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OVERSIGHT ON RESTRUCTURING AND)
REFORM OF TEIRS

WEDNESDAY, APRIL 14, 1990

U.S. SENATE,
CommIrrEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:13 a.m., in

Room SD-2 15, Dirksen Senate Office Buildin, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Grassley, Hatch, Mack, Baucus, Conrad,
Graham, Bryan, Kerrey, and Robb.
OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.,-

SENATOR FROM DELAWARE, CHAIRMAN, COMMTE ON FI-
NANCE
The CHAUtiAN. -The committee will p lease be in order.
It is indeed a pleasure for me towelcome Commissioner Rossotti

here today. We will try to limit, if we can, opening statements to
Senator Baucus and myself so we can proceed with the questions
of the Commissioner, but as I said, welcome, Commissioner.

I feel compelled to begin this hearing by asking: Do you still
want this job? There is no question that you are in the eye of the
storm. But as rye been saying, I can think of no one better quali-
fied than you to lead this important agency into the new millen-
nium. I am dressed by your vision, your management skills, and
your sincere e sire implement the revolutionary new changes
that were passed into law in the IRS Restructuring and Reform Act
Of 1998.

While the IRS has been the subject of intense focus by this com-
mittee, the purpose of our hearing today is to ensure that Congress
and the Administration continue to move ahead to implement the
IRS restructurn bill and reform the IRS. The IRS restructuring
bill provides thegblueprint for change. The law requires the Com-
missioner to reorganize the IRS into functional divisions rather
than on a geographic basis. It provides for additional accountability
and oversight with the establishment of an Oversight Board, the
creation of a new Treasury Inspector General for Tax Administra-
tion, a more independent National Taxpayer Advocate, as well as
a more independent appeals function.

The law also includes a new arsenal of taxpayer protections.
These include due process protections, expanded innocent spouse
relief, examination and collection protections, as well as penaltyand interest protections. To help the Commissioner reform theIR
and oversee this major changes, the law allows for additional per-



sonnel flexibilities to allow the Commissioner to hire and retain ex-
perts in their fields.

There is no question that the IRS restructuring ,bill was enor-
mous and will take time to implement. The purpose of our hearing
today is to discuss where the IRS is and where it is going-how the
legislation has been embraced and what we can do to push forward.
I appreciate the open and frequent dialogue between us, Commis-
sioner Rossotti, anid the fact that we share -many similar concerns.
As you know, we have discussed allegations of retaliation against
witnesses who testified before this committee. We have discussed
our concern that some within the agency and administration are
reluctant regarding the changes mandated by Congress, and may
even be working against the reforms.

I am disappointed that the IRS Oversight Board nominees have
not been submitted by the President to the Senate as required by
law. Nominees were required to be submitted by January 22, 1999.
But today we are still waiting.

I will say, Commissioner Rossotti, that despite these obstacles
you -are moving forward. You have begun to reorganize the IRS into
functional groups based on taxpayer needs, eliminating the archaic
geographically based system. While you first mentioned this con-
cept less than 15 months ago, the IRS recently announced the fu-
ture headquarters of each of the divisions and hopes to have the
Small Business & Self-Employed Operating Division and Tax Ex-
empt Operating Division groups in operation sometime later this
year.

This is a step in the right direction. This structure will provide
better expertise, information, and service capabilities.

Likewise, I am impressed with the new National Taxpayer Advo-
cate who has enhanced authority to assist taxpayers in their deal-
ing with the IRS. I appreciate the way that he, too, has embraced
th e spirit as well as the letter of the '98 law. Tomorrow, the new
Taxpayer Advocate will testify before our committee on the com-
plexity of the individual income tax, as we begin to look at what
can be done to make it simpler for Am ericans everywhere.

I will be interested in your thoughts regarding the Taxpayer Ad-
vocate and what we can do to make that position even more mean-
ingful in meeting the needs of taxpayers.

Likewise, I want to hear your views concerning the newly created
office of Treasury Inspector General for Tax Administration. It is
extremely important to have an independent auditor and investiga-
tor to keep an eye on the IRS and ensure that the law is being fol-
lowed. Independence is the key. And we want to be sure that that
is what we are getting with the new organization in this area.

These are all positive changes. But they will only have relevance
if they are appropriately implemented-if they are effective in
changing the culture of the agency to one that is intolerant of
abuses--abuses of taxpayers and abuses of employees. I am con-
cerned about reports that I'm hearing that much of the culture re-
mains the same-that many have a wait and see attitude--con-
cerning the changes included in the restructuring and reform legis-
lation. I am concerned that the important new laws concerning in-
nocent spouse, offers in compromise., installment agreements--and



even practices related to due process protections--are not being
adequately instructed and embraced in the field.

The bil included numerous provisions relating to interest and
penalties to prevent taxpayers froi being buried in debt to the ex-
tent that they cannot pay their tax liability. While more needs to
be done in this area, the bill required Joint Tax and Treasury to
each conduct studies on the administration of penalties and inter-
est. I look forward to receiving the report in July and hope to pur-
sue legislation to ensure that unfair penalties and interest are
eliminated.

These, J1 realize, Commissioner Rossotti, represent a full plate.
And I have not even mentioned the need to prepare for Y2K. Nor
have I addressed the concerns about the Criminal Investigation Di-
vision that were raised in Judge Webster's review of that organiza-
tion. These also need our best attention, and I look forward to our
addressing them today.

For now, let me express my gratitude to you and to the countless
others within the Internal Revenue Service who are working con-
structively with Congress to bring about needed change. This is an
historic moment. T1he work that is done in the months ahead will
have a profound influence on the future. It will demonstrate what
can be accomplished to -make even the largest bureaucracies more
effective, more efficient, fairer, and more civil in their interaction
with the people who matter most-the taxpayers who pay for them.
To those who may yet wonder if Congress is serious, let mie say
that, "Yes. We are serious. And yes. We are here to stay." This
work -shall be finished. It's what Congress intends; it's what the'

-.people deserve.
Senator Baucus?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Commissioner, we all welcome you to the committee, and I

first want to thank you for coming to Montana very recently.
For the benefit of the members of the committee, I might say

that Commissioner went above and beyond service when he flew to
Montana and had to ensure the airline schedules we have in our
State, arriving at 4:00 in the morning on Monday in Helena. We
spent the rest of the morning promoting and touting the STAWRS
Project. The STAWRS Project is the Montana Simplified Tax and
Wage Reporting System that this Congress authorized in 1997 in
a pilot project. Essentially, it helps reduce paperwork for small
businesses, while at the same time making sure the Government
gets the information that it needs to get the job done.

The Commissioner came out to highlight this and to give Mon-
tana the Commissioner's Award. Small business organizations also
were present to give awards to the IRS, commending them and
thanking them for all the work that they have done in making this
pilot project work, and I hope that other States can adopt it as
well.I

Mr. Commissioner, I, like the chairman, am impressed with the

project that you are making. You obviously have one of the most
diffcult jobs in the country, but I also think it is appropriate that'



Congress itself not drop the ball on oversight of IRS operations. I
'~hope that we will do the job that we need to do in order to let you

do the job that you need to do.
For example, as mentioned, we need to get that Oversight Board

in place. That is. not your responsibility at this point. It is the
White House, and I very much urge the White House to submit the
names so that we can get that board up and running, and fulfill
a lot of the promise that a lot of American taxpayers are looking
forward to when wve get that Oversight Board in place.

Another concern on my part, frankly, is the lack of integration
between the demands that we place on you as a tax-writing com-
mittee and your ability to meet those demands. I am not sure that
we in the Congress are fully aware of and sufficiently sensitive to
that tension.

We, for example, in this committee normally do not deal with
budget issues. Yet, our actions that we take in this committee very
directly impact the effect of the budget on your operations.

-For example, we have enacted tax provisions requiring thousands
of changes in your computer programs, your regulatory action, the
training of your employees. Yet, we never have to deal with the
consequences of the budgetary pressures that our actions place
upon you.

Here we are again. We are going to pass a budget resolution that
assumes we will be enacting tax changes that become effctive in
the year 2000. During the question period, I hope to discuss with
you just what implications that has for your agency.

Finally, I will be very interested to hear the progress you are
making with your reorganization, particularly as it relates to the
cultural changes that we have talked about so often. I know you
are working hard on that. I would like to see where you are with
it. This is going to take time, as has been m mentioned, and while we
are pushing vigorously, I think at the same time we all have to re-
mind ourselves to be patient because nothing happens overnight
that is good. It generally takes a consistent time and effort and fol-
low-up and focus, and I just urge all of us to keep that in mind.
I just urge you to do the same, and I know you will do very well.

Thank you.
The CHAiRMAN. Max, I have to say I am disappointed. I thought

when the Commissioner went to Helena, Montana, he went to see
where you and I were raised.

Senator BAUCUS. I might say, Mr. Chairman, he did. In fact, I
took him to the Parrot Confectionery in Helena.

The CHAIRmAN. Good. He saw the best, then.
Senator BAUCUS. Yes. I told him that you were probably one of

the best patrons of the Parrot Confectionery in Helena, Montana.
The CHmiRmAN. No question about that.
I was going to try to limit opening statements, but I would ask

each of you to limit your statements. If you would, limit them to
3 minutes, please.

Senator Grassley is next.



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

Senator GRAssLEy. Mr. Chairman, I very much appreciate the
fact that you are having this hearing as part of our continuing
oversight role, and one of the things we found out over our Com-
mission hearings, as well as this committee's hearings last year, is
that probably we and Congress have not done a good enough job
of our Conlgressional constitutional responsibilities of oversight. So
this ongoing oversight is very, very important, and just to keep a
relationship between IRS leadershi anT this committee.

.As one of the two Senate members of the IRS Oversight Commis-
sion, along with Senator Kerrey, I have a very strong interest in
seeing that the restructuring law works. If there is one thing that
I have learned over the years as a former chairman of the IRS
Oversight Subcommittee and a sponsor of two taxpayer bill of
rights legislation and the newest law -that we are discussing today,
it is tat we in Congress have to be constantly vigilant because
even if we pass a law that is good and strong on its face and well
intended, we still find that bureaucracies are not just the IRS, but
for any committee this is a problem. They can ignore it or under-
mine it through its own internal regulatory powers.

One of the best examples of this concerns the use of the IRS
monetary goals and quotas. We outlawed these in a first taxpayer
bill of rights back in 1988, but last year in our hearings, we found'
that the IRS management was still using these measurements that
were actually illegal. Those disclosures were before Commissioner
Rossotti was in place.

I do want to commend the Commissioner, Mr. Rossotti, for his ef-
forts and sincerity in making the IRS more customer friendly. I
think you have brought the IRS a long way, Commissioner, and I
thank you for that, but, of course, that does not mean that there
is not still a long ways to go because I think there is. I just hope
that you have the patience, the tenacity, and the commitment to
stick to it. If you will, we will be there to support you.

Mr. Chairman, this hearing is very timely with tax day coming
tomorrow, but, more importantly, it sends a signal that we on this
committee remain committed to this effort, and one of the main
parts of restructuring is; the Oversight Board. You have already
talked about that.

The question before us is where are the nominees for this board.
We passed this law 9 months ago, and we are still waiting to just
get the cement poured for one of the pillars of the new law.

I had a conversation with Secretary Rubin on this, 2 or 3 weeks
ago, and he said that the nominees were at the White House. So
I do not know really what is taking it so long. They ought to be
coming to us, it seems like.

Thank you very much.
The CHAIRMAN. Thank you, Senator Grassley, and now it is my

pleasure to call on Senator Conrad.

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CoNRAD. Thank you, Mr. Chairman, and thank you,
Commissioner Rossotti.



I believed when you were appointed that you were the right man
at the right time, and I am even more convinced of that today. I
think you have done a superb job in a very difficult circumstances,
and we very much appreciate your public service. We know you
could be doing a lot of things that would be much easier and far
more lucrative back running the company you so successfully start-
ed. So we do appreciate the sacrifice that you are making to make
the governmental system work better.I

Our goal, I think our collective goal, was to end the abuse of tax-
payers that we saw occurring when we held hearings last year. I
think the Cogrss was absolutely united in that. I think the ad-
ministration felt strongly on it as well.

At the same time, we have got to make sure we collect what is
owed. We do not want somebody out there getting by as a free-
loader and letting the vast majority of honest taxpayers pay what
they owe and then let somebody slide by and avoid paying what
they legitimately owe. That would not be fair.

So it is a difficult balancing act to make certain that people are
treated fairly, but at the same time, we collect what is due, and
I think you have got a very good sense of striking that balance.

The Webster report that has been referred to, I found in many
ways to be encouraging. He found there was no systemic abuse by
the Criminal Investigation Division. He did find isolated instances
where they had crossed the line, and those are, of course, totally
unacceptable.

He also indicated that their mission has kind of dri*fted. I think
that was perhaps an amber light, at least to us, indicating that we
need to take a hard look at th mission of Criminal Investigation
and make certain that they are not out there kind of as a separate
entity on an agenda that is separate and apart from the rest of the
organization. I would be very interested to hear your reactions and
what you intend to do to make certain that this drift of mission
that Judge Webster has identified is dealt with.

The CHAuRmAN. Thank you, Senator Conrad.
Senator Kerrey?
OPENING STATEMENT OF HON. J. ROBERT KERREY, A U.S.

SENATOR FROM NEBRASKA
Senator KERREY. Thank you very much, Mr. Chairman.
Mr. Rossotti, I share the high regard that this committee has al-

ready expressed for your talents and your willingness to serve in
this tough job.

I wrote the bill actually in 1994 that was attached to an appro-
priations bill that created the restructuring commission and did so
because at that time I was on the Appropriations Committee and

was on the committee that had the responsibility for the IRS. The
IRS had come up and asked for money for a variety of things, in-
cluding at that time tax system modernization. That was one of the
efforts that had been evaluated by the GAO as not having been
done very well, 'and we were very frustrated. Things did not seem
to be improving, and so we created this commission to evaluate the
IRS.

The vision at the heart of the legislation was that the IRS itself
needed to be restructured and have more independence, and, thus,



this board was created and more authority given to this board,
more independence from Treasury itself..I

But there was also a need for restructuring of Congress. We did
not go as far as I think we probably need to go. Probably, the idea
would be if the Finance Committee was also appropriating money.
I am sure every staff member of the Appropriations Committee
that is watching this has said to their boss, "Do not give Kerrey
any money because he just suggested to make a change that is
goin to jeopardize our committee," but it would be a lot easier.

We are not familiar with the details of your budget. Your budget
request, as I understand it, is about $8.1 billion. You collect about
$1.7 trillion. So it is less than half-a-percent. It is the most efficient
tax colledion system in the world, and one of the reasons, by the
way, is it is a voluntary system.

In ray linae of questioning, I am going to ask youi some questions
about the training requirements and are you having to take money
away from compliance in order to do training. I would like to ask
you questions as well about the technology, the challenges of bring-
ing this new technology on board, and I. am also going to ask some
questions about compliance because I ani very much concerned. I
do not want to take money away fromo compliance because I think
one of the things that happens when you do that is it may decrease
the voluntary compliance that is critical to our efficient operation.

So, as I said, the vision of the restructuring legislation was re-
structuring not just at the executive branch, but also the legislative
branch. We would have been better off having this committee and
the Ways and Means Committee appropriate your budget. So you
could come up with one-stop shopping in the Senate and one-stop
shopping in the House. We did not get that, but we did create a
single opportunity for a consolidated appropriations finance over-
sight, and the chairman is working onl getting that done. I think
it is going to be an extremely important thing to do as well. We
need to accelerate that, and it is going to be difficult for us to do
that until we get a board fully vetted saad confirmed by the Senate.

In short,- Mr. Rossotti, we are not going to be able to make this
work unless we work with you to make certain that you have-the
resources necessary, the political support necessary, and I think
the training resources necessary.

