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

April 13, 1995

NOTE TO THE SECRETARY

Tax Systems Modernization (TSM) regquires
direct involvement at the Departmental level.
Accordingly, .J-have-met-with-Peggy-Richardson
and. George. Muhoz,-and-together; -we have ~ '
agreed--on-the.charter,--membership; -and- -
funding-for.a new. Modernization-Management =
Dartnership- (MMP) to provide departmental
support for TSM, as outlined in the attached
memorandum. This is an internal agreement

“with outside consulting support and full-time
staffing.

@ggwmxggqugldmsapisfy~our~oversight
committees-and- GAQ, "as - well as:our -Qwn
" requirements for- proper-guidance -of-TSM.

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

N
?iﬁw¢ﬁ>éf7

Frank N. Newman

Attachment
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. 95-144973 .,

'DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANTSECRETAR\' ' APR ]_O ‘1995 , o m‘on

MEMORANDUM FOR DEPUTY SECRETARY NEWMAN

FROM: A George Muiioz "4()4‘ L~ '
‘ Assistant Secretary (Management) & CFO ™

SUBJECT: = TTW&O{I Management Partnership

ACTION FORCING EVENT:

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

RECOMMENDATION:
In concert with our own efforts to improve financial management, project management, and
technical oversiglxt Deparimental Management must assume an active role in policy and

. %a&oﬂs affecting IRS modemization. Recommend that you approve the
Propo 1 (Tab A) and staffing (Tab B) for a“'i‘reasurleRS Modernization
Management Partnership (MMP).

Mﬁe- : __ Disagree y __ Let’s Discuss

Also attached are the Interagency Agrccmcnts to be signed by Mrs. Rlchardson and me
(Tab C}.

BACKGROUND ANALYSIS'

&mﬁ_wpn@p in 1987, the IRS modernization effort has evolved from a rclatwcly sunple
automation upgrade to a complete business process «
organizabional Structurcs, prionifies, and system development strategxes has led oversight
bodies such as GAO to conclude that IRS may need to improve its technical and management
skills. Appropriations Commitiee Reports likewise have called for TRS to improve program
management, tex:hmcal expertise, and performance measurement.

ATTACHMENTS: Tab A: MMP Charter TAB C: Interagency Agreements
, Tab B: MMP Staffing

. EXECUTIVE SECRETARIAT
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CHARTER

Treasury/IRS Modernization Management Partnership

Purpose;

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

The partnership is being formed specifically to address management concerns 1dent1ﬁed
by oversight bodies such as the General A g Office (GAQ)
core business processes of the IRS are reahgned to efficiently meet thc necds of U S
taxpayers in the 21st century. To accomplish this, the MMP will:

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

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

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

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

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

Context:

IRS Modemization is introducing a new concept of operations to IRS. It is intended to

. overcome the challenge of exploding workload caused by statutory changes and
demographic shifts, permit innovative solutions to a new generation of compliance
problems, and exploit continuing advances in information technology. But much of the
progress to dale is ot yet visible to the taxpayer. This circumstance may have led to
GAOQ?’s recent assertion that "after 8 years and an investment of almost $2 billion,
progress . hds been minimal.”



TREASURY!IRS'MODERNIZA’I‘ION MANAGEMENT PARTNERSHIP
Staffing and Costs -- FY 1996

~ SALARIES AND BENEFITS ‘
. ' CANNUAL | pamy DAYS ON BASE 3.3% PAY 20% TOTAL

_ TITLE GRADE SALARY | SALARY | BOARD | SALARY RAISE | BENEFITS | ESTIMATE
Executive GS15/05 $81,221 $312 260 $81,221 $2,010 $16,646 $99,877
Senior Analyst | GS14/05 69,047 266 260 69,047 1,709 14,151 84,907
Secretary* GS07/05 27,698 107 . 260 13,849 343 2,838 17,030
TOTAL “ $164,117 $33,635 $201,814

TOTAL COSTS:

Personnel Costs $201,814

Consultant** 108,000

Travel 30,000

Supplies L000

Total Agreement Costs 340,814

Administrative Overhead @11% 31,330

- ' $372,144

AGREEMENT TOTAL

** Contractor will work 2 davs a week for 26 weeks and I day a week for 26 weeks. Daily_rate is $1,000, Consultant fravel expenses are Included in the estimate,
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- DEPARTMENT OF THE TREASURY
DEPARTMENTAL OFFICES
INTERAGENCY AGREEMENT #95-R-194 - ~

QFFE EIVING SERVICES; - INTERNAL REVENUE SERVICE
BILLING ADDRESS: , o 1111 Constitution Avenue, N.W.

Wastungton D.C. 20224

PURPOSE: The Internal Revenue Service (IRS) agrees to reimburse the Department of the
Treasury, Departmental Office, for the services provided by the Departmental Offices to the |
Treasury/IRS Modernization Management Partnership (MMP), as described in more detail in
the attached charfer, in an amount not to exceed $235,687 for the period April 20, 1995
through September 30, 1995. Estimated breakdown of costs are as follows:

. Personnel Costs ' $98,514
Consultant ‘ 70,000
Travel ) 30,000

" Supplies ’ o 1,000
Panasonic Fax Machme UF-755 2,200
Inc. installation and one year warranty '

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

Sub-total 214,114
Administrative Overhead @11% ‘ 21,573
AGREEMENT TOTAL $235,687

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

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

P VALS: ~ DEPARTMENTAL OFFICES

George Muiioz o Date
Assistant Secretary (Management) and CFO

Financial Manager
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APPROVALS: = INTERNAL REVENUE SERVICE

Margaret Milner Richardson
Commissioner, Intermnal Revenue Service

Financial Manager

Date

Agency Locator C_?odc (ALC) or Accounting Classification

42
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DEPARTMENT OF THE TREASURY

DEPARTMENTAL OFFICES
INTERAGENCY AGREEMENT #96-R-194

OFFICE RECEIVING SERVICES: INTERNAL REVENUE SERVICE
BILLING ADDRESS: 1111 Constitution Avenue, N.W.

Washington, D.C. 20224

PURPOSE: The Internal Revenue Service (IRS) agrees to reimburse the Department of the
Treasury, Departmental Office, for the services provided by the Departmental Offices to the
Treasury/IRS Modemization' Management Partnership (MMP), as described in more detail in
the attached charter, in an amount not to exceed $372,144 for the period October 1, 1995,
through September 30, 1996. Estimated breakdown of costs are as follows:

Personnel Costs . $201,814
Consultant 108,000
“Travel ' 30,000
Supplies * ‘ 1,000
Sub-total : ‘ 340,814
- Administrative Overhead @11% 31.330

AGREEMENT TOTAL $372,144

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

PAY M‘ ENT: Payment will be quarterly, at the end of each quarter.

APPROVALS: DEPARTMENTAL OFFICES

George Muifioz ’ Date .
Assistant Secretary (Management) and CFO ‘

Financial Manager
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APPROVALS: INTERN:\L REVENUE SERVICE
Margaret Milner Richardson Date

Commissioner, Internal Revenue Service

Financial Manager

. Agency Locator Code (ALC) or Accounting Classification




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

April 13, 1995.

