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IRS IMPLEMENTATION OF THE
TAXPAYERS' BILL OF RIGHTS

FRIDAY, APRIL 86, 1990

_ U.S. SENATE,
SUBCOMMITTEE ON PRIVATE RETIREMENT PLANS AND
OVERSIGHT OF THE INTERNAL REVENUE SERVICE,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:42 a.m,, in
room SD-215, Dirksen Senate Office Building, Hon. David Pryor
(chairman of the subcommittee) presiding.

(The press release announcing the hearing follows:]

[Pross Rolease No. 11-22, Mar. 14, 1090)

Finance Suscommirter 10 HoLp HEARING ON TAXPAYER RIGHTS; IMPLEMENTATION
or TAxpAYERs' BiLL or RIoHTS To BE REviEWED, PRYOR SAYs

WasHinaTON, DC-—Senator David Pryor (D., Arkansas), Chairman of the Senate
Finance Subcommittee on Private Retirement Plans and Oversight of the Internal
Revenue Service, announced Wednesday that the Subcommittee will hold a hearin
to review the Internal Revenue Service’'s (IRS) implementation of the Taxpayers

Bill of Rights.
The hearing is scheduled for Friday, April 6, 1990 at 9:90 a.m. in Room 8D-216 of

n
the Dirksen &naw Office Building.

“The IRS has had well over u year to implement the Taxpayers' Bill of Rights.
Everything should be u{) and running by now, and the Subcommittee needs to take
a careful look to see if the IRS is administering the law properly. Additionally, this
is a good time to assess how well the legislation Is protactlmi the rights of American
taxpayers, and to determine whether any follow-up legislation is necessary,” Pryor

sald.

The Omnibus Taxpayer Bill of Rights, subtitle J of Public Law 100-047, was en-
acted in November 1988 to provide greater protection for taxpayers in disputes with
the IRS. In general, the legislation modified IRS audit procedures, codified manr

taxpayer rights, provided new protections for the taxpayer during the levy and co
lection process and established new procedures and institutions to oversee the pro-
tection of these rights.

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS, CHAIRMAN OF THE SUBCOMMITTEE

Senator PRYOR. Gond morning, ladies and gentlemen. First, I
would like to remind our audience today and all of those participat-
ing within the hearing room that this committee today, as always
in the past, will strictly adhere to the rules, not only of the U.S.
Senate, but more gpecifically we will adhere to the rules of the
Senate Finance Committee.

I will read Rule 14 of the Finance Committee rules that relates
to audiences. ‘Persons admitted into the audience for open hear-
ings of the committee shall conduct themselves with dignity, deco-

(1)
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rum, courtesy and propriety traditionally observed by the Senate.
Demonstrations of approval or disapproval, or any statement or act
by any members or witness are not allowed. Persons creating con-
fusion or distractions or otherwise disrupting the orderly proceed-
in%' of the hearing shall be expelled from the earinf."

hat rule today is going to be strictly enforced. It is not in an{
way an attempt to rvepress the free expression of any individual.
That is not what our country is about. But we have called the wit-
nesses carefully this morning. We will not have them interrupted,
nor will we have the orderly process of this committee interrupted
this morning or any other day.

'oday we are requesting the Internal Revenue Service to appear
for an audit. I hope the Commissioner has his records in order, that
the standard imposed on taxpayers—crossing every “T" and dot-
ting every “I'"'—is being met by the IRS, At today's hearing we will
review whether the IRS is complying with the law.

In November of 1988 the President of the United States signed
the Taxpayers' Bill of Rights into law. It became the law of the
land. It was the first comprehensive attempt by Congress to
strengthen the rights of our citizens in their dealings with the tax
man. The Act provides a basic safety net for taxpayers when the
bureaucratic machine goes awry. The safety net will work only if
the IRS decides that taxpa}\;ers’ rights are a high priority.

Today we question whether the Internal Revenue Service consid-
ers the individual rights of the American taxpafyer a high priority.
The public will not be protected by merely cod fyi‘%‘a ist of safe-
guards and having the IRS issuing regulations. at the public
needs is a change in the attitude of the Internal Revenue Service.

The hearing this morning will test the IRS's commitment to im-
plementing the spirit, as well as the letter of the new law, known
as the Taxpayers' Bill of Rights.

I am go ng to be the very first this mornit}s to admit that the
Taxpayers’ Bill of Rights is far from perfect. Nothing this fine in-
stitution eve does is perfect. After 2 years of hearings and debate
and three complete rewrites, the majority of the House and Senate
finally agreed to its passage. In order to bring about this passage,
we had to make some compromises. We had to make last minute
changes to the bill as we do in most legislation.

This brinfs me to the second subject of today’s hearing, a look at
the legislation itself to see if it is providing the necessary protec-
tion for the taxpayers. I hope that the witnesses today, including
the IRS, will make suggestions to this committee on how to im-
prove the Taxpayers’ Bill of Rights and how to protect the rights of
the American taxpayer.

Our witnesses come from all over the country this morning. They
represent many different interests. In addition to the Commission-
er, Mr. Goldberg, testifying today, we have Mrs. Kay Council, an
aggrieved taxpayer, to discuss her very sad story. We will hear
from Mr. John Connor, a very brave and courageous revenue offi-
cer from Philadelphia, to discuss his job, his role as a collection
agent of the Internal Revenue Service. We have a number of small
business representatives and practitioners to discuss how the Act
has affected their members.
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Finally, there is no denying that the Internal Revenue Service
has a tough job. Thousands of dedicated employees try to carry out
the IRS’s mission to collect the proper amount of taxcs owed under
the law. But by the very nature of the IRS's mission, it will always
place, to some degree, the American taxpayer in jeopardy. So Con-
gress must provide, and always place as a high priority, the basic
rights of the individual citizen. And Congress needs to be constant-
}f' vigilant in its oversight. We must remind the IRS that they are

ealing with real people with real problems.

I would like to close by relating something I heard a young busi-
nessman say recently to me in a town meeting in Arkansas. I be-
lieve it summarizes what many taxpayers feel today about their re-
lationship with the tax collector.

He said, and I quote, “It is not that I have a problem with paying
the IRS every shiny nickel I owe the Government, and it is not
that I begrudge them having to get tough every now and then if I
do not pay; what I do resent is when they bury me in computer
letters, do not acknowledge my explanations, and grab my bank ac-
C(l)lu’!}t' ruin my credit and only then decide they were wrong after
a

I look forward this morning to hearing these witnesses. We ap-
preciate their attendance. We will impose a 6-minute rule on each
witness. We will impose a 3-minute limitation on the answers
posed by members of the committee.

One of the freat Senators who has been involved in shaping the
Taxpayers’ Bill of Rights, and protecting the American taxpayer, is
Senator Harry Reid from the State of Nevada. Senator Reid and I,
I think, became the first two co-sponsors of the Taxpayers' Bill of
Rights. In fact, 2 years ago, I might remind Senator Reid and the
audience, that in his maiden sﬁ_eecb on the floor of the Senate, I
haﬁpened to be the presiding officer at that moment, Senator Reid
talked about some of the abuses of the Internal Revenue Service
and the need for a Taxga erg’ Bill of Rights.

I sent him a note and I said, ‘‘Senator Reid, I want to join you in
this effort.”” We are %lad that Senator Reid is continuing his vigi-
lance. We appreciate him coming this morning.

Senator Reid, we look forward to hearing your statement.

STATEMENT OF HON. HARRY REID, A U.8. SENATOR FROM
NEVADA

Senator REID. Senator Pryor, thank you, very much.

There is a famous poem written by T.S. Elliott called “The
Wasteland.” And the first line of the poem says that “April is the
cruelest month.” I have for the committee’s bunefit, have a goem
written with T.S, Elliott's speech in mind. It is based on T.S. El-
liott's “The Wasteland.”

April is the cruelest month, sending 1040's across the land,
mixing duty and despair, stirring taxes, a Spring pain. Reading lips
kept us warm, ea?ecting no new taxes, forgetting Internal Revenue
has no humor. W-2 surprises coming after the holidays, with the
rower of law the tax man stopred us and said he had the right to
ien upon our labor. And sounding awful talked about his power, in
this world nothing is certain but death and taxes. And as the IRS
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was churlish, crafting new abuses, Congress, it passed a Bill of
Rights. The Agency's leash was tightened. They had to say, taxpay-
ers you have rights. The IRS must follow rules. In the meantime,
all citizens are free to inquire about their rights and keep their
leﬁl wage,

r. Chairman, this poem is, of course, in jest, but I think it sets
for this hearing, as you have in your op®ning statement, the fact
that April is a very difficult month for many, many people in this
country. Your leadership on the Taxpayers' Bill of Rights is some-
thing that I will always remember and the American taxpayer
should remember. -

As the annual tax filing date approaches it is important that
Congress learn the Frogress made 80 far in implementing this im-
portant act to see if any changes are warranted. And, Mr. Chair-
man, although I am concerned with reports I have heard about IRS
reluctance to enforce some of the provisions of the Taxpayers' Bill
of Rights, I am elated that this hearing is being held at all.

As you indicated, a little over 3 years ago—in fact, it was on Jan-
uary 14, 1987—I rose to deliver my maiden speech. The topic, as
you have indicated, was the Taxpayers’ Bill of Rights legislation.
At that time I had little idea of the personalities and events that
would turn my dream of enactment of a Taxpayers' Bill of Rights
into reality; legislation I had started working on when I served in
the House.

For example, Mr. Chairman, as you also indicated, it was fortui-
tous that you, the Chairman of the IRS Oversight Committee, was
the presiding officer that day when I delivered my maiden speech.
Because without your active support, gﬁzidance. leadership and
most of all your tenacity, the Taxpayers' Bill of Rights would have
languished in the hopper forever.

is hearing, therefore, is a tangible reminder of the tremendous
victory of milliors of American taxrayers who are now protected
by our legislation. The Taxpayers’ Bill of Rights has largely been a
success. Publication 1, informing taxsmyers of their rights 18 a very
good document. It sets forth in plain and simple English, as we
want it, and some useful diagrams, the rights and obligations of
taxpayers and IRS.

axpayer assistance orders have been extremely helpful as well.
The Ombudsman has been very responsive to Form 911. I know my
State offices rely on it quite regularly. By last August the Ombuds-
man had handled over 9,000 cases and took action on 6,700, or
almost 76 percent, of all the requests.

This hearing is also a reminder, if any is needed, of how careful-
ly Congress must scrutinize this rowerful. powerful Agency that
Klays such an active role in the lives of every American. I have

eard that some provisions of the Taxpayers' Bill of Rights have
been ignored. A year and a half after its enactment some provi-
sions still lack regulations. The longest period allowed for issuing
regulations under the enabling legislation was 1 year, or on No-
vember 10, 1989.

It is hardly nit-picking to demand regulations on time. The IRS
is not at all accommodating a taxpayer is 17 months late in paying
their taxes. Unless we in Congress monitor this acrana, our con-
stituents will find their rights really unprotected.
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Mr. Chairman, I urge you and this committee to carefully and
vigorously question Commissioner Goldberg today on the progress
the IRS has made in fully implementing the Taxpayers’ Bill of
Rights. By holding this hearing and keeping the pressure on, the
IRS will take both the spirit and the letter of the Taxpayers’' Bill of
Rights seriously and incorporate the philosophy into all its activi-
ties.

Cooperating with Congress as it investigates, for example, Project
Layoff, something that took place in Nevada, is just one example of
how this philosophy could stand to spread throughout the Agency.

The previous Commissioner, Lawrence Gibbs, was the first Com-
missioner to understand that the ““S” in IRS stood for Service and
stands for Service. Commissioner Goldberg also seems to under-
stand this definition, hopefully even better. However, as was dis-
covered in the hearings we held in the Taxpayers' Bill of Rights,
the permanent IRS bureaucracy-—everyone but the Commission-
er—has a mind of its own. They circled the wagons when it looked
like the Taxpayers' Bill of Rights was to become law. They did not
like it then and they Frobabl do not like it much now.

Only through the efforts of Congress can Service become a priori-
ty of not only the Commissioner, but the entire IRS,

Chairman Pryor, again, I thank you for holding this hearing. |
appreciate this opportunity to testify and will answer any ques-
tions that you may have.

i('l}he prepared statement of Senator Reid appears in the appen-

X.
Senator PrRYoR. Senator Reid, I only have one question and I am
alluding to your comment in your statement that the IRS should
take both the spirit and the letter of the Taxpayers’ Bill of Rights
seriously and to incorporate that spirit and letter in its philosophy
and all of its activities.

Why do you believe this is so important?

Senator REip. Mr. Chairman, the IRS is never going to win any
popularit&s ontests. But 1 think we would have a much more pro-
.ductive IRS, a much more productivg citizenry if people paid their
taxes out of respect for the law rather than fear. I think we deal
too much with fear and we should not. The IRS is an Agency of the
Federal Government and it is an Agency that collects the money
that runs this Government. It is something that the American tax-
payer should come to understand and pay their taxes out of re-
spect, not out of fear.

Senator PRYOR. Senator Reid, thank you. We thank you for your
testimony this morning and your continuing commitment. Your
full statement will be placed in the record. This will apply to all
witnesses,

Senator Reip. Even the poem?

Senator Pryor. Even the poem. Especially the poem, Senator
Reid. Thank you very much for joining us this morning. -

We have a new Commissioner of the Internal Revenue Service,
Mr. Fred Goldberg. We look forward to Commissioner Goldberg
this morning. Mr. Goldberg, good morning; and you may take the
witness chair. Please be assured that you are invited to bring any
and all aides to your side.
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Mr. Commissioner, 1 know you have a large staff. I think you
brought everyone of them this morning. [Laughter.]
We appreciate you being here, Mr. Goldberg.

STATEMENT OF HON. FRED T. GOLDBERG, JR., COMMISSIONER,
INTERNAL. REVENUE SERVICE, ACCOMPANIED BY MIKE
MURPHY, SENIOR DEPUTY COMMISSIONER; CHARLY BRENNAN,
DEPUTY COMMISSIONER, OPERATIONS; HAP SHASHY, CHIEF
COUNSEL; AND DAMON HOLMES, TAXPAYER OMBUDSMAN

Commissioner GoLpBERG. Thank you, Mr. Chairman. It is a
pleasure to be here. I would like to echo Senator Reid's comments
that the importance of continuing oversight is critical to the health
of the tax system and I want to thank you. It is a very important
subject. It is a gleaaure to talk about what we have done today in
implementing the Taxpayers' Bill of Rights.

ith me are Mike Murphy, Senior Deputy Commissioner; Charl
Brennan, Deputy Commissioner, Operations; Hap Shashy, my evil
twin and the Chief Counsel; and Damon Holmes, the Taxpayer Om-
budsman. I would also like to introduci: Bob LeBaube, who also is
here. As you know, the Taxpayers’ Bil. of Rights created the new
position of Assistant Commissioner (Taxpayer Services) and Bob is
the first person to fili that job.

Senator PrYOR. Thank you. We are proud that all of you are here
this morning.

Commissioner GoLpserG. Mr. Chairman, we have put together a
&retty lenﬁthy statement that details our actions on the Bill of

ights to date. It also covers a number of related topics, notably
budget issues, systems modernization efforts and concerns over
simplification. I would like to submit this statement for the record
and limit my comments to a number of general observations.

Senator PrYor. Your full statement will be placed in the record,
Mr. Commissioner.

[The pre?ared statement of Commissioner Goldberg appears in
the appendix.]

Commissioner GoLbBERG. Thank you.

I have also brought with me—you know we love paperwork, Mr.
Chairman—over there is a stack of materials. It is a partial compi-
lation of the training manuals we have put together, and the infor-
mation pamphlets we have put together, and the educational video
tapes we have put together, showing different ways we have tried
to come to terms with this bill. We are happy to make that materi-
al and other material available to the committee staff for review as
appropriate.

nator PRYOR. Mr. Commissioner, 1 appreciate that. Let the
record note that that stack is about, I would say, at least a foot and
a half tall. Our deficit today is large enough that we do not have to
add to it by putting all of that in the record, but our committee
would love to have this and look into it.

Commissioner GoLpBERa. | agree with you, Mr. Chairman.

I have said on a number of occasions and 1 feel so strongly that
the greatest challenge facing our tax system during the 1990's is to
make the system more workable for the American public. The
American public does not mind paying taxes. It may not be fun,
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but they do not mind it. What the American public resents is com-
plexity, uncertainty, repeated law changes, and hassles with the In-
ternal Revenue Service that take month after month to resolve.
And the biggest challenge we face during the 1990's is to make it
easier on the citizens.

I think that the Taxpayers' Bill of Rights has played a major role
in this regard. I think that the specific provisions of the ’l‘axgayers’
Bill of Rights do indeed afford our citizens greater rights in dealing
with the Internal Revenue Service. I think as a result of the bill we
are better informing taxpayers of their rights and their responsibil-
ities, We have strengthened our Problem Resolutions Program and
our Taxpayer Ombudsman Program. The bill is helping to ensure
fair and impartial enforcement activity. The bill provides taxpayers
with greater recourse against the Internal Revenue Service when
we stray too far,

Citizens of this country today have more rights in proceeding
against the Internal Revenue Service than they do against any
other agency of the Federal Government or any governmental in-
strumentality in this country and I think that is good.

The law is also important because of the spirit behind it. I think
the Bill of Rights stands for the proposition that the most impor-
tant thing we can do in tax administration is make it easier on the
American public.

In terms of the status of our implementation efforts, my testimo-
ny goes through in detail what we have done to date, laying out
the provisions in the bill and the actions that we have taken and
are taking to implement its provisions. By and large, I am proud of
what we have accomplished. I think when you compare what the
law requires with the steps we have taken and the steps we are
taking, 1 believe you conclude—I have concluded—we are indeed
making a %reat deal of progress.

I would like to single out the Taxpa{er Ombudsman Program. |
think it is working extremely well. I think creation of the Assistant
Commissioner—Taxpayer Services—was long overdue and I think
that that program is working well. We are making improverhents.
We have invested a considerable amount of time and effort in
training our work force, in working with outside groups, outside
constituencies in developing publications and informing the public
of their rights. [ think the policy statement on the use of statistics
is a very positive step. I am pleased with the instances where we
have gone beyond the letter of the law in our efforts to advise tax-

ayers of their rights, expanding the scope of Taxpayer Assistance
rders, expanding the scope of the penalty waiver {Jrovisions.

I am proud of the fact that the Taxpayers' Bill of Rights, by
name, is incorporated in our strategic business planning process.
Our strategic business plan, laying out where this agency will be
going over the next decade, specifically talks of the need to protect
and Euard taxpayers’ rights.

Where do we go from here? I think as a first step we need to con-
tinue to focus on our procedures and the implementation of the re-
quirements of the law as written,

May I continue for—--

Senator PryoR. Take another few minutes, Mr. Commissioner.

Commissioner GoLpBera. Thank you, Mr. Chairman.
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I think notable examples where we need to continue to work at
implementing the statute relate to certain of our collection proce-
dures and to regulations projects that were alluded to by Senator
Reid. I think petrhaps most notably, we need to work harder and
work better at improving our correspondence programs. I think we
have made progress in these areas. It is clear we need to make
more progress in the months and years ahead.

But beyond the letter of the law, I think we need to always be
attentive to attitudes. It is taxpayer contacts where it really mat-
ters. Time and again you go out to the field as Commissioner and
§ou see employees out there doing their best to help taxpayers.

ou talk to employees throughout this country who really do care,
who really do want to make it better. But it is not perfect. We need
to do everything we can to assure all 120,000 of us are courteous
and respectful whenever we're dealing with taxpayers, whether the
taxpayer is right or wrong.

[ think that there are examples and illustrations that we are
making progress. The American Institute of Certified Public Ac-
countants has written a letter in response to our inquiry as to how
they thought we were doing, and they have concluded that “While
we still hear of individual agents who violate statutory intent, the
situation is far better than it was 3 years ago. We commend the
Service for dealing with a very sensitive issue in a way that recog-
nizes taxpayer rights.”

The indication was that the attitude of our employees, in terms
of wanting to help, trying to help, has improved significantly. But
we can go further.

It is also quite possible that there is need for administrative and
legislative changes in this area. A systematic part of our implemen-
tation efforts is to look for these kinds of needs. The statute has
not been on the books that long. We are early in the process. But
examples may include the fact that if we have collected money that
is owing we cannot refund those monies, even if the taxpayer could
otherwise demonstrate hardship. The question of administrative
appeals and seizures needs to be looked at.

e have asked our Internal Audit function, which concluded at
the time that we were doing a good job at initial implementation,
to take another look at our efforts. How are we doing 18 months
down the road? We need to watch it everyda{.

But I think as we go forward, it is critical to put this issue in a
broader context: what is the tax system doing to the American
public? I think that we must use our efforts to simplify the law. If
the law is too hard to understand, if it is too complex, it is going to
lead to mistakes; and mistakes lead to hassles, whether it is our
mistakes or the taxpayers’ mistakes. Areas such as head of house-
hold and the payroll tax deposit rules for small businesses, simply
cr;i‘out for simplification.

he timing of tax legislation is also critical. Last-minute enact-
ment of tax laws with current year effective dates also necessarily
causes mistakes; and mistakes cause problems for taxpayers.

The IRS budget is incredibly important. We can talk about ma-
chines all we want, but it is the people who make the difference.
We need to spend the money to train our employees, to provide our
employees with the tools to do the job properly.
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Finally, we simply have no choice but to modernize our systems.

- When your systems require taxpayers to deal with their Eovern-
ment by writing letters back and forth there are going to be mis-
takes, Letters are going to cross in the mail and that is going to
cause problems. I think that the most critical steps we need to
take, as we go down the road, are to stop the mistakes from hap-
pening in the first place.

Mr. Chairman, I believe that we are making progress. I think the
Taxpayers’ Bill of Rights for the law it provides and for the spirit it
sets is riﬁht on the mark. I congratulate you and your colleagues
and I look forward to working with you in the years ahead.

Thank you, Mr. Chairman.

Senator PrRYoOR. Thank you, Mr. Commissioner.

Mr. Commissioner, I am Eoin to place into the hearing record
an Exhibit. This is a—it looks like about a 20 or so page document
that are given to the collection officers out in the field. I imagine
in the Service, being a collection officer is one of the tougher jobs.

Commissioner GoLDBERG. Yes, sir.

Senator PrYoR. I assume it is very tough.

The exhibit appears in the ap{:endix.]

nator PRYorR. Now you talked about modernizing equipment
sKstem. You talk about the spirit of the Taxpayers’ Bill of Rights,
the attitude that needs to prevail, the training that is necessary.
However, in this particular exhibit of all of these instructions given
to each of the collection officers in the field, all of the items that
they are needed to check off and comply with, item number 13A,
the last page, the last item, last priority, let me read it: “Observe
taxpayers’ rights.”

hat sort of a priority is that if it is the last item menticaed,
the last instruction to that collection agent? Why is the taxpayer
rights at the bottom of the list?

' am reading actually from this document, Mr. Commissioner.
There is a smaller one-page sheet that I understand addresses the
same issue in other words, but it is still at the bottom of the list.
Why is this?

r. BRENNAN. What you are referring to is our collection quality
management system check sheet.

Senator PrYOR. Called a CQMS, I believe.

Mr. BRENNAN, Right. It shows critical success elements. Obvious-
ly, I would have liked to have it up higher, but I would submit to
you that these are all important items. The reflection of what is
number 1 and what is number 13 is certainly not meant to be in
priority order. It is our quality check sheet that we use to check all
the quality items, and we feel they are all important.

Having said that, I would also point out that we are revising the
critical elements for both our Revenue officers and our Revenue
agients. One of the critical elements that we are focusing on to deal
with taxpayers’ rights and the Bill of Rights even more is a cus-
tomer relations section. We will be glad to furnish a draft.

Senator PrYor. Mr. Brennan, the next time—and some of you
have been before this committee on several occasions. The next
time we ask you or request your appearance, I am going to look

aﬁtin at that instruction sheet. I am going to see what priority and

where that is on that sheet. Because I think if I were a collection
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officer and were going through all these pages of documents and
checklists and finally I come to the very last one—*“Observe tax-
payers rights.” —that says something. And-it is a strong statement.
Mr. BRENNAN. I appreciate and understand your guidance.
[Thée]following information was subsequently received for the
record:

RESEQUENCING oF CQMS CHECKSHEET

Collection is in the process of developing an automated review system to replace
the current CQMS system, which is manual. The new system, which is expected to
be avail{able for use in FY 1991, will include specific Taxpayer Bill of Rights related
material.

Senator PRYOR. Now if this—I think in this whole area of CQMS
we know that in the past, and one thing that the Taxpayers’ Bill of
Rights addressed specifically, was the so-called ‘“quota system,”
wherein a collection officer's future, his demotion or promotion,
turned on a sort of a bounty hunters sﬁtem.

Now I am wondering if this new CQMS system, because of all the
statistics generated, are you not basically attempting to go another
route to create th& old quota system.

Now are we generating statistics for that purpose? We are going
to have a collection agent testify in a moment. I think that is going
to be the bottom line of his testimony, that this is just another
system to evaluate the agent.

Do you have comments?

Commissioner GOLDBERG. Mr. Chairman, I have personally re-
viewed our policy statement on the use of statistics. I have to tell
you that you cannot run this agency—you cannot run any business
in this country—if you do not keep track of some kind of numbers,
like the trillion dollars we collected or the $130 billion deficit.

I believe that the Taxpayers’ Bill of Rhghts provision requiring
certification by each District Director—and we have expanded that
requirement, as you know, to cover Scrvice Centers as well, which
was not in the statute—has made major, major improvement in
gettinf away from any appearance of a &uota system. But I think
the bill is absolutely right on the mark. We cannot do it; we should
not do it; we are not going to do it. I think that we need to review
our evaluation procedures.

I read those certifications when they come in, and I believe we
are holding our managers accountable. If they are circumventing
that standard throuEh other means, we are going to put a stop to
it. But I do not think you can walk away from numbers to manage
a business,

Senator PRYOR. Are you telling the committee that there is no
production or quota system being used today by the Internal Reve-
nue Service? -

Mr. BRENNAN. Yes, sir. We have a managing statistics desk
guide. If I could just quote a couple things from it? “Our primary
objective is to operate in an environment where quality customer
service comes first. If we are to install the hifhest degree of public
confidence in administering our tax laws all taxpayers must be
treated with fairness, consistency and courtesy. Actions taken by
the Service cannot be motivated by production goals or quotas.”
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It goes on in another section. “Statistics related to program ob-
jectives and priorities have not been, nor should they be, main-
tained at an individual employee level or used for the purpose of
evaluation and performance. Our employees must be evaluated on
their individual case work and on such criteria as the critical job
elements and standards.”

Senator PrRyor:Thank you, Mr. Brennan.

Mr. MurpHY. Mr. Chairman?

Senator Pryor. Yes, Mr. Murphy.

Mr. MurpHY. On your specific question, the answer to your ques-
tion oi(a;: There is no quota system in the Internal Revenue Service,
period.

Senator Pryor. All right. Then my question to Mr. Murphy or to
any of the gentlemen here: Does quality equate to production in
this area? When we talked about Tuality today are we substituting
a new system of %uality that actually amounts to production?

Commissioner GoLpBeERG. Mr. Chairman, quality equates to doing
it right, onperly, fairly, the first time. If we do things properly,
fairly and right the first time, if we do it that way, I guarantee you
our production will increase dramatically.

Senator Pryor. Thank you, Mr. Commissioner.

Now, I want to go off in another area here. I have had it brought
to my attention we will have a witness coming forward in a few
moments to talk about a—let me say—I do not want to call it a
program, but something is going on out there in the Service that is
very disturbing to me. For the lack of better terminology, I would
call it the “‘snitch program.” Do we have a snitch program going on
out there today in the Internal Revenue Service?

Mr. BRENNAN. No, sir.

Senator PrYor. What is happening? I think you know what I am
talking about. ‘

Mr. BRENNAN. I believe, sir, you are referring to the employment
tax examination program that we have.

Senator PrYyor. Well I am going to submit for the record, Mr.
Brennan, a document prepared by the Internal Revenue Service
titled “Referral to Employment Tax Examination Program.” Then
I would like for you to explain to the subcommittee what you know
about this particular program.

[The document follows:

ATTACHMENT A.—“SNITCH SHEET"

REFERRAL TO EMPLOYMENT TAX EXAMINATION PROGRAM
PLEASE COMPLETE THE FOLLOWING ITEMS (IF KNOWN)
NAME OF FIRM.......cocovsnmiminninimmimmsisminiisssississimssssisississssmnsions
FIRM'S ADDRESS:.........coovmmmmnmmmmminimimmmssismsmomonsissiiississsi

TELEPHONE:
TAXPAYER FEDERAL
INDENTIFICATION NUMBERT ...
ISSUES INVOLVED: (CIRCLE ONE) :

A. NO REPORTING OF WAGES.,

B. UNDERREPORTING ON EMPLOYMENT TAX RETURNS

(FORM 940, 941).
C. EMElé%YEES PAID AS INDEPENDENT CONTRACTOR.

D. OT :
JOB DESCRIPTION(8) OF WORKER(B):...........couvvvuvisierinscmsimsssrnsssmsssssissssissssnns

--------
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PLEASE SEND THIS FORM TO:

INTERNAL REVENUE SERVICE
EMPLOYMENT TAX EXAMINATION GROUP 66
3660 WILSHIRE BLVD. SUITE 400

LOS ANGELES, CA 90010

ATTN: LEAD COORDINATOR

PLEASE INCLUDE ALL PERTINENT DOCUMENTATION, W2'S,
1099'S, 941'S, NAMES OF WORKERS WITH ADDITIONAL
INFORMATION.

Senator Pryor. Have you seen this document, by the way?

Mr. BRENNAN. Yes, sir. I believe I saw it a few minutes ago.

The employment tax audit program started about 3 or 4 years
ago. We made a study of certain occupations around the country
and found that there was then a trend, and a growing trend, in our
views, of employees being characterized as independent contrac-
tors. The difference is, if you are an employee, as I think most of us
know, you have taxes withheld from your wages, you are covered
by Social Security and have other kinds of benefits, and, of course,
that is paid over to the government. If you are an independent con-
tractor, then you are not subject to withholding tax, Social Security
and the other things.

So after looking into this area and finding that they were moving
in that direction, we did start, I believe it was about 8 or 4 years
ago, an employment tax audit program where we do go out to busi-
nesses where we have leads. Some do come from the public. Some
come from our own employees. Some come from other government
agencies. And we do an examination of that company to determine
whether the individuals working there are truly independent con-
tractors or are employees.

Senator PryoRr. I want to talk specifically now about this form
and more specifically about the program. My question is this: Is the
IRS today going out to businesses, especially small businesses, and
telling them that if they will snitch on competitors not complyin
with the law that (1) they will have a reduction of their own liabil-
ity or (2) if they turn in enough businesses not in compliance, that
they might have penalties waived. Is this happening?

Mr. BRENNAN. There is no national procedure.

Senator PrYor. I am not talking about a national procedure. I
am talking about any Regional Office, any agent of the Internal
Revenue Service.

Commissioner GoLbBERG. Mr, Chairman, I am leaminf in this
job that one never says never. But I will tell you it should not be

appening, and if it is ha&pening we would sure like to know about
it because we will put a stop to it today.

Senator PRYOR. Let me read you some notes that an individual
?ave to us who had met with the Internal Revenue Service in Cali-

ornia in 1989—this was not back in 1930, this was 1989, last
year—the written notes I have actually had typed up in order so |
could read them better. .

Here is what happened: This gentleman stated that he met with
a group of small business people in California. An IRS agent was
presen{ at the meeting. He requested that they become “snitches,”
and in his exact words, turn in their competitors. He provided us
with a form—this is the form that | have submitted for the record
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that we have been discussing—he also established the contact with
a lead coordinator for ‘‘snitch leads.”

He stated that every new lead would be contacted. The IRS
agent—I am still reading from the notes taken at the meeting—the
IRS agent mentioned if your lead is placed in a company envelope
the company reporting would in all likelihood also be audited. I am
inferring from this statement by the agent to these small business
people that any contact should be made, therefore, in a blank or an
unmarked envelope.

Note: This meeting took place to discuss IRS enforcement of Sec-
tion 530 of the 1978 Revenue Act and Section 1706 of the 1986 Tax
Reform Act.

Any comments, Mr. Commissioner?

Commissioner GOLpBERG. Mr. Chairman, I look forward to look-
ing into this matter. But I will tell you that one of the most diffi-
cult problems we have as the tax administrator is the payroll tax
area. And it is not only the IRS that has the problem. I spend a lot
of time talking with my colleagues from the States—the State of
Arkansas, the State of California, a lot of States—who have the
same problem.

There is a third group that we talked to as well. They are busi-
nesses that come to the Internal Revenue Service and say, we are
treating our folks as employees because they are employees. Our
competitors are not. And that is giving our competitors an unfair
economic advantage.

And then there is a fourth group, Senator, and that fourth group
is the individuals who should be treated as employees, but are not
treated as employees. As a result, these lower income individuals
are losing health benefits that they are entitled to, and as a practi-
cal matter maly be losing Social Security benefits that they are en-
titled to as well.

So I feel absolutely the Internal Revenue Service should not be
run on some kind of “snitch program.” I think that is reprehensi-
ble. But at the same time, I think that the need to enforce these
laws to 1px‘ot;ect: the rights of low-income individuals, to protect the
rights of small businesses that are playing by the rules, is an im-
portant balancing factor to keep in mind.

Senator Pryor. Mr. Commissioner, I am very aware of the frob_-
lems with the payroll notice. I understand that it is basically a
trust fund that the employer keeps for the employee and must turn
in. I know that the penalties are severe and they should be.

. We are not saying ‘‘don’t collect revenues.” We are saying, that

there should not be a snitch program. If we are in fact using the

tax collection system to turn people against peogle, and business

against business, and offering a quid pro quo, if this in fact occurs;

then we have created a monster.

t'(’(:Jézmmiaaioner GoLpBERG. You are right, and we will put an end
it.

Senator PrYor. A bureaucratic Frankenstein. They are tearing
down walls in Eastern Europe. They are doing something with the
KGB. They are doing something with Secret Police. I do not want
to see us creating an underworld of IRS agents in this country, who
could use their leverage to turn people against.
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I was in China some years ago, and on every floor of the hotel
there was someone posted to monitor the comings and goings of ev-
eryone there. To find something on someone and to turn them in.
We are not going to create that system here, Mr. Commissioner.

Commissioner GOLDBERG. You are correct, Mr. Chairman. As I
said, I used the word reprehensible. You said it is a monster and 1
agree with lXou. We are not going to let it happen.

Senator PrYor. You and I received a letter from Senator John
Kerry of Massachusetts, dated March 19. He talked about the areas
of New England, Massachusetts, and New Hampshire, in connec-
tion with tax audits of small businesses. I am going to place Sena-
tor Kerry's letter in the record. I think it has brought forth several
areas that give me great concern about the targeting of small busi-
ness owners. This worries me. ’ )

I wonder if you responded to Senator Kerry’s letter and if so,
what your response was?

Commissioner GOLDBERG. A draft response has been prepared
and is being sent forward to me for my review, Mr. Chairman. But
I will tell you what I think my response is going to be. First, we
appreciate his calling this matter to our attention. In reviewing the
area it is clear that there were certain discrepancies in some of our
procedures and we have taken steps and have remedied those dis-
cre¥ancies.

[The letter appears in the aﬂpendix.]

Charly, I don’t know if you have anything to add on that?

Mr. BRENNAN. No, that is basically the thrust of our reply, sir.

Commissioner GoLDBERG. We need to watch this everyday, and I
:bink we owe Senator Kerry a thanks for calling it to our atten-

ion.

Senator PryoRr. Yes. I agree. He sent me a copy of the letter that
he sent to you, Mr. Commissioner. As you know, when you have
120,000 people out there, you have to have people from all walks of
life ti,o tell you of the abuses going on and we appreciate those
people.

One of the main concerns I have in this letter and I am quoting
from page 2 of Senator Kerry's letter to you, Mr. Commissioner, is
where he says, “Taxpayers have reported unannounced, unsched-
uled visits by IRS personnel to taxpayers’ officers in the middle of
a‘very"busy usiness day for the purpose of conducting initial inter-
views. -

I know that this is a hard job. But to come unannounced to a
business, perhaps when the person is in the process of dealing with
customers or perhaps the customers see one or two or three IRS
agents walk in and show their badge, this is intimidation, Mr. Com-
missioner. It should not occur.

This brings out other points in the letter, like how small busi-
nesses in the New England area are being t,arigted. I would like, if
I might ask, that your response to Senator Kerry might also be
shared with this committee.

Commissioner GoLpBERG. We will provide you with the same in-
formation. And again, I appreciate his efforts, your efforts and the
other folks who are going to testify today, their efforts to call these
matters to our attention. We need, as an agency, walk in the other
guy's shoes. :
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Senator PrRyor. Mr. Commissioner, I have here a course book to
be used in training. This is the “Problem Resolution Program Form
9}111 épplication or Taxpayer Assistant Order to Relieve Hard-
ship.

On page 10 of your instructions to the agents, you have used two
examples of a case scenario of what the agent might do or not do in
a given situation. Let me quote from the middle of one of these ex-
amples. “He, the taxpayer, learned that the IRS considered him to
be a tax protestor because of his past actions. Because of this, they
will not honor his request for reconsideration of the examination.”
I could go further. I will not.

In this example, is this not some form of an insinuation that if
you are labeled as a tax protestor it will somehow damage your
rights as a taxpayer? How do you decide who is a tax protestor?

Mr. HoLMEs. Senator, if I could try to answer that? It does sug-
gest that. Part of the training is that—when we set out these ex-
amples—we do not have hard and fast rules of who gets help. We
tried to have a series of situations to see how people would judge
them. It is a fact that people use stereotypes like that and make
jucli&ments.

y own view, and what we try to teach our people who are re-
ceiving these applications, is that we do not look at labels. We look
at what the situation is, what the facts are. In the application proc-
ess, though it is not apparent from this, before anything is done
with a case we ask the problem resolution officer to decide first,
without looking at any facts at all having to do with the tax or its
consequences, whether or not there appears to be a hardship in the
taxpayer’s case, regardless of what is causing it—whether we are
causing it, the tax&ayer or whatever.

Senator PrYor. Well, Mr. Holmes—Pardon me.

Mr. HoLmMEs. I was going to say that for 70 percent of the people,
while we denied them the hardship application, we still helped
them. And in this particular case, I would hope that most of our
peodple would ignore the fact that that label “protestor” is there
and look at the taxpayer's situation, to see if they need help or
straighten it out. What happened yesterday, even if the person had
been a protestor in the past, should not affect what happens today.

If somebody comes in and wants to comply and try to deal fairly
with the system, we should treat them that way.

Senator PrYorR. Under the recently enacted Taxpayers’' Bill of
R&ghts a taxpayer has the right to record the conversation with the
IRS official. Would that place him in the category of being a tax
protestor?

Mr. HoLMEs. It would not in my book.

Commissioner GOLDBERG. Absolutely not.

Mr. BRENNAN. No, sir.

Senator Pryor. What if that taxpayer decided—once again pur-
suant to the Taxpayers' Bill of Rights, that he could by power of
attorney send his attorney or qualified agent to represent him
during a certain proceeding?

Mr. HoLMEs. No, sir.

Senator PrRYOR. I have several other questions in that area that 1
ma’; submit in writing.

{The questions appear in the appendix.]
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Senator Pryor. As of March 16, the Internal Revenue Service
has a backlog of orders for taxpayer assistance. 1 wonder if this is
correct. Is there a big backlog out there of people trying to get
some taxpayer assistance and how can 1people obtain a taxpayer as-
sistance order if there are no forms? I understand that you have
run out of forms.

Mr. HoLMEs. If your question is to the availability of the blank
forms that a person might use, 1 am not aware of a national prob-
lem. There has been a substantial reordering. But, Senator, no one
needs that form to get the assistance. They can come in with a
letter or they can just pick up the phone and call in and describe
the situation and they will get exactly the same thing. Our ﬁeople
will write down the facts. They will get a decision within 24 hours.

Senator Pryor. Okay. Mr. Holmes, how is that taxpayer advised
of that opportunity?

Mr. HoLMmEes. Well, there are a number of ways. We have publica-
tions such as Pub. 1, “Your Rights as a Taxpayer.” But if he has a

“problem of any kind and calls one of our offices and talks to tax-
ayer service, they are trained on this and should be aware that he
18 entitled to it.

Senator PrRYor. What about the recent statistics demonstrating
that 30 or 40 percent of all calls get a busy signal. What does the
poor taxpayer do then?

Mr. HoLMes. 1 cannot say anything positive about how we are
foing to help him if he cannot get through. That would be a prob-
em if he does not get through.

Senator PRYOR. What would you suggest that the taxpayer to do?

Mr. HoLmEes. Well actually——

Commissioner GOLDBERG. ] might suggest they write their Con-
gressman and Senator and support the administration’s 1991

udget proposal. {Laughter.] _,

And 1 think I had better duck out of the room.

No, Mr. Chairman, that is a very frustratiwroblem. If taxpay-
ers cannot get through, it is not doing any good, and I agree with
you.

Senator PryoRr. Let me wear the hat of a Congressman or a Sena-
tor for a moment. When we hear from a taxpayer from our States
or our Districts, we have Ereat reluctance to get involved. We are
afraid to intercede on behalf of that taxpayer because we think
that it will place a red flag on that taxpayer's file, We think this
would jeopardize rather than assist that taxpayer.

Commissioner GoLpBERG. Mr. Chairman, I think—and it has
been my experience since 1 have been Commissioner of Internal
Revenue—that when the Congress calls to our attention specific
cases involving taxpayer problems, that does nothing but help us
and help the system, because that is how we find out where we are
making mistakes. And as you said, we are big and we make mis-
takes. We have to find a window on the world that shows us where
there are problems.

So it's helpful to us when one of the members up here calls and
says, “You have a problem out here,” or a member says, “we do
not want to interfere on the merits, we want you to do what is
right.” 1 applaud you and your colleagues for calling this stuff to
our attention. And we find——
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Senator Pryor. Weil we are hesitant.

Commissioner GOLDBERG. Senator Kerry's letter pointed out mis-
takes and we are going to fix them.

Senator PrYOR. Yes.

Mr. MurpHy. Mr. Chairman?

Senator PrYoRr. Yes, Mr. Murphy.

Mr. MurprHY. The contacts with the congressional offices are
such an important part of our administration that just to have you
or any of your colleagues feel that they could cause an additional
problem for the taxpayers just makes it all the more difficult for
us. We look forward to the day that somebody would write to you
and then as a result of your inquiry we get it resolved. On a future
one the taxpayer writes to you and says, “I did not even have to
come back to you, Senator Pryor. I was able to get this resolved
myself with the Internal Revenue Service:”

So we see it as a positive, not a negative at all.

Senator Pryor. That is illuminating. Thank you.

If that is true, then it is truly a change in attitude and I appreci-
ate it. And I know all members of the House and Senate do as well.

Mr. Goldberg, I am going to ask the General Accounting Office—
by the way, this is for your benefit and my benefit—our benefit. I
am going to ask the General Accounting Office to review the imple-
mentation of the Taxpayers’ Bill of Rights. In doing so what 1
think 1 am attempting to find out—and once again I hope that you
will benefit, because if your people down the line are saying we are
doing this and that, and this is good, and this is better, and what-
ever, that is fine. I think the General Accounting Office would give
both of us an unbiased view of how the Taxpayers' Bill of Rights is
being implemented.

And knowing you personally, as I do, I know that you want that
law implemented. I know that you want the spirit of that law car-
ried out. I think one of your problems, as Commissioner Gibbs has,
is trying to have your attitude transferred to all 120,000 employees
of the Internal Revenue Service.

We appreciate very much your coming. Do you have further com-
ments or any rebuttals? Have I been unfair with you?

Commissioner GoLbpBERG. Mr. Chairman, I just want to say I
think we are making progress, and I think for a large portion of
that progress we ought to give you and your colleagues a lot of
thanks. I want to tell you thanks. Thank you so very much.

Senator Pryor. Thank you very much. I thank all of you this
morning.

Ladies and gentlemen, our next witness is Mrs. Kay Council. I
have read her statement. I think that her statement stands on its
own. I may ask a couple of questions later, if I may. I would like
now for you to give your statement, Ms. Council. Thank you for
coming this morning. I know this is not easy for you. The commit-
tee will always be in your debt for telling your story.

Thank you for coming and you may proceed.

Excuse me, I think if we could get Mrs. Council a glass of water.

You may proceed, Mrs. Council.
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STATEMENT OF KAY M. COUNCIL, TAXPAYER, HIGH POINT, NC

Mrs. CounciL. Mr. Chairman, my name is Kay Council and I
have lost my voice today of all days. I live in High Point, NC. I am
48 years old and because of the IRS I am a widow.

I came home in June 1988 and found the lights on, the house
empty, and a ncte from my husband that said he had committed
suicide. His note is reproduced in my testimony.

I don’t remember many details from the rest of that night, but I
will never get over what I had lost that night—what the IRS did to
us, what the IRS drove my husband to do. He was 49 years old.

Four months later, finally able to pay our attorneys up to date
with the money from Alex’s life insurance, I went to court and beat
the IRS. The court entered a judgment barring the IRS from col- -
lecting $300,000 in tax, penalties and interest it claimed that we
owed. The court agreed that we owed nothing. The court ordered
the IRS to cancel the tax lien that it had placed on our property,
an illegal lien that had ruined our business. Our income barely
covered our living expenses.

The IRS was wrong from the day they sent us the first notice.
We were innocent from day one and the court decisions and court
orders say that. But look what was done to my life. People sit back
and say, well, this is a terrible story, but it is surely an exception
to the rule and this sort of thing can never happen to me. They are
very wrong. This could happen to anyone.

e just got caught up in the middle of a big IRS screw up and
we could not get out of it. After an audit of our 1979 tax return we
never received an audit report, a 30-day letter, a 90-day letter or
any notice of assessment. Then from nowhere the IRS sent us a bill
for $183,000 and demanded that we pay. This was in September
1983, 4 months after the statute of limitations had run out. We
were dumbstruck.

In an affidavit filed in Federal court in"November of 1987 my
husband described his attempts to find out what had happened. He
said, “We attempted to determine why we had never received these
documents or any other notice which foreclosed any administrative
or tax court review of the proposed deficiency. These efforts were
wholly unsuccessful until very recently. The only communication I
had received from the IRS since 1983 indicated receipt of my let-
ters requesting the above information, bills threatening collection
procedures and notices of intent to levy on my assets.”

The IRS said that it had sent us a certified letter containing the
required notice of deficiency 8 weeks before the statute of limita-
tions ran out. We never received such notice and our accountant
never received such notice, and we tried repeatedly to get the IRS
to show us a copy-of the notice and prove that it was mailed. It
would not. We tried to get the IRS to give us the number of the
certified letter so that we could go to the postal records ourselves
and try to trace it. The IRS did not respond.

We tried again and again to get the IRS to check into it and re-
solve it. We had been doing that from the day we first received the
tax bill. Their attitude was simply to ignore us.

If they had gone to the postal records to find out what had hap-
pened to the certified letter the whole thing could have been avoid-
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ed and my husband would be alive. But they would not. Alex is
dead because of the IRS’s arrogance and incompetence.

After 2 years we finally received a copy of the notice of deficien-
cy in 1985. In 1987, after a 4-year wait, the IRS sent us a copy of its
only proof of mailing—a certified mail list showing that the notice
was mailed at a post office in San Francisco on April 15, 1983. But
the IRS’s mail list had our address wrong. That explained to us
w(}m we never received the notice. The IRS had sent it to the wrong
address.

We argued in court that the IRS could have found out what hap-
pened to the notice by going to the gost office and looking at its
certified mail records. It did not do this, despite our repeated gue-
ries starting in October of 1983. By the time the IRS bothered to
check the post office had destroyed the records.

The IRS argued that we should have known that an assessment
was likely and that we should have notified them. This is absurd,
and the Judge agreed, saying the law does not tpl&me upon plaintiffs
the burden of hounding the IRS for delivery of a possible notice of
deficiency.

Some of my friends and relatives think that I should be happy
that I have accomplished what Alex wanted me to accomplish—I
beat the IRS. They ask, “Wh don’t you %{) on with your life and be
a happy woman?"’ It is not that simple. Right now I'm fighting for
my financial life. My legal fees were close to $70,000, and I still
owe my attorneys about $14,000 plus interest even though the
court ordered in August of 1989 the IRS to pay $27,900. The IRS
dropped the appeal of this order in December, and the check final-
ly came a few days ago.

What if Alex and I had not had the money to hire attorneys to
begin with? If you are poor, what do {you do? There is something
wrong when the IRS can accuse you of something and assume you
are guilty and destroy your life. Aren’t you supposed to be innocent
until proven guilty?

The damage to my credit continues even though the court made
the IRS remove the lien. The ille%al tax lien is still on my credit
report. I thought that since the IRS put these tax liens on my
credit report, when the lien was released, they would have it re-
moved. It does not work that way..It is my responsibility. The
credit bureau said that there is no way I can get the lien off of my
credit report, that it stays there for 7 years. All I can do is attach a
statement to the report trying to explain what happened. So I am
still feeling the effects of the IRS’s action against us, even though I
beat the IRS in court.

The IRS should not be in the position to say to the taxpag'er you
are guilty of this and the taxpayer should not be put in the posi-
tion of spending every dime that they have to prove that they are
innocent. Look what 1 have been through to prove my innocence.
You talk about winning battles; look at the battles I have won. But
I lost the war because my husband is dead.

1 should feel some satisfaction that I beat the IRS, that I got a
$27,900 check to pay a portion of my attorney fees. I do not feel
good about any of it. I feel very cheated.

I feel cheated of my rights as a citizen. I feel cheated of growing
old with the man I love. I lost my best friend. I now have to start a



20

new life and a new career at the age where I should be able to
enf'oy my children and my grandchildren.
worked for 20 years as a professional, but I have not been in
the job market since 1982. Our children have no father, only the
emotional devastation left in their life to try and deal with. Our
grandchildren have no “Pop.” That is the name they used for the
grandfather that they loved dearly. Our granddaughter thinks that
er pop got sick and died. How do you explain the IRS and suicide
to a 5-year-old? It seems to me that somebody has to be held ac-
countab.e for this destruction to me and to my family.

Yet, I am told I cannot sue the IRS for damages, economical or
?ersonal. How do you put a price tag on a life? I cannot sue them
t%r thelilllegal tax lien they put on us. I had no rights. The IRS has

em all.

People ask me why I do this, because it devastates me every time
I go through this. All I can say is I thought that beating the IRS
would give some meaning to Alex’'s death, but it hasn’t.

Senator PrRYoR. Mr. Keating, I wonder if it might be appropriate
for you to complete Mrs. Council’'s statement if she would like you
to do this. Would you like to do this?

Mr. KEAaTING. She has one more sentence and I think she would
like to finish it. Thank you.

Mrs. CounciL. There has to be something done to control the
IRS, to keep it from destroying people’s lives. And I really believe
that if enough little people like me keep coming forward, then
there are going to have to be some changes made.

Thank you.

Senator PrYor. Mrs. Council, we appreciate your courage.

Is the tax lien still on your credit report?

Mrs. CounciL. It shows on my credit report. It shows released.
But it will be on my credit report for 7 years and there is no way
to have it removed. So every time I have to go through something
that involves credit I have to explain to people. Automatically, if
someone sees that you have a $300,000 tax lien against you by the
IRS, they are immediately suspicious of you, regardless of the cir-
cumstances.

Senator Pryor. This lien was placed on your account and your
ass:;,s with no notice by the Internal Revenue Service; is this cor-
rec

Mrs. CounciL. They passed——

Mr. KeaTIiNG. As | understanding it, Mr. Chairman—Kay can
correct me if I am wrong—there were notices over many years. The
problem is that the Councils responded to these notices repeatedly
and never got any action out of the Agency. So the Councils gave
the IRS more than enough notice that there was a mistake here,
E:l: the Agency never took the steps necessary to correct the mis-

es,

Senator PrYoR. Mrs. Council, in your heart, do you think that
the statute of limitations had run against ggu and your husband;
and do you think that someone at the IRS intentionally issued
these liens against you knowinPRfull well that the statute had run?

Mrs. Councir. I think the IRS knew from the very beginning
that they were wrong. Why did the% go for 4 years and basically
ignore our repeated attempts to get this thing resolved? Why didn't
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they come in and take the assets that we had? Why did they do
nothing for 4 years? -

Senator PrYOR. You were ultimately, by the Federal courts, ex-
onerated; is this correct?

Mrs. Councit. Yes, that is correct.

Senator PrYorR. How much money did it take you to clear your
name, financially?

Mrs. CounciL. About $70,000 from the day my husband died.
Prior to that there were other expenses.

Senator Pryor. I see. Mrs. Council, we thank you. I may have
one or two more.
d'[’Iihe prepared statement of Mrs. Council appears in the appen-

ix.

