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DEPARTMENT OF THE TREASURY
WASHINGTON. D.C.

GENERAL COUNSEL

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS
FROM. EDWARD S. KNIGHTZ ¢~
SUBJECT: - IRS Governahice

As we have discussed, attached are a memorandum from you to Secretary Rubin recommendinga -
number of decisions in the area of IRS governance, a 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 attachéd at Tab 1.

Agree Disagree Let’s discuss

Attachments

Tab 1 Memorandum to the Secretary
Tab A Current MMB Structure and Membership -
Tab B Draft Executive Order _
.Tab C Draft: Advnsory Commmee Charter o ;

v
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limits the terms of committees 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. FACA charters must be approved by OMB and published in the Federal Register. FACA
committees generally must 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 comrnittee’s purpose is to bring private sector expertise to bear on management of
IRS;
. . The committee will be composed of senior business executives, experts in information

technology, small business advocates and tax professionals; and, ‘

. The comrittee 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 _ - Disagreé Let’s discuss
Scope of 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.'

Agree Disagree Let’s discuss
. o

Staffing .

'The National IRS Council will not need access to “tax returns” or “return information” that is
protected from disclosure by IRC §6103 (generally, specific tax matter information) in order to
perform its functions. ‘ '
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We recommend that the Department prowde staff and other admunistrative support to the Councﬂ
in order to ensure that 1t has the resources it needs to fulfill its responsibilities.

Agree Disagree Let’s discuss
Membership

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
bustness 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
, educanon sector; two community leaders; and one representative of the tax preparer industry.

Agree Disagree ___ Let’s discuss
Operations

We recommend that the National IRS Council meet quarterly with the IRS and report quarterly

on its findings and advice to the Office of the Secretary (NOTE: “OS” as term of art does not
include Assistant Secretary (Management) — it's just the Secretary, the Deputy Secretary, the
Chief of Staff and the Executive Secretary).

Agree Disagree Let’s discuss -

Although 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 Federal 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 personal nature
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 disclosure of which would sngmﬁcantly frustrate implementation of an
agency action. :

Note that this existing statutory exemption may not be broad enough to cover discussions
of the performance of high-level IR 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 admxmstratzon pol xcy and that the Secretary be

required to transmit the Report to Congress.

Agree Disagree ’ Let’s discuss



IV.  Leadership

In order to ensure that the IRS has continuity of leadership and that it remains responsive to
policy direction from an Administration, we recommend that the Commissioner of Internal
Revenue be appointed for a five-year term. This leadership arrangement emulates the law
enforcement model set by positions such as the Director of the FBL.

Note that the FB) Director serves a ten-year term, and some may ask why the same term
of years would not be appropriate for the Commissioner of Internal 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

Tab B Draft Executive» Order

Tab C . Draft Advisory Committee Charter



CHARTER

Depai'tment of 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 th;s the MMB wxll

»  Provide strategic direction affecting policies for and managerﬁent of IRS' TSM
program;

. Approve major decisions on and oversee priorities resource allocations, and
implementation schedules through pencdxc momtormg at strategic decns»on
points;

. Ensure appropriate IRS follow-up actions on needed corrective actions: and

. Review and approve IRS Modernization performance measures and oversee

the realization of management goalis.

Responsibilities:

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 exercising 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:

. Civersee IRS implementation of improved management processes, includin ng
adoption of GAO’s “Best Practices” for strategic information management;

’ “Coordinate the efforts of experts retained by Treasury to review plans for and
progress of IRS Mcdermzanon

J 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 perfarmance goals, measures, and results and integrate
trese into the Treasury Department position; and

Facilitate Treasury Department support of IRS Modernization efforts with
external oversight bodies, including 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:

e

The following will serve as advisory members:

Assistant Secretary for Management & CFO
Assistant Secretary (Tax Policy)

Deputy Assistant Secretary (Departmental Finance and Management)

~ Deputy Assistant Secretary (Information Systems)

IRS Commissioner
IRS Deputy Commissioner
IRS Associate Commissioner for Modernization

IRS Chief Information Officer

Assistant Secretary (Legislative Affairs and Public Liaison)
General Counsel

Inspector General

Director of Security

IRS Chief Taxpayer Service/Compliance
IRS Chief Management and Adrministration

IRS Chief Inspector
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. Deputy Director for Management, OMB

o Director Office of Federal Procurement Policy, OMB
. Treasury Procurement Executive
. . IRS Assistant Commissioner for Procurement -

. Senior Advisor to the Vice President (NPR)

The Chair may establish subcommittees of the MMB 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. :

roa

The TSM Congressional reports will be used as the baseline for monitoring critical
deliverables and commitments for the program, The board will use the outputs of the IRS
_current TSM program management efforts, specifically the Investment Review Board (IRB).
The IRB will be a primary vehicle for surfacing recommendations and issues to the MMB.
(Deputy Assistant Secretaries for Departmental Finance and Management and information
Systems, respectlvely, are members of the IRB).

Agenda

. . i . '
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 MMB Executive Director, will determine which IRB status items or
update information should be provided to the MMB for agenda consideration. The IRS
Commissioner, Assistant Secretary for Management & CFO, MMB Executive Director, and
Chair, can identify issues for the MMB, at their discretion.
The standing agenda for MMB meetings is as follows:

. IRB review/status update .
Performance Measures for Modernization status update
Critical Program Initiatives (CPI}
Administrative issues

* L ] L »

The Executive Diréctor will deve:!dp and present a proposed agenda to the Chair for
approval. The agenda will be approved and published 30 days in advance to ensure
appropnate analysis and preparation.



~ Method of Operation:

The Chair may cail 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 responsibility 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 pnor to the
meeting when appropnate

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

Staff Subport:,

The Assistant Secretary for Management & CFO, in consuitation with the Chair, will
designate the Executive 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 appfoval by the
Chair. The budget will be executed on an annual basis. A

‘The funding amount to support this Charter and the related memorandum of agreement for

funding salaries and expenses will be provided from TSM funds legally available for this
purpose

Amendments to the Charter:

The Charter may be amended as necessary by consent of the Deputy Secrétary.
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May 19, 1997 (12:34pm)

Executive Order of May _, 1997
IRS Management Board
By the auﬁhority vested in me as President by the Constitution and laws 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 effectwe
management of the Internal Revenue Semcc it is hereby ordered as follows:
Sec. 1. Estwablishment. There is hereby established within the Department of the Treasury the
Internal Revenue Service Management Board (“IRSMB") 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 the Treasury for Information Systems and Chief
Information Officer;

(4) the Assistant Secret;xry of the Treasury (Legislative Affairs and Public Liaison);
(5) the Inspc:;tor General Vof the Treasury;

(6) the General Counsel of the Treasury;

(;?) the Director of Secufity of the Treagury;

(8) the Treasury Procurement Ex:écutivé;» |

(9) the Commissioner of lnterné’l‘ Revenue;

(10) the Deputy Commissioner of lntefnal Revenue"

(11) the Chief Information Ofﬁcer (IRS) and Assoc:ate Commissioner of Internal Revenue
for Modernization; :
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(12) the Deputy Director for Management (Office of Management and Budget);
(13) a representative of the Office of the Vice President;
(14) a representative of the Office of Management and Budget;

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

(16) a representative of the Ofﬂge of Personnel Management; and
(17) such representatives of other go‘kernment agencies as the Secretary designates;

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

(e) The Secretary may remove any members who are ofﬁcers or employees of the Department
of the Treasury. ‘

(t) The Presniem Natnonal Treasury Employees Union, may attend IRSMB meetmgs as an
observer.

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

Sec. 3. Functions. (a) The Board is established to support directly the Secretary’s oversight of
the management and operation of the Internal Revenue Ser_vice.- (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 modernization direction; strategy; significant reorganization plans; performance metrtcs,
budgetary issues; major capital investments; and compensation of personnel; and

We haven’t really wrestled to the ground the role of this board -- the italicized language
would carry over the MMB charter description, which may overstate to some extent the
role that the MMB has played and could be read to detract from the Secretary’s
responsibilities. The most recent writing describes the role of the executive committee as
having “responsibility for approving * decisions on a series of issues.
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' |
_ E .
{3) meeting inohthly and preparing semi-annual reports io Congress. which the Secretary of
* the Treasury transmits to Congress. | : : '

|
i
P

Sec. 4. Administration. To the extent pérmitted by law, and ;v,ubject to the évailability of
appropriations, the Secretary shall provide the Board such administrative services, funds,

facilities, staff and other support services as may be necessary for the performance of its functions
under thns order.

i {
Sec. 8. Judicial Ii’evzew This order is intended only to lmprove the internal management of the
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 ofﬁa TS, Or IS emp]oyees !

i

~ WILLIAM ). CLINTON
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THE WHITE HOUSE,
, 1997
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Charter for the National IRS Council to the Secretary of the Treasury

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

A.  Official Title. The group’s official title is the Nanonal IRS Council to the Secretary of ,
the Treasury. The group is commonly known as the “National IRS Councﬂ" (hereinafter, “the

Councxl ). !

B. Qbmmcund_&m 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
review 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 organizational representation of the advisory
group in order to obtain balanced membership. Membership shall include individuals drawn
from: (1) Fortunie 500 companies; (2) small business, (2) the information technology industry;
(3) current state tax administrators; (4) leading tax profcssibnais (accountants and attorneys);'
(5) the non-profit or education sector; (6) community leaders; and (7) the tax preparer
industry.. Members may be appointed in an individual or representative 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 founeen members. !

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 Perond. The Secretary of the Treasury has a connnumg need to receive advice on
tax management issues. Therefore, 1he Councxl isa contmumg advisory group which operates

under a two-year charter.

' \
!

. 1 ' .
'No non-attorney/accountant tax professionals? It undoubtedly will create problem for
us with enrolled agents, who are individuals specially licensed by IRS to represent taxpayers
before IRS. ; |
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D.  Reporting. The Coimcil reports to the Secretary of the Treasury.

E. S_upmmm The Department of the Treasury provides the necessary staff and
support services for the Council.

F. mmgsh 'The Council’s duties are to research, analyze, consider and make
recommendations on a wide range of tax management issues. Reports and recommendations
are made directly 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 sole responsibility for any action to be taken wnth respect to the Council’s
recommendations. :

G. Annnalﬁmmnng_cnsm The estimated annual operating costs are $  and
 staff years. Annual operating costs include travel, staff salary and representation ation fund

- operating expenses. Committee members are not paid for their time or services. Members
will be reimbursed for their travel-related expenses (transportation, lodging, meals and
incidental expenses) based on Federal trave] regulations for public meetings or scheduled -
working group sessions.

