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RECOMMENDATIONS OF THE NATIONAL COM-
MISSION ON RESTRUCTURING THE IRS ON
EXECUTIVE BRANCH GOVERNANCE AND
CONGRESSIONAL OVERSIGHT OF THE IRS

TUESDAY, SEPTEMBER 16, 1997

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.
The Committee met, pursuant to call, at 1:17 p.m., in room 1102,
Longworth House Office Building, Hon. Bill Archer (Chairman of
the Committee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
September 9, 1997
No, FC-9

Archer Announces Hearing on the Recommendations of the
National Commission on Restructuring the IRS
on Executive Branch Governance and
Congressional Oversight of the IRS

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and Means,
today announced that the Committee will hold a hearing to examinc the recommendations of the
Nationat Commission on Restructuring the Internal Revenue Service (IRS) with regard to
Executive Branch governance and Congressional oversight of the IRS. The heariag will take
place int the main Commiftec hearing room, 1100 Longworth House Office Building, on
Tuesday, September 16, 1997, beginning at 1:00 p.m., and will continue on Wednesday,
September 17, 1997, beginuing at 10:00 a.m,

In view of the limited time available to hear witnesses, oral testimony at this hearing will
be from invited witnesses only, Witnesses will include, among others, U.S. Department of the
Treasury officials, members of the National Commission on Restructuring the IRS,
representatives from stakeholder organizations with an interest in tax administration, academics,
and former senior IRS executives. However, any individual or organization not scheduled for an
oral appearance may submit a written statement for consideration by the Cemmittee and for
inclusion in the printed record of the hearing.

BACK UND:

The National Commission on Restructuring the IRS was established by Public Law
104-532. Its purpose was to review the present practices of the IRS and to make
recommendations for modemizing and improving its efficiency and taxpayer services. The
Commission’s June 25, 1997, report, which was endorsed by 12 of its 17 members, contains
recommendations relating to Executive Branch governance and management of the IRS,
Congressional oversight of the IRS, personnel flexibilities, customer service and compliance,
technology modemization, electronic filing, tax law simplification, taxpayer rights, and financial
accountability. The Commission's recommendations are embodied in H.R. 2292, the *Intemal
Revenue Service Restructuring and Reform Act of 1997.” which was introduced on July 30 by
Reps. Rob Portman (R-OH)} and Ben Cardin (D-MD).

With respect to Executive Branch goverance, among other things, H.R. 2292 provides
for the establishment, within the Treasury Department, of an IRS Oversight Board. The Board
would consist of seven members who are not full-time Federal officers or employees, appointed
by the President, confirmed by the Senate, and removable at the will of the President, with
professional experience and expertise in managing large service organizations. These members
would be appointed to five-year staggered terms. The Board would also include the Secretary of
the Treasury and a representative from the National Treasury Employees Union, The Oversight
Board’s role would be to guide long-term strategic planning at the IRS, appoint and remove the
Commissioner, approve the development of IRS’s budget and allocation of the agency’s
resources, and hold senior IRS management accountable for achieving the agency’s strategic
goals. In addition, the bill provides that the Commissioner would be appointed by the Board to a
five-year term to administer, manage, and supervise the execution and administration of the
internal revenue laws. The bill would also provide the IRS Commissioner with expanded
authority to: (1) hire and pay certain top-level management and technical experts more
competitive salaries and the Commissioner would be required to consult with the Board on major
operational and management decisions; and (2} enter into performance-based employee pay and
retention arrangements.

(MORE)
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With regard to Congressional oversight of the IRS, among other things, H.R. 2292
provides that Congressional oversight of the IRS should be coordinated by holding at Icast two
annual joint hearings of the House Committees on Ways and Means, Appropriations, and
Government Reform and Oversight, and the Senate Committees on Finance, Appropriations, and
Govemment Affairs. The joint hearings would include two members of the majority and one
member of the minority from each of the committees, and would focus on areas of primary
importance to tax administration, including: IRS strategic and business plans, the IRS budget
and how it is aligned with the agency’s objectives, progress on technology modernization, and
the annual filing season. The joint hearings would serve as the primary forum for interaction
between Congress and the IRS Oversight Board. The legislation would also expand the Joint
Committee of Taxation’s (JCT) oversight responsibilities with regard to the IRS and require the
JCT to report annually to the House Committee on Ways and Means and Senate Committee on
Finance with recommendations to simplify the tax law and administration. Finally, the bill
would require the JCT to prepare a “Tax Complexity Analysis” for any legislative proposal that
amends the Internal Revenue Code.

The Administration has formulated its own plan, entitled the “Five-Point Plan for IRS
Governance,” which was implemented by Executive order 13051, signed by the President on
June 24, 1997. H.R. 2428, the “Internal Revenue Service Improvement Act of 1997,” which was
introduced on September 8, 1997, by Reps. Charles Rangel (D-NY), William Coyne (D-PA),
Steny Hoyer (D-MD), Henry Waxman (D-CA), and Robert Matsui (D-CA) would codify the
Administration’s plan. Among other things, H.R. 2428 would statutorily authorize the
establishment of an IRS Management Board chaired by the Deputy Secretary of the Treasury and
composcd of scnior officials from the Treasury Department and the IRS, including the IRS
Taxpayer Advocate, a representative from the National Treasury Employees Union, and
representatives of such other government agencies as may be determined from time to time by
the Secretary of the Treasury. The purpose of the Management Board would be to support the
Secretary’s oversight of the management and operation of the IRS. The legislation would also
provide for the creation of an IRS Advisory Board (composed of 14 private-sector professionals)
to provide advice to the Secretary of the Treasury. In addition, H.R. 2428 provides that the
Commissioner would be appointed to a five-year term to administer, manage, and supervise the
execution and administration of the internal revenue laws. The bill would also provide the IRS
Commissioner with expanded authority to: (1) hire and pay certain top-level management and
technical experts more competitive salaries and the Commissioner would be required to consutt
with the Board on major operational and management decisions; and (2) enter into performance-
bascd cmployce pay and retention arrangements. With regard to Congressional oversight of the
IRS, H.R. 2428 would require the Department of the Treasury to submit an annual report to the
Congress on the management of the IRS, and require the Secretary of the Treasury and Deputy
Secretary to appear annually before the House and Senate to discuss their stewardship of the IRS.
The Committee will receive testimony on the Administration’s plan for IRS management and
governance,

In announcing the hearing, Chairman Archer stated: “The IRS Restructuring Commission
has performed a valuable service by identifying the problems facing the IRS and making recom-
mendations to imprave its operations, establish greater accountability, and lay the groundwork
for a more taxpayer considerate IRS for the 21* Century. Clearly, the IRS’s chief problem in
administering the tax system, and the source of most of the American public’s frustration with
the [RS, is the tremendous complexity of our existing income tax laws. I remain firmly
committed to the goal of replacing the income tax with a new tax system that is fairer, simpler,
less intrusive, and more conducive to economic growth. However, I alzo believe that as long as
we have an income tax, the IRS must be accountable for providing fair and efficient services to
the nation’s taxpayers. Congress and the Administration now have the best opportunity in over
40 years to truly overhaul the IRS and transform it into a modern, efficient, and taxpayer
considerate agency. I look forward to working with the Administration over the coming months
to achieve this important goal.”

FOCUS OF THE HEARING:

The Committee will examine the Commission’s recommendations with respect to
Exccutive Branch governance and Congressional oversight of the IRS.

(MORE)
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DETAI R SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statcment for the printed record
of the hearing should submit at least six (6) single-space legal-size copies of their statement,
along with an IBM compatible 3.5-inch diskette in ASCII DOS Text or WordPerfect 5.1 format
only, with their name, address, and hearing dare noted on a label, by the close of business,
Tuesday, September 30, 1997, to A.L. Singleton, Chief of Staff, Committee on Ways and Means,
U.8. House of Representatives, 1102 Longworth House Office Building, Washington, D.C.
20515. If those filing written statements wish to have their statements distributed to the press
and interested public at the hearing, they may deliver 200 additional copies for this purposc to
the Committee office, room 1102 Longworth House Office Building, at least one hour before the
hearing begins.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement or exhibit submitted for the printed record or
any writlen comments in response 1o a request for wrilten comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Comminee files for review and use by the Commitiee.

1. All statements and any accompanying exhibits for printing must be typed in single space on legal-size paper und may not
exceed a total of 10 pages including attachments. At the same time wrinten statements are submitied to the Commitice, witnesses are now
requested to submit their staiements on an [BM compatible 3.5-inch diskette in ASCII DOS Text or WordPerfect 5.1 format. Witnesses are
advised that the Committee will rely on electronic submissions for printing the official hearing record.

2 Caopies of wholg documents submitted as exhibit material will not be aseepted for printing. Instead, exhibit material should be
referenced and quoted or paraphrased. All exhibit material not meeting these specifications will be maintained in the Committce files for
review and use by the Commitiee.

3 A witness appearing at a public hearing, or submitting a statement for the record ot a public hearing, or submitting written
comments in response 1o a published request for comments by the Committee, must include on his statement or submission a list of all clients,
persons, or organizations on whose behalf the witness appears

4 A supplemental sheet must accompany each statement listing the name, full address. a telephone number where the witness or
the designated representative may be reached and a topical outline or summary of the comments and recommendations in the full statement.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply onty to material being for printing, and exhibits or
matetial submitted solely for distribution to the Members, the press and the public during the course of a public hearing may be submitted in
other forms

Note: All Committee advisories and news releases are available on the World Wide Web at
“http:/fwww.house.gov/ways_means/”,

The Committee seeks to make its facilities
R accessible to persons with disabilities. 1f you are in

t’ need of special accommodations, please call
202-225-1721 or 202-226-3411 TTD/TTY in
advance of the event (four business days notice is
requested). Questions with regard to special
accommodation needs in general (including
availability of Committee materials in alternative
formats) may be directed to the Committee as noted
above.

Kkdkk

Chairman ARCHER. The Chair would like for staff, guests and
Members to take their seats so we can begin.

Today is the first day of a 2-day hearing which will look into how
we restructure and improve the Internal Revenue Service. We are
pleased to have with us today Secretary Rubin, Secretary of the
Treasury; several members of the Restructuring Commission and
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many other distinguished experts. The Chair appreciates the at-
tendance of all of our witnesses.

Before we begin, I would particularly thank Congressman Rob
Portman and Congressman Coyne, who served on the bipartisan
National Commission on Restructuring the Internal Revenue Serv-
ice. Their service on this Commission has brought us to where we
are today—the brink of House passage of the first comprehensive
reform of the IRS since 1952.

It is important to note that the Commission on which they serve
consisted of 9 Democrats and 8 Republicans yet its final rec-
ommendations were endorsed by a vote of 12 to 5.

It is my intention to address this issue in that same bipartisan
spirit. The job of the IRS is complicated enough without either
party injecting politics into an IRS that must be above and beyond
political approach.

Similarly, as tempting as it may be, these forums should not be
used as an excuse to bash the IRS, nor should they be used to
shield the administration from its duty to manage the IRS properly
and without political interference. Instead, until the great day
comes when we have pulled the income tax out by its roots and no
longer need an IRS, this Committee has a special obligation as
stewards of the Tax Code to do what is necessary so the IRS can
implement and enforce the laws that we pass.

That is why I am pleased that the Commission’s recommenda-
tions cut across party lines, and that is why any legislation that
we consider should be able to attract support from Members of both
parties.

In the House, Congressman Portman and Congressman Cardin
have introduced such a bill as have Senators Kerrey and Grassley
in the Senate. Tomorrow these hearings will also focus on Con-
gress’ role in overseeing the IRS.

Both ends of Pennsylvania Avenue have to face their responsibil-
ities for fixing the IRS and I intend to explore what Congress can
do better.

I consider this matter a top priority before we finish our session
this year, and I intend to pass a bill in the House of Representa-
tives this year that will build a new IRS. While the nation’s finan-
cial sector—particularly the service sector—has undergone sweep-
ing change and experienced dramatic modernization in the last dec-
ade, the IRS has not been reformed in 40 years.

There is no reason the IRS cannot be run more efficiently, more
effectively, and treat taxpayers more considerately than the current
IRS.

[The opening statement follows:]
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Statement of the Honorable Bill Archer
September 16, 1997

Good afternoon.

Today marks the first day of a two-day hearing into how (0 restructure and
improve the Internal Revenue Service. We arc pleased to have with us today Secretary of
the Treasury Robert Rubin, several members of the Restructuring Commission, and many
other distinguished experts. Thank you all for coming.

Before we begin, I also would like to thank Congressman Portman and
Congressman Coyne who served on the bi-partisan National Commission on
Restructuring the Internal Revenue Service. Your service on this Commission has
brought us to where we are today - the brink of House passage of the first comprehensive
reform of the IRS since 1952.

It’s important to note that the Commission on which you served consisted of nine
Democrats and eight Republicans. Yet its final recommendations were endorsed by a
vote of 12-5.

I’s my inlention to address this issue in that same bi-partisan spirit. The job of the
IRS is complicated enough without cither party injecting politics into an IRS that must be
above and beyond political reproach. Similarly, as tempting as it may be, these forums
should not be used as an excuse to bash the IRS nor should they be used to shield the
Administration from its duty to manage the IRS properly and without political
interference. Instead, until the great day comes when we have pulled the income tax out
by its roots and no longer need an IRS, this Committee has a special obligation as
stewards of the tax code to do what is necessary so the TRS can implement and enforce
the laws we pass.

That’s why I’'m pleased that the Commission’s recommendations cut across party
lines, and that’s why any legislation we consider should be able to attract support from
members of both parties. In the House, Congressman Portman and Congressman Cardin
have introduced such a bill, as have Senators Kerrey and Grassley in the Senate.

Tomorrow, these hearings will also focus on Congress’ role in overseeing the IRS.
Both ¢nds of Pennsylvania Avenue have to face their responsibilities for fixing the IRS
and | intend to explore what Congress can do better.

I consider this matter a top priority and intend to pass legislation this fall that
builds a new IRS. While the nation’s financial service sector has undergone sweeping
change and cxperienced dramatic modernization in the last decade, the IRS hasn’t been
reformed in more than forty years.

There’s no reason the IRS can’t be run more efficiently, more effectively and treat
taxpayers more considerately than the current IRS.

I yield now to the distinguished ranking member for his opening remarks.

Chairman ARCHER. I now yield to the distinguished Ranking
Member for any opening remarks, Mr. Rangel.

Mr. RANGEL. Thank you my distinguished Chairman.

Let me join with you in making a plea to our Members that
whatever we do, we should try to join in making this a bipartisan
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issue. The reason I would want to do that is because so many peo-
ple still have some degree of confidence in our system, and that is
why it is the most successful in the world, because it is a volunteer
system.

If we make a partisan battle out of this, it might cause a lot of
people just to walk away from the IRS, and instead of just pulling
it up by its roots, might find reasons and excuses to not abide by
the law and the regulations involved.

I want to compliment Mr. Portman and Mr. Cardin, because I
think that they are two Members of the Committee that are work-
ing hard to avoid what could be a very explosive political situation
since the IRS is under a political attack. We all are working to-
gether for the good of the nation to improve the IRS’ delivery of
service.

The issue here, of course, involves how much confidence should
Americans place in a board of businesspeople responsible for the
conduct of the IRS, tax policy, and the hiring and firing of IRS offi-
cials—business folks that would be unaccountable to the Congress.
But last week, in working with Treasury, and Congressmen Bill
Coyne, Bob Matsui, Steny Hoyer and Henry Waxman, we intro-
duced a bill, H.R. 2428, that goes a long way in improving the con-
ditions that we all find unacceptable as it relates to the Internal
Revenue Service.

Bill Coyne and Bob Matsui representing House Democrats and
the National Commission on Restructuring will have a lot to do
with input here.

Unlike the initial drafting of the Commission’s bill, Mr. Chair-
man, I do want you to know that you can depend on my complete
support in making this effort bipartisan. I do hope that the Chair-
man’s mark on this will have the consultation of Democrats who
feel as strongly as you for IRS reform but may not share your
views about pulling it up at its roots at this point in time.

[The opening statement follows:]
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OPENING STATEMENT OF CHARLES B. RANGEL
FOR HEARINGS ON INTERNAL REVENUE SERVICE GOVERNANCE
AND CONGRESSIONAL ACCOUNTABILITY
TUESDAY, SEPTEMBER 16, 1997

Last week, along with Congressmen Bill Coyne, Bob Matsui, Steny Hoyer,
and Henry Waxman, [ introduced H.R. 2428, the IRS Improvement Act of 1997.

My co-sponsors have worked long and hard on this legislation, as has our
Treasury Secretary Bob Rubin. My personal thanks go 1o Bill Coyne and Bob
Matsui for their successive roles in representing the House Democrats on the
National Commission on Restructuring the IRS,

The Internal Revenue Service Improvement Act of 1997 will make many
significant changes to the way the IRS operates and how the Department of the
Treasury oversees the IRS.

The beneficiaries of this bill should, and will, be the American public.
Taxpayers expect and deserve a tax administration system that is efficient and
well-managed, fair and responsive in its dealings with the public, and staffed by
employees who are well-trained and accountable for their actions.

The IRS Improvement Act of 1997 is designed to achieve these goals. The
bill institutionalizes the Administration’s newly-established “IRS Management
Board” and planned “IRS Advisory Board” as permanent features of the tax law.
The Management Board will provide for continued, high-level Government
oversight of the IRS, under the direction of the Treasury Department. The
Advisory Board will provide the Treasury Secretary with expert private-sector
advice on the fundamental strategic and management direction of the IRS.

Under the bill, the IRS Commissioner would be given a fixed, 5-year term.
This will provide continuity of direction for the IRS. Importantly, under the bill,
the President of the United States will continue to appoint the Commissioner as
the head of the IRS.

The bill also provides the Treasury Department and the IRS with the ability
to hire one of the best management teams in the country and to make major
improvements in the area of electronic tax return filing.
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The IRS workforce is a dedicated and talented group of Federal employees,
and they too want to see the IRS improved. They are willing to do their part, but
they need the tools—the tools of modern technology, education and
training—which the bill provides.

There is much about which everyone can agree in improving the IRS. We
all recognize that the current IRS needs to better managed and more taxpayer-
friendly. Our challenge must be to fix the IRS--and this must be done in a truly bi-
partisan manner.

Today and tomorrow, we will discuss the “Governance” and “Congressional
Accountability” recommendations of the National Commission on Restructuring
the IRS, and the related bill, H.R. 2292, introduced by Congressmen Portman and
Cardin. The bill I introduced and the Commission’s bill are similar in many
important respects.

However, there is one major, fundamental issue about which we disagree.

That is--Who Should Run The IRS?

Should the IRS be run by the Treasury Secretary and the IRS Commissioner, as
the Administration and my bill propose?

Or, should the IRS be run by a small group of private-sector individuals, as the
Commission’s bill proposes?

I believe strongly that H.R. 2428 provides the correct answer. The
responsibility to administer and enforce our tax laws must remain with full-time
Federal Government employees, under the direction of the Secretary of the
Treasury and IRS Commissioner. These responsibilities should not be handed
over to private citizens. The IRS should be accountable to elected representatives
of the people--the President in the Executive Branch, and the Congress in the
Legislative Branch. The IRS should not be accountable to five or seven taxpayers,
meeting once a month for a board meeting.

We have given the IRS one of the most difficult, important, and thankless
jobs in Government. The IRS deserves our support and constructive criticism. 1
look forward to working with the Committee on these issues.

Mr. RANGEL. So, I want to thank you for calling the hearing and
the cooperation that you have given to Members who are working
together. I promise my support toward that end.
Chairman ARCHER. I thank the gentleman for his comments and
I think that both of our statements should start the Committee off
to a good bipartisan beginning.
Members without objection will be able to insert their written re-
marks in the record at this point.

[The opening statement of Mr. Ramstad follows:]
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STATEMENT OF U.S. Rep. JIM RAMSTAD
BEFORE THE WAYS AND MEANS OVERSIGHT SUBCOMMITTEE
September 16, 1997

Mr. Chairman, thank you for convening these hearings on IRS
restructuring issues concerning governance and Congressional
oversight.

I want to compliment our colleagues, Mr. Portman and Mr. Cardin, for
their work in putting the recommendations of the bipartisan National
Commission on Restructuring the IRS into legislative form. Like many
of my colleagues on this committee, 1 was proud to join them as a
cosponsor of H.R. 2292 this week.

1 also want to recognize the efforts of distinguished ranking member of
this panel, Mr. Rangel, who has worked with the Administration on a
reform bill with a different approach. I am looking forward to the
healthy discussion and debate these proposals will generate.

As we struggle with the critical issues of IRS governance and oversight
in these two days of hearings, I think we can all agree that the Internal
Revenue Service has a long way to go to improve efficiency and
customer service. 1 believe the IRS could learn a lot on these fronts
from the private sector.

I look forward to working with my colleagues over the coming weeks
and months toward making our system of collecting taxes easier and
fairer for taxpayers, and making the Internal Revenue Service a truly
service-oriented organization.

Again, Mr. Chairman, thank you for your leadership in holding these
important hearings.

Chairman ARCHER. Now we have our first panel. The Chair will
first recognize a Member of the Committee, the Cochairman of the
Restructuring Commission for any comments that he would like to
make to the Committee, Mr. Portman.
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STATEMENT OF HON. ROB PORTMAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF OHIO; AND NATIONAL COM-
MISSION ON RESTRUCTURING THE INTERNAL REVENUE
SERVICE

Mr. PORTMAN. I thank you, Mr. Chairman, and my colleagues on
the Committee for giving me the opportunity to testify today; and
special thanks to you, Mr. Chairman. You have reiterated again
today your making IRS restructuring a top priority of this Commit-
tee, and particularly making H.R. 2292, the IRS Restructuring Re-
form Act, your top personal priority. In fact, I would say based on
Mr. Rangel’s comments, notwithstanding some differences in ap-
proach that I am sure will emerge this afternoon, I think it is safe
to say that I join every Member of this Committee in commending
you for undertaking this challenge to transform the Internal Reve-
nue Service and vastly improve its services to the American tax-
payer.

My focus here will be on the bill Ben Cardin and I introduced
and many of you have cosponsored. It implements the rec-
ommendations of the National Commission on Restructuring the
IRS and includes the first comprehensive reforms of the IRS since
1952.

I will briefly discuss the Commission’s process and outline our
major proposals in the area of governance and oversight, the sub-
ject of this hearing.

The 17-member IRS Restructuring Commission which I cochaired
with Senator Bob Kerrey was established by Congress and included
Senator Grassley and our colleague, Bill Coyne, as well as a di-
verse group of professionals with real expertise in IRS problem
areas. Eight Commissioners were appointed by the Republican con-
gressional leadership, nine were chosen by the Democratic congres-
sional leadership and the Clinton administration. The Commis-
sioner of the IRS was a member ex officio.

During its yearlong existence, the Commission conducted 12 days
of public hearings, three townhall meetings around the country,
and hundreds and hundreds of hours with experts inside and out-
side the IRS. After this extensive yearlong process, 12 of the 17
Commissioners, on a bipartisan basis, supported the final rec-
ommendations.

Just last month, the one ex officio member of the Commission—
then-Commissioner Peggy Richardson, now private citizen—said
she too, had she had the opportunity, would have supported the
recommendations.

By taking an objective, nonpartisan, but tough-minded approach,
I believe the Commission came up with a realistic balance and
credible plan for achieving the goal of truly transforming the IRS
into a responsive, taxpayer friendly service organization.

The problems at the IRS are well documented. The attempt to
computer modernization, including the $3 or $4 billion that was
misspent, has been nothing short of a disaster. Only half its callers
are getting through on the IRS help lines. The organization is
dominated with an enforcement mentality, even though close to 90
percent of taxpayers comply voluntarily.

Most efforts to reform the IRS has focused on these and many
other specific problems—usually after the fact and in response to



12

a crisis. The Commission took a different approach. We focused on
the fundamental structural flaws, which if fixed, we believe can
solve the problems and sustain quality in management and service
over time.

Three fundamental flaws were identified. One, a lack of exper-
tise; two, a lack of continuity; and three, a lack of accountability.

First, expertise. While the service revolution has swept the pri-
vate sector and other governmental agencies even, the IRS has
lagged behind. Why? Because the IRS and Treasury have lacked
people with expertise to guide a modernization effort, to com-
petently address the huge organizational challenges involved with
over 100,000 employees handling over 200 million tax returns a
year.

As you review competing oversight proposals, ask yourself if you
believe that the necessary expertise is there to really ensure the
tough questions get asked and the IRS turns itself around.

Second, continuity. In our view, the IRS’ core problems will take
3 to 6 years to solve. They must retrain the work force, build a new
computer system and put in place new measurement systems to en-
sure employees have more respectful interactions with taxpayers.
This will require sustained leadership.

Historically, the leaders at IRS and Treasury have had very
short tenures of 2 to 3 years, not long enough to get the job done.

Third, accountability. We have got to hold people’s feet to the
fire. Our proposals ensure that someone is there to support the
Commissioner and the agency when they are doing a good job, and
to hold them accountable when they are not. The bottom line is we
have found an IRS that has been largely independent of consistent,
expert oversight.

The Commission’s recommendation and our legislation address
each of these three fundamental flaws—and I want to remind the
Committee that even though the Oversight Board had drawn the
most attention because of Treasury’s opposition, it is only part of
a much broader, comprehensive package, that taken together will
lead to a more accountable and responsive IRS.

Among other things, we consolidate congressional committee
oversight to ensure that IRS receives much clearer guidance from
the Congress. But let us go to the core of the Treasury’s concern—
the IRS Oversight Board.

Its members are appointed and removable at will by the Presi-
dent, confirmed by the Senate for a 5-year, staggered term. They
are special government employees while serving, and thus subject
to disclosure and conflict of interest rules, and they will be barred
from any involvement whatsoever in individual tax cases, specific
law enforcement activities, procurement or tax policy.

The Board’s functions are very clear—to approve the long-range
mission and annual, strategic and operational plans of the IRS; to
support and oversee IRS top management; and to review and ap-
prove the IRS budget, and submit it to the Secretary of the Treas-
ury, who retains final authority.

The nine-member Board includes the Secretary, a representative
of IRS employees and seven individuals, who collectively would
bring needed expertise and information technology, compliance,
customer service, taxpayer needs and management of a large serv-
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ice organization. Without such a body, the structural flaws will not
be addressed and the problems will continue to fester.

I know current Secretary, Robert Rubin disagrees with the need
to establish a new oversight structure with real authority, claiming
that the decade’s old vacuum can be filled by Treasury. But neither
the record or common sense support this.

Let me be clear. This is not about the Clinton administration,
and certainly not about this Secretary of the Treasury with whom
I have great personal respect, and who has probably in the past
year focused more attention on the IRS and our recommendations
than any Secretary in history.

This is about a fundamental flaw in the system. Yes on paper,
Treasury cedes some authority over the IRS, which is 64 percent
of Treasury’s work force, and 70 percent of its budget. But I truly
believe—and much more importantly—former Treasury Secretar-
ies, Nicholas Brady and James Baker believe that this structure
should not be viewed as a threat to Treasury’s turf, but—and I
quote from their letter yesterday—“As an effective mechanism to
assist the Secretary in IRS oversight.”

Again, I thank my colleagues for their attention and look forward
to working together with you to transform the IRS for the tax-
payer. They deserve it.

Thank you, Mr. Chairman.

[The prepared statement and attachments follow:]
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STATEMENT OF CONGRESSMAN ROB PORTMAN
COMMITTEE ON WAYS8 AND MEANS
S8eptember 16, 1997
I. INTRODUCTION

Thank you, Mr. Chairman, and my colleagues on the Committee
for giving me the opportunity to testify today. And, special
thanks to you, Mr. Chairman, for making H.R. 2292, the IRS
Restructuring and Reform Act, a top priority of this committee;
in fact, notwithstanding some differences in approach that will
emerge this afternoon, I think it’s safe to say that I join every
member of this Committee in commending you for undertaking this
challenge to transform the Internal Revenue Service and vastly
improve its services to American taxpayers.

My focus today will be on H.R. 2292, the bill Ben Cardin and
I introduced and many of you have co-sponsored. It implements
the recommendations of the National Commission on Restructuring
the IRS, and includes the first comprehensive reforms of that
agency since 1952. I‘11 briefly discuss the Commission’s process
and outline our major proposals in the areas of governance and

oversight.
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II. COMMISSION’S WORK

The 17-member IRS Restructuring Commission, which I co-
chaired with Senator Bob Kerrey, was established by Congress and
included Senator Grassley and our colleague Bill Coyne, as well
as a diverse group of professionals with real expertise in IRS
problem areas. Eight Commissioners were appointed by the
Republican Congressional Leadership; nine were chosen by the
Democratic Congressional Leadership and the Clinton
Administration; the Commissioner of the IRS was an ex-officio
member .

puring its year-long existence, the Commission conducted 12
days of public hearings, three town hall meetings around the
country, and hundreds of hours with experts inside and outside
the IRS. After this extensive year-long process, 12 of the 17
Commissioners -- on a bipartisan basis -- voted in favor of the
recommendations. And, just last month, the one ex officio
member, then IRS Commissioner and now private citizen, Margaret

Richardson, said that had she had the opportunity, she too would
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have voted for the report.

By taking an objective, nonpartisan, but tough-minded

approach, I believe the Commission came up with a realistic,

balanced and credible plan for achieving the goal of truly

transforming the IRS into a responsive, taxpayer friendly service

organization.

III. FUNDAMENTAL PROBLEMS AT THE IRS

The problems at the IRS are well documented. The attempted,

computer modernization--including the $3 - $4 billion misspent --

has been nothing short of a disaster. Only half of those calling

are getting through on the IRS help lines. The organization is

dominated with an enforcement mentality, even though close to 90%

of taxpayers comply voluntarily.

Most efforts to reform the IRS have focused on these and

other specific problems, usually after the fact and in response

to a crisis. The Commission took a different approach: we

focused on the fundamental structural flaws, which, if fixed, we

believe can solve the problems and sustain quality management and
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service over time. Three fundamental flaws were identified: a
lack of expertise, a lack of continuity and a lack of
accountability.

First, expertise. While the "service revolution" has swept
the private sector and some other government agencies, the IRS
has lagged far behind. Why? Because the IRS and Treasury have
lacked people with expertise to guide a modernization effort --
to competently address the huge organizational challenges
involved with over 100,000 employees handling over 200 million
tax returns a year.

As you review competing oversight proposals, ask yourself: do
you believe the necessary expertise is there to ensure the tough
questions get asked and the IRS turns itself around?

Second, continuity. In our view, the IRS’s core problenms
will take three to six years to solve. They must retrain the
workforce, build a new computer system, and put in place new
measurement systems to ensure employees have more respectful

interactions with taxpayers. This will require sustained
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leadership. Historically, the leaders at IRS and Treasury have
had very short tenures of two to three years, not long enough to
get the job done.

Third, accountability. We must hold people’s feet to the
fire. Our proposals ensure that someone is there to support the
Commissioner and the agency when they are doing a good job and to
hold them accountable for results when they are not. The bottom
line is that we found an IRS that has been largely independent of
consistent, expert oversight.

IV. COMMISSION RECOMMENDATIONS

The Commission’s recommendations and our legislation

address each of these three fundamental flaws. And I want to
remind the Committee that even though the Oversight Board has
drawn the most attention because of Treasury’s opposition, it is
only part of a much broader, comprehensive package that taken
together, will lead to a more accountable and responsive IRS.
Among other things, our bill includes taxpayer rights, electronic

filing, tax simplification and workplace flexibilities.
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Oversight at this end of Pennsylvania Avenue is also streamlined
and improved by consolidating Congressional committee oversight
to ensure that Congress provides much clearer guidance to the
IRS.

But, let’s go to the core of Treasury’s concern: the IRS
Oversight Board -- its members are appointed and removable at
will by the President and confirmed by the Senate for five year
staggered terms. They are special government employees while
serving and thus subject to disclosure and conflict of interest
rules, and they will be barred from any involvement whatsoever in
individual tax cases, specific law enforcement activities,
procurement or tax policy.

The Board’s functions are very clear: to approve the long-
range mission and annual strategic and operational plans of the
IRS; to support and oversee IRS top management; and to review and
approve the IRS budget and to submit it to the Secretary of the
Treasury, who has final approval. The nine-member Board includes

the Secretary, a representative of IRS employees, and seven
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individuals who, collectively, would bring needed expertise in
information technology, compliance, customer service, taxpayer
needs, and management of large service organizations.

wWithout such a body, the structural flaws won’t be addressed
and the problems will continue to fester.

I know current Secretary Rubin disagrees with the need to
establish a new oversight structure with real authority claiming
that the decades-o0ld vacuum can be filled by Treasury. But
neither the record nor common sense support this.

Let me be clear. This is not about the Clinton
Administration and certainly not about this Secretary of the
Treasury -- for whom I have great personal respect -- and who has
in the past year focused considerable attention on the IRS and
our recommendations. This is about a fundamental flaw in the
system. Yes, on paper Treasury cedes some authority over the
IRS, which is 64% of Treasury’s workforce and 70% of its budget.
But I truly believe and, much more importantly, former Treasury

Secretaries Nicholas Brady and James Baker believe, that this
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structure should not be viewed as a threat to Treasury’s turf,
but, and I quote from their letter, "as an effective mechanism to
assist the Secretary...in IRS oversight."
v. CONCLUSION
I thank my colleagues for their attention and look forward
to working together with you to transform the IRS for the

taxpayer -- they deserve it. Thank you, Mr. Chairman.
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Tax and Repent

A new National Taxpayers Union
poll finds that 90% of those surveyed
said “improving the IRS” should be a
top priority for their legislators.

This is amazing. What on earth
could the remaining 10% be thinking
of? Surely when it comes to despised
federal agencies, the IRS can have few
rivals, Its restructuring, happily, is
the goal of the National Commission
on Restructuring the IRS, which deliv-
ers its recommendations to Congress
today. While no report should be rub-
ber-stamped, the commission’s com-
mon-sense suggestions desetve care-
ful attention.

Few would dispute that the IRS Is
troubled. It recently spent $8 billion on
new computer systems that even a top
ageney official admitted “do not work
in the real world.™ A full half of the 10
millicn correction notices the IRS is-
sues every year are “incorrect, unre-
sponsive, unclear or incomplete,” ac-
cording to the General Accounting Of-
fice. Privacy concerns rose after it
was revealed that 1,500 IRS agents
were investigated in 1394 and 1995 for
suspected snooping on reburns.

The good news is that the commis-
sion found things are so bad that even
modest reform can yield big improve-
ments. “The IRS can be modernized,
but dramatic change has to begin at
the top,” says GQOP Representative
Rob Portman, who co-chaired the
commission with Democratic Senator
Bob Kerrey. The commission recom-
mends taking supervision of the IRS
away from the Treasury Department
. and placing it in the hands of an inde-
pendent governing board made up of
seven members, five of whom would
be from the private sector. The Presi-
dent would appoint the board and
could remove its members at will,

The commission found that Trea-
sury historically has shown an inabil-
ity to oversee IRS management. This
hasresultedinan inbred IRSeculturein
which only six of the top 200 employees
have served with the agency for less
than 15 years. The commission would
shake that up by giving the [RS Com-
missioner a five-year term and much
grealer flexibility in hiring, firlng and
salary decisions,

Naturally, Treasury wants to keep
its hold on the IRS. Five of the com-~
mission’s 17 members voted against
the final report, and all but one dis-
senter was a Clinton Administration
appointee. Treasury argues instead
for creating an IRS management
board made up of political appointees
from it and other government agen-
cies. But this would ignore the lessons
of history.

In 1952, after the Truman IRS sean-
dals, and in 1974, after President
Nixon developed an IRS enamies list,
necessary steps were taken to reduce
the influence of political players on the
agency. More such steps may be
needed now pending the current in-
vestigation the Joint Committee on
Taxation is conducting on IRS politi~
cization.

But better governatice is only one
part of improving tax coliections.
Something must be done about what
former IRS Commissioner Fred Gold-
berg calls the “grotesquely burden-
some and monstrous” tax code. Con-
gress has changed more than 2,000
sections of the tax code and created
more than 100 new forms in just the
past decade. The commission identi-
fies 60 separate areas where the code
could be simplified, as well as areas
where taxpayer rights during audits
need to be expanded.

On privacy issues, the commission
notes the IRS gives out so little infor-
mation on its reasons for ordering an
audit that it “leaves room {or taxpay-
ers to speculate” that the reasons are |
arbitrary or political. “The Commis-
sion urges the [RS to better educate
the public about its procedures,” the
report concludes.

Representative Portman is confi-
dent the commission’s report won't
gather dust on a shelf. He predicts
Congress will offer financial incen-
tives that could have 80% of all tax-
payers file their returns electronicatly
within the next decade, vastly redue-
ing the potential for mistakes. The RS
will never become a customer-friendly
entity, but the commission's report
provides hope that its days as both the
most feared and disdained of all fed-
eral agencies could be numbered.

Wednesday, June 235, 1997
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TUESDAY, MARCH 18, 1997 - USA TODAY

Answer: Independent IRS

If you've spent an hour or so trying to
call the Internal Revenue Service this tax
season, you may have wondered, between
redialings, who’s in charge there? Well,
soon you may have an answer,

Deputy Treasury Secretary Lawrence
Summers Monday proposed a five-point
reform plan for the troubled tax collector.
He'd change its employment practices,
budgeting and even simplify tax laws. All
overdue, Most vitally, he’d end the habit of
putting tax lawyers in charge and hire man-
agement professionals. But first, he’d have
the Treasury Department “take responsi-
bility for reforming” the IRS.

