
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In a similar vein, the independence of the local Advocates is brought into question when their 

work is reviewed and graded by District and Service Center Directors. These managers have 

performancego'als that in some cases are directly opPosite to the goals of the Advocates. The· 

Advocates seek to ensure that a case is handled properly and correctly, which often is a time 

consuming process. Conversely. District and Service Center Directors have goals of production 

and dollars. 11le changes recommended by this Report, which emphasize customer service in 

government, should minimize friction between the perfonnance goals of local Advocates and the 

district directort; to whom they report. 


National Taxpayer Advocate 
To ensure the independence of the national Taxpayer Advocate, candidates for this p.osition 

should have substantial experience representing taxpayers before the IRS or with taxpayer rights 

issues. If the Advocate is selected from the ranks of career IRS employees. the selection also 

should be a pernon with substantial experience assisting taxpayers or with taxpayer rights issues, 

and should stipulate that it will be the employee's fi~al position within: the agency. 


The Taxpayer Advocate, as the voice of the taxpayer. will have a special relationship with the 
Board of Directors. The Board should be involved in the selection of the Advocate, and have 
final authority over the hiring decision. In addition to the Advocate's report to Congress, the 
Advocate should report to the Board and work closely with the Commissioner to resolve 
taxpayer issues internally. In addition. the Advocate should comment on any IRS policy action 
that the Advocate believes will cause or remedy taxpayers problems. When the Advocate 
believes that th(~ Commissioner has not responded satisfactorily to these comments, the Advocate 
will report to the Board and the Congress. Finally, the Advocate should report annually to 
Congress on the significant compliance burdens for taxpayers or the IRS. including specific 
recommendations for remedying these problems, arid, in conjunction with the National Director I~~ 
of Appeals, the Advocate should report annually to Congress on the ten most litigated issues (for . 
each category of taxpayer) and provide potential solutions for mitigating disputes in those areas. 

Local Taxpayer Advocates 
The Commissioner should ensure sufficient staffing of local Taxpayer Advocates (LT As) and, at 

a minimum, that the number and geographic cov.erage is not reduced. The Commission is 

concerned that the current number of L T As and their allocated· time for taxpayer problem 

resolution is inadequate. The national Advocate should. report annually to the Board and 


. Congress as to whether LTA coverage levels and allocated time are adequate to resolve taxpayer 
problems and what the optimal staffing level should be. 

The Taxpayer Advocate should develop guidance on how many times a taxpayer has to contact 

the IRS. regarding the same situation before they are automatically entitled to be referred to the 

L T A. This guidance should be disseminated.to all IRS employees and should be pro~ided to the 

public. The Board should adopt as a performance measurement whether the standard for referral 

to the L T A is being met. 


Finally, the Commission found that the LT As often were buried in the organization, unknown to 

the average taxpayer ..Whilc taxpayers who contact their congressional representative oftenare 
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A\fwmeled to an ILTA, the program is not visible enough for most taxpayers to know to find an 
LTA when they encounter problems with the IRS. To ensure that taxpayers know how to reach 
an LTA~ Congrc::5$ should require the IRS to publish the local telephone numbers (for print and 
electronic mediums) for reaching the LTA in each District. Finally, the Commission 
recommends that the IRS develop career paths for LTAs, so that individuals can progress 
through the General Schedule in the same manner as examination employees, without having to 
leave the LTA program. 

Taxpayer Assistant Orders 
One of the important powers of the Advocates is the authority to issue Taxpayer Assistance 
Orders (TAO). Advocates rarely have used this authority, in part because problems are re,solved 
voluntarily and because the Advocates attempt to balance their need to resolve a particuhir case 
with their need to maintain good relationships with the various IRS functions to which .they 
regularly take cases. Practitioners state that another reason for the low number of TAOs has been 
the high legal barrier required to receive a TAO. A TAO may be issued if the Advocate 
determines that it is necessary to avoid a significant hardship to the taxpayer. The regulations 
explain that a "~;ignificant hardship" means a "serious privation ..... mere economic or personal 
inconvenience to the taxpayer does not constitute significant hardship." Because the agency has 
interpreted the statutory term so narrowly, very few cases are eligible for relief. During fiscal 
year 1996. 32,150 taxpayers requested a TAO but only 5 TAO's were granted because the 
Advocate detennined that this barrier was not overcome. However, the IRS provided some 
assistance in 24,623 cases. To ensure that Advocates are able to provide relief for taxpayers who 
need it, Congress should also authorize the use of a TAO in situations where the IRS employee is 

Finally, when dete~ining whether to issue a.TAO, A~vocates. should consider the Inot following applicable· published administrative guidance, including the Internal Revenue 

~anua~. I 

lInmedlate threat of adverse action, delay of more than thirty days m resolvmg taxpayer account e-~(/ 
problems. or thl~ prospect that the taxpayer will have to pay significant professional fees for 
representation. 

2. Taxpayers' Iledress 

Congress must provide taxpayers with adeQuate and reasonable compensation for actual damages 
incurred for wrongful actions by the IRS. 

While the Taxpayer Bill of Rights legislation made great strides to allow taxpayers to recover 
damages for IRS malfeasance, current provisions do not provide adequate relief. In addition, 
there are many cases in which taxpayers are not able to obtain review of IRS actions. 

The primary vehicle for taxpayers' redress, section 7430 of the Internal Revenu~ Code, aUows 
recovery of adininistrative and litigation costs when the IRS position is not substantially 
justified. In practice it is nearly impossible to recover administrative costs because the law does 
not allow recovery of costs incurred prior to the time of the final administrative notice from the 
IRS. Because most administrative costs are incurred between the time of the preliminary notice 
ofdeficiency (i,t:., the 30 day letter) and the time ofthe final notice of deficiency (i.e., the 90 day. . 

letter), the present construction of section 7430 is self-defeating. Moreover, because relief is not 
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available to individuals and corporations above. certain net worth ceilings, section 7430 denies 
redress for many taxpayers who suffer at the hands of the IRS. 

To ensure that taxpayers are able to seek true relief, Congress should raise the net worth ceilings 
to $5 million for individuals and $35 million for businesses and allow the award of costs incurred· 
after receipt of the ·preliminary letter of proposed deficiency. The reasonableness of attorney'sI 
fees should be dc~termined by the court, which should take into account special factors, including 
the difficulty of the issues presented in. the case and the local availability of tax expertise. In 
addition, Congress should clarify that taxpayers must be notified by the IRS of their right to 
appeal administrative denial of administrative and litigation costs by. filing a petition with the 
United States Tax Court within 90 days of receiving a notice denying the application for costs, 
and that orders denying such relief are appealable in the same manner as other decisions 'of the ./ 

Tax Court. Congress also should clarify that nonprofit clinics that represent low income 

taxpayers, and other pro bono representatives, are eligible to receive awards under section 7430, 

based upon the number of hours worked and costs expended. Finally. Congress should specify I 

that if the IRS has lost a position in at least three United States Courts of Appeal, subsequent . 

taxpayers will be: entitled to recover under section 7430 because the subsequent loss would serve 

to indicate that the position of the IRS was not substantially justified. 


Other provisions of the Internal Revenue Code allow recovery of damages against the IRS for 
unauthorized disclosures of tax return information, f~lure to release liens, and certain 
unauthorized collection actions. The .latter action is available only for reckless or intentional

I.P' violations of the law. For example. relief is not available when the IRS takes collection actions 

) against the wrong party, as in the case of a mistaken identity. Moreover, relief is not available 
when the IRS is negligent or reckless in the use of its summary examination .and assessment 
powers. Congress should provide relief in these areas. For example, Congress could amend 
section 7433 to allow recovery of damages for unauthorized, improper or erroneous collection 
actions when the IRS is negligent, up to $100,000. 

3. Quality Taxpayer Service and Treatment 

IRS employee pi~formance measures and quality reviews should ensure that taxpayers receive 
fair, impartial. tirnely. and courteous treatment. 

Because of weak performance measurements, insufficient' trammg, and a lack of proper 
managerial revi'ew and control, examinations and collection . actions can be intrusive, 
burdensome, and lengthy. Taxpayer aSsistance can be similarly frustrating and unnecessarily 
time conswning. Like employees anywhere, IRS personnel generally strive to do a good job as 
measured by their managers. They are very much aware of what it takes to make the grade 
within their organization. For this reason, it is imperative that personnel measurements take into 
consideration the: courteous and fair treatment of taxpayers and that personnel are rewarded for 
emphasizing the collection of the proper amount of taxes. Although iQdividuals are not graded 
on actual amounts assessed, larger organizational groups within the IRS are graded by 
recommended dollars assessed, as well as interest and penalties. The Commission did not find 
performance measures to indicate whether taxpayers are treated with the utmost respect. 
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Quality Service Measures' . 

The IRS mission is ''to collect the. proper amount of taxes:" As explained in Revenue. Procedure 

64-22. the IRS has a duty to ,apply the laws enacted by Congress in a fair and impartial manner, 

with neither a goVernment nor a taxpayer point ofview, and issues should be raised by examiners 

only when meritorious. The Commission found that some practitioners and IRS employees do 

not believe that employees actually are measured in a manner that promotes these standards. 


To ensure that tllXpayers receive quality service, performance measures for al1 IRS employees 

should be deveJioped that incorporate the requirements of Revenue Procedure 64-22. Thus, 

employees should be evaluated on the basis ofcriteria that measure whether they apply the law in 

a fair and impartial manner, whether they seek to ascertain and apply the correct meaning'ofthe 

law in light of congressional purpose, whether they raise only meritorious issues, whether they 

take positions that are consistent with established IRS positions, whether they administer the law 

without delay in a courteous manner, and whether they act vigorously to educate taxpayers and 

ensure complianee with the law. 


The IRS should incJude as a measure for senior management the sustension rate of adjustments 

that are reviewed by the IRS Appeals function. While Appeals is able to consider additional 

factors when it reviews cases, including the hazards of litigation, lo'w sustension rates 

nonetheless can be indicative of below par performance. For example, currently IRS Appeals 

sustains approximately 30 cents on the dollar for adjustments involving Jarge corporations. This 

low rate reflects not only poor allocation of IRS rc;:sources but also represents a major burden to 

the taxpayer, A similar concern exists with the low sustension rates for cases settled or cases 

decided by th~ Tax Court. The taxpayer must spend significant sums to fight the IRS on cases of 

limited merit. Senior management must take steps to ensure that employees receive proper 

training, supervision, and support. so that these sustension rates can be improved. Also, the 

Appeals staff should provide feedback on areas that are subject to settlement so that examiners 

would be aware 'ofwhich legal positions are not being sustained. 


Quality Reviews 
The Commission has heard from many fonner and current IRS employees that increasing the 
number of reviews ofexamination by quality review staff and institutionalizing the importance 
of quality for all examination employees would be a good step in ensuring that these 
performance measures are met. In addition, the Commission believes that IRS managers must be 
held. responsible for the training and evaluation of new examination and collection employees 
during their probationary period in order to determine their fitness for permanent duty. 

Taxpayer Service Surveys 
To measure taxf>ayer satisfaction and ensure taxpayers receive fair and courteous treatment. the 
Commissioner, in consultation with the Taxpayer Advocate, should conduct continual surveys of 
taxpayers who have interactions with the IRS. The findings of these surveys, gathered at the 
group or unit level, should be used for the purpose of continuously improving the work done by 
IRS employees with the public. 
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Several state tIDt administrations conduct surveys of taxpayers that have proved heneficial for 

management. 111 addition, the private sector has found such surveys· useful in identifying and 

rewarding exceptional employees. Surveys should be conducted for all IRS locations that deal 

direcdy.with taXpayers, and posts ofduty with substantial staffing. 


At a minimum, surveys should be constructed to allow for review of management performance. 

In addition, swveys should provide sufficient daui for management to measure aggregate 

employee perfOImance, as well as taxpayer satisfaction with services provided by the IRS. The 

Taxpayer AdvQ(:3te should publish the results of these surveys in the annual report to the Board 

ofDirectors by district and regional offices. 


4. Accountabiliity to Taxpayers 

The independenc;e of the IRS from political pressures and accountability to taxpayers are integral 
. to maintaining confidence in our voluntary compliance system. . 