H. Nnmtzer_amd.Exmncncy.oﬂMcﬂmg& The Council meets four times a year with the
IRS and reports to the Secretary of the Treasury i in connection with each such meeting.
Meetings generally are public, but may be closed as, and to the extent, warranted by the
subject maltter. :
I Icnmmanmmm A termination date of two ycars from the signing of this charter has
. been established.

|

J. F_xlng;m The date of filing for establishment of this charter is
Approved by:
Robert E. Rubin ' Date

1 .

Secretary of the Treasury -
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IJEPARHTAENT'OF”THE'TREASLHTY
'~ WASHINGTON, D.C. !

GENERAL COUNSEL

June 13, 1997

-MEMORANDUM FOR. SECRETARY RUBIN o
DEPUTY SECRETARY SUMMERS

FROM: EDWARD S. KNIGHT, fﬁ

SHERYL SANDBERG
SUBJECT: IRS Restructuring Commission: Next Steps '
I. Overview ?

On Wednesday, June 25, the I[RS Restructuring Commission will
be releasing its report. On Tuesday, June 17, ve will review with
"you the contents of that report and raise some strategic 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.
. ' o
II. Background

By wey of background, the Commission held its first meeting
on July 2%, 1996, and since then has had twelve days of public
‘hearings and three town meetings. As you know, there were
numerous executive sessions of the Commission 1n 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 terms 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. Fortunately, this investigatory
approach was not taken. Second, despite the fact that the
statute establishing the Commission stated clearly that the IRS
Commissioner was an ex-~officio member,’' initially some members of
the Commission resisted 1nclud1ng Comm1551oner Richardson. 1In
the end, she was included in much of the Commissions
deliberatlons 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 recognizecd the need to take a more
responsible course and included the IRS in the hearings.

Finally, throughout the deliberations of the Commission, the
Treasury and IRS pointed out numerous 'errcrs and inappropriate



statements in the Commission's draft. For instance, at one point
the Commission's report was to include a lengthy section on the
Compmission®s findings. Of course, the term 'flndlngs 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 well, the Commission's report is
fundamentally flawed. In partlcular, as we have discussed, the
governance proposal poses serious risksiwith the revenue
"collection process in this country. Our briefing next Tuesday
will focus on this and other aspects of the Commission's report
that deserve attentlon. For instance, we need to discuss the
following: , '

(1) The Commission has propused major changes with regard to
filing dates for electronic and paper filing as well as
information returns. These proposed 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 reasoned.or simply restatements of
proposals from special interests. - For instance, the
Commission proposes to allow life insurance companies to
file consolidated returns for their life and non-life
operations. Also, the Commission proposes to establish a
family allowance by consolidating the present law standard
deduction,. personal exemption, dependent care credit, earned
income tax credit and the proposed child credit into one
“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 work together to simplify the EITC,
maintain its high participation rate and reduce it's
overpayment rate to below 12%." All of these 51mp11f1cat10n
proposals are in a section that is “forwarded without
endorsement to the Committe= on Ways and Means, and the
Committee on Finance.”

{(4) The CommlsSLOn 1s more exp11c1t in endorsing specific.
legislative changes in the area of taxpayer rights. Some of
these are not well reasoned. For example, the Commission

!
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proposes to raise the net worth ceilings that limit relief
available to individuals and corporations for recovery for
~administrative and litigation costs when the IRS position is
not substantially justified. Under the Commission's
proposal, 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
Ccommission would give the National Archives and Records:
Administration access to IRS records which would result in .
those records being made publlc after a perlod of 40
years. .

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

IIXI. sStrategy for June 25 ,

We have had several internal meetihqs to discuss the
appropriate strategy for June 25. Many questions remaln but we
seenm to have reached consensus on a few poxnts.

(1) We'should identify and have 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 views
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 from 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 private sector dominated
board upon the administration of law enforcement at the IRS.

(4) We need to consider making news ourselves in the days
leading up to June 25 by, for instance, announcing the
-selection of some of the members of the outside adv1sory
committee, issuing the Executlve Order and announcxng the
Treacury Order.

We have bequn the process of writﬁnq fact sheets and
assembling documents for release on the 25th. Attached for your
further study are key excerpts from the draft report. ©On
Tuesday, June 17, we will review the above questions with you and
answer any further questions that you may have.
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Linda Robertson
Howard Schloss
Michael Froman
Bob Boorstin
Michelle Snith
Bob Bean
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IRS

Rubin Renews Administration’s Attack

- On Independeit IRS Governing Panel

ministration’s attack June 12 on a National Com-

mission on Restructuring the Internal Revenue
Service proposal to implement an independent, mostly
private sector board of directors for the beleaguered
agency. '

Commission co-chairs Rep. Rob Portman (R-Ohio)
and Sen. Robeit Kerrey (D-Neb) are “100 percent
wrong” in their ideas for the new seven-member panel,
which would consist of five private-sector individuals
and two governrent officials, Rubin said.

“Qverseeing the IRS is not a part-time job,” said Ru-
bin, speaking at a meeting of the Council for Electronic
Revenue Communication Enhancement. The agency's
budget, personsiel, technology and strategic decisions
“should not be put in the hands of sporadic and part-
time managers,” Rubin said, reiterating concerns that
contro! of the agency's purse strings also denotes con-
trol of law enforcement resources. .

T réasury Secretary Robert E. Rubin renewed the ad-

However, commission chief of staff Jeffery Trinca,
speaking at a separate session of the CERCA meeting
contended that the members of the panel would be
“government officials in every sense of the word."

Special Government Employees? Trinca said the panel
members would fall under the federal definition of
“special government employees” because they would
be appointed by the president and apptoved by the Sen-

ate, and could be fired at will by the president as well.

He acknowledjzed that the board would be part time, -

but stressed that most successful public and private or-
ganizations have part-time directors who focus on high-
level strategy,

~ “We do not want another group of people microman-
aging every decision of the top officials of the agency on
a daily basis,” Trinca said. .

Rubin sald the change would represent too much of
a shakeup and be a dangerous change at an agency
whose activities fund nearly all government operations.

“I don’t believe we can afford to put an agency that
generates 95 percent of our revenue at risk,” said Ru-
bin, , ,

Trinca said he disagreed. 'Believe me, if the agency
can survive the Treasury Department’s historic patrtem
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 until the
commission is dismantled later this year, Trinca said.

Legistation based on the commission recommenda-
tions is expeited to be introduced in early July.

By ALisoN Bennert

Emp!oyment Taxes

Way's and Means Approves
Changes in Unemployment Taxes

approved changes to unemployment insurance and
taxes as part of the welfare provisions of the bud-
get reconciliation package.

The committee agreed to several provisions dealing
with the Federa] Unemployment Account (FUA), which
providas authority for loans to states with insolvent un-
employment insurance benefit accounts. Republicans
on the committee said the changes are designed to
maintain high balances in state and federal Ul accounts,
the committee said. . i

First, the FUA account ceiling would be doubled to
0.50 percent of 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 committes approved language that limits to $100
million a year the amount transferred from the federal
Ul accounts to state accounts that are used in adminis-
tering state Ul programs. Additional amounts, {f any
above the $100 million limit per year, are to be returned
to the 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 Ul integrity activities.” The language would
authorize $89 million for fiscal 1998, $91 million for fis-
cal 1999, $93 million for fiscal 2000, $96 million for fis-
cal{ 2001, and $98 million for fiscal 2002, according to
the package. :

The committee also endorsed language that Rep.
Ciay Shaw (R-Fla) said would clarify that states have
the authority to setf their own “base periods” for unem-
ployment compensation. Base periods indicate the
amount of time an employee must work to qualify for
unemployment insurance. The issue was raised in the

- 1894 Seventh Circuit decision in Pennington v. Doherty

T he House Ways and Means Committee late Jupe 10

17 and targeted in a hearing by Shaw's panel in April .
Shaw said the amendment was needed because with- = -

out some clarification, some 40 states may be forced to
change their base periods, costing the states millions of
doilars,

Tax Legisgation-

| WaysQMedns Continues Tax Markup,

Defeats Wide Range of Amendments

he House Ways and Means Committee slogged
T 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 te expand the package's provi-
sions on the child credit and education 1ax incentives,
and to modify the way the bill applies capital gains re-
lief.
. The committee did, however, approve a handful of
amendments. One, offered by Rep. Xavier Becerva (D-
Calify, would expand student-loan forgiveness rules un-
der Internal Revenue Code Section 108(f) so that they
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Section 5—Electronic Filing
i :
Electronic 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 electronic 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 t
- The IRS presently receives apprommately 205 million tax returns each year. The largest
workload involves the nearly 120 million individual tax returns. The ten service centers process
paper returns using an error prone process during which approxunately 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 programs with built in checks,
undergo pre-scréening by the IRS, and experience o key punch errors, these returns have an
error rate of less than one percent. ~ . ‘ -
! .
Presently over one half of all individual tax retums exist in electronic format prior to submission
to the IRS. Practitioners 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 mail, physical arranging 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 aiready in electronic format should be transmitted
directly to the IKS, avoiding these redundancies and mefﬁclenmes

In addition, the pipeline (IRS paper return processing ﬁmction) 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 an 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 marketing to taxpayers, elimination of taxpayer burdens 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.

The IRS reports that it could accept over 100 million elcctr&mcally filed retums annually without
requiring any new systems development effort. However, to accomphsh this goal the agency
needs to put in place additional building blocks, including’ acccptance of all form types, internet -
‘capability, and paperless payment.

i
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1. Strategic Marketing Plan

The IRS must de evelop a strategic marketmg glan to make gagerlcss ﬁlmg the preferred and most
convenient means of filing for the vast ma]ong of filers in ten years i

~ The IRS reeds a strategic marketing plan to make paperless ﬁEmg 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 barriers, 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 clement is cooperation with paid-
preparers. In testimony to the Commission, however, there was an overwhelming response from-
relevant stakeholders that the IRS has not partnered with external 'stakeholders to increase the
level of electronic ﬁlmg, and that the IRS does not make 1t easy for practmoncrs or individuals to
file electronically.

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

*  Making the process truly paperiess by eliminating the current requirement to file
'Formn 8453 to obtain the taxpayer’s signature; ‘
Reducing the cost to the taxpayer for electronic filing; - )
Marketing electronic filing beyond that segment of taxpaycrs who desire a quick
refund;
Enabling taxpayers to file all forms electronically;
Streamlining the annual procedures for certification as an electronic return ori iginator;
s  Enabling taxpayers to submit supplementary notes, explanations, or elections when
filing electronicaily; and - -
Eliminating the erroneous perception that ¢ ectromcally filed returns are prone to
greater audit scrutiny.