You are having to train a new misi, which is difficult to do,
a new code, 1,200 new provisions of tercode just from 1997, new
practices that we are all asking you to do. That takes time and
money. Any private sector company that talks about being able to
get the job done emphasizes the training and skills of its employees
being able to carry out its mission.

So we have to make certain that we are providing the short and
the long terma, you with the resources,' to train your people. Other-
wise, I think it is very unlikely that the intent of this law is going
to be implemented.

Thank you.
The CHAniRM. Thank you, Senator Kerrey.
Senator Mack?
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OPENING STATEMENT OF HON. CONNIE MACK, A U.S.
SENATOR FROM FLORIDA

Senator MAcKc Thank you, Mr. Chairman, and I was informed
we have 3 minutes.

The CHAIRMAN. That is right.
Senator MACK I certainly do not intend to take all of that.
Welcome, Mr. Rossotti. You and I have had the opportunity to

have some discussions in the past. I appreciate the effort. that you
are making, but let me just say I remain skeptical as to whether
there really is going to be change. I am hop;efu that it will, but I
am truly skeptical.

One of the thing that has come to my attention is that Dennis
Crawford indicated that there are actually more arms search-and-
seizure raids than before. -have had questions about the Oversight
Board, with the makeup of the Oversight Board, that indicated to
me kind of business as usual in Washington, where the intent was
to give the taxpayer the ability to be the dominant feature of an
oversight board. Now we have the Secretary oj~te Treasury, a rep-
resentative f-rm the- employee union. I think that they will domi-
n~ate that board.

I am skeptical based on the hearings and the testimony that we
had when we put this legislation together, the concern about sys-
temic problems with IRS, with the Webster report basically saying
that it just did not exist. It does not feel right. It just does not feel
right, but I am hopeful. My mind is open to being convinced that
I should not be concerned.-

So I thank you for the opportunity to make those few brief com-
ments.

The CHAutmAN. Senator Robb, please. Thank you.
OPENING STATEMENT OF HON. CHARLES S. ROBB, A U.S.

SENATOR FROM VIRGINIA
Senator ROBB. Thank you, Mr. Chairman.
Mr. Rossotti, thank you for being with us this morning.
I want you to know that I spent about 4 hours last night attend-

ing the businesses related to the agency over which you preside. If
I look a little the worse for wear this morning, it is because I was
not able to resolve all of the difficulties that I was trying to resolve,
and you have made enough changes in the various schedules and
forms each year. I think this is one of the most important under-
takings that the Congress has involved itself in, in a long time.
That is purely on the basis of vested interest, but in any event, this
is my first year on the committee. This is my first attempt to deal
with this in a structured way.

I applaud you for what you are attempting to do and those who
are attempting to assist you in this regard, and I can assure you
that as a representative of all of us who are out there attempting
to deal with the present code, including a daughter who took some
tax law in her law background so that she could eventually help
her father double-check some of the things that he thought he
learned, but has obviously forgotten in the intervening years. That
is a very personal interpretation of the need for this hearing and
for the good work that you are doing and proposed to do.

With that, Mr. Chairman, I loforward to the hearing.



The CHAIRMN. Thank you, Senator Robb.
I would say to you that we are going to have our first- hearing

on complexity toxriorrow. In view of your experience last night, you
may want to attejid.
*Senator ROBB. Mr. Chairman, I will be prepared to provide ex-

prwitnesttioy
The C iMA.Sit is now a pleasure to call on the Commis-

sioner.
I do hop your speech is not those six volumes on-yodur right. if

so, we will include as if read.
Please proceed.

STATEMENT OF MION. CHARLES 0. ROSSOMrI OqOMMISSIONER
OF INTERNAL REVENUE

Commissioner gROSSo'rrj. Thank you, Mr. Chairman, and I thaaik
the members of the committee. Thank you for all of your gracious
comments.

-In my opening statement I will first make some brief overview
comments, and then I will respond to some of the specific concerns
during the question-and-answer period.

Of course, the man priority on our agenda is responding to the
Restructuring ard Reform Act, which Congress passed almost
unanimously last year. Of course, this bill has many specific provi-
sions in it designed to enhance taxpayer rights and to deal with
specific aspects of the IRS, and each of these provisions is very im-
portant. Collectively, however, I believe this bill said something
even more important than any individual provision, and that is
that it told the IRS that we must fundamentally change our direc-
tion. Not only munst we continue to collect taxes, but we must think
about our jobs as serving the people who are paying the taxes, the
American taxpayers.

I must say that in approximately one year since I last -appeared
before the committee, I have become even more convinced that we
can succeed in the mandate that Congress gave us, and I believe
succeeding meana providing each taxpayer with the service that he
or she expects arid the rights that he or she deserves, and all tax-
payers with the confidence that the tax law is being fairly adminis-
tered.

I also believe that we now have a much clearer idea of the many
and fundamental changes that we must make in all parts of the
agency that will be necessary in order for us to proceed.

Some of these changes are intangible, such as redefining our mis-
sion, our goals, anid our principles, but many are very tangible such
as how we measure performance, train people, organize, and re-
build our technology. Collectively, these changes affect the skills,
attitudes, tools, and processes which comprise the way that we
serve taxpayers every day.

I do not believe that there is any quick fix, silver bullet, or low-
risk plan for reforming the IRS; major and fundamental change
necessarily carries with it the risk that plans anid time tables and
proposals sometinmes may need to be altered. Indeed, we may make
some errors along the way. In fact, frankly, we have already made
some in trying to implement the many provisions of the Restructur-



Vn and Reform Act, but we are quickly fixing the,,a when we findtem.
I believe one of the most important mandates of the Restructur-

mg and Reform Act bill was actually the provision that called for
the IRS to rewrite our mission statement, to change our focus, to
set a broader and higher standard of performance. So I appreciate
this Congreis and the committee adding that provision.

As you know, our new mission statement is: "Provide America's
taxpayers top quality service by helping them understand and meet
their tax responsibilities and by applying the tax law with integrity
and fairness to all." I believe if we properly execute this mission,
we will serve the pblic properly, and we will also generate the tax
revenue that the Govlernment requires.

Of course, there are many new provisions and expansions of tax-
payer rights in RRA. These provisions deal with rules such as pro-
tecting innocent spouses, offers in compromise, and greater power
for the Taxpayer Advocate. We are finding the taxpayers are al-
ready beginning to benefit from this array of options.

Implementing this new law, the other changes in the Tax Code,
and our organization is an enormous task. At the moment, we are
implementing 157 near-term specific initiatives that are designed
to improve treatment of ta payers. About half of these initiatives
are mandated by the Act. The rest are our own initiatives. There
are about 1,260 Tax Code changes. Many of these require some
rather complex interpretations that we need to issue in order to
guide taxpayers and our employees.

I agree with the comments of members who stated that training
our 100,000 employees in these complex provisions is a very essen-
tial part of complying with RRA '98. I really want to stress that
training is one of the really essential near-term and immediate
challenges that we have in order, to deliver on these mandates and
to deliver the service that the Congress and the people expect.

About 70 percent of our employees deal directly with taxpayers
as the main part of their job every day, and we think the taxpayers
have every right to expect that in every such encounter the em-
ployee will understand the tax law and have the skills and the
training to understand the facts and circumstances of that tax-
payer's case. That is what training is all about, and that is a big
part of our near-term emphasis.
.RRA 98 also directed us to place greater emphasis on meeting

taxpayer needs in other ways. In this filing season, we opened up
our ph ones, 24 hours a day, 7 days a week, and opened up 250 of
our offices on Saturdays. I will say that phone service is particu-
larly important to small business, because many small business
owners do not have time to deal with tax issues during the day.
Providing this assistance was not a small undertaking.

We have also made progress on our electronic tax administration
strategy which reduces the burden for people to file.

By the way, there is a list here of some of our major milestones
for this year which is on this chart. You can see that each one of
these is a rather large undertaking.

One of the most important milestones has to do with the issue
that was identified very strongly in some of the hearings in this
committee; the way the IRS measures performance internally with-



in the IRS. After a great deal of work for a year and a half, we
have begun to implement a whole new system of measurement
which we call a balanced measurement system. I believe this sys-
tem is a balanced approach, which puts emphasis on approach, cus-
tomer satisfaction, business results, and employee satisfaction,
without the use of enforcement revenue in the field as a measure
of performance. We are currently in the process of going through
a roll-out and a training of most parts of the IRS in this new bal-
anced measurement system.

We are also working on the proposal that I made to the commit-
tee and which was incorporated in the law concerning the'reorga-
nization of the IRS to more clearly reflect accountability for meet-
ing needs of specific groups of taxpayers. We are completing the
planning for that and have already begun implementing parts of it.

We are also redesigning other parts of our operation, such as our
collections process, and we are beginning the very long process of
replacing what is really a very major problem in the IRS, our anti-
quated base of technology. So we have many challenges, as listF- _
here on this chart. These are just the ones for 1999.

In preparing our budget request for fiscal year 2000, we were
also, aware of the stringent budget ceilings that exist. So we put
together what we think is a bare-minimum request that would
allow us to ineet and continue to make progress on these mod-
ernization challenges, balancing the limitations of the budget ceil-
ings as best as we could.

The budget request for fiscal year 2000 is $8.1 billion, which is
essentially a flat budget over the prior year. There are some par-
ticular provisions that give us some ability to make progre;.3s be-
cause we had some advanced funding on some of our technology,
and the year 2000 money is not as great this year as it was the
previous year, but the budget is tight.

I do believe that the IRS is fundamentally changing in the direc-
tion that is mandated by RRA. I believe that through these
changes, we can succeed in producing an IRS that better serves
America's taxpayers both individually and collectively. I believe
what we need most of all is the sustained support of Congress and
the public while we make these changes, even while, of course, we
have to go about the day-to-day business of'admiistering this huge
system.

I have been very pleased with the support, as indicated by the
opening comments of the members here. However, we will also
need your continued support on a sustained basis because this is
an enormous challenge that will go on for a number of years.

One forecast that I made at my confirmation hearing before this
committee is that it would take the better part of a decade to reach
our goals for the IRS. Now I have been in office for 17 months and
I will still stand by that initial forecast. I believe it will take the
better part of a decade, but the destination is worth that long jour-
ney.

Thank you.
[The prepared' statement of Commissioner Rossotti appears in

the appendix.)
The CHAIRMAN. Thank you, Commissioner Rossotti.



Let me ask a question on your closing remarks because there arecomments that I hear that give me great concern.
Typically, so-called bureaucracy says we will just Wait them out,it is just a matter of time before the Commissioner will leave forgreener pastures, might even say the chairman will be gone. Weare talking about changing culture. I have heard it said that about20 percent of the employees support what you are doing, 40 percentare opposed to the changes, and, the other 40 percent wait and see.My question to you is how do we answer that. How do we makethe employees recognize this is for real, that this is serious, thatwe are talking about changing the culture from top to bottom?Commissioner Rossomr. Well, let me just say that I think be-lieve that within the agency at this point, there is very little doubtthat the changes are for real because many of them, as you can seeon this chart, are being implemented, and many of them are incor-porated into law, but, nevertheless, of course, continuity is a veryimportant element.

I believe the Congress did a number of things in the Restructur-ing and Reform Act that contribute a great deal to that. One ofthem, of course, is establishing a 5-year term for the Commis-sioner, which means that unlike the previous situation, the termwould not end with the Presidential administration, which I thinkunder the current circumstances is pretty important because theend of the Presidential term is less than 2 years away.
Likewise, I believe when the Oversight Board does get appointed,it has staggered terms, and I think continuity is one of the reasonswhy that was put into the bill. Finally, of course, many of the pro-visions that are in the law are going to stay in the law.
I think the other aspect of this is that we are as part of our in-ternal change program really addressing all aspects of this agency,all key aspects. I mean, we have redefined the mission. We haveredefined the goals. We are changing the job descriptions of vir-tually all front-line employees. We are changing the internal meas-

urement system.
We have behind me here a new top management team, and weare continuing to recruit other people, some from outside the agen-cy, which has not been the case as in the past, thanks to the au-

thority this committee gave us. When we have the new organiza-
tion structure in lace, we will have a number of management
teams, one for each of the units that will have a great deal of re-sponsibility and commitment to continue the improvement process,and, of course, we are addressing the issue of technology. So, whenyou put all of that together, that is just about everything thre is,other than the tax law itself, everything there is with respect to tax
administration.

While I think we are now at the point where we were in some-
what of a wind-up phase,, we are now at the point where we arereally in an implementation phase. The reason I brought these
books is because I did intend to read them, but they do show some
of the training material, albeit a very small amount. These books
here, for example, are just the training material, the reference ma-
terial just for the telephones, people that answer the telephones.

There are books here that show, for example, one section of the
code, and there are 71 different taxpayer rights sections.



IAt this point in time, just this fiscal year, we have invested 2.2
million hours--of training, and that is only in the first half of this
fiscal year, just on the Restructuring and Reform Act, about an-
other 4 million hours on other things. That is an enormous amount,
and it is not even really scratching the surface. We are going to
continue at that pace, and in fact, in our budget request, We haye
asked for additional funding.

So these are some of the activities I think that are underway and
some of the things that I think perhaps address the concerns that
you raised in your question, Mr. Chairman.

The CHAIRMAN. Let me carry forward on this thought because I
cannot stress how important I think it is that the employees under-
stand this is for real and it is going to be a continued effort.

Of course, in large measure, that does depend on you, and we in-
tend to keep you there because we think you are doing a good job.

As you point out the Oversight Board is also important. I am
concerned that the administration has not come forth with nomina-
tions, but when it does, it is important that we have the kind of
people that will genuinely be interested in this kind of-reform. I
would assure the administration that when those nominees come
up for confirmation, we will be taking a hard look at them from
that standpoint.

You also mentioned your new team, which I think is critically
important to brng new blood into the organization, particularly at
the top, to bring the kind of change in policy we want.

We provided in the restructuring legislation considerable author-
ity for you to hire people, to pay them relatively well as far as the
Government is concerned. Would you care to comment? What is
your experience with this authority? How will you use it in the fu-
ture?

Commissioner RossoTTI. Mr. Chairman, as you recall, that was
one of the provisions that I particularly argued for very strongly.
I very, very much appreciate that this committee and the Congress
gave us that authority because I really think that is one of the cor-
nerstones, one of the key items that we needed to have, and we
have been using that authority

I will not take the time right at the. moment, but after the hear-
ing, I could introduce you to some of the members that are here,
including the Taxpayer Advocate, Deputy Commissioner, Chief In-
formation Officer, and others that have been recruited from outside
the agency, as well as some that have been recruited from inside
the agency.

I found that because, interestingly enough, of all the reform that
is going on, we are in the eye of the storm, but, nevertheless, I
think people realize that this is a unique time in this important
agency that there are people who are interested in public service
at this point and see an opportunity to have a lasting effect on
something that is really important for the country. I think that has
been probably the most important attraction.

We have only begun. We are continuing to recruit. For example,
we have actually three major recruitments underway right now to
head three of the other units that we are setting up, and we have
search firms helping us. We have, I think, a very, very good list
of candidates, and over the next few months, we will probably be



making some more announcements of some additional people corn-

ehave also been able to recruit some highly qualified people
in the information systems section because that is an enormously
important area. Even though we are working with outside contrac-
tors, we need some inside managers to help manage that program.

So we will continue to -use that authority, I think, to- very good
avail, and I have to say I am very p leased at the response that we
have gotten. Many people asked who is going to come in and join
the IRS at this point in time, and certainly, that is the r 'esponse
we did get from some people who said, "Join the IRS? I am not in-
terested," but, on the other hand, we have gotten some people, I
think very qualified people, who see the public service opportunity
and are willing to join us.