Criteria for examination selection 
In recent. years concerns have been raised that certain taxpayers have been selected for 
examination for political purposes. At the same time, the paucity of information available to the 
public as to the criteria and procedures for selecting taxpayers for examination leaves room for 
taxpayers to speculate, particularly when certain examinations are brought to light through the 
media. For example, IRS Publication 556 merely explains that several computer methods are 
used to select returI)s, but does not indicate whether returns are selected for examination on the 
basis of information available in the media or on the basis of information provided to the IRS by 
informants. To provide taxpayers with a better understanding of the independence of the IRS 
from improper infiuence,the Commission urges the IRS to better educate the public about its 
procedures to the greatest extent possible within the bounds imposed by genuine law 
enforcement concerns. Further, the Congress should.consider changes to the law based on the I· ckv.~ 
findings of ongoing review by the Joint Committee on Taxation of audits of nonprofit 
organizations. 

Records archived 
Because taxpaye:rs and the IRS can learn from the past. the IRS must develop a centralized record 
keeping system t6 maintain and preserve the integrity of internal records. All federal agencies 
are required to d.eposit significant and historical records with the National Archives and Records 
Administration (NARA). Because section 6103 of the Internal Revenue Code prohibits the 
disc1osureof tax return information. the IRS cannot allow NARA .personnel to review its internal 
records for archilval purposes: The inability to resolve this problem is detrimental to developing 
an accurate history of the IRS through which taxpayers can hold the agency accountable for its 
actions.· Moreover, to the extent that IRS decision makers do not have ready access to prior 
reports and studlies, they are not able to make fully informed decisions. Congress should provide Ie:J...~" 7:f. 
NARA access to IRS records for archival purposes, and to assist the IRS in establishing and 
maintaining a centraliied record keeping system. 
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Access to tax return information 
The Commission heard concerns regarding the scope and use of the provisions regarding 
taxpayer confidentiality. In light of the complexity of the issue and the need to balance a host of 
conflicting inter,ests, including taxpayer privacy, the need for third parties to use taxretum 
infonnation, and the ability to achieve greater levels of voluntary compliance by allowing the 

ublic to know ~,ho does not file tax returns, Congress should study these rules. 

Freedom ofinformation . . . 
Congress enacted the Freedom of lnfonnation Act .to encourage openness in government and to 
provide a tool for the media to have access to' infonnation to do its investigatory job, and 
established specific deadlines for agency action on information requests. For requests to the IRS, 
the average FOIA request takes six months to pro(:ess and appeals can take nearly a year;"which 
is far in excess of the 10 business day statutory period for requests and 20 business days for 

. appeals. 

Because the media is able to perfonn an oversight function through its work, and disseminate the 
infonnation to a larger audience, the <;:ommission. recommends that requests by the media be 
given priority fi)r processing and appeals purposes. This priority should mirror ~eprocess 
established by the Department of Justice, which provides expedited processing for certain FOIA 
requests that promote public accountability, particularly when the information sought involves 
possible questions about the government's integrity which affect pubJic confidence. 

S. Other Taxpayers' Rigbts Proposals 

Restoration of Itublic confidence in the IRS must begin with COllln-ess through legislation 
promoting fair and impartial tax administration which focuses on preventing problems before 
they occur. . . 

(LV . . . . . 
~ rThe C~mmission's task f~rce on Tax~ayer Rig?ts develo?ed a number of additional proposals 
~ Lfor action by COllgress whIch we have mcluded In AppendIx L 
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Section 6-Tax Law Simplification 

The'ComInission found a clear cormection between the complexity of the Internal Revenue Code 
and the difficulty of tax law administration and taxpayer frustration. Compounding the problem 
of administration is the frequency with which Congress and the President change the tax 

\ 
law. 

. 
Throughout the course of our review, the Commission found that the laws written by. Congress 
and the President can lead to inadvertent noncompliance. increaSe the compliance costs of 
indiViduals and bUsinesses, and add to the difficulty of revenue collection. While the 
Commission recognizes that much of the tax law's complexity is a product of congressional and 
executive attempts. to tailor the law narrowly while maintaining progressivity. and revenue 
neutrality, the fact remaihs that the law is overly complex and that this complexity is a large, 
source of taxpayer frustration willi the IRS. . . 

Recognizing that Congress and the President must weigh the policy merits of any tax proposal, 
as wen as the effi~ts on progressivity and revenue, the Commission strongly recommends that 
Congress and the :President work towards simplifying. the tax law wherever possible. 

] n troduction 

The success of our nation's tax adininistrationsystem depends on continued voluntary 
compliance with the tax law. The Commission found that significant noncompliance-both 
inadvertent and irttentional-results from various obstacles within the current system, including 
the cost of COmI)lianceand the complexity of the tax law. Reducing taxpayer burden by 
simplifying the tax laws and administration must start with the Congress and the President. 

The largest cost of complying with the tax law is borne by the taxpayer. Perhaps one measure 
for the success of tax legislation would be to measure the cost to comply with and administer the 
law. Wl,llie economists differ as to the actual cost ofcompliance, published estimates range from 
$7() to $226·billion annually. These estimates are staggering, particularly when compared to the 
size of the IRS annual appropriation of approximately $7.5 billion. For Congress to develop an 
adequate underst.mding of the compliance and administrative burden of the tax law. it must 
consider the impact of tax Jaw changes on behavior. research and planning costs, and the costs of 
audits, appeals, and tax litigation. 

Uncertainty also adds to complexity and the cost of compliance. Many compliance problems are 
a direct result of uncertain interpretation of the lax law. Tax regulations and other guidance, 
including the Intl!mal Revenue Manual, assist both the IRS and taxpayers,but they must be 
interpreted consistent1y. Unlike other government regulations, tax regulations and guidance help 
taxpayers and practitioners understand how to comply with the law. Congress should not 
discourage Treasury and the IRS from writing regulations, particularly those that set forth broad 
principles, as they often lessen taxpayer burden, simplify the law, and promote confidence in the 
tax system and consistency in tax administration. In addition, because unpublished guidance can 
be equated to a secret code, Treasury and the IRS should share more information with the public 
through education about how the laws are administered. 



1. Legislative Pl'ocess 

Congress should. consider the administrability of proposed tax legislation, and should take 
immediatestms Ito improve the tax legislative process. including requiring a Tax Complexitv, 
Analysis for each tax proPOsal. 	 . 

There currently is no mechanism in place to ensure that Members of Congress have a complete 
understanding of how proposed tax legislation will affect the IRS· and taxpayers, and to create 
incentives to simplify the taX law. Furthermore, there is no mechanism in place to emphasize the 
importance ofsimplification in the legislative process. 

To, ensure that Congress understands the burden imposed on taxpayers and whether the IRs win 
be able to administer legislative proposals, and whether the proposals contribute to simplification '. 
or add complexity to the Internal Revenue Code. Congress should require any legislative 
proposal to be a1ccompanied by a "Tax Complexity Analysis" before it can be considered in 
committee or on 'the floor of either the House ofRepresentatives or the Senate. This requirement 
will increase the prominence of tax complexity early in the drafting process, when its 
consideration is inore likely to affect the substance of legislation. In addition, this requirement 
increases accountability of drafters by making tax complexity more transparent to Members of 
Congress, interest groups, and taxP'l-yers. This requirement should be enacted as an amendment 
to the Budget Act, with point oforder enforcement mechanisms, and should apply to any tax bill, 
amendment, or conference report. 

Tax Complexity Analyses should identify the kinds of complexity, the extentof that complexity, 
and whether the provision .could be recast to reduce complexity while still achieving its tax 
. policy goals. To 'ensure uniformity.' Congress should require the Analysis to consider the 
following eight ii;sues: 

• 	 Whether the provision is new, or modifies or replaces existing law, and whether 
heariilgs were held to discuss the proposal and whether the IRS provided input as to 
its adininistrability; 

• 	 When the provision becomes effective, and corresponding compliance requirements 
on ta>:payers (e.g., effective on date ofenactment, phased in. or retroactive); 

• 	 Whether new IRS forms or worksheets are needed, whether existing fonns or 
. worki>heets must be modified, and whether the effective date allows sufficient tinle 

for the IRS to prepare such forms and educate taxpayers; 
.• Necessity of additional interpretive guidance (e.g., regulations, rulings, and notices); 
• 	 The f!xtent to which the proposal relies on concepts contained in existing law, 

including definitions; 
• 	 Effect on existing record keeping requirements and the activities of taxpayers, 

complexity of calculations' and likely behavioral responses •. and standard business 
practices and record keeping requirements; 

• 	 Nwnber. type, and sophistication ofaffected taxpayers; ~d 



• 	 Wheth,~r the. proposal requires the IRS to assume responsibilities not directly related 
to raising revenue which could be handled through another federal agency. 

2. Role of the IRS in the legislative process 

Congress must ensure that the IRS is the voice of tax administration and that it is directly 
included in the legjslative process. 

The tax legislative: process is driven by revenue neutrality and progressivity estimates, but rarely 
takes into account the IRS ability to administer the tix law and taxpayers' ability to comply with 
the tax law. Members of Congr~ss generally are not informed as to the complexity of most 
legislative proposals. Because of political pressures against tax increases, Congress and the 
President often raise taxes by enacting cumbersome and impossibly complex rules, making it 
difficult for taxpayers to· Wlderstand whose taxes are being raised, and by how much. Moreover, 
the constant incremental changes to the tax law have a significant negative effect on taxpayers' 
understanding of the law and the IRS ability to perform its mission effectively .. Each tax law 
change, no matter how. small, requires the IRS to reprogram its computers, retrain its personnel, 
and update tax forms, publications, and guidance. Taxpayer frustration, uncertaiilty, and 
cynicism increase as they are required to change their business practices and activities and 
reeducate themselves each year when they prepare their tax returns. These problems are 
exacerbated when Congress enacts changes without adequate time for public comments or 

. comprehensive consideration of the legislation's practical implications and effect on taxpayers 
and IRS administration. 

Although the IRS is involved in the legislative process at times, it does not have an independent 
seat at the drafting table and its most knowledgeable technical experts are rarely brought into the 
process. Treasury Closely monitors and reviews interactions and communications between the 
IRS and Congress. While the Commission recognizes the importance ofhaving one voice for the 
Executive Branch on tax policy, the Commission recommends that Congress hear an uncensored 
view of the administrability of all tax legislative proposals from the IRS. 

To ensure that Congress understands how legislative proposals will affect taxpayers and the IRS, 
and to ensure that the Joint Committee on Taxation has adequate information to prepare a 
thorough Tax Complexity Analysis for each tax legislative proposal, Congress should require the 
participation of the IRS in the legislative process.· For example. when the tax writing 
committees hold hearings to discuss specific tax legislative proposals, the IRS should be required 
to testify as to the administrability of each such proposal and to explain how each proposal will 
affect both taxpayers and the IRS. 

3. Simplifying Tux Administration 

. Congress should simplify tax administration by limiting the assignment of non-core functions to 
the IRS, taking st,eps to improve cooperation between federal and state taxing authorities, and 
simplifying tax fOlms and publications. 



Non-core junctions 
The purpose of the Internal Revenue Code is to raise revenue to fund the federal government for 
the benefit of·th~ American taxpayers. Tax administration is complicated when Congress asks 
the IRS to perfo:rm functions that are not core to its mission of collecting the proper amount of 
tax at the least oost and burden to taxpayers. Congress often asks the IRS to use its substantial 
data capture and compliance capabilities for purposes not di.t:ectly related to tax collection. 
While these diversions ofIRS resources may increase overall government efficiency, they are not 
without cost to the IRS and the tax system. For example, when refund offset programs are used 
to collect child support or student loan payments, or when credits are added to the Internal 
Revenue Code to target a specific ~pulation already served by other federal agencies, Congress 
adds significant compliance and adniinistrative burdens and runs the risk of Wldennining the IRS 
corecapabilities and its nonpolitical nature. Similarly, when Congress asks the IRS to dedicate a 
greater share of its resources to help combat the war on drugs and money laWldering. the result is 
fewer IRS resOlirces to work traditional tax enforcement cases. The addition of non-core 
functions also further exacerbates the IRS governance and management problems, diverting the 
organization from establishing a strategic direction with clear priorities. With improved financial 
management information, the IRS should provide Congress with more accurate inform~tion as to 
the direct and indirect costs of requiring the IRS to assume non-core functions. 