Senator Pryor. Mr. David Keating, who is with the National
Taxpayers Union, has been a long-time supporter of the Taxpayers’
Bill of Rights concept. Mr. Keating, we would enjoy hearing your
statement at this time.

STATEMENT OF DAVID L. KEATING, EXECUTIVE VICE .
PRESIDENT, NATIONAL TAXPAYERS UNION, WASHINGTON, DC

Mr. KeaTiNg. Mr. Chairman, thank you for the invitation to
appear today before your Subcommittee. I would like to-briefly
read from a letter that Alex Council sent to his legislators in the
Congress almost 2 years ago to the day. He sent a copy of it—-—

Senator PrYor. And Mr. Council is the——

Mr. KeaTiNG. Kay’s husband and he was an NTU member. He
wrote to his representative, Stephen Neal, at the time, and his two
Senators sayinilhe stron%} supported the Ombudsman Taxpayers’
Bill of Rights. He said, ‘“This bill certainly needs to be passed into
law. We are the individuals who have given the IRS this power.
Yet, their actions are at many times unbelievably horrible. Taxpay-
ers deserve the protections offered in this legislation.” He briefly
recounted his case to his legislators and closed his letter saying,
“fl?%gas}f give your first attention to helping pass the Taxpayers’ Bill
of Rights.”

Senator PrYorR. How long after that letter was written did he
take his life?

Mr. KeaTing. Two months.

Senator Pryor. Thank you.

Mr. KeaTING. Senator Pryor, you and the Members of the Fi-

nance Committee and other Members of the Congress that worked
for the Taxpayers’ Bill of Rights should be proud of what you have
done. It is the first time Congress has ever provided a substantial
e);ggre\gion of rights for taxpayers. It was long overdue and much
n .
The Commissioner this morning claimed—and I think falsely—
that taxpayers have more rights in dealing with the IRS than any
other Agency. What he did not say is that the IRS has more powers
than any other Agency of any Government in the United States.
Vge need to make sure those powers are exercised with the greatest
of care.

Now although the Taxpayers’ Bill of Rights does offer some very
important new protections for taxpayers, the job is far from com-
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plete. In fact, I have serious doubts that had it been in effect in
1980 that it would have prevented this tragedy. If it had been in
effect, I think Kay would have had a very small chance of success-
fully suing the IRS for damages.

Senator Pryor, your original bill would have allowed taxpayers
to sue for damages if any employee of the Internal Revenue Service
carelessly, recklessly, or intentionalli; disregarded any provision of
the tax law. As the bill pro‘%’ressed through the Congress the word
“carelessly” was dropped. Was the IRS treatment of the Council
familr careless and negligent? Absolutely. Was it reckless or inten-
tional? We do not know. It is"a very difficult standard of proof to
meet in a courtroom.

During the 1980's Congress has passed many new penalties on
taxpayers and tax preparers for not getting the &%b done right. Yet
incredibly Congress still does not require the IRS to exercise rea-
sonable caution in using its vast array of enforcement powers,

Now as Kay Council’'s case showed, taxpayers can suffer enor-
mous financial damages even when they win. Kay was fortunate to
receive an award for attorneys fees for her case. The law that was
changed in the last 10 years allowed her to do that. But the fee
award does not come close to paying her total costs. She still owes
tens of thousands of dollars.

Does Congress want to say to future Kay Council’s that they'll
have to pay through the nose for the legal help to fight a careless,
incompetent or abusive IRS? I hope not.

To protect taxpayers from enormous financial losses when they
are innocent, we strongly urge that the outdated $76 an hour cap
for attorneys fees be raised or eliminated. I do not know where you
can hire a competent tax counsel in the United States for $75 an
hour. You can arelir get a Eood tax preparer for that charge. The
cgllxrtfwould still be limited by only being allowed to award reason-
able faes.

There are three laws on the books—the Federal Tort Claims Act,
the Anti-Injunction Act, and the Declaratory Relief Act—that
alrr}x}ost completely keep taxpayers out of the courts to enforce their
rights,

Senator Pryor, the National Taxpayers Union calls these three
laws the Berlin Wall against taxpayers’ rights. Your bill helped
open some narrow parsages through that wall. Mr. Chairman, I
think it is time we took that wall down. Allowing such limited law-
suits would make the IRS more accountable and make the Agency
more likely to operate in a lawful fashion. It will help preserve fair
treatment of innocent taxpayers.

Mr. Chairman, the job of protecting the taxpayers’ rights will
never end. That is why we are so grateful to you for holding these
hearings today and for asking the GAO to review the implementa-
tion of the Taxpayers' Bill of Rights. There has been much progress
made in the last 3 years and ﬁou deserve a great share—indeed,
the lion’s share—of the credit. But we still need more legal protec-
tions for taxpayers. Continuing aggressive oversight by your Sub-
committee and the other committees in the Congress is absolutely
essential to ensure that the IRS properly implements the law.

You have made a great start, Mr. Chairman; and I urge you to
continue this important work.



23

Senator PrYor. Mr. Keating, I want to thank you; and I want to
also thank you for your compliment. However, as long as there is
one Alex and Kay Council case and miscarriage of justice in this
country, none of us are doing our job.

Let me also state, and I wish that the Commissioner had been
present when I finally had this confirmed, that this particular wit-
ness, Kay Council, was very courageous and brave to come forward.
She was intimidated by the Internal Revenue Service when the
learned that she might appear at this particular hearing. The I
called Mrs. Council directly by phone asking her to sign a waiver.
The waiver actually amounts to the Service taking all of her tax
forms in the past 15 years to allow anyone to go over them.

The second form of intimidation to Mrs. Council occurred yester-
day. An IRS agent or someone who is employed by the Internal
Revenue Service called two networks, or when asked about the
Council matter, said, ‘“Well, you know, Mrs. Council and Mr. Coun-
cil had other tax matters.” If that is the case, they have broken the
law. They have broken the law of confidentiality and furthermore,
they have discredited the Internal Revenue Service’s relationship
with an individual taxpayer. Finally, under the Rules of Evidence,
had there been any other areas of tax problems in the past, not
only were they irrelevant to this particular case, they were imma-
terial to this particular case; and I consider this to be a gross viola-
tiox: hqf confidentiality breaking and I will do some further checking
on this.

This is contemptible behavior on the part of the Internal Reve-
nue Service and we will not permit it.

Mrs. Council, Mr. Keating, I want to thank the both of you. If
either of you have any summation or rebuttal or further state-
ments we would hear from you now.

Mr. KeaTING. Mr. Chairman, I think what you just said about
the IRS is enlightening and very disappointing. I heard the same
stories, A network did call me to tell me the same story. And I
think it is disgusting. It is illegal and it has no relevance to this
case at all. I think the IRS, not the Commissioner, but somebody in
the Agency somehow thinks this is good public relations. Well they
are wrong.

Good public relations would be for the Commissioner to issue an
apology to Kay Council, an apology to her family, and all other tax-
g:yers who have been wronged by the IRS. I hope an apology will

forthcoming someday.

Thank you.

Senator PrRYOR. Mr. Keating, thank you.

Thank you very much, Mrs. Council.

Mrs. Councir. Thank you.

Senator PRYOR. Mr. John F. Connor, Revenue Officer from Phila-
delphia, PA. Mr. Connor, we welcome you this morninﬁ and I want

ou to know _how courageous I think I;,'ou are to come here today. I

now that none of your superiors in Philadelphia or anywhere else
encouraged you. In fact, I imagine it would be reverse encourage-
ment when they held that you might want to talk about the collec-
tion process and some of the things that are going on.

It 18 very difficult for us to get before this committee present em-
ployees—agents or officers—of the Internal Revenue Service to tell
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us what it is really like. For that we salute you and we look for-
ward to your statement this morning.

STATEMENT OF JOHN F. CONNOR, REVENUE OFFICER GS-1169-12,
PHILADELPHIA DISTRICT OFFICE, INTERNAL REVENUE SERV-
ICE, PHILADELPHIA, PA

Mr. ConNoR. Thank you, Senator. My name is John F. Connor. 1
am a Grade 12 Revenue Officer in the Philadelphia District. I am
currently assigned to Group 11 in the District Office at 600 Arch
Street in Philadelphia.

I come before you today out of concern for what has become an
intolerable state of affairs in tl:2 Collection Divir'on in the Phila-
delphia District. I am convinced that the critical elements which
the IRS now uses to measure the performance of revenue officers
are actually being used to the ultimate harm of both the IRS col-
lection personnel and the American public.

The requirements imposed by the critical elements are impossi-
ble to meet. It is a 58 point checklist in outline form and many of
the headings merely refer to Sections of the Internal Revenue
Manual. The IRS Quality Collection Measurement System (CQMS)
applies the critical elements with draconian rigor when reviewing
cases.

That means, for example, that a revenue officer can collect full
payment. But if he neglects to document in his case file that he ac-
tually asked for the full payment, CQMS will make a negative find-
ing. Initially, this whole process of CQMS and their findings may
mean no merit pay increase for management and ultimately it can
mean the employee is fired.

The volume and complexity of the critical elements results in
what | have nicknamed the “bull’s eye effect.” Since the elements
are virtually impossible to meet, the employee is continually at
risk, vulnerable to adverse findings in a work performance review,
thus there is a huge bull’s eye placed on his or her back. In turn,
there is pressure to put that bull’s eye on the taxpayer’s back.

CQMS- uses these critical elements to generate statistics which
measure the performance within the District. These same statistics
form the basis of the IRS’s merit pay system. In this way, the bull's
eye effect originates at the highest level of management where it
can be freely used as desired throughout the chain of command
u.nlt{il everyone within the collection network lives and works at
risk.

With the critical elements, the collection mission is radically
skewed towards meeting a set of performance standards. The busi-
ness of fairness, integrity, public confidence and collecting the
proper tax becomes a function of a system of measurement when
rightly it should be the other way around.

here is no more drastic example of the deleterious effects of this
inversion than when collection personnel actually meet with the
public. Given the rigor with which the CQMS applies the critical
elements to collection personnel, those personnel can hardly escape
bringing that same rigor to their encounters with the taxpayers.
CQMS checklists are routinely put in all tax cases to guarantee
total compliance by IRS personnel with the standards. And you
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must remember, Senator, someone’s merit pay hangs in the bal-
ance.

This strict application of the critical elements as the only war-
ranted means of solving the delinquency in the field is the cu degra
in a method of administrating the tax law that inevitably reduces
itself to locating the bull's eye. What used to be an obsession of
production within the IRS has been replaced with an obsession
with the measurement of that production. The result is supposed to
be %uality. But as you can see, that is not the case. Mission has
yielded to method and tax administration has yielded to a continu-
ous scrambling for self-preservation; and the American people are
the losers. .

In the book of Matthew there is a story about a spirit who has
been exorcised and has nowhere to go and wanders looking for a
home. He returns to the man whom he originally possessed and
finds the man clean and in order. The spirit then gets seven other
spirits more evil than he and repossesses the man. The scripture
;:_on:l’gded. “The last state of that man becomes worse than the
irst.

To a great degree, I think that is what has happened with the
IRS. In its attempt to cleanse itself with an emphasis on quality,
they are reverting to an emphasis upon statistical measurements
and production that is worse than ever before.
to('il‘hank you for giving me the opportunity to appear before you

ay.

Senator PrRYor. Thank you, sir, Mr. Connor. We appreciate your
attending this hearinqt ay.

What has all of this new system done to the employee morale?

Mr. ConNoR. It has devastated the morale, sir. It has devastated
the morale because of a confluence of different elements. Number
one, these criteria are impossible to meet. I point out Part D——

Number one, before I even begin with what the actual criteria
are, there are eight critical elements here—and I emphasize the
word “critical.” And there are enough points under these elements
that we can say there are 58 critical aspects. Our entire job, sir, is
measured by critical aspects. Everything we do is critical.

And I ask anyone in this room, what job can be—what ljob—we
are not air traftic controllers. You know, we do not have a rflanes
flying around that we have to direct. What job could everything be
critical? Everything. And I noticed the gentleman who sat to the
left of the Commissioner—I do not know what his name was—but
he talked about the revision of the performance standards. And I
will get back to your question, sir, but this—he—there was a little
cue word he threw out there that maybe you had missed. But he
used the word ‘“critical”’ again. And I guarantee you, sir, when
those new performancé sta.idards come out, everyone of them is
going to be critical. There is no room to breathe.

The Frankenstein—this is a Frankenstein. When the new one
comes you may see the bulging electrodes removed and you may
see the scars on the face covered up, but I guarantee you, sir, if you
look, it is going to be the same Frankenstein. .

Senator PrYOR. Is this another quota system?

Mr. ConNNoOR. It is exactly that, only it does not—before we began
this, the quality system, collection groups actually operated on a
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numerical formula. For every four staff hours spent on direct time,
it was called—it was the delinquency where the taxpayer owes
money or where there was an unfiled return. That is called direct
time, both those cases. For every four staff hours, which they could
measure from your daily, because every day we turn in a report
itemizing how much time we spend and where we spend it. Every
four staff hours, sir, had to produce one closed unit.

They had a numerical formula—2.5. At the group meetinﬁz we
are always told you are either in or out of formula. We are below
the rates; we are below the norms; we have to get up; get the clos-
ings; get the closings; get the closings.

n{;ator Pryor, Now when you say a closing, what does that
mean?

Mr. ConNoOR. Well, let's take for instance a man is delinquent for
four quarters in his payroll taxes—the first, second, third and
fourth of, say, 1989—if I were to close the first quarter, say, collect
full payment on the first quarter, that would be a closing. If I
closed out an investigation that required me to secure returns—it
may be ten returns—that is a closing. So it was actually a closing
of a specific delinquent unit. The case file may still be open be-
cause there may be other delinquent units within the case file.

But we do not do that anymore. All the kings horses and all the
kings men did a great job putting a lot of Humpty Dumptys togeth-
er; and that is what we were measured on. But somewhere along
the line someone say, you know, these Humpty Dumptys, lots of
them are ggtting put together but you're not putting them together
too good. So now the buzz word is quality. But all the kings horses
and all the kings men are still measured on how the quality is.

Fifty-eight aspects to measure quality. You can’t measure ?uality
like this. Quality in a sense is an art form. It is anything well done.
It is very close to art. You cannot jam quality or jam a system that
tries to measure it, and especially a system that gives no leadway—
none, no leadway. You collect full pay—I forget the document—you
can an “N”—no, you did not meet the critical point.

So we are now trying to do quality work, but what does that
mean. It means conformance with 58 points. No one looks at the
end result. Did you collect the tax? Who cares? Did you drive the
guy into bankruptcy? It doesn’t really matter. But did you do ev-
erything here so that someone 400 miles away can look at your
case file and sit down and take this sheet and go boom, boom,
boom, boom, boom, boom, boom—80 percent.

And he also said, sir, that—he made a very nuance statement,
the gentleman sitting to the left of the Commissioner. He said sta-
tistics are not maintained at individual level. That is true in one
sense. CQMS does not—their statistics that they send back to the
groups do not say, John Connor has a 76 percent error rate in the
element of document. But it does say that Group 11 does. The sta-
tila)stic: are maintained to the group level. That is what CQMS is all
about.

The other reason that—and this gets back to your original ques-
tion, where it really impacts on the individual revenue officer, be-
causa you see there is a double system of measurement that goes
along simultaneously. The CQMS is continuously going on. Every
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time cases are closed or pulled, some cases are pulled and sent to
CQMS and they generate these statistics.

Along with that, revenue officers are reviewed quarterly by their
gzoup manager. You are told, bring in these cases—boom, boom,

om, boom, boom. You take them in. The group manager gets out
the same list CQMS uses and he is required to take the same inter-
pretation that CQMS does. He says if it is not there, you did not do
it. But I collected—look I collected that period. But you didn’t docu-
ment you asked for the money. Boom, negative finding.

All this boils down to, if you miss two fpoints under anyone
aspect and then miss two more points out of 58 points out of an-
other aspect, in other words, you miss four points out of 58, the In-
ternal Revenue Service has the Kower to befin an action against
the employee that may result in his dismissal. It is called a “coun-
seling memo.” The next is a 60-day letter in which you get an op-
portunity to change your act around and that changing the act
around hinges on did you do all this.

Senator Pryor. Not whether you——

Mr. CoNNOR. So you want—that is rifht.

Senator Pryor. Not whether you collected the sum owed to the
Government? That was immaterial, right?

Mr. ConnoR. That is right. And you are being judged many times
by managers who have a tenth of the field experience that you do.

You wonder why the morale is bad. Look at Part D, critical ele-
ment, Protection of Government’s Interest; 7. Enforcement Proce-
dures Used Appropriately; Lien Refile Deter:uined. I want to draw
attention to two words. One, appropriate. Lie:. Refile Determina-
tion, When Appropriate; Levy Action Taken, When Appropriate.

And there 18 also a metronome. I forgot to bring that little ele-
ment in. If you have ever seen anybody try to learn to play the

iano, the metronome, the little hand comes out and, tick, tick,

eeps the time. Time frames are built into all this, sir. That if you
do not do it within a certain amount of time, even if you do it later
on, boom, you missed. Bump. Negative finding.

Senator PRYOR. Let me ask you one final question. We have an-
other panel that is waiting. Your testimony has been fascinating.
You heard Mrs. Council a few moments ago. I think you were in
the hearing room. Is that correct?

Mr. ConNor. Uh-huh.

Senator PrYorR. What happened in that case?

Mr. ConNoR. I wasn’t very sure of the particulars. Did the field
personnel come out? .

Senator Pryor. Pardon?

Mr. ConnNoR. Did the field personnel actually get involved? I
couldn’t really hear all the particulars, sir. I am not familiar with
the particulars.

Senator PryoRr. All right. I will withdraw that then.

Let me ask this: If those liens were placed against her property
and her assets, was this basically someone within the Service that
felt the pressure to do this from above? ;

Mr. ConNoOR. Well not necessarily. The determination—-—

Senator PrYoR. I am talking about illegal liens and many with-
out notice and without hearings.
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Mr. ConNoR. I cannot really say that that is why they did it. It
could have been done out of ignorance. But I know that you have
to check the computer. And if there is a coding in there—504—that
means, at least according to the system, the fourth notice was sent
out. And that is what is required by the Taxpayers’ Bill of Rights
before liens are filed.

So systematically, I could go in—in other words, I say, do I have
a right to file a lien on this case. I go in the computer, I punch in, I
full up the delinquent period. I go to the last page of the print and

see 504 and the date. I count 30 days and technically I am al-
lowed to file a lien. But there could be a systemic—they may have
never gotten that notice, I mean, it went out according to the
?ysbem and by law then we are allowed to proceed then and file the

len.

Senator Pryor. They went for a period of years trying to get the
IRS to produce that notice or some copy or facsimile or some proof
that they had actually sent the notice. It is my understanding that
after about a 2 or 3 year wait, that when the proof of the notice
was given to the Councils and the actual address on the notice was
in fact a wrong address.

Mr. ConNoR. Well, that is right. There could have——

Senator PRYorR. We won’t go into that. Let me just say this, I
want to thank you. I heard a story——

l:dll;.l (?’ONNOR. Could I just say a few words, just to sum up real
quickly?

Senator PrYOR. Yes.

Mr. ConNoOR. Rules, regulations, statutory requirements, that is
all fine. When the tapping, the general rapping at the door comes
and it is the IRS collection a%ent, there is a great opportunity, sir,
to equalize any discrepancy. The interaction of the regulatory, stat-
utory with the human. We get right into their lives. We sit in their
living rooms. We sit at their kitchen tables. We do all that. There
is a great chance, a great opportunity for justice to occur. It is
never going to occur if field personnel are required to operate
under this.

You are asking the pianist to play a piece by Beethoven in a
slir%ijht jacket. It cannot be done. This has to be dismantled com-
pletely.

Sena‘or PrRYOR. You are saying, I think, I do not want to speak
for you, that there has got to be a human element that the collec-
tion agent has to be given sufficient——

Mr. ConnoRr. Latitude.

Senator PryYOR [continuing]. Latitude or options in dealing with
that person when you are in their living room or kitchen in trying
to work out their taxes.

Mr. ConnoR. If you hire Grade 12 revenue officers, somewhere
along the line Jou will have to have confidence that they know
what they are doing. You will have to give them the chance to do
%hat. You cannot regulate their existence and their lives by this

unacy.

Senator PrRYOR. I want to thank you. I heard a story about you
this morning, Mr. Connor. I hope it is all right if I repeat it in
public. I hear that we have something in common—that you have
three sons. Evidently, mine are a lot older than yours. But I heard
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that your sons, when told you were coming to testify about your
work and maybe even about the system, were afraid that you were
going to go to jail. Is that correct?

Mr. ConNoOR. Yes, they expressed that concern, sir.

Senator Pryor. Well I must say——

Mr. ConNoR. I had to reassure them daddy will be home Friday
night. At least I hope I will.

nator PRYOR. | also want to say that my three sons, since 1
have been involved in the investigation of IRS, feel that I also am
going to wind up in jail. So we do have that in common.

fo Connor, we owe you a debt of gratitude. Thank you very
much.

Mr. Connor. Thank you very much.

Senator PrYor. We salute you for coming.

gl;he prepared statement of Mr. Connor appears in the appendix.]

nator PRYOR. I am going to call our final panel. This is a very
fine panel. Mr. Harvey Shulman, general counsel, National Asso-
ciation of Computer Consultant Businesses; Mr. David Burton,
manager of Tax Policy Center, U.S. Chamber of Commerce; Mr.
John Motley, III, the vice president of Federal Government rela-
tions, NFIB, that is the National Federation of Independent Busi-
ness; and Mr. Gerald Portner, partner, Peat Marwick & Mitchel in
Washington, DC.

All of you gentlemen, or most of you, I should say, have testified
before this committee before. And I might say for the record that
all of you have been very, very help and instrumental in helping us
in the past 2 or 3 years to shape the Taxpayers’ Bill of Rights. This
hearing today is a hearing to see how we are coming on that imple-
mentation. We look forward to your statements. We will attempt to
have a 5 minute limit on each opening statement and then we will
have some questions,

Let's see, I will call then at this time on Mr. Shulman first. Mr.
Shulman, we welcome you to our committee this morning.

STATEMENT OF HARVEY J. SHULMAN, GENERAL COUNSEL, NA-
TIONAL ASSOCIATION OF COMPUTER CONSULTANT BUSINESS.
ES, WASHINGTON, DC

Mr. SHuLMAN. Thank you, Senator. I am accompanied in the au-
dience by Mr. Bjorn Nordemo from Massachusetts, the President of
our Association.

Senator PrYor. Thank you, sir.

Mr. SHuLMAN. Unfortunately, for too many firms, particularly in
our business—the technical services business—the axpa{ere’ Bill
of Rights has really become a Taxpayers’ Bill of Wrongs. I listened
to the Commissioner this morninF and I honestly believe that his
attitude is the attitude that you intended the legislation to create
throughout the Service. But his explanations, unfortunately, are
not the reality of what is happening out there.

Senator Kerry's letter brought te- your attention instances of vio-
lations in Massachusetts and New Hampshire. I can sit here today
and tell you that it is also happening in Maryland, in California, in
Minnesota, in Missouri; and not just once, and not just twice, but
dozens of times. I have personally, personally, heard an IRS

35-256 - 90 - 2
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agent—who happened to be on a speaker phone—meeting with one
of my clients. The agent came in off the street to a small busi-
ness—no appointment, no letter—showed an I.D. to a receptionist
and terrified the person, basically. Asked to see the President of
the company and did not give anyone present Publication No. 1.

The taxpayer—and I am listening to all of this—the taxpayer
asked, “Don’t I have any rights?”’ The IRS said, “Well, no. This is
only a compliance check in the employment tax area. This is not
an audit; it is a compliance check.” “Well aren’t there any proce-
dures? Or don't I need to be given anything?”’ “No, we're just doing
a compliance check here.” The agent immediately on the spot
wl']an to see 1099's and W-2s going back 3 years—right then and
there.

When the taxpayer said, “Well I would like a written request for
the documents. We will fully cooperate, but we would like a writ-
ten request,” the agent took out the badge and said, “This is all I
need to request the documents. If you would like to write it down
what I want so you have a list of them, you can do that. But I do
not need a letter.”

When the taxpayer told the IRS official that some of the docu-
ments 2 and 3 })‘rears old were off the site, the agent said, “Well,
isn't there anything here that 1 can see right now?” When told no,
and asked to come back later after making an appointment and
sending a letter, the IRS employee said that she would report to
her supervisor that the taxpayer acted suspiciously because he re-
ft}x‘sed the oral request to produce the documents right then and
there.

Well, Senator, that is one story I have heard from our members
over and over and over again throughout this countgy. I ask you,
when you look at the Taxpayers' Bill of Rights—and listening to
Mrs. Council’s story—to think why that law is so critically impor-
tant to small businesses in particular. First, it is because your cus-
tomers and employees and contractors do not want to do business
with you if they think you may be in any trouble with the IRS.

Second, because the 20 question common law employment test is
so vague and difficult and unpredictable—as the IRS itself has con-
ceded over and over again—once the IRS officers get into an audit
they really do not know what to do. So the procedural prelimi-
naries, the Taxpayers' Bill of Rights, almost seem irrelevant.

And third, the amount of back tax liabilities for small businesses
is a death knell to small business. It puts you out of business, par-
ticular}ly in our industry. And that makes it all the more important
that a Taxpayers’ Bill of Rights be implemented strictly.

Now in my written testimony I have referred to what are the
IRS failin’Fs: (1) Failure to deliver Publication 1; (2) Unreasonable
delivery. They give it to you after they are sitting there and talk-
ing with you; and when the interview is over, then you find out
you had the right to tape record the interview and to talk to your
accountant or your lawyer and have that person present; (8) The
unreasonable time and place. You have referred to that; (4) The co-
ercive conduct during the interview. This whole notion of leads—*1
am h:.re';xot to do an audit, but to follow up a tip. I have a compli-
ance tip.

Senator PrYor. Now are you talking about the snitch program?
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Mr. SHuLMAN. The snitch program, Senator, is the tip of the ice-
berg. That snitch sheet, what it really shows, what it really shows
is the IRS at its worst in terms of doing a number of awful things.
They will come in off the street without a snitch sheet and try to
get you to turn in competitors or try to turn in other companies
who you think may be violating the law based on speculation and
rumor and innuendo: “You happen to use an independent contrac-
tor, you must be a law violator.’

The agent will remind you during these interviews—and this is
not once, this is many times—it is Kour burden as a taxpayer to
prove that you are right. It is not the IRS’s burden to prove that
you owe the taxes. It is your burden to prove that the IRS state-
ment that you owe the taxes is wrong.

There is one case, Senator, a small business in our Association,
they have spent 1,600 hours complying with requests for IRS infor-
mation and the audit isn’t even halfway over.

My time is up. I wish I could tell you more because I think, as
my testimony sets forth, you may have cleaned up part of the IRS
and we appreciate what you have done, but there is a long way to

go.
Senator Pryor. The full body of your statement is going to be
placed in the record, Mr. Shulman. I will have a couple of ques-
tions for the entirety of the panel in a few moments. We really ap-
preciate your contribution.
d_['Iihe prepared statement of Mr. Shulman appears in the appen-
ix.
Senator Pryor. I will call on Mr. David Burton at this time from
the U.S. Chamber of Commerce. Welcome.

STATEMENT OF DAVID R. BURTON, MANAGER, TAX POLICY
CENTER, UNITED STATES CHAMBER OF COMMERCE, WASHING-
TON, DC

Mr. BurtoN. Thank fyou, Mr. Chairman. My name is David
Burton. I am manager of the Tax Policy Center for the U.S. Cham-
ber of Commerce. We appreciate this opportunity to present the
Chamber’s views on the impact that the Ombudsman Taxpayers’
Bill of Rights is havin%lon the U.S.’s tax administration system and
on ways to improve the sometimes troubled relationship between
the IRS and the American taxpayer.

The Taxpayers’ Bill of Rights was landmark legislation. It was
the first legislation that strengthened the fundamental due process
rights accorded to the American taxpayer. The American taxpayer
is deeply in your debt, Mr. Chairman, for your tireless work to
overcome a combination of indifference and hostility. Your efforts
ultimateli' resulted in the Taxpayers’ Bill of Rights becoming law,
by its inclusion in the Technical Corrections Act of 1988.

Untold numbers of taxpayers have been helped by the legisla-
tion, but complaints about ineq}\\xities in the system are still
common; and the system remains highly burdensome to taxpayers.

In this statement I will provide the Chambers analysis o the
impact of the Taxpayers’ Bill of Rights and some thoughts about
how the tax administration system could be improved. We still get
plenty of phone calls complaining about compliance burdens, com-
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plexity, and substantive tax provisions. But telephone calls from
Chamber small business members facing immediate and unwar-
ranted levy have declined—declined substantially. And we at-
tribute that to the Taxpayers’ Bill of Rights.

First, the IRS management has been forced to confront and cor-
rect some of the more egregious abuses in the system as a result of
more aggressive congressional oversight. Second, the legislation
prohibits the use of quota systems for levies. And third, and we
think most important, the problem resolution office has been sub-
stantially strengthened.

According to the Office of Ombudsman, in calendar year 1989
15,445 applications for a taxpayer assistance order were filed. Of
those, the office determined that 6,680 did not involve a significant
hardshiﬁ, but that 8,765 did. Of the 6,600 that were not hardship
cases, the office says they helped 71 Kercent anyway. Of the re-
maining 8,700, 67 percent or about 5,870 were helped.

The interesting thing, though, is that only nine taxpayer assist-
ance orders were actually issued. And we are not quite sure wheth-
er that is because the collection officers, when faced with the prob-
lem resolution officer that has newfound authority and the ability
to stop in appropriate collection, just comply with the problem res-
olution officer’s wishes or if it is because the PROs are being insuf-
ficientlf' eéggressive representing taxpayers' problems.

The IRS 1s often attacked for its low audit rate. Recently it fell
below 1 percent. But we think these statistics are really pretty far
from the truth. In fact, the real statistical story is about the IRS
computer-generated notices and the agency Service Center pro-
gram. Through Service Center correspondence in 1988 18 million
returns were corrected. That comes to about 17 percent. We think
that a 17-pefcent correction and audit rate through the correspond-
ence from the Service Center is really quite high.

Moreover, there was over $6 billion in penalties assessed by the
IRS. On the other hand, 46 percent. of that amount was abated. Of
the IRS computerized notices that were sent out, somewhere be-
tween 9.1 percent and 45 ‘gercent, degending on whose numbers
you believe, were in error. We believe that those kind of error rates
are unacceptable.

Moreover, the simple fact that a penalty was paid does not mean
that the IRS was right. A recent Money magazine gallop poll
showed that 59 percent of taxpa;r'e:rs would not fight an incorrect
penalty if it was under $50 and 77 percent would not fight it if it
were under $100. -

There are a lot of ways that we can improve the law. I will run
through it quickly. The situation that Mr. Shulman discussed with
respect to independent contractors is a major problem. It is a prob-
lem for small businesses throughout the country, including tens of
thousands, perhaps hundreds of thousands of businesses. The prob-
lem there is that it is not simple to craft a solution to it. But the
Chamber has established a group to try to work through such a so-
lution and hope to have a recommendation to you soon.

The IRS cemputer system dates from the 1960’s, At this point it
is absolutely impossible for an IRS agent to bring up a taxpayer’s
file and figure out what their problem is in a way that almost any
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private business can do. There is a radical need to improve their
computer capability.

David Burnham in his book raises a number of issues about how
Section 6103 might be impeding the ability of the Congress and the
press to sufficiently oversee the IRS.

There is a very serious problem with the payroll tax deposit
system and we would like to work with you, Senator, and your
staff, to craft a simplification proposal on that front and we think
we have done something that might work out.

One other area that you recently held hearings on and, to which
we attach a great importance, is simplifying the pension system.
The pension system is to the point now where almost no one truly
understands it and small businesses simply cannot begin to comply
with it. There is a radical need for simplification there.

Thank you very much. ‘

Senator PrYOR. Thank you very much, Mr. Burton. We will put
the full text of your statement in the record. We appreciate your
being here and also your suggestions as to where we go from here.

ge e prepared statement of Mr. Burton al;g)ears in the appendix.]

nator PRYOR. Mr. John Motley of NFIB. John, thank you for
coming.

STATEMENT OF JOHN J. MOTLEY, 111, VICE PRESIDENT, FEDERAL
GOVERNMENTAL RELATIONS, NATIONAL FEDERATION OF IN-
DEPENDENT BUSINESS, WASHINGTON, DC

Mr. MortLey. Thank you, Senator. Thank you for inviting us on
behalf of NFIB's more than 560,000 members across the country.
We certainly appreciate the opportunity to comment on the Tax-
payers’ Bill of Rights.

irst of all, though, I think that we need to thank you for all of
the effort that you have put in over the years on this particular
problem, the attention that you have called to it, and the role that
¥ou played in getting the original Taxpayers' Bill of Rights enacted
nto law. We would also like to thank Xou for the role that you are
pla{'ing in the reauthorization of OIRA and solving the paperwork
problems faced by small business owners across the country.

There have been several positive results, from our standpoint,
from the enactment of the Taxpayers’ Bill of Rights in 1988, The
first is that when used promptly the summary of rights statement
that the IRS has to pass out seems to reduce the tension between
agents and small business taxpayers and gets them off on the right
foot. We think that is a very positive thing.

Second, a small business owner’s standpoint probably the most
important thing, is their ability to use a representative in dealing
with the IRS—their CPA or their tax attorney or someone else.

Unfortunately, the legislation enacted in 1988 has not solved all
of the Iproblems. And the largest problem that is remaining out
there, I think we can sum it up in one word, as you have heard
from the other witnesses, and that appears to be attitude—the atti-
“tude of the IRS and the attitude of IRS personnel.

I think an NFIB member from Florida who is also a CPA has
stated it best from our standpoint, and I would quote, “The spirit of
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the Taxpayers’ Bill of Rights has not trickled down to those who
have daily contact with the taxpayers.”

In addition to the attitude problems that I have mentioned, we
have uncovered other problems in canvassing some of NFIB mem-
bers who have had recent contact with the IRS. I would like to just
mention four of them. One, IRS still appears to view small business
owners as tax evaders or criminals and treat them as if they are
guilty until proven innocent. That attitude has not changed.

Number two, even though small business owners tend to feel
that using representatives is terribly important, they tell us rather
consistently that IRS discourages them from having a representa-
tive present, and indeed indicates that their audit might go with
more difficulty if someone else is present during the process.

Third, the ability of taxpayers to use installment plans to pay
overdue taxes and penalties is not being used in a way that would
make the system work much better. Requiring sudden payment of
taxes is very difficult from a small business standpoint and I think
not allowing more flexibility is something that the IRS is missing
out on. Because the object here is not to burden taxpayers but to
collect those past taxes.

And last, levies which are still used much too frequently from
our standpoint to collect taxes, and not used with a great deal of
forethought or consideration for the taxpayer.

NFIB believes that overall much of the friction that still exists
between small business taxpayers and the IRS is a result of the
still present confusion that is out there resulting from the complex-
ity of the tax laws. Here I would simply reiterate two areas that
have been mentioned by both witnesses before. One area of great
com(i)lexity is the payroll deposit rules and the other is the rules
for determining who independent contractors are.

Something is wrong with a system when one out of three employ-
ers are penalized each year for missing payroll tax deposits;
3,545,000 penalties were issued in 1988 and there are only 6 million
employers in the country, which means we are having several em-
ployers which have repeat penalties. Most disturbing is the fact
that half of the dollars fined these people are abated.

We believe that the system can be greatly simplified and we
z\}rlottld like to work with you and the committee to find a way to do

at.

In addition, the area of independent contractors is rapidly ap-

roaching, from our standpoint, the area of payroll tax deposits as

ing the number one complaint area for small business owners. It
is very difficult for small business owners to focus on the 20
common law rules that are used by IRS. These rules are treated
and interpreted differently across the country from region to
region. We believe that this is also an excellent target for future
simplification.

Thank you very much, Senator.

Senator PRYoR. Mr. Nfotley, we want to thank you for being here
and especially for the information that you have gleaned from your
membership out across the country. Those four areas that you
brou?ht to the committee this morning, that is fascinating to me;
and t{xank you. We are going to have a series of questions in a
moment.
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[The prepared statement of Mr. Motley appears in the appendix.]

Senator PrYor. We will call on our final witness. We have re-
served him to last because he has been able now to absorb all that
he has heard in the last 2 hours. There is no man in this country
that I admire and respect more than Mr. Gerald Portney. And 1
can tell you, without reservation, that during the drafting of the
Taxpayers' Bill of Rights and the compromises and the whole proc-
ess there is no one that I turned to more than-our next witness. We
are glad he is here today and he is committed to a fair tax system.

Mr. Gerald Portney, thank you for being with us.

STATEMENT OF GERALD G. PORTNEY, PARTNER, KPMG PEAT
-~ MARWICK, WASHINGTON, DC

Mr. PorTNEY. Thank you very much, Mr. Chairman, for those
comments and the opportunity to be here. But more im rtantlfr,
as a citizen I join the others in commending you wholeheartedly
f(ir your enormous contributions to the benefits of citizens every
place.

Senator Pryor. Thank you, sir,

Mr. PorTNEY. The notion of taxpayer rights not only not alien to
the mission of the Service, but I think if people would pause to look
at both, I think they will see that it is entirely consistent with the
mission of the Service, which is to collect the proper amount of rev-
enue which is due and owing to the U.S. Treasury, to treat people
. with fairness, respect and so forth.

And I think there is indeed a community of interest between the
administration of the tax system from the Government side and
the taxpayers and that communitly of interest is not sufficiently de-
fined and understood by both. So from that standpoint, I think that
tlt}t?trt is something that ought to be undertaken as a worthwhile
e o . "

Now while the Service is statutorily prevented from unauthor-
ized disclosure of taxpayer information, it is not prevented from
turning on the light in terms of what it does, why it does it and
how it does it. And it is certainly not precluded from being more
aggressive in its outreach at the local level, in talking more about
taxpayer rights and what the IRS is doing to protect those rights
before citizen groups, civic groups, and business groups. And I
might suggest, Mr. Chairman, another focus for that kind of an
effort is our students, before they become full-fledged taxpayers.

The town meetings which the Service has engaged in and the
surveys of customers, and taxpayers, are certainly laudable steps in
that direction. I think Commissioner Goldberg’s urging of the ex-
tension of the Commissioner’'s Advisory Group concept to be imple-
mented in the local levels around the countrgeis another important
steIp. But I think much, much more needs to be done.

am deeply troubled by the continuing characterization of the
IRS as the nation’s largest law enforcement agency. I think it is a
truly unfortunately characterization. And while the Internal Reve-
nue Service is probably not at fault for having created that label, it
frankly is not doing as much as it ought to shed that label. I think
that we need to find a way, and I think that the Service very much
needs to find a way, to be able to recast that characterization as
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the agency of Government which is principally responsible for ad-
ministering the tax system. .

The Service continues, unfortunately, to think and speak in ways
that are not helpful in this regard. For example, they continue to
make comparisons between enforcement versus service, and imply-
ing that they are mutually exclusive and perhaps somewhat con-
tradictory. Generally. in response to the issue of whether or not the
Service is doing a good job, I think that I would agree with others
to the effect that really final substantive judgments as to how they
are doing are somewhat premature. There is little, if any, data
available to measure changes in the way IRS business is done.

I think the exception is robabl%vthe problem resolution program
under the taxpayer ombudsman. With the exception of a few loca-
tions in the country, the system works well and I think the Service
has actually taken a more flexible approach in administering the
taxpayer ombudsman taxpayer assistance order area than the stat-
ute actually requires.

I think in retrospect the statutory requirement that for a taxpay-
er assistance order there be significant hardship was a truly unfor-
tunate one. It suggests, and is consistent with other parts of our
Tax Code, that as American taxpayers we are entitled to due hard-
ship. I think that that is an unfortunate approach to treating citi-
zens in this country. We should not be entitled to due hardship,
and only seek relief when the hardship becomes undue.

I think that at least from my standpoint there is still lacking a
true complaint system. You have to still meet certain criteria to
access the system, I will rush through the rest, but I do want to
make a point.

Senator PryoR. Certainly. Go for it, Mr. Portney.

Mr. PorTNEY. | just wanted to focus, as a last point, on a regula-
tion that was issued early this week. Not just because of what the
regulation says and how it says it, but because in the early stages
of very important legislation of which the Bill of Rights certainly
was and is, it tan be a preview of coming attractions. And this is
the regulation dealing with time and place of interview.

I think I just have several quick points I would like to make. The
first is that in the preliminary part of the summary, it states, and I
quote, “It ia the goal of these regulations to balance the conven-
ience of the taxpayer with the requirements of sound and effective
tax administration.” And I would respectfully suggest that maybe
the convenience of the taxpayer and sound and effective tax admin-
istration are not necessarily contradictory, at least in many, many
cases,

In the explanation of provisions, it suggests that special accom-
modations or any accommodations will not be made with regard to
seasonal problems. And I think what they are really talking about
here are conducting audits during the tax filing period when tax
preparers and taxpayers are meeting their responsibilities.

r. Chairman, it seems to me that the obligation to file tax re-
turns and to file them by April 15 is an obligation that was placed
by the U.S. Government. I think that obligation should be respect-
ed in terms of the Service’s attitude. The fact that th'gfy have sug-
gested that they will attempt to minimize adverse affects simply
suggests that that is about what they are willing to do. Now maybe
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they mean something else, but they did not say it—again, the di-
chotomy between the orderly administration of the tax system on
the one hand and the burdens of tax preparers on the other hand.

There are two areas that I just want to close with where I would
suggest that not only is the spirit of the law not being met, but I
suggest there may be a basis for saying that even the letter may
not be. In connection with those taxpayers whose place of business
is so small or virtually nonexistent that it would disrupt or even
close the business because of an examination, the Service has
taken this position: One, the taxpayer must make a written request
not to have it done there. I can accept the importance of a written
request.

t then goes on io say that they will verify the truth of that. And
it seems to me that they could have said it another way; i.e., where
appropriate. But it sounds to me like what the message is, taxpay-
ers, we do not trust you folks. And what we are going to do is after
you write us and tell us the situation, we are going to go back out
and check that. I think that that is extremely unfortunate.

It also seems to me this effects directly the very smallest kind of
business people. They have been told that, as a group, they will ex-
amined at an IRS office, not at their representative's office, not at
their home, not at some other convenient location.

I think the other two points, ver{ cl)tgckly, are, when it comes to
transferring a case to where it would be more convenient, the Serv-
ice says arbitrarily that there have to be 13 months left on the
statute or else it will require an extension.

And finally, in what I think is an unfortunate and gratuitous
further requirement they have imposed, they are saying that the
will not transfer a case to another District if that other District’s
resources are inadequate. And, Mr. Chairman, I do not have the
foggiest idea who is going to make that judgment, how a taxpayer
%g going to find a way to challenge that with anyone else up the .

ine. -

I think that in closing I would like to say that even after the re-
alistic budgets become a way of life, hopefully; even after systems
modernization comes into being; that perhaps the most important
task of all that faces us as citizens is going to remain—that is the
fundamental need to restructure the relationship between the tax
collector and the taxpayer.

I thank you again, sir, for this opportunity.

[The prepared statement of Mr. Portney appears in the appen-

ix.

Senator PRYOR. Mr. Portney, I know all of our witnesses this
morning know that you speak with authority because-you are a
former high ranking official with the Internal Revenue Service.
You give us a perspective from that side, in addition to you being
80 strong for the protection of the ri%hts of the taxpayer. I want to
thank you for coming as well as all of our witnesses.

We are going to have to close down in 6 or 6 minutes. Let me ask
this final question or two, if I might.

What are the—I can ask this probably to Mr. Motley and then
-we can go forward. What aspects of tax compliance are the number
one problem for small business today? What is the number one in
complying with the Tax Code?
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Mr. MotLEY. Well I think there is no doubt that it is the deposit
rules for Yayroll tax deposits. The figures I cited before, we only
have 5 million nonagricultural employers in the United States and
there are over 3.5 million penalties issued in a given year. You are
talking about, you know, people who are repeating time and time
again. I have to think that the reason for that is that the way the
fr_\g;es are written are very unrealistic and they need to be simpli-

ied.

Senator PrYorR. Any other further comments on that? Mr.
Burton, you represent business.

Mr. Burton. I would agree with that. The payroll tax deposit
system needs radical simplification and would say that the com-
plexity of the pension s{lstem and the independent contractor rules
are a close second and third.

Senator Pryor. All right.

Mr. Portney, I am wondering if you would like to venture into
the area of talking about the penalty reforms that we passed last
year. Is that going to make any difference? 1 never did feel that
those reforms in the area of penalties went far enough. What are
your feelings about that?

Mr. PorTNEY. I think, Mr. Chairman, that it was a giant step for-
ward. In all fairness, Congress helped create the problem. The
Service went ahead and added to the problem. Congress has turned
around—and I think that again special recognition should be ex-
tended to you,-Mr. Chairman, for having created a private sector
task force that was widely representative of all groups and that
came up with many suggestions for reform.

I think the final product was greatly enhanced by your task force
and also by the process which was followed by the Oversight Sub-
committee in the House, which also conducted an open process, Mr.
Chairman. They called it roundtables. You had a task force. You
were both doing the absolute right thing by getting the ideas, the
problems, the solutions, et cetera, before the rules were actually
changed. And I think that process was superb.

The Penalty Reform Bill, like the Taxpayers’ Bill of Rights, is
not absolutely perfect, but if it were it would have to go in the Gui-
ness Book of Records.

Senator PrYor. Thank you very much.

Mr. Shulman, do you have any final cornments? I am in a situa-
tion where I have to catch an airplane in the next few minutes. I
am headed to Little Rock. Anybody want to go to Little Rock this
afternoon.

Mr. SHULMAN. Senator, just in closing, I echo the other com-
ments. I think you are going to see—and I hope to God it does not
ﬁt to the point of tragedy—you are going to see more people like

rs. Council here in a few years with these employment tax
audits: the burden of proof, the way the Service is pushing that
against businesses, and the indev+~ndent contractor issue. Please do
not be fooled, Senator. The notion that the IRS is collecting taxes
that otherwise are not being paid is not the case.

_ In our industry, in the computer industry, they are collecting
taxes from companies who they reclassify as employers. They are
collecting employment taxes from these firms where the taxes in
95 percent of the cases have already been paid by the independent
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contractors. So there is a problem until you clear up the burden of
proof; and the definition of who is an independent contractor; and
finally give people peace of-mind-that an investigation or audit is
closed—because when these IRS employees walk out the door, ; ou
do not know whether they are going to come back and knock on
your door in 6 months and tell you the investigation is continuing,
which has happened in many of our cases, or you do not know
whether the matter has ended.

Senator PrYor. Mr. Shulman, thank you.

We want to thank all of our witnesses this morning—this panel
and all of the previous witnesses. This has been very educational
for me and hopefully constructive in the sense that we will know
where to proceed from here.

Thank you very much.

The meeting is adjourned.

[Whereupon, the hearing was adjourned at 11:55 a.m.]
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_ PrREPARED STATEMENT OF DAvID R. BURTON

I am David R. Burton, Manager of the Tax Policy Center for the U.S. Chamber of
Commerce. We appreciate this opportunity to present the Chamber's view on the
impact that the Omnibus Taxpayer Bill of Rights is having on the U.S.’s tax admin-
istration system and on ways to improve the sometimes troubled relationship be-
tween the Internal Revenue Service (IRS) and the American taxpayer.

The Taxpayer Bill of Rights was landmark legislation It was the first legislation
that strengthened the fundamental due process rights accorded to the American
taxpayer. The American taxpayer is deeplg in your debt, Mr. Chairman, for your
tireless work to overcome a combination of indifference and hostility. Your efforts
ultimately resulted in the Omnibus Taxpayer Bill of Rights Act becoming law by its
inclusion in the Technical and Miscellaneous Revenue Act of 1988.

Untold numbers of taxpayers have been helped by the legislation. But comflaints
about inequities in the system are still common and the system remains highly bur-
densome to taxpayers. In this statement, I will provide the Chamber’s analysis of
the impact of the Taxpayer Bill of Rights and some thoughts about how the tax ad-
ministration system could be improved.

THE IMPACT OF THE TAXPAYER BILL OF RIGHTS ~

Although it is still too early to reach a definitive conclusion, the Taxpayer Bill of
Rights appears to have had a major positive impact on the relationship between tax-
pawers and the IRS,

hile we still get plenty of telephone calls complaining about compliance bur-
dens, complexity and substantive tax provisions, telephone calls from Chamber
small business members facing immediate and unwarranted levy on their house or
business or similar serious problems have declined noticeably. While it is impossible
f'okble ct?‘rt:tin that the Taxpayer Bill of Rights is the cause for this decline, it seems
ikely that it is. ’

The Taxpayer Bill of Rights has helped in a number of ways. First, IRS manage-
ment has been forced to confront and correct some of the more egregious abuses in
the system as a result of more aggressive Congressional oversight. Second, the legis-
lation prohibits use of the quota system for levies and seizures. Thus collection offi-
cers are less likelly to feel pressure to make inarpro?riate or unjus'ified seizures.
Third, and probably most importantly, the authority of the Problem Resolution Offi-
cers (PROs) under the Office of Ombudsman was enhanced.

As of January 1, 1989, PROs have had the authority to, in effect, enjoin inappro-
priate IRS collection activity or to require a correction of an IRS mistake by issuing
a taxpayer assistance order if a taxpayer is suffering or is about to suffer a signifi-
cant hardship. According to the Office of Ombudsman, in calendar year 1989, 15,446
applications for a taxpayer assistance order were filed. Of those, the Office deter-
mined that 6,680 did not involve a “significant hardship” and 8,766 did. Of the
6,680, evidently 71 percent were helped by the Office anyway. Of the 8,765 present-
ing a significant hardship, 67 percent, or about 6,870, were helped, and the remain-
der were not helped either because the Jaw did not permit it or because after inves-
tigation it was determined that assistance was inapg‘ropriate. In all, only nine tax-
payer assistance orders were issued and only one of those nine was reversed.

ere is a need to determine whether the reason that so few taxpayer assistance
orders are being issued is because the PROs are not being aggressive enough on tax-
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payers' behalf or simplB because collection officers, knowing of the PROs’ greater
authority, do not resist PROs when they are correct.

The Taxpayer Bill of Rights has strengthened the procedural safeguards for tax-
payers when faced with a dispute with the IRS in a number of other ways. Some of
the major provisions of the legislation include a requirement that the Service pro-
vide a written statement to taxlfgyers about their rights when subject to an IRS
audit or collection matter. The IRS has complied with this requirement. The legisla-
tion enhanced taxpayer rights during an audit or examination interview, mandated
that IRS deficiency notices have more clarity and gave taxpayers the right to sue
the Federal Government for damages sustained because of unauthorized actions of
an IRS employee.

The law now requires the IRS to give a taxpayer 30 days notice of the agency’s
intention to levy, as’ogposed to the Frevious requirement of 10 days notice. More-
over, under the law, the IRS is required to offer an accelerated appeals process so
that taxpayers may challenge a levy on property that is considered to be essential to
a taxpayer's business. Other provisions provide taxpayers with further safeguards,
which ensure an administrative procedure for review of a lien notice filed in the
Public record. However, many of these procedural safeguards can be ignored if the

RS believes that the collection of tax is in jeopardy. -

The Chamber believes that these antiseizure measures are some of the more sig-
nificant procedural. safeguards for taxpayers who face a deficiency dispute with the
IRS. Thus, IRS implementation of these provisions should be closely scrutinized to
ensure IRS compliance, in practice, with the law.

STATISTICAL OVERVIEW OF THE PROBLEMS THAT TAXPAYERS FACE AND THE COMPLIANCE
PROCESS

The vast majority of individual and small business persons are honest, hardwork-

ing taxpayers, whose only fault may be bewilderment due to the crushing complex-
“ity of the tax law and the recordkeeping necessary to comply with the law.

According to its most recent Annual Report, the IRS processed more than 194 mil-
lion tax returns overall in 1988, including nearly 107 million individual returns in
that year as well. The IRS is often attacked for its low audit or examination per-
centages. The Wall Street Journal reported on March 28, 1990, that the number of
returns audited slumped to 985,000 in fiscal year 1989, which is merely 0.92 percent
of returns filed, or about one in every 109 returns. If these statistics were the com-
plete truth, then a belief that there is little likelihood of getting caught for tax eva-
sion would probably be reasonable. But these statistics are far from the truth.

The real statistical story is about IRS computer-generated notices and the agen-
cy's service center examination program. Through service center correspondence in
1988, 18 million returns were corrected, resulting in the assessment of tax and ren-
alties. Regarding all IRS enforcement matters that year, over 26.56 million penalties
were assessed for a total amount of $10.9 billion. Thus, almost 17 percent of returns
were “corrected.”” The fact that only a few were subject to a full audit does not
mean that the IRS is failing to monitor taxpayers’ returns.