NOTE TO THE SECRETARY

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

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

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

Frank N. Newman'

Attachment
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‘DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANT SECRETARY | .. APR 1 O 1995 m’o&

MEMORANDUM FOR DEPUTY SECRETARY NEWMAN

FROM: George Muioz wy()/j‘ -
: ' Assistant Secretary (Management) & CFO

SUBJECT: Treasury/IRS Modernization Management Partnership

ACTION FORCING EVENT:

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

RECOMMENDATION:

In concert with our own efforts te improve financial management, project management, and
technical oversight, Departmental Management must assume an active role in policy and
management decisions affecting IRS modernization. Recommend that you approve the
proposed charter (Tab A) and staffing (Tab B) for a Treasury/IRS Modernization
Management Partnership (MMP). '

]/;; Agree Disagree Let’s Discuss

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

BACKGROUND ANALYSIS:

Since its inception in 1987, the IRS modernization effort has evolved from a relatively simple
automation upgrade to a complete business process re-engineering. The evolution of
organizational structures, priorities, and system development strategies has led oversight

- bodies such as GAO to conclude that IRS may need to improve its technical and management
skills. Appropriations Committee Reports likewise have called for IRS to improve program
management, technical expertise, and performance measurement.

ATTACHMENTS: Tab A: MMP Charter TAB C: Interagency Agreements
Tab B: MMP Staffing

EXECUTIVE SEGRETARIAT



CHARTER

Treasury/IRS Modernization Management Partnership

Purpose:

The Treasury/Internal Revenue Service (IRS) Modernization Managenﬁent Partnership
(MMP) 1s established to foster Treasury Department participation in and support for
strategic policy and management decisions affecting modernization of the IRS.

The partnership is being formed specifically to address management concerns identified
by oversight bodies such as the General Accounting Office (GAO), and to ensure that
core business processes of the IRS are realigned to efficiently meet the needs of U.S.
taxpayers in the 21st century.” To accomplish this, the MMP will:

Partlclpate in and approve strategic decisions affecting pohmes for and
management of IRS Modernization; -

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

Monitor the progress of IRS Modernization toward specific program
milestones and strateglc decnsmn points, initiating corrective actions when
necessary,

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

Ensure that the TRS Modernization planning process includes performancc ,
measures and oversee the achlcvement of management goals.

Context:

IRS Modernization is introducing a new concept of operations to IRS. It is intended to
overcome the challenge of exploding workload caused by statutory changes and
demographic shifts, peljmit innovative solutions to a new generation of compliance
problems, and exploit continuing advances in information technology. But much of the .
progress to date is not yet visible to the taxpayer. This circumstance may have led to
GAO’s recent assertion that "after 8 years and an mvestment of almost $2 billion,
progress ... has been minimal." -



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

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

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

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

Responsibilities:

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

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

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

- Coordinate and expedite Departmental review of planning, budget (plans and
' expenditures), procurement, information systems, human resource and
management issues related to IRS Modernization, including the development and
oversight of all performance goals, measures, and results and integrate these
“into a coherent Treasury Department position.

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



Executive Steering Group::

~ The MMP shall be directed by an Executive Steering Group, co-chaired by the Assistaht
Secretary (Management)/CFO and the Commlssmner of the IRS. Membershlp of the group
shall inelude the:
| Deputy Assistant SAecretary (Departmenéal Finance and Managemené

Deputy Assistant Secretary (Information Systems)

Dei)‘uty Chief Financial Officer

IRS Deputy Commissioner

IRS Modernization Executive

IRS | Chief Information Officer

IRS Chief Financial Officer
The Executive Steering Group also includes the foilowing advisory members:

Assistant Secretary (Tax Policy) |

Assistant Secretary (Legislative Affairs)

General Counsel

Inspector Generai

Director of Security

IRS Chief Management and Administration

IRS Chief Inspector
Subcommittees of the Executive Steering Group may be established by the Co-chairs to |
undertake specific projects or address particular concerns of the Steering Group.
Subcommittee members may include full-time and advisory members of the Executive Steering
Group, and other members designated by the Co-chairs.
The Executive Steering Group shall conveﬁe ét intervals dctemﬁned by the CO«Chairs.

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

1



Staff Support:

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

Funding:

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

Amendments to the Charter:

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

- I hereby approve this charter.

Wﬂ/!{/mu e

Frank Newman (date)
Deputy Secretary




TREASURY/IRS MODERNIZATION MANAGEMENT PARTNERSHIP
Staffing and Funding ---FY 1995 (Apnl 1 - September 30) ‘

SALARIES AND BENEFITS

- ANNUAL DAILY | DAYSON | TOTAL |  20% TOTAL
TITLE GRADE SALARY SALARY BOARD SALARY BENEFITS ESTIMATE

~ Executive - | GS15/05 - $81,221 $312 130 | $40,560 $8,112 $48,672
» Senior Analyst | GS14/05 69,047 | 266 ‘ 130 - 34,580 6,916 41,496
' Secretary* GS07/05 27,608 | 107 130 6,955 1,391 8,346
' TOTAL - - | $82,005 | s16,419 $98,514
TOTAL COSTS:
Personnel Costs N - $98,514
Consultant™** ‘ : 70,000 . _ T
Travel o 30,000 '
Supplies » 1,000
Panasonic Fax Machine UF-755 ‘ 2,200
Inc. installation and one year warranty
3 PC 486DX266 and 1 Printer HP4 12,400
Not inc. installation and support -
Total Agreement Costs ; 214,114
Administrative Overhead @11 % ' 21.573

AGREEMENT TOTAL - $235,687

* E'mplovee devotes 50% time to MMP,
** Contractor will work 5 days a week for initial 6 weeks, 2 days a week for following 6 weeks, and 1 day a week for remaining weeks in the FY. Daily rate is
$1,000. Consultant travel expenses are included in the estimate. ’




TREASURY/IRS MODERNIZATION MANAGEMENT PARTNERSHIP
Staffing and Costs - FY 1996

SALARIES AND BENEFITS ‘ : ' -

‘ ANNUAL | DAILY | DAYSON | BASE | 3.3% PAY 20% | TOTAL
TITLE GRADE SALARY | SALARY | BOARD | SALARY | RAISE | BENEFITS | ESTIMATE
Executive GS15/05 . $81,221 | 8312 | 260 | $81,221 $2,010 | $16,646 $99,877
‘Senior Analyst | GS14/05 69,047 | 266 | 260 | 69,047 1,709 14,151 | 84,907
Secretary* GS07/05 27,608 | 107 260 13,849 | 343 2,838 | 17,030
TOTAL R S seu7 | | $33,635 | $201,814
TOTAL COSTS:
Personnel Costs ’ o $201,814
Consultant** ‘ 108,000
" Travel 30,000
Supplies ) 1,000
Total Agreement Costs ‘ 340,814
Administrative Overhead @11% , 31,330
AGREEMENT TOTAL ) ' S $372,144

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

~



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

J

OFFICE RECEIVING SERVICES: INTERNAL REVENUE SERVICE

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

PURPOQOSE: The Internal Revenue Service (IRS) agrees to reimburse the Department of the