When the IRS may be uniquely qualified to administer a non tax collection function and 
Congress adds such a responsibility, Congress also should provide sufficient autonomy and 
resources. For (:xample. in the Employee Retirement Income Security Act of 1974, Congress 
asked the IRS to regulate employee plans and exempt organizations. The EPIEO operation is 
recognized as one of the most innovative and efficient functions within the IRS. In recent years, 
EPIEO has developed a variety of programs to encourage voluntary compliance, including the 
voluntary compliance resolution program, the walk-in closing agreement program. and the 
administrative policy regarding self-correction. When created, the director of EPIEO was to 
report directly tC) the Commissioner with the authority to· carry out the EPIEO functions as 
prescribed by the Secretary. and the operation was to have an independent source of funding. 
Recoghlzing thai the IRS is organized to collect revenue, Congress enacted section 7B02(b)(2)of 
the Internal Revt::Due Code to authorize an annual appropriation for EPIEO funding, measured by 
receipts of the excise tax on certain investment income. That funding mechanism has never been ) 
used, however, lmd EPIEO constantly struggles with the IRS core tax collection functions for 
resources to regulate more than $1.2 trillion in tax exempt assets and $1.7 trillion in retirement 
plan assets. To ensure that this non-core function of the IRs is able to continue its innovative 
and efficient approaches to regulating employee plans and exempt organizations, Congress 
should restore a'ti:thority and utilize the specific appropriation mechanism. 

Federal-State cooperation 
Some of the complexity of tax administration could be ameliorated through greater federal and 
state government cooperation. Cooperative agreements between the IRS and state taxing 
authorities could improve the efficiency' of tax administration at all levels by better utilizing 
resources and could reduce burden on taxpayers. For example, cooperative agreements for joint 
filing of federal and state returns and single processing of those returns, as well as joint 
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examination and C()l1ection efforts and reciprocity of state refund offset programs, could simplify 
tax administration :significantly. ' 

, One promising joint federal and state effort, the Simplified Tax and Wage Reporting System 
(STAWRS), was initiated to reduce burden on the nation's 6.2 million employers while 
improving the effIciency and effectiveness of federal state operations. Because a business 
operating nationafly must comply with as, many as 189 different taxing jurisdictions. the 
STA WRS concept would provide significant simplification. However, the mUlti-agency 
approach for developing STA WRS has not facilitated progress. Meanwhile. several states have 
proceeded with their own initiatives. Congress ~d the IRS should proceed with the 
implementation of STA WRS in an effort to reduce taxpayer and tax administration burdens by 
harmonizing the w;age code and providing a single point of filing for tax and wage reporting. 

Tax forms and pubUciJtions 
While Congress often laments the complexity of tax forms and instructions, this,complexity is a 
product of the law~; written by Congress. The IRS coordinates the development of tax forms and 

'instructions with its compliance, taxpayer services, communications, and legal advisors, as well 
as tax practitioner groups, to ensure. that tax forms and instructions "are streamlined. and 
straightforward. Given the complexity of the law, most IRS forms and instructions are as clear 
and concise as coulld be expected. 

Although the Paperwork Reduction Act.has been a positive influence on the IRS by elevating the 
importance of burden reduction, the current presentation of taxpayer burden estimates on tax 
forms, instructions, and publications is meaningless and misleading to taxpayers. The actual 
time requirements depend on variables such as tax knowledge and experience of the taxpayer • 

. and the complexity of the taxpayer's transactions. Ironically, the Paperwork Reduction Act can 
cause increased burden on taxpayers due to the manner in which paperwork burden is assessed. 
For example, each line on a tax form is viewed as increasing burden even though additional lines, 
such as a line to authorize a power of attorney, are of assistance to taxpayers. To ensure that 
taxpayer burden information is presented in a meaningful manner, .Congress should require the 
IRS to publish a comprehensive estimate of taxpayer burden for the total population as part of its 
Statistics of Income reports, eliminating the requirements of publishing burden information on 

. each tax form anddocwnent. ' 

4. Other Simplifiication Proposals 

Congress should take steps to ease the burden of tax administration on the IRS and reduce' 
taxpayer frustratiolL. 

Over the past few years there have been increasing calls for tax reform. The impetus for this 
movement lies, Ill. large part, with taxpayer frustration with the complexity of the Internal 
Revenue Code. The Commission's mandate did not include the ability to evaluate the merits of 
the various proposals for fundamental structural tax reform. However, throughout the course of 
our work during the past' year, the Commission heard from IRS employees at all levels, 
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taxpayers, practitjoners, and other stakeholders that the complexity of the law is a major 
problem. We also heard that Congress needs to be cautious as it goes through this process. 

As Congress and the President simplifY the tax law, they should focus on features of present law 
that contribute to unnecessary complexity and impose wmeeded burdens on the IRS and the 
American people. Appendix H highlights examples of issues that Congress and the President 
might consider in this regard, and provides a compendium of simplification proposals that the 
Commission received from various stakeholder groups and academics. The CoDllliission 
forwards these specific proposals to the tax writing committees' of Congress, without 
endorsement, and urges that they be considered. , 

~ . . 

In addition, Hore assure ongoing "focus on the need to simplify the tax law, and to provide 
Congress and the President, as well as taxpayers, with the tools to pursue simplification,the 
Commission recOImnends that Congress explore the following ideas. 

Quadrennial simplification process 
Congress should explore developing a framework, similar to that established by the 
Congressional Budget and ImpoUndment Control Act of 1974, within which Congress and the 
President would consider tax simplification legislation through a regular process that is 
methodical, thoughtful, and that includes sufficient time for public debate, deliberations, ~d 
input from taxpayers and the IRS. The simplification process would require amendments to be. 
revenue neutral, would prohibit inclusion of nongermane provisions, and would be subject to 
limited rules of debate. To ensure that this process includes taxpayers, Congress might consider 
establishing a commission of individuals that would develop recommendations that would be 
included in this debate. . 

To assist the connnission leading the quadrennial review of the tax law, the Joint Committee on 
Taxation should tmden.ake a review of the Internal Revenue Code using the Tax Complexity 
Analysis described above. Working with Treasury, the IRS, and taxpayers, the Joint Committee 
should review the tax law for provisions that may have outlived their original purpose or that 
have been superseded by other legislation. 

Compliance burden estimates 
Congress should explore the feasibility of developing a "baseline" estimate of taxpayers' 

compliance burdeilS. If these estimates can be developed, they would allow Congress to have a 

better sense of thE: impact of legislative proposals on taxpayers and on IRS resources. Future 

legislative propos(!Js could be measured against such an analysis of these costs. 


Establish one broad based tax system 
Two of the most sweeping tax reform acts in history, those of 1969 and 1986, were not 


. successful in their attempts to establish a truly broad based tax system. The result was the 

establishment and expansion of the Alternative Minimum Tax (AMT). The AMT, which' is 

imposed in addition to the regular income tax, is intended to ensure that no individual or business 

taxpayer with substantial economic income can avoid significant tax liability by using 

exclusions, deductions, and credits. While the drafters of these rules were well intentioned, in 
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reality the AMT ;affects many taxpayers who do not have' substantia1 econorruc mcome, 
particularly becausf~ the AMT disallows many basic support preferences. For example, recent 
estimates by the Joint Committee on Taxation project that the number of individuals subject to 

" 	the AMT win increase ten·fold from 1997 to 2006; this number will increase if recent proposals 
for child credits, ,;,ducation credits, and capital gain relief are disallowed for purposes of 
calculating the AMT. Moreover, the approachofthe AMI. which layers a tax system within the 
existing tax system, is unnecessarily complex to achieve the goal of maintaining progressivity in 
the Internal Revenue Code. It imposes a tremendous burden on taxpayers and the IRS because it 
requires two separate calculations of tax liability, one for the regular income tax and one for the 
AMT. If the tax btLSe was designed to be truly fair and comprehensive, there would be no need 
for a minimum tax. Because of 1I?e way Congress "scores" or calculates the impact of a change 
in the tax laws, eliminating the AMT would be costly in terms of revenue. To pay for its 
elimination, the Congress could consider other methods that would further the goals of 
progressivity that underlie the AMT-making the tax base fair and comprehensive. If the Code . 
is simplified so thaI: taxpayers can Wlderstand it and so that it is truly fair and comprehensive, the 
necessity for any kind·of AMT would be eliminated .. 

L>-jV(111/ [- b I (h 

. [; h)
F)f;'l-i:

(.~ I If(V' t c . E~;t , IfL' ", 
./--() /tAF 

(, ,,~ 
IL..(1/[ t 

S,S 
11Il1~/t&(t,1 	 ,.t{ . 

C_,A~~'""\. 

I 



i I II , I : I ; 
" 

1Nithdrawal/Redactiol1 Marker 
Clinton Library 

DOCUMENT NO. SUBJECTrrrrLE DATE RESTRICTION 
AND TYPE 

001. email Sheryl Sandberg to Secretary Rubin; re: IRS Aadvisory Board (2 06111197 P2,PS 
pages) 

This marker identifies the original location of the withdrawn item listed above. 

For a complete list of items withdrawn from this folder, see the 


Withdrawal/Redaction Sheet at the front of the folder. 


COLLECTION: 

Clinton Administration History Project 

OAlBox Number: 24125 

FOLDER TITLE: 
[History of the Department of the Treasury - Supplementary Documents] [19] 

jp44 

RESTRICTION CODES 

Presidential Records Act - (44 U.S.c. 2204(a)] 

PI National Security Classified Inform3tion (a)(I) of the PRAI 
P2 Relating to the appointment to Fedel'al office (a)(2) of the PRAI 
P3 Release would violate a Federal stattlte (a)(3) of the PRA] 
P4 Release would disclose trade secrets or confidential commercial or 

financial information l(a)(4) of the P:'RAI 
PS Release would disclose confidential 31dvise between the President 

and his advisors, or between such ad'visors la)(S) of the PRAI 
P6 Release would constitute a clearly urlwarranted invasion of 

personal privacy l(a)(6) of the PRAI 

C. Closed in accordance with restrictions contained in donor's deed 
of gift. 

PRM. Personal record misfile defined in accordance with 44 U.S.c. 
2201 (3). 


RR. Document will be reviewed upon request. 


Freedom of Information Act - (5 U.S.c. SS2(b)1 

b(l) National security classified information l(b)(I) of the FOIAI 
b(2) Release would disclose internal personnel rules and practices of 

an agency (b)(2) of the FOIAI 
b(3) Release would violate a Federal statute (b)(3) of the FOIAI 
b(4) Release would disclose trade secrets or confidential or financial 

information (b)(4) of the FOIAI 
b(6) Release would constitute a clearly unwarranted invasion of 

personal privacy l(b)(6) of the FOIAI 
b(7) Release would disclose information compiled for law enforcement 

purposes l(b)(7) of the FOIAI 
b(8) Release would disclose information concerning the regulation of 

financial institutions l(b)(8) of the FOIAI 
b(9) Release would disclose geological or geophysical information 

concerning wells l(b)(9) of the FOIAI 

I iii ,I I: i 



·~.1(997 -SE-Q 0 961 7 

'I. 

DEPARTMENT OF THE TREASURY 
tl" 

WASHINGTON. D.C. 

SECRETARY OF THE TREASURY September 5, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: . '" Robert E. Rubin (L{(\./ 

SUBJECT: IRS Restructuring 

This is a request, supported by John Hilley, that you express an intention to veto legislation which 
will place the IRS under the control of a part-time private sector board. This legislation is moving 
through the House Ways & Means Committee this month and is sponsored by Senators Kerrey 
and Grassley arc! Representatives Portman and Cardin. The House leadership has made clear its 

. intention to a~t on this legislation this year. Although the idea of a private sector board has 
superficial appeal, I believe this proposal will cause great ha'rm to our system of tax 
administration. 

Several indep~ndent analyses have echoed our concerns about the danger of this proposal. A 
recent Brookings Institution report said that their proposal is. "fundamentally flawed ... It 
confuses the undeniable need to strengthen the IRS's leadership with a plan to turn the agency 
over to a board dominated by private officials." The New York State Bar Association said that 
the proposed board would diminish the effectiveness of the IRS. Additionally, Gerald Seib of The 
Wall Street Journal called the proposed board one of the three worst ideas of 1997. The Justice 
Department has also expressed serious concerns about the proposed board's impact on the IRS' 
law enforcement efforts. 

Announcing our intet:Jtion to veto within the next week is important for several reasons. The 
Administration is building support for more sensible legislation of our own, which is scheduled to 
be introduced next week. We have broad-based sponsorship in the Democratic Caucus, and the 
Democratic leadership in both houses have already expressed their support. A strong signal from 
you would reinforce efforts to unite Democrats on this issue. The Senate Finance Committee will 
be holding highly publicized hearings on IRS taxpayer abuses during the week of the 22nd. And 
the House Ways & Means Committee, the first committee to take up this legislation, will hold a 
hearing next week on the private sector board proposal. I will be testifying at this hearing. 