That’s hardly reassuring.

Treasury assumed similar responsibility
when the IRS began a massive moderniza-
tion in 1986 to help taxpayers get questions
answered, improve audits, increase com-
pliance and save $40 billion a year. Now,
$3.4 billion of misspending later, taxpayers
still only get one in five calls answered, the
agency loses more audit cases than it wins
and compliance hasn't improved.

So, Treasury didn't get the job done.

The catch is that in getting the job done
Treasury could easily get too cozy with the
government’s most intmidating agency.

Since Richard Nixon tried to use the IRS
to attack his opponents, every administra-
tion has been wary of using the agency for
political purposes. So they’ve let the IRS go
its insular, inefficient way.

Imagine an administration putting its

Modernizing the IRS

The Treasury Department Monday out-
lined a five-point plan to make the RS
more responsive {0 taxpayers:

» The department will become more in-
volved in overseeing the IRS.

» IRS managers will be given increased
flexibility to hire outside help, particularly
people with computer skills.

» Budget procedures will be refdrmed
so the IRS can have sufficient long-term
funding to modemize computers.

» The tax code will be simpfified.

» A new commissioner with proven
managerial skills and tax expertise wilt be
named to succeed Margaret Richardson.

people in key IRS positions with access to
sensitive tax information and the power to
conduct audits. And could such an agency
honestly evaluate problems with adminis-
tration-proposed tax changes?

A national comission on restructuring
the IRS is looking at a better reform idea —
having an independent board oversee the
agency. That would provide some taxpayer
input as well as outside expertise.

Meanwhile, Treasury can make life bet-
ter for the IRS and taxpayers by pursuing
another Summers’ reform — tax simplifi-
cation. If tax laws were easier to under-
stand, maybe the IRS wouldn’t make so
many mistakes and taxpayers wouldn't be
holding so long for answers.
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Los Angeles Times Tuesday, July 2, 1997

Imagine a Kinder, Gentler IRS

Congressional report calls for new procedures and image-building

Imagine receiving a call from the Internal
Revenue Service without getting the feeling
that its agents are about to strap veu to a tor-
ture rack. Imagine being treated by the [RSasa
customer rather than an adversary. as taxpav-
ers too often believe they are. Imagine having
some recourse if the IRS improperly seizes your
property or freezes a bank account.

Too much to ask? Not necessarily. A 17-
member natioral commission created by Con-
gress has just completed a yearlong study on
the federal taxing agency that could revolu-
ticnize the way the IRS functions.

The report of the National Commission on
Restructuring the Internal Revenue Service
proposes a variety of reforms that seek, gener-
ally, to overhaul the culture of the IRS. Sen.
Bob Kerrey {D-Neb.}, co-chairman of the
commission, said the proposed reforms are
based on a simple idea: “The IRS works for the
taxpayers, not the other way around.” .

The recommendations include the creation of
a new IRS governing board. a five-vear term
for the IRS commissioner, imposition of modern

management practices ard the creation of a
means of restitution—up to $100.000—for any
taxpayer found to have been treated improperly
or erroneousiy by the agency.

Many of the proposals were taken from
California’s taxpayer bill of rights, adopted by
the stale several years ago in legislation spon-
sored by Ernest J. Dronenburg Jr., chairman of
the state Board of Equalization. Dronenburg
also served as a member of the IRS reform
comimission.

The national commission’s findings appear to
have strong bipartisan support in Congress.
They will be writter into legislation that could
go to Congress soon and«possibly be adopted
this year, Dronenburg said.

That's an ambitious schedule. And even if
Congress passes the reforms this year, it will
take time for them to have a real impact. But a
start must be made. The success of the U.S. tax
system lies in its voluntary nature. To the
extent that the IRS angers and alienates tax-
payers, that critical foundation is eroded. The
RS cannot afford much more erosion.
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| REFORMING THE IRS

Commission recommends sensible changes
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Washington Past

David S. Broder
Tax Time:
Making
Tt Easter

- While most of us are scrambling to finish
our -income tax returns, two of the more
independent and capable members of Con-

gress are patting the final touches on a report”

that conceivably may make future dealings
with the Intemal Revenue Service less of an
ordeal. Despite a curve that the Clinton
adqxinistxzuonhasﬁuown at them, Ser., Bob
Refrey (D-Neb.) and Rep. Rob Portman
“(R-Ohio) actually have a chance to do some-
thing good for the taxpayers of this country.
They are the co<hairmen of the biparti-
san National Commission on Restructuring
the Internal Revenue Service, created last
year by Congress and due to submit its final
Teport at the end of June. After talking to
Kerrey and Portman, I have some idea of
‘what they want to do—and what they know
15 beyond their reach.
e Neither of them pretends to be another
Steve Forbes, who memorably promised in
’his campaign for the 1996 Republican presi-
dential pomination to kill the IRS, “drive 2
st.akethrmxg;h'nsheart.bmyitandmpeit
névér rises again” Kerrey and Portman five
in ‘the real world and recognize that both
taxes and the tax-collection agency are per-
adent facts of lfe. But they do argue—
persuasively—that the tax system can be
Ain}piiﬁedandthemafpayingm&s
made far more efficient. And that is what
they hope their report spurs Congress to do.
< The borror stories about the IRS have
bedome so widely publiczed that few can
dispute that this is 2 bureawracy i bg
trogble. Last month, the National Journal
detalled 2 sad history of how the IRS's
“ambitious plans for computer modemization
have gone awry,” a saga that reporter
Graeme Browming warned *isn't for the fis-
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cally faint of heart.” After a decade of effort
and - at least $3.4 billion of spending, the
systems are a mess; there are nine separate
databases, unconnected, and it stil takes
about 10 days for updated information in the
“master files” to show up on the computer
screens of IRS agents dealing with the public.
The April 7 issue of Time spelled out
other problems. Despite a $7 billion annual
budget and 106,000 employees, the IRS fails
to opllect an estimated $200 billion of taxes
a year—more than enough te eliminate the
current budget deficit.
+ Kerrey and Portman readily concede that
much of the problem ties not with IRS
bureaucrats but with Congress. That is why -
the mast fund al of their rec da-
tipns will call for simplification of the laws
that have spawned 9,451 pages of tax regu-
lations, Radical tax reform might have been
high on the congressional agenda this year if
Bob' Dole had been elected president, but the
Clinton administration is so deeply skeptical
of flat-tax or national sales-tax proposals that
this'kindoidwxgeismtmmewds. :
But Kerrey told me that “any tax that
costs us more to collect than it generates in
revenue ought o be dropped.” The favorite
‘example that both he and Portman cite is the
alternative minimum tax, which was sup-
posed to nall rich folks who were exploiting
multiple deductions, but which Kerrey said,
““redults in no additional tax Hability for 80

-percent of the people who go through the

effort and expense of calculating 1"
' " Expect a list of such simplification pro-
:posals from the commission soon. Also ex-
‘pect the commission to urge that the IRSbe
‘given 2 greater degree of independence
ifrom the Treasury Department, of which it
'is tow & part, with more freedom to manage
its capital spending and to hire and fire its
_staff members than is possible with the tight
_budget controls Congress now imposes and
_with the rigid personnel requirements of a
-government agency. . .
-,~*We have overwhelming evidence,” Pdfgt~
man said, “that the IRS is falling further and
further behind the standards of the private
sector in collecting and processing data. We
need to change the whole culture of the
‘agency and give it 2 sense of mission it does -
not now have,™

1 mentioned the curve that the Clinton
administration has thrown at the commis-
sion, Kerrey and Portman have included the
IRS's general counsel on their panel and
have kept senior Treasury officals fully
informed of the direction they're headed.

They were more than a bit surprised then
when Deputy Treasury Secretary Lawrence
Summers suddenly announced last month
that Treasury had its own plan for overhaul-
ing the IRS. What was not surprising was
that Treasury’s plan would keep the IRS as
part of Treasury.

There may be good substantive reasons
for doing that, but Summers’s preemptive
move loked like a classic case of turf
protection, Kerrey 2ad Portman figure the
taxpayers want more of 2 shake-up than
that—and they are nght.
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Chairman ARCHER. Thank you, Mr. Portman.

We are very pleased to have with us, also, today the Cochairman
of the Structuring Commission, Senator Robert Kerrey of Ne-
braska.

Senator, we are delighted to have you and we would be pleased
to hear you testimony; and you may proceed.

STATEMENT OF HON. J. ROBERT KERREY, A U.S. SENATOR
FROM THE STATE OF NEBRASKA; AND NATIONAL COMMIS-
SION ON RESTRUCTURING THE INTERNAL REVENUE
SERVICE

Senator KERREY. Mr. Chairman, I would ask, consistent with
Senate practices—we talk longer—so I have a very long statement
and would ask that it be made a part of the record.

Chairman ARCHER. Without objection, your entire written state-
ment will be entered into the record, and you may synopsize.
[Laughter.]

Mr. RANGEL. Reserving the right to object, Mr. Chairman, but I
will not object. I would just like to join you in welcoming my dear
friend and we look forward to your contribution to this very sen-
sitive problem.

Thank you.

Senator KERREY. Thank you very much, Mr. Chairman.

Congressman Rangel, quite correctly, this is a very sensitive sub-
ject. We began this effort as a consequence of sitting on the Appro-
priations Committee—actually, Steny Hoyer and I did—creating
this Commission in the first place as a result of GAO evaluation,
after the GAO evaluation saying that the status quo just was not
working.

The Tax Systems Modernization money was being wasted, cus-
tomer dissatisfaction was high, added to—the approval rating of
the IRS is lower than the CIA. Measured by what taxpayers are
saying, change is essential and necessary.

We started off in a very bipartisan and bicameral fashion. Con-
gressman Portman and I have worked together. We have become
friends. We have acquired a capacity to trust and work with one
another, and I hope that—as Congressman Rangel said—this will
continue to be a bipartisan effort. I mean, there is no reason for
it not to be.

This is basically Congress taking action, Congress evaluating,
Congress putting pressure on the administration; and indeed the
administration response has been quite encouraging. There have
been many changes during the process of our deliberations that
have been constructive. We just have to believe they need to go fur-
ther than they are currently willing to go.

To be clear, we heard from citizens, we heard from citizens as
taxpayers, we heard from citizens as professionals, we heard from
the employees of the Internal Revenue Service itself; and this pro-
posal has the full endorsement of the Treasury employees union.
We heard from private companies that are in the business of pro-
viding services as well, taxpayer services that in some ways are
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competitive with the IRS, we even heard from other nations who
have gone through the same sort of problems that we have and
have attempted to make, of course, corrections.

We found across the board, very poor customer satisfaction, a
waste of money and technology, a gap—breathtaking gap—between
what the IRS can do and what the private sector can do. The
Speaker in providing us our guidance did something that I thought
to be quite demonstrative of the problem, which was to hold up an
ATM card and suggest that this is what the private sector has been
doing for the last half a dozen years, trying to serve customers, try-
ing to give customers better service, and we are still in the process
of thinking about using that kind of technology; and as a result,
the customers are not happy with what they are able to do.

Tremendous complexity problems—we have heard up to $200 bil-
lion of cost attributable to complexity of the Code. We heard con-
vincing evidence that most Americans—well over 80 percent of
Americans voluntarily comply so the problem is not one of insuffi-
cient resources for law enforcement. We heard an equal apportion-
ing of blame between the executive branch and the legislative
branch—both in terms of complexity in providing resources and in-
consistent oversight. I mean, we heard fairly balanced reports from
taxpayers and from providers who are out there trying to figure out
how to make this thing work.

We have concluded that there is a need for an independent board
that will be more accountable to the people. We have compromised
with Treasury, leaving law enforcement and tax policy inside of
Treasury. That compromise was not sufficient to get their support,
but we are unwilling to go further.

We believe that you need an independent and accountable board,
and believe that the criticism of it, being corporate individuals, is
falsely placed.

Most people in the current administration in positions of respon-
sibility who came from corporations or came from businesses
should not be disqualified because you do—and indeed the Board
that we recommend has not only the Treasury Secretary on it, but
the Treasury employee union head, which I believe is important be-
cause there will be tough personnel changes that have to be made,
and I hope that that recommendation is allowed.

But the President can appoint anybody he wants that is con-
firmed by the Senate, and the President has the authority to re-
move for cause. We believe that extending the life of the Commis-
sioner was important as well. We believe we need to shift more
power to the taxpayer, and we believe we needed to make some rec-
ommendations with regard to complexity which we both did in our
report and with the legislation itself.

This is a change, Mr. Chairman and Members of this Committee,
that I think is long overdue. It is quite sensitive. It is quite dif-
ficult. Our goal should be to increase the customer satisfaction. In-
crease the number of taxpayers who say, “I still hate paying taxes,
but it has gotten a whole heck of a lot easier.”

Currently, I do not believe that the current structure of the IRS
leads me to conclude that that customer satisfaction is going to go
up to a point where I believe it is necessary in order to restore citi-
zen confidence in their government.
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So, again, I have gone beyond the red light as I promised I would
not do. I appreciate the opportunity to testify; but I wanted to rein-
force what occurred in this process. It has been very bipartisan,
right from the get-go. Congressman Portman and I; Senator Grass-
ley and I; Congressman Cardin and I have attempted to look at
this problem in an objective way and I hope that is the way it will
continue to proceed.

[The prepared statement follows:]

Nmted States Denate

WASHINGTON, DC 205102704

Testimony by Senator Bob Kerrey (D-NE)
Before the Ways and Means (' ommittee
U.S. House of Representatives
“The IRS Restructuring and Reform Act of 1997”
September 16, 1997

Mr. Chairman and members of the Committee, it is a distinct honor to testify before
you today. Let me begin by explaining why I think this legislation is so important.

There are twice as many people who pay taxes as vote. Citizens' faith that their
government can be fair and efficient is dependent on a well functioning IRS.

The core of this legislation is based on a vision for establishing a new IRS and to
eliminate the culture and climate that currently exists. A culture and climate that
assumes a taxpayer is guilty of wrongdoing no matter the reason for contact.

American taxpayers do not believe the IRS works for them. We believe, in today's
world, the job of the IRS is to operate as an efficient financial management
organization, working for the American taxpayer. We want a citizen who calls the
IRS to get a helpful voice, not a busy signal. We want it to be easy to file a tax return.
And we want the IRS to be as eager to save taxpayer dollars as it is to collect them.

1t is a myth that the bulk of the federal revenue is generated through heavy
enforcement. While the IRS must maintain a strong enforcement presence, its core
and the core of the federal revenue stream lie in a revamped, modern organization
that can assist taxpayers promptly and efficiently, track account information, and
send out clear notices.

There is a breathtaking gap between the service levels of the IRS and those of the
private sector. The IRS has a 20 percent error rate for processing paper returns and
expends an incredible amount of resources and focus to correct these errors. It
captures only 40 percent of the data from returns and is still drowning in a sea of
paper. Tt is typically 18 months before a return can be matched against 1099s. Can
you imagine your bank waiting 18 months to send you your VISA statement? They
probably wouldn't stay in business very long.

Today, T will focus on our proposals for Executive branch governance and
consolidated congressional oversight.
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Commission Recommendations

Congressman Portman has outlined the Commission's recommendations. They
were developed to address systemic problems which we identified. We found that
we in Congress often send conflicting signals to the agency. We found that Treasury
has basically left the IRS to its own devices, leaving a vacuum in the Executive
Branch oversight of the agency. And, for a number of reasons, we saw how
institutionally difficult it is for the IRS and Congress to effectively work together on
IRS strategy.

In short, at the top levels of the IRS and at Treasury there are murky lines of
accountability, a lack of necessary expertise to operate in the new information age,
and no people of authority with significant tenure to get the job done. The officials
at the Treasury Department have expertise in tax law, but do not have the expertise
in areas of customer service, technology, and management to oversee the IRS.
Worse, they are not around long enough to ensure focus on multi-year projects like
the Tax System Modernization (TSM) or changing the culture of the agency to be
more responsive to taxpayers.

Aware of these glaring problems, the Restructuring Commission began developing
ideas for a new governance structure. Our criteria for success were: (1) clear
accountability, (2) expertise in running a modern customer-oriented organization,
and (3) continuity.

To provide for accountability, expertise and continuity the legislation creates an IRS
oversight board. Members of the board will include the Treasury Secretary, Union
President, and private citizens with expertise to assist the Treasury Department in
overseeing the IRS.

At this point I would like to address directly the recent criticism of this proposal,
that part-time CEO's will take control of the IRS. This allegation is absurd. In fact,
our proposal is about getting the IRS to work for the American people -- who think
the IRS is out of control and working against them.

There is a long tradition in our country of citizens participating in their government
from citizen review boards of police departments, to independent counsels
investigating political corruption, to the Postal Service where part-time, private
sector board members have responsibilities for operations, and the postal inspection
service. To suggest that there is no place for citizens to help government run better
is to fly in the face of our democratic (small "d") traditions. Under our proposal, the
President will appoint whoever he sees as most qualified to do the job -- and they
will have to be confirmed by the Senate. The Secretary of the Treasury will probably,
in practice, make the appointments, and will sit on the board to make sure they are
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doing their job. This model of government using the expertise of citizens will
ensure that the IRS is accountable and ensure that it works for the people.

I was pleased to see a copy of the joint letter of support for our proposal sent by
former White House Chief of Staff James A. Baker and former Treasury Secretary
Nicholas Brady. Both are distinguished public servants who have a firsthand
knowledge of the IRS and its operations and a key interest in making government
work for the American people. Their letter spoke to the heart of the matter in
stating that they saw the IRS oversight board as “an effectivé mechanism to assist
the Secretary of the Treasury in IRS oversight.” That is precisely our intention -- to
create an entity that will assist the Treasury Secretary with the mammoth task of
overseeing our tax system.

Congressional Oversight

Our legislation also ensures that congressional oversight will be coordinated among
the authorizing committees, the appropriating committees, and the government
oversight committees. Our legislation codifies coordinated oversight, stating that
committee leaders, majority and minority, meet regularly to ensure that the IRS
receives clear guidance from Congress, and that Congress is given the proper
information to oversee the IRS.

With clear direction from Congress together with an oversight board, the IRS will
finally truly be accountable to the people.

The Administration has come up with their own proposal which you will hear
more about from Secretary Rubin today. They would like to create two advisory-type
boards which attempt to strengthen Treasury's governance of the IRS. The first
would consist of over a dozen political appointees from the Administration and the
second would be composed of 14 advisors with no real responsibility. While we are
encouraged by the Administrations agreeance that the IRS must change, we believe
our proposal is much more comprehensive and will provide a more thorough
guide to creating a more efficient, effective, customer service oriented IRS.

Conclusion

Mr. Chairman and Members of the Committee, Congress, the Administration

and the American people know that the status quo is no longer tolerable and

that the IRS needs fixing. $3.4 billion was wasted on a failed modernization project
for its computer systems. Its operations are antiquated and outdated, and taxpayer
(close to 90% of whom voluntarily pay their taxes) are generally, and unfairly,
treated as if they are guilty of something when they contact the IRS.

The IRS's problems are rooted in the lack of strategic vision and focus, measures
that do not encourage employees to treat taxpayers well, operational units that do
not communicate with each other, and a systemic lack of expertise and continuity in
management and governance. The Commission worked in a bipartisan, bicameral

manner to come up with a reasoned, comprehensive approach to fixing these
problems. We hope you will work with us to strengthen our legislation and
implement it into law so that the American people have the IRS they expect and
deserve.

Indeed, this legislation — if enacted -- will go a long way toward restoring taxpayer
faith not only in our tax system but in the faith that ours is a government truly “of,
by and for the people.”
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Chairman ARCHER. Senator, you actually ended quite precisely at
the moment that the red light came on. That is a great compliment
to you.

Another member of the Commission is also a respected Member
of the Committee, the gentleman from Maryland, Mr. Cardin. We
will be pleased to have your testimony.

STATEMENT OF HON. BENJAMIN L. CARDIN, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MARYLAND

Mr. CARDIN. Thank you, Mr. Chairman. Although my statement
is not as long as Senator Kerrey’s, I would ask that it be made a
part of the record.

Chairman ARCHER. Without objection, it is ordered.

Mr. CARDIN. Mr. Chairman, I wanted to concur in your com-
ments and observations concerning the public service that Con-
gressman Portman, Senator Kerrey, Senator Grassley and Con-
gressman Coyne displayed in their service on the National Com-
mission. All four served with distinction and we all should be very
proud of their record.

I would also like to compliment Congressman Hoyer for his long-
standing interest in the Internal Revenue Service and his steadfast
support of the appropriation process for a more accountable Inter-
nal Revenue Service.

Secretary Rubin has been perhaps the most active Secretary of
the Treasury in the interest of the IRS. For too many years the IRS
has been an orphan agency. Secretary Rubin has elevated the in-
terest of the agency and I applaud him for those efforts. He has
made significant change.

Secretary Rubin also understands the need for legislation and
has filed legislation before the Congress. We may differ as to the
form of that legislation, but it is important that Congress pass leg-
islation reforming the IRS.

We all share the common goal of a more efficient, better man-
aged, more taxpayer friendly IRS. Mr. Chairman, I agree with you
that that must be done in a bipartisan way. I am pleased to join
Congressman Portman as a cosponsor of the legislation. I think we
will demonstrate that we will work and need to work in a biparti-
san manner.

There are many important points or sections in the legislation
before you. There are sections that deal with simplification, there
are sections that deal with Taxpayer Bill of Rights, with electronic
filing, with congressional oversight; but I would like to spend a few
minutes dealing with the Board, since that has had by far the most
discussion and is the most controversial section in the bill.

It is clear that the legal authority of the agency rests with the
public official. The Board will provide oversight, expertise, guid-
ance and advice to the Commissioner. The legislation is clear that
it does not give to the Board authority that should rest with public
officials. The bill specifically denies the Board any authority with
respect to development and formulation of Federal tax policy and
specific law enforcement activities of the IRS, including compliance
activities. That remains with our public officials.

The Board has no authority with respect to the day-to-day oper-
ational plans of the IRS, which remains properly within the au-
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thority of the Commissioner. The Board has no authority with re-
spect to the appointment of the Chief Counsel of the IRS.

The Board has a vitally important role to play in helping the
Commissioner, in helping the agency develop its long-range plans,
and developing a game plan in order to be able to accomplish those
objectives.

Under H.R. 2292, the Secretary of the Treasury would serve on
the Board. The Board is appointed and removable by the President
of the United States. The Board will act as an advocate for the IRS.
There are many important roles it will play. Perhaps one of the
most important is to have an advocate here in Congress for the
needs of the IRS, to help us identify in a more objective way the
tools that the IRS needs in order to be able to achieve its objec-
tives; and yes, the IRS needs evaluation and accountability, and
that is also built into the Board.

I think the Board can be strengthened if the appointment of the
Commissioner remains with the President. The need for this legis-
lation is clear. How the IRS interacts with our constituents or our
taxpayers is well documented—that it needs to be improved. Its
communication with our taxpayers needs to be clear, courteous,
and the information it supplies must be correct.

In too many cases, that is not the case today. The IRS must also
be able to resolve problems of our taxpayers quickly. That in too
many cases, again, is not the case today; and it must be more effi-
cient in its collection of government revenues.

The legislation that you have before you today will move us to
achieving those goals and I hope that we will be able to move a
bill in a bipartisan manner quickly through the Committee.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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Congressman

Ben Cardin
Third District — Maryland

TESTIMONY OF THE HONORABLE BENJAMIN L. CARDIN
ON IRS GOVERNANCE
BEFORE THE WAYS AND MEANS COMMITTEE

SEPTEMBER 16, 1997

I am pleased to have this opportunity to appear before the
Committee today to testify on the crucial issue of reform of the
Internal Revenue Service. I am especially pleased to join Rep.
Portman, and Senators Kerrey and Grassley, who deserve our thanks
for the work they have done over the past year on the National
Commission on Restructuring the Internal Revenue Service.

I also want to commend my colleagues on the committee, Rep.
Rangel and Rep. Coyne, for their work on this issue. While we
have differences over the specifics of the legislation we have
each sponsored, I am confident that we share the same objectives
and will be able to work fashion legislation we can all support.

Mr. Chairman, I am pleased that the Committee will have the
opportunity today to hear from Secretary Rubin. The Secretary
has provided strong leadership in beginning the needed reforms of
the IRS. He has recognized the need for legislation in this area
to continue the overhaul of the agency. The Administration’s
proposal differs in important ways from the Portman-Cardin bill,
but we share the goal of a more efficient, better-managed, more
taxpayer-friendly IRS. I look forward to working with the
Secretary as the legislative process moves forward.

Reform of the Internal Revenue Service is important on two
levels. First, it is vitally important to put in place systems
that will change the way the IRS interacts with its customers,
the American taxpayers. Paying taxes as required by law is a
fundamental responsibility of citizens. Treating taxpayers with
professional courtesy, respect, and competence is a fundamental
responsibility of government. It is too clearly understoocd by
too many taxpayers, through personal, often painful experience,
that the government is not meeting this responsibility nearly
often enough.

Second, reform must be carried out in a way that will begin
to restore the confidence of the American people in their
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government. More Americans have contact with their government
through the Internal Revenue Service than through any other
agency. With more than one hundred million individual tax
returns filed each year, the IRS plays an indispensable rocle in
collecting the revenues needed to fund the government. This
essential government function must be carried out in a way that
gives people confidence that the government is in fact working
for them.

This bill is not about abolishing the IRS. It is about
making the IRS more responsive and efficient in assisting
taxpayers and collecting revenue.

Today we are discussing the most significant aspect of IRS
reform, governance. No institution in America is more in need of
a sign that says "Under New Management" than the IRS. H.R. 2292,
the bill I have introduced with Rep. Portman, treats the
management problems at the IRS seriously by proposing serious
reforms.

First, we would establish a new Oversight Board to bring
private sector expertise to bear on the Service’s customer
service failures. The bill creates, within the Treasury
Department, a nine-member board, appointed by the President, and
subject to removal at will by the President.

The Secretary or the Deputy Secretary of the Treasury will
serve on the board, as will a representative of the employees of
the IRS. The remaining board members will be appointed based on
their demonstrated expertise in areas the IRS most needs it --
management of large customer service organizations, information
technology, and organization development.

The Board’s members will serve staggered five year terms.
This will help establish and preserve continuity, which is sorely
lacking both in the current structure and in the proposals
advanced by the Treasury.

The major thrust of the bill is to empower the Commissioner
to run the IRS. The Board will provide oversight, expertise,
guidance and advice to the Commissioner. By giving the
Commissioner the opportunity to bring in his or her own senior
management team, the bill will give future Commissioners a
fighting chance to change course at the IRS.

The bill provides that the Commissioner, working with the
Board, will prepare a budget for the IRS, and that the
Commissioner’s budget reqguest will be sent to Congress. This
informational budget, which tracks the process used by the Social
Security Administration, will be sent to Congress by the
President along with his official budget proposal. The added
information will provide Congressional budget-writers a fuller
picture of the needs of the Service.
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By involving the Board in the budget process, this system
will create a powerful advocate for the IRS in the Congress. The
members of this Committee know the difficulty of securing
adequate funds for the administration of the IRS. The Committee
has routinely urged the Budget Committee to give the IRS the
money it needs to do its job, only to have those requests ignored
in the final funding. The Board members will bring needed
credibility and stature that will, with the reform of IRS, help
win approval of adegquate funding.

Mr. Chairman, H.R. 2292 as introduced includes one change in
the management of the IRS which I believe will not work to
strengthen the role of the Commissioner. I am speaking of the
proposal to transfer from the President to the Oversight Board
the power to appoeint the Commissioner.

I believe it is vitally important that the appointment of
the Commissioner remain with the President. I am troubled by the
constitutional issues raised by a provision to rest appointment
by the Board. Perhaps more seriously, I am convinced that the
success of IRS reform depends on strengthening the office of
Commissioner. Removing the appointment from the President, in my
judgment, will distance the Commissioner from the source of
executive branch authority, and thereby weaken the office. When
the time comes to mark up this bill, I would hope the Committee
will change that provision.

The Oversight Board created by H.R. 2292 has been criticized
for allowing a dangerous level of private:control of the IRS.
While I applaud the work of the Commission, it is important to
point out that H.R. 2292 differs significantly from the
recommendations of the Commission. Those differences are
concentrated on the role of the Oversight Board in running the
IRS.

Let me briefly outline changes in the bill regarding the
Board’s authority.

The bill specifically denies the board any authority with
respect to the development and formulation of Federal tax policy,
and specific law enforcement activities of the IRS, including
compliance activities.

The board has no authority with respect to the day-to-day
operational plans of the IRS, which remains properly within the
authority of the Commissioner. The board has no authority with
respect to the appointment of the Chief Counsel of the IRS.

Management of the more than 100,000 person workforce of the
IRS, and the collection of the revenue needed to run the federal
government, is a vital job. By strengthening the role of the
Commissioner in running the IRS, we will improve the
accountability and continuity of the management of the agency.

On a bipartisan basis, the Commission on IRS Restructuring
has made recommendations that will make it possible to improve
the service the IRS provides to the American people. H.R. 2292
continues that bipartisan process. I look forward to working
with my colleagues in the House and the Senate to enact
legislation to reform the IRS and regain the confidence of the
American people for this vital function of government.

Chairman ARCHER. Thank you, Mr. Cardin.

We also have a respected Member of the Senate, a member of the
Restructuring Commission with us today, Senator Grassley, Sen-
ator from Ohio. We are pleased to have you and—Iowa.

Senator GRASSLEY. We will take it.

Chairman ARCHER. What did you say? You will take it? [Laugh-
ter.]

Senator from Iowa.

Mr. RANGEL. Reserving the right to object, I will not object.
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Chairman ARCHER. The Chair has not asked for unanimous con-
sent. [Laughter.]

Mr. RANGEL. I just ask the Chairman to yield.

Chairman ARCHER. I will be happy to yield.

Mr. RANGEL. I just want you to know that if you have any special
fc‘oncerns about corn or anything like that, I want you to feel
Tee

[Laughter.]

Senator GRASSLEY. We would—Charlie, I know that people do
not know the background of your statement, but I will be seeing
you in the next 2 weeks on the subject of ethanol. [Laughter.]

Chairman ARCHER. Well, the Chair was hopeful that in as much
as we already have a sensitive and delicate issue before us that
there not be any other potentially controversial issues that are in-
jected

[Laughter.]

Chairman ARCHER [continuing]. Into these discussions today.

But we are pleased to have you with us, Senator Grassley, and
we will be pleased to have your testimony.

If you have got a long written statement, without objection, it
can be inserted into the record and you can verbally synopsize.

Senator GRASSLEY. OK.

STATEMENT OF HON. CHARLES GRASSLEY, U.S. SENATOR
FROM THE STATE OF IOWA; AND NATIONAL COMMISSION ON
RESTRUCTURING THE INTERNAL REVENUE SERVICE

Senator GRASSLEY. Mr. Chairman, Members of the Committee, I
thank you very much for the invitation to be here today and par-
ticularly to be here with my House and Senate cosponsors of this
very important legislation.

When it comes to the subject of our work over the last year that
is before this Committee for today on IRS governance and manage-
ment, people divide their remarks into two areas.

The first area is the matter of the new Management Board. The
second area is a kind of group into all other issues. We need to be
careful to not miss some very important points among these other
issues because we are focusing on the ever-important Board.

The matter of the Board is actually a simple issue. Is it going
to be a real board with independence, responsibility and having
teeth and power? Or is it going to be just another reshuffling of the
deck chairs down at the U.S. Treasury?

I succinctly summarized the arguments 2 months ago before the
Subcommittee on IRS Oversight by saying—and I would like to
quote myself. “Treasury officials who 2 years ago could not find the
IRS if they were standing at the corner of Eleventh and Constitu-
tion are suddenly in fits about losing some control over a part of
their budget and bureaucracy.”

The American people deserve better from the executive branch
than just a reshuffling of the chairs on the deck of the Titanic. We
are presenting real options for real change in our report in our leg-
islation.

This brings me to an important issue that has been lost among
all the other issues. That is that the silence of the President of the
United States and his constitutional responsibility over administra-
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tion—and particularly on this subject of the IRS—the Constitution
says that the Congress makes the laws and the President enforces
the laws.

The IRS, of course, is a law enforcement, executive branch agen-
cy. So where is the Chief Executive regarding his own agency; and
does he intend to enter into the reform debate? So far, we have not
heard from the President.

This should not, of course, be taken as partisan criticism, be-
cause most of the problems with the IRS predate and are still
present during the Clinton presidency. He can be so outspoken on
some other pieces of legislation; and so why has not he personally
said something about the IRS?

On another subject, the personal flexibility section of the bill, I
want to say that this is very important, because when this restruc-
turing goes through and we have new administration—new people
and a new chain of command within the IRS—we must give the
new IRS Commissioner the statutory ability to hire his or her own
team of senior managers.

The IRS has a pyramidal structure. Every few years, we replace
the Commissioner at the top, but the next higher block of persons
seem to persist and persist and persist. When private-sector execu-
tives poorly manage a private-sector company, they are taken over
by a new chief executive officer. That chief executive officer usually
culls out the remaining failed management team. We can not do
that at the IRS because of the executive service laws.

If a new, business-type IRS Commissioner is to succeed, that per-
son will need to retool, therefore, he or she will need to bring in
his or her own people. So do not overlook that very important pro-
vision of our legislation.

On the matter of the next Commissioner, first it is encouraging
to hear that the Commissioner nominee, Mr. Rosati, is not a law-
yer. He is supposed to know something about leading a large and
diverse organization. That is encouraging. Second, if he had to com-
mit to defending the status quo at the IRS in exchange for his nom-
ination, then he may have a tough row to hoe in the Senate. How-
ever, his nomination could go smoother if the President would get
on record about his personal plans to lead at the IRS.

End of my remarks.

Thank you.

[The prepared statement follows:]
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Statement of Senator Charles Grassley
Remarks before the House of Representatives Committee on Ways and Means
Executive Branch and Congressional Governance of the Internal Revenue Service
September 16, 1997

Mr. Chairman, members of the Committee, thank you for the invitation to speak here
today with my House and Senate Cosponsors. When it comes to IRS governance and
management, my colleagues mostly divide their comments into two areas. The first is the new
management board. The second is all other issues. We need to be careful to not miss some

important points among those other issues, despite the importance of the board.

The matter of the board is actually a simple concept. Will it to be a real board with real
independence, authority, and teeth? Or, will it to be another reshuffling of the deck chairs down
at the Treasury and IRS? I summarized the Treasury Department’s position two months ago
before this Committee’s Subcommittee on IRS Oversight. I said then, “Treasury officials who
two years ago couldn’t find the IRS if they were standing at 11th and Constitution are suddenly
in fits about losing some control over part of their budget and bureaucracy.” In short, they have
been out of touch with the troubles and concerns of our citizens. The American people deserve
better from the Executive Branch. I am glad that my cosponsors and I are presenting real options

for real change at the IRS.
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This brings me to another important issue that has been lost among the others. That is,
the role the President should play in our efforts to reform the IRS. And that begs the question:
‘Where is the President, as the true, constitutional leader of the IRS? The Constitution
provides that Congress makes the laws and the President enforces the laws. The IRS is a law
enforcement, Executive Branch agency. So where is the Chief Executive regarding reform of his
own agency? Does he intend to personally enter the reform debate? Or is he satisfied to sit this
one out? He certainly and traditionally gets involved with legislation. This is the same
President, after all, who recently demanded that Congress enter into a pre-certified agreement on
federal budget and tax legislation. He later insisted that Congress provide “his” full legislative

commitment on tax subsidies for education.

Where is the President on an expression of support for major and real legislative reform
of the IRS? If he remains silent on IRS reform, can we interpret that as President Clinton being

in favor of the status quo at the IRS? The people have a right to know.

The President should not take my remarks as a partisan criticism. Some of the problems
at the IRS predate him. Simply, if the President can be so outspoken about budget legislation,
which is not his Constitutional responsibility, then he should also find something to say about the
IRS, which is his Constitutional responsibility. IRS reform is much too important for the
President to use surrogates, like Secretary Rubin and Deputy Secretary Summers. The President
himself must demonstrate leadership. He needs to stand up and be heard himself. If not, he risks
being perceived as running from the problems at the IRS. That’s not the kind of leadership that

inspires confidence among the people.
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However, if the President intends to continue to hide behind Secretary Rubin and Deputy
Secretary Summers, then there is something that we can do as legislators. We can sitnply send
the President this completed reform legislation for his signature. Then, he can perform his only

true legislative role. He can make real IRS reform the law.

On a related matter, I want to say a few words about the “Personnel Flexibilities” section
of our bill. This section is so important that we need to discuss its now, even if it is not the direct

Jjurisdiction of this Committee.

To me, the most important provision, among the personnel provisions, is the statutory
ability for a new IRS Commissioner to hire his or her own team of senior managers. The IRS
has a pyramidal structure. Every few years we replace the Commissioner at the top, but the next
highest block of managers remain unchanged. What is happéning in this legislation is similar to
what happens to private sector companies when they are taken over by new management. First, a
new CEQ comes in.  That new CEQO usually culls out the remaining failed management team.
We can’t do that at IRS because of the executive service laws. If a new business-type IRS
Commissioner is to succeed, that person will need the tools to succeed. Therefore, he or she will
need to bring in his or her own people. There is no point in recruiting a new quarterback for the
IRS if we are going to keep the same problem wide receivers. A new IRS Commissioner will
need someone to throw to. I caution my colleagues to not overlook the importance of the

personnel flexibility legislation.
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On the matter of the next IRS Commissioner, I have much to say, but I will say only two
things. First, it’s encouraging to hear that the Commissioner nominee, Mr. Rosotti, is not a tax
lawyer, with all due respect to members of that noble profession. Ihave not interviewed him, but
Mr. Rosotti’s strength is supposed to be his experience in leading a large and diverse
organization, much like the IRS. Second, if he had to commit to defending the status quo at the

IRS, in exchange for his nomination, then he might have “a tough row to hoe” in the Senate.