The IRS has not achieved its original objectives for electronic ﬁlmg because its current program
has limited appeal to taxpayers and practitioners. The Commzssxon has concluded that no single
modification will change taxpayer or practitioner behavior, and that a comprehensive plan to
‘remove barriers, 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

fee. stakeholders, the Commission has developed such a plan, which is presented in Appendix G.
Because many elements of any comprehensive plan to incrcase electronic filing require

@ legislative action, Congress should act immediately so that the RS can begin to implement the
plan. '

3
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Because the IRS will need continued input from practitioners as it implements its electronic
filing strategy, it should consider institutionalizing this partnership by establishing an Electronic

Commerce Advisory Group (ECAG) to address issues of mutual conéemn to IRS and the

practitioner community. For example, the ECAG could work with IRS to develop marketmg
campaigns to encourage electromc filing and educate taxpayers about its benefits.

|
i ;
: T

i

Congress should eliminate barriers, provide incentives, and use cémgctitivc market forces to
increase electronic filing. o ‘ , '

2. Incentives for Electronic Filing

}

C

 Many external stakeholders support electronic filing becauise they believe it reduces burden for

themselves and taxpayers, in addition to reducing burden 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 for electronic filing today because they
incur additional expenses, including costs of communications and third party transmitters.
Surveys indicate that the cost of electronic filing is a disincentive to taxpayers to file
electronically. The Comrmssmn expects that more taxpaycrs would ﬁlc electronically, but for
this cost.

H 1
{ )
.

I"I‘o expand the appeal and broaden the benefits of electronic filing, the IRS strategic plan should

incorporate a range of features that makes electronic filing attracnve to both taxpayers and
practitioners, including the following: :

'
.

o Paperless filing,

o Extended due dates for electronically filed returns

e Acceptance of all 1040 forms and attached schedu[es ‘

o Regulation of all paid preparers; A | ~

o Incentives for filing electronically; and : '

o Secure access to taxpayer account data for taxpaycrs who file electromcally
Incentives ‘ f

Because increased electronic ﬁhng will yield significant cost savmgs 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 filing, particularly if it facilitated free

electronic filing. In the plan outlined in Appendix G, the IRS would pay transmitters an -

incentive for each return filed electronically. Assuming that transmitters shared these incentives
with originators based on market competition, this plan should facilitate increased electronic

filing when coupled with requirements for practitioners to” file returns electronically at some

point in the future. As the level of electronic filing increases, the incentives could be phased out.

Realignment o) return submission deadlines
Realigning the due dates for tax and information returns would provzde a more realistic timetable
for submission and incentives for electronic filing, as well as leveling the workload of IRS and

o :
? !
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tax practitioners. In addition to tax returns, the IRS and the Social Security Administration
(SSA) receive and process over 1.1 billion information reéturns each year—including Forms
1098, 1099, and W-2—many of which are received in magnetic format. The IRS has reported to
the Commission that it receives more than five million updated, corrected information retumns
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 retumns are never corrected. Several stakeholder groups informed the
Commission that the current due dates for W-2s and some 1099s 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 relieving these burdens for information reporting, the Commission expects that
providers will 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
returns, eliminating the duplicative work caused by corrected return submissions and reducing
extension requests

C\Mmat

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.

LC 3. Modernizing return processing

7 [ The IRS should use technology to update its return grocessmg aggroaches

Increased electromc filing would facilitate IRS comphance efforis, allowing the IRS to receive
information and lax 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 modermze its retum processing approach to reflect the reahtnes of
the information age.

As levels of -electronic filing increase, the IRS should capitalize its savings by managing 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 are 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 would allow more taxpayers to use

Forms 1040EZ and 1040A, which are simpler to file and'process. In particular, such efforts
should include expansion of the TeleFile program to more taxpayers.
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Appendix G
Electronic Filing Supplementary Information

The Commission 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 ¢an 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 returns 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 financial institutions that
would provide burden reductions and incentives for filing tax retums electronically.

Processing workload

. Table G-1 illustrates 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 retums are prepared using tax preparation software. Another 10 million or more .
tax returns are filed by self preparers who use consumer-oriented tax preparation software

products. '

Table G-1. Return Types Received by IRS for Tax Year 1995

Return Type Forms Volume Electronic
: . Volume

Individual income 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 1041ES 583,473 0
Partnership 1065 1,571,872 0
Corporation income tax 1066 and 1120 series 4,780,956 0
Estate tax ' 706 series 82,860 0
Gift tax. 709 1 215010 0
Employment taxes 940 series, CT-1, and 1042 29,006,291 )
Exempt organizations 990 series, 5227, and 4720 560,057 0
Employee plans 5500 series 1,261,700 0
Excise tax 720, 730, 2290, and 11C 787,011 0

" Supplemental documents 1040X, 1120X, 2688, 4868 11,936,542 ¢

7004, 8752, 1041A

Costs

:

IRS estimates the average cost of processing all 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 100 company to automate paper processmg experienced a six to one cost



differential of paper to electronic processing costs. 'I'hxs represents a significant cost.
savings for the IRS if the number of electronic returns can be increased significantly.

In addition 1o labor, overhead, and management costs to operate the retums 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 IRS since it causes spike demands for low cost labor that is not always
available. j

» Facility and physical handlmg equipment associated with paper filing is much
higher than that used for electronic retumns.

e After the data is manually entered into the data base, the paper retumn is archwcd
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 processing costs, the IRS currently only captures in electronic form 40% of the
information submitted on paper returns. All paper data submitted by taxpayers is
archived, however. After a return is posted to the Master File, IRS uses automated
algorithms 1o 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 of examination occurs without any
taxpayer coritact, it is the least intrusive type of examination.

Reasons for failure of existing 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 tcchmcal failure by the IRS, rather a
failure to plan and market electronic filing in an orgamzed, 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 bcneﬁts 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,
although a high level issue paper was released by IRS in February, 1997.

In an interview with Mr. Peter Simpsori, Second Commissioner for the Australian
Taxation Office (ATO), he stated that the technology césts for electronic filing were low,
but the real keys to success were marketing the service properly and letting the private



sector deveic»p products in the marketplace. The Commission has received testimony and
input from the practitioner community that would confirm ATO’s experience.

Informatlon returns and document matchmg !

Electronic filing of both tax and information returns a1ds earlier document matching,
With today’s filing profile and legacy systems, IRS delays the identification of
underreporter cases for over a year until all the documents are ready to be matched.
Receipt by taxpaycrs 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. | ’

. A | )

Although it is not currently possible to perform document matching before a refund is

~ issued, electronic filing of information retuns could ‘allow IRS to perform- document
matching in the same calendar year during which a tax retum was submitted.

Underreporter- cases could then be pursued in a morej timely manner. The IRS should

perform ‘income - reporting verifications through matchmg of 100% of submitted

information documents. IRS also should include th(; Schedules K-1 as part of the

document matching process. i '

|

Plan for Making Electronic Filing More Attractive t(:') Taxpayers and Practitioners

: l
The Commission’s comprehensive plan for increasing Flec&onic filing is summarized in
Table G-2. The Commission belicves only a comprehensive plan that appeals to- all
segments of the taxpayer and practitioner populatmn can make electronic filing the
preferred and most convenient method of filing for Ithe vast majority of Americans.
Features of the plan are described in the following paragraphs. While this plan focuses on
individual tax returns because they constitute the bulk' of the IRS processing workload,
the Commission emphasizes that plans should be estabhshed to encourage all returns
types, such as payroll, corporate, and partnership rcturns to be filed electronically.
Partnering with stakeholders
IRS needs an improved sense of partnership with tax practitioners, other organizations
that supply data, and state tax administrators. We recommend IRS establish an Electronic
Commerce Advisory Group (ECAG) to address i 1ssues of mutual concern to IRS, the
practitioner community, other stakeholders, and | state tax administrators. The
- Commission’s intent in recommending establishment of this group is to cstabhsh an’
ongoing forum for discussing future electronic commcrlcc issues.

{

The Commission envis'ions that the ECAG would address issues to help further electronic
commerce among the member ‘organizations, such asithe removal of additional barriers
faced by practitioners, simplification of the appllcatmn to be an Electronic Return
Ongmator (ERO), and plans to achieve complete pammpanon by all states in the



Table G-2. Electrouic Filing Plan for Individual Tax Returns V

Feature : o Implementation Year '
98 | 99 | 00 ] 01 | 02 | 03 ] 04 | 05 [06 | 07 ] 08 | 09 | 10
X X X X X X X X X

>
>
>
>

s Increased partnership between practitioners, tax software
industry, transmitters, and IRS
Creation of an Electronic Cornmerce Advisory Group

QA 8N

Elimination of paper signature document forin 8453

PN ]

Elimination of paper W-2 filing (attached to 8453)
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 mformahon with X
IRS as checkoff box on return
Field for inclusion of taxpayer/practitioner notes X
Acceptapce 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 worksheets) ‘
- Expansion of TeleFile pool to includs some 1040A filers X X
Increasing poal of 1040A and 1040EZ filers by changing limits X X
" Additional electronic input of information returns X
X
X

Uuiufu

U

ylu

Due date realignment, including extensions for electronic filers
Capability to receive all forms ,
Paperless payment available for taxpayers X . i N —
Incentives for transmitters for filing electronic returns 32 |32 $2 31 51 | $1 i

oie o sle]e

Paid preparers required to file all returns electronically , X

*  Systems to allow direct home PC filing (if not already supportcd X X X
by marketplace)

e 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 Rctumsbyyear{mmxllzons)‘ 119 | 120 122 123 | 124 | 126 | 128 | 130 { 132 | 134 ] 136 | 138 | 140

Estimated number of electronic returns (in millions), less TeleFile 25 | 30 40 45 50 | 55 80 85 95 98 | 100 { 102 ] 104

Estimated number of TeleFile returns by year (in millions)* 65 | 7.0 7.5 80 | B5 1 90 | 92 | 94 | 96 | 9.8 {100 ]| 102 ] 104

Remaining paper returns (in millions) 87.5 | 83 74.5 70 | 655 | 62 | 3BB | 3562741262 ! 26 | 258 ] 25.6

Percent of paper returns 74 69. 61 37 | . 53 44 30 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 'I‘ax Year 1996 TeleFile Profile, June 24 1996




FederaV/state electronic filing program. Additionally, as the IRS moves to more paperless
tax administration, the ECAG is envisioned to be a forum where IRS 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 changes as elimination of filing requirements for signature documents and
associated W-2s by having taxpayers retain signed 1040s and W-2s on file, regulation of
all paper and electronic preparers under Circular 230 to ensure standard procedures for
treatment of all tax preparers, inclusion of a checkoff box on the electronic tax return that
allows taxpayers to authorize their preparer to discuss aspects of the retumn with IRS
Customer Service 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. :

Ehmmatwn of Form 8453
The filing of Form 8453 has been identified by practitioners as a major unpedunent to the
~ efficient filing of electronic 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 réturms. The Commission believes that the filing of this form 1s unnecessary.
Several models exist where organizations accept electronic tax returns without signature
documents, inciuding Canada, Australia, and the state of California. In addition, the
Securities and Exchange Commission accepts electronic financial reports such as 10-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 Treasury interpretation of existing law is that a signature is required.

