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INTRODUCTION: The Most Serious Problems Encountered by Taxpayers

Internal Revenue Code (IRC) § 7803(c)(2)(B)(ii)(III) requires the National Taxpayer Advocate to prepare
an Annual Report to Congress that contains a summary of at least 20 of the most serious problems
encountered by taxpayers each year. For 2016, the National Taxpayer Advocate has identified, analyzed,
and offered recommendations to assist the IRS and Congress in resolving 20 such problems. This year’s
report also includes a special focus on the IRS’s Future State and the National Taxpayer Advocate’s vision
for a taxpayer-centric 21st century tax administration.

As in earlier years, this report discusses at least 20 of the most serious problems encountered by
taxpayers — but not necessarily #he top 20 most serious problems. That is by design. Since there is no
objective way to select the 20 most serious problems, we consider a variety of factors when making this
determination. Moreover, while we carefully rank each year’s problems under the same methodology
(described below), the list remains inherently subjective in many respects.

To simply report on the top 20 problems would limit our effectiveness in focusing congressional, IRS,
and public attention on critical issues. It would require us to repeat much of the same data and propose
many of the same solutions year to year. Thus, the statute gives the National Taxpayer Advocate flexibility
in selecting both the subject matter and the number of topics discussed and to use the report to put forth
actionable and specific solutions instead of mere criticism and complaints.

Methodology of the Most Serious Problem List

The National Taxpayer Advocate considers a number of factors in identifying, evaluating, and ranking
the most serious problems encountered by taxpayers. In many years, the National Taxpayer Advocate
identifies a theme or groupings of issues for the report that is reflected in the selection of issues. For
example, this year the themes are:

5 Elements of the Future State;
u Necessary Tools for Achieving the Future State; and

" Taxpayer Rights and Issue Resolution in the Future State.

The 20 issues in this year’s report are ranked according to the following criteria:
® Impact on taxpayer rights;
® Number of taxpayers affected;

" Interest, sensitivity, and visibility to the National Taxpayer Advocate, Congress, and other external

stakeholders;
" Barriers these problems present to tax law compliance, including cost, time, and burden;
® The revenue impact of noncompliance; and
" Taxpayer Advocate Management Information System (TAMIS) and Systemic Advocacy
Management System (SAMS) data.

Finally, the National Taxpayer Advocate and the Office of Systemic Advocacy examine the results of
the ranking and adjust it where editorial or numerical considerations warrant a particular placement or

grouping.
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Taxpayer Advocate Management Information System (TAMIS) List

The identification of the Most Serious Problems reflects not only the mandates of Congress and the IRC,
but TAS’s integrated approach to advocacy — using individual cases as a means for detecting trends and
identifying systemic problems in IRS policy and procedures or the Code. TAS tracks individual taxpayer
cases on TAMIS. The top 25 case issues, listed in Appendix 1, reflect TAMIS receipts based on taxpayer
contacts in Fiscal Year 2016, a period spanning October 1, 2015, through September 30, 2016.

Use of Examples

The examples presented in this report illustrate issues raised in cases handled by TAS. To comply

with IRC § 6103, which generally requires the IRS to keep taxpayer returns and return information
confidential, the details of the fact patterns have been changed. In some instances, the taxpayer has
provided written consent for the National Taxpayer Advocate to use facts specific to that taxpayer’s case.
These exceptions are noted in footnotes to the examples.
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#1

VOLUNTARY COMPLIANCE: The IRS Is Overly Focused on
So-Called “Enforcement” Revenue and Productivity, and Does Not
Make Sufficient Use of Behavioral Research Insights to Increase
Voluntary Tax Compliance

RESPONSIBLE OFFICIALS

Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Debra Holland, Commissioner, Wage and Investment Division

Sunita Lough, Commissioner, Tax Exempt and Government Entities Division
Douglas W. O’Donnell, Commissioner, Large Business and International Division
Benjamin Herndon, Director, Research, Applied Analytics and Statistics

TAXPAYER RIGHTS IMPACTED!

= The Right to Be Informed

= The Right to Quality Service

B The Right to Finality

B The Right to Privacy

5 The Right to a Fair and Just Tax System

DEFINITION OF PROBLEM?

Insights from behavioral science (e.g., psychology and behavioral economics) reveal that people generally
do not perform an elaborate economic analysis when making decisions. For example, they may do what
is easy, do what they think others are doing (i.e., follow norms), respond more readily to messages that are
clear and relevant, and cheat only if they can maintain a positive self-image (e.g., tax morale).?

Such behavioral insights (BIs) help explain why economic deterrence is not the IRS’s only lever. They
suggest the IRS can directly improve tax compliance by simplifying the rules, explaining them to
taxpayers, highlighting apparent reporting and payment discrepancies, and responding promptly and
clearly to inquiries, among other things. Moreover, tax administrators around the world have been using
randomized controlled trials (RCT) to quantify the return on investment (ROI) and compliance gains
that result from such alternative treatments.

1  See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR that
was adopted by the IRS are now listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016,
Pub. L. No. 114-113, Division Q, Title IV, § 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. Literature
Review: Behavioral Science Lessons for Taxpayer Compliance, vol. 3, infra.

3 See generally Richard Thaler, MisseHavinG: THE MakiNG oF BeravioraL Economics (2015) (overview); Dan Ariely, PREDICTABLY |RRATIONAL:
THE Hippen Forces THAT SHAPE Our Decisions (2008) (overview); Dan Ariely, THe HoNesT TRuTH ABouT DisHonEsTY: How WE Lie To EVERYONE
— EspeciaLly Oursewves (2012) (discussing self-image); Daniel Kahneman, THINKING, FasT anD Stow (2011) (discussing mental
shortcuts); Jonah Berger, InvisiBLE INFLUENCE: THE HIDDEN FORCES THAT SHAPE BEHAVIOR (2016) (discussing norms).
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Following recommendations by the National Taxpayer Advocate and an Executive Order, the IRS is

also pursuing BI research using RCTs.* However, it does not report the resulting “service” revenue or
compliance gains as routinely as it reports so-called “enforcement” revenue and productivity.’ As a result,
even if the IRS identifies effective alternative treatments, it may underuse them and overuse enforcement.
Moreover, the taxpayer’s right to privacy, which includes the right to expect that any IRS inquiry or
enforcement action will “be no more intrusive than necessary,” requires the IRS to try alternative
treatments before resorting to coercion.® Further, unnecessary coercion wastes resources, burdens
taxpayers, and may even reduce voluntary compliance and overall tax revenue (i.e., in other years or due
from other taxpayers).”

ANALYSIS OF PROBLEM

Non-Economic Factors Affect Tax Compliance

Most people voluntarily report and pay their taxes. About 98 percent of all tax revenue results from
voluntary compliance, as compared to about two percent from “enforcement” revenue.® Taxpayers report
nearly all of the income that is subject to withholding and third-party information reporting (e.g., wage
and salary income).’

Withholding and information reporting procedures use several Bls, such as the insight that people are
motivated by:

(1) Defaults and loss aversion: It is easier to report income already reflected on information returns
and less painful to claim withholding credits for amounts already paid;

(2) Timing: Information returns arrive when needed at year end;

(3) Tax morale and visibility: It is more difficult to omit income that is visible on information returns
while thinking of yourself as honest;

4 See, e.g., National Taxpayer Advocate 2007 Annual Report to Congress 156-61 (Most Serious Problem: Taxpayer Service and
Behavioral Research); National Taxpayer Advocate 2007 Annual Report to Congress vol. 2, 138-50 (Marjorie E. Kornhauser,
Normative and Cognitive Aspects of Tax Compliance); National Taxpayer Advocate 2014 Annual Report to Congress 112-22
(Most Serious Problem: The IRS Does Not Sufficiently Incorporate the Findings of Applied and Behavioral Research into Audit
Selection Processes as Part of an Overall Compliance Strategy); Executive Order 13707, 80 Fed. Reg. 56365 (Sept. 15, 2015),
https://www.gpo.gov/fdsys/granule/FR-2015-09-18/2015-23630.

5 See, e.g., IRS, Fiscal Year 2015 Enforcement and Service Results (Mar. 8, 2016), https://www.irs.gov/uac/newsroom/fiscal-
year-2015-enforcement-and-service-results. When we use the term “enforcement” in quotes we are referring to its overly-broad
definition (e.g., any action by a so-called IRS “enforcement” function), and when we use it without quotes we are referring to
its more natural meaning — the IRS’s use of coercive power to compel action (e.g., assessment, summons, lien, levy, and the
withholding of refunds). See THe Oxrorp ENgLISH DicTioNAry, http://www.oxforddictionaries.com/us/definition/american_english/
enforcement (“The act of compelling ...”) and Special Focus: IRS Future State: The National Taxpayer Advocate’s Vision for a
Taxpayer-Centric 21st Century Tax Administration, supra. For further discussion of this issue, see Nina Olson, The Future of Tax
Administration, 2016 TNT 49-11 (Mar. 10, 2016).

6  TBOR, www.TaxpayerAdvocate.irs.gov/taxpayer-rights.

7  See, e.g., National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 1-14 (Do Accuracy-Related Penalties Improve
Future Reporting Compliance by Schedule C Filers?); Norman Gemmell & Marisa Ratto, Behavioral Responses to Taxpayer
Audits: Evidence From Random Taxpayer Inquiries, 65 Nat. Tax J. 33-58 (2012); National Taxpayer Advocate 2015 Annual
Report to Congress vol. 2, 1-100 (Audit Impact Study).

8 In Fiscal Year (FY) 2015, the IRS collected total tax revenue of about $3.3 trillion. Government Accountability Office (GAO),
GAO-17-140, Financial Audit: IRS’s Fiscal Years 2016 and 2015 Financial Statements 25 (Nov. 10, 2016), http://www.gao.gov/
products/GAO-17-140. Of that amount, it collected $54.3 billion through enforcement actions. Id.

9  See IRS, Research, Applied Analytics & Statistics (RAAS), Federal Tax Compliance Research: Tax Gap Estimates for Tax Years
2008-2010, 12 (May 2016), https://www.irs.gov/pub/irs-soi/p1415.pdf (estimating the net misreporting for wage and salary
income at about one percent).
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(4) Social norms and salience: When a third party reports income to you on a Form W-2 or 1099, he
or she identifies specific income and suggests that reporting it is the norm; and

(5) Deterrence: The omission of income reported to the IRS by third parties is more likely to be
detected and punished.™

Even where income is not subject to information reporting, some have suggested that relatively high
levels of tax compliance cannot be explained by economic deterrence alone."" Taxpayers comply (or

fail to do so) for a wide variety of non-economic reasons.'> Research suggests that trust, social norms,
fairness, reciprocity, tax morale, and similar non-economic factors also drive tax compliance.”? Virtually
all taxpayers (94 percent) surveyed by the IRS Oversight Board in 2014 expressed non-economic motives,
mostly or completely agreeing that “it is every taxpayer’s civic duty to comply.”" Some tax administrators
report that norms are the most important non-economic factor, though other factors can affect norms."
For example, economic deterrence can either crowd out compliance norms (e.g., by suggesting that most

people do not comply without coercion) or support them.®
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For a discussion of tax-related insights, see, e.g., Andrew Reeson and Simon Dunstall, Behavioural Economics and Complex
Decision-Making Implications for the Australian Tax and Transfer System iii (CMIS Rept. No. 09/110, 2009), http://taxreview.
treasury.gov.au/content/html/commissioned_work/downloads/CSIRO_AFTS_Behavioural_economics_paper.pdf. See also
Nina Mazar et al., The Dishonesty of Honest People: A Theory of Self-Concept Maintenance, 45 J. MARKETING Res. 633-644
(2008).

See, e.g., Erich Kirchler et al., Why Pay Taxes?: A Review of Tax Compliance Decisions 18 (Georgia State Univ., Int’l Studies
Prog., Working Paper 07-30, 2007), http://icepp.gsu.edu/files/2015/03/ispwp0730.pdf. Similarly, one study found that about
20 percent fully paid a church tax, even though they knew the tax was not enforced. See Nadja Dwenger et al., Extrinsic and
Intrinsic Motivations for Tax Compliance: Evidence from a Field Experiment in Germany, 8 Am. Econ. J. 203, 204-05 (2016).
Others have tried to explain how deterrence could produce the observed levels of compliance. See, e.g., Mark Phillips,
Reconsidering the Deterrence Paradigm of Tax Compliance, IRS Research Conference (2011).

Social scientists have identified at least eight types of noncompliance, including: Procedural, Lazy, Unknowing, Asocial,
Brokered, Symbolic, Social, and Habitual. See Robert Kidder and Craig McEwen, Taxpaying Behavior in Social Context: A
Tentative Typology of Tax Compliance and Noncompliance, in Taxraver CompLIANCE, Vol. 2, 47-72 (Jeffrey Roth & John Scholz, eds.,
1989).

See, e.g., National Taxpayer Advocate 2007 Annual Report to Congress vol. 2, 138-50 (Marjorie E. Kornhauser, Normative

and Cognitive Aspects of Tax Compliance); National Taxpayer Advocate 2012 Annual Report to Congress vol. 2, 1-28; OECD,
Forum on Tax Administration, Small/Medium Enterprise (SME) Compliance Subgroup, Understanding and Influencing Taxpayers’
Compliance Behaviour (Nov. 2010); OECD, Forum on Tax Administration Subgroup, Right from the Start: Influencing the
Compliance Environment for Small and Medium Enterprises (Jan. 2012); Tom Tyler, Why People Obey the Law (2006); Tom Tyler,
Legitimacy and Criminal Justice: The Benefits of Self-Regulation, 7 Onio St. J. Crim. L. 307-359 (Fall 2009); Erich Kirchler, THE
Economic PsycHoLogY oF Tax BeHaviour (2007).

IRS Oversight Board, 2014 Taxpayer Attitude Survey 8 (Dec. 2014), https://www.treasury.gov/IRSOB/reports/Documents/
IRSOB%20Taxpayer%20Attitude%20Survey%202014.pdf.

Organisation for Economic Co-operation and Development (OECD), Forum on Tax Administration, Small/Medium Enterprise
(SME) Compliance Subgroup, Understanding and Influencing Taxpayers’ Compliance Behaviour 21 (Nov. 2010). This is
consistent with studies finding that norms, trust for the government, and trust for the IRS are correlated with estimated
reporting compliance by small business. See National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 33-56
(Research Study: Small Business Compliance: Further Analysis of Influential Factors). In addition, these factors may vary by
locale. See National Taxpayer Advocate 2012 Annual Report to Congress vol. 2, 1-70 (Research Study: Factors Influencing
Voluntary Compliance by Small Businesses: Preliminary Survey Results).

See, e.g., Steven Sheffrin and Robert Triest, Can Brute Deterrence Backfire? Perceptions and Attitudes in Taxpayer Compliance,
in WHy PeopLE Pay Taxes: Tax CompLIANCE AND ENFORCEMENT (Joel Slemrod, ed., 1992); Dan M. Kahan, The Logic of Reciprocity: Trust,
Collective Action, and Law, 102 MicH. L. Rev. 71 (2003); Bruno S. Frey & Lars P Feld, Deterrence and Morale In Taxation: An
Empirical Analysis 7 (CESifo Working Paper Series No. 760, 2002). See also James Heyman & Dan Ariely, Effort for Payment:
A Tale of Two Markets, 15 PsycH. Sci. 787, 792-93 (2004) (suggesting that because people sometimes expend more effort

in exchange for no payment (a social market) than when they receive low payment (a monetary market), adding monetary
incentives can reduce those efforts); Uri Gneezy & Aldo Rustichini, A Fine Is a Price, 29 J. LeeaL Stubies 1 (2000) (introducing a
fine for late daycare pickups increased late pickups).
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Unnecessary Coercion Can Reduce Voluntary Compliance

When the IRS adopts fair procedures designed to help taxpayers comply, it makes compliance easier and

sends the message that most people are trying to comply, supporting compliance norms. Fair procedures also
promote the view that the agency is legitimate and trustworthy, potentially making it more difficult for people
to justify noncompliance while maintaining a positive self-image."” Perhaps because unnecessary coercion
erodes these perceptions, research suggests that it can reduce voluntary compliance.'® As a result, the IRS’s
efforts could be misdirected if it focuses primarily on direct “enforcement” results and efficiencies (e.g., closures,
cycle time, and dollars assessed or collected), which it often quantifies and highlights for stakeholders."

The IRS May Underuse Alternative Treatments Because It Has Difficulty Measuring Their
Effectiveness

During the 1990s, the IRS and its stakeholders recognized that to be effective the IRS would have to
identify the root causes of noncompliance by specific taxpayer segments (e.g., confusion, local norms,
competitive pressures, and economic conditions), and use a tailored multi-functional approach to address
them (called “Compliance 20007).%° Largely because it was difficult for the IRS to measure the revenue
and compliance gains from such alternative treatments, however, Compliance 2000 lost support.?!

17 See generally Tom R. Tyler, The Psychology of Self-Regulation: Normative Motivations for Compliance, in ExPLAINING COMPLIANCE:
Business Responses 1o RecuLation 78 (Christine Parker & Vibeke Nielsen eds., 2011); Kristina Murphy, Procedural Justice and the
Regulation of Tax Compliance, in DevELOPING ALTERNATIVE FRAMEWORKS FOR EXPLAINING Tax CompLiance 191, 208 (James Alm et al. eds.,
2010).

18 See, e.g., National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 1-14 (Do Accuracy-Related Penalties Improve
Future Reporting Compliance by Schedule C Filers?) (finding small businesses subject to an accuracy-related penalty had
lower estimated subsequent compliance if the penalty was assessed by default, was abated, or was appealed, suggesting
that penalties perceived as unfair may reduce future compliance); Norman Gemmell & Marisa Ratto, Behavioral Responses
to Taxpayer Audits: Evidence From Random Taxpayer Inquiries, 65 Nar. Tax J. 33-58 (Mar. 2012) (suggesting that audits of
compliant taxpayers may reduce voluntary compliance); National Taxpayer Advocate 2015 Annual Report to Congress vol. 2
1-100 (Audit Impact Study) (same). See also Colin Camerer & Richard H. Thaler, Ultimatums, Dictators and Manners, 9 J. Econ.
PerspecTivEs 209, 216-18 (1995), https://www.aeaweb.org/articles?id=10.1257/jep.9.2.209 (observing that people seem to
punish those who behave unfairly (i.e., reciprocity) even when no future encounters are expected because they “have simply
adopted rules of behavior they think apply to themselves and others, regardless of the situation” (i.e., manners)).

19 See, e.g., National Taxpayer Advocate 2010 Annual Report to Congress 28-48 (Most Serious Problem: IRS Performance
Measures Provide Incentives That May Undermine the IRS Mission). For example, LB&I's “Key Stats” report contains 14
substantive worksheets. LB&lI response to TAS information request (June 23, 2016). The first 12 worksheets contain detailed
enforcement productivity statistics (e.g., closures, dollars per hour, yield, hours per return, cycle time, no change rates, etc.)
broken out by type of taxpayer, income level and issue (i.e., activity code). Id. Only the last two worksheets are devoted to
quality, customer and employee satisfaction, which are not broken out by activity code, and for the last few years have not
been broken out by industry. Id. The report does not contain any behavioral response indicators such as measures of self-
correction or future compliance.

20 GAO, GAO/GGD-96-109, IRS Has Made Progress but Major Challenges Remain 11 (June 1996), http://www.gao.gov/
assets/230/222671.pdf (“about 63 percent of those [IRS officials] we [GAO] interviewed believed that this approach
[Compliance 2000] will reduce the tax gap, and nearly 70 percent, who had knowledge of previous attempts, believed that it
will be more cost effective.”); National Commission on Restructuring the Internal Revenue Service, A Vision for a New IRS 23
(1997), http://www.house.gov/natcommirs/reportl.pdf (“The traditional enforcement approach ... [was not only] expensive, but
it did not identify patterns of noncompliance. The new approach shifts emphasis to preventing noncompliance by identifying
areas in which noncompliance is most likely to occur.”). Similarly, traditional police enforcement is not as effective in reducing
crime as working with community partners to address the underlying problems (called problem-oriented policing or POP). See,
e.g., David Weisburd et al., Is Problem-Oriented Policing Effective in Reducing Crime and Disorder? Findings From a Campbell
Systematic Review, 9 Crim. & Pus. PoL. 139, 141 (2010), http://www.smartpolicinginitiative.com/sites/all/files/POP%20
Weisburd_et_al.pdf. Moreover, an excessive focus on reducing reported crimes, rather than on the means used, can lead to
misreporting of crime, abuse of power, and a dysfunctional organizational culture. See, e.g., Malcolm Sparrow, Handcuffed,
What Holds Policing Back, and the Keys to Reform 20-22 (2016).

21 GAO, GAO/GGD-96-109, IRS Has Made Progress but Major Challenges Remain 11 (June 1996). By contrast, POP is still widely
supported by local enforcement agencies and the U.S. Department of Justice (DOJ). POP goes hand in hand with community
oriented policing, which is so successful that the DOJ Office of Community Oriented Policing Services (COPs) provides grants to
facilitate its adoption. DOJ, Congressional Justification, FY 2017 Performance Budget (Feb. 9, 2016), https://www.justice.gov/
jmd/file/821491/download.
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The IRS replaced Compliance 2000 with Compliance Initiative Projects (CIPs).>> CIPs enable exam

to collaborate with other functions to implement alternative treatments,” but it uses them primarily to
identify returns to examine.** If exam identifies an alternative treatment, the CIP process does not require
anyone to pursue it.”” Even if the IRS initiated an alternative treatment, it would not necessarily report
on the results in connection with the CIP? Rather, the IRS evaluates CIPs using exam productivity
metrics (called “records of tax enforcement results” or ROTERS), such as dollars per hour, dollars per
return, and the examination no-change rate.” It does not use RCTs or otherwise evaluate the impact

of a CIP on taxpayer behavior (e.g., self-correction or future compliance) or attitudes (e.g., customer
satisfaction with or trust for the agency).”

Large Business and International’s (LB&I’s) new “campaigns” may be similar to Compliance 2000
projects (or CIPs) because they can involve alternative treatments, but LB&I has not disclosed how it will
identify appropriate treatments or the metrics it will use.”” The Tax Exempt and Government Entities
(TE/GE) Employee Plans Compliance Unit’s (EPCU) projects have similar features, but EPCU does not
always report the revenue and compliance gains from alternative treatments in its project reports.*

22
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See Internal Revenue Manual (IRM) 4.19.10.2.5 (Jan. 1, 2011).

IRM 4.17.1.4 (Feb. 25, 2010); IRM 4.17.4.4.1 (Feb. 25, 2010); Form 13498, Compliance Initiative Project Authorization - Part
Two (Apr. 2009).

There may have been a few multifunctional CIPs, but they are not the norm. IRS response to TAS information request (June
22,2016) (“SBSE Exam is not aware of any non-enforcement function working Compliance Initiative Projects.”); SB/SE
response to TAS information request (Oct. 22, 2016) (“SBSE is still not aware of any non-enforcement functions working
Compliance Initiative Projects.”); SB/SE response to TAS fact check (Nov. 21, 2016) (“During a cursory review of CIPs for
this fact check request response, SB found two examples of multi-Functional CIPs ... We also have [six] examples where
our Communication and Stakeholder Outreach function (CSO) [formerly known as Communication, Liaison, and Disclosure
(CLD)] has worked with our Examination function on a CIP and signed off on the CIF”). Alternative treatments could be used
in most CIPs. For example, the IRS could send soft notices and educational materials to all of the taxpayers with apparent
discrepancies to give them an opportunity to self-correct so that an examination would not be necessary.

Only IRM parts 4 and 5, which apply to examination and collection employees, discuss the implementation of CIPs, and these
IRMs do not direct enforcement employees to implement alternative treatments.

IRM Exhibit 4.17.2-1 (Feb. 25, 2010); Form 13497, Compliance Initiative Project Authorization - Termination Report (2008).
CIP analysts prepare and review monthly CIP data overview reports, which focus on ROTERs. IRM 4.17.2 (Feb. 25, 2010);
IRM Exhibit 4.17.2-1 (Feb. 25, 2010). Similarly, the CIP Termination Report form asks for: number of returns examined,
number of returns no-changed, number of returns surveyed, average time per return, average deficiency or adjustment (1120S,
1065), number of referrals to Criminal Investigation, and number of joint investigations from such referrals. IRS Form 13497,
Compliance Initiative Project Authorization - Termination Report (2008).

Id.

See, e.g., Dolores Gregory, Corporate Taxes: LB&I to Focus on Audit Approach, Cultural Shift, 008 DTR S-18 (Jan. 13, 2016)
(a campaign “issue could be to initiate a number of audits, O’Donnell [LB&I Commissioner] told Bloomberg BNA in December.
‘But it could also be some other tailored treatment — specific guidance, change to a form, updated instructions — there are
a host of things we could be doing ...””); LB&I response to TAS information request (June 22, 2016) (“Campaign Metrics

will be specific to each campaign. We are in the process of developing metrics for our approved campaigns. We have just
approved four campaigns. We do not have results at this time.”). But, LB&I does not accurately track audit adjustments

by issue so that it knows where taxpayers are making the most significant errors. See Treasury Inspector General for Tax
Administration (TIGTA), Ref. No. 2016-30-089, The Large Business and International Division’s Strategic Shift to Issue-Focused
Examinations Would Benefit From Reliable Information on Compliance Results (Sept. 14, 2016), https://www.treasury.gov/
tigta/auditreports/2016reports/201630089fr.pdf.

See IRS, EPCU - Completed Projects - Projects With Summary Reports (June 13, 2016), https://www.irs.gov/retirement-plans/
employee-plans-compliance-unit-epcu-completed-projects-projects-with-summary-reports.
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Alternative Treatments That Use Behavioral Insights Can Have a Significant and
Measurable Return on Investment (ROI)

Small changes or “nudges” can remove barriers that impede public policy goals, such as hard-to-
understand information, burdensome forms, or poorly presented choices.’’ For example, financial aid
applications pre-filled with information from tax returns can significantly increase qualifying applications
and college attendance, even though there are already significant economic incentives for filling out

the application and going to college.’* Because the government designs tax rules, procedures, and
communications that create or minimize such barriers, it cannot avoid nudging taxpayers in one direction
or another.

In 2010, the United Kingdom (U.K.) government created the Behavioural Insights Team (BIT or the
“Nudge Unit”) to help various government agencies apply Bls, including Her Majesty’s Revenue and
Customs (HRMC), the U.K. tax agency. It focused on Bls described using the acronym MINDSPACE:*

= Messenger — we are heavily influenced by who communicates information;

= Incentives — our responses to incentives are shaped by predictable mental shortcuts such as strongly
avoiding losses (rather than cost benefit computations);

= Norms — we are strongly influenced by what others do;

" Defaults — we ‘go with the flow’ of pre-set options;*

® Salience — our attention is drawn to what is novel and relevant to us;

= Priming — our acts are often influenced by sub-conscious cues;

= Affect — our emotional associations can powerfully shape our actions;

® Commitments — we seek to be consistent with our public promises, and reciprocate acts; and

= Ego — we act in ways that make us feel better about ourselves.?

31 See, e.g., Daniel Kahneman, Maps of Bounded Rationality: Psychology for Behavioral Economics, 93 Am. Econ. Rev. 1449
(2003); Richard H. Thaler & Cass R. Sunstein, Nubce (2008); Christine Jolls, Cass R. Sunstein, & Richard Thaler, A Behavioral
Approach to Law and Economics, 50 Stan. L. Rev. 1471 (1998).

32 Eric P Bettinger et al., The Role of Application Assistance and Information in College Decisions: Results from the H&R Block
FAFSA Experiment, 127 Q. J. Econ. 1205 (2012).

33 David Halpern, Inside the Nudge Unit, How Small Changes Can Make A Big Difference 50 (2015). MINDSPACE was later
replaced by EAST, which means: Easy, Attractive, Social, and Timely. Id. at 60 and 149. For further discussion of the insights,
see, e.g., BIT, Applying Behavioural Insights to Reduce Fraud, Error and Debt 4 (2012); Laura Haynes et al., Cabinet Office,

BIT, Test, Learn, Adapt: Developing Public Policy with Randomized Controlled Trials (2012), https://www.gov.uk/government/
uploads/system/uploads/attachment_data/file/62529/TLA-1906126.pdf.

34 For example, filing and reporting compliance might increase in the U.S. if taxpayers (and preparers) could easily download into
their tax software the third-party information return data needed to prepare returns, as recommended by the National Taxpayer
Advocate. National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 68, 79 (Research Study: Fundamental Changes
to Return Filing and Processing Will Assist Taxpayers in Return Preparation and Decrease Improper Payments).

35 BIT also found that treatments were more effective for taxpayers with a history of compliance. David Halpern, INsioe THe Nubae
UNiT, How SmaLL CHanges Can Make A Bie DiFrerence 131 (2015). Thus, spending extra resources to help first-time taxpayers and
startups establish good tax compliance habits could help avoid the need to spend more resources to address noncompliance
after bad habits develop.
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Tax agencies have been using RCTs and field experiments to measure the effectiveness of various
alternative treatments using Bls, as described below:*

#= HRMC and the Australian Office of State Revenue (OSR) revised tax delinquency letters to
include norms statements such as “9 out 10 UK citizens pay their self-assessment tax on time,”
while increasing the clarity and salience of the letters.’” The most successful message led to a
five percentage point increase in payments in the U.K. and a three point increase in Australia, as
compared to the standard notice.*®

o HMRC found tailored messages, which increased the salience of the delinquency letters for
a specific population (e.g., doctors), increased the response rate from 3.8 percent to 35.3
percent.*

0 By sending taxpayers directly to a form, rather than a webpage that contained the form,
HMRC increased the response to delinquency notices by four percentage points.®

= The U.S. Treasury’s Debt Management Service (DMS) prompted about 45 percent more
individuals to pay online (from 1.5 to about 2.2 percent) by shortening the web address.!

36

37

38

39

40

41
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See, e.g., Laura Haynes et al., Cabinet Office, BIT, Test, Learn, Adapt: Developing Public Policy with Randomized Controlled
Trials, Policy Paper, (2012); World Bank, Mind Society and Behavior 198 (2015). http://www.worldbank.org/content/dam/
Worldbank/Publications/WDR/WDR%202015/WDR-2015-Full-Report.pdf; BIT, Applying Behavioural Insights to Reduce

Fraud, Error and Debt (2012), https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/60539/
BIT_FraudErrorDebt_accessible.pdf; Joana Sousa Lourenco et al., Behavioural Insights Applied to Policy, European Report 2016,
EUR 27726 (2016), http://publications.jrc.ec.europa.eu/repository/bitstream/JRC100146/kjna27726enn_new.pdf.