The American people are ready for real changes and real leadership at the IRS. Congress
is stepping into the leadership void. But, ultimately, it is the place of the Chief Executive to lead

the IRS. It’s his agency. The American people look to their President to deliver.

Chairman ARCHER. Senator Grassley, thank you. The Chair com-
pliments each of you for some very cogent input to the Committee.

Mr. Portman, there seems to be a lot of common ground between
the bill that you and Congressman Cardin had cosponsored and the
Treasury’s recommendations. Could you highlight for the Commit-
tee any significant differences?

Mr. PORTMAN. I think that one of the major differences is that
the legislation we introduced is not quite as comprehensive. Sen-
ator Kerrey earlier said that the Treasury Department’s bill does
not go as far, and that is true. But also, some of the taxpayer
rights provisions, and personnel flexibilities we might have to talk
about. I do not know if there is any opposition to those; but there
are just things that need to be added to the mix in order to com-
pare the two.

The major difference, though, in terms of the subjects that each
address would be this notion of the Oversight Board. The Treasury
proposal is to have a Board composed of really midlevel bureau-
crats and political appointees that would oversee the IRS, and that
does not meet any of the criteria that I think the Treasury Depart-
ment and we agree on, which is, you have got to have vastly in-
creased expertise, you have got to have this continuity we talked
about and the accountability.

In terms of expertise, those individuals—the political ap-
pointees—do not bring the kind of information technology, cus-
tomer service expertise we are looking for. They just do not have
it.

In terms of continuity, the average length of service of the people
identified on that Board, Mr. Chairman is less than 2 years. So we
know you are not going to have the continuity.

Finally, in terms of accountability, I am not sure it is the kind
of accountability we want. In 1952, the last time we addressed this
issue, we specifically did so to take politics out of the IRS, and to
put political appointees—including members of the executive office
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of the President—into the IRS to help run the IRS, would be a
grave error. I think it not only does not solve the problems, but it
}njects a whole other problem into the IRS we want to stay away
rom.

So, that is the major difference I see between the two ap-
proaches. Otherwise there are a lot of similarities; and I think,
again, we share the same goal.

Other Members may want to comment on that.

Chairman ARCHER. Does any other Member want to comment?

Senator KERREY. Mr. Chairman and Members of the Committee,
to elaborate. First of all, we began—I began with the belief that the
IRS should be completely independent.

In an effort to gain the administration’s support, moved in their
direction, leaving significant responsibilities in Treasury—tax pol-
icy, tax enforcement—inside of Treasury; and moving the oper-
ationoaill side, with the Secretary of Treasury, on this particular
Board.

So, we have moved in their direction, but not enough to get their
support. Their recommendation is significantly different. As Con-
gressman Portman said, they are proposing to create two advisory
boards. The first one has got over a dozen political appointees to
the administration. The second, 14 advisors with no real respon-
sibility.

Now, in an effort to accommodate in a good-faith fashion, I did
consider these proposals; but as I said, I do not believe it gets us
to a point—either in terms of independence or in terms of expertise
that is needed in order to give me a level of confidence that I can
go home and say, “If this bill is passed, if these changes are made,
10 years from now, your satisfaction with the IRS is going to be
higher, the gap between the private sector and what the IRS can
do is going to close.” I just do not think that is going to happen
with their recommendation.

As you compare the two proposals, to have a Board over the IRS
and new management, you have got to remember that the key rea-
son for doing so is to have people with the proper expertise in-
volved in solving their problems.

If you look at Treasury’s proposal, they have got the same group
of lawyers and economists trying to oversee this big agency in need
of operational and technological restructuring. I just think the
question you have got to ask is, “Are these the right people to do
the job?”

Congressman Portman has talked about turnover. There is sig-
nificant turnover at the IRS. It has been a problem at the top. If
you look at—again, if you look at both the political problems that
could be involved, the politicizing of the IRS as well as the turn-
over problem, I just do not believe—and again, a good-faith effort
to evaluate the Treasury proposal, that they get to a point where
you can actually go home and say, “You have got a Board there
with both the power and the expertise to bring the kind of decision-
making necessary to improve the customer satisfaction”—those cus-
tomers out there that are trying to comply with the IRS policies.

Chairman ARCHER. Is it fair to say that the Treasury’s proposal
would maintain management within the Treasury with an outside
advisory board that really would have no power other than to rec-
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ommend? Whereas, your proposal, your Commission’s restructuring
proposal would give more quasi-independent management to an
independent board?

Senator KERREY. Yes. That is an accurate way of saying, Con-
gress still has all the oversight that we currently have. The execu-
tive branch still has the power to remove.

It is not as if it is the Postal Service, for example, which is one
of the models that we looked at. The Postal Service is very difficult
for the Congress to get at, very difficult for the President to get at.
We keep significant accountability and responsibility vested both
with the Congress and with the President in our proposed struc-
ture.

But there is, I think, a significant difference between our pro-
posal and what the Treasury is proposing to do, in terms both of
accountability and of competency to be able to make the kinds of
decisions that are necessary, as I said, to close the gap between
where we are today and where we would like to be in terms of
measured consumer satisfaction.

Mr. Chairman, I want to underscore as well, Treasury has done
a lot of good things. They brought in a Chief Information Officer
about half a year after we started our effort, they made some
changes by creating a management board. As Senator Grassley
said, they have now for the first time in several years looked at
nominating or recommending for the IRS Commissioner somebody
with real management expertise. These are all good things.

So I think we need, in trying to get a piece of legislation enacted
with the President’s signature, to acknowledge what they have
done. I just think that the recommendation that they made does
not get us as far as is necessary if we are going to, again, be able
to say to citizens that, “Ten years from now you are going to like
the IRS an awful lot better than you do today.”

Chairman ARCHER. There are many, many questions to be asked,
and I am only going to ask one last short one and then turn to my
colleague, the gentleman from New York for any questions.

The Treasury has said a number of times that your plan would
simply turn the IRS over to part-time chief executive officers. Is
that true?

Senator KERREY. No, it is absolutely not true. It is no more true
that it—the Board itself is composed of—we tried to structure the
Board so that it is composed of people who have the expertise to
make decisions.

As I said, we for the reason of acknowledging that there are
going to be very difficult personnel decisions to be made—and we
did not do it for political reasons, putting the head of Treasury em-
ployees union on there. It was done. As I say, most of the Repub-
licans and Democrats on this Committee feel this is one that could
become politicized.

We did it because this is one of the recommendations that the
Australian ministers that went through a very similar kind of re-
structuring suggested. Because a lot of difficult personnel decisions
are going to have to be made. Better to have the Treasury em-
ployee union inside making those kind of decisions than outside ob-
jecting to them.
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As T said, the Secretary of the Treasury is on there. We tried to
structure this thing so we would have the expertise on there. If the
objection is full versus part time, I am perfectly willing to acknowl-
edge that maybe they all ought to be full time.

We did not believe that was necessary, but we should not dis-
qualify, it seems to me, from serving your country people from cor-
porate life or private-sector life who are only needed for part-time
service by implying that somehow they are not going to be able to
operate without a conflict of interest.

We have lots of good and able people who come into public serv-
ice, who serve on all kinds of commissions and serve part time; and
I do not think it serves the interest of advancing the cause of this
nation to suggest that somehow they are going to be conflicted in
the decisions they are going to be making.

Chairman ARCHER. Thank you.

Mr. Rangel.

Mr. RANGEL. Senator, I think the last question that the Chair-
man asked is where the debate is going to be. Every one is in ac-
cord that in order for the IRS to have any credibility, it has to im-
prove its accountability and to insure that taxpayers have con-
fidence in the system.

The question is whether or not executive types from the private
sector, with all good intentions, can come in once a month—and
even though you say that they will not be able to set policy, they
will be able to hire and fire the Commissioner.

It just seems to me that what this Congress is all about is that
we have the diversity of representing all kinds of people. Your
Board seems to represent the executive type. I am not saying it is
a conflict of interest, but you think based on your experiences. If
we are talking about millions of taxpayers having a handful of peo-
ple who have no accountability to the Congress, except being able
to confirm them, I just do not know what assurances I will have.

Conflict of interest does not mean that someone intends to break
the law. It means they can not help themselves in thinking the way
they do. In this bill, you allow the President to select the Chief
Counsel to the Commissioner that is appointed by the Board. It
seems like that is a conflict of interest between the President and
your governing board.

The whole idea that private-sector people could be involved in
law enforcement by having a Commissioner that has to be involved
in all of these things frightens a lot of us. How we handle this, I
would think, is for those people who are trying to work toward get-
ting a bipartisan bill, if they would concentrate on the agreement
that has already been made by Treasury, even to the point of try-
ing to strengthen it.

I think when we get to this one point, as to whom are these peo-
ple accountable, and what confidence will the American taxpayer
have in having this person in charge rather than the Secretary of
the Treasury. I know that the Commission studied this and they
probably came out with a whole lot of business decision.

But what we have to do, as I said earlier, is to make certain
whatever we do, that the American people have confidence in what
we have done, and there are very, very strong feelings—and I do
not think it is partisan, it is just different feelings as to who directs
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the tax collection for the people of the United States of America
and who sets the rules, as to what the policy is, as to who gets in-
dicted, who does not get indicted, what group of people should we
concentrate on, where the emphasis should be, and what is more
effective.

You tell me who is calling the shots and what a guy like Charlie
Rangel has to do in talking about it. But if you take this just be-
cause they are good and decent people and we should trust them
because they are experts in management, you are implying that in
all of the U.S. Government, we just do not have the people who
have these type of skills to make our IRS more effective.

Mr. Portman and Mr. Cardin still do not have any accord here
on that issue. So I could agree with all of you and we could walk
away. But until that issue is resolved—and that is the button that
causes the problems that may appear to be political; but, I am cer-
tain the U.S. Chamber of Commerce would approve of what you are
doing, but I am not sure that the taxpayer-rights people would ap-
prove of what you are doing as it relates to this private-sector
board.

Senator KERREY. Congressman, I am sure you have made propos-
als in the past, and then you have heard it described by somebody
else and you say, “My gosh, are they describing the same thing
that I wrote and put out?

Mr. RANGEL. Where was I wrong?

Senator KERREY. Let me go down. Nowhere in this bill is the
word chief executive officer mentioned.

Mr. RANGEL. Oh, I know that.

Senator KERREY. Congressman, I mean, let me finish.

Mr. RANGEL. You described who the people would be and the
head honcho will not be coming

Senator KERREY. No, sir. No, sir, it is not. The critics of the bill
have used the word chief executive officer. They have implied
that

Mr. RANGEL. Why not describe the pool of people who will be eli-
gible to be appointed?

Senator KERREY. We put the head of the Treasury employees
union on. You could certainly assert there that that is not an
American corporate leader. Yes?

Mr. RANGEL. Well, I would——

Senator KERREY. That is one out of nine. We certainly assert that
the Treasury Secretary is not.

Mr. RANGEL. Senator, if you have already written him in, I would
like to believe that he would support it. I mean, he is not selected.
You have written him in. If you write me in, I will be with the bill,
too. [Laughter.]

Senator KERREY. Congressman, what I am trying to do, with
great respect to your legislative ability and great respect for you
personally is just to suggest that we have to debate the facts of the
bill.

Nowhere in this bill does it say, “chief executive officer.” If you
want to talk—I am willing

Mr. RANGEL. Strike out the union person and just describe for
me, Senator, what would be the attributes——
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Senator KERREY. Look at the bill language. The bill says that we
want some one with management of large service organizations,
somebody with experience. I mean, that could be a nonprofit, some-
body with experience in customer service, somebody with experi-
ence of compliance, somebody with experience in information tech-
nology, somebody with experience in organizational development,
somebody with experience in dealing with needs and concerns of
taxpayers.

In other words, we are dealing—what we were trying to do was
write in general requirements so as not to tie the hands of the
President in making appointments, but still coming up with a
board that has expertise.

I am just saying that what critics have done is falsely describe
this proposal as being one that suggests they all have to be chief
executive officers. Nowhere in the bill does it say, “chief executive
officer.”

So, I am willing to argue, I am willing to debate, I am willing
to negotiate with anybody that wants to make specific changes in
recommendations for changes in this bill. But when they start off
by saying, “I want to have chief executive officers take over the
IRS,” or some have gone on to say that “chief executive officers will
be setting tax policy,” the language specifically says that this Board
cannot do tax policy, it cannot do law enforcement, it cannot have
access to tax return information—those things are specifically pro-
hibited in the bill.

So, I am willing to negotiate in good faith with anybody who has
got an objection to the specific language; but, if they misrepresent
what is in the bill, it is difficult to reach

Mr. RANGEL. Let me withdraw the term, “chief executive officer”
Senator, and just describe it as a private-sector person. Then,
maybe at another time we can discuss the debate. But the title
chief executive officer does not bother me nearly as much as it does
you. It is someone that I do not believe that we have accountability
g(l)lm’ meeting once a month, to do the things that are stated in the

ill.

Mr. PORTMAN. Charlie, you are going to have to go a little bit
broader than that because it just says, “From private life.” If you
look at the criteria, it would not preclude somebody, let us say,
from a state taxing authority, somebody who happened to be work-
ing for a university, somebody who was with a taxpayer rights
group, somebody from a think tank, somebody who was retired and
maybe at one time was in the business community.

I actually have a list of two seven-person slates. I have not
talked to the people about it, they are just people who have the cri-
teria we are talking about. Not one is a chief executive officer. I
am going to present that to Mr. Rubin later today for his consider-
ation.

But it is not even as narrow as you have now described it. It has
to be from the private sector. You do need these skills sets, though.
If you do not bring these skill sets into the IRS, we are not going
to solve the problem.

Mr. CRANE [presiding]. I would simply remind our colleagues
here that the light applies to us as well as to our witnesses.
[Laughter.]
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I am trying to keep your interrogations within the timeframe of
5 minutes.

Now in a written statement submitted for the record, the Na-
tional Association of Enrolled Agents and the National Association
for the Self-Employed strongly endorsed the Oversight Board con-
cept, but suggested that the Board should include representatives
from both the small business sector and tax practitioner commu-
nities.

I would like to throw it open to the panel to get your insights
on those proposals.

Mr. CARDIN. The Board is not configured so that every interest
is going to be represented on the Board. It is configured to bring
to the IRS the expertise it needs in developing its long-range strat-
egy and to evaluate its performance. It is also a small board. We
would like to keep it that way so it can do its work efficiently.

So I appreciate the concerns that different groups would like to
see, make sure that there is adequate representation on board, but
we would encourage keeping the Board at its current size, and that
the talents that are needed on this Board are more functional tal-
ents than representing one of the interests that might be dealing
with the IRS.

Mr. CRANE. Any others want to comment on that?

One of the ones in that proposal that struck me as significant
was the tax practitioner communities. You do not think that is a
constituency that could serve a very good purpose?

Mr. CARDIN. Well, I think the IRS needs to be responsive to all
of the entities that it interacts with, the most important being the
taxpayer himself or herself. But to start to say that we are going
to give a seat on this Board to one interest that happens to deal
with the IRS, I think would be a mistake

Mr. PORTMAN.

Phil, could I follow up on that?

I agree with what Ben Cardin has said. I think it would be a real
mistake for us to reserve certain seats on the Board for certain in-
terests, whether they are tax practitioners, small business or other.

We avoided that temptation here by setting out these skill sets,
and then giving the President the ability—and incidentally, this
President would choose all seven of these members. Because then
the staggered terms would begin. But give the President the ability
to find the people who meet these criteria.

With regard to your specific question on tax practitioners, we
have got to remember what the challenge here is. It really is not
so much something that a tax lawyer or even an enrolled agent
would have expertise in, although that is helpful; and you do want
to hear from those people. We do set up means by which those peo-
ple can communicate their concerns through advisory committees.

But it really is, making the train run on time; the phones work,
the computers work, providing people with the status of their ac-
count. Again, this information technology and service revolution
that has swept the private sector that the IRS has been left behind
on. That is where we really need the expertise, and that is why we
spelled out these particular skill sets.

It does say as one of these skill sets, “The needs and concerns
of the taxpayer,” and there you might want to have a representa-
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tive either from the practitioner community or the taxpayer rights
community.

Mr. CRANE. Well, the light has not gone on, but I know Charlie
ate into my time significantly; so I now will yield to Mr. Thomas.
[Laughter.]

Mr. THOMAS. I thank the Chairman for yielding.

First of all I want to thank all of you. Senator, I do not—Senator
Kerrey, specifically, but Senator Grassley, you have been involved
as well. I do not know how you folks get yourselves into this. You
have been on other commissions. This one, I have a hunch, is going
to be more successful than some of the others.

In fact, if you look at the administration’s proposed legislation,
you have already won, in terms of their willingness now to make
a fairly fundamental change.

I want to underscore what everyone else will say, or if they do
not say it explicitly, they certainly mean it. This is certainly not
an attack on this administration. The fundamental problems of the
IRS are there regardless of who the President is and what the
President’s party affiliation is. It has gone on for a long time. The
problem is truly bipartisan and what we are looking for is a bipar-
tisan solution.

I guess the crux for me, since in so many ways, the administra-
tion’s proposal now duplicates the proposals of the Commission, is
my understanding that there was a clear two-way line of commu-
nication and what you folks developed as good policy they picked
up in their bill—and there is nothing wrong with that.

But my question is, is there enough change in the administration
proposal, and will those changes, once instituted, last? That is
where I think the Commission proposal that you are advocating
has a better chance.

Just as an aside—the Secretary is not here yet, but when he ar-
rives and delivers his testimony, on page 3 of his testimony he indi-
cates that they have a nominee for a Commissioner. In his testi-
mony he chooses to describe the nominee this way, and I quote:
“Our nominee for Commissioner—a chief executive officer, or CEO
of a large private-sector organization, with extensive experience in
systems modernization and other technology issues—is a symbol of
our commitment to continuing the process of change.”

So I guess they are looking for a Commissioner that fits the criti-
cisms of the Board that has been indicated, but quite honestly, all
of us agree we are looking for professional people, not necessarily
a chief executive officer.

One of the quotes of the Secretary that concerns me quite a bit
appeared in the New York Times in which the Secretary said, “I
do not think that in this debate about governance in the IRS there
are”—“I do think that in this debate about governance in the IRS
there are others who have other agendas,” Mr. Rubin said, without
naming anyone. “I think clearly there is a desire on the part of
some to undermine our progressive taxation system and replace it
with a different system of taxation, and that one approach to trying
to do that is to attack the Internal Revenue Service,” he said.

I think attacking the Internal Revenue Service is too easy. That
is not hard to do. The question is, what do you offer to fix it? It
seems to me that if someone wanted to undermine the current sys-
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tem, you would be pushing for the status quo, not a fundamental
reform such as this.

So I want to, once again, visit what I think will be the key debat-
ing point. That is, if we are going to try to fix the IRS through the
Commission’s proposal or through the administration’s proposal,
which one fixes it more fundamentally and more permanently?

The key to me is looking at the package as a whole, not just the
debate about the Board and its independence in appointing the
Commissioner—not just the kind of Commissioner for a fixed, 5-
year term; but also the ability to utilize the new structure for em-
ployees—both in payment and reward that you have initiated.

So when we look at the criticism, the first thing I would ask my
colleagues to do is to read the legislation and not listen to the rep-
resentations of the legislation, from a permanent and a fundamen-
tal point of view.

Could you check off the one, two or three points—once again, be-
cause I think repetition on this has to be critical. What is it about
the Commission’s proposal that more fundamentally and more per-
manently fixes the IRS?

Senator KERREY. Well, first of all, I need to beg the Committee’s
indulgence and apologies. I have to go to another presentation. So,
after I answer briefly, I have got to take my leave. Again, I appre-
ciate the chance to testify and look forward to working with all
Members as we try to enact a piece of legislation.

I do think, Congressman, when you get right to it—I mean—the
question is, which one more closely permanently fixes the problem?
I have got to say I would even go further than we have gone with
independence.

When I started off—and actually ended—believing that the IRS
should be significantly independent. Congress still needs oversight.
I do not want it as independent as the Postal Service. I still want
it to have significant accountability. Indeed, one of the problems we
have right now with the IRS is that it is not terribly accountable
to us.

I mean, all of us know, if you have a citizen problem—a citizen
has a problem with the IRS, it is difficult to intervene, and it is
difficult to approach and try to get satisfaction without being ac-
cused yourself of doing something that is going to personally bene-
fit a friend or a constituent.

The independence actually provides the taxpayer with signifi-
cantly more accountability and freedom. Secretary Rubin is talking
about people with another agenda—it is true, by the way, that hav-
ing an independent Commissioner is going to result in times in the
Commissioner saying, “You know, Mr. President, that is a terrific
proposal you made on taxes, but here is what it is going to cost the
taxpayers to comply.”

If it costs $200 billion or $100 billion for taxpayers to comply—
we are all talking about the need for simplification—very often our
proposal is the very proposal that makes it more complicated. This
Commissioner will have the same kind of independence that we
now have with the Social Security Administration. That adminis-
trator now should come to Congress and say, “Here is the problem.
Here is what is going to happen if we do not take action,” regard-



51

less of whether or not it is going to embarrass the President or em-
barrass Members of Congress.

It is that kind of independence that provides much more account-
ability. We tried to provide a balance, in short. I think the adminis-
tration’s proposal does not come close to the kind of independence
necessary to achieve the necessary accountability with the cus-
tomer—with the taxpayer.

That really is the goal. That is the thing that all of us need to
keep in mind here. How do we get that taxpayer to say, “This is
better. It has gotten easier to comply.” Eighty-five percent of the
people out there voluntarily comply. They do not need cops. They
do not need enforcement. They just need to know the information.
It is the largest bill that most taxpayers have, the largest bill they
pay. It is vital that they know what that number is so they can do
financial planning.

If half of their calls do not get answered and 25 percent of those
that are answered are wrong, they cannot rely on the agency in its
current form.

So what we have tried to do is create independence with our
Board, that achieves accountability without surrendering Congress’
ability to approve budgets, without surrendering the President’s
ability to be able to appoint and to make sure it gets people on that
Board with expertise.

But imagine—this is one of the last things I am going to say—
if any of us were Secretary of the Treasury. Just imagine if you
were Treasury Secretary Thomas, or Treasury Secretary Kerrey, all
of the things you have got to do, including in the current arrange-
ment, managing an organization with 100,000 people, and the Se-
cret Service, and the Bureau of Alcohol, Tobacco and Firearms, and
Customs and half a dozen other independent agencies.

Mr. THOMAS. Senator, the administration proposes to help the
Secretary of the Treasury by moving people from the Vice Presi-
dent’s office and the Office of Management and the Budget to assist
in this independent evaluation.

Senator KERREY. That, on its face I would say, Congressman, is
a mistake. It would politicize the IRS. It may sound good, but I
would just very respectfully suggest that—independent of whether
or not a more loose board with less responsibility is going to work,
putting anybody on there from the Vice President’s Office or OMB
would politicize the IRS and take us in precisely the wrong direc-
tion.

Mr. THOMAS. Thank you.

Senator KERREY. I thank the Committee’s indulgence and this
opportunity to testify.

Mr. CRANE. Well, we thank you for your appearance here today,
Senator Kerrey, and understand.

Our next interrogator is Mr. Coyne.

Mr. CoyNE. Thank you, Mr. Chairman.

I would just like to ask all the panelists, in as much as H.R. 2292
contains the requirement that the Oversight Board hire the Com-
missioner, I presume that you do not agree with the proposition by
Congressman Cardin that the bill would be improved by not having
the Oversight Board hire the Commissioner.
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Mr. PORTMAN. This is a point where I think there can be an hon-
est discussion of various alternatives. My own view is that it is bet-
ter to have the Board hire and fire the Commissioner simply be-
cause that then creates the kind of accountability that we are look-
ing for with the Board.

If the President were to be in the position of appointing the Com-
missioner, perhaps the Board could have a role in that, as we do
in many other agencies where an entity like this Board might rec-
ommend a slate of candidates, maybe two or three candidates.

Maybe on the other end—which is the removal power—to also be
in a position to recommend to the President removal, when that is
appropriate.

What you have in this Board—as you know, Mr. Coyne, is the
Board’s function of evaluating the performance of the Commis-
sioner. Again, accountability of holding the Commissioner’s feet to
the fire.

If you take away too much of that, including taking away the en-
tire ability to affect that person’s hiring or firing, then I think you
really have lost something. You have lost a good deal of authority
with the Board. I think there may be some room for discussion
there.

I personally believe that the stronger approach that will really
bring the kind of change we are looking for at the IRS would be
to maintain that authority at the Board level.

Senator GRASSLEY. I agree with Congressman Portman only I
would back it up with testimony we had before our Committee over
a period of 1 year from employees and former employees, people
who have had good experiences, and people who have had bad ex-
periences in dealing with the IRS. The common theme of criticism
that we heard is that a major problem at IRS is inbreeding and
being an insular-type organization.

It seems to me that to overcome that, it is very important that
we have the Board appoint the manager, and more importantly
than even just doing that, is his ability to bring in a whole team
of managers to make sure that whatever changes at the highest
level that need to be made are actually carried out and not do what
we have been doing, by always having somebody who had to be a
tax attorney as a qualification—written or unwritten—to be Com-
missioner of IRS.

A person who was there because they were noted more for their
understanding of tax law than they were for administration—par-
ticularly with their subordinates being people in middle manage-
ment who have been around for a long time, just build upon the
insularity that is the basic problem we are trying to deal with here.

Then in addition to management of that, there is another very
important principle that we put into this. That is to make sure that
freedom of information requests are responded to immediately; and
also, to make sure that the abuse of the privacy laws that had been
used to protect this insularity are modified, particularly in the case
of the freedom of information, so that the things that police govern-
ment, generally, police the IRS to be a responsible agency, includ-
ing people in the media that are involved in freedom of informa-
tion.
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The mere fact that the historian resigns because documents are
being destroyed and there is no effort to archive still seems to us
to be evidence of—not necessarily covering up, because there might
not be a specific thing that is going to be covered up, but when you
make access to this information either impossible or very difficult,
it protects the inbreeding and insular attitude that we have; and
it is that attitude that we need to modify.

Mr. CARrDIN. Bill, the key here is the balance on the Board so
that the Board has enough impact and influence on the decision-
making at the IRS that you can attract the right people to serve
on the Board, to invest their time in helping the IRS develop its
game plan, and holding its management accountable to achieve
those results.

I think it is enhanced by the Commissioner being a Presidential
appointment. I think you actually enhance the ability of the Board
to do its work.

As Rob pointed out, there is some honest difference of view here.
I do not think you attract better people to the Board because they
can nominate the Commissioner. To the contrary, I think the peo-
ple who serve on this Board will be willing to serve on this Board
because they are interested in helping work with the IRS in devel-
oping a mission and accomplishing that mission in a more effective
way.

So I think you actually improve the Board by keeping the Com-
missioner as a Presidential appointment; and I think it is some-
what awkward to have some of these people appointed by the
President, but yet the Commissioner will be the chief person re-
sponsible for carrying out the policies and will not be appointed by
the President. I think it strengthens the bill to have the Commis-
sioner appointed by the President.

Mr. CoYNE. Thank you.

Mr. CRANE. Mr. Shaw.

Mr. SHAW. Thank you, Mr. Chairman. I am going to try to set
a trend here and be brief. [Laughter.]

The document before us provides that “The overall governance of
the IRS will be provided by a Board which will oversee the Internal
Revenue Service in the administration, management, conduction,
direction, supervision execution, and application of the Internal
Revenue laws, but would have no responsibility or authority with
respect to the development and formulation of Federal tax policy
relating to existing or proposed Internal Revenue laws or specific
law enforcement activities of the Internal Revenue Service, includ-
ing compliance activities such as criminal investigations, examina-
tions and collection activities.”

How do you propose to separate them with regard to criminal
prosecution and development of regulations? I throw that out to
whoever might care to take that on.

Mr. Portman.

Mr. PORTMAN. First, I want to thank you, Mr. Shaw, for reading
the legislation. [Laughter.]

That is very helpful. Honestly, it has been misrepresented, as we
said earlier, on a number of points. This is one that is very impor-
tant and needs to be clarified.
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Fred Goldberg, former Commissioner of the IRS, former Assist-
ant Secretary for Tax Policy and former Chief Counsel was on this
Commission. We also conferred with former Commissioners. We
also conferred with people on the Treasury side at the Secretarial
level, also Deputy Secretary and Assistant Secretary level on this
very issue: Can the two be separated?

The answer is, yes. In fact, they are separated now.

With regard to the regulatory side and the enforcement side that
you just mentioned at the end, and tax policy, those continue to be
Treasury functions. Those are not functions right now that are
handled by the IRS, nor should they be.

One of the concerns about total independence is that there is a
certain amount of synergy between tax policy, in particular, and
tax administration; and you probably want to retain that. That is
one reason the Commission in the end did not recommend the
model of the Post Office, as Bob Kerrey said, of total independence.

There are some reasons to keep these two areas involved with
one another in a close way as they are now, but you can accomplish
what that legislation states, for the most part, because it is already
done that way.

The IRS does not get involved. The General Counsel at the
Treasury Department is responsible, as you know, for drafting
those regulations. The Assistant Secretary for Tax Policy, Treas-
ury, is responsible for tax policy. We believe it should stay that
way.

The one benefit, I think, you get from this in terms of your very
question is, you do have a more independent view from the IRS
from the point of view of tax administration on tax policy. That has
been one of my frustrations on this Committee and I know one of
yours and others, is that we do not often hear directly from the
IRS, as an example, on how a tax credit for education might work,
or how the EITC might work.

In this case, I think because of not only separating it the way
we did, but also because we provided on the congressional side for
the IRS to be at the table, giving us their input, we will get better
information, unvarnished, from the IRS about how you actually
would administer some of these great sounding tax policy ideas.

Mr. CARDIN. On the compliance issues and on the specific law en-
forcement, there are very strict laws today about who has authority
in those areas. This bill specifies that the Board has no authority
in these areas.

So, without a specific grant of authority, the Board could not
have access to individual returns, and will not be able to be in-
volved in any of the specific law enforcement issues involving an
individual taxpayer.

Mr. SHAW. I appreciate your clearing that point up and yield
back the balance of my time.

Mr. CRANE. Mrs. Johnson.

Mrs. JOHNSON of Connecticut. Thank you, one of the useful and
thoughtful parts of this report—and gentlemen, I commend you all,
those who have served on the Commission, and Mr. Cardin, who
has given a lot of time and thought to reviewing the work of the
members of the Commission, and working with Mr. Portman.
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One of the thoughtful parts of this report is its analysis of con-
gressional oversight of the IRS. There have been times when the
congressional process has really worked against IRS action and
leadership, and has been of concern to me.

However, there are some significant differences between the
Treasury’s proposal on this score and the Commission’s proposal,
and I would ask that you comment on those differences.

Mr. PORTMAN. Well, thank you. I responded earlier to Mr. Ran-
gel’s question, I think—perhaps it was Chairman Archer’s—regard-
ing the differences between the Treasury proposal and our proposal
by not mentioning congressional oversight; and I should have.

The Treasury proposal, to my knowledge, does not address the
issue of congressional oversight. So the difference is, they have no
proposal there. Our proposal is actually pretty interesting. I think
the fact that you support it and other Members of leadership sup-
port it, is extremely significant and perhaps unusual. Because it re-
quires consolidation of Committees in a way that one might think
would threaten jurisdictional prerogatives.

What we say quite simply is that the IRS is not getting a clear
message from Congress. There are seven different Committees of
Congress that have some responsibility for IRS oversight, I include
in there the Appropriations Committees, of course.

Because, particularly in recent years, they have had a good deal
to do with not just IRS spending, but IRS oversight by legislating
in Appropriations bills. What we say is that all of the leadership
of all seven of these Committees would confer twice a year in hear-
ings with the IRS present. One on the strategic plan of the IRS;
and one on the budget of the IRS; and then they would issue a re-
port, together as a consolidated Committee under the auspices of
the Joint Tax Committee.

The Joint Tax Committee is bicameral, bipartisan and seems to
have the expertise that is needed to be able to staff this kind of
a—almost superconsolidation of Committees.

That is what is in our proposal. I feel very strongly that if we
do not streamline and consolidate the oversight at this end of
Pennsylvania Avenue, we will have not responsibly addressed the
existing problems. We cannot just look downtown at Treasury. We
have to also look here in our own back yard.

Mr. CARDIN. Mrs. Johnson, I remember as a new Member of this
Committee looking at the IRS functions, budgets and making cer-
tain recommendations to the Budget Committee and absolutely
having it totally ignored, that there was really no coordination at
allSamong the different Committees that had jurisdiction of the
IRS.

As Mr. Thomas pointed out, the problems of the IRS developed
over a long period of time. Part of the responsibility has been the
inability of Congress to adequately oversight the operation of the
IRS.

So I think it is right and I am pleased to see our legislation con-
fronts the issue of a more effective way that Congress can use its
energy to coordinate oversight of the IRS. I can understand the ad-
ministration not wishing to put that in its bill, the congressional
oversight; but I do hope that we will include that provision in the
final bill that is brought forward.
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Mrs. JOHNSON of Connecticut. I do want to point out that if we
fail to include the IRS at the time we are writing tax policy, we
will never straighten out our problems. If we fail to require of our-
selves the amount of change that we are asking of the executive
branch, we also will fail to make government more responsive to
the taxpayer, more efficient and effective.

We talk a lot about it, but this portion of your report is ex-
tremely important. I am proud to say that the Chairmen of the
three Committees, this year, have been meeting to talk about some
demonstration projects and pilot projects that we asked the IRS to
do in order to avoid the three Committees interpreting the work
differently, so on and so forth.

But, it is extremely important that we begin to work as a body
on oversight of the IRS at the same level of discipline and coordina-
tion—on the part of the Congress—as we are asking the executive
branch, in terms of both the bureaucracy and the private sector.
This is a new era we are moving into and we have to drag our-
selves forward as well as them forward.

Thank you.

Mr. CRANE. Mr. Levin.

Mr. LEVIN. Thank you, Mr. Chairman.

Clearly there has to be some changes. I think everybody agrees
with that. The Commission has helped to spotlight some of the
needed changes. There are urgent needs for improvement in man-
agement.

Let me, though, try to zero in on what are the differences, be-
cause I think where we are agreeing, we will legislate. It is where
we disagree that may be more difficult. It relates to the powers of
the Board. I think Chairman Archer described it somewhat well, it
is the question of whether there would be an advisory capacity, or
also a quasi-management authority in any board or commission.

Senator Grassley, you said in your testimony, “Will it be a real
Board with real independence authority and teeth?” Senator
Kerrey talked about a Board that could make difficult personnel
decisions. I think that is really the most fundamental disagree-
ment.

So, if you would, tell me the kinds of decisions that you think
this Board will be able to make? There is a disagreement as to
whether the Board would appoint the Treasury—the IRS Commis-
sioner, which is a pretty important issue. But in addition to that—
Senator Grassley, let me start with you.

What kinds of—when you say “real independence, authority and
teeth.” I tend to agree that it has to be a Board with more exper-
tise than perhaps envisioned in one of the bills, but that can be
readily fixed. So tell me what you mean by “independence, author-
ity and teeth?” Give me examples of what the Board would do.

Senator GRASSLEY. Well, this may not be specific enough for you,
but it seems to me that it is tone and direction and mission. What
we are trying to do here with the Board is something that I guess
in over 1 year—that not just in 1 day of testimony, but in testi-
mony over a long period of time, it tended to be a theme that some-
how the Internal Revenue Service was just kind of a mission onto
itself, without proper oversight from the President and the Sec-
retary of Treasury.
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We understand that the Secretary of Treasury has so many im-
portant duties—and you could list eight or nine that are very, very
important—and whether or not the IRS being within that organiza-
tion has the mission and the goals laid out adequately by an over-
seer to make sure that problems within are seen and overcome
very shortly.

Now that is a very general answer to your question, but

Mr. LEVIN. How about a few specifics in terms—Senator Kerrey,
who had to leave, talked about “difficult personnel decisions.”

Senator GRASSLEY. OK. Well, one that I mentioned already is the
fact that under the existing administrative set up, even though a
new President, elected with an overwhelming mandate—maybe
nothing to do with the IRS, but still having an overwhelming man-
date to come in and govern, appoints a new Commissioner of Inter-
nal Revenue; and that new Commissioner tends to always be a tax
attorney, with probably very good expertise in tax law, goes in to
manage an organization, but inherits because of tradition and be-
cause of law a middle management that may be inbred with the
organization to keep the real changes that the Commissioner of In-
ternal Revenue wants to get carried out. From that standpoint, it
seems to me that we do not get the changes that need to be done
as fast as we should.

Mr. LEVIN. Mr. Portman and Mr. Cardin.

That could be fixed, Senator Grassley, by—you do not need to set
up a Board to give the Commissioner more authority, vis-a-vis per-
sonnel, I do not think. I am not an expert on that system.

Senator GRASSLEY. And I cannot disagree with what you say, but
we set it up as an independent—a more independent agency with
a Board that is going to have special authority to look at that.
Since it is outside the normal stream of Cabinet Presidential rela-
tions.

