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NOMINATION OF CHARLES 0. ROSSOTTI

THURSDAY, OCTOBER 23, 1997

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Grassley, Gramm, Moynihan, Baucus,
Breaux, Moseley-Braun, Bryan, and Kerrey.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please be in order.
Today we will turn our attention to the nomination of Charles 0.

Rossotti to be Commissioner of the Internal Revenue Service.
It is, indeed, a pleasure to welcome you, Mr. Rossotti. I want you

to feel welcome here, and not like the officer sent to Little Big Horn
as the replacement of General Custer.

There is no question, based on our recent hearings concerning
the IRS, that the agency is, indeed, in crisis. Those hearings dis-
closed a breakdown in the management of the IRS, a lack of ac-
countability of IRS employees for their actions, both against tax-
payers and internally against each other.

This lack of accountability has not only facilitated the abuse of
power and the denial of due process for taxpayers, but has demor-
alized the employees, the vast majority of whom I sincerely believe
are trying to quietly do their quality work in a most difficult envi-
ronment.

Our hearings demonstrated that the IRS does not address and
resolve taxpayer problems within a reasonable amount of time. It
is not properly administering the laws now on the books, and in
many cases laws and regulations that are on the books are not
being enforced.

Since our hearings, I have been both amazed and disturbed by
the outpouring of complaints concerning the IRS. Many tell heart-
breaking stories of inappropriate assessments, liens, and seizures
made against innocent individuals. These have led to disrupted
lives, sullied reputations, ruined credit, lost businesses, and even
financial destruction.

I believe that, as the IRS is now at a watershed concerning its
future, as there is consensus that something must be done, you,
Mr. Rossotti, can make your mark on this agency. There is no more



appropriate time than now for a leader with integrity and vision
to step into this troubled agency and help this Congress chart its
future.

Your background makes you uniquely suited to the task, and
our nomination breaks the mold of former IRS Commissioners.
ou are not a tax practitioner, you are not a career civil servant.

You are a successful businessman, in touch with the needs, con-
cerns, and risk-taking mind-set of entrepreneurs. You have made
your mark as a management consultant-an expert on computer
systems. What a vital background at a time when one of the agen-
cy's major setbacks is a dysfunctional information system.

It is my hope that, should you be confirmed, your service will be
characterized by the unorthodox resume you bring to this impor-
tant appointment. The IRS needs a leader who will buck tradition,
a leader willing to take on the status quo and run counter to the
culture that has taken root within the bureaucracy. It needs a lead-
er who is willing to question and investigate, a leader who is able
to see the agency in terms of its responsibility to government and
its need to serve the taxpayer.

There is a balance here. As you consider this balance, as you
work to see that it is not only achieved but maintained, I want you
to consider it from the perspective you had as a businessman in the
private sector.

Mr. Rossotti, you have the opportunity to do great things in this
agency. Never in my recollection has an agency been so ripe for
change. Great leaders disdain the beaten path. Great leaders, as
Lincoln taught, "seek regions heretofore unexplored." This is the
kind of leader we need at this time to take charge of the Internal
Revenue Service.

The crisis within the IRS will not simply be wished away, nor
will it fade with time. As long as this Congress sits we will hold
hearings or pursue legislation to restrain the power of the IRS in
the lives of honest Americans.

It is importAnt that we ensure that the agency has the tools nec-
essary to enforce the law for those who would cheat, but no law-
abiding citizen should ever fear the Internal Revenue Service. Em-
ployees of the agency should be proud of their career of service to
the American people and free from the fear of testifying before a
Congressional committee.

Well, these are objectives. As I promised towards achieving them,
the Congress will remain a committed and vigilant ally of the
American people. I ask you to join us in our efforts. As I have made
clear, your confirmation by this committee and by the Senate as a
whole will happen only with a powerful and undiluted commitment
to reform.

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Mr. Chairman, no one could have been more
vigilant and concerned in these matters than you have, sir. The re-
suits are to be seen in the press this morning and the actions by
the House yesterday, although this issue arose first here in this
committee. It is part of a change that is a time that has come.



You mentioned Lincoln. The Internal Revenue Service was found-
ed in 1862. As with any organization, it will tend to keep the char-
acteristics of its original period long after the world has changed
significantly.

Mr. Rossotti is so wonderfully symbolic of the changes that have
quite transformed accounting, financial management, and the gen-
eral flow of information in complex systems. He will be the first
non-tax lawyer to be head of the IRS since World War II. He brings
to it an exceptionally wide range of government experience in the
Pentagon, as Secretary Warner would know, and in the private sec-
tor, a man of large accomplishment, for which we have great expec-
tations, which I am sure will be fulfilled.

I welcome you, sir, and I thank you for the opportunity to speak,
Mr. Chairman.

The CHAIRMAN. Thank you, Senator Moynihan.
Senator Grassley?

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Thank you, Mr. Chairman.
With what I have read about your appointment, about you as an

individual, about your business background, and also visiting with
you personally, I am enthusiastic about your appointment. I do not
expect anything out of this hearing to change my mind. I suppose
I should reserve judgment until the hearing is over, but for now I
feel very good about it.

So I thank you, Mr. Rossotti, for your interest in the job, and we
welcome you to this hearing. Your resume, as the Chairman has
pointed out, differs from most of your predecessors, and that is why
I am excited about it. I would guess that you did not anticipate
that your career path might 1 day make you the Nation's chief tax
collector. In a way, I hope you do not become the Nation's chief tax
collector. I would rather that you thought of the Commissioner's job
as the chief customer service representative at the IRS.

You might know and remember, if you had read some of the pub-
lications that carried it, that the President and I exchanged letters
late last year and early this year a couple of times about the sort
of a person that should succeed Commissioner Richardson.

I suggested that it was about time that we would have a non-
lawyer be IRS Commissioner. Secretary Rubin, Deputy Secretary
Summers, and I had discussions about this, and it seems that now,
they agreed, as the President does, that it was time to move in that
direction.

So obviously I am happy that you are here and that you are a
non-lawyer in this position, and that I had something, maybe, to
do with the President's thinking in this direction. Obviously, I hope
you do not hold that against me after a few years in the position.

Nonetheless, I feel as if I have a vested interest in making sure
that a non-lawyer succeed in this position, and feel some respon-
sibility helping you do that because the IRS needs to change and
it cannot be spoken more thoroughly than what the Chairman just
expressed. So, I will not add to that, and wish you well, and will
ask you a few questions.

Thank you.



The CHAIRMAN. Thank you, Senator Grassley.
Senator Kerrey?

OPENING STATEMENT OF HON. J. ROBERT KERREY, A U.S.
SENATOR FROM NEBRASKA

Senator KERREY. Thank you, Mr. Chairman.
As a member of the Appropriations Committee in 1994, we heard

the General Accounting Office deliver a rather scathing assessment
of the investment and tax system modernization.

In 1995, we saw insufficient progress. A response, but insuffi-
cient progress. We fenced the money in the Appropriations Com-
mittee, subject to improvement of tax system modernization.

In 1996, the Appropriations Committee created a commission, a
Restructuring Commission. For the balance of 1996 and 1997, that
commission, chaired by myself and Congressman Portman, Repub-
lican of Ohio, a member of the Ways and Means Committee, we
had 12 public hearings. We met with thousands of employees and
taxpayers. We had unprecedented access to the IRS, thanks to Sec-
retary Rubin and Commissioner Richardson.

One of the most important conclusions we reached is, the law
does not give you much authority to manage this agency. Though
the recommendations that we made have been controversial as a
consequence of disagreement with the administration over the
Oversight Board, the most important recommendations have to do
with your inability, if you are confirmed, to manage the agency.

I hope that in the opportunity that I will have to ask you ques-
tions you will speak forcefully to this, to the need to, as quickly as
possible, change the law. The expectations that we have of you
being a heroic leader may come to naught, unless we give you the
authority to bring on your team.

Unless we change the personnel rules and enable you to manage
this agency, you will find very quickly the difference between what
the law gives you the authority to do in this agency and what you
were previously able to do in the private sector. There is no com-
parison.

You will find, as well, the urgent need for a change in the law
to provide more consistent oversight, and you will find, J believe,
the need to give the public more access to information about what
is going on in order to increase their confidence and to have in the
law incentives to move into the new paradigm of government, I
hope, contact with the citizens, that is, electronic filing, where the
rate of error is less than 1 percent, compared to paper where it is
25 percent.

So my belief is that Abraham Lincoln himself could have been
appointed and would have a difficult time managing this agency
unless this Congress changes the law and gives you the authority
to be able to manage that agency consistent with our expectations.

So I look forward to your testimony, and I appreciate very much
your willingness to serve. I expect that we will not be disappointed
if we change the law and give you a clear playing field and match
the authority with the responsibility that you have got.

Right now, you have a lot of responsibility, as Senator, former
Secretary, Warner can comment on, there is nothing worse than



having a lot of responsibility but no authority to carry it out. That
is what you are going to have, unless we change this law.

The CHAIRMAN. Thank you, Senator Kerrey.
Now, Senator Gramm.

OPENING STATEMENT OF HON. PHIL GRAMM, A U.S. SENATOR
FROM TEXAS

Senator GRAMM. Mr. Chairman, first of all, I have got to rise in
defense of Abraham Lincoln. I would like to remind you that the
circumstance under which the IRS is operating, is as circumstance
dictated by the Civil War.

Senator MoYNIHAN. And the income tax.
Senator GRAMM. Those were both very bad things. [Laughter.)

Basically, what we have got to do is find a way to fix it. I would
like to say to Mr. Rossotti, I think those of us who tried to look
at your background, I have even gone back and looked at the orga-
nizations that you are members of and your views on everything
from trade to taxes are good. I am not sure why you were nomi-
nated for this position. [Laughter.)

Rut this hearing and the debate on your nomination is not really
-' about you, it is about a realization that this committee and the

country have come to, that the IRS is out of control, that they are
judge and jury, that they have abused their power, and that we
need to dramatically change the mandate under which they oper-
ate. think people are going to look very closely at your nomination
because you are the person who will exercise the authority that we
will give the new head of IRS.

I am delighted that some person or some group of people have
prevailed on the President to end his opposition to this dramatic
reform, but I would have to say that I hope the Senate, taking a
more deliberative approach, which is, of course, our constitutional
mandate, will do a lot more than the House did. I think we need
to go further.

I think it is not just simply a mind-set or a sociological structure
that pervades the IRS. I think the problem is, they have too much
unchecked power. So we intend to try to dramatically change their
mandate. Whoever is the new Commissioner, and I happen to be-
lieve it will be you, will have an awesome responsibility. You must
really want this job to take it under these circumstances.

So anybody that wants this job under these circumstances prob-
ably ought to have it. [Laughter.] So you are going to get an idea
in this hearing what a bad job this really is. If you do not change
your mind, we will probably confirm you. [Laughter.]

The CHAIRMAN. Thank you, Senator Gramm.
It is now my pleasure to recognize our distinguished colleague

from Virginia, Senator Warner, and Congressman Davis. Gentle-
men, it is a pleasure to have you here.

STATEMENT OF HON. JOHN WARNER, A U.S. SENATOR FROM
VIRGINIA

Senator WARNER. Thank you very mach, Mr. Chairman.
I think the best we can do is be brief, because the Chair and the

distinguished Ranking Member and other members of this commit-



tee have outlined this distinguished American's background in
some detail.

What I can add, is an unequivocal personal endorsement and
that commenced 28 years ago, Mr. Chairman, when I was privi-
leged to report in to the Navy Secretariat at the Pentagon. Charles
Rossotti was there and he was part of the old, what we call, McNa-
mara Think Tank Team. Charles Rossotti served under three very
tough taskmasters, McNamara, Clark Clifford, and then Mel Laird,
who brought me, and others, into that Pentagon at a time of crisis.

What this committee has done in its very valuable hearings, is
shown that this agency is in a time of crisis. It is not unlike, and
ask the distinguished sailor to your right there, Mr. Chairman, a
ship that has taken a tough hit and it could be sinking.

This man is to be the captain and to go on that bridge. The first
thing he has got to do is rally the crew, because despite the errors
and, indeed, the tragic stories about this agency, it must be
brought into port, it must continue to serve this Nation, until such
time as the Congress, and hopefully the President, join to reshape
it. There have got to be very fine people in this agency who will
respond to leadership in a time of crisis. Charles Rossodi did re-
spond and gave leadership in a time of crisis.

I remember when we came in, the Republican team, in 1969,
there was an effort to let everybody go. But Mel Laird, a former
member of Congress and a very wise man, saw in Charles Rossotti
a set of brains and capabilities that were needed to provide that
transition, and he remained for that year, of which we were privi-
leged to work together on many things.

So I am pleased to unequivocally give my endorsement. He will
take this ship, if you can give him a new set of orders, and chart
that mission. I am confident that he can lead it.

I would say, if you look into his background, the only thing I
would add to the comments by my colleagues here is that he has
had a balance not only of a distinguished career in private sector,
achieving great heights among his peers, but he has also kept a
balance of family life and he has contributed to the charities, many
of which he has taken a leadership role.

So he is an individual that, while he may not know this Tax
Code, I will tell you, this man, I will bet you, could memorize it
in 6 months. [Laughter.)

Let us hope that he does not waste his time doing it. [Laughter.]
But that balance in his background will provide him to be the

captain and bring this ship into port.
I yield the floor.
The CHAIRMAN. Thank you, Senator Warner.
Now it is my pleasure to call on Congressman Davis.

STATEMENT OF THOMAS M. DAVIS, A U.S. REPRESENTATIVE
FROM VIRGINIA

Congressman DAVIS. Thank you, Mr. Chairman.
I was delighted, pleased, and really pleasantly surprised when

President Clinton decided to nominate my friend Charles Rossotti
to be the head of the IRS. As you noted, he is not a tax practi-
tioner. He is not steeped in the traditions and the cultures of the
existing institutions. He is not a vestige of the status quo.



He has a unique background. In Northern Virginia, which has a
booming high technology community, Charles Rossotti, who has
founded AMS and is now chairman of their board, is one of the
gurus.

He is one of the most respected information technology leaders
we have in Northern Virginia. He understands business organiza-
tions. He has helped literally hundreds of governments reorganize
and private sector companies reorganize.

He is an expert in information technology. He has been a friend
of mine for many years. I think he is the right person at the right
time to lead the transformation of the IRS, and I am very pleased
at my endorsement.

The CHAIRMAN. Well, gentlemen, I appreciate your being here to

introduce Mr. Rossotti. I know you have busy schedules, so stay as

long as you want, but feel free to leave.
Mr. Rossotti, are there any members of your family here today?
Mr. RossorT. Yes.
The CHAIRMAN. Would you introduce them, please.
Mr. RossoTTI. Let me introduce some of the members. This is my

daughter, Allegra Rich, my son-in-law John Rich, and my brother
over here, Jack Rossotti. Unfortunately, my wife and son are in dif-

ferent parts of the country. They are going to have to watch it on
TV.

I also have some other friends and supporters here with me this
morning, which I am happy to have.

The CHAIRMAN. Well, it is a pleasure to welcome each and every

one of them here today. I know they are very proud of what is tak-
ing place in these hearings.

Mr. Rossotti, I will now swear you in, if you would please rise
and raise your right hand.

[Whereupon, Mr. Rossotti was duly sworn.]
The CHAIRMAN. Please be seated and proceed with your state-

ment.
STATEMENT OF CHARLES 0. ROSSOTTI, NOMINATED TO BE

COMMISSIONER OF THE INTERNAL REVENUE SERVICE

Mr. RosSOTTI. Thank you very much, Mr. Chairman. Thank you
for your comments at the opening. Also, I would like to thank Sen-
ator Moynihan and the other Senators on the committee for their
comments, as well as Senator Warner and Congressman Davis.

I am honored to be before this committee as the nominee for
Commissioner of Internal Revenue. As the year 1997 began, it is
true, I could hardly have imagined that I would be the nominee for
this office, because I am a businessman and not a tax specialist,
and I was not seeking public office.

Knowing these facts about my background and the difficulties
the IRS faces, many people have asked me why I would accept this
nomination. As a matter of fact, I did not accept it quickly, and not
without a lot of thought. But I do believe in public service.

I ultimately concluded that the IRS, as you noted, Mr. Chairman,
is at a very special time and, therefore, I might have an unusual
opportunity to improve the work of an agency that affects a great
many people. So, ultimately, I did accept. If this Senate conirms
me, I will do the job to the best of my ability.



Although there has been much controversy about the IRS, one
point is crystal clear: the IRS must do a far better job of serving
taxpayers. At an absolute minimum, we must not allow the kind
of unacceptable treatment of taxpayers that was described by the
taxpayers at your hearings several weeks ago. That is a minimum.
But I think we should aspire to something far more than the mini-
mum.

I believe that the long-term goal should be to provide service to
taxpayers that is consistently as good as they receive in the best
companies in the private sector. We know that the vast majority
of taxpayers file their returns and do their best to pay the taxes
they owe, and I just think that we owe these taxpayers first-rate
service in return.

Furthermore, my experience tells me that most employees will-
ingly provide and want to provide good service to people they deal
with. In fact, they get more satisfaction out of their jobs when they
do. But we have to provide them the tools and the support that are
going to be needed or them to provide that kind of service.

Now, achieving the goal of first-rate service for all taxpayers is
going to require, I think, a truly major shift in focus at the IRS.
What I mean by that, is that it means moving from the way that
many large private sector companies did business perhaps 15 or 20
years ago to the way that the best com panies do business today.

The key difference, is that the old way focused internally, focused
on operations: how can I process forms? How can I collect money?
The new way tends to focus externally. It focuses on the customer,
in this case the taxpayer. The right question is, how can we best
help each taxpayer fulfill his or her tax obligations? That is the
way we should be looking at this job.

Now, accomplishing this major shift in focus while continuing to
carry out the IRS's essential enforcement duties is a difficult job,
and it will require, I believe, comprehensive modernization of both
the organization and the technology at the IRS.

Much of what is entailed in doing this is described very well in
the final report of the Restructuring Commission, which really out-
lined the kinds of changes that are going to be required in all ag-
pects of the IRS, from internal organizational issues, to the way re-
turns are filed, to compliance strategy.

These are fundamental changes and they do take time and
money in any large organization, private or public, and they do im-
pose some risks along the way. But I believe they must be done in
order to reach the level of service that we shoud be providing to
taxpayers.

Mr. Chairman, I need to note in addition that over the next three
filing seasons there are some special risks that are going to face
the IRS because of the need to simultaneously implement changes
to its rather old computer systems in order to fulfill the require-
ments of the 1997 Taxpayer Relief Act, and at the same time up-
date these programs for the century date change. This is essential
work and it is going to consume a great deal of management time
and money over the next 3 years.

I recall that in his statement to this committee Senator Grassley
said that he had found proper oversight of the IRS to require a
long-term commitment. I just would like to say that I completely



agree with Senator Grassley's observation, and would also note
that modernization of the IRS so as to provide consistently first-
rate service to taxpayers will also require a long-term commitment
that I think will comprise the better part of a decade.

The ever-increasing complexity of the Tax Code, as many people
have noted, also increases the management challenges at the IRS
and imposes many burdens on the public. Over time, I certainly
hope that the Congress, the IRS, and the Treasury, ought to work
together to find ways to reduce this complexity.

But, in the meantime, we must do a better job, I think, of help-
ing taxpayers-cope with the Tax Code that exists. I think these ef-
forts are complimentary and they can proceed at the same time.

So, recognizing the obstacles and the risks that we face, there
are some important assets that we can build on. Secretary Rubin
and Deputy Secretary Summers have made a strong commitment
to improving management and service at the IRS and, indeed, have
begun the modernization process already.

I think that the excellent work of the Restructuring Commission,
under the leadership of Senator Kerrey and Congressman Portman,
has created a consensus on the direction in which the IRS must go,
and, as Senator Kerrey noted in his opening remarks, has also laid
out some of the powers and changes that will be needed in order
to make this progress possible.