- Treasury, Departmental Office, for the services provided by the Departmental Offices to the
Treasury/IRS Modermization Management Partnership (MMP), as described in more detail in
the attached charter, in an amount not to exceed $235,687 for the period April 20, 1995
through September 30, 1995. Estimated breakdown of costs are as follows:

Personnel Costs , _ $98,514

Consultant L 70,000
Travel 30,000

Supplies ‘ - 1,000

Panasonic Fax Machine UF-755 _ 2,200

Inc. installation and one year warranty

3 PC 486DX266 and | Printer HP4 =~ - 12,400
Not inc. installation and support

Sub-total ' : 214,114
Administrative Overhead @11% 21,573
AGREEMENT TOTAL - $235,687

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

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

APPROVALS: DEPARTMENTAL OFFICES

George Munoz : , » ‘ Date
Assistant Secretary (Management) and CFO '

Financial Manager



APPROVALS: . INTERNAL REVENUE SERVICE

Margaret Milner Richardson ' Date
Commissioner, Internal Revenue Service ’

Financial Manager

Ageney Locator Code (ALC) or Acc‘ountingv Classification



DEPARTMENT OF THE TREASURY
DEPARTMENTAL OFFICES
INTERAGENCY AGREEMENT #96-R-194

~

QFFICE RECEIVING SERVICES: INTERNAL REVENUE SERVICE

BILLING ADDRESS: " 1i11 Constitution Avenue, N.W.
Washington, D.C. 20224 .

PURPOSE: The Internal Revenue Service (IRS) agrees to reimburse the Department of the
Treasury, Departmental Office, for the services provided by the Departmental Offices to the
Treasury/IRS Modernization Management Partnership (MMP), as described in more detail in
the attached charter, in an amount not to exceed $372,144 for the period October 1, 1995,

- through September 30, 1996. Estimated breakdown of costs are as follows:

Personnel Costs $201,814
Consultant 108,000
Travel ‘ 30,000
Supplies 1,000
Sub-total 340,814
Administrative Overhead @11% - 31,330
AGREEMENT TOTAL ' $372,144

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

PAYMENT: Payment will be quzirterly, at the end of each quartér.

APPROVALS: . DEPARTMENTAL OFFICES

George Munoz ' Date
Assistant Secretary (Management) and CFO

Financial Manager |



APPROVALS: INTERNAL REVENUE SERVICE

Margaret Milner Richardson
Commissioner, Internal Revenue Service

Financial Manager

-

_Date

Agency Locator Code (ALC)-or Accounting Classification
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DEPARTMENT OF THE TREASURY:
WASHINGTON, D.C.

 INFORMATION

ASSISTANT S;ECRETARY AUB 0 9 1995 .
| CLOSE HOLD - NOT FOR DISTRIéUTION : /m Ml&b
. M e S
- MEMORANDUM FOR SECRETARY RUBIN : A (v m "’""’
, ' S Mls Aoy
THROUGH: ' Frank N. Newman ( Y /\/ | Mt
Deputy Secretary o
: o F(\M : @a'g 'ﬂ“}i-
FROM: : George Muiioz . -
| - Assistant Secretgry for Management & CFO hS shetd A
'SU'BJEC’I" : - Departmental Response to GAO Report, bt = g 1y A “ - vy

“Tax Systems Modernization (TSM): Management and Technical ¢~ " w““%
Weaknesses Must Be Corrected if Modermzaaon is to Succeed” ‘

July 26-report on IRS modernization, Tax Systems Modernization: Management and e
Technical Weaknesses Must Be Corrected if Modernization is to Succeed.

~ This provides a Departmental perspective on the findings and recommendatmns in GAO’s o
oty
+1.r

As the title of the report indicates, TSM has serious technical and management problems, W
and an important program with great promise is in danger of losmg credibility and support.

Of the Tive main areas GAO addressed in the report; Two Key issues are central to the

business direction and technical success of the program. These are ineffective strategic
management of investments, and inadequate systems architecture, testing and integration.

The report also criticizes a weak software development process and points out that the |

current IRS business strategy will not maximize electronic filing and may impair the IRS’s

future ability to process paper returns. On a positive note, the report does give credit to the

IRS for bringing TSM organizational management and control under one Modernization
Executive. : ' »

The attachment briefly describes GAO’s principal findings and recommendations, the IRS’s
response, and the Departmental Management perspective. The issues GAO presents are
serious, but the report findings did not come as a surprise. We were aware of most of these
problems, which were raised in previous reports by GAO and the National Research Council
and by OMB and Congressional oversight committees. To increase Departmental involve-
ment in responding to these issues, in April we established the Modernization Management
Partnership (MMP), which I co-chair with Commissioner Richardson. The MMP was formed
to promote an aggressive response to the need for proper guidance and enhanced manage-
ment of IRS modernization. In their reports accompanying the FY 1996 Appropriations bills,
the House and Senate Appropriations Committees commended this effort. They also require
our action to implement GAO’s recommendatlons :

EXECUTIVE SECRETARIAT
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The Department fully agrees with the direction of GAQ’s recommendations, although we

have reservations that the short deadlines set out in the report may not provide adequate time

for implementing the recommendations so as to achieve their full value. More importantly,

we are concerned about the IRS’s capability of making the substantive changes needed in this
costly and critical undertaking, particularly with the recent or imminent departures of several vV
key IRS executives who play major roles in TSM. The stakes are sufficiently high that we .}
need-to assure that the best people are brought in to fill these positions. The IRS should not ™7/ L
proceed unilaterally on the selection of replacements or in reorganizing without the Depart- |
ment’s contributing to these key decisions. —

/"

It is important that we assert the vital interests of the Treasury in assuring that TSM is
appropriately led, planned, directed, and managed and that the substance of the recommen-
dations is achieved in a suitable time frame. We want to ensure practicality and value; we
do not want to respond to GAO merely as an exercise. The IRS and the Department must ] .
work together through the Modernization Management Partnership to ensure that the sub- ;i
stance and intent of the GAO recommendations become a reality. g

}
h
H

4

The IRS is now developing a plan of action for implementing the GAO recommendations and
has 60 days to respond to the final GAO report. In its response to the draft report, the IRS
agreed with the report’s major recommendations and pointed out areas in which improve-
ments were already underway. The IRS will make every effort to implement the recom-
mended changes within the suggested time frames, but indicated that resource shortages and
operational priorities such as implementing tax law changes may impact its plans.

Attachment



ATTACHMENT
REVIEW OF SPECIFIC GAO FINDINGS AND RECOMMENDATIONS

I. STRATEGIC INFORMATION MANAGEMENT PRACTICES ARE INEFFECTIVE

Background: The GAO found that the IRS had not sufficiently established practices
and procedures for selecting, prioritizing, controlling, and evaluating progress and
performance of major information system investments. For example, a plan detailing
the concept of future operations, and other key plans and documents were incomplete. -
GAO said that the IRS would have difficulty identifying and focusing on the comple-
tion of priority TSM projects. The IRS needs to identify higher-risk projects that

have little potential of providing significant mission benefits.- Other examples of best
practices not being followed include: process reengineering preceding TSM design,
reliable cost-benefit data, and complete identification of the skills needed for TSM.

