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IRS ASSISTANCE TO TAXPAYERS
FACING ECONOMIC DIFFICULTIES

THURSDAY, FEBRUARY 26, 2009

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

The Subcommittee met, pursuant to notice, at 10:07 a.m. in room
1100, Longworth House Office Building, the Honorable John Lewis,
[Chairman of the subcommittee], presiding.

[The advisory announcing the hearing follows:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON OVERSIGHT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-5522
gebruary 19, 2009
V-1

Lewis Announces a Hearing on IRS Assistance for
Taxpayers Experiencing Economic Difficulties

House Ways and Means Oversight Subcommittee Chairman John Lewis (D-GA)
today announced that the Subcommittee on Oversight will hold a hearing on assist-
ance available from the Internal Revenue Service (IRS) to taxpayers experiencing
economic difficulties. The hearing will take place on Thursday, February 26,
2009, at 10:00 a.m. in the main Committee hearing room, 1100 Longworth
House Office Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. The National Taxpayer Advocate, Nina
E. Olson, and the IRS Deputy Commissioner for Services and Enforcement, Linda
E. Stiff, have been invited to testify. Any individual or organization not scheduled
for an oral appearance may submit a written statement for consideration by the
Subcommittee and for inclusion in the printed record of the hearing.

FOCUS OF THE HEARING:

During this recession, taxpayers are experiencing financial difficulties. In 2008,
there were 3.4 million foreclosure filings and 2.6 million job losses. Many taxpayers
are struggling to meet their daily living expenses as they face a wide range of finan-
cial and personal issues, which may make it difficult to meet their tax obligations.

On January 6, 2009, the IRS kicked off the 2009 filing season with an announce-
ment of steps taken to help financially distressed taxpayers. The IRS announced
that its employees have greater flexibility to assist struggling taxpayers and may
be able to adjust payments for back taxes, expedite levy releases, or postpone collec-
tions. Further, the IRS encouraged taxpayers to take advantage of new and existing
credits (such as the first-time homebuyer credit and the earned income tax credit),
deductions (such as the standard deduction for real estate taxes), and electronic fil-
%ngdoptions (such as Free File Fillable Tax Forms) to maximize and expedite re-
unds.

The National Taxpayer Advocate, an independent official appointed to address
taxpayer problems (established in Public Law 104-168), indicates that more action
may be warranted to address the problems of struggling taxpayers. The Taxpayer
Advocate’s most recent report to Congress focused on the challenges to taxpayers
and tax administration during the economic downturn. The report recommended
that the IRS change some of its collection practices in order to avoid exacerbating
the financial distress of taxpayers. The Taxpayer Advocate noted that the IRS is
underutilizing collection alternatives, particularly offers in compromise and partial
pay installment agreements, and IRS employees need more guidance on how to
identify and help distressed taxpayers.

The Subcommittee will discuss the specific problems encountered by taxpayers
during this recession. The Subcommittee will review the steps taken by the IRS to
assist struggling taxpayers and consider recommendations of the National Taxpayer
Advocate.



In announcing the hearing, Chairman Lewis said, “Americans are suffering
during these difficult economic times. They are trying to do the right thing
and pay their taxes, but they may be unable. We need to understand their
problems. They need to reach out to the IRS for assistance. Together, we
must find ways to collect the proper amount of taxes owed in a manner
that is fair and recognizes the problems that taxpayers are facing during
this recession.”

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://waysandmeans.house.gov, select “Committee 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, com-
plete all informational forms and click “submit” on the final page. ATTACH your
submission as a Word or WordPerfect document, in compliance with the formatting
requirements listed below, by close of business Thursday, March 12, 2009. 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.

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.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

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

Chairman LEWIS. Good morning. The hearing is now called to
order, the hearing of the oversight Committee.

People all over the country are ready. A record number of people,
our friends, our family and our neighbors are losing their jobs, los-
ing their homes, and getting in line at food banks. People are suf-
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fering. These are hard-working people with families who for the
first time in their lives are struggling to stay afloat while their
debts increase. We must reach out to help them.

Today, the Ways and Means Subcommittee on Oversight will dis-
cuss what the Internal Revenue Service can do for taxpayers in
need. We want people to know that there is help and help must be
on the way. We need to tell people that they can get free help to
prepare their tax returns during the following season. We want to
tell them how to get their refund faster, especially if there is an
emergency. We want them to know what steps to take if they owe
taxes, and want to pay but cannot. In summary, we want to see
the gentler and sweet side of the IRS.

And I am grateful to our witness for appearing today. We look
forward to you being here and your testimony. As always, we ask
you tell us how the Congress can help you during this following
season and beyond. And I call on the Ranking Member, Mr.
Boustany for his opening statement.

Mr. BOUSTANY. Thank you, Mr. Chairman, and I thank you for
holding this hearing, and I welcome both of our witnesses.

I think this will be a very productive hearing. With so many new
Members of this Subcommittee, it is prudent to start the congress
with a hearing that will focus on the operations of the internal rev-
enue service. As Members of the Ways and Means Committee, we
are asked to consider legislation that changes the Tax Code and af-
fects millions of Americans. As such, we also need to be cognizant
of the IRS’ role, and if they have the resources to administer and
enforce those laws.

We all met, I think, 2 weeks ago, with the Commissioner, and
he discussed building a world class organization dedicated to tax-
payer service while prudently enforcing the law. Their mission now
includes meeting the substantial challenge of a recession with mil-
lions of taxpayers losing their jobs, resulting in financial hardship
that is making it difficult for them to fulfill their tax obligations.

The IRS is trying to help the taxpayers navigate the options
available and in doing so, of course, with some additional resources
we recently provided. But at the same time this is coming up along
with the new tax filing season. So I believe this hearing will deep-
en our understanding of the IRS’s taxpayer services, their use of
enforcement tools, which is essential knowledge for all Members of
this Subcommittee, and more, it will allow us to explore what more
can be done for financially distressed taxpayers.

One final note, Mr. Chairman, as a follow-up to yesterday’s Full
Committee hearing: I wanted to offer my full support for protecting
the jurisdiction of the Ways and Means Committee. I know as we
look at all these issues, and there will be multiple Committees
working on some of these, our side is offering full support to you
and to the Chairman of the Full Committee, and I would be glad
to work with you if the opportunity arises to use this subcommittee
to assert our jurisdiction and to work with you and the chairman.

Chairman LEWIS. Well, thank you very much. I know the chair
of the Full Committee and all the Members would appreciate your
support and we all look forward to working together.

Mr. BOUSTANY. Thank you, Mr. Chairman.
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And, finally, before I yield back my time, I want to acknowledge
Chris Giosa, who is leading our side, as a very dedicated and hard-
working staffer. He’s the Staff Director of this Subcommittee.
Chris, we want to thank you for all your great work, and we wish
you all the best in your new role in working with our partner, the
IRS, and so while we’re losing a very valuable staffer here and
someone who’s very knowledgeable in this issues, we feel that we’ll
have a partner working in the executive branch. So, Chris, we offer
our deep and sincere thanks to you.

Mr. Chairman, I yield back.

Chairman LEWIS. Mr. Ranking Member, I want to join you in
wishing Chris the best and thank him for his wonderful years of
service. And we wish you well in the days to come. Thank you so
much.

Now we’re going to hear from our witnesses. I ask that you limit
your testimony to 5 minutes. Without objection your entire state-
ment will be included in the record. And now here’s my great pleas-
ure to introduce the IRS Deputy Commissioner Linda Stiff and wel-
come.

STATEMENT OF LINDA E. STIFF, DEPUTY COMMISSIONER FOR
SERVICES AND ENFORCEMENT, INTERNAL REVENUE SERVICE

Ms. STIFF. Thank you. Chairman Lewis, Ranking Member
Boustany and Members of the Subcommittee, I appreciate the op-
portunity to discuss how the IRS is assisting economically dis-
tressed taxpayers during this period of great need. This country is
currently experiencing an economic crisis unlike any we have seen
in our lifetime.

Every day we see the fall out with families, friends and neigh-
bors struggling to hold on to jobs and homes and provide their fam-
ilies with basic necessities. The IRS’ effort to assist taxpayers dur-
ing these difficult times are confirmation of part of our core mission
which is to assist taxpayers in every way possible to meet their ob-
ligations. Therefore, the IRS has taken deliberate and focused ac-
tions to provide tangible relief to taxpayers in distress, while also
helping others from straying across the line into non-compliance.

Let me briefly describe some of those actions. America’s low in-
come taxpayers have been particularly hard-hit by financial hard-
ship. Many of these working families may be eligible for the earned
income tax credit, which can put money in their pockets. The IRS
has an aggressive outreach program to promote greater community
awareness of this refundable credit for low-wage taxpayers. This
outreach program includes a specific day each year devoted to press
events, promoting and explaining the earned income tax credit.

I want to thank all of the Committee Members for your support
in this effort, especially Chairman Lewis for your recent help and
participation in an event publicizing the EITC as well as for the
time you took to share the law with the IRS family. This year on
January 30th more than 80 partners from across the country con-
ducted news conferences and over a hundred more issued press re-
leases on EITC awareness day. Our efforts to make taxpayers
aware of the EITC continue throughout the year. We send mar-
keting materials to our community partners to distribute. We in-
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clude information in English and Spanish on our website, on IRS
dot gov, and by a number of media opportunities.

There are also more than 12,000 free tax preparation sites for
low income individuals, seniors, and other eligible taxpayers
around the country. When taxpayers visit one of these sites, our
volunteers can also check to see if they are potentially eligible, not
just for the EITC, but for other credits, deductions and exclusions,
such as the child tax credit.

We also understand that taxpayer service can only go so far in
assisting millions of distressed taxpayers. This year, many tax-
payers will owe money to the IRS and face difficulties paying those
amounts. Accordingly, we have given our frontline, collection per-
sonnel more flexibility to work through these issues with taxpayers
with a particular focus on previously compliant taxpayers, who
may find themselves for the first time unable to meet the obliga-
tion to pay their Federal taxes.

Depending on their circumstances, these taxpayers may be able
to adjust payments for back taxes, avoid defaulting on payment
agreements, or possibly defer collection action. We have reminded
our frontline employees about offering installment agreements at
the end of an audit for taxpayers, enabling them to minimize inter-
est and penalty charges. Another good example involves the offer-
in-compromise program, which oftentimes is impacted by today’s
battered real estates market.

For individual taxpayers, we have responded quickly by expe-
diting the process and creating flexibilities for people trying to sell
or refinance a home. The bottom line is that the IRS should not
be the reason someone can’t get out of a real estate jam. We have
centralized our process to review home equity values in the volatile
market, especially in the offer in compromise situations.

We urge all taxpayers to visit our website, IRS dot gov, the fast-
est way to give information from the IRS or get questions an-
swered. This year we even added what we call “what if” scenarios
to our website. The “what if” scenarios allow taxpayers to go
through what if A, what if B, to deal with payment and other fi-
nancial problems.

I would also like to put one issue on the Subcommittee’s radar
screen: the recently enacted stimulus bill includes a number of re-
fundable credits. We hope taxpayers will take advantage of these.
We also recognize that such credits create the potential for abuse.
We will watch them closely and report back to you if we see a prob-
lem.

Thank you again, Mr. Chairman, for the opportunity to testify.
The IRS is committed to assist America’s taxpayers in any way it
can. You have my commitment and that of Commissioner Shulman
to work closely with you as we move forward.

Thank you.

[The statement of Ms. Stiff follows:]



WRITTEN TESTIMONY OF
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BEFORE THE

HOUSE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON OVERSIGHT
O™
ASEISTANCE FOR DISTRESSED TAXPAYERS
FEERUARY 16, 2009

Ciood muemming, Chairman Lewis, Ranking Member Boustany, and Members of the
Subcommitiize oo Oversighl. 1 apprecate the apporiunity o apper this mommyg amxd
drdcuss eflorts e LIRS has mode 10 asssl economically distressed taxpayers durmg this
petiod of gresest need. This (s our first visi before the Subcommsdes this vear, and |
lowk forward to comtipulag the productive relationship with the Subcomaninee and its
Members a5 we bave had in previeus vears

Cher effort 1o sesist inxpayers during these difficult times is o confimation of pan of TRS"
oore mission, which is o assist tacpayers in any way possible o meet thedr ohligations.
Commissiener Shulman said as much earlier this year when he remarked:

"W meea b ewenre Sl wee Boloeoe our respoeeni ity o enforce B bea wiith the
eremeic realiliey fecing smamy American citizens foday. We wamd fo go e extne
rrilie oo frep Feampunvers, esperrally Dess whe v done the sigfit deing in tive past
arvacd o fecing s fovadihiips,

‘What this means in real terms is that on powide range of situntions, [R5 emplovess now
hawe the flexibality to wark with straggling mxpayers to nssist them with their situation,
Depending oo the circumsinnees, inxpayers in handship siuations may be able to adjust
payments for back mxes, avoid defaalting on payment agreemenis or possibly defer
villection acbon

Thee |RS reminds topayers whe ane behined on ax paymsmis amd sond assisianes o
coittat the phone pandbers listed oo their IRS comrespondence. There could be addinonal
help availeble for these s pavers facing unusual hardship situations,

Faor example, four days afier President Bamck Ohama signed the American Becovery and
Reinvesiment Act of 2008 into low, the LS Department of the Treasury hegan directing
employers o reduce the amount of taxes withheld from the paychecks of millions of
American workers — a step unprecedenied in R speed and scope.

Winchor thae law sagneed lasg Tuesday by Preswdent Obama, 95 percent ol all workmg
fanilpes will nealize & tax cul. By Apal s, the Making Wrk Pay credin, a key provision
of the mew law, will serd the typlcal family bomss with al lesst 365 mone every manth,



Tressury and the Intemal Bevenuse Servics (RS worked 10 develop withlsolding rables
rebeased soday by the RS te incorporate this credi and provide expedied goidancs 1o
emplovers on the new provision. As Treasury Secretary Geithner observed, "lust dayvs
afber the President signed this landmark beglslation ime law, we have the wheels taming
o deliver much needed bocsis o the payehecks of working Americans,”

The IRS possed the nesw withbolding ables on TRS gov and will shoetly publish
addstional msmsctions related 1o 1he sew tax law online, The paper version of s
puiblicsagion {150 wall also b mailed se oo thas 9 millon emplovers mmid-March,
Employers ane asked to start using the now tables as soon as possible but no laber than
Apral 1. To view the tables ard additienal guidance on the Making Work Pay eredit,
please see IRS gov,

Wg look Forward to working with the Subeammines 10 ensar (bsSEe prograns ane carmsd
oul in an efficient, offective way, Hefone discussing these prograims, hiwever, | would
first like vo dscimss what the 1RS 5 doimg for taxpayers having difficuly mosting theis ax
abdigations.

Aveizring Taypayers

LIRS 15 miaring (e completion of s strstepss plan For the years 2000-2004, O of the
plan's two key objectives s wooffer high levels of customer service 1o hose waxpavers
who need 1L Meeting this objectve will requing us o Sonimge oUr AXPEYET SErvioe
ellians rellected tn the Taxpayer Assistance Bluepring (TAB)Y ard m other arcas.

A key component of that plan s performing outngach that both helps uw determane
taspayer needs and also albows us o provide informstion b axpayers on criteal beelit
programs, Mowhers morecent history has the need Tor axpayers & aval themselves of
every available ax beneli been greater.

Hivwevar, wie alse understam] axpayer service can anly go s far in assisting millons of
disiressid taxpayers sullemmyg Iram the curnenl ecomomis amses. The Expayer may owe
momey hie the TRS and be anabde 10 pay.

Apcorlingly. wi are sibempling b assis) these taxpayins moa rmber ol ways by
remninding our emborcemenl persenmel of certain 1eols avarlable when working wilh
distressed apayers who oo money 1o0he TRS. These include:

e Offering Installment Agresments: We have reminded examination employecs
of their resporsibilities 1o consider collectability during the pre-audit phase. They
were alse reminded of ther ability 1o offer installment agresmens an the end of an
sudit where axpayers ane having difflcalry sanisfying their obligations
ienimedians v, theneby emablng them to minimize miercst and peialty charges



Postponement of Callection Actions: 1BS employees may suspend colbection
agtioms in eenain hardship cases where txpayers are unable 1o pay. This ingludes
instnmces when the tnxpayver has recemly lost o job, is relying solely on Social
Security or welfare inoome or is facing devastating illness or significant medical
balls. 11 an imdividual bas recently encountered this type of financial problem. [R5
asAmLs may be able 1o suspend collection without funber documentation 1o
minimize the tax barden on the inxpayer,

Adldbed Flexiliility for Missed Pavments: The RS bes Oeaibiliy i working
with presviously complinm individuals in existing Installment Aprecaments whi
have difficuliy making paymenis beense of a job loss ar other financial hardship
The IR% may ollow a skipped payment or a reduced manthly payment amaownt
withou® antomatically suspending the Installment Apreement. Wi will isswee
laxpayers insoch a dilTicult fmancial siuation a notice sking them o contscl the
IR,

Adalditional Review For Offers in Comproemise on Home Valoes: An Offer in
Comapromse (CHC ), an agroemen Beiwsin a laxpayer and the [RS that semles the
tanpayer's tn debt for less than the Full amoant owed. may be g viahbe oprion for
mxpayers experiencing coonomic difficulties, However, the equity inxpayers
have in real propery can be o harrier (o an OIC being accepted. With the
uncertainty in the housing market. the 1RS recopnixes that the real-estale
vitlualions used o assess ability 10 pay may nol be accurale.

In enses where the sccurscy of the real estate valuation is in question, the offer
will be referred 1o 0 specialized group wha will conduct o second review 1o
oconfirm the value of the real property and ensure the reasonable oollection
patential has been properly determined and revised, if appropriate.

Preventinn of Offer in Compromise Defoubis: Taxpayers who ore unable i
miet the payment terms of an sccepted OFC will receive a better from the [RS
vautlming optidns avanlable e help them avosd delaull

Expedited Levy Beleases: The IRS will speed the delivery of kevy releases by
wasing requinements on taxpavers who reguest expiedibed levy releases for
hardship reasoms. Taxpayers sceking capedited rebesses Tor kevies 1o an emplover
of bank should contact the TRS numbser shown an the notice of levy 1o discuss
available options. When colling, tnxpayers requesting a bevy relenss due 1o
hardship should be prepared 1o provide the RS with the fax number of the bank
or employer processing the levy.

Viluniary Tip Reporting Agreemenis: Recognizing the impact of the carment
ceonomic downtuemn, [RS reached oot o the commercial caging imdustry via their

primary representatives: the Amencan Gaming Association (AGA) and the
Culiry Lalon, We lsosted a Tip Sumanin i late Oetober and alstained key
financial dacn indicating the rough magnitude of the downtum on casinas s
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their workers, A moaih later, we reduced our vodumary tip mies for all Los
Vegns Cosines by 20 percent and delayed imposition of a scheduled 33 percent
increase on January |51 We also proactively reached o ta Atlantic City and
dhelayed @ schedaled 33 percent ineneiase schoduled for the firs of lanuary; we
alsn gebdressed Morhern Hlinois foating casinos o reduoosd ther s 20
percent, We are also ensuring that the process i fhir and equitabde For all
cammereinl casinos kaeated throsghout the United Sioies.

Fast Track Seetlement; 1RS i5 also viporously pursiing Fast Track Senlemen
{FT5) for field cazes, FT5S is designed to settle cases mare quickly than is
pessible with trmditional Appeals procedures, This process is especially beneficial
o faxpayers who have a tax liahility in despate thal = greater than 52500000 In
FT5, the examunir brings i an Appeals official o facilicae seulement whike the
case remains at the group level 11 s beang piloted in eiph eities throughout the
COmMry,

Teehmical Guidames: W ane actively working with the Matiesal Couril of
Samte Housing Agencies (NCSHAT and individial agencies to provide technical
assisinnce and ndmimistrative oversight for the Low Income Housing Creds
{LIHC) program.

Wi alao contines 10 mesporsd o ax questions from the public with fespest to a
wide variety of techmical ssies including: hissoric tx incentives, Passive Activity
Losses, Parnerships, Suh 5 Corps, and specific industry reloted issues ¢such as
Retail, Comstructian, LIHC, Fishing and Services).

What IFf Scenarios: Finolly, taxpayers with financinl problems who discover
they can't pay when they file their 20 fax returns also have options availshle.
[RS.gaw b o list of *What [17 sconarios that deal with paymuent and ather
financial problems. These scenarios, in question-and-answer Forma, provide
information an specifle actioes taxpiyers can take, Taxpayers unabds 1o pay n
full cam likewise contact the [RS o discuss additional opiions 1o pay.

Earmed fncanne Tar Credr

One important benedit available o many taxpayens of low- o moderane-income |5 the
camed income tax eredit (EITC), The American Recovery and Reinvesiment Act that
was recently signed imo law emporanly reduced marriage perahies for EITC recipients
amdl mncreased the credit for individuals and families with 3 or more qualifving children
The IRS has in placs an ageressive outrsach program disipoed 10 rech every axpayer
that qualifies for the EITC, Effoms o advise tpxpavers abown the avallsbilicy of the EITC
inchade:

EITC Awareness Day — Esch year the IRS schedules o spocitic day o focus an
the availabality of the EITC credit. We work with hundreds of pariners in the
states ond lecal commumities o pravide imformation and arswer guestions ahoat
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the credit. We also sehedule press briefings with the national medin and oiher
events o highlight the impomtance of the EITC. [ know that Chairman Bangel and
Suhecammittee Chairman Lewis have often saccompanied the TRS Commissioner
o swch important EITC oulnsach avents, We approciabe those effors and ane
ready o work with ather Members of Conpress who might wish o sclsedule an
EITC related event in their state or distriet,

This year, EITC Awareness Day was held on Friday, January 30" when more
than B} partners from across the country conducted news conferences anmd over a
b e issued pross meleases all focused on gelting the sond oul about thes
availability of the EFTC, In all, 480 press conferences were held or press releases
issued by IRS portners, [RS officials paricipated in evens noross the counbry
inchuding one in Peoria, 1L with the new Governor of that state,

I collabamtion with EITC Awareness Day activities, we alse offered EITC
assistance in mare than 170 Taxpayer Assistance Centers across the country on
three Saturdays: January 31, February T and February 21, 209, IRS employeoes
prrepardd indomme ax relurms lor ENTC-cligible axpayvers.

Gireater Utilfzntion of IRS oy — We Live in an electronic age, and the IRS is
making as many resourees as possible available on s websane, IRS gov. Belative
tor s EITC, & visior we IRS. goy could, in English or Spanish, determine his or
her eligibility for the EITC. In addition, there are a numbser of waols availahle o
baath ouar becal community pantmers or 10 paid tax prepaners that will assist them in
helping EITC-cligible clients. For example, information available to paid
prepancrs include: (o) The latest EITC updates; (b) EITC eligibality criteria; (<)
Tips and toals for preparation of EITC sewms; () EITC doe dilgence
educational materiale; (e Spocialized products and links 1w other helpfil
resopurces; and () an electronic teolkit for tax profiessionals ot EITC Central.

