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THE NATIONAL TAXPAYER ADVOCATE’S 2009
REPORT ON THE MOST SERIOUS PROBLEMS
ENCOUNTERED BY TAXPAYERS

TUESDAY, MARCH 16, 2010

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON OVERSIGHT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:00 p.m. in Room
1100, Longworth House Office Building; the Honorable John Lewis,
[Chairman of the Subcommittee], presiding.

[The advisory announcing the hearing follows:]
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
March 9, 2010

The House Ways and Means Subcommittee on Oversight today announced that
it will hold a hearing on the National Taxpayer Advocate’s 2009 Report to Congress
on the most serious problems encountered by taxpayers. The hearing will take
place on Tuesday, March 16, 2010, in the main Committee hearing room,
1100 Longworth House Office Building, beginning at 2:00 p.m.

The National Taxpayer Advocate, Nina E. Olson, will be the only witness at the
hearing. Any individual or organization not scheduled for an oral appearance may
submit a written statement for consideration by the Committee and for inclusion in
the printed record of the hearing.

BACKGROUND:

The Office of the Taxpayer Advocate was established by the 1996 Taxpayer Bill
of Rights (P.L. 104-168). The purpose of the office is to provide an independent sys-
tem to assist taxpayers in resolving problems with the Internal Revenue Service
(IRS), to propose changes in the administrative practices of the IRS, and to identify
potential legislative changes to resolve problems affecting groups of taxpayers. The
office is under the supervision of the National Taxpayer Advocate (Taxpayer Advo-
cate) and operates independently from the IRS. The Taxpayer Advocate must sub-
mit a report each year to the House Committee on Ways and Means and the Senate
Committee on Finance.

FOCUS OF THE HEARING:

The Taxpayer Advocate will highlight key issues and recommendations from her
December 2009 Report to Congress. The Taxpayer Advocate’s report contains sec-
tions on the most serious problems encountered by taxpayers; legislative rec-
ommendations; the most litigated tax issues; and certain research and related stud-
ies. The hearing will focus on issues raised by the Taxpayer Advocate that relate
to services provided to taxpayers and fairness in the administration of our tax laws.
Specifically, the hearing will review her concerns related to: the IRS’s proposed tax
return preparer initiative; the unmet needs of low-income taxpayers; the decline in
IRS toll-free telephone assistance; and certain IRS collection policies that unneces-
sarily harm taxpayers. The hearing will explore legislative and administrative solu-
tions to the problems identified. Finally, the Taxpayer Advocate will update the
Subcommittee on issues included in previous annual reports.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http://democrats.waysandmeans.house.gov, select “Hearings”. Select the hearing for
which you would like to submit, and click on the link entitled, “Click here to provide
a submission for the record.” Once you have followed the online instructions, submit
all requested information. ATTACH your submission as a Word or WordPerfect doc-
ument, in compliance with the formatting requirements listed below, by close of
business Tuesday, March 30, 2010. Finally, please note that due to the change
in House mail policy, the U.S. Capitol Police will refuse sealed-package deliveries
to all House Office Buildings. For questions, or if you encounter technical problems,
please call (202) 225-1721 or (202) 225-3625.



FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://democrats.waysandmeans.house.gov.

Chairman LEWIS. Good afternoon. Welcome. This is a hearing
on the Taxpayer Advocate report. The hearing today is now called
to order.

The National Taxpayer Advocate is a valuable resource for this
Committee and we are pleased to welcome her here today. She is
a voice for all taxpayers. Her office was created to help taxpayers
resolve problems with the Internal Revenue Service. As we meet
today, we are in the middle of the tax return filing season, and we
are mindful that so many Americans are suffering during these dif-
ficult economic times.

So, it is a fitting time for us to hear from the Taxpayer Advocate.
This hearing will give us a chance to learn what problems tax-
payers are facing and how we can help. Calls that are not an-
swered, penalties that bankrupt businesses and liens that harm
low-income taxpayers are only a few of the problems. Other prob-
lems include making taxpayers who offer to pay their taxes over
time complete 100 steps to have their offers accepted. This is not
right. It almost makes no sense.

We must simplify the process to make it easier for taxpayers to
meet their obligations. In some cases, the laws may need to be
changed, and in other cases, the IRS may need to change its policy
or rules. Either way, the time is now to address these problems.
These issues are important to the Committee. They are important
to the taxpayers. We must work now to address them this year; not
next year, but this year.

Now, I am pleased to recognize the distinguished Ranking Mem-
ber, Dr. Boustany, for his opening statement.

Mr. BOUSTANY. Mr. Chairman, thank you very much for hold-
ing this hearing and I thank you for yielding time. And, Mrs.
Olson, thank you once again for appearing before our subcommittee
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to represent the interest of one of the groups most in need of Wash-
ington representation, average American taxpayers.

You do a great service to our country and I thank you for your
tireless advocacy on behalf of those taxpayers. We are holding this
hearing today as we do every year to examine the most serious
problems encountered by taxpayers in their dealings with the fed-
eral tax laws and the Internal Revenue Service. This year, how-
ever, the timing of the hearing is fortuitous in many respects, for
if the House Democratic leadership is to be believed, then by the
end of the week Congress might have enacted a piece of legislation
that vastly expands the scope of the IRS’s responsibilities and fun-
damentally alters the relationship between the IRS and taxpayers.
Elhat piece of legislation is H.R. 3590, the Senate passed healthcare

ill.

I noticed that in this year’s report, Mrs. Olson, you included an
extensive discussion on the risks and challenges involved in run-
ning social programs through the tax system. Jumping off from
that discussion, I would point out that the Senate Healthcare bill
creates by far the largest social program ever run through the IRS.
While the Senate bill delegates enforcement of numerous parts of
the health insurance system to the IRS, one of the most troubling
expansions of IRS power is the power to approve a taxpayer’s
health insurance as sufficient to meet the definition of minimum
coverage required to be purchased by law. This is the so-called in-
dividual mandate.

Under the Senate’s individual mandate, the IRS would be in
charge of verifying that every American taxpayer has obtained ac-
ceptable health coverage for every month of the year. If the IRS de-
termines that a taxpayer lacks acceptable insurance for even a sin-
gle month, then the IRS would have the power to impose a new tax
on that taxpayer, even auditing the taxpayer in assessing interest
and penalties on top of the tax. This is an unprecedented new role
for the IRS, one that will inject the IRS even further into the per-
sonal lives of American families.

So, in a few moments I intend to ask you, Mrs. Olson, to share
your thoughts on what problems might arise both between the IRS
and taxpayers and within the IRS itself, if the House Democrats
decide to send the Senate Bill on to the President and make it the
law of the land. Mrs. Olson, I look forward to your testimony and
your responses; and, Mr. Chairman, thank you very much, and I
yield back.

[The prepared statement of Mr. Boustany follows:]

Prepared Statement of Charles Boustany, Jr. (R-LA), Ranking Member,
Subcommittee on Oversight

(Remarks as Prepared)

Mr. Chairman, thank you for yielding time.

And Ms. Olson, thank you once again for appearing before the Subcommittee to
represent the interests of one of the groups most in need of Washington representa-
tion—average American taxpayers. You do a great service to our country and I
thank you for your tireless advocacy on behalf of those taxpayers.

We are holding this hearing today—as we do every year—to examine the most se-
rious problems encountered by taxpayers in their dealings with the federal tax laws
and the Internal Revenue Service. This year, however, the timing of the hearing is
fortuitous. For if the House Democratic leadership is to be believed, than by the end
of the week Congress might have enacted a piece of legislation that vastly expands
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the scope of the IRS’s responsibilities, and fundamentally alters the relationship be-
tween the IRS and taxpayers. That piece of legislation is H.R. 3590, the Senate-
passed health care bill.

I noticed that in this year’s report, Ms. Olson included an extensive discussion on
the risks and challenges involved in running social programs through the tax sys-
tem. Jumping off from that discussion, I would point out that the Senate health care
bill creates by far the largest social program ever run through the IRS. While the
Senate bill delegates enforcement of numerous parts of the health insurance system
to the IRS, one of the most troubling expansions of IRS power is the power to ap-
prove a taxpayer’s health insurance as sufficient to meet the definition of minimum
(cioverage required to be purchased by law. This is the so-called “individual man-

ate.”

Under the Senate’s individual mandate, the IRS would be in charge of verifying
that every American taxpayer has obtained acceptable health coverage for every
month of the year. If the IRS determines that a taxpayer lacks acceptable insurance
for even a single month, then the IRS would have the power to impose a new tax
on that taxpayer, even auditing the taxpayer and assessing interest and penalties
on top of the tax. This is an unprecedented new role for the IRS—one that will in-
ject the IRS even further into the personal lives of American families.

In a few moments, I intend to ask Ms. Olson to share her thoughts on what prob-
lems might arise—both between the IRS and taxpayers, and within the IRS itself—
if House Democrats decide to send the Senate bill on to the President and make
it the law of the land. Ms. Olson, I look forward to your testimony and your re-
sponses.

Thank you, Mr. Chairman. I yield back.

Chairman LEWIS. Thank you very much, Dr. Boustany, for your
statement.

Now we will hear from the Taxpayer Advocate, Ms. Nina Olson.
I ask that you limit your testimony to five minutes. Without objec-
tion, your entire statement will be included in the record. You may
start.

STATEMENT OF NINA E. OLSON, NATIONAL TAXPAYER
ADVOCATE, INTERNAL REVENUE SERVICE

Ms. OLSON. Thank you, Mr. Chairman, ranking member
Boustany and Members of the Subcommittee. Thank you for invit-
ing me to discuss the National Taxpayer Advocate’s 2009 Annual
Report to Congress.

First, I'd like to commend the IRS’s response to one problem I
identified in 2002 and again this year: the need to improve over-
sight of the return preparation industry. Since 2002 there has been
considerable congressional support for preparer regulation includ-
ing legislation sponsored by Congressman Becerra. In January
2010 under Commissioner Shulman’s leadership, the IRS issued a
report setting out a blueprint to do the job itself and it is now
working on implementation details.

When fully implemented, I believe this initiative will improve tax
administration sufficiently by helping taxpayers locate qualified
preparers, establishing clear requirements of competence and eth-
ics for preparers and disciplining and even shutting down unquali-
fied and unethical preparers. Second, this year I designated the in-
ability of the IRS to adequately answer taxpayer phone calls as the
number one most serious problem for taxpayers.

The IRS’s target for the current fiscal year is to answer only 71
percent of calls from taxpayers seeking to reach a telephone
assistor. Among calls that do get answered, the IRS projects the av-
erage wait time will be nearly 12 minutes, up from just over four
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minutes in fiscal year 2007. I encourage the subcommittee to sup-
port sufficient, additional funding for the IRS toll free lines so that
the IRS can achieve an 85 percent level of service, an average wait
time of five minutes.

Third, my report designated the IRS’s lien filing policies as the
second most serious problem for taxpayers. The IRS collection func-
tion has awesome powers to collect unpaid taxes, including the no-
tice of federal tax lien. The mere notation of a federal tax lien on
a taxpayer’s credit report typically causes the taxpayer’s credit
score to drop by about 100 points, initially. It can increase bor-
rowing, insurance and housing costs, and even impair the tax-
payer’s employability.

For small business tax payers, a lien can be a fatal blow. The
lien notation remains on credit reports for seven years after the tax
debt is paid in full. Thus, the decision to file a lien requires the
IRS to balance the harm the lien will inflict on the taxpayer
against the revenue the lien is likely to generate. Yet, the IRS does
not require its employees to conduct that balancing. The revenue
benefits of IRS lien filings actually appear quite limited. The IRS
has increased lien filings by 475 percent over the last decade, while
inflation adjusted collection revenue has dropped by 7.4 percent.

In fact, despite the economic downturn, the IRS filed more liens
in fiscal year 2009 than in any year since fiscal year 1994. More-
over, a recent task study found that on accounts against which a
lien had been filed, the largest source of collection revenue and
payments were refund offsets, which occur regardless of whether or
not a lien has been filed. Based on the data we've seen, there is
a strong possibility that the IRS is harming hundreds of thousands
of taxpayers a year to collect $1 billion or less.

The legislative history of the “Restructuring Act” shows that
Congress wanted more managerial review of lien filings, but the
IRS is now requiring less review. In many cases, the IRS generates
liens without determining whether taxpayers have any assets or
are likely to acquire any assets to which the lien would attach. For
example, the IRS automatically requests liens for every taxpayer
the IRS puts in currently not collectible hardship status and whose
debts exceed $5,000. These are cases where the IRS itself has de-
termined the taxpayer cannot pay basic living expenses if he or she
pays the tax debt.

I recommend that Congress require the IRS to consider a number
of factors prior to filing the tax lien. We should not be unneces-
sarily harming taxpayers and impairing their future tax compli-
ance for the collection of very few tax dollars. Fourth, I have simi-
lar reservations about the IRS’s current approach to the offers in
compromise program. In the past I've expressed that concern that
the IRS has made offers less and less accessible to taxpayers cre-
ating a category of permanent tax debtors and undermining IRS
collection efforts as well.

Consider this my last point. At the beginning of fiscal year 2009
there were over four million taxpayers with delinquent accounts,
yet during fiscal year 2009 the IRS accepted only 10,665 offers.
That means roughly speaking that the IRS accepted one offer of
every 375 taxpayers with a delinquent account. At the same time
the IRS placed accounts of over 2.1 million taxpayers into currently
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not collectible status last year. The result of the IRS’s restrictive
offer policy is that IRS did not collect any tax on many of these ac-
counts. I appreciate the opportunity to raise these concerns and
welcome any questions.

[The prepared statement of Ms. Olson follows:]
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Chakman Lewe. Ranking Membar Boustany, snd distinguished Membars of the
Subcomemilles:

Thank yau for insiting me 1o lesbfy ioday io describe some of tha mast seriaus
profilems taxpayers face in thair dealings with the IRS and 1o propase solutions fo
mifigata hesa problems, which | hewa also deciissad in my 2006 Snnaisl Repor io
Congress.'

Before | disouss taxpayer problemns, I'd like to begin by calling aBention 1o an IRS
iniliatrea that | consider a significant achirvemant - tha initiatre 10 improve standands
in and cwarsight of thi ratum praparation indusiry, | bagan caling for pregeear
ragulation in 2002 bacause | aaw frel-hand balon | joined the govemmsant how
incompelant of UNBCTUPUIoUE prapanss harmed Epayars who iruabad them and Mhow
iheir actions undermined ax compliance. Since that lime, thers has baen
considerable congressional suppart far preparer reguiation. Congressman Becema
has spansared kegisiation that Chaiman Lewes and othar mamness of the Ways and
Kaans Commithesa have ‘BIJl:!:l-l.'.l":ln':l-lil.2 and an the Sanaie side, Senalor Bingamen has
spnsored companion legislation thal the Finence Commilles teice passed on a
biparlisan basis’

Tha IRS could have implemanted preparer regulatian an #s own sardior, bul undar
prior leagarship, the egency spposed prepares regulation, in part becausa of concam
that administaning such a progrem would require the IRS o divan resources Trom athar
areas. When Cammissionsr Shuliman ook ollica, b reasseasad thal Fﬂﬂﬂjﬂl‘l arvd
concluded thal preparar regulation has the polential bath o protect faxpayers and b
improve tax complianoe. As a resull, be decided o make preparer neguiation one of
tha signature infiatives af his tenure, Since he announcad tha iniliatye & & haaring
tsafara this Subcommiies ek Jura, the IRS has bean woreng dikgantly 1o design i.
In January 2010, the IRS ssued a rapon aetling oul a bluspdnt of its plan,* and it i
maw warking diligently @ implement it Although the davil is in e details and thana
are slill some impartant issues that need fo be resalved, | balieee the IRS is headed in
tha right dibection. | further balkave this intstive, when fully implemantaed, wil improve
tax admenistration significantty by halping taxpayers locate qualified prepares,
Hﬂ-ﬂbﬂhhﬂ chagr requiraments of compsatance and athics for prapanars, and
dEaciplining and even shutling down ungualified and unelhical prepanens. Laler in my

! Tha wisss aeprossad Barin e soinky those of [he Noloral Tagayer Advocaln, The Mational
Tanpiger Atencaks s appoiniad by e Saceatary of e Traaiury and rmport 5 e Commissosan ol
Irtzmal Ressriie. Howeser, the Malonal Toopayer Adwtoote presenis an ndopendent payts
perapecive fral doss not necessanly reflect the positon of the RS, fe Treasury Degadment, or the
O of Bansgassn and Budgel. Corgrassnnal Maimeny nguastad from e Mational Tasga yat
Aol s nol submibled (ot IF25, tha Tressory Departmenl, or the OMios of Managemenl and
Budget for prios spproval  Howaver, we hawe prossded courlesy copies of fhis sinlement 1o both the IRS
arad 1 Traasury Daparnmiet i pdance of this Faarisg.

? Gea HE 6716, The Tospayes BEl of Rights Aot of 2008 (1107 Gong.)
* B HIAL 1528 [ircorponting S, 2821 {1087 Cong ); 5. 1331 (ncomparaling S 853 (100 Corg. )
* Bewr IR Fublicaiion 4832, Rebomn Preparer Rewaw (Dec. 2008)



11
-2

tesstimony, |wil prowida addiional detail and idantfy potential legslaiies changas fo
supplement the niiative

| aben vearil b say al the outsel thal | believs (e IRS has done & good job oweral
ifurirg Bhe ksl beo yean as il simullaneously kas dalivaned an its core mission af
prowiding taxpayer services and collecting taces while adminestenng a number of
poonomic simules programs, ncluding the ssuance of soonomic simulus paymernls
in 2008 and the processing of daims for the firsi-time homabuyer credit in 20048 *

Mgt sunpresdngly, koveaver, tha combination of thase challgnges — performing is come
wark, sdminttering sacial programs and aconsmic slimulus provisions, and collacting
lawes againe the backdrop of the highesl uneenpkoyment rale in nearly ihoee
facades” - has slretched the IRS oo thin in cerain aneas,

In my festimony today. | will provide a taxpayer perspectve regarding areas where |
balenes the tax adminisiraticn prooass can ba improved.