Acceptarxce of all forms :

Another significant barrier the Commission heard from practitioner groups is that [RS
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: mamtam these forms in their records, much like a worksheet is
treated today. :

Regulation of preparers

Regulation of all preparers under Circular 230 is important to thc 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 retumns or otherwise accepting
_ compensation for 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 Treasury. By holding all paid preparers to the same levels of
- due diligence, the proposal seeks to ensure that taxpayers are not misled by their
representatives. Return preparers that violate the rules 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 comprormsed by the orgamzauonal placement
of the Director. : »

Uniform requirements will increase professionalism, encourage continuing education,
improve ethics, and better enable the IRS to prevent unscrupulous tax preparers from
operating. Regulation under Circular 230 promotes the integrity of our tax system, places
all return preparers on a level playing field, promotes voluntary compliance and
standardizes the procedures for all preparers for electronic filing and other compliance. -
procedures. Currently, commercial return preparers are allowed to fepresent<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 levels before the IRS.The Commission does not envision complex and cumbersome
reg1stratlon procedures or requirements, simply a system to capture preparer information
already provuied on the tax forms for a database of preparers.

Realignmeni of due dates - ‘
The complete schedule. for revised due dates is shown in Table G-3 and G-4 The
Commissior: believes these changes better support same year document matching and

possible future unplementauon of simpler return filing processes, such as return &ee
filing, .

" Expansion of TeleFile pool

TeleFile is considered by IRS and the Commission to be a successful program. The
number of taxpayers using TeleFile has increased approximately 50% in 1996 to close to
5 million filers. 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 1040A returns.
“This expansion is currently being evaluated by IRS and if IRS assessments indicate
favorable benefits, it should be accomplished. A second approach is to expand the
number of 1 040EZ filers 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 recommends that paperless paymcnt methods be made avallable to

taxpayers. 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 G-3. Information Return Pi'eparation and Processing Dates

Information Returns' Paper Electronic Current
Information returtis due to taxpayer . February 15 NA January 31
Information returns due to IRS and SSA? March 15 April 15 February 28
Automatic Extension of fiing =~ April 15 May 15 none
Additional Extension of filing - NA . - NA March 30
Additional Extension of filing O N/A N/A April 29

Table G-4. Tax Return Preparation and Processing Dates

Income Tax Re R«mw:___g&szgmgh Paper Electronic Current

Entity Returns’ ) : -

Corporate (dome suc) March 15 April 15 March 15

Additiona] Exteniion of filing August 15 September 15 September 15 -
S-Corp March 15 April 15 March 15

Additional Extension of filing August 15 September 15 September 15
Partnership (dotnestic) March 15 April 15 April 15

Automatic Extension of filing N/A N/A July 15

Additiona] Extension of filing August 15 September 15 October 15

Trusts March 15 April 15 April 15

Automatic Extension of ﬁlmg , NA N/A July 15

Additional Extension of filing August 15 September 15 October 15

Estates’ April 18 May 15 ‘April 15

Additional Extension of filing same , same 90 days up to 6 months
Form 990 April 15 May 15 May 15 ' ‘
Additional Extersion of filing same same 90 days up to 6 months
Form 990C (cooperatives) September 15 October 15 September 15
Automatic Extension of filing same same March 15 of following year
Form 9907 (corporation} April 15 May 15 May 15

Automatic Extension of filing August 15 September 15 November 15

Form 990T (401(a) trust) April 15 May 15 April 15

Additional Extension of filing same saine 90 days up to 6 months
Form 990T (other trusts) April 15 May 15 May 15

Additional Extension of filing same same 90 days up to 6 months
Individuals May 15 _June 15 April 15

Automatic Extension of filing July 15 August 15 August 15

Additional Exteision of filing September 15 October 15

October 15

First quanter individual estimated payment continues to be due April 15. However, with the change in
return filing duc dates, the prior year's tax liability will not yet be known oo April 15. Therefore, the first
quarter estimated payment should be based on 100% of the estimated prior year’s tax with a “catch-up” on
the second estimated payment {due June 15). Another safe harbor could be to raise the standard from 90% -

t0 95% of expected cummt year tax.

! Information returns and transmittal documents include Forms 1099, 1098; W-2, and W.3

2 RS receives IQ995 and 1098s and SSA would be required to capture all Forms W-2 and W-3 information (including
state and local). Form W-3 would be revised to add lines to report state and local payroil information.
3 For 1994 tax retum year; 5,306,301 Partnership and S-Corporation returns and 476,980 Estate and Trust returns were

filed.

4 For those estates 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 any 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 payment to a financial institution or other third party processor for electronic
transfer to IRS. -

Incentives
A major incentive for tax practitioners is a combined incentive and requxred 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. The
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 market 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 onginators 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 volume and encourage
market dynamics to react with competitive products in sufficient numbers to provide
taxpayers with,a range 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 conceming electronic filing
should be examined to ensure they do not impede the development of products in the
marketplace that facilitate electronic filing.

In 2004 incentives come to an end and all practitioners will be required to file
electronically. The Commission believes this requirement also encourages the market 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 returns f'rom
" 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 taxpayers to transmit tax returns 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 of products
available to customers. Other organizations could offer the same or similar services.

Secure access to taxpayer records

The Commission recommends that IRS allow taxpayers and their authorized pracunoners :
who file electionic 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

. modernizatior, and not added as an additional requirement in the next century. Banks

currently offer this feature to customers who participate in home banking services. As the

number of consumers participating in home banking grows, this feature becomes another

capability taxpayers will expect for their IRS account as well. :

Changes to IRS syslems 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 payment cycles for ‘electronic returns, and expansion of IRS mfmstmcture to
accept more than 100M returns. '

Fxlmg of Form W-2 o

The Commission recommends that the current thrcshold for magnetlc/clectromc 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 preparers. 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 and W-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 reduce SSA’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 local information. :



Section 7—Taxpayer Rights

A significant part of improving taxpayer service and changing the culture of the IRS involves
ensuring that takpayers are treated fairly and impartially by the IRS, are able to seek redress or
review of IRS actions by the courts and are able to resolve conflicts creatively and expeditiously
with IRS cooperation.

In order to ensure that fewer taxpayers are subject to improper treatment or excessively burdened
by the IRS, Corigress and the IRS need to focus more attention on preventing problems. before
they occur. The Commission found that the passage of the 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 continue to be the few unfortunate examples of abuse. .Many of the
additional safeguards against. abusive actions enacted over the last.few years are: thelping people -
deal with these ¢ ystemrc problems however.

1. Taxpayer Advocatgs ;

Taxpayer Advocates must be accessible by taxpayers and have the authority and accountability
necessary to speak for and take actions on behalf of taxpayers.

While the national and local Taxpayer Advocates make a significant contribution to fair tax
administration, there is a perception in Congress and among the public that they cannot be truly

‘*indcpendent voices for taxpayers. This lack of independence weakens their ability to have a

critical view of IRS action or inaction regarding taxpayer rights and provndmg specific leglslatlve
or administrative solutions to the problems facing taxpayers. :

Taxpayer Advocates play an important role and are essential for the protection of taxpayer rights
and to promote taxpayer confidence in the integrity 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 regarded 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 comrective efforts with little in the way of
recommendations 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 prescnibe specxﬁc legislative or administrative corrections.
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. In a similar vein, the independence of the local Advocates is brought into question when their

v

C

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

performance ‘goals 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. The changes recommended by this Report, which emphasize customer service in
government, should minimize friction between the performance goals of local Advocates and the
district directors to whom they report. :

National Taxpayer Advocate

[ To ensure the independence of the national Taxpayer Advocate, candxdates for this position
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 person with substantial experience assisting taxpayers or with taxpayer rights issues,
and should stipulate that it will be the employee’s final 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 the 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, and, in conjunction with the National Director
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 coverage is not reduced. The Commission is
concerned that the current number of LTAs 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 méhy times a taxpayer has to contact -

the IRS regarding the same situation before they are automatically entitled to be referred to the
LTA. This guidance should be disseminated to al]l IRS employees and shotild be provided to the
public. The Board should adopt as-a performance measurement whether the standard for referral
to the LTA is being met. ‘ :

Finally, the Commission found that the LTAs often were buried in the organization, unknown to
the average taxpayer. While taxpayers who contact their congressional representative often are
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A\funneled to an LTA, 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, Congress 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 Schedute in the same manner as examination cmployees without having to

L. Jeave the LTA program.

- Taxpayer Ass:stant Orders ,
One of the important powers of the Advocates rs the authority to issue Taxpaycr Asswtancc
Orders (TAO). Advocates rarely have used this authority, in part because problems are resolved
voluntarily and because the Advocates attempt to balance their need to resolve a particular 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 "significant 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 TAQ’s were granted because the
Advocate determined 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 2 TAQ in situations where the IRS employee is

not following applicable published administrative guidance, including the Internal Revenue
Manual. Finally, when determining whether to issue a TAQ, Advocates should consider the
immediate threat of adverse action, delay of more than thirty days in resolving taxpayer account

problems, or the prospect that the taxpayer will have to pay significant professional fees for
L representation. :

2. Taxpayers’ Redress

Congress must provide taxpayers with adcguate 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 Revenue Code, allows
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

of deficiency (i.e., the 30 day letter) and the time of the 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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availabl‘e' 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

after receipt of the preliminary letter of proposed deficiency. The reasonableness of attorney’s
fees should be determined 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 clanfy 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 riumber of hours worked and costs expended. Finally, Congress should specify
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
L 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
unauthonized disclosures of tax return information, failure to release liens, and certain
unauthonzed collection actions. The latter action is available only for reckless or intentional
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 unauthonzed, improper or erroneous collection

" L actions _when the IRS is negligent, up to $100,000.

3. Quality Taxpayer Service and Treatment
. ‘ N {'

IRS employee péerformance measures and quality reviews should ensure that taxpéyers receive
fair, impartial, tirnely, and courteous treatment.

Because of weak performance measurements, insufficient training, and a lack of proper
managerial review and control, examinations and collection ‘actions can be intrusive,
burdensome, and lengthy. Taxpayer assistance can be similarly frustrating and unnecessarily
time consuming. 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 individuals 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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Quahty 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 of view, and issues should be raised by examinérs - - -

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 tiaxpayers receive quality service, performance measures for all IRS employees
should be developed that incorporate the requirements of Revenue Procedure 64-22. Thus,
o employees should be evaluated on the basis of criteria that measure whether they apply the law in

a fair and impartial manner, whether they seek to ascertain and apply the correct meaning of the
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
L ensure compliance with the law.