For our community pariners, the offerings are focused on markeling materials
dessagmed o get the word out 1o potential recapiemts, TRE provides an elocimonic
“Partner Toolkit™ that includes an array of usefal general and specialized
marketing ioels, such as templates, statistics, fact sheets, how-1o tips, specialized
products ard links ta other helpful resoarces. 18 allows the partner 1o create and
custormize EITC communication produects with location, loge and personal
(L H LS

There is also a wealth of other infeemation on [R5, goy thai will assist enployers
in mtifying their emplovees obout the potentinl availability of the EITC and the
possibility of receiving advance EITC — a program that allows employees b
redeive thi EITC benefils. through the course of the year, and ol as part of a lump
Auim paymend wlen that sanse comploves files bis or ber Federal tax remum,

D¥irect amad Indirect Outreach — Effors to make Baspayers avwarne of potentsal
EITC eligibiling are not limited o just o single day, [RS comimoes promational
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effome throughout the entire tax season, This includes working with bathy the
lpcal and mational media kesping them aware of the availability of EITC, as well
2= the publication and distribution of materials that can be handed out in Jocal
carmmumitics.

Cvder Taee Creline

The EITC is mot the anly credit for which taxpayers may be eligible. Information is
available For all these credits on IRS gov. They include:

Making Work Pay Credit: As part of the American Becovery and Beinvestment
At of 2009, this provissm allows a tax credit For each eligible mdividual for the
tazable year in an amount equal 1o 6.2 poreenl ol s income ol he e
ar SHFCER00 i the case of & joint resurn . The amoust allowable as a credin for
the tacahle vear shall be reduced {hut ned below zem) by two percent of 50 much
af the taxpaver’s modified ndjusted gross income as exceeds $75, 000 (£150,0{0
in the case of a jeint return). This secison applies o axshle vears begmnimg after
Déazrnber 31, 200 ardd on or belore Decambser 31, 2010,

Chibd Tax Credit - A axpoyer who has a dependent child under age 17
probably qualifies Bor the child tax anedil. Thes credit, which can be a3 much as
SO per eligitsle chikd, ds in addicion o e 53,500 exemption for cach
dependent. A change in the way the credst i figured means that maone lose- and
moderate-income families will qualify for the foll credit an their 20E retums,
The child tax credit is mat the same as the child care credit. Details on figuring
sl elaiming the child ax credil can b Foumd m TS Publication 972, which is
available on our wib site.

Credit for Child and Dependent Care Expenses - An individual who pays for
sornieome 1o care for a chald so he or ghi can work o book For work, probably
qualifies for the child and dependent care credit, Monmally, the child must be the
inxpaver's dependent and ender age 13, Though often refemred 1o as the child care
credit, this credi & also available 1o these who pay someone to care for o spouse
ar depemdent, regandless of age, which are unable 1o care for themselves, 1o most
s, Che cang provader's Social Securily Mumber oF laxpaer ideotiTication
nusber pust b abained and entened on the retarn,

Edwcation Crodits - The Hope crodin and the lifiztmee lesming crodit help
parenis and stsdents pay for posi-secondary education, Mormally, & 1nxpaver can
claim both his or her own fuition and requined enrollment fees. as well as those
far a dependent’s callege education. The Hope credi targeds the first two vears of
pest-meondary education and an eligible student must be enralled at beast balf the
norrnal fisll-time workload {for 21 least one scademic period)e A xpayer can also
chocse b lifetime leaming coedin, even if he ar she s only aking ane course, In

snme erses, however, the tnxpayer may do besier by claiming the mition and fees
dedzction instend
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A aducation crsdin and the wimon amd fees deduction canmol bech be claimed Tor
the: saime studemt in the same year, Special nales, including ircomss limas, apply o
cpch of thess 1y breaks, Details on these and other education-relaned rax baeaks
are concained im Publicaion 970,

& Saver's Credit - The saver's credit is designed o help looe- and moderate-
ircnme wiorkers save For retiremend, A tnspayer prohably gqualifies if his or her
imcame is helow cerinim limits and he or she cantribaies 1o an IRA or workplace
retirernent plan, such as a 401k Income limits for 208 are;

o 526,500 for singles amd married taxpayers filing separasely
o S¥LTE0 for hends of hoschold amd
o RE3 00N Far joind filers

Also known as the retirement sovings eoniributions credil, the saver’s credii is
availahle in addition o nny other tax savings that apply, There is silll time o pa
meoney intp an [RA and get the: saver’s credit an a 2008 retarn, Contribastions 1o
an IRA for 2008 can be mpde until April 15, 305,

= (Fther Credits Available — IES.gov has information on other available credns
imcluding:

The fareign ax credit;

Credit for the elderly or the disabled;

The adoption credil;

Thee resideniial energy efficient property credit; and

The allemative malor vehicle (including hybrids) credit

oOoooaDo

Everyane is advised to check for eligibility for each of the credits listed above. hMany
individumals who have less imcome in 2008 than in previous years may now e eligible
clairn cerain ax benefis for which they were previoosly not eligible.

Recenily Enacsod Credits

Cangress has recently emacted several new credits as well as other tax breaks. These
include:

= First-Time Homebuyver Credits Those who boughl a princspal nesidencs
recemily or ane comsadering buying ame should ke nose. This unigus credin
provides up o £7,500 for qualified 1axpayers wh purchased bomses afler Agpril #,
2008 ard on or before December 31, 2008 and works much like a | 5-yiar
imlerist-lnze boan. Far homes purchased aller Dooembser 31, 2008 and befione
Decemiber |, 2000, the credal 13 58,0 and does mit have e be repaid provided
1 horne remains thair main residence for 236 months afler the parchase date.
Informatson and arswers 1o commonly asked questions about this eredit an
available on TES. poy.
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= The Recovery Rebate Credit: This enadit is Ggunsd hke sl year's Ecosomic
Stimuslus Payivent exdcepl that Recovery Bebate Credil amounts are based o 1as
yiar 2008 dnstead of 2007, Most pesple alneady rociaved therr full bemelit m the
form of the Economis Stimulus Paymenl, However, a laspayer may gualily for
the Recovery Bebabe Credit i, fior example, be or she ded sol get an Economic
Stimmulus Peymwenl had a ehild in 2008 ar had & change i income kvel. 15 you
receave Lhis credit, it wall be meluded m vour riefumd and will ned b 1ssued as a

separaly paymenl

= Morigage Workouis and Forechosmres: For homeoancrs, momgage workouts
now ey b fas-free, Eligikke homeowners can exelisde debt forgiven on their
pringipal residence if the balance of the boan was bess than 52 million, The limit s
S1 million for a married person ling o separate retum. Form 952 and i
imstnsctions have detalls about this prograim,

= American Opportunity Tax Credit: For iaaable e beginning in 2000 of
2000, waxpavers will ropsve o s eredin equal o the sum of 100% of the firsg
£2.000 of tuition amd relaved experses (ineluding books) pald during the axsble
year plus 25% of these expermes in exoess of $20H0 up 1o 54000, The cradic is
allowed fior the first 4 vears of post-secondary educstion. The creddl i sulsjoct w
& please-out for tocpayers with adjusted gross ncoms in oxcess of S80.000
45 Le D0 Jior o couples Gling joimly.)

Super Sednraay

As with the EITC, the TRS &8 wsing every media opporiumily 1o maks sune that laxpayers
Know, and ke sdvamage of, all availsble credals. We bave distmbutid fews relsses,
conducted interviesws will various media oullets, amd shared msda matenials with our

parimers roughout the country.

In an el Tord o maximice: our promationa] effors and (o assist a5 many aspayers as
possibli, TRS will comduct a Super Satarday event on Satarday, March 21, Thas will be
the second Super Sabarday that we have conducted in the last 11 montbs, The first was
held March 2%, 2008 and focwsed on alerting those individumls whoe hod oot filed 2 tax
refurm for 2007 that they may be eligibde For the coonomic stimulus rebale. 18 was & greal
SUCCESS.

This vear, we hope o use the Super Satarday eveni to highlight all of the services offered
by the IS to assist mxpayers during thess trogbled economsc times and o provide direct,
hands-nr-assistnce o these mxpayers visiting an IBS facility on that day.

We have already sdentified more than 23 Taxpayer Assistance Cenlers that will bhe
staffed an that day. In addition, we kope o beverage pur parnemships with groups in the
lpcal commuunity 1o make available literally hundreds of facilities across the country that
will be npen on that doy and rendy o assist mapayers
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| shomld note theat IRS has incorporased imformation on all individusal eredics and related
1 baw im thes draiming curricubam amd certification procsss. for the Yolunteer Income Tax
Asaisaniee (VITA) and Tax Counseling for the Ebderly {TCE) programs. Nesrly 50,000
certifled volunneers sre staffing approximately 11,5040 sqics nationwide assisting

Taspayers,

For the 2006 Filing Season, IRS inereasad the seope of reum preparation al VITATCE
aines bo alkow for tlie nclision of seourns with Caneelkation of Deln seses in o daect
meapoase o the icreased number of txpayers facing morgage forcclosures. [RS |sas
provided training 1o iis emplovees and specific training modubes for those panners who
wantad 1o inerease thair soope of services o nchide tae Cancellation of Dbt issue, Char
Taxpaver Assastancs Centers have also expanded ax liw soope of services to meluds
Cargedlatson of Dbt Income and First Tleme Hemebayers Cradin,

E-File, E-Pay el Divect Deporil

Thie cassest way for tapayers o recelwe their nefind (roem their 2008 tax ceiem s o fle
carly and eloctromically. Electrome filing opticns will speed the payivsent of sefimds 1o
milbioes of laspayers. Taxpayers whao o-0be amd choose direct deposat for their nefuesds,
for exarraple, will et taear pefiands im a8 fow as 10 davs, That companes e approsiivatily
aia weeks for people wheo fike & paper relem and gel a tradiviosl paper check. Thas ver
taxpavens could bave bopun filing elecironically oe Jan 16

The IRS in 2008 13 again offering free tax preparation and filing theough the Free File
proggram. Anyoss with an adjusied gross incomse up e 556,000 can use the standand Free
Fili: opiins this yoar — thal s approximately 98 mullicn aapayes. The progrem s alse
casier o use, includmg a standsrdized se of ebectranse forms teat are maost fneguintly
used by Froe File-clipgrble tapayers.

Thes yzr, the IRS @l s parners are allenng a eew opliom, “Free File Fillable Tax
Forms™ that opers up Froe File o vefually evervone, even those whoss incomes exceed
56000,

Free Fike Fillable Forms allows acpayers e L out and fle their s formes electromically.
Jjust as they would on paper. Thes cplson dies not inchude an “mierview” process like the
tradlitional Free File ollenmgs, bt il doss alkew taspayers woenler teir s data, perfonm
basic math calculations, sign electromically, prind their retums Bor recondkeeping and -
filie thiir retarns. 11 may be just right lor thase who ane comioriable with the as low and
doa’t need assistance completing their retams or those who use electrenic software o
prepane theer retums ot nevertheliess fibe usmy paper forms.

Barth the fillable-forme ophion and ke previcusly avatlable Free File offerings are
available paly throagh TRS.gay.

1040 Cemeral
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Onane last point, | requess the ssestanc: of the Subeommities in getting one critical
MEESARE ol te v constituents — the fastest way ie gt information from the IRS o o
gel questions arswered s RS gov, When tapayers visin IRS. gov thils iling sesson,
iaxpavers may polos the pew “rdating spetlight™ feaure on b homepage, The

sperliphes, which chamge every few seconds, glve the taxpayving public direct secess w
e of the vasa amsoust of content available o them on our web siig

Also con the hemepage, laxpayers cain click an Js8 Ceaten 10 find help prepanng ansd
filing thear tax neturms, Lake last wear, thas popalar seetion of IRS oy has & wide mnge of
offerings that address taxpayver noeds.

Finally, the RS i producing a number of podcasis this filng season than will be avatlable
ai IRS. goy. Ia additson 1o Tax Tips, Fact Shects and Mows Releases, these sho audio
itEery lews cover a wide range of topics amd arc & way for e [RS to reach oul i a new
gencralan af aspayers.

Sumimary

Thank you again, Mr, Clatrmsan, for the cppostumany 1o wstily thas meming, The IRS s
coitamislied 1o assist Amierica’s W payers in any way i can durdng this dulTaeul dise. W
understand that given the fragile state ol the aaomemy amd the fisencial duress of many
individusals, we ey need to go even further. You have my commitment and that of
Commessomer Shulman to waork closely with you as we msve forsand,

I sl b happy tr responed o your guesiams,

10
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Chairman LEWIS. Well, thank you very much, Ms. Stiff. Your
testimony and we would look forward to ongoing relationship and
continue to work with you.

Now it is my pleasure to introduce the national taxpayer advo-
cate, Ms. Nina Olson.

STATEMENT OF NINA E. OLSON,
NATIONAL TAXPAYER ADVOCATE

Ms. OLSON. Thank you, Mr. Chairman, Ranking Member
Boustany, and Members of the Subcommittee.

Thank you for inviting me to testify today about the challenges
facing financially struggling taxpayers. The IRS itself faces a dif-
ficult challenge in trying to balance its mission of collecting tax
revenue with the fair and compassionate treatment of taxpayers
who for whatever reason are unable to pay their tax bills. The na-
ture of this challenge is no different in a recession, but the number
of affected taxpayers is obviously much greater.

The IRS has many tools available to help these taxpayers and it
is now more important than ever that it use these tools appro-
priately and compassionately. The general premise under which
the IRS operates is that taxpayers should pay the full amount of
the tax liabilities they owe, but there are times when taxpayers ex-
perience financial difficulties and can’t reasonably pay their tax li-
abilities in full. This may happen if a taxpayer has lost a job, be-
come disabled, or experiences some other financial setback. When
this happens, the IRS’ goal should be to collect as much of the tax
as possible without imposing an undue financial burden on the tax-
payer or the taxpayer’s family.

IRS methods for establishing the priority of collection cases has
traditionally placed primary emphasis on those cases with the
greatest total dollar amounts of tax debts. As a result, many collec-
tion accounts do not receive adequate attention until penalties and
interest equal or exceed the underlying tax due and the total tax
bill is so large the taxpayer can’t ever fully pay. This situation oc-
curs against a backdrop of what I would characterize as an institu-
tional aversion to any collection method that results in collection
of less than a hundred percent of the tax the IRS believes is owed.

Consider the following. At the end of fiscal year 2008 there were
more than 2.6 million taxpayers with delinquent accounts or ac-
counts reported not collectible because the taxpayer had no current
means to pay the tax liability. In that same fiscal year, the IRS ac-
cepted only 10,677 offers in compromise and entered into 22,000
partial payment installment agreements. In other words, combined,
one out of every 78 taxpayers with a delinquent account was grant-
ed one of these collection alternatives. It is clearly not the case that
77 out of every 78 taxpayers with delinquent accounts were unwill-
ing to deal with the IRS. Rather, despite explicit congressional sup-
port for collection alternatives, the IRS has made these options too
inaccessible for taxpayers to obtain.

I am also concerned the IRS does not proactively identify tax-
payers who may be experiencing economic hardship. Today, for ex-
ample, the IRS automatically levies 15 percent of the monthly So-
cial Security benefits of taxpayers who owe Federal taxes without
any screen for low income tax payers or others who might be
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harmed as a result of the levy. This year, my research function de-
veloped a model for identifying these taxpayers. Our study showed
that over one-third of taxpayers subject to an ongoing Social Secu-
rity levy would likely be classified as unable to pay based on cur-
rent IRS allowable expense guidelines, and that more than one
quarter of these taxpayers had incomes at or below poverty levels.

To minimize harm to economically distressed taxpayers and im-
prove collection processes, I recommend that the IRS allocate re-
sources to provide earlier intervention on delinquent accounts,
make collection alternatives more accessible to appropriate tax-
payers, and implement a hardship screen for Social Security levies.
I also recommend that congress increase the authorization for low
income tax payer clinic funding to $12 million and explicitly au-
thorize the IRS to refer taxpayers to IRS-funded clinics, so that in
these difficult times low income tax payers can obtain assistance in
tax disputes.

Another important issue: taxpayers whose lender forgives their
obligation to pay all or some of a debt may face serious tax con-
sequences, since the Tax Code requires them to include the amount
of debt forgiveness in gross income. There are exceptions to this
cancelation of this debt income rule, including when the taxpayer
is insolvent or the debt relates to certain home mortgages. But the
terms of these exclusions are complex. Few taxpayers know what
the word “insolvent” means, and taxpayers use their home mort-
gage proceeds for purposes other than buying or improving their
homes; for example, to consolidated credit card debt or pay edu-
cation expenses are not eligible for the recently enacted home in-
debtedness exclusion.

To reduce burden these rules impose on financially struggling
taxpayers I recommend that congress consider adding an exclusion
in sections 108(a) of the Code, which provides that taxpayers are
not required to include canceled debts in gross income if the total
amount of the canceled debts from all sources during the year falls
below a specified threshold and we no longer require these tax-
payers to file a very complex form 982.

I appreciate your interest in these issues, and I would be pleased
to answer any questions you may have.

[The statement of Ms. Olson follows:]
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Chairman Lewis, Ranking Mamber Bouglany, and dislinguighed Mambars of the
Subcommitbae:

Thank yauw Tor :':‘u.uln‘ql me 1o baslify 1oday about the challenges Tacing irancially
sinuggling taxpayers. The IRS #salf facas a difficull challenga in balancing its messon
ol collecting 1he tax revenus thal our govermimend requires 1o Tunction with tha tair and
compassicnate treaiment of laspayers whe, for whaleeer reason, are mable o pay
their iax bills. The nabure of e challengs = no diferent in a recession, but tha
number af alected lakpayers i chvicusly much grealer. The IRS has (ools it can use
2 help these taxpayars, and it is now mona impariant than ever that | use thase ools
appropriately snd compassaonataly,

I appaud Commissionar Shilmen and Deputy Commissionar SH for the sensitivity
the IRE has ehown lowand the challenges inancially disiressad laxpayens arg
mxparienging and for annauncing plans to show fledbiity in certain collection matters,
In my testimony today, | wil denlify & numiber of cbatacles that pleca burdens on
fnancialy struggling Bxpayers, and | will propess adminstralive and legiskalive
salutions

- | A ng Fimanci T:

1. Early intervention in collection cases s efficient and benefits

taxpayers, but IRS case assignment practices 4o not promots sarly
intarsantion.

RS methods for establshing the pricety of colleclion cases have Tradilicnally placed
prirary emphasia on he aggregate dollar amounts of the dalinguencies.” For
axamphe, a taxparyer owing $100,000 will typically receive higher pricety than one
cwing $10,000, while the katter taxpayer wil generally be considered a much highes
priarity than one owing 1,000, Whike the bpe of ax al issue may affect the proarity of
a case — for axample. a casa involving amploymant laxXes may nacea mona prony
comsaderation than ans imoling ncomea taxes — we believe hat e age of e
accourd often does nol receive apprapriate saight n determining ils priceity, which in
turn pleys & critical rosa In deciding which casas receiva perscnal contacts from RS
callection persannal. As & resull, many coleclion aceounls de nol receive sdequata

' The viass aspressad Fanin are soldy thase of 0 Nalonal Taspayar A%oala. Tha Masonal
Taxpayer Advocate B appoinied by e Seomiary of #e Treasary and reporis o ihe Commissiono of
Iniemal Revenue. Howesver, the Nasonal Taspayer Advooals presenis an independent Eepayer
mmﬂmlhﬂm;m“nmrlyrﬁm rm-pmrhuncfl.haﬂﬂ e Treasury D-upurh'rrurt or the
Cilficzy ol Managemant and Budgsl. Cir 1 ¥ 1g e v Pkl

Echatseaaii i Pl Submitied o ¥ IRE, Ha Trarsury Dapatment, o tha Offica of Manegsmant ared
Budgal for prior appeoeal  Howerer, '.thm prowvichen! podninsy copias ol This stabament 1o both the IRE
and e Treasury Deparment in advanoe ol #is hearing.

! 25 Mews Release, B55 Beqirs Tas Season 2008 with Sieps to Help Fimancially Disessed
Taspaypers; Promoles Credis, e-Fils Opbiors, 90-2000-2 (Jan, 6, 2008].

1S Smal BusnessSal-E mployed Division, S Baeed Colection (ke 20086
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attention becauss the fapayer does nol owe “enough” delinguent taxes = at keast not
yal.

1t is widely accapbed in the business communily that aocounts receivable become
much more difficult bo cobact the lenger they remain dalingquent. Acoording o a study
by Dun & Bradsireal, the prabability of colecling & paymeant B0 days gas) dus daclines
by 12 parcent for pach additional 30-day period.* A& survey of mambers of tha
Commercial Collaclion Agancy Section of tha Commersal Lew League of Amesica,
comgleted in Juna 2001, ndicales thal generaly, if an account is B0 days definguent,
anly 723 percant of tha dabt will ba collecied; al six months anly S0 percant wil be
colacied, at 12 manths the igure talls b 25 percent, and at 24 months, only 10.5
percent will ba colecied.” In fact, the IRS has also recogricmed and validated this
“collectiniify curve® In a number of sludies.” These sludies acknowladge that on bax
debils that are 24 monihe past duse, the IRS typicaly eollects approsmately 13 cenls
on the dallar, and tax debés become practically uncoleclible afier three years,

In addition io ihe prablem of accounis becaming stale and less likely o be collected in
full, the amaunt of tax owed tends o “pyramid” due o the acoumulation of inbarest and
panalties tha longar It is outstending. Irerest ganerslly aocrues on dalinguent iax
anoounts at ihe federal shorl=lem rate plus thres percentage painks, is compoumded
daiy, and applies tn panaliss and irerest as wall a5 tha ouksianding tax balance
itgell. Failure-lo-pay penaitias accrue al 0.5 percent per month up ko 25 percant of he
delinquent balance.” When balance due accounts are nol addressed and resabeed
timedy. il 5 ot uncommen for penaBias and intarast 1o aqual or exceed the crginal
delingquencies. Such addRional liabdities can make iLvary GMcult for taxpayers bo pay
bath their delinquent tames and their curent liabilges, This sibuafon ocours against a
hackdrap of unavalability of colacton alernatives, ss descrbed balow

Tha IRS pererally uses an “assembly line” approach ko colleclion cases, starting with
& presat number of autamabcally ganarated written noticas, followed by assignmant o
the Autermated Collection Syabam, fallawed by placemenl in & queus for assigrment (B
fimkd perspnnal, Howeer, this approach has produced less than desrable results
Congldar tha following:

Cd all taxpayer definquant acoounts 1ha RS reported in “active” invantary af the and of
FY 2008, 48 percant of 1ha individual taxpayer accounts involved bwo o more
delinquent {ax years, and 39 percent of the business tagpeper accounts involved thrse

* Bne Davidd Sher & Martin Sher, How l Doler Dadis and 5130 Keap Your Cuslosmns al 51 (1909)
¥ Codetion Tramds, avadadie alwsw. POt cosdreiiands, i,

'mﬁwmnmmm.mmmmswmwwmm L
(Mar. 27, 2000 IR, Aulomaled Cobection Eysiem Opanating Wodel Toam, Collsciblly Cunse
Aug. B, Z002).

IR § BS a2
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or mane dedinguent tax pl-ril;rl:l:." Additicnally, 80 peroent of delinguent modules
irnalved tax perods in tha wasrs 2005 and priar.” In Bght of tha IRS's *collectibility
curve,” i is mal surprising hat ihe IRS reporied nearly 520 billan as nol coleclible in
FY Hd — significantly mone dalinguent tax dolars than were collecied on taxpayar
delinguant eccounts, installmant egreemants, and offers-in-comgromise combingd, ™
The traditsanal IRS invenbary dalivery methods for callaclion accounts ané nal
delivering optmal rasuts in the collestion of dalinquant ravenua ar in providing timsabhy
safvica bo taxpayens with collaction problams,

I racommend that 1ha BRS sliozata it rescurces o provice aerller intersention, in the
farm of parsanal of other reaningiul contact by IRS amplovess, in collesting
delingusand lakpayer accouns.