Each waar, tana of milicns of laspayera call the IRS sseking Malp with a wide varaly of
issues, including aceount quaslions and tax-iing questions. Thens is no singhs
“carmsel” mathad for massunng the IRS's efectiveness in answanng taxpeper calls,
bl the most comman measwe s the Cusbamer Account Services Customer Sanice
Rapresantative Leval of Seevice, or "LOSE," which penarally maaswes tha parcantags
of calls that gets through 1o a reprasamiateae among all callars seeking to do 0, By
this mieasie, tha RS answened 87 parcent of 8 calls In FY 2004, Snca thiet ima,
e LOS has bean declining, plummeting o a low of 53 parcant in FY 2008, In othar
wands, IRS bekaphore asssbors in FY 2008 weana wnabile o enewar nedrly half of all
calls recehed.

In FY 2004, the LOE rebounded somewhal ta aboul 70 percent, and the IRS's target
for the curnant fiscal year i 71 porcont

Whika enswaring 71 percent of cals I8 & vast mprowamant over 53 percent, & sl
maans tha IRS B afactivaly seting & goal of 1ailng o answer naary thrae ol of guany
len calla it recaives. from taxpayers seaking assislance from an IRS employesa.

Equadly daturbing, the IRS projests thal amang calls thal dio ged ansaand, The
average wail ime will be nearty 12 mirales, w from just over four minules in FY 2007,
This staie af affairs led me o designate the levsl of sersce on the IRS ioll-free lines as

* Economic Stimuls &of, Pus, L Mo, 190-185, § 101, 122, Siat 613 [2008) Amercan Recovery and
Resirraiimiang &cl, Pus L Mo, 191-5 § 1008 in Dreiegn B, 123 Sl 115, 306 (A00H)

* Sew Burpau of Loitar Stalesios, Labor Fore Satsios for the Cuvost Popiialios Sensey | shoredng the
cralian gnemploymnent rads al or over 10 peecant for Ociotsr, Mowember, and December of 2008 for the
Tirsl e sinoe 15833}
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the rmml:uurl:nu st senous probilem for Eepayers inmy 2008 Annual Repart 1o
Congress.”

Amnough hard to quantify. the impact of the IRS's inabiity 1o answer apayar cals &
sigrficant and has cansiderable downstream consequences:

« 'WW'hen takpayers call the toilfree ine with tax e guestians ard cannot get
through, some will just give up and not bathes 1o file their ax rstums. Others
will file ingecirale rebuma thal requing IRS Tolke-up action ard |axpeyes
PRGN,

= 'Whan axpayers call tha IRS afar recaiving nofices: propasing addicnal iax
andl thay cannol get through, some wil nol respond 1o the nofice, requiring the
IRS to lake furthar steps and pobenlially eeposng the laxpayer 1o anforced
colleclion acfon. Ot will writs lather o he IRS, requinng IRS amployesss in
i Accounts Managamant (AM) functon 1o mspond,

In Fact. mary Accounis Management eampioyess shutithe back and foth bebween
handing papes comespandancs (mcludng the proceesing of amandesd raiumna) and
answarnng akaphong calle. When IRS amployees dadicaled axcisivaly o anewering
taxpayer calls cannot hande the call valumes, A8 employens are shifted from
handing paper correspondencs o help cul. Mol sunprsingly, as call volames benes
meregaed and Acaounts Managamen] amployesas have DBaen mosed 16 answer phong
caills, papar coraspondance irvenioras hava incraasad as well, The paper
-::-rru-:pnﬁuru:nlmwrhrrmlm-ﬂ IEEilEa'I.H'u-u-rI:I-:rI'F'l' 2007 o TFE 960 af the
and of FY 20080 - & 62 parcen! increasa.” Al the sames lime, Se amaurd af overags
comaspondance has vaned coneiderably Trom & weekly ke of 54000 % & weekly high
ol maane tham 1.1 il

To some degres, the combination of poor eephons serdoe and skow cormeespondenos
procasng crealas 8 vidous cycle) Taxpasas wha cannol gal hvough b the IRS by
phiorea sand Efars. Causing mans work for amployeas assignaed o papar
aomespondenoe and leading o cosmespondence backiogs and delays in proosssing
amended retumes, whils Eepayens who wile fa the RS and do rol recaie timely
respanees call e RS o iny b Tigune oul what happensd,

My nobed abowe, the shamp decline in the IRS's abiity 1o handie ol demand and tmely
process Axpayer corespondencs B dus primardy o e impact of the Economic
Slimulus Acl ard otfer statulory changas thal have increased e IRSs work or
ganemiad epayar quashions. Tha felicaing chart shows tha leval of call valumes and
the IRS's sucoess in anseering calls since 2004,

| Gow Mabonal Taspinar Adwscata 2000 Annuil Ropon i Cofgees 4-18 (Mosl Basious Praliom! \RE
Tok-Frpa Telspbom Serdcn ks Decinng s Taspseer Demang for Telspbone Serece Is increamning)

* W, Jmind Ciparatony Cantr Arcnunts Menagement Saner imvenicry Ausimeats Rapers Fris,
FYOT, 39 (Cot. 30, 20046
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IRS CUSTOMER ACCOUNT SERVICES (CAS) TOLL-FREE PHOME DATA"

T CAS Aasssior m
- || | |

in maag firi macipae)
2008 4.5 A B B 258
D TE; nz nz.IP 2z
2007 AL ma 1. 268
2 50,8 A 52 HIH
2w | usT w9 o &IH

A This chart shows, call valumes: ran &1 a farky sleady leved of between aboud Gd
millian and BT milkan in thea thioe yeam bedana the Economic Stimulua Acl was passad
in Fetingary 2008, Duning the balancs of 2008 and ina 2009, the IRE was Noodad with
stimubus-ralaied calls, with the [R5 recaring an all-time high of ower 150 millian calls in
FY 2008, Moba, (oo, that e IRS aciualy answsensd 20 parcen] more calls in FY 2008
than it had Ardvwanad in FY 2007 (404 milion ve, 328 milion], yat e LOS dacined
from B percent 1o &3 peroent bocause tha osorall call volume increasod by 123
parcenl [from 874 milion o 1508 melbon)

For thesa reasons, tha declims in the IRS's kval ol sarsice is undarstardable from the
standpoint of resources. However, il is not an acceptable state of affars from the
atandpoir] of e les of miliana of laxpayers Ssaking hedp, In P Boak, dany
Limhapey Ransma: Ome Mar's Quest 10 Tam Amcund v Most Linpoputar QDrganization
i Amuenca, former Commissoner Charkes Rossof addressed the importanoe of
maintaining a high lewel of s=rvice an the (RS tol-ires nes:

Apart from the justfiable oulrage it causes among honess laxpayers, |
hava neser understood wiy anyora would think it is good business ta fail
o anawer & phons call from someane whio owed you I'I'.:l'llli':il.'l:l

Lat ma be clear that | am not baing crtical af ta IRS s handling of the increased
ftmlaphonse volume = il generaly = applying s cument rescurces appropriately and s
anakireg new waye o uee s resounces mom productivaly,. However, io mesl
laxpayar naGds, 10 improse tha abilly of Repeyers o comply with ba ke
requiremants ard respand ba IRS nolices, and fo reduce the aggregate Burden on the

"G, JOC Enerpesn Tekphons Cata, Seagaiol & Hal' Houdy Ailfasericn Mipots (Oct 0, 2008
repeesanimiee Ainamaiod cals ana mof shown in B ohan.

“ Charkes O Farssom, Many Linbaony Ralms: One Man’s Gens! fo Tum Arciisd me Mos! Ungosiee
OvgamEaion it Amasos TS (2005
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IRS when iaxpayers wha can't get through by phone contact the IRE through muhtiple
channeds with the same gueslian, | beleve he 1IR3 must bs able o answer af sas| B5
parcant of iaxpayer calls and keep 1axpayers on hald for no anger than am svarage of
irem minubes.

Besommendations

F lencouags the Subcommtiens on Ovarsight o support sulficent add@onal

tunding far the IRS boll-fres Eness =0 that the IRS will have the resaurcss o
achieva an LOS of 55 percent and & average wail lirs of five minuies.

I recommend that the IRS shudy &s call and wanficalion reguiremants 1o &y o
idmnlify apportunites o reduce She length of calls withoul shorchangs
taxpavers. Duding & nessal msaling of an IRS sdvacry comireliss, e ssenpha,
a praciionar repoiad thal whan ba calls tha IRS, mors than hall of tha call is
typecally spent an authentcating his dantity and the identity af tha Inupayer ba
represents and less than half is spent discussing his gqueslion. ‘'Whils this
abpardainn rallects sl ane pracilicne’s asperance ard e IRS musl nol
cormpramisa tha alfectivaness of is authantication procecines, the BRS shoulkd
asecs (15 authendcation shaps 1o delermine whether the Bma spent an
authenlication can be reduced withoul compromizsing sscurnly. For sxamples,
additional informsation could Ba vanified va auloralion by asking laxpayers o
My in cartain dala Baloes an assshor gals an he ling, B8 many bisinesses a2k
their customers 1o dio now. If the IRS can sherve off avan five parcent io ben
percen| of svarage call time through betier screening, the reeuling aflicency
@ain woukl ba significant

When A texpayar fals 10 pay 8 b dabl, the IRS Calkeciion Tunction is charged with
atiempling to caliect it Tha Colischion funchion has pessariul tools at ils disposal o do
this = il mary file & notice of federal tax limn (NFTL) against a taxpayer's property ar
impeae & by agains] wages, bank accourts ar alher incoms sounces wilhoui
ablsining pricr appnowal from A cowrt. Howavar, the govemment has & responsibilily 1o
halance the goal of erswing that everyane pays ther fair share of Eees against tha
reaity that miliors of laxpayers lose ther jobs or experisnce Srancial hardships sach
yeif, and T gonsamrnent genesally should mol be Sausing o axaceraling Srancial
hardships, This @& always ine, bl & & paticulay nolable whan ha unampicymant
raba ks high and many taxpayers with solid complancs histanes ane becoming
delinguent on their tax fabadiies far the first lime.
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Fropary applsd, thia NFTL can Ba an affactive (ool in iax collecion. B ghas the IRS a
Imgal chaim o e tomayer's property, such as a home or a car, as secunly for the
peapmead of 1ha [ dabt &nd may anabla tha IRS o oollact all or a porion of tha 1ax dabl 1
the taxparyer sels or relinances the property. I mpopesly spolied, however, NFTLs have
thae pobential 0 Calse rewdiess hanm 1o mepayers and, nof insignBcantly. i undanmin
lang-tarm ban collscion as well. Thus, ke dadsicon whethes 1o liks an NFTL reguinss. the
IRE ta balanoa the harm the MFTL will inflcl on the epayer and the revenus the NFTL &
limly ko ganerata,

B, Tpa Lisng Rechics o THApavers Cradll Soone s Can B
Deyastating to the Taxpayer's Financial ¥iability

FAssume that e IRS les an MFTL afler a lapayes losss Ris job and becomes unable 1o
ey his tax bill. The following consequances maul:

#  The filing of the BFTL s quickly picked up by the three Gredil reparting
agancies. [Equifay, Expenan, and Trans Union) and ks incuded an the
Ranpper's ciedl rapons.

a  The initial inclusion of a b len reduces the epayer's credil soone by an
aweraga of 100 points

@ The mese noksbon of an NFTL on a taspayes's credt repod can destroy hiz
financial wiabilty, Employess ncreasingly revies credit rapois in making
Emplkyrren] decsons, and some amployans, eepecally in the fnancial
SerADes incusiry, will not hire or netain a person veth an NFTL ona credi
Foporl. INBURERS ciMPparEs. ineaaingly rerdew crsdil rapors and U
soores in debermining whom o insura and in sefing rales. Landionds, el
shoren, uliiles, ard other cradinom aleo rmview redil reports,  TFas, an
HFTL may make someone unemployable and in virually 2l cases wll drive
up the tRxpayars other costs, ™!

& For sl busices=s tagpaysns, an MFTL can be a fatsl blow. ®an NFTL bas
bean Mied agairst & small husiness, i ganarally wil nal be ahks t abiain
Frsarcing requieed Lo mambsn buaingss oparalicns,

« The damage I & Expayer s generaly long-lasting. I the Expayer seffies a
tan bl and the IRS relaasas the ke, @ Tacl Thal te NFTL waa Tiked and
releassd wil stil be isled on the credil report for seven years.'®

= [Hihe laxpayar doed mol 2o e tax dabil and the lian & eetingiiishad whan
e len-year percd of imitation on |RS collscton aclion nures ool She thres

™ B Wl Happenad |9 oo o Scom®, Winbisgion Poal, Mar, 8, 5310, at E1
™ Fo Crosd il Alepoitng Acl, § S0, 15 0.8.0. § 183 cal
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credit raling agencies continue fa indude the NFTL on the repor for even
Horhgpeel — Gfed ORI [0 IR0 O For (AN YRAMS. ofd CoMingsecs (0 ie] i for 15
years, and one continues 1o list it indafinbaly.

The IRS Fas incressed thes number of NFTL filings signiScantly over the past decade
From FY 1558 o FY 2009, the numbser of MFTLS fled sach year jumpsd by 475 parcent
{Trsrm 166, 000 1o resardy 968 0000, 11 i= slsa worlh noling thal 1 IRS has increased (he
nimber of levies it has imposed against taspayers’ income ard assels by about GO0
peeecanl Troen FY 196960 bo FY 2008 (rom 504403 10 34751810 IT e ard evies wons
key drivers of Callection revenue. ona would expect that the amaount of revenue calecied
by [ RS Codlaction laclion ainds FY 10089 would Ranes sosrad. Bl ™l has nol
heppened. Ta the contrarg, Collschion revenue has fSban once FY 19989 onan inflaban-
sl basin by T 4 pancant

Micest imporianily, Sw gosamiment's role &5 & cradiar is diferant fram the rie of & prala
crechior,  Tha govemment mus! locus ol merdy on colecting a pasl e debd Bl on
memimizing lubure ax compliarce. ¥ tha Tiing of an MFTL drives up the lxpayers casts
arvd renders him unemploysd or undensmplped, the laapaysr may be kees abie o poay big
pexst baod debd and may gam kess inooma [and Saefore pay bess b n s fulune.
Meiceacpar, unike g privele crecilor, if IRS colaction praclicses push & LEpayer no
porerty. other parts of the government may be fooed o mase cuSiays o e fom ol
wrsarnployrsent banalile, food slamps, and the like. IRS Collacion prachices. di mod
exiplicithy consider that trade=off, but if the government pushes & apayer into povesty, the
taepayar ik egs rcoms and tha gosannemani ressives Bas revanus — dearly 8 Iosa-losa
propositon Sal we should be sinving hardes (o avoid.

The sharmp ncrassa in METL flings combined with an inflation-adjusied reduchon in
Coolaction neanus promphed us o ask: What is going on heea? Why & the IRS
diesiraying tha oredil of 50 many laxpayers i daing s0 S0 futhenng revenue colleciion™

Iritiaky, | asked the IRE how much revenus s colecled through MFTL fiings. IRS
coliection personmal said they didn’ ke,

I forind this lack of knoaledgn disburbing, becauss | S0 nol sea how the IRS can astablsh
MFTL procedures Thal balance it= collsclion goals against the desiee 1o avoid inficting
unnenessary harm on epayars withoa? knowing how masch revanus NFTL: ame
germaling. For Tl reason, | asked my resegarch #all 1o conduct 8 high-lesal nessanch
project on oollecton activtios that, in pan, alempbed to assess whiothes MFTLS am baing

“Hmﬂnnmmﬂ.lhnmdmmthhﬂmﬂ“m
Trorn FY 2000 1o FY 2007, Sae habonsl Tiopeye: Sdvocals J008 Ansual Ragod 1o Congeess 30,
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filsd effecitvely 8 collect revenue. To make this assessmen!, TAS reveswssd the collectian

Frigiary of Gl taspaysrs whi incumed halanoa-due e liabdiges Tor tha Tiest lima duning bee
wear 2002 - rearty 1.9 mibon Fansactors invalving aboul 270,000 indridual iarpeyers -

A

against wham NETLS wera fked in subsequent years.' Tha results of our msearch

suggesl lhal e IRS's use of NFTLs may nol be lurharing the agency's revenue
coliectian ohjecive and, equaly significant, thal the IRS has shown very |t mbeest in
evalualing the efectiviress of MFTLE o itel. Arsdng aur findinga:

RS proocedures requine smployess: o oode the sourcs of payments recefhsed an
dafinquant sccounts,™ Wihan e IRE ecaived a paymant alter an NFTL was flad
agansl & Enpayer's propedy, he IRS coded She source of payments as
"miscalareous” or did rod cocka T paymant at &l in about BT pseoant of th
casap ' The IRS's felure 10 accuraisly code aed track the saunce of paymients
dednals e purpose of havng & coding Syshem, booauss it predudes the IRS from
deawing usalil condusicns shoul (he alfeciiversss of sy of il Gllaiton selicns,
inchuding MFTL fiings.