See Michael Hallsworth, The Behavioralist As Tax Collector: Using Natural Field Experiments to Enhance Tax Compliance
(NBER Working Paper No. 20007, 2014), http://www.nber.org/papers/w20007; Premier & Cabinet Behavioural Insights

Unit, Understanding People, Better Outcomes: Behavioural Insights in NSW (Oct. 2014), http://bi.dpc.nsw.gov.au//assets/
Behavioural-Insights/Library/Understanding-People-Better-Outcomes.pdf. See also BIT, Update Report 2013-2015, 55 n.1
(2015) (referencing House of Lords, Science and Technology Select Committee on Behaviour Change (Nov. 2010), http://www.
parliament.uk/documents/lords-committees/ science-technology/behaviourchange/BCOralandWrittenEvCompiled180711.pdf);
David Halpern, Insipe THE Nubge Unit, How SmaLL CHANGES Can Make A Big DiFFerence 113-15 (2015).

BIT, EAST, Four Simple Ways to Apply Behavioural Insights 5 (July 2015), http://www.behaviouralinsights.co.uk/wp-content/
uploads/2015/07/BIT-Publication-EAST_FA_WEB.pdf; Premier & Cabinet Behavioural Insights Unit, Understanding People,
Better Outcomes Behavioural Insights in NSW 4-5 (Oct. 2014).

BIT, EAST, Four Simple Ways to Apply Behavioural Insights 23 (July 2015). See also David Halpern, Insioe THE Nubce Unit, How
Small Changes Can Make A Big Difference 88 (2015). A similar approach worked with other professionals such as plumbers.
Id.

David Halpern, Insipe THE Nubge Unit, How SmaLL CHANGES CAN MAKE A Big Dirrerence 74 n.10 (2015) (citing an increase from 19.2 to
23.4 percent); BIT, EAST, Four Simple Ways to Apply Behavioural Insights 12 (July 2015), http://www.behaviouralinsights.co.uk/
wp-content/uploads/2015/07/BIT-Publication-EAST_FA_WEB.pdf.

Fact Sheet: President Obama Signs Executive Order; White House Announces New Steps to Improve Federal Programs by
Leveraging Research Insights (Sept. 15, 2015), https://www.whitehouse.gov/the-press-office/2015/09/15/fact-sheet-
president-obama-signs-executive-order-white-house-announces. In 2014, the White House Office of Science and Technology
Policy (OSTP) established the Social and Behavioral Sciences Team (SBST), a cross-agency team organized under the National
Science and Technology Council to identify how behavioral insights could help U.S. agencies. Nat’l Sci. & Tech. Council, Exec.
Off. of the President, Soc. & Behav. Sci. Team (SBST), 2015 Annual Report (Sept. 2015), https://www.whitehouse.gov/sites/
default/files/microsites/ostp/sbst_2015_annual_report_final_9_14_15.pdf. SBST worked with Treasury on this project.
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® The National Tax Agency of Colombia (DIAN) increased the probability of payment by eight
percentage points with a letter, 17 points with an email, and about 87 points with a personal visit,
which in each case delivered the same deterrence and moral suasion messages.*

® The Guatemalan tax authority tested social norms and deliberate choice messages in its
delinquency letters. These messages increased the average amount paid per taxpayer by 210
percent and 269 percent, respectively, relative to no letter.* The deliberate choice message stated:
“Previously we have considered your failure to declare an oversight. However, if you don’t declare now
we will consider it an active choice and you may therefore be audited and could face the procedure
established by law.” The ROI for the social norms and deliberate choice letters was about 35 to 1.4
They also increased the likelihood that taxpayers would both declare and pay the following year
with no further reminder.

Although reporting compliance may be more difficult to measure, both norms- and deterrence-based
messages can also increase reporting compliance by measurable amounts, particularly if carefully tailored.
For example, a 2007 study found that letters with normative appeals (“most peaple in this country pay ...
[and mistakes mean] less money available for public spending on things like hospitals, schools and pensions”)
and deterrence messages (the agency is increasing inquiries and “your return may be one of those chosen”)
both prompted small businesses in the U.K. to increase reported sales (above the simplified reporting
threshold) and net profits.

42  Daniel Ortega and Carlos Scartascini, Don’t Blame the Messenger: A Field Experiment on Delivery Methods For Increasing
Tax Compliance 31 (CAF, Development Bank of Latin America, Working Paper No. 2015/09, 2015), http://scioteca.caf.
com/handle/123456789/821. The authors suggest email may have been superior to letters because “[T]he agency had
been moving many of its transactions online, so the email may have had a relatively higher salience, which may not export
easily to other places. Additionally, given the fact that payments can be made online, the act of paying may have been more
spontaneous than after receiving a letter (the person was already sitting at the computer).” Id. at 27 n31. Another study by
the same researchers found that phone calls have an intermediate effect between the impersonal methods and in-person
visits. Id. at 3 (citing Daniel Ortega & Carlos Scartascini, Inter-American Development Bank, Who's Calling? The Effect of
Phone Calls as a Deterrence Mechanism (2015)).

43 Stewart Kettle et al., Behavioural Interventions in Tax Compliance: Evidence from Guatemala, IRS Research Conference
(2015), https://www.irs.gov/pub/irs-soi/15resconhemandez.pdf. The authors explain the deliberate choice message “aims
to eliminate omission as an excuse for noncompliance now ... The wording also gives the taxpayer an exemption for not
previously declaring, which introduces an element of reciprocity, as the taxpayer is given the sense that he has been granted a
favor. The text is also worded to give the impression that the behaviour of the taxpayer is being closely monitored and serves
to increase the perception of punishment for noncompliance.” Id. at 148.

44 |d. at 157-58.

45 See John Hasseldine et al., Persuasive Communications: Tax Compliance Enforcement Strategies for Sole Proprietors, 24
ConTemp. Accounting Res. 171-94 (Spring 2007), http://onlinelibrary.wiley.com/doi/10.1506/P207-004L-4205-7NX0/abstract.
These findings are generally consistent with prior research. See Joel Slemrod et al., Taxpayer Response to an Increased
Probability of Audit: Evidence from a Controlled Field Experiment in Minnesota, 79 J. Pus. Econ. 455-83 (2000) (finding a
letter emphasizing “increased audit” probability increased reporting compliance for low income Schedule C or F filers, but
reduced it for high income taxpayers), and Richard Schwartz & Sonya Orleans, On Legal Sanctions, 34 UNwv. CHicaco L. Rev. 274,
299 (1967) (finding taxpayers who had been asked survey questions that either appealed to conscience or that highlighted
sanctions both increased their reporting compliance, though the effect of the sanction discussion was weaker). But see,
Marsha Blumenthal et al., Do Normative Appeals Affect Tax Compliance? Evidence From a Controlled Experiment in Minnesota,
54 Nar. Tax J. 125-36 (2001) (finding a generic letter which said “[a]udits ... [show people] pay voluntarily 93 percent” of
what they owe (a normative appeal) did not improve reporting compliance by Schedule C or F filers; however, the letter stated
that “many Minnesotans believe other people routinely cheat” and recipients may not have believed that audits detected all
noncompliance).
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Improving the timing and salience of existing messages can also improve reporting compliance.® For
example, the General Services Administration (GSA) improved the accuracy of government contractors’
self-reported sales by moving an online signature box from the bottom to the top of the form, enabling
GSA to collect an additional $1.59 million in fees in a single quarter.”

Alternative Treatments That Ignore Behavioral Science Insights Can Be Ineffective

In February 2009, Wage and Investment’s (W&I) Stakeholder Partnerships, Education and
Communication function (SPEC) sent a brochure of “common errors” to elderly taxpayers who had a
math error on their 2007 returns.® The brochures generally did not improve compliance.” However,
seniors are less responsive than others to impersonal forms of communication.”® More importantly, the
brochure did not remind the recipient that he or she had made an error, which would have increased

its salience. For those who read the brochure, its reference to “common errors” reinforced the view that
making errors is the norm for seniors — a message that is, potentially, more likely to reduce compliance
than improve it. Moreover, it may be particularly difficult to avoid repeating inadvertent errors.

Of course, it would be inaccurate to conclude that all alternative treatments are ineffective because

one did not provoke the desired behavior in a specific context with a specific population. Rather, the

IRS needs to measure and report on the effectiveness of specific alternative treatments with different
populations on a regular basis so that it can better understand why some are more effective than others for
a particular segment. If one IRS function identifies an effective alternative treatment, it should publish
and index the results so that other functions and stakeholders can benefit.

The IRS Is Testing Alternative Treatments That Use Behavioral Insights

Preliminary data suggests the W&I Division has improved reporting compliance by sending “soft” notices
to taxpayers who appeared (based on third-party reporting) to have violated the Individual Retirement
Account (IRA) contribution and distribution rules during 2013-2015.! These notices appear to have
educated taxpayers, making compliance easier and noncompliance more salient and visible. In some
cases, W&I did not use a randomly selected control group.’* However, its (non-projectable) results
indicate that “approximately 91 percent of notice recipients and 85 percent of non-notice recipients
stopped contributing in excess ...” and “roughly 10 percent of notice recipients self-assessed the excise tax

[penalty] in comparison to non-notice recipients whose correction rate remained at 1 percent.”>

46 See, e.g., Lisa L. Shu et al., Signing at the Beginning Makes Ethics Salient and Decreases Dishonest Self-Reports in
Comparison to Signing at the End, 109 Proc. NaT’L Acap. Sci. 15197 (2012), http://www.ncbi.nim.nih.gov/pmc/articles/
PMC3458378/ (finding that signing before — rather than after — the opportunity to cheat makes ethics salient at the right
time, and significantly reduces dishonesty).

47 Nat'l Sci. & Tech. Council, Exec. Off. of the President, SBST, 2015 Annual Report (Sept. 2015), https://sbst.gov/.

48 WIRA, Project No: 4-09-01-S-006, SPEC’s Senior Math Error Direct Mail Marketing Campaign (Jan. 2010).

49 [d.

50 IRS, Pub. 4579, Taxpayer Assistance Blueprint Phase Il 65 (2007), http://www.irs.gov/pub/irs-pdf/p4579.pdf (Figure 3-7).
Further, the study does not indicate that the IRS removed taxpayers from the analysis if their brochures were returned as
undeliverable. WIRA, Project No: 4-09-01-S-006, SPEC’s Senior Math Error Direct Mail Marketing Campaign (Jan. 2010).

51 Wage and Investment (W&I) response to TAS information request (June 22, 2016). Both GAO and TIGTA had identified IRA
compliance as a problem. See TIGTA, Ref. No. 2008-40-087, Individual Retirement Account Contributions and Distributions
Are Not Adequately Monitored to Ensure Tax Compliance (Mar. 28, 2008); GAO, GAO-08-654, Individual Retirement Accounts:
Additional IRS Actions Could Help Taxpayers Facing Challenges in Complying with Key Tax Rules (Aug. 14, 2008); TIGTA,
2010-40-043, A Service-wide Strategy Is Needed to Address Growing Noncompliance With Individual Retirement Account
Contribution and Distribution Requirements (Mar. 29, 2010).

52 W&l response to TAS information request (June 22, 2016).

53 W&l Strategies and Solutions Group 3, Project Num. 4-15-03-S-616, Excess Contributions to Individual Retirement Accounts:
2014 Mail-Out Analysis 3 (June 2016).

58 Most Serious Problems — Voluntary Compliance


http://www.ncbi.nlm.nih.gov/pmc/articles/PMC3458378/
http://www.ncbi.nlm.nih.gov/pmc/articles/PMC3458378/
https://sbst.gov/
http://www.irs.gov/pub/irs-pdf/p4579.pdf

Most Serious

Problems

In July 2016, the IRS reported on several ongoing EITC studies mandated by Congress.** In one, the
IRS reduced the EITC errors that preparers made on returns, by visiting, calling, and sending notices.>
Mode of communication mattered. In-person visits were more effective, but also more costly. Salience
and relevance mattered. Notices that specified the types of errors the IRS was seeing were more effective
than generic notices. Timing also mattered. The IRS had more success when it sent notices immediately
before the filing season than during the filing season.

In a second study, the IRS improved EITC reporting compliance by working with tax software companies
to clarify eligibility questions, and require taxpayers to affirm key facts. This made eligibility easier to
determine. It probably also made it harder for taxpayers to justify noncompliance while retaining a
positive self-image (e.g., on the basis that the rules were complicated and they did not understand).

In a third study, the IRS sent letters to those with apparent discrepancies, explaining the discrepancy, and
asking them to self-correct, if necessary. These letters should also make it easier for taxpayers to comply
and harder for them to justify noncompliance.

In fiscal years (FYs) 2013 to 2015, the IRS sent reminders to low income taxpayers who appeared

eligible for the EITC, but had not filed a return.”® The reminders reduced nonfiling for the year in
question (and prior years) for both taxpayers with a balance due and those due a refund (i.c., addressing
inattentiveness).”” They also increased voluntary compliance in subsequent years, at least for those who
had received a refund. The reminders might have been even more effective if they had explained why the
IRS believed the taxpayer should have filed (increasing salience). Researchers projected that an expansion
of the effort could bring in an additional 53,000 filers, pay out $180 million in additional refunds,

and bring in an additional $27 million in unpaid taxes.”® However, the IRS did not report any of the
foregoing “service” revenues to stakeholders in its routine reports.”

Similarly, in January 2016, TAS sent letters to taxpayers who claimed the EITC on 2014 returns that were
not audited even though the returns appeared to have the same problems as those that were. The letter
was salient, highlighting that the purpose was “so that you can avoid an error in the future,” explaining
the requirements for claiming the EITC in easy to understand language, identifying the exact requirement
that the taxpayer did not appear to meet and why, and suggesting sources of additional information and

54 U.S. Department of the Treasury, Report to Congress on Strengthening Earned Income Tax Credit Compliance Through Data
Driven Analysis 16 (July 5, 2016), https://www.treasury.gov/resource-center/tax-policy/Documents/Report-EITC-Data-Driven-
Compliance-2016.pdf.

55 For additional information, see, Karen Masken, IRS Preparer-Level Treatment Tests (Dec. 2014), https://www.irs.gov/pub/irs-
soi/15resconmasken.pdf.

56 IRS response to fact check (Dec. 7, 2016); IRS Management’s Discussion & Analysis (MD&A) 5-6 (FY 2015), reproduced in,
GAO, GAO-16-146, Financial Audit: IRS’s Fiscal Years 2015 and 2014 Financial Statements 25 (Nov. 2015), www.gao.gov/
assets/680/673614.pdf; RAAS response to TAS information request (July 7, 2016).

57 Researchers found no difference when the reminder was framed to harness loss aversion (i.e., “avoid losing valuable tax
benefits”). RAAS response to TAS information request (July 7, 2016).

58 Id.

59 Compare IRS MD&A FY 2015, supra 5-6 (not referencing service revenue estimates), with U.S. Department of the Treasury,
Report to Congress on Strengthening Earned Income Tax Credit Compliance Through Data Driven Analysis 16 (July 5, 2016),
https://www.treasury.gov/resource-center/tax-policy/ Documents/Report-EITC-Data-Driven-Compliance-2016.pdf (indicating the
study would quantify the results in October 2016) and John Guyton et al., Reminders & Recidivism: Evidence From Tax Filing &
EITC Participation Among Low-Income Nonfilers § IV(b)(2) (NBER Working Paper 21904, 2016), http://www.nber.org/papers/
w21904.pdf (reporting that “roughly 52% of individuals who had a balance due on the 2013 return recidivated into nonfiling,
but the treatment reduced this recidivism to about 42%.").

Taxpayer Advocate Service — 2016 Annual Report to Congress — Volume One 59


https://www.treasury.gov/resource-center/tax-policy/Documents/Report-EITC-Data-Driven-Compliance-2016.pdf
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-EITC-Data-Driven-Compliance-2016.pdf
http://www.gao.gov/assets/680/673614.pdf
http://www.gao.gov/assets/680/673614.pdf
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-EITC-Data-Driven-Compliance-2016.pdf
http://www.nber.org/papers/w21904.pdf
http://www.nber.org/papers/w21904.pdf

Most Serious

Problems

assistance, including TAS.® TAS also considered timing, mailing the letters in the second or third week of
January when taxpayers might expect to get tax-related notices, such as W-2s, and noted on the outside of
the envelope “important tax information enclosed.” These letters improved compliance for some types of
recipients as compared to the control group that did not receive a letter, as discussed in volume 2 of this
report.”!

Small Business/Self-Employed (SB/SE) is also working to improve the “alerts” it provides to taxpayers

at risk of falling behind on their federal tax deposits (called FTD alerts).®* It is using Bls related to

(1) timing — triggering them earlier, sometimes before a deposit is due; (2) salience and visibility — better
targeting taxpayers most likely to fall behind, and explaining why they are receiving a reminder; (3) social
norms — including statements like “nine out of ten businesses deposit on time each quarter;” (4) rational
appeals or deterrence — disclosing the penalties and interest that could apply, and (5) segmentation — using
different modes of communication (e.g., letters, calls, and visits) for different segments.*

In addition, SB/SE is sending notices to taxpayers who appear to be under withheld.* The notices
include rational appeals about the potential consequences of being under withheld (i.e., deterrence), but
do not explain why the IRS believes there is a problem.® Similarly, the IRS is testing the extent to which
sending additional letters to non-filers before it makes substitute for return (SFR) assessments triggers
self-correction.®® While these letters may improve voluntary compliance, the IRS should incorporate Bls
to improve the results and report the resulting revenue and compliance gains.

Finally, TAS is investigating the effectiveness of letters that use Bls to improve payment compliance.®’
These letters may include: (1) rational appeals — information on the composition of the outstanding
amount and the accrual of interest and penalties; (2) social norms appeals — information about the

high rate of on-time tax payments in the taxpayers’ area; (3) reciprocation appeals — information on

how payments are used for services that benefit taxpayers; (4) threats of enforcement — information on
potential penalties and the IRS’s capacity to enforce noncompliant behavior; and (5) “extra help” offers —
the telephone number of a hotline staffed with TAS employees who will assist with the filing and payment
process (including payment alternatives). TAS will also compare the impact of different letter formats,
such as those using a typical IRS format and those formatted using cognitive and visual learning concepts.
TAS plans to quantify and report the overall and relative effectiveness of each communication. However,
it is unclear whether or how the IRS will report any “service” revenues that result from these letters or its
other BI projects (discussed above) to stakeholders.
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See National Taxpayer Advocate FY 2017 Objectives Report to Congress 184 (TAS Research Initiatives: Impact of Education
and Outreach on Earned Income Tax Credit (EITC) Taxpayer Compliance).

Research Study: Study of Subsequent Filing Behavior of Taxpayers Who Claimed Earned Income Tax Credits (EITC) Apparently in
Error and Were Sent an Educational Letter from the National Taxpayer Advocate, vol. 2, supra.

SB/SE response to TAS information request (June 22, 2016).

Id. Through FY 16 (April), over 85 percent of FTD Alerts were worked in the field, and Field Time overall (all cases in Field
Collection), increased by nearly 12 percent compared to last year. SB/SE response to fact check (Dec. 8, 2016). This could
improve the salience of the message. The IRS also found that letters increase payments for certain taxpayer segments. Id.
Although personal contacts are likely superior, letters can nearly always be improved.

Id. Letter 2802C, Withholding Compliance Letter. SB/SE is also working to modify delinquency notices, such as CP 14, and to
measure taxpayer responses to different versions using RCTs. SB/SE response to TAS information request (Oct. 19, 2016).

Id.
SB/SE response to TAS information request (June 22, 2016).
National Taxpayer Advocate 2017 Objectives Report to Congress 184.
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The IRS Reports “Enforcement” Revenues to Stakeholders More Routinely Than
“Service” Revenue From Alternative Treatments, Potentially Biasing Policy Decisions

The IRS reports the revenues from alternative treatments on an ad hoc basis (e.g., in connection with
studies that it decides to publish), but routinely reports its “enforcement revenue” to stakeholders.®
“Enforcement” revenue generally include any payments received after a case is assigned to an
“enforcement” function (i.e., Exam, Appeals, Chief Counsel, Collection, Information Reporter Program
(IRP), and the Automated Underreporter (AUR) Program), even if the taxpayers made them as a result of
alternative treatments (e.g., a letter) rather than an enforcement action (e.g., an assessment or levy).” The
IRS’s expansive definition of “enforcement” revenue exaggerates the effectiveness of coercive treatments,
and seems to ignore “service” revenue.

More importantly, the IRS is working to quantify the ratio of direct “enforcement” revenue to cost

for each of its “enforcement” programs so that it can allocate more resources to those with the greatest
marginal ROL7® Similarly, the IRS routinely estimates “enforcement” ROls to justify additional
investments by “enforcement” functions, but not to justify additional investment by service functions.”
Moreover, its “enforcement” revenue computations ignore the indirect effects of enforcement on voluntary
compliance (e.g., effects on future compliance or compliance by others).” The IRS plans to add

... indirect effects whenever we have reasonable estimates. There is no timeline established
at this time. In the meantime, the resource allocation will continue to account for indirect

effects by imposing minimum coverage constraints in each Exam category.”

68 See, e.g., IRS, Fiscal Year 2015 Enforcement and Service Results (Mar. 8, 2016), https://www.irs.gov/uac/newsroom/
fiscal-year-2015-enforcement-and-service-results. As noted above, the IRS recently collaborated with outside researchers on
four studies addressing various ways to improve EITC compliance, and quantified some of its results. See U.S. Department
of Treasury, Report to Congress on Strengthening Earned Income Tax Credit Compliance Through Data Driven Analysis 16
(July 5, 2016). However, the IRS mixed the results of alternative treatments with “enforcement revenue” in its routine reports.
See IRS MD&A FY 2015, 44.

69 LB&l, Operations Planning & Support (OPS), What Exactly Do We Mean by “Enforcement Revenue”? (2016); Bill Gammon &
Peter Rose, IRS, Tracking and Estimating the Direct Revenue Effects of IRS Enforcement Actions (Apr. 25, 2005). For a historic
discussion of this problem, see IRS, Pub. 1501, Evaluation of the IRS System of Projecting Enforcement Revenue (Oct. 1990).
Although the criminal investigation (Cl) division is the only function that conducts true law enforcement, it is not considered an
enforcement function for this purpose. Id.

70 The IRS is implementing a recommendation by GAO, which suggested the IRS should compute the direct marginal
“enforcement” revenue ROI for its reporting compliance programs (i.e., automated substitute for return, AUR, correspondence
exam, and field exam) by broad taxpayer segments and allocate compliance resources on that basis. GAO, GAO-13-151,

IRS Could Significantly Increase Revenues by Better Targeting Enforcement Resources (Dec. 2012), http://www.gao.
gov/assets/660/650521.pdf; RAAS, Business Performance Review (2014), http://ras.web.irs.gov/AboutRAS/BPR/
RASBPRJulSep2014.pdf.

71 See, e.g., IRS, Budget in Brief 10-15 (FY 2017), https://www.treasury.gov/about/budget-performance/budget-in-brief/Pages/
index_17.aspx.

72 Ronald H. Hodge Il et al., Estimating Marginal Revenue/Cost Curves for Correspondence Audits, IRS Research Conference
1 n.5 (2015), https://www.irs.gov/pub/irs-soi/15resconplumley.pdf (“If we had estimates of the associated changes in
voluntary compliance that are induced indirectly by that program [some of the major discretionary categories of correspondence
audits] throughout the entire population, those estimates could be added to the direct revenue estimates to represent the
full benefit of the program.”); Alan H. Plumley & C. Eugene Steuerle, Ultimate Objectives for the IRS: Balancing Revenue and
Service, in THe Crisis IN Tax ApminisTrRATION 311, 329 (Henry J. Aaron & Joel Slemrod, eds., 2004), http://webarchive.urban.
org/UploadedPDF/1000636_IRS_objectives.pdf (“The appeal of direct revenue maximization is that, for the most part, it is
measurable, and it provides a basis for making resource allocation decisions ... To the extent that IRS activities — whether
enforcement or nonenforcement — indirectly affect the voluntary compliance of the general population, it is the combination
of direct and indirect revenue that is important.”); IRS, Budget in Brief 15 (FY 2017) (“[T]he ROl estimate does not include
the revenue effect of the indirect deterrence value of these investments and other IRS enforcement programs, which is
conservatively estimated to be at least three times the direct revenue impact.” [On average]).

73 RAAS response to TAS information request (July 7, 2016).
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If the IRS could collect one
percent more revenue through
an unresponsive automated
enforcement strategy that
causes taxpayers to lose faith in
the IRS and reduces voluntary
compliance by one percent,
voluntary compliance revenue
would decline by about 60 times
as much as “enforcement”
revenue increased.

The IRS’s minimum coverage strategy is based on the implicit assumption
that indirect effects are always positive and driven primarily by deterrence.
However, research (discussed above) suggests the indirect effects could

be negative, especially when coercion is misapplied to certain taxpayer
segments.

If the IRS could collect one percent more revenue through an unresponsive
automated enforcement strategy that causes taxpayers to lose faith in

the IRS and reduces voluntary compliance by one percent, voluntary
compliance revenue would decline by about 60 times as much as
“enforcement” revenue increased.”* Thus, if the IRS allocates resources to
increase marginal “enforcement” revenue without regard to indirect effects,
it risks making costly and ill-informed resource allocation decisions.”
Alternative treatments are less likely to have negative indirect effects on

voluntary compliance than enforcement treatments, as discussed above.

Yet, the IRS does not routinely measure and report the direct (or indirect)
revenue from alternative treatments.

CONCLUSION

Alternative treatments can be a cost effective way to improve tax compliance while minimizing taxpayer
burden, particularly if they use Bls. They also support taxpayer rights.”® They help alert taxpayers when
they may not have complied, promoting the right to be informed. They are less intrusive than coercive
treatments, furthering the taxpayers’ right to privacy. They help taxpayers comply more quickly, promoting
the taxpayers’ right to finality. Because coercing those who would respond to nudges seems unfair, they
also support the taxpayer’s right to a fair and just tax system. Because the IRS can over-reach when using
coercive tools, they also further the taxpayer right to pay no more than the correct amount of tax.

Unless the IRS identifies the best alternative treatments, such as those that leverage Bls, it is more likely to
conclude that alternative treatments are ineffective. It should continue to test the effectiveness of different
levers with different taxpayer segments using RCTs. Even if the IRS identifies effective alternative
treatments, it may underutilize them unless it routinely quantifies and reports the resulting service

revenues and compliance gains.

74 See GAO, GA0-16-146, Financial Audit: IRS’s Fiscal Years 2015 and 2014 Financial Statements 25 (Nov. 2015), www.gao.
gov/assets/680/673614.pdf (reflecting direct “enforcement” revenue of $54.2 billion out of $3.3 trillion). The indirect
effect of IRS activities on compliance far exceeds the direct effects, with the indirect effect of an audit exceeding six times
the proposed assessment, according to some IRS estimates. See, e.g., Alan H. Plumley, The Impact of the IRS on Voluntary
Tax Compliance: Preliminary Empirical Results, National Tax Association, 95th Annual Conference on Taxation 12-13 (2002),
http://www.irs.gov/pub/irs-soi/irsvtc.pdf; Jeffrey A. Dubin et al., The Effect of Audit Rates on the Federal Individual Income Tax,
1977-1986, 43 Nat. Tax J. 395, 405 (1990), http://www.ntanet.org/NTJ/43/4/ntjv43n04p395-409-effect-audit-rates-federal.
pdf. Without effective and timely measures of voluntary compliance, any negative indirect effects from more “efficient” exams
will go unnoticed.

75 See, e.g., Treasury Department, Congressional Justification 112 (FY 2017), http://www.treasury.gov/about/budget-
performance/Pages/cj-index.aspx. (“Net revenue is maximized only when resources are allocated according to marginal direct
and indirect return on investment, but those ratios are much more challenging to estimate than the average ROl shown here.”).

76 See IRC § 7803(a); TBOR, www.TaxpayerAdvocate.irs.gov/taxpayer-rights.
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RECOMMENDATIONS
The National Taxpayer Advocate recommends that the IRS:

1. Adopt procedures for routinely testing Bls using RCTs to identify which ones are most effective for
various compliance problems and taxpayer segments.

2. Adopt procedures to timely disclose the results of IRS studies and RCTs so that all internal and
external stakeholders can benefit from them.

3. Routinely measure and report the “service” revenue and compliance gains from alternative
treatments to internal and external stakeholders.

4. Discontinue or modify reports that highlight “enforcement” revenue (as currently defined), which
is misleading because it includes “service” revenue and does not include the (potentially negative)
indirect effects of unnecessary coercion.

5. Incorporate behavioral response metrics (e.g., response rates and future compliance) into all IRS
programs to help avoid over-emphasizing the importance of direct revenue.
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MsSP WORLDWIDE TAXPAYER SERVICE: The IRS Has Not Adopted
#2 “Best-in-Class” Taxpayer Service Despite Facing Many of the
Same Challenges As Other Tax Administrations

RESPONSIBLE OFFICIALS

Debra Holland, Commissioner, Wage and Investment Operating Division
Paul Mamo, Director, Office of Online Services

Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Jeffrey Tribiano, Deputy Commissioner, Operations Support

TAXPAYER RIGHT IMPACTED!
5 The Right to Be Informed
B The Right to Quality Service

DEFINITION OF PROBLEM?

The IRS, like tax administrations elsewhere, has reacted to budgetary constraints in recent years by
shifting taxpayer services to online channels.> “Best practices” in taxpayer service begin with considering
taxpayers’, as opposed to the tax administration’s, needs and preferences, but the IRS bases its approach
on information and surveys that are not designed to elicit diverse taxpayer perspectives and do not
distinguish between simple tasks and highly emotional, complex transactions. The IRS’s vision of how
taxpayers will interact with it through their online accounts may be unrealistic, conveying to taxpayers a
lack of interest in engaging with them.

ANALYSIS OF PROBLEM

Background

In the light of a budget cut of about 19 percent from fiscal year (FY) 2010 to FY 2016, the IRS, as an
integral part of its “Future State” design, plans significant shifts to online channels, particularly online
taxpayer accounts, to deliver taxpayer service.* The IRS is not the only tax administration confronted
with a shrinking budget in recent years. According to the Organisation for Economic Co-operation and

1 See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR are now
listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q,
Title IV, § 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. Literature
Review: Taxpayer Service in Other Countries, vol. 3, infra.

3 National Taxpayer Advocate 2015 Annual Report to Congress 3 (Most Serious Problem: The IRS Has Developed a
Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts With Taxpayers, But Its Plan May Leave Critical
Taxpayer Needs and Preferences Unmet); Organisation for Economic Co-operation and Development (OECD), Managing Service
Demand: A Practical Guide to Help Revenue Bodies Better Meet Taxpayers’ Service Expectations 9 (2013).