Ironically, of the total penalties assessed in 1988, net penalties amounted to $6
billion, which works out to an abatement rate of 45 percent that year. Thus, it is
clear that a significant number of the penalties imposed through the IRS computer-
ized system are erroneous. IRS internal figures say that 9.1 percent of notices are in
error—almost one in ten. The General Accounting Office has found, according to
Money Magazine, that 47 percent of IRS letters to taxpayers are in error. These are
unacceptable error rates. Any private kiusiness with these kinds of error rates would
not be able to stay in business very long. And correcting these erroneous penalties
can be a major headache. Moreover, the mere fact that they were paid without pro-
test does not mean that they were accurately imposed. The expense and time in-
volved in fighting a penalty often outweighs the amount at stake. A recent Money
Magazine-Gallup poll showed that only 69 percent of taxpayers would fight an incor-
;&;c‘:)to penalty under $50 and only 77 percent would fight an incorrect penalty under

The Chamber hopes that taxpayer problems with tax penalties will decline be-
cause of the penalty reform provisions of the 1989 tax act. However, the abatement
statistics continue to highlight the problems facing taxpayers.

FURTHER REFORM STILL NB!DBD‘

The Chamber has identified a number of areas where the tax administration
sgswm should be improved. The remainder of this statement will address areas that
the Chamber believes need improvement.
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DAY-TO-DAY DEALINGS WITH THE IRS

When a taxpayer calls or writes to the IRS, he may or may not get someone who
is helpful. But even if he does, he has no right or practical ability to talk to the
same person again. Thus, the only person in the IRS with a knowledge of his case is
more often than not unavailable and the taxpayer has to start all over again. This
problem would, of course, be mitigated if the IRS had the same on-line computer
capability that all major private firms have. If they had this on-line capability, then
any IRS employee could pull up a taxpayer’s file and at the end of a conversation,
or as a result of correspondence, the taxpayer’s communication could be noted. This
would enable an IRS employee to ncte on the computer that: ‘Taxpayer called;
promised to send copy of canceled check to document payment of $311.12.” The com-
puter could then be instructed to cease additional dunning notices and further inap-
prorriate collection activity could be stopped. Presently, it is virtuallg‘ impossible to
deal with the same person twice and it is terribly difficult to “turn-off”’ the comput-
er.

Too much of the IRS's effort in the computer modernization area is devoted to
enhancing document matching capability and not enough is devoted to bringing the
taxpayer problem resolution capability from somewhere in the late 1960s into the
1990s. The IRS often makes this sound as if it is some kind of insurmountable task.
But every single major private corporation in America has this capability. It is
really a matter of either incompetence in the data processing management at the
IRS or an utter lack of interest in being better able to service taxpayer complaints.

PROFESSIONAL FEES

The Taxpayer Bill of Rights made it much easier for taxpayers to be reimbursed
for professional fees incurred as a result of inappropriate IRS actions. But there are
at least two ways in which the professional fee reimbursement aspects of present
law should be improved. First, section 7430(c) limits the recovery in most cases to
$75 per hour. Like it or not, most private attorneys in the U.S. charge rates in
excess of $75 per hour. Thus, a taxpayer is prevented by this provision from being
adequately reimbursed for his actual out-of-pocket expenses _to defend himself
against a proceeding that was, by definition, not substantially justified. Moreover,
even if the taxpayer substantially prevails with respect to the amount in controver-
sy or the most significant issue presented, the taxpayer has to prove that the IRS's

ition was ‘‘not substantially justified.” The IRS, and the government generally,
as a duty to the public to bring only litigation that is warranted. If the govern-
ment loses a case, that means that the courts have determined that the government
wrongly caused a taxpayer to undertake untold heartache and expense. In some
cases, the amount expended may almost ruin a taxpayer. The government’s re-
sources are virtually unlimited as compared to the taxpayer’s. The government does
not have, at present, sufficient restraint on its ability to litigate unwarranted cases.
Requiring the government to establish that its case was substantially justified if it
did not prevail would serve as a salutary check on its willingness to proceed with
marginal cases and would establish a certain parity between the taxpayer and the
government with respect to the financial costs of doubtful litigation.

DISCLOSURE OF IR8 INFORMATION

David Burnham, in his book A Law Unto Itself: Power, Politics and the IRS,
raises some troubling questions with respect to the operation of section 6103. As he
notes (beginning on page 311), section 6103 by preventing disclosure of tax return
information protects one of the most precious rights that Americans possess—the
right to privacy. But he argues that the provision has been used to undermine the
ability of Congress, the press and the public to adequately monitor the performance
of the IRS. It would seem that greater public scrutiny and Congressional oversight
of the internal workings of perhaps the most powerful agency in the government is
warranted. If it is determined that section 6103, as presently drafted, is in practice
unduly hindering the oversight capability of Con or the press, then revisiting
the lanﬁuage of 6103 would be in order. Certainly, all Americans would no doubt
agree that-the privacy of tax return data should remain inviolate. But it seems
equally clear that vigilant Congressional and press oversight of the IRS is an impor-
tant check on the ability and willingness of the IRS to abuse taxpayers.

PAYROLL TAX DEPOSIT 8YSTEM

roblem facing all business taxpayers is the &gyroll tax deposit system.

A major
urity taxes and withhold

These are tﬁe rules that require firms to deposit Social
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income tax with an authorized Federal depository. And these rules account for more
of the day to day disputes with the IRS than any others.

Payroll taxes are more likely to impose a higher relative compliance burden on
small businesses than other provisions of the Tax Code. For a small business, tax
compliance costs are likely to be disproportionately high relative to income and con-
sume a high amount of management time. Moreover, smaller businesses are often
more labor-intensive than larger businesses.

Tax ref‘ulations set out the procedures under which employers deposit payroll
taxes with an authorized Federal depository. Under the regulations, the frequency
by which an employer is r?:ired to deposit such taxes increases as the amount of
payroll deposits increases. Each month is divided into eight deposit periods, which
end on the 3rd, Tth, 11th, 15th, 19th, 22nd, 25th, and last day of evex?; month. To the
extent that an employer owes $3,000 or more in ‘Yayroll deposits at the end of any of
these deposit periods, that firm is required to deposit those taxes within three (3)
banking days. There are various other payroll deposit rules that are extremely com-
plex and that pose a sifniﬁcant burden on small and large businesses alike.

The Chamber strongly recommends that the overall payroll tax deposit system be
simplified. For small business, the Chamber recommends that the $3,000 threshold
described above be increased to $10,000. Thus, an employer would not be required to
make a payroll tax deposit during any of the ei%ht monthly deposit periods until
such time as the employer owes or has. collected $10,000 or more in payroll deposits.
This would reduce the frequency of deposit but would not address the root cause.

The Chamber has drafted an alternative payroll tax deposit system that would
base the frequency of payroll deposits during a month on the number of persons
émployed b?/ the business. Thus, all a firm would have to keep track of to determine
how often its payroll taxes must be depcsited would be the number of employees.
The deposits, under our proposal, would e due on easy-to-remember dates such as
the end of the month or middle of the munth. Larger firms would still be required
to Bay within three days of maw gayroll.

nder the Fiscal Year 1990 (FY '90) bugget reconciliation package, emFloyers are
required to deposit payroll taxes with a Federal depository by the close of the appli-
cable banking day (instead of by the close of the third banking day) after any day on
which payroll deposit accruals are at least $100,000. The effective date of the provi-
sion is for amounts required to be deposited after July 31, 1990. For purposes of the
new law, the applicable banking day is the next banking day for 1990, the second
banking day for 1991, the third banking day for 1992, and it reverts back to the next
banking day for 1993 and 1994.

President Bush's FY '91 budget recommends that the payroll tax deposit rules for
affected emfloyere be made consistent for all years, which means that payroll de-
posits would be required to be made by the close of the next banking day.

The agparent rationale for requiring a payroll tax deposit speedup is that busi-
nesses should be able to comply easily with a measure of this type, especially when
sophisticated computer hardware and software are generally available. However,
even for large firms this is a difficult task, particularly if payroll accounting is done
at more than one location. In fact, many firms have told us that they cannot do it
and will be forced to make estimated payroll tax deposits. This will lead to greater
uncertainty and more disputes. This is precisely what the system does not need. The
business community, Congress and the Administration should be seeking ways to
reduce the compliance burdens placed on the taxpaying public. Therefore, the
Chamber recommends that the Administration’s payroll deposit speedup pro 1 be
opgosed and that Congress enact legislation that would return to the th ay rule.

he FY '90 budget reconciliation legislation did take positive steps to reduce the
unfairness of payroll tax penalties. Under the new law, a small business person is
subject to a system of graduated penalties assessed according to the degree of late-
ness of the payroll deposit. The Chamber is generally supportive of the new graduat-
ed gayroll eposit rules, except for the implementation of a 15 percent penalty (the
highest level penalty under the graduated structure).

e Chamber does not agree with the necessity for the 15 percent penalty as part
of the graduated payroll deposit structure. Moreover, it also has concerns abhout the
i)rocedural application of the 15 percent {)enalty itself. Since notice is given by the

RS by mail, a taxpayer may actually on y receive a few days’ notice before assess-
ment of the 15 percent penalty. Those businesses which have already fully disclosed
their payroll activities on their quarterly returns should be provided more than a
few days’ actual notice before the penalty increases by 50 percent, from a level of 10
percent under current law to 15 percent. N

The Chamber recommends that Congress revisit the matter of payroll tax penalty
rules. To the extent that it is not feasible to reduce the top graduated tax penalty
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from 15 to 10 percent at this time, the Chamber strongly recommends that the 10-
day notice procedure set forth be changed to conform to the 30-day notice require-
ment set forth for levies under section 6331 and that taxpayers who fully disclose
their payroll on their quarterly return be exempt from the 15-percent penalty.

THE NEW FRONTIER IN TAX COMPLIANCE—EXTENSION OF THE ASSESSMENT PERIOD

Under current law, the IRS is generally required to examine a tax return and
assess a deficiency of tax within three-years after the filing of the tax return. There
are certain exceptions to the general three year statute of limitations that could
extend the period of assessment, such as situations of fraud or intention to evade
tax. Moreover, the taxpayer and the IRS may mutually agree to extend the assess-
ment period as well.

The general statute of limitations for nonfraud-related tax cases has been tradi-
tionally maintained at three years in order to protect the personal rights of taxpay-
ers and to ensure that they cannot indefinitely be subject to uncertainty and poten-
tial harassment by the government.

Unfortunately, there appears to be an effort underway to systematically extend
the Feriod of assessment to six years after the filing of a tax return. For example,
the Foreign Tax Equity Act of 1990 (H.R. 4308) would provide the Secretary of the

Treasury with the authority to extend the assessment period to six years regarding
a deficiency involving a transaction between a U.S. subsidiary and its foreign
parent.

As another example, the House discussion draft to modify Section 2036(c) also con-
tains an extension of the statute of limitations. This latter House proposal would
generally extend the gift tax statute of limitations from three years to six years for
transfers subject to the rrovisions of the draft legislation. Further, the statute of
limitations would be unlimited for transfers subject to the legislation but which
have not been reported.

The rationale for extending the statute of limitations to six years is ‘probably
based, in part, on the widely publicized IRS audit rate of 0.92 percent of returns
filed in fiscal year 1989. The Chamber must emphasize that, as discussed above, the
real IRS audit rate is something very different.

The Chamber fears that once Congress starta down the path of instituting a six-
year tax assessment period for certain taxpayers or transactions, the precedent and

. the policy rationale will have been set for extending the six-year statute of limita-
tions to all taxpayers and all transactions.

In all likelihood, an extension of the assessment period will not do anything to
significantly address the so-called tax gap or tax compliance problems that the IRS
must address. If the IRS cannot sufficiently audit returns within three years of
when a tax return is filed, the Service is unlikely to be able to audit such returns
within a six year geriod of time. More likely, an extension of the assessment period
will merely provide the IRS with the ability to postpone making critical decisions
about pen ing tax cases. To the extent that there is a backlog of tax cases that must
be reviewed by the IRS, there is a high probability that the backlog of tax cases
would grow and not decline.

The real cost to taxpayers is the cost associated with keeping books and records
for longer periods of times, the loss of key personnel familiar with the underlyin,
transaction, the significant loss of personal rights and the uncertainty associa
with doubling the number of open years.

PENSIONS

The IRS has recently made it clear that it intends to dramatically step ;g its
audit rate of small firms' pension plans. This is an attractive area for the IRS be-
cause the pension laws are 8o complex and the rules so technical that small busi-
nesses often inadvertently violate the rules. Particularly at risk are those that do
not hire a lawyer every year to revise their plan to take into account this year’s
change in the rules. The pa{‘off to the IRS if it uncovers a violation is frightfully
high. The IRS disqualifies the plan and brings the entire value of the plan into
income in the year of disqualification.

Two changes urgently need o be made. The law must be simplified. And penalties
short of total disqualification for ‘technical noncompliance with rules such us the
top-heavy, nondiscrimination or coverage rules should be instituted. A small busi-
ness's entire retirement program should not be destroyed for technical noncompli-
ance. There should be some measure of proportionality between the offense and the

penalty.
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INDEPENDENT CONTRACTORS

An area of continuing and escalating concern to small businesses and an area
that leads to a great many disputes between taxpayers and the IRS is the legal defi-
nition of an employee versus an independent contractor. Many business persons,
ranging from fishermen to loggers to floor coverers to computer consultants, do
business as independent contractors rather than establishing an employer-employee
relationship. The IRS seems to have targeted this issue as one in which they will
conduct aggressive audits. Under present law, the issue revolves around a multi-
pronged legal test that is not susceptible of certain resolution in most cases. Thus,
taxpayers are often forced to litigate at great expense.

This is an area in which much injustice is being done. Yet a simple solution does
not present itself. The Chamber has established an Independent Contractor Work-
ing Group to try to craft an approach to this problem that would provide certainty
and provide maximum flexibility for businesses and give due considerations to the
needs of the fisc.

Thank you.
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PREPARED STATEMENT OF JOHN F. CONNOR

MY NAME IS JOHN F. CONNOR. I AM A G312 REVENUE OFFICER IN
THE PHILADELPHIA DISTRICT. I AM CURRENTLY ASSIGNED TO GROUP 11 IN
THE DISTRICT OFFICE AT 600 ARCH ST. IN PHILADELPHIA.

I COME BEFORE YOU TODAY OUT OF CONCERN FOR WHAT HAS BECOME
AN INTOLERABLE STATE OF AFFAIRS IN THE COLLECTION DIVISION IN THE
PHILADELPHIA ‘BISTRICT. I AM CONVINCED THAT THE “CRITICAL
ELEMENTS" WHICH THE I.R.S NOW USES TO MEASURE THE PERFORMANCE OF
REVENUE OPFICERS ARE ACTUALLY BEING USED TO THE ULTIMATE HARM OF
BOTH THE I.R.S8 COLLECTION PERSONNEL AND THE AMERICAN PUBLIC.

THE REQUIREMENTS IMPOSED BY THE CRITICAL ELEMENTS ARE
IMPOSSIBLE TO MEET. IT IS A 58-POINT CHECKLIST, IN OQUTLINE FORM,
AND MANY OF THE HBADIN-GS MERELY REFER TO SECTIONS OF THE INTERNAL
REVENUE MANUAL.

THE I.R.S.’s COLLECTION QUALITY MEASUREMENT SYSTEM (CQMS)
APPLIES THE CRITICAL ELEMENTS WITH DRACONIAN RIGOR WHEN REVIEWING
CASES. THAT MBEANS, POR EXAMPLE, THAT A REVENUE OPFICER CAN
COLLECT FULL PAYMENT, BUT IPF HE NEGLECTS TO DOCUMENT THAT HE
ACTUALLY ASKED FOR IT CQMS WILL MAKE A NEGATIVE PINDING.
INITIALLY IT CAN MEAN NO MERIT PAY INCREASE, AND ULTIMATELY IT
CAN MEAN YOU ARE FIRED.

THE VOLUME AND COMPLEXITY OF THE CRITICAL ELEMENTS RESULTS

IN WHAT I HAVE NICKNAMED *THE BULLSEYE EFFECT." SINCE THE
BLEMENTS ARE VIRTUALLY IMPOSSIBLE TO MEET, THE EMPLOYEE RREALIZES

THAT HE OR SHE IS CONTINUALLY AT RISK, VULNERABLE TO ADVERSE
FINDINGS IN A WORK PERFORMANCE REVIEW. THUS, THEY PEEL AS IF A
HUGE "BULLSEYE* HAS BEEN PLACED ON THEIR BACKS; IN TURN, THEY
FEEL PRESSURED TO PUT THAT “BULLSEYE" ON THE TAXPAYER’'S BACK.

THE CQMS USES THESE CRITICAL ELEMENTS TO GENERATE STATISTICS '
WHICH MEASURE THE PERPORMANCE WITHIN THE DISTRICT. THESE SAME
STATISTICS FORM THE BASIS OF THE I.R.8's MERIT PAY SYSTEM. IN
THIS WAY, THE °BULLSEYE EFFECT" ORIGINATES AT THE HIGHEST LEVEL
OF MANAGEMENT, WHERE IT CAN-BE FRBBE.Y USED AS DESIRED THROUGHOUT
THE CHAIN OF COMMAND UNTIL BVBR'{ONB WITHIN THE COLLECTION NETWORK
LIVES AND WORKS “"AT RISK."
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WITH THB CRITICAL ELEMENTS, THE COLLECTIO;i MISSION IS
RADICALLY SKEWED TOWARDS MEETING A SET OF PERFORMANCE STANDARDS.
THE BUSINESS OF FAIRNESS, INTEGRITY, PUBLIC CONPIDENCE AND
COLLECTING THE PROPER TAX BECOMES A PUNCTION OF A SYSTEM OP
MEASUREMENT, WHEN RIGHTLY IT SHOULD BE THE OTHER WAY AROUND.

THERE IS NO MORE DRASTIC EXAMPLE OF THE DELETERIOUS BFFPECTS
OF THIS INVERSION THAN WHEN COLLECTION PERSONNEL ACTUALLY MEET
WITH THE PUBLIC. GIVEN THE RIGOR WITH WHICH THE CQMS APPLIES THE
CRITICAL ELEMENTS TO COLL._BCTION PERSONNEL, THOSE PERSONNEL CAN
HARDLY ESCAPE BRINGING THAT SAME RIGOR TO THEIR ENCOUNTERS WITH
TAXPAYERS. THAT'S BECAUSE CQMS CHECKLISTS ARE ROUTINELY PUT IN
ALL TAX CASES TO GUARANTEE TOTAL COMPLIANCE WITH THE STANDARDS.
AND YOU MUST REMEMBER -~ SOMEONE’S MERIT PAY HANGS IN THE
BALANCE.

THIS S8TRICT APPLICATION OF THE CRITICAL BLEMENTS AS THE ONLY
WARRANTED MEANS OF SOLVING THE DELINQUENCY IN THE FIELD IS THE
COUP DE GRAS IN A METHOD OF ADMINISTERING THE TAX LAW THAT
INEVITABLY REDUCES ITSELF TO "LOCATING THE BULLSEYE."

WHAT USED TO BE AN OBSESSION WITH PRODUCTION WITHIN THE
I.R.,8., HAS BEEN REPLACED WITH AN OBSESSION WITH THE MEASUREMENT
OF THAT PRODUCTION. THE RESULT IS SUPPOSED TO BE QUALITY, BUT AS
YOU CAN SEE, THAT IS NOT THE CASE. MISSION HAS YIBLDED TO METHOD,
AND TAX ADMINISTRATION HAS YIELDED TO A CONTINUOUS SCRAMBLING FOR
SELF-PRESERVATION.

IN THE BOOK QF MATTHEW, THERE I8 A STORY ABOUT A SPIRIT
WHO HAS BEEN EXORISED AND HAS NOWHBRE TO GO AND WANDERS,

LOOKING FOR A HOME. HE RETURNS TO THE MAN WHOM HE ORIGINALLY
POSESSED AND FINDS THE MAN CLEAN AND IN ORDER. THE SPIRIT THEN
GETS SEVEN OTHER SPIRITS MORE EVIL THAN HE AND REPOSESSES THE
MAN., THE SCRIPTURE CONCLUDED: "THE LAST STATE OF THAT MAN BECOMES
WORSE THAN THE FIRST.® TO A GREAT DEGREE, I THINK THAT I8 WHAT
HAS HAPPENED WITH THE I.R.S. IN ITS ATTEMPT TO CLEANSE ITSELF
WITH AN EMPHASIS ON QUA,LI‘I"I, THEY ARE REVERTING TO AN EMPHASIS
UPON STATISTICAL MBASUREMENTS AND PRODUCTION THAT IS WORSE THAN
EVER BEFORE. THANK YOU POR GIVING ME THE OPPORTUNITY TO APPEAR
BEFORE YOU TODAY.
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PREPARED STATEMENT OF KAY M. COUNCIL

Mr. Chairman:

Hx name is Kay M, Council. I live in High Point, North Carolina.
I am 48 years old, and I am a widow. I came home one evening in June
1988 and found the lights on, the house empty and a note from my
husband

My dearest Kay —

I have taken my life in order to provide capital
for you. The IRS and its liens which have been taken
against our property illegally by a runaway agency of
our government have dried up all sources of credit for
us. 8o I have made the only decision I can. It’'s
S:;.ly a business decision. I hope you can understand

t.

1 love you completely,
Alex

You will find my body on the lot on the north side of
the house.

1 don’t remember many details from the rest of that night, but I
will never get over what I lost that night — what the IRS did to us,
what it drove my husband to do. He was 49 years old.

Four months later, finally able to pa{ our attorneys with money
from Alex’'s life insurance, I went to court and beat the IR, The
court entered a J nt barving the IRS from collecting $300,000 in
tax, penalties and interest it claimed that we owed. The court agreed
that we owed nothing. The court ordered the IRS to cancel the tax
lien that it had placed on our property, an illegal tax lien that had
ruined our personal finances and our business.

Alex had a development company that was building a residential
development in Pfafftown, N.C., the town where we lived. When the IRS
laced the illegal lien on our property in May 1987, he was preparing

start another devel t. But no one wants to lend money to
someone who has a tax lien. S0 the development fell through.

After the IRS acted illegally, our buginess was puctlcall{
ruined. Our income from the business then barely covered our living
expenses. We owed $112,000 on a construction loan for our home but
could not refinance it because of the lien. We faced losing our home
vwhen the loan came due.

People talk to me about being angry at Alex for what he did. 1
try to be but when I sit down and think this out, he was right. There
was no other way, except to just give up. If we had given up, we
would have lost our home and our business, and we still could not have
paid the IRS all that they claimed we owed. We could not give up —
Alex could not give up — because we knew the IRS was wrong.

The IRS was wrong from the day they sent us the first notice.

were wrong. We were innocent from day one, and the court
decisions and court orders say that, But look at what was done to my
life. People sit back and say, "Wwell, this is a terrible story but
it's surely an oxoogtlcn to ‘fule, and this sort of thing could
never happen to me. -

are wrong. This kind of thing should never have happened to
me and .n;x. ::au":o%t criminals. We u'v.:cn'ttt:ytnq to (tlo tm
wr we anything wrong. ust got caught/ up
dﬁ‘ of a big IRS screw-up, and we couldn’t get out of it.
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It began in 1979. We were living in a suburb of 8an Francisco,
where Alex was a vice president of a mortgage insurance emny that
he had helped start. Alex received a bonus. We invested money in
real estate and in oil and leases. On the advice of our

- accountant and our financial consultant, we also bought rights to two
paintings offered by an art company in New York. The idea was that we
could sell lithographs of the paintings and use other marketing tools
available to eventually r our investment and make a profit. It
was to have been a little business for me to run. But it didn’t work
out, and we claimed a write-off of about $70,000 in our 1979 tax
return,

The IRS audited the return and told us that our accountant was
“wrong, that it did not consider the art investment a legitimate tax
write-off. We expected the IRS to deny the write-off and send a
notice of deficiency that would give us 90 days to petition the Tax
Court. We planned to fight the claim in Tax Court. If we had lost,
we could have scraped together the money and paid the tax. t the
IRS did not do that.

If we had received the notice, my husband would be alive. We
could have fought the notice and paid the tax if we lost. There were
other people who got such notices through the same process; they were
fortunate enough that they ?ot theirs and were able to pay them.
Mthl'%m' but they dldn’t go through hell that the IRS put
us thr .

We didn’t hear from the IRS during the next oo\?lo of years. We
lost money on our investments in California, and in 1983 we moved back
home to North Carolina, where Alex started the housing devel t.
Then the IRS sent us a bill for $163,021 -— tax of $115,895 plus
penalties and interest. This was in September 1983, four months after
the statute of limitations ran out. We were dusbstruck.

In an affidavit filed in federal court in Novesber 1987, Alex
described his attespts to find out what had happened.

"Prior to this bill, neither accountant . . . nor I had
received an audit report, a 30-day letter, a 90-day letter or an¥
other notice of assessmont. 8ince that time I have been attempting to
determine why I never received these documents ot other notice,
which foreclosed any administrative or Tax Court review of the
proposed deficiency . . . which efforts were wholly unsuccessful until
very recently. The only communication I had received from the IRS
since 1983 indicated receipt of my letters requesting the above
information, bills threatening collection procedures, and notices of
intent to levy on my assets.”

The IRS maintained that it had sent us a certified letter
‘containing the required notice of deficiency three weeks before the
statute of limitations ran out. We never received such notice and our
accountant never received -such notice, and we tried repeatedly to get
the IRS to show us a copy of the notice and proof that it was mailed.
It would not. We tried to get the IRS to give us the nusber of the
certified letter so that we could go to the tal records ourselves
and try to trace it. The IRS did not re .

We tried again and in
resolve it. We had been doing that from the day we first received the
tax bill. Their attitude wes simply to ignore us. We would get in

to get back to us, and then months would go by and we would
hear nothing. We would try to get in contact with them. Every time,
for some reason, the person we had been working with was no longer in
that office, or somel else was our new resofution officer. And
then we would go thr the same process in, sending all of this
:%r:um in, We never got any satisfaction. We were totally
red.



If they had to the postal records to find out what
to the certified letter, the whole thing could have been avoided and
my husband would be alive, But they would not. Alex is dead because
of the IRS’s arrogance and incompetence.

After two years, we finally received a copy of the notice of
deficiency in 1985. In 1987, after a four year wait, the IRS sent us
a copy of its only proof of mailing — a certified mail list showing
that the notice was mailed at a post office in S8an Francisco on

ril 15, 1983, But the IRS’s mail list had our address wrong., We
lived at 71 Corte Del Bayo in Larkspur, California. The address on
the IRS list was 7+ Corte Del Bayo. To us, this seemed to explain
:z we never received the notice; the IRS had sent it to the wrong
ress.

The IRS ar in U.8. Middle District Court that the mistake on
the mail 1list didn’t mean that the letter was sent to the wreng
address. But it had no proof; all it had was the mail list with the
incorrect address. We argued in court that the IRS could have found
out what ned to the notice by going to the post office and
looking at its certified mail records. It did not do this, despite
our repeated queries starting in October 1983. By the time the IRS
bothered to check, the post office had destroyed the records.

The IRS also argued that we knew that an assessment was likely
and implied that we should have taken action ourselves to get the IRS
to act before the statute of limitations ran out. That was another
totally ridiculous statement, and the j agreed in his judgment
a?uin'f, the IRS in December 1988. Federal law, he said, "does not

ace upon plaintiffs the burden of hounding the IRS for delivery of a
possible notice of deficiency."

Some of my friends and relatives think that I should be ham,

that I have aecﬁlhhed what Alex wanted me to ac lish: I t
the IRS. They ask, "why don’t you get on with your life and be a
happy woman?® 1It’s not that simple. Right now I'm fighting for my
financial life. I still have that $132, mortgage plus interest to
gax off at the Millbrook development. My legal fees were close to
70,000, and I still owe my atto about‘g:l.ooo plus interest even
though the court ordered in August 1989 the IRS to pay them $27,900.
The IRS dropped the of this order in December, and the check
finally came last month.

Alex took his life 50 I would have money to keep fighting the
IRS. He believed that our lawyers were not pushing our case
we didn’t have any more money to pay them. I don’t think I would have
ever gotten into a courtroom if my attorneys hadn’t known that I had
$250,000 from Alex’s life insurance.

what if Alex and I had not had the money to hire the attorneys to
start with? If you’re poor, what do do? There’s something wrong
when the IRS can accuse you of something and assume you are 1ty and
destroy your life. Aren’t you supposed to be innocent until proven
guilty? They said, "You're guilty.” And I had to fight to prove I
was imnocent, and, sure, I proved it. Why don‘t I feel good about it?
1 always felt that i{f I beat the IRS I would feel good, that I could
say, "All right, Alex, your death wasn’t for nuthing; we proved we
were innocent.” Big deal. I keep winning all these victories; I lost
the war, a long time ago.

After Alex’'s death, I was left running a business that I really
did not have the knowledge to run. But I had no choice. I had to
- sell my home at Pfafftown for much less that it was worth in order to
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mﬁ the construction loan that was due on it. I could not get the
financed because of the tax lien.

when I bought my house in High Point, I had to use from the
insurance settlement and pay cash for it. I could not get financing
because of the tax lien, Wwhen I had to acar, I to pay cash
for that. And it continues, even though court made the IRS remove
the lien. A few weeks 1 went to buy a vacuum cleaner. The
salesman said that I could have 90 days to pay cash for it, but he
went ahead and applied for financing on it. They turned me down
because of the tax lien that is still on my credit report. I thought
that, since the IRS puts these tax liens on your credit report, when
the lien is released they would have it removed. But it doesn’t work
that wvay; it’s my ro:ﬁnﬂbiut{ The credit bureau said that there
is no way I can get lien off my credit report, that it stays on
there for seven years. All I can do is gttach a statement to the
report explaining what happened. 5o I‘m still feeling the effects of
the IRS action against us, even though I beat the IRS in court. And
I'm going to feel the effects of it, because it’s on my credit record
and every time I apply for credit I have to sit down and explain to
people. I will have to do that for the next seven years.

IRS Commissioner Pred Goldberg was on "Good Morning America” the
other day talking about an article in * o zine which said that
American citizens pay billions of dollars t don’t owe, simply
tm:auu1 the IRS sends out 'ilr;:ccurau "r.tot-;:ud Gt:’);dbosq zid 'mo&“t
people pay owe. e mistakes. 11
uﬁnycn sm m:go IRS. “Grab us by the neck and tell us,” he
said.

How do you grab them by the neck? How do you get to anybody in
the IRS? We tried for five years, and all we got was nothing. And he
says, "Grab us by the neck." Who is the IRS? 'nnonlypooﬁoxhwc
ever seen that were IRS were people that I saw in the courtroom.
wimthrunmx that, 1 have never been able to have any contact in any way

RS.

The IRS should not be in the position to ug to the taxpayer,
. "You're quilty of this." And the yer should not be put in the
fouuon of spending every dime that have, to prove that they’re
nnocent. Look what I went through to prove my innocence. You talk
about winning battles; look at the battles I won. But I lost the wer
because my husband is dead.

1 should feel some satisfaction that I beat the IRS, that I got a
$27,900 check from thea to a portion of my attorney’s fees. I
don’t feel good about any of it. I feel cheated.

I was cheated of my rights as a citizen. I was cheated of
growing old with the man I love. 1 lost my best friend. I now have
to start a new life and a new career at the age where I should be able
to enjoy my children and grandchildren. I worked for 20 years as a
professional, but I have not been in the job market since 1982. Our
children have no father, only the emotional devastation left in their
life to try and deal with. Our grandchildren have no "pop,* that’s
the name use for the grandfather they loved dearly. Our
granddaughter thinks her pop got sick and died. How do you explain
the IRS and suicide to a five-year-old? It seems to me that
has to be held accountable for the destruction to me and my family.

Yet 1 am told I cannot sue the IRS for damages, economical or
personal. How do you put a price tag on a 1life? I can’t sue them for
the ‘3:" tax lien put on us, I had no rights. The IRS has

Pecple ask me why I am doing this, because it just devastates me
Mr{tmxhavotoqothmmm-,m time I back to the
night when Alex died. All I can say is xr{hwjlt t beating the IRS
;.ould give some meaning to Alex’s death, but it hasn’t. There has to

more.

There has to be something done to control the IRS, to keep it

from destr h? roph': lives. And I really believe that if enough -
little poo;L ike me keep coming forward, re are going to have to
be some changes.
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PREPARED STATEMENT OF FRED T. GOLDBERG, JR.

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

I APPRECIATE THE OPPORTUNITY TO APPEAR BEFORE YOU TODAY TO
REVIEW THE IRS' IMPLEMENTATION OF THE TAXPAYER BILL OF RIGHTS
THAT YOU WERE 80 INSTRUMENTAL IN ENACTING NEARLY 16 MONTHS AGO.
IN MY TESTIMONY, I WILL DISCUSS WHAT WE HAVE DONE TO IMPLEMENT
BOTH THE LETTER AND SPIRIT OF THE LAW AND HIGHLIGHT OUR PLANS TO
MAKE IRS EVEN MORE RESPONSIVE TO TAXPAYERS IN THE YEARS AHEAD.

WITH ME TODAY ARE MIKE MURPHY, THE SENIOR DEPUTY
COMMISSIONER; CHARLY !RBNNAN, THE DEPUTY COMMISSIONER OF
OPERATIONS; HAP SHASHY, CHIEF COUNSEL; AND DAMON HOLMES, THE
TAXPAYER OMBUDSMAN. ALL OF US AND THE OTHER IRS OFPICIALS HERE
WILL BE AVAILABLE TO ANSWER ANY QUESTIONS YOU OR THE OTHER
MEMBERS MAY HAVE AT THE CONCLUSION OF MY OPENING SBTATEMENT.

I. JBS.COMMITTED TO THE TAXPAYER BILL OF RIGHTS
MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE, AS SPONSORS OF
THE TAXPAYER BILL OF RIGHTS, YOU MORE THAN ANYONE RECOGNIZE THAT

THE WHOLE IS GREATER THAN THE SUM OF ITS PARTS. ALTHOUGH EACH OF
THE 21 PROVISIONS THAT MAKE UP THE TAXPAYER BILL OF RIGHTS I8

IMPORTANT IN IT8 OWN RIGHT, THE MOST IMPORTANT ASPECT OF THIS
LEGISLATION IS THAT IT PUTS NEW EMPHASIS ON TAXPAYER RIGHTS.
REGARDLESS OF WHETHER A TAXPAYER IS DUE A REFUND, OWES THE
GOVERNMENT TAXES, I8 BEING AUDITED, OR I8 ASKING US A QUESTION,
THAT INDIVIDUAL DES&RVBB TO BE TREATED FPAIRLY AND WITH RESPECT.
THAT 18 THE FUNDAMENTAL RIGHT TAXPAYERS SHOULD EXPECT AND THEY
SHOULD RECEIVE NOTHING LESS.

SAFEGUARDING TAXPAYER RIGHTS I8 THE RESPONSIBILITY OF
120,000 IRS EMPLOYEES THROUGHOUT THE UNITED STATES AND ABROAD, IN
OUR 10 SERVICE CENTERS, 63 DISTRICT OFFICES AND OVER 1,000 POSTS-
OF-DUTY. WHILE WE AT THE NATIONAL OFFICE IN WASHINGTON, D.C.
HAVE DEVELOPED PLANS AND TRAINING PROGRAMS AND ESTABLISHED
PROCEDURES AND INTERNAL CONTROLS TO IMPLEMENT THE TAXPAYER BILL
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OF RIGHTS AND HAVE CLOSELY MONITORED OUR PROGRESS, IT I8 OUR
EMPLOYEES ON THE FRONT-LINES WHO MUST MAKE IT WORK. IN THEIR
DAY-TO-DAY DEALINGS WITH THE TAXPAYING PUBLIC, THEY ARE THE ONES
WHO MAKE THE TAXPAYER BILL OF RIGHTS A REALITY.

WHEN THE SYSTEM BREAKS DOWN -- 'A!(D IT OCCASIONALLY WILL WHEN
DEALING W.-ITH ABOUT 200 MILLION RETURNS IN AN ENVIRONMENT OF
COMPLEX AND CHANGING RULES AND OUTDATED COMPUTER SYSTEMS ~- IT IS
THE SPECIAL RESPONSIBILITY OF THE TAXPAYER OMBUDSMAN AND THE
EMPIOYEES OF OUR PROBLEM RESOLUTION PROGRAM TO INTERVENE ON THE
TAXPAYER'S BEHALF. LOCATED IN OUR NATIONAL OFFICE AND IN EACH
REGIONAL OPFICE, SERVICE CENTER AND DISTRICT OFFICE, THEY HAVE

THE AUTHORITY AND EXPERTISE TO CUT THROUGH THE RED TAPE AND TO
PROVIDE AN IMPARTIAL RESOLUTION OF A TAXPAYER'S PLOBLEM.

PROTECTING TAXPAYER RIGHTS I8 THE POUNDATION OF TAX
ADMINISTRATION. BUT IT I8 ONLY ONE PART OF THE EQUATION. WE
ALSO MEED LAWS THAT TAXPAYERS UNDERSTAND AND A TAX SYSTEM THAT 18
RESPONSIVE TO THEIR NEEDS. WITH THE CONTINUED SUPPORT OF
CONGRESS AND THE ADMINISTRATION, I AM CONFIDENT THAT WE CAN WORK
TOGETHER TO BUILD SUCH A SYSTEM. ‘

HERE ON THE TABLE ARE EXAMPLES OF THE TRAINING MATERIAL,
INTERNAL GUIDELINES AND CHANGES TO OPERATING PROCEDURES ISSUED TO
IMPLEMENT THE TAXPAYER BILL OF RIGHTS. THESE DOCUMENTS ARE
AVAILABLE TO THE SUBCOMMITTEE TO INCLUDE IN THE RECORD AS
APPROPRIATE.

1. OQVERVIEW OF THE TAXPAXER BILL OF RIGHTS

OVERALL, I BELIEVE THAT THE IRS HAS DONE AN EXCELLENT JOB IN
IMPLEMENTING BOTH THE LETTER AND THE SPIRIT OF THE TAXPAYER BILL
OF RIGHTS. WE HAVE DEVELOPED AND CLOSELY MONITORED A DETAILED
IMPLEMENTATION PLAN CONSISTING OF 145 )!MOR ACTIONS. WE HAVE
EMPHAS/.2ED TO ALL OUR EMPLOYRES THE SIGNIFICANCE OF THIS
LEGISLATION AND TO DATE IMPLEMENTED 134 OF THESE ACTIONS. THE IRS
RECEIVED NO ADDITIONAL FUNDS TO COVER THE EXPENSES RELATED TO THE
IMPLEMENTATION OF THE TAXPAYER BILL OF RIGHTS. TO FUND THESE
EXPENSES, RESOURCES HAD TO BE REDIRECTED FROM LESS CRITICAL
PROGRANS .
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THE REMAINING ACTIONS THAT ARE STILL UNDERWAY INVOLVE

FINALIZING CERTAIN REGULATIONS AND PROCEDURES WHICH WE EXPECT TO
COMPLETE IN THE UPCOMING MONTHS. 1IN MY TESTIMONY TODAY, I WOULD

LIKE TO DESCRIBE THE STEPS THAT WE HAVE TAKEN TO DATE TO:
. INFORM TAXPAYERS OF THEIR RIGHTS AND
RESPONSIBILITIES,
. STRENGTHEN OUR PROBLEM RESOLUTION PROGRAM,
. ENSURE FAIR AND IMPARTIAL ENFORCEMENT ACTIVITY,
. IMPROVE THF QUALITY OF OUR CUSTOMER SERVICE
PROGRANS,
. IMPROVE THE ISSUANCE OF TAXPAYER GUIDANCE, AND
. MONITOR OUR PROGRESS TO ENSURE THAT THE TAXPAYER
BILL OF RIGHTS I8 WORKING AS INTENDED.
I WOULD ALSO LIKE TO ADDRESS WHAT REMAINS TO BE DONE TO MAKE
IRS MORE RESPONSIVE TO TAXPAYERS IN THE PUTURE THROUGH
SIMPLIPYING OUR TAX LAWS AND REGULATIONS, MODERNIZING OUR
OUTDATED COMPUTER SYSTEMS AND INVESTING IN A LONG~TERM COMMITMENT
IN THE RESOURCES NEEDED TO IMPROVE OUR S8YSTEM OF TAX
ADMINISTRATION FOR THE BENEFIT OF THE TAXPAYING PUBLIC.

III. THE TAXPAXER BILL OF RIGHTS I8 WORKING

MY TESTIMONY TODAY COVERS KEY SECTIONS OF THE LEGISLATION
AND HOW WE IMPLEMENTED EACH OF THEM, AND SHARE WITH YOU SOME OF
THE OPERATIONAL DATA WE HAVE THAT LI;D US TO BELIEVE THE TAXPAYER
BILL OF RIGHTS X8 WORKING AS INTENDED.
A.  INFORMING TAXPAXERS OF THEIR RIGHTS

FOR OUR SYSTEM OF TAX ADMINISTRATION TO WORK PROPERLY, _
TAXPAYERS MUST BE FULLY AWARE OF THEIR RIGHTS AND
RESPONSIBILITIES. THE TAXPAYER BILL OF RIGHTS THAT YOU AUTHORED
ADDRESSED THIS NEED. SPECIFICALLY, THE ACT REQUIRED THAT WE
PREPARE A STATEMENT, IN SIMPLE, NONTECHNICAL TERMS, OF TAXPAYERS'
RIGHTS AND' IRS' ENFORCEMENT PROCEDURES AND THAT WE PROVIDE THIS
STATEMENT TO ALL TAXPAYERS WE CONTACT WITH RESPECT TO THE
DETERMINATION OR COLLECTION OF THEIR TAXES.
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PUBLICATION 1, YOUR RIGHTS AS A TAXPAYER, I8 A FOUR-PAGE
PAMPHLET THAT OUTLINES TAXPAYERS' RIGHTS AND OUR PROCEDURES IN
HELPFUL, NONTECHNICAL TERMS. (SEE APPENDIX I). WE SEND THIS
PUBLICATION WITH OUR INITIAL EXAMINATION APPOINTMENT LETTER, OUR
INITIAL COLLECTION NOTICE, AND OUR SERVICE CENTER CORRESPONDENCE,
SUCH AS REQUESTS FOR INFORMATION ABOUT APPARENT MISMATCHES OF
FORM 1099 INFORMATION.

WHEN OUR EXAMINATION AND COLLECTION EMPLOYEES FIRST MEET
WITH A TAXPAYER, THEY ARE REQUIRED TO INQUIRE WHETHER THE
TAXPAYER RECEIVED PUBLICATION 1 AND WHETHER THEY HAVE ANY
QUESTIONS ABOUT THEIR RIGHTS AND IRS PROCEDURES. THE PUBLICATION
I8 AVAILABLE IN ALL OF OUR OFFICES AND WILL BE SENT TO A TAXPAYER
ON REQUEST. WE HAVE DISTRIBUTED MORE THAN 25 MILLION COPIES OF
PUBLICATION 1, INCLUDING A SPANISH LANGUAGE VERSION. WE HAVE
ALSO SOLICITED COMMENTS FROM CONGRESS AND THE TAX COMMUNITY TO
MAKE SURE THAT THE PUBLICATION I8 UNDERSTANDABLE AND REFLECTS THE
SPIRIT OF THE LAW.

WE APPRECIATED YOUR SUGGESTIONS AND INCORPORATED YOUR
CHANGES INTO THE FINAL VFRSION OF THE PUBLICATION.

THE FIRST PARAGRAPH OF PUBLICATION 1, HIGHLIGHTS WHAT
TAXPAYERS EXPECT AND IRS' COMMITMENT TO ENSURE THESE RIGHTS.

'l'AB A TAXPAYER, YOU HAVE THE RIGHT TO BE TREATED FAIRLY,
PROFESSIONALLY, PROMPTLY, AND COURTEOUSLY BY INTERNAL
REVENUE SERVICE EMPLOYEES. OUR GOAL AT THE IRS IS8 TO
PROTECT YOUR RIGHTS 80 THAT YOU WILL HAVE THE HIGHEST
CONFIDENCE IN THE INTEGRITY, EFFICIENCY, AND FAIRNESS OF OUR
TAX SYSTEM. TO ENSURE THAT YOU ALWAYS RECEIVE S8UCH
TREATHENT, YOU SHOULD KNOW ABOUT THE MANY RIGHTS YOU HAVE AT
EACH STEP OF THE TAX PROCESS."

1 THINK THAT STATEMENT S8UMS UP OUR COMMITMENT TO THE
TAXPAYER AND TO THE TAXPAYER BILL OF RIGHTS.

WE HAVE DONE FAR MORE THAN DISTRIBUTE INFORMATION AS THE LAW
REQUIRES. WE HAVE EDUCATED TAXPAYERS ABOUT THEIR RIGHTS AND



67

RESPONSIBILITIES THROUGH NATIONAL AND LOCAL TELEVISION AND RADIO
BROADCASTS, IN THE SPEECHES OUR EXECUTIVES AND EMPLOYEES HAVE
MADE, IN OUR TAXPAYER EDUCATION EFFORTS, AND IN NEWS RELEASES FOR
NEWSPAPERS THROUGHOUT THE COUNTRY.

_ PFOR EXAMPLE, LAST YEAR IRS REPRESENTATIVES EXPLAINED AND
'ANSWERED QUESTIONS ABOUT TAXPAYER'S RIGHTS ON PBS, THE LEARNING
CHANNEL, C-8PAN, BIINET, FNN, AND THE TELEMUNDO NETWORK IN
ADDITION TO MANY LOCAL TELEVISION AND RADIO TALK AND CALL~IN
S8HOWS. WE HAVE PREPARED AND DISTRIBUTED NEWS RELEASES THAT WERE
MADE AVAILABLE TO NEWSPAPERS ALL OVER THE COUNTRY. OUR
EXECUTIVES AND EMPLOYEES HAVE SPOKEN ABOUT THE TAXPAYER BILL OF
RIGHTS AND OUR IMPLEMENTATION OF IT AT MANY PRACTITIONER AND
TAXPAYER GATHERINGS. OUR TRAINING COURSES FOR OUR VOLUNTEER
INCOME TAX ASS8ISTORS (VITA VOLUNTEERS), OUR UNDERSTANDING TAXES
COURSE FOR HIGH S8CHOOL STUDENTS, AND OUR TAX WORKSHOPS FOR SMALL
BUSINESSES HAVE BEEN REVISED TO INCLUDE A DISCUSSION OF THE
RIGHTS OPF TAXPAYERS. WE HAVE REVISED PUBLICATIONS THAT ARE READ
BY MANY TAXPAYERS, BUCH AS OUR "GUIDE TO FREE TAX SERVICES" (SEE
APPENDIX II) TO HIGHLIGHT THE TAXPAYER BILL OF RIGHTS8. WE ARE, I
THINK, JUSTIFIABLY PROUD OF THESE EFFORTS, MADE IN THE SPIRIT OF
THE LAW, TO MAKE TAXPAYER'S AWARE OF THEIR RIGHTS.

I PREVIOUSLY DISCUSSED THE IMPORTANT ROLE THAT OUR PROBLEM
RESOLUTION PROGRAM PLAYS IN SAFEGUARDING THE RIGHTS8 OF TAXPAYERS.
THE ACT STRENGTHENS THIS AUTHORITY BY GRANTING TO THE TAXPAYER
OMBUDSMAN, THE STATUTORY AUTHORITY TO ISSUE TAXPAYER ASSISTANCE
ORDERS WHEN A TAXPAYER I8 SUFFERING OR IS ABOUT TO SUFFER A
SIGNIFICAN" HARDSHIP AS A RESULT OF THE WAY THE TAX LAWS ARE
ADMINISTERED.

IN JANUARY 1989, IRS IMPLEMENTED AN IRS-WIDE TAXPAYER
ASSISTANCE ORDER PROGRAM. THE LAW REQUIRES THAT THE IRS ISSUB
TAXPAYER ASSISTANCE ORDERS IF TAXPAYERS SUFFERED A SIGNIFICANT
HARDSHIP AS A RESULY OF THE MANNER IN WHICH IRS ADMINISTERED THE
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INTERNAL REVENUE LAW. WE EXPANDED THE DEFINITION TO CONSIDER ALL
CASES OF TRUE HARDSHIP IN ORDER TO TAKE ANOTHER LOOK AT THESE
CASES. FOR EXAMPLE, IF A TAXPAYER IS PACED WITH THE POTENTIAL
1OSS OF A HOUSE OR BUSINESS, WE LOOK AT THAT CASE. WE MAY NOT
ULTIMATELY STOP COLLECTION ACTION IN THESE CASES IF THE TAXPAYER
O":ES THE TAX AND HAS NOT PAID, BUT THE PROBLEM RESOLUTION OFFICER
DOES LOOK AT IT TO MAKE SURE THE IRS HAS PROPERLY ASSESSED AND IS
PROPERLY COLLECTING THE TAX. IN MANY CASES WE ARE ABLE TO
EXPEDITE AGREEMENTS WITH TAXPAYERS TO PAY THEIR TAX LIABILITIES.

THE PROBLEM RESOLUTION OPFICE ALSO EXPEDITES CLAIMS FOR
REFUNDS WHEN TAXPAYERS HAVE OVERPAID THEIR TAXES AND NEED THE
REFUND QUICKLY TO AVOID A TRUE FINANCIAL HARDSHIP.

THE TAXPAYER OMBUDSMAN HAS DELEGATED AUTHORITY TO ISSUB
TAXPAYER ASSISTANCE ORDERS TO OUR PROBLEM RESOLUTION OFFICERS.
EACH DISTRICT, WLIANCB CENTER, SERVICE CENTER, AND REGIONAL
OPFICE IN THE COUNTRY HAS A PROBLEM RESOLUTION OPFICER WHO HAS
BEEN SPECIALLY TRAINED TO RESOLVE TAXPAYER ASBSISTANCE ORDER
CASES. IN PACT, ALL OF OUR EMPLOYEES WHO COME INTO CONTACT WITH
THE PUBLIC HAVE BEEN GIVEN TAXPAYER ASSISTANCE ORDER TRAINING. A
SUBSTANTIAL NUMBER (23 PERCENT) OF THE APPLICATIONS FOR TAXPAYER
ASSISTANCE ORDERS ARE INITIATED BY THESE EMPLOYEES.

WE DEVELOPED FORM 911, APPLICATION FOR ASSISTANCE ORDER TO
RELIXVE HARDSHIP, THAT TAXPAYERS MAY USE TO REQUEST A TAXPAYER
ASSISTANCE ORDER. (SEE APPENDIX III). TAXPAYERS DO NOT HAVE TO
COMPLRTE FORM 911 TO RECEIVE TAXPAYER ASSISTANCE ORDER HELP. THE
AVAILABILITY OF THIS SPECIAL ASSISTANCE WAS HIGHLY PUBLICIZED IN
NEWSPAPERS THROUGHOUT THE COUNTRY, IN SPEECHES TO TAXPAYERS AND
PRACTITIONER GROUPS, AND IN OUR OWN PUBLICATIONS.

SINCE ENACTMENT, WE HAVE RECEIVED NEARLY 18,000 REQUESTS FOR
TAXPAYER ASSISTANCE ORDERS. OF THESE, ABOUT 8,000 DID NOT MEET
THE SIGNIFICANT HARDSHIP CRITERIA. EXAMPLES OF TAXPAYERS WHO DID
NOT MEET THE CRITERIA INCLUDE THE FOLLOWING: -

e
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. WHERE ENFORCEMENT ACTION WAS NOT PENDING,

. WHERE THE TAXPAYER HAD THE FUNDS TO PAY THE BALANCE DUE
BUT THOUGHT THE ORDER COULD BE USED TO DELAY PAYMENT,
AND

. WHERE THE TAXPAYER'S PROBLEM WAS NOT WITH IRS.

MANY TAXPAYERS WHO DID NOT MEET THE HARNSHIP CRITERIA STILL
NEED HELP IN DEALING WITH THEIR TAX PROBLEV.3. WE WERE ABLE TO
HELP 5,500 OF THESE TAXPAYERS THROUGH OUR REGULAR PROBLEM
RESOLUTION PROGRAM OR THROUGH REFERRAL TO OTHER IRS FUNCTIONS.