The CHAIMAN. As we both have said, there is no question that
it is going to take time to implement the many changes mandated
by the recent legislation.

Let me point out that I am concerned that there are continuing
reports of taxpayer and employee abuse. For example, [ am deeply
disturbed by the allegations of retaliation.

Among the things I have heard is that one witness received noth-
ing but excellent ratings. Since this person appeared as a witness,
the ratings have collapsed, and the person has received only failing
grades, very strange.

Another witness was subject to sitting among colleagues as the
witness manager replayed the witness' Finance Committee testi-
mony in a way to ridicule and demonstrate that the witness was
not a team player, and that has been very important in the past
that you be a team player.

Yet, another was escorted from the office by armed individuals
and not allowed to return to work.

Commissioner Rossotti, these matters concern me. What can we
do about it?

Commissioner RossoTTI. Let me just say that they concern me,
also. Any reports like that concern me.

I think you remember when I first came to my confirmation
hearing, in my short statement, one of the main principles that I
said [have always lived by and tried to foster in the IRS is the
idea of open and honest communication so that anyone that- has a
problem, that has wrongdoing to report, or an error to surface, can
do that without any fear of being retaliated against, and, of course,
that includes appearing before this committee.

In countleas communications inside, I have stressed that point,
and I think we have seen some turnaround, some significant turn-
around, because I am getting a lot more information internally
than perhaps I would have earlier.

After the last series of hearings that you had, we took some spe-
cial steps. One of them, of course, was that we agreed that we
would have the GAO Office of Special Investigations do the inves-
tigations of those issues so there would be no question that the re-
sults were independent of the IRS. In addition, internally, I sent
out a memo to all the managers in the chain of command of those
witnesses, telling them that the GAO is going to launch an inves-
tigation and asking that we not investigate anything ourselves, less



that be misinterpreted, and to insist that those witnesses be treat-
ed fairly, just like any other employee.

Since I heard the reports that you told me about, I have been
very concerned and have taken an additional step. I have actually
written a letter to the head of the Office. of Special Counsel, which
is a special agency in the Federal Government that has been set
up to 'look into matters such as whistle-blowers and retaliation, and
I have asked their assistance to come in and look to see if these
concerns of these witnesses are substantiated. If there are any of
those substantiated, I can assure you, we will take action accord-
ingly. I took this step just within the last week.

I also want to mention this issue of retaliation, not only applies
to witnesses that come here, but anybody that reports any kind of
a complaint or a wrongdoing. Retaliation has a lot of subtleties to
it because, if a person goes back into the work force, they still are
subject to the normal assignment process and evaluation process.
It is difficult sometimes to sort out what is and is not retaliation.

I took the step, working with my EEO officer, who is a very good
person, last year, to send out a specific memo, which I can give to
you here, which actually dealt specifically with the issue of reprisal
and retaliation, not with respect to your witnesses, but in all cases,
and gave examples of what we consider to be, you might say, subtle
kinds of retaliation or reprisal that could exist and to illustrate for
people that these kinds of things should not be done. We are work-
ing hard to make sure that anybody that has a complaint or a re-
port of misconduct can come forward with that, without fear of re-
taliation, and if any of the particular incidents are substantiated,
I can assure you that we will take action on those matters.

The CHAIRmAN. It is my understanding that you announced yes-
terday the creation of a new complaint process.

Commissioner ROSsOTTI. Yes. That is another issue that I had
mentioned.

One of the other reviews that I did, if you remember, was the
report by Mr. Bowsher, the former had of the GAO, and he had
done a whole series of recommendations for me related to the In-
spection Service and the processing of complaints.

One of his recommendations was in two parts. One is that we set
up a more centralized process to track complaints, and the other
was that we publicize in some form, subject to the rules of privacy,
the disciplinary actions that we took when they were acted on,
which was part of the problem I think internally.

Following on that report, we did a study with the help of one of
Mr. Bowsher's colleagues, Mr. Layton, who is a former Inspector
General himself.~ He was the one that came up with this plan to
have a centralized complaint unit, which we just announced last
week. Actually, there was another part of that which was a central
adjudication unit to actually look and evaluate disciplinary actions
for certain kinds of disciplinary concerns as well.

We have now got that unit in place. I hired a gentleman named
Mr. Whitlock who actually had experience in the Defense Depart-
ment in this area, and we just this week finally got that unit fully
established. This unit will have the responsibility for tracking all
of these different kinds of complaints, including those that come



back to u~s from the investigations of the new Tax Administration
IG.

We have put a lot of these things in place, but, again, it does
take some time to see the effect of these actions.

The CHAIRmAN. I appreciate that.
I do intend to have oversight hearings on these matters, but I

think those are important initiatives.
Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
First, Commissioner Rossotti, I want to just tell you how much

Iam impressed thus far with your testimony. Many times, I tell
people that we have got a good opportunity in the United States
to reform the IRS because we have a businessman as the head of
the IRS, -not a tax attorney, not an accountant, but a businessman.
It is clear that the way you have tackled these problems that you
are approaching it fr-om a businessman's perspective, and I think,
there fore, we have a much better chance of Solving a lot of it.

With all due respect to my colleague from Florida, I do have a
sense that things are progressing, that we are turning the corner,
that a lot of the problems we have with the IRS are being ad-
dressed and they are being solved, and, of course, there is a lot
more to do, but my sense is that finally there is a positive change.
We have talked about change for a long time with the IRS, and a
lot of us on this committee for many years have complained. We
never stuck with it. We have never had the focus, but I want to
compliment Senator Kerrey and to hers for the legislation that got
us on this track, also the President for naming you, and also you
fr doing what you are doing, as well as you, Mr. Chairman, in fol-

loigup. So much of this is follow-up, and it is persistence. It is
just sticking with it, and it is clear that that is something that you
are attempting to do.

I noticed a couple of days ago that the FAA did a test run of the
Y2K problem with the Denver airport. I know that you have your
own schedule of phasing in your Y2K testing. I wonder if you could
tell us a little bit about that, and also the degree to which Congress
passing tax legislation this year is going to add a burden to that
schedule and what effect that might have, that is, the tax legisla-
tion that we may pass this year on your attempt to be sure you
are Y2K-free.
\ Commissioner RosscOM. Just to briefly update where we are, I
believe, we just this week, we are passing an enormous milestone.
It is hard to describe a milestone where nothing happens, but that
is the most important milestone. Nothing bad happened during the
filing season after we put back all of the new systems into oper-
ation, having made them Y2K-compliant. So we have got most of
our application systems now fixed.

We are now doing the kind of thing that the FAA did, which is
what is called an end-to-end test, where we have actually rolled the
clocks forward to simulate the environment as it will exist after the
turn of the date.

We have already done two of those tests on a limited basis, and
they have worked well, but that is one of the biggest jobs we have
for the remainder of this year. We will have two more major end-
to-end tests with the clocks rolled forward, the last one of which



will be in the fourth quarter of this year when we will have incor-
porated at that point not only the year 2000 changes, but any addi-
tional Tax Code changes that need to be incorporated.

So I feel at this point that we have made some very important
progress in terms of milestones, but, of course, there is still risk
ahead given the magnitude of Y2K The whole project is about $1.3
billion, just to give a sense of it, which is one of the biggest, I
think, anywhere.

With respect to your second question about the Tax Code, and.1 I
think the chairman and I and others have talked about this. We
need to consult very, very carefully with the tax-writing commit-
tees, both this committee and the Ways and Means Committee, on
any proposals this year with respect to the- effective dates of any
provisions. Because of these testing schedules that I mentioned, we
have very limited capacity to make additional changes that will
have effect during the 1999 tax year. Once we get beyond that,
then the situation is different, but in anything that would be effec-
tive this tax year, we do have a very limited capacity. Therefore,
I think what would be the best approach is simply when there are
proposals in the Congress to consult very carefully on the effective
dates, and then we can work with -the committee to make sure that
we can get them in at the appropriate time.

Senator BAUCUS. I assume that that would be more of a problem
than writing tax bills later on this year, where provisions are in
effect in 1999.

Commissioner Rossor'r. To make them effective in 1999 and if
they are not known until late this year, it really bumps into this
final end-to-end test.

Senator BAUCUS. Do you have kind of a cutoff point, a drop-dead
date?

Commissioner RossoTTI. I think you have got to look at the indi-
vidual case because there are some things that are really very sim-
ple to do, not very many, but things like extending existing provi-
sions sometimes can easily be done. I think the only real solution
is to consult very carefully on any provision, and especially with re-
spect- to the effective dates. We are prepared to do that with the
committee and the staff.

Senator BAUCUS. While I have you here, there have been recent
reports about audit decline and the effect it might have on compli-
ance, for example. Your thoughts?

Commissioner RossomT. There have been reports this week-, and
really, all they are is summing up the statistical effect of two very
important trends over the last 10 years, actually. One is that the
economy has been growing rapidly and is particularly growing even
faster at the upper end, at the more complex end.

For example, at the other side, our staff has been going down.
Senator BAUCUS. The number of staff going down?
Commissioner RossorT. The number of .staff have been going

down.
For example, if you just take the number of high-income returns,

those over $r100,000, in the last 10 years, we have had an increase
of 139 percent, more than double in the number of those returns.
The number of examiners has gone down. So you have had a dra-



matic decrease in the fraction of those returns that are audited.
That is just a simple mathematical reflection of those two trends.

What I believe is that unless we were to totally change the whole
budget and the whole staffing pattern of the IRS and add a large
number of people, which we are not proposing to do and we do not
have money to do in the appropriations, what we have to do is to
make better use of the resources we have, with better targeting,
and use thing like audits and enforcement actions as one of the
important tos, but not the only tool to help ensure compliance.

F or example, things like better reporting, matching of Social Se-
curity numbers, those kinds of things can be done through tech-
nology that conserve our scarce audit resources. Whereas, before,
we might have had to do an audit to check on a return. If we can
get those problem checked through the computer up front, we can
eliminate that need. That is just a simple example.

The whole modernization process, both the organizational
changes and the technology changes, are designed to allow us to do

more effective job with the resources we have to btprvide
service to taxpayers and also ensure that the tax laws are adminis-
tered fairly, with the limited resources that we have.

Senator BAUCUS. My time has expired, but I think this is a sub-
ject that we are going to have to explore. Of course, it is the other
side of the coin that prompted these hearings, but the last date I
have is a tax gap based on a 1988 analysis which was $192 billion.

My guess is that the more the public knows, there are fewer au-
dits, and whether it is individual or corporate- and there are fewer
criminal investigations, that people are going to try to cut corners
a little bit. It is a fine line, the compliance and enforcement and
so forth, on the one hand, with the voluntary nature of the Amner-
ican system on the other, but my sense is that more people are
going to take advantage of this and the like.. That is a problem we
are going to have to address.

Thank you, Mr. Chairman.
The CHAIRmAN. Senator Grassley?
Senator GR.ASSLEY. Commissioner, let me go beyond what our

distinguished chairman has talked about in regard to whistle-blow-
ers with a little more specific request for action or determination
if any action has been taken.

Specifically-and then before you answer, I will talk a little bit
about it-what are you doing to protect whistle-blowers and en-
couraging people to actually come frward with evidence, encourag-
inuwhstle-blowers to come forward.

Lt me suggest that one of the best things to do is to make sure
that those who did wrong are punished. For instance, if somebody
retaliated against a staff member, higher up in the organization,
retaliated against a staff member, it seems to me that would be one
person that should be punished, or somebody that has been accused
of abusing a taxpayer, that person should be punished. Has anyone
been punished, for instance, since our hearings? If so, I would like
some specifics.

Commissioner Rossomr. With respect to the issues that were
raised in the first set of hearings-that was last fall in September,
September a year ago in 1997, just before I took office-a lot of
those issues revolved, as we have learned subsequently, but also at



the hearings, around some misguided policies, some wrong policies
about the misuse of quotas and enforcement statistics that ended
up not being in accord with policy and the law. Those were very,
very extensively investigated.

As you may recall, we appointed a special panel to actually look
at the higher-level people who were involved in those investiga-
tions. As a matter of fact, there were 12 managers and executives
and 2 employees that were given disciplinary action as a result Of
these investigations. These results were publicized in a report last
year. The report did not, however, mention the disciplined individ-
uals by name. In addition to the specific discipline, there were a
number of people who were either reassigned or left the agency.
Again, these actions dealt with higher-level employees.

Since then, with the aid of Mr. Layton, who I had mentioned that
I had brought in, and with the aid of the IG, we have continued
to look at other aspects at middle and lower levels related to those
kinds of charges. As a matter of fact, we are just right now finish-
ing that piece. Within the next 30 or 45 days, we should have the
next part of that completed. In fact, we have already issued some
additional disciplinary actions, but we would like to report on that
as a whole when we finish that piece, and we will actually report
publicly on the results of those addtional follow-up actions. I think
that will pretty much complete all of the investigations and all of
the actions related to those issues that were raised.

When you look at the finished product, people inside the agency
and myself believe that it was a very, very thorough and frankly
difficult series of investigations. We took action that really involved
more high-level people probably than any recent history of the
agency.

I thik getting that behind us was a very important step that
needed to be taken to show that we seriously took the issues that
were raised. However, I believe we are almost at the end of that
roz i now, and when we get done, which will be very soon, we will
issue an additional report, just like we did last fall, of the results
of the actions we have taken.

Senator GRASSLEY. That statement that yo jst made to me is

y our answer to my question that you have takenthose actions. So,
hence, there is an environment that further retaliation against

whistle-blowers will be punished or where taxpayers have been
abused will be punished. Is that what you are saying?

Commissioner RossoWrr. That is absolutely true. I was just deal-
ing with one set of it.

Beyond that, as I mentioned to the chairman, I have done quite
a few other things to more broadly establish the policy that retalia-
tion will not be tolerated. Now, of course, we also have the provi-
sions of the Restructuring and Reform Act, which add further sanc-
tions to those who might commit that kind of misconduct.

Senator GRASSLEY. Then, additionally, can you say by law that
nobody be promoted or rewarded on the basis of quotas is being fol-
lowed today?

Commissioner RossoTTi. I can say that. I think I can say that
with high confidence. We have a whole process of certification in
place now that is being reviewed. Everybody has to sign every
quarter, every incident where somebody may have cited an enforce-



ment. statistic and an evaluation is followed up on, and those have
been virtually eliminated.

I have to stress that just eliminating those by itself is an essen-
tial thing to do, but if that was all we did, we would be back into
this problem again. Until we put something in its place that is a
more balanced system that makes more sense in terms of what we
really want to measure, we would just have a void and therefore
accomplish nothing.

The balanced measurement system that I mentioned is really de-
signed to correct this problem.

Senator GRASSLEY. I have seen some real improvements in some
areas, but there are other areas like offers to compromise that do
not seem to be improving. Practitioners are saying that proposed
rules for offers to compromise are not going to work.

Is there anything that you are doing to prove that these practi-
tioners are wrong?

Commissioner Rosso'rr. I believe that what the practitioners are
responding to is some interim guidance that we put out earlier this
year to expand and improve the way we process offers in com-
promise under the previous authority that we had, under the old
law, not under the new law.

The new law that was passed last year provided some additional
authority, significant broadening of authority to deal with offers in
compromise. We have not yet completed the regulation that is nec-
essary in order to proceed with that broadened authority. We hope
to get that out within the next 30 to 45 days. It is really qute com-
plicated. It is an issue that requires great care and drafting with
counsel.

I believe that the practitioners that you are hearing from are re-
sponding and saying the guidance that we issued back in December
and January does not go to the level of what was- proposed by Con-
gress. It does not because that was just an interim step. We have
another major step that we have to take, which we will take as
soon as we can get the regulation out.