The renewed interest of the Congress in IRS management issues,
as evidenced by the recent oversight hearings organized by Chair-
man Roth and Senator Moynihan, I think, is an essential force for
positive change in this large organization.

Finally, I think, working with the Treasury Department, the IRS
itself has made progress over the last year. The recent actions that
were taken by Acting Commissioner Dolan to improve treatment of
taxpayers, the technology modernization blueprint, and the rec-
ommendations from the National Performance Review are impor-
tant steps.

Finally, I must say I very much welcome the encouragement and
support that I have received in my individual meetings with the
Senators on this committee over the last couple of weeks.

Before concluding, I would like to share one strong personal be-
lief that I have formed based on 28 years of managing, and that
is the tremendous power of open and honest communications in
building a successful organization.

In the company that I have headed, we have grown from 5 people
to about 7,500 people. I really believe that the policy of open com-
munications in which we have encouraged people to acknowledge
problems and mistakes when, inevitably, they have occurred, has
been one of the most important reasons why we have been able to
adapt and grow over this long period of time.

I fully recognize that we must keep taxpayer information con-
fidential, just as in our company we keep client information con-
fidential. Nevertheless, if I become head of the IRS I will do every-
thing in my power to adopt a policy of honest, open communica-
tions within the IRS, with the Congress, and with the public. This
is the only way I know how to manage an organization.

Thank you for your attention. I look forward to your questions.



[The prepared statement of Mr. Rossotti appears in the appen-
dix.]

The CHAIRMAN. Well, thank you, Mr. Rossotti. I was very pleased
to hear your dedication to reform, not only short-term reform, but
long-term reform. I would like to underscore what you said about
transparency, sunshine, and the operations of this agency, because
I think that is a great need and would make a great difference.

Admittedly, it is very difficult because of privacy. We want to
protect the taxpayer. But there is no excuse for there not to be
openness with respect to actual operations.

I would like to call on Senator Moseley-Braun. I know she has
an opening statement she would like to make, and then we will
proceed.

OPENING STATEMENT OF HON. CAROL MOSELEY-BRAUN, A
U.S. SENATOR FROM ILLINOIS

Senator MOSELEY-BRAUN. Thank you very much, Mr. Chairman.
I am very pleased to see Mr. Rossotti today, having had a chance

to visit with him yesterday. I could not help but think, Mr. Chair-
man, that just as we are talking about the Roth IRA, because of
your leadership in regards to the form of this agency we may soon
be talking about the Roth IRS as well. (Laughter.]

Senator MOYNIHAN. Carol, I do not think he wants that. [Laugh-
ter.]

Senator MOSELEY-BRAuN. You have done a wonderful public
service, Mr. Chairman, in calling attention to these issues. Every-
where I go in my State of Illinois people raise with me, what about
the IRS, and the hearings? It has resonated with the American
people because they know that something is wrong with this agen-
cy. It is a very troubled agency.

But we all know that it is an agency with a very important mis-
sion, a mission that goes to the heart of how we are able to bring
our community together, how we are able to deal with things like
paying for roads, bridges, and the like.

I mean, the whole tax function of the IRS is a vitally important
operation of the government, and making certain that it functions
properly has to be the focus of our reform efforts, and I am cer-
tainly committed as well.

I had a chance to visit with Mr. Rossotti yesterday and I was
really taken by Senator Warner's comments, that he is being called
on to take the helm of a ship that is clearly in trouble. I think that
is a fair statement of where we are right now.

But, based on his record as a manager, based on his own private
service, I am encouraged that this nominee does have the capacity
to scrape off the bureaucratic barnacles off of that ship so that its
mission will not be grounded as a result of the problems that have
become associated with it.

Preserving the mission and, more importantly, most importantly,
restoring the faith of the American people in terms of the fairness
and the efficiency of this organization, I think, is a primary con-
cern. Again, this nominee certainly has the background of tackling
big jobs like this and winning, and I hope and expect that he will
do so here as well.



I would, however, Mr. Chairman, also point out to you that we
have a problem in the Senate with the whole confirmation process.
We have right now a backlog of judges who have not been con-
firmed, we have a backlog on the executive calendar of nomina-
tions, generally, confirmations that have not happened.

I just hope that this nomination, which is so vitally important,
does not get wrapped up in the confirmation stand-off that we ap-
pear to be in right now, that we can move this nomination quickly.

Hopefully we can move them all quickly. I mean, I think the
country deserves to have a Commissioner of the IRS, the country
deserves to have judges empaneled and actually working on the
ob, because we are having a backlog now, frankly, in the courts

because of it.
Having said that, I am just delighted again that you, Mr. Chair-

man, have taken up this issue. The commission, with Senator
Grassley and Senator Kerrey, have done a yeoman's job with their
recommendations and with their commission's work.

I hope, again, that as we go forward, for both the short and the
long term, that Mr. Rossotti will enjoy the kind of support from
this committee that he will need to take on this big job. Again, I
thank you very much for the opportunity to say a few words.

The CHAIRMAN. Well, thank you for your very thoughtful re-
marks, Senator Moseley-Braun.

I think if anything comes through from the statements of the
panel, is that we do have a bipartisan consensus as to the need of
change and reform, and that we want to work in a bipartisan man-
ner with you as you move ahead with the reform of this most im-
portant agency.

Now, normally I have three standard questions we ask all nomi-
nees who come before the Finance Committee. I will withhold the
question about conflict of interest unfil later, because that matter
will come up.

Next, let me ask, do you agree without reservation to respond to
any reasonable summons to appear and testify before any duly-con-
stituted committee of Congress, if you are confirmed?

Mr. RossorrI. Yes, I do, Mr. Chairman.
The CHAIRMAN. And do you know of any reason, personal or oth-

erwise, that would in any way prevent you from fully and honor-
ably discharging the responsibilities of the office for which you
have been nominated?

Mr. Rossorri. No, I do not, Mr. Chairman.
The CHAIRMAN. Mr. Rossotti, I have a long set of questions for

you. I do, of course, want complete answers, but as concise as pos-
sible.

I would like to refer to a recent article in Newsweek. In it, this
article detailed troubling allegations of taxpayer abuse regarding
IRS collection activities in Oklahoma. The article noted that the at-
titude of the IRS seemed to be reflected in one IRS employee's com-
ment, "Let's go rough up some taxpayers."

I would like to quote a few passages from this Newsweek article.
"Nationwide IRS abuses are the product of a badly -dysfunctional
agency, a seemingly totalitarian financial regime, where bullying
personalities can find a place to exercise unbridled power over peo-
ple's lives."



The article further states, "There is a widening gulf between the
IRS collection agents who actually have to meet and work with
troubled taxpayers and an evermore remote and arrogant manage-
ment. The latter sees the same taxpayers as ciphers and their as-
sets as numbers to beef up their year-end reports."

Well, the Newsweek article and our 3 days of hearings last
month revealed, I think, a very disturbing problem with the IRS.
Frankly, it is no wonder that our citizens live in fear of this agency.I have three questions on this I would like to ask you. What will
you do to eliminate the IRS attitude that generates taxpayer fear
and ensure that taxpayers are treated in a fair, courteous, and effi-
cient manner?

Second, will you discipline or terminate IRS employees who
abuse taxpayers.

Finally, what will you do to ensure that problems such as those
described in the Newsweek article are dealt with promptly? Mr.
Rossotti?

Mr. RossoT. Yes, Mr. Chairman. I did read that article as well
and I certainly found it as disturbing as I think anyone else that
read it. I think that, as I said in my opening statement, that at
a minimum, even in the short term, we have to take steps, take
action to eliminate the kind of unacceptable practices that were
said in your hearing, as well as in this Newsweek article. I think
there are some basic principles that we can follow to try to make
this happen.

One of them, I think you noted, is the idea of management ac-
countability. To me, all this means is that people are supposed to
know what is going on in their organization. The people who are
managers, up the line, should make it their business to know what
kind of activities their subordinates are pursuing and take appro-
priate action when they are not following the right kind of prin-
ciples.

I think that one of the challenges that we have is to ensure that
this kind of accountability is known, is taken, and to take appro-
priate steps when we find that there are people, as there are in
some organizations, who are not exercising as managers the right
kind of control and the iight kind of management and leadership
over their organization.

I did say in my opening statement I think one policy that I havc
followed in my own organization to try to make this happen, which
is the whole idea of simply having open communication.

I mean, in our company we have teams of people all over the
world that are working directly with clients that can do good or not
so good and can cause great trouble for both clients and our com-
pany. I think that we have certainly all the formal processes in
place, auditors, and formal reporting, and all the rest.

But I think the more important thing is simply that everyone in
the organization basically buys in to the values that we have,
which is to work with customers in the right way.

I think that is why the power of open communication is so impor-
tant, because if people throughout the organization do understand
the values and do understand the objectives, it just becomes very
much more difficult for any individual person to go off in a direc-
tion that is inappropriate.



So I think following some of these basic principles will be the
kind of steps that we will need to take in order to ensure that these
kinds of unacceptable practices are not allowed.

The CHAIRMAN. One of my concerns is that you have your own
team to work with, because it is important that you secure inde--
pendent information as to how the agency is functioning. What do
you propose to do to develop an independent assessment of internal
workings of the agency?

Mr. Rossorri. Yes, Mr. Chairman. I think that getting the right
people in the right jobs is one of the most important things that
you have to do as a manager.

I think that one of the early tasks that I need to work on, if I
become confirmed, is, in fact, assessing the organization, both
structurally and in terms of the way that the jobs of people at the
top levels are defined and, indeed, the people that are in those jobs.

When I do that, I certainly will not hesitate to reassign or to
bring in new people, if that is necessary. I will say that recruiting
is one of the things that I have had quite a bit of experience with
at AMS. Last year we recruited about 1,800 professional people. I
think that one of the things that you find when you recruit people
is that people actually do respond to a challenge.

Some people say, well, how would you ever recruit anybody into
the IRS when it is in such difficulty? Of course, some people might
not be willing to accept that challenge, but I have found that many
people really want to take on something that they think is going
to be valuable and make a real contribution. I believe that when
we find the need to take people in, that we will be able to recruit
them.

Let me just say, there is one particular position that, even
though I am not in the office yet, we have had discussions with
Secretary Rubin and Secretary Summers about, and that is the
Taxpayer Advocate position.

I think we already agree that, as soon as that position becomes
vacant, we ought to recruit the next incumbent for that position
outside of the IRS. That will also be an early task that we will
work on when that position becomes vacant.

The CHAIRMAN. I cannot emphasize the importance that I person-
ally attach to your having an independent team that can secure in-
formation outside of the agency. My concern is that, as reforms pro-
ceeded in the past, too often all the information was distilled from
the agency itself.

In order for you to give an independent evaluation and determine
what needs to be done, I think it is critically important that you
have available a team that you can rely upon to carry out your in-
structions.

Now, our hearings reveal that IRS employees may not be follow-
ing procedures that ensure taxpayers receive due process. The use
of liens, levies, and seizures has draconian effects on taxpayers who
may lose their businesses, their homes, their bank accounts, cars,
and other assets.

Will you make it a priority to ensure that IRS employees follow
proper procedures which provide taxpayers due process in the tax
system?
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Mr. RossoTTI. Yes, Mr. Chairman. I think that before you can
even get to the idea of good service you have to even have a more
basic value, which is fairness. Anything that impairs fairness is not
acceptable and basically undermines the entire mission of an agen-
cy like the IRS. I think there are a number of steps and a number
of approaches we can take. There are some immediate ones that I
think are already being announced, or have been announced, by
Acting Commissioner Dolan, as well as Secretary Rubin, such as
the additional items in the Taxpayer Bill of Rights and the citizen
advocacy panels, which provide some additional channels. I have
mentioned the idea of getting the National Taxpayer Advocate as
a more independent person from outside the IRS.

So I think these are all good steps, but I really do come back to
the long-term point, that the really basic way to achieve what you
are referring to in your question, Mr. Chairman, is to simply get
across the message that this is what the agency is all about and
to reinforce that with all the things that you do as part of running
an organization, the way that the performance measures are meas-
ured.

I think that has obviously been unbalanced in the past. It has
been focused on operations and collections. It needs to be much
more balanced and focused as well on how things look from the
taxpayers' standpoint. There are not very many measures, at least
any that I have seen so far at the IRS, that measure things very
much from the taxpayers' point of view. So we are going to have
to do that. That is going to take some time, but it will be very im-
portant in the long run.

The training that we provide to people. It is one thing to train
people on a specific operational task, it is another thin to train
them to think about things from the point of view of tie people
they are dealing with.

So these are some of the longer term things that I think we have
to do in addition to the short-term steps, some of which are already
under way.

The CHAIRMAN. I am glad that you emphasized long term as well
as short term. One of my concerns is that too often in Washington
there are hearings that expose certain problems. In the short term,
there is a lot of action, but down the road people ultimately fall
back into their own practices and procedures.

That is not going to happen this time. I can assure you that this
committee, as long as I am Chairman, will continue to have over-
sight to ensure that the kind of reforms and changes that you and
I want are, in fact, implemented for the long term. So, I am pleased
to hear your emphasis on the long term as well as the initial ac-
tion.

Mr. Rossotti, our hearings presented two taxpayers with ongoing
long-term disputes with the IRS that the so-called problem resolu-
tion system did not fix. Numerous other taxpayers have brought
similar experiences to our attention. The problem resolution system
is simply not working. The IRS publications on this subject are not
understandable to the average taxpayer.

So my question to you is, from your business experience, what
have you learned from problem resolution systems that could be
applied to IRS? How will you fix this so-called system?



Mr. RossoYfri. Well, again, I hate to keep coming back to the
same theme, but I think there are short-term steps and then there
are more long-term changes that need to be made. I think that the
short-term steps, many of them have already been outlined. These
are things like, doing more to publicize the availability of a tax-
payer advocate and the problem resolution program.

I think if we recruit, hopefully, a very energetic person to be the
National Taxpayer Advocate, that the right kind of a person can
make a difference in that kind of a program. I think the idea of
having these citizen advocacy panels perhaps provides another way
of creating a channel and some visibility for citizens who might not
otherwise know how to use it.

Those are all useful steps. But I think that, again, long term
what we have to do is to get all of the organization's employees to
think of themselves as effectively taxpayer advocates, not just a
few people who are on the outside.

I mean, it is the same principle that you have in terms of build-
ing quality into a product or a service in any organization. You can-
not really ultimately build it in by doing better inspection at the
back end, you have to build it in at the beginning all throughout
the process so everybody believes that their job is quality. You
know, Ford turned their whole company around by saying Quality
is Job One.

I think this is the kind of approach that we need to find at the
IRS. Everybody has got to view themselves ultimately as a tax-
payer advocate. Even if they are in enforcement, they have got to
start thinking about things, at least as much as they can, from the
taxpayer's point of view. This is a long-term process, but I think
it is the right direction.

The CHAIRMAN. Everyone we know makes mistakes. I believe
that mistakes and taj-ayer abuse by IRS employees, however,
should not be condoned or permitted. I view this as the "zero toler-
ance" approach. Do you pledge to support a zero tolerance approach
to abusive behavior of IRS employees, both with respect to the tax-
payer, but with respect to other employees as well?

Mr. RossoTTi. Yes, Mr. Chairman. I do not think, as I said in
my opening statement, that we can tolerate at any time abusive
treatment or highly inappropriate actions of any sort in an organi-
zation.

We do have to understand that we have to have a certain set of
due process and a certain diligence and fairness in administering
that kind of a process because we do not want to take the risk of
creating sort of an atmosphere of fear where people are afraid that
they will be attacked for things that they did not actually do.

But I think, having said that, we need to administer that process
diligently as well as fairly so that people who are acting in a highly
inappropriate or abusive way are simply not allowed to remain in
the organization.

The CHAIRMAN. Mr. Rossotti, our hearings revealedi real fear-
real fear-within the IRS. Both former and current IRS employees
testified that they were afraid to report misconduct for fear of re-
taliation.

Numerous other employees have contacted us with similar com-
plaints. So how will you obtain meaningful feedback from the em-



ployees under these circumstances? Are you committed to protect
employees who report IRS misconduct from retaliation?

Mr. RossoiTi. Well, again, Mr. Chairman, I really come back to
one of the points I made in my opening statement. I mean, prob-
ably the most powerful management tool that I have used over the
last 28 years is trying to create an atmosphere where people feel
that they should report good, as well as bad, news, that they can
talk.

Senator MOYNIHAN. You mean bad as well as good news.
Mr. RossoTTI. Bad as well as good news, yes. Well, we hope to

have more good than bad, but we cannot guarantee that in the
short term.

But, yes. I think that we have to get a message across, and I
think that starts with the top. That starts with the person in
charge being wiling and receptive to hear things that you might
not prefer to hear, but making it clear to the people that are con-
veying that you want to hear that.

Then I think the accountability principle goes all the way down
the road, and it says to each manager, you are responsible for
knowing what is really going on in your organization. You are re-
sponsible for finding out what is really happening. That means that
you have to not just hear the solutions, but you have to hear the
problems.

I do not know that there is any magic formula for making that
happen overnight, Mr. Chairman. I think that will take some time.
But I hope we can start right today with getting this message
across.

The CHAIRMAN. Well, I have to say, I am very concerned about
the fear we find so common among the workers, the employees.
There is something wrong when you ask an employee to come be-
fore this committee and they are willing only to do so behind a
screen because of fear of retaliation. That is not a healthy, normal
situation for any organization to endure.

Mr. Rossorri. I could not agree with you more, Mr. Chairman.
it should not be that way.

The CHAIRMAN. Now, our hearings revealed that goals and
quotas, such as dollars collected, cases closed, are being used to
measure employee performance. The use of such goals and quotas
appear to produce the perverse result of taxpayers being treated
unfairly.

Do you pledge that IRS employees at any level will not, and I
emphasize the words will not, be evaluated or even perceived to be
evaluated in this manner? What should be done to improve em-
ployee performance and reward employees who treat taxpayers in
a fair and equitable manner? It seems to me one of the important
messages we have to get across with reform is that those who per-
form and provide service to taxpayers, they are the ones that are
rewarded.

Mr. RossoTTI. That is exactly the case. I think, again, you have
the short term action, some of which has already been taken and
I believe is being implemented by Acting Commissioner Dolan to
simply eliminate some of the inappropriate uses of some of these
statistics.



It is rather easy in some respects to eliminate something, but I
think the more powerful tool in the long run is to create a set of
measures which do, in fact, measure what we want.

One of the things you find out is that measures are very impor-
tant in the way that they push an organization. I think this is a
pretty well-established practice in the private sector, that you
measure things from the customer's point of view, as well as from
your own operational point of view, because you do have to meas-
ure how well you are doing operationally.

But I think in most good private sector companies, or at least the
best ones, when there is a contact with a customer they measure
it. They ask the customer what they think.

I think there are millions of contacts going on with taxpayers
every year in the Service, whether they be through phone calls, let-
ters, or individual visits, and we need to measure either each of
those, or through a sampling process, what those taxpayers think
and then put that into the whole system in order to create the
right incentives for people to do what we want them to do, which
is to provide consistently first-rate service to taxpayers. That is not
a short-term process.

I mean, companies have spent years working on how to do that.
It is not so simple when you have millions of different kinds of
interactions, but I think we can take a start on it and, over time,
this will be a very powerful tool for accomplishing the kind of objec-
tives you indicate in your question, Mr. Chairman.

The CHAIRMAN. One of the things our hearings revealed was that
arbitrary statistics determine a taxpayer's income or expenses. For
example, one witness testified that the IRS used unrealistic fixed
standards for housing and other living expenses to determine the
amount of delinquent tax the taxpayer could afford to pay in in-
stallments. Do you believe that the IRS should ignore a taxpayer's
specific circumstances and use arbitrary statistical data?