&

[ The IRS should include 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, low sustension rates

o nonetheless can be indicative of below par performance. For example, currently IRS Appeals
{ sustains approximately 30 cents on the dollar for adjustments involving large corporations. This
Q low rate reflects not only poor allocation of IRS resources 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 the Tax Court. The taxpayer must spend significant sums to fight the IRS on cases of
limited ment. 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 of which legal positions are not being sustained. :

Quality Reviews
The Commission has heard from many former and current IRS employees that increasing the
< | number of reviews of examination by quality review staff and msntut:onahzmg the importance
(Y 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 penod in order to determine their fitness for permanent duty.

Taxpayer Service Surveys
To measure taxpayer satisfaction and ensure taxpayers receive fair and courteous treatment, the
{ Q(/ 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 tax administrations conduct surveys of taxpayers that have proved beneficial for
management. In 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
directly with taxpayers, and posts of duty with substantial staffing.

At a minimum, surveys should be constructed to allow for review of management performance.
In addition, swrveys should provide sufficient data for management to measure aggregate
employee performance, as well as taxpayer satisfaction with services provided by the IRS. The
Taxpayer Advocate should publish the resuits of these surveys in the annual report to the Board
of Dxrectors by district and regional offices.

4. Accountabllnty to Taxpayers

The independence of the IRS from political pressures and accountability to taxpavers 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 returns, 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 influence, 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

findings of ongoing review by the Joint Conumttee on Taxation of audits of nonprofit

~ organizations.

Records archived

[ Because taxpayers and the IRS can leamn 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 deposit significant and historical records with the Nationa! Archives and Records
-Administration (NARA). Because section 6103 of the Internal Revenue Code prohibits the
disclosure of tax return information, the IRS cannot allow NARA personnel to review its internal
records for archival 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

reports and studies, they are not able to make fully informed decisions. Congress should provide
NARA access to IRS records for archival purposes, and to assist the IRS in establishing and

L maintaining a centralized 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
4% | conflicting interests, including taxpayer privacy, the need for third parties to use tax return
- information, and the ability to achieve greater levels of voluntary compliance by allowing the
ublic to know who does not file tax returns, Congress should study these rules.

Freedom of information ‘ , A
Congress enacted the Freedom of Information Act to encourage openness in government and to
provide a tool for the media to have access to-information 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 process 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. : '

Iy (Because the media is able to perform an oversight function through its work, and disseminate the

v information to a larger audience, the Commission recommends that requests by the media be

given priority for processing and appeals purposes. This priority should mirror the ‘process

established by the Department of Justice, which provides expedited processing for certain FOIA

requests that promote public accountability, particularly when the information sought involves
L possible questions about the government’s integrity which affect public confidence.

S. Other Taxpayers® Rights Proposals

Restoration of public confidence in the IRS must begin with Congress through legislation
promoting fair and impartial tax administration which focuses on preventing problems before
they occur.
(L : | - o
The Commission’s task force on Taxpayer Rights developed a number of additional proposals
for action by Congress which we have included in Appendix I.
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- Section 6—Tax Law Simplification

The Commission found a clear connection 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 narowly while maintaining progressivity. and revenue
neutrality, the fact remains that the law is overly complex and that this complexity is a largc.
source of taxpayer frustration with the IRS.

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

: Intradﬁction.

"~ The success of our nation’s tax administration system depends on continued voluntary

compliance with the tax law. The Commission found that significant noncompliance—both
inadvertent and iritentional—results from various obstacles within the current system, including
the cost of compliance and 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. While economists differ as to the actual cost of compliance, published estimates range from
$70 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 understanding of the compliance and administrative burden of the tax law, it must
consider the impact of tax law 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 resuit of uncertain interpretation of the tax law. Tax regulations and other guidance,
including the Internal Revenue Manual, assist both the IRS and taxpayers, but they must be
interpreted consistently. 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.
: z



1. Legislative Process

Congress_should consider the administrability_of proposed tax legislation, and should take
immediate steps o improve the tax legislative process, including requiring a ’I‘ax Comglexxg:.
Analysis for each tax proposal.

There currently is no mechamsm 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 cmphasxzc the
importance of simplification in the legislative process.

To‘ ensure that Ctmgress understands the burden imposed on taxpayers and whether the IRS will
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 accompanied by a “Tax Complexify Analysis” before it can be considered in
committee or on the floor of either the House of Representatives 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 accountablhty of drafters by making tax complexity more transparent to Members of
. Congress, interest groups, and taxpayers. This requirement should be enacted as an amendment
to the Budget Act, with point of order enforcement mechamsms and should apply to any tax bill,
amendment, or conference report.

Tax Complexity Analyses should identify the kinds of complexity, the extent of 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 issues:

e  Whether the provision is new, or modifies or replaces existing law, and whether
hearirigs were held to discuss the proposal and whcthcr the }RS prov1ded input as to
its administrability;

* When the provision becomes effective, and correspondmg compliance requirements
on taxpayers {e.g., effective on date of enactment, phased in, or retroactive),

o  Whether new IRS forms or worksheets are needed, whether existing forms or
~ worksheets must be modified, and whether the effective date allows sufficient time
for the IRS to prepare such forms and educate taxpayers;
Necessity of additional interpretive guidance (e.g., regulations, mlmgs and notxces)
The extent to which the proposal rehes on concepts contained In existing law,
including definitions; , :

» Effect on existing record kecpmg rcqmremcnts and the activities of taxpayers,
complexity of calculations and likely behavioral responses, and standard business
practices and record keeping reguirements; '

= Number, type, and sophistication of affected taxpayers; and



e Whether 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 admxmstratlon and that it is directly
ncluded in the legslatwe process. -

The tax legislative process is driven by revenue neutrality and progressivity estimates, but rarely
takes into account the IRS ability to administer the tax law and taxpayers’ ability to comply with
the tax law. Members of Congress generally are not informed as to the complexity of most
legislative proposals. Because of political pressures against tax increases, Congress and the
Prestdent often raise taxes by enacting cumbersome and impossibly complex rules, making it
difficult for taxpayers to-understand 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, uncertainty, and
cynicism increase as they are required to change their business practices and activities and -
reeducate thémselves each year when they prepare their tax returns. These problems are
exacerbated when Congress enacts changes without adequate timme for public comments or

_ comprehensive consideration of the legislation’s practxcal unphcanons and effect on taxpayers
and IRS admxmstratlon :

Although the IRS is involved in the legislative process at times, it does not have an independent
seat at the drafling 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 of having 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 Tax Administration
" Congress should s mphfy tax administration by limiting the assignment of non-core functions to

the IRS, taking steps to improve cooperation between federal and state taxing authontles, and
simplifying tax forms and publications.




Non-core Sfunctions ‘

The purpose of the Internal Revenue Code is to raise revenue to fund the federal government for
the benefit of the American taxpayers. Tax administration is complicated when Congress asks
the IRS to perform functions that are not core to its mission of collecting the proper amount of
tax at the least cost and burden to taxpayers. Congress often asks the IRS to use its substantial
data capture and compliance capabilities for purposes not directly related to tax collection.
While these diversions of IRS 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 population already served by other federal agencies, Congress
adds significant compliance and administrative burdens and runs the risk of undermining the IRS
core capabilities 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 laundering, the result is
fewer IRS resources to work traditional tax enforcement cases. The addition of non-core
functions also further exacerbates the IRS governance and management problems, diverting the
organization frorn establishing a strategic direction with clear priorities. With improved financial
management information, the IRS should provide Congress with more accurate information as to
the direct and inclirect 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 providc sufficient autonomy and
resources. For example, in thé Employee Retirement Income Security Act of 1974, Congress
asked the IRS to regulate employee plans and exempt organizations. The EP/EO operation is
recognized as one of the most innovative and efficient functions within the IRS. In recent years,
EP/EO 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 EP/EO was to
report directly to the Commissioner with the authority to.carry out the EP/EO functions as
prescribed by the Secretary, and the operation was to have an independent source of funding.
Recognizing that the IRS is organized to collect revenue, Congress enacted section 7802(b)(2) of
the Internal Revenue Code to authorize an annual appropriation for EP/EO funding, measured by
receipts of the excise tax on certain investment income. That funding mechanism has never been
used, however, and EP/EO constantly struggles with the IRS core tax collection functions for
resources to regulate more than $1.2 trillion in tax exempt assets and 31.7 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 atthority 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 retuns and single processing of those returns, as well as joint



exammatxon and collectlon efforts and reciprocity of state refund offset programs, could snmphfy
tax admmlstratxon sxgmﬁcantly

. One promising joint federal and state effort, the Sxmphﬁcd 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
opérating nationally must comply with as many as 189 different taxing jurisdictions, the
STAWRS concept would provide significant simplification. However, the multi-agency
approach for developing STAWRS has not facilitated progress. Meanwhile, several states have
proceeded with their own initiatives. Congress and the IRS should proceed with the
implementation of STAWRS in an effort to reduce taxpayer and tax administration burdens by
harmonizing the wige code and providing a single point of filing for tax and wage reporting.

Tax forms and publications

While Congress often laments the complexity of tax forms and instructions, this. complexity is a
product of the laws 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 mstruct:ons are as clear
and concise as could be expected. :

Although the Papeiwork 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 reqmrements of publishing burden information on
“each tax form and document. ‘

¢

4. Other Simpliﬁ{cation Proposals

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

Over the past few years there have been increasing calls for tax reform. The impetus for this
movement lies, in 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,



taxpayers, practitioners, 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 unneeded 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 Commission
forwards these specific proposals to the tax writing committees of Congress, without
endorsement, and urges that they be considercd. .

In addition, #re assure ongomg focus on the need to simplify the tax law, and to provide
Congrcss and the President, as well as taxpayers, with the tools to pursue simplification, the
Commission recommends that Congress explore the following ideas. '

Quadrenmal simplification process

Congress should explore developing a framework, sumlar to that established by the
Congressional Budgct 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, and
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 coramission of individuals that would develop recommendations that would be

included in this debate.

To assist the commission leading the quadrennial review of the tax law, the Joint Committee on
Taxation should undertake 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. o

Complzance burden estimates

Congress should explore the feasibility of dcvclopmg a “baseline” cstxmate of taxpayers’
compliance burdens. 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 proposals 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 Alternativé 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 substantial economic income,
particularly because 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 will increase ten-fold from 1997 to 2006; this number will increase if recent proposals

for child credits, education credits, and capital gain relief are disallowed for purposes of
calculating the AMT. Moreover, the approach of the AMT, 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 base was designed to be truly fair and comprehensive, there would be no need
for a minimum tax. Because of the 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 that taxpayers can understand it and so that it is truly fair and comprehensive, the
necessity for any kind of AMT would be eliminated. -
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-DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

| SEGRETARY OF THE TREASURY September S, 1997
MEMORANDUM FOR THE PRESﬁ)ENT

FROM: _ ~ | Robert E. Rubin fLANS
SUBJECT: - IRS Restmctun’ng |

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 and Representatives Portman and Cardin. The House leadership has made clear its

“intention to act on this legislation this year. Although the idea of a private sector board has
superficial appeal, I believe this proposal wxll cause great harm to our system of tax
administration.