Mr. CARDIN. Mr. Levin, let me just try, if I might—just quickly,
if I might.

That is, it is not so critical—the decisions that are made by the
Board. It is the Board working with the Commissioner and develop-
ing a management strategy that will correct the problems that we
all have identified with the IRS. So, if you look at the bill, you will
find that the legal authority rests primarily with the public offi-
cials, not with the Board. The Board has access to the Commis-
sioner in the development of the strategic plan and the develop-
ment of a budget necessary to carry out that strategic plan. You
have a working relationship between experts in the area—the
Board—and the Commissioner working to develop a strategy that
will correct the problems at the IRS.

Establishing evaluation techniques, so that we all can see—in-
cluding those of us who serve in Congress—as to whether the IRS
is carrying out its mission will be a tremendous assistance to Con-
gress, as well as the American people.

But the legal authority rests with the public officials. All of us
can draw from our own personal experience of serving on boards.
We know good boards, we know boards that have not functioned so
well. A good board works in tandem with the institution; and that
is how we see this happening. We think that we have given enough
access to the decisionmaking by the Board so you can attract the
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kind of talent that is necessary in order for the Board to carry out

its mission. If you are looking for legal authority to make decisions,

most of that rests with public officials.

b M1("i LEvIN. I think you have described an effective advisory
oard.

Mr. CARDIN. We could spend a lot of time on what the Board
should be called. We think it is an Oversight Board.

Mr. LEVIN. An Oversight Board.

Mr. CARDIN. Yes.

Mr. PORTMAN. Mr. Levin, I appreciate your question. Let me try
to give you some—even more specific corrections on that, that
comes right out of the legislation. It is actually pretty well spelled
out on pages 12 through 15 in the legislation, probably as well as
in many of the summaries I have seen.

I think it is very important to look at this Board, not so much
as a management board—which happens to be the name of the
Treasury Board—but as an oversight board. There is a difference
between the two. It is not an advisory board. It is not a manage-
ment board. It is an oversight board, meaning that it has certain
powers that are approval-type powers, and certain boards that are
consulting-type powers.

We have spent a lot of time on this and the way we ended up
working out that balance between approval, which as you said ear-
lier is real authority, it gives it real teeth; and on the other hand
consulting with the Commissioner was as follows: The Board actu-
ally approves the strategy.

I mentioned in my statement, not just the long-range mission of
the IRS, but the annual strategy for implementing, really, that
mission. So there is a strategic plan that has to be prepared now
by the Commissioner, has to be presented to the Board, and that
Commissioner needs to work with the Board to come up with a
plan that is approved by the Board. That, in my view, is where a
lot of the authority vests.

Second is performance measures. One of the things that we tried
to do, as I said earlier, is to push change all the way through the
system. Part of that is change in the performance measures. Not
making it as an example, but subject to the kind of incentive where
if you end up raising more money from the taxpayer, you end up
getting a better performance review. Rather, the performance
measures should be tied to taxpayer service.

The notion there being that ultimately we are trying to improve
the service to the taxpayers. That will in the end lead to better
compliance. But we need to reestablish the performance measures.
The Board will have that authority, too, to approve something the
Commissioner presents to them.

The appointment of the Commissioner, you mentioned, which is
very significant, I think. Although, I think there are other ways to
do that to give the Board some power—there is, as I mentioned
earlier, a slate of candidates—maybe some removal powers.

Finally, the budget. The budget is very interesting. Because
Treasury has argued before this Committee and the Subcommittee
and has said publicly many times that the Board is going to estab-
lish the budget for the IRS, and that that would somehow lead to
unavoidable conflicts of interest. That is not the way it works.
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It works much like Social Security, where you and I, Social Secu-
rity Subcommittee Members and the Full Committee Members get
an informational copy of what the Social Security Board thinks is
the right budget, but the budget itself—actually, once it is ap-
proved by the Board—and again, the Commissioner has every in-
centive to work with the Board. The Secretary of the Treasury is
on the Board. Then that budget goes to the Secretary. The Sec-
retary has the same veto power that the Secretary currently has.
Then it goes as part of the President’s unified budget, through
OMB, through the White House, and up to the Hill.

So the President’s request comes really from Treasury and OMB.
But at the same time, you and I will get an informational copy of
a budget that was actually approved by the Board working with
the Commissioner.

So those really are the fundamental authorities of this Board.
Where the Board does not have approval power, but has review
power, includes the management plans—kind of the day-to-day
management plans—the technology plans. We talked about that a
little today and in the last year. Many have explained the IRS has
made a lot of progress with the blueprint for a new technology
plan. But we need to have that continuity we talked about earlier
because there has been a new technology—Tax Systems Moderniza-
tion Plan—every couple of years; and it has not been followed
through on.

The reorganization plan, which would include some of the
downsizing you talked about, potentially; personnel systems and
training plans. Those would be reviewed by this Board in a formal
way; but the Board would not have to approve it. The Secretary
would be required to submit that to the Board.

So it is a balance. Your question is a very good one. In the end,
this is a board that is neither advisory nor management, but it is
in my view—I think the best way to describe it is oversight.

Mr. CrRANE. Colleagues, I would like to interrupt for a moment
here because I have learned that our colleague, Mr. Hoyer, has to
be out of here by 3, and Secretary Rubin has to be out of here by
4. So I would ask our remaining questioners if you would be kind
enough, if it is not a major, overriding question that you have to
ask of any one of our current panelists, to hold and we will save
them either for Steny and our good friend, Mr. Coyne, or we will
save them for Secretary Rubin.

Next, though, in line of succession is Mr. McCrery.

Mr. McCRERY. Thank you, Mr. Chairman. I just have one quick
question that can get a quick answer.

Congressman Portman, did the Commission study the ap-
proaches taken in the Treasury Department’s proposal? If so, what
was the discussion around those proposals?

Mr. PORTMAN. It is a good question. Yes, the Commission did
take into account the Treasury’s proposal. The General Counsel of
the Department of Treasury was a member of the Commission. We
got a lot of input from Treasury along the way. The report actually
reflects a lot of Treasury’s input and IRS’ input, even though in the
end, Treasury opposed the final recommendations. As I said, ear-
lier, it was a 12 to 5 vote on a bipartisan basis with Treasury not
supporting it.
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What we have determined is that Treasury’s idea—which actu-
ally came relative to relating to the Commission’s, but was part of
our deliberations of having a, again, midlevel bureaucrat, political
appointee, management board, in that case, made up of 20 individ-
uals—which has actually been implemented by Executive order—
simply did not meet any of the criteria which we all seemed to
agree on, which is a needed—more expertise at the IRS to solve
their very tough problems with information technology, customer
service and so on.

There was no continuity. The average length of the people who
actually were named on that Board is less than 2 years. That is
not continuity to get the job done; and third, accountability. They
did not provide that kind of accountability. You really can never
get accountability, in our view, unless you have the first two: ex-
pﬁr{:ise and continuity. Otherwise, there really is not good account-
ability.

Finally, as I mentioned earlier, there is a real concern that the
kind of accountability you have might not be what you wanted. Be-
cause to have political appointees actually managing the IRS—be-
cause it is called a management board and I do not know exactly
how the duties are enumerated. It may not be that different from
ours. But they had political appointees and that position seemed to
us to really risk politicizing the IRS in a way that I think none of
us want to go back to.

Mr. McCRERY. Thank you.

Mr. CRANE. Our next questioner would be Mr. Neal. Do you have
any questions, Mr. Neal?

Mr. NEAL. Mr. Chairman, maybe one quick question of the panel
and I can get that done in a rapid manner.

By definition, it is my understanding that the Board would not
have any influence over tax policy?

Mr. CARDIN. That is correct. Tax policy would continue to reside
at the Department of Treasury.

Mr. NEAL. And how do you maintain that very clever distinction.

Mr. CARDIN. There is a specific provision in the bill that specifi-
cally states that.

Mr. NEAL. You would not ever see an opportunity for a conflict?

Mr. CARDIN. No, as Congressman Portman pointed out, tradition-
ally tax policy has been handled by the Secretary, Department of
Treasury. It has not been in the IRS itself. IRS administers the
laws. It has not been involved directly in tax policy.

Mr. NEAL. But would not they make

Mr. CARDIN. It would specifically prohibit this Board from being
involved.

Mr. NEAL. Would not they make recommendations then over tax
collection policy, or who to focus on, something like that?

Mr. CARDIN. No. We do not see that happening. We do not see
that as part of the mission of this Board. We think—what we are
talking about is giving direction to the agency, not dealing with ei-
ther a specific policy; or a specific enforcement issue.

Mr. CRANE. Next is Mr. Ramstad.

Mr. RAMSTAD. Mr. Chairman, I have no Earth shattering ques-
tions and will gladly defer.

Mr. CRANE. Very good. Thank you kindly.
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Mr. English.

Mr. ENGLISH. No questions, Mr. Chairman.

Mr. CRANE. Very good.

Mr. Becerra.

[No verbal response.]

Mr. CRANE. Mr. Tanner, do you have any questions?

Mr. TANNER. No.

Mr. CRANE. Well, that concludes this panel and we thank you
both for your participation and that of our departed colleagues.
With that, we will ask our colleagues, Mr. Coyne and Mr.

Chairman ARCHER [presiding]. Mr. Crane, I am going to ask,
with the permission of Mr. Coyne and Mr. Hoyer whether they
inight be willing to defer to the Secretary, who has got time prob-
ems.

Unless we can have some kind of an agreement that we would
be very succinct in questioning Mr. Hoyer and Mr. Coyne, if we
could have that agreement and that is acceptable to the Members,
then we will recognize Mr. Coyne and Mr. Hoyer. Particularly, I
am concerned about my friend Steny Hoyer having to sit around
in the Ways and Means Committee. Some of it might rub off on
you. [Laughter.]

We are pleased to have both of you and the Chair would first rec-
ognize a Member of the Committee and also a member of the Re-
structuring Commission, Mr. Coyne for his testimony. Without ob-
jection, your written statement can be put in the record in its en-
tirety.

STATEMENT OF HON. WILLIAM J. COYNE, A REPRESENTATIVE
IN CONGRESS FROM PENNSYLVANIA

Mr. CoyNE. Well, thank you, Mr. Chairman. I thank you and the
Members of the Committee for the opportunity to testify here today
on H.R. 2428.

I believe the Restructuring Commission has made an important
contribution to the debate on the role of the IRS by carefully study-
ing the problems facing the IRS and producing some very thought-
ful recommendations in the report. I want to especially commend
the Cochairs of the Commission, Senator Kerrey and Congressman
Portman, for their skillful leadership and for all of their hard work.

As you know, all of the Commission members agreed that there
is a clear need for dramatic reforms at the IRS. In fact, we agreed
on a number of reforms that should be adopted in order to improve
IRS operations and make this agency more customer friendly.

There are some issues, however, that still need to be debated be-
fore Congress enacts an IRS reform bill. H.R. 2292 and H.R. 2428
reflect two different perspectives with regard to those issues. Both
H.R. 2428 and H.R. 2292 would make IRS personnel policies on
issues like hiring and pay more flexible; and they both attempt to
provide a fix for the troubled IRS computer modernization pro-
%Iiam. Both bills would also promote increased electronic tax return

iling.

Finally, and perhaps most important, both bills attempt to in-
crease oversight of the IRS and to provide the agency with the ex-
pertise and leadership it needs to carry out its mission fairly, effi-
ciently and courteously.
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There is, however, one major difference between H.R. 2292 and
H.R. 2428. H.R. 2292 would turn control of the IRS over to a board
of directors composed primarily of private citizens, which would se-
lect and appoint the Commissioner. Under H.R. 2428 the Commis-
sioner would be appointed by the President and confirmed by the
U.S. Senate.

Under H.R. 2292, the Board would review and approve the IRS
budget and it would review and approve the strategic plan of the
IRS. Consequently, in my opinion, H.R. 2292 would make the IRS
less accountable to the American public than it currently is.

The Federal Government has and will continue to have a number
of substantial obligations: national defense, law enforcement, sci-
entific research, investment in infrastructure and maintaining safe-
ty net programs like Medicare and Medicaid.

As long as it continues to have such obligations, it will need to
collect the revenues necessary to meet them; and it will need an
agency that collects taxes fairly and efficiently.

The question before us today in considering these two proposals
is whether that agency, the IRS, will be accountable to the Amer-
ican people. Both of these bills will make the IRS more efficient
and more taxpayer friendly, but I believe that H.R. 2428 would
make the agency more responsive to the American people than
H.R. 2292. H.R. 2292 creates a layer of unelected appointees be-
tween the IRS and the taxpayer public.

While those appointees might provide the IRS with much needed
technical knowledge and managerial experience, they could also
serve to insulate and alienate the IRS from the taxpayers and our
elected representatives. I see no compelling need to sacrifice ac-
countability to the American people in order to provide the IRS
with the benefits of outside technical expertise and private-sector
management experience.

Gerald Seib of the Wall Street Journal, addressing the idea of an
outside board to oversee management at the IRS, states that, “The
idea would erode accountability, which is key to integrity in gov-
ernment.” He concludes by saying that, “Attacking the IRS’ inepti-
tude should not require undermining government integrity.”

Would the taxpayers feel better knowing that executives from
around the country, rather than the officials they elected, are in
charge of the IRS? I think not. Would there be concerns about con-
flicts of interest with a board of directors who serve the public part
time while keeping their lucrative private-sector jobs? I suspect
that there would be, and legitimately so. Would part-time board
members be able to dedicate the time and energy necessary to exer-
cise effective oversight of the IRS? I do not think they would.

Mr. Chairman, there is a better way to address this problem.
H.R. 2428 would codify actions already taken by Treasury and the
IRS to set up an IRS Management Board composed of high ranking
Federal officials and an IRS Advisory Board composed of experts
from the private sector.

This approach would allow the IRS to benefit from private-sector
knowledge and experience without sacrificing accountability. In
most of the other provisions, H.R. 2428 is very similar to H.R.
2292. Consequently, I urge my Ways and Means colleagues to sup-
port H.R. 2428.
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I know that it is fashionable in some quarters to bash the IRS.
In fact, the Wall Street Journal reports that a Member of the other
body actually sent out a letter soliciting funds in which he stated
that, “With your immediate help today we can virtually abolish the
IRS as you know it.”

Of course, I know that is not the intent of anyone here today on
this Committee, or anyone who will testify here today. I only raise
this issue to say that we on this Committee know what we are up
against on this issue. I hope that Congress and the administration
will work together with the taxpayers’ interest foremost in our
minds to reform the IRS in a manner that promotes efficiency, eq-
uity and accountability.

I thank you once again for the opportunity to testify before the
Committee.

[The prepared statement follows:]
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Statement of
The Honorable William J. Coyne
Ways and Means Committee
Hearing on IRS Restructuring Legislation
September 16, 1997

Mr. Chairman, I want to thank you for allowing me to testify in support of H.R. 2428.

I believe that the Restructuring Commission has made an important contribution to the
debate on the role of the IRS by carefully studying the problems facing the IRS and producing
some very thoughtfitl recommendations. I want to especially commend the co-chairs of the
commission, Senator Bob Kerrey and Congressman Rob Portman, for their skillful leadership,
and for all of their hard work. As you know, all of the commission members agreed that there is
a clear need for dramatic reform of the IRS. And, in fact, we agreed on a number of reforms that
should be adopted in order to improve IRS operations and make this agency more “customer-
friendly.” There are some issues, however, that still need to be debated before Congress enacts
an IRS reform bill -- and H.R. 2292 and H.R. 2428 reflect two different perspectives with regard
to those issues.

Both H.R. 2428 and H.R. 2292 would make IRS personnel policies on issues like hiring
and pay more flexible, and they both attempt to provide a fix for the troubled IRS computer
modernization program. Both bills would also promote increased electronic tax return filing.
Finally, and perhaps most importantly, both bills attempt to increase oversight of the IRS, and to
provide the agency with the expertise and leadership it needs to carry out its mission fairly,
efficiently, and courteously.

There is, however, one major difference between H.R. 2292 and H.R. 2428. H.R. 2292
would turn control of the IRS over to a board of directors composed primarily of private citizens,
which would select and appoint the commissioner. Under H.R. 2428, the commissioner would
be appointed by the President and confirmed by the Senate. Under H.R. 2292, the board would
review and approve the IRS budget, and it would review and approve the strategic plan of the
IRS. Consequently, in my opinion, H.R. 2292 would make the IRS less accountable to the
American public than it currently is.

The federal government has, and will continue to have, a number of substantial
obligations -- national defense, law enforcement, scientific research, investment in infrastructure,
and maintaining safety net programs like Medicare, and Medicaid. As long as it continues to
have such obligations, it will need to collect the revenues necessary to meet them -- and it will
need an agency that collects taxes fairly and efficiently. The question before us today in
considering these two proposals is whether that agency, the IRS, will also be accountable to the
people. Both of these bills would make the IRS more efficient and more taxpayer-friendly, but I
believe that H.R. 2428 would make the agency more responsive to the voters than HR. 2292.

H.R. 2292 creates a layer of unelected appointees between the IRS and the voters. While
those appointees might provide the IRS with much-needed technical knowledge and managerial
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experience, they could also serve to insulate and alienate the IRS from the taxpayers and their
elected representatives. I see no compelling need to sacrifice accountability to the voters in
order to provide the IRS with the benefits of outside technical expertise and private sector
management experience.

Gerald Seib of the Wall Street Journal, addressing the idea of an outside board to oversee
management of the TRS, states that “the idea would erode accountability which is the key to
mtegnty in government.” He concludes by saymg that “attacking the IRS’s ineptitude shouldn’t
require undermining government integrity.”

Would the taxpayers feel better knowing that corporate executives, rather than the
officials they elected, are in charge of the IRS? I think not. Would there be concerns about
conflicts of interest with a board of directors who serve the public part-time while keeping their
Iucrative private sector jobs? I suspect that there would, and legitimately so. Would part-time
board members be able to dedicate the time and energy necessary to exercise effective oversight
over the IRS? 1do not think that they would.

There is a better way to address this problem.

HL.R. 2428 would codify actions already taken by Treasury and the IRS to set up an IRS
management board, composed of high-ranking federal officials, and an IRS advisory board
composed of experts from the private sector. This approach would allow the IRS to benefit from
private sector knowledge and experience without sacrificing accountability. In most of its other
provisions, H.R. 2428 is very similar to H.R. 2292. Consequently, [ urge my Ways and Means
Committee colleagues to support H.R. 2428.

1 hope that Congress and the Administration will work together -- with the taxpayers
interests foremost in our minds -- to reform the IRS in a manner that promotes efficiency, equity,
and accountability.

Thank you once again, Mr. Chairman, for allowing me to testify before the Committee
today on this very important issue.

HH#H

Chairman ARCHER. Thank you, Congressman Coyne.

Our next witness is an individual well known to the Members of
the House, our friend Steny Hoyer.

Mr. Hoyer, we will be pleased to receive your testimony.

STATEMENT OF HON. STENY H. HOYER, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MARYLAND

Mr. HoYER. Thank you very much, Mr. Chairman, Mr. Rangel
and Members of the Committee. I want to also commend Mr.
Portman, a Member of this Committee, and Senator Kerrey, for
their work on the Commission.

The Commission has made a number of very good proposals.
They are included in H.R. 2292 and they ought to be adopted. I,
however, have joined with Mr. Rangel, Mr. Coyne, Mr. Waxman
and Mr. Matsui in introducing H.R. 2428, which includes many of
the Commission’s proposals.

The IRS has been rightly criticized in recent years for its failure
to manage its operations well, our Treasury-Postal Appropriations
Committee has been among that number. Particular focus has been
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directed to the attempt to modernize its information systems. Until
very recently, that effort had been severely criticized by the GAO.

Furthermore, Mr. Chairman, for the first time in the 15 years I
have been reviewing IRS budgets, a Secretary of the Treasury and
his Deputy are giving personal attention to IRS management
issues. It is making a difference.

However, as the Commission points out, Congress’ failure to have
consistent policies regarding funding, its frequent changes of the
Tax Code, and its attempt to micromanage, in some instances, the
IRS have all undermined the ability of IRS to manage efficiently
in the long or short term.

In fiscal 1995, we started a major compliance initiative to collect
overdue revenues. Despite the fact that it collected far more than
anticipated, Congress abruptly canceled the effort in fiscal 1996.

Congress is also the perpetrator of budget problems at the agen-
cy. In June 1996, Chairman Archer and Chairman Johnson signed
a 10-page letter detailing problems with IRS funding in the Fiscal
1997 Treasury Postal General Government Bill.

I want to congratulate both of you for your leadership and impor-
tant intervention at that time.

The attacks on the agency’s budget, while partially restored in
Congress, hurt morale and distracted management from the task
at hand. The Commission wisely recommended that, “Congress pro-
vide the IRS certainty in its operational budget in the near future,”
and further called for “greater stability in funding levels.” Our bill
addresses those concerns by calling for stable budgets and, when
appropriate, multiyear budgets.

As I noted, there are similarities in the two proposals for im-
provement. Both bills before the Committee strengthen employee
performance management systems. Both bills provide flexibility for
recruiting and managing employees. Both sets of proposals promote
electronic filing, which shows great promise for lowering cost and
speeding refunds to taxpayers. Both bills set a fixed, 5-year term
for Commissioner to enhance the stability of IRS leadership.

The central, critical and compelling difference between the two
bills is the issue of governance. This difference, Mr. Chairman, may
be a profoundly philosophical one on how best to protect and pro-
mote the public interest. I believe very strongly that the IRS, more
perhaps than any other government office, must be governed and
managed by those unconflicted by private interest and responsibil-
ities.

Donald Kettl, director of the Brookings Center for Public Man-
agement, referred to the Commission’s proposal for governance as
fundamentally flawed. He stated that it was “An unwise, unac-
countable, and probably unconstitutional transfer of public author-
ity.”

Mike McNamee of Business Week called the proposal, “One truly
bad idea.” Gerald Seib of the Wall Street Journal, who has already
been quoted, said that in this instance, the Commission’s good in-
tentions had produced a bad idea.

I am very strongly opposed to H.R. 2292’s unprecedented pro-
posal to turn day-to-day management of the IRS over to an inde-
pendent group. While there is no doubt a role for private-sector ad-
vice and expertise, what the IRS needs is more accountability, not
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less. H.R. 2292 would place management in the hands of people
who, however well meaning, are loyal and accountable to the firms
and businesses that employ them—as they should be.

While everyone has a joke, Mr. Chairman, about a tax collector,
the vast majority of Americans believe that the IRS will protect the
confidentiality of their private information and enforce laws evenly
and fairly. Directors tied to private interests could easily under-
mine public confidence in the agency and dramatically decrease
what Senator Kerrey and others have referred to as a very high,
voluntary compliance.

I know that Secretary Rubin will review in far greater detail the
serious problems that he sees with H.R. 2292. I hope, Mr. Chair-
man, that Members of this Committee will recognize that H.R.
2428 meets the spirit of the Restructuring Commission without the
fatal flaws of delegating a central and sensitive responsibility to a
private-sector board.

I want to close by noting that far too often critics of the Tax Code
go after the employees of the Internal Revenue Service. Federal
employees are easy targets for those who dislike the laws we pass
here in Congress. Nowhere is it more apparent than the IRS, and
it should stop.

The reality is quite different. The Commission’s final report said
that interviews with IRS employees gave “an overall impression of
competent, hardworking people who want to deliver a high quality
product to the American taxpayer.”

Therefore, instead of denigrating these civil servants, we should
provide adequate training and reward those employees who are
giving a 110 percent effort. I want to congratulate Mr. Portman for
the Commission’s attention to that issue.

There are a lot of dedicated men and women in the agency who
are working hard to ensure that our voluntary tax compliance re-
mains the highest in the world. By adopting H.R. 2428, Congress
can ensure that we enter the 21st century with an IRS that is
customer-friendly, technologically advanced, and governed “by the
people, for the people.”

Mr. Chairman, I want to again reiterate how much I have en-
joyed working with you and your staff, and Mrs. Johnson and her
staff from the Treasury Postal Committee Appropriation’s stand-
point, to have an IRS that is more taxpayer friendly, is more effi-
cient and spends collection dollars as efficiently as possible.

I thank you, Mr. Chairman, for your time.

[The prepared statement follows:]
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TESTIMONY OF THE HONORABLE STENY H. HOYERV
ON PROPOSALS TO IMPROVE OPERATIONS OF
THE INTERNAL REVENUE SERVICE
BEFORE THE COMMITTEE ON WAYS AND MEANS

SEPTEMBER 16, 1997

Mr. Chairman, Mr. Rangel, thank you for the opportunity to testify on
proposals to restructure the Internal Revenue Service and improve its operations.

I want to begin by commending Senator Kerrey, Congressman Portman,
and other Members of the National Commission on Restructuring the Internal
Revenue Service. Their June report summarized many of the issues and
problems that have hampered IRS operations in recent years. Their
recommendations, which form the basis of H.R. 2292, include many good ideas
that the Congress should adopt.

I have joined Mr. Rangel, Mr. Coyne, Mr. Waxman, and Mr. Matsui in
introducing legislation, H.R. 2428, which includes many of the Commission’s
proposals.

The Internal Revenue Service has been rightly criticized in recent years for
its failure to manage its operations well. Particular focus has been directed at the
attempt to modernize its information systems. Until very recently, that effort had

_been severely criticized by the General Accounting Office. Furthermore, for the
first time in the fifteen years I have been reviewing IRS budgets, a Secretary of
the Treasury and his Deputy are giving personal attention to IRS management
issues. It is making a difference.

However, as the Commission peints out, Congress’ failure to have
consistent policies regarding funding, its frequent changes of the tax code, and its
attempt to micromanage the IRS have all undermined the ability of the IRS to
manage efficiently in the long or short term.

In Fiscal 1995, we started a major Compliance Initiative to collect overdue
revenues. Despite the fact that it collected far more than anticipated, Congress
abruptly cancelled the effort in Fiscal 1996.
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Congress is also the perpetrator of budget problems at the agency. In June
of 1996, Chairman Archer and Chairman Johnson signed a ten page letter
detailing problems with IRS funding in the Fiscal 1997 Treasury-Postal Service-
General Government Appropriations measure. The attacks on the agency’s
budget, while partially restored in Conference, hurt morale and distracted
managers from the task at hand.

The Commission wisely recommended that "Congress provide the IRS
certainty in its operational budget in the near future" and called for "greater
stability" with funding levels. Our bill addresses those concerns by calling for
stable budgets and, when appropriate, multi-year budgets.

As I noted, there are similarities in the two proposals for improvements.
Both bills before the Committee strengthen employee performance management
systems. Both bills provide flexibility for recruiting and managing employees at
all levels of this critical organization.

Both sets of proposals promote electronic filing which shows great promise
for lowering costs and speeding refunds to taxpayers. And both bills set a fixed
five-year term for Commissioner to enhance the stability of IRS leadership.

The central, critical, and compelling difference between the two bills is the
issue of governance. This difference may be-a profoundly philosophical one on
how best to protect and promote the public interest. I believe very strongly that
the IRS, more perhaps than any other government office, must be governed and
managed by those unconflicted by private interests and responsibilities.

Donald Kettl, Director of the Brookings Center for Public Management,
_referred to the Commission’s proposal for governance as "fundamentally flawed."
He stated, as well, that it was "an unwise, unaccountable and probably
unconstitutional transfer of public authority."

Mike McNamee of Business Week called the proposal "one truly bad idea."
And Gerald Seib of the Wall Street Journal said that in this instance the
Commission’s good intentions had produced a bad idea.

I am very strongly opposed to H.R. 2292°s unprecedented proposal to turn
day-to-day management of the IRS over to an independent group. While there is
no doubt a role for private sector advice and expertise, what the IRS needs is
more accountability, not less. H.R. 2292 would place management in the hands
of people who, however well-meaning, are loyal and accountable to the firms and
businesses that employ them.



70

While everyone has a joke about a tax collector, the vast majority of
Americans believe that the IRS will protect the confidentiality of their very
private information and enforce laws evenly and fairly. Directors tied to private
interests could easily undermine public confidence in the agency - and
dramatically decrease voluntary tax compliance,

I know that Secretary Rubin will review in far greater detail the serious
problems with the H.R. 2292. I hope that Members of this Committee will
recognize that H.R. 2428 meets the spirit of the Restructuring Commission
without the fatal flaws of delegating a central and sensitive responsibility to a
private sector board.

I want to close by noting that, far teo often, critics of the Tax Code go
after employees of the Internal Revenue Service. Federal employees are easy
targets for those who dislike the laws we pass here in the Congress. Nowhere is
this more apparent than at the IRS and it should stop.

The reality is quite different. The Commission’s final report said
interviews with IRS employees gave "an overall impression of competent,
hardworking people who want to deliver a high quality product to the American
taxpayer."

Instead of denigrating these civil servants, we should provide adequate
training and reward those employees who are giving a 110 percent effort. There
are a lot of dedicated men and women at the agency who are working hard to
ensure that our voluntary tax compliance rate remains the highest in the world.

Our efforts to reform the IRS can and should be done in a positive way
which will encourage IRS personnel to implement them for the benefit of our
citizens, our employees, and our country.

Mr. Chairman, our bill is real reform that builds upon the progress started
by Secretary Rubin. By adopting H.R. 2428, the Congress can ensure that we
enter the 21st Century with an IRS that is customer-friendly, technologically-
advanced, and governed "by the people, for the people.”

I urge support for the Rangel-Coyne-Hoyer-Waxman-Matsui proposal and I
look forward to working with the Committee to craft a proposal that the
Congress and the President can support.

Chairman ARCHER. The Chair thanks both of you for your input.
It was very constructive and very helpful to the Committee.
If Members have questions for these two witnesses, the Chair
would appreciate their deferral until after the testimony of the Sec-
retary of the Treasury.
Congressman Hoyer, certainly you are excused, but if there are
questions that might be directed at Congressman Coyne, the Chair
would appreciate Members deferring until after the Secretary of
the Treasury has testified.

Mr. RANGEL. Mr. Chairman.
Chairman ARCHER. Mr. Rangel.
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Mr. RANGEL. I want to thank them and especially let Mr. Hoyer
know that we have got to try desperately hard to reach a biparti-
san solution to this problem. We think it is important for the Con-
gress and for IRS administration.

I feel very comfortable in having you included in all those discus-
sions.

Mr. HOYER. Mr. Chairman, if I might, we have all talked about
bipartisanship, and I talked about you, Mrs. Johnson and I and
others on the Treasury Postal Committee working together in a bi-
partisan fashion.

I believe there is a basis on which we can reach bipartisan agree-
ment, not only in the Congress, but between the Congress and the
administration, which I think will be important; and I thank you
for the time.

Chairman ARCHER. Thank you.

Now, Mr. Secretary, we welcome you back to the Ways and
Means Committee. You are no stranger to our Committee. I apolo-
gize that you have been kept waiting in the wings here for the pe-
riod of time that has occurred in questioning the previous wit-
nesses. But we are happy to have you with us now and you know
the subject of the hearing and we will be pleased to receive your
testimony.

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY, U.S.
DEPARTMENT OF THE TREASURY

Secretary RUBIN. Mr. Chairman, thank you. I put my extra time
to good use working on fast track.

Chairman ARCHER. That is a very worthwhile activity, Mr. Sec-
retary.

Secretary RUBIN. Mr. Chairman, Mr. Rangel, let me thank you
very much for providing this opportunity to talk about what the ad-
ministration is doing to improve the Internal Revenue Service, and
about the proposals that have been put forward by Senator Kerrey
and Congressman Portman.

Under the leadership—under their leadership, the National Com-
mission on the Restructuring of the IRS has given serious thought
to the issues confronting the Internal Revenue Service. Its report,
which I read in its entirety, has made an important contribution
in dealing with these issues.

Mr. Chairman, we know there are real problems at the IRS,
problems which have developed over many years, and we have de-
voted a great deal of time and resource to fixing those problems.
We have made real progress, but we know the full job will take
time. We are committed to change and to building a fair, efficient
and accountable IRS the American deserve.

We agree with the Commission on goals—fair treatment for all
taxpayers, strong customer service and effective use of technology,
all while collecting the taxes due. We agree that achieving these
goals requires better oversight, greater continuity of leadership and
improved access to expert advice from the private sector.

Mr. Chairman, there is a right way and a wrong way to achieve
change. I believe the Commission’s proposal to give governing con-
trol over the IRS to a private-sector board is greatly flawed and
would create grave and unacceptable problems.
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The administration’s reforms already instituted have had real ef-
fect and our proposed legislation, which provides for appropriate
use of private-sector input, would get the IRS where it needs to be
without unacceptable risks.

More than a year ago, we established a Treasury Oversight
Board which proved to be the most significant structural change in
IRS governance in 45 years. In large measure, as a consequence of
this improved oversight, we have made significant changes in im-
proved use of technology and better customer service.

Let me list just a few examples. Today Americans have a Tax-
payer Bill of Rights and a taxpayer advocate to give them a voice
in the IRS. Around 14 million people filed their taxes electronically
this year, an increase of 19 percent. Filing by telephone was up
more than 65 percent to more than 4 million returns.

Twenty-six systems contracts were canceled or collapsed into
nine; and a comprehensive technology proposal for a public/private
partnership, prepared under the direction of a new Chief Informa-
tion Officer, has received a favorable response from both Congress
and the private sector.

Much has been done. Much remains to be done. But we must
proceed in a sensible way. The IRS Improvement Act introduced in
the House last week with the support of the administration, would
institutionalize our commitment to change, and continue our very
real progress without creating unacceptable risks.

The bill would make permanent the IRS Management Board.
This Board, which under the legislation would be comprised of sen-
ior officials from Treasury, OMB and the IRS, and a representative
of the employees union, provides ongoing oversight for the oper-
ation of the IRS, of the modernization of its systems, customer
service, IRS strategy and other relevant matters. Its members are
available, as needed, to deal with IRS issues.

The legislation would also require the Secretary and Deputy Sec-
retary to report on the IRS, in person, to Congress each year. I be-
lieve perhaps that should be changed to at least twice a year. This
is key. In my view, this kind of public exposure will, in the words
of Benjamin Franklin, “concentrate the mind” of any future Sec-
retary and Deputy Secretary and cause them to take their respon-
sibilities for the IRS seriously, and to make those responsibilities
a top, personal priority.

Second, the legislation recognizes the critical value of private-sec-
tor input by creating an IRS Advisory Board made up of individ-
uals to represent a wide range of relevant expertise. This Board
would report to the Secretary of the Treasury, and make an annual
report to the Congress and the American people.

Third, to provide for increased continuity at the IRS. Our legisla-
tion calls for the appointment of an IRS Commissioner to a fixed,
5-year term. Our nominee for Commissioner, a chief executive offi-
cer of a large, private-sector organization, with extensive experi-
ence in systems modernization and other technology issues is a
symbol of our continuing commitment to the process of change.

Mr. Chairman, I would now like to turn to the proposal to put
a board of private-sector individuals in charge of the IRS with
great power with respect to the budget, evaluation and compensa-
tion of senior personnel and strategy, both explicitly and because
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the board would both appoint and have the power to fire the Com-
missioner.

Mr. Chairman, as you know, I spent 26 years in the private sec-
tor, much at a very senior level, before entering public service at
the beginning of this administration. I would be the last person to
question the value of private-sector input.

However, having now spent nearly 5 years at relatively senior
levels of government, I would also caution that there are very sub-
stantial differences between the public and private sectors in objec-
tives, obligations, the complexities of public process and other re-
spects. My understanding of these differences have informed both
the structuring of the IRS Improvement Act and my great concerns
about private-sector board governance for the IRS.

My views on this proposal are in line with a wide range of seri-
ous commentators such as the New York State Bar Associations;
the Brookings Institution report said that the proposal was deeply
flawed. Business Week has called it, “A truly bad idea.”

In prepared testimony for presentation later in the hearing, the
Tax Section of the American Bar Association says that manage-
ment should not be moved to a private-sector board.

We see five major problems with this proposal. First, our Con-
stitution envisions substantial government functions be conducted
by departments and agencies that are accountable to the President
on an ongoing and regular basis. Putting the IRS in the hands of
a board that is appointed by the President and can be dismissed
by him would reduce accountability to a bare minimum. On a day-
to-day basis, that board would report to no one, and for all prac-
tical purposes, would not be accountable to anybody, except in ex-
treme cases requiring outright dismissal.

Second, a private-sector board would give private citizens control
over a major law enforcement agency. More than half of the IRS’
$7.2 billion budget goes to civil and criminal enforcement, both to
collect taxes and to work alongside with other government agencies
in their efforts to combat drugs, money laundering, health care
fraud and the like.

While the proposed board would not have access to specific law
enforcement cases, the decisions it would take about the IRS’ budg-
et priorities, personnel and overall strategic direction, would have
as substantial impact on law enforcement. Private governance of
substantial law enforcement would be totally unprecedented in our
history.

In a recent letter to Deputy Secretary Summers, the Department
of Justice expressed its grave concerns that the proposed board sys-
tem would, “Present a significant and unjustifiable risk to impor-
tant law enforcement missions.”

Third, putting private citizens in charge of the IRS would pose
serious real and apparent conflicts of interest, which are inherent
in the proposal and not curable through recusal.

As private-sector individuals, members of the proposed board
would have a wide range of interests, which could be deeply af-
fected by the judgments the IRS makes. The board would be pro-
hibited from involvement with case specific matters. But the temp-
tation and the potential for abuse would have been created.
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Even leaving aside matters dealing with board members’ specific
interests, more general IRS decisions will be affecting their interest
all the time. To state just one example. Under the proposed board,
executives whose companies are automatically subject to yearly au-
dits could end up affecting the audit budget for the IRS and its
audit and enforcement strategies.