OF THE NEARLY 10,000 TAXPAYERS WHO WERE SUFFERING A
SIGNIPICANT HARDSHIP, MORE THAN 7,000 WERE ASSISTED IMMEDIATELY
THROUGH THE lmRTB OF PROBLEM RESOLUTION OPFICERS AND THE
MANAGEMENT OF THE IRS FUNCTION INVOLVED. THE KINDS OF ACTIONS
THAT WERE TAKEN TO RELIEVE HARDSHIPS INCLUDED ISSUING EXPEDITED
REFUNDS AND STOPPING OR ALTERING ENFORCEMENT ACTION. ABOUT 2,500
TAXPAYERS WERE NOT ULTIMATELY GIVEN RELIEF. MOST WHO PELL INTO
THIS GROUP WERE TAXPAYERS WHO REFUSED TO GIVE US INFORMATION THAT
WOULD SUBSTANTIATE THEIR CLAIMED HARDSHIP; THOSE WHO COULD NOT BE
HELPED BECAUSE OF THE LAW; AND THOSE WHO HAD A GENERAL PATTERN OF
NON-COMPLIANCE. -

THE OMBUDSMAN IS CONTINUOUSLY MONITORING THE EFFECTIVENESS
AND UNIFORMITY OF THE TAXPAYER ASSISTANCE ORDER PROGRAM., WE KNOW
THAT OUR PROGRAM IS NOT PERFECT 100 PERCENT OF THE TIME, BUT I
WANT TO ASSURE YOU THAT I8 OUR GOAL. THE OMBUDSMAN, DAMON
HOLMES, WILL BE HAPPY TO ANSWER QUESTIONS YOU MAY HAVE AT THE END
OF MY STATEMENT.

C.  ENSURED FAIR AND IMPARTIAL ENFORCEMENT

ONE OF THE PRIMARY RESPONSIBILITIES OF IRS I8 TO ENSURE
COMPLIANCE WITH THE PEDERAL TAX LAWS. OUR COLLECTION AND
" EXAMINATION FUNCTIONS PLAY A CRUCIAL ROLE IN ACCOMPLISHING THIS
MISSION. ALTHOUGH OWING TAX TO THE FEDERAL GOVERNMENT OR
UNDERGOING AN IRS EXAMINATION MAY NOT BE A SOUGHT AFTER
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EXPERIENCE, I BELIEVE THAT OUR IMPLEMENTATION IS HELPING PROVIDE
FAIRER AND MORE IMPARTIAL TREATMENT OF TAXPAYERS DURING THIS
PROCESS.

1.  LEVX AND LIEN PROVIGIONS

THE ACT MANDATES CERTAIN CHANGES TO THE COLLECTION PROCESS.
ONLY MINOR OPERATIONAL CHANGES WERE NEEDED TO IMPLEMENT SOME OF
THE NEW PROVISIONS. FOR EXAMPLE, THE CODIFICATION OF INSTALLMENT
AGREEMENTS REQUIRED ONLY MINIMAL PROCEDURAL CHANGES SINCE WE
ALREADY HAD IN PLACE A PROCEDURE TO ALLOW TAXPAYERS TO RiSOLW

THEIR TAX LIABILITIES THROUGH INSTALLMENT PAYMENTS. HOWEVER,
OTHER PROVISIONS OF THE STATUTE REQUIRED MORE EXTENSIVE REVISIONS

AND HAVE POSED GREATER PROBLEMS TO IMPLEMENT. FOR EXAMPLE, BANKS
ARE NOW REQUIRED TO HOLD LEVIED FUNDS POR A PERIOD OF 21 DAYS
PRIOR TO SENDING THE MONEY TO THE IRS. WE HAVE MADE EXTENSIVE
EPFORTS TO INFORM BANKS OF THIS REQUIREMENT, BUT A RECENT
INTERNAL AUDIT REVIEW INDICATED THAT BANKS WERE NOT ALWAYS
COMPLYING WITH THIS REQUIREMENT.

WE HAVE HELD MEETINGS WITH THE MAJOR BANKING, CREDIT UNION
AND SAVINGS AND LOAN TRADE ASSOCIATIONS, ISSUED NATIONAL PRESS
RELEASES, PUBLICIZED THE CHANGES LOCALLY AND S8ENT SPECIALLY
PREPARED INFORMATION TO MORE THAN 32,000 BANKS AND CREDIT UNIONS
INFORMING THEM OF THESE NEW RULES AND INCLUDED INFORMATION ON THE
NEW LEVY RULES IN MORE THAN 300,000 LEVIES., THIS8 RULE IS
IMPORTANT, PARTICULARLY IN SIGNIFICANT HARDSHIP SITUATIONS
BECAUSE ONCE FUNDS HAVE BEEN CREDITED TO A TAXPAYER'S ACCOUNT,
STATUTORILY THEY CANNOT BE RETURNED. THE TAXPAYER BILL OF RIGHTS
CONTAINS NO BANCTION FOR A FAILURE ON THE PART OF A QUALIFYING
INSTITUTION TO HOLD PUNDS FOR TVE REQUIRED PERIOD.
N THE ACT FURTHER RPQUIRES THAT THE IRS INSTITUTE AN
ADMINISTRATIVE APPEAL PROCESS FOR THE FILING OF AN ERRONEOUS TAX
LIEN. THE LEGISLATION EXPLICITLY PERMITS THE APPEAL OF AN
ERRONEOUS TAX LIEN WHEN THE UNDERLYING LIABILITY 18 IMPROPERLY
ASSESSED OR THE TAX LIABILITY HAD ALREADY BERN SATISPIED. WE

s
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EXPANDED THE SCOPE BY REGULATION TO PERMIT APPEAL OF A LIEN WHERE
THE LIABILITY WAS NO LONGER COLLECTIBLE BECAUSE THE STATUTORY
PERIOD FOR COLLECTION HAD EXPIRED AT THE TIME A LIEN WAS FILED.
TAXPAYERS ARE NOTIFIED OF THEIR RIGHT TO APPEAL AN ERRONEOUS LIEN
BY PUBLICATION 1 AND BY THE- COLLECTION PROCESS NOTICE. (SEE
APPENDICES IV AND V). IN ADDITION, THE COPY OF THE LIEN WHICH
THE IRS SFPNDS TO THE TAXPAYER CONTAINS INSTRUCTIONS COVERING THE
ADMIAISTRATIVE APPEAL PROCESS.

WE TRACKED THE EFFECT OF THIS PROVISION IN TEN MEDIUM SIZED
DISTRICTS FOR A SIX MONTH PERIOD STARTING IN AUGUST, 1989.
NINETY FIVE APPEALS WERE RECEIVED ON A TOTAL OF 79,000 RECORDED
LIENS. WE FOUND THAT 12 APPEALS (ABOUT 12.5 PERCENT OF THE
APPEALS RECEIVED) QUALIFIED FOR RELEASE OF THE LIEN. IN THE
SAMPLE ONLY ONE-TENTH OF ONE PERCENT OF NOTICES FILED WERE
APPEALED AND LES8S THAN ONE-FOURTH OF ONE PERCENT OF THE LIENS
A_PPNBD WERE ERRONEOUS.

2. USE OF ENFORCEMENT STATISTICS

THE STATUTE PROHIBITS THE USE OF ENFORCEMENT STATISTICS TO
EVALUATE EMPLOYEES WHO DIRECTLY COLLECT TAXES OR THE IMMEDIATE
MANAGERS OF EMPLOYEES WHO COLLECT TAXES. THE STATUTE REQUIRES
DISTRICT DIRECTORS TO CERTIFY 7O THE COMMISSIONER, ON A QUARTERLY
BASIS, THAT STATISTICS ARE NOT BEING USED IN AN INAPPROPRIATE
MANNER. WHILE NOT REQUIRED TO DO 80 BY STATUTE, WE EXTENDED THE
CERTIFICATION REQUIREMENT TO INCLUDE SERVICE CENTER DIRECTORS,
THUS INSURING THAT ALL COLLECTION ENPLOYEES ARE TREATED IN LIKE
MANNER. THE CERTIFICATION PROCEDURES REQUIRE THE REGIONAL
COMMISSIONERS TO ENSURE THAT CORRECTIVE ACTION HAS BEEN ADDRESSED
AND PRIOR TO FORWARDING THE CERTIFICATIONS. THE COMMISSIONER
REVIEWS THE CERTIFICATIONS TO ENSURE THAT CORRECTIVE ACTION HAS
BEEN TA;(BN IN ALL CASES. SINCE THE CERTIFICATION PROCESS BEGAN,
25 INSTANCES OF IMPROPER USE OF ENFORCEMENT STATISTICS HAVE BEEN
REPORTED THROUGH THIS PROCESS. HOWEVER, MOST OF THE INSTANCES OF
IMPROPER USE INVOLVED INAPPROPRIATE WORDING ON EMPLOYEE

35-256 - 90 - 3
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EVALUATION DOCUMENTS. 1IN THE INSTANCES INVOLVING INAPPROPRIATE
WORDING, THE OFFENDING WORDING OR DOCUMENTS WAS REMOVED OR
WITHDRAWN. -

BECAUSE SUCCESSFUL IMPLEMENTATION DEPENDS ON OUR EMPLOYEES
ATTITUDES IN DEALING WITH TAXPAYERS, COLLECTION LAUNCHED A
NATIONAL TRAINING EPFORT TO IMPROVE SERVICE TO TAXPAYERS. THAT
COURSE, QUALITY CUSTOMER SERVICE AND ANOTHER, MANAGING STATISTICS
FOR MANAGERS (P-1-20), DEALT WITH COMMUNICATING THE SPIRIT OF THE
TAXPAYER BILL OF RIGHTS8. (S8EE APPENDIX VI). THE QUALITY
CUSTOMER SBERVICE COURSE EMPHASIZES THE IMPORTANCE OF A POSITIVE
APPROACH TOWARD TAXPAYERS AND POCUSES ON TAXPAYER RIGHTS AND
EMPLOYEE INTERPERSONAL SKILLS. MANAGING STATISTICS FOR MANAGERS,
DELIVERED TO THE FIELD IN JULY, 1989, DEALS WITH THE APPROPRIATE
AND INAPPROPRIATE USE OF ENFORCEMENT STATISTICS AND WAS MANDATORY
POR ALL FIELD MANAGERS WITHOUT REGARD TO FUNCTION. IN ADDITION
WE ISSUED OVERVIEW .TRAINING WHICH COVERED THE HIGHLIGHTS OF THE
TAXPAYER BILL OF RIGHTS AND FOLLOWED THAT UP WITH A MORE DETAILED
COURSE COVERING THE SPECIFICS OF THE ACT.

3.  SRIZURE ACTIVITX
SEISURES OF PROPERTY HAVE DECLINED FOR THE LAST POUR PISCAL

YEARS. USING PISCAL YEAR 1986 AS A BASE LINE, THE NUMBER OF
SEIZURES CONDUCTED IN FISCAL YEAR 1989 DECLINED APPROXIMATELY 58
PERCENT, FROM MORE THAN 22,000 TO AROUND 13,000. BASED ON THE
NUMBER OF SEIZURES MADE DURING THE PIRST FOUR MONTHS IN PISCAL
YEAR 1990, WE ANTICIPATE THAT THIS TREND WILL CONTINUE AND WE
ESTIMATE THAT NO MORE THAN 11,000 SEIZURES WILL BE MADE DURING
THIS FISCAL YEAR. B

CONGRESS EXPRESSED ITS8 CONCERN OVER THE USE OF SEIZURE
AUTHORITY IN S8EVIRAL PROVISIONS OF THE TAXPAYER BILL OF RIGHTS.
ONE OF THE MOST SENSITIVE PROVISIONS DEALT WITH THE SEIZURE OF A
PRINCIPAL RESIDENCE. THE LAW NOW REQUIRES THE APPROPRIATE
DISTRICT DIRECTOR OR ASSISTANT DISTRICT DIRECTOR TO PRE-APPROVE,
IN WRITING, THE SEIZURE OF A PRINCIPAL RESIDENCE. TAXPAYERS ARE
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ALLOWED AN EXPEDITED REVIEW OF SEIZURES INVOLVING PERSONAL
PROPERTY THAT I8 NECESSBARY TO THE MAINTENANCE OF A BUSINESS
ACTIVITY. PROPERIY WITH A FPAIR MARKET VALUE LESS THAN THE COST
OF SALE HAS BEEN EXCLUDED FROM ENFORCEMENT KCTIVITY. IN GENERAL,
PEWER SEIZURES ARE BEING MADE, BUT SEIZED PROPERTY I8 MORE LIKELY
TO BE S0LD THAN IN THE PAST, INDICATING THAT OTHER METHODS OF
ACCOUNT RESOLUTION ARE BEING PURSUED PIRST. THERE HAS BEEN A 47
PERCENT DECLINE IN THE TOTAL NUMBER OF RESIDENTIAL SEIZURES OVER
THIS8 PERIOD, FROM APPROXIMATELY 6,300 IN FY 1986 1'3 ABOUT 3,000
IN FY 1909,

ALONG WITH THE REDUCTION IN SEIZURE ACTIVITY THERE HAS BEEN
A REDUCTION IN THE DOLLARS COLLECTED FROM SEIZURES. IN FY 1986,

WE COLLECTED APPROXIMATELY $235 MILLION FROM SEIZURE CASES. 1IN
Y 1989, WE COLLECTED ONLY $170 MILLION FROM SEIZURE CASES WITH A

REDUCTION FROM THE AVERAGE PERCENTAGE COLLECTED ON THE AMOUNT DUE
GOING FROM 19 PERCENT IN FY 1986 TO 13 PERCENT IN FY 1989.

4.  IMIERVIEMS

PRIOR TO THE ACT, TAXPAYERS WERE ALLOWED ADMINISTRATIVELY TO
RECORD INTERVIEWS. HOWEVER, AFTER ENACTMENT WE PROVIDED NEW
PROCEDURES AND ADDITIONAL TRAINING TO OUR EMPLOYEES TO ENSURE
THESE RIGHTS WERE PROTECTED. PUBLICATION 1 TELLS TAXPAYERS THAT
THEY HAVE THE RIGHT TO RECORD INTERVIEWS AND ABOUT THE SIMPLE
PROCEDURE NOTIFYING US 10 DAYS BEFORE THE MEETING AND THE NEED TO
BRING THEIR OWN RECORDING EQUIPMENT. CONVERSELY, IF THE IRS
DECIDES TO MAKE A RECORDING WE MUST PROVIDE THE TAXPAYER -
NOTIFICATION OF OUR INTENTION TO DO 80. IF WE MAKE A RECORDING,
WE WILL PROVIDE, UPON PAYMENT OF COSTS, A DUPLICATE TAPE OR A
TRANSCRIPT OF THE INTERVIEW TO THE TAXPAYER.

ONE OF THE MORE SENSITIVE AREAS IN THE EXAMINATION PROCESS
CONCERNED THE MANDATORY ATTENDANCE OF TAXPAYERS AT RXAMINATIONS
EVEN WHEN THEY WERE REPRESENTED BY QUALIFIED AND AUTHORIZED
REPRESENTATIVES. THE TAXPAYER BILL OF RIGHTS ALLOWS AUTHORIXED
REPRESENTATIVES TO ATTEND EXAMINATIONS IN PLACE OF THE TAXPAYER,
OTHER THAN RXANINATIONS RELATED TO A SUMNONG PROCEEDING, QUR
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PIELD EMPLOYERS HAVE BEEN NOTIFIED TO HONOR ALL SUCH REQUESTS
YROM PROPERLY AUTHORIZED INDIVIDUALS. WE HAVE NOTED NO
PARTICULAR PROBLEMS WITH THIS PROCEDURE DURING THE IMPLEMENTATION
PHASE OF THE TAXPAYER BILL OF RIGHTS PROCEDURES. TAXPAYERS ARE
NOW GRANTED THE RIGHT TO SUSPEND NON-SUMMONS RELATED EXAMINATIONS
IP THEY WISH TO SEEK ADVICE FROM A QUALIFIED THIRD PARTY. THIS
CODIFIES PREVIOUS ADMINISTRATIVE PRACTICE AND DOES NOT APPEAR TO
HAVE BEEN A CONCERN OF EITHER 'X‘AXPAY!R.B OR PRACTITIONERS DURING
THE IMPLEMENTATION PHASE OF THE TAXPAYER BILL OF RIGHTS'
PROVISIONS.

THE OTHER MAJOR AREA OF CONCERKH IN THE EXAMINATION PROCESS
DEALS WITH THE TIME AND PLACE OF THE EXAMINATION, AN ISSUE OF
INTEREST NOT ONLY TO TAXPAYERS BUT TO THE PRACTITIONER COMMUNITY
A8 WELL. TEMPORARY REGULATIONS GOVERNING THE CRITERIA FOR TIME
AND PLACE OF EXAMINATION WERE TO HAVE BEEN ISSUED LAST NOVEMBER.

D.  IMPROVING THE QUALITY OF CUSTOMER SERVICE

THE IRS PROMOTES COMPLIANCE WITH THE TAX LAWS NOT ONLY
THROUGH OUR ENPORCEMENT EFFORTS BUT THROUGH OUR TAXPAYER
ASSISTANCE EFFORTS A8 WELL. THE TAXPAYER BILL OF RIGHTS MADE
THREE DGOI;TM IMPROVEMENTS IN THE AREA OF CUSTOMER SERVICE. I
WOULD LIKE TO DISCUSS WITH YOU THESE CHANGES AND TELL YOU OF THE
IR8'S ACTIONS TO IMPROVE THE QUALITY OF IT8 CUSTOMER SERVICE.

1.  ASBISTANT COMMISSIONER (TAXPAXER SERVICES)

PIRST, THE LAW MANDATED AN ASSISTANT COMMISSIONER FOR
TAXPAYER SERVICES WHO IS RESPONSIBLE FOR TELEPHONE AND WALK~IN
ASSISTANCE, THE DESIGN AND PRODUCTION OF TAX AND INFORMATIONAL
FORMS AND TAXPAYER EDUCATIONAL S8ERVICES. ) THE ASSISTANT

COMMISSIONER FOR TAXPAYER SERVICES, JOINTLY WITH THE TAXPAYER
OMBUDSMAN, MUST ANNUALLY REPORT TO CONGRESS CONCERNING THE

QUALITY OF SERVICES PROVIDED BY THE IRS.

THE RFFECT OF THE CREATION OF THIS NEW OFFICE UPON IRS
OPERATIONS HAS BEEN SIGNIFICANT. THERE IS8 INCREASED MANAGEMENT
FOCUS ON BOTH-PAXPAYER SERVICE AND FORMS AND PUBLICATIONS
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ACTIVITIES. A NOTEWORTHY EXAMPLE IS THE IMPROVEMENT IN TAXPAYER
ACCURACY RATE FOR THIS FILING SEASON. ACCORDING TO THE
INTEGRATED TEST CALL SURVEY SYSTEM, THE ACCURACY RATE MEASURED SO
FAR THIS FILING SEASON IS 76.2 PERCENT; LAST YEAR IT WAS 61.4
PERCENT. THE IMPROVEMENT 18 DUE TO EFFORTS THAT WERE UNDERWAY
WELL BEFORE THESE CHANGES IN MANAGEMENT RESPONSIBILITY. HOWEVER,
THE TAXPAYER BILL OF RIGHTS HAS FOCUSED EXECUTIVE ATTENTION ON
THE IMPORPANCE OF A QUALITY CUSTOMER SERVICE PROGRAM TO THE IRS
MISSION. THIS INCREASED ATTENTION HAS FACILITATED STAFF
ACCEPTANCE OF INNOVATIVE CHANGES AND THEREFORE HAS UNDOUBTEDLY
SPEEDED UP THE PROCESS OF IMPROVEMENT.

2.  ERRONEOUS ADVICE

SECOND, TAXPAYERS MUST BE ABLE TO RELY ON THE ADVICE THEY
RECEIVE FROM IRS. UNDER THE TAXPAYER BILL OF RIGHTS THE IRS 18
REQUIRED TO ABATE ANY PORTION OF ANY PENALTY OR ADDITION TO TAX
THAT CAN BE ATTRIBUTABLE TO ERRONEOUS WRITTEN ADVICE FURNISHED BY
THE IRS THAT WAS SPECIFICALLY REQUESTED IN WRITING AND WAS
WABLY RELIED UPON IN DETERMINING THE TAX LIABILITY OF THE
TAXPAYER.

OUR POLICY CALLS FOR WAIVING CERTAIN PENALTIES THAT HAVE
RESULTED FROM ERRONEOUS ADVICE GIVEN BY AN IRS EMPLOYEE ON THE
TOLL~FREE TELEPHONE SYSTEM. 8UCH PENALTIES ARE GENERALLY WAIVED
IF TAXPAYERS SHOW "REASONABLE CAUSE" FOR TAKING POSITIONS ON
THEIR RETURNS GIVING RISE TO A PENALTY. THE INFORMATION THAT
ASSISTS IN DETERMINING WHETHER THERE IS REASONABLE CAUSE INCLUDES
WHETHER THE TAXPAYER ATTEMPTED TO PIND ANSWERS TO QUESTIONS FROM
IRS FORMS, INSTRUCTIONS OR PUBLICATIONS, THE QUESTION ASKED AND
SPECIFIC FACTS RELATED BY THE TAXPAYER TO THE IRS EMPLOYEE, MD“
THE ANSWER THE TAXPAYER RECEIVED FROM THE IRS.

3.  IR8 NOTICES
THIRD, THE TAXPAYER BILL OF RIGHTS REQUIRES THAT CERTAIN
NOTICES CONTAIN THE FOLLOWING INFORMATION:
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. A DESCRIPTION OF THE BASIS FOR AND
AMOUNTS OF TAX DUE;

. INTEREST; AND

. ADDITIONS TO TAX AND PENALTIES.

S8INCE MOST OF THESE NOTICES ARE GENERATED BY COMPUTER, NEW
NOTICE LANGUAGE AND COMPUTATIONS HAD TO BE DEVELOPED AND
PROGRAMMED. IT WAS NECESSARY TO MAKE REVISIONS TO 31 OF OUR
NOTICES IN ORDER TO MEET THE REQUIREMENTS OF THE TAXPAYER BILL OF
RIGHTS. THESE CHANGES HAVE BEEN MADE AS OF JANUARY 1990.

ALSO, PROGRAMMING WAS COMPLETED DURING THE 1989 FISCAL YEAR
WHICH HAS8 ALLOWED US TO SEND OUT NOTICES EXPLAINING INTEREST AND

PENALTY CALCULATIONS TO TAXPAYERS WHO REQUEST MORE INFORMATION.
WE CALL THEM PINEX NOTICES. B0 FAR WE HAVE ISSUED APPROXIMATELY

19,500 OF THESE NOTICES IN RESPONSE TO TAXPATIER INQUIRIES.

FURTHERMORE, THE IRS HAS RBDBBIGNED 'ﬂlE DYSCREPANCY NOTICE
IN RESPONSE TO CONCERNS RAISED BY PRACTITIONERS THAT LAWS ON
DISCLOSURE OF TAX INFORMATION MAKE IT DIFFICULT TO EFFECTIVELY
REPRESENT CLIENTS WITH RESPECT TO ISSUES ARISING FROM THE
DOCUMENT MATCHING PROGRAM. THE NOTICE NOW INCLUDES A LIMITED
POWER OF ATTORNEY AUTHORIZATION. THIS CHANGE SHOULD RESULT IN
MORE EXPEDITIOUS RESOLUTION OF DISCREPANCY CASES.

4. IRS CORRESPONDENCE
THE IRS REALIZES THAT OUR WRITTEN COMMUNICATIONS MUST BE

IMPROVED TO ENSURE THAT TAXPAYERS UNDERSTAND THE INFORMATION THAT
WE ARE PROVIDING AND WHAT ACTION IS REQUIRED ON THEIR PART. TO
ACCOMPLISH THIS, THE IRS HAS INITIATED EFFORTS TO IMPROVE THE
QUALITY OF OUR CORRESPONDENCE. IN LATE FY 1989, THE IRS
ESTABLISHED A GROUP, UNDER THE TAXPAYER OMBUDSMAN, TO REVIEW
NOTICES FOR CLARITY AND QUALITY. THIS GROUP WILL REWRITE NOTICES
ACCORDING TO STANDARDS DEVELOPED BY AN OUTSIDE VENDOR AND ADOPTED
BY THE IRS. THE SERVICE HAS REVIEWED ITS PROCEDURES FOR
COMPOBING LETTERS AND HAS BEGUN USING NEW TECHNOLOGY TO HELP
EMPLOYEES PREPARE THE CORRECT LETTER FOR THE PARTICULAR
SITUATION,
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SEVERAL OF OUR SERVICE CENTERS ARE NOW USING A PROFESSIONAL
LETTER S8YSTEM (PLS), A PROTOTYPE PROGRAM, TO IMPROVE

CORRESPONDENCE, THIS NEW CORRESPONDENCE PROGRAM IS A STAND-ALONE
S8YSTEM WHICH ALLOWS EXAMINERS TO TAILOR THEIR LETTERS TO EACH

INQUIRY, THEREBY MAKING THEIR CORRESPONDENCE MORE RESPONSIVE TO
THE TAXPAYER. THE LETTERS ARE PROOFREAD AND SIGNED BY THE
EXAMINER THAT CREATED THE LETTER. THE SYSTEM RETAINS LETTERS IN
A COMPUTER HARD DRIVE FOR 30 DAYS ALLOWING INSTANT RETYPE OR
LATER RESEARCH WHICH PROVIDES OUR EMPLOYEES WITH BETTER ACCESS
AND AVAILABILITY TO TAXPAYER R_CORRESPONDENCE RECORDS THAN EVER
BEFORE.

WHILE THE PROFESSIONAL LETTER SYSTEM IS STILL IN THE
FORMATIVE STAGE AND PROBLEMS STILL HAVE TO BE WORKED OUT BEFORE
SUCH A SYSTEM COULD BE IMPLEMENTED S8ERVICE-WIDE, IT SHOWS GREAT
PROMISE IN HELPING THE IRS PREPARE QUALITY CORRESPONDENCE THAT 18
MORE RESPONSIVE TO TAXPAYERS AND THAT IS8 EASIER FOR THEM TO READ
AND UNDERSTAND. A SBAMPLE LETTER IS INCLUDED IN APPENDIX VII.

THE IRS 18 ALSO TESTING AN EXPERT SYSTEM IN THE PHILADELPLIA
SERVICE CENTER WHICH AT LONG RANGE WILL TIE INTO OUR COMPUTER
SYSTEMS. THIS SYSTEM WILL GIVE US THE ADVANTAGES OF EVEN GREATER
FLEXIBILITY TO OUR TAX EXAMINERS BY PROVIDING ON~LINE ACCESS TO
OUR INTEGRATED DATA RETRIEVAL SYSTEM.

E.  IMPROVING TAXPAYER GUIDANCE

ONE OF MY NAJOR GOALS I8 TO SIMPLIFY REGULATIONS AND TO MAKE
THEM UNDERSTANDABLE TO BOTH PRACTITIONERS AND THE TAXPAYING
PUBLIC. THE TAXPAYER BILL OF RIGHTS ALSO SEEKS TO IMPROVE THE
REGULATORY PROCESS. UNDER THE LAW, THE IRS IS8 REQUIRED TO-

SOLICIT COMMENTS FROM THE SMALL BUSINESS ADMINISTRATION (8BA)
AFTER THE PUBLICATION OF PROPOSED REGULATIONS OR BEFORE THE

PROMULGATION OF FINAL REGULATIONS. THE SBA IS ALLOWED FOUR WEEKS
AFTER RECEIPT OF A REGULATION TO PROVIDE COMMENTS ON THE IMPACT
OF THE REGULATION ON SMALL BUSINESSES.

IT PURTHER REQUIRES THAT ALL TEMPORARY REGULATIONS BE ISSUED
SINULTANEOUSLY IN PROPOSED FORM. TEMPORARY REGULATIONS CAN
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REMAIN IN EFFECT FOR NO MORE THAN THREE YEARR AFTER THEY ARE
ISSUED.

OUR CURRENT PROCEDURE IS TO SEND ALL PROPOSED REGULATIONS TO
SBA ‘AT THE SAME TIME THAT THEY ARE PUBLISHED IN THE FEDERAL
REGISTER. THIS ENSURES THAT THE SBA HAS ADEQUATE TIME TO COMMENT
BEFORE THE ISSUANCE OF THE FINAL REGULATION. TO DATE,
APPROXIMATELY 100 DOCUMENTS HAVE BEEN SENT TO THE S8BA FOR
COMMENT. WE RECENTLY MET WITH OFFICIALS AT THE 8BA TO REVIEW
THIS PROCESS TO ENSURE ITS FUTURE SUCCESS.

P.  MONITORING OUR PROGRESS

THE INTERNAL AUDIT DIVISION OF THE IRS' INSPECTION SERVICE
PERFORMS INDEPENDENT REVIEWS OF ALL IRS OPERATIONS. YOU AND YOUR
S8TAFF, MR. CHAIRMAN, HAVE RECEIVED COPIES OF SELECTED INTERNAL
AUDIT REPORTS IN RECENT YEARS,

INTERNAL AUDIT CONDUCTED AN ON-LINE REVIEW OF IRS'
IMPLEMENTATION OF THE TAXPAYER BILL OF RIGHTS. THE REVIEW VWAS
CONDUCTED DURING THE PLANNING AND IMPLEMENTATION PHASES 80 THAT
IMMEDIATE CORRECTIVE ACTIONS COULD BE TAKEN IF NEEDED.

THE FINDINGS BY INTERNAL AUDIT IDENTIFIED SEVEN ITEMS FOR
WHICH CORRECTIVE OR ADDITTIONAL ACTIONS APPEARED TO BE WARRANTED.

THE SBEVEN MAJOR AREAS IDENTIFIED BY THE INTERNAL AUDIT
REPORT WERE:

1. THE FAILURE OF FINANCIAL INSTITUTIONS TO HOLD LEVIED
FUNDS POR 21 DAYS AFTER THE RECEIPT OF THE LEVY;

2. PROBLEMS IN TRAINING SOME OF OUR PIELD EMPLOYEES;

3. THE NEED FOR MORE TIMELY FEEDBACK FOR OUR TEST CALL
PROGRAM ON TAXPAYER ASSISTANCE ORDERS;

4. THE LACK OF CLARITY OF THE FPINAL BALANCE DUE NOTICE
SENT TO TAXPAYERS BEFORE LEVY;

S. MINOR PROBLEMS WITH MAILING NOTICES TO TAXPAYERS AND
HAVING NEW FORMS AVAILABLE IN OUR LOCAL OFFICES;

6. NEEDED IMPROVEMENTS TO OUR INTERNAL PROCEDURES
CONCERNING REGULATIONS SENT TO THE SMALL BUSINESS
ADMINISTRATION AND;
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7. THE NEED TO ESTABLISH A ROUTINE WAY OF ISSUING
EXPEDITED REFUNDS IN SIGNIFICANT HARDSHIP CASES.

MOST OF THESE ISSUES WERE RESOLVED DURING IMPLEMENTATION BY
THE ASSISTANT COMMISSIONER OR THE CHIEF COUNSEL AREAS INVOLVED.
WE ARE CONTINUING TO MONITOR THE PROGRESS AND WILL TAKE
ADDITIONAL CORRECTIVE ACTION AS NECESSARY.

1v. THERE I8 MORE TO BE DONE

WE VIEW THE TASK OF GUARANTEEING TAXPAYERS' RIGHTS A8 AN
ONGOING PROCESS. IN ADDITION TO ALL THE IRS HAS DONE 80 FAR, WE
WILL CONTINUE TO REVISE PROCEDURES A8 WE RECEIVE FEEDBACK FROM
TAXPAYERS, PRACTITIONERS, AND THE CONGRESS. THE IRS WILL
CONTINUE THE TRAINING AND MONITORING OF IT8 EMPLOYEES TO ENSURE
THAT WE EPPECTIVELY UNDERSTAND AND APPLY THE TAXPAYER BILL OF
RIGHTS. ALSO, EFFORTS WILL CONTINUE TO BQUCATE ALL TAXPAYERS
CONCERNING THEIR RIGHTS IN DEALING WITH THE IRS.

FURTHERMORE, WE ARE CURRENTLY EXPLORING CHANGES IN SEVERAL
AREAS. WE ARE CONSIDERING ESTABLISHING AN ADMINISTRATIVE REVIEW
OF SEIZURES, SIMILAR TO THE PROCEDURE CONGRESS HAS REQUIRED THE
IRS TO USE WHEN A TAXPAYER APPEALS THE FILING OF AN ERRONEOUS TAX
LIEN. WE ARE ALSO CONSIDERING A LEGISLATIVE PROPOSAL TO ENABLE
THE IRS TO RETURN MONEY TO A TAXPAYER WHEN A BANK RESPONDS TO A
LEVY BEFORE THE NEW 21 DAY HOLDING PERIOD EXPIRED AND WE WOULD
HAVE OTHERWISE RELEASED THE LEVY BASED ON HARDSHIP. INTERNAL
AUDIT WILL REVIEW ALL OUR TRAINING PROGRAMS DURING THE NEXT 12 ~
18 MONTHS TO ENSURE THAT ALL THE PROVISIONS OF THE TAXPAYER BILL
OF RIGHTS HAVE BEEN INCORPORATED INTO OUR BASIC EMPLOYEE TRAINING
PROGRANS. PINALLY, AN ACTION PLAN HAS BEEN DEVELOPED TO GET
NEEDED REGULATORY GUIDANCE TO THE PUBLIC A8 QUICKLY AS POSSIBLE.

A.  MAKING IRS MORE RISPONSIVE TO TAXPAYXERS
MR. CHAIRMAN, WHILE THE TAX SYSTEM TODAY I8 ALIVE AND WELL,
THE CONSTANT TAX LAW CHANGES WE'VE SEEN THROUGHOUT THE 1980'S,



70

THE COMPLEXITY OF TAX LAWS AND REGULATIONS, AND THE FREQUENT,
LENGTHY DELAYS IN RESOLVING TAXPAYERS' PROBLEMS POSE A REAL
THREAT TO THE VOLUNTARY COMPLIANCE SYSTEM. I BELIEVE THAT THE
AMERICAN PEOPLE DO NOT MIND PAYING TAXES AS MUCH AS THEY OBJECT
TO THE PAIN OF THE PROCESS. I BELIEVE IT REQUIRES THE CONCURRENT
EFFORT OF THE IRS, TREASURY, AND THE CONGRESS TO ENACT AND
ENFORCE RULES IN A WAY THAT ENCOURAGES TAXPAYERS WHO WANT TO
COMPLY WITH OUR TAX LAWS TO DO 80 IN THE BASIEST WAY POSSIBLE.

THE IRS CAN UPHOLD IT8 PART OF THIS EFFORT BY BECOMING MORE
RESPONSIVE TO TAXPAYERS. IN PACT, ONE OF MY MAJOR GOALS AS
COMMISSIONER I8 TO SEE THAT RESPONSIVENESS, QUALITY, AND SERVICE
REMAIN THE FOUNDATIONS OF IRS OPERATIONS.

LET ME BRIEFLY REVIEW FOR YOU THREE AREAS IN WHICH WE ARE
STRIVING TO BE MORE RESPONSIVE: TAX SIMPLIFICATION; TAX SYSTEM
MODERNIZATION; AND QUALITY SERVICE.

B.  TAX SIMPLIFICATION

DURING THE ~)l:ﬂl! MONTHS THAT I'VE SERVED A8 COMMISSIONER,
I'VE MADE FREQUENT SPEECHES AROUND THE COUNTRY ON THE NEED TO
SBIMPLIFY LAWS, REGULATIONS, AND ADMINISTRATIVE PROCEDURES. WHILE
IT I8 IMPORTANT TO RECOGNIZE THE CONTRIBUTION OP TAX LEGISLATION
IN THE 1980'8 -~ PARTICULARLY THE TAX REFORM ACT OF 1986, WHICH
SIMPLIFIED THE SYSTEM FOR TENS OF nuu.:ous\or AMERICANS -~ THE
FRENZY AND CUMULATIVE IMNPACT OF REPEATED TAX LAW CHANGES ALONG
WITH INTERPRETATIONS OF THOSE CHANGES HAVE IMPOSED A sriscxnmc
BURDEN OF COMPLEXITY, UNCERTAINTY, AND ADMINISTRATIVE COSTS ON
INDIVIDUAL TAXPAYERS AND BUSINESSES, AS WELL AS ON THE IRS.

IF TAXPAYERS CANNOT UNDERSTAND OUR LAWS AND REGULATIONS, OR
IF COMPLIANCE WITH THOSE REQUIREMENTS IS PROHIBITIVELY EXPENSIVE,
THEY WILL TAKE SHORTCUTS AND NOT FULLY COMPLY. EVERY ONE PERCENT
DROP IN COMPLIANCE COSTS THE TREASURY MORE THAN $5 BILLION IN
LOST REVENUE. IT FPOLLOWS THAT IF IRS EMPLOYEES CANNOT tmbﬁns‘rmb
AND EXPLAIN THOSE LAWS AND REGULATIONS, WE WILL HAVE A HARD TIME
ADMINISTERING AND ENFORCING 'mn(.
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THE CHALLENGE OF TAX ADMINISTRATION IN THE 1990'S IS TO EASE
THE BURDEN ON THE AMERICAN TAXPAYER. THIS EXTENDS FAR BEYOND
LEGISLATION, EVEN BEYOND THE SCOPE OF THE TAXPAYER BILL OF
RIGHTS, AND GOES TO THE CORE OF OUR MISSION. OUR GOALS ARE TO
MAKE IT EASIER FOR TAXPAYERS TO COMPLY AND TO IMPROVE THE
ACCURACY AND SPEED WITH WHICH WE RESPOND TO THEM. I AM VERY MUCH
AWARE THAT THE QUALITY OF SERVICE WE PROVIDE IN THESE AREAS 18
THE PIRST STEP TO IMPROVING COMPLIANCE.

/
C.  IAX SXSTEM MODERNIZATION

AS YOU ARE AWARE, MR. CHAIRNAN, TAX SYSTEM MODERNIZATION IS
ONE OF THE IRS'S MAJOR INITIATIVES, AND THE PRESIDENT HAS
SELECTED THE MODERNIZATION OF TAX ADMINISTRATION AS A
PRESIDENTIAL MANAGEMENT OBJECTIVE FOR HIS ADMINISTRATION.
TECHNOLOGY IS RAPIDLY CHANGING, AND WE MUST BE PREPARED TO DEAL
WITH CONTINUED GROWTH IN INFORMATION AND THE LIMITS ON OUR
CURRENT CAPACITY THAT WE WILL FACE IN THE NEAR FUTURE.

WE DO NOT HAVE TO WAIT TO REALIZE GAINS FROM OUR EFPORTS
BECAUSE MODERNIZATION IS ALREADY SHOWING BENEFITS AND WILL
PRODUCE EVEN NORE BENEFITS DURING THE NEXT 18 MONTHS. FOR
EXANPLE:

. CERTAIN TAXPAYERS IN ALL 50 STATES CAN NOW TAKE

ADVANTAGE OF PILING THEIR RETURNS ELECTRONICALLY.
COMPARED TO LAST YEAR, THERE HAS BEEN AN INCREASE OF
OVER 270 PERCENT 80 FAR IN THE NUMBER OF TAXPAYERS
FILING ELECTRONICALLY, AND ARE RECEIVING THEIR REFUND
IN ONLY 2 TO 3 WEEKS INSTEAD OF AN AVERAGE € TO 8
WEEKS. WELL OVER 3.6 MILLION TAXPAYERS HAVE FILED
ELECTRONICALLY THIS YEAR.

. FASTER REFUNDS ARE CERTAINLY AN IMPORTANT PART OF THE
STORY. BUT MANY OF US BELIEVE THAT QUALITY IMPROVEMENT
I8 AN EQUALLY IMPORTANT ASPECT OF ELECTRONIC FILING.
THE ERROR RATE ASSOCIATED WITH PAPER RETURNS (E.G.,
MATH ERRORS, AS WELL A8 OUR OWN TRANSCRIPTION ERRORS)
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IS RUNNING AT APPROXIMATELY 14.6 PERCENT THIS YEAR.
WHILE THIS REPRESENTS A SIGNIFICANT IMPROVEMENT OVER
PRIOR YEARS, THE ERROR RATE FOR ELECTRONICALLY FILED
RETURNS 18 LESS THAN 5 PERCENT! MOREOVER, ERRORS
ASSOCIATED WITH BLEC'I'RONICALLY FILED RETURNS ARE
GENERALLY IDENTIFIED BARLY IN THE PROCESS AND ARE
ALMOST ALMAYS RESOLVBD WITHIN A MATTER OF DAYS AFTER
FILING.

. WE WILL BE PILOT TESTING THE FIRST PHASE OF OUR
AUTOMATED UNDERREPORTER SYSTEM LATER THIS YEAR. WHEN
FULLY IMPLEMENTED, IT WILL GIVE OUR SERVICE CENTER
EMPLOYEES IMMEDIATE ACCESS TO CASE INFORMATION, PERMIT
RESOLUTION OF CASES BY TELEPHONE, AND GREATLY REDUCE
THE NEED FOR PROTRACTED CORRESPONDENCE WITH TAXPAYERS.

. DURING 1990 AND 1991 WE WILL CONTINUE TO TEST VARIOUS
ONE-STOP S8ERVICE CONCEPTS THAT ARE ALREADY REDUCING THE
RUN-AROUND AND DIFFICULTIES THAT TAXPAYERS CONFRONT IN
THEIR DEALINGS WITH US.

. OUR FRESNO SERVICE CENTER WILL TEST A PROJECT DESIGNED
TO RECORD TAXPAYER CORRESPONDENCE IN A MORE TIMELY
FASHION, THUS PREVENTING MAILING UNNECESSARY SUBSEQUENT
NOTICES. FEWER NOTICES MEAN PEWER HASSLES FOR
EVERYONE.

TAX SYSTEM MODERNIZATION WILL REDUCE ERRORS ON THE FRONT-
END OF OUR PROCESSING SYSTEM 80O THAT THE SYBA';‘H! WILL CONTAIN MORE
ACCURATE INFORMATION ON TAXPAYER ACCOUNTS. THE NET RESULT WILL
BE FEWER ERRONEOUS NOTICES AND LEVIES, WHICH COST BOTH IRS AND
TAXPAYERS TIME AND MONEY TO RESOLVE, AND WHICH WILL ALLOW US TO
DEVOTE OUR RESOURCES TO TRULY DELINQUENT ACCOUNTS.

THE NEW SYSTEM WILL ALSO ALLOW FASTER ACCESS TO ACCOUNT
INFORMATION CURRENTLY MAIRTAINED ON TAXPAYERS. IT WILL ENALLE US
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TO RESOLVE TAXPAYERS' INQUIRIES AND SETTLE THEIR ACCOUNTS FASTER,
WHILE ALSO PROVIDING FIELD PERSONNEL WITH MORE TIMELY INFORMATION
TO DETERMINE APPROPRIATE COLLECTION ACTION. AN EXAMPLE IS A
PROJECT THAT WILL ALLOW OUR SERVICE CENTER EMPLOYEES TO HAVE
ACCESS TO THE LATEST AND MOST ACCURATE ACCOUNT DATA, INFORMATION
NOT NOW AVAILABLE ON AUTOMATED COLLECTION SYSTEM (ACS) TERMINALS.

TWO TAXPAYER SERVICR-RELATED PILOT PROGRAMS OF INTEREST ARE
CURRENTLY UNDERWAY IN DALLAS AND BOSTON. THE DALLAS TEST USES
SOFTWARE WHICH ALLOWS OUR ASSISTORS TO RAPIDLY RESEARCH A DATA
BASE FOR REPERENCE MATERIALS WHICH REFLECT THE IRS POSITION ON
TAX S8UBJECTS. THE TEST ALSO INCLUDES BOPTWARE WHICH ALLOWS US TO
AUTOMATICALLY RECORD TAXPAYER REQUESTS FOR FORMS AND
PUBLICATIONS, AND TO AUTOMATICALLY SEND THESE REQUESTS TO OUR
DISTRIBUTION CENTERS. THIS S8YSTEM ALSO GENERATES MANAGEMENT
INFORMATION ON THE AGE, TYPE, STATUS AND O'I'HER CHARACTERISTICS OF
THE TAXPAYERS' REQUESTS FOR INFORMATION. 1IN BOSTON, AN “EXPERT"
OR KNOWLEDGE~BASED S8YSTEM IS BEING TESTED THAT PROMPTS OUR
ASSISTORS WITH APPROPRIATE QUESTIONS, PROVIDES ADDITIONAL
DETAILED EXPLANATIONS, PERFORMS CALCULATIONS, AND AN ;NSW!R TO
THE QUESTION BASED ON SPECIFPIC INFORMATION GIVEN BY THE TAXPAYER.
'n;nmm WILL RECEIVE MORE ACCURATE AND COMPLETE INFORMATION,
REDUCING THE NUMBER OF TIMES THEY HAVE-TO CALL IRS POR ADDITIONAL
INFORMATION IN ORDER TO COMPLETE ACCURATE RETURNS.

I BELIEVE THAT THE FUTURE OF OUR TAX SYSTEM HINGES ON TAX
SYSTEMS MODERNIZATION. WE NUST SUCCEED ~- OR FACE VERY SERIOUS
COMPUTER CAPACITY S8HORTAGES BY THE MID-1990°'S. WE MUST SUCCEED
IF WE ARE T0 PROVIDE THE LEVEL OF QUALITY IN TAX ADMINISTRATION
THAT THE AMERICAN PUBLIC HAS EVERY RIGHT TO EXPECT AND DEMAND
FROM OUR GOVERNMENT, THE SAME LEVEL OF QUALITY PROVIDED BY MOST
PRIVATE SECTOR FINANCIAL FIRMS.

8YSTEMS MODERNIZATION 18 A LONG~TYRM EFFORT THAT WILL NOT BE
COMPLETED FOR MANY YEARS AND REQUIRFS A SIGNIPICANT CAPITAL
INVESTMENT. AT THE SAME TIME, HOWEVER, THE PLAIN PACT IS8 THAT WE
ARE ALREADY S8EEBING DEMONSTRABLE AND SIGNIFICANT BENEFITS. I HAVE
ALREADY MENTIONED ELECTRONIC FILING AND OUR TAXPAYER SERVICE

S
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PROJECTS IN BOSTON AND DALLAS. THERE ARE OTHERS; I WOULD LIKE TO
MENTION ONE. PHASE I OF THE ON-LINE ENTITY PROJECT ("OLE"), A
SYSTEM TO INPROVE DATA WE ENTER INTO OUR PROCESSING SYSTEMS, HAS
BEEN UP AND RUNNING IN OUR MEMPHIS SERVICE CENTER SINCE LAST
FALL, IT IS NOW IN PLACE IN FPIVE ADDITIONAL SERVICE CENTERS AND
WILL BE IMPLEMENTED IN THE REMAINING FOUR SBERVICE CENTERS BY THE
SPRING. WE KNOWN THAT OLE HAS ALREADY CONTRIBUTED TO THE
IMPROVED QUALITY OF OUR PROCESSING OPERATIONS THIS YEAR. WHEN
SUBSEQUENT PHASES ARE FULLY IMPLEMENTED IN 1991 AND 1992, WE ARE
CERTAIN THAT IT WILL GENERATE SIGNIPICANT QUALITY IMPROVEMENTS IN
OUR SERVICE CENTER OPERATIONS.

D.  IMVESTMENTS IN TAX ADMINISTRATION

BINCE BECOMING COMMISSIONER, I HAVE BECOME INCREASINGLY
AWARE OF THE ENORMITY OF THE CHALLENGES THE IRS PACES AS WE ENTER
THE DECADE OF THE 1990°'S. IN ADDITION TO ADDRESSING AN EVER
GROWING WORKLOAD, WE NUST BE ABLE TO MEET THE HRIGHTENED
EXPECTATIONS OF THE AMERICAN PUBLI¢ ... LUALITY S8ERVICE ~
EX.PECTATIONS THAT ENCOMPASS STRICT ADHERENCE TO THE TAXPAYER BILL
OF RIGHTS AND IT8 PRINCIPALS. '

TODAY, I WANT TO ASSURE YOU OF THE ORGANIZATIONAL COMMITMENT
OF IRS TO THOSE PRINCIPLES. I ALSO WANT TO RESPECTFULLY REMIND
YOU AND YOUR COLLEAGUES, HOWEVER, THAT MAINTAINING THAT
COMMITMENT REQUIRES THAT WE HAVE THE RESOURCES TO DO OUR JOB WELL
AND TO RETAIN AND RECRUIT HIGH QUALITY PERSONNEL. WHILE IRS
RESOURCES HAVE GROWN FROM A 1981 BUDGET OF $2.5 BILLION PROVIDING
FOR ALMOST 83,000 STAPF YEARS TO $5.5 BILLION AND 115,000 STAFF
YEARS IN 1990, WE HAVE SEEN A WIDENING DISPARITY BETWEEN THE
TOTAL BUDGET AVAILABLE AND THE INCREASED COSTS OF A VARIETY OF
FUNCTIONS. THESE INCREASES RESULTED FROM A COMBINATION OF BOTH
INTERNAL AND EXTERNAL FACTORS, INCLUDING;

. NATURAL GROWTH IN THE NUMBER OF TAX RETURNS FILED,
WHICH ULTINATELY APFECTS EVERY PROGRAM WE OPERATE;
. LEGISLATED PAY RAISES) )
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.+ INTERNAL ACTIONS TO IMPROVE THE QUALITY OF THE
WORKFORCE

. INCREASING COBTS OF MAINTAINING OUR OUTDATED TECHNOLOGY
AT A TIME WHEN WE NUST INVEST IN A TAX MODERNISATION
SYSTEM FOR THE 1990'S AND BEYOND; AND

. COST INCREASES TO COVER INFLATION BY OTHER AGENCIES
(GENERAL SERVICES ADMINISTRATION, MATIONAL ARCHIVES AND
RECORDS ADMINISTRATION) . -

THROUGHOUT 1988 AND 1989 WE TOOK THE DIFFICULT STEPS
NECESSARY TO ADDRESS DEFICITS THAT AROSE FROM THESE AND OTHER

FACTORS. POR THE PAST 15 MONTHS, WE HAVE BERN PAYING THE PIPER,
ESPECIALLY IN THE CONTEXT OF THE FY 1990 UNBUDGETED PAY RAISE,
SEQUESTRATION, AND THE FOLLOWING ITEMS:

. A PARTIAL OR CONPLETE HIRING FREEZE IN MOST OF OUR
PROGRAM ACTIVITIES THAT WILL NOT BE LIFTED FOR NONTHS
10 CoWE.

. A PARTIAL FREEZE ON PROWOTIONS THROUGHOUT THE SERVICE
BINCE TAST NOVEMBER.

. PROGRAM CUTBACKS THAT WILL REMAIN IN PLACE FOR NONTHS
TO COME: CUTBACKS THAT HAVE COST, AND WILL CONTINUE TO
COST, MILLIONS OF DOLLARS IN REVENUE; CUTBACKS THAT
HAVE REDUCED OUR LEVEL OF SERVICE TO TAXPAYERS THIS
FILING SEASON.

. BTRUCTURAL INBALANCE IN OUR BUDGET; A CONTINUING
FAILURE TO INVEST IN OUR FUTURE -- PROVIDING EMPLOYRES
WITH NANDATORY TRAINING, BUT PAILING 70 PROVIDE OUR
DIPLOYEES WITH SUPPLENENTAL OR SPECIAL TRAINING AND
OTHER TOOLS THEY WERD TO DO THEIR JOBS PROPERLY.

THE IRS BUDGET FOR FY 1991 I8 A GOOD BUDGET. IT PROVIDRS
THE FUNDING TO BEGIN TO ALLEVIATE THESE SHORTPALLS, AND PROPERLY
FUNDS IRS OPERATIONS, WHILE SINULTANEOUSLY NAKING INVESTHINTS

— - ep———
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TOWARD A LONG-RANGE PLAN OF IMPROVING THE TAX SYSTEM. TO BE MOST
EFFECTIVE, NOWEVER, IT NUST BE_THE FIRST INSTALLMENT IN A SERIES
OF MODEST BUT DEPENDABLE INCREASES DESIGNED TO ADEQUATELY FUND
THE IRS'S MYRIAD RESPONSIBILITIES AND IMPROVEMENT INITIATIVES. I
RESPECTFULLY URGE YOUR SUPPORT FOR CONTINUED INVESTMENTS IN TAX
ADMINISTRATION.

V.  CONCLUSION

I HOPE MY REMARKS HERE TODAY HAVE INDICATED THE DEPTH OF OUR
COMMITMENT TO MAKING THE TAXPAYER BILL OF RIGHTS A REALITY. I
BELIEVE IT I8 A POSITIVE PIECE OF LEGISLATION FOR BOTH TAXPAYERS
AND THE IRS, AND I COMMEND YOU FOR ENACTING IT. "

I ALSO WANT TO THANK YOU FOR YOUR LEADERSHIP AND INITIATIVE
ON 8J RES. 255, WHICH DESIGNATED THE 1990 FILING SEASON AS THE
#20TH ANNIVERSARY OF IRS-SPONSORED VOLUNTEER PROGRAMS SEASON".
WE ARE DEEPLY INDEBTED TO THOUSANDS OF VOLUNTEERS, MORE THAN
90,000 VOLUNTEERS THIS YEAR ALONE, WHO MAVE HELPED TAXPAYERS AND
IRS SBINCE 1970, AND VERY MUCH APPRECIATE YOUR RECOGNITION OF
THEIR EFFORTS.