- GAO Recommendation: Immediately improve strategic information management by
implementing a process for selecting, prioritizing, controlling, and evaluating progress
and performance using criteria such as risk, costs and beneﬂts to review all planned
and ongoing systems for FY 1996.

t
i

IRS Response: The IRS has developed an initial set of investment criteria and will
continue to refine the criteria and institutionalize a formal process using the criteria.
The IRS is using an information technology investment model which will assist in
selecting, prioritizing, controlling and managing information technology investments
to achieve reengineered program missions. '

Departmental Perspective: This is one of the most critical areas for assuring that
TSM contributes to achieving IRS’s business mission. The Department is focusing
strongly on economic modeling as the key to ongoing and recurring planning and
prioritization. We want to assure that there is an effective tool and a reliable basis
for evaluating individual projects and determining what investments are worthwhile.
To be effective, these vital processes need to become an ongoing management tool,
since many of the plans as they exist today will be changed. We also want to ensure
".an effective tradeoff between reworking architectures and plans to incerporate
reengineering results and maintaining useful forward momentum. |

II. SYSTEMS ARCHITECTURES, TESTING AND INTEGRATION ARE NOT
ADEQUATELY ADDRESSED

Background: The Integrated Systems Architecture reflects the target architecture and
the system design of TSM. The GAO found that while this key document was
incomplete {missing components such as security, telecommunications and data),
projects were proceeding to develop systems. Other plans are needed for major

1



systems, such as a concept of operations for security, and.plans for disaster recovery,
contingency, and telecommunications security. - Also, system development was
proceeding even though standard software interfaces were still being defined. A

facility to mtegrate and test systems has not yet been established, and there is no
process to manage system changes.

GAO Recommendations: By December 1995 1mprove key technical infrastructure
by:

-+ Completing architectures for systems, security, and data.

- - Institutionalizing configuration management for all new projects and upgrades
and develop plans for moving ongoing projects to it. ‘

- Developing a security concept of operations and plans for disaster recovery
and contingencies. '

- Developing a testing and evaluation master plan.

- Establishing an integration testing and centrol fac111ty

- Completing the TSM integration plan. :

- Monitoring projects to ensure comphance with modermzatlon architectures.

IRS Response: The Integrated Systems Architecture and the transitional architecture
are being combined into a planned 1996 IRS information systems architecture that will
reflect a total systems view. A series of plans has been developed to address these
weaknesses.

Departmental Perspective: Of all the criticisms, this is one of the most difficult and
challenging, and one of the most critical. Without stronger and more disciplined
technical management, TSM may develop systems that do not meet mission objectives
or that require significant redesign or costly replacement. : It is vital that the IRS have
a complete information systems architecture that is consistent, realistic, and therough,
and that the architecture drives TSM development and is actually used in implement-
ing TSM projects. This blueprint is not an end in inself, but a tool that directs the
builders of TSM on what to build, including the general principles, standards and
methods to use. We are primarily concerned with quality and completeness, how
effectively the architecture integrates overall IRS business: goals and reengineering
programs, and most important, how: it is actually used to drive development.

III. SOFTWARE DEVELOPMENT PROCESS IS WEAK

Background In August 1993, the IRS’s software capablllty was rated level 1 usmg
the model developed by the Software Engineering Institute at Carnegie Mellon Uni-
versity. (There are five levels in the model, with level 5 representing the greatest
capability and maturity.) The GAO found that the level had not improved significant-
ly since 1993.  GAO also found there were no procedures for assuring software .
quality, thar measurements of process quality (referred to as metrics) were not ade-
quately defined, and that the management of requirements and conﬁgurat1ons for TSM
was not instituted. -



- GAO Recommendations: Immediately improve software development capability by

- requiring development contractors to be certified at level 2 of the software capability
maturity model developed at Carnegie Mellon University. By December 1995, take
measures to improve IRS’s software development capabilities to move the IRS toward
level 2, including implementation of consistent procedures for managing software
requirements, quality assurance, configuration management, and project planning and
tracking. : ' :

IRS Response: The IRS is taking the necessary steps to improve its software develop
ment capabilities and will require contractors to be at level 2 . However, IRS points -
out that a substantial majority of software organizations are still operating at level 1. .
In a major contract that is ready to be let now, rather than delay the contract, the IRS
will accept level 1, but will work with the contractor to achieve level 2 maturity.

Departmental Perspective: We agree that progress along the maturity scale is
necessary, but the Department is primarily interested in the results of continuous pro-
cess improvement--greater predictability, quality and productivity. Experience has
shown it is much easier to create and promulgate new processes, methodologies, and
metrics, than to instill them into everyday activity. We need to assure that improved
processes are effectively used. . ' :

\

IV. BUSINESS STRATEGY WILL NOT MAXIMiZE ELECTRONIC FILING

Background: The IRS’s goal for electronic returns is 80 million in the year 2001.
That would represent about 35 percent of all returns filed. In 1994, about 16 million
electronic returns were filed, or 7.8 percent of all returns. The GAO projected that at
the current rate, in 2001, the IRS will only achieve a level of 39 million electronic
returns filed, or 17 percent of all returns. This would result in a greater than antici-
pated level of paper returns and exceed the capacity currently planned for its docu-
ment processing system (a major TSM component). :

GAO Recommendation: Focus thé IRS’s electronic filing strategy to cover a wider -
population of taxpayers.

IRS Response: The IRS has appointed an electronic filing executive to develop a
detailed, comprehensive strategy to broaden public access to electronic filing. The
IRS will provide more incentives for practitioners and the public to file electronically.

Departmental Perspective: The electronic filing strategy must incorporate a strong
and believable marketing emphasis reflecting the reality that we are trying to get the
consumer (taxpayer) to do something different without the force of law behind us.
Intermediate-term filing levels need to be set forth so that mid-course corrections can
be identified in time to make a difference. Decisions about key components of TSM
which depend on electronic filing success must be “future-proofed”as much as possi-
ble to avoid the worst impacts of failure to achieve desired penetration. -
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TSM ACCOUNTABILITY AND AUTHORITY WERE FRAGMENTED

Background: The GAO acknowledged that the IRS had addressed its major concemns
regarding fragmented accountability and authority for IRS information systems by
moving to create an Associate Commissioner. Prior to this, the IRS’s Modernization
Executive was responsible for developing TSM systems, while the CIO was responsi-
ble for developing non-TSM systems. The GAO also found that several development
projects were being managed and controlled by the IRS’s Research Division.