Lising saparaia transaction codas, TAR was able o recorsairie the sourca of
peryreErts in approsmaiely 15 perosnl of the urcoded cases, with The resull that
TAS could identily the source of 48 parcant of the payments made wilh respact o
scegunis agained which &0 NFTL had besan Med. o (hees coses, cur analyais
fosund that more than 58 percent of all paymenls and mene than B peroan af all
ravanue calacied did nol reedlt fram the NFTL Tings and wodbd Peie besn
coliected amway.!” The largest source of Collecton resenue and payments on
s Accounts was redund offsals, which oocur mgardkss of tha anstansa of an
MFTL (i, the taxpager Ted & relum im & subspguesnd o year showing 8 refund
duse and thie IRS withhald the redund 1o satisly the past-duae 1y dabl). Taking inia
aceiunt thet ready 52 percent of paymants cannol ba dasslied, only aboul 3162

™ TAS rarsad 2056 303 rarrsactions bom 270, 203 indiidual iepayers. For g mone delmied
dsCisson, sod Haonal Taspayer Adeocans 2003 Anneal Aepo o Congress 17-40 (Mot Serious
Profdee: Ovid-Riaa-Fis-AF Lo Ao Aot Croimrasid 3 Sp of e L, Fd 12 Proomobss Fuleee
T Cormmiasoe, ond Lnososssady Hame Taxpapers) and vol. 2, of & 96 |Reseasch Repot The (RS
L5 off Myehnas o P T L (NFTL|

* S RKE 2 01 (Aug 15, 0] Thess hec-tigi mameic coes am callsd Desigeaied Feymant
Codes (IFTE|. The IRE uses. DFTS o heip idesiily pagments, indicate appicakon of paymesi o a
epeoific bty ond kenty tha aee [han resaled in o payren

* IS, Complance Dt 'Warshouss (E0W). ndhrunl Rasisrils (M) Transactios File Cycie 2005171
CH the 1,806 21T tnial papmend rsnasctiose, cnly 879, 1241 enasctions hoed Bas 0P oode aeignad

1 237 53% hansactinne wees desgnaies] “mecaibirecis” of TIPL indicalor ol pracmi © OF e

1 33T %35 benapcdinne, ] 081 had a relord ohsel nesction code; leoreng 874 A% papmenss jor
518 percent s unacoouniabls. Thus, 817 248 paymeds (or 40 4 pemeni| had meaninglsl DPCs or

caveld B ibervrtied o reland chesis  Ses alsn Malineal Tasparpsr Achaocsle S8 Anrasl Repaoerd in
Congeeas 73 (Charl 132 .3, Dodfers Colsang AVnburmila fo Dens Fuea’ Agmoer TV 2000 nowaghol
Tresmyar Liabiry ang Syhsemisn’ Papmsn's in Gy 7000-0008. The IRG doss nol condied & quslty
revienay ot pargeenk infoemation by DPG. RS response 10 TAS reseanch request (Dol B 2008
nhhmTmemﬁmﬂhﬂlemﬂ T, al 4-18 {Ricsaanch Fipor:
Tha M5 Lk of Moy of Federn? Tas Line (RFTLD
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milien aut of abaut 5305 millon collected was dearly attributabls 1o len fiings with
respect bo 2002 delinguant tax kabiities. ™

Whils (b arrunt al revenug colleciad Frough NFTLs ramaEng unknown, our Study
Eqigecsts That tha tolel B relabvely amal, n FY 20049, tha IRS Collacton Tunciion broughl
in §37 2 bilkon, Tha majoriy of revanua rased by tha Collection funclion comas throwgh
notices in cases whore WFTLS hase not been fied.™ Considerabie revenus also comes
fram refund offssls and from levies, smong othesr sources. far which NFTLs are not
mequired. Thus:, the Brding thal onky Sbowt 3169 milion was chearly attributabie o BFTL
Tings among cases analyzed in tha TAS aludy may ol bsa Tar off the mank

That figune was estmated based on TAS's pwaluation of the #4 parcent of cases arising
in 2002 for which TAS could frack the payment sourcs. If Shat = representative of the ful
poputalian, e olal evenus willh respsc] o ose cases would be closer 1o 5340 milion.
T v chedr, w30 nod Enow The sounta oF amaunt of payrnents @al wena nol coded, @nd
i o redl knces whathar Ben Tlngs ane more or kess productive with respact to tax
labdlitkes incurmd i 1ax years cihar than 20062, Bl based on the dala wis have sean,
there is a strong possibilty that the IRS is harming hurdreds of thausands of taxpayers a
year io collect 51 bilion ar less. What's more, the RS incurs considerable expense fa
work [hess cases, including the sataries of Colleclion personnel and e cosls of NFTL-
fiing teas in hocsl jurisdactions, &0 ned revan e Soliscfon & conaidarably ke,

E. lative Histo [or ] ross Miore Ma rial
Review of Lisn Filings, But the IRS i= Mow Bequiring Less
Mananerial Revies

Whan Cangress passed the IRS Restrucharing and Raform Aot of 1998, £ adoad

IRC § 3821, which dimcted tha Commissianer o develop and implament procedunes
under which amy determimatian by an employes 1o fie an MFTL would, wherne appropriabe,
e reguired 1o be rendieseed by 8 superasor bedare the aclion was &aen,

Tha proviseacn arginated in the Sanste, and tha Senalte Financa Commiltias raport
provickad thi following explanation:

Suparvisary approval of lers. evies or seizures is [curmenty] anly requined
U ey CsflEn reumslances, |

Tha Commias balevas that ihe imgosition of lens, Eies, and seEures may
mpose significan] hardships on laepayers. Accardingly. the Commities

" 15, Gomplacs Dais Viaeshouss (GETW0, MF Transscion File Cycle 200873, Tha 125 coliscied
128 & mibon in payranis oribuisbio oo MFTLS and 57387 millen in paanents mal afiboiabis o
F T o cobaiedind s O a) 2002-30040

"™ bl nocmenied for 55 8 peroent of the jolel coliecinn viskd for FY 2000 RS, Swingons Aoours
Recwvabis Visfd Fisca’ Yiear Comgasenn Cum fn Ssplsmber E Y 2008

" Pub. L Mo, 105208, Tk 0, § M21, 112 S 685, 753 {19833
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bedienyees thea? mxira profedion in the form of an administrative approval
PIOCRES |5 apprpre. . |

The provison requines the IRE o implement an approsal process undar which
arry e, ey or seipure wold B sppiosed By B superdsor, who woukd
review Eha laxpayer's information, very thaf a balsnce is due, and affirm that
& lian, ke or seipung i appropriata undar T droavslances, Circumsiancas
o e corsidened include the amount due and the value of the sssel. Faiure
b fflow such procedures shoaid recult in discipinary aclion against tha
Bupervisar andior revenue officer !

The conference rapen gananaly folloewed the Senals amendireant bul provided the
Commissioner with discretion o determine the cicumstances undar which superdsory
raniaw of Bans o lavies issied by tha aulomalad coliectian sysiam is oF i nol

o By negative implication, the conference report did nof interd =uch
discration 1o apply caiside the context of the aulomated coliscion sysizm

Throwugh its procechres, the |FES has sinoe tumed on its head the congressional directie
thesd managanial approval peredally be obisined bedore an WFTL filing, Tha IRS has
eslablished a set of business rules under which liens are aulomatcally filed and generaly
(ACeER: M0l PRAJLING emiployRas 10 chiain managerial approval inordarn a 108 an NFTL. Ta
the cnnirary, IS procedures require all Autarnaied Ddhﬂﬁmﬂ%uﬂ&mnhmm
chtan managonial approsal # Ty determine nof fa fie an MFTL.™ Any decisian not o file
E'ﬁ'l'll'l'lllﬂ'ltlﬂWmtrﬂm&HMﬁﬁhﬁ'MElﬂﬂﬂﬂlﬂﬂﬁﬁm-ﬂm@ an
MFTL will hamper collecton or is nol proper (2.0, becauss of doubt as 1o |akligy).

Himilarky, the RS mecenily issued nterim guidanos requinng all Revsnue Oficers o abiiain
managanal approsal 1o uﬂhrfl.lng an MFTL for camtain ermgloymant s cases in which the
g Eeslancs s 35 000 ﬂ-I'F'I'ﬁq'l!l. Theuz, thes IRS neguires eenployees |G lake axlm
sieps and offer additional justfication 1o gyoid 8ing an NFTL. What's mon, i doos mot
reduire emplevess 0 deiarmins whaiher e Ning s likely 1o Turther the IRS'S everus
coliection objscive (g verity whather e HFTL would afiach o assets or underake a

"E-\. Ruge. Mo, 1005-174, a1 T2 [ 1958),

THR Rep Ko 105850 s 378 {1 [Cond, Fep ) mnsmm-dnmmm:-;u
hearedies halarce dus asd nonfier comae thal recuis inbephons IR

CUNGEIeT pECn e nintives in ACE review tepaper doin and s nolices, Innul:rlnhn:r
renche drd e sl e cases

T iR S 14 B [Ape 39, 00|
™ IRRA 515 B3R (hpe. 26, BE).

® Smal fusnesee-Emploped Duvison (RIVEEL e Giddasos for dpermval of Lisn
emmmitmians, Conbol Mo SRSE-0S- 10088 [Dec, 37, 300K The RS mausd e geidance n mn
wiempl in implamen 5 Gowwsmeni Accouriabiiby Cifice (5800 recommendaion o imely e WFTLs in
lesderal mrephosareeni G cases based on an assumpion thai fing the KFTL wil inoeass e Kelhood
of rofinciion  Gew GAD-IET, Tar Complascs, Busoasses Cwe Bions i Fagessl Papesd’ Tases 31
[y FTHIH)
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reviesy of the lnxpayer's financial or personal position jo delermine whether the RETL
filing wall b procuctival. Inaesanca, RS prosedunes have Nipped Congrass's eaplici
prasumplions. In signilicant calegories of cases, the IRS now mposss. more ngorous
managarial approsal regurements when an amployes delemmings nol o fke an KETL than
wisan an emplopss paaks 16 fils one,

Today, the IRS gerarales B majorily af its NFTLs thiciagh tha Aulomaled Collaclion
Eyshnlht:si. Just under bvo-thinds of MFTLs requesied by ACS were mads
systemicaly,™ which mears that e IRS gererales thasa NFTLs without detarmining
whwalher B laapayers have Sy stsals or are Bkely o acquirs any ssals o which he
MFTL would attach. &s an exampla, the IRE atomatically requesis NFTLs for every

e payar whoss debnguency axdssds 525 000 when e IRS dalermirsss: theal o Eabilly &
% not collectible” (CHEL® The CRC designation includes situatians in which the
IRE hias chedanrdned thal colkection of the Rabilily would reabe & haedshin on texpayars by
Imaving Tham unable mn'lerrh:i'uummm"

Thiz autormated approsdch o Ben fing rakes lime senss nol only from a comeman senss

porspecive bul also from a business perspecise. For example, Tor payers with
acodunls i CHChmmormas hardeahp alalus, TAS Resesech Bund thal

& [R5 refund offssis were resporsible for rearty 35 oul of every $1000n lax paymenis
colieciad from these axpayars; and

# Pﬂlammm%mﬁﬁu Tor anky §2 cufl of avesy 310 in paymenis collscted from
thesse: Eaparyers.

One recend anecdale deeply concems me: |n a cass handisd by TAS, a Local Taxpaysr
Agvnealn asked & revanue oficar o mirain feom Ning an MFTL in 8 sympathetic case. In
respon s Fe reeenos oficer said his group menager Fed 1ol b work group el she
wioaild miol ApproWE ary requasts o daler i fling of an MFTL. The Local T

Aufupcate was 1ok he wold Fes 00 iasges a Taxpayar SapElancs CH'IH"JMMU'E
IR %0 refrain from imposing an FETL becase of e group manager's imstrucon

’mswwautwmm."mmm
T\ ST 10 0L 30, SN

T CHC slndie ey SLEDEES SO0l Soiking bl U Bandiy i o den ond cwing; s,
A VRO CORSLRE 0 SLOTLAE Wnil D SRRy Doriod O GORRCEON Sxpises. IR 516128110
Wy 15, D00 s w50 AE Poboy Blalemis P-5-T8 al IRM 1.2 %4114 (Hoee. 19, 1980

= Maptipnpl Tacpeyar Sovocale 7158 Arnual Rapor 1o Gosgress, wil 2, 0 5 (Ressach Report: Tha
R5s Uee of Makces of Fadacsd Tar Lien (WFTL

’lru:grunmn-- T o maum A Tagpapsr Asaminnces Crdar (TALH
F m lazpayer m sfaeng o ik shoul e scter s agniican hamdshs e s el ol the memaer nestich e
nisnal i e am heng sim e lemsd A, TG o dirmcd tha 125 0 Inkos @ pecbc actine, camen
A EpEGTiG ackon, or rafrain from inking A epeciic acion, A TAL ran sl direc e 19S5 In nrsew al a
higher lmesl, sapeciia ol or a tanpapers e, Lipon recaipt of 3 TAG, the
mzmnshie ptesl it e MY oparsing dreeienfuncscn moay aithae ks e requariad sction or sppaael
Ha oecdier ko @ hagher lreel  The sppeal procees moy caues an ks ic oes o s sl ol Hhe
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A5 dasonbed abawe, @ lken Thal is roloased” conlinues 0 e reflecked on the @xpayers
crecil recond Tor Savan years o ha date of the relesse. Howsaver, an NFTL hal @
“withdrawn” is realed as it had not bean fied and is removed from e tmpeyer's oredil
s,

Im 15635, Congress authenzed the IRS fo withdraw an MFTL F e Secrodary makes oy
Gl o Bonar dalarminadons;

[EN] Thas filing of e nolice was premaling of otharsse not in accordancs
with IRS adminsiratee prcadures.

[151] Thee bapatsar baas anierad o an rolalimen sgreemen o sadisly e
tax liabiity for which the §en wars imposed [uniess the agreement
[nceices o]

(14 Thiz wathcrawal af the nobics will facltae e oollection of e b
Bakihy o

(o} Wih tha consant of the kepayar or Ihe Kaional Taxpayar Aduocata, the
witcirawal of thee molce wiuld Be in ihe beal mereais of e iaxpayer
1nﬂ-u-u-lg-1m'ndtrrﬂ'|em Tanpayer Advwocale) and the Uniled
Statas

Congress claarly prosiced Tese four bases Sor withdrarsal for a reason. Inone TAS casa,
& Lae papa i wodkang in Uhe Bnancial sariced induslfy IGal his job Becaiss of the Tng of an
MFTL. in thal case, the taxpayer's amployer had a policy %o nol emplay indivduals wha
s MFTLS Migd Ggaingl thame Thie laspaysr had paid the 82 abiity and owed only A
small amoun] ol Fisres and penalliss. | persorlly Becars myabeed in The cass and
Issuad seweml TI:lpl:.lir Assisianoe Ordoers dimcling e IRS 10 H‘I.hﬂﬂ'.l‘thi MIFTL, i
Hhe Colaction fanction decined b do g0 undl afler e tarpayar was Sred = Ina case Bk
that. the withdrawal of the NFTL would serve the best inberests of both the tagaryer and
the Liniad States becausa an ampkyed tarpayar is aaming incoma and can pay s
whila [he RS is muodh less likely o collact fom an ursmploped epa s,

s it Crman. Tra GO itk orrar < Tri Dinguly Corn Gaorsnd u Levsrkesy & iy itk f ey o
Tirbored U igie. Soa [FD § 7B 11C1 ]
"R § AIZICE

=Hﬂ.’l’|h.:§ﬂ1m hlﬂpml,nmhh-plmr.-'rrhrr--wlriun
L In thes aas, h ha bazpmper proeded S sriien cormsnl o e
Habonsl Tecpayer Advoosis lo decime the ot of hin cies in congressicnl e be oy




22

- i

Becommandaticns

@ January 20, 2011, sharly afler publcation of the Matonal Taxpayer Advocate's 2005
Annual Rapar o Congrésia gulliving my concama aboud RS ken-Ming and olher
collection practices. [ issued ten Taxpayer Advocate Directves [TAD=} 40 the
Caommisainar of the Wage and Invasimant and Small Businass! Seil-Emploryad
Operatirg Divizions, ordering them, amang other things., ta:

= Immediataly rescind tha policy of autcmatic NFTL fling on curmen®y not coliaciibbs
Feardship accounis;™

& Immnedistely reguire managerial appeoval far NFTL Slings in all cases wherns the
tapayar has na assets; ™

+  Within 30 days of the Esvance of the TAD, in cansulation with the Malional
Taspayer Adwooate, Ssue indenm guidance requnng RS conmact employees o
s & chlanminalion L ks an NFTL & & Waitugh revess ol inloimsiicn
conceming the taxpayer's assets, tha taxpayer's income, and the walue of the
tapayal s aquily in the assals and, aer weighing all i tacts and circumslancas,
defarmine whasther (1] the NMETL will atlach fo propesrty, (i) the: benafi o the
gerrnmant of B NFTL Ting cobwaighs the R bo B tapayer, and (i) tha
HFFl.ghu'n'ilhunar:h:a Ihe tEmpayer's abiily ¥ comply wilh thes e laws in the
fusure:™ and

+  Imwnedisnedy dovelop and e gadance allowirsg, upen ihe request of the
e payer, The withdrawal of an H—'Ilﬂruruhm%ﬁmdmlaw'Ham
aaliefian evan i thie lndkerlying len has Dean rdaaseil

Ir respansa, The |IKS has esinblishod a task fonoe (o undafaie @ compemhons ive review of
IRS collection pracices. | applaud this el in which the Taipeyer Advocals Servce wil
participale. Howewer, the IRS is not immediabely changing any of ks oumen guidanos ia
ciliection amplovean Thanedona, o iy opinkan, IRXpayann oontieue 10 b needaasly

- Crchas Mo 13- grasts th Hasenal Taspayor Adwsoahs e authoaeily 10 mee a Taegaped

Adeocing Dot [TAD) o Mndole e bt o proseduiil ohisgic [ g Te opeiaten of
it Tunebonal procind of W0 gl e K5 groups of sy (oF ol Eepdyirs | whiss onphmeniaton wil
prsbacd W ik ol lepasa | v undhon Duises, i ol Tadimerl & piosad an
el Birati 10 Mapdyire IR 73 50 & Dokejatisn Oeter 13-3 (formery DO-250, Fas. 1] (dan 1T
200, sap pdn Rl 152 18 Chaly 15, 20068 Uipon recodpd ol a TAD, P oaly iresrass of Sppasl b e
IR b 1o P Daapuity Corrarasioner for Barscis wnd Enfoscirmasl. T Daputy Commirsoner nd ha
Coortiftinaniar el P ity b oy o nidesnd a TAD.