4 “Future State” refers to the IRS’s description of how it intends to operate in coming years. For a full discussion of the IRS’s
“Future State,” see National Taxpayer Advocate 2015 Annual Report to Congress 3 (Most Serious Problem: The IRS Has
Developed a Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts With Taxpayers, But Its Plan May
Leave Critical Taxpayer Needs and Preferences Unmet); Most Serious Problem: Online Accounts: Research into Taxpayer and
Practitioner Needs and Preferences Is Critical As the IRS Develops an Online Taxpayer Account System, infra.
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Applying these insights to tax
administration, if a taxpayer
prefers telephone or in-person
communication and that
channel is not available, the
taxpayer may feel alienated,
frustrated, and disengaged from
the tax system. He may make
an emotional decision that he
will regret later, such as ignoring
the IRS’s messages or agreeing
to the IRS’s adjustments to his
return even though he believes
the IRS is wrong.
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Development (OECD), out of 56 countries surveyed, 21 reported that
specific reductions in their tax administrations had been required.’

In response to financial pressures, many tax administrations, like the IRS,
adopted the objective of shifting taxpayer service to self-service and online
channels.® As of 2011, however, efforts for managing service demand were
“immature — fragmented, incomplete, and/or lacking co-ordination” and
revenue bodies were not effectively determining the root cause of demand
for various services and service channels.”

This situation has persisted, with revenue bodies seeking to increase the
use of online channels but not collecting enough data to understand what
services taxpayers seek via online channels and the reasons taxpayers choose
to use online services.® The IRS, for example, has appeared to view online
accounts as a substitute for, rather than a complement to, other service
channels such as telephone or in-person assistance.” This approach is
inconsistent with at least one non-IRS survey showing that people who
interacted with various federal government administrations had a slightly

higher level of satisfaction with their in-person interactions than with digital

interactions through mobile applications, federal websites, and email.'

Taxpayers Overall Prefer a Mix of Channels, and the Delivery Channel an Individual
Taxpayer Prefers May Depend on the Services Being Sought and Whether the
Transaction Is Emotionally Charged

Experience elsewhere in the world demonstrates that, as in the United States, when citizens interact with
their governments they prefer different service channels depending on the task they hope to accomplish.!
For example, a case study of how 500 job seekers would prefer to use the services of the German Federal
Employment Agency showed they usually preferred online services to search for a job, telephone

services for making appointments and contacting employers, and in-person contact for signing up for
employment, unemployment benefits, or counseling.'? Even the 215 citizens in the study who were daily
internet users did not prefer digital delivery for all services — these users also preferred multiple channels,

5 OECD, Tax Administration 2015: Comparative Information on OECD and Other Advanced and Emerging Economics 171-72, Table
5.1 (2015). These countries are: Australia, Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Israel, Italy, Mexico,
Netherlands, New Zealand, Portugal, Slovenia, Spain, United Kingdom, and United States (OECD countries); Cyprus, Romania,
and Russia (non-OECD countries).

6 See Most Serious Problem: Online Accounts: Research into Taxpayer and Practitioner Needs and Preferences Is Critical as the
IRS Develops an Online Taxpayer Account System, infra.

7 OECD, Managing Service Demand: A Practical Guide to Help Revenue Bodies Better Meet Taxpayers’ Service Expectations 9
(2013).

8  OECD, Increasing Taxpayers’ Use of Self-Service Channels 28-32, 65 (2014).

9  National Taxpayer Advocate 2015 Annual Report to Congress 7 (Most Serious Problem: The IRS Has Developed a
Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts With Taxpayers, But Its Plan May Leave Critical
Taxpayer Needs and Preferences Unmet) (noting that “[bJased on our internal discussions with IRS officials, TAS has been left
with the distinct impression that the IRS’s ultimate goal is ‘to get out of the business of talking with taxpayers.’”).

10 See Rick Parrish, Forrester Research, The Public is Still Skeptical of Federal Digital Customer Experience 2 (Feb. 18, 2016).

11 National Taxpayer Advocate 2015 Annual Report to Congress 7-8 (Most Serious Problem: The IRS Has Developed a
Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts With Taxpayers, But Its Plan May Leave Critical
Taxpayer Needs and Preferences Unmet) (noting that “[o]nline accounts work well for ‘cookie cutter’ transactions. ... When
dealing with the IRS, little is ‘cookie cutter’ and much is case-specific.”).

12 Julia Klier, Regina Pfleger, & Lea Thiel, Just Digital or Multi-Channel? The Preferences of E-Government Service Adoption by
Citizens and Business Users, Wirtschaftsinformatik Proceedings Paper 13, 186-7 (2015).
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which varied depending on the service they needed.'”> Moreover, a mix of channels for each service was
4

usually needed to accommodate all preferences.
Analysis of customer preference in the banking sector yields similar insights. Some transactions, such

as opening or closing an account, applying for a loan, or seeking financial advice, lie at one end of the
human-to-digital continuum." For these complex or emotionally charged transactions, most customers
prefer in-person interaction at a branch. At the other end of the continuum, most customers preferred to
receive statements by mail or online.'® Customers’ satisfaction and engagement with the bank declined
when they could not or did not use their preferred delivery channel, and the decline was greater when
they did not use the channel they preferred for the highly emotional, complex transactions.!”

Even investment banks offering “robo-advisor” services (in which computer programs provide investment
advice online, typically for less than half the fees of traditional brokerages) report similar experiences.'®
Customers may not seek advice from an actual person when markets are rising, but as markets fluctuate,
customers want the option to speak with someone. As one professional noted, “[t]here are times when
people just want to talk — even if it’s just to reinforce that they’re doing the right thing. Without access
to a professional when the market gets choppy, there’s a risk that some investors might make emotional
decisions that they’ll regret later.”"

Applying these insights to tax administration, if a taxpayer prefers telephone or in-person communication
and that channel is not available, the taxpayer may feel alienated, frustrated, and disengaged from the tax
system. He may make an emotional decision that he will regret later, such as ignoring the IRS’s messages
or agreeing to the IRS’s adjustments to his return even though he believes the IRS is wrong.

The Information and Surveys the IRS Has Relied on in Developing the “Future State” Have

Important Limitations

The IRS has used various methodologies to conduct surveys relating to taxpayer services:
® Contacting taxpayers on their landline telephones or cellphones;
= Delivering a paper survey to taxpayers in person and collecting the completed survey; and

® Using “online panels” — groups of participants who, in response to an invitation, take part in a
survey by completing it online .’

13

14
15
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Julia Klier, Regina Pfleger, & Lea Thiel, Just Digital or Multi-Channel? The Preferences of E-Government Service Adoption by
Citizens and Business Users, Wirtschaftsinformatik Proceedings Paper 13, 187 (2015).

Id.

Daniela Yu & John H. Fleming, How Customers Interact With Their Banks, GaLLup Business JournaL (May 2013), http://www.gallup.
com/businessjournal/162107/customers-interact-banks.aspx?version=print.

Id.
Id.

Hugh Son & Margaret Collins, The Rich Are Already Using Robo-Advisers, and That Scares Banks, BLoomsera Business (Feb. 5,
2016).

Ben MclLannahan, ‘Robo-advisers’ Try to Calm Investor Nerves, FinanciaL Tives (Feb. 1, 2016) (quoting Tobin McDaniel, San
Francisco-based president of Schwab Wealth Investment Advisory).

For a summary of various IRS surveys relating to taxpayer services, see Special Focus: IRS Future State: The National Taxpayer
Advocate’s Vision for a Taxpayer-Centric 21st Century Tax Administration, supra.
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In developing online taxpayer accounts, the IRS has placed particular reliance on an online panel survey,
the Webl Web-First Conjoint Study (Conjoint Study).?!

As an online panel survey, the Conjoint Study may provide insights about the needs and preferences
of taxpayers who are already online. However, a sizeable portion of U.S. households, 33 percent, do
not have access to broadband internet at home.?? Their needs and preferences are not reflected in the
Conjoint Study, and they may not be able to rely on an online account. Moreover, according to Pew
Research, a drawback of panel surveys is that panelists who are members of racial and ethnic minority
groups may not be representative of these groups more broadly.??

Significantly, the survey instrument used in the Conjoint Study is not designed to elicit taxpayers’
preferences, but requires respondents to select from among a limited number of specified alternatives. For
example, one survey question is:

Question: People need help with many issues related to taxes. For each of the service needs
listed, indicate if you have ever needed to complete the task:

1. Make a payment;
2. Obtain a copy of a tax transcript;
3. Obtain tax account information;

4. Have identity authenticated for tax-related purposes.*

The respondent cannot indicate that he or she needed another type of service or needed to complete
a different task, such as responding to an IRS adjustment to a return or entering into an installment
agreement.” The survey then explores taxpayers’ preferred delivery channels, but only with respect to
those four services.

In contrast, the ongoing TAS Service Priorities Survey, conducted by calls to land lines and cellphones,
includes open-ended questions. For example, one question is:

Question: You mentioned that you have contacted the IRS in the past 12 months. Did you
contact the IRS for any of the following reasons? Please say yes or no to each one.

The taxpayer can indicate whether he or she used any of ten specified services, such as “Get a form or
publication,” or “Get answers to your tax law question.” The 11th option is “Or did you contact the IRS
for some other reason — specify.”

21 IRS, Facilitating Access to Convenient & Efficient IRS Service: W&I Web-First Conjoint Study (Sept. 30, 2016). A conjoint study,
often used to evaluate tangible products, uses a tradeoff approach that provides a series of different scenarios and asks
participants which option they prefer for each. Participants must choose from among the offered options. This approach
assumes participants have complete knowledge, preferably based on experience, of the topic that is the subject of the
survey — in this instance, all different IRS service tasks and delivery options.

22 John B. Horrigan & Maeve Duggan, Pew Research Center, Home Broadband 2015, 2 (Dec. 21, 2015).

23 Courtney Kennedy, Andrew Mercer, Scott Keeter, Nick Hatley, Kyley McGeeney, & Alejandra Gimenez, Pew Research Center,
Evaluating Online Nonprobability Surveys; Vendor Choice Matters; Widespread Errors Found for Estimates Based on Blacks and
Hispanics (May 2, 2016).

24 Question 6, IRS, Web-First Conjoint Study Survey Instrument.

25 For a discussion of the TAS Service Priorities Survey, see Special Focus: IRS Future State: The National Taxpayer Advocate’s
Vision for a Taxpayer-Centric 21st Century Tax Administration, supra.
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In another survey, the IRS asked taxpayers seeking face-to-face assistance at Taxpayer Assistance Centers
(TAC:s) to complete a paper questionnaire.” The questionnaires were distributed to taxpayers already
at the doors of the TACs.”” Taxpayers who were turned away after waiting outside the TAC in hopes

of being seen by an assistor were never surveyed.”® For many TACs during filing season, the number

of taxpayers needing assistance and waiting outside the TAC was far greater than the number granted
appointments and admitted to the TAC. Thus, the IRS has no information about the services and
assistance needed by taxpayers who were unserved by the TAC or who did not make an appointment.

Similarly, in the Conjoint Study, the IRS asked respondents whether they had visited a local IRS office in
the last two years. If so, the respondent was asked “For the most recent interaction, did you:”

= Walk in for face-to-face service with a representative;
= Make an appointment for face-to-face service with a representative; or

= Serve yourself with no live assistance provided by a representative.?”

There is no menu option for the respondent to report that he or she visited a TAC but did not receive any
assistance. Thus, the IRS does not know what these taxpayers’ needs were or if they were ever met.

The IRS’s Vision of How Taxpayers Will Perceive or Use Online Accounts May Not Reflect
Taxpayers’ View of Reality

The IRS uses detailed scenarios, or “vignettes,” as the most detailed illustrations of how it perceives the
IRS “Future State” will operate. The vignettes, now posted to the IRS website, describe how various
types of taxpayers might interact with the agency through online accounts, which became available on
November 16, 2016.*° One vignette describes Jane, an individual taxpayer who electronically files a
return on which she claims the Earned Income Tax Credit (EITC).! When the IRS proposes to disallow
the claimed EITC, Jane ultimately (and seamlessly) uses her online account to “resubmit” her return.??

26

27

28

29
30
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32
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IRS, Taxpayer Assistance Center Customer Expectations Survey (2013). The survey is carried out every three years; the
survey for 2016 has been completed and the results are being compiled. At most TACs, taxpayers are required to make
appointments for assistance, although managers have discretion to provide service to taxpayers without appointments.
Internal Revenue Manual 21.3.4.2.4.2, TAC Appointment Exception Procedures (Oct. 21, 2016).

According to the IRS, “[t]he survey administrators position themselves at the door of the TAC and everyone who comes to the
TAC is invited to take the survey.” IRS response to TAS fact check (Dec. 19, 2016).

There were long lines at some TACS and some TACs had to advise taxpayers as early as 9:30 in the morning that the office
would not be able to serve additional taxpayers that day. See Treasury Inspector General for Tax Administration (TIGTA), Rep.
No. 2016-IE-R010, Selected Taxpayer Assistance Centers Were Professional and Organized, and Sensitive Information and
Equipment Were Properly Secured (Sept. 13, 2016), which includes photographs of long lines of taxpayers waiting outside TACs.

Question 5, IRS, Web-First Conjoint Study Survey Instrument.

Future State and IRS Activities, https://www.irs.gov/uac/newsroom/future-state-and-irs-activities. There are vignettes featuring
an accountant employed by a state government (https://www.irs.gov/pub/newsroom/irs-government-entity-vignette-version-a.
pdf); an individual taxpayer (https://www.irs.gov/pub/newsroom/irs-individual-vignette-version-a.pdf); a small business taxpayer
(https://www.irs.gov/pub/newsroom/irs-small-business-vignette-version-a.pdf); and a large business taxpayer (https://www.irs.
gov/pub/newsroom/irs-large-business-vignette-version-a.pdf). Features of the first release of the online account technology are
described below.

Individual Taxpayer Experience of the Future, https://www.irs.gov/pub/newsroom/irs-individual-vignette-version-a.pdf. The EITC
is an anti-poverty program consisting of a refundable tax credit available to certain low income working taxpayers and their
families. See IRC § 32. For a full discussion of this vignette, see Most Serious Problem: Earned Income Tax Credit (EITC): The
Future State’s Reliance on Online Tools Will Harm EITC Taxpayers, infra.

This type of self-correction raises additional concerns. See National Taxpayer Advocate 2015 Annual Report to Congress 56,
62 (Most Serious Problem: As the IRS Develops an Online Account System, It May Do Less to Address the Service Needs of
Taxpayers Who Wish to Speak With an IRS Employee Due to Preference or Lack of Internet Access or Who Have Issues That Are
Not Conducive to Resolution Online).
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The online account in its present form does not give Jane this option. Currently, Jane could only view her
balance due and make a payment.*® When the first release of the technology is complete, Jane would still
be able to do only four things via her online account:

® View her balance due;
" Make a payment;
" See payments that have been made; and

® Obtain a transcript of her account.*

There is no option for Jane to indicate she doesn't believe she owes the tax. There are no buttons she
could click to learn, for example, how to file a protest, how to seek audit reconsideration or penalty
abatement, how to file a refund claim, or how to file for “innocent spouse” relief. The National Taxpayer
Advocate has urged the IRS to add these features to the online account pages.

The vignette also does not capture taxpayers’ actual experience when the IRS audits their EITC return.
According to a 2007 TAS survey of taxpayers whose EITC returns were audited:

= More than one-quarter of taxpayers receiving an EITC audit notice did not understand that the
IRS was auditing their return;

= Almost 40 percent of the survey respondents did not understand what the IRS was questioning
about their EITC claim;

® Only about half of the survey respondents felt that they knew what they needed to do in response
to the audit letter;

® Even though slightly over half of the respondents indicated that they understood what was being
questioned and knew what they needed to do, overall, more than 90 percent contacted the IRS;

u Seventy-two percent of the respondents said that they either called or visited the IRS in response to
the letter;

® More than 75 percent of those taxpayers contacting the IRS about their audit letter did so by
telephone; and

® Overall, 46 percent of respondents would have preferred to communicate about their audit with the
IRS by telephone, and another 23 percent would have preferred to communicate in person.®

It is difficult to see how an online account, even one that allowed taxpayers to “interact” through drop
down menus, could encompass the complexity of the American family unit.*® As the “Future State”
vignette illustrates, the IRS expects online accounts to be used by a large population (for Tax Year 2014,
over 28 million taxpayers claimed the EITC) and with respect to issues for which online accounts may

33 The online account is accessed from the payments page on irs.gov. See Finding How Much You Owe, https://www.irs.gov/
payments/finding-out-how-much-you-owe.

34 IRS, View Your Tax Account Online (Nov. 21, 2016), http://win.web.irs.gov/articles/2016/View-your-tax-account-online.htm.

35 See National Taxpayer Advocate 2007 Annual Report to Congress vol. 2, 93-116 (IRS Earned Income Credit Audits — A
Challenge to Taxpayers) (describing surveys returned by 754 different taxpayers whose 2004 return claimed EITC and had been
audited).

36 See Most Serious Problem: Earned Income Tax Credit (EITC): The Future State’s Reliance on Online Tools Will Harm EITC
Taxpayers, infra (noting that the facts in an EITC case are often complex and fluid, since they involve the personal lives of
taxpayers and thus are not suitable for resolution via a one-stop online experience); Legislative Recommendation: Tax Reform:
Restructure the Earned Income Tax Credit and Related Family Status Provisions to Improve Compliance and Minimize Taxpayer
Burden, infra.
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be singularly inappropriate.”” The IRS has actual knowledge and data (from TAS studies) about what
“audited” taxpayers prefer — and need — and yet its sole illustration shows it ignores that knowledge
and imposes its own worldview.*® Thus, the online account is not designed as a vehicle for engaging
and educating taxpayers. On the contrary, it may communicate to taxpayers the IRS’s lack of interest in
engaging with them.

Best Practices Start With Looking at Taxpayers’, As Opposed to the Tax
Administration’s, View of Reality

The OECD, having identified shortcomings in the way in which tax administrations measured and
managed demand for taxpayer services, provided practical advice on how to address those shortcomings.®
The first step is simply to know the tax administration’s “clients ”— taxpayers.*’

The Swedish tax agency, lacking any agenda to “force taxpayers to certain

channels,” exemplifies success in providing taxpayer service.” The

The Swedish Tax Agency’s guiding agency surveys taxpayers about their experiences with various service
principle is that “[w]hat we think channels, usually four times a year, and follows up with more qualitative
is efficient, may turn out not to be, surveys to understand the underlying reason for the quality of the

and what we think is good service
is not necessarily so from the
taxpayer’s perspective. We have

experience. Its guiding principle is that “[w]hat we think is efficient, may
turn out not to be, and what we think is good service is not necessarily
so from the taxpayer’s perspective. We have understood the importance

of not building our service based on our own internal view of reality.”**

understood the importance of not Put another way, “best-in-class tax administrations are taking a different
building our service based on our approach to digitization. Going digital is no longer about making
own internal view of reality. digital channel usage mandatory for 100 percent of citizens — it is about

improving the taxpayer experience one segment or service at a time.”*
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IRS, EITC — A Big Tax Break for Working People Who Qualify, http://win.web.irs.gov/articles/2015/EITC_Spread_the_word.htm
(Jan. 26, 2015).

For a description of the TAS Service Priorities Survey, which uses an online panel and telephone contact to explore taxpayers’
service delivery preferences, behavior patterns, and knowledge of Affordable Care Act requirements, see Special Focus: IRS
Future State: The National Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax Administration, supra.

OECD Managing Service Demand: A Practical Guide to Help Revenue Bodies Better Meet Taxpayers’ Service Expectations, 3
(2013). The guide, prepared by the Australian Taxation Office, was supported by a task group of 12 countries: Canada, Chile,
Finland, Ireland, Japan, Korea, Mexico, New Zealand, Norway, Switzerland, Turkey, and the United Kingdom.

Id. at 24. The report includes concrete, detailed suggestions of how this might be done, such as seeking direct feedback,
using online communities, and mining external social media sites. Id. at 24-25, Table 4.1.

According to one study of Swedish government agencies, “the Tax Administration was in an absolute top position and won
convincingly over the other agencies. In fact, the service score for the agency was so high that they ended up in the summary
clearly ahead of most public companies regardless of line of business.” Vilhelm Andersson, Mechanisms for Measuring the
Quality of Service Provided to the Taxpayer and Results Achieved, Inter-American Center of Tax Administrations — CIAT, 46th CIAT
General Assembly, Improving the Performance of the Tax Administration: Evasion Control and Taxpayer Assistance, 171 (Apr.
2012).

Id. at 169.

Aurélie Barnay, Thomas Dohrmann, Wopke Hoekstra, Jose Nogueira, Fiyinfolu Oladiran, & Kristine Romano, Tax Myths-Dispelling
Myths About Tax Transformation in Rapidly Growing Economies McKinsey & Company, 5 (Sept. 2015).
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Some Tax Administrations and Local Governments Reap Benefits From Providing
In-Person Service That Digital Channels Do Not Provide

Tax administrations generally recognize the need to accommodate taxpayer preferences for in-person
assistance where the taxpayer is remote. For example, New Zealand’s Inland Revenue sends an employee
each year to the Chatham Islands (located more than 800 kilometers from New Zealand) to assist the 609
residents with tax matters.* Inland Revenue’s regular presence in this close and private community “has

had a huge impact, not only for reducing debt but also in terms of their acceptance of Inland Revenue.”

Just as important is recognizing that the category of “remote” users of a government service may include
not only those in rural areas but also those in an urban environment who are nevertheless isolated because
of personal circumstances or due to other causes such as a natural disaster.®®

CONCLUSION

As other tax administrations and the private sectors in other parts of the world have found, taxpayers
and other customers usually prefer a mix of service channels. Moreover, a user’s preferred service channel
depends on the service being sought and whether it involves an emotionally charged transaction. Thus,
research into taxpayers’ preferences — what they prefer and why — is essential before planning any
initiatives that affect taxpayer service. World-class tax administrations consider taxpayer service from

the taxpayers perspective and commit to honoring taxpayers’ preferences, not just because it is the right
thing to do but because it makes good business sense and promotes compliance. The IRS, by relying

on information and surveys that are not designed to elicit zaxpayers’ preferences, is falling short of that
standard and may be impeding taxpayers from engaging with it.

RECOMMENDATIONS
The National Taxpayer Advocate recommends that the IRS:

1. Conduct any taxpayer service surveys by calling taxpayers’ land line telephones or cellphones, or by
sending taxpayers the survey by mail.

2. In surveys of TACs, include taxpayers who attempted to use TAC services but were turned away.

3. In taxpayer service surveys, include menu options (such as “other”) that allow respondents to
indicate that the given alternatives do not describe their experience or preference.

4. In developing taxpayer service surveys, use focus groups and pre-testing with real taxpayers to
ensure the surveys reflect all the potential preferences of taxpayers.

5. In implementing taxpayer service programs, place highest priority on meeting the preferences of
taxpayers and stakeholders.

6. Implement procedures to safeguard against adopting service methods that have as their implicit or
explicit objective forcing taxpayers to online channels.

44 Mechanism Implemented for Assisting Taxpayers in Remote Geographical Areas, Inter-American Center of Tax Administrations —
CIAT, 46th CIAT General Assembly, Tax Administration New Zealand 186 (Apr. 2012).

45 For a discussion of the benefits of having a local presence, see Most Serious Problem: Geographic Focus:The IRS Lacks an
Adequate Local Presence in Communities, Thereby Limiting Its Ability to Meet the Needs of Specific Taxpayer Populations and
Improve Voluntary Compliance, infra.
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MSP IRS STRUCTURE: The IRS’s Functional Structure Is Not Well-
#3 Suited for Identifying and Addressing What Different Types of
Taxpayers Need to Comply

RESPONSIBLE OFFICIALS

Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Debra Holland, Commissioner, Wage and Investment Division

Sunita Lough, Commissioner, Tax Exempt and Government Entities Division
Douglas W. O’Donnell, Commissioner, Large Business and International Division

TAXPAYER RIGHTS IMPACTED*
5 The Right to Quality Service
B The Right to Pay No More Than the Correct Amount of Tax
B The Right to Finality
B The Right to Privacy
5 The Right to a Fair and Just Tax System

DEFINITION OF PROBLEM

The IRS Restructuring and Reform Act of 1998 (RRA 98) required the IRS to give organizational units
end-to-end responsibility for providing service to specific taxpayer population segments.” After RRA 98,
the IRS created national operating divisions (ODs) named after four segments: Small Business/Self-
Employed (SB/SE), Wage and Investment (W&I), Tax Exempt and Government Entities (TE/GE), and
Large Business and International (LB&I).

However, taxpayers generally do not receive end-to-end service from a single OD. SB/SE, LB&I, and
TE/GE allocate only about one percent, zero percent, and four percent, respectively, to service, whereas
W&I allocates 82 percent to it For example, SB/SE’s only service function is Communications and
Stakeholder Outreach, which primarily focuses on providing information to stakeholders rather than
taxpayers.® By contrast, W&I’s only “enforcement” function is Return Integrity and Compliance Services

1 See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR are now
listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title IV,
§ 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 Internal Revenue Service Restructuring and Reform Act of 1998 (RRA 98), Pub. L. No. 105-206, § 1001(a), 112 Stat. 685
(1998); JCT, General Explanation of RRA 98, JCS-6-98, 17 (1998).

3 IRS Chief Financial Officer (CFO) response to TAS information request (Oct. 12, 2016).

4 SB/SE has the following top-level organizations: Collection, Exam, and Operations Support (0S). OS includes: Technology
Solutions, Communications and Stakeholder Outreach (CSO), Human Capital, Finance, Research and Strategy, Servicewide
Operations, and Leadership Development. SB/SE, Operating Unit Org Charts (Nov. 16, 2016). According to SB/SE, its service
appropriation is allocated to Stakeholder Liaison Field (SLF) employees. SB/SE response to TAS fact check (Nov. 22, 2016).
SLF is a component of CSO, which focuses “on the needs of the taxpayers with the expectation that all information provided
[to stakeholders] reaches the taxpayer.” Id.
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(RICS), which focuses on preventing improper refunds.” As a result, no single unit is responsible for
either SB/SE or W&I taxpayers. These taxpayers receive most services from W&I, but SB/SE audits and
collects delinquencies from them. The IRS’s functional structure presents the following challenges:

= No unit below the Deputy Commissioner for Services and Enforcement (DCSE) has the authority
to ensure functions collaborate.®

= Each function focuses on completing tasks quickly without sufficient regard for the downstream
consequences to other functions or taxpayers.”

=[RS “enforcement” functions waste resources and create problems when they use enforcement tools
before working with service functions to address the root causes of compliance problems using the
most effective and least burdensome alternative treatment(s) (e.¢., educating taxpayers, alerting
them to apparent discrepancies and improving guidance, and improving forms, communications,
and outreach).®

If the IRS has not tried alternatives before resorting to enforcement, then the enforcement may be
unnecessary. The use of unnecessary coercion violates the rights to quality service, to a fair and just tax
system, to privacy, and in some cases to pay no more than the correct amount of tax. Moreover, when the IRS
violates taxpayer rights, it likely reduces voluntary compliance by eroding trust for the IRS and promoting
the view that noncompliance is justified.’” In addition, the IRS’s service functions may waste resources if
they do not use information from enforcement functions to identify the services taxpayers need to help
them comply.

5 Internal Revenue Manual (IRM) 1.1.13.6 (Oct. 7, 2013); IRS, Wage & Investment Division At-a-Glance (May 6, 2016),
https://www.irs.gov/uac/wage-investment-division-at-a-glance. According to W&, its Identity Theft Victims Assistance
organization is also funded from “enforcement” dollars. W&I response to TAS fact check (Nov. 21, 2016). When we use
the term “enforcement” in quotes, we are referring to the IRS’s overly-broad definition (e.g., any action by a so-called IRS
“enforcement” function); when we use it without quotes, we are referring to its more natural meaning — the IRS’s use of
coercive power to compel action (e.g., assessment, summons, lien, levy, and the withholding of refunds). See THe OxForD
EnaLisH DicTionary, http://www.oxforddictionaries.com/us/definition/american_english/enforcement (“The act of compelling ...").
For further discussion of this issue, see Nina E. Olson, The Future of Tax Administration, 2016 TNT 49-11 (Mar. 10, 2016)
and Special Focus: IRS Future State: The National Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax
Administration, supra..

6  See, e.g., IRS, IRS to Realign Compliance Operations (Nov. 3, 2014), https://www.irs.gov/uac/Newsroom/IRS-To-Realign-
Compliance-Operations (“The goal of the realignment is to primarily focus SB/SE on post-filing compliance and W&I on
pre-refund compliance.”).

7  See, e.g., National Taxpayer Advocate 2010 Annual Report to Congress 28-48 (Most Serious Problem: IRS Performance
Measures Provide Incentives That May Undermine the IRS Mission).

8  See, e.g., National Taxpayer Advocate 2015 Annual Report to Congress 188-95 (Most Serious Problem: Current Selection
Criteria for Cases in the ASFR Program Create Rework and Impose Undue Taxpayer Burden); National Taxpayer Advocate 2014
Annual Report to Congress 31-39 (Most Serious Problem: The Lack of a Cross-Functional Geographic Footprint Impedes the
IRS’s Ability to Improve Voluntary Compliance and Effectively Address Noncompliance).

9 See, e.g., Tom Tyler, Legitimacy and Criminal Justice: The Benefits of Self-Regulation, 7 Onio St. J. Crim. L. 307-359 (2009);
Erich Kirchler, The Economic Psychology of Tax Behaviour 203-205 (2007); Most Serious Problem: The IRS Can Increase
Voluntary Compliance Using Behavioral Science Insights, But Is Overly Focused on So-Called “Enforcement” Revenue and
Productivity, supra.
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ANALYSIS OF PROBLEM

Before 1998, Local Managers Who Engaged the Community Had the Authority to Require
Local Service and “Enforcement” Functions to Work Together

Before 1998, the IRS served every taxpayer at one of ten centralized IRS service centers and 33 local
district offices." Each district director assigned taxpayer education programs to the examination or
collection functions within their districts.!! This structure reportedly developed creative and technically-
savvy managers accustomed to addressing local compliance problems using more than one function and
communicating with and being accountable to the public.'?