Mr. RossorI. No, I do not. I think that this is another example
of how we have to try to find ways to look at things from a tax-
payer's point of view. I obviously do not know the precise details
of how these particular calculations were done, but I think the
standard that we want to try to get to is to try to find a way to
be fair to the individual taxpayer and to look, as much as we can,
at the specific circumstances and facts of a taxpayer rather than
arbitrary statistics.

The CHAIRMAN. Well, I agree very much with that. I was shocked
to find that the agency, for example, used the Bureau of Labor Sta-
tistics as the final word as to what an individual's income might
be. I do not think that was the intent of those statistics, Senator
Moynihan.

Let me point out that our hearings also revealed that IRS field
personnel can ignore national office standards without con-
sequence, so this can result in taxpayers being treated differently
based upon where the taxpayer is located. Does that make good
sense? Will you ensure that the enforcement of the tax laws Will
be consistent across the Nation?

Mr. RossoTrI. Well, I think that that is certainly the goal that
we should strive for. I think part of the way that we should do



that, is back to the same old principle of having managers who ac-
tually understand what is going on.

In this case, it would not only be the local managers, but the
higher level managers, who would have an overview of whether
there are inappropriate differences in the way things are being ad-
ministered. So I think this is the way that we would approach try-
ing to achieve that goal that you stated in your question.

The CHAIRMAN. The GAO recently testified that the IRS has only
limited data about the use of collection tools such as liens, seizures,
levies. As a result, we were unable to determine the extent to
which these collection tools are being misused. What can be done
to correct this breakdown in maintaining adequate records and en-
sure greater responsibility?

Mr. RossoTri. I think that there is, as I understand it, a near-
term initiative to do a better job of simply collecting the informa-
tion along the lines of what was mentioned in the GAO report.
While I do not know the exact details of that, I think that could
be one of the important short-term, near-term initiatives that could
be pursued in order to provide that essential information.

Again, though, I think we get back to the long-term point of try-
ing to look at things from the taxpayer's point of view and having
measurements that will give us that information across the board,
not just when there are complaints. So I think that is one of the
important long-term initiatives that will, I think, potentially in the
long-term, help to transform the entire service.

The CHAIRMAN. I now call on my colleague, Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman.
Mr. Rossotti, in your testimony you referred to the century date

change question. In the hearings that the Chairman convened a
month ago on this general problem we had testimony from Ms.
Lindy Willis of the General Accounting Office that the year 2000
problem could be catastrophic. That is her phrase, could be cata-
strophic, compared with which all of your other problems would
seem minimal.

If only to save the U.S. Congress, anybody who is running for re-
election in the year 2000, is there a point of no return by which
point you really better be ready? We have talked about this and I
know it concerns you. We would like to know, what do you think
now? You do not yet know because you have not had your hands
on the system, but could you just comment?

Mr. RossoTTi. Yes. Well, first of all, let me say that if appro-
priate action were not taken on a timely basis you could certainly
have some very, very severe consequences. Very severe con-
sequences. I think that, as you noted, Senator, I have not yet
looked at this matter in detail.

Senator MOYNIHAN. Well, you have not been inside the system.
Mr. Rossorri. I have not been inside. I have had a limited oppor-

tunity to review it. It is the case that there are significant actions
already under way. Whether those are adequate or whether addi-
tional ones will be required is a question that I will turn my atten-
tion to, if I am confirmed, at the very earliest point, literally one
of the first things that I think I would need to look into. I think
I do understand how to assess that kind of a situation.



I would just like to assure you and the committee that if there
are additional immediate steps that are required, and they would
have to be immediate because of the time constraints, if they are
internal steps, I will certainly take those very quickly.

If they require additional resources or additional assistance, I
would certainly come to this committee and the Appropriations
Committees, as well as the agency and executive branch, to rec-
ommend in the strongest possible terms anything that needs to be
done to fix that problem.

Senator MoYNIHAN. You will come, sir, and may I say, you will
be welcomed. I mean, even if you feel you do not have to come,
maybe you would let us know that, too.

Mr. RossoTTI. Well, yes. I think we should report what we find
at a reasonably early stage. I do not know that there is such a
thing as reassurance in this area, but at least there may be reason-
able confidence if we take the right steps.

Senator MoYNIHAN. Thank you very much, sir.
I believe the Chairman has an announcement he has to make.
The CHAIRMAN. Yes. I regret to report that objection has been

taken to all committees continuing to meet, so we will have to re-
cess this committee until such time as we can hopefully work it out
that we can meet. So we recess, subject to the call of the Chairman.

Senator MoYNIHAN. Thank you, Mr. Chairman. Thank you, Mr.
Rossotti.

[Whereupon, at 11:05 a.m., the hearing was recessed to recon-
vene at 11:37.1

The CHAIRMAN. The committee will please come to order. I apolo-
gize for the interruption, and hopefully we can finish without it
happening again.

Mr. Rossotti, I would like, now, to turn to the matter of conflicts
of interest. You have decided to retain your stock holdings in Amer-
ican Management System, the company you co-founded 27 years
ago. Your AMS stock holdings, as well as certain other items, could
raise potential conflict of interest concerns during your tenure at
the IRS.

Now, to address these concerns, you, the IRS, and the Treasury
Department have proposed a series of steps that will be imple-
mented to monitor and resolve these concerns, should they arise.

AMS has agreed to cooperate in this effort. Pat Moynihan and I
are satisfied with these procedures, as is the Office of Government
Ethics.

Now, it should be noted that AMS has an existing GSA sched-
uled contract for computer software that is available, as I under-
stand it, to any Federal agency. Since 1991, the IRS has done busi-
ness with AMS under this arrangement, and expects to continue to
do so in the future.

It is my further understanding that you have committed to divest
your AMS stock holdings if AMS decides to bid for more work from
the IRS beyond the existing GSA contract, or successor contracts
of similar scope.

You have made this commitment at the request of the Senate Fi-
nance Committee as a condition of confirmation. Let me emphasize
that you must be vigilant in your efforts to ensure the public's con-
fidence in you, and of course the IRS as well.



Mr. Rossotti, is this your general understanding of the proce-
dures for resolving potential conflicts of interest?

Mr. Rossomrr. Yes, Mr. Chairman, it is my understanding, and
I have made those commitments and will abide by them. Let me
just add that no one has, I do not think, a greater interest than
I do in ensuring that no one believes at this stage in my life that
I have taken on this job in order to further any particular personal
interest of my own. So I am very glad that we have worked out this
process, with the help of you and your staff.

The CHAIRMAN. Senator Moynihan, do you have any comment?
Senator MOYNIHAN. I just don't think anything need be added to

-- what Mr. Rossotti has said, and I think the arrangements are
straightforward and public, and will work out just fine.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you very much, Mr. Chairman.
Thank you, Mr. Rossotti, for being willing to take on this job. I

know by those last few questions, you do not do this for the salary.
I know it is at a great financial sacrifice that you are willing to
serve, and it is at a time when the challenges are immense, but
the opportunities are also great, to try and restore the confidence
of this very important Federal agency in the minds of the American
public.

There is an incredible amount of distrust, mistrust, and mis-
understanding about the legitimate and proper role of the agency
that you are going to be the head of. My only advice to you, and
I have said this when we have met privately, is that you are going
to come in with the best of intentions, but you are going to have
100,000 people who have been there a long time before you were
there, and most will be there a long time after you are gone.

There will be some in every department that says, well, he is just
here for 48 months and we are going to really show him who runs
the place, and no matter what your intentions are and what your
goals are, there will always be some who will frustrate those ef-
forts. So that is a caveat. It is also intended to encourage you to
move in the direction that you feel we need to be going in, as well
as what the Congress feels.

I would like to just ask a couple of questions. There are a lot of
bills floating around. There is a Kerrey-Grassley bill, there is a
Breaux-Kerrey-Grassley bill. There are a whole bunch of them, and
I know the Chairman and Ranking Members may be involving
themselves in legislative efforts as well. I know the administration
is now on board, supporting legislative changes and trying to make
the Internal Revenue Service more responsive.

I would like to ask a question. I have introduced a bill which we
call the Taxpayer Protection Act of 1997, did it yesterday on the
floor, and my bill specifically addresses the National Taxpayer Ad-
vocate by trying to make it more independent. They are currently
appointed by the IRS Commissioner.

My legislation would say it should be appointed by the President,
confirmed by the Senate, responsible in reporting to the Finance
Committee and the Ways and Means Committee on their activities,
to try to establish some person, some department within the Inter-
nal Revenue Service that the average citizen will know is on their



side and fighting for their interests as opposed to the interest of
the agency.

My question to you is, number one, have you had a chance to
take a look at this effort, and if so, what are your thoughts?

Mr. RossOTi. Well, Senator, I think I even said in the early
statement, I think that the taxpayer advocate is an important posi-
tion and is one that I think at this point should be filled from out-
side the agency as compared to being inside the agency, and that
is something we can do right now as soon as this position next be-
comes vacant. I hope that at least that would be an important step
in the direction of what think is intent of your legislation. I have
not had a chance-

Senator BREAUX. Are you saying that the essential features of
the legislation that I have authored, with others, could be accom-
plished administratively without a change in the statutes?

Mr. RossoTTI. I cannot say that for sure; I have not had a chance
to study the legislation yet. What I would like to do is to study it
and consider, if I am confirmed and get in office, how we might be
able to more immediately move in the direction that you, I think
are, advocating in your legislation, and perhaps come back and talk
to you and see if that meets the goals that you have.

Senator BREAUX. But would you have any problems with the es-
sential nature of what we are attempting to do with this particular
piece of legislation?

Mr. RossoTTI. No, I do not think I would have any problems with
the essential features. I only have one point I would like to note,
though, Senator. I think that, as I made the point earlier, I do not
know whether you were here, but I think in improving the work
of an agency or any organization in a fundamental way you are try-
ing to improve service and improve quality in way you deal with
customers.

And this is generally true in any organization, it is important to
make that everybody's job and to have people be accountable for
that as opposed to trying to sort of build it in from the outside.

This does not mean that the taxpayer advocate job is not impor-
tant, or that the problem resolution program is not important, but
I do not think we want to get to a point where that becomes sort
of a separate program and then it becomes, in a sense, a frag-
mentation of responsibility for the people who are actually running
the organization.

Senator BREAUX. The thing that I am trying to accomplish, and
I think a lot of others are, is that there should be some department
that the taxpayer can go to that they know is on their side. They
know when they are dealing with the Internal Revenue Service
that the Internal Revenue Service, by nature, is on the govern-
ment's side. There should be some department or some person that
is going to look after their interests and disputes with the IRS.
That is what, hopefully, our legislation will be able to accomplish.

A final point, quickly. There are some who argue, and I think the
legislation pending in the House by Chairman Archer and others,
would shift the burden of proof and disputes with the Internal Rev-
enue Service from the taxpayer having to prove themselves inno-
cent to the point of having the government having to prove the case
and having the burden of responsibility and the burden of proof.



What are your thoughts on that?
Mr. RossoTTI. Yes. I know that this issue just came up yesterday

and that it would, under certain circumstances, shift the allocation
of burden of proof in civil court issues as between the IRS and a
taxpayer.

I think what I would like to do, assuming I am confirmed, is to
have a chance to study that carefully and come back to this com-
mittee to help work out a process where we can assure that that
actually works in a fair manner and that we do not run into a
problem where we might have sort of, as we sometimes have, unin-
tended consequences from what the goal is, which is to make it fair
for all taxpayers.

So, I would hope we can work together very closely as that mat-
ter comes to the Senate side, in order to see how we can improve
that or make that legislation work in the way it is intended.

Senator BREAUX. I will not push on that issue. But, really, when
you are talking about a system of government, laws, courts, and ev-
erything else, generally those who are making allegations of wrong-
doing have the burden in our society of proving them, except under
the existing format with the Internal Revenue Service, where the
taxpayer really has to prove himself innocent.

I think there is basically something fundamentally wrong with
that. I think that it gives the government a huge advantage which
does not exist anywhere else in our society as far as someone mak-
ing an accusation. They have to prove it, except here, and I think
we need to take a look at that.

Thank you.
Senator MoYNIHAN. Well, I would say to the distinguished Sen-

ator from Louisiana that I have similar concerns. Obviously, what-
ever we do has to be practical and assure that everyone pays their

fair share. But this is a country that has always been guided by
the rule of law and the burden has normally been otherwise. So I
think this is something we will have to look at together very care-
fully.

I would say to the Senator from Louisiana also that I think the
independence of the taxpayer advocate is extremely important. Ex-
actly how that is done is something we will have to work on, of
course. But I think there is great merit of having it written into

law because there will come a time when you may no longer be
Commissioner.

Mr. RossoTri. Yes.
The CHAmRMAN. Hopefully, after all of the reforms are accom-

puished.Senator Grassley is on his way back, but while we are waiting

for him I will go ahead and continue with some of the questions
I have.

It is my understanding that you have great experience in com-

puter technology and have reviewed the GAO report regarding the

IRS computer system. What is your opinion of the current state of

the IRS computer system?
Mr. Rossorri. Yes, Mr. Chairman. I have had, again, some lim-

ited ability to look at the published information on the IRS com-
puter technology and I think I would have to agree with most of
the observers that it is not in a good state. It is not in a good state



to provide the tools that the people in the IRS need to provide good
service to taxpayers, and it does pose the risk of errors--uninten-
tional errors, but nevertheless errors--in the way that the taxes
are administered.

So I think that the IRS is really in a difficult spot with respect
to this technology. It really is not adequate, as it stands, at all to
support any of the goals that we have for the IRS.

So, simply, I do not think we have any choice but, over time, to
replace this technology, which is a very big, expensive, and risky
job. I think some good work has been done so far in the last year
that I have been able to see in the publication of the technology
modernization blueprint. That is a useful step.

I think the idea of doing it in pieces, in sort of a measured way,
is really the only practical way that we can do this, but it does
mean that it will take quite a few years to do this.

So I think that in order to achieve the long-term goals that we
have, I think, all agreed we need to have, which is to provide con-
sistently first-rate service to taxpayers as well as to run the agency
efficiently just from an operational standpoint, there is going to
have to be a significant effort over a number of years to modernize
this technology.

The CHAIRMAN. I understand you are saying that it will take sig-
nificant time to complete the reform of the computer problem. Can
the taxpayer expect any significant improvement in the short term?

Mr. RossorTI. Well, I think in the technology area, as well as in
the broader question of modernizing the organization, we really
have to work on two levels. I think we have to work on, you might
say, a strategic level to really move us ultimately to the goal that
we want to achieve, but we cannot have that only be the things
that we work on or we will not deal with some of these immediate
problems that were identified, for example, in your hearings, and
other problems. Also, we have the need to simply update the pro-
grams to deal with the 1997 Act and the century date change.

So, yes, I think there are some short-term improvements we can
manage within the existing base, and we will try to do that. But,
frankly, it is going to be somewhat limited by the technology base
that exists because I have to say, it is really not a good technology
base as it currently exists. It is a real weakness and a real con-
straint on what the Service can do.

The CHAIRMAN. That is one of the reasons your background will
be so helpful.

Senator Moynihan, you said you had a question?
Senator MoYNIHAN. I just have a query of a general kind in re-

gard to sort of the nice term, "New Paradigm," that Senator Kerrey
spoke about earlier, and Senator Gramm was commenting on.

We have here a 19th century government organization. I guess
it was Oscar Wilde who said, "America's youth is its oldest myth."
I mean, we are a very old country. And very few, when you look
around, there has none that has been in place, with the exception
of Great Britain, the oldest around.

We have certain modes of organization which developed in the
19th century and they developed in the private sector as well. One
of the great stories of the last generation, over the last decades,



has been the transformation in the private system which has not
taken place in the public system.

Paul C. Light, who is a professor of government, and a good one,
has talked about layering in government as a pattern that accumu-
lates over time. I will just take the liberty, if I can, Mr. Chairman,
to read a little piece he wrote about the tax agency, "Layered
Look."

He said, "Just imagine a bureaucracy that goes something like
this: an agent reports to a district group manager, who reports to
a branch chief, who reports to an assistant chief of the division,
who reports to the assistant district director, who reports to the as-
sistant regional commissioner, who reports to the regional commis-
sioner, who reports to the chief of staff to a deputy assistant com-
missioner, who reports to the deputy assistant commissioner, who
reports to the assistant commissioner, who reports to the chief op-
erating officer, who reports to the deputy commissioner, and so on."

That is a pattern that is over there now. He suggests that it
would be much wiser to just have more agents and fewer of this
chain of command, as it is sometimes called.

There is a nice line here: "The best way to reduce taxpayer har-
assment is not a flat tax, but a flat IRS." I am sure you have given
some thought to that subject, or you will be obliged to do.

Mr. Rossorri. Yes.
Senator MoYNIHAN. But, as you have organized your own firm.
Mr. RossoTTi. First of all, Senator, I think your observation that

the highly layered organization is somewhat of a relic of, I do not
know about the 19th century, but at least 15 or 20 years ago.

Senator MOYNIHAN. It was a common mode.
Mr. RossoTTi. Common. Common, yes. I think what you have

seen in corporate America over the last 15 years is a number of dif-
ferent forms that all have the effect of flattening, to some degree,
the organization.

Senator MoYNIHAN. If I could just interrupt. When we talk about
the middle management question we are talking about this
layering.

Mr. RossorrI. This is exactly true. There are trade-offs. I mean,
there has been a little backing away from some of the extreme
moves in that direction because you actually do need managers to
do some of the things that we talked about earlier today.

But I think that when I spoke in my opening statement about
a comprehensive modernization of both the organization and the
technology, I think when we look at talking about modernization
of an organization, what are we talking about?

One of the things we are talking about is the organization struc-
ture and how it is put together, how many layers there are, what
the definitions are of the jobs of these top managers, what, as we
said before, the measurements are that we want to use with these
people, hopefully moving more towards measuring things from a
taxpayer standpoint as well as an operational standpoint.

Then, of course, there is the technology. So we have to look, to
some degree, at all of these things on kind of a combined basis to
come up with a modern look, if you will, for what the IRS can do.

I think one of the problems that may have existed in the past,
is that there have been attempts, there have been quite a few reor-



ganizations, and some of them have been quite valuable. But each
one tends to be looked at as kind of an incremental step by itself
and there hasn't been, as far as I can tell so far, an effort to put
this all together.

I think the Commission that Senator Kerrey led did an excellent
job in laying out the whole set of things that need to be addressed
here, and I think appropriately laid them out at a level of an agen-
da and set of objectives and topics that need to be looked at.

I think my job, if I am confirmed, in part will be to take that
agenda and try to translate that into an overall program that sort
of fits together with all the pieces, including the ones that you just
raised, as well as some of the other points that others have raised
such as the measurement issue, the cultural issue, and of course
the technology.

Senator MOYNIHAN. Well, good. After this, would you mind being
Secretary of Agriculture for a while? [Laughter.] No comment.

Thank you, Mr. Chairman. [Laughter.]
The CHAIRMAN. Thank you, Senator Moynihan.
Senator Grassley?
Senator GRASSLEY. Before asking maybe one or two questions, I

would make a couple of comments. These are follow-ups of what I
considered a very satisfying discussion that you had with Chair-
man Roth on a couple of points that he raised.

One, was your pledge of openness. I think this is so important.
In a participatory democracy like wehave, it is very important that
we make sure that the public's business is public, in fact.

Also, the reason that that was encouraging coming from the new
head of the IRS, is because Senator Kerrey and I kept hearing
through much of our IRS restructuring hearings that we had, and
this came from both witnesses from within the IRS as well as from
without the IRS, of how insular-and that is a word that kept pop-
ping up in our hearings-the organization was, both from the
standpoint of the public really not knowing much about it, and also
insular that they thought that they had all the expertise they need-
ed so they did not have to go outside the agency for expertise.

So you see, what you said to the Chairman, if you just do that,
being open, you are going to be doing a great deal of good, setting
a standard for maybe even a lot of other agencies of government.