® T g Adwocake Dvecive 204 (Jan. 30, 20000
bt}
=
* T aparast Aadwooaie Dieckve 2002 (fan. 20, 20000
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hawmned, and fulure tax complianca and colection  continue 1o be undermined, wisle the
tassk forcs undantiahas ©5 paar-long neviey

#= I recommand thal the IRS insliuka 8 qualiy review of paymant coding ussed 10
frach B soumes of axpayen’ payments for o labelies, An acourabs msthod
of tracking paymaents is an essenial frst siep in delermining the impact of
wanous cobection loels on laxpevers amd whelhar Ry ana baing used

= | recommend i Congress amend the Intermal Revenue Code 1o

» Roqguire thert grior to fling an NFTL. B IRS resiew all the laxpaysr's
circumalancas {incuding the eeissents and vakss of assets, e Lepaynrs
aweral inancial gitualion, the laxpaysr's compliancs history and resscns foe
mancomplanca, and ha axstiencs and amount ol non-tax debl) and maka a
datenmination, wesghing all facts ard circurmalances, thal (1) the RFTL wil
attach o propesty, (i) the benel® fo the govemment of the MFTL fiing
enitwaighs the harn 19 (he Eepayer. and (il the RFTL Wing wil net
jeopardine tha faxpayer's ability Io comply with the o laes inthe fulure;

+ Allow a laxpayer bo appeal any HFTL filing delemminations 1o the RS Office
of Annfals bsfong thes MFTL & filked;

» Frovide undar IRC § T432 far chdl damages Tor impeopar NETL fling or
fadura ta make the requived MFTL delemination deacribed aboe; and

= Cladity el under IRC § T433, 8 [axpayver ey Brirg an aclon &r impropar
limn fiing or faiure io make the required MFTL determination desoribesd

e

+ | mcammend tal Congrass amand sachion BO5{a)) of the Far Cradl
Raporing Act™ o address the length of Sme Bl ndamation aboul an (RS
MFTL fiing remairs on & taspayer's credt repor afier e reinass, withdrasal,
o expiEation of e BMFTL of B undedyirg tax dabl

Im prior Mational Taspayes: Sdwocsts eports o Congress and in my fsstimony beloes this
Subcomimittes last yaar, | hove confinually cipressed concem thal th IRS has mada
oifamn in compeomiss ks and lees acoesaibls 1o laxpayanm, cealing & cabegory of
permanent tax defriars and undemmining IRE coliection effors as wal. The IRS has made

HAEELC. § 16 aap)
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repeated commitments [ improse e accessbilly af the program, bul I date. tangible
rRELUE Ara nal avdent

Cangress has authorized the IRS o seiffe a tax labily for kess than tha full amount
o] iR APDIOpFiale Cased, Auch A& whene & laapener has sl & jol of alharssEs
suffered a finanocal hardship and cannot ationd bo pay his or bar fll ta desl.™ in
568, Congrass dischad the IRS fo maka olfars marg sccessinks i appropeiaia

L paypers:

The conferss beliass Fal the IRS should be Nexble in ndirg ways 1o wark
with baipayers. whia ane sinoerely rying to meel their cbligalions and emain in
thed tan gyl Accordingly, the confanesss Badieve hal the IRS sheild maka i
earsier for lnxpayers fo enlter into ofier-in-compromse agresments, and should
mmma&mnwmmm pubdic aboul tha auaiability of sudh
screaments,

Cilfers can ke & goad deal Tor Hepaan and B govammesnd. Cfam chn be gocd fod
tpayers because, whike they requine taspeyers bo pay ter fax oolgations ta the exienl
theery' aré Abla, thay Qive eepayars the opporunity 0 maka a Trésh siam, removing the
threal of enforoed |RS colection actons. that othensise hang cver fher heads for the nexd
e Oifers can alsn ba A good deal for the gosamimant bacauss they anabia the
ppoerremenl b colect as much revenus 52 5 leasble and, very importantly, they canlain a
coniracius berm that requires the axpaysr o remain il complanoe with e ax ass
fioe (e Tislkraieeg Troa-yese parica " 1T the Gapayer does rol comgly wilh the contrad)
terms, the RS may placs the offer mto defaull, whichi will cause the orignall s labilty
(MiFRIE Gy paryments macs) luhmrm-umm“marmmmmw
peroanl aof ndiidual taxperyers with accepled offers remered substantialy complant for
thas Svm-ynar panod. '

S \RC § 7122 The IRE acoepis ofers bassd on [hrse grounds - doubt 22 to cobectbdty. doube o io
Epbelty. pnd efleciive [p admingbmiion |inciuding equity, pubiio polcy, and sognom i hardehip
OO )

“HR Mep Ko 105500 s 763 TEM [Cond, Rep
T B IAE Foim £58, Ofer i Codpvootiss, § Wod) Sdar. 2008
IR R dlan 16, 200EL IRM BLEAZ 143 Gheg. 29, 2009

nIrl'u'rl.i- s, L T of fha DG Program (Sapk. 300 Ax noied,
refers ran absc ba barsical from s oosmnus sandpoinl. n FY ST, sccepied cHere genecaled 17
s for meery dolar cemd  Intemal Revanos Gervics, Difer n Compemus Progesm, Fesncves:
Sommery |[Aug, 13, 2007 By conbasl, IRS mssarch sdicates the RS b hislcrically collaciad only 13
coein for meery 51U owes on debin =at s hec pears ol aed visualy nothing on deists thal e besn
mslwtanding for thres years or mom. inlsmal Beeencs Seracs. AdomnesT Colecion SPrsm Cosaiing
Mace! Tamm, Cndwzibany Dusss (hug B F007) An RS maery of sejacied offem o pubessomniy s
deapmead “cumently nol collaciible” [CNC) lound Bat 2T pemani of Hhe cases inephang i ndividuais pnd 45
mmuhmmhmrqm“vummm staiue i the ime e oo s
Fanerm, Anpiny of Vanous Arpacts of fha O Progrem [Sapl, 2004), I
mmmHEwMWWHWMNWMw-me
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‘e B IFS has eveded so many obslades io the offer in compromize thal fewesr and
mrmnmummmmhﬂm“wm For
pramphe, T application fomm and insinaclions now un 50 pages, and & corsukank
anakaing the ofler prooess conoluded That & Exnayer must ke ower 100 sleps o
poemplia an offer applicaticn * Tha Taloeing chart shows tha trand in offars snce

FY 20011:

IRS OFFER-IN-COMPROMISE PROGRAR, FY 2001 - FY 205"

Otfer Receipis Disposfions, and Acceptances FY01 - FY0S

= Compoeiorn | 11038 | 143003 | TG | TR | W3 | e | arhe | e | oo
L ] oo wun LI T ] i T e e s
| wohocmpa| % ) o e % FE) 2 % =%
Tha numbar of offers 1 IRS recahes has dedingd sharply - Trom 125,390 in FY
2001 %2 52902 in FY 3008, a drop of 58 parcant. Tha numiss of cffars has

declired By envan maor — nom 38,643 in Py 2007 i 10885 in Y 2000, & deop of T3
parent. in FY 2004, the IRS scoepbed 34 porcerd of offers, whils in FY 2009, it

pocepled aniy 25 percant of offens.

A e beginning of FY 2008, Swere were 4,001 260 taxpayers with delinguent acoounts
During FY¥ 2009, the IFS accepled anly 1005528 offers. Thal means, roughly speaking,

* See RS Fomm B5G. Oer i Compenore, and sooomparying ireirecions

** Baipal & Caha, Offer i Comaeonrin, St Mommssssinogs 9013 (July 37, 20000

= RS Sl 1 Selt-Ermpicysd Drenion, C
Py S

ity Rimpor] NO-A000- P08 §F°F 2001

"r'l'hl-m# mcrazied ofees in rompesied By dwideg P rambsr ol oftsm acoapled by 10
CETE

rasnbar al ofler

** 5 Sreall BusresSst-Empicyed Drasin, Calscion Acvly Repor NO-3000-2
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that e IRS acoepisd ane offer for svery 375 taspeyers with a delngquent account. 1t s
alzn worth nating thal the EEEﬂdﬂnmnh al 2,108 2 laspayers inbo cunranty
o colbesctibbe status lagl wear ™ Thass, Lhes result of B IRS'S restricive olfer policy is hal
the IR5 did nal collect any tax on many accounts, which undermines its evenue coliection
poesda, and il & fing MFTLE agaral many of heas xpayan, wiich wil underming hai
long=termi financial viabiity and abiity to pay b | noe thal, remarkably. $e IRS often
files MFTLE agains! epayans whiks thair olfers afa baing restawad By the IRE, which
dhoes: o emacily provide &0 moentive for Eepayers 1o iry bo setie their b debés and is
o @n appropriaie way 1o work with arparyers who ana ndng o work with us.

iWihile some taxpayers are unrespansive 1o the IRE ot of fear, preccoupation with other
prablame, of in Bome drcirratancas 8 willul dasics 1o ol the law, most delinguant

= papers are debnouent becauss ey are stnuggling inancally. If the IRS i collecting
nahing from many of tese taepagers, surely € would ba batter 0 bring moes of them
beack o cormpiiance by Sccapling whast Fey can afond and abilairing e pladge 1o
remain in complianos im e fulure. B s a major falure of IRS collection policy that its
Cfficr =i N-COMmEeomiss DICGram wirks wilh Eepapers in such & srall parcaniages of (ases,
The IRE should do Tar mone to ensore that its offer-in-compromse program is open for
biszinass bo hess Bxpayan.

In January 2004, the IR announced several steps. o assst inanoially sinuggling
taepapars. ™ In conneciion with ol i noled that “ihe equily tEepayers Fees in el
property can be a barner %o an OIS being accopied,” bocause with the sharp drop n
hoasing prices, “the realestals valeatons ised 0 aasees abilly 10 pay may nol ba
accurate " To address thess cases, the IRS announced # was “creating a nesw second
raviaw of tha indamration.” To data, This "second review” has nol resuliad in Acoepiance of
& gingla affer in which propey saluations swre sdjusted. Ths unil sasgred b padam
thesse “second reviesws” has meviewsed 11 offers and accepied three = and | did rat adjust
mlmaﬂlualmhwﬂhmmma"

In Fabnany 2009, tha Dapuly Commissionar lesifiad bafora this Subcomimilias that e
IS weould retsin a consuBan fo reviee he oflsr progrsm overall ard azsess whal can be
diore ¥ maka thi progrm Mo acoess bis o tapayers. ™ Sinoe fhat tima, the IRS has,
in Tacl, negarmsd b CONBilants I saeats (s ofar pragram aed adendily opporiunites b
attrao! mone appropriate offers. Howewer, those commitments and the wark af the
canguiants hevs mod yal produced reaulls, AR nodsd abova, the IRS schislly acoaplad
frewpsnr offers m FY 2008 than it had sccepled in FY 2008,

| RS Sarml Burersna/Saf-Ermplopnent Dremien, iscep of Cammty Sor Codectibie Repod, WO- 5000
0 (Ot 1, J000) [corsaning P panod 10-071-2008 e 00-30- 2008,
™ RS Mews Flnasa. 19-2006-2, A5 Sepins Tar Season 2005 wilh Sfeps i Hely Sirancily
Chsimpaca Taipa pevs, Frommofes Craais. o-Fla Covsond (Aas |, 2009).
5'5&5Emufﬂrﬁhmruquﬂ1[mmnh 2nj
"MA_hr:-hfq:q‘ulmfm:DM-r Makerw e Siboomn o

of e H Comm. On Wiys asd Uaans, 1|1"Ean.ng [Fab. 29, 2006 | (rmbsmony ol Lieis B,
S, Dy Commizsansn kor Seraces snd Erlormass Inbsrmal Mrssnus Sarera|
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Liasl wesaik, e IRE announcad & rew serkes of shaps bo assist inancially strugging
Expayers. Actording lo the IRS announcamanl:

RS amployees will be parmitied b conaider 8 Bxpayers crmnl incoma and
poferriial for fulure income when negaoliating an offer in compromise.  Romaily,
thea standarnd pracion B Do judge sn ofler Enount On A [BEpAYars aamings in
price yaars, THes new slep peowdes. gragier Begbilty when considenng offers s
compramisa from the unemployed.

Thess rrrmadabs sheges ara par of an an-gomg sMan by he IRS 1 ansuns e
avnilabiliy of the Offer in Sompramise program for epayers.®?

It is nol clear what impact this announcement will have, because |RS employees akeady
havaw thie Apeibily 1o considar A epayars Cument mooma and potantial for Tulling noome
whean negolaling an ofer i compromiss, inchachng wihens e larpeyer B unempioped.
Iréesnal Resanue Marual guidance in efecl al kast sinoe 2005 slaies:

Some situations may waman pladng o different vaiue on fulure income than
currant of past income indicaes:

IF |a] mxpayar is imporarly unamployed or undemmployed

THEHN [u}se the level of noome cxpected if the apaper ware fully

ared if thea pcdantiad for amploymant i apparant. Each case shoudd b judged
on its own met, ncluding corsideration of special cicumsiances or [Effectre
Tax Administration] ssues, ™

An intenm guidance memamncum ssued an March 10, 2010, gencraly retains the above
languags 11 dilfars ram axisling guidands o el i sxplcity siales & lagpayer's curani
incame will be used in analyzing his or her fulure abilfty o pay and provicss several new

sxamplas 10 Husimls the princpla

Witika | am plaased the IRS has issund this ingenim guikdanos and has efermd in s
arrounenanl 1o “an an-going ol by the IRS 0 ensure (e svaikabelig of the Ofer in
Compromise program for laxpayers,” | nemain concerned that the IRS has been unsiling
i Cherwal o & Pedde rolniel oM pRogram . A | dakl when | eeliled baloie his
Subcommities lost year, | have come to beliave over years ol seeing the IRS tuncate this
program thal the CollecSion unclion possasses an insiitional aversion i collection of
lass than 100 parcent of Tha Lax The IRS bellees = ovesd egandless of e oroammslances,

** |Fo W Fhirhsasian. 19 2010-008, A8 Cuiinas Soflibondl SHns fo A Dol Tiepapas aod
Ot (M. 0 3010

= |FM GLA.5.5|5) [Sopl. 2006

| ntnm Saurtancs Marorandum bom Dredon, Coliecen Poiey L [ o
Fuum Snoorme or [V i Compromos Casss, Tondnd Mo, 5SS GS-0THEDF (R, 13 20005
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Recommendations

F | recommend thal the IRS adopt seven adrminkiralive recommandations thal |
Inoiucked in iy 2009 Annual Report. These indudie reducing e enomous
aubalanlialion and documantalion reguiremants cumantly regquined wilh ihe
initaal submission ol an offer, reducing the number of steps a Rxpaysr must
tadid bo complata an offer Application, and mvising indamal guidanca o bing
abao] the accepiancs of 8 moch greater number al appraphale offers

= | ppgemmand hal Congress repsal e 20 pament down payrman| reguisenanl
upon fhe submission of an offer n compromize. MR 2343 fhe Tax
Caompromiss Improveman At of 2008, intmdycad by Chedrman Lasis and
Reanking Member Boustany, woukd acoomplish thal.

It is unarsally acknowledged thal e imMamal revanus laws A compikes, and &S & resul
abe 8] percent of individual laxpayan and B0 prcan] ol small business Bepapan hine
prepanes fo help them prepane ther tax relurms. Some preparens ane atiomaeys, CPAs, or
Enrglad Agents, bl mary — probably moel - rcvickial reluree are prepansd by sa-calkd
“unenralled prepaners’ - people wia dan 't nesd 1o have any training at all and ans
gersrally not subjact 10 oversight

Wihila laspayers pary pood money 10 prepamrs with the aipaechation that e preparoens will
camplate their relurs corecly, the reality can Da veey diflarent Within ihe lael fes
years, the Govemment focountatelity Cffice (G030 and the Treasury Inspecior General
P Toao Acdman EIvaticen {THETA ) Nt aach pariamred undarcivar visils, posng &3

L paypars, b bevee retumes prapared by ursnolisd preparation busnesses and the results
haarew: boer clis hu riing ™

= A el T TRl Eepaned. Al 18 conlaned asers, @i T ke by wis wreng on 17 of e 18
TR 17 i Corieis, T el woubd e conrsind e Sn s per b5 ovirpdny (08 Bin By mon fan
87,5000, i o S, 1T @RS wesuld) Faired Sorie [ LEosasad 0 fsamt wp 15 nadrty 3000 in
Cncia g FOfurhe 15 A TRen Ted i el @allid. WTsE B i ivaed inosia Lo, Crindd AEITC | wis ke,
[ kel 10 ik, s o Qbsren® quislintg. el P s, and whord @ s g
1ok Wl P B adireed ale recoita mora Tuen ha 1T presanas el rol e ude Tl eeia on
Ima rrturre i sl oy 510 percand ol e casics P prapssen el o ot sign B s o laled 1o
prewie  pEabpng At Seo Oovesiredl Socoulabiily O, GAD-08-S63T, Pad Tie Ratos
Pragavans: i a Cioved Sody, Cnamn Praoasrs oy Sevous Ermas I A 4, J008) |slalemas] of
Wil Brotes, Disecior - Slrategis b, Bafoss The Comreiles on Firasce, U8, Sera]. TIGTA
hadl 358 raboiro prajiad, and i resuits wire nol moch batber. Sbdy-or pari] conlisesl @
Mern il Ui csrwin prepanes werking el EITC e i ashisd seguoinsd S S s quc bon
O thea anews obsarsad, TIG TS ek fud sbeeul 25 parcn] ssos nstealen?, bl d kil el 25
prrcin| man sl or neckliss. Molebsy, crm el e Bt pafems TG TS used issolved @ smsl
boanss, ared none ol S s s el wes prapassd coreectly, S Tosneoy inspscks Sareeal o
T Adrereaiabon, Rl ke, 350340171, Mg Tax Satums Praoasd oy a v Soroghs ol

L Prapisirs Coofnmad’ St Sror | Sept 5, 2008,
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Thagn siudees canfimm wiad | parsonally wilnessad throughout iy osn Caeear a& & mium
prapasr, s allorney, bow ncome Enpayer direc direclor, and Hational Tazpapar
Aguncain, Becausa of he avalabiity of [@x retum proparation softwans packages and the
probferalion al ancllany prschicts and serdces dipch aa edund anligipalion kans, thal can
bz wrsed b0 finanoe purchases of non-ta-relaled products, o restum prepanation s vewed
&3 @ weary lor cantain buairesses 1 indraass Their proll manging rather Then aa A sanous
prafession thad is key bo facitating xpayers’ complance with the tx laws. To
chamnansrala just ho Tar tha 3% redum prapanstion indusiry has degensralad, | dingct you
o & slideskow my office preparsd thiz pear of various relum prepaeation stes throughout
Hraas ruardican arl WHpciwewns, advocarieioolidt oomy s s e T e FeSumP nena e s W2 Wiy .
Pally praracral Faarls — o “favarnile” is the comed nm - g the dog grosming paor thal
alsa affers ko retum preparation serioes. | also direct you Io whal | consider bwo
particidany offana i acharaaments by one b rmlum praparation chain ™

&5 notad sk, In Garky January this year, the IRE publishad & raport of B hatl-year
sludy ol ederal relurn preparers and reloled Esues. In most impoian] respects, the IRS
plan refiects the proposals | have mads sinca 2002:

= Irganard, all relum preparers will Bs roguingd 1o egisler with T IRS by (e end
of T pear.