However, because district employees had to serve every type of taxpayer, they could not focus on a
segment’s needs or maintain the technical expertise to address all of the issues that might arise.'® Serving
each taxpayer from both a district office and a service center also raised concerns about consistency

and accountability.' In addition, competition on enforcement productivity measures (.., records

of tax enforcement results, or ROTERS) led to abuses that eroded public confidence.”® Moreover,

IRS “enforcement” functions focused on short-term processing efficiencies (e.g., closures) rather than

identifying the root causes of noncompliance.'®

The IRS Restructuring and Reform Act of 1998 (RRA 98) Required the IRS to Give Units
End-To-End Responsibility for Serving Specific Taxpayer Segments, But the IRS Has
Interpreted It Narrowly

RRA 98 contemplated that the IRS would improve service and accountability by assigning one employee
to handle a taxpayer’s matter until it was closed," including the employee’s name and telephone number

10

11
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S. Rep. No. 105-174, at 9 (1998); Joint Committee on Taxation, General Explanation of Tax Legislation Enacted in 1998,
JCS-6-98 16-17 (1998); IRS Pub. 3349, Modernizing America’s Tax Agency 1-10 (Apr. 2000), https://www.irs.gov/pub/irs-
utl/27877d00.pdf.

IRM 22.30.1.1.2 (Jan. 1, 2002).

See Frank Wolpe, A White Paper on Executive Action to Restore Trust in the Internal Revenue Service by Rebuilding Field
Operations, American Bar Association (ABA), Section of Taxation, News Quarterly 17 (2014), http://www.tnorrislaw.com/pdf/
FW_WhitePaper.pdf. Similarly, traditional police enforcement strategies are not as effective in reducing crime as working with
community partners to address the underlying problems (called problem-oriented policing, or POP) at the local level. See,

e.g., David Weisburd et al., Is Problem-Oriented Policing Effective in Reducing Crime and Disorder? Findings From a Campbell
Systematic Review, 9 CriminoLogy & Pus. PoL. 139, 141, 162 (2010), http://www.smartpolicinginitiative.com/sites/all/files/
POP%20Weisburd_et_al.pdf.

See, e.g., IRS Restructuring: Hearings Before the S. Comm. on Finance, 105th Cong. 12, 14 (1998) (testimony of Charles
Rossotti, Commissioner of Internal Revenue), https://www.irs.gov/pub/irs-news/ir-98-3.pdf (“The IRS organizational structure
no longer enables its managers to be knowledgeable....Since each [new] unit will be fully responsible for serving a set of
taxpayers with like needs, the management teams responsible for each of these units will be able to become knowledgeable
about the needs and problems of their customers, and be held fully accountable for achieving specific goals in serving them.”).
See, e.g., IRS Restructuring: Hearings Before the S. Comm. on Finance, 105th Cong. 12 (1998) (testimony of Charles Rossotti,
Commissioner of Internal Revenue). Although consistency issues can be minimized through transparent procedures, some
problems may be inevitable, as even campuses can have inconsistent procedures. See, e.g., National Taxpayer Advocate 2004
Annual Report to Congress 132-42 (Most Serious Problem: Inconsistent Campus Procedures).

See Douglas M. Browning et al., Special Review Panel Report for Charles O. Rossotti, Commissioner, IRS (Aug. 1998).

Similarly, among local police organizations an excessive focus on efficiency statistics including reported crime statistics and
revenue from tickets, rather than on the means used, can lead to misreporting of crime, abuse of power, and a dysfunctional
organizational culture. See, e.g., Malcolm Sparrow, Hanocurrep, WHAT HoLbs PoLicing Back, AND THE KEeys To ReForm 20-22 (2016).
National Commission on Restructuring the Internal Revenue Service, A Vision for a New IRS 20 (June 25, 1997), http://
www.house.gov/natcommirs/reportl.pdf. (“Employees believe that [performance metrics] do not measure long-term quality
performance accurately. Consequently, employees put an emphasis on short-term performance and meeting goals of
efficiency ... One of the most significant efforts that the IRS must undertake is to redesign its internal measurement system to
encourage behavior which makes it easy for taxpayers to interact with the IRS.”).

RRA 98, Pub. L. No. 105-206, § 3705(b), 112 Stat. 685, 777 (1998).
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on any “manually generated correspondence,”'® providing callers with the option to talk to an employee
who could help," and placing the addresses and telephone numbers for local offices in phone directories
across the country.” RRA 98 also directed the IRS to: (1) establish “organizational units serving
particular groups of taxpayers with similar needs;”*' (2) “restate its mission to place a greater emphasis
on serving the public and meeting taxpayers’ needs;”* and (3) adopt “balanced measures,” including
customer and employee satisfaction, to counter “efficiency and productivity” metrics.” Legislators
believed that increasing the IRS’s focus on customer service would improve voluntary compliance by
promoting public confidence in the IRS.*

The IRS could have responded to RRA 98 by assigning units and individual IRS employees with more
responsibility for providing end-to-end service to specific taxpayers or taxpayer segments, potentially
increasing their communications with and accountability to taxpayers. However, the IRS has interpreted
these directives narrowly.” Its interpretation has enabled it to shift more work from highly-trained field
employees to lower-graded campus employees who have less authority and are assigned narrower issues
and mechanical tasks.?

18 RRA 98, Pub. L. No. 105-206, § 3705(a), 112 Stat. 685, 777 (1998).

19 RRA 98, Pub. L. No. 105-206, § 3705(d), 112 Stat. 685, 777 (1998).

20 RRA 98, Pub. L. No. 105-206, § 3709, 112 Stat. 685, 779 (1998). At recent public forums, stakeholders reiterated their
preference for personal service. See, e.g., Oral Statement of Jennifer MacMillan, Chair, Internal Revenue Service Advisory
Committee (IRSAC), National Taxpayer Advocate Public Forum 93 (Feb. 23, 2016), http://taxpayeradvocate.irs.gov/public-
forums (“[T]he number one issue that | think builds trust among taxpayers and practitioners with the IRS is to have a person
that they can deal with either by phone or face-to-face. | think that is the most crucial thing required. And | don’t see that
going away even with advances in the digital tools.”); Oral Statement of Robert Wall, Esq. Attorney, Member, Spilman Thomas
& Battle, PLC, National Taxpayer Advocate Public Forum 59 (Apr. 4, 2016) (“The golden ticket, when dealing with the IRS, as
everyone will back me up, is when you get a letter with someone’s name and phone number on it. And when that happens, |
would say nine times out of ten you can get an answer within 15 minutes.”).

21 RRA 98, Pub. L. No. 105-206, § 1001(a), 112 Stat. 685 (1998). For further discussion of the restructuring, see, e.g., IRS
Pub. 3349, Modernizing America’s Tax Agency (Apr. 2000).

22 RRA 98, Pub. L. No. 105-206, Title I, § 1002, 112 Stat. 685 (1998). See also National Commission on Restructuring
the Internal Revenue Service, A Vision for a New IRS 20 (June 25, 1997), http://www.house.gov/natcommirs/reportl.pdf
(“Reorganizing into specialized units focused on taxpayer needs, rather than IRS internal needs, should better serve the
American public.”).

23  See RRA 98, Pub. L. No. 105-206, Title |, §§ 1204, 112 Stat. 722, 9508(a)(2) (1998); J. Comm. on Tax'n, JCS-6-98, General
Explanation of Tax Legislation Enacted in 1998 47-50 (1998); T.D. 8830, 64 Fed Reg. § 42,834 (Aug. 6, 1999) (explaining “[t]
he presence of measures that evaluate the quality of the work done by the unit, the satisfaction of customers served by the
unit (including taxpayers), and the satisfaction of employees working in the unit will obviate the risk that managers place undue
emphasis upon the quantity of work completed.”).

24 See, e.g., JCT, JCS-6-98, General Explanation of Tax Legislation Enacted in 1998, 19 (1998) (“the Congress believed that
most Americans are willing to pay their fair share of taxes, and that public confidence in the IRS is key to maintaining that
willingness.”).

25  See, e.g., National Taxpayer Advocate 2014 Annual Report to Congress 134-44 (Most Serious Problem: The IRS Has
Overlooked the Congressional Mandate to Assign a Specific Employee to Correspondence Examination Cases, Thereby Harming
Taxpayers); National Taxpayer Advocate 2014 Annual Report to Congress 145-53 (Most Serious Problem: The IRS’s Failure to
Include Employee Contact Information on Audit Notices Impedes Case Resolution and Erodes Employee Accountability); National
Taxpayer Advocate 2014 Annual Report to Congress 123-33 (Most Serious Problem: Taxpayers Are Unable to Navigate the IRS
and Reach the Right Person to Resolve Their Tax Issues).

26 See, e.g., National Taxpayer Advocate 2014 Annual Report to Congress 31-45.
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IRS Employees Need Sufficient Authority, Technical Expertise, and Communication With
Taxpayers to Improve Service and Compliance

Stakeholders have recently complained that IRS employees sometimes do not have sufficient expertise,?”
or authority to resolve problems.”® Stakeholders have also observed that employees need to communicate
with taxpayers enough to understand the reason(s) for apparent discrepancies, and resolve cases correctly.”

Similarly, employees will not be able to identify appropriate alternative treatment(s) to address the root
causes of noncompliance if they do not have enough personal communications with taxpayers. RRA 98
contemplated that these communications would occur. It provided that “front-line technical experts”
with an understanding of taxpayer problems would report back to the tax writing committees with respect
to the “administrability” of pending amendments to the tax code,* and that the IRS would report to
Congress each year on the sources of complexity in tax administration and on ways to reduce it.*!

It may be easier for the IRS to manage campus employees charged with narrow tasks. However, their
geographic isolation, narrow knowledge base, and limited authority likely make it more difficult for them
to understand and communicate with taxpayers and resolve their problems.** An organizational design
textbook elaborates on some these concerns as follows:

[A] service firm['s] ... greatest economies are achieved through disaggregation into small
units that can be located close to customers. Stockbrokers, doctors’ clinics, consulting firms,
and banks disperse their facilities into regional and local offices ... These employees need
enough knowledge and awareness to handle customer problems rather than just enough to
perform mechanical tasks. Employees need social and interpersonal skills as well as technical
skills. Because of higher skills and structural dispersion, decision making often tends to be

27
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See, e.g., Oral Statement of Rollin Groseclose, CPA, Johnson, Price, Sprinkle, PA, National Taxpayer Advocate Public

Forum 64-65 (Apr. 4, 2016) (“... we use practitioner priority ...and they can’t always find the answer, or they will give a
recommendation and it doesn’t quite line up with the documentation we received. So they seem to have limited, either training
in some instances, or access to information within the databases that the IRS has.”); Oral Statement of Audience Member,
National Taxpayer Advocate Public Forum 47-48 (May 5, 2016) (“...you're still dealing with fairly uneducated people on those
lines. If it’s not on their checklist, and | can literally hear them going down the — okay, what are you talking about, okay, let
me get my — | hear pages flipping or something or the computer system is slowing down. | cannot imagine how another
taxpayer without some basis of knowledge would be able to get satisfaction or resolution to the question.”).

See, e.g., Coalition for Effective and Efficient Tax Administration, CEETA Addresses Changes Under Way in LB&I Division, 2016
TNT 140-13 (July 21, 2016) (“taxpayers typically want a single point of contact ... Under the new structure, the first point of
convergence of the nine practice areas, i.e., so-called tie-breaking authority, is the Deputy Commissioner .... Taking issues

all the way to the Deputy Commissioner level for resolution will be a long, frustrating process for both taxpayers and IRS
personnel and will add to the potential for conflict in the examination process.”); Oral Statement of Elizabeth Atkinson, Esq.,
LeClairRyan, PC, National Taxpayer Advocate Public Forum 82-83 (May 13, 2016) (“... when | worked at the IRS, there were

a lot of really good IRS employees who want to do the right thing for the taxpayer. Often, they are unable to do that because
there is a gap in authority.”).

See, e.g., Oral Statement of Warren Hudak, EA, President, Hudak & Company, National Taxpayer Advocate Public Forum 24-25
(Apr. 8, 2016) (“Oftentimes, during the course of an audit, the taxpayer is — has taken a position on an issue that is perfectly
fine, but because they don’t understand the language of the law, they don’t understand the language of regulations, they
inaccurately communicate their point, their perspective, their position. And it isn’t because they're taking an improper position,
but because they don’t know how to communicate it properly.”).

RRA 98, Pub. L. No. 105-206, Title IV, § 4021, 112 Stat. 685, 785 (1998). The IRS does not facilitate such communications.
See National Taxpayer Advocate 2014 Annual Report to Congress 108-11 (Most Serious Problem: The IRS Has No Process to
Ensure Front-line Technical Experts Discuss Legislation with the Tax-writing Committees as Requested by Congress).

RRA 98, Pub. L. No. 105-206, Title 1V, § 4022(a), 112 Stat. 785 (1998). The IRS no longer produces a complexity report.
See National Taxpayer Advocate 2014 Annual Report to Congress 102-07 (Most Serious Problem: The IRS Does Not Report on
Tax Complexity As Required by Law).

See, e.g., National Taxpayer Advocate 2014 Annual Report to Congress 31-45 (Most Serious Problem: The Lack of A
Cross-Functional Geographic Footprint Impedes the IRS’s Ability to Improve Voluntary Compliance and Effectively Address
Noncompliance).
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decentralized in service firms, and formalization tends to be low. Although some service
organizations, such as many fast-food chains, have set rules and procedures for customer
service, employees in service organizations typically have more freedom and discretion on
the job ... The concept of separating complex tasks into a series of small jobs and exploiting
economies of scale is a cornerstone of traditional manufacturing, but researchers have found
that applying it to service organizations often does not work so well ...»

Moreover, between 1970 and 2014, financial institutions, whose business models the IRS initially
emulated, were opening local branches at a rate nearly twice as fast as U.S. population growth.*
Immediately after RRA 98, the IRS planned to address many of these issues by forming units responsible
for narrower taxpayer segments, as shown for W&I in Figure 1.3.1.

33 Richard Daft, OreanizaTioN THEORY AND DEesiaN 270-71 (10th ed., 2010).

34  See Federal Deposit Insurance Corporation (FDIC), Press Release, Branch Banking Remains Prevalent Despite the Growth of
Online and Mobile Banking (Feb. 19, 2015), https://www.fdic.gov/news/news/press/2015/pr15018.html. Similarly, problem-
and community-oriented policing is deemed so effective that the Department of Justice (DOJ) Office of Community Oriented
Policing Services (COPs) provides grants to facilitate its adoption. DOJ, Congressional Justification, FY 2017 Performance
Budget (Feb. 9, 2016), https://www.justice.gov/jmd/file/821491/download.
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35 This table appears as Exhibit A in IRS Pub. 3349, Modernizing America’s Tax Agency 22 (1999).
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IRS units responsible for smaller segments could better understand these segments, and use this
specialized knowledge to improve service and compliance.’

No IRS Unit Has End-To-End Responsibility or Accountability

The IRS continues to move away from the end-to-end service concept. In 2014, SB/SE and W&I
realigned operations.”” The goal was to improve processing efficiencies and to ensure a single executive
has “end-to-end accountability for Collection and a single executive has end-to-end accountability for
Examination.”*® However, as noted above, exploiting economies of scale is more suited to manufacturing
than service industries. The IRS solicited comments about the realignment from employees,* but not
from its customers or external stakeholders.

No unit was assigned end-to-end accountability for specific segments.” Because SB/SE took
responsibility for most post-refund compliance work for individuals,*' even the W&I Commissioner does
not have end-to-end responsibility for compliance by most individual taxpayers. Similarly, SB/SE, LB&,
and TE/GE devote a small fraction of their resources to assist the taxpayers they are named after.* As
shown in Figure 1.3.2, for fiscal year (FY) 2016 only about one percent, zero percent, and four percent of
their respective budgets were devoted to service.* By contrast, 82 percent of W&I’s FY 2016 budget was

devoted to service.%

36  See, e.g., IRS Pub. 3349, Modernizing America’s Tax Agency 34 (1999) (“since the taxpayers served [by each unit] are
reasonably homogeneous in their needs, it will be possible and expected for the managers at all levels to be knowledgeable
in the substantive problems and issues that arise in administering the tax law in their division.”); GAO, GAO/T-GGD-91-54
Identifying Options for Organizational and Business Changes at IRS (July 9, 1991), http://www.gao.gov/assets/110/103988.
pdf (recommending the IRS consider: “assigning a single staff to perform both auditing of tax returns and collecting taxes due.
Reinforcing accountability ... [and reorganize them] to focus on types of taxpayers with common noncompliance problems,
thereby enhancing the expertise of the agency in dealing with industries with special or complex tax situations.”). The IRS
briefly established units of examination and collection employees who would report to multi-functional managers. See IRS Pub.
3349, Modernizing America’s Tax Agency 1-15 (Apr. 2000).

37 Email from W&I and SB/SE Commissioners to all W&I Employees, An Update on the Realignment Process (July 17, 2014). The
IRS did not document a business case for these changes. See, e.g., Treasury Inspector General for Tax Administration (TIGTA),
Ref. No. 2016-IE-R005, Several Changes Sought by the Internal Revenue Service Restructuring and Reform Act of 1998 Remain
a Challenge 6 (Mar. 28, 2016), https://www.treasury.gov/tigta/iereports/2016reports/2016ierO05fr.pdf.

38 Email from W&I and SB/SE Commissioners to all W&| Employees, An Update on the Realignment Process (July 17, 2014);
SB/SE, General questions about the realignment (Nov. 13, 2014). Even though the Examination and Collection functions
are both lodged within SB/SE, they generally do not work together. See, e.g., TIGTA, Ref. No. 2016-30-070, Examination
Collectibility Procedures Need to Be Clarified and Applied Consistently (Sept. 7, 2016), https://www.treasury.gov/tigta/
auditreports/2016reports/20163007 Ofr.pdf.

39 The IRS held 31 employee focus groups and town hall sessions at all ten campuses and considered more than 1,600 emails
from employees before finalizing its realignment plans for SB/SE and W&I. Email from W&I and SB/SE Commissioners to all
W&I Employees, An Update on the Realignment Process (July 17, 2014). The current IRS Commissioner is careful to consult
employees before making organizational changes. See, e.g., Prepared Remarks of Commissioner of Internal Revenue Service
John Koskinen before the National Press Club, IR-2014-42 (Apr. 2, 2014).

40 Taxpayers who claimed the Earned Income Tax Credit (EITC) or who had been the victim of identity theft would generally
be assigned to specific units, however. Email from W&I and SB/SE Commissioners to all W&l Employees, Organizational
Realignment Announcement (Oct. 8, 2014) (referencing the EITC).

41 IRS, IRS to Realign Compliance Operations (Nov. 3, 2014), https://www.irs.gov/uac/Newsroom/IRS-To-Realign-Compliance-
Operations (“this plan would move pre-filing compliance work to W&I and post-filing compliance work for individuals and small
businesses to SB/SE").

42 |d.
43 CFO response to TAS information request (Oct. 12, 2016).
44  |d.
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FIGURE 1.3.2%

Budget Allocation by Operating Division for FY 2016

99% 99% 96%
82%
1% 0% 0% 1% _M 0%
W&I SB/SE LB&I TE/GE
[l Taxpayer Services Enforcement I Operations Support

The vast majority of W&I's service budget is allocated to agency-wide services such as processing
correspondence and returns, answering calls, staffing assistance centers, and maintaining IRS-wide
Internal Revenue Manuals (IRMs) and publications, as shown in Figure 1.3.3.

FIGURE 1.3.3%

Wa&l’s Service Budget for FY 2016

Account Management and Electronic/ Submission
Correspondence Assistance, 53% Processing, 26%
Account Management and Field Assistance, 8%
Taxpayer Communication and Education, 4%

Media and Publications, 3%
W&I Management HQ, 3%
Other, 3%

Even before the recent realignment, most of W&I's budget was devoted to agency-wide services.” Thus,
the IRS is even more organized around internal functions than it was before RRA 98. The National

45
46
47

80

CFO response to TAS information request (Oct. 12, 2016). These figures do not include user fees.
TAS analysis of W&I budget data (Oct. 13, 2016). These figures do not include user fees.

National Taxpayer Advocate 2010 Annual Report to Congress 49-70 (Most Serious Problem: The Wage & Investment Division
Is Tasked With Supporting Multiple Agency-Wide Operations, Impeding Its Ability to Serve Its Core Base of Individual Taxpayers
Effectively).
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Taxpayer Advocate has recommended placing W&I’s agency-wide back-office support functions into a
separate organization so that W&I could focus on wage earners and investors.*®

In a Functional Organization, Each Function Needs to Be Accountable for Coordinating
with Others

The IRS’s Functions Sometimes Focus on Narrow Productivity Measures Rather Than Broader
Agency Goals

To prevent errors, IRS “enforcement” functions need to identify the causes of noncompliance and
communicate them to taxpayers, service functions, and other stakeholders so that the agency and its
stakeholders can address them.” Instead, IRS “enforcement” functions generally focus on processing
efficiency, perhaps because efficiency statistics are more readily available than information about root
causes.”® IRS examiners are no longer required to identify and record the reasons for misreporting, and
the IRS no longer tracks the laws that trip up its own employees or reports on the sources of complexity.*
LB&I has problems accurately tracking its audit adjustments by issue so that it knows where taxpayers
are making the most significant errors.”> Similarly, collection employees do not accurately record what
actions prompt taxpayers to make payments.*

As another example, without doing any research that could help avoid burdening taxpayers unnecessarily,
IRS “enforcement” functions allow computers to make inaccurate assessments or unnecessarily delay

48 See National Taxpayer Advocate 2010 Annual Report to Congress 49, 70 (Most Serious Problem: The Wage & Investment
Division Is Tasked With Supporting Multiple Agency-Wide Operations, Impeding Its Ability to Serve Its Core Base of Individual
Taxpayers Effectively).

49 See National Commission on Restructuring the Internal Revenue Service, A Vision for a New IRS 20 (June 25, 1997),
http://www.house.gov/natcommirs/reportl.pdf. (“In a stovepipe operation, functional units such as taxpayer services, exam,
collection, appeals, and counsel set and implement their own priorities and objectives, which often are disconnected from
the other functions and the organization as a whole. This is why a taxpayer may receive a notice from the IRS, but when the
taxpayer calls the toll-free number, the customer service representative is unable to help. ... The new IRS leadership team
should establish performance measures that encourage functions within the IRS to cooperate. Additionally, the IRS should
continue on the course begun in Compliance 2000, in which cross functional teams work together to solve problems. Finally,
the Commission considered more far reaching reforms to break down functional stovepipes, including reorganizing the entire
organization into four divisions ...”).

50 See, e.g., National Taxpayer Advocate 2010 Annual Report to Congress 28-48 (Most Serious Problem: IRS Performance
Measures Provide Incentives That May Undermine the IRS Mission). For example, LB&I's “Key Stats” report contains
14 substantive worksheets. LB&I response to TAS information request (June 23, 2016). The first 12 contain detailed
enforcement productivity statistics (e.g., closures, dollars per hour, yield, hours per return, cycle time, no change rates, etc.)
broken out by type of taxpayer, income level and issue (i.e., activity code). Id. Only the last two worksheets are devoted to
quality, and customer and employee satisfaction data are not broken out by activity code, and for the last few years have
not been broken out by industry. Id. LB&l’s lack of disaggregated satisfaction data is due to IRS-wide changes to its survey
process.

51 See National Taxpayer Advocate 2013 Annual Report to Congress 102 n.5 (Most Serious Problem: The IRS Does Not Report on
Tax Complexity As Required by Law) (describing how the IRS is required to identify the areas of the tax code where taxpayers
and revenue agents make frequent errors, but the IRS no longer tracks tax law errors by code section); National Taxpayer
Advocate 2007 Annual Report to Congress 35, 57 (Most Serious Problem: The Cash Economy) (recommending that when the
IRS’s national research program examinations identify an error on a return, the IRS should determine the reasons why the
taxpayer made the error).

52  See TIGTA, Ref. No. 2016-30-089, The Large Business and International Division’s Strategic Shift to Issue-Focused
Examinations Would Benefit From Reliable Information on Compliance Results (Sept. 14, 2016), https://www.treasury.gov/
tigta/auditreports/2016reports/201630089fr.pdf.

53 National Taxpayer Advocate 2014 Annual Report to Congress 221-26 (Most Serious Problem: The IRS’s Failure to Accurately
Input Designated Payment Codes for All Payments Compromises Its Ability to Evaluate Which Actions Are Most Effective in
Generating Payments).
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refunds.”® These and similarly automated enforcement tools prompt communications to which the IRS
cannot timely respond.”® Automated IRS “enforcement” functions create these types of problems far too
often.”

Procedural Requirements, Multi-Functional Compliance Projects, Teams, and Campaigns Could
Help Ensure Functions Work Together

Procedural safeguards could help mitigate problems caused by the IRS’s functional structure. For
example, the IRS could require all “enforcement” functions to document the reasons for any
noncompliance, communicate them to service functions, and implement alternative treatments before

resorting to coercive ones.

The IRS could also establish more effective local and national multi-functional groups (e.g., councils,
program management offices, and cross-functional groups and initiatives). To be effective, these groups
should have the responsibility and authority to identify compliance problems and implement alternative
treatments to address them. The IRS has long known that multi-functional Compliance Initiative
Projects (CIPs) could prevent noncompliance by identifying and delivering what a segment needs to
comply.”” In theory, an examination function could use CIP procedures to collaborate with other

54

55

56

57

82

See, e.g., National Taxpayer Advocate 2011 Annual Report to Congress vol. 2, 114, 119-20 (Research Study: Math Errors
Committed on Individual Tax Returns - A Review of Math Errors Issued on Claimed Dependents); National Taxpayer Advocate
FY 2017 Objectives Report to Congress 80, 82 (Area of Focus: IRS Implementation and Enforcement of Withholding on Certain
Payments to Foreign Persons Is Burdensome, Error-Ridden, and Fails to Protect the Rights of Affected Taxpayers) (discussing
how the IRS improperly denied or delayed tens of thousands of refunds to international students because of transcription
errors and poor IRS data quality, rather than first investigating the reason(s) for apparent mismatches).

See, e.g., Oral Statement of Troy K. Lewis, Chair, Tax Executive Committee, AICPA, National Taxpayer Advocate Public Forum
72-73 (May 17, 2016) (“The income, which was reported to the IRS on a Form 1099-B, was properly reported on my client’s
tax return, and the appropriate amount of income tax had actually been paid. There was no error on the return. However,

due to requirements in its matching system, the IRS needed additional information to verify the income was indeed properly
reported. The notice was a mere case of matching the third party information reported to the IRS with information reported on
the return. However, it took me two letters and four months to resolve this notice. It was a highly inefficient experience and
an example of where change is clearly needed.”).

See, e.g., National Taxpayer Advocate 2015 Annual Report to Congress 188-95 (Most Serious Problem: Current Selection
Criteria for Cases in the ASFR Program Create Rework and Impose Undue Taxpayer Burden); National Taxpayer Advocate

2015 Annual Report to Congress 112-22 (Most Serious Problem: The IRS Files Most NFTLs Based on Arbitrary Dollar
Thresholds Rather Than on a Thorough Analysis of a Taxpayer’s Financial Circumstances and the Impact on Future

Compliance and Overall Revenue Collection). TIGTA, Actions Can Be Taken to Better Address Potential Noncompliance for
Roth Individual Retirement Arrangement Conversions, Ref. No. 2016-10-054 (Aug. 30, 2016), https://www.treasury.gov/
tigta/auditreports/2016reports/201610054fr.pdf (“Our review found that 97 (25 percent) of the 383 sampled cases had
information that could have been researched on IRS systems that would have enabled AUR Program personnel to correctly
conclude that minimal or no taxes were due on discrepancies resulting from Traditional IRAs being converted to Roth IRAs. In
each of the 97 discrepancies, taxpayers received CP 2000 Notices. However, after correspondence with the taxpayer, little

or no additional tax was assessed.”). As another example, the LB&lI Commissioner had to ask W&I to stop its automated
assessment of penalties for failure to file Forms 3520 and 3520-A due to concerns that these assessments were inaccurate.
Memorandum from LB&l Commissioner to W&l Commissioner, Direction to Close All Current Inventory Related to Forms 3520 &
3520A (Mar. 20, 2013).

Multi-functional CIPs are similar to the Compliance 2000 projects endorsed by the IRS and its stakeholders in the late 1990s.
See, e.g., National Commission on Restructuring the Internal Revenue Service, A Vision for a New IRS 23, 27 (June 25, 1997).
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functions to implement alternative treatments,’® but “enforcement” functions use them primarily to
identify returns to examine.”

The IRS provided TAS a list of 114 teams and highlighted several that it believes address compliance
problems using a multi-functional approach.®® For example, multi-functional issue management teams
(IMTs) seem promising because they can address compliance problems using CIPs, proposed legislation,
settlement offers, or guidance to the field, provided they coordinate with the Servicewide Compliance
Strategy (SCS) Executive Steering Committee (ESC).®' However, IMTs focus on abusive transactions
rather than common transactions or local compliance issues.”” In most cases, the development of a
service-wide strategy must also be approved by high level executives on the SCS ESC. Moreover, W&I is
not on the SCS ESC, potentially making it less likely to consider alternative treatments.

The Right Operational Measures Could Help Ensure Functions Work Together

Functional managers are naturally interested in whether their employees are following procedures and
working efficiently.®® It may be more natural for them to focus on productivity than on the effect of
their employees on taxpayers’ views of the agency and voluntary compliance. For example, collection
employees may seem to have little ability to influence voluntary compliance or a taxpayer’s view of
the agency. To counter this without making radical changes, the IRS could measure factors that likely
affect voluntary compliance (e.g., multi-functional collaboration on alternative treatments) and public
perception of the agency (e.g., respect for taxpayer rights), as reccommended by the National Taxpayer
Advocate.** IRS employees should be able to affect taxpayer behavior and attitudes by measurable
amounts if the taxpayer segment is small enough.

58 IRM 4.17.1.4 (Feb. 25, 2010); IRM 4.17.4.4.1 (Feb. 25, 2010); Form 13498, Compliance Initiative Project Authorization - Part
Two (Apr. 2009).

59 There may have been a few multifunctional CIPs, but they are not the norm. IRS response to TAS information request
(June 22, 2016) (“SBSE Exam is not aware of any non-enforcement function working Compliance Initiative Projects.”); SB/

SE response to TAS information request (Oct. 22, 2016) (“SBSE is still not aware of any non-enforcement functions working
Compliance Initiative Projects.”); SB/SE response to TAS fact check (Nov. 21, 2016) (“During a cursory review of CIPs for
this fact check request response, SB found two examples of multi-Functional CIPs .... We also have [six] examples where
our Communication and Stakeholder Outreach function (CSO) [formerly known as Communication, Liaison, and disclosure
(CLD)] has worked with our Examination function on a CIP and signed off on the CIF”). Alternative treatments could be used
in most CIPs. For example, the IRS could send soft notices and educational materials to all of the taxpayers with apparent
discrepancies to give them an opportunity to self-correct so that an examination would not be necessary.