Looking at conflict from the other direction, I do not believe that
there is any question that the people who work in a large organiza-
tion are affected by the outlook of the people at the top—such as
those who have the powers of this board—and by the desire to sat-
isfy those people.

Lawyers call this a “chilling effect,” one which would almost cer-
tainly have an impact on IRS audit policy, enforcement policy and
the like. Under the proposed board system, the public will also very
likely feel that the IRS was responding to the views of a private-
sector board. That creates a serious risk of undermining public con-
fidence in the fair and professional application and enforcement of
the nation’s tax laws. That in turn could work to undermine our
voluntary system of compliance—a very grave issue indeed.

If T were still in the private sector, Mr. Chairman, I could not
in good conscience serve on such a board.

Fourth, this proposal would separate tax policy from tax admin-
istration—two functions which are inexplicitly intertwined. If our
tax policies are determined by an elected President working with
Congress and then the IRS does not put enough emphasis on en-
forcing those policies, those democratically decided tax policies can
wither on the vine.

Finally and very importantly, I believe that this board is unlikely
to work in providing the intense oversight that is necessary. The
IRS requires ongoing, energetic oversight of full-time government
employees who are available, as needed—the kind of oversight that
has been provided by the Modernization Management Board in the
past year and which will be made permanent by our legislation, not
the sporadic attention of people whose dominant involvement is in
the private sector and who meet once a month.

To conclude, Mr. Chairman, we must continue reforming the IRS
and we are committed to change, but we must proceed in the right
way. We must also, in my view, respect and support the committed
men and women of the IRS, who year in and year out perform the
difficult and often unpopular job of collecting the taxes that fund
our Federal Government.

In recent years, we have seen threats and incidents of violence
against these public servants and bomb threats against IRS facili-
ties.

There is no doubt, Mr. Chairman, that in any large organization
with significant powers there will be a number of instances each
year where individuals behave improperly. Let me be clear, the
Treasury and IRS do not condone such actions. We find any in-
stance of abusive behavior deeply troubling and the Treasury De-
partment and the IRS are working to curb them in every way pos-
sible.

We can and we must deal with these instances, but always in the
context of continued support for the people and mission of the orga-
nization as a whole.
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Mr. Chairman, we have made real progress. We are committed
to change. We have put forth a sound plan to accomplish change,
but there is much to be done. I very much look forward to working
with the Members of this Committee, members of the Commission,
with the National Treasury Employees’ Union, the men and women
of the IRS and with other interested parties as we work to continue
to process of change.

I will now be delighted to respond to any questions.

[The prepared statement follows:]

EMBARGOED UNTIL 1 P.M. EDT
Text as Prepared for Delivery
September 16, 1997

TREASURY SECRETARY ROBERT E. RUBIN
HOUSE WAYS AND MEANS COMMITTEE

I’m pleased to have this opportunity to talk to you today about what the Administration is
doing to improve the IRS and the proposals on this subject put forward by Senator Kerrey and
Congressman Portman. Under their leadership, the National Commission on Restructuring the
IRS has given serious thought to the issues confronting the IRS. Its report, which I have read,
has made an important contribution to dealing with these issues.

Mr. Chairman, we know there are real problems at the IRS which have developed over
many years -- and we have devoted a great amount of time and resources to fixing those
problems. We have made real progress, but we also know that there is much to do and that the
full job will take time. We’re committed to change and to building the fair, efficient and
accountable IRS the American people deserve.

We agree with the Commission on the goals: fair treatment for all taxpayers, strong
customer service, and effective use of technology, all while collecting the taxes due. And we
agree that achieving these goals requires better oversight, greater continuity of leadership, and
improved access to expert advice from the private sector.

But, Mr. Chairman, there is a right way and a wrong way to achieve change. I believe the
Commission’s proposal is greatly flawed, and would create grave and unacceptable problems.
The Administration’s reforms already instituted have had real effect and our proposed
legislation, which provides for appropriate use of private sector input, would get the IRS where
it needs to be without unacceptable risks.

RR-1929
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A Core Government Service

No one likes to pay taxes and through the ages tax collectors have not been popular. But
taxes are inevitable: they pay for the core public services upon which our society relies. The
IRS collects 95 percent of the Federal government’s revenues that provide benefit checks for the
elderly, Pell grants for colleges students, and the manpower and equipment for our national
defense.

The question, then, is how best to reform this pivotal government agency. Building the
IRS that the American people deserve has been the sole test for all of our activity and views in
this area.

Change and Progress

More than a year ago we established a Treasury oversight board which proved to be the
most significant change in IRS governance in 45 years. The Modernization Management Board
has greatly enhanced Treasury’s capacity to provide effective oversight of the IRS. As a
consequence of this improved oversight, we have made significant strides in improved use of
technology and better customer service.

To list just a few examples, Americans now have a taxpayer bill of rights and a Taxpayer
Advocate to give them a voice in the IRS. Around 14 million people filed their taxes
electronically this year, an increase of 19 percent. Filing by telephone was up more than 65
percent, to more than 4 million returns. There were more than 140 million hits on the IRS web
site in 1997, and response to telephone calls increased very substantially. Twenty-six systems
contracts were canceled, or collapsed, into nine. And a comprehensive technology proposal for a
public-private partnership, prepared under the direction of a new and well received Chief
Information Officer, has received favorable response from both Congress and the private sector;
Representative Kolbe, for example, has called it a “‘step in the right direction”.

Much has been done, much remains to be done, but we must proceed in a sensible way.
Improved Governance

The IRS Improvement Act introduced in the House last week with the support of the
Administration would institutionalize our commitment to change and continue our very real
progress without creating unacceptable risks. This bill strengthens oversight, increases
accountability and continuity, and provides for increased and continuing advice from the private
sector. And I believe it will assure that future Treasury Secretaries and their deputies take their
responsibilities with respect to the IRS with the utmost seriousness.

The bill would make permanent the IRS Management Board. This Board, which under
the legislation would be comprised of senior officials from Treasury, OMB and the IRS, and a
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representative of the employees union, provides ongoing eversight of the operations of the IRS,
the modernization of its systems, customer service, IRS strategy, and relevant matters. It meets
monthly, but its members are available as needed on an on-going basis to deal with IRS issues.
That close, ongoing involvement also produces important synergies: as we have seen, for
example, in the recent close and continuing cooperation between the IRS and Treasury on the
Year 2000 computer conversion.

This legistation will also require the Secretary and Deputy Secretary to report on the IRS
in person to Congress each year, although I believe it should perhaps be twice a year. Speaking
personally, I can tell you there is no question that this kind of public exposure will, in the words
of Benjamin Franklin, “concentrate the mind” of any future Secretary and Deputy Secretary and
cause them to take their responsibilities for the IRS seriously and make that a top personal
priority. Ibelieve this to be the key to institutionalizing an effective approach to reaching the
goals we all have for the IRS.

Second, the legislation recognizes the critical value of private sector input by creating an
IRS Advisory Board made up of individuals selected to represent a wide range of relevant
expertise, including information technology and customer service. This board would report to
the Secretary of the Treasury, and make an annual report to Congress and the American people.

Third, to provide for increased continuity at the IRS, our legislation calls for the
appointment of the IRS Commiissioner to a fixed, five-year term. As now the Commissioner will
be appointed by the President with the advice and consent of the Senate, and removable at will.
Our nominee for Commissioner -- a Chief Executive Officer of a large private sector
organization with extensive experience in systems modernization and other technology issues --
is a symbol of our commitment to continuing the process of change.

This governance structure, working in partnership with the committed and well-informed
oversight of Congress, can provide the kind of oversight needed to build the IRS the American
people deserve. And, as I said before, improved governance, in conjunction with strong
involvement of Congressional oversight and appropriations and the commitment and dedication
of the men and women of the IRS, is already making a real impact.

A Private Sector Board

Mr. Chairman, I would now like to turn to the proposal to put a board of private sectors
individuals in charge of the IRS, with great power with respect to the budget, evaluation and
compensation of senior personnel, and strategy.

Mr. Chairman, I spent 26 years in the private sector, much at a very senior level, before
entering public service at the beginning of this administration, and I would be the last person to
question the value of private sector input. However, having now spent nearly five years at
relatively senior levels of government, I would also caution that there are very substantial
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differences between the public and private sectors in objectives, obligations, the complexities of.
public process and other respects. My high regard for private sector input and my understanding
of these differences have informed both the structuring of the IRS Improvement Act, supported

by the Administration, and my great concerns about private sector board governance for the IRS.

My views on this proposal are in line with a wide range of other serious commentators.
The New York State Bar Association, for example, said that the proposed board was a poor idea,
with many problems. A recent Brookings Institution report said the proposal was
“fundamentally flawed... [that] it confuses the undeniable need to strengthen the IRS’s leadership
with a plan to turn the agency over to a board dominated by private officials.” A recent Business
Week editorial called it a “truly bad idea”. Citizens for Tax Justice said the board proposal was
rife with conflicts. And in prepared testimony for presentation later today the tax section of the
American Bar Association specifically rejects the transfer of important IRS management
decisions to an outside board.

We see five major problems with this proposal: that it would weaken accountability, give
private sector individuals control over a major public law enforcement agency, raise the virtual
certainty of serious, real and apparent conflicts of interests, separate tax administration from tax
policy, and very likely not work to provide the effective oversight necessary to accomplish what
needs to be done at the IRS.

Limited Accountability

First, our constitution envisions substantial governmental functions being conducted by
departments and agencies that are accountable to the President on an ongoing and regular basis.
Putting the IRS in the hands of a board that is appointed by the President and can be dismissed
by him would reduce the accountability to a bare minimum. On a day to day basis that board
would report to no one -- and, for all practical purposes, would not be accountable to anybody,
except in extreme cases requiring outright dismissal.

Private Control

Second, a private sector board would give private citizens control over a major law
enforcement agency. More than half of the IRS’s $7.2 billion budget goes to civil and criminal
enforcement -- both to collect taxes and to work alongside other government agencies in their
efforts to combat drugs, money laundering, health care fraud, financial fraud, organized crime
and other illegal activities.

While the proposed board would not have access to specific law enforcement cases, the
decisions it would take about the IRS’s budget priorities, personnel and overall strategic
direction would have a substantial impact on law enforcement. Private governance of substantial
law enforcement would be totally unprecedented in our history.. In a recent letter to Deputy
Secretary Summers, the Department of Justice expressed its grave concerns that the proposed
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board system would “present a significant and unjustifiable risk to important law enforcement
missions”. :

Outsider Control, Outsider Interests

Third, putting private citizens in charge of the IRS would pose serious real and apparent
conflicts of interest, which are inherent in the proposal and not curable through recusal.

As private sector individuals, members of the proposed board would have a wide range of
imterests which could be deeply affected by the judgments the IRS makes. The Board would be
prohibited from involvement with case specific matters, but the temptation and the potential for
abuse would have been created. Even leaving aside matters dealing with Board members’
specific interests, more general IRS decisions will be affecting their interests alt the time. To
state just one example: under the proposed board executives whose companies are automatically
subject to yearly audits could end up affecting the audit budget for the IRS and its audit and
enforcement strategies.

Looking at conflict from the other direction, based on an adult lifetime involved with
large organizations, I don’t think there is any question that the people who work in a large
organization are affected by the outlook of people on the top -- such as those who have the
powers of this Board -- and by the desire to satisfy those people. That is just human nature -- and
it is right at the core of the conflict of interest problems raised by this proposal. The board, for
example, would have authority to review hiring and compensation decisions affecting senior
managers. [ know of nothing more ripe with conflict than the power to review compensation and
dismissal decisions. The fact that the agency was being run by private sector individuals would
almost surely have what lawyers call a “chilling effect” on IRS employees, and influence audit
policy, enforcement policy, and the like.

Under the proposed board system, the public would also almost inevitably feel the IRS
was responding to the views of a private sector board, and that creates a serious risk of
undermining public confidence in the fair and professional application and enforcement of the
nation’s tax laws. That, in turn, could work to undermine our voluntary system of compliance --
a very grave issue. If I were still in the private sector, Mr. Chairman, I could not in all
conscience serve on such a board.

Separating Tax Policy From Tax Administration

Fourth, this proposal would separate tax policy from tax administration -- two functions
which are inextricably intertwined. For good reason, in our government the making of policy
and its implementation are almost invariably conducted by the same government organization.
Policy considerations help inform decisions about administration, and factors related to
administration naturally inform policy development.
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If our tax policies are determined by an elected President working with Congress, and
then the IRS does not put enough emphasis on enforcing those policies, those democratically
decided tax policies can wither on the vine.

Unlikely to Work

Finally and very importantly, Mr. Chairman, I believe that this board is untikely to work
in providing the pro-active oversight that is needed. I’ve been around boards of directors a great
deal. Private sector boards vary, but in almost all cases the oversight function of private sector
boards is more removed from the issues of the organization than the intense oversight the IRS
requires. What the IRS needs is the ongoing, energetic oversight of full time government
employees who are available as needed -- the kind of oversight that has been provided by the
Modermnization Management Board in the past year, and will be made permanent by our
legislation -~ not the sporadic attention of people whose dominant involvement is in the private
sector and who meet once a month on the IRS. )

Summary

To conclude, Mr. Chairman, we must continue reforming the IRS, but we must proceed
in the right way. We must also, in my view, respect and support the committed men and women
of the IRS who year in, year out perform the difficult and often unpopular job of collecting the
taxes that fund or government’s services. In recent years we have seen threats and incidents of
violence against these public servants and bomb threats against IRS facilities.

There is no doubt, Mr. Chairman, that in any large organization with significant powers
there will be a number of instances each year where individuals behave improperly. Let me be
clear: we do not condone such actions. We find any instance of abusive behavior deeply
troubling, and the Treasury Department and the IRS are working to curb them in every way
possible. :

We can and must deal with these instances -- and do everything possible to prevent them
-- but always in the context of continued support for the people and mission of the organization
as a whole. We believe in a fair tax system -- and compliance and enforcement are both
important sides of that fairness.

Mr. Chairman, in all we have done Deputy Secretary Summers and I have had but one
guiding objective: to build the IRS the American people deserve. We have made real progress,
but there is much to be done. The IRS Improvement Act, supported by the Administration,
would take the steps necessary to continue to reform the IRS without posing the many serious
risks that control by a private sector board would bring. I look forward to working with the
members of this Committee, members of the Commission, with the National Treasury
Employee’s Union, the men and women of the IRS and with other interested parties as we work
to continue the process of change. I would now welcome any questions.

Chairman ARCHER. Mr. Secretary, thank you. Unfortunately the
bells have rung for record votes on the floor of the House. It is the
intention of the Chair to conduct inquiry as long as we can in this
first 15-minute vote segment. Then we will recess, with your per-
mission, make our 5-minute votes and then return as rapidly as we
can.

Mr. Secretary, as has been said earlier, whatever we do needs to
be bipartisan; and whatever we do should not be considered to be
a reflection on anyone that is in your position, but rather an effort
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to find a better policy than we have had in the past as far as how
we govern the IRS.

You have come a good way, I think, in your recommendation.
However, I have some concern in that our system has been called
voluntary. I question whether it is really voluntary because there
is always a big stick back there that causes people to want to vol-
unteer.

But certainly trust in the system is exceedingly important. Per-
ception is exceedingly important. The perception today that dis-
turbs me and disturbs many other people with whom I converse is
that there is a great potential for the IRS to be used for political
reasons.

I worry about how your recommendation will get around that
perception. Because all your management board—as I read your
recommendation—are basically political appointees; and you still
leave the complete accountability and running of the IRS, for the
reasons that you outlined, which are not without merit. The Sec-
retary and the Deputy Secretary are arms of the President of the
United States.

How do we overcome what is currently in the minds of many
Americans that the use of this extremely powerful arm of our gov-
ernment can be used for political purposes?

Secretary RUBIN. Mr. Chairman, you and I have discussed this
issue before and I think it is an important issue that you raise. Let
me give you my views on it.

As you know, it is the established practice of the Treasury, not
to get involved in case specific matters. If there is ever a question
about—at least in the time I have been there, there is no doubt we
never have. If there is ever a question about whether that has oc-
curred, then it would seem to me that people who have that ques-
tion should go either to the IG of the Treasury or possibly to other
appropriate persons.

I also think that whenever there is a concern of any sort with
respect to the issues that you have just raised, there are now a
number of modalities available for people to get satisfaction. You
have the IG at the Treasury, you have the Inspector at the IRS.
We now have a taxpayer advocate. That was a very good thing. We
believe in a robust taxpayer advocate function.

So I think basically, Mr. Chairman, that is the best way to do
this. I think that vigorous congressional oversight can also contrib-
ute very substantially. I agree with you that confidence in the fair-
ness of the IRS is absolutely critical. But I think by taking the IRS
and putting it under the governorship of a private-sector board,
rather than ameliorating this issue will create an enormous new
and I think vastly greater range of issues, which is the question
of the public attitude toward governance of the IRS by private-sec-
tor individuals, with all of their manifold interests.

Even if these people behave in a totally appropriate fashion, I
think it would create an enormous sense of uncertainty about what
kind of effect these private-sector citizens are having upon the ad-
ministration of the tax law. One of the things that most troubles
me about the private-sector board is exactly this factor. That it
does, I think, create a very real possibility for undermining con-
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fidence in the fairness and impartiality of our tax system and all
the adverse effects that you say they would have.

Chairman ARCHER. Well, I understand your concern on that side,
although Senator Kerrey has just testified in a very strong way
that he disagrees with you in what you just said, but that still does
not overcome what I think is a major problem, perceptionwise, that
exists in the minds of the American people today, perhaps more so
now in the last week than in quite some period of time.

Even though you and every other former Secretary of the Treas-
ury that would testify before this Committee, if they would be here
would tell us, they have never ever gotten involved in a political
way with the IRS. But the perception is still out there with the
American people.

I think we have a responsibility to do what we can about that
perception and whether or not there is an ombudsman for the tax-
payers and whatever else is not alleviating that perception in the
minds of the American people. That is simply all that I wanted to
say within the constraints of time.

Secretary RUBIN. Could I add just one thing, Mr. Chairman? Just
one quick comment?

Chairman ARCHER. Yes.

Secretary RUBIN. If one had the conclusion that really had be-
come a serious problem, it is not—my impression is that that prob-
lem is not really to the level of seriousness that you quite sug-
gested, but nevertheless, I absolutely agree with you. It is an issue.

I think a very sensible way to go about trying to deal with that,
without creating what I think would be enormous additional prob-
lems to a private-sector board, would be through some additional
congressional oversight that is directed at that issue. Then Con-
gress could play a very constructive role.

Chairman ARCHER. I do not think we should belittle it, because
as recently as 1%2 hours ago, a Member of Congress said that he
was convinced that he had been audited 3 years in a row as a re-
sult of political input on the part of a previous Secretary of the
Treasury.

So, it is a situation that is out there, Mr. Secretary, and I am
concerned about it.

Secretary RUBIN. I did not mean to belittle it. I am sorry. What
I meant to say was that if it has risen to the level where it seems
like it needs additional attention, my suggestion would be that that
is a totally appropriate, and I think, very constructive role for Con-
gress to play, which does not create the other kinds of problems
that the private-sector board does. That was what I meant to say.

Chairman ARCHER. Mr. Rangel, just a couple of minutes.

Mr. RANGEL. We have to vote, but Mr. Secretary, before you ar-
rived, I think all the Members were concerned that we find out
what the bottom line is and whether or not we can support it. Be-
cause since we agree it is the credibility of the IRS and the percep-
tion of the IRS that is at stake, we may be doing more damage
than good with our discussion, if it reaches the point that our dis-
pute is based along political lines.

So, I know that you are working with the Members trying to im-
prove the situation there, and I hope that they will continue to do
so in the tone that you have set. It would help us to assure the
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American people that we conclude that something better has to be
done. It is just a question of how to do it without injuring the tax
administration system further.

Thank you.

Chairman ARCHER. Mr. Secretary, I hate to ask you, but if you
can, could you stick around a little longer until we vote, then we
will come back and in the meantime we are happy to make an of-
fice available to you or whatever. It should hopefully be 15 min-
utes

Secretary RUBIN. I would be delighted, Mr. Chairman. You know
there is a

Chairman ARCHER [continuing]. If not before.

Secretary RUBIN. That is fine. You know I have a slight problem
at 4 o’clock. Are you familiar with that?

Chairman ARCHER. Yes. We will understand that you have to
leave at 4 o’clock. Is that correct?

Secretary RUBIN. I am delighted to stay.

[Recess.]

Mr. McCRERY [presiding]. If everyone would take a seat, we will
get started as soon as the Secretary gets back in the room.

Mr. Secretary, Chairman Archer has been called away to a lead-
ership meeting and apologizes for his being absent. We do have
some Members who are close by and are being summoned now. As
soon as we get

Secretary RUBIN. Rob, I think you have a singular enthusiasm.
[Laughter.]

Mr. McCRrRERY. Why don’t we go ahead.

The meeting will come to order. Mr. Secretary, as you heard,
there is another vote. However, since one of the primary authors
of the legislation is here, why don’t we proceed for as long as we
can, then perhaps some of the other Members will return and they
can allow us to go vote.

Mr. Portman, would you like to inquire of the witness?

Mr. PorTMAN. Thank you, Mr. Chairman. First, I would like to
inquire of you if I may enter into the record certain publications
that deal with the IRS reform issue. We previously heard from Mr.
Coyne and also Mr. Rubin that the Wall Street Journal and Busi-
ness Week had supported Treasury’s approach; and just to set the
record straight, individual columnists contributing to those publica-
tions have—the Wall Street Journal has actually editorialized in
favor of the approach by the Commission and by H.R. 2292 and I
thought it would be helpful to include in the record, again, these
articles and editorials which have appeared in magazines and
newspapers.

Mr. McCRERY. Without objection.

Mr. PORTMAN. Thank you, Mr. Chairman.

Mr. Secretary, thank you for once again coming before the Com-
mittee to talk about this issue that is near and dear to our hearts.
You mentioned earlier my singular interest in this. I know other
Members would want to be here—including Ben Cardin, with
whom I just spoke, but are at other testimonies in his case and
other meetings—and are now on the floor voting again.

Your arguments, of course, I have heard before—both publicly
and privately. As you know, the Commission in private session
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with you heard you out. In my view, we addressed some of the con-
cerns, specifically, in the legislation. You and I may disagree on
that. Perhaps we will have an opportunity to walk through some
of those specific issues, such as tax policy that you mentioned.

With regard to other points that you made, the Commission sim-
ply agreed to disagree. This is why in the end—although we heard,
I think it is fair to say, every one of these concerns raised both by
you and your able representative on the Commission, General
Counsel Ed Knight, we determined in the end by a 12-to-5 biparti-
san vote to take a slightly different approach.

I think it is very true what we have heard from Mr. Rangel and
others today that for the most part we are in agreement. I know
your proposal does not address congressional oversight, nor should
it probably coming from the Treasury Department. But obviously
we need to do more in terms of consolidating the oversight here in
Congress on taxpayer rights.

I know that you all chose not to address that as well, although
I do not know that there is a great deal of disagreement and maybe
we can work those concerns out. I do not know whether it is fair
to say it is 80 percent or 90 percent of the proposals we pretty
much agree on, but it is certainly a substantial part and the major-
ity of the legislation and the Commission report on which it is
based.

The issue, again, that we come back to time and time again is
this issue of the oversight bodies that might, again, meet those cri-
teria we talked about earlier. I guess my first question to you
would be, do you agree with us? I think you do that indeed when
you look at the problems at the IRS, it really comes down to some
structural flaws in the way the IRS has been both managed by
Treasury and the U.S. Congress and the lack of oversight. In par-
ticular, there is a lack of expertise, as we talked about and you
mentioned in your statement.

Continuity, the follow through, and finally this issue of account-
ability, that there has not been a group to keep Treasury’s and the
IRS’ feet to the fire on the strategic plans and other proposals,
which have been either recommended by the IRS or promoted by
Treasury or the Congress.

Do you agree with those criteria, that we need to meet the exper-
tise, continuity and accountability criteria to be able to properly
judge your proposal?

Secretary RUBIN. I think it is a useful framework with which to
approach the problem, Mr. Portman. Having spent pretty much my
whole adult life running large organizations; and as I looked at the
IRS when I first got there, it seemed to me the key was to establish
an institutionalized, some kind of very intense oversight as you
would—I was actually involved in one in the private sector—as you
would for a troubled company.

It was really out of that concept that the Modernization Manage-
ment Board came. It was really out of that concept that the notion
came of having the Secretary and Deputy Secretary be so account-
able to Congress, and publicly—within the full realm of public ex-
posure, that they would in effect be forced to take the responsibil-
ities that were needed to be taken.
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Mr. PORTMAN. That is interesting. I would agree with you on the
need to institutionalize the oversight function. So I guess we are
one step closer there. Then the question is, what are we institu-
tionalizing?

One of the interesting conversations I have had in the last few
months with stakeholder groups, with some of the experts inside
and outside the IRS, has been the degree to which the Commission
has influenced, and indeed Treasury, over the last year. Folks have
volunteered to me that they thought the Commission made some
impact, in a positive way.

What I have said in response is, “What we are trying to do really
is to institutionalize that kind of oversight.” You are probably going
to be off doing other things. I will be off doing other things. Senator
Kerrey will be off running for President or whatever he is going to
do and the Commission is now disbanded.

There is a need, I think, to indeed institutionalize the kind of ex-
pertise, customer service, information technology, management of
large service organizations. In many respect I think this longer
term oversight board fills precisely that role.

I guess what I would ask you is whether you think your plan,
and this is the management board, meets the criteria that we set
out earlier, expertise, continuity, accountability, and whether in-
deed it does institutionalize the kind of pressure that is needed to
move the IRS?

Secretary RUBIN. Yes, let me respond in two pieces, if I may, Mr.
Portman.

I think that once you get a Secretary and a Deputy Secretary—
particularly a Secretary—to make something one of his or her high-
est priorities, I think you then have created enormous energy that
can be applied to dealing with whatever the issue may be.

So I think if you put into place the legislation that we proposed,
I do believe you will have institutionalized long-term, ongoing, in-
tense focus. Then the question is, what is the mechanism through
which this focus should operate? The view we had was that some-
thing analogous to the Modernization Management Board, which is
our IRS Management Board, would be the appropriate vehicle for
doing that. So I think the answer to your question is, yes.

The other part of my answer would be that I think that a pri-
vate-sector board, for reasons I discussed in my testimony, is not
likely to work. I actually think the probability of it working is very
slight, because I have lived it. I lived this thing. I know what it
is like.

Between my Deputy and myself, people come to us all the time
with IRS kinds of issues. We are full-time people. We are there and
we can deal with them.

I think a group that has predominant interests elsewhere, it
seems to me, is seemingly unlikely to give the IRS what it needs
in its current state, which is a state in which there are very many
challenges to be met.

Mr. PORTMAN. If we went to bimonthly meetings, would you sup-
port the proposal?

Secretary RUBIN. If you were constantly in session and had full-
time people——

Mr. PORTMAN. Let me follow up on that?
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In your testimony in the unlikely to work chapter, you do indeed
talk about the need—and I quote your testimony—“For ongoing,
energetic oversight of full-time government employees, who are
available, as needed.”

Secretary RUBIN. Right.

Mr. PORTMAN. And you say that is what the IRS needs. I guess
I would have two questions about that.

One, going back to the criteria, do those full-time government
employees provide the expertise needed? Do they provide the ac-
countability, given that the average tenure is less than 2 years, of
the very people who are selected on your board, and is there the
accountability that we are looking for if we do not have either the
expertise—something we do not—the information technology, cus-
tomer service and so on, or the continuity.

Secretary RUBIN. I think you have gotten—if you are taking
those two criteria—I think in terms of expertise that really de-
pends on what you do. I think that as we have structured it, we
have gotten exactly what we need. We have the CIO—well, let us
just focus on systems for a moment, although you could look at
other areas.

We have the CIO from the IRS, and we have the CIO from
Treasury. So you have two people who are steeped in this sort of
thing. The Advisory Board can consist of who you desire to have
on it, but it would certainly be our expectation that it would be
some number of people who have systems expertise.

It so happens—although this is not necessarily true going for-
ward—we chose as our nominee for a Commissioner a person who
in his private-sector capacity has run, in effect, a firm deeply in-
volved in systems. So, yes, I think you can provide the expertise
that you need. You can also pull in extra people from the outside
for consulting, one thing and another.

As far as accountability, I think one of the strengths of the sys-
tem is it provides accountability within an existing constitutional
structure of government so that people are accountable. There is no
question where the buck stops. The buck stops with me; and I find
that quite an awesome responsibility.

Mr. PORTMAN. I guess I would ask whether there is accountabil-
ity running the other way? In other words, is that group going to
be able to hold the IRS’ feet to the fire if it does not have, in my
view, the kind of continuity that you would need.

As we said earlier—I think my testimony said it is probably a
3 to 6 year process of retraining the work force, computerizing the
IRS, bringing the IRS up to speed, if you do not have that continu-
ity. In my view, the expertise you are looking for really is outside
expertise. It is taking advantage of the service revolution that is
occurring in the private sector, and trying through these special
government employees, subject to all of the restrictions that special
government employees are, which includes disclosure—financial
disclosure, conflict of interest, confirmation by the Senate and so
on can bring to bear.

I guess what I would ask is that over the next couple of months
as we work through this, that we can see whether—if you indeed
agree with the criteria—whether indeed there is an oversight body
that meets those criteria that perhaps provides that continuity we
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are talking about, provides that expertise, and in the end, provides
that accountability. Because I think, again, if we do not do that,
we will have failed in our mission to make long-term change. I do,
again, as I said in my testimony, commend you for the amount of
time and effort you have put into this over the last year. If you can
make a commitment that you will be with us for another 5 years—
3 to 6 years, I think we said—I might feel differently about it. But
that is not going to be the case, and this is a structural law that
I think needs to be addressed and not simply something that might
apply to this current administration and your renewed interest and
Mr. Summers’ interest in the oversight of the IRS.

Secretary RUBIN. I appreciate the comment, Mr. Portman. My
answer to you would be this—you know, I have seen the private
sector too.

I think if you could institutionalize the structure that we have,
particularly given that you have—well, I do not necessarily depend
on this—but given that you do have career IRS personnel. I think
the history of the last couple years suggests that this can and will
work.

My problem with the—as you know, because we discussed this
many times—my problem with the outside board is, I do not think
it is a question of continuity, I just do not think it is very likely
to work altogether. So I do not think you are going to get continu-
ity in something that does not work.

No, I think if you institutionalize this the way I said, even
though people will turn over just as they did at the firm I used to
be at, once you have a structure institutionalized and you have a
top management who take that responsibility with the enormous
seriousness that I think it has to be taken, I think you will have
the continuity and you will have the intensity and effectiveness
that you need, I do.

Mr. PORTMAN. Again, I would suggest that the average tenure for
a Treasury Secretary is also somewhere between 2 and 3 years,
even continuity at that higher level might be lacking.

I thank you, Mr. Secretary. Apparently we have to now make a
sprint for the floor.

Secretary RUBIN. You are going back?

Mr. PORTMAN. Thank you, Mr. Chairman. I yield back my time.

Mr. COLLINS [presiding]. We thank the gentleman for his inquiry.
Mr. Secretary, I know you have to leave very shortly, sir. Two
things.

One, we have some questions that Congresswoman Dunn would
like to submit to you in writing for some reply.

[The questions follow:]
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Suggested Questions for Secretary Rubin

1. I recently received a letter from a growing company in my district. The
company described to me a recent interaction it had with the IRS.
Evidently, the IRS had sent the company a letter citing a discrepancy with
its 1993 return. This discrepancy was for sixty five cents.

As the taxpayer explained, “It cost them half that just to mail the letter to
me! On top of that, in order to “correctly document” the discrepancy, I
had to go to a payroll service that I haven’t used since 1993 in order to
get an answer. They, in turn, had to go into their archives and
research....I spent time, the payroll company spent time and the IRS
spent time. And for what? In this case, we owe no money at all, so it
was pretty much done for nothing.”

Mr. Secretary, do you agree that this was a waste of time and resources for
the company and the IRS itself? And would the Administration support an
effort to address this problem by providing some sort of de minimis
exemption when a tax discrepancy is such a small percentage of the larger
tax liability?

2. Under current law the IRS summons authority permits the IRS to inquire
into a taxpayer’s thought processes and the tax advice they have received.
In my view, this violates the taxpayer’s reasonable expectation of privacy
and confidentiality and goes beyond IRS needs for factual information to
determine proper tax liability. Also under current law, taxpayers can protect
non-factual information such as analyses, advice and opinions if they have
the financial resources necessary to obtain legal counsel. This practice
results in unequal treatment of taxpayers based on their financial status or
choice of tax professional. Mr. Secretary, I have a bipartisan proposal that I
will soon introduce and hope we can agree should be included in this
measure to provide all taxpayers fair and equal treatment. Do you agree
that we should not base a taxpayer’s protections under the law on their
ability to pay for legal counsel?

[At the time of printing, no answers had been received.]

Mr. CoLLINS. Also, Congressman Neal would like to ask a brief
question.

Secretary RUBIN. Sure.

Mr. NEAL. Thank you, Mr. Chairman.

Mr. Secretary, there has been some confusion about the legal au-
thority that is proposed in the Portman-Cardin bill. Some support-
ers have suggested that under 2292 that there are no legal authori-
ties. Is that your assessment?

Secretary RUBIN. Are you asking me whether I think that there
is legal authority in this governing board?

Mr. NEAL. Yes.
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Secretary RUBIN. Oh, I think, Mr. Neal, there is enormous gov-
erning authority. Let me get to—well, I think I remember it well
enough to deal with the statute.

The statute says that the Board has the power to review and ap-
prove—review and approve a budget and then submit it to the
Treasury, that has to pass it on unchanged to the President and
to the Congress. That power over the budget is a very substantial
power.

The Board also has the power to review and approve strategic
plans, a very substantial power. The Board also has the power to—
and sole power—to approve and dismiss the Commissioner. So, as
long as the Board can dismiss the Commissioner, it seems to me
it basically has full power over everything the Commissioner does.

Because if it is dissatisfied with any aspect of what the Commis-
sioner does, it can dismiss the Commissioner. There is also specific
statutory language which in effect takes a wide range of powers
that have previously existed in the Secretary of the Treasury, and
puts them in the Commissioner. So the Commissioner then has
those powers and the Commissioner reports to the Board, which
can dismiss him or her.

So I would say that the Board is—I do not have any question
that the Board is vested with enormous power over the IRS. It is
a governing group.

Mr. NEAL. I appreciate your insight, Mr. Secretary, thank you.

Thank you, Mr. Chairman.

Mr. CoLLINS. We thank you, gentlemen.

Mr. Secretary, before you leave, you know one of the most intimi-
dating or fearsome things to me is to go to the mailbox and find
a letter that has a return address on it that says, “Internal Reve-
nue Service.” I mope and drag all the way back to the house and
ask my wife to open it and read the bad news to me, because I just
cannot stand to read it myself.

Therefore, I think the Commission’s proposal for restructure is a
very formal proposal. I understand that you have some difference
of opinion. But even in your comments, you made the statement
that even with restructuring, in 10 years, you as a taxpayer would
still not like the IRS because, “I will still be fearful of receiving
that letter in the mail from the Internal Revenue Service.”

So, therefore, it appears to me that the only way we can over-
come that fearfulness as a taxpayer, and for other taxpayers, is to
restructure and reform the—mnot only IRS, but the whole Tax Code
to something that is flatter, simpler and more fair, whether it is
a consumption tax, or it is just a flat income tax. Because of the
statement you made, in 10 years I will still hate the IRS. I will still
fear them.

Is that not true, sir.

Secretary RUBIN. Well, I do not think actually that statement
about 10 years was in my testimony. It may have been in somebody
else’s, but, tax collection agencies have never been popular. I sus-
pect they never will be popular.

You are raising another issue, which is the question of should we
reform our tax structure—have structural tax reform and go to a
flat tax of some sort. I think that is what you said.
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Mr. CoLLINS. My point is that it is just fearsome to me to pick
up a letter out of the mailbox that has a return address for the In-
ternal Revenue because I know that any news from the Internal
Revenue is not good news. The only good news from the Internal
Revenue is no news.

Secretary RUBIN. Let me say this, Mr. Collins——

Mr. CoLLINS. The only way that I see I can overcome that intimi-
dation is that somewhere in the future there would be a complete
elimination of the IRS, or either a downsizing to the point we
would not have that intimidation, no matter how we restructure
the top end of it.

Secretary RUBIN. Let me break it into two parts, if I may. I do
think, as I said in my testimony, that there is a need for a great
deal of change at the IRS. I think we have accomplished a good bit,
but there is a lot to do. We are committed to change and we need
to make it taxpayer friendly and all the rest.

Having said that, the tax collection process by itself will always
I think be unpopular. I suspect—I really have not thought it out
in terms of a flat tax. But no matter what kind of a tax you have,
there are always going to be people who have problems with those
who collect the taxes and that is going to create issues.

If you are asking me the other question, do I think that we
should have tax reform, in effect thereby eliminating the IRS, then
that is a whole other megaquestion. I do happen to have views on
that subject, but I think it is a different and very complicated ques-
tion that I suspect will probably get debated in the context of this
debate about—may get debated in the context of this debate about
reforming the IRS.