»  Fagistation wil ba vald for thies-yaar pariods and mist ba reneend.
& Tha IRS will corcucd 3 Sadaral lax campbance chach on ol egialensd pregaram.

« During an infal thres.year phase.in process, al unerrolied prEpansrs - mearing
ehmTyore encapl altcemays. CPRAs, and Enmlied Aganis — will be requined o pees.
an s desgned o demonsiraste Ser inowlsdge of basic relum preparation
concapls.

& Afer pagsing ths inilisl exam, @l unenrdlled praganses will be resgquired o messt
periadic nuntl'run;prnhu&uﬂnd.ﬂﬂm requrements.

= After iha thiea-yaar phase-in for lasing. tha namas of All ragstenaed prenarars will
ke made avaiable on & pubdic dalabass, so all laxpayens can veridy whather Ser
prRpanar is properly regsinned,

The Haticnal Taxpayer Advocale's 2008 Annual Report to Congress identfied one
aignificant point on wiich il appesrsd the IRS ard ™ National Teaxpayar Aduocale
disagreed - namely, whether tax preparers who meel with and intersdew clierts and
prapang mbums, bul do net sign thosa ehums, would b subject © IRS neagsiraton,
testing, and conlinuing educalion requirements. In our view, faihire o incheds Thess

* Boe hig:Newe yonipbe o io Ty= Dws SoRE-oF ard
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“mangsgning” prepansts m e cegulalony regemes would cragte 8 leaphals thal could b
widely explofed. Such a loophole would have paricular negafive impact on low iIncome
taxpaars, whi ofen do nel keow miech abeul the tae lees and may nol be able o debec
when they are being ghven inacourate and even ilegal advioe. As a mesull af ongoing
digcussons with tha IRE. | & confident that Thes Donhaks will b dosed when final
Guidance i igsed

Bitaiti il atioi

Tha IRS plan, of course, is not salldmplemanting. The BRS will ssue a senes of
regulaticns this yoar — Teed i propossd Fanm o dedicil pubke cofnmainta anl than i Tl
form = 1o flesh out the details and sel oul the requirements.  Morsover, the regisiration
and competency eouinemants are just one part of what must ba 8 compehersive
glralesgy o FrgrGeri B ralum praparabon ad Paneby Rcraasang volrany Smplance,
Such a sirategy should inchude preparer education contacts, “shopping” vists, due
dilganca recuramants, and anhancad panalise

Ini this and presdaus years’ Annual Repons i Cangress, we have recommanded that the
RS aRs & “reapenaim eguialion” approsch UG ralum peapanss III'I'IDIEI'HH.“ That is, Tha
|RE could start with "scft” complance louches, such as nobices and educalion visds, and
FrOgIEssvaty ramp up enfcreemsn Iaalments wiki & PrRpan's Actians Bcome manm
BB

= | rpgaveniand thal the IRS implamant 8 lange-ssala program of undarnover
preparer vists, usng scanancs carefully desigresd fo mcomonate fact patterns
addrassing aness of substantial norcomplianoe, ard folow up with Tha
apprapriale comphancs Toudh "

F | recomenand thal Congrass and T IRS mpase dua digents requiments. o
praparers reladesd fo denified arsas of signiScanl noncomplance, smilar 1o the
Eamed Inoome Tas Credit dus diigenoa: provision under IRC § GES5p) and
Trgag, Reg & 16505-200) Such redpiramants should require preparans bo gign
due dilgence stalements and attach the sialements 1o the Bapapss’ relurs,
indluding p-Sled retums, Raquinng prepaners b skgn and fike s slalaments
will rresko e praguanses wing Folcey the “TRS will rerer lrce &0 yow don
need o repor this inoome” approach have second thoughts. To be efieciue,
Comgrass will Ras b0 aithanize panalias for falung bo el thass nee dug
difgence mogurements

= | regerwnend Thal Comprass enbarcs he monalary eandicns in eeieling
preparer penattes under IRC &5 6534(a) and (b] and IRC 44 G655 (a} through
(3} with respect o requiramants 1or praparason of e reiums Tor OFar persons

¥ s Notioral Taspaper Acvncale 708 Arniat Aepor 10 Gongress &1-63 (Mosl Sarious Problemr The
R Lacky ¥ Senccamcie Reem Pregemr el Mational Tasparssr Sivoczries 7003 Arneal Repori
Iz Cosgrass 370-201 {Legelybve Pacommendabon: Fedem! Tar Sefum Papase Doamipht asd
Crmmdance)
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and extiand the peralty under [RC § GESE for faikee 1o sign ar include oertain
infermnalion on e requma o daims W irddude Sothar documants” such af offam
in compromise, fnarcial informabion stalements, and collsction dus process
Faaring requasts

Irsdvichuaks with incomes bekrne the poeely Bval make up 12 5 pancant of I8 Uniled
Shates populsbion, or 37 millon people. In 2007, about 118 milkan imdesiduals in e
Winibesd Saaies had indornas Ealow 250 perdae O The ledsral povaty ved, winich qualites
mtrmmwrugumTMMmmmahnTummw
Cangress through tha IRE™ Mo 1o e paint fof B administration, 44 peecant B2
milion] of the approcrretsly 140 milbon individuat returres flsd Tor e year (T 2006
raponad Adjusied groas Incomes & ar below 250 parcent of the Tadenal powverty kel *

Mcrtwithsaanding thair incama kveds, kow Incoma taspayers frequantly hass e probiems
thead irvairhoe B in profeacied dispunies with the RS, Specilically:

* Taxpayers who claim the EITS are mane [kely fo be audied than ather taxpayers;

+  Cancalalion of debd incoms (COD) Baves, sech &8 gulormabile rapossecsiong and
credit card colecton, are morne lkely %o anss, and Expayers cannod rece e
cafBlarc with Bk igsuas & Voluniear Incoms Tax Asgistans (WITA) ar Tax
Caunsaing for the Eldedy [TCE) siles;

» Indopondent coniracion versus ompioyes chssfication ssues frequaonly anse, with
a dimlingg lack af bargairing power o the parl ol the low income warker, and

& Liens attaching Io Rapayer accounts in cumanlly not colisctibie hardship stabs deo
il SEcara ANy govammrsn] rareal and signiicantly impair low ncome tapayars’
financial wiabilty.

Lo irecmes topayers, despis fhai diversity, share certain commaon charsclersbics.
Thay ane maong ey 10 be sldary, dissbied. Nalve Arsricans, and have imited English
proficiency than the gereal population of Expayen hardied by the IRS' Wags and
Irveestmant Okvision. Thay iend ko ba mane Fanskany than the general popuation.® They

= Gaw INC § T

" RS, Cosplarion Dula Wanahoies [COW), I ol Retuss Teameicton Fie, TY 2008 For e
detitind discui i of e reed of kw noorme Bosinman, s Malomel Taspersir Savocaie 000
Ansual Rapod 1o Congrass 180-133 (Mol Banoss Problm: Sapond EITC: Tha Seck of Low lncooms
Facgimna Aw Mol Bang Acequakaly b

T OPLE pastil of Dhices Bulten L g ¥ Hirysad i 2007 coing CRET" al e vl

populinen. U8, Cardus Bunaau, Amaooas FaciRinger, JF Amavoat Commanly Sunvey T- Year
Exwmites, Tabs, 807012
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face ranspartation and chikd cane chalkenges thal not enly §mil their ability 1o eam income
it alban impair theer abiity to Comiply with documanialion egussts in 1ax dieaputes. Thay
Irve in neighborhoods with lmited sooess B banks and thus tum o expersive ohasck-
cashing senicas, kan sharks, of subprims endam, And they may nol havs Rcoaks to
ramedias thal rsquire money,

The IRS R done 8 commendable job on the tarpeyer sanice gide 1o ry o undensband
th srvion needs. of low income payers, incuding conducting rescarch undor fhe
Taxpayes Apsialancs Busspnin intialive, The EITS Progeam OfMce, and ihe Siakeholdar
Parinerships, Education, and Communication funchion. In e complance and
erfarcamant araas, howewar, the IRS takes g ons-gize-1ta-al approsch, For axampla, in
EITC examinations, the comaspondence examination procedurss ane the sams for low
incama taxpayars as thay ana tor higher rcome aepayers, natsithstanding the
dernanstrable diferences betvesen these laxpayer populsions. with regand o funchional
ared English iteracy. Tha impact af these undarantiaied procedums & demanstmied by
@ recanl TAS resaarch sludy Tindirg S8l whers EITC laxpayes ams reprassried in audils,
they arm nearky byice as ikaly o recak the EITC and neceive aimost bvics the amount of
EITC a8 unnaprssanied aapeyers

The gocd reras i@ hal in reeponss o conasens missd in my 2000 Annual Repod e
Caongress, the IRS s parinering with TAS 1o study whether EITS examirations that ane
s 1o one complianca ampliyes and conducled by LOMespondanca oF in perscn &l
IRE offices have an impact on the response e, the agreed cass rate, and the amoun of
EITC aliownd. | Eafiava this sludy will idantily praclices thal ancoumge B ow incoms
Empayer o communicabe with The RS and wil resull in documentaiion requinements el
low incoma taxpayars can mest with minimsal burdan.

Recommendations

+ Irecommend thal the IRS wark with TAS %0 complete a posi-fling noods
seeaasernan] Of ke ingome laxpayan, induding profileens: and nasds in ames
oEhar than the EITC, such s waorker classificabion dispules, collecion. oflers in
COPpenmisa, and accssabdiy of tha Ofca of Appesls, ThEa assasamant wil
erabke the IRE o design its proceduras relating fo low income laxpayers =o thal
e procadures amsakas 4o not pose @ hames 10 geifing tha comec resul

= I moammand Thal the IRS collaborate with TAS and mpresendalias of e
ineome laepayer difcs 1o devalap Ening wieos for IRS empltyess on
wearking with laxpayars with speciad neods, especialy in compliance and
enidancament fundicns,

= I racommend thal Congraes suppon addilional funding Tor I Low Incoms
Taxpaysr Clinics (LITCs) authonzed by IRC § T828. In FY 2000, Congress. has
provided 510 milion Tor tha LITCs, yef largely becsise of job losees and e
recaszion, LITC cass imventories hanee skyrociedesd. In 2008 @ LITCs
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colleclively worked 16374 cases. During just the fist hatf of 2008, LITCs
venrned 14 302 caes

* lmecommend that Congress amend IRC § TA26c) to add a special nie stating
thal noteithstanding any olher provision of law, IRES employees may reder
tavpayars i Lo Income Taxpayer Clinids receivieg Turding urdar This saction,
This changa will Al IRES ampliyeas 1o rlss Rapayers I spachic chnics Tor
assisiance.

= I mecornmend that Congress authoriza the IRS o promoba the LITSE using paid
advartising.

&,

Thex Earned ncome Tax Credit s a refundable oredit that benefils kow income warking
irdrvidisals mnd Famidies. Althcugh the EITC snables low imcome warking tamiliss
pay Tor necesailies, maintain hemss, repain vehackes nesdad 0 comimuie for wark, and
ablain additional education or iraining, tha @y provision s wery complee. This
complexity can resull in nadverient arors by hones? taxpayers and provides
apporluniies for cheating by dshones] laepayes. The IRS estimales thal the EITC
ovarclaim rate tals in tha range of 23 parcent o 28 percent ™

Characteristes of the EITC populaion exacerbabs the problems with S slabns's
conpley aligidily requinsments.  For exampl, spproimsately one-ifth of the EITC
popuiation changes aach year - La., praviously efigible eepayars become incigibla
and presiausly nebgible taKpayers become eligble for the credil simply because of a
changs in il dreomstances.™ Thus, iLis possibks for 8 Expayer o ows the IRS for
an incormect EITC claim in Yaar 1 and ba aligible to recaie the EITC in Yaer 2 due to
a changa in the laxpayer's circumstances.

Undar IRC § G402[a), The IRS meay wilhhold curenl-year 1ax nefunds in full o nesansr
any past tax debis. A5 A CONSROUANCE. SOMA low NCame laxnayars who cumantly

“ Tha IS tas estimated ifa) BTG amaneous mymsnt [=) in e rarge of 556 bilon - 571 4 bikon
(23-28 paroont) for b pear 2006 Soe Fepomag dmproses Fasmenis 4 Ropon’ Cand' on Apoooies”
Frogross: Aedoig Salong S Saxbocom. Cn Fodana' Faogoeky) Masagouead. dorammamal Wl
ang Lofwrmadions’ Secomiy of fhe 5 Comm, O Homalang! Seconty and’ Govammandal S8, 10e*
Gong. (Mar. &, 06| {writien simiemant of Mark Everson, Gommissioner of Iniemal Reseeoel Tio place
i rearesOmiphinon rali i perspectie, Bohadubs C (seki progrietors hip) paamoni noncompliano &
ailimialind il 57 parcinnl. Sae IRS Mirvi Raliiss, R-2006-30, RS Lpdasss Tar Gap Exvriahas

(Fah 14, J006| {accompanying charks|

* |5, Complance Diatn Warshouss (GOW), Indledeal Relums Transacion Fil, T 2005-TY2008
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muelify far EITC assstanca do not recesye part ar all af the EITC benefil that Cangress
haes diadesmningd they naed to provics & hasic standard of kying tor their tamiias

Congress has imied the IRE's and other orediors’ abiity o oftsed or levy on Soclal
Securly and cetan means-lesled benefile. For axampla, the ey of Socisl Secunty
bemeefits. [or payment of federal tax debts under the Federal Payment Lesy Program
(FPLP) i Freited b 15 pancant of te manthly el ™ and a3 discmsad ok, e
IR:E mas recently agreed I exempt low income individuals from such kesies.

Becommendaticn

F | recammend sl Gongress amend IRC § G402 1o il the porlion of & e
refund attricutabie 4o the EITC thal the IRS may withhold %o 15 peroent of the
EITC bt for the yaar

Each [ax yaar, i IRS recaives hrdrads of milians of rfamation meluma, induding
Formmes W=2 and 1088, and tax relums. notably Forms 1040, Right now, the IR5 begins 1o
procaes 10408 in danuary, bt i does not mcaia and fdly procass W-2s and 10993 until
wedl after the Ning season ends. This ssquencs makss |ifte sense for several reasans:

Firsd: Ml of tanpayans sach year maks nadverian] owarclarms. iFl e IRS doss. nol
identity until it performs document-maiching manths later. AS a resull, these laxpayers
raci ofily PECRive nglices AskaEAIng 18y Thay did nol ko hey owed and allen did nol save
for, but they typically erd up awing imtenest and penalies as well

Second: On the cominal side, thes IRS receives hondieds ol thousancs of falss and
fraudubant tax retms aach year claiming bilions of dollars in redunds. The Crminal
Irveus ligrataor Diiwision bellE us kel & signilicant pemceniage of Faudulent clarmes imoiwes
inpome and withhoiding amcunts ordinanty reported on a 'We2 (o, e taepayer wil file
@ ralurn e & high wilfihokdeg smnaunl iedative 1o 1ax Babilly, proshiEng & lamge
apparent refund). Beoese the IRS does not have W-2 data in s systemns at the time it
procassas 18y rahans, ™ IRS has o Genle SIgnificant nesolead 0 idendlying and
blocking fraudulent cisims and il inesilably messss a far number.