GAO Recommendation: Aséign the Associate Commissioner responsibility for
managing and controlling all systems development, including the system development
efforts of the Research division. '

IRS Response: In May 1995 the Modernization Executive position was reestablished
- as the Associate Commissioner to provide leadership and organizational structure to
deliver TSM. - :

Departmental Perspective: The Department recognizes the value of focused
accountability for overall success. Beyond this, the Department is also concerned that
this accountability is made effective and operational by being ratcheted down into
_specific milestones within relatively short time-frames.
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MEMORANDUM FOR SECRETARY RUBIN

THROUGH: Frank N. Newman
' Deputy Secretary

FROM: George Muiioz
: Assistant Secretgky for Management & CFO

SUBIJECT: Departmental Response to GAO Report,
“Tax Systems Modernization (TSM): Management and Technical
Weaknesses Must Be Corrected if Modernization is to Succeed”

This provides a Departmental perspective on the findings and recommendations in GAO’s
July 26 report on IRS modernization, Tax Systems Modernization: Management and
Technical Weaknesses Must Be Corrected if Modernization is to Succeed. '

As the title of the report indicates, TSM has serious technical and management problems,
and an important program with great promise is in danger of losing credibility and support.
Of the five main areas-GAO addressed in the report, two key issues are central to the
business direction and technical success of the program. These are ineffective strategic
management of investments, and inadequate systems architecture, testing and integration.
The report also criticizes a weak software development process and points out that the
current IRS business strategy will not maximize electronic filing and may impair the IRS’s
future ability to process paper returns. On a positive note, the report does give credit to the
IRS for bringing TSM organizational management and control under one Modernization
Executive. ‘

The attachment briefly describes GAO’s principal findings and recommendations, the IRS’s
response, and the Departmental Management perspective. The issues GAO presents are )
serious, but the report findings did not come as a surprise. We were aware of most of these
problems, which weré raised in previous reports by GAO and the National Research Council
and by OMB and Cengressional oversight committees. To increase Departmental involve-
ment in responding to these issues, in April we established the Modernization Management
Partnership (MMP), which I co-chair with Commissioner Richardson. The MMP was formed
to promote an aggressive response to the need for proper guidance and enhanced manage-
ment of IRS modernization. In their reports accompanying the FY 1996 Appropriations bills,
the House and Senate Appropriations Committees commended this effort. They also require
our action to implement GAQ’s recommendations. |
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The Department fully agrees with the direction of GAO’s recommendations, although we
‘have reservations that the short deadlines set out in the report may not provide adequate time
for implementing the recommendations so as to achieve their full value. More importantly,
we are concerned about the TRS’s capability of making the substantive changes needed in this
costly and critical undertaking, particularly with the recent or imminent departures of several

- key IRS executives who play major roles in TSM. The stakes are sufficiently high that we
need to assure that thé best people are brought in to fill these positions The IRS should not
proceed unilaterally on the selection of replacements or in reorganizing w1thout the Depart-
ment’s contributing to these key decisions. S

It is important that we assert the vital interests of the Treasury in assuring that TSM is
appropriately led, planned, directed, and managed and that the substance of the recommen-
dations is achieved in a suitable time frame. We want to ensure practicality and value; we
do not want to respond to GAO merely as an exercise. The IRS and the Department must
work together through the Modernization Management Partnership to ensure that the sub-
stance and intent of the GAO recommendations become a reality.

The IRS is now developing a plan of action for implementing the GAO recommendations and
~ has 60 days to respond to thé final GAO report. In its response to the draft report, the IRS
agreed with the repert’s major recommendations and pointed out areas in which improve-
ments were already underway. The IRS will make every effort to implement the recom-
mended changes within the suggested time frames, but indicated that resource shortages and
operational priorities such as implementing tax law changes may impact its plans.

Attachment



‘ATTACHMENT
REVIEW OF SPECIFIC GAO FINDINGS AND RECOMMENDATIONS

I. STRATEGIC INFORMATION MANAGEMENT PRACTICES ARE INEFFECTIVE

Background: The GAO found that the IRS had not sufficiently established practices
and procedures for selecting, prioritizing, controlling, and evaluating progress and,
performance of major information system investments. For example, a plan detailing
the concept of future operations, and other key plans and documents were incomplete.
GAO said that the IRS would have difficulty identifying and focusing on the comple-
tion of priority TSM projects. The IRS needs to identify higher-risk projects that
have little potential of providing significant mission benefits. Other examples of best
practices not being followed include: process reengineering preceding TSM design, -
reliable cost-benefit data, and complete identification of the'skills needed for TSM. -

GAO Recommendation: Immediately improve strategic information management by

implementing a process for selecting, prioritizing, controlling, and evaluating progress
and performance, using criteria such as risk, costs and benefits to review all planned

and ongoing systems for FY 1996. :

IRS Respon..e The IRS has developed an initial set of investment criteria and will
continue to refine the criteria and institutionalize a formal process using the criteria.
The IRS is using an information technology investment model which will assist in
selecting, prioritizing, controlling and managing mformanon technology investments
‘to achieve reengineered program missions.

Departmental Perspective: This is one of the most critical areas for assuring that
TSM contributes to achieving IRS’s business mission. The Department is focusing
strongly on economic modeling as the key to ongoing and recurring planning and
prioritization. We want to assure that there is an effective tool and a reliable basis
for evaluating individual projects and determining what invéstments are worthwhile.
To be effective, these vital processes need to become an ongoing management tool,
since many of the plans as they exist today will be changed. We also want to ensure
an effective tradeoff between reworking architectures and plans to incorporate
reengineering results and maintaining useful forward momentum.

II. SYSTEMS ARCHITECTURES, TESTING AND INTEGRATION ARE NOT
ADEQUATELY ADDRESSED

Background: The Integrated Systems Architecture reflects the target architecture and
the system design of TSM. The GAO found that while this key document was
incomplete (missing components such as security, telecommunications and data),
projects were proceeding to develop systems. Other plans are needed for major
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systems, such.as a concept of operations for security, and plans for disaster recovery,
contingency, and telecommunications security. Also, system development was
proceeding even though standard software interfaces were still being defined. A
facility to integrate and test systems has not yet been estabhshed and there is no
process to manage system changes.

GAO Recommendations: By December 1995 improve key technical infrastructure
by ‘

- Completing architectures for systems, security, and data.

- Institutionalizing conﬁguratlon management for all new projects and upgrades ‘
and develop plans for moving ongoing projects to it.

- Developing a security concept of operations and plans for disaster recovery

- and contingencies. :

- Developing a testing and evaluation master plan. .

- Establishing an integration testing and control facility.

- Completing the TSM integration plan.

- Monitoring projects to ensure compliance with modernization architectures.

- IRS Response: The Integrated Systems Architecture and the transitional architecture
are being cornbined into a planned 1996 IRS information systems architecture that will
reflect a total systems view. A series of plans has been developed to address these
weaknesses. :

' Departmental Perspectlve' Of all the criticisms, this is one of the most dlfﬁcult and
challenging, and one of the most critical. Without stronger and more disciplined
technical management, TSM may develop systems that do not meet mission objectives
or that require significant redesign or costly replacement. It is vital that the IRS have

- a complete information systems architecture that is consistent, realistic, and thorough,
and that the architecture drives TSM development and is actually used in implement-
ing TSM projects. This blueprint is not an end in inself, but a tool that directs the -
builders of TSM on what to build, including the general principles, standards and
methods to use. We are primarily concerned with quality and completeness, how
effectively the architecture integrates overall IRS business goals and reengineering
programs, and most important, how it is actually used to drive development.