XY COLLEAGUES AND I WOULD BE PLEASED TO ANSWER ANY QUESTIONS
YOU OR THE MEMEERS MAY HAVE. ’
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you 10 days betore the meeting and
AU Can get a copy ot the revording
a1 your evpense.

Payment of Only the

Required Tax
You have the night 1o plan your busi-
ness and personal finances so that

sou will pay the least 1as that is due
under the law. You are liable only
for the correct amount of tax. Our
purpose is (10 8 the law consistently
and fairly to all taxpayers.

Wn‘mh—‘:‘
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you have the night 1o ash that the
c\amination take place at a reasonable
time and place that is comenent for
both you and the IRS. If the time or
place we suggest is not convenent,
the examiner will try 10 work out
something more suitable. However,
the IRS makes the final determination
of how, when, and ¢ the examin-
stion will take place. You will receive

an explanation of your s and of
the examination process either before
or &t the interview.

i m do not agree with the
'8 npon you may meet with
the examiner's supervisor 10 discuss
your case further.
Repeat examinations. We try 10 avoid
repest examinations of the same ftems,
but this sometimes A we
r tax return for the same
nm of ihe 2 previous years
rmpoud change to your tax
lm»uac please contact us as soon as
30 we can see if we should
the repeat examination,

examined
kems in

i g Ivdy by mail. We will
uiries ent ¢ W

M serd you & letter with either & request
for more information or & resson
why we believe 8
made 10 your return, IT you give us
the requesied information or provide
nation, we may of msy not
I&K with y?n and m evum

reasons for any 5. You

1d not hesitate (o write (o us ‘lb’«n

g you do not
cannot mom any questions
ﬂwuh the mail, you can nqueu .
personal interview. You
the IRS and lM courts. You
nd instructions with esch
inquiry or in Publication 1383,
Correspondence Process

Examinstion by interview. If we
notify you that we will conduct your
¢wnludonthtmm&cmnd ter-

Explaastion of chasges. If we pr
any changes 1o your mum. we Wi
explain the reasons for the clunm.
|;*l:‘ imponiant that nndu

. You

10 ask tboul ‘anything that h umlm
10 you.
Ioterest. Yo - must pay interest on
additions. s that you owe. The
interest is 131 od from the due date
of the setun. ¥ it if our error caused -
8 delay in your case, and this was

ossly unfair, we may reduce the
interest. Only Mm uum by proce-

dural ot mechanical involving
the exer duoljudmmordismmn
qualify. llywmnkwuund such
ndm please discuss it with the
mdﬁknchhnlorrc(und
m Muﬂnm
hlhkuukuionmm;“wplyw

you If you are @ member of a partner-
ship or a sharcholder 1n ¢ small
business corporanon, spevial rules
may apply to the examination of your
paninership or corporation items.
examination of partnership items is
discussed in Publication $56, Exeming-
k= 1ion of Rmmu A IR hu. ond
nufor )m bua o tly
covered in this pu uon genera
apply (o exempt organizations and
sponsors of employee plans.

An Appeal of the

1 in detail and tells
you exactly what to do if you want
to appeal.

?’R‘gh’? h our Appeals Of

[l our

Al"m;?n' can be settled ll\rou;h this
sysiem \vithwl

ve and
-conwmlnk I lhc
uukd 10 your satis-

malter cannot
faction in Appeals, you can take your
case 10 court,
1o the courts. Depending on
- you first pay the disputed
manuucwmlom

oE

you.
If you M-Mh«m

owe additl generally

Mvuhtrhhuounyowmno

view, Of yOu request interview,
Income Tax Appesl Procedure
At sy sage

Z You can agret aad arrange 10 pay.

= You can a3k for o motice of

*Further appeals (0 1he courts May M Posibie,
eaceps theve it #0 appesl wader 1he Tax Coun's
small oy case Procedwre




she U N Tas Court il you have not e
rad the 13y Ordinandy. you have 90
Javs trom the ume we mail you 2
1orma) potice (called a “notice of
Jeficieney ) telling Aou that you one
addinonal tan, to file a pettion with
the LS Tax Court. You can request
simplified small tax case procedures if
your case 13 $10,000 or bess for any
penod or year. A case settied under
these procedures cannot be sppealed.
I you have already &xd the disputed
wax an full, you may 8 clam for
refund. If we disaliow the claim or
do not take action within 6 months,
then you may teke your case to the
U.S. Claims Court or your U.S.
District Court.
Recovering . If the
cour. agrees with you on most issues
in your case, and finds that our posi-
tion was lasgely unjustified, you may
be able 10 recorer some of your
sdministrative and Inigation costs.
1'260 this, you must have used alt
the sdministrati 4 pibre)
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Pa)yment meats. You sthould
make ervery effort 1o pay your bill in
ol If you can't, you should pay as
much as you can and contadt us nght
asay. We may ash vou for a complete
financial statement 10 determine how
you can pay the amouat due. Based on
your financial condition, you ms)

ualify for an inallment agreement.

‘e will give you copies of all agree-
ments you make with us.

If we approve 8 payment X, «
g:n agreement will sy in c”ecl only
i

You give correct and complete
financial information,

You pay each instaliment on time,
You satisfy other (ax habilities on
time,

You provide current financial
information when asked, and

We determine that cotlecting the
1ax is not at risk.

10 you within the IRS. This includes
going through our Appeals system
and giving us all the information
necessary (0 resolve the case.
Publication $36, Examunation of
Returns, nAdmnl Rights, and Claums
Jor Refund, will help you more fully

understand your appeal rights.

Fals Collection of Tax

Whenever you owe tax, we will send
you & bill descnibing the tax and
stating the amounts you owe in tax,
interest, and ies. Be sure to
check any bill you receive 1o make
sure it is correct. You havc‘ the right
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Your rights are further protected
because we are st allowed 1o use tax
our

%
1

Following 8 review of your current
finances, we may change your pcgmcm
agreement. We will mily you 30 days

before any change 10 your payment
1 and tell you why we are
making the
We will not take any enforcement

costact you { ) .
personal visi). ll‘:udonu.
, we may have no choice
to enforcement.

Refenss of lens. If we have 10 place
ahmonorm y (10 secure the

but

1 must bring sun within 2 years of the
acuon
Incorrect lea. You have the right to
_appeal our filing of & Notice of
Federal Tax Lien if you bebere we
filed the ben in error. If we agree, we
will issue & certificate of release,
including a siatement that we filed
the lien m error.

A lien is incorrect if:

You peid the entire amount due
before we filed the lien,

zc made a procedural error in 8
ficiency

. or
We assessed & tax in violation of
the sutomatic sisy provisions in &
bankruptcy case.

Levy. We will

days notice before we on
property. The levy may be given to

you in , mailed 10 you, ot kft
at your or workplace. We cannot
place a o yousr property on a
day on you ase required to
atiend 8 collection isterview.

'nuﬂy:‘unhnnﬂho-m‘ I
we must rworﬂ.
Mvtlhekﬂlyr&uluw eep, you
Necessary clot! and
sdmlbooh.m
A limited amount of personal
belongings, furniture, and
or professional books and tools,
Unemployment and job training
s, workers' compensation,




The 1air market value of the

propetiy evveeds the amount of

the lesy and telease would not

Minder the collection of tav. '

If at any ume during the collection
process you do not agree with the
collection officer, you can discuss
your case with his or her supervisor.

If we seize your property, you hase
the right to request that it be sold
within 60 days aftet your request. You
can request & time period greater than
60 days. We will eomplz with your
request unless it is not in the best
interest of the government.

Access (o your private premises. A
court order is not ally needed
for 8 collection officer 1o seize your
property. However, you don’t have to
allow the em 800e13 10 yOur
private pri . such as your home
or the non-public areas of your
business, if the employee does not
havt coun suthorization to be there.
Withheld taxes. If we believe that you
were mmﬁbk for seeing that &
corporation peid us income and socisl
security taxes withheld from its
employees, the taxes were not
paid, we may Jook to you o pay sn

Court or U.S.

The Collection Process
To siop the process &I any slage, you
should pey the 1ax in full. If you cannot
pay the wax in full, contact us right away
10 discuss possidle ways 10 pay the tax.
Seart here
First aotice and
. demand for wapaid
s

10 doys later

Eaforosment
suthority arises

Up 10 3 more aotices
sent over & pesiod of
e asking for
payment .
i Nouoe of imsent 10

—— Devy s oo by
conified medl (flnal
notior)

30 days loser
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Publications $36A, The Cottection
Process tincome Tov ducounis), and
$94, The Collection Process
(Cmployment Tua Accounisj, will
help you understand your rights
duning the collection process.

Refund of Overpaid Tax

Once you have paid all your 1ax, you
have the right to file 8 claim for a
refund if you think the 1ax is incor-
rect. Generally, you have 3 years
from the date you filed the return or
2 years from the date you paid the
1ax (whichever is later) to file a claim.
If we examine your claim for any
reason, you have the same rights that
you would have during an examina-
tion of your return.
Interest on refunds. You will receive
interest on any income tex refu
delayed more than 45 days after the
later of either the date you filed your
return or the date your reiurn was
due.
on your refund. Normally,

you will receive your refund about 6
weeks after you file your rewurn. If
you have not received your refund
within 8 weeks after mailing zouv
return, you m}/ check on it by
calling the toli-free Tele-Tax number
in the 1ax forms’ instructions.

If we reduce your refund because
you owe & debdt 10 another Federal

Cancellation of Penaltles
You have the right o ask that centain
eles (but RS ¢ be ted

the IRS if you have a tax problem
that you cannaot clear up through
normal channels, wine to the
Problem Resolution Office in the
district or Sersice Center with which
you have the problem. You may also
reach the Prol Resolution Office
by calling the IRS taxpayer assistance
number for your area.

If you suffer or are about to suffer
a significant hardship because of the __
administration of the tax laws, you
may request assistance on Form 911,
Application For Assisiance Order 1o
Relweve Hardship. The Tarpayer
Ombudsman of a Problem Resolution
Officer will review your application
and may issue a Taxpayer Assistance
. You can get copies of
Form 911 in RS offices or b; cilling
toll-free 1-900-424-FORM (3676)

Protection of Your Rights
The employees of the internal
Revenue Service will explain and
protect your rights as 8 taxpeyer st
all times. If you feel that this is not
the case, you should discuss the
problem with the employee's super-
visor. Your local Problem Resolution
Officer will assist you if are
unable 10 resolve the pr: with
the supervisor.

Taxpayer Assistance
Numbers

p not
(abated) if you can show reasonable
cause for the failure that led to the
penaly zu(‘ot_qu show that you exer-
cised diligence, il that is the
icable standard for that penalty).
advice you
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ARPENDIX IX

RUBLICATION 910

SUIDE TO FREE TAX SERVICES

{EXCERPTS)

Guide to

.
e Free Tax Services
"m For Tax Yeer 1989 -
Revenue
Service Insde  Free Publicatons Free Phone Service
Free Person-t0-Person Assistance. and
Tax Return Fing Tips
Publication 910 (Rev. 11-89)
. Taxpayer
. Bill of Rigbts
{h
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Fést Refund

it you expect a tax refund for 1989, instead of
mailing your return to IRS, you may want to have it
filed electronically. When you file electronically you
receive your refund in about 3 weeks, or, in about 2
weeks if you have it deposited directly into your
savings or checking account. Many professional tax
return preparers offer electronic filing in addition to
their return preparation services. if you prepare your
own return, you can still file electronically. A fee may
be charged for electronic transmission of your return,
For more intormation on electronic filing see “Tele-
Tax Information (Topic 112)” on page 6 in this
publication. For a list of those in your area who can .-
file your return electronically, call IRS. Use only the
telephone number for your area listed on page § of
this publication. Use a local city numberonly if it is
not a long distance cali for you. Please do not dial
1-800 when using a local city number.
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Tomake your taxes less laxing. the IRS provnides free tax
nformation and services This publication 1s a reference to
the year-round. free 1ax services and free tax publications
the IRS oflers

Assistance includes: t0i-free telephone service, inciud-
ing recorded lax information and sutomated refund infor-
mation; tax assistance programs, such as Voluniser in-
come Tax Assistance, Tax Counseting for the Eiderly, the
Smalt Business Tax Education Program, Community Out-
reach Tax Assistance, and audiovisual instructional mate-
rials that are available for loan to groups.

This publication aiso containg information on filing your
return, on the benefits of electronic filing, on checking the
miusolmrﬂundmonhmm
Program which helps taxpayers sotve tax problems they
have been unable to resoive through normal IRS channels.

f you have any questions about our free tax services.
calt only the RS telephone number for your area. These
numbers are listed on page 5 of this publication. Use alocal
city number only il it is not a long distance cali for you.
Please do not dial 1-800 when using a local city number.
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Free Tax Services

Most of your 1ax Q canbe d by read
tne package of tax forms and nstructions youreceve each
year from IRS If you need more information you can turn
10 our many free tax pubhcations. education programs,
audiovisual materials, and other services. And. of course.
you may call IRS toll-free or visit your local IRS office with
questions about your tax account or general inforration
about IRS procedures and services or ahout the tax law.

Telephone Service

Toli-tree telophone assistance is available in alt 50
states. the District of Columbia, Puerto Rico and the Virgin
Islands. By using the toii-free system, you can get answers
10 your tax questions and pay only local charges. There is
no long distance charge for your call.

During penods of peak demand for telephone assistance
you may get a busy signal. Demand may be lower.early in
the morning or iater in the week, $0 you may want to call at
those times. Use only the telephone number listed for your
area on page 5 of this publication. Use a local city number
if it is not & long distance call for you. Please do not dial 1-
800 when using a local city number.

Tele-Tax \

Tele-Taxis the IRS toli-iree telephona service which pro-
wvides both recorded tax information and automated retund
information.

Recorded Tax Iinformation. Recorded tax information
is avadiable on about 140 topics suchas filing requirements,

availsble.
24 hours a day, 7 days & week, uywmlwahm
(tone signaling) phone. it is available during reguiar office
hours i you use & rotary (disl) or push-button (pulee dial)

Automated Refund Information. Refund information
will be available beginning March 1, 1990. it can take up to
eight weeks 10 process a refund. If you call about the status
of your refund and that information is not availabie at that
time, please wait seven days before caling again. This will
aliow sufticient ime for the computerized information 1o be

updated.

When you call, have a copy of your tax retum available
because you will nesd 10 supply the first social sacunty
number shown on the return, the filing status, and the exact
emount of the relund.

Retund information is avaliable Monday through Friday,
7:00 a.m. 10 11230 p.m. i you are using a push-bution (lone

(hours may vary in your area). i you

hours.
Acompiete list of telephone numbers, 1opics and instruc-
tions on how 10 use Tele-Tax are on pages 6 and 7.

To Order Forms and Publications

Order tax forms and publications by using the order blank
on page 29 of tws publication, or by caling toil-free 1-800-
424-3676
Telephone Service for the Hesring-impaired

Toll-tree telephone tax assistance is available for hear-
ing-impaited taxpayers who have access to TV/Telephone-
TTY equipment. The hours of operation are:

January 1 through Apnl 16 800 8.m.10 645 p.m.

Esstom Standard Time
8:00am ©04Wpm

Eastern Standard Time

Residents of the U.S., including Alaska, Hawaii, Puerto
Rico. and the Virgin Islands, call 1-800-428-4732. Resi-
dents of indiana caN 1-800-382-4059.

Information for the Blind

Braille tax materials are available at regional libraries for
the bind and physically handicapped in conjunction with
the Library of Congress. These materials include Publica-
tions.17, Your Federal Income Tax, and 334, Tax Guide for
Smail Business. and Forms 1040, 1040A, and 1040E2Z,
and instructions.

Walk-In Service

Apnd 18 Ihrough December 31

Although the internal Revenue Service will not prepare
your tax return for you, assistors are available 3t most IRS
offices throughout the country to help you as you prepare
your own individual federal tax returmn. An assistor witl ‘wak
through” a retum with you and a number of other taxpayers
in 8 group setting.

 you want assistance with your tax retum, you should
bring with you the package of tax forms and instructions you
received in the mail and el Forms W-2 and Forms 1099
showing interest or other income. You should aiso bring
any other information (such as a copy of iast year's return)
which will help us help you.

Al most IRS offices you can aiso obtain tax forms,
publications and heip with questions about IRS notices or

in addition, during e fling season, from Jenuary 1
through June 15 each yesr, taXpayer servics representa-
tives travel 10 many cies woridwide 10 offer taxpayers help
with thelr tax retuma. in 1990 they will vielt
139 cities in 72 countries, You may call your neerest U.S.
Embassy, Consulete or IRS office listed beiow 10 find out



when ang wnere assistance will be avaiadle in your area
Al IRS offices are open Monday through Frigzy except
Riyaoh. Saud: Arabia. which 1s open Saturday through
Waednesday

These IRS telephone numbers are local numbers Please
check with your telephone company for any country of city
codes required if you are outside the local dialing area. The
Nassau and Ottawa numbers include the Unted States
area codes

Boan. West Germany 30-2119
Coracas. Venezuela 285-3191, ext 333
London, England 408-8078 or 408-8077
Manila. Pripones _ 521.7116.ext €13 0r 844
Moxco Cdy. Mexico  ~ (525) 211-0042, ext 3559
Nassau. Bshamas 1809) 322-1181
Onawa. Conade 613) 2388338
Paris, France 42961202
Reyach, Saudt Aradis 488-3000. ext. 206

. Raly 4874-2560
§60 Pavio. Brand 0681-6511. ort. 2607

338-0261. ext. 245

Sydney. Ausvehe 2619278 '

Tokyo. Jepen 224-5468
Yeu can also write (o the Assistant Commissioner (Inter-
naticnal), 950 L'Enfant Plaza SW. Washington DC 20024,
USA, for answers to your technical or tax account ques-

Volunteer and Education Programs
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__sompteting IRS raiming. VITA volunteers provide free help
10 handncapped elderly, and non- Engnsh speahmg tax-
payers at b .G ity colt shopping
malls. and other iant k y.

Tax Counseling for the Eiderly

Tax Counseling for the Elderly (TCE) provides free tax
help to people 60 or older, especially those who are
disabjed or who have special needs. Volunteers who
provide tax counleling are often retired individuals who are
associated with non-profitorganizations thatreceive grants
fromthe IRS. The grants are used to help pay out-of-pocket
expenses for the volunteers to travel wherever there are
eiderty who need help, whether they are homebound, in
retrement homes, or at special TCE sites. Sites are
located conveniently in neighborhood centers, libraries,
churches and other places in the community.
Small Business Tex Educstion Progrsm

Small business owners and other self-empioyed indi-
viduals can learn what they need to know about business
taxes through a unique partnership between IRS and
community-based educational facilities. Seminars, work-
shops and in-depth tax courses, offered in a variety of
settings. provide aining on starting a business, recordkeep-
ng. business tax retum preparation and employsr respon-

ibilties. Tax topics inciuding seff-employment tax issues

in the

The IRS has a number of programs designed to heip you
undersiand your rights and obligations under our nation's
tax system. Volunteers trained by the IRS are an important
part of sil these programs, and during 1990 IRS will be

20th

feiephone number for your area listed on page S of this
publication. Use a local city number only # it is not a jong
distance call for you. Please do not dial 1-800 when using
& local city number.
Community Outresch Tax Assistance

mdwmmmmm
a8 retiress, farmers, small business owners and employ-
008, Can Qut free tax help from IRS assistors or trained
voluntesrs at convenient community locations. The assis-
tance may be provided during the day, in the evening, or on
weekends. Groups

tax seminars discussing various tax 1opice.

Outreach sessions may be co-eponecred by community
organizations and other govemment agencies
Voluniser income Tax Aselstance

The Voluntesr income Tax Assistance (VITA) Program
provides #ree help 10 psopie with besic tax returns. Afer

and employment taxes are aiso covered. Resource mate-
naig provide instruction through practical examples and
reinforcement exercises.

The costs for this program vary. Some courses are
offered free as a community service. Courses offered
through an educational facility may include costs for course
materials in addition to tuition. Still others are offered at 8
nominal fee 1o offset the administrative costs of sponsoring
organizations.

Bank, Post Office snd Library Progrem

The IRS supplies free tax preparation materials to fore
than 16,000 banks and post offices and 14,000 libraries

maserials

n«mmmnsmm- audiovisual maleri-
als cnthe preparation of Forms 1040EZ, 1040A, 1040, and
Schesules A and B. Banks, post offices and other sites
mumuf«mim 1040A and 1040 avail-

m‘rnx&nleo
Student Tax Clinics, sponsored by law and graduate
accounting schools, are statied by student volunisers who

provide free tax assistance. Swudents who have received

special permission from the IRS may represent taxpayers
mummmmmm»



Understanding Taxes

This 18 an Piroguctc’y 13 (CL"a@ 13LE" N ghecndo s
[unIor igh SCROOKS and DAsKC adu'l educa’cr ciasses
nanonw:de that Instructs stugents on how 10 11 out the:r tas
returns Because many of them aiready are working this
nstruction has immediate practica! value. Students also
learn about the history. politcs and economics of 1axation
and about taxpayer nghts and responsibrities Teachers
are provided with free instructional matenals. including
videolapes and computer software and. \n many areas.
may be abie 10 enroll n ps 10 help the for
course mnstruction.

Print and Audiovisual Information

The IRS provides a variety of pnnt and audiovisual tax
information materials to the news media for dissemination
1o the public. Special programming includes radio and TV
shows that sliow viewers 10 phone in thew tax questions.
For exampie. the IRS produces tax cknics for broadcast on
public television statons. The chinics highlight the varnous
tax forms and schedules. address changes in the tax law,
give helplul filing hints and provide information on where to
get free assistance. Newspapers and other prnt media
across the country also recerve materials for thei readers
from IRS

The IRS provies many local libranes with audi0 c25-
sattes and videocasseties containing simple. step-by-step
instructions on how 1o hill out Forms 1040EZ. 1040A. 1040
and Scheduies A and B.

IRS-produced fims and videolapes are avalable for
loan. without.charge. dwectly from the IRS to interested
groups or organizations. To order the film of your chows.
call the Public Atfairs Officer at your local IRS office. Use
onlythe telephone number for your area kisted on page 5 of
this publication. Use a locsi ¢ty number only /s not along
drstance call for you. Please do not dial 1-800 when using
a local ety number.

“Taxes ond the Single Parent™

Thie situations of thrgs single parents and how tar »
affect them gre portrayed in this film. One parent 1$ «
accountantwho explaing the tax laws that relate 1o depend-

»ep
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enis almon, ch'gcare eapenses wd«."g
+18mn 1347 and VHS vdeocassettes
~The IRS Tax Guide to Retirement”

Semors’ pressing lax concerns are addressed in a ques-
tion and answer format AnIRS represemative answers tax
questions about pensions. soctal secunty benefits. IRAs.
and the sale of a home. Special tax benelits and sources of
free IRS tax help are aiso discussed (17 min.) (34" and
VHS videocasseties.)

“Tax Forms ‘89"

A line-by-line guide on how 1o fll out Forms 1040E2.
1040A. 1040 and Schedules A and B. It explains how to
choose the nght tax return and dscusses hikng status.
deductions. credis. tax computations. and other topics. (90
ming.) (34", and VHS videocasseties.) (Updated versions
available by January of each year.)

“Why Us, the Lekens?"

Trus film, narrated by Lyle Waggoner. highlights taxpay-
ers’ rights during an IRS tax audd and therr appeal nghts.
it follows Jeff and Kathy Laken, whose tax return has been
selected for an IRS sudit. Unhappy with the sudn finding.
the Lakens appeal and the viewer learns how the audd
procedure and the appeals system work. (28 muns.) (16mm
fiim and 3.4° videocasseties.)

“¢ Por Qué Nosotros, Los Garcie?”

This Sparush-language tim explains 1axpayers’ exami-
nation and appeal rights in a simitar tashion 10 “Why Us. the
Lakens?" (28 min.) (16mm him and 3'4” videocasseties.)
“¢Por Qué Los impusstos?”

MwMM‘uaMdnwmomwus

s'ugents 6ic

able. The fim is especially suitable for socia! studies and
history courses at adult education and community centers.
(10 ming.) (16mm film and 34" videocasseties, 1/2° VHS.)



-Flllng Your Return

Before You File

Form W-4, Employee’s wnhholdmg Allowance Cer-
titicate. Each time you start working lor an employer you
will be asked to complete and turn in a Form W-4. Your
employer will know how much federal tax o withhold from
your wages based on the Form W-4 information. By the end
of the year, the amount of tax withheid should be about the
same as your federal income tax Kability. f the number of
allowances you are entitied to claim changes. it is your re-

ility 10 complete another Form W-4 so that the
correct amount of federal iNCome tax will be withheld.

Socis! security number for dependents. For 1989 tax
returns, you must supply the social security number of any
person age 2 or over whom you claim as & dependent on
your tax retum. if you have a dependent who does not have
a social secunty number, contact the nearest Social Secu-
rity Admurusiration otfice for Form SS.5, Appicaton for a
Social Security Number Card.

Form W-2, Wage and Tax Statement. Your employer
must provide a Form W-2 showing wages. other compen-
sation and amounts deducted for federal, state, local, and
social security taxes. (I you fied Form W.S, Earned income
Credit Advance Payment Certificate. with your empioyer,
the of the adh d i ctedit paid to
you during the year will also be included on your Form W-
2.) Copy B of each Form W-2 must be attached 1o your
federal income (ax return.

Part-year job. — it you work for an employer for only part
of a yeas, your employer may either give you a Form W-2
atthe time you leave your job or wait until the end of the year
10 provide the W-2.

More than one job. — H you worked for more than one
employer during the year, each empioyer must provide a
Form W-2. N you changed jobs and moved, give your
former employer your new address so the FormW-2canbe
mailed 10 you.

incorrect W-2. — i you regeive a Form W-2 with any

.” A special form (Form W-2c)
may be used for this purpose. Copy B of the cormected form
must be fled with your federal income tax retumn.

No W-2.— H you do not receive your Form W-2 from any
empiloyer by January 31, you should contact that employer
and ask 107 it ¥, after contacting your employer, you do not
recoive your Form W-2 by February 15, call the IRS toll-free
number for your area and request assistance. You will be

employer.

Even il you do not receive a Form W-2 from an employer,
do not delay Mling your retum by the due date. File your
individual tax return and sitach Form 4852, & substitute for
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Form W-2 avaiiable from IRS. or a statement gvang your
name and social secunty number, the employer's name,
address and employer dentification number. the tolal wages
you d. and the t of federal tax with-
heid from your pay. If you are not sure of these amounts,
you should estimate them to the best of yout knowledge.

Ityou have aiready filed a return and later receive & Form
W-2withinformation that does not match the informaton on
your retumn, you should file Form 1040X, Amended U.S.
Indwidual Income Tax Retumn, to correct the error. For
information on ing your return, please see page 27.

Estimated tax. If you are seli-employed or have other
i not subject to i tax withholding. you may be
required (0 make estimated lax payments. Generally, esti-
mated tax is the amount of tax that you estimate you will
owe. which wilt not be paid through withholding.

Estimated lax is usually paid four times a year, with the
first psyment due by April 15 (April 16, 1990). Bocwuyou
may be charged a penalty for underpayment of estimated
tax. it is important that you pay your estimated tax on time.

For additional information on who must pay estmated
taxes and how and when 10 make payments. please get
IRS Publication 505. Tax Withholding and Estimated Tax.

Recordkeeping. Prepsring your income tax return will
be easwer if you have up-to-date and compiete records. A
well-organized and maintained system of recordkesping
will ais0 help you 10 answer questions il your retum is
selected for examinahon or i you are billed for additional
tax.

You should keep these records as long as there is any
powb-mmunenwonmwnmuyboqwmd
You should keep records such &s receipts, canceled
checks and other documents that prove an ilem of income,
deduction or credit on your return until the statute of
hmitations for the retum expires. This is usually three years
from the date the retum was due or filed, or two years from
the date the tax was paid, whichever is later. There is no
siatute of kmitations when a return is faise or frauduient or
when no return is filed.

Some records, such s property records, should be kept
indefinitely since they may be needed 10 prove the amount
ol gain or loss i the property is soid. Copies of income tax
mmuuww They will heip you

Your Tax Package

The IRS will mail a tax package 10 you containing either
Form 1040 and related schedules, orFotmlMA.uFotm
1040EZ, depending on which form you fled previoush:.
You should receive this package in lste December or sarly
Januasy. # not, you can pick up forms at many IRS offices.
Some banks, postoffices, and ibraries aiso have forms and
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Start early. By fling a complete and accurate retum as
$00N &8 YOu Can, you will heip us 10 help you "make your
taxes less taxing.”

Preprinted isbel. Your tax package contans a pre-
printed name and address iabel. Attaching it to your return
will speed the processing of your return and the issuing of
any refund.

Make any necessary changes directly on the label. Even
#you don'tuse the tax form inthe tax peckage you received.
you should attach the iabei 10 the tax return you do file. it you
90 10 & tax return preparer, VITA site, eic., 10 have your

10 use the preprinted label.

Presddresesd . Use the preaddressed enve-
1ope 10 mail your return. Using i will speed the processing
of your return becsuse this envelope is coded for electronic
sorting by type of tax retum. § you do not have a pread-
dressed envelope of ¥ you moved during the year, mall your
retum 10 the internal Revenue processing center servicing
the area where you now iive. Service Center addresses are

money order when you pay any tax 1o the IRS.

¥ you file & tax return without using the IRS preprinted
label, write your social security number in the appropriate
pace on the relum.

¥ you are married, give the social security numbers for
both you and your epouse, whether you file jointly or
separstely. # you fle & joint retum, list your social security

b1

numbers inthe same orger as you show your firstnames
the return. For tax year 1989 you must also include
soctal secunty number of any dépendent age 2 or ol
claimed on your return

1t your name changes for reasons such as marnage
divorce. nouty the Social Secunty Administration so that
name on IRS records 1s the same name the Socia! Secu
Adminigiration has on its records. If you fail to notify ¢
Social Secunty Administration. the IRS may have difficy,
Processing your return and issuing any refund due.

Tax deductions and credits. Deductions or credds
duce the amount of tax a taxpayer owes. Aliowable ded
tions include those for medical expenses, charitabie con
butions, and some state and local taxes. Many deductio
are aliowabie only to taxpayers who temize deductions «
Schedule A (Form 1040). Cenain types of deductions 8
subject to special rules and kmitations.

Aliowable credis include the earned income credit, t
child and dependent care credit. and the credit for
eiderty and the disabled.

Deductions and credds are discussed in severalfree L
puoiications. For 8 list of these publications, please &
page 9.

Double Check Your Return Before Malling
Take & moment to o the foliowing:

Put the prepnnted address label on your return, an
make any necessary corrections 10 your name, &
dress, and social security number;

Attach Copy B of all Forms W-2;

Attach all required forms and related schedules;
Check your return for arithmetic errors;

Sign and date your return (on a joint return, botl
husband and wife must sign);

Hyouo - sdditional tax, attach your check or mone
order pa, sble to “internal Revenuse Service.” Remem
ber 10 write your social security number, daytime tele
phone number, tax form number, and the ta:: year of
your check or money order;

Make a copy of the retumn for your records;

Use the envelope that came in the tax package 1o mal
your return. if you do not have the preprinted envelope
address an envelope to the IRS Service Center for your
siate. Be sure 10 attach correct postage.

# you file early, you may expect 10 receive your refund
within four 10 six weeks. if you do not get your refund within
8 weoks after filing your retum, you may call the internal
Revenue Service. See page 8 1or information on how 10 Use
Automated Refund information.

Avoid These Common Errors

Following is a list of the most common errors taxpeyerns
make on their Forms 1040, 1040A and 1040E2. Explane-
tions are provided 10 help you avoid making these emors.
Check your tax retum because errors such as those listed

8}
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below may delay any refund you may be expecting
1. Medical and dental expenses on Schedule A are figured
incorrectly

— You must know the amount of your adjusted gross
income betore you can figure the Imutat:on on med:-
cal and dantal expenses Form 1040 must be com-
pleted (through the line for adjusted gross ncome)
before you can higure | and dental exp
Check your math for these entries.

2. Eamed income credit is igured incorrectly.

~— You may be entitied to a credt of up to $910 # your
adjusted gross income is less than $19.340. The
Eamed Income Credit Worksheet in the Form 1040
or 1040A instructions is used to hgure the credit The
amount of your credit is determined by your earned
income and adjusted gross income. To determine
the correct amount of your credd, foliow the line-by-
line ingtructions on the worksheet.

3. Incorrect tax entered from tax tables

— Furst, take the amount shown on the taxable income
fine of your Form 1040EZ. 1040, or 1040A and fing
the line in the 1ax table showing that amount. Next.
find the column for your marial status (marned filing
jointly, single, #1C.) and read down the column. The
amount shown where the income hne and filing
siatus column meet is your fax.

4. Social Security Tax, instead of Federal Income Tax

Withheld, was entered on your tax return.

— Form W-2 shows both the Federal income Tax (Box
9) and FICA (Social Security Tax) (Box 11) withheld.
Remember 10 use the amount in Box 9 on your return
1 caicuiate your tolal income tax withheld.

§. Form 2441, Child and Dependent Care Expenses, has

COMPULtion erTors.
— Verily your addition, subtraction and muftiplication.
mwmmmm gross

6. Incorrect refund or baiance due.
— Verily your sddition and subtraction. f your total -

payments are more than your total tax. you are due
arefund A -Balance Due™ i1s computed when your
taxes due are more than the amounts you have
alreagy paw :

7 Earned income credit not claimed -

— This 15 a special credit that can help some taxpayers
who have a child and have incomes below a certain
level. For more information on whether you qualdy,
refer to the instructions in your tax

sat wheni

8. Comp error ts were totalied.
-~ Verify the addition of all income amounts on your
return.
9. Taxable amount of social security benefits was figured
incorrectly. ¥
— ityou d social ity or equivalert railroad
retirement benefts in 1989, you will receive a Form
S$SA-1089 or Form RRB-1089 showing the amount.
Use the Social Security Benefits Worksheet in the
tax forminstructions to hgure the amount that may be
taxable.

For a Faster Refund — File Electronically ’

t's FAST — You will receive your income tax refund
three weeks of less from the time IRS gets your retum. You
can also choose to have IRS send your refund drectly to
your 8avings or ing sccount by “Direct Deposit.”

s ACCURATE — Electronic filers (tax retum preparers
or ransmitiers) who send your return over telephone knes
are notified by IRS that it has been received and accepted.
Minor errors can be corrected within days instead of weeks.

it's SIMPLE — You don't need a computer or fancy
equipment. Contact an electronic filer in your area.

Cali IRS and ask sbout slectronic filing or ask fora list of
accepted electronic filers in your area. Use onlythe number
listed on page § of this publication. Use a local city number
only it itis not a long distance call for you. Please do not dial
1-800 when using a local city number.
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Where To File

if an addressed envelope came with your
return, please use it. If you do not have one,
or if you moved during the year, mail your
return to the Internal Revenue Service
Center for the piace where you live. No
street address 1s needed.

H you live in: Usa this address:

no‘:'-:ac‘ml.w Atlants, GA 39301

;«w éﬂuy New York (O'«w

ork City and countwes o

Nassau. Rockland. Sufolk, Hottsville, NY 00501
and Westchester)

New York (ali other

counties). Connecticut.

Maine. Massachusetts. Andover. MA 05501
New Hampshire, Rhode

Isiang, Vermont

Ihinos. lows. Minnesota.

Missours, Wisconsin Kansas Crty, MO 64999
Detaware. District of

Columbua, Maryland. Philadeiphia, PA 19255
Pennsylvanis. Virginia

Indana. Kentucky, Mchgan,
Ohio. West V"‘m& . Cincinnat, OM 45999

Kansas. New Mex«co.
Okishoma, Tesas Austin TX 73301

Alaska. Arizona. Cairformy
counties of Alpine, Amador.
utte, Calaverss. Colusa -
Contra Costa. Del Norte. £t
Dorado. Gienn. Humbolot.
Lake. Lassen. Manin.
Mendocina. Modoc. Neps.
Nevada. Piacer. Plumas
Sacramento. San Joaquin, Ogoden, UT 84201
smm Srerra, Skiyou,
. Sutter,
Toham Tundy, 'Yolo. and
Yuba). Colorado. idano.
Montana, Nebrasha, Nevads,
North Dakota. Oregon. Sautn
Dakota. Utah, Washington,

Wyoming
Cairfornia (all other
counties), Howan Fresno, CA 93888
Aladams, Arkansss. Lovsans,
Mrsssspps, North Carolina, — Memphis, TN 37501
Tennessee
Amercan Samod Phuiadeiphis, PA 19258
Guam Commussioner of Revenue snd
855 West mmn Or
Agans, GU 96910
Puerto Rico (or f cmw-?”)
Virgin lslorm Phviadeiphia, PA 19258
Nonpermanent residents
V 1. Buresu of internsl Revenue
Viginislands: Lockhorts Garden No. 1 A
$1. Thomas, Vi 00802

Fi
Y, i ot . Pacopi, P4 1828
ramzsswr«mtm

o —— o S —————————————
AVAPO.orF.P.Osddresses . Philadeiphie, PA 19258



After You File
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When You Need A Copy of Prior Year Returns

Refunds

You can oblain a copy of your pnor year tax retum by
completing Form 4506, Request for Copy of TaxForm. and

If at least 8 weeks have elapsed sincd.you mailed your
1989 tax return, your can call a special IRS Tele-Tax
leleohom number 10 find out me sulus of your retund.
Retund i will be available beg March 1.
1990. Refund files are updated every seven dayt When
you call, you need to know the first social security number
shown on the return, the hiing status. and the exact amount
of the refund. For details on how to use this service. see
“How to Use Tele-Tax" on page 6.

When All Eise Fails, Use The Problem
Resolution Program

Taxpayers who have been unabie (o resoive their prod-
lems aher attempting to resoive them through normal
Internal Revenue Service channels may use the Problem

 Resolution Program (PRP).

PRP personne! are taxpayer advocates. They have the
authorry 10 cut through red tape and the laxpayer generally
dcmMstonwiokomm!mdofmouu‘s
progress

Taxpayers cancontact PRP by caliing the IRS assistance
number listed on page 5 of this publication or by wrting thew
local internal Revenue Service Distnct Dector and asking
for Problem Resolution assistance.

While PRP statfs do everything they can to help taxpay-
m.McmmMsMw\notdo,Awwso!
decisions made in Lax examinations, Freedom of |

g 1 {0 the Service Center where you hied the return.
Service Certer addresses are hsted on ths back of Form
4506. The charge is $4.25 for each year's return. This tee
must be sent 10 the Service Center along with your Form
4506 or written request.

A taxpayer's authorized uprmr‘tawe €an request a
copy of 3 taxpayer's prior year retumn. The representative
must attach a signed copy of Form 2848, Power of Attorney
and Declaration of Representalive, or other document au-
thorizing him or her o act for the taxpayer. i

fyou do not have a Form 4506, you can send the Service
Center @ written request containing the foliowing snforma-
Lon: your name, your socia! security number, and. i you
filed & joint return, the name and social security number of
your spouse; the form number: the tax period. and your
current address. You must sign this request. if you hled a
joint return, onty one of you must sign this request You
should allow 45 days to receive your copy of the retumn

Tax account information is free. You can get a printed
copy of the information in your tax account by contacting
most local IRS offices. The informaton will be mailed 1o
you. generally within two weeks after your request. The tax
account information you will receive inciudes: name and
social security number, mantal siatiss. type of retumn filed,
tax shown on retumn, adssted gross income, laxabile in-
come. sell-&mpioy tax and the number of exemplions.

IRS Examination of Returns

tion Act requests, Privacy Act inquvies and
mmmmumammmm

When You Make A Mistake, Amend Your
Retumn

H you find that you did not report income, dd not clasm
deductions or credits you could have ciaimed, or claimed
deductions or credits you should not have claimed, you can
COrrect your retum by filing & Form 1040X, Amended U.S.
Individual Income Tax Return. Generally, this form must be
filed within $hree years from the date you filed your original
retum or within two years from the date you paid your tax,
whichever is ister.

File Form 1040X with the IRS Service Center for the area
in which you live. See the Service Center list on page 26.

Your siste tax liability may be atfected by a change made
on your federal income tax retum. For more information on

complants

27

Hihe IRS selects your return for examination, you may be
asked 10 produce records such as canceed checks, re-
coipts or other supporting documents to verity entries on
YOUr retum.

Ywmaywmyowownbom«youmnymm
attomey, " ~ertified - uhlic accountant, or an individusl
onroliedic Aactice bef.. e the IRS recresent or accompany
you. Anyone Can SCCOMPany you 10 an examination;
however, the person that represents you must have a valid
power of attomey.

Not all examinations result in changes in tax kability. if the
owmdmmmmnmmdm
tax, you will receive a refund. However, i the examination
of your retum shows 4. a1 you owe additional tax, payment
is expected. H you disegree with the findings of the exami-
nation, you can appedl. Your appeal rights will be explained

fo you.
As mentioned in an eariier section of this publication,
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Collection ot Unpaid Taxes

The Internal Revenue Service chacks tax returns for
mathematical accuracy and 1o see if the correct payment
has been made. if tax is owed. the IRS will send a notice of
tax due. Generally. you a°# then required by law 10 make
payment within 10 days of the date of the bilt.

Ifthe tax is not paid on me, the law provides for interest
and penalties. A federal tax lien may aiso be filed on the
unpaid lisbility, interest and penalties. There is also a
penalty for {gilure to file 8 return by the due date.

I you believe a bill from IRS is wrong. contact the IRS

necessary Cotrection 14 y our account

It you cannot pay 'iv; entirg amount Gue. CONMBCT your
local IRS oftice Dopondmg on your financial condition,
action may be
arranged. |mevm and penaltes will continue 10 acorue

untd the habiity i$ fully paid.

1t you neglect the notice of tax due of refuse 10 pay. IRS
may enforcs collection by levy on assets, including income,
or by the seizure and sale of property.

More information on the collection process and on your
rights. is in Publication 586A. The Collection Process
{Income Tax Accounts). and Publication 594, The Collec-

mmediately with the information necessary 10 supporn your tion Process (Employment Tax Accounts).
postion. i an adustment 15 ustiied. we will make the (Emplo, 4
- The Collection Process

To $100 the process 8t any $1808. yOou Should
pay the tax n Ul H you cannot pey the tax n full,
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APRENRIX VI

ROLICY STATEMENT P-1-20

il. Policy Statement P-1.20

Forecasts of enforcement results may be made and communicated
for planning purposes.

Forward planning and control are required 10 assist in the effec.
tive management of Service operations and to obtein maximum
staffing utilization and enforcement results, and forecasts of en.
forcement results may be made and communicated for such pur.
Poses. However, forecasts and monitoring aspects of work planning
and control programs shali not be used as quotas, aliocations, of 8
specific amount of work that must be compisted.

Tax enforcement results may be accumulated, tabulated, published
and used for management and control of tax administration
rOsOUIces.

Enforcement results per case, per return, and per unit of en-
foroemant effort may be accumulated, tabulaled, published, and
used i national, regional, and other levels when necessary to, and
for purposes of, long-range planning, financial planning, allocation
of resouroces, work planning and control, effective functiona! man.
agement, or other reiated stafting utilization sysiems and plans.

Tax snforoement resuits tabulations shall not used o evaluate an en-
foroement officer or iMpose of suggest production Quotas or goals.

Records of tax enforcement results shall not be used 10 evaluate
enforosment officers, Appesis officers and reviewers, or impose of
suggest production quoias or goals. This prohibition is necessary
not only 10 prolect empioyees from any adverse impact of quan-
tiative goais, but also 10 protect taxpayers against possible inequi-
ties. in the discharge of his/her responsibilities, but subject 10 the
above prohibition, 8 manager may raise questions with an individ.
about the number of cases he/she has prooessed, the amount
time he/she has been spending on Individual cases, of the kind
results helshe has been obtaining.

Regional Commissioners and District and Service Center Directors

22§

E
%
|
i
|
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ARREMDIX ¥YIX
SAMPLE R1A_LRETIER
Internal Revenue Service Departaent of the Treasury
Austin Bervioe Center . In Reply Refer to: 105050069
3681 0. Interregional MNighway $672aU: 720
Mustin, Texas 13301
Naroh B, 1990
John Dos
123 Main Otreet

Dellss, TX 70000
Tanpayer ldentification Mmber: 000-00-1234
Tan Period: December 31, 1900
Porm: 1040
Dear John Dee:
T™haak you for the inquiry deted January 31, 1990,

We Josated your tax payment of $300.00, dated June 30, 1989. The payment has
boon applied to the eceount Ldentified abeve,

Yo are returaing the Pere 2441 you sent. Te shange any infermation on yowr
original tan return, you sheuld file an asended return on Pora 1040X. Per
POUr SONVERieRsE, W8 ATe anelesing ferme, instruetions, and an envelepe. The
entze focus are for your reseids.

Alse, we have corrested your oddress as reguested.
1 you have any questions about this Jetter, please write uws at the address

shown on this letter. You may sall me between the hours of 0100 a.8. ond
2130 p.o. 0% $13-462-0002 for assistance. 31 the sumber 15 wwtstde your less)

Jetter 10 nost faniliar with your ease.

When you write, plesse inelude your telephene sumber, the heurs you eeh be
sosshed, and & oopy of this letter. TYeu Bey 150 want t0 hoep & eapy of this

Solephone BDamber ( ) Nours

Yo apelogise for any 1a0envenionse wo 54y have ssused you, and thank you fer
FOUr ooseperetion.

Sinserely yours,
Jemes 0. Publie
Custaner Borvies Representotive
Snslesurest
OCopy of this letter
Bvelepe
Your Posm 2441

Pom 10008 (2), Porw 244}
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C 20224

coumesionsa JUN 18 1890

The Honorable David H. Pryor

Subcommittee on Private Retirement Plans and
Oversight of the Interna)l Revenue Service

208 Dirksen BSenate Office Building

Yashington, D.C., 20610

Dear Senator Pryor:

This is in responae to your letter of April 25, 1990, asking
a number of questions to follow up on the April 6 Subcommittee's
hearing on the Internal Revenue Service's implementation of the
Taxpayers' Bill of Rights. Where appropriate, we have included
attachments of sample nutices and other information given to
taxpayers to {llustrate the many changes we have made to carry
out this most important legisliation.

1. Bection 8238 of THR requires the IR8 Lo issue a certificate
of error when the IRS erronecusly files liens against a taxpayer.
How many of these has the IRS lssued?

A Certificate of Release is routinely prepared for all
lien claims when the underlying liability is full paid, is
no longer legally collectible or is released due to the
posting of a bond. The Taxpayers' Bill of Righta reguired
the IRS to annotate the release with a Jegend that the
Notice of Federa)l Tax Lien had been erroneously filed.

We have not eswtablished s uniforms, nationwide tracking
system to count erroneous liens. We did, however, track
release activity in 10 medium=sized districts throughout the
country for the six-month period starting in August 1989 and
ending in January 1990.

In this six-month period, 78,761 Notices of Federal Tax
Lien were filed by the survey districta; 95 appeals were
received; and 12 certificates of release issued, because the
cases met the statutory definition of having been
erroneocusly filed. In other words, in these districts,
slightly more than one tenth of one percent of the liens
filed were appealed and about two one hundredths of one
percent of the liens filed were released because they were
erroneously filed.

Information about this procedure is contained in
Taxpayear; Notice 5868A, "The

Collection Process (Income Tax Accounts)”; Notice 894, “The
Collection Process (Employment Tax Accounts)"; and Form
868Y, "Notice of Federa)l Tax Lien” (Part 3, Taxpayer's
copy). Taxpayers receive: & copy of Publication 1 at the
beginning of the collection process; the Notice appropriate
to the type of liability owed before the tax lien is
recorded; and & copy of the lien is sent to the taxpayer
sfter recordation.

2. Bection 6233 requires the IR8 to describe the basis for any
tax notice and to identify and explain any interest and
penalties. 1a the IRS providing this information to taxpayers or
are you requiring that the inforaation be requested?
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As required by Section 6233, we are providing the basis
for tax due, interest, additions to tax and penalties on tax
due and deficiency notices. We are not gurrently able to
send multiple page notices so a stuffer is provided with an
explanation of the interest and penalty charges. 1f
taxpayers want & detajleéd explanation of penalty and
interest computations, they must request it,

Notices issued by Examination are also consistent with
the clarity requirements of new IRC 7821, added by Section
6233, This information is provided to taxpayers as part of
the examination procesas and does not have Lo be requested by
thes. Three Examination notices are involved.

A The 30-day letter, Froposed Income Adjustments, is
conveyed to the taxpayer with an attached "Explanation
of Adjustments” that gives the basis for proposed tax
and penally changes. The interest on the liability fa
not calculated because it is merely putative until the
date of assessaent. The legislative history of the
Taxpayers' Bil]l of Rights explained, "it is sufficient
if the notice states that interest at the legal rate is
owing on the amount due.” This statement is made on
the 30-day letter.

B, Information Return Program (IRP} notices, matching
tncome data received hy the Service with that showing
on the taxpayer's return, also comply with Bection
6233, The notice to Lhe taxpayer gives an exact
interest due amount i{f paid within 18 days from the
date of the notice.

C. Notices issued under IRC 6212, the statutory notice of
deficiency (80-day letter) conform to the clarity
requirements, since, in each cawe, the 30-day letter or
ites equivalent is attached in supporting explanation
and clarification of the amount of the deficiency and
penaltien.

Section 8338 requires the IRB to give taxpayers 30 days after

final notice before they seise property. Do IRS notices clearly
state that the taxpayer has )0 days?

The notices do, in our opinion, clearly indicate that
the IRS must wait 30 days before we levy. Attached are
speciaens of the two most commonly used notices, Fora 804
(Attachment A) and Letter 1068(DO) (Attachment B). Form 804
is the computer generated Notice of Intent to Levy and is
sent on the vast majority of collection cases. lLetter
1068(DO) is issued by revenue officers on those cases where
we cannot verify that a Notice 504 was i{ssued.

With regard to Taxpayer Assistance Orders (TAOs):

o In the 18 monthe since enactment of the TBR, how many
IAO asgliontlonl have you received and how many have been
asue

o Have TAOs been issued in situations other than
collection actions? 1If no, why not?

o If a taxpayer's request for a TAO is denied by the
Probles Resolution Office, does he or she have any recourse?
Ie tharo,any procedure for appealing denial of a request for
an order
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o What happens if & TAO is issued and the IRB decides,
after a review, not to alter its position? Can the taxpayer
sppeal? 1s the taxpayer provided with an explanstion of the
denial of relief?

A In the 156 months since enactment of the Taxpayer Bill
of Rights (TBR), through March 1990, we have received
19,903 applications for Taxpayer Assistance Ordess
(ATAO), including 4,799 prepared on behalf of taxpayers
by IR8 employees. Significant hardship was found in
10,998 of the total applications, of which 7,183, or
68%, received relief without need of a TAO, while in 10
canes an “"order” was issued. Of the remaining 8,738
applications that did not show significant hardeship,
0,174 were nevertheless asaisted under the regular
Problem Resolution Progiam (PRP) or referred Lo the
appropriate Service function for action,

H. There have Lieen two TAOm fasued for other than
collection actions., Hoth (nvolved emergency requests
for audit recoussucidlivie vl additionsl taa
ansesuments.

C., The ATAO itself iw an appeal of normal operational
procedures, Therefore, we have not created a formal
system for "appealing the appeal”. but (t {s our
routine practice to have a higher level review of any
allngation that our own procedures were not observed or
that pertinent information was not considetred.

D. Our procedures require that taxpayers who apply for a
TAO receive both an oral and a written explanation of
any denial, HRefore the taxpayer receives a final
response Lo the ATAO, any necessary executive review is
conducted {f an IRB function objecta Lo a TAO. The
decision which follows this review is normally
considered the final one. However, {f there is new

. information Lthat wams not considered with the initial
application, the taxpayer may reapply and will receive
reconsideration based on Lhe new facts,

6. The Adainistration's budget jdentifies the small penmion plan
audit as raising 6602 million in PY 1991, Why is this an
enhancement? Why fsn't this included as part of your norsal
auditing and revenus collection baseline?

This audit program is a one-time program, targeted in
scope, Lo extend over fiscal years 1991 through 1993, As
such, the revenues generated are in addition to our ongoing
auditing and revenue collection baseline. The additional
revenue estisates are in fact calculated by taking into
account the opportunity costs attributable to lost
regulatory examinations.

8. Benator Kerry sent you a letter on March 19, 1990 regarding
audite of smsall businesses. Please provide a copy of your
response to the suboommittee for the hearing record.