2. IRS procedures discourage the use of collection allernatives like
offers-in-compromise and partial-payment installment agreements,
even In cases whare taxpayers cannot pay the Tull amoent of their
tax lEabilities.

The genedal preenise wndar which the IRS aparates |s thel taxpayers should pay the
full armourt of the lax @bililies ey owe. Inmy view, this ganaral pramiss is camect
But thara ara fimes whan taepayars expanenca financial dfficulies and cannot
reascnahly pay ihair iax Babililies i full = ar somatimes aven &t all. This may heopan
if a Eaxpayear has load a job, becomes disabled, or eaxperiences some ather majar
financlal sathack. When this happans, the IRS's goal showd ba to collact as much of
i lax 83 possible wihoul Fmposing an undue inancisl burden an the laxpayer of L

tanpayer's famity.

Congress has given Me IRS twa imporiant calleciion allematives io use in warking
with firamcally struggling taxpayers. One is the “offerincompromise” inwhich the
IRS agrees to setiie & tax kability for less than tha full amount owed.” Offers based
an sallectbiity concerms ana a good deal or axpayars baesuse, whils 1hey regquing
tanpayers o pay their tax obligations ta the sxdant they are able, thay give tBaxpayers
the cpporunity to mesa a fresh start, rameying the threst of enforcad IRS collectaon
atlions thal oiharsise would be hanging owver their haads far the nexl decads, Ofars
can also be a good deal for the govemmant bacause they bring in a5 much revenus as

"iRa E;EIEIul.irdﬂlEdH-Emwpd Disision, Cobeciod Aoy Raacd WOLB000-242, Tagnapas
Cabnguant Ancosf Cusnikatieo Repod {Sapl. 28, 2008}

"id

i (B8 550 B3NS T was reporied as “curmeniy nol collsclibles” in FY 20001 So¥eciion Actwiy Mepod
MOS0, dretalimey Aoreemevy’ Cusocisties Bepod (Seplt. 28 2008 Cobachon Actwy Beapord W0-
SO 105, Rapor af Qe in Comavevtings Aehinly (Seel, 350 20081 CoNecion Achwly @agcn! M-S0
1490, Racan af Soooomils Curandy ol Codsoibhl Regoit [Sept 27, 2D0E)

" IRC § T1ZZ. The IRS aotnpts ofers based on thies grounds - doubt as o coboctbifty, doubl as o

liabity. and effeciive 2 adminisiraton (ncudng equty, public goboy, and sconomic Fandship
o |
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is fpasible and, very impartanily, they contain a contractual term that requires the
taxpayer toramalm in full complancea with tha tax leas for the fallowing flve-yasr
period. " I the taxpayer does nat comply with the confract (Bms, the RS may place
the offer inde defaull, which will cause the anginal fax liabdity {minus any paymants
mede) iz be rainstated in full."” One sludy showad that aboul B0 percant of individual
Eaxpayers with accepled alfars remained substantially compliant far he Fe-paar
pariod, ™ Importandly, the offer-in-compromisa program alse gives lEEpayers
confidence that the govamment will deal with tham Raify and compassionataly.
reassures the public that the gowernment will nat put them ot on the sireel or reguine
them fo lve withawt the abdity to mast bas iz lving axpenses

& secand collection aliemative is the parial-payment instalimant agresman,'® Partial
payment instalment agreements may be used when a texpayar cannat fully pey 8 tax
dabil during the 10-yeer eallection satule of limitalions but has te shilty (o pay &
porticn of the dabt in nstaiments. The RS is required to resioe partial-payment
irestalimant agreaments avery T yesrs and mey reguine the texpaver o meka langer
menthly paymenls if 2 dalermines that the Tinancial condilion af the laxpayer has
significantly improved, "™ Absert such a significant improvement, hawnvar, the
taxpayer will conbinue to meke payments under tha agreamsant until the colleciion
pariod exines,

Congress has made 18 support for collechion albematives axplicil |n 19848, the
conference commities report accompanying the IRE Festructuring and Refarm Act
made tha fliowing statemant about offars-m-compromisa;

™ B IRE Form 856, Offer i Covrnmanis, § Vi) (Fal. 2007}
™ IRl 5,18 73,20 [dan, 16, 20057 IRM 223 3132} {Do1. 16, 2007

"Imlmﬁﬂﬂm.ﬂﬂm-&’maﬁmﬂmI:"I'EH'DEETH(BEN.EDUI-].F:El'rcﬂd.
offers can also be beneficial from a revenue sandpoing. InFY 2007, scoepled olers. genenied 17
pents for svery dolarowed. Inlemal Resenue Serdcs. Of%er in Compmomise Program, Evecoites
Swrmaey [Sug 13, 2007). By conbrasl, IRS ressarch isdicales e (RS has hefonoaly colleciad anly 13
canls for avany 51 owed af dabis Tal aea b yaam okl and vimealy nofsing on dalits that hiea Esan
outstanding fof e wears of morn. niamal Revenes Sanace, Awomated Coliovan System Opaating
#focked Toam, Codachbary Cune (Ao 6, 2002 An ]S sludy of rejecied oflers that subssquently wen
desmed “curmently rol colecibls” CHE] found thal 27 peecent of the casss nvohing ndradusls and 4%
parn of he cerses: imvolving businseses wens abeady in CHC stahe o the Bme the cifam wam
rejected Intamal Revanus Service, Analsis of Vasus Asaecty of e O1C Pogram (Sapt 2004) 1n
ather wonds, tha IRE mpoctsd $a Lepasers offar 1o pay somalhing, and ofien anded U with noming

'1'|FH3§-E1 55, Friorio 1998 the IRS adminksimiksaly emensd nlo partialpayment instaliman
agresmends. In 1554, e IRS Office of Chiel Counsel msusd a memorardum conduding thal padial-
retalimant agresmants wers nol permessible under e b Thees, from thet lme uetil
Chiedaar 22, JHH. ircilalimand dgmansn s woss s babbs only il begeipers peid thair e labiditias n Tl
In Tad Armarican Joba Creabion Acl, Congrass auihonagd peralpaymant irdlaliman agraamans. Sed
EL.M 10E28T7 £ BN aK 1], 118 Etal. 1418, 1600 (2004); HA. Ren Mo, 108-TES al 45 [ 2004)
. Hep.

IRE § 51580
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Thix configrens beliees thal the IRS showld be fiexible in finding ways o
work with taxpayers who e sincaraly trgng 1o maet thewr obligations and
remain in the tax sysiem. Accordingly. the canferses befeve thal the IRS
shauld maka it sasier far @xpayers o enter into offer-irccompromise
agrasmants, and should do more tn:- educata the taxpaying pubdc about
ihe avadability of such sqreamens.’

Similary, tha Houge report ralating 1o the American Jobs Creation Act made the
fallewing statement abaoul pardiak-payment instalimeant agreamens:

The Commitbae balieves thet clarilying thal the IRS is suthorized o anter
inta irstallment agreements with inapanvers that do nod pravida far full

paymant of the taxpayer's ety over the life of the agreament wil iImprove
affective lax adminigiralion.

Tha Commitias racognizes that some taxpeayers ang unabés or urreiling b
erler inlo & reakatic offer-in-compromise. The Commities believes thal
thase mxpayers should b encouragad to make partial paymants toward
ragoling thair tax; liabiity, and I:hBtFm'IdIrh; far partial peymsant Insiallment
agramments will help fac itate this

el gaspde this daar direction from Congrass, the IRS Collection fumclicn possasses
what | would characterize as an insftutional aversion o any collection method thal

ressults i colaction of kass than 100 percant of the 1ax tha IRS believas is owed
Congider e Tolowing:

¢ Al lthe end of FY 2008, there were 2800457 taxpayers wilh dalinguent
BCODUNES oF accounts reponad not collectible because the taxpayar had no
curment means ko pey the lax abilty {excluding cases received during the
seoond half of the g,lr.rarﬁ

o In FY 204, the RS secapted 10677 offars in compromise. ™

" H.R. Bep. Mo 05-535, ol 209 |18 (Conl. Bep )
S HR, Rep, Mo 10B-548, pl 1, 81 307 [2004)

™ IRE Sl Busirnes Sal-Empheyad [ . Cedaction Aefivily Repor NOSSN00-2 T

Dalnguam Accows Cumaialive Rapoyd FY 2007 and Fy 2008 To aeviee ot this total, wa startad with
thi rsmber of [aspayers wih Tadpayger Dolinguesnk Aoocunis: o e beginrdng of The wear. added
addibional coses recefved durng the drst s months. of the year, and subimded &) Espayer acocounk
dispemsiiors secepl curmnlly rol colectinle |CHC) hardship deposticne. For purposes of shis
cilubiation, wi aecludind REount that Bacan delngun during the seond kall of FY 2008, aa the
IRE wouild nat macessany have had an oppanunily o ok thoga cases. Cearall, thi mvaniony ol
delnquaen aooounts af the end of FY 2008 shood ab 8 000, 260

RS Small BusinessSef-Empioyed Deasion, Codleoiion Aottty Repom WO-S000- 108, Mosimly Repor
of Cifer by Compromiss Al FY 2000 Comulaires Thmegh Seplamber — Safiorml Tofal
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= In FY 2008, the IRS enlesed nto 22,555 partia-payment nstalimeant
-;r||'.r=|n'|n|'.|rﬂ.'l.E'|

In other wonds, ane oul of every 244 Expayers with a delinguant accaunt recesved an
offerdn-compromise, and one out of every 115 faopagers with a delinguent account
recalved a partial-payment instalment agraemant, Combinad, one cut of ewary T8
taxpayers with a delingquent account was granted one of these collection aternalives.™

i is clearly the case that some taxpayans are unraspansive o IRS nolicas oul of faes,
pracscupation with alber prabilams, ar in cerlan circumsbances a willful desirs 16 Nout
e law, Butit cleary s nol the casa fal T8 oul of every T8 taogpayars with dalinquang
accounts ana unwiling 1o deal with the IRS. Rathar, the IRS hes made collecton
alternalives oo inaccessible for Expayers 1o cblan,

Congider the offer-in-cormpromise program. In 200, the IRS ceniralized the
evaluation of offers-in-compromise, shifting responsibility from Callection field
parsonnal b IRS campuses. The IRS also instituled mora rigorous requirements for
the processing and consderalion of alfens oul of cancarn (kal @ was recesding loo
many frvolous offers ¥ i the IRS's assumplion that it was receiving exoessiva
frivoious offers was comest and the procedures it irstituted o redusca the umber of
Frivobaus offers ware alfective, ane would expedt Lhat be number ol affars recaived
wiould have declined and the number of accapied offers would have remained
redativedy constant.

at iha data iell & very diffarent story. The rnumbser of offers the IRS recaives has,
indead, declined — fnom 125,380 in FY 2001 10 43,8389 in FY 2008. & drop of 65
percent. But the nurmber of accepbed affers, far from remaining constant, has decined
enven more — from 38,643 in FY 2001 to 10877 In FY 2008, a drop of T2 parcent. In
FY 2001, tha IRS accepled 34 parcant of offars, whils in FY 2008, it acceplad andy 24
pﬂ'l'l:ﬂ'ltnfﬁﬁﬂfﬁ-\.ﬁ These dala sugpest that the IRS has erecled so many barmers that

RS Small Busines'Ser-Employed Division, CoNecion Actviy Sopod A0S, (nsiatmant
Apresmend Comuwnlve Bapod (P 2008)

 Tha Fi5 ke metalment sgresmants sty maiabie o epayem who Gin ey Seie isbiiles in
full. i FY 3008, ha IR grankad 28 mikon indlalmen] aassmens. IRS Small Buiiras/Sal-
Empdorpnd Divtaion, Coleclion Aovily Rogsod NOG00-6, Malsdmand Agroacran! Comohabg Rapoad
Thus, parial-payment insfalment agresmenis constiuled fess than one peroent of afl instalment
agres=ants granted

™ The BS Form E58, Ofier v Compromiss, package is now nearty four Simes a9 iong a8 it wes befom
1 preggram weis caniralieed. incniaging om 12 pegas in 1997 e 44 pagics Kday. Combined wih
infioimation aboul e prognam on tha IRS watkibe, e oarent apalicaSion and acoompanying
Irsiructions massun reary a hall inch. thiok.

“mmdmmcﬂmlsmm by dasding e nusnbar ol offers acoepfed by The
numbar of offer deposbiors. Ses accompanying charl on pags 8.
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it has ?Eh.nlly detarmad valid ofiers at a highar raba than it has determed frivolous
offars,

Legislation enactad in 2006 has further decouaged topayers from submitling
affars.™ Undar IRG § T123c)(1), taxpayers raguesting offars In compromise must

N generally provide significant down payments al e Gme hey submil their oflens.
In the case of a lump-sum affer, the {Eepayer must make a down paymaent of 20
percant of the offared amownt In the casa of & periadic payment affar, the lExgever
rmusi make an inilial nstaliment payment with the offer and mest continue o maks the
prapased instaliment payments during the pandency of tha offer. Taxpayers whosa
incomes da not excaed 250 pa-n:;antufma powarty level ara aligible for & walves from
the dawn payment requirement.

In 2007, the Taxpayar Advocals Sarvice mﬁﬂle.E-d a resaanch study 1o essess tha
impact af tha down payment requirement.”™ Tha study analyzad a re

sample of more than 400 offers that the IRS accapied in tha months jus! bafare tha 2
percant reguirement ook effacl Among the principal indings ware thal 56 pancant of
tanpayers whose offers were accepled and who made lump=sum payments ohiained
the funds from femily members and fiends, Whita family and fiands may b willng io
help & laspayer el siraght with the IRS, they anme probably much lkeas willing o
prawide furds for taxpayers 1o make down paymenis an offers that are unlikely 1o be
acceptad — and fawer than one in fouwr offars is, In fact, accapiad, Thus, not
surprisingly, the number of oflers recaived by the IRS fedl by 21 percant rom FY 2006
b3 FY 2007 as the down paymend requirsmant iook effect. The following fable
illustrates the shamp declin in the number of affars recaived and acoepled.

ﬂlnmtﬂﬂ.ﬁlﬁ!&diﬂmrﬂﬂu A Enal deciien B accapl o najec] T ol - 20 pancent of ofas
wiha raiuemesd, 10 paroenl ween calamined i be nol eocessabie. and 10 pedcant wana wthdmmen or
mminaled. Thus, the bamess arg g high thal not oy is i Silool o get an o®er aooapted, Dol most
Ivpayens who submit ofers do nol even receive 8 deasion based on the mans of the ca=e. Gompoms
IRS Simall Busiree Sal-Employed Dasson, Colechion Aoty Repod NO-S000- 108, Uonihly Repod of
Qe in Dommpensis Aatlly Curmhalve Micigl Septambas 2001wk IRE Srall Businaes'Sal-
Emplopod Division, CoNeclion Aciwiy Masod 8050004108, MWandhy Rapor? of Offor it Compromiss
Ay Cumulaiee Syoogh Senkemiber A0,

* Tax Increass and Prevenlion Reconciation dcl of 2005, Pub, L. Mo, 108222 § S08. 120 Sim. 145,
J02 {004

X B IRE Faca Shesal, Z07-180, Réarannie 1 Fovmo 856, O i Domidni, saatatd &

It 5. Qv e nomin ibca, jo= 158404, 00 hem| (ast visiled Fab, 23, 2008) For this purposa,
this paossedty guidelinies isswed annually by thea Cepartmen] of Heatth and Humman Sandioss ang used.

* Natonal Taspayer Ackeocals 2007 Arrual Repor to Congress, wvol. 2 [Heseach Report Efsct of Tax
Incrayss and Prevenion Reconctaion o of 2005 on RS Offer v Compromiss Progmm)
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IRS OFFER-N-COMPROMISE PROGRAM, FY 2000 - FY 2008~
Odfer Beceipts, Dispositions, and Acceptances FYO0 - FY00
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Az g result of tha sdminisirative and legistative chetacias thad have bean erected, |
haaf fegularty rom tax practilionsns who say thay kave givan up on the afer-ine
compramise program as essentaly a dead katter. Moreover, tax professaonals el ma
trigd givean the low possibiity of the IRS pocapding an offer, thay ana adwising their
clienls ta fe for bankrupley. When that kappens, the RS generally will collect less
than thraugh tha affar-in-compromise.

Whiles tha kiztary of the partal-payment inslaliment agraemenl gregram is much
brigder, the agpregats data indicate that & toe, is not widaly ulilzed. Indasd, mos]
taxpayers and many practitioness are nod evan swara it axigls,

Whal has tha IRS done instasd with respact to lexpansars with delnguent accounis? In
FY 2008, it placed ore milkon lexpeyers into “currenlly nat collecible” stalus —
meaning that the IRS is callecting nothing al :.Im-lrl:l it fook traditicnal enfarcement
aclions sbout 3.4 milion bmes, Irr?mm 2631 038 lavies, placing TG6E.168 llens, and
conducting 610 prapary sairures ™

IRS data show that greatar usa of rediicnal enfarcament kool Bka llens end lavies
dass nal hawve a signilicani impact an averall sallecion. For example, the rumber of
Ieims the IRS has mposed plummaeted from 3858000 in FY 1887 ust before the IRS
Restructuring and Redorm Acd of 1958 (REA 'SH), o 220,000 in FY 2000, and then

¥ |R5 Emal BusinessiBei-Employed Division, CoNecton Aoy Repor NOL5000-108 (Fr 2000-
F¥ Z008|.

* i Small BusinessiSeti-Empioyed Division, Coliscbion Acialy Repom NO-5000-148 (Sepl. 2008).
|G Smal Dusinessifet-Empioyed Dnision, Colsction Actiaty Report NO-S600-2 |Sepl. 2008).
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climbed back up ta 3,78 millian in F¥ 2007 ¥al tha IRS collection yield has risen an
& glow. ralathvaly consistand and gradual peth aver that pediod of tmea with na
discernable revanue kbss resulling fram the posl-REA "B reduction in kyies, &5 shawn
by the follcasng chard,

TOTAL COLLECTION YIELD AND LEVIES ISSUED, FY 1985 - FY 2007
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Simply atated, this chan shaws no comelatian batwean the number of levies iB2ded
and the colledction vield. H also is nol dear from this infomation wheather the IRS is
using its levy authoty in the most appropriabe instances, For esample, | discuss the
Fedaral Payment Lewvy Program below and address il impact on low income
taxpayars. Separwiely, howesar, it is warth noling thad the Treasury Inspacior General
far Tee Adminisiraton recently found thet in ardar to place thase kvies, the IRS s
paying fees to the Tressury Depatment's Financial Maragamenl Service (FMS) (hat
come to 51 percent of the levy proceeds the IRS rmecenves in cerain low-dolar cases, ™

There is na doeubt Ihat collectian allematives are a good oplion for financially struggling
taxpayers, and some of the data | have cted sugpests that collecbon allematives may
at=o be 8 good dasl from & revenug collecton standpoint. In 2001, i may have bean
fair 1o ask e quaslion: How can wa reduce the number of fiealous offers? But in
light of whai has happanad with tha offer program, & is now bme to ask the quastion:
"How' can we increase tha numbar of appropriste alers?

= Sow IRG Sl BusniasSol-Employed Diviaion Resaaech, Liang, Levies, Seron, sl Talal Vi
A0 Paar Filng Trevd (Aug. 19, 20087 IRE Siatshics of Incoms Dina Books, Tabla 16 - Dalingusant
Cobeclion Acivities.

“‘Tmmmmummmnﬂ.m 2000-40-031, The Federay' Papmen! Loy
Propmm ieeds do Reduce Tagpess Buroen and Manmdre Bevanue (Feb, 30 2008
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| am pleased o repon thad the IRS has commitbed 1o working with my office 10 conduct
a comgrehensive ravies af 1ha affar process, o reisa (B procadures 1o encourege
qualified laxpayerns 1o submil olfens, and 1o refine its scceplance standands o accept
mone valid offars,

I recammand (1) thal the IRS lake slegs o make collecstion alernalives mons
accessile 1o appropriabe axpayers and (&) thal Gongress consider suspanding the
20 pencant down payment reguirament o thal we can assess whather revampad IRS
praceduras can Hock frivolows offers while saliciling mone valid offers.

3. Tazpayers are subject 1o levy on their Social Security benefits with
na filter in place to determing whether such levies will cause
econamic hardship.

The Federal Paymand Lewy Program, which | will refar 1o as the FPLP, was established
by Congrass in 1997, It ensbles tha IRS o continuousty levy up ta 15 pencant of
cariain federal payrments made (o delinguent laxpayers. These leves mesl commanly
attach 1o Social Security Administration payments, In fact, of the mare than wo million
FPLF lewy payments the IRS recahed from faepayers in 2008, more than 83 parcent
wara from Social Security benefis ™

FPLF levias on SociEl Sacurity banalils are nol one-lime attachmeants. FPLP levias
may continue unbl the enlire amound of the federal @Ax debl is repaid, other payment
amangemants ara made, or tha datt becomes unenforcasble by aw,

Urdil 2005, tha IRS wused a filler o presvend low income taxpayers from being subjecied
13 FPLP lgwias on thair Social Sacunty paymentz. Howavar, a repart publishad by tha
Govamment Accouriability Ollice (GAC) n 2003 questioned (he affecivanass af tha
|ov incomee li!-ur.“‘ which raliad on the taxpayer's Tolal Posiiee Income fram the last
filed ratum &5 N5 sale massure of A IExpayer's financial siuation.” The GAO
absareed that mos! laxpayens had nol fled a recent return and 1hal ha insome

* Taspayer Rakal Act, Pub L. Mo 10534, § 1024, 111 Stal. TE8, 023 (1907 /G § 6331(h)

* S IRE. Waga and Investmant Division spraadshest, SFLP Moty Couota, FY 2008 1,797,530
(fotal numier ol FPLP Sodal Security Adminsiraton levy paymanis recedved in fscal wear 2008 !
2,161 874 dctal rumiter of 81 FPLP lewy payments moeteed m Py 2008] = &) percani]

* Ganeal Accouning Dfos. GA0 03-156. Tex Admnisiaion. Feceral Baymest Levy Dapmend
Muasums, Pecormmancs anod Eqguly Can o dnmved (20000 The sama of e *Gansesl
Acnounling OMca™ has Since baan changaed bo tha “Sosamment Accounabiitg OMca”

" Tolal Pestive Incame is cakuiaied by adding @ posiive values $om the folliowing incoma Sokds from
2 o parpers mosi nscanthy [ed indvidoal fo meioen: wagss, inlemsl desdends; disinbotons o
pannerzhips, small buziness opomtione. setales, or buste: Schedule C nel profite; Scheduls F nel
profes; and o incose such ae Schedule D prolits pod capitsl gains derbulone  Lossss repaded for
any of Peass values @a resied e zam. Fora mon detaled discussion of Tis e, ea Matioral
Taxpayer Advooalo 2005 Annual Roport [0 Congrass 123-135, National Taxpaser Advooats 2004
Anriial Repor 40 Congress 2006- 251, Hasonal Taspayer Ackocaks 2003 Annual Repor o

Congress 206212, and National Taxpayer Advocale 3001 Snnusl Report lo Congress 202208
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information was thanefore nof reliable. The GAC repon also nobed that the Siter failed
ba recognize that teapevars might heve athar aseets that could satisfy the tax Reability.
A5 & resull, the IRS slopped wsing tha flbar evan thaugh the rapor did fol eaplane (ha
effect af the FPLP lavies on taxpayers who ame unable o afiord tha levy, Since the
removal of The lew income filter, TAS's FPLF casas have increased by mora han S00
percenl ™

The rapar pubshed in Wokome T of my 2008 Annudal Rapar o Congness
documents TAS Research’'s design, devefopment, and prefiminary tesling of an
improwvad screaning modal that could determine whathar the FPLP levy will cause a
Laxpayer economic hardahip, Tha new TAS model was Epayars’ incoms information
fram filed individual income iax retums and pagar dacumands filed with the IRS, such
as Foms W-2 and Forms 10498 for pansion, caplial gains, dividand and |nfares
imcame, o eslimabe he uqlﬂj!ﬂl"‘ﬁ o

Mext, the TAS meoded uses oihar tex reburn dals 10 estimeale expenses roulinely sllowad
by the IRS when determining & laxpayer's ability b pay. The TAS madel then
companes these fo amounts o Sateming whether the FPLP lavy on the taxpayar's
Zaocial Security benedits will cause tha tazpayer 1o sufler aconomic hardship. In
additional testing of the model, TAS Resaach lcaked al how results differ when the
2008 alipwable Ising axpenss guideiings are used comparad o resulis using the 2006
guidelines &5 well as diffesencas that emsange whan tha 2008 poverty bevel is ussd as 8
filbar in lieu af using the 2008 alowable living expensa guidelines.