Let me just say that we have also made some internal manage-
ment changes to have specialists to process these offers to be sure
that we work with the taxpayers.

Previously, a taxpayer would send in a complicated form. If it
was not just right, the IRS would send it back. We have completely
changed that process. Now, the IRS will accept the form unless it
is completely unprocessable. We will work with the taxpayer, help
them get this form right and see if we can get it right. However,
this is not as far as we are going to go because we have not gotten
the regulation out that is necessary to complete this process.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Just let me make a short comment. I do think

it is very important that the IRS consider factors like equity, hard-
ship, and public P olicy where compromise of an individual taxpayer
income taxc liability would promote effective tax administration. I
would urge that to be high in your thinking.

Commissioner RossoWrT. Mr. Chairman, could I just say, those
are exactly the parts of the law that we have not yet implemented
because we have not gotten the regulation completed. That is not
because we have not "ben working hard on it, but because it is



complicated. Those are whole new areas of authority that have
never existed before, and it takes some time to work out the guid-
ance for that, but we are working on it. We are getting close to get-
ting that completed, and then we will be in a position to process
those offers.I

The CHA17RmAN. We will look forward to that.
Senator Kerrey?
Senator KERREY. Thank you, Mr. Chairman.
First of all, let me thank you, Mr. Rossotti, for making the point

that the law giving you a 5-year term is an important part of creat-
ing the incentive for employees to adopt to what I find to be a very
exciting plan that you have put together.

Your modernizing the tax agency's plan is a very good plan, in
my judgment, and should enable you to make a considerable
amount of progress, presuming that Congress provides the kind of
support that you need, and I would like to get into that a bit, but
having a 5-year term helps a great deal and the board.

The importance of having a staggered board confirmed by the
Senate is that you need somebody who is independent of you who
can come to us and say, "Congress, you are making our job dif-
ficult." You cannot do that. You cannot come to this committee, to
the appropriators, to the Government Oversight Committee. Those
are the three that you have to do in the Senate. There is also three
over in the House, and from time to time, you get called up before
Joint Tax. So you have committees that you have to appear before
to rationalize your budget and your plan and explain. You spend
a lot of time up on the Hill as opposed to out managing the agency.
God knows, if you get one of us angry, that you relocated an office,
I have got a taxpayer that said you are mistreating them--our pris-
ons are full of people who did not do anything wrong. If I get angry
at you, my most obvious course of action is to cut your budget. That
is a fairly repetitive problem, it seems to me.

I think there is an urgency, Mr. Rossotti for us to get into as
quickly as possible the details of your plan. I am very much con-
cerned that as a consequence of the budget caps and the flat budg-
eting, you are going to be getting approximately what you got last
year, and there is reason to believe that may get you through this
particular year, but as I look at it, we have got a growing economy.
You are goirig to be collecting more revenue than you collected last
year, a more complex economy.

One out of seven people in Nebraska are self-employed. That is
an extremely difficult kind of question that they come up with.

I read in the paper every day not just mergers and acquisitions,
but corporations that 'instead of merging are forming very com-
plicated associations.

As Well, the chairman had an excellent hearing earlier on the
problems that companies fact that are doing international busi-
nesses.

So not only are yu facing a rapidly increasing amount of vol-
ume, but the cornpexity of businesses is also a factor, as well as
the complexity of the code. You are coming up with an exciting new
plan that calls to revamp business practices for operating divisions,
management roles with clear responsibility. You are pushing deci-



sion-making further out towards the taxpayer, flattening out the
organizational. structure' proposing new technology.

Yu have told me that you have got 1962 computers still crank-
igout paper with, 600 ry-haired people that you hope do not

leavebecause ifthey leave men you wll not kow howto operate
the machines any longer.

So you have got a very exciting plan, it seems to me, Mr.
Rossotti, but it seems to me that we have got to take a very hard
look on the appropriations side of making certain that you get the
resources that you need to train.

One other factor I did not mention is that, unlike the previous
business that you operated, in this business, you have got revenue
that surges in. It is not spread out equally over 12 months. I do
not know what the percentage is of temporary help that you hire,
but you have got a lot of temporary help that you bring in, all of
whom have' to be well trained because if they are not well trained
they will make the kind of mistakes that both the chairman and
Senator Grassley were talking about, either with respect to tax-
payer's harassment or just not being able to get the job done, not
being able to answer all of the various questions that taxpayers
have when they are trying to fill out and comply with the Tax

Code.
So am I correct in assuming that we need to pay especially close

attention to the amount of money that you are going to be able to
use to train your employees to all these new missions, all these
new responsibilities, all the new complexities in the code book that
we pass, as well as what the taxpayers themselves are creating as
a result of different kind of business practices?

Commissioner Rossorri. Senator Kerrey, I think you put your
finger on the immediate future especially, but also going on one of
the key things that we really have to pay the most attention to if
we want to fulfill the mandate of the. bill and deliver good service
to taxpayers, which is in fact the training of the work force.

Proposal is that we not increase the size of the work force,
despite the increase of the complexity of the economy and the size
of the economy.

I believe that if we invest in the work force that we have and
provide them the proper management and training and technology,
Believe that we can fulfill the mandates of the bill.

Senator KERREY. Mr. Rossotti, you have got an $8.1-billion budg-
et. That is what you had last year. That is what you are going to
have this year.

Commissioner ROSSO'rrI. Yes.
Senator KERREY. My guess is you are going to have at least 10-

percent more revenue and substantially more work. Let's presume
that you can get by with that.

Of that 8. 1, how much of that is personnel?
Commissioner RoSSOTTI. About 70 to 75 percent of the budget is

just pay and benefits for the people.
Senator KERREY. Can you estimate for me? If you were a private-

sector company, how much would you allocate for training, given
all the requirements? If you cannot do it today, perhaps you could
follow up.

Commissioner Rosso'rr. I can get back to you.



Senator KERREY. It is one of the arguments that I intend to take
to the floor of the Senate during both the authorizing and espe-
cially the. appropriating process. I appreciate that we have got caps
that are imposing limitations on what we can do. I think all of us
need to be very much alert to the problems that is going to create
in terms of being able to full implement the law itself.

Commissioner Rossorm. I will try to get back to you with some
bench marks, but just to indicate what we did in the budget, we
have asked for a particular increase, $17 million, just to bring us
up to what we think is the regular ongoing level we need just to
train people on these laws, and then another $36 million for spe-
cifically making these transitions in the cultural changes.

Senator KERREY. If you would, as a follow-up, provide me at a
later time, since my red light is on, whether or not you have had
to take money away from compliance in order to be able to do
training.

Commissioner ROSSOTTI. We will do that.
Senator KERREY. Thank you.
The CHAnudMN. Senator- Mack?
Senator MAcK. Thank you, Mr. Chairman.
I mentioned my skepticism earlier. I still maintain that skep-

ticism, but I, by the same token, do not want to allow this time to
go by without recognizing the accomplishments that you have
made.

My interests are to follow up on some of the cases that'we heard
about in the past and see what the status of those cases may be.

A chief in the Personnel Branch of the IRS Office of Chief Coun-
sel, Yvonne DeJardins, testified that the Inspector General inves-
tigated and substantiated allegations of travel fraud, abuse of sub-
ordinate, sexual harassment, fraudulent performance appraisals,
and orders to cover up illegal actions, all against IRS executives.
Yet, in all cases, reports from the IG were sent to the Deputy Com-
missioner's desk, and no disciplinary action was taken.

Has the IRS now followed up on these IG reports?
Commissioner Rosso'rr. I do not have at my finger tips those

specific 'Cases. So I will be glad to get back to you on the answers
on any particular cases, but let me just say that we have got a
whole new management team in place here, as you know, with a
new set of players involved, and we have established just recently
a new unit to specifically track all complaints and disciplinary ac-
tions, especially those against senior individuals, to make sure that
none would fall through the cracks. So we have done a lot, I be-
lieve, to make sure that those kinds of falling-through-the-cracks
kinds of issues or failure to follow up will not occur, but on the spe-
cific ones, I do not think I can give you the answers right off the
top of my head. I will be glad to get back to you and give you those
details.

Senator MACK. There is a note there.
Commissioner Rossowrl. The note has to do with the fact that

the allegations, now that I remember, that were made by Ms.
DeJardins, I believe was in the April hearings, and what we agreed
was that all of the allegations that were made in those hearings
would be investigated by the GAO Office of Special Investigations.

Senator MACK. What is the status of those investigations?



Commissioner Rossomr. That, I do not know. I do not know.
That is being done by-

Senator MACK. Does the fact that it has been turned over to the
GAO mean it is totally out of your- hands? There is no interest or
concern to follow up?

Commissioner Rossorr. Depending on what they find, if they
come back and substantiate the allegations, we would have to act
on them.

Senator MACK All I am saying is I would appreciate it if yu
would instruct whoever is responsible for it to follow up to see what
the status of that is.

Commissioner Rosso'rri. Yes, okay; I just want to make
clear-

Senator MACK. If I can, I think this goes to the matter of wheth-
er employees take seriously whether there are going to be changes.

Commissioner Rossorri. Let me just try to explain. On the GAO,
we did that specifically, I think in agreement with the chairman,
to make sure that they would be followed up on by an independent
agency that was not in any way, shape, or form dependent on me
or anyone in the IRS.

Senator MACK. I do understand that.
Commissioner ROSSOTrI. Right.
Senator MACK Again, it just seems to me there should not be a

circumstance, though, that just says that that. is now someone
else's responsibility because what they do and how they do it will
affect how people in the IRS react to whether there are going to
be changed.

Commissioner ROSSO'rrI. I agree. As soon as we get to whatever
their findings are, it will be our responsibility to act uon them and
ensure that if there is any substantiation that wecwillact. I assure
you of that.

Senator MACK. Let me just again for the purpose of, I guess, em-
phasis point out my concern. Another case which happened to a
constituent of mine by the name of Tom my Henderson, he blew the
whistle on a renegade special agent with a number of problems. It
apparently has turned out that the renegade was protected instead
of punished by his supervisors, and the IRS employee with the
courage to report the misconduct ended up being the target of re-
taliation.

Again, I am raising this because it seems to me that these spe-
cific cases that we raised at hearings, there ought to be a special
sensitivity to that-

Commissioner Rossomr. There is, yes.
Senator MACK [contintuingi. With the IRS management. So I am

not asking you to give me details on that. I am asking you to look
at it again-

Commissioner Rossorri. Yes, sir.
Senator MACK [continuingr]. And let me know what the status is.
Commissioner RossoTM. We will do that.
The CHAIRMAN. Could I just make a comment? I think the record

ought to be clear that it was agreed that we would have the GAO
make the study. That study was made at my request, and when
the results are out, it will, of course, be avaiable for the IRS. At
that time, we expect the appropriate action to be taken.



Senator MACK. Can you tell me when you think that report will
be out?

The CHAIRMAN. We have had no information on it.
Senator MACK. Let me just make the point. Again, I understand

what we did, and it was a reasonable approach to the problem, but
I do not know and apparently you do not know and apparently you
do not know what the status of that GAO report is. It seems to me
that some of us ought to be putting a little bit of pressure on get-
ting that report out.

The CHARMAN. That has been done, and the GAO is well aware
of it, but there are a number of cases. We will renew the request,
along with your demand.

Senator MACK. The last area that I want to touch on is on one
of the comments that I made in my opening statement. It had to
do with Dennis Crawford, director of the National Operations in
the Criminal Investigation Division, who recently stated in The
Washington Post that the agency is now employing more armed
search-and-seizure raids than before.

Commissioner ROSSOrTI. I do not know about that particular
comment, but let me just say that the biggest thing that we have
just done with respect to criminal investigation is we just finished
about 7 months of a very detailed review by Judge Webster and his,
team. We just received that yesterday, as a matter of fact. I do not
know whether you have gotten a copy. I hope we have given you
a copy.

Just going back, I have made the commitment that we would re-
view from top to bottom basically all aspects of the IRS, and the
Criminal Investigation Division is; a very specialized component.
We needed some outside help to do that. That is why we got Judge
Webster to look at it. His role was to look not so much at the indi-
vidual cases that were raised, which were turned over to the GAO,
but rather to look more systematically at what we should do with
this component of the IRS. I think he did that mandate very, very
well, very thoroughly. Essentially, they came up with a number of
very important recommendations. The most fundamental is that, as
they described it, there has been drift from the main mission of
what should be the mission of this agency, this component of the
agency, which is to focus on administration of the tax laws into
some other kinds of law enforcement activities.

Their recommendation, and they have many specific ones, is that
the main focus of CID should be what it is there for and that really
it is placed as the only agency that can fulfill that role. In order
to implement that, they have made a number of very important
recommendations. One of them has to do with reorganizing it, get-
ting new leadership, changing in some cases, not so much changing9
procedures, but seeing that certain procedures, for example, -on
search warrants that are on the books are more carefully docu-
mented and followed up before they go forward with those kinds of
activities. So it is really a very comprehensive blueprint, I believe,
of what needs to be done to ensure that ClID is doing the mission
that it is really there to do, which is to help in the administration
of the tax laws.

We are going to poceed forward with that under the authority
we have under the Restructuring and Reform Act. We have the au-



thority to proceed to do this reorganization and basically imple-
ment all of the things that are recommended in the report. So I
think we can move rather quickly to do these things.

Senator MACK. I thank you for that.
I do have a copy of the report, and one of the specific rec-

ommendations was that the division cease making high-risk entries
into taxpayers' premises, and it should seek instead to call on other
law enforcement agencies.

Commissioner Rosso'rr. Yes.
Senator MACK. Again, the quote or the statement by Dennis

Crawford that more of these are taking place than before, the re-

port comes out yesterday saying that in essence there ought to be
fewer of them, and I am just raising that-

Commissioner Rossorri. Sure.
Senator MACK [continuing]. That that is another concern that I

have with respect to what is going on.
Commissioner RossoMr. I can assure you that that recommenda-

tion, along with the others, will be imp lemented, and with the new
structure that we put in place in the new leadership, we will en-
sure that those -things are done.

Senator MACK. Thank you very much.
The CAiuRmAN. Senator Robb?
Senator ROBB. Thank you, Mr. Chairman.
Mr. Rossotti, when you were describing some of the progress that

you are making in terms of the requirements for better training,
et cetera, you pointed to the volumes just to your right, four vey
thick volumes, plus an additional volunwl sitting. next to it, anda-
though I know you meant for that to be reassuring, I found it just
the opposite. Let me ust suggest to you why. I am sure that there
is a good answer, and it might relieve others who become a bit anx-
ious.

When you said those four volumes related just to the telephone
training or those who respond to telephone inquiries-I do not re-
member the precise nature-it occurred to me that if I were some-
one on the IRS staff or prospectively a new employee, I would look
and that and I would think, "Wow, that is sort of intimidating."
The sheer paper volume alone is more of a threat than that beaver
in the Tidal Basin here last week, whatever the case may be, if we
are putting out that much paper in a period of time when we are
attempting to modernize.

I took a look here at the IRS modernization booklet that my
friend, Senator Kerrey, made reference to, and I looked through it
rather quickly and I found a couple of things about information
technology that I was not able to find anything that gave me the
confidence that we are going to try to make as much of that kind
of information available on the computer screen of the operator and
accessible as a resource bank rather than expecting someone to
read and understand that many volumes with respect to the gen-
eral questions that might come in.

Again, I suspect those are ways of responding to different types
of questions that are raised. That is pure speculation on my part,
but I just want to give you a chance to deal with my concern in
this area because it seems to me that we ought to be moving as
we are. We are encouraging filing electronically, and we ought to



be encouraging employees, notwithstanding your 1962 machinery
technology, computers, whatever it is, and the people you have to
keep on to keep those machines operating.