IIT. SOFTWARE DEVELOPMENT PROCESS 1S WEAK

Background: In August 1993, the IRS’s software capability was rated level 1 using
the model developed by the Software Engineering Institute at Carnegie Mellon Uni-
versity. (There are five levels in the model, with level 5 representing the greatest -
capability and maturity.) The GAO found that the level had not improved significant-
ly since 1993. GAO also found there were no procedures for assuring software
quality, that measurements of process quality (referred to as metrics) were not ade-
quately defined, and that the management of requirements and configurations for TSM
was not instituted. -



GAO Recommendations: Immediately improve software development capability by
requiring development contractors to be certified at level 2.of the software capability
maturity model developed at Carnegie Mellon University. By December 1995, take
measures to improve IRS’s software development capabilities to move the IRS toward
level 2, including implementation of consistent procedures for managing software
requirements, quality assurance, conﬁguratlon management, and project planning and
tracking.

IRS Response: The IRS is taking the necessary steps to improve its software develop
ment capabilities and will require contractors to be at level 2 . However, IRS points
out that a substantial majority of software organizations are still operating at level 1.

In a major contract that is ready to be let now, rather than delay the contract, the IRS
will accept level 1, but will work with the contractor to achieve level 2 maturity.

Departmental Perspective: We agree that progress along the maturity scale is
necessary, but the Department is primarily interested in the results of continuous pro-
cess improvement—-greater predictability, quality and productivity. Experience has
shown it is much easier to create and promulgate new processes, methodologies, and
mietrics, than to instill them into everyday activity. We need to assure that improved
processes are effectlvely used.

IV. BUSINESS STRATEGY WILL NOT MAXIMIZE ELECTRONIC FILING

Background: The IRS’s goal for electronic returns is 80 million in the year 2001.
That would represent about 35 percent of all returns filed. In 1994, about 16 million
electronic returns were filed, or 7.8 percent of all returns. The GAO projected that at
‘the current rate, in 2001, the IRS will only achieve a level of 39 million electronic
returns filed, or 17 percent of all returns. This would result in a greater than antici-
pated level of paper returns and exceed the capacity currently planned for its docu-
ment processing system (a major TSM component). '

GAO Recommendation: Focus the IRS’s electronic filing strategy to cover a wider
population of taxpayers.

IRS Response: The IRS has appointed an electronic filing executive to develop a
~ detailed, comprehensive strategy to broaden public access to electronic filing. The
IRS will provide more incentives for practitioners and the public to file electronically.

Departmental Perspective: The electronic filing strategy must incorporate a strong
and believable marketing emphasis reflecting the reality that we are trying to get the
consumer (taxpayer) to do something different without the force of law behind us..

" Intermediate-term filing levels need to be set forth so that mid-course corrections can
be identified in time to make a difference. Decisions about key components of TSM
which depend on electronic filing success must be “future-proofed”as much as possi-
ble to avoid the worst impacts of failure to achieve desired penetration.
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TSM ACCOUNTABILITY AND AUTHQRITY WERE FRAGMENTED

Background: The GAO acknowledged that the IRS had addressed its major concerns
regardmg fragmented accountability and authorxty for IRS information systems by

moving to create an Associate Commissioner. Prior to this, the IRS’s Modernization
Executive was responsible for developing TSM systems, while the CIO was responsi-
ble for developing non-TSM systems. The GAQ also found that several development
projects were being managed and controlled by the IRS’s Research Division. :

GAO Recommendation: Assign the Associate Commxssmner responsibility for -
managing and controlling all systems development, including the system development

" efforts of the Research division.

i

IRS Response: In May 1995 the Modernization Executive position was reestablist{ed
as the Associate Commissioner to provide leadership and crgamzatxonal structure to
deliver TSM.

Departmental Perspective: The Department recognizes the value of focused
accountability for overall success. Beyond this, the Department is also concerned that
this accountability is made effective and operational by bemg ratcheted down into
_specific milestones within relatively short nme-frames :
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE v
WASHINGTON, D.C. 20224 .,

COMMISSIONER — | September 14, 1995

MEMORANDUM FOR LAWRENCE H. SUMMERS
DEPUTY SECRETARY OF THE TREASURY

FROM: _ Margaret Milner Richardson ,
Commissioner of Internal Revenue = .

.SUBJECT: " Economic Justification for Tax SyStemﬁs Modernization

Attached for your information is a copy of the Executive Summary of our Tax

Systems Modernization (TSM) Economic Analysis Report that was submitted to
Congress on September 1, 1995. Also included are copies of the transmittal letters to

the chairmen of our House and Senate Appropriations Subcommittees.

| believe that the report is a strong endorsement of our continued investment in
TSM. A fully funded program will provide a payoff of at least 7 to 1; will save taxpayers
an estimated 2.3 billion hours of work, which is valued at $68.0 billion; will completely
recoup its-cost in FY 2000, and, eliminate several thousand IRS positions.

.While full funding of the $20.7 billion program cost does not appeér likely, even
reduced investment will produce a significant return on investment.

If you would like to discuss this further, pleése call me.

Attachment
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The Depuity Secretary of the Treasury

Sept. 20, 1995

TO: PEGGY RICHARDSON

FROM: LARRY SUMMERS;é%

‘ Thanks for the TSM Report. What is
methodology? We should discuss further.

Room 3326 622-1080



CHAPTER 1: SUMMARY

This unalysis shows that Tax Systems Modernization is a bold investent
that will pay big dividends in the vears ahead. It projects seven dollars

~ in benefits for each dollar invested in the system. Benefits could be

© significantly greater. But even a worst case analysis shows that benefits
will exceed costs while reducing taxpaver burden. '

1.1 INTRODUCTION - WHY THIS REPORT? ‘
|
In Scplcmhm 1994, the Congcs“; nequnmd the Internal Rcvcnue Service (IRS) o dcvp op
a comprehensive Economic Analysis to evaluate continued investment in Tax Systems
Modeinization (TSM). This is the first formal report on mvcslmcnt in Tax Systems
Modernization.

Tax Systems Modernization is the vehicle lo: Lhc ot g,am/auondl and tcghnologlca]
transformation of the IRS. The Tax. cIms i : details
the benefits, costs and the cor cspondmb nsks associated- w1th Tax Systems Mademx/auon and
the IRS Busmesq men

, The estimates in the S _ ation F eport are presented
in then vear (inflation adjusted)y dolars. The report also includes risk adjusted ¢stimates and
present value estimutes, which are exprcsscd in 1995 dollars.

The 1ep{>11 is bach on the Impipmunmuon ol the entire Tax Systems Modm nization
Program from FY 1990 uough FY 2008 as originally planned. A mayn assumptmn of the report
is the reinvestment of Full-Time Equwdlcm position productivity savings into processing and
as&sl,ancc workload growth and (o further enhance compllancc activities. An alternative scenario
based on no reinvestment of productivity savings other than those réquired to meet workload
growth in processing, assistance and compliance activities is also provided. '

1.2 THE BENEFITS ARE SIGNIFICANT

Tax Systems Modernization provides $160.5 billion in benefits over its economic life. The
report assumes the reinvestment of some of the productivity savings derived from Tax Systems
-Modernization. ‘With this reinvestment of pmduclivily savings, the T‘SM Program would provide
-~ $160.5 billion in henelits over its 19 year economic life at a cost of $20.7 billion. This represents
areturn of 7.8 w0 1. Even when these estimates are adjusted for risk, the Return on Investment

'
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would be 7.0 to 1. TSM would provide productivity savings of 23,823 positions, of which
15,099 would be reinvested (3,619 (o handle workload growth in processing and assistance
activities and 11,480 to enhance compliance). The other 8,724 would be eliminatcd which include
the 5,077 positions already climinated.