Several independent 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 intention 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. T will be testifying at this hearing.

Our Specific Objections to Kerrey-Portman
Our objections are as follows:

. First, although the members of the proposed board would be appointed and could be
dismisszd by the President, they would report 1o no orie, undermining public
accountability. Our plan maintains the direct linc of accountability from the IRS
Commissioner to the Secretary of the Treasury, through the President to the American
people.
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Second, the Kerrey-Portman bill gives the pr%Vate 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, the private citizens in charge of the IRS will face both enormous real and apparent
conflicts of 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 strengthens oversight by ensuring that senior government ofﬁcnal
are available 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.

: j
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, untested 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 private 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-séctor 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 {ax system. Though some supporters of this proposal are no doubt sincere in
their efforts to improve the IRS, many others are using the IRS to advance the conservative
Republican agenda. They intend both to replace our progressive tax system with a flat tax and to
undermine the legitimacy of government. [ believe we must move rapidly to halt these efforts.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

SECRETARY OF THE TREASURY QOctober 3, 1997 ‘
- MEMORANDUM FOR THE PRESIDENT
FROM: Robert E. Rubin | £ (&~

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
causes: :

. Attempts to reduce the error rate in the Earned Income Tax Credit (EITC) program. In
response to Congressional and Administration concerns, the IRS attempted to reduce the .
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
EITC overclaim rate from 35.4 percent in 1988 to 23.5 percent in 1994.

. Elimination of tax shelters. The Tax Reform Act of 1986 eliminated a number of tax
shelters, thus reducing the need for the RS to continue its aggressive audits of high-
income taxpayers.

. Reallocation of audit 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 Coverage (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
$50,000 - $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 Committee occurred after the
passage of the Taxpayer Bill of Rights (TBOR)? Was TBOR violated?

TBOR, which was first passed in 1988:

3 authorizes the Taxpayer Assistance Program to halt collection activity for taxpayers
suﬂ“ermg hardship;
’ gives taxpayers the right to recover damages for wrongful cellecuon or when the IRS
wrongfully fails to release liens; and
'+ bans using the amount of revenue collected by employees in their evaluations.

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

The Finance Committee 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 taxpayers said they sought help from the Taxpayer Advocate’s office and, in one
case, that the office helped resolve the taxpayer’s problem. '
J The special rights TBOR gives taxpayers (g.g., the discontinuation of collection during

hardship) did not play a 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 of TBOR 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
performance measures for any purpose.
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DEPARTMENT OF THE TREASURY
WASHINGTON. D.C.

ZECRETARY OF THE TREASURY

QOctober 3, 1997

M_EMORANT)UM FOR THE PRESIDENT

FROM: . Robert E. Rubin @_ P =

‘97 GOT S245:23

SUBJECT: Your Questions Concerning the Internal Revenue Service -

‘T 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 pnmary

causes:

. Attempts fo reduce the error rate in the Earned Income Tax Credit (EITC) program. In
response to Congressional and Administration concerns, the IRS attempted to reduce the .
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
EITC overclaim rate from 35.4 percent in 1988 to 23.5 percent in 1994.

. Elimination of tax shelters. The Tax Reform Act of 1986 eliminated a number of tax
shelters, thus rcducmg the need for the IRS to continue its aggressive audits of high-

income taxpayers

. Reallocation of audit 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 Coverage (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
$50,000 - $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 Rights (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
wrongfu lly fails to release liens; and
. bans using the amount of revenue collected by employees in their evaluations.

Taxpayer rights were strengthened in 1996 and 1997 through TBORZ2 and the recent Taxpayer
Relief Act. These steps gave, for example, the Taxpayer Advocate’s office the authonty to
intervene on behalf of taxpayers.

The Finance Committee looked at four different taxpayer cases. Based upon the record of the
hearings, the TRS 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 Commxssnoner of the
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, that the office helped resolve the taxpayer’s problem.
. . The special rights TBOR gives taxpayers (g §., the discontinuation of collection during-

hardship) did not play a 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 of TBOR were also alleged by
Newsweek on the basis of an internal memo. from the Arkansas-Oklahoma collections office. The
Acting Commissioner 1s exarmnmg these allegations and is meanwhile suspending the use of
performance measures for any purpose.
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'MEMORANDUM FOR THE RESIDENT cwlwmex\b>~

FROM:

PHIL CAPLANY | ., | 5%0

" SEAN MALONEY

- SUBJ ECT: Recent Information Items - : ‘ /VJU‘KU/

We arc forwarding the following recent information items: .

(A)

\
| 13 %#mm

gb,f V’(CMC. V?Cl;‘

NC
.

Reed/Kagan/Coben update on national tests. Memo updates ypu on status of the
conference and other Congressional issues as well as communicatjons and outreach
efforts. Please see memo for details.

Rubin rnemo on IRS. In response to two questions you had. 1) D&es the IRS target low-
income individuals for audit? Individuals with the highest incores
audited (see chartin memo), but audit rates for low-income taxpayers
increased while audit rates for high-income have dramatically decreased
years Three causes: (i) IRS has attempted to reduce the error rate for EIT
respons** to Congressional and Administration concerns; (ii) elimination of tax
for hlgb income taxpayers had reduced the need for aggresswe audlts (iii) dug to
shifted resources T Tal m
2) Was the Taxpayer Bill of Rights (TBOR) violated? The hcanngs looked 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 Comrnissioner is looking into each.
case. ' :
/
Berger update on NATO Enlargement ratification. Updates you on various efforts: a
group called the New Atlantic Initiative released a pro-enlargement statement signed by
over 130 prominent foreign policy figures, including all § living Secrctaries of State-and
14 other top national security cfficials; your letter-response to a group of 20 senators has
been widely 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 receptive to playing a positive role and may want to travel 1o

three invited 'states; Sandy is working to expand the circle of supportive organizations.

Carl Sagan’s views on launch of nuclear material into space. From Jack Gibbons
who forwards 1989 Sagan article in light of interest Cassini launch is generating. Sagan
discusses safety issues associated with plutonium-powered launches. Jack notes, “1

believe Sagan’s views help put the benefits and potential risks into perspective.”
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DEPARTMENT OF THE TREASURY '
WASHINGTON, D.C.

October 6, 1997

ASSISTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

" FROM: Linda L. Robertson [ B~ : !
o Assistant Secretary
(Legislative Affairs and Public Liaison)

SUBJECT: ~ Meeting with Senator Roth on IRS
DATE & TIME: ~ October 7,1997  2:30 pm
. LOCATION: 104 Hart Senate Office Building

BACKGROUND:  You are meeting with Chairman Roth to 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, but have not learned the specifics of these proposals. You
should indicate a willingness to work with him on issues- that he ralses 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 nght 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 media frenzy which
the hearings precipitated, is that the “abuses” described at the hearings are endemic to the
Service as a 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 1axpayers 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
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 resolve 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 IRS, 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.

- While the focus of this meeting should be on the IRS, you might also want to raise Fast 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
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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 objectives section to a new section entitled “International Economic Policy
Objectives.” Although this language empowers the Administration to pursue labor and
environmental 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’s eagerness 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.

CI . I - . . -
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
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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 the Senate 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 highér
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 our 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 problem 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 outstandmg issues. They will also identify issues wh:ch 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. -

L. All Directors will increase local publicity about the ava:[ablllty 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)



We will ask the National Treasury Empleyees 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 will
give IRS emiployees immediate access to the account information they need to help
taxpayers resolve problems quickly when they contact us.

The IRS will continue to stress improved training for our workforce, focusing not only on

continued irnprovements 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.

Much has been said about IRS employee; 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 suspend 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 4 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 discourage any 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 used 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 manner. 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.

ICRETARY OF THE TREASURY

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 this week
concerning taxpayer rights and allegations of abuse by employees of the Intemnal Revenue

Service. .

I have asked Acting [RS Commissioner Mike Dolan toreport to me on the steps that the IRS
plans to take in light of the cases presented to the committee. I have also requested
information on the extent to which these cases warrant disciplinary actions and how we are
using these cases as a teaching and prevention tool for the future.

There is no doubt 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
mistreatmment of taxpayers. We find any instance of abusive behavior deeply troubling, and
the Treasury Departrnent 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 reformn 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
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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 i ina smaller financial burden on taxpayers who pay

voluntarily. -

T:easuryland IRS management are well 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 of Rights (TBOR) which makes it illegal to
use records 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 pohcy at the IRS
not to use statistics to evaluate enforcement personnel. :

. Stxict efforts to cau‘ry out the Taxpayer Assistance Order of TBOR which provides

relief for taxpayers who might suffer an emotional or financial hardship as a result of
planned enforcement action by the IRS. In 1996, the IRS handled approximately
3,000 requests for relief. More than 35 percent of these requests were initiated by
IRS employees who recogmzed the potential hardship and took steps to stop the
enforcement action.

e Training of IRS employees in Collection, Examination and Customer Service on the
provision of both the first and second Taxpayer Bill of Rights as well as training in
quality customer service. .
. Evaluations of both revenue officers and agents on a variety of job 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, [RS, National Performance Review (NPR) task force is conducting -
' a90-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 quahty of
walk-in center assistance, and trammg

Finally, in my view, we must rcspect 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 government services. In recent years, we have seen widespread
threats and incidents of violence against these public servants and bomb threats against IRS
facilities. There have been over 3,200 reported threats and assaults on [RS 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 critically 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 of men and women at the IRS who are successfully
performing a difficult task day in and day out. We should not do anything to make thelr job
more difficult or hinder ongoing effor’ts to reform the IRS. .

Sincerely,

" Robert E. Rubin



Fast Track and Exchange 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 not 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
mmor 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
1988 Trade Act.