60 IRS response to TAS information request (July 13, 2016).

61 See IRM 4.32.1 (June 5, 2014). The SCS ECC reports to the Enforcement Committee, which is chaired by the DCSE. Id.
LB&I's new “campaigns” could also use alternative treatments to address compliance problems. However, without direct
access to any significant resources for service, it is not clear how LB&I will ensure that alternative treatments are actually
implemented.

62 IRM 4.32.1 (June 5, 2014); IRS response to TAS information request (July 13, 2016).

63 See National Taxpayer Advocate 2010 Annual Report to Congress 28-48 (Most Serious Problem: IRS Performance Measures
Provide Incentives That May Undermine the IRS Mission).

64 In her 2013 Annual Report to Congress, the National Taxpayer Advocate proposed a “report card” of measures that “... provide
a good indication whether the IRS is treating U.S. taxpayers well and furthering voluntary compliance,” which she has updated
in subsequent reports. See, e.g., National Taxpayer Advocate 2013 Annual Report to Congress xvii-xviii (Preface); National
Taxpayer Advocate 2015 Annual Report to Congress xvii-xxiii (Taxpayer Rights Assessment: IRS Performance Measures and
Data Relating to Taxpayer Rights).
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The IRS could routinely estimate the effect of alternative treatments on “service revenues,” voluntary
compliance, and the views of narrow taxpayer segments.”” Some proxies for measuring the effect of
alternative treatments on voluntary compliance are:

® On-time filing and payment rates;
® The percentage of returns with unexplained discrepancies (e.g., mismatches and math errors);

® The IRS’s estimate (as measured by the Discriminant Index Function or other screens) of the
amount of underreporting it would find if it audited the segment’s returns;

® Changes to income or deductions actually reported on subsequent returns as compared to
appropriate benchmarks or control groups; and

" Satisfaction with and trust for the agency. ®

Standard examinations (and compliance checks) could be used, in large part, to educate specific taxpayers
and identify areas of noncompliance that need to be addressed more broadly and systemically through
coordination with the IRS’s other functions, including through education and outreach.

CONCLUSION

The IRS’s functional organization does not empower employees or business units to find creative ways

to prevent noncompliance by collaborating with other functions or using alternative treatments, even if
doing so would be more efficient and effective. However, one premise of the IRS’s Future State plan is “to
provide [taxpayers] the services they need in the way that works for them.”” This presents an opportunity
for the IRS to increase the links between functions and embrace the end-to-end service concept.

Luckily, some of the initial benefits of centralization — efficiency in processing calls and correspondence
— can now be achieved by leveraging technology instead. Today, calls can be routed anywhere, 88.2
percent of the individual returns received during the 2016 filing season were filed electronically, and the
IRS’s Future State plan is to establish more digital communication with taxpayers.®® As a result, the IRS
has more freedom to decentralize and empower highly skilled multi-functional groups of employees in
local offices to better understand their customers where they work and live. The IRS should give them
more autonomy, discretion, and incentives to cut across functional lines to identify systemic solutions and
help customers, rather than asking them to be uncreative cogs in a centralized processing and enforcement
machine.

65

66

67
68

84

See Most Serious Problem: Voluntary Compliance: The IRS Is Overly Focused on So-Called “Enforcement” Revenue and
Productivity, and Does Not Make Sufficient Use of Behavioral Research Insights to Increase Voluntary Tax Compliance, supra.
Voluntary compliance is correlated with trust for the IRS. See, e.g., National Taxpayer Advocate 2012 Annual Report to
Congress vol. 2, 1-70 (Factors Influencing Voluntary Compliance by Small Businesses: Preliminary Survey Results).

IRS, Future State Initiative (Feb. 22, 2016), https://www.irs.gov/uac/Newsroom/Future-State-Initiative.

IRS, Filing Season Statistics for Week Ending May 13, 2016 (May 19, 2016), https://www.irs.gov/uac/newsroom/filing-season-
statistics-for-week-ending-may-13-2016 (reporting individual filings received); Pub. 3415, The Electronic Tax Administration
Advisory Committee’s June 2016 Annual Report to Congress 4 (June 2016) (Table 2) (discussing the future state plan and
projecting 152,825,688 out of 195,931,400 returns would be e-filed for calendar year 2016), https://www.irs.gov/pub/irs-
pdf/p3415.pdf. It could achieve consistency by increasing the transparency of its procedures by incorporating them into the
IRM.
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RECOMMENDATIONS
The National Taxpayer Advocate recommends that the IRS:

1. Remove service-wide functions from W&I by establishing a new unit that handles service wide
functions (e.g., submission processing, media and publications, etc.) so that W&I can focus on
providing end-to-end service to W&I taxpayers, as previously recommended.®”

2. Establish cross-functional units that have true end-to-end responsibility and accountability for
voluntary compliance (e.g., on-time filing and payment rates), satisfaction with, and trust for the
agency by narrow taxpayer segments that they can affect, such as those shown in Figure 1.3.1.

3. Establish procedures that require the ODs to implement alternative treatments to address the root
causes of noncompliance for a segment or issue (e.g., using multi-functional CIPs, campaigns,
or similar programs) before applying coercive treatments, except when it is clear that alternative
treatments would be ineffective.

69 See National Taxpayer Advocate 2010 Annual Report to Congress 49, 70 (Most Serious Problem: The Wage & Investment
Division Is Tasked With Supporting Multiple Agency-Wide Operations, Impeding Its Ability to Serve Its Core Base of Individual
Taxpayers Effectively).
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MsSP GEOGRAPHIC FOCUS: The IRS Lacks an Adequate Local

#4 Presence in Communities, Thereby Limiting Its Ability to
Meet the Needs of Specific Taxpayer Populations and Improve
Voluntary Compliance
RESPONSIBLE OFFICIALS
Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Debra Holland, Commissioner, Wage and Investment Division
Sunita Lough, Commissioner, Tax Exempt and Government Entities Division
Douglas W. O’Donnell, Commissioner, Large Business and International Division
Donna C. Hansberry, Chief, Appeals
TAXPAYER RIGHTS IMPACTED!
5 The Right to Be Informed
u The Right to Quality Service
u The Right to a Fair and Just Tax System
DEFINITION OF PROBLEM?
The Internal Revenue Service Restructuring and Reform Act of 1998 (RRA 98) required the IRS to
replace its geographic-based structure with organizational units serving specific groups of taxpayers.® In
doing so, the importance of having a local, engaged presence in taxpaying communities was minimized.
Instead of communicating with IRS employees who understand the needs and conditions of a specific
geographic economy or community, taxpayers often interact with IRS employees who lack this
knowledge.
The National Taxpayer Advocate has long emphasized the importance of the IRS maintaining a local
presence in both service and compliance operations.* Voluntary tax compliance relies heavily on taxpayer

1 See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR are now

listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q,
Title IV, § 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. Literature
Review: Geographic Considerations for Tax Administration, vol. 3, infra.

3 Internal Revenue and Restructuring Act of 1998 (RRA 98), Pub. L. No. 105-206, § 1001(a), 112 Stat. 685 (1998) (codified at
IRC § 7801). For more information and a detailed discussion of IRS Structure, see Most Serious Problem: IRS Structure: The
IRS’s Functional Structure Is Not Well-Suited for Identifying and Addressing What Different Types of Taxpayers Need to Comply,
supra.

4 See, e.g., National Taxpayer Advocate 2014 Annual Report to Congress 31-45; National Taxpayer Advocate 2014 Annual
Report to Congress 46-54; National Taxpayer Advocate 2014 Annual Report to Congress 311-14; National Taxpayer Advocate
2012 Annual Report to Congress 302-18; National Taxpayer Advocate 2010 Annual Report to Congress 267-77; National
Taxpayer Advocate 2008 Annual Report to Congress 95-113; National Taxpayer Advocate 2007 Annual Report to Congress
162-82; National Taxpayer Advocate 2005 Annual Report to Congress 2-24; National Taxpayer Advocate 2004 Annual Report to
Congress 8-25.
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discretion, integrity, and honesty.> A local presence in the community better equips the IRS to improve
tax morale by encouraging voluntary compliance, creating a culture of compliance, and influencing
prevailing social views in a geographic region.

The National Taxpayer Advocate is concerned that:®

= A lack of geographic presence can have a negative effect on taxpayer morale, which in turn may
decrease voluntary compliance and increase taxpayer burden;

= The absence of a geographic footprint deprives the IRS and taxpayers of local knowledge which
may result in missed opportunities to meet taxpayers’ unique needs, and to identify and address
noncompliance specific to a geographic region; and

® The IRS is slow to find innovative ways to maintain and create local presence in communities.

The overriding purpose of tax administration is to enable voluntary compliance which can be significantly
furthered by providing service, creating a culture of trust, and promoting an understanding of the role
taxes play “in a civilized society.”” Failing to maintain a robust geographic presence hinders the IRS’s
ability to achieve its mission.®

ANALYSIS OF PROBLEM

Background

Prior to 1998, the IRS served every taxpayer at one of ten centralized IRS service centers and 33 local
district offices.” Each district director assigned taxpayer education programs to the examination or
collection functions within their districts."® RRA 98 required the IRS to give organizational units end-to-
end responsibility for providing service to specific taxpayer population segments.!" After RRA 98, the IRS
created national operating divisions (ODs) named after four taxpayer segments: Wage and Investment
(W&I), Small Business/Self-Employed (SB/SE), Tax Exempt and Government Entities (TE/GE), and
Large and Mid-Sized Business (LMSB), later renamed Large Business and International (LB&I)."

5 For a detailed discussion on behavioral research, see Most Serious Problem: Voluntary Compliance: The IRS Is Overly Focused
on So-Called “Enforcement” Revenue and Productivity, and Does Not Make Sufficient Use of Behavioral Research Insights
to Increase Voluntary Tax Compliance, supra and Literature Review: Behavioral Science Lessons for Taxpayer Compliance,
infra. See also Maria Sigala, Carole B. Burgoyne & Paul Webley, Tax Communication and Social Influence: Evidence from a
British Sample, 9 J. oF Cmty. & AppLIED Soc. PsycHoL. 237, no. 3 (1999). See National Taxpayer Advocate 2013 Annual Report
to Congress vol. 2, 33-55 (Research Study: Small Business Compliance: Further Analysis of Influential Factors). A recent TAS
Research study on compliance factors identified a link between salient relationships, i.e., one’s membership in a group, and
one’s own attitudes and behaviors towards tax and compliance.

6  Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. Literature
Review: Geographic Considerations for Tax Administration, vol. 3, infra.

7 Compania General De Tabacos De Filipinas v. Collector of Internal Revenue, 275 U.S. 87, 100 (1927) (Holmes, J., dissenting).
8  See, e.g., IRS Pub. 3349, Modernizing America’s Tax Agency (Feb. 1999).

9 S. Rep. No. 105-174, at 9 (1998); J. Comm. on Tax’n (JCT), General Explanation of Tax Legislation Enacted in 1998, JCS-6-98
16-17 (1998); IRS Pub. 3349, Modernizing America’s Tax Agency 1-10 (Apr. 2000), https://www.irs.gov/pub/irs-utl/27877d00.
pdf.

10 Internal Revenue Manual (IRM) 22.30.1.1.2 (Jan. 1, 2002).
11 RRA 98, Pub. L. No. 105-206, § 1001(a), 112 Stat. 685 (1998); JCT, General Explanation of RRA 98, JCS-6-98, 17 (1998).

12 For a more detailed discussion of the lack of IRS cross-functional cooperation and end-to-end service, see Most Serious
Problem: IRS Structure: The IRS’s Functional Structure Is Not Well-Suited for Identifying and Addressing What Different Types of
Taxpayers Need to Comply, supra.
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Legislators believed that increasing the IRS’s focus on customer service would improve voluntary
compliance by promoting public confidence in the IRS."”® However, the IRS has interpreted congressional
directives narrowly by shifting more work from highly-trained field employees to lower-graded campus
employees who have less authority and are assigned narrower issues and mechanical tasks.'

FIGURE 1.4.1, Locations With Specified Employees in the Last Pay Period of the
Fiscal Year'®

Number of Locations, Employees, or
Visitors 2011 2012 2013

IRS Offices (Cities) 541 523
Appeals Officers (AOs) 1,129 @ 1,058 958 881 795 739
Revenue Officers (ROs) 4,402 | 4,035 3,703 @ 3,441 3,191 3,072
Revenue Agents (RAs) 11,959 | 11,258 10,502 | 9,776 | 9,090 @ 8,871
Stakeholder Liaison Outreach Employees [¥Ex{ 123 119 110 105 98

Stakeholder Partnerships, Education and
Communication Outreach Employees

522 475 444 405 386 365

Taxpayer Assistance Centers (TACs) 401 401 398 382 378 376
TAC Service Reps 1,639 1,515 @ 1,484 1,520 | 1,423 1,267

At the same time, taxpayer returns filed increased between tax year (TY) 2011 and TY 2015. Overall,
filings grew nearly four percent from nearly 235 million in TY 2011 to over 243 million in TY 2015.1¢

13

14

15

16

88

See, e.g., JCT, JCS-6-98, General Explanation of Tax Legislation Enacted in 1998, 19 (1998) (“the Congress believed that
most Americans are willing to pay their fair share of taxes, and that public confidence in the IRS is key to maintaining that
willingness.”).

See, e.g., National Taxpayer Advocate 2014 Annual Report to Congress 134-44; National Taxpayer Advocate 2014 Annual
Report to Congress 145-53; National Taxpayer Advocate 2014 Annual Report to Congress 123-33.

Figures for Appeals Officers, Revenue Officers, Revenue Agents, Stakeholder Liaison Outreach, Stakeholder Partnerships,
Education and Communication Outreach, and Taxpayer Assistance Center (TAC) Service Representatives are from the IRS
response to TAS Fact Check (Dec. 16, 2016). TAC customer service representative figures are from the IRS Human Resources
Reporting Center Position Report by Employee Listing for the ending pay period for FY 2011 to 2016, https://persinfo.
web.irs.gov/. The IRS response to TAS Fact Check (Dec. 16, 2016) showed the following counts for TAC customer service
representative: Fiscal Year (FY) 2011 - 1,977, FY 2012 - 1,839, FY 2013 - 1,775, FY 2014 - 1,803, FY 2015 - 1,678,
and FY 2016 — 1,477. TAS was unable to replicate the IRS TAC employee figures, and information was not provided by TAC
employee location (city) to update the Figure 1.4.3, Assistance Centers With Employees in 2011 But Without Employees by
2016. TAC Office figures for FYs 2011-2014 from IRS response to TAS Fact Check (Dec. 23, 2014). TAC Office figures

for FY 2015 from W&I analyst (Dec. 13, 2016). TAC Office figures for FY 2016 from the IRS response to TAS Fact Check
(Dec. 20, 2016).

IRS, Databook Returns Filed Tax Year (TYs) 2011-2015, Nov. 30, 2016.
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FIGURE 1.4.2"

U.S. Tax Returns Filed, FYs 2011-2015

243 mil

240 mil 240 mil

237 mil

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

Not only has the IRS moved employees from local offices to campuses, it has also decreased the number
of Taxpayer Assistance Centers (TACs) (also known as walk in sites) from 401 to 376 (six percent) since
2011."* Additionally, 22 TACs have no staff and 95 have only one employee.” TAS review of IRS human
resources reports found that at least 40 TAC locations that had customer service representatives in 2011
did not have these employees by 2016, as illustrated in Figure 1.4.3.

FIGURE 1.4.3*

Taxpayer Assistance Centers With Employees in 2011 But Without Employees by 2016

17 IRS, Databook Returns Filed Tax Year (TYs) 2011-2015, Nov. 30, 2016.

18 In 2011, the IRS operated 401 TACs. IRS response to TAS information request (Dec. 23, 2014). Today the IRS operates 376
TACs, a reduction of six percent. IRS response to TAS Fact Check (Dec. 20, 2016).

19 IRS response to TAS Fact Check (Dec. 20, 2016).
20 IRS Human Resources Reporting Center, Nov. 29, 2016.
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A Lack of Geographic Presence Can Have a Chilling Effect on Taxpayer Morale, Which
Decreases Voluntary Compliance and Increases Taxpayer Burden

A growing body of research on the concept of “tax morale” and an individual’s inherent motivation to pay
taxes continues to focus on the psychological factors that drive compliance.”’ Research shows that tax
compliance is affected by social and personal norms such as those regarding procedural justice, trust, belief
in the legitimacy of the government, reciprocity, altruism, and identification within the group.?? Each of
these factors interacts with and is influenced by the others.”

In 2012 and 2013, TAS developed and administered a survey to a national sample of sole proprietors

to determine the factors that influence compliance behavior in this population.?* TAS also identified
geographic communities where a disproportionate number of taxpayers were deemed to be either high

or low compliant taxpayers. The studies found that respondents from low-compliance communities

were suspicious of the tax system and its fairness. Those in the low-compliance group were clustered

in geographic communities while those in the high-compliance group were more dispersed. The low-
compliance group also reported more participation in local institutions. The research identified a link
between the salient relationships, i.e., one’s membership in a group, and one’s own attitudes and behaviors
towards tax and compliance. Local norms were the most influential factors of tax compliance.”® The
research suggests the IRS should retain a local presence and conduct targeted outreach and education

events, particularly in low-compliance communities.

A lack of geographic presence may have a chilling effect on taxpayer morale, which in turn may decrease
voluntary compliance contributing to the growth of the “shadow economy.”*® Without access to local IRS
employees, taxpayers may turn to both legitimate and illegitimate internet resources for tax information,
where anonymity provides cover for behavior people might not normally consider. Psychological

research has shown that “anonymity increases unethical behavior” and that “in the online world, which
can offer total anonymity, the effect is even more pronounced” with “[p]eople — even ordinary, good

21

22

23

24

25

26

20

Eva Hofmann, Erik Hoelzl, & Erich Kirchler, Preconditions of Voluntary Tax Compliance: Knowledge and Evaluation of Taxation,
Norms, Fairness, and Motivation to Cooperate, 216 Z PsvcroL. No. 4, 209-17, (2008). For a detailed discussion on behavioral
research, see Most Serious Problem: Voluntary Compliance: The IRS Is Overly Focused on So-Called “Enforcement” Revenue
and Productivity, and Does Not Make Sufficient Use of Behavioral Research Insights to Increase Voluntary Tax Compliance,
supra and Literature Review: The IRS Is Missing Opportunities to Leverage Behavioral Science Insights and Measure Service
Revenues, infra. See The Netherlands Tax and Custom Administration, Horizontal Monitoring Within the Medium to Very

Large Business Segment, (Nov. 30, 2010) for an example of a tax agency incorporating the concepts of mutual trust and
transparency to build rapport with the taxpayers it serves.

National Taxpayer Advocate 2007 Annual Report to Congress vol. 2, 138 (Marjorie E. Kornhauser, Normative and Cognitive
Aspects of Tax Compliance).

See, e.g., National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 1-14 (Do Accuracy-Related Penalties Improve
Future Reporting Compliance by Schedule C Filers?) (finding small businesses subject to an accuracy-related penalty had
lower subsequent compliance if the penalty was assessed by default, was abated, or was appealed, potentially suggesting
that penalties perceived as unfair reduce future compliance); Norman Gemmell and Marisa Ratto, Behavioral Responses to
Taxpayer Audits: Evidence From Random Taxpayer Inquiries, 65 Nat. Tax J. No. 1, 33-58, (Mar. 2012) (suggesting that audits
of compliant taxpayers may reduce voluntary compliance); National Taxpayer Advocate 2015 Annual Report to Congress vol. 2,
67-100 (Audit Impact Study) (finding taxpayers who were audited but did not receive an additional assessment reduced their
reported income following an audit).

See National Taxpayer Advocate 2013 Annual Report to Congress, vol. 2, 60-61 (Research Study: Small Business Compliance:
Further Analysis of Influential Factors); National Taxpayer Advocate 2012 Annual Report to Congress, vol. 2, 1-70 (Research
Study: Factors Influencing Voluntary Compliance by Small Businesses: Preliminary Survey Results).

See National Taxpayer Advocate 2013 Annual Report to Congress vol. 2, 33-55 (Small Business Compliance: Further Analysis
of Influential Factors).

Also called the underground, informal or parallel economy, the shadow economy includes not only illegal activities but also
unreported income from the production of legal goods and services, either from monetary or barter transactions. See Friedrich
Schneider with Dominik Enste, Hiding in the Shadows: The Growth of the Underground Economy, Economic Issues No. 30 (Int’l
Monetary Fund, Mar. 2002), http://www.imf.org/external/pubs/ft/issues/issues30/.
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people — often chang|[ing] their behavior in radical ways.”” Taxpayers may become convinced that

avoiding taxes is the social norm and may act accordingly in regards to their obligations.

The Absence of a Proper Geographic Footprint Deprives the IRS and Taxpayers of Local
Knowledge Which May Result in Missed Opportunities to Meet Taxpayer Service Needs
and to Identify and Address Noncompliance Specific to a Geographic Region

Post-RRA 98, the IRS shifted its community based resources to campuses relying on national “one-size-

fits-all” service and compliance policies for each category of taxpayer. This centralization has resulted in

the IRS not addressing the particular attributes of local taxpayer populations and disregarding their rights

to quality service and to a fair and just tax system. Additionally, service and compliance initiatives designed

at the national level may vary in effectiveness across geographic lines.

Research identified a link between
the salient relationships, i.e., one’s
membership in a group, and one’s own
attitudes and behaviors towards tax
and compliance. Local norms were
the most influential factors of tax
compliance. The research suggests
the IRS should retain a local presence
and conduct targeted outreach and
education events, particularly in
low-compliance communities.

Reductions in IRS geographic presence permeate the entire
organization. Twelve states and the territory of Puerto Rico lack
a permanent Appeals presence, leaving taxpayers in these states
to either wait for a circuit riding employee to visit their area or to
travel to the nearest state with an Appeals presence to obtain an
in-person hearing.?® Additionally, 16 states and Puerto Rico lack
a Settlement Officer, who hears collection appeals.”” The IRS
consolidated 33 geographically dispersed lien units into a single
centralized unit in 2005, virtually eliminating taxpayers’ ability
to walk in and obtain an immediate release of a lien.*® Localized
outreach and education have all but disappeared. For example,
SB/SE, which serves approximately 62 million taxpayers, has no
outreach and education employees in 14 states, plus the District of
Columbia.?!

The Uniqueness and Complexity of a Tax Experience Suggests
a Continuing Need for Face-to-Face Interaction

The National Taxpayer Advocate has long advocated that the IRS
should provide service that meets taxpayer needs and provide

27 Julie Zhuo, Where Anonymity Breeds Contempt, N.Y. Times, Nov. 29, 2010, http://www.nytimes.com/2010/11/30/

opinion/30zhuo.html?_r=0.

28 Appeals response to TAS information request (June 6, 2016). The states that lack a permanent Appeals Officer are Alaska,
Arkansas, Delaware, Idaho, Kansas, Montana, North Dakota, New Mexico, Rhode Island, South Dakota, Vermont, and Wyoming.
There is no permanent Appeals office in the territory of Puerto Rico. For a detailed discussion of the Appeals Future State
plans, see Most Serious Problem: Appeals: The Office of Appeals’ Approach to Case Resolution Is Neither Collaborative Nor
Taxpayer Friendly and Its “Future Vision” Should Incorporate Those Values, infra. IRS did not provide information to confirm or
disprove the figures during the TAS Fact Check process.

29 Appeals response to TAS information request (June 6, 2016). IRS did not provide information to confirm or disprove the

figures during the TAS Fact Check process.

30 Government Accountability Office (GAO), GAO 05-26R, Opportunities to Improve Timeliness of IRS Lien Releases (Jan. 10,

2005).

31 IRS response to TAS Fact Check (Dec. 15, 2016). IRS Human Resources Reporting Center, Report of SB/SE Job Series
0526, Stakeholder Liaison Field Employees as of the week ending October 1, 2016 (Dec. 1, 2016) (14 states include Alaska,
Delaware, Hawaii, Kentucky, Mississippi, Montana, North Dakota, Nebraska, New Hampshire, South Dakota, Vermont, West

Virginia, Wisconsin, and Wyoming).
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taxpayers with the necessary tools to comply with their tax obligations.* A taxpayer’s willingness and
ability to use a certain service, such as the internet, mobile applications, phone, or face-to-face services
will influence the service a taxpayer actually uses.?> When it is clear a taxpayer cannot use a particular
service, the IRS must ensure the taxpayer is provided alternative channels. In particular, it must continue
to provide service to taxpayers who do not use the internet.** The IRS cannot ignore the 13 percent of
the population that does not use the internet while it moves forward with offering more services online
and fewer face-to-face services.” Service delivery — the provision of assistance to taxpayers in the manner
they require in order for them to comply with their tax obligations — should be the primary tenet of tax
administration around which all functions are organized.

The IRS Can Look to the Financial Industry for Models of Presence in Local Communities and
Should Seek Local Community Partners

Individuals “feel more at ease when speaking with local representatives who fully understand their
language and idiomatic expressions.”® Local management provides “leaders who are completely

familiar with the local business environment, culture, and legal climate.”?”

As “one of the world’s largest
financial institutions™® that touches the lives of millions every year, the IRS should study and learn from
literature on effects of geographic expansion on bank efficiency.® For example, “making relationship
loans to borrowers that do not qualify for credit scoring because of a relatively weak financial statements
and collateral of questionable value requires local knowledge that is difficult to quantify and transmit

to a distant headquarter,” and this “local knowledge” does not only include financial information, but
information about “managers, its local environment, and its relationship with customers, suppliers, and
local competition.”

One good example of community involvement is the Department of Justice (DOJ) community policing
program that involves public-private partnerships between law enforcement and the communities it
serves to collaboratively resolve problems and build community trust.”! The IRS can and should be

able to build partnerships with local organizations. It already has a network of Volunteer Income Tax

32
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See National Taxpayer Advocate 2006 Annual Report to Congress vol. 2, at 114; National Taxpayer Advocate 2005 Annual
Report to Congress 13-15; National Taxpayer Advocate 2004 Annual Report to Congress 49. See also Internal Revenue
Service FY 2008 Budget Request: Hearing Before the S. Comm. on Appropriations Subcomm. on Financial Services and General
Government, 110th Cong., 7-10 (2007) (statement of Nina E. Olson, National Taxpayer Advocate).

See National Taxpayer Advocate 2007 Annual Report to Congress 162-82 (Most Serious Problem: Service At Taxpayer
Assistance Centers).

Pew Research, Americans’ Internet Access: 2000-2015 (June 2015) http://www.pewinternet.org/2015/12/21/home-
broadband-2015/. For an analysis of taxpayer ability and willingness to use certain service channels, see Research Study:
Taxpayers’ Varying Abilities and Attitudes Toward IRS Taxpayer Service: The Effect of IRS Service Delivery Choices on Different
Demographic Groups, vol.2, infra.

Pew Research, 13% of Americans don’t use the internet. Who are they? (Sept. 2016) http://www.pewresearch.org/fact-
tank/2016/09/07/some-americans-dont-use-the-internet-who-are-they/. See, e.g., National Taxpayer Advocate 2015 Annual
Report to Congress 56-63

David Ingram, The Advantages of Geographical Organizational Structure, Houston CHRoNICLE, http://smallbusiness.chron.com/
advantages-geographical-organizational-structure-717.html (last visited Oct. 1, 2016).

Id. For an extended literature review related to this topic see Literature Review: Geographic Considerations for Tax
Administration, vol. 3, infra.

IRS, Resources Home, https://jobs.irs.gov/resources (last visited Dec. 4, 2016).

Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. Literature
Review: Geographic Considerations for Tax Administration, vol. 3, infra.

See Allen N. Berger, The Effects of Geographic Expansion on Bank Efficiency (2000).

See, e.g., U.S. Department of Justice (DOJ), FY 2017 Performance Budget, Office of Community Oriented Policing Services
(COPS Office), Congressional Justification (Feb. 9, 2016) (discussing the concept of community policing or building
partnerships between law enforcement and local communities).
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Assistance (VITA) sites, Tax Counseling for the Elderly sites, and Low Income Taxpayer Clinic sites with
relationships with local communities. The IRS could expand these partnerships to increase its grassroots
outreach and education as well as its involvement in local communities.

The IRS Is Slow in Finding Innovative Ways to Foster Local Presence in Communities

The IRS Should Consider Partnering With Private and Non-Profit Service Organizations to
Increase Its Grassroots Presence and Improve Service to Remote Populations

It is not always physically or financially feasible to permanently assign employees to the most remote parts
of the United States. In these instances, the IRS can partner with private and non-profit organizations

to visit these most remote regions and provide tax education and preparation to its taxpayers, many of
whom are small businesses or self-employed, or are individuals who rely on tax refunds to provide for
their families by claiming credits such as the Earned Income Tax Credit, Child Tax Credit, and other
refundable credits.?

One example of a successful IRS non-profit partnership is The Alaska Business Development Center,
Inc. (ABDC)* Volunteer Tax and Loan Program (VILP). In Alaska, there are more than 100 small
remote villages each with fewer than 1,000 residents.* There are no TACs or VITA programs in these
areas and the geographic location and financial wherewithal of these resident taxpayers make it virtually
impossible to visit the closest location for assistance. The ABDC’s volunteers travel directly to rural
Alaskan communities to provide hands on assistance to those in need.* All volunteers complete IRS
VITA training “as well as additional ABDC designed training, which details program and Alaska-specific
issues.”* Services are brought to the villages during the tax season to provide free one-on-one assistance
and education on taxpayer rights and responsibilities.*” The IRS should expand this type of partnership
to more remote communities throughout the country.

TACs and VITA Programs Provide a Human Element and Help Evoke a Cooperative
Relationship Between Taxpayers and the IRS

TAC:s provide more than just information to taxpayers. For many taxpayers, the filing of a tax return is
the largest monetary transaction they complete each year. It is a complex transaction where mistakes can
be financially disastrous for taxpayers. If a taxpayer does not have the proper tools or wherewithal to file
a return, that could be the difference between filing (and filing correctly with assistance), or not filing and
triggering IRS assessment and collection proceedings.

42 Chuck Marr, Chye-Ching Huang, Arloc Sherman, and Brandon DeBot, EITC and Child Tax Credit Promote Work, Reduce Poverty,
and Support Children’s Development, Research Finds, Center for Budget and Policy public Priorities (Oct. 1, 2015), http://www.
cbpp.org/research/federal-tax/eitc-and-child-tax-credit-promote-work-reduce-poverty-and-support-childrens.

43 Alaska Business Development Center (ABDC) is a 501(c)(3) nonprofit corporation that provides business consulting and tax-
related services to rural Alaskan residents. Founded in 1978, ABDC provides assistance to individuals who do not have
access to professional services due to their income, language barriers or isolated geographic location.