The TAS sludy alss examined the availabity of other assets o salishy the tax lisbilty.
In addition o loaking far the presances of real propery, as supgesied by the GAO, TAS
Fessarch reviawed cases for tha prasence of more bquid assats by asbmating
underlying princioal amouns from reparied inleresl, dividends, and capital gains.

TAS Ressarch's fndngs show that tha use of data slready In the possaseien of the
RS appeans suflicien] 1o accuraiely determing whalber FPLP levies will cause
eonemic hardship o Social Security mdpients, The folowing are some of the mast
significant conclusions fram the rapart:

& Over ane-lhicd of &l FPLP cases subject io an ongaing FPLP levy wauld likely
be classfiad as unabls to pay based on curmard IRS allowable living rpense
guidedngs

=  TAS eatimales hal mare than are-guarbar of FPLP lasgayers wiha paid their &x
abilities, entered inta installment agreements with the IRS, or wam subject o
an cngaing FPLP lavy hed incomes &l or below the poverty kaved,

™ Ta% FPLP rases increased fom G285 in FY 2004 Io 3222 in FY 2008, Taspayer Adencaks Senioe,
Huswees Pardormancs Mansgement Sestem (Sapt 2048)
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= Most taspayars with small kablities endurad tha FPLP Social Sacunty lewy aven
though their ncomes showed an nabilty o pay, suggesting thad they may have
foregone some basic living expenges,

= Alhaugh tha 2008 allowsble Iving axpanse slenands are typloaly maon
generous than tha 2006 standands and dassified mare logpayers who paid or
aatablished installmant agreamants &5 bbing unable 1o pay, our fnancial
analysis suggests that mast of thase feepayaers stll had incomas at or balow the
pevarly lavel.

« An analysis of taspayer assals located by a third-party data source shows that
tha IRS has sufficient tax data io determing if many of these faxpayers have
assels Mal may be wed lo safisfy & lax delinguency.

In partnership with my office, the IS is now in discussions with ils programma s aboul
thee Teasibility of implemeanting &n alowable expansa or slbemative ler. Priar o
implemaniation, | recommand that the IRS conduct a fiedd tast of the allowabia
pxpanas fller we devaloped o debermine s effectivensss in prolecting low income
Social Security reciplants whao are expanancing aconomic herdship from an FPLP lewy
while ol undairty fillering out laxpayers who haee the wherewithal o pay fher tax
lighilteas, During the test, irancal infarmation would ba cobacled from laxpayers
salactad in paricipate. Tha resulls of this analysis could than be compared o resulls
of B simulated linancial analysis perfanmed by the ller fo delesming ils accwsacy, I
the field test varfas the sccuracy of the alceabla expansa filtar, the IRS shoukd
pracesd o implement this fiter io proies Eopayers from FPLP evies which would
causs seoncmic hardship.™

4. Taxpayers who cannot pay their debis in full may have tazable
“cancallation-of-debt” Income, meaning that they may obtain ralief
from their creditors only to find themsehes faced with additional
tax and a minefield of reporting obligations.

Under section §1fa)12) of the Code, a taxpayar wha is relieved of an obligaion o pay
all ar & portien of & dabt ganarally must include tha amaount of dabt forghvanass in
grass income.  This “cancellaton-of<debt” nda is subject b cedain exdusions, such as
where a taxpayers debts are discharged in a bankniplcy proceading or whare (and 1o
the axtari thai) a iaxpayar is “inschant,” maaning thai the taxpayar’s tolal lisbilites
excead ihe fair market value of the laxpayer's assets, In 2007, Congress added a new
exclusion in the Morgage Forgivanass Dabt Rellef Act. The new exciusion ralleves
homeownars who used mergage proceeds to purchase, substantially improsa, ar

¥ Thi Tenssaury Inapacior Garseal tor Tae Adminskason abo secanty moommended thel the IRS
rireabiube @ Mier G iden ity and ekl e epers T whom & ey would impoose Bandebia Ses
Inepecdor Ganersl ke Tae Adinababon, Fael, Mo 2008-40-031. T Fadersd Papmias Loy Progeam
Pacty & Raduce Taciissis Buniin and Mo Ressaon (Fab 20, 2000}
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refinance thaeir pringpal residence from additional ax Bability if all or a porion of ther
mcrgege dabt i cancalad pursuant 1o 8 forecoswre of loan moddication ™ Tekan
tagather, the bankniploy, insolvency, and mangape exclusions ane designed io
pravide relied from the cancelalion-of-debi rules for financially siruggling taxpayers.

Hevarayer, bt major sources of confusion prevenl Raxpayers rom taking adwantage af
thesa refief pravisions, '’ First. tha serms of the ascluson are complax, Faw taxpayers
knoww what the word “insohsent” means. | is particulary difficull for laxpavers. 1 Sguns
out how 1o compute their tobal liablites and the fair marked value of their assels so
ey can detarmng whethar thay ara insolvent and, if so, inwhat amount. Smilarty,
available data suggest thal & majority of homeacawners who have suborims morgages
used a partion of the ban proceads for pumpesas alber than acquiring, substantialy
improwing, or refinancing ther principal residanca (a.g., to pay off car loans, studani
laars, medical biks, credil cand bils, ar olhar consumer dabi) ™™ To the axtent of he
amaunt boroaed for these non-gualifying purpeses, morgage debl cancelation is not
axcludabla from incoma,

Second, taxpayers who daterming that they qualify o exclede an amount of dett
cancaltation fram incomea must make carsin basls and ciher 1ex sfirbute
adjusimenis.™ To do so, Expayers must Be Form 982, Reduction of Tax Alirbules
Dog o Discharge af Indeblednass fand Saction 10872 Basls Adustment), with their
redurns. Form 982 g technically chalianging, asking Laxpayens o adusl. among ofher
things, net coeraling lossas, general business credil carrpavers, mnimum ax credits,
niat caplial losses, nondepreciable and depreciable propearty, passive sctivity loss and
credil canrpovess, and foreagn 1 credd cerryowars (although many non-Busness
tanpayers do nat hawve these tax attibutas).

Uriforiunalety, very Tew laxpayars fave haard of Form 882, and il is dilficul o obtain
assisiance in filling it owl. Many practitioners have naever warked with tha farm, soma
tax softwara peckagas do not support €, and the subject of cancaled debls is
congidersd “pul af scopa” &l Volunbeer Incorms Tax Assetance (VITA) programs,

Al Thiz Tiapasser Advocals Sandos has undatakan sevanal inliatiies I educe this confesion and
pducate laspayers and thel pepresenialises aboul Se rulkes peadaining 1o canceflaton-ofdndebindnass
income, Frsl, TAS sporsorsd a program o this sus during the 2008 RS Tax Forums. The program
attracied sa much nlemsl el the RS schaduled g ssssnns o accommaodshs mlamstsd
practiioness. | bath 2005 and 2. the Mational Taxpayer Staocals raooeded @ sanes of podcats -
o “TABCEIE" — on cancalation ol indeblndress nooma. Tha 2008 malanials an avalabia on
eleoironic Tax Liberaoy Toolki ot hiiooveres Saicoll s gow.

9 Acmonling o a federal govermment repord ssusd in ZHEE “The primarny purpose of over 8§ percent ol
first ban subprime morigages: and up 5o 75 pement ol second len subpnms mongsges is debt
conglidatn andior gananal onaame Snadil, not hons purchaks, Toma impereasan| o relinarcng
thi rates and werms of & moigee.” Dapammient of Hossng and Urban Deselopmen! and Departmiant
ol #a Treasury Task Foros on Predalony Lending, Curhing Predalory Howe Morgage Londing 26
GHH. s have nof kocaled mons recent governmen dala on thes poink.

B IR 1017 B s reguibations issued Thersunder
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exoepl with respect 1o the exclusion for qualified morgage ndebéedness, In tax year
2004, thea IRS racakved at ket 401 581 alecironicaly flad ratums from axpayers with
cancaled dabls reparied on a Forn 1098-C, yal anly 4,571 of lhe relurns were filed
wilh Form 882 - just one parcent, ™

The cansaguences of faling ta file Form 882 can ke sipniicanl. When a lendar
cancais all or part of a dest, tha lendar ganarally is required to report the amount to the
IRS g Forrn 1098-C, Camcallanicn of Debr. I tha RS racesvas a Form 1029-C and
the laepayer does nol account for the amount on a tax return, the IRE's docwment-
masching program will ganarally fiag the disparity, If tha IRS sends oul notices and 1ha
taxpayer deas not reapand, the IRS may propose and assess 1&x,

To reduce tha burdan thase nles impase on financially struggling taxpayers, |
recammand thal Cengress [1) consider addirg an exclusion in ssction 108(a) af the
Code which provides thal taxpayers are not required 0 include canceied debis in
gross income if tha aggregate smount of thelr cancalad gabts from all spuncas during
the laxable year falis belaw a specified threshald and (2] make dear that

with canceled defit below the thresheld amount ane nal required o make attribule
ad|ustmants (a0 thal they do not heva fo fle Form B8Z) | bedieve that maeny If nod most
Laxpayers who defaull on consumer debis quakfy under one af the sosting e usons,
and sean among laepayars who do not fall within an excluson, { is unlikely thal the
RS codlects much revanue Trom Laxpayers who hese just dalfaulbed on ofher delbibs.
Therefare, | believe the simpificalion benefits of this propaesal are considerable, and |
baliave the revenue loss should be guite small,

5. Many tanpayers who are entitied to refunds and noed them guickly
a0 niot recaive tham for weeks, driving them to purchase refund
anticipation lxans.

Federal 6x rafunds ara & significant source of funds for meny individual taspayers.
parliculary fow income axpayers. For axample, among lazpayans who recened
earnad meome fax credit (EITC) berafils ard tax refunds n @y year 2008, tha average
refurd amaunt was 53,164, and the average adjusied gross Incoma was §15.763.°
Thus, the average ralund amourted 1o 20 percent af aach taxpayers adushed grass
income. Yat if a laxpayer doas nol have a bank accound into whech a refund may be
edactronically depositad, 1he taxpayer may have 10 wail weeks 10 raceiva the relund.
Bacsuse kow incame laspayers oflen wamt ar meed their refunds quickly, this deday

* IRS Complance Dala Wasahousa, Informatan Ralums Master Fike and Individual Saluims
Transaction File [Tax Yoar 2006); IRS E-File Rogort 1552 [Prooessng Yoor Z007). Kolo thal e
number of eleckonicaly fied rebums actually wos greaster than 301,801 because fhe data only rellecis
Fromme RS-0 meusd o laeperpers betad with the grmery taepayes denifing numbes [T} on 2 e
ralumn, I chemsss vl iaBiecd (e whitn & SSuBs 0F & parscn wihces TIN meas Galed as clhee San e
prisaany TN received & Form 1099-C. Nola, oo, dal T dass eecludes refumns ed on papar, which
represan skghthy ks an bl of ol indsddwal income Ex relums Ted. We oould not determina how
mary Forms B2 were submitiesd with papar-fked miorms.

= RS Complance Cals Wambouss, Indhacual Retors Trammacton Fis (Tax YVear 5006).
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drrens many of them o pay sipnificant fransaction foes o chiain refund anbcipaton
loares (RALS). Wilth a RAL, tha taxpayar Iypieally recalves & lsan (sacurad by 8 16
refund) within one day aller the greparer liles e tax relum wilh he RS

H the IRS could delver refunds more quickly, most taxpayars would probably orego
RALs According o & TIGTA sureey, mosd Baxpayens who oblainad RALS would have
bean wiling to wait saven ar mone days 1o receiva their iax rafunds fam the IRS.®

Far laxpayers who do nol have bank accounts, | believe the IRS shauld issue siored
walua cards. Tha Financial Managament Serdca (FMS) already uses starad velue
cards 1o distribule Sodal Secwily banalils, so the fedesal govermment has
corsiderable expanance warking with the cards efficierly and with an aye ioward
pravanting fraud. In addition, maost states cumenty use dabit cands o distribute
unamployment benelils.” While using siored value cands 1o Saliver tax ralunds may
requine the IRS 1o work through additional isswues, | am confident this can be done and
can ba done quickly. In fec, because sloned value cards have routing and accoun
numbers just like radilional checking and savings accounis, laxpayers who already
hava these cards for purposes of receiving their wages and salaries should be abde to
use tham o receive ax refunds.

In adition, some axpayers who have hank accounts do nol knoe about the dingct
deposil option and alao wail kong panods 10 rmcaie thair ralunds. The RS hes tha
capabiity 1o dires! depest refunds for problem-free returns processad throwsgh its
Customar Account Data Engire system in fiva o saven days from the dey the ralums
are submitled. '™ |t appesns thal by procesaing relums more guickly, the IRS could
sieor taxpayers away from more expensive refund delivery nplim:.'"e'

I recaomimand thal the Depatment of the Treasury and the IRS take the follewing
sheps:

= Evaluata tha enbre rafund process i delermine opporfunitias 2 shoran the
turnarcund time;

& Dewelop a pikot program fo delemine the impact on e sdministration of
modifging retum processing proceduras 1o ralaase a Ravenue Probacton
Indicatar in the ackrowledpement lile and avaluaie the faasiility of

= Treamary Inepacior Ganeeal for Tax Admimstration. Fel. Mo 2008-40-170, Ly Tagpeemes W
Qadin Rafund Anbeipaon Loang Cowld Banelf fom Fae Tae Prapion Sevecns (Mg 30, TS|

Y Bow Aspocimied Prass, Stams (eoung Jobwes Banafre Dabif Cas [Faly, 200 2008)

“ |RE. Dubi indizaior Repoit o Congrass 25 (Dol 31, 20056, &6 requasied by H.R. Rap. Mo 108-307
(2005} [(Conl. Rap. ).

* National Taspayer Aol 2008 Annual Report bo Congress 430 Relurns. processed on IRS's
older syslems can be proceesed in 815 deays. i at 427
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induding such indormatian in the curent “Where's by Refund” online
applcation;™

»  Evaluate exisling sbored value card programs lo datibube government
benefits, with padicuar emphasis on the expenenos of FMS's Dinecl
Express Frogram & disiribute Social Security banefits;

+ Promale and pubkcize the abiity of taxpayens who already have shorad
vakue cards b designate thosa cands for reoeipt of refunds: and

« Devalop a stored value cand program 1o distribube refunds 1o indreidueal
taxpayens before the 2040 tax Hirng sasson.

I also recommand that Congrass authoriza the IRS o conduct an anneal publc
EWArenEss campagn 1o provide accurabe informalion 1o Eaxpayers regarding availabis
refund delwery akermativas, associabed fumaround times, and any othar padinant
infcemnetion.

B Taxpayers wha are forced 1o tap into a retirement account because
of financial kardship balfore age 59-1/2 face a bawildaring array of
rules that gowvern whether a hardship distribution from a particular
type of ratiremant account s parmissible and, i g0, whether it is
subject o the 10 percant additional tax omn early withdrawals.

&5 more taxpayers are losing thaer jobs or otharwise facing financial emergencies, they
afe incressngly looking o lap nto their retiremeant savings to provide far cummant
neads. In 2006, appraximately 5.1 million tax relerns reporbed i on such Seardy
distrioutians” taken from ratirement accounts

Some retirement plans allew paficpants 1o necerse an eary distribution in cases of
fingncial herdship, such Bs a8 madcal emargency. Howavear, thera ks na undarm
defmilion ol “kardship” amang the vanows eliremeant plans (o enable a participanl ba
masily determine whan an sarly withdrawal is allowable. ™ Further, evan if a plan
aliows for & handship withdrawal, patcipants must deal with inconstsient niles for
bripgering the 10 percant sddiianal tax for aarly wilhdrawal ™

¥ For a detaiied dscussion of T proposed Ravenue Prolochion Indicator, seo Magonal Taspayer
Advocale 2008 Anmual Repaorl o Congress 427-441

" Complance Oats Warshousa, ndividual Retums Transscion Fibs (Tae Year 20065)

¥ For nwampin, & handshin distritetion in the ssction 40100 contast b defined in mme of e ey
Tiesancinl nesad ol B Ak, See Treas. Reg. § 1401010413 Compaea Sal wilh & handslig
distritition in tha sectkon 457 contast, which is dafined as & geraral Snancial Fardship of the paicisant
or banefickary resuling from liness, acckdent, oos of propary du o casualty, or other exiraordinany
and unipresessbls smemercy. See Treas. PBeg § 1 457-8(cH2)

¥ B R TR0
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Assume that a S0-yrarold retinmment-plan partcpant suffers a medical eamerpenoy
that will raguina him to miss slx months of work, Assume furthar that ha incurs
315,000 in medical expansas and aslimabas. thal his living espenses far lhe s manhs
whila ha recowars from surgany will ba £20,000, Whather he wil be able io recera a
hardship disbdbution and whethar the digtributicn will ba subjecl b the 10 percant
addilional tax an earky wilhdrawals will degend on the lype of ralirernent plan in whesh
he &5 a participant

H the worker was a paricipant inhis emploger's section 407k} glan, the plan may
aliow & hardship withdrawal for his madical expansas, bt ned for his living axpanses
during Me period when he is unable lo work ™ Herdship distibutians from a

saction -II:I1![‘:.::| plan genarally sre subjec o the 10 percent additional tax for earky
withdrewal,™ Howewar, if tha medical expenses salislied carain requiremeants undar
gaclion 213 and Treas. Rag. § 1.213-1{a)1), the amourl dﬂh’hd&d far madical
oxparsas waud not ba subjec ta the 10 percent additional tax,

M, instiad, e warkes was a parlicipand in a section 457(b) plan (which genarally
covers amployeas of stabe and Iozal gowarnments), ha could make a hardship
withdrenal fior “uriforessssble emergencies” Seavera financial herdship resulting fn:-rr-
an llness ar accidant is considered to be an instance of unloreseaable smemgency.™

In condrast io section 401(k} plans, tha 10 percant addbonal tax does not apply o a
hardship withdrawsal from & saclion 457(0) E!.Iﬂn unless tha amount dislributad is
aliributable 10 a ransfer from anather plan.

In further contrasl. Iraditisnal individual reliremant actaunts [IRAL) can be dstibutad
fiar any reasan including due to hardship. & dstnbution taken from an IRA for medical
EpENEAE may be axampt fram thie 10 parcent additionsl e if the destribusion s for
redical expenses (hal satisty he eguirements of section 213, Howesar, il the workar
in our exampla withdrsws funds from his IRA o pay for bis living espensas whils
recavanng from his iBness, the 10 parcent additional tee will apply 2 tha amount
wilhdranan.

* an party dswbulion may be made 1o 3 secon 401k plan particicant upon handstip of the
smployes.” See G § &0 1RCEHENIHIV. Applicatis Tressuny reguistions proyids Fal e dsinbudion is
miacks on seniing of heeckahage anly iT {1 P darbuion B sade due o an immediats and haiy lirandal
need of iha amgioyes and [2) tha dislibution i neoessany 1o saisy T by noed. S0 Treas. Reg

§ 1 400 [KEVdIEN. An immediate and hooey nesd s delemined using & faols and cleoumisianoss
lmet undar Teess, Rag, § 13000 1N Expanses for medical cam inoured by the smplopss,
spous, o feran dependents are inchaied in e sals hafbor defnifon of an imerediale sed heayry
firsngial need Traas Reg § 1400 KFECSHHEN 1}

* Bow IR E T2
*|RC § T2EEZHE).
" Treas Rog. § 1 4A57-6i0lZ)

* The 10 pesnen| addmonal ta imposed by IRC 4 T21E) does nol apply 0 ssclion 437 (b)) plans bacause
a snciion 457 b} plan = nol a “quablied miremant plan® as delired n IRC § 4074z
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A5 this cample llustrabes, thens is very Bhe uniformity amonp the nies goweming
rarty withdrawsss fram rebremant plans.  This wide array of outcomes can seam
impenalrable bo taxpayans and grossly untair. | recommeand thal Congress establish
unifarm rulas regarding hardship withdrawals from retremend plans and axempl such
distrbutions fram the 10 parcent additional tax,

T. Tazpayers are increasingly tuming to Low Income Taxpayer Clinics
Tor help, and Increased funding for the program ks neaded,

Saction TE2E of the Code autharizes the Sacretary o maka fedaral magching grants of
up o 36 million (excapt i otharsise provided by spacific appropratien) for the
devaloprant, expaneion, of conlirualion of gualified ow incoms Expayer dines
(LITCs,™ This maiching grant program was created as part of the IRS Restncturing
and Raform Act of 1958 and prosides a means for kw income texpayars [defined as
Laxpayens whoss incomes do nal excesd 250 percant of the poverly guidelines) io
recaive assistance in corrouersios wilh tha I:FI.E.“' The program akso funds LITGs to
conduct Tex education and cutreach 1o texpayars who speak English &5 & sacond
language [ESL laxpayers].

Tha LITC Program fils a significant gap in tex sdminisiraton. Throwgh iha Yoluniear
Income Tas Assiskancs (WTTA) program, Tax Counseling far the Edesdy (TCE), and the
IRS's Taspayer Assistanon Centars, low noome acpayers hase long been able o
abtain frae assistanca In pregering their tax ratiams,. Howaver, these taxpayers. oftan
had mowhane ba arn for help il he IRS quaslioned or chalanged e returns " The
LITC Program is now in its 1 i Lo yaar and funds 183 clinics, with &l least one in ewary
state, the District of Columbla, and Puere Rico™ The program |s cost effeclive and
pravides exlensive benefils b taxpayens because many af tha clinice have creabad
partrerships with ocal law and accounting firms that take referred cases an a pro
honge besis. Thus, tha dinics use the funding they receiva not only 1o represent
Laxpayens (harselves bul alse 1o axpand he scope of coveraps by enlisling the help
of prafessionals in thair communities who are wsilling o volunbeer thair fime,

" IRG § THI0 prowices for matching grants of up ja 100,000 per year for quaktying organizations that
reprasan] lrw incomes laspayem imeoksed o conlmivemnae with the RS and thal proside e sduation
and culrasch b lpepers who sk Englah as @ sscend language. IRC § TR0E naquinas disio o
provice sery koo, for fnes or 1o no mons than & nomiral fea.