When I got to thinking about that, it occurred to me that we
ought to be able to probably make that same file available to tax-
payers so they could simply download it themselves and find the
answers at least the IRS would purport to give to those kinds of
questions, and then they could call for additional help. T ell me that
that is all being done and that my fears are misplaced with respect
to where the modernization effort and the simplification and the
money-saving efforts that could be otherwise directed elsewhere are
going.

Commissioner Rossorri. I wish I could say that your fears are
misplaced. They are not all misplaced.

Senator ROBB. Then, that is really scary. I thought that was a
softball question.

Commissioner RossorrI. Unfortunately, I have to say honestly
what the reality is at the IRS. The reality is that many of the
things that can be done with today's technology and should be done
are not being done because of the limitations of the existing base
of technology that we have installed, which is very fragmented, rel-
atively poor quality in terms of systems, and very old.

With respect to the specific question of these four volumes, which
is a reference manual--of course, it is not something that you read
every day, but it is a reference manual-in the last year, we have
made some progress in putting this where it should be, as you
noted, online and through a computer screen with reference where
the customer service reps, as they are called, can call these up on
a computer screen.

As of a year ago, we had only a very few reps that had that capa-
bility to do that. Over the course of the last year, even with old
technology, we have been able to give a significantly greater num-
ber of those people access, but not all of them.

Senator ROBB. Let me just stop you there, if I may, because I am,
again, new to the official inquiry into the inner workings of the In-
ternal Revenue Service.

Are we in a position where we simply do not have the dollars for
capital investment to provide those who are on a phone with that
kind of instant response, so that they have to, in effect, take one
of those manuals and put somebody on hold and look up page
whatever it is and give them at least the school solution, as we
used to call it in the military 40 years ago?

Commissioner Rossoar. We have-
Senator ROBB. I am becoming more anxious, rather than less.
Commissioner Rossomr. I cannot be reassuring with respect to

the base of technology that we have at the IRS. It is really very
deficient in relation to what we need to have, and that is part of
what our whole modernization program is, to replace this.

I do want to say- we can make some progress. We have in the last
yearpgven most of the people who are on the telephones access on-
lie! through their computer screens to these documents. We have
been able to do that, but it is through a very, I will call it, jury-
rigged kind of a process, and the process of updating it and main-



tamning it is not a modern one that would be consistent with what
you would have in a private-sector company.

We have also been able to put a lot of these things on our web
site, which is one thing that is a successful short-term improve-
ment that we have been able to make for tax payers. In fact, that

has eenver successful. We had over 600 million hits to our web
site so far ths year, and for the very kind of thing that you are
talking about, where taxpayers can come in and get the answers
to this "school solution" to the questions.

The reason I do not think I am giving you the reassurance you
would like to have is that all of this is essentially, you might say,
held together with baling wire. We have a base of systems Ithat was
initially built in the 1960's, which is the foundation system that
keeps all the taxpayer records. Over the course of 30 years, there
have been about- 130 or 140 other individual systems that have
been added onto these things, not in a. way that was subject to any
real technology standards or any defined architecture.

So, when you put this together, you have a base of technology
that is really not adequate to support the current work that the
agency is being asked to do, which is why we have this plan that
is going to take quite a few years to do, to basically re-architect
this, replan it, and replace it.

Senator ROBB. With all due respect, and I know you are spending
a lot of time on Y2K compliance and you have gone through two
phases and whatever, that led me to believe that you were far more
electronically advanced than it sounds to me like you are, and
without having looked at the problem in detail, I would simp ly
have to tell you that it seems to me that ought to be a much higher
priority. If you are dealing with the kinds of records that it sounds
to me like you are dealing with, getting those into some kind of a
system where you can update them electronically and not have to
go retrieve each file and go through all of these processes that are
engaged,. it is going to be a long time.

Commissioner Rossowri. It is one of the major priorities. It is
just that it is an enormous job and a very risky one.

In fact, one of the main things we have done is given an award
Ito a prime contractor to work with us to implement what is called
the technology blueprint to do exactly as you are sayi ng, but the
IRS is one of the biggest data-processing users in th e world, and
we have to continue to maintain the current operations and change
the tax law every year, even while we are replacing these systems.
So it has to be done very carefully in pieces, one step at a time.

Senator ROBB. My time has expired, and I thank you, Mr. Chair-
man.

May I just ask, anything you could give us or you can give me
in writing, some sense of what you are attempting to do would be
very much appreciated.

Commissioner ROSSO'rTI. I would be glad to come over. In fact,
I have got our Chief Information Officer right here. We would be
glad to come over and give you a sense of this because there is a
plan, but it is a big, big long- term job.

Senator ROBB. Tank you.
Thank you, Mr. Chairman.
The CHAunmAN. Senator Graham?



Senator GRiAwm. Thank you, Mr. Chairman, and thank you for
holding this and the series of hearings that you are going to be on
oversight of the IRS reform.

I would make a preliminary comment that what we have just
heard in the last hour or so is not unique. There are many complex
organizations which in recent years have gone through the kind of
fundamental cultural change that we have now asked the IRS to
undertake, and those organizations would include the United
States Army, the telecommunications systems, the commercial
aviation, the Post Office, just to mention a few.

I would suggest, Mr. Chairman, that it might be helpful if at
some point in this series of hearings we would have a hearing in
which we could invite witnesses from those major enterprises, such
as the examples I have just given, who have experienced the same
type of change that the IRS is going to be experiencing over the
next decade to gain from their experience what are the trouble
points, such as the kind of training questions that Senator Kerrey
was asking and the information technology questions that Senator
Robb was just raising, that we need to be aware of and what can
we gain from the experience of other organizations that have al-
ready traveled this route that would help us in anticipating and re-
sponding to those issues for the IRS.

It would also, I think, help give us a sense of reality. This is not
going to be an easy transition. One of the things that makes it par-
ticularly complicated and will be the subject of a couple of ques-
tions I am going to ask is we are demanding of the IRS very fun-
damental reform. At the same time, we want the ongoing day-to-
day business of the agency to be conducted without interruption.
Those are twvo difficult challenges to ask of an agency to implement
concurrently. So that is my suggestion for the morning.

If I could turn to that question of how do you maintain a consist-
ent level of service to the taxpayer customer while undergoing this
change, in our office back in Tallahassee, we get about 50 IRS
cases a week, that is, Floridians who have had some concerns and
call us and ask for help.

I asked if we had seen any change in that number or the nature
of those since the IRS reform process commenced, and the answer
was essentially no, that the level of citizen requests for assistance
and the character of those are about the same.

There does, however, seem to be some increase in the number of
cases that relate to rather ministerial problems, such as the wrong
identification number and the inability after several contacts by
the taxpayer alone to get that rectified.

I wonder, and this is probably largely a budget question, if you
are being aggressive enough in asking us for the resources that you
need to continue to provide an acceptable level of service while you
are making this massive investment in restructuring and in areas
like retraining.

Commissioner RossoTrI. First, let me just say, you have put
your finger on what is really the hardest management part of this
whole thing, which is to make all of these changes. I mean, we are
rebuilding the house while we are living in it, and, of course, as
you know, other organizations have gone through that, but when



you are living in the house and you are changing it, it really is not
very easy.

Many of the kinds of things you mentioned, ministerial acts,
have to do with technology. We have a very error-prone process be-
cause of this technology. If a taxpayer calls up today with some-
thing that they got in the mail and it is not correct and they said
this is just wrong and they call us up and they get somebody on
the phone, even if the person is well trained, they'do the best job
that they can. They put it into a system which is not a user-friend-
ly system. Even if they get it in right, it could take up to 16 days
before that actually gets into this antiquated tape file system we
have.

During that 16 days, many things could happen. There could be
some other system that generates another notice to the taxpayer
about the same problem, and then if the taxpayer calls up again,
they could get a rep on the phone and that rep may or may not
know for sure that the previous rep fixed the problem. It can just
cascade and really cause a lot of frustration for everyone.

There is no immediate fix that we can make for those kinds of
problems, short of replacing the technology.

What we are trying to do, of course, is to provide some better
training for the employees so that they can recognize these kinds
of issues and deal with them, but I have to tell you, oftentimes the
employees are frustrated because they have got these computer
systems that do not give them the information they want.

So this is the kind of thing where we can put some Band-Aids
on the problem in the short term, which is what we are attempting
to do, but in the long term,, we have got to fix this technology and
we have got to get the whole thing straightened out.

I think as far as the budget is concerned, the approach that we
have taken is to say we think that we can-the most expensive re-
source we have is our work force, our people. That is 70 or 75 per-
cent of the money.

If we were to try to go back to the old way of doing business and
just do the same number of audits, do everything the same way,
we would have to have an enormous increase in the work force to
keep up with the economy, and I do not think that that is really
practical from an economic standpoint or even necessary.

What I think we do need is the investment money to be able to
make these technology changes, to make the organizational
changes, and to have better training and better qualifications in
the work force. 1 think if we can do that and we can sustain that
over a period of years, we can solve this problem, but one of the
things that makes it a long-term process is the fact that we do
have to do, as you say, be very, very careful about making these
things.

We are imposing a lot of change in this organization in a very
short period of time. If you look at that set of red bullets there, any
one of those projects, any one of those line items would be a major
project by itself. So we cannot push this too far or we take the risk
of undermining the ongoing day-to-day operations.

Tomorrow, we are finishing this filing season. So we have kept
our fingers crossed, and I think we have gotten through it without
any major glitches, but it is quite a risky period when you go



through one of these filing seasons, while making all of these
changes.

Senator GRiAHAik. Mr. Chairman, I see the red light is on. I had
hoped to also ask some questions on a couple of areas in which I
was particularly interested during the legislative phase of this IRS
reform, offers in compromise and innocent spouse. I would like to
ask if I could submit those questions in writing for subsequent re-
sponse.

The CHAJRMN. Without objection.
Senator GRAHAm. Thank you.
The CH llUmm. Senator Bryan?
Senator BRYAN. Thank you very much, Mr. Chairman, for hold-

ing this meeting, and thank you very much, Mr. Rossotti, for your
continued public service. You have one of the most difficult jobs in
all of the Federal Government. Yours is an agency that is unaccus-
tomed to praise, but one area in which I have had some very posi-
tive response is the tele-filing system.

Can you give me some indication as to, A, are the number of tele-
filings increasing and, B, is there anything that we need to do leg-
islatively to facilitate the expansion of that?

Commissioner Rosso'rr. It is interesting. The' tele-file system is
one that actually did win an award from a pblic agency for excel-
lent service, and itlhas gone up quickly to about 5 million filers for
the relatively simple forms.

Unfortunately, this season, we have had a little bit of a surprise
on that matter in that we have actually, after several years of very
rapid increases and great response, had a slight decline in the
number of users, about a 5-percent decline, and we do not have the
research yet to know why that is, but we think we have got a pret-
ty good suspicion, which is that many of the users of the tele-file,
as it is a simple form, tend to be people like students that have
a very simple situation, but they still have to file a return.

With the benefits under the new tax law, there are more oppor-
tunities for students to claim things like student loan interest and
certain credits, but they cannot do it with the simple form. So it
drives them away from the simple form into the more complicated
form.

We may still have gotten those users electronically, though, be-
cause we had an enormous increase in the number of people this
year that were filing from their home PC's. It is possible that we
do not yet have the data that some of the people who would have
otherwise used the telephone may have used the home PC and
filed, and there is also increased use through the Internet, in some
cases through some of the providers.

I do not think there is anything bad to be drawn from the slight
decline in tele-filing. I think we have just shifted some users who
are computer literate and used to doing things electronically to
some other means of filing.

Senator BRYAN. If there are things that we need to do to encour-
age that, we certainly want to respond to your request.

Let me address an issue of quotas which -as you know, all of the
IRS reform measures have sought to address the issue of eliminat-
ing quotas as a basis for determining and evaluating employee per-
formance.



Notwithstanding the earlier Con-aessiona1 enactments as a prel-
ude to the legislation that was adopted a couple of years ago, in
my own State,. we received a good bit of information that the quota
system was alive and well. It is dificult to stamp that out.

One of th povisions in the reform or restructuring legislation
is to specifically prohibit, as you know, the employee evaluations to
be conducted on the basis ofhow much is collected in an audit or
in revenue collection.

I guess my first question is, to the best of your knowledge, have
we eliminated the culprit, and, secondly, what steps have been
taken to make sure that that does not creep back in? In other
words, what kind of alternative evaluation processes are you adopt-
ing or implementing as a part of eliminating this from creeping
back into the system?

Commissioner RossoTT. That is. a very important question. As
a matter of fact, that whole area has been one of probably the larg-
est areas of focus that we have had since I have been in office, and
exactly as you say, there are really two p arts to it.

One is to ensure that we gt rid of the use of enforcement reve-
nues and quotas as a method of measuring employees or managers
uip and down the chain, and, of course, that relatively speaking is;
actually the easier part.

We have withdrawn all of those measurements, and there is ac-
tually a quarterly certification that is required of everybody up and
down the line that is now taken very, very seriously. It is reviewed
all the way up to the .Deputy Commissioner. I think that we get
those reports and we have gotten those out of the system.

I have looked back over the history, and I would be glad to send
you a document which reviews this, Snator, but I have looked over
the history, and as early as 1959, there were hearings by the Ways
and Means Committee on this issue. You can go back over the 40-
year history of trying to deal with this problem, and I think the
root of the issue is that you can say do not use enforcement reve-
nues and do not use quotas, but unless you put something in its
place that allows you to manage the organization, you end up with
a void, and you, one way or another, get back into the problem
again.

So the thing that we have been working on very, very hard and
have recently, within the last few months, completed is developing
a new system of measurements which is right in the middle there.
It is called Introduce New Balanced Measures.

This is a new system of what we call balanced measures. It does
not use enforcement revenue as a part of this. Instead, it uses -a
three-part sy stem which is what we call customer satisfaction,
measuring h surveys from the taxpayers, business results which
has a quality and quantity measure to it, but not enforcement reve-
nues, and an employee point of view in there, those three balanced
measures.

We have developed that system. We have lifted this from other
leading organizations in the private sector, as well as other public
agencies, and we are now in the process of rolling this out and
training our managers and employees in this system.

We are not going to get it completely rolled out this year for the
whole organization, but for major parts of it. And this is really a



very, very revolutionary chag in not only measurement system,
but really in the whole way that people work with each other be-
cause it requires not depending on numbers as much, but getting
behind the numbers and looking at the quality of individual case
actions in the work that is done.

I would say in January alone, we had over a thousand managers,
and I personally participated in this for about 2 days, of training
on this whole new way of working and this new way of system. We
now are having throughout the whole country training sessions on
rolling this out.

By the end of this fiscal year, we will have had for a major part
of the organization at least the first round of implementation.

Again, this is something that is so new and so different that we
expect it will take a number of years for it to be fully developed
and fully implemented throughout the service.

Senator BRYAN. Thank you very much. My time is up. Like Sen-
ator Graham, I had some other questions. I want to just acknowl-
edge that I appreciate working with you and trying to resolve the
employee meals issue and maybe to address a question to you in
writing in terms of what we might do to facilitate a resolution proc-
ess, sort of the confrontation that comes at the end, if there is no
ability to sit down and try to work things out.

Commissioner Rossomr. We are working on that problem, Sen-
ator.

Senator BRYAN. I appreciate that.
I thank you, and I thank the chair.
The CHAnuMAN. Thank you, Senator Bryan.
I have a couple of questions I want to propound, but then I would

like, if it is satisfactory with you, for you to introduce your new
team.

Commissioner RossoTr'i. Yes, sir.
The CHAiRMAN. Let me go back, if I might, to the Webster crimi-

nal investigation report. Judge Webster's report did find what I
deem to be very serious problems in the CID. He says that the CID
has drifted from its tax enforcement mission, it lacks accountability
and oversight, it does not follow its own search warrant policies,
disciplinary action is irregular, and agents lack substantive tax law
training.