Also, I would suggest to you, though, when you have a pledge of
openness, that that is not just a request from members of Con-
gress, and I do not mean that you respond to every request for in-
formation from the public, but the fact that there were not records
being kept, and there was an historian that resigned because she
was not getting cooperation, and that the shredding machine is
going all the time at the IRS as opposed to the fact that records
should have been kept, and of that nature. It all leaves the impres-
sion that there is something there to hide.

So, be open to Congress. If you can help Congressmen get infor-
mation, just basic information that ought to come out, obviously
that is one of our biggest frustrations, not only from the IRS, but
a lot of agencies.

But I think it is also possible, to the extent to which the law al-
lows, to be open with the public, generally. So, I want to thank you
for that because I think it sets a very good standard.



The other one was where the Chairman was asking you what you
would do to stop this fear that is expressed by employees if they
were to expose something that is going wrong.

As I have stated so many times, there is always a great deal of
peer pressure to go along/to get along within any organization, and
that a person is going to get a black eye if he gives the organization
a black eye.

That is sort of culture within an organization is just a depressant
to people who know something is wrong, who know where the skel-
etons are buried, and get those skeletons out of the closet.

So I guess I would express an admonition to you that when you
have that first example of somebody being punished by an adminis-
trator for something that has been known, that ought to be known,
that you would make an example out of the person that did the
punishing, but also in some way honor the person who is coming
forward, to encourage that sort of thing, because we in Congress
could not get information adequately from most organizations if it
were not for people in the bowels of the bureaucracy that are will-
ing to come to us clandestinely and give us information.

They should not have to do that, but they do have to do it and
we get information. But it seems to me that it is essential for you
as an administrator of an organization, likewise, to have that same
openness, for people to come to you when something is wrong, be-
cause you cannot know what 1,001 employees of the IRS are doing
all the time.

So, to that extent, I wanted to make those comments following
up on the discussions you have had, and not to detract from what
the Chairman said, because his questions were tough questions,
but I think you gave adequate responses.

My question would deal with a provision that is in the Kerrey-
Grassley legislation in regard to giving personnel flexibilities to the
IRS, that would be changes in the civil service laws, and things of
that nature. When a new person like you comes on board you have
to have that.

First of all, maybe in answer to previous questions, you have al-
ready expressed this. Do you feel that without any changes in per-
sonnel laws that you have the ability to get the management team
you need to run this organization or do you feel that changes in
those laws, not necessarily as expressed by Kerrey-Grassley, but
that is one example of some changes that we think should be
made?

Mr. RossoTTi. Senator, I think I will answer your question this
way. I think that there is more that can be done. There is consider-
ably more that can be done, even within the existing flexibilities,
than has been taken advantage of in the past, because I have had
a chance to talk to some of my colleagues in the Treasury Depart-
ment to find out what flexibility exists. For example, in the Senior
Executive Service there is the possibility of bringing in people on
temporary appointments, there is a possibility of bringing people in
on what is called general service appointments. There are not very
many of those in the IRS right now, but there are some in the
Treasury Department. I have gotten, I think, a strong commitment
from Secretary Rubin and Deputy Secretary Summers that they
would help me in that regard if that is necessary.



So we are not, let us say, blocked from moving in that regard if
we want to. Nevertheless, I do agree with Senator Kerrey that it
is fairly limited in terms of what can be done, and it would be most
beneficial if the flexibility that is in the Kerrey-Grassley legislation
were to be passed. But I do not want to use that as an excuse for
saying we are not going to be moving forward in some of the things
that we may need to do in the nearer term.

Senator GRASSLEY. Could you give us some examples of the na-
ture of the expertise that you would seek to make sure that you
had a good management team?

Mr. RossoTTi. Well, yes. I think that, in fact, there has been
some that has already been done. I think that one very good exam-
ple is the recruitment of Mr. Gross as the Chief Information Offi-
cer, and that was done before I got here. But I have had a chance
to work with him and meet with him, and I think some of the work
that has been done in the last year as a result of his coming in is
an excellent example of what can be done by bringing in even just
one person.

I think that the taxpayer advocate role is one that I think we
have all agreed at this point, as it becomes vacant, should be filled
from the outside. That is a real opportunity to bring in some fresh
thinking, and also to give at least some of the independence that
Senator Breaux would like to see to that job. Those are some spe-
cific ones.

Now, as we get into further analysis of the organization structure
and the definition of some of these jobs, there may very well be
other jobs in areas like customer service and operations that could
be filled from the outside, and there are also, I should note, people
at State levels.

I have had occasion to work with quite a few State government
agencies in different fields, and there are some excellent people at
the State level who might be ultimately recruited as we see needs,
and some of them have experience that is directly relevant. So, I
think those are some examples of the kind of people that we could
attract to this agency.

Senator GRASSLEY. One last question. Senatnr Kerrey and I
heard at the very first meeting of our Restructuring Commission
that the IRS almost never advises Congress about the administra-
bility of pending tax legislation.

As a Commissioner, would you express an opinion on the admin-
istrability of a pending tax legislation, and probably equally as im-
portant, how would you reach the opinion, particularly, that you do
not have the background in tax administration, tax law?

Mr. RossoTTI. Let me take the two parts to your question, Sen-
ator. I think in the first question, I think if the Congress, as I hope
they will, seeks more input on the administrability and the com-
plexity and so forth of the Tax Code that we pointed to in the legis-
lation that you have sponsored, I think that would be very wel-
come. I think that, as head of the IRS, I would do everything in
my power to help make that process work.

As far as my own personal ability to contribute to that, I cer-
tainly have to acknowledge that I am not a tax specialist, I am not
a tax expert, and therefore I would have to rely, perhaps to a great-



er extent, than perhaps some other Commissioners, for example,
the Chief Counsel and other people within the IRS.

The process of relying on experts and specialists is not a process
that is unfamiliar to me, because in running any kind of a large
organization you do have a number of different specialties, includ-
ing legal specialties, that you have to rely on people to advise you
on.

The job of the manager is to weld these people into a team that
sort of moves things forward in the direction that everybody agrees
on. So that would be the role, I think, that I would have to play
and I would see that as the right process.

Senator GRASSLEY. Maybe just a comment on the first question
I asked you in response to what you said you hoped that the Con-
gress would ask you for your view, but considering the fact that
you end up with a very big job it may be a case of not waiting to
ask for your view, it might be something that you would be wise
in giving your view and saying, listen here, you knuckleheads, do
you know what you are doing, to the tax law here. How are we ever
going to get this money collected?

I am done, Mr. Chairman.
The CHAIRMAN. I would ask unanimous consent to put a letter,

with an attachment from Assistant Secretary Linda Robertson,
that does address this question of appointing a limited number of
key management experts. As I understand, you could be in a posi-
tion to appoint or fill as many as 25 general SES positions, includ-
ing those which may be available in the Treasury Department.
Without objection, it is so included.

[The letter appears at page 74.]
The CHAIRMAN. At this stage, we will call on Senator Kerrey.
Senator KERREY. Thank you, Mr. Chairman.
First of all, I have got some questions I would just submit for the

record rather than going through all of them.
The CHAIRMAN. Without objection. As a matter of fact, we will

keep the record open for questions until 6:00 this evening.
[The questions appear in the appendix.]
Senator KERREY. First of all, Mr. Chairman, I appreciate the in-

terest in making certain that Mr. Rossotti, if he is confirmed-and
by the way, with you and Senator Moynihan, you have examined
this way to resolve a potential conflict of interest, and I appreciate
your doing that and I am fully supportive of that. All concerns
about that, as far as I am concerned, are evaporated.

I appreciate your interest in bringing on some additional man-
agement people because I think that will help. The problem,
though, is that Mr. Rossotti, we are still a Nation of laws. The law,
I believe, is going to make it difficult for you to do your job. I mean,
it just flat is.

Let me use a couple of examples to illustrate. Now, I am not an
artist. Normally we send these things over to somebody to put
color-coded charts and everything together. But you are the bull's
eye. [Laughter.]

That is you. You are the bull's eye. In my office I recall this Billie
Holiday tune, "Nobody Loves You When You're Down and Out." Re-
member that, Mr. Rossotti. [Laughter.]



You are the bull's eye and you will hear about the General Ac-
counting Office. They have a number of investigations going on
right now and they will require you to report to them and talk to
you, and you may be called up in front of this committee or other
committees to report and answer questions about what the GAO is
saying about the way you are managing your agency.

You have the Vice President's Reinventing Government Shop,
and you have got to respond to what the Vice President is doing,
and the Reinventing Government Shop, and what is going on there.

Then you have the Treasury Secretary up here. He has a deputy.
They have taken an increasing concern and interest in what the
IRS is doing.

Then there are Assistant Secretaries. You have Assistant Sec-
retary for Tax Policy. They will be talking to you and telling you
what to do. You have the General Counsel. He may leave you
alone, but I doubt it. [Laughter.] You are going to be talking to the
General Counsel as well.

Then you have got Assistant Secretary for Management, one for
strategic planning, a Chief Information Officer that you referenced
earlier, they are going to be involved with the decision making that
you are describing earlier.

Then you have got an Under Secretary for Enforcement, and
then you have got over here 535 members of your board of directors
calledthe U.S. Congress. We organize into six committees, one of
which you are now before.

You will get to know the Appropriations Committee on the Sen-
ate side, you will get to know the.Government Operations Commit-
tee. You will get to know the Ways and Means Committee on the
House side, as well as the Appropriations on the House side, and
Government Affairs on the House side. That is what you will get
to know.

You will soon begin to understand that a lot of your energy is

directed, as a consequence of the law. Each one of these individuals
has legal authority to ask you questions, as well as any member
of Congress that has an interest in what you are doing can also
make an inquiry of you as well, and divert some of your manage-
ment time. I dare say you have nothing like that in the private sec-
tor.

Mr. RossoTTi. Yes, sir. That is true.
Senator KERREY. Nothing in the private sector comes close to

that. I think it is important to say that at the beginning, because

throughout your testimony you talked about taking appropriate
steps if things are not being done, using positive incentives, getting

people to buy into values, you want to have your own independent
team, getting the right people in the right jobs, everybody must pay

attention to quality and become an advocate, all that sort of thing.

But, Mr. Rossotti, here is you again. And this is a really sloppy

one, I did this in a hurry. There are 10 service centers, each with

a manager. There are 10 regional offices, each with a manager.

There are 33 district offices, each with a manager. There are three

computer centers, each with a manager.
Mr. Rossotti, if you find out that you do not like their perform-

ance, you do not have the authority to remove them. You do not

have authority to remove them. You cannot flatten out the organi-
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zation, as we were talking about earlier. You do not have the statu-
tory authority to do that.

Now, we want civil rights laws to be followed, we want personnel
laws to be followed. There are all sorts of laws that need to be fol-
lowed. But it seems to me, Mr. Rossotti, both from the standpoint
of your oversight and from the standpoint of your management,
that you have got to acknowledge that unless this law gets changed
it is going to be very, very difficult for you to execute whatever
plan you put in place.

As I have saidin my office, my first piece of advice to you is, you
go down this little river right now, now everything is calm. But if
you listen closely, you can hear some rapids up ahead with about
150-foot falls not too far down, and it is called the taxpaying sea-
son, the filing season. It is coming up. I would not mess with the
boat too much between now and the time the falls arrive.

I would keep that boat heading down, because I will tell you, no-
body is going to love you if through this filing season something
goes wrong, goes south, and all of a sudden we have all kinds of
problems out there with taxpayers.

I will guarantee you that all the stuff we are dealing with right
now will look pale in comparison to the problems we are going to
face if we do not get through a filing season with 200 million docu-
ments that have got to be processed and moved back out to tax-
payers.

But I do not know how you are going to be able to do it, Mr.
Rossotti, even with all the wonderful things that you said in re-
sponse to the Chairman and others who asked you about how you
were going to manage this agency.

First, are you aware of what the current law is? Are you aware
of the restrictions on both sides of this operation in arriving at a
strategic plan and in implementing a strategic plan? And if you are
aware of it, what sense of urgency do you have, given the fact that
history is going to judge you?

Everybody is praising you right now, but I will say it for the sec-
ond or third time, wait until the problems appear, Mr. Rossotti. It
will be a much different performance. Members of Congress would
be, perhaps, slightly less complimentary of your private sector
skills if that were to happen.

Mr. RossoTri. Senator Kerrey, first of all, let me acknowledge
the second point you hav6 made which we talked about in your of-
fice, about the need to actually get the day's work done in the filing
season even while we pursue these other changes. I am certainly
fully aware of that.

That is one of the things that creates, I think I mentioned the
word risk in my opening statement. I think that is one of the
things, together with the century date change, the 1997 Tax Act,
all these things that require us to keep the basic operations going
even while we try to implement these changes, I am aware of that.
That is one of the things that makes it take time.

I think that on your broader point of the need for the legislation,
I think I also said in the statement I really think that in your Com-
mission and in the legislation that you have drafted to implement
some of those things, that you have really laid out not only the di-
rection but the tools that are required to really do this.



I was simply making the comment that there are some things
that could be done. I do not want to say that there is nothing that
can be done in the meantime. I think that there are some things,
even in the personnel area, that we can do. But I think, if we could
get the legislation that you have proposed implemented it would be

an enormous benefit in terms of being able to make the kind of im-

provements we need.
I also want to say that I think it was very beneficial that the

issue about the governance seems to be coming to a resolution, be-

cause I think that controversy was sort of over-shadowing to some

degree the consensus on the other very important points that were

in the legislation. So I know there are still some issues to be

worked out, but I certainly hope they can be expeditiously.
Senator KERREY. I understand that the vision inside of the Com-

mission's recommendation, and now the legislation, is that we re-

move some of the difficulty you have got being pulled in lots of dif-

ferent directions by putting a public board in place. We have now

worked out the differences there with the administration on that

board.
Likewise, on the other side, it is not just this committee that is

going to make sure that the IRS does its job, I am sure that the

taxpaying citizens in all of the other six committees have alerted

their representatives and they are going to make certain that you

do your job.
One of the things that we found, again, in the 12 public hearings

that we had from private sector people and listening to what they

were doing when it comes to technology or other strategic plans, is

that you have got to get consensus.
You have got to get shared consensus on what that plan is, oth-

erwise it is going to be very difficult to execute the plan. When you

have got 535 people on your board of directors and 270 million peo-

ple on the other side who are also asking for a variety of different

things, it is difficult, under the current law, to get to that shared

consensus.
It is difficult to get shared consensus between the executive

branch and the legislative branch on what it is that the IRS strate-

gic plan is going to be, and how then you are going to implement
it.

Let me just point out, Mr. Rossotti. Again, I suspect you know

this, but if you make a decision, either as a consequence of some-

thing that the Chairman and Senator Moynihan in the 3 days of

hearings that we had uncovered, that is to say, employees doing

things that are obviously a violation of either law or ethics and you

decide you want to do it, there is a laborious process to remove em-

ployees and a laborious process to remove senior level executives.

It is very laborious.
Under our law we give you power, consistent with civil rights

laws and consistent with good personnel management rules, we

give you power to move senior executives. Would you not want that

kind of power?
Mr. RossoTrI. Yes, sir.
Senator KERREY. We also give you, Mr. Rossotti, in addition to

the power to put negative incentives in place, one of the other

things that is missing is the power to put positive incentives in



place, the ability to incentivize people not just with a stick, but
with a carrot of high performance.

My guess is, in your business you have both positive and nega-
tive incentives in place for employees, and my guess is you get bet-
ter performance using positive incentives than you do for negative
incentives.

Mr. Rosso'i. Absolutely, Senator. I think that is just a basic
principle. I could not agree more.

Senator KERREY. We, in this legislation, give you the authority
to do that. We rewrite the civil service laws to give you much more
flexibility in managing the work force. It has not been very con-
troversial.

Every former Commissioner that came before us, and practically
everyone did, pointed to this as being an enormous problem in
being able to manage the agency and being able to do what you
have described here so eloquently, and I think very persuasively,
that you would like to be able to do if you are confirmed by the
Senate.

Mr. Rossotti, I am going to go from orange to red here in about
a second. There is another section of this bill that we are now
working on that provides not only goals, but strong incentives for
electronic filing. Our commission discovered that the error rate for
electronic filing was less than 1 percent, and it is 25 percent in the
paper world.

Again, there are statutory barriers to being able to do that. Can
you comment in your own capacity, to shorten up since the bell just
went off, to tell us how you see electronic filing in, and I hate to
use the word, but this new paradigm of government operations?

Mr. RossoTi. Well, I mean, I think you appropriately in your re-
port noted that there are widespread benefits from doing this, for
both the taxpayers and also downstream all the way through.

I mean, it is a way of basically starting with a higher quality
input at the beginning, which is going to help all the way down-
stream. As to the specific kinds of incentives, this is a matter that
I also have to study. I think that the service has done one good
thing.

They have brought in a new individual to be the head of Elec-
tronic Tax Administration from outside the Service who has some
experience, and I hope to work with that person to come up with
a plan that deals with both removing barriers, which is one of the
things I think was also noted in your report, removing some of the
barriers, such as the multitude of forms that have to be filed, even
when you do an electronic filing, as well as positive incentives.

Senator KERREY. Let me just finally comment that in some of the
other discussions on the taxpayer advocate, I appreciate what you
say about when the position comes open. But again, as a Nation
of law, we are better off changing the statute.

The current advocate is a terrific person. He is doing all he pos-
sibly can do, and he has substantially improved the operation of
the problems resolution folks. I have no criticism of his perform-
ance or him personally.

But we are a Nation of law, and I believe we are going to have
a much greater chance of having independent judgments made if



it is a non-IRS person, since their advancement is -likely to occur
as a consequence of pleasing people that they may have to go after.

Lastly, let me say, I appreciate what you said to Senator Grass-
ley when he said it would be nice to have an IRS Commissioner
that is independent. Again, unless we change the law, it is going
to get very uncomfortable for you if you, in an independent fashion,
say, Senator Blowhard, that is a lousy tax idea because this is
what it is going to cost, because the next day you are going to ask
Senator Blowhard to appropriate some money for you, or the Presi-
dent, for that matter, at whose pleasure you serve.

So, again, I think under law we need to create that kind of inde-
pendence, as well as a process that allows us to calculate what it
is going to cost the taxpayer to comply with some new proposal
that we are about to enact into law. I thank you for your testi-
mony.

The CHAIRMAN. Senator Bryan.
Senator BRYAN. Thank you, Mr. Chairman.
There for a moment, Mr. Rossotti, after Senator Kerrey outlined

the daunting challenge that you faced, I thought perhaps that you
might withdraw before I had a chance to ask any questions of you.

Let me just say that I appreciate people like yourself coming
from the private sector, willing to perform a public service in an
agency that is extraordinarily troubled, unpopular, and in which
there is a labyrinth of problems, some of which Senator Kerrey out-
lined.

I am one who is pleased that your background is different from
your predecessors, not to indict them for any shortcomings or fail-
ures. We clearly need a more aggressive management approach,
and I think your skills and your background indicate that you are
the person for the job, and that is why I am enthusiastic about
your nomination and intend to vote for your confirmation.

Let me mention an area that has been covered by a couple of my
colleagues but continues to plague the agency, and that is the
quota issue. Since 1973, it has been the ostensible policy of the IRS
not to use quotas. Now, in fairness, Mr. Rossotti, you have not seen
this particular document here so I am going to ask you in the ab-
stract about it.

But, I mean, shortly after the hearings were convened by the
Chairman and a number of witnesses came before us and testified
an anonymous fax arrived from Las Vegas indicating that an inter-
nal document that was being used clearly gives the import or the
impression that quotas are still a very significant part of an eval-
uation process.

That may not be true as a matter of law, but, as we understand,
perception is reality. If the perception of employees is, yes, they are
going to be evaluated based upon their hourly performance in
terms of how much money they recover, that is their response.

Mr. Dolan, who is the Acting Commissioner, as you know, re-
sponding to my letter, gave, I think, a very forthright response. He
indicated after examining the document that, in point of fact, it did

appear to be a quota, and he has indicated that he is going to dis-
continue this approach.