Labor Savings of $7.8 billion and Labor Cost Avoidance of $8.9 billion (22,844 positions)
account for $16.7 billion in labor-related benefits. As Figure 1-1 illustrates, Labor Savings focus
on the difference between labor required in the base year FY 1990 and the labor required with
Tax Systems Modernization. Labor Cost Avoidance focuses on the labor costs required to
maintain the FY 1990 level of IRS performance if Tax Systems Modcrmzatmn were not
implemented.

FTE level to
3 Maintain FY 1990
Level of Service
} Without TSM

1980 Budget
« Baseline

} FTE Reduction

FTE Reinvasted:
} - Workload
". Compliance
- Issue
Identification

'

1990 2008

Figure 1-1 Full-Time Equivalent Savings and Avoidance

‘ Repldung existing systems with more ctficient Tax Systems Modernization processcs will
save $4.8 billion.

Improved Compliance, estimated at $134.7.billion, results from: the reinvestment of
Labor Savings in improved compliance activities; acceleration of contacts with potentially non-
compliant taxpayers; improved issue identification; and, market scgm‘cnt analysis.

Interest Savings, estimated at $4.3 billion, is the difference- buwccn inlcrest s wcl through

improved tax processing due o Tax Systems Modernization and the loss of interest Noat to the
federal government,

[-2 Lo LARVPORT 9013



Reduction of taxpayer burden will be accomplished through the redesign of forms and
modernization of the IRS Customer Scrvice and District Offices. Redesigning forms wil I reduce
burden by decreasing the number of entries on cach form, simplifying the instructions, and

cnabling taxpayers to file less complex forms, Modernizing IRS operations will enable taxpayers
to spend less time interacting with the IRS since the accuracy of our processing and compliance
activities will increase as a result of TSM. TSM will reduce taxpayer burden by 2.3 billion hours
valued at more than $68.0 billion. '

1.3 COSTS

Costs reflect the methodology, assumptions, and range of cost estimates contained in the
independent cost analysis for the Tax Systems Modernization Program conducted by the Federally
Funded Research and Development Center -- Tax Systems Modernization Institute. The Tax
Systems Modernization Institute’s task was to independently estimate and validate the TRS cost
estimates for TSM. The independent cost analysis fulfills the following two objectives:

(1) provides an independent cost analysis of the TSM Program in response to the Congressional
Appropriations Conference Report; and, (2) provides input to the cost portion of the Mnﬁ
Modemization Economic Analysis Report. The estimates in the independent cost analysis were

used for the cost portion of this report.

The total cost estimate of TSM rom FY 1990 through FY 2008 is $20.7 billion presented
in then vear (inflation adjusted) dollars. - If this report’s cost analysis were expressed as in past
analyses (in constant dollar terms), that tigure would be $17.5 billion (FY 1995 base ycax) [n this
report all costs will be reflected in then year (inflation adjusted) terms.

Consistent with an independent cost analysis, costs for FY ,|,9f95 and FY 1996 reflect
funding required to accomplish tasks that the projects stated were planned for those years. Thus,
the independent cost analysis funding levels may not correspond to IRS budget figures.

The March 1992 Economic Analysis estimate for the Tax SySLems Modernization

* Program was $22.3 billion (constant 1992 dollars) compared with the $20.7 billion estimate
(inflation adjusted dollars) in the independent cost analysis,” The current independent cost analysis
- accounts for significant decreases in hardware costs over the past few years; more fully addresseés
telecommunications costs, and includes Management and Admnmucumn costs in support of the
Tax Sysiems Modernization Program.

[-3 . BEAREPOKT 901195



1.4 RISK ANALYSIS -- SAVINGS ARE SIGNIFICANT IN ANY SCENARIO

Ec(momw analysis and estimates such as those contained in Lhc I‘;&Symmm

Modernization Economic Analysis Report depend on lhc quality of the data as well as the

undcrlym;: Lu,i hnical and business cu,sm‘npuom
Using a “best case/worst case” risk ana]ysis process, risks were assessed in areas including

system sizing, software development and new.technology costs. Risks were assessed on benefit
categorics such as meeting forecasted compliance rates. productivity rates and workload growth
rates. The resulting risk adj usted estimates for Tax Systems Modemudtmn were $145.1 billion

for benefits and ranged from a worst case ol $35.4 billion to a best case of [ $193.2 billion, while

-~ the associated costs were estimated at $20.7 billion and ranged from a low of $16.1 billion to a

high of $25.7 billion.. ’ :

1.5 THE RETURN ON INVESTMENT FOR TSM IS SUBSTANTIAL

Ba.scd on the information 10und in thc ; - - ; :
Report, Tax Systems Modernization provides an cxccllem Rctum on Invcstment for Lhc chou
Estimate and the Risk Adjusted Estimate. - : _ :

Table 1.5-1 TSM RETU RN ON INV ESTMENT ($ billion)

'LRepbrt Risk Adjixs'te'(i; 1

Estima‘te Estnmate
Benefits $160 , $1451 ¥
Costs . $207] $207
Returnon -?,3 i . ,7,0 w1
Investment '

* The risk adjusted estimate is amifoxumtciy $77 mill lion dollars more than the report estimate, which is not readily
apparent here due to rounding (o the neargst $100 m:lll()n Based on the Risk Analyf;m th«, pow hle COSt inCreases
roughly balance possible decreases.

Based on the Office of Management and Budx_ct s Circular A-94 dmcount 1&& the Tax
Systems Modernization Program yields an estimated net present value (1995 dollars) of $69.6
billion over the 19 year period. The discounted cstimate lor bcnclm is $83.8 billion and for costs
is $14.2 billion resulting in‘a present value hwchl/wst mUo 0f 5.9:1 (see Table Al-1 in the
Appendix for more information).
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1.6

$ Billion

ALTERNATIVE SCENARIO

~ An alternative scenario based on no reinvestment of px‘oducti'\"ity savings other than those
required to meet workload growth in processing, assistance and compliance activities is also
providedin this report. This alternative approach was discussed and agreed to by the Office of
Management and Budget. Under this alternative scenario, Tax Systems Modernization would
provide $83.3 billion in benefits over its economic life at a cost of $20.4 billion for a Return on
[nvestment of 4.1 to 1. Under this scenario, 17,750 positions would be eliminated including the -
5.077 positions already climinated through FY 1996.
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Through Tax Systems Modernization, the IRS can generate significant
cost.savings and revenues -- good news for America’s tax system.