Thid: Comgreas has gven e RS reapensbilty for adminislerng an ncreasng rumber
of social bonedl programs Swough e dax code. The EITC has bean around sirce B
15700, but e Making Wirk Pay crecil, " Firgl-Time Homstanyer Credin™ and govarsl

™ IRC § £311(h|
= |1 3R
SiRc§a
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oifeers are rew. Eadier information reporling waould help 1o ensure @l we guickly gel the
right amaunt of beredits o eligbia Repayars whiks mirmizing e risk of fraud,

Fourty: Earlier access fo indorrabion reporing data woukd enable the IRE fo make those
A avalalie o laxpayers a2 ey propars el edums,  Taspeyers could impon @
information inko existng programs, the IRS could oeale pre-populabed tax relurns b
raduch 1ling burdans for milions of taxpayers who fike simpla reiums, o Bath,

Far thesi raazans, if the IRS oan gal 1o A point whees H can process information retums
firal, il could langaky eliminte fe post-ibng season work of [he Aulorested Undermeporter
Unit. substantially reduce opportunities for fraud, make pre-populated relums & siabbe
R, :ﬁdg:a the IRS haiier toaks i administar aockal bamefil prograss whean Congraes
direcis 1 o do =0,

Charmpites thes cirious loge of processing mformabion retums finsl, # is much easer sad
than dong, With lax relurns amng as ety &5 January and tha IRS not complaling &5
Irfanation Fetums Maglar Fle foe the yaar uell aneasd Augue, we would Fares o ind &
wary bo malke up aboul st months worth of Bme. Some steps could acoslerale the
procaes substaniially. For axampka, Congress could reguing W-28 10 ba submitied dikclly
o e RS on January 31, when they are grven o epayens, and might even ba abla o
e el data up o January 15 in @ Tulure. Sse with soma kad lima, the IRE could
ke gyeieee improvermsnts o snable i o process and malch rformation and b
rarlume moen quickly

But aven if these chalenges ore addressed, it s lkely that thens will s8] ba somas tma gap
thea carod e bidged. Pt simply, il Bepayan ame now antitked 10 sibmil mebane in mid-
January and the |RSE does nof ewen recane information meterns ontl that Gme, (| would be
impossbin e maka Ml use of informalion reums unkess the Beginning of e Tling Seawon
i sormerarhal dedaved, Such a delay wil cerlainly upsel thoee eary-Sling laspayers, who
bered %0 b kv incoma and reccive Lege refunds. Some wars 1o mitigats the delay woukd
b e e cloesly calibrate iax withPald@ng o ta liabidity, revamnp the Advance EITC, o
pary ouk bezeniefits, ratably during the course of the year 10 reduce the size of nefund
payeEns. In iy visew, Tha significant banefils of nesi-livs dosuenani-msaiching maka il
imperatie that we consider such sleps.

Becommendation

= | recammand sl Congress dinect the Treasury Degamend 10 sy s sapon
besck within ane year on the adminsiratee and legislative sbeps that would be
refuimad to enahla T IRS o reseive And process iNDmraden rapeming
docurments before || processss e rsfums and issoess. refunds. [nomy 2008
finrual Riepart bo Congress, | identified key ssues that would requine canes
aludy * 1 elave he berefit of geting infarreation relums inle e sysiem Tre

 Mgiinal Tapeyar Aovosale 2008 Arnusl Repor io Congress. 133-345 [Lagisintie
Racommendptios: Dimst e Tresnry Genarmen! jo Devsiop § Flan i Revsme e Pay Retds
Fins, Viardy Egaity Laier” ADrmach ip Tar Resm Frooassng)
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would be significant but recognize that practical challenges axist Tharafore, |
suggest tat Congress and the IRES aim o mplemend changes within froe years
froen e lime this repod is complaled 10 provide the IRS and privats nduslry
sutlicieni kaad b i make requirad adjusiments,

Sactian ER0TA of the Internal Reverue Code imposes & penalty of $100,000 per
iredreidusal and 3200000 par anlily lor each Tailune ko raka special disdoswes with
respesd i @ iransaclion thal the Tressury Daperimen| chareclerizes a5 8 “kled
transaction” ar “substantially similar o a isted ransaction ™ Athaugh the panaty
was criginally designed 1o encourage the disciosune of corporabe tax shellers, i has
had the unimended effect of subjecting o Dracanian penalies — in same casas geer
51 million — amall busimassas that have limited asssls, dertoed 10Tk ar no G sandngs.
and hadl rd knowiadge That Thay wane antaring inta a corporate 1ax shalter, Consider
the falcwing:

# Tha penalty imposes “stnct labiity® - i appkes withowt regard (o whesher the
taxpayer has knosdedge that the transaction bas been ksted and withou mgnn:l
B whiiher e lranasction is reporied corectlly an e bapavars maiuem, ™

#  Tha peralty applies even ¥ the tapayer dertosd no fax savings rom the
transaciian,™

= Tha panarrg'nmifha imposed by thea IRS and cannod be rescinded undar any
circumstances ™'

»  Tha penalty may nol be appeakd in any court,™

* For o mone detaied discussion of this ssus, s Madonal Taspaysr Adercale 2000 Annsal Rapo o
C-mﬂ‘i-iﬂﬂuﬂlllﬂ.’d Recommandation: Moa¥y isfevsa! Revaoue Code Saciao GT0TA fo
Avahorid Lienssavivabis ensdl. For ha dafisison of & sl Faniecion,” s T Aoy
5 LESI1-AihKZI

“F‘Cilﬂ'ﬂ?k Joint Explansiory Slalemen of the Commbles of Conference acoompanying H R 457,
102" Cong. ot T73 {20}

|

" IRC § BTOT A & ()10 Saction BTOT &R provices (hal Taley peresn wh s 1o |ma

repuired discioaures] s [y [Fa] pensity” (smohasis scad] This egesge ssammm atschuls, mnd

the |RS to dode Fas imerpepied i prosson o requiing § o impose the peraly inoall prcumsianoes
darseriad i Ui slauia

RS B BTDTAND ) Sevih v Comerr, 133 T.C. Ma 18 (200 Trichng T oo acked difizionsy
|urrduaticn in redelerming penalies fordadue ic repor] imsokamant inoa bslesd ransscson|
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& Thes taspayer's dsciosurs musl inBally b made wece - ancs with the IRS
Oiftcm of Tax Shabar Analysis and again with thie e raturm for Bea yasr inowhich
the ransaction is Tiesl eoquirsd 1o bes disciossd.™ & dsciosurs induded with the
taxpayers Bad ralum, no matar how dalaiked, w1l nol sufon by BRall o avoid
fhe peralty, After the linst year m which B Iensschon must be disclossd, the
tarpayar mist continua o maka discksungs with e&ch fled retum Shal efiscls
the [ran=schion

A tEepayar thiad discioses & mnsaaction may ba subjac 1 the penaly il the IRE
desme the dscdeosurs 1o be incomplebe ™

»  Ha rangackion is net “isked” @ the me e lagpeyes Mikes & maham bt it
becomes isled years later, the Expayer becomes responsibile for fling a
discicsirn slatamend and will ba kabla for this panaly tar faling 1o do so. This
umﬂmnﬂﬁemmm;mkmﬂudw“lmemmhnhun
Bsiad,

& The penalty apples I emch: kxw return the Eapayer fies.™
# The piasal hwas-year slahde of bmilaliong does ﬂﬂﬂb‘n

Thug, an individisl who does businass Tidagh a wholly ownad 5 corpanation may
erriar inlo @ fen-year iransachon thai he believes is propar and that produces btbde or
Fed 1Ay Sanings — only 10 and up awing ﬁm‘h‘ﬂi:" milian L& & panalty of
E200,000 on the 5 corpomtion and a penaity of £100,000 on fha indridual taxpayer for
aach ol the lem years )

This hanm i nol medaly Theonadcal, This perally heg Deen imgossd againg] smal
teusinessas in hund reds of coses, and as noted, the miremom amount of the peraty is
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Chairman LEWIS. Thank you very much, Ms. Olson, for your
statement. At this time I will open the hearing for questions. I ask
that each member follow the five-minute rule. If you, Ms. Olson,
will respond with short answers, all members should have the op-
portunity to ask a question.

Now, Ms. Olson, the number of offers in compromise accepted by
the IRS has declined by 72 percent from 2001 to 2009. You re-
ported that taxpayers must complete over 100 steps to apply for an
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offer in compromise. Are all of these steps necessary? What can be
done to increase the use of offers in compromise?

Ms. OLSON. I think there’s one legislative thing that we need
to repeal the requirement that taxpayer’s put 20 percent down be-
fore submitting an offer. Many taxpayers get their money for an
offer from a source that is not the taxpayer, from a family member,
from a church, from different people who will loan them money to
resolve their tax debts, and they’ll be unwilling to give that money
up front without knowing the offer is going to be accepted.

The IRS itself needs to revise completely its offer procedures, so
that what we are trying to do is get people through the door to
begin a conversation about how to resolve this debt and get them
back into compliance on a going forward basis. And, right now, we
put too many obstacles in their way procedurally.

Chairman LEWIS. Ms. Olson, last week the Internal Revenue
Service announced new flexibility for IRS employees to consider an
unemployed taxpayer’s current earnings and potential future earn-
ings rather than prior year earnings. When negotiating an offer in
compromise, should the IRS expand this policy for all fully-em-
ployed and under-employed individuals?

Ms. OLSON. I do believe so. This policy has been in place since
the 90s so the guidance last week just encouraged IRS employees
to do what was already in the provisions in their own guidance.
And I think that points up the problem with the offer in com-
promise process, which is that many employees, I think, believe
that it’s an amnesty for taxpayers and they forget that we’re get-
ting a promise from taxpayers that they have to comply for five
years in the future or the whole debt is reinstated. It’s a win-win
for everybody. We need to change attitudes in the IRS as well as
the processes.

Chairman LEWIS. All right. Now you reported that the IRS can
offset up to 100 percent on an EITC recipient’s refunds to satisfy
a debt. You believe that the IRS should not be allowed to offset the
full amount of any future tax refund that is from the earned in-
come tax credit. Why do you think an offset of up to 15 percent of
the refund would be fair?

Ms. OLSON. Well, I think that Congress is already using 15 per-
cent, has set 15 percent as the offset against Social Security bene-
fits if taxpayers owe past tax debts. And so it seemed to me that
the population is very similar that Social Security has by and large
a lower income population similar to the earned income tax credit.
And so 15 percent was a reasonable amount. It made no sense to
me to grab the entire earned income tax credit of people we’ve al-
ready determined are low income and will need public assistance
in other ways.

Chairman LEWIS. Thank you very much for your answer. And
I turn to the ranking member for his questions.

Mr. BOUSTANY. Thank you, Mr. Chairman.

Ms. Olson, on page 87 of volume 2 of your report you state, I
quote: “When social program delivery is grafted to traditional IRS
activities, there arises a potential conflict with the IRS’s traditional
mission.” Wouldn’t this healthcare bill that we have before us be
the largest social program ever entrusted to the IRS?
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Ms. OLSON. I don’t know the answer to that specific question,
because I don’t know its size relative to the earned income credit
or some of the other programs we’ve been in.

Mr. BOUSTANY. But certainly substantial.

Ms. OLSON. But it is substantial, yes, sir.

Mr. BOUSTANY. And should we be concerned by that given the
potential for conflict in the mission to the IRS.

Ms. OLSON. We should be concerned. That’s the reason why I
wrote that piece to give guidance to Congress if it wanted to give
the IRS social programs, here are some things that you should con-
sider when you're designing that program.

Mr. BOUSTANY. Thank you. I see as I look at the bill, Sections
1501, 1502, and 10106 of a bill, for example, create an individual
mandate to buy health insurance and grant the IRS the authority
to enforce that mandate. And given that your expertise in dealing
with the relationship between the IRS and the individual taxpayer,
I'd like to get your thoughts on what does this really mean.

Will it really alter the relationship? Will the IRS be that much
more involved in the everyday lives of American families in trying
to deal with this health insurance mandate?

Ms. OLSON. Well, we do have some experience in delivering
some health insurance subsidies through the health coverage tax
credit, which utilizes third parties to do the verification and state
agencies to do the certification; and then the IRS is really a dis-
bursement agent. Now, with the mandate and the penalty that’s at-
tached, the concern that I had was that we exclude people who
don’t have any filing requirement and don’t need a relationship and
don’t have an otherwise relationship with the IRS. And we also
make sure that we’re not taking active collection actions or lien fil-
ings against these people.

And I did express those concerns to the Senate Finance Com-
mittee. I think they've been addressed at least in the Senate bill,
but of course we have not seen the final legislation, nor has any-
one.

Mr. BOUSTANY. Right. And of course we have concerns about
whether there will be liens, you know, associated with penalties. So
I take that to mean that the IRS certainly will be much more in-
volved with the individual taxpayer at a different level now than
its current mission.

Ms. OLSON. It may very well be. It’s similar to where we are
involved in the earned income tax credit.

Mr. BOUSTANY. Thank you. And on March 11th of this year the
congressional budget office letter to Senate Majority Leader Reid
estimated that the IRS budget would have to be increased by as
much as $10 billion over the next decade to help administer the na-
tion’s health insurance system. And when you consider this and the
fact that the new system really doesn’t take effect until 2014 in
many respects with regard to the mandate, that really means $10
billion over the last six years or so of the budget window.

So we're talking now about more than a billion dollars annually,
if you break it out. And given that the IRS currently has a budget
of roughly, I think, $12 billion, it seems to me the IRS is going to
have to get much bigger, and perhaps 10 percent bigger to enforce
these health insurance laws.
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Ms. OLSON. I think the IRS is a victim of its own success in ad-
ministering programs like make work pay or the first-time home-
buyer credit, or the economic stimulus payment. And we’ve become
identified as a very successful and efficient agency. I think from
the IRS’s point of view if it has flexibility in administering pro-
grams and sufficient time to plan an advance, and to your point
sufficient resources, it will do what Congress tells it to do.

I think that has been the commissioner’s position. My point has
been that programs need to be designed in a way that we don’t tor-
ment taxpayers and torment the IRS at the same time.

Mr. BOUSTANY. I believe that $10 billion, which may be an un-
derestimate, who knows, is not included in the score of the bill. So
that’s another point to make. Do you think service levels will be
affected by the implementation of this new function; you know, the
phone calls? We already know there are some problems that we’re
not meeting certain benchmarks. You've talked about customer
wait times and so forth. Do you have any sense of how that will
play out?

Ms. OLSON. Well, it’s a simple answer. If the IRS gets the re-
sources it needs to administer this program, then the service levels
in the other areas won’t. If it doesn’t get the resources then there’s
only so much we can do with the dollars that we have and other
service levels will be impacted, and that’s very simple.

Mr. BOUSTANY. Do you have a sense of where you think it
might, what might really happen?

Ms. OLSON. Are you asking me to predict what Congress might
do?

[Laughter.]

Ms. OLSON. No.

Mr. BOUSTANY. Well, if history is any guide we know that
these resources are stressed. I thank you and I yield back, Mr.
Chairman.

Chairman LEWIS. Thank you. Now we turn to Mr. Pascrell for
his questions.

Mr. PASCRELL. Thank you, Mr. Chairman. Mr. Chairman, I
need to respond to my good friend from Louisiana—how under any
circumstance I am amazed that weaving in of healthcare, the
healthcare debate, is interesting.

So, now that you’ve done that and you’ve set precedent in this
hearing, I'll get to the IRS in a second, because you are the main
target or focus of today. Your organization has done a fantastic job,
and I've said that before, but we know that individual and family
spending on premiums and out-of-pocket healthcare costs will in-
crease significantly, and spending is going to jump 34 percent by
2015 and 79 percent in 2020. So what we'’re left with is a picture,
a perception of a huge dinosaur which we call the IRS unable to
climb up the stairs and get away from another dragon of sorts. And
the question is we pulled these facts out of the air. You know, what
you're saying makes sense, is stated in good faith.

But you need to take a look at it in context to see what we are
paying, what we will pay, if we do nothing, if we start off with a
blank page, and to weave that into the tax issue. I find it very in-
teresting. I'd be more concerned

Mr. BOUSTANY. Would my friend yield?
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Mr. PASCRELL. Yes, absolutely.

Mr. BOUSTANY. Well, I think this is a consideration, because
we already know based on the CBO letter that there are going to
be additional costs and additional burdens placed on the IRS and
I think it’s critically important that those things be addressed and
put out on the table. And, Ms. Olson has repeatedly testified year
after year about the need for resources for IRS. We saw what hap-
pened with the implementation of stimulus.

Mr. PASCRELL. And she’s been correct?

Mr. BOUSTANY. And she’s been correct, and so I think if history
is any guide we can expect there will be more demands and will
service to the taxpayers’ suffer.

Mr. PASCRELL. And if history is any guide, the numbers that
I quoted will be something we need to face and we’ll be facing them
another thirty years from now and when the numbers are even
greater. So we need to do something—not to find a perfect solu-
tion—only God is perfect. But we need to find a solution that is
workable and that will bring us closer to the goal line of having
people not worry about how deep their pockets are to get
healthcare and not throwing them out of healthcare coverage sim-
ply because they have a malady of some sorts. And I think you be-
lieve in the same thing.

The question is how do we get to that point and that’s what the
debate 1s all about, so you can’t demonize any of the health insur-
ance bill. I mean there’s enough demons out there to go around.
Now, let me ask you a question, if I may.

Ms. OLSON. Certainly.

Mr. PASCRELL. I'm very concerned about the fact of foreign
businesses. In fact, you make a point of that in terms of 500,000
tax returns were filed from a foreign address in 2007. I don’t have
the numbers for 2008. They don’t understand, many of those tax-
payers, that they have filing requirements, the complexity, et
cetera, et cetera, et cetera. I'm really concerned about that, because
how much lost revenue do you think the government is not able to
take advantage of because of the fact that these folks aren’t filing,
filing incorrectly, or we can’t catch up to them period.

Ms. OLSON. I have never seen a revenue estimate that the IRS
has produced. We put those numbers out to show that U.S. tax-
payers abroad, and these are U.S. citizens abroad, you know, have
no way to reach the IRS without incurring substantial costs to get
answers to their questions and, to your point, being confused, may
think they don’t have a filing requirement when in fact they do.

And when they finally figure it out, they have penalties and in-
terest, you know, from years and years and years. And they may
have been paying taxes in their own—the country that they’re liv-
ing in—that they didn’t have to owe, and then they can’t get it fig-
ured out. This is a very serious issue for us.

Mr. PASCRELL. Oh, I think it is, and in terms of lost revenue
here, we're talking about hundreds of billions of dollars.

Ms. OLSON. We may very well.