Commissioner Rossotti, how do you evaluate those problems, and
what do you propose to do?

Commissioner Rosso'rrI. As indicated in the letter that I sent
back to Judge Webster, I feel that he did an outstanding job. He
and his team did an outstanding job, really very thorough. They
did 600 interviews. They looked at just about every document that
exists with respect to CID.

The CHARmAN. They did not look at the specific cases we had.
Commissioner ROSSOrrI. No, in terms of looking back at any spe-

cific allegations, but they did look at many case files with the point
of view of looking at how the work should be done.

I think the main conclusions-in fact, all of the conclusions are
ones that I agree with very much and intend to proceed expedi-
tiously to implementing.

I think the sort of fundamental conclusion is that the agency, as
he said in his first sentence there, has drifted somewhat from its



mission of focussing on the administration as being a component in
the administration of the tax laws. That is their main mission, and
they are the only organization in the Federal Government that can
do that.

He noted that part of that is, unlike other law enforcement agen-
cies, we have a policy that says we should use the least-intrusive
means, not just what is legally permitted, but least-intrusive
means, and we need to make sure that that is indeed done.

So we are going to follr'.v up with doing the things that he sug-
gested, refocusing the mission, setting them up as a line-account-
able organization. At this point, we agree that it is advisable to
bring in the next head from outside the organization, someone with
tax law experience.

The CHAIRmA. I do think these are very, very serious problems.
One of the things that concerns me is that insofar as the policy

on the least-intrusive method of enforcing tax collection, that there
are basically no records. So, even though it is a good policy, we
really have no idea how well that policy was adhered to. That both-
ers me.

A second thing that bothers me is that much of the grand jury
information, where they investigated for tax fraud, that informa-
tion was not made available to Judge Webster, and I think that
was a serious problem.

I know that information is confidential, but it is available to you.
They would not give it to him because he was not technically a
member of the IRS, and I find that very bothersome because it
means much of the information we needed to evaluate the CID just
was not available.

I know that you are concerned about CID, and I just want to
stress how serious I take these problems.

I also would like to ask you about the innocent spouse cases. I
have been told that IRS employees in the field may not be resolv-
ing innocent spouse cases under the new law. This was a very im-
portant change, as you well know. So I guess my question to you
is what is the IRS doing to train its employees and to en sure th'at
innocent spouses are properly treated?

Commissioner ROSSOTrI. This is one of the particular provisions
that I think is most important, the taxpayer rights area, and we
have put a great deal of time and effort into coming up with the
guidance and the regulations internally. However, it was complex,
and we did not really complete especially the equitable relief por-
tion until really earlier this year. So we have only really begun to
process the cases under the full range of authority that is given
under the law.

We have done some important things. We have centralized the
initial processing in one location so that we have a better ability
to train and control people, and then we have recruited some addi-
tional experts in other locations to work on some of these cases.
Those are some of the steps that we have taken to make sure that
we do a quality job on processing these cases.

However, particularly with respect to the equitable relief portion,
which is a very new and different kind of provision, we know we
are going to have to learn from experience on that. So what we in-
tend to do , which it is too early to do this now, but later this year,



once we have gotten a sufficient volume of tY~se cases processed,
we are going to do a post-review. We are going to have a team of
experts go and do a sample review of these cases just to see if we
are doing them the right way and that they are being done in ac-
cord with what we think the intent of the Congress was on these
provisions.

So I would certainly say that we have our work cut out for us
to do a quality job on this because it is very important, but it is
also a complex provision. By the end of this fiscal year or at least
this calendar year, we will have a lot better information to report
to you on how we are doing on administering that provision, and
if there are problems that we have in administering it, we will cer-
tainly acknowledge those and do what we need to do to fix them.

The CHAIRmAN. Let me ask you one final question on the reorga-
nization of the IRS into functional'division. How will taxpayers and
IRS employees be affected by the IRS transition away from a geo-
graphically based organization?

Commissioner Rossomf. I think that from a taxpayer point of
view, the mast important thing is that we will have a set of people
in both management and on the front line that are dedicated to
trying to understand what the needs of those taxpayers are and
meeting them.

For example, in very specifically meeting those needs, I will just
give a few examples. In the case of the wage-and-investment tax-
payer, which is 90 million taxpayers, but relatively in some cases
only interacting with us once a year when they file a return, what
we want to have the team focus on them for is good customer serv-
ice, getting through on the phones, answering the questions quick-
ly, and most of all getting their return out. If they do have a prob-
lem, having a network of offices around the country, where they
can walk in and get a problem solved very quickly, much as we did
on problem-solving day, that is what they need at that end.

To take another example at the other end, the large corporations,
the middle and large corporations need an entirely different kind
of set of services, and they need a team that is dedicated to work-
ing with them on things like getting guidance and regulations out
quickly,, making sure they are clear, getting the audits done when
we do, do audits and resolving those issues as quickly as possible
and working with those taxpayers on interpretation of the law.
Things like international tax law issues, such as you had in your
hearing, are very complex and require special focus.

So I think from the taxpayer's point of view, what we hope we
will get, and I do not say this will be quickly, is we will get a set
of people inside the IRS that are actually talking to these tax-
payers and understanding the particular kinds of needs they have
and being able to come up with solutions and relieve their burdens.

From the employee point of view, what we hope is that we are
going to be able to focus their efforts so we will be able to make
their training more effective and reduce the number of layers in
management so they will be more closely connected with those and
policy-making points of view.

I think there is another longer-term effort, which is going to fa-
cilitate the introduction of this new technology that we absolutely



need in order to basically provide our work force, the tools that they
need.

The CHAIRMAN. I think the hour is rowing late, and I do have
some other questions, but I would we come your introducing the
new team you have brought into the IRS.

Commissioner RoSSOWrL Sure. We have got them right here. Do
you want them to come up?

The CHAiRMAN. I will come down in a minute, but why don't you
stay close to the microphone.

Commissioner Rossorri. Let -me just introduce the two Deputy
Commissioners, and maybe you could just stand up. This is Bob
Wenzel here. Bob is; Deputy Commissioner for Operations. John
LaFaver is one of my outside recruits. He is Deputy Commissioner
for Modernization.

Val Oveson, over here, is the new National Taxpayer Advocate.
I think you have met him.

John Dalrymple is the Chief Operations Officer, and over here,
we have Paul Cosgrave who is the Chief Information Officer.

David Williams, as you know, is Chief of Communication and Li-
aison.

That is really the top-management team that right now is work-
ing with us to make this whole thing go forward.

The CHIRMAN. I would just like to welcome them to their new
responsibilities. I cannot emphasize how important I think it is. I
think progress is being made, but as you and I agree, we have a
long, long ways to go. Welcome and good luck.

Thank you very much, Mr. Commissioner.
Commissioner Rossorri. Thank you.
The CHAIRmAN. The committee is in recess.
[Whereupon, at 12:05 p.m., the committee was adjourned.]
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PREPARED STATEMENT OF HON. ORRIN G. HATCH

I want to commend the Chairman for holding this hearing today. Last year we
had the opportunity to pass what is perhaps the most far-reaching legislation of our
careers in the Congress. Legislation that would reform the Agency that touches the
lives of U.S. citizens more completely than any other institution. The IRS Restruc-
turing and Reform Act of 1998 (IRRA) was about more than just changing the way
one federal agency works, it was about reflecting American values and prioritie--
about just who the government is here to serve and what it is here to do.

I want to commend Commissioner Rossotti for the progress we have seen to date:
we have seen the National Taxpayer Advocate's office reorganized and made more
independent; we have seen increased customer service; and we have seen an in-
crease in electronic filing. However, we still have a long way to go. We need to see
more improvement in taxpayer rights and we need to see more IRS employees buy
into the reform effort and change their attitude and the way they work with the
taxpayer. I am also waiting to see the completion of several of the new regulations
and procedures being worked on at the IRS to put into place the changes included
in last year's reform bill.

The IRRA included two important elements toghalinging the culture at the IRS:
creating responsible leadership and providing accountability for the Agency. The
first was done through granting Commissioner Rossotti flexibility to carry out a fuin-
damental reorganization of the Agency. I want to commend him on his progress to
date on that important project.

The second step was just as important. The creation of an independent Oversight
Board brought some much-needed accountability to the IRS. [ wish I could say that
we have seen some progress on this front as well, but I have to say tha t we have
not. I am deeply disappointed that the Administration has not lived up to its re-
sponsibility by nominating the Members of this Board. They are over two months
late in this task. This blatant disregard for the deadlines contained in the IRRA-
which was signed by this President with much fanfare last year-sends a dangerous
sInal. If these nominations are not made in a timely fashion, we can only conclude
tha this Administration is not serious about real reform of the IRS.

I welcome the testimony of Commissioner Rossotti here today. I am eager to hear
what the status of reform is and what further actions we can expect to see in the
future. He has taken on a Herculean task of redefining and changing a culture that
has been in place for far too long. I want to congratulate him on the significant
strides he has made in completing that task and urge him to push forward. I look
forward to working with him as he continues to progress toward full implementation
of the IRRA.

PREPARED STATEMENT OF CHARLES 0. Rosscrrr

[NTRODUCTION

In July of last year, Congress passed by a nearly unanimous vote the IRS Re-
structuring and Reform Act of 1998. This bill included many provisions to enhance

tapayer rights and to deal with specific aspects of the IRS. As important as these
individual provisions are, the bill collectively said something even more important.
It told the IRS that we must fundamentally change direction. We must not only col-
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lect taxes, we must think about our job as serving the people who are paying the
taxes, America's taxpayers.

The IRS is fundamentally changing, Mr. Chairman, and in the direction the Con-
gress mandated. We are not only implementing the letter of the law that Congress
prescribed in RRA '98, we are rethinking and redesigning our whole way of doin
business.

In the year since I last appeared before this committee, I have become even more
convinced that we can succeed in the mandate Congress gave us. I firmly believe
that we can have a tax agency that does a far better job of serving the American
public in the way it expects to be served. This means providing each taxpayer with
the service he or she expects, the rights he or she deserves, and all taxpayers having
the confidence that the tax law is fairly administered.

And while I believe we can succeed, we now know q-.,te clearly the fundamental
changes we must make in all parts of the Agency to succeed.

Some of these changes are intangible, such as the agency's mission, goals and
principles. Many are quite tangible, such as how we measure performance, how we
train people, how we organize to manage, and many detailed procedures and tech-
nology programs. Collectively, these changes affect the skills, attitudes, tools and
processes which constitute the way taxpayers are served.

No one change will fulfill our mandate. There is no quick fix and there is no silver
bullet. Nor is there a low risk p lan, since such major and fundamental change nec-
essarily carries with it the risk that plans and timetables may need to be altered
and operational errors may occur along the way. We have made some already in
implementing provisions of the RRA, for example.

What we need most of all, given the current situation at the IRS, is the sustained
support of Congress and the public while we make these fundamental changes while
we administer a huge and complex tax system. And I have been very, very pleased
at the support we have received to date from all quarters. However, we will also
need your understanding of the enormity of our challenge. One forecast I made at
my confirmation hearing before this committee was that it would take the better
part of a decade to reach our goals for the IRS. Having now been in office for 17
months, this is one forecast that I standby. But I believe that the destination is
worth the long and difficult journey we are now starting.

NEW MISSION AND GOALS

I believe that one of the most important mandates of the restructuring bill was
for the IRS to rewrite its mission statement not only to change its focus, but to set
a broader and higher standard of performance for the entire Agency. Thanks to the
Congress and this Committee, our new mission statement is: "Provide America's
taxpayers top quality service by helping them understand and meet their tax re-
sponsibilities and by applying the tax law with integrity and fairness to all."

This mission statement accurately describes the role of the IRS as well as the
public's expectations as to how the IRS should perform it. Rather than just collect-
ing the "proper amount of revenue at the least cost," as had been our charge in the
past, it is now the role of the IRS to help the large majority of taxpayers who are

wilng to comply with the tax law, while seeing to it that the minority who are not
wilng to comply are not allowed to burden their fellow taxpayers.
The IRS must perform this role to a top quality standard, which means that all

of its services should be seen by the people who receive them as comparable in qual-
ity to the best they receive elsewhere. And just as the best companies produce excel-
lent shareholder returns by providing high-quality products and services to cus-
tomers, the successful execution of this new IRS mission will also be expected to
produce tax revenues for the Federal Government in accord with the tax law with-
out political or corrupt influence. This new mission statement does not, in any
sense, negate the intent of the previous one; rather it builds on it and sets a broader
and higher performance standard. Only an institution that has been successful at
one level can aspire to a higher level of performance.

Establishing a new mission for the IRS and clarifying the public's expectations are
essential and meaningful steps in meeting those expectations. However, achieving
this mission requires fundamental chane in many aspects of an institution built
over many years. This change must produce success in the new mission, while re-
taing the essential elements that created success in the past.

Further, this change must take place while the IRS administers a very large, com-
plex and ever-changng txsystem. Since te I s wilsrve to perform at a level
quality achieved elsewhere in the economy, a major part of this change is guided

by p oven private and public sector best practices. We refer to this whole p rocess
of chane as "menzto, because it involves building on the essential compo-
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nents that made the IRS successful in the past while bringing them up to date in
a way designed to achieve the new mission.

To carry out our new mission statement, we proposed three strategic goals to
~ide us. The first is to provide top quality service to each taxpayer, one at a time.

IShas millions of interactions with taxpayers each year-from the very simple
to the -!ery complex. Whether it's providing a form, answering a question, 6r per-
forming an audit, the taxpayer should receive top quality service based on that tax-
payer's specific situation and needs. That also means that taxpayers shc-id always
be treated 'professionally ard courteously and with full consideration ef their rights.
Our second strategic goal iu service to all taxpayers collectively--seeing to it that
the law is applied with integrity and fairness to all so that taxpayers who do not
pay their taxes are not allowed to place a burden on those who do.

Our third strategic goal is to increase productivity by providing a quality work
environment for our employees. Good service, to taxpayers will be accomplished by
providing employees at all levels with b-Tg. quality technology tools, adequate train-
ing, effective management and active engagement in the goals of the organization.

Over the past year, we have worked hard to communicate the new mission state-
ment and gocols to our entire work force. Each employee now has a wallet-size copy
of the new mission statement ar~d our strategic goals are stressed in all of our com-
munications vehicles, including training materials, town hail meetings, video con-
ferences, broadcast voice messages, and our biweekly modernization newsletter,
"New Directions" which all employees receive.

TAXPAYER RIGHTS AND SERVICE IMPROVEMENTS

This past year brought a dramatic expansion in taxpayer rights due primarily to
RRA '98. From new rules ranging from protecting innocent spouses to offers in com-
promise to greater power for the National Taxpayer Advocate, taxpayers are finding
an array of new options available to assist them.

Delivering on the new law and the hundreds of specific changes to both the tax
code and our organization is an enormous task. We are in the process of: (1) imple-
menting 157 near-termn initiatives to improve service and treatment of taxpayers,
of which 82 are mandated by RRA '98; (2) implementing 1,260 tax code changes
from the Taxpayer Relief Act of 1997 and RRA '98, many of which rqiesignifi-
cant and complex interpretations to guide taxpayers and employees; an=3 provid-
ing essential training related to these many changes to nearly every one of our over
100,000 employees.

Let me highlight some of the progress to date in implementing BRA'98: a massive
training effort is underway: two new forms are being developed (706C/706D on es-
tate taxes); 153 forms have been revised; 39 publications have been revised; 30
items from Chief Counsel were published (14 regulations, 5 revenue procedures, and
11 notices/ -iniouncements); 66 guidance memoranda have been issued; and 1,300
implementing actions have been identified.