44 Alaska Very Small Towns and Villages (fewer than 1000 residents), http://www.city-data.com/city/Alaska3.html#ixzz4GwkU5eqy,
http://www.city-data.com/city/Alaska3.html.

45 ABDC, http://www.abdc.org/.

46 Manny Boitz, Volunteer Tax & Loan Program Celebrates 20 Years Alaska Business Development Center Helps Bring Millions
Back to Rural Communities, ALaska Business MonTHLy, (Feb. 2015), http://www.akbizmag.com/Alaska-Business-Monthly/
February-2015/Volunteer-Tax-Loan-Program-Celebrates-20-Years/ .

47 Id. In TY 2014, VTLP teams traveled to 80 rural villages and assisted an additional 49 more through the Anchorage Mail-in
Site; assisted over 9,100 taxpayers to include more than 1,000 elders aged 60 years or older and over 1,000 commercial
fishing captains, crew members, and industry workers; prepared in excess of 4,800 tax returns and delivered nearly
1,400 education presentations; generated over $6.9 million in tax refunds for rural Alaskan residents; and captured nearly
$2.7 million in the EITC.
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TAC:s play an important role in meeting the needs of underserved taxpayers,

including rural, elderly, disabled, English as a second language, American

... The IRS shifted its Indian, and low income taxpayers. The National Taxpayer Advocate is
community based resources to concerned that the IRS’s focus on online services will leave these vulnerable
campuses relying on national populations behind.**

“one-size-fits-all” service and
compliance policies for each

As part of its service changes for fiscal year (FY) 2014, the IRS eliminated
return preparation at all TACs and redirected taxpayers to volunteer sites and

category of taxpayer. This Free File.* Despite unprecedented service reductions, taxpayer demand for
centralization has resulted in face-to-face service at the IRS’s walk-in sites has remained high — above 2.5
the IRS not addressing the million visits by June 2016.° That same period, 95 TACs were staffed by only

particular attributes of local
taxpayer populations and
disregarding their rights to

one employee.”! The IRS has now converted all TACs to appointment only
services.”> The IRS justifies the closure of TACs and reduction in other services
by the lack of need, as based on taxpayer responses to surveys, some of which
are conducted entirely online, which may exclude those taxpayers most in need

quality service and to a fair of the services due to lack of internet access.>® Failing to accurately survey the
and just tax system. taxpayers who actually use the TACs, and are in greatest need of these services,

creates a self-fulfilling justification that taxpayers do not need or want TACs

and therefore the IRS can close them due to decreased demand. Shifting to
“by appointment only,” the IRS ignores the way many taxpayers take care of
their tax responsibilities.

TAS and W&l have collaborated on the development of a ranking methodology, the Service Priorities
Project (SPP), for the major taxpayer service activities offered by W&I. The methodology will take
taxpayer needs and preferences into account while balancing them against the IRS’s need to conserve
limited resources. TAS has been conducting a phone survey on taxpayer needs and preferences to fill in
the available data to make the tool as effective as possible in representing the varying needs of taxpayer
populations while addressing the gaps created by data collected only online.>*

The National Taxpayer Advocate is pleased with the IRS’s initiative to co-locate IRS offices with Social
Security Administration offices.”> Continued expansion of this program, coupled with the creation of
virtual service terminals hosted by community partners, will help the IRS reach taxpayers in remote and
other underserved communities in a cost-effective manner. The National Taxpayer Advocate encourages
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See, e.g., National Taxpayer Advocate 2015 Annual Report to Congress 56-63.

National Taxpayer Advocate 2014 Annual Report to Congress 11.

IRS response to TAS Fact Check (Dec. 20, 2016).

Id.

IRS, Contact Your Local IRS Office, https://www.irs.gov/help-resources/contact-your-local-irs-office (last visited Nov. 30, 2016).
See IRS, Taxpayer Assistance Center Customer Expectations Survey (2013). The survey is carried out every three years; the
survey for 2016 has been completed and the results are being compiled. See also IRS, Web-First Conjoint Study Survey

Instrument. For a discussion of these surveys see Most Serious Problem: Worldwide Taxpayer Service: The IRS Has Not
Adopted “Best-in-Class” Taxpayer Service Despite Facing Many of the Same Challenges as Other Tax Administrations, supra.

For a discussion of understanding taxpayer needs and preferences, see Special Focus: IRS Future State: The National Taxpayer
Advocate’s Vision for a Taxpayer-Centric 21st Century Tax Administration, supra; for a discussion of the TAS Service Priorities
Survey and a report of initial findings, see Research Study: Taxpayers’ Varying Abilities and Attitudes Toward IRS Taxpayer
Service: The Effect of IRS Service Delivery Choices on Different Demographic Groups, vol. 2, infra.

As part of “Customer Assistance, Relationships and Education (CARE) FS 2017 Priorities,” the IRS is “continu[ing] to develop
and implement plans that will ensure face-to-face service is available to those taxpayers whose tax compliance issues cannot
be resolved through alternative methods.”
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the IRS to partner with local government organizations such as departments of motor vehicles and Native
American governments to bring service to additional communities.

Other Tax Administrations’ Experiences Suggest That Using Mobile Advisors or Mobile Stations
and Vans May Improve IRS Connection With the Communities It Serves

Tax agencies around the world are researching the ways to improve tax morale and inner motivation to
improve compliance and perceptions of the agency.”® For example, Her Majesty’s Revenue and Customs
(HMRC) in the United Kingdom has taken an approach to taxpayer service and enforcement that
combines the expertise of centralization with the ability to reach taxpayers on a local level.”” The HMRC
approach provides mobile advisors for taxpayers who need face-to-face help. The mobile advisors meet
with taxpayers by appointment at a variety of venues, from government and community buildings to

a taxpayer’s home or business.” Chile also uses mobile taxpayer assistance stations to deliver services

to remote communities, especially those where taxpayers have no or limited internet access.” The
National Taxpayer Advocate has recommended on numerous occasions that IRS use mobile vans to reach
underserved taxpayer populations.®

56 See, e.g., Anders Stridh, Compliance Strategist Swedish Tax Agency (Sweden), The Strategic Plans and Tax Morale, 45th Inter-
American Center of Tax Administrations (CIAT) General Assembly (2011).

57 Her Majesty’s Revenue and Customs (HMRC) News, HMRC Comes Out of the Office to Support Customers Who Need Extra Help
(Feb. 12, 2014); HMRC, Issue Briefing: Tacking Tax Evasion (Jan. 2014).

58 HMRC News, HMRC Comes Out of the Office to Support Customers Who Need Extra Help (Feb. 12, 2014), https://www.gov.uk/
government/news/hmrc-comes-out-of-the-office-to-support-customers-who-need-extra-help.

59 Chilean Tax Agency, ¢Qué Es Sl Movil?, http://www.sii.cl/portales/sii_movil/que_es.html (last visited Nov. 28, 2016).

60 See National Taxpayer Advocate 2014 Annual Report to Congress 31-45. See also National Taxpayer Advocate 2010 Annual
Report to Congress 267-77. In this Most Serious Problem, that IRS reported that it had tested a mobile van program in 2008,
2009, and 2010 despite previously responding to research requests that it did not have mobile vans. Additionally, the IRS
never shared the parameters of this program with the National Taxpayer Advocate so TAS was unable to evaluate the efficacy
of the program design. See also National Taxpayer Advocate 2008 Annual Report to Congress 95-113. In this Most Serious
Problem, the IRS did not respond at all to the National Taxpayer Advocate’s recommendation that the IRS begin a mobile van
program.

Taxpayer Advocate Service — 2016 Annual Report to Congress — Volume One 95


https://www.gov.uk/government/news/hmrc-comes-out-of-the-office-to-support-customers-who-need-extra-help
https://www.gov.uk/government/news/hmrc-comes-out-of-the-office-to-support-customers-who-need-extra-help
http://www.sii.cl/portales/sii_movil/que_es.html

Most Serious

Problems

FIGURE 1.4.4, Chilean Servicio de Impuestos Internos (Chilean Tax Agency) Mobile Van®!

CONCLUSION

A primary way to build taxpayer trust and confidence, provide taxpayer specific service, and to promote
understanding of the tax system is to be a part of the community and to display a desire to work with
and educate local taxpayers. Local presence entails developing partnerships between the IRS and the
communities it serves to collaboratively resolve problems and build community trust.* By maintaining
and increasing its community presence, the IRS will be better able to:

= Serve taxpayers on a local level through outreach and education;

= Address compliance problems tied to a specific region or group by developing partnerships with
the communities and working collaboratively to resolve problems and build community trust;®

= Provide local managers and higher level employees with additional exposure to specific trends that
drive compliance in a positive or negative way and enable them to relay those trends to executives
for consideration on a national level; and

= Alleviate taxpayer mistrust by providing a human aspect to the agency as a whole where employees
either live amongst or interact with taxpayers in their communities on a regular basis.

61 Chilean Tax Agency, ¢Qué Es Sl Movil?, http://www.sii.cl/portales/sii_movil/que_es.html (last visited Nov. 28, 2016).
62 See, e.g., U.S. DOJ, FY 2017 Performance Budget, COPS Office, Congressional Justification (Feb. 9, 2016) (discussing the
concept of community policing or building partnerships between law enforcement and local communities).

63 DOJ has developed a “community policing” program since 1994, which provides promising results in reducing crime rates
and building trust between the police and local communities. See U.S. DOJ, FY 2017 Performance Budget, COPS Office,
Congressional Justification (Feb. 9, 2016) (citing a study that showed that the crime problems targeted by COPS Office
grantees “led to a statistically precise drop in crime in subsequent years for four of the seven index crimes.”).
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RECOMMENDATIONS
The National Taxpayer Advocate recommends that the IRS:

1. Expand partnerships with private and non-profit organizations, similar to the Alaska Volunteer Tax
and Loan Program, to visit most remote and underserved regions and provide tax education and
preparation to taxpayers within their communities.

2. Use the SPP model to make decisions on taxpayer services, including the location of TAC:s.

3. Work with community partners to host virtual service delivery terminals for taxpayers located in
remote and otherwise underserved communities.

4. Re-staff Appeals Officers and Settlement Officers locally so that one of each employee is located
and regularly available in every state, the District of Columbia, and Puerto Rico.

5. Re-staff local outreach and education positions to bring an actual presence to every state.

6. Provide face-to face service through the use of mobile taxpayer assistance stations (vans) in each

state.
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MSP TAXPAYER BILL OF RIGHTS (TBOR): The IRS Must Do More to
#5 Incorporate the Taxpayer Bill of Rights into Its Operations

RESPONSIBLE OFFICIALS

Debra Holland, Commissioner, Wage and Investment Division

Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Sunita Lough, Commissioner, Tax Exempt/Government Entities Division
Douglas O’Donnell, Commissioner, Large Business and International Division

Donna C. Hansberry, Chief, Appeals
Dan Riordan, IRS Human Capital Officer

TAXPAYER RIGHTS IMPACTED!
= The Right to Be Informed
B The Right to Quality Service
u  The Right to Pay No More Than the Correct Amount of Tax
u The Right to Challenge the IRS’s Position and Be Heard
5 The Right to Appeal an IRS Decision in an Independent Forum
B The Right to Finality
B The Right to Privacy
B The Right to Confidentiality
B The Right to Retain Representation

B The Right to a Fair and Just Tax System

DEFINITION OF PROBLEM?
The National Taxpayer Advocate had long called for the IRS to adopt a Taxpayer Bill of Rights (TBOR)

to be used as a framework for effective tax administration and for Congess to add the list of fundamental
rights comprising the TBOR to the Internal Revenue Code (IRC).> The IRS officially adopted the
TBOR in 2014, and Congress followed in late 2015 by adding the list of fundamental rights to the IRC.*
IRC § 7803(a)(3) now states:

1 See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR are now
listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q,

Title IV, § 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. See Literature
Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.

3 See, e.g., National Taxpayer Advocate, Toward a More Perfect Tax System: A Taxpayer Bill of Rights as a Framework for
Effective Tax Administration; Recommendations to Raise Taxpayer and Employee Awareness of Taxpayer Rights (2013),
https://taxpayeradvocate.irs.gov/userfiles/file/2013FullReport/Toward-a-More-Perfect-Tax-System-A-Taxpayer-Bill-of-Rights-as-a-
Framework-for-Effective-Tax-Administration.pdf.

4 IRS, IR-2014-72, IRS Adopts “Taxpayer Bill of Rights;” 10 Provisions to be Highlighted on IRS.gov, in Publication 1, https://www.
irs.gov/uac/Newsroom/IRS-Adopts-Taxpayer-Bill-of-Rights%3B-10-Provisions-to-be-Highlighted-on-IRSgov-in-Publication-1
(June 10, 2014). Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title IV, § 401(a) (2015) (codified at
IRC § 7803(a)(3)).
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In discharging his duties, the Commissioner shall ensure that employees of the Internal
Revenue Service are familiar with and act in accord with taxpayer rights as afforded by other
provisions of this title, including—

This section then goes on to list the ten fundamental rights originally proposed by the National Taxpayer
Advocate.

Following the adoption of the TBOR, the IRS embarked on an extensive public outreach campaign. In
conjunction with the National Taxpayer Advocate, it revised Publication 1, Your Rights as a Taxpayer, to
explain the ten rights in plain language.’> During the 2015 and 2016 filing seasons, the IRS published
Special Edition Tax Tips and a series of weekly fact sheets covering each of the ten fundamental rights.
The IRS mailed TBOR fact sheets to tax professional organizations and partners, and placed articles in
online newsletters.

Although the IRS has commendably done much to make the public aware of the TBOR, it is not
fulfilling Congress's mandate in IRC § 7803(a)(3) in a comprehensive or strategic manner.® The IRS has
declined to incorporate the TBOR into many areas of its operations, maintaining that its materials already
include taxpayer rights. Despite being mandated by Congress to ensure that IRS employees are familiar
with and abide by taxpayer rights,” the following areas represent missed opportunities for the IRS to
incorporate the TBOR into its operations:

= Employee training and messaging;

® Employee guidance such as the Internal Revenue Manual (IRM);

" Employee recognition and awards;

" Performance measures, quality measures, and customer satisfaction surveys;

" Mechanisms for holding itself accountable such as the Business Performance Review (BPR)
process; and

® Policy decisions and strategic plans for serving taxpayers, including its Future State plans.
y g g Y g

The IRS’s failure to fully incorporate the TBOR into these areas creates a risk that taxpayer rights will not
be fully observed during interactions with taxpayers. For example, appeal rights may be lost or the IRS
may fail to consider a taxpayer’s unique facts and circumstances. When the TBOR is not fully observed,
taxpayers may be harmed and voluntary compliance may decline. This Most Serious Problem will gauge
the IRS’s progress in operationalizing the TBOR and draw on the lessons learned from other countries’
experiences with implementing and adhering to a taxpayer charter.®

5  See IRS Publication 1, Your Rights as a Taxpayer (Dec. 2014).

6 In 2013, the National Taxpayer Advocate issued a report to the Principal Deputy Commissioner of the IRS, outlining how it
could use the TBOR as a framework for effective tax administration. This report contained almost two dozen action items for
the Taxpayer Advocate Service (TAS) as well as almost two dozen recommendations for the Commissioner of the IRS. While
TAS has followed through with what it committed to doing in this report, the IRS has not fulfilled its part. National Taxpayer
Advocate, Toward a More Perfect Tax System: A Taxpayer Bill of Rights as a Framework for Effective Tax Administration;
Recommendations to Raise Taxpayer and Employee Awareness of Taxpayer Rights (2013), https://taxpayeradvocate.irs.
gov/userfiles/file/2013FullReport/Toward-a-More-Perfect-Tax-System-A-Taxpayer-Bill-of-Rights-as-a-Framework-for-Effective-Tax-
Administration.pdf.

7 Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title 1V, § 401(a) (2015) (codified at
IRC § 7803(a)(3)).

8  Volume 3 of the 2016 Annual Report to Congress contains an extended literature review related to this topic. See Literature
Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.
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ANALYSIS OF PROBLEM

Employee Training and Messaging Needs to Meaningfully Incorporate the Taxpayer Bill of
Rights (TBOR)

Without Guidance From Leadership, Training Materials Incorporate the TBOR Inconsistently
and Insufficiently

In 2015, Congress mandated that the IRS Commissioner “In discharging his duties ... shall ensure

that employees of the Internal Revenue Service are familiar with and act in accord with taxpayer rights
as afforded by other provisions of this title.” This training obligation can be met in several ways —
technical training, annual mandatory training, IRM instructions, messages to employees, etc. Although
the IRS has incorporated taxpayer rights into some of its training courses,'® and has disseminated
messages to IRS employees emphasizing the importance of observing TBOR, it has not issued any kind
of operating division-wide or servicewide guidance specifically on how to incorporate the TBOR into
training materials."! The Human Capital Office (HCO) reported it would be open to working with
TAS to include a preliminary page about TBOR in the training materials for each leadership training
course.'? While helpful, this effort falls short of what is critically needed — to provide consistent

and comprehensive directions to all employees who create training on how to incorporate the TBOR
throughout their training materials, as required by IRC § 7803(a).

This lack of strategic leadership results in taxpayer rights information being inserted in IRS course
materials in a piecemeal and boilerplate manner, with some courses covering taxpayer rights topics with
no reference to the fundamental rights adopted by the IRS," other courses sending mixed messages about
the TBOR, ' and still other courses failing to explain taxpayer rights at all.”® Notwithstanding this lack of
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Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title IV, § 401(a) (2015) (codified at

IRC § 7803(a)(3)).

See, e.g., Automated Collection System (ACS) Basic Taxpayer Appeal Rights, Item 18755 (draft version provided to TAS on
July 13, 2016); CPE Lesson 6, Taxpayer Rights and Automated Underreporter (AUR) (undated training document provided to
TAS on July 13, 2016).

The Human Capital Office (HCO) reported that it is working on content for annual ethics discussions and plans to add TBOR
information into the New Manager Orientation Program, but the IRS has not provided TAS with any evidence of guidance
issued that specifically addresses how to incorporate the TBOR into all training materials. The Small Business/Self Employed
(SB/SE) Operating Division stated “SBSE was asked to incorporate TBOR into training in 2014, but we cannot locate that
guidance/communication.” IRS response to TAS information request (July 13, 2016).

IRS response to TAS information request (July 13, 2016); IRS response to TAS fact check (Dec. 16, 2016).

The current ACS course, Basic Taxpayer Appeal Rights, never mentions the TBOR by name nor does it cite any of the ten
fundamental rights. It references “appeal rights” but never articulates that taxpayers have the right to appeal an IRS decision
in an independent forum, thus overlooking a key part of this right — the independence of the Office of Appeals or the U.S.

Tax Court. IRS, ACS Basic Taxpayer Appeal Rights, Iltem 18755 (draft version provided to TAS on July 13, 2016). The IRS
states it is currently updating this training, which will become ACS New Recruit Course 18755 - Taxpayer Appeal Rights, and will
incorporate the TBOR, the Freedom of Information Act, and other information related to taxpayer rights. IRS response to TAS
fact check (Dec. 16, 2016). Another example provided by the IRS references the legislation, TBOR 2, but makes no reference
to the TBOR adopted by the IRS and Congress, reflecting a lack of awareness about the difference between prior legislation
granting specific rights and the statement of principles adopted by the IRS. IRS response to TAS information request (July, 13,
2016).

See Return Integrity & Compliance Services (RICS) Integrity & Verification Operations (IVO), Training 29048-102 (Dec. 2014).
This training states, “As an IVO employee, it is also your responsibility to protect the rights of the good taxpayer” (emphasis
added), implying that only “good” taxpayers have rights. Leaving aside the definitional issues of what, precisely, a “good”
taxpayer is, this statement is a false and dangerous generalization because the TBOR rights are guaranteed to all taxpayers.
They are foundational to the structure of effective tax administration.

For example, the Examination Toll-Free Telephone Assistor Training covers topics related to taxpayer rights, such as taxpayer
authentication and power of attorney, without discussing the rights and their significance. Exam Toll-Free Telephone Assistor
Training Course 12256-102 (Rev. June 2013). This course has not been updated since 2013, despite a prior discussion of its
inadequate coverage of taxpayer rights. See National Taxpayer Advocate’s 2013 Annual Report to Congress 53.
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direction at a servicewide level, Examination prepared an excellent course on taxpayer rights that could be
a model for other IRS courses.'® This training discusses what the fundamental rights mean and provides
examples of how the rights apply in specific situations with references to IRC provisions, Treasury
Regulations, Revenue Procedures, and Internal Revenue Manuals (IRMs)."” Such training should be
shared with other IRS functions with guidance to prepare similar training.

Employee Messaging About the Taxpayer Bill of Rights (TBOR) Should Motivate Employees to
Improve the Protection of Taxpayer Rights and Should Be Ongoing

Employee messaging can communicate TBOR information and help create a shared mindset among
employees.’® During the 2015 filing season, the Small Business/Self Employed (SB/SE) Division sent out
a series of six employee emails from the Directors of Collection and Examination.”” Each email focused
on one or two fundamental rights and gave examples of what employees already do each day to recognize
these rights. While helpful, this messaging would have been even more beneficial if used to improve the
protection of taxpayer rights, as opposed to recognizing what has always been done, and thus merely
upholding the status quo.”®

An email to employees from the Director of Field Collection provides a great example of effective TBOR
messaging:*'

Two important rights in the Taxpayers’ Bill of Rights (TBOR) are the Right to be Informed
and the Right to Quality Service. These are also closely related to vital “customer satisfaction”
measures we monitor. This fiscal year we want to continue to stress the criticality of making
sure our customers are aware of the status of their case. Generally, interaction with a field
Revenue Officer of the Internal Revenue Service has the potential for adding uncertainty and
anxiety in the lives of those we serve. While we must do our best to bring them into voluntary
compliance with the tax laws, treating each taxpayer with dignity, respect, and courtesy go

a long way in instilling trust in the system. Likewise, periodically letting the taxpayer know
where we are in the process of resolving their case gives the customer knowledge about the
process and a sense they have a role in the outcome — peace of mind. Please continue to
make this effort for the public you serve. This year, Field Collection saw improvement in the
Customer Satisfaction measure, “Keeping the Taxpayer up to date on the Collection Process”
from 54% satisfied (1st Quarter 2016) to 57% satisfied (2nd Quarter 2016). We also saw
improvement in “Courtesy and professionalism of the assigned RO” from 72% to 77%
satisfied! However, we still need to improve in “Notifying the TP of case closure” (where we
saw a decline from 56% to 55% satisfied). Imagine how you would want to be treated by the
IRS, or how you would want your friends and family members treated?

This message focuses on two fundamental rights, connects those rights to specific customer satisfaction
measures where results have increased recently, and nudges employees to try to improve other related
measures where results have declined.?? TAS is unaware of similar communications from other IRS

16 RS, Taxpayer Rights Self Study Guide, Fiscal Year (FY) 2014 Exam CPE Training 57089 (undated document provided to TAS on
July 13, 2016). This training will be part of the curriculum for new hire revenue agents and tax compliance officers in 2016.

17 Id.

18 See Literature Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.

19 IRS response to TAS information request (July 13, 2016) (emails on file with TAS).

20 See Literature Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.

21 IRS response to TAS information request (July 13, 2016).

22 |RS response to TAS information request (July 13, 2016) (email on file with TAS).
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managers.” Messaging must be ongoing and delivered in a variety of ways, not only in the filing season
following the adoption of the TBOR or in a single message from one director. TBOR annual refreshers
similar to mandatory briefings currently available on the Enterprise Learning Management System can
become yet another example of ongoing messaging.** TAS will undertake the development of a TBOR
annual training, and work with the IRS Operating Divisions and functions to develop content that is
relevant to their work.

The IRS Has Not Adequately Incorporated the Taxpayer Bill of Rights (TBOR) Into Its
Guidance and Written Materials

The IRS Has Provided Little Direction to Employees on How to Incorporate the Taxpayer Bill of

Rights (TBOR) into Internal Revenue Manual (IRM) Guidance, Letters, and Notices

The IRS has provided little guidance to employees responsible for drafting IRMs and taxpayer
correspondence that focuses on how to incorporate the TBOR into these materials.”> In 2016, the
National Taxpayer Advocate spoke at the Internal Management Document (IMD) Virtual Conference?
on how to incorporate taxpayer rights into IRM drafts and reviews.” In addition, the Servicewide Policy,

Directives and Electronic Research office sent an email to be distributed

This lack

results in taxpayer rights

to all IRM authors that included boilerplate language advising authors

. i to review and update their content related to the TBOR, without further

of strategic leadership explanation. M hensi nine is needed for all eml
planation. ore comprehensive training is needed for all employees

drafting IRMs and taxpayer correspondence, similar to the training the

information being inserted in IRS National Taxpayer Advocate provided to TAS employees.”” This training
course materials in a piecemeal used examples of IRM sections negotiated by TAS as well as those with
and boilerplate manner, with potential for adding TBOR information. The training included best

some courses covering taxpayer
rights topics with no reference to

practices and tips for how to identify which fundamental rights apply,
how to explain what they mean, and how to apply them to the particular
situation.

the fundamental rights adopted
by the IRS. Until the IRS provides this training or a similar training to its employees,

TBOR information will continue to be added inconsistently, if at all. Some

IRM sections include a proper discussion of TBOR or a fundamental
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Other examples of TBOR messaging provided by the IRS include a short description of the TBOR in the FY 2016 Exam Program
Letter and a token reference to TBOR in the document, SB/SE Examination Operating Unit FY 2015 Priorities. IRS response to
TAS information request (July 13, 2016).

Annual mandatory briefings for all employees include courses on ethics, physical security, information systems security,

privacy and disclosure, records management, and section 1204 of the Restructuring and Reform Act of 1998 (RRA 98), which
relates to the use of enforcement statistics to evaluate employees and the fair and equitable treatment retention standard.
IRS, Mandatory Briefing Timeframes, Mandates & Certification Requirement, http://e-learning.web.irs.gov/Briefings/docs/
Briefings/2016/Mandatory%20Briefing%20Timeframes.pdf (Nov. 25, 2016). IRM 1.5.2.7, Restructuring and Reform Act of
1998 (RRA 98) Section 1204 (Jan. 1, 2015).

See IRS response to TAS information request (July 13, 2016).

This conference was conducted by the Servicewide Policy, Directives, and Electronic Research Office on May 3, 2016, and this
session was intended for all IRM authors and managers.

TAS representatives also spoke at an Internal Management Document (IMD) Oversight Council meeting in 2015 and requested
IRM authors go through their IRMs to see if they needed new or updated references. IMD Oversight Council Meeting Minutes
(May 20, 2015).

Email from Servicewide Policy, Directives and Electronic Research to IMD Coordinators (May 26, 2015) (on file with TAS).

TAS continues to focus on ensuring employees receive ongoing education in protecting taxpayer rights, tax law and procedures,
and on how to advocate effectively for taxpayers. To meet this objective, the National Taxpayer Advocate conducted a webinar
training on how to incorporate the TBOR into the IRM, which was viewed by all TAS employees. TAS, Taxpayer Bill of Rights:
Persuasive Writing and Research for IRM Reviews, https://www.irsvideos.gov/Presentation?post_id=1445 (Aug. 2015).
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right, including how it specifically applies in a situation,* but others merely include token references to
the fundamental rights®! or fail to articulate the connection to the TBOR or the fundamental rights at
all.*? In one example provided by the IRS, the IRM states “Taxpayers should receive quality customer
service.”® This phrasing, instead of a clear “Taxpayers have the right to quality service,” weakens the
meaning of the TBOR. Further, even when the IRM does point out a specific action that should be
taken by the IRS to properly observe one of the specific rights, the IRM fails to provide any remedy for
taxpayers if such action is not taken.

The IRS Has Declined to Accept Many of TAS’s Suggestions to Add Taxpayer Bill of Rights
(TBOR) Reférences into Its Guidance, Correspondence, and Publications

Between October 1, 2015 and November 2, 2016, TAS has made 402 recommendations to the IRS,
seeking to change guidance, correspondence, or publications to better observe a TBOR right or add
a reference to a particular right. The IRS has only adopted 136 (or about 49 percent) of the 280
recommendations that are not currently in process, being monitored, or being negotiated.*

An example of one such recommendation not adopted is IRM 25.13.1.3, Erroneous Correspondence
Procedures — Report Erroneous Correspondence Process, which provides IRS employees with the procedures
for reporting any correspondence (i.e., notices, letters, transcripts, faxes, etc.) that was improperly sent to
a taxpayer or correspondence that contains errors. This IRM states “All IRS employees are responsible
for reporting any case of erroneous taxpayer correspondence (or potential case) to the Office of Taxpayer
Correspondence, Data Metrics & Error Resolution (DMER) office through the Report Erroneous
Correspondence process.” TAS submitted the following recommended language to help employees
understand how this responsibility relates to the TBOR:

Taxpayers have the Right to Confidentiality, which means they can trust that the information
they provide to the IRS will not be disclosed unless authorized by the taxpayer or the law.
Employees can support this right by reporting erroneous taxpayer correspondence, which may
prevent future unauthorized disclosures and build taxpayer trust.

The IRS refused to add this language, or alternative TBOR language, stating:

Not necessary. We have already outlined OTC [Office of Taxpayer Correspondence] areas of
responsibility.

30 See, e.g., IRM 4.46.1.4, Principles of Collaboration (Mar. 9, 2016).

31 See, e.g., IRM 25.23.1.4, Identity Theft and the IRS (Sept. 22, 2016) (stating the TBOR “grants all taxpayers important rights”
without more detail). This IRM section was provided as an example from the IRS in response to TAS’s information request.

32 See, e.g., IRM 4.46.3.5.6, Opening Conference (Meeting) Participants (Mar. 14, 2016) (discussing who may receive confidential
information and warning examiners to be wary of who is in the room, but failing to make the connection to the right to
confidentiality included in the TBOR). This IRM section was provided as an example from the IRS in response to TAS’s
information request.

33 IRM 4.46.1.1, Introduction (Mar. 9, 2016). This IRM was provided as an example from the IRS in response to TAS'’s
information request.

34 The 280 recommendations include recommendations that have been adopted, recommendations that have not been adopted,
and recommendations that have been elevated to the TAS Technical Liaison after negotiations between the author and the TAS
reviewer were unsuccessful. The remaining recommendations of the 402 are currently in process, being monitored, or being
negotiated.