Our Specific Objections to Kerrey-Portman 

Our objections are as follows: 

First, althougl~ the members of the proposed board would be appointed and could be 
dismissed by the President, they would report to no OIie, undermining public 
accountability. Our plan maintains the direct line of accountability from the IRS 
Commissioner to the Secretary of the Treasury, through the President to the American 
people 



• 	 Second, the Kerrey-Portman bill gives the private sector control over a major law 
enforcement agency. Placing such power in the hands of the private sector would be 
unprecedented and raises serious concerns. 

• 	 Third, th(l private citizens in charge of the IRS will face both enormous real and apparent 
conflicts l;)f interest in determining how to allocate budgetary resources, set priorities, 
evaluate personnel, and exercise general oversight. For example, people with 
responsibility for corporate audit policy will report to a board of private·sector officials 
and may face a "chilling effect" in the exercise of their responsibilities. The appearance of 
conflict has great potential to further damage the public's confidence in even-handed tax 
administration, which in turn could undermine our system of voluntary compliance. 

• 	 Fourth, intermittent attention from a board that meets only every month or two would not 
provide the proactive, energetic oversight necessary to manage the IRS. In contrast, the 
Administration proposal strengthen~ oversight by ensuring that senior government officials 
are availa.ble on a full-time basis for attention to IRS 'management issues. 

• 	 Fifth, creation of the board would vastly increase the likelihood of litigation. Disgruntled 
taxpayers would challenge the agency's decisions by questioning the new board's 
authority, 

I 

• . 	 Sixth, this proposal would place some tax policy decisions. made through IRS rulings and 
regulations as well as judgements on the administration of tax law, in the hands of people 
who report to a private sector board. ' 

• 	 Seventh, we have begun to make real progress in improving the IRS -- progress which a 
new, unh~sted governance structure would put at risk. We have made a sharp turn in 
systems modernization. made important strides in improving customer service, nominated 
a new Commissioner with a strong priv'ate sector background in information technology 
management. and we have announced a new management board of senior government 
officials and our intent to establish a new advisory board of private-sector experts. 

Broader Implications 

Clearly, problems remain at the IRS. We agree that there is a need for change and we are taking 
aggressive steps to improve the IRS. Our legislation will institutionalize this change and provide 
a framework for effective management of the IRS now and in years to come. 

But the kerrey-Portman proposal -- and the surrounding debate -- not only threatens the agency 
that collects 95% of our government's revenue, but also has broader implications for the future of 
our progressive lax system. Though some supponers of this proposal are no doubt sincere in 
their efforts to improve the IRS, many others are using the IRS to advance the conservative 
Repubfican agenda, They intend both to replace our progressive tax system with a flat tax and. to 
undermine the legitimacy of government. I believe we must move rapidly to halt these efforts. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASURY October 3, 1997 

MEMORANDUM FOR THE PRESIDENT 

:FROM: 	 Robert E. Rubin tl-	(L 

SUBJECT: Your Questions Concerning the Internal Revenue Service 

I understand you had two questions regarding the IRS: 

1) Does the IRS target low-income individuals for audit? 

Individuals with the highest incomes are most likely to be audited, as shown by the chart below. 
Audit rates have, however, dramatically increased for lower-income taxpayers and dramatically 
declined for higher-income taxpayers over the last five years -- a trend that has three primary 
ca"uses: 

Attempts to reduce the error rate in the Earned Income Tax Credit (AlTC) program. In 
response to Congressional and Administration concerns, the IRS attempted to reduce the 
number of erroneousEITC and dependent exemption claims during 1995 and 1996. 
These steps resulted in more audits of low-income taxpayers and helped reduce the 
EITe overclaim rate from 35.4 percent in 1988 to 23.5 percentin 1994. 

• 	 Elimination of tax shelters. The Tax Reform Act of 1986 eliminated a number oftax 
shelters, thus reducing the need for the IRS to continue its aggressive audits of higp­
income taxpayers. 

• 	 Reallocation ofaudit resources. In part due to budget reductions since 1995, the IRS has 
shifted some resources to enforcement efforts with higher rates of return. Simple audits 
tend to have the highest rates of return, and these audits disproportionately affect 
taxpayers in lower-income classes. 

We are further .exploring these trends with the IRS. 

IRS Audit Coyerage (in Percent) of Individual Income Tax Returns 

Income FY92 FY96 

Less than $25,000 0.82 1.82 

$25,000 - $50,000 0.70 0.95 

$50,qoo - $100,000 1.10 1.16 

$100,000 or more 5.28 2.85 



2) How many of the abuses revealed before the Senate Finance Conimittee occurred after the 
passage of the Taxpayer Bill ofRights (TBOR)? Was TBOR violated? 

TBOR,' which was first passed in 1988: 

authorizes the Taxpayer Assistance Program to halt collection activity for taxpayers 
suffering hardship; 

• 	 gives taxpayers the right to recover damages for wrongful collection or when the IRS 
wrongfully fails to rei ease liens; and 
bans using the amount of revenue collected byemployees in their evaluations. 

Taxpayer rights were strengthened in 1996 and 1997 through TBOR2 and the recent Taxpayer 
Relief Act. These steps gave, for example, the Taxpayer Advocate's office the authority to 
intervene on behalf of taxpayers. 

The Finance Cornmittee looked at four different taxpayer cases, Based upon the record of the 
hearings, the IRS did not violate any provision of either TBOR, TBOR2, or the Taxpayer Relief 
Act, though the IRS admitted that all four were mishandled. The Acting Commissioner of the 
IRS is in the midst of a thorough review of each case, 

• 	 Two taxp,ayers said they sought help from the Taxpayer Advocate's office and, in one 
case, that the office helped resolve the taxpayer's problem, I 

The special rights TBOR gives taxpayers (~.. the discontinuation of collection during 
hardship) did not playa role in the resolution of any of the cases. 

In addition, IRS employees alleged in testimony that TBOR was violated because revenue 
measures were used to evaluate employees. Violations of this part ofTBOR were also alleged by 
Newsweek on the basis of an internal memo from the Arkansas-Oklahoma collections office. The 
Acting Commissioner is examining these allegations and is meanwhile suspending the use of 
penorrnance measures for any purpose. 

-f.-.Lf~ ~ 
~ ::r-o (\et) 

, _ /JC<-(A t~JL) 

() n':; ~ AvJ ~ 
(.N H /0/3 

'-e~ .LbJ 
J--~ 



cr 

~19 9 7'- SE - 0 10 656 
10/08/97 WED 15:17 FAX Ial 003 

;}~2i ~··,~~3.D~~T l-~faS s;:~~~ 
(e-I' GiI 

DEPARTMENT OF THE TREASURY. 
WASHINGTON. D.C. 

October 3, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: Roben E. Rubin t l- (L 

SUBJECT: Your Questions Concerning the Internal Revenue Service . 

I understand YOll had two questions regarding the IRS: 

1) Does the IRS target low-income individuals for audit? 

Individuals wit h the highest incomes are most likely to be a,udited, as shown by the. chan below .. 
Audit rates have, however, dramatically increased for lower-income taxpayers and dramatically 
declined for higher-income taxpayers over the last five years -- a trend that has three primary 
causes: 

• 	 Attempts to reduce the error rate in the Earnedlncome Tax Credit (ElTC) program, In 
response to Congressional and Administration concerns, the IRS attempted to reduce~_. 
number of erroneous EITC and dependent exemption claims during 1995 and 1996. 
These steps resulted in more audits of low-income taxpayers and helped reduce the 
EITe overclaim rate from 35.4 percent in 1988 to 23.5 percent in 1994. 

• 	 Elimination oft~ shelters. The Ta."lC Refonn Act of 1986 eliminated a numbe~ ofta."lC 
shelters, thus reducing the need for the IRS to continue its aggressive audits of high­
income! taxpayers. 

• 	 Reallocation ofaudit resources. In part due to budget reductions since 1995, the IRS has· 
shifted some resources to enforcement effortsv.ith higher rates of return. Simple 'audits 
tend t<) have the highest rates of retum, and these audits disproportionately affect 
taxpayers in lower-income classes. 

We are furthe:r exploring these trends wit~ the IRS. 

IRS Audit Covel1lge (in Percent) oflndividual Income Tax Returns 

Income FY92 FY% 

U:SS than $25,000 0.82 1.82 

$25,000 - $50,000 0.70 0.95 

$50,000 - $100,000 1.10 1.16 

$100,000 or more 5.28 2.85 
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2) How many of the abuses revealed before the Senate Finance Committee occurred after the 
passage of the Taxpayer Bill of Rlghts (TBOR)? Was TBOR violated? 

TBOR, which was first passed in 1988: 

• 	 authorizes the Ta.,,<payer Assistance Program to halt collection activity for taxpayers 
suffering hardship; 
gives taxpayers the right to recover damages for wrongful collection or when the IRS 
wrongfuUy fails to release liens; and 

• 	 bans using the amount ofrevenue conected by employees in their evaluations. 

Taxpayer rights were strengthened in 1996 and 1997 through TBOR2 and the recent Taxpayer 
Relief Act. Th(:se steps gave, for example, the Taxpayer Advocate's office the authority to 
intervene on behalf of taxpayers. 

The Finance CCImmittee looked at four different taxpayer cases. Based upon the record of the 
hearings, the IRS did not violate any provision of either mOR, TBOR2, or the Taxpayer Relief 
Act, though the: IRS admitted that all four were mishandled. The Acting Conunissioner ofthe 
IRS is in the midst of a thorough review of each case. 

• 	 Two taxpayers said they sought help from the Taxpayer Advocate's office and, in one 
case, tha.t the office helped resolve the taxpayer's problem. " 

• 	 . The special rights TBOR gives taxpayers ~ .• the discontinuation of collection during 
hardship) did not playa role in the resolution of any of the cases, 

In addition, IRS employees alleged in testimony that !BOR was violated because revenue 
measures were used to evaluate employees. Violations of this part ofTBOR were also aIJeged by 
Newsweek _on the basis of an internal memo. rrom the Arkansas-Oklahoma collections office. The 
Acting Commissioner is exam.ining these allegations and is meanwhile suspending the use of 
performance measures [or any purpose. . 
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tHE WHITE HOUSE 

. WASH I NGTON 

\ . October 4. 1997 


MEMORANDUM FOR T~RES!DENT: 

FROM: PHIL CAPL~( 


SEAN MALONEY 

. SUBJECT: Recent Infonnation Items· 

We arc forwarding the followmg recent information items:. 

(A) 	 ReedlKllganJCohen update on national tests. Memo updates y u on status of the 
conference and other Congressional issues as well as communlca ons and outreach 
efforts. Please see memo for details. 

Rubin 1'1lCmO on IRS. In response to two questions you had. 1) D es the IRS target low­
income individuals for audit? Individuals with the highest incomes e most likely to be 
audited (see chart in memo), but audit rates for low~income taxpayers ve dramatically 

l/'u increased while audit rates for high-income have dramatically decreased er the last five 
."VJ..t. years. Three causes: (i) IRS has attempted to reduce the error rate for EIT xpayers in 

~. I respons.e to Congressional and Administration concerns; (ii) elimination of tax ehersl.(.' for high-income taxpayers had reduced the need for aggressive audits; (iii) du to et 
-l redllctin.r~, IRS has shifted resource~ tosnfon;emEu.t c;:f:[Qrts with higher rates o£tewm.­~.... 	 2) Was the Taxpayer Bill ofRights (lBOR) violated? The hearmgslooked at four 

different taxpayer cases. Based upon the record of the hearings, IRS did not violate either 
the TBOR (first passed. in 1988) or the '96 and '97 strengthening of the law, thoUgh the 
IRS admitted all four were mishandled. The Acting Commissioner is looking into each. 
case. ) . 

Berger update on NATO Enlargement ratification. Updates you on various efforts: "­
group called the New Atlantic Initiative released a pro-enJargement statement signed by 
over 130 prominent foreign policy figures, including all 8 living Secretaries of State· and 
14 oth(~r top national security cfficials; your letter-response to a group of20 senators has 
been \\idely distributed to the press, think tanks and constituency groups; Congressional 
consultations are on-going; Senate hearings are imminent, with Albright testifying on 
Oct. 7;. Senator Dole appears Te-ceptive to playing a positive role and may want to travel to 
three invited'states; Sandy is working to expand the circle of suppoI1ive organizations. 

~) Carl Sagan's views on launch of nuclear material into space. From Jack Gibbons 
who f()rwards 1989 Sagan article in light of interest Cassini launch is generating. Sagan 
discusses safety issues associated with plutonium-powered launches. Jack notes, "I 
believe Sagan's views help PUl the benefits and potential risks into perspective." 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

October 6, 1997 
ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 Linda L Robertson Lt­

Assistant Secretary 

(Legislative Affairs and Public Liaisonl. 