I want to particularly stress that increased training of our employees is essential
for delivering on the mandates that Congress gave us and the service that the pub-
lic expects. About 70 percent of IRS employees deal directly with taxpayers. And
taxpayers have every right to expect that in every such encounter with an IRS em-
ployee, whether it's a phone call asking a question about how to fill out a return,
or a meeting with a revenue agent in an audit, the IRS employee should understand
the current tax law and have the skills to understand the facts and circumstances
of that taxpayer.

A year ago, when I took office, it was abundantly clear that there was already
a serious deficit in this area. Since then, Congress has given us the responsibility
of implementing the 1260 changes to the Tax Code and a mandate to restructure
the whole way we do business with taxpayers. And this will require extremely com-
plex training for our employees. The money in our FY 2000 budget request, includ-
inig that part included within modernization program, is essential and will only

bein torciy our training deficit.
There are three phases to our BRA '98 training, and even prior to enactment of

RRA '98, we began to take action. In July of 1998, the IRS' Chief Operations Officer
established a N itional Resource Center to coordinate policy and program questions
so that consistent messages were sent to stakeholders. As of March 15, 1999, more
than 1,100 inquiries have been submitted. Also in July, approximately 185 RRA '98
field coordinators in each IRS district, region and service center were identified and
trained to be local points of contact for coordination and questions. I held my first
RRA video conference on July 17, five days before the President signed the legisla-
tion into public law.



RRA '98 Phase I training toplcfrom July 1998 to January 1999. Some of
the actions we took included: (1) providing 60,000 front-line employees with basic
implementation training on new statutory reurments and key procedures; (2) de-
velopn individual training plans for eachirS function; (3) implementing a course
completion certification process; (4) establishing weekly conference calls with over
180=R'98 Coordinators and Education Branch Chiefs; and (5) posting information
on School of Taxation Web Site and links to the National Resource Center.

We are now in the midst of RRA '98 Phase II training. Our overarching goal is
to provide formal training with clear learnin objectives, testing and evaluation. We
are developing courses on: Due Process,- Intalmet Agreements, Offers in Com-

pOmi*se, Seizures Relief from Joint and Severa! Liability Third Party Contact and
Interest netting. iihe goals for RHA Phase III TechnialTraining for FY 2000 are
to: (1) embed specific provisions of URA '98 and the newly revised-Internal Revenue
Manual into the IRS day-to-day operations (2) supplement Phase I and Phase II
training as needed; (3) deliver Phase II of C~ustomer Service Training; and (4) con-
tinue to evaluate, monitor and update training as necessary.

One of our critical training needs has been Section 1203 in which all 100,000 em-
ployees must be trained. The initial mandatory train*n that all employees have
now received was certainly an important first step bu we must do more. Last
week, all employees received with their pa tub a rochure written especially for
them on Section 1203. It icue.a plain'Ta L age summary of all the provisions,
how potential violations are reported, employee appeal rights and other important
reminders. We are also encouraging our employees to tae advantage of the IRS
Labor and Employee Relations Resource Center that can help answer many of their
Section 1203 questions.I

We will then build on this information with better training and guidance. Begin-
ning later this month, all employees will be provided detailed instruction on the pro-
cedures to be used in handling Section 1203 cases. This instruction, including a
training video, will be based on a new Section 1203 Procedural Guide that is cur-
rently under development. It will emphasize Food customer service and case man-
agement practices. In addition, we are ensuring that all training courses on RRA
'98 consider the impact of Section 1203 on how employees carry out their duties and
we will then begin the process of integrating Section 1203 into course material al-
ready in existence.

In addition to training, I would like to highlight some of the sijnificn hne
called for by RHA '98. In January, the IRS issued new versions of its form and pub-
lication for innocent spouse relief, each revised to inco rate the changes made by
RRA '98. This is the latest of several steps we hav ~en in our ongoing effort to
help innocent spouses. We hope that our materials will effectively explain the new
law to taxpayers and assist them in taking full advantage of their rights. We also
appreciate the comments we received on the draft form last fall and welcome sug-
gestions on how we might further improve these items. In addition, the IRS plans
to incorporate additional feedback from taxpayers and practitioners--as well as our
own experience in processing these requests-and provide even better products.

In the area of due process, taxpayers now have the right to request a hearing be-
fore an martial appeals officer within 30 days after a notice of lien has been filed
or a notice of intent to levy has been sent. In addition, the IRS must provide the
taxpayer with a written notification of this appeals right. If the taxpayer requests
a hearing during this period, the proposed levy may not take place until after the
appeals officer makes a finding. The taxpayer also has 30 days to challenge the ap-
peals finding in U.S. Tax Court or U.S. District Court, during which period the IRS
may not levy. During the appeals process the taxpayer can also request the IRS to
consider establishing collection alternatives, such as an installment agreement, to
pay off the tax bill. Under the new law, the IRS must consider all other payment
possibilities before seizing the assets of a business.

With the publication in March 1999 of revised tax Form 656, and an array of in-
ternal changes, the IRS is also fundamentally changing the Offer in Compromise
program to make it easier for taxpayers to apply for help and allow the IRS to be
more flexible when considering taxpayer offers to settle tax bills. For taxpayers fac-
ing dire financial circumstances and unable to pay the entire tax bill, the Offer in
Compromise program allows the IRS to negotiate a settlement. We expect to have
the new QIC program in operation by the end of the year.

For taxpayers, the settlement offer must reflect the maximum amount they can
pay after basic living expenses. The IRS may accept the tapayer's offer under cer-
tain conditions prescribed by law. In the end, this helps au taxpayers. Instead of
collecting nothing from people with an unpaid tax bill,' we are able to collect some-

thn.We wil aso work with tapayers facig severe hardship to help find a way
to satisfy their tax obligations.



In addition, under the changes being made at the IRS, the Offer in Compromise
prgamwl feature more straightforward rules, increased flexibility by key agency

employees and fewer rejections of compromise offers.
Even more changes will unfold in the weeks and months ahead. We want to work

with taxpayers to make it simpler for them to apply for an Offer in Compromise.
The process will be streamlined to make more and more people eligible. The -pro-
gram will feature new flexibility in evaluating taxpayer expenses. In the past, the
program frequently relied on local and national standad for evaluating cost-of-liv-
ing expenses--a key element in determining how much a taxpayer can afford to pay
through the compromise offer. But the new guidelines allow IRS employees more
fr-eedom to assess an individual's particular. financial hardship beyond the standard
cost-of-living formulas. The move will help guarantee that a taxpayer can still afford
basic living expenses while paying the tax bill.

Mr. Chairman, RHA '98 also directed the IRS to p lace a greater emphasis on serv-

ingthe public and meeting taxpayer needs, and that new focus is reflected in not

onyour new mission, statement but new commitment to customer service. While
providing service on a level with the best financial services institutions may take
years, we have pt some serious management muscle behind some near-term service

improvements. It is service when and where our taxpayers need it.
Our toll-free telephone lines are now open 24 hours-a-day/7 days a week. This fil-

ing season, more than 250 of our offices across the nation offered Saturday service.
We are making it easier for taxpayers to get forms and information whether it is
from our website (www.irs.ustreas.gov), fax machine or CD-ROMs. We also have a
vigorous electronic tax administration strategy and program that-will help us gt
the paper out of filing and payments and refunds. In addition, we hope to be able
to add even more services in the future as we bring new technology on-line, and
just as importantly, be able to measure taxpayer satisfaction with our services.

BALANCED MEASURES OF PERFORMANCE

The techniques that an organization uses to measure its performance go to the
heart of what it really values. In the IRS, as elsewhere, what the organization val-
ues is communicated through a variety of means, both explicit and implicit, includ-
ing what behavior is rewarded, ignored or punished.

For many years too, enforcement statistics, especially enforcement revenue, were
a key issue in measuring performance at the IRS. Enforcement statistics are counts
of actions taken, such as number of levies or seizures, and enforcement revenues
are counts of revenue gained from enforcement activities, such as audits or collec-
tion actions. Although the revenue that is actually' collected (98 percent of which
comes in voluntarily and 2 percent of which comes mn through enforcement) is meas-
urable on a fairly current basis, the total amount owed that is not collected is less
easily measured and, in fact, has not been measured since 1988.

For these reasons, enforcement revenue was a key measure of success at the IRS.
Enforcement revenues have been used to justify the overall budget and have been
a very important internal measure of performance.

The importance of enforcement revenue as a measure of IRS performance created
a dilemma and a controversy that persisted for years. The dilemma was created by
the fact that each seific enforcement action must be guided by law as applied to
the specific facts and circumstances of the case and, therefore, it has long been con-
sidered inappropriate to give "quotas" or quantitative enforcement goals to an indi-
vidual enforcement officer.

In the 1990s, an attempt was made to increase the emphasis on enforcement reve-
nue by establishing a quantitative performance index to rank the performance of the
IRS district offices, an index in which enforcement statistics comprised about 70
percent of the weight of the index. This index was a very important factor in evalu-
ating the performance of the district management. However, by law and regulation,
these same measurements were not supposed to be used to evaluate front-line em-

ployees. As is now known, this approach resulted in a misalignment of measures
or managers and employees, in turn causing a range of serious problems including

widespread violations of the regulations on use of statistics.
In his testimony before the Senate Finance Committee in 1997, the then IRS Act-

ing Commissioner responded to the concerns that had been raised about the nega-
tive impact of the IRS performance measurement system by announcing a number
of immediate changes in the system. In particular, he announced that IRS would
suspend the comparative ranking of its 33 district offices and suspend distribution
of any goals related to revenue production to field offices.

Following these hearings, the AMS Office of Chief Inspector undertook three man-
agement audits to determine how enforcement statistics were then being used as



part of the IRS performance measurement system. These three inquiries generally
confirmed that IRS performance measures were focused largely on enforcement
goals and productivity as defined by statistics relating to dollars recommended, as-
sessed or collected, or other enforcement actions taken. They found a lack of cor-
responding emphasis on quality casework, adherence to law, and protection of tax-
pare ri hts.

In order to deal with specific allegations of misconduct made during the Septemn-
ber herng, or discovered in the course of the management audits described above,
the IRS Office of Chief Inspector also undertook a number of individual investiga-
tions. Last year, I established a Special Review Panel of career executives from out-
side the IRS to review the evidence and to recommend appropriate personnel ac-
tions.

The Special Review Panel issued a Report to the Commissioner in August 1998.
In its report, the panel agreed with earlier conclusions that IRS had responded to
external pressures to close the revenue gap through improved productivity by shift-
ing management emphasis to goals and measures that placed a heavy emphasis on
use of enforcement statistics. As a result of their report, disciplinary action was
taken with respect to 14 executives and managers.

Sections 1201 and 1204 directly addresses the subject of the performance meas-
ures used by the IRS. Section 1201 directs the IRS, consistent with its current per-
formance planning procedures, including those established under the Government
Performance and Result Act, to establish a performance management system that
will establish "goals or objectives for individual, group, or organizational perform-
ance." The IRS is directed to use this performance system in the evaluation of em-
ployees or groups of employees, in determining salary adjustments and awards, and
in other personnel matters.

Section 1204 of RHA repealed section 6231 of TBOR 1 and replaced TBOR 1's pro-
hibition on the use of "records of tax enforcement results" to evaluate or to impose
or suggest goals for personnel directly involved in collection activity with a prohibi-
tion against using such records of tax enforcement results to evaluate, or to impose
or suggest production quotas or goals for, any IRS employee. The difficult challenge
that this history and these provisions pose is to create a system of measures for the
IRS that appropriately reflects our mission and goals and which carries out the di-
rective to have quantitative measures that do not use tax enforcement revenue sta-
tistics

The Conference Report accompanying RRA indicates that 'in no event would per-
formance measures be used which rank employees or groups of employees based
solely on enforcement results, establish dollar goals for assessments or collections,
or otherwise undermine fair treatment of taxpayers."

It is therefore essential to establish appropriate quantitative performance meas-
ures for the IRS. This is not only required by the Government Performance and Re-
sults Act but is essential to the proper operation of any large organization. For this
reason, an integral part of the ovrl IRS modernization program is the establish-
ment of balanced performance measures which support and reinforce achievement
for the IRW restated mission and overall strategic goals.

A critical aspect of establishing an appropriate -balanced measurement system is
establishing the measurements based on what we need and want to measure in
order to achieve our strategic goals and mission, rather than simply what is most
easily measured. This balanced measurement system must define quantities that
are relevant to each of the strategic gals and chart the progress on all three goals.

-As in most good organizations, the poesof measurement can be constantly re-
fined, but the concept of what is being measured remains stable.

Also critical to the measurement system is following the guiding principle that
measures must be aligned at all levels, from the top to the fronit-line employee. This
creates a commonality of interest and binds the organization around a common goal,
rather than creating conflict and mistrust at different levels. This principle does not
mean that all levels and all components of the organization have precisely the same
measurements, which would obviously be impossible. Rather, it means that the
measures or evaluations are aimed at encouraging the type of behavior that will ad-
vance the organization's overall strategic goals, and do not encourage inappropriate
behavior.

After a year of analysis and planning, we have developed the beginnings of a bal-
anced measurement system. Since the beginning of the year, we held major con-
ferences in Atlanta and Washington to introduce in concrete terms the new system.
At the IRS, for the first time, customer satisfaction,' business results and employee
satisfaction will carry the same weight. And business results will be determined by
both quantity and quality.



Our new balanced measures will support all three of our three strategic goals:
service to each taxpayer, service to all taxpayers and productivity through a quality
work environment. Let me describe how they work at just one level-the operational
level. This includes many of our customer service representatives, and the employ-
ees handling collections and examinations in the field-in other words, the people
taxpayers deal with every day.

Taxpayer satisfaction with the particular service will be measured by surveying
a sample of taxpayers who have transacted business with a particular IRS organiza-
tional component.

And we have found through our surveys that taxpayers generally do not distin-
guish between the professionalism and quality of the interaction and the tax result
they reeve.

Ourb buiness, or compliance, goal will be measured by a combination of case qual-
ity and neutral quantities such as number and mix of cases handled. We measure
quality through a peer review that determines whet her the appropriate issues were
raised, and whether appropriate actions were taken in light of the case's cir-
cumstaqnces.

Let me emphasize that enforcement revenues--the money y coming in from audits
and collections-are not used as an operational measure. Therefore, if an audit de-
termines that the taxpayer's return was correct, this so-called "no change" audit
would be measured as appropriate and high quality as far as the organization con-
ducting the audit is concerned

The productivity and work environment goal is measured by employee surveys of
work environment. The purpose of these surveys is to determine, from the employ-
ee's point of view, whether they are receiving the tools, training and management
support necessary to provide top quality service to taxpayers.

Of course these new measures, or any measures for that matter, are not an end
in themselves. They are an indicator of how the IRS as an organization Is perform-
ing and how we as an organization can improve that performance on behalf of tax-

*as whole process also implies profound changes in the way IRS employees work
with each other in the IRS and how they interact with taxpayers. All of our actions
must be looked at as if we were standing in the taxpayer's shoes. Good quality work
at the IRS will be the result of understanding the taxpayer's point of view and the
law-not one or the other.

ORGANIZATION AND MANAGEMENT

Mr. Chairman, a little more than a year ago, I presented to the Congress our con-
cept to modernize the IRS. A year ago, it was just that-a "concept However, a
year later we have achieved a number of milestones in our modernization "plan"
that I want to share with you today.

This real progress is due in no small part to the Restructuring Act which gave
us our marching orders and the tools to implement the practical canges needed to
move the IRS in the direction of seeing our operations, and their impact from the
taxpayer's point of view.