TSM Revenue & Benefits Versus Costs
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Figure 1-2 TSM Revenue & Benefits Versus Costs
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'DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
" WASHINGTON, D.C. 20224

COMMISSIONER

September 1, 1995

The Honorable Jim Lightfoot
Chairman, Subcommittee on Treasury,
Pbstal Service and General Government
Committee on Appropriations
- U.S. House of Représentatives
Washington, D.C. 20515

Dear Mr. Chairman:

This letter transmits the MWMMIMLQQKM&AH&MM
requrred by Conférence Report 103-741 on the Internal Revenue Service’s FY 1995

. . Appropriation. The Report incorporates the results of the independent cost analysis conducted by

. the Federally Funded Research and Development Ceriter -- Tax Systems Modernization Institute,
. asubsidiary of the IIT Research Institute. The Report is based on the TSM Program from

- FY 1990 through FY 2008 as originally planned and was substantially completed before the

“impact of the FY 1996 budget realities were known.

I am pleased to share the positive results of the analysis -- the fully mp!emented TSM
- Program will provide a payoﬂ‘ of at least 7 to 1; will save the taxpayers an estimated 2.3 billion
hours of work, which is valued at $68.0 billion; will completely recoup its cost in FY 2000, and,
eliminate several thousand IRS positions.

. The TSM' Program will i 1mprove productivity; reduce taxpayer burden and increase
compliance. A major assumptron of the Report is.the reinvesiment of productivity savings from
‘the implementation of TSM to handle future processing and assrstance workload growth and
‘further enhance compliance. :

_ With this reirivestment of productivity savings, the TSM Program would provrde
- '$160 5 billion in benefits over its 19 year economic life at a cost of $20.7 billion. This represents
areturn of 7.8 to 1. Even when’ these estimates are adjusted for risk, the return on 1nvestment
would be 7.0to 1.

There is also an analysis of the reduction of taxpayer burden associated with the
| rmplementanon of the TSM Program -- a key goal of our Business Vision. TSM will reduce
~ burden by 2.3 billion hours saving taxpayers $68.0 billion. These estimates are based on reducing
the burden associated with paperwork and compliance.



The Honorable Jim Lightfoot

The Report includes an alternative scenario based on no reinvestment of productivity
.savmgs other than those required to meet workload growth. Under thls scenario, TSM would
provide $83.3 billion in benefits over its economic life for a return on investment of 4.1 to 1.

This analysis is a strong endorsement of the TSM Program. ‘It' clearly indicates that the
best way to maximize the invéstment in TSM is to reinvest employees whose positions are
‘eliminated to boost voluntary comphance and generate reveriue. Without this reinvestment, the
. TSM Program produces some $77.2 billion less in benefits to the government -- a significant
- reduction from the benefits of the fully deiWered TSM Programand the reinvestment strategy.

1 ﬁ’rmly believe that the continued mvestment in the full TSM Program and the fulfillment
of our Business Vision is the right course of action. The return on investment, productivity
savmgs and reduction of taxpayer burden are predlcated on full ﬁmdmg of the $20.7 billion cost
. of the Program As I'mentioned earl:er the Report was based on an assumption of full funding
since it was substantially completed before the'i 1mpact of FY 1996 budget realities were known.

T recognize the fiscal constraints that the Congress is under and am comrmtted to working
with 3 you on a comprehiensive plan to fully fund and deliver the Program Without the
commitment for stable funding of the Program a sngmﬁcant revision of the TSM Program and our
Busingss Vision will be necessary in the near future. ‘Regardless of budget decisions about the
Program, the infrastructure replacement componerits in TSM will be required.

T'hope that you find this analysis useful in the continuing budget debate. I appreciate your
.~ continued support of our efforts to modernize and would appreciate an opportumty to discuss the
- TSM Program further with you:

: Sincerely, |

Enclosure

- cc: The Honorable Steny Hoyer



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE :
WASHINGTON, D.C. 20224

COMMISSIONER

September 1, 1995

The Honorable Richard C. Shelby
. Chairman, Subcommittee on Treasury,
Postal Service and General Government
Committee on Appropriations
United States Senate . ' !
~Washington, D.C. 20510

Dear Mr Chairman:

, ~ This letter transmits the Tax Systems Modernization (TSM) Eggngmlg Analysls Report
required by Conference Report 103-741 on the Internal Revenue Service’s FY 1995

Appropriation. The Report incorporates the results of the independent cost analysis conducted by
. the Federally Funded Research and Development Center -- Tax Systems Modernization Institute,
- a subsidiary of the IIT Research Institute. The Report is based on the TSM Program from
FY 1990 through FY 2008 as originally planned and was substantially completed before the
impact of the FY 1996 budget realities were known. ,

I am pleased to share the positive results of the analysis -- the fully implemented TSM
Program will provide a payoff of at least 7 to 1; will save the taxpayers an estimated 2.3 billion
“hours of work; which is valued at $68.0 billion; will completely recoup its cost in FY 2000; and,
. eliminate several thousand IRS positions. ‘

The. TSM Program will improve productivity, reduce taxpayer burden and increase
‘compliance: A major assumption of the Report is the reirivestment of productivity savings from
the implementation of TSM to handle future processmg and assmtance workload growthand =

" further enhance compliance

With this reinvestment of productivity savi'ngs the TSM Program would provide
$160.5 billion in benefits over its 19 year economic life at a cost of $20.7 billion. This represents
“a return of 7.8 to 1. Even when these estimates are adjusted for nsk the return on investment
‘ would be7.0to 1.

There is also an analysis of the reduction of taxpayer burden assocnated with the \
. 1mplementatxon of the TSM Program -- a key goal of our Business Vision. ‘TSM will reduce
burden by 2.3 billion hours, saving taxpayers $68.0 billion. These estimates are based on reducing
the burden associated with paperwork and compllance
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The Honorable Richard C. Shelby

The Report includes an alternative scenario based on no reinvestment of preductmty
savings:other than those required to meet workload growth. Under this scenario, TSM would
provide $83.3 billion in benefits over its economic life for a return on investment of 4.1 to 1.

- This analysv, is a strong endorsement of the TSM Program. It clearly indicates that the
" best way-to maximize the investment in TSM is to reinvest employees whose positions are
eliminated to boost voluntary ‘compliance and generate revenue. Without this reinvestment, the
_ TSM Program produces some $77.2 billion [ess in benefits to the government -- a significant
reduction from the benefits of the fully delivered TSM Program and the reinvestment strategy.

I ﬁrmly believe that the continued investment in the full TSM Program and the fulfillment

. of our Business Vision is the right course of action. The return on investment, productivity
savings and}red‘uctugn of taxpayer burden are predicated on full funding of the $20.7 billion cost
of the Program. As I mentioned earlier, the Report was based on an assumption of full funding
since it was substantially completed before the impact of FY 1996 budget realities were known.

I recognize the fiscal constraints that the Congress is under and am committed to working
-with you on a comprehensive plan to fully fund and deliver the Program. Without the
. commitment for-stable ﬁmdmg of the Program a significant revision of the TSM Program and our
_ Business Vlsron will be necessary in' the near future. Regardless of budget decisions about the
- Program, the mfrastructure replacement components in TSM will be requ1red

~. Thope that you find this analysis useful in the continuing budget debate. I appreciate your
_continued support of our efforts to modernize and would appreciate an opportunity to discuss the
TSM Program further with you.

Sincerely,

Enclosure

-cc: The Honorable Robert J. Kerrey