What we need to do is to drive a silver stake through the heart
of this quota process, and I would hope that you would be energetic



in extricating this deeply-embedded cultural perception that some-
how everybody that comes before the IRS who has got some kind
of a problem in terms of the amount of money he or she owes the
government is perceived much as the motorist driving down the
street in a community in which a police officer has a quota of 30
traffic tickets each week.

Share with me any thoughts that you have as to how we can
eradicate this practice and kill it, kill it, kill it for good.

Mr. Rossorri. Well, I think that is a pretty good phrase, driving
a silver stake through it. We may adopt that as the slogan. But I
think it is, as I somewhat indicated in my opening statement, a
two-part process here. I mean, I think there are some near-term
things which we can do which basically get to the point of just stop-
ping certain practices which are inappropriate.

I think, as Acting Commissioner Dolan has done, he has already
started down that path. That can be done, I hope, pretty quickly
because it is relatively easier to stop something than it is to create
something.

"ut, in the long term, I really do think we have to create some-
thing which is a system of balanced measurements for the way the
whole organization works, as well as parts of it, which has a major
part of the balance being looking at things from the taxpayer's
point of view.

Almost all private sector companies that are good companies do
this now. When they have a contact of any kind with a customer,
they measure how it looks from the customer's standpoint. That is
an important part of the evaluation for the people that are provid-
ing that contact. Then you also have to have some operational
measures to measure how well you are doing.

But, you know, these heavy-handed tactics, I think it has been
proven in some private sector organizations that they are not really
necessary always to collect money. I would like to give you an ex-
ample from my own business experience. One of the industries that
we have worked with a lot is the telephone industry. Fifteen years
ago, a lot of our clients in the telephone industry followed pretty
much the same practice for their accounts receivable.

When a record showed that a customer had not paid the phone
bill for a certain number of months they sent them a letter and-
said, "We are going to cut off your phone service," and then they
would actually shut down the dial tone. That was a very unpopular
practice with customers. It caused a lot of complaints, a lot of re-
sentment.

When the market started to become more competitive and they
started to really try to look at things from the customer's point of
view, they started to realize you just did not have to do that most
of the time, that most of the people were going to pay their phone
bill.

You might find out that maybe the records were wrong and they
really had paid it, or they had paid part of it, or maybe that par-
ticular customer was ill for a short time or had gone on a trip and
they just neglected to pay that bill.

When you started to look at it that way, and this is one of the
areas of consulting that our firm did, you could find out that it just



was not necessary in most cases to send out a notice threatening
to cut off the phone service.

The business practices in that industry have changed very much
and fewer notices are going out telling people that compares are
going to cut off their phone service, yet these companies are still
collecting the money. As a matter of fact, you can see that that in-
dustry is doing pretty well right now.

So I think that there are ways to accomplish the objectives that
we have without having to have these kinds of heavy-handed tech-
niques.

Senator BRYAN. Well, I appreciate that response. Your answer
leads to another area of inquiry. That is, we talk about making the
agency more consumer friendly. I think we have to be honest and
realistic with the American people.

A trip to the Internal Revenue Service office, if there is an issue
between them and the taxpayer, will never be like a trip to
Disneyland. It is going to be a traumatic experience. But there are
some things that I think that we can do, and I would hope that
you would ask us to provide you with those tools if you feel that
you do not have them.

For example, there is no reason why hours cannot be adjusted so
that taxpayers that have difficulty do not have to take time off of
work, that we can have Saturday hours, we can have Friday hours,
hours after the normal close of business, whatever that is, 5:00 or
6:00. That is something that, it seems to me, we ought to try to
do.

One of the sources of frustration is that people are encouraged
to phone if there is a question they have, oftentimes getting no re-
sponse because of the overload. I mean, you get millions of calls.
I think there is 105 or 110 million requests for information that the
IRS gets in a single year.

In all fairness, no other organization, private or public, in the
world gets that kind of a volume, so that represents a management
challenge for you that I hope you would be able to work with, and
that basically we can encourage some management practices to
make the process a little bit more responsive to what the public
needs and expects.

Mr. Rossorri. Absolutely, Senator. That is the whole point of
what I was trying to get to in my opening statement, to shift the
whole thing, to look at things from the taxpayer's point of view and
figure out how we can help the taxpayer comply.

Some steps are already being taken. I mean, there recently have
been some announcements by the Service to help expand some of

the hours, and we do have these Saturday problem resolution days
that will be coming up, and I think those are some useful steps in
the short term.

Senator BRYAN. Yes. I hope we will follow that.
Senator Kerrey asked you about the telefiling system. Let me

just say, I think that is good news. That is a message that really

has not gotten out.
I am told, and you may comment on this, that the universe is

about 26 million. There are about 109 million individual returns

filed each year, 26 million of which may be eligible for the telefiling
which, for those who are not familiar with it, is a paperless system



in which you simply use your telephone to, in effect, file your tax
return, and we are getting something in the neighborhood of about
4.7 million returns.

If we could expand that to the full potential, it seems to me it
provides, number one, easier filing for the individual consumer,
second, reduces the paperwork and the burden that you all face so
that you can focus on the other management problems that legiti-
mately are personnel intensive. Any thoughts in terms of how we
expand that universe?

Mr. Rossorri. Yes. Well, I think that Telefile actually just won
an award as one of the best government innovations.

Senator BRYAN. Yes, it did.
Mr. RossorTI. I think that is an innovation that originated in

the Service, so it is an excellent example of some good things that
are going on.

I do not know the precise number as to how far it can expand.
I certainly know it can expand-

Senator BRYAN. Let us assume it can expand in that magnitude.
My purpose is not-

Mr. RossoTTi. Yes. I think a big part of the expansion is going
to be-and from what I know, some efforts are going to be under
way very shortly to do this-is to find a better education program,
if you will, a marketing program, to let people in that universe
know that they have that option.

There are some other things that are going to be done to deal
with people who may have changed their addresses, and that is one
of the things that you have to deal with in that area.

So I know there are some steps already under way in this coming
filing season. I think, as we look at the overall electronic filing pro-
gram, we would want to look at that as one of the strategies that
we want to pursue.

Senator BRYAN. Yes. I think it does require at least some kind
of public awareness. Not everybody is convenient with all of the
electronic capabilities that we have today, but using a telephone is
an instrument that generally is not terrifying to most folks. To ex-
plain what can be done, it seems to me, will encourage expanded
usage of that, and I would encourage you to do so.

A final question or two. The testimony that was elicited during
the course of the witnesses who the Chairman brought before the
committee was quite discouraging in one respect.

I mean, the Congress, in a bipartisan way, Taxpayer Bill of
Rights I was enacted, Taxpayer Bill of Rights II, all of which were
designed to enhance public protection, the taxpayer advocate pro-
viding some kind of an independent mechanism to resolve conflicts
that occur short of a formalized appeal process.

I think it is fair to say, Mr. Chairman and Senator Moynihan,
that there was almost a consensus from all witnesses that the Tax-
payer Bill of Rights really had not made much of a difference. My
purpose is certainly not to criticize my colleagues who labored
mightily on its behalf, and I was a member and supported the Tax-
payer Bill of Rights II, what can we do?

I mean, if this is all just an exercise in which we pass legislation,
as I hope we will-I am a supporter of Senator Kerrey's legisla-
tion-what can we do to ensure that its intent is fulfilled?



Mr. RossoTTn. Well, I think this question goes to the basic point
that we have to get the message across of what we are trying to
do in the agency and get people across the whole organization to
realize that being a taxpayer advocate is not some oddball job that
only a few people have, but is really, in some sense, a part of
everybody's job.

So I think this is part of the long-term education and refocusing
process that we have to go through in the agency. That does not
mean there are not some, again, short-term steps.

For example, some of the new legislation that is being proposed
as a result of Senator Kerrey's efforts, I think, can make a dif-
ference. There are some short-term steps like these citizen advo-
cacy panels that can perhaps have some immediate impact to give
people more awareness and a better channel. But, longer term, we
have to shift the whole focus.

Senator BRYAN. Mr. Chairman, thank you.
I just would conclude by observing that Congress has been a part

of the problem.-We provided a Tax Code that is extremely complex.
We can also be part of the solution.

I would hope that you would feel free to come before us and indi-
cate if there are legislative obstacles that make it impossible for
you to do the job, to let us know so that we can respond.

Mr. Chairman, thank you very much.
The CHAIRMAN. Thank you, Senator Bryan. I appreciate your line

of questioning because one of my principal concerns is the imple-
mentation, the short term as well, but the long term, because so
many of these practices we have tried to address in the past, but
nothing has really happened, whether it is browsing through the
taxpayer's file, whether it is a question of quotas, or whatever.

So it does seem to me that how we change the culture for long-
term reform is going to be one of your most challenging and dif-
ficult questions.

I have a series of questions that have been propounded by em-
ployees or former employees of the agency. I will not go through
all of them, but I would like to ask you two of them because I think
they demonstrate some of the concerns internally in the IRS.

These are basically prepared by the employees, slightly para-
phrased to make them shorter. But, 'Tactics employed by IRS are
not user-friendly, they are to shame and discredit the taxpayer so
that he feels isolated and alone. This has led to many suicides.

If that does not work, then tools of terror are used such as higher
and higher bills that no IRS employee can logically explain. If this
does not work, then the IRS begins to take away property in a pub-
lic, shameful way.

If questions are asked about why proper procedures are not being
followed, revenue officers respond, well, these are just guides, we
do not have to follow these procedures."

This sounds like some kind of a terrorist, prisoner of war camp,
not an agency where its own head is saying that it serves most tax-
payers very well and very successfully. So I guess we go back to
our old question, what do you do to change this culture?

Mr. RossoTnI. Well, Mr. Chairman, to have people in an organi-
zation that would believe that they are able to, act that way is just
completely antithetical to my way of thinking about the way things



should be done, and I think that we have to get that message
across.

Again, I do not want to sound like a broken record, but there is
short term and there is long term. Short term, we have got to weed
out the real problem areas, the real problem cases.

We have got to stop some of the practices that may have led,
even if unintentionally, to this, like the use of these quasi-quotas.
I think that process is under way. Some of the steps that have been
taken, like these citizen panels, may give some additional outlets.
If we get a taxpayer advocate that has a little bit more clout in the
organization, that can help.

But, again, longer term we have to change the whole view of
what the organization is to be one which looks at things from a
taxpayer standpoint on everything we do and really tries to under-
stand that its mission is to help taxpayers comply with the law.

The CHAIRMAN. The thing I want to emphasize, and I think what
gives these questions great significance, is that this question is
from a current front-line employee who knows what the situation
is. One more.

"Revenue officers are taught to maintain control and create fear
and intimidation. They are taught in basic training to demand im-
mediate and full payment of taxes due.

"If the taxpayer says that they cannot pay the full amount, the
revenue officer often responds with a threat to seize and sell all of
the taxpayer's property. Every taxpayer is treated this way to cre-
ate an atmosphere of fear and intimidation so the revenue officer
can get what he wants."

He ends up with, "Do you believe a better approach would be to
find out what the problems are and how they are to be resolved by
working together to get the taxes paid?"

Mr. RossoTTI. The answer to that is, "yes, I do." I think I used
the example of some of the work we have done in the telephone in-
dustry. It may be that cutting off your phone service is not quite
as har& a sanction as seizing your house. Certainly it is not.

But, still, it is not something that people like to imagine happen-
ing to them. It used to be said in that industry that this was the
only way that you could collect money and the only way that you
could protect the "rate base" as it was called. That has proven not
to be the case.

I mean, sometimes there may happen to be, and there are always
ultimate sanctions that may have to be used in an exceptional case.
But certainly that has been shown in any number of other places-
including, I believe, in State governments-as not the only way,
and not even the best way, to collect money even when it is due.

So we have to work on these practices. We have to reform them.
I certainly believe that it is well-proven in other sectors that it is

not necessary to use these kinds of heavy-handed tactics in order
to protect and collect revenue.

The CHAIRMAN. Mr. Rossotti, I have said on several occasions
that I would only vote to confirm you if I were persuaded that you
were dedicated and committed to real reform of the agency. As I
listen to you this morning, I think that is your intent.

Do you have any more questions?
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Senator MOYNIHAN. Just to once agan state my complete agree-ment with the Chairman, and my amiration for the open, direct,and instructive way you have answered our questions.Mr. ROSSOTTi. Thank you, Senator.The CHAIRMAN. I would just ask you this final question. As IRSCommissioner, will you ensure that the agency will fully coo eratewith the Senate Finance Committee and other Congressionar com-mittees to help us execute our oversight responsibilities; will youprovide us on a timely basis all information, witnesses, and docu-ments requested by Congressional committees in fulfilling theiroversight responsibilities?

Mr. Rosso'ri. Yes, Mr. Chairman, you have my commitment.The CHAIRMAN. Well, thank you very much, Mr. Rossotti. It ismy intent to move as rapidly as possible with this nomination, andwe appreciate your candor and frankness.Mr. ROSSOir. Thank you very much, Mr. Chairman.The CHAIRMAN. The committee is in recess.[Whereupon, at 12:42 p.m., the hearing was concluded.]





APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF CHARLES 0. Rossom'rl

I am honored to be before this Committee as the nominee for Commissioner of
Internal Revenue. As the year 1997 began, I could hardly have imagined that I
would be the nominee for this office, since I am a businessman, not a tax specialist,
and was not seeking public office.

Knowing these facts and the difficulties currently facing the IRS, many people
have asked me why I would accept this nomination. Indeed, I did not accept quickly.
But, I do believe in public service and after some reflection I concluded that at the
IRS I might have a special opportunity to improve the work of an agency that di-
rectly affects a great many people. So, I did accept and if the Senate confirms me
I will do the job to the best of my ability.

Although there has been much controversy about the IRS, one point is crystal
clear: The IRS must do a far better job of serving; taxpayers. At a minimum, we
must not allow at any time the kind of unacceptable treatment described by the tax-
payers at this Committee's hearings a few weeks ago. But, we should also aspire
to a higher standard than the minimum. I believe the long-term goad should be to
provide service to taxpayers that is consistently as good as they receive from leading
companies in the private sector.

The vast majority of taxpayers do their best to file returns and pay the taxes they
owe. We owe these taxpayers consistently first-rate service.

Further, my experience tells me that most employees willingly provide good serv-
ice to people they deal with and get more satisfaction from their jobs when they do
so. But, we must provide them the tools and support they need to provide good serv-
ice.

Achieving the goal of consistently first-rate service to taxpayers will require a
major shift in focus at the IRS. It means moving from the way things were typically
done in large private sector companies 15-20 years ago to the way the best compa-
nies do them today. The old way focused on internal operations: "How do we process
forms or how do we collect money?" The new way focuses on the customer, in this
case the taxpayer. It asks: uHow do we best help each taxpayer meet his or her tax
obligations. "

Accomplishing this major shift in focus, while carrying out the IRS's essential en-
forcement duties, is a difficult job that will require comprehensive modernization of
both the organization and technology at the IRS. Some of what it entails is de-
scribed in the final report of the Restructuring Commission, which discusses
changes in almost all dimensions of the IRS, from internal organization to the way
returns are filed to compliance strategy. These kinds of fundamental changes take
time and money in any large private or public organization, and impose risks along
the way, but I believe they must be made.

In addition, over the next three filing seasons, the IRS faces the special risk of
simultaneously implementing the changes to its systems required by the Taxpayer
Relief Act of 1997 and the Century Date Change. This essential work will consume
a great deal of management time and money during this period.

In his statement to this Committee, Senator Grassley said that he had found
proper oversight of the IRS to be a long-term commitment. I agree with Senator
Grassley's statement and note that the modernization of the IRS so as to provide
consistently first rate service to taxpayers will require a long-term commitment
comprising the better part of a decade.The ever increasing complexity of the tax code also increases the management
challenges at the IRS and imposes costs on the public. Over time, the Congress, the
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Treasury and the IRS ought to work together to find ways to reduce this complexity.
In the meantime, however, we must do a better job of helping taxpayers cope with
the tax code that exists. These efforts are complementary and can proceed at the
same time.

Recognizing the obstacles and risks we face, there are some important assets that
we can build on.

Secretary Rubin and Deputy Secretary Summers have made a strong commitment
to improving management and service at the IRS and have already begun the mod-
ernization process.

The excellent work of the Restructuring Commission, under the leadership of Sen-
ator Kerrey and Congressman Portman, has created a consensus on the direction
in which the IRS must go.

The renewed interest of the Congress in IRS management issues, as evidenced by
the recent oversight hearings organized by Chairman Roth and Senator Moynihan,
is an essential force for positive change.

Working with the Treasury Department, the IRS itself has made progress over
the last year. The recent actions taken by Acting Commissioner Dolan to improve
treatment of taxpayers, the technology modernization blueprint, and the National
Performance Review Recommendations are important steps.

And, finally, I have received encouragement and support from the Senators on
this Committee with whom I have recently met.

Before concluding, let me share one strong personal belief I have formed based
onmy 28 years of managing, and that is the tremendous power of open, honest com-
munications in building a successful organization. In the company I have headed,
which has grown from 5 people to 7,500, open communications in which problems
and mistakes are acknowledged when, inevitably, they occur, have been an essential
reason for our ability to adapt and improve. I fully recognize the need to keep tax-
payer information confidential, just as in my company we keep client information
confidential. Nevertheless, if I become head of the IRS, I will do everything in my
power to adopt a policy of open, honest communication within the IRS, with the
Congress and with the public, since this is the only way I know how to manage.

Thank you for your attention. I look forward to your questions.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR KERREY

Question. As the chairman and co-founder of a computer systems company, how
do the computers and technological capabilities of the IRS compare with those of
the private sector or other public agencies for that matter?

Answer. In my experience there is a wide spectrum of computers and technology
in both the private and public sectors. The IRS also has a wide spectrum of informa-
tion technology. However, its current primary tax processing architecture and de-
sign date from the 1960s and rely on batch processing, stove-piped systems-some
of which are quite old (over 15 years). Its systems were developed largely on main-
frame platforms, although Tax systemss Modernization introduced some stand alone
data bases with limited distributed computer processing capabilities. This has in-
creased the Service's difficulties in synchronizing its disparate stand alone systems.
In addition, the IRS has redundant telecommunications, privacy and security infra-
structure and systems.

As a result of its information technology, the IRS has limited amounts of data
available on-line and is unable to present a single, integrated view of its customers'
accounts. The IRS Customer Service Representatives (CSR) must access multiple
terminals (up to 10 different systems) to respond to taxpayer inquiries. The CSR
does not always have the most current data to respond to the taxpayer due to the
IRS' batch processing cycles and distributive system which may require up to 10
days to update all the systems. This causes the CSR to rely on aged and incomplete
data when responding to a taxpayer. In addition to lacking currency, the informa-
tion available on-line may not be either sufficient and/or readily accessible to facili-
tate the research and resolution of taxpayer account issues.

As a result of the limitations in the Service's technology, taxpayers often must
make multiple telephone calls to multiple people to resolve their issues. Because of
the requirements for specialized training for complex tax issues, taxpayers may be
assigned to specialty gates and forced to wait in long queues before reaching a CSR.
When taxpayers finally connect to CSRs, the CSRs often may not be able to help
them which requires the taxpayer to call again. Often taxpayers are told to write
to their service centers which further delays resolution of their problems.

Further, the Service's information technology requires redundant application de-
velopment which means its systems are difficult and costly to modify and maintain.



The distributed architecture requires extensive resources for support and mainte-
nance. Lack of industry standard components throughout the architecture also re-
duces its flexibility to meet new challenges. The variety of systems and technology
increases the complexity of the training required for development and systems ad-
ministration. Each system generates management reporting information which is
not homogeneous, one with the other, therefore, depriving management of an inte-
grated case management repository. This, in turn, diminishes the Service's capabil-
ity to effectively manage its customer service and compliance programs.