The need to change, and the general direction of change was clear. The hard part
was how to do it. The first and most basic need was to set a clear direction and
priorities. In the short term, we had to fix our massive Y2K problem as well as de-
liver some visible, immediate service improvements to taxpayers, such as the ones
I described-keeping our phones and offices open at convenient times and making
our notices easier to understand. We set those as priorities and put some serious
energy and commitment behind them to make sure they happened in the near term.

For the longer term, one part of the overall change program we are undertaking
is the proposed reorganization of the IRS. The Restructuring Act directed me as IRS
Commissioner to restructure the IRS as an organization built around serving par-
ticular groups of taxpayers with similar needs.

I want to stress that the IRS restructuring is not just a rearrangement of organi-
zational boxes. Rather it's designed to implement our new approach to tax adminis-
tration, which is to work with taxpayer groups to understand taxpayer problems
and taxpayer needs from their point of view-and then tailor and improve taxpayer
programs to meet them.

Under our plan, the IRS will be based on four business units each charged with
full end-to-end responsibility to serving a different group of taxpayers. The four
units are: (1) Ware and Income, (2) Small Business and Self-Employed, (3) Large
and Mid-size Business, and (4) Tax Exempt. We are currently recruiting the top
leadership for these divisions and we will shortly begin implementing the detailed
blueprint of exactly how each will operate.



Let me also note that the National Taxpayer Advocate Organization was the firstoffice to go into the new reorganized structure. The Taxpayer Advocate organizationwill establish a functional structure around two main roles: casework, and advocacyand analysis. This will ensure that both roles receive the appropriate emphasis andprovide clear responsibility for each. The casework will be managed by locally-basedTaxpayer Advocates in the field and each service center.
To manage the enormous amount of changes, I put together last August my seniormanagement team. The changes to our top management structure will ensure thehighest level of management focus on IRS modernization and service to taxpayerswhile maintaining the necessary attention on operations. The personnel flexibilitiesyou provided us, Mr. Chairman, as part RHA '98 contributed greatly to our abilityto recruit the talented individual we now have on board to lead and manage theIRS restructuring.
During this process, we also established a tailored management process for eacharea of change. In each change area, an executive steering committee acts as thetop-level governing body. The executive steering committee consists of the Commis-sioner and the senior executives responsible for all the major areas affected by the

change.
The purpose of these executive steeng committees is to provide consistent direc-tion and prompt decision-making on al major issues that affect progress in thechange areas. For 1999, we have six Executive Steering Committees: (1) Y2KIFilingSeason; (2) Taxpayer Treatment and Service Improvement; (3) Organization Mod-ernization; (4) Measures; (5) Business Process/Technology Modernization; and (6) In-ternal Management Processes.
Under the general direction, of the executive steering committee, there is a pro-gram office headed by a senior executive that manages the on-going program andalso provides staff support to the committee. The program office maintains plans,performs analyses and provides detailed management and guidance to whatever or-ganizational components within the IRS are necessary for implementation ofchanges. In most of the change areas, organizational capacity is augmented andknowledge of best practices is provided by an experienced lead contractor.

TECHNOLOGY

While large in size, many of the IRS' information technology problems are similarto those of other large organizations that have installed technology piecemeal overa long period of time without a strong focus from the top on professional manage-ment of information technology resources. However, the IRS also has a very specialproblem that is a serious, on-going risk and a fundamental barrier to achieving itsstrategic goals:. the core data systems that keep records on taxpayers' tax acctrunts
are fundamentally deficient.

The essential system on which all taxpayer accounts are maintained is called the
Master

File system. This system was developed in the 1960s in order to provide the firstconsolidated records of taxpayer accounts. It is updated once a week based on inputfrom other systems, a process that takes three days. From the Master Files tapesystem, some records are extracted weekly and are placed on a separate on-line sys-tem, the Integrated Data Retrieval System (IDRS), in each of 10 service centers.This IDRS system is used by most IRS customer service representatives and manyother front-line employees. Dozens of other specialized systems extract and feeddata back and forth through these two basic data systems.
The implications of this archaic technology are startling. Following are some of

the more prominent:
" Because of the delays in updating files and the lack of synchronization of dataamong different systems, IRS employees frequently have inconsistent and out-

of-date data about a given taxpayer.
" The Master File computer programs are written to a design and in a language

seldom employed anywhere tody, and which have the severe limitations of 30-year-old technology. In addition, thousands of changes to the files and the com-puter code were made over the years, many of which are highly specific to par-ticular sections of the tax code or to IRS procedures. Consequently, very few
highly specialized programmers understand this system.

" Because of the limitations of the core systems and the difficulty of changing
them, many separate systems grew up to perform specialized functions. In addi-tion to the problems of data synchronization, this situation leads to complex
operational problems, great difficulty in making consistent changes to the sys-
tem as a whole, and increases the chances of errors.



" Some tax law rquirements and IRS practices simply cannot be accommodated
within the liisof the Master File system, leading to situations where some
essential taxpayer data is not even reflected on it. For example, the RRA provi-
sion for providing "innocent spouse" relief requires separating a single tax BI-
ability on a joint return for the spouses into multiple liabilities that must be
tracked separately over time. As the Master Files were, not designed for such
situations and are limited by 30-year-old sequential file technology, it is not
practical to keep such records on the Master Files. So, administration of sepa-
rate files, and other programs, imposes additional costs and greatly increases
the likelihood of error angd delays in serving taxpayers.

" Although the Master File system holds the IRS' authoritative financial record
for eveiy taxpayer, it does not conform to accepted accounting standards. Since
nearly all IRS systems and procedures require data on taxpayer accounts, the
entire IRS inventory of systems is built on a funidamentally deficient founda-
tion. The size of this inventory and databases is comparable to the largest in
the world.

Given this situation, the IRS must replace nearly its entire inventory of computer
applications and convert its data on every taxpayer to new systems. This must be
done in conjunction with redesigned business practices, while continuing to provide
service to taxpayers and to respond to ongoing tax law and other changes. This is
a vast, complex and risky undertaking that will require many years to accomplish.

RESOURCES

The problems that led up to the passage of the Restructuring Act can be solved
but they will require fundamental change in order to modernize almost all aspects
of the IRS. This process also carries with it considerable cost and risk. Our plans
may need to be revised and operational problems may occur. However, there is no
low risk plan for the massive job we must do at the IRS that I described at the
beginning of my, testimony.

We will complete the plan for our new organization structure this year and have
already begun implementing parts of it. Much more implementation will occur in
FY 2000. Using the authority granted by Congress, we also have put in place a new
top management team and are actively recruiting to fill leadership positions in our
new operating divisions.

Updating our business practices for dealing with taxpayers requires almost a com-
plete replacement of IRS information technology systems, which are built on a 30
year-old fundamentally deficient foundation that cannot provide accurate up-to-date
information about taxpayer accounts. And GAO has repeatedly reported IRS cannot
provide reliable financial information to manage the Agency. On December 9, 1998,
the IRS awarded a Prime Systems Integration Services Contract (PRIME) to Com-
puter Sciences Corporation (CSC) and their partners. We are currently working with
CSC to update our strategic systems plan and to implement near-term projects
which will focus on improved phone service and electronic filing options. +987

Despite these many challenges, in preparing the budget request for FY 2000, we
are well aware of funding constraints and have therefore requested the bare mini-
mum . Without this funding, the entire reform and restructuring program demanded
by Congress and the public could stall and the risks increase.

The FY 2000 resource request of $8. 105 billion will enable steady progress on the
many changes needed to deliver on the reform and restructuring program and the
Year 2000 Conversion. This request in total is essentially level with resources pro-
vided in FY 1999, which totaled $8. 105 billion including $505 million from the Y2K
emergency fund.

This is an unlikely combination-major changes requiring investment with a flat
budget. This combination is only possible in FY 2000 for three reasons: first, be-
cause of the stringent fiscal constraints we are carrying out many of the changes
by diverting resources from on-going programs such as compliance; second, the Con-
gress advance funded our ITIA to a level that will sustain us through FY 2000; and
third our current estimates of specifically identified and known year 2000 coss are
less than the costs for FY 1999.

These three factors enable us to include in our budget request some absolutely
789+essential items for implementing the required changes. These include $40 mil-
lion for implementing the Restructuring Act's customer service and ETA initiatives,
$17 million to train our employees in the tax laws that Congress passed; and $140
million for implementing the modernization plan called for in the Restructuring Act
which will increase accountability for service to specific groups of taxpayers. The
money for implementing the modernization plan will be used to reorganize and pro-
vide new skills for the IRS workforce.
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Overall, this budget will continue the trend of the last six years in which the IRS
workforce has been shrinking in relation to the size of the economy. In FY 2000,
while the workload grows as a result of the growth in the economy and the addi-
tionsl demands of the Restructuring Act, the total workforce size Will remain ap-
proximately constant. This trend will only be possible if we make the investments

organiztion, training and technology that are needed.

CONCLUSION

Mr. Chairman, I believe that the IRS is fundamentally changing in the direction
mandated by the RRA. And it is change in virtually every aspect of the IRS-in mis-
sion, goals and principles, practices and procedures, management and organization,
training, performance measures and technology. Through these changes, we can suc-
ceed in producing an IRS that better serves America's taxpayers-individually and
collectively-but we must realize that there are no quick fixes, magic bullets or low
risk plan. Yet, we are convinced it is worth the difcl ourney, and with the con-
tinued support of the Congress and the American people, we are confident we can
succeed. Thank you;
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Internal Revenue Service (IRS) Response to questions subndtted by Senator Bob
Graham In connection with the Senate Finance Committee hearing regarding the
restructuring and reform of the IRS (April 1-491999).

1. What is the acceptance rate for 01C?

2. Please compare acceptance rates for 01C by region and year-by-year.

ACCEPTANCE RATES

FY 1999* FY 1998 FY 1997 FY 1996

Natioal Total 63% 50% 46% 48%

Northeast 58% 45% 41% 46%

Southeast 55% 48% 45% 46%

Midsatais; 68% 54% 49% 48%

Western 1 65% 52% 1 48% 1 51%

A/C International 1 77% 53% 55% 52%

* Data through March IM9

1. What is the difference in acceptance rates between initial decisions on CIC and

Appeals?

The national cumulative acceptance rate for FY 1999 (through March 1999) is 63%.
The acceptance rate for Appeals for the same period is 55%. It should be noted that
those Offers in Compromise accepted by Appeals might have been correctly rejected

Collection. For example, a taxpayer who does not provide the necessary
mnentation to Collection later provides this documentation to Appeals, thereby,

wing Appeals to accept the offer.

2. What progress has IRS made in including all information on 01C in a single form?
Presently such information is contained in Forms 656, 433A and 433B, and
Publication 1854.

We are making substantial progress in including all necessary Offers in Compromise
information in one package. This new package should be available by
January 2000 and will include Forms 656 (Offer in Compromise), 433A (Collection
Information Statement for Individuals), and 433B (Collection Information for



Businesss. Currently, Forms 433A or 433B, as appropriate, are mailed to th taxpayer
when a request is made: for Form 636.

3. Whativ th ime frame for implementing chanes tothe CCprogram?

An action plan has been deveoped to implemni changes to the OIC program
Complete imIlemnentation is expected by Decembier 1999.

4. Does the Agency have enough resources to handle any increased acceptance rate
for CJC0

The Agency will use its resources to ensure that all Offers in Compromise are handled
in a timely inamer. If necessary, resources will be redirected from other Collection
activities to ensure Offers in Compromis are handled, efficiently. The vohime of
Offers in Compromise, received will drive the resource commitment the Agency will
make.

5. fHow has the Agency simplified the OICprocess?

TheAgency has simplified the OIC process in several ways:

New,, Sible US rues for prucessiug taspayer offers. Instead of the old, stringent
application guidelines that often led to immediate, rejections, the IRS will now work
with taxpayers to fine tune their compromise offers - a step that will lead to accepting
more offers.

LmS deuunao. Taxpayers will. be asked to provide fewer financial documents
to qualify for smaller compromise offers.

New paymnit procedures New deferred payment procedures provide more
opportunities for compromise offers to be submitted by taxpayers who may have been
excluded under the old guidelines. A short-term defered payment option allows
taxpayers up to two years to pay the compromise offer.

6. What assistane on the OIC process is available to taxpayers?

Specially trained IRS experts will be devoted to handling compromise offers. These
new offer specialists will bring more consistency to the offer program and centraize
offer processing.

Instead of automatically rejecting Offers in Compromise that are incrrectly prepared,
incomplete, or incorrect. the offer will now be accepted for processing aid the
taxpayer will be allowed to perfect the offer during the initial processing period.

Each and every rejected compromise offer will be subjected to an administrative



review. These administrative reviews asses whether rejection is in the best interest of
the taxpayer and the government.

Collection activity will be withheld during the processing of offers.

1. Comment on the perception that while the law on innocent spouses was changed
retroactively, there is a continued reluctance to settle outstanding case..

All IRS employees who are examining innocent spouse claim have been instructed to
address all relief sections (pre-and post-RRA 1998 provisions) that may be applicable and
grant relief, if appropriate, under the provision most advantageous to the requesting
taxpayer. In addition, examiners auditing a joint return are also instructed to advise
taxpayers of innocnt spouse relief provisions. However, guidance was needed on
applying the equitable relief provision of RRA 98. Thus, all innocen spouse claims were
held in suspense waiting for this guidance which was issued in December 1998. This 5-
month delay in processing innocent spouse claim may have been perceived as a reluctance
to settle outstanding cases.

2. What changes has IRS made administratively in innocent spouse cases?

Prior to enactment of RRA 1998, IRS made the following changes:
*The processing of innocent spouse claims was centralized in one, service center.

*A form to apply for innocent spouse relief (Form 8857) was developed. After
comments from external stakeholders, this form was revised to make it easier to apply

for this relef.
*All district examiners were instructed to advise taxpayers of availability of innocent

spouse relief.
*When a claim of innocent spouse is raised during the collection of an unpaid tax

liability, this claim will receive expedited processing.
*All cases involving an innocent spouse issue will be reviewed for quality and

consistency.
*Each region and district has an innocent spouse coordinator.

Post-RRA 1998, IRS took the following actions in addition to the above:
*Publications, forms and instructions were revised to include an explanation of, or

reference to, the innocent spouse relief.
e Employees were trained on innocent spouse provisions.

*District employees are required to advise taxpayers of the provisions during an audit.
*Cases that would have been disalloe under sec. 6015(b) or (c) were suspended until
guidance on applying the equitable provisions under 6015 (f) were issued in order to

give taxpayers every opportunity for relief.
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S nernal Revenue Manuel Procedures and guidance on innocent spouse relief will be_
issued shortly.

6. Has the number of innocent spouse cases increased following reform legislation?

Yes. In lFiscal Year 1999 (through the week ending April 17, 1999), we have received
14,166 innocent spouse claims.

7. How are most innocent spouse cases brought to the attention of the iRS-through
forms sent to the service centers, through the taxpayer advocate's office, or through
local offices?

Through form sewK to service centers.

&How are innocent spouse cases processed?

Forms 8857 are processed in Cincinnati Service Center (CSC). CSC is responsible for
establishing the claim on our computer system for tracking purposes. In addition, the
claim is screened to ensure it contains all necessary information and the taxpayer is eligible
to apply for relief, e.g., there was joint return filed; there is an unpaid liability, etc. When
the claim is determined as ready to be processed, (taxpayer is eligible and has provided all
necessary information), the case is assigned to an examine. Most cas= are being
assigned to examiner in a district office. Taxpayer will be notified of the determination
and, if the relief is denied, given an opportunity to appeal the determination.

9. is the law clear to IRS staff working on innocent spouse determinations?

As with any new statute, IRS received legal guidance and clarification from Chief Counsel
as a part of implementation of the provision. We have issued guidance and clarification on
the provision to fildk employees and provided training to ensure its proper application.
Experience will be needed in processing the case to determine whether there are area
needing clarification.
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