¥ The Department of Health and Muman Services Bsues povorty quidelines each year that am wsed Io
determine financial sligitikly for ceran fsderal programs, noduding the UTS progran. The 2R
Perssrty Guicialing wens recentty pabished in e Fadersl Regialer, See 74 F R, 4100 (lan 23, JTHIR)

"' IRS Reslnicduiing: Hisring Balers tha 5, Somin. cn Financa, 1087 Cong. (Fete, 5, 1905 (slakemant
ol Kina E. Oon, Expculie Disecior, Community T Law Projacty, Recommandalions of tma Magonal
Commifes on Restruchuring the IRS on Taspayer Profecions and Righis: Hearing Befone the
Suboomm. on Oversight of the H. Gomm. on Ways and Means, 168% Cong. (Sepl. 26, 1567} [sainmen
ol king E, Qaon, Exsculve Diesclr, Community Tax Las Progec)

00 the VB3 clinies hended Tor 2009, 46 proide only coninversy raprasantation, 20 provide caly ESL
oureach and educalion, and 57 provide both ypas ol assislancs. Sesenty-four LITCs an boalod &t
nonproli community-based organizations, 3 ane legal sd socketes, 70 aee 3l Lay sohools, and sght
am o businesy or acomuniing schools.
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& racant Taxpayar Advocate Sareca shudy damonstrabas e mportanca of
represantalion far low income laxpayers bo enable Iham o oblain the comest resull in
an adit. A review of all EITC audils conducied by tha IRS in 2004 found thai
Laxpayeans who ware fapresenied during the awdil tared substantially batbar than
unrepresanbad laxpayers, with neady twice as many represenbad laspayers faund
migitle for the EITE as comparad with urrepresentad axpayers.  Similarky,
represantad laxpavers retainad, on average, 45 percant of tha EITC &= mmpara-d

ta 25 peroant for faepagers wilhawt represenialion = nearly bwice as much® This
shudly damonsirabas thal reprasentation during sudss has concrede, posiive results for
lora incoemie baxpayers and ansures they ame mat denied tax banefits simply bacauss
they cannal nawigate the audit process by hemsabes.

The currem esamamic environmeant presanls signilicanl chalenges because the
rnumkbser of Expayers who canno pay thair iakiliies is fsing while available assistance
from tex prodessionals ts saclining.™ The dacling In the avallabiity of lagal sardcsas Is
aliribulable 1o several faclors. Firsl, the dacling in equily values has reduced the
amaount of funds that foundations and ather endoswments haee available i distribuie,
Sacond, declining incomes end the rising meed for social senvices have placed slreins
on siate and local povemment budgeis. thal ordinarily pravide assistance for legal
sarica programs. Thind, the emphass that lay firms and lawears raditionally placa
on pedfarming oo bono services has daclined: billabke hours and surviving the neod
round of layofs are the arder of the day. ™

The LITC prograim cperates under the atewardship of the Office of the Taxpayer
Advocate. TAS has eslablished several goals for this prograsm that it may not be able
ta achicwe undes currant funding leveds, including furding clinics in araps whess there
ara gignificant unmel neads and eslablishing cinics in aath atale, the Disinc of
Columbia, Puerta Rico, and Guam that provide both oo Baro controeersy
regrasentaion and ESL cutraach. When the LITE Program wes first created,
Congrass believad (hal arnual furding of 38 milon was suflicienl i earsure thal o
inzame tacpayars had pooess fo eprosantation.  Since the crealicn of the LITC

F'-I'Dﬂ"ﬂ'nl'!. haresgssar, Gﬂ?ﬂ"&&ﬁ hag provided specilic pppropriabions n exoess of 56
milion.

G Matiorol Teequeger fubvaeale 2007 Aol Rapord % Congress, sl 3 |Resasech Reged: (RS
Enmed menms Cradl Aus — A Challangs i TAxars)

¥ 2o Eil Wreers, Ecanomis Dodapsa MY AMecl Lega! A4 o Pocr, Tha Washinglon OC Exaiminer,
Fah. 17, 20048, a 4, ovaiabie af hip ey doexaminer. comiomalE oonomic-ool lapse-wil -atleci-leg al-
akHo-poe- l]21r-'CI-E'B‘EIHI2 himi [siabing thet the delstcmling sconomy has orealed an “overwhesimng
dereand for kny-mcnms legal assmiance” whits e challangis facing iy lems aoe “salicg oy &l lhe
bzl @i oty Capecy b e T serici )

® i

”Em.aw...ﬂ.ppm-p'hli:ﬂn Al of Z005, Pub. L. Mo, 105115, 110 Sial. 2395 (2105] | prowkding funding
ol $2 milkon], Consoldated Sppeopnalions Aclof 2008, Pub. L Mo, 110-361, 921 Siat 1844 2047
(pressding hunding of $8 milicn )
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To meat the inceasing needs we are sesing, | recommand thal Congress (1) ncrease
thie nnuel autharizaton amount specifiad n saction TERB(CHY ) fram 86 milkan 1o $12
millan and {2) amend seciion TS2E(C) to add & new provision staling tha,
nokaithstanding any other provision of law, IRS employees may rafer tagpaneers o
LITCE recalving funding under thig saction.™

B.  DOther Issues

There are four addilional issues that do not relabe axclesively o financially struggling
taxpayars but that | baliave dosansa priority athantion

1. The Alfernative Minimum Tax for individuals continues to baffle and
frustrate taxpayars, and |1 B not good for taxpayers or the IRS to
continue lo provids ons-year “patchas.”

I racogniza that the encormous revens consaguences of regealing the AMT maka itz
repeal outside the camest of major lax refarm unliely. However, | believe stangly
that the AMT i5 bad for the tax system, and | would be remiss if | did nat raise the
issue, 8 least in passing ™

The AMT concepst, onginaly anaciad in resparss o a repor that 155 high-incoma
taxpayers had paid no LEx for the 1866 L& year,™ now effectivaly requires Laxpayens (o
campule their aes wice - ance under the regular rules and again under the AMT
regima: 'I?'qha taxpayar s then generally required 1o pay the highar of the twe

=TI

Whila tha AMT wes crignally concalved i pravant wealihy texpayvers from escaping
LA liahility thraugh the uss of Lax-asaidancs ransactions, mosl of the sgnifcant Lax
Icophakes thal anabled taspaeers to ascape @x al the lime tha AT was writhean haee
long sinca bean clsed. For e year 2006, § |5 estimatad that 77 parcent of tha

*" Tha semnd changs is nesded In provide clarficaion m bght of rules thal probitit 1IRS smplayees rom
rliarring Eagmayers o apeclic aloneys o scioienis and thal peosibel @l lsdeml smployeas nem
AndarE g ANy PPott. Servica, oF enlampisa. For & monm complens dieission of thE S0, Ses
Matiznal Taxpayer Adwocale Z007 Annual Report o Congress 551-553 (Legislatia Recommendalion:
Aeferal i Low moome Tagnoyes Cinvosh

™ For additional ifformaton, ses Mational Taspayer Sdvocaln 2000 Annusl Report 1o Songress 356-
02 Legiakai Recommandalion: FReoeal te Alsoustie Mnimus Tas for inireirusts) and grcr
repans clad Banain

g Tha 1969 Economic Repa of the Fresidant Huarings Bafons tha Joinl Economic Comm., 1™
Congd.. pl. 1, p. 45 (1969 {stalomenl of Joseph W, Bar, Soonmlary of tha Treasury). The foraninnes of
the AMT was an "add-on” minimum @ enacied in 19458,

" Tha AMT rules sns contaned n B §5 5553
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additioral incame Subgect o tax under the AMT was atlributable not 1o any such
icaphcias, but simgly to Famiy siza or rasiding in @ high-lax staie ™

Thaaa factorn give dge o AMT tax liahilty bacauas [he reguiar ta mles allow
tanpayers fo clim a deduction for sach dependant (recognizing the costs of
mairianing a househakd and raising & famdy] and a deducstion for faees paid o skt
and lpcal govermimants (reducing “doubla taxetion” at tha fasaral and state lavaks) bul
e AMT rules disalow thoss deductions. Common senes sugpeats 1hal Congress:
could not have viewed tha act of having children or living in & high-tax state as a @x-
avpidance lachnigue, Yat o tha chagon of mest chsenvars, that ks exacty how it has
endlved.

Thus, while the concegt of a minimem tax s nol unreascnable, the AT as currangly
sbruciured hes evolvad Inks somathing that was newvar intanded. Tha AMT hits
E:Eﬁyﬂ'ﬂ-i was nevar intendad 15 hil bacaisa ks axemplicn amaunl has nal bean
indexed for milation; il penalizes lopeners for Swch nontax-drisen behavior as having
chiidran or choosing o e in & state that happans 1o imposa high taces; & takes large
numbsars of laxpayers by surpres - gnd ‘HI.‘IIHIIB 1 b0 panalties 1o bood; il is wary
challenging o campuabs; il allers the detibulion af the lax burdan thal axigls under the
regular iax system; i changas the tax incentives buill into thal system; it neutralzas
the affacts of changes 1o tae rates imposad wndar the regular tex rules; and i requeres
he IRS 1o divert nespurces fnom ofhear ﬂ'l'h'l'ﬂy wWork 1o re-program flg COmgulers apch
yaar ta reflect changing sasmplion amounts 1hal, as discussed immedistely below,
often are not 584 until vary late in tha year,

I urpa Congress o repeal the Alermative Minimum Tax for ndividuals in the conbext of
fundsnental @x reform.

2. Late-year changes in the lax code present significant challenges for
taxpayers and the IRS, particularly for low income and financially

struggling taxpayers.

Whan Congress makes changes o iha Inlemeal Revenus Code Late in iha yaar, the
RS must scramble o reprogram s compubars and Lake alber necessary steps (o
implemant the chanpas, These last-minuie chanpas can delay the start of tha fling
zaason for a signilicam numbar of taxpavers. In ganaral, ha IRS baging 0 process
Lawx redurns on of aboul January 13, In 2008, however, (he Tas Relief and Haalth Cana
Aol ws nol signed into law unbl December 20, EI:I:]-E.?'z This legisfation affecied tax
benafits for mora tan 11 milian tsepayars,”™ The IRS was not abia to process retums

- Policy Cantar, Tas Fads AMT Prakerencs e 2002, ZT0H-2006 (citng un pubishad
Iablasons oo the Offon of Tae Analyvsis, Ceparimen of the Tressory), avadabie o
hitpees tsgrodcyrenisr orptasfactsConian i PO ami_prefersncs pdl.

" Puh, L Mo, 109-432, 120 Siet 2D (20089

™ For e yaar 2006, IS datn show than mon Fan 11 milion mapayers clised b deduction for st
and local sabes taes, o Than & million Sapayens claimed the deducion for postsecondany ubion
and fess, and mors than .2 milon payens cleimed the deduciion for educator sspenses. 165
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claming those benefits until Februany 3, 2007, which amounied to approgdimately a
tres-woak delay.™ In 2007, the Tax Increase Presantion Act, which was not signed
irde Ew unlil December 26, 2007, raised the AMT examplion armunu [or 2007 and
axtended an omering rule that applies to personal tax credits,”® The IRS was unable
o process soout 135 milkon relums cleiming cetain of those benalils unljl

Fabruary 11, 2008, which amourded bo appraximatety a four-week dilay. ™

Creairall, r'm:m I:h&"l B0 percant of indivicual 1Bepayars recaia relunds when they Tile
their returns,”” and fax refunds ane padiculady imparianl b low income B payens.
Amang taxpayers who received EITC banafits and tax refunds in tax wasr 2006, the
average ralund emouried o 20 percant of (he taxpayers yeary income.™ A laxpanyer
far wham the refund = so significant offen makes financial plans based on when ha or
she antizipstes recalving the rafund and may view tha refund as @ Ideling, For soms
kaxpayes, & detay ol bwo Lo four weeks in recsiving the refund eaud mean evielion o
imabdity o pary the high haating bills that arise during winter. Congress should be
gware that deleys in the stan of the ling sasson can cause finandal hardship for
Eapa yers whio depand on recaiving limely refunds. and lor game taxpayens, he
magnituca of the hardship can be significant,

In my 2007 Annual Report 1o Congress, | wrobe al length aboul olher problems
associaied wilh laba-yaar fax-law changas. ™ In paricular, | discussed data suggesting
thal lEaxpayers may miss deductions for which they quality simply becauss they do mat
know abawt them. By the lime the 3008 and 2007 changes deoussed above were
made, for example, tha Form 1040 and accompanying instructions and sheink-
wrapped safaane for the yaar al issue had already bean finakzed. and some
tanpayers thenefore did not find out abouw the changes:

The majar challerges reaulling rom late-year Lax-faw changes in recent years hava
primarily invaheed the axtension of axpiring ax praovisions. To ensuna that Membars of
Congress undarstand the fling-seasen Impact of defarmng action on thass s0-called

Statistics ol nooma, Indkddual Irooma T Retumns (unpublished onalysis ae of Deosmber A006]
These deductions were outhorized lor Tax Year 20053 by the Tax Rebel and Healh Cam Aok, Pub. L.
Mo, 108-43F ().

M By IRS Merwes Rsbecsss IR-2007-29, (RS Alsvpins Procssiog Redorms Claming Sxfancer Deductions:
iz Taspapars ke Fia Eecimnicady, CTiack on Phooss Tas Faiud {Fab. §, 2007}

* Tax Incraasa Prevantion Act, Pub L. Mo 110-166, 121 Stal. 2461 (2007}

* Zog IRS Hows Roloass IR-2008-15, (RS Swoosshdly Frocessiig Tor Forms Affecfod &y AT
Lep'siabon (Feb, 14, 20K}

™ I taac e 2006, thes IS necenved 130, B8 B8 Fomm 1040-senns melums and issusd 118 4785 257
refuncks, Sue IRS Cala Book, 007, Tablea 3 and 7, Pul ciflensnily, S peedind of taspepers: hisd mors
tax withhald oF peid moes astimatad L than was reguinad 1o SaEsly har @ labdiies, and ewar thas
20 parrcent of taspayers owod & balanca o tha 1IR3 b th e they Bled iheir neiuenes.

™ IRE Compliance Data Warshouse, Indvidual Relums Transaction Fio {Tas Year 200631

™ Sew Natioral Tapayer Advocale 2007 Anrual Repor o Congress 3-12 [Most Senous Probiem: The
ot of Lante- Yo Taw-Lasw Chavages on Tasmemsera)
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“pafenders” unkl laie in the year, | recommend that the Treasury Department and the
tax-wxiting committass craale 8 formal process theough which the IRS' s astimetas of
the fing-season impacl of sgnificant e legslation ame ransmitied o e Eewriting
committees at sewaral poings during tha year, perhaps cn April 30, June 3, Aegust 21,
and monihly tharagher.

3 Currant budgating rules chronlcally under<fund the IRS, dapriving
the agency of the resources it needs 1o closs the tax gap,

In my 2008 Annueal Report i Cangrass, | diecussed in detal why | bedave a:elaugq
congrassional budgal procedunas Gauss the IRS o be chronically tndadended. ™ In
Essenoe, exising budpal procadurnas treat expendituras. far IRS cperations as thay
tre:at maost athar fegaral expendiures, without regard o the sddtonal ravenua that
gpending on the IRS generales. On a budgel of abaut 5112 bilien, the IRS in

FY 2008 collecied about £2.74 trilfian. ' That trarsfales o an average retum on
inwastmient of about 245 1o 1. While additional expanditunes will nod garsarata g 2451
redurn an invesimen, thene s widespread consensus ihat the IRS can make
productive use of addgonal resources that would ganarate a relum considerably in
expess of 1:1.

In esence, tha IRS is the Accounts Receivahle Deparimant of the federsl
povamnmenl. Il the fedaral govesnimant were 8 private campany, its managament
clearky wauld fund the Accounts Recsivable Deparimen al a level thal & baleved
wialld maximize the company’s bottom line, Because the govemmant is not a private
COmgEny, Maxinizing the bothom e i nol — inand of itsall — a0 appropriate goal.
Baut the public sector analogue should be o fund the RS ot a keved that will maximize
tax comgpliance. aspacialy woluntany complisnce, with dua regard for projecting
taxpayes rights and minimizing iaspayer burden. As e RS K8 come undes
imzreasing prassun o closa e ax gag,” it should be recogrized that the IRE suffers
from 8 “resources gap.” ard the IRS's lack of resources |5 & signdficant Impedimant to
ile abdlily b cose the lax gap and (hareby 1o reduce he federal Budgal defiel.

In thie coursa of prapaning my 2006 report and In subsequant discuseions with
congressional stall on the lax-wriling, aapropristions., and buodgel commitiess,
bacams clear there & broad agreement that the sosiing budget nules do not fund the
IRS in a mannar that enablas the IRS o maximize lax compkanca, Howewar, there
was also a sense thal changing the budget-soaning rules vis-d&-vis the IRE presants
significant challengas that will requing considarabbs work and collabaration 5o
overcorme. Faor example, sher the IRS wauld have 10 Ba fEaken “off budget” or
eoonomisis would haee fo deves a way fo score the likely reverue impact of additional
funding for tha RS, Meihar s easily gona, A dacision o take tha RS off budget or

* Zew Mational Taxpayer Advocaia 2005 Annual Repon o Congrass 442-857 (Key Legtskatia
Rocommandation: Reising Congrossinl Butper Procsdumos 1 improve RS Funding Dooisions).

* Govemment Aocountabiiy Oifoe, GAO-0E-115, Fisanows Aoy, IR5s Fiscal Years 2008 sn0 2007
Finsron! Slatameni= al 21 [Hov, 2000}
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come up with an alematve approach (my repor suggesbed one] would requine
significant high-evel attantan and commitmant from congrassional leadars and the
Cilfice of Managamenl and Budget, whils scoring the Bkely revenue impact af
addifianal funding for the IRS cannat be done with precision due o a kack of adequate
data regarding the return an investiment of vanous categanas of IRS work.

Thase challanges ame raal. Bat o thare cantinuas 2 be agreement that additional
furding far tha IRE wollkd anable the IRS o cobacl considershly mone ravenus, |
beliesa we must find away ta address them. | recognize that this issue & nol solaly
within the risdiction of the Ways and Maans Committae, but | encourage vou, as the
Members of Congress wiha mostly classty mandar the IRS, ko give the isawe a closar
loak and o ke tha lead in finding a solulion,

4. The IRS's ability to perform s core mission may be compromised
when it is asked to take on non-core tasks; notably, the IRS"s kewel
of service on the teleghone lines continuees o suffer due 1o the
Economic Stimulus Payment pragram.

The IRS I8 occasionaly asked to administar programe. that fall oulside s cone tax-
calbeclion mission. Mosi recandly, the IRS was asload Last year o adminsier the
Economic Stmulus Payment (ESP} program. Evaen with the addéonal funding
Congrass provided b adminsbar the ESF program, howeaver, The RS was deluged
wilh Islephone calls from faxpayers inquirng aboul the siatus of their EEPs.

The IRS hag a measufe, known a3 toll-Tree assiator leval of serdce (LOS), that
measwes the percentage of taxpayers who speak with 2 ok phone assisber among all
cabars seaking to oo g0, The LOS has dedingd sharply, In FY 2007, tha LOS stood
al 82 percant. bn FY 2008, the LOS dropped to 53 percent ™

While much of tha decline wes attnbutabda to ESF-ralatad calls, wa ara conbnuing o
g inadequals levels of service. For the weak anding Febraary 7, 20008 {the mast
recand weak for which complate data was available), the LOS an IRS phana lines
cveredl wis 55 parcent, a5 compared with TH percant last year for the comparabla
vk, ™ O fhe main “10407 e thal ssrees individual incame laxpaners, the LOS was
&0 percant this year, as companad with 80 peroant last year ™ And of parficular
cancam b me, the LS on the bne thal serses taxpayerns seaking 1o reach fhe
Taxpayer Advocabs Service has fallen o B0 percant from 83 pencant last year

" Bz Intemal Revenue Servics Fiscal Year 2008 Enlormement Resuls T, oradabie af
hitg e ins gospubA rs-reseFH0E_srlorceen] pdl,

 Inmrmal Fsvanus Servcn, Jainl Qperalions Cemer, Snagebol Repoms: Exdepriszs Sranshol [wisak
ancing Fal. 7, 200

™ Insarnal Ravanus Servics, Joim Opsrations Canier, Snagabol Repoms: Frodc Line Dedail. Individeal
fnoome T Sonicas S00-820.1 040 [wesk onding Fob. 7, 2008}

* Intermal Fevenus Servics, ol Operations Cemer. Snapshol Repors: Pmdos! Lise Detait
WA BFFE-FIT-4FH fweek ending Feb. 7. 2008
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| el the seraos mission of the IRS compels us o do baetber, padicuarty during
economically challenging tmeas when mone texpayers ara having froubla meeting thei
tax obligafions and may be seeking assistance, | recommend aitber thal the IRS
reasgign parsonmal b handle tha felaphona linas, which may cause ather work o
suffar, or thit Congress provide additicnal funding for tha IRS o do the job without
sacrificing in othar arass.

Chairman LEWIS. Ms. Olson, thank you again for being here
and thank you for your testimony.

At this time I will open the hearing for questions. I ask that each
Member follow the 5-minutes rule. If the witnesses will respond
with short answers, all Members should have the time to ask ques-
tion.

I would like to remind Members that the Subcommittee will fol-
low the Gibbons rule for questions. Members who were here before
the gavel will be recognized in seniority order. Members arriving
after the gavel are recognized by the time of arrival. Since we have
so many new Members, I felt it was necessary to state that just to
be reminded.

Madam Deputy Director, the IRS has given its employees greater
flexibility to deal with taxpayers while struggling to pay what they
owe them. Have privates debt collectors also been given more flexi-
bility to help taxpayers?

Ms. STIFF. So we’ve taken a number of steps to increase the
ability of our employees to resolve issues with taxpayers with mini-
mal amounts of documentation or burden on those taxpayers in
making the decision on how to handle those accounts. And the
PCAs, the cases they get, those authorities that we’ve given to our
people generally won’t be necessary in the situation of the PCAs,
because by definition the private debt collectors are working cases
where the taxpayers can either full pay or they choose to enter into
an installment agreement. And, anything beyond that, the case
comes back to the IRS and the flexibilities would be applied there.

Chairman LEWIS. I thank you, Ms. Stiff.

Ms. Olson, why is it so important for taxpayers to deal directly
with the IRS and not private collection agency when trying to pay
their taxes?

Ms. OLSON. Well, as Ms. Stiff said, the private collection agency
employees don’t have the ability to place taxpayers into currently
not collectible status to process an offer in compromise, to really
make any decision that requires the exercise of judgment and dis-
cretion. Our screens on these cases aren’t sophisticated enough to
pick-up taxpayers in those circumstances, so many of the taxpayers
that the private collections agencies get have to be referred back
to the IRS for processing. It’s a duplication of effort.

Chairman LEWIS. Let me now yield to the Ranking Member for
question, Mr. Boustany.

Mr. BOUSTANY. Thank you, Mr. Chairman.
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Deputy Commissioner Stiff, the taxpayer advocate sites data in
her written testimony that valid offers and compromises have fall-
en and that her analysis suggests more valid offers were deterred
rather than frivolous ones. Do you concur with that analysis?

Ms. OLSON. I know that the data would say that there’s a fewer
number of offers coming into the agency today, and I guess the po-
sition I'd like to take on that, and I spent a lot of time thinking
about this over the weekend, because over the past four to 5 years
I think Nina and the IRS have spoken numerous times to Members
of this body and other Members of the Congress on the offer in
compromise program. We've taken extraordinary steps and meas-
ures to improve it. Nevertheless, I think the most important fact
that I focus on is the fact that last year roughly 50,000 taxpayers
came in and requested to be a part of the offer in compromise proc-
ess.