Senator Kerry has agreed to allow us to provide you
with a copy of the Commissioner's reply, (See Attachment
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7. Section 6227 requires the IRS8 to publish procedures for
taxpayer complaints in Publication 1. Why does Publication |
include this important information?

not

Publication 1| does not provide a separate section to
discuss the procedures for taxpayer complaints. However,
does discuss, under four topics, the steps to be taken when

a taxpayer has a disagreement with the Service. These
topics are:

Courtesy and Consideration,

If Your Return is Questioned,

Fair Collection of Tax, and

Protection of Your Rights.

In each situation, the taxpayer is directed to cont
the IRS employee's supervisor, who should be able to res
any problem. In a fifth topic, under "Special Help to

Resolve Your Problem”, the text describes a situation when a

taxpayer is unable to resolve a problem through the

act
olve

supervisor, The taxpayer is told to contact the Problem

Resolution Office.

For the next revision of Publication 1, we intend t
more specific about the subject of filing a complaint wi
the Bervice.

We have attached a copy of the publication and
highlighted the language relevant to taxpayer coaplaints
each of the five discussions. (See Attachment D.)

In preparing for the hearing, we extensively reviewed
actions taken throughout the agency to implement the Taxpayer
Bill of Rights. I believe that these actions went a long way
toward implementing the spirit as well as the statutory
requirements of the Act. We will continue in these efforts.
also welcome your continuing interest in taxpayers' rights an
look forward to working with your Subcommittee,

Best regards.

Sincerely,

M AN
*— Fred T. Goldberg, Jr.

Enclosures
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ATTACHMENT A
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ATTACHMENT B

Department of the Treasury

Soslal Soaurity o

o and 4

eununtcuuh-nouugi-n

Porson t» Contont

FINAL NOTICE

(NOTICE OF INTENTION TO LEVY)
Reply Within 30 Days to Avold -
Enforcement Action and Additiona!
Penaities

Our reeerds shovw \h‘t we heve previously sent you notices, but ve have not received
full paywent of the Federsl tax liability shown belov.

this i8 yeur final notioe,

A Notioe of Pedarsl Tax Lien, whioh is a publio notioe that there 18 & tax lien
against your property, say be filed at any time Ly protect the interest of the gevernment.
If you do not take the requested action within 30 days from the date of this notice, we
say, witheut turther notice to you, levy upen and seise yeur property and rights to
property. Seotion 6331 of the Internal Revenue Code allews us to seise wages, bank

agoounts, comminsions, 8nd olner income.

business sssets and sutomobiles may 8lso be seised.
explanation of Lhe aotions we way take,

Real estate and peraonsl property such as

The encloesed publication eontaine an

1

To prevent aotion from being taken, send full payment today by check or money order

payeble to the Internal Revenue Service.
1dentificstion nusber on your paysent.

Write your social seocurity nusber or ssployer
Enclose this letter with your.payment in the

~. onvelope provided, 80 we oan quiokly oredit your sooount. Also, inolude your telephone
nusber and the most convenient time for us to call if we oeed more inforsatien,, '

.

1f you recently psid the amount due or if you cannot pay this asount in full. please
call us st the telephons number shown above.

Form Number Tox Porlod
Enclosures)
Envelope

Capy of this letter
Publicatien B86A or 894

Tex Balonse

0. L, toprint

e

_ MTDMZM:J

0.7, topr'ne
Af'.l' Ohl: 'ﬁ

ﬂ

i
I
rovluo proote 1

Letter 1088(DO) (Rev. 1-90)
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ATTACHMENT C

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D € 20224

APR 301390

DEPUTY COMMISBIONER

The Honorable John Kerry
United States Senate
Washington, DC 20510

Dear Benator Kerry:

This is in response to your letter dated March 19, 1990,
to Commissioner Goldberg, regarding Internal Revenue Service
procedures relating to taxpayer interviews as codified by the
Taxpayer Bill of Rights. As the Commissioner noted at a recent
hearing on the Taxpayer Bill of Rights, letters like yours help
us make sure the system works like it should,

Collection and Examination procedures are written to
inplement both the spirit and the intent of the Taxpayer Bill
of Rights. They are designed to protect the taxpayers' rights.
As mandated by the Taxpayer Bill of Rights, the Internal Revenue
Manual (IRM) requires Publication 1, Your Rights As A Taxpayer,
to be provided to all taxpayers before an In!EIuI contact, !nEor-
view or examination.

on Pebruary 9, 1989, the Assistant Commissioner (Collection)
issued a memorandum to all Collection field offices emphasising
the requirement to provide Publication ) immediately prior to,
or at the initial in-person Interview. As a result of your cot-
respondence, we contacted the particular offices involved to
reemphasise the importance of the proper implementation of the
Taxpayer Bill of Rights and in particular proper distribution
of ;ubllclt!on 1. We will also conduct reviews of appropriate
oftices beginning in April 1990, on this issue.

Both the Examination and Collection functions are working
on revisions of their portions of the Internal Revenue Manual
to correct the disparity you noted between IRM 4261 on income
tax audits and IRMs 4600 and 5(10)00 on employment tax audits,
It was intended that IRM 4261 provide general procedural guide-
lines when conducting an audit and not be limited to income tax
audits, To clarify this, Examination {s revising IRM 4600 to
specifically refer employees to IRM 4261.



111

When Collection prepared IRM 5(10)00 they were guided by
the text in IRM 4600. Collection's training materials for exam~
ination of employment tax returns contain detailed information
for the examination process. We have recently reviewed our IRM
guidelines in this area and are in the process of incorporating
expanded procedures in IRM 5(10)00. They will also include
instructions similar to those in IRM 4261.3.

We recognized that the difference between the initial inter-
view and the beginning of an examination for employment tax is
not always clear to the taxpayer. 1In December 1969, we developed
a letter explaining the purpose of the Collection employment tax
interview. The letter is being provided to taxpayers at the
infcial interview., However, in response to your concetns, 1
plan to review and report back to the Commissioner within mixty
(60) days on our procedures that currently permit unacheduled
visits in order to conduct an employmert tax interview,

I have forwarded a copy of your letter to the pistrict
Directors at the addresses shown below, asking them to look
into your other concerns, Let me assure you that the officials
handling this matter will give every consideration to the issues
you have raised,

Thank you for bringing this matte: to our attention, and
giving us an opportunity to comment,

Sincerely,

DAY -

Charly Brennan

pistcict Director
Internal Revenue Service
JPK FPederal Buildiny
Boston, MA 02203

pistrict Director
Internal Revenue Service
80 Daniel Street
pPortsmouth, NH 03801

e¢’ SenarRr. PrYOR



>

WW @%xmmu ‘

112

ATTACHMENT D

i

i mmmmw wmﬂm mm“ nm m Mm?
e
mmm» Mm mm munmm.wawm m w .uua Mmmwm
df gt 1§ e spafittilebt il
i Mﬂ il wmmam
=yic® gediialaag .uwr HERIGEH
Ll m:, h w% mmmm Mm.m___mwmwmm“
zs mwwmm@ HH mm ] wmmwummm M st
.1 i
Hshiyd, G AL
m,wmmwww ol
HHHE T > &
jiint -]

BEST AVAILABLE COPY



il il i il
lfell mwmm. mm gl el i
dll hw sl b
33 mmmmwm-% w mw :! Mumwwwm mmm“

mm ”umm.mm mm Wmmmwmmmmwmm

i

mmw 52 uwmw.mw wmumwfw.m

e
kit i i
3z m:muwm “mm 585 wnw B3¥ze 2= w.mw
2, Lizsad wm [ mﬂwtw .,.x
3ty .m% i mwmmmmmmw W.Mm
etk mww, ;,M,m.wmwwwﬂ H il
W. ¥ WM MW wu w. WO g2 M .n
mmm mwmwwwwmmmm&m MM mnmau wm mmuw mm

SHurther appesle 1o 1he courls may be posuble,

oacept thers is 80 spponl wader 1he Toa Coun's
mall (A8 Ca00 procedure,

2

3
i
1;
i




the U S. Tax Court if you have notgl
pad the tax Ordinanly, you have
days from (the time we mail you &
formal notice (called & *‘notice of

these proced: cannot be led
llyouuwwmmdm-dupuud
wx in full, you may file a

refund. If we disaliow the claim or

U.S. Claims your U.S,
Districy Court
Recoverieg cxpesons. If the
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Payment . You should
make every effort to pay your bill in
full. If you can't, you should pay as
much as you can and contact us right
awsy. We may ask you for a complete
h ial 10 d how

YOu can pay the amount due. Based on
your (inancial condition, you may
&umy for an inuallment agreement.
e will give you of all agree-
mcﬁu you make with us,
¢ Apprave & payment ayreement,
::\c agreement will stay in effect only

must bring suit within 2 years of the
action.

:Numm hal.. You'hlm{u nght to
our filing of & Notice ol
Federal Tax Lien if you believe we
flled the lien in error. If we agree, we
will issue & certificate of release,

You paid the entire amount due
before we flied the lien.

yg.qnmnproadunlormhu
»

You give correct and P
financial information,

You pay each installment on time,
You satlsfy other tax tiabilities on
time

You provide current Mnancial
information when asked, and

We determine that collecting the
ax is not st risk,

Following a review of your current
finances, we may change your pa!

personal vty Il Lw ool
o v

We assrssed & tax in violation of
the sutormatic stay pre visions in o
bankruptcy case.

Levy. We will dve you 30

dmnouammw a:uny
y. may ves to

m .mdldmyog}alm

belongings, furnitre, and
ovprofmbnnhznwwob.
Unemployment & d tralning
udfm'mc;o:l:y n
m'unmm s )
Income aoed 0 pay
cild wpport,
An amount of weekly income
oqual to yow standard dedwction

and allowsbie personal ensmptions,
dlvld.tl?'v”.ﬂ
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Publications S86A. The Colleciion
Process {Income Tax Accounts), snd
$94, The Collection Process
(Empioyment Tox Accounts), will
help you understand your nghts
during the collection process.

Refund of Overpaid Tax

Once have paid all your tax, you
have the right to file a claim for a
refund if you think the tax is incor-

tect, Generally, you have 3 years
rom the date flled the return or
2 years from ¢

date you the
tan (whichever Is later) to &'.“. claim,
If we examine your claim for any
reason, you have the same rights that
would have during an examing-

o he Prodlem Lo on Offic
by the IRS taxpayer assistance
number Tor ares

llyouwfr':"ov are about 10 sulfer
u significant hardship because of the

review lon

st & Toaparer Alotance
Order (TAO), You can gut copies of
Form lllol”olneuovb;amu
toll-fres 1-800-424-FORM (3616),
Wiion of Your Rights
mzm of the Internal

Service will explain and

um-mmw.
call toll-free | 1040, You can
You have the right 10 ask that certain also find these phone numbert la the
(but not interest) be canceiled instructions for Form 1040,
sbated) if you can show ¢ may slso wse these numbers o
cause for the failure that Jed (0 the he Resolution Office.
D o ence 11 Ot when vou ool o
you call,
applcable and d for that penaity) (oS, wtperen write
YOU f1 on wrong advice you lor informat ;
received (rom IRS employess on the
toll-free sysem, we will Internal Revenue Service
cancel penakies that may Atta: IN:C:TPS
result. But you have (0 show that 930 L'Enfant Plaza South, 3.W,
your reliance oa the sdvice was Washington, D.C. 20034
Il you relied on incorrect written You can also conlact your nearest
advioe from the IRS in response (0 & U.S. Embassy for information abowt
wvtmmug’youmm« what services and f are avaliable
January |, 1989, we will cancel any in your location.

w«m?m%m boen
LA ve
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PREPARED STATEMENT OF DAVID KEATING

M. Chairman and members of the Subcosmittee, thank for the
invitation to ustuylon the Taxpeyers’ Bill of Rights whether

additional touow\%noquhum is . 1 represent the
200,000 members of National 'rmpuru on who strongly support
provldm turyuu with additional rights and protections during the
audit collection process.

8enator Pryor, and the members of the Finance Committee who
backed the Taxpayers’ Bill of Rights legislation should be proud of
your legislative accomplishment. 1It’s tirst time Congress has
ever provided a substantial expansion of rights for taxpayers. It was
long overdus and much needed.

While many provisions in the bill did not go into effect until
last July, I‘ve noticed a slight reduction in complaints. Production
pressuce seems to have gone down while quality seems to be going up.

The House Ways & Means Cosmittes put the IRS Commissioner on the
hot seat in Pebruary about the alleged $87 billion of uncollected
taxes on the books. The IRS Collection Division has historically
tended to overreact in the face of congressional criticism, and this
situation is not likely to be any different, particularly because of
the large budget deficit.

As macching orders filter through the bureaucracy, each
mana nt layer tends to rewrite the orders stronger, to ensure that
the field troops fully understand the new mission. The result may
well be that IRS employees could take a much tougher stand with
taxpayers, causing more violations of the Taxpayers’ Bill of Rights.
We reciate your continuing oversight of the IRS and this important
nev law.

Unless the IRS continues to reinforce the importance of following
the !'nryou' Bill of Rights, it might well become ignored on the
front line of unpo{:r contacts. IRS has rently only provided one
day of training on rs’ Bill of Rights, and we have received
reports that many Revenue Officers still do not have Internal Revenue

'l A

%u’ Bill of m%u Nay Not Have Prevented the

Al the rs’ Bill of Rights offers important new
rououumor w‘l'lmg' the job of protecting innocent s
rom ruin is far from eote. I have serious doubts that it would

have prevented the Council family tragedy.

u\tormulzl,-hu the Taxpayers’ Bill of Rights been in effect,
ltuppomltou ut;.ug‘wg\ondhmnhda.t.}lmat )
SUCCeSS -\dng r damages. Senator Pryor, your original
Taxpayecrs’ gﬂl of Rights would have allowed ts to sue for
d-ru if "any officer or empl of the Inte Revenue Service
carelessly, recklessly or inten ounw'ngum any provision" of
the tax laws. As the bill progressed through the ress, the word
“"carelessly” was dropped from what became Section 7433 of the tax

) Was the IRS treatssnt of the Council family careless and
mltg::.\:? Absolutely. Was it reckless or intentional? It aight
have » but that is a very difficult standard to prove.

In the 1986 Tax Reform Act, ress substantially liberalised
the definition of negligent actions individual taxpayers. During
the 1980s, tax preparers have also been subject to increasing
penalties for not exercising due diligence. Yet lncudlbl!, Congress
refuses to require the IRS exercise reasonable caution in using its
vast array of enforcement powers. .



117

Taxpayers who have boen financially harmed or devastated by IRS
carelessness also should have the right to sus and recover damages.
We suggest language for Section 7433 that would allow taxpsyers to sue
for s when officer or employee of the Internal Revenue
Service fails to e a reasonable at to lx‘vu'h the tax laws
or carelessly, recklessly or intentionally dilg::r any provision of
the tax laws or requlations. -

If a U.8. corporation makes a product that injures a consumer,
consumers don’t have to prove that corporation recklessly or
intentionally harmed the consumer in order for the consumer vin an
awvard. Neither should a taxpeyer who falls victim to the
incompetence, carelessness or negligence of the all-powerful Internal
Revenue Bervice,

while Bection 7432 of the tax law £s to allow & lawsuit for
dameges for failure to release a lien, it only applies for a failure
to release a lien under SBection 6325, not the imposition of the lien
undet Bection 6321 in the first place. 8o, I doubt Kay could have
successfully sued under Section 7432.

We also strongly recommend that the for damages be raised
from the curuntoﬁox,ooo to at least 12537800.

As Council’s case showed, taxpayers can suffer enormous
Hnunctn"X-qu even when they win. Ksy was fortunate to receive an
award of atto ' fees for her case. But the fee sard didn’t come
gmtommg t total costs. She still owes tens of thousands of

'..

wWhile her attorneys billed her at $135 per hour and $80 per hour,
depending on the rnmtivo seniority of the attorney, the ws
restricted by the outdated $75 per hour cap in the current . Be
therefore only allowed reimbursement at a zate of $75 per hour and $49
per hour, leaving Kay to pul":ho difference. Does Congress want to
say to future Kay Councils t they’ll have to pey through the nose
for legal help to fight a careless, incompetent or abusive IRS?

It’s varY difficult to win attorneys’ fees. Aleo, the courts acre
extraordinarily reluctant to award atto ' foes in excess of the
$75 per hour m in the current law. Proving special factors is
almost imposs .

Unlike the standard for award of attorneys’ fees in the Bqual
Access to Justice Act, plaintiffs in tax cases must prove that the
“was not mumumt ustified,” in pur the case. It would
fairer to require tha 'anmme prove it was acting reasonabl
in order to prevent an award of attorneys’ fees.

, T0 protect ts from enormous financial losses incurred
while fighting the IRS, we strongly urge that the outdated $78 per
hour be raised substantially or olnﬁmw. The ocourt still
be :3:1 to awarding only "reasonable fees,” preventing excessive
avards.

The Berlin 1 of £s’ Rights,

When the IRS out of ontrol, federal law largely p
the courts from allowing taxpayers to enforce their cights. The
Pederal Tort Claims Act allows the government to be sued in oertain
instances but specifically excludes “any claim arising in respect of
the assessment or collection of any tax or custom duty.” Of oourse,
uﬂ:tn:‘vn Taxpeyers’ Bill of Rights granted two limited exceptions te

..

:

Another unnecessarily restrictive lav is the Anti-Injunction Act,
the law that we call the Berlin wall against taxpsyers’ rights.

b Under Section 7421 o{ the m““t'% mu' Code, n: wt m
brought reon in court for rpose of restr

the uucnzt.z znoction of any tax, ex in limited
ciroumstances. If you can call Kay Council fortunate in any wey, this
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was the one area where she had any rights. You are allowed to sue
under Section 6212(a) and (c) and 6213(a), relating to the 90-day
letter (notice of deficliency). That’s how she was able to eventual
get the court to remove the lien and the threat of other collection
actions.

ly

There are only a few other areas where s can sue to
enforce their rights — Sections 6672(b), relat n? to suits for
determining liability of the 100% penalty; 6694(c), relating to
lhbluti of proguur penalties; 7426(a), relating to wr levies;
7426(b)(1), relating to irceparable injuries to superior r ?uu of the
U.8.) and 7429(b), relating appeal of jeopardy assessmen!
procedures.

The case law around the Anti-injunction Act indicates
g::bl.n in obtaining injunctions to restrain the collection of the
. It is clear that injunctions will be granted where the failure

to grant relief would result in irreparable to the taxpayer.
But an injunction will only be allowed where it is clear that under no
circumstances would the government prevail. Otherwise only two
remedies are available to the w?yun 1) the tax, file a claim
for refund, and sue for recovery if the claim is rejected; 2) file a

tition in Tax Court before assessment and within short period of

ime allowed for filing such a petition.

We think that the Anti-Injunction Act should be amended to give
rs the ability to enforce their rights if necessary. re
be allowed to file suit in a federal district ocourt to enjoin
the IR8 from enforcement action becauses the defici assessment
was made without knowledge of the taxpeyer and without fit of the

proocedures provided by law; there has been an improper or
illegal assessment; there has been an action in violation of the law
or tax laws or r tions providing for procedural safeguards for

ts) the IRS has mede an unlawful determination that oollection
of tax vas in jeopardy; the value of seised property is out of
proportion to the amount of the liability if other collection remedies
are available; or the IRS will not release the seized property upon an
offer of payment of the U.8. interest in the property.

Then, there’s also the Declaratory Relief Act. This lew u{:
that citizens can file suit to get a court to declare their righ
"except with respect to federal taxes."

In author David Burnhas’s excellent new book, A Law Unto Itself
he quotes California tax attorney Montie and his views on these
laws that prevent taxpayers from enforcing ir rights. He says that
allowing such limited lawsuits would make "the IRS more accountable...
and make the agency more likely to operate in a lawful fashion.”

To illustrate this point, he said "assume you are under sudit and
you learn that revenus agent has decided the best wey to
investigate you is to break a window of your office, clisb through it
and examine your correspondence.

"You come into my office for advice, wenting the ocourt to rule
that the Ins t can’t conduct his audit in s way. We consider
£iling a suit for declaratory relief, but then we remember that the
court does not have the authority to issue such a declaration of

41 ‘t: .u;t tax matters because of that exosption in the declaratory
rolie .

“Then we think about requesting a court order to enjoin the agent
from conducting his tax investigation breaking into your office.
This toach, of course, camog be followed because the court is
:::!% to even consider such requests under the anti-injunction

As long as taxpayers are largely banned from suing to enforce
m"-f:r"" uqn{:n will continue to be at risk of financial ruin
and onal devastation from the IRS, It is completely unfair for
the IRS to have sll the powers and for taxpayers to have few rights
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that can only be enforced with great legal difficulty. We must ensure
fair treatment of innocent taxpayers to continue respect for our
Constitutional system of goverrment.

Congress Should Require Bquitable Use of the Levy Power.

Burnham’s book ounu an ressive array of statistics that
the levy power u 1y across the United States.
Burnham reports that in m *“for every 1,000 tax delinquent accounts,
892 levies [oewrudl in the Western mlom 860 in the Mid-Atlantic;
73% in the Southwest; 714 in the North Atlantic and the Central; 708
in the Mid-Mest; and 532 for the Southeast.

There's even mote variation in the seisure rate. Burnham reports
that in 1988 "the.seisure rates in the most active districts were 30
to 40 times higher than the rates in the districts with the least.
ﬂn IRS has no explanation for the variations.®

This is nothing new. As far back as 1976, the Administrative
conference of the United aum issued a report titled "Collection of
Dol t Taxes" that said the IRS had no clear rldnunu specitying

evy action was to be taken. The report said "lacking guidance,
uv.mo officers vary in their criteria for seizure of assets of
individual ts... 80 long as the Intermal Revenue Service fails
to delineste clear purposes for the use of susma rs, we believe
that these diver: ormm will continue to exis The variations
in practice -{hu:.d the appearance of arbitrariness and caprice in
some actions the public’s confidence in
(and coqlunoo with) tho systea,

These random variations have continued for year after year. The
guidelines that exist only in Internal Revenue Kanuals are not
on!o:cubu. 'nurotoro, ress should require that the IRS issue
umh the circumstances, conditions and situations

which a hvy 1 be made,

be_Self. r
mu’ Bill of R u made the very necessary improvement

of exempting a larger amount o mr'c mld.y uln t:an levy.
But it made little change in the of property from
seisure.

The law lifted the amounts from a paltry 01 800 for personal ..
trx to $1,650 and from $1,000 for equi ‘erty !or

iness or profession to #1 1oo. t'l hu

and u is far from sufficient to allow a taxpayer
self-supporting.

umber could maintain his self: t
vmjuuuxmgfmmem.mr mw
programmer or authot ocould do s0? Very few, if any,

who can provide the basic essentials ol clothing and furnishi
for a family with only & §1,600 exemption " nee

The bankruptcy laws provide far more protection than this.
The ouqunl version of Senator Pryor’s bill would have raised

oach exesption to $10,000, We would like to see the on smounts
lifted to at least $5,000, The current levels are ridiculously low,
) Law 1 o

Me. Chairman, there are fine employees in the IRS who care
about helping uxpuy’n‘:gly lu:hctm 13:. and who care lbgut
respecting taxpayers’ r . ven sheer mmber o ]
and the billions of tax returns and documents that are rmlw.?tl;ymu.u
I08 each year, it is inevitable that mistakes vill be made and that
soms esployees vul act out of 1ine.
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The INS has issued rules requiring tax preparers to exercise “due
diligence” in the preparation of tax returms. Ia certain situations,

rers must cite "substantial awthocity” for the positions they

on tax returns. Failure to do so may vesult in monetary fines,
lnl:? disbarred from practicing before the IRS, and a full scale audit

1 the preparers’ clients.

Yet, IRS -Tloyul are often allowed to violate IRS rules
requlations, oiu, rocedures, and guidelines at will and \dchout
fear of uewzu. is 80 overvhelaing and sweeping in its
power conferred upon th' tax collecting suthority that there are
almost no checks and balances on the exercise of that authority.

rs need mr:’gromuom from the arbu:ury and capricious
abuses o IRS, and employees should be held acoountable for
their violations.

One thems that romes across in and again in Burmham’s book is
that the IRS almost alweys will punish employees who meke big
mistakes in handling taxpeyer disputes.

unl clear that the IRS is more interested in controlling,
uquhunq, m u and puctltiomn for mu
violations than are in oon rolung. 4 un,
their o oyees for comparable infractions. this
standard continues to exist, the cospliance mmuwmmtt
could be in serious trouble.

Burnham reports "a duwrbl footnote” about the occasions “when
the IRS has crossed the line in its sealous enforcement of the tax
laws: Agency officials uwolvod in ationable activities are ul.dcn
punished.” He also notes that many ts are worried "that the
sealous, anything-to-win tactics are more and more
accepted practice of the governmant.” One of the fundamen
p:inci les of the U.8. Constitution {s that e’s tights shall be

, oven !itmmempooplo 1 escape being
pomnnd for laws they break

Pive u lgo Congressaan Jacobs introduced an amendment
w-mb 1 that would have permit federal judxuto-ko IRS
wl potmuy liable for attorneys’ fees uxp.:ru who
agents actod arbitrarily and upriclo\nly 1
u. muo 8 proposal msy have

aff the ability of the IRS to recrui qloyul.ﬂnmptua
good one — it serve notice to IRS employees that they should be
careful to protect taxpayers’ rights.

We expect that tax return preparers will be careful in prepari
tax returns. Is it too much to P.ruut xuqlog:‘ mg:g:t:q
some limited financial sanctions if they act to in tlonnny hamm the
taxpayer? We think not.,

Instal t eements.

An early version of Senator Pryor’s Taxpayers’ Bill of Rights
contained an important provlnon for indivi taxpayers — right
to an installment agreement if r had not bnn dounqume in

revious three years and the umftg 0,000,
prov sion was dropped because uf concern about the tzo 000 lubulty.

We think the concept was one, especially if it is limited
to individual Form 1040 taxss. ?ﬁmiw of H  mailer smcunt,

$2,500, might make the concept more
. :;{unt in pu?n‘luu that would nor-n;qltn md vould um m{““
to accrue.

r_Assistance Orders and Problem lution Program,

while the Problem Resolution Program has undoubtedly achieved a
great deal of success in holpsng taxpayers, v think t.hou is .uu
room for substantial improvement. Recently, reports have surfaced

0

BEST AVAILABLE COPY
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sbout problem resolution officers (PROs) who have not been helping
tanpayers even though the circumstances r to warrant
intervention. In one instance, a PRO told a taxpayer he would not
intervene becauss the to\nd-x':!tomxm. In another
recent report, an attorm{o rom California was told by an IRS branch
chief that she was going disregard his request for intervention and
proceed with enforced collection in violation of established IRS
policies. After pleading for help from the district chain of command
and the PRO, the atto was granted none. Burprisingly, the
at:ormym:'mucud the Oftice of Inspector General in Washington and
got re .

I have also heard reports that Problem Resolution Officers simply
pass the request from the taxpayer or the r’s representative to
the gouon who is causing the problem in the first place, Bob Kamman,
an attorney in Phoenix, recently wrote in the Wall Street Journal that
after a form 911 is filed with a PRO, "that person telers
branch of the agency where the difficulty originated. The response
quite often is made by the person who caused problem in the first

lace. It’s not easy to tell co-workers down the hall, who may eat at
same cafeteria table, ride in the same ca 1 and bowl in the

same league, that u\o¥ screwed up. Sometimes PRO does it, but

often he won't. That's what to my client ..."

unulg',‘ 1 have heard laints that some PROs feel that they
are not technically qualified ss judgment on a particular

tax t's complaint and tesporarily overrule the IRS action. If this
is a probles, it would account for the dearth of Taxpayer
Assistance Orders (TAOs) that have been granted.

The IRS will undoubtedly say that the reason for the dearth of
T™H0s is that the mere threat of a TAO often will accomplish the task.
Mr. Kesman makes the excellent point that "we don’t evaluate the
effectiveness of police carrying , by the nusber of times they
shoot them.” But the TAO is hardly the o?ulvalont of a bullet, and
I'm concerned about why 8o few have been issued.

One other potential explanation is that the IRS is using a
standard of hardship that is too Mzh. Serious consideration should
be given to liberal :ing the definition of hardship, and providing the

more flexibility to issue a TAO,

We also believe that more can and should be done to advertise the
availability of the Problem Resolution Office. nm{‘ s are
still letely unaware that the program even exists., I the
next tax form cover letter from the Commissioner will draw special
attention to the Problem Resolution Office.

Tax oxity Invites Abuse.

A few years ago, an IRS instructor claimed that he could find
mistakes in 99.9 percent of tax returns., While he may have been
exaggerating, he made a valid point.

The tax laws are 80 incredibly complicated that many uxgyul
can’t say with absolute confidence that they know the law or have
filed their tax returns with 100 percent accuracy. Indeed, the March
issue of magasine reported t 48 out of tax professionals
who took annual test for professional tax preparers made at least
one mistake (an error rate of 96 percentl). Money reported that *for
the third year ina:ov,mtwpurrouemwwt the same tax
due for our thetical family of four ... Answers ranged from
$9,806 to 821,216; the average was $13,915." Money said the correct
tax was $12,038.

This incredible complexity opens ug the potential for abuse.
Vague allow enforcement s. If someone in the IRS wants to
"get” , the complex laws allow the agency to make a plausible cause
against virtually anyciw.
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IRS Ecrrors,
The April issue of magaszine reports that "a telephone poll
of 300 oo subscribers Gallup Organisation in late Pebruary

reveal t half of that generally higher income group received such
notices — one in four in the past years (the poll’s mergin of
error is plus or minus six percentage points). A stunning 454 of
those who contested their notices report that the IRS cla were
totally incorrect, and an additional 248 said they were at least
mth ly wrong. what’s more, of those who chall the IRS on

ir ovm, 53% wound up paying nothing and another 17% succeeded in
getting the bill reduced.” xncndtbly, _lgp says that "a convinoing
case can be made that at least $7 billion sor yurl should never have
been collected at all because around half of those imposing official
notices were inaccurate.”

Everyone can certainly understand that Congress wants to collect
every dime owed by taxpayers, But it’s simply not right that the IRs
collects billions of dollars in taxes that are not owed.

Another J:oqru that is nun’ billions of dollars in
assessments t are incorrect is the "substitute for returns”
program. ‘This program is used if a taxpsyer hasn’t filed a tax
return, but the IRS computer has a record of income earned through
W-2's and 1099’s, Under the program, the IRS will send the taxpayer a
bill for tax owed, whether or not the information documents are
correct, and whether or not the taxpayer knows of this action.

This prognn needs additional flexibility. Obwviocusly, the IRS is
completely following the law in attempting to ensure that people who
should file tax returns do file tax returns. Under this program, the
IRS typically assumes that the taxpayer is single and has absolutely
no ions, There are indications that some of those notices mey
be going out without giving taxpayers oredit for their withholdings.

Of course, the proposed assessments go to the taxpayer’s last
known address, and often these addresses are incorrect. Not
lurpuungix though, once the assessment becomes final (after the
t‘tp‘!:t not responded to the notice of deficiency), the IRS is
able to track the r dowm. At that point, the agency attitude
is pay the tax and file a claim for a refund.

If the tax bill was calculated in such an @ rated faghion, it
may well be impossible for the taxpayer to afford to pay the tax that
is claimed in order to file for the refund. While the program has the
Eunun to be effective in oonoqtln! taxes, it is important that it

administered fairly and with scme flexibility.

It’s also doubtful that the IRS has sent out refund checks
under this program, although it is technically feasible to do so.

Conclusion,

Nr. Chairman, the job of protecting t rights will never
end. Much proqrc:l I‘\u bouur\._-odo,tt‘mmg‘ more ml‘promugl:‘ta;; thi
necessary. Equally importart, contimuing aggressive overs (]
Subconam and o{hor cowdtiees of ress is absolutely essential
to ensure that IRS properly implesents ts! Bill of Rights.
The Pinance Committee hiun made a great atart in this important area of
tax fairness and we urgw you to concinue this important work.

DK22152 .
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PREPARED STATEMENT OF JOHN J. MorLEY, 111

Mr. Chairman, my name is John Motley, and I am the Vice President for Federal
Governmental Relations for the National Federation of Independent Business
(NFIB). NFIB is the nation's largest small business advocacy organization, repre-
senting the interests of more than 570,000 small and independent business owners
throughout the country.

1 want to thank nyou for giving NFIB this opportunity to testlffr on the impact the
Taxpayer Bill of Rights has tadon“small businesses owners. I also want to com-
mend Senator Pryor for his leadership in sglonsorlng the original legislation to cor-
rect many of the problems taxpayers were having with the Internal Revenue Serv-
ice (IRS) examiners and collectors.

IMMEDIATE BENEFITS OF THE TAXPAYER BILL OF RIGHTS

The Taxpayer Bill of Rights has been very helpful to many small business owners
simply because it lets them know that theg do have some rights before the IRS. IR8

ents are giving taxpayers a summary of their rights hefore theﬁebegin talking to
the taxpayer, and this appears to be a relatively positive way to begin the contact.

The part of the Taxpayer Bill of Rights that receives the most positive comments
from our members, however, appears to be the provision that allows the taxpaﬁ'er to
have a representative deal with the IRS, Taxpayers and their accountants find it
much t:asier to deal with the IRS when the taxpayer does not have to be physically
present.

PROBLEMS WITH THE IMPLEMENTATION OF THE TAXPAYER BILL OF RIGHTS

IRS Employees
An NFIB member from Florida, who is a Certified Public Accountant and works
solely with small business owners, Erobably best summed up the primary problem
. with the Taxpayer Bill of Rights when he said, ““the spirit of the Taxpayer Bill of
Riq.hu has not trickled down to those that have daily contact with the taxpayers.”
he biggest problem NFIB members have with the IRS is that they are treated
like criminals. IRS examiners still assume that the taxpayer is guilty until proved
innocent, They seem to believe that if they do not use forceful tactics with the tax-
payer, the government will be cheated out of revenue. Unfortunately, this type of
approach breeds suspicion and animosity, and encourages taxgayera to avoid contact
with the IRS at all costs. This type of relationship between the IRS and small busi-
ness owners makes life much more difficult for both,

Comments on the quality of IRS employees are always mixed. No one disputes the
fact that there are a great many IRS employees that are professional, courteous and
helpful. Unfortunately, it is the rude, abrasive and arrogant eragloyee that grabs
the attention and the headline. In discussing the quality of IRS personnel with
NFIB members, every one of them at some point had serious difficulties. Getting
IRS emfloyees to believe in the importance of the Taxpayer Bill of Rights woul
greatly mgrove our Federal tax collection system. If the law is to have its desired
effect, the IRS will have to adopt and practice its spirit and not allow its personnel
to mistreat taxpayers.

Chief among the list of abusive IR8 tactics is agents telling small business owners
that they should not involve a CPA or tax attorney in the audit. On several occa-
slons, NFIB members have been told that if they hire professional help, the IRS will
be much harder on them. 8mall business owners rarely have the technical tax expe-
rience to deal one on one with an IRS agent, and it is groesly unjust for an agent to
insinuate that a taxpayer will face a much tougher battle if that taxpayer hires pro-
fessional assistance. This Committee needs to put the IRS on notice that this prac-
tice will not be allowed to continue.

The IR8 is also reluctant to communicate with professionals retained by taxpay-
ers. Problems with this type of-behavior appear to be spotty. Yet, several account-
ants that have smal] business clients have complained that the IRS is hesitant or
outright refuses to @hswer questions about a taxpayer’s case even though the ac-
countant has a power of attorney from the tax}ra{er. As mentioned above, one of the
most helpful aspects of the Taxpayer Bill of Rights is that it allows small business
owners to limit tho amount of time they have to spend communicating directly with
the IRS. Any hesitancy on the part of the IRS to deal with accountants or lawyers
retained by small business owners obviously undercuts the value of this benefit.

INSTALLMENT PAYMENTS OF TAX LIABILITY -

Small businesses, almost by definition, have very limited cash flow, and a large
tax penalty due immediately can put them out of business. The Taxpayer Bill of
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Rights gives the Secretary of the Treasury the authority to have taxpayers pay their
tax liability in installments. Allowing taxpayers to pay in installments does not
appear to be used consistently, however.

Example

An NFIB member in Florida incorrectly filled out her payroll tax deposit returns,
was told that she was behind in egayroll tax derosite. and went to the IRS to ask for
help. The IRS said that she owed six months in back taxes and penalties and gave
her only days to pay it or they would close down her business. The IRS agent also
told her that he did not want to talk to her accountant.

The IRS should make reasonable requests for payment. It benefits neither the
Federal coffers nor the national economy for the IRS to be closing down small busi-
nesses to collect back taxes.

LEVY NOTIFICATION

The Taxg:lyer Bill of Rights also requires the IRS to give m?ayen 30 days writ-
ten notice before they can collect tax by levy unless the IRS finds that the collection
of tax is in jeopardy. NFIB strongly supports the notice requirement because it pre-
vents small business owners from bouncing checks all over town after an unexpect-
ed levy. NFIB members are finding, however, that by allowing the IRS to forego
Potl:g tit‘; they believe collection of the tax is in jeopardy, the exception has swal-
ow e rule.

Example

One NFIB member bounced several checks and spent hours on the phone with the
IRS trying to get her money back after the IRS incorrectly lovied her business’ ac-
count. Her account was levied because the IRS had stopped payment on a tax
refund check that was deposited in the account, This check was cashed by the busi-
ness owner for her sister, who received it from her incarcerated husband as child
support. The husband later decided that he did not want his wife to have the check.
and he told the IRS that he lost the first one and asked for another. Surprisingly,
mst{\qu“: was approved. The IRS issued him another check and stopped payment
on the first one.

Although this is not your average levy problem, it is a gond example of the IRS
levying the account of an innocent party and causing a great deal of difficuity that
could have been avoided with a minimum amount of notice.

The Taxpayer Bill of Rights has significantly lmg;oved many areas of contact be-
tween the IRS and the small business taxpayer. However, Congress and the IRS
need to continue to work to ensure that the spirit of the ;l‘axpayer Bill of Rights
carries through to all levels of IRS tax enforcement and collection. This oversight
hearing on the progress of the Taxpayer Bill of Rights {s the perfect first step
toward making sure this landmark legislation has real world effect. The half million
NFIB members across the countay appreciate the efforts of this Committee in fol-
lowing through on the Taxpayer Bill of Righta to make sure it is working.

TAXPAYER PROBLEMS BEYOND THE TAXPAYER BILL OF RIGHTS

1 would like to take this opportunity to mention a few problems NFIB members
have with IRS enforcement of the tax code that lay on the fringes of the Taxpayer
Bill of Rights,

Complexity

Most conflicts between the IRS and small business owners are the result of com-
plexity in the tax code. Needless to say, it is excruclathﬁlﬁ/ difficult to comply with
or to enforce a tax code few can understand. Many N members do not under-
stand the tax code, and they are alarmed to discover that some IRS employees do
not either. This leaves small business owners with inestimable tax liability and IRS
employees with a ﬁggat deal of frustration. The Committee can improve the rela.
tions between the and small business owners by continuing to simplify the tax
code at every o‘fportun&ty.

Payroll tax deposit rules have to be at the top of the list of the most confusin,
sections of the tax code. According to the General Accounting Office, one out of
every three employers is assessed at least one failure to de‘)oct Kenalty a year. In
1988, the IRS assessed 8,645,691 degoeit nalties. Almost half of the amount collect-
ed from these penalties was later abated because of IRS error.

Payroll tax rules chan? depending on how much the business must deposit. Busi-
nesses that deposit less than $500 a quarter once a quarter. Those that d'ti&oslt
more than $600 a quarter but less than $3,000 a month pay once a month. Those
over $3,000 a month but less than $100,000 a month pay on eight monthly trigger
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dates. Finally, businesses that deposit more than $100,000 a month have to deposit
the day after they make payroll.

The four different deposit levels are not unduly complicated, but they may chaggg
from month to month. In other words, a ﬁrowing business that crosses the $3,
threshold would have to deposit on the eight monthly triggers instead of depositing
once a month. This business owner would not know that deposit dates have been
misa‘fd uri\:i(l! notice from the IRS arrives announcing the penalties due for missing

e de ates.

Business owners are not alone in being baffled by the current system. The current
Federal Tax Deposit Coupon that accompanies an employer’s tax deposits does not
contain. a space for the employer to indicate what depnsit period the tax deposit
should cover. As a result IRS computers kick out incorrect assessments when em-.
plglyers are subject to more than one deposit rule during a quarter.

he Omnibus Budget Reconciliation Act of 1989 contained a section that reformed
the way IRS would penalize taxpayers. This section included a provision on payroll
tax deposits. The lower penalties contained in the Act will be o freat assistance to
small business owners who inadvertently miss a payroll tax deposit. It will not, how-
evclar. be of any assistance in helping employers undorstand the current tax deposit
rules,

This Committee could simplify the tax code for emf‘)loyeu by: (1) increasing the
$3,000 monthly trigger to $5,000 in order to restrict the number of employers that
may cross back and forth over that amount; and by (2) glving taxpayers notice of
what deposit rules they will be cubéect to by using one quarter's deposit to deter-
mine the next quarter's due dates. S8implifying the deposit rules would greatly re-
strict one area of tension between the IRS and employers.

Another source of friction between the IRS and small business owners is the cur-
rent set of rules for determining who Is an independent contractor. This has been a
naqginf problem that surfaces when the IRS in one region of the country begins to
reclassify independent contractors as employees. When this happens, employers are
suddenly hit with huge tax bills covering back taxes they did not have to withhold
on independent contractors. Of particular concern is the fact that the IRS enforces
these rules by targeting small businesses.

In classifying a worker as either an emploree or an independent contractor, the

RS uses 20 common law rules. These rules look at the nature of the relationship
between the employer and the worker. The problem with these rules is that the
are ambiguous and can be interpreted differently from case to case. As a result, I
clasaifications of workers tend to vary from region to region.

The vaguen of the indegendent contractor rules affects both those who are in-
dependent contractors and those who hire them. Several self-employed NFIB mem-
bers have complained that employers are no longer willing to hire them as inde-

ndent contractors because they do not want to take the chance that the IRS may
ater reclassify them as emploirm.

The Committee should consider taking a look at the current rules distinguishing
independent contractors from employees. Employers should be prevented from mis-
classifying workers; at the same time, true entrepreneurs, who do not want a nine
to five job working for someone else, should be given every incentive to start their
own businesses, ‘

Simplifying the tax code would accomplish many of the goals embodied in the
Taxpayer Bill of Rights, and the best J)laces to start simplifying the rules are in the
areas-of payroll tax deposit rules and the definition of an independent contractor.
NFIB has studied these problems extensively, and we are always available if we can
be of any assistance.

Quality of IRS Personnel ~

" NFIB members have repeatedly complained about the quality of IRS personnel.
Stories about unnecessarily rude IR8 employees abound.

Example

An NFIB member in Ohjo had an employee who was embezzling funds by wrltin,g
checks to himself and marking the pay stubs as if the checks covered the business’s
payroll tax deposits. By the time this was discovered many of the business’s tax
records had been destroyed. The employer flled for an extension and attached a
letter explaining what had happened.

The om&loyer ended up owing the IRS approximately $15,000. The IRS agent was
very helpful and assisted him in arranging an installment payment plan of $2 ,000 a
month. Alter $13,000 was paid off, another IRS agent informed him that all previ-
ous deals were off and that if he did not pay the remaining $2,000 in full immediate-
ly, the IRS would levy his checking account. The employer paid the $2,000, but the

35-256 - 90 -~ 5
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IRS needlessly alienated a taxpayer. The $2,000 would have been paid at the end of
the month under the original agreement. Changing the agreement before the last
payment made no sense,

mployers are also frustrated about the difficulty of gettinilan answer from the
IRS and the likelihood that it is incorrect once they receive it. How to get the IRS to
answer taxpayers’ inquiries quickl{ and correctly Srobabl goes beyond the scope of
this hearing, but it is something that the IRS and this Committee, in its oversight
capacity, should continue to explore.

inally, I would like to comment on the IRS's adversarial stance toward taxpayer
assistance. Without a doubt, there are many who are willing to break the law and
deny the Federal Government its rightful taxes. Not every business owner who
comes into contact with the IRS, however, is trying to put one over on the Service.
NFIB has received dozens of reports from members that have gone to the IRS for
assistance because they think they made a mistake, and the IRS treated them like
criminals, penalized them, and wanted them to pay immediately. Taxpayers and the
IRS would both benefit if taxpayers are encouraged to correct their mistakes and go
to the IRS for assistance.

Automatic Notices

IRS computers are both a blessing and a burden. They assist the IRS in locating
taxpayer errors, but they also create a number of mistakes. One NFIB member, who
is a practicing accountant, told me that a majority of the notices his clients receive
are incorrect. This problem is further complicated by the fact that it is very difficult
for taxpayers to correct notices once they are in the computer. It is ridiculous for
taxpayers to have to s)ay hundreds of dollars in response to an errant notice because
it is cheaper than trying to correct the mistake, .

Conclusion

As we discovered during the debate on the 1986 Tax Reform Act, taxpayers are
less Ilkgll{ to try to understate their tax liabllity if they think the tax system is
unfair. The IRS is a key element of this country's system of Federal taxation. IRS
agents represent the point at which the tax laws and compliance meet the taxpayer,
and it is impossible for taxpayers to conceive of the tax code as being fair until they
believe that they are being treated fairly by the IRS,

PREPARED STATEMENT OF GERALD Q. PORTNRY

Mr. Chairman and Members of tho Subcommittee: I am Gerald G. Portney, a
Principal in the firm of KPMG Peat Marwick, in Washington, D.C. Prior to that, mr
26 year career in the Internal Revenue Service included the position of District Di-
rector for Mnr)"land and the District of Columbia (1974-79); Assistant Commissioner
(Technical) (1979-82); and Associate Chief Counsel (Technical) (1982-83),

I appreciate the opportunity to be here today as this Subcommittee holds its first
hearing on the Taxpayer Bill of Rifhu since ifs enactment as part of the Technical
and Miscellaneous Revenue Act of 1988,

It is a mere 18 months since enactment and even less in terms of effective dates of
various provisions. All necessary guidance to translate both the spirit and the letter
of the legislation has not been issued and overall, it is somewhat premature to fully
evaluate both the legislation and the Internal Revenue Service’ administration of
the taxpayer Bill of Rights.

'A comprehensive analysis of the legislation was prepared by a group of seven (in-
cluding myself) in connection with the Ali-Aba video law review entitled “What You
Need to know about the New Taxpayer Bill of Rights.” The program was beamed
via satellite on February 2, 1989, to audiences in some 60 cities. I have in recent
days provided a copy of these materials to your staff for any value it may have in
considering follow up legislation.

The principal source of impetus for the Taxpayer Bill of Rights was the collection
function of the Service and the use of it's substantial enforcement powers. The legis-
lation adopted was intended to preserve necessa?' powers consistent with the Serv.
ice's mission to collect the proper amount of tax due and owing to the United States
Treasury while providing safeguards against misuse or abuse of those powers.

While there were differences in effective dates, I believe all provisions have been
in effect since July, 1989.

In the absence of the IRS collecting, evaluating and releasing data with regard to
these provisions, it is difficult to make informed judgments as to the extent, if any,
that life has changed out there. For example, how many appeals were filed in con-
nection with already erroneously filed liens? How many principal residences were
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seized? What has been the experience with the 21 day delay for bank account
levies? How is the Service responding to requests for taxpayer assistance orders?

The Oversight Subcommittee recently held a hearing on the Service’s manage-
ment of the Accounts Receivable problem. While no one seems to know how much is
owed to the Govarnment, and how much of that is collectible, it is clear that the
magnitude of the delinquency problem—the number of accounts, the amount of dol-
lars—has overwhelmed the capacity of the Internal Revenue Service to deal with it.
The pressure placed on the IRS to improve its collection results will inescapably
result in a surge of complaints about collection abuses.

Compounding both the problem and the potential for abuse is the unaddressed
problem of the indicated increase in numbers of non-filers and stop-filers, and in-
creasing IRS caseload backlogs resulting therefrom. As more light is focused on this
problem area, more heat will be generated.

The need for more information as to the Service's use of its necessary powers, its
concern for assuring respect for taxpayer rights and administrative due process and
its overall effectiveness in doing luJob. becomes increasingly important,

The information needs to be gathered at the fleld level and monitored by IRS
Headquarters. While there are a number of options which may be considered in
sharing this information, an obvious one is the Internal Revenue Service Annual
Report. Since the Report has not been issued at this date, I cannot be certain that it
does not include information material relevant to the Bill of Rights activity. My as-
sumption is that it does not.

Additional oprortunltles to share information affecting taxpayers at the local
level already exist. Mun{ District Directors issue newsletters to tax preparers and
others on their mailing lists. These Directors, and members of their staffs, also have
occasions to speak to clvic, business and other grou;;s. Better informing the public
and at local level throughout the country is desirable not only for purposes of the
Bill of Rights but to improve understanding of and cooperation with our tax system.

As the l;:reuuree and demands increase to produce and collect more revenue,
more emphasis must be placed on g:eventlng abuses and finding ways to help both
the Service and the taxpayers do a better job,

A system that depends so heavily, and increasingly, on the good will and good
faith of those upon whom requirements are imposed, requires more than complying
with the spirit as well as letter of law.

Allocating one day to train employees on the Taxpayer’s Bill of Rights is likely to
meet minimum requirements. Statements by senior management of its support for
the spirit, as well as the letter, while helpful rather than harmful, must also be
viewed in relationship to the opposition by the Service to this legislation which was
varyingly criticized as Congressional effort to micromanage the Service while fur-
ther characterizing the legislation as largely the enactment of established adminis-
trative procedures. Reluctance to accept the idea of a Bill of Rights for taxpayers is
in no way limited to the IRS.

I read with more than passing interest, being a Maryland taxpayer, a story which
appeared in the Washington Post on Saturday, March 31, 1990, about the resign.-
tion of the Director of the Maryland Department of Assessment and Taxation ‘he
day before, The resignation occurred on the same day that the Governor signed into
law a bill limiting annual real estate assessment increases to 10 percent and sshich
institutes a Taxpayer Bill of Rights which requires that more detailed information
be 'ﬁilven to property owners about their taxes and assessments,

e former Director was quoted in a memorandum as sa{ing that the pro
'l‘laxaayer Bill of Rights "really stinks” adding, *'just try to kill a bill like that in an
election year.”

In mur{m before the Oversight Subcommittee on March 22, 1990, on the IRS’
FY 1991 udgzet request, Commissioner Goldberg addressed efforts to ease the
burden on taxpayers throughout the country. Those efforts specifically include,
using his words, ‘aggressive implementation of the Taxpayer Bill of Rights . . . im-
proved correspondence and expanded one-stop service.”

These are specific commitments and worthwhile objectives which warrant Con-
gressional support and at the same time, Congressional oversight. -

The provisions of the Taxpayer Bill of Rights dealing with disclosure of rights of
taxpayers, includes a requirement for procedures for filing of taxpayer complaints.
It is not clear that there is in place a fairly simple, sufficiently publicized complaint
system which places the primary burden on the Service, rather than the taxpayer,
to screen and select the proper point of resolution of a taxpayer’s complaint. Hope-
fully, the improved correspondence and one-stop service efforts can contribute sig-
nificantly to both the prevention and the resolution of some taxpayer problems.
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There is little disagreement that the front-end investment in quality, doing it
right the first time, is cheaper, better and more sensible than devoting the addition-
al resources to repairing the damage. The negative impact of the first action is not
necessarily cured by the corrective action.

In the meantime, | urge the Service to review its materials to determine the suffi-
ciency of public guidance on how taxpayers may communicate complaints, irrespec-
tive of their nature, and the adequacy of training and other instructional material
in aiding Service employees to facilitate bringing the problem and the solution to-
geth& more quickly.

TAXPAYER ABSISTANCE ORDERS

The purpose of the provision granting the Taxpayer Ombudsman authority to in-
tervene on behalf of the taxpayer was to enhance the role of the only part of the
IRS whose job is to be the taxpayer's advocate. That authority was limited in two
ways:

(1) There had to be a finding of significant hardship and
(2) The Ombudsman's order was veversible by a higher level official. -

The Service's implementation of this statute is such as to effectively preclude the
issuance of TAO's, except in the rarest of cases. Instead, it prefers to have the Prob-
lem Resolution Officer in the local office deal with the affected IRS management in
a collegial manner, obtaining that party's agreement to consider the taxpayers re-
quests. Perhaps, if the taxpayer complaints are being fairly addressed, there should
be no need to make an issue of the lack of use of TAO's.

I am, however, concerned about the wisdom of the statute requiring a showing of
significant hardship. The terms significant hardship and undue hardship seem to
be entrenched in the statutory and administrative culture of our tax system,

The message seems all too clear—all taxpayers are expected to bear due hardship
under our tax system. In raising this, I suggest that sif;niﬁcant hardship s an
anduly harsh standard for the purpose of the Service staying an action temporarily
wlh;he) pending review. Modification of this standard is warranted. (Emphasis sup-
ph

NEWLY 188UED REGULATIONS—ARE THEY “REABONABLE?"