October 3, 1997
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NFORMATION

DEPARTMENT OF THE TREASURY |
WASHINGTON, D.C. -
Ase;s‘rANT SECRETARY " October 3, 1997
MEMORANDUM FOR:  SECRETARY RUBIN -
DEPUTY SECRETARY SUMMERS
FROM: : - Jonathan Gruber Jé/
- 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 335,000 increase, with a wide forecast range of 245,000 to 425,000
The unemployment rate remamed at 4 g percent in September Markets had expected
the rate to drop to 4.8 percent. :

In September manufacturing jobs fell by 16,000 and constructlon employment
edged down by 1,000. 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 GDP,
dipped in September and grew at a little over a 1 percent annual rate in the third

quarter.
 ESTABLISHMENT EMPLOYMENT  CIVILIAN UNEMPLOYMENT RATE
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October 7, 1997

MEMORANDUM TO SECRETARY RUBIN
DEPUTY SECRETARY SUMMERS

From: - - Sheryl K. Sandberg\&)

Re: IRS proposal

Please find attached summary statements of the following 4 pieces of our IRS pfoposal:
1) NPR
2) Resolution of Taxpayer Complaints

- Strengthening the Taxpayer Advocate
- Citizen Advocacy Panels

3} TBOR
4) Governance
~Allof thése stafémenté have been cleared throughout Treasury and t’heI’RS.

While the [RS ha» agreed to the Taxpayer Advocate and Citizen Advocacy Panel positions in the :
attached statements, the following concerns remain as to whether these proposals go far enough:

. On the Taxpayer 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 will discuss tl'us with Mlke Dolan before our -
morning meetmg tomorrow. )

. Managemcnt would also propose that we have the local Taxpayer

: Advocate Offices report directly to the National Taxpayer Advocate office -
rather than to the general IRS sttnct Ofﬁces The IRS has not been in
favor of this xdea

. On the Citizens Advocacy Panel, the primary question is whether this goes far

enough in empowering these panels to assist taxpayers.

EXECUTIVE SECRETARIAT
24D
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NPR RECOMMENDATIONS

1. Reduce and 'Simplify Forms and Notices

. Eliminate 30% of All Notices ‘ 7
By the end of this year, the IRS will eliminate unnecessary notices. This will eliminate more than 45 million
pieces of mail, almost one-third of the total number of notices the IRS has been sending to taxpayers.

. Rewrite Notices - C

By 1999, the IRS will rewrite in plain language all notices, like those for late payment or mathemancal errors.
Notices will not be released without testing them for ¢ amy and acceptance on ordinary people who do not
_have accountmg or tax law backgrounds

. Simplify Forms and Brochures

~ By 2000, the IRS will rewrite basic forms and instructions, including the 1040 and test them for clanty 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 or adoption of a baby.

2. Provide Better Teicphone Service

o Increase Hours

“In order to reduce waiting time and busy sxgnals, the IRS will, by January 1 1998 expand telephone service
to 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 hours a day. Expanding phone service will be achieved by putting more of the current
work force on the phones during peak calling periods, using a new national call-routing system to route calls
to the next available customer service representative, and forwarding calls to employees in other time zones

~ during late mght hours.

. Expami Cus:om:zeri Services

Beginning in 1999, the IRS will use new call-routing technology to prowde service whlch is geared to specific
customer needs, such as the sale of a house, retirement or job change. The IRS will also increase multl-lmgual
services and provnde a nationwide hotline for tax preparers

3. Make It Easier To Get Answers In Person

. Expand‘ Office Hours
Beginning in 1998, the IERS will Open dlstnct offices on Saturdays dunng the busxest weekends of the ﬁhng
season. _

e QOpen More Convenient Locations
Open additional temporary walk-in centers during peak season for pubhcanons and forms i in conunumty-based.
locations, such as bank&, libraries or shoppmg malls.

. Insmute New “Problem Solvmg Days”
Beginning on November 15, 1997, IRS employees will meet with taxpayers once a month on “IRS Problem

Solvmg Days” to hear and resolve problems.

[X. Eliminate Unnecessary Penalties

o Study Unnecessary Penalties '

By July 30, 1998, the Administration will propose legxslanon requmng the Taxpayer Advocate to report to
Congress on the fairness and effectiveness (in encouraging compliance) of all tax penalties.]



'4. Expand Electronic Filing

-« Telefile
- By 1998, the IRS will increase by 3 million, or about 10%, the number of taxpayers who are elrglble to use
Telefile - the telephone ﬁhng system.

» Paper-less Taxes
In 1999, the IRS will enable taxpayers to ﬁle “paper-less taxes” [-- ehrmnatmg the need for paper srgnatures
and for mazlmg in W-2s and other forms.]

5. Introduce New Payment Options

For the first time, beginning in 1999, taxpayers who file electronically will be able to pay their taxes with a
direct withdrawal from their bank account. In 1999, the IRS will seek credit mdustry partners to pllot-test
.credit cards for taxpayers who file electromcally

6. Strengthem Custornized Support For Small Businesses

HeIp Staﬂ-— Up Businesses
ln 1998, the IRS will team up with other Federal agencnes financial msmunons tax preparers, state and local
authorities and others to provide tax information, training and consultative services to small start-up
businesses. These services are designed to make record keeping, filing and payment requirements as simple_
and easy as possnble

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

. s Work With Tmubled Small Busmesses ‘
Work proactively with troubled small businesses to help them comply and avoid future tax problems
expanding on the successful pllot program of San Joaquin Valley.

7. Eliminate Unneces.sary Filing
In 1998, the IRS will step-up its efforts to make the nearly 1.8 million older and lower-mcome taxpayers who
are currently filing formts aware that they don t need to file forms, saving them and the IRS time and money.

- 8. Upgrade Technology to Improve Customer Servrce :

Carrying out the IRS Modernization Plan will improve assistance to customers by makmg accurate
electronically accessible and up-to-the-minute information available on taxpayer returns and accounts. In
1998, for example, a national call routing system will 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 of thexr
refunds using a much more reliable Teletax system :

9 Shift How 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 performance on (1) customer service, including customer satisfaction; and (3) business results. The
IRS will ban measures that undermine fair treatment of taxpayers, mcludmg usmg enforcement activities to
rank districts and assigning dollar goals for employees ;

10. lmprove Customer Service Trammg

Before the 1998 filing season, the IRS will have an intensive IRS-Mde special trammg program. This
program will initiate the.new 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 OF THE FUTURE:
MORE EFFECTIVE RESOLUTION OF TAXPAYER COMPLAINTS

The Administration proposes to improve the IRS system for resolving taxpayer
complaints with two fundamental steps.

STRENGTHEN TAXPAYER 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:

-- Increased resources to meet demand. To ensure that.customer demand is fully met, 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 possxble 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, the 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 of a
residence); whether there has been an unreasonable delay or other unusual circumstance in
resolving taxpayer account problems, such as failure to credit previous payments of atax
liability; whether the taxpayer may suffer irreparable harm, including paymg significant
professional fees, if relief is not granted; and whether there may be a long-term adverse impact
on the taxpayer.

-- Increased 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 i in IRS '
publications that descnbe taxpayer rights and protect:ons

~Expanded reporting to Congress. Under TBOR 2, the Taxpayer Advocate is required to
‘compile reports of problems confronting taxpayers, which are forwarded to Congress annually
“along with reports on IRS employee misconduct. Under this new proposal, the IRS will develop
procedures to catalog and review taxpayer complaints, and develop guidelines for disciplining -
employees. Thesie new data will also be reported to Congress.

‘ CREATENEW,_INDEPENDENT CITIZEN ADVOCACY PANELS
The President will create 33 ne§v local Citizen Advocacy Panels (“CAPs”) to ensure that the IRS

is responsive to taxpayers’ needs and monitor the quality of taxpayer service. The CAPs will be
established through a carefully phased~m process, with the first four CAPs expected to begin



- operations in selected IRS Districts six months after they are authonzed thereafter the program
will expand nationwide as quickly as possible.

The CAPs will be independently staffed and be empowered to work with the Taxpayer Advocate »
. to facilitate the successful resolution of taxpayer cases.

The CAPs will have the following elements and functions;”

1) Refer members of the public to the Taxpayer Advocate. Ta.xpayer 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.

N * 2) Monitor performance. The CAPs will independently audit the performance of the local

- IRS office and its Taxpayer Advocate in serving customers and handling complaints. CAPs will .
establish a systern for tracking complaints on a local level and will have access to IRS
managemerit data (hut not to information about individual cases). They will also provide public
reports and submit recommendations for improvements to the natlonal Taxpaycr Advocate the
Commissioner, and the IRS Board of Trustees.

3) Refer problematic cases to national level. If a taxpayer returns to the CAP with a
complaint about the resolution of a 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



TAXPAYER BILL OF RIGHTS

The Clinton Administration has been thoroughly dedicated to improving taxpayer services,
protecting taxpayer rights, and enhancing the public’s understanding of our tax system. In
cooperation with the Administration, Congress has passed two separate sets of significant
taxpayer rights provisions in the past 16 months, including the Taxpayer Bill of Rights 2, which
President Clinton signed into Jaw on July 30, 1996, and many provisions from the Taxpayer Bill
of Rights 3 and Tax Simplification Proposals that the Administration announced in April 1997,
that were enacted this summer as part of the Taxpayer Relief Act of 1997. Below are additional
taxpayer rights proposals which will build on that progress

Administration 'l‘ax]payer Bill of Rights Proposals:
Making IRS Interactions Easier

L Low income taxpayer clinics. Require the Legal Services Corporation to make grants for
the development, expansion, or continuation of clinics for low-income taxpayers. This new :
proposal builds on the current IRS program of partnermg with community-based organizations to .

provide assistance to low-income taxpayers.

. Ensure that taxpayers have adequate representation in tax cases. Authorize fees in pro .
bono cases, payable to the taxpayer’s representative. This proposal would encourage specialists
to take pro bono cases and thereby ensure that low-income taxpayers are able to obtain necessary
assistance. In addition, provide attorneys’ fees for taxpayers who prevml on an issue that the IRS
has already lost in three circuit courts of appeal. ‘

L Ensure 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 instaliment agreements with the IRS.

L Expand sroall case jurisdiction of the Tax Court. Increase the deﬁhition of “small case”
from $10,000 to $25,000, makmg 51mp11ﬁed less expensive procedures accessxble to even more
' taxpayers.

° Inform taxpayers on statute of limitations. Require the IRS to notify taxpayers of their -

right to refuse to extend the statute of limitations during an aud;t or examination, or to limit such =~

extension to particular issues.

° Apply interest rates fairly. When a taxpayer has both an outstandmg balance due to the
IRS and a refund 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. . .

o Federal-state cooperative agreements. 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 would simplify the filing process for many. taxpayers.

Strengthening Remedies for Wronged Taxpayers

e . Make it essier for innocent spouses to get relief. An “innocent spouse” is a taxpayer who
-filed a joint return without knowledge of inaccurate information supplied by their spouse. This
proposal would expand 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 addmonal taxpayers mc!udmg those with smaller tax blllS
who were prev:ously ineligible. ,

° Extend refund period for equitable reasons. Extend the statute of Iimiiations for seeking
refunds of overpayments for taxpayers who were disabled to the extent of not being able to
manage their financial affairs. This policy change is also known as “equitable tolling.”