SUBJECT: 	 Meeting with Senator Roth on IRS 

DATE & TIME: 	 October 7, ·1997 2:30 pm 

LOCATION: 	 104 Han Senate Office Building 

BACKGROUND: 	 You are meeting with Chairman Roth (Q discuss IRS reform as well as 
Fast Track and your recent trip to China. 

IRS 
We understand that Senator Roth will take this opportunity to present you with proposals to 
follow up on his IRS hearings, 1:>ot have not learned the specifics of these proposals. You 
should indicate a willingness to work with him on issues that he raises, provided they do not 
involve alternate governance structures; 

You should be aware that, prior to your meeting with Senator Roth, Acting Commissioner 
Dolan is scheduled to meet with Lindy Paull to discuss next steps for the IRS. In addition, a 
very tentative hearing date for Charles Rossotti has been set for October 22. However, you 
should not indicate to Chairman Roth that we are aware of this date. You should also know 
that there is one ethics issue with regard to this nomination that Ed Knight is discussing with 

(the Committee. 

You might want to indicate how 'important it is at this time to have Charles Rossotti confirmed, 
so that as we move ahead with IRS reforms, the IRS is under the secure stewardship of a new 
leader. 

You should impress upon Chairman Roth your concern that the recent hearings are being taken . 
out of perspective:. The current public perception of the IRS. fueled by the ~edia frenzy which 
the hearings precipitated, is that the "abuses" described at the hearings are endemic to the 
Service asa whole. You should point out to Chairman Roth that although he reiterated several 
times that he did not intend to politicize the IRS, the hearings have set off a dangerous chain 
reaction. The cover story of Newsweek (Oct. 13) is titled "Infernal Revenue Disservice," and 
carries the headline: '" Victimization of laxpayers isn't just the isolated deviltry of a few agents. 
The IRS itself has become a rogue organization, wielding its awesome power under a cloak of 
secrecy. " 



Clearly the rhetoric has escalated to an alarming level. You should encourage the Chairman to 
honor his previous statements and work to keep the issues in perspective and help reign in the 
dialogue. The IRS just completed a successful filing season with significant increases in the use 
of taxpayer-friendly initiatives like the toll-free access lines. Sweeping generalizations about' 
the IRS are unfair to the majority of the 102,000 people who are courteous and dedicated IRS 

I 

employees, not to mention simply untrue. To let the public believe otherwise is irresponsible. 

You should indicate: that we believe that in order to maintain a productive dialogue on IRS 
reform, we need to keep the process moving forward. To that end, the IRS has identified a' 
series of "next steps" it will take to address some of the issues raised during the Senate Finance 
Committee hearings. In addition, the Administration has proposed several measures to increase 
customer service and extend taxpayer rights. You.should use this opportunity to review some 
of these initiatives with Senator Roth, like IRS Problem Resolution Day and the Citizen 
Advisory PaneL Talking points on the IRS' next steps are attached .. 

The IRS will confront significant challenges as it moves into the next century. Over the next 18 
months, the IRS will have to resoive its Year 2000 computer issues in the midst of a systems 
overhaul. In addition, it will have to integrate the newly-passed tax bill into these very same 
systems. Even under the status quo, the IRS would face three extremely high-risk filing 
seasons, let alone with radical structural changes. 

During the hearings, Chairman Roth stated that, due to the unique powers granted the IRS, it 
should act responsibly, be held to a higher standard, and therefore be subject to continual 
Congressional oversight. He did acknowledge the many hard-working, dedicated IRS 
employees, but also indicated he believes the management culture is to blame for many of the 
"abuses" described at the hearings. He questioned certain enforcement tactics (seizures, liens, 

. levies) and inquired about numerical performance measures, particularly the existence of 
quotas. He also suggested that the culture reinforces the pressure to perform that employees 
may feel from managers. 

One theme that surfaced during the hearings was the notion that the inspection division needs 
more independence from the rest of the IRS. Drawing from his experience on the Senate 
Governmental Affairs Committee, Senator Roth suggested the creation of an independent 
Inspector General for the ms, who would report directly to the Commissioner. The Senator' 
also seemed suspect of the Taxpayer Advocate's true degree of independence. Overall, 
Chairman Roth questioned the IRS's commitment to addressing and correcting these problems. 

While you should avoid a discussion of the specific details of the cases presented at the hearing, 
you may, in response, want to reiterate Treasury's commitment to the IRS and pOint out some 
of the initiatives the. Administration is implementing to address these concerns. 

Fast Track 
While the focus of this meeting should be on the IRS,you might also want to raise F:ast Track, 
should the opportunity present itself. On October 1, the Senate Finance Committee reported out 
the Chairman's draft Fast Track bill. with Senator Conrad, whose exchange rate amendment 



was defeated, casting the lone dissenting vote. In contrast to the Administration bill, Senator 
Roth's proposal shifts the pursuit of enhanced labor and environmental standards from the 
negotiating objectiv(!s section to a new section entitled "International Economic Policy 
Objectives." Although this language empowers the Administration to pursue labor and 
envirorunental agreements, our interpretation is that these agreements would not be on the fast 
track through Congress, as they would be if the Administration bill were enacted. 

You should express the Administration'seagemess to work with him on reaching a bipartisan 
consensus and on passing Fast Track legislation this year. Brief talking points on Fast Track 
and the Conrad exchange rate amendment are attached. 

China Trip 
Lastly, you may want to mention briefly your trip to China. The Chairman may be interested 
to hear your impressions of President Jiang, as well as your assessment of the financial situation 
in Southeast Asia. 

Attachments: 
• Talking points on IRS next steps 
• Letter to Chairman Roth 
• Talking points on Fast Track bill and Conrad Amendment 



INFORMATION FROM THE 
INTERNAL REVENUE SERVICE 

September 1997 

NEXT STEPS FOR THE IRS 
AFTER THE SENATE FINANCE COMMITTEE HEARINGS 

The following initiatives were announced by acting IRS Commissioner Michael Dolan at the 
September 25 hearing before Ihe Senale Finance Committee. 

• In the area of customer feedback, we have heard criticism that we are insular and don't 
listen. Over the past several years we have made Customer Service a much higher 
priority, but we acknowledge that we do not have sufficient customer feedback data to 
judge the best way to meet their needs. We are moving to a system that captures 
customer satisfaction feedback for all our compliance contacts, as well as our customer 
assistance areas. The process has already been introduced in pur Appeals and 
Examination areas and will be expanded into Collection during FY 1998. Data collected 
from taxpayers will be'used for both individual and organizational evaluations. 

In a concerted effort to ensure that current probJem cases are being handled properly, 
each District and Service Center Director will be required to immediately review all 
complaint contacts coming to their office during the last quarter. They will be required to 
confirm, with their Taxpayer Advocate, that the cases have been resolved properly and 
that the taxpayer has no outstanding issues. They will also identify issues which are the 
subject of repeated problems. 

• To reemphasize responsiveness to taxpayers! concerns, each District Director will hold a 
monthly "problem solving" forum in locations throughout the district for the exclusive 
purpose of inviting taxpayers to surface problem situations. 

• . All Directors will increase local publicity about the avai lability of services in the 
Taxpayer Advocate's office. 

• . All IRS executives and every senior manager in our Compliance functions will convene 
in Washington within the next thirty days to consider the results of Senate Finance 
Committee hearings and to review IRS expectations concerning responsiveness to 
taxpayers and protecting taxpayers' rights. They will also help identify IRS practices that 
may lead to unintended complications for a taxpayer. 

(over) 
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• 	 We will ask the National Treasury Employees Union (NTEU) to partner with us in 
designing a national meeting of representative front line employees who will help us 
identify ways in which to respond to the serious concerns raised during the hearings. 

• 	 We will continue to pursue improvements to the critical information systems which wi tl 
give IRS employees immediate access to the account information they need to help 
taxpayers resolve problems quickly when they contact us. 

• 	 The] RS will continue to stress improved training for our workforce, focusing not only on 
continued improvements to technical training but on expansion of courses which 
concentrate on interactiVe skills. We will look for the cooperation of the NTEU to help 
us establish a more comprehensive set of technical competency guidelines and criteria 
which address promotions and maintenance of critical skills. 

I 

Much has been said about IRS employees working to quotas. This is absolutely prohibited. In 
fact, Congress and the GAO have encouraged the IRS to use revenue targets so it could measure 
its efficiency and effectiveness as the nation's tax collector. The Government Performance and 
Results Act (GPRA) requires a number of accountability measures on our performance as an 
agency. However, because we are so concerned that employees not perceive they are graded on 
revenue colleCtions: '. 

• 	 We will no longer comparatively rank our 33 district offices on their results. 

• 	 We will sus.pend the distribution of any goals relating to revenue production to our field 
offices. While the goal will be established and tracked nationally to conform with GPRA 
requirements, there will be no expectation of a local office having a "share" of a national 
goal. We will continue to distribute local expectations relating to national goals aimed at 
quality improvement and burden reduction for the taxpayer. 

• 	 We will no longer include penalty amounts in our statistical results on revenue collected. 
This will distourageany perception that the IRS encourages assessments of additional 
penalties as a revenue raising technique. 

• 	 The IRS has a long-standing policy that enforcement results will not be ll,sed to evaluate 
individual employees. Current practice to assure adherence to that policy is to have each 
district director certify, on a quarterly basis, that statistical results have not been used in 
this manne:r. We intend to ask the Government Accounting Office (GAO) to conduct a 
review of the validity of our certification program. 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

:CRETARY O. THE ~REASURY 

September 22, 1997 

The Honorable William Roth 
Chairman, Committee on Finance 
United States Senate: 
Washington, D. C. 20510 

Dear Bill: 

· I wanted to take this opportunity to comment on the Finance Committee hearings thisweek 
concerning taxpayer rights and allegations of abuse by employees of the Internal Revenue 
Service. . 

I have asked Acting IRS Commissioner Mike Dolan to report to me on the steps that the IRS 
plans to take in light of the cases presented to the committee. I have also requested 
infonnation on the extent to which these cases warrant disciplinary aC,tions and how we are 
using these cases as a: teaching and prevention tool for the future. 

There is nodoubt that in any large organization with significant powers there will be a 
number of instances each year where individuals behave improperly. Let me be clear: we 

· do not condone such actions and I have no tolerance for such. I deeply regret any 
'mistreatment oftaxpayers. We find any instance of abusive behavior deeply troubling, and 
the Treasury Departl'oent and the IRS are working to prevent them in every way possible. 

At the same time, I am proud to stand behind the overwhelming majority of agents and 
supervisors who treat taxpayers with respect and understanding. We can and must do 
everything possible to prevent abuses, but always in the context of continued support for the ' 
people who .collect our taxes and for the mission of the organization as a whole. We believe 

· in a fair tax system -- and compliance and enforcement are both critical sides of that fairness. 

Any hearings on the IRS and its collection practices that do not take into account the tens ,of 
millions of taxpayers who are fairly and courteously treated by the IRS will ultimately prove 
detrimental to customer service and revenue collection. We are working hard to reform the 
IRS, and it would be counterproductive at best, and very harmful at worst, if these hearings 
undermined morale and damaged our efforts. 

I also believe it is important that any review keep in mind the scale of IRS transactions. 

While even one abuse of taxpayers is too many, in 1996 the IRS processed 209 million ' 




returns and collected $1.5 trillion. Although the great preponderance of taxes owed are paid 
voluntarily, enforcement is a critical part of the job of the IRS. First, additional moneys 
owed but not voluntarily paid are collected.through enforcement. Second, responsible and 

. appropriate enforcement action results in a smaller financial burden on taxpayers who pay 
voluntarily.. 

Treasury and IRS management are weU aware of the need to instill in our employees a sense 
of responsibility and care with regard to taxpayer rights. We have taken many steps 
including: 

A commitment to the 1988 Taxpayer Bill ofRights (TBOR) which makes it illegai to 
use record:; of tax enforcement results to evaluate employees or their supervisors or 
to impose or suggest production quotas for these employees. This statutory language 
made into law what had been and continues to be a long standing policy at the IRS 
n<?t to use statistics to evaluate enforcement personnel. 

• Strict efforts to carry out the Taxpayer Assistance Order ofTBOR which provides 
relief for taxpayers who might suffer an emotional or [mandai hardship as a result of 
plarmed enforcement action by the IRS. In 1996, the IRS handled approximately 
3,000 reqUt~ts for relief. More than 35 percent of these requests were initiated by 
IRS employees who recognized the potential hardship and took steps to stop the 
enforcement action. . 