Question. How does the IRS's outmoded technology reduce the agency's efficiency
and ability to perform routine tasks?

Answer. The IRS originally developed its corporate data base systems in the late
1950's and 1960's to capture, store and process tax return and payment information.
These systems were developed largely on mainframe infrastructures which provided
for the requisite performance, capacity and security. These systems became known
as the "Master Files." As the volume of data mushroomed over the succeeding dec-
ades, the IRS experienced difficulty in managing the data, particularly 0ven the in-
creasing demand for data on-line to resolve taxpayer account issues, facilitate exam-
ination and collection, as well as provide for improved taxpayer services.

As Tax Systems Modernization evolved in the 1980's and early 1990's, effort fo-
cused on delivering taxpayer services and compliance functionality together with
limited on-line access to taxpayer account information. These objectives were
achieved through highly complex corporate data systems and the development of
"stovepiped" systems with stand-alone data bases using the principles of distributed
computer processing.

While the modernized systems provided on-line access to limited taxpayer account
information, the IRS experienced increasing difficulties synchronizing disparate
stand-alone stovepiped data bases and expended significant funds to develop and op-
erate stand-alone systems with duplicative functionality, infrastructures and tele-
communications.

Overall, the IRS computing environment evolved into an extraordinarily complex
array of systems which may be characterized as follows:

A. Timeliness of Taxpayer Account Information
The Master File legacy systems and data bases receive data from tax return and

payment submissions processing systems, the latter of which are deteriorating,
causing excessive downtime and diminishing productivity. Data is transmitted daily
from the Service Centers to the Martinsburg Computing Center where it is accumu-
lated during the business week and posted to the Master File data bases, commenc-
ing on a Saturday of each week and extending over several days. Thus the data
captured at the Service Centers may not be available on the Master Files tor as long
as 10 days from the date the information is transmitted to Martinsburg.

Computer on-line access to these data and the ability to update information is fur-
ther delayed by the need to transmit the updated Master File data to each Service
Center. In turn, the Service Center updates the on-line Integrated Data Retrieval
Systems (IDRS), the primary system used by Customer Service Representatives
(CSR's) to resolve taxpayer accoun: issues.

The elapsed time for the entire process, therefore, from initial data capture at the
Service Center to posting of the data on IDRS may exceed two weeks.

B. Fragmentation and Inaccessibility to Taxpayer Account Information
In addition to lacking currency, the information may not be either sufficient and/

or readily accessible to facilitate the research and resolution of taxpayer account is-
sues. For example, each Service Center IDRS data base contains approximately one
percent of the total number of taxpayer accounts on the Master File. The sum total
available on the 10 Service Center IDRS systems is approximately 10 percent of the
total number of taxpayer accounts on the Master File. Although limited in number,
the - represent the accounts which are most likely to be active.

Further, the IRS neither maintains the source payment documents nor posts ei-
ther detailed transaction specific payment or tax case information to the Master
File. Instead, this data is stored on stovepiped systems with stand-alone data bases
which, for the most part, are not integrated with the Master Files or the corporate
on-line system, IDRS.

A CSR may need to research a variety of systems to obtain a comprehensive view
of all data required to resolve a taxpayer's account issues. Access to these systems
is further complicated by the stand-alone distributed systems infrastructure net-
works supporting these systems, requiring a CSR to potentially access several com-
puter terminal devices to comprehensively identify all potential taxpayer account is-
sues.



C. Asynchronous Taxpayer Account Information
The IDRS, designed as an end user system, is employed inappropriately as the

"hub" system between the Master Files and the stovepiped systems and many, of the
stovepiped systems were developed from the need to "work around" the limited ca-
pabilities of IDRS. Resolving taxpayer eiccount issues often requires considerable re-
search on multiple systems and a series of complex time consuming tasks to update
various data bases. Additional delays occur if data fails to post to any one of the
systems in the sequential posting processes, thereby further delaying the availabil-
ity of current authoritative data.

D. Managing Taxpayer Case Resolution Issues
Most of the stand-alone systems provide for case management functionality which

is duplicative (e.g., case creation, case assignment, case processing and management
reporting). Further, each system generates management reporting information
which is not homogeneous, one with the other, therefore, depriving management of
an integrated case management repository and, in turn, diminishing the agency's
capability to effectively manage the customer service and compliance programs.

Question. How long would the IRS need to acquire "modern" equipment and at
what cost?

Answer. If we are ever to provide first-rate customer service, we need to rebuild
the whole technology base from the ground up. It is difficult to project how long it
will take the IRS to acquire modern equipment or to project the total costs because
the issue of modernizing the IRS is not simply an issue of modernizing the agency's
technology; it also is an issue of modernizing the entire agency.

Given the breadth and depth of Modernization, the IRS is seeking to pursue a

partnership with private industry through a Request for Proposals (RFP) for a
rme Systems Integration Services Contractor (the PRIME).
Pursuant to Public Law 104-208, the competitive acquisition of the PRIME must

be based on prior private and public sector experience including experience in man-
aging large scale complex computer systems, working with government revenue
agencies, showing demonstrable results in reducing costs, increasing productivity,
improving service and integrating human performance factors with technological
changes.

Although the time required to completely modernize the IRS computing environ-
ment is currently unknown, the contract for the PRIME is potentially fifteen years.

A fundamental principle of the Modernization implementation strategy is to incre-
mentally develop, integrate, test, prototype, pilot and deploy Modernization capabili-
ties. To mitigate risk to cost and schedule, the incremental approach applies to all

levels of decomposition of the Modernization Blueprint, from the Phase level, which

reflects the overall strategic plan for Modernization, to the build elements which

represent specific buildable technical products.
As such, Phase I/Release 1 of the Modernization Blueprint focuses on Customer

Service and Compliance and is based on the following:
" Critically needed functionality to provide the framework for both the telephonic

and systems security infrastructure that would enable a market segment of in-

dividual income taxpayers to access the IRS more efficiently via the telephone
and Internet and secure access, on-line, to taxpayer account information, there-

by facilitating "one-stop shopping" telephonic and Internet resolution of tax-
payer account issues;

" Opportunity to accelerate time to market by focusing on only a single market

se ment (e.g., a segment of the individual income tax taxpayers);
* Minimal dependence on interfacing with legacy or operational IRS systems;
" Application of commercial off-the-shelf (COTS) software, middleware and hard-

ware components wherever feasible; and
" Opportunity to undertake significant performance testing in a prototype and

pilot environment to provide "real world assessment of the Modernization Blue-

print's overall architecture (e.g., infrastructure, systems and data security and
data management).

The Phase I/Release 1 Customer Service and Compliance Pilot is partitioned into

five Subreleases as follows:
" Subrelease 1.1-Automated Self Service, integrates applications and infrastruc-

ture to provide taxpayers with rapid responses to Tax Law and other non-ac-

count inquiries through secure telephone or Internet access.
• Subrelesae 1.2-Infrastructure and Security, provides centralized security com-

ponents to safeguard access to account-based data resident on the centralized

Tax Account Data Base (the first of the "big five" Modernization Data Bases).

• Subrelease 1.3-Increased Legacy Access for More Employees, provides addi-

tional employee access to an increased number of legacy systems through a sin-
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gle universal secure workstation and integrates the telephone infrastructures
and Interim Regional Infrastructure Systems (IRIS) capabilities implemented in
the two previous Subreleases.

" Subrelease 1.4-Corporate Data Base Read-Only, establishes the centralized
data bases that replace the stovepiped, stand-alone distributed systems of the
current environment.

" Subrelease 1.5-On-Line Adjustments, establishes the incremental implementa-
tion of call routing, telephone infrastructure, security infrastructure, legacy sys-
tem access and the first three of five Modernized corporate data bases.

While Phase I/Release 1 represents only on of sixteen Modernization Blueprint Se-
quencing Plan Releases, Release 1 provides the following functionality for the form
1040 Individual Income Tax Taxpayer:

e 40 percent of the total Modernization Blueprint Business Requirements; and
9 51 percent of the total Modernization Blueprint Customer Service and Compli-

ance Business Requirements.
It is anticipated that the cost to develop, integrate, test, prototype, pilot, deploy_

and maintain Phase I/Release 1 nationwide would be as follows:

o evewoment in Operations&
Fiscal year -e tt ma tenance in- Total

vestments

1999 ............................................................................................................ $54,730,368 $0 $54,730.368
2000 ...................................................................................................... .... 141,318,464 6,968,164 148.286,628
2001 ............................................................................................................ 43,725,845 21,131,653 64.851.498
2002 ........................................................................................................... 39,0 39,3 28 22,011,511 61,050,839
2003 ............................................................................................................. 38 ,961,213 25,212,826 64.174,039
2004 ............................................................................................................ 14,932,486 23,186,109 38,118,595
2005-2013 ................................................................................................. 0 208,614.984 208,674,984

TOTAL ................................................................................................. $332,707,704 $307,185,247 $639,892,951

It is required that the offerors competing for the PRIME will evaluate the Busi-
ness Case and Engineering Specifications as part of the offeror's PRIME Technical
and Business Proposals to develop and deploy Phase IfRelease 1. The Proposal sub-
mission date is currently May 1, 1998.

Question. Do you believe it would be helpful to have some private sector oversight
of the IRS? What added value could those individuals provide?

Answer. While I think the issue of private sector oversight of the IRS is an impor-
tant issue, I also am aware that it is an issue for the Administration and Congress
to resolve. Whatever is decided, I will do everything I can to implement the decision.

Question. The National Commission on Restructuring the IRS, which I co-chaired,
felt that the IRS needed to improve its customer service by adopting some of the
best practices of the private sector. I understand the U.S. Postal Service has estab-
lished customer service "core center" demonstration projects designed to test leading

-private sector business practices in public institutions. These demonstration projects
are conducted as a public-private partnership to obtain the best results. Are you
aware of these projects and do you believe they might be worth exploring as a way
to improve customer service at the IRS? Does the IRS have the authority to create
similar demonstration projects? What, if any, problems would you envision with
such a proposal for the IRS?

Answer. I expect to meet with Postmaster General Runyon sometime in January
1998. After our meeting, I will be happy to respond to your questions on this topic.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR GRASSLEY

Question. In July 1996, the IRS published Rev. Proc. 96-41, related to tax exempt
bond arbitrage rules and the prices paid by state and local governments for "open-
market escrow" securities. Over the years, Treasury and IRS had been unwilling to
provide market participants with any substantial guidance as to how to interpret
the "fair market value" requirements, even when formally asked. In Rev. Proc. 96-
41, however, the IRS has essentially attempted to impose onerous rules on state and
local governments on a retroactive basis. The IRS is using aggressive efforts to at-
tempt coerce state and local governments into entering into settlement agreements
to avoid further investigation and audit. Meanwhile, IRS field agents are aggres-
sively pursuing arbitrage enforcement cases with practically no uniform guidance
from Washington.

The Rev. Proc. Has been criticized by just about everyone involved in the issue
except for the IRS. After numerous meetings with IRS officials for over a year, we're



still at a point where nothing has been done. I wrote to your predecessor, but I only
received a non-informative response. I hope we can expect more from you.

So, I'd like to know when are we going to see some genuine cooperation on this

issue from the IRS, and when are there going to be changes in this IRS procedure
that no one supports?

Answer. You' ve asked about the status of the Service's efforts in reevaluating
Revenue Procedure 96-41 regarding voluntary closing agreements and "yield-burn-
ing." As you know, the revenue procedure involves an unusually complex area of the

tax law. However, the Service is working actively with both the Treasury Depart-

ment and the Securities and Exchange Commission to develop appropriate stand-

ards and coordination mechanisms to permit resolution of cases short of the draco-

nian result produced by a mechanical application of the tax law. Comments received

at a January 15, 1997, public hearing on the revenue procedure are being taken into

account as well.
Question. In addition, what guidance are you going to be giving to field agents,

and when are they going to get it, so that state and local governments and their

taxpayers will be treated fairly and consistently?
Answer. A task force composed of representatives from the field, including agents

familiar with the issue, and personnel from Headquarters, have had a series of re-

cent coordination meetings to ensure that all cases under review proceed in a con-

sistent and appropriate manner.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR NIcKLES

Question. Please explain the established procedures for auditing an individual,

corporation, or tax-exempt organization base on an outside complaint?
Answer. When an employee in Examination Division receives information of suffi-

cient compliance value to warrant enforcement follow-up concerning a return filed

or to be filed and there is no indication of potential fraud, an Examination Informa-

tion Report (Form 5346) will be prepared and submitted to the employee's imme-

diate supervisor for approval. Information received by Examination personnel which

does not relate to an open examination, but which may involve potential fraud, will

be recorded on Form 3949, Criminal Investigation Information Item, and forwarded,

through channels, to the Chief, Criminal Investigation Division for processing.
If in the course of an examination, an examiner receives information of a direct

transaction between the taxpayer under examination and another taxpayer with

sufficient compliance value to warrant the examination of a return filed by the other

taxpayer and this return would be assigned to the examiner's post of duty, then a

request to obtain the filed tax return (Form 5345) will be prepared and submitted

to the employee's immediate supervisor for approval. If the immediate supervisor

does not approve the request to secure the original return, then Form 5346 (Exam-

inaion Information Report) should be prepared. All approved Forms 5346 will be

referred to the-Chief, Planning and Special Programs (PSP).
An approved Form 5346 which relates to a taxpayer filing in another district will

be mailed to that district, addressed to the District Director, Attention: Chief, PSP.

All Forms 5346 which relate to district taxpayers will be researched to determine

if a return for the same taxpayer and class of tax is open in Examination. If open,

the Form 5346 will be associated with the case file.
The Chief, PSP, or designee, will promptly screen the Forms 5346 received.

(1) Those reports not properly completed, not approved, lacking sufficient in-

formation, andor submitted for a filed year, subsequent to one currently being

examined, will be returned by the Chief, PSP to the originator's supervisor.

(2) Forms 5346, which do not warrant examination, for any reason, will be

destroyed.
Upon receipt of the return with associated Form 5346, the Chief, PSP or designee,

will classify the return in light of the information reported. Returns not warranting

examination will be closed and Form 5346 will be destroyed. Forms 5346 will not

be attached to the return. Once classified and assigned to an Examination group,

the audit of a return resulting from an outside complaint is no different than any

other examination.
The procedures for classification and selection of tax-exempt organizations for ex-

amination from any source, including third-party information referrals, are co.-

tained in the Internal Revenue Manual (IRM) Chapters 7900, Identification, Selec-

tion, and Classification of Exempt Organization Returns, and 7(10)00, Examination

Procedures. The procedures are designed so that no one individual at any level in

the organization can alone initiate an examination. At a minimum, a classification

specialist, a group manager, and an agent are involved in the decision as to whether

an examination is warranted before an examination is initiated.



The Returns Program Manager (RPM) in the Exempt Organizations Key District
Office (of which there are four nationwide) is responsible for initially identifying tax-
exempt organizations for examination. Working in the context of the annual work
plan, which establishes areas of emphasis, the RPM identifies the tax or information
returns that have the greatest potential for error. Third-party complaints or refer-
rals are one source for identifying returns with potential for error, though a com-
plaint or referral is only one piece of the information considered in determining
whether an examination should be initiated. The RPM, or an individual in his or
her office, reviews referrals and makes the initial determination whether the infor-
mation warrants ordering the organization's return from the appropriate Service
Center.

If the RPM determines that an examination is warranted, he or she will forward
the return to a group manager. (This may not be done immediately if the group al-
ready has a sufficient inventory. The RPM may retain the return until the group's
resources allow for an examination to be started). The case file will contain the re-
ferral (or referrals, if more than one information item has been received), the appli-
cable returns, and ether pertinent information.

The group manager makes a second review to determine if an examination is war-
ranted, and if so, whether the group has the resources to conduct it. These resources
include the availability of an agent with the appropriate grade and expertise in the
geographic area, the availability of travel funds, if needed, and the availability of
any special expertise, for example a computer audit specialist, that he or she deter-
mines will be needed to examine tie organization.

If the group manager decides to proceed, he or she will assign the case to an
agent, who again reviews the case file. The agent may also "survey" the case by
marking it "accepted as filed" or "closed after survey" without contacting the entity.
The agent would then attach the information item to the return and forward the
file through channels to the service center.

Question. Does the IRS require that specific forms to be filled out by agents or
supervisors when an outside complaint about an individual, corporation, or tax-ex-
empt actually leads to an audit?

Answer. Form 5346 (Examination Information Report) or Form 3949 (Information
Report Referral) is used when the information is received. Agents and supervisors
who receive tax-related information concerning a tax-exempt organization forward
it through Form 5666, EP/EO Information Report. Form 5666 is also used to record
analyses of the information.

question. If so, are these complaints and forms maintained by the IRS?
Answer. For those returns selected for audit, the complaint and form (Form 5346

or Form 3949) become part of the case file. Those that are without merit, warrant
no further action, or where the taxpayer cannot be identified are destroyed. If the
return is selected for examination, the Form 5666 and any attached information is
attached to the return and remains apart of the examination file.

Question. Do you believe an individual, corporations, or tax exempt organization
should be informed that the audit is being undertaken based on an outside com-
plaint? Of so, should the complaint letter be disclosed to the entity under audit?

Answer. Apart from church tax inquiries and examinations, which are subject to
the specific restrictions and requirements of section 7611 of the Code that require
the IRS to provide the organization a copy of all information available under FOIA
that formed a basis for the inquiry, we do not initially disclose the reason or reasons
an individual, corporation or organization was selected for audit. If an taxpayer asks
why it was selected for examination, we believe that what should be disclosed de-
pends on the facts and circumstances. Disclosure of the information could jeopardize
the complainant's career, family or life. Individuals who have knowledge of tax non-
compliance being committed by others would be discouraged from coming forward
with that information if they knew that their identity was going to be disclosed. If
the information was provided by a confidential informant, or if disclosure would se-
riously impair federal tax administration, the information would not be disclosed
and the IRS would assert the applicable exemptions in 5 U.S.C. § 552(b) (3) and (7)
in any Freedom of Information Act request for the information.

Question. If a Congressional staff member or Treasury Department staff member
or White House staff member alleged a violation of law by an individual, corpora-
tion, or tax exempt organization, what paper trail is created and where are those
documents maintained.

Answer. All outside complaints with respect to an individual or corporation are
treated the same. An allegation that an exempt organization is not in compliance
with applicable tax laws made by a congressional staff member, Treasury Depart-
ment employee, or a White House staff member would be handled in the same man-
ner as any other information item.



Question. Does IRS have any procedures for handling sensitive individual, cor-
porate or tax exempt organization audits which involve status reports or requests
for guidance from higher levels of IRS management? If so, do these procedures in-
volve any documents?

Answer. The IRS does not have set requirements for status reports or requests
for guidance based on "sensitivity" of individual, corporation, or tax-exempt organi-
zation examinations. However, personnel from district offices may brief field or Na-
tional Office officials as they deem necessary and appropriate. They may also re-
quest formal assistance including technical advice on specific issues raised in an ex-
amination and technical assistance on procedural questions or technical questions
that are not limited to a specific case. Field personnel may also seek informal assist-
ance by telephone from other field personnel or National Office specialists.

The only required reports for cases that could generally be considered "sensitive"
are the periodic activity reports on evangelist-related cases and the quarterly activ-
ity reports on private schools. These reporting requirements were instituted to en-
able National Office officials to prepare reports requested by the Subcommittee on
Oversight of the Committee on Ways and Means.

IRM 7530, EP/EO Reports Handbook, provides at text 420 of Chapter 400, Re-
ports on EP/EO Operations, that significant matters occurring in the areas of fraud
referral, Taxpayer Delinquency Investigation (TDI) referral, the State Attorneys
General Program, church tax inquiries, and illegal tax protestor activity should be
reported as they occur.