I think that suggests that there’s a disconnect between what’s
available to taxpayers and what they're availing themselves of, so
I've asked our staff last night. I said I think it’s appropriate that
we're going to bring in a third party to do an assessment of how
we're doing our work to help us figure out where we may be put-
ting impediments or barriers that we’re not even recognizing. And,
more importantly, I want to bring in a third party who can help
us determine, who are. That’s what they do for a living is deter-
mine how to reach a customer base or a taxpayer’s base and figure
out how we can improve our communications, how we can improve
what we’re doing at each step so that an offer in compromise be-
comes a viable collection tool, not just for IRS employees, but in the
minds of taxpayers and preparers.

So I think what I'd like to say here today is that we’ve been talk-
ing about this for a long time and I think it’s time now to take an-
other step and bring in some outside expertise to help us expand
and see if we can’t let the American public see the offers in com-
promise are a viable option in the appropriate circumstances.

Mr. BOUSTANY. Thank you, and Ms. Olson in your testimony
you discussed your research on the affect of the 2006 legislation
which required taxpayers making an offer to make a downpayment
of 20 percent of the offered amount. As a result, the number of of-
fers fell 21 percent based on your testimony. I see that the receipt
from offers also fell by roughly the same amount.

The Joint Committee on Taxation estimated that this legislation
would raise 160 million in the first fiscal year after its enactment.
Were there some other actions or events that could have contrib-
uted to this decline in offers, or was the fall caused solely by the
legislation?

Ms. OLSON. I actually think that that fall was caused by the
legislation. If you look at the table we have in our testimony, the
number of accepted offers between 2000 and 2008 fell by 72 per-
cent. And the first fall was attributable to what I believe are the
IRS’ burdensome procedures. Then we imposed a user fee and then
this 20 percent down requirement came in. And we did a study
that found that the taxpayers who submitted good offers—offers
that were accepted right before the legislation was passed—in 56
percent of those cases taxpayers got their money for the offer for
people other than themselves, from their family, from friends, from
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churches, from employers. So the legislation itself, nobody’s going
to give somebody money to put down on an offer that you don’t
know is going to be accepted or not. It’s only when you know it’s
going to be accepted that you’ll give that money. So we lost out.

Mr. BOUSTANY. Would you expect receipts from offers to return
to previous levels if we suspended that 20 percent downpayment?
In other words, do we have 30 million per year as a revenue raiser
on our hands?

Ms. OLSON. I think it has to be coupled with a vigorous out-
reach campaign. And, I have to add this: I personally don’t think
we need an outside expert to tell us how to run the offer program.
We have models how to run the offer program correctly. Most prac-
titioners believe that the offer program is dead, and so they go to
bankruptcy for the clients rather than going into the offer in com-
promise program. And we lose money. So it has to be eliminating
the 20 percent down and vigorously telling taxpayers we want to
get good offers, and then changing our procedures so we receive
good offers. We don’t stop them at the door like we are now.

Mr. BOUSTANY. Thank you.

Deputy Commissioner, would you like to respond?

Ms. STIFF. I believe as I said earlier that there are literally mil-
lions of accounts receivables, taxpayers owing delinquent debts.
Only 50,000 came in last year to apply for the offer program. I
think that the program we have works. I think we’re actually
granting as many offers pro ratably that we’ve ever granted.

I think the issue for me is there’s a gap between taxpayers that
are availing themselves of the program, and that suggests to me
two things: one, that perhaps we’re not introducing the program or
making it available in a way that it resonates; and, two, that I
need to be doing something that touches the hearts and minds of
taxpayers so they realize the program is there and they can use it.

Mr. BOUSTANY. Thank you.

I yield back.

Chairman LEWIS. I am pleased to recognize Mr. Etheridge for
questions.

Mr. ETHERIDGE. Thank you, also, for having this hearing and
for our witnesses for joining us today.

Madam Deputy Commissioner, I applaud your efforts to aid the
taxpayers that are facing economic difficulty in light of the current
economy, because it really is tough as you indicate in your testi-
mony. And over the last several years there’s really been a sharp
increase in the fund anticipation loans that people have taken out
anticipating a loan.

So with that and with the current recession being even deeper,
there may be even more taxpayers who borrow against those ex-
pected tax refunds to save their money a little quicker. And my
question to you, are you seeing an increase in these types of loans
already this year or can you tell yet. Is it too early to know?

Ms. STIFF. It’s too early for me to definitively say that there are
more or less RAU ones. I do think in the first few weeks of the fil-
ing season we had a slight increase in the number of returns file
claiming EITC credits, and generally speaking, that’s where you
see the RAU activity. But it’s so early that the increase isn’t statis-
tically suggestive or to be relied on at this time.
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Mr. ETHERIDGE. The reason I asked that question is because
I feel that some of these loans create a problem for some of these
taxpayers, so my question is this. Are there steps that the IRS is
taking or can take that might minimize the number of taxpayers
who choose to participate in these refunds, anticipate the loans
that will help the taxpayer. Because that’s really what it’s about;
that they don’t wind up with less than they could have had because
they’ve had to participate in these programs.

Ms. STIFF. I absolutely agree with you. It’s a sad state. Unfortu-
nately, it occurs where taxpayers actually are willing to engage in
the loan and pay the interest on the loan so that they can have the
money instantaneously. We are trying to modernize our systems so
that we will be able to accelerate the timeframe for refunds.

If you file electronically, you'll get your refund within seven to
ten days. Our CADE system, which is our new modernized plat-
form, processed last year roughly 35 million of the 140 million indi-
vidual returns on that new system, and it provides the refund in
roughly four to 6 days. Sadly, there are still taxpayers for whom
four to 6 days is longer than they're willing to wait, and so they
still avail themselves of the RAUs.

Mr. ETHERIDGE. I thank you, because I think this is an area
where we can have as much impact on people who really have the
greatest need, probably anything we can do to speed this up and
minimize that drag time certainly puts money in the pocket of tax-
payers quickly.

Ms. Olson, do you have a comment on that?

Ms. OLSON. Yes, I think that what Ms. Stiff said about the
CADE is very important and I think if congress authorized the IRS
to do an advertising campaign that informed taxpayers of the dif-
ferent options, because right now there’s so much advertising about
these immediate loans, us simply saying it in a press release is not
going to be enough to get the message across.

Secondly, I think the government needs to create stored value
cards for taxpayers. We do it with Social Security, and 26 some odd
states do it for unemployment compensation where taxpayers who
don’t have bank accounts can get what is essentially an ATM card.
They can go to any bank and could get their refund downloaded.
We already have the technology, and I think we just need to do
something like that. There are taxpayers working at large compa-
nies that get their payroll on these stored value cards. They could
write that information in and we could get their refund out very
quickly within these four to 6 days.

Mr. ETHERIDGE. I thank you.

And Mr. Chairman, I think this is an area where we can have
a real impact on a lot of folks who have tremendous needs and it
will be a hug savings. In the little time I have left, let me ask one
final question. Are there more taxpayers calling IRS for assistance
now than there were last year at this time? And is it increasing?
And I guess my question would be what are taxpayers asking that
we can help with.

Ms. STIFF. Okay. The answer to that question is yes. More tax-
payers are calling us than they did last year, and that in itself is
a significant statement, because as you know, last year we were
kind of crushed with the number of phone calls calling about stim-
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ulus. There are a couple of things that are impacting the calls that
we're having this year. First of all is that if you were eligible, well,
if you were a taxpayer and you got stimulus last year, and you got
a reduced amount or you didn’t get it, but over the course of the
year you became eligible for more than you got, you have an oppor-
tunity this year to claim that additional amount on your tax re-
turn. It’s called the rebate recovery program.

Unfortunately, because of the way the law was crafted that’s a
somewhat complex computation and an inordinate number of tax-
payers who have tried to do that have experienced errors, and so
we find them calling. Secondly, you know, in our e-file program,
you can electronically file and you can submit your return; and, in
the past, I'm hoping you all e-file or that someone is e-filing for
you. But, if you e-filed it, then subsequently you had to send the
IRS a form with your signature on it.

We made a change this year at the urging of just about every-
body and anybody involved in it that you shouldn’t need to send
that form, that you could rely on a pin. That process of using the
pin to file requires you to know your AGI or your adjusted gross
income from the prior year. And, I guess, unlike myself, a lot of
taxpayers don’t have their prior year returns in a desk drawer and
go look up their AGI. Instead, they pick up the phone and they’re
calling the IRS and saying can you tell me my AGI so I can e-file
this year. So we’ve had an inordinate amount of that kind of traffic.

The third area that we’re experiencing, and I think it really
makes good sense and I think if 'm the taxpayers instead of the
IRS I would probably do the same thing. They have been
bombarded on the media, in the news, on the TV, with talk of stim-
ulus, with talk of bailouts, with talk of checks. We have thousands
of taxpayers calling us a week saying am I entitled to anything.
Should I be getting something? What do I need to do to get some-
thing? And I don’t think it’s clear to them how that works, and so
we are receiving an inordinate amount of phone calls.

Mr. ETHERIDGE. Mr. Chairman, thank you for your indulgence,
and this rates as a real issue that might need to consider. They do
need some money to do some advertising to help get.

Chairman LEWIS. Thank you very much.

Mr. ETHERIDGE. Thank you, Mr. Chairman.

I yield back.

Chairman LEWIS. Well, thank you.

I think that is very helpful.

Mr. Roskam is recognized for question

Mr. ROSKAM. Thank you, Mr. Chairman.

And welcome. Thank you. It’s an honor to be here.

Ms. Stiff, Chairman Lewis pointed out, I think accurately, that
we're going to be getting a lot more inquiries in our district offices.
More and more people are hurting. There’s this looming tax liabil-
ity that’s out there and I represent a district in the West and
Northwest suburbs of Chicago that has an expectation of what’s
good is good for the gander, just fair play.

I am going to ask you to comment on Secretary Geitner’s treat-
ment by the IRS, because it was a highly celebrated. Well, not cele-
brated. It got a great deal of attention. I'm obviously not going to
ask you to comment on anything that’s in a confidential file, but
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the facts and figures are in the public domain. So there’s an expec-
tation that I am going to be hearing from constituents when they
incur a tax liability and incur interest, and, presumably incur a
penalty that they’re going to be treated and sort of get the Geitner
rule applied to them.

Can you comment on what their expectation is? What their ex-
pectation should be? The calculation that the IRS made as it re-
lated to Secretary Geitner’s tax liability and the decision not to
pursue a penalty and to let him off by simply writing a check for
the tax liability and the interest. And, what is it that animates the
decisionmaking at the IRS, and how does it apply to the district
that I represent?

MS. STIFF. Okay. Clearly, I can’t speak to any of the facts spe-
cific to Secretary Geitner’s individual tax matter. What your con-
stituents should expect, that if they owe an amount for their tax,
that they’re going to be charged with the amount of tax they owe.
that their going to be charged with interest and penalties to the ex-
tent they’re applicable.

If your taxpayers believe there’s a reason that those penalties
shouldn’t apply that they meet the reasonable cause standard, then
they should expect to be prepared to explain that to us and engage
with us in a discussion, and those decisions are individual facts
and circumstances based on the penalties that would apply in their
case.

Then, thirdly, they should expect that once those amounts have
been determined and agreed-to, that if they’re experiencing difficul-
ties in coming up with ways to pay that that they need to engage
with us to talk through what payment plan options there might be,
what alternatives they would have that would allow them to re-
solve their tax debts in a way that isn’t overly burdensome to them
as an individual.

Mr. ROSKAM. Okay. Let’s assume for the sake of argument that
someone has the ability to pay the liability as Secretary Geitner
did. And let’s further assume that there is a similar self-employ-
ment issue. Let’s say I have a constituent that worked for the
International Monetary Fund and didn’t pay their taxes. Is it an
expectation that that taxpayer that I represent would be treated in
that same way, not pay the penalty, regardless of whether they
sort of, you know, pull out a laminated hall pass that says my ac-
countant said this even though I got a letter from the IRS. I mean,
how is that?

Ms. STIFF. First of all, and I'm not trying to be coy. I'll be per-
fectly honest with you. I don’t know the specific facts of Secretary
Geitner’s case, but I can tell you that if a taxpayer failed to pay
self-employment tax we would expect them to report it, pay the
taxes they owe. They’re going to be subject clearly to the interest
that flows with that. And the penalty that they may or may not
be subject to will be dependent on the facts and circumstances of
their case and the reasons for why they found themselves in that
situation or not.

Mr. ROSKAM. Okay. Our time is coming to a close. Two ques-
tions: could you follow-up; and, I'd like to hear from you once you
do know the facts of the case. And at some point in the future with-
in the next couple of weeks, could my office hear from you on that?
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That’s question number one; and question number two is what
is it that creates the predictability for how a taxpayer is going to
be treated and is this an area that needs further inquiry into the
future. Because if it’s completely within the discretion of the inter-
nal revenue service and you're bound by a confidentiality that says
you can’t disclose, and I would submit sometimes that’s handy and
sometimes that’s a burden. Right? And you’d even acknowledge
that.

Ms. STIFF. Be happy

Mr. ROSKAM. Let me just finish, because my time is winding
up.
I think it’s very important moving forward in this environment
where, I think, there’s going to be more and more concern about
people being treated fairly in the same way in which powerful peo-
ple are treated in this country.

Mr. Chairman, with that, I yield back, because my time has ex-
pired.

Chairman LEWIS. Deputy Commissioner Stiff, do you care to re-
spond?

Ms. STIFF. I'll respond by saying we’ll be happy to get back with
you and I don’t want to suggest that the application of interest and
penalties is discretionary. It’s a part of what’s expected. The discre-
tion or the judgment comes in if there’s a reasonable basis that it
shouldn’t be applied. But we’ll come back to you and we’ll talk
more in detail about that.

Mr. ROSKAM. I'm out of time. I'd love to engage you further.
Thank you.

Chairman LEWIS. Mr. Higgins is recognized for question.

Mr. HIGGINS. Thank you very much, Mr. Chairman. First of all,
Ms. Stiff, in your testimony you had indicated that the good news
is in this economic contraction that working families may be eligi-
ble for the earned income tax credit which will put money in their
pockets. The bad news is that as many as one in four eligible tax-
payers are not claiming the credit.

You go on to talk about the initiatives the IRS is making to go
into those economically distressed areas with free tax preparers,
does the IRS have a goal relative to insuring that people do in fact
claim the credit and is there a period of time within which that
goal is anticipated to be achieved?

Ms. STIFF. Let me just provide a little bit of background to what
you're saying. I mean our goal clearly would be that every taxpayer
that’s entitled to that credit would know it, claim it, and get the
benefit of it. Having said that, the one in four number I itself,
there’s more behind that. There is about approximately an 86, 85
percent participation rate with the EITC credit for people who are
eligible with two children. So the reason for that is at that level
the value of the credit can go as high as $4800 for a family.

The participation rate for taxpayers with no children, so the
averages kind of mask that, is roughly 56 percent; and, the reason
for that is the credit at that amount can be as low as $430. So
there’s a different incentive and a different interest in making that
claim, not that $430 isn’t a significant amount of money at those
income levels.
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So where we find ourselves now is we’ve spent years trying to up
the total participation, and what we’re finding now is we need to
make this remaining lift in the participation rate, that we’re going
to have to have targeted outreach. And it may have to be different
for the 56 percent with no children than it is to get the additional
40 percent on the families with two children.

Mr. HIGGINS. What was it 5 years ago?

Ms. STIFF. I don’t know the answer off the top of my head, sir.
I'd have to get back to you on that.

Mr. HIGGINS. But improved?

Ms. STIFF. I think the overall rate was between 68 and 75, so
the IRS has done extraordinarily well with families with children
and I think what you find in what we call the childless worker pop-
ulation is that many of those people have marginal wages, so they
may not even be getting large refunds. They may not even be filing
returns; and, so, they don’t even find out that they could get this
$450 credit which would offset the Social Security that’s taken out
of their checks.

Mr. HIGGINS. Okay. Ms. Olson, what do you see as the most
complex aspect of the Tax Code for individual taxpayers, particu-
larly during this economic downturn?

Ms. OLSON. You know, that’s such a hard question to answer
because the law is so complex. You know, there are different things
that impact different taxpayers. Again, we just had the discussion
about the single worker who doesn’t even know there’s this benefit
out there he can get.

We have in the retirement provisions people who may need to
take early withdrawals from their accounts, and they may be
taxed. They’ll not only be taxed on those early withdrawals, but de-
pending on the kind of retirement plan they have, they may get an
additional 10 percent tax. You know, that’s a real trap for the un-
wary.

I think that the indicator of just how complex the law is is that
over 80 percent of individual taxpayers pay for assistance in pre-
paring their returns. Over 60 percent go to paid commercial pre-
parers and another 22 percent by software; and that’s not counting
the people who go and get the free tax preparation. So it’s just the
sheer size of complexity is just overwhelming.

Mr. HIGGINS. Yeah, well, as a taxpayers advocate, what are
suggestions, you know, you would have for simplification of the
process?

Ms. OLSON. Well, we have certainly recommended in the report
additional simplification of the family provisions so that instead of
having six different provisions that people have to wade through
we really have a basic family credit and a basic worker’s credit.
We've recommended simplification of the education incentive so
people don’t have to have a degree to figure out which one’s the
right one for them. And, again, as I talked about the retirement in-
centives and I would have to say you have to eliminate the alter-
native minimum tax.

Mr. HIGGINS. Thank you, Mr. Chairman.

Chairman LEWIS. Among this group, Members I don’t think
would be in too much disagreement with that. I think that would
be a proper consensus among the Members of the Committee—not
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just the Subcommittee, but the Full Committee—that we must find
a way to eliminate this tax; and, one day—one day—we will find
the courage to do just that or find the means to do it.

Mr. KIND. We shall overcome, Mr. Chairman.

Chairman LEWIS. We shall overcome some day—someday.

Mr. Reichert is recognized for question.

Mr. REICHERT. Thank you, Mr. Chairman.

And I echo Mr. Roskam’s statement in honor to be here and an
honor to serve with you and the rest of the colleagues here.

Chairman LEWIS. Thank you for being here.

Mr. REICHERT. My pleasure. I wanted to follow-up if I could on
Mr. Roskam’s line of questioning, just with a couple of thoughts.
So talking about owed tax, interest and penalties, and there’s dis-
agreements with that, then I think Ms. Stiff, you said there should
be an engagement between the IRS and the taxpayer. And then
hopefully you come to some agreement.

How does this process take place? Is there a mediator? What if
there’s no agreement? What happens? Is there a mediator that
comes in that’s bipartisan personality?

Ms. STIFF. I don’t know that I would say that there’s a mediator
in the sense that you’re probably referring to. If taxpayers owe us
money and they want to debate the amount of money they owe as
a result of an audit, they do have due process. There’s an appeals
process, which does bring in third-party to look at the facts of the
case and reach a conclusion. Taxpayers can always exercise their
options to go to court.

On a collection action, if we're proposing a lien or a levy as a re-
sult of the failure to pay, they have an ability to appeal that proc-
ess. Most of where that discussion is to the reasonableness around
penalties, which is the issue that he was raising, takes place at the
frontline, either between the individual that’s interacting with the
taxpayer as to the facts and circumstances. And we recently made
some systems changes and some process changes, actually, at
Nina’s urging in her report, to ensure that taxpayers aren’t being
penalized during the period of time that we’re having that debate.

Mr. REICHERT. I would assume that some time in this process
of discussing the disagreements that exist, someone makes the de-
cision whether or not there’s a criminal offense that’s occurred. Did
that sometimes happen?

Ms. STIFF. Yes, sir, we do. We have an active what we call a
“fraud referral process,” so that either in the collection or the ex-
amination stream, if our personnel identify what we call the badges
of fraud, which are a series of indicators, then when we feel that
we've got enough there. Then we’ll cease on our civil activity, and
we’ll actually refer that case over to our criminal investigators so
they can evaluate it for its criminal potential.

Mr. REICHERT. This is where the Miranda warnings then come
in?

Ms. STIFF. Yes, sir, it is.

Mr. REICHERT. Thank you.

I want to just follow-up to on some comments that you mentioned
there were increased calls. I'm just wondering by thousands of
calls, have you asked for additional staff. Is there a need for addi-
tional staff?



54

Ms. STIFF. We’ve been very fortunate. You and your colleagues,
and in particular Chairman Lewis, have taken steps to assure that
the stimulus bill that you just passed included funding that is
going to supplement our staff which should help in responding to
some of the calls that are related to the stimulus.
hMf{.?REICHERT. Will there be a need for additional staff, do you
think?

Ms. STIFF. It’s probably too soon for me to say that. I think that
what we’ve asked for and with the passage of an ’09, the omnibus,
will position us to get us out from under the CR, and it also pro-
vides for some additional funds to handle the phone traffic as a fol-
low-up to last year’s. I think when we get that money we should
be positioned to respond to what’s coming at us.

Mr. REICHERT. Great. Ms. Olson, you mentioned the tax gap in
your testimony and that the IRS’ lack of resources is significant.
And it’s an impediment to your ability to really get your job done
and it creates this tax gap. You mentioned that the complexity of
the Tax Code in your testimony for example regarding AMT.

Do you think the complexity of the Tax Code contributes to the
tax gap?

Ms. OLSON. I think that it contributes to a part of it. There are
so many causes for that, and in a way I believe that that goes to
how we should treat taxpayers. If you have someone who is actu-
ally undertaking fraudulent activity, that’s going to require a very
vigorous response from the IRS in terms of enforcement action and
criminal investigation action and criminal charges.

On the other hand, if you have someone who is just confused and
has made a mistake you really have to look at what’s the right ap-
proach for that person: clearly, educating them; making sure they
don’t do that again; and then making sure that they pay the tax
and the interest to the extent that they’re able to that gets into the
penalty discussion.

You know, I recommended a few years ago the proposal that was
called the one-time, stupid act penalty abatement, where you basi-
cally give people a pass the first time. Because the goal of the pen-
alty really is to make sure that they stay in voluntary compliance,
so let’s educate them and say go and sin no more. You do it again,
expect a penalty.

Mr. REICHERT. Thank you. Thank you Mr. Chairman.

Chairman LEWIS. Thank you very much.

Mr. Kind is recognized for question.

Mr. KIND. Thank you, Mr. Chairman.

I want to thank our two invited guests here today for your testi-
mony and thank you for holding this very important hearing. We
have a lot of important issues coming up that gives us a lot of op-
portunity to delve into, many of it with you, one of which is obvi-
ously the recently enacted Economic Recovery and Investment Act
(ERIA). There’s a lot of tax credits and deductions, exclusions,
things of that nature; and Ms. Stiff, maybe we could start with you.

In regards to the type of public education awareness campaign
that needs to take place so people understand this more and know
what they can take advantage of now, it is somewhat complicated
and I'm just wondering what steps the IRS is taking in order to
help with that public education campaign.
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Ms. STIFF. The IRS has actually been working feverishly in an-
ticipation of the passage of the legislation. Clearly, it was impos-
sible to finalize what you’re going to communicate and what’s the
best way to communicates it ’til you knew what was there. So we
were well-positioned when the bill passed to drop in, kind of, what
the provisions are, the rules.

We've got to have forms. We've got to have pubs. We need to get
information out to taxpayers swiftly. We're working on that and I
think we’re days away from being able in a number of those provi-
sions to be fully loaded for Bear in terms of communication, not
weeks or months.

Mr. KIND. And a user friendly website, I assume, will go to IRS?

Ms. STIFF. Yes, absolutely everything will go to IRS dot gov.