• Training of IRS employees in Collectio~ Examination and Customer Service on the 
provision of both the first and second Taxpayer Bill ofRights as well as training in 
quality customer service. 

• Evaluations ofbothrevenue officers and agents on a variety ofjob standards that 
include customer relations. This standard requires that agents conduct themselves in 
a "courteous, firm and professional manner." In addition, this standard requires 
agents to ensure that they fully explain to taxpayers their rights under the law. 

• A joint Treasury, IRS, National Performance Review (NPR) task force is conducting 
a 90-day study of customer service. The study draws on the experience of front-line 
employees and focuses on the issues that touch customers most deeply. Among 
other tasks,it will identify ways to improve notices sent to taxpayers, the quality of 
walk-in center assistance. and training. 

Finally, in my view, we must respect and support the committed men and women of the IRS 
who, year in and year out, perform the difficult and unpopular job of collecting 95 percent of 
the revenues that fund vital govenlment services. In recent years, we have seen widespread 
threats and incidentll of violence against these public servants and bomb threats against IRS 
facilities. There have been Qver3,200 reported threats and assaults on IRS employees during 

. the last five years. 



In the coming days" as you review the activities of the IRS, I believe, as.! said earlier, that it 
is critical1y important that cases of taxpayer abuse be considered within the context of the 
scale of the agency's tasks. We are striving, as you know, to reform the IRS and to best 
serve the American taxpayer, but we must do 'this in the context of supporting the IRS's vital 
missions. There are very large numbers ofmen and women at the IRS who are successfully 
perfonning a difficult task day in and day out. We should not do anything to make their job 
more difficult or hinder ongoing efforts to reform the IRS. 

Robert E. Rubin 



Fast Track and Exc:hange Rates 

No one in the Senate Finance Committee supported Senator Conrad's (D-ND) proposed 
amendment to their Fast Track bill, which would require the Administration to provide . 	 . 

assurances to Congress that the President can make a judgement regarding the stability of the 
currency in question, and that there is no probability of a "marked change" that would offset 
tariff concessions achieved in that trade agreement. The Administration would further have to 
determine if that exchange rate were in line with economic fundamentals. 

Since this amendment was not adopted by the Committee, we never had the opportunity to 
register our opposition. However, we are concerned that it may resurface when the Fast Track 
bill goes to the Senate floor. 

We suggest that you tell Senator Roth that: 

• 	 We can live with the currency movements language now in Senate bill, which is riot a 
principal negotiating objective but rather an "international economic policy objective," 
which would not be subject to Fast Track procedures (we would prefer to make a few 
minor edits). . 

• 	 However, any move towards the language proposed by Senator Conrad would be opposed 
by the Administration, given our inability to judge the stability of other countries' 
exchange rates or predict the likelihood of a "marked change:: 

• 	 'Ifnecessary: We will continue to examine countries' behavior to determine if they are 
manipulating their exchange rates to gain unfair competitive advantage, as required by the 
t 988 Trade At:t. 

October 3, 1997. 
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inFORMATiON 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

ASSISTANT SECRETARY 	 October 3, 1997 

MEMORANDUM FOR: 	 SECRETARY RUBIN 

DEPUTY SECRETARY SUMMERS 


FROM: 	 Jonathan Gruber J&' 
Deputy Assistant Secretary for Economic Policy . 	 ' 

SUBJECT: 	 Employment and Unemployment in September (Figures 
embargoed until 8:30 a.m., Friday. All monthly data are 
seasonally adjusted.) 

PAYROLL EMPLOYMENT ROSE LESS THAN EXPECTED IN SEPTEMBER AND THE 
UNEMPLOYMENT RATE STAYED AT 4.9 PERCENT. 

Payroll employment from the establishment survey rose by 215,000 in' 
September, boosted by the return to work of UPS strikers. Market expectation had 
centered on a 3:35,000 increase, with a wide forecast range of 245,000 to 425,000. 
The unemployment rate remained at 4.9 percent in September. Markets had expected 
the rate to drop to 4.8 percent. . , 

In September, manufacturing jobs fell by 16,000 and construction employment 
edged down by1 ,000. Jobs in government fell by 78,000, exaggerated by faulty 
seasonal adjustment for altered hiring patterns in local school districts. Private service­
producing employment increased by 307,000, reflecting the end of the, UPS strike. 

Average hourly earnings rose 0.3 percent in nominal terms in September; 
markets expected a 0.4 percent advance. During the last 12 months, average hourly 
earnings are up by 3.6 percent, compared with 3.7 percent in the 12 months ending in 
August. The index of aggregate production-worker hours, a crude proxy for real GOP, 
dipped in September, and grew at a little over a 1 percent annual rate in the third 
quarter. 

. ESTABUSHMENT EMPLOYMENT OVlUAN UNEMPLOYMENT RAlE 
M:lNTHLY OW>lOE IN Ti'D./SAIIlS, SEASoNAU.Y PWUSTED PERCENT, SEASONALLY ADJUSTED 
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WASHINGTON, D.C. 20220 . 

October 7, 1997 

MEMORANDUM TO SECRETARY RUBiN 
DEPUTY SECRETARY SUMMER~ 

From: Sheryl K. Sandberg\~ 

Re: IRS proposal 

Please find attached summary statements of the following 4 pieces of our IRS proposal: 

1) NPR 

2) Resolution of Taxpayer Complaints 
- Strengthening the Taxpayer Advocate 

- Citizen Advocacy Panels 


3) TBOR 


4) .Governance 


All of these statements have been cleared throughout Treasury and the.IRS. 


While the IRS has agreed to the Taxpayer Advocate arid Citizen Advocacy Panel 'positions in the' 

attached statements, the following concerns remain as to whether these proposals go far enough: 


. 	 . 
• 	 On the Taxpay~r Advocate: 

• 	 Management would propose that we give the Taxpayer Advocate separate 
funding and resources from the District Offices. (We expect the IRS to 
agree on this and Nancy win discuss this with Mike Dolan before our 
morning meeting tomorrow.) 

• 	 Management would also propose that we have the l~cal Taxpayer 
Advocate Offices report directly to the National Taxpayer Advocate office ' 
rather than to the general IRS District Offices. The IRS has not been in 
favor of this idea. 

• 	 On the Citizens Advocacy Panel, the primary question is whether this goes far 
enough in empowering these panels to assist taxpayers. 

EXECUTIVE SECRETAR!AT 
12m 



NPR RECOMMENDATIONS 
;; . 

1. Reduce and Simplify Forms and Notices 

• Eliminate 30% ofAll Notices 
By the end ofthis year, the IRS will eliminate unnecessary notices. This will eliminate more than 45 million 
pieces ofmail, almost one-third ofthe total numbe~ ofnotices the IRS has been sending to taxpayers. 

• Rewrite /'fotiCe3:' 
By 1999, the IRS will reWrite in plain language all notices, like those for late payment or mathematical errors. 
Notices will not be released without testing them for clarity and acceptance on ordinary people who do not 

_have accounting or tax law backgrounds. 

• Simplify F orlllS tmd Brochllres. . 
. By 2000, the IRS will rlewrite basic forms and instructions, including the 1040, and test them for clarity on 

ordinary citizens. During 1999, the IRS will create easy to read brochures to provide important tax 
information on benefits and obligations when and where taxpayers need it, such as at hospitals and adoption 
agencies after the birth I\)r adoption ofa baby. 

1. Provide Better Telephone Service 

• Increase HOllrs 
. In order to reduce waiting time and busy signals, the IRS will, by January 1, 1998, expand telephone service 
tei 6 days a.week, 16 hours a day. By January 1, 1999, the IRS will expand telephone service to 7 days a week 
24-hours a day. Currently, a caller can only get their questions ansWered by an IRS telephone representative 
5 days a week, 12 houn; a day. Expanding phone service will be achieved by putting more ofthe current 
work force on the phones during peak calling periods, using a new national call-routing system to route calls 
to the neXt available cu~10mer service representative. and forwarding calls to employees in other time zones 

. during late night hours. 

• Expand Cllstomized Services 
Beginning in 1999, the ](RS win use new call-routing technology to provide service which is geared to specific 
customer needs, such as the sale ofa house,·retirement or job change. The IRS will also increase mUlti-lingual 
services and provide a nationwide hotline for tax preparers. . 

. 3. Make It Easier To Get Answers In Person 

• Expand Office HOI<l1$ 
Beginning in 1998, the ][RS win open district offices on Saturdays during the busiest weekends ofthe filing 
season. 

• Open More Collvelllient Locatiom . . 
Open additional temporary walk-in centers during peak season for publications and forms in community-based 
locations, such as banks, libraries or shopping malls. . 

• . Imti'"te New "Problem Solving Days" . 
Beginning on November 15, 1997, IRS employees will meet with taxpayers .once a month on "IRS Problem 
Solving Days" to hear and resolve problems. 

[X. Eliminate Unnece:ssary Penalties 
• Stlldy Unnecessary Penalties 
By July 30, 1998, the Administration will propose legislation requiring the Taxpayer Advocate to report to 
Congress on the fairness and effectiveness (in encouraging compliance) orall taxpenajties.) 



'4. Expand EDedrOnk Filing 

• Telefile' 
. By 1998, the IRS will increase by 3 million, or about 10010, the number of taxpayers who are eligible to use 

Telefile - the telephone filing system. 

• Paper-less Taxes 
In 1999; the IRS Will enable taxpayers to file "paper-less taxes" [- eliminating the need for paper signatures 
and for mailing in W-2s and other forms.] . 

5. Introduce New Payment Options 

For the first time, beginning in 1999, taxpayers who file electronically wiD be able to pay their taxes with a 


- direct withdrawal from. their bank accOunt. In 1999, the IRS will seek credit industry partners to pilot-test . 
. credit cards for taxpayers who file electronically.. 

6. Strengthen Custornized Support For SmaU Businesses 

• . Help Stan-Up Businesses . .., 
,In 1998, the IRS wiU t(~ up with otherFederal agencies, financial institutions, tax preparers, state and local 
authorities and otbersto provide tax information, training and consultative services to small start-up 
businesses. These services are designed to make record keeping, filing lUld payment requirements as simple. 
and eaSy as possible.' . . 

• Provide Dedicated Phone Services 
The IRS will provide small businesses with 24-hour-a-day phone assistance geared to their needs bytbe 1999 
tax season. In 1998. the IRS will offer Telefile to all businesses. . 

• Work With Troubled Small Businesses 
Work proactively with troubled small businesses to help them cOmply and avoid future tax problems, 

eXpanding on the successful pilot program of San Joaquin Valley. 


7 • Eliminate UnneCe!isary Filing 
In 1998, the IRS will step-up its efforts to make the nearly 1.8 million older and lower-incOme taxpayers who 
are currently filing fOm1iS aware that they don't.need to file fonns, saving them and the IRS time and money. 

8. Upgrade Technoioto" to Improve Customer Service . 

Canying out the IRS Modernization Plan will improve assistance to customers by making accurate, 

electronically accessible: and up-t<rthe-minute infonnation available on taxpayer returns and accollDts. In 

1998, for example, a national caU routing system win reduce waiting times and busy signals for taxpayers, 

simpler menus will let them get to information more easily and they will be, able.to check on the status oftbeir 

refunds using a much more reliable Teletax: system.' , 


9. Shift Bow Performance is Measured and Rewarded 

In 1998 the IRS will introduce a balanced scorecard to evaluate the IRS and its employees. The scorecard
, . . 

will rate perfonnance 011 (1) customer service, including customer satisfaction; and (3) business results. The 
IRS will ban.measures that undermine fair treatment of taxpayers, including using enforcement activities to 
rank districts and assigning dollar goals for employees. . '. 

to. Improve Customer Service Training 
Before the 1998 filing seaSon, the IRS will have an intensive IRS-wide special training program. This 
program will initiate the;flew approach and make specific plans for customer service in ,1998. In addition, IRS 
managers from the Commissioner on down will spend time each year serving customers. 



THE IRS OFTHE FUTURE: 

MORE EFFECTIVE RESOLUTION OFTAXPAYER COMPLAINTS 


) 

The Administration proposes to improve the IRS system for resolving taxpayer 

complaints with two fundamental steps. 