] Allow refund suits before full payment_of estate taxes. Under current law, if an estate -
pays estate taxes in installments, a// 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 hab:l:ty

LA 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
wrongﬁ.ll collection action.

° Refund of. ovcrpayments pending appeals. Allow taxpayers to receive a partial or
complete refund while awaiting the final decision of the appellate court, if the Tax Court has
determined that there was an overpayment but the taxpayer or the IRS has appealed the decision.
Current law prohibits making a refund during the time of appeal.

L] Refund of amounts prémamrcly collected. Require the IRS to refund amounts _
prematurely collected where a timely petition has been filed in the Tax Court, and authorize the
Tax Court to order such a refund.

° Ensure that taxpayers understand their rights. Require that [RS 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 h |
®  Exception o section 6103 for the National Archives. Amend taxpayer confidentiality

-2.-
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laws to permit disclosure of [RS records to the National Archives and Records Administration.
This proposal is subject to safeguards to ensure that individual tax records are not publicly
available. : ’ '

. Study IRS policy on disclosure. Require a study by the Joint Committee on Taxation of
how taxpayer confidentiality affects voluntary compliance, and how disclosure hmnanons affect -
customer service and prompt resolutlon of taxpayer problems.

° Offers-in- Qompromise Require.the IRS to publish schedules of local living allowances,
“taking into account variations in the cost of living, to use in evaluating offers in comproxmse
This will allow for pubhc review of these procedures. -

[® Information concerning examination criteria. Require the IRS to add to Publication 1 an
~ explanation in simple and nontechnical terms of the criteria and procedures for selectmg
taxpayers for exammat:on ] :

[o Explanation of joint and several liability. Require the IRS to cléarly alert taxpayers to -
their joint and several liabilities on all appropriate publications and instructions. This proposal
would alert spouses to the legal nghts and responsxbllmes of signing a joint tax return.]

C Baymem 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 government services - education, health care and envnronmental protections. This
change would claniy that point.]

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

] Improved response to taxpayer 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 information 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. Clanfy the definition of
~ “significant hardship,” for which the Taxpayer Advocate can issue a “Taxpayer Assistance
Order,” which directs 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 hardshlp
situation. This proposal would allow the Taxpayer Advocate to offer relief to taxpayers in a
variety of situations.
e  Expand Taxpay_crAd\Locate reporting. Extend the Taxpayer Advocate’s current repomng '
obligations to informal interventions on behalf of taxpayers as well as Taxpayer Assistance A
Orders. This proposal would allow the public to better evaluate the extent of assistance provided |
to taxpayers and to evaluate the work of the Taxpayer Advocate.
. Taxpayer Advocate review of p:nahy admlmslxamm Require the Taxpayer Advocate to

-3
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provide an independent report to the Congressional tax-writing committees, reviewing the
administration and implementation by the IRS of penalty reform recommendations made in
OBRA '89, no later than July 30, 1998.



INTERNAL REVENUE SERVICE -OVERSEGHT REFORM:
CREATION OF THE “IRS BOARD 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 improve 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 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 tallored to
the mission of the IRS.

» The need for enhanced Executive Branch oversnght consistent w1th Constltutnonal principles.

While the Admlmstranon has been and remains strongly committed to strengthenmg Treasury’s governmental
oversight of the IRS, this proposal focusses on establishing a robust new mechanism for private sector input
whlle preserving accountability to the American people and preventing conﬂlcts of interest.

Meaningful Private 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 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 Kerrey-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 suffi cxent]y powerful voice, the
Administration proposes that the Board of Trustees:

» combine private sector expertise with pmblic 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 of an organization 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 of the
agency and the parameters within whlch it operates .

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

IRS long-term strategic, operat:onal and orgamzanonal 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 Iesponsibilities. .

’ [The Secretary would be required to respond within 60 days to any reconnnendatlon made by the
Board of Trustees 5 8 perxod which may be extended if the Secretary determines it is necessary.]

»  report mdependently and at least annually to the Secretary of the Treasury, the Pre51dent and the
Congress.

\{

receive reports ind 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 Jevel of

IRS oversight, and the Trustees will have the benefit of recemng up-to-date mformatnon 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 terms will enable the Trustees to develop relationships with 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 staggered terms of the Trustees provide '
greater connnmtg in oversight that will span different Admxmstratxons :

The Trustees would have a srnall 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 existing ethics
laws, including laws on conflicts of interest..

* Enhanced Executwe Branch oversight whxle preservmg sccountablhty

To preserve accountablhty to the American people, the Secretary would retam full authomy to administer and
~ enforce the Internal Revenue Code, and the IRS Commissioner would still be appomted 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 Managemenft 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 Presxdcnt intends
to revise the Executive Order to streamlme the IRS Management Board.



INTERNAL REVENUE SERVICE OVERSIGHT REFORM:
CREATION OF THE “IRS BOARD OF TRUSTEES”

o

- Background: The Administration, Members of Congress, the National Commission on
Restructuring the Internal Revenue Service and other thoughtful commentators have discussed
ways to improve 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 the need for two important features to improve IRS performance:

» The need to provide pnvate sector expertlse and input to the Treasury Department in a
manner tailored to the mission of the IRS.
> The need for enhanced Executive Branch overslght consistent with Constitutional pnnc1ples

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 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 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 Kerrey-Portman legislation,

- including customer service, taxpayer rights, technology, busmess orgamzatlon, performance
measures, and tax administration. -

To ensure that the Board of Trustees would give the pnvate sector a suﬂ‘rcnently powerful voice,
the Administration proposes that the Board of Trustees

» combine private 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 of an organization that represents a substantial
number of IRS employees, the Deputy Secretary of the Treasury, the IRS Commissioner,{ and
one other Tréasury official appointed by the President]. Having these public officials on the
Board of Trustees would prov1de 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 rev:ew advise and make recommendations to the Secretary of the
Treasury on:

» IRS long-term strategic, operational and orgamzatlonal plans
» IRS performance measures;



» customer service issues; and
» IRS Citizen Advocacy Panel recommendations.

" The IRS and Treasury wou]d prov1de the Trustees mfon'natron relevant to therr
responsnblhtres _ _ \

> [The Secretarry would be required to respond within 60 days to any recommendatlon A
made by the Board of Trustees a penod which- may be extended if the Secretary determmes it
is necessary ] : : :

* report independently and at least annually to the Secretary of the Treasury, the Presrdent
~ . 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 bnng their concerns directly
to the highest level of IRS oversight, and the Trustees will have the benefit of receiving up-to-
date mformatlon from outsrde the [RS on taxpayer 1ssues around the country

» - serve staggeired five-year terms (rather than the proposed two-year terms of the Advisory
Board.) Longer terms will enable the Trustees to develop relanonshrps with 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
staggered terms.of the Trustees provide greater contmulty in oversnght that will span different

“Admrmstratrcms : '

The Trustees would have a small staff supplled by the Treasurv 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 existing ethics laws, including laws on conflicts of i interest.

Enhanced Executive ,Branch oversight while preserving accoun’tability

To preserve accountability to the American people, the Secretary would retain 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 annu ally before an appropnate committee (or joint commnttee) of the House and the
Senate. : ;

ln 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 oversrght 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 mtends to revise the Executive

~ Order to streamline the IRS Management Board -
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MEMORANDUM FO'IHE IRS STRATEGY GROUP l M\l .L(‘ - 4;. .
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FROM Sheryl Sandberg _ _ , Ser ;.g,,,x

Y Mt end ST

RE: IRS | e

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

Legislation. Treasury staff are working with the House Ways & Means Democrats to draﬁ ‘ : Y
substitute language-on governance, taxpayer bill of nghts provisions, and strengthemng the 7 A= c! -
taxpayer advocate proposals. o

Implementing Administrative Actions. Management will draft a plan for implementing the
proposals we have announced which do not require legislation (such as 24 hour phone service RN L
and rewriting forms) as well as a plan for the establishment of the Citizen Advocacy Panels.

Funding of New Initiatives. We will be requesting increased funding fér customer service, the
appeals process. and the Taxpayer Advocate in our FY1999 appropriation. We have asked the ) aed
IRS to evaluate pos:»:bxlmes for reallocating funds to these areas for FY 1998. '

Problem Resolution Day. Given Larry’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 of taxpayers the IRS can assist on that day. Once Management has woeel

ascertained maximum capacity, the roll out group will work with Public Affairs to finalize a L. R
press strategy for that day. Preliminary thoughts are to have Treasury officials including the

Secretary and Deputy Secretary visit resolution sites and speak with regional press. Legislative LL:}: L
Affairs has informed us that several Members have already announced their intention to be active i
- participants on Nov. 15 as well. é Ve wed & om .. K o
, o dge.s  aoetT --Vu,n 't’” '
- NPR Release. The rclcas of the hnal NPR report is scheduled for Nov. I. Treasury will have e
_the opportunity 1 it is sent to final publishing. As we have already ey
announced the highlights of this report, we do not behcve a large public roll out is beneficial. € R
PO
Press Strategy Public Affairs is working on a: list of potentxal events to continue generating " 5
news of Treasury’s ongoing reform of the IRS in key Congressional districts as well as on a. o d
national Jevel. Lanwaskedla&&)hgxggg____Mge_mgn_m work very closely with Public & 4, ,,,,[{ z
- Affairs in the mxt few weeks to ensure that we are fully informing the press of all positive . (,(, = .
degglgpmemuhat relal:;: to the IRS and taxpaxer 1SSues, ;  ibex
e ‘ ' ‘ | SNt
' IRS Employee L,ommumcatmn Management wdl be workmt, with the roll out group to ensure gL ,:‘
that Treasury reaches out to IRS employees. Mpﬁ.&sﬂ&&@aﬂ&mﬂ@&cmtary re i o
Rubxn and IRS employees eadmg up to Nov. 15. Public Llaxson is thinking about an event ' oo
M";vr\ o, )
amnl %



The Secrétary' of the Treasury

October 20, 1997

NOTE TO SHERYL SANDBERG
FROM:  Bob Rubin

Is this the entire memo - seemed to run
out at the end. ,

Legislation - Good

Implementing Administrative Actions - Good
Funding of New Initiatives- Good
Probleminesolutionlnay'- If need be, can.
we- break this into two sections, e.g., A
through M and N through Z. .What about the:
phone service which we nmistakenly

announced? o -

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




From: ‘Shery! Sandberg

To: ROBERTSONL, SCHLOSSH SALLETS, ISRAELD DOPOS.KNIG...
Date: 10/15/97 12:55pm
Sub]ect' . RS Strategy

Attached please find a memo summarizing where we are following yesterday s meeting. As always, piease call wrth
any thoughts or suggssttons Thanks. , . o

' cC: . K PANASlTiL GATHERSS, JONESJA, STRICKLERM, TJCKERi