Mr. KIND. Is this something our offices will be able to link to,
because we’re already getting inquiries, my constituents.

Ms. STIFF. Yes, sir. Clearly, we’re still having on some of the
provisions, we're still having to flush exactly how it’s going to be
administered, and so we want to have the information when we get
it out there, be as useful as we can. But I think given that the pas-
sage has been in recent days, I would expect that within just a very
short, few days, that we’ll have at least for the provisions that are
affected or affect taxpayers who are trying to file their tax returns
this year, we’ll have that out there.

Mr. KIND. And can we assume that the various software entities
that exist for tax preparation purposes are going to be able to up-
date all that? Because we're already in tax filing season.

Ms. STIFF. Yes, sir. We have been working with them again
since before the holidays to ready for this. They face that same
problem we did until it was passed. They couldn’t complete pro-
gramming. We are talking to them multiple times a week and en
masse and individually. And at this point, I think by and large
we’ll all be prepared to move in time to get done what needs to be
done, what you’ve asked us to do this year.

Mr. KIND. Now, the making work pay tax provision in the recov-
ery package, that’s going to be dealt with through the employers
not taking as much withholdings out of the paychecks. What do
you suspect the compliance rate will be with that?

Will the employers be able to make that quick adjustment? Be-
cause this is my understanding kick in, in April already, and last
throughout the rest of the year.

Ms. STIFF. I think that for that type of provision we generally
find that most employers are able to respond quickly and nimbly
to that and aren’t expecting a lot of compliance issues there.

We expect this time next year as taxpayers are trying to rec-
oncile what was withheld and what they owe, we may see some ad-
ditional issues or questions then. But, our experience is that our
employers are as a general rule prepared to respond to a change.

Mr. KIND. What about employees with multiple paychecks or
multiple jobs?

Ms. STIFF. That’s where it gets complex, because which with-
holding gets adjusted. Where, and is the employee going to be left
as I said earlier at the end of this year, either having been over
withheld more than they wanted or under withheld; and, part of
our communication strategy will be to alert taxpayers to that. But
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I'm confident that with 140 million individual filers this year, there
will be some that will encounter that difficulty.

Mr. KIND. Let me ask you too. I know it’s a small item, but it’s
one that nevertheless tends to bother me from time to time. I no-
tice that in the tax rebate notification process last year, but it’s my
understanding the IRS is going to be sending out some tax with-
holding reports to nine million employers starting in mid-March,
mailing it out.

How much is that going to cost and is it necessary to have to ac-
tually mail those reports out to nine million employers, when my
guess is all of them are automated anyway and they can get this
information off the Internet?

Ms. STIFF. I don’t know that it’s nine million or not, so I won’t
dispute your number. But I don’t, off the top of my head, actually
know.

Mr. KIND. At least that’s what been reported.

Ms. STIFF. It hasn’t been. Okay. I'll say two things. We will
have the tables on the web, in fact, they may be on the web. I've
lost track in the last few days here. We'll have the tables on the
web for employers to begin accessing almost immediately.

Mr. KIND. Right.

Ms. STIFF. We also feel that we do have to distribute the tables,
because there’s 20 something million small businesses in this coun-
try; and, to assume all of those, particularly some of the very small,
are necessarily going to use the web.

I don’t think that you or anyone would want—you're intending
for this money to get to these taxpayers—and we need to ensure
that we equip the employers with the information they need to
make that happen. I don’t know the cost, but I probably can get
that.

Mr. KIND. Well, I would like to follow-up with you on that, be-
cause we are in the 21st century now; and with all due respect,
technology is a major part of what’s going on in the economy. And
it just seems, you know, nine million withholding tables being
mailed out individually. It seems to be an incredible waste of re-
sources and money.

I mean, last year, Mr. Chairman, you may recall there were two
IRS notifications on the tax rebate check to the vast majority of
people telling them you don’t have to do anything. And it cost us
a hundred million dollars to do those two mailings for that. So I'm
just wondering if the IRS is thinking through this, how we can best
utilize technology for cost savings; and, granted, the withholding
tables may not be that expense to mail out and there may be cer-
tain segments that need that and show up in their doorstep. But
I would hope that as we’re moving forward, given the budget
crunch, Your Honor, we try to streamline some of this.

And, finally, Ms. Olson, I couldn’t agree with you more on tax
simplification and would love to begin a dialog with you, especially
with the education and the savings complexity in the Code right
now and how we can streamline that and consolidate it. I know you
and your organization has done a lot of work on that, and some of
those issues where you mention it and everyone’s head goes up and
down in vast agreement, you've just got to start doing it.

Ms. OLSON. Thank you.
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Ms. STIFF. Thank you.

Chairman LEWIS. Mr. Davis is now recognized for question.

Mr. DAVIS. Thank you, Mr. Chairman.

Ms. Stiff, unlike Mr. Roskam I don’t have any constituents who
work for the IMF so I won’t waste your time on that. Let me
though talk about something that’s a little bit more relevant to my
constituents. The University of Alabama runs an organization
called the Center for Ethics and Social Responsibility; and the very
talented young man who runs it happens to be the grandson of the
former Supreme Court Justice, the late Hugo Black.

And several months ago the Center conducted a sting operation.
They used law students to go to tax preparer sites in the state of
Alabama. All of these tax preparer sites purported that they would
help you get an anticipatory refund in very short order. Sting oper-
ation was done in these 13 sites. Virtually every single one of them
was engaging in some kind of negligent practice or some kind of
practice that was an outright misrepresentation—virtually every
single one of the 13.

So Mr. Black has put together a legislative proposal at the Ala-
bama legislature is currently considering, and it has several inter-
esting components I want to get your reaction to. One of the things
that this legislation would require is that for tax preparers, first
of all, would have to be licensed by the state of Alabama. The sec-
ond thing is that after being licensed as with lawyers, as with doc-
tors, as I understand is the case with accountants, they would have
CLE obligations. They would have to regularly take courses to up-
date their knowledge of the shifting sands of tax law; and, in addi-
tion to that, they would have to pass a proficiency exam before they
could be licensed at all to be tax preparers.

Could I get some reaction from you, Ms. Stiff, and from you Ms.
Olson, as to the advisability of a legislature passing that kind of
remedial action to protect people from tax preparer services? Ms.
Stiff, I'll start with you.

Ms. STIFF. Yeah, I'll say a couple things. Nina will probably be
in a position to respond probably more completely than you are be-
cause in the role of the IRS we generally enforce and don’t advo-
cate laws. But I will say we are concerned.

People that hold themselves out to the public and take on that
fiduciary responsibility that they conduct themselves in an appro-
priate manner and we’re taking steps to strengthen our own moni-
toring of that universe and where we’re developing a preparer
strategy in outreach, I know there’s been much debate by this body
and on the Senate side as well around the merits of registering of
licensing of monitoring; and, I think that there’s pros and cons to
that.

I am confident that there’s administerability issues with doing
any and all of what you’re saying, and I think there are folks that
will say to some extent it will help. To other extent, it tends to
make it more difficult for the already compliant and drive the non-
compliant further underground. So I think there’s a lot of debate
to be had on the issue.

Mr. DAVIS. Ms. Olson, would you like to weigh in?

Ms. OLSON. Well, in 2002 one of my legislative recommenda-
tions was to do exactly what you suggested: register, test, and re-
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quire continued testing of what I call unenrolled preparers; people
who are not attorneys, certified public accounts or enrolled agents
who already have a testing and annual continuing education pro-
posal. That provision has been passed several times by the Senate.

Congressman Becerra had a bill last year that had the most re-
cent version of it and I think there’s actually very little debate on
this at this point.

Mr. DAVIS. Unless you’re in the Alabama legislature.

Ms. OLSON. Well, every single major practitioner group, includ-
ing these unenrolled preparers nationally have come out in support
of this proposal. There are little things around the margin that
they’re concerned about.

I just say to me the worst thing that could happen is to have 50
different regimes around the United States for the Federal tax law
so that people who prepares from one state to another have to meet
all of those requirements. This is a Federal law and I think we
need to make sure that the people who are making their living by
preparing returns, Federal tax returns, meet a basic level of com-
petency; and we have to have the regime for that.

Mr. DAVIS. And I would just conclude, Mr. Chairman, by saying
Ms. Olson I suspect you're right. An ideal world there would be a
Federal standard in place. For various reasons that has not hap-
pened. I think it should happen and until we get to that point, it
seems eminently reasonable to me that states would regulate in
this area. As a matter of just common sense, it seems to me if
you're preparing tax returns for people and holding yourself out by
definition as someone who has expertise that you ought to have to
pass some exam that says that you have that expertise.

As we've established, tax law changes constantly. This body has
made changes. The last several years have been very impactful, so
it seems reasonable that you ought to have to know about those
things. And last comment, what has predictably happened in my
state is that there was a lot of momentum around it. It was moving
in a particular direction, and now a lobbying group has formed in
the state of Alabama to fight for the right to prepare returns with-
out being licensed. Not surprisingly, the lead entity in that lob-
bying front happens to be the company that have the most egre-
gious violations and the sting operation that was conducted.

Thank you, Mr. Chairman.

Chairman LEWIS. Thank the gentleman, Mr. Davis from Ala-
bama, for raising the issue. I think that concern would have been
before us before, that you have this little fly by-night tax preparer
that comes around during filing season, and a sort of rip-off to tax-
payers. And then I've heard they sort of disappear.

Mr. Becerra, who I want to yield to has been involved in the
issues. I yield.

Mr. BECERRA. Mr. Chairman, thank you very much.

Mr. Chairman, I think this type of hearing, in fact, I think infor-
mal sessions with both Ms. Stiff and Ms. Olson would be very
worthwhile for us. So first thank you for being here, your testi-
mony, your observations; and, once again, Ms. Olson, thank you for
your excellent recommendations on what we could try to do.

I think much of what you said includes actions that could be
taken without legislative authority; and, perhaps we could work
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with you on trying to help move in that direction with some of
these activities.

Mr. Chairman, Ms. Olson has in her testimony a figure that I
think is important for us to note. There were more than 2,600,000
taxpayers with delinquent accounts that or non-collectible accounts
in 2008. That same year, the IRS accepted about 10,600 offers in
compromise, negotiated settlement, with some of these taxpayers
who were delinquent. Interests have been trying to resolve it. An-
other 22,500 or so were taxpayers given a chance to arrange partial
payment installment arrangements.

That means that only one of every 78 taxpayers, who is delin-
quent or has an account that’s non-collectible, had an opportunity
to try to resolve this without facing some further legal challenges
or consequences. I am gratified to hear that the IRS is trying to
do a little bit more and that recently you announced that you were
going to try to deal with this situation economic distress that many
taxpayers find themselves in to try to be more accommodating for
those who are reasonably trying to do what they can to pay their
share of taxes that they owe.

But, I have a question that I'd like to ask Ms. Stiff and Ms.
Olson. Actually, let me direct it to Ms. Olson for now. Those private
collection agencies that are collecting from many of the most dis-
tressed families out there, because many of the accounts that these
collection agencies have are people with modest incomes whose tax
obligation is quite low. But for them it’s a big debt. These collection
agencies don’t fall into the same requirements and responsibility
that IRS personnel do to try to provide taxpayers with information
about what they can do to try to make it easier for them to pay
their taxes owed.

Do those agencies have those same types of requirements?

Ms. OLSON. No. The only thing that those agencies can do is ask
the taxpayer if they can full-pay or if they can pay within 3 years.
And anything else, the case has to go back to the IRS; and, clearly,
the incentive is there that you would in ever so subtle ways, you
would want to keep the case, because that’s what your commission
is basically based on. The agency’s commission is based on the col-
lections from the full payments or the installment agreements that
they bring in, not that the IRS brings it.

Mr. BECERRA. So first these private tax collection agencies are
not required to inform these taxpayers that they could actually use
the IRS directly to try to resolve their problems if they’re wishing
to try to pay their taxes.

Ms. OLSON. They are required to tell the taxpayer that they can
opt-out. I do not know if that’s in their scripts. It is in the first let-
ter that the taxpayer gets. But it doesn’t say that you can opt-out
and talk to the IRS about an offer in compromise.

Mr. BECERRA. And are they required to tell these taxpayers of
the new steps that the IRS is taking to assist taxpayers facing dif-
ficulty paying their taxes?

Ms. OLSON. Not to my knowledge.

Mr. BECERRA. And then secondly we find that these tax collec-
tion agencies earn their money. They make their profit by making
sure the collection occurs.

Ms. OLSON. Right.
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Mr. BECERRA. So if they get a cut of the collection, it’s not in
their interest to send them over to the IRS. They get no cut if they
just send them over to the IRS. They are the ones that have to col-
lect. So it’s almost in their interest not to inform taxpayers of the
services that the IRS provides free to try to help them make ar-
rangements to collect their taxes, which I think is especially in this
time of economic hardship just the wrong way to go.

Ms. Stiff, I know many of us have concerns with private collec-
tion agencies for quite some time in this regard, and I hope that
we have an opportunity to talk more specifically with the agency
about this, because I think this is the worst time for us to be hav-
ing headhunters out there looking for people who might be willing
to pay their taxes but aren’t being given all the information that
should be out there for them to try to help them deal with all their
economic circumstances that they faced right now.

Mr. Chairman, I know my time has expired, but if I may just
make one other point, it concerns me to no end to know that a So-
cial Security recipient can have his or her Social Security monthly
stipend levied against based on an IRS claim. Now, we're all tax-
payers, and we all have to pay what we owe the government. And
if it’s not a voluntary system, we’re in real trouble and we have to
encourage people to be forthcoming and participatory.

But, I've got to believe there’s a way for the IRS to work with
recipients or taxpayers who are recipients of Social Security and
probably for their main source of income to work with them to
make sure that as we collect the debt they owe the government
through taxes that we do it in a way that accommodates their need
to continue living, especially if the Social Security check is their
main form of income.

I know that there are limits that you can place on other types
of levies, but there is apparently no limitation on at what level you
can dig into the pocket of someone who receives Social Security
payments. And I hope that we can examine that a little closer, be-
cause this is probably not the time to hit people who live off of So-
cial Security to pay their taxes.

I suspect that they would be more than willing to help make
their payments if we could reach some accommodation with them;
and, so, if we could follow-up with that, I would very much appre-
ciate it.

Ms. STIFF. Sure.

Chairman LEWIS. Let me just ask the two of you. If there any-
thing that you want to tell us that you think we should know dur-
ing this filing season? Do you think we have all the information
that we need?

What is your greatest concern during this filing season?

Ms. OLSON. I'm going to say something, because I think Linda
is in an awkward position to say this.

Chairman LEWIS. You don’t think she had the courage to speak?

Ms. OLSON. I think that in her position she’s not able to say
very clearly the resource demands on the IRS about the last couple
of years with the economic stimulus payment and now the new pro-
visions that are coming in. And I just thought giving some informa-
tion about the level of service on the phones. Last year was a
record level of service meaning calls came in and essentially rough-
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ly what percentage of the calls were we able actually to get to. And
I'm not even talking about the wait time that taxpayers have be-
fore we can get there.

But, through February 7th of this year, their overall level of
service was at 55 percent and a year ago even with the difficult fil-
ing season the same time it was at 79 percent. On the main 1040
number, through February 2nd of this year, the level of service—
this is the main number for individuals—is at 50 percent, and a
year ago it was at 80 percent. And my own phone number, my own
toll free number for the taxpayer advocate service, where we get
the cases where taxpayers are having the difficulties, you know,
with these things. This is answered by another part of the IRS. It’s
part of the main phone system, but it’s a dedicated line.

We are at 69 percent level of service and a year ago we are at
83 percent; and I think that as we look to the IRS to deliver pro-
grams, deliver stimulus to the economy, become a method for help-
ing people with health insurance who’ve been unemployed, we have
to really think hard about what the IRS needs and resources in
order to be able to do this job. There are lots of reasons for why
the IRS should do the job, because we have that contact with tax-
payers.

But, on the other hand, if we’re doing all these other jobs and
not able to deliver our core ability to process the returns, answer
tax law questions, deal with account questions, collect money when
taxpayers are calling us, you know, then all of us are harmed. And
I just want to make the case for perhaps this Committee weighing
in with the appropriators about, you know, the need for really ade-
quate funding for the IRS in interfacing with the taxpayers of the
United States.

Chairman LEWIS. Ms. Olson, I appreciate your comments and I
appreciate you sharing those with us; and, I'm sure my colleagues
appreciate it and the IRS appreciate it also.

Mr. KIND. Mr. Chairman, could you yield on just that one point?

Chairman LEWIS. I assume the same applies to that low-income
taxpayer clinics that are being established and the increase in de-
mand for assistance and help with those clinics in preparation?

Ms. OLSON. Yes, and I'm so proud of their growth that we’re up
to 160 now, and we get applications. We do a survey, a needs as-
sessment of United States low-income taxpayers, to identify areas
where there are populations of taxpayers that we believe need the
assistance. And there are many places out there that I think we
could get a program started with other community groups.

Ms. STIFF. May I just insert I think there may be the issue isn’t
just how much or how many. The issue is that we are now on about
an 18-month run of asking the workforce or the IRS to do a very
heavy lift over and above what their core mission, as Nina put it,
and a lot of nights, weekends, holidays, vacations sacrificed for
doing that. And I think that like any business at some level when
you do that for so long you just increase the risk of people’s ability,
their alertness, those things. So I think when you say what do we
worry about, I think that’s an issue that continues to be something
that the Commissioner and I are both cognizant of.

Chairman LEWIS. Thank you. We appreciate it.
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I want to yield and recognize the Ranking Member, Dr.
Boustany, for in addition the question and statement you’d like to
make.

Mr. BOUSTANY. Thank you, Mr. Chairman. And that is, Ms.
Stiff, I'm glad to see that the IRS is recognizing the upheaval and
uncertainty in the housing market. And there are going to be dif-
ficulties with valuations of properties, predictably as we look at the
offers in compromise agreements. And in your testimony you refer
to or you suggest that some of these cases will be referred to a spe-
cialized group. Could you elaborate a little bit on that?

Ms. STIFF. Yes, what we’re doing is kind of instilling. I'll con-
sider it a fail-safe for the taxpayers. It’s that in an offer in com-
promise situation, if there’s real estate involved, the valuation of
that real estate, the decisions that are made, could hinge on that.
And so we want to ensure that if for any reason we’re denying or
that our information about the valuation runs contrary to that of
what the taxpayer believes it is, that those cases will go to a spe-
cialized unit of people—I think they’re located in Texas—whereby,
they’ll take the extra step and make sure that the valuation we’re
relying on is based on the best facts and come back to it that way.
So it provides what I would describe as the fail-safe for the tax-
payer.

Mr. BOUSTANY. I thank you.

And, finally, our colleague, Mr. Roskam did raise some important
questions regarding fairness and the public perception of fairness.
And he referenced the case of Secretary Geitner. And I think it’s
important, and I think your term as he was ending his line of ques-
tioning was having a reasonable basis for not applying certain pen-
alties, finds and so forth. It would be helpful to us to have some
general guidelines on how that is carried out, particularly in high
profile cases. And I'm not going to put you on the spot now with
it, but if you could get back to us in writing on that, it might be
helpful.

Ms. STIFF. Will do!

Mr. BOUSTANY. Thank you.

With that, Mr. Chairman, I am happy to yield back. I don’t know
if my colleague here has an additional question with your indul-
gence.

Chairman LEWIS. Yes, you are recognized.

Mr. REICHERT. Thank you, Mr. Chairman.

I won’t take up the full 5 minutes but I just want to quickly com-
ment that I do understand the difficulty in answering some of
these questions. I was Sheriff in Seattle prior to coming here to
Congress and I testified both as an appointed sheriff and an elected
sheriff in front of my county counsel. So I understand the dif-
ference in your ability to share freely, but I am a little disappointed
that that my question I asked earlier was, I think, initially ad-
dressed until the Chairman pressed it, just a little bit as far as
staffing and the need for staffing additional funding and how much
that might cost.

So I want to focus on comments made about the offer in com-
promise program. There was, I think, Ms. Stiff. You mentioned
that you wanted a third party assessment and are you thinking of
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process mapping effort in that program? Is that what you're look-
ing at?

Ms. STIFF. Well, that will be part of it, but it’s actually less.
We've spent a good deal of time in the last 4 years re-engineering
our internal processes, process mapping, looking at where the work
needs to be done. And, while there remain, you know, as with any
program and opportunity for improvements there, I think the big-
ger question for me now isn’t what happens when they get in. It’s
increasing the number of people who are availing themselves of the
program and then assuring they’re being treated in a fair and equi-
table way once they’re in.

Mr. REICHERT. What would be the cost of that, do you think?

Ms. STIFF. Of the study?

Mr. BOUSTANY. Yes, of your third party assessment?

Ms. STIFF. I don’t know off the top of my head.

Mr. BOUSTANY. And so you've been talking about this for a
while though. How long has this discussion in the IRS been going
on?

Ms. STIFF. Oh, actually not. As I said earlier, when I was going
through everything last night and looking at what we’ve done,
we've been working with Nina. We’ve been working with practi-
tioners and preparers. It’s a perennial issue everywhere we go, and
it occurred to me that it may be time for us to look at it differently
than we’ve been looking at it if we’re going to solve it.

Mr. REICHERT. Would this be expanded beyond the offer in
compromise program? It seems to me that the IRS overall could
use a third party assessment.

Ms. STIFF. I'm not sure specifically to what your question is. We
have independent assessments ongoing at any given time in spe-
cific program areas. We also have ongoing oversight by GAO into
specific programs.

Mr. REICHERT. Is GAO considered to be a third-party assess-
ment for you?

Ms. STIFF. Yes.

Mr. REICHERT. Yeah. Okay, thank you, Mr. Chairman.

Chairman LEWIS. I would like to thank the IRS Deputy Com-
missioner and the national taxpayer advocate for the time and tes-
timony.

The Subcommittee appreciates your views. Thank you for being
here today. We look forward to seeing you again; maybe not soon,
but sometime later. There’s more business to come before the Com-
mittee. This hearing is now adjourned.

Thank you very much.

[Whereupon, at 11:28 a.m., the Subcommittee was adjourned.]

[Submissions for the Record follow:]

STATEMENT OF HOWARD S. LEVY, FORMER IRS TRIAL ATTORNEY

I am a former IRS attorney who has helped everyday people work through IRS
economic difficulties for almost 20 years. I have seen through the eyes of the govern-
ment, and have seen the faces of taxpayers in distress. I appreciate the opportunity
share my observations and recommendations.

The problems of taxpayers who are in the system are well-documented. The IRS
offer in compromise program is broken; IRS expenses allowances make obtaining in-
stallment agreements virtually impossible. Older IRS tax debt sits uncollected, leav-
ing taxpayers in financial limbo for years.
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My clients who are in the system are increasingly using bankruptcy to eliminate
IRS difficulties, a course of action that cannot be good for the client, the govern-
ment, or the economy.

But the weight of the 6.1 million taxpayers who are out of the system deserves
equal attention.

I urge you to offer amnesty to the 6.1 million IRS non-filers if they come forward
and pay the taxes they owe. This will strengthen, not weaken, our tax system. It
will alleviate economic hardship on taxpayers. It will also bring the Treasury bil-
lions of needed dollars not just now, but into the future.

For most, life situations lead to dropping out of the tax system, not a desire to
gain an advantage. It could be divorce, medical problems, or the challenges of a
business during these hard economic times. If the taxes cannot be paid, the returns
are often not filed.