STRENGTHEN T AXPAYER ADVOCATE 

The Taxpayer Advocate was established to assist taxpayers with unresolved tax problems. Last 
year, Taxpayer Advocate offices around the country helped more than 300,000 taxpayers resolve 
their complaints. Our proposal would take the following steps to enable the Taxpayer Advocate . 
to provide greater assistance to taxpayers: 

-- lncreast:d resourceSto-Dle.ctdemand. To ensure that customer demand is fully ~et, the 
IRS will substantially expand the national and local taxpayer advocates' staffs. We estimate that 
this is likely to require a significant increase in the staff, but the IRS will be flexible enough to 
increase the staffing to meet additional demand. This will make it possible to serve more 
taxpayers and resolve issues faster. 

-- Expanded powers. In determining whether to direct the IRS to take or cease action in 
specific cases, thf: Taxpayer Advocate will be specifically authorized to take into account the 
following factors: whether there is an immediate threat of adverse action (such as the seizure ofa 
residence); whether there has been an unreasonabJe delay or other unusual circumstance in 
resolVing taxpayer account problems, such as failure to credit previous paymeilts of a tax 
liability; whether the taxpayer may suffer irreparable harm, including paying significant 
professional fees, if relief is not granted; and whether there may be a long-term adverse impact 
on the taxpayer. . 

-- lncreast:d access. The IRS will begin actively publicizing the availability of the 
Taxpayer Advocate program and increased staffing will be provided to respond to increased 
requests for assistance in both the 43 local Taxpayer Advocate offices and the national Taxpayer 
Advocate office. The IRS will publicize its 800 number for taxpayer complaints in IRS . 
publications that describe taxpayer rights and protections. 

-Expand~:d r.ep.orting to Congress. Under TBOR 2, the Taxpayer Advocate is required to 
.compile reports ofproblems confronting taxpayers, which are forwarded to Congress annually . 
along with reports on IRS employee misconduct. Under this new proposal, the IRS wilJ develop 
procedures to catalog and review taxpayer complaints, and develop guidelines for disciplining 
employees. The~;e new data will also be reported to Congress . 

. CREATENEW,JNDEPENDENT CITIZEN ADVOCACY PANELS 

The President will create 33 new local Citizen Advocacy Panels ("CAPs") to ensure that the IRS 
is responsive to ulXpayers' needs and monitor the quality of taxpayer service. The CAPs Will be 
established thrOugh a carefully' phased-in process, with the first four CAPs expected to begin 



operations in selected IRS Districts six months after they are authorized; thereafter the program 

will expand nationwide as quickly as possible. 


The CAPs will be independently staffed and be empowered to work with the Taxpay~r Advocate, 
, to facilitate the successful resolution of taxpayer cases. 

The CAPs wi1l have the following elements and functions: ' 

1) Refer memb.ers ofthe.publicJotheTaxpayerAdvocate. Taxpayer complaints about the 
handling of their case (e.g., denial of a request for relief based on hardship or unsatisfactory 
resolution of account problems) will be referred to the local Taxpayer Advocate. 

, . 
2) Monitor performance. The CAPs will independently audit the perfonnance of the local 

, IRS office ,and its TaxpayerAdvocate in serving customers ~d handling complmnts. CAPs will, ' 
establ ish a system for tracking complaints on a local level and will have access to IRS 
management data (but not to infoimation about individual cases). They will also provide public 
reports and submit recommendations for improvements to the national Taxpayer Advocate, the 
Commissioner, and the IRS Board ofTrustees. 

3) Refer problematic cases to nationalleveJ.. If a taxpayer returns to the CAP with a 
complaint about the resolution ofa case at the local level, the CAP will refer the case to the 
national Taxpayer Advocate and facilitate the successful resolution' of taxpayer cases. This gives 
the taxpayer an avenue for resolving cases that is independent of the local Taxpayer Advocate 
office. The national Taxpayer Advocate will also be given additional staffing to handle this 
increased workload. 



TAX.PAVER BILL OF RIGHTS 


The Clinton Administration haii been thoroughly dedicated to improving taxpayer services, . 

protecting taxpayer rights, and enhancing·the public's understanding ofour tax system. In 

cooperation with the AdmimstratioT,l. Congress has passed two separate sets of significant 

taxpayer rights provisions in the past 16 months. including the Taxpayer Bill ofRightS 2, which 

President Clinton signed into law on July 30, 1996, and many provisions from the Taxpayer Bill 

of Rights 3 and Tax Simplification ProposaJs that the Administration announced iri April 1997, . 

that were enacted this summer as part of the Taxpayer Relief Act of 1997. Below are additional 

taxpayer rights pt'oposals which will build on that progress. 


Administration Taxpayer Bill of Rights Proposals: 

Making IRS .Interactions Easier 

• Low income taxpayer clinics. Require the Legal Services Corporation to make grants for 
the development, expansion, or continuation ofclimes for low-income taxpayers. This new . 
proposal builds on the current IRS program of partnering with community-based orgaruzations to . 
provide assistance to low-income taxpayers. 

• Ensure .thattaxpayers haye.._:ua.te. rep.re.sentation in tax cases. Authorize fees in pro. 
bono cases, payable to the taxpayer's representative. This proposal would encourage specialists 
to take pro bono c:ases and thereby ensure that low-income taxpayers are able to obtain necessary 
assistance. In addition, provide attorneys' fees for taxpayers who prevail on an issue that the IRS 
has already lost in three circuit courts of appeal. 

• Ens.w:e.availability of installment agreements. Require the Secretary to enter an 
. installment payment agreement with· individual taxpayers who cannot pay their entire tax bill if 
the taxpayer meets certain eligibility requirements. In 1996, over 2;6 million taxpayers entered 
into installment agreements with the IRS. 

• Expand sniall case jurisdiction of the Tax Court. Increase the definition of"small case" 
from $10,000 to $25,000, making simplified, less expensive procedures accessible to even more 

. taxpayers. 

• lnformWcp~s on statuteJli.limitations. Require the IRS to notify taxpayers oftheir .. 
right to refuse to .extend the statute oflimitations during an audit or examination, or to limit such . 
extension to particular issues. 

• Apply int(!Icst_ratesJairly. When a taxpayer has both an outstanding balance due to the 

IRS and a refwid due from the IRS, interest should not be calculated in a way which would 

unfairly penalize the taxpayer. This proposal was previously recommended in Treasury's April 

1997 interest netting study and TBOR proposals. 


• Eederal~state caoperativ.eagreements. Allow taxpayers to file a single return to cover 
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state and federal taxes in states that have entered agreements for joint filing and processing of 

returns. This wouJdsimplifY the filing process for many taxpayers. 


Strengthening Remedies for Wronged . Taxpayers 

•. Make it e.~~erJor innocentspousesJoget.relief. An "innocentspouse" is a taxpayer who 
. filed a joint return without knowledge of inaccurate infonnation suppJied by their spouse. This 
proposal would e:<pand their rights in two ways. 1. Taxpayers would be granted an additional 
opportunity to assert innocent spouse relief in Tax Court. 2. Standards for relief for innocent 
spouses would be changed to help additional taxpayers, including those with smaller tax bills 
who were previously ineligible. .. ) 

• Extend refund.perio.d for equitahkl'easons. Extend the statute oflimitations for seeking 

refunds ofoverpayments for taxpayers who were disabled to the extent ofnot being able to 

manage their fmancial affairs. This policy change is also known as "equitable tolling." 


• Allow rei\md suits before full.paymenLof .estate taxes. Under current law, if an estate 

pays estate taxes in installments, all payments must be made before the estate can seek a refund 

of overpaid taxes. Under this proposal, the court could require a refund so long as the estate is 

current on its installment payments of the assessed liability. 


• . Remedies for innocent victims of.unauthorized collection actions. Clarify the procedures 
. through which a third party may challenge whether a federal tax lien attaches to their property. 
Such disputes may arise if a taxpayer has the same or similar name to another taxpayer who owes 
money to the IRS. Allow persons other than the taxpayer to collect damages in the event of a 
wrongful collection action. 

• Refund ofoverpayments p.eruting.appeai.s. Allow taxpayers to receive a partial or 

complete refund while awaiting the final decision of the appellate court, if the Tax Court has 

detennined that there was an overpayment but the taxpayer or the IRS has appealed the decision. 

Current law prohibits making a refund during the time ofappeal. 


• R.efund.of ammmts. prematurely_collected. Require the IRS to refund amounts 

prematurely collel~ted where a timely petition has been filed in the Tax Court, and. authorize the 

Tax Court to order such a refund. 


• En.sure..that taxpayers Understand.their . .rights. Require that IRS officials present a 

summary of taxpayer's rightS in their initial interview process and offer to answer any reasonable 

questions about that process before proceeding with the interview. 


Other.Proposals 

. ! . . 

• Exception to .section 61:03 Jor.the.National.ArchiYCS. Amend taxpayer confidentiality 
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laws to pennit disclosure of IRS records to the National· Archives and Records Administration. 

This proposal is subject to safeguards to ensure that individual tax records are not publicly . 

available. 


• S1ud~.1RS poli.cy on.disclosure. Require a study by the Joint Committee on Taxation of 
how taxpayer confidentiality affects voluntary compliance, and howdisclosure limitations affect' 
customer serVice and prompt resolution oftaxpayer problems. 

• Offers-in-oompromise. Require.the IRS to publish schedules oflocal living allowances, 
taking into account variations in the cost of living, to use in evaluating offers in compromise . 

. This will allow for public review of these procedures. 

[. Information. concerning examination criteria. Require the IRS to add to PubUcation 1 an 

explanation in simple and nontechnical terms of the criteria and procedures for selecting 

taxpayers for examination.] 


[. ExplanatiCln ofjoint and seyeralliability. Require the IRS to clearly alert taxpayers to . 

their joint and several liabilities on all appropriate publications and instructions. This proposal 

would alert spouses to the legal rights and responsibilities of signing a joint tax return.] 


[. Fayment of taxes to.the "United States Treasury". Have taxpayers make checks payable 
to the "United States Treasury" rather than the "Internal Revenue Service." Payment of taxes 
support all govemment servic~s -- education, health care and environmental protections. This 
change wouldclarHy that point.] 

Proposals included as part of the Taxpayer Advocate and CAP process: 

• Improved rewonse to .taxp.ayer complaints. Require the IRS to develop procedures to 

catalog and review taxpayer complaints, develop guidelines for disciplining employees, and 

establish and publish a toll-free number for taxpayer complaints .. This proposal would provide 

better infonnation about taxpayer problems with the IRS, help taxpayers report those problems, 

and hold IRS employees accountable for their actions. 

• Expand authority .to issue. taxpayer assistance orders. ClarIfy the definition of 
"significant hards.hip," for which the Taxpayer Advocate can Issue a "Taxpayer Assistance 
Order," which di'i'ects the IRS to take or cease action. Requests for Taxpayer Assistance Orders 
can be initiated by taxpayers or by IRS employees who realize that a taxpayer is in a hardship 
situation. This proposal would allow the Taxpayer Advocate to offer relief to taxpayers in a' 
variety of situations. 
• Expand T~r.Adw.cate.reporting. Extend the Taxpayer Advocate's clliTent reporting 
obligations to infilnnal interventions on behalfoftaxpayers as well.a5 Taxpayer Assistance 
Orders. This proposal would allow the public to better evaluate the extent ofassistance provided' 
to taxpayers and to evaluate the work of the Taxpayer Advocate. 
• Taxpayer Adw.c8.te rev.U:wofpenaltyadministration. Require the. Taxpayer Advocate. to . . 
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provide an independent report to the Congressionru tax-writing committees, reviewing the 
administration and implementation by the IRS ofpenalty reform recommendations made in 
OBRA '89, no later than July 30, 1998~ 
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INTERNAL REVENUE SERVICE OVERSIGHT REFORM:' 

ClREA TION OF THE "IRS BOARD OF. TRUSTEES" 


Background: The Administration, Members ofCongress, the National Commission on Restructuring the 
Internal Revenue Servic(~ ahd other thoughtful commentators have discussed ways to improve IRS oversight to 
make the agency more rc::sponsive to the public and better able to provide the American people the level of 
customer service and fair application ofthe tax laws that we all want from the IRS. In the course of this debate, 
there has been near univ4:rsal agreement on the need for two important features to improve IRS performance: -	 . 

... The need to provide private sector expertise and input to the Treasury Department in a manner tailored to 
the mission of the IRS. 

... The need for enhancc~d Executive Branch oversight consistent with Constitutional principles. 

While the Administration has been and remains strongly committed to strengthening Treasury's governmental· 
oversight of the IRS, this proposal focusses on establishing a robust new mechanism for private sector input' 
while preserVing accountability to the .American people and preventing conflicts of interest. 