Question. If a Congressional or White House complaint is received about possible
abuse of law by an individual, corporation, or tax exempt organization, is there al-
ways a reply to the complainant? How is such a compliant and reply filed? How does
IRS report back to these "political" complainants?

Answer. A letter is sent to the complainant thanking him/her for the information
and explaining that IRS cannot release any information regarding any IRS action
because of the Privacy and Disclosure laws. The reply is filed in official correspond-
ence files and a copy would also be in the taxpayer's administrative file if the infor-
mation results in an audit. With respect to tax-exempt organizations, the IRS gen-
erally responds to all third-party complainants to the extent possible within the con-
straints of section 6103 of the Code. Section 6103 prevents the IRS from advising
complainants about any action it has taken or may take with respect to an exempt
organization, other than the fact that the information has been referred to the field.
Thus, responses to third-party complainants are limited to acknowledgment of the
complaint, a discussion of general principles of applicable law and IRS procedures,
and advising the complainant that the matter has been forwarded to the appro-
priate field office.

The IRS does not respond to the White House on complaints, as the White House
role is limited to forwarding citizen correspondence to the IRS for response. The IRS
responds directly to the writer.

Other than acknowledging complaints, the IRS does not report back to complain-
ants.

Question. If there is a Congressional, Treasury, or White House staff communica-
tion to an IRS field office about a possible abuse of tax exempt status, does the field
office always notify Headquarters? Are forms used?

Answer. If a field office receives a complaint directly from a congressional office,
the Treasury, or the White House there is no reporting back to Headquarters.

Question. Can you please provide copies of the documents and/or forms the IRS
uses to establish audit trail?

Answer. Attached are copies of Forms 5346, Examination Information Report and
Form 3949, Information Referral Report that are used with respect to individuals
and corporations. The primary forms used to establish audit trail for tax exempt or-
ganizations are Form 6464, Case Chronology Record, on which the agent records ac-
tions taken, Form 5772, EO Workpaper Summary, a checksheet of action items, and
Form 5773, EO Workpapers, on which the agent documents examination techniques,
issues, facts considered, applicable law, and conclusions. These forms, as well as the
agent-generated Revenue Agent Report (RAR) would be included in every examina-
tion case file. Examinations initiated as a result of a referral would also include
Form 5666, EP/EO Information Report (or a similar memorandum), as well as cor-
respondence from the taxpayer and third parties. Copies of Forms 5346, 3949, 5666,
5464, 6772, and 5773 are attached.
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Exalnmitlon Information Report (Form 5346)

Wnormation on toe use of inorrAtion RportXs
is in IRM 4171 id Iie AIMS habltk

hem

Enter the complete name and address of
tie taspges "S tie form mriter' For indVldM
reptina, the las name wil appear twit follwed
by a corriftta the tie Wa rne and mide ii-
it, if any. For other than individual returns,
eter tie wayt na, e 5as it should epe on
the (ott

1. Source Code 60 causes the message
l~tornon Report, to be petted in both Ierme

16 and 33 olt l arm 5W. Examination Betam
Charge Out- The Source Code should be
changed to 30 v~ie requisitioning a diiaim.

3. Enter two-dt Master F0l Tax Account
code (AFfl.

8. Enter either the EIN or SSN. The first
digit of ve number must be entered in the left
nMosi posort Dashes tust be entered

Fo Forms 7M 709 "d 4638 with SSNs, tie
SSN mus be ane&a" te ,lowed by the eW
IV..

For Form 706, the SSN of ta deceden mrt
be used. and fr Form 709 i SSN of to donor.

10. Enter tax period in YYYYMM format. For
example: f tIhe 1990 rturn is requested, enter
19g012. For a Form 706. Estate Tax ReT. the

otrtis doen wAlbe tie ye ar "rid lof
death. Foe Forms 11. 11B. IC. 730. 2C an
4638. enter te begttrlg of tie tax period

11 lfthe activity code is unknown 4 should
be vst rnated. Whnen the record comes down
from master fie. the correct actiMty code will
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automatic updating are substtutes lt returns
and returns manually reestablished lrom the
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the active code which is Opu therefore t is
imrpraai to use tie corret actiit code.

12. If there is a claim involved, enter the
arnoil of dakn (dollars orty),.eand e~e the ap
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lodo). Line out the reprised 60. Doar amount

&-Mbe entered inthde right most position. For
e)ar re; a claim for 510,122,45 is entered as

13. Ongiiator's nwe ard date.

16. Desvire so ,c o
1
f koration reported in

item 22.

17. II source of information from an exam-
ied retur enter tins perid of tie reUrn For wt-
ImVv: if f al year return ending September
1997 was examined, ercer 199709.

18. Enter form rmber of return examined.
when apprga i e.

19. Eter ths two-digit district offic code In
whk:h the return was esamirted, when appro-

22. Deoite nuno Or sitMons cop l.
Aach exhits when necessary.

Cler~cia EMWs

9. Entr either t lour-dig name corfol or

tw-docheck digtL if tie request Is beong sub-
,ted~ a pior or o. equsAQ year fr ? same

Wgwer.eror o coc dollfrom toe Audit Wel

Manage Entries
14. Sign and date the Vnforrnatin repcfl to in-

dicate approval.

2W pbeis rto t m mo Cif
2. To rewu"r ,

Or. etatio, Code 1 9 9 W ( Exatcfk l-lg C oefl 2M t -xrritto
To eaush olrm 1tcoOrgeallon Code I1000 (Field Exarniinetior 3
OrgwJIOn Cods 2000 (Cffle Esetann
Mn iterre aoorant rerrnrs on Ow AiMS

data base tor 20 mants.

4. Staket Code 06 (Awing CWlatfr)

a.This entry apples nl whren request a
rebsn Io be dehervred to a=tc Office oter than
the requesting district, or a servkV center re-
turn tor a district office ft &t office Ce&s
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and the -4*#ide district office we served by th
SW servVe coniter

7. Information reports Fed for subsGqUent
yea returns: use Push Code 039.
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aduateRecord Notice: use Push Code 025.
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2oB. Check appopriate box afte the return
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INFORMATION REPORT REFERRAL

1. TAXPAYER'S NAME 2. DBA

L STADDRESS it. STADDRES

b. CITYISTATEZIP b. CITY/STATE/ZIP

c. SSN c. EIN
d. OCCUPATION d. PRINCIPLE BUS ACTIVITY

3. MARITALSTATUS (Circle Or) M S H Div Sep

4. ALLEGED TAX VIOLATION (Check All That Apply)

_...Falsc Eexemption az Protester __Failure to Pay ___Faiure io File

ase Deduom ......._Unae tated Wealth __Unepoed Income _ Failure to WAWItold

... Mualtiple Filing -Kickback -Narcotics __ Waering TxA)ambhng

Organized Crime _..FalseJAhered Documnt _ Public/Political Corruption .. Othler (Descobe in Remarks)

5. UNREPORTED INCOME AND TAX YEAR(S) (Fill in Tax Year(s) and Dolla A.ount(s) i Known, e g, TY26 $250100..)

1 _S_ TY. $ TY_ _____ TY S_$ TY.s TYS____

a. Remarks (Brklny Escinbc Mlation - "AbcoWba,./We ,iV y/oi)

b. Are Books and Records Avalable? - Yes __ No c. Did caller tndcate/ay the taspaer is dangerous! -_Yes No

(If yes, for- ard a cop' o' this report to Inscctipon )

d. How did you earn or obtain this information_

6. CALLER ID 7. FORM 211 (Claim for Rewandi

Name R _td____ Y¢ _No(NoAtionRequircdi

St. Address (_f__ _ _ fynor'a.J dco" of this reqxx toS ,e Inft mnan CIA:m Examiner)

City/Stea/Zip
Telephone Nmrbicr(Incude Area Code) Arached - Yes __ No (No Action Required I

(if )0, .fom ard copy cf thi repo and the original Form 211 ko the

Informant Claims Exanner )

8. RECEIVED BY DATE RECEIVED 1.J L. OFFICE-_

9. DISPOSITION TO CRIMINAL INVESTIGATION DISTRICT OFFICE

- Refer all allegations involing S,0.00.0 or More Per Year i Unuorcred Iome to Dii l" Office Criminal tncsigalioe

10. DISPOSITION TO EXAMINATION OFFICE

.Refer all allegations ovotvng I ss Thas H- . P to Service Celier E samnatn (Classificaliot),

(If informal on was received by a D3stril employee, refer io sammatton Dis i n. Planig and Special lProgrAmsraih I

I. DISPOSITION TO YOUR LOCAL DISCLOSURE FFICE
- Refer all allegatnis involving a siolatlcin of non-ta a s eInforced by arwicr agency to DIsclosure.

12. DISPOSITION TO COLLECTION DISTRICT OFFICE-
- Refer failure lo pay and/nr failure so file

13. APPROVAL -TITLE -DATE

Ca No 22.5W OFICI kL USE ONlY Drpimenti of t Trraur) - iniemil ReCnut Serse
. a. se ,t sa.13an+-u"orltillForn 3949 Rev ttm-v7
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DRAFT DRAFT

THE WHITE HOUSE

Offlce of he ret Secntary

For Immediate Rde.e. July 31, 1"7

PRESIDENT NAMES CHARLES 0. ROSSOTrI AS
COMMISSIONER OF TE IMNTERNAL REVENUE SERVICE

President Clinton today announced his ime to nominate Char' 0. Rossotti to be
Corvnissioner of the Intenual Re~ Service.

Mr Rossotti, of Wahingtog DC, Is Chairman of Amserican Manaerme Systm tn. a
company he helped found in 1970. AMS is an independent computer syaan and consuming (in
with a staff of 7,000 employees and 1996 revenues of mire than S100 mlion. The international
company provides conpAihn qtem developers erie. hevn strategic busnes and technology
analyst to business proce renewal and change awasens. From 1969 to 1970. Mr. Rossotti
served as Principal Depuy Amstan Sevamaa of ef in d Offis of Systema AAl&y an office
in which he held vuou other positions fhn 1965 to 19. Upon IorVia offce in 1970, Wr.
Rosso~ti received the Distinguished Civilian Serice award. Mr. Rossol currently serves on the
boMd of ditorl oflnter mv C d Geogeow nUvw-y. He is memberoftheCounc! on

Forcip Relmio a trustee oldie Committee on Economic Developmnt, a trustee of she OGeoS
C. Marshall Foundation and a pricipe of the Council of Exceileae in Governmeit. Mr. Rossotti

received a B.A.. man cur lauds, hat Georeton Umvesity in 196%2. In 1964. he esned a
M.B.A. with high distinction from Harvard Businen School.

As Commissioner, Mr. Romt would be repois for admuisterin the vital Functions and

reform of the IS. including iWrMang customer serVie W and t she agicy's use of
information technoosy.

.30-30-30-



SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHIA INFORMATION

Al. Name: (Include any former names used.)

Charles 0. Rossotti

A2. Position to which nominated:

Commissioner of Internal Revenue

A3. Date of nomination:

3I' , " ., 1997

A4. Address: (List current residence, office, and mailing addresses.)

Residnce: 3314 N Street. N.W., Washington, DC 20007
Office: 4050 Legato Road, Fairfax, VA 22033

AS. Date and place of birth:

January 17, 1941

New York. New York

AS. Marital stjtus: (Include malden name of wife or husband's name.)

Married (wife - Barbara Margulies Rossotti)

A7: Names and ages of children:

Allegra Jill Rossoi Rich, age 27
Edward Charles Rossotti, age 25

AS: Education: (List secondary and higher education institutions, dates attended,

degree received, and date degree granted.)

St. Cecilia High School, Englewood, New Jersey, 1954-1958
Geomgetown University, Washington, DC, A.B., Magna Cur Laude, 1958-1962
Harvard Business School, Boston. MA, MBA with high distinction, 1962-1964
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As: Employment record: (List all jobe held since college, Including the title or
p of job, name of employer, location of work. and dates A employment.)

Boston Consulting Group, May 1964-July 1965; Boston, MA; employed u member of
esanagement consulting staff (note: at that time, the company was known as the management
consulting division of the Boston Company).

Office of the Secretary of Defense. Assistant Secretary for Systems Analysis; October 1965.
January 1970, The Pentago Washington. DC. Started as GS13 analyst. In 1969 was promoted
to Principal Deputy Assistant Secretary (Systems Analysis).

Amerka Management Systems, Inc.; Febmuary 1970-present; Fairfax, VA. Co-founder and
director of company since founding; President. 1970-1992; Chief Executive Officer, 1981-1993;
Chairman, 1939-present.

A10: Government experience: (List any advisory, consultative, honorary, or other part.
time service or positions with Federal, State or local governments, other than
those listed above.)

I have held no government positions except as listed in answer to question A9.

Al1: Business relationships: List all positions held s an officer, director, trustee,
partner, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprse, or educational or other
Institution.)

Affiliations with Business Entits:
10/63-3/n8 J and 0 Enterprises, New Jersey Corporation (Stockholder and Director)'

Company changed name to Vkki Enterprees.
3/78-2/83 Vicki Enterprises. New Jersey Corporation (Stockholder and Director)*

Early 70s Carey International, Inc. (Member, Board of Directors)

1973-Pres DBS Inc. (Member. Board of Directors)

12/73-4/92 Rossotti Consultants Associates, New Jersey Corporation (Director,
Vice-President) *

7/86-2/93 Betchar Realty Corporation, New York Corporation (Director and Executive
Vice-President) '

2/93-Pres Betchar Realty Company, L.L.C. (President)*

1/874/91 Index Technology Corporation (Member. Board of Directors)
Irdex Trechnoly Corporation was acquired by INTERSOL V. Inc.

5/91-Pres INTERSOLV, Inc. (Member, Board of Directors)

4/87-11/9 Artificial Intelligence Corporation (Member, Board of Directors)



9/8-12191 Sovran Bank, N.A. (Member, Board of DLrectors)
Sovan Bank NA. w acVyed byNariownIk CoW ariopL

12/91-3/95 NationsBank of Virginia, N.A. (Member, Board of Directors)
NatiouBak of irginiaJ NA. forged wih Nat owuBamk NMA.

3/95-9/95 NationsBank, N.A. (Member, Board of Directors)

3/90-4/95 Caterair International Corporation (Member, Board of Directors)

* = Private family company

American Manmzement Systems. Inc. Affiliations:
2/70-Pies American Management Systems, Inc. (Director)

2/89-Pres American Management Systems, Inc. (Chairman)

8/11-9/93 American Management Systems, Inc. (Chief Executive Officer)

2/70-10/92 American Management Systems. Inc. (President)

12/6S695 Data Base Management. Inc. (Dinct-Chairma)

12/19-Pres AMS Management Systems Australia Fry Ltd. (Director)

4/1-1/35 Executive Systems, Inc. (Director)
9/83-Pres AMS Management Systems Canada Inc. (Director)

6/90-Pres AMS Management Systems Deutschland GmbH (Director)

1/90-Pres AMS Management Systems Europe, S AMN.V. (Director)

7/89-Pres AMS Management Systems U.K. Ltd. (Director)

6/93-Pres AMS Management Systems U.K. Ltd. - Branch Office in Portugal (Director)

2/88-12/89 Loecus Informatics, Inc. (Director)

The following partnership interests were passive investments over which I had no management control or

influence. However, for certain periods my interest exceeded 5%:

1987-1991 Executive Technology, L.P.

1979-1989 Morrow Building III

1985-Pres Magazine Associates (Combined total of individual ownership interests of

Charles 0. Rossotti and Barbara M. Rossotti exceeds 5%.)

I have not listed investment partnerships in which I was a limited partner with less than 5% interest.

Trusts:

1 1/89-Pres Edward Charles Rossotti Irresocable Trust (Trustee)

4/88-Pres Allegra Jill Rossotti Rich Irrevocable Trust (Trustee)

9/92-Pres Rossotti Foundation (President)

Non-rofit Oraganization Affiliations:

3/69-677 Georgetown University (Member, Board of Directors)

1978-1981 The Washington Opera (Member, Board of Directors)
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1?79.19I$ 1 otomac School (Member. Board of Directors)
4/80-9/89 Georgetown University School of Business (Member, Board of Visitors)

6/39-3/93 Corporation Against Drug Abuse (Trustee)
3/93-6"7 Corporation Against Drug Abuse (Chairman)
197-1994 National Cathedral School (Trustee)
2/93-Pres George C. Marshall Foundation (Trustee)
4/90-591 Woodstock Theological Center (Trustee)
5/91.5/97 Woodstock Theological Center (Chairman)
&/92-9/96 Graduate School of Industrial Administration, Carnegie Mellon University

(Member, Business Advisory Council)
I 1/92-Pres Georgetown University (Member, Board of Directors)

At2: MWnberships: (List all memberships and offices held In professional, fraternal,

scholarly, civic, business, charitable, and other organizations.)

I/82-Pres The Center for Excellence in Government (Principal)
6/$9.Pres Council on Foreign Relations (Member)
1993-1994 Tax Reform Act Coalition (Member. Steering Committee)
5/93-Pres Committee for Economic Development (Trustee)
6/93-Pres Atlantic Council of the U.S. (Councillor)

A13: Public affiliations and activities:

a: List all public offices for which you have been a candidate.

None

b: List all memberships and offices held In and services rendered to all political

parties or election committees during the last 10 years.

Member of finance committee for reelection of Congressmani Tom Davis of Virginia during

1996 congressional elections.

c. Itemize all political contributions to any Individual, campaign organization,

political party, political action committee, or similar entity of $50 or more for

the past 10 years.

2/26/97 Virginia Victory Fund $5,000

12/16/96 Rust for Delegate $500

11/1/96 Friends of Coleman Andrews $4,250

11/15/96 Friends of Jeannemarie Devolites $250

10/4/96 Fairfax County Republican Committee $1,000

10/4/96 Friends of John Warner 1996 Committee (Primary Debt) $1,000

10/4/96 Friends of John Warner 1996 Committee (General) $1,000

9/27/96 Friends of Tom Davis $1,000

6/3/96 The Virginians for Don Beyer $1,000

4/24/96 Republican National Committee $1,000

3/14/96 Fairfax County Republican Committee $250

2/6/95 Tom Davis for Congress $1,000



12/1/95 Alexander for President $1,000
9/15/95 Paul Brubaker for State Senate $100
V130/95 Joint Republican Caucus of Virginia General Assembly $2,500
1/3/95 Gary Jones for Chairman $250
6/16/95 Devolites for Supervisor $250
5116/95 Callaan Campaign Committee $500
3/30/95 Gorgone for Supervisor $250
3116/95 Friends of Wan Barry for Senate Committee $500
1/16/95 Tom Davis for Congress $1,000
10/13/94, Tom Davis for Congress $1.000
8/17/94 Carol Schwatz for Mayor Committee $200
1/31/94 Tom Davis fo Congress 194 $1.000
9/17/93 Don Beyer '93 $250
11/30/92 VirginiaDemocratic Caucus $1,000
10/20/92 Friends of Les Aspin Committee $250
7/21/92 Sandy Pensler - Pensler for Congress $200
6/18/92 Friends of Frank Wolf $250
6/5M2 Williams for Govenor '93 $500
6/5/92 Friends of Les Aspin $200
3/3/92 Friends ofLes Aspin $150
2/27/92 Tsongas for President $1,000
12/12/91 Friends of Frank Wolf 92 $250

10/21/91 Friends of Les Aspn $200
9/17/90 Friends of Les Aspin $100
7/23/90 Schroeder for Congress Committee, Inc. $500
6/12/90 Friends of Les Aspin $250
3/27/90 Friends of L Aspin $250
10/22/17 Association of Data Processing Service Organizations P A C $500
1/26/87 Schroeder 1918 $250

A14: Honors and Awards: (List all scholarshlps, fellowships, honorary degree.,
honorary society memberships, military medals and any other special
recognitions for outstanding service or achievement)

Received Departnent of Defense Distinguished Civilian Service Award in 1970.

AIS: Published writings: (Ust the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

'Two Concepts of Long Range Planning." published by Boston Consulting Group.