Mr. COLLINS. Yes, we are just starting that.

Thank you. Mrs. Johnson, you have a quick question?

Mrs. JOHNSON of Connecticut. Thank you. I have already voted
on this—what is before the House—so I am just waiting for the
next vote.

But, Mr. Secretary, I did hear your testimony. I am sorry I have
not heard the questioning of my colleagues, so, I apologize if I am
repetitive.

I do hope that we will, in the end, be able to bring forward a bi-
partisan bill as well, but I am very concerned about the governance
structure that you have proposed. The Management Board made
up of executive branch people seems to me not to respond at the
level that we need to respond to the expertise issue.

We really have to bring people into helping us modernize govern-
ment. Civil service people in Treasury and in OMB and other parts
of the administration—many of them have been there a long time.
If you are going to take the top people, then you have all political
appointees.

Now, there are agencies that work together. You have been get-
ting their input. But you know, I have been around for a long time.
I have watched the Defense Department try to reform procurement.
I went through the whole FAA effort in trying to allow the FAA
to modernize its technology governing landings and take-offs at our
airports, and failing to do so, because we really could not within
the bureaucracy, meet the demand for expertise in an ongoing, ad-
visory way.
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It seems to me that we really need to bring a board to the service
of the IRS, with a breadth of experience that is envisioned in this
board; and that substituting people from the OMB and the Vice
President’s office—which incidentally I think is extremely dan-
gerous—plain, flat-out dangerous——

Secretary RUBIN. That is not in our goal, Mrs. Johnson.

Mrs. JOHNSON of Connecticut. Well, it was in your original pro-
posal.

Secretary RUBIN. Yes, but we agreed with your view and we took
it out of the bill.

Mrs. JOHNSON of Connecticut. OK, but even so, OMB also is nat-
urally in the service of the President, so is the Secretary’s office.
We need to have outside expertise with an independent view and
broad experience in how the private sector manages technology
such as new pay structures, personnel issues and management
issues. We have never had that. That has impeded our ability to
modernize service in department after department in the years
that I have been a Member of Congress—though we have tried.

Secretary RUBIN. Well, let me partly agree, if I may Mrs. John-
son, and partly—well, I do not so much want to disagree as to try
to draw a distinction.

I have enormous respect for the private sector. I came out of it.
I spent 26 years in it. I might add, incidentally, a lot of the prob-
lems I have seen at IRS with respect to systems, were the same
kinds of problems that the firm I was part of had. It took us prob-
ably—well, toward 10 years to get the systems operation right, and
we——

Mrs. JOHNSON of Connecticut. In the private sector?

Secretary RUBIN. Yes.

Mrs. JOHNSON of Connecticut. It is just that there is an urgency
in the private sector that makes them noncomparable. If you do not
modernize in the private sector, you are out of business in the end.
In the public sector, you are still in business for ever and ever, re-
gardless of what you do.

Secretary RUBIN. No, I am not—I am just saying that these prob-
lems are not totally public sector problems.

I think there is a very great value to having private-sector exper-
tise. I do not disagree with that. Our notion was that in part you
would have it through the advisory board. In part you could have
it through—and you very well might choose to have it—through
special groups of people that you called in to advise you on particu-
lar problems.

For example, on the blueprint that we put out. That is being put
out as part of the public/private partnership. A lot of the work will
be outsourced.

Mrs. JOHNSON of Connecticut. OK, can I just have a dialog with
you because I think——

Secretary RUBIN. Sure.

Mrs. JOHNSON [continuing]. Because I think:

Secretary RUBIN. Could I just add one more word, though?

But I think the distinguishing character—but I think the distinc-
tion, though, that I would like to make is that if you are calling
upon outside expertise—which I agree with—and the governing




92

pov&}rler over the IRS is placed in these outsiders is what I disagree
with.

Mrs. JOHNSON of Connecticut. But our failure has not been in not
seeking advice. We have had an advisory board. Our failure has
been in implementation. Our failure has been in continuity. Our
failure has been the inability to oversee change.

The mechanisms you point to, even the plan you have, that is
short term. We do not do such a bad job in the short term. In fact,
your involvement and your interest in the IRS during the time that
you have been the Secretary of the Treasury, has made a dif-
ference. It is just that nobody has before and probably nobody will
after and we cannot count on that mechanism.

So, what impresses me about the proposal before us is that it
provides expertise and continuity. Your advisory board is to me a
statutory rendition of what is already there.

The advisory boards, we all know, get listened to or not, depend-
ing on whatever the weather is. So, I am not impressed with advi-
sory boards. I want more concrete input than that. I want a closer
coupling of action and advice than your advisory board gives. Your
coupling of action and advice is really with the OMB, Treasury, ex-
ecutive branch team. Those are administrators, who in their own
bureaucracies, need to modernize and have not.

So I do not see how we couple them for action. We have to couple
advice and the agency for action. Coupling OMB, Treasury and the
executive branch—with all due respect—does not give one a lot of
belief that action will result.

Secretary RUBIN. Well, let me respond, if I may, Mrs. Johnson.

On the question of, will future Secretaries and Deputy Secretar-
ies take this with the seriousness that I do believe Larry Summers
and I have? We—as you know, we have addressed that and what
I think—in a mode that I think will work.

Having now been there almost 5 years, one of the things I have
noticed is that, if there is a lot of public exposure for something
that I am doing, it gets a lot of attention. That is the reason we
put in the provision about reporting to Congress. I think we should
report more frequently. I think we should report often enough so
that a Secretary would have to take it as a number one priority—
well, wait a minute—as a prime priority.

I do not think I agree with the other, Mrs. Johnson. I think that
if you have people in the form that we have in our IRS Manage-
ment Board, and you put the appropriate people inside the govern-
ment and you support them with advice and consultation outside
the government, I think you can make that work. And I think you
can get what you need to get done.

My fear is the one that I expressed before. I just do not see a
board that meets once a month and gives basically a sporadic kind
of attention from people whose minds are predominantly elsewhere,
being effective. But that is—you know, that is

Mrs. JOHNSON of Connecticut. Thank you for your thoughts, and
I look forward to talking with you about this in the future.

Secretary RUBIN. Sure.

Mrs. JOHNSON of Connecticut. I did not realize you had a dead-
line. I had lost track of that when I was out of the room.

Sorry for having taken so much of your time.
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Mr. CoLLINS. I understand Mr. Coyne has a brief question and
that you have been instructed to give a brief answer, so we will
move to Mr. Coyne.

Secretary RUBIN. I will match the brevity of your question, Mr.
Coyne. I doubt the President is here.

Mr. CoYNE. Thank you. Thank you, Mr. Chair.

Mr. Secretary, we are going to hear testimony later on today
from witnesses—at least from one witness—who will say, It is also
somewhat troubling and surprising that the administration’s tax
proposal—the IRS proposal—does not preclude either the manage-
ment board or the advisory board from involving themselves in tax
policy, law enforcement, procurement decisions and day-to-day
management of the IRS.

It also appears that members of the management board, some or
all of whom may be political appointees, would have access to tax
return information. While this may not have been intended, it is
a frightful thought.

Could you address yourself to that?

Secretary RUBIN. On the last piece there, Mr. Coyne, under sec-
tion 6103—I do know counsel is here, I am not sure, he might have
seen this—they would not have access—well, he was here. Oh, he
is still here. OK.

That is simply not correct. They would not have access to tax-
payer information. If there is any ambiguity with respect to that
in the legislation, we will change it. Under 6103, they would abso-
lutely not.

What was the first part of the question?

Mr. CoyNE. Well, involving themselves in the daily operation of
the IRS.

Secretary RUBIN. Well, they would not be involved with case spe-
cific matters, as a matter of practice. They would not get taxpayer
information. They would be involved in such matters as systems,
customer service

Mr. CoyNE. Law enforcement?

Secretary RUBIN. Yes, with law enforcement. Not with cases—not
with individual cases. Zero, with respect to particular cases. But,
the budget is related to law enforcement, or the strategy is related
to law enforcement, and matters of that sort.

They would be involved in exactly the kinds of things you want
them to be involved with, to provide the energized oversight that
will help the IRS reform and become the IRS we want it to be.

Mr. CoyNE. Thank you.

Secretary RUBIN. But nothing case specific.

Mr. CoyNE. Thank you.

Secretary RUBIN. Thank you, Mr. Coyne.

Thank you, Mr. Collins.

Mr. CoLLINS. Thank you, Mr. Secretary. We know we have kept
you a few minutes overtime.

Secretary RUBIN. No, no.

Mr. CoLLINS. We appreciate it.

Secretary RUBIN. I am pleased to be with you all. Thank you.

Mr. CoLLINS. OK, our next panel—are you all ready? Does some-
one have their nameplates?
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Mr. Goldberg, we have you listed first on the panel. Let me see,
you are a Commissioner, National Commission on Restructuring
the Internal Revenue Service.

Will you go ahead and give us your testimony?

STATEMENT OF HON. FRED T. GOLDBERG, JR., COMMIS-
SIONER, NATIONAL COMMISSION ON RESTRUCTURING THE
INTERNAL REVENUE SERVICE

Mr. GOLDBERG. Thank you, Mr. Collins. I request my written
Is)tat?ment be included in the record, and I will try to keep this very

rief.

Mr. CoLLINS. All of the statements in their entirety will be en-
tered into the record.

Mr. GOLDBERG. Thank you.

Having listened to today’s hearings, I would like to just take this
opportunity to just jump right in and talk about this question of
private-sector involvement in the board structure that the Commis-
sion recommended. That clearly—that has been identified as the
issue that concerns most folks, and I would like to talk about it.

The starting point is that the Commission members shared those
concerns. Anytime you talk about putting folks, who are private-
sector individuals, into a position of some kind of responsibility in
the government, you need to be very careful about that. I think the
Commission bent over backward to be sensitive to those concerns.

I believe that when you look at the facts, when you look at the
legislation as introduced, the Commission was wholly responsive to
those concerns. In particular, I believe any suggestion that the
Commission recommended turning IRS management over to the
private sector is simply wrong.

I would like to take a few minutes—this is not flowery stuff, but
I think it is important to look at the facts. The President remains
ultimately responsible. The President appoints the board members,
and the President can remove the board members at any time for
any reason.

Second, the proposal leaves in place Code section 7801(a). Section
7801(a) of the Internal Revenue Code provides that the administra-
tion and enforcement of the tax laws is to be performed by or under
the supervision of the Secretary of the Treasury.

Third, by statute, the board would have no involvement in or au-
thority over tax policy matters, tax law enforcement, procurement
decisions, day-to-day administration of the tax laws. By statute, the
board would have no access to tax return information.

Fourth, the expressed function of the board is to provide over-
sight, not management. As introduced, the legislation makes this
clear. It is an oversight board, and it is a board that resides within
the Department of the Treasury.

Fifth, by their very nature, the board’s products—what this
board does, ends up in the public domain. At the end of the day,
everything this board does, what it produces is subject to the scru-
tiny of the Congress and is subject to the scrutiny of the American
people.

Sixth, as introduced, the board has nine members. That means
that each member’s conduct is subject to the review and assess-
ment of his or her eight colleagues.
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Finally, while the Commission members are absolutely confident
that this administration—in particular this administration and this
Secretary—will be able to recruit representatives of the business
community who are of the highest integrity and competence. That
is not required. We assume that some members of the Board would
come from other walks of life, academia, the nonprofit sector, state
and local government, retirees from both the public and private
sector.

If some administration were so uncomfortable with the involve-
ment of the business community, they could create a board of direc-
tors consisting of no one from the business community.

Finally, let me talk about the budget. There is apparently some
confusion on this score. The Board will indeed form its position on
funding for the IRS and will communicate that position, publicly.
That is exceedingly important. This Congress has already vested
similar authority in the Social Security Administration.

But that is not the budget of the IRS. The Congress decides the
funding for the IRS, through the normal appropriations process. So
while the Board performs a critically important function in express-
ing its independent views on funding, those decisions regarding
funding stay exactly where they are.

So, again, I think it is confusing and misleading this entire dis-
cussion to talk about turning the IRS over to the private sector. It
is not the recommendation. It is not going to happen. It should not
happen. It is a red herring argument in its entirety.

Real quickly, on the point of continuity. Changing computer sys-
tems, introducing quality concepts into one organization, revising
training, changing culture of an organization—these are very, very
hard things to do. They take more than 2 or 3 years.

The Secretary said it took 10 years to do systems work in the pri-
vate sector. There is nothing about the administration’s proposal
that offers the slightest hope for the continuity that is required.

Thank you very much, Mr. Chairman.

[The prepared statement follows:]
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Statement of Fred T. Goldberg, Jr.
National Commission on Restructuring the IRS

Before
House Committee on Ways and Means

September 16, 1997

Mr. Chairman and Members of the Committee: My
name is Fred Goldberg. I served as IRS Chief Counsel
from 1984-1986, as IRS Commissioner from 1889-1991, and
as Assistant Secretary of the Treasury for Tax Policy
during 1992. I was appointed to the IRS Restructuring
Commission by Senate Minority Leader Tom Daschle. I am
appearing today as a Member of the Commission and not on
behalf of any client interest.

For the most part, I believe the Commission’s
Report speaks for itself, and I will limit my comments to
several observations that I urge you to keep in mind as
you review our recommendations.

The Context

The IRS is the one institution of government
that directly affects everyone. It is essential that it
meet the demands and expectations of the American public.
Tt does a very difficult and important job; that job is
made close-to-impossible by a complicated and unworkable

Internal Revenue Code. Most IRS employees are hard-
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working and well-meaning, and the IRS still collects most
of the revenue that is due and owing at a lower cost than
its counterparts arocund the world.

At the game time, however, there is widespread
frustration that something is terribly wrong -- from
phones that aren’t answered and audits that go on forever
to correspondence that is often incomprehensible; from
employees who lack the training and tocls to do the job
to employees who view all citizen-taxpayers as crooks and
cheats; from a large and growing tax gap to legendary
computer troubles. BAbove all, there is one,
incontrovertible fact: the IRS fails to meet the minimum
acceptable standards that citizens have come to expect
and demand from service companies in the private sector.
This failure does not mean that the IRS is doing "worse"
-~ it means that the ¥RS has not kept pace with changes
that are transforming the private sector.

The Causes and Criteria for Change

By and large, the problems result from two
causes. First is the complexity of the tax law. This
igsue was beyond the scope of the Commission’s charge,
but it is important to emphasize our finding that

simplification of the tax law is egsential.
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Second is the need for fundamental change in
the management, governance and oversight of the IRS.
Regardless of the "problem" under review, the same themes
kept recurring. What’s missing is agreement on what the
Administration and Congress want from the IRS -- and the
expertise, accountability, and continuity to deliver on
those expectations.

This is the most important point to bear in
mind. All of our recommendations were focused on these
criteria: what do we want from the IRS, and how can we
provide for the expertise, accountability and continuity
to get the job done? I urge you to test cur
recommendations -- and consider alternatives -- against
these standards. '

The Commission’s Recommendations

When viewed in this light, I believe that the
case for the Commission’s recommendations in the areas of
management, governance and oversight is overwhelming:

Appoint the Commissioner for a five-year term.

Give the Commissioner authority and tools to build
his or her own senior management team, and hold
those individuals accountable for performance.

A Board of Governors -- fully accountable to the
President of the United States -- with the expertise
and continuity to focus on strategic, long-term
objectives, and hold the Commissioner accountable
for performance.
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Coordinated Congressional oversight among those
responsible for all aspects of the IRS, with a
specific focus on strategic and long-term issues.
Stable financing over a three year period and
explicit Congressional authority 'to provide
additional IRS funding outside the budget caps,
subject to the express understanding that the IRS
will use that three year period to get its house in
order, develop appropriate performance measures and
obtain "clean" financial audits.
Workforce flexibility that will enable the IRS to
recruit and retain those who measure up -- and get
rid of those who don’t.
These recommendations comprise an integrated package.
Each of these elements is essential to provide the
requisite expertise, accountability and continuity; no
gsingle recommendation standing alone would be sufficient.
With respect to the question of vision --
what’s expected of the IRS -- the Commission believes
that this is ultimately a matter for the Administration
and Congress to decide, on behalf cf the American people.
A primary purpose of the reforms we are recommending is
to create a structure that will force agreement on this
all-important issue.
Nonetheless, I believe that the Commission’s
Report reflects a view that is shared by most Americans.
There are many ways to describe this consensus -- for

example, customer service comparable to the best that is

available from the private sector. What needs
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emphasizing is that this chocice has consequences. For
example, we recommend that the IRS adopt two fundamental
principles in its dealings with the American public: (1)
The IRS should not contact a taxpayer unless the IRS is
prepared to devote the resources necessary to provide
that taxpayer with a prompt, high guality resolution of
the matter in gquestion. (2) The IRS should not force
the taxpayer to deal with an IRS employee unless that
employee is adequately trained and has the tools to do
the job properly.

These standards are a business necessity and a
moral imperative in our system of government. They may
sound obvious, but make no mistake about it: at present,
and for all too many years, the IRS has failed to live up
tc these standards. I can tell you from personal
experience, if the IRS did adhere to these standards, it
would transform tax administration.

The reasons for this failure go to the eséence
of our recommendations: First, there has been no
explicit acceptance -- by either Congress or the
Executive Branch -- that these standards embody first
principles of tax administration. Second, the current

management, governance and oversight of the IRS does not
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provide the expertise, accountability and continuity that
would be necessary to meet these standards.

To prove the point, ask yourselves the
following guestions: What if adhering to these standards
meant lower audit coverage and a short-term reduction in
revenue? What if adhering to these standards meant
increased funding for the IRS? What measures are in
place to assess whether the IRS is meeting these
standards? How do the Administration’s budget request
and Congressional appropriations align themselves with
these standards? How many Congressional oversight
hearings have focused on these standards? Who's
accountable for meeting these standards?

IRS Oversight Board

Most of the controversy surrounding the
Commission’s Report has focused on its recommendation for
an IRS Oversight Board. As a preliminary matter, it is
important to reemphasize that this is only one in a
series of integrated recommendations to provide
expertise, accountability and continuity. While I
understand that some question whether the Board will have
any real impact, I want to emphasize that most Commission
members, myself included, believe that some type of Board

- with most or all of the formal duties and
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responsibilities we identified, and with private sector
representatives who serve for fixed terms -~ is essential
to provide the continuity, expertise, and accountability
that the IRS requires. If this basic concept is
rejected, then efforts to reform the IRS will fail.

Having served as IRS Commissioner and as
Treasury Assistant Secretary, I can understand why this
particular proposal makes the Treasury Department uneasy.
But I am absolutely certain that any discomfort or
skepticism is well worth enduring for the sake of the
other reforms being recommended by the Commission. In my
view, it’s not even a close guestion.

Since the Commission’s Report was issued, the
primary criticism of the Commission’s Board
recommendation relates to the role of the private sector,
and the prospect for, or appearance of, conflicts of
interest. Mr. Chairman, this is an issue that the
Commission took seriously, and addressed with care. 1In
light of the following, these criticisms are, at best,

erroneous and misleading. In particular, any suggestion
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that the Commission recommended turning IRS management
over to the private sector is absurd.!

First, the President would ;emain ultimately
and unambiguously accountable for tax administration.
Private sector members of the Board would be appointed by
the President for five year terms; however, the President
could remove any Board member at any time, and for any
reagson -- including inadequate performance or conflicts
of interest.

Second, the proposal would not alter Code
7801 (a), which provides that the administraticn and
enforcement of the tax laws is to be performed by or
under the supervision of the Secretary of the Treasury.
Nothing would change in this regard.

Third, by statute, the Board would have no
involvement in (much less authority over) tax policy
matters, tax law enforcement, procurement decisions, and

day-to-day administration of the tax laws. Moreover, by

! I should note, however, that several Commissioners
favored removing the IRS entirely from Treasury, and
placing control of the Agency in the hands of an
independent board with private sector
representatives. This suggestion is not as dramatic
as it may sound. Indeed, Canada, Japan, and Mexico
are moving in precisely that direction.
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statute, the Board would have no access to tax return
information.

Fourth, the express function of the Board is to
provide oversight. As introduced, thé‘legislation makes
this clear: It establishes an "Internal Revenue
Oversight Board" and that Beard resides "within the
Department of Treasury." The Board’'s duties are
delineated in a manner consistent with that
responsibility.? A primary area of expertise that Board
Members from private life should bring to the job is
their ability to distinguish between legitimate oversight
activities, and the epidemic of micromanagement that
makes government so inefficient and ineffective.

Fifth, by their very natufe, the Board’'s
rproducts" -- review and approve strategic plans, review
annual business plans, appoint and remove the
Commissioner, review and approve the IRS budget for
transmittal to the Administration and Congress, periodic
reports to the Congress and the American public -- end up

in the public domain.

2 By way of comparison, the Administration’s proposal
establishes a Management Board whose duties and
authority are not circumscribed.
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Sixth, as introduced, the Board will have nine
members. This means that each member’s conduct will be
subject to review by his or her colleagues -- including
representatives of the Administration and IRS employees.

Seventh, while those of us supporting the
Commission’s recommendation are confident that the
Administration will be able to attract business leaders
of the highest competence and integrity, we also assumed
that at least some Board members from outside the Federal
government would come from other walks of life. If this
(or any other) Administration has so little trust in the
integrity or competence of the business community, it
could, of course, draw on Board members from other
pursuits (including academia; state or local government;
the consulting community; individual taxpayers; retirees
from the public and private sectors; etc.)

Finally, there is apparently some confusion
regarding the Board’s role in setting the IRS budget.
The Board will make its own independent determination
regarding proper funding for the Agency, and will
communicate that determination to the Administration and
the Congress. However, the Administration will also
present its proposed IRS budget to the Congress. The IRS

budget will then go through the normal appropriations
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process. In other words, the IRS budget will not be
determined by the Board -- it will be determined by the
Congress and the Administration.

The Commission decided that the foregoing was
fully responsive to legitimate concerns regarding the
role of the private sector. By the same token, however,
the Commission was well aware that there are no perfect
answers to any of the difficult issues we considered.
They require a balance among competing concerns and
objectives. What’s important to keep in mind is what we
were trying to accomplish: provide IRS with expertise,
accountability and continuity -- while avoiding the
pitfalls that accompany any change. There are any number
of modifications to the Board propoéal that would
maintain the basic concept (a group with independent and
formal oversight responsibilities that includes private
sector members who serve fixed terms) and therefore meet
the overall objectives of expertise, accountability and
continuity. Thus, for example, it would be possible to

alter the role of the Board in selecting the
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Commissioner, or change the composition of the Board, and
still achieve the Commissicn’s objectives.?

The Administration’s Proposal

I would also like to comment briefly on the
Administration’s Proposal as recently introduced in
Congress. As a preliminary matter, it is encouraging that
there is so much agreement on so many areas. On the
other hand, while the omission of any provisions
regarding Congressional oversight may show commendable
deference, it ignores an area where change is reguired.

The biggest area of disagreement relates to
Executive Branch governance. The Administration proposes
creating an IRS "Management Board" consisting of an
unspecified number of career governﬁent employees and
political appointees from throughout the Federal
government. The Management Becard will assume some
significant (but ill-defined) responsibility for
management of the IRS. It will also have its own

independent staff, outside the IRS. The Administration’s

Whatever Congress may decide, I think it is
important to limit the number of Board members (if
anything, nine may be too many). I also think it
would be a terrible mistake to put individuals from
"Main Treasury" (other than the Secretary or Deputy
Secretary), or from elsewhere in the Executive
Branch, on any type of management, governance or
oversight board.
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Proposal also creates an Advisory Board, reporting to the
Secretary, that is much like the current Commissioner’s
Advisory Group. While this approach may address some
isgues, it fails to address others.

In particular, it will not satisfy the three
criteria that should be used to evaluate any reform
proposal. First, these groups will not bring to bear the
kinds of expertise that the IRS requires -- at least in a
way that has any hope of making a real difference.
Second, they will diffuse, not focus accountability.
Finally, the likely turnover in membership will undermine
any hope for continuity.

On balance, the Administration’s proposal, in
its current form, will do little more than visit the
mother of all micromanagement plagues on the IRS, and
undermine any IRS eff®rt to meet the expectations of the
American public.

It is also somewhat surprising and troublesome
that the Administration’s Proposal does not preclude
either the Management Board or the Advisory Board from
involving themselves in tax policy, law enforcement,
procurement decisions, and day-to-day management of the
IRS. It also appears that members of the Management

Board (some or all of whom may be political appointées)



109

would have access to tax return information. While this
may not have been intended, it is a frightening thought,
at least for those who recall why Section 6103 was
enacted in the first place. As compared to the Executive
Order, the legislation as introduced compounds these
problems because there is no limit on who or how many
Executive Branch employees can be involved in such
matters.
Conclusion

I have spent most of my professional life
dealing with taxes and tax administration; I consider
myself extremely fortunate to have served in a number of
senior government positions in the world of taxes. Based
on my experience, I am certain of the following:

Fundamental change in IRS management, governance and
oversight is essential.

That change must result in a shared vision of what
we want from the IRS, and the expertise,
accountability and continuity to deliver that
vision.
You and your colleagues, and the Administration, have a
unique opportunity -- one that doesn’t come along very
often. A well-functioning IRS is not a partisan issue,
or a turf issue, or a question of hidden agendas. The

IRS occupies a unigue role in our system of government.

It is essential that it meet the legitimate demands and

expectations of the American people.

Mr. CoLLINS. Thank you, Mr. Goldberg.
Mr. Weston, you are next, please.
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STATEMENT OF JOSH S. WESTON, COMMISSIONER, NATIONAL
COMMISSION ON RESTRUCTURING THE JINTERNAL
REVENUE SERVICE; AND CHAIRMAN, AUTOMATIC DATA
PROCESSING

Mr. WESTON. Thank you, Mr. Chairman. I am also chairman of
Automatic Data Processing. I have been a senior ADP executive for
over 25 years. President Clinton appointed me to the IRS Commis-
sion. I was the only large company chief executive officer on the
Commission.

ADP itself is a $4 billion-plus computer service. We have 60 com-
puter centers, 33,000 employees and the longest growth record in
America, 36 years in a row of double-digit growth.

We pay 22 million Americans on payday. We are electronically
interfaced with 2,000 U.S. taxing authorities, from IRS to local
school districts. Our IRS relationship is paperless. We transmit
$200 billion a year to IRS. That is one-seventh of the Federal Gov-
ernment’s revenues.

We also give IRS 35 million, paperless, W—2 forms and millions
of electronic tax returns. ADP handles over 50 million phone calls
per year, and while 40 to 60 percent of the IRS phone calls reach
their destinations, well over 90 percent of the calls to us reach us
at the proper point.

We support 100,000 computer terminals for Wall Street, where
response time is measured in milliseconds. Our computers process
20 percent of Wall Street trades, where timing and accuracy are
absolutely critical, as with payrolls.

So I think I know a lot about service, efficiency, computerization
and management. In addition, I serve on the boards of four large
service companies. In each case, I think I am a well-informed, fo-
cused and influential part-timer.

Although those boards generally pay me around $30,000 annu-
ally, they get my dedicated attention. My fellow board members
have more board longevity than do relevant Treasury executives
and the present advisory boards concerned with IRS.

Our private-sector boards neither micromanage nor do they im-
plement policy. They do not manage. Boards do not run companies.
They are not in charge. chief executive officers are in charge. Effec-
tive boards do maintain clear focus, clear oversight and continuity.
They demand measurable plans, competent organizations and good
outcomes from the chief executive officer.

The President recently named a very qualified, private-sector ex-
ecutive to be IRS Commissioner. Because of my connections in pri-
vate-sector activities, I was the private-sector part-timer who iden-
tified this next IRS chief executive officer to Larry Summers.

I give you a lot of this background because it illustrates the kind
of public-minded talent that is available for the IRS Board that our
Commission recommends. There are many qualified, private-sector
individuals like me. They are not all chief executive officers, and
my description illustrates why I disagree with the Treasury’s view
that an external IRS Board of part-time executives would not be
appropriate, qualified or dedicated for the IRS operations and serv-
ice.

As a further indicator of the relevance of private-sector execu-
tives to IRS, I can tell you that in just 4 months on the IRS Com-
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mission, I made indepth visits to five tax centers. I doubt that any
of the salaried Treasury advisors have learned from as many IRS
field personnel and tax processes as I did as an unpaid part-timer.
There are others like me who could bring relevant experience and
competence and consistent guidance to the IRS.

By contrast, as to relevant experience, consistency and account-
ability, the past 20 years clearly indicate that existing IRS and
Treasury oversight have suffered from a glaring lack of relevant ex-
perience, focus and consistency regarding large scale, service and
operation activities.

IRS oversight by Treasury is flawed because the relevant offi-
cials, as you have well heard, generally have low longevity and lim-
ited experience to guide IRS. The Treasury proposal does not
amend or improve this situation.

I would like next to talk about accountability. Accountability is
very important. It is absolutely the missing ingredient in the
Treasury proposal. Accountability only applies to persons, not to
departments, not to positions. An incumbent feels accountability
only if he or she both launched and finished a plan or a business
cycle.

Successor appointees cannot effectively be held accountable for a
prior incumbent’s deeds or plans. Short longevity in Treasury abso-
lutely negates effective accountability.

Our proposed board and IRS Chief Executive Officer would both
have the longevity to permit effective accountability.

The bulk of IRS employees are not in heavy-duty enforcement.
Most of them are in service, phone call activities and computer op-
erations, because well over 75 percent of revenues come in almost
automatically from withholding taxes and employer payroll taxes.

Therefore, it is particularly important to get help with account-
ability that can improve service, clerical activities and computer op-
erations.

I thank you for your time and would be happy to answer any
questions.

[The prepared statement follows:]
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Testimony to the House Committee on Ways and Means
by Josh S. Weston, September 18, 1897

Mr. Chairman and Committee members:

. I am Josh Weston, chairman of Automatic Data Processing. | have been a senior ADP
executive for 25 years. President Clinton appointed me to the IRS Commission. | was the only
large-company CEO on the Commission.

ADP is a $4+ billion computer service, with 60 computer centers, 33,000 employees, and
the longest growth record in America...36 years in a row of double-digit growth.

We pay 22 million Americans on payday. We electronically interface with 2000 U.S. tax
authorities, from IRS to local school districts. N

Our IRS relationship is paperless. We transmit $200 billion per year to IRS. We also give
them 35 million paperless W-2 forms and millions of electronic tax returns.

ADP handles over 50 million phone calls per year. While 40-60% of IRS phone calls reach
their destinations, well over 90% of calls to us do so.

We support 100,000 terminals for Wall Street, where response time is measured in
miiliseconds. Our computers process 20% of Wall Street trades, where timing and accuracy are
critical, as with payrolls. So, | think 1 know a lot about service, efficiency, computerization, and
management,

In addition, | serve on boards of four large service companies. In each case, | thinkl am a
well informed, focused, and influential part-timer. Although those boards generally pay me $30
thousand annually, they get my dedicated attention. My fellow board members have more
longevity than do relevant Treasury executives and advisory boards. Our private sector boards
neither micromanage nor implement policy. They do not manage. Boards don't run companies.
They are not "in charge." CEQ's are in charge. FEffective boards do maintain clear focus,
oversight, and continuity. They demand measurable plans, competent organizations, and good
outcomes from the CEO.

The President recently named a very qualified private sector executive to be IRS
Commissioner. Because of my Commission and private sector activities, | was the private sector
part-timer who identified this next IRS CEO to Larry Summers.

I give you this background because it illustrates the kind of public-minded talent that is
available for the IRS board that our Commission recommends. - There are many private sector execs
like me. My description illustrates why | disagree with Treasury's view that an external IRS board
of part-time executives would not be appropriate, qualified, or dedicated for IRS operations and
service.

As a further indicator of the relevance of private sector executives to IRS operations, | tell
you that in just four months, | made in-depth visits to five tax centers. | doubt that any of the
salaried Treasury advisors have learned from as many IRS field personnel and tax processes as
have | as an unpaid, part-timer. There are others like me who could bring relevant competence and
consistent guidance to the IRS.

By contrast, as to relevant experience, consistency, and accountability, the past twenty
years clearly indicate that existing IRS and Treasury oversight have suffered from a glaring lack of
relevant experience, focus, and consistency in large scale service and operations. RS oversight by
Treasury is flawed because relevant officials generally have low longevity and limited experience in
roles that can guide the IRS towards better service, efficiency and computerization.

Treasury's proposal for a 14-person gquarterly advisory board of part-timers hardly
approaches the value of our recommended board. Their large advisory board would include only
four private sector executives. it would not have intensity, clout, or accountability.

Treasury's 20-person, part-time management board consists mostly of mid-level department
heads who lack the senior level experience to guide a $1.5 trillion, 100,000 employee,
computerized service that handles a billion transactions and 150 million phone calls per year. Nor
would such a large, heterogeneous board likely have a shared, sustained strategic vision with clear
authority and accountability.

Accountability is a very important, missing ingredient in Treasury's proposal. Accountability
applies only to persons, not to departments or positions. An incumbent feels accountability only if
he or she both begins and finishes a plan or business cycle. Successor appointees cannot
-effectively be held accountable for prior incumbents’ deeds and plans. Short longevity in Treasury
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negates effective accountability. Our proposed Board and CEO would have the longevity to permit
effective accountability for both the Board and the IRS CEO.

Some have characterized our Board as a free-standing, privatized, non-accountable tax
enforcement agency. Those allegations are not accurate. Board members would be selected by
the President, who could also terminate them. The President could also terminate the [RS CEO.
The Senate would have a say on each appointee. The Secretary of the Treasury would be on the
board. The board's budget requests would flow through both Treasury and Congress. The board
would have no say on tax policy and tax enforcement, which would continue to flow through
Treasury, as it does today.

The bulk of IRS' employees are not in heavy-duty enforcement. Most IRS employees are in

service and operations, because well over 75% of revenues come in almost automatically from
withholding taxes and employer payroll taxes, where enforcement and tax policy are not primary
issues. .
Regrettably, even reliable publications have recently been misled and/or have misled their
audiences on several of the important principles that I've addressed...to the detriment of intelligent
debate and sensible outcomes. It is naive or malicious to suggest that our Commission wishes to
privatize tax collection or put corporate America in control of their own tax audits.

* * * * * * *

1 would like to emphasize some non-governance observations that are important:

1. Our tax system is based on voluntary, self-assessment. [t produces $1.5 trillion per year.
Initial voluntary compliance is over 85% accurate, which is very high by international
comparisons.

2. Voluntary self-assessment is very sensitive to taxpayer attitudes and treatment. A mere 1%
compliance shift in either direction affects federal proceeds by $15 billion per year.

3. Current IRS service standards, behavior, and audit methodology are much below private sector
standards, and cost the government huge shortfalls in revenue and goodwill. More qualified
board governance and continuity (not daily management by the board) could make a big
difference.

4. Congress also needs better coordinate its oversight of seven different Congressional
committees interrogate and guide IRS. They typically hold 20-30 hearings per year. In each
of these past ten years,you have authorized over 40 different GAO investigations and reports
on the IRS, most of which have been more burdensome than useful. That adds up to 400
such GAO reports about the iRS.

This abundance of checking, auditing, and criticizing generates a defensive value system in
IRS. IRS executives spend more time avoiding exposure to criticism and replying to criticism
than to improving responsiveness and efficiency.

5. Qur Commission recommends that the House and Senate have one joint, senior body to better
coordinate the direction, focus, and consistency of Congressional and GAO guidance.

6. Finally, | have a few comments on technology:

a. It is imperative that you fully fund and monitor IRS progress on fixing the Year 2000
challenge well before December 1999, or chaos will ensue.

b. It is equally imperative that IRS be allowed and encouraged to build and retain an
experienced, capable senior technology leadership team that is not solely home grown
talent. To do so in the very competitive, dynamic information technology industry, IRS
needs more flexibility in hiring and firing than prevails elsewhere in government.

¢. Flectronic filing and other simplifications are critical to enhanced accuracy, efficiency, and
auditing. Automated data collection projects need funding, clear targets, and legislative
revisions to make electronic filing and scanning more attractive and simpler.

* #* * * * * *

| thank you for your attention and would be pleased to further help you.

Mr. CoLLINS. Thank you, Mr. Weston.
Mr. Wetzler.

STATEMENT OF JAMES W. WETZLER, COMMISSIONER, NA-
TIONAL COMMISSION ON RESTRUCTURING THE INTERNAL
REVENUE SERVICE; AND DELOITTE & TOUCHE LLP

Mr. WETZLER. Mr. Collins, thank you. I am James Wetzler. I am
speaking here as a member of the Restructuring Commission who
dissented from the final report. My experience with tax policy and
administration is primarily 11%2 years spent here on the staff of
the Joint Tax Committee, and then 6% years as New York State
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Tax Commissioner in the latter part of the eighties and early nine-
ties.

Let me first emphasize that there was a substantial consensus
within the Restructuring Commission on quite a number of points.
I tried to outline that in the first couple of pages of my statement.
We agreed on quite a number of things, and if you put together an
IRS reform bill that consisted of all the items on which there was
a substantial consensus, you would have a very, very successful re-
form of tax administration in this country.

I am not going to belabor that here, because I think it is more
useful to go into some of the differences.

You should start your deliberations on this issue with a balanced
assessment of the strengths and weaknesses of the Internal Reve-
nue Service. We have heard a lot about the weaknesses in the last
year. We have heard a lot about the weaknesses so far today in
this hearing.