On April 2, 1990, temporary regulations were filed with the Office of the Federal
Register on the subject of “Time and Place of Examination.” These regulations were
required by statute to be issued within one year of enactment. There is a pern.issi-
ble period for comment of 46-days and I have no doubt that comments will be fo.th.
corging from a variety of sources. In the meantime, I respectfully offer these obsr-
vations:

(a) The summary contains the following statement—"it is the goal of these regula-
tions to balance the convenience of the taxpayer with the requirements of
sound and efficient tax administration.” This statemont is repeated.

I would suggest that the convenience of the taxpayer is not necessarily in con-
flict with sound and effective tax administration (at least not always) and, per-
haps, the Service might wish to rethink this assumed conflict.

(b) From the “Explanation of Provisions” section is the following quote, ", . . to
permit the administration of the tax code in an orderly manner, the regulations
provide that the Service may schedule examinations throughout the year, with-
out making special accommodations to seasonal fluctuations in the taxpayer's
or the tax?ayer's representative’s business, The Service will work with taxpay-
erg or their representatives to attempt to minimize any adverse affects from
scheduling the date and time of an examination.”

Once again, we note the dichotomy; i.¢. the orderl{ administration of the tax
code is inconsistent with accommodating the obligations placed on taxpayers to
file tax returns, and the reliance of man‘f Laxra{ers upon the return preparer
to do 80, preferably between February and April 15th.

The reference to the Service's attempt to minimize adverse effects is of little
consolation and particularly troublesome when considered in light of the right
of representation which taxpaly;ers have been granted. (Emphasis supplied)

The Service should be forthright in acknowledging the special burdens im-
posed on the filing period not just on themselves but on the return preparers.

(¢) The regulations refer to examinations which, if conducted at the taxpayer's
place of business, would essentially require closing the business. After requiring
a written request by the taxpayer and verification by the Service, the examina-
tion is required to be done at an IRS office, thereby excluding the taxpayer's
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representative’s office, the taxfayer’s residence or any other acceptable place.
The Service is not unreasonable in requiring a written request but is sending
the wrong message on verification. It is a “we don't trust you” position that
could better be made discretionary.

There are additional examples further illustrating problems. Again quoting
from the regulations: *. . . The Service may not accommodate a taxpayer's re-
quest for transfer when the agplicable statute of limitations is less than thir-
teen months from the date of the taxpayer's written transfer request, unless the
taxpayer has agreed to an extension of the limitation period.”

e 13 months period is not only arbitrary but it considers only the Service's
convenience and not the taxpayer's. In this respect, it no longer pretends to bal-
ance the convenience of the taxpayer with the requirements of sound and effi-
cient tax administration.

And further, the Service has established another hurdle for the taxpayer to
overcome by establishing "inadequate resources” as a basis for denial of a re-
quest to transfer an examination. 1 cannot imagine how that determination
would be made, by whom, and how, on earth, any taxpayer could possibly
appeal such a determination.

There is another aspect to the scheduling of audits during particularly busy perl-
ods of taxpayers or their representatives.

It is not unusual for an IRS examiner to be taken off a tax examination, be it to
attend training or to train other personnel, or for other reasons at the Service's dis-
cretion. These diversions are also inconvenient for taxpayers, may result in addi-
tional costs and, in some cases, a demand for an extension of the statute of limita-
tions. A refusal to extend the statute is often responded to with a threat to issue a
statutory notice of deﬂclencf\" which would, if issued, force the taxpayer to file a Tax
Court petition to prevent the tax from being assessed and collection action taken,

This is costly, burdensome and unnecessary particularly where the delay is caused
bﬁ' the Service, Sound and effective tax administration should not only not foster
this practice, it ought to act to minimize it, if not prevent it.

I know of no initiative within the Service to address this long standing practice
which, if it is not faced up to and dealt with, should be the subject of legislation.

I could go on but, hopefull(, I have made my point. If this regulation is represent.
ative of the spirit of the Bill of Rights, there is a serious misunderstanding of that
spirit. It is discouraging, to say the least, that it has taken some 18 months to issue
regulations that miss the mark as much as these do. .

At this point, we can only speculate as to future pronouncements from the Service
including those that are to provide reasonable procedures for a taxpayer to notify
the IRS of the failure to release a lien.

CONCLUSION

In their report to Chairmen Bentsen and Rostenkowski in Februug)é of this year,
the Taxpayer Ombudsman and Assistant Commissioner (Taxpayer Services) noted
initiative taken last year to determine customer service needs including town meet-
ings in several locations. The Service should not only be commended for their par-
ticipation, even tho:gh all that is said is not heartwarming and reassuring, but also
should be encouraged to do more of it.

The willingness of the tax collector to listen to his customers and be interested in
what they have to say, could become a foundation for restructuring the relationship
and we can onlg imagine the possibilities.

I thank the Chairman and the Subcommittee for this opportunity today and com-
mend Mr. Chairman for his untiring efforts in making the tax system a better one.

PREPARED STATEMENT OF SENATOR HARRY REID

Senator Pryor, thank you for holding this oversight hearing today on the Taxpay-
ers’ Bill of Rights,

As the annual tax flling day approaches, it is important for Congress to learn the
progress made 8o far in implementing this important Act and see if any changes are
warranted. And Mr. Chairman, although I am concerned with regswu 1 have heard
about IRS reluctance to enforce some of the provisions of the Taxpayers’ Bill of
Riihts. 1 am elated this hearing is being held at all.

little over three years ago, on Januar'y 14, 1987, when I rose to deliver my
maiden floor speech, the topic was the need for taxpayer's rights legislation. At that
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time, I had little idea of the personalities and events that would turn my dream of
enactment of a Taxpayers' Bill of Rights into realit{.

For examgle, Mr. Chairman, it was quite fortuitous that you, Chairman of the
IRS Oversight Subcommittee, were presiding when 1 delivered my speech. Because
without your active support, the Taxpayers' Bill of Rights would have languished in
the hopper forever. This hearin?, therefore, is a tangible reminder of the tremen-
t‘:lotl;s victory of millions of American taxpayers who are now protected by our legis-
ation. ,

The Taxpayers' Bill of Rights has largely been a success. Publication 1, informing
taxpayers of their rights, is a very good document. It sets forth in plain and simple
English—and some useful diagrams—the rights and obligations of taxfm ers and
the IRS, Taxpayers assistance orders have been extremely helpful as well. The Om-
budsman has been very responsive to form 911; I know my state office staff relies on
it gulw regularly. B( last Au&)ust. the Ombudsman had handled over 9,000 cases
and took positive action on 6,700, or nearly 75 percent of all requests.

This hearing is also a reminder—if any is needed—of how carefully Congress
must scrutinize this powerful agency that plays such an active role in the lives of
eve?" single American.

I have heard that some provisions of the Taxpayers' Bill of quhu have been. ig-
nored. A year-and-a-half after its enactment, some provisions still lack regulations,
The longest period allowed for iseuing regulutiom under the enabling legislation
was one year, or November 10, 1989, It is hardly nit-picking to demand regulations
on time. The IRS is not at all accommodating if a taxpayer is 17 months late in
paying taxes. Unless we in Congress monitor this arcania, our constituents will find
their rishta unprotected.

Mr. Chairman, I urge you to carefullg and vlgorouolr uestion Commissioner
Goldberg today on the progress the IRS has made in fully implementing the Tax-
payers’ Bill of Rights. B holding this hearing and keeping the pressure on, the IRS
will take both the' spirit and the letter of the Taxpayers' Bill of Rlsl;u nerlouulr
and incorporate its L‘llosophy into all its activities. perating with Congress as it
investigates Project Layoff is just one example of how this philosophy could stand to
spread throughout the agency.

The previous Commissioner, Lawrence Gibbs, was the first Commissioner to un-
derstand that the 8 in IRS stands for Service. Commissioner Goldberg seems to un-
derstand this definition even better. However, as was discovered in the hearings we
held on the Taxpayers' Bill of Rights, the permanent IRS bureaucracy everyone but
the Commissioner—has a mind of its own. They circled the wagons when it looked
like the Taxpayers' Bill of Ri%}‘m was to become law. They didn’t like it then, and
they don't like it now. Only through the efforts of Con&eu can Service become a
priority of not only the Commissioner but of the entire IRS,

Chairman Pryor, thank you again for holding this hearing. I appreciate the oppor-

" tunity to testify and will answer any questions you may have.

PREPARED STATEMENT OF HARVEY J. SHULMAN

My name is Harvey Shulman. I am the General Counsel of the National Associa-
tion of Computer Consultant Businesses (‘NACCB"”) and a partner at the law firm
of Ginsburg, Feldman & Bress in Washington, D.C. I am accompanied by Mr. Bjorn
Nordemo of Massachusetts, President of NACCB. NACCB represents technical serv-
ice firms that specialize in providing highly skilled professionals like systems ana-
lysts, software engineers and computer programmers to clients in need of temporary
technical support. Every NACCB member is a small or mid-sized business with gross
revenues between one million dollars and twenty-five million dollars. Our members
use both their own employees as well as independent contractors to meet the needs
of their clients, and we believe that our rights to do so should be no less than any
other type of industry

1. OVERVIEW OF TESTIMONY: “THE TAXPAYER BILL OF WRONGS,” THE IRS “SNITCH SHERT"
AND SBUGGESTIONS FOR FURTHER LEQISLATION

Unfortunately, the Taxpayer Bill of Rights has become, in too many cases, a Tax-
payer Bill of Wrongs for small and mid-si businesses in the technical services in-
dustry. Too many legally required grocedum are not being followed; other unfair

ractices not specifically prohibited by law are still being carried out; {RS personnel
ave even distributed a “snitch sheet” to various technical services firms asking
them to turn in their competitors for employment tax audits; and, in too many in-
stances, the IRS has allowed the tax laws to be used for anticompetitive business
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purposes because of the way that it follows up so-called “leads” on employment tax
matters from anonymous informers. These and other unfair practices seem to be the
antithesis of a Taxpayer Bill of Rights, and, as a result, ] have some suggestions
about improving enforcement of the existing law and adonting stronger taxpayer
rights provisions.

Il. BACKGROUND INFORMATION ON EMPLOYMENT TAX AUDITS

Many firms in the technical services industry have been targetedatg' IRS person-
nel in connection with employment tax matters. In particular, the IRS has primari-
ly been interested in determining whether it should reclassify these firms as em-
ployers of the independent contractors who provide services to the firms' clients. In
other words, are these technical service workers bona fide independent contractors
or are they employees of the firms which market their services?

The Taxpayer Bill of Rights is critically important as IRS personnel make these
employment tax judgments. First, the proper procedurcs should especially be fol-
lowed during employment tax investigations and audits because the mere existence
of IRS scrutiny of a firm often deters the firm’s contractors, employees, clients and
customers from continuing to do business with it for fear of being “tainted” them-
selves. Second, because the 20-question common law employment test used b{ IR8S
personnel is 8o vague and has led to many confusing and apparently contradictory
classifications of workers—as Congress has long recognized, and even the IRS has
conceded—only strict compliance with the proper procedures can best assure that
all relevant facts will be collected in an orderly, timely and fair manner and that
the correct legal principles will be applied. Third, because the amount of potential
back employment tax liabilities is so large as to constitute an effective *‘death penal-
ty" f?rhraainy small businesses, there must be strict enforcement of business taxpay-
ers rights,

111, IR8 FAILURES TO FOLLOW TAXPAYER BILL OF RIGHTS DURING EMPLOYMENT TAX
AUDITS

We have characterized the present situation as "The TaxYayer Bill of Wronﬁ{'s‘
because of the recurrent reports we have received of the following actions by
personnel who have visited technical service firms around the country:

(1) Failure to Provide Publication No. 1.—IRS officials are visiting firms and re-
questing to Interview the firms' owners or inspect various documents, and yet Publi.
cation No. 1—Your Rights As A Taxpayer—is not being furnished to these flrms
upon this initial contact as required by law,

(2) Late Delivery of Publication No. 1.—~Even when Publication No. 1 has been
fiven to a firm, it is fr%uently iven just as the IRS official has begun the initial
nterview or after the IRS official has actually completed the interview. Yet, how is
a taxpayer to know that he or she is permitted by law to suspend an interview in
order to get advice from a CPA or attorney, or that he or she may tape record the
interview, if the document setting forth these rights is not provided sufficiently in
advance for the taxpayer to read and understand it? In fact, in none of the many
cases we know about was there any compliance with the IRS statement in Publica-

! Let me explain for a moment how the reclassification of a worker from independent contrac-
tor to employee status can Iiurall{v have the effect of putting technical service flrms out of busi-
ness. Compensation levels are quite high in our industry, and so a reclassification of a worker
will result in substantial back employment tax liabilities. As an example, for every $560,000-per-
year independent contractor who is reclassified as an employee, a technical service firm will owe
a minimum of about $6,000 in back employment taxes, plus interest and ronaltlw»cven if the
lndcrmdem contractor paid all of his or her social security and income laxes in full! For the
smallest of our members with perhaps only 20 independent contractors each year, this amounts
to $100,000 per year in back om&l:xment taxes—or $200,000, since the IRS typically goes back at
least two years. For a mid-s company, the back employment taxes can oasily reac
$1,000,000—again, even if the contractor has paid all of these taxes in full. The back tax labil.
ities are especially "reat in the technical services industry because of Section 1706 of the 1986
Tax Reform Act, which subjects this industry to uniquely unfavorable emrloyment tax treat-
ment. As the result of Section 1706, the technical services industry is foreclosed from reducing
its back employment tax liability to ‘‘zero” under Section 530 of the 1978 Revenue Act and is
foreclosed from seeking complete set-offs for taxes already paid in full by independent contrac-
tors; instead, our industry is left with the liabilities im by Section 3609 of the Internal
Revenue Code. Even the sponsor of Section 1706, Senator oimlhan, has since called for replace-
ment of this provision by a simple, fair and predictable employment test because of 1R8 failure
to give adequate guidance.
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tion #1 itself that a taxpayer "will receive an explanation of [his or her] rights and
of the examination process either before or at the interview."”

(3) Unreasonable Times and Places of Interviews. Although the Taxpayer Bill of
Rights requires the IRS to adopt rules which define what will be a “reasonable time
and {\)lace’ for an IRS examination, in almost every employment tax matter of
which we are aware the IRS employee has simJ:ly visited the technical service firm's
offices without any prior appointment. Instead, the official has advised a receFtion-
is® or other employee that he or she is from the IRS and wants to see the firm’'s
owners. The official has then demanded to see various documents right then and
there, including 1099's, W-2's, and sometimes even corporate documents, in many
cases from as much as three or four years back. In some cases, where a firm's owner
is the primary office staff person, business has been effectively halted while the
owner attempted to handle this unexpected situation. Sluch unannounced visits have
also caused office employees and even customers to speculate on whether the techni-
cal service firm is in trouble with the IRS.

(4) Coercive Conduct During Investigations of "Leads."—Too many IRS emp)o'yees
apparently believe that when they follow uT emlfloyment tax ‘“leads” or “tips,’” the
more formal procedures in the Taxpayer Bill of Rights do not appl’y. For exam le, in
many cases IRS officials have claimed that their visits were not formal “audits’’ or
formal “examinations,” but Instead that they were '‘compliance checks” or “‘compli-
ance reviews'" or some similar investigation of a “lead” or "tip." As part of this
“non-audit” interview, firms have been asked to produce copies of their tax filings,
to answers questions about how they operate thelr businesses and how they distin-

uish independent contractors from employees under the vague 20-question common
aw employmeont test, and even to allow inspection of sample independent contractor
agreements or client contracts. Taxpayers have been told that if they cooperated in
Provldin this information then the IRS official could close the matter and drop the
‘lead.”” When the taxpayers have asked that the IRS officials put these requeats for
information in writing, the officials have often responded that the taxpayer's refusal
to cooperate then and there with an oral request is *‘suspicious’” or otherwise unwar-
ranted and that such refusal itself will require the IRS to open a formal audit. And
yet in every instance we know of when the taxpayers have cooperated b‘y providing
documents and answering the 20 common law employment test questions durh;s
this oral, informal “compliance check,” the IRS officials have subsequently decid
that so much information has been provided that the investigation has automatical-
lr‘ proceeded into a formal audit. In other words, “if you don't cooperate voluntarllr
then we will have to open a formal audit on you and “if you do cooperate voluntari-
ly, we will have so much information that we will have to open a formal audit on
you."” There is something very unfair about this procedure of investigating ‘leads”
and it seems inconsistent with the IRS pledge in Publication No. 1 to “protect your
rights as a taxpayer at all times."”.

(6) Undue Burdensomeness of Emplo%menl Tax Audits.--Unfortunately, the Tax-
payer Bill of Rights does not say much of an{thing about the details of the audit
process itself. It is important for you to know, however, that employment tax audits
of small and mid-sized businesses are devastating emotionally, time-wise, and finan-
cially even if the audit ends with no reclassification of independent contractors into
employees and no change at all in employment tax liability. IRS officials have typi-
cal ( requested volumes of information, including thousands of payroll checks, gen-
eral ledger entries, journal entries and the like. Typically there have also been re-
quests for every single agreement entered into between a technical service firm and
its independent contractors, and between a technical service firm and its clients or
customers for whom the independent contractors are providing their services.
Beyond this paperwork, IRS officials have requested to interview a firm's owners or
management about the details of each and every one of literally dozens or hundreds
of the independent contractors. We estimate that just to comply with these prelimi-
nary information requests, each small business firm will spend well over 200 person.
hours; we even have one specific case where the IRS re«};mu have been so over-
whelming that about 1,600 person-hours have been spent by the firm in tabulating
the information requested—and the audit is not even halfway through. Even after
the investigation phase has been completed, the IRS employee has often placed the
small business in a further untenable position: the assumption is made that all or
most of the independent contractors should be reclassified as employecs, unless the
taxpayer can prove otherwise. The taxpayer is then sometimes offered a deal: pae'
taxes on a substantial number of these workers, and the IRS will close the audit,
but if the firm refuses to pay a high enough amount then the IRS will reclassify
everyone and the firm can take the case to appeal. In short, small and mid-sized
businesses can never win an employment tax audit; they always lose, and the only
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question is how big their loss will be, Surely these onerous burdens and questionable
procedures are inconsistent with the concept of a Taxpayer's Bill of Ri?hts.

(6) Coercive Extensions of Statute of Limitations.—Likewise, there is nothing ex-
plicit in the Taxpayer Bill of Rights regardinl; IRS extension of the statute of limita-
tions for assessing back taxes. Unfortunately, we know of many instances where
IRS personnel have undertaken employment tax audits in “drips and drabs,” some-
times allowing months to lapse between appointments or document inspections. As
the statute of limitations was about the expire, however, the IRS then informed the
firms that if they did not agree to an extension of time—often two years or even
more—then the IRS would have to make an immediate assessment even though its
examination is not completed. The firm, of course, is in a “lose-lose” situaticn. It
can refuse to extend the statute and then bear the cost and burden of an appeal and
proving its case in court, or it can extend the statute and prolong the uncenah}g
and agony of the employment tax audit. Is this situation consistent with the I
representation in Publication No. 1 that its employees will “protect your rights as a
taxpayer at all times?"”

IV. UBE OF IR8 LAWS FOR ANTICOMPETITIVE PURPOSES—THE “‘SNITCH BHEET"'

The Taxpayer Bill of Rights is especially important to technical service firms
which are small and mid-sized businesses. It Is no secret in our industry that some
large, national companies which object to the use of independent contractors by
their small business competitors proposed a joint effort to encourage the IRS to
audit certain of their small business competitors. Accordlng to {ub shed reg’o )
these large companies include a firm owned in part by NYNEX, the New York-
based telephone company, and a firm owned in part by IBM—though I do not know
if NYNEX or IBM officials are aware of this conduct. The agony that is faced by a
small business being audited by the IR8 certainly harms Its ability to compete.
Moreover, [ must emphasize that there is nothing illegal about the use of legitimate
independent contractors—and yet doing so practically invites an audit triggered by
so-called “tips" from competitors.

And what has the IRS role been in all of this? Unfortunately, in addition to fol-
Iowinf up unsolicited leads that may be intended to harass competitors, the IRS has
actually actively encouraged firms to turn in their competitors. Attached to my tes-
timony is a copy of what was called a “snitch sheet” by one of the IRS officials who
distributed it at a local association meeting in California. The official asked techni-
cal service firms to serve as ‘‘snitches” by filling out the sheet and returning it
anonymously in A plain envelope. The officlal promised that all such leads would be
followed up. Can ‘{gu imagine any better way to harass competitors than by turning
them in to the IRS because—based on rumor, or hearsay, or even anticompetitive
lnwtnl-—tzo% imply that there is something wrong per se with the use of independent
contractors

Not only does the Taxpayer Bill of Rights say nothing about this type of IRS ac-
tivity that encourages harassment by competitors, but it is clear that the failure of
many IRS officials to follow the proper procedures in pursuing “leads” only adds
salt to the wounds already inflicted on these small businesses.

V. REASONS FOR FAILURE TO FOLLOW TAXPAYER BILL OF RIGHTS

I do not know for sure wh‘y so many IRS officials are not following the letter and
spirit of the Taxpayer Bill of Rights. (Indoubtedly the training of these IRS employ-
ees has not been successful in all cases, or the employees are merely negligent, or in
some cases they prefer to view themselves as some sort of sleuths. I can identi?’.
however, three possible reasons why the Taxpayer Bill of lehu is being ignored in
80 many instances of employment tax investigations and audits.

First, the 20-question common law employment test itself is 8o vague, unpredict-
able, and difficult to apply that many IRS employees seem inclined to sfdp the pro-
cedural preliminaries. After all, if the substance of the law is so problematic, how
lmmrtant can the procedures be? Perhaps IR8 employees have been particularly
emboldened to ignore the gerocedural rights of technical services firms because Sec-
tion 1706 of the 1986 Tax Reform Act left technical services firms uniquely vulnera-
ble to the common employment law test by removing onl{ from our industry an em.
ployment tax safe harbor enjoyed by every other industry in the U.S. When Con-
gress repeals Section 1706 and puts us back on par with other industries, perhaps
the IRS might be less inclined t?otfnore our procedural rights,

Second, many problems related to non-implementation- of the Taxp%yor Bill of
Rights can be attributed to the IRS establishment of Employment Tax Task Forces
around the country that are composed primarily of employees of the Collections Di-
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vision. Historically, Collections Divisions officials have been concerned with collect-
ing taxes after an assessment has been made. I have personally experienced situa-
tions when these officials, in the course of an employment tax audit, ar ar to have
come in with the attitude that they will definitely not close an audit without collect-
ing some back taxes. I have had some of these Collections Division employees say to
me that it can’t be possible that all of a firm’s independent contractors are legiti-
mate. They point to three, four or five of the 20-common law tgxeetiona and then
attempt to justify their attitudes. A number of these Collections Division employees
begin with the presumption that most or all of a firm's independent contractors
must be employees, and the burden is on the taxpayer to prove otherwise. Trained
primarily as collectors who come in after an assessment has been made, rather than
as auditors who must be concerned with the step-by-sw{) audit procedures, their ap-
froach is not surprising. Far more training of these Collections Division personnel—
n behavior and attitude—Iis required.

Third, and perhaps most fundamentally, the IRS Manual itself sets out far fewer
procedural safeguards in employment tax audits than in income tax audits, and
even fewer safeguards when employment tax audits are handled by Collections Divi.
sion personnel than by Examination Division personnel. For example, income tax
auditors are told that “At the beginninr of an examination, the examiner will ask
taxpayers whether they have any questions regarding the audit process, regular se-
lection procedures and appeal rights” and that examiners "should at all times en-
deavor to make appointments at a time and place that will meet the convenience of
the taxpayer.” But similar provisions are missing in connection with employment
tax audits. In short, because scant attention s given to the letter and spirit of the
'I‘axrayer Bill of Rights in IRS Manual provisions dealing with employment tax
audits, it is little wonder that the law is not followed in so many cases.

V1. BUGGESTIONS FOR IMPROVEMENTS

NACCB believes that it is time for Congress to take further and more detailed
steps in assuring that the rights of small and mid-sized businesses are fully protect-
ed in emrloyment tax investigations or audits. Most fundamentally, Congress must
meet its 1978 commitment to adopt a simple, predictable and fair substantive defini-
tion of “employee” to complement the procedural requirements that will apply
during employment tax reviews. As to procedural requirements, Congress should
consider the following clarifications and additions to the Taxpayer Bill of Rights:

(1) Taxpayers who are subject to employment tax investigations and audits should
have no fewer rights than texpayers subject to income tax and other audits.

(2) Taxpayers contacted by Collections Division personnel should have no fewer
righta than taxpayers contacted by other IRS personnel.

(3) Any IRS visits to a business should be preceded by a letter or phone call re-
questing a visit. Only If a taxpayer fails to respond to both a lctter and a call should
an IRS official visit unannounced.

(4) IRS visits should be at reasonable times and be intended to minimize the
impact on a business’s emﬁloym. contractors, customers and clients.

(6) Every IRS official who visits a business, whether announced or unannounced,
should carry a formal letter on IRS stationery which requests the taxpayer to
produce the requested tax forms or other documents. When subsequent requests are
made for more documents or meetings, they should be put in writing if the taxpayer
requests. Only a reasonable amount of information should be requested and taxpay-
ers should be allowed to provide illustrative cases of independent contractor rela-
tionships, rather than details about every single contractor.

(6) Every IRS official visiting a business should be required to orally explain the
taxpayer's rights, the reason for the visit, the substantive rules under which an em-
ployment tax classification determination will be made, and the possible financial
consequences. 'l‘asgmyeu should be specifically advised of their rights to consult
with counsel or a CPA, and to audiotape any interviews.

(T) Clear standards should be adopted to determine what is a “‘compliance check,”
“compliance review" or “investigation,” versus what is a formal employment tax
“audit” or “examination.” But taxpayers should have no less rights during a “com-
Pliance check” or similar investigation than they would have during a formal

‘audit” or "examination.”

(8) Taxpayers should be advised orally and in writing by the IRS emi)loyee wheth.
or the request for information is part of an “audit” or is part of some lesser investi-
gation. The IRS should not open a formal audit or examination simply because a
taxpayer refused to produce documents or answer questions that the taxpayer was
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legally entitled to refuse to produce or answer, and taxpayers should not be admon-
ished that their refusal will justify-opening an audit.

-(9) Before contacting any employees, independent contractors or customers and
clients of a business, the IRS should notify the taxpayer of its intent to do so and
should specify who will be contacted.

(10) The IRS should not be permitted to drag its feet in completing an audit, and
then force a taxpayer to choose between an agreement to extend the statute of limi-
tations or an immediate assessment of a substantial back tax liability. If the IRS
has unreasonably delayed the progress of an audit, it should be foreclosed from im-
posing liability for that tax year. '

(11) Information obtained by the IRS in violation of required procedures should be
excluded from consideration in any decision to impose a tax liability.

(12) IRS emgloyeea who violate legally required procedures should be held person-
ally accountable for disciplinary action by the IRS and, in flagrant or repeated
cases, modest civil damages. -

(13) A task force from government and industry should be appointed to recom-
mend changes to the IRS Manual so that all employment tax investigations and
audits will be conducted under procedures that strictly comply with the letter and
spirit of the law.

Attachment.

Excerprs FrRoOM MEETING BETWEEN IRS OFFICIAL IN CALIFORNIA AND MEMBERS OF A
TRADE A8S0CIATION IN COMPUTER INDUSTRY (1989)

Industry tradr: member:
“What causes an audit to be initiated?”’ (What are your sources?)

IRS agent:

Referrals. The IRS agent then requested that we be “SNITCHES,” (his exact
words) and turn in our competitors. He provided us with a form (see exhibit B). A
Lead Coordinator for “SNITCH LEADS" has been established to coordinate inflex of
information. He also stated every new lead would be contacted. The IRS agent men-
tioned of your lead is placed in a company envelope, the company reporting would
in all likelihood also be audited.

Note: This meeting took place to discuss IRS enforcement of Section 530 of the
1978 Revenue Act and Section 1706 of the 1986 Tax Reform Act.
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ATTACHMENT A
"SNITCH SHEET"

KEFERRAL TO EMPLOYMENT TAX EXAMINATION PROGRAM
PLEASE COMPLETE THE POLLOWING ITEMS (IF KNOWN)
NAME OF FIRM:

FIRM’S ADDRESS:

e

o w e o5 N eme

TELEPHONE:

TAXPAYER FEDERAL
IDERTIFICATION NUMBER:

185UK3 INVOLVED: (CIRCLE ONE)
A. WO REPORTING OF WAGES,

B. UNDERRFPORTING ON RMPLOYMENT TAX
. RETURNS (TFORM 9‘0. 941),

 BHPLOYEES, PATD, 'AS_ INDSPENDENT CONTRACTOR.
D. ’bruta:

JoB DISCRXPTIOR(I)
OF WORKEK(S)

AUMBER OF UORKlll
1RVOLVED

PLEASE SEND THIS FORM 10

INTERNAL REVENUR SERVICE

SHPLOYMENT TAX IKAHINATIOl OROUP 66

3660 WILSHIRE BLVD. 80178 4 ' ~
LOS ANGELES, CA 90010

ATIN: LEAD COORDINATOR

:Llh!l INCLUDS ALL PERTINENT DOCUMENTATION, W2'S$

1009°8,
, WANES OF WORKERS WITH ADDITIONAL INFORMATION.
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Attachment B
BACKGROUND DOCUMENT

Difficulty in Administrability of Present-Law Standards for
Determination of _éiponmsnE Status

The current standard for determining employment status --
absent the relief provided by the safe harbor in Section §30 of the,
1976 Revenue Act -- is the 20-question common law employment
test.l/ This test has been criticized repeatedly over the years as
difficult to administer and too unpredictable. Yet enormous back
tax liabilities, and the continued existence of thousands of small
businesses in the high tech industry, depend upon the application
of this antiquated test.

A. Longstanding Criticism of the Common Law Test. In a
report to the Jolnt Tax Committes done by the Comptroller General
in November 1977, GGD-77-88, it was concluded that "the application
of the common law rules to specific cmfloyoo/solt-omplo ed
situations is open to broad and inconsistent interpretation.... As
a result, many cmfloyora cannot, with any degree of certainty,
determine who will be considered an employee until after IRS has
audited the sjituation.” Id. at p. 9. The Comptroller General
reported on the comments of a former director of the IRS
Legislative Analysis Division:

i!gt is not uncommon for two knowledgeable
ndividuals to disagree on an employee's
status determination given the same set of
circumstances., He luiT that the employment
tax law should have more certainty for the
benefit of both the employer and omgloloo and
that guidelines should be provided to the
taxpaying public which permit it to make its
own determinations with certainty.

The IRS has not frovidod such guidelines. The
results are misclassifications of omgloyoos by
omgloycrl and inconsistent and conflicting
interpretations of the common law rules by IRS
personnel in different geographic areas.

1/ pue to the passage of Section 1706 of the 1986 Tax Reform Act,
which removed the Section $30 employment tax safe harbor from only
the technical services industry, this industry has been subjected
to uniquely unfavorable employment tax treatment. As a result,
technical service firms -- unlike all other businesses in the U.S.
-~ must rely aololz upon the 20-?u-ltion common law employment test
during employment tax investigations and audits. If Section 1706
can be viewed as an experiment to determine if the IRS is capable
of providing adequate common law employment tax guidelines to but a
single industry, the experiment has clearly failed,

N

35-256 - 90 = 6
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The difficulty of conflicting interpretations
of the common law rules is further highlighted
by IRS audit contradictions. IRS individual
tax audits sometimes treated individuals as
self-employed while agents auditing the
business the individuals worked for classified
them as employees.

1d. at p. 9.

The Treasury Department itself has also criticized the
common law employment test as a test "developed centuries before
the income tax to determine the rules of the doctrine that the
master is liable for the torts of his servant. . . . Those are the
tests that we are using to determine the incidents of taxation.
There are 20 factors in the regulations that are in many cases
extremely difficult to apply because various of these factors go in
different directions.” See Testimony of Donald Lubick, Assistant
Secretary of Treasury, before Hearings on H.R. 3245, Subcommittee
on Select Revenue Measures of House Ways & Means Committee, 96th
Cong., 1st Sess., at p. 9.

B. Post-Section 1706 Criticism of the Common Law Test.

The inconsistencies, contradictions and vagueness associatad
with the common law employment test have not disappeared since the
1970's. ShortlY after the passage of Section 1706 a top IRS
official publicly stated that there is a "confusing bunch of cases
and it's very, very difficult to givo someone clear, concise and
accurate guidance.® 1In response to industry requests that the IRS
provide further guidance, the IRS isasued Rev., Rul. 87-41. But, as
NACCB has advised the IRS, the three examples used in this ruling
are so unrealistic and unlike almost any method of operation by
third-party broker firms, Rev. Rul. 87-41 is very unhelpful 1in
clearing up the confusion over the proper application of the common
law employment test. .

The inadequacy of Rev. Rul. 87-41 was also emphasized by
the Small Business Administration, Office of Chief Counsel for
Advocacy, who wrote to the 1RS on August 5, 1987, at pages 6-7:

Revenue Ruling 87-41 does not provide clear
guidance on the treatment of technical workers
under the jurisdiction of Section 1706 for
four principal reasons: (1) it does not take
into consideration the unique and essential
role of brokers in the technical service
industry; (2) it cites factors which do not
fairly represent common business practice and
to which the industry cannot conform; (3) it
does not accord relative weight to relevant
factors; and (4) it provides examples of
unusual relationships in which the proper
characterization of workers is already clear.

ARK KRR LE L]

.++«+ The absence of succinct guidance alone
argues most effectively for the repeal of
Section 1706.



COMMUNICATIONS

AMERICAN CiviL LiserTiEs UNION,
Washington, DC, April 26, 1990.

Hon. Davip PrYoR, Chairman,

Subcommittee on Private Retirement Plans and Oversight of the IRS,
Committee on Finance, )

205 Dirksen Senate Office Building,

Washington, DC

Dear Mr. Chairman: We write in regard to your April 6, 1990 hearings on the
Omnibus Taxpayer Bill of Rights Act. While we were unable to appear as a witness,
we would like to address for the record one particular issue of concern: 26 U.S.C.
§6103(bX2), known as the Haskell Amendment.

In 1976, Congress amended the tax code to ensure that tax return information on
American taxpayers remain confidential and that dissemination for non tax pur-
poses either within or outside the executive branch be carefully circumscribed. The
ACLU strongly believes that the IRS should withhold from release any information
that would identify a taxpayer, directly or indirectly.

The purpose of the Haskell Amendment, however, was to allow for the continued
release of non-identifying return information. Public access to agency records is an
essential check on government abuse and is often the stepping stone to congression-
al oversight. Yet the IRS has failed to provide the required public access.

In 1987, the Supreme Court ruled that section 6103(bX2) does not require the IRS
to release non-identifying return information under the Freedom of Information
Act. Church of Scientology of California v. IRS, 484 U.S. 9 (1987). We believe that
the Supreme Court reached the wrong result in this case, and that Congress should
amend the statute to make clear that non-identifying tax return information is not
exempt from disclogure.

Accordingly, we suggest that section (bX2, of the statute be amended by substitut-
ing the following language immediately afier subparagraph (B):

but such term does not include information contained in a return or any
other IRS record, including any record that contains return information,
that cannot be associated with ur otherwise identify, directly or indirectly,
a particular taxpayer. -

We appreciate this opportunity to present our views and are available to work

with you to on this matter.
Sincerely,
MortoN H. HALPERIN, Director.
GARY M. StERN, Legislative Counsel.

STATEMENT OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

INTRODUCTION

The American Institute of Certified Public Accountants (AICPA) appreciates the
o¥portunity to offer its comments on the IRS' Implementation of the Taxpayers’ Bill
of Rights. The AICPA is the national, professional organization of certified public
accountants (CPA), with over 296,000 members. Many of our members are tax prac-
titioners who work with millions of American businesses and individual taxpayers.
We are deeply interested in the IRS' ability to effectively and efficiently administer
the tax system as well as taxpayers’ rights under that system.

(1389
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We applaud the subcommittee and Chairman Pryor for holding hearings to
review the Taxpayers’ Bill of Rights implementation process. Feedback the IRS re-
ceives from thoughtful Congressional oversight will prove to be beneficial to the
overall process of insuring taxpayer rights.

Although the Taxpayers’ Bill of Rights was enacted over one-and-a-half years ago,
the AICPA believes it is still too early to draw any conclusions about the implemen-
tation process taken as a whole. We do, however, have a number of thoughts con-
cerning specific implementation actions taken by the IRS that we will present.

SPECIFIC COMMENTS

Procedures Involving Taxpayer Interviews (TAMRA Section 6228)

One area of the implementation process that we have been particularly interested
in and which be believe has been handled very well by the Service relates to the
interviewing of represented taxpayers. Even before the 1988 Act, the Service was
receptive to the concerns being exﬁreesed by the AICPA and others over the policy
being adopted in many l\qu'ts of the country of mandating an iinitial interview of
represented taxpayers. Numerous meetings to discusa the issue resulted in an
ber 1987 letter to the AICPA which clarified national policy not to mandate an ini.
tial interview. This letter was distributed to all IRS districts a year before the enact-
ment of the Taxpayers’ Bill of Rights.

When the IRS coursebook on Interviewing Represented Taxpayers was being re-
written in order to communicate the new policy to IRS examiners the AICPA was
given every opportunity to review and comment on the various drafts. We are also
extremely pleased to say that virtually every one of our comments was adopted into
the final draft. When the Technical and Miscellaneous Revenue Act of 1988 was fi-
nal% enacted, the coursebook was immediately changed to incorporate the appropri-
ate Taxpayers' Bill of Rights language and references.

While we still hear of individual agents who violate the statutory intent in this
area, the situation is far better than it was two or three years ago. We commend the
Serl;«ti:e for dealing with a very sensitive issue in a way that recognizes taxpayer

r .

n early 1989, the IRS released Advance Notice 89-51 which provides guidance to
taxpayers and practitioners on {vrocedures involving taxpayers interviews. We ap-
plaud the IRS' use of notices in lieu of regulations. The notices are issued promptly,
and are written in language that is direct and easy to understand. Nevertheless, we
are concerned that Advance Notice 89-61 violates the s{:irit of the Taxpayers' Bill of
Rights by placing on the audio recording of examination or collection rroceedings.
restrictions which are not supported in the statutory language. In addition, the pro-
cedures established in the notice provide inconsistent treatment between taxpayers
and IRS employees.

To guarantee taxpa{ers their proper protection under Code section 7520{1kaX1),
the Service has to inform taxpayers of their right to record in the first contact,
whether it be by mail or on the telephone. Mail contacts should include a copy of
Publication No. 1, “Your Rights as a Taxpayer” which does contain the necessary
information. However, ugents do contact taxpayers on the telephone and, it is at
this point that taxpayers should be told about audio recordings. This is necessary
because under Code section 7520{1(bX1) the “‘explanations of processes” can take
place at an initial interview. Taxpayers might otherwise miss the opportunity to
record that initial interview.

The last paragraph of the preamble of the notice states, “For purposes of section
7620 of the e, the term “taxpayer interview” means a moeting . . ." Sections
7620(a) and (bX1) use the terms “in-person interview.” Section 7520(bX2) uses the
term “any interview.” Accordingly, the statute seems to recognize that for right of
consultation Y:rposes, the interview referred to need nct be an “in-person inter-
view” which is implied by the term “meeting’” (ie, it could be a telephone inter-
view) The notice, by defining a “taxpayer interview” as a ‘“meeting” for the entire
section 7520, seems to preclude the statutory distinction between an “in-person
interview” under sections 7520 (a) and (bX1) and “any interview” under section
7620(bX2). The notice should, therefore, be revised to provide both definitions and
description of the circumstances in which they apply. That is, a revised Advance
Notice 89-51 should explain that the recordinq provisions apply to in-person inter-
views and that the right of consultation provisions apply to any interview, whether
in-person or by telephone.

'AMRA section 6228 also required the IRS to issue regulations that prescribe the
time and glace of examination that “are reasonable under the circumstances.”
These regulations were finally issued on April 2, 1990 and are presently being re-
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;ie\:ﬁa’d by the AICPA Tax Division. We will submit comments by the May 18, 1990
eadline.

Taxpayer Assistance Orders (TAMRA Section 6230) .

The IRS has issued temporary regulations which are intended to provide guidance
concerning the issuance of taxpayer assistance orders and to ensure uniform access
to these administrative procedures.

The Internal Revenue Service has placed a very narrow interpretation on section
6230 of TAMRA and has imputed meaning and intent to the law which is not re-
flected in the statute itself or the legislative history. For example, there is nothing
in the statute nor in the committee reports which justifies the exclusion of actions
being taken by the Internal Revenue Service in connection with a criminal investi-
gation or the carving out of actions by the Office of Chief Counsel separate from
those of Appeals. The statute at section 7811(b), is clear in its specification that a
“taxpayer assistance order may require the Secretary’” (emphasis provided) to re-
frain from certain actions and the statute goes on to specifically enumerate some of
those things that the taxpayer assistance order may require of the Secretary. In sec-
tion 7811(bX2XD), however, it is clear that a taxpadyer assistance order may cover
"ang (:_tdher"provision of law which is specifically described by the ombudsman in
such order.

It would seem reasonable for the regulations to prescribe and require that certain
types of information be provided to a taxpayer who has requested a taxpayer assist-
ance order. Specifically, when a tamer assistance order has been modified or re-
scinded by one of the officials speci in the statute, the reasons for that modifica-
tion or rescission should be documented and communicated to the taxpayer. This
communication should be in sufficient detail that the General Accounting Office or
others reviewing the manner in which this discretion is exercised will be able to
e\;gluam the actions of the official modifying or rescinding a taxpayer assistance
order.

Inasmuch as the period of limitations is suspended under section 7811(d) and the
taxp:‘i'er or his representatives will have no way of independently determining the

riod of suspension, the regulations should define how the Service will interpret
he statute and the termino “date of the taxpayer's t:&plication" and “date of

the ombudsman’s decision” and provide that these specific dates be provided in writ-
ini‘uto the taxpayer.

rther, once a taxpayer files an ?;ﬁlicatlon for a taxpayer assistance order,
there should be a presumption of hardship for some period of time until the om-

budsman acts on the application. Unless the ombudsman determines that some In-
ternal Revenue Service action must be taken to protect the IRS’ interest (for exam-
ple, if a taxparver were about to leave the country with funds, etc.) the action to be
taken by the Internal Revenue Service should be automaticali¥ suspended for some
period of time. The lations should provide that the filing of Form 911, or a writ-
ten statement, with the Internal Revenue Service shoul automaticalfy suspend
action by the IRS.

The regulations should also address the situation where no overpayment exists
but the failure to release funds creates a significant hardship. The classic situation
is where there is no overpayment because of “‘erroneous” offsets between different
modules in the master file or the wrong module being credited with a payment with
the inability to net that payment with a liability. Some examples include the follow-
ing:

¢ An overpayment of prior year tax which has been applied to estimated tax is
offset against an “erroneous” liability. The taxpayer may now also be subject to a
penalty for under?ayment of estimated tax; and

e A C corporation makes an S corporation election and has an overpayment of
tax (estimated tax) tied up in the C corporation module. The 8 corporation must
;nalac; a “required payment” under IRC section 444 and is seeking a release of those

unds.

The AICPA has been informed that, althouglh the various IRS districts review the
issues raised in taxpayer assistance order applications, no ‘‘national post review” is
attempted. We suggest that the Service review the aprlicationa on a national basis
to determine, for example, if there are certain systemic problems occurring around
the country that should be corrected.

Basis For Evatuating IRS Employees (TAMRA Section 6251)

Section 6281 prohibits the IRS from using the records of tax enforcement results
in the evaluation of collection employees or to impose a quota system on them. How-
ever, since the pressure on collection employees results from the size of their inven-
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tories and management’s emphasis on closing accounts this provision addresses only
part of the Eroblem. Given recent Congressional concern over the IRS’ accounts re-
ceivable problems, this pressure may become even more pronounced.

Instaliment Payments of Tax Liability (TAMRA Section 6234)

The Collection Division seems to have changed its position on delinquent accounts
since the Collection Division training on the Taxpayers' Bill of Rights was conduct-
ed. For example, it now seems harder to receive installment agreements in deserv-
ing situations and seizure actions are more aqlgressive in no-equity cases based on
disposing of accounts (non-pyramiding cases) The emphasis in Collection Division
training should be placed on the positive aspects of the legislation such as to encour-
a‘ge broader use of installment agreements and to use greater restraint in no-equity
situations.

Congress passed various provisions of the ’l‘axpa{era’ Bill of Rights because they
did not agree with the way IRS conducted some of its business. However, the collec-
tion training material states: very few actual changes in the way the Collection Di-
vision does business . . . ” and “. . . implementation will not cause any major
changes in your current method of operations. . ." Although we are aware of the
collection difficulties facing the IRS, especially in the payroll tax area, we still be-
lieve IRS training should emphasize the positive aspects of the legislation.

Administrative Appeal of Liens (TAMRA Section 6238)

The temporary r:guletions regarding the administrative appeal of the erroneous
filing of notice of Federal tax lien are clear, complete, and consistent with other reg-
ulations covering administrative appeals. Nevertheless, the temporary regulations
are excessively restrictive and limit the intent of the statute. The reFulationa ad-
dress issues which do not require a great deal of judgment (tax liability satisfied,
deficiency procedures of section 6218 violated, Title II, and statute of limitations ex-
pirations) and have not been a problem for taxpayers,

An administrative ag&eal is needed to cover gray areas which require a great
amount of judgment. tion 6326(a) provides ample authority by providing: “In
such form and at such time as the Secretary shall prescribe by refulations, any

rson shall be allowed to appeal to the Secretary after the filing of a notice of a
ien under this subchapter on the property or the riths to property of such person
for a release of such lien alleging an error in the filing of the notice of such lien.”

Taken as a whole, therefore, the previous statutory language seems to indicate.
that the broadest level of appeal should be allowed and that the Secretary’s regula-
tor\z authority goes to form and time rather than allowable circumstances.

e are not unmindful, however, of the Internal Revenue Service's concern that
the administrative appeal not be used to forestall the collection process for a legiti-
mate deficiency. The agproach which the Service has taken in its temporary reFula-
tions is to enumerate the specific circumstances under which a taxpayer may file an
administrative appeal. A better approach, based on the spirit of the Taxpayers' Bill
of Rights and the difficulty to foresee every circumstance in which a legitimate ad-
ministrative appeal might arise, would be to allow an administrative appeal to be
filed in each case where the purpose of the appeal is . . . not to challenge the un-
derlying deficiency that led to the imposition of a lien.”

e four “allegations” listed in regulation sections 301.6326-1T(BX1)-(4) could
then be used as examples of the types of situations available for administrative
appeal but in no way should they be restrictive.

a further reminder that the filing of appeals are limited to those situations
where the taxpayer is “alleging an error in the filing of Notice of Lien,” we suggest
an addition to lation section 301.6826-1T(dX2). This section describes the “form”
of the appeal and should-include the following: ‘(iv) A statement that the as)peal is
being filed for the purpose of correcting the erroneous filing of a notice of lien and
not to challenge the underlying deficiency that led to the imposition of the lien.”

BUDGETARY CONCERNS

The AICPA recently released the results of a survey which measured the practical
experience of AICPA members with the IRS as well as general attitudes tovard the
Service. The Institute conducted the survey to gain information on practitioner atti-
tudes towards the IRS in order to help develop administrative and legislative recom-
mendations to improve the Federal tax process. Two general patterns seemed to
emerge from the survey results:

(1) There is a lack of technical knowledge at certain personnel levels of the Serv-
ice. This pattern confirms what many in the tax administration area acknowledge
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as budgetary and salary constraints which severely inhibit the IRS' ability to hire
the top candidates for technical positions and to keep them properly trained; and

(2) Strong marks were given for courtesy and a willingness to resolve problems
which highlights the IRS' emphasis on providing service to its customers. Q04

When the Taxpayers' Bill of Rights legislation was passed, no additional budget-
ary allocations were given to the IRS to assist in the implementation. We believe
that insufficient appropriations affect the allocations of resources to various func-
tional areas and might have had a stunting affect on the implementation process.

CONCLUSION

The AICPA has followed closely the implementation of the Taxpayers’ Bill of
Rights legislation. Qur efforts are based not only on our desire to ensure the protec-
tion of taxpayer rights but also to guarantee the IRS’ ability to effectively adminis-
ter the tax system. Where we have disagreed with previously issued regulatory lan-
fuage or other actions or inactions, we have communicated our concerns to the IRS,

t is in this spirit of cooperation that the AICPA hopes to continue an active and
useful role in the implementation process. : .
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STATEMENT OF JAMES D. CALDER, PHD

AL CAPONE'S ADMINISTRATIVE REMAINS:
CALDER v. I.R.8. AND PROPOSALS TO CEANGE I. R. CODE SBECTION 6103

My name is James D. Calder, and I am an Associate Professor of
Criminal Justice at The University of Texas at San Antonio. As a
criminal justice academician and historian, I am interested in the
history of criminal justice policy matters. 8pecifically, I have
actively sought government and private records on the policy of the
Herbert Hoover administration to secure a conviction of Alphonse Capone,
the notorious Chicago gangster.

My purpose in offering the testimony to follow is to urge the
Congress to pass legl-laciva reforms governing access to historical
records, particularly Internal Revenue Service records pertaining to
convicted, deceased felons. In my testimony, I offer the special
reasons why IRS records are valuable to historians, and why the current
law protecting such records should be changed.

In 1931, Al Capone was prosecuted and convicted fo- tax evasion,
serving eight years of an eleven-year sentence until released from
prison in 1939. Capone died in Florida in 1947 without a will, leaving
no assets for the Internal Revenue Service to seize.®* His only legacy
was a vast collection of "administrative remains"-~ reports and memos
reflecting investigative and prosecutorial matters scattered throughout
the federal bureaucracy.

. Historians, journalists and film producers have, on numerous
occasions, relied on these "remains" for books, newspaper articles,
scholarly publications and film scripts. Despite previous public
access, and na declared relationship to current organized crime
investigations, these records are now inaccessible to historians and the
public., Records retained by agencies other than the Internal Revenue
Service have already been released under the Freedom of Information Act
(FOIA), but, pursuant to Ve 8 +? IRS
records remain closed. Capone's records contain numerous documents only
tangentially related to tax liability computation. The Justice
Department's Tax Division files on Capone have been selectively
released, but their relationship to the IR8 files is uncertain. I wish
to ascist the Congress in finding ways to unlock the full corpus of
"remains” for historical research purposes.

BACKGROUND INFORMATIOR

8ince 1932, Capone's IR8 records have been used for research and
commercial publications. On occasion, federal officials solicited
journalists and professional writers to glorify IRS' investigative
competence in the search for Capone's alleged assets. Selected
acadenicians were also permitted to use records for more serious
treatments, including broader studies of organized crime. Published
manuscripts concerning these records contributed to public understanding
of the government's investigative efforts. There is, however, no
definitive scholarship reflecting the entire corpus of government
records on Capone.

As a researcher and historian of the Capone case, I used
adninistrative and judicial channels to acquire the IRS records. Having
acquired Capone files from the FBI, the Tax Division, the Bureau of
Alcohol, Taobacco and Firearms, the DOJ~-Bureau of Prisons and the
National Archives, I then sought Inter..n] Revenue Service records. The
FOIA was not a useful access tool because the Fifth United States Court

of Appeals in gg;ggg v, QQCQ;QQL Revenue ggsv;gg determined that the Tax
Reform Act of 1 sealed Capone's records from public access on January

Tiustice Department-Tax Division records contain several memos directing
agents to seize any residual assets in Capone's name found in the years
immediately after Capone's death. As late as 1986, Geraldo Rivera, the
television talk-show celebrity, set up a live television search for
Capone memorabilia and assets, includiny an appearance and recognition
by an IRS officjal.

aca-5, 89-5508 (Appendix 1).
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1, 1977, despite the fact that numerous people had access to them prior
to this legislation. 1In , 1 requested the Court to examine the
authority of the IRS to withhold Capone's records as “"return
information®” under Section 6103. I believe the means can be found to
segregate and disclose IRS records associated with convicted, deceased
tax evaders in a manner similar to segregating and disclosing records on
individuals from other agencies under the Freedom of Information Act.
Capone has no privacy interest at stake. The public interest in
learning about these historical matters should outweigh any interest in
further protecting the records.