1% 5. -.. ..

*A Spread of Knowledge* (growing use of intanets), Financial Times, December 1996.

'The Computer Alternative' (in-house minicomputers vs. service bureaus), In/osysitms,
September 1982.



"The Great Debate About Computer Services," Associaion UMwgemvu, November
1983.

"The Consultant's Perspective," Chapter 14, Information Tochnolo In Agk Te
and Pe_=tives. overall book edited by Richard B. Wang. Yourdon Press, 1993

A16: Speeches: (List all formal speeches you have delivered during the past five years
which are on topics relevant to the position for which you have been nominated.
Provide the Committee with two copies of each formal speech.)

I have given no speeches on topics relevant to the position of Commissioner of Internal Revenue.

Al7: Qualifications: (State what, In your opinion, qualifies you to serve in the position
to which you have been nominated.)

My most important qualifiwation stems from my experience during the last 27 Y3 years at
American Maragement Systems, Inc. (AMS), a frm which I co-founded and have lead as
President, CEO, and Chairman during various periods. AMS's business is helping large
corporations and other institutions improve organizational performance by taking advantage of
information technology. This has provided me two valuable categories of experience: managing
the growth of AMS itself, and working with a wide range of client organizations.

At AMS, I have managed the organization during transition from a small start-up to a current
organization of approximately 7000 employees operating internationally in about 50 locations.
This has included recruiting. organizing compensating and motivating many managers and staf,
as well as financial accountability for the overall company's results. As a technology-based
company, it has also included managing many technological transitions over the past 27 years.
As head of a publicly owned company since 1979. 1 have dealt regularly with the press and
public investors.

My work with AMS clients has provided equally valuable experience. These clients are lUrge
funcial institutions, telecommunications firms, state government agencies, ad technology
companies. In most cases, these clients were engaged in major initiatives to improve and change
their businesses or operations by redesigning business processes and implementing new
technology. Success in these initiatives required understanding the client's business and
organization as well as technology.

Two other activities have also provided me valuable experience. My work from 1965 to 1970 in
the Offite of the Secretary of Defense provided valuable experience in the inside of a large
Federal agency. My service on various corporate and non-profit boards of directors has also
provided me experience a perspective on the workings ofa wide range of large and small
ora nizations as well as experience working with boards and oversight groups.



B. FUTURE EMPLOYMENT RELATIONSHIPS

81: Will you sever all connection with your present employers, business firms,
assocltons, or organIzations If you are confirmed by the Senate? If not. provide
details.

I will retain my interest, and those interests which are attributed to me, in the stock of American

Management Systems, Inc. I also intend to retain the positions of Trustee of two irrevocable

trusts I established for the benefit of my children, President of the Rossotti Foundation and

President of Betcha Realty Company, L.L.C.

I will sever all other connections with employers and other organizations with which l am

affiliated as officer, trustee or otherwise. I would like to retain my membership in the Council on

Foreign Relations.

82: Do you have any plans, conmmitrefnts, or agreements to pursue outside
employment, with or without compensation, during your service with the
government? If so, provide details.

I have no plans, commitments or agreements to pursue outside employment of any kind during

my service in the government.

B3: Has any person or entity made a commtrn ent or agrement to employ your

services In any capacity after you leave government service? If so, provide
details.

I have no commitments or agreements for employment after govem'sent service.

84: if you are confirmed by the Senate, do you expect to serve out your full term or

until the next Presidential election, whichever Is applicable? If not, explain.

I expect to serve through the Presidential term.

C. POTENTIAL CONFLICTS OF INTEREST

Cl: Indicate any Investments, obligatons, liabilities, or other relationships which

could Involve potential conflicts of Interest In the position to which you have been

nomInated.

There are three categories of investments and relationships that could give rise to conflicts of

interest with the performance of my official duties if I am conrumed a Commissioner of Internal

Revenue. These are:

(I) my ownership, and ownership interests which are attribute to me, of stock in AMS;

(2) my or my wife's ownership of other securities or interests in investment partnerships; and

(3) my wife's law practice with Shaw, Pittnman, Potts & Trowbridge.
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C2: describe any business relationship, dealing or financial transaction which you
have had during the last 10 years, whether for youwf, on behalf of a client, or
acting m an agent that could In any way constitute or result In a possible conflict
of interest In the position to which you have been nominated.

None other tha thos listed in C I.

CS: Describe any activity during the past 10 years In which you have engaged for the
purpose of directly or Indlrectly Influencing the passage, defeat, or modification
of any legislation or affecting the administration and execution of law or public
policy. Activltke performed as an employee of the Federal government need not
be listed.

In 1993, AMS was a member of the steering committee of the Tax Reform Action Coalition
which opposed higher corporate tax rates and also opposed preferences such as the investment
tax credit I wrote one letter to the chairman of the Ways and Means Committee supporting the
Coalition position.

C4: Explain how you will resolve any potential conflict of Inteet, Including any that
ray be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements).

I place extremely high importance on compliance with all ethical standards, including avoidance
of conflicts of interest If I become aware of any potential conflict of interest or circumstances
which might create even the appearance of a conflict of interest with the performance of my
official duties following appointment! as Commissioner of Internal Revenue, 1 will promptly
consult with the Designated Agency Ethics Official of the Deparutent of Treasury and
implement the DAEOs recommendations, in order to comply fully with all applicable laws and
regulations.

In addition, the following steps will be taken to resolve each category of potential conflict of
interest identified in the answer to question C 1:

I. AMS. AMS has two contracts with the Department of Treasury and two contracts with the
Internal Revenue Service. I have no personal knowledge of the specific terms of these
contracts. if I am conftmed, I will establish procedures so that matters related to these
contracts will not come before me. Moreover, I have requested AMS to establish procedures
to notify appropriate officials at the Department of Treasury about future matters involving
the IRS and AMS so that I can either recuse myself from them or take other appropriate
actions to avoid any potential for a conflict of interest.

2. Other investments. With respect to my financial interests and those attributable to me. other
than the holdings of AMS, I will either divest the investments, place them into a Qualified
Blind Trust pursuant to 5 U.S.C. App. I 102(f(3) or recuse myself from any particular
matter which could have a direct and predictable effect on them.
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3. Batrba M. Rossottis law pratice. Iwill recuse myself from personal and substantial

participation in any parlkular matter which directly and predictably affects Shaw. Pittman,
Potts & Trowbridge. I will also disqualify myself from participating in any pailcular matter
involving any person for whom my wife is, to my knowledge, personally serving as attorney.
or with respect to partiulk matters in which the law firm of Shaw, Pittman, Potts &

Trowbridge represent any person, unless I receive specific authorization to participate in
such a matter from agency ethics officials.

In order to avoid even the appearance of a oonflict of intemst as a result of my pst aociations

with non-profit and other affiliations listed herein, I will recuse myself from any matters directly
affecting these organizations for a period of at kast one yea from appoinLmen-

CS: Two copies of written opinions should be provided directly to the Committee by

the designated agency ethics officer of the agency to which you have been

nominated and by the Office of Government Ethics concerning potental conflicts

of Interest or any legal impediments to your serving In this position.

C6: The following Information Is to be provided only by nomInees to the positions of

United States Trade Representative and Deputy United States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or a

foreign political organization with respect to any Internaionl trade matter? If so,
provide the name of the foreign entity, a description of the work performed

(Including any work you supervised), the time frame of the work (e.g., March to

Decemnb* 195), and the number of hours spent on the representation.

Not applicable.

D. LEGAL AND OTHER MATTERS

D: Have you ever been the subject of a complaint or been Investigated, disciplined,

or otherwise cited for a breach of ethics for unprofessional conduct before any

court, administrative agency, professional association, disciplinary committee, or

other professional group? If so, provide details.

No.

D2: Have you ever been Investigated, arrested, charged, or held by any Federal, State,

or other law enforcement authority for violation of any Federal, State, county or

municipal law, regulation, or ordinance, other than a minor traffic offense? If so,

provide details.
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D3: Have 70u ever been Involved as a party in Interert In any administrative agency
proceeding or cMil Itigation? If so, provide details.

The only matter in which I have been involved as a party in interest in any administrative
proceeding or civil litigation was a traffic accident case.

On May 29. 1993, a complaint was filed in Superior Court of the District of Columbia by Ms.
Rahel Yacob concerning a traffic accident that occurred at the intersection of 33rd and M Streets,
N.W. on June I, 1990. The complainant alleged that the collision was 'due to the defendant's
(i.e. Charles 0. Rossotti) negligence and failure to yield to oncoming traffic from the westbound
direction." This suit was defended by Aetna Casualty and Surety Compnty and was settled after
an arbitration hearing at Gartrell and Associates in Silver Spring. Maryland, on January 5. 1994.
This is the only lawsuit in which I have been named as a defendant or a third party.

From time to time, AMS has been subject to administrative proceedings and civil litigation.
During the past ten year, the principal matte have been:

As reported in AMS's Form 10-K for the year ended December 31, 1995 and filed April 1, 1996,
Andersen Consulting L.L.P. ("Andersen') sued AMS on July 20, 1995, claiming copyright
infringement and appropriation of trade secrets, and seeking injunctive relief as well as damages.
On August 25, 1995, the United States District Court for the Southern District of New York, in
which the suit was pending. denied Andersen's request for a preliminary injunction based on
Andersen's delay in filing suit.

On August 30, 1995, AMS served its answer together with counterclaims against Andersen. In
its answer, AMS denied any liability by Andersen. AMS claimed no trade secret protection
exists in the concepts cited by Andersen and that AMS has utilized no confidential information
of Andersen. AMS claimed that Andersen defamed AMS and attempted to interfere with AMS's
contracts and opportunities by disseminating false statements regarding AMS. On April 29,
1996, AMS amnded its answer and counterclaim to add additional counterclaims against
Andersen for trade secret misappropriation and unfair competition.

On June 28, 1996, AMS and Andersen settled their dispute. On July 8, 1996, the parties filed

with the Court a notice of dismissal with prejudice of all claims and counterclaims.

By letters dated May 2, 1991 to AMS, the Environmental Protection Agency ('EPA') submitted
a claim for repayment of the sum of $47,865.42 under Contract No. 68-01-7002 and the sum of

$93,097.00 under Contract No. 68-01-
749

9. In its letters, EPA asserted that AMS was

improperly paid under the subject contracts for the services of certain subcontractors ho

allegedly were performing "personal services" in violation of federal procurement and personnel

laws. AMS denied the allegation in the EPA letters dated May 2, 1991, although by letter dated

February 7. 1992, it offered to repay EPA the sum of $2,442 because of an inadvertent error in

the form of invoicing an item. AMS identified the mistake during the course of an internal

review of thcebilling practices on Contract No. 68-01-7489.

On March 12, 1992, the EPA issued a Notice of Proposed Debarment, alleging that the

Corporation improperly assisted EPA officials by temporarily hiring individuals as

subcontractors pending the completion of the process required for the individuals to become

government employees at EPA. EPA further alleged that the Corporation's invoices to EPA for



these individuals were false because such individuals were working partly as de facto
government employees rather than as subcontractors to the Corporation working on approved
task orders. Thirteen task orders, for a total of S145.000 were cited.

The Corporation met with officials of EPA and offered proposed terms of settlement without

admitting the substance of EPA's allegations. Under the Corporations proposed terms of

settlement, which EPA incorporated into a draft settlement agreement for purposes of discussions

with the Corporation, AMS proposed to refund SI40,962.41 received pursuant to the disputed

invoices, pay EPA the sum of $25,000, which EPA indicated represented a portion of the costs of

EPA's investigation and the estimated costs of future audits, and would implement enhanced
compliance procedures designed to prevent the occurrence of actions such as those alleged by
EPA to have occurred.

The settlement agreement was signed, effective April 14, 1992, and the Notice of Proposed

Debarment was withdrawn. Under the terms of the settlement, the corporation has no restrictions

or its ability to do business with Federal agencies.

In addition to these two matters, in the last five years, AMS has been party to 16 administrative

proceedings with employees concerning various equal employment disputes. I was not

personally invelved in or a party to any of these disputes. Of the 16 cases, 9 were decided by the

agency in AMS's favor, I was withdrawn, 3 were settled with the employees and 3 remain
outstanding.

134: Have you ever been convicted (including pleas of guilty or no/ contenders) of

any criminal violation other than a minor traffic offense? If so, provide details.

No.

05: Please advise the Committee of any additional Information, favorable or

unfavorable, which you feel should be considered In connection with your
nomination.

None.

E. TESTIFYING BEFORE CONGRESS

El: if you are confirmed by the Senate, are you willing to appear and testify before

any duly constituted committee of the Congress on such occasions as you may

be reasonably requested to do so?

Yes.

E2: if you are confirmedby the Senate, are you willing to provide such Information as

is requested by such committees?
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Office of the Semrtaqy

October 24, 1997

Honorable William Roth, Chairman
Senate Fi,.ance Committee
219 Dirksen Senate Office Building
Washington, DC 20510

Dear Chairman Roth:

I am writing to commend the nomination of Charles Rossotti as
Commissicner of the Internal Revenue Service and urge your committee to
recommend his confirmation to the United States Senate.

American Management Services has been the prime partner of the K.nsas
Department of Revenue as we have totally restructured the tax
administration process. Mr. Rossotti, as Chairman of American
Management Scevices. Inc.. has served as my personal liaison to that firm.
That effort, Project 2000, focuses on building a financial services
organization whose mission it is to provide world class customer service.
This mission fundamentally shifts the emphasis of the agency away from
being a "tax police force" to treating taxpayers as valued customers. To
accomplish this seemingly simple task is. In fact, extremely complex -
involving substantial change to the agency culture. its business processes,
organizational structure and enabling technology. Building strong, working
partnerships within the agency and with its stakeholders are key to
making-this project a success.

The efforts of Mr. Rossotti and his firm have been indispensable in
building a customer-focused department of revenue. While 1, personally,
will very much miss my present association with Mr. Rossotti, his skills
and approach to meeting difficult management challenges are obviously
much needed at the Internal Revenue Service.

I hope your committee will recommend his confirmation to this important
post.

-incerely..

(1op' D. LaFaver
'S cretary of Revenue

(71)



Tax Executives Institute, Inc. 1200GStreetiNLW.Suie300Washington, D.C. 20005-3802

Telephone: 2021638-5601
Fax: 2021638-5607

October 13, 1997

The Honorable William V. Roth
Chairman. Committee on Finance
219 Dirksen Senate Office Building
Washington. D.C. 20510

Dear Chain-nan Roth:

On behalf of Tax Executives Institute, I am writing to encourage the

Committee on Finance to move expeditiously in schedulir.7 confirmation

hearings on Charles 0. Rossotti to serve as Commissioner of Internal

Revenue. Although Michael P. Dolan has served admirably as acting

Commissioner since the resignation of Margaret M. Richardson earlier this

year, we believe it is long past time to complete the Internal Revenue

Service's management team. Indeed. recent congressional hearings on the

tax agency - both the problems that exist and the steps that are necessary to

correct them - underscore the need for the agency, the Treasury Department

and the Clinton Administration generally, and Congress to get on with the

task of reforming the IRS.

Tax Executives Institute is the principal association of corporate tax

executives in North America. TEl is a nonpartisan. not-for-profit

membership association that represents approximately 5,000 in-house tax

professionals employed by 2,800 of the leaning companies in the United

States and Canada. TEl is dedicated to the development and effective

implementation of sound tax policy, to promoting the uniform and equitable

enforcement of the tax laws, and to reducing the cost and burden of

administration and compliance to the benefit of taxpayers and government

alike.

TEl is supportive of Congress's recent efforts to improve the tax

system and to enhance taxpayer rights. I was pleased and honored to have

been asked by the House Committee on Ways and Means to testify recently

on proposals to restructure the Internal Revenue Service, and hope to be

accorded a similar opportunity before the Committee on Finance. TEl
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The Honorable William V. Roth
Chairman. Committee on Finance
October 13. 1997
Page Two

believes that pending legislative proposals hold much promise for improving the management and
oversight of the IRS. and we pledge our ongoing support for good.faith efforts to improve the tax
system. We sincerely believe that a key step is installing a proven manager as Commissioner and
letting that person get on with the job.

Since the first reports of Mr. Rossotti's appointment surfaced in June, there has been nothing
but praise for the management skills and business experience he will bring to the IRS. To be sure,
the next Commissioner of Internal Revenue faces formidable tasks. Th.e Commissioner must cope
with a management reorganization and oversee an absolutely necessary updating of the agency's
computer system. The Commissioner must also work with the Administration and Congress in-
restructuring the agency's structure, governance, and oversight. And the next Commissioner must
take the steps necessary to demonstrate to the current IRS workforce, Congress, and the American
people that the IRS can effectively meld its customer service and compliance functions, collecting
the revenues necessary to fund the government while treating taxpayers with the respect, efficiency,
and professionalism they are due.

In TEI's view, it is time to permit Mr. Rossotti to get on with the daunting tasks at hand.
Consequently. we urge the Senate Committee on Finance to schedule a confirmation hearing on his
nomination as soon as possible. Delaying his confirmation further runs the risk of impeding change
rather than facilitating it.

Sincerelyours,

ul herecwichde.t
International President

cc: lion. Daniel Patrick Moynihan
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DEPARTMENT OF THE TREASURY

WASHINGTON, 

O.C.

S SSSTA1Trs~cCM-EART October 22, 1997

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

Dear Mr. Chairman:

I am writing in response to your request for information about Charles Rossotri's management plans

for the Internal Revenue Service. Because he is not yet the Commissioner. Mr. Rossotti is not

sufficiently familiar with the lengths and weaknesse:s of he current marugemeni structure to decide

upon changes at this time. However, creating a team to execute his vision of improving customer

service at the iRS is certain to be one of his fust challenges.

Committee staff have inquired about the ability of Mr. Rossotti, if confirmed, to expeditiously bring

into the IRS key person el of his choosing to assist him in bringing about cntical management

reforms. Enclosed is a summary of information provided orally to your Committee staff by our

Office of General Counsel.

We appreciate your interest in the management challenges facing the IRS and your desire to help

,'.,ure that the next Commissioner is successful. We look forward to continuing to work with you

in this important endeavor.

Sincerely,

Linda L. Robertson
Assistant Secretary
(Legislative Affairs and Public Liaison)

Enclosure
cc: The Hon. Daniel Patrick moynihan
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Options for quickly appointing a limited number of key management experts:

(1) Non-Career, limited term. or lilmiad emergency SES appoIntments

* Salary range (in D.C.): $103.897 - 123.100.

* Appointments made without the competitive process required for career
appointments.

liited term appointments may be made for up to three years; limited'
emergency appointments may be made for up to 18 months.

• May only be appointed to generalr SES positions.

IRS currently has 210 career-reserved' positons. 18 of which are vacant,
three general" SES positions, aN of which are vacant; and six
undesignated slots.

Departmentwide, Treasury may utilize 564 SES slots. 435 of which must
be used for career-reserved positions. Of the 54 positions currently
vacant Departmentwide. only 25 may be filled, given the current Treasury
SES allocation of 564 slots. Actions to fill some of these vacancies are
pending.

Except for positions which by regulation must be "career-reserved."
Treasury may designate positions as *general" or "career-reserved" at the
time they are established, provided that it maintains the current
Departmentwide floor of 435 'career-reservedI positions.

Existing Ocareer-reserved" positions may be redesignated as 'general'
with OPM approval.

(2) Detail, reassign or transfer selected members of the SES (from other

agencies or other parts of Treasury)

• Details may be made for successive increments of 120 days.

Noncareer appointees may be reassigned or transferred only to 'general'
positions.

(3) Appoint experts or consultants for temporary or intermittent employment (5
U.S.C. § 3109)

Salary rates up to $115,700 (with OPM approval of ocarity pay, may
increase to $123,000).

May not supervise employees (although an expert can act as team leader
or director of a specific project) and may not make final decisions on
substantive policies.

45-904 (80)