But the IRS also has very substantial strengths, and they are not
always given proper attention in the public discussion. The IRS, re-
member, is basically an organization that is accomplishing its mis-
sion. Taxpayers do get their refunds every year. The tax forms are
printed and distributed to taxpayers; their accounts are main-
tained.

The country has a tolerably high level of voluntary compliance
with our tax laws. The IRS runs a very low-cost operation. Meas-
ured in terms of its budget as a percent of revenue collected, the
IRS is much cheaper than tax administrations in states here in the
United States, or in other countries.

Confidentiality of taxpayer information is maintained. The IRS
issues a massive amount of guidance every year about our very,
very complex tax law. And the IRS is almost entirely—and has
been for many, many years—almost entirely free from political in-
terference, if not entirely free. These are very substantial assets.
Things could be a lot worse.

Other countries like Italy and Russia envy our relatively success-
ful tax administration. You are dealing in an area where the down-
side of making our tax administration worse is very, very serious.
Because a serious deterioration of our tax administration below
what it is today threatens the fiscal stability of the country.

So I urge you to approach your task with a balanced assessment
of the Service’s strengths and weaknesses. Things could be a lot
worse.

I dissented from the Commission’s report for two reasons. One is,
I am opposed to the idea of turning management of the Internal
Revenue Service over to a private-sector board; and second, there
were certain areas that I thought should have received more atten-
tion in the Commission’s report than they actually did—and I will
allude to those in a minute or two.

Let me start with the governance suggestion. My objection to the
Board is not an ideological objection. The reason I object to it is,
having thought about the idea for the better part of a year, I still
cannot identify sensible solutions to what I think of as serious
problems with the way this would actually work on a day-to-day
basis in practice. Indeed, I continue to think about it, and I con-
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tinue to identify problems at a somewhat faster rate than I am
identifying solutions.

The proposal envisions a matrix management structure for the
Service. The Board would hire and fire the Commissioner, approve
the Service’s budget and strategic plan, and review operational
plans, as well as the pay and hiring of senior officials.

However, the Board would be specifically precluded from involv-
ing itself in law enforcement matters, procurement decisions and
tax policy—and I assume by this we mean tax policy as both the
IRS input into your decisions on how to write the tax laws, as well
as the content of guidance issued by the Internal Revenue Service,
rulings, regulations and so forth.

I do not really understand how this would work. Would the Sec-
retary continue to supervise the Commissioner with respect to all
the matters from which the Board is precluded? How would the
Secretary exercise his authority over the Commissioner and the
senior staff over any aspect of their performance, when he or she
has no involvement except as a board member in payroll and per-
sonnel decisions?

What would prevent the Board from intervening into matters
from which it is supposed to be precluded? How would the Board,
in its hiring and firing decisions, take proper account of how the
Commissioner is performing, or the Commissioner’s capabilities, in
the precluded areas? Who would supervise the Commissioner with
respect to areas that are not specifically reserved for the Board, but
from which the Board is not specifically precluded? Is it the Sec-
retary or is it the Board?

When Congress gets two different IRS budget requests, one di-
rectly from the Board through the Treasury, the second from OMB,
how is Congress going to respond? Are they just going to take each
line item and pick the lower of the two amounts and that will be
the IRS’ budget? It is hard for me to see how this is going to work
successfully on a day-to-day basis in practice.

The conflict of interest issue, I think, is important. To my mind,
this is largely an issue of perception. Personally, I am confident
you could select board members who have the proper qualifications,
who are willing and able to put aside their parochial interests and
make decisions that are in the best interest of tax administration.
I think if you select the board members properly, they will be able
to handle themselves ethically.

But I think in approaching the conflict of interest issue, you have
to consider realities in modern-day Washington. This is a town
where you create a national scandal if you buy somebody lunch. I
really think that as a practical matter, the people who have the
qualifications that you are going to want on a board like this are
going to have perceived conflicts of interest, and this issue will to-
tally dominant the appointments process, the confirmation process,
and the public perception and the press coverage of the Board’s be-
havior, once it is appointed.

Finally, boards have a very mixed record of directing organiza-
tions. Some are very successful and contribute to their organiza-
tion’s success. Others are inattentive and do little or nothing. Some
boards micromanage and make their organizations worse.
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The key to a board-directed structure is that there is no one per-
son who is responsible. The board’s responsibility is defused among
the board members. No one of them actually is responsible for the
success of the organization, and that causes some boards to per-
form well, and some boards to perform poorly.

Given the risks of poor performance, and the risk to the country
of an organization that would cause the IRS to deteriorate, as some
organizations do, I am not sure I would want to take the risk in-
herent in a board structure.

An alternative governance structure can create virtually all the
advantages of the Commission’s recommendations without the dis-
advantages.

You can get outside input through an advisory board, an advisory
board that makes public reports to Congress. As a practical matter,
that is going to give that board a lot of power. The Secretary of the
Treasury is going to be very reluctant to ignore public reports given
by his advisory board about how things like systems modernization
or other features of our tax administration are proceeding.

However, because the board would only be advisory—would not
have decisionmaking power—Congress and the President could feel
free to ignore those suggestions, and the conflict of interest issue
would be greatly reduced.

I think the way you would get the Secretary to pay attention to
tax administration, as Secretary Rubin suggested, is to haul him
up here a couple of times a year to tell Congress what he is doing
to improve tax administration, and that as a practical matter, will
focus the Secretary and the Deputy Secretary’s attention on mak-
ing sure they have something constructive to say during these
hearings.

I do not see a need to legislate the creation of an internal IRS
Management Board consisting of government officials within the
executive branch. As a practical matter, many executive branch
agencies exercise some control over various aspects of the IRS: the
Office of Personnel Management, the Office of Management and
Budget, the General Services Administration, various bureaus
within the Treasury Department. It seems reasonable to suggest
that they should meet periodically to make sure they all are oper-
ating under the same strategy. I do not see why that has to be leg-
islated. People can have meetings any time they want to without
Congress writing legislation.

My testimony goes into some areas I believe were not given prop-
er emphasis in the Commission’s report, and those include the IRS
budget, budget scorekeeping and the tax compliance gap. I will
leave those for my written statement and will be happy to respond
to any of your questions.

[The prepared statement and attachment follow:]
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Statement of James W. Wetzler
Deloitte & Touche LLP
on
Management and Governance Provisions of IRS Restructuring Legislation
House Committee on Ways and Means
September 16, 1997

Thank you for the opportunity to testify on the management and governance provisions of
proposed IRS restructuring legislation. Let me note for the record that I am speaking
strictly for myseif, as a member of the National Commission on Restructuring the IRS
who dissented from the majority report, and that my testimony does not necessarily
represent the views of Deloitte & Touche LLP or its clients.

Areas of agreement

It is important to emphasize that there was substantial agreement within the Restructuring
Commission on many important points.

o We agreed that the United States needs a world-class tax administration agency,
one that formulates and executes strategic plans to accomplish its mission, achieves a
high degree of compliance with the tax law, operates in such a way as to minimize the
burdens that tax compliance imposes on taxpayers, treats taxpayers courteously and
fairly, and successfully deploys modern data processing technology to these ends.

* We agreed that there has been a governance problem at the IRS. Part of that
problem is that political leaders have not been willing to support a consistent set of
ptiorities for the Service. One day the emphasis is on raising revenue, the next it is on
reducing burdens imposed on taxpayers, the next it is on increasing productivity within
the Service. Specific shortcomings in the Service’s performance take center stage for
brief periods of time, and corrective action is demanded, without consideration
necessarily being given to the significance of these shortcomings to the overall tax
administration program. A second aspect of the governance problem is that the
Commissioner of Internal Revenue has not always been properly supervised by his or her
boss, the Secretary or Deputy Secretary of the Treasury, which has created an
environment where certain serious shortcomings have not been attacked with a proper
sense of urgency.

+ We agreed that a new governance structure for the Service should include
substantial input from people outside the government who have expertise in information
technology, marketing, organizational change and high-volume customer service, as well
as the tax expertise that has traditionally dominated informed public discussion of tax
administration. However, because tax administration is such a sensitive government
function, we also agreed--after considerable discussion--that ultimate decision-making
authority over tax administration should rest with people who are appointed by, and serve
at the pleasure of, the President. The IRS is not the Federal Reserve Board, where a
conscious decision has been made to insulate monetary policy from political
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accountability. If our tax administration is functioning poorly, the voters should be able
to hold elected officials responsible. . :

® We agreed that taxpayers have a right to be served by IRS employees who are
properly equipped to provide good service; that is, who are properly trained and given
access to the research tools, office equipment and facilities they need to serve the public.
The Service needs to be sufficiently adequately staffed that it does not initiate contacts
with taxpayers unless it is prepared to deal promptly and effectively with the taxpayers’
responses to those contacts.

= We agreed that the Service needs to proceed ahead with modernization of its
systems, without which there will not be quantum improvements in the level of service to
taxpayers no matter what changes in governance are adopted.

* We agreed that steps need to be taken to increase the tenure of office of the
Commissioner of Internal Revenue to achieve more continuity of management.

These areas of agreement create the basis for a successful effort to restructure the Internal
Revenue Service if a good faith effort is made to resolve the remaining areas of
disagreement, to which I now turn.

Areas of disagreement

1 dissented from the Restructuring Commission report for two reasons. First, I disagreed
with the recommendation that the Conunissioner of Internal Revenue report to a part-time
IRS Oversight Board dominated by private-sector members. Second, I believed the
Restructuring Commission report failed to address several important issues that need to
be considered in a comprehensive program of IRS reform.

Those involved in the IRS reform effort should start with a balanced view of the
Service's strengths and weaknesses. We should not take for granted the fact that, despite
its very real problems, the Service is an organization that accomplishes its mission. The
U.S. has a tolerably high, although by no means optimal, level of voluntary compliance
with the tax laws. Taxpayers get their tax forms and tax refunds every year, and their
accounts are maintained with reasonable accuracy. The Service produces a massive
amount of guidance on how to interpret and comply with our extremely complex tax law,
Measured by the ratio of its budget to the revenue it collects, the Service is much more
efficient than tax administration agencies in other countries or in states. The Service
protects the confidentiality of taxpayer information. Since the 1950°s, tax administration
in the U.8. has been insulated from political interference. Under these circumstances, it is
possible to make the Service a lot worse, and the downside from poorer tax
administration, which potentially threatens the fiscal stability of the country, is
substantial. Countries like Russia and Italy envy our successful tax administration.

Unbalanced or shrill criticism of any tax administration agency runs the risk of causing
taxpayers to lose respect for the tax system, a sentiment that can affect their voluntary
compliance with the tax law. Our comparatively high rate of voluntary compliance is a
precious national asset that should not be jeopardized.
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Objections to the Commission’s Board proposal

My objection to the Restructuring Commission’s recommendation that the Commissioner
report to an IRS Oversight Board rather than to the Secretary or Deputy Secretary of the
Treasury is that, having thought about this idea for the better part of a year, I still cannot
identify sensible solutions to what I deem to be major problems with the Board proposal.

* The proposal envisions a matrix management structure for the Service. The
Board would hire and fire the Commissioner and approve the Service’s budget and
strategic plans. It would review operational plans as well as the pay and hiring of senior
officials. However, the Board would be specifically precluded from involving itself in
law enforcement matters, procurement decisions, and tax policy (which presumably
includes both the content of guidance issued by the IRS and its input into tax policy
decisions by both the Administration and Congress). [ have trouble imagining how this
would work in practice. Would the Secretary continue to supervise the Cornmissioner
with respect to matters from which the Board is precluded? How would the Secretary
exercise his authority over the Commissioner and senior staff over any aspect of their
performance when he or she has no involvement (except as a Board member) in pay or
personnel decisions? What would prevent the Board from intervening in the matters from
which it is supposed to be precluded? In its hiring and firing decisions, how would the
Board take proper account of the Commissioner’s capability and performance in the areas
from which it is precluded? Who would supervise the Commissioner with respect to the
areas that are not specifically reserved for the Board but from which the Board is not
specifically precluded? If Congress gets two different IRS budget requests, one from the
Board and a separate one from OMB, will it simply pick and choose between the two
proposals and adopt the lower level of funding for each line item? Absent answers to
these kinds of questions, I am skeptical that matrix management is appropriate for the
Internal Revenue Service.

* Most private-sector candidates for appointment to the Board who have the
expertise to oversee an organization as complex as the Internal Revenue Service will have
conflicts of interest, actual or perceived. Personally, I am confident that well-selected
board members could put aside their parochial interests and make decisions that are in the
best interest of successful tax administration; however, the realities of present-day
Washington are such that the conflict-of-interest issue will affect, and perhaps dominate,
presidential appointments to the Board, the confirmation process, and public perceptions
of the Board’s impartiality.

* Boards in general have a mixed record of directing organizations. Many
Boards are actively engaged in their work and make sizable contributions to their
organization’s success. Others are inattentive and contribute little or nothing. Still others
micromanage ineffectively and actually hurt their organizations. Under a Board-directed
governance structure, accountability for the Service’s success is diffused among several
people, instead of being centered in the office of the Treasury Secretary. It is not clear to
me why this should necessarily produce more effective supervision of the Commissioner.
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An alternative governance structure

Virtually all of the advantages of the Restructuring Commission’s Board proposal can be
achieved, with few of the disadvantages, under an alternative governance proposal. The
Commissioner would continue to report to the Secretary and Deputy Secretary of the
Treasury. The Secretary would receive significant private sector input from an advisory
board consisting of individuals who have the relevant skills, including both tax expertise
and expertise in non-tax areas deemed essential to the IRS’s success. The advisory board
would review the IRS budget, strategic plans and major operational initiatives, just like
the proposed IRS Oversight Board, and would make both private recommendations to the
Secretary and public recommendations to Congress. As a practical matter, it will be very
difficult for the Secretary to ignore public recommendations given by such an advisory
board if they are reasonably well supported, but because the board is only advisory, the
conflict-of-interest problem would be greatly reduced. If the advisory board is inattentive
or gives little thoughtful advice, the Secretary and Congress remain free to ignore it. To
increase the likelihood that the Secretary will make management of the IRS an important
priority, the law should require that the Secretary appear at congressional hearings on IRS
management twice a year.

I'see no need 1o legislate the creation of an internal IRS management board consisting of
government officials within the Executive Branch. As a practical matter, many Executive
Branch agencies exercise some control over various aspects of the IRS--the Office of
Personnel Management, the Office of Management and Budget, various bureaus within
Treasury, the General Services Administration, and so forth. It seems reasonable to
suggest that they should meet periodically with the IRS to make sure that they are all
helping execute the same strategy, but I do not see any reason why these meetings need to
be enshrined in legislation or an Executive Order.

Issues omitted from the Restructuring Commission report

Several significant issues of tax administration were omitted or addressed sketchily in the
Restructuring Commission report, preventing it from being a comprehensive program of
IRS reform. These may not all be suitable for inclusion in IRS reform legislation at the
present time, but should be kept in mind for the future.

IRS budget.--The report outlined a vision of world-class tax administration, but it did not
ask, much less answer, the question of how much this vision would cost. Today, the
Service spends about 50 cents for every $100 of revenue it collects. Tax administration
agencies at the state level and in other countries typically spend a lot more. For example,
Australia, which was often cited as a model for the IRS during the Commission’s
hearings, spends $1 on tax administration for every $100 collected. The Restructuring
Commission recommended a flat IRS budget for three years without analyzing whether
that would be adequate to achieve the Commission’s vision. Tt also recommended several
additional spending initiatives for the Service, including additional phone scrvice, more
funds for the Exempt Organizations function, subsidies for electronic filing, more
training, and greater availability of payments of attorneys fees incurred by taxpayers,
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without identifying the source of funds to pay for these ideas in the context of a flat
budget.

Budget scorekeeping.--The Restructuring Commission recommended some helpful
changes in how budget scorekeeping rules apply to the IRS’s budget by institutionalizing
a procedure under which the IRS budget can be increased under certain conditions to
improve taxpayer service or tax compliance. Under existing law, the Service is treated
like any other agency for budget scorekeeping purposes; that is, less spending on tax
administration frees up money for spending on other programs even if it can be
demonstrated that the reduced spending on tax administration will lead to a revenue loss
or increase burdens on taxpayers. More generally, the revenue impact of tax
administration is simply not accounted for in the present budget process. Congress
should revisit the budget scorekeeping rules for the IRS to ensure that they reflect the
Service’s unique role as administrator of the tax system that funds the rest of the
government and interacts with virtually all of the American people. More realistic
scorekeeping rules should apply not just to proposed IRS budget increases but to budget
reductions as well.

Tax compliance gap.--The commission report describes the IRS as a high-volume, data-
intensive financial services organization, which it is to some extent. However, it is also,
and some would say primarily, a law enforcement organization. Consistent with its
vision, the Restructuring Commission paid little attention to the tax compliance gap. A
successful restructuring of U.S. tax administration should ask and answer the following
questions: using cost-effective initiatives that are consistent with a reasonable definition
of civil liberties, by how much is it possible to reduce the present tax compliance gap,
and how would one go about doing so? I do not know the answer to this question, and I
'suspect that the analysis needed to derive a reliable answer does not presently exist.
(Indeed, in some respects our knowledge of the tax compliance gap is shrinking as old
TCMP data lose relevance and the Service fails to replace the TCMP with a less
burdensome and more accurate way of measuring noncompliance.) Nevertheless, we
should put in place a process that produces reliable and widely accepted answers that can
become the basis for a serious policy discussion about improving tax compliance.

Congressional oversight

The Restructuring Commission report correctly points out that diffuse and inconsistent
congressional oversight makes it difficult for the IRS to set and maintain priorities
without appearing unresponsive to Congress. Without presuming to trespass on the
sensitive question of congressional committee jurisdiction, let me just say that some self-
restraint and centralization of congressional oversight would be helpful, and the report
presents a sensible way to do this.

The Restructuring Commission also reviewed GAQO’s oversight of the Service, both
regarding its operational audits and its financial statement audits. In both cases, many
Commission members concluded that GAO could improve its performance, although
these sentiments were somewhat toned down in the final draft of the Commission’s
report. I especially commend to your attention the discussion in the report on IRS
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financial accountability. Each year, the GAO issues a report announcing that it cannot
certify the IRS financial statements, and this attracts headlines owing to the inference that
the IRS is applying standards of financial accountability to taxpayers that it cannot itself
meet. However, the Restructuring Commission report documents that the financial
management deficiencies that prevent the Service from obtaining a clean opinion from
GAO are largely out of the Service’s immediate control, and that GAO appears to have
been less than totally cooperative in assisting the Service is getting a clean opinion. The
IRS should have a clean opinion on its financial statements, biit this should be a joint
responsibility of the IRS, GAO, and the other Executive Branch agencies, like GSA, who
will need to change their behavior in order for the Service to get a clean opinion under the
present GAO standards. The practical significance of the Service’s failure to obtain a
clean opinion appears to be greatly overstated in much public discussion of the IRS.

Conclusion

The Internal Revenue Service is the one federal agency that interacts with virtually all
Americans. It should be a model of public sector management. Congress has a
opportunity to build on the Restructuring Commission report to move us closer to this
goal; however, it must also be mindful of the fact that the financial stability of our
country depends upon a successful tax administration effort and that reform of the
Internal Revenue Service should not be a pilot project for untested ideas.
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09/19/97

Hon. Nancy L. Johnson

Chair

Subcommittee on Oversight

House Committee on Ways and Means
U.S. House of Representatives
Washington, D.C. 20515

Dear Ms. Johnson:

I am writing in response to your request at the Ways and Means Committee hearing last
Tuesday for my reaction to a proposal under which the IRS governance structure in H.R. 2292
would be modified such that the Commissioner of Internal Revenue would continue to be
appointed by, and serve at the pleasure of, the President.

As I understand it, this modification of the bill would mean that the proposed IRS Oversight
Board under H.R. 2922 would have two specific powers. First, it would approve the budget
request of the IRS, which would be transmitted to Congress along with the “official”
administration budget request submitted by the President. Second, the Board would approve
the IRS’s strategic plan. All other activity of the Board would be purely advisory.

On the issue of the budget request, I question the usefulness of having the IRS submit its own
budget request to Congress, with or without Board approval. As a practical matter, the official
administration budget request will always be lower than the IRS request, and Congress is very
unlikely to enact an appropriation for the IRS larger than what the administration recommends.
Thus, a separate IRS budget request will have no practical impact in most years.

Eliminating the separate budget request would leave approval of the Service’s strategic plan as
the remaining power of the IRS Oversight Board. In contrast, under the administration’s
governance proposal, the IRS Advisory Board would merely review and issue public
comments on the strategic plan, but not formally approve it. There would seem to be little
practical difference between how the Service would operate under these two alternative ways
of handling the strategic plan. Under the administration’s approach, it is hard to imagine the
Secretary approving an IRS strategic plan to which his Advisory Board plans to publicly
object. My recommendation would be that you keep the Board clean of any decision-making



124

authority, so as to eliminate constitutional concerns, minimize the public relations fallout over
the conflict-of-interest issue and obviate the need for Senate confirmation of Board members.
As Iindicated in the hearing, a prestigious advisory board with public reporting
responsibilities on such questions as the budget and the strategic plan can have a significant
positive impact on IRS governance. In any event, the various governance proposals seem to
be converging rapidly, and I hope you can reach agreement on what should be a very useful
IRS reform effort.

I hope you find these comments helpful.

Sincerely,

James W. Wetzler

cc. Donna Steele, Subcommittee on Oversight
Ken Kies, Joint Committee on Taxation

Mr. CoLLINS. Thank you, gentlemen.

Mr. Goldberg and Mr. Weston, I have an interest in your com-
ments about the particular proposal by the Commission—and
yours, too, Mr. Wetzler. You had very interesting comments also.

You stated very firmly that this does not put the IRS under the
private sector. Mr. Goldberg, go back through those steps, maybe
the first four, once again, as briefly as you can.

Mr. GOLDBERG. The President has full authority to appoint and
remove the board members. By statute, Code section 7801(a) will
continue to vest responsibility for tax administration and enforce-
ment in the Secretary of the Treasury.

Third, by statute, the Board will be precluded from any involve-
ment in tax policy, tax administration or procurement and would
have no access to tax return information.

Fourth, the statute specifically identifies its responsibilities as
oversight and the duties it is asked to perform are those of over-
sight, not management.

This inability to distinguish between management and oversight
is what plagues the Federal Government, Mr. Collins. The Treas-
ury proposal was more micromanagement. The whole point of the
Board’s structure is not to have these people messing around in the
day-to-day concerns. The point is to have somebody who will say,
“What is it going to look like in 3 years, in 5 years, in 10 years?”

How can we deliver on that promise 3, 5, 10 years from now?
What do we need to do to deliver on the future; and that does not
exist today; and that is what this Board is all about.

Mr. CoLLINS. Mr. Weston, you said you had been to several dif-
ferent regions visiting with employees and also supervisors. Did
you find that the directors at those different regions were inconsist-
ent in how they interpret and enforce? Did you find a lot of the de-
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cisionmaking on what went on within a region that varies from
region to region mainly made by the director himself or herself?

Mr. WESTON. No, I would not say I found that kind of inconsist-
ency. I found loyal, conscientious people who had received direc-
tives or were subject to budgets that did not strike me to be in bal-
ance with the best of service and operations, and as a result, I
think unfortunately we are compelled to generate a burden on tax-
payers and unfavorable environments that in a private sector you
would say are unacceptable, whether it is telephone calls being an-
swered only 40 percent of the time, or backlogs in certain kinds of
correspondence going back for months; or not withstanding the
presence of a so-called taxpayer advocate.

I have seen cases where the same issue has reverberated 15
times without resolution in a local district because they did not
have the authority to say, “This is what is right. Do it.”

So, my answer to you is, there are darn good people, but the
overall management practices, the budget as it was constructed,
senses of urgency did not strike me as being up to the standard
that I know many people in the service industries could help out
on.
Mr. CoLLINS. Do you want to comment, Mr. Wetzler?

Mr. WETZLER. Mr. Collins, could I comment on Mr. Goldberg’s
statement about what this proposal means. Because, I think it all
boils down to who has the power to hire and fire the Commissioner.

You are dealing here with a matrix structure where the inten-
tion, as I understand it, is that the Commissioner reports to the
Board with respect to certain matters and to the Treasury with re-
spect to other matters.

But, the fact is right now the President appoints the Commis-
sioner and can fire the Commissioner. The President is in frequent
contact with the Secretary of the Treasury, so the Secretary is in
a position to supervise the Commissioner because the Commis-
sioner knows that the Secretary is likely to be very influential with
the President in terms of the President’s decision on whether to
hire or fire. So the Commissioner responds to the Secretary.

Under a board structure where the board has the power to hire
and fire, I cannot see any result other than the Commissioner
being very, very responsive to the board and very unresponsive to
the Secretary. Because the fact is, while the board is appointed by
the President, the only way the President can, under this proposal,
get rid of the Commissioner is to fire the board, wait until the Sen-
ate confirms a new board, and then the new board can fire the
Commissioner.

As a practical matter, that is going to lead to a much more at-
tenuated political accountability than exists when the Commis-
sioner is reporting directly to the Secretary with authority dele-
gated by the President.

So I think as a practical matter, this proposal does involve put-
ting a group of part-time, private-sector individuals in control of
the Internal Revenue Service.

Now, I am not saying you cannot find very dedicated people to
perform this function, not that they would not do a good job. I am
just saying, that is what the proposal involves, and I think it is a
concern to many people.
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Mr. GOLDBERG. Mr. Collins, could I clarify a couple of points.

Mr. CoLLINS. Very briefly, because I know the other Members
want to ask some questions.

Mr. GOLDBERG. First, both Mr. Wetzler and the Secretary re-
ferred to the Commission’s recommendation that the Board have
authority over pay and compensation and hiring of other IRS ex-
ecutives. That piece was deleted from the legislation that was in-
troduced because Mr. Cardin expressed the kinds of concerns that
have been voiced. I think it is important to clarify that this is an
evolving process.

Second, if Mr. Wetzler thinks that the Commissioner would be so
responsive to the Board because the Board hires and fires the Com-
missioner, one would assume the Board would be very responsive
to the President, because the President hires and fires the Board.

Mr. CoLLINS. Mr. Weston.

Mr. WESTON. Mr. Chairman, may I comment on one part of Mr.
Wetzler’'s comments.

The way he put it one could think that hiring and firing is the
crux of oversight governance and guidance. It is not. On every
board I am involved in, intelligent, conscientious people, occasion-
ally with diverse points of views, one of whom might be the chief
executive officer, work back and forth on issues—and there is not
a pervasive sense of, “Well, if I as a chief executive officer can be
fired by that board member, I will kowtow to every suggestion the
board member makes.”

It does not represent the reality I live in in the four boards I am
on.
Mr. CoLLINS. Thank you.

Mrs. Johnson.

Mrs. JOHNSON of Connecticut. Thank you.

Mr. Wetzler, I was interested in your last comment. You said, “It
all boils down to who has the power to appoint the Commissioner.”
If this report was changed so that the President did retain the au-
thority to appoint the Commissioner as under current law, would
you support it?

Mr. WETZLER. As I understand the legislation, if the Board no
longer had the power to hire and fire the Commissioner, the Board
would have two remaining powers. One would be the power to ap-
prove the IRS budget and send it to Congress. Under the legisla-
tion that has been proposed, the Board would have one budget and
OMB would send up another budget, and Congress would then
write its own budget—which is what it is going to do anyway.

Mrs. JOHNSON of Connecticut. My understanding is that the
Board would approve the budget and then the Secretary would
have to approve the budget before it went up to OMB.

Mr. WETZLER. I may be mistaken, but as I understand the legis-
lation, the Board would approve an IRS budget request that would
be transmitted directly to Congress, and OMB would approve its
own recommendation for the IRS budget. So really there would be
two proposed IRS budgets, if I understand the statute.

Mrs. JOHNSON of Connecticut. OK.

Mr. WETZLER. In any event, Congress is going to write the budg-
et one way or the other. So Congress ends up with ultimate author-



127

ity over the IRS budget at the end of the day under any of these
structures—which is what the Constitution provides.

So the remaining power of the Board would be approving the
strategic plan of the IRS. That would be the one remaining piece
of authority left in a private-sector board.

Mrs. JOHNSON of Connecticut. Does that disturb you?

My question was, if the President appointed the Commissioner,
would you then support the report?

Mr. WETZLER. Oh, with the one remaining power?

Mrs. JOHNSON of Connecticut. With the Board approving the
budget, but also approving the strategic plan.

Mr. WETZLER. I do not know. I would have to think about it.

Mrs. JOHNSON of Connecticut. I wish you would think about it.
Because first of all, it is very important to me that the Board does
make whatever statement it wants to make about the budget.
Frankly, nobody controls what OMB is going to send forward, the
Commissioner or the Secretary will send OMB what he wants,
OMB will do whatever they want and they send that to the Con-
gress. We all know that.

Furthermore, what OMB says to the Congress about the budget
may or may not be taken seriously. It is a terribly haphazard, cha-
otic practice. It would be far better for the IRS, if under a formal
process that Board is able to say, “This is what we think the agen-
cy needs,” to both the executive branch and the Congress. It is one
way of creating, greater budget continuity and consistency and sup-
port. So I do not object to that.

But you know, that is not a big power there. To approve the stra-
tegic plan, I think is good to have some outside eyes. But also, this
issue of continuity, I think, is extremely important. Appointees in
the executive branch at the top level are short-term folks. Bureauc-
racies are long-term folks.

The Congress is made up of short-term folks. If you are going to
make change in any big organization, 5 years is rather a limited
amount of time to make any change. You may have heard in pre-
ceding hearings our concern about the fact that they set the objec-
tive in 1993 to get 80 percent of filers electronic, but no plan was
ever laid out. We never knew what their plan was. Nobody could
ever hold them accountable.

We only really got the technology modernization problem visible
because there was a change in the majority; and so the Oversight
Chairman changed—and this is not to put down my predecessor,
it is just that lots of things come on you. But you had GAO out
there saying it was not working. You had lots of voices out there
saying it was not working.

We really have to take some risk here in doing something more
aggressive about government’s ability to do what it knows needs to
be done. Treasury cannot get the budget from OMB it wants. Why
would it be able to assure we could manage a modernization proc-
ess in the future, frankly, much better than we did in the past?

So, I think when you look at the history of advisory boards, it
is not impressive. And then you look at the history of interagency
cooperation, it can be terrific in the short term—advisory boards
can also be terrific in the short term—but government’s problem is
constancy, the staying with things.
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This is worth a shot, I think, and that is why I would like to
have you think about it and get back to me. It is worth a shot to
put in place people who come to the table with a different level of
experience than anyone we have ever had come to the table; and
over 5 years can just talk with the Commissioner.

The Commissioner has no one to talk to and I think it is interest-
ing that Peggy Richardson, with whom I have worked very closely
now for 3 years, and for whom I have great respect, has come out
in favor of this plan. What does that tell you? She could only get
the ear when there was press attention out there. That is when she
got the ear.

Secretary Baker, Secretary—who is the other one? I have forgot-
ten, anyway—Brady. So I think—I would like to know. I can see
the concern about appointment.

So, if you would think about that and get back to me, I would
be very appreciative.

Mr. WETZLER. On the continuity question, I have to confess that
that one stumps me. Setting a 5-year term for the Commissioner
does not guarantee the Commissioner is going to stay for 5 years.
The way you are going to get Commissioners to stay for 5 years is
to make the job more attractive. That, I think, is going to be a dif-
ficult task.

Mr. CoLLINS. Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman, and I thank all three
of my colleagues. It is like a family reunion here of Commissioners.
We all enjoyed working together and for the most part we agreed.

I would love to hear a little more interaction between the three
of you. Fred Goldberg, you were not only a Commissioner, but
Chief Counsel and the Assistant Secretary for Tax Policy. It is a
rather unique perspective you bring to this.

Josh Weston is chairman and chief executive officer of a major
and successful service company and on the board now, I under-
stand, of four service companies. You bring a perspective from the
board side that I think is probably unparalleled in terms of service
businesses.

Perhaps the two of you can answer more directly some of Mr.
Wetzler’s concerns. Because he laid them out in his testimony with
regard to how this would actually work. Let me just try to re-
phrase, if I might Mr. Wetzler, some of your concerns and have
both Mr. Goldberg and Mr. Weston comment on them.

You say that the Board would be precluded from involvement in
law enforcement, which—we have made that point over and over
again, sometimes to deaf ears. I notice now the Treasury is making
that with regard to their Management Board. So maybe we will get
more receptivity.

Procurement decisions and tax policy. You have trouble imagin-
ing how that would possibly work. Mr. Goldberg, you have been
there on both sides, how could that possibly work; and Mr. Weston,
from a board perspective, how could that possibly work?

Mr. GOLDBERG. Mr. Portman, the most difficult issues the Com-
missioner faces are things having to do with systems moderniza-
tion, with recruiting and retention policies as they relate to em-
ployees. How you change this law enforcement mentality, which is
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important in certain respects, to a customer service orientation and
other facets.

Those are hard things to do. Those do not involve law enforce-
ment, they do not involve day-to-day case selection. They do not
even get close to the universe of what is happening every day in
the IRS. They are a different level of concern. That is where the
IRS is falling down. That is where the system has breached faith
with the people. That is not management.

Well, how does that happen? It means you talk to a board. I do
not think you have to talk to the board once a month. I think once
a quarter is fine, because these are long-term problems; and the
discussions you can have with the types of folks we are talking
about do not even get in the same universe as law enforcement and
tax policy. They are management questions and strategic-direction
questions. That is how it works.

It is nothing more than the ability to have a dialog with people
who have been there and lived with it and probably know a hell
of a lot more than you do. There is no more magic to it than that.
That is how it works.

Mr. PORTMAN. Mr. Weston.

Mr. WESTON. I would like to mention something for the first time
that has not come up in this proceeding that is very common in
private-sector boards which I think addresses some of what we are
talking about.

Every board I am on has created committees of the board that
deal with certain areas of expertise. Each of those committees typi-
cally has about four board members, so you do not have to convene
a committee of the whole where you cannot find a convenient time,
and so forth.

Those committees are chosen for competence. Those committees
quite apart from quarterly or monthly board meetings go deep on
their subject, based on their expertise; and because they also have
continuity, you have the same people there as counselors to the
chief executive officer that are not forever flaunting power and
threat of being fired.

I have heard the word “power” far too much here and I have
heard practically nothing about the real world that goes on be-
tween the board and chief executive officers, which is counsel, ad-
vice, occasionally difference of opinion, and on rare occasions, the
exertion of what one might call “raw power” let alone the threat
of termination.

I can only tell you that from my experiences, chief executive offi-
cers value the help from diverse, other experienced people, who
also have the continuity to be around at the beginning and the end
of a project.

This whole business of accountability that I have heard many,
many times is a play on words from many of the well-intentioned
presenters. Accountability does not mean a darn thing, unless it is
a person who is there at the beginning and the end, otherwise, you
are not accountable. You get that in most private boards because
the folks there are there far longer than appears to be the case in
the public sector?

Mr. PORTMAN. Are you convinced?
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Mr. WETZLER. I think that many boards function very well and
are very helpful to their organizations. There are other boards that
do not function very well. We are dealing with a public sector orga-
nization, not a private-sector organization, where there is in the
private sector one bottom line of profitability that everybody under-
stands and everybody agrees with.

In the public sector—I will just cite an example. Let us take the
New York City school system, which is run by a board where the
appointees come from six different places. It used to be run by a
board that was controlled by the mayor. That was changed in the
late sixties, and the school system has been heading downhill pret-
ty much ever since, and nobody feels responsibility for the success
of the school system. Everybody can always point to somebody else
who has the ultimate authority.

So some boards do not function well.

Mr. PORTMAN [presiding]. If I could just make one point there.
I think you heard the testimony earlier regarding whether there
should be spaces reserved on the Board for certain interests. I
think that is the situation in New York City, as I understand it.

I think you and other members of the Commission thinking
through this—particularly on the governance task force—made a
conscious decision not to have that kind of Balkanization of the
Board. But rather, to set out these skills sets you need represented
on the Board, and then have the Board work together to avoid
those same kinds of problems.

I would just make one final comment; and that is that it seems
to me that we are actually very close among this panel and this
expertise is unbelievable and exactly the kind of expertise that one
would hope to find on an oversight board—not that any of the three
of you would be interested in serving or even asked, after this year-
long process.

But, honestly, this is exactly what I think the Congress needs
and the American people need. As I said to Secretary Rubin, it is
really the institutionalization of the kind of expertise that the three
of you bring to this and I hope you will stick with it and we can
work out a proposal that would actually move the ball forward and
achieve the goal we all share.

Mr. Coyne.

Mr. CoYNE. Thank you, Mr. Chairman. I too want to welcome the
three Commissioners and thank you all for the benefit of your testi-
mony and your service on the Commission.

Mr. Goldberg, earlier you pointed out your hope that the Over-
sight Board would be created because you say, ultimately, the
President is going to be responsible for the makeup of that Board,
anyhow.

Many of us who voted against the Commission’s report and are
supporting other legislation are supporting other legislation exactly
for that reason. We see their effort to create another Board for the
President to deal with as superfluous. The President ultimately
now, along with the Treasury Secretary, is responsible for the oper-
ation of the IRS. To create another Board is just another layer be-
tween the American people and their government.

I just wish you could respond to that.
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Mr. GOLDBERG. Mr. Coyne, I understand that concern. I will
point out that the administration proposal creates two, not one. I
think that is important. One is better than two; and I think small
is better than bigger.

But, Josh put it now better than I have ever heard it; and it
was—I think I did some good things as Commissioner. I know I did
a lot of bad things as Commissioner; and the absence—the com-
plete absence of what Josh was describing was to me, as I looked
back on my experience, the biggest hole in what I did.