Mr. PASCRELL. If you go back over 10 years, these are the
things we should be trying to, you know, close loopholes, getting
folks to own up to what happens. Same thing with American cor-
porations that go offshore. I mean that’s revenue. It’s like some-
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body on my street who owns a home and doesn’t pay his property
taxes. That means I have to pay more, because the town is waiting
and depending upon expected revenue. If that revenue doesn’t come
in, then I have to pay it. This is what we should be concerned
about, instead of all the time catapulting the IRS. I mean I do that
enough myself. But the point of the matter is this is a very serious
issue, and I think we should get estimates about how much rev-
enue the American people have had to shoulder because of indi-
vidual problems, not filing, and corporations who simply are out to
shaft the American people, legally. Thank you. We’'ll have a second
round?

[Laughter.]

Chairman LEWIS. It’s possible.

Mr. PASCRELL. Thank you.

Chairman LEWIS. Now we turn to Mr. Reichert for his ques-
tions.

Mr. REICHERT. Thank you, Mr. Chairman. Well, I want to
agree with my good friend Mr. Pascrell. You know, we need to
focus on those things that the IRS has been doing for years, col-
lecting revenue, closing loopholes, and going after people who
aren’t filing their income tax; and, of course, holding corporations
accountable, too. We’ve seen what can happen when we’re not able
to do that.

Accountability and responsibility and the IRS’s job absolutely
key, but there are questions, though, how this new responsibility
lays over all that you already have to do and how are you going
to get it done. And I understand perfectly well you need more re-
sources. If you need more dollars, you'll be able to do the job, but
we're borrowing now and spending too much now. So the purpose
for the questioning today, at least from our side and looking at the
healthcare question, people want to know how this is going to af-
fect me personally.

So if Ms. Olson under Section 1501 of the Senate Healthcare Bill,
if a taxpayer cannot prove to the IRS that he or she has minimal
essential coverage as defined by the Democrats, what action could
the IRS take?

Ms. OLSON. Well, I don’t know that I have the expertise to an-
swer specifically to that bill, but what I spoke to to the Senate Fi-
nance Committee was that my personal opinion was that we should
not be allowing the IRS to take levies against wages or things like
that, or file liens against the taxpayers in that situation. And I
think what the section says is that they can take refund offsets.

I would recommend that we carry over to that provision that you
not take more than 15 percent of the earned income credit refund,
because then you’re robbing Peter to pay Paul. So I think that
there’s been restriction on IRS collection activity that would make
sure that taxpayers were protected.

I also think on the issue of whether the IRS is looking whether
the taxpayer has qualified health insurance, as I noted before, in
the health coverage tax credit. We actually contract out that deci-
sion and a different entity makes the determination whether that
policy qualifies for the current health coverage tax credit; and that
provision has been around for quite some time as the result of
NAFTA and a few other arrangements where United States tax-
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payers lost jobs. And we really don’t have a lot of complaints about
that.
Mr. REICHERT. There would be an increased cost, though,

to

Ms. OLSON. Yes, that’s true.

Mr. REICHERT [continuing]. Extend that program. What about,
could the IRS conduct an audit of those people that don’t have a
healthcare plan, choose not to have?

Ms. OLSON. I have not seen, obviously, the final language of the
bill, but if it’s anything like the health coverage tax credit, then no.
We do not have the ability to conduct an audit; nor does the tax-
payer have the right to go to the tax court to challenge our deter-
mination, because all we are really doing is disbursing funds.

Mr. REICHERT. How many individual income tax returns were
filed in 2008? Would you happen to know approximately?

Ms. OLSON. In 2008 I think it’s about 140 million. We have 140
million individual taxpayers and about 30 million corporation tax-
payers.

Mr. REICHERT. Okay. And under the bill, I'm sure you’re aware
that the IRS would impose the individual mandate tax penalty for
every month that a taxpayer fails to show the minimal essential
coverage. So does that mean that the IRS is then going to be re-
sponsible for, and this goes back to Mr. Pascrell’s point, for fol-
lowing 140 or 150 million taxpayers a year every month?

Ms. OLSON. Well, again, I haven’t seen the final bill but I think
what the IRS would want, and I'm just speaking here from my own
perspective, but I think what the IRS would want is flexibility as
to when and how it would be making that determination. And if
the bill were drafted appropriately it would be able to decide how
it could best administer it without having to, you know, put the
taxpayer through a lot. And the second point would be that we ex-
clude people who have incomes so low that they have no return fil-
ing requirement at this time. We don’t want to pull them into the
system, and I do think that the thresholds accomplish that in the
Senate bill.

Mr. REICHERT. What, if any, additional burden will small busi-
nesses bear under this plan? Additional paperwork? Time? Money?

Ms. OLSON. Well, I can only speak for the tax provisions; and,
there, there is the tax subsidy for small businesses. And I'm not
sure again how that would be implemented, whether that would be
implemented through the payroll system or as a credit at the end
of the year that they would claim in their income tax return.

Mr. REICHERT. Okay. Thank you, Mr. Chairman.

Chairman LEWIS. Thank you. Now we turn to Mr. Higgins for
his question.

Mr. HIGGINS. Thank you, Mr. Chairman.

Ms. Olson, first of all, let me say that your Western New York
office has been very helpful to my office and our caseworkers in
helping our constituents address issues with the IRS. We appre-
ciate it very much. It’s an essential public service that you provide
and we are grateful.

On the issue of electronic filing, your report indicates that incen-
tives are needed to increase the rate of electronic filing. A couple
of things in answering that question: what is the percentage of
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those who file electronically versus those manually or through the
mail; and, what are the incentives that you encourage?

Ms. OLSON. Well, I think at this point it’s about a 60 percent
electronic filing rate and we are increasing each year. I think that
one of the big incentives that occurred this year, already enacted,
is the requirement that preparers who prepare over, I think, it’s 11
or more returns for a fee, have to file electronically. Because today
about 67 percent of taxpayers use return preparers, and in small
business it’'s even more. So if we can get those preparers to file
electronically, we can really get it up there.

Chairman LEWIS. Did you say 11 or 11 percent?

Ms. OLSON. Eleven or more returns.

Chairman LEWIS. Thank you.

Ms. OLSON. Right.

Chairman LEWIS. Thank you.

Mr. HIGGINS. Does your report reference any kind of target as
to the percentage that you would like to see within a specified pe-
riod of time?

Ms. OLSON. Yes, we definitely recommended that the IRS shoot
for—well, Congress has set the goal of 80 percent—and we encour-
age that you keep that goal. It’s a good incentive goal. We have
looked at larger percentages. Just when Congress sets a goal, I
think it organizes the IRS, even if they miss the deadline. It makes
them act.

Mr. HIGGINS. 80 percent by?

Ms. OLSON. Well, I think Congress had said originally 2007,
and obviously the IRS missed it. And, I think it’s been extended to
2012, but I'm not sure on that.

Mr. HIGGINS. Is it a 60 percent increase?

Ms. OLSON. The goal was 80 percent to reach.

Mr. HIGGINS. Right. Is that a significant increase?

Ms. OLSON. Oh, from years ago it’s a huge increase. It’s actually
very impressive in my mind that they got there.

Mr. HIGGINS. So progress is being made toward that goal?

Ms. OLSON. Progress is being made. I think now, and I think
that you’ll get a big leap with this return preparer mandate.

Mr. HIGGINS. Great. Thank you for your work. I have no more
questions.

Ms. OLSON. Thank you.

Mr. HIGGINS. Thank you.

Chairman LEWIS. Thank you. Now we turn to Mr. Becerra for
his question.

Mr. BECERRA. Thank you, Mr. Chairman, and we could prob-
ably hold an Oversight hearing once a week with Ms. Olson and
all of us would be much the better for it; and, certainly, the tax-
payers would. So, Ms. Olson, thank you for the work that you do.
I'm not sure when we establish the office by statute, but it was one
of the best things that Congress did, is to have an oversight. The
year was 1996, Congressman Kind tells me. That’s what we did to
have some oversight over the IRS to not only get on top of it but
also to pat it on the back when it does the right thing. We’re trying
to get people to voluntarily pay their taxes, so thank you so much
for the work that you've done.

Ms. OLSON. Thank you.
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Mr. BECERRA. The number one most serious problem you've
identified is the fact that more and more people aren’t getting
through, at least not on a timely basis when they make a phone
call to the IRS on that toll free line and part of it, we know, is be-
cause of the mass increase in volume as a result of the 2008 stim-
ulus, the economic recovery package and so forth. So, I think we
have to give the IRS some slack, because, in fact, they increased
their ability to respond to calls given the increased number.

But, my understanding is that they’ve called for an increase in
the budget to help reduce the amount of people that don’t get
through on the telephone, toll-free line. But, they’re taking the
money it seems from a very good program, or they’re trying to give
the money to a very good program, telephone access through the
toll-free line, but they’re taking it from programs that are just as
valuable, if, perhaps, not more valuable. My understanding is
they’re taking almost half the money they’re going to put to in-
crease the ability to service calls from a program that would help
provide tax counseling to our elderly.

Ms. OLSON. Right.

Mr. BECERRA. The elderly are people who are trying to do the
right thing, probably on fixed incomes, may not file correctly if they
don’t get assistance; or, may end up having to pay exorbitant
amounts to tax preparers who take advantage of them, which
doesn’t seem to make sense to take money out of that program to
put it into another very good program. They’re taking money out
of the low-income taxpayer clinics, which once again help people
who might be taken advantage of, exploited, and have to pay exor-
bitant fees to probably file simple tax returns or who may end up
filing incorrect returns.

And then the voluntary income tax assistance clinics, which are
oftentimes handled by law students and others, are giving a free
service for Americans trying to help do the right thing. And, by the
way, I understand they’re taking quite a bit of money out of your
office as well. Do you have any understanding why the IRS would
want to take money out of an office that has been one of the cham-
pions? You go to bat for taxpayers every day, we're essentially kill-
ing the messenger.

The IRS is killing the messenger for pointing out what they have
to do better or to try to do better in an area you've pointed out.
I don’t get it. Do you have an explanation for why the IRS would
take money out of your office and other good programs to try to pay
for another good service?

Ms. OLSON. I have no explanation.

Mr. BECERRA. Okay.

Ms. OLSON. I'm not sure that it’s the IRS that did it. I just real-
ly, honestly, have no explanation.

Mr. BECERRA. Okay. Well, I know that we’re going to have an
opportunity to speak to the Commissioner soon. We’ll ask him, and
I know everyone’s got budget constraints—and so no one needs to
pre-judge. But I would certainly hope that the Commissioner will
have an opportunity when he’s here to explain how we can work
with him to try to make sure that we figure out a way to do this
without having taxpayers pay—having taxpayer Peter pay so that
taxpayer Paul can get through on the phone line. It just is silly.
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I hope that we can also follow-up with you on this issue of liens
and offers in compromise. Give me a sense—These offers in com-
promise, essentially, it’s a settlement. We're talking about settle-
ments with taxpayers who are willing to come forward, willing to
try to pay, but they're trying to do it under terms that they can
afford. Most of the time you’re talking about middle-income, mod-
est-income families. They're saying, “Okay. You’re right. I made a
mistake. I want to pay. Help me come up with a schedule so I can
pay.” What’s the problem?

Ms. OLSON. Well, again, I think that the IRS is being hide-
bound by rules and procedures and it’s keeping people who maybe
came in with the wrong offer amount; but, if you had a conversa-
tion with them and you talked to them about what we needed to
see, they might find a way to come forward with that information.
But the problem is that the procedures sort of keep people out.

Mr. BECERRA. How many offers in compromise were there that
were accepted last year?

Ms. OLSON. 10,665, which is pitiful.

Mr. BECERRA. And how many delinquent tax accounts does the
IRS have that it thinks it can collect on?

Ms. OLSON. Well, it had four million that were delinquent and
it put two million last year in currently not collectible, which it
gave up on. So there are millions of people that might participate
if we just drop some of these bureaucratic rules.

Absolutely.

Mr. BECERRA. Thank you.

Chairman LEWIS. Now we turn to Mr. Kind for his question.

Mr. KIND. Thank you, Mr. Chairman, and thank you Ms. Olson
for being here. We always look forward to your testimony and I just
want to also express my personal appreciation for the work that
you do and the National Taxpayer Advocate. So I have a close
friend of mine, Mary Jo Warner from Lacrosse, Wisconsin, who
serves on the advisory board. And I'm always calling her and ask-
ing her thoughts and advice on a whole host of issues. So we do
look forward to your report as far as what efficiencies and improve-
ments can be made. I think there’s a shared interest in this Com-
mittee and throughout the Congress in doing that.

Let me just touch upon a couple of subjects just to get your feed-
back on. The report was clear as far as the IRS toll-free service op-
portunity and decline. And you have established goals on that, but
another area of concern that I have is the quality of the informa-
tion that’s available; and, what more can be done when people who
actually do get through and actually speak to someone for assist-
ance to improve the quality of the information that they can then
use without further mistakes being made. Do you have any rec-
ommendations on what more can be done?

Ms. OLSON. Well, I think that the IRS needs to be a little bit
more ambitious in what it’s willing to answer. It declares many
issues out of scope. And so if you call, they shunt you off to some-
one else and each time you delay the taxpayer from getting an an-
swer, the taxpayer may get frustrated, drop out, get the wrong an-
swer; you know, claim the wrong answer. And I think that just
takes a lot of attention. The IRS has to really commit to training
its employees on more than just its core issues.
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Mr. KIND. Yeah, and I think it indicated in the report an about
85 percent service level and roughly a five-minute waiting time,
nothing more frustrating than calling and trying to hopefully get
through, and ultimately not getting through. So it’s a terrible prob-
lem that we have to address. And then the e-filing and the goal
that really ramped that up as Mr. Higgins was questioning about
earlier. In the area of lower-income taxpayers, what more can be
done as far as outreach and assistance and education to help them
take better advantage of e-filing?

Ms. OLSON. Well, I think that first of all the problem with low-
income taxpayers is that e-filing is often linked with refund antici-
pation loans. And so I think that’s where the return preparer regu-
lation project really comes in. We have a slide show on one of our
websites that shows a return preparation site that is run in a dog
grooming parlor; and you just have to ask what the qualifications
are.

Mr. KIND. Is it low-income tax clinics? Is that another?

Ms. OLSON. These are not a clinic. This is just a for profit busi-
ness that is grooming your dogs and preparing your taxes at the
same time. And you just have to say what are your qualifications
for doing that, really. And these are where low-income taxpayers
go to get assistance, and then they are sold these loans and these
people don’t know how to prepare returns properly. So we really
need to get qualifications in place, for instance.

Mr. KIND. What about low-income tax clinics specifically geared
for this?

Ms. OLSON. Well, the clinics do controversy representation or
educate taxpayers about the rights. And the clinics, I administer
that grant program. In 2008 they took 16,000 cases that were tax
disputes with the IRS for low income tax payers. And in the first
half of the year of 2009 they had 14,000. So you can see what the
economic downturn has done in people.

You know, almost by half of the year they had almost as many
cases as they did for the whole year the previous year, and we just
need more VITA sites. We need additional funding for the VITA
site so they can go out to communities that are hard to get to; you
know, that sort of thing.

Mr. KIND. All right. Let me also just shift your focus momen-
tarily on the tax refund processing that’s going on. It’s my under-
standing that it’s basically a presumption to try to get the refund
out, even before information can be checked and verified. And
you’re advocating in the report that we ought to shift that a little
bit to a trust, but verified type of system. Is that right? Is that a
fair way to describe it?

Ms. OLSON. Well, I think so. We get information returns like
W2s and 1099s. They’re supposed to be sent out to the taxpayer,
most of them, by January 31st. But the IRS doesn’t get them in
a workable format until August and we’re basically saying we're
shipping out refunds or freezing refunds, because we think they’re
suspicious and holding them, when in fact if we could get the third
party information in very early when the returns are coming in, we
could get good refunds out, very, very quickly, and save the public
fisc a lot of money by not shipping out refunds that shouldn’t go
out.
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So it requires study, because it means we’re going to have to
really think through this. And so this is another one where if Con-
gress set a deadline, Congress said IRS come back in a year. Treas-
ury, come back in a year. Tell us what needs to be done to get this
done; and then we could decide how to proceed.

Mr. KIND. Yeah, because right now you’ve got early preparers
obviously getting their returns and anticipating a refund, but some
of the information doesn’t have to ultimately be in until what, the
end of March or early sometime?

Ms. OLSON. That’s correct. Right. That’s correct.

Mr. KIND. Okay. All right. Well, thank you. Thank you again for
the work that you and the group do. We appreciate it.

Ms. OLSON. Thank you.

Mr. KIND. Thank you, Mr. Chairman.

Chairman LEWIS. Thank you. Now we return to Mr. Etheridge
for his question.

Mr. ETHERIDGE. Thank you, Mr. Chairman. And Ms. Olson,
thank you for being here. Let me ask you a couple of questions, be-
cause in your role as a National Taxpayer Advocate I would be in-
terested in your comments regarding the IRS’s ability to deal with
the growing complexity of the Tax Code. Let me just share with
you some of the things I'm thinking about, because I think we're
trying to do the right thing.

We have expended the tax credits for education. We have pro-
vided credits for energy efficiency among other things; and these
are very valuable. I am fully supportive of them and pushing for-
ward for years, but I think my question to you is: are there means
to help people make the decisions to go to college, to understand
the credits are there; how to buy a home, or at least work with
folks so they can understand that; reduce their energy use through
energy efficiency means and share with us in that whole area, be-
cause your office talks to thousands of taxpayers? And my question
is do you believe that most of the public is aware these credits are
available to them?

And let me just layer on top of that the other question so I won’t
have to ask it, please share with us the steps that you're taking
to make sure that people do get the credits that they really deserve
that we intended then to have to make a difference in energy pol-
icy, educational opportunity and a whole long list of things.