35 IRM 25.13.1.3, Erroneous Correspondence Procedures - Report Erroneous Correspondence Process (Oct. 14, 2015).
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However, the OTC areas of responsibility in the IRM say nothing about taxpayer rights, and the refusal
to include this reminder represents a missed opportunity for the IRS to make taxpayer rights a part of its
daily operations, and fails to fulfill the mandate of IRC § 7803(a).*

Including the Taxpayer Bill of Rights (TBOR) in Employee Recognition and Awards Would
Reinforce the TBOR As Part of the IRS’s Culture

The IRS has multiple award systems for recognizing employee accomplishments. There are various
monetary as well as nonmonetary awards presented by managers, heads of office, and the Commissioner
of Internal Revenue.”” The awards vary among their focus — employees can be recognized for exceptional
contributions, for “going the extra mile,” for demonstrating a sustained, strong commitment to achieving
the strategic objectives, for outstanding strategic thinking and leadership, and for distinguished service,
including military, public, and community service.?® The IRS should create a special award at the
Commissioner’s level to encourage employees to protect and support the TBOR, to demonstrate the
leadership’s commitment to the TBOR principles, and to ingrain those principles in the IRS’s culture.

The Taxpayer Bill of Rights (TBOR) Could Be Better Applied In Developing and Reviewing
Quality Measures, Performance Standards, and Customer Satisfaction Surveys

The IRS can use the TBOR as a lens through which to view IRS metrics.* In response to TAS’s
information request, two IRS operating divisions took their quality measurement standards and grouped
them according to the relevant TBOR right.** While this is a good start, the exercise of assigning different
standards to the different rights is not effective unless the results are reported in a similar way so that
employees can see which rights are being supported and which require improvement. TAS does this

in its “Taxpayer Rights Assessment,” which takes various IRS performance indicators, such as the cycle
time to correspond in an identity theft case, and links them to fundamental rights, such as the righ?

to be informed.”! Other IRS offices could similarly use the TBOR to organize their metrics and report
success. In addition, TBOR should be used to help create new quality measurements to ensure the IRS is
meaningfully measuring adherence to taxpayer rights.

While some IRS offices are effectively incorporating the TBOR into quality and customer satisfaction
measures, one area where the IRS seems deficient across the board is in measuring employee performance.
The IRS evaluates its employees on a number of critical job elements (CJEs). To TAS’s knowledge,

the IRS has provided no guidance to employees on how to incorporate the TBOR into CJEs. Instead,
the IRS maintains that several of the CJE components already relate to taxpayer rights, including
customer satisfaction and quality of business results.* CJE components may include questions that
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IRM 25.13.1.1, Overview of Taxpayer Correspondence Services (Oct. 14, 2015).

See, e.g., IRM 6.451.1.9, Performance Awards (May 20, 2011); IRM 6.451.1.15, IRS Employee Recognition Program
(May 20, 2011).

IRS internal webpage, http://hco.web.irs.gov/erp/awards.html (Nov. 9, 2016).

See Literature Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.

Both the Large Business & International Division (LB&I) and the Wage & Investment Division (W&I) provided documents to
TAS demonstrating how their quality standards reflect the different TBOR rights. IRS response to TAS information request
(July 13, 2016). In response to TAS’s fact check, the IRS stated that because TAS did not request a crosswalk of the
quality standards and TBOR rights, TAS should “not infer from the IRS response provided that the other IRS BODs [Business
Operating Divisions] do not have quality standards that reflect the different TBOR rights.” IRS response to TAS fact check
(Dec. 16, 2016).

See Taxpayer Rights Assessment: IRS Performance Measures and Data Relating to Taxpayer Rights, supra. The National
Taxpayer Advocate started publishing the Taxpayer Rights Assessment annually in 2014.

IRS response to TAS information request (July 13, 2016).
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relate to taxpayer rights, such as “Did we provide meaningful outreach to all
customers?”* However, to truly incorporate the TBOR, the CJEs should
make the connection between the component and the relevant TBOR rights
— the right to be informed and the right to a fair and just tax system. Linking
the desired employee action to a particular right would increase employee
awareness of the TBOR and make the employee accountable for observing the
TBOR when interacting with taxpayers or working on a taxpayer’s case. The
IRS can also use the TBOR as impetus to update and expand existing CJEs in
order to better evaluate how an employee’s performance supports the TBOR.

Similar to its position regarding CJEs, the IRS maintains that existing
customer satisfaction survey questions relate to the TBOR, while declining

to use the TBOR to inform the creation of additional questions.* An
Appeals customer satisfaction survey included multiple questions regarding
the Alternative Dispute Resolution (ADR) process, asking about general
satisfaction, savings in time, savings in money, and whether the taxpayer
thought the ADR process and the arbitrator or mediator was impartial.®
Appeals could use the TBOR to create additional questions, asking not just if
the ADR process was impartial, but whether taxpayers felt the ADR mediator
was independent from the IRS, part of the right to0 appeal an IRS decision in
an independent forum. There may be situations where customers answered
affirmatively to certain questions that implicate taxpayer rights, but did not
feel that all of their rights were observed. This information could be captured
by adding additional questions, such as “Do you feel the IRS observed your
right to [insert relevant right]?”, a question that has been posed by other
countries in their customer surveys.

The IRS Should Hold Itself Accountable Through Reporting in the Business Performance

Review (BPR)

To make the TBOR more concrete and hold itself accountable, the IRS could implement a program to
periodically report on what actions it has taken to further the principles of the TBOR.# This could be

easily accomplished through the Business Performance Review (BPR) process, which is a quarterly report

used to measure and evaluate a division’s performance against established strategic plans, and to share

significant accomplishments as well as evolving concerns with the IRS senior leadership.” Some BPRs

already do report on efforts that advance taxpayer rights. For example, Appeals reported in a recent BPR
that it has taken actions to mitigate the risk of negative perceptions of Appeals’ independence.® This

43 IRS response to TAS information request (July 13, 2016).

44 In response to TAS’s information request, LB&!I and W&I provided documents to TAS grouping the questions in their customer
satisfaction surveys by the TBOR right that is implicated. Id.

45 IRS, FY 2015 Appeals Final Survey Instrument (2015). For a discussion of the National Taxpayer Advocate’s concerns about
Appeals’ ADR program, see Most Serious Problem: Alternative Dispute Resolution (ADR): The IRS is Failing to Effectively Use
ADR As a Means of Achieving Mutually Beneficial Outcomes for Taxpayers and the Government, infra.

46 See Literature Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3, infra.

47 See Finance Act 2009, ¢ 10, § 92 (Eng.) (requiring annual reporting on the Her Majesty’s Revenue and Customs (HMRC)
charter); HMRC, Your Charter Annual Report: April 2014 to March 2015 (2016), https://www.gov.uk/government/publications/
your-charter-annual-report-2014-t0-2015. See Literature Review: Incorporating Taxpayer Rights into Tax Administration, vol. 3,

infra.

48 IRM 4.46.2.8 Headquarters Reports (July 22, 2011).
49 IRS, Appeals Business Performance Review (BPR), Third Quarter — FY 2016 (Aug. 4, 2016).
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reporting would be more effective if the BPR grouped together actions and successes that further the
TBOR so a function or operating division can clearly see how it is making progress on implementing the
TBOR and areas where improvement is needed.

The IRS Does Not Provide Evidence That It Considers the Taxpayer Bill of Rights (TBOR)
When Making Policy Decisions or Creating Strategic Plans

Recent Changes to IRS Policy Fail to Adequately Consider TBOR

The IRS has provided no evidence that it considers the TBOR when creating policies and plans. For
example, the Office of Appeals has moved towards a policy of providing appeal conferences by telephone
as the default, and only offering in-person conferences under limited circumstances.® It appears that
Appeals considered some taxpayer rights in coming up with exceptions to this policy. For example, the
Appeals employee should consider whether there are numerous conference participants, such that there’s
a risk of unauthorized disclosure, which relates to the right to confidentiality. However, it is not clear
Appeals considered how this policy would impact other rights, such as the right to quality service. By not
providing taxpayers with a method to challenge the denial of a face-to-face conference, the IRS is also
infringing on a taxpayer’s right to challenge the IRS and be heard.

The IRS Does NotAdequately Consider the TBOR in Its Long-Term Plans

The TBOR is noticeably absent from some of the IRS’s long term strategic plans, including its Future
State vision.”! The IRS’s Future State webpage includes a passage at the bottom, stating “The Taxpayer
Bill of Rights is a foundational component underlying the future vision of the IRS and reflects the
agency’s ongoing commitment to respecting taxpayer rights. For example, the right to quality service is
a central part of these efforts.” However, in response to TAS’s question regarding how TBOR is being
considered and how Future State teams have been instructed to consider TBOR, the IRS acknowledges:

Specific guidance has not been provided to the Groups related to specific requisites, as the
groups are currently developing plans on “what” capabilities and functionalities will be needed
to attain the envisioned Future State. The “how” to deliver them will be considered once the
plans are completed, compiled, and analyzed for their interdependencies, prioritization, and
sequencing.”

Not including the TBOR in deciding “what” a taxpayer needs will lead to infringements of taxpayer
rights. As an example, the IRS has decided that one such need is greater access to taxpayer accounts for
third parties like tax return preparers and tax software companies. Such access is intended to compensate
for taxpayers for whom online accounts are insufficient. By not considering key taxpayer rights, such as
the rights to be informed, to quality service, to confidentiality, and to a fair and just tax system, the IRS does
not adequately consider that “what” some taxpayers may need is not greater preparer access — which leads

50 See IRM 8.6.1.4.1, Conference Practice (Oct. 1, 2016). For further discussion on Appeals’ decision to limit taxpayer’s access
to face-to-face hearings, see Most Serious Problem: Appeals: The Office of Appeals’ Approach to Case Resolution Is Neither
Collaborative Nor Taxpayer Friendly and Its “Future Vision” Should Incorporate Those Values, infra.

51 See Special Focus: IRS Future State: The National Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax
Administration, infra.

52 IRS, IRS Future State, https://www.irs.gov/uac/newsroom/irs-future-state (last updated Mar. 4, 2016).
53 IRS response to TAS information request (July 13, 2016).
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to increased compliance costs for taxpayers who may prefer to handle their own accounts — but instead
alternatives for communicating with the IRS.*

The IRS’s response regarding the Future State goes on to state that the TBOR will be a requisite to
consider when developing business cases for investments.”> Such post-hoc consideration of the TBOR is
clearly inadequate. Based on the IRS response, the IRS appears to believe the TBOR is not relevant to
what capabilities will be required for the Future State (such as the capability for a person to speak with an
IRS employee), but is only relevant in prioritizing how to deliver the capabilities it has decided on and in
making a post-hoc justification for funding. The IRS disregards taxpayer rights by not considering the
TBOR upfront.

CONCLUSION

Congress mandated that the IRS Commissioner “In discharging his duties ... shall ensure that employees
of the Internal Revenue Service are familiar with and act in accord with taxpayer rights as afforded by
other provisions of this title.”® In order for the IRS to operationalize the TBOR, it must incorporate

it into the daily actions and interactions IRS employees take every day. By not instructing employees

to consider and include the TBOR in training, guidance, correspondence, measures, performance
appraisals, policy decisions, and strategic plans, the IRS misses opportunities for reinforcing the TBOR as
an important part of the IRS’s way of doing things. Furthermore, by insisting that the IRS’s preexisting
practices and materials already recognize taxpayer rights, the IRS avoids using the TBOR as a way to
improve the treatment of taxpayers and the protection of their rights.

54 See Special Focus: IRS Future State: The National Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax
Administration, infra; Most Serious Problem: Worldwide Taxpayer Service: The IRS Has Not Adopted “Best-in-Class” Taxpayer
Service Despite Facing Many of the Same Challenges as Other Tax Administrations, supra.

55 IRS response to TAS information request (July 13, 2016).

56 Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title IV, § 401(a) (2015) (codified at
IRC § 7803(a)(3)).
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RECOMMENDATIONS

The National Taxpayer Advocate recommends that the IRS:

1

. Issue guidance at a servicewide level and an operating division-wide level to employees who author

training materials, internal guidance, and correspondence with detailed instructions regarding how
to incorporate the TBOR into those materials.

. Collaborate with TAS to create an annual mandatory briefing on the TBOR, which should be

designated as mandatory for all employees by the IRS’s Human Capital Office.

. Create an award to be given by the Commissioner of Internal Revenue to recognize special

achievements in supporting taxpayer rights and the TBOR.

. Require operating divisions and functions to report the results of their performance measurements

and quality measurements according to the relevant TBOR rights associated with each measure.

. Update the IRS’s guidance for developing CJEs to instruct employees to incorporate the TBOR

into the CJEs for all positions.

. Provide instructions from senior leadership to all Future State teams to consider the TBOR in

developing Future State plans and to document how Future State plans affect taxpayer rights.
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MSP ENTERPRISE CASE MANAGEMENT (ECM): The IRS’s ECM

#6 Project Lacks Strategic Planning and Has Overlooked the Largely
Completed Taxpayer Advocate Service Integrated System
(TASIS) As a Quick Deliverable and Building Block for the Larger
ECM Project

RESPONSIBLE OFFICIALS

Karen M. Schiller, Assistant Deputy Commissioner for Services and Enforcement
Mary Beth Murphy, Commissioner, Small Business/Self-Employed Division
Gina Garza, Chief Information Officer, Information Technology

TAXPAYER RIGHTS IMPACTED!
B The Right to Quality Service
B The Right to a Fair and Just Tax System

DEFINITION OF PROBLEM

As the IRS moves forward with its “Future State” planning,? a critical component of this effort will be
how it improves its information technology (IT) systems in order to achieve its mission.> The IRS’s IT
challenges are significant and include:*

= The two oldest IT systems (each 56 years old) in the entire federal government,’ and

1  See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR that
was adopted by the IRS are now listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016,
Pus. L. No. 114-113, Division Q, Title 1V, 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 TAS is unable to provide its usual comprehensive background data for this Most Serious Problem because in an unprecedented
move, the IRS declined to respond to the ECM-related information requested by TAS as part of the Annual Report to
Congress process, taking the position that ECM is internal to the IRS and “cannot be categorized as a most serious problem
‘encountered by taxpayers.”” IRS response to TAS research request (Nov. 3, 2016).

3 See, e.g., Treasury Inspector General for Tax Administration (TIGTA), Ref. No. 2015-40-053, Taxpayer Online Account Access is
Contingent on the Completion of Key Information Technology Projects (May 2015) (noting that while the IRS has made progress
in providing taxpayers with online customer service options, it needs to prioritize the completion of key IT projects that are
necessary to provide the electronic platform for developing future projects that will provide taxpayers with dynamic online
access capabilities).

4 For an excellent discussion of the IRS’s IT challenges, see Zach Noble, The Taxman’s Tech Troubles, FeperaL ComputeR WEEK
(FCW) (Apr. 15, 2016), https://fcw.com/articles/2016/04/08/taxman-tech-troubles.aspx.

5  See Government Accountability Office (GAO), GAO-16-468, Information Technology: Federal Agencies Need to Address Aging
Legacy Systems (May 2016) (discussing aging IT systems throughout the government and listing the IRS’s Individual Master
File (IMF) and Business Master File (BMF) as the two oldest investments or systems at 56 years old each).
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= Disparate case management systems ranging between 60 and approximately 200 based on different
estimates.®

The age, number, and lack of integration across IRS case management systems as well as the lack of digital
communication and record keeping cause waste, delay, and make it difficult for IRS employees, including
those in TAS, to perform their jobs efficiently. They also create a burden on taxpayers, who must contend
with IRS customer service representatives who may not be able to access the records they need to assist
taxpayers or must do so on multiple systems. This infringes upon the taxpayers’ right to quality service.

As a part of its “Future State” vision, the IRS is currently pursuing an IT solution to unify these disparate
case management systems through an enterprise case management (ECM) project intended to deal with
the issues of automation, records management, and integration. ECM requires a significant investment of
both time and money to promote productivity and efficiency gains, and to improve taxpayer service.

TAS understands these challenges, as it is operating with a 1980s legacy system
known as the Taxpayer Advocate Management Information System (TAMIS), a

system that is largely obsolete and requires case advocates to manually perform

Two of the IRS’s systems, many tasks that can and should be automated.” For several years TAS worked
according to a recent with the IRS’s IT function and a contractor to develop the requirements for

Government Accountability
Office report, are the oldest IT

an integrated replacement system known as the Taxpayer Advocate Service
Integrated System (TASIS), completing around 70 percent of the system
programming and spending approximately $20 million out of a total estimated

systems (at 56 years old) in cost of about $32 million.! However, in March 2014, the IRS halted TASIS
the entire federal government. citing a lack of funding.’ This decision impacts taxpayers’ right to a fair and

just tax system, which includes the right to receive assistance from TAS. TAS
advocates for taxpayers who are experiencing significant hardship and therefore
the risk of harm from delay or inefficiency is markedly greater.

The National Taxpayer Advocate is concerned that:

® The IRS is failing to design the ECM project from the ground up to comprehensively engage its
employees and seek their suggestions as to how to make processes and procedures more efficient
and maximize employee productivity. Without this critical foundational step, the ECM system

110

See IRS Legacy Information Technology Systems: Hearing Before the H. Comm. on Oversight and Government Reform,
Subcomm. on Government Operations, 114th Cong. (2016) (written testimony of Terence Milholland, Chief Technology Officer,
IRS) (noting that there are more than 60 aging IRS case management systems), https://oversight.house.gov/wp-content/
uploads/2016/05/2016-05-25-Milholland-Testimony-IRS.pdf; TIGTA, Ref. No. 2016-20-094, Annual Assessment of the Internal
Revenue Service Information Technology Program 22 (Sep. 2016) (noting that the IRS maintains approximately 90 case
management systems); Email from Director, Enterprise Case Management (ECM) to all designated ECM Business Unit Point of
Contacts, which included the TAS Executive Director, Business Modernization (Mar. 11, 2016) (listing 198 case management
systems). IRS response to TAS fact check request (Dec. 16, 2016). See also TIGTA, Ref. No. 2014-20-071, Information
Technology: Improvements Are Needed to Successfully Plan and Deliver the New Taxpayer Advocate Service Integrated System
(Sept. 2014); TIGTA, Ref. No. 2014-20-088, The Information Reporting and Document Matching Case Management System
Could Not Be Deployed (Sept. 2014) (both TIGTA reports note “there are more than 200 case management applications in
operation across the IRS enterprise”).

A legacy system can be defined as an obsolete computer system that may still be in use because its data cannot be changed
to newer or standard formats, or its application programs cannot be upgraded, http://www.businessdictionary.com/definition/
legacy-system.html (last visited Dec. 22, 2016).

Internal Revenue Service Fiscal Year (FY) 2017 Budget Request: Hearing Before S. Subcomm. on Financial Services and

S. General Government Comm. on Appropriations, 114th Cong. 27 (2016) (statement of Nina E. Olson, National Taxpayer
Advocate).

Id.
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ultimately designed may work well for I'T but will not be employee centric and will ultimately
adversely impact taxpayers. If the IRS is unable to successfully integrate its 60 to 200 case
management systems, then it is unlikely that it will be able to create robust online services to serve
taxpayers, thus jeopardizing its “Future State” goals;'

® The IRS’s current ECM strategy appears to be inefficient and does not reflect lessons learned from
its past case management project failures that, to date, have resulted in abandoned, wasteful, and
incomplete initiatives costing tens of millions of dollars; and

® The IRS is failing to leverage the extensive investment of time, money, and effort expended on
TASIS in order to incorporate the largely completed elements of TASIS as building blocks for the

servicewide ECM solution.

ANALYSIS OF PROBLEM

Background
Enterprise Case Management (ECM) in General

The IRS is currently undertaking an assessment of its case management systems as part of a
comprehensive project to create a servicewide ECM solution. The term “case management” is used in

a comprehensive sense to refer to electronic recordkeeping systems the IRS uses to track information
about interactions with respect to taxpayers’ tax returns or other tax-related matters.!’ These systems
include audit and collection case records for individuals and large, medium, and small businesses, exempt
organization determinations, whistleblower claims, automated substitutes for returns, the Automated
Underreporter Program, criminal investigations, and TAMIS, the TAS case management system.

ECM offers a future vision for consolidated case management that will address the need to modernize,
upgrade, and consolidate multiple aging IRS systems. The IRS now supports many of these systems,
and although it is unclear precisely how many systems the IRS has, estimates range from more than

60 to approximately 200 systems.'? As stated above, two of the IRS’s systems, according to a recent
Government Accountability Office report, are the oldest IT systems (at 56 years old) in the entire
federal government.'® Few of these systems communicate with one another and none provides an
electronic substitute for the paper case file (i.e., there are reams of paper supplementing whatever records

10 See Most Serious Problem: Online Accounts: Research into Taxpayer and Practitioner Needs and Preferences Is Critical As the
IRS Develops an Online Taxpayer Account System, infra.

11 Case management can also be referred to as “the process that addresses the resolution of tax administration issues
through the management of case creation, execution, maintenance, and closure.” See TIGTA, Ref. No. 2016-20-094, Annual
Assessment of the Internal Revenue Service Information Technology Program 22 (Sept. 2016).

12 See IRS Legacy Information Technology Systems: Hearing Before the H. Comm. on Oversight and Government Reform,
Subcomm. on Government Operations, 114th Cong. (2016) (written testimony of Terence Milholland, Chief Technology Officer,
IRS) (noting that there are more than 60 aging IRS case management systems), https://oversight.house.gov/wp-content/
uploads/2016/05/2016-05-25-Milholland-Testimony-IRS.pdf; TIGTA, Ref. No. 2016-20-094, Annual Assessment of the Internal
Revenue Service Information Technology Program 22 (Sep. 2016) (noting that the IRS maintains approximately 90 case
management systems); Email from Director, Enterprise Case Management (ECM) to all designated ECM Business Unit Point of
Contacts, which included the TAS Executive Director, Business Modernization (Mar. 11, 2016) (listing 198 case management
systems). IRS response to TAS fact check request (Dec. 16, 2016). See also TIGTA, Ref. No. 2014-20-071, Information
Technology: Improvements Are Needed to Successfully Plan and Deliver the New Taxpayer Advocate Service Integrated System
(Sep. 2014); TIGTA, Ref. No. 2014-20-088, The Information Reporting and Document Matching Case Management System
Could Not Be Deployed (Sept. 2014) (both TIGTA reports note “there are more than 200 case management applications in
operation across the IRS enterprise”).

13 See GAO, GAO-16-468, Information Technology: Federal Agencies Need to Address Aging Legacy Systems (May 2016)
(discussing aging IT systems throughout the government and listing the IRS’s IMF and BMF as the top two oldest investments
or systems at 56 years old each).
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are included in the electronic system). The IRS’s current case management system structure requires
employees to retrieve data from many systems manually, which requires maintaining both paper and
electronic records. They must transcribe or otherwise import information from paper and other systems
into their own case management systems, and ship, mail, or fax an estimated hundreds of thousands, if
not millions, of case management files and supporting documents annually for management approval,
quality review, and responses to Appeals and Counsel.!

The IRS’s former Chief Technology Officer discussed the IRS’s ECM goal in recent congressional
testimony. He noted:

The IRS intends to further improve compliance programs through investment in an
Enterprise Case Management (ECM) system, which is intended to modernize, upgrade,

and consolidate more than 60 aging IRS case management systems. This common case
management environment will yield efficiencies by implementing standard case management
functions, providing the ability to transfer cases between IRS organizations and creating
centralized case data accessibility and usability.”®

ECM Is Fundamentally Connected to the “Future State”

The IRS recognizes the critical importance of ECM to its “Future State,” stating:

The nexus of ECM to Future State is as an enabler of a more flexible workplace whereby

an all-electronic case file will be a complete record of a selected case from its inception to
closure, including all the tax histories, contacts, communications, actions, etc. The cases
could be reassigned if necessary simply by transferring the electronic file, regardless of function
or geography — this enables workload balancing and workforce alignment, in addition to
enabling a more flexible work environment and more efficient work assignment. It also
enables more complete communications with taxpayers and those they authorize to serve
them to more readily resolve issues based on the entire tax and case history and all related
interactions, so both the taxpayer and employee are working from complete information,
including interactions between them from secure messaging and file uploads and downloads
for openness and transparency.'®

In addition, the Commissioner of Internal Revenue has noted “If we can pull off Enterprise Case
Management, it would impact so many IRS employees positively and would allow us to make a significant

step toward our dealings with taxpayers and the future state.”"”

ECM Is a Taxpayer Issue

In an unprecedented move, the IRS declined to respond to the ECM-related information requested by
TAS as part of the Annual Report to Congress process, taking the position that ECM is internal to the

14 See National Taxpayer Advocate FY 2017 Objectives Report to Congress 196.

15 IRS Legacy Information Technology Systems: Hearing Before the H. Comm. on Oversight and Government Reform, Subcomm.
on Government Operations, 114th Cong. (2016) (written testimony of Terence Milholland, Chief Technology Officer, Internal
Revenue Service).

16 IRS response to TAS research request (Nov. 3, 2016).
17 IRS, Enterprise Case Management Day 4 (Aug. 3, 2016).
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The IRS’s current case management system structure requires employees to
retrieve data from many systems manually, which requires maintaining both
paper and electronic records. They must transcribe or otherwise import
information from paper and other systems into their own case management
systems, and ship, mail, or fax an estimated hundreds of thousands, if not
millions, of case management files and supporting documents annually

for management approval, quality review, and responses to Appeals and
Counsel.

IRS and “cannot be categorized as a most serious problem ‘encountered by taxpayers.”'® This is contrary
to the Commissioner of Internal Revenue’s remarks above and his statement that ECM’s ultimate goal is
“better taxpayer service.”"

Fortunately for all of us, the IRS isn't the arbiter of what constitutes a most serious problem for

taxpayers — Congress granted that authority to the National Taxpayer Advocate.”’ The National
Taxpayer Advocate is disappointed that the IRS refused to provide information about its ECM strategy to
TAS and, through the National Taxpayer Advocate’s Annual Report to Congress, to members of Congress.
ECM is not internal to the IRS. ECM ties directly into the “Future State” and has an impact on the
quality of taxpayer interaction with the IRS, which is essential to voluntary compliance and taxpayer
morale.?! Finally, and more fundamentally, ECM implicates taxpayer rights, specifically taxpayers’ right to
quality service.*

The IRS Has Not Laid the Foundation It Needs for ECM to Succeed

As mentioned above, the IRS’s ECM solution is intended to modernize, upgrade, and consolidate somewhere
between 60 and approximately 200 aging IRS case management systems and develop a servicewide solution
for performing case management functions using a common infrastructure platform for multiple projects

to share across all business units. However, in order to accomplish this mammoth undertaking, it is critical
that the IRS undertake the necessary foundational work and build the ECM project from the ground up.
Specifically, the National Taxpayer Advocate believes that the IRS should actively and comprehensively
engage its employees at the outset of the ECM project, which, as will be described below, is what TAS

did when it developed TASIS. IRS employees are the ones that use IRS systems, and understanding their

18 IRS response to TAS research request (Nov. 3, 2016). As such, TAS was unable to obtain the bulk of the information it sought
to prepare this Most Serious Problem. TAS obtained the information used in this Most Serious Problem from external sources
and from IRS information outside of the formal Most Serious Problem process.

19 Enterprise Case Management Day 2016, Commissioner Koskinen’s remarks, IRS Newsletter (Oct. 4, 2016),
http://irweb.irs.gov/AboutIRS/Nwsctr/OtherNws/51951.aspx.

20 See IRC § 7803(c)(2)(B)(ii)(Ill). With respect to the IRS’s unlawful refusal to provide data and other information required by the
National Taxpayer Advocate in furtherance of her tax administration duties, see Special Focus: IRS Future State: The National
Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax Administration, supra.

21 See Most Serious Problem: Voluntary Compliance: The IRS Is Overly Focused on So-Called “Enforcement” Revenue and
Productivity, and Does Not Make Sufficient Use of Behavioral Research Insights to Increase Voluntary Tax Compliance, supra.
Most Serious Problem: Online Accounts: Research into Taxpayer and Practitioner Needs and Preferences Is Critical As the IRS
Develops an Online Taxpayer Account System, infra.

22  See TBOR, www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR are now listed in the Internal
Revenue Code. See Consolidated Appropriations Act, 2016, Pub. L. No. 114-113, Division Q, Title 1V, § 401(a) (2015)
(codified at IRC § 7803(a)(3)).

Taxpayer Advocate Service — 2016 Annual Report to Congress — Volume One 113


http://irweb.irs.gov/AboutIRS/Nwsctr/OtherNws/51951.aspx

Most Serious

Problems

interaction with those systems and how to make current processes and procedures more efficient is crucial to
having a more functional and polished ECM product that will maximize employee productivity. Without
this critical foundational step, the ECM system ultimately designed may work well for I'T but will not be
employee centric and will ultimately adversely impact taxpayers.

However, it appears that the IRS has not reached out to its employees in its current ECM effort. The IRS
stated that it asked its employees for work process improvement suggestions during a 2014 realignment
between its Small Business/Self-Employed (SB/SE) and Wage and Investment (W&I) divisions.”> The IRS
indicated that it received several employee suggestions noting the need for creating a common case history
and providing access to all systems.?* Soliciting these type of suggestions, particularly from front-line
employees and on a larger scale across all business unis, is critical to building a solid foundation for ECM.

The National Taxpayer Advocate is supportive of the IRS’s efforts to develop a comprehensive ECM
solution and believes that proper funding from Congress is needed for this effort to succeed.”® However,
she is concerned about the IRS’s ECM planning, particularly its failure to comprehensively engage

its employees. The IRS will also benefit from engaging taxpayers and tax professionals to gauge their
needs in obtaining quality service from IRS employees. Because ECM will ultimately feed into online
accounts, taxpayers and their representatives are important end users.”® Further, as the IRS is not alone
in its need for a large-scale ECM solution, it might benefit from consulting with other federal agencies
and international tax agencies about their ECM experiences.”” However, TAS is unaware of the IRS’s
attempts to engage taxpayers, tax professionals, or even the majority of future ECM users within the IRS.
The National Taxpayer Advocate is concerned that without seeking suggestions from users and intended
beneficiaries (z.e., taxpayers), the ECM system developed will likely be rudimentary, cumbersome, and
one that falls far short of what the IRS needs to accomplish its “Future State” vision.®

23
24
25
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IRS response to TAS research request (Nov. 3, 2016).
Id.

See Special Focus: IRS Future State: The National Taxpayer Advocate’s Vision for a Taxpayer-Centric 21st Century Tax
Administration, supra.

Id. Most Serious Problem: Online Accounts: Research into Taxpayer and Practitioner Needs and Preferences Is Critical As the
IRS Develops an Online Taxpayer Account System, infra.