Meaningful Private Sedor Input through the IRS Board of Trustees 

Building on the Administration's original proposal to establish an IRS Advisory Board, the Administration 
proposes creation of the IRS Board of Trustees. Like the proposed Advisory Board, the Trustees would provide 
private sector expertise to the Secretary of the Treasury in the areas identified by the Administration, the 
'Commission, and the Ke:rrey-Portman proposed legislation. including customer service, taxpayer rights, 
technology, business organization, performance measures, and tax administration. 

To ensure that the Board of Trustees would give the private sector a sufficiendy powerful voice, the 
Administration proposes that the Board of Trustees: . 

Ii> 	 combine private sedor expertise with public sector experience. The Board of Trustees would be 
composed of five private sector members appointed by the President and confirmed by the Senate, inc1uding 
one representative of an organizati.on that represents a substantial number of IRS employees, the Deputy 
Secretary of the Treasury, the IRS Commissioner,[ and one other treasury official appointed by the 
President]. Having these public officials on the Board Of Trustees would provide in-depth knowledge ofthe 
agency and the parameters within which it operates. 

... 	 have enhanced, statutorily defined responsibilities. Defining the Trustees' authority by statute makes . 
that authority independent of the Executive Branch. The Trustees would have the responsibility to review, 
advise and make recommendations to the Secretary of the Treasury on: 

IRS long-term strategic, operational and organizational plans; 

IRS performance measures; . 

customer service issues; and 

IRS Citizen Advisory Panel recommendations. 
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The IRS and Treasury would provide the Trustees information relevant to their responsibilities. , 

.. 	 [The Seeretary ,,"ould be required to respond within 60 days to any recommendation made by the 
Board of Trustees, a period which may be extended if the Secretary determines it is necessary.] . 

... 	 report indep.endently and at least annually to the Secretary ofthe Treasury, the President, and the 
Congress. 

,; 	 receive reports imd recommendations directly from the.Citizen'Advisory Panels. In this manner, the 
, new Citizen Advisory Panels will be empowered to bring their concerns directly to the highest level'of 
IRS oversight, arid the Trustees will have the benefit of receiving up-to-date inforination from outside 
the IRS on taxpayer issues around the country. ' 

serve staggered six-year terms (rather than the proposed two-year terms of the Advisory Board.) 
Longer te~s will enable the Trustees to develop relationships wi~ Administration and Congressional 

, officials, and to become more knowledgeable about the IRS, the tax code, and tax administration, so that 
they can make stronger recommendations. The longer and s~ggered terms of the Trustees provide 
greater continuity in oversight that will span different Administrations. 

The Trustees wouJdhavie a small staff supplied by the Treasury Department, and would meet four to six times 
per year. The Deputy Secretary of the Treasury would serve as chair. Trustees could receive nominal 
compensation, an.d would be reimbursed for their expenses. The Trustees would be subject to all existing ethics 
laws, including laws on conflicts of interest.. 

Enhanced Executive Branch oversight while preserving aecountability 
, 	 ' 

, 	 " 

To preserve accountability to the American people, the Secretary' would r~n full authority to administer and 
enforce the Internal Revenue Code, and the IRS Commissioner would still be appointed by the President, 
confirmed by the Senate:, and report to the Secretary. Demonstrating the seriousness of the commitment to 
enhanced oversight, the Administration's proposed legislation requires the Secretary and the Deputy Secretary 
to testify on their stewardship of the IRS at least annually before Congress. 

In March 1996 the Administration created the Modernization Management Board (MMB), composed of senior 
IRS and Treasury officials with responsibility for managing the IRS. To institutionalize this heightened level of 
oversight, on June 24, 1997 the President signed an Executive Order creating the IRS Management Board, 
which is chaired by the Deputy Secretary and includes senior IRS and Treasury managers. The President intends 
to revise the Executive Order to streamline the IRS Management Board. ' ' 



INTERNAL REVENUE SERVICE OVERSIGHT REFORM: 

CRJEATION OF THE "iRSBOARD OF TRUSTEES'; 

Background: The Administration, Members of Congress, the National Commission on 
Restructuring the Internal Revenue Service and other thoughtful commentators have discussed 
ways to ~mprove' IRS oversight to make the agency more responsive to the public and better able 
to provide the American people the level of customer service and fair application of the tax laws 
that we all want from the IRS. In the course of this debate, there has been near universal 
agreement on thl! need for two important features to improve IRS performance: 

.. The need to provide private sector expertise and input to the Treasury Department in a 
manner tailored to the mission of the IRS. 

.. The need for enhanced Executive Branch oversight consistent with Constitutional principles. 

While the Administration has been and remains strongly committed to strengthening Treasury's 
governmental oversight of the IRS, this proposal focusses on establishing a robust new 
mechanism for private sector input while preserving accountability to the American people and 
preventing conflicts of interest. ' " 

Meaningful Pi-h'3te Sector Input through the IRS Board of Trustees 

Building on the Administration's original proposal to establish an IRS Advisory Board, the 
Administration proposes creation ofthe IRS Board ofTrustees. Like the proposed Advisory 
Board, the Trustlees would provide private sector expertise to the Secretary of the Treasury in the 
areas identified by the Administration, the Commission, and the KeITey-Portman legislation, 
including customer service, taxpayer rights, technology, business organization, performance 
measures, and ta:" administration. ' 

To ensure that the Board of Trustees would give the private sector a sufficiently powerful voice, 
the Administration proposes that the Board of Trustees: 

.. 	 combine prj'vate sector expertise with public sector experience. The Board of Trustees 
would be composed of five private sector members appointed by the President and confirmed 
by the Senate:, including one representative ofan organization that represents a substantial 
number ofIRS employees, the Deputy Secretary of the Treasury, the IRS Commissioner,[ and 
one other Tn!asury official appointed by the President]. Having these public officials on the' 
Board of Trustees would provide in-depth knowledge of the agency 'and the parameters Within 
which it operates. ' 

.. 	 have enhanced, statutorily defined responsibilities. Defining the Trustees' authority by 
statute makes that authority independent of the Executive Branch. The Trustees would have 
the responsibility to review, advise and make recommendations to the Secretary ofthe 
Treasury on: 

.. IRS long-term strategic, operational and organizational plans; 


.. IRS performance measures; 
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~ 	 customer service issues; and 
~ 	 IRS Citizen Advocacy Panel recommendations . 

. The IRS and Treasury would provide the Trustees information relevant to their 

responsibilitil!s. . 


• 	 [The Secretlllry would be required to respond within 60 days to any recommendation 
made by the lBoard of Trustees, a period which may be extended if the Secretary determines it 
is necessary.] 

• 	 report indep1endently and at least annually to the Secretary oqhe Treasury; the President, 
and the Congress. . 

• 	 receive reports and recommendations directly from the- Citizen Advocacy Panels. In this 
manner, the new Citizen Advocacy Panels will be empowered to bring their concerns directly 
to the highest level of IRS oversight, and the Trustees will have'the benefit of receiving up-to­
date information from outside the IRS on taXpayer issues around the country. 

• 	 serve staggelred five-year terms (rather than the proposed two-year terms of the Advisory 
Board.) Longer terms will enable the Trustees to develop relationships with Administration 
and Congres!;ional officials, and to become more knowledgeable about the IRS, the tax code, 
and tax admil;1istration, so that they can make stronger recommendations, The longer and 
staggered terms of the Trustees provide greater continuity in oversight that will span different 
AdministratiCms ' 

The Trustees would have a small staff supplied by the Treasury Department, and would meet four 
to six times per year. The Deputy Secretary of the Treasury would:serve as chair. Trustees could 
receive nominal compensation, and would be reimbursed for their expenses. The Trustees would 
be subject to all €!xisting ethics laws, including laws on conflicts of interest. 

Enhanced Execilltive .Branch oversight while preserving accountability 
, , 

To preserve accountability to the American people, t\le Secretary would retain full authority to 
administer and el1force the Internal Revenue Code, and the IRS Commissioner would still be 
appointed by the President, confirmed by the Senate, and report to the Secretary. Demonstrating 
the seriousness of the commitment to enhanced oversight, the Administration's propo~ed 
legislation requires the Secretary and the Deputy Secretary to testify on their stewardship ofthe 
IRS at least annually before an appropriate committee (or joint committee) of the House and the 
Senate. 

In March 1996 the Administration created the Modernization Management Board (MMB), 
composed of senior IRS and Treasury officials with responsibility for managing the IRS. To 
institutionalize Hus heightened level ofoversight. on June 24, 1997 the President signed an 
Executive Order cr,eating the IRS Management Board, which is chaired bythe Deputy Secretary 
and includes senior IRS and Treasury managers. The President intends to revise the Executive 
Order to streamline the IRS Management Board. 
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October 15, 1997 

MEMORANDUM TO THE IRS STRATEGY GROUP 
-~'J 

FROM: Sheryl Sandberg S<"',,· .."" I 

RE: JRS 

This is a summary of where we are following the. IRS strategy meeting Lairy held yesterday. 

Legislation. Treasury staff are workmg with the House Ways & Means Democrats to draft . u 
substitute language on governance. taxpayer bill of rights provisions, and strengthening the JIOU. d . 
taxpayer advocate proposals. . . 

Implementing Administrative Adions. Management will draft a plan for implementing the . 
proposals we have announced which do not require legislation (such as 24 hour phone serVice i ..":! ':'\ L 
and rewriting forms) as well as a plan for the establishment of the Citizen Advocacy Panels. 

Funding of New li1itiatives. We will be requesting increased funding for customer service, the 
appeals process,and the Taxpayer Advocate in our FY1999 appropriation. We have asked the j .,. i 
IRS to evaluate possibilities tbr reallocating funds to these areas for FY 1998. 

Problem Resolution Day. Given Lairy's concern that we will not be able to meet demand ( )­
adequately, Management is working with the IRS to estimate expected demand and determine 

the maximum number oftaxpayers the IRS can assist on that day. Once Management has 

ascertained maximum capacity, the roll out group will work with Public Affairs to finalize a 

press strategy for that day. Preliminary thoughts are to have Treasury officials including the 

Secretary and De:puty Secretary visit resolution sites and speak with regional press. Legislative 
 b r (A i. .. 

Affairs has infonlled us that several Members have already announced their intention to be active +-.., 
participantsonNov.15aswell. . t!L')~ ,,;.'~.l (:."'#.,-KJ 

. . /.-...-/. v' lcr(......~, .::. ..-,;t.... .-, 'J )1(' 

. NPR Release. The relcasofthe tinal NPR report is scheduled for Nov. I. Treasury will have 1'" -N "S 
~l . 't is sent to tinal u~lishing. As;e have already 

announced the highhg ts of this report, we do not believe a large public roll out is beneficiaL r.JCJ't 

It- -i1" J ( 
Press Strategy. Public Affairs is working on a list of potential events to continue generating 111 

E
news ofTreasury 's ongoing reform of the IRS in key Congressional districts as well as on a 

national Jevel. Larr:yj}as..asked :fax policy andJitanagement lu_work very closely wHIil3Wlic 


- A!,Iairs in the n~x..tfew ~eeks to ensure that we are fully infu!:!ning the press ofaU ~tive 

_~~Iopments tbat relate to the IRS and taxpayer issues, 


-- ',' .' 
IRS Employee Communication. Management will be working with the roll out group to ensure 
that Treasury reaches out to IRS employees. One idea is a pm;sible teleconference with ~cretary 
Rubin and IRS el!!Eloye~s leading up to Nov. 15. Public Liaison is thinking about an event 

-
....... if' ,..-. ! 

0'1-" . ..,.,.. ,. t­
.. 1" 1\ , ' ... 

. .J'T 

.' 
I 



~-. 

The Secretary of the Treasury 

• 

October 20, 

NOTE TO SHERYL SANDBERG 

FROM: Bob Rubin 

Is this the entire memo ­
out at the end. 

Legislation - Good 

1997 

seemed to run 

Implementing Administrative Actions - Good 

Funding of New Initiatives- Good 

Problem Resolution Day 
we break this into two 
through Mand N through 
phone service which we .. announced? 

- If need be, can 
sections, e.g., A 

Z. What about the 
mistakenly 

NPR Release - We need to make sure that it 
doesn't create trouble. 



From: . Sheryl Sandberg 

To: ROBERTSONL. SCHLOSSH. SALlETS, ISRAELD. DOP06.KNIG... 

Date: 10/1519712:55pm 

Subject: IHS Strategy 


Attached please find a memo summarizing where we are following yesterday's meeting. As always, please call with 
any thoughts or suggestions. Thanks. . 

. cc: PANASITIL, GATHERSS, JONESJA. STRICKLERM, TUCKERI •.... 