Ms. OLSON. Well, the first thing as far as do taxpayers know
about these things, I think they hear about them in the press and
the media. The problem is that the media talk about them in very
general ways, so taxpayers think, oh, 'm qualified for this and re-
quest them when in fact they may not, because the requirements,
the eligibility requirements are very detailed. And, you know, the
IRS could probably do better with provisions online where people
could go in and do Qs and figure out whether they really are quali-
fied.

Mr. ETHERIDGE. Excuse me. Do you have work sheets where
you can go on and look at?

Ms. OLSON. Certainly.

Mr. ETHERIDGE. It seems to me.

Ms. OLSON. The IRS does have work sheets and we could prob-
ably do a better job of making them more electronic so that people
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could get at them easily. But I think that we really, you know, this
is where tax reform comes in, because sometimes the complexity of
it undermines the very policy goals that Congress is trying to
achieve by these provisions.

One thing we recommended in this study that we publish this
year was that Congress mandate that IRS come back with a report
about the effectiveness of the program. Did it do what Congress
wanted it to do? And that could be it didn’t do it, because taxpayers
didn’t know about it or were confused about it. Or IRS made it too
hard to get it, or, it was just too confusing. And if Congress had
that information, they could better design the credits in the future.

Mr. ETHERIDGE. Okay. Thank you, Mr. Chairman. I yield back.

Chairman LEWIS. Thank you very much. We turn now to Mr.
Davis for his question.

Mr. DAVIS of Illinois. Thank you very much, Mr. Chairman. And
thank you and your office, Ms. Olson, for the tremendous work that
you do. I don’t know how much some district offices make use of
taxpayer advocates but mine certainly does. And, we are often
pleased with response and pleased with the assistance that people
are receiving.

One of the areas that I have some interest in is the whole busi-
ness of tax lien policies. In terms of how the Internal Revenue
Service is handling and implementing those policies at this point,
for example, after review of a taxpayer’s case, the IRS may deter-
mine that the outstanding tax liability is currently not collectible.

These cases, of course, involve taxpayers who are experiencing in
many instances, serious economic hardship. Does it really make
sense for the IRS to use automatic federal tax liens in these cases,
even though it’s already determined that the individuals are not
going to be able to pay?

Ms. OLSON. Absolutely not. It makes no sense whatsoever to
me. 'm not saying that the IRS might not want to file a lien in
some case where somebody’s maybe got a lot of real estate that
they can’t sell because of the economy and we want to protect the
government’s interest, but no one’s making that determination. No
one’s looking at the facts. No one’s looking at whether the taxpayer
has been complaint. All of their life they had a heart attack. They
got behind in one year and they will make it up very quickly. There
is no reason to destroy somebody’s credit for that, which will im-
pair their ability to pay taxes in the future.

Mr. DAVIS of Illinois. And, I guess some of this also just relates
to the question that one of my colleagues just raised relative to of-
fers in compromise, and whether or not there is realistic in some
instances acknowledgment of what those offers really are and how
a situation could be resolved; and in many instances I guess they
just kind of go over periods of time and ultimately the resolution,
of course, is not going to be in the interest of the taxpayer, nor are
they often by then in the best interest of the Internal Revenue
Service, because there’s no value, seemingly.

Ms. OLSON. IRS figures show that we get on average 17 cents
on the dollar from an offer in compromise, whereas, we have 10
years to collect the debt in general. And in year two, we only col-
lected about 11 to 13 cents on the dollar through our normal collec-
tion activity; and, in year three, we collect virtually nothing. So
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from that perspective an offer is a very good deal for the govern-
ment as well as a very good deal to give the taxpayer a fresh start.

Mr. DAVIS of Illinois. Let me ask you another question. I've been
trying to understand how the differences exist in auditing the way
that everybody in the country audited relative to statutes of limita-
tion except people in the Virgin Islands who seem somehow or an-
other to fall outside what the norm would be. Could you explain
that to me or do you think that’s a fair situation for them?

Ms. OLSON. Well, I think that the way the Internal Revenue
Service has interpreted the statute right now, they are saying that
going forward, if you file a return with the Virgin Islands, that will
start the statute of limitations. But they have carved out a group
of taxpayers. So it’s sort of like this one group has a special statute
of limitations just for them where they have no statute of limita-
tions, essentially. And I am very troubled by that and I've written
about that extensively and made some recommendations both to
the IRS and to Congress to close that loop. The idea of creating just
a special statue of limitations for 243 taxpayers bothers me greatly.

Mr. DAVIS of Illinois. Do you think it would require legislation
to actually change that?

Ms. OLSON. Some strong encouragement to the IRS might, but
it may very well require legislation, I'm afraid.

Mr. DAVIS of Illinois. Thank you very much. Thank you, Mr.
Chairman.

Chairman LEWIS. Thank you. Now we turn to Mr. Roskam for
his questions.

Mr. ROSKAM. Thank you, Mr. Chairman. Ms. Olson, thank you
for your time today. I had a quick question. I think I wanted to re-
turn to an area of inquiry that Mr. Reichert had with you and I
understand you’re not completely versed on the Senate bill and all
of the drama. But there are some top lines that are unambiguous
that everybody that’s been watching the news knows about, so I
don’t want to drag you into the weeds.

It’s interesting because the IRS is going to have a more signifi-
cant role by definition, based on the increased tax liability for non-
compliance. You'd agree with that. Right?

Ms. OLSON. Hm-hmm.

Mr. ROSKAM. Okay. So it’s clear that the Senate version of the
bill doesn’t have a criminal penalties provision, which is a good
thing. It doesn’t have the ability of the IRS to put a levy on prop-
erty, which is a good thing, I would argue, but it doesn’t completely
take away all the tools that the IRS has. Could you for the benefit
of the committee or the subcommittee, could you tell us what other
tools the IRS has at its disposal in case of non-compliance?

Ms. OLSON. My understanding is what they’re limited to doing
is offsetting people’s refunds. It is not clear to me whether they can
file a lien. If they could file a federal tax lien I'd be concerned
about that, but my understanding is they can’t. So my under-
standing is they can only offset people’s refunds. Now, 80 to 85 per-
cent of taxpayers get refunds in their income tax returns, so if
you’re expecting something, you may not get it if you have a pen-
alty on there.

Mr. ROSKAM. And sort of implicit in that, if a taxpayer came
to you as the advocate and said, look. I feel like I'm being unfairly
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manipulated by the IRS. I'm in fact being audited by the IRS.
Wouldn’t you be in a position to say, well, that sort of comes with
the territory? The senate bill doesn’t explicitly take away the IRS’s
audit authority here. And wouldn’t you then recommend to the tax-
payer that’s not an area where we're going to concentrate on taking
the IRS on?

Ms. OLSON. Well, no. I always am willing to take the IRS on
anything, but I would say that it’s not clear to me under the Sen-
ate bill whether the IRS has the authority to audit anybody on
anything really, other than is this an eligible insurance policy, or
do you have the required coverage. If you are auditing, then I think
that the taxpayer does need rights to be able to challenge the IRS.

Mr. ROSKAM. I agree with you wholeheartedly, and I agree with
you in terms of your interpretation; but, just to go back and sort
of revisit, I think the point you were making a minute ago the IRS
has. I mean, to your point, I just want to make sure I'm clear. The
IRS would have the ability to have that question of whether the
coverage is adequate pursuant to the code. That’s an auditable
question. Isn’t it?

Ms. OLSON. If the bill is structured in that way, and I don’t now
for a fact whether it is. If Congress says IRS, you are going to
make the determination, you are the determiner, and the bill
doesn’t take it out of the normal procedures to get tax court juris-
diction and things like that, then the IRS could audit it. It could
be under some bills it could be a math error in which we say this
doesn’t fit the requirements; and, if you don’t like it, come in and
tell us and we’ll put you through our normal procedures. Could be
very simple, yes, no, and it’s how you all write it. It’s not what the
IRS is going to do. The IRS will do whatever you write.

Mr. ROSKAM. Isn’t the fact—and I appreciate your response.
Isn’t it true that since it’s placed in the Tax Code, since the man-
date is placed in the Tax Code that there’s an implicit audit au-
thority there? I mean it’s not resident in some other part of the
statutes. It’s in the Internal Revenue Code.

Ms. OLSON. Unfortunately, I don’t think that’s true, because we
have the health coverage tax credit where we have no audit author-
ity, and that is in the Internal Revenue Code. So we don’t have
that. We don’t audit anybody on that issue.

Mr. ROSKAM. Wouldn’t you argue that in order to take away
the ambiguity that has been demonstrated by this conversation for
the past couple of minutes, Congress should affirmatively put in
place that the IRS in fact doesn’t have the authority, because at
best, people like me are interpreting it and saying, well, it looks
like there’s authority. There’s people like you that are saying, well,
maybe, maybe not. Isn’t the best remedy to put it in the same cat-
egory of things like no criminal penalties, no liens, and no audit
authority? Isn’t that in fact the best way to go?

Ms. OLSON. Clarity is always helpful.

Mr. ROSKAM. Thank you. I yield back.

Chairman LEWIS. Thank you very much. Ms. Olson, I want to
ask you a question. I know it’s not in keeping with your report, but
let me just ask you. Do you have any counterparts to your knowl-
edge on the state level?
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Ms. OLSON. There are many states that have created taxpayer
advocates: California, Pennsylvania; New York has one. Every day
I'm finding more taxpayer advocates throughout the United States,
state advocates. And in May, I think, or September of next year,
we are actually—or this year, rather. In Albany we’re going to have
a conference of state taxpayer advocates.

Chairman LEWIS. Well, do you know about how many states?

Ms. OLSON. At this point, I don’t know. I could find out for you,
sir.

Chairman LEWIS. The reason I'm raising this question, I just
noticed a few days ago there was a national news report that said
on the state level many states are holding up the tax refund, be-
cause they want to hold onto their money because of budget short-
falls. That doesn’t seem to be fair or right.

I hope if they decide to do this, they’re going to at least be pre-
pared to pay some interest to the taxpayers. I'd just like to know,
but you may not want to get involved in some other person or some
other states if you have an opinion about that?

Ms. OLSON. Well I mean these are provisions. If the Internal
Revenue Service proposed that I would be very unhappy and would
be vocally opposing that or at least ensuring that taxpayers got
their interest, you know, paid out to them. And we also have the
authority and the ability to override, like refund offsets and things
like that where the taxpayer has economic hardship. And so that
is something you would want to occur whether it’s in the
healthcare penalty area or the income tax credit area, or maybe if
someone were holding back a check for one reason or another, the
ability to override where there is a need.

Mr. PASCRELL. Yeah.

Chairman LEWIS. Mr. Pascrell.

Mr. PASCRELL. Mr. Chairman, I just wanted to clarify. I know
that there was work done to address what the gentleman just said,
working on legislation to disallow the IRS to audit under these cir-
cumstances or pretense, which ever you want to call it, so we are
sensitive to that issue.

I hope we are as sensitive to that issue, Mr. Chairman, as we
are to 46 million people not having any coverage in the United
States of America; and, the only way, having gone through several
options, this Committee, right here, to begin the process of covering
that many people is to make sure there is a leveling off and every-
body has to have all hands on deck.

So you cannot escape the process, because we are all intimately
involved with the health of this nation as I understand it. But I
have another question for you which I hope that you will answer
as you've done all the others responded to all the questions. Our
unemployment is now 9.7 percent and it kills you. It kills me to
see so many people losing their homes, struggling to pay for their
children’s educations at the same time to bring bread home on the
table; and it’s straining to put a meal for the whole family on that
table. It’s not an easy proposition if you're out of work.

So we find ourselves in the midst of the tax season. It could be
troubling time for many. Many of us were faced with a multitude
of financial difficulties, as more and more people lose homes, et
cetera. One of the economic hardships many of our citizens in
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working class communities, like the people I represent in the
eighth district in New Jersey, are vulnerable to unscrupulous indi-
viduals who take advantage during tax season, particularly.

The report, Ms. Olson, that you presented to us notes that the
IRS’s collection of penalties assessed against preparers is very low.
Yet, we know to the contrary examining other evidence that the
amount of violations is very high. So far so good?

Ms. OLSON. Hm-hmm.

Mr. PASCRELL. So, in 2009, the IRS collected only 22 percent
of the collectible preparer penalties. Why?

Ms. OLSON. I have no answer to that. I think, you know, it’s
silly to impose penalties if you don’t collect them, and how are they
going to be a disincentive against certain behavior if you don’t col-
lect them. We have said in the report that the IRS needs a robust,
you know, return preparer strategy.

Mr. PASCRELL. Right.

Ms. OLSON. And needs to do shopping visits, you know, posing
as a taxpayer as GAO has done and the Inspector General has
done on a routine basis.

Mr. PASCRELL. Who can prepare taxes?

Ms. OLSON. Anyone.

Mr. PASCRELL. So, you don’t have to have a certificate or have
it be stamped or anything like that. Anybody can prepare your
taxes.

Ms. OLSON. Now that is changing. The IRS has determined that
it has the authority to acquire people who are not attorneys, ac-
countants, or enrolled agents.

Mr. PASCRELL. Well, a lot of attorneys don’t know how to file
either.

Ms. OLSON. A lot of attorneys, I know. But we have a bar.

Mr. PASCRELL. So I mean why would we leave them out?

Ms. OLSON. Right. There’s a bar to requiring them to take a test
to practice before the Federal Government.

Mr. PASCRELL. Well, would you agree with me that many attor-
neys are not trained and are not capable of helping you, Ms. Olson,
file your tax?

Ms. OLSON. Certainly. That’s not their area of expertise.

Mr. PASCRELL. Okay. So there’s a lot of folks that fall into that
category.

Ms. OLSON. Absolutely. We think that most preparers fall into
the category called “unenrolled preparers,” who are anybody. You
know, not an attorney, not a CPA, not an enrolled agent. And the
IRS is going to start in April of next year, imposing a testing re-
quirement, so that you have to demonstrate your competency to
prepare returns before you get permission to prepare returns. And
these are things that I've recommended since 2002; that we will be
doing a major advertising campaign to alert taxpayers to look for
those people who are registered with the IRS and have either
passed a test, or are attorneys, CPAs, or enrolled agents but who
are registered with the IRS before they pay any money to get a re-
turn prepared.

Mr. PASCRELL. And if I just may ask one more question, in the
low-income areas, let’s say a company that’s been doing this for
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many years; let’s say, H&R Block. Can they hire anyone, even
though they may not have any experience to fill out your taxes?

Ms. OLSON. Today, yes, they can, anyway.

Mr. PASCRELL. Thank you. Thank you very much, Mr. Chair-
man.

Chairman LEWIS. Thank you. We didn’t mean to go for a second
round. I want to yield now to Dr. Boustany for clarification.

Mr. BOUSTANY. Right. Thank you, Mr. Chairman. In following
up on Mr. Roskam’s line of questioning, you made comparisons to
the healthcare tax credit, which is one being a voluntary program
and the other, we’re talking about, the mandatory tax, is a manda-
tory program. And it seems to me that if you're going to have com-
pliance in a mandatory program, then the IRS would probably have
to do a significant degree of auditing. Would you agree with that?

Ms. OLSON. Sir, any time that you need compliance you need to
have somebody looking at the requirements.

Mr. BOUSTANY. I mean given that it’s a mandatory program?

Ms. OLSON. Right. That’s correct.

Mr. BOUSTANY. And also because of the way the program is
structured with other parts of the healthcare plan, the way it’s de-
vised, it depends on that mandate. So I would beg to differ and
would think again given the compliance needs, audits will be nec-
essary. And those on our side have concerns about how this will
play out with individual taxpayers.

Ms. OLSON. It’s how you write the bill. Again, my point about
the health coverage tax credit was actually I think there are enti-
ties that are looking at this, but the certification is being done on
the state level. So the compliance is really being done at that level
and the IRS, again, is just a disbursement agent. And that could
also be done in terms of the penalty where someone else is making
the determination, and the IRS is being told that this is not an eli-
gible plan, and therefore all we are doing is imposing the penalty,
once a determination has been made elsewhere.

That’s what I was trying to say. It doesn’t have to be the IRS
making that determination. I cannot comment on the bill because
it’s not a final bill and we’re trying not to do that. These are my
concerns. These are the things that I've seen. I could also say that
there are other countries around the world that have faced the
growth of programs in the Tax Code through the Tax Code, and
how they have addressed it is by specifically recognizing that what
is a trend in the world tax administrations today is using tax ad-
ministration, not just for core tax responsibilities, but also for these
other provisions.

And in that way they’re explicitly recognizing that we’re using
the agency that touches so many taxpayers to do these other
things, and then they’re funding it in that way. That is a policy de-
cision. It is not my decision, and it really rests in you all deciding
whether that’s what you want to do.

Mr. BOUSTANY. And your work requirement is going to grow if
this does become law.

Ms. OLSON. Certainly. Certainly.

Mr. BOUSTANY. The needs for advocacy.

Ms. OLSON. Certainly.

Mr. BOUSTANY. Thank you. I yield back.
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Ms. OLSON. Thank you.

Chairman LEWIS. Ms. Olson, I’d like to thank you for your testi-
mony, for your views, and sharing your views with us. Members of
the Committee appreciate it. We wish you the best. Just before we
adjourn, I think we would like to pause and say happy birthday to
a young Mr. Ron Kind of Wisconsin. Today is his birthday.

Ms. OLSON. Happy birthday.

Mr. KIND. Thank you, Mr. Chairman. Thank you. It’s not the
years. It’s the mileage, as I'm sure you’re well aware.

[Laughter.]

Mr. KIND. A lot of miles on these old bones, already. So, it’s an
honor to serve with all of you, especially in this place at this time
with the challenges that we face. Thank you.

Chairman LEWIS. Well enjoy the birthday and celebrate.

Mr. KIND. Okay.

Chairman LEWIS. There being no further business before the
Committee, the Committee is adjourned.

[Whereupon, at 3:12 p.m., the subcommittee was adjourned.]

[Submission of the record follows:]
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