For example, in a recent article the Chief Information Officer (ClO) of the Social Security Administration (SSA) stated that
incremental migration may not be an effective solution to the problem of outdated legacy systems. Instead, he believes that
agencies need to understand the business rules and processes that went into the programming of these systems and rewrite
the programming from scratch for the modern IT environment. The SSA CIO also believes that these modernization builds
can be broken down into several $25 or $50 million dollar modules, instead of projects that run hundreds of million dollars
or more. See Zach Noble, It’s Time to Trash Your Legacy System and Rewrite From Scratch, FCW (June 8, 2016), https://
fcw.com/articles/2016/06/08/modernization-acquire-noble.aspx. In addition, an Australian National Audit Office audit
report of the Australian Taxation Office (ATO) describes the ATO’s Change Program to develop a cost effective and integrated
system of tax administration. As part of this program, the ATO implemented the Client Contact — Work Management — Case
Management System (CWC), an enterprise-level system used to manage cases and work items as well as manage telephone
calls and correspondence. The audit report notes “The implementation of the CWC has changed the way customer service
representatives (CSR) and other Tax Office staff interact with clients. Previously staff were required to refer to several
computer systems to obtain enough information to verify a caller’s identity, resulting in time-consuming processes for even
basic client interactions. Staff only had access to specific items of information on the taxpayer. This meant that advice

and information given to the taxpayer was general and could not be tailored to the individual taxpayer’s circumstances.” See
Australian National Audit Office, Audit Report No.6 2010-11, The Tax Office’s Implementation of the Client Contact - Work
Management - Case Management System 17 (Sept. 2010).

For an overview of the IRS’s “Future State” plans, see IRS, Future State Initiative (Feb. 22, 2016), https://www.irs.gov/uac/
newsroom/future-state-initiative.
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The IRS’s Current ECM Strategy Appears to Be Inefficient and Does Not Reflect Lessons
Learned From Past Mistakes

The IRS’s Current ECM Efforts Do Not Appear to Be Successful

The current ECM effort began in September 2014 with a presentation to IRS senior leadership and, in
January 2015, the IRS Commissioner approved a plan for an ECM system that can be used IRS-wide.”
The IRS’s top priority in ECM is ECM fraud case management (EFCM), specifically the retirement

and replacement of the Electronic Fraud Detection System (EFDS) program.*® The IRS has stated that
EFCM “will set the technology foundation for Enterprise Case Management.”' However, this transition
has been fraught with issues and it appears that the IRS will need multiple case management systems,
including a new system outside of ECM, to replace EFDS.?? Thus, instead of creating a “technology
foundation” for ECM, it appears that the IRS is creating patchwork and new case systems that will need
to be integrated into ECM at a later date.

Because the IRS would not respond to TAS’s ECM-related questions, TAS does not have information
about how much the IRS has spent on ECM efforts so far, other than the fact that more than

$566 million of the IRS’s 2016 Fiscal Year (FY) $2.5 billion IT budget was available for business systems
modernization funding.®® Additionally, it appears that the IRS has more than $35 million in ECM
commitments, obligations, expenditures, and disbursements (COED) for FY 2016 alone.*

In Developing Its ECM Solution the IRS Should Learn From Its Previous Unsuccessful Case
Management Projects

It is also important that in developing its ECM solution the IRS look to its own unsuccessful case
management efforts to avoid repeating the same mistakes. As noted in a Treasury Inspector General for
Tax Administration (TIGTA) report from September 2014, the IRS spent $8.6 million from FYs 2009
through 2013 developing a failed information reporting and document matching case management
(IRDMCM) system.> The report indicates that the IRDMCM system requirements were not sufficient,
user testing of the system generated a high number of problem tickets, and the system “could not
effectively process business cases containing underreported income and could not be deployed into

the IRS production environment.”* The report also pointed out that the IRS potentially relinquished
$54.9 million in taxes in 2011 alone from unprocessed cases due to the IRDMCM failure.” A

29 IRS, Enterprise Case Management Day, Journey to the Future State 10 (Aug. 3, 2016). See also TIGTA, Ref. No. 2016-20-094,
Annual Assessment of the Internal Revenue Service Information Technology Program 22 (Sept. 2016).

30 IRS, Enterprise Case Management Day, Journey to the Future State 45 (Aug. 3, 2016). For a detailed discussion of the
high false positive rates within IRS fraud detection programs, see Most Serious Problem: Fraud Detection: The IRS’s Failure
to Establish Goals to Reduce High False Positive Rates for Its Fraud Detection Programs Increases Taxpayer Burden and
Compromises Taxpayer Rights, infra.

31 IRS, Enterprise Case Management Day, Journey to the Future State 45 (Aug. 3, 2016).

32 IRS, Enterprise Case Management Point of Contact Briefing 4, 11 (Oct. 3, 2016).

33 TIGTA, Ref. No. 2016-20-094, Annual Assessment of the Internal Revenue Service Information Technology Program 4
(Sept. 2016).

34 IRS, Enterprise Case Management Governance Board 14 (Oct. 27, 2016).

35 TIGTA, Ref. No. 2014-20-088, The Information Reporting and Document Matching Case Management System Could Not
Be Deployed (Sept. 2014). As stated in this TIGTA report, the purpose of the IRDMCM case management system was
“to assimilate and correlate data submitted on filed business tax returns to information returns and select individual sole
proprietor and business returns for examination.”

36 Id.
37 Id.
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subsequent United States GAO report, from February 2015, put the IRDMCM project cost at $16.2
million, nearly double the figure mentioned in the TIGTA report.®®

In addition, a recent TIGTA report has pointed out issues with
three other IRS case management system projects.® First, after

As noted in a Treasury Inspector approximately a year and a half of work and an unspecified
General for Tax Administration report amount of money spent on an Affordable Care Act (ACA) case
from September 2014, the IRS spent management system, the IRS decided in June 2016 to stop the
$8.6 million from fiscal years 2009 project in order to free up resources.” In addition, the report
through 2013 developing a failed notes that the IRS developed and spent $15 million on a Foreign

information reporting and document
matching case management system
... A subsequent United States

Account Tax Compliance Act (FATCA) database that although
built to requirements, “has not provided the intended business
results.””! However, the semi-automated tool the IRS developed
to screen returns for potential irregularities harms thousands of

Government Accountability Office report taxpayers, including many international students.? Finally, the
put the project cost at $16.2 million. report describes the IRS’s development of the Return Review

Program (RRP), one of the systems that will replace the EFDS.

Even though the IRS has been developing RRP since 2009, it does

not have an estimated date for its full implementation.®

It is also vitally important that the IRS ensure that Entellitrak, the case management platform that it will
use for ECM, has the requisite functionality to handle the task of large-scale ECM and the integration
of between 60 and 200 separate case management systems. In audit reports of prior IRS individual

case management projects, TIGTA recommended that the IRS verify and assess whether Entellitrak’s
case management capabilities could meet those project needs. The IRS has a significant investment

in Entellitrak, as it entered into a $50 million contract for its use in 2015, and needs to ensure that it is
spending money on an ECM system that will meet its business needs.*

The IRS Is Overlooking the Largely Completed TASIS Project As a Quick Deliverable and
Building Block for the Larger ECM Project

The IRS Should Take Lessons From the Development of TASIS

The IRS does not need to look far for assistance with its ECM efforts, as TAS has performed a significant
amount of the necessary legwork in developing its TASIS case management system. TAS worked for
several years with the IRS’s IT function and a contractor to develop the requirements for TASIS, an

38

39
40
41
42

43

44

45
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GAO, GAO-15-297, Information Technology: Management Needs to Address Reporting of IRS Investments’ Cost, Schedule, and
Scope Information (Feb. 2015).

TIGTA, Ref. No. 2016-20-094, Annual Assessment of the Internal Revenue Service Information Technology Program (Sept. 2016).
Id. at 22.
Id. at 24.

See Most Serious Problem: Foreign Account Tax Compliance Act (FATCA): The IRS’s Approach to International Tax Administration
Unnecessarily Burdens Impacted Parties, Wastes Resources, and Fails to Protect Taxpayer Rights, infra.

TIGTA, Ref. No. 2016-20-094, Annual Assessment of the Internal Revenue Service Information Technology Program 25 (Sept.
2016).

TIGTA, Ref. No. 2014-20-071, Information Technology: Improvements Are Needed to Successfully Plan and Deliver the New
Taxpayer Advocate Service Integrated System 11 (Sept. 2014); TIGTA, Ref. No. 2014-20-088, The Information Reporting and
Document Matching Case Management System Could Not Be Deployed 15 (Sept. 2014).

See U.S. Internal Revenue Service Signs $50 Million Deal with MicroPact, PR Newswire (Mar. 11, 2015),
http://www.prnewswire.com/news-releases/us-internal-revenue-service-signs-50-million-deal-with-micropact-300048249.html.
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integrated replacement system for its current antiquated TAMIS system. The IRS should pay heed to the
process that TAS undertook in developing TASIS. Beginning in 2011, TAS started TASIS development
by focusing on processes first (intake strategy, guidance, Operations Assistance Requests (OARs), case-
weighting and assignments rules) and only then did the analysis of what the case management program
needed to do.

By holding workgroup meetings dedicated to employee technology needs, TAS asked a// of its employees
what they needed to perform their jobs efficiently, recorded their proposals and “wish lists” for
capabilities, and tracked them in the development of the business requirements. In other words, TAS
built TASIS from the ground up. In addition, unlike the IRS, TAS did not pay a single consultant for the
work it did undil it started actually writing the computer-based business rules. The initial thinking and
planning was done directly by TAS, saving taxpayers significant dollars.

TASIS Is a Versatile Case Management System That Can Benefit the IRS As a Whole

As the National Taxpayer Advocate has discussed in previous Objectives Reports to Congress and
congressional testimony, TASIS is a versatile case management system that would replace TAMIS, TAS’s
current antiquated system.* While ECM focuses on case selection and work assignment capabilities,
among other things, TASIS focuses on case intake and case-building functions, creating virtual case files
with data auto-populated from other IRS systems and information transmitted electronically between
functions for review and action, resulting in a complete picture of the taxpayer’s case and both the

IRS and TAS’s actions with respect to that matter. Once TASIS is completed, the IRS can incorporate
elements or modules of TASIS into core ECM for use by other IRS business units, including the Exempt
Organization function, Appeals, Whistleblower Office, Office of Professional Responsibility, and the
Innocent Spouse, Identity Theft, and Offer in Compromise units.

When TAS learned that TAMIS was slated for retirement, it capitalized on the opportunity to integrate all
of its systems and business processes into a single state-of-the-art application. TAS developed over 4,500
business requirements” for the case management system aspect of TASIS functionality, including:

® Fully virtual case files;

" Electronic access to other IRS case-management systems and automatic retrieval of taxpayer

information;
" Electronic submission and tracking of Operations Assistance Requests (OARs);*
" Electronic transmission and tracking of Taxpayer Assistance Orders (TAOs);
® Full access to all virtual case information for purposes of management and quality review;
® TAS and taxpayer (and representative) ability to communicate digitally;
® Taxpayer (and representative) ability to electronically check the status of a case in TAS; and
5 An electronic case assignment system.

These are just some of the capabilities contained within the TASIS Business System Requirements Report,
which collectively illustrates that TASIS’s case management component will not just replace TAMIS but

46 See National Taxpayer Advocate FY 2017 Objectives Report to Congress 195; National Taxpayer Advocate FY 2016 Objectives
Report to Congress 98.

47 TAS, TASIS Business System Requirements Report (Nov. 14, 2011).

48 IRS Form 12412, Operations Assistance Request, is the form TAS uses when it lacks the statutory or delegated authority to
perform an action on a case and must request the IRS to perform that action.
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will significantly increase the productivity of TAS case advocates because they will no longer spend their
valuable time tracking down paper documents or inputting information into multiple systems. Moreover,
taxpayers will be able to communicate efficiently with TAS and electronically send key case information
and documents. This functionality will enable TAS’s case advocates to spend their time advocating

for taxpayers, rather than performing administrative tasks such as manually inputting and tracking
documents and IRS actions, thereby upholding taxpayers’ right to quality service. In short, TASIS reflects
the complexity and interaction of cases in the IRS.

The following figure illustrates the current, labor-intensive OAR process, which is representative of many
of the challenges of the current manual processes facing both TAS and the larger IRS.

FIGURE 1.6.1, Operations Assistance Request (OAR) Process

K4 < &

[ | OCaRsentio RS | [ 1 | irs empioyes works the
TAS Casa Advocaio il Bcars &l | |F!S_ ickntwisdges | 0":1 " TAS manually ngurts
|m|pamwnmus¢'-g | [ravg - receipl and responds | - Once acoo informatscn Trom s
TAMIS sind sisarmes g,y 1o TAS via phane, fax, | AT R, compisted QAR i

supparting S T ¢ s6cuns e-mail and tha IRS empioyon TAMES
docamantation assigrs the OAR 10 an | mianuaily complotzs Bhe
| IRS employes psar CWAR pnd nsburres
a | y
L J 0 TAS via SBCUnh &-mail
lax, o regulnr mak

Without an electronic OAR process:

® Getting an OAR to the right IRS unit may be complicated. There are over 100 options for TAS
to choose from, and an incorrect selection can lead to rework, delaying resolution of the taxpayer’s
problem;

= Very limited data is available for analyzing OAR process performance, such as tracking the
reasonable performance expectations in the Service Level Agreements between TAS and IRS
operating divisions (ODs);

= Both TAS and the responding OD manually track OAR progress. TAS cannot look up the status,
but must call, fax, or email a status request and wait for a response; and

= Supporting documents are not stored electronically, and must sometimes be shared by mail, with
related packaging and shipping costs, including expedited handling when the taxpayer’s need is
urgent.

Implementation of a solution to electronically submit and track OARs, whether in TASIS or ECM, would
benefit both TAS and the IRS by reducing delays in case resolution and providing resource savings by
eliminating much of the current costs, including shipping, time spent by employees manually inputting
and tracking OARs; and physically printing and scanning OARs into other IRS tracking systems. TAS
has proposed a separate electronic OAR process since 2015, and to date this request has been denied
despite the clear benefits to taxpayers, the IRS, and TAS.%

49 See IRS, Enterprise Case Management (ECM) Governance Board Meeting Minutes 5 (Aug. 5, 2016); see also IRS response to
TAS research request (Nov. 3, 2016).
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The IRS’s Commitment to Completion of TASIS Is Critical for TAS

At the time the project was halted after the IRS spent $20 million on it, it was estimated that six months
and $12 million would be needed to complete Release 1 programming, testing, and launch.”® Despite
the demonstrated savings of TASIS and its benefits for all of the IRS, no funding is presently allocated for
TASIS. Moreover, the IRS has stated that TASIS has not been identified as a legacy system for the ECM
program because it was not placed into production and has therefore not been prioritized for ECM.>! Yet
since 2013, Congress has identified TASIS as a major IT system and requires the IRS to provide quarterly
reports on it.”> The IRS’s position appears to contradict a statement made by the IRS nearly two years
ago in a required quarterly report to Congress on TASIS. In that report, the IRS stated that if it does

not receive ECM funding, it will impact TASIS, which is part of the ECM initiative and uses the same
Entellitrak platform.” It is also disturbing that despite apparent benefits for both the IRS and TAS, as
well as the taxpayers we serve, electronic OARs are not being prioritized as an ECM early delivery.*

TAS is ready to begin final TASIS programming as soon as funds are available. If TASIS is not funded to
completion, the $20 million the IRS has spent on it will be wasted and TAS will be forced to invest time
and funds in upgrading TAMIS, an obsolete legacy system. This would be an extreme waste of limited
resources, and fails to provide TAS’s case advocates with the tools they need to effectively and promptly
assist taxpayers who are experiencing significant hardship in resolving their problems with the IRS. It
would also infringe upon taxpayers’ right to a fair and just tax system.

CONCLUSION

The IRS’s current ECM project has been in existence for nearly two years, has not produced a single
ECM product, and appears to lack the planning and focus necessary to succeed. It is critical that ECM
not follow the path of prior IRS case management projects, which have resulted in abandoned, wasteful,
and incomplete initiatives that have cost taxpayers tens of millions of dollars. Without engaging with its
employees and other stakeholders in ECM development, learning from past case management mistakes,
and using the TASIS development process and system as a building block for ECM, the end case
management product will inevitably be mediocre, have usability issues, and the IRS will likely not realize
genuine productivity increases. The National Taxpayer Advocate is concerned that IRS will develop an
ECM solution with the lowest common denominator and will not push technology to meet taxpayer
needs. This will also have an adverse effect on the IRS’s ability to carry out its “Future State” vision.
Therefore, both congressional funding and oversight of ECM are needed.

50 Internal Revenue Service FY 2017 Budget Request: Hearing Before S. Subcomm. on Financial Services and S. General
Government Comm. on Appropriations, 114th Cong. 27 (2016) (statement of Nina E. Olson, National Taxpayer Advocate). In a
required quarterly report to Congress, the IRS stated “Once funding is secured, vendor contracts are in place, and the project
resumes, TASIS is expected to deploy in approximately 14 months.” IRS Report of Chief Technology Officer, FY 2015 1st
Quarter IT Investment Report DRAFT V. 4.1 (Jan. 2015), provided in IRS response to TAS research request (Nov. 3, 2016).

51 IRS response to TAS research request (Nov. 3, 2016).

52 The Senate Appropriations Subcommittee on Financial Services and General Government has repeatedly included TASIS on a
list of six “major information technology project activities” about which it has directed the IRS to submit quarterly reports. See
S. Rep. No. 114-280, at 40 (2016); S. Rer. No. 114-97, at 39 (2015); S. Rer. No. 113-80, at 34 (2013). In 2014, a similar
provision was included in the Senate Appropriations Committee’s draft report, but the draft report was not adopted for that
year.

53 IRS Report of Chief Technology Officer, FY 2015 1st Quarter IT Investment Report DRAFT V. 4.1 (Jan. 2015), provided in IRS
response to TAS research request (Nov. 3, 2016).

54 IRS response to TAS research request (Nov. 3, 2016).
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RECOMMENDATIONS
The National Taxpayer Advocate recommends that the IRS:

1. Develop its ECM solution from the ground up by actively and comprehensively engaging all its
employees and seeking their specific suggestions as to how to make processes and procedures more
efficient and maximize employee productivity in order to provide quality customer service to

taxpayers.

2. Use TASIS and its foundational work as part of the ECM effort, for example by using TASIS
modules that are adaptable for ECM.

3. Provide the funding necessary to complete TASIS Release 1.

4. Prioritize and fund the development of an electronic OAR process.
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MsSP ONLINE ACCOUNTS: Research into Taxpayer and Practitioner
#17 Needs and Preferences Is Critical As the IRS Develops an Online
Taxpayer Account System

RESPONSIBLE OFFICIALS

Debra Holland, Commissioner, Wage and Investment Operating Division
Paul Mamo, Director, Office of Online Services
Benjamin Herndon, Director, Research, Applied Analytics & Statistics

TAXPAYER RIGHTS IMPACTED!
B The Right to Be Informed
B The Right to Quality Service
5 The Right to Challenge the IRS’s Position and Be Heard
5 The Right to Confidentiality
® The Right to a Fair and Just Tax System

DEFINITION OF PROBLEM

A main component of the IRS’s Future State vision is the development of an online taxpayer account.?
The National Taxpayer Advocate has proposed for years that the IRS develop an online account system
for taxpayers.’> An online account system will benefit those taxpayers who are able to access the digital
system and who have the background, knowledge, and experience to navigate through various complex
transactions. In order for taxpayers and the government to realize the benefits of an online taxpayer
account application, the IRS must address the following:

= Develop an overarching online strategy that focuses on taxpayer service needs and preferences
rather than merely business or budget demands;

= Incorporate existing third-party and TAS research on service needs and preferences into its Future
State vision;

= “Do Digital Right” by ensuring the online account provides taxpayers with a service they need in
the format they need; otherwise taxpayers may lose interest and not return to the site;

1 See Taxpayer Bill of Rights (TBOR), www.TaxpayerAdvocate.irs.gov/taxpayer-rights. The rights contained in the TBOR that
was adopted by the IRS are now listed in the Internal Revenue Code (IRC). See Consolidated Appropriations Act, 2016,
Pub. L. No. 114-113, Division Q, Title IV, § 401(a) (2015) (codified at IRC § 7803(a)(3)).

2 For more details on the IRS Future State Initiative, see http://irweb.irs.gov/future/default.aspx (last visited Nov. 30, 2016).

3 See, e.g., National Taxpayer Advocate 2013 Annual Report to Congress, vol. 2, 67-96 (Research Study: Fundamental Changes
to Return Filing and Processing Will Assist Taxpayers in Return Preparation and Decrease Improper Payments).

Taxpayer Advocate Service — 2016 Annual Report to Congress — Volume One 121



Most Serious

Problems

= Acknowledge the real consequences of strong and necessary e-authentication standards. With
about one-third of users passing the multi-factor e-authentication security measures, getting
taxpayers through the “front gate” is half the battle;* and

= Prioritize practitioner access, authority, and preferences for the online account.

ANALYSIS OF PROBLEM

Background

A key initiative to attain the IRS’s envisioned Future State is the development of a taxpayer online
account. According to the IRS, the online account will enable taxpayers and eventually authorized
third-parties to “securely obtain taxpayer information, make payments, resolve compliance issues, share
documentation, and self-correct issues in an individualized, online account.”

The IRS has shared with TAS its bare bones plans to roll out the application. The IRS conducted a soft
launch of the first phase of the online account on November 16, 2016, and announced the launch to

the public on December 1, 2016.° Individual taxpayers currently access the online account through the
payments tab of the IRS official website. Once individual taxpayers pass the multi-factor e-authentication
standards, as discussed in more detail below, they can view the account balance and select payment
options such as IRS Direct Pay, debit or credit card, or apply for an installment agreement.”

Despite efforts by TAS, the first phase of the online account does not provide taxpayers with any
information on how to dispute the account balance provided.® The National Taxpayer Advocate has
suggested that the IRS provide a button indicating “I don't think I owe this amount.” Once the taxpayer
clicks on that button, the site should provide links for different options, including: amending a return,
audit reconsideration, refund claims, penalty abatement, innocent spouse, injured spouse, identity theft,
return preparer fraud, and doubt as to liability for offer in compromise. To date, the IRS has not agreed
with this recommendation.

By mid-2017, the IRS tentatively plans for the application to enable taxpayers to see up to 18 months
of payment history and a transcript summary screen. The National Taxpayer Advocate has encouraged
the IRS to increase the 18-month payment history to at least 24 months in order to provide useful
information for refund claims.” Finally, by the end of 2017, the IRS tentatively plans to add more
payment features as well as a fully integrated transcript with search capabilities.'®

10
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National Taxpayer Advocate Notes from Services and Enforcement Executive Steering Committee (S&E ESC) Meeting (Nov. 17,
2016). The pass rate was 28 percent on Nov. 16, 2016, 29 percent on Nov. 17, 2016, and increased to 34 percent as of
Dec. 18, 2016. IRS 10-day response to MSP fact check (Dec. 20, 2016).

IRS, Draft IRS Future State: Overview, The Path Traveled and the Road Ahead 11 (Feb. 2016), https://www.irs.gov/PUP/
newsroom/IRS%20Future%20State%20Journey_R.pdf (Oct. 14, 2016).

IRS News Release 2016-155, IRS Launches New Online Tool to Assist Taxpayers with Basic Account Information (Dec. 1,
2016).

IRS S&E ESC, Online Account Status Briefing 4, 5 (Nov. 17, 2016); TAS Employee Testing of the Online Account (Nov. 26,
2016).

The online account can be accessed from the following IRS payments page: https://www.irs.gov/payments/finding-out-how-
much-you-owe (last visited Nov. 27, 2016).

IRS response to TAS fact check (Dec. 20, 2016). Under IRC § 6511(a), a taxpayer must file a claim for credit or refund of
an overpayment within: 1) three years from the time the return was filed, or 2) two years from the time the tax was paid,
whichever is later. If no return was ever filed by the taxpayer then the claim must be filed within two years of payment of the
tax.

Wage and Investment (W&I) response to TAS information request (Sept. 1, 2016); S&E ESC, Online Account Status Briefing 5
(Nov. 17, 2016); IRS response to TAS fact check (Dec. 20, 2016).
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Most Serious

Problems

Develop an Overarching Online Strategy That Is Driven by Taxpayer Needs and
Preferences for Taxpayer Service

The IRS has not developed an overarching online strategy or design for the online account that is based
on an understanding of taxpayer skills and abilities, as well as their needs and preferences for the various
modes of receiving taxpayer service. To its credit, the IRS conducted the 2014 Taxpayer Choice Model
(TCM) study; however, this survey was conducted solely online. Based on the TCM findings, the IRS
concluded that it needed “to introduce more online self-service options to help today’s taxpayers meet
their tax obligations.” Specifically, the IRS interpreted the results to show that the service channel

most used to contact the IRS is the IRS website (28 percent). In addition, the survey indicated that

48 percent of taxpayers chose the online tool as their preferred service channel to obtain the status of a
case or transaction. As a result, the IRS developed the “Web Apps Program,” including online account

capabilities, “as a direct solution to how today’s taxpayers prefer to interact with the IRS.”!!

While the 2014 TCM study demonstrated some interest in online tools by

taxpayers who already had internet access, the IRS never conducted more in
About one-third of those depth research to determine exactly how taxpayers would prefer to use this
tool. While the TCM findings indicate that almost half of already-online

taxpayers interested in using
taxpayers prefer to get status updates through an online tool, the IRS never

the online service channel can

. . conducted a survey to determine if taxpayers would prefer to “self-correct” a
access the service. While the Y pay P

return by agreeing to an addition to tax using an online account, or would they

strict authentication measures prefer to first speak with an assistor about the basis of that adjustment. The
are important to safeguard focus on online-only surveys, the general vagueness of the survey questions,
taxpayer data, the initial pass and the absence of more detailed scenarios and choices means the IRS’s claim
rates show that the online that the online account is “a direct solution to how today’s taxpayers prefer to

interact with the IRS” is based more on IRS wishing than in realicy. The TCM
is some evidence of how already-online taxpayers would like to interact with the

account cannot be the main

service channel. . i . . .
IRS about some activities. It is not a comprehensive analysis of the online or

taxpayer service needs of the U.S. taxpayer population, and to pretend it is
undermines the positive aspects of the online account.

Further, the IRS Future State vision focuses primarily on the IRS’s own operating preferences.'?
Accordingly, the IRS is shifting resources away from the more expensive service delivery channels, such as
face-to-face and phone service, towards self-service channels that are seemingly less costly. The rationale
for this strategy is to free up resources for those taxpayers who still require more personal service.”” While
the IRS’s stated rationale is commendable, it is not supported by sufficient research. A leading best
practice supported by research is that organizations in general must understand the needs of the customer

11 IRS Service & Enforcement Executive Steering Committee Briefing: Online Account Status Update 3 (Oct. 17, 2016); Courtney
Rasey and Mackenzie Wiley, Wage & Investment Research and Analysis, IRS, 2014 Taxpayer Choice Model (TCM): Designing
Digital Communication Products to Reduce Phone and Mail Inventory, https://www.irs.gov/pub/irs-soi/15resconwiley.pdf 172
(last visited Dec. 9, 2016).

12 See Most Serious Problem: Worldwide Taxpayer Service: The IRS Has Not Adopted “Best-in-Class” Taxpayer Service Despite
Facing Many of the Same Challenges as Other Tax Administrations, supra. The Swedish Tax Agency, which has received top
rank for service among government agencies, has the following guiding principle: “What we think is efficient, may turn out
not to be, and what we think is good service is not necessarily so from the taxpayer’'s perspective. We have understood
the importance of not building our service based on our own internal view of reality.” Vilhelm Andersson, Mechanisms for
Measuring the Quality of Service Provided to the Taxpayer and Results Achieved, Inter-American Center of Tax Administrations
— CIAT, 46th CIAT General Assembly, Improving the Performance of the Tax Administration: Evasion Control and Taxpayer
Assistance, 169 (2012).

13 National Taxpayer Advocate Public Forum 12 (Feb. 23, 2016).
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Most Serious

Problems

and let those needs drive the change, rather than business or budget demands.'* Before the IRS invests
too many resources into an online-centric Future State vision, it must conduct extensive research on
taxpayer preferences for service delivery channels, based on demographics as well as the type of interaction
with the government.”

As pointed out by Professor Leslie Book at the February 23, 2016, National Taxpayer Advocate Public
Forum on Taxpayer Service Needs and Preferences in Washington, D.C.:

[A] fundamental starting point in thinking about service is that the IRS needs to know
whom it is serving and the characteristics and challenges associated with a particular group
of taxpayer[s] or parties it is regulating .... An agency fixated on efficiency and delivering
services at lowest possible short term costs without knowing the impact and burdens of its
actions may find itself pushing more serious problems down the road while at the same time
jeopardizing taxpayer rights.'®

Without extensive research into taxpayer preferences, the IRS may be surprised by the adoption rate of
the online account or its impact on call volume. For example, the California Franchise Tax Board did not
expect call volumes to increase by 20 percent when it initially launched its online account, MyFTB. Only
five percent of taxpayers created an account in the first year and many of the MyFTB users called when
they experienced difficulties."”

The IRS Future State Vision Does Not Incorporate Existing Third-Party and TAS Research
on Service Needs and Preferences

As noted above, the IRS began developing the online account after the 2014 Taxpayer Choice Model
(TCM) study found some interest in online services by taxpayers who already have access to the internet.
In addition to the TCM, it conducted the Web-First Strategy Conjoint Study (Conjoint), another
online survey. Wage and Investment (W&I) has stated that “the objective of the study was to identify
opportunities to increase taxpayer awareness and utilization of web-based customer service delivery
options that are convenient, effective, and cost effective for the customer and IRS.” The survey includes
information about current and future service options for four service tasks: (1) make a payment, (2)
obtain a transcript, (3) obtain tax account information, and (4) authenticate your identity. The IRS
interpreted the results of the 2015 Conjoint to indicate a high preference for online services, even for
taxpayer assistance center (TAC) users, and predict that triage through appointment-based, walk-in
service will facilitate access to online and phone channels.’® The IRS interpreted the results to show that
“[a]ll service needs in this study show a similar pattern with the majority of taxpayers preferring Online
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See, e.g., Knowledge@Wharton, Becoming Digital: Strategies for Business and Personal Transformation (2016); Accenture,
Partnership for Public Service, Government for the People: The Road to Customer-Centered Services (Feb. 2016).
Knowledge@Wharton, Becoming Digital: Strategies for Business and Personal Transformation (2016); Accenture, Partnership for
Public Service, Government for the People: The Road to Customer-Centered Services (Feb. 2016); Organisation for Economic
Co-operation and Development (OECD), Forum on Tax Administration: SME Compliance Sub-Group, Information Note, Right from
the Start: Influencing the Compliance Environm