Once behind, interest and penalties escalate to the point that a taxpayer can never
catch up. The failure to act is magnified by the fact that interest and penalties dou-
ble the original tax liability every five years. I have seen the discouraged faces of
hard-working Americans—paying $100 monthly on a $20,000 tax debt—when they
discover that the amount they owe is actually increasing, not decreasing, because
of the interest and penalties.

For taxpayers who come forward with their taxes, provide amnesty relief from the
interest and penalties if the returns are filed and the tax is paid over an agreed upon
payment plan. To ensure future compliance, implement a five year probationary pe-
riod to stay current on all future obligations. Those suspected of tax crimes would
not be eligible.

In addition to the non-filers, there are millions of taxpayers who have filed and
owe money. They badly want to repay their debt. They try to pay it, but can never
break free from the weight of interest and penalties. It holds back their businesses,
their lives and the economy. Provide the same relief to them.

Tax amnesty works. States offering non-filer amnesty have been highly successful
raising money and bringing taxpayers back into the system. Nevada recently col-
lected nearly $41 million between July and October, 2008 from amnesty. Oklahoma
generated about twice what it expected, raising $82 million in 90 days.

If two states could generate $123 million in less than four months, imagine the
benefit by including everyone back into the Federal system?

Tax debt puts lives and economies on hold for years. Employment opportunities
are lost and new business ventures delayed; home ownership is an impossibility.

People want a fresh start. We as a country are now dedicated to reclaiming finan-
cial stability. To achieve that, encourage those who are out of the system to come
back in. Implement IRS collection policies that encourage taxpayers who are in the
system to stay there.

I would be happy to meet with Committee Members to discuss this Statement.
My contact information is Voorhees & Levy, LLC, 11159 Kenwood Road, Cincinnati,
OH 45242, howard@voorheeslevy.com; www.howardlevyirslawyer.com.

Howard S. Levy

STATEMENT OF INVESTMENT FRAUD VICTIM’S TAX RELIEF THROUGH
IRC SECTION 165(c)(2)

Victims, taxpayers and citizens, in general, are experiencing an extraordinary
chapter in American financial history. Economic challenges, budget deficits and tax
implications lead the list of many issues confronting citizens and legislators. Sur-
facing in the midst of what appears to be mass chaos is yet another disturbing
issue—victims of investment theft suffering irrecoverable losses in their life savings.
One bright spot, with the uncovering of these massive investment scams, the media
is finally bringing attention to the fact that there are hundreds of thousands of peo-
ple across this great country who are suffering tremendously at no fault of their
own.

For the last ten years, I have been fighting for financial recovery for victims of
investment theft. There’s been a law on the books since 1954 that helps some vic-
tims, but most often it ignores the truly needy in favor of the wealthy. Unfortu-
nately, it also requires a monumental struggle with the IRS to get the deserved re-
lief. The pain and suffering these issues caused demanded I shift my focus and be-
come an advocate for victims in three ways:
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Investment Fraud Prevention Through Education
Maximize Recovery Through Legitimate Sources
Changes in the Tax Code to Carry Out the Intention of the Law

PROBLEM—ILACK OF CLARITY, COUNTLESS (MIS)INTERPRETATIONS &
INEXPERIENCED PROFESSIONALS

The $50 billion dollar Bernard Madoff Ponzi Scheme brought this subject to the
public, but sadly, and very importantly, it also surfaced so-called experts that began
advising victims on the recovery option under Internal Revenue Code Section
165(c)(2). Adding to the tragedy of these losses is the fact that those same experts
are supplying incorrect information. As an example: Stanford Law School and a
former senior tax attorney for the IRS are both normally sources you can depend
on for tax law advice. They are both valuable sources of information, but in trying
to help victims of investment fraud, they recently published information that could
cause more problems than they solve.

An article, Long And Winding Path To Tax Relief For Madoff Victims, appeared
on accountingweb.com dated February 19, 2009. Stanford University provided infor-
mation on the IRC 165(c)(2) tax deduction, quoting a former IRS official. This article
is an example of a long list of experts serving up misconceptions, serious omissions,
wrong answers and lost opportunities. Add The Wall Street Journal, MSN, the New
York Times and even the IRS to your list of experts providing incorrect information,
and you begin to understand the seriousness of the problem.

FACTS—CURRENT TAX LAW HELPING VICTIMS OF INVESTMENT THEFT
Current law includes but is not limited to, the following facts:

IRC 165(c)(2)

¢ Law was established in 1954 to help investment fraud victims recover a por-
tion of their losses through tax benefits (much like that of natural disaster
loss victims or casualty losses such as a destroyed automobile not covered by
insurance). It was readdressed in 1984 by the Tax Reform Act, which did
away with the 10 percent exclusion/$100 per item reduction.

¢ Deduction allows qualifying victims to take their total net loss against ordi-
nary income in a single year.

¢ Deduction allows for the taxpayer to go back three years after declaring the
loss in the “Year of Discovery” if a Net Operating Loss (NOL) remains, or,
they can waive their right to go back, and carry the NOL forward up to 20
years.

¢ Deduction allows for up to a 20 year carry forward, with the exception of
when the 3 year carry back is utilized, which subsequently creates the poten-
tial for a 23 year benefit.

¢ Losses in IRA and Pension Funds Do Not Qualify.

¢ The taxpayer must prove the investment was made and lost by reasons of
theft as defined in the state where the transaction took place.

¢ Taxpayer must exhaust all reasonable means of recovery.

¢ Taxpayer must be able to prove privity (Private or joint knowledge of a pri-
vate matter; especially:cognizance implying concurrence (Merriam-Webster) or
in practical terms, there was a first hand relationship between the thief and
the victim) in order to qualify. Ponzi scheme victims are generally not held
to this requirement but that I'm aware, that exception is not written as fact.

¢ (Some) IRS agents consider any form of pending legal action (individual, class
action, Federal indictments, bankruptcy or receivership) as potential recovery
anld vgill deny a claim until such time as that open pursuit of recovery is re-
solved.

¢ IRS requires a victim to provide proof of cost basis (copies of checks, front and
back, wire transfer confirmations, disbursements, withdrawals, recovery, etc.).

¢ Taxes on phantom income are recoverable in full but are only allowed to be
carried back 3 years. The balance (NOL) can be carried forward up to 20
years.

FICTION—MISINFORMATION COMMONLY GIVEN TO THE PUBLIC

« Before a taxpayer can claim a deduction, they must first exclude 10 percent
of their Adjusted Gross Income and $100 per item—Wrong. Although origi-
nally an aspect of the deduction, this exclusion was eliminated 25 years ago
by the Tax Reform Act of 1984.

¢ 2 Year Net Operating Loss Carry Back—Common misconception. Other than
in 2002, when Congress allowed an exception allowing for 5 years, the carry
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back has always been 3. The 2 year carry back does not apply to investment
losses caused by theft.

¢ Up to 50 percent recovery of loss—Misleading. In my experience, taxpayers
should expect to receive a total benefit between 10—20 percent of their loss.
Although there may be an exception out there somewhere, I've never seen any
victims receive even close to a 50 percent benefit.

¢ The deduction is taken in the year victims discover the money is gone—
Maybe but not likely. Convincing the IRS of the right year to take the deduc-
tion is complicated. The big issue is the taxpayer having “exhausted all rea-
sonable means of recovery”. The “year of discovery” determination will vary
from agent to agent.

¢ The deduction 1s simple to obtain—Really? It takes a knowledgeable and ex-
perienced 165 tax preparer to guide both taxpayers and the IRS agents
through this process. I promise you, you should be prepared to be fully pre-
pared. Taxpayers should expect to be reviewed carefully.

FUTURE—NEW PROPOSED LEGISLATION

For some time, I have been trying to get Congress to see the need for changes
in the law. The size of the Madoff ponzi scheme helped me with my mission to get
congresses attention. In doing so, they are now discovering how prevalent invest-
ment theft and ponzi schemes are in America. Congressman Kendrick Meek of Flor-
ida’s 17th district moved quickly and proposed new legislation on February 24,
2009. I'm thrilled to see it happen, but it did not go far enough.

Proposed changes to current tax law.

« Will allow a 10 year carry back (or length of time in fraudulent investment,
whichever is lesser) on cost basis and taxes paid on phantom income verses
the current carry back of 3 years. Given the fact that a great deal of injured
investors are in the retiree/elder categories and have had little to no income
over the last several years, this change will hopefully increase the chance of
them reaching a year where significant taxes were paid.

« Proposes to provide assistance to individuals who contributed to charitable or-
ganizations. This is a new aspect to the law and it needs to be further exam-
ined in order to determine just who gets what benefits? It’s not clear on how
this will work and T'll have to wait for more details before I can comment.

¢ New legislation uses the word “estimate” verses “ascertained”. This may be
a big help in the filing of the claims in a reasonable amount of time, but it
is not definitive and more work needs to be done.

FUTURE—CONTINUED—QUESTIONS NOT ADDRESSED

e Will the complicated terms “Year of Discovery, Privity, Scienter, Cost Basis
and Complete and Final Transaction” be defined in a way that makes it rea-
sonable for the taxpayer to meet the requirements for filing? Regardless of
what legislation is proposed or passed, unless these issues are defined in a
way that tax payers, their tax professionals and the IRS alike can under-
stand, little if any of this assistance will reach the intended recipients.

¢« Why 1is this limited to just ponzi schemes? Although certainly less publicized,
other forms of investment fraud are still investment fraud and all qualifying
victims should be given the same consideration, Will the new legislation actu-
ally limit the amount of time before a victim can claim the deduction and the
IRS can take to approve it? The current process often takes so long that vic-
tims lose everything, including benefits, their homes and even their lives, be-
fore the help arrives.

« Will IRA and pension savings be added to the forms of acceptable losses/vic-
tims? A huge constituency of victims falls into this category and although
technically they never paid taxes, they still worked hard for their money and
would have paid them when the time arose. The money was withdrawn, the
perpetrator was enriched and he or she should owe the taxes. Regardless of
whether the IRS actually receives them, the victim should be entitled.

¢« Would a uniform tax rate potentially be the better and fairer way to go? Al-
though the current proposed legislation goes far in trying to help, there are
still a group of individuals that will be left helpless. As many of these individ-
uals paid on average 15-20 percent in taxes when the money was made, it
doesn’t seem quite fair that they are penalized for having grown older or now
having no income.

SOLUTION

I'd start with definable (and reasonable) guidelines for tax payers and profes-
sionals. Next would be setting up fair opportunities for recovery across the board,
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regardless of tax bracket or age. And finally would be the creation of an organiza-
tion, or an IRS qualifying exam, that sets the standards for professional services.
Setting these guidelines and standards, much the same as what CPAs, doctors, at-
torneys, etc. must adhere to or lose their standing, would help satisfy the IRS that
the claims are legitimate, would provide the relief that so far is nearly impossible
to receive and insure that the professionals assisting these victims are qualified and
making claims in good faith. By enacting legislation that gives the IRS authority
to qualify those who represent taxpayers, they’d not only protect the victims, they’d
protect all taxpayers against fraudulent or unworthy claims.

It was a breath of fresh air to finally see someone step up and try to help these
people and I applaud Congressman Meek. He’s taken the first step, and with a few
additions, he could make this law something to be proud of.

I’d like to officially request an opportunity to discuss this issue with the individ-
uals working on this bill and formally request the opportunity to speak before any
hearing considering it. I not only can provide valuable practical information on how
current legislation is affecting individuals but potentially can provide insight into
aspects not yet considered that directly impact this issue.

Thank you for your time and consideration.

Moira Souza Shiver
MSS Advocacy Group
mss165.com
moira@mss165.com

STATEMENT OF COLLEEN M. KELLEY

Chairman Lewis, Ranking Member Boustany, and distinguished Members of the
Subcommittee, I would like to thank you for allowing me to provide comments on
IRS assistance for taxpayers experiencing economic difficulties. As President of the
National Treasury Employees Union (NTEU), I have the honor of representing over
150,000 Federal workers in 31 agencies, including the men and women at the IRS.

Mr. Chairman, NTEU believes that in the current economic climate, it is more
important than ever that taxpayers be able to deal with the IRS directly to work
through any financial difficulties they may encounter. IRS employees have a wide
range of tools and information at their disposal, which allow them work with tax-
payers to address their financial hardships and to become compliant.

Above all else, the IRS employee’s interest is in assisting struggling taxpayers to
meet their tax obligations in a way that will not exacerbate their financial distress.
When an IRS employee works with a taxpayer, the employee has access to all of
the taxpayer’s information and can answer questions and offer advice. For example,
they can see whether a taxpayer has not filed a return and explain that the sooner
the taxpayer makes arrangements to address filing and balance due issues the less
penalty and interest they will owe. They can look at the taxpayer’s records and an-
swer questions about why they owe a balance and what they can do about it. They
can also tell the taxpayer that they are not having enough taxes withheld by their
employer and need to address that or that if an ex-spouse is claiming a child as
a dependent they will not also be able to receive an exemption. If a simple mistake,
like a math error, has occurred, they can fix it. They can provide an extension of
the time period for payment. They can make a determination that the taxpayer
meets the currently not collectible requirements or whether the taxpayer may be eli-
gible for an Offer in Compromise, in which part of the balance due is foregone.

In addition to this wide-range of services, the IRS just last month announced a
number of additional steps which will allow IRS workers to better assist financially
distressed taxpayers. These include, providing IRS employees with greater authority
to suspend collection actions in certain hardship cases where taxpayers are unable
to pay; allowing skipped payments or partial monthly payments for taxpayers in ex-
isting installment agreements that have previously paid on time but are no longer
able to do so due to loss of employment or some other financial hardship; easing
ability of some taxpayers to get an Offer in Compromise, and speeding delivery of
levy releases for homeowners who are behind on their taxes who want to refinance
or sell their homes.

Mr. Chairman, while these additional flexibilities will better enable IRS workers
to provide some struggling taxpayers with the assistance they require to work
through their financial difficulties, some of our most vulnerable taxpayers, including
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low-income taxpayers, those with language barriers, the elderly and the less edu-
cated will continue to be disadvantaged as a result of the IRS’ continuing use of pri-
vate collection agencies (PCAs) to pursue tax debts. Aside from the folly of turning
this inherently governmental function over to the private sector, use of the PCAs
to collect taxes creates a double standard and disadvantages Americans who may
be in the most dire straits.

Unlike the PCAs, the IRS is able to provide special assistance to the most vulner-
able in our society. IRS workers can postpone, extend or suspend collection activities
for a period of time, make available flexible payment schedules that provide for
skipped or reduced monthly payments or waive late penalties or postponing asset
seizures.

The PCAs cannot offer taxpayers any of these authorities. They can only request
full payment of taxes owed either immediately or in an installment agreement of
5 years or less. What is worse is that taxpayers who deal with PCAs are extremely
unlikely to know that other options are available to them if they deal directly with
the IRS, because the PCAs do not inform them.

The PCAs sole interest is to collect from a taxpayer the balance due amount they
have been provided. They have no interest in whether the taxpayer owes other taxes
or may not have filed required returns, nor do they have access to any other tax-
payer records, so they are unable to answer any questions, provide any advice or
use any tools, such as extensions or offers in compromise.

In addition, while taxpayers unfortunate enough to be assigned to the PCAs are
limited to interacting with the PCAs over the phone, vulnerable taxpayers that pre-
fer personal, face-to-face tax assistance with IRS employees can do so at the
401Taxpayer Assistance Centers (TACs) located nationwide. Taxpayers are able to
visit the TACs when they have complex tax issues, need to resolve tax problems re-
lating to their tax accounts, have questions about how the tax law applies to their
individual income tax returns, or feel more comfortable talking with someone in per-
son.

The IRS is also specially equipped to assist persons with limited English pro-
ficiency work through their financial troubles through its Multilingual Initiative
(MLI). This service wide initiative provides written and oral assistance to Limited
English Proficient (LEP) taxpayers in Spanish, Chinese, Vietnamese, Korean and
Russian. This program ensures that non-English-speaking taxpayers who lack full
command of the English language and are experiencing financial difficulties are able
to take advantage of the wide array of services that the IRS can offer them.

In calling for an end to the IRS use of PCAs, Nina Olson, the National Taxpayer
Advocate, an independent official within the IRS that looks out for taxpayer rights,
has said that taxpayers who are unrepresented and vulnerable are disproportion-
ately likely to be contacted by PCAs, and that the median income of taxpayers as-
signed to the PCAs is significantly less than that of taxpayers assigned to the IRS.

In addition, Olson has noted that no case can be turned over to a PCA in which
a taxpayer is represented by a tax professional. Thus, “taxpayers who can afford
representation are exempt from this initiative.” Clearly, that treats lower income
taxpayers more harshly than others.

Clearly, a tax system relying on public confidence that everyone is paying her or
his fair share is dangerously eroded by the double standard generated when bounty
hunters collect taxes from vulnerable people for profit and people who work directly
with the IRS are receiving assistance that those working with debt collectors are
not.

NTEU strongly supports provisions in the Omnibus Appropriations bill to cut off
appropriations for PCAs and supports H.R. 796 introduced by Chairman Lewis and
Chris Van Hollen that would repeal the IRS’ authority to use them.

Mr. Chairman, NTEU believes that in a bleak economic landscape, with sky-
rocketing job losses, home foreclosures and rising credit delinquencies, the last step
we should be taking is disadvantaging people who are among our most vulnerable
taxpayers.

IRS employees remain committed to assisting delinquent taxpayers facing finan-
cial difficulties in the current economic climate. With access to a wide range of tools
and information, the IRS can provide struggling taxpayers the flexibility and assist-
ance they need to meet their tax obligations during the current economic downturn.

——
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STATEMENT OF SANTA BARBARA BANK & TRUST

Dear Mr. Chairman:

On behalf of Santa Barbara Bank and Trust (SBBT), a brand of Pacific Capital
Bank, N.A. and one of the nation’s largest providers of tax-refund related products,
I am writing to respond to testimony offered by Nina E. Olson, the National Tax-
payer Advocate, at the Subcommittee’s February 26th hearing to examine assistance
available from the Internal Revenue Service (IRS) to taxpayers experiencing eco-
nomic difficulties.

The Taxpayer Advocate’s testimony focused on the tax compliance challenges fac-
ing struggling taxpayers during this tax filing season. One such challenge cited by
Ms. Olson was that “[m]any taxpayers who are entitled to tax refunds and need
them quickly do not receive them for weeks and this delay drives many of them to
pay significant transaction fees to obtain refund anticipation loans (RALs).” ! In fact,
we believe that RALs offer a significant value to almost nine million families who
use them every year to more quickly obtain access to needed funds in anticipation
of their tax refunds.

For many low-income taxpayers, Federal tax refunds represent the largest sum
of money they will receive at any one time in the entire year. As Ms. Olson’s testi-
mony noted, “[almong taxpayers who received the earned income tax credit (EITC)
and tax refunds in tax year 2006, the average refund amount was $3,184, and the
average adjusted gross income was $15,763. Thus, the average refund amounted to
20 percent of each taxpayer’s adjusted gross income.”2 The National Taxpayer Advo-
cate also stressed in her 2007 Annual Report to Congress that delays in obtaining
tax refunds can be particularly challenging for low-income taxpayers:

Tax refunds are particularly important to low-income taxpayers—A taxpayer
for whom the refund is so significant often makes financial plans based on when
he or she anticipates receiving the refund and may view the refund as a lifeline.
For some taxpayers, a delay of two to four weeks in receiving the refund could
mean eviction, inability to pay the high heating bills that arise during winter,
or defaulting on credit card bills from the holiday season.3

The length of time it takes for taxpayers to receive their tax refund depends on
(1) whether or they file electronically, (2) have a bank account and can receive the
tax refund through the IRS Direct Deposit program, or (3) are unbanked and would
have to wait for the IRS to send their refund via paper check. For taxpayers who
have bank accounts and can receive their refunds through direct deposit, the IRS
has done a good job of shortening the delivery time to between 8-15 days. However,
for taxpayers without bank accounts, obtaining a refund via paper check still takes
up to eight weeks from the date they file their tax return.

Ms. Olson is concerned that for unbanked taxpayers, such potentially long delays
“drive many of them to pay significant transaction fees to obtain refund anticipation
loans (RALs).”4 While SBBT cannot speak to the transaction fees charged by tax
return preparers, we believe that our RAL fees are very reasonable and that RALs
provide a valuable service by bridging the potential eight week gap that those with-
out bank accounts would otherwise have to wait for their tax refunds.

SBBT’s average RAL amount in 2008 was $3,286. For that loan, SBBT charged
a total of $113 in fees, including a $31 bank account set-up fee and a finance charge
of 2.5 percent of the loan amount. Other than the actual principle due the bank
(typically repaid after the IRS deposits the expected refund into a customer’s tem-
porary RAL bank account), there are no other loan fees, payments or interest due
from the taxpayer, even if the IRS holds the refund up (e.g., because the taxpayer’s
return is undergoing a compliance check) or ultimately refunds less than the ex-
pected amount. There is simply the one-time fee. We believe this is certainly a fair
amount to pay to receive access to much needed funds up to eight weeks faster than
the IRS can currently deliver them.

In order for SBBT to be able to offer RALs to taxpayers at a fair and reasonable
price, we must develop a business plan each year for the program. This “plan” is
based upon loan repayment rates, projected volume and certain fraud assumptions.
The loan repayment rates are projected out over the tax season to determine the

1Written statement of Nina E. Olson, National Taxpayer Advocate, before the Subcommittee
on Oversight, House Committee on Ways and Means, Hearing on Tax Compliance Challenges
Facigg Struggling Taxpayers, February 26, 2009, p. 14.

21d., p. 15.

3 National Taxpayer Advocate’s 2007 Annual Report to Congress, December 31, 2007, Volume

L p. 5.
41d., p. 15.
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funding curve that the bank will need to cover the loans until repayment occurs.
Finally, income projections for the filing season complete the “plan,” which is subse-
quently used to secure appropriate funding for the program. Funding agreements,
sometimes obtained outside the bank, and their performance are critical to achieve
profitability

This filing season, our RAL program has been thrown into disarray as a result
of significant IRS delays in providing timely refunds for thousands of taxpayers who
are also RAL borrowers. Our information tells us that the Service is experiencing
significant processing and operational delays, in part due to added compliance
checks instituted this year. As a result of these IRS processing delays, the rate of
return that SBBT will earn on its RAL program will be less than what was esti-
mated in our plan. Because our earnings will be lower than estimated, next year
the cost of funds to securitize our RAL lending program will likely increase. That
increase will inevitably be passed on to consumers.

Collectively, the RAL banks consider ourselves to be major stakeholders in the
IRS electronic filing program. Returns associated with RALs represent 20-25 per-
cent of all e-filed returns. RALs provide an important service every year to millions
of taxpayers at a fair price. While the Taxpayer Advocate’s suggestion to expand re-
fund delivery channels is commendable, delivery of refunds for debit cards would
not be a panacea for the processing and operational delays that occur in almost
every tax filing season. For example, the compliance checks instituted this year
would still have caused delays in refunds being loaded to debit cards for thousands
of taxpayers. Conversely, thousands of taxpayers who otherwise would have had to
wait (and would still be waiting) for their refunds obtained much-needed funds
within 24-48 hours after filing their taxes by using RALs. Until the IRS is able to
quickly and efficiently deliver all tax refunds, we believe that RALs will continue
to play an important role in tax administration.

We look forward to discussing with you and the Subcommittee staff ways in which
both the private and public sectors can achieve greater transparency for fees
thri)&gh(%ut the entire tax preparation process, rather than simply continue to focus
on RAL fees.

Sincerely,

Joseph Sica
Senior Vice President
National Government Relations Director
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