I thought Congress did good things in oversight in certain areas;
Treasury did good things, but there was not what Josh was de-
scribing; and I believe that that Board, however configured, gives
the Commissioner more ability to do his or her job; and I think
maybe in cooler time, a little bit more distance, I believe probably
that Board structure is the single best thing you can do to enable
the Secretary to do his or her job better than it is being done now.

I think that those trade sessions that are going on right now are
extremely important. That is where he belongs. I think that it
gives the Secretary some institutional continuity that he can draw
on or that she can draw on when they are appointed to the job.

When they get in their job, who do they talk to about the IRS?
Right now there is no one. There is no one. What the Board says
is that this Secretary can go to the Board and learn about the his-
tory, learn where the thing is headed, learn what ugly stuff is
under the locks out there.

I think if we get a little bit less emotional about this, I think it
does make it easier for everyone involved to do their job and leaves
it ultimately where it ought to be, with the President and the Sec-
retary. Absolutely, that is where it ought to end.

Mr. CoyYNE. I wanted to ask this question of the three of you on
the panel.

Earlier we heard testimony from Congressman Cardin that he
thought that the legislation as proposed by the Commission could
be enhanced, that the legislation would be even better if the Board
did not have the responsibility of appointing the IRS Commis-
sioner.

I was wondering what your views are on that.

Mr. WESTON. I will give you a comment as an individual. We are
no longer a Commission.

There has got to be a lot of give and take within the Congress,
which is an area I have very little experience in. If someone were
to say that as part of the give and take, we can retain all the
positives—or most of the positives of the Commission’s proposal,
but it would be necessary to change to where the Board would float
up two or three recommended names to the President and the
President could pick one or the Board could float up one and the
President decided yes or no on that name for the IRS Commis-
sioner.

If that was the necessary compromise to get the other things
here, I as a citizen would say it is a worthwhile compromise rather
than saluting either the status quo or these two large Boards that
Treasury is recommending—one with 20 people, one with 14 people
and none of them would have the longevity, competence and ac-
countability.
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Mr. WETZLER. Mr. Coyne, I think the sides are relatively close
together here. Everybody agrees that the governance of the IRS
needs advice from outside experts who have strengths outside the
traditional tax field.

The question is, do you want to give those people decisionmaking
authority, or do you want to give them the ability to give advice;
and to give both private advice and public advice, so there is more
of a chance the advice is taken seriously.

I do not agree with the statements that have been made that ad-
visory boards are always irrelevant. I think you have some very,
very important advisory boards in the government right now that
do have a major impact on the public discussion and on policy deci-
sions because of the individuals who are on those boards and be-
cause of the tradition that their recommendations have been re-
spected over the years.

So I do not have the same negative view of advisory boards if the
right people are appointed to the board and if the board is giving
its advice publicly as well as privately.

Mr. COYNE. Mr. Goldberg.

Mr. GOLDBERG. I have a “back to school” night tonight, Mr.
Coyne. Can I be excused, please? [Laughter.]

My personal view is that there is an awful lot to be said for hav-
ing the Commissioner appointed by the President. I think you need
to look at it in terms of what retained role the Board had; and I
think you need to look at it in terms of what other changes were
made in the legislation.

But of all the concerns that have been voiced, I believe that is
an honorable and appropriate concern to be expressed. I think a lot
of this other stuff I do not really get, but I understand that issue;
and if that were the only issue, and that led to a bipartisan piece
of legislation, I would recommend that you do it in a minute.

Mr. CoyNE. Thank you.

Mr. PORTMAN. Thank you, Mr. Coyne.

I would just mention one thing before going on to Mr. Houghton.
You mentioned, Mr. Goldberg, that the Secretary has many other
things to address; and that it is good that he is in meetings on
international trade and so on.

As he arrived this afternoon, Chairman Archer jokingly said,
“Sorry to have detained you. I hope you got some work done.” He
said, it was “Fine, Mr. Chairman. I worked on ‘fast track.’” I think
you and I would agree. That is appropriate. The Secretary should
be working on fast track, if that is what he chose to do with the
time he had waiting for me and other verbose Members of Congress
to finish our comments.

He, as the Secretary of the Treasury is responsible for the do-
mestic and international economy, and that is a big job.

Mr. Houghton.

Mr. HouGHTON. Thank you. I will try not to take too long.
Thanks, Mr. Chairman. Gentlemen, good to see you and listen to
your testimony.

You know the thing that confuses me is that I think this board
issue is way out of context here. I cannot understand the position
of the Secretary. First of all he says, “You know a board has got
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to meet more than once a month.” Well, boards meet once a month.
That is what they do.

They do not meet more because you cannot get good people. If
they did meet more, they would be doing the job that management
should be doing. Also, the concept of having diversity—you know,
a long time ago, board used to be all internal. Then, not only did
stockholders complain, but also management realized it was far
better having outside opinions.

But you know this is really not a board as such. The two func-
tions of a board is to choose a chief executive and to approve the
money. This board does neither. It is really an advisory board.

But you know, it seems to me that all the issues have been fo-
cused on that and the question really is, how do we make the IRS
more efficient, in effect. You do that by two things, in my mind.

One, you give them the tools to do the job. I am not sure we have
addressed that. I mean, I was down here on the Grace Commission
in 1982, and we did not give them the tools. We did not give Social
Security the tools. We did not give the Department of Commerce
the tools. We did not give other people the tools. We thought we
did, but we did not.

The other thing really is to make sure that Congress stays out
of the mix. I mean, Congress in this case is the board and the
stockholders combined. I do not know whether combining under the
Joint Tax is going to make that much difference. I hope it does, but
if I was still in business and I was asked to come to work for the
IRS, and Congress has done to the IRS what I have seen it do—
because I used to be on the Oversight Committee of the Ways and
Means Committee—I would not join the IRS. I would not do it.

So the question really—forgetting about the board—is, are we
doing those things in the boiler room of the IRS to make it more
effective. I would like to ask all of you gentlemen, but I would like
to start with Mr. Goldberg, if I could.

If you were still the Commissioner, would this make you a more
effective Commissioner adopting this report?

Mr. GOLDBERG. I think the combination of recommendations, Mr.
Houghton, would make any individual a far better Commissioner.

You are absolutely right. It is a package. You need to do all of
these pieces. At the end of the day it is giving the agency the tools
to do the job. I believe that the package of recommendations here
are the prerequisite to getting it done.

Mr. HOUGHTON. Mr. Weston.

Mr. WESTON. I would say that the proposal creates a structure
and a process which might and hopefully would produce the tools;
but the tools are not all designed by any stretch in our proposal.
Let me take just one little example.

One of the things I learned from Peggy Richardson when she was
IRS Commissioner and I was asking her, “How come you some-
times only answer 40 percent of the phone calls? Is not that hor-
rendous?” She told me, “Well, all we got was a budget that allowed
us to answer 50 percent, and therefore, that is what we had.”

If we had a structure and a process that this board—whatever
you want to call it, advisory, governance or something else—gave
the IRS Commissioner the insight and the support that as a tax
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service, damn it, you have got to have a budget and an expectation
to answer 80 percent, 90 percent of the phone calls.

That same message was transmitted by this independent, knowl-
edgeable board to the Secretary of Treasury and even Congress, my
guess is that that structure and that process would have avoided
a situation where allegedly there was a budget that only permitted
answering 50 percent of the phone calls.

So I see us at the beginning creating a structure and a process.
Hopefully the structure and the process and the people would then
recognize and create the tools. Certainly folks who come from large
service organizations, if they were on this board, they would under-
stand that on day one.

Mr. HOUGHTON. The problem I see, of course, is that you can
choose a good Commissioner, you can choose good people, you can
have a different attitude and you can be able to hire and fire—get
rid of the dead wood—but if you cannot invest the money in the
equipment, it does not make any difference. I do not see that proc-
ess attended to here.

Mr. WESTON. Is that a question addressed to me?

Mr. HOUGHTON. Yes.

Mr. WESTON. My observation and learning curve on this Commis-
sion included the following: First, for whatever set of reasons, there
does not appear to be a correlation between proposed investments
and the return that we get—equipment or otherwise—or the oppor-
tunity cost of failing to invest, which produces a different kind of
hidden expense. There are no footprints of any kind of process or
outcome that addresses that.

Second, in our voluntary, self-assessment tax system, we initially
get about 85 percent voluntary, first round compliance—which com-
pared to Italy and France is terrific.

On the other hand, a mere shifting of 1 percent in that compli-
ance equates to $15 billion a year of Federal revenue. I have seen
no process structure or support in the current environment to look
at that and say what investments are necessary and/or would sup-
port creating a higher compliance when a mere 1 percent improve-
ment would create $15 billion.

Everything about it is missing. Not that a new board would be
magic, but the kinds of colleagues I see on my boards would be
raising those questions on day one; and if it was necessary to give
support or political cover to the IRS Commissioner who said, “I
really need more money in computers or answering the phone,” at
least such an independent board would help OMB, Secretary of
Treasury, Congress, whomever, feel more comfortable in authoriz-
ing an investment that made good return sense.

Mr. HOUGHTON. Mr. Chairman, would it be all right if I asked
Mr. Wetzler what his comments might be. I know my time is up.

Mr. Wetzler.

Mr. WETZLER. The Commission outlined the vision of what tax
administration ought to look like. You could agree or disagree with
that vision. It did not then go ahead and ask the question, “How
much does that vision cost?”

We thought about answering the question, but the political dy-
namic within the Commission was such that the judgment was
made that since Congress was unlikely to enact anything that dra-
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matically increased the IRS’ budget, under the present cir-
cumstances, it would not really be a good investment of our time
to try to ask how much the vision would cost; because if a rec-
ommendation was for a big increase in the budget, no one would
pay any attention to it, anyway.

So, I think you made a very, very good point that outlining a vi-
sion is not the end of the story. You have got to ask, how much
is it going to cost to achieve that vision; and see how well that
aligns with the present level of resources that they have.

Mr. GOLDBERG. Mr. Houghton, I think it is important to turn it
on its head, turn your question a little bit on its head.

Absolutely the kind of changes that the Commission is rec-
ommending—many of which the administration agrees with—I
would not trust the IRS with the money. I think you have to do
both.

I think you need to do this step before you spend more money.
I think that once you do this step, I think it is imperative to give
the agency the tools you are talking about.

Mr. HouGHTON. Thank you.

Mr. PORTMAN. Thank you, Mr. Houghton and I thank the wit-
nesses again for their time and effort, not just this afternoon, but
through the last year in preparation for today; and we look forward
to continued dialog.

We now have one final panel. Gentlemen, I thank you for your
pﬁtii‘nce; and apologize for the congressional schedule on behalf of
all of us.

We have Gene Steuerle, senior fellow, Urban Institute; Don
Kettl, director, Center for Public Management, Brookings Institu-
tion and director of the Robert La Follette Institute of Public Af-
fairs, University of Wisconsin-Madison; and we have Robert
Stobaugh, Charles Edward Wilson Professor of Business Adminis-
tration, Graduate School of Business Administration, Harvard Uni-
versity.

Gentlemen, I would ask that you try to keep your opening re-
marks to 5 minutes, certainly submitting your full statement for
the record; and that we begin with Mr. Steuerle.

We probably are going to be called for a vote at some point dur-
ing your presentation. Again, apologizing in advance for that, but
we will see what we can get through.

Mr. Steuerle.

STATEMENT OF C. EUGENE STEUERLE, SENIOR FELLOW,
URBAN INSTITUTE

Mr. STEUERLE. Thank you, Mr. Chairman, and Members of the
Committee, and thank you for staying around at this late hour to
listen to us.

Using the recommendations of the National Commission on Re-
structuring the IRS as a starting point, I believe this Committee
has a real opportunity to improve tax administration. Although I
will also talk to the issue of a board of directors, I have to express
my regret that so much focus has been paid to it, because I think
many of the other recommendations of the Commission, as well as
some other ideas that are out there, are really worthy of consider-
able attention as ways to improve tax administration.
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A very brief summary of my recommendations is as follows: The
IRS administration can certainly be improved, as suggested in dif-
ferent draft bills if congressional oversight is streamlined. The sim-
ple fact is that IRS Commissioners are called to testify so quickly
and so often, in addition to the time that they spend reporting to
the Treasury and the Office of Management and Budget, among
others, that they are put in a defensive position almost from day
one, even before they have learned the job.

My second recommendation is that IRS be given greater author-
ity to hire the necessary expertise and to move away from a salary
structure that emphasizes management to the exclusion of other
skills. Again, I think a recommendation like this is contained in the
Restructuring Commission’s report.

I think the personnel problems are especially severe in the areas
such as computer science and statistics—that is the quantitative
areas. Good computer scientists and statisticians are worth their
weight in gold, but both personnel policies and IRS culture tend to
require that higher salaries correlate mainly with the number of
persons managed, not with knowledge and ability.

Third, the Restructuring Commission acknowledged that many of
IRS administrative problems were due to the inordinate require-
ments placed on it by tax legislation.

The demand for changes in tax laws is not going to dissipate, but
there are ways to give simplification a greater hearing and on a
timely basis. The Commission suggested that the Joint Committee
on Taxation report annually with recommendations to simplify tax
law administration.

I suggest that a role also be give to IRS and Treasury as well.
They have much of the expertise and knowledge that is necessary,
and the Joint Committee staff is quite small. Perhaps a biannual
reporting requirement should be placed on the executive branch,
with a followup report by the Joint Committee, which could also as-
sess strengths and weaknesses of those reports.

Fourth, I think we need to figure out ways to give simplification
more attention during the legislative process. One recommendation
I have made for years is that mockup tax forms be made available
during certain stages of the legislative process.

Now I recognize that there has to be a rule or reason here, as
time constraints are severe, but more can be done than currently.
I give in my testimony some anecdotal pieces of evidence with re-
spect to the Catastrophic Health Bill of 1987, where the introduc-
tion of mockup tax forms did indeed change that legislation, albeit,
inadequately.

Finally, let me turn to the board issue that is so preoccupying
our attention. In its report, “A Vision on the New IRS,” the Na-
tional Commission on Restructuring the IRS suggested that the ex-
ecutive branch governance of the IRS should be place with a new
board of governors.

The Treasury Department suggests we set up a sort of super
management board, with representatives from various other agen-
cies, to try to monitor the IRS. After following the debate for some
time now, I am convinced that both sides are partly right and both
sides are partly wrong.
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The new management board pushed by Treasury would probably
create more problems than it would solve. But a new board of di-
rectors fits neither within the structure set up by the Constitution
for the executive branch, nor can it provide clear lines of authority
associated with private-sector boards.

Perhaps there is a better organizational structure—a compromise
to these structures—that we could offer. The primary goal, it seems
to me—the one emphasized most by the Restructuring Commis-
sion—is to raise the level of accountability, as well as oversight of
the IRS.

This goal might be achieved better through some intermediate
structure that still included private persons, with a greater stature
and power than advisors or Commission members, but with less
control than directors. Such individuals might serve more or less
as trustees for the public, and share oversight and responsibility
with Treasury and other parts of the executive branch to report on
the success and failures, the capability and limitations of the IRS.

They would have no power, however, to make actual decisions for
the executive branch. The purpose of the board would not be to
turn accountability over to yet another group, but instead to hold
more accountable those in the executive branch responsible for the
IRS, for its successes and failures.

I give some evidence in my testimony as to the success of the
Board of Trustees for the Social Security Trust Funds and their
ability, both directly and indirectly to influence that process.

In conclusion, constructed well, I believe that a package of re-
forms can be assembled by this Committee to improve tax adminis-
tration. Among the items I support most are: One, a streamlining
of congressional oversight; two, greater authority within the IRS to
hire necessary expertise, particularly in the quantitative areas;
three, regular reports by IRS, Treasury and the Joint Committee
on Taxation on taxpayer complexity and IRS enforcement difficul-
ties.

I should add, by the way, that you have never really gotten those
reports—at least in my long history in this town.

Fourth, the release of mockup tax forms during the legislative
process; and finally, the selection of a small—not a large and un-
wieldy—number of private-sector individuals who, in the manner of
the public trustees of Social Security, participate in a type of board
whose sole responsibility is to monitor and report on IRS progress.

Thank you.

[The prepared statement follows:]
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PROPOSALS FOR RESTRUCTURING THE IRS!

Mr. Chairman and Members of the Committee:

Using the Recommendations of the National Commissiori on Restructuring the IRS as a
starting point, this Committee has a real opportunity to improve tax administration. Although a large
portion of my written testimony will focus on the particular question of whether a board of directors,
or some alternative type of board, might be part of an effort to restructure the IRS, I will speak
briefly, to a few other issues: streamlining Congressional oversight, setting salaries for IRS personnel.
reporting on the complexity of existing and proposed law, and releasing preliminary tax forms. when
feasible. as part of the legislative process.

A summary of my recommendations is as follows:

(1) IRS administration can certainly be improved, as suggested in different draft bills, if
Congressional oversight is streamlined, and (b) IRS is given greater authority to hire
necessary expertise and move away from a salary structure that emphasizes management to
the exclusion of other skills.

(2) Some attention should be paid to one of the primary causes of the IRS' problems:
inadequate attention in the legislative process to issues of simplification and enforcement.
Thus, I support efforts to require (a) that the IRS, Tréasury, and the Joint Committee on
Taxation report regularly on taxpayer complexity and enforcement difficulties of both current
and proposed laws. and (b) that mock-up tax forms, within bounds of feasibility. become a
regular part of the legislative process.

(3) Both an IRS Board of Directors and the IRS Management Board favored by the Treasury
Department could easily confuse lines of responsibility and involve individuals who would
weaken. rather than strengthen, the decision-making process.

(4) The primary merit in the Restructuring Commission’s arguments for a board, it seems to
me, is for greater accountability. The focus on shifting responsibility outside of IRS and
Treasury has tended to detract from this primary concern. As a reasonable compromise, [
suggest that private sector individuals be brought into the process, but not in a way that
would confuse lines of authority and responsibility nor confuse the role of advisor from that
of monitor, auditor, or critic. In effect, [ suggest that a small number of private sector
individuals be asked to monitor IRS progress and partake in reporting publicly on its
successes and failures. However, they should not be given decision-making power, and their
role should be separate from that of advisors.

'Portions of this testimony are taken from Economics Perspective. a column produced for Tax Notes Magazine.
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In the remainder of my testimony. I provide some background on these recommendations.
Congressional Oversight

While 1 do not have strong opinions on the exact mechanism that should be adopted o
strearnline Congressional oversight, my experience in Treasury was thai the constant reporting by
top IRS offictals to many parts of the Congress often so pre-occupied them that it detracted from
their ability to focus on internal management. The simple fact is that Commissioners are called to
testify so quickly and often -- in addition to the time they spend reporting to Treasury and the Office
of Management and Budget, among others -- that they are put in a defensive position almost from
day one, even before they have learned the job. Fewer testimonies and the ability to work through
expert staffs, such as the Ways and Means Oversight Subcommittee, might not only give the Congress
better information, but allow top IRS managers more time to do their job better.

Personnel Policy

The Restructuring Commission recognized that the personnel policies of the IRS, many of
which are imposed from the outside, tend to prevent it from hiring the expertise it needs. This is
especially true in quantitative areas, such as computer science and statistics. Good computer
scientists and statisticians are worth their weight in gold, but both personnel policies and IRS culture
tend to require that higher salaries correlate mainly with number of persons managed, not knowledge
and ability. For instance, anyone who thinks that the IRS or the government's problems with
computers is going to go away as long as agencies cannot hire top notch computer experts is crazy.
Note, however, that these types of problems are not unique to the IRS.

Reporting on IRS Ability to Enforce Tax Policy

The Restructuring Commission acknowledged that many of IRS’ problems were due to the
inordinate requirements placed on it by tax legislation. The demand for changes in federal tax laws
is not going to dissipate, but there are ways to give simplification a greater hearing and on a timely
basis. The Commission suggested that the Joint Committee on Taxation report annually with
recommendations to simplify the tax law and administration. 1 suggest that a role also be determined
for IRS and Treasury, as well. They have much of the expertise and knowledge, while the Joint
Committee staff is quite small. Perhaps a biennial reporting requirement should be placed on the
Executive Branch, but with a follow-up report by the Joint Committee which could also assess
weaknesses and strengths these earlier reports. Some effort must be made to insure that these efforts
are not token and that, over a course of several years, they are comprehensive in nature.

The Release of Tax Forms During the Legisiative Process
Ore needs also to figure out ways to give simplification more attention during the legislative

process. One method would be to designate someone from the Joint Committee or the Treasury to
sit at the witness table during markup and report only on simplification aspects. Another suggestion
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I have made for years is that mock-up tax forms be made available at certain stages in the legislative
process. [ recognize that there has to be a rule of reason here, as time constraints are severe, but
more can be done than currently. My one anecdotal piece of evidence goes back to the debate over
Catastrophic Health in 1987, when as a Deputy Assistant Secretary of the Treasury I was able to get
some forms up to Congress to show just how complicated were going to be the new premiums/taxes
it was starting to enact. The effort did lead Congress to alter the legislation in conference, but
insufficiently. This example demonstrates that releasing forms can improve the process, but certainly
does not suggest that it would or should be the sole determinant of final outcomes.

A New Board Structure: The Twe Sides

In its report on “A Vision for a New IRS.” the National Commission on Restructuring the IRS
suggested that executive branch governance of the IRS should be placed with a new Board of
Governors. Tired of the inability of the Executive Branch and the Treasury Department to solve many
of IRS' problems, the Commission sought to set up a new governance structure that would hold
someone more firmily responsible for its successes and failures. The Treasury Department vehemently
opposed this suggestion, arguing among other matters that this type of board would usurp the powers
of the Executive Branch. It suggests instead that a sort-of super management board, with
representatives from various other agencies, to try to monitor the IRS.

After following the debate for some time now, I am convinced that both sides are partly right
and both sides are partly wrong. The new management board pushed by Treasury wiil probably create
more problemns that it will solve, but a new Board of Directors fits neither within the structure set up
by the Constitution for the Executive Branch nor can it provide the clear lines of authority associated
with a private sector board. Perhaps there is a betfer organizational structure than offered by either
of these options. The primary goal, as set by the National Commission, should be to raise the level
of accountability, as well as oversight, of the IRS. This structure must be able better to reward
success and to penalize failure.

Both the National Commission and the Treasury make a strong case for their respective
positions. The National Commission seeks an efficient, service-oriented, IRS with the authority and
management oversight to get its job done well. The members of the Commission struggled with the
failures of both Congress and the Executive Branch and argued that the current governance structure
is often reactive rather than strategic. Within the Treasury Department. they noted that much
attention is paid to matters of international economic affairs. economic and tax policy, and other fiscal
matters. Attention to strategic issues within IRS received secondary attention both because of other
priorities and because the IRS grew to gain a fair amount of independence in recent decades out of
concern over attempted interference from politicians such as Richard Nixon. The Commission does
note that some new focus was given to the IRS over the past year, but it does not see how this is
guaranteed for the future, and it does not believe that groups such as the Modernization Management
Board (MMB) "provide the necessary focus, expertise, and continuity.”
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The Board of Directors. as proposed, would not have any control over tax policy, but it
would have overall responsibility for IRS governance, including appointing and removing senior
leadership. It would review and approve of many of the Commissioner's recommendations on
business and organizational plans and budget. Its seven members would include 5 individuals from
the private sector. along with the Treasury Secretary and a representative from the National Treasury
Employees Union. Very importantly, it would be required to provide annual stewardship reports to
the public.

Representatives from the Executive Branch, along with a former head of tax administration
for the State of New York, defended recent Administration efforts. They pointed to an expanded IRS
Management Board that would include representatives from relevant Executive Branch agencies and
10 the establishment of an IRS Advisory Board that would provide other expertise. Very importantly.
it, too, would issue an annual report on the IRS.

Treasury's problem with a board of directors, however, are several-fold. It questions whether
an independent board is consistent with accountability to an elected President and cited related
"constitutional" concerns raised by the Justice Department's Office of Legal Counsel. It also cites a
GAQO report that concluded that boards did not run well large government organizations and that "the
board form of organization has not proven effective in providing stable leadership [or] in insulating
decisions from political pressure..."

Each side has merit. Treasury's attention to tax administration has always been weak. There
is nothing in most traditional executive branch committees or advisory committees that insures that
greater attention would be paid, absent such bad press and political pressure as exists today. Despite
the extra attention given to the IRS by this particular Administration, it has still ended up with a more
complex tax Code than when it started, has been unable to solve many of IRS' problems, and, like all
Administrations before it, puts its tax policy and administration staffs into public positions of having
to defend the President’s legislative efforts, no matter how good or bad for tax administration. Even
if a new structure is not perfect - - and none is -- realignment of responsibilities often can Serve as a
catalyst toward doing new things and operating more efficiently.

By the same token, management by committee is almost never efficient, and the Constitutional
creation of an executive branch was designed partly to avoid that problem. Donald F. Kettl, director
of the Brookings Center for Public Management, reinforces this view when he asserts that private
management "fails to take account the problems of conflicts of interest, accountability, and even
weaker governance that such a systemn of part-time private board members would inevitably entail.”

An Alternative Structure

Perhaps there is a better organizational structure than either of the options on the table right
now. The primary goal should be to raise the level of accountability, as well as oversight, of the IRS.
The goal might be achieved through some intermediate structure that still included private persons
with greater stature and power than advisors or commission members, but less control than directors.
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Such individuals might serve more or less as "trustees” for the public and share oversight
responsibility with Treasury and other parts of the Executive Branch to report on the successes and
failures. the capabilities and limitations, of the IRS. They would have no power, however, to make
actual decisions for the Executive Branch. The purpose of the board would not be to turn
accountability over to yet another group, but. instead, to hold more accountable those in the
Executive Branch responsible for IRS. both its successes and failures.

My own experience on various advisory and interagency committees leaves me skeptical so
tar that either side has come up with an optimal solution. As an organizer of one effort at tax reform
-- including many simplification efforts that did not survive the legislative process -- I was greatly
dependent upon IRS efforts and contributions. That experience taught me that tax policy and
administration are necessarily intertwined at almost every single level and in almost every single
provision of the tax Code. I simply don't see how those functions can be easily separated. A
significant portion of IRS problems today, moreover, involve tax policy, not administration. As much
as T object to the inattention given to tax administration. I would probably object even more to giving
it inordinate attention relative to other tax policy goals such as equal justice and efficiency. Since a
balance must be reached, it must be made by someone who has responsibility for both policy and
adrministration -- and that person, sometimes for better and sometimes for worse, is the Secretary of
the Treasury.

By the same token, I have also served on innumerable interagency committees and almost
none were effective. Large ones, such as the management board suggested by Treasury, are especially
unwieldy. Inevitably these groups are composed of many individuals with only scant knowledge of
the subject matter. Does anyone, for instance. really think that the relatively tiny office of the
Vice-President typically will contain anyone with more than superficial knowledge of the IRS. The
consequence of these interagency groups is often that real policy or administrative reform becomes
harder because it isn't going through the best or most knowledgeable reviewers available. Indeed.
these types of committees can severely deter IRS commissioners or Secretaries of the Treasury from
making necessary decisions in a prompt and efficient manner. They also will take up the very scarce
time of those top tax administrative officials who need to be running the agency, and who already
spend an inordinate amount of time worrying about the next public testimony or statement to several
committees of Congress, the Secretary of the Treasury. the Office of Management and Budget, and
others to whom they already report.

One of the best examples I know of useful outside input into government comes from the
"public” trustees of Social Security. These private- sector trustees represent the public and their job
is primarily to report, as peers with several cabinet officials, on the status of the trust funds of Social
Security. These public trustees have been successful over the years in making sure that the
assumptions, data, and information in those reports are accurate and in no small way have brought
Social Security to the front of the public debate. A few years ago, the public trustees went so far as
to publish their own summary because they felt that the traditional reports left too much hidden from
the public.
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It is not at alf clear that IRS problems are due to inadequate designation of responsibility. The
Commissioner is the principal officer and she reports to the Secretary of the Treasury. who reports
to the President. The lines of authority are clear. The principal tensions in lines of authority are
twofold. First, the Congress really serves as a board of directors who constantly change the rules for
tax administration, then blames the IRS because it cannot enforce all of these laws. The second
tension is with personnel rules coming out of places like the Office of Personnel Management (as well
as Congress). These tensions aren’t going to be solved by new boards, but they might be alleviated
if outsiders can report openly on them as problems.

Despite these tensions. it's not so much responsibility that causes problems, it's accountability.
When things aren't working well, when the Congress is about to put on new unenforceable provisions,
when Office of Personnel Management is a major obstacle to progress, when IRS itself fails, the
responsibility is not all that hard to determine. But someone has to hold the officials accountable.

In a democracy, it primarily the citizen who holds officials accountable. But to do the job well,
reliable sources of information are required. It is here that the current system breaks down. The
Commissioner often feels like a pawn in reporting to various authorities and, constantly on the
defensive. seldom will seek out and admit internal failure. The Secretary of Treasury won't report on
a Congress making impossible tasks for tax administration if the President is about to sign a bill. The
President won't point to his personnel management practices as a failure unless he can blame then on
the last administration. Finally, the Congress will be the last to accept accountability for IRS failure.

Is compromise possible? It seems to me that the principal goal sought by the Restructuring
Commission in suggesting a board of directors was to put some accountability back into the system.
Greater accountability probably does require some private sector officials who can report to the
public. without being held back by the political constraints and self-interest of existing officials. But
a board of directors would have substantial self-interest and would itself be defensive of its own
efforts.

If we can figure out a way to give that fuller reporting responsibility to private sector
reviewers -- call them trustees, advisors, or a board of something or another -- then public officials
would be held more accountable. Strictly speaking. then. a board of outside directors would not be
required, and new confusion of lines of authority and responsibility avoided.

Conclusion

Constructed well, I believe that a package of reforms can be assembled by this Committee to
improve tax administration. Among the items that I support most are (1) a streamlining of
Congressional oversight, (2) greater authority within IRS to hire necessary expertise, especially in
quantitative areas, (3) regular reports by IRS, Treasury and the Joint Committee on Taxation on
taxpayer complexity and enforcement difficulties, (4) the release of mock-up tax forms during the
legislative process, and (5) the selection of a small (not large and unwieldy) number of private sector
individuals who, in the manner of the public trustees of Social Security. participate in a type of
“board” whose sole responsibility is to monitor and report on IRS progress.

Mr. PORTMAN. Thank you, Mr. Steuerle.
Mr. Kettl.

STATEMENT OF DONALD F. KETTL, DIRECTOR, CENTER FOR
PUBLIC MANAGEMENT, BROOKINGS INSTITUTION; AND ROB-
ERT M. LA FOLLETTE INSTITUTE OF PUBLIC AFFAIRS, UNI-
VERSITY OF WISCONSIN-MADISON

Mr. KETTL. Mr. Chairman, thank you very much. It is a great
pleasure to appear before you this afternoon and to note the tre-
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mendous service that this Commission has done to the nation in
outlining the critical problems that the IRS simply must begin now
to attack.

It is in many ways precisely right on the problems that need to
be solved. So you need to try to improve the level of expertise that
the IRS has, and probably even more importantly, you need to try
to restore public trust in the Internal Revenue Service and in the
process of collecting the nation’s tax revenue.

My concern with the report focuses principally on the proposal
for the governance board. There is an assumption that the problem
is in some way structural. My view, on the other hand, is that it
is not primarily a problem that needs to be solved with a change
in structure, it is a problem in management. Put differently, what
can we do at the top to ensure that the quality of services that we
want at the bottom happens? That in my mind is not primarily a
structural problem. It is one that requires fundamental changes in
management that I hope to outline shortly.

There are, though, a couple of concerns that I want to outline
with this governance board that has been proposed, having to do
with the conflict of interest issue that we have heard constantly
today. I simply want to underline many of the concerns that have
been raised.

The concern in a nutshell is this: If there is a discussion about
the level of budget that ought to be supplied for, say, the audit
function of the Internal Revenue Service, there is no way to con-
sider the level of auditing in the budget without somehow raising
questions about who will be audited and at what level.

The degree to which there may, for example, be private-sector
people representing simultaneously some companies and, say, the
IRS, in the process of sorting through these decisions, there will in-
evitably be questions about the way in which those priorities are
set. This is, I think, a serious concern that is just simply
unresolvable.

The second concern I have is what I view as a continuing false
distinction we have been making between management, policy, and
oversight. I have been in the public management business for 20
years—there are those who have been doing it a whole lot longer
than I have for the last century—the one point that comes through
unarguably is the fact that the distinctions among oversight and
management policies are simply false.

For example, consider the IRS’ oversight policy—it is budget pol-
icy. Its overall policy toward audits will be determined by how
much money is supplied and how that money is spent. We can talk
about broad policy goals, but it is only in the implementation of
those goals—by the money actually spent—that determines what
the policy actually turns out to be.

So, seeking to try to have an arbitrary line separating policy and
administration in many ways flies in the face of the realities of the
implementation of tax policy.

The second thing—and this is a piece of evidence that was sup-
plied to me by experts in tax policy in New Zealand—is how impor-
tant the integration of the management and policy functions are,
especially in providing feedback into the system. For all of the rea-
sons my colleague just suggested, we need to have early warnings
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about changes. We need to have quick feedback on proposals to the
tax forms.

What we need in the process of doing that is some way to make
sure that policy and administration are more integrated, and not
more separated.

I guess my conclusion is that in many ways we know precisely
what it is that we need to do to fix the IRS. The problem is in fig-
uring out how to get it done. My concern is that I see nothing in
the fundamental structural change that will ensure that actually
happens.

We have been talking about accountability, which is really the
nub of the problem. The nub of the problem really has to do with
trying to find a way to make sure that what it is we want to have
happen at the top occurs at the bottom of the tax system.

My concern, ultimately, with the proposed board—for that mat-
ter, the administration’s boards—is that there is no guarantee that
the current system will get the changes that we need. There is no
guarantee that having new boards will produce the changes that
we want either.

What it is that we know from the nation that has experimented
more with this than any other nation in the world—New Zealand—
is that they have focused more on governmentalizing the policy
side, and producing incentives for improved management at the
managerial side, as well. Building that linkage is critical.

How to go about doing this? I think that it is clear there has to
be top-level leadership and support from both the Congress and the
Treasury, from the Secretary on down—from this Committee on
down—to ensure that what we want to have happen in tax policy
happens.

The second is that it is terribly important to get outside advice
for all the reasons that we have heard from other witnesses earlier
today. But more importantly, I think we need to find some way—
as we have heard—to ensure accountability and continuity in the
process.

One way of doing it is to restructure. There is another way
through people. But I think the more important lesson—and this
comes through quite clearly in the experiences in Australia and
New Zealand—is to focus on performance-based measures.

That is, set out measures very clearly, goals that are unarguably
clear for everyone about what it is that ought to happen and how.
How many call ought to be answered? How long should it take?
What kind of feedback should there be?

The fact that I have here before me some of the performance
measures that the Australian and New Zealand tax services have
established for doing that.

So my conclusion, I think, is that there are ways of doing this—
but these ways are fundamentally procedural, though not struc-
tural. They have to do with leadership and management. They are
not primarily organizational. Restructuring will not solve them.

In my view, the only way to guarantee that we pay attention to
what we must pay attention to is to ensure we have solutions tai-
lored to the problems, and the problems in the end require focus
on performance and performance based management.

[The prepared statement and attachments follow:]
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TAXING REFORMS: Assessing the Plans to Transform the IRS

by Donald F. Kettl

The Internal Revenue Service is unquestionably a troubled government agency. Tax
collectors have been wildly unpopular since biblical times, but today’s unhappiness with the IRS
goes far beyond even great American traditions like dumping tea into a harbor rather than paying
atax. Incorrect answers to citizens’ tax questions, long telephone waits to get any answer at all,
tax employee snooping into confidential files, and billions poured into a tax system
modernization that the General Accounting Office has called “chaotic”—these nagging problems
have made the IRS perhaps the federal government’s least-favorite agency.

Though most of its detractors acknowledge that the IRS has made real strides in recent
years, its continuing difficulties prompted Congress in November 1995 to create the National
Commission on Restructuring the Internal Revenue Service. The commission’s June 1997 report
boldly proclaimed A Vision for a New IRS. The report is bold, especially in self-consciously
admitting Congress’s complicity in the complexity of the tax code and the unpredictable funding
that makes long-term IRS planning impossible.

However, the report is also fundamentally flawed in its most significant recommendation:
a transformation of IRS’s governance. It confuses the undeniable need to strengthen the IRS’s
leadership with a plan to turn the agency over to a board dominated by private officials.

The Commission's Recommendations

The commission’s central recommendation is to create a seven member board of directors
to govern the IRS. It would be charged with setting basic management strategy and overseeing
IRS operations. Its members would be appointed by the president, confirmed by the Senate, and
removable by the president. Five of the commission’s seven board members would come from
the private sector; they presumably would be drawn from the ranks of corporate leaders.

The commission proposed the new board for two reasons. First, the commissioners were
concerned that, despite mounting problems, top Treasury officials had not stepped in strongly
enough to correct them. The commission concluded that senior Treasury leaders naturally
concentrated on the broad questions of financial policy and invested too little time in the IRS’s
management. Second, the commissioners believed that private-sector-style management
techniques—most notably, the boards of directors that set broad strategic policy for most private
companies—would provide a firmer hand and clearer gnidance for correcting IRS’s difficulties.
“The current IRS governance structure is often reactive rather than strategic,” the com