1 went after Capone's IRS records with no intention of acquiring
any informstion about taxpayer history or tax returns. Capone never
filed a tax return, nor did he have a tax history. I fully expected the
IRS to carefully review materials containing information concerning my
request. specitlcalll, 1 requested the tol?outng Capone records:

1., Records of agency investigations of Capone's activities from
1920 to 1932;

2. Records of agency liaison with an; other agency during the
course of the Capone tax investigation from 1928 to 1932,

3. Orders, directives or instructions to agency personnel to or
from Presidents Coolidge or Hoover, or to or from any White House staff
or cabinet pers 1 rning Capone; )

4. Orders, directives or instructions to or from the Director
of the IR8 from 1928 to 1932 concerning Capone;

5. Records of any investigative operations directed at Capone.

I wished to write a history of the Capone investigation by using
all available government records. Access to IRS records was critical to
the credibility of my intended book. It was impossible to guarantee
thoroughness of historical investigation without access to these
records. A review of IRS records was also needed as a reliability check
on published accounts of the Capone investigations. Buch checks are
professional expectations among historians. Purthermore, substantial
evidence suggested that prior reviews of the records had resulted in
publications that failed to fully reflect government actions in the
Capone case.

v raised constitutional claims under the Pirst and
Fifth Amendments to the U. 8. Constitution ¢ rning to these
records based on their prior release before January i, 1977. Public
access to the Capone files prior to 1977 yields a conclusion that the
files are no longer of tactical importance to the IRS. This substantive
concern aside, the Court of Appeals held that the records will be kept
secret because eight prior revelations were insufficient to show a
history of access. In vigorous objection to the Court's ruling, I
contend that Capone's IRS files are in the public domain. No reasonable
justification exists for continued protection.

GANGSTER RECORDS HAVE HISTORICAL VALUB

Despite Capone's death over forty years ago, his life in crime
remains worthy of revisitation. -0ddly, though, relatively few
researchers have viewed the government records, and no one has used all
the government records. No historical work has addressed the question
of whether or not government actions taken against Capone were
effectively administered or worthy of the favorable acclaim they have
received through the years. 1In 1935, Thurman Arnold pointed out that
Capone's conviction ". . . was as important as a spectacular victory in
a war, in which someone who wore epaulettes and bore the title of
general had been captured”.? Under current circumstances, however,
verification of the government's work against the Capone organization is
barred by law.

8pace does not permit a complete discussion of the historical
value of the Capone records, but it is useful to briefly list some of
the reasons why 1 pursued the matter:

First, it should be a matter of government policy to permit
historical access to all records which can aid in correcting myths,
partiznlar]y myths enhanced by selective government revelation of
records.

Sgymbole of Government. New Haven: Yale University Press, 1935,
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- 8econd, Capone's criminal actions and the government's case to
secure his conviction require proper context in American social history.
High school and college texts continue to portray Capone as a larger~
than-life character, and federal actions are treated as efficient and
ingenious. If primary, rather than secondary, sources were available to
social historians we can learn the complete circumstances surrounding
ghe government's lengthy investigation which never reclaimed a dime from

apone. .
Third, the credibility of the published Capone-IRS accounts is
problematic. In the past forty-five years, source documentation has
been limited to the IRS' selective releases. The releases were made
mainly to popular writers in order to disclose information which favored
IRS publicity interests. Thus, selective file releases prior to 1977
resulted in publications aimed mainly at popular audiences. With few
exceptions, the published authorities on Capone have not hean interested
in scholarship, and in particular, the use of accepted historical
research methods.

There is no historical doubt that the Capone records, and many
records of other notorious gangsters, should be opened for public use.
The Capone investigation should be studied in terms of its -
organizational, political and resource dimensions. Moreover, questions
should be addressed concerning the mix of law, technology, social and
political commitment, and investigative creativity that preceded the
outcome.

Authoritativeness of prior publications, following on earlier
selective releases, hinges on association between the authors and the
government insiders who granted access. Acquisition of records prior to
1977 often depended on cozy relationships compounded by the lack of
historically systematic examination of the full range of records.
Failure to use the corpus of records prohibits reliabjility on issues
requiring contextual or substantive accuracy. Mass market/popular .
writers have little interest in documentation, and publishers assert the
accuracy of accounts on an author's credentials. By any reasonable
evaluation, therefore, the Capone matter is not settled history.

. Finally, Capone's investigation was part of a larger political
context of -xpanding federal police power and responsibility. Capone,
for example, came along at a time when the federal government was
undergoing substantial change and adaptation. As with other situations
facing government under change, experimentation, such as that found in
the Capone case, introduced strategies which may only have been
marginally effective. 1In matters of justice administration,
experimentation may also have encouraged violations of law and privacy,
and it may have imbalanced the proportionality of operational costs to
the net social gains. 8ocial historians concern themselves with such
questions, but only when they have atcess to the appropriate records.

In general, then, the Capone records have more to say about
government methods, organization and direction, exercises of law and
prevailing criminal procedure and the politica of federal law
enforcement. The Capone investigation secured the credibility of a
federal government seeking maturjty as a supplier of tangible controls
on tax evasion.

POIA and BECTION 6103, INTERNAL REVENUE CODE

The central focus of the FOIA is openness in government and the
duty of government to justify withholding information from the public.
In recent years, openness in government, a major public policy issue,
has become less than important to agency administrators. 1In the 1980's,
increasing agency recalcitrance has reinforced the opinion of historians
thutiopenne-- in government is an ideal to which agencies pay only lip
service.

The Internal Revenue Service is insulated from persons seeking
information under the FOIA. It has often served as an investigative
agency of last resort. The Kennedy administration, for example, tasked
IR8 to acquire records on ultra right wing groups, resulting in sixteen
actual exemption audits and an unexecuted plan to audit thousands of
organizations. The Ervin and Church committees established that the IRS
collected information unrelated to its principal mission of tax
collection. Church Committee hearings addressed the distinguishability
of tax and non-tax related information. The IRS is vast storehouse of
tax and non-tax related information, yet there are few checks to insure
its integrity and public accountability.
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Diverse groups of plaintiffs have challenged the relative
immunity of IRS, among them some university professors. Political
targeting of certain individuals and groups resulted in legislative
changes closing off access to Internal Revenue documents. Ironically,
however, an IRS which bragged for years about its successes in Capone-
type cases was the same agency which abused its authority prior to 1977,
then acquired new law to protect it from discovery of potential or
actual abuses, and which benefitted from new secrecy protections. In
short, IRS excesses, which infringed on political rights in earlier
timea, extended the power 'of an already powerful agency.

CAPONE RECORDS ARE IN THE PUBLIC DOMAIN
The Tax Reform Act of 1976 precludes accesas to the Capone files.

In Calder v. Internal Revenue Service, I intanded to establish that the
Capone records were in the public domain, and that due process had not
been afforded by an administrative system that precluded access to the
records. Through investigations of the public literature on Capone, and
through depositions taken in connection with the case, the Capone
recorda had been read and umned for commercial or other purposes in at
least eight cases. The Fifth United Stated Circuit Court of Appeals in
Calder v. Internal Revenue Service did not agree that T should have
access to these records under the First and Fifth Amendments. The Court
determined that might cases of prior publication were insufficient to
show that the Capone records are in the public domain.

THE PROBLEM FACING IRS WITH RESPECT TO CERTAIN RECORDS

Calder v. IRS demonstrates that the IRS may withhold access to
doctiments o istorical and public interest, such as the Capone records,
or any other files associated with-a third party taxpayer. The records
of the Capone investigation are not regarded as segregable from “tax
return” information as defined in the statute, even though Capone never
filed tax returns. Administrative or investigative records in the
Capone files need not be segregated from tax computation records for
releane purposes, deapite the fact that all other agencies which turned
over Capone records under FOIA authority could distinguish legally
withheld information from non~disclosable information. “‘Capone' as a2
name triggers non-disclosure, not IRS' ability to distinguish
substantive matters relating to currency of investigative implications
or even the rclcvanc¥ of privacy.

The IRS has long claimed that it has no responsibility to search
its files to advise of the existence of, or contents of, any so-called
Capone files. Therefore, in addition to the sagregability problem, IRS
must defend its legitimate role as protector of taxpayer information as
wall as its mandated role to guard obsolete “return information." The
dilemma points out & lack of legislative mophistication and an agency's
fulfillment of a public expectation of opeanness in government.

Setting aside the legal/definitional problem, IRS is forced to
defend the "return information” section as if it had never engaged in
concerted effort to reveal files prior to 1977. On January 1, 1977, the
Capone records were transformed on January 1, 1977 from information
freely released to authors and historians to information which no one
can see. There is no statutory mechanism for "grandfathering” prior
circumstances of access.

Furthermore, the IRS stands behind a }aw which it believes to
contain a presumption of a right to protect Capone's post-morte
privacy. The IRS is convinced of its privacy. 1In fact, the IRS serves
as the final judge on the question of file access for daceased persons.

a r v. IRS anserted that Capone has no yrivacy right. Apart from the
rigid standard of acceas to IRS "return informstion,” as bolatered hy
the unclear "heirs at law" procedure, deceanad persons simply do not
have privacy claims. Burely, the public intereat i beat ssrved by
allowing access to IRS records of Capone under these circumstances.

, SUGGESTED LEGISLATIVE CHANGES TO ACCOMMODATE HISTORICAL
- RESEARCH NEEDS

My academic and hiatorical intereats in the Capone case led to
my attempt to obtain access to the IRS Capone records. Responsible
scholarship cannot proceed without access to IRS documents. Congress
needs to adopt methods to permit historical access to the records of
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convicted, deceased tax evaders according to a declassification
schedule.

The IRS has virtually total unchecked control over "tax return®
information. Section 6103 of the Internal Revenue Code, aided by court
decisions sustaining IRS control, unjlaterally prohibits revelation of
any tangential adminiatrative or investigative records for historical
research or other purposes within the public interest. My argument is
that the IR8 files on Capone - a convicted, deceased and notorious tax
evader -~ have long been made public to many writers. Thay contain
valuable hiatorical information on the methoda for securing Capone's
conviction. :

Constructive changes should be made to FOIA and to the Internal
Revenue Code to permit greater openness of IRS records for historical
purposes:
A theory of IRR records openness shonld be offered. While al}
citizens have a third party interest in assuring the integrity in, and
protection of, vital government records (including the privacy of tax
computations and current investigative matters), all citizena have an
interest in learning whethar or not thea tax collection system is
oparating effectively, fairly, and legally. When persons with tax
liability have been found guilty of violating the tax laws, they have
also waived a right to privacy over the investigative records beyond the
needs of IRS to protect current sources and methods. Bfforts b¥
historians, journalists, academics and other members of the public to
record IR8 actions for historical purposas, and to monitor IRS policy
formulation and decisionmaking, mhould be a basic component of
democratic government. Access to information such as the Capone records
ie essential to inform the public of the workings of the TR8, an agency
that all citizens interact with. A Taxpayar Bil]l of Rightas should
provide for access under cartain conditions to matters of public roncern
and public interest. An agency shrnuded in aecrecy, closed to
historians and the press, is antithetica) to our system of governmant.
Records, such as the Capone records, should be available to historjana
for the public interest.

And, an appropriate appellate machanism should be established to
sgrnlt ;ecords claimants a right to challenge agency judgment and—

scration. .
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APPENDIX 1

CALDER v. LRS.

James CALDER, Phaintiff-Appellant,
v.

INTERNAL REVENUE SERVICE, and
Lawrence B. Gibbs, Commissioner of
Internal. Revenue, Defendanta-Appel-
lees.

No. 89-3508.

United States Court of Appeals,
Fifth Circuit.

Dec. 21, 1989.

University professor resesrching de
velopment of federa} crime controf policies
filed suit under First and Fifth Amend-
ments to compe] the Internal Revenue Ser-
vice to disclose documents pertaining to tax
investigations of famous crime figure. The
United States District Court for the West-
ern District of Texas, Emilio Miller Garza,
J., granted summary judgment for the IRS,
and professor appesled. The Court of Ap-
peals, Johnson, Circuit Judge, held that
professor had not established existence of
a constitutional right of access to the IRS
records of eriminal figure.

Affirmed.

1. Constitutions] Law €=90.1(1)
Internal Revenue e»4482

Researcher did not have a First
Amendment right of access to Internal

1. This section, effective Jan 1,197, yro
vides that the term “return information” in-

8 taxpayer’s identity, the nature, source, or
amount of his income, payments, recetft
deductions, exemptions, credits, assets, lia-
bilities, £vt worth, tax liability, tax with-
held, ncies, overassessments, or tax
payments, whether the taxpayer’s return
and Key

CLIENT copy
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Revenue Service (IRS) records of famous
crime figure (Al Capone), notwithstanding
pre-1977 access to the records grar.ted sev-
eral individuals; there was no indication
that these records were available for casual
scrutiny, or that the access allowed these
individuals was unlimited. 26 US.CA.
§ 6108; US.C.A. Const.Amends. 1, 5.

2. Constitutional Law e=$0.1(8)

The right to spesk and publish infor-
mation does not carry with it an unrestrict.
«d license to gather information. U.S.C.A.
Const.Amend. 1.

Appeal from the United States District

Court for the Western District of Texas.

Before WISDOM, JOHNSON and
HIGGINBOTHAM, Circuit Judges.

JOHNSON, Circuit Judge:

While researching the development of
federal crime control policies, University of
Texas at San Antonio Professor James
Calder requested certain documents from
the Internal Revenue Service (hereinafter
IRS) pertaining to tax investigations of Al
Capone. The IRS, determining that the
request sought nondisclosable “retumn in-
formation,” denied Calder’s request. 26
US.C. § 6108.!

oo o mvesigation of proceising or
[7] nvest or

any other data, received by, b)
prepared by, furnished to, or collected by
tbeSecmuywnhmpeatoomumor
with repect 10 the determination of the
existence, or possible existence, of liability
(or the amount thereof) of any person un-
der this title for any tax, penalty, interest,

Synopsis, wmber Claseification
COPY ulcm"::m by Wtﬂ PUBLISHING CO.

The Synopeis, Syllabi und Key Number Classifi-

oation censtitute ne part of the epinion of the court.
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Calder, after exhausting his administra-
tive remedies, brought suit under the Free-
dom of Information Aet (FOIA) and the
first and fifth amendments to the Constitu-
tion. .Calder later dropped the FOIA claim
and procaeded solely on the eonstitutional
issues. Specifically, Calder argued that
the IRS's denial of access to the materials
violated his asserted constitutional right of
access to government information as well
s his fifth amendment right to equal pro-
tection under the laws. The equal protec
tion claim was based on the pre-1977 ac-
cess to the files granted severs! individu-
als.

The district court granted the IRS's mo-
tion for summary judgment on the ground
that Calder has no constitutional or statu-
tory right of access to Capone’s IRS
records. Caider has timely appesled the
judgment to this Court. We affirm.

DISCUSSION

In his brief to this Court, Calder argues
that the first amendment creates a right of
access to records in the hands of an admin-
istrative agency which have historically
been available for public perusal? Calder

CALDER v. LRS.

this argument on Richmond Newspapers.
Inc. v. Virginia, 448 U.S. 855, 100 S.Ct
2814, 65 L.Ed.2d 978 (1980), and its progc-
ny?

{1] Calder acknowledges that the cases
in the Richmond line establish and define
the scope of the first amendment right of
access to criminal trials and certain crimi-
nal proceedings. See, e.g.. Gannett Co.,
Inc. v. D¢ Pasquale, 443 U.S. 868, 99 S.Ct.
2898, 61 L.Ed.2d 608 (1979) (pretrial sup-
pression hearing); Richmond, supra (erim-
inal trisl); Globe, supra (eriminal trisl in-
volving sex offenses and minors); Press-
Enterprise | and Press Enterprise I, su-
pra (transcripts of preliminary hearings).
Calder acknowledges that the Supreme
Court has not specifically addressed the
question of a right of access to records
which are in the hands of an administrative
agency. Calder urges this Court to con-
clude that the ressoning behind the Rich-
mond line mandates the conclusion that
the right of access is not limited to criminal
proceedings, but extends to other govern-
mentally held information. We decline to
do 80, a: } hold that Calder has not estab-
lished t's existence of s constitutional
right of access to the IRS records of Al
Capone. The district court did not err in
granting summary judgment in favor of
the IRS.

2. Calder has not briefed his fifth amendment
argnnwm,mdwdonouddm that issue.
See Morrison v. z’ol Baton Rouge, 761

F.2d 242, 244 (SKh 1985).

3. Globe Newspaper Co. v. Superior Courr, 457
:).65.” ;96. 102 8.C. MIJ.C'LS LEd.2d 248
1982);  Press-Enterprise &ﬁﬂm
Court, 464 US. 501, lO‘S.CLll’JlL. .2d

629 (1984) (Prass-En 1), Press Enter.
prise v. lor Court, 478 US. 1, 106
:.'C‘:; 3735, 92 L.Ed.2d 1 (1986) (Press-Enter-
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In Richmond, the Supreme Court held
that in the context of criminal trials, the
first amendment prohibits the government
from summarily closing the courthouse
doors which stood open to the public prior
to the adoption of the amendment. Chief
Justice Burger traced the public character
of criminal trials back to the time of the
Norman conquest. He pointed out that “a
presumption of openness inheres in the
very nature of a criminal tria) under our
system of justice.” Richmond at 578, 100
8.Ct. at 2825. In, Globe, the Supreme
Court articulated the features of criminal
proceedings which implicate the first
amendment right of access. Specifically,
the Court pointed to the history of open-
ness in criminal proceedings as well as to
the significant role that sccess plays in the
functioning of the judicial process. The
Court also noted that openness in the con-
text of eriminal proceedings scts as a check
on the judicial process while providing an
sppearance of fairness and providing thera-
peutic value to the community. It is ques-
tionable whether these rvessons apply in
other contexts.

Although the dicta in Rickmond does
indicate that the first amendment “prohib-
it{s) government from limiting the stock of
information from which members of the
public may draw.”, id. at 676, 100 S.Ct. at
2827, Justice O'Connor has indicated that
she “interpret{s) neither RichAmond News-
papers nor the Court’s decision {in Glode )
to carry any implications outside the con-
text of criminal trials.” Globe at 611, 102
8.Ct. at 2622 (0'Connor, J., concurring). In
fact, no Supreme Court case has applied
the two-tier analysis which looks for an
history of openness and examines the sig-
nificant role access plays in the judicial
process to areas other than criminal pro-
ceedings.

{2] In Capital Cities Media, Inc. 1.
Chester, 197 F.2d 1164 (34 Cir.198¢), o
newspaper challenged, on first amendment
grounds, its denial of access to records of a
state agency. The Third Circuit, citing
Houchins v. KQED, Inc, 488 US. 1, 8¢
8.Ct. 2688, 57 L.Ed.2d 553 (1978), stated
that such access was a matter for legisla-:
tive determination and noted the complete
absence of guidelines for the judiciary.
Justice Stewart, quoted by the Court in
Houchins, has noted that

There is no constitutional right to have
access to particulsr government informa.
tion, or to require openness from the
bureaucracy ... The public’s interest in
knowing about its government is protect-
ed by the guarantee of a Free Press, but
the protection is indirect. The Constitu-
tion itself is neither a Freedom of Infor-
mation Act nor an Official Secrets Act.

Id. at 14, 98 S.Ct. at 2696 (quoting Justice
Stewart, “Or of the Press,” 26 Hastings
LJ. 681, 636 (1975)). Quite simply, the
right to speak and publish does not carry
with it an unrestricted license to gather
information. See Zemel v. Rusk, 881 U.S.
1, 85 8.Ct. 1271, 14 L.Ed.2d 179 (1965).

Bection 6103 creates the type of compre-
hensive legislative scheme discussed by the
courts in Houchins and Capital Media.
The determination of who should have ac-
cess to particular government held infor-
mation and what constitutes a legitimate
use of such information is “clearly a legis-
lative task which the Constitution has left
to the political processes.”” Houchins st
12, 98 8.Ct. at 2595. The pre-1977 access
to the files does not change this determina-
tion.

Even assuming that the two-tier analygis.
spplies to the information and agency in-



152

1384

volved in the instant case, Calder has failed
to demonstrate the requisite history of ac-
cess. Calder points to persons who were
allowed access to the specific file of Al
Capone. This focus is much too narrow.
The historie practice referred to in RicA-
mond and its progeny “looked not to the
practice of the specific public institution
involved, but rather to whether the particu-
lar type of government proceeding had his-
torically been open in our free society.”
Capital Media st 1175.

Calder cites to eight individuals who
were allowed access to Capone’s records
prior to 1977. The record does not indicate,
however, that these records were available
for casual scrutiny, or that the sccess al-
lowed those eight individuals was unlimit-
od. In faet, the type of IRS records at
issue was not routinely available even prior
t0 1977. The legislative history of section

CALDER v. LRS.

6103 indicates that Congress was con-
cerned about interagency availability of
such records; there is little mention of
availability to individuals, presumabily be-
cause such a practice was rare and sporad-
fc. 8uch inconsistent government practice
does not satisfy. the “historica) openness”
prong of the Richmond analysis. The dis-
trict court correctly concluded that Calder
failed to demonstrate that there was a his-
tory of sccess to the files.

CONCLUSION

Calder has failed to demonstrate that he
has been denied a constitutional right of
sccess to the IRS records of Al Capone.
The district court did not err in granting
summary judgment in favor of the IRS.
Consequently, we affirm.

AFFIRMED.

Adm. Offics, US. Courts—West Publishing Company, Saint Paul, Minn,
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STATEMENT OF THE CENTER FOR CITIZEN ACCESS TO GOVERNMENT INFORMATION

Mr. Chairman and Members of the Subcommittee: My name is Quinlan J. Shea,
dr., and I am the Director of the Center for Citizen Access to Government Informa-
tion. I very much apPreciatz the opportunity to present my views on implementa-
tion of the Taxpayers' Bill of Rights. )

There i8 gome basis for believing that this legislation has made some difference in
the treatment of some taxpayers by the Internal Revenue Service (IRS). It is unfor-
tunate that we really cannot say more than that in April 1990 with respect to a law
that became effective in November 1988. The basic problem is that it is extremeiy
difficult for those of us who wish to monitor the behavior of the IRS to do so. The
cause of that problem is an earlier law passed to protect taxpayers, Section 6103 of
the Internal Revenue Code. Over the years, that law has become, in operation,
much less a shield for taxpayers from abuse by the IRS than a shield behind which
the IRS is able to protect itself from effective citizen scrutiny, and even effective
Congressional oversight. This same opinion was exrressed by Richard M. Stana,
Subcommittee Investigator, when he testified in July 1989 before the Commerce,
Consumer, and Monetary Affairs Subcommittee of the House Committee on Govern-
ment Operations, chaired by Rep. Barnard of Georgia. It has also been expressed b
David Burnham in his recent book, The IRS: A Law Unto Itself, bge David R.
Burton, testifying before this Subcommittee on behalf of the U.S. Chamber of Com-
merce, and many other persons.

When Section 6103 was enacted, as part of the Tax Reform Act of 1976, I was a
member of the staff of then Deputy Attorney General Harold R. Tyler, Jr., serving
as Director of the Office of Privacy and Information Appeals, U.S. Department of
Justice, I was a charter member of the Senior Executive Service, and retired from
the Federal government on July 1, 1986.

On March 1 of this year, I testified before the Subcommittge on Civil and Consti-
tutional Rights of the House Committee on the Judiciary, chaired by Rep. Edwards
of California. The specific subject of that hearing was the FBI's compliance with the
Freedom of Information Act. The Chairman noted that I had testified before the
Subcommittee more than thirteen years earlier, on the same subject, as the official
representative of the Justice Department. In his own remarks at the March 1 hear-
ing, Rep. Edwards noted that effective Congressional oversight is often the result of
the use of the FOIA by individuals and organizations. They request, obtain, and
analyze information from Federal agencies, and bring the results of their work to
the attention of oversight subcommittees which, for all practical {)urpooes. usually
lack the resources to do this kind of time-consuming, labor-intensive work. I share
that perspective, and am very troubled by the fact that Section 6103 has become a
serious impediment to effective citizen scrutiny and Congressional oversight of the
most powerful domestic agency of our government.

Think back for a minute to the circumstances surrounding the e of Section
6103, which was hailed by most persons in and out of government. All of us had -
watched in disbelief as the litany of abuses of American taxpayers unfolded. The
infamous list of “Enemies” is but the best known of these abuses. When Congress
acted in 1976, it did so against a backdrop of widespread misuse of tax returns and

_return information by many government entities and officials. Quite literally out-
raged by what it saw, Congress enacted severe restrictions on the dissemination and
use of tax return information, with stringent sanctions for violations including
criminal sanctions. It is now clear that conse%uences wholly unintended by Congress

~have resulted from the passage of Section 6103.

Some of us have accused the IRS of stretching the language of Section 6103
almost beyond recognition, in order to conceal evidence of embarrassing and unlaw-
ful conduct. We made that charge at least in part because we knew thnCongreu
had the law and we tended to read its provisions in light of that knowledge.
It now appears, however, in light of the Supreme Court’s holding in the case of
Church of Scientology of California v. Internal Revenue Service, that no stretching of
language by the IRS was involved. Although evidence of internal wrongdoing
been concealed behind the shield of Section 6108, and the agency has largely been
?rotected against effective citizen scrutiny and Confreuional oversight, the Court
ound that the Service has been acting within the letter of the law. As is all too
often the case these days, the clearly manifested intent of Congress in passing legis-
l;’tion is of little interest or importance to the Supreme Court as presently constitut-

i’erhaps the decision of the Court should not have come as such a complete sur-
prise. For whatever assistance they magegte to the Subcommittee, I have attached
copies of two memoranda pertaining to fon 6103 that were written in 1978. The
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first, from an attorney in the Legislation and Special Projects Section of the Crimi-
nal Division, reached the conclusion that persons in the artment of Justice who
were charged with enforcing the Freedom of Information Act could not look at in-
formation received from the IRS for the pur) of determining whether it was tax
return information within the meaning of Section 6103, and thereby exempt from
release under the FOIA. The second memorandum is my comment on the first one,
reaching the opposite conclusion. Because it was a very serious and close question,
however, I sent copies of both memoranda to the Office of Information Law and
Policy for further consideration. These documents show quite clearly that Section
6103 was causing problems even for persons within the government who were acting
with theI best of motives, as they tried conscientiously to comply with another im-
portant law.

Given the decision of the Supreme Court in the Scientology case, 1 believe that
there is no alternative to revisiting Section 6103 if we hope to have truly effective
oversight of the IRS. Neither this Subcommittee nor any other is going to get the
kind of outside assistance I described above until this is done, use, in the
present circumstances, FOIA requests to the IRS are effectively DOA-—dead on ar-
rival. This should not be allowed to continue, because the American people are enti-
tled to know to the fullest possible extent what this very powerful agency is doing,
and what it is not doing, and why. It is true that anecdotal evidence will alwaﬁmbe
available, but they are not really a substitute for knowing on a systematic basis
what an agency is doing. The law enforcement and intelligence agencies in particu-
lar are expert at convincing Congress that individual “horror stories” are aberra-
tions and do not reflect agency policy, and that they never should have happened.
Such statements are customarily followed by assurances that new internal controls
have been instituted to ensure that such things will never happen again. The true
intent of most agencies in such a situation is rarely to ensure that such things
never happen again. The intent of the agency is almost always just to get Congress
off its back, and the agencies will make almost any representations in order to ac-
complish that end. Even when an agency is sincere, the constantly recurring pat-
tern of abuses by the law enforcement and intelligence agencies suggests that in-
grained bad habits will outlast sincerity almost every time.

It is highgy likely that a truly comprehensive solution to the problems created by
Section 6108 will require time—time for detailed examination of the current situa-
tion and for careful consideration of possible alternatives. Should such a process
initiated, I would urge Congress to remove the criminal sanctions from Section 6108
and, to be consistent, from the Privacy Act of 1974. If they are not removel, they
should be limited to the most carefully described, deliberate, egregious misconduct,
preferably involving specific intent on the part of the wrongdoer. The existence of
possible criminal sanctions in these Two statutes creates a situation in which all
doubts in the information area are resolved against disclosure, and where doubts
are even “created” where none ought to be Kerceived. For the most part, agencies
will seize on any rationale to defeat an FOIA request where the information is
tentially damaging to the agency. The existence of criminal sanctions for wrongful
disclosure is the best excuse of all. In most cases, the penalties for wrongful disclo-
sure or use should be civil in nature or, preferable, administrative. Fines, suspen-
sions, and dismissals from Federal service are sufficient sanctions in most cases.
Similar sanctions should then be put into the Freedom of Information Act. No one
should be disciplined for violating angeone of the three statutes who was acting in
honest good faith and was trying to obey the law, not break it. Right now there are
no meaningful sanctions in the Freedom of Information Act, and there should be.
There are many other specific suggestions that will surface in- any comprehensive
re-examination of Section 6103, but this is not the time to attempt to list them.
There are, however, two changes that could easily be made in Section 6103, more or
less in the nature of a “quick fix,” that would make a significant improvement in
the current situation.

Those two chanxee would be to amend Section 6103 to make it completely compat-
ible with the FOIA and the Privacy Act, and to ensure that Co 38 Can 701, access
to information that would otherwise be protected by Section 6133. The Privacy Act
does not prohibit the disclosure of any information about a person that is “re-
quired” by the FOIA. That statute, in turn, requires the release of any requested
record, with or without redactions, where that would not produce & “clearly unwar-
ranted invasion of personal privacy” (6 U.S.C. 652(bX6), pertaining to non-law en-
forcement records) or an “unwarranted invasion of personal privacy” (6 US.C.
552(bX7XC), pertaining to law enforcement records). This suggestion reflects a judg-
ment on my part that tax returns and related records should have no more and no
less protection than, for example, medical records. If enacted into law, these
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changes in Section 6103 would not solve all of the problems now caused by the pro-
vision, but they would greatly improve our ability to know what the IRS is doing.
Possible language to effect these changes would be: “Nothing in this Section shall
authorize the denial of access to any record, portion of record, or compilation of
data, otherwise required to be released under 5 U.S.C. 552; nothing in this Section
shall authorize the denial of access to any record to Congress.”

Mr. Chairman, whether the area of interest is the efficacy of the Taxpayers’ Bill
of Rights, or any other aspect of the operations of the IRS, we will never know as
much about the topic as we should know until the barriers imposed by Section 6103
are removed or, at least, considerably lowered. This should be a matter on which
concerned citizens and the Congress can readily agree, and can work together to ac-
complish. If there is any way that I can be of assistance to the Subcommittee or its
staff, I would be extremely pleased to do so.

Attachment. :
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TO: Frederick D. Hess
Deputy Chief
Legislation & Speccial Projects Section

PROM: Richard M. Evans, Attorncy
Legialaticﬁ & Special Ptojocts Section

Subject: Privacy Act Requests for Material Obtained
From the IRS Pursuant to the Provisions of the
Tax_Disclosure Act of 1976.

A qucation has be.n rataed as to whether peraonnel in
the rox/PrivacY Act Unit can review tbe system of records
- wnich uontuinltax material obtained crom the IRS pursuant
to the Tax Disoloaure Provisions of the Tax Reform Act
of 1976 'in oyder to process requasts under the Privacy
Act. T . '
Under 26 U.8.C. 6103(1) tax material obtained by the
Criminal Division:from éhe IRS pursuant to this provision
can be diaelon;d only to those personnel which are:
fdirectly engaged in and sololy for their use in, proparation
fox any admiristrative or judicial proceeding (or investigation
which may result in such a proceeding) pertaining to the
cnforcement of a spec{fﬁgplly designntsg_gggeral criminal
\ptaeugg (not involving tax administration) to which the
-United States ot.such aq;ncy is or may be a party."
8inco personnel in the Foi/Privacy Act Un}t would not
be engagad in.pxepuratlon for any Qdministrative or
Judicial proceeding pertaining ‘to_the enforcement of a

specifically designated Pederal criminal statute it
would seom that they would be precluded f{rom reviewing

tax material obtained under this provision.

The only argument which I can comg up Qith vhich
would justify personnel in the FOI/Prlvacy Act Unit to
Lnapooq tax méto:ial would be to say that since the
Privacy Act does contain criminal penalties that these

~poopl.e Qould be aengaged in preparation for an administra-
-tive proceeding pertifining to the enforcemgnt of a
specifically designated Federal criminal gtatute, i.e.




167

The Privacy Act. The problem with this argument is that
the statute is clear that disclosure can be made only to
those personnel involved in the investiggelon of the
criminal acts which were® fﬁiv;fically deaignated when the
court order was obtained under 6103(i) (1) or when the '
request was made by the AAG under 6103(i) (2). Personnel .,
in the FOI/Privacy Act Unit would not come within that
category.

The FOI/Privacy Act Unit in the Tax Division does
review tax material obtained from the IRS under 26 U.S.C.
6103(h), on the theory that Qvery atigrnpy_ln the Tax
Division is engaged in tax aé;lnistiatlon. However,
6103(h) provides that tax material obtained from the IRS

pursuant to that provision may be disclosed only to
attornoys “personally and directly engaged in, and solely
for their use in preparation for any proceading (or
1nvastiqation which may result in auch a proceedinq)
before a Pederal grand jury or any Fedctul or State court
in a matter involving tax administration. . .'.. It
would seem that this provision would not al%ow Tax
Divistion attorneys who are handling FOI/Privacy Act
requests to inspect tax material since they are not
preparing for a proceeding before a Federal grand jury
.or any Federal or State court proceeding.' The fact that
all Tax bivision attorneys may be said to be involved
_in "tax administration" is 1rre1€vanc. The'key is not
whether an nttorn;y is involved in "tax administration®
but whether he is involved in a proceeding before a
‘Pedoral grand jury or in any Federal or State court
involving tax administration.

It would seem to me then that the Criminal Division
has as much justification as the Tax Division to review

recoxds from the IRS for Privacy Act purposes. The problem
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is that I do not think that either the Tax Division or
Criminal Division has a persuasive argument ‘to review

tax records obtained from the IRS for Privacy Act purposes.

As I reporécd to you earlier, some time ago X . '
contacted a Mg, Gloria Gross over in IRS &nq posed the
probloﬁ to her. After checking with hpr sﬁperiors she
informed me that the procedure we should use when we
get a Privacy Act request concerning tax material obtained
from the IRS is that we should send a‘cover letter to
IRS along with: (1) a copy of the court order or our
request to IRS pursuant to which we obtained the documents;
(2) copies of the material IRS sent to us; and (3) a copy
of the taxpayersPrivacy Act request. The cover letter 3
should bé sent to: Howard T. Martin

' Director, Disclosure Operations Division,
. Internal Revenue Service

Attn: Freedom of Information Branch.
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UNITED STATES GOVERNMENT

e T 1258 memorandum

"¥w% Quinlan J. Shea, Jr., Director

Office of Privacy and Information Appeals
Tax Materials

vo: Prederick D. Hess, Deputy Chief
Legislation & Special Projects Section
Criminal Division

You have asked us to comment on the memorandum of your
attorney Richard M. Evans, which reaches the alarming conclu-
sion that Criminal Division (and, for that matter, Tax Division)
personnel have no authority to review certain records when
administering the Preedom of Information and Privacy Acts.

As you know, this Office always begins with the premise that
one should not lightly conclude that Congress has prohibited
that which it has otherwise commanded be done. The Freedom of
Information and Privacy Acts require processing -- initially
and upon administrative appeal -- of Department of Justice
“agency records,” presumably including those obtained from
I.R.8. records. The Tax Reform Act, then, must be read if -
possible not to prohibit -~ and, preferably, affirmatively to
authorize -~ our review of tax returns and tax return informa-
tion for the narrow purpose of carrying out our statutory
responsibilities. To avoid, therefore, what we would view as
an absurd and unnecessary result, we focus not on 26 U.8.C.
6103(h) (2), relied on by Mr. Evans, but on 26 U.8.C. 6103(h) (4),
which reads:

(4) Disclosure in judicial and administrative tax
roceedings. return or return Information may be dis-
closed In a Pederal or State judicial or administrative
proceeding pertaining to tax administration, but only =--

' - *

(B) 4{if the treatment of an item reflected
on such return is directly related to the resolution
of an issue in the proceeding;

* [ ] [ ] * * *

Wo believe that Department of Justice FOIA/PA personnel -~
yours, the Tax Division's and ours included -~ are persons
who require access to tax returns and tax return information
in the course of administrative proceedings within the meaniny

of Section 6103. Because we are to determine whether this
information shall or shall not be disclosed, we are necessarily
entitled to access to it. If a mandate not to disclose in-
formation is other than self-administering, it follows that
someone must make the review necessary to ensure compliance
with that mandate. Accordingly, I view processing for P.0.I.A.
and Privacy Act purposes as itself the "administrative proceeding
pertaining to tax administration™ which Mr. Evans seems unable
to find. Our reading of the Tax Reform Act has this further
advantage -- while section (h)(2) is limited to "attorneys,"

(h) (4) ga not 80 limited and encompasses, therefore, the an-
aly:t-, paralcqall, clerks and secretaries in our respective
offices.

I have sent a copy of your note, Mr. BEvans' memorandum and
this response to Mr. Baloschin, Office of Information Law and
Policy.

ccs  Mr. Robert Saloschin
Office of Information Law and Policy
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STATEMENT OF THE CHURCH OF SCIENTOLOGY INTERNATIONAL

Thank you, Mr. Chairman, we apyreciate the opportunity to provide our view on
the effect the omnibus Taxpayer Bill of Rights is having to ensure the protection of
basic t«axpager rights and the need for measures to ensure public accountability and
oversight of the Internal Revenue Service (IRS).

The Omnibus Taxpayer Bill of Rights represents landmark legislation that provid-
ed the American taxpayer with fundamental procedural rights and other vital tools
" to protect taxpayers from potential IRS abuse. Thanks to your efforts, Mr. Chair-
man, the 'I‘axp?]er Bill of Rights enactment in 1988 marked the first time in the
history of the United States that a piece of legislation has been passed which is
aimed solely at helping the taxpayer.

As David Burnham notes in his book A Law Unto Itself: Power, Politics and the
IRS, the IRS is the largest law enforcement agency in the United States and the
single most powerful bureaucracy in the world. Yet, the IRS is shrouded in secrecy
and less accountable to the press and the public than any other Federal agency.

The Church of Scientol is committed to measures that protect the taxfa er
from IRS abuse and provide redress when abuse does occur. Through public infor-
mation car;raigns and cooperative efforts with other concerned organizations, we
have worked to ensure public scrutiny and accountability of the IRS,

Recently, as part of a broad campaign to educate the public concerning the impor-
tant taxpayer rights contained in this legislation and ways to use those rights, we
gg!;lished a guidebook on taxpayer rights entitled How To Protect Your Rights As A

payer. Over 40,000 copies of this guidebook has been distributed free of charge to
state and Federal legislators, public interest groups, libraries and concerned taxpay-

ers.

While the Taxgayer Bill of Rights has gone far to &otect taxpayers’ rights in
dealing with the IRS, abuses continue and additional IR8 reforms are needed. Con-
gress must continue to investigate and monitor IRS actions to ensure compliance
with the law. Other steps to improve taxgaky"ser rights are still needed. One area of
great concern is that there is virtually no accountability to the press and gener-
auublic to ensure that it is functioning pruperly. This is not to say that Congress is
abdicating its responsibility in this important oversight area. This Subcommittee
has conducted responsible and effective oversight of the IRS. However, IRS practices
and procedures have grown too complex for any one entity, including the U.8. Con-
gress, to sufficiently monitor.

From the founding of our nation, we have understood that an informed citizenry
and a free flow of information and ideas is essential to a democracy. The curtain of
secrecy that has fallen over the IRS must be lifted. Section 6103 of the Internal Rev-
enue Code must be amended to ensure that the IRS is held accountable to the
public. Access to information regarding the Service’s practices and procedures by
the press, the media, the academic community and interested private citizens all
contribute to the effective oversight of the agency. .

Yet, contrary to the intent of Congress, §6103 of the Internal Revenue Code, as
currently interpreted and applied by the IRS, provides a shield for the IRS to cover
up its own questionable activities and to avoid public scrutiny of its operations.

This is ironic, as Congress §6108 to stem the countless instances of IRS
abuse, not to cover up such abuses at the expense of taxpayer rights. This legisla-
tion resulted from Congressional concern over evidence that was uncovered demon-
strating governmental abuse of tax information for political purposes. The IRS had
engaged in the wholesale disclosure of confidential information to other government
“agencies—not the public or Congress—for improper and politically partisan pur-
poses. The legislative history underlying the Tax Reform Act of 1976 makes it clear
that the overridi p\‘x‘mooe of revising §6103 was to protect citizen tax information
from misuse by the ite House, the IRS and other Executive Branch agencies.
Congress was particularly concerned over the misuse of return information for po-
litically partisan purposes as the IRS had become a virtual “lending library of confl-
dential tax information” to various agencies. See S. Rep. No. 94-938 (1976); 122
Co:;{s. Rec. 24012-24013 (1976) (Remarks of Senators Pole and Weicker).

IRS disclosures of taxpayer information to other government agencies—the con-
cern that led to the e of §6108—have continued and are massive, even if they
are for apparently legitimate purposes. During 1984 for exa?rle, the IRS made
7,441 disclosures to the Department of Justice and other Feder. encies, 157 mil-
lion disclosures to Federal agencies for “‘statistical” purposes, and 89 million disclo-
sures to state tax agencies. In addition to these disclosures, the IRS on 1.2 million
occasions provided information to Federal, state and local agencies for the purpose
of alleged child-support enforcement. See Commissioner’s/Chief Counsel’'s Annual
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Report, 1985. It is again ironic that while disclosure of taxpayer information contin-
ues at such a rate, the IRS is using §6103.to prevent taxpayers from examining the
inner workings of the agency.

Ever since the Tax Reform Act’s passage, the IRS has attempted to alter the pur-
{)oee of §6103 from a protection of the citizenry from public abuse to a shield for the

RS to resist public exposure and oversight of its activities to the detriment of basic
taxpayer rights. People should have a right to obtain information regarding IRS ac-
tions that have a direct effect on the public, while the confidentiality of third party
tax information is preserved.

Section 6103 serves an important purpose by protecting a taxpayer’s right to pri-
vacy. However, there is simply no reason to prohibit disclosure of return informa-
tion that does not directly or indirectly identify a taxpayer. In fact, the ten year
history of the IRS's application of 6103, before the Service began to misuse it to
impede public oversight, clearly bears this out. During extensive disclosure litiga-
tion involving the application of §6103 in this ten year period, the IRS was unable to

roduce ONE case where a taxpayer’s privacy had been violated by the IRS's re-
ease of documents after removing all identifying taxpayer information. The inabil-
ity of the Service to produce just one example from a period spanning ten years
while arguing that such might hypothetically occur, indicate that the argument was
& hollow one with no practical or factual basis. The record shows the removal of
identifying taxpayer information clearly protects the inviolate privacy rights of tax-
»ayers,

e current interpretation and application of §6103 by the IRS undermines the
broad disclosure policy articulated in the Freedom of Information Act (FOIA) to
open an agency’s administrative processes to the scrutiny of the press and the gen-
eral public. As David Burnham notes in his book, this statute hinders Congress, the
ress and public to examine the performance of the IRS and to expose and root out
abuse. This statute should be revised to require the release of anonymous tax infor-
mation while continuing to preserve the privacy of information that can be directly
or indirectly associated with a particular taxpayer.

Section 6103 should be able to coexist harmoniously with the Freedom of Informa-
tion Act, balancing the right to privacy with the public’s right to understand the
workings of the IRS. The IRS should not be provided a virtual blanket exemption

'om the Freedom of Information Act, as allowing it to shroud itself in secrecy is
Antithetical to a democracy, creates an environment for potential abuse, and fosters
the perception that the IRS is above the law. Effective public and Congressional
‘versight of the IRS through amendment of §6103 will greatly enhance taxpayers’
Yights by holding the IRS accountable for programs and procedures that do not
omply with the law.

We appreciate the opportunity to provide our views to the subcommittee. Thank
ou.

BEST AVAILABLE COPY

B
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National Association of Enrolled Agents

6000 Executive Blvd.
Suite 205
Rockville, Maryland 20852
301/984-6232

8TATEMENT

ON
SENATE FINANCE SUBCOMMITTEE'S
REVIEW OF TAXPAYERS' BILL OF RIGHTS

The National Association of BEnrolled Agents has
received reports from practitioners of two areas where the
Taxpayer Bill of Rights {8 not fulfilling ite original
intent, One of the areas involves the insistence of the
auditor/agent to audit the taxpayer without the taxpayers
reprasentative present, or insist a taxpsxor be present
even though a rapresentative has a valid POA,

In addition, the Taxpayer Bill of Rights does not
address the abusive use of administrative proceduraes,
which may be "legal' and "proper", but certainly not in
the spirit of the legislation.

The Manhattan (NYC) District Office of the Internal
Revenue Service requested in January 1990 numerous
extenaions of the statutory perlod for ussessment of tax
on 1986 raturns that were still in their ancntoﬁ? of
unclosed cases. In all the cases that we are familiar
with, each open case is now being handled by the 3rd or
:th1 aud}tor/aqonc since the S8pring of '88 (mostly

rainees).

These "routine" audits have now placed considerable
and unnecessary strass on the taxpayer by the repatitive
nature of the process. After working on a casa for almost
1 1/2 - 2 years, the current auditor/agent either tries to
bgpasl a valid POA, and/or requests an exteasion for an
additional 15 months (June 30, 1991) on the threat of
disallowing all (or most) of the deductions in question,
and olosing the case as "unngrcod“. This puts the taxpayer
in an unnecassarily stressful and costly position.

Since these problems apparently stem from a breakdown
in the administration of the Audit Division, not only in
the Manhattan Oistrict but also in other areas of the
United states, the concomitant result has been to use
administrative abuse in its immediate resolution. This
must be addressed by Congress and ochanged, either through
corrective legislation, or additional funding for the
administrative functions of the Internal Ravanue Sarvice.
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STATEMENT OF THE NATIONAL TREASURY EMPLOYEES UNION

Nearly three years ago, revenue officers of the Internal Revenue Service sat
before a Senate subcommittee and recounted sometimes shocking stories of seizures,
levies and liens they were being forced to perform, all to meet IRS production
quotas.

They spoke of management’s workplace signs reading, “Seizure Fever—Catch It.”
They said that to get a good job evaluation IRS managers directed them to close so
many cases, bring in 80 many revenue dollars, and the taxpayers be damned. The
IRS employees told these tales of horror and said they wanted it Lo stop.

Congress listened to the employees and to the outraged and abused taxpayers who
testified, and Congress acted. The enacted Taxpayers’ Bill of Rights mandated IRS
to halt the use of enforcement statistics in job performance evaluations. IRS then
complied, writing regulations and developing a certification and review procedure to
ensure enforcement goals for workers were not set.

The National Treasury Employees Union is convinced that IRS Commissioner
Fred Goldberg, and his predecessor Lawrence Gibbs, operated with complete sinceri-
ty in creating what they believed to be satisfactory checks against production quota
misuse.

But with a government agency struggling under a $820 million, two-year budget
shortfall, Congress would be naive to believe the quota problems are solved.

An almost year-long hiring freeze and five month promotion restriction have tied
a tourniquet around the IRS workforce, generating a revenue collection system
about to hurst under pressure.

While the tax collection workforce shrinks, the number of tax returns filed in-
creases. When a senior revenue officer leaves with no replacement, junior staff with
inadequate training must fill the gap. Under these pressure cooker conditions, how
can IRS, Congress and the taxpaying public truly accept that production stresses
have been lifted from employee shoulders?

The Taxpayers’ Bill of Rights in many ways creates only the illusion of comfort.
Lots more head and leg room for taxpayers. A smoother ride for Congress. But the
engine running the tax system is faulty and threatens to stall at any moment.

Only a greater long-term investment in the IRS by Congress and the administra-
tion will enable the Taxpayer Bill of Rights to achieve its desired effect. Until that
happens, all the spit and polish rubbed on by Congress will not help restore our cor-

ing revenue collection system.

The National Treasury Employees Union represents approximately 105,000 Inter-
nal Revenue Service employees nationwide, plus 35,000 Federal workers in the U.S.
Zustoms Service, Department of Health and Human Services and other Federal gov-
ernment agencies. ’
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BryanT H. PRENTICE, JR. .
468 Crocker Sperry Drive
SANTA BARBARA,CaLIPORNIA §3108

May 20, 1990

Laura Wilcox Ed Mihalski

Hearing Administrator Minority Chief of Staff
Senate Finance Committee 8H-203

8D-208 Washington, DC 20810

Washington, DC 20810

Re: Taxpayer's Bill of Rights
Dear Ms. Wilcox and Mr. Mihalski:
May 1 have your attention fo;- five minutes please.

There are two procedures used by the I.R.8. which are undoubtedly
unconstitutionsl, but also would be labeled fraudulent, if engaged in by
private businesses.

One is the 1.R.8. remedy for its own inefficlency: the request to the
taxpayer for an extension of the statute of limitations. If the taxpayer
refusea, the Bervice bills him arbitrarily with its assessment of the tax owed.
"The taxpayer's only recourse is to sue the U.8. Government for a refund!

S8econd is the reliance by the Service on a computer progum to
communicate with the taxpayer when an error in his return is perceived.
Apputonuy this system includes placing liens indiscriminately on the

taxpayers assets! ~

In my case the I.R.8. claimed erroneously a Httle less than $500.00 for
the tax years 1974-76; the claim being made l'xg 1988. 1 had signed a walver
of the statute of limitations.

In April of 1989 the 1.R.8. frose all my assets which amounted to
approximately 3 million dollars.

Herewith are further details. —

“"ANYTHING I caN Do, I USED TO DO BETTER” B.H.P, Jr 1088

- 3&%&%



165

Page Two

I was a party to a Tax Court Case which flnally was settled in early
1988, However, prior to the time of settlement, I paid in full the estimated
amount due, including interest, in December, 1986, Nevertheless, the Internal
Revenue Service in late 1988 sent notices out computing the tax and interest
to the day of the notice even though payments were made, In addition, one
of the payments was missing from my account. My attorneys' letters on this
matter were routinely ignored by the Service. Finally, on April 30, 1089,
after ignoring my attorney's letter of April 17, 1989, the Internal Revenue
Service froze my entire account at Tucker Anthony & R.L. Day for a disputed
amount of less than $500.

My portfolio of essets in excess of $3,000,000 was frozen because of a
mere $800 dispute., My dividend and/or interest checks were impounded
becausé of this minor dispute.

Finally, after contacting the National Problem Resolution Office in
Washington, D.C., the levy was released on May 27, 1989, approximately one
month later. ’

The Internal Revenue Service at times could not locate my files nor could
anyone answer my requests or my attorney's request for answers.

The above problem is not unique. Other taxpayers have experienced the
same problems. Protection should be given to taxpayers from the abusive
tactics of the Internal Revenue Service, One area that needs to be addressed
is the freesing of a taxpayers entire account for an amount less than the
balance in the accounts Another is the catch 22 effect of the I.R.8. policy
on the statute of limitations.

If any additional information is requested, feel free to contsot me.

Please advise me what action your office {s taking to correct these
patently abusive practices by the 1.R.8.

. Very tryly yours,
‘ %’ou/.

Mr. Bryfnt H. Prentice, Jr.




STEVE COWPER
GOvEANDR

STATE OF ALASKA
- QFFICE OF THE GAOVERNDOR
JumNeav

March 30, 1990

The Honorable Lloyd Bentsen
Chairman

Senate Committee on Finance
205 Dirksen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

The State of Alaska appreciates the opportunity to comment on the
Administration's revenue-raising proposal which would mandate
social security payments by students employed part-time or
temporarily by state colleges and universities. I urge Congress
to reject this proposal. It sends the wrong message at a time
when the U.S. is seeking Ways to the decline in our educational
system and, in turn, our international competitiveness.

The proposal would directly affect many students from lower and
middle income backgrounds who depend upon these work programs to
pay for a major portion of their higher education expenses. The
7.65 percent of the student's salary that would be deducted from
each paycheck for Social Security would cause real hardship for
many of these students, without generating substantial revenue
for the federal government. State universities and colleges
would also be obligated to pay part of the social security tax,
which would make the work programs more expensive and probably
reduce the number of students that could be served by them.

Many of Alaska college students rely on part-time or temporary
work to supplement their college expenses. The University of
Alaska's branch in Pairbanks, the state's largest school, hires
about 900 students annually for part-time or temporary positions.
Starting salaries range from $4.65 to $8.37 per hour and can
eventually be raised to $5.65 to $10.17. Students earn on the
average $5,500 per year, working from 10-to-15 hours a week, with
20 hours being the maximum work limit except during holidays and
summer. The University has not reserved contingency funds to
meet the increased costs that would be associated with this
proposal, which would cost the Fairbanks campus roughly $400,000 -
annually. As a result, the University might have to reduce its
student work force-by approximately 73 student positions, and the
other campuses in Alaska would also be forced to follow suit.

Finally, I would like to point out that the Administration has
not shown any health or welfare necessity for extending Social
Security coverage to these students. The focial Security Trust
Fund is running a current surplus and that excess is not being
put at risk by the exclusion of this small class of students. On
the contrary, once these students graduate from school, their
chances of finding higher paying employment and contributing more
:o the igchl Security Trust Fund over the long run will be
ncreased.

Thank you for the opportunity to discuss this important matter.

inc ¥

Steve Cowper
Governor

O
35-256